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RHI Refractories

For over 100 years, RHI's refractories division has developed solutions for customers in key industries such as iron, steel, non-ferrous
metals, cement, lime, glass, chemicals, energy and environmental technology, in which ceramic refractory products are crucial to all
high-temperature production processes exceeding 1,200° C. RHI Refractories is the world market and technoltogy leader in
refractories. The RHI Group will focus on this core competence exclusively in the future.
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Heraklith

insulating, the remit of Heraklith AG, is one of the leading suppliers to the insulating materials sector in Europe. In 2005, Heraklith
continued to expand its market position in Central and Eastern Europe significantly. 1ts most important products for the markets in
Central and Eastern Europe are high-quality solutions made of stone-wool and wood-wool building boards.
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Foreword by the CEC

Ladies and Gentlemen,
Dear Shareholders,

Looking back five years, we can see that
we have accomplished a remarkabte
turnaround following the crisis in 2001,
which threatened our very existence. We
feel that we, then the newly appointed
Board of Management, have set the right
course. The objective to restructure the
RHI Group and to focus on the global
refractories business was achieved in
2006 when the insulating division with
Heraklith AG at its helm was sold. The
portfolio realignment has thus been
completed, and BHI is now a pure
refractories group.

In 2001, RHI suffered an existential
solvency crisis caused by an acquisition in
the USA in 1999, Neot only was RHI
confronted with operative restructuring
needs that exceeded expectations by far,
we also had to deal with enormous
ashestos problems.

The most difficult step, still clearly visible
in the RHI balance sheet, was to split off
the US affiliates affected by asbestos
claims. They were deconsolidated at

31 December, 2001 and written down
completely after filing for protection under
Chapter 11 of the US Bankruptcy Code.
The RRI Group's equity was highly
negative as a result. Thanks to continuous
good results since 2002, equity improved
substantially and will be positive again by
2007 at the latest.

The Chapter 11 proceedings in the USA
are still ongoing. They should, however,
be completed with a positive result in
2006,

A central element in the turnaround
programme was to focus on our more
than 100-yearlong tradition and to part
with less profitable divisions. Although
this led to a reduction in consclidated
revenue from € 2.2 billion in 2000 to

€ 1.4 billion in 2005, the result improved
significantly. Using the year 2000 before
the crisis in the USA as a basis for
comparison, profit for the year rose from
€ 30.8 million to € 99.8 million in 2005.
The financial statements presented in this
annual report prove this successiul
development.

2005 was characterised not only by the
ongoing positive development in our core
business, refractories, but also by the
successful completion of a fundamental
restructuring process in the insulating
segment, which laid the foundation for a
profitable future cutside the RH! Group.
The success is evident: Heraklith's
revenue has risen 50% since 2002 and
EBIT multiplied. In garly 20086, the
Heraklith Group was sold 10 the Knauf
Group with good growth prospects based
on the opportunities arising in Eastern
Europe. When the transaction is closed
and RHI receives the purchase price of

€ 230 million, liabilities to banks will be
reduced from initially over € 1,000 million
to some € 450 millien.

The RHI Group will thus have sufficient
financial scope for important growth in its
refractones core business. Thanks to the
agreement with our banks, we have also
been able to make important investments
during the years of the restructuring
phase, thus extending our position as the
glcbal refractories leader. Capital
expenditure geared towards automation
and rationalisation measures at our

European locations, the extension of the
plants in Mexico and two new plants in
China are only a few examples of our
value-based strategy. During the
restructuring period in the last five years
we have constantly increased our
research and development budget and
are now the global technology leader in
the refractories business. The course we
have chosen forms the basis for a further
dynamic extension of our world market
leadership in refractories.

At this point | would like to mention that
| do not wish to extend my contract as
CEQ in the year 2007 | am convinced
that the timely appointment of my
successor Dr. Meigr and the addition to
the Board of Management of the
refractories experts Dr. Cappelli and

Dr. H&dl in 2006 is an important step for
the future.

The successful turnaround, which is also
reflected in the performance of the

RHI share, has not been an achievement
of a few individuals, but rather of all

RHI employees, Thank you very much!

| would also like to thank the employees’
representatives for their constructive
cooperation.

All the best!

Dr. Helmut Draxler

Foreword b




HI G
H [f@ U p RHI AG, which has its headgquarters in Vienna, is one of the largest

industry groups in Austria and is listed in the ATX on the Vienna Stock Exchange.

Following its capital restructuring in 2002, RHI has now also successfully completed

the restructuring of the group portfolio by selling the insulating division in early 2006.

By focussing the group on its core refractories competence under the

RHI Refractories brand, the reorientation has successfully been accomplished.

Following the sale of Heraklith, RHI will use the financial scope it has gained

to consistently expand its global refractories business. Here, good

opportunities are arising on the raw materials and market sides worldwide.

RHI Group

in € million in accordance with IFRS 2005 2004 Change in %
Revenue continuing operations* 1,1994 11,1198 71
Revenue discontinued operations** 255.4 181.5 40.7
Revenue Group (pro forma)** 1,451.5 1,2973 1.9
EBIT continuing operations* 1178 125.5 -6.1
EBIT discontinued operations** 21.7 10.1 114.9
EBIT Group {pro forma)** 1395 135.6 2.9
Profit after minority interest 98.1 95.0 3.3
Employees** 8,603 7807 10.2

*  Refractories, other

** In accordance with the accounting standard {FRS 5, non-current assets held for sale are shown as “discontinued

operations” in the balance sheet. This has applied to the insulating division since 1 October, 2005. Revenue and

EBIT of the discontinued operations, as well as consolidated revenue, EBIT and employees are oniy shown for

information and pro forma in ordter to provide figures comparable to the previous year for the RHI Group. In

addition, insulating EBIT in the amount of € 21.7 miltion deviates from the figure € 26.2 million as shown in the

neles as IFRS requires that assets heid for sale cease to be depreciated as soon as they are classified as such.

6 RHI Group




Key Facts

Share price reflects successful restructuring
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Highlights

RHI Strategy in 2005 forging ahead

The successful and sustainable capital
restructuring, focussing the RHI portfolio
on core competences and the regained
earnings power have been the
foundations for the new RHI since 2002.
Once again, RHI achieved some
impertant successes on its way to
financial and balance sheet restructuring
in 2005, the fourth of five years
scheduled for the restructuring.
Important milestones were also

reached in RHI's divisions.

Efforts centred on continuing to develop
the global refractories business under the
RHI Refractories brand, and on
strategically repositioning the insulating
division with Heraklith AG at its helm,
The following highlights characterise the
development of RHI Refractories in 2005:

>> Revenue growth by almost 8%, with
a somewhat lower EBIT margin of
9.9% which was solely due to costs.

>> Price increases to offset the rising
cost of energy and raw materials.

>> Extension of the refractories works in
China from 100,000 tonnes to
200,000 tonnes, thus over 10% of
RAHI's capacity.

=>> investments of over € 60 million in
now 28 plants worldwide, and maore
than € 15 million of it in China.

>> Confirmation of the strong
refractories market position in
Eurcpe; success in the new growth
markets.

The Heraklith Group alsc finalised some
crucial development steps in 2005:

>> Successful completion of the
realignment of the product portfolio
and plants in Germany and Austria,
which began in 2003.

8 RHI Group

>> Acquisition of the Slovenian stone-
wool specialists Eurovek (100%)
and Termo {over 95%).

>> Stone-wool solutions for industrial
insulation materials were added to
the product portéolio.

>> Increase in revenue by more than
40% to € 255.4 million as a result of
consolidation of Eurovek and Termo.

>> Improvement in EBIT by over 100%
to € 21.7 million, increase in EBIT
margin from 5.5% t0 8.5%.

Heraklith Group successfully sold

Following the successful strategic and
operative development of the Heraklith
Group, RHI started the selling process in
September 2005. In January 2006, RH!
and the Knauf Group signed a contract
for the sale of Heraklith. A purchasing
price of € 230 million on a debt-free basis
was agreed. The transaction is expected
to be closed in the second quarter of
2006 following the approval of the anti-
trust authorities. RHI should then
generate a book profit of approx.

€ 60 million from the sale, which will also
have a positive effect on the result and
thus the group’s equity in 2006.

With the sale of the Heraklith Group, RHI
has successfully completed the
realignment of the group portfolic and will
in future focus exclusively on extending
its leading position in the world
refractories market under the RHI
Refractories brand, The RHI Group's
liabilities to banks will be reduced to
some € 450 million as a result to the sale.
At the beginning of RHI's restructuring in
early 2002 liabilities to banks exceeded

€ 1,000 miliion. RHI will use the financial
scope thus gained to accelerate the
expansion of its global refractories
business.

Capital restructuring successful

The long-term elements of the capital
restructuring agreed with banks and
sharehclders in 2002 proved tc be a solid
basis for RHI's strategic and financial
development. In 2005 they remained the
solid contractual basis for

>> the RHI Group's liguidity,
contractually secured long-term,

>> RHI's focus on cash flow to repay
debt quickly,

>> the accumulation of equity to
restore a sustainable capital
structure in the long term.

2005 again showed that the contractual
framework agreed with the censcrtium
of banks in early 2002 did not force RHI
to forego growth opportunities requiring
capital expenditure and acquisitions in
the two divisions. RHI again invested

€ 60 million in property, plant and
equipment and financial assets.

In 2005, RHI met all its contractual
obligations to banks and to the holders of
subordinated convertible bonds. The debt
repayments made to banks since the
beginning of the restructuring and the
repayments expected to be made from
cash flow from operating activities, the
proceeds from the sale of Heraklith and
the possible payments in the context of
the Chapter 11 proceedings in the USA
by mid-2007 exceed the obligations of
the restructuring agreement.

RHI can therefore already deliver on the
promise made on the occasion of the
extracrdinary shareholder meeting in
February 2002:

“"RHI 2006: reorganised and
disencumbered world market leader in
refractories”




Results

Changed statement of results in 2005

As BHI's Boards had already presented
their decision to sell the Heraklith Group
in 2005, the insulating division is shown
as discontinued operations in RHI's
consolidated financial statements 2005 in
accordance with the IFRS regulations. In
the consolidated balance sheet the
Heraklith Group is shown as an item on
the assets and the liabilities sides
respectively, while the financial relations
between RHI AG and Heraklith are only
shown as RHI accounts receivable from
Insulating.

The income statement 2005 shows the
contributions to revenue and results
adjusted for the deconsolidated insulating
division up to profit frem continuing
operations. Profit from discontinued
operations is then added in order to make
the profit of the REI Group in 2005
comparable with the figure of the
previous year. When the Heraklith
transaction is completed in the second
quarter of 2008, the balance sheet and
results of the new, focussed RHt will be

fully visible for the first time.To ensure
better comparability, the revenue and
EBIT figures 2005 are shown in a
structure comparable to that of the
previous year. This is to illustrate the
actual operative development of the RHI
Group in the past financial year relative to
the previous year. Deviating from the
statement according to |FRS in the notes
of this annual report, these key figures
thus include the so-called discontinued
insulating operations in addition to
refractories and other activities.

Comparable consolidated revenue rose
11.9% in 2005 to € 1,451.5 millicn
(previous year: € 1,297.3 million}.
Refractories recorded an increase by
75% to € 1,185.1 million {previous year:
€ 1,102.6 miilion), which is primarily due
to price increases. Insulating raised its
revenue by 40.7% to € 255.4 million
{previgus year: € 181.5 million) as a result
of the initial consclidation of the new
Slovenian companies Eurovek and
Termo. Net taking this effect into
account, insulating revenue was up
nearty 4% in 2005.

RHI Group: Revenue {comparable to 2004}

2005 2004 Change
in € million pro forma reported in %
Refractories 1,185.1 1,102.8 75
Insulating 255.4 181.5 40.7
Consolidation / other 11.0 13.2 -16.7
RHI Group 1,4515 1,297.3 11.9
RHI Group: EBIT {comparable to 2004)

2005 2004 Change
in £ million pro forma reported in %
Refractories 117.8 123.2 -4.4
Insulating 217 10.1 1149
Overhead / other 0.0 2.3 n.a.
RHI Group 139.5 1356 29

Comparable EBIT in the RHI Group was
€ 139.5 million in 2005 [previous year:

€ 135.6 millicn). At € 117.8 million
{previous year: € 123.2 millicn), EBIT
generated by refractories was down
4.4% due to ancther rise in raw material
and energy costs; the EBIT margin thus
amounted to 9.9% in 2005 {previous
year: 11.2%). The further increase in raw
material prices in 2005 was expected and
therefore accounted for accordingly in
RHI's pricing policy. Seoaring oit prices in
the wake of the hurricanes and political
events flowed through into the natural
gas market, which is relevant to RHI.
The unexpectedly high natural gas price
is reflected in the reduced EBIT margin.
Insulating once again improved EBIT
significantly by 114.9% to € 21.7 million
{previous year: € 10.1 million). The
increase in the EBIT margin te a goed
8.5% (previous year; 5.5%]) is mainly
attributable to better profitability as a
result of the completed plant and
portfolio realignment in Western Europe
and the consolidation of Eurovek and
Termo. The EBIT contribution of
overhead/other was balanced (previous
year: € 2.3 million}. The costs incurred by
the group’s head office were offset in
2005 by earnings realised through the
payment of US$ 20 millicn effected by
Honeywell in December 2005. In 2004,
this item contained a payment of

US$ 10 million by DIl. Background and
details on these payments can be found
in the section "US Chapter 11
Proceedings”

The financial result of continuing
aperations improved further by 20%
to € -25.3 million {previous year:

€ -31.8 million), reflecting an
improvement in the interest result,
interest relief resulting from the
conversion of RHI convertible bonds in
2005 and interest income from tax
refunds.

RH! Greup 9




Profit again at a good level

Profit before income taxes from
continuing operations amounted to

€ 94.9 million in 2005 (previous year:

€ 975 million), down 2.7%. At

€ -9.6 million (previous year:

€ -4.9 million}, income taxes were higher;
profit after income taxes from continuing
operations, at € 85.3 million {previous
vear: € 92.6 million}, was lower in 2005
than in the previous year. Profit from the
discontinued insulating operations
amounted to € 14.5 million {previous
year: € 7.1 million}. RHI's profit
comparable to the previous year came to
€ 99.8 million (previous year:

RHI consolidated income statement

€ 99.7 millien), thus remaining at a
comparable level. Profit attributable to
minority interest amounted to

€ 1.7 million in 2005 {previous year:

€ 4.7 million). Profit attributable to equity
holders of RHI AG thus totalled

€ 98.1 millien (previcus year:

€ 95.0 million}.

Undiluted earnings per share, based on
the average of shares issued in 2005,
amounted to € 4.18 {previous year:

€ 4.63), including all potential shares from
the RHI convertible bonds the figure was
€ 2.61 per share {previous year: € 2.58).

Equity improved due to the healthy group

in € million 2005 2004 Change in %
Continuing operations

Revenue 1,199.4 11198 71
EBITDA 158.7 166.7 -4.8
EBIT 17.8 1255 6.1
Financial result -25.3 -318 20.4
Result from associates 24 38 -36.8
Profit before income taxes 94.9 975 27
Ircome taxes -9.6 -4.9 -95.9
Profit from continuing operations 85.3 926 -7.9
Profit from discontinued operations 145 7.1 104.2
Profit for the year 99.8 99.7 01
Profit attributable to minority interest -1.7 4.7 63.8
Profit attributable to equity holders of RHI AG 98.1 950 33
Undiluted earnings per share (in €] 4.18 463 9.7
Diluted earnings per share (in €) 2.61 2.58 1.2
RHI consolidated cash flow

in € millign 2005 2004 Change in %
Continuing operations

Cash flow from operating activities 108.3 935 5.8
Cash flow from investing activities -60.3 -56.5 -6.7
Cash flow from financing activities -41.7 -43.1 -10.7
Cash flow from continuing operations 03 -6.1 n.a.
Cash flow from discontinued operations 7.1 47 511
Cash flow total 74 14 n.a.

10 RHI Group

profit and the conversions of the
cenvertible bonds tranche B8 in 2005 by
€ 129.4 million and amounted to

€ -181.1 million at 31 December, 2005
{previous year: € -310.5 million). This was
a major step towards winning back
positive equity capital in RHI's
consolidated balance sheet, which, after
the write-down and deconsolidation of
the US companies showed negative
equity capital of approximately

€ -500 million at 31 December, 2001.
This is bringing RHI substantiatly closer to
its goal formulated in 2002 to have
positive equity capital again in 2007,
Capital expenditure of more than

€ 75 millien in refractories and insulating
in 2005 proves that RHI was able to take
all steps necessary for the operative and
strategic development and is thus in full
control of its business activities. RHI's
sclvency is still guaranteed by long-term
agreements with banks.

Cash flow from operating activities in
continuing operations amounted to

€ 108.3 million in 2005 (previous year:

€ 93.5 millicn). Cash flow from investing
aclivities amounted to € -60.3 million
{previous year: € -56.5 million). Free cash
flow in the continuing business, at

€ 48.0 million, exceeded the value of the
previous year by 30%; free cash flow in
discontinued business rose significantly
as well to € 12.5 million. Overall, RHI's
free cash flow in 2005 totalled

€ 60.5 million, which was used to repay
liabilities to banks. Financial liabilities
were reduced to € 2576 million at

31 December, 2005 (previous vear:

€ 290.3 million}, and will be repaid to a
very large extent from the proceeds of
the sale of Heraklith in 2006. In addition,
there are subordinated, interest-free
liabilities to banks in the amount of

€ 400.0 million, which will be repaid in
equal instalments with interest over
seven years starting in 2007




Qutlook

Refractories

Economic forecasts for 2006 point to a
very inhomogeneous development in the
different regions of the waorld. In Western
Europe growth is expected to improve on
2005. It should, however, remain at a low
level, while solid growth is once again
forecast for the USA. Eastern Europe and
Russia, in particular, as well as some
countries in Central and South America
are likely to benefit from the positive
trends in 2005. Growth in Asia is, once
again, going to be the decisive factor for
the world economy and the exporting
industry in 2006. The vast majority of
forecasts are predicting growth rates in
the high single figures for China and
Ingia, which is likely to boost investment
and production growth in these countries
and the Asian region as a whole.

The dynamic growth in Asian countries
will continue to be a decisive factor
determining capacity utilisation for the
commodity industries important to
refractories. Availability and cost
development of important resources are
crucial aspects in the economic situation
of RHI's customers. It is increasingly
relevant to the steel industry, RHI's
largest group of customers, 1o what
extent and at which speed China
modernises its capacities, India and Brazil
expand their production and which steel
quality will thus enter the world market.

The persistent consoclidation in the steel,
cement, glass and non-ferrous metals
industries, which is currently
accelerating, has a very important and
positive impact on the market potential
for RHI Refractores. Globally operating
customers, whom RHI has supplied with
individual key account concepts far many
years, need globally operating

refractories partners with the
corresponding logistics at their disposal.
RHI Refractories can guarantee optimum
supply, both in technical and economical
terms, with maximum security. RHI will
consistently continue to develop key
account concepts for global players in all
its customer industries. As a generalist
supplier able to deliver worldwide RHI is
very well positioned. The course is set
for a high-margin and cash-flow-oriented
future of RHI Refractories worldwide.

Competition for market share and growth
potential continues unabated. In China
overcapacities in refractories are growing.
in addition to industrial cycles, in
particular in the steel industry, and
maonetary parity, continued consolidation
and modernisation in the customer
industries play a significant role in
commercial success worldwide. RHI
expects an overall positive market
enviranment in 2006. Incoming orders at
the beginning of 2006 exceed the level of
the previous year. RHI aims to reach a
two-digit EBIT margin again based on a
successful implementation of price
increases to cover further increases in
COsts.

Insulating

Following the conclusion of the contract
to sell Heraklith on 13 January, 2006,
approval proceedings have been initiated
with several antitrust authorities. In
addition, the buyers started the financial
due diligence procedures based on
Heraklith's financial statements in March
2006. Provided the antitrust authorities
give their approval, the closing of the
transaction is expected in the first half of
2006. It may, however, be delayed
further. Untit that time, the Heraklith

Group will be consolidated in the RHIJ
Group as discontinued operations. The
buyer has been paying market interest on
the purchase price since 1 March, 2006.
The buyer is entitled to the commercial
result 2006.

Heraklith’s business development and
incoming orders are satisfactory at the
beginning of 2006, although the
construction industry has been adversely
affected by the long hard winter and
heavy snow in Western and Eastern
Europe. Heraklith expects a slightly better
business climate in Western Europe and a
good market development in Eastern
Europe and Russia. The complate
integration of the companies acquired in
Slovenia, Eurovek and Termo, will have a
positive impact in 2006. The objective is
to take advantage of the good
opportunities in Russia and other markets
in Central and Eastern Eurcpe and to
further improve the Heraklith Group’s
earnings power continuously.

Group

Forecasts for the RHI Group results in
2006 are positive overall, pravided the
world economy is not subject to renewed
recessionary or exchange rate pressures.
The Heraklith transaction is expected to
result in a book profit of some

€ 60 million; the proceeds from the sale
in the amount of € 230 million on a debt-
free basis will be used to further reduce
tinancial liabilities significantly.

RHI wilt continue to fulfil its capital
restructuring objectives in the coming
year and will continue to spur on the
group’s positive development with
targeted investments.

RHI Group 11




US Chapter 17 Proceedings

Positive progress made

The Chapter 11 proceedings of the US
refractories firms NARCO, Harbison-
Walker, AP Green and GIT, which were
deconsolidated at 31 December, 2001,
are angoing. These firms are no longer
considered subsidiaries of RHI, as RHI
AG no longer exercises control over them
due to the Chapter 11 proceedings
initiated by US companies at the
beginning of 2002.

RHI AG and several RHI affiliates entered
into settlement agreements on 9 Agpril,
2004 with the previous US owners,
Honeywell and Halliburton / DI, and with
the companies that are operating under
Chapter 11 of the US Bankruptcy Code
themselves in order to finally clarify
unresolved issues, earlier contractual
agreements as well as mutual claims and
claims of third parties.

The agreements regulate RHI's
relinquishment of operating receivables
from the US companies prior to the
Chapter 11 proceedings and the
relinquishment of all shares in the US
companies in the course of the
completion of the Chapter 11
proceedings. As RHI wrote down all
accounts receivable and carrying values of
related investments in the financial
statements 2001, these agreements will
not adversely affect RHI's results.

A condition to the settjement agreement
is a US$ 40 million payment by Honeywell
to RHI Refractories Hoiding under a prior
contract related to NARCO's Chapter N1
proceedings.

In January 2005, RHI AG and its affiliates
became beneficiaries with legal security
of the channelling injunctions of the DI
reorganisation plan. This was approved by
the competent court in the course of the
Chapter 11 proceedings which DIl filed

12 RHI Group

for in late 2003. With the completion of
the DIl proceedings in January 2005, all
present and future asbestos and silica-
based claims against the former RHI
subsidiary Harbison-Walker were finally
transferred with legal security to the DIl
trust funds. DIl fulfilled its contractual
obligations to RHI at 24 January, 2005
with a payment of US$ 10.0 million.

A substantial part of the claims against
former RHI affiliates in the USA have
therefore finally been settled.

On 15 September, 2005, the companies
operating under Chapter 11 submitted
changed plans of recrganisation 10 the
court, which fully incfuded the
agreements from 2004. The plans,
which have been amended several times
since, were sent out for approval on

10 February, 2006, along with a
document explaining them. The final
period for objection against the plans
ends on 12 May, 2006. The subsequent
hearing is currently scheduled for June
2006.

After NARCO submitted an amended
reorganisation plan 1o the court, which
was also accepted by Honeywell,
Honegywell paid US$ 20 million to RHI in
December 2005 as contractually agreed.
In 2002, Honeywell had committed to pay
a total of US$ 100 million once certain
conditions relating to the NARCO's
Chapter 11 proceedings were met. The
remaining US$ 40 million become due
when NARCO's Chapter 11 proceedings
are also completed successfully.

If the court gives its final approval to all
reorganisation plans, RHI AG and its
companies will receive full legal security
with respect to all remaining claims
against the US companies operating
under Chapter 11. In addition, RHI AG and

" its companies will become beneficiaries

of the channelling injunctions based on

the plans of reorganisation. All existing
and future asbestos-related claims against
the deconsolidated US companies would
then he completed with full legal security.
Amongst other things, the settlement
agreements of 2004 provide that the
reorganisation plans enter into effect as
soon as Honeywell pays the remaining
USS 40 million to BHI. A positive
completion of the proceedings in the
summer of 2006 is pessible, but still
uncertain due to possible objections
against the reorganisation plans.

US Senate debates FAIR Act

The US Senate is continuing to debate
the FAIR {Fairness in Asbestos Injuries
Resolution) Act, which requires the
mandatory legal transferral of present and
future asbestos claims to a national fund.
The FAIR Act would set up a national
trust fund amounting to about

LUS$ 140 billion, which would be used to
compensate asbestos-related plaintiffs. In
a vote relating 1o only the procedurss of
discussing the bill taken on 7 February,
2008, the Senate voted 98 to 1 in favour
of a vote on the hill. To enable a further
debate in the US Senate a minimum of
60 votes is required, which is currently
still uncertain.

Possible effects of a FAIR Act on the
ongoing Chapter 11 proceedings cannot
vet be determined.




tmployees

One of the pillars of the RHI Group is its
multicultural network of experts and
managers who develop optimal sclutions
for RHI's customers and ensure business
success. As a result of the continuous
international development of RHI's
divisions, refractories and insulating, the
number of employees continued to
increase in 2005.

Due to production extensions in China
and strengthening sales in many other
regions of the world, refractories
employed over 6,200 pecple at the end
of 2005, 200 more than in the previous
year.

In the insulating division the number of
employees rose by more than 500 to
2,200 due to the acquisition of the
Slovenian companies Eurovek and
Termo.

RHI key personnel figures

The RHI Group’s global presence is
reflected in the international structure of
its staff. The annual average headcount in
RHI's fully consolidated companies in
2005 was B,603 (previous year: 7807),
broken down by region as follows: 60%
in Western Europe, 17% in Eastern
Europe, 7% in Asia/Pacific, 7% in Central
and South America, 5% in North America
and 4% in Africa. At the end of 2005,
2,331 RHI employaes worked at Austrian
locations.

Employee stock ownership plan

Participation in the employee stock
ownership plan "4 plus 1" was extended
to all fully consolidated companies of RHI
AG in 2005. This plan grants employees
warldwide the option to receive bonus
stock worth € 1,460 in total against RHI
stock they have purchased to a total

2005 2004 Change

pro forma reported in %

Revenue in € million 1,451.5 1.297.3 1.9
Staff costs in € million 355.8 3292 8.1
Average annual number of employees 8,603 7.807 10.2
Number of employees at 31.12. 8,564 7,774 10.2
Staff costs in % of revenue 24.5 25.4 -2.5
Staff costs per employee in € 1,000 41.4 422 -1.9

Breakdown of RH! employees by region

B 60% Western Europe

B 17% Eastern Europe

7% Asia/Pacific

7% Central/South America
5% North America

4% Africa

Oooom

€ 5,840 per annum. At yearend 2005,
1,163 employees of the group held RHI
shares.

Personnel development to secure
business success

In 2005, RHI developed a new basis for
personnel development activities in order
to ensure successful growth worldwide.
Special attention is placed on the
international orientation of the new
training programmes for executives and
the new generation of managers.

Excerpt from RHI AG's corporate
policies

»>> We expect and promote performance
and commitment. These are
fundamental elements of our human
resources policy,

>> We view the protection of staff and
the environment as key corporate
duties and as part of our corporate
social responsibility towards our staff,
employees, neighbours, customers
and investors.

>> Responsible behaviour towards our
staff is therefore paramount to us, and
we in turn encourage our staff to take
responsibility for their own actions.

>> We motivate our staff by providing
informaticn and training con issues of
safety, health, quality and
environmental awareness.

RHI Group 13




RHI Share

RHI in the ATX of the Vienna Stock
Exchange

RHI AG has been listed on the Vienna
Stock Exchange since 1987 and has
been a member of the Austrian Traded
Index, ATX, since 1991. RHl is also a
member of the PRIME MARKET of the
Vienna Stock Exchange, which, since
2002, has included companies that have
committed themselves to compliance
with strict criteria governing
transparency, quality and disclosure.

This, together with RHI's commitment in
2003 to uphold the Austrian Corporate
Governance Code, ensures that
internationally recognised financial
market criteria can be fully met in the
interests of investors and the capital
market.

RHI share price 04/2001-03/2006

Investor Relations

The level of interest shown by
institutional investors increased
significantly in 2005. The number of
international road shows, which RHI
staged in cooperation with the Vienna
Stock Exchange, Austrian and German
banks, increased substantially.
Discussions were held with over 100
institutional investors in New York,
London, Edinburgh, Paris, Brussels,
Zurich, Geneva, Milan, Frankfurt am Main
and at investor conferences.

The positive echo from these

conferences was reflected in a significant
rise in the liguidity of the RHI share. Stock
exchange turnover rose by around 148%
to 56.0 million shares, and the market
value trebled to € 1,333 million, which
was also due to the positive share price
development.

EUR Units (doubla count}
28.00 2,800,000
24.00 i 2,400,000
Share price
20.00 W 2,000,000
16.00 -ﬁfd 1,600,000
12.00 b‘f% 1,200,000
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Share price

After a decline in the share price in 2001
foliowing RH!'s financial crisis, the RHI
share hit a low of € 4.35 in January 2002.
Following a successful restructuring of
capital and a clear turnaround, the RHI
share recovered and consequently
doubled to € 15.10 by the eng of 2003.

A clear strategic reorientation, success in
the strategic development of the
Heraklith Group, progress in the
Chapter 11 proceedings in the USA, a
positive outlook on the graup’s future
development and transparent financial
communications have since been the
basis for improvements in the AHI share
price. The share price hit a high of

€ 26.50 in 2005 and closed at € 22.80
on the Vienna Stock Exchange on

29 December, 2005, up 2.2% on the
previous year.

The RHI share price has thus reached its
levet prior to the crisis in 2001. Various
assessments by analysts have indicated
that the share price is still attractive. In
this context it is important that
institutional investors with medium to
long-term interests have increasingly
entered into discussions with RHI as the
successes of capital and portfolio
restructuring have become ever more
visible.

At the beginning of 2006, RHI completed
its concentration on its core refractories
business with the successful sale of
Heraklith. New financial scope has been
created, which is to be used for profitable
growth worldwide and brightens the
prospects for the value of the new RHI
and its share price.




RHI convertible bonds

At the extraordinary general meeting on
15 February, 2002, RHI AG's Board of
Management gained approval for capital
increases as part of the capital
restructuring programme to secure its
capital structure long-term, enabling it to
issue two subordinated convertible bonds
of tranche A and B.

tn April 2002, RHI AG's Board of
Management decided to use this
authorisation to issue tranche A with a
total nominal value of € 72.36 million,
maturity up to and including

31 December, 2009. Conversion will not
be possible until 1 January, 2007

RHI Share: Key figures

Furthermore, tranche B was issued with
an identical nominal value of

€ 72.36 million, split into 1,809
convertible bonds with a nominal value of
€ 40,000, also maturing on 31 December,
2009. Tranche B can be converted since

1 January, 2003 at the beginning of each
quarter and also until 31 December, 2009.

At 1 Aprif, 2006 1,215 of the 1,809
convertible bonds of tranche B had been
converted into 6,685,500 new RHI
shares. The current number of RHI shares
is 26,602,539 at 1 April, 2006. The
complete conversion of all bonds would
result in a total of 39.84 million shares of
RHI AG.

in € 2005 2004 Change in %
Share price at year-end* 22.80 22.30 2.2
High' 26.50 22.94 15.5
Low! 21.75 15.55 39.9
Average' 23.66 18.28 284
Number of shares {in million units) 25.94 21.86 18.7
Stock exchange turnover {in million units) 55.99 22.57 148.1
Stock exchange turnover {in € million} 1,333 419 218.1
Market capitalisation (in € mitlion)® 591 488 211

1 closing price at Vienna Stock Exchange
2) at yearend

Information on RHI

The investor relations department of RH!
AG is available to answer queries from all
shareholders and capital market
participants relating to the share and the
company. The most important information
and financial reports are also available on
the Internet at www.rhi-ag.com.

Shareholder hotline: +43/1/60213-6123
Shareholder fax: +43/1/50213-6130

e-mail: rhi@rhi-ag.com
Internet: www.rhi-ag.com
Reuters: RHIV.VI
Bloomberg: RHI

Dividend payout

New shares from the conversion of RHI
convertible bonds A and B are eligible for
dividends from the beginning of the
business year in which the conversion is
declared.

No dividend will be proposed at the
Annual General Meeting on 1 Juneg, 2006
as the RHI Group's equity capital is stil)
negative. If the 2006 result meets RHI's
expectations, RHI plans to resume a
dividend payout in the year 2007 for the
business year 2006.

Shareholder structure

B < 90% free float

B 5% Dr wihelm Winterstein,
Germany

Ll > 5% AW Management Beteiligungs
AG, Austria

ISIN

RHI Share:

ATO000676303

Convertible bond tranche A:
AT0000443049

Convertible bond tranche B:
AT0000443056

Capital market key dates 2006

25 April, 2006: Result 2005

4 May, 2006: 1= quarter result 2006

1 June, 2006: Annual General Meeting
26 July, 2006: Half-year resuit 2006

25 October, 2006: 3¢ quarter result 2006
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Corporate Governance

Since 1 October, 2002, the Austrian Code
of Corporate Governance has given
Austrian companies a framework for the
management and supervision of a
company. With effect from January 2006,
the Code has been revised and essential
items have been developed further.

The Corporate Governance Code
advocates a system of management and
supervision of companies aimed at
achieving accountability and creating long-
term, sustainable value. This is intended
to provide a company's stakeholders with
a high degree of transparency and to
serve as an important guide for
international investors.

The Code is based on Austrian stock
corporation law, stock exchange and
capital market regulations, important
EU recommendations, and its principles
follow the OECD'’s guidelines for
Corporate Governance.

RH) supports the Code's objectives
to strengthen the confidence of
domestic and foreign investors in the
Austrian capital market by providing
more transparency and uniform
standards. In addition, RHI advocates
the statutory provisions to prevent
insider trading and has implemented
the Securities Issuer Compliance
Regulation, which entered into

effect on 1 April, 2002 and was revised
at 2 May, 2005, in the company.

RHEI's Boards meet regularly to discuss
the Corporate Governance Code as
amended. The Code’s regulations and
recommendations are met 1o a very great
extent by RHI. RHI ensures transparency
as required by Figure 60 of the Code by
adding a staterent to the annual report
and by publishing it on the company’'s
website.

The Austrian Code of Corporate
Governance is available on the Internet
at www.corporate-governance.at.

Report of RHI AG of March 21, 2006 on the Austrian Code of Corporate Governance

RHI respects the Austiian Code of
Corporate Governance and undertakes to
comply with the provisions documented
therein. The Code comprises the
following rule categories:

1. Legal Requirement {L}:
The rule refers to mandatory legal
requirements.

2. Comply or Explain {C):

This ruie is to be followed; any deviation
must be explained and the reasons stated
in order to be in compliance with the
Code.

3. Recommendation (R):

The nature of this rule is a
recommendation; non-compliance with
this rule requires neither disclosure nor
explanation,

16 RHI Group

Information to be disclosed in accordance
with the Austrian Corporate Governance
Code:

Figure 30 Corporate Govemance Code
{Comply or Explain):

Information regarding the principles of
remuneration of the Board of
Management

>> Principles for granting
performance-linked payments to
the Board of Management and
performance criteria: The variable
portion is linked to the targets of EBIT
and cash flow from results.

>> Relationship of fixed to
performance-linked components of
total compensation:
Up to 50% of total compensation is
variable.

=> Principles of the company
retirement plan:
Principle of deferred compensation,
no defined benefit plan.

»> Principles of eligibility and claims in
the event of termination of the
function:

Ne claims beyond the Board of
Management contract.

Figure 39 Corporate Governance Code
{Comply or Explain):

Appointment o commitiees

{capital representatives}

Auditing committee:
Auditor G. Peskes (finance expert}
M. Gréller

Nomination committee:
M., Groller
Auditor G. Peskes

Compensation committee:
M. Gréller
Auditor G. Peskes




Figure 51 Corporate Governance Code
(Compty or Explain):
Remuneration of the Supervisory Board

In accordance with & 15 of the articles of
association of RHI AG, the Supervisory
Board members receive remuneration
payable at the end of a financial year, the
amount of which is determined by the
Annual General Meeting. The distribution
of the remuneration determined by the
AGM is effected in such a way that the
Chairman of the Supervisory Board
receives the 2.5-fold amount of an
ordinary Supervisory Board member, and
the Deputy Chairman of the Supervisary
Board receives the 1.75-fold amount, on a
pro-rata-temporis basis.

Figures 53, 54 + 58 Corporate
Governance Codex

(Comply or Explain):
Independent Supervisory Board
members, period in office

Independent RHI AG Supervisory Board
members in accordance with the criteria
established by the Supervisory Board, to
be found on the company’s website
(www.rhi-ag.com} are:

First appointment

End of period in office

M. Graller, Chairman

15 February, 2002

Annual General Meeting 2007

G. Peskes, Deputy Chairman 1 July, 1999 Annual General Meeting 2009
G.K. Gregor 15 February, 2002 Annual General Meeting 2007
Dr. C. Grupp 4 July, 2002 Annual General Meeting 2007
DOr. E. Schaschl 27 May, 1999 Annual General Mesting 2009
S. Prinz Wittgenstein 17 May, 2001 Annual General Meeting 2006

None of the above Supervisery Board
members holds more than 10% of the
shares of RHI AG or represents the
interests of such a shareholder.

Figure 58 Corporate Governance Code
{Comply or Explain}:

Disclosure of other supervisory board
mandates for other listed companies

This information is available on the
company’s website (www.rhi-ag.com).

RHI deviates from the recommendations
of the Corporate Governance Code in the
following point:

Figure 31 Corporate Governance
Codex {(Recommendation):

Wording of the Code: The compensation
of the Management Board is 10 be
reported separately.

RHI's comment: The decision to publish
personal remuneration lies with gach
individual member of the Board of
Management, remuneration is therefore
not published in the annual report.

RHI AG
The Board of Management
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R H H R @ff@ @t@ H @ S RHI's refractories division is the global

market and technology leader with an optimised worldwide production and sales
network of more than 100 locations on four continents. Customers in over 180 countries
from the key industries iron, steel, non-ferrous metals, cement, lime, glass,

chemicals, energy and environmental technology have trusted in

RHI’s competence in ceramic refractory products for more than 100 years.

RHI Refractories has extremely well established brands, products and

system solutions and will continue to expand its presence and

market position in attractive emerging markets worldwide.

Refractories division

in € million in accardance with IFRS 2005 2004 Change in %
Revenue 1,185.1 1,102.6 75
EBITDA 158.6 164.3 -3.5
EBIT 117.8 123.2 4.4
Employees 6,225 5,936 4.9
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Viarket Envirocnment

World economy dependent on Asia

The global framewaork conditions for the
refractories industry were to a large
extent determined by the developmentin
Asia in 2005, The market and pricing
trends of raw materials and energy also
had an impact on refractories business
worldwide. Although the industries and
markets relevant to RHt benefited from
the strong growth in Asia, in particular in
the key countries China and India, the
expansion and modernisation of local
capacities became increasingly tangible.
Increased steel output in China caused a
reduction in imports, some qualities were
even exported. This was one of the
reasons why the steel industry
experienced a weak price and sales
volume development in some months of
20065.

Growing customer industries

Steel manufacturers in Europe and North
America cut production in the third
quarter of 2005 by up to 10% on the
previous year in order to reduce the high
inventory levels. Capacity utilisation rose
again in late 2005; overall, crude steel
output amounted to 1.1 billion tonnes, up
6% on 2004, with China accounting for
350 million tonnes {+25%) or over 30%.
India boosted production by 17% to

38 million tonnes, while it fall by -4% to
32 miillion tonnes in Brazil. North America
and Western Europe produced less sieel.
Worldwide output in RH1's client
industries cement and lime, non-ferrous
metals, glass, energy and chemicals
increased by up to 5%, though varying
regionally. Good growth was generated in
Asia, the Near and Middle East as well as
Eastern Europe, Central and South
America.

RHI Refractories: Revenue by region

B 20% Western Europe

M 14% North America

B 12% CentralfSouth America
3 12% Africa, Near/Middle East
[J 1% Asia/Pacific

£ 1% Eastern Europe

RH! Refractories: Revenue by business unit

v

uodm
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B 62% Stee!

B 13% Cement & Lime

9% Non-ferrous metals

9% Glass

4% Environment, energy, chemicals
3% Raw materials

Dynamic changes in sight

The outlook for the steel industry, at 62%
RHI's most important customer segment,
remainsg good. Industry studies forecast
world steel output to reach almost

2 billion tonnes by 2015, which
corresponds to an annual growth of 5%.
Three significant trends will continue
consistently:

=> Europe and North America will further
specialise its production.

>> Asia, in particular China and India,
Brazi! and the CIS countries will
expand their capacity as they need to
catch up in terms of infrastructure and
consumption and due to local
competitive advantages in raw
materials and energy.

>> The consolidation of the steel industry
will accelerate as takeovers and
takeover bids in 2005 and early 2006
have clearly shown.

The shifting of capacity towards new
markets and consolidation towards global
players will also affect other RHI
customer industries.

Competition will become fiercer in the
refractories industry. Chinese suppliers
are increasingly trying to develop
established markets without, however,
being able to offer integrated refractories
concepts. As clients operating worldwide
and at top technology level require
technologically adequate refractories
partners, suppliers who operate only in
certain segments and without a global
key account management will not meet
the quality and logistic conditions
necessary 10 gain market share.

RH! will take advantage of the dynamic
development in its customer industries in
order to further extend its position &s
global market and technology leader.




Highlights

Raw materials as strategic assets

The development of RHI Refractories has
traditionally been based on the availability
of self-produced raw materials. The roots
lie in the magnesite of the Austrian Alps,
where RHI has operated its own mines
for over 125 years. In 2005, RHI produced
more than 1.1 million tonnes of
magnesite and dolomite, of which
600,000 tonnes were mined in Austria
and nearly 300,000 tonnes in Turkey and
ltaly respectively. These deposits have
proven reserves for more than 20 years.
The raw materials are processed at RHI's
own plants in multi-stage processes in
sintering and melting kilns to become
high-grade raw materials. The plants in
Europe are largely supplied with sintered
and fused products in optimum quality
from group-cwned sources. Backward
integration amaounts to 50% worldwide
today. Important investments were driven
through in 2005, for instance a new
mining process at Breitenau mine {A) to
optimise extraction and the cost of mining
raw rmagnesite,

As RHI Refractories increased capacity of
the refractories works outside Europe
substantially, activities to boost self-
produced raw materials were also
intensified in 2005, RHI aims to raise
backward integration to well above 50%
to be more independent regarding quality
and costs. In March 2006, BHI signed a
contract with a Chinese partner regarding
the establishment of a joint venture 1o
produce top-quality magnesia, in which
AHI will hold an 80% share. By the end of
2007 8HI will be able to cover more than
50% of the Chinese plants’ raw material
requirements from its own resources.
Only few competitors have the know-how
and the experience 10 use such potential
for their own strategy.

Boosting RHI's presence in Asia

Since 1996, RHI Refractories has been
operating a production site in the Liaoning
province in China, whose annual capacity
has since been increased to

100,000 tonnes. tn 2004, RHI opened a
second plant in this province, in Dalian. At
this plant, capacity is also extended from
40,000 tonnes to 100,000 tonnes.
Furthermare, a new plant for isostatic
products will also be added. In 2005,

RHI estahlished a joint venture with its
Chinese partner Zibo GT industrial
Ceramics Co. Ltd.. The new company
Shandong RHI New Materials Co. Ltd.
produces fused cast alumina-zirconia-
silicate bricks in the Shandeng province.
Zibo is China’s leading refractories
company for glass and also a cooperation
partner of Asahi Glass Ceramics.

In 2006 RHI operates 28 structurally well
established production sites in Europe,
Turkey, Canada, South Africa, Mexico,
Chile and China, each individually geared
to certain technologies, customer
industries and regions. Mare than 10% of
capacity is now located in China, of which
more than two thirds are still used for
customers outside China as the domestic
market environment is hardly
consolidated and highly competitive. RHI
exports to Asian emerging markets such
as India, Thailand and Vietnam and
increasingly also to the Middle East and
the USA. China has thus become a
strategically important producticn site in
the RHI network.

In China, RHI supplies customers of the
steel, cement, glass, non-ferrous metals
and chemicals industries. Due to the
market potential in the world’s largest
steel market, RHI has set up a separate
Business Unit Steel China to be abte to
penetrate the market more intensively.

Investments at a high level again

Good factors of production due to the
proximity to major magriesite deposits in
China and the growing market
environment in Asia have made the
region increasingly attractive for RHI. In
2005 RHI's capital expenditure once again
focussed on extending production in
China; another € 15 million was investad,
Cther important projects in 2005
included:

>> Introduction of the RHI ERP system
SAP in China, Chile and Mexico.

»> Completion of the structural project in
Niederdollendorf (D} with repair of
tunnel kiln and refurbishment of
presses.

>> Completion of structural project in San
Vito {1}, high zirconia and alumina
fused products added to production.

>> Rationalisation of the magnesia
carbon fing in Duisburg (D) for
presses, mixers, moulds and robots.

>> General overhaul of the tunne! kiln and
renovation of a press in Bécancour
{CANL}.

>> Continuation of the project “New
mining method in area 5/6" and
establishment of a sintering mill at
Breitenau {A).

>> Start of the project "automation of
setting” and purchase of a new
drilling unit in Radenthein (A).

Including the extensions in China, RH|
invested a total of € 60 million in the
development of its plants. Important
structural measures have now been
completed for the time being. Foliowing
three years of high-level investments in
new refractories capacity, RHI will now
concentrate on raw-material and market-
oriented investment and acquisitions, and
consistently use strategically and
economically attractive opportunities in
growth regions.
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Business Units

Steel

The global steel market was once again
characterised by increasing demand for
steel in China in 2005. Due to large
investments in local steel capacities,
Chinese imports declined significantly. In
Europe the historic highs in steel output
were surpassed once again in the 25 EU
countries in the first half of the year.

In the second half, however, suppliers cut
production by up to 10% to reduce
inventory levels and to stabilise prices.
The East European reform states, the
CIS, the Near and Middle East and Africa
recorded persisting steel growth due to
high domestic demand. Soaring raw
material and energy costs macde further
price increases necessary. Imports from
China and Turkey caused more intense
competition in Europe. RHI defended its
strong market position in the €U and
extended it in other regions. Further
improvements in sales volume, revenue
and centributions to earnings were
achieved through individual customer
penefits based on innovative package
solutions, new, application-oriented
machines and improved services.

The fortunes of the steel industry in
Central and Scuth America were
boosted by demand from China at the
beginning of the year. Overall, however,
production declined sfightly in 2005,
especially in Brazil, due to the growing
output in Asia and high inventory levels
despite good demand in the domestic
markets. The region’s political and
economic stahility and the
creditworthiness of its steel customers,
and thus the environment for RHI,
continued to improve. The currency
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situation continued to settle in the
countries important 10 RHI; revaluations
against the dollar had adverse effects on
RHI and its customers. In this
environment RHI still raised sales volume,
revenue and contributions to earnings
significanty.

In 2005 the Asia/Pacific regicn, with its
key markets China and India, was once
again the focus of global developments in
the steel industry. China produced 24 %
more crude steel, While the potential for
high-grade refractories solutions in China
is high in the long term, the market is
currently characterised by overcapacities
and immense pressure on prices.

RHI continues to focus on high-quality
concepts for a small number of steel
customers. Only further consclidation and
investrments to improve quality in this
industry will allow the company to gain
major market share. In India, steel
production alsc grew 16% in an
economically favourable envirgnment;
RHI made good progress here and in
other emerging markets. In 2005 sales
volume, revenue and, due to cost factors,
also earnings fell short of the result of the
previous year in the Asia/Pacific region.

Steel output in Canada/USA in 2005 was
below the high level of the previous year.
Production was cut by 4% in Canada and
by 6% in the USA due to high stock
levels. As consolidation progressed, the
most impoertant transaction, also for RHI,
was the takeover of International Steel
Group by Mittal Steel. Consequently,

RHI in cooperation with ANH
Refractories, won a contract as most
important refractories partner for ISG and
began to supply all ISG plants in mid-
2005. Supported by this new business,
sales volume and revenue rose
significantly in 2005; earnings also
improved on the previous year,

Cement & Lime

The Western European cement industry
suffered from weak demand in Germany
and from rising costs in 2006. In this
environment, demand for refractories
declined while competition was
intensified at the sare time by new
suppliers from outside Europe. Due to its
teading edge in technology RHI managed
to defend its market share in Europe and
recorded slight increases in the East and
South European countries. The successful
acquisition of new plants in the Middle
East increased RHI's market share in this
region. After an excellent year in 2004,
business continued to develop very well
in Central and South America in 2005. In
Mexico and Venezuela cement production
was high. In addition, RHI won new
customers in the Dominican Republic.

In Southeast Asia increased durability led
10 a decline in sales volume. However,
RHI benefited from the persisting strong
demand in China and a positive
development in India.

The weakness of the Western European
lime industry, a key market for RHI, was
overcome in 2005. The industry recorded
significant growth. Project business in
Central and South Armerica continued to
improve tn 2005 compared to the high
level of the previous year. Project
business in Eastern Furope also
experienced good growth.

Overall, the cement and lime business
fared very well in 2005; contributions to
revenue and earnings rose over-
proportionally on the previous year.




| Non-ferrous-
metals

The market for non-ferrous metals was
characterised by historic price records,
which were primarily due to persisting
strong demand from China. Copper in
particular was affected by bottlenecks in
supply because of very low stock levels,
Non-ferrous metals producers accounted
for this development by utilising all their
available kiln capacity and repairs were
postponed again where possible. As a
result of some capacity extensions, major
project business developed substantially
better for RHI in 2005 than in the previous
year. RHI managed to extend its excellent
position in its regular supply business in
2005, winning important new supply
contracts.

RHI's technology leadership, together
with the consistently high quality of RHI's
refractory products, its global presence
and the expansion of the production sites
in China in particular are the cornerstones
of this success. RHI offers the global
players in the non-ferrous metals
industries, whose consolidation has
significantly increased through takeovers,
all advantages of a renowned and globally
operating supplier. Complete key account
concepts with the ability to deliver high
quality worldwide have gained importance
in competition,

Despite a slight decline in sales volume
revenue rose in 2005. Earnings fell short
of the prior year's figures due to higher
raw material and energy costs as well as
negative exchange rate effects.

j_ky Glass

The investment level in the glass industry
in 2005 was relatively low after the boost
in investments in the flat glass segment
in Asia, particularly in China, in the
previous year. In the container glass
industry consolidation proceeded in
Europe; globally operating glass groups
are increasingly investing in emerging
markets in Eastern Europe. In the special
glass segment, which is important for
RHI, the market for flat screens
developed faster than expected, with
positive effects on investments in thin
glass tanks. Growth in this market is
expected to clearly exceed 10% per
annum in the future.

RHI strengthened its product portfolio for
the special glass industry and its
presence in Asia in 2005. Building on its
cooperation with Asahi Glass Ceramics,
started in 2003, RHI set up a joint venture
with Zibo Gongtao Ceramics. The
common new plant Shandong RHE New
Materials in China produces fused cast
alumina-zirconia-silicate bricks for glass
customers in Asia's emerging markets. In
San Vito, Italy, high-grade products on the
basis of HZFC and aluminium oxide were
added to the product portiolio. These
products are required to make LCD and
plasma flat screens. RHI aims to achieve
a significant position for highly refractory
products for the growing special glass
industry.

While sales volurme remained at a
comparable level, revenue from glass
customers worldwide rose in 2005,
Earnings were good again but below the
level of the previous year.

Environment,
energy.
chemicals

The positive trends in the environment,
energy and chemicals sectors continued
in 2005. Growing energy demand, higher
environmental standards and increased
use of alternative fuels have continuously
led to increased requirements placed on
refractory materials. Growing demand is
10 be expected in this segment in the
future. RHI already generated a positive
increase in the power plant segment in
2006.

Investment activities in the chemical &
petrochemical sectors in the Middle East,
North America and Africa continue
unabated. In view of high oil and gas
prices, new technologies are now being
promoted. RHI won contracts relating to
plants for oil sand processing in Canada
and for synthetic fuels made of natural
gas. In the refinery sector a service unit
has been working successfully in Canada;
in Austria a complete refinery review was
performed for the first time from a
refractories point of view. RHI doubled its
revenue in this sector as compared to the
previous year by introducing new
products and services. As modernisation
proceeds, requirements placed on plant
availability and thus on refractory
materials in the chemicals &
petrochemical industries in China are
rising continuously. This has enabled

RHI to gain market share in local
competition for the first time in 2005

and opens up high market potential for
high-grade refractory solutions.

Despite lower sales volume, revenue rose
significantly in 2005%. Earnings remained at
the level of the previous year.
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Results and Cutlock

Focus on prices and cost in 2005

RHI Refractories sales volume, at

1.67 million tonnes worldwide in 2005,
was slightly above the level of the
previous year. Apart from a temporary
decline in demand by the steel industry in
the second half of the year, this was
primarily due to RHI's objective to raise
prices by the level of raw material and
energy cost increases. As a result of this
pricing policy, RHI did not accept
business that would have led to
unacceptable margins. Local competitors
capitalised on this situation and initially
did without price increases. Due to cost
developments, however, they had to
follow suit in the second half of the year.

RHI Refractories regained business,
revenue and order development since the
end of 2005 have confirmed RHI's
consistent pricing policy. This poticy was
inevitable as clear upward trends can be
observed for raw materials and energy,
which account for over 50% of
refractories cost in the value added. Raw
material prices for fused and sintered
magnesia have increased by more than
30% since 2000, cil prices have doubled
in the last few years with the
corresponding impact on gas prices,
which are relevant to RHI. Energy prices
exceeded RH!'s expectations
considerably in 2005 as the hurricanes in
the Caribbean and political influences had
an adverse effects on the markets.

Although RHI Refractories is more
independent than many competitors due
to its own raw material deposits, the
company was unable to avoid the
negative effects of higher energy prices in
2005. Raw material and energy costs will
continue to rise in 2006, which requires
further adequate price increases
worldwide.
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Refractories revenue up 725% in 2005

RHI Refractories’ revenue rose to

€ 1,185.1 million (previous year:

€ 1,102.6 million} or by 75%. This
reflects price increases and, to a lesser
extent, also changes in the mix. Currency
effects had little impact in 2005. Revenue
is broken down by region as follows
(previous yeark: Western Europe 40%
{42%), North America 14% (13%},
Central and South America 12% (11%),
Africa, Near and Middle East 12% {10%!},
Asia/Pacific 11% {14%), and Eastern
Europe 11% (10%}. As in the previous
year, the steel industry accounted for
62% of revenue, other customers for
38%.

The objective to promote profitable
growth remains unchanged. For this
reason, RHI Refractories only took on
business in 2005 that would generate
adequate contributions to profit and
where the company was able to protect
itself against customer default by means
of insurance, payment guarantees,
methods of payment and due to the
customer's creditworthiness. Through its
strict credit risk management RHI
intentionally rejects business with
countries or individual customers where
the default risk is considered to be too
high.

RHI Refractories generated EBIT of

€ 1178 million in 2005 (previous year:

€ 123.2 million), the EBIT margin
amounted 10 3.9% (previous year;

11.2%}). In addition to the increased raw
material and energy costs in 2005, lower
capacity utilisation resulting from weak
demand by the steel industry in the third
quarter of 2005 and major repairs at RHI's
plants were responsible for the decline in
EBIT. Due to the pricing policy of some
competitors, RHI has not yet been able to

pass on the increased energy costs to
customers in all regions,

Positive outlook on 2006

RHI has laid the strategic and operative
foundations for a future geared to high
earnings and cash flow. Global
competition for customers, growth
potential and market share continues
unapated as overcapacities in the
refractories exist worldwide and
increasingly also in China. BHI will
continue to focus on high-tech market
segments and providing least cost of
ownership in refractories management to
its customers. This means that, despite
higher prices of refractory materials, a
better performance is achieved through
direct cost, durability, installation and
down times as well as achievable product
quality in the customer process, The
customer is thus granted optimum
supply, both in technical and economical
terms, with maximum security. RH1 will
continue to develop key account concepts
for its customer industries and strengthen
its excellent position as a generalist
supplier that can deliver worldwide.

Apart from industry cycles, in particular in
the steel industry, and monetary parity,
husiness success is significantly
influenced by the consolidation and
modernisation of the client industries
worldwide. Overall, RHI expects a
positive market environment for 2006,
Incoming orders in early 2006 exceed the
level of the previous year. RHI aims for a
two-digit EBIT margin by raising prices to
cover further cost increases.




Research & Development

Local product development
complements central R&D:
think global, act local

The Technology Centre in Leoben,

Austria, with its core segments research
and development (R&D), production
technology, quality management and raw
material procurement is one of the
cornerstones in RHI Refractorigs’ strategy
of extending its position as the
technology leader. R&D, in cooperation
with these other core segments, is
responsible for the latest developments in
new materials, production technologies,
the formulation of recipes and production
guidelines for all production sites
worldwide. Its strengths lie in focussing
all relevant forces as well as in flaxibitity,
internaticnality, knowledge, experience,
employee training and in the systematic
approach to project work.

In addition to this centralised orientation,
decentralised regicnal product
development units closely networking
with the central core units are being
established to accommodate RHI's
positive development in Asia, North,
Central and South America. In 2005,

the fecus was placed on the regional
development in China and a regional
bridgehead was established at the Dalian
plant. This development is based on
qualified local employees, modern
infrastructure, constant contact with
RHI's customers and rapid response to
their needs, and a close connection with
the R&D capacities of Leoben.

At the Technology Centre Leoben, further
investments in R&D infrastructure were
made, e.g. a pilot scale ar¢ furnace to
produce new raw materials, state-of-the-
art equipment to manufacture refractory
prototypes and modern practical testing
methods. One of the highlights in 2005
was the commissioning of a pilot plant for

the production of isostatically pressed
products at the Iso Competence Centre
within the Trieben plant, Austria. This
facility can now test and manufacture
new tailormade special products for
continuous casting in the steel industry.
Customers in Austria, Germany and Italy
already utilise these products.

tnnovation leadership in refractories

RHI Refractories manages to extend
innovation leadership by continucusly
coordinating R&D activities with its
strategic and operative targets. This
requires close observation of the
development of production processes
relevant to refractories in all customer
segments, of the development of global
competition, of changes in raw material
markets, of general ceramic research and
material development, of refractory
binding agents and additives, and finally
of the framework conditions of
environmental issues and safety at work.
Some focal points of R&D activities in
2005:

»> Development of new raw materials
with customised properties to reduce
brittieness and corrosion of refractory
products.

>> Assessment of new deposits for raw
material supply, development of new
beneficiation methods.

>> Recycling concepts for sustainable
utilisation of secondary raw materials
after usage in customer processes.

>> Securing process stability when
manufacturing refractory products
based on modern simulation methods
and the use of neuronal nets,

=»> New refractory manufacturing
technology for preparation, mixing,
pressing, heat-treating, firing and
finishing.

»> Optimisation of the total system
product-human-machine to enhance

autermation and occupational safety in
customer processes.

>> Analysis of customer processes using
simulation methods, in¢reasing
preduct development speed.

>> Proactive development of the patent
pertfolic by applying for and securing
inteltectual property rights.

RHI Refractories is supported by the well-
established cooperation with the
University of Leoben and new, exclusive
partnerships with European, North and
South American universities and research
institutes such as the Fraunhofer
Gesellschaft in Germany,

R&D highlights for RHI customers

>> Development of a platform for the
production of new, non-basic products
with a tailored micro- and nanoporous
structure for customers in the glass,
non-ferrous metals, environment,
enargy and chemicals industries.

>> New hinding systems to produce
isostatically pressed products for
continuous casting in the steel
industry with better environmental
compatibility.

»>> New fused products for RH-degassers
in the steet industry.

>> New non-basic shaped products with
record durability for pig iron transport
ladles.

>> New materials for functional and
isostatic products for purging, slide
gates and continuous ¢asting
ceramics in steel ladles and tundishes.

RHI Refractories R&D is dedicated to
innovation and continually improving our
customers’ production processes. The
commitment and qualification of all RHI
employees form the basis for RHI's future
5UCCesses,
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SUSTEmanly

Comporate Social Responsibility

All commercial activities are inextricably
linked with multi-faceted responsibilities,
which nowadays are usually summarised
under the term “Corporate Social
Responsibility! Entrepreneurship
influences many areas of society, always
touching on economic, ecological and
personal issues. In addition 1o considering
those who are more or less directly
affected by our actions, one has to
consider indirect effects, particularly the
environmental impact of production and
preducts on stakeholders and the
environment, today and tomorrow.

As this long-term perspective is
considered when making decisions today,
Corporate Social Responsibility equates
sustainability for us. RHI has always been
mind{u! of its responsibilities, stemming
from a century-long tradition and its close
links with its local roots at many lecations
worldwide. For RHI, sustainability means:

>> Being commercially successful while
acting responsibly.

>> Making value-based decisions which
consider the long-term perspective.

>> Acting fairty and in partnership.

>> Being a reliable, credible and
predictable partner.

Integrated Management System

In 2001, RHI Refractaries implemented an
Integrated Management Systemn {IMS)
merging existing quality management,
environmental protection, safety-at-work
and industrial health prograrmmes, IMS is
based on the principle and corporate
policy that quality, safety at work and
environmental protection are central
elements influencing the commercial
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actions of RHI Refractories. The IMS
programme has been introduced at all
European sites since 2004. The new plant
in Dalian, China was integrated in 2005.
Plans are in place to extend the
programme to all locations worldwide.

The underlying concept is

>> to simplify all processes to avoid
redundancies;

>> to create clear structures and
responsibilities in the organisation and
its processes;

>> {0 improve legal security,

>> to minimise potential risks for
employees and the environment.

Quality management

Quality is of prime importance in
production, in the provision of services
and in all company processes. As the
global market leader, RHI builds on its
extensive knowledge of customer
requirements, empioyee expertise and
know-how, attention to quality standards
and censtant innovation through its own
R&D activities. Production processes are
constantly improved technically, as is the
infrastructure in and around quality
assurance.

The Ramos Arizpe and Tlalnepantla plants
in Mexico were added to the locations
networked in RHI's quality assurance
system QLS/CAQ in 2005. All RHI
Refractories locations worldwide are
certified under SO 9001:2000.

Environmental management
Always striving to minimise the direct and

indirect environmental impact of our
actions is one of the key cbjectives of

RHI Refractories. Even at the early stages
of product development, great attention is
paid to the environmental implications of
producing and using refractory materials
in customer aggregates. In fact, the
environmental compatibility and
recyclability of products while and after
being used by customers is increasingly
becoming a competitive criterion.

By implementing certified environmentai
management systems we managed to
continuously improve effectiveness when
using raw materials, supplies, energy and
transport, Qur system, which records and
evaluates environment-related data
including logistics, has already
accelerated key environmental
improvements.

One example of RHI's successful
environmental management comes from
the logistics segment: in 2005, a new
logistics system comprising commaodity
flows from, to and between four
important production sites in Austria was
established. This is not only a commercial
success but also an important
contribution to reducing transport
emissicns. This specifically developed
round-trip system, which makes
maximum use of rail and ship, has
enabled RHI to avoid 20,000 shipments
by lorry annually, saving 10 million litres of
diesel fuel and 47000 tonnes of CO;.

RHI was awarded the Austrian State Price
for Transport Logistics 2005 for this
project, together with its cooperation
partner Kilhne & Nagel. The jury
emphasised the successful and
"consistent realisation of the supply-chain
management philosophy” as well as the
positive effects at the economic and
ecological levels,




In 2005, RHI's new plant in Dalian, China,
was the first non-European location to be
certified under the environmental
standard ISO 14001. Two thirds of RHI
Refractones’ locations and jobs are
certified according 1o this standard.

Health and safety at work

In the past years, RHI has implemented a
paradigm shift from workplace health
promotion towards workplace health
management. Consequently, topics
regarding safety at work and the
protection of health are integral parts of
IMS at RHI Refractories today. The
programme is oriented on the
internationally recognised Luxembourg
Declaration on Workplace Health
Promaotion. RHI's targets emphasise
permanent improvement of standards far
heyond legal requirements, gaugeable
targets and their constant evaluation
within the framework of long-term
programmes:

>> to improve workplace health and
safety,

>> to strengthen employees’ awareness
of safety and health,

In the light of demographic develop-
ments, maintaining and promoting our
employees’ health is not merety a social
abligation but rather a commercial
necessity. Therefore, humanisation and
improved efficiency are equally important
benchmarks for RHI's hezlth promotion
management. Humane working
conditions increase effectiveness and
efficiency in the interests of minimising
resource consumption,

Workplace health management promotes
the needs of our employees and

strengthens RHI's competitiveness in the
long term:

>> systematic establishment and
continuous improvement of structures
to enable health-promoting working
conditions and processes,

>> systematic interlinking with other
management systems such as quality,
environment, safety at work and
knowledge management,

>> training managers and technical
experts in this task by integrating it
into personnel development
accordingly.

RHI Refractories promotes the
implementation of concrete measures
and projects:

=>> A central health committee plans,
centrols and coordinates the entire
health management; a steering
committee supervises the
implementation of the decisions and
coordinates health forums.

>> The regional RH! health forums
analyse operational procedures that
can be stressful, dangerous,
detrimental to health or performance-
reducing and develop proposals for
improvement.

>> RHI's annual health report contains
the activities and results of each
location as well as concrete measures
by the health forums. This report is
based on the pilot project EGIS
(electronic health information system),
co-developed by RHI, which supplies
a large number of health-relevant data
as well as analysis and early warning
tooIs.

In December 2005, three RHI locations in
Austria were granted an award for
workplace health promotion.

The award is granted for three years by
the Fund for a Healthy Austria and the
Austrian Network for Workplace Health
Promotion and confirms the health
orientation of the award-winning
companies.

Apprentice workshops and training

At many of its production sites, RHI trains
apprentices at in-house training
workshops, The company also runs a
project training young people who are
disadvantaged due to physical disabilities.
Apart from counsellors for young people,
all RHI locations alse appoint
representatives for disabled as well as
health and safety issues, who primarily
also take care of young RH! employees.

Investing in the training and further
education of cur employees guarantees
the RHI Group experienced and highly
motivated staff in the future. With its
modern and active personnel marketing,
RHI AG also positions itself as an
attractive and international employer for
qualified graduates of technical and
business universities and colleges.

Sustainable facts and success stories

In 2005, about 5% of investments
worldwide related to projects that have
led to sustainable improvements in safety
at work and environmental protection:

>> The safety of pressing plants was
increased significantly at several
Austrian production sites.

>> At Radenthein, Austria, the project
thermal afterburning to reduce
exhaust pollutants was launched in
tunnel kiln 3.
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>> At the plant in San Vito, Italy, all
production facilities were inspected
for health and safety issues, and clear
improverments achieved.

>> At Marone, Italy, targeted
investments helped reduce noise
levels substantially.

>> The renovation of the water treatment
system at the Mainzlar plant in
Germany reduced the effluent
discharge.

RHI| strives to extend its technology
leadership in refractory materials,
products, sotutions and production
processes keeping in mind its
envirecnmental responsibility and
sustainability. To accomplish this, all
relevant forces in research &
development, the knowledge and
experience of RHI's employees and the
systematic approach to project work are
focussed. Within the framewaork of the
RHY's innovation management, hazardous
substance assessments are made for
existing products and methods as well as
in the development of new products in
order to prevent the use of raw materials,
binding agents and methads that are
detrimental to the environment as far as
possible.

>> New, less harmful binding agents for
carbon-bonded shaped products in the
steel industry and chrome-free
products for the cement, steel and
non-ferrous metals industry have been
introduced successfully,

»> In the production of raw materials,
special attention is paid to increasing
material efficiency and recovering all
fines and by-products accumulated in
the production process.
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Complex geostatic models are used to
ensure the best possible use of
deposits so only the sustainable areas
are mined.

>> The raw magnesite extracted from
RHI's mines is fired in sintering
processes and, following additional
treatment, separated into different
qualities. Fines such as causter and
dusts are used in the chemicals
industry as well as in the steel and
construction matenals industries.

>> Continual improvements in refractory
production methods facilitate constant
reduction in scrap while at the same
time enhancing process safety. Raw
material and energy consumption are
declining, which leads to cost savings
as well as positive effects on material
flow and the environmental balance.

In the past years, RHI has made
significant contributions to reducing
specific use of refractories by developing
refractory products with higher durability
and by helping its customers improve
their processes:

>> In the steel industry the specific use
of refractory products has been halved
in the last 30 years by applying new
products. Consequently, the volume
of waste material to be disposed of
when removed from the kilns has also
been reduced. Furthermore, these
materials can be partially recycled in
the refractories production process,
which leads 1o lower raw material and
energy consumption. In addition to
the economic advantages, recycling
alsc has ecological advantages over
alternative disposal.

RHI's production site in Duisburg,
Germany, for instance, has made
rremendous efforts in the last 20 years 1o
recycle refractory waste broken out of
customers’ kitns. Following treatment, it
is reused for manufacturing. This enables
the plant to not only preserve natural
resgurces but also to reduce the amount
of waste correspondingly.

In the recycling method developed by
Duisburg, scrap materiai from converters,
ladles and electric furnaces is taken back
by RHI and mixed with heat storage
bricks broken out of night storage
heaters, is treated in a lengthy process to
becorme hasic materials for the plant’s
brick and mixes factory. In this, RHI
cooperates with selected partners, which
sort and prepare the scrap material in
accordance with set guality criteria. This
way, products far in excess of 20,000
tonnes are recycled annually.

As opposed to Germany, where some
companies have already specialised in
recycling refractory products, this market
is onty just taking off in Austria. Of the
annual output of shaped finished products
a mere 3% is returned to RHI as scrap.
However, since charges now apply to the
disposal of waste materials, this service
has been increasingly taken advantage of
by RHIs customers. At the Veitsch plant
in Austria, 3,500 tonnes of used
refractories are recycled into products
specifically developed for this purpose.




Efficient energy use and
environmentally sound production

Through process optimisation RHI has
succeeded since 1991 in reducing CO;
emissions in Austrian plants by more than
the Kyoto reduction target of -13% while
maintaining output levels overall.
Emissions have been reduced by more
than the -5% European target at all
European plants.

The refractories industry is one of the
energy-intensive industries. As a matter
of course and with economic aspects in
mind, RHI therefore strives for maximum
energy efficiency by using production
methods that are energy-efficient and
environmentally sound at the same time.
80% of energy consumption at RHI
Refractories is accounted for by fossil
fuels, mainly natural gas, and 20% by
electric energy. 95% of the energy used
is accounted for by process-based
requirements in the production of raw
materials and refractories, 5% is used for
hot water and heating.

In order to improve energy efficiency
continuously RHI operates an established
energy competence centre, which
consists of experts in energy sources and
specialists for the processes applied by
RHI. This team of experis conducts
programmes and training sessions at all
production sites worldwide. The resulting
findings are analysed and made available
to all plants. In addition to a detailed
analysis of the situation and improvement
measures, special attention is placed on
prometing employees’ awareness of the
efficient and environmentally conscious
use of energy.

Close cooperation with research and
development at the RHI technology
centre in Leoben ensures that new
evidence relating to the improvement of
processes can also be utilised to reduce
specific use of energy and production-
hased emissions. RHI's production leads
i1s international competitors in specific
energy consumption.
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30 Heraklith

H @ [fa H(H “Tﬁh RHI's insulating division with Heraklith AG at its helm is one of the

globally acting leading suppliers of insulating materials in Europe. In 2005, Heraklith

extended its good market position in Central and Eastern Europe through an

important acquisition and significantly increased profitability after

successfully restructuring production and focussing the stone-waool

and wood-wool product portfolios on high-margin segments.

In early 2006, RHI sold the insulating division to a major European construction

materials group, giving Heraklith the best possible opportunities

to grow profitably, particularly in Eastern Europe.

Insulating division

in € millien in accordance with IFRS 2005 2004 Change in %
Revenue 2554 1815 40.7
EBITDA 35.7 19.2 85.9
EBIT 21.7 10.1 114.9
Employees 2,236 1,713 305




- L
N

Heraklith. Hefddesign. Heraflax. Hefal3n.
s = o U

-
.

N
o o
WE <
~ .
v
L
Feradort/A °
Frankenmarkt/A
Simbach/lan/D ° e
51. Egidien/D o Dynin/CZ
Bad B/erka.'D . ° © Prosenice/CZ
. e . T e Slavetin/CZ
- b ‘ o Ritsona Viotias/GR
N o o ° e Zalaegerszeg/H
_ L ! Novi Marof/HR
v rs Nova Bana/SK
‘. Skofja Loka/SLO
) - /. ' ‘s \ . 4
/‘ / '
/£ P ) - /f/
+ LN o
- v ,jﬂ : "\.\
. v 5 . .
e N [ I . .
1 Heradesign wood-wool acoustic panels with 4-colour printing process for innovative room solutions RIS s 3 DR . o
© Production sites - sl e et
L o1
N4 . SLe, s
B “ et 7

. )
HeriﬂKn-‘w;B‘ 31




Fighlights

Acquisition in Slovenia opens up new
potential for Heraklith

Heraklith, together with its partner
Eurovek d.o.0., has held participating
interests in the Slovenian stone-wool
producer Termo since 1997 In 2004,
Heraklith signed a contract to buy a share
of initially 50% in its partner Eurovek,
indirectly acquiring further shares in
Termo. Its shargholding in Termo rose to
over 60%. Termo and Eurovek were
consequently consclidated in the
Heraklith Group and the RHI Group as
of February 2005,

Heraklith AG and its S'ovenian affiliate

Global B&C d.d.o. made a public takeover
bid for Termao shares in accordance with

Heraklith: Revenue by region

§15 of the Slovenian Takeover Act since
Heraklith and Eurovek directly and
indirectly already held nearly 75% in
Termo. Based on the takeover bid
Heraklith acquired a further 13%

stake in Termo.

n July 2005, Heraklith reached a final
agreement with the 50% co-owner of
Eurovek regarding the complete
acquisition of Eurovek effective from
yearend 2005. With the complete
takeover of Eurovek as of 27 December,
2005, Heraklith indirectly also acquired
further shares in Termo and its affiliates

Termika in Croatia and lzomat in Slovakia.

Heraklith now holds a stake of over 95%
in Termo.

M 3% Germany

B 15% Austria

[0 33% Eastern Europe
1 22% other countries

Heraklith: Revenue by product group
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B 66% Stone-wool
O 22% Wood-wool building boards
£ 12% Natural insulating materials/other

Termo produces insulating materials
made of stone-wool and is the market
leader in Slovenia. Moreover, 75% of
Termo’s production is exported and sold
internationaily, especially in the technical
insulation segment. With the takeover of
Eurovek and Termo, which had long been
a target, Heraklith finalised the
strategically important restructuring of the
group as a leading supplier of insulating
materials made of stone-wool and
stone-wool expertise in Central and
Eastern Europe.

Since 2002, Heraklith's strategy of
focussing on profitable markets in
Western Europe as well as on exports
and its expansion into Eastern Europe has
proven 10 be successful. The acquisition
of Eurovek and Termo and the related
integration of Termika and [zomat in the
Heraklith Group have provided extensive
synergies and further market penetration
in Central and Eastern Europe. Heraklith
has taken important steps in expanding
into these emerging markets, particularly
in Russia, where Eurovek is already
upgrading a number of stene-wool
factories.

Knauf new owner of Heraklith

RHI signed a contract to sell Heraklith
with the German Knauf Group on

13 January, 2006. The transaction will be
closed following the approval of the
anti-trust authorities, which is expected
for the second quarter of 2006.

The takeover by Knauf opens up an
apportunity for the Heraklith Group 1o
grow profitably in Eastern Europe given
the entrepreneurial framework of a very
successful international group.




Results and Outlook

Difficult framework conditions in
Western Europe offset by excellent
growth in Eastern Europe

In 2005 the construction and insulating
materials markets relevant to Heraklith
showed again a very inhomogeneous
picture. Germany remains Europe’s
largest insulating materials market.

Here, another decline in demand totalling
some 7% was recorded in 2005. The
slump in mineral-wool insulating materials
was 9%, light-weight building boards fell
by over 20%. This still reflects a weak
economy with declining construction
activities, especially in the public sector.
In Austria demand stagnated at the high
leve) of the previous vear.

The construction and insulating material
markets in Central and Eastern Europe
continued to experience a very pasitive
development in 2005. Along with the
good economic development
constructicn investments grew further,
with good growth rates of 5% 10 10%.
Demand for stone-wool products for
building censtruction rose; especially in
Slovakia, the Czech Republic, Hungary
and Slovenia the insulating materials
market developed well, while Poland is
currently characterised by overcapacities
and low prices. Russia and the Ukraine in
turn experienced a very positive
development, dampened only by
bottlenecks in project financing. In Russia
and the neighbouring markets the high
level of demand was not covered by
regional production, which had a positive
impact on the capacity utifisation and
earnings situation of the Heraklith Group.

The market development of industrial
insulating materials in the technical
insulation sector remained at a good level
in Europe. However, competition grew
increasingly fiercer in 2005,

In its business unit building construction,
Heraklith recorded a slight decline in the
sales volume of wood-wool building
boards, stong-wooal and insuiating
materials made of flax due to the adverse
market development in Germany. In the
business unit ceilingfinner walls, with the
core product Heradesign®, the position as
an international specialist for high-quality
ceiling and inner wall solutions was
successfully strengthensed. Sales volume
rose significantly again in Europe and the
expert markets, The industrial insulation
segment was clearly strengthened and
realised good sales volumes in 2005 as a
result of the acquisition of Termo.

Revenue and EBIT increased
significantly

Heraklith's revenue amounted to

€ 255.4 million in 2005 {previous year:

€ 181.5 million), a pleasant increase by
40.7%. Not taking into account the
Slovenian companies Eurovek and
Termo, which were consolidated in the
Heraklith Group as of February 2005, the
increase would have been 3.6%.

In addition to the integration of Eurovek
and Termo, the main successes were the
sustainable focus on emerging markets
in Centrai and Eastern Europe and the
good market success of the new wood-
wool product group Heradesign® in
Eurcpe and in exports. While the core
markets Germany and Austria are still
very important, their contribution to
revenue fell to 45% (2004: 57 %}, which
is predominantly attributable to the initial
consolidation of Eurovek and Termao,
Customers in the emerging markets of
Eastern Europe accounted for 33% the
Heraklith Group’s revenue in 2005
(2004: 25%}.

EBIT of the insulating division amounted
to € 21.7 million in 2005 (previous year:
€ 10.1 miilion), increasing significantly by
114.9%. Apart from the above-
mentioned consolidation effects, this
substantial increase in earnings was
caused by profitable growth and, again,
by positive cost and portfolio effects.
Energy costs, which rose considerably in
2005, were successfully compensated.
Without Eurovek and Termo, EBIT
increased by 22.8%.

The EBIT margin improved significantly to
8.5% in 2005 (previous year: 5.5%). This
figure is very positive in comparison to
competitors and can be considered a
success in the light of the recession in
the canstruction sector in Western
Europe. The consistent restructuring and
realignment of the Heraklith Group since
2002 has brought a clear improvement in
results for the fourth consecutive year.

Positive outlook

The objective for 2006 and the following
years is to take proper advantage of the
good opportunities, especially in Russia

and to continuously improve Heraklith's

earnings power.

Business development and incoming
orders are satisfactory at the beginning of
2006, although the construction industry
has been adversely affected by the long
cold winter and heavy snow in Western
and Eastern Europe. Heraklith expects the
business climate in Western Europe to
improve slightly on 2005, while markets
are expected to develop well again in
Eastern Europe and Russia.

In this environment, Heraklith expects an
increase in revenue and earnings again.
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Management Report

As in previous years, use was made of the option under § 267 (4) Austrian Commercial Code HGB and
§ 251 (3) HGB to summarise the management report of RHI AG together with the consolidated management
report. BHI AG had no branches in the reporting perod.

Economic climate

The globai framework conditions for the refractories industry were to a large exient determined by the
development in Asia in 2005. The market and pricing trends of raw materials and energy also had an impact on
refractories business worldwide. Although the industries and markets relevant to RHI benefited from the strong
growth in Asia, in particular in the key countries China and India, the expansion and modernisation of local
capacities became increasingly tangible. Increased steel output in China caused a reduction in imports, some
gualities were even exported. This was one of the reasons why the steel industry experienced a weak price and
sales volume development in some months of 2005.

Steel manufacturers in Europe and North America cut production in the third quarter of 2005 by up to

10 percent on the previous year in order to reduce the high inventary levels. Capacity utilisation rose again in
late 2005; overall, crude steel output amounted to 1.1 billion tonnes, up 6 percent an 2004, with China
accounting for 350 million tonnes {+25 percent) or over 30 percent of world production. India boosted
production by 17 percent to 38 million tonnes, while it fall by -4 percent to 32 million tonnes in Brazil.

North America and Western Europe produced less steel. Worldwide output in RHI's client industries cement
and lime, non-ferrous metals, glass, energy and chemicals increased by up to & percent in 2005, though varying
regionally. Good growth was generated in Asia, the Near and Middle East as well as Eastern Europe, Central
and South America.

In 2005, the construction and insulating materials markets relevant to Heraklith showed again a very
inhomogeneous picture. Germany remains Europe’s largest insulating materials market. Here, another decline
in demand totalling some 7 percent was recorded in 2005. The stump in mingral-wool insulating materials was
9 percent, light-weight building boards fell by over 20 percent. This still reflects a weak economy with declining
construction activities, especially in the public sector. In Austria demand stagrated at the high level of the
previous year.

The construction and insulating material markets in Central and Eastern Europe continued to develop well in
2005, Along with the favourable economic development construction investments grew further, with good
growth rates of 5 percent to 10 percent. Demand for stone-wool products for building construction rose;
especially in Slovakia, the Czech Republic, Hungary and Slovenia the insulating materiais market developed
well, while Poland is currently characterised by overcapacities and low prices. Russia and the Ukraine in turn
experienced a very positive development, dampened only by bottlenecks in project financing. In Russia and
the neighbouring maskets the high level of demand was not covered by regional production, which had a
positive impact on the capacity utilisation and earnings situation of the Herzaklith Group. The market
development of industrial insulating materials in the technical insulation sector remained at a good level in
Europe. However, competition grew increasingly fiercer in 2005.

Business development

RHI Refractories sales volume, at 1.67 million tonnes woridwide in 2006, was slightly above the level of the
previous year. Apart from a temperary decline in demand by the steel industry in the second half of the year,
this was primarily due to RHI's objective to raise prices by the level of raw material and energy cost increases.
As a result of this pricing policy, RHI did not accept business that would have led to unacceptable margins.
Local competitors capitalised on this situation and initially did without price increases. Due to cost
developments, however, they had to follow suit in the second half of the year.
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RHI regained business, and revenue and order development since the end of 2005 have confirmed RHI's
consistent pricing policy. This policy was inevitable as clear upward trends can be observed for raw materials
and energy, which account for over b0 percent of refractories cost in the value added. Raw material prices for
fused and sintered magnesia have increased by more than 30 percent since 2000, oil prices have doubled in the
last few years with the corresponding impact on gas prices, which are relevant to RHI. Energy prices exceeded
RHV's expectations considerably in 2005 as the hurricanes in the Caribbean and political influences had adverse
effects on the markets.

The histeric highs in steel output were surpassed once again in the 25 EU countries in the first half of the year.
in the second half, however, suppliers in Europe cut production by up to 10 percent to reduce inventory levels
and to stabilise prices, The East Eurcpean reform states, the CIS, the Near and Midd'e East and Africa recorded
persisting steel growth due to high domestic demand. RHI defended its strong market position in the EU and
extended it in other regions. Sales volume and revenue improved again.

The fortunes of the steel industry in Central and South America were hoosted by demand from China at the
beginning of the year. Overall, however, production declined slightly in 2005, especially in Brazil, due to the
growing output in Asia and high inventory levels despite good demand in the domestic markets. In this
envircnment, RH] raised both sales volume and revenue substantially.

In 2005 the AsiafPacific region, with its key markets China and India, was once again the focus of global
developments in the steel industry. China produced 24 percent more crude steel. While the potential for high-
grade refractories solutions in China is high in the long term, the market is currently characterised by
overcapacities and immense pressure on prices. Sales volume and revenue in the Asia/Pacific Region in 2005
fell short of the figure of the previous year.

Stee! output in Canada/USA in 2005 was below the high tevel of the previous year. Production was cut by

4 percent in Canada and by 6 percent in the USA due to high stock levels. As consolidation progressed, the
most important transaction, also for RHI, was the takeover of International Steel Group by Mittal Steel.
Supported by this new business, sales volume and revenue rose significantly in 2005,

The Western European cement industry suffered from weak demand in Germany in 2005. Slight increases were
recorded in the countries of Southern and Eastern Europe. Business in Central and Scuth America was very
successful again in 2005. In Southeast Asia increased durability led to a decline in sales volume, However, RHI
benefited from the persisting strong demand in China and a positive development in India. The weakness of the
Western European lime industry, a key market for RHI, was overceme in 2005. The industry recorded significant
growth. Project business in Central and South America continued to improve in 2005; Eastern Europe also
experienced good growth. The cement and lime business developed very well in 2005 and revenue increased
considerably compared to the previcus year.

The market for non-ferrous metals was characterised by historic price records, which were primarily due to
persisting strong demand from China. As a result of some capacity extensions, major project business
developed substantially better for RHI in 2005 than in the previous year. RHI managed to extend its excellent
position in its regular supply business in 2005, winning important new supply contracis. Despite a slight decline
in sales volume revenue rosa.

The investment level in the glass industry in 2005 was relatively low after the boost in investments in the flat
glass segment in Asia, particularly in China, in the previous year. RHI established a jeint venture with Zibo
Gongtao Ceramics in China to produce fused cast alumina-zirconta-silica bricks for glass customers in Asia’s
emerging markets. While sales volume remained at 38 comparable level, revenue from the glass industry
increased.

In the environment, energy and chemicals sectors, growing energy demand, higher environmental standards
and increased use of alternative fuels have continuously led to increased requirements placed on refractory
materials. Investment activities in the chemical & petrochemical sectors in the Middle East, North America and
Africa continue unabated. Despite lower sales velume, revenue rose significantly in 2005.

RHI Financial Statements

37




RHI Refractories’ revenue rose to € 1,185.1 million {previous year: € 1,102.6 million) or by 7.5 percent. This
reflects price increases and, 1o a lesser extent, also changes in the mix. RHI Refractories generated EBIT of
€ 1178 million in 2005 (previous year: € 123.2 million), the EBIT margin amounted 1o 9.9 percent

(previous year: 11.2 percent). n addition to the increased raw material and energy costs in 2005, lower
capacity utilisation resulting from weak demand by the steel industry in the third quarter of 2005 were
responsible for the decline in EBIT. Incoming orders declined in the course of the year 2005 because of
lower demand by the steel industry. At the end of the year, the number of incoming orders was up again
and reached a satisfactory level.

Heraklith’s revenue amounted to € 255.4 million in 2005 (previous year: € 181.5 million), an increase by
40.7 percent. Not taking into account the Slovenian companies Eurovek and Termo, which were consolidated
in the Heraklith Group as of February 2005, the increase would have been 3.6 percent.

EBIT of the insulating division amounted to € 21.7 million in 2005 (previous year: € 10.1 million), increasing
significantly by 114.9 percent. Apart from the above-mentioned consolidation effects, this substantial increase
in earnings was caused by profitable growth and, again, by positive cost and portfolio effects. The significantly
higher energy costs in 2005 were successfully compensated. Without Eurovek and Termo, EBIT increased by
22.8 percent. The EBIT margin 2005 of 8.5 percent (previous year: 5.5 percent), which improved again
considerably in 2005, is very positive in comparison to competitars and can be considered a success in the
light of the recession in the censtruction sector in Western Europe. Incoming orders remained at a good level
in 2005.

Revenue and earnings

The income statement 2005 shows the contributions to revenue and earnings adjusted for the deconsolidated
insulating division up to the profit of continuing operations. Profit from discontinued operations is then added to
facilitate comparison of the profit of the RHI Group 2005 with the figure of the previous year.

RHI's consolidated revenue rose 7.1 percent in 2005 to € 1,199.4 million {previous year: € 1,119.8 million).
RHI's core business, refractories, generated revenue of € 1,185.1 million in 2005 (previous year: € 1,102.6

million), up 75 percent.

RHI Group: Revenue

in € million 2005 2004
Refractories 1.185.1 1,102.6
Consolidation / Other 143 17.2
RHI Group 1,199.4 11198

RHI Group: Revenue by region

in% 2005 2004
Austria 6 6
Rest of the EU 36 38
Other Europe 9 8
Nerth and South America 26 24
Asia/Pacific, Africa 23 24

RHI Group: Operating result (EBET)

in € million 2005 2004
Refractories 117.8 123.2
Overhead / Qther 0.0 23
RHI Group 117.8 1255
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EBIT (operating result) in the RHI Group amounted to € 117.8 million in 2005 (previous year: € 125.5 mitlion).
Refractories generated EBIT of € 1178 million (previous year: € 123.2 million}. EBIT from overhead/other was
balanced at € 0.0 million {previous year: € 2.3 million). The costs incurred by the group's head cffice were offset
by earnings realised through a payment of US$ 20 millicn effected by Honeywell in December 2005. In 2004,
this item contained a payment of US$ 10 million by Halliburton/DI).

RHI Group: Income statement

in € million 2005 2004
Continuing operations

Revenue 1.199.4 11198
EBITDA 158.7 166.7
EBIT 117.8 125.5
Financial resutt -25.3 -31.8
Result from associates 249 38
Profit before income taxes 949 915
Income taxes 48 49
Profit from continuing operations 85.3 92.6
Profit from discontinued operations 14.5 71
Profit for the year 99.8 99.7
Prafit attributable ta minority interest 1.7 4.7
Profit attributable to equity holders of RHI AG 98.1 95.0
Undiluted earnings per share (in €) 4.18 453
Diluted earnings per share {in €) 261 2.58

The financial result of continuing operations improved to € -25.3 million {previous year: € -31.8 millicn), reflecting
an improvement in the interest result, interest relief resulting from the conversions of RHI convertible bonds
and interest income from tax refunds in 2005. The interest on personnel provisipns also included in the financial
result remained almost unchanged at € -1%.8 million in 2005 {previous year: € -15.6 million).

Profit before income taxes from continuing operations amounted to € 94.9 million in 2005 (previous year:

€ 975 million), down 2.7 percent. At € -9.6 million {previous year: € -4.9 million}, income taxes were higher;
profit after income taxes from continuing operations, at € 85.3 million {previous year: € 92.6 million), was lower
in 2005 than in the previous year. Profit from the discontinued insulating operations amounted to € 14.5 million
(previous year: € 7.1 millien). RHI's profit comparable to the previous year came to € 99.8 million

(previous year: € 99.7 millicn), thus remaining at a comparable level.

Profit attributable to minority interest amounted to € 1.7 million in 2005 {previous year: € 4.7 millicn). Profit
attributable to equity holders of RHI AG thus totalled € 98.1 million {previous year: € 95.0 million). Undiluted
earnings per share, based on the average of shares issued in 2005, amounted to € 4.18 {previous year: € 4,63),
including all potential shares from the RHI convertible bonds the figure was € 2.61 per share

(orevious year: € 2.58).
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Assets and financial position
RHI Group: Cash flow

in € miilion 2005 2004
Continuing operations

Cash flow from operating activities 108.3 935
Cash flow from investing activities -60.3 -56.5
Cash flow from financing activities -41.7 -43.1
Cash flow from continuing operations 0.3 -6.1
Cash flow irom discontinued operatiens A 47
Cash flow total 7.4 -1.4

Cash flow from operating activities in continuing operations amounted to € 108.3 million in 2005

{previous year: € 93.5 million). Cash fiow from investing activities amounted to € -60.3 million

{previous year: € -66.5 million). Free cash flow in the continuing business, at € 48.0 million, exceeded the
value of the previous year by 30 percent; free cash flow in discontinued business rose significantly as well to
€ 12.5 million. Overall, RHI's free cash flow in 2005 totalled € 680.5 million, which was used to repay liabilities
to banks. Financial liabilities were reduced to € 2576 million at 31 December, 2005 (previous year:

€ 790.3 million). lacluding cash and cash equivalents of € 21.2 million {previous year: € 30.7 millicn),

net financial liabilities were reduced to € 236.4 million {previous year: € 253.6 miilion).

Capital structure of the RHI Group

in 2005, changes were made to the capital structure in comparison to the previous year. As RHI's Boards had
already presented a decision to sell the Heraklith Group in 2005, the insulating division is shown as discontinued
operations in RHI's consolidated financial statements 2005 in accordance with IFRS 5. This is explained in detail
in the section "Accounting principles, general” in the consolidated financial statements.

In the censolidated balance sheet the Heraklith Group is shown as an item on the assets and the liabilities sides
respectivety, while the financial refations hetween RHI AG and Heraklith are only shown as BHI accounts
receivable from Insulating. This causes a balance sheet extension until the closing of the Heraklith transaction
and the final deconsolidation of the Heraklith Group. Beyond this measure, changes in the consolidated group
and foreign currency translation did not have a material impact on the capital structure of the RHI Group at

31 December, 2005.

At 31 December, 2005 the RHI Group has negative squity amounting to € -181.1 miilion {31 December, 2004:
€ -310.5 million). This negative equity was first recorded in the 2001 financial statements and resulted from the
deconsoclidation of all US refractories companies. These companies are no longer considered subsidiaries of
RHI AG, as RHI AG no longer exercises cantral over them due to the Chapter 11 proceedings.

RHI managed to avert insolvency measures at the beginning of 2002 through a comprehensive capital
restructuring concept, based on a positive going-concern forecast. RHi negotiated a long-term, sustainable
concept with its financing banks. The measures agreed with the banking consortium ensure the long-term
solvency of the RHI Group. One element of the capital restructuring was the conversion of € 400.0 million of
bank liabilities into subordinated liabilities to financial institutions that are interest-free and not redeamable until
the end of 20086. A further element was the issue of subordinated convertible bonds amounting to a naminal of
€ 144.72 million in total. The consolidated balance sheet at 31 December, 2005 thus has subordinated liabilities
amounting to € 496.5 million {31 December, 2004: € 520.9 million}.

The long-term core elements of the capital restructuring secure the liguidity of the RHI Group, enabling the
group to optimise and extend its core refracteries business, to implement a corporate policy geared towards
cash flow and to build up equity capital in the long term. At 31 December, 2005, the RHI Group had a revolving
credit facility amounting to € 382.2 million in total (31 December, 2004: € 367.2 million).
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Research & Development

The Technology Centre in Leoben, Austria, with its core segments research and development {R&D), production
technology, quality management and raw material procurement is one of the cornerstones in RHi Refractories’
strategy of extending its position as the technology leader. R&D, in cooperation with these other core
segments, is responsible for the latest developments in raw materials, new materials, production technologies,
the formulation of recipes and production guidelines for all production sites worldwide. In addition to this
centralised orientation, decentralised regional product development units closely networking with the ceniral
core units are being established to accommodate RHI's positive development in Asia, North, Central and South
America. In 2005, the focus was placed on the regional development in China and a regional bridgehead was
established at the Dalian plant. This development is based on qualified local employees, modern infrastruciure,
constant centact with RHI's customers and rapid response to their needs, and a close connection with the R&D
capacities of Leoben.

At the Technclogy Centre Leoben, further investments in R&D infrastructure were made, e.g. a pilot scale arc
furnace to produce new raw materials, state-of-the-art equipment to manufacture refractory prototypes and
modern practical testing methods. One of the highlights in 2005 was the commissioning of a pilot plant for the
production of isostatically pressed products at the 1so Competence Centre within the Trieben plant, Austria.
This facility can now test and manufacture new tailormade special products for continuous casting in the steel
industry. Customers in Austria, Germany and ltaly already utilise these products.

The focal points of R&D activities in 2005 included the development of new raw materials with custornised
properties to reduce brittleness and corrosion of refractory products, the assessment of new deposits for raw
material supply, the development of new beneficiation methods, recycling concepts for sustainable utilisation of
secondary raw materials after usage in customer processes, securing process stability when manufacturing
refractory products based on modern simulation methods and the use of neuronal nets, new refractory
manufacturing technologies for preparation, mixing, pressing, heat-treating, firing and finishing in refractories
production, the optimisation of automation and occupational safety in customer processes, analyses of
customer processes using simulation methods, as well as the development of the patent portfolio by applying
for and securing intellectual property rights. RHI Refractories is supported by the well-established cooperation
with the University of Leoben and new, exclusive partnerships with European, North and South American
universities and research institutes such as the Fraunhofer Gesellschaft in Germany.

RHI Refracteries also introduced important new solutions for its customers in 2008, including a platform for the
production of new, non-basic products with a tailored micro- and nanoporcus structure for customers in the
glass, non-ferrous metals, environment, energy and chemicals industries, new binding systems to produce
isostatically pressed products for continuous casting in the stee! industry with better environmental
compatibility, new fused products for degassers in the steel industry, new non-basic shaped products with
record durability for pig iron transport ladies and new materials for functional and isostatic products for purging,
slide gates and continuous casting ceramics in steel ladles and tundishes.

Employees and environmental conservation

One of the pillars of the RHI Group is its multicultural network of experts and managers who devetop optimal
solutions for RHI's customers and ensure business success. Due to production extensions in China and
strengthening sales in many other regions of the world, refractories (continuing operations) employed an
annual average of 6,367 people in 2005 (2004: 6,094). In the discontinued insulating division the number of
employees rose by more than 500 10 an annual average of 2,236 in 2005 (2004: 1,713) due to the acquisition of
the Slovenian companies Eurovek and Termo, The RHI Group's global presence is reflected in the international
structure of its staff. The annual average headcount in RHI's fully consalidated companies in 2005 was 8,603
(previous year: 7807), broken down by region as follows: 60 percent in Western Europe, 17 percent in Eastern
Europe, 7 percent in Asia/Pacific, 7 percent in Central and South America, 5 percent in North America and

4 percent in Africa.
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RHI key personnel figures

2005 2004
(comparable to 2004) pro forma reparted
Revenus in € million 14515 1,297.3
Staff costs in € million 355.8 329.2
Average annual number of employees 8,603 7.807
Number of employees at 31 December 8,564 1,774
Staff costs in % of sales revenue 245 254
Staff costs per employee in € 1,000 1.4 422

In 2005, RHI devetoped a completely new basis for personnel development activities in the continuing
refractories operations. Special attention is placed on the international origntation of the new training
programmes for executives and the new generation of managers. At many of its production sites, RHI| trains
apprentices at in-house training workshops. The company also runs special projects training young people who
are disadvantaged due to physical disabilities, Apart frem counsellors for young people, all RH! locations also
appoint representatives for disakled as well as health and safety issues, wha primarily also take care of young
RHI employees,

Participation in the emplovee stock awnership plan "4 plus 1" was extended to ali fully consolidated
companies of RHI AG in 2005. This plan grants empioyees worldwide the option to receive bonus stock worth
€ 1,460 in total against RHI stock they have purchased to a total € 5,840 per annum. At yearend 2005,

1,163 employees of the group held RHI shares.

In 2001, RHI Refracteries implemented an Integrated Management Systerm (IMS) merging existing quality
management, environmental protection, safety-at-work and industrial health programmes. IMS is based on the
principle and corporate policy that quality, safety at work and environmental protection are central elements
influencing the commercial actions of RHI Refractories. The IMS programme has been introduced at all
European sites since 2004. The new plant in Dalian, China was integrated in 2005. Plans are in place to extend
the programme to all locations worldwide.

In the past years, RHI Refractories has implemented a paradigm shift from workplace heatth promotion towards
waorkplace health management. The topics of safety at work and health protection are oriented on the
internationally recognised Luxembourg Declaration on Workplace Health Promotion. Permanent improvements
in standards far beyond Iegal requirements, measurable targets and their constant evaluation within the
framework of long-term programmes are particularly important in RHI’s plan to improve workplace health and
safety and to strengthen employees’ awareness of safety and health. Humanisation and improved efficiency are
equally important benchmarks for RHI's health promotion management,

In December 2005, three RHI locations in Austria were granted an award for warkplace health promotion.
The award is granted for three years by the Fund for a Healthy Austria and the Austrian Network for Workplace
Health Promotion and confirms the health orientation of the award-winning companies.

Always striving 10 minimise direct and indirect environmental impact is one of the key objectives of

RHI Refractories. Even at the early stages of product development, great attention is paid to the environmenta!
implications of producing and using refractory materials in customer aggregates. In fact, the environmental
compatibility and recyclability of products while and after being used by customers is increasingly becoming a
competitive criterion. By implementing certified environmental management systems we managed to
continuously improve effectiveness when using raw materials, supplies, energy and transport. Our system,
which records and evaluates environment-related data including logistics, has already accelerated key
environmental improvements. In 2005, RHI's new plant in Dalian, China, was the first non-European location to
be certified under the environmental standard [SO 14001. Two thirds of RHI Refractories’ locations and jobs are
certified according to this standard.
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In 2005, a new logistics system comprising all commaodity flows from, to and between four important
production sites in Austria was established. This is not only a commercial success but also an important
contribution to reducing transport emissions. This specifically developed round-trip system, which makes
maximum use of rail and ship, has enabled RHI to avoid 20,000 shipments by lorry annually, saving 10 million
litrres of diesel fuei and 47000 tonnes of CO2. RHI was awarded the Austrian State Price for Transport Logistics
20065 for this project, together with its cooperation partner Kihne & Nagel.

Through process optimisation RHI has succeeded since 1991 in reducing CO; emissions in Austrian plants by mare
than the Kyoio reduction target of -13 percent while maintaining output levels overall. Emissions have
been reduced by more than the -5 percent European target at all European plants.

The refractories industry is one of the energy-intensive industries. As a matter of course and with ecenomic
aspects in mind, RHI strives for maximum energy efficiency by using production methods that are energy-
efficient and environmentally sound at the same time. 80 percent of energy consumption at RHI Refractories is
accounted for by fossil fuels, mainly natural gas, and 20 percent by electric energy. 95 percent of the energy
used is accounted for by process-based requirements in the production of raw materials and refractories,

5 percent is used for hot water and heating.

In order to improve energy efficiency continuously RHI operates an established energy competence centre,
which consists of experts in energy sources and specialists for the processes applied by RHI, This team of
experts conducts programmes and training sessions to increase efficiency at all production sites worldwide.
The resulting findings are analysed and made available to all plants. In addition to a detailed analysis of the
situation and improvement measures, special attention is placed on promoting employees’ awareness of the
efficient and environmentally conscious use of energy. Close cooperation with research and development at the
RHI technology centre in Leaben ensures that new evidence relating to the improvement of processes can also
be utilised to reduce specific use of energy and production-based emissions. RHI's production leads its
international competitors in specific energy consumption.

Revenue and earnings prospects for 2006

Economic forecasts for 2006 point to a very inhomogeneous develepment in the different regions of the
world. \n Western Europe growth is expected to improve on 2005. It should, however, remain at a low level,
while solid growth is once again forecast for the USA. Eastern Europe and Russia, in particular, as well as
some countries in Central and South America are likely to benefit from the positive trends in 2005. Growth in
Asia is, once again, going to be the decisive factor for the world economy and the exporting industry in 2006.
The vast majority of forecasts are predicting growth rates in the high single figures for China and India, which
is likely to boost investment and production growth in these countries and the Asian region as a whole.

The dynamic growth in Asian countries will continue to be a decisive factor determining capacity utilisation for
the commodity indusiries important to refractories in 2006. Availability and cost development of important
resources are crucial aspects in the economic situation of RHI's customers. It is increasingly relevant to the
stegl industry, RHI's largest group of customaers, to what extent and at which speed China modernises its
capacities, India and Brazil expand their production and which steel quality will thus enter the world market.

The persistent consotidation in the steel, cement, glass and non-ferrous metals industries, which is currently
accelerating, has a very important and positive impact on the market potential for RHI Refractories. Globally
operating custorners, whom RHI has supplied with individual key account concepts for many years, nesd
glebally operating refractories partners with the corresponding logistics at their disposal. RHI Refractories can
guarantee optimum supply, both in technical and econemical terms, with maximum security. BHI will
consistently continue to develop key account concepts for global players in all its customer industries. As a
generalist supplier able to deliver worldwide RHI is very well positioned. The course is set for a high-margin
and cash-flow-oriented future of RHI Refractories worldwide.
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Competition for market share and growth potential continues unabated. In China overcapacities in refractories
are growing. In addition to industrial cycles, in particular in the steel industry and monetary parity, continued
consolidation and modernisation in the customer industries play a significant role in commercial success
worldwide. RHI expects an overall positive market environment in 2006. incoming orders at the beginning of
2006 exceed the level of the previous year. RHI aims to reach a two-digit EBIT margin again based on a
successful implementaticn of price increases to cover further increases in costs.

Following the conclusion of the contract to sell Heraklith on 13 January, 2006, approval proceedings have been
initiated with severai antitrust authorities. In addition, the buyers started the financial due diligence procedures
based on Heraklith's financial statements in March 2008. Provided the antitrust authorities give their approval,
the closing of the transaction is expected in the first half of 2006. [t may, however, be delayed further. Until
that time, the Heraklith Group will be consolidated in the RHI Group as discontinued operations. The buyer has
been paying market interest on the purchase price since 1 March, 20086,

Heraklith’s business development and incoming orders are satisfactory at the beginning of 2006, although the
construction industry has been adversely affected by the long hard winter and heavy snow in Western and
Eastern Europe. Heraklith expects a slightly better business climate in Western Europe and a good market
development in Eastern Europe and Russia. The complete integration of the companies acquired in Slovenia,
Eurovek and Termo, will have a positive impact in 2006. The objective is to take advantage of the good
opportunities in Russia and other markets in Central and Eastern Europe and to further improve the Heraklith
Group's earnings powaer continuously.

Forecasts for the RHI Group results in 2006 are positive overall, provided the world economy is not subject to
renewed recessionary or exchange rate pressures. The Herakhith transaction is expected to result in a book
profit of some € 60 million; the proceeds from the sale in the amount of € 230 million on a debt-free basis will
be used to further reduce financial liabilities significantly. RHI will continue to fulfil its capital restructuring
objectives in the coming year and will continue 1o spur on the group’s positive development with targeted
investments.

Risk management

The RH! Group is exposed to a wide variety of risks in conducting business activities around the world. In
addition to the risks inherent to ordinary operating activities, particularly market, cost and investment isks, as
well as the risk of price changes, the Group is also exposed to various financial risks. These include credit,
liquidity, foreign exchange and interest risks, which, like operating risks, may affect the group’s cash flow.

RHI has a central risk management system used throughout the group to limit these risks. In addition to
identifying, analysing and assessing risks, decisions are made on the use of financial instruments to manage of
these risks, and the monitoring of these financial instruments by Group management.

Credit risk is the risk that one contractual party will not discharge its financial obligations resulting in a financial
loss for the other party. Credit and default risks are constantly monitored; provisions are set up and valuation
allowances made for occurring and identifiable risks. Existing insurance coverage, guarantees and letters of
credit are taken into consideration when assessing overall risk. Due to the variety of business partners and
customer industries, default risk is not concentrated on one group or sector.

Liquidity risk is the risk of having to raise sufficient funds required to settle liabilities within the stipulated time
period. The group’s financing policy is based on long-term financial planning and is controlled and menitored
centrally at RHI. Based on cash flow planning, the liquidity of all RHI Group companies is secured contractually
at all imes by an adequate amount of unused, committed credit lines available at short notice.
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Foreign exchange risk is the risk arising from fluctuations in the value of financial instruments, other balance
sheet items {e.g. receivables and payables) andfor cash flow due to exchange rate fluctuations. This risk exists
in particular where business transactions are made or could erise in the normal course of business in a currency
other than the company’s local currency {"foreign currency”). The RHI Group is largely in a position to hedge its
receivables and payables in foreign currencies naturally due to the balanced international structure of its
operations. Receivables in foreign currencies such as the US dollar are hedged by payables with comparable
terms in the same currency. The majority of invoicing and ali procurement, for example, raw materials, supplies,
and energy in euros and foreign currencies are the responsibility of a special department, due to the centraiised
nature of the RHI Group’s operations. This ensures transparency regarding the main exchange rate risks from
operations worldwide. The RHI Group's financial liabilities on which interest has to be paid at the balance sheet
date are mainly in euros, which significantly reduces the foreign exchange risk.

Interest rate risk is the risk arising from the change in the value of financia! instruments, other balance sheet
items and/or interest-related cash flows due to fluctuations in market interest rates. The RHI Group finances
itself with financial liabilities on which interest is payable and with subordinated convertible bonds. About

30 percent of liabilities are fixed-interest, and 70 percent variable-interest financial instruments. Furthermore,
subordinated financial liabilities amounting to € 400.0 million exist, on which no interest will be charged until the
end of 2006, At the balance sheet date, interest rate risk is not hedged with derivative financial instruments due
te the balanced financing structure of the group, secured long-term.

Derivative financial products are assessed and concluded centrally by RHI as part of its central financial risk
management policy. Embedded derivatives exist where the economic characteristics and the risks of the
embedded derivative financial instruments are not closely related to the economic characteristics of the host
contract; a separate instrument with the same terms as the embedded derivative would meet the definition of
a derivative, and the hybrid financial instrument would be measured at fair value with changes in fair value not
taken through profit or loss. The cases where such derivative financial instruments are used in the RHI Group
are for outstanding orders and receivables in third currencies.

Events after the halance sheet date
Details of events after the balance sheet date can be found in the notes.

Vienna, 21 March, 2006

The Beard of Management

Dr. Helmut Draxler
m.p.

Dr. Andreas Meier Dr. Eduard Zehetner
m.p. m.p.
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RHI Consolidated Balance Sheet 2005

in € million Notes 31.12.2005 % 31.12.2004 %
ASSETS
Non-current assets
Property, plant and egquipment {1 396.6 26.7 469.6 374
Goodwill 12) 139 09 17.4 1.4
Qther intangible assets 13) 14.5 1.0 9.7 0.8
Shares in associates {4) 13.9 08 391 31
Financial assets {5) 420 28 55.0 4.4
Non-current receivahles (6) 23 0.2 89 0.7
Deferred tax assets (7) 57.0 39 52.7 47
540.2 354 652.4 52.0
Current assets
Inventories {8) 231.3 16.0 2501 19.9
Trade and other current receivables {9) 217 28.4 300.7 741
Cusrent partion of non-current receivables {6) 089 0.1 2.4 0.2
Income tax receivables 4.1 03 148 1.2
Securities and shares 31 02 29 0.2
Cash and cash equivalents {10) 21.2 14 307 24
688.3 46,4 601.6 48.0
Assets classified as held for sale (1) 256.7 17.2 - -
9340 63.6 601.6 48.0
1,484.2 100.0 1,254.0 100.0

EQUITY AND LIABILITIES
Equity attributable to eguity holders of RHI AG

Share capitat {12) 189.5 12.8 159.8 12.7
Group reserves {12) -3925 -26.5 -506.5 404
-203.0 -13.7 -346.7 -21.1
Minority interest {12} 219 1.5 36.2 29
-1811 -12.2 -310.5 -24.8
Nan-current liabilities
Subordinated liabilities to financial institutions (13) 400.0 2710 400.0 319
Subordinated convertibte bond {14} 96.5 6.5 120.9 96
Subordinated labilities 496.5 335 5209 415
Other non-current financial liabilities {15) 197.9 13.2 246.3 19.6
Deferred tax liabilities (7) 12.0 0.8 16.5 1.3
Personnel provisions (16) 281.8 19.0 315.0 25.2
Other non-gurrent provisions (17 25 02 25 0.2
Other non-current liabilities 18 7356 16 445 38
517.8 348 624.8 199
10143 63.3 1,145.7 9.4
Current liabilities
Trade and other current payables (18} 2715 18.3 2847 227
Curreat financial payables {1%) 59.7 a0 440 35
Income tax payables 254 1.7 24.1 19
Current provisions (17) 725 49 66.0 5.3
429.1 28.9 418.8 334
Liabilities classified as held for sale m 29 15.0 - -
651.0 439 1188 334
1,484.2 100.0 1,254.0 100.0
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RHI Consolidated Income Statement 2005

in € million Notes 2005 % 2004 %
Continuing operations

Revenue (21} 11994 1060.0 1,119.8 100.0
Special direct distribution costs {22) -98.2 -8.2 -86.0 77
Cost of sales {23) -861.5 AR -778.1 -69.5
Gross profit 239.7 20.0 255.7 228
Distribution costs {24) -59.5 -5.0 -59.4 -5.3
Administrative expenses {25) -89.8 -71.5 -91.4 81
Other income {26) Nz 2.6 28.3 25
Cther expenses {27) -3.8 0.3 -17 -0.7
Operating result 111.8 9.8 1255 1.2
Financial resuit {30) -25.3 -2 -31.8 -28
Result from associates 24 02 38 03
Profit before income taxes 94.9 19 971.5 8.7
Income taxes 131) 9.6 -0.8 -49 -0.4
Profit for the year from continuing operations 85.3 7.1 926 83

Discontinued operations
Profit for the year from discontinued operations (1) 14.5 71
Profit for the year 99.8 99.7

Profit attributable to

equity holders of AHI AG 98.1 98.3 95.0 95.3
minority interest 1.7 1.7 47 47
998 100.0 937 100.0
in€
Continuing operations
Undiluted earnings per share {36) 3.57 443
Diluted earnings per share? (36) 2.25 247

Discontinued operatians
Undiluted earnings per share 0.61 0.20
Diluted eamings per share? 0.38 0N

1} The reference pariod 2004 was adjusted.
2} Diluted earnings per share assume a conversion of the convertible bonds issued by 2009 at the latest.
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RHI Consolidated Statement of
Changes in Equity 2005

Notes Share Group Equity Minority Total
capital reserves  attributahle to interest equity
equity holders
in € million of RH! AG
31.12.2004 159.8 -506.5 -346.7 i6.2 -3105
Currency translation differences 241 241 0.5 246
Valuation gains recognised
directly in equity 0.9 0.9 09
Other changes (net of tax) -8.5 -85 -15.5 -24.0
Income/expense recognised
directly in equity 0.0 16.5 16.5 -15.0 15
Prafit 2005 98.1 98.1 1.7 99.8
Total recognised income for 2005 0.0 1146 114.6 -133 101.3
Dividend payments 0.0 -1.0 -1.0
Capital increase 29.7 29.7 29.7
Effects of convertible bonds -0.6 -0.6 -0.6
31.12.2005 12) 189.5 -392.5 -203.0 219 -181.1
Nates Share Group Equity Minority Total
capital reserves  attributahle to interest equity
equity holders
in € million of RHI AG
31.12.2003 1457 -602.0 -456.3 336 -422.7
Change in methods of accounting 02 01 0.1
31.12.2003 adjusted 1457 -601.9 -456.2 336 -422.6
Currency translation differences -0.2 -0.2 0.1 01
Valuation gains recognised
directly in equity 08 0.8 0.8
Qther changes 03 0.3 -0.1 0.2
Income/expense recognised
directly in equity 0.0 0.9 09 0.0 0.9
Profit 2004 95.0 95.0 4.1 99.7
Total recognised income for 2004 0.0 95.9 95.9 4.7 100.6
Dividend payments 0.0 -21 -21
Capital increase 14.3 14.1 1.1
Effects of convertible bonds -0.5 -0.5 -05
31.12.2004 {12) 159.8 -508.5 -346.7 36.2 -3105
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RHI Consolidated Cash Flow Statement 2005

in € million Notes 2005 2004
Continuing operations

Cash flow from operating activities {32} 108.3 93.5
Investments in subsidiaries 1.7 0.0
Investment in property. plart and equipment and in intangible assets -66.2 -66.1
Disposal of property, plant and equipment and intangible assets 33 2.0
Investments in non-current receivables 2.7 07
Disposal of non-current receivables 0.4 1.1
Investments in financial assets 3.2 -2.2
Disposal of financial assets and securities 0.9 16
Change in associates 01 33
Investment subsidies received 0.4 a1
Interest received 8.1 43
DGividends received 0.3 0.1
Cash flow from investing activities (33) -60.3 -56.5
Shaseholders” contributions 0.0 4.3
Dividends to minority shareho!ders -1.0 2.1
Premium from convertible bond issue i1 0.6
Convertible bond issue 28 28
Change in non-current borrowings 0.4 239
Change in current borrowings 303 -16.3
Change in group financial receivables 578 -22.6
Change in group financia! liabilities 07 0.1
Change in other financial receivables and liahilities -2.8 -4.1
Interest payments -198 -20.9
Cash flow from financing activities (34) -41.2 -431
Cash flow from contiruing operations 03 -6.1
Discontinued vperations

Cash flow from discantinued operations (11 71 a7
Total cash flow 74 -1.4
Change in cash and cash equivalents 74 -1.4
Cash and cash equivalents at beginning of year 307 31
Change in cash and cash equivalents due to currency translation 14 10
Cash and cash equivalenis at end of year 395 30.7

thereof cash and cash equivalents from continuing operations 21.2

1) The reference period 2004 was adjusted.
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RHI Notes to the Consolidated Financial
Statement 2005

The RHI Group

RHI is a global industrial group with its headquarters in Austria. lts business activities comgrise the refractories
and insulating divisions.

Refractories manufactures ceramic products used in high-temperature production processes exceeding
1,200° C. The refractories division supplies industries such as steel, non-ferrous metals, cement, lime, glass as
well as the environment, energy and chemicals sectors.

Insulating manufactures and distributes products made of stone-wool, wood-wool building boards and natural
insulating materials,

The Group's parent company is RHI AG, which has its headquarters in Austria at Wienerbergstra3e 11,
1100 Vienna.

Accounting principles, general

The tonsolidated financial statements were drawn up pursuant to § 245 a HGB in accordance with international
Financial Reporting Standards (IFRS), as applicable in the European Union (EU). The consolidated financial
statements do not differ from financial statements prepared pursuant to International Financial Reporting
Standards (IFRS) issued by the International Accounting Standards Board {IASE),

The consolidated financial statements were compiled in keeping with the principle of cost, with the exception of
derivative financial instruments and available-for-sale financial assets, which are measured at fair value at the
balance sheet date.

The preparation of the consolidated financial statements in accordance with generally accepted accounting
principtes under IFRS, as applicable in the EU, requires the use of estimates and assumptions, which influence
the amount and presentation of assets and liabilities in the balance sheet, disclosed contingent assets and
liabilities at the balance sheet date, and incomes and expenses recorded during the reporting period. Although
these estimates are made by the Board of Management to the best of their knowledge and are based on
current transactions, actual values may eventually differ from the estimates.

Unless stated otherwise, all amounts in the notes and tables are given in € million. Individual as well as total

figures represent the values with the smallest rounding differance. As a result, small differences to reported
total amounts can arise when presented individua! values are added up.
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First-time adoption of financial reporting standards

In the course of the Improvement Project the IASB issued a series of amendments (o existing standards and
published new standards and interpretations, which have been mandatory since 1 January, 2005. These new
regulations are also applicable in the EU and relate to the following areas:

IAS 2 {amended 2003) Inventories

IAS 8 {amended 2003) Accounting Policies, Changes in Accounting Estimates and Errors
1AS 10 {amended 2003) Events after the Balance Sheet Date

1AS 16 [amended 2003) Property. Plant and Equipment

|AS 17 (amended 2003) Leases

IAS 21 (amended 2003) The Effects of Changes i Foreign Exchange Rates

IAS 24 (amended 2003] Related Party Disclosuras

1AS 27 ([amended 2003) Consolidated and Separate Financial Statements

IAS 28 {amended 2003] Investments in Associates

1AS 31 (amended 2003) Interests in Joint Ventures

1AS 32 tamended 2003) Financial Instruments: Disclosure and Presentation

|AS 33 {amended 2003) Earnings per Share

IAS 39 {amended 2004) Financial Instruments: Recognition and Measurement
IAS 40 {amended 2003) investment Property

IFRS 2 (2004} Share-based Payment

IFRS 4 (2004} insurance Contracts

{FRS 5 (2004} Non-current Assets Held for Sale and Discontinued Operations
SIC 12 (2004) Consalidation - Special Purpose Entities

IFRIC 2 {2004) Members’ Shares in Co-operative Entities and Similar {nstruments

In the following, the material changes resulting from the first-time adoption of the revised and new standards
for the RH! Group in the financial year 2005 are explained:

By the incorporation of SIC 23 Property, Plant and Equipment — Major Inspection or Overhaul Costs in [AS 16
the component approach was advanced. According to this approach, an asset consists of components with
different useful lives, which are replaced several times, if necessary, on a regular basis during the total useful
life of the asset. Each component which accounts for a significant part of acquisition or production costs of an
asset is depreciated separateiy. If a component is replaced, the residual carrying amount of the component is
presented as a disposal and the instailation of a new component as an addition. Minor maintenance and repair
works on an asset are not recognised according to this method.

The revision of IAS 21 also has an effect on the accounting of goodwill. So far goodwill was translated at
historic rates. Beginning with the financial year 2005, goodwill has to be stated in the functional currency of the
subsidiary upon whose acquisition it arose and has to be translated into the reporting currency of the Group at
the corresponding rate prevailing at the balance sheet date. Any translation differences resulting from this arg
treated as assets or liabilities and not taken through profit and loss until the disposal of the share, as in the case
of the translation of financial statements of foreign subsidiaries.

The amendments to IAS 24 relate to the identification of related parties and additional disclosures on related
parties.

IAS 28 mainly contains clarifications and requires more in-depth disclosuses in the notes to the financial
statements.
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52 RHI Notes

In March 2004, the |ASB published IFRS 5. This standard stipulates that non-current asseis held for sale shall be
measured at the lower of their carrying amount and fair value less costs to sell. [f, in the course of selting non-
currents assets, current assets are also sold, they too will be measured at the lower of their carrying amount or
fair value less costs to sell.

This standard also stipulates under what conditions a division has to be disclosed as discontinued operations.

IFRS 5 sets out criteria 10 establish that the sale of these companies is very likely. The following criteria have to
he taken into account:

The Management in control must have announced its intention to sell. In addition, sales efforts to identify a
buyer must have been launched. The entities intended for sale shall be offered on the market at a price which
roughly correspends to their fair values.

These entities must be saleable immediately in theirr current state.

It must be likely that the sale will be carried out and realised within twelve months from the time of
reclassification.

As soon as the Management considers these criteria as fulfilled, the respective entities will be classified as
discontinued operations.

From the time of classification as discontinued operations in the financial year 2005, non-current assets of
discontinued operations are no longer depreciatedfamortised systematically. The amounts of assets and
liabilities disclosed in the balance sheet are stated at their carrying amount or selling price, less costs to sell,

it lower.

Prioryear figures for the discontinued operations held for sale are recognised as a separate item in the income
statement without any measurement adjustments.

No adjustment of prioryear figures is made in the balance sheet.
The cash flow statement of the previous year is adjusted in accordance with IFRS 5.

Based on the provisions of IFRS 5 the insulating division has been classified as discontinued operations held for
sale since 1 Qctober, 2005.

The other changes in accounting and measurement methods de not have a material impact on the Group's
financial position, the results of its operations and its cash flows.




New financial reporting standards not yet adopted

The IASB issued further standards and amendments to standards and interpretations which are not yet
mandatory in the financial year 2005. The following standards and interpretations had been endorsed by the
EU and published in the official journal by the time these consolidated financial statements were drawn up:

IAS 1 [amended 2005) Capital Disclosures

IAS 19 (amended 2004} Actuarial Gains and Losses, Group Plans and Disclosures

I1AS 3% (amended 2005} The Fair Value Option

IAS 38 (amended 2005} Cash Flow Hedge Accounting of Forecast Intragroup Transactions
IAS 39 {amended 2005} Finaacial Guerantee Contracts

IFRS 4 {amended 2005) Insurance Contracts

IFRS & (2004) Exploration for and Evaluation of Mineral Resources

IFRS B {amended 2005) Exploratien for and Evaluation of Mineral Resources

IFRS 7 (2005) Financial Instruments: Disclosures

IFRIC 4 {2004) Determining whether an Arrangement contains a Lease

The effects of the first-time adaption on the consolidated financial statements 2006 of RHI are currently being
assessed. The main changes in accounting and measurement methods for RHI are described below:

The amendment to IAS 1 Presentation of Financial Statements regquires additional disclosures on capital, as for
instance on the capital structure and its determination and control by the Management and on possible
regulatory requirements relating to capital structure.

In December 2004 the 1ASB issued an amendment to IAS 19 Employee Benefits. This amendment creates an
additional option which allows to immediately recognise actuarial gains and losses from post-employment
benrefits outside the income statement in the form of a “statement of total recognised gains and losses” The
revised IAS 19 will be mandatory for all accounting periods beginning on or after 1 January, 2006.

In addition, the IASB has issued further amendments to I1AS 39 which are mandatory for ali accounting periods
beginning on or after 1 January, 2006. These amendments relate to the option to classify financial instruments
as “financial assets or liabilities at fair value through profit or loss™ and to the accounting of cash flow hedges
cencerning the hedging of currency risks of highly probable forecast intragroup transactions, The amendments
to 1AS 39 in connection with IFRS 4 Financial Guarantees stipulate that obligations associated with financial
guarantees have to be recegnised as liabilities in the batance sheet of the liable company.

IFRS 6 regulates the accounting of expenses in connection with the exploration for and evaluation of mineral
resources like minegrals, oll, natural gas and similar non-regenerative resources before the technical and
economic extractability of the resource can be established. IFRS 6 does not stipulate a special accounting
method for exploration and evaluation expenses, but regulates the general terms for the determination of an
accounting method by the company drawing up the accounts. In addition, IFRS 6 stipulates that an impairment
test in accordance with [AS 36 shall be made for assets from exploration and evaluation. IFRS 6 is mandatory
for all accounting periods beginning on or after 1 January, 2006.

In August 2005 the |ASB issued IFRS 7 IFRS 7 requires disclosures on the materiality of financial assets and
lizbilities for the financial position and financial performance ¢f the company and contains new reguirements
with regard to the reporting on risks associated with financial assets and liabilities. IFRS 7 will be mandatory for
ali accounting periods beginning on or after 1 January, 2007
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In December 2004 the IASB published IFRIC Interpretation 4. IFRIC 4 contains criteria for the identification of
leasing elements in contracts which are not formally designated as leasing contracts. Contracts with elements
that meet the criteria of IFRIC 4 have to be recognised as leasing contracts pursuant to the regulations of

IAS 17 IFRIC 4 is mandatory for all accounting periods beginning on or after 1 January, 2006.

The tirst-time adoption of the other presented standards and interpretations, which are not explained in detail, is
not expected to result in any material effects on the RHI Group:

IFRS 1 (amended 2005} First-time Adaption of International Financial Reporting Standards
[FRIC 5 {2004) Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds
IFRIC 6 (2005 Liabilities arising from Participating in a Specific Market - Waste Electrical and Electronic Equipment

The IASB has issued additional financial reporting regulations, which, however, at the time the consolidated
financial statements were drawn up, had not yet been endorsed by the EU:

IAS 21 (amended 2005) The Effects of Changes in Foreign Exchange Rates

IFRIC 7 {2005} Applying the Restatement Approach under IAS 24 Financial Reporting in Hyperinflationary Economies
IFRIC 8 (2006) Seope of IFRS 2

IFRIC 9 (2006) Reassessment of Embedded Derivatives

The first-time adoption of this revised standard and the interpretations mentioned above is not expected 1o have
an effect on the RHI Group.

Voluntary change of accounting and measurement methods
In 2005, the income statement of the RHI Group for the first time is presented according to the cost of sales
format, in order to reconcile external reporting with internal reporting. Prioryear figures have been adjusted.




Principles of accounting and measurement

A Principles of consolidation
The balance sheet date for all financial staternents included in consolidation is 31 Decermnber, 2005.

Subsidiaries

Subsidiaries are all companies whose financial and operating policies are controlled by the Group, usually
accompanied by a share of more than 50 percent of the voting rights. In order to establish whether control is
given, the existence and effect of potential voting rights, which are currently exercisable or convertible, are
taken into account.

Capital consolidation is performed in accordance with the provisions of IFRS 3. All business combinations are
accounted for by applying the purchase method, This involves offsetting the cost of the shares in the entities
plus any costs directly attributable to the acquisition against the share in net assets based on the fair values of
the assets assumed and liabilities incurred of these entities at the date of the acquisition of transfer of contral.

Identifiable intangible assets are recognised separately and amortised systematically or, if their useful life
cannot be determined, are tested at least once annually for impairment, as in the case of goodwill. The
remaining goodwill is attributed to cash-generating unit{s) and is tested for impairment at this level.
Negative goodwill is recognised immediately in profit or loss in accordance with the provisions of IFRS 3.
Intragroup receivables and payables as well as expenses and income are eliminated.

Intragroup results in non-current assets and inventories are eliminated.

Ceferred taxes required under JAS 12 are set up for temporary differences resulting from consolidation.

Subsidiaries are deconsolidated on the day the ¢ontrol over the financial and operating policies is no longer
given.

Joint ventures and associates
Joint ventures are accounted for by the equity method.

Significant associates are accounted for by the equity method, if the Group holds between 20 and 50 percent of
the shares and can exercise significant influence. The cost of the investments accounted for by the equity
methed is adjusted annually by the change in the equity of the associate attributable to the RHI Group. The
principles applicable to full consolidation are used to account for differences between the initial costs of the
investment and the fair values of the Group’s share in the associate’s equity.
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B  Curmrency transiation

Functional and presentation currency

The items included in any group company are measured based on the currency corresponding to the currency
of the primary economic environment in which the company operates {functional currency).

For all companies, with the exception of Magnesit Anonim Sirketi, Eskisehir, Turkey, and RHI CHILE S.A.,
Santiago, Chile, this is the respective national currency.

The financial statements of Magnesit Anonim Sirketi, Eskisehir, Turkey, and RHI CHILE S.A., Santiago, Chile,
are denominated in euros and US dollars respectively.

The consolidated financial statements are presented in euros, the functional and presentation currency
of the Group.

Foreign currency transactions and halances

In the individual financial statements of group companies foreign currency transactions are translated into the
functional currency at exchange rates prevailing on the transaction date. Foreign exchange gains and losses
resulting from the settlement of such transactions and from the measurement of receivables and payables
denominated in foreign currencies at the exchange rate on the balance sheet date are recognised in the income
statement.

Group companies
The financial statements of foreign subsidiaries which have a functional currency different from the presentation

currency of the Group are translated into euros as follows:

Assets and liabilities are translated at the mean exchange rate at the balance sheet date, income statements
are translated at average rates. Translation differences resulting from this or from the currency translation of
amoeunts carried forward from the previous year are recognised directly in equity and not taken through profit or
loss. Cash flows are translated at average rates.

Goodwill arising from the acquisition of an economically independent subsidiary is attributed to the cash-
generating unit on inttial consolidation. Fair value adjustments arising on the acquisition of subsidiaries are
treated as assets and liahilities of the subsidiaries and are translated at the closing rate on the balance sheet
date.

Unrealised exchange rate differences from non-current shareholder loans are offset against the currency
translation reserves and are recognised directly in equity.

The euro exchange rates of the main currencies are listed in the following table:

Closing rate Average rate

31.12.2005 31.12.2004 2005 2004
Pound sterling 0.68800 0.70600 068377 0.67867
Canadian dollar 1.37400 1.64500 1.50847 1.61688
Chilean peso 608.96000 75217000 697.25750 757.21417
Croatian kuna 7.37550 7.60000 7.40094 7.4BB04
Mexican peso 12.58400 15.11300 13.56892 14.03717
Chinese renminbi yuan 9.55360 11.20500 10.19578 10.29591
South African rand 74150 7.71500 7.9108% 8.00877
Slovenian tolar 239.60000 239.25000 239.82083 239.21875
Hungarian forint 252.45000 244 50000 248.03417 251.63000
US dollar 1.18470 1.36620 1.24449 1.24398




C Property, plant and equipment

Property, plant and equipment are measured at cost less scheduled depreciaticn. Property, plant and equipment
are depreciated systematically over the expected useful life of the assets. Depraciation is made pro-rata-
temporis from the month the asset is available for use, i.e. when it is at its designated location and in the
operable condition intended by Management.

Property, plant and equipment also include assets of lesser importance used to generate rental or leasing
income or to create long-term value which are not used in preduction or for administrative purposes. These
assets are measured at net carrying value or production cost.

Leased property, plant and equipment classified as finance leases are recognised as assets and ligbilities in
accordance with |AS 17 at the lower of the fair value of the leased property or the present value of the
minimum lease payments. The leased assets are depreciated systematically over the asset's expected useful
life. The future lease payments are discounted and recognised as liabilities. Current payments are split into the
liability and the finance charge.

All cther leasing contracts are treated as operating leases and are attributed to the lessor. Rental payments are
recognised as an expense.

The production cost of self-constructed assets includes attributable direct costs plus prorated capitalised production
overheads. Borrowing costs for property, plant and equipment, the production or purchase of which covers a longer
period of time, are not capitalised.

Expected dismantling and disposal costs at the end of the asset’s useful life are capitalised as part of the cost
of that asset and recorded in a provision. The criteria for recognition are that a legal or constructive obligation to
third parties exists and that cost can be estimated reliably.

Scheduled depreciation is based on the following economic useful lives, which are uniform throughout the
Group:

Factory buildings 15 to 30 years
Other buildings 10 to 50 years
Land improvements 8 to b0 years
Technical equipment and machinery 4 10 BO years
Other plant, furniture and fixtures 3 to 20 years

The net carrying amounts and economic useful lives are examined and, if necessary, adjusted at each balance
sheet date.

Raw material deposits are depreciated using the units of production method.

Costs for day-to-day servicing for repairs and maintenance are recognised in profit or loss as incurred. If parts of
fixed assets require replacement at regular intervals, the costs for replacement are recognised whan they are
incurred, provided that the recognition criteria under IAS 16 are met. The carrying amount of those parts that are

replaced is derecognised.

Gains and losses from the disposal of fixed assets, which result as the difference between recoverable amount
and carrying amount, are recognised in profit or loss.
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D Goodwill
In accordance with IFRS 3, goodwill is recognised as an asset and tested for impairment at least once annually
or when events or changed circumstances indicate that an impairment requirement exists.

Fully impzaired goodwill is presented in the schedule of non-current assets as a disposal.

Negative goodwill is recognised immediately in profit or loss in accordance with IFRS 3.

E Otherintangible assets
Research costs are expensed in the year the costs are incurred.

Development costs alsc represent expenses for the period. Development costs can only be capitalised if the
intangible asset will generate probable future economic benefits exceeding the development costs in addition
to normal costs. In addition, all the recognition criteria under |AS 38 must be met.

Costs incurred in the internal development of software are recognised as current expensas as they arise, if the
costs primarily relate 10 maintaining existing software.

Expenses that can be directly and unequivocally attributed to individual programmes and constitute a significant
extension or improvement on the original software are capitalised as production expenses and are credited to
the cost of the software, These direct costs include the staff costs of the development team and appropriate
prorated overheads,

Capitalised development costs are amortised systematically over their expecied useful life for a maximum of
ten years.

Purchased intangible assets are recognised at cost including incidental acquisition costs, less systematic
amortisation over their useful lives ranging from three to ten years.

F Impairment of non-financial assets

Property, plant and equipment and intangible assets including goodwill are examined for impairment if
circumstances arise that could indicate that the carrying amount is no longer recoverable. Intangible assets with
indefinite useful lives are tested annually for impairment.

An asset is impaired if its recoverable amount is lower than its carrying amount. The recoverable amount is the
higher of an asset's or cash-generating unit’s fair value less costs to sell and its value in use (present value of

future cash flows).

If the reason for the impairment loss recognised in prior years no longer exists, the asset, with the exception of
goodwill, is written up tc its net carrying amount.

Impairment tests are carried out for groups of assets which can be identified as cash-generating units.




G Financial assets and liabilities

Material financial assets and liabilities consist of the financial assets presented in the balance sheet, non-current
and current receivables, securities and shares, cash and cash equivalents, financial liabilities, and trade and
other current payables,

Financial assets are classified at acquisition as at fair value through profit or loss, held-te-maturity or available-
forsale, provided they are not loans extended by the company or receivables. The classification is re-examined
on a regular basis.

Shares in non-consalidated subsidiaries, investments and securities are all classified as available-forsale, as
they are held neither for trading nor do they have a fixed term 1o maturity.

They are shown under non-current assets unless intended for sale within the next twelve manths.

Available-for-sale financial assets are measured at cost including any transaction costs at acquisition,
Subsequent measurement is at fair value, with changes in fair value recognised directly in equity.

If circumstances arise that could indicate impairment, an impairment test is carried out for financial instruments.
If impairment losses have been incurred, the carrying amounts of the assets are reduced accordingly through
the use of an allowance account and the loss is recognised in the income statement. Assets are increased o
their recoverable amount if the reasons for the impairment are no longer given.

Shares in non-consolidated subsidiaries and investments are also classified as available-forsale financial assets,
but are measured principally at cost, as there is ng active market for these companies and it would be toc time-
consuming and difficuit to estimate the fair value reliably. If the fair value is known to be lower, the carrying
amount is adjusted to the fair value,

All purchases and sales of financial assets are recognised at the date of settlement,

Non-current receivables are measured at their net carrying amounts. Foreign currency receivables are measured
at the exchange rate at the balance sheet date.

Non-current receivabtes that falt due within twelve months of the balance sheet date are shown under current
assets.

H Deferred taxes
Deferred taxes are recognised for temporary differences between the tax base and the IFRS carrying amount of
assets and liahilities, for unused tax losses and for consolidation transactions.

Deferred tax assets are recognised in the RHI Group to the extent that it is probable that future taxable profit
including results from reversing taxable temporary differences will be available in the plan period against which
the deferred tax assets can be utilised.

RHI Notes 59




60 RHI Notes

Deferred taxes are calculated using the national tax rates of the individual countries that have been enacted or
substantively enacted (15 to 40 percent) at the balance sheet date.

Deferred tax assets and ligbilities relating to the same tax authorities are netted.
Deferred tax assets are shown under non-current assets, deferred tax liabilities under non-current liabilities.

Deferred taxes are recognised for all temporary differences relating to shares in subsidiaries and associates
unless the parent company is able to control the timing of the reversal of the temporary differences and it is
probable that these temporary differences will not reverse in the foreseeable future.

I Inventories
Inventories are stated at the lower of cost or net realisable value at the balance sheet date.

Cost is determined using the moving average cost method.

Unfinished and finished products are measured at full production cost. Borrowing costs are not capitalised.

J  Construction contracts

Construction contracts are accounted for using the percentage-of-completion method, if the criteria under
IAS 11 are met. This is not used for contracts that have an immaterial impact on RHI's consolidated financial
statements.

Construction costs computed using the percentage-of-completion method plus a profit mark-up according to the
stage of completion are shown under receivables from construction contracts and as revenue. The stage of
completion is generally measured by reference to the relation of contract costs incurred to date to expected
total costs. Expected contract losses are covered by provisions, set up taking identifiable risks into
consideration. Prepayments received are deducted from the receivables relating to construction contracts. Any
resulting negative balance for a construction contract is recorded as a liability from construction contracts.

K Receivables
Receivables are shown at nominal value. Provisions for risk cover all identifiable credit and country risks,

Foreign currency receivables are measured at the mean exchange rate at the balance sheet date.




L Emission rights

Since 1 January, 2005 RHI has been subject to the European emission trading system. Under this system, the
companies concerned receive emission rights which have to be returned to the competent authority within four
months after a given calendar year according to the actual emissions of that year. If the actual emissions
exceed the allocated rights per year, the missing rights have to be purchased.

Purchased rights are recognised as other assets at their acquisition cost. At the time the certificates are
returned to the competent authority, the other assets are derecognised. Rights acquired free of charge are not
recognised in the balance sheet.

Currently, it does not appear necessary to purchase any emission certificates.

M  Cash and cash equivalents
Cash and cash equivalents contain cash in hand, cheques and cash at banks.

Cash and cash equivalents in foreign currencigs are measured at the mean rate at the baiance sheet date.

N  Convertible bonds

Convertible bonds are financial instruments that consist of a debt and an equity component. The present value
of the bond liability and the equity portion of the convertible bond are set at the date of issue. The present value
of the bond liability is computed using a market interest rate for an equivalent, non-convertible bond. The
remaining difference to the nominal value of the band, which represents the value of the conversion option, is
contained in additiona! paid-in capital. No deferred taxes are caiculated for this difference due to the assumption
that all part convertible bonds will be converted.

The convertible bond liabiiity is stated at its net carrying amount until redemption or conversion. The interest
expense of the bond is calculated on the basis of an internal interest rate of around 7.3 percent.

0O Provisions

Provisions are set up when the Group has a present legal or constructive obligation to third parties as a result of
nast events, it is probable that an cutflow of resources will be required 1o setile the obligation, and a reliable
estimate of the amount can be made.

Non-current provisions are measured at their discounted armount at the balance sheet date if the interest effect
of the discount is significant.
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Personnel provisions

Provisions for pensions

For postemployment benefits, differentiation is made between defined contribution plans and defined benefit
plans.

With defined contribution plans, the enterprise’s ebligation is limited to its contributions to a defined contribution
plan. The contributions are recognised in staff costs, no provision is set up. Defined contribution plans exist in
Canada, the United Kingdom and in some cases in Austria.

In the case of defined benefit plans, the company is obliged to provide benefits to active and former employees
and their dependents to which it has committed, with a differentiation being made between provision-financed
and fund-financed pension systems. The majority of benefits are funded through provisions in Austria and
Germany. Fund-financed defined benefit plans exist in Mexico, the United Kingdom and in some cases in
Austria.

In the case of a fund-financed system, the assets held in the fund are deducted from the post-employment
benefit obligations calculated according to the projected unit ¢redit method. If the fund’s assets do not cover
the obligations, the net obligation is recognised as a liability under provisions for pensions. Provisions for
pensions are calculated using actuarial methods in accordance with iAS 19. The present value of future benefits
is calculated in line with years of service, expected salary development and pension adjustments.

The pension cost to be recognised in the period includes service cost, interest cost, expected income from plan
assets and expense or income from the amortisation of past costs and of actuarial gains and losses.

Actuarial assumptions are made regarding the calculation of obligations, particularly regarding the interest rate
used for discounting, but also the rate of increase of salaries and pensions, and finally, the pensionable age and
probabilities regarding employee turnover and take-up.

Calculation is based on local biometrics.

The present value of future benefits is calculated using an interest rate based on the average yield on
government or industry bonds of the same maturity.

The rates of salary increases are based on an average of past years, which is deemed realistic for the future.

The discounts for employee turnover and the probability of benefits being claimed are based on figures for
comparable prior periods.

In calculating post-employment benefits, expected retirements are based on the underlying commitments
given.

Actuarial gains and losses are not taken into consideration, unless they exceed 10 percent of the obligation. The

amount exceeding the corridor is charged to the income statement and recorded in the balance shest over the
average remaining service of the active staff.
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Provisions for termination benefits
Preovisions for terminaticn benefits mainly relate to obligations to employees under Austrian law and to a small
extent pursuant to other local legislation.

Termination benefits under Austrian law are lump-sum settlements that must be paid by the employer under
labour legislation when an employee's contract is terminated by an employer, and regularly on retirement. The
amount paid depends on the level of final remuneration and the number of years of service. The company
therefore has direct commitments for which provisions have to be set up and measured in accordance with
IAS 19 for staff joining the company before or during 2002.

The projected unit credit method is applied, taking the corridor regulation into consideration.

For employees who have joined an Austrian company since the beginning of 2003, the employer is obliged to
pay a regular contribution of 1.563 percent of monthly remuneration and any additiongl payments into a
“Mitarbeitervorsorgekasse” (statutory termination benefit scheme). The company has no obligations beyond
this. The employees’ entitlerment to termination benefits is towards the "Mitarbeitervorsorgekasse’ and
current contributions to the scheme are shown in staff costs, in line with the treatment of defined contribution
plans.

Other personnel provisions
Cther personnel provisions include provisions for anniversary bonuses, lump-sum settlemants and payments to
semi-retirees.

Anniversary bonuses are one-off special payments dependent on remuneration and years of service, which
have to be paid by the employer due 10 ¢ollective agreements or company agreements once an employee has
served a certain number of uninterrupted years with a company.

Provisions for anniversary bonuses, if a legal obligation to provide them exists, are calculated in accordance
with the employees’ years of service using an interest rate of 4.5 percent {31.12.2004: 5.25 percent) and taking
salary increases of 3.6 percent (31.12.2004: 3.5 percent) into consideration.

Provisions for iump-sum settlements and payments to semi-retirees are set up for employees if required under
local fabour fegislation or if similar regulations for individual group companies regarding other employee benefits
exist,

Provisions for warranties
Provisions for warranties are set up for individual contracts. The extent is calculated accerding to the amount of
warranty claims expected or made.

P Liabilities

Liabilities are measured at the higher of nominal value or amount repayable in accordance with the principle of
higher of cost or market {net carrying amount). Foreign currency liabilities are measured at the mean exchange
rate at the balance sheet date.

Q Subsidies
Investment subsidies are shown as liabilities and are charged to the income statement over the useful life of
the asset to which they are attributed.

This does not include subsidies granted as compensation for expenses or losses already incurred. These are
immediately recognised as revenue.
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R Revenue and expenses

Revenue is recognised upon delivery or when the risk passes to the customer, discounts and rebates are
deducted. Revenue for construction contracts is recognised in accordance with the percentage-of-completion
method, provided the conditions under |AS 11 are met.

Expenses are recognised in the income statement when the service is rendered or when the expenses are
incurred.

Interest income and expenses are recognised using the effective interest method.

'ncome taxes are recognised in line with local regulations for each company.

S Segment reporting

The segmentation of the RHI Group into the refractories and insulating divisions is in line with its internal
organisational and managerial structure and is thus the basis of primary segment reporting. The insulating
division is presented as discontinued operations.

Secondary reporting is on a regional basis. Revenues are segmented by customer location and asset and
investment related figures by the company’s own focations.

Transfer prices between the divisions are based on rmarket conditions.

T Financial risk management
The RHI Group is exposed to a variety of financial risks, particularly credit risk, liquidity risk, foreign exchange
risk and interest rate risk.

RHI has a central risk management system used throughout the Group to limit these risks, which result from
the Group’s operating activities worldwide and from the financing structure of the RHI Group.

In addition to identifying, analysing and assessing financial risks, decisions are made on the use of financial
instruments and on the management of these risks at the Group's headquarters. The possible use of derivative
financial instruments in this context is subject to monitoring by Management.

Risk factors

Credit risk

Credit risk is the risk that one contractual party will not discharge its financial obligations resulting in a financial
loss for the other party. Even if the creditworthiness of the contractual partner is first class, the risk of default
inhegrent to the host contract is hedged as far as possible by credit insurance and bank security (guarantees,
letters of credit). The creditworthiness criteria applied are stipulated in contracts with credit insurers and in
internal guidelines. Credit and default risks are constantly monitored. Provisions are set up and valuation
allowances made for occurring and identifiable risks.

Existing insurance coverage, guarantees and letters of credit are taken into consideration when assessing
overall risk.

Default risk is not concentrated on one group or sector due to the variety of business partners and customer
industries and to the Group's existing credit insurance coverage.




Liquidity risk

Liquidity risk is the risk of having to raise sufficient funds required to settle liabilities within the stipulated time
period. The Group's financing policy is based on long-term financial planning and is controlled and monitored
centrally at RHI.

In addition to cash flow planning, the liquidity of all RHI Group companies is secured at all times by an adequate
amount of unused, committed credit lines available at short notice, These credit lines are available at least until
the end of 20086.

Subordinated liabilities to financial institutions are contractually available until 2013. These liabilities will not be
subordinated from 2007 onwards.

Foreign exchange risk

Foreign exchange risk is the risk arising from fluctuations in the value of financial instruments, other balance
shaet items (e.g. receivables and payables) andfor cash flows due to exchange rate fluctuations. This risk exists,
in particular, where business transactions are made or could arise in the normal course of business in a currency
other than the company’s local currency (referred to as foreign currency below).

The RHI Group is largely in a position to hedge its receivables and payables in foreign currencies naturally due 10
the balanced internaticnat structure of its operations. Receivables in foreign currencies such as the US dollar are
hedged by payables with comparable terms in the same currency.

The maijority of invoicing and all procurement, for example, of raw materials, supplies, and energy in euros and
foreign currencies are coordinated by special departments, due to the cenwralised nature of the RHI Group's
operaticns. This ensures transparency regarding the main exchange rate risks from operations worldwide.

Foreign exchange positions are not hedged by derivative financial instruments due to the minimal remaining net
risk outstanding at the balance sheet date. Regular positive forgign exchange positions in US dollars are
managed centrally by RHI and are used for regular repayments of non-current financial liabilities in US dollars.

The RHI Group’s financial liabilities on which interest has to be paid at the balance sheet date are mainly in
euros, which significantly reduces the foreign exchange risk.

Interest rate risk

Interest rate risk is the risk arising from the change in the valug of financial instruments, other halance sheet
items and/or interest-related cash flows due to fluctuations in market interest rates. The interest rate risk
contains the present value risk for fixed-interest balance sheet items and the cash flow risk for variable-interest
balance sheet items.

A market rate for the whole term to maturity is fixed for financial instruments with fixed interest rates. The risk
is that the market rate of the financial instrument {present value of future cash flows, i.e. interest and
repayment of principal, discounted at the market interest rate applicable to the remaining term to maturity at the
balance sheet date) may change. The interest-related market risk will result in a loss or a profit if the fixed-
interest financial instrument is sold prior to maturity. The interest rate is regularly adjusted for variable-intarast
financial instruments and generally follows the market rate. The risk here is that the market interest rate will
fluctuate and that interest payments will change as a result.
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The RHI Group finances itself with financial liabilities on which interest is payable and with subordinated
convertible bonds. About 30 percent of its liabilities are fixed-interest, and 70 percent variable-interest financial
instruments. Furthermore, subordinated financial liabilities amounting to € 400.0 million exist, on which no
interest wiil be charged until the end of 20086,

At the balarce sheet date, interest rate risk is not hedged with derivative financial instruments due to the
balanced financing structure of the Group, secured long-term.

Derivative financial instruments
Derivative financial products are assessed and concluded centrally by RHI as part of its central financial risk
management policy.

Embedded derivatives exist where the economic characteristics and risks of the embedded derivative financial
instruments are not closely related to the economic characteristics and risks of the host contract; a separate
instrument with the same terms as the embedded derivative would meet the definition of a derivative, and the
hybrid financial instrument is measured at fair value with changes in fair value not taken through profit or loss.

The cases where such derivative financial instruments are used in the RHI Group are for outstanding orders and
trade receivables in third currencies. The host contracts are primary finangial instruments measured at net
carrying amounts. The derivative financial instruments are separated from each host contract, measured at {air
value and recognised in other expensesfother income.

Fair values
The trade receivables, other receivables and payables, and cash and cash equivalents shown in RHI's balance
sheet largely correspond to fair values due to their short term to maturity.

The fair values of financial liabilities are calculated as the present value of discounted future cash flows using
market rates applicable to financial liabilities with a corresponding term to maturity and risk structure.

U Assumption and estimates

In preparing its consolidated financial statements in accardance with generally accepted accounting principles,
the RHI Group has made assumptions and estimates on non-current assets, writedowns of inventories and
receivables, provisions and deferred taxes. These assumptions and estimates are based on the future to a
certain extent. Actual values may eventually differ from the assumptions and estimates made.

Impairment of intangible assets and property, plant and equipment

Intangible assets with definite useful lives and property, plant and equipment have to be tested for impairment,
if events or altered circumstances indicate that the carrying amount of an asset is no longer recoverable. Under
IAS 36 such impairment losses are determined by means of comparisons with the discounted future cash flows
of the related assets. An impairment requirement is examined based on the cash flows relating to the
respective cash-generating units. The expected future cash flows are determined for each cash-generating unit
and discounted. A reducticn in the estimated contribution to profit of 10 percent would result in an impairment
requirement of € 20.3 million, whereas an increase in the underlying discount rate by 10 percent would not
result in an impairment of carrying amounts.
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Impairment of goodwill
The effect of an adverse change in the interest rate of plus 10 percent or in contribution to profit of minus

10 percent as estimated at 31 December, 2005 would not result in an impairment loss on goodwill recognised
in the balance sheet.

Under |AS 36, if the actual interest rate is lower or the contribution to profit is higher than Management has
assumed, impairment losses recognised in previous years may not be reversed.

Provisions for pensions
In the RHI Group actuarial gains and losses are recognised in the income statement taking into account the

corridor rule.

The present value of the obligation depends on a number of factors, which are based on actuartal assumptions.
The assumptions used in determining the expenses include the rate of salary increases and the interest rate.
Any change in these assumpiions has an effect on the present value of the obligation and on the actuarial gains
and losses not yet allocated. The amount of actuarial gains and losses outside the corridor has to be spread and
recognised in the income statement according to the average remaining service period of the beneficiary.

The rate of salary increases Is calculated based on the average of past years, which is also deemed realistic for
the future.

The Group determines the appropriate interest rate at the end of each year. This is tha interest rate which is
used in calculating the present value of expsected future cash outflows for the settlement of the obligation. The
calculation of the interest rate is based on the interest rate of government or industry bonds of the highest
credit standing denominated in the currency in which the services have to be paid and whose term to maturity
corresponds to those of the pensien obligation.

Further material assumptions are based in part on market conditions. Related explanations can be found under
note 16.

If the assumptions were based on an interest rate taking into account future salary increases that differs by
10 percent from the estimates made by Management, the present value of pension obligations would be by
around € 17.1 million higher or by around € 19.6 million lower.

Deferred taxes

If future taxable profits within the defined plan period for accounting for deferred taxes are more than

10 percent higher or lower than the assumptions made at the balance sheet date, the net position of deferred
taxes would have to be adjusted by € 3.7 million.

Changes in estimates and assumptions regarding all the other balance sheet items would not have a material
impact on the Group's financial position, the results of its operations and its cash flows for the following
financial year.
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V  Consolidated group

The consolidated financial statements — in addition to RHI AG - include 15 {31.12.2004: 15} Austrian and

70 (31.12.2004: 67} foreign subsidiaries, in which BHI AG holds either a direct or an indirect majority of

voting rights, or exercises management control.

Five companies, whose operating and financial policies are significantly influenced by group companies

(associates), are consolidated using the eguity method.
The consolidated group has changed as follows in the reperting pericd:

Full consolidation

Equity method

31.12.2004 83

7

Additicns 6 1
Disposals 3 -3
31.12.2005 86 5
thereof discontinued operations 20 1

Fully consolidated subsidiaries
Additions

In December 2004 a purchase agreement on a fifty percent share in Eurovek proizvodnja, uvoz-zvoz, d.o.o.,

Ljubljana, Slovenia, was concluded which provides for the complete takeover of Eurovek proizvodnja,

uvoz-izvoz, d.0.0. by 2008 at the latest. With this purchase Heraklith AG, Ferndorf, Austria, indirectly acquired
also additional shares in Termo d.d., Skofja Loka, Slovenia, and in its investments Terme HandelsgmbH,
Munich, Germany, Termika d.o.o., Novi Marof, Croatia, and lzomat a.s., Nova Bana, Slovakia, with the latter two
companies having already been fully consolidated. Heraklith AG, Ferndorf, Austria, exercised control over these
companies at the end of January 2005, As a result, the acquisition date in accordance with IFRS 3 was

1 February, 2005.

Under the purchase agreement put/call options to acquire the other fifty percent share were also stipulated by

the seller or the buyer, respectively,

In July 2005 an agreement was entered inio with the co-proprietor of Eurovek proizvodnja, uvoz-izvez, d.o.o.,

Ljubljana, Slovenia, for Heraklith AG to acquire the other fifty percent share, effective at yearend. The

agreement entered into force on 27 December, 2005. All previously concluded agreements were superseded

by this.

Termo d.d., Skofja Loka, Slovenia, which had been included in the consolidated financial statements according
to the equity method up to and including 2004, was fully consolidated pursuant to IFRS 3 as of 1 February, 2005
hased on a calculated share of 65.39 percent due to the acqguisition of the share in Eurovek proizvodnja,

uvoz-izvoz, d.o.0., Ljubljana, Slovenia.

Acquired net assets of Eurovek proizvodnja, uvoz-izvoz, d.0.0., Ljubljana, Slovenia, and Termo d.d., Skofja Loka,

Slovenia, and goodwill at 1 February, 2005 are as follows:

in € million

Payments on the purchase price made by the acquisition date 3.0
Costs directly attributable to acguisition 04
Total purchase price 34
Fair value of proportionate acquired net assets -213
Goodwill 4.1




The following assets and liabilities were acquired as a result of the acquisition:

in € million Fair value Carrying amaunt
Property, plant and equipment 317 30.4
Other intangible assets 97 0.2
Financial assets 0.2 0.2
Deferred tax assets 03 0.0
Inventories 46 53
Other current assets [exciuding cash and cash eguivalents) 12.5 13.3
Cash and cash equivalents 11.6 11.6
Compensation of minarities 0.4 04
Financial liabilities -14.7 -14.7
Deferred tax liabilities -3.9 0.0
Personnel provisions -05 0.0
Other provisions 3.7 -3.5
Dther liabilities -22.7 <227
Net assets acquired 3.0 205
in € millian

Purchase price paid in cash in 2005 17.8
Cash and cash equivalents from acquired companies -11.8
Investments in subsidiaries 6.2

In the financial year 2005, around 13.0 percent in Terme d.d., Skofja Loka, Slovenia, was acquired for a purchase
price of € 8.5 million under a public takeover bid.

As of 27 December, 2005, further shares in Termo d.d., Skofja Loka, Slovenia, 1zomat a.s., Nova Bana, Slovakia,
and Termika d.o.o., Novi Marof, Croatia, were acquired indirectly through the additional acquisition of the other
fifty percent Eurovek shares for a purchase price of € 18.5 millign,

Increases in shares after gaining control over the financial and operating policies were directly recognised in
equity.

These acquired companies contributed € 674 million to revenue and € 6.2 million to the profit of the Group for
the period from 1 February, 2005 through 31 Decemher, 2005. If the acquisition had already taken place on

1 January, 2005, the consolidated revenue would have amounted to € 1,203.6 million and the consolidated
profit after income taxes to € 85.3 million.

In the financial year 2005 Heraklith CEE Holding GmbH, Firnitz, Austria, was founded and included in the
consolidated financial statements for the first time as at 31 December, 2005,

In February 2005, Didier-Werke AG, Wiesbaden, Germany, acquired all shares in MARVO Feuerungs- und
Industriebau GmbH domiciled in Kerpen, Germany, which specialises in supplying industrial furnaces with
refractory products. Before the takeover, DidierWerke AG, Wiesbaden, Germany, had already held

33.33 percent of the shares. Together with the complete takeover of MARVO Feuerungs- und Industriebau
GmbH, Kerpen, Germany, its subsidiary MARVO Feuerungs- und Industriebau GmbH in Siersleben, Germany,
was also acquired. Approval by anti-trust authorities was given on 7 March, 2005. In order to simplify matters,
the acquisition date was set at 1 March, 2005.

The two acquired companies contributed € 5.4 million to the revenue and € 0.2 million to the profit of the Group
in the period from 1 March, 2005 through 31 December, 2005. If the acquisition had already taken place on

1 January, 2005, the consolidated revenue would have amounted to € 1,200.8 million and the consolidated
profit after income taxes te € 85.3 million.
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Acquired net assets and goodwill are as follows:

in € million

Payments on the purchase price made by the acquisition date 28
Costs directly attributable to the acquisition 01
Total purchase price 29
Fair value of the acquired net assets 2.7
Goodwill 0.2
in € million

Purchase price paid in cash 1.6
Cash and cash equivalents of acquired companies 0.6
Investments in subsidiaries 10

In the previous year, shares in the fully consclidated subsidiary DidierWerke AG, Wiesbaden, Germany, were
increased by around 0.02 percent. Less than € 0.1 million was spent on this. The acquired goodwill was
capitalised and is tested annually for impairment.

Disposals
By merging with other companies of the consolidated group Radex Vertriebsgesellschaft m.b.H., Radenthein,
Austria, and Refmex, S. de R.L. de C.V.,, Ramos Arizpe, Mexico, were deconsclidated.

In the financial year 2005 Oy Tulenkestavét Tillet AB, Helsinki, Finland, was sold. The cash flow from the
disposal of this subsidiary is immaterial.

Discontinued operations
The following subsidiaries of the insulating division are classified as discontinued operations under IFRS 5:

C&G Verwaltungsgesellschaft mbH, Bad Berka, Germany
Deutsche Heraklith GmbH, Simbach, Germany

Eurovek proizvodnja, uvoz-izvoz, d.o.o., Ljubljana, Slovenia

Global B&C d.o.0., Ljubljana, Stovenia

Heraklith AG, Ferndorf, Austria

Heraklith CEE Helding GmbH, Firnitz, Austria

Heraklith Consulting & Engineering GmbH, Flrnitz, Austria
Heraklith Espafia S.L., Gijon, Spain

Heraklith Hungaria Kft., Zalaergerszeg, Hungary

Heraklith Nederland 8.V, Bussum, Netherlands

Heraklith Polska Sp.z.o.0., Sreda, Poland

Heraklith VerwaltungsgmbH, Simbach, Germany

IDEAL - Baustoffwerk Mathias Reichenberger Gesellschaft m.b.H. & Co. KG, Frankenmarkt, Austria
lzomat a.s., Nova Bana, Slovakia

Nobasit CZ spol. s.r.o., Brno, Czech Republic

Mathias Reichenberger Gesellschaft m.b.H., Frankenmarkt, Austria
Termika d.0.0., Novi Marof, Croatia

Termo d.d., Skofja Loka, Slovenia

Termo HandelsgmbH, Munich, Germany

Thiringer Dammstoffwerke GmbH & Co KG, Bad Berka, Germany




Companies consolidated according to the equity method

Additions

In the reporting year Shandong RHI New Materials Co., Ltd., Zibo City, Shandong Province, People's Republic of
China, was founded and consolidated according to the equity methed. The share in the company amounts to
50 percent.

Disposals

As of 1 January, 2005 Stopinc AG, Hlnenberg, Switzerland, and Magnomin S.A., Athens, Greece, previously
consolidated according to the equity method, are now measured pursuant to IAS 39, since the co-shareholders
no longer supported the preparation of financial statements in accordance with IFRS. The carrying amount of
the shares at 1 January, 2005 was regarded as acquisition costs in the initial measurement in accoerdance with
IAS 39,

Termo d.d., Skofja Loka, Slovenia, was fully consolidated as of February 1, 2005.

Discontinued operations
DCD ldeal spol. s.r.o., Dynin, Czech Republic, is an associate of the discontinued insulating operations. Since
1 October, 2005 it has been accounted for in accordance with the regulations of IFRS 5.

Subsidiaries not included in consolidation

Six subsidiaries were not included in consolidation as they are deemed not to be of material importance in
giving a true and fair view of the Group’s financial position, the results of its operations and its cash flows.
The revenue of the subsidiaries concerned accounts for approx, 0,03 percent of total group revenue.

At the beginning of 2002, the lead companies of 49 former US subsidiaries of the RHI Group (particularly
Harbison-Walker Refractories Co., AP Green !ndustries Inc. and North American Refracteries Co.) filed for
protection and reorganisation under Chapter 11 of the US Bankruptcy Code due to the steps taken by

US Management. As of 31 December, 2001, these companies are no longer deemed subsidiaries of RHI AG,
as RHI AG is no longer able to exercise control over these companies due to the Chapter 11 proceedings.

A comprehensive list of the consolidated group and the shareholdings of RHI AG can be found in Note 41.
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Notes on individual balance sheet items

All disclosures on balance sheet itemns as at 31 December, 2005 and disclosures with regard to the income

statements 2005 and 2004, unless stated ctherwise, relate to continuing operations. The prioryear figures of

the balance sheet aiso inciude the insulating division.

Assets
Non-current assets

The development of non-current assets is broken down into the main individual categories.

The assets of foreign companies at the beginning and end of the year are translated into euros at rates

prevailing on the balance sheet date, changes during the year at average rates. Exchange rate differences

resulting from different translation rates are shown separately.

The reclassification of assets relating to the discontinued insulating cperations to be sofd into current assets

was effected as at 1 QOctober, 2005.

(1) Property, plant and equipment
Property, plant and equipment have changed as follows:

Real estate, Raw Technical QOther ptant  Prepayments Total

land and material  eguipment and office made and

buildings deposits and equipment  plant under

in € million machinery construction
Cost at 31.12.2004 3758 304 725.7 202.8 490 13837
Currency translation 7.7 0.0 13.8 19 1.8 252
Change in censolidated cempanies 206 0.0 124 1.8 55 40.3
Additions 46 03 16.7 7.4 396 68.6
Retirements and disposals 4.1 0.0 -158.1 9.2 -34 -318
Reclassifications 39 0.0 %5 131 -44.2 1.7
Reclassification of discontinued ¢perations -86.2 00 -142.8 245 -85 -262.1
Cost at 31.12.2005 3223 30.7 636.1 193.3 398 11,2222
Accumulated depreciation at 31.12.2004 209.0 212 5179 166.0 0.0 9144
Currency translation 19 0.0 7.0 0.7 0.0 96
Change in consclidated companies 09 00 0.5 0.2 0.0 1.6
Depreciation charge a3 0.3 28.3 101 0e 4.0
Impairment losses 00 0.0 0.0 0.0 03 0.3
Reversal of impairment losses 0.2 00 -0.2 -0.3 0.0 -0.7
Retirements and disposals -2.8 0.0 -14.0 -18 Do -24.7
Reclassifications -0.2 0.0 03 03 0.0 -0.2
Reclassification of discontinued gperations -31.4 0.0 735 -18.2 -0.3 1214
Accumulated depreciation at 31.12.2005 185.5 ns 465.7 152.9 0.0 B25.6
Carrying amounts at 31,12,2005 136.8 9.2 170.4 0.4 398 396.6




Real estate, Raw Technical ~ Other plant  Prepayments Total
land and material equipment and office made and

buildings deposits and equipment  plant under
in € million machinery construction
Cost at 31.12.2003 368.5 30.2 725.2 Z218.1 331 1,3751
Currency translation -1.1 0.1 0.5 01 -18 -3.2
Additions 7.7 a1 9.8 34 438 70.8
Retirements and disposals 3.4 0.0 -333 =203 0.0 -57.0
Reclassifications 4.1 0.0 245 1.5 -32.1 2.0
Cost at 31.12.2004 375.8 304 125.7 202.8 490 1,383.7
Accumulated depreciation at 31.12.2003 202.8 208 517.2 180.5 0.0 921.3
Currency translation 0.0 0.0 0.1 02 0.0 0.3
Depreciation charge 8.3 0.4 28.4 9.0 0.0 46.1
Impairment losses 0.9 0.0 04 02 00 1.5
Retirements and disposals -3.0 0.0 -32.2 -19.9 0.0 -55.1
Reclassifications 0.0 0.0 40 -4.0 0.0 0.0
Accumulated depreciation at 31.12.2004 209.0 21.2 517.9 166.0 0.0 4.1
Carrying amounts at 31.12.2004 166.8 9.2 2018 36.8 490 469.6

In the financial year 2005 impairments of € 0.3 million (2004: € 1.5 million) were made, which were fully taken
into account in cost of sales of the discontinued insulating division.

Impairments were mainly required due to obsolete buildings, plant and machinery, which were writter down 1o
their estimated fair value less cost to sell,

For the refractories division each production plant represents the smallest cash-generating unit, for the
insulating division each product group. In testing for impairment the value in use is referred to and the method
of discounted cash inflows taking into account the terminal value based on & growth rate of 1.5 percent and an
interest rate of 6.4 percent is applied.

The impairments for the financial year are attributable to the insulating division. In ihe previous year, they
related entirely to the refractories division.

Write-ups to property, plant and equipment of € 0.7 miltion {2004: € 0.0 million) are included in the item other
income and result from reversals of impairments, since the respective cash-generating units again generate
suffictent cash.

Assets classified as finance leases are included in property, plant and equipment and amount to € 0.4 million
(31.12.2004: € 2.2 millicn); acguisition costs amount 1o € 0.8 million (31.12.2004: € 5.0 million). These are rmainly
other plant and office equipment.

Rents and leasing expenses for leased property, plant and equipment {operating leasing) in the amount of
€ 13.7 million {2004: € 12.5 million) are included in the income statement.

The market value of assets held to generate rental and leasing incorne or to increase value long-term that are
not used in production or for administrative purposes largely correspond to their carrying amounts. This is

€ 2.5 million (31.12.2004: € 2.6 million) at yearend. Rental income of € 0.2 million (2004: € 0.2 million) was
generated in the reporting period, matched by expenses that remain unchanged at € 0.1 million.

RHI Notes 73




74 RHI Notes

The marketability of real estate amounting to € 21.4 million (31.12,2004: € 28.8 million) is limited by its use as

collateral.

{2) Goodwill

Goodwill developed over the business year as follows:

in € million Goodwill
Caost a1 31.12.2004 7.4
Change in consalidated companies 4.4
Reclassification of discontinued operations -7.9
Cost at 31.12.2005 139
Carrying amounts at 31.12.2005 13.9
in € million Goodwill Negative gocdwill Total
Cost at 31.12.2003 213 0.3 210
Early adoption of IFRS 3 -39 0.3 -3.6
Cost at 31.12.2004 174 0.0 174
Accumulated amortisation at 31.12.2003 39 -0.2 37
Early adoption of IFRS 3 139 0.2 -3.7
Accumulated amortisation at 31.12.2004 0.0 0.0 0.0
Carrying amounts at 31.12.2004 174 0.0 174

Goodwill recognised at 31 Decernber, 2005 is ailocated entirely to refractories.

The carrying amount at 31 December, 2004 contains goodwill amounting to € 3.7 million, attributable to the

insulating division.

{3) Other intangible assets
Other intangible assets developed as follows:

Internally generated Other intangible Total
in € million intangible assets assets
Cost at 31.12.2004 1.7 383 40.0
Currency translation 0.0 1.1 1.1
Change in consalidated companies 0.0 98 98
Additions 46 33 79
Retirements and disposals 0.0 -3 -3.1
Reclassifications 0.0 17 1.7
Reclassification of discontinued operations 0.0 -175 -17.5
Cost at 31.12.2005 6.3 336 39.9
Accumulated amortisation at 31.12.2004 0.3 30.0 303
Currency translation 0.0 0.5 05
Amortisation charge 0.3 28 KR
Retirements and disposals 0.0 -3 -3
Reclassifications 0.0 0.2 0.2
Reclassification of discontinued operations 0.0 -58 -5.6
Accumulated amortisation at 31.12.2005 0.6 2438 254
Carrying amounts at 31.12.2005 5.7 88 145




Internally generated

Dther intangible

Total

in £ million software assets

Cost at 31.12.2003 0.8 387 395
Currency translation 0.0 01 -0
Additions 0.9 17 256
Retirements and disposals 0.0 4.0 -4.0
Reclassifications 0.0 20 20
Cost at 31.12.2004 1.7 38.3 40.0
Accumulated amortisation at 31.12.2003 0.1 315 KAN;]
Amartisation charge 0.2 25 27
Retirements and disposals 0.0 -40 -4.0
Accumulated amortisation at 31.12.2004 0.3 300 303
Carrying amounts at 31.12.2004 1.4 8.3 9.7

Internally generated intangible assets comprise capitalised software and product development costs.

Systematic amortisation of intangible assets in the amount of € 1.1 million (2004: € 1.9 millicn) was recognised

in the income statement through cost of sales; € 0.2 miilion {2004: € 0.1 million} in distribution costs and

€ 1.3 million (2004: € 0.1 million) in administrative expenses.

Expenditure on research and development recorded as an expense in 2005 amounts to € 15.4 million

(2004 € 18.6 million).

{4) Shares in associates
Shares in associates have developed as follows:

in € million 2005 2004
Carrying amount at beginning of year 39.1 31.2
Currency translation 02 0.2
Change in consolidated campanies -17.7 0.0
Share in profit {after tax) 24 5.4
Dividends 31 -3.7
Reclassifications 54 0.0
Reclassification of discontinued operations -1.6 00
Carrying amount at year-end 139 391

The amount recognised in the balance sheet at 31 December, 2005 contains goodwill amounting to € 5.1 million

(31.12.2004: € 5.1 million).

The Group's shares in its associates, none of which are listed on the stock exchange, are as follows:

in € millian Interest held % Assets  Liabilities  Revenues Profit
2005

Dolomite di Montignaso S.p.A., Genua, Italy 28.56 0.1 0.2 0.0 0.0
MAGNIFIN Magnesiaprodukte GmbH & Co KG, St. Jakoh, Austria 50.00 259 145 15.5 48
Shandong RHI New Materials Co., Ltd., Ziba City, Shandong, PR China 50.00 6.4 01 0.0 0.0
Societd Dolomite ltaliana SDI S.p.A., Gardone Val Trompia, Ttaly 50.00 05 0.1 04 0.0
Total 329 149 15.9 a3
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in € million Interest held % Assets  Uiabilities  Revenues Profit
2004
DCE Ideal spel. s.r.o., Dynin, Czech Republic 50.00 1.2 77 12.7 0.3
Dolomite di Montignose S.p.A., Genua, laly 28.56 0.3 0.3 0.0 0.0
MAGNIFIN Magnesiapradukte GmbH & Co KG, St. Jakob, Austria 50.00 179 50 159 6.1
Magnomin S.A., Athens, Greece 49.00 39 1.8 32 0.0
Societa Dolomite taliana SDI S.p.A., Gardone Val Trompia, ltaly 50.00 0.4 01 0.1 0.0
Stapinc AG, Hiinenberg, Switzerland 50.00 148 6.6 247 1.0
Termo d.d., Skofja Loka, Slovenia 4153 705 215 58.7 41
Total 119.0 43.0 115.3 11.5
{5) Financial assets
Financial assets have developed as follows:
Available-for-sale Prepayments Total
shares in shares in other securities en
in € million subsidiaries companies investments
Cost/fair value at 31.12.2004 3.0 30 35.2 0.0 62.2
Change in consalidated companies 0o 0.5 00 -20.0 -205
Additions 0.0 0.1 32 0.0 33
Fair value changes recognised in equity 0.0 0.9 0.0 0.0 03
Reclassifications 0.0 b4 0.0 0.0 54
Reclassification of discontinued cperations -3.0 1.2 -24 0.0 6.6
Cost/fair value at 31.12.2005 0.¢ 17 370 0.0 4.7
Accumulated impairment losses at 31.12.2004 29 18 2.5 0.0 7.2
Impairment losses 00 0.0 0.2 0o 0.2
Reversal of impairment losses 0.0 0.0 -15 0.0 -15
Reclassification of discontinued operations 29 0.0 0.3 0.0 3.2
Accumulated impairment losses at 31.12.2005 0.0 1.8 0.9 0.0 2.7
Carrying amounts at 31.12.2005 6.0 5.9 36.1 0.0 420
Availahte-for-sale Prepayments Total
shares in shares in other securities on
in € million subsidiaries companies investments
Cost/fair value at 31.12.2003 30 2.3 338 0o 33.2
Additions 0.0 0.0 22 20.0 222
Fair value changes recognised in egquity 00 0.7 0.1 0.0 0.8
Cost/fair value at 31.12.2004 3.0 30 36.2 20.0 62.2
Accumulated impairment losses at 31.12.2003 29 18 31 0.0 78
Reversal of impairment losses 0.0 0.0 -0.6 0.0 06
Accumulated impairment losses at 31.12.2004 29 1.8 25 0.0 1.2
Carrying amounts at 31.12.2004 01 12 337 200 55.0

In the previous year a prepayment amounting to € 20.0 million was made on a fifty-percent share in Eurovek
proizvodnja, uvoz-izvoz, d.c.0., Ljubljana, Slovenia, which was taken into account in the initial consalidation of
this company in the reporting year.
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{6} Non-current receivables and current portion of non-current receivables
These balance sheet items are broken down as follows:

in € million 31.12.2005 31.12.2004
Non-current receivahles

- from associates 0.0 29

- from others 23 6.0

23 89

Current portion of non-current receivables

- from agsociates 0.0 2.0

- from others 09 0.4
0.9 24

Total 3.2 3

Other non-current receivables amounting to € 0.4 million (31.12.2004: € 0.4 million} are secured by real estate.

The fair values and carrying amounts of non-current receivables only differ slightly from one anather.

{7) Deferred taxes

Deferred tax assets and deferred tax liabilities are netted when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred tax assets and tax liabilities relate to the
same fiscal authority. The following amounts were netted:

in € miilion 31.12.2005 31.12.2004
Deferrad tax assets 57.0 52.7
Deferred tax liabilities 12.0 16.5
Net position 45.0 36.2

The net position from the Group's deferred taxes developed as follows during the business year:

in € million 2005 2004
Net position at beginning of year 36.2 31.2
Currency translation 0.4 -0.2
Change in consolidated companies -18 0.0
Change to income statement during financial year 9.8 216
Effect of changes in tax rates 00 -16.4
Reclassification of discentinued operations 04 0.0
Net position at year-end 45.0 36.2

The Austrian Federal Parliament passed the 2005 tax reform on & May, 2004. Among other points, this provides
for a decrease in the corporate income tax rate applicable to companies from 34 to 25 percent, effective from
1 January, 2005.

The corresponding adjustment was made at 31 December, 2004. The net deferred tax asset position of the
Austrian companies consequently fell by € 16.8 million.
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Deferred taxes result from the following types of temporary differences and tax loss carryforwards:

Deferred tax assets

Personnel Other Tax loss Other Total
in € million provisions provisions  carryforwards
31.12.2004 327 8.6 386 24 82.3
Currency translation 0.1 0G 0.1 0.3 0.5 I
Change in consolidated companies 01 1.1 00 0.0 00
Change to income statement during financial year -08 0.6 49 0.7 a0
Reclassification of discontinued operations 16 0.0 -36 0.0 52
3.12.2005 305 9.1 40.0 20 816
Deferred tax liahilities

Accelerated 1ax Other Total

in € million depreciation
31.12.2004 .5 8.6 46.1
Currency translation 0.2 -0.1 01
Change in consolidated companies 1.9 0.1 18
Change to income statement during financial year 0.2 -6.0 -5.8
Reclassification of discontinued operations -5.9 03 56
N.a2.2005 339 217 36.6

The RHI Group has tax loss carryforwards amounting to € 840.0 miltion (31.12.2004: € 1,281.8 million) at
31 Decernber, 2008. No deferred taxes were set up for € 6470 million (31.12.2004: € 1,127.3 million}.
The main portion of tax losses can be carried forward indefinitely. € 0.2 million must be used by 2010,

€ 6.4 million by 2011, and € 6.3 million by 2012,

Furthermore, no deferred tax assets were set up for temporary differences amounting to a total of € 0.1 million
(31.12.2004: € 2.3 million},

Taxable temporary differences associated with shares in subsidiaries amounting to € 38.0 million
(31.12.2004: € 158.3 million} and deductible temporary differences amounting to € 42.2 million
i31.12.2004: € 142 9 million) were not recognised, because corresponding profit distributions and sales
of investments are not planned in the foreseeable future.

The temporary differences in connection with associates are not significant.
The current portion of the net deferred tax position amounts to approx. € 4,6 million (31.12,.2004: € 5.9 million).
Current assets

{8) Inventories
The inventories shown in the balance sheet are broken down as follows:

in € million 31.12.200% 31.12.2004
Raw materials and supplies 70.9 736
Unfinished products 0.7 a7
Finished products and goods 1181 1247
Prepayments made 7.6 10.1
Inventaries 2373 250.1




€ 11.3 millien (31.12,2004; € 20.9 million} of the inventories on hand at 31 December, 2005 are shown at the
fair value less cost to selt.

in the reporting year impairments on inventories in the amount of € 5.2 million (2004: € 1.4 million) were
recognised in the income statement, which are contrasted with reversals amounting to € 0.1 million
(2004: € 2.0 million).

All finished products stored currently and in future at the warehouses of Veitsch-Radex GmbH & Co, Vienna,
are subject to disposal restrictions as they are assigned as security. These restrictions affect € 6.6 million
(31.12,2004: € 74 million} at the balance sheet date.

(9) Trade and other current receivables
Trade and other current receivables shown in the balance sheet are broken down as follows:

in € miltion 31.12.2005 31.12.2004
Trade receivables 2412 2419
Receivables from construction contracts 6.7 3.2
Receivables from associates 19 18
Receivables from discontinued opesations 118.4 -
Other current receivables 53.5 53.8
Trade and other receivables ang 300.7

Other current receivables are broken down as follows:

in € million 31.12.2005 31.12.2004
Other taxes 395 254
Receivables employees 08 08
Prepaid expenses 1.0 23
Other 12.2 25.3
Other current receivables 535 538

Distribution costs include € 2.4 million (2004: € 1.3 million) of expenses for bad debts including valuation
allowances as well as income from the reversal of impairments in the amount of € 1.6 million
(2004: € 2.7 million).

Receivables amounting to a nominal value of € 140.2 million in total {31.12.2004: € 151.0 million) are assigned.
There are no significant differences between carrying amounts shown and fair values for trade and other

receivables due to their short terms to maturity.

(10} Cash and cash equivalents
These balance sheet items are broken down as follows:

in € millien 31.12.2005 31.12.2004
Cash on hand 01 0.1
Cheques 1.0 13
Cash at banks 201 293
Cash and cash equivalents N2 30.7
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{11) Discontinued operations

The item assets from discontinued operations is broken down as follows:

in € million 31.12.2005
Non-current assets {excluding deferred taxes) 1709
Deferred tax assets 1.7
Inventaories 251
Other current assets (excluding cash and cash gguivalents) 39.7
Cash and cash equivalents 18.3
Assets classified as held for sale 255.7
The balance sheet item liabilities from discontinued operations is broken down as follows:

in € million 31.12.2005
Liabilities to financial institutions and other financial liabilities 134.6
Deferred tax liabilities 57
Personnel provisions 251
Other provisions 3.0
Other liabilities 535
Liabilities classified as held for sale 2213
The item profit from discontinued operations is broken down as follows:

in € miltion 2005 2004
Revenue 25854 181.5
Special direct distribution costs -23.0 -20.3
Cost of sales -166.5 -121.0
Gross profit 65.9 40.2
Distribution costs -223 -18.8
Administrative expenses -188 -12.1
Other income 55 1.1
Other expenses 4.0 0.3
Operating result 26.2 1041
Financial result -1 32
Result from associates 0.2 16
Profit before income taxes 2049 85
Incoms taxes -6.4 -14
Prafit for the year from discontinued operations 145 11

Non-current assets from the insulating division are no longer depreciated/amortised systematically from the

date when they were classified as discontinued operations, i.e. 1 October, 2005.

No impairment loss arose from the measurement of the discontinued operations in accordance with IFRS 5.

The cash flow statement of the insulating division is broken down as follows:

in € miliien 2005 2004
Cash fiow from operating activities 248 14.0
Cash flow from investing activities -12.3 -26.4
Cash flow from financing activities -5.4 1741
Cash flow from discontinued operations 71 47




Equity and Liabilities
{12} Equity

The share capital of RHI AG amounts to € 189,531,024.32 (31.12.2004: € 159,753,341.14} and consists of
26,080,039 (31.12.2004; 21,982,539) bearer shares,

The company had no treasury stock at the balance sheet date.

The RHt share is a member of the ATX and the Prime Market of Vienna Stock Exchange.

At the extraordinary general meeting of 15 February, 2002, the Board of Management of RHI AG was

authorised to increase capital conditionally by up to € 72,305,836.31 {conditional capital) by issuing up to
9,948,500 bearer shares with voting rights at an issue price of € 727

Within a period of five years of registration of the change in the company's articles, the Board of Management
was authorised at the extraordinary shareholders’ meeting of 15 February, 2002, with the consent of the
Supervisory Board, to increase share capital without requiring the further consent of shareholders and excluding
shareholder rights on one or several occasions up to a maximum amount of € 72,305,836.31 in total (authorised
capital) by the issue of 9,949,500 bearer shares with voting rights at an issue price of € 727

In accordance with the resolution passed at the shareholders’ meeting on 19 May, 2005 the term for the
autharised capital designated for the issue of up to 6,897000 no-par bearer shares with voting rights up to an
amount of capital increase of € 50,122,453.68 was extended until 30 April, 2010.

The capital increase is in the form of a contribution in kind of the claims of convertible bond holders.

The part convertible bonds of tranche B in the number listed below were converted at a rounded rate of € 7.27
on the basis of the approval for a capital increase granted on 15 February, 2002, the Board of Management
resolutions listed below and with the Supervisory Board's consent.

Board of Management
Resalution of

Consent of Number of part
Supervisary Board of convertihle bonds

MNumber of shares

14 March, 2005 16 March, 2005 1680 990,000
15 June, 2005 20 June, 2005 1 50,500
12 September, 2005 20 September, 2005 H28 2,804,000
14 December, 2005 15 December, 2005 26 143,000
745 4,097,500

Unused authorised capital:
Number of shares £
31.12.2004 1,887,000 57.312,064.26
Conversion in March -490.000 -7,194,610.58
Conversion in June -80,560 -439,670.44
Conversion in September -2,904,000 -21,104,181.12
Conversion in December -143,000 -1,039,221.04
31.12.2005 3,789,500 27.539,381.08
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Number of shares £

31.12.2003 9,817,500 71,346,554.90
Conversion in March -11,000 -79,940.12
Conversion in June -99,000 -719,461.06
Conversion in Septembar -1,699,500 -12,350,748.17
Conversion in December -121,000 -879,341.29
31.12.2004 1,887,000 57,317,064.26

The developrment of the Group's reserves is shown in the following table:

Additional Fairvalue  Remeasure- Currency  Accumulated Total
paid-in reserves  ment reserve translation results
in € million capital Teseves
31.12.2004 313 7 0.0 -46.1 -501.4 -506.5
Currency translation
- Subsidiaries 239 239
- Associates 0.2 0.2
Valuation gains recognised directly in equity 09 £9
Other changes 74 -14.0 -6.6
Deferred taxes on changes in values
directly recognised in equity -1.9 -19
Income/expense recognised
directly in equity 0.0 0.9 55 241 -14.0 16.5
Profit 2005 98.1 98.1
Total recognised income for 2005 0.0 0.9 55 241 84.1 114.6
Effects of
convertible bonds 08 -1.4 -0.6
31.12.2005 381 46 55 -22.0 -418.7 -392.5
Additienal Fair value Currency  Accumulated Toal
paid-in reserves translation results
in € million capital reserves
31.12.2003 370 29 -45.9 -596.0 -602.0
Change in methods of accounting 0.1 0.1
31.12.2003 adjusted 370 29 -45.9 5959 -601.9
Currency translation
- Subsidiaries -0.4 -0.4
- Associates 02 0.2
Valuation gains recognised directly in equity 0.8 08
Other changes 0.3 03
Income/expense recognised
diractly in equity 0.0 0.8 -0.2 0.3 0.9
Profit 2004 95.0 85.0
Total recognised income for 2004 0.0 0.8 -0.2 953 95.9
Effects of canvertible bonds 03 -0.8 05
31.12.2004 313 37 -46.1 -501.4 -506.5
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Additional paid-in capital consists of premiums from the issue of shares and convertible bonds by RHI AG and
cannot be distributed due to statutory provisions. The reserve for convertible bonds amounts to € 11.3 million at
31 December, 2005 (31.12.2004: € 10.5 million).

Changes in the fair values of available-forsale securities and investments in subsidiaries and other companies
are recorded in fair value reserves.

In the financial year 2005, equity effects from the remeasurement of assets upon acquisitions of companies in
accordance with IFRS 3 were taken into account for the first time. If a company is acquired in several tranches,
a complete remeasurement of the company is required at the time the cantrol over the company is obiained. All
assets and liabilities of the company have to be measured at their respective fair values. An adjustment of the
carrying amount to the fair value has to be made for that part of the assets which is already owned by the
acquiring company and whose newly determined fair value is higher than the carrying amaunt shown in the
balance sheet. The corresponding adiustment in value is recognised in equity through a separate equity item
(remeasurement reserve). The remeasurement reserve recognised in equity in the amount of € 5.5 million
results exclusively from the takeover of further shares in Termo d.d., Skofja Loka, Stovenia.

Accumulated foreign currency translation differences from investments in foreign group companies are shown
in the currency translation reserves.

The item accumulated results contains the past results of the companies included in the consolidated financial
statements that have not been distributed.

Up to now, for the discontinued operations of the insulating division income and expenses totalling € 0.4 million
(31.12.2004: € 0.3 million) were recognised directly in equity.

As part of the capital restructuring in 2001, it was decided that, in the case of a dividend payout during the
entire term of the subordinated liabilities to financial institutions, an amount three times the sum of the dividend
payout of the subordinated liabilities to financial institutions would have to be reconverted into financial liabilities
and repaid. Furthermore, interest amounting to the 3-month EURIBOR plus 200 basis points p.a. has to be paid
for each year in which a dividend is distributed,

Distributable profits and dividends relate to the accumulated profit of RHI AG, computed in accordance with
Austrian commercial law.

Minority shares mainly relate to minority interests in the aquity of Didier-Werke AG Group, Wiesbaden,
Germany, Dolomite Franchi S.p.A., Brescia, Italy, FC Technik AG, Wintherthur, Switzarland, and

RHI Refractories Liaoning Co. Lid, Bayuquan, Pecple’s Republic of China. Minority shares in Termo d.d.,
Skofja Loka, Slovenia, and its subsidiaries are also recognised under this balance sheet item, which are
attributable to the discontinued operations.

(13} Subordinated iiabilities to financial institutions
As of 31 December, 2001, € 400.0 million of liabilities payable to financial institutions were subordinated until
the end of 2008. The financial institutions have no rights to interest and repayment over this period.

The fair value of subordinated liabilities payable to financial institutions is € 21.0 million
(31.12.2004: € 27.0 million) below its carrying amount. The interest rate used in calculating fair value is
5.53 percent (31.12.2004: 3.56 percent).

RHI Notes 83




84 RHI Notes

(14) Subordinated convertible bond

The conditional capital increase is used for the subordinated convertible tranche A bond with a total nominal
value of € 72,360,000, divided intg 1,809 part convertible bends, each with a nominal value of € 40,000,
maturing on 31 December, 2009, convertible for the first time from 1 January, 2007 at a ratio of 1 : 5,500

RHI AG shares, interest payable at 6 percent p.a., depending on results. Tranche A was fully subscribed by banks.

Authorised capital is used to service the subordinated convertible bond tranche B. Tranche B with a total
nominal value of € 72,360,000, split intc 1,809 part convertible bonds, each with a nominal value of € 40,000,
maturing on 31 December, 2009, convertible for the first time frem 1 January, 2003 until 31 December, 2009 at
a ratio of 1 : 5,500 RH| AG shares, interest payable at 6 percent p.a., depending on results, was offered for
subscription from 8 April, to 30 April, 2002.

Parts of tranche B were placed privately as tranche C in August 2002 at unchanged convertible bond conditions.
At 31 December, 2002, 1,064 parts of tranche B and 537 parts of tranche C had been subscribed. Tranches B
and C merged again on 30 June, 2003.

On 31 December, 2005, 2,498 part convertible bonds (31.12.2004: 3,173} had been issued, zero parts of
tranche B had not been subscribad at 31 December, 2005 (31.12.2004: 70).The 70 parts from the previous year

were reserved for an opticn plan for the Board of Management and the Group's senior management,

The following table shows the bond's development:

in € milfion Units Nominal Discount Total
31.12.2004 3173 121.0 -6.1 1209
Conversion -145 -29.8 0.0 -29.8
Issue 70 2.8 03 33
Interest

- through income statement 0.9 09

- through equity 14 14
31.12.2005 2,498 100.0 -3.5 96.5
in € millign Units Nominal Discount otal
31.12.2003 3454 138.2 -8.2 1300
Conversion -351 -14.0 0.0 -14.0
Issue 70 28 0.2 3.0
Interest

- through income statement 1.1 11

- through equity K] 08
31.12.2004 3173 127.0 -6.1 1209

The following interest expenses are deferred for convertible bonds at the balance sheet date under other
current liabilities:

in € million 2005 2004
Balance at beginning of year 1.7 8.6
Interest expense 5.0 78
Interest paid -8 -86
Balance at year-end 5.9 1.7




{15) Financial liabilities

Financial liabilities contain all other non-current and current interest obligations of the RHI Group existing at the

balance sheet date.

31.12.2005 31.12.2004

Carrying Fair value Carrying Fair value
in € million amaunt amount
Liabilities to financial institutions 193.2 191.2 2420 7397
Liabilities frem finance leases 0.0 0.0 0.3 0.3
Other loans 47 4.7 4.0 4.0
Other non-current financial liabilities 197.9 1959 286.3 244.0
Liabilities to financial institutions 58.7 58.7 4.z 412
Liabilitigs from finance leases 0.1 0.1 0.0 0.0
QOther loans 08 0.9 2.8 28
Current financial liabilities 59.7 59.7 44.0 44.0
Financial liabilities 252.6 255.6 290.3 288.0

Non-current liabilities to financial institutions include liabilities in the amount of € 0.7 million with a remaining

maturity of more than five years.

Interest commitments and conditions of non-current and current financial liabilities to financial institutions are

listed below:
in € million
31.12.2005 3.12.2004
Interest  Weighted average Currency Financial Interest  Weighted average  Currency Financial
terms fixed interest rate liabilities®  terms fixed interest rate liabilities?
until™ until ™

2006 EURIBGOR + 50 BP» FUR 197.4 2005  EURIBOR + 50 BPY EUR 2157
EURIBOR + margin EUR 208 EURIBOR + margin EUR 14.5
LIBOR + 50 BP ush 18.0 LIBOR + 50 BP usb 94
Interbank rate + margin CLP 0.z LIBOR + 150 BP usp 8.1
2007 3.90% EUR 1.9 Prime rate cAD 0.5

4.00% EUR 0.7 Interbank rate +
2008 5.30% EUR 0.5 margin CLP i1
2009 347% EUR 48 4.49% EUR 2.0
4.75% EUR 02 7.55% EUR 1749
2010 1.74% EUR 4.0 2007 3.90% EUR 32
2011 1.17% EUR 34 4.00% EUR 0.7
2009 3.47% EUR 6.1
2010 1.68% EUR 40
%19 28312

1} In some cases, the terms to maturity of the contracts are substantially longer than the period during which interest terms are fixed.

2} Financial fiabilities not inciuding finance leases and other loans
3) BP = Basis points

Liabilities to financial institutions comprise export financing {including financing of company acquisitions) which

remained unchanged at € 109.3 million,

€ 222.9 million (31.12.2004: € 259.0 million) of the financial liabilities shown in the balance sheet are secured by

real estate liens and other collateral.

RHI Notes 85




86 RHI Notes

Other cellateral pledged consists of:

Pledging of all shares and investments held in DidierWerke AG, Wieshaden, Gesmany;

Veitsch-Radex GmbH, Vienna; Veitsch-Radex GmbH & Co, Vienna; Veitsch-Radex Vertriebsgesellschaft mbH,
Vienna; Radex Vertriebsgesellschaft mbH (formeriy: RHI Non Ferrous Metals Engineering GmbH), Leoben;
Veitsch-Radex Immobilien GmbH, Vienna; Heraklith AG, Ferndorf; VRD Americas B.V., Arnhermn, Netherlands:
Refrattari Italiana S.p.A., Genoa, ltaly; Lokalbahn Mixnitz-St.Erhard AG, Vienna, and RH] Finance A/S, Hellerup,
Denmark;

Pledging of alt brand and patent rights of Veitsch-Radex GmbH & Co, Vienna, and RHI AG, Vienna;
Assignment as security of all goods held currently and in future in the warehouses of

Veitsch-Radex GmbH & Co, Vienna; and assignment of receivables,

At 31 December, 2005, the RHI Group had a total of € 3678 million {31.12.2004; € 3672 million} available in
credit lines.

(18} Personnel provisions
The following non-current provisions are recorded under personnel provisions:

in € million 31.12.2005 31.12.2004
Pensions 221.4 24049
Termination benefits 40.0 459
Other personne! provisions 204 25.2
Personnel provisions 281.8 5.0

Provisions for pensions
Provisions for pensions, derived from the scope of the obligation and taking fair values of external plan assets
into consideration, are broken down as follows:

in € million 31.12.2005 31.12.2004
Present value of unfunded pension obligations 2400 2257
Present value of wholly or partly funded pension obligations 712 65.7
Fair value of plan assets -57.8 -51.9
Unrecognised actuarial (losses)/gains -38.1 1.4
Provisions for pensions N4 2409

The pension cost recognised in the income statement arising from the change in provisions for pensions in
comparison 1o the previous year is broken down as follows in 2005:

in € million 2005 2004
Current service cost 2.4 2.0
Intarest cost 13.6 136
Expected return on plan assets -1.1 0.5
Net actuarial losses 0.4 0.0
Pension cost 15.3 15.1

The individual components of pension cost are shown in staff costs, with the exception of the interest portion
of the transfer 1o the provision, which is shown in the financial result.

Expected income from external plan assets mainly corresponds to actual income.




The following table shows the development of the net liahility for the reporting pericd and the previous year:

in € million 2005 2004
Provisions for pensions at beginning of year 2409 249.1
Currency translation 03 -0.1
Change in consolidaled companies 07 0.0
Pensign cost 16.0 15.9
Direct pension payments -20.0 -19.6
Contributions to/from external funds -4.0 -4.4
Reclassification of discontinued cperations -12.5 0.0
Provisions for pensions at year-end 214 2409

The amount of the pension cbligation is calculated using actuarial methods and is based on the following
assumptions, partly depending on the economic situation of the respective countries:

31.12.2005 31.12.2004

Interest rate 40%-88% 50%-60%

Expected yield on plan assets 30%-90% 40% or7.0%

Salary increase 20%-55% 15%-30%

Pension increase 20%-55% 20%-50%

Discounts for employee turnover 50% 22%

Retirement age 54 —B5 years 54 — 65 years
Martality tables

- Austria Av0-P 1999, Ang AVO-P 1999, Ang

- Germany Heubeck 2005 G Heubeck 1958

- United Kingdom PA9Z(basel-3/-1 FA92(basel-3/-1

Provisions for termination benefits
The amounts for provisions shown in the balance shest at 31 December, 2005 and 31 December, 2004 are
derived from the respective scope of the obligation as follows:

in € million 31.12.2005 31.12.2004
Present value of unfunded termination henefit ohligations 46.8 51.8
Unrecognised actuarial losses -6.8 -29
Provisions for termination benefits 40.0 48.9

The termination benefit cost shown in the income staternent for 2005 and 2004 is broken down as follows. All
expense components are recognised in staff costs, with the exception of the interest portion which is included
in the financial result:

in € miliion 2005 2004
Current service cost 21 2.8
Interest cost 22 2.0
Met actuarial losses/(gains} 01 0.1
Termination benefit cost 4.4 47
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The following table shows the development of the net liability recognised in the balance sheet at yearend 2005

and 2004:
in € million 2005 2004
Provisions for termination benefits at beginning of year 48.9 46.2
Currency translation t.3 0.0
Change in consolidated companies 0.4 00
Termination benefit cost 49 5.7
Termination benefit payments -4.5 -3.9
Reclassifications 00 0.8
Reclassification of discantinued operations -10.0 0.0
Provisions for termination benefits at year-end 40.0 489
The values recoegnised in provisions for termination benefits are calculated using the same methods as for
provisians for pensions, the calculation is based on the following partly country-specific actuarial assumptions:
31.12.2005 31.12.2004

Interest rate 425%-86% 40%-85%
Salary increase 35%-74% 15%-85%
Discounts for employee turncver 0.1%-146% 20%-100%
Retirement age 54 — 65 years 54 - 65 years
Mortality tables / Austria AVQ-P 1999, Ang Av(-P 1999, Ang
Other personnel provisions
Other personnel provisions developed as follows in the reporting period:

Anniversary Lump-sum Payments to Total
1n € million tonuses seltlements semi-retirees
31.12.2004 19.5 0.6 51 252
Change in consolidated companies [13) 0.0 0.0 02
Use 02 -0.5 -14 2.1
Reversal -29 00 0.0 -2.9
Addition 18 0.4 27 4.9
Reclassifications 0.0 0.1 0.1 0.0
Reclassification of discontinued operations -2.0 6.0 -29 -4.9
31.12.2005 16.4 0.4 36 204




{17) Other provisions

Nen-current provisions recognised in the balance sheet were set up for the demolition and disposal of buildings
and plant no longer required, in keeping with legal cbligations. The non-current provisions recorded in the
balance sheet are recognised at the expected unchanged amount payable of approx. € 2.5 miliion, as the
interest effect of discounting is deemed immaterial.

The development of current provisions is shown in the following table:

Demolition,  Warranties  Guarantees Compensation Legal Total
disposal cost and given claims disputes

anvironmental

in € million damage
31.12.2004 6.7 15.5 19.6 240 0.2 66.0
Currency translation 0.0 0.2 0.0 0.0 6.0 0.2
Change in consolidated companies 0.0 0.6 0.0 0.0 33 39
Use -0.3 -26 0.0 0.7 0.0 -36
Reversal -0 -0.4 g0 0.0 0.0 -5
Addition 0.3 5.4 3.1 28 0.0 116
Reclassification of discontinued operations 0. -16 0.0 0.0 -3.4 -6.1
31.12.2005 65 121 221 261 0.1 125

Demolition and disposal costs, environmental damage

Current provisions for demolition and disposal costs shown in the balance sheet amount to around € 3.4 million
(31.12.2004: € 3.4 million). € 3.1 million {31.12.2004; € 3.3 million) of claims from environmental damage are
expected due to contractual and legal obligations.

Warranties
Provisions for warranties contain provisions resulting from claims on warranties and other similar obligations.

Guarantees given
This item shows obligations from sureties and guarantees given to banks and insurance companies in Austria
and abroad.

Compensation claims
This item contains provisions for possible claims relating to contractual or constructive cbligations from
compensation claims and similar payments.

Legal disputes

Provisions were set up for expected costs relating 1o cngoing or probable legal disputes, court or arhitration
proceedings. The amounts set up as provisions were computed on the basis of information provided by and
cost estimates made by the Group's lawyers and cover all estimated legal casts, fees and possible settiements.

{18} Trade and other current payables

Other non-current liabilities amounting to € 23.6 million (31.12.2004: € 44.5 million) mainly consist of a covered
foreign exchange hedging transaction amounting to € 20.7 million {31.12.2004: € 35.1 miltion}. The current
portion of this non-current liability amounting to € 15.9 million (31.12.2004: € 11.2 million} is shown under other
current liabilities. The foreign exchange transaction comprised three US dollar swap transactions, covered by
forward contracts of the same amount in 2003. The liability is compounded and the interest charged to the
income statement.
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Furthermore, subsidies granted by third parties amounting to € 3.5 million (31.12.2004: € 7.2 millicn} are shown
under other non-current liabilities, and mainly relate to investment promotion. The current porticn of subsidies
recorded under liabilities amounting to € 0.4 million {31.12.2004: € 0.7 million) is part of other current liabilities.
Investment subsidies are reversed with an effect on revenue over the useful life of the plant and equipment
concerned in accordance with I1AS 20. Evidence that the gualifying conditions have been met - i.e. achievement
of certain capital expenditure targets or creation and retention of jobs - has been given to the providers of

subsidies.

Trade and other current payables shown in the balance sheet consist of the following:

in € million 31.12.2006 31.12.2004
Trade payables 1473 167.0
Prepayments received an arders 8.1 10.8
Accounts payable to associates 0.7 1.5
Accounts payable to discontinued operations 0.7 -
Qther current payables 115.2 105.4
Trade and other payables Zns 284.7
Other current payables are broken down as follows:

in € million 31.12.2005 31.12.2004
Other taxes 229 12.1
Liabilities employees and board members 389 396
Deferred charges 0.2 0.8
Other 53.2 52.9
Other current payables 115.2 105.4

The carrying amount of trade and other payables largely corresponds to the fair value.

{19) Contingent liabilities

No provisions are set up for the following contingent liabilities recognised at nominal values, because the

occurrence of the nisk is not deemed likely:

in € million 31.12.2009 J1.12.2004
Liabilities from sureties 14.3 45
Liabilities from guarantees 15.0 1.8
Other contingent liabilities G.0 5.7
Coatingent liabilities 333 220

Contingent liabilities recognised at 31 December, 2005 include obligations amounting to € 13.4 million which
weare assumed by companies of the refractories division for the insulating division. Prioryear figures have not

been adjusted in accordance with IFRS 5.

Associates do not account for any contingent liabilities (31.12.2004: € 1.7 million). No obligaticns were assumed

for non-censolidated companies.

The centingent liabilities of the discontinued insulating division amount to € 1.6 million at 31 December, 2005.
These include obligations amounting tc € 0.5 million, which were assumed for companies of the continuing

operations.




{20} Other financial obligations
Other financial obligations consist of the following:

Total Rematning term
in € million 31.12.2005 up to 1 year 1 to 5 years over b years
Obligations from rental and leasing contracts 2686 7.2 18.0 1.4
Capital commitments 237 237 0.0 0.0
Sundry financial cbligations 11 5.4 5.7 0.0
Other financial obligations 61.4 36.3 237 1.4
Total Remaining term
in € million 31.12.2004 up ta 1 year 110 5 years over 5 years
Obligations from rental and leasing contracts 335 8.3 227 25
Capital commitments 191 19.1 0.0 0.0
Sundry financial obligations 8.0 25 55 0o
Other financial obligations 60.6 29.9 28.2 25

Rental and leasing obligations mainly include obligations from rental contracts for office space and leasing
agreements for office equipment and furniture.

Sundry financiat obligations primarily result from possible commission obligations due to contracts that cannot
be terminated.

No other financial obligations were entered into with the insulating division. Prioryear figures have not been
adjusted in accordance with IFRS 5,

At 31 December, 2005, other financial obligations to associates did not exist {31.12.2004: € 74 million}.

Other financial obligations of the insulating division amount to € 4.1 million at the balance sheet date,
€ 0.2 million of which are due to the refractories division.
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Notes on individual items in the income statement

Unless stated otherwise, all disclosures on the income statement relate to continuing operations.

{21) Revenue
Revenue is broken down as follows:

in € million 2005 2004
Revenue {not including construction contracts) 1,194.0 11149
Revenue from construction contracts 54 49
Revenue 1,199.4 11193

(22) Special direct distribution costs
The breakdown of special direct distribution costs is presented in the following table:

in € million 2005 2004
Freights 66.3 58.5
Licences 3.0 3.1
Commissions 289 243
Qther 0.0 0.1
Special direct distribution costs 98.2 86.0

{23} Cost of sales
The costs incurred to generate revenue include material and processing costs.

{24) Distribution costs
Distribution costs include staff costs related to distribution, depreciation/famortisation and other operating
expenses in connection with a distribution service or unit.

{25) Administrative expenses
The item administrative expenses mainly includes expenses for research and development as well as staff
costs related to administration.

(26) Other income
Qther income includes:

in € miltien 2005 ‘ 2004
Gains from the disposal of property, plant and equipmant and intangible assets 19 29
Income from the reversal of impairment losses on property, plant and equipment 07 0.0
Fareign exchange gains 24 0.0
Other 26.2 7254
Other income n.z2 28.3

Foreign exchange gains contain netted profits and losses resulting from exchange rate fluctuations between the
time of oceurrence (monthly average rate) and the time of payment {spot rate), and from the exchange rate
effects of measurement at the prevailing rate on the balance sheet date. If the balance is negative, the
exchange losses are presented in other expenses.




In December 2005, Honeywell International Inc. paid € 16.9 million to RHI, after North Amaerican
Refractories Co., which is still subject to Chapter 11 proceedings and which was deconsolidated by RHI at

the end of 2001, had filed a reorganisation plan with the coust in Pittsburgh. This payment is recognised under

other income.

In the previous year, other expenses included compensation payments amounting to around € 8.0 million made

upon the completion of the Chapter 11 proceedings of DIl Industries, LLC, Houston, USA (former owner of
Harbison Walker Refractories Co.).

(27) Other expenses
Other expenses include:

in € mitlion 2005 2004
Losses from the disposal of property, plant and equipment and intangible assets 1.4 18
Fareign exchange losses 0.0 49
Other 24 1.0
Other expenses 38 17

Foreign exchange losses contain netted profits and losses from changes in exchange rates between the rate on
initial recognition {monthly average rate) and at the time of payment {spot rate), and exchange rate effects from
measurement at the balance sheet date. If the balance is positive, these foreign exchange gains are presented

under other income.

(28) Expense categories
Expense categories include the following:

in € mitlion 2005 2004
Cost of material and other production services 585.0 5036
Staff costs 2905 2772
Dapreciation of property, plant and equipment and amortisation
of other intangible assets 40.9 4.2
(29) Staff costs
Staff costs are broken down as follows:
in € millign 2005 2004
Wages and salaries 2184 208.0
Termination benefits
- Defined benefit plans 22 27
- Defined contribution plans 04 0.1
- Voluntary payments 08 07
Pensions
- Defined benefit plans 17 15
- Defined cantribution plans 1.7 15
Fringe henefits 65.2 62.7
Staff costs 2905 2112
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{30) Financial result
The financial result includes the interest result and the other financial result,

in € millian 2005 2004
Interest result -26.8 323
Other financial result 15 a5
Financial result -25.3 -31.8

The interest result is computed as follows:

in € million 2005 2004
Gains from securities and non-current receivables 16 12
Other interest and similar income 8.5 32
Inserest and similar expenses -349 367
Interest result -26.8 -323

Interest and similar expenses include the interest portion of the transfer 1o personnel provisions totalling
€ 15.8 million {2004: € 15.6 millien}. As in the previous year, no interest expense was incurred from
compounding non-current provisions.

The other financial result is broken down as foliows:

in € million 2005 2004
Income from investments 05 01
Lossas fram investments -0 0.2
Gains from the disposal of and writeup to financial assets and current securities 15 0.6
Writedowns on financial assets and current securities 04 0.0
Other financial result 15 0.5

(31) Income taxes
Income taxes comprise the taxes on income paid or owed by the individual companies, and deferred taxes.

The breakdown is as follows:

in € million 2005 2004

Current tax expense 19.4 10.8
Deferred tax [income)/expense relating to the arigination and reversal of

- temporary differences -4.9 -11.3

- tax loss carryforwards -4.9 9.4

-9.8 -59

Income taxes 96 49




The income tax expense for 2005 amounting to € 9.6 million is € 14.1 million lower than the arithmetic tax
expense of € 23.7 million resulting from the application of a corporate income tax rate of 25 percent on the
Group’s pre-tax result.

The reasons for the difference between the arithmetic and the recognised tax expense for the Group are as

follows:
in € million 2005 2004
Profit before income taxes 949 97.5
Arithmetic tax expense 23.7 132
Different foreign tax rates 45 1.0
Expenses not deductible for tax purposes 2.8 5.1
Income not subject to tax -2.4 -12.0
Reduction in actual income tax expense due to utilisation

of previously unrecognised tax losses and temporary differences -27.8 -26.9
Reduction in deferred income tax expense due to utilisation

of previously unrecognised tax losses and temporary differences 4.1 -121
Deterred tax expense due to changes in tax rates or

to the imposition of new taxes 0.0 15.6
Current income tax relating to prior periods a3 -3.5
Other 9.8 4.5
Recognised tax expense 9.6 49
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Notes on the cash flow statement

Unless stated otherwise, the disclosures on the cash flow statement relate to continuing operations.
The cash flow statement, which is derived from the consolidated financial statements of RHI AG using the
indirect method, includes cash inflows and outflows from operating activities, investing activities and from

financing activities.

The cash flow statement cannot be derived directly from changes in balance sheet items, as the effects of
changes in the consolidated group are non-cash items.

Furthermore, the cash flow statement of the continuing operations and of the discontinued operations are
presented separately, with intragroup transactions not being consolidated.

The changes in balance sheet items of companies reporting in foreign currencies are translated at average
exchange rates.

(32} Cash flow from operating activities

Cash flow from operating activities shows the inflow of cash and cash equivalents, based on profit after taxes,
adjusted for non-cash expenses and income (mainly depreciation and amortisation), and for results attributable

to cash flow from investing or financing activities, and to tax receipts and payments after the change in funds
tied up in working capital.

in € million 2005 2004
Profit after income taxes 853 92.6
Adjustments for
Income taxes 96 49
Depreciation, amortisation and impairment
losses on non-current assets 412 41.2
Writeups to non-current assets 22 -0.6
Proceeds from sale of non-curzent assets -05 0.2
Interest result 26.8 324
Dividend income -0.5 0.1
Result from associates 2.4 -3.8
Other -2.6 11
Change in working capital
Inventorigs 13 -26.6
Trade receivables -10.7 -225
Trade payables -4.0 364
QOther receivables and assets 18 4.7
Pravisions 219 -256
Other liabilities 4.0 -26.9
Cash flow trom operating activities 115.5 98.1
Income taxes paid 72 -4.6
Net cash from operating activities 108.3 935
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{33) Cash flow from investing activities
Cash flow from investing activities shows inflows and outflows relating to disposals of and additions to
non-current assets.

Cash effects relating to the acquisition and sale of shares in fully consolidated subsidiaries (net change in cash
and cash equivalents from initial consolidation and deconsolidation) are shown separately.

Interest and dividend payments are attributed to the cash flow from investing activities,

{34) Cash flow from financing activities

Cash flow from financing activities includes outflows in the form of dividend payments, the change in the
cenvertible bond due to issue, the change in liabilities to financial institutions and changes in other financial
receivables and financial liabilities.

The conversion of convertible bonds in the amount of € 29.7 million {2004: € 14.1 million} is not presented
separately in the cash flow statement, as this is a non-cash transaction.

Interest payments are attributed to the cash flow from financing activities, with the interest component for
social capital attributable as a non-cash item to the change in personnel provisions.
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Other disclosures

{35) Segment reporting

Primary segmentation by division in 2005

The RHI Group is engaged in the refractories and the insulating segments. The remaining activities of its former
waterproofing division in 2004 and 2005 and overhead and consolidation effects are presented under
elimination/other.

Refractories Elimination/ Continuing Discontinued
in € million Other aperations operations
External revenue 1,185 14.3 1.199.4 255.4
Dperating result 117.8 00 111.8 26.2
Financial result -253 5.1
Result from associates 24 24 -0.2
Profit before income taxes 94.9 209
Income taxes -3.6 -6.4
Profit from continuing operations 85.3
Prafit from discaontinued operations 145
Profit attributable ta

equity helders of RH! AG 838 14.3
minority interest 15 0.2

Refractories Elimination/ Continuing Discontinued
in € million Other operations operatiens
nvestments in associates 139 13.9 14
Other assets 959.9 1243 1,083.2 2304
Unattributed assets 130.4 239
Total assets 12285 255.7
Daht 821.5 28 824.4 213.6
Unattributed debts 619.0 83
Total debt 14434 2219
Investments 65.5 0.7 66.2 15.9
Depreciation and amortisation 40.8 01 409 9.2
Impairment 0.0 03
Employees {average) 6,225 142 6,367 2,236
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Primary segmentation by division in 2004

Refractories Elimination/ Continuing Discontinued
in € million Other operations operations
External revenue 1,102.6 17.2 1,198 1815
Operating result 123.2 2.3 125.5 10.1
Financial resuht -8 -2
Result fram assaciates 38 38 16
Profit before income taxes 975 85
Incame taxes -4.9 -1.4
Profit from continuing operations 926
Profit from discontinued operations 71
Profit attributable to

equity holders of RHI AG 90.9 41

minority interest 1.7 3.0

Refractories Insulating Elimination/ RHi Group Discontinued

in € million Other operations
Investments in associates 16.0 23.1 391
Other assets 9397 163.5 -55.9 1,041.3
Unattributed assets 167.6
Total assets 1.254.0
Debt 8148 1499 -56.0 908.7
Unzttributed debts 655.8
Total debt 1,564.5
Investments 86.0 7.3 0.1 73.4
Prepayments on investments 20.0 20,0

Depreciation and amortisation 396 0.1 39.7 9.1
Impairment 15 1.5

Employees laverage) 5,936 158 6,094 1.7113
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Secondary segmentation by region in 2005
Secondary segment reporting is based on geographical regions. Revenues are segmented by customer locaticn
and asset-related figures by the companies’ own locations.

01.01. - 31.12.2005 31.12.2005
Revenue Investments Assets

Continuing Discentinued Continuing Discontinued Continuing Discontinued
in € million operations operations operations operations aperations operations
Austria 65.4 40.4 22.1 6.6 A216 52.5
Rest of the EU 435.0 161.7 19.8 B4 2512 i41.2
Other Europe 113.2 50.9 1.0 09 298 15.9
Nerth and South America 315.5 0.0 7.7 00 196.2 0.0
Asia-Pacific, Africa 270.3 24 15.6 0.0 1095 0.0
Consolidaticn 0.0 0.0 0.0 0.0 2202 46.1
Total 1,194 255.4 66.2 15.9 1,228.5 255.7
Secondary segmentation by region in 2004

01.0%. - 31.12.2004 31.12.2004
Revenue Investments Assets
Continuing Discontinued

in € million aperaticns operations
Austria 6.7 372 77 451 6
Rest of the EU 428.0 m.z 22.2 3375
(Other Europe 936 3.3 0.8 44.1
North and South America 261.7 0.0 26 156.5
Asia-Pacific, Africa 269.8 18 761 81.2
Consalidation 0.0 0.0 0.0 183.1
Total 1,119.8 181.5 73.4 1,254.0

(36} Earmings per share for continuing operations
Earnings per share are calculated under IAS 33 by dividing the profit attributable to equity holders of RH! AG by

the weighted number of shares issued.

2005 2004
Profit attributable to equity holders of RHI AG {in £ millien) B3.8 9049
Weighted average number of shares 23,490,895 20,537,271
Undiluted earnings per share (in €) 3.57 443

2005 2004
Profit attributable to equity holders of RHI AG (in € million) 83.8 90.9
Plus interest expense of convertible bonds 7.0 89
Less current taxes -1.8 -3.0
Adjusted result for the period 89.¢ 96.8
Weighted average number of shares 23,490,895 20,537,271
Potential number of shares from convertible bonds 16,029,095 18,608,544
Number of diluted shares 39,519,990 39,145,815
Diluted earnings per share (in €) 2.25 2.47




(37) Derivative financial instruments

Derivates in orders or embedded in trade receivables in third currencies are presented as a separate asset item
amounting to approx. € 0.1 million (31.12.2004: € 0.0 million) and a separate liability item amaounting to approx.
€ 0.7 million {31.12.2004:; € 0.8 million) at the balance sheet date.

The effect on the income statement is € 0.2 million {(2004: € -0.3 million),

(38) Notes on related party transactions

Related companies

The volume of services rendered to or provided by, and the outstanding receivables from and payables to the
related parties are broken down as follows:

Volume of Receivables
services rendered
in € million 2005 2004 31.12.2005 31.12.2004
Associates
Non-current and current pertion of nen-current receivables
DCD |dea! spol. s.r.o., Oynin, Czech Republic - 01 - i8
Termo d.d., Skofja Loka, Slovenia - 0.1 - 31
02 - 49
Trade receivahles
Stopinc AG, Hinenberg, Switzerland - 0.7 - 0.1
Termo d.d., Skofja Loka, Slovenia - 5.8 - 1.0
Other
MAGNIFIN Magnesiaprodukie GmbH & Co KG, St. Jakob, Austria 28 16 14 04
Magnomin S.A., Athens, Greece - 0.1 - 0.2
Shandong RHI New Materia's Co., Ltd., Zibo City, Shandong, PR China 0.5 - 05 -
Stopinc AG, Hinenberg, Switzerland - 0.2 - 0.1

Discontinued operations

Trade receivables
Deutsche Heraklith GmbH, Simbach, Germany
Heraklith AG, Ferndorf, Austria

Other
Heraklith AG, Ferndorf, Austria

Financing
Heraklith AG, Ferndorf, Austria
Heraklith Consulting & Engineering GmbH, Firnitz, Austria

Related party transactions

A valuation allowance for receivables from related companies did not reguire recognition in 2005, nor in 2004.
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Volume of services Payables
provided by related parties

in € million 2005 2004 31.12.2005 31.12.2004
Associates
Trade payables
MAGNIFIN Magnesiaprodukte GmbH & Ca KG, St. Jakoh, Austria 0.0 0.0 07 0.6
Stopinc AG, Hiinenberg, Switzerland - 0.1 - 0.6
Termo d.d., Skofja Loka, Slavenia - 04 - 0.3
Other
Stopinc AG, Hiinenberg, Switzerland - 2.3 - 0.0
0.0 28 07 1.5
Discontinued operations
Other
Heraklith AG, Ferndorf, Austria 1.1 - - -
Heraklith Consulting & Engineering GmbH, Firnitz, Austria 1.4 - 0.2 -
25 - 0.2 -
Related party transactions 25 28 0.9 15

Related persons

The income statement 2005 includes expenses for the Board of Managemeant amounting to € 3.4 million
(2004: € 2.9 miilion). Liabilities and provisions for the Board of Management amount to € 1.4 million
(31.12.2004: € 1.7 million).

In the reporting pericd, € 3.4 million (2004: € 3.5 million) was paid 1o members of the Board of Management, of
which salaries and other current benefits accounted for € 2.6 million {2004: € 3.0 million) and share-based
payments for € 0.8 million (2004: € 0.5 million).

Remuneration of former members of the Board of Management and their dependents amounted to € 0.3 million
{2004: € 0.6 million}.

Remuneration of Supervisory Board members amounted to € 0.2 million in 2005 (2004: € 0.1 million). These
emoluments were recognised as an expense in the reporting period.

At the balance sheet date, neither loans to members of the Board of Management or the Supervisory Board nor
contingent liabilities assumed on behalf of these persons existed.

(39) Option plan
Options granted
At the Supervisory Board Meeting of RHI AG of 21 January. 2003, the convertible bond management stock
option plan published in the Wiener Zeitung on 3/4 January, 2003, based on the joint report of the Board of
Management and the Supervisory Board in accordance with 88 35 (6) and 159 (2) line 3 AktG, was adopted.

The cenvertible bond management stock opticn plan 2002 comprised options to acquire a total of 210 part
convertible bearer bonds. Each option entitled the holder to acquire one part.

The options could be exercised in three identical tranches in 2003, 2004 and 2005, within three months of the
date on which the consolidated financial statements were published for @ach past business year.
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The exercise price for the acquisition of a part convertible bond for 2003 was set at the nominal amount of the
part convertible bond, i.e. € 40,000 per part convertible bond. The exercise price for 2004 was € 44,000, for

2005 € 48,000.

60 options had been allocated to RHi AG and Heraklith AG Management Board members. Each of the four
Management Board members of RHI AG and Heraklith AG was entitled to purchase a maximum of 5 options
each year. 150 options were allocated to senior management, each of whom was entitled to acquire a
maximum of two options per year. No options were granted to the Supervisory Board.

2005

Total number of
options granted

Number of aptions
granted in
reporting period

Number of options
axercised/lapsed
in reporting period

Number of options
cutstanding at
balance sheet date

Estimated value of
options at balance
sheet date in €

RHI AG Board of Management:

Dr. Helmut Draxler 15 0 5 0 0
Dr. Andreas Meier 15 0 -5 0 0
Dr. Eduard Zehetner 15 0 -5 0
Heraklith AG Board of

Management:

Roland Platzer 15 0 -5 0 0
Senior Management 150 ] 50 0 0
Options granted rali] 1] -10 0 0

Total number of
options granted

Number of options
granted in

Number of options
exercised/lapsed

Number of optians
outstanding at

Estimated value of
options at balance

2004 reparting period  in reporting period  balance sheet date sheet date in €
RHI AG Board of Management:
Dr. Helmut Draxler 15 0 S 5 510,000
Dr. Andreas Meier 15 0 -5 5 510,000
Dr. Eduard Zehetner 15 0 5 5 510,000
Heraktith AG Board of
Management:
Rolang Platzer 15 0 -5 5 510,000
Senior Management 150 0 -50 50 5,100,000
Options granted 210 0 -70 70 7,140,000
Option rights were not transferable and were not subject to a holding period.
A part convertible bond could be converted into 5,500 RHI AG shares.
Options exercised

Number of options exercised Exercise price in Value when

2005 in reporting period € exercised in €
RH! AG Board of Management:

Or. Helmut Draxler 5 240,000 510,000
Or. Andreas Meier 5 240,000 510,000
Or. Eduard Zehetner 5 240,000 510,000
Heraklith AG Board of Management:

Roland Platzer 5 240,000 510,000
Senior Management 42 2,0%6,000 4,284,000
Options exercised 62 2.976,000 6,324,000
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Number of aptions exercised

Exercise price in

Value when

2004 in reporting period € exercised in €
RHI AG Board of Management:

Or. Helmut Draxler 5 220,000 400,000
Or. Andreas Meier 5 220,000 400,000
Or. Edvard Zehetner 5 220,000 400,000
Heraklith AG Bozard of Management:

Roland Platzer 5 270,000 400,000
Senior Management 44 1,936,000 3,520,000
Options exercised 64 2,816,000 5,120,000

Neither the market value nor the intrinsic value of the options granted was recognised in the income statement

as a compensation expense.

The option plan for the Management expired in 2005.

(40) Personnel
The average number of employees of the RHI Group was:

2005 2004

Salaried employees 3218 2,984
Waged workers 5,385 4823
Total 8,603 1807
thereof discontinued operations 2,236 1,713




{41) RHI Group Companies at December 31, 2005
The following table lists all the interest held by the RHI Group:

Type of
consolidation

1. RHI AG, Vienna, Austria F

Refractories Division

2. Betriebs- und Baugesellschaft mhH, Wiesbaden. Germany F
3. Corrosion Technology Peru, S.A.i.L., Lima, Peru F
4. D.5.1.RP.C-Didier Scciété Industrielle de Producticn et de Censtructions, Breuillet, France F
5. Didier Belgium N.V., Evergem, Belgium F
6. Didier Vertriebsgesellschaft mbH, Wiesbaden, Germany F
7. Didier-Werke AG, Wiesbaden, Germany F
8. Dolomite Franchi 5.p.A., Brescia, ltaly F
9 Dutch MAS BV, Arnhern, Netherlands F
10. FC Technik AG, Winterthur, Switzerland F
11. Full Line Supply Africa {PTY} Limited, Sandton, South Africa F
12. Gen-X Technologies Inc., Burlington, Ontario, Canada F
13, GIX International Limited, Wakefield, Great Britain F
14. INDRESCO LK. Ltd., Wakefield, Great Britain F
15. Latino America Refractories ApS, Copenhagen, Cenrmark F
15, Lokalbahn Mixnitz-St.Erhard AG, Yienna, Austria F
17. Magnesit Ancnim Sirketi, Eskisehir, Turkey F
18. Magnesitwerk Aken Vertriebsgesellschaft mbH, Aken, Germany F
19. MARVO Feuerungs- und Industriebau GmbH, Kerpen, Germany F
20. MARVO Fauerungs- und Industriehau GmbH, Siersfeben, Germany F
21. 000 RHI CIS, Moscow, Russia F
22. Radex Vertriebsgesellschaft mbH, Lecben, Austria
{former; RHI Non Farrous Metals Engineering GmbH) F
23. REFEL 5.p.A., San Vito al Tagliamento, lialy F

24, Produccion RHL México, S. de R.L. de C.V., Ramos Arizpe, Mexico
{former: Refractarios Green, $. de R.L de C.V)

25. Refractarios RHI CHILE LTDA,, Santiago, Chile

28. Refractory Intellectual Property GmbH, Vienna, Austria

27. Refractory Intellectual Property GmbH & Co KG, Vienna, Austria

28. Refrattar laliana S.p.A., Genova, ltaly

29 RHI Africa Investment Holdings (Pry) Lid., Sandion, South Africa

30. RHI Argentina S.R.L., Buenos Aires, Argentina

31. RHI Canada Inc., Burlingten, Ontaric, Canada

32. RHI CHILE 5 A., Santiago, Chile

33. RHI! Dinaris GmbH, Wiesbaden, Germany

34. RHI Finance A/S, Hellerup, Denmark

35. RHI GLAS GmbH, Wiesbaden, Germany

36. RHI-REFMEX, 5.A_ de C.V,, Ramos Arizpe, Mexico

37. RHI Refractories Africa {Pty) Ltd., Sandton, South Africa

38, RHI Refractories Andino C.A., Puerto Ordaz, Venezuela

39. RH! Refractories Asia Ltd., Hongkong, PR China

40. RHI Refracteries Asia Pacific Pte. Ltd., Singapcre

41. RHI Retracteries (Dalian) Ce., Ltd., Dalian, PR China

42. RHI Refractories Espana, S.L., Lugones, Spain

43. RHI Refractories France S.A., Breuillet, France

44. RHI Refractories Holding Company. Dover, Delaware, USA

45, RHI Refractories Ibérica, S.L., Madrid, Spain

46. RHI Refracteries Italiana s.r.).. Brescia, ltaly

47. RHI Refractories Liaoning Co. Ltd, Bayuguan, Yingkeu Liaoning, PR China

48. RHI Refractories Mercosul Ltda, Sao Paulo, Brazi)

49. RHI Refractories Nord AB, Stockholm, Sweden

E0. RHI Refractcries Site Services GmbH, Wiesbaden, Germany

B1. RHI Refractcries (Site Services) Ltd., Cirencester, Great Britain

52. RHI Refractories Spaeter GmbH, Urmitz, Germany

53. RHI Refractories UK Limited, Clydebank, Great Britain

54. RHI Rickversicherungs AG, Vaduz, Liechienstein

55, RHI Urmitz AG & Co KG, Urmitz, Germany

56. SAPREF AG fir feuerfestes Material, Basel, Switzerland

57. Veitsch-Radex America Inc., Burlington, Ontario, Canada

58. Veitsch-Radex America Inc., Wilmington, Delaware, USA

59. Veitsch-Radex GmbH, Vienna, Austria

60. Veitsch-Radex GmbH & Co, Vienna, Austria

M T T T T T T T T T T T T T T T T T T T T T T T T T T T T T

Parent

15.64.
13..64.

16..64.

Currency

EUR

EUR
PEN
EUR
EUR
EUR
EUR
EUR
EUR
CHF
ZAR
CAD
GBP
GBP
EUR
EUR
TRY

EUR
EUR
RUB

EUR
EUR

MXN
CLP
EUR
EUR
EUR

ARS
CAD
CLP
EUR
EUR
EUR
MXN
ZAR

HKD
SGD
CNY
EUR
EUR

EUR
EUR
CNY

SEK
EUR
GBP
EUR
GBP
EUR
EUR
CHF
CAD
usp
EUR
EUR

Nominal capital
in local

Share in
group

currency ccmpanies %

189,631,024

894,761
31,021
1,735,980
74,368
178,952
63,000,000
5,940,000
30,000
100,000
100

20

1.004
10,029,219
20,000
119,397
16,750,000
130,000
513,450
25,565
3,500,000

60,000,000
5,200,000

9,441,250
12,073,358,422
35,000
10,000
4,160,000
215,705
10,000
7.000,002
12,774,407,413
500,000
70,000
500,000
163,937,649
10,000
1.600,000.594
1,000
300,000
208,573,620
1,200,000
703,800

1

30,060
110,000
180,000,000
49,250
1.000.000
1,025,000
1,350,000
256,157
8,875,000
900,000
2,454,250
4,000,000

1

100

35,000
106,000,000

100.00
100.00

98.88

98.99
100.00

97.54

60.00
100.00

51.00
100.00
100.00
100.00
100.00
10C.00
100.00
100.00
106.00
100.00
100.00
100.00

100.00
100.00

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
10000
100.00
100.00
100.00
100.00
106.00
100.00
100.00
100.00

60.00

99.50
100.00
100.00
10C.00

66.67
100.00
100100
100.00
10C.00
10C.00
100.00
100.00
100.00
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. Veitseh-Radex Immobilien GmbH, Vienna, Austria
. Veitsch-Radex Vertriebsgesellschaft mbH, Vienna, Austria
. Veitscher Vertriebsgesellschaft mbH, Vienna, Austria

VRD Americas B.V., Arnhem, Netherlands

. Zimmermann & Jansen GmbH, Diren, Germany

. Didier [Zambia} Ltd., Kitwe, Zambia

. Defomite Franchi GmbH, Hattingen, Germany

. Dr-Ing.-Petri & Co. Unterstiitzungs-Gesellschaft mbH, Duisburg, Germany
. BHI Réfractaires Algérie E.U.R.L., Sidi Amar, Aigeria

. Thor Ceramics Limited, Clydebank, Great Britain

. Dotomite di Montignoso S.p.A. i.L., Genova, laly

. MAGNIFIN Magnesiaprodukte GmbH & Co KG, St. Jakeh, Austria

. Shandong RHI New Materials Co., Ltd., Zinc City, Shandong, PR China
. Sccietd Dolomite Italiana SDI 5.p.A., Gardone Val Trompia, Italy

. MAGNIFIN Magnesiaprodukte GmbH, St. Jakob, Austria

Stopinc AG, Hinenberg, Switzerland

. Trevhandgeselschaft Feuerfest mbH, Bonn, Germany
. Zimmermann & Jansen Siam Ce. Ltd., Rayong, Thailand

Insulating Division

102.

OQther
103.

C&G Verwahungsgesellschaft mbH, Bad Berka, Germany
Deutsche Heraklith GmbH, Simbach, Germany

Eurovek proizvodnja, uvoz-izvoz, d.0.0., Ljubljana, Slovenia
Glebal B&C d.o.0., Ljubljana, Slovenia

Heraklith AG, Fernderf, Austria

Heraklith CEE Holding GmbH, Firnitz, Austria

. Heraklith Consulting & Engineering GmbH, Fiirnitz, Austria
. Heraklith Espafa S.L., Gijon, Spain

. Heraklith Hungaria Kft., Zalaergerszeg, Hungary

. Heraklith Nedertand B.V., Bussum, Netherlands

. Heraklith Polska Sp.z.0.0., Sroda, Poland

. Heraklith VerwaltungsgmbH, Simbach, Germany

. IDEAL - Baustoffwaerk Mathias Reichenberger Gesellschaft m.b.H. & Co. KG,

Frankenmarkt, Austria

. lzomat a.s., Nova Bana, Slovakia

. Ncbasil CZ speol. s.r.0., Brno, Czech Repubtic

. Mathias Reichenberger Gesellschaft m.b.H., Frankenmarkt, Austria
. Termika d.0.0., Novi Maraf, Croatia

. Termo d.g., Skefja Loka, Slovenia

. Termo HandelsgmbH, Munich, Germany

Thiringer Dammstoffwerke GmbH & Co KG, Bad Berka, Germany
Heraklith South Africa (Pty) Ltd. i.L., Johannesburg, South Africa
DCD ldeal spol. s.r.o., Dynin, Czech Republi¢

Lipka spol. s.r.0., Pecky, Czech Republic

Magnomin S.A., Athens, Greece

tsolit Isolier GmbH, Vienna, Austria
LL. ...in liquidation

F.......full consolidation
E._.....equity consciidation
N......non-consolidation
I......investrents
DQ...discontinued operations
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Lo, |

Parent

60.,

83,
83,

94,
82.

79,

I

IS
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22.

Currency

EUR
EUR
EUR
EUR
EUR
ZMK
EUR
DEM
LzD
GBP
EUR
EUR
CNY
EUR
EUR
CHF
DEM
THB

EUR
EUR

SIT

SIT
EUR
EUR
EUR

HUF
NLG
PLN
EUR

ATS
SKK
CZK
ATS
HRK
SIT
DEM
EUR
ZAR
CZK
CZK
EUR

EUR

Nominal capital

in local

Share in

group

currency companies %

36,000
36,336
36,336
34,033,970
3,835,000
200,000
25,564
50,000
100,000

0

743,600
§,447,468
60,600,000
208,000
35,000
1.000.000
50,000
4,000,000

26,000
4,857,400
3,000,000
2,100,000
7,500,000
35,000
35,000
500,000
100,000,000
40,000
100,000

26,000

70,000
499,476,000
200,000
500,000
37,882,800
1,491,532,000
50,000
932,596
4,000
180,000,000
102,000
1,024,536

646,788

100.00
100.00
100.00
100.00
100.00
80.00
100.00
100.00
100.00
100.00
2856
50.00
50.00
50.00
50.00
50.00
28.00
39.80

100.00
100.00
100.00
100.0C
100.00




{42} Events after the balance sheet date

On 20 September, 2005 the Supervisory Board of RHI AG approved the plans of the RHI Board of Management
to sell the insulating division. The search for a buyer and the implementation of the sales concept was already
launched in September.

The insulating division is incorporated as Heraklith AG, Ferndorf. Veitsch-Radex 'mmobilien GmbH, Vienna, and
Veitsch-Radex GmbH & Co, Vienna, as shareholders of Heraklith AG, Ferndorf, signed a share purchase
agreement with Sepena Beteiligungsverwaltungs GmbH, Vienna, and Isogranulat — Geselischaft mit
beschrankter Haftung, Iphofen, Germany, on 13 January, 2006.

The purchase price for the shares of Heraklith AG, Ferndorf, amount to € 230.1 million, free of debt.
The fulfilment of the contract is expected for the second quarter 2006.

From the continuation and completion of the former US subsidiaries subject to Chapter 11 proceedings, no
expenses are expected to arise for the RHI Group from today's perspective. The Chapter 11 proceedings have
not heen concluded yet.

{43) Release of the consolidated financial statements 2005 for publication
These consolidated financial statements were prepared and signed by the Management Board with the date
indicated below and released for publication.

The individual financial statements of the parent company, which were also included in the consolidated
financial statements after the transition to the International Financial Reporting Standards, will be submitted to
the Supervisory Board for review and approval on 24 Aprii, 2006. The Supervisory Board and the shareholders
are able to change these individual financial statements in a way which also affects the presentation of the
consolidated financial statements.,
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Members of the Board of Management and the Supervisory Board

The following served on the parent company's Board of Management in the reporting period:

Dr. Helmut Draxler, Vienna, CEQ
Dr. Andreas Meier, Vienna, ODeputy CEQ
Dr. Eduard Zehetner, Vienna

The following served on the Supervisory Board:

Michael Grdller, Vienna, Chairman

Gerd Peskes, Disseldorf, Germany, Deputy Chairman

Maximilian Ardelt, Munich, Germany {(until 19 May, 2005}

August Frangois von Finck, Vienna {until 22 July, 2005)

Gerd Klaus Gregor, Berndorf

Dr. Correlius Grupp, Lilienfeld

Stanislaus Prinz zu Sayn-Wittgenstein-Berleburg, Munich, Germany
DDr. Erhard Schaschl, Vienna

Employee representatives;

Josef Horn, Trigben

Ginther Lippitsch, Villach {until 9 Septemhber, 2005}
Leopold Miedl, Vienna

Karl Wetzelh(tter, Breitenau am Hochlantsch
Vienna, 21 March, 2006

Board of Management

Dr. Helmut Draxler
m.p.

Dr. Andreas Meier
m.p.

Dr. Eduard Zehetner
m.p.




Auditor’s report

We have audited the accompanying consolidated financial statements of RHI AG, Vienna, for the fiscal year
from 1 January, 2005 to 31 December, 2005. The Company’s Management is responsible for the preparation
and content of the consolidated financial statements in accordance with the International Financial Reporting
Standards {{FRS), as applicable in the European Union (EU), and the additional provisions of § 245 a HGB
{Austrian Commercial Code} and for the management report of the Group prepared pursuant to the Austrian
Commercial Code. Our responsibility is to express an opinion on these consolidated financial statements based
on our audit and to state whether the management report for the Group is in accordance with the conselidated
financiat statements.

We conducted our audit in accordance with laws and regulations applicable in Austria and Austrian Standards on
Auditing, and taking into account the International Standards on Auditing {ISA). Those standards require that we
pian and perform the audit to obtain reascnable assurance whether the consclidated financial staterments are
free from materiat misstatement and whether we can state that the management report is in accordance with
the consolidated financial statements. In determing the audit procedures we considered our knowledge of the
business, the economic and legal environment of the Group as weil as the expected occurrence of errors. An
audit involves procedures to obtain evidence about amounts and other disclosures in the consolidated financial
statements predominantly on a sample basis. An audit also includes assessing the accounting principles used
and significant estimates made by Management as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

Cur audit did not give rise to any objections. In our opinion, which is based on the results of our audit, the
consolidated financial statements are in accordance with legal requirements and present fairly, in all material
respects, the financial position of the Group as of 31 December, 2005 and the results of its operations and cash
flows for the fiscal year from 1 January, 2005 to 31 December, 2005 in accordance with the International
Financiat Reporting Standards {IFRS), as applicable in the EVU, and the provisions of & 245 a HGEB. The
management repert is in accordance with the consolidated financial statements.

Vienna, 21 March, 2006

PwC INTER-TREUHAND GmbH
Wirtschaftsprifungs- und
Steuerberatungsgesellschaft

Signed: Signed:
Hans Ulrich Wessely Gerhard Prachner
Certified Public Accountant Certified Public Accountant
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Report of RHI AG 2005




Management Report

As was pointad out at the beginning of the management report of the RHI Group, the option to summarize the
management report of RHI AG with the group ranagement report pursuant to & 267 (4} HGB togethar with
§ 251 (3) HGB {Austrian Commercial Code) was exercised. RHI had no branch offices in the reporting period.

Due to the high net loss in 2001 and the resulting distortion of eguity capital, no dividend will be proposed
for 2005 at the Annual General Meeting of RH! AG on 1 June, 2008, despite the accumulated profit of RHI AG
in 2005.

Proposed appropriation of earnings

Accumulated profit is calculated as follows:

Appropriation of earnings €
Prafit 2005 81,511,079.686
Profit carried forward from 2004 49,717,362 43
Accumulated profit 2005 131,228,442.09

The Board of Management proposes to carry forward the accumulated profit in the amount of
€ 131,228,442.09 in its entirety.

Vienna, 21 March, 2006
Board of Management

Lr. Helmut Draxler
m.p.

Dr. Andreas Meier Dr. Eduard Zehetner
m.p. m.p.
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Report of the Supervisory Board

The Supervisory Board of RHI AG, Vienna, held five meetings during the course of 2005, At these meetings and
on other occasions, the Board of Management informed the Supervisory Board about important matters relating
to the management, operating activities and the situation of the company. The Supervisory Board therefore had
ample opportunity to fulfill its obligation to remain informed of and to monitor company operations.

The Supervisory Board saw no reason to raise objections to the activities and operations of the Board of
Management.

The financial statements of RHI AG and the consolidated financial statements 2005 were audited and certified
without qualification by PwC INTER-TREUHAND GmbH Wirtschaftsprifungs- und Steuerberatungsgesellschaft,
duly appointed auditors at the 26" Annual General Meeting. Furthermore, the auditors confirmed that the
rmanagement report prepared by the Beard of Management is in accordance with the financial statements

of RHI AG and the consolidated financial statements. The auditor’s report was submitted to the membaers

of the Supervisory Board in accordance with § 273 (3} HGB {Austrian Commercial Code).

At the meeting of the audit commrttee held on 20 April, 2006, the financial statements of RHI AG and the
RH! Group were examined and preparations made for the approval thereof.

The Supervisory Board examined the financial staterments submitted by the Board of Management and the
management report for the year 2005 and approved these at its meeting on 24 April, 2006. The financial
statements of RH! AG have thus been approved in accordance with § 125 {2) AktG (Companies Act). At the
same meeting, the Supervisory Board examined and approved the consolidated financial statements.

The Supervisory Board approved the Board of Management's proposed appropriation of the accumulated profit,
The audit committee held two mestings in 2005; the presidium (at the same time personnel committes) held

six meetings. In addition to the audit of the financial statements, internal auditing, personnel topics and current
developments were discussed at these meetings.

Vienna, 24 April, 2006

Michae! Groller
Chairman
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Balance Sheet RHI AG 2005

in €1,000 31.12.2005 31.12.2004
ASSETS

Non-current assets

Intangible assets 23,7034 25,2612
Praperty, plant and equipment 47236 22429
Financial assets 613,294.3 510,084.9
641,721.3 637.589.0

Current assets
inventories 236199 249739
Receivables and other assets 8049215 610,410
Cash and cash equivalents 24705 054.5
831,011.9 636,338.6
Prepaid expenses and deferred charges 4,119.0 6,504.4
1,476,852.2 1,280,432.0

EQUITY AND LIABILITIES

Capital and reserves

Share capital 189.531.0 159,763.3
Additional paid-in capital 39,067.3 37.908.9
Accumulated profit 131,228.4 497174
359,826.7 241.37196
Subordinated mezzanine capital
Subordinated bank loans 400,000.0 3621415
Subordinated convertible bond 99,920.0 126,920.0
Effective equity capital 859,746.7 736,441.1
Provisions
Provisions for termination benefits and pensions 28,159.4 12116.8
Other provisions 72,4952 64,2183
100,654.6 76,335.1
Liabilities
Financial liabilities 224,770.6 206,941.2
Trade payables 13,968.4 12,8841
Other liabilities 271119 2478305
516,450.9 457,655.8
1,476,852.2 1,280,432.0
Contingent liabilities 43521.0 54,5072

7 The 2005 financial statements of RHI AG were compiled in accordance with the Austrian Cornmercial Code
(HGB) as amended. The financial statements shown here are & surmmarized presentation of the audited

financial statements.
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Income Statement RHI AG 2005!

in € 1,000 2005 2004
Revenue 719,576.7 708,460.8
Change in inventories of finished goods and services not yet invoiced 463.6 350
Qther operating income 55,093.0 782014
Cost of material and other production services -018,084.0 -482 9106
Staff costs -56,707.2 -19735
Depreciation and amortisation -5,960.4 -62.0
Other operating expenses -160,932.3 -184,220.8
Operating result 33,449.4 61,845.4
Income from investments 76.083.8 f6,243.5
Income from other non-current securities 226.5 108.4
Other interest 17,190.6 10.311.8
Gains from the writeup to financial assets 98.2 B5.5
Expenses from financial assets -24,622.7 -139,352.2
Interest and similar expenses -19,591.0 -18,951.7
Financial result 49,385.4 -81,184.7
Result from ordinary activities 82,834.8 -18,3393
Extraordinary expenses -1.003.1 -1,992.0
Income taxes -320.7 -35
Profit/ loss 81,511.0 -21,3348
Profit carried forward 49,717 4 71,052.2
Accumulated profit 131.228.4 49,717.4
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Addresses

RHI AG
Wienerbergstrale 11
A-1100 Vienna, Austria
Tel: +43/1/502 13-0
Fax: +43/1/502 13-6213
e-mail: rhi@rhi-ag.com
www.rhi-ag.com

Veitsch-Radex GmbH & Co
Wienerbergstralie 11

A-1100 Vienna, Austria

Tel: +43/1/502 13-0

Fax: +43/1/502 13-6213
e-mail: rhi@rhi-ag.com
www.rhi-ag.com

Didier-Werke AG
Abraham-Lincoln-Straf3e 1
D-54189 Wieshaden, Germany
Tel: +49/611/7335-0

Fax: +49/611/7335-475

e-mail: info@rhi-ag.com
www.didierwerke.de

Heraklith AG
Industriestrate 18

A-9586 Flrnitz, Austria

Tel, +43/4257/3370-0

Fax: +43/4257/3370-2060
e-mail: office@heraklith.com
www.heraklith.com
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RHI Group - Key Data

T A W -

~

(v}

2005 2004 2004
in € millicn adjusted reported
Revenue
Refractories’ 1,185.1 1,102.6 1,102.6
insulating' 1815
Cansolidation, other 14.3 172 13.2
RHI Group? 1,199.4 1,119.8 1,2973
EBIT

Refractories 1178 123.2 1232
Insulating 10.1
Overhead, other 0.0 2.3 23
RHI Group 178 1265 136.6
EBIT margin {in %)? 9.8 11.2 10.5

Profit continuing operations 85.3 92.6

Profit discontinued operations 145 Al
Profit for the year 99.8 99.7 93.7
Profit attributable to equity holders of RHI AG 98.1 95.0 95.0
Cash flow from operating activities 108.3 935 1075
Cash flow from investing activities -60.3 -56.5 -829
Cash flow from financing activities 477 431 -26.0
Non-current assets 540.2 652.4 652.4
Financial liabilities net* 236.4 25086 2896
Employees {average) 6,367 6,094 7807
Equity ratio (in %}* -12.2 -24.8 -24 .8
Retumn on capital employed {in %}* 2041 203 20.3
Retumn on average fixed assets’ 29.1 278 278
Undiluted eamings per share* 418 463 4.63
Diluted eamings per share® 2.61 2.58 2.68
Dividend per share 0.00 0.00 0.00

Total revenue fincl. intragroup revenus) of the division

External revenue of the group

EBIT margin = EBIT / revenue

Financial kabiities net = financial fabilities - cash and cash eguivalents
Equity ralio = equity accoring fo balance sheet / balance sheet fotat

Return on capital emplaved = EBIT / average iproperty. plant and equipment + goodwill + other

intangible assets + net current assets)

Return on average fived assets = EBIT / average {property, plant and equipment + goodwill + ather

intangile assets)

Undiluted earnings per share = profit altributable to equity holders of RHI AG / number of

shares (weighted average}

Dituted earnings per share = profit attnbutable to equity holders of RHI AG + interost expense of
convertibla bond - current taxes / amount of shares (weighted averagel + potential shares

from convertible bond
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