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Employees

At 31 December 2009 the Schaltbau Group
employed a workforce of 1,603 people, four
more than one year earlier. Various changes
took place within the Group during 2009. On
the one hand, Schaltbau Machine Electrics
Ltd. significantly reduced the size of its
workforce in response to the extremely weak
market situation. On the other hand, however,
the number of employees was moderately
increased in many of the other Schaltbau
Group companies. For strategic reasons,
most of the new staff taken on were recruited
in the Rail Infrastructure business field,
particularly in the areas of purchasing, work
preparation and development. The number of
temporary staff was considerably reduced,
reflecting the fact that capacity utilisation
peaks were far fewer in 2009 due to the
overall lower volume of orders. Lower
production capacity requirements were also
taken into account by getting employees to
use their holiday entitlements and flexitime.

Improving the skills of the workforce is seen
as an important investment in the future. The
Schaltbau Group invested over € 602,000 on
training its staff during the year under report
(2008: € 530,000). Participants were able to
broaden their technical knowledge in a
variety of training sessions, courses and
seminars. Production employees received
training in the areas of series production
excellence and the continuous improvement
process. Training sessions on ERA performance
evaluation and techniques for conducting
interviews with employees were central
topics for managers. Apart from additional
individual courses offered externally,
employees also took part in training sessions
for the Six-Sigma quality management
methodology as well as foreign language
refresher courses.

Great importance was attached to vocational
training again in 2009 in recognition of the
fact that high-quality, targeted training
makes a vital contribution towards ensuring

that the Schaltbau Group's sophisticated
products, components and systems will
continue to be manufactured by a qualified
waorkforce in the future. A total of 71 trainees
at various Schaltbau entities are currently
learning their trades in sought-after areas
such as cutting machine operator, industrial
business management assistant or IT
specialist. Bode is currently training 21,
Pintsch Bamag 19, Pintsch Bubenzer 9 and
Schaltbau GmbH 18 young men and women.
There are also three trainees working at the
Chinese subsidiary Xi‘an and one trainee at
Schaltbau France. During the year under
report a total of 14 trainees completed their
apprenticeships, most of whom were offered
further employment, initially on a temporary
contract basis.

A total of 38 people at various Group
companies were employed under pre-
retirement part-time working arrangements,
28 of which had already entered the non-
working phase. Pre-retirement part-time
working arrangements were in place at four
Group companies based in Germany.

Personnel expenditure increased from €
79.4 million to € 81.7 million due to tariff-
based rises and the targeted recruitment of
skilled workers and executive staff. The total
output per employee, including trainees and
managers, fell from € 198,200 to € 182,300
due to the lower level of total output in the
year under report.

On average, 1,437 full-time employees
worked for the Schaltbau Group during
2009 compared to 1,424 in 2008.

Purchasing

The pressure caused by changes in purchasing
prices eased noticeably in 2009 compared to
the drastic increases seen in the previous
year. The price of flame-cut steel parts sank
particularly sharply. Moderate price reductions
were registered for electronic circuit boards,
hydraulic control units and rolled steel. Only
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aluminium became considerably more
expensive on the London Metal Exchange
during the year under report. The prices of
all other metals remained generally stable.

The Schaltbau Group's purchasing manage-
ment continued to follow the strategy of
safeguarding supplies of raw materials
and components for as long as possible at
favourable prices whilst retaining the
same degree of high quality and supply
reliability. The key tasks of the purchasing
department in this connection were to
conclude project-related, multi-year
agreements and ensure that series pro-
duction parts are contractually covered.

For the first time, purchasing management
was able to make group-wide framework
agreements that not only benefited
companies in the Schaltbau Group, but
also their suppliers. This had a positive
impact on the prices of components and
systems such as assembled cables.
Agreements for the supply of copper semi-
finished products were signed at the
optimum point in time for the maximum
possible contractual duration.

The Group continued to exploit the benefits
of internationalised procurement markets
and country-specific advantages. One
example of this is the increased volume of

light metal cast parts purchased in Asia.
After extensive preparation, the procurement
of nodular iron from China also looks highly
promising. A further supplier of steel turned
parts was gained during the year under
report. In all cases, however, new series
suppliers are only approved after successful
qualification and auditing. Value analysis
teams and standardisation groups also
help to avoid and reduce costs.

These measures all made their contribution
towards improving the procurement
situation within the Schaltbau Group in
2009, as reflected in the favourable
change in the overall cost of materials.
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The cost of materials ratio for 2009 (as a
percentage of total output) was 50.5%
compared to 53.5% in the previous year.
Apart from group-wide purchasing manage-
ment, which coordinates all of the main
purchasing positions across the Schaltbau
Group, the increased use of cash settlement
discounts by Bode in Kassel also made
an important contribution to reducing
procurement costs in 2009.

Significant events after the balance
sheet date

The short-term credit lines available from the
cash pool run until 31 March 2010. In the me-
antime Commerzbank AG has been given the
mandate to arrange the financing of € 50
million for a period of three years on an un-
secured basis, taking specified framework
conditions into account.

On 19 March 2010 a consortium loan agree-
ment for € 50 million was entered into bet-
ween Commerzbank AG, Bayern LB and DZ
Bank on the one hand and Schaltbau Holding
AG on the other. This consortium credit will
be used to repay € 45 million of the cash
pool liabilities (mainly short- and medium-
term credits). Under the terms of the new
agreement, € 20 million will be rescheduled
as a loan repayable in instalments and the
remainder (€ 30 million) will be made avai-
lable as a credit line. The financing has been
committed up to 19 March 2013 and will be
granted on an unsecured basis. The credit
agreement includes warranties and cove-
nants that are customary for this type of fi-
nancing arrangement. Schaltbau GmbH,
Pintsch Bamag GmbH and Pintsch Bubenzer
GmbH are parties to the credit agreement as
borrowers and guarantors.

Opportunities and risks report

The aims of the risk management system im-
plemented in the Schaltbau Group are, on
the one hand, to identify existing risks at the
earliest possible stage, to reduce business

losses by means of suitable measures and to
avoid any possible danger to the Group's
going-concern status. The second objective
of the risk management system is to identify
opportunities and make good use of them.

The Group has integrated the risk manage-
ment system in its corporate workflows. This
strategy serves to actively combat risks and
make the most of any opportunities that may
arise. From this standpoint, risk management
thus plays a crucial role in achieving the
Group's financial objectives and safeguar-
ding sustainable added value.

The risk management system, with its
organised  structure and  workflow
organisation, is described and defined in
group-wide corporate guidelines. It includes
a comprehensive system of documentation
and reporting. Apart from quarterly reports
that cover the entire range of risks and any
possible opportunities, an in-house ad hoc
report is immediately prepared as soon as
any key changes are made or any new infor-
mation is received. Review meetings take
place regularly, in which all risk- and
opportunity-related topics as well as the
current economic situation are discussed and
compared with the corporate forecast, the
previous year's situation and the rolling
forecast. Market trends, changes within the
competition and development projects are
also considered and analysed.

The focus of the monthly reviews is generally
forward-looking. Their aim is to recognise
and safeguard future potential for the Group.

The Executive Board of Schaltbau Holding
AG, the Group Controlling department and
the management of the various subsidiaries
are responsible for maintaining the risk
management system. The external auditor
tests the functionality and suitability of the
system each year.
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Description of the essential
charcteristics of the internal control
and risk management system with
regard to the Group financial reporting
process (8289 (5) and § 315 (2) 5 HGB)
The objective of the internal control system
for financial reporting within the Schaltbau
Group and for Schaltbau Holding AG is to
ensure that the accounting records are
maintained properly and that the relevant
statutory regulations are complied with. The
system ascertains that the transactions are
fully, promptly and correctly recorded,
processed and documented in accordance
with statutory regulations, the Articles of
Incorporation and in-house guidelines.
Accounting documents must be correct
and complete, inventory counts properly
conducted, assets and liabilities appropriately
recognised, presented and measured in the
financial statements, so that timely, reliable
and complete information can be provided at
all times.

Standardised lines of communication are in
place between Schaltbau Holding AG and its
subsidiaries. The powers of the managing
directors of the individual Group entities are
governed by terms of reference. For their
part, the managing directors of the
subsidiaries also exercise a control function
in their companies by means of standardised
flows of information. Supervisory bodies
such as boards of directors are also in place.

The accounting and financial reporting
systems employed are protected from
unauthorised access by appropriate IT
systems. Standard software is utilised
wherever possible to operate accounting and
financial reporting systems.

Guidelines are in place at Group level and for
each of the subsidiaries, setting out the work
to be performed and the scope of permitted
activities. The areas of responsibility within
the accounting and financial reporting

functions are clearly regulated and organised
to ensure an appropriate segregation of
duties. The dual control principle is applied
throughout the financial reporting process.

Any accounting data received or forwarded
are tested continuously for completeness
and accuracy. The software systems used
within the Group also include plausibility
checks. Rules and regulations relevant for
authorisation and approval processes have
been implemented in the authorisation
concepts for all relevant IT applications
(signature regulations, bank powers of
attorney, etc.).

The Group’s understanding of the conduct
required of its employees is set out in a
corporate Code of Conduct. Accounting
department employees, many of whom have
worked for many vyears for the Group, are
appropriately qualified. General training
measures (e.g. current IFRS developments)
and individualised training courses ensure
that the employees involved have the
appropriate sets of skills to perform their
work. The various accounting departments
are all situated locally and the Group has
decided against using shared services or
relocating functions in order to ensure
proximity to operations and hence better
quality.

The monthly figures of each of the Group's
companies are reviewed for plausibility by
the Group Controlling department or at the
monthly meetings of Executive Board and
local managing directors held to discuss the
figures.

All processes relevant for financial reporting
are regularly tested by the Group’s external
auditors. The latter communicate their
findings to management and monitor imple-
mentation of the measures proposed and
agreed upon. A multi-year, risk-oriented audit
planis in place.
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The external auditor is also required, as
part of the audit work performed, to report to
the Supervisory Board any risks relevant for
financial reporting and control weaknesses
as well as any weaknesses in the risk
management system and internal control
system that are identified during the audit.

Macroeconomic and

industry-specific risks

An  oligopolistic  demand  structure
characterises both the rail and the bus
industries. The number of potential customers
is therefore limited. These structures lead to
a high degree of market transparency, which
can result in strong price competition and
downward pressure on selling prices. The
Schaltbau Group counters these risks by
making the most of its underlying innovative
strength. R&D activities help to create new
products and ensure that existing products
are enhanced in the best interests of
customers. A further important aspect of
avoiding risk is the intensive management of
customer relationships.

As market leader on both the German and
the European markets, Bode is directly
dependent on the business performance of
bus manufacturers and their demand
behaviour in a volatile market situation. Bode
is countering this risk by expanding its Door
Systems for Railway Vehicles product group
and broadening its international customer
base as part of a targeted strategy. At the
same time, Bode can boast a highly flexible
manufacturing organisation, selective custo-
mer support and a high rate of innovation.

The Group's performance, particularly in the
Rail Infrastructure business field, is both
directly and indirectly dependent on invest-
ment levels of the German national railway
company Deutsche Bahn AG and on public
spending behaviour in general. Cutbacks in
public spending can have a negative effect

on business performance, whereas the
opposite is true in the event of additional
public funds being made available. These
irregular cycles can give rise to fluctuations
in levels of business. In order to limit the
resulting risks, Schaltbau Group entities are
stepping up their international activities.
Industrial goods business is also being
expanded, bringing with it a broader customer
base and the opportunity to exploit new
fields of application. The acquisition of
Bubenzer in 2007 was fully in line with these
objectives.

The upheavals on capital markets as a result
of the worldwide financial crisis had a highly
negative impact on the world economy in
2009. Although the situation eased somewhat
during the second half of the year, the danger
is not yet completely over, as numerous
indicators of economic performance world-
wide still showed signs of instability at the
beginning of 2010. Events such as Greece's
potential insolvency could quickly lead to a
domino effect capable of triggering the next
crisis if assistance is not forthcoming. Against
this background, it cannot be ruled out that
the volume of railway industry orders and
those from public authorities could also be
negatively affected. Similarly, it is not possible
to predict the duration of such a crisis or the
extent of its impact on the Schaltbau Group's
performance.

One factor that is taking on increasing
significance in international business is the
political call for localised production or
so-called “local content”. An increasing
number of orders are being awarded subject
to fulfilment of this condition. The Schaltbau
Group reacted to this trend at an early stage
by establishing an international presence
through its local subsidiaries. The resources
of an organisation the size of the Schaltbau
Group are, however, limited and only allow a
selective approach.
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Operational risks

Specific operational risks to companies of
the Schaltbau Group exist in the areas of
development and design, procurement and
production. Optimised cost structures in
production combined with high quality and
in-depth market and customer knowledge
are designed to avoid incorrect allocations of
resources in the field of development and
ensure a transparent time-to-market process.

Within the value-added process the Group's
companies run the risk of business interruption,
quality problems or risks posed by industrial
safety and environmental risks. These risks are
minimised by the utilisation of comprehensive
guidelines and procedural regulations regarding
quality management, product and industrial
safety.
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The effects of raw material price rises can
be partly compensated by long-term supply
agreements, group-wide centralisation of
material requirements or by passing on price
increases to customers. It is not possible,
however, to fully compensate for significant
increases in purchase prices. Working in
the opposite direction, the strategy of
putting long-term supply agreements into
place means that the Group can only
benefit from falling purchase prices after a
time delay.

Business processes are highly reliant on
the support of IT systems. The companies
of the Schaltbau Group take both technical
and organisational precautions to reduce
risks with regard to availability, confiden-
tiality and reliability.

Legal risks

Legal risks can arise from customer
reclamations, guarantee claims, legal
disputes, patent law infringement and
claims for damages. Latent risks are
covered by insurance policies or hy
provisions in the balance sheet. Losses
may arise, however, that are either not
sufficiently insured or exceed the amount
of provision recognised.

Product piracy also represents an additio-
nal risk, particularly on Asian markets.
Processing and supplying these markets
and working together with local partners
also increase the risk of selective know-
how drift. Explicit contractual restrictions
in the transfer of technical know-how and
the rapid development of new products
and processes help to preserve the Group's
technical edge.

Financing risks

The financing of the Schaltbau Group is
relatively complex due to the history of
restructuring with various consortium-
based financing arrangements within the

cash pool. In this situation, it no longer
made sense to prolong the cash pool.
A bridging loan is currently in place in
the cash pool, based on the previous
arrangement, which is valid until 31 March
2010 (see: "Significant events after the
balance sheet date"). Longer-term financing
arrangements are likely to involve more
expensive conditions. The newly defined
covenants are also likely to entail a higher
compliance risk than those applicable
under the current financing arrangements.

Restrictions in credit approvals may also
have an impact on our customers and
suppliers. This could have a negative
impact on the recoverability of receivables
or on purchasing. Both of these aspects
are continually monitored.

The Group's subsidiaries in China involve
a high degree of working capital typical for
that country, entailing correspondingly
high financing requirements that result in
unused potential.

The Group has taken the risk of rising
interest rates into account by entering into
various long-term interest-rate hedges for
a total nominal amount of originally €
19.5 million. Financing for the acquisition
of Pintsch Bubenzer is hedged with an
interest swap for a nominal amount of €
4.1 million. A credit-pool credit volume of
€ 30.0 million (as at 31 December 2009)
is hedged by interest-rate swaps for a
nominal amount of € 9.0 million. A further
swap for a nominal amount of € 6.0 million
is also in place to refinance the participation
rights in 2014. A cross-currency swap
was also concluded in 2009 to hedge the
interest/currency risk relating to a euro
loan held by a foreign subsidiary (hedged
volume at 31 December 2009: € 15
million). The market value of the interest
swaps fluctuates, depending on changes
in relevant interest rates.

Currency risks are solely managed using
marketable instruments that hedge
underlying transactions. All transactions
denominated in foreign currencies are
hedged. The devaluation of other
currencies against the euro can impair
competitiveness in certain sales regions.
We are tackling this problem on a long-
term basis by improving productivity and
ensuring geographical diversification such
that the Group can remain competitive,
irrespective of the currency in which it
does business.

Despite difficult business conditions, no
risks have been identified that pose a
threat to the going-concern status of the
Group.

Opportunities

Due to their long-term investment approach,
the economic environment of the railways
and public transport systems is far less
subject to market fluctuations than that of
private-sector industry. The service and
financing agreement (LuFV) in place
between Deutsche Bahn AG and the
German Federal Ministry of Transport is an
additional stabilising factor. The agreement
covers the funds necessary to modernise
the existing railway infrastructure and
comprises annual expenditure of € 2.5
billion up to the year 2013. This provides
continuity in funding compared to previous
years, making it significantly easier to
predict future order volumes in the railway
sector. As part of its economic stimulus
packages | and II, the German Federal
Government is also providing a further
€ 1.3 billion for investments in railway
infrastructure for 2009 and 2010.
Schaltbau’s innovative strength,
consistently reinforced by high R&D ex-
penditure and an international approach to
operations, also opens up a great
number of opportunities. Even in difficult
economic times, the Group’s operational
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companies are capable of generating
additional demand on markets by means of
regular product innovations.

The fast-growing wind power market
continues to present good prospects for the
future. These opportunities are currently
being used in the form of new lighting
products and a complete range of braking
systems for wind-power plants. Activities in
this promising sector are likely to provide
impetus for the Group’s performance in 2010.

Worldwide market opportunities are highly
promising for the Compact All-round Drive
System (CADS), which was presented as a
prototype at the IAA Commercial Vehicles
2008 and has meanwhile been completed
with a new electric drive system for outs-
winging plug doors. Work is now underway
to bring the CADS system to market and
series production maturity. The interest
shown by customers is a good indication that
the new systems have considerable market
potential.

Executive Board compensation system
The compensation of the Executive Board
comprises both fixed and variable
components. The variable component
consists of a management bonus based on
the change in Group net profit. There are no
variable components based on long-term
incentives such as stock options. A pension
plan is not in place. Criteria for assessing
the appropriateness of compensation are:
the tasks performed by each individual
member of the Executive Board, his or her
personal performance, the economic
situation, the degree of success and also
the future prospects of the Group as
compared to its competitors.

Explanatory Report of the Executive
Board on the information required
pursuant to § 289 (4) HGB / & 315 (4)
HGB (German Commercial Code)

1. The subscribed capital comprises the
following: a share capital of €
6,850,304.88, divided into 1,871,668
bearer shares (shares without nominal
value).

2. The Executive Board is not aware of any
limitations regarding voting rights or the
transfer of shares.

3. The only major shareholders owning
either a direct or an indirect share of
capital exceeding 10% of the voting
rights are the Cammann family, which
owns 11.81% and the Zimmermann
family, which owns 10.09% of the
Company's shares (as at 31 December
2009).

4. There are no shareholders with special
controlling rights.

5. There are no voting right controls
relating to shares held by employees.

6. § 6 of the Articles of Incorporation of
Schaltbau Holding AG deals with the
composition, appointment and removal
of the Executive Board. The Executive
Board comprises two or more persons.
The Supervisory Board appoints the
Executive Board members and determines
their number. It has the power to appoint
a member of the Executive Board to be
Chairman of the Executive Board, to
appoint deputy members to the Executive
Board and stipulate rules of procedure
for the Executive Board. The Supervisory
Board is also responsible for revoking
the appointment of Executive Board
members. The Annual General Meeting
decides on any changes to the Articles of



MANAGEMENT REPORT

Incorporation. The only exception is that
the Supervisory Board is autharised to
make changes that only affect the
wording of the Articles of Incorporation.

7. In 2007 the Executive Board and the
Supervisory Board submitted a pro-
posal to the Annual General Meeting
to authorise the Company up to 8
December 2010 to buy back a
maximum of 10% of the share capital
in place at the date of the resolution
for purposes other than trading. The
Annual General Meeting concurred
with this proposal. No Schaltbau shares
were bought back during the fiscal
year 2009.

Subject to the approval of the Super-
visory Board, the Executive Board is
additionally authorised to increase
share capital by up to € 3,294,000.00
before 11 June 2013 by issuing new
shares in return for cash or non-cash
contributions, either in a single step or
in several steps. The Executive Board
may decide to exclude subscription
rights with the approval of the Super-
visory Board.

Furthermore, the Company's share
capital can be conditionally increased
by up to € 234.24 by issuing up to 64
new bearer shares (Conditional
Capital ). The conditional capital
increase serves to safeguard the
granting of option rights, which, due to
the authorisation resolution passed at
the Annual General Meeting on 19
December 2003, are issued together
with participation rights. Subject to
the approval of the Supervisory Board,
the Executive Board is authorised to
stipulate further details regarding the
implementation of the conditional
capital increase.

Furthermore, the Company's share
capital can be conditionally increased
by up to € 1,820,000.88 by issuing up
to 497,268 bearer shares (common
stock) (Conditional Capital Il). The
conditional share capital increase may
only be used to grant shares to the
bearers of convertible or option bonds
issued by the Company in accordance
with the authorisation given at the
Annual General Meeting on 1 July
2005. In accordance with the
conditions laid down for convertible
bonds, Conditional Capital Il may also
be used to issue shares to bearers of
convertible bonds with conversion
obligations. The conditional share
capital increase will only be imple-
mented insofar as the bearers of the
option or convertible bonds issued by
the Company up to 30 June 2010 in
accordance with the authorisation re-
solution taken on 1 July 2005 exercise
their conversion or option rights or if
the bearers of convertible bonds fulfil
their obligation to convert their bonds,
with the consequence that treasury
shares da not have to be used in order
to fulfil these rights. There were no
conversions of convertible bonds into
shares during the fiscal year 2009.

As a general rule, the new shares
participate in profit as of the beginning
of the fiscal year in which they arise
through the exercising of the bearers'
conversion or option rights. Subject to
the approval of the Supervisory Board,
the Executive Board is authorised to
stipulate further details regarding
the implementation of the conditional
capital increase.

In accordance with the authorisation
given at the Annual General Meeting
on 12 June 2007, Conditional Capital
[l may also be used to grant shares to

the holders of participation rights with
conversion and option rights (supple-
mentary shareholders' resolution).

8. Schaltbau Holding AG's main loan
agreements include  change-of-
ownership clauses. These clauses
allow creditors extraordinary cancel-
lation rights in the event of the majority
of the shares being transferred.

9. The Company has not concluded any
compensation agreements, either with
members of the Executive Board or
with employees, regarding employment
termination in the event of a takeaver
offer.

CORPORATE GOVERNANCE
STATEMENT IN ACCORDANCE
WITH § 289a OF THE GERMAN
COMMERCIAL CODE (HGB)

Principles of Corporate Governance
and cooperation between the
Executive Board and the Supervisory
Board

Schaltbau is fully committed to a high
standard of responsible, transparent
corporate governance. This approach is
intended to foster the trust of investors,
employees, business partners and the
public in the management and monitoring
of the Company. The guidelines contained
in the Schaltbau Group’s Code of Conduct
set out minimum standards of conduct
that are hinding for all Schaltbau Group
employees worldwide. The complete Code
of Conduct is published on the Schaltbau
Holding AG website.

The main principles of Corporate Gover-
nance are presented in the Corporate
Governance Report, which is included in
the Annual Report.
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Shareholders and

Annual General Meeting

The shareholders of Schaltbau Holding AG
exercise their rights at the Annual General
Meeting. The Annual General Meeting takes
place once a year within the first eight
months of the following fiscal year. The
Chairman of the Supervisory Board chairs the
Annual General Meeting, which then decides
on the tasks for which it is responsible.

The agenda, directions on how to get there
and information on voting proxies are
published on the Company website in good
time with the aim of making participation in
the Annual General Meeting of Schaltbau
Holding AG as straightforward as possible

for shareholders. The shareholders can also
obtain proxy voting forms from the website
with which to designate an authorised
proxy for the Annual General Meeting, who
is obliged to vote in accordance with the
shareholder’s instructions.

Supervisory Board

In accordance with § 8 (1) of the Articles of
Incorporation, the Supervisory Board of
Schaltbau Holding AG comprises six
members. One third of these are employee
representatives and the remaining two thirds
represent shareholders. The shareholder
representatives are elected at the Annual
General Meeting and the staff representatives
are elected by employees. The Supervisory
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Board elects its chairman from among its
members. The Supervisory Board has a
five-year term of office. The last regular
election of the Supervisory Board took
place at the Annual General Meeting held
on 7 July 2006.

The Supervisory Board appoints the
members of the Executive Board. The
Supervisory Board both monitors and
advises the Executive Board in the
governance of the Company’s affairs. The
Executive Board requires the approval of
the Supervisory Board for major decisions.
The Supervisory Board meets at regular
intervals four times a year. It examines the
Company Financial Statements and the
Consolidated Financial Statements and, on
this basis, adopts the Company Financial
Statements and approves the Consolidated
Financial Statements.

The Supervisory Board of Schaltbau
Holding AG currently has a Personnel
Committee, consisting of the members
Hans-Jakob Zimmermann, Dr. Stefan
Schmittmann and Marianne Reindl. The
Chairman of the Supervisory Board is also
Chairman of the Personnel Committee.
In the past, the contracts of service and
the structure of the compensation system
for the members of the Executive Board
were reviewed and determined by the
Personnel Committee. In accordance with
the new statutory regulations, the full
Supervisory Board has now taken over this
responsibility.

No other committees exist within the
Supervisory Board. An Audit Committee
has been provided for under the Supervisory
Board's rules of procedure, but has not
been formed, however, in view of the size
of the Supervisory Board. No further
committees were appointed, particularly
in view of the fact that procedures are in

place to ensure a consistent flow of
corporate and other relevant information
to all members of a six-person Supervisory
Board.

Executive Board

The Executive Board manages the business
under its own responsibility. It reports
regularly, promptly and comprehensively
to the Supervisory Board in both written
and oral reports on business performance,
corporate strategies, fundamental issues
relating to financial, investment and
personnel policies as well as on the
profitability and the risk situation of bath
Schaltbau Holding AG and the Schaltbau
Group. A D&O insurance policy has been
taken out for the members of the Executive
and Supervisory Boards. A deductible has
been contractually agreed upon for the
members of the Executive Board with
effect from the beginning of 2010.

Financial reporting and external
audit

The Consolidated Financial Statements
are prepared in accordance with Inter-
national Financial Reporting Standards
(IFRS). The Consolidated Financial State-
ments are submitted by the Executive
Board, audited by the external auditors
and examined and approved by the
Supervisory Board. The Consolidated
Financial Statements are made accessible
to the public.

The external auditor reports to the Super-
visory Board on any significant findings
and events resulting from the external
audit that could be of relevance for the
work of the Supervisory Board. The
Chairman is informed if the external
auditor detects facts that point to an
inaccuracy with respect to the Declaration
of Compliance submitted by the Executive
Board and the Supervisory Board in

accordance with 8§ 161 of the German
Stock Corporation Act (AktG).

Transparency

Schaltbau Holding AG utilises its website
(www.schaltbau.de) to provide information
to shareholders and investors promptly. In
addition to the Annual Report, which also
includes the Corporate Governance Report
and Interim Financial Reports, share-
holders and third parties are additionally
kept informed of the latest developments
by means of ad hoc announcements and
press releases. Schaltbau Holding AG
publishes a financial calendar displaying
all important dates and corporate publi-
cations well in advance. In accordance
with 8 10 of the Securities Prospectus Act
(WpPG), all publicly listed companies are
annually required to provide the public
with a document containing all infor-
mation published or otherwise made
public by them within the preceding
twelve months in compliance with
corporate or capital market regulations.
The "Annual Document" can be downloaded
at: www.schaltbau.de.

Declaration of Compliance pursuant

to § 161 AktG as at 2 December 2009

Declaration of the Executive Board and the
Supervisory Board of Schaltbau Holding
AG regarding the recommendations of the
"Government Commission on the German
Corporate Governance Code" pursuant to
§ 1671 AktG ("Declaration of Compliance")

The Executive Board and the Supervisory
Board of Schaltbau Holding AG issued the
last Declaration of Compliance with the
German Corporate Governance Code
pursuant to 8 161 AktG on 11 December
2008. The following declaration relates to
the version of the Code dated 6 June 2008
and published on 8 August 2008 in the
electronic Federal Gazette for the period
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from 11 December 2008 to 5 August 2009.
For the period from 6 August 2009 onwards
the following declaration relates to the
recommendations of the Code contained
in the version dated 18 June 2009 and
published on 5 August 2009 in the electronic
Federal Gazette.

The Executive Board and the Supervisory
Board of Schaltbau Holding AG hereby
declare that the recommendations of the
"Government Commission on the German
Corporate Governance Code" have been and
are being observed, with the following
exceptions:

Re 3.8:

Schaltbau Holding AG is principally not of the
opinion that the degree of motivation and
responsibility with which the members of the
Executive Board and the Supervisory Board
perform their duties will be enhanced by
the introduction of a deductible. The D&0
insurance policy taken out for the benefit of
the Supervisory Board will thus remain
without provision for a deductible. In future,
the Executive Board contracts of service will
include a deductible for Executive Board
members in accordance with regulations
inasmuch as no right of continuance has
been agreed upon.

Re 4.2.2:

Until now, the contracts of service and
the structure of the compensation system for
the members of the Executive Board were
reviewed and determined by the Personnel
Committee. According to the new regulations,
the full Supervisory Board will take over this
responsibility from now on.

Re 4.2.3:

There is no plan to introduce stock option
models as variable compensation components
for Executive Board members. Long-term
incentives for the Executive Board should
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continue to be primarily achieved by means
of variable compensation components that
relate to the extent of Group profits. Thus the
compensation of individual Executive Board
members consists solely of fixed and
success-oriented components because the
Supervisory Board is of the opinion that stock
option models are only limitedly suitable as
an incentive for the Executive Board. Until
now, variable compensation components did
not include a long-term assessment basis be-
cause no provision was made for them by
law and ambitious performance targets can
also be determined using annual performance
data. In future, the service contracts of
Executive Board members will include
variable compensation components in
compliance with statutory regulations, which
at least also include a long-term assessment
basis, assuming there is no right of
continuance.

The contracts of service for Executive Board
members do not include payment arrange-
ments either pertaining to the premature
termination of their positions in the
Executive Board or termination resulting from
a change of control. Thus in case of premature
termination of a position in the Executive
Board, the necessary flexibility is retained to
allow an appropriate agreement to be reached
in keeping with the particular situation.

Information on the basic features of the
compensation system was not scheduled for
the Annual General Meeting due to the
detailed explanation in the compensation
report, but will, however, be included in future.

Red4.2.4/4.25:

The total compensation of each member of
the Executive Board will not be disclosed as
aresult of the resolution taken at the Annual
General Meeting on 7 July 2006.

Re5.1.2:

Due to the function of Schaltbau Holding AG
as holding company, the number of staff
members it employs is limited. For this reason,
a long-term succession plan primarily based
on the selection of potential internal succes-
sors is not practicable. In view of the current
ages of the Executive Board members and
the terms of their appointments, there is
currently no age limit in place for Executive
Board members.

Re5.2/5.3:

The Supervisory Board has formed a
Personnel  Committee.  An  Auditing
Committee has been provided for under the
rules of procedure of the Supervisory Board,
but has, however, not been formed due to the
total size of the Supervisory Board. No
further committees were appointed,
particularly in view of the fact that a
consistent flow of all company and other
relevant information to all members of a
B-person Supervisory Board is eminently
achievable.

Re 5.4.6:

The compensation of Supervisory Board
members is stipulated in the company's
Articles of Association and specifically
explained in the compensation report
contained both in the Group Management
Report and in the Corporate Governance
report. For this reason, further disclosure of
individual compensation is not currently
provided for.

Membership in committees is not taken into
account in the compensation of Supervisory
Board members because there are currently
no other committees apart from the
Personnel Committee.
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Re7.1.2:

A specific review does not take place
between the Executive Board and the
Supervisory Board prior to the publication
of half-yearly or quarterly financial reports.
The assets, financial and profitability
situation is regularly reviewed within the
framework of Supervisory Board meetings
and whenever the need arises on the
strength of monthly reporting to the
Supervisory Board. The Executive Board
sees this as the only way to preserve
the flexibility required for legal reasons,
particularly in the case of subject matter
relevant to ad hoc publicity.

Due to the international structure of
the Group and the resulting complexity,
the Group financial statements and the
interim reports have not been made publicly
accessible within 90 days after the end of
the fiscal year or 45 days after the end of
the reporting period.

Outlook

The economy has continued to recover
during the first months of 2010. The
economic upturn that originated mainly in
Asia during the second half of 2009 and
particularly in China has, based on the
assessment of economists, gained in
strength. This trend is also benefiting the
countries of the European Union, for which
Eurostat predicts a GDP growth rate of
0.7% for 2010. At 1.2%, the forecast for
Germany is slightly higher.

According to the OECD outlook,
developments on the European labour
market could slow down the recovery.
Unemployment is not expected to reach its
highest point until the end of 2010 or the
beginning of 2011. The general insecurity
caused by the high increase in public debt
as a result of the crisis is an additional
factor. Fears that a state could become

bankrupt were additionally exacerbated at
the end of 2009 and the beginning of 2010
by the difficulties Greece and Dubai were
facing to repay debt. Budgetary discipline
and hence lower spending and investment
will clearly have to become an elementary
part of the policies of many countries.

Accounting for 55% of sales in 2009, the
railway industry is the most important
sales market for the Schaltbau Group.
Due to the long duration of projects, the
visibility of expected orders is high. With
the exception of China, the impact of state-
funded economic stimulus programmes in
this sector has not yet become perceptible.
Despite the continued high requirement
for rolling stock and infrastructure, Schalt-
bau forecasts constant or even slightly
reduced spending in the European railways
sector during the next few years as the
pressure to reduce state debt is bound to
make itself felt. By contrast, investments
in public transportation in other regions
of the world are likely to increase or at
least remain at the levels seen in 2008,
particularly in Asia and the USA. For this
reason the Schaltbau Group will continue
to push ahead rigorously with its strategy
of international expansion in the coming
years.

Considering the continued difficult business
environment, the Schaltbau Group got off
toagood startin 2010. The trend towards
recovery seen during the final quarter of
2009 continued in the first months of the
current year. As a result, the order-intake
for the first quarter 2010 is expected to
surpass the figure recorded for the fourth
quarter 2009.

Within the Stationary Transportation Tech-
nology segment, the Rail Infrastructure
business field is reporting good growth in
terms of incoming orders. The Brake

Systems business field, however, will
continue to suffer from the continuing
reluctance to invest in waorldwide
container traffic, at least during the first
half of 2010. The first major order for brake
systems for wind power plants will have
a positive impact on future business
performance. The moderate recovery in
industrial demand for components is
continuing at both national and inter-
national levels.

Despite these positive factors, an
improvement in sales revenue will follow
on from the improved order-intake figures
seen in the first quarter 2010 with a time
delay. Due to the long winter period, the
delivery of products for Rail Infrastructure
projects has been delayed, in some cases
into the second and third quarters of 2010.

Based on order-intake to date and infor-
mation gathered from the various markets,
the Schaltbau Group is abiding by the fo-
recasts made in November 2009, namely
that Group sales in 2010 will be at a
similar level to 2009. However, the Group
will have to be prepared to perform
upfront work in 2010 in order to achieve
the growth targeted for 2011. This
strategic approach is likely to lead to a
reduction in the result from operating
activities (EBIT) to approximately € 17.5
million. Group net profit for the year is
forecast at € 11.6 million and earnings per
share at € 5.40.

International business in the railway sector
is expected to remain stable during the
fiscal year 2011. The Schaltbau Group is
forecast to register growth in its industrial
goods business. Profitability is therefore
expected to improve in 2011.
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Schaltbau Holding AG forecasts a significantly lower net profit for 2010 than that reported for
the fiscal year 2009. Whereas 2009 benefited from income from the reversal of a previously
recognised impairment loss, the year 2010 will be negatively impacted by the implementation
of the Financial Reporting Modernisation Act (BilMoG), particularly as a result of the
measurement of pension provisions. For the fiscal year 2011, it is likely that the growing
profitability of its subsidiaries will have a positive impact on Schaltbau Holding AG's net profit.

The medium-term prospects for the Schaltbau Group are favourable. The mobility of the world's
population will continue to increase. Environmental aspects will tend to become increasingly
important. Railways are a highly efficient form of transportation in this regard. They are a far
cleaner solution than road, air and sea and the only method of mass transportation in this
decade that can be driven using renewable energy. An additional argument is the lower amount
of space required. Highways take up three times as much land area as high-speed train lines per
kilometre of distance covered.

In view of ever-greater urbanisation, these aspects are likely to become increasingly important.
This process is likely to accelerate, particularly in the emerging markets of Asia and Latin
America. New metropolises will come into being that will have to be connected to each other
by the fastest means possible. Railway transportation is the ideal solution to these challenges.

Parallel to these major trends, the flow of goods will also continue to increase. Good infra-
structure will become an increasingly important factor, particularly for countries with emerging
economies. It is therefore safe to assume that investments in these lines of business are likely
to grow strongly. Apart from organic growth, the continuing internationalisation of the markets
in which the Schaltbau Group operates also provides takeover opportunities. The Group
continues to follow this acquisition strategy as an additional driver of growth, always, however,
in well-thought-out and measured steps. On the back of its great innovative strength, the Schalt-
bau Group intends to reinforce its position on sales markets.

Other disclosures

This Management Report contains facts and forecasts that reflect the future performance of
the Company and Group based on the assessment of the Executive Board of Schaltbau Holding
AG. These assessments are considered to be realistic for the purposes of this report. It is,
however, possible that assumptions may prove to be incorrect or that unforeseen risks and
uncertainties arise. For this reason, the actual outcome may differ to expectations. This may be
due to a number of reasons, such as changes in the business and economic environment, for
example, major changes in project business or in the investment behaviour of customers.

Munich, 29 March 2010
The Executive Board





