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New Products. The LBR 266.
SINGULUS TECHNOLOGIES presented
the new mastering system LBR 266 for
the first time at the MEDIA-TECH Expo
in Las Vegas.
The LBR 266 is specifically tailored
to the requirements of the new formats
HD DVD and Blu-ray.

58



[ The LBR 266 ]




Financial Statement Group / AG
Report of Independent Auditors
Consolidated Balance Sheets
Consolidated Income Statements
Statement of Changes in Consolidated Equity
Consolidated Cash flow Statements
Statement of Non-current Assets
Notes

Financial Statement according to HGB
Balance Sheets
Income Statements

Report of Independent Auditors




Financial Statement Group / AG

61




Financial Statement Group / AG [ Consolidated Balance Sheets |

Consolidated Balance Sheets as of December 31, 2004 and 2005

Dec. 31, 2005 [K€] Dec. 31, 2004 [K€]
[restated”]
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Dec. 31, 2005 [K€] Dec. 31, 2004 [K€]
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Consolidated Income Statements for 2004 and 2005

2005 2004
[%)] [Ke€] [%]
[restated*]
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Statement of Changes in Consolidated Equity
as of December 31, 2004 and 2005

Share Capital Other || Accumulated Equity
capital reserve reserves profit
K€ [Ke] [Ke] [K€] K€
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Consolidated Cash flow Statements for 2004 and 2005
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Statement of Non-current Assets in Fiscal Year 2005

Exchange
Jan. 1, 2005 Additions Disposals | Reclassifications differences
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Accounting for a Portfolio Hedge of Interest Rate Risk” was
published in March 2004. The “Amendment to IAS 39 Finan-
cial Instruments: Recognition and Measurement — Transition
and Initial Recognition of Financial Assets and Liabilities”
was published in December 2004. This amendment also
addresses the derecognition of financial assets.

On December 18, 2003, the IASB published a number
of revised accounting standards in the scope of its Improve-
ment Project. These are the 13 standards IAS 1, IAS 2, IAS
8,IAS 10, IAS 16, IAS 17, IAS 21, IAS 24, IAS 27, IAS 28,
IAS 31, IAS 33 and IAS 40. Adoption of the revised standards
is compulsory for fiscal years beginning on or after January 1,
2005. The Company has not exercised the option to apply
these standards in an earlier period. The revision of the
above financial reporting standards has not resulted in any
major accounting changes for the Company.

On February 19, 2004, the IASB published the standard
IFRS 2, “Share-Based Payment”, on accounting for share
option plans and similar compensation based on the value
of shares. This standard governs the financial reporting of
transactions in which the reporting entity grants equity
instruments such as its own shares, share options or con-
vertible bonds in return for goods or services received.

On March 31, 2004, the IASB published the standard
IFRS 3, “Business Combinations”, and the fundamentally
revised IAS 36 and IAS 38. The main changes are the
abolition of the pooling of interests method and of goodwill
amortization in favor of the impairment-only approach.

As a rule, adoption of IFRS 3 is compulsory for all business
combinations which were closed on or after March 31,
2004. In relation to differences arising from transactions
closed before this date, IFRS 3 allows the transition to

the impairment-only approach for fiscal years beginning on
or after March 31, 2004,

Apart from the IFRSs whose application is mandatory
for fiscal year 2005, the IASB has also published other IFRSs
and IFRICs which have already received EU endorsement
but which will only become mandatory at a later date. Below,
only those standards and interpretations which could be
relevant for the Company are described. Voluntary early ap-
plication of these standards and interpretation is explicitly

permitted or encouraged. However, the Company does not
make use of this option.

On December 16, 2004, the IASB published amend-
ments to IAS 19 “Employee Benefits — Actuarial Gains and
Losses, Group Plans and Disclosures”. This amendment
extends the disclosure requirements in the notes and intro-
duces the recognition of actuarial gains and losses in equity
as an alternative to the existing methods.

On June 16, 2005, the IASB published the final fair
value option according to IAS 39. These amendments restrict
in some cases the previously applicable provisions on full fair
value measurement in IAS 39 (2004). Other amendments in
IAS 32 and IFRS 1 also arose in connection with the revision
of the fair value option.

On August 18, 2005, the IASB published the standard
IFRS 7 “Financial Instruments: Disclosures”. This standard
supersedes the existing IAS 30 and adopts all provisions
regarding disclosures in the notes contained in IAS 32.

In this connection, the capital disclosure requirements in

IAS 1 were amended or added. This Standard has completely
restructured the disclosure requirements for financial in-
struments. Disclosures on the objectives, methods, risks,
security and management processes are now required.

The disclosure provisions of IFRS 7 and the modified capital
disclosure requirements of IAS 1 shall apply to periods
beginning on or after January 1, 2007; earlier application is
encouraged. The new provisions of IFRS 7 do not affect
measurement at the Company, but more detailed disclosures
and presentations are required.

The application of the newly published IFRIC 4 and
IFRIC 5, which were still in the EU endorsement process on
December 31, 2005 and which were not applied voluntarily
in advance by SINGULUS, is not expected to have any signi-
ficant effect on the net assets, financial position and results
of operations.
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SINGULUS TECHNOLOGIES SERVICE GROUP Inc.,
Windsor, USA

SINGULUS TECHNOLOGIES Ltd., Swindon, UK
SINGULUS TECHNOLOGIES ASIA PACIFIC Pte. Ltd.,
Singapore

SINGULUS TECHNOLOGIES LATIN AMERICA Ltda.,
Sao Paolo, Brazil

SINGULUS TECHNOLOGIES IBERICA S.L.,

Sant Cugat del Vallés, Spain

SINGULUS VIKA CHINA Limited, Wanchai, Hong Kong
SINGULUS TECHNOLOGIES FRANCE s.a.r.l.,
Valence, France

SINGULUS TECHNOLOGIES ITALIA s.1.1.,

Senigallia (Ancona), Italy

SINGULUS TECHNOLOGIES TAIWAN Limited, Taipei, Taiwan

With the exception of SINGULUS VIKA CHINA Limited
(51 % share), the Company directly or indirectly holds all
shares in the subsidiaries listed above.

The share of equity and profit attributable to minority
interest is shown separately in the balance sheet and income
statement. However, if the loss attributable to minority
interest exceeds the carrying amount of their share of equity,
this carrying amount is adjusted to zero and no further pro-
portionate losses are recorded. Therefore, no share of equity
or profit or loss attributable to minority interest has been
disclosed for SINGULUS VIKA CHINA Limited in the consoli-
dated statements as of December 31, 2005 and 2004.

The total value of the share of losses attributable to minority
interests which have not been recognized is € Ok as of
December 31, 2005 and € 5k as of December 31, 2004.

The net profit/loss of acquired entities is recognized in
the consolidated financial statements from the date of
acquisition. All material intragroup transactions are eliminated
during consolidation.

With effect as of January 9, 2004,
the Company acquired all shares in ODME B.V., Eindhoven,
Netherlands, for a purchase price of € 23,813k. The pur-
chase price was paid in full from the Company’s cash and
cash equivalents. The Company accounted for the acquisition

in accordance with IAS 22. € 3,818k of the purchase

price was mainly allocated to intangible assets. The resulting
goodwill of € 21,198k was amortized in fiscal year 2004,
assuming a useful life of 15 years. From fiscal year 2005,
no further amortization of goodwill will be charged due to the
application of IFRS 3.

With effect as of October 1, 2004, ODME B.V., Eind-
hoven, Netherlands, was merged with Optical Measuring-
Equipment &Projects B. V., Best, Netherlands (OMP) to form
SINGULUS MASTERING B. V., Eindhoven, Netherlands.

The financial
statements of the foreign subsidiaries are prepared in the
currency in which the majority of transactions are concluded
(functional currency). The functional currency is the respec-
tive local currency. Balance sheet items are translated at the
rate on the balance sheet date and income statement items
at the average rate of the fiscal year. The capital stock of
the investments is measured at the historical rate. Currency
differences arising from the application of different rates are
shown in other reserves.

Foreign currency monetary items are translated at
the closing rate. Translation differences are recognized as
income or expenses in the period in which they occurred.

The preparation of financial statements in accordance with
IFRSs requires estimates and assumptions to be made by
management which have an effect on the amounts of the
assets, liability, income, expenses and contingent assets and
liabilities reported. Assumptions and estimates generally
relate to the uniform determination of useful lives of assets
within the Group, impairment of assets, the measurement of
provisions, the recoverability of receivables, the recognition
of realizable residual values for inventories and the probabili-
ty of future tax benefits. The actual values may in some ca-
ses differ from the assumptions and estimates. Any changes
will be recognized in profit or loss as and when better infor-
mation is available.
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Inventories are carried at the lower of
cost and net realizable value. Raw materials, consumables
and supplies including spare parts are measured using the
average cost method. Work in process is measured using
the full cost approach based on standard cost. The standard
costs are reviewed once a year and adjusted if necessary.
Appropriate allowances are made for potential losses due to
obsolete or slow-moving inventories.

Financial assets,
other than loans granted by the Company or receivables,
or those classified as “held for trading” (derivatives) are clas-
sified as “available-for-sale financial assets”.

All financial assets and liabilities are initially recognized
on the trade date. They are carried at the transaction price
plus all transaction costs incurred. In subsequent periods,
financial assets of the category “loans and receivables” are
measured at amortized cost. “Held-for-trading“ and “availa-
ble-for-sale” financial assets are recognized at fair value on
subsequent balance sheet dates. Any changes in the value
of “available-for-sale financial assets” are recorded in a
separate line item in equity, except when impairment is
expected to be permanent. By contrast, changes in the value
of derivatives, other than those designated as hedging
instruments, are recognized in profit and loss.

Financial liabilities are recorded at amortized cost.
Transaction costs are capitalized and amortized over the
term of the respective liability using the effective interest
method.

Changes in the fair value of
derivatives designated as a hedging instrument in a fair value
hedge continue to be recognized in profit and loss. In this
case, the hedged item relating to the hedged exposure is
also carried at fair value such that, if a hedge is highly effec-
tive, the changes in value in relation to the hedged exposure
more or less offset each other.

The derivative designated as a hedge in a cash flow
hedge in carried in the balance sheet at fair value. However,
changes in the value of the derivative are recorded in a
separate line item in equity if, and to the extent that, the
hedging relationship is effective. The ineffective portion of
the change in fair value continues to be recognized in profit
and loss. The change in fair value recorded in equity is
derecognized and recorded in profit and loss as soon as the
hedge item has an effect on the income statement, or,
if the hedged item is reversed, as soon as the hedged item
ceases to exist.

Hedge accounting is only performed as long as a hedge
can be proven to be effective (effectiveness of 80 —125 %).
Effectiveness is tested retrospectively and prospectively on
a regular basis.

As considerable documentation and evidencing
obligations are attached to hedge accounting under IAS 39,
hedging relationships are only accounted for using hedge
accounting if the corresponding conditions are, or were, met.

The Company concludes forward exchange contracts
and currency options to hedge foreign currency risks from
trade receivables. In the case of fair value hedges for existing
receivables, the hedging transaction and the risk portion of
the hedged item are carried at fair value. Changes in value
are recognized in profit or loss.
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Other Receivables and Assets.

Pension Provisions.
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Other Non-Current Liabilities

1 5 € 2,424k of non-current liabilities relates to
remaining purchase prices for acquisitions
of intangible assets in fiscal year 2004.
The item also contains liabilities from convertible bonds
as part of a stock option plan for management board mem-
bers and senior employees.

2005 [K€] | 2004 [K€]

Non-current portion of
convertible bonds 270 504

By resolution of the extraordinary shareholders’ meeting on
November 6, 1997 and the ordinary shareholders’ meeting
on May 7, 1999 and May 7, 2001, the management board
was authorized, with the consent of the supervisory board, to
issue convertible bonds in one or more tranches with a total
nominal value of up to EUR 1,597,104 until September 2002,
and to issue convertible bonds in one or more tranches with
a total nominal value of up to EUR 1,800,000 and a maturity
up to December 31, 2010 until September 30, 2005 to man-
agement board members and senior employees. The purpose
of the stock option plan was to motivate the management
board and senior employees and encourage them to contribute
toward the success of the Company.

On November 30, 1997, 150,000 convertible bonds with
a nominal value of € 383k and an interest rate of 6 % p. a.
were issued. Each DEM 5 (€ 2.56) in nominal value of the
convertible bonds may be converted into six shares with a
nominal value of € 1. The conversion rate for six shares with
a nominal value of € 1 each equaled the placement price
(€ 41.93) less the nominal value at which a share with a
nominal value of DEM 5 (€ 2.56) was issued during the
Company’s IPO. Considering a three-for-one share split and
another two-for-one share split, the current conversion rate
is € 6.99. In 1998 and 1999, convertible bonds with a
nominal value of € 38k were returned by employees who
have left the Company. In 1999, 2000, 2001, 2002 and

2003, 114,203 of the convertible bonds with a total nominal
value of € 292k were converted into shares. A further
19,415 convertible bonds with a total nominal value of € 50k
were converted in 2004. A further 7.5 % were convertible

on the following conversion dates (May 31 and November 30
of each year up to 2005). As of December 31, 2005, all
convertible bonds issued on November 30, 1997 had been
converted.

In 2000, a further 494,181 convertible bonds with a to-
tal nominal value of € 494k were issued as part of a stock
option plan. The convertible bonds also bear interest at 6 %
p.a. Each € 1 in nominal value of the convertible bonds may
be converted into two shares with a nominal value of € 1.

In fiscal year 2002, 121,000 convertible bonds with a nominal
value of € 121k were returned by employees who have left
the Company. The convertible bonds were reissued to new
employees in fiscal years 2000 and 2001. The conversion
rate for convertible bonds with a nominal value of € 373k
was fixed to the share price as of December 21, 1999

(€ 29.73 per share, considering a two-for-one share split).
The conversion rate for convertible bonds with a total
nominal value of € 81k was fixed to the share price as of
November 30, 2000 (€ 37.50 per share). The conversion
rate for the remaining convertible bonds with a nominal value
of € 40k was fixed to the spot price as of January 31, 2000
(€ 42.45 per share, considering a two-for-one share split).
25 % of the convertible bonds may not be converted before
May 31, 2002. A further 7.5 % may be converted on each
conversion date thereafter (May 31 and November 30 of
each year up to 2010). In fiscal year 2002, 153,181 conver-
tible bonds with a total nominal value of € 153k were returned
to the Company. In fiscal year 2003, 158,500 convertible
bonds with a total nominal value of € 159k were returned.

In fiscal year 2004, 27,500 convertible bonds with a total
nominal value of € 28k were returned to the Company. As of
December 31, 2004, the total nominal value of the outstand-
ing convertible bonds of this tranche amounted to € 155k.

In fiscal year 2005, convertible bonds with a nominal value
of € 23k were returned to the Company. As of December 31,
2005, the total nominal value of the outstanding convertible
bonds of this tranche amounted to € 132k.
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In fiscal year 2001, 711,000 convertible bonds with a
nominal value of € 711k and an interest rate of 4 % p. a.
were issued. Each € 1 in nominal value of the convertible
bonds may be converted into one share with a nominal value
of € 1. The conversion rate for the convertible bonds was
fixed at € 32.53, equaling 130 per cent of the average share
price for the period from May 14 to May 18, 2001 (€ 25.02
per share). 25 % of the convertible bonds may not be con-
verted before May 31, 2003. A further 15 % may be con-
verted on each conversion date thereafter (May 31 and
November 30 of each year up to 2006). In fiscal year 2002,
61,432 convertible bonds with a total nominal value of € 61k
were returned to the Company. In fiscal year 2003, 221,000
convertible bonds with a total nominal value of € 221k were
returned. In fiscal year 2004, 74,500 convertible bonds with
a total nominal value of € 75k were returned to the Compa-
ny. As of December 31, 2004, the total nominal value of the
outstanding convertible bonds of this tranche amounted to
€ 354k. In fiscal year 2005, 101,568 convertible bonds with
a total nominal value of € 102k were returned to the Com-
pany. As of December 31, 2005, the total nominal value of
the outstanding convertible bonds of this tranche amounted
to € 253k.

In fiscal year 2002, 563,182 convertible bonds with
a nominal value of € 563k and an interest rate of 4 % p. a.
were issued. Each € 1 in nominal value of the convertible
bonds may be converted into one share with a nominal value
of € 1. The conversion rate for the convertible bonds was

[ Notes |

fixed at € 19.09, equaling 130 per cent of the average share
price for the period from May 9 to September 13, 2002

(€ 14.69 per share). 25 % of the convertible bonds may not
be converted before November 30, 2004. A further 15 %
may be converted on each conversion date thereafter (May
31 and November 30 of each year up to 2008). In fiscal year
2003, a further 130,000 convertible bonds of this tranche
with a total nominal value of € 130k were issued. In fiscal
year 2004, 62,500 convertible bonds of this tranche were
returned to the Company. Also in fiscal year 2004, a further
140,000 convertible bonds with a total nominal value of

€ 140k were issued. As of December 31, 2004, the total
nominal value of the outstanding convertible bonds of

this tranche amounted to € 771Kk. In fiscal year 2005,
147,500 convertible bonds of this tranche were returned to
the Company. As of December 31, 2005, the total nominal
value of the outstanding convertible bonds of this tranche
amounted to € 623k.

As of December 31, 2005, the total value of all four
tranches of convertible bonds amounted to € 1,008k. Based
on the stipulated conversion dates, the value at maturity
of the convertible bonds is as follows:

K€

Maturing in 2006 738
Maturing in 2007 162
Maturing in 2008 87
Maturing in 2009 21
1,008

According to the above table, the current portion of
convertible bonds due within one year (€ 738K) is disclosed
under other current liabilities as of the balance sheet date.
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By resolution of the shareholders’
meeting on November 6, 1997, the management board
was authorized, with the consent of the supervisory board,
to issue interest-bearing convertible bonds in one or more
tranches with a total nominal value of up to € 1,597k (con-
vertible to shares with a nominal value of € 1) and a maturity
up to December 31, 2010 (conditional capital I). By resolution
of the shareholders’ meeting on May 7, 2001, the manage-
ment board was authorized, with the consent of the super-
visory board, to issue interest-bearing convertible bonds
in one or more tranches with a total nominal value of up to
€ 1,800k (convertible to shares with a nominal value of € 1)
and a maturity up to December 31, 2010 (conditional capi-
tal l). On November 30, 1997, convertible bonds with a total
nominal value of € 383k were issued as part of a stock
option plan for management board members and other
employees of the Company. In fiscal years 1999 and 2000,
convertible bonds with a total nominal value of € 494k were
issued as part of another stock option plan. In fiscal year
2001, convertible bonds with a total nominal value of € 711k
were issued. In fiscal year 2002, convertible bonds with a
total nominal value of € 563k were issued as part of a further
stock option plan. In fiscal year 2003, convertible bonds with
a total nominal value of € 130k were issued. In fiscal year
2004, further convertible bonds with a total nominal value of
€ 140k were issued. The non-current portion of the conver-
tible bonds is disclosed under non-current liabilities and the
current portion under other current liabilities. Please also see
our comments in Note 15, “Other Non-Current Liabilities”.

The management board is author-
ized, with the consent of the supervisory board, to increase
the Company’s capital stock until June 21, 2007 in one or
more steps by a maximum of € 7,363k by issuing new bearer
shares with a nominal value of € 1 each, against contribution
in cash or in kind (Approved Capital I). Furthermore, the
management board is authorized, with the consent of the
supervisory board, to increase the Company’s capital stock
until June 21, 2007 in one or more steps by a maximum of
€ 1,841k by issuing new bearer shares with a nominal value
of € 1 each, against contribution in cash or in kind (Approved

Capital Il). For both approved capital amounts, the sub-
scription rights of shareholders may, with the consent of the
supervisory board, be excluded under certain conditions.

Due to the conversion of convertible
bonds, the capital reserve increased by € 60Kk in fiscal year
2005 and by a total of € 4,300k in prior years. In addition,
the capital reserve increased by € 388k in fiscal year 2005
and € 603k in prior years due to share-based payment.
Please see Notes 3 and 4.

Dividends may only be paid
from distributable shareholders’ equity as disclosed in the
Company’s separate HGB financial statements. As of Decem-
ber 31, 2005, the Company’s separate financial statements
show an accumulated profit of € 1,573k and revenue
reserves of € 118,433k.

Income Taxes

2 O In 1997, a provision for corporate income

tax of € 5.1m was recognized as the final

assessment of the tax loss carryforward of a predecessor
of SINGULUS TECHNOLOGIES AG depends on the outcome
of future tax field audits at former subsidiary partnerships.
As the provision is no longer expected to be utilized, it was
reversed in fiscal year 2005.

Furthermore, the tax field audit for the period from
1997 t0 2000 led to objections in 1997 as to the use of tax
loss carryforwards pursuant to Sec. 8 (4) KStG [“Korper-
schaftsteuergesetz”: Corporate Income Tax Act]. This resulted
in a tax risk of approximately € 10.6m plus interest (ap-
proximately € 4m) for 1997. However, an appeal was lodged
against the tax field audit assessment and an application
for the suspension of execution filed. The suspension of exe-
cution was granted as legal proceedings are currently
pending before the Federal Constitutional Court with regard
to the formal unconstitutionality of Sec. 12 (2) UmwStG
[“Umwandlungssteuergesetz”: German Reorganization Tax
Act] due to failure to comply with the legislative procedure.
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SINGULUS TECHNOLOGIES AG
Balance Sheets as of December 31, 2004 and 2005 (according to HGB)

Dec. 31, 2005 [€] Dec. 31, 2004 [€]
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SINGULUS TECHNOLOGIES AG
Income Statements for 2004 and 2005 (according to HGB)
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