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Joint Status Report

Consolidated Joint Status Report of the Group and
SinnerSchrader AG

1 General

The following Status Report is the joint Consolidated Status
Report and Group Status Report of SinnerSchrader Aktien-
gesellschaft (“SinnerSchrader AG” or "AG"). It shows the
business development of the SinnerSchrader Group (“Sinner-
Schrader” or “"Group”) and the AG including the business re-
sults for the 2004/2005 financial year from 1 September 2004
to 31 August 2005 as well as the situation of the Group and the
AG as of the report date 31 August 2005.

The Group’s Consolidated Financial Statements, to which this
Status Report refers, have been drawn up according to Article
292a of the German Commercial Code (“Handelsgesetzbuch”),
which - pursuant to Article 58 para. 3 sentence 4 of the Intro-
ductory Act to the Commercial Code (“"Einfihrungsgesetz zum
Handelsgesetzbuch”) - is last applicable to financial years
starting before 1 January 2005, with discharging effect on
the basis of US accounting principles ("US GAAP”). The Annual
Report of the AG follows German accounting principles.

The Status Report and Group Status Report contain statements
and information aimed at the future, especially Section 8.
These can be recognized by the use of formulations with words
such as “expect”, “anticipate”, “forecast”, “plan”, “strive”,
“estimate”, "become” and similar terms. Such forward-looking
statements are based on current knowledge, estimates and
assumptions and therefore entail a number of risks and un-
certainties. A variety of factors, many of which are outside
SinnerSchrader’s sphere of influence, have an impact on busi-
ness development and results. This means that the actual
future business development of SinnerSchrader and the actual
results achieved may differ significantly from the explicit or im-
plicit information in the forward-looking statements.

The following charts are not part of the audited condensed management report.
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2 Group Business and Structure

SinnerSchrader is one of the biggest e-business service pro-
viders in Germany and offers its customers a comprehensive
range of services for the use of interactive technologies,
especially the Internet, to optimise and further develop their
business. The emphasis of the Group’s business is on the use
of websites for the sale of goods and services and for the
acquisition and retention of customers.

Since the reorganisation implemented in April 2004 Sinner-
Schrader has organised its business activities into the “Inter-
active Software”, “Interactive Marketing” and “Interactive
Services” segments; each of these segments covers different
aspects of the range of services:

In the Interactive Software segment SinnerSchrader offers its
customers the conception, implementation and servicing of
custom-made interactive IT systems for the use of the Internet
with a special focus on the user-centred design of processes
and interfaces. In the Interactive Marketing segment Sinner-
Schrader provides consulting, creative and implementation
services on establishing and managing brands, on customer
acquisition, conversion and retention as well as on promoting
sales through the Internet and other digital channels. In the
Interactive Services segment, SinnerSchrader bundles together
three complementary service packages: planning and imple-
menting online advertising campaigns, establishing the tech-
nical systems for running websites and constantly managing
them, and designing and implementing data analysis systems
for the observation and statistical analysis of user behaviour
on websites.

Joint Status Report

Business in the segments is always provided by one or more
independent companies that are directly or indirectly 100 %
subsidiaries of SinnerSchrader Aktiengesellschaft, the parent
company managing the Group. SinnerSchrader Neue Informatik
GmbH is active in the Interactive Software segment, Sinner-
Schrader Studios GmbH and SinnerSchrader Studios Frankfurt
GmbH in the Interactive Marketing segment, and SinnerSchrader
Deutschland GmbH in the Interactive Services segment.

In addition to these companies, which have their headquarters
in Hamburg or Frankfurt am Main, SinnerSchrader UK Limited,
London, UK, and SinnerSchrader Benelux BV, Rotterdam, 32
The Netherlands, are still part of the consolidation group as £
100 % subsidiaries. Neither company was operatively active

in the period covered by the report.

Fig. 1 | Structure of the SinnerSchrader Group
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3 Market and Competitive Environment

In the 2004/2005 financial year the market environment for
SinnerSchrader has improved markedly. The forecasts on eco-
nomic growth and the development on the IT and advertising
market in 2004 that were available at the beginning of the

financial year in the autumn of 2004 were missed only slightly.

Unlike in the previous years, there were no negative surprises
at the end of the calendar year. Thus, in 2004 the real growth
in gross domestic product reached? 1.6 % in Germany; the
IT market? and advertising expenditure® grew by 1.6 % and
1.1 % respectively in the same period.

Overall economic growth in 2005 appears to have slowed down
again - the Federal Government and economic experts are
currently assuming a real GDP growth of 0.8 % for 2005 - but
the dynamism in the IT and advertising/marketing sub-mar-
kets that are relevant to SinnerSchrader is at least considered
to be stable by the industry associations concerned. The current
prediction for the IT market allows for a 3.1% rise in market
volume and growth of 1% in the advertising market for 2005.
In particular, the development in the relevant sub-segments
of the IT and advertising market related to the Internet will
be developing their effect for the business development and
prospects of SinnerSchrader.

For example, the income of online advertisers in Germany,
one component of the advertising expenditure referred to
above, increased by 10.2 % over the previous year in 2004.
Expenditure for new forms of Internet advertising not included
therein, such as search engine or affiliate marketing®, rose by

over 40 % in 2004. Similar growth speed is expected for 2005.
This reveals a trend to reorganise advertising expenditure in
favour of the Internet, which SinnerSchrader also finds con-
firmed in its customer relations.

Similar developments can also be seen in the IT market. In a
study published by Freiburg University> and funded by the
Federal Ministry for Labour, around 60 % of the responding
companies stated that they wanted to increase the proportion
of Internet-related IT investments and expenditure in the next
two years.

The development or expectations cited for the Internet-related
market segments of the IT and advertising industry reflect the
uninterrupted increase in the spread of the Internet as a com-
munication and transaction platform: according to data from
social research institution Forschungsgruppe Wahlen, which
conducts election polls for German television, the proportion
of the population with access to the Internet rose by three
percentage points to 64 % between October 2004 and October
2005; turnover from transactions with goods, services and
information with end customers (B2C turnover) will rise by
11.5 % to € 14.5 billion in 2005 according to figures from the
Central Association of German Retail.

The improvement in the environment for SinnerSchrader’s busi-
ness activities thus continued in 2005 after starting in 2004
and no signs can be seen that give rise to the expectation of
another deterioration in the foreseeable future.

Fig. 2 Development of the market and GNP in Germany in %

Fig. 3 | B2C/E-Commerce revenue 2001 to 2005e in € millions
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1 German Federal Statistical Office, 23 August 2005
2 BITKOM, industry figures as of autumn 2005, 24 October 2005

3 Central Association of the German Advertising Industry (“Zentralverband der
deutschen Werbewirtschaft”, ZAW), ZAW Yearbook “Advertising in Germany 2005”
(“Werbung in Deutschland 2005")
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In view of a continued fragmented landscape of providers and
the fact that new market players are becoming established in

emerging business segments, such as search engine market-
ing, the revival of the market in the 2004/2005 financial year

has not yet led to a lasting change in the intensity of competi-
tion and, thus, to a change in achievable prices.

4 Business Development and Group Situation

On the basis of the market position built up in Germany over
the last few years and through the impact of the organisational
structure newly introduced in April 2004, in the 2004/2005
financial year SinnerSchrader has been able to use the positive
impetus from the general market development and increased
its revenues by a good 16 % to € 14.3 million after years of
negative figures.

The revenue increase of a good € 2 million in comparison to
the previous year led to an improvement in the operating re-
sult, measured in the EBITA, by almost € 1.6 million, meaning
that after four years of operative losses SinnerSchrader ended
the 2004/2005 financial year back in positive territory with an
EBITA of just under € 0.2 million. However, in 2004/2005 the
EBITA was still encumbered with restructuring expenses of a
good € 0.35 million as reserves had to be formed for the rent
compensation payments that will be due next financial year for
the depletion of the office space over-capacity in the Hamburg
location.
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Together with the income from creating the liquidity reserve of
€ 0.2 million and the moderate accommodation in the current
operating results of future tax saving effects from accumulated
losses brought forward resulting from building up an active la-
tent tax position in the amount of € 0.15 million, in the 2004/
2005 financial year SinnerSchrader earned annual profit of

a good € 0.5 million or € 0.05 per share, in comparison to
an annual loss of € —=0.5 million or € -0.05 per share in the
previous financial year.

This means that the overall business development was better
than in the plans, in which SinnerSchrader had assumed rev-
enue growth of between 5% and 10 % and a balanced operat-
ing result for 2004/2005.

The development of the Group’s assets and financial situation
also exceeded expectations. As of 31 August 2005 the equity
amounted to € 10.3 million, a rise of just under € 2.2 million
in comparison to the level at the end of the previous year.
The growth from the annual profit was supplemented by the
income from the sale of around 474,000 treasury stock in the
amount of € 1.7 million.

The Group’s asset situation has primarily changed due to the
repayment of treasury stock to shareholders in the amount
of € 20.8 million already decided in the last financial year.
While the effects were already considered in the equity as
of 31 August 2004, the liquidity reserve fell by the amount re-
paid only as part of the settlement of the liability vis-a-vis the
shareholders on 8 November 2004. Corrected of this effect, the

Fig. 4 Development of revenue and EBITA since 1999/2000 in € millions
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liquidity reserve rose over the financial year from € 6.2 million
on 31 August 2004 to € 10.6 million on 31 August 2005. At the
end of the financial year the equity ratio reached a value of
75 %.

The development of the key indices for business development
and the Group’s asset and financial situation in the period
covered by the report will be described in detail in the following.

4.1 Revenue

The pleasing expansion of business volume from € 12.3 million
in the previous year to € 14.3 million in the 2004/2005 finan-
cial year resulted from continuously rising quarterly revenues.
After consolidation of the revenue level at € 3.2 million in the
first quarter of 2004/2005 just below the value of the last
quarter of the previous year, quarterly revenues rose to over
€ 3.6 million in the second quarter and just under € 3.7 million
in the third quarter and then to € 3.8 million in the fourth
quarter, a value that SinnerSchrader had not achieved since
the first quarter of 2001/2002. The return to rising revenues
that occurred in the middle of the 2003/2004 financial year
thus proved to be sustainable.

A major contributory factor in the constancy of the growth is
that SinnerSchrader has offered the full spectrum of its service
portfolio on the market following the implementation of the
new organisational structure in April 2004 and has thus been
able to better develop the market potential for its services.
Furthermore, the Group’s broader presence on the market

meant that the sometimes greatly varying developments of the
segments complemented each other well over the quarters.

The Interactive Services segment underwent especially dy-
namic development, with above-average growth rates in the
media business and operational services in particular. Sinner-
Schrader profited from the good growth rates in the market
for online advertising, on the one hand due to its expertise in
the field of cost-per-order transactions and, on the other hand,
due to the Group’s entry into search engine marketing. The
good results of business with newly acquired customers in the
two other segments paired with successful cross-selling en-
sured growth dynamics in operational services. In the year of
the report SinnerSchrader also increasingly offered to manage
customers’ websites on the Company’s own computer capacity
with contracts running for several years. In the 2004/2005 fi-
nancial year the segment earned revenue of € 4.4 million with
external customers, which corresponds to a share of almost
31 % of Group revenue. In the five months of the previous
year following the establishment of the segments in April 2004
the share had been 24 %.

Following a strong fourth quarter of the previous year and an
even better second quarter of 2004/2005, in the second half
of the 2004/2005 financial year business in the Interactive
Software segment consolidated at a good level, albeit slightly
below the peak values. Following initial pleasing impetus from
business with new customers, above all the order to set up the
SZ-Mediathek web shop for the Stiddeutsche Zeitung, there

Fig. 5 Development of revenues according to quarters in € millions

Fig. 6 | Development of revenues according to segments in € millions
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was not much business with new customers in the second
half of the financial year. Therefore, the focus mainly lay on
business with existing customers, with SinnerSchrader prov-
ing their efficiency with the relaunch of the comdirect bank
website in June 2005. Total revenue with external customers
in the financial year was € 5.7 million, a Group share of 40 %.
In the last five months of the previous financial year the share
had been 44 %.

The Interactive Marketing segment contributed revenue of
€ 4.2 million from business with external customers or a good
29 % (in comparison to 32 % in the period April 2004 to
August 2004) to the Group’s total revenue in 2004/2005. Fol-
lowing initial success in the first months after the reorganisa-
tion in April 2004 the main task was to permanently establish
the marketing and creative expertise of SinnerSchrader on the
market. Sales efforts with this aim met with a good response
and led to good business with new customers in the 2004/2005
financial year: just under a third of the revenue in the Interac-
tive Marketing segment was earned from business with new
clients. Among others, VW Mobile Services, the E-Plus subsid-
iary simyo and Dow Jones were acquired.

In relation to the 2004/2005 financial year, growth in revenue
rose by 16 % in comparison to the previous year. The project
service business conducted mainly in the Interactive Software
and Interactive Marketing segments increased by a good 8 %
in comparison to the previous year. Revenues with media and
other services, which were largely earned by the Interactive
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Services segment, rose by 55 % and 14 % respectively, and

ensured that the Group earned clear double-digit growth. 21 %
of the revenue was earned with newly acquired customers. In
the previous year the new customer rate had only been 16 %.

In the 2004/2005 financial year SinnerSchrader earned 64 %
and 83 % of Group revenue with the five and ten biggest cus-
tomers or customer groups respectively. In 2003/2004 the
corresponding shares had been 70 % and 81%. This means
that the slight shift in share towards the top ten went hand in
hand with a more-or-less equal weight distribution among the
important customer relations. Two of the top ten were new
customers. In the 2004/2005 financial year, the biggest cus-
tomer accounted for a share of 20 %; in the previous year the
biggest customer had been responsible for 18 % of revenue.
As in the previous year, SinnerSchrader earned revenue of
over € 1 million with five customers.

As in the previous year, the breakdown according to sectors
shows a comparatively balanced distribution of business across
the different sectors. But not one of the five sectors accounted
for a share of over a third. The Transport & Tourism, Retail &
Consumer Goods and Media & Entertainment sectors increased
their share. The share of revenue with companies from the
Financial Services industry and the Communications & Technology-
sector fell.

Fig. 7 Revenue share top ten customers in %

Fig. 8 Development of the new customer business in € millions and %
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In the 2004/2005 financial year the development of incoming
orders was very close to that of revenue. Firstly, customers
in project business are still issuing orders for initial projects
and, above all, for maintenance and further development
projects in segments that are as small as possible. Secondly,
budget sizes are not prescribed in the key orders for Sinner-
Schrader in the media business, but result from customer
visits actually made to the website marketed or from orders
actually placed. This means that the orders on hand in the
year of the report and as of 31 August 2005 were still below a
quarterly revenue.

4.2 Operating Result

After a return to positive operating territory in the fourth
quarter of the previous year, in the 2004/2005 financial year
SinnerSchrader completed every quarter with a positive result
before interest, taxes and depreciation effects from acquisi-
tions (EBITA). The EBITA itself also exhibited a growth trend
over the last four quarters.

Overall, in 2004/2005 SinnerSchrader achieved an EBITA of
just under € 0.2 million and thus improved its operating result
by just under € 1.6 million in comparison to 2003/2004. The
fact that almost 80 % of the rise in the (gross) revenue of
€ 2.0 million was able to impact on the operating result is due
to the cost and efficiency improvements in all areas.

The gross margin, gross profit in ratio to (gross) revenue, rose
by 3.2 percentage points from 29.6 % in the previous year
to 32.8 % in the year of the report. On the one hand, this

shows that the strong revenue growth in media business has
not been bought with concessions on the margins. On the other
hand, an improvement in the utilisation of the operating capaci-
ties by 2.5 percentage points and a further improvement of
the daily rates effectively realised also took their effect. The
positive development of the operating relations can be recog-
nised in summary in the development of the (gross) revenue
per productive full-time employee: with almost identical cap-
acity (around 107 productive full-time employees in 2004/2005
in comparison to 108 in 2003/2004), the revenue per product-
ive full-time employee rose by a good 17 % from € 114,000 in
2003/2004 to € 134,000 in the year of the report and, thus,
by around one percentage point more than revenue.

The growth of € 1.0 million in the gross revenues was com-
plemented by cost savings of € 0.1 million or just under € 0.2
million in the sales and administrative costs and supplemented
by savings of € 0.2 million in the restructuring costs. Above
all, the reduction in the number of dedicated sales employ-
ees in the wake of the introduction of the new organisational
structure in April 2004 had a cost-reducing effect on sales costs.
The removal of the one-off costs for the conception and im-
plementation of this new organisational structure was a major
contribution to reducing the administrative costs.

For the 2004/2005 financial year, too, restructuring costs in
the extent of € 0.35 million occurred once again, however by
€ 0.2 million less than in the previous year. € 0.3 million of
the restructuring costs in 2004/2005 were associated with
the necessary reduction of costs on vacant rented property in

Fig. 9 Revenue distribution according to sectors in %

Fig. 10 EBITA development according to quarters in € 000s
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Hamburg. A special right of notice as of 30 June 2006 for the
Hamburg office, where only 50 % of over 6,000 square metres
of office space can be used, is associated with a rental contract
obligation to pay compensation in the amount of € 0.3 million.
After the notice was issued in 2004/2005, the corresponding
reserves had to be formed, which could not be accommodated
earlier because of the specific structure of the office space and
the relevant US GAAP rules.

The remaining amount of € 0.05 million concerned reserve
increases in association with labour court proceedings on per-
sonnel measures from previous financial years which had not
yet been completed as of 31 August 2005. In the 2004/2005
financial year no new capacity adjustment measures were
necessary. In the first half of the previous year SinnerSchrader
had had to adjust personnel capacity downwards one last time
and therefore had borne around € 0.55 million in restructuring
costs in 2003/2004.

Research and development was the only field where Sinner-
Schrader spent more in 2004/2005 than in the previous year.
Here, increased costs of just under € 0.05 million in compari-
son to the previous year were incurred. Also, the Interactive
Software segment intensified its development efforts for
reusable software components.

The other income and expenditure — mainly the dissolving of
reserves and other income from outside the period - contrib-
uted a share of € 0.1 million to the rise in the EBITA.
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In comparison to the previous year, the development of op-
erating costs in the breakdown according to cost types shows
that SinnerSchrader also achieved progress towards the goal
of greater flexibility in the cost structure. Whereas personnel
costs (without the relevant shares of restructuring costs of

€ 0.05 million in 2004/2005 and € 0.55 million in 2003/2004)
did not greatly exceed the value of the previous year of € 7.8
million in the 2004/2005 financial year in spite of the revenue
growth, the costs for bought-in services and goods (without
media costs) rose by 25% from a good € 0.6 million to € 0.8
million. Added to this is a clear increase in the media costs
of around 42 %, which reflects the strong revenue growth in
media services.

Depreciation and amortisation were further decreased by
around 14 % to € 0.5 million in 2004/2005 as a result of the
restrictive investment policy of the previous years. And at
€ 2.6 million in 2004/2005, even the other operating costs
did not lead to any cost increases in comparison to the previ-
ous year (without restructuring elements of € 0.3 million in
2004/2005 and € 0.01 million in 2003/2004).

In spite of the pleasing overall development of the operating
result, a satisfactory revenue return could not yet be achieved
in the 2004/2005 financial year. The EBITA accounted only for
1.2 % of the (gross) revenue. This is largely due to the fact
that in 2004/2005 SinnerSchrader still had to bear consider-
able expense for the oversized rented office space in Hamburg,
which was further increased by the above-mentioned reserves

Fig. 11 EBITA reconciliation 2003/2004 to 2004/2005 in € millions
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for exercise of the special right of notice. The costs of office
space including the formation of reserves and the depreciation
of leasehold improvements amounted to a good € 1.8 million
or 12.9 % of gross revenue in the 2004/2005 financial year.
With adequately sized office space, which SinnerSchrader will
only be able to achieve in the course of the next financial year
after the special notice as of 30 June 2006, the rental costs
will be approx. half of the current office space costs.

Since the vacant property costs are not allocated to the op-
erating segments, but remain in the AG, the segment results
give a better impression of the profitability already achieved:
altogether, the operating segments achieved an operating rev-
enue return (EBITA in ratio to the gross revenue with external
customers) of 12.7 % in the 2004/2005 financial year, with
Interactive Software earning 11.9 %, Interactive Marketing
8.5 % and Interactive Services 17.7 %.

After the disappearance of the depreciation effects from the
acquisition of Netmatic in 2001, which occurred for the last
time in the previous year in the form of amortisation of de-
ferred compensation, the EBITA in 2004/2005 corresponded to
the EBIT, i.e. the result before interest and taxes.

4.3 Annual Result

In addition to the EBITA or EBIT from operating business, the
annual result is made up of the financial result and the taxes
on income. In the 2004/2005 financial year the financial result
amounted to € 0.2 million. The considerable fall in comparison

to the previous year by around € 0.6 million is largely due to
the fact that SinnerSchrader paid around € 20.8 million from
the liquidity reserve to the shareholders within the framework
of a capital repayment in early November 2004. Added to this
is the fact that the interest level in the year of the report
continued to fall, which had an effect on the result earned from
investment of the remaining liquidity reserve, because Sinner-
Schrader continued its investment strategy with low tied-in
interest periods, which was aimed at flexibility.

In spite of the positive pre-tax result, there was also a positive
contribution to the annual result from income taxes in the
2004/2005 financial year. At € 0.15 million, it was around
€ 0.1 million above the value of the previous year. On the one
hand, no income taxes had to be paid due to the existing
accumulated losses on the positive result before tax brought
forward. On the other hand, the return to operating profit-
ability meant that future tax savings had to be balanced by
means of the formation of a latent tax position with an effect
on results due to the remaining accumulated losses brought
forward. In view of the number of preceding loss years and
the continuing comparatively high uncertainty with respect to
future estimates of results, the volume of balanced tax savings
was based only on the expected results for the next planned
year. The value of future tax saving volume from accumulated
losses brought forward was adjusted as of 31 August 2005, as
in previous years.

Fig. 12 EBITA distribution according to segments in € 000s
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The EBIT, financial result and income tax effect resulted in an
overall annual profit of € 0.55 million in the 2004/2005 finan-
cial year in comparison to an annual loss of € —0.5 million
in 2003/2004. Per share, based on the average in circulation
during the year, this represents an annual profit of € 0.05 for
2004/2005 in comparison to € —0.05 in the previous year.

4.4 Cash Flow, Asset and Financial Situation

The cash flow in the 2004/2005 financial year and the change
in the Group’s asset and financial situation from 31 August 2004
to 31 August 2005 were characterised by the repayment of
equity from the capital reserve to the shareholders in the
amount of € 20.8 million and from the sale of a large part of
the treasury stock at the same time.

The equity repayment was decided by the Annual General
Meeting in January 2004 and was implemented in early
November 2004 within the framework of a special dividend
payment to shareholders. The cash flow statement shows the
consumption of liquid funds in the amount of the special divi-
dend in cash flow from financial activities. The funds needed
for the special divided payment were provided by a sale of
marketable securities with a corresponding effect on the cash
flow from investment activities.

The corresponding reduction in equity had already been entered
in the balance sheet of 31 August 2004 on the basis of the
obligation to pay in return for entering liabilities vis-a-vis
shareholders that came about in April 2004 with the entry
of the Annual General Meeting’s decision. When the special
dividend amount was transferred to the shareholders on
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8 November 2004, the liability was met, the liquidity reserve
reduced and thus the overall balance correspondingly depleted
by a good € 20.8 million.

The sale of treasury stock on the stock exchange in the last two
weeks before 8 November 2004 counteracted the outflow of
funds and the balance sheet contraction resulting from the
special dividend. After negotiations on taking over other com-
panies in return for treasury stock could not be successfully
completed by mid-October, 455,235 treasury stock shares
were sold via the stock exchange at an average price of € 3.68
per share from the stock of 605,600 treasury stock shares on
31 August 2004. Furthermore, at various times in the 2004/
2005 financial year, 19,018 shares were used to exercise em-
ployee options in return for payment of an average exercise
price of € 2.76, which was exercised from the treasury stock.
SinnerSchrader had acquired the shares via the stock exchange
in previous years at an average price of € 1.53.

This resulted in an inflow of funds in the cash flow from finan-
cial activities in the amount of a total of € 1.7 million in the
2004/2005 financial year. In this amount, the sale of treasury
stock also led to an increase in equity, which makes itself
felt in a reduction of the withdrawal item for treasury stock
by € 0.7 million and an increase in the capital reserve by

€ 1.0 million. Together with the increase in equity due to the
annual profit, the equity rose by a total of € 2.3 million in the
2004/2005 financial year and as of 31 August 2005 reached

a level of € 10.3 million in comparison to € 8.05 million as of
31 August 2004.

Fig. 13 Balance sheet as of 31 August 2004 and 31 August 2005 in € millions

Assets Liabilities Assets Liabilities

31.3 31.3 13.7 13.7
Cash and cash 270 vy BT 8.1 Shareholders’ Cash and cash 10.5 ---- ----10.3 Shareholders’
equivalents and equity equivalents and equity
securities securities

--22.1 Liabilities
Other current assets 2.2 1.6 Liabilities
Other current assets 30--mé < Z2$Zy e 1.8 Accrued expenses
Fixed assets 1.3 - - 1.1 Accrued expenses Fixed assets 1.0 - .
31.08.2004 31.08.2005

% Share special dividend respectively
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The cash flow from operating activity derived from the annual
profit amounted to € 2.6 million in the 2004/2005 financial
year. In addition to the depreciation and amortisation in the
amount of € 0.5 million, a reduction of around € 0.4 million in
tying up of funds in the asset items “accounts receivable” and
“unbilled revenues” and a tax rebate of around € 0.4 million,
it was mainly the fact that not all items with an impact on
expenditure had become due for payment by 31 August 2005
and thus brought about an increase in the current liabilities by
jointly around € 1.0 million, which resulted in cash inflow from
operating activity well above the annual profit.

The investments in fixed assets in the 2004/2005 financial
year amounted to € 0.2 million and mainly concerned com-
puter software and hardware. Therefore, in comparison to
the previous year just under € 0.1 million more were invested,
which is in particular due to building up own computer cap-
acity to operate customer websites. As in the previous years,
however, the investment volume in 2004/2005 was well below
the level of depreciations. In addition to restrictive investment
behaviour, it can be seen that depreciation and amortisation in
2004/2005 were still marked by the leasehold improvements
to the office space in Hamburg, which were not countered by
alternative or new investments. Accordingly, the value of the
Group’s fixed assets fell further from € 1.3 million on 31 August
2004 to € 1.0 million on 31 August 2005.

In summary, the asset and financial situation of the Sinner-
Schrader Group as of 31 August 2005 is still extremely sound,
in spite of the considerable outflow of liquid funds and equity

resulting from the repayment to the shareholders. Of the total

assets of € 13.7 million, € 10.6 million or around 77 % were
accounted for by the liquidity reserve from liquid funds and
marketable securities. During the year and as of 31 August
2005 the funds were still invested in time deposits and money
market and similar participation certificates with a good credit
rating and an average tied-in interest period of no longer than
three months.

As of 31 August 2005 75 % of the assets were financed by
equity. As in previous years, the balance sheet does not con-
tain any financial debts.

4.5 Employees

In the 2004/2005 financial year, there were an average of
around 132 full-time employees (including the Management
Board and managements of the operating companies) in the
SinnerSchrader Group. The overall employee capacity had thus
reduced once again in comparison to the previous year by
around 7 full-time employees, largely due to the full effect of
the personnel measures implemented in the second quarter of
the 2003/2004 financial year.

The average number of productive employees at around 107
full-time employees in 2004/2005 was relatively constant in
comparison to around 108 full-time employees in 2003/2004.
The number of non-productive employees in terms of a direct
contribution to revenue fell from a good 31 full-time employees
in the previous year to 25 full-time employees in 2004/2005.
The difference in the development is associated with the fact
that there had been selective hiring in the productive sector
during the year of the report following the growth in business,

Fig. 14 | Employee structure as of 31 August 2004 and 31 August 2005

Fig. 15 | Length of service 2004/2005
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whereas the cutting of dedicated sales jobs continued in the
sales sector and any gaps in the administrative sector were
initially filled with temporary staff. Moreover, in the 2004/2005
financial year, three trainees who were not included among the
productive employees successfully completed their training in
the operative segments. SinnerSchrader was able to offer one
of these former trainees an employment contract in a product-
ive function.

Of the 132 full-time employees, around 58 full-time employees
worked in the Interactive Software segment, 42 in the Interac-
tive Marketing segment, 14 in Interactive Services and 18 in
the managing holding company.

At the end of the financial year on 31 August 2005, Sinner-
Schrader’s staff was made up of a total of 130 full-time and
part-time employees (including the Management Board and
the management of the individual Group companies). This
number includes 55 employees in the Interactive Software
segment, 42 in the Interactive Marketing segment, 14 in
Interactive Services and 19 in the managing holding company.
On 31 August 2004 the Group had had 145 employees.

Joint Status Report
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5 Development and Situation
of SinnerSchrader AG

SinnerSchrader AG is the managing holding company of the
SinnerSchrader Group. Its business activities mainly comprise
guiding and controlling the operating Group companies and
financing them, administering and controlling Group liquidity,
managing the German tax integration, providing and adminis-
tering the infrastructures jointly used by the Group companies,
in particular the office space, centrally providing administrative
services and performing central Group tasks, such as investor
relations work.

There are direct or indirect profit and loss transfer agreements
between SinnerSchrader AG and the German subsidiaries,
SinnerSchrader Deutschland GmbH, SinnerSchrader Neue
Informatik GmbH, SinnerSchrader Studios GmbH and Sinner-
Schrader Studios Frankfurt GmbH. This means that the profits
and losses from operating business are also reflected in the
individual result of the AG for the relevant year of the report,
in each case as income from transfers of profits or as expend-
iture from transfers of losses.

With respect to the provision of infrastructure and the central

provision of administrative services, SinnerSchrader AG is in
a direct business relationship with the German subsidiaries;
it charges them for the services rendered and earns its own
revenue from this.

The annual result of the AG, determined according to German
accounting principles, amounted to € 5.6 million in the
2004/2005 financial year, following an annual loss of around
€ —-0.45 million in the previous year. This considerable leap in
profits is primarily due to two particular factors:

» The evaluation of the participation value for SinnerSchrader
Deutschland GmbH, which comprises the entire operating
business as the parent company of SinnerSchrader Neue
Informatik GmbH, SinnerSchrader Studios GmbH and Sinner-
Schrader Studios Frankfurt GmbH and its own business
activities, resulted in a value of € 11.5 million as of 31 August
2005 in comparison to a valuation of € 8.0 million from the
balance sheet as of 31 August 2004. The increase in value
is associated with the marked improvement in profitability
in the year of the report and the business prospects for the
years ahead as well as the adjustment to the discount inter-
est rate to be used for evaluation, which has become neces-
sary because of the permanently low interest levels. Against
the background of an original participation value of € 24.8
million, there was a requirement to reinstate original values
as of 31 August 2005 according to German accounting

principles, with the result that the € 3.5 million increase in
value was posted so that it affected the result. The profit
was indicated in the other operating income. In the previous
year, the evaluation of SinnerSchrader Deutschland GmbH
did not give rise to a change in the participation value,
meaning that there was no corresponding contribution to
profit in the previous year.

2

» In the 2004/2005 financial year SinnerSchrader AG sold
455,235 of 605,600 treasury stock shares that were on
hand as of 31 August 2004 for an average price of € 3.68 on
the stock exchange and 19,018 treasury stock shares at a
price of € 2.76 to staff within the framework of option exer-
cises. The sold shares were capitalised at a price of € 1.53,
meaning that the sale or issue of treasury stock brought

in income in the amount of around € 1 million, which is
also listed under other operating income. In the 2003/2004
financial year, the exercise of employee options generated
income of only just under € 0.01 million.

Above and beyond these two factors, the positive develop-
ments of the Group companies’ operating business and own
cost-saving efforts were reflected in the AG’s income state-
ment. On the one hand, the completed offsetting of central
services implemented on 1 April 2004 introduced with the
reorganisation of the Group had an impact on a whole financial
year for the first time and thus allowed the AG revenues of
€ 1.6 million in 2003/2004 from providing these services

to rise by € 0.7 million to € 2.3 million in 2004/2005. On the
other hand, the income from profit and loss transfers rose by a
good € 1 million from € 0.8 million to € 1.8 million in the year
of the report due to the improvement in the profitability situ-
ation in the subsidiaries.

The positive income factors were also supplemented by im-
provements on the cost side. In all of the cost items — mater-
ial costs, personnel costs, depreciation and other operational
expenses - the levels in the 2004/2005 financial year were
below those of the previous year. Overall, this resulted in a
contribution of just under € 0.45 million to improving the profit.

The only negative effect in the development of earnings was
the clear reduction in the profit from investing the liquidity
reserve and from financing the subsidiaries: in the 2004/2005
financial year the total earnings amounted to € 0.2 million,
€ 0.1 million of which came from the sale of securities in the
other operating income, € 0.1 million from other interest and
interest-related income and, in return, € 0.02 million from
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interest and similar expenditure. In the previous year, earnings
had been € 0.8 million. The fall is largely due to the reduction
of the liquidity reserve through the capital repayment to the
shareholders in early November 2004 in the amount of € 20.8
million and also the further weakening of the interest level.

The profit from ordinary business activity amounted to € 5.6
million in total. As key elements of the profit, such as income
from participation appreciation and from the sale of treasury
stock, were non-taxable income, the taxable elements were
covered by the existing tax losses brought forward, meaning
that no income tax was incurred in the 2004/2005 financial
year.

An amount of € 5.1 million from the annual profit of € 5.6 mil-
lion was posted in the other revenue reserves in the amount
permitted under Article 58 paras 2 and 2a of the German Stock
Corporation Act ("Aktiengesetz”) in conjunction with the Stat-
utes of SinnerSchrader AG. The remaining amount of € 0.5
million was carried forward to a new account.

Thanks to the annual profit, the equity has risen again signifi-
cantly from € 15.5 million on 31 August 2004 to € 21.1 million
on 31 August 2005, after having been reduced by € 20.8 million
in the previous year because of the decision concerning the
capital repayment to the shareholders.

In addition to the allocation of the other revenue reserves
according to Article 58 of the German Stock Corporation Act,
they have increased by an amount of € 0.75 million follow-
ing the sale of treasury stock; the reserve for treasury stock
had to be reduced by this amount. The withdrawal from

the reserve for treasury stock resulted in the allocation of
this amount in the revenue reserves because the reserve for
treasury stock was originally formed by buying shares to the
detriment of other revenue reserves.

The liabilities side of the balance sheet also changed with
payment of the liability of € 20.8 million to shareholders.
After expiry of the statutory waiting time, the amount of the
capital repayment decided by the Annual General Meeting
could be paid out in November 2004. Furthermore, the other
reserves were reduced by more than half to € 0.8 million as of
31 August 2005. Unlike in the US GAAP report, the amounts
for costs on vacant rented property at the Hamburg location
already reserved in the previous years and for the costs of no-
tice on the said rental contract were used or became liabilities
after issuing the notice.

Joint Status Report

The development of the assets was dominated by the appre-
ciation of the shares in affiliated companies from € 8.0 million
to € 11.5 million and by the € 17.5 million fall in the liquidity
reserve, comprising credits with banks and other marketable
securities.

The shares in affiliated companies include the participation in
SinnerSchrader Deutschland GmbH and the two foreign sub-
sidiaries SinnerSchrader UK Ltd. and SinnerSchrader Benelux
BV. Whereas with respect to SinnerSchrader Deutschland GmbH
there was a need to reinstate the original value because of
the development of domestic business, the foreign subsidiaries
had no operating business, as in the previous year, and are
thus still evaluated at zero.

With respect to the liquidity reserve, the outflow of funds to
shareholders was partially compensated for by the inflow of
funds from the business activities of the AG, from the subsid-
iaries’ profit and loss transfer obligations and from the invest-
ment of liquidity, the sale of treasury stock (around € 1.7 million)
and a tax rebate (around € 0.45 million). In total, the AG had
a liquidity reserve in the amount of € 8.4 million on 31 August
2005.

The equity ratio of SinnerSchrader AG was just under 94 % on
31 August 2005.
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6 Major Events After the Balance Sheet Date

In November 2005 SinnerSchrader concluded a rental agree-
ment to rent new office space in Hamburg for the period after
expiry of the current rent agreement terminated as of 30 June
2006. This means that from 30 June 2006 the office space
rented in Hamburg will halve from a current approx. 6,500
square metres to approx. 3,200 square metres, as will the
rental costs.

7 Risk Report

In its business, SinnerSchrader is subject to many risks, which
could have a negative impact on the Group’s and the AG’s
asset, financial and income situation or could result in Sinner-
Schrader failing to meet the goals it has set for future busi-
ness development.

It is necessary to take risks when engaged in entrepreneurial
activity aimed at earning profits. To ensure that this success
is sustainable it is important to manage these risks. On the
one hand, this means evaluating them for probability of oc-
currence and the possible impact on the asset, financial and
income situation and continuously monitoring them. On the
other hand, it means identifying measures with which risks
can be limited or avoided, and defining the financial strength
and the costs of the relevant measures with regard to own
core expertise in terms of which risks, which limiting or avoid-
ance measures can be taken and to what extent.

In managing the Group it is one of the key tasks of the Man-
agement Board to define general conditions and processes for
risk management for the SinnerSchrader Group, to monitor
compliance with them and to regularly analyse the develop-
ment of the risks in each division with the managers of the
operating units and administrative divisions.

The SinnerSchrader Group’s risk management system and
the risk profiles of the individual divisions are documented in
a risk manual. An employee from the financial division of the
AG has been appointed the Group’s risk commissioner and has
been commissioned to subject the specified risk management
system to regular internal evaluation and to document the
results at least once a year. Furthermore, it is the task of the
risk commissioner to randomly analyse individual divisions on
behalf of the Management Board with regard to how far the
specified measures to limit or avoid risks are being imple-
mented.
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It is the responsibility of the managers of the individual divi-
sions to continuously monitor and manage the risks in their
own divisions. If there is a significant increase in the degree of
individual risks above a specified threshold, they are required
to report it immediately to the Management Board.

Reliable and quick information to the management on the
course of business is the basis for good risk management. To
this end, SinnerSchrader has set up a controlling and reporting
system which reports on a monthly basis on the development
of key data on the business activities of the individual divisions
and on the financial results.

As far as the key risk areas are concerned, the risk profile of the
SinnerSchrader Group has hardly changed in the 2004/2005
financial year. In the following, individual risk areas identified
as important will be explained in more detail. This selection
does not mean that there can be no significant impact on the
asset, financial and income situation of SinnerSchrader from
other risks that have not been mentioned.

Economic Risks

The general economic development influences the volume of
investments in IT and Internet services as well as expenditure
on online advertising and supporting services. A deterioration
in the economic situation could further reduce the market
volume addressed by SinnerSchrader — with regard to quantity
and price. The measures for capacity adjustment necessary as
a reaction to such a development may be effective only with a
time lag and would once again lead to costs for restructuring
measures.

Competition

Competition in the market for IT and Internet services has
increased continuously in recent years. In particular, there are
providers active in this market who have a broader portfolio
of services and some longer and better established customer
relationships than SinnerSchrader. The future development of
SinnerSchrader largely depends on how well SinnerSchrader
succeeds in establishing adequate prices on the market for its
services as a specialised service provider without the means
of temporary cross-subsidisation.

Joint Status Report

The extent to which buying in programming services in take-
off countries becomes more important for competitiveness in
relation to the individual developments is also significant in
this context. SinnerSchrader does not currently have sources
for such services and, if necessary, could only build them up
over time. Bigger competitors with an international market
presence already have relevant structures or would be able to
establish them more quickly.

Operational Risks

SinnerSchrader earns 20 % of its revenue with one customer;
the five biggest customers have a joint share of almost 64 %

of revenue. It will only be possible to compensate for the loss
of the business of these important customers after some con-
siderable time, if at all, during which it would not be possible

to reduce costs correspondingly.

Since revenues in SinnerSchrader’s business are not secured
by long-term contracts, but largely come about on the basis
of individual orders for a limited period, revenue plans are
subject to a high degree of uncertainty. The trend for Sinner-
Schrader’s customers to order whole projects in small single
steps has not yet diminished, with the result that orders on
hand do not extend beyond one quarter’s revenue.

SinnerSchrader processes a major part of its revenue within
the framework of fixed price agreements. Because of the
complexity and the high technical demands, the originally
calculated costs may be exceeded, resulting in unplanned
losses. Furthermore, SinnerSchrader assumes standard guar-
antee and liability obligations within the framework of project
contracts, which result in considerable follow-up costs for
individual projects.

The projects that SinnerSchrader undertakes for renowned
customers are sometimes associated with a considerable effect
in the public. Quality deficiencies in providing the service can
therefore result in negative publicity, which would significantly
impair the sale of services and, thus, the future business
development.
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Personnel Risks

The success of SinnerSchrader is heavily dependent on the
qualification and motivation of its staff. Particular importance
is attached to some employees in key positions. If Sinner-
Schrader does not succeed in keeping these employees in
the company or in continuously hiring qualified employees,
the success of SinnerSchrader can be significantly impaired
because of the loss of expertise.

Technological Risks

The market for IT and Internet services is characterised by a
high speed of change in the basic technologies used and by
still low levels of standardisation. The future market success
of SinnerSchrader depends on the extent to which the breadth
and depth of the technological expertise can be kept at an
adequate level and technological dead-ends can be avoided

in view of the high employee orientation costs with limited
resources.

Risks From Acquisitions

SinnerSchrader is also interested in expanding its market pos-
ition in Germany through targeted acquisitions. The success of
acquisitions depends on the extent to which the acquired com-
pany can be integrated in the Group structure and the desired
synergetic effects are achieved. In this context, acquisitions

in the field of professional services entail the particular risk
that expertise, market knowledge and customer relations are
usually being acquired that are rarely permanently tied to the
acquired company. Failure of integration can therefore quickly
lead to the need for considerable depreciation right up to a
total loss of the investment.

In spite of the relevance of the risks listed above and on the
basis of the available information, in brief no risks are cur-
rently visible that would threaten the future existence of the
SinnerSchrader Group or SinnerSchrader AG. Because of the
positive business development in the 2004/2005 financial year,
the asset and financial situation of the Group is stable, even
after the repayment of some of the equity to the shareholders
and the corresponding reduction of equity and liquidity
reserve.
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8 Outlook

SinnerSchrader advanced more quickly than planned in the
2004/2005 financial year. The expected revival of the market
came into play in the period of the report and SinnerSchrader
was able to make use of the opportunities presented by the
new organisational structure to a pleasing extent. Revenue
growth and development of earnings exceeded the plans.
Revenue returned to the level of 2001/2002 and the operating
result was well above zero. This means that an important mile-
stone on the way to good earning power has been reached.
However, the level of the operating margin reached in the
2004/2005 financial year — EBITA to (gross) revenue - of 1.2 %
also shows that there is still a long way to go.

In the medium term, SinnerSchrader is aiming for an operat-
ing margin of between 10 % and 12 %. To achieve this goal,
for the next three financial years SinnerSchrader is assuming
double digit growth rates in revenue, margin improvements

in the project services business of the Interactive Software
and Interactive Marketing segments and the elimination of the
costs for vacant rented property with the end of the current
rental contract for the office space in Hamburg as of 30 June
2006.

The plans are based on a positive assessment of the devel-
opment of the market relevant to SinnerSchrader. In this
context, the general expectations of a reasonable, albeit not
especially strong, growth in the German economy - measured
in terms of gross domestic product - of 1.2 % in 2006 as well
as growth in the IT market on the one hand and the web mar-
ket on the other with growth predictions for 2006 of 3.4 % and
2 % respectively form a good basis. However, the expectations
of the development of the importance of the Internet as a
communication and transaction platform are more important.
Although hardly any reliable predictions are available yet, every-
thing indicates that a second phase of dynamic development
has started after the first growth wave between 1996 and
2000. In the current worldwide Technology Fast 500 survey
from Deloitte Touche, the industry segment “Internet/IP-related”
was at the top in terms of assessment of growth potential,
after third and second place in the two previous years; it occu-
pied this first place both for 2005 and for the next three years.

Joint Status Report

On the basis of its good position in the German market, Sinner-
Schrader is expecting to be able to profit from this develop-
ment. Revenue growth of between 10% and 15 % and
an operating result (EBITA) of between € 0.3 million and

€ 0.5 million are planned for the 2005/2006 financial year.
With a continuation of this growth and the disappearance of
the costs for vacant rental space, it is then planned to clearly
exceed the mark of one million euros in the operating result
for the 2006/2007 financial year. In addition to this planned
organic development, SinnerSchrader is interested in develop-
ing further growth and profit potential by means of acquisi-
tions to complement previous business, but especially to
expand its business portfolio with complementary services.

Hamburg, 7 November 2005

The Management Board

Matthias Schrader Thomas Dyckhoff

48
49



JOINT STATUS REPORT AND CONSOLIDATED FINANCIAL STATEMENTS OF SINNERSCHRADER AG

Consolidated Balance Sheets

Consolidated Balance Sheets
as of 31 August 2005 and 31 August 2004

Assets in € Notes 31.08.2005 31.08.2004
No./Page

Current assets:

Cash and cash equivalents 9,614,529 1,334,258
Short-term investments/marketable securities 2.6/57 955,622 25,704,158
Accounts receivable, net of allowances for doubtful accounts of € 155,924 and € 156,174

on 31.08.2005 and 31.08.2004 respectively 1,553,805 1,779,577
Unbilled revenues 170,404 353,428
Other current assets and prepaid expenses 3.2/67 331,151 786,397
Deferred tax asset 8/76 146,962 —
Total current assets 12,772,473 29,957,818

Non-current assets:

Property and equipment, net 3.1/67 973,758 1,293,835

Total non-current assets 973,758 1,293,835

Total assets 13,746,231 31,251,653

Liabilities and shareholders’ equity in € Notes 31.08.2005 31.08.2004
No./Page

Current liabilities:

Liabilities to shareholders 3.4/68 — 20,768,780
Trade accounts payable 801,924 428,171
Advance payments received 313,187 70,094
Accrued expenses 3.3/68 1,465,386 1,081,589
Deferred income and other current liabilities 3.5/68 831,697 762,504
Total current liabilities 3,412,194 23,111,138
Non-current liabilities 3.6/68 — 86,841

Shareholders’ equity:
Common stock, stated value € 1,
issued: 11,542,764 and 11,542,764, outstanding: 11,411,417 and 10,937,164

on 31.08.2005 and 31.08.2004 respectively 11,542,764 11,542,764
Capital reserve 6.2/73 17,596,005 16,594,840
Treasury stock, 131,347 and 605,600 at 31.08.2005 and 31.08.2004 respectively 6.5/73 -200,933 -926,438
Accumulated deficit -18,631,595 -19,176,937
Accumulated other comprehensive income/loss 2.12/60 27,796 19,445
Total shareholders’ equity 10,334,037 8,053,674
Total liabilities and shareholders’ equity 13,746,231 31,251,653

The accompanying notes are an integral part of these Consolidated Financial Statements.
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Consolidated Statements of Operations

Consolidated Statements of Operations
for the 2004/2005 and 2003/2004 financial years

in € Notes 2004/2005 2003/2004
No./Page

Revenues:

Project services 2.9/58 9,920,950 9,201,233
Media services 2.9/58 3,151,171 2,036,160
Other 1,243,020 1,087,647
Total revenues, gross 14,315,141 12,325,040
Media costs -2,092,386 -1,476,246
Total revenues, net 12,222,755 10,848,794
Cost of revenues -7,524,276 -7,200,063
Gross profit 4,698,479 3,648,731
Selling and marketing expenses -1,120,210 -1,233,121
General and administrative expenses -2,992,829 -3,162,289
Research and development expenses -131,795 -89,880
Restructuring and other related costs 4.2/71 -356,275 -557,647
Amortisation of deferred compensation - -21,773
Operating profit 97,370 -1,415,979
Other income/expenses, net 80,771 10,103
Financial income, net 4.3/71 218,789 823,724
Profit before provision for income tax 396,930 -582,152
Income tax 8/76 148,412 51,000
Net profit/loss 545,342 -531,152
Net income/loss per share (basic and diluted) 2.14/62 0.05 -0.05
Net income/loss per share (diluted) 2.14/62 0.05 -0.05
Weighted average shares outstanding (basic and diluted) 11,333,908 10,933,405
Weighted average shares outstanding (diluted) 11,345,570 10,933,405

The accompanying notes are an integral part of these Consolidated Financial Statements.
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Consolidated Statements of Shareholders’ Equity

Consolidated Statements of Shareholders’ Equity
for the 2004/2005 financial year and 2003/2004

in € Number of shares Nominal value Capital reserve
outstanding

Balance at 31.08.2003 10,932,341 11,542,764 37,355,960

Net loss = = =

Unrealised gains and losses on marketable securities — — -

Foreign currency translation adjustment — — -

Increase of common stock from additional paid-in capital — 20,768,780 -20,768,780

Reduction of common stock for the purpose repayment to shareholders — -20,768,780 -

Amortisation of deferred compensation — = —

Purchase of treasury stock -1,404 — -
Re-issuance of treasury stock 6,227 — 7,660
Balance at 31.08.2004 10,937,164 11,542,764 16,594,840
Net income — — —

Unrealised gains and losses on marketable securities — — -

Foreign currency translation adjustment — — -

Increase of common stock from additional paid-in capital — — -

Reduction of common stock for the purpose repayment to shareholders — — -

Amortisation of deferred compensation — = —

Purchase of treasury stock — = —

Re-issuance of treasury stock 474,253 — 1,001,165

Balance at 31.08.2005 11,411,417 11,542,764 17,596,005
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Consolidated Statements of Shareholders’ Equity

Treasury Deferred Retained Accumulated other Total shareholders’ Comprehensive
stock compensation earnings/losses comprehensive equity income
income
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Consolidated Statements of Cash Flows

Consolidated Statements of Cash Flows
for the 2004/2005 and 2003/2004 financial years

in € 2004/2005 2003/2004

Cash flows from operating activities:
Net profit/loss 545,342 -531,152

Adjustments to reconcile net profit/loss to net cash used in operating activities:

Depreciation of property and equipment 540,993 631,709
Stock-based compensation - 21,773
Bad debt expense -250 1,292
Gains/losses on the disposal of fixed assets 3,539 10,977
Losses on the disposal of marketable securities (available for sale) -173,911 -288,261
Deferred tax provision -148,412 -52,559
Other non-cash expense/revenue -25 15,702

Changes in assets and liabilities:

Accounts receivable 226,022 592,939
Unbilled revenue 183,024 -85,176
Other current assets and prepaid expenses 455,246 1,642,723
Accounts payable, deferred revenues and other liabilities 599,204 258,716
Other accrued expenses 383,808 72,746
Net cash provided by (used in) operating activities 2,614,580 2,291,429

Cash flows from investing activities:

Purchase of short-term investments -14,653,790 -64,242,006
Proceeds from sale of short-term investments 39,586,075 60,083,174
Purchase of property and equipment -229,599 -147,307
Proceeds from sale of equipment 5,145 9,105
Net cash provided by (used in) investing activities 24,707,831 -4,297,034

Cash flows from financing activities:

Payment to shareholders -20,768,780 =
Payment for treasury stock - -2,819
Incoming proceeds from the sale of treasury stock 1,726,670 17,186
Net cash provided by (used in) financing activities -19,042,110 14,367
Net effect of currency translation in liquid funds -30 53
Net increase/decrease in liquid funds 8,280,271 -1,991,185
Liquid funds at beginning of period 1,334,258 3,325,443

Liquid funds at end of period 9,614,529 1,334,258
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Notes to the Consolidated Financial Statements
for the 2004 /2005 Financial Year

1 Organisation and Operations of
the SinnerSchrader Group

As of 31 August 2005, the SinnerSchrader Group (“Sinner-
Schrader” or “"Group”) consisted of SinnerSchrader Aktienge-
sellschaft (“SinnerSchrader AG” or "AG”) and its wholly-owned
domestic subsidiary SinnerSchrader Deutschland GmbH together
with its wholly-owned subsidiaries SinnerSchrader Neue
Informatik GmbH, SinnerSchrader Studios GmbH and Sinner-
Schrader Studios Frankfurt GmbH, as well as its wholly-owned
foreign subsidiaries SinnerSchrader UK Ltd. and SinnerSchrader
Benelux BV.

SinnerSchrader AG was founded as a stock corporation in
August 1999 with the aim of functioning as a corporate hold-
ing company of the then operating companies SinnerSchrader
Interactive Marketing GmbH and SinnerSchrader Interactive
Software GmbH, which themselves were established in Febru-
ary 1997 and in December 1997 respectively. As part of the
formation of SinnerSchrader AG the shareholders of Sinner-
Schrader Interactive Marketing GmbH and SinnerSchrader
Interactive Software GmbH contributed their interests in these
companies to a capital increase of SinnerSchrader AG in ex-
change for 6,000,000 no-par value ordinary shares of Sinner-
Schrader AG with a nominal value of € 1 per share. At the
same time, an outside investor purchased in cash a total of
1,500,000 no-par value ordinary shares in SinnerSchrader AG
with a nominal value of € 1 per share. On 1 November 1999,
SinnerSchrader AG issued 2,475,000 no-par value ordinary
shares of SinnerSchrader AG with a nominal value of € 1 per
share in an initial public offering. In September 2000, Sinner-
Schrader AG purchased Netmatic Internet/Intranet Solutions
GmbH (later SinnerSchrader Netmatic GmbH) for a total pur-
chase price of € 1,533,876 in cash and 1,603,991 ordinary
shares of SinnerSchrader’s common stock, of which 1,567,764
were newly issued as part of a capital increase. All 11,542,764
shares issued are listed in the Prime Standard segment of the
regulated market of the Frankfurt Stock exchange. Sinner-
Schrader AG is registered in Hamburg.

SinnerSchrader’s operating business in Germany is conducted
by SinnerSchrader Deutschland GmbH and its subsidiaries.
SinnerSchrader Neue Informatik GmbH, registered in Hamburg,
primarily offers IT consulting and implementation services for
the development, enhancement, and maintenance of Internet-
based software applications with a high proportion of human-

computer-interaction. Both SinnerSchrader Studios companies,
one located in Hamburg and the other in Frankfurt, are cre-
ative multimedia agencies for interactive brand management.
Their service range comprises consulting, planning, design and
technical implementation services for interactive marketing
and brand management activities. SinnerSchrader Deutschland
GmbH, which is registered in Hamburg, completes Sinner-
Schrader’s service portfolio by offering online media campaign
planning and management services, system administration
and application management services for Internet-based IT
solutions as well as data structuring, analysis and reporting
services on the behaviour of these systems’ users.

SinnerSchrader UK and SinnerSchrader BV which were founded
in April 2000 and February 2001 to expand SinnerSchrader’s
reach internationally, had ceased their operating activities by
the end of 2001. Both companies are kept in the Group as a
basis for restarting business in those regions when the oppor-
tunity arises.

SinnerSchrader is subject to a number of risks, including, but
not limited to the following: the high speed of technological
development and the resulting high frequency of changes in
the market, in which SinnerSchrader operates; competition
from larger, more established companies; risks arising from
fixed price and fixed time commitments; dependency on key
personnel and key customers, as well as a limited order back-
log.

In the 2004/2005 financial year the development of revenues
clearly improved. This caused the operating profit and the net
income to also improve compared to the previous year. Both
were positive in each quarter as well as for the entire year.
This development is a sign of a distinct improvement in market
conditions and the consequence of the restructuring and reor-
ganisation measures taken in previous years.

SinnerSchrader’s liquidity position (liquid funds and market-
able securities) decreased from € 27.0 million as of 31 August
2004 to € 10.6 million as of 31 August 2005. Of the total
decrease € 20.8 million were attributable to the redistribution
of cash reserves to shareholders by means of a capital reduc-
tion approved by the annual shareholders’” meeting. Adjusted
for this redistribution, the liquidity position improved by € 4.4
million in the 2004/2005 financial year. Thus, SinnerSchrader
had liquid funds at its disposal at a level that the Management
Board deems sufficient to meet the Group’s future working
capital and capital expenditure requirements.
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2 Summary of Significant Accounting Policies

2.1 Basis of Financial Statements and Principles of
Consolidation
The Consolidated Financial Statements of SinnerSchrader
have been prepared according to the US Generally Accepted
Accounting Principles ("US-GAAP”). They refer to the financial
years extending from 1 September 2004 to 31 August 2005
(*2004/2005") and from 1 September 2003 to 31 August 2004
(*2003/2004") respectively, and to the balance sheet dates of
31 August 2005 and 31 August 2004 respectively.

The Consolidated Financial Statements include the accounts of
SinnerSchrader AG and its direct or indirect subsidiaries which
are majority-owned and effectively controlled by SinnerSchrader
AG. The Consolidated Financial Statements of 2004/2005 and
2003/2004 thus include the accounts of SinnerSchrader AG,
SinnerSchrader Deutschland GmbH, SinnerSchrader UK Limited,
and SinnerSchrader Benelux BV, as well as the indirect subsid-
iaries SinnerSchrader Neue Informatik GmbH, SinnerSchrader
Studios GmbH and SinnerSchrader Studios Frankfurt GmbH
starting from 1 April 2004.

Subsidiaries are those entities over whose financial and operating
policies the Group has the ability to exercise control so as to
obtain benefits from their activities. All inter-company transac-
tions and balances between the companies have been eliminat-
ed. The accounts have been prepared after making necessary
adjustments to the Group companies’ books and records that
are maintained in accordance with respective local GAAPs, prom-
inently the German Commercial Code.

2.2 Use of Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles in the United States
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, the
reported details of contingent assets and liabilities at the date
of the financial statements, and the reported amounts of rev-
enue and expenses during the reporting period. Actual results
might differ from those estimates.

2.3 Foreign Currency Translation

The functional currencies of SinnerSchrader’s subsidiaries out-
side of the euro zone, i.e. the group of European countries that
adopted the euro as their currency, are the local currencies.
The financial statements of these subsidiaries are translated
into euros using period end exchange rates for assets and liabil-
ities and average rates during the period for revenues, cost
of revenues, and expenses. Translation gains and losses are
accumulated and reported as a component of shareholders’
equity under the “accumulated other comprehensive income/
loss” item. Transaction gains and losses are reported in the
Consolidated Statements of Operations.

2.4 Fair Value of Financial Instruments

SinnerSchrader’s financial instruments, including liquid funds,
accounts receivable, and accounts payable, are carried at
amounts that approximate fair value.

» Accounts receivable are carried at the nominal value less
allowances for potential credit losses (see 2.5).

» Unbilled services are presented at a percentage of the total
project value according to the percentage of completion
method.

» Other assets are carried at their nominal values.

» Short-term liabilities are stated at their payback amounts.

» Marketable securities are carried at their fair value.
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2.5 Concentration of Credit Risks and Significant Customers
Financial instruments which potentially subject SinnerSchrader
to a concentration of credit risk are liquid funds, marketable
securities, accounts receivable and unbilled services.

Concerning credit extended to customers shown under the
“accounts receivable and unbilled services” item, Sinner-
Schrader performs ongoing credit evaluations of its customers
and maintains allowances for doubtful accounts based on an
assessment of the potential credit loss.

Table 1a presents the percentage of total accounts receivable
less allowances for doubtful accounts and unbilled services for
those customers for whom the percentage was more than 10 %
on either 31 August 2005 or 31 August 2004.

Table 1b shows gross sales to significant customers in their
percentage of total gross revenues for the 2004/2005 and
2003/2004 financial years.

2.6 Marketable Securities

On 31 August 2005 and 31 August 2004, SinnerSchrader’s
marketable securities consisted of marketable fund certificates
of money market funds and similar funds. SinnerSchrader holds
these marketable securities available to sell them at its discre-
tion to cover any short-term cash requirements.

In accordance with Statement of Financial Accounting Stand-
ards ("SFAS”) No. 115 of the Financial Standards Board (“"FASB"),
“Accounting for Certain Investments in Debt and Equity Secur-
ities”, SinnerSchrader has categorised its marketable securities
as “available-for-sale”. Consequently, they are carried on the
balance sheet at their fair market value. Unrealised holding
gains or losses are included, net of tax, as “accumulated other
comprehensive income” directly under the “shareholders’ equity”
item, unless they are qualified as permanent.

SinnerSchrader evaluates its marketable securities for other
than temporary impairment on a security by security basis. If
an impairment were considered to be other than temporary,
the unrealised losses would not be shown under “accumulated
other comprehensive income” but recorded as an expense in
the income statement. The Group had no other than tempo-
rary impairments for the years ended 31 August 2005 and
31 August 2004.

Tab. 1a | Concentration of credit risks in % 31.08.2005 31.08.2004
Customer A 25 15
Customer B 11 =
Customer C 10 8
Customer D 10 19
Customer E 1 11
Tab. 1b | Important customers in % 2004/2005 2003/2004
Customer D 20 16
Customer A 13 18
Customer C 12 12
Customer F 9 10
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Table 2 summarises the structure of marketable securities
and unrealised gains and losses as of 31 August 2005 and
31 August 2004.

As of 31 August 2005 all marketable securities either had
contractual maturities of less than one year or no contractual
maturity.

2.7 Property and Equipment

Property and equipment are stated at cost less accumulated
depreciation. Depreciation is calculated using the Straight Line
method over the estimated useful lives of the assets ranging
from three to thirteen years. Computer hardware and software
is generally depreciated over three years, other electronic or
electrical equipment over four to eight years, motorcars over
six years, and office furniture over eight to thirteen years.
Leasehold improvements are depreciated over the lesser of the
estimated useful lives of the assets or over the lease term. De-
preciation expenses are included in the cost of revenues and
operating expenses.

The cost of maintenance and repair is expensed when incurred.
When an item is sold or retired, the cost and related accumu-

lated depreciation is relieved, and the resulting gain or loss, if
any, is recognised in the statement of operations.

2.8 Impairment of Long-Lived Assets

In accordance with SFAS No. 144, SinnerSchrader reviews the
carrying value of long-lived assets when facts or circumstances
may suggest that the carrying value might not be recoverable.
In order to assess whether any impairment has occurred, Sinner-
Schrader compares undiscounted net cash flows assumed to
be generated by the assets under review to the carrying amount
of those assets. If the undiscounted net cash flows are less
than the carrying amounts of the assets, SinnerSchrader will
record impairment losses to write the asset down to fair value,
measured by the discounted estimated net future cash flows
expected to be generated from the assets.

In the periods ended 31 August 2005 and 31 August 2004,
SinnerSchrader did not record any impairment charges.

2.9 Revenue Recognition

SinnerSchrader performs services of various types which are
treated differently with respect to revenue recognition. In gen-
eral, revenues are recognised only after the service has been
rendered, when there is persuasive evidence of an agreement,
the fee is fixed and determinable, delivery has occurred and
collectability of the claim is probable. Additionally, revenue
recognition for the various types of services follows the follow-
ing principles:

Project services: Services provided by SinnerSchrader range
from consulting services for e-business strategies and con-
cepts for Internet-based business applications, the design and
production of web-based user frontends, to the implementa-
tion of software for middleware and backend systems, and
also include maintenance and content management services
for installed solutions.

Tab. 2 | Marketable securities in € Amortised Unrealised Unrealised Recorded
cost gains losses basis

31.08.2005:

Money market and profit participation certificate funds 952,032 6,506 -2,916 955,622

Total marketable securities 952,032 6,506 -2,916 955,622

31.08.2004:

Money market and profit participation certificate funds 25,710,406 2,540 -8,788 25,704,158

Total marketable securities 25,710,406 2,540 -8,788 25,704,158
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Project and service agreements are either on the basis of time
and material incurred or on a fixed-fee basis. Revenues pursu-
ant to a fixed-fee contract are generally recognised on the
basis of the percentage of completion method of accounting
according to the provisions of Statement of Position ("SOP”)
No. 81-1 of the American Institute of Certified Public Account-
ants ("AICPA"), “Accounting for Performance of Construction
Type and Certain Production Type Contracts”. Percentage of
completion is determined based on the total efforts expended
to date measured in man hours as a percentage of the total
efforts expected to be incurred under the contract. Provisions
for estimated losses on uncompleted contracts are made on

a contract-by-contract basis and are recognised in the period
in which such losses become probable. Revenues pursuant to
time and material contracts are generally recognised as ser-
vices performed on a monthly basis.

Revenues recognised on the basis of the percentage of com-
pletion method in advance of contractual billings are presented
on the balance sheet as unbilled revenues. Amounts invoiced
to customers and received in excess of revenues recognised
are shown as advance payments.

Media services: Online media services entail the planning, de-
sign, execution, and controlling of online marketing campaigns
for websites. Customers making use of these services are billed
for the cost of the related advertising space on the one hand,
and on the other hand are charged for the campaign planning
and controlling services rendered by SinnerSchrader either on
the basis of a monthly fixed rate or as a percentage of the
total value of advertising space managed and for the design
and production of related online-marketing instruments on an
hourly basis. Revenue from the reselling of advertising space
is generally recognised according to the appearance of the
respective advertisements. The additional services are gener-
ally recognised as performed on a monthly basis. While gross
revenues include the entire amount invoiced, net revenues

do not include the reimbursed cost of advertising space. Any
revenues recognised in advance of contractual billing are pre-
sented in the balance sheet as unbilled revenues net of ad
vance payments received and plus advance payments made
for advertising space.

Other services: SinnerSchrader also provides operational ser-
vices, e.g. hosting services, application management and
monitoring, as well as web data mining services. Fees for
these services often have a component that is fixed over
the term of the contract and a variable, performance-based
component.

They are usually billed and recognised on a monthly or quarterly
basis. In addition, SinnerSchrader provides customers with any
required hardware and software they request. Revenue from
the sale of third party hardware and software is realised upon
delivery.

As required by Emerging Issues Task Force (“"EITF”) Issue
No. 01-14 issued in November 2001, revenues include reim-
bursable expenses charged to and collected from customers.

2.10 Advertising Costs

SinnerSchrader generally expenses the cost of advertising and 58
promoting its services and the image of SinnerSchrader as *
incurred. These expenses are included in selling and marketing

expenses in the consolidated statement of operations. They

totalled € 95,229 and € 48,425 in the 2004/2005 and 2003/2004

financial years respectively.

2.11 Stock-Based Compensation

SFAS No. 123, “Accounting for Stock-Based Compensation”,
permits the use of either a fair-value-based method or the
method defined in Accounting Principles Board Opinion (“APB")
No. 25, “"Accounting for Stock Issued to Employees”, to ac-
count for stock-based compensation arrangements. SFAS
No. 123 requires all companies choosing to account for stock-
based compensation plans on the basis of APB No. 25 to pro-
vide pro-forma net income/loss and net income/loss per share
information in the notes as if the fair-value-based method of
accounting as defined as the preferable method of accounting
for stock-based compensation in SFAS No. 123 had been
adopted.

In December 2002, the FASB issued SFAS No. 148, “Account-
ing for Stock-Based Compensation — Transitional Disclosure”,
which amends SFAS No. 123 and provides alternative methods
of transition for a voluntary change from the accounting
methods defined in APB No. 25 to the fair-value-based method
defined in SFAS No. 123. It also prescribes a specific form,
content, and location within the notes for the pro-forma infor-
mation required by SFAS No. 123 from those companies choos-
ing to apply APB No. 25.

As at 31 August 2004, SinnerSchrader had two stock option
plans which are described more fully in note 7.1. Sinner-
Schrader had already decided to account for its employee
stock option plans in accordance with the provisions of APB
No. 25, and has now chosen to continue to do so. Under APB
No. 25, compensation expenses are based on the difference,
if any, on the date of grant between the fair market value of
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SinnerSchrader’s capital stock and the exercise price of the
options granted. In the 2004/2005 and 2003/2004 financial
years, SinnerSchrader did not grant any options under its two
option plans. Consequently, no compensation costs had to be
recognised for these option plans in either year.

In accordance with SFAS No. 148 in conjunction with SFAS
No. 123, Table 3 shows the pro-forma net income/loss and
net income/loss per share for 2004/2005 and 2003/2005 that
would have resulted if SinnerSchrader had chosen to account
for its stock option plans based on the fair value of the options
at grant date as prescribed by SFAS No. 123.

In 2004/2005, SinnerSchrader AG granted a stock-based com-
pensation to a member of its Management Board. Under this
arrangement Sinner Schrader AG will pay a cash bonus deter-
mined on the basis of the stock price performance over a vesting
period of three years. Details of the arrangement are described
in note 7.2. According to ABP No. 25, Sinner-Schrader has to
recognise a liability against personnel expenses for each period,
taking into account the stock price at the end of the period
and the remaining time of the vesting period. In case the
value of the liability is reduced by the stock price development
in one period, the liability accumulated over previous periods
has to be adjusted downwards for that period in favour of
personnel expenses. As of 31 August 2005 no liability had to
be recognised for this arrangement. Thus, it did not lead to
personnel expenses in the 2004/2005 financial year. Since
APB No. 25 sets the same accounting rules as SFAS No. 123
regarding that arrangement, no pro-forma effect had to be
determined.

The pro-forma impact shown in the table for 2004/2005 and
2003/2004 is not necessarily representative of the pro-forma
effects which may be expected in future years, because the
number of new option grants as well as cancellations due to
terminations of employment contracts might differ significantly
from the levels in 2004/2005 and 2003/2004.

2.12 Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income”, requires
the presentation of “comprehensive income”. Comprehensive
Income is the total of net earnings and all other non-owner
changes in equity. As of 31 August 2005 and 31 August 2004,
accumulated other comprehensive income as part of share-
holders’ equity consisted of the components presented in
Table 4a.

Table 4b shows the changes in those components for the
2004/2005 and 2003/2004 financial years. The changes repre-
sent the other comprehensive income/loss for these periods.

In principle, the components of other comprehensive income
are to be presented in shareholders’ equity net of tax. In pre-
vious years, the presentation was adjusted for the respective
tax effects because valuation allowances on the deferred tax
position including the deferred taxes on unrealised gains or
losses on marketable securities available for sale were made
due to the loss situation of SinnerSchrader. In 2004/2005
the cumulative tax adjustments of the previous years were
rescinded because SinnerSchrader returned to profitability.

Tab. 3 | Pro-forma net income (loss) in € 2004/2005 2003/2004
Net income/loss as reported 545,342 -531,152
add back: stock-based compensation, included in net loss as reported — =
deduct: stock-based employee compensation expense determined under

fair-value-based method for all awards according to SFAS No. 123 -21,463 -135,750
Pro-forma net income/loss 523,879 -666,902
Reported net loss per share, basic and diluted 0.05 -0.05
Pro-forma net loss per share, basic and diluted 0.05 -0.06
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Notes
2.13 Income Tax
SinnerSchrader records income taxes using the liability method
in accordance with SFAS No. 109, “Accounting for Income
Taxes”. Deferred income tax assets and liabilities are recog-
nised for temporary differences between the carrying amounts
of assets and liabilities in the financial statements according to
US-GAAP and their respective income tax base. Deferred taxes
are measured using tax rates expected to apply to taxable
income in the years in which the temporary differences are
reversed. Effects of tax rate changes are recorded in the year
in which those changes are enacted.
For loss carry-forwards which will reduce taxable income in fu-
ture years, deferred tax assets are recognised in as much as it
is more likely than not that they will be realised. In 2004/2005
and 2003/2004 € 148,412 and € 0 respectively were recognised
as deferred tax assets on loss carry-forwards.
Tab. 4a | Other comprehensive income in € 31.08.2005 31.08.2004
Unrealised gains/losses on marketable securities available for sale 2,141 -6,248
Foreign currency translation adjustment 25,655 25,693
Total 27,796 19,445
Tab. 4b | Other comprehensive income in € Total before tax Income tax Total after tax
2004/2005:
Unrealised gains/losses on marketable securities available for sale 183,750 74,207 109,543
Less: reclassification adjustments -173,911 70,234 -103,677
Adjustment for income tax — 2,523 2,523
Net unrealised gains/losses on marketable securities available for sale 9,839 -1,450 8,389
Foreign currency translation adjustment -38 = -38
Total 9,801 -1,450 8,351
2003/2004:
Unrealised gains/losses on marketable securities available for sale 283,420 -114,458 168,962
Less: reclassification adjustments -288,261 116,413 -171,848
Adjustment for income tax — -1,955 -1,955
Net unrealised gains/losses on marketable securities available for sale -4,841 — -4,841
Foreign currency translation adjustment 40 = 40
Total -4,801 - -4,801
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2.14 Earnings per Share

SinnerSchrader computes earnings per share in accordance
with SFAS No. 128, “Earnings per Share”. Basic earnings per
share are computed using the weighted average number of
vested shares of common stock outstanding. Diluted earnings
per share are computed using the weighted average number
of vested shares of common stock outstanding and, if dilutive,
of unvested common stock outstanding from options and war-
rants to purchase common stock determined by the treasury
stock method. SinnerSchrader has granted options to purchase
shares of common stock to its employees under the 1999 Em-
ployee Stock Option Plan and under the 2000 Employee Stock
Option Plan. In 2004/2005, the weighted average number of
potential common shares outstanding were dilutive and were
thus included in the computation of the diluted net income per
share. In 2003/2004, the potential common shares were ex-
cluded from the computation of the diluted net loss per share
because the effect would have been antidilutive due to the
negative net result of the year.

In the 2004/2005 financial year, SinnerSchrader adopted EITF
No. 03-6 from November 2003, “Participating Securities and
the Two-Class Method under FASB Statement No. 128, Earn-
ings per Share”. EITF No. 03-6 addresses how to determine
whether a security should be considered a “participating secur-
ity” for purposes of computing earnings per share and how
earnings should be allocated to a participating security when
using the two-class method of computing basic earnings per
share. The adoption of these rules did not have any impact on
the calculation of earnings per share.

2.15 Statements of Cash Flows

SinnerSchrader reports cash flows according to SFAS No. 95,
“Statement of Cash Flows”. These statements show the change
in liquid funds by cash inflows and outflows. For the purpose
of the Consolidated Statements of Cash Flows, SinnerSchrader
considers all highly liquid investments purchased with original
maturities of three months or less to be cash equivalents. Cash
equivalents consist of amounts on deposit at commercial
banks.

In the 2004/2005 and 2003/2004 financial years, Sinner-
Schrader paid interest in the amounts of € 19,927 and € 1,093
respectively. Due to withholding taxes on interest received
and gains realised on marketable securities, SinnerSchrader
paid taxes on capital gains in the amounts of € 52,757 and
€ 125,517 in 2004/2005 and 2003/2004 respectively. In those
periods SinnerSchrader received refunds of taxes on capital
gains in the amounts of € 442,900 and € 1,815,649 respectively.

2.16 Segment Reporting

As part of a fundamental reorganisation of its operations dur-
ing the 2003/2004 financial year, SinnerSchrader gave up on
its business approach of delivering integrated e-business ser-
vices and rendered full operating responsibility for separate parts
of its service portfolio to newly installed operating business
units. According to SFAS No. 131, “Disclosure about Segments
of an Enterprise and Related Information”, SinnerSchrader is
required to present segment information for the newly-formed
segments.

The Interactive Software segment focuses on designing, imple-
menting and maintaining customised interactive IT systems.
SinnerSchrader Neue Informatik GmbH has been assigned to
that segment. The Interactive Marketing segment comprises

Tab. 5 | Earnings per share in € and number 2004/2005 2003/2004
Net profit/loss 545,342 -531,152
Basis weighted average shares of common stock outstanding 11,333,908 10,933,405
Basic earnings per share 0.05 -0.05
Weighted average shares of common stock outstanding 11,333,908 10,933,405
add: stock option grant 11,662 —
Dilutive average share of common stock outstanding 11,345,570 10,933,405
Diluted earnings per share 0.05 -0.05
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the business with consulting, creative design and implementa-
tion services for brand building and management as well as
marketing and sales activities on the Internet or other digital
channels. The companies SinnerSchrader Studios GmbH and
SinnerSchrader Studios Frankfurt GmbH have been assigned
to the Interactive Marketing segment. In its Interactive Ser-
vices segment SinnerSchrader bundles three service offers
around the management of already existing transactional web
sites. Those services are the planning, execution and reporting
of online media campaigns, the technical administration and
maintenance of hardware and software systems for operat-
ing websites, and the statistical analysis of the behaviour of
website visitors. These units are jointly managed within Sinner-
Schrader Deutschland GmbH.

The new organisational structure was introduced on 1 April
2004. Effective on that day, personnel, customer relationships,
ongoing projects and all other operative assets and related
liabilities were reassembled according to the new unit structure
and in large parts transferred into newly-founded companies.
The changeover to the new organisation resulted in significant
changes to the accounting system. Consequently, the calcula-

tion of the segment information required by SFAS No. 131 for
the entire 2003/2004 period would have caused unusually high
costs, so that the Management Board of SinnerSchrader AG
decided to do without that information.

Therefore, SinnerSchrader made use of the respective rule
under SFAS No. 131 and did not restate segment information
for periods prior to 1 April 2004 in the new segment structure.
Consequently, segment information for the 2003/2004 period
is available only as long as it relates to the rump period from
1 April 2004 to 31 August 2004 and the respective period end
date.

Table 6a presents the segment information for the 2004/2005
financial year and the balance sheet date 31 August 2005;
Table 6b shows the segment information for the rump period
of the financial year 2003/2004 and for the period end of this
financial year.

Tab. 6a Segment Interactive Interactive Interactive Segments Consolidation/ Group
information Software Marketing Services total holding
in € and number
01.09.2004-31.08.2005:
External revenues 5,737,009 4,179,739 4,398,393 14,315,141 — 14,315,141
Internal revenues 657,502 410,608 291,030 1,359,140 -1,359,140 —
Total revenues, gross 6,394,511 4,590,347 4,689,423 15,674,281 -1,359,140 14,315,141
Media costs = = -2,092,386 -2,092,386 = -2,092,386
Total revenues, net 6,394,511 4,590,347 2,597,037 13,581,895 -1,359,140 12,222,755
Segment profit/loss (EBITA) 682,099 354,153 777,559 1,813,811 -1,635,670 178,141
Depreciation of property
and equipment 59,522 25,065 26,600 111,187 429,806 540,993
Purchase of investments 23,314 28,740 57,045 109,099 120,500 229,599
Employees,
full-time equivalents 57.6 42.0 14.3 113.9 17.9 131.8
31.08.2005:
Total assets 2,626,795 1,456,891 903,497 4,987,183 8,759,048 13,746,231
Non-current assets 151,562 87,480 75,449 314,491 659,267 973,758
Current assets 2,475,233 1,369,411 828,048 4,672,692 8,099,781 12,772,473
Number of employees,
end of period 55 42 14 111 19 130
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Segment accounting follows the same accounting principles as
those applied for the entire Group. All administrative costs that
are incurred by SinnerSchrader AG and that are attributable
to the operative segments are charged to the segments. Costs
that are not attributable to the operations are not distributed
across the reportable segments. Those costs are primarily
costs incurred by central holding functions, e.g. investor rela-
tions, and costs for unused office space in the office building in
Hamburg leased by SinnerSchrader AG. Transactions between
reportable segments are executed on an arm’s-length-basis
and accounted for accordingly.

Table 6¢ shows the reconciliation of total segment earnings to
Group earnings before tax for the periods 1 September 2004
to 31 August 2005 and 1 April 2004 to 31 August 2004.

With respect to regional data, revenue by geographic location
is attributed to the country from which the sale is made. For
2004/2005 and 2003/2004, all of SinnerSchrader’s revenues
were to be attributed to Germany.

Tab. 6b Segment Interactive Interactive Interactive Segments Consolidation/ Group
information Software Marketing Services total holding
in € and number
01.04.2004-31.08.2004:
External revenues 2,387,924 1,714,173 1,301,616 5,403,713 — 5,403,713
Internal revenues 404,135 193,078 137,847 735,060 -735,060 -
Total revenues, gross 2,792,059 1,907,251 1,439,463 6,138,773 -735,060 5,403,713
Media costs = = -599,060 -599,060 = -599,060
Total revenues, net 2,792,059 1,907,251 840,403 5,539,713 -735,060 4,804,653
Segment profit/loss (EBITA) 314,724 150,563 157,767 623,054 -753,309 -130,255
Depreciation of property
and equipment 25,456 10,128 5,656 41,240 206,158 247,398
Purchase of investments 11,943 23,514 8,941 44,398 -13,171 31,227
Employees,
full-time equivalents 59.6 38.5 14.3 112.4 20.0 132.4
31.08.2004:
Total assets 2,124,800 1,286,600 777,523 4,188,923 27,062,730 31,251,653
Non-current assets 183,864 83,719 45,004 312,587 981,248 1,293,835
Current assets 1,940,936 1,202,881 732,519 3,876,336 26,081,482 29,957,818
Number of employees,
end of period 62 46 15 123 22 145
Tab. 6¢ | Reconciliation of total segment earnings to Group before tax in € 01.09.2004 01.04.2004
31.08.2004 31.08.2005
Segment profit/loss (EBITA) of all reportable segments 1,813,811 623,054
Central holding costs not attributable to reportable segments -1,634,734 -751,890
Earnings before tax of foreign subsidiaries -936 -1,419
EBITA of the Group 178,141 -130,255
Interest income/expenses of the Group 218,789 482,513
Earnings before tax of the Group 396,930 352,258
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In the 2004/2005 period, SinnerSchrader generated more than
10 % of its total revenues with three customers. The revenues
with these customers amounted to € 2,898,682, € 1,912,689,
and € 1,737,993 respectively. Together, these three custom-
ers had a share of total revenues of 45.7 %. In 2003/3004,
the number of customers with whom SinnerSchrader had
realised 10 % or more of its revenues had also been three.
The amounts of revenue were € 2,213,419, € 1,952,208, and

€ 1,948,660 respectively. The combined share of Group
revenues was 49.6 %. In both financial years all three
SinnerSchrader segments delivered services to the three
major customers.

2.17 Recent Accounting Pronouncements

In December, 2004, the FASB issued SFAS No. 123(R) (revised
2004), “Share-Based Payment”. SFAS No. 123(R) replaces
SFAS No. 123, “Accounting for Stock-Based Compensation”,
supersedes APB No. 25, “Accounting for Stock Issued to Em-
ployees”, and amends SFAS No. 95, “Statement of Cash Flows”.
SFAS No. 123(R) requires all share-based awards to employees,
including grants of employee stock options, to be recognised in
the financial statements based on their grant date fair values.
The related compensation costs are to be recognised over the
period during which an employee is required to provide service
in exchange for the award. Excess tax benefits are to be recog-
nised as an addition to the capital reserve and reflected as fi-
nancing cash inflows in the statement of cash flows. The com-
pany will adopt the prospective provisions of SFAS No. 123(R)
to new and existing plans as of 1 January 2006. The grant
date fair values of unvested awards that are outstanding on
the date of adoption will be charged to expenses over their
remaining vesting periods. SinnerSchrader is assessing the
impact that the implementation of SFAS No. 123 (R) will have
on its consolidated financial position or results of operations.

In March 2005, the Securities and Exchange Commission ("SEC")
issued Staff Accounting Bulletin ("SAB”) No. 107, “Share-Based
Payment”. SAB No. 107 summarises the views of the SEC staff
regarding the interaction between SFAS No. 123(R) and certain
SEC rules and regulations, and provides the staff’s views re-
garding the valuation of share-based payment arrangements
for public companies. The Company is assessing the effects

of this SAB and will adopt SAB No. 107 concurrently with the
adoption of SFAS No. 123(R) with effect from 1 January 2006.

In March 2005, the FASB issued FASB Interpretation ("FIN")
No. 47, “Accounting for Conditional Asset Retirement Obliga-
tions, an Interpretation of SFAS No. 143”. FIN No. 47 clarifies
that conditional asset retirement obligations meet the defini-
tion of liabilities and should be recognised when incurred if their
fair values can be reasonably estimated. The Interpretation is
effective no later than 31 December 2005. The cumulative ef-
fect of initially applying the Interpretation will be recognised as
a change in accounting principles. The adoption of FIN No. 47
is not expected to have a material impact on the consolidated
financial position or results of operations.

In May 2005, the FASB issued SFAS No. 154, “Accounting
Changes and Error Corrections”. SFAS No. 154 replaces APB
No. 20, “Accounting Changes” and SFAS No. 3, “Reporting
Accounting Changes in Interim Financial Statements”. SFAS
No. 154 applies to all voluntary changes in accounting principles
and changes the accounting for and reporting of a change in
accounting principles. It also requires the retrospective appli-
cation to previous periods’ financial statements of a volun-
tary change in accounting principles unless this is impracti-
cable. SFAS No. 154 is effective for accounting changes and
correction of errors made in financial years beginning after 15
December 2005. The adoption of SFAS No. 154 will only affect
the consolidated financial position or results of operations in
future periods. SinnerSchrader will apply SFAS No. 154 begin-
ning in the financial year that starts on 1 September 2006.

In June 2005 the FASB issued FASB Staff Position (“FSP")
No. 143-1, “Accounting for Electronic Equipment Waste Obli-
gations”. FSP No. 143-1 provides guidance on the account-
ing for obligations associated with European Union Directive
2002/96/EC on Waste Electrical and Electronic Equipment.
Under the FSP, commercial users of electronic equipment are
required to apply the provisions of SFAS No. 143, “Accounting
for Asset Retirement Obligations”, and FIN No. 47, “Accounting
for Conditional Asset Retirement Obligations”, for obligations
associated with outdated waste. The Company is required to
apply the guidance of FSP No. 143-1 on the later of either
the date of adoption of the law by the respective EU member
country or the first reporting period ending after 8 June 2005.
Management believes that the adoption of FSP No. 143-1 will
not have a material impact on the consolidated financial
position or results of operations of SinnerSchrader.
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In June 2005, the Emerging Issues Task Force addressed
employers’ accounting for early retirement programmes sup-
ported by the German Government in Issue 05-5, “Accounting
for the Altersteilzeit ("ATZ") Early Retirement Program and
Similar Type Arrangements”. The Task Force reached a
consensus in EITF No. 05-5 that benefits provided under
Type II ATZ arrangements (as defined) should be accounted
for as a termination benefit under SFAS No. 112, “Employers’
Accounting for Post-Employment Benefits”, with recognition of
the benefits’ costs over the service periods, commencing at
the time of the individual employees’ enrolment in the ATZ ar-
rangements. The consensus is effective for periods beginning
after 15 December 2005. The adoption of EITF No. 05-5 is

not expected to have a material impact on the consolidated
financial position or results of operations.

In June 2005, the Emerging Issues Task Force reached a con-
sensus in EITF No. 05-6, “Determining the Amortization Period
for Leasehold Improvements”, that leasehold improvements
acquired in a business combination or purchased subsequent
to the inception of the lease should be amortised over the
lesser of either the useful life of the asset or the lease term
(that includes reasonably assured lease renewals as deter-
mined on the date the leasehold improvements are acquired).
The consensus is effective for leasehold improvements
acquired in periods beginning after 1 July 2005. The adoption
of EITF No. 05-6 is not expected to have a material impact on
the consolidated financial position or results of operations.
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3 Balance Sheet Components

3.1 Development of Fixed Assets

The major components of fixed assets as of 31 August 2005
and 31 August 2004 as well as the changes in fixed assets in
the financial year which ended on 31 August 2005 are pre-
sented in Table 7. In the 2004/2005 and 2003/2004 financial
years, expenditures for purchases of property and equipment
amounted to € 229,599 and € 147,307 respectively. Depreci-
ation of property and equipment in those years was € 540,993
and € 631,709 respectively.

Leasehold improvements contain an amount for asset retire-
ment obligations that SinnerSchrader recognised upon the
initial adoption of SFAS No. 143, “Accounting for Asset Retire-
ment Obligations”, on 1 September 2002 and that it depreci-
ates over the remaining term of the lease. Upon adoption of
SFAS No. 143 SinnerSchrader determined the fair value of the
asset retirement obligations stipulated in the lease contracts,

credited the amount to long-term liabilities and correspond-
ingly increased the carrying value of fixed assets concerned.
As of 31 August 2005 and 31 August 2004, the net book value
of the capitalised asset retirement obligation amounted to
€ 11,343 and € 24,954 respectively.

3.2 Other Current Assets and Prepaid Expenses

The major components of other current assets and prepaid
expenses are shown in Table 8. The tax receivables shown

in Table 8 relate to taxes on capital gains, a withholding tax
levied on interest and other capital gains received. Due to
loss carry-forwards and a negative net income for tax pur-
poses respectively, SinnerSchrader is entitled to a refund
of the withholding tax paid vis-a-vis the tax authorities. In
2004/2005 and 2003/2004, SinnerSchrader paid withholding
taxes to the amount of € 52,757 and € 125,517 respectively.

Tab.7 | Fixed assets in € 01.09.2004 Additions Disposals 31.08.2005
Acquisition costs:
Computer hard- and software 1,458,983 207,065 29,997 1,636,051
Furniture and fixtures 1,154,159 11,264 7,623 1,157,800
Leasehold improvements 1,157,841 11,270 9,719 1,159,392
Total property and equipment 3,770,983 229,599 47,339 3,953,243
Total fixed assets 3,770,983 229,599 47,339 3,953,243
01.09.2004 Additions Disposals 31.08.2005
Accumulated depreciation, amortisation and write-downs:
Computer hard- and software 1,276,852 136,507 27,259 1,386,100
Furniture and fixtures 611,387 93,369 5,832 698,924
Leasehold improvements 588,909 311,117 5,564 894,462
Total property and equipment 2,477,148 540,993 38,655 2,979,486
Total fixed assets 2,477,148 540,993 38,655 2,979,486
31.08.2004 31.08.2005
Net book value:
Computer hard- and software 182,131 249,952
Furniture and fixtures 542,772 458,876
Leasehold improvements 568,932 264,930
Total property and equipment 1,293,835 973,758
Total fixed assets 1,293,835 973,758
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Tab. 8 | Other current assets and prepaid expenses in € 31.08.2005 31.08.2004
Tax receivables 178,274 568,417
Remaining other current assets 39,531 30,712
Prepaid expenses 113,346 187,268
Total other current assets and prepaid expenses 331,151 786,397

3.3 Accrued Expenses
Accrued expenses consist of the items shown in Table 9.

3.4 Liabilities to Shareholders

On 28 January 2004, SinnerSchrader AG’s shareholders passed

a resolution to distribute € 20,768,780 from its capital reserve
to all shareholders by means of an increase of common stock
capital from the capital reserve and a subsequent decrease of
common stock capital by the same amount for the purpose of
returning that capital to shareholders. The resolution became
effective with its entry into the trade register on 13 April 2004.
According to Article 225 para. 2 of the German Stock Corpor-
ation Act ("Aktiengesetz”, “"AktG"), the capital was distributed
to shareholders on 8 November 2004, six months after the
day on which the resolution’s entry into the trade register was
publicly announced. In the balance sheets of 31 August 2004
the amount of € 20,768,780 to be distributed had been subtract-
ed from the shareholders’ equity and was shown as a liability
to shareholders. Due to the execution of the payment to share-
holders, the liability was paid off and, consequently, no liability
to shareholders is shown in the balance sheets of 31 August
2005.

3.5 Other Short-Term Liabilities and Deferred Income
Other short-term liabilities and deferred income consist of the
components presented in Table 10.

3.6 Long-Term Liabilities

The long-term liability of € 86,841 shown in the balance sheets
as of 31 August 2004 concerned asset retirement obligations
from the lease contract for the office building in Hamburg, which
will become due upon termination of that contract at the earli-
est date possible, which is 30 June 2006. As of 31 August 2005
the respective liability had to be classified as short-term. It is
presented in Table 10 with its value as of the balance sheet
date of € 93,788. The changes in the liability from asset retire-
ment obligations by € 6,947 and € 6,433 in 2004/2005 and
2003/2004 respectively reflect the accretion of the liability
according to SFAS No. 143.

3.7 Commitment and Contingencies

SinnerSchrader leases its office facilities in Hamburg and
Frankfurt and certain equipment and cars under operating
leases. As of 31 August 2005 future annual minimum lease
payments from those contracts amount to the sums shown in
Table 11.

Total rent expense for the years 2004/2005 and 2003/2004
were € 1,466,317 and € 1,158,511 respectively. The expense
was partly offset by income from subleases amounting to
€ 18,640 and € 13,860 respectively.

Tab. 9 | Accrued expenses in € 31.08.2005 31.08.2004
Accrued compensation 911,062 564,853
Accrued warranty expense 228,268 235,682
Accrued rent and related expenses 134,250 70,539
Accrued losses on contracts — 24,907
Other accruals 191,806 185,608
Total accrued expenses 1,465,386 1,081,589
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Notes
Tab. 10 | Other liabilities and deferred revenue in € 31.08.2005 31.08.2004
Liabilities from income tax 102,862 168,245
Liabilities from social security and similar obligations 157,856 181,798
Liabilities from value added tax 137,280 138,348
Liabilities from restructuring measures — 183,628
Deferred revenue 25,109 72,599
Liabilities from asset retirement obligations 93,788 —
Liabilities from rental charges 306,775 —
Other liabilities 8,027 17,886
Total other liabilities and deferred revenue 831,697 762,504

In addition, the Group has certain contingent liabilities that
arise in the ordinary course of business activities. The Group
will accrue contingent liabilities if it considers it probable that
future expenditure will be made and such expenditure is measur-
able.

The consolidated Group companies are subject to various legal
claims primarily related to employment issues and issues regard-
ing the refurbishment of the companies’ office space. As of
31 August 2005 and 31 August 2004, accruals related to those
claims amounted to € 190,000 and € 110,500 respectively and
are part of accrued compensation and other accrued expenses
shown in note 3.3. The ultimate outcome of the legal proceed-
ings is uncertain, but the company deems it probable that it
will have to pay the estimated amount. However, the potential
loss could be higher or lower than the sums accrued by the
Group.

In the relationships to its customers, SinnerSchrader regularly
takes on various liabilities, indemnifications, and warranties
under individual professional service agreements, general terms
and conditions, and German law. Liabilities typically relate to

personal injury, property damage or financial damage incurred
in connection with SinnerSchrader’s operations or to late
delivery of systems to be implemented under contracts with its
customers. Indemnifications regularly concern any claim filed
against its customers for infringement of intellectual property
rights through the systems delivered by SinnerSchrader and
used by the customers. Additionally, SinnerSchrader warrants
that the systems developed for its customers will operate in
accordance with specifications without defects for a certain
warranty period subject to limitations that the Group believes
are standard in the industry. Under those warranties Sinner-
Schrader is obliged to remedy any defects until the solution
provided operates within the specifications. SinnerSchrader
is not usually obliged to refund its customers any fees in case
of a system defect, although in some contracts the customer
has retained the right to renege on a contract in case Sinner-
Schrader cannot remedy the defects.

The maximum potential amount of future payments or costs
incurred under the liabilities, indemnifications, and warranties
from the companies’ customer relationships is unlimited.

Tab. 11 | Financial commitments in € 31.08.2005 31.08.2004
01.09.2005-31.08.2006 996,802 1,297,461
01.09.2006-31.08.2007 23,437 17,765
01.09.2007-31.08.2008 12,407 2,886
01.09.2008-31.08.2009 2,162 =
after 01.09.2009 — =
Total 1,034,808 1,318,112
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SinnerSchrader, however, regularly stipulates limitations to
the commitments in its contracts as well as in its terms and
conditions wherever possible under German law. In addition,
SinnerSchrader has purchased insurance policies covering its
liabilities relating to personal injury, property damage, and
financial damage up to an amount that is deemed sufficient
given the overall size of the business and the maximum size of
individual contracts.

With respect to its warranty-related obligations, SinnerSchrader
typically provides procedures in its contracts for testing and
customer acceptance that are designed to reduce the likeli-
hood of warranty claims, although there can be no assurance
that such procedures will be effective in each project. Based
upon an individual assessment of each project against past
experience, SinnerSchrader accrues for the cost to be in-
curred due to warranty-related claims. The amounts accrued as
of 31 August 2005 and 31 August 2004 respectively are shown
in note 3.3.

As part of its efforts to reduce the office space leased but
not used, SinnerSchrader agreed to act as a guarantor for
a company that stepped into one of its lease contracts.

The lease contract transferred to that company terminated on
31 May 2005. As of 31 August 2004 the remaining lease obli-
gations amounted to € 56,018. In July 2005, SinnerSchrader
had to pay € 19,262 as the guarantor and recorded a receiv-
able against the tenant. Since then that receivable has been
honoured regularly. It amounted to € 16,053 as of 31 August
2005.

In preparation of the execution of the repayment of equity to
shareholders as resolved by the shareholders’ meeting in Janu-
ary 2004, SinnerSchrader AG was required by the landlord of
its Hamburg office to secure the minimum obligations from the
lease contract according to Article 225 AktG. SinnerSchrader
AG delivered the security by ways of a bank guarantee in the
amount of € 2,532,260, which was reduced regularly by the
amount of the monthly lease payment made. As of 31 August
2005 the amount of the bank guarantee stood at € 1,478,668.
According to an agreement with the bank issuing the guarantee,
SinnerSchrader can dispose of liquid funds of an equivalent
amount only with the permission of that bank.
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4 Components of the Statement of Operations

4.1 Costs and Operating Expenses by Expenditure

The total costs of revenues plus selling and administrative
as well as research and development expenses by expenditure
was divided as shown in Table 12.

4.2 Restructuring Charges and Other Related Charges
Starting in 2000/2001, SinnerSchrader undertook consecutive
steps to align its cost base to the severe decline in demand for
Internet-related consulting, design, and IT services by reduc-
ing its workforce, consolidating its facilities and closing its
foreign operations.

In the 2004/2005 financial year, SinnerSchrader did not under-
take new workforce-related restructuring measures. However,
as of 31 August 2005, accruals had to be increased by € 49,500
due to unsettled law suits relating to workforce reductions in
the years 2003/2004 and 2002/2003. An amount of € 92,977
from accruals and liabilities related to personnel measures was
paid out. Consequently, total accruals and liabilities for work-
force-related restructuring measures amounted to € 90,000
and € 133,477 in 2004/2005 and 2003/2004 respectively.

With respect to the consolidation of office space, an increase
of accruals and liabilities was necessary in 2004/2005. In order
to adjust the current office space in Hamburg of approx.

6,500 sgm to the reduced headcount, SinnerSchrader had to
terminate the rent agreement early, with effect from 30 June

2006. The early termination triggered a one-time compensa-
tion obligation of € 306,775 payable at the end of the rent
agreement. As of 31 August 2005, a liability to cover that
obligation is recorded. The accrual of € 67,376 shown as of
31 August 2004 was used up completely.

Hence, in the 2004/2005 period, total restructuring charges
amounted to € 356,275. In 2003/2004 the restructuring costs
were € 557,647 split into € 546,685 and € 10,962 for workforce
reductions and for the consolidation of facilities respectively.
Restructuring charges concerning workforce reductions include
all costs relating to the termination of employment contracts
including severance payments, payroll cost for periods in which
the respective employees were released from their work duty,
and legal costs. Restructuring charges concerning facilities in-
clude rent and service charges, the cost of efforts to sublet or
to be released from the rent agreements (such as the cost of
legal advice, premium payments to surrender, and fees to real
estate agents), as well as depreciation/impairment charges on
leasehold improvements and office equipment that had to be
abandoned.

Table 13 summarises restructuring and other related charges
for the years ended 31 August 2005 and 31 August 2004 as
well as the amount of accrued restructuring expenses and
restructuring liabilities as of the respective balance sheet
dates.

Tab. 12 | Operating costs excluding restructuring costs by expenditure in € 2004/2005 2003/2004
Personnel expenses 7,735,293 7,801,121
Costs of materials and services in cost of revenue:

Materials 190,180 144,502
Services 617,288 500,094
Depreciation of property and equipment 540,993 631,709
Other operating expenses 2,685,356 2,607,927
Total 11,769,110 11,685,353
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Tab. 13 | Restructuring charges in €

2004/2005 Balance Additional Utilised Dissolved Balance

01.09.2004 charges Non-cash Cash 31.08.2005
Workforce 133,477 49,500 — -92,977 — 90,000
Facilities 67,376 306,775 — -67,376 — 306,775
Total 200,853 356,275 - -160,353 - 396,775
2003/2004 Balance Balance

01.09.2003 31.08.2004
Workforce 10,500 546,685 — -423,708 — 133,477
Facilities 132,960 10,962 — -76,546 — 67,376
Total 143,460 557,647 - -500,254 — 200,853

4.3 Financial Income
The financial income and expenses item consists of the com-
ponents listed in Table 14.

The income on investments results from a payment on a non-
current loan, which was already written off in earlier periods.
The loan was granted to the subsidiary of an investment of the
Company. The payment was received from an individually liable
partner.

5 Pension Plans

Since January 2003, SinnerSchrader has been offering its em-
ployees to participate in a defined contribution pension plan.
In accordance with this plan, in 2004/2005 and 2003/2004
SinnerSchrader contributed up to a maximum of € 5,563 and
€ 4,601 per employee respectively to individual pension/life
insurance contracts provided by a third party insurance com-
pany. Total Group contributions to this plan in the 2004/2005
and 2003/2004 periods amounted to € 40,423 and € 53,151
respectively. They were recorded under the cost of revenue
and operating expense items according to the position of the
participating employee.

Tab. 14 Financial income in € 2004/2005 2003/2004
Interest income 39,240 536,556
Realised gains/losses, net, on the sale of marketable securities 173,911 288,261
Income from investments and participations 25,565 =
Interest expense -19,927 -1,093
Total financial income 218,789 823,724
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6. Shareholders’ Equity

6.1 Common Stock

On 31 August 2005 and 31 August 2004 the common stock of
SinnerSchrader AG amounted to € 11,542,764 and € 11,542,764
respectively. It was divided into 11,542,764 no-par value ordin-
ary shares with a nominal value of € 1 per share.

On 31 August 2005 and 31 August 2004, 11,411,417 shares
and 10,937,164 shares respectively of all shares issued were
outstanding. The remaining respective 131,347 and 605,600
shares were held by SinnerSchrader AG as treasury stock (see
note 6.5).

6.2 Capital Reserve

The capital reserve stems primarily from SinnerSchrader AG’s
initial public offering ("IPO”) in November 1999. At the IPO
SinnerSchrader AG issued a total of 2,475,000 new shares of
common stock from a capital increase (including greenshoe) at
a price of € 12 per share. Net of expenses for the flotation of
€ 1.7 million, the offering raised aggregate proceeds of € 28.0
million. The costs resulting from the initial public offering were
charged against the capital reserve net of tax effects of € 0.9
million.

On 28 January 2004, SinnerSchrader AG’s shareholders passed

a resolution to distribute € 20,768,780 from the capital reserve
to all shareholders by means of an increase of common stock
capital from the capital reserve and a subsequent decrease of
common stock capital by the same amount for the purpose of
returning that capital to shareholders. The resolution became
effective with its entry into the trade register on 13 April 2004.
Consequently, the capital reserve was reduced by € 20,768,780
as of 31 August 2004.

In 2004/2005 the reserve increased by € 1,001,165 through
the sale of shares from the treasury stock.

On 31 August 2005 and 31 August 2004 the Company’s capital
reserve amounted to € 17,596,005 and € 16,594,840 respect-
ively.

6.3 Authorised Capital

On 28 January 2004, the shareholders of SinnerSchrader AG
cancelled their authorisation of the Management Board to
increase the AG’s common stock with the approval of the Super-
visory Board in one or more steps until 30 September 2004 by
up to a maximum of € 4,650,000 in so far as that authorisation
had not already been used.

At the same time the shareholders of SinnerSchrader AG

authorised the Management Board to increase the AG’s com-

mon stock with the approval of the Supervisory Board in one 72
or more steps until 15 January 2009 by up to a maximum of 72
€ 5,770,000. The resolution became effective by entry into

the trade register on 13 April 2004.

The authorisation to increase the common stock was not used
in either 2004/2005 or in 2003/2004.

6.4 Conditional Capital

On 31 August 2005 and 31 August 2004, SinnerSchrader AG

had conditional capital of € 750,000 covering the grants under
SinnerSchrader’s 2000 Stock Option Plan and 1999 Stock Op-
tion Plan described under note 7.1.

6.5 Treasury Stock

As of 31 August 2005 and 31 August 2004 the number of
shares in treasury stock amounted to 131,347 and 605,600
shares respectively. In the 2004/2005 financial year a total
of 455,235 shares from treasury stock were sold through the
stock exchange at an average price of € 3.68 per share.

19,018 shares were issued to employees exercising their stock
options at an average exercise price of € 2.76. In 2003/2004,
6,227 shares from treasury stock were issued to employees
exercising their stock options at € 2.76 per share. In 2004/
2005 and 2003/2004, SinnerSchrader AG repurchased 0 and
1,404 shares at average prices of 0 and € 2.01 respectively.
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7 Share-Based Compensation

7.1 Employee Stock Option Plans

» SinnerSchrader 1999 Stock Option Plan:

In October 1999, the shareholders of SinnerSchrader AG
approved the SinnerSchrader 1999 Stock Option Plan (the
"1999 Plan”), which provides for the granting of stock options
to the members of the Management Board of SinnerSchrader
AG, the management of affiliated companies, all employees
of SinnerSchrader AG, as well as all employees of affiliated
companies. The total number of options that can be assigned
by the Management Board and the Supervisory Board of Sinner-
Schrader AG is 375,000, of which 40,000, 10,000, 55,000, and
270,000 respectively are dedicated to the aforementioned
groups. Under the 1999 Plan the Management Board and the
Supervisory Board were authorised to grant options until

8 November 2004.

Options granted under the 1999 Plan have an exercise price
of 120 % of the average Frankfurt closing price during the
ten trading days prior to the grant date. Options granted on

1 November 1999, the day of the initial public offering, had an
exercise price of € 14.40. The options of the 1999 Plan vest in
equal instalments of one third over two, three, and four years.
They have to be exercised within six years after the date of
grant. As of 31 August 2005, a total of 186,343 stock options
from the 1999 Plan were outstanding and were granted with
an average exercise price of € 19.95. In 2004/2005 and 2003/
2004, employees exercised 0 and 2,559 options at an average
exercise price of 0 and € 2.76 respectively.

» SinnerSchrader 2000 Stock Option Plan:

In December 2000, the shareholders of SinnerSchrader AG
approved the SinnerSchrader 2000 Stock Option Plan (the
"2000 Plan”), which provides for the granting of stock options
to the members of the Management Board of SinnerSchrader
AG, the management of affiliated companies, all employees
of SinnerSchrader AG, as well as all employees of affiliated
companies. The total number of options that can be assigned
by the Management Board and the Supervisory Board of Sinner-
Schrader AG is 375,000, of which 40,000, 40,000, 55,000, and
240,000 respectively are dedicated to the aforementioned
groups. Under the 2000 Plan the Management Board and the
Supervisory Board are authorised to grant options until

10 January 2006.

Options granted under the 2000 Plan have an exercise price
of 120 % of the average Frankfurt closing price during the
ten trading days prior to the grant date. The options of the
2000 Plan vest in equal instalments of one third over two,
three, and four years. They have to be exercised within six
years after the date of grant. As of 31 August 2005 a total of
107,794 stock options from the 2000 Plan were outstanding
and were granted with an average exercise price of € 2.37. In
2004/2005 and 2003/2004, employees exercised 19,018 and
3,668 options at an average exercise price of € 2.76 and €
2.76 respectively.

Table 15a summarises the changes in the number of options
outstanding from the 1999 Plan and 2000 Plan for the years
which ended on 31 August 2005 and 31 August 2004.

Tab. 15a | Outstanding stock options in € and number Number of Weighted Weighted
options average average grant

exercise price date fair value

Outstanding on 31 August 2003 362,687 11.51 5.61
Granted — — —
Exercised -6,227 2.76 1.30
Cancelled -16,177 4.51 2.31
Outstanding on 31 August 2004 340,283 12.00 5.84
Granted — — —
Exercised -19,018 2.76 1.42
Cancelled -27,128 2.07 1.11
Outstanding on 31 August 2005 294,137 13.51 6.56
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Notes
Additional information on all options outstanding on 31 August
2005 is listed in Table 15b.
7.2 Share-Based Compensation for the Management Board
In the 2004/2005 financial year a cash compensation arrange-
ment was awarded to a member of the Management Board.
According to this arrangement, the Board member is entitled
to a cash bonus in January 2008 based on the stock price per-
formance of the SinnerSchrader stock until 31 December 2007.
The bonus will be calculated as the difference between the
average closing price of the SinnerSchrader stock on the last
ten trading days prior to 1 January 2008 and € 1.61 per share
times 200,000. The compensation arrangement was awarded
with effect from 1 January 2005.
Tab. 15b | Outstanding stock options according to exercise price in €, number and years
Options outstanding Options exercisable

Range of exercise price Number Weighted aver- Weighted Number Weighted

age remaining average average

contractual life exercise price exercise price
0.00-5.00 166,684 2.35 2.53 101,645 2.62
5.01-10.00 14,970 1.62 6.76 14,970 6.76
10.01-30.00 61,740 0.47 15.40 61,740 15.40
30.01-50.00 26,204 0.89 36.01 26,204 36.01
50.01-90.00 24,539 0.54 63.43 24,539 63.43
Total 294,137 1.64 13.51 229,098 16.67
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8 Income Tax

The income tax provisions/benefits presented in the statement
of operations of the 2004/2005 and 2003/2004 financial
years are split into current and deferred tax provisions/bene-
fits as shown in Table 16a.

The income tax provisions/benefits shown in the statement
of operations differ from the amounts computed by applying
the statutory income tax rate to income before taxes. For the
financial years which ended on 31 August 2005 and 31 August
2004 the statutory income tax rate was at 40.4 %, consisting
of municipal trade tax ("Gewerbesteuer”) at 19.0 %, corporate
tax (“Kdrperschaftsteuer”) at 25 % and a corporate tax sur-
charge (“Solidaritatszuschlag”) of 5.5 %. The computation of
the total statutory income tax rate takes into account that the
municipal trade tax charge reduces the tax base for corporate
tax purposes (including the surcharge).

Table 16b presents the reconciliation of tax provisions/benefits
shown in the statements of operations to the income tax pro-
visions/benefits expected under the statutory income tax rate.

The deferred tax positions as of 31 August 2005 and 31 August
2004 is shown in Table 16c.

As of 31 August 2005 and 31 August 2004 SinnerSchrader had
tax loss carry-forwards in Germany, the UK, and the Netherlands.
Table 16d shows the volume of those carry-forwards for each tax
jurisdiction together with the applicable tax rate.

In all countries the losses for tax purposes can be carried for-
ward indefinitely. The loss carry-forwards in the non-German
subsidiaries will most likely not be used since operating busi-
ness was ceased in those countries. Due to the formation of a
group for tax purposes between SinnerSchrader AG and its
domestic subsidiaries effective from the beginning of the 2003/
2004 financial year, the use of the carry-forwards of losses on
the subsidiaries level from periods prior to the formation of the
tax group is postponed until after the dissolution of the tax
group. In addition, German tax laws contain provisions which
limit the amount of tax loss carry-forwards that can be used
in any given year and which stipulate additional conditions to

Tab. 16a | Current and deferred taxes for the period in € 2004/2005 2003/2004
Current tax liabilities — 1,559
Deferred tax liabilities -148,412 -52,559
Total -148,412 -51,000
Tab. 16b | Tax reconciliation in € 2004/2005 2003/2004
Tax provision (+) and tax credit (=) at statutory rate 160,299 -235,100
Non-deductible amortisation of deferred stock compensation — 8,793
Other non deductible expense/non taxable income 9,238 6,583
Utilised loss carry-forwards -100,310 —
Changes in valuation allowance for deferred tax assets of domestic Group companies -219,041 162,876
Changes in valuation allowances for deferred tax assets and differences in tax rates

concerning losses in foreign Group companies, net of tax effects on consolidation 1,402 656
Current taxes relating to previous years — 1,559
Other — 3,633
Credit for income tax -148,412 -51,000
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Notes

Tab. 16c | Deferred tax positions in € 31.08.2005 31.08.2004
Deferred tax assets:
Current:
Loss carry-forwards 148,412 —
Non-current:
Loss carry-forwards 1,327,717 1,543,155
Valuation of accrued expenses 17,152 62,261
Valuation allowance -1,221,263 -1,507,330
Total deferred tax assets 272,018 98,086
Deferred tax liabilities:
Current:
Valuation of unfinished/unbilled services 101,748 72,518
Valuation of unrealised gains on marketable securities available for sale 279 -939
Valuation of current assets 5,937 4,564
Non-current:
Valuation of fixed assets 17,092 19,420
Total deferred tax liabilities 125,056 95,563
Total deferred tax asset/liabilities, net 146,962 2,523
thereof:
Deferred tax asset 148,412 —
Accumulated other comprehensive income/loss -1,450 2,523
Tab. 16d | Loss carry-forwards and statutory income tax rates in € and %

31.08.2005 31.08.2004

Loss Tax rate Loss Tax rate

carry-forwards carry-forwards

For corporate tax:
Germany -2,406,369 25.0 -2,610,006 25.0
thereof in tax group -2,276,471 25.0 -2,480,108 25.0
Great Britain -985,879 30.0 -944,861 30.0
Netherlands -174,617 34.5 -166,193 34.5

31.08.2005 31.08.2004

Loss Tax rate Loss Tax rate

carry-forwards carry-forwards

For municipal trade tax:
Germany -3,465,064 19.0 -3,668,700 19.0
thereof in tax group -2,823,666 19.0 -3,027,302 19.0

Great Britain

Netherlands
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be met for the use of loss carry-forwards upon occurrence of
certain events, such as a significant change in ownership.

Due to these circumstances a valuation allowance was recorded
for the deferred tax assets on the loss carry-forwards of the
foreign subsidiaries and the loss carry-forwards of the domes-
tic subsidiaries up to the value that is covered by deferred tax
liabilities on a tax entity by tax entity basis as of 31 August
2005 and 31 August 2004.

Regarding the losses carried forward by SinnerSchrader AG for
the domestic group for tax purposes as of 31 August 2005, the
valuation allowance on the deferred tax asset was adjusted
in a way that the remaining tax asset covers the deferred tax
liabilities and the income tax on the taxable income planned
for the 2005/2006 financial year, since SinnerSchrader deems
it probable that the plan will be achieved. As of 31 August 2004,
the valuation allowance covered the entire deferred tax asset
on loss carry-forwards up to the amount of deferred tax liabil-
ities.

9 Related Party Transactions

In 2004/2005 and 2003/2004, SinnerSchrader generated reven-
ues with companies in which members of its Supervisory
Board hold Supervisory Board positions of € 2,898,682 and
€ 1,952,208 respectively. The total of accounts receivable and
unbilled services net of bad debt allowances to those com-
panies on 31 August 2005 and 31 August 2004 amounted to
€ 166,218 and € 408,758 respectively.

In September 2002, SinnerSchrader entered into a consultancy
agreement with a former member of the Management Board
who had retired from his position on 31 August 2002. Under
the terms of the agreement, SinnerSchrader bought consult-
ancy services at the amount of € 72,000 in 2003/2004. The

agreement terminated on 31 August 2004.

In May 2005, SinnerSchrader entered into a consultancy agree-
ment with a former member of the Management Board who
had resigned from his position in April 2004. Under the terms
of the agreement, SinnerSchrader receives advice on the de-
velopment of its operating services business for approximately
€ 20,000. Of that total, € 10,000 were recorded in 2004/2005.
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10 Major Events after the Balance Sheet Date

In November 2005, SinnerSchrader signed a new rent agree-
ment for offices in Hamburg for the time after the termination
of the current rent agreement on 30 June 2006. Through the
new agreement the total space rented will be reduced from
approximately 6,500 sqm to 3,200 sqgm. Thus, the total cost of
office space will be cut approximately in half as from 30 June
2006.

11 Supplementary Information Required
by the German Commercial Code

Supplementary information to the notes to consolidated finan-
cial statements of SinnerSchrader AG regarding the board of
management, the supervisory board, and the declaration of
compliance according to § 161 of the German Stock Coporation
Act (AktG) are presented in the notes to the financial state-
ments of SinnerSchrader AG.

Employees

In the 2004/2005 and 2003/2004 financial years, an average
of 137.5 (including 2 members of the Management Board,

6 Managing Directors and 10 interns) and 147 persons re-

spectively were employed by SinnerSchrader.
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12 Summary of Significant Differences between
US-GAAP and German Law with Regard to
Accounting, Valuation and Consolidation
Principles

12.1 General

The Consolidated Financial Statements of SinnerSchrader AG
as of 31 August 2005 were drawn up in accordance with
Article 292a of the German Commercial Code (“Handelsgesetz-
buch”, "HGB") applying the US Generally Accepted Account-
ing Principles ("US-GAAP”) and German Accounting Standard
(“Deutscher Rechnungslegungs Standard”, "DRS"”) No. 1 of
the German Accounting Standards Committee (“Deutscher
Standardisierungsrat DRSC e.V.”) as consolidated financial
statements with discharging effect.

The regulations of the Commercial Code and of the German
Stock Corporation Act differ in certain key aspects from the
US-GAAP. The main differences which could be relevant for as-
sessing the assets and liabilities, financial position and results
of the company are presented below.

Under the German Commercial Code, all balance sheet and
income statement lines must be presented in the form and se-
quence specified in Articles 266 and 275 HGB. Under US-GAAP,
items are compiled differently and the sequence of the balance
sheet lines begins with the short-term items.

Under US-GAAP, the short-term parts of long-term receivables
and liabilities are stated in a separate line of the balance sheet.
The part which is due within one year is treated as short-term.

12.2 Property and Equipment

Unlike in the HGB accounts, acquired standard software for
internal use is not shown as an intangible asset but is included
in the property and equipment item as plant and office equip-
ment. The manufacturing cost of software developed in-house
can be capitalised under US-GAAP and depreciated over the
normal useful life. Under HGB, software created in-house
cannot be capitalised as a tangible asset. In the reporting
period and in the previous years the Company charged all
manufacturing costs of software developed in-house against
income also under US-GAAP. Pursuant to HGB, accelerated
depreciation permitted under Article 7 German Income Tax
Act ("Einkommensteuergesetz”, "EStG”) is stated as special
reserves and dissolved as expenses over the useful life of the
assets concerned. In accordance with US-GAAP depreciation
only permissible under tax legislation was not taken into ac-
count.

Under HGB, depreciation was charged in agreement with the
tax regulations on a straight-line basis applying the half-year
method (“Halbjahresmethode”) until 31 August 2003. Under
US-GAAP, straight-line depreciation was charged as from the
day the asset was put to use.

12.3 Deferred Taxes on Loss Carry-Forwards

According to HGB, deferred tax refund claims arising from tax
loss carry-forwards may not be stated in the balance sheet, as
the expected future tax savings are deemed to have not yet
been realised.

Under US-GAAP such future tax benefits have to be realised
as tax assets. These deferred tax assets have to be reduced
by a valuation allowance if, based on the weight of available
evidence, it is more likely than not (a likelihood of more than
50 percent) that some portion or all of the deferred tax assets
will not be realised. The valuation allowance should be suf-
ficient to reduce the deferred tax assets to the amount that is
more likely than not to be realised.

12.4 Employee Stock Options

Under US-GAAP, stock-based compensation paid to staff in
the form of stock options can be accounted for in two ways.
According to one method the market value of the employee
shareholding is determined and distributed as expense over
the vesting time of the share option. Alternatively, only the
difference between the exercise price of an option and the
market price of the stock concerned at the time the option was
granted (intrinsic value) may be spread as expense over the
vesting period. When applying the latter method, the impact
on net income of accounting for stock-based compensation
using the first method must be disclosed in a pro-forma
calculation in the financial statements. SinnerSchrader AG
has selected the intrinsic value method to account for its stock
option plans.

Under the prevailing accounting practice pursuant to HGB, only
the capital increase upon exercising of the options would be
accounted for. Personnel expense is not taken into account.

12.5 Asset Retirement Obligations

As defined in the German Commercial Code, provisions for asset
retirement obligations are generated by a one-time allocation
of the total amount of the obligation when the obligation is
established. The expenditures thus incurred are recorded in
the operating results.
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From the beginning of the financial year which started on 15
June 2002, US-GAAP governs balance sheet procedures for
recording asset retirement obligations as defined in SFAS No.
143. With the introduction of SFAS No. 143, companies are
required to record liabilities for asset retirement obligation at
fair value. In parallel, the asset retirement cost must be capi-
talised and depreciated over the remaining useful life of the
asset. The obligation accrues interest until a drawdown occurs.

12.6 Valuation of Certain Accrued Expenses

When valuing certain types of accruals, US-GAAP requires
other criteria to be met in order for expenses to be eligible
for accruing than are required under HGB. In the financial
statements of SinnerSchrader AG, differences in criteria
primarily exist with respect to expenses and obligations from
the rent agreement for the office in Hamburg. For accruing
rent expense for unused office space, US-GAAP requires the
respective space to be separable, while under HGB the cost of
non-separable unused space must be accrued. With respect to
severance payments which become due upon making use of
contractual breakout clauses, US-GAAP requires the notice to
have been given to the other party to the contract before the
respective expense can be accrued, while under HGB a resolu-
tion taken by SinnerSchrader AG is sufficient for accruing.

12.7 Shareholders’ Equity

Under HGB, SinnerSchrader AG would have had to draw up
Consolidated Financial Statements for the first time following
the acquisition of SinnerSchrader Interactive Marketing GmbH
and Sinner-Schrader Interactive Software GmbH on 27 August
1999. The difference between the investment stated at market
value and the equity of the subsidiaries would have had to be
distributed in line with the actual values of the assets and li-
abilities included and the remaining amount would have had to
be stated as goodwill and either amortised over the expected
useful life or netted with the capital reserve on the face of the
balance sheet. The subscribed capital of the Company would
have been formed by the capital of the individual financial
statements.

Under US-GAAP, the capital consolidation of SinnerSchrader AG
was prepared in line with APB No. 16, “Business Combinations”
as a “transaction under common control”, according to which
the shares of SinnerSchrader Interactive Marketing GmbH and
SinnerSchrader Interactive Software GmbH were contributed
to SinnerSchrader AG at the book value of the respective equity.
Consequently, no differential amount arose from these trans-
actions under US-GAAP.

12.8 Treasury Stock

According to HGB, treasury stock has to be shown as a current
asset. Thus, the strict lower of cost or market value principle
according to Article 253, para. 3 has to be adopted, i.e. treasury
stock has to be written off if the market price at the balance
sheet date is lower than the purchase price. Earnings from
the sale of treasury stock have to be accounted for as other
operating income.

Under US-GAAP treasury stock is shown as an off-setting item
at purchase price directly in shareholder’s equity. Changes in
the market price of treasury stock are not accounted for by
adjustments of the respective equity position. Earnings from
the sale of treasury stock are credited to capital surplus.

12.9 Deferral of Personnel Expenses

In connection with the acquisition of Netmatic Internet/Intra-
net Solutions GmbH, part of the purchase price paid in shares
of the Company was accrued indirectly to the staff of the
acquired company. Under US-GAAP, this part is to be charged
against income over the period over which the shares are
likely to be issued to the employees. As these shares derive
from a capital increase, the shareholders’ equity has to be
corrected accordingly by a deferred compensation item. The
deferred compensation item is dissolved pro rata through the
retained earnings, so that at no time an increase of sharehold-
ers’ equity is shown for this portion of the capital increase.

Under HGB, this part of the capital increase would have been
attributed to the acquisition cost and as a result would have
increased goodwill.
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12.10 Revenue Recognition

Under US-GAAP, revenue for services is recognised in accord-
ance with SOP No. 81-1, “Accounting for Performance of
Construction Type and Certain Production Type Contracts”.
Under US-GAAP, services in process are entered according to
the percentage of completion method in which the respective
project progress leads to the proportional recognition of rev-
enue. Application of the percentage of completion method is
subject to the traceable and verifiable recording of project
progress.

Under HGB, the Completed Contract method must be applied,
under which services in process are included in inventories at
manufacturing cost. The revenue is not taken into account until
the services have been completed.

12.11 Valuation of Marketable Securities

Under US-GAAP, securities under current assets are stated
at their market value on the balance sheet date if they are
held available for sale at any time. Gains or losses that have
not yet been realised by sale are stated without affecting net
income as an adjustment item in the shareholders’ equity and
are part of the comprehensive income.

Under HGB, SinnerSchrader AG states securities classified
as current assets at the lower of either acquisition cost or
market value.

Hamburg, November 2005

Matthias Schrader Thomas Dyckhoff
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Auditors’ Opinion

We have issued the following opinion on the Consolidated Finan-
cial Statements and Group Status Report, which was com-
bined with the Status Report of the Company:

We have audited the Consolidated Financial Statements of
SinnerSchrader Aktiengesellschaft, including the consolidated
balance sheet and the related consolidated statements of
operations, cash flows, changes in shareholders’ equity, notes
and Group Status Report for the financial year from 1 Septem-
ber 2004 to 31 August 2005. The preparation and the content
of the Consolidated Financial Statements are the responsi-
bility of the Company’s management. Our responsibility is to
express an opinion on the Consolidated Financial Statements
in accordance with United States Generally Accepted Account-
ing Principles (US-GAAP), based on our audit.

We conducted our audit of the Consolidated Financial State-
ments in accordance with the German Auditing Rules and the
generally accepted German standards for the audit of financial
statements promulgated by the Institut der Wirtschaftsprifer
in Deutschland (IDW: Institute of Public Auditors in Germany).
These standards require that we plan and perform the audit
so that misstatements materially affecting the presentation
of the net assets, financial position and results of operations
in the Consolidated Financial Statements in accordance with
principles of proper accounting and in the Status Report are
detected with reasonable certainty. Knowledge of the business
activities and the economic and legal environment of the
Company and evaluations of possible misstatements are taken
into account in the determination of audit procedures. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the Consolidated Financial State-

Auditors’ Opinion

ments. The audit includes assessing the accounting principles
used and significant estimates made by the legal representa-
tives, as well as evaluating the overall presentation of the
Consolidated Financial Statements. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the Consolidated Financial Statements present
a true and fair view of the Group’s financial position, results of
operations and cash flows in accordance with US-GAAP.

Our audit, which also includes the Group Status Report for the
financial year from 1 September 2004 to 31 August 2005, which
is the responsibility of the Management Board, has not given
rise to any reservations. In our opinion the combined Status
and Group Status Report conveys a suitable presentation of
the situation of the Group taken as a whole and adequately
presents the risks to its future developments. Additionally, we
confirm that the Consolidated Financial Statements and the
combined Status and Group Status Report for the financial
year from 1 September 2004 to 31 August 2005 meet the re-
quirements for an exemption to prepare Consolidated Financial
Statements and a combined Status and Group Status Report
in accordance with the rules and regulations of the German
Commercial Code.

Hamburg, 22 November 2005

Ernst & Young AG
Wirtschaftsprifungsgesellschaft

Schiersmann
Auditor

Schneider
Auditor
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