e TUERY

050100

REGISTRANT'S NAME ﬁé%ﬂl/\JLx. / t (Ef‘

MICROFICHE CONTROL LABEL

*CURRENT ADDRES S

L

. . . = AR R m\@r:)
«*FORMER NAME - - , | @LJUOCE—Jx,))ED

UL 8w
s Lo
e \Arl\’ o ‘“’_"‘g
b:.ﬂf\{:/\,,ﬁﬁgw L

**NEW ADDRESS

FILE NO. 02- 4713@ ' .‘!;ISCAL YEAR QB ’\QB/"O&\

«  Complete for initiol submissions only ** Please xote name exd address changes

WORKLL :

;2c5-23 (INITIAL FILING) :;J AR/S (ANNUAL REPORT)
12G32BR  (REINSTATEMENT) if_] STPPL (bTHERf Ar_]
DEF 14A (PROXY) P—’
. ) e
orcr/ay

i ,7/04/&5



ok
o
QY
+—
—
@)
Q

Annual Re




BERU STOCK price compared 1o CDAX
since PO untit May 2005

400

350

300

200

150

100

50

Oct. !

97

1st HY
98

2nd HY|
98

1st HY
99

2nd HY
99

1st HY
00

2nd HY;
00

Sales by region
2004/05 in percentl
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Sales by division

2004,/05 in percentt
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Technology
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tion
Technology
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The BERU Group at a glance

Statement of income

German GAAP IFRS )
in EUR milfion 2000/01  2001/02 2002/03 2002/03 2003/04 ErLLZydils
Sales revenues 276.5 303.1 303.1 304.5 354.5 385.8
Changes in inventories 0.3 3.5 -1.4 -1.2 5.9 0.9
Cost of materials -92.6 -110.8 -104.2 -102.8 -130.2 -139.5
Personnel expenses -81.8 - 87.6 -93.2 - 87.2 -102.6 -115.1
Depreciation and amortization -20.2 -224 - 222 -26.7 -27.0 -27.1
Other operating expenses - 435 - 47.0 -50.9 -57.1 - 57.0 -65.1
Earnings before interest and taxes 53.4 55.6 57.1 42.6 53.4 50.5 .
Earnings before taxes 57.8 59.4 57.6 46.0 56.5 49.1
Taxes on income and earnings! -24.3 -16.4 -17.8 -15.7 -18.4 -23.3
Earnings after taxes 33.2 42.4 39.2 29.9 36.2 23.7
1 excluding other taxes
Balance sheet German GAAP IFRS
in EUR million 2000/01  2001/02 2002/03 2002/03 2003/04 gelilii ¥l
Assets ]

Fixed assets 104.2 92.8 100.7 123.7 162.1 185.3
Current assets 172.4 219.2 227.2 226.8 242.8 243.5
Equity and liabilities

Shareholders' equity 182.5 217.2 242.6 253.4 281.6 297.0
Provisions 53.5 45.2 41.5 44.0 49.1 66.3
Liabitities 39.5 48.1 42.8 45.2 63.6 55.2
Other figures German GAAP IFRS

2000401 2001/02 2002/03 2002/03 2003/04

Dividend distribution in EUR million 9.2 11.0 11.0 11.0 11.0 11.0
Dividend per share in EUR 0.92 1.10 1.10 1.10 1.10 1.10
Investments in tangible assets in EUR million 33.0 17.0 30.3 30.3 356 36.8
Number of employees as at 31.3. 2,095 2,256 2,165 2,173 2,694 2,664




siness mission .
‘As a partner to the automotive industry,
BERU stands for ignition technology for
gasoline engines and cold-start technology
for diesel engines. -

We are guided by nearly 100 years of techno-
logical experience_ and our will to innovate.,
The integration of electronics strengthens our
position as a technology leader.

Main theme for the annual report

at an early stage, developing high-performance products and cost—efﬁcient
production methods — these are our key strengths.

For BERU, it is true to say that g future-oriented -approach leads to
long-term success. '
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Marco von Maltzan

Letter from the Executive Boara

Dray Sflosee Aoctorlors

For BERU AG, the 2004/05 financial year was a challenging and thoroughly suc-
cessful year. We posted record sales revenues of EUR 385.8 million, while further
extending our leading position as an automotive supplier of ignition and cold-start
technology. Sales revenues were EUR 31.3 million, or 8.8%, higher than the fig-
ure of EUR 354.5 million achieved in 2003/04. As a result of difficult economic
and industry conditions, the targeted organic growth of around 10% was not
quite achieved.

Our strong revenue trend sets us apart from the average growth rates in the auto-
motive industry. Global sales of automobiles increased by 5% compared with the
prior year, but decreased in the first quarter of 2005. Unit sales fell by 1% in the
United States, by 2% in Western Europe, and also by 2% in Germany. A slight

increase in demand for automobiles was apparent in April. However, we do not
assume that sales of automobiles will increase significantly in the main markets
this year.

The growth of BERU AG in the reporting period resulted on the one hand from
new vehicle launches with our Instant Start System and the growing popularity of
PTC auxiliary heaters, and on the other hand from the systematic expansion of
our product range in the areas of diesel cold-start technology and ignition technol-
ogy for gasoline engines. With the successful integration of our French subsidiary,
Eyquem, we further expanded our technological expertise in the field of ignition
technology during the period under review. BERU's investments in new production
facilities in Chazelles sur Lyon, France, were of a similar magnitude to the

prior year.

Our growth in the field of diesel cold-start technology has benefited from the sus-
tained trend towards diesel engines in Europe. Compared with the prior year, in
2004 new registrations of cars with diesel engines increased by 4.7 percentage
points in Western Europe to a share of 48.4% (prior year: 43.7%). This is equiva-
lent to unit sales of 7 million vehicles. The diesel trend is continuing. In the first
quarter of 2005, diesel reached a new record of 50.2% of new registrations.
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In the past financial year, BERU steadily expanded its third division: Electronics
and Sensor Technology. We see strong growth potential in electronics expertise
and the networking of various components and systems. Sales revenues from our
direct tire-pressure monitoring systems were lower than expected, however. This
was primarily due to the fact that the US National Highway Safety Administration
(NHTSA) did not create legal certainty concerning the mandatory introduction of
tire-pressure monitoring systems until April 2005 - that is, after the end of our
financial year. A more moderate staged schedule than originally planned, starting
in September 2005, regulates the transition to the compulsory fitting of such sys-
tems to all vehicles by September 2007. BERU anticipates strong double-digit
growth rates for its Tire Safety System products in the next two years.

The 2004 /05 financial year brought major economic challenges. Earnings were
negatively affected by high raw-material prices, unfavorable exchange-rate develop-
ments and intensified competitive and price pressure. BERU generally succeeded
in offsetting these disadvantages through strict cost controls and the efficient
management of development and production processes. Adjusted for one-time,
exceptional expenses, our earnings before interest and taxes (EBIT) of EUR 55.5
million were 3.9% higher than in the prior year. We thus achieved an operating
margin of 14.4% in 2004 /05, which is well above the industry average. | would
like to take this opportunity to thank all of the employees of BERU AG, who made
this good result possible through their untiring efforts and the consistent imple-
mentation of our efficiency program.

One-time, exceptional expenses of EUR 5 million relating to the changes in owner-
ship and in the Executive Board also had a negative effect on earnings. In addi-
tion, a tax field audit for the period of 1997/98 to 2001/02 led to exceptional tax
expenses and interest totaling EUR 10.1 million, which were recognized in 2004/05.
Our earnings after taxes of EUR 23.7 million were therefore significantly lower
than the EUR 36.2 million we achieved in the prior year. We do not anticipate
any exceptional charges of this magnitude in the current financial year.

In the past financial year, there were significant changes in our shareholder struc-

ture. The Carlyle Group and the Birkel and Ruprecht family shareholders sold their

holdings to BorgWarner Germany GmbH, an indirect subsidiary of the US automo-
tive supplier, BorgWarner Inc. On December 8, 2004, a voluntary public takeover
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offer was made to all of the other shareholders of BERU AG. After the conclusion
of this procedure, BorgWarner held a total of 69.4% of the shares of BERU AG.
BorgWarner is a globally active automotive supplier with more than 14,000 employ-
ees and annual sales revenues of USD 3.5 billion, and is listed on the New York
Stock Exchange. Its product focus is on drivetrain components and systems.
BorgWarner and BERU have product ranges and regional sales strengths that ide-
ally complement each other. With BorgWarner, we have gained a strategic investor
that intends to support the corporate growth of BERU AG over the long term.

There was also a change in the Executive Board during the period under review.
The position of Production, Logistics and Quality Assurance, which had been tem-
porarily occupied by the Executive Board Chairman since the departure of Bern-
hard Herzig in April 2004, has been held since February 1, 2005 by Dr. Reinhard
Meschkat, who thus completes our three-man Executive Board team.

In terms of market capitalization, the value of the Company increased in the past
financial year by 18% to EUR 710 million. In view of the Group’s financial strength
and profitability, we are continuing with our policy of a commensurate participa-
tion by the shareholders in the Company’s success. At the Annual Shareholders’
Meeting on September 21, 2005, the Executive Board and the Supervisory Board
will once again propose that a dividend of EUR 1.10 per share be distributed.
This is equivalent to a distribution rate of 42.4%.

Ladies and gentlemen, despite the weak economic situation, we expect a slight
revival in demand for automobiles in the current financial year; according to in-

dustry experts this is likely to be between 1% and 2%. The Executive Board aims
to achieve continued profitable growth for BERU. Ongoing good market prospects
for our diesel cold-start technology in Europe and increasingly also in North Ameri-
ca and Asia combined with the ramp-up of new products make us optimistic for
the future.

The further increases in our plants’ productivity, the optimization of our production
network, and the regular examination of our subsidiaries’ strategic direction are

among the Executive Board’s key tasks in the current financial year. We will also
continue to approve investments in research and development at our usual levels.



Dr. Reinhard Meschkat
Member of the Executive Board
since February 2005

Responsible for: Production, Quality
Management, Logistics

Marco von Maltzan Dr. Rainer Podeswa

Chairman of the Executive Board Member of the Executive Board

since April 2003 since July 1998

Responsible for: Finance and Accounting, Responsibie for: Research and Develop-
Human Resources, IT and Organizational ment, Sales OEM

Development, Corporate Communications and
Investor Relations, Corporate Development,
General Administration, Aftermarket Business

The major part of BERU’s investment will be at its sites in Germany in the current
financial year. At the Company’s headquarters in Ludwigsburg, we are expanding
our R&D and test center and will also set up a new production line for diesel cold-
start equipment. In this way, we are securing existing jobs and creating new ones
in development and production in Germany.

BERU has strict cost-control systems so that it can successfully maintain its com-
petitive position also under conditions of intensified market pressure and more
expensive raw materials. The Executive Board of BERU AG aims to achieve revenue
growth that is significantly above the rate of growth in automobile unit sales in
the current financial year. Our operating profit should rise at the same rate as
sales revenues.

My colleagues in the Executive Board and | extend our gratitude for your truét.
We will also work hard in the future to extend our leading position in our market
segment, and to steadily continue our strategy of long-term profitable growth.

The BERU brand stands for innovative product solutions and high quality stan-
dards in the international automotive market. BERU is well prepared for further
profitable growth.

For BERU, it is fair to say that a future-oriented approach leads to long-term suc-
cess. We will do everything to ensure that this continues to hold true.

Sincerely yours,

Wit one

Marco von Maltzan
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BERU already covers 90% of the vehicles in Eurcpe with its high-
performance Ultra X-Series spark plugs.

These spark plugs facilitate guick starting while minimizing the emis-
sion of pollutants and protecting catalytic converters with effective
combustion. The electrodes arranged in an x shape are a feature of
these piugs and guarantee maximum ignition reltebility aue to the
multipie spark routes.

BERU offers @ wide range of spark plugs for the aflermarket under the
Ultra X proauct name. The Company has teen supplying high-value
spark plugs to the automotive industry since 1822, and is now one
of Europe’s technologicai ieacers in the field of ignition technology.




Trading in BERU shares

ISIN DEO005072102
Nominal capital EUR 26,000,000
Divided into 10 million

single shares

Stock markets

Frankfurt, Stuttgart,
Diisseldorf, Munich,
Bertin-Bremen,
Hamburg

Market segment

Prime Standard

Free float

30.58%

Shareholder structure
of BERU AG

in percent

69.42
BorgWarner

30.58
Free float
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BERU on the stock market

Strong rise in BERU’s share price

The stock market’s upturn in 2003 slowed down considerably in 2004, with the
world's major stock exchanges showing only moderate movement. In the months
of March and May 2004, the German DAX share index was below 3,800, and in
August it fell to its low for the year. A recovery started in the second half of Octo-
ber and the DAX reached 4,349 towards the end of the 2004 /05 financial year.
The MDAX, in which BERU's shares were listed in the financial year 2004 /05, de-
veloped differently, however. It climbed by 20% in 2004 to 5,379 and had reached
5,693 by March 31.

Shareholders had reason to be satisfied with BERU shares in 2004 /05. At the
end of February 2005, our stock reached its highest price so far of EUR 74.00.
At the end of the financial year, our shares were listed in Frankfurt at EUR 71.00
with a plus of 17.9% compared with a year earlier. Since the initial public offering
in October 1997, BERU shares have achieved value growth of 247 % in addition
to the annual dividend distributions.

BorgWarner is new majority shareholder

In the past financial year, major changes occurred in our shareholder structure. The
Carlyle Group and the family shareholders Birkel and Ruprecht sold their sharehold-
ings to BorgWarner, an American automotive supplier. Thus a changeover was effec-
ted from a private equity company and family shareholders to a strategic investor.
BorgWarner is an automotive supplier with worldwide operations and more than
14,000 employees, and is listed on the New York Stock Exchange. Its product focus
is on components and systems in the field of drivetrains, where it has a worldwide
leading position in several areas.

On November 1, 2004, BorgWarner informed BERU that The Carlyle Group and the
family shareholders would sell their equity holdings, representing a total of 63% of
equity capital, for a price of EUR 59 per share. This transaction was completed on
January 4, 2005. On December 8, 2004, BorgWarner made a voluntary purchase
offer to all of the shareholders in BERU AG for the acquisition of all bearer shares
in the Company for a price of EUR 67.50 per share in cash. By the time the extend-
ed acceptance period expired on February 10, 2005, the offer had been accepted
for 639,209 shares. Thus, on that date, BorgWarner held 69.42 % of the total equi-
ty capital. In its statement of December 16, 2004, the Executive Board of BERU AG
recommended that the shareholders accept the offer. The Executive Board and the
Supervisory Board assessed the price offered of EUR 67.50 as fair and reason-
able. It represents a premium of 14.7 % compared with the weighted average share
price during the twelve months before the offer was made.

o)
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Statistics of BERU shares

2002/03 2003/04 | 2008/08

Earnings per share (in EUR) 3.07 3.55 2.35
Equity per share (in EUR) 25.3 28.1 29.7
High, financial year (in EUR) 62.50 68.00 74.00
Low, financial year (in EUR) 35.42 41.50 52.17
Price at end of financial year (in EUR) 42.00 60.20 71.00
PER (price/earnings ratio)! 13.7 17.0 21.8
Average number of shares traded

daily on German stock markets 10,198 12,037 20,242
Market capitalisation (in EUR million) 420.0 602.0 710.0

1 based on end of financial year

Changes in the Supervisory Board

As a result of the changed ownership structure, Mr. Wolfram Birkel and Mr. Gregor
Béhm as well as Dr. Volker Grub and Mr. Heinrich Rutt resigned from their posi-
tions on the Supervisory Board of BERU as of January 5, 2005. In accordance
with Section 104 of the German Stock Corporation Law, the BERU Executive Board
applied for interim appointments to the Supervisory Board by court order, where-
upon the Ludwigsburg District Court appointed Dr. Ulrich Wéhr, Mr. Robin J. Adams,
Mr. Anthony D. Hensel and Mr. Alfred Weber as members of the Supervisory Board
of BERU AG. In its meeting of February 9, 2005, the six-member Supervisory Board
of BERU AG then elected Dr. Wohr as its Chairman and Mr. Robin J. Adams as
Deputy Chairman.

Unchanged high dividend distribution

With a high rate of participation of more than 700 shareholders and guests, 73.1%
(prior year: 74.7%) of the equity capital was represented at the Annual Share-
holders’ Meeting of BERU AG on September 14, 2004. This result puts BERU
among the best attended annual shareholders’ meetings in Germany. The Annu-
al Shareholders’ Meeting on the 2003/04 financial year resolved, among other
things, to distribute an unchanged high dividend of EUR 1.10 per share and to
authorize the Company to acquire treasury shares in a volume of up to 10% of
the equity capital.

Righ degree of transparency

Once again, in 2004/05 BERU AG placed priority on providing comprehensive and
timely information to the public. BERU quickly implemented the provisions of the
new German “Law for the Improvement of Investor Protection”, which came into
force last October.
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BERU's disclosures are available in various languages, always including German
and English. As well as the traditional channels of communication, we also use
the Internet as a medium that facilitates a simultaneous flow of information to
all shareholders and o ensure that our disclosures are always up to date. In ad-
dition to regular financial reporting, we issue press releases and ad-hoc announ-
cements on significant business developments without any delays.

lntensive dialogue with investors

in the past financial year, BERU was involved in intensive dialogue with the inter-
ested public and investors. BERU carried out more than ten international road-
shows in the United States, the United Kingdom, Scandinavia, Switzerland, France
and Germany. The management also participated in several capital-market con-
ferences together with the Investor Relations team. And we received visitors from
more than 40 companies at our locations in Ludwigsburg and Bretten, where
members of the management were also available for discussions.

Our committed communication and investor relations work was recognized once
again. “Focus Money” magazine awarded BERU AG the title of “Company of the
Year”. As in the prior year, BERU was given first place among the MDAX compa-

nies for its profitability and quality of information.

BERU share-price performance

since the IPO until Viay 2005
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A car with a diesel engine uses up to 30% less fuel than a car with
a gasoline engine supplying the same power! This is boosting demand
for diesel cars. In Western Europe, experis expect diesel’s share
of new car registrations to rise tc more than 57 % in the next four
years. In the United States, the share of diesel-powered cars and
light trucks has nearly doubled since 1999.

As the global leader for diesel coid-start technelogy with & market
share of more than 40%, BERU delivers convincing innovative prod-
ucts such as [SS (Instant Start System), which aiiows immediate
giesel engine starting even at minus 25° Celsius. The glow plugs of
BERU's ISS systems, which are optimized for direct injection, reach
a temperature of 1,000° Ceisius within 2 seconds but require only
about half as much energy as standard glow plugs. All BERU glow
plugs deliver maximum perfermance in minimum space and allow
reliable and low-emission starting of diesel engines.



Number of employees
at March 31

3000 2694 2664
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Workforce structure
at March 31, 2005

in percent 1

53.0 (55.2)
Germany

L 47.0 (44.8)

International

1 Prior-year figures in parentheses
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Motivated employees

Motivated and well-qualified employees are an essential precondition for the cor-
porate success of BERU AG. At the end of the 2004 /05 financial year, the BERU
Group employed 2,664 persons worldwide, slightly fewer than a year earlier (2,694).
Although the workforce in Germany diminished by 3.9% to 1,413 persons (prior
year: 1,470), it will probably return to its former level during the current financial
year due to the expansion of our research and development center in Ludwigs-
burg and of our facility in Bretten. At present, BERU employs more than 200 per-
sons in the field of research and development in Germany. The total number of
employees at our locations outside Germany increased slightly from 1,224 to
1,251 in the 2004 /05 financial year. Personnel expenses in relation to sales
revenues remained fairly stable at 29.8% (prior year: 28.9%).

Active vocational training

Education and further training remain central components of our future-oriented
human-resources policy. To fill the requirements for qualified young personnel,
BERU provides vocational training for both office and factory occupations. As of
March 31, 2005, 41 young people were on such BERU training programs, 29
factory personnel and 12 office personnel. In 2004, as in the prior years, BERU
was able to offer full employment contracts to all of its trainees who success-
fully completed their courses of training. Courses are offered at BERU for the
occupations of industrial clerk, industrial mechanic and industrial electronics
technician, as well as in business administration.

BERU places high priority on making early contacts with young, qualified people
in order to gain outstanding employees for the Company and to ensure their long-
term loyalty to BERU AG. For this reason, the Human Resources department was
once again present at numerous university contact events in 2004/05, including
Stuttgart, Ludwigsburg and Karlsruhe. We also maintain timely contacts with oth-
er universities, polytechnic colleges and professional academies. We regard close
cooperation between educational establishments and industry as highly impor-
tant, and we therefore also collaborate with many schools in the Ludwigsburg
region. This summer, BERU will support the Economic Summer Camp in the Lud-
wigsburg region. This camp aims to acquaint young people between 16 and 18
years of age with the basics of business administration and economics.

An attractive employer

In order to maintain or enhance a company’'s innovative abilities, it is essential

to provide employees with feedback on their performance. BERU AG makes good
use of the important instrument of employee discussions. In this way, each indi-
vidual’'s contribution to the Company's success can be made transparent and
used efficiently. It is important to BERU both that employees utilize their full
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The BERU team did the annual

Stuttgart run for charitable causes.
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potential in their current activities and that they are able to qualify for new or
expanded duties. We therefore place great value on further-training measures
such as team training, team building, project management and languages. BERU’s
range of e-learning possibilities can be efficiently used by the employees with a
learning speed adapted to suit each individual.

Employees’ ideas are rewarded

In 2004, 1,251 suggestions for improvements were submitted to our Company
Improvement department (prior year: 1,261). On average, nearly every employee
of BERU AG and BERU Electronics GmbH submitted a proposal, although most of
the ideas came from the Quality Controlling department in Muggendorf. In this
way, employees’ creative ideas helped BERU to save nearly EUR 250,000. This
employee commitment is rewarded: In total, the Company distributed EUR 43,000
in rewards and also awarded prizes for the best suggestions. Using your head
pays off!

Implementing worldwide guidelines

In August 2004, BERU introduced Group-wide values and guidelines for coopera-
tion. These basic values provide a framework for our entrepreneurial, responsible
and sustainable actions, and for our behavior towards customers, suppliers, share-
holders and the public. BERU consistently focuses all of its business activities
on enhancing customer benefits. These values also determine how we behave
towards each other within the Company. We employ people all over the world from
very different backgrounds. BERU respects these differences and welcomes their
positive influence on the Company. We have high regard for professional expert-
ise and effective team work at every level. By involving the employees in the Com-
pany’s earnings, we create an additional incentive to perform well.
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EFMQ meeting point: optimizing
processes collectively

The electro-magnetic compatibility
of a BERU TSS is tested in the new
research and development center
in Ludwigsburg.
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High standards in quality
and environmental protection

Rising quality standards combined with lower costs are meanwhile the normal
demands and challenges facing the automotive supply industry. As an internation-
al supplier that counts nearly all of the world's automobile manufacturers among
its customers, the BERU Group is committed to high quality in the entire process
chain: from customers’ requirements to product planning, development and pro-
duction, and delivery to our customers.

Making quality visible

In the past financial year, BERU started a quality offensive entitied EFMQ in the

area of production. EFMQ stands for efficiency, flexibility, motivation and guality,
and has the goal of achieving further improvements in the quality of our work.
Weaknesses are visualized and problems are solved in small teams. The EFMQ
meeting points that we have set up facilitate the exchange of information, the

-description of current problems, the solutions to these preblems, and the descrip-

tion of the resulting improvements.

Expansion of the test center in Ludwigsburg '

As we already announced during the 2004 /05 financial year, the test center in
Ludwigsburg, the site of the headquarters of BERU AG, is to be expanded with
the addition of a new building. By bringing together the departments of Prede-
velopment, Applications and Testing, we will optimize working routines and utilize
additional synergies.

The main feature of the new building is a second cold chamber for testing spark
plugs, glow plugs and the diesel instant-start system (ISS) in cold-starting con-

ditions with an ambient temperature of minus 30 Celsius. Another feature is a

prototype workshop for installing compeonents in test vehicles.

With this investment of some EUR 5 million for the building and the required
equipment, BERU is also reflecting the fact that customers increasingly want
BERU to provide research and development services. This is an investment that
will be amortized in a relatively short time. Construction work will begin in July
2005. Parts of the ground floor of the building should by ready for use at the
end of March 20086, and the entire building will be completed by the middle
of 2006.

In addition, BERU recently started to carry out all tests of electromagnetic com-
patibility in a special hall used only for this purpose in Ludwigsburg. Individual
BERU products such as TSS and ISS are tested in this hall, as well as other BERU
products with electromagnetic components.
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Quality control at BERU — ignition

coils in endurance testing
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Successful through quality, environmental protection and social responsibility
Quality, safety and environmental protection are our philosophy. All of our busi-
ness processes are subject to strict international standards. All of our produc-
tion facilities are certified according to DIN ISO 2001 and ISO TS 16949.
The issue of environmental protection is also firmly anchored at the larger
BERU plants with certification according to ISO 14001. With the first certifica-
tion of BERU Electronics in Ireland and BERU TdA in France in the fail of 2004,
around 80% of the BERU workforce is now working at sites with environmental
certification.

Kigh quality targets worldwide

Last year, we had several BERU plants tested for first certification according to
the quality standard ISO TS 16949. We started in the first half of 2004 with our
Hungarian subsidiary, BERU Hungaria (formerly REMIX Group Electronics), followed
by BERU S.A.S. in France and BERU Electronics in Tralee. And then in May 2004,
BERU TdA in Chazelles sur Lyon was also awarded the quality-management certi-
ficate. In the current financial year, certification according to ISO TS 16949 is
planned for BERU S.A. de C.V. in Mexico. Then all of the locations that BERU in-
tends to certify will fulfill the highest quality norm.

In the 2004 /05 financial year, we successfully achieved our overriding environ-
mental goals. These include reducing our dependence on limited resources, sav-
ing energy and minimizing the production of waste materials. At our main site,
in Ludwigsburg, we reduced energy costs by nearly 5%. We have attained a very
high recycling rate of 88%. Nonetheless, in the year under review, we were able
1o increase our recycling rate by a further 0.4 percentage point. These facts are
evidence of how our awareness of quality and the environment and our economi-
cal use of resources are permanent features of all our business processes.

The medium-term goal for all of the plants in the BERU Group worldwide is to
have uniform management systems for quality and environmental protection,
tested and certified according to the latest internationa! standards.
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Present in major markets

With presence on three continents and in 14 countries, the BERU Group can reap
the benefits of an international production network. With numerous acquisitions
since the middle of the nineteen-eighties, BERU is moving forward with its interna-
tionalization and pursuing a worldwide niche strategy. This enables BERU to make
guick use of growth opportunities and to react to customers’ high demands with
innovative technological solutions. We believe in being close to our customers.

Significant changes and additions took place in BERU'’s international network of
subsidiaries in the 2004/05 financial year.

Presence in Europe

France

BERU Eyguem was acquired in the summer of 2003, and is meanwhile an impor-
tant member of the BERU Group. In the past financial year, BERU invested sub-
stantially in the subsidiary BERU TdA SAS, with the goal of attaining high quality
and economical production processes. The plant’s three areas of production —
metalworking, ceramics production and final assembly — are now state of the art.
In addition, the plant was certified according to quality standard ISO TS 16949
ar{d environment standard 14001. As previously announced, in November 2004,
BERU transferred its spark-plug manufacturing from the Neuhaus-Schierschnitz
plant in Germany to the French site in Chazelles sur Lyon.

Hungary

In May 2001, BERU AG acquired a majority interest in REMIX Group Electronics
Rt., and now produces components for industrial electronics and sensors at the
location in Tiszakécske, Hungary, with some 100 employees. REMIX generates
most of its sales revenues within the BERU Group. In July 2004, BERY acquired
with immediate effect the 24.9% of the shares that were still owned by the joint-
venture partners, thus rounding out the Group's international production network.
As a part of this transaction, the name of the company was changed to BERU
Hungaria Rt.

In recent years, BERU has expanded its electronics activities, and now has pro-
duction facilities in several European countries. The location in Hungary was select-
ed by the management of the BERU Group as a low-wage location for production
processes with a high proportion of manual work and to produce smaller batch
sizes of electronic components and control units for general industry customers.
The acquisition is not expected to have a significant impact on the Group's asset
situation or profitability.



The BERU Electronics plant in
Tralee, Ireland, has beer: certified

according to the latest guality

standards.

The subsidiary BERU S.A. de C.V.

in Mexico specializes in the produc-

tion of ignition cables.
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lreland

At the Irish production location of BERU Electronics GmbH in Tralee, BERU employs
nearly 250 persons, and profits from the low tax rates in Ireland. The focus of pro-
duction in Tralee is on temperature sensors, heating elements and glow plugs. In
the 2004/05 financial year, we installed a glow-plug production line from Ludwigs-
burg in Tralee, and were thus able to significantly expand our production capacities.

Presence in North and Central America

United States

In the United States, BERU has established an alliance with Lear Corporation,
Southfield, for the joint development of the TSS tire-pressure monitoring systems
as esraly as 2001. On the basis of a license agreement, BERU is responsible
for the research and development of products until they. are ready for production.
Lear Corporation is one of the United States’ market leaders for electronic car-door
closing equipment, which it supplies to the major US carmakers, Ford and GM,
as well as to Honda and Nissan. The new NHTSA regulations call for the use of
direct measuring systems — the type developed and produced by BERU — in the
US automobile market. Both partners in this venture anticipate high sales poten-
tial for the TSS in North America.

In addition to this development partnership with Lear, BERU also has two sales
offices in the US, so that it is close to its customers also in this region.

Mexico

Our Mexican subsidiary, BERU S.A. de C.V., Civac-Jiutepec, Morelos, was founded
in 1987 and acquired by BERU in the mid nineties. At present, 150 persons are
employed at our location in Central America. BERU S.A. specializes in ignition tech-
nology, primarily producing ignition cables for gasoline engines in the NAFTA region.

Presence in Asia

In Asia, BERU is represented by a production company in South Korea, two joint
ventures (South Korea and India), and two sales offices — one in Singapore and
one in Japan.

South Korea

BERU has been present at two locations in South Korea since the middle of the
nineties. Both subsidiaries profit from low-cost manufacturing structures. Within
the framework of global sourcing, more and more customers from countries such
as Sweden, Australia, China and Great Britain are using the two BERU companies
in South Korea as an inexpensive “extended workbench”.



The subsidiary BERU Korea Co. Ltd.
in South Korea produces ignition

coils and other components.

International Fresence

The BERU Automotive Co. Ltd. production plant based in Shihung-City has been a
100% BERU subsidiary since 1998. It mainly manufactures glow plugs. Since the
beginning of 2005, cars with diesel engines have been allowed in South Korea.

Previously, diesel was only permitted for commercial transport vehicles. Industry

experts therefore expect an increase in diesel’'s share of new registrations, which
should have the effect of boosting the sales of BERU Automotive. In addition to

glow-plug production, BERU Automotive also supports the sale of PTC auxiliary

heating systems and the diesel 1SS (Instant Start System) to carmakers in South
Korea.

BERU AG holds a 51 % equity interest in BERU Korea Co. Ltd. in Chungju-City, the
Group's second location in this important Asian market. This plant’s main prod-
ucts are ignition coils, with pencil ignition coils to be added in the coming months.
The BERU Korea joint venture employs more than 90 persons, and also produces
pumps for screen washers and system components for electronic vehicle immobi-
lizers, as well as trunk and filler-cap openers.

Japan

In September 2004, BERU relocated its Japanese sales office from Tokyo to Yoko-
hama. The reason for the move was that BERU's Japanese customers are more
numerous in the Yokohama region than in Tokyo. The Group aims to further expand
its sales activities in Japan.

In the current financial year, BERU AG will once again expand its presence in the
world's major markets, while optimizing the efficiency and economy of its interna-
tional production and sales structures.









New emissicn laws in Europe (Euro V) and the Urited States (Tier 2/
LEV [l) require drastic reductions in emissions of particuiate matter
and NOx of up 10 90% fer cars with diese! engines. BERU is address-
ing these requirements with innovative preducts.

Because the required limits are difficuit to meet with tcday’s exhaust
after-treatment systems, BERU workec intensively on alternatives and
developed the inteliigent glow plug PSG (Pressure Sensor Glow Plug).
These glow plugs with integrated pressure senscrs make it cossicle
1o measure the combustion-chamber pressure directly inside the
cviinder head — the fundamental condition for improved engine man-
agemenrt so that the required NOx limits can be Tuifilled. With this
innovative technology, the cngoing ciesel soom will become more
environment friendly than ever - the ?SC technology will be ready for
series production in 2006.

Expgertise in the field of temperature senscrics in the exhaust flow
before and after the particulate filter is one of our core competen-
cies. [n addition to the PSG intelligent glow plug with its scphisticat-
ed hign-temperature senscrs, BERU airezay has a top-guality, high-
performance product that is ready to go into series preducticn.
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Group Management Report

Economy and automotive industry

Economic developments

Upturn for global economy

In the year 2004, the world economy experienced a pleasing upturn. With a 3.8%
increase in gross domestic product (GDP), the global economy grew at a much
faster pace than the prior year's 2.6%. All of the major economic regions showed
positive growth, despite the extremely high prices of many raw materials.

Growth drivers United States and Asia

The main stimulus for the global economic upswing came from the United States

and China. In the United States, real GDP increased by 4.4%. Although the US ec-
onomy suffered declining exports, it was able to rely on strong domestic demand.

Private consumption in the US increased by 3.5%, while companies’ investments

rose by 12.5%.

Asia was once again the region of the world with the strongest growth in 2004.
In addition to the countries of Southeast Asia, China made the strongest contri-
bution to the region’s growth. Despite economic measures taken by the central
government in the attempt to impose a more restrictive monetary and credit poli-
cy, GDP increased by 9.5% in 2004. Whereas the Japanese economy initially dis-
played strong growth, this weakened during the course of the year, so that the
growth rate for the full year was 2.7 %.

Export - growth engine in Europe

GDP growth in Western Europe of 2.4% was significantly higher than in the prior
year, when only 1.0% was recorded. This positive development was primarily due
to increasing exports. But growth was restricted by sluggish domestic demand,
the weakness of the US dollar against the euro and rising oil prices.

All forward-looking statements, data and information contained in this management report and other parts of the Annuat
Report are based on information and statements available to BERU AG at the time when the report was written. The actu-
al sales revenues and earnings of BERU AG can be influenced by a number of factors such as economic developments,
changes in exchange rates or interest rates, a more intense competitive situation, changing technology and customers’
unwillingness to take decisions. If some of these uncertainties or other developments occur, assumptions and plans
could turn out to be no longer feasible and could affect the achievement of targets. Some of these factors are described
in the risk report and other parts of the Annual Report. BERU AG based its forecasts on the information that was avail-
able on the day of publication and does not assume any obligation to update any of these forecasts when new informa-
tion becomes available. Charts and other illustrations, including their comments, serve to improve visualization and are
not a component of the management report.

Figures shown giving changes in percentages are based on the exact non-rounded numbers. Figures in percentages and
in millions are rounded off to one decimal place. The comparative figures for the relevant prior-year period or date are
shown in brackets,
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Foreign trade supports German economy

The German economy was still weak in 2004 and highly reliant on export activity.
But after three years at a standstill, the German economy grew again slightly. GDP
increased by 1.6% in 2004, compared with a slight decrease of 0.1% in 2003. The
strong 9% increase in exports in 2004 was the main cause of the economic upturn
in 2004. But there is still no sign of a broad upswing in Germany, nor of a turn-
around for declining private consumption.

Moderate growth in 2005

The first three months of the year 2005 brought a slight weakening of global
economic growth. High prices for oif and other raw materials played a large part
in this development. Asia and the United States were still the growth drivers in the
first quarter, although GDP growth in the US slowed to 3.1%. Average economic
growth in Europe was below 1% (year-on-year), but German quarter-on-quarter GDP
growth was surprisingly high at roughly 1%. The main reason for this was still
the country's export performance. The German economy is also benefiting from
the low interest rates in the euro zone.

In view of the continuation of high raw-material prices, experts anticipate mod-
erate growth in global economic output of 2.9% in 2005, with a rate of 1.7% in
Europe and 3.5% in the United States.

Automotive industry developments

Increased sales of automobiles

The global automotive industry generally developed positively in 2004. Unit sales
of passenger cars and commercial vehicles increased by 5.3% compared with the
prior year to a total of 59.2 million vehicles. New car registrations increased by
4.7% to 49.5 million. The rate of increase for commercial vehicles was even high-
er: plus 7.8% to 9.7 million units. However, BERU's key markets of the United
States and Western Europe showed weaker growth than the total market.

Growth in Europe

In Western Europe, following three years of decline, the number of new car regis-
trations increased again by 2.1% to 14.5 million units. A large number of new
models contributed to the revival of Western Europe’s automotive industry. Of the
volume countries, Spain was well above the average rate of expansion with an
increase of 9.8% over the prior year. Unit sales of cars increased only moderate-
ly in Germany (+0.9%), Italy (+0.7%) and France (+0.2%). Developments in the
new EU countries did not fulfill expectations: unit sales decreased by an average
of 4.6% compared with the prior year. In the Czech Republic and Poland, new
registrations actually fell by more than 10%. Consumers’ continuing uncertainty
and unwillingness to spend following EU entry and changes in some countries’
tax legislation were contributing factors. However, some growth stimulus came
from the neighboring market of Eastern Europe, which expanded by 18.1% to a
volume of 2.8 million new car registrations.



broup Management neport | £Conomy and aulomotive Inaustry

Exports — source of growth for Germany

Registrations of 3.3 million new cars in Germany in 2004 were 0.9% above the
prior-year level. Potential customers were unsettled by numerous factors such as
the discussion about higher taxes on company cars, the dispute about the elimi-
nation or reduction in tax allowances for commuters and rising fuel prices. Howev-
er, the German vehicle manufacturers benefited from an increased export rate.

Kigher sales of commercial vehicles in the US

Sales of light vehicles (cars and light trucks) in the United States totaled 16.9 mil-
lion last year, 1.4% more than in 2003 (16.6 million). The sales incentives offered
by US manufacturers have meanwhile led to an extremely young stock of vehicles,
making the sale of new cars more and more difficult in the United States. Sales
of 9.4 million light trucks in 2004 were actually 3.7 % higher than in the prior year.

Strong growth in the emerging markets

Unit sales of automobiles continued their positive development in the Asian emerg-
ing markets. Sales of 10.4 million passenger cars in Southeast Asia were 11.4%
higher than in 2003. The increases in China and India were particularly strong.
The number of cars sold in China rose by 16.8% to 2.3 million, and the number
of 1.0 million cars sold in India represented a 23.9% year-on-year increase. The
South Korean market was an exception, where unit sales decreased by 13.8%
due to high levels of private debt.

Moderate growth expected for global automobile market in 2005

There was no revival in worldwide demand for automobiles in the first quarter of
2005. Sales of 1.8 million passenger cars in the United States were at the same
level as in Q1 2004. In the Asian emerging markets, only India recorded growth,

of around 8%, while first-quarter unit sales decreased in the other countries of the
region. Units sales of cars also declined in Western Europe and Germany, by 2.5%
and 1.9% respectively. Of the major markets of Western Europe, sales only in-
creased in France, by 3.8%; demand in Spain was at the same level as in the

prior-year quarter, while the British and Italian markets contracted. However, some
signs of revival were apparent in April 2005. New car registrations in Germany
were 4.1% higher than in April 2004. Full-year 2005 sales in Germany are expect-
ed to be at the same level as in last year. Industry experts anticipate only moder-
ate growth for the worldwide automobile market this year.

BERU grows faster than the rest of the market

BERU continued along its growth path in the past financial year (April 1, 2004
— March 31, 2005) despite difficult market conditions including high raw-materi-
al prices, intense price competition and generally moderate increases in the pro-
duction of automabiles. Total sales revenues increased by 8.8% to EUR 385.8
million {EUR 354.5 million). With revenue growth of 44.9% in North America,
12.5% in Europe (excluding Germany), 9.3% in Asia and 22.1% in our other mar-
kets, sales in these important markets rose in relation to the absolute growth
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in unit sales of automobiles, as we had planned. The strong increase in sales

revenues in the US is largely due to the higher call-offs of ISS products by our

customer DMAX. The only market where sales revenues decreased was Germany,
where they were 4.8% below the prior year's level due to the weak development

of new registrations, lower production and a decline in aftermarket sales because
of the late onset of winter.

Worldwide diesel sales

Diesel boom in Western Europe

The diesel boom in Western Europe continued at an undiminished rate last year.
The sharp increases in fuel prices, attractive diesel models and a new genera-
tion of diesel engines boosted the trend towards diesel. Compared with the prior
year, new registrations of cars with diesel engines rose by 4.7 percentage points
in 2004 resulting in a market share of 48.4% (43.7 %), representing unit sales of
some 7 million vehicles. On the other hand, new registrations of cars with gaso-
line engines decreased by more than 6% to 7.5 million units. The main reasons
for this shift are the new diesel engines’ high-torque and better fuel economy. De-
pending on the model, consumption is up to 30% lower, and this factor is increas-
ingly important for customers' purchasing decisions due to rising fuel prices.

There were particularly high growth rates of 9.6 percentage points in Italy, where
diesel vehicles took a 58.3% share of the market (48.7%), and of 12.0 percent-
age points in Portugal, where the rate was 56.9% (44.9%). But diesel also made
strong progress in other major volume markets. In France, diesel accounted for
£9.2% of new car registrations (67.4%); in Spain the rate was 65.4% (60.8%).
In the Benelux countries, diesel maintained its high share of the market. In Great
Britain, diesel accounted for 32.6% of new car registrations (27.3%). The diesel
growth continued in the year 2005. in the first quarter of 2005, diesel's share of
newly registered passenger cars in the whole of Western Europe increased to
50.2% (46.6%). Market forecasts foresee this rate rising to 51.9% in 2005, and
possibly to about 59% by 2009,

Diesel market share at record level in Germany

Last year, diesel engines accounted for a record share of new registrations in
Germany. The 1.4 million new cars sold with diesel engines represented 44.0%
of the country’s new car registrations in 2004 (39.9%). in absolute terms, sales
of diesel cars increased by 11% from 1.29 million in 2003 to 1.44 million last
year. German customers have not been unsettled by the debate about fine-dust
polution from diesel engines. In the first quarter of 2005, diesel's share of new
car registrations increased again to 44.5%. The rapid reactions of the automo-
tive industry helped to maintain customers’ strong interest in diesel vehicles. All
of the German manufacturers already offer, or plan to offer, extensive possibili-
ties to equip cars with diesel-particulate filters - either as standard equipment
or as a retrofit. Industry experts forecast further growth for diesel in Germany.
Extrapolations indicate that diesel's share of new car registrations in Germany
could rise from 47.9% in 2005 to 56.2% in 2007.
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Diesel makes progress in the United States

Diesel is becoming increasingly popular also outside Europe. In the United States,
some 470,000 new passenger cars with diesel engines were registered last year,
equivalent to 3.4 % of the total (2.3%). Key factors for success — also in the US -
are low consumption in view of rising fuel prices, high-performance engines and the
fulfillment of strict exhaust-emission limits. A number of automobile producers have
already announced their plans to develop and launch new diesel engines fulfilling
the stricter emission limits to be introduced in the United States as of 2007. Mar-
ket-research institutes estimate that in the coming three years, diesel’s share of
new registrations in the US will rise to 7.6% — more than double the present level.

The continuing success of diesel in the United States should be assisted by the
upcoming passing of the Energy Bill and the necessity to reduce the country's con-
sumption of crude oil. Calculations by experts indicate that around 1.4 barrels of
crude oil per day could be saved in the US if diesel’s share of the market for pas-
senger cars and commercial vehicles increased to 30%. With a diesel market
share of 50% — approximately the same level as the current market penetration in
Western Europe - the savings would amount to about 837 million barrels per year.
The Bush administration plans tax advantages of up to USD 3,500 for the pur-
chase of new, environment-friendly diesel vehicles.

Diesel growth potential in Asia

Experts also anticipate significant growth in the Asian market for diesel. In South
Korea, Asia’s fourth largest automobile market, sales of 980,000 passenger cars
are foreseen in 2005, 12% higher than in the prior year. Diesel engines have been
allowed for passenger cars since the beginning of 2005. Previously, diesel was
only permitted for commercial transport vehicles. The new possibility is particularly
attractive for private users, as tax differentials make diesel 40% cheaper than
gasoline. Market experts therefore expect diesel's share of new registrations in the
segment of passenger cars and light trucks to rise from 20% in 2005 to 35% in
2009.

Ecological diesel has a future

The debate about the use of ecological fuels such as biodiesel or synthetic diese!
also has a positive effect on the sales of diesel vehicles. Biological components
already account for 2% of fuels in the European Union, and by 2020 this share
should rise to 8%. The biodiesel component of diesel fuel is exempt from petrole-
um tax in Germany. Synthetic diesel also plays an important role in the further
development of innovative and energy-saving engine concepts. In order to fulfil
the stricter limits of the EuroV norm or the US Tier 2 legislation, contributions can
be made not only by the use of particulate filters and NOy catalysts, but also by
fuel quality. Synthetic diesel does not contain any additives that create soot parti-
cles during combustion.
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Double-digit growth in BERU’s core business division

In its core division of Diesel Cold-Start Technology, BERU increased its sales rev-
enues by 11.8% to EUR 181.8 miliion in the past financial year (EUR 162.6 mil-
lion). This division generates 47.1% (45.9%), or nearly half, of BERU's total rev-
enues. Diesel's continuing success in the important sales markets of Germany,

the rest of Europe, and in the future also the United States and Asia, will there-

fore have a strong impact on the future revenue trend.

Stock of vehicles affects aftermarket business

The stock of vehicles is getting larger and older in Germany. Despite the distin-
ctly sluggish rate of new registrations, the country’'s stock of passenger cars grew
to 45.4 million in 2004 (45.0 million), and was 0.8% higher than in 2003 (0.7 %).

BERU’s sales revenues in the aftermarket segment of EUR 114.0 million in the
2004 /05 financial year were also slightly higher than in the prior year, due to
the late onset of winter and the lack of a second restocking by manufacturers
(EUR 112.7 million). Aftermarket sales accounted for 29.6% of total revenues
(31.8%).

Experts forecast that the number of passenger cars on the road in Germany could
rise to around 53.5 million by 2030. Cars’ average age has increased signifi-

cantly in recent years, and is now about eight years in Germany. In view of the
growing stock of vehicles, it can be assumed that repair and maintenance activi-
ties will expand significantly in the near future. This will have a positive effect
on our aftermarket business.




Group wighagement Report | snarenoclder structure

Changes in BERU’s
shareholder structure

Our shareholder structure changed significantly in the year under review. On Novem-
ber 1, 2004, BorgWarner Germany GmbH, an indirect subsidiary of BorgWarner Inc.
of Auburn Hills, Michigan, announced that a purchase agreement and a purchase
option agfeement had been concluded with The Carlyle Group and a group of fami-
ly shareholders covering some 63% of the shares in BERU AG for a price of EUR
59 per share. The previous majority shareholder, a subsidiary of The Carlyle Group
named CEP BEOO Beteiligungs GmbH, held 37.06% of the shares in BERU AG at
the time of the announcement. Of the family shareholders, the Birkel family heid
20.85% of the shares in BERU AG and Ms. Ingelore Rupprecht held 5.11%.

Subsequently, on December 8, 2004, BorgWarner made a voluntary public offer to
acquire all of the remaining bearer shares of BERU AG for a price of EUR 67.50
per share. In their statement of December 15, 2004, the Supervisory Board and
the Executive Board of BERU AG assessed the price offered of EUR 67.50 as fair
and reasonable. The Executive Board recommended that the shareholders accept
the offer. The price offered of EUR 67.50 per share represents a premium of
14.66% compared with the volume-weighted average price of BERU shares in the
twelve months preceding the offer.

The Carlyle Group and the family shareholders concluded the sale of their share-
holdings on January 4, 2005.

Following the expiry of the additional acceptance period on February 10, 2005,
the voluntary public takeover offer had been accepted for 639,209 shares. On that
date, BorgWarner thus held 69.42% of the Company’s equity capital.

This significant change in the shareholder structure represents a change in owner-
ship from a private-equity company and family shareholders to a strategic investor.
BorgWarner is an automotive supplier with worldwide activities. It has more than
14,000 employees and is listed on the New York Stock Exchange. BorgWarner's
product focus is on drivetrain components and systems, where it has a worldwide
leading position in several areas.
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Dependent-company report

Pursuant to Section 312 of the German Stock Corporation Law, the Executive Board
of BERU AG prepared a dependent-company report for the 2004 /05 financial year,
and presented this report to the Supervisory Board. The preparation of the depend-
ent-company report is connected with the change in the shareholder structure and
the principle of equal treatment for all shareholders, and serves to improve the
basis of information for outsiders and minority shareholders.

With this report, which among other things deals with transactions executed or not
executed with BorgWarner and with measures taken in the interests or at the insti-
gation of the majority shareholder, the Executive Board explains its relationship with
the majority shareholder.

The dependent-company report concludes with the following statement: “If, in the
light of the circumstances known to the Executive Board at the time when transac-
tions took place or actions were taken or omitted, any disadvantages were caused
to the Company, such disadvantages were compensated before the end of the
financial year by an adequate claim for compensation pursuant to Section 311,
Subsection 2 of the German Stock Corporation Law.”
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Sales and earnings trends

BERU consistently pursued its strategic goals in the past financial year. The BERU
Group succeeded in strengthening its leading position as an automotive supplier of
diesel cold-start and ignition technology, and steadily expanded its activities in the
field of electronics and sensor technology.

The 2004/05 financial year (April 1, 2004 - March 31, 2005) was a challenging
but successful year for BERU AG. The Executive Board had set goals for the year
of increasing sales revenues by at least 13% and operating profit (EBIT) adjusted
for exceptional income and expenses by the same rate. In the first nine months of
the financial year (April 1 — December 31, 2004), the Group increased its sales
revenues by 13.2% to EUR 281.7 million (EUR 248.9 million). In the fourth quarter,
however, the late onset of winter, declining demand for automobiles and the lower
number of production days than in the same quarter of the prior year meant that
OEM and aftermarket sales did not develop as planned and we had to reduce our
growth forecasts to 10%.

On the basis of preliminary figures, in April 2005, the Group announced a probable
increase in sales revenues of about 9%. Final figures show that we actually in-
creased our total sales revenues in 2004/05 by EUR 31.3 million, or 8.8%, to

EUR 385.8 million (EUR 354.5 million). Although our revenues did not develop as

originally projected, we still achieved a growth rate that was significantly higher

than the average for our sector and our competitors.

The growth in sales revenues was primarily a result of the systematic expansion
of our core business of supplying diesel cold-start and ignition components as
original equipment. New product startups for our diesel Instant Start System (ISS),
a repeated increase in unit sales of glow plugs, and the ramp-up of our PTC auxi-
iary heating system were major factors for the overall growth.

Diesel Cold-Start Technology

The sales revenues generated by the Diesel Cold-Start Technology division in-
creased by 11.8% to EUR 181.8 million (EUR 162.6 miltion). The OEM business
with carmakers expanded by a strong 14.2%, at about the same rate as the over-
all market for diesel cars. BERU profited from the introduction of diesel instant-
start systems in the new Golf platform, from new orders from French manufactur-
ers and from ISS startups at DMAX, a joint venture between GM and lsuzu in
North America.

lgnition Technology

The Ignition Technology division increased its sales revenues by 8.0% to EUR 113.9
million (EUR 105.5 million). This increase was primarily a result of the contribution
made by BERU Eyquem in France, which was acquired in the 2003704 financial year
and contributed sales revenues of EUR 30.3 million (EUR 17.1 million). The market

environment was very difficult. In Western Europe, unit sales of cars with gasoline

engines decreased by more than 6% in favor of diesel engines. However, in the peri-
od under review, BERU succeeded in gaining new customers in the OEM business

and also expanded its supply share with French vehicle manufacturers. At the same
time, the Group expanded its international spare-parts business.
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Electronics and Sensor Technology

BERU'’s youngest division, Electronics and Sensor Technology, achieved a 4.3%
increase in sales revenues to EUR 90.1 million (EUR 86.4 million). This weak
growth rate is due to the development of revenues from the direct tire-pressure
monitoring systems. Sales revenues from BERU’s Tire Safety System (TSS) were
EUR 22.2 million, which was 27.9% lower than in the prior year (EUR 30.8 mil-
lion). The main reasons for the decrease were falling equipping rates and order
postponements due to the uncertain legal situation in the United States. The
US NHTSA (National Highway Transportation Safety Agency) did not create legal
certainty concerning the planned mandatory introduction of tire-pressure moni-
toring systems in the US market until April 2005. Such systems will be compul-
sory for 20% of all newly registered passenger cars and light trucks up to a gross
vehicle weight of 4.5 tons in the United States as of September 2005. We assume
that existing customer orders will now be called up in accordance with the new
equipping scenario. In this context, a significant contribution will come from our
cooperation with Lear in North America on the development, production and dis-
tribution of tire-pressure monitoring systems. Auxiliary heating systems for vehi-
cle interiors are the second major source of sales revenues for this division.
The revenues generated by this product group increased by 76.2% to EUR 20.7
million (EUR 11.7 milfion).

Original equipment and aftermarket segments

Sales revenues from the original-equipment business with vehicle manufacturers
increased by 14.2% to EUR 247.7 million (EUR 216.9 million). BERU glow plugs
and the 1SS quick-start system are now sold to car producers in three continents.
In the United States, we supplied DMAX, the joint venture between GM and Isuzu.
Among the European producers, BMW, the Volkswagen Group and DaimlerChrysler
use our Instant Start System. BERU also succeeded in expanding its supply share
with French carmakers and is now Renault’'s biggest supplier of glow plugs. And in
2004/05, BERU supplied its auxiliary heating systems not only to the Volkswagen
Group and Ford, but also to Japanese and South Korean producers. The Group
expects further revenue growth in the current financial year due to the present
order situation.

Whereas the sales revenues generated by general industrial customers decreased
slightly to EUR 24.1 million (EUR 24.9 million), the Group's aftermarket sales in-
creased to EUR 114.0 million (EUR 112.7 million). Thus around 30% of sales rev-
enues were achieved in the aftermarket business. In the aftermarket business
with vehicle manufacturers, declining sales of glow plugs were primarily caused by
the late onset of winter. There was no second restocking due to the mild weather
towards the end of the year. This effect was exacerbated by customers’ very cau-
tious purchasing behavior. Aftermarket sales of glow plugs to vehicle producers
revived again moderately at the end of the fourth quarter of the financia! year and
in April 2005.

The aftermarket business in the domestic market of Germany was the main source
of growth with an increase of some 11%. This was a result of gaining new cus-
tomers and a larger volume of business with existing customers due to our wider
product range. Within the countries of the European Union, the aftermarket busi-
ness in our major markets of France, Italy, Spain and Great Britain developed as
expected. Due to the ongoing strength of the euro, sales revenues in the non-EU
countries in 2004 /05 were slightly below the prior-year level. BERU achieved
some growth in North America, however.
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International revenue growth

In the Group’s biggest market of Europe {excluding Germany), sales revenues
increased by 12.5% to EUR 187.4 million (EUR 166.6 million). A slight decrease
of 4.8% to EUR 119.0 million was recorded in Germany due to the weak demand
for automobiles (EUR 125.0 million). On the other hand, sales revenues increased
by 44.9% to EUR 39.4 million in North America (EUR 27.2 million). In Asia, rev-
enues rose by 9.3% to EUR 30.6 million (EUR 28.0 million). In the other inter-
national markets, revenues were up 22.1% to EUR 9.4 million (EUR 7.7 million).

Personnel expenses

The BERU Group employed a total workforce of 2,664 people at the balance-sheet
date (2,694). Of this total, 1,413 (1,470}, or 53 %, were employed in Germany.
Whereas the domestic workforce decreased by 3.9%, the number of employees
outside Germany increased by 2.2% to 1,251 (1,224). Personnel expenses in-
creased by 12.2% to EUR 115.1 million (EUR 102.6 million), mainly due to the per-
sonnel costs of the French subsidiaries, which were consolidated for a full year for
the first time. BERU Eyguem was acquired in August 2003, and recorded person-
nel expenses of EUR 10.7 for the last eight months of the 2003/04 financial year;
its personne! expenses in 2004 /05 were EUR 17.3 million. Additional factors con-
tributing 1o the higher personnel expenses were severance payments and other
exceptional expenses relating to changes in BERU's management. Personne! ex-
penses as a share of sales revenues amounted to 29.8% (28.9%).

COther operating expenses

Other operating expenses for operations, administration and sales increased by
EUR 8.1 million to EUR 65.1 million (EUR 57.0 million). This increase was largely
a result of the required restructuring of the French subsidiaries. The other operat-
ing expenses of BERU Eyquem amounted to EUR 13.7 million (EUR 7.9 million,
annualized). Additional cost factors in the year under review were higher adminis-
trative expenses relating to advisory services for the due diligence process and in
advance of the BorgWarner takeover offer. The Executive Board has prepared a de-
pendent-company report for the 2004 /05 financial year and ensured that the Com-
pany received appropriate consideration or was adequately compensated in con-
nection with the transactions listed in the report and other actions.

Cost of materials

The cost of materials in the 2004 /05 financial year totaled EUR 139.5 million. As
a share of sales revenues, the cost of materials fell by 0.5 percentage points to
36.8% due to a shift in the product mix. At the same time, long-term agreements
and purchasing conditions with our suppliers helped to counteract price increases
for raw materials. In relation to the Group’s output volume (sales revenues plus
changes in-inventories and internally produced and capitalized assets) the cost
of materials amounted to 35.8% (35.9%). The gross margin was thus nearly un-
changed at 64.2% (64.1%).
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Investment

During the period under review, the total investment of the BERU Group increased
by roughly 16% to EUR 49.4 million (EUR 42.6 million). The Group invested EUR
36.8 million (EUR 35.6 million) in property, plant and equipment. Investments in
intangible assets totaled EUR 11.3 million (EUR 8.1 million), including the capital-
ization of development work in an amount of EUR 8.8 million (EUR 6.6 million).
This reflects development projects that the Group expects to yield measurable
financial benefits in the future. EUR 0.9 million was invested in financial assets
in the past financial year (EUR 1.5 million).

At the site in Chazelles sur Lyon, France, BERU invested EUR 7.7 million to set up
new production facilities for spark plugs and to expand and modernize production
capacity. Investments in Ludwigsburg, Germany, and Tralee, Ireland, were focused
on expanding production capacity for glow plugs. Investments were made in a new
production line for glow plugs in Ludwigsburg. At the Muggendorf site in Germany,
BERU invested in the production of ignition coils. At the Group’s electronics plant
in Bretten, Germany, investments were made in an additional automatic assembly
line for the ISS products and also in new production equipment for the PTC auxil-
iary heating systems. Furthermore, the Group invested in the expansion of IT sys-
tems and new software that supports production processes and administration.

The BERU Group's research and development expenditure was once again above
the industry average in 2004/05. BERU spent EUR 30.1 million (EUR 27.6 mil-
Jion) on research and development, EUR 2.5 million more than in the prior year.
This was equivalent to 7.8% of total sales revenues, the same as in the prior year.

The Group’s depreciation and amortization for the period were equivalent to 7.0%
of total sales revenues — slightly lower than in the prior year (7.6%). This was pri-
marily due to the fact that in the prior year, with the changeover of accounting to

IFRS, goodwill impairments were recognized and thus no further writedowns were
required in 2004/05.

Finances

BERU was once again able to finance the investments it made fully out of its
cash flow. The Group's cash flow (net income plus depreciation and amortiza-
tion and changes in long-term provisions) decreased by 20.6% to EUR 51.0 mil-
lion (EUR 63.2 million) due to the low net income. The operating free cash flow
(net income plus depreciation and amortization and changes in long-term provi-
sions minus investments, before divestments) fell to EUR 10.8 million (EUR 24.7
million) due to the lower net income as well as the higher investments compared
with the prior year.

EBIT

Earnings before interest and taxes (EBIT) amounted to EUR 50.5 million (EUR 53.4
million), equivalent to an EBIT margin of 13.1% (15.1%). Adjusted to exclude one-
time, exceptional expenses, which totaled EUR 5.0 million, earnings before inter-
est and taxes of EUR 55.5 million were 3.9% higher than the prior-year figure of
EUR 53.4 million. This represents an operating margin of 14.4%. Earnings before
interest, taxes, depreciation and amortization (EBITDA) decreased slightly due
to the effects of the exceptional items to EUR 77.6 million (EUR 80.5 million).
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Earnings before taxes

The investment and financial result was negative with a loss of EUR 1.4 million.
This was mainly caused by interest expenses of some EUR 3 million on tax due
for previous years relating to the results of a tax field audit for the period of

1997/98 through 2001/02. In addition, net interest income was negatively af-
fected by expenditure for a loss éompensation for a non-consolidated subsidiary
in an amount of EUR 0.6 million. Earnings before taxes amounted to EUR 49.1
million (EUR 56.5 million). Adjusted to exclude one-time exceptional expenses in
an amount of EUR 5.0 million, earnings before taxes amounted to EUR 54.1 mil-
lion. The return on sales before taxes was 12.7% {15.9%). Adjusted for one-time
exceptional effects, the return on sales before taxes was 14.0%.

Taxes

The Group’s total effective tax rate reached a level of 51.7% (35.9%). This very
high tax rate is caused by the tax payments for previous years as a resu't of the
tax field audit for the period of 1997/98 through 2001/02 as well as for the fol-
lowing years of 2002/03 through 2004 /05. In total, the tax field audit carried
out in 2004 /05 led to an additional expense of some EUR 7 million. The overall
effective tax rate was also impacted by the “taxe professionelle” payable in France,
which is independent of earnings. An additional factor was that the newly acquired
French companies were consolidated for a full year in 2004 /05 for the first
time, while taxes were only payable for the last eight months of the prior year.
The effective tax rate adjusted to exclude the tax payment for prior years was
34.8% (36.7%).

Net income and earnings per share

Net income amounted to EUR 23.5 million compared with EUR 35.8 million in
the prior year. Earnings per share amounted to EUR 2.35 (EUR 3.59).

Balance-sheet structure

The BERU Group has a sound balance-sheet-structure. BERU's equity ratio of
68.0% (68.5%) is one of the highest in the metal-working sector. Including mi-
nority interests, the equity ratio of the BERU Group was 68.6% (68.9%).

Total assets increased by 6.2% to EUR 436.6 million (EUR 411.0 million), while
property, plant and equipment rose by EUR 14.1 million to EUR 142.4 million
(EUR 128.3 million) due to the investments made in production facilities. The
increase in intangible assets by EUR 7.3 million to EUR 34.7 million (EUR 27.4
million) resulted primarily from capitalized development projects. Fixed assets
increased to EUR 185.3 million (EUR 162.1 million).

Current assets remained nearly constant at EUR 243.5 million (EUR 242.8 mil-
lion). The comparatively high level of inventories is essential for BERU because
of its strong focus on the spare-parts business. For success in the aftermarket
business it is crucial to supply customers with a wide range of products and to
ensure rapid deliveries. Inventories rose 1o EUR 60.7 million (EUR 55.6 million),
while trade receivables rose to EUR 75.8 million (EUR 73.7 million). These in-
creases are in line with the course of business.
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On the side of liabilities and shareholders’ equity, equity capital increased by
5.5% to EUR 297.0 million (EUR 281.6 million). This mainly reflects the net in-
come of EUR 23.5 million and the dividend distribution of EUR 11.0 million for
the 2003/04 financial year. On the balance-sheet date, the consolidated balance
sheet included earnings reserves of EUR 174.4 million (EUR 146.3 million). The
return on equity decreased to 8.1% as a result of the lower net income (13.4%).

Provisions increased to EUR 66.3 million (EUR 49.1 million), most of which was
due to a provision of some EUR 10 million formed for tax payments for previous
years as a result of the tax field audit. Another factor was the increase in con-
tract-loss provisions of EUR 1.5 million at BERU AG, Ludwigsburg.

BERU is infact debt free. The Group reduced its liabilities to banks by EUR 4.3 mil-
lion to EUR 22.5 million (EUR 26.8 million), while available liquidity (securities
held as current assets plus cash and cash equivalents) amounted to EUR 100.6
million (EUR 105.0 million). The value of net financial assets amounted to EUR
78.1 million, almost identical to the prior-year level (EUR 78.2 million). The gear-
ing ratio (financial liabilities minus securities held as current assets and cash
and cash equivalents in relation to equity capital) was 41.4% at the end of the
financial year (46.8%). The potential of the BERU Group for continued expansion
and value growth is secure against the backdrop of a sound asset, financial and
earnings position.

Orders received

Due to new product startups and the rising demand for diesel vehicles, BERU has
a good order situation. Orders received increased by 8.5% to EUR 406.3 million
(EUR 374.6 million). The order backlog on March 31, 2005 was up 12.4% to EUR
186.8 million (EUR 166.2 million).

Supplementary report

Between the end of the 2004/05 financial year and June 22, 2005 (date of
adoption of the annual financial statements and release for publication), no
events have occurred that are of particular significance for the Group’s prof-
itability, finances or assets.
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Revenue developments
by division and sales channel

Diesel Cold-Start Technology

In its core division of Diesel Cold-Start Technology, BERU increased its sales rev-
enues by 11.8% in 2004/05 to EUR 181.8 million (EUR 162.6 million). The origi-
nal-equipment business for cars actually grew by 14.2%.

BERU succeeded in significantly expanding its sales revenues from glow plugs for
the OEMSs, in particular with French producers, and made further gains in market

share. The Company successfully defended its position versus international com-
petitors and maintained its market leadership.

Unit sales of the Instant Start System (ISS) also developed positively. In the third
year after the launch of this innovation, BERU already supplied all of the German
manufacturers as well as some of the American and Japanese carmakers. Due to
strong demand, we expanded the production capacity of BERU Electronics GmbH
in Bretten by means of a temporary flexibilization of working time, in order to sat-
isfy this increased demand. As of March 2005, BERU will also supply DMAX, a
joint venture between GM and Isuzu, with the second generation of ISS control
units. New product startups for Mercedes-Benz diesel engines and added models
from European and Asian producers with ISS as standard equipment will help to
secure sustained high double-digit growth rates. The business with cold-start sys-
tems should be significantly expanded once again in the current financial year.

The rise in sales revenues from diesel cold-start systems has benefited from the
increasing popularity of diesel engines in Western Europe. In 2004, cars with
diesel engines accounted for 48.4% of the total new car registrations (43.7%,).
This is equivalent to about 7 million vehicles. New registrations of passenger cars
and light trucks with diesel engines also increased in the United States, where
diesel penetration is traditionally very low, accounting for 3.4% of the total com-
pared with 2.3% in the prior year. This is equivalent to about 470,000 vehicles.
The rapid increase in fuel prices, attractive diesel models and new engines are
some of the factors behind the diesel trend.

ignition Technology

Despite a difficult environment, the Ignition Technology division posted a 8.0%
increase in sales revenues to EUR 113.9 million (EUR 105.5 million). BERU
Eyquem in France played a large part in this revenue increase. BERU succeeded
in gaining new customers in the original-equipment business and increased its
supply share with French carmakers in 2004/05. The Company is a major suppli-
er of ignition products to automobile manufacturers in Western Europe. In the
past financial year, BERU received a spark-plug order from a European producer
consortium that is jointly developing a new 1.5 liter engine. Series production is
planned to begin in the middle of 2006.

Our revenue growth in the European aftermarket business was in line with our ex-
pectations, whereas sales revenues in the aftermarket business outside Europe
were impacted by the weak dollar. Revenues from ignition coils rose slightly in the
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past financial year, despite lower production figures for gasoline engines in West-
ern Europe. Due to its new customers and higher penetration with a French pro-
ducer, BERU anticipates a further sales revival in the current financial year. The
positive development of sales revenues from ignition coils, ignition connectors
and parts went according to plan. Ignition connectors and parts have reached the
end of their lifecycles in the OEM business and were mainly sold in the field of
industrial wholesaling. Gains in market share were achieved by penetrating new
markets, expanding the product range and including the Eyquem products in the
aftermarket program.

Electronics and Sensor Technology

The development of sales was varied in our youngest division of Electronics and
Sensor Technology. Whereas the division grew overall by 4.3% to sales revenues
of EUR 90.1 million (EUR 86.4 million), unit sales of the PTC (positive tempera-
ture coefficient) auxiliary heating systems increased at a far higher rate. The sales
revenues generated by this product group soared by 76.9% to EUR 20.7 million
(EUR 11.7 million). In the year under review, BERU supplied its PTC systems not
only to the Volkswagen Group and Ford, but also to Japanese and South Korean
carmakers. The Group expects further revenue growth in the current financial year
due to the good order situation.

Leading German and Asian automobile producers also decided in favor of BERU's
high-temperature sensors in 2004/05. We anticipate significant increases in unit
sales as of the end of 2005. In the medium term, BERU assumes that all diesel
engines fitted with a dieselparticulate filter will have to be monitored with high-
temperature sensors. In the year 2004, the number of new registrations of cars
with diesel engines in Western Europe was around 7 million. In the next three
years, growth to a total of about 9 million units is expected.

However, the sales revenues generated by our Tire Safety System (TSS), a direct
tire-pressure monitoring system, remained below our expectations. Revenues of
EUR 22.2 million were well below the prior-year level (EUR 30.8 million). Although
BERU supplied TSS as an optional extra to the German manufacturers, BMW,
DaimlerChrysler, Porsche and the Volkswagen Group, the expected sales growth
in the United States failed to materialize. Now that in April 2005 the US NHTSA
(National Highway Transportation Safety Agency) created legal certainty regarding
the planned mandatory fitting of tire-pressure monitoring systems in automobiles
in the United States, we assume that existing customer orders will be called up
in accordance with the phase-in scenario that has now been fixed for the US mar-
ket. However, as this phase-in scenario is slower than was originally foreseen, we
do not anticipate significant increases in sales until the 2006 financial year. The
NHTSA has stipulated that starting in September 2005, just 20% of all cars and
light trucks have to be fitted with tire-pressure monitoring systems instead of the
originally planned 50%. In the next stage, as of September 2006, 70% of newly
registered vehicles must have such a system. And from September 2007, this
applies to all new vehicles up to a gross weight of 4.5 tons. Due to these new reg-
ulations for cars and light trucks, US producers of heavy trucks and buses also
plan to introduce tire-pressure monitoring systems in their vehicles. BERU has
been requested by several US manufacturers to adapt for their commercial vehi-
cles the TSS that was originally developed for the Mercedes-Benz Actros.
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Growth in the aftermarket business

In the aftermarket business, BERU generated sales revenues of EUR 114.0 mil-
lion compared with EUR 112.7 million in the prior year, so that once again, some
30% of the Group’s revenues were attained in this sector.

In 2004 /05, the aftermarket business grew substantially in our domestic market
of Germany, with a rate of more than 11%. This increase was due both to gain-

ing new customers and achieving higher sales with existing customers because of
the wider product range. The aftermarket business also developed positively, as
expected, in the major markets of the enlarged European Union (EU 25). The most
important EU markets for BERU are France, Italy, Spain, Benelux and Great Britain.

Due to the ongoing strength of the euro, sales revenues in the non-EU countries
of Europe did not equal the prior-year level. BERU achieved slight growth in North

America, however.

With ignition technology products, which account for two thirds of our aftermar-
ket revenues, BERU increasingly profited from the relaunch of the traditional Eyquem
spark-plug brand in our second-most important market of France. BERU will also
market its products under the Eyquem label internationally in countries where the

brand is well established.

BERU achieved nearly 90% of its aftermarket revenues in Europe. Our goal is to
continue along our growth path of recent years and to further expand our after-
market business in overseas markets. With a rapid-delivery rate of 97.7 %, which
BERU achieved in Germany in the past financial year, the Company is well above
the industry average. The new logistics center in Ludwigsburg plays a major role
in ensuring this better service.

High quality, service, reliability and performance are the core features of our brand.
They make it possible for us to generate continuous growth in the aftermarket
business. BERU is continually working on maintaining and enhancing its high de-
gree of brand awareness and on marketing the innovative BERU products interna-
tionally. In the past financial year, BERU was present at numerous internation-
al trade fairs such as the Automechanika in Frankfurt am Main, Auto China in
Beijing or Mondial in Paris. But BERU also uses regional wholesale trade fairs to
market the brand and its wide product range. The direct contact to repair shops
and retailers is important to us. For example, last year BERU once again organ-
ized promotion tours in several European markets to present the new Ultra-X range
of spark plugs to our customers. BERU also sponsored sport events in 2004 /05
such as the BERU Top 10 Touring Car Racing Championships and the Ice Speed-
way World Championship.
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Report on the subsidiaries

The subsidiaries of BERU AG showed an overall positive development in the year
under review. Most of our subsidiary companies were able to maintain or slightly
increase their sales revenues and earnings compared with the prior year,

BERU Eyquem increases sales revenues

The companies of the French subgroup BERU Eyquem (excluding BERU SAS)
acquired in 2003/04, that is, BERU TdA SAS, BERU Eyquem SAS and Eyquem
SNC, contributed total sales revenues of EUR 46.9 million (EUR 25.4 million),
representing a major portion of the Group’s revenue growth in the segment of
Ignition Technology. This was primarily due to the fact that in the year under re-
view, the companies were consolidated for the full year, whereas in the prior year
they were only consolidated for eight months. Another factor is that BERU Eyquem
SAS consolidated the French aftermarket business, which was acquired by BERU
SAS in January 2004, for a full year, whereas in the prior year only the last quar-
ter took effect. Although the revenue trend of the French subgroup (excluding
BERU SAS) did not fulfill our expectations, BERU TdA SAS and BERU Eyquem
SAS achieved a positive operating result, which, however, was negatively im-
pacted by the French “taxe professionelle”, which is independent of earnings.
The focus of the investments of EUR 7.7 million by BERU TdA SAS in Chazelles
sur Lyon was on modernization and the construction of a new production plant.
Production processes at this site were adjusted to the new compact 12-millime-
ter spark-plug technology enabling BERU to position itself as a premium suppli-
er of spark plugs.

BERU SAS

As a subsidiary of BERU Eyquem SAS, BERU SAS, based in La Ferté-Macé, France,
belongs to the French subgroup, but is considered and accounted for separately as
a producer of ignition cables. This company’s sales revenues decreased to EUR
9.4 million due to the transfer of the French aftermarket business to BERU Eyquem
SAS. It delivered a positive profit contribution within the range that had been
expected.

BERU Hungarla becomes 100% subsidiary

As of July 26, 2004, BERU AG acquired the remaining 24.9% equity interest in
REMIX Group Electronics Rt., Tiszakécske, Hungary, so that BERU AG now holds
100% of the shares in this company, which was renamed as BERU Hungaria Rt.
in the context of this transaction. As early as May 2001, BERU AG had already
acquired a majority stake in REMIX Group, which produces components for BERU's
industrial electronics and sensors. With a slight decrease in sales revenues,
which are generated within the Group, BERU Hungaria still delivered a positive
contribution to the Group's earnings.
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Positive earnings at BERU F1

The Formula One Racing supplier, BERU F1 Systems Ltd., UK, achieved a positive
EBIT in the past financial year. The restructuring measures taken in the previous
years, which included a staff reduction, and the introduction of TSS in various rac-
ing series had a positive effect in 2004 /05.

Increase in sales revenues for South Korean subsidiaries

QOur subsidiary BERU Automotive Co. Ltd., in Shihung City, South Korea, achieved
sales revenues of EUR 7.8 million in the glow-plug business, an increase of 16.4%
(EUR 6.7 million). Qur other South Korean subsidiary, BERU Korea Co. Ltd. in
Chungju-City, which produces ignition coils, pumps and containers for screen-wash
systems, achieved a 15.6% increase in sales revenues to EUR 14.8 million (EUR
12.8 million). A prime cause of the growth for both subsidiaries was increased OEM
business with the South Korean automaobile and systems producers. The operating
resuits of our South Korean subsidiaries atso improved slightly compared with the
prior year.

G

Slight decrease in sales revenues in Mexico

Our Mexican subsidiary, BERU S.A. de C.V,, in Civac-Jiutepec, Morelos, which main-
ly specializes in producing ignition cables for gasoline engines for OEMs in the
NAFTA region, reported a fairly constant level of sales revenues with OEMs. But
due to the weak peso, sales revenues measured in euros were 6.1% lower than
in the prior year at EUR 6.2 million (EUR 6.6 million). Although the company’s
operating margin decreased, EBIT was still positive.

Satisfactory growth for [talian and lberian subsidiaries

BERU's Italian subsidiary, B 80 S.r.l., Biassono, which is focused on the production
of glow plugs for the aftermarket business with OEMs as well as the second-brand
and private-label business, increased its sales revenues by 3.4% and thus increased
its revenues within the Group by 32% as a result of taking over the.production of
glow plugs for Eyquem. Its reported sales revenues thus amounted to EUR 6.1
million (EUR 5.9 million). The ltalian subsidiary BERU ltalia, which is solely active
in the aftermarket business in Italy, increased its sales revenues to EUR 6.3 mil-
lion (EUR 6.2 million). Both companies achieved a positive operating result in the
past financial year. Our Spanish subsidiary, BERU Microelectrénica S.A., which de-
velops and produces complex electronic components and hybrid switches, post-
ed a slight increase in sales revenues to EUR 5.9 million (EUR 5.8 million), and
once again achieved a good operating margin.
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BERU Electronics GmbH anticipates a revival in sales revenues

BERU Electronics GmbH, based in Bretten, Germany, achieved a 35.2% increase
in sales revenues in 2004/05, mainly based on intra-Group sales. This company
is responsible for developing and producing the electronic components for the
PTC auxiliary heating system, the ISS diesel cold-start system and the TSS tire-
pressure monitoring system. Although sales revenues from 1SS and PTC products
developed even better than planned, TSS unit sales did not meet our expecta-
tions. This was primarily due to declining equipping rates and order postpone-
ments caused by the legal uncertainty in the United States, where tire-pressure
monitoring systems will be mandatory for 20% of newly registered cars and light
trucks as of September 2005.

The Irish facility of BERU Electronics GmbH in Tralee, was largely responsible for
this increase, generating sales revenues of EUR 36.2 million (EUR 30.7 million),
mainly from sales within the Group. In the period under review, BERU substantially
expanded its capacity at this site with an additional production line for glow plugs.
From our site in Ireland, which benefits from low tax rates, we supply glow plugs
to the North American market and to some European manufacturers. Operating
profit was reduced by an increase in depreciation related to the expansion of pro-
duction capacity as well as by higher material costs, and thus did not increase at
the same rate as sales revenues.

Assoclated companies and equity participations

The Group's associated companies and equity participations developed accord-
ing to plan in 2004 /05. The joint venture IMPCO-BERU Technologies B.V. based
in Delfgauw, Netherlands, in which BERU holds a 49% interest, reported a nor-
mal 12-month year in 2004, following its prior financial year of 20 months. This
company, which specializes in alternative drive systems and equipment for gas-
powered engines, maintained its average monthly sales revenues at the level of
the prior reporting period and delivered an increased profit contribution.
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The glow-plug production plant in
Ludwigsburg
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Efficiency and flexibility in production

Qur strategic product orientation takes full account of the present trends towards
diesel, safety and comfort. BERU is focused on the growth markets of diesel cold-
start technology, safety technology and auxiliary heating systems. Within these
divisions, we concentrate on products and product concepts that have the poten-
tial to achieve our productivity targets in the medium term.

During the period under review, the Group invested EUR 36.8 million (EUR 35.6
million) in property, plant and equipment. At the BERU TdA spark-plug plant in
Chazelles sur Lyon, France, BERU invested in high-quality, economical production
lines. The plant’s three areas of production — metal production, ceramics produc-
tion and final assembly — are now state of the art.

With these investments in the Chazelles plant, the priority was on improving the
quality of processes, that is, on purchasing new, state-of-the-art machinery and
equipment. Parallel to this, a new twelve-millimeter spark plug is being prepared
in Chazelles; it should be ready for series production within the coming financial
year.

Investment in Germany

At the German production facility in Ludwigsburg, BERU adapted and expanded
its capacities, especially for the modern four-millimeter glow plugs and special
models for BERU's ISS (Instant Start System) for diesel engines. In Tralee, Ire-
land, the focus was on expanding capacity for five-millimeter and six-millimeter
glow plugs.

In Ludwigsburg it is now possible to produce some 200 different types of glow
plugs on ultra-modern, economical production lines. BERU invested in a new,

flexible production line in Ludwigsburg in 2004 /05. The production line for five-
millimeter and six-millimeter glow plugs in Ludwigsburg was transferred to Tralee.
BERU Electronics therefore now has two modern, flexible production lines in Ireland.

In the past financial year, BERU also invested in its electronics location in Bret-
ten, Germany, where an additional automatic 1SS assembly line and a new pro-
duction line for PTC auxiliary heaters were installed. And in Muggendorf, BERU

expanded its production capacity for ignition coils.

High quality level further improved

During the current financial year, the Group intends to expand its research and
development facilities in Ludwigsburg. The test center is to be expanded with a
new building adding about one thousand square meters of floor space. In addi-
tion to quality management and testing, the new extension will also accommodate
some of the development activities for glow plugs for diesel engines. The areas
of product testing and quality assurance will also be expanded. With these invest-
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ment decisions, BERU has reflected the wishes of its customers for the Compa-
ny to take over an increasing share of research and development services. Con-
struction work is to start in July 2005. The new building is to be completed at the
end of March 2006. BERU intends to invest nearly EUR 5 million in the expansion
during this financial year and the next.

Utllization of synergy potential

The Group plans to realize the synergy potential existing in the production network
and production facilities and to adapt its structures. The focus of our investment in
the current financial year will be on our diesel cold-start technology and the expan-
sion of production facilities for the tire-pressure monitoring system and sensor
technology.

We will continue modernizing and expanding our production facilities, and once
again plan for more than 50% of our investment to take place in Germany. We aim
1o consistently expand our key technologies and core expertise, but also to make
adjustments and to purchase externally where this make financial sense. Another
option that we will regularly review is the relocation of production facilities at sites
within our production network with lower labor costs or production costs.

A focus on cost contrels

In view of our earnings development, we expect material costs to increase slightly
in relation to sales revenues. This is primarily due to the higher share of electron-
ics in our product mix in the future. The current price development of raw materi-

als will additionally cause our purchasing prices to rise slightly compared with the
prior year.

We will attempt to effectively counteract this trend with a consistent procurement
policy, on the one hand honoring long-term commercial relationships with our sup-
pliers, on the other hand building up new international sources. This approach
includes reducing purchasing costs by re-engineering the design of our products
and components.

The pay settlements negotiated in the metal and electrical industries will cause a
2.2% increase in wages and salaries this year, including the 0.7 % structural com-
ponent of the ERA framework agreement. However, we are also determined to
avoid an increase in personnel expenses in relation to sales revenues this year.
Suitable actions have already been defined. The Executive Board has approved

new targets and measures have been taken to realize savings in personnel expens-

es and cost of materials in the current financial year.
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Report on research and development

Developments for the cars of tomorrow

In the automotive industry, the BERU brand stands for innovative product solutions
and high quality standards with ignition,.diesel cold start, and electronics and
sensor technology. Recognizing trends at an early stage, developing high-perform-
ance products together with our customers, and producing them cost-efficiently —
these are our strengths. High levels of investment in research and development
secure our long-term corporate success and our market leadership. For example,
in the year under review, the Company once again invested 7.8% of its sales rev-
enues in the development of new products — significantly more than the average
in the sector.

Quicker start, lower emissions

The permanent further development of new diesel engines and combustion sys-
tems is focused on reducing fuel consumption and exhaust emissions. New Euro-
pean and US legislation requires a massive reduction in emissions. BERU is
making an important contribution to this, particularly with its diesel cold-start
technology. :

With its Instant Start System (ISS) for diesel engines, BERU ensures that engines
start immediately and with low emissions also at extremely low temperatures.
BERU already supplies this innovative technology as standard equipment. The
diese! boom in Western Europe which continues at an undiminished rate and the
expected market growth in the United States and Asia open up longterm sales
potential for ISS. BERU now supplies all of the major German automobile manu-
facturers with this system, as well as producers in the United States and Asia.

Starting this summer, second-generation ISS will be used in diesel-powered light
trucks built by DMAX, a joint venture between General Motors (GM) and Isuzu. In
addition to controlling the quick-start glow plugs, this system aiso includes an
additional intake air heater that further reduces the formation of smoke and soot.
The system can also be used quite efficiently for the regeneration of diesel partic-
ulate filters.

Intelligent pressure-sensor glow plugs

New emission limits in Europe (Euro V) and the United States (Tier 2/LEV 1)
will further reduce diesel engines’ permitted exhaust emissions. Limits for the
emissions particularly relevant for diesel engines, NOx and particulate matter,
will be up to 90% below the present level and thus close to the limits of detec-
tion. These emission standards cannot be achieved with conventional methods
only.



Moving towards “green diesel” with
the PSG intelligent glow plug
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The required reduction in particulate matter can probably be achieved using mod-
ern particulate filter systems. Today’'s aftertreatment methods are insufficient
to achieve the NOy goals. In addition, engines’ raw emissions will also have to be
improved. This is why intensive research work is being carried out on alternative
combustion systems promising very low NOy emissions. With the combination of
these two technologies, the required emission limits should be achievable; it
might even be possible to do without NOy aftertreatment, which would save sig-
nificant costs.

Against this backdrop, all of our customers are moving forward with the devel-
opment of alternative combustion systems. The need for highly accurate injec-
tion volumes, injection timing and exhaust-gas recirculation control with alterna-
tive combustion methods requires constant monitoring of the combustion process.
The position of the glow plug in the combustion chamber makes it ideal as a sen-
sor. Therefore, a part of BERU's project development team is working on glow plugs
with integrated sensor functions.

In this context, BERU's development engineers have integrated a piezo-resist-
ant pressure sensor in the glow plug. In view of the extremely high temperatures,
vibrations and pressures in the cylinder head, the mechanical structure of the
glow plug is an important factor for success. The heating element is not pressed
into the body of the glow plug, as is common practice, but fitted as a moving
part so that pressure is transferred to a membrane in the rear part of the glow
plug. The actual pressure sensor is positioned well away from the combustion
chamber in an area with significantly better ambient conditions. The thermal
stresses on the seal are controllable, because a heating element of the BERU
ISS Instant Start System is used that glows only at the tip.

The intelligent Pressure Sensor Glow Plug {PSG) is already being tested by sever-
al European vehicle manufacturers, and will probably be fitted as standard equip-
ment to the latest diesel engines in 2006. BERU's technology will thus contribute
towards making the demand for high-torque engines and driving pleasure compati-
ble with rational requirements in terms of economy and environment protection.

More performance, reduced emissions

In the future, modern diesel engines wiil have significantly lower compression
ratios, contributing to further reductions in exhaust emissions when the engine
has reached its normal operating temperature. During cold starts and in the
warm-up phase, the lower final compression temperature worsens the ignition
of the fuel-air mixture and the combustion process, with negative effects on
emissions and engine smoothness. Improving both of these properties is one of
the main areas of development for diesel cold-start technology. In this context,
BERU is working on an electronically controlled high-performance intake-air heater,
which is fitted directly in the diesel engine’s intake manifold and which heats up
the air in the critical warm-up phase. This electronically controlled heating device
is controlled by the engine-management system or directly by the BERU 1SS.
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BERU's diesel cold-start systems thus support the complete combustion cycle
of modern diesel engines: Electrically controlled instant-start glow plugs initiate
optimal engine starts, high-performance intake air-heaters reduce pollutant emis-
sions during the warm-up phase and the entire operating cycle, and the new BERU
pressure-sensor glow plug monitors the quality of combustion.

Space-saving, high-performance ignition technology

The trend towards smaller, more efficient gasoline engines, often with turbo-charg-
ing, requires smaller spark plugs with longer lifetimes. BERU therefore installed
production facilities in Chazelles sur Lyon for the production of the 12-millimeter
spark plugs, which are two millimeters in diameter smaller than today’s conven-
tional spark plugs. This size reduction places higher demands on the dielectri-
cal performance of the spark plugs’ ceramics. For this reason, BERU developed

a new type of ceramics with increased dielectric strength. The slim-line M12 spark
plugs will be increasingly used in modern direct-injection gasoline engines.

The development of modern ignition coils also follows the requirements of new
innovative engines for space-saving coils with increased performance. This will
boost demand for pencil coils. The integration of the power switch and more reli-
able on-board diagnostic capabilities means that more and more electronic com-
ponents are built in.

Expansion of Electronics and Sensor Technology

With its youngest division of Electronics and Sensor Technology, BERU is reflect-
ing the increasing use of electronic components in motor vehicles and the trend
towards more comfort and safety. In the field of automotive sensors, BERU pro-
duces many different temperature, pressure, speed and position sensors for appli-
cations in engines, powertrains and the exhaust systems. Development work is
concentrated on highly specialized sensors with integrated signal processing.
One example of this is the RME sensor (rape-seed-oil methyl-ester sensor) for
measuring the proportion of biodiesel in diesel fuel. For monitoring the functions
of specially coated car radiators, which have the effect of reducing ozone and are
used in the United States, we have developed a so-called PremAir sensor, which
will be used by two German automakers starting in 2006.

BERU’s high-temperature sensors for temperatures of up to 1000° Celsius are
already in series production. These sensors are used in exhaust gas recirculation
systems and to monitor diesel particulate filters and DeNOy catalysts. The increas-
ing use of diesel-particulate filters in modern diesel vehicles opens up new growth
potential for BERU. Every diesel-particulate filter needs to be monitored by at
least one high-temperature sensor. Some designs actually require three sensors.
We expect BERU to achieve a similar market penetration in this area to what it
already has with diesel cold-start systems.
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Miore comfort with new systems

Demand is rising for cars with innovative diesel engines or direct-injection gaso-
line engines. However, both designs of engine have one disadvantage: They are
so efficient that the waste heat is often insufficient to ensure pleasant tempera-
tures in the vehicle interior. BERU compensates for this therma! deficit with its
electronically controlled PTC auxiliary heating systems. PTC stands for positive
temperature coefficient and refers to the self-controlling properties of the ceram-
ic heating elements used by BERU. During the reporting period, German, Japan-
ese and South Korean automakers were supplied with BERU PTC auxiliary heat-
ing systems, for example, the Volkswagen Group, Mazda, Hyundai and Kia. BERU
anticipates rising demand for these products and is encouraged in this view by
initial orders from the US manufacturer Ford.

innovative tire-pressure monitoring systems

BERU'’s further developed, direct-measuring tire-pressure monitoring system, TSS
(Tire Safety System), features a high degree of integration of the electronic wheel
sensors, which have not only pressure and temperature sensors, but aiso an ac-
celeration sensor all on one chip. This allows speed-related measurements, and
extends the lifetime of the TSS batteries to up to ten years.

In the future, BERU will offer two versions of the direct tire-pressure monitoring
system: the comfort version with automatic wheel-position recognition, and the
basic version of the TSS. Unlike the basic version, with the comfort version it is no
longer necessary to manually reset the new wheel positions and the new wheel
sensors after a tire change. We assume that the basic version will facilitate the
further spread of TSS in small cars, however.

BERU is already working on the third generation of TSS. Our engineers have suc-
ceeded in further reducing the number of parts required for a convenient, reliable
tire-pressure monitoring system, thus reducing unit costs. The new system con-
sists of a compact control unit with integrated antenna and four electronic wheel
units. The sensor, transmitter and battery are combined into one unit. In this way,
BERU has succeeded in reducing the price of the system even further, and has
made TSS more compact. TSS features whee! recognition and allocation. The tech-
nical advantage is that position allocation takes place by evaluating the rotation-
direction signals that come from the individual electronic wheel units and are
transmitted by radio. Furthermore, the movement of the vehicle is evaluated in
combination with the axle-specific separation of the wheel electronics.
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Risk report

Identifying and controlling ocpportunities and risks

Risk management concerns the targeted securing of existing and future business
potential. Risk management at BERU AG is based on a systematic, Group-wide

process of risk recognition, evaluation and control. As a result of the controlled
approach to risks, the Group’s assets, finances and profitability are secured and
the Group’s management is able to recognize disadvantageous developments at
an early stage, that is, before any damage occurs. This makes it possible to take
appropriate countermeasures in good time.

Efficient organization of risk management

The Group's risk-management system is an integral part of our corporate man-
agement. It includes all of the Group’s important planning, controlling and report-
ing processes. Using a uniform reporting system, the Corporate Controlling de-
partment monitors and analyzes the situation of the Group companies’ assets,
finances and profitability. In addition, the responsible executives regularly report
on a catalogue of risks valid for the whole Group. These results are weighted
with their respective probabilities of occurrence and summarized in a detailed
risk report, which is submitted to the Executive Board and the Supervisory Board.
The resulting measures to be taken are evaluated in terms of their efficiency
and decided upon by the Executive Board.

The department responsible for the risk-management system regularly reviews
the Group's risk exposure and the appropriateness of business processes. In
addition, the system ensures that the internal monitoring systems function pro-
perly and evaluates the entire risk catalogue. In this way, the management re-
ceives information relevant for its decisions on controlling and optimizing the
individual departments of the Company. It can therefore react in good time to
signs that the Company’s position might be jeopardized by the market situation,
new legislation or technological developments.

Economic risks

As a group with worldwide operations, BERU is subject to the economic trends of
international markets and their underlying conditions, which often differ consider-
ably. Global political tension can further worsen the unstable economic situation,
with a consequential negative impact on our future business developments.

The sharp increase in the price of crude oil and the resulting increase in fuel prices
give cause for concern. Although this is expected to have a negative effect on car
sales, higher gasoline prices could boost the market share of diesel cars. This
would be to the Company's benefit due to our strong position in this field.
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Industry risks

The ongoing weakness of the world economy is having a distinct effect on the
automotive industry. The large majority of BERU's products are for customers in
this industry, making us directly dependent on the vehicle manufacturers’ busi-
ness developments. There are also dependencies on structural trends such as
diesel's share of new car registrations and the market penetration of safety equip-
ment such as tire-pressure monitoring syStems. The Company counteracts these
risks with effective cost management. Local fluctuations in demand can cause
temporary problems with capacity utilization, which can be offset by taking suit-
able measures.

As the world’'s market leader in the product area of diesel cold-start technology,
the regularly recurring political discussions about diesel taxation and legal re-
quirements for soot-particulate fiiters in diesel engines could be damaging for
BERU. This will apply in particular if the current political discussions in Germany
about tax support for diesel-particulate filters or government sanctions being im-
posed on conventional diesel engines are not quickly brought to an end, as this
could lead to ongoing uncertainty among consumers and planned purchases being
postponed, with corresponding negative effects on new registrations of diesel
cars in Germany. In the past, however, such issues had no negative impact on
the Company’s business development.

In the field of spark plugs, BERU is confronted with the global over-capacities
of the major competitors. This is also affecting our production site in Chazelles,
France, which is now in a process of renewal. As a result, risks arise relating to
the utilization of capacity and the margins that can be attained in the market.

Product risks

If the Company should fail to maintain its technological leadership, there is a risk
that products manufactured by BERU could be partially replaced by new technolo-
gies. BERU therefore makes all efforts to protect its position as technology leader
and to recognize its customers' development tendencies and requirements at an
early stage. BERU strives to be a trendsetter through its high research and devel-
opment expenditure, new product concepts and close contacts to its customers.
Additional risks lie in the continuing growth of the importance of electronic systems
and components in BERU's product range, which are more sophisticated in terms
of technology and manufacturing than conventional products. One of these elec-
tronic components is the Instant Start System (ISS) in the area of diesel cold-start
technology.

Profit risks

BERU continues to make high advance investments in the development of new
products. Last year, research and development expenditure was once again above
the average for the industry at 7.8% of sales revenues. We expect the product
developments of recent years to have a positive effect on our sales revenues and
earnings in the coming years as a result of further increases in production vol-
umes. If the existing risks give rise to any disturbances or delays, this would
have to be counteracted with cost reductions.
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Our newly acquired production facility for spark plugs in France serves the goal
of enhancing our product competence with our own manufacturing base. This in-
volves high investment volumes in the coming years. Now it is important to quick-
ly achieve the goals we have set by renewing the technological basis of the plant
in Chazelles sur Lyon and by integrating its sales and administrative functions.
The resulting market opportunities are accompanied in the short term by risks
from the acquisition of the company and from the marketrelated utilization of ca-
pacity, which, due to the aforementioned goals, can be counteracted only to a
limited extent on the cost side.

The tax risks and additional expenses resulting from a tax field audit for the years
of 1997/98 through 2001/02 are covered to an appropriate extent by corresponding
provisions in the consolidated financial statements. Based on the underlying facts,
it is possible that the trade tax-expense and corporate-income-tax expense of
BERU AG will be slightly higher in the future.

Price-change risks

The entire industry is subject to substantial price pressure from customers, which
BERU can avoid to only a limited extent. Agreed and foreseeable price reductions
and rebates are therefore regularly included in our corporate planning. Provisions
have been formed in an appropriate volume for anticipated loses from supply obli-
gations from unprofitable orders.

On the purchasing side, sharp increases in the prices of steel, nickel and alloys

have occurred since last year due to the strong demand from Asia. The responsi-

ble purchasing departments are making intensive efforts to minimize the resulting
price increases for BERU.

Asset risks

Potential risks resulting from investments and acquisitions are carefully examined
and evaluated with support from external specialists. We have extensive insurance
protection against unforeseeable losses, including extensive product-liability cover.
The usual operating risks are covered by appropriate provisions for warranties.

The main asset risks for the parent company are to be found in the valuation of
investments in some of our subsidiaries and the loans granted to them. These
assets are subject to regular impairment tests, and their values are adjusted if
necessary. In addition, a bank guaranty in an amount of EUR 5.9 million was grant-
ed in favor of BERU F1 Systems Ltd., UK, and was valued at EUR 5.2 million on
the balance-sheet date.

Operating risks

in order to fulfill our customers’ high quality expectations, BERU pursues an
ambitious quality strategy including the Group-wide application of adequate quali-
ty-management systems and the certification norms required by the customers.
Despite these high standards, it was not possible to avoid a number of customer
complaints and warranty claims in the past. In this respect, there is generally an
increased risk in connection with electronic products. This is minimized by means
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of intensive cooperation and open communication at a technical level throughout
all stages of the process chain from the customers to the suppliers. Appropriate
provisions have been formed in the balance sheet to cover such risks.

On the purchasing side, a degree of independence on individual suppliers for
certain raw materials and components is inevitable. We counteract the associat-
ed price and supply risks by making intensive efforts to obtain second suppliers.

Legal risks

The Group is not currently involved in any legal or arbitration proceedings with a
significant influence on its financial situation. Like any other company, BERU is
confronted with warranty claims. Adequate provisions have been formed in the bal-
ance sheet to cover the risks arising from such claims.

Liquidity and default risks

The liguidity needs of BERU AG and its subsidiaries are determined within the
framework of the budgeting process by means of cash-flow planning. Liquidity
developments are constantly monitored during the course of the year.

Seasonally cyclical developments in the aftermarket business mean that invento-
ries are built up in the first two quarters of our financial year that tie up liquidity,
in order to satisfy the stronger demand in the third and fourth quarters within the
supply periods reguired by our customers.

The payment periods granted to customers vary according to market circum-
stances and are within the limits of the usual terms and conditions in the indus-
try. Excessive payment periods are not generally granted. Payment receipts are
constantly monitored by the Accounting department and coordinated in close co-
ordination with the responsible Sales departments.

Losses from bad debts cannot always be avoided, but are relatively insignificant
due to our broad customer base. The same applies to any loss of sales revenues
resulting from such bad debts.

This is also to be seen against the backdrop of the generally satisfactory liquidity
and profitability situation of the BERU AG. Accordingly, any resulting risks are com-
paratively low.

Interest-rate risks

Due to the Company’s healthy financial structure, interest-bearing liabilities and the
resulting risks arising from changes in interest rates are relatively low. The parent
Company’s liabilities to banks amounted to EUR 16.8 million on the balance-sheet
date. About half of these liabilities have variable interest rates linked to key rates
in the European money markets. Interest-rate swaps with a 6% cap have been con-
cluded in order to hedge these interest-rate risks, covering the volume of each loan
with a variable interest rate. The Company bears the risk up to the cap.
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Our British subsidiary, BERU F1 Systems, has a roli-over credit line in an amount
of GBP 4.0 million (about EUR 5.9 million), also with a variable interest rate and
for which BERU AG is guarantor. This credit line is not hedged.

On the investment side, a substantial portion of liguid funds is invested in bonds
denominated in euros. The associated interest-rate and credit risks are reflected
by the continual review of the investment structure in terms of creditworthiness,
residual period and interest-rate sensitivity.

Currency risks and hedging transactions

Currency risks are controlled by the Corporate Accounting department of BERU AG.
All currency-hedging transactions are approved and monitored by the head of Ac-

counting. This ensures that a uniform strategy is implemented within the Group

and that the individua! measures taken are effective for the Group. In the past
financial year, we invoiced about 3% of our sales in US dollars. In general, BERU
aims to agree with customers on sliding-price clauses linked to the dollar-euro
exchange rate, so that a part of the currency risk is borne by the customer.

fn addition, BERU AG has hedged a part of its US-dollar revenues by means of for-
ward sales at specified exchange rates. This form of hedging covers about one
year. The Group also has sales on a US-dollar basis which are not hedged at pres-
ent. This volume accounts for about 2% of the Group’s total sales revenues.

To a small extent, purchasing volumes in US dollars are occasionally hedged by
means of future transactions. All hedging transactions at the Group require the
approval of the Finance department of BERU AG.

The use of other derivative preducts

BERU AG invests a part of its liquid funds in reverse convertible bonds on the
basis of European blue chips. In this context, BERU places great priority on the
first-class credit rating of the issuing bank. The strike price is significantly lower
than the current share price. If, upon the maturity of the bonds, the share price

is lower than the strike price, BERU receives shares in the company concerned
and is then subject to the respective share-price risk. On the balance-sheet date,

BERU AG had no reverse convertible bonds in deposit.

Overatll risk

The Group's overall risk exposure is relatively moderate due to its good financial
situation and profitability. Against this backdrop, no risks can be recognized which
could jeopardize the continuing existence of the Company. On the contrary, the
Company assumes that with its current products and those products in the devel-
opment phase, it is well prepared for the future, and will achieve its strategic and
operative goals.

No events occurred after the end of the 2004 /05 financial year which were of
any significance for the assessment of the Group's risk exposure or which might
lead to a change in this assessment in the future.
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Outlock for the current financial year

Wealkker growth for global economy

We anticipate weaker growth for the world economy in the current financia! year.
In view of the ongoing high prices for crude oil, experts forecast slight growth in
giobal gross domestic product (GDP) of 2.9% in 2005. GDP is expected to grow
by 1.7% in Europe, by 0.7 % in Germany, and by 3.5% in the United States. Eco-
nomic institutes forecast varying rates of expansion for the Asian markets, which
are relevant for BERU. In Japan, GDP is expected to rise by about 1% in 2005,
while an increase of 4.8% is forecast for South Korea and a repeated extremely
strong rate of 8.5% is predicted for China.

Low growth for global automobile markets

There was no revival of worldwide automobile markets in the first quarter of 2005.
Unit sales of passenger cars in the United States were at a similar level to the
same period of last year. In Western Europe and Germany, unit sales of passenger
cars fell by 2.5% and 1.9% respectively. Of Asia’s emerging markets, only India
showed an increase. All of the other markets in this region recorded lower sales
than in the prioryear period.

In view of the incipient market revival in April, we assume that worldwide unit sales
of passenger cars will increase only moderately in 2005. Unit sales in the United
States are expected to be at the same level as in 2004, while in Western Europe
a decrease of about 1% seems likely. Experts expect unit sales to remain flat in
Germany and to increase by about 2% in France. However, strong growth is expect-
ed for the important markets of Asia and Latin America.

Undiminished diesel boom worldwide

The market share accounted for by diesel vehicles is likely to grow at an undimin-
ished rate in the next two years. The global trend towards diesel will probably be
boosted further by sharp increases in fuel prices and tax incentives favoring diesel
vehicles. On the basis of economic and industry conditions, BERU anticipates a
positive effect on its sales revenues.

In the first quarter of 2005, the proportion of cars newly registered in Western Eu-
rope with diesel engines rose to 50.2% (46.6%). This rate is set to rise to 52%
in 2005 and to 54% or 55% the year after. In Germany, diesel’'s share of new car
registrations was 44.5% in the first quarter of this year (42.2%). And the diesel
boom was not halted by the debate about fine-dust emissions. Industry experts
forecast a diesel share of about 48% of newly registered passenger cars in Ger-
many this year; in the year 2006, it should rise to 52%.

Due to the stricter emission regulations valid in the United States as of 2007, a
higher share of the market for diesel cars is also expected there. In the US, some
470,000 passenger cars were sold with diesel engines in 2004, taking market
share to 3.4%. Experts forecast that diesel's share of the car market will increase
to 7.6% in the next three years — more than double its present share.
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With regard to the Asian markets, industry experts foresee significant growth in
new diesel registrations. In Asia’s fourth-largest market for automobiles, South
Korea, 980,000 passenger cars are expected to be sold this year, which is 12%
more than in 2004. Since the beginning of the year 2005, diesel engines have
also been allowed in passenger cars. Diesel engines’ share of the entire passen-
ger-car segment is expected to rise from the current 20% to about 35% in the
year 2009. In China, diesel's share should increase from about 1% in 2005 to
4.5% in 2008.

Growth in sales revenues and earnings

We anticipate further increases in unit sales and sales revenues in the current
financial year, primarily resulting from new product startups and from ramping
up existing products in the fields of diesel cold-start technology, ignition tech-
nology and electronics and sensor technology.

The continuing trend towards diese! in Asia, Europe and the United States pro-
vides solid foundations for our ongoing growth, after BERU AG generated around
47% of its sales revenues in the field of diesel cold-start technology in the last
financial year. We see additional positive momentum in the area of ignition tech-
nology, in both the original-equipment and the aftermarket businesses. We also
foresee strong revenue growth in the area of electronics and sensor technolo-
gy. This will be based on the PTC auxiliary heating systems and our business
with high-temperature sensors. In the area of tire-pressure control systems, we
expect a significant revival of unit sales, especially at the beginning of 2006, due
to the fact that tire-pressure monitoring systems will be mandatory for 20% of
all light vehicles newly registered in the United States as of September 2005,
rising to 70% as of September 2006. We expect further stimulus in this mar-
ket from the collaboration with Lear on the development, production and distri-
bution of tire-pressure monitoring systems.

We anticipate a further increase in sales revenues in the aftermarket business.
Our goal is to further enhance BERU’s market position in Germany and other
European markets. We expect additional impetus from the Eygquem brand, which
has high customer awareness particularly in France, but also in other interna-
tional markets.

We also intend to expand our presence in the world’'s markets while optimizing
our international production and sales structures in terms of their efficiency and
economy. Wherever it is effective, we will utilize the global production and sales
network of our strategic investor, BorgWarner.

The focus of our investment in the current financial year is in the field of diesel
cold-start technology, as well as on expanding our production facilities for tire-
pressure monitoring systems and optimizing our production facilities. We plan
to make more than 50% of our total investments in Germany, including the expan-
sion of the research-and-development site in Ludwigsburg.

Assuming that the geopolitical environment remains stable and that the global
economy develops in line with forecasts, the Executive Board assumes that rev-
enues and operating profit will rise as a result of organic growth at a high single-
digit growth rate.
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A pressure icss of 0.2 bar significantly increases the risk of an acci-
dent due to tire failure — insufficient pressure is the cause of about
80 % of all tire failures.

BERU's TSS (Tire Safety System) directly measures the exact pres-
sure with the aid of senscrs inside all four tires and uses radio trans-
mission {o warn the driver via the dashbeoard if pressure is getling
gangerously low. Our system features a high degree of measuring
accuracy and reliabitity.

BERU supplies TSS to all of Germany’s leading automobile manufac-
turers and anticipates strong revenue growth from this system in the
coming years, particularly in the United States, wnere we are cooper-
ating with the Lear company. US legislaticn calls for 20% of the 16.5
to 17 million light vehicles registered annually to be fitted with direct
tire-pressure monitoring systems as of September 2005; as of Sep-
tember 2007, such systems will be mandatory for all vehicles up to
4.5 tons.
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Report by the Supervisory Board

Report by the Supervisory Board

For our task of advising the Executive Board of BERU AG and monitoring its man-
agement of the Company, the Executive Board informed us regularly, in a timely
manner and comprehensively on all of the issues relevant for the Company’s plan-
ning, business developments, the risk situation and risk management. Between
the meetings, the Supervisory Board also received written information from the

Executive Board on important matters. The Executive Board reported regularly

and comprehensively on the Company’s business policy and other fundamental

.issues of corporate management and planning, the Company's strategy, financial

development and profitability, and transactions that were of major significance
for the Company. All of the measures requiring the notification or consent of the
Supervisory Board were dealt with by the Supervisory Board within the context of
its monitoring and advisory functions, so that the Executive Board was provided
with constructive support on its corporate strategy and the resulting measures
to be taken. Individual topical issues were discussed in consultations between
the Chairman of the Executive Board and the Chairman of the Supervisory Board.

In the period under review, four scheduled meetings of the Supervisory Board
took place on June 22, 2004, September 14, 2004, December 15, 2004 and
March 17, 2005, and four special Supervisory Board meetings were held on May
5, 2004, September 9, 2004, September 23, 2004 and February 9, 2005, with
the participation of the members of the Executive Board. In the meetings of the
Supervisory Board, discussions and consultations were held on the business
development of the Group, the Company and the individual divisions, as well as
on fundamental matters such as business policy and important topical issues.
Whenever it was necessary, the Supervisory Board passed the required resolu-
tions. Whenever the rules of procedure for the Executive Board required the con-
sent of the Supervisory Board for individual management actions, the Executive
Board prepared the appropriate resolutions in written form. On the basis of these
written proposed resolutions, the Supervisory Board examined the measures in
detail, aiso by inspecting Company documents, and decided accordingly. The sub-
jects for decision included the strategic focus of BERU AG, business developments
in the individual divisions, investments, production locations, the capital market,
human resources and various acquisition plans and projects. Another subject for
discussion in the Supervisory Board meetings was the change in the shareholder
structure that took place during the reporting period and BorgWarner’s voluntary
public takeover offer of December 8, 2004.

With a resolution by way of the circulation procedure on May 25, 2004, a Human
Resources Committee was formed, which met once. With a resolution by way of
the circulation procedure on October 1, 2004, a Strategy Committee was formed
for the duration of the period of office; this committee was not convened during
the reporting period, however. No other committees of the Supervisory Board exist-
ed during the reporting period.
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Report by the Supervisory Board

In its meeting of December 15, 2004, the Supervisory Board discussed the im-
plementation of the guidelines of the German Corporate Governance Code. This
led to a number of changes in the rules of procedure of the Supervisory Board
and of the Executive Board. In the same meeting, the declaration of compliance
pursuant to Section 161 of the German Stock Corporation Law was renewed. The
recommendations of the German Corporate Governance Code are fulfilled with a
few exceptions. Also in the meeting of December 15, 2004, the Supervisory Board
examined the efficiency of its activities with the use of a checklist.

After the end of the reporting period, in May 2005, the Executive Board and the
Supervisory Board issued a new declaration of compliance pursuant to Section
161 of the German Stock Corporation Law, which extends BERU's compliance with
the German Corporate Governance Code. The current declaration of compliance is
included in the Annual Report in the section on Corporate Governance on page
65, and has also been made permanently accessible to the shareholders on the
Company's website.

The accounts, the annual financial statements, the consolidated annual statements
and the management report for the Company and the Group were audited by Bay-
erische Treuhandgesellschaft Aktiengesellschaft Wirtschaftspriifungsgesellschaft
Steuerberatungsgeselischaft of Munich, the company of auditors elected by the
Annual Shareholders' Meeting to carry out the independent audit. The auditors
subsequently issued an unqualified auditors’ report. In its meeting of June 22,
2005, the Supervisory Board approved the results of this audit following an in-
spection of the auditors’ report. After the final results of the Supervisory Board's
own examination, there are no objections to be raised against the annual finan-
cial statements, the consolidated financial statements, the Company manage-
ment report and the Group management report, nor against the Executive Board's
proposal on the appropriation of the accumulated distributable earnings. The Super-
visory Board adopted the annual financial statements prepared by the Executive
Board and approved the consolidated financial statements; it also adopted the
Executive Board's proposal on the appropriation of earnings. The Supervisory
Board of BERU AG has been provided with a statement of independence by the
external auditors in accordance with Clause 7.2.1 of the German Corporate Gov-
ernance Code.

The Supervisory Board reviewed the dependent-company report prepared by
the Executive Board. The independent auditors’ statement of opinion is worded
as follows:

“In accordance with our dutiful audit and assessment, we confirm that the actual
statements contained in the report are correct, and that with the transactions list-
ed in the report the payment of the Company was not unreasonably high or any
disadvantages were compensated, and that in connection with the actions listed
in the report, there are no circumstances indi