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HEAD N.V. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31,

2003

2004

(unaudited)

(in thousands, except share data)

ASSETS:
Cash and cash equivalents.........c.c.cooveeieinieininn e, $ 41,312 % 59,600
RESIICtEd CASN..ueiiiiiiieeciee et et e 2,842 6,418
Accounts receivable, net of allowance for doubtful accounts of
$15,822 and $16,591..ceiiiiii e e s 195,998 211,400
INVENTOTIES, NMEL..ciciiiiiiciii ettt reae s e rre et e e eenes 78,644 91,884
Assets held for Sale........c.oiviviiiieiie et 2,556 2,155
Prepaid expense and other current assets........ocoeeeeeeiciciciiinciiineine, 17,764 24,194
TOtal CUITENT ASSELS. .. .eiiiiiiririiririieerieeetiesrreeere e s teeere e vt aese e esceeaananase e o 339,116 395,653
Marketable SECUIITIES. ... ..oovviiiieie ettt e ettt eneeees 2,826 2,950
Property, plant and equipment, net............ccceeivvniriiininiinincceeen 76,694 85,064
INtANGIDIE BSSELS....cveviriiritiieteirite et e e e 16,536 16,536
GOOAWILL....ovi ettt se et b e eae s anenenee 3,700 3,700
Deferred INCOME tAXES. ...iovueeiiiiirieereeeiir e sie e cvesreesrresseeriteessasssna 92,060 78,912
Other NON-CUITENT ASSEIS.......cciiiiiriieeereiecieerierierererreeerbeseeeesraeeseessneesraeennee: 6,653 4,705
TOLAL ASSEES....vvevieiericeieeeeeteeeeee e sr et etb et eeeeereere bbb easessntnneeeearaaes $ 537,586 $ 587,520
LIABILITIES AND STOCKHOLDERS' EQUITY:
AcCCOUNLS PAYADIE......iiitiiiiiiieeree e 3 39,468 § 40,660
Accrued expenses and other current liabilities............cocoooiinn, 51,892 59,417
ShoTt-term BOTTOWINGS...c..eouirieir ittt et sen e 37,490 39,883
Current portion of long-term debt..........cccoviviiiierccciiicec 3,392 3,305
Total current Habilities........covieeeeoereree e e 132,241 143,264
Long-term debt........covoieiiieciriniiiii e 143,951 199,520
Other long-term liabilities.............ccovirimnii e 19,669 27,785
Total HHabIIItIES. oo oveviveiiei ettt cb et e et eneeee 295,861 370,569
MINOTIEY INEEIESL.ccviieriteriiiriieeees sttt eeeee et sresae s stre e e st s ereeseneebnesaeeeanes 9 9
Commitments and contingencies (Note 17)
Stockholders' Equity:
Ordinary shares: EUR 0.20 par value; 39,820,677 shares issued............... 7,067 7,067
Additional paid in capital.....c.ccooieinin 137,909 143,807
Treasury stock at cost: 2,421,235 and 3,600,775 shares........c.cccoeeueenenn. (5,485) (10,766)
Retained €arnings.........cccooooociiiniiiiiiie 53,084 16,149
Accumulated other comprehensive iNCOME.........vvvvveriorierieneeceireniene. 49,142 60,686
Total stockholders' EqQUItY........ccoeeveeiiiiriiiiir e 241,716 216,942
Total liabilities and stockholders' eqUity......cccooviveiriiencrerninnineenne $ 537,586 $ 587,520

The accompanying notes are an integral part of the consolidated financial statements
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HEAD N.V. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Product reVENUES. ..o iceii et
LiCenSiNg TEVEMUES. ....e.coveuieitieiiireiierit ettt s
Other revenues (SE€ NOE 2)......cocvvveveriiieeirie et ee et es e ereens

TOtAl TEVEIUES. .....ooeeeeeeeeeee e e tee et eeae e s s aesenen s
St OF SALES...eieiieeeee ettt ettt e st s e s s aneaas

GrO8S Profit.......cooiiiiiii e
Selling and marketing eXpense.........ccccvverreererreeineeresincereenereniereneneenn

General and administrative expense (excluding non-cash

COMPENSAtION EXPENSE)...vieeererereeeeriireeererietesesrerrseseeseeeseeseeeseatesees
Non-cash COMPENSAtioN EXPEIISE. .......curumeruerierererrrreiercorrieesessseansrareses
Gain on sale of property (see NOte 25)....ccccouiviireiineeeiereee e
Restructuring costs (INOE 25).....ccecvvierieierreirinieine e seeeeesesieneneene
OPerating iMCOME. ....ooeiouieiieeiieceie ettt eee e veesae e aaebeerens
INETESt EXPEMSE.....ovvviriiieereeecie et
INTETEST INCOMIE. ... vveveerieisieterecenr e st e
Foreign eXchange loSS..........voeoieereinireetiiinr e siesneens
Other income (EXPENSe), MEt....c.c.oeviiriiieriiiiere et
Income (loss) from operations before income taxes..........cocevvevveerinnn

Income tax benefit (expense):

INCOME taX EXPENSE...ccveeviieiiiiieiiete ettt reeee
N L 085ttt et e e ettt ee e et e et e e sab e e s e srb e s reeearas

Eamings per share-basic

NEE 108 ettt reee e s e e e eeree s s e s e s aaons

Earnings per share-diluted

N LSSttt et et e et ete e e e e et er e s b et e sesneassbeneseeeeens

Weighted average shares outstanding
Basic
Diluted

The accompanying notes are an integral part of the consolidated financial statements,
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For the Years Ended December 31,

2002

2003

2004

(unaudited)

(in thousands, except share data)

379,089 $ 421,507 $ 466,701
8,398 9,701 11,059
1,246 1,394 1,326

388,732 432,602 479,085

233,402 266,023 294,360

155,330 166,580 184,725

103,865 118,465 130,582

32,524 38,847 41,883
1,632 654 555
(443) - (5,650)

- 8,368 2,347

17,753 245 15,008

(11,677) (13,999) (25,699)

940 1,050 2,121
(7,387) (1,103) (606)
387 (18) (97)

15 (13,825) (9,274)

(2,410) (2,278) (2,504)
(220) 1,446 (25,156)

(2,630) (832) (27,661)

(2,615) $ (14,657 $ (36,935)
(0.07) (0.40) (1.02)
(0.07) (0.40) (1.02)

37,356 36,285 36,198

37,356 36,285 36,198




CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

HEAD N.V. AND SUBSIDIARIES

Balance at December 31,2001 .........ccoooeeiieee

Dividend paid......c.cc.cocoiieiiiiicce e,
Stock-based compensation.............cccocoooriereriieecn,
Purchase of treasury stock (Note 19)
Repurchase of shares from exercised options........
Proceeds from executed option.............ccccocveen e
NEt 0SS, e
Other comprehensive income:
Unrealized losses on marketable
securities, (net of tax of $65)..................
Unrealized gain on derivatives instruments
(netoftax of $54) ..o
Reclassification adjustment for derivative
gains recorded in net loss
(net of tax of $506).......ccooiiviiii e
Foreign currency translation adjustment....
Comprehensive iNCOME..........ccovviverriereniinnn,

Balance at December 31, 2002

Stock-based compensation...............cccoocereiiionenne
Purchase of treasury stock (see Note 19)...............
Proceeds from executed option............cccoveeeen,
NEEIOSS o ioviiierreiieerie et e b
Other comprehensive income:
Unrealized losses on marketable
securities, (net of tax of $16)..........coovviviiinene
Unrealized gain on derivatives instruments
(net of tax of $558)..ccoieiiiciee e
Reclassification adjustment for derivative
gains recorded in net loss
(net of tax 0f $295).....ccooiiiii e
Foreign currency translation adjustment...........
Comprehensive inCOME. ..........cooooovircerricnirnnenn

Balance at December 31,2003...........c..cccoceeiiin

Stock-based compensation...............cccooceevnironneennne
Changes of treasury stock as consequence of
consolidation of Stichting Head Option Plan.........
Proceeds from executed option (see Note 19)........
NELOSS. ..o s
Other comprehensive income:

Unrealized gain on marketable

securities, (net of tax of $24)........cocooooiieeee.

Unrealized gain on derivatives instruments

(net of tax of $120)......ccooivviiiiici e

Reclassification adjustment for derivative

gains recorded in net loss

(net of tax of $195).... oo

Foreign currency translation adjustment...........
Comprehensive J0SS.......ccoooiviio e
Balance at December 31, 2004 (unaudited)...........

Accumulated
Additional Other Total
Ordinary Shares Paid-in Treasury Retained Comprehensive  Stockholders'
Shares Amount Capital Stock Earnings Income Equity
(in thousands, except share data)
37,779,377 § 7,067 $ 135,435 $ -§ 75,590 § (5,732) § 212,359
-- -- - -- (5,233) - (5,233)
-- 1,632 - - -- 1,632
- - (3,046) - - (3,046)
-- - 167 (1,288) - -- (1,121)
11,212 -- 3 -- -- -- 3
- - -- -- (2,615) -- (2,615)
-- - -- -- - (138) (138)
-- -~ - - - 640 640
- - - - -- (1,488) (1,488)
- - -- -- -- 28,832 28,832
- -- -- -- -- 25,231
36,543,539 7,067 137,237 (4,334) 67,741 22,114 229,824
-- -- 654 -- -- -- 654
(577,775) - - (1,151) - - (1,151)
56,790 - 17 - - - 17
-- -- - - (14,657) -- (14,657)
- - - - -- (33) (33)
- -- - -- -- 1,083 1,083
- - -- -- -- (572) (572)
- - -- -- -- 26,550 26,550
. - - -- - -- 12,370
36,022,554 7,067 137,909 (5,485) 53,084 49,142 241,716
-- -- 555 -- - -- 555
-- - 6,729 (6,729) -- - 0
197,348 - (1,385) 1,448 - - 63
- - - -- (36,935) -- (36,935)
- - -- -- -- 98 98
- - -- -- -- 360 360
- - - - -- (585) (585)
- - - - -- 11,671 11,671
- - -- -- -- (25,390)
36,219,902 § 7,067 8 143,807 $ (10,766) $ 16,149 § 60,686 5 216,942

The accompanying notes are an integral part of the consolidated financial statements.
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HEAD N.V. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:
L LSS .ottt ettt

Adjustments to reconcile net income
to net cash provided by operating activities:

Depreciation and amortization...............cccceovoveonrunsionnc e,
Amortization of debt issuance cost and bond discount..
Impairment (see Note 25). ..o
Provision (release) for leaving indemnity

and pension benefits.........o.cooveiviii s
Restructuring costs (NOte 25)........ccovviceeriininorniiienccee e
(Gain) loss on sale of property, plant and equipment.....................
Non cash compensation EXpense............cc.oceevirieiienrsonrecennnns
Deferred tax (benefit) eXpense.......o.cocvrviveeieeniieces i

Changes in operating assets and liabilities:
Accounts receivable

INVEIIOTIES ... e e et st et
Prepaid expense and other assets.............ccooeovveriiirevercvens s
Accounts payable, accrued expenses and other liabilities...............

Net cash provided by operating activities.........c.c..cccoooeviiviirivrierninnn.
INVESTING ACTIVITIES:
Purchase of property, plant and equipment................ccocoverinnee
Proceeds from sale of property, plant and equipment.....................
Purchases of marketable securities.............ccooo oo
Maturities of marketable securities.

Net cash used for investing activities...........c.cocevrcrvriieiniisecenenans
FINANCING ACTIVITIES:

Change in short-term borrowings, net...........ccocoovvievioeveereinnns
Proceeds from long-term debt, net of discount.................cocccrvrnns.
Debt ISSUANCE COSL.......viuiiiiiciiie e
Payments on long-term debt............ccococooiviiiiii
Purchase of treasury StOCK.........oovvorercnicninren v rcenans
Payments to repurchase shares from exercised options......

Proceeds from exercised Options.........cccoveeerinrcccenininicieenns
Dividend paid...........ccooeirrivniiiei e e
Change in restricted cash................c..ocovioiiiiiei e

Net cash provided by (used for) financing activities.............

Effect of exchange rate changes on cash and cash equivalents.............
Net increase in cash and cash equivalents.....................c.ocooeveeeennn.
Cash and cash equivalents at beginning of period..................ccccoooo..
Cash and cash equivalents at end of period.................c...ooevivvierionnnn.

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash patd for INTEIES........coooviiieiiiri i,
Cash paid for income taxes

The accompanying notes are an integral part of the consolidated financial statements.
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For the Years Ended December 31,

2002 2003 2004
(unaudited)
(in thousands)
(2,615) $ (14,657) $ (36,935)
15,946 19,239 19,261
1,092 1,232 3,570
- 2,625 --
883 (348) 444
- 4,800 (4,882)
(774) 85 (5471)
1,632 654 555
220 (1,446) 25,156
2,657 (12,058) (2,437)
9,101 13,755 (5,231)
1,494 3,071 1,604
(6,356) 390 12,154
23,279 17,342 7,789
(20,746) (16,914) (23,175)
2,105 258 7,907
(164) 39 (13,663)
-- 141 169
(18,804) (16,554) (28,762)
(2,853) 1,419 31,271
16,592 1,656 164,005
- - (1,749)
(4,340) (1,249) (91,629)
(3,046) (1,151) -
1,121 - -
3 17 63
(5,233) - -
- (2,699) (2,982)
2 (2,007) 36,437
10,994 4,932 2,824
15,470 3,714 18,288
22,128 37,598 41,312
37,598 §$ 41,312 § 59,600
10,736 $ 12,597 § 16,760
1,747 $ 1,340 § 2,802



HEAD N.V. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Note 1 - Business

Head N.V. ("Head" or the "Company") was incorporated in Rotterdam, Netherlands, on August 24, 1998. With
effect from this date, Head Holding Unternehmensbeteiligung GmbH (“Head Holding”) merged with a wholly
owned subsidiary of the Company in a transaction treated as a merger of entities under common control and
accounted for on an “as if pooling” basis.

Head conducts business in Europe (primarily in Austria, Italy, Germany, France, Switzerland, the Netherlands and
the United Kingdom), North America, and Asia (primarily Japan).

Note 2 - Summary of Significant Accounting Policies

A summary of significant accounting policies used in the preparation of the accompanying consolidated financial
statements is as follows:

Basis of Presentation

The Company and its subsidiaries maintain their accounting records in accordance with their local regulations and
have made certain adjustments to these records to present the accompanying financial statements in conformity with
accounting principles generally accepted in the United States of America. In addition, the Company publishes its
statutory financial statements in accordance with Dutch corporate regulations.

Principles of Consolidation

The consolidated financial statements of Head include the accounts of all majority-owned subsidiaries and entities
over which the Company has financial and operating control and variable interest entities in which the Company has
determined it is the primary beneficiary. All intercompany transactions and balances have been eliminated in
consolidation.

Cash and Cash Equivalents

Cash and cash equivalents comprise of cash and short-term, highly liquid investments with an original maturity of
three months or less.

Restricted Cash

Restricted cash comprises of deposits pledged as collateral on outstanding lines of credit. The amounts are
collateralized with one financial institution and earn interest while in deposit.

Inventories
Inventories are stated at the lower of cost or market with cost being determined on a first-in first-out basis (FIFO).
Marketable Securities

Debt securities that the Company has the positive intent and ability to hold to maturity are classified as held-to-
maturity and reported at amortized cost. Debt and equity securities held principally for selling in the near term are
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HEAD N.V. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

classified as trading and reported at fair value, with unrealized gains and losses included in earnings. Debt and equity
securities not classified as either held-to-maturity or trading are classified as available-for-sale and are reported at
fair value, with unrealized gains and losses reported in other comprehensive income.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Additions and improvements that extend the useful lives of the
plant and equipment and replacements, major renewals, and betterments are capitalized. The cost of maintenance,
repair and minor renewals are expensed as incurred. When plant and equipment is retired or otherwise disposed, the
cost and related accumulated depreciation are removed from the related accounts, and any gain or loss on disposition
is recognized in earnings. Depreciation is calculated using the straight-line method over the estimated useful lives of
the assets. The Company’s buildings are depreciated over a period of 10-48 years and machinery and equipment is
depreciated over a period of 2-20 years.

Impairment

The Company accounts for impairments in accordance with the Statement of Financial Accounting Standards
(“SFAS™) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”). The
Company reviews for impairment whenever events or changes in circumstances indicate that the carrying amount of
the long-lived asset may not be recoverable. If the fair value is less than the carrying amount of the asset, a loss is
recognized in the consolidated statements of operations for the difference. The Company’s review involves
comparing current and future cash flows to the carrying value of the assets. Long-lived assets to be disposed of, if
any, are reported at the lower of their carrying amount or fair value less cost to sell. The Company recorded an
impairment charge of zero, $2.6 million and zero, for the years ended December 31, 2002, 2003, and 2004,
respectively.

Goodwill and Other Intangible Assets

Effective January 1, 2002, the Company adopted SFAS 142, “Goodwill and Other Intangible Assets” (“SFAS 142”).
SFAS 142 requires that goodwill and intangible assets with an indefinite life are no longer amortized, but instead are
tested for impairment at least annually (fourth quarter), or more frequently if events and changes in circumstances
indicate that the carrying value may not be recoverable. SFAS 142 prescribes a two-phase process for impairment
testing of goodwill. First, each reporting unit’s (which generally represents one level below an operating segment)
carrying value is compared to its fair value to determine if an impairment exists. Second, where the reporting unit’s
carrying value exceeds its fair value, an impairment loss is recognized to the extent that the goodwill carrying value
exceeds the reporting unit’s implied goodwill, which is calculated as the difference between the reporting unit’s fair
value and the fair value of the reporting unit’s recognized and unrecognized assets and liabilities. The impairment
test for indefinite-lived intangible assets requires that an impairment loss be recognized equal to the excess of its
carrying value over its fair value. The Company has goodwill and identified intangible assets comprising of
trademarks with an indefinite life. For the years ended December 31, 2002, 2003 and 2004, no impairment charges
were recognized for goodwill or indefinite lived intangible assets.

Revenue Recognition

The Company recognizes revenue when persuasive evidence of a sale arrangement exists, delivery has occurred, the
sales price is fixed and determinable, and collectibility is reasonably assured. These criteria are generally met when
finished products are shipped to the customers and both title and the risks and rewards of ownership are transferred,
or services have been rendered and accepted.



HEAD N.V. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Revenues from licensing agreements are recognized over the license term for the fixed license revenue portion and
based on underlying customer sales once minimum contractual sales volumes are met for the variable license revenue
portion.

Provisions are recorded for estimated product returns at the time revenues are recognized.

Payment terms differ depending on the customer (large distributors, small shops), product line (winter sports is a
very seasonal business, as are racquet sports and diving, though to a lesser extent than winter sports), country
(payment terms vary in accordance with local practices throughout the world) and past experiences with customers.
It is our normal procedure to agree terms of transactions, including payment terms (60 to 180 days), with customers
in advance.

Shipping and handling costs

The Company classifies all amounts billed to customers for shipping and handling as other revenue and all shipping
and handling costs as selling and marketing expense in the consolidated statement of operations. For the years ended
December 31, 2002, 2003, and 2004, the Company incurred shipping and handling costs of $9.6 million, $10.5
million, and $12.3 million, respectively.

Translation of Foreign Currency

Finished goods sales to customers in Austria, Italy, Germany, Japan, France, Switzerland, Canada, Spain,
Netherlands, United Kingdom and the United States of America are generally billed in local currency. The local
currency is the functional currency of the subsidiaries in these countries. Foreign currency (functional currency)
assets and liabilities are translated into U.S. dollars (the reporting currency) at the exchange rate on the balance sheet
date, with resulting translation adjustments recorded in other comprehensive income. Revenues and expenses are
translated at average rates prevailing during the year. Foreign exchange gains and losses arising from transactions
denominated in a currency other than the functional currency are included in income. The effect of exchange rate
changes on intercompany transactions of a long-term investment nature are included in other comprehensive income.
Head N.V. has a functional currency of the Euro.

Financial Instruments

On January 1, 2001, the Company adopted Statement of Financial Accounting Standards No. 133, “Accounting for
Derivative Instruments and Hedging Activities, as amended” (“SFAS 133”). SFAS 133 requires that the Company
record all derivatives on the balance sheet at fair value. The Company uses derivative instruments, specifically
foreign exchange forwards and option contracts, to hedge the foreign exchange risk related to its forecasted and
firmly committed foreign currency denominated cash flows. On the date on which a derivative contract is transacted,
the Company designates the derivative as a hedging instrument as either a fair value hedge or a cash flow hedge.
Changes in derivative fair values that are designated, effective and qualify as fair value hedges are recognized in
earnings as offsets to the related earnings effects of changes in fair value of related hedged assets, liabilities and firm
commitments attributable to the hedged risk. Changes in derivative fair values that are designated, effective and
qualify as cash flow hedges will be deferred and recorded as a component of accumulated other comprehensive
income (AOCI) until the hedged transactions affect earnings, at which time the deferred gains and losses on the
derivative designated as cash flow hedges are recognized in earnings, and classified in accordance with the
classification of the hedged item. The Company excludes the time value component of the derivatives’ change in fair
value from the assessment of hedge effectiveness. The Company enters into hedging relationships to limit the foreign
exchange rate risk for periods generally not to exceed one year. The Company does not utilize financial instruments
for trading or speculative purposes.
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HEAD N.V. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Research and Development Costs

Research and development costs are expensed as incurred and are reflected in costs of sales in the statements of
operations. The Company incurred research and development expense in the amount of $11.0 million, $13.6 million
and $15.5 million for the years ended December 31, 2002, 2003 and 2004, respectively.

Advertising Costs

Advertising costs are expensed as incurred and are reflected in selling and marketing expense in the consolidated
statements of operations. The Company incurred advertising costs of $32.8 million, $36.9 million and $39.4 million
for the years ended December 31, 2002, 2003 and 2004, respectively.

Stock-Based Compensation

The company accounts for its stock option plan using the fair value method in accordance with SFAS 123,
“Accounting for Stock-Based Compensation” (“SFAS 123”). Under the fair value recognition provisions of SFAS
123, stock-based compensation cost is measured at the grant date based on the fair value of the award and is
recognized as expense over the vesting period. Determining the fair value of stock-based awards at the grant date
requires judgment, including estimating the expected term of stock options, the expected volatility of our stock,
expected dividends, and risk-free interest rates.

Debt Issuance Costs

Debt issuance costs are capitalized and amortized over the term of the debt using the effective interest rate method.

Pension and postretirement benefits

The Company accounts for the costs of pension plans and postretirement benefits in accordance with SFAS 87,
“Employers’ Accounting for Pensions” (“SFAS 87”) and SFAS 106, “Employers’ Accounting for Postretirement
Benefits Other than Pensions” (“SFAS 106”), respectively.

Fair Value Disclosure

The carrying value of the Company’s financial instruments approximates fair value at December 31, 2003 and 2004.
The carrying amounts reported in the consolidated balance sheet for cash and cash equivalents, accounts receivable,
accounts payable, accrued expenses and short-term borrowings approximate fair value due to the short maturity of
these instruments and the floating interest rates of the short-term borrowings. The carrying amounts of marketable
securities are equal to fair value based on quoted market prices at December 31, 2003 and 2004 (see Note 7).

The carrying value of the Company’s senior notes and other long-term debt approximates fair value based on current
rates offered and quoted market price of debt with similar terms.

Income Taxes

The Company utilizes the liability method of accounting for deferred income taxes whereby deferred tax assets and
liabilities are recognized to reflect the future tax consequences attributable to temporary differences between the
financial reporting bases of existing assets and liabilities and their respective tax bases. With the exception of Head
Holding Unternehmensbeteiligung GmbH, all of the Company’s Austrian subsidiaries are included in a consolidated
Austrian federal income tax return. Separate provisions for income taxes have been prepared for the Company’s
other subsidiaries. Deferred taxes are calculated by using the prevailing tax rates.
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The Company provides a valuation allowance for deferred tax assets for which it does not consider realization of
such assets to be more likely than not.

Computation of Net Loss per Share

Net loss per share is computed under SFAS 128, “Earnings per Share” (“SFAS 128”). Basic net loss per share is
computed by dividing the net loss for the period by the weighted average number of ordinary shares outstanding
during the period. Shares held by The Stichting Head Option Plan (“Stichting”) are not treated as outstanding for
purposes of the loss per share calculation until the related option has been exercised. Diluted net loss per share is
computed by dividing the net loss for the period by the weighted average number of ordinary shares and potential
ordinary shares outstanding during the period. Potential ordinary shares are composed of incremental shares issuable
upon the exercise of share options, and are included in diluted net loss per share to the extent such shares are
dilutive.

For the years ended December 31, 2002, 2003, and 2004, the weighted average shares outstanding included in basic
net loss per share is 37,356,353 shares, 36,285,142 shares, and 36,198,980 shares, respectively. For the years ended
December 31, 2002, 2003 and 2004, the number of options that were outstanding but not included in the
computation of diluted net loss per share because their exercise price was greater than the average market price,
therefore anti-dilutive was 1,789,490 options, 1,347,773 options, and 1,278,201 options, respectively.

Comprehensive income (loss)

Comprehensive income (loss) encompasses net income and changes in the components of accumulated other
comprehensive income not reflected in the Company's consolidated statements of operations during the periods
presented.

Concentration of business risk

Financial instruments which potentially subject the Company to significant concentrations of credit risk consist
primarily of cash and cash equivalents, restricted cash, marketable securities and accounts receivable. The Company
places cash with high quality financial institutions. The Company’s customers are concentrated in the retail industry
however, concentrations of credit risk with respect to trade accounts receivable are limited due to the large number
of customers and their dispersion across many geographic areas. The Company generally performs credit reviews
and sometimes obtains credit insurance before extending credit.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. The most significant of these estimates are
impairments, allowances for doubtful accounts, product warranties and returns, inventory obsolescence and valuation
allowances on deferred tax assets. On an ongoing basis, management reviews its estimates based upon currently
available information. Actual results could differ from those estimates.

Reclassifications

Certain amounts in the prior year consolidated financial statements have been reclassified to be consistent with the
current year’s presentation.

F-9



HEAD N.V. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standard Board (“FASB”) issued a revised SFAS No. 123(R), “Share-
Based Payment - an Amendment of FASB Statements No. 123 and 95” (“SFAS 123(R)”). SFAS 123(R) establishes
standards for the accounting for transactions in which an entity exchanges its equity instruments for goods or
services or incurs liabilities in exchange for goods or services that are based on the fair value of the entity’s equity
instruments, focusing primarily on accounting for transactions in which an entity obtains employee services in share-
based payment transactions. SFAS 123(R) requires entities to measure the cost of employee services received in
exchange for an award of equity instruments based on the grant-date fair value of the award (with limited exceptions)
and recognize the cost over the period during which an employee is required to provide service in exchange for the
award. The Company is required to adopt SFAS 123(R) effective July 1, 2005 and is currently in the process of
evaluating the impact of SFAS 123(R).

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Non monetary Assets — An Amendment of APB
Opinion No. 297 (“SFAS 153”) which eliminates the exception for non monetary exchanges of similar productive
assets and replaces it with a general exception for exchanges of non monetary assets that do not have commercial
substance. The Company is required to adopt SFAS 153 for non monetary asset exchanges occurring in the first
quarter of 2006. The Company is currently in the process of evaluating the impact of SFAS 153.

In November 2004, FASB issued SFAS No. 151, “Inventory Costs — an amendment of ARB No. 43, Chapter 4”
(“SFAS 1517). This Statement amends the guidance in ARB No. 43, Chapter 4, “Inventory Pricing,” to clarify the
accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage).
This Statement requires that those items be recognized as current-period charges regardless of whether they meet the
criterion of abnormal. In addition, this Statement requires that allocation of fixed production overheads to the costs
of conversion be based on the normal capacity of the production facilities. The provisions of this Statement shall be
effective for inventory costs incurred during fiscal years beginning after June 15, 2005. The Company is currently in
the process of evaluating the impact of SFAS 151.

In December 2003, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 132 (revised 2003),
“Employers’ Disclosures about Pensions and Other Postretirement Benefits” (“SFAS 132(R)”). The provisions of
that Statement do not change the measurement and recognition provisions of SFAS No. 87, “Employers’ Accounting
for Pensions,” SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension
Plans and for Termination Benefits,” and SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other
Than Pensions.” SFAS 132(R) replaces SFAS No. 132, “Employers’ Disclosures about Pensions and Other
Postretirement Benefits,” and requires additional disclosures pertaining to plan assets, benefit obligations, key
assumptions, and the measurement date. This standard is effective for domestic plans for the reporting period ending
after December 15, 2003 (and June 15, 2004 for disclosure of estimated future benefit payments) and for foreign
plans and non-public entities for interim periods ending after December 15, 2003 and for years ending after June 15,
2004. The Company has adopted this standard and has provided the required disclosures.

In January 2003, the FASB issued FASB Interpretation No. 46 (FIN 46) "Consolidation of Variable Interest Entities,
an interpretation of ARB 51". In December 2003, the FASB issued FIN 46R, “Consolidation of Variable Interest
Entities,” which amended FIN 46. FIN 46R was effective immediately for arrangements entered into after January
31, 2003, and became effective January 1, 2004 for all arrangements entered into before February 1, 2003. FIN 46R
requires existing unconsolidated variable interest entities (“VIEs™) to be consolidated by their primary beneficiary.
The primary beneficiary of a VIE is a party that absorbs a majority of the entity’s expected losses or receives a
majority of its expected residual returns, or both, as a result of holding variable interests, which are the ownership
interests, contractual interests, or other pecuniary interests in an entity that changes with changes in the fair value of
the entity’s net assets excluding variable interests. Prior to FIN 46R, the Company included an entity in its
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consolidated financial statements only if it controlled the entity through voting rights. The adoption of FIN 46 and
FIN 46R did not have a material impact on our financial position or result of operations.

In November 2002, the Emerging Issues Task Force (“EITF”) reached a consensus on EITF Issue No. 00-21,
“Revenue Arrangements with Multiple Deliverables” (“EITF 00-217). EITF 00-21 provides guidance on how to
account for arrangements that involve the delivery or performance of multiple products, services and/or rights to use
assets. The provisions of EITF 00-21 apply to revenue arrangements entered into in fiscal periods beginning after
June 15, 2003. The adoption of EITF 00-21 did not have a material impact on the Company’s consolidated financial
statements.

Note 3 — Accounts Receivable

Accounts receivable consist of the following (in thousands):

December 31,

2003 2004
Trade QebBtOrS. . ccviiii ittt rrr e sab e e e entreen $ 198,110 § 215,588
Other TECEIVADIES.......c.eccecriiiiceie ettt et ns et ene 13,710 12,404
Allowance for doubtful 2CCOUNLS....c...ooviiiicoiiniieii e (15,822) (16,591)
Accounts receivable, NEt...........c.oooeiiiiiiiiieie e, $ 195,998 § 211,400

Note 4 — Inventories

Inventories consist of the following (in thousands):

December 31,

2003 2004
Raw materials and SUPPlEs........c.covrvrveuieiiieieiinnrreen et $ 21,545 % 25,296
WOTK IN PTOCESS . ..ceeiieitirieteei e ctesie et sea s et e et sbas e e enr e te e b seaneeesasbeseeennans 9,388 11,187
Finished OOAS. . ..ccovviieiie ettt ettt 63,865 73,354
PIOVISIONS. ...cc vt ticieiiiiniieceieceeiiaraeeeeiesessaresesesessasasassssasassnsssesencasseasasasssassnsssana: (16,154) (17,953)

Total INVENLOTIES, TMEL........ccviieeiii e eeeie s e err e e e eiae e e eate s etb e eeeense e seneas $ 78,644 $ 91,884

Note 5 — Assets Held for Sale

During December of 2003, the Company transferred all of its manufacturing operations in Tallinn, Estonia, which
manufacture ski boots and certain diving products, to a recently purchased plant in Litovel in the Czech Republic.
As of December 31, 2003 the Company had the intention to sell its property in Estonia therefore the Company
reclassified the $2.6 million facility as held for sale in accordance with SFAS 144. In October 2004, the Company
entered into a lease agreement for this property therefore reclassified the $2.6 million asset from held for sale to
property, plant and equipment. Additionally, the Company recorded an additional $0.1 million of depreciation
expense on this facility which would have been recognized had the asset been continuously classified as held for use.
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During 2004, the Company made the decision to sell its distribution warehouse in Italy. In accordance with SFAS

144, this asset, with a net book value of $2.2 million has been reclassified as held for sale and the Company ceased
depreciation on this plant.

Note 6— Prepaid Expenses and Other Current Assets
Prepaid expenses and other current assets consist of the following (in thousands):

December 31,

2003 2004
Marketable Securities, ShOrt-term.........cccovovviieeiieiiiieee e, $ 323 % 14,556
Deferred tax assets, CUITENL........covecuvvceieienrcereiete et et ess e 11,262 4,280
Patents and royalties...........ccocoorriiiiciiic e 2,804 2,351
AAVEITISINEZ. ..ottt 899 1,043
OHNET .ottt sttt e e 2,476 1,965
Total prepaid expenses and other current assets ....................cc........ $ 17,764 § 24,194

Note 7 - Marketable Securities

Marketable securities consist of the following (in thousands):

December 31,

2003 2004
Available-for-Sale
Austrian government debt SECUTIEIES .......eeureiirieeiie et § 137  § -
Corporate debt SECUITHIES ........oveeceierieire ettt se et ae et s sres s sensanes 410 432
CaSh BOMIAS. oo et e et -- 13,772
OMhET SECUTILIES .....evcevinteriiciiieseetenies s s st sttt et b et s et s e re e saeeeeretens 2,602 3,302
Total Marketable securities available-for-sale .........cc..oc.ooevveeviiiioiecvei e, 3,149 17,506
Less: ShoTt-term POItION. .....coviviiieierecereiiit ettt caes (323) (14,556)
Total Long-term marketable SECUTIES. ... ....covevreeuiiviriecrcenec e $ 2,826 § 2,950

F-12



HEAD N.V. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

The following table is a summary of the Company’s investments’ gross unrealized losses and fair value, aggregated
by investment category and length of time that individually securities have been in a unrealized loss position, at
December 31, 2004.

Less Than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Other securities......cccoeevvevveennne. -- -- 1,180 (102) 1,180 (102)
Total temporarily
impaired securities................ $ -$ - 3 1,180 $ (102) $ 1,180 $ (102)

Maturities of debt securities are as follows (in thousands):

2004
Mature Within 1 YEAT.....cococoiiiiiciiiieiiecri ettt e $ 432
Mature between one year and fiVe YEars....ccoiovviiviriiiecceniereee et sare e e -
Mature between five years and teN YEArs .......ocoovevvevviiicoeeeeeieecee e -
Mature after ten YEAIS ........o.cioiriiee ettt e --
Total Marketable SECUTTHES. .........iviveeeeeeiiiieee ettt $ 432

Marketable securities with a maturity of less than one year are included in prepaid expenses and other current assets
in the accompanying consolidated balance sheets.

Note 8 — Property, Plant and Equipment

Property, plant and equipment consist of the following (in thousands):

December 31,

2003 2004
LANd ..ottt e 3 4,490 $ 4,576
BUilAINgs. ...ccoveioverieciiierieiece ettt e 36,214 33,021
Machinery and equUIpment..........c.ccoovrvrercecerreenieneereseee e s 164,013 185,599
204,718 223,195
Less: Accumulated depreciation ..........oovevvieieevivirnienercenneeene s (128,024) (138,130)
Total Property, plant and equipment, net.............c.coceveenvccreennes $ 76,694 3 85,064

For the year ended December 31, 2002, 2003, and 2004, the Company recorded depreciation expense of $15.9
million, $19.2 million, and $19.3 million, respectively.

Our total proceeds on the sale of property and equipment were $2.1 million, $0.3 million and $7.9 million resulting

in gains of $0.8 million, a loss of $0.1 million and a gain $5.5 million for the years ended December 31, 2002, 2003
and 2004, respectively. As of December 31, 2002 and 2004, $0.4 mullion and $5.7 million of these gains (losses) are
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shown separately as those gains refering to operating activities. All other gains (losses) are included in other income
(expense), net in the accompanying consolidated statements of operations.

Note 9 — Goodwill and Intangible Assets

Effective January 1, 2002, the Company adopted SFAS 142. Upon adoption of SFAS 142 the Company ceased
amortization of purchased goodwill and trademarks, which were determined to be indefinite-lived. The Company
completed the transitional impairment tests for goodwill and indefinite-lived intangibles as of January 1, 2002, and
the annual impairment test, in the fourth quarter of 2003 and 2004, as required by SFAS 142. Based upon the
assessment, the Company determined that goodwill and trademarks are not impaired; therefore no impairment charge
was recorded.

At December 31, 2003 and 2004, the Company recorded identified intangible assets consisting of trademarks with a
book value of $16.5 million. Also, the Company recorded goodwill of $3.7 million at December 31, 2003 and 2004.

Note 10 - Fair Value of Financial Instruments

The Company uses derivative instruments, specifically foreign exchange forwards and option contracts, to hedge the
foreign exchange risk related to its forecasted and firmly committed foreign currency denominated cash flows

The Company recorded the change in fair market value of derivatives related to cash flow hedges to AOCI of $1.1
million and $0.4 million, net of tax, for year ended December 31, 2003 and 2004, respectively, all of which is
expected to be reclassified to earnings during the next twelve months. The time value component excluded from
effectiveness testing was not material for the periods presented.

For the year ended December 31, 2003 and 2004, the Company reclassified a gain from AOCI to eamings of $0.6
million and $0.6 million, net of tax, respectively.

The following table provides information regarding the Company’s foreign exchange forward and option contracts as
of December 31, 2003 and 2004. The fair value of the foreign currency contracts represent the amount the Company
would receive or pay to terminate the contracts, considering first, quoted market prices of comparable agreements, or
in the absence of quoted market prices, such factors as interest rates, currency exchange rates and remaining
matunty.

As of December 31, 2003

Contract Carrying Fair
amount value value
(in thousands)
Forward foreign exchange contracts ..........ccccoceovvreenenn. $ 11,997 § 81 § 811
Foreign exchange option contracts ...........ceceeeerereneeeennnn $ 1,870 h) 86 $ 86
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As of December 31, 2004

Contract Carrying Fair
amount value value
(in thousands)
Forward foreign exchange contracts...........cooceceerirerrncne. $ 37,610 § 7le $§ 716

The Company formally documents all relationships between hedging instruments and hedged items, as well as its
risk-management objectives and strategies for undertaking various hedge transactions. The Company links all
derivatives that are designated as hedging instruments in foreign currency cash flow hedges to forecasted
transactions or firm commitments. In accordance with the provision of SFAS 133, the Company assesses, both at the
inception of each hedge and on an on-going basis, whether the derivatives that are designated in hedging qualifying
relationship are highly effective in off-setting changes in fair values or cash flows of hedged items. When it is
determined that a derivative is no longer highly effective as a hedge, the Company discontinues hedge accounting
prospectively.

The counterparties to the foreign currency contracts are major international banks. Such contracts are generally for
one year or less.

Note 11 — Short-Term Borrowings

Short-term borrowings consist of the following (in thousands):

December 31,
2003 2004

Lines of Credit......oooviveieeniecre e 3 37,490 § 39,883

In the second quarter of 2001, the Company’s subsidiaries entered into a new financing agreement providing
multiple revolving credit lines with the “Osterreichische Kontrollbank* (“OEKB”) which were renegotiated in 2003,
in the total amount of €15.0 million ($20.4 million) secured by all Austrian trade receivables. As of December 31,
2004, the fair value of trade receivables that serve as collateral for our revolving credit lines was $84.1 million. In
addition, the Company has lines of credit with several banks in Austria, Canada and Japan of $29.3 million. The
weighted average interest rate on outstanding short-term borrowings was 3.2% and 2.7% as of December 31, 2003
and 2004, respectively.
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Note 12 — Accounts Payable

Accounts payable consist of the following (in thousands):

December 31,

2003 2004

Accounts payable - trade.........cooevveieeeeieieeciee e $ 24,123 § 27,042
Salaries AN WAZES......c...oeviuereirieie st e rsn e 2,172 2,153
CUSLOMS AULIES. ...t ettt et et e e e e eeanes 1,469 134
FISCAl QUEROTIIES. ...o.viiviiii ittt sttt e sane e 3,697 3,392
SOCIAL INSHIEULIONS. ...ttt set ettt et se e see e et et e ereenestsaesene et e e eeeas 1,626 1,354
Prepayments..... ..ottt et e ae ettt e es e e 949 1,401
OREE. .ottt ettt et es e r bbb b e b et ea et e e ere s et 5,432 5,184

$ 39,468 $ 40,660

Note 13 — Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consist of the following (in thousands):

December 31,

2003 2004

Employee compensation and benefits.............ccocovvivicviviereeiiceecceeeeeeeean, $ 9,568 $ 10,984
ANOWAnCeS, CrEIt MOLES. .......civeriiriiee et e e see e st e st s e eeee e s eeereeanenerenens 6,507 8,551
Product WaITANTIES. ... ....c.ovviieiceieieee ettt ettt eae 3,103 4,627
AAVETTISINZ. ....ooiiiiiitcr ettt sttt s 2,718 2,235
Legal, auditing and consulting fees............cocvvrereeiiccennise e 2,423 3,305
FisCal QUINOTITIES. ..o et eeaee e e oranes 2,794 2,633
COMMUSSIONS. ....ccivie ittt et s s eer e reebe s ers et ebesresaestnesaoas 4,199 4,611
ACCTUEA INTETEST. ...t et reere sttt es e e 4,442 6,665
RESTTUCTUIING ...ttt et ettt sttt st nen e 4,800 -
ACCTUEA EXPEISES....ciciiriiiiiiiieieris sttt et ev ettt st es et sa e 4,567 5,523
Freight and duties............oooviiiiie e, 3,069 1,370
LItZALION. c. ittt ettt ettt et es b et ettt et et s et e et et e et asens 137 3,835
ORI ettt 3,565 5,078

$ 51,892 § 59,417
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Note 14 - Long-Term Debt

Long-term debt consists of the following (in thousands):

December 31,
2003 2004
IO TIOLES. ..ot eee s et eee e e e e e st ee et eeesaresseeesessreeeesans 82,925 171,843
Other long-term debt........coovveniini e 64,417 30,982
Total long-term bOITOWINGS.........coccvviiiiiirieineiierreeereeeeeeieae, 147,342 202,826
Less curTent POTtION. ......ccueccveevererereiieceeneesreere e sreseee s e enrannees (3,392) (3,305)
Long-term POrtion........cccccvevereerrerereerrerieneeenirnseereneseseresesesaenes $ 143,951 § 199,520

Senior Notes

On July 15, 1999, one of the Company’s wholly-owned subsidiaries, Head Holding issued €100.0 million of senior
notes. The notes bore interest of 10.75% per annum, which was payable semi-annually and was to mature in total on
July 15, 2006. Among other restrictions, the notes included certain restrictive terms regarding investments,
distributions and incurrence of additional indebtedness by the Company. On January 5, 2000, a registration
statement for the exchange of the original 10.75% senior notes for new 10.75% senior notes was made effective by
the U.S. Securities Exchange Commission (SEC). On February 9, 2000, this Exchange Offer was consummated. In
October 2000, the Company repurchased €30.9 million of its senior notes in a series of transactions using part of the
proceeds of the Company’s initial public offering. In July 2002, the Company repurchased another €3.6 million of its
senior notes. At December 31, 2003, the Company had €65.5 million ($82.9 million) of senior notes outstanding.

In January 2004, one of the Company’s subsidiaries issued €135.0 million of 8.5% unsecured senior notes due 2014,
guaranteed by Head N.V. and certain of its subsidiaries. The notes are listed on the Luxembourg Stock Exchange.
With the proceeds from the sale, all of the Company’s outstanding 10.75% senior notes due 2006 were redeemed.
The total redemption payment was €70.1 million of which €3.5 millionrepresents the redemption premium. In
addition, the Company used a portion of the remaining proceeds to repay €25.8 million of other outstanding debt.

In June 2004, the Company repurchased the equivalent of €5.5 million of its 8.5% senior notes for €5.0 million ($5.9
million) and realized a gain of $0.4 million. As a result of this transaction, the Company wrote-off $0.07 million of
debt issue costs. At December 31, 2004, the Company had €126.2 million ($171.8 million) of senior notes
outstanding.

As of December 31, 2003, €25.1 million ($31.8 million) short-term loans were reclassified to long-term debt due to
the Company’s intention to refinance them with senior notes. The remainder of the proceeds will be used for working
capital and general corporate purposes.

Sale-Leaseback Transaction

The Company entered into an agreement on June 28, 2002, whereby it sold land and building to an unrelated bank

and leased it back over a 15 year term. The proceeds of this sale were €10.6 million. The Company has the
obligation to purchase the property back after 15 years for €8.2 million. The Company may also repurchase the
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property at its option from the first until the tenth year of the arrangement for the present value of the future lease
payments and the remaining residual value.

The Company is also required to pay the bank a monthly deposit of €0.01 million, which will be repaid to the
Company, plus interest of 6.7%, at the time of repurchase.

Because of the Company’s continuing involvement, this transaction has been accounted for as a financing such that
the Company has recorded €10.6 million of cash and long-term borrowings at the inception date of this agreement.

At December 31, 2003 and 2004, the remaining obligation under the financing agreement is $13.2 and $14.1 million,
respectively.

The Company’s future minimum lease payments as of December 31, 2004, are as follows:

(in thousands)

2005 $ 1,094
2006 1,094
2007 1,094
2008 1,094
2009 1,094
Thereafter 19.320,
Total minimum payments 24,790

Amount representing interest (10.672)
Obligations under financing

activity 14,119
Obligations due within one year (159)
Long-term obligations under

financing activity $ 13960

As of December 31, 2004 the net book value of land and building under the sale-leaseback arrangement consists of
the following (in thousands):

Land Building
Cost $ 1,390 $ 11,423
Less: Accumulated depreciation -- (9.525)
Net book value 3 1,390 b 1,898

Mortgage Agreement
In 2002, one of the Company’s subsidiaries entered into a mortgage agreement secured by the Penn Phoenix

property with an unrelated financial institution of $4.8 million over a 15 year term at an interest rate of 7.33%. At
December 31, 2003 and 2004, the outstanding balance of the mortgage is $4.5 million and $4.3 million, respectively.
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Other long-term debt
Other long-term debt comprises secured loans in Austria, Italy and the Czech Republic outstanding with several
banks. The weighted average interest rate on outstanding borrowings was 2.7% and 2.6% as of December 31, 2003
and 2004, respectively. Borrowings mature at various dates through 2009. At December 31, 2003 and 2004, the
remaining outstanding long-term debt is $14.9 million and $12.6 million, respectively.

Maturities of long-term debt

Aggregate maturities of long-term debt are as follows (in thousands):

December 31,

2004

2005, ettt ettt et e ettt te et aeene $ 3,305
2006... ettt et re et b e et et teare e sbeeaaeaearene e 2,831
2007 ettt ettt ettt re st aneen 2,905
2008, ..ottt et ettt ettt reans 2,844
2009t ettt re s 2,348
THEreafler. ...ttt 188,592

s___ 202826

Note 15 — Other Long-Term Liabilities

Other long-term liabilities consist of the following (in thousands):

December 31,

2003 2004
Accried benefit COSt....uouiiriiiiiirceee e $ 18,565 $ 20,403
Deferred INCOME.......covouiieeinieireeret et e s -- 5,351
OHHET. ..ottt sttt ea et e ea et bt eee st et 1,104 2,031
Total other long-term liabilities...........ccorieiinninecircceiren $ 19,669 $ 27,785

Note 16 — Pension and Other Postretirement Benefit Plans

The Company funds leaving indemnities and pension liabilities paid to employees at some Austrian and other
European locations. The indemnities are based upon years of service and compensation levels and are generally
payable upon retirement or dismissal in some circumstances, after a predetermined number of years of service. The
Company maintains sufficient assets to meet the minimum funding requirements set forth by the regulations in each

country.

The table below shows the obligations and funded status as of December 31, 2003 and 2004 (in thousands):
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Pension Benefits Other Benefits

2003 2004 2003 2004
Change in benefit obligation
Benefit obligation at beginning of year................... N 8301 § 10,392 § 14,318 § 16,595
SEIVICE COSL...coveiiiireeiiiee et 541 395 1,643 2,413
INTETESt COSL..viiiniriiiirre ettt s e 444 241 456 423
Plan amendments...........ccceceerenenrevcnernseniseeeenn, (22) -- -- -
Actuarial 10ss (gain)........ccecveveriienrinrineeiniene e (268) 21 138 222
Benefit payments.............oecvvveeeveeecccvnneneee e (275) (5,108) (2,808) (2,636)
Translation adjustment.............c.ccoervereeoeiiicienenne 1,671 326 2,849 1,315
Benefit obligation at end of year..........c....cccooeuinnn. 10,392 6,225 16,595 18,330
Change in plan assets
Fair value of plan assets at beginning of year.......... 4,490 5,730 -- -
Actual return on plan assets..........oceeceeervrierrnrreiene. 201 -- -- -
Employer contribution.......c.ccococoveeeeviniiiiein, 185 63 -- -
Benefit payments.........cccoveevenecininneecneeese e (57) (5,158) -- --
Plan participants' contributions 114 6
Asset transferred out.........ccoocevviveieicriniienne (10) - -- -
Translation adjustment..............cccccormvicccnininnn, 808 (96) -- --
Fair value of plan assets at end of year.................... 5,730 545 -- -
Funded Status.......cocveverivenininiincre s seerenes 4,661 5,681 16,595 18,330
Unrecognized net actuarial gain..........ccccocoerreeeennn. (849) (750) (2,109) (2,659)
Unrecognized prior Service cost..........cccvevveeeerrenens 96 124 -- --
Unrecognized net transition obligation................... 56 (1)) - 0
Translation adjustment.........c.ccoconeereneenniceennn (81) (55) (277) (268)
Net amount recognized........cccoeeveevreevereiirieeierneennnnn, $ 3884 $ 4999 % 14,210 $ 15,404
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Amounts recognized in the statement of financial positions consists of (in thousands):

Pension Benefits Other Benefits
2003 2004 2003 2004
Other ASSEIS..cviiiiie e r e s $ 404) $ - 3 - % --
Accrued benefit Cost........ooeviirverrrriee e, 4,355 4,999 14,210 15,404
Accumulated other comprehensive income............. (67) (69) -- --
Net amount recogmzed. ............ooevvvevverirereieerieinenen, $ 3,884 $ 4930 $ 14210 $ 15,404

Accrued benefit cost are included in the balance sheet line item “Other long-term liabilities” on the consolidated

balance sheets. The Company expects to make insignificant amounts of employer contributions during 2005.

The accumulated benefit obligation for all defined pension benefits is $9.5 million and $5.3 million at December 31,

2003 and 2004, respectively. As of December 31, 2003 and 2004 pension plans with an accumulated benefit

obligation excess of plan assets consist of the following (in thousand).

December 31
2003 2004
Projected benefit obligation..........occeverervcevurereneenne. $ 884 § 1,016
Accumulated benefit obligation...........cccoceeeceeenenn, 699 832
Fair Value of plan assets..........cccocmevriniccrnnneenn. 465 545

The Company’s assets consist of equity funds at December 31, 2003 and 2004.

As of December 31, 2003 and 2004, the components of net periodic benefit costs consists of the following (in

thousands):
Pension Benefits Other Benefits
2003 2004 2003 2004

SEIVICE COSL.vviitiiriiriiree et cceeeeeere e ses et eeasesseenrs e $ 541 §% 395  § 1,643 § 2,413
INTETESE COSL.veniarirrieeii et 444 241 456 423
Expected return on plan assets........coceveriereevenenecen (306) 11 -- --
Amortization of transition asset........c.cocooiveeeceininns (3) -- -- --
Amortization of prior service cost.......c..cccceevninnnne, (22) -- -- -
Recognized actuarial 10Ss..........ccocevvvvereincecnnineen 14 3 264 100
Net periodic benefit cost........co.oveveviiniiiiieieeecin, $ 668 $ 651 § 2,363 $ 2,936

As of December 31, 2003 and 2004 the weighted average assumptions used to determine benefit obligations are as

follows:
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Pension Benefits Other Benefits
2003 2004 2003 2004
DiSCoUnt Iate........coevveniereirreienec e 5.0% 4.5% 5.0% 5.0%
Rate of compensation increase.............cccovevecrnennne, 3.0% 2.3% 3.0% 3.0%

As of December 31, 2003 and 2004 the weighted average assumptions used to determine net periodic benefit cost are
as follows:

Pension Benefits Other Benefits
2003 2004 2003 2004
DiSCOUNT TALE.....c.eovirveriiereeererceieriesr e raenae 4.7% 4.4% 5.0% 53%
Expected long-term return on plan assets................ 5.3% 2.1% -- --
Rate of compensation increase...........ccocccereerenenn 2.7% 2.4% 3.0% 3.0%

The expected rate of return on plan assets is based upon the present rate of return and is expected to be stable.

Note 17 - Commitments and Contingencies

Operating Leases
The Company leases certain office space, warehouse facilities, transportation and office equipment under operating
leases which expire at various dates through 2012. Rent expense was approximately $3.1 million, $3.6 million and

$4.1 million for the years ended December 31, 2002, 2003 and 2004, respectively.

Future minimum payments under non-cancelable operating leases with initial or remaining lease terms in excess of
one year are as follows as of December 31, 2004 (in thousands):

December 31,

2004

2005 ettt ettt ettt etbere et ea s e s ssesaabarn $ 5,015
2006........ ettt e s e b e et e aa e ennas 4,422
2007 . ettt ettt ettt et eer e s eb e eae e ebe e 3,879
2008..... . et ettt en ettt a et s areene 3,090
2009 ettt ettt tn b s er et na e b 2,557
TRETEARIEr. ..ottt e, 3,076

5____ 22040

Litigation

From time to time the Company and its subsidiaries are involved in legal proceedings, claims and litigation arising in
the ordinary course of business. In the opinion of management it is not possible to reasonably estimate the outcome
of current legal proceedings, claims and litigation. However, management believes that the resolution of these
matters will not materially affect the Company’s financial position.
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The Company accrued $3.8 million for suits against several parties including customer for past receipt, former
employees, suppliers and licensees.

Product Warranties

The Company sells certain of its products to customers with a product warranty that provides repairs at no cost to the
customer or the issuance of credit to the customer. The length of the warranty term depends on the product being
sold, but ranges from one year to two years. The Company accrues its estimated exposure to warranty claims based
upon historical warranty claim costs as a percentage of sales multiplied by prior sales still under warranty at the end
of any period. Management reviews these estimates on a regular basis and takes actual product performance and field
expense profiles into consideration to adjust the warranty provisions.

Included in accrued expenses and other current liabilities are product warranties that have a probable likelihood of
loss and are estimated based on weighted prior year experiences for recognized revenues. For the years ended
December 31, 2003 and 2004, accruals for warranties have developed as follows (in thousands):

2003 2004
Balance at the beginning of the period...........cccoo....... $ 2,484 § 3,103
Reclassification...........coooeeievioiiiniiiesce et - 65
Current year proviSion......c..cccecreeeereerorercennnrreeninrnenen: 2,859 4,779
Settlements made during the period.........c.ccccoovrnrennann. (2,707) (3,717)
Reversal......oovii (25) --
Translation adjustment...........c.ccoceeveeeieiinenecieseeinnnn, 492 397
Balance at the end of the period...........c.ccoooinnrnnnnnn, $ 3,103 § 4,627

Note 18 — Accumulated Other Comprehensive Income Balance

The following table shows the components of AOCI:

For the Year Ended December 31, 2004

Foreign Unrealized Accumulated
Currency Gains on Minimum Other
Translation Derivative Pension Unrealized Loss Comprehensive
Adjustment Instruments Liabilities on Securities Income
(in thousands)
Beginning balance................ $ 48,753 § 592 § (67) $ (137) § 49,142
Current-period
changes......cccooovvvecncncnennn, 11,664 (225) -- 98 11,537
Translation Adjustments....... - 53 3) (42) 8
Ending balance..................... $ 60,417 $ 420 $ (69) $ (81) $ 60,686

F-23



HEAD N.V. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Note 19 — Shareholders’ Equity

The Company is a Naamloze Vennootschap ("N.V."), a limited liability company under Dutch law. The registered
capital of a N.V. is in the form of shares which represent negotiable securities. The minimum registered and
authorized capital requirement is €225,000 (approximately $0.3 million) and the minimum paid in capital
requirement for a N.V. is €45,000 (approximately $0.06 million).

At December 31, 2003 and 2004, 39,820,677 shares were issued, respectively.
Dividends

The Company declared and paid a dividend of €0.14 (approximately $0.13) per share during the year ended
December 31, 2002. In 2003 and 2004, due to the current economic environment the Company did not consider it
prudent to pay a dividend.

Treasury Stock

On May 28, 2002, the Board of Management’s authority to repurchase shares representing up to 10% of the
Company’s issued share capital, and the authority was extended until November 28, 2003. Pursuant to this resolution
between August 15, 2002 and October 21, 2002 the Company purchased 1,247,050 shares of treasury stock at the
prevailing price in the total amount of $3.0 million.

Pursuant to resolutions which were approved on May 20, 2003 the Board of Directors is authorized to buy back a
maximum of 30% of the Company’s issued share capital during a period of 18 months, although the Company will
not hold more than 10% of the Company’s issued shares at any time. For the year ended December 31, 2003, the
Company has purchased 577,775 shares of treasury stock at the prevailing price in the total amount of $1.2 million.

On May 26, 2004, the Board of Management was granted the authority to repurchase shares representing up to 30%
of the Company’s issued share capital during a period of 18 months, although the Company will not hold more than
10% of the Company’s issued shares at any time

As of December 31, 2003 and 2004, the Company issued 2,421,235 and 3,600,775 shares of treasury stock,
respectively, of which 1,179,540 was held by the Stichting at December 31, 2004.

Stichting

The Stichting Head Option Plan (the "Stichting") is a Dutch foundation, the Board of which is Head Sports Holdings
N.V., an entity that is ultimately controlled by Johan Eliasch and his family members. The Stichting holds, votes,
and receives dividends on certain of the Company’s ordinary shares. In conjunction with the Company’s option
plans (see Note 24), the Stichting also issues depository receipts to option holders, upon exercise of the option.
Holders of depositary receipts are entitled to dividends paid on the Company’s shares and to proceeds on the sales of
their shares upon request to the Stichting. However, such holders have no voting rights.

On May 25, 2001, Head N.V. transferred 2,041,300 shares, with an original cost of $10.6 million, to the Stichting.
The Stichting will use these shares to fulfill the Company’s obligations under the Head Tyrolia Mares Group
Executive Stock Option Plan 1998 (“Plan 1998”). The Stichting intends to remit proceeds from the exercise of
employee stock options to the Company. Such shares have been recorded as a reduction of the Company’s equity.
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In 2002, option holders exercised 607,622 options under “Plan 1998”. The Company repurchased certain of these
shares via the Stichting at a market price of $1.3 million.

In 2003, 56,790 options under Plan 1998 were exercised at a price between $0.29 and $0.31 per share. In 2004,
option holders exercised 197,348 options under “Plan 1998 at a price between $0.32 and $0.35 per share.

As of December 31, 2003 and 2004, the Stichting held 1,376,888 and 1,179,540 treasury shares, respectively. As of
January 1, 2004, in accordance with FIN 46R “Consolidation of Variable Interest Entities” the Company
consolidated the Stichting, as the Company was considered the primary beneficiary of the Stichting, a variable
interest entity. As a result of consolidating the Stichting shares held by the Stichting at December 31, 2004 are
presented as treasury stock, in the consolidated balance sheets. Prior to the consolidation of the Stichting, treasury
shares held by the Stichting are reflected as additional paid in capital on the consolidated balance sheets.

Note 20 — Income Taxes

The following table summarizes the significant differences between the Dutch federal statutory tax rate and the
Company’s effective tax rate for financial statement purposes.

For the Years Ended December 31,

2002 2003 2004
Dutch Statitory tax rate..........ocooeeenverriieiere e ce e e sereee e 34.5% 34.5% 34.5%
Tax rate differential ...........cccoeevinecniininieecne e 159.1 0.1) (11.9)
OHRET ettt ettt e 26,437.7 (6.9) 56.9
Foreign rate differentials........cccoorveniiiniii e, (1,127.7) 0.7 10.2
Changes in tax rate i AUSHIS ..oooeeeeeeveerererereree e - o - (258.1)
Valuation alloWance .........c.cocceeieeveriieerieie e eveenns (7,970.3) (34.2) (120.9)
Effective tax Tate......oooeiiieeeieeiceeiee e e sa e 17,533.3% (6.0Y% (289.3)%

In 2004, the Company’s effective tax rate differed from the statutory tax rate in the Netherlands primarily due to a
reduction of the Austrian income tax rate from 34% to 25% as of January 1, 2005, which was resolved in May 2004
and led to a reduction of long-term deferred tax assets, mainly on tax losses carried forward of $24.9 million, and
increased income tax expense.

In 2002, the statutory tax rate in the Netherlands differed from the effective tax rate primarily due to significant
incremental income tax in Austria and Italy.
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Deferred tax assets (liabilities) consist of the following as of December 31, 2003 and 2004 (in thousands):

December 31,

2003 2004
Short-term:
Deferred tax asset:
Tax loss carried forward............ccoooeveeeviveee e $ 4,437 $ 2,162
INVENLOTY TESEIVE w.evieeiiirireeeiie et cree e et tre e ssaeseeeseeansen e anne s 5,387 3,190
Reserve for doubtful aCCOUNS ......oeoiviieviriciececcee e 2,441 536
ONET ettt s sr e re e 3,536 2,627
Total Short-term deferred tax assets.......cooovvveveeveeeeeeeeeece e, 15,800 8,515
Deferred tax liabilities:
Deferred eXpenses......cocccvviiiierirece et $ (1,291) (274)
ACCTUEd HHADIITES ..o vevvvereieiesreeie e cteerercnsveesbrn e e eve e s rerese s e saeans (240) 9
OMhET ..o s (3,006) (3,952)
Total Short-term deferred tax liability..........ccooovvieecivineneenenens (4,537) (4,235)
Total Short-term deferred tax asset, net ...........cocvvevvevveeneenennn.e. $ 11,262 3 4,280
The short-term deferred tax asset, net is classified in prepaid expenses.
December 31,
2003 2004
Long-term:
Deferred tax asset:
Tax loss carried forward .............oooveeviemieiciieeicee et $ 130,134 $ 112,605
INtangible aSSeLS.....ccovrriereeieeiiiiieiee e et et s st 617 1
FiXEd @SSEIS....ciiiiereriieireriieccreceiie et r sttt re e st a et e st b st eaa e 833 1,284
Lease OBHEAIONS ...cccooveriiierieieeee ettt 4,498 3,529
L0 11 11 SO USROS UR ST SSUT 887 919
Total Long-term deferred tax assets........ccocvvveeveniireecenenenenins 136,969 118,338
Deferred tax liabilities:
IIVESIIMENTS ... e e reaeeabe e $ {18,820) (18,059)
FAXed @SSEES...uiviiieirieiiiieeie st et sae et et et aeetas st sresrne b e eanans (1,952) (1,304)
ORET oo eeess e et es s s es e ese s (778) (870)
Total Long-term deferred tax liability (21,551) (20,232)
Valuation alloWanCe ..........cccoererieneiiieinieic e (23,358) (19.194)
Total Long-term deferred tax asset, net.........ccocoeevrvrrcrcccnienen. $ 92,060 $ 78912
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The Company has net operating loss carryforwards of approximately $394.5 million and $437.4 million as of
December 31, 2003 and 2004, respectively. These net operating losses were experienced in the following
jurisdictions (in thousands):

December 31,

2003 2004
AUSITIA c.uveiieeiie e ceve et e et beee e s reesrbe st s e abeeare s ernesanseneaans $ 348,791 $ 384,912
GEITNANY ..oitveiieee et eteete e et e st et ess e e s s aas e e rrerbesnreseeaseas 19,184 20,039
Other EUIOPE ..oooviiiiiie ittt sttt sttt eerae e e rbae e snieeans 4,615 2,469
NOMh AMETICA ..ot 21,916 29,932

$____ 394506 $_____ 437350

The table below shows income (loss) before income taxes by geographic region (in thousands):

For the Years Ended December 31,

2002 2003 2004

AUSEIR oveveeee e seeeseseseseseseeneseeseeessesesseenenee $ 2,420 $ 1,497 $ 4,858
NOD-AUSETIA oo eeeeeereeesesssereeessseesesseseseesesessee (2,405) (15,322) (14,132)
TOA] o eevveeeeeesee oo eseeeeeeeese e seseseeseeessseseeesseseeessess e $ 15 $___(13.825) $ (9274

In July 1996, commensurate with the European Commission’s (EC) decision allowing the contribution received by
HTM Sport- und Freizeitgerite AG (HTM) from Austria Tabak (former owner) as restructuring aid, the EC limited
the utilization of certain net operating losses (approximately $70.5 million as of December 31, 2004). These net
operating losses and any related deferred tax asset are not included in the above amounts due to the limitation.

Austria and Germany allow an unlimited carryover of net operating losses, whereas Japan and the United States
allow 5 and 15 year carryovers, respectively. The Company recorded a valuation allowance to reduce the deferred
tax assets to the amount the Company believes is more likely than not to be realized considering future taxable
income and feasible tax planning strategies.

Note 21 - Segment Information

The Company operates in one reporting segment, Sporting Goods. The tables below show revenues from external
customers and long-lived assets by geographic region based on the location of the Company’s subsidiaries (in
thousands):
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For the Years Ended December 31,

2002 2003 2004

Revenues from External Customers:
AUSITIA...ooviiieiir e et e e e e e $ 61,151 § 85,511  § 208,766
TEaLY . oot s 60,554 60,778 50,256
GEIMANY......oeieiiirererie sttt et e e ees 41,845 47,946 0
FIance.......ooovvvioieeee e 27,885 33,212 34,751
United Kingdom / Ireland..........ooooieveiiniinn e, 17,923 20,590 18,602
JaAPAN. e 20,098 21,697 21,670
Other (EUrope).....ccocvereeeiirineicee e ceeriecnere e 34,235 40,632 20,814
North AMETiCa.....ccccevviieeieeciiieree s e 125,040 122,237 124,226

Total revenues......ccccocevvvevvvevcesreceeseee e, h 388,732 § 432,602 $ 479,085

December 31,

2003 2004

Long-lived assets:
AUSITI. 1 eeveeieiereree ettt stas e se st e et e es e e ne s e nanes $ 23,539 § 28,455
TEALY oottt ettt sttt st eb et et be e 22,953 20,432
GEIMNAILY. ...ttt cir et ettt ettesbae st e eme e sreeseenneenesenennennee 841 691
FIaNCe. ...t 218 156
United Kingdom / Ireland. ............coceovviveieieciicciieiiecee e 3,992 1,723
JAPAN. ..t e 1,625 1,711
Other (EUMOPE).....cvecvieeririrerteienteire st stet sttt sae st eb e e stee s 13,063 21,271
NOTH AIMETICA. ..ttt s e e e 30,699 30,863

TOLA] ASSELS.c.viverereeieeieieerere et eee e eeereereereerenecessbeenereeanasnens $ 96,930 § 105,301

As of January 2004, we have started to centralize our European distribution organizations for Winter Sports and
Racquet Sports products so that Head International GmbH, Austria operates as distributor and invoices directly to
our customers in Austria, Germany, Switzerland and Italy.
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Sales by product category consist of the following (in thousands):

For the Years Ended December 31,

2002 2003 2004
Revenues by Product Category:
WINter SPOTtS......covriiiiririnececinieeeeneers e $ 144,667 % 188,768 § 223,211
Racquet Sports.........ccovoiivcrnciecriinc e 168,822 166,417 168,037
DIVING....ciiiiiieic e 65,600 66,322 75,453
LICENSING. ..evuveirii et nene e, 8,399 9,702 11,059
Other...c.oooicce e 1,246 1,394 1,326

Total FEVENUES......ccvveviiriiiiee e $ 388,732 % 432602 $ 479,085
Note 22 - Related Party Transactions

The Company receives administrative services from corporations which are ultimately owned by the principal
shareholder of the Company. Administrative expenses amounted to approximately $1.2 million, $3.5 million and
$5.6 million for the years ended December 31, 2002, 2003 and 2004, respectively. The company provides investor
relations, corporate finance, internal audit, legal and consulting services.

One of the Company’s subsidiaries leased its office building from its general manager. Rental expenses amounted to

approximately $0.1 million, $0.04 million and $0.05 million for the years ended December 31, 2002, 2003 and 2004,
respectively.

Note 23 — Invested Intercompany Loans

As of January 2, 2003 one of the Company’s euro-based subsidiaries reclassified non-euro denominated
intercompany accounts receivable to permanently invested intercompany receivables of $36.1 million and recorded
foreign exchange losses of $6.6 million in other comprehensive income. In December 2004, $7.0 million of these
intercompany accounts receivable were paid to the euro-based subsidiary as a result of the non-euro based subsidiary
receiving a windfall of cash as a result of the selling of one of its facility. The Company continues to believe that the
remaining $29.1 million intercompany accounts receivable will not be collected; therefore, continues to classify this
as a permanent investment.

Note 24 — Stock Option Plans

The Company accounts for its stock options in accordance with SFAS 123. Accordingly, the Company records
stock-based compensation expense based on the grant-date fair values of the stock options computed using the
Black-Scholes option pricing model. Stock-based compensation expense is recognized over the vesting term of the

options and amounted to $1.6 million, $0.7 million and $0.6 million for the years ended December 31, 2002, 2003
and 2004, respectively.

Plan 1998

In November 1998, the Company adopted the Head Tyrolia Mares Group Executive Stock Option Plan 1998 (“Plan
1998”). A total of 2,424,242 options were reserved to be granted under the terms of the Plan 1998. The Plan 1998
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provided for grants of stock options to officers and key employees of Head N.V. and its subsidiaries. The exercise
price for all stock options granted under the Plan 1998 was fixed at inception of the Plan 1998 and increases at the
rate of 10% per annum until the options are exercised. Options generally vest over a period of 4 years and are subject
to the Company meeting certain earnings performance targets during this period. Options vested under the Plan 1998
were not exercisable prior to the end of the two year lock-up period following the initial public offering. Options
have a maximum term of 10 years. As of December 31, 2004, 145,848 shares were available for grant under the Plan
1998.

The weighted average grant-date fair values using the Black-Scholes option pricing model was $5.42 and $8.84 per
share for options granted in 1999 and 2000, respectively.

The fair values of options granted during 1999 and 2000 were estimated on the date of grant using the following
weighted average assumptions: no dividends; expected volatility of 0% (all options granted prior to IPO); expected
terms of 3.6 and 4.0 years, respectively; and risk free interest rates of 5.76% and 6.63%, respectively. The Company
has also assumed that all performance targets will be achieved and all options granted will become fully vested.

As of December 31, 2004, the weighted average remaining contractual life of the outstanding stock options is 4.6
years, and 770,528 options are vested and exercisable.

Exercise Price Less Than
Grant Date Stock Fair Value

Number of Weighted average
of shares exercise price
Balance, December 31, 1998 ..o 1,465,686 $ 0.35
GIanted .......cc.ovvvee e et 783,620 0.35
Balance, December 31, 1999 ..o 2,249,306 0.35
GIanted .......ocveeirveerieeeii e eetie e ste et e esr e et ebe s ne e ere s snnees 29,088 0.35
Balance, December 31, 2000 and 2001 .........cccoeiiiriecninnnen. 2,278,394 0.35
Exercised (see NOte 17) ....ocovivviecrinriieeie it (607.622) 0.35
Balance, December 31, 2002......ccoiioivieeiiieiecec e 1,670,772 0.35
Exercised (se€ NOte 17) c.ocvviiirerineniiieece e (56,790) 0.35
Balance, December 31, 2003 ........cooiviieeiiiieecee e 1,613,982 0.35
Exercised (see NOte 17) oo (197.348) 0.35
Balance, December 31, 2004 ........ccooooveeneiiieeeieceeeeee e 1.416.634 3 0.35

At December 31, 2004, stock options representing 770,528 shares are exercisable at price of $0.35 per share and
grant dates ranging from November 1998 to January 2000.

Plan 2001

In September 2001, the Company adopted the Head N.V. Executive Stock Option Plan 2001 (“Plan 20017). The
Plan 2001 provides for grants of stock options to officers and employees of Head N.V. and its subsidiaries. On
September 28, 2001, a total of 3,982,068 options were granted under the terms of the Plan 2001. In accordance with
SFAS No. 123, the Company records stock-based compensation expense on the grant-date fair values of the stock
options computed using the Black-Scholes option pricing model. As of December 31, 2001, the weighted-average
fair value of the grant was $0.77, which was estimated using the following assumptions: no dividends, expected
volatility of 28%, expected term of 5.6 years, and risk-free interest rate of 3.6%.
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The exercise price for all stock options granted under the Plan was fixed at inception of the Plan 2001. The vesting
period varies from O to 6 years. The Chairman and Chief Executive Officer received 1,426,470 options under this
grant, which vested immediately. The Company assumes that all options granted will become fully vested. Options
have a maximum term of 10 years. As of December 31, 2003 no shares were available for grant under the Plan 2001.

Exercise Price Greater Than
Grant Date Stock Fair Value

Number of Weighted average
of shares exercise price
Balance, December 31, 2000.............cocovriirreiniireceeeeenees 0 $ -
GIanEd ....ooeeeeeeee et eee s eaans 3,982,068 431
Balance, December 31, 2001, 2002, 2003 and 2004 ............. 3,982,068 $ 4.31

As of December 31, 2004, the weighted average remaining contractual life of the outstanding stock options is 6.7
years, and 1,756,482 options are exercisable under the Plan 2001. At December 31, 2004, stock options representing
1,756,482 shares are exercisable at price of $4.31 per share and grant date was September 2001.

Note 25 — Business Rationalization

Throughout 2003 and 2004 the Company performed various restructuring initiatives. These initiatives consisted of
the following:

US facility consolidation

In order to increase utilization of the Company’s warehouse facilities and to centralize headquarter functions in
2003, the Company recorded restructuring costs of $0.4 million consisting of termination benefits incurred for the
movement of our US winter sports organization to our US headquarters, the shutdown of current warehouse facilities
and, the closing of the office, and other costs associated with the restructuring program. As of December 31, 2003,
these restructuring activities were completed.

Additionally, the Company shut down its US warehouse for diving products. Upon discontinuing use of the facility
the Company expensed $0.4 million for excess rent as of December 31, 2003. This restructuring process was
finalized in January 2004.

Ireland facility closure

To improve utilization of the Company’s production capabilities, in 2003 the Company announced the closing of its
tennis ball production facility in Mullingar, Ireland and the transfer of these operations to its existing, under-utilized
plant in Phoenix, Arizona. In 2003 the Company recognized costs totaling $7.0 million relating to this program

consisting of an impairment of $2.6 million and employee severance costs of $4.4 million.

In March 2004, the Company closed its tennis ball production facility in Mullingar, Ireland and recognized $1.6
million relating to this program mainly consisting of cost for decommissioning and clearance of the plant. In
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September 2004, the Company sold its property in Mullingar, Ireland for €5.7 million ($6.9 million) with a gain of
€4.7 million ($5.7 million).

Estonia facility closure
Starting in 2003, the Company has transferred all of its manufacturing operations in Tallinn, Estonia, which
manufacture ski boots and certain diving products, to a recently purchased plant in Litovel, Czech Republic and

expensed $0.6 million and $0.7 million as of December 31, 2003 and 2004, respectively. In October 2004, the
Company entered into a lease agreement with respect to the property in Tallinn, Estonia.

The Company has largely completed the restructuring program during 2004 and expect annual cost savings as a
result of the program to be realized beginning in 2005 to 2006.

As of December 31, 2004, restructuring costs and accruals for restructuring costs consist of the following:

Employee Excessrent  Other related Total
termination restructuring restructuring
benefits program charges and
costs other related
restructuring

program costs

(in thousands)

Ireland facility closure.........ccoocveeerriiinennes $ - $ - $ 1,640 $ 1,640
Estonia closure........ccoceevieverienenrrinneeninnns - - 707 707
Total restructuring Costs..........c.ccvevevvereenn. $ - $ - 8 2,347 § 2,347

Accrual for restructuring costs

Balance as of January 1st, 2004.................... $ 4,420 $ 380 § -3 4,800
Incurred.....cooocovivieei e - -- 2,347 2,347
Paid....c.ooiiiiie e (4,502) (380) (2,347) (7,228)
Translation adjustment.............cccovrvvvrrenennne 82 -- -- 82
Balance as of December 31th, 2004.............. $ -3 - $ - $ --

Note 26 — Long-Term Contracts

In July 2004, Head signed a new long-term supplier contract for tennis, squash and racquetball racquets effective
April 1, 2005 to renew business relations with an existing supplier. The agreement will automatically extend after the
agreed expiration date, December 31, 2009, if neither of the two parties cancel. This agreement contains a lease that
will be accounted for in accordance with EITF 01-08.

In October 2004, the Company entered into a lease agreement with respect to the property in Tallinn, Estonia. The
lessee has a purchase option to be executed within two years with paid usufruct fees to be credited against the
purchase price.

In November 2004, Head received a prepayment of $5.7 million pertaining to a licensing agreement commencing on
April 1, 2005 through December 31, 2009. The Company reflected the short-term portion of this prepayment as
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accounts payable and the long-term portion as other long-term liabilities on the consolidated balance sheets. The
balance represents the minimum license fee for 5 years discounted by an annual interest rate of 1.5%.
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Overview:

The Company is a leading global manufacturer and marketer of branded sporting goods serving the skiing, tennis and
diving markets. We have created or acquired a portfolio of brands — Head (principally alpine skis, ski boots and
snowboard products, tennis, racquetball and squash racquets), Penn (tennis balls and racquetball balls), Tyrolia (ski
bindings), Mares and Dacor (diving equipment). Our key products have attained leading market positions and have
gained visibility through their use by many of today’s top athletes.

With a broad product offering marketed mainly from middle to high price points, the Company supplies sporting
equipment and accessories to all major distribution channels in the skiing, tenms and diving markets, including pro
shops, specialty sporting goods stores and mass merchants. Head N.V.’s products are sold through over 32,000
customers in over 80 countries and target sports enthusiasts of varying levels of ability and interest ranging from the
novice to the professional athlete. The Company’s strongest presence has traditionally been in Europe, and in recent
years the Company has built market share in the United States, the next largest market for the Company’s products
after Europe.

Over the last 55 years, we believe we have earned a reputation as a leading developer and manufacturer of
innovative, high-quality and technologically advanced sporting equipment. Qur focus continues to be our core
products of skiing, tennis and diving equipment. In order to expand market share and maximize profitability, we
have increased our emphasis on marketing and new product development, leveraging further our brands, global
distribution network and traditional strength in manufacturing, and we have initiated a program to reduce our fixed
costs and streamline our organizational structure.

We generate revenues in our principal markets by selling goods directly to retail stores and to a lesser extent, by
selling to distributors. We also receive licensing and royalty income. As many of our goods, especially Winter Sports
goods, are shipped during a specific part of the year, we experience highly seasonal revenue streams. Following
industry practice, we begin to receive orders from our customers in the Winter Sports division from March until
June, during which time we book approximately three quarters of our orders for the year. We will typically begin
shipment of skis, boots and bindings in July and August, with the peak shipping period occurring in October and
November. At this time, we will begin to receive re-orders from customers, which constitute the remaining quarter of
our yearly orders. Re-orders are typically shipped in December and January. Racquet Sports and Diving product
revenues also experience seasonality, but to a lesser extent than Winter Sports revenues.

Market Environment

Although 2004/2005 winter sports season experienced a late start in all geographic markets, good snow conditions
helped the sales recover. The Japanese market still experiences slow growth, suffering from a continued difficult
economic environment, which leads us to expect that the Japanese market will show further decline. Apart from
additional potential sales in Eastern Europe and in China, we expect growth in the worldwide ski market to be stable.
The snowboard market suffered more strongly from the late start in the winter sports season, and we expect the
market for snowboard products to decline by approximately 10%.

While the tennis market in the US showed some growth in 2004, due to bad weather conditions during the summer of
2004 the European tennis market declined. Retailers in many markets reported higher than average inventories,
reflecting a reduction in purchases for the second half of the year. Tennis racquet sales volume in Japan remained
stable. Growth in the US market for tennis balls was stable during 2004, while in Europe the market growth for
tennis balls experienced a decline from bad weather conditions.

Growth in the overall market for diving equipment is perceived to be flat in the US and declining in Europe, due to
less travel worldwide to dive centers and resorts and, corresponding by, fewer purchases of equipment. However, the
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market in Southeast Asia experienced fair growth. In the past, we have increasingly focused at the Japanese and
Chinese markets and have established dedicated area managers and implemented marketing initiatives. Our strategy
in the Japanese and Chinese markets is to improve product availability and customer satisfaction.

We operate in a multi-currency environment and are subject to currency translation risk and, to a lesser extent,
currency transaction risk, principally between the euro and U.S. dollar. Currency translation risk arises because we
measure and record the financial condition and results of operations of each of our subsidiaries in their functional
currency and then translate these amounts into U.S. dollars, our reporting currency. The functional currency of our
European operations is the euro. Fluctuations in the value of the euro with respect to the U.S. dollar have had, and
may continue to have, a significant impact on our financial condition and results of operations. We are subject to
currency transaction risk whenever one of our subsidiaries enters into a transaction using a currency other than its
functional currency. We reduce this risk, however, by seeking to match our revenues and costs, as well as assets and
liabilities, in each currency.

Results of Operations:

The following table sets forth certain consolidated statements of operations data.

For the Three Months For the Years Ended

Ended December 31, December 31,
2003 2004 2003 2004
(unaudited)  (unaudited) (unaudited)
(in thousands) (in thousands)
TOtAl FEVEIIUES. ..ot e e nenenene $ 162,251 8 177,884 $ 432,602 $ 479,085
CoSt Of SALES. ..ottt 98,184 112,367 266,023 294,360
Gross Profit.....ccoecveveecrierniire e 64,067 65,517 166,580 184,725
Gross MAargin......c..cooocvveeenineieeeieecee e 39.5% 36.8% 38.5% 38.6%
Selling and marketing eXpense............ccccooeereenenn, 34,850 41,671 118,465 130,582
General and administrative expense (excluding
non-cash compensation €Xpense)..........coecueveeen. 11,057 11,945 38,847 41,883
Non-cash compensation eXpense..........c..coccoevenas 164 139 654 555
Gain on sale of property.......ccccvevrivvcrnnencrcnnenn, - -- - (5,650)
Restructuring Costs........coceveeceeivrrrererersieneeeenrnans 7,493 676 8,368 2,347
Operating INCOME.......cceeveevenreriiereciereie e 10,503 11,087 245 15,008
Interest eXPenSe......ccevivevreeeiiiee e et ee e (3,759) (4,273) (13,999)  (25,699)
INtETest INCOME.....cueeireevererreresieer e sre e 319 821 1,050 2,121
Foreign exchange 108S.......c.cccocoorveiiiiinicicen, (938) (906) (1,103) (606)
Other income (expense), Net.........occoeceevevrerennennn 97 (115) (18) (97)
Income tax eXPense........ouuivreeeririenrinineeencncens (4,273)  (6,529) (832) (27,661)
Net income (1088).......covvvevierieieeiiiecieeiee e, $ 1,949 § 84 % (14,657) § (36,935)
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Total Revenues. For the three months ended December 31, 2004, total revenues increased by $15.6 million, or 9.6%,
to $177.9 million from $162.3 million in the comparable 2003 period. For the twelve months ended December 31,
2004, total revenues increased by $46.5 million, or 10.7%, to $479.1 million from $432.6 million in 2003.
This increase was mainly due to the strengthening of the euro against the U.S. dollar as well as a positive
development of the sales in our winter sports and diving divisions.

For the Three Months For the Years Ended
ended December 31, December 31,
2003 2004 2003 2004
(unaudited) (unaudited) (unaudited)
(in thousands) (in thousands)
Product category:
WINLEr SPOTS...coeiiiiiiiieieie e e n e $ 106,343 § 124,920 $ 188,768 $ 223211
Racquet SPOrts.......covvvvevvieeieeceeee e 37,612 32,507 166,417 168,037
DAVING o 14,939 16,846 66,322 75,453
LACENSING. c.vcuvvenreeireieiii et et e 2,948 3,225 9,702 11,059
Other ..o 409 386 1,394 1,326

Total Revenue........cccccvvirninicniciiise $ 162,251 § 177,884 $ 432,602 § 479,085

Winter Sports revenues for the three months ended December 31, 2004 increased by $18.6 million, or 17.5%, to
$124.9 million from $106.3 million in the comparable period in 2003. For the twelve months ended December 31,
2004 Winter Sports revenues increased by $34.4 million, or 18.2%, to $223.2 million from $188.8 million in 2003.
This increase was due to the strengthening of the euro against the U.S. dollar, higher sales volumes for bindings,
skis and snowboard equipment and higher sales volumes and prices for our ski boots.

Racquet Sports revenues for the three months ended December 31, 2004 decreased by $5.1 million, or 13.6%, to
$32.5 million from $37.6 million in the comparable 2003 period. For the twelve months ended December 31, 2004
Racquet Sports revenues increased by $1.6 million, or 1.0%, to $168.0 million from $166.4 million in 2003. This
increase resulted mainly from the strengthening of the euro against the U.S. dollar. Although sales volumes and
prices for our tennis racquets remained stable we faced a decrease in sales volumes and prices for our tennis balls.

Diving product revenues for the three months ended December 31, 2004 increased by $1.9 million, or 12.8%, to
$16.8 million compared with $14.9 million in the same period in 2003. For the twelve months ended December 31,
2004, revenues increased by $9.1 million, or 13.8%, to $75.5 million from $66.3 million in 2003. This results mainly
from increased sales volumes due to better product availability and the strengthening of the euro against the U.S.
dollar.

Licensing revenues for the three months ended December 31, 2004 increased by $0.3 million, or 9.4%, to $3.2
million from $2.9 million in the comparable 2003 period. For the twelve months ended December 31, 2004,
revenues increased by $1.4 million, or 14.0%, to $11.1 million from $9.7 million in 2003 mainly due to increased
revenues from existing contracts and from new licensing agreements.

Other revenues include amounts billed to customers for shipping and handling and are recognized also as selling and
marketing expense.

Gross Profit. For the three months ended December 31, 2004, gross profit increased by $1.5 million to $65.5 million
from $64.1 million in the comparable 2003 period. Gross margin decreased to 36.8% for the three months ended
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December 31, 2004 from 39.5% in the comparable 2003 period. For the twelve months ended December 31, 2004,
gross profit increased by $18.1 million to $184.7 million from $166.6 million in 2003 due to increased revenues.
Gross margin increased to 38.6% in 2004 from 38.5% in 2003 due to improved operating performance and product
mix sales.

Selling and Marketing Expense. For the three months ended December 31, 2004, selling and marketing expense
increased by $6.8 million, or 19.6%, to $41.7 million from $34.9 million in the comparable 2003 period. For the
twelve months ended December 31, 2004, selling and marketing expense increased by $12.1 million, or 10.2%, to
$130.6 million from $118.5 million in 2003. The increase was due mainly to the strengthening of the euro against the
U.S. dollar, which adversely impacted our predominantly euro denominated costs. In addition, our variable
distribution costs increased due to higher sales.

General and Administrative Expense. For the three months ended December 31, 2004, general and administrative
expense (excluding non-cash compensation expense) increased by $0.9 million, or 8.0%, to $11.9 million from $11.1
million in the comparable 2003 period. For the twelve months ended December 31, 2004, general and administrative
expense increased by $3.0 million, or 7.8%, to $41.9 million from $38.8 million in 2003. The increase was due
mainly to the strengthening of the euro against the U.S. dollar, which adversely impacted our predominantly euro
denominated costs.

Non-Cash Compensation Expense. We recorded $0.2 million and $0.7 million, in the three month and twelve month
periods ended December 31, 2003, respectively and $0.1 million and $0.6 million, in the three month and twelve
month periods ended December 31, 2004, respectively, as non-cash compensation expense due to the grant of stock
options under our stock option plans of 1998 and 2001, and the resulting amortization expense.

Gain on sale of property. We recorded a gain from the sale of our premises in Ireland of $5.7 million in the twelve
month periods ended December 31, 2004.

Restructuring Costs. We recorded restructuring costs of $0.7 million and $2.3 million, in the three month and twelve
month periods ended December 31, 2004 consisting of dismissal and transfer costs in connection with the closing of
our production facility in Mullingar, Ireland and our plant in Tallinn, Estonia (see Note 25). In comparison, in 2003
we incurred $7.5 million and $8.4 million, in the three month and twelve month periods ended December 31, 2003,
respectively, to implement a cost reduction program.

Operating Income. As a result of the foregoing factors, for the three months ended December 31, 2004, operating
income slightly increased by $0.6 million to $11.1 million from $10.5 million in the comparable 2003 period. For
the twelve months ended December 31, 2004, operating income increased by $14.8 million to $15.0 million from
$0.2 million in 2003.

Interest Expense. For the three months ended December 31, 2004 interest expense increased by $0.5 million, or
13.7%, to $4.3 million from $3.8 million in the comparable 2003 period. For the twelve months ended December 31,
2004 interest expense increased by $11.7 million or 83.6% to $25.7 million from $14.0 million in 2003. This
increase was mainly due to the following: write-off of the capitalized debt issuance costs of $3.2 million relating to
our former 10.75% senior notes, which were repaid with proceeds from our new 8.5% senior notes in January 2004;
the premium of $4.4 million for the early redemption of the 10.75% senior notes and the higher interest expenses due
to increased debt of the group. The strength of the euro against the U.S. dollar further impacted these predominantly
euro denominated expenses.

Interest Income. For the three months ended December 31, 2004 interest income increased by $0.5 million to $0.8
million from $0.3 million in the comparable 2003 period. For the twelve months ended December 31, 2004 interest
income increased by $1.1 million to $2.1 million from $1.1 million in the comparable 2003 period. This increase
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was due mainly to higher cash on hand as well as due to the strengthening of the euro against the U.S. dollar.

Foreign Exchange Loss. For the three months ended December 31, 2004 we recorded a foreign currency exchange
loss of $0.9 million, compared to a loss of $0.9 million in the comparable 2003 period. For the twelve months ended
December 31, 2004, we recorded a foreign currency exchange loss of $0.6 million, compared to a loss of $1.1
million in 2003.

Other Income (Expense), net. For the three months ended December 31, 2004 we incurred other expense, net of
$0.1 million compared to $0.1 million other income, net in the comparable 2003 period. For the twelve months
ended December 31, 2004, other expense, net increased by $0.08 million to a net expense of $0.1 million from $0.2
million in 2003.

Income Tax FExpense. For the three months ended December 31, 2004 income tax expense increased by $2.3 million
to $6.5 million from $4.3 million in the comparable 2003 period. For the twelve months ended December 31, 2004,
income tax expense increased by $26.8 million to $27.7 million from $0.8 million in 2003. This increase in income
tax expense is mainly due to a reduction in the Austrian tax rate which led to a decrease in deferred tax assets
resulting from tax losses carried forward of $24.9 million (see Note 20).

Net Income (Loss). As a result of the foregoing factors, for the three months ended December 31, 2004 the Company
had net income of $0.1 million, compared to net income of $1.9 million in the comparable 2003 period. For the
twelve months ended December 31, 2004, the Company had net loss of $36.9 million, compared to net loss of $14.7
million in 2003.

Liquidity and Capital Resources:

For the twelve months ended December 31, 2004, cash generated from operating activities decreased by $9.6
million, or 55.1% to $7.8 million from $17.3 million in 2003. This decrease is mainly the result of the higher net loss
in 2004. We increased our cash position with a portion of the net proceeds from our newly issued 8.5% senior notes
due 2014. We used part of the proceeds from the 8.5% senior notes to redeem at a premium our outstanding 10.75%
senior notes due 2006, certain other long-term debts, and $29.7 million of originally classified as short-term
borrowings and reclassified as long-term debt, as of December 31, 2003 (see Note 9). In addition, we used part of
these proceeds, together with cash from operation and cash from sale of our premises in Ireland to purchase property,
plant and equipment of $23.2 million. Finally, we used $13.6 million to purchase available for sale marketable
securities.

As of December 31, 2004, we had $9.9 million in available unused credit facilities and reported $59.6 million cash
on hand.



