














The very complexity of certain projects may harbor risks in the form of unexpected technical obstacles, prob-
lems with partners or subcontractors, and delays in acceptance and invoicing. These risks may be limited but
not fully excluded by such measures as professional project management and extensive quality management
efforts plus contractual stipulations.

Financial risks | The operations of Rheinmetall companies are exposed to interest rate and currency (forex)
risks. While the ongoing globalization of procurement, production and financing has already gradually
downscaled the impact of exchange rate risks, marketable financial derivatives have additionally been
deployed forthe sole purpose of hedging against currency and interest rate risks, mainly currency forwards
and swaps, interest rate caps and currency options. Short positions are generally avoided.

The central liquidity management system, combined with the use of such financing instruments as bond
issues, commercial paper and the asset-backed securities program, ensures the general availability of suffi-
cient financial resources for operating and investing activities.

The current financial market crisis may weaken the equity base of lenders and deprive certain product seg-
ments of their entire liquidity, thus drying up the cash sources usually available to borrowers. Moreover, the
cost risk exists that new agreements will be predicated on higher charges, interest rate spreads and guaranty
commissions. A broad array of different funding sources and financing instruments with staggered maturities
which are closely monitored and therefore revolved, renewed or otherwise updated in good time, enables
Rheinmetall to respond flexibly to such challenges. Based on a detailed long-term cash requirements plan,
the liquidity risk is whittled down thanks to the availability of credit facilities with a year-on-year unchanged
overall volume far beyond such requirements.

Potential losses on long-term contracts or from supply or sourcing agreements, as well as other risks from
e.g. warranty claims have all been adequately and reasonably provided for. Given Rheinmetall’s customer
mix, default risks are negligible. No dependency on customers or (critical) countries exists which in the case
of an adverse trend might jeopardize the Rheinmetall Group’s survivability or going concern.

IT risks | Severe IT system disruptions may have serious impact on the control of business and production
processes. Networks may fail, programming and operating errors or external factors may corrupt or delete
data. Potential IT risks are abated by such factors as IT infrastructure standards, security mechanisms and
adequate protection against data loss, unauthorized access or data misuse. Regular expenditures make sure
that the installed software and hardware are state-of-the-art. Together with specialist service providers, the
technical configuration, the security structure and the efficient operation of the IT systems are periodically
reviewed and continuously improved.

Personnel risks | The degree to which the Rheinmetall Group achieves its ambitious corporate targets and
sustainable success largely hinges on the qualifications, skills and knowledge of its employees. The turnover
of staff in key positions or problems in recruiting skilled technical and managerial staff with the sought-for
commercial, technical and industry-specific expertise may have a sustained adverse impact on the Group.
So, in order to tie employees long term to Rheinmetall and attract new ones, the Company offers incentives,
appealing pension plans, wide-ranging courses and individual development programs. Alongside systematic
management development programs, steps are also taken to identify and nurture at an early stage up-and-
coming talent plus potential holders of key positions .



Compliance risks | Corporate compliance refers to the organizational procedures designed to ensure proper
modes of conduct and behavior on the part of a company and its employees. These are built on proven prin-
ciples governing entrepreneurial activities within the Rheinmetall Group. They are designed to prevent any
disadvantages, loss or damage possibly accruing to the Group from malpractices or wrongdoing. For many
years now, Rheinmetall has had comprehensive corporate policies aimed at continuous abidance by legal
requirements, preventing the violation of applicable laws as well as ensuring actions in line with duty and
prevailing circumstances. Depending on the requirements of their respective businesses, employees are
regularly updated in the course of seminars and through other instruments of information on the relevant
rules and regulations and any amendments. The Chief Compliance Officer regularly reports to the Executive
Board and the Supervisory Board’s Audit Committee about the status quo.

Legal risks | Legal risks encompass in particular those emanating from product liability, competition, cartel
and antitrust laws, patent and tax legislation. Potential loss, damage and liability resulting from ordinary
operations are adequately covered by insurances or accounting provisions. In such decisions and in the
organization of business processes the Group resorts to both detailed advice from its own professionals and,
in certain cases from outside experts. The outcome of judicial proceedings presently underway cannot be
predicted with certainty and hence, court decisions and settlements may lead to expenses not or not fully
allowed for and hence a burden on business and earnings.

Environmental risks | Environmental risks are generally limited since hazardous substances are used to
only a slight extent. Environmental Officers monitor compliance with statutory requirements at the produc-
tion locations.

Risks and rewards in the segments | Rheinmetall Defence specializes in arming the land forces with military
vehicles, weapons and munition as well as electronic equipment and state-of-the-art air defence systems.
The sector’s market potential results mainly from the defence budgets of prospective customer nations. Oppor-
tunities for Rheinmetall Defence’s six divisions are tied to the changing military requirements of the German
Armed Forces, NATO, and the armed forces of the EU states. The Defence sector may also benefit from ad-hoc
procurement needs triggered by the deployment of European forces in crisis regions. Referable projects
commissioned by the German Army—the series contract for the Puma, the Future Soldier System program
and mortar combat systems—are just as critical to winning orders abroad as is an innovative product range
tailored to the new needs of the armed forces and on a par with international competition. Other growth
opportunities can accrue to Rheinmetall Defence as a result of the expected ongoing consolidation process
in the European ordnance market.

Defence’s business areas are not directly dependent on the state of the economy. The chief risks are asso-
ciated with a tightening of public sector budgets in Germany and certain customer countries and tougher
transatlantic competition. Those export markets which are accessible are exposed to fierce international
competition. Political factors and changes in customer countries, budget restrictions and funding/financing
problems might lead to risks in the form of delays and/or non-award of contracts. Worldwide, politicians and
central banks have intervened with comprehensive emergency and rescue packages designed to contain
the fallout of the financial market crisis. The ensuing pressure imposed on the public-sector budgets could
lead to cutbacks, shifts or delays in defence spending which, in turn, would hurt Rheinmetall Defence.



Other possible risk-related obstacles are higher advance funding due to deteriorated downpayment conditions
and possible financial involvement in projects (e.g. public-private partnership models). Additionally, unex-
pected difficulties in project processing might surface and lead to unforeseen burdens.

The present global weakness of the auto industry is adding fuel to already existing trends and will bring about
a change in the current structure of the auto-component industry. From its position of vast technological
competence and financial solidity, this opens up an opportunity of emerging from the crisis strengthened.
Restructuring and earnings-enhancement programs initiated at an early stage will secure profitability even if
sales shrink. When shipments pick up again, the Kolbenschmidt Pierburg Group stands to gain from its leaner
cost structure. The improved global production structure and the market shakeout following the exit of weaker
competitors are further factors expected to lead to a broadening of business.

Alongside the ever tighter statutory emission standards and international CO, reduction pacts, there is a
growing ecological awareness in Kolbenschmidt Pierburg’s key markets and this opens up additional oppor-
tunities to increase shipments and market shares through existing and developing innovative emission-
lowering products.

Despite the meanwhile crisis-related cheaper oil and fuel, the H1/2008 record prices have accelerated
the trend toward fuel-efficient engines. This, in turn, unleashes new potentials for both diesel and low-con-
sumption gasoline engines. Diesels still have a long way to catch up in certain regions of the world. Given its
existing expertise, Kolbenschmidt Pierburg will benefit more than most from a general acceptance of diesel
engine vehicles in these markets. In Europe, especially, the trend toward direct-injection gasoline engines
and downsizing harbors incremental potential.

Other windows of growth are opening up through the expansion of the sector's business outside the car
industry and into such markets as large-bore pistons built into marine and stationary power plant engines.
Cost-pruning programs among various auto-industry OEMs and the related outsourcing activities may also
stoke additional business.

Critical considerations in the Automotive sector’s strategy are, alongside the fast-growing Asian markets
which will continue to constitute the focus of international purchasing, production and marketing efforts,
Kolbenschmidt Pierburg’s presently saturated yet high-volume core markets in Western Europe and the USA.

The transformation process that the auto-component industry is undergoing also offers the opportunity
of winning extra business from high-growth Asian OEMs presently underrepresented in the customer port-
folio and, on the basis of a stable economic situation, digging deeper into the traditional core markets.

For the Kolbenschmidt Pierburg Group, there is also the opportunity by maintaining and sharpening its cost
structure and optimizing the value-adding chain, combined with adherence to ultimate quality standards,
of continuously expanding its business.

The Automotive sector companies together account for 53 percent of corporate sales. The automotive industry
climate and the way this industry develops, have a majorimpact on the Kolbenschmidt Pierburg Group, its
sales and profitability. In times of fiercer competition and greater market transparency, unexpected changes
in regular order placement, product mix shifts, tighter competition and ongoing price pressure are all possible.
The outcome: possible fluctuations in prices, shipments, and profit margins.



Parallel to the shorter product life cycles, motor vehicle manufacturers find themselves encircled by tight
competitive, innovative and cost-reduction constraints which they then pass on to their suppliers. Auto-
motive’s response to these trends is to invest in new products, deploy state-of-the-art manufacturing
processes and cost-saving technologies, maximize internal process efficiency and implement saving and
cost-reduction programs.

Possibly declining auto demand in certain countries is countered by amplifying international presence.
Advantageous economic parameters for extending existing locations and expanding production capacities
are exploited. Additionally, the heterogeneous customer structure allows production fluctuations among
OEMs to be balanced out. Thanks to the broad product range and low reliance on individual carmakers, soft
demand and price increases can be absorbed to a certain degree. The auto industry is affected to an unprece-
dented extent by the repercussions of the international financial market crisis. The developments on the
national and international auto sector are not foreseeable. For 2009, pundits predict a double-digit decline
in global auto production over 2008. This will have a dire impact on the industry suppliers and any consequent
further shrinkage in demand will lead to a severe deterioration in the situation and development at Auto-
motive.

Among the cost risks are excessive commodity price hikes. Such risks are contained by escalator clauses in
the corresponding contracts—especially for aluminum and copper. Procurement timing and volumes are
controlled and accompanied by the use of the relevant hedging tools. Rising energy costs are addressed by
coordinated groupwide invitations to bid and, in some cases, long contract terms.

Acquisitions, strategic alliances, joint ventures and additions to tangible assets are moves that contribute to
the future success of Rheinmetall while at the same time risk-related due to capital outlays and long-term tied-
up capital. Meticulous reviews in advance of such takeovers (comprehensive due diligence), expenditures
(cost-efficiency calculations) and new development projects (feasibility studies, cost-efficiency calculations)
are conducted in a multitiered approval process in order to raise risk transparency.

The general risk situation | The aforementioned risks are not necessarily the only ones to which the Rhein-
metall Group is exposed. Risks, hitherto unidentified or assessed as insignificant, might under changing
circumstances materialize and adversely impact on the asset and capital structure, financial position, or
results of operations.

The Rheinmetall Group’s risk management mechanisms have been reviewed by the statutory auditor in
accordance with Art. 317 (4) HGB and found suitable for identifying early on any risks threatening the survival
of the Group.

Taking into account the overall risk situation, major risks or developments with a potentially long-term unfavor-
able effect on the Group’s asset and capital structure, financial position or results of operations were not
identifiable during the period. From today’s vantage point and in terms of assets and liquidity, no risks exist
individually or in their aggregate that might jeopardize to a serious degree in the foreseeable future either the
continued existence as a going concern or the future development of Rheinmetall AG or its subsidiaries.



Global recession and uncertainties in forecasting | During the winter months of 2008/2009, the global
economy plunged into a deep recession, leading economic research institutes were agreed. There were
differing views at most on the extent and duration of the damage. Experts assessed uncertainties in fore-
casting at the start of 2009 unusually high. This was due firstly to imponderables related to the actual scope
of the financial market crisis and secondly to the world economy‘s surprisingly sharp downhill slide during the
fourth quarter of 2008. In the period that ensued, economic researchers downgraded their forecasts for 2009,
in some cases significantly. For example, the Kiel Institute for the World Economy (IfW) reduced its growth
forecast for global economic output from 3.3 percent, as originally released in September 2008, to 0.4 percent.
For the industrial nations, they predicted a contraction of 1.5 percent.

At the end of January 2009, the IMF also downgraded its already scaled-back growth forecast for world pro-
duction from 2.2 to 0.5 percent, equivalent to the lowest growth since the end of WWII. According to the IMF’s
own definition, the world economy is already in recession if the growth rate falls below 3 percent. It judged
as especially disturbing the fact that in addition to the downward trend among mature industrialized nations
emerging countries such as China, India and Brazil are losing increasingly growth momentum. “2009 will not
be a good year for the global economy even if we do see a recovery at the start of 2010,” noted IMF Managing
Director Dominique Strauss-Kahn.

Bad news also came from the Organization for Economic Cooperation and Development (OECD), which in
January 2009 reported a substantial drop in its “composite leading indicator,” suggesting that it will again
revise its 2009 forecast downward. At the end of November 2008, the OECD predicted a decline in total GDP
for its 30 member countries of 0.4 percent. According to the IMF’s more recent figures, mature industrial
nations even face a drop of 2 percent in 2009. For the USA, the IMF is predicting that economic output will
contract by 1.6 percent, while GDP is set to slump by 2.0 percent in the eurozone and by 2.6 percent in Japan.

The European Union is also forecasting a year of recession for its member states. According to EU Commission
estimates, economic output in the 16 states of the eurozone will decline by 1.9 percent, whereas negative
growth of 1.8 percent is anticipated for all 27 EU countries combined. The recession will hit the German
economy especially hard with GDP forecast to drop by 2.3 percent. The Federal Government’s assessment
of the situation is no more upbeat, its 2009 Annual Economic Report predicting a 2.25-percent fall in eco-
nomic output. This would be the sharpest drop in the Federal Republic’s history.

The outlook for 2009 has also clouded over significantly for the newly industrialized countries. For example,
the IMF is forecasting growth of just 6.7 percent for China, the Chinese economy moving ever further from
the double-digit growth rates of 2003 to 2007. India’s GDP is expected to grow by 5.1 percent, leaving the
Indian economy also unable to sustain the almost double-digit expansion rates of 2006 and 2007.

The hopes of a rapid recovery rest chiefly on a final end to the financial crisis and on the economic stimulus
packages running into billions being launched in the industrial nations. In Germany alone, programs to
support the economy and boost demand have reached a total value of over€8o billion. In addition, indus-
trialized countries are hoping that plunging energy and commodity prices will inject momentum. Following
a record of almost $150 per barrel in the summer of 2008, the price of crude oil slumped to a mere $40 in
early January 2009.



The unexpected rise in the ifo business climate index in January 2009 was viewed by some commentators
as an initial, albeit uncertain, sign of hope. This was the first increase in the index since May 2008. The
experts of the ifo institute warned, however, against excessive expectations because the indicator remained
at a very low level. Uncertainty about when the economic engine might start up again was correspondingly
high in early 2009. Whereas the Federal Government’s Annual Economic Report anticipates a slight rally
in growth rates from Q2/2009, a gradual recovery is only realistic starting from 2010 in the IMF’s view.

For 2010 as a whole, the IMF has lowered its growth forecast for gross world product in spite of the global
economic stimulus programs from 3.8 to 3.0 percent. Its experts are anticipating growth of 1.6 percent for
the USA, with stagnation forecast for the eurozone and Germany at 0.2 and. 0.1 percent, respectively. Japan’s
GDP is predicted to edge up by 0.6 percent. The newly industrialized countries are expected to regain increas-
ing momentum in 2010, according to current estimates. For China, the IMF is forecasting a growth rate of
8.0 percent and for the Indian economy gains of 6.5 percent.

Defence market’s steady growth and predictability | Unlike most branches of the economy the defence
technology market is one of high stability and planning predictability even during the current recession. This
is attributable firstly to the technology involved, the great complexity of military technology procurement
projects requiring long-term planning. Secondly, given the high number of unresolved conflicts and trouble
spots the trend toward armed forces’ modernization is unbroken among the western-style democracies.
Soldiers on international military and peacekeeping missions can be ensured the most effective protection
in the field only through ongoing investment in equipment and technology. In Germany, according to current
budgetary plans, the proportion of matériel and R&D spending is therefore set to mount by 7.7 percent to
over €7.5 billion in 2009, equivalent to 24.3 percent of the total budget volume (up from 23.8 percent), which
is increasing from €29.5 billion to over €31 billion. In addition, military expenditures in the USA and UK,
which constitute the two biggest defence budgets worldwide, are also set to advance in 2009. The Jane’s
Information Group analysts predict that US military spending will reach a new record high of $708 billion
(up from $696 billion), with UK spending forecast to climb from $79.3 billion to $81.5 billion.

Automotive industry drawn into maelstrom of global crisis | In early January 2009, the assembly lines of
the automotive industry ground to a temporary halt as manufacturers and component makers responded
to the unusually sharp slump in year-end demand with unscheduled plant shutdowns. In the opinion of
automotive associations and market research institutes, a rapid improvement is not in sight, as reflected in
the correspondingly gloomy forecasts for 2009 so far. The industry experts of CSM Worldwide are forecasting
that global production of cars and light commercial vehicles will decline by some 13 percent in 2009 on the
previous year. A more significant decline of 16.4 percent is predicted in Western Europe and of 20.8 percent
in the NAFTA region, with experts anticipating a 19.8-percent drop in Japanese production. Growth momentum
in 2009—albeit in a much weakened form—is only expected from emerging economies such as China and
India. Forecasts assume a production increase of 4.6 percent for the Chinese auto industry, with compar-
atively buoyant growth of 7.3 percent anticipated in India. In Brazil (down 3.9 percent) and Russia (down
9.8 percent), growth momentum will slow down on previous years, according to the CSM forecast, resulting
in production reductions.



The prospects for 2010 are still very difficult to foresee, in the opinion of many industry experts. One general
emerging trend however is that the state of the automotive industry will improve tangibly during the course
of the year. For the entire year 2010, CSM’s market researchers are forecasting an 11.9-percent increase in
the production of cars and light commercial vehicles on the 2009 recession year. This growth will be fueled,
however, more by Asian and North American markets than from within Europe, with production for 2010
among Western European auto manufacturers climbing 5.7 percent, well short of the 21.3-percent surge
predicted by experts for Japan and the 10.8-percent gain in China. In addition, following the difficulties of
the 2008 and 2009 crisis years, a sharp rebound is anticipated for North America for 2010 with production
surging by 15.2 percent.

Strong Defence business still Rheinmetall’s mainstay | The business and earnings trend of the two corporate
sectors of Defence und Automotive will vary based on the prospects outlined for the global automotive market
and the market for defence equipment. As in the previous fiscal year, the Rheinmetall Group’s performance
in 2009 will again largely hinge on how well the Defence sector fares. For fiscal 2009, Rheinmetall expects
Defence to remain on its growth course, supported by a continued high order backlog with potential for
new business. For this year, it is budgeting sales of €1.9 billion and an EBIT margin of 10 percent.

For Rheinmetall’s Automotive sector, it is not currently possible to reliably predict the course of fiscal 2009
owing to the prevailing uncertainties in the development of the market. Through cost variation options, by
means of short-time working for instance, and with a defined cost-cutting volume of at least €50 million as
well as pruned capital expenditures and measures to shrink capacities, the sector is countering the downtrend
in automotive production which has also blighted the first few months of the current fiscal year. Its future
profit contributions will depend crucially on how its industry progresses.

In all, the operating conditions exist for Rheinmetall to achieve respectable results in fiscal 2009, albeit on
a reduced scale compared with past years.

Subsequent events | There were no reportable subsequent events.

Diisseldorf, March 6, 2009

Rheinmetall AG
The Executive Board

Eberhardt Dr. Kleinert Dr. Miiller

This management report contains statements and forecasts referring to the Rheinmetall Group’s future development which are
based on assumptions and estimates by management. If the underlying assumptions do not materialize, the actual figures may
differ from such estimates. Elements of uncertainty include changes in the political, economic and business environment, exchange
and interest rate fluctuations, the introduction of rival products, poor uptake of new products, and changes in business strategy.
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Consolidated balance sheet
as of December 31, 2008

ASSETS € million

Note 12/31/2007 12/31/2008

Intangible assets 6) 484 530
Tangible assets @) 1,046 1,092
Investment properties 8) 14 15
Investments 9 84 93
Other noncurrent financial assets 13) 10
Other noncurrent assets 12) 6
Deferred tax assets 29) 44 43
Total noncurrent assets 1,688 1,790
Inventories (10) 726 782
less prepayments received 24) (26)
702 756
Trade receivables 11) 779 710
Other current financial assets 13) 38 25
Other current receivables and assets 12) 70 81
Income tax assets 8 22
Cash & cash equivalents (14) 163 203
Noncurrent assets held for sale @) - 1
Total current assets 1,760 1,798
Total assets 3,448 3,588

EQUITY & LIABILITIES € million

Note 12/31/2007 || 12/31/2008

Capital stock 92 92
Additional paid-in capital 208 208
All other reserves 617 691
Group earnings (after minority interests) 145 134
Treasury stock (46) (66)
Stockholders’ equity 1,016 1,059
Minority interests 43 59
Total equity (15) 1,059 1,118
Accruals for pensions and similar obligations (16) 522 523
Other noncurrent accruals 17) 106 98
Noncurrent financial liabilities (18) 384 360
Noncurrent other liabilities (20) 12 21
Deferred tax liabilities 9 24 44
Total noncurrent liabilities 1,048 1,046
Current accruals 17) 316 312
Current financial liabilities (18) 15 48
Trade payables (19) 554 511
Current other liabilities (20) 412 507
Income tax liabilities 44 46
Total current liabilities 1,341 1,424

Total equity & liabilities 3,448 3,588




Consolidated income statement
for fiscal 2008

€ million
Note 2007 2008
Net sales 4,005 3,869
Net inventory changes and other work and material capitalized (6 58
Total operating performance (21) 3,999 3,927
Other operating income 22 136 145
Cost of materials 23) (2,109) 2,005)
Personnel expenses (24) (1,052) (1,079)
Amortization/depreciation/write-down (25) (168) (166)
Other operating expenses (26) (543) (578)
Operating result 263 244
Net interest expense (27) (57) (62)
Net investment income and other financial results ? 28) 7 2
Net financial result (50) (60)
Earnings before taxes (EBT) 213 184
Income taxes (29) (63) (49)
Net income 150 135
thereof
minority interests (30) 5 1
group earnings (after minority interests) 145 134
EpS (31) €4.15 €3.89
EBITDA 438 412
EBIT 270 246
Adjusted EBIT 32 269 262

Y incl. €70 million interest expense (up from €66 million)
2 incl. €5 million from investees carried equity (down from €7 million)



Opening cash & cash equivalents (Jan. 1)

Net income
Net interest result from financing activities

Amortization/depreciation/write-down/write-up
of intangibles/tangibles and investment properties

Change in pension accruals

Gross cash inflow

Net gain/loss from fixed-asset disposal

Change in other accruals

Change in inventories

Change in receivables, nonfinancial liabilities and prepaid & deferred items
Other noncash expenses and income, net

Net cash provided by operating activities *

Cash outflow for additions to tangible/intangible assets and investment properties
Cash inflow from the disposal of tangible/intangible assets and investment properties
Cash outflow for additions to consolidated subsidiaries and financial assets

Cash inflow from the disposal of consolidated subsidiaries and financial assets

Net cash used in investing activities

Capital contributions by third parties
Rheinmetall AG dividend payout
Other profit distribution

Repurchase of treasury stock

Sale of treasury stock

Cash outflow for interest

Cash inflow from interest

Financial liabilities incurred
Financial liabilities repaid

Net cash used in financing activities

Net change in cash & cash equivalents
Parity-related change in cash & cash equivalents

Total change in cash & cash equivalents

Closing cash & cash equivalents (Dec. 31)

For comments on the cash flow statement, see Note (33).
1 jncluded are net income taxes paid at €40 million (down from €42 million)

2007

197

150
30

168

352

(26)
©

(118)
30

235
(214)
51
(66)
39
(190)
(35)
()
@)

(38)

10
(14)

(80)

(35

(34)

163

2008

163

135
34

166

335
©)
(25)
ae)
70
(10)
351
(200)

18
35)

(211)

45)

©
(9)
41

41
(3)

(100)

40

40

203



OcCl from Group

Reserves OCl from | | statement eamings
Additional | | retained currency| | atFVand after Stock-
Capital paid-in from | | translation | |other valu- minority | | Treasury holders’ Minority Total
stock capital | | earnings | | differences ation | | Total OCI interests stock equity | | interests equity
Balance at December 31, 2006 92 208 488 (37) 65 28 120 42) 894 43 937
Defined benefit asset (IFRIC 14) - - 2 -- -- - - - 2 - 2
Balance at January 1, 2007 92 208 490 (37) 65 28 120 42) 896 43 939
Dividend payout - - (35) - - - - - (35) (4) (39)
Currency translation differences - - - 6) -- 6) - - 6) 1) @)
Consolidation group changes - - - - - - - - - 1 1
Transfer to/from reserves - - 120 - - - (120) - - - -
Accumulated OCI - - 6 -- 14 14 - (4) 16 ()] 15
Group net income - - - -- -- - 145 - 145 5 150
Balance at December 31,
2007/)anuary 1, 2008 92 208 581 (43) 79 36 145 (46) 1,016 43 1,059
Dividend payout - - (45) - - - - - (45) (6 (51)
Currency translation differences - - - ) - ® - - ® @) ©)
Consolidation group changes - - - - - - - - - 22 22
Transfer to/from reserves - - 145 - - (145) - - - -
Accumulated OCl - - 6 - (24) (24) - (20) (398) - (38
Group net income - - - -- -- - 134 - 134 1 135
Balance at December 31, 2008 92 208 687 (51) 55 4 134 (66) 1,059 59 1,118

For comments on equity, see Note (15).

Net comprehensive income amounts to €108 million (down from €162 million) and is the net of currency
translation differences, accumulated OCI (excluding treasury stock) and group net income. The accumulated
OCl reflects mainly changes in fair value and other remeasurement.



Corporate sectors Defence

2007

Balance sheet as of 12/31

Equity ()] 612
Pension accruals 2 249
Net financial liabilities 3) 10
Capital employed (CE) (1)+(2)+B3) 871
Additions to CE 77
CEasof12/31 948
Annual average CE (4) 860

Income statement

Net external sales 1,757
thereof German (%) 34.9
thereof abroad (%) 65.1

Net P/L from investees carried at equity 3

EBITDA 211

Amortization/depreciation/write-down (51)
thereof write-down ©9)

EBIT (5) 160

Interest income 10

Interest expense (32)

Net interest expense 22)

EBT 138

Income taxes (47)

Net income/(loss) 91

EBIT margin (%) 9.1

Other data

ROCE (%) (5)+(4) 18.6

Capital expenditures 53

R&D expenditures 53

Order intake 1,804

Order backlog (as of 12/31) 2,868

Prepayments received 477

Employees at 12/31 (FTE) 7,175

2008

714

(96)
870

77
947
948

20.5
53

61
1,723
3,307
478
9,217

Automotive
2007 2008
523 566
247 244
71 72
841 882
169 169
1,010 1,051
996 1,031
2,249 2,055
32.3 32.8
67.7 67.2
4 4
237 185
(117) (123)
(4) ®
120 62
3 4
29 (30)
(26) (26)
94 36
(32 (17)
62 19
5.3 3.0
12.0 6.0
148 146
126 138
2,236 2,057
371 376
23 22
11,895 || 11,682

Others/
Consolidation

2007 || 2008
76) || (162)
26 27
155 229
105 94

(122) || (122
a7) (28)

7 (23)
@
0 0
(10) (10)
0 0
(10) (10)
@ @
®) @
© ©
(19) 19)
16 0
€) 19)
1 1
115 121

Group

2007 2008
1,059 1,118
522 523
236 205
1,817 1,846
124 124
1,941 1,970
1,863 1,956
4,005 3,869
33.4 33.4
66.6 66.6
7 5

438 412
(168) (166)
(13) @
270 246

9 8
(66) (70)
(57) (62)
213 184
(63) (49)
150 135
6.7 6.4
14.5 12.6
202 200
179 199
4,040 3,780
3,239 3,683
500 500
19,185 | | 21,020



Regions

Net external sales
Defence

Net external sales
Automotive

Total net external
sales

in % of group sales
Segment assets

For comments on the segment reports, see Note (34).

Germany
2007 2008
612 618
727 674
1,339 || 1,292
33 33
1,009 | 1,022

Other Europe
2007 2008
713 612
991 912
1,704 1,524
43 40
342 401

North America

2007

154

279

433
11
110

2008

176

223

399
10
114

Asia

2007

240

2008

336

100

436
11
37

Other Regions/
Consolidation

2007

38

145

182

59

2008

72

146

218

63

Group
2007 2008
1,757 || 1,814
2,249 || 2,055
4,005 | 3,869
1,544 || 1,637
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Notes (Group)
Fixed-asset analysis

Fixed-asset analysis € million

Gross values

2007 Changes in
consolidation
Book group/share-
1/1/2007 Additions Disposals transfers holding
Intangible assets
Development costs 69 23 1
Concessions, franchises, industrial property rights and licenses 85 9 0) 1 0
Other intangible assets 0 - 16
Goodwill 365 0 - 26
Prepayments on intangibles 1 - )]
520 33 1) 0 42
Tangible assets
Land, equivalent titles, and buildings
(incl. buildings on leased land) 937 20 (53) 28 1
Production plant and machinery 1,621 54 40) 35 3
Other plant, factory and office equipment 459 27 22) 14 2
Prepayments on tangibles, construction in progress 81 68 ©0) (81)
3,098 169 (115) (4) 6
Investment properties 29 0 9) 4 -
Total 3,647 202 (125) 0 48
2008
Book
transfers/ | | Consolidation
1/1/2008 Additions Disposals step-up group change
Intangible assets
Development costs 91 24 )
Concessions, franchises, industrial property rights and licenses 94 5 ) 0
Other intangible assets 16 - 20
Goodwill 391 - 28
Prepayments on intangibles 1 1 - 0
593 30 (11) 0 48
Tangible assets
Land, equivalent titles, and buildings
(incl. buildings on leased land) 926 12 (16) 23 0
Production plant and machinery 1,650 60 (38) 38 6
Other plant, factory and office equipment 480 32 (30) 8 3
Prepayments on tangibles, construction in progress 68 66 () (60) 0
3,124 170 (88) 9 9
Investment properties 24 - 0) 2 -
Total 3,741 200 (99) 11 57

The Book transfers/step-up column covers an overall €11 million increase in the fair value of essential land.




‘ ’ Amortization/depreciation/write-down ‘ ’ Net values
Changes in

Currency consolidation Currency
translation Book group/share- translation

differences 12/31/2007 1/1/2007 Additions Disposals transfers Write-up holding differences 12/31/2007 12/31/2007

0 91 21 16 - 0 37 54

[6D)] 94 60 10 (] 0 0 (1) 69 25

- 16 0 3 - 0 3 13

391 -- 391

1 - 1

(1) 593 81 29 0) 0 -- 0 1) 109 484

@ 926 447 20 (23) 3) -- (4) 437 489

23) 1,650 1,229 86 37) 1 1 17) 1,263 387

0 480 365 32 (21) 0 1 1 378 102

0 68 -- 68

(30) 3,124 2,041 138 (81) ) - 2 (20) 2,078 1,046

0 24 14 1 6) 2 0 - 1) 10 14

(31) 3,741 2,136 168 (87) - 0 2 (22) 2,197 1,544
Currency Currency
translation Book Consolidation translation

differences 12/31/2008 1/1/2008 Additions Disposals transfers Write-up group change differences 12/31/2008 12/31/2008

2 108 37 11 - 1 49 59

0 97 69 9 @] 0 0 76 21

1 35 3 3 - 6 29

0 419 - 419

0 2 - 2

1 661 109 23 ) 0 -- 0 1 131 530

17 962 437 21 (16) 0 -- 13 455 507

20 1,736 1,263 86 37) 0 15 1,327 409

3) 490 378 35 (29) 1 2 383 107

()] 69 - 69

33 3,257 2,078 142 (82) 0 0 1 26 2,165 1,092

0 26 10 1 0) 0 -- - 0 11 15

34 3,944 2,197 166 (84) - 0 1 27 2,307 1,637




(1) General | The consolidated financial statements have been prepared in due accordance with the regu-
lations of Art. 315a(1) German Commercial Code (“HGB”) and hence with the International Financial Reporting
Standards (IFRS) as adopted by the European Union (EU). A groupwide accounting guideline binding on all
companies included in the consolidated financial statements ensures that all current rules and principles
are consistently applied and interpreted. The consolidated financial statements and group management report
are filed with, and published in, the digital version of the Federal Gazette.

The following mandatory revised IASB Standards have been applied in 2008 for the first time but have no
significant impact on the consolidated financial statements. The transitional provisions have been duly
complied with.

IFRS 7 (revised) Financial Instruments: Disclosures
IAS 39 (amended) Financial Instruments: Recognition and Measurement

The following Standards and Interpretations have been applied early:

IFRS 2 (amended)  Share-Based Payments

IFRS 8 Operating Segments

IFRIC 14 IAS 19—The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction

IFRS 2, Share-Based Payments, makes a distinction between cash-settled and equity-settled share-based
payment transactions. For either instrument, fair value is determined when the instruments are granted. The
early application of IFRS has no effect on the consolidated financial statements.

IFRS 8, Operating Segments, supersedes IAS 14, Segment Reporting, and requires companies to disclose
certain financial and narrative information about their reportable operating segments; for these, separate sets
of financial information must be available to be periodically reviewed by the company’s senior management
body to assess performance and decide on the allocation of resources. Generally, financial information should
be based on the internal controlling system. IFRS 8 must be applied in the financial statements for fiscal years
beginning on or after January 1, 2009, earlier application being permitted. Rheinmetall has opted for the early
application of IFRS 8, commencing with the consolidated financial statements 2008, and restated its prior-
year comparatives accordingly.

IFRIC 14, IAS 19—The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction,
deals with the measurement of economic benefits of excess cover of pension obligations. Its application is
obligatory for fiscal years commencing on or after January 1, 2008, the EU having endorsed the Interpretation
on December 16, 2008. Therefore, this Interpretation must be applied starting from the first fiscal year after
December 31, 2008. Beginning with the consolidated financial statements 2008, Rheinmetall applies the
Interpretation early and therefore recognizes an asset from its plan-funded pension obligations. Since the
transitional provisions require retrospective application, the prior-year comparatives have been restated
accordingly.

The revised IAS 1, Presentation of Financial Statements, whose first-time application is obligatory for fiscal
years beginning on or after January 1, 2009, is not applied early by Rheinmetall. The Standard has been revised
to improve comparative and other analyses by users of financial statements. IAS 1 provides the rules for the
presentation and classification of financial statements and specifies minimum disclosure requirements.
The revision primarily refers to the presentation of comprehensive income other than from transactions with
stockholders.



The revised IAS 23, Borrowing Costs, also requires application for fiscal years commencing on or after Janu-
ary 1, 2009, but is not applied early by Rheinmetall. The amendments refer to the capitalization of borrowing
costs incurred for assets which are made over an extended period of time. Application of the revised Standard
will change the Rheinmetall Group’s accounting and valuation principles since to date, borrowing costs have
always been expensed. For Rheinmetall, the amended rules affect the capitalization of development costs and
impact on the amount of contract costs under PoC contracts. However, the effects are not deemed significant.

The following Standards published by the IASB in 2008 were adopted (accepted) by the EU in January 2009:

IFRS 1 (amended)  First-Time Adoption of IFRS

IAS 1 (amended) Presentation of Financial Statements

IAS 27 (amended)  Consolidated and Separate Financial Statements
IAS 32 (amended)  Financial Instruments: Presentation

IFRS improvements ~ Amendments of 20 IFRS Standards

The IFRS 1 and IAS 27 amendments were published together and offer equity interest valuation conveniences
when applying the IFRS for the first time.

The IAS 1 and IAS 32 amendments extend the definition of equity for certain puttable financial instruments
and financial instruments entitling to an interest in the prorated net liquidation assets. Moreover, additional
disclosures in the notes are required for financial instruments affected by the amendments. Application of
the amended Standards is obligatory for fiscal years commencing on or after January 1, 2009, their earlier
application being permitted. The effects of these amended Standards on the presentation of Rheinmetall’s
consolidated financial statements are deemed to be not material.

The Improvements to IFRS document summarizes several minor modifications of current Standards and is
subdivided into two parts. The first section deals with amendments of potential impact on the presentation,
recognition or valuation, the second one with terminological and editorial improvements. Unless a specific
Standard provides otherwise, the amendments must be applied to financial statements for fiscal years com-
mencing on or after January 1, 2009, their earlier application being permitted. Rheinmetall presumes that such
amendments will not significantly affect the presentation of its financial statements.

The following Standards and Interpretations, published by the IASB in 2008, have not yet been adopted
by the EU:

IFRS 3 (amended)  Business Combinations
IAS 27 (amended)  Consolidated and Separate Financial Statements
IAS 39 (amended)  Financial Instruments: Recognition and Measurement

IFRIC 15 Agreements for the Construction of Real Estate
IFRIC 16 Hedges of a Net Investment in a Foreign Operation
IFRIC 17 Distribution of Noncash Assets to Owners

Once adopted by the EU, application of the amended Standards and new Interpretations is obligatory as
from fiscal 2009 or 2010.



The IFRS 3 and IAS 27 amendments were published together and refer to the accounting for newly acquired
non-controlling equity interests in an enterprise, providing two measurement options. Any non-controlling
interest in an acquiree may either be measured at fair value or as such interest’s prorated share of the
acquiree’s net identifiable assets. In addition, acquisitions or the disposal of part of the shares without loss
of control should be disclosed as transaction between owners, without being recognized in the income state-
ment. Acquisition incidentals must be expensed in full. The revised Standards require application to business
combinations transacted in fiscal years commencing on or after July 1, 2009, any earlier application being
permitted for such transactions in fiscal years which begin on or after June 30, 2007. Currently, Rheinmetall
does not believe in the application of such revised Standards having a significant effect on the Group’s results
of operations.

The amendment to IAS 39 highlights the application of basic hedge accounting principles in two specific
scenarios, i.e., the designation of inflation risks as underlying and the designation of a unilateral risk in
an underlying. The new rule must be applied in financial statements for fiscal years beginning on or after
July 1, 2009, earlier adoption being permitted. Presently, Rheinmetall does not expect that applying the
amended version has any significant effect on the presentation of its financial statements.

No effects on the consolidated financial statements are expected to result from the new Interpretations.

The consolidated financial statements are presented in euro (€). Unless otherwise stated, amounts are
throughout indicated in € million (including prior-year comparatives). Non-rounded amounts may differ. The
consolidated income statement has been presented in the total-cost format.

Adopting IFRIC 14 has resulted in the recognition of a defined benefit asset of €3 million since in Switzerland,
plan assets outcover the present value of the defined benefit obligation. The DBA has been directly recognized
retroactively as of January 1, 2007, without affecting the income statement. The noncurrent other assets and
reserves retained from earnings have been adjusted accordingly, with due regard to deferred taxes.

The fiscal year of Rheinmetall AG and its consolidated subsidiaries equals the calendar year. Rheinmetall AG
(Local Court of Registration: Diisseldorf, Commercial Register No. HRB 39401) has its registered office in
Diisseldorf at Rheinmetall Platz 1.



Based on the provisions of Arts. 264(3) and 264b HGB governing companies and trading partnerships,
respectively, the following German enterprises have elected not to disclose their financial statements 2008:

Rheinmetall Berlin Verwaltungsgesellschaft mbH
Rheinmetall Verwaltungsgesellschaft mbH

Rheinmetall Industrie Ausriistungen GmbH
Rheinmetall Industrietechnik GmbH

MEG Marine Electronics Holding GmbH

Rheinmetall Versicherungsdienst GmbH

Rheinmetall Immobiliengesellschaft mbH

Rheinmetall Maschinenbau GmbH

Rheinmetall Biirosysteme GmbH

EMG EuroMarine Electronics GmbH

SUPRENUM Gesellschaft fiir numerische Superrechner mbH
Kolbenschmidt Pierburg AG

Pierburg GmbH

KS Kolbenschmidt GmbH

KS Gleitlager GmbH

KS ATAG GmbH

KS Aluminium-Technologie GmbH (vormals KS Aluminium-Technologie AG)
KS ATAG Bearbeitungsgesellschaft mbH

KS ATAG Beteiligungsgesellschaft mbH

Werkzeugbau Walldiirn GmbH

MS Motor Service International GmbH

MS Motor Service Deutschland GmbH

GVN Grundstiicksverwaltung Neckarsulm GmbH & Co. KG
KS Grundstiicksverwaltungs GmbH & Co. KG
Kolbenschmidt Liegenschaftsverwaltung GmbH Berlin
GVG Grundstiicksverwaltung Gleitlager GmbH & Co. KG
GVH Grundstiicksverwaltung Hamburg GmbH & Co. KG
Pierburg Pump Technology GmbH

Rheinmetall Waffe Munition GmbH

Rheinmetall Defence Electronics GmbH

Rheinmetall Dienstleistungszentrum Altmark GmbH
Rheinmetall Technical Publications GmbH

Rheinmetall Landsysteme GmbH

Oerlikon Contraves GmbH

Eurometaal Holding Deutschland GmbH

Since Rheinmetall’s consolidated financial statements have an exempting effect under the terms of Art. 291(2)
HGB, Kolbenschmidt Pierburg AG refrains from preparing its own consolidated financial statements.



(2) Consolidation group | Besides Rheinmetall AG, the consolidated financial statements include all German
and foreign subsidiaries in which Rheinmetall AG holds the majority of voting rights (whether directly or indi-
rectly) or whose financial and business policies are otherwise controlled by the Group. Generally, companies
are newly consolidated or derecognized when control is transferred. Associated affiliates (i.e., companies in
which a stake between 20 and 49 percent is owned and on which a controlling influence is exercised) and
joint ventures are stated at equity.

12/31/2007 Additions Disposals 12/31/2008

Fully consolidated companies
Germany 44 4 ©)) 45
abroad 48 8 - 56
92 12 3) 101

Investees carried at equity

Germany 14 3 ) 15
abroad 9 2 @) 10
23 5 3) 25

The fully consolidated subsidiaries newly added in 2008 refer to four acquirees (thereof two abroad) and
eight newly organized enterprises (including six abroad). Since the land and buildings were acquired by three
special-purpose property lease firms, their inclusion according to SIC 12 has become irrelevant.

March 2008 saw the takeover of a 51-percent voting interest in LDT Laser Display Technology GmbH. The
Company is a world leader for laser projection systems. The price amounted to €2 million. Considering the
existing call and put option on the remaining stake (at a bargain price), all of the shares (100 percent) have
been consolidated.

In May 2008, all of the shares in Stork PWV B.V., a Dutch tank builder, were acquired at a price of €40 million.
The acquisition price allocation produced goodwill of €28 million. In June 2008, the subsidiary was renamed
Rheinmetall Nederland B.V.

In September 2008, a deal for the takeover of a 51-percent stake in Denel Munitions (Pty) Ltd., a South African
manufacturer of ammunition, was closed at a price of €0 million. The allocation of the acquisition price
resulted in badwill of €15 million. Since October 2008, the company has operated as Rheinmetall Denel
Munition (Pty) Ltd.



The acquired assets and liabilities of LDT Laser Display Technology GmbH, Stork PWV B.V. and Denel Munitions
(Pty) Ltd. are stated at fair value in the balance sheet and break down as follows:

Pre-acquisition

book values Adjustments Fair values
Goodwill - 28 28
Other intangible assets - 20 20
Tangible assets 9 - 9
Inventories 32 6 38
Cash and cash equivalents 10 - 10
Other current assets 21 - 21
Other current liabilities 43 3 46
Other noncurrent liabilities - 8 8

The fair values of intangible assets had the greatest impact on acquisition price allocation and cover mainly
order backlog and know-how. For fiscal 2008, LDT Laser Display Technology and Rheinmetall Nederland each
contributed an EBIT of €0 million, and Rheinmetall Denel Munition a red EBIT of €11 million, to the Group’s.
Offsetting the €15 million badwill, Rheinmetall Denel Munition is on balance included with a black EBIT of
€4 million in the Group’s.

(3) Consolidation principles | The financial statements of consolidated German and foreign companies are
prepared in accordance with groupwide uniform accounting and valuation methods.

Subsidiaries included for the first time are consolidated according to the acquisition method (involving full
revaluation) by contrasting the cost of shares acquired against the subsidiaries’ prorated equity revalued
as of the date of change of control. Cost equals the fair values of the assets given, liabilities assumed, and
equity instruments issued by the acquirer, in exchange for the acquisition, plus any related direct costs. Any
remaining difference is capitalized as goodwill within intangible assets.

Any residual badwill is immediately released to other operating income.

When additional shares in already fully consolidated subsidiaries are acquired, the difference between acqui-
sition price and minority interests is recognized as goodwill.



Within the Rheinmetall Group, the value of goodwill is tested once annually for, and during the year if signs hint
at, impairment by comparing the book value to the recoverable amount, the latter generally being determined
from the value in use. If and when the value in use is below book value, it is tested whether the net fair value
(NFV: fairvalue less costs to sell) is higher. The impairment loss is then charged as write-down at the difference
between book value and recoverable amount. A cash-generating unit’s value in use is calculated according
to the DCF method, discounting future cash flows over the medium-term corporate planning period. In the
Rheinmetall Group, the corporate plan is prepared on the basis of empirical and current forecast data. Within
the Defence sector, planning is substantially predicated—besides on projects and inquiries already included
in its order backlog—on national defense budgets of EU nations and NATO, duly allowing for new-market
access and cost-paring programs.

Key planning assumptions by Automotive are based on the sector forecasts underlying sales plans and
covering the worldwide automotive market trend, the planned engine programs of carmakers, specific
customer commitments to individual projects, as well as on Automotive-specific adjustments to allow for
planned product innovations and cost savings. Due to the presently unpredictable repercussions of the
global economic crisis on the automotive industry, no reliable plan could be finalized in 2008 for the Auto-
motive sector. The slumps in demand forecasted for this industry can be used for budgeting to a limited
extent only since bona fide assessments and estimates cover just a short period. In order to calculate the
values in use of cash-generating units (CGUs), Rheinmetall is applying flat-rate markdowns to its current data,
based on provisional assessments of the adverse impact on the ailing automotive market.

Rheinmetall’s current WACC is used as discount rate:
Corporate sector Defence: 9.8 percent (up from 9.6)
Corporate sector Automotive: 10.0 percent (up from 9.6)

For the period after the last planning year, the following growth allowance is deducted from the risk-specific
pretax discount rate:

Corporate sector Defence: 1.0 percent (unchanged)

Corporate sector Automotive: 0.0 percent (unchanged)

Neither the discount rate increase, nor the growth allowance decrease, by 0.5 percentage points impair good-
will. Goodwill impairment losses are immediately recognized as write-down in the corresponding income
statement line; any write-up upon future value rebound is, however, prohibited.

Minority interests in the consolidated equity of subsidiaries (including those in profit and loss) are recognized
and disclosed as such in the balance sheet. The hidden reserves and burdens, as well as the related gains
or losses, are disclosed on acquisition through the prorated recognition at fair value of minority interests.



Expenses, losses, income and gains from intragroup transactions, as well as intercompany receivables/
payables and profits/losses are all mutually offset. Unless allocable to goodwill, taxes are deferred for all
temporary differences from the consolidation of receivables/payables, income/expenses, and the elimination
of intercompany profits/losses.

Shares in associated affiliates and joint ventures are stated at equity. Taking the historical cost of the shares
as of the date of their acquisition, the investment book value is increased or decreased to reflect such changes
in the equity of these associated affiliates/joint ventures as are allocable to the Rheinmetall Group.

To determine the goodwill (if any) of investees, principles analogous to full consolidation are adopted, capital-
ized goodwill being mirrored in the investment book value. Consolidation transactions substantially conform
with the principles described above for fully consolidated subsidiaries.

(4) Currency translation | The functional currency concept has been adopted to translate the annual financial
statements of non-German group companies into euros. As a rule, their functional currency corresponds to
the local currency as the currency of the primary business environment in which such companies operate.
Therefore, assets and liabilities are translated at the mean current, and the income statements at the annual
average, rates. The translation differences resulting herefrom are recognized in, and only in, equity as other
comprehensive income (OCI). Goodwill created from the capital consolidation of a newly acquired non-German
company is assigned to the acquiree and translated at the current rate of the acquiree’s functional currency.
In the separate financial statements of consolidated companies, each foreign-currency transaction is recog-
nized at the historical rate. Monetary assets and liabilities originally denominated in a foreign currency are
translated at the current rate. If carried at cost, other assets and liabilities are translated at the historical
transaction rate and, if carried at fair value, at the rate current at the date of fair value determination. Currency
translation differences are duly recognized in the net financial result.

(5) Accounting and valuation methods | The key accounting and valuation methods applied on the basis of
the groupwide uniform accounting guideline to Rheinmetall AG’s consolidated financial statements are
described below.

Cost | Purchase costincludes the purchase price and all direct purchase incidentals. Where applicable, cost
equals the fair value of the asset given in, as of the date of, an exchange of assets transaction, any cash com-
pensation being accounted for accordingly.

The production cost of internally made assets from which future economic benefits are likely to flow to the
Group and whose value can be reliably determined, includes the costs directly allocable to the production
or conversion process, as well as reasonable portions of production-related overheads, the latter comprising,
inter alia, indirect materials and indirect labor, as well as production-related depreciation and social security
expenses, all based on normal workloads. Financing or borrowing costs are not capitalized as part of cost.



Subsidies and grants | Public subsidies and customer grants or allowances which by their nature are consid-
ered investment grants are directly offset against the capital expenditures, whereas any grants or allowances
for expenses for purposes other than investing activities are deferred as income and amortized to the income
statement when the related expenses are incurred. Where the effect of interest from discounting is material,
long-term deferred income is carried at the settlement amount discounted as of the balance sheet date.

Impairment of assets | Where certain signs indicate that the value of an intangible or tangible asset may be
impaired, and if the recoverable amount is below amortized or depreciated cost, write-down is charged. When
the reasons for write-down have ceased to exist, the asset is written up to an amount not exceeding its
amortized or depreciated cost excluding write-down.

For goodwill impairment testing, see Note (3), Consolidation principles.

If the value of goodwill written down rebounds, it is never written up.

Intangible assets | Intangible assets are capitalized at cost. Research costs are always expensed. Devel-
opment costs are not capitalized unless and until a newly developed product or process can be clearly defined,
technologically realized and used either internally or is destined for marketing, and if there is reasonable
assurance that its costs will be recovered by future cash inflows. Any other development costs are imme-

diately expensed.

Finite-lived intangible assets are amortized by straight-line charges from the date of first use over their
economic lives.

The following unchanged useful lives underlie amortization:

Years
Concessions, franchises, and industrial property rights 3-15
Development costs 5-7
Customer relations 5
Technology 10-25

Goodwillis not amortized but its value tested once annually, or whenever deemed appropriate, forimpairment.

Tangible assets | Tangible assets are carried at depreciated cost less any write-down. Tangible assets (if
finite-lived) are depreciated on a straight-line basis over their estimated useful lives unless in exceptional
cases another method better reflects the pattern of use.



The following unchanged asset depreciation ranges (ADR) apply to within tangible assets:

Years
Buildings 20-50
Other structures 8-30
Equivalent titles 5-15
Production plant and machinery 3-20
Other plant, factory and office equipment 3-15

Essential plots of land owned for business purposes are stated according to the revaluation method at fair
value, which regularly equals market value. Generally accepted valuation techniques are used to determine
fair market values, which are in most cases based on the expert reports of an independent appraiser. External
appraisal reports are as a rule obtained every three years, the latest being the valuation as of December 31,
2008.

Capital leases | Tangible assets obtained under capital leases are capitalized at cost (i.e., at the lower of
their fair values or the present value of minimum lease payments) and depreciated on a straight-line basis
over the shorter of their estimated useful lives or underlying lease terms.

Investment properties | These are properties held for investment, i.e., to earn rental income or benefit from
long-term capital appreciation, and not for use in production or administration.

Investment properties (unless land) are carried at depreciated cost less accumulated write-down (if any).
The fair market value of investment properties, determined according to generally accepted valuation tech-
niques and substantially based on values indicated by an independent appraiser (updated as of December 31,
2008), is stated in Note (8).

Financial assets | Securities throughout belong in the category available for sale and are therefore carried
at fairvalue. Where such fair market value is not reliably determinable, the assets are carried at amortized cost.
Gains and losses, while unrealized, are shown as OCl from statement at fair value and other remeasurement
but, upon financial-asset disposal, are recognized in netincome. However, if and when substantiated evidence
hints at a monetary asset’s impairment, even unrealized losses are recognized in the income statement.

Initial measurement is based on the value at settlement date.

Long-term loans bearing interest at fair market rates are carried at amortized cost, whereas non- or low-
interest loans are discounted and shown at their present values.

Receivables are stated at amortized cost. While adequate allowances provide for bad debts and doubtful
accounts, nonpayment or other default risks are insignificant, given Rheinmetall’s customer mix. Receivables
sold under an ABS program are offset against trade receivables and, at the amount of the continuing involve-
ment (i.e., the risk retained), shown as both other current receivables and other current liabilities.



Inventories and prepayments received | Inventories are recognized at cost, which as a rule equals average
prices. FIFO or similar inventory-pricing methods are not used. Risks inherent in inventories due to reduced
utility or to obsolescence are adequately allowed for. If the net realizable value (NRV) of any inventories at the
balance sheet date is below their carrying amount, such inventories are written down to NRV. The write-down
either raises the cost of materials (raw materials and supplies) or reduces the net inventory level of finished
products and work in process. If the NRV of inventories previously written down rebounds, the ensuing write-
up is routinely offset against cost of materials (raw materials and supplies) or shown as increase in inventories
of finished products and WIP.

Prepayments received from customers for contracts other than dedicated manufacturing or construction con-
tracts under the terms of IAS 11 are, if production cost has already been incurred, openly deducted directly
from inventories, any other prepayments being recognized as liabilities.

PoC accounting | Where the criteria and requirements of IAS 11 are met, (longer-term) manufacturing orders
or construction contracts from customers are recognized in accordance with their percentage of completion.
This method implies that the production cost incurred, plus a markup in line with the PoC, is shown as PoC
receivable and within net sales. As a rule, the PoCis determined on a cost-to-cost basis, i.e., at the ratio the
expenses incurred bear to anticipated total expenses. If the net result from a PoC contract cannot be reliably
estimated, expected revenue is recognized only at the amount of contract costs actually incurred. Expected
losses on manufacturing contracts (so-called onerous contracts) are either covered by an appropriate write-
down or else provided for, all with due regard to all foreseeable risks. Milestone payments or other prepay-
ments received are directly offset against the PoC receivables up to a ceiling that corresponds to the contract’s
actual PoC, any sums received in excess being recognized as prepayments received.

Cash and cash equivalents | Cash equivalents comprise any liquid assets with a remaining term of less than
three months at the date of their purchase or investment. Cash and cash equivalents are carried at amor-
tized cost.

Deferred taxes | Taxes are deferred for temporary differences between the values of assets and liabilities in
the IFRS-based balance sheet and those in the individual companies’ tax accounts. Deferred tax assets also
include the tax assets receivable from the expected future utilization of tax loss carryovers (if their realization
is reasonably certain). Deferred taxes are determined by applying the local tax rates current or announced in
each country at the balance sheet date.

A rate of 30 percent (down from 40) is applied to calculate German deferred taxes (corporate income tax,
solidarity surtax thereon and municipal trade income tax). Deferred taxation rates outside of Germany range
between 18 and 41 percent.

No deferred tax liabilities for temporary differences of shares in subsidiaries and associated affiliates were
recognized since Rheinmetall can control the reversal of such differences and the reversal is not probable
in the foreseeable future.



Accruals | Accruals for pensions and similar obligations are determined for defined benefit plans according
to the projected unit credit (PUC) method, which is predicated on assumptions such as mortality, expected
future pay and pension increases, plan participant turnover rates, interest rate variations, as well as other
actuarial parameters. The fair value of any existing pension plan assets is deducted from pension accruals.
Any excess of plan assets over the DBO volume (a so-called defined benefit asset) is not recognized unless
Rheinmetall can actually utilize or realize it. Differences between actuarial assumptions as well as actual trends
of the underlying parameters and the calculation of fair value of plan assets give rise to actuarial gains or
losses which, if outside a 10-percent corridor of the higher of the DBO’s present value or the plan assets’
fair value, are recognized in the income statement over the average residual service years of employees.

Payments to defined contribution plans (DCP), under which the company incurs no obligations other than
to pay the contributions to earmarked pension funds, are recognized in net income in the year of their incur-
rence. In addition, the Rheinmetall Group participates to a minor extent in some multi-employer plans which,
albeit generally based on defined benefit obligations, are accounted for as defined contribution plans under
the terms of IAS 19:30 since no information is available that would suffice for defined benefit plan accounting.
The plan assets of two subsidiaries (one Swiss and one Dutch) cannot be clearly allocated and, therefore,
deficient cover of the plans cannot be excluded as of December 31, 2008. Presently there are no plans to
increase employer contributions and consequently no risks exist that Rheinmetall might be held liable for
additional contributions.

The remaining accruals provide for all identifiable commitments and obligations to third parties if based on
past transactions or events and if likely to result in an outflow of resources (which can be reliably estimated)
embodying economic benefits. Noncurrent accruals are shown, if the effect of discounting is significant, at
the settlement amount discounted as of the balance sheet date. The settlement amount also accounts for
identifiable future cost increases.

Liabilities | Liabilities are measured at amortized cost, which as a rule equals the settlement or repayment
amount.

Payables under capital leases are recognized at the present value of future minimum lease payments.

Recognition of sales | Sales are typically revenue from the sale of finished products, work in process and
services, the latter being provided as support/aftersales services, maintenance and contracted development
work. Sales are recognized at the fair value of consideration (to be) received, less cash and other discounts,
allowances or other deductions, upon performance of the contract for goods/services or upon passage of
risk to the customer if the amount can be reliably estimated and the inflow of benefits is reasonably certain.
Under (longer-term) manufacturing contracts with customers, sales are prorated according to the percentage
of completion. If the result can be reliably estimated, revenue from service contracts is recognized pro rata of
their progress. Revenue from contracted development work is as a rule recognized according to work progress.



Other operating income | Other operating income is recognized upon performance of the contract for goods/
services or upon passage of risk to the customer.

Expenses | Operating expenses are recognized when caused or when the underlying service, etc. is used.

Interest and dividends | Interest income and expense are recognized on an accrual basis, while dividends
are when the legal claim to payment has arisen.

Financial derivatives | The Rheinmetall Group uses financial derivatives to hedge future fair values and cash
flows against currency, interest rate and commodity price risks; financial derivatives are used solely to hedge
current underlyings or forecasted transactions.

Pursuant to IAS 39, Financial Instruments: Recognition and Measurement, all financial derivatives are recog-
nized at cost at the trading/contracting date and thereafter remeasured to, and carried at, their fair values.
Financial derivatives with a positive or negative fair value are disclosed under other financial assets or other
liabilities, respectively.

Fair value changes of financial derivatives are generally recognized immediately in the income statement
unless an effective hedge exists that meets the criteria of IAS 39. If the derivative is used in a cash flow hedge
(CFH) to effectively hedge expected future cash inflows/outflows, changes in the financial derivative’s fair
value are recognized in, and only in, OCL. In this case, the changes in the derivative’s value would not impact
on net income until after the hedged underlying transaction has fallen due or been settled. Any ineffective
hedge portion is immediately recognized in the income statement. Changes in the value of financial derivatives
used in fair value hedges (FVHSs) to effectively hedge the fair value of recognized assets and liabilities are
posted to netincome, as are any changes in the hedged assets or liabilities (where appropriate, by adjusting
their book values), with the result that the compensatory effects are all reflected in the income statement.

Estimates | Preparing the consolidated financial statements requires certain assumptions and estimates
which impact on the application of accounting principles within the Group and the disclosure of assets and
liabilities, income and expenses. Such assumptions and estimates mainly refer to the measurement of pen-
sion provisions/accruals (determining the underlying parameters) and the discount rate used in goodwill
impairment testing.

These assumptions and estimates are based on the latest conditions and findings and, moreover, are reg-
ularly reviewed. If the underlying assumptions develop differently, the actual figures may differ from such
estimates. Such differences, if impacting on the accounting, are recognized in the period of change where
affecting this period only. Changes are duly accounted for prospectively in the period of change and future
periods if the change affects both the current and future periods.



(6) Intangible assets | In the year under review, non-contracted R&D expenses of €199 million were incurred
(up from €179 million). Thereof, development costs of €24 million met the capitalization criteria according
to IFRS (up from €23 million).

Breakdown of capitalized goodwill:

12/31/2007 12/31/2008

Defence sector 222 250
thereof Rheinmetall Air Defence AG 73 73
thereof Rheinmetall Defence Electronics GmbH 79 79
thereof Rheinmetall Landsysteme GmbH 40 68
thereof Rheinmetall Waffe Munition GmbH 30 30
Automotive sector 169 169
thereof Kolbenschmidt Pierburg AG 123 123
thereof KS Kolbenschmidt division 26 26
thereof other 20 20

391 419

The write-down of intangible assets came to €4 million (down from €10 million) and affected development
costs only (down from €9 million).

(7) Tangible assets | The total disclosed as depreciation in 2008 includes write-down of €3 million (virtually
unchanged), including €1 million charged to production plant and machinery (down from €2 million) and
€2 million to other plant, factory and office equipment (up from €1 million).

In accordance with the revaluation method, essential plots of land are stated at fair value, which generally
equals their market values. The fair value of such land, carried at €208 million (up from €194 million), includes
step-up of €109 million (up from €98 million). Regarding the movement of the revaluation reserve, see the
comments on total equity in Note (15).

The disposal of €37 million of tangible assets (down from €65 million) is restricted by land charges, similar
encumbrances and the assignment as security.

Moreover, standard commercial liens totaling €2 million (down from €4 million) rest on capitalized produc-
tion plant and machinery which are held under capital leases.



As a rule, such leases include a purchase option. The remaining lease terms vary between 1 and 4 years (down
from 1—5 years). Depending on market conditions and contracting date, the interest rate underlying capital
leases is an unchanged 6.5 percent. The future lease payments under capital leases, the interest portions
included therein, and the present values of future lease payments, which are recognized as financial liabilities,
are shown in the table below:

2007 2008
2008 | 2009-2012 | | after 2012 Total 2009 | |2010-2013 | after 2013 Total
Lease payments 2 3 - 5 1 2 -- 3
Discount
Present values 2 3 - 5 1 2 - 3

The purchasing obligation from firm capital expenditure contracts totals €26 million (up from €25 million).

Real estate of €1 million (up from nil) has been reclassified as noncurrent assets held for sale.

(8) Investment properties | The investment properties have a total fair value of €32 million (up from
€27 million), largely determined on the basis of external appraisal reports as of December 31, 2008. In the
year under review, rental income of €1 million (unchanged) was earned, contrasting with direct operating
expenses of an unchanged €1 million. Write-down was charged at €1 million (up from nil).

(9) Investees carried at equity | The proratable assets, liabilities, income and expenses of joint ventures
and associated affiliates break down as follows:

2007 2008
Assets (Dec. 31) 140 182
thereof noncurrent 24 75
Equity (Dec. 31) 30 34
Debt (Dec. 31) 110 148
thereof noncurrent 4 11
Income 143 210
Expenses 141 209

Net income 2 1



2007 2008

Assets (Dec. 31) 45 91
Equity (Dec. 31) 18 20
Debt (Dec. 31) 27 71
Net sales 62 60
Net income 5 4
2007 Change Book
Book not value

value affecting Prorated Dividend 12/31/

1/1/2007 Addition IS net profit payment 2007

Joint ventures 35 - 1 2 1) 37
Associated affiliates 33 10 - 5 1) 47
68 10 1 7 ) 84

2008 Change Book
Book not value

value affecting Prorated Dividend 12/31/

1/1/2008 Addition IS net profit payment 2008

Joint ventures 37 - 9 1 @) 45
Associated affiliates 47 - - 4 3) 48
84 - 9 5 (5) 93

Defence’s key joint ventures are PSM Projekt System & Management GmbH and ARTEC GmbH (two project
management companies for the Puma and Boxer contracts), as well as HIL Industrie-Holding GmbH as a
public-private partnership (PPP) model for repair logistics for the army.

The two joint ventures Kolbenschmidt Shanghai Piston Co. Ltd. and Kolbenschmidt Pierburg Shanghai Non-
ferrous Components Co. Ltd. are destined for Automotive’s access to the Chinese market for pistons and
other engine components.

(10) Inventories

12/31/2007 12/31/2008

Raw materials and supplies 246 259
Work in process 330 330
Finished products 75 83
Merchandise 48 60
Prepayments made 27 50

726 782
less prepayments received (24) (26)

702 756



The book value of inventories stated at the lower NFV (net fair value: FV less costs to sell) totals €73 million
(up from €54 million). Write-down was charged in fiscal 2008 at €14 million (up from €4 million). In the year
under review, inventories previously written down were written up at €2 million (up from €o million) as NRV
had risen. Unchanged, inventories do not collateralize any liabilities.

(11) Trade receivables

12/31/2007 12/31/2008

Trade receivables 546 461
thereof with a remaining term »1 year 9 1
thereof from joint ventures and associated affiliates 17 11

PoC receivables 233 249

779 710

Breakdown of PoC receivables

12/31/2007 12/31/2008

Production cost to date 2,168 2,533
plus profit margin/(less losses) 478 523

2,646 3,056
Billed on account/as milestone (2,413) (2,807)
PoC receivables 233 249

PoC payables are included in the sundry other liabilities and break down as follows:

12/31/2007 | 12/31/2008

Production cost to date 55 34
Losses according to PoC ) (4
Anticipated losses ) 0

48 30
Billed on account/as milestone (50) (30)
PoC payables 2 0

The prorated revenue recognized in net sales for 2008 totaled €739 million (down from €795 million).



(12) Other receivables and assets

12/31/ thereof thereof 12/31/ thereof thereof
2007 current noncurrent 2008 current noncurrent
Non-income tax assets 23 22 1 24 23 1
Prepayments made 3 3 - 3 3
Subsidies/grants receivable 13 13 - 32 32
Tooling costs refundable 8 8 - 3 3
Defined benefit asset (DBA) 3 - 3 3 - 3
Prepaid expenses and deferred charges 10 8 2 11 7
Sundry assets 16 16 - 13 13
76 70 6 89 81 8
(13) Other financial assets
12/31/ thereof thereof 12/31/ thereof thereof
2007 current noncurrent 2008 current noncurrent
Receivables
Purchase prices receivable 3 3 - o= =
Loans 11 3 8 8 1 7
Other 10 9 1 9 9
Fl available for sale
Securities 3 3 - 1 -- 1
FlI held for trading
Financial derivatives (no hedge) 8 8 - 8 7 1
Financial derivatives in hedges 13 12 1
48 38 10 34 25 9

Securities of €1 million (down from €3 million) have been stated at fair value. The loans of €8 million (down
from €11 million) are carried at amortized cost in accordance with IAS 39.

(14) Cash & cash equivalents

12/31/2007 12/31/2008

Cash on hand and in bank (incl. checks) 163 203

The disposal of €0.035 million of cash & cash equivalents is restricted (down from €0.450 million). The
term “cash & cash equivalents” covers the same assets in balance sheet and cash flow statement.



(15) Total equity | Rheinmetall AG’s capital stock amounts to an unchanged €92.16 million and is divided
into 36 million shares of common stock.

The caption all other reserves comprises earnings retained by the Rheinmetall Group at €687 million (up
from €581 million), as well as the accumulated other comprehensive income (OCI) which breaks down into
unrealized losses of €51 million from currency translation (up from €43 million) and unrealized gains of
€55 million from the statement at fair value and other remeasurement (down from €79 million).

A breakdown and analysis of OCl from the statement at fair value and other remeasurement are shown below:

OCl from state-
ment at FV and

Land revalua- other remea-
tion reserve Hedge reserve surement
Jan. 1, 2007 63 2 65
Change in fair value - 5 5
Disposals/book transfers (4) 2 (@)
Tax rate change 11 - 11
Dec. 31, 2007/Jan. 1, 2008 70 9 79
Change in fair value 8 26) 18)
Disposals/book transfers - 6) 6)
Dec. 31, 2008 78 (23) 55

Breakdown of the land revaluation reserve (recognized for essential land capitalized within tangible assets):

12/31/2007 | 12/31/2008

Step-up 98 109
Deferred taxes (28) (B1)
70 78

Capital management | Rheinmetall’s capital management aims at establishing the best possible equity-
debt ratio.

In line with the IFRS definition, Rheinmetall’s total equity comprises minority interests, too, since these are
at the Group’s disposal.

For more details, see our statements on the financing strategy as well as on the asset and capital structure
in our group management report.



Breakdown of closing equity:

12/31/2007 || 12/31/2008 Change
Stockholders’ equity 1,016 1,059 43
Minority interests 43 59 16
1,059 1,118 59

Equity ratio in % 31 31

Breakdown of changes in equity:

2007 2008
Dividend payout (39) (51)
Net income 150 135
Currency translation differences @) )
Change in treasury stock @) (20)
Remaining accumulated OCI 20 4
120 59

By resolution of the annual stockholders’ meeting on May 9, 2006, the Executive Board has been authorized,
after first obtaining approval from the Supervisory Board, to increase on or before May 8, 2011, Rheinmetall
AG’s capital stock by issuing once or several times new no-par shares in return for contributions in cash and/
orin kind, up to an aggregate €18.432 million (authorized capital). The new shares may also be issued to
employees of Rheinmetall AG or any subsidiary it controls. The Company has not exercised this authority
to date.

The authority to repurchase on or before October 31, 2009, treasury shares equivalent to 10 percent of the
current capital stock, which was conferred on the Executive Board by resolution of the annual general meeting
of May 8, 2007, and renewed by AGM resolution of May 6, 2008, was exercised. As of December 31, 2008,
the portfolio of treasury stock amounted to 1,607,928 shares (up from 1,051,417), repurchased at a total cost
of €66 million (up from €46 million), which was deducted from equity in one sum.

Rheinmetall’s separate financial statements close the fiscal year with net earnings of €45 million (down from
€72 million), €45 million thereof being earmarked for the distribution of a cash dividend (virtually unchanged),
the balance of €0 million to be transferred to the other reserves (down from €27 million). The proposed cash
dividend amounts to €1.30 per share of common stock (unchanged).

The minority interests mainly refer to the Automotive sector at €4 million (virtually unchanged), and to Defence
at €55 million (up from €39 million).

(16) Accruals for pensions and similar obligations | The company pension systems consist of both defined
contribution and defined benefit plans. Under the DCPs, Rheinmetall incurs no obligation other than the
payment of contributions to earmarked pension funds. These pension expenses are shown within personnel
expenses and need not be provided for. In the year under review, a total €64 million (virtually unchanged)
was paid to DCPs, specifically the Statutory Social Security Insurance in Germany.



Under its defined benefit plans, Rheinmetall is obligated to meet its confirmed benefit obligations to active
and former employees. Pension accruals provide for obligations under vested rights and current pensions
payable to eligible active and former employees, retirees and surviving dependants. Such obligations prima-
rily encompass pensions, both basic and supplementary. The individual, confirmed, pension obligations
entitle employees to benefits that vary according to country and company and, as a rule, are measured accord-
ing to service years and pensionable pay. Moreover, at the German subsidiaries, a performance-related
pension obligation has been incurred whose amount hinges on the achievement of certain benchmarks for
the ROCE formula. Being a noncurrent provision for the accumulated postretirement benefit obligation, the
accrued health care obligations to the retirees of some US subsidiaries are also included in the pension
accruals recognized hereunder.

Movement analysis of the present value of the DBO and the plan assets (as time series):

12/31/2005 12/31/2006 12/31/2007 12/31/2008

Present value of the DBO 1,522 1,428 1,344 1,405
Plan assets 903 887 878 828
Plan-unfunded pension obligations 619 541 466 577

The following actuarial parameters have been assumed:

12/31/2007 12/31/2008

Germany USA | | Switzerland Germany USA | | Switzerland
Discount rate 5.50 6.15 3.25 6.00 6.30 3.50
Pay rise (general) 2.75 4.00 1.50 2.75 4.00 1.50
Pay raises (fixed sums) 1.25 - - 1.25
Pension uptrend 1.25 - - 1.75
Expected return on plan assets - 8.50 4.25 - 8.50 3.75
Health care expense rise - || 6.0-11.0 - - || 6.0-11.0

The non-German DBO primarily refer to benefit obligations incurred by Swiss and US subsidiaries, most of
which are plan-funded. The Swiss plan assets have been carved out as an independent Pension Fund and
benefit exclusively eligible pensioners, any flowback of income or assets to the contributing trustor being
irreversibly blocked.

Reconciliation and analysis of pension accruals

2007 2008
Balance at January 1 519 522
Pension payments 31 (33)
Employer contributions to plans (10) ®)
Pension expense 45 42
Currency translation differences/other (1) 0

Balance at December 31 522 523



2007 2008

Germany Abroad Total = Germany Abroad Total
Analysis of the PV of the DBO
PV of the DBO at Jan. 1 547 881 1,428 506 838 1,344
Currency translation differences 31) (31) 87 87
Current service cost 12 7 19 10 7 17
Interest cost 25 30 55 27 30 57
Employee contributions - 5 5 - 5 5
Entry payments - 23 23 -- 8 8
Pension payments 29) (52) (81) (31) (61) 92)
Effects of plan curtailments/settlements - 11) (11) - 6) 6)
Actuarial gains and losses (49) (14) (63) 3) (12) (15)
PV of the DBO at Dec. 31 506 838 1,344 509 896 1,405
thereof wholly or partly plan-funded -- 807 807 - 866 866
thereof internally funded 506 31 537 509 30 539
Analysis of plan assets
Fair value of plan assets at Jan. 1 - 887 887 = 878 878
Currency translation differences - (30) (30) - 88 88
Expected return on plan assets - 39 39 = 41 41
Employer contributions - 10 10 = 8 8
Employee contributions - 5 5 - 5 5
Entry payments - 23 23 -- 8 8
Pensions paid by plans - (50) (50) - (59) (59)
Effects of plan curtailments/settlements - 11) (11) - 6) 6)
Actuarial gains and losses - 5 5 - (135) (135)
Fair value of plan assets at Dec. 31 - 878 878 - 828 828
Plan-unfunded pension obligations at Dec. 31 506 (40) 466 509 68 577
Unrecognized actuarial gains/(losses) €] (12) (20) (5) (52) (57)
Effects of the asset cap (IAS 19:58) - 73 73 -
Defined benefit asset (IFRIC 14) - 3 3 - 3 3
Pension accrual as of Dec. 31 498 24 522 504 19 523

The unrecognized actuarial losses of €57 million (up from €20 million) are largely attributable to previous
parameter adjustments. In the year under review, the plan assets actually returned a loss of €94 million (down
from a €44 million income) before the exchange-related (currency translation) losses recognized in equity only.
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Plan asset structure:

%

2007 2008
Equities 28 25
Treasuries and corporates/securities 19 16
Real estate and property investment funds 32 39
Other 21 20
Total 100 100

Analysis of empirical adjustments %

12/31/2006 12/31/2007 12/31/2008
Present value of the DBO 0.3 0.4 1.2
Plan assets 2.0 0.6 -16.3
The long-term return is determined by the investment strategy defined for each asset class.
Breakdown of pension expense:
€ million
2007 2008
Germany Abroad Total || Germany Abroad Total
Service cost 12 7 19 10 7 17
Actuarial gains and losses 1 1 2 - 1) 1)
Past service revenue 1) 1) - - -
Effects of the asset cap (IAS 19:58) 9 9 - 10 10
Reversed discount of expected
pension obligations 25 30 55 27 30 57
Expected return on plan assets (39) (39) - (41) (41)
Total 38 7 45 37 5 42




The effects of the asset cap to be recognized as DBA according to IAS 19:58 for pension entitlements in
Switzerland, as well as the related amortized actuarial gains and losses, are shown within the net interest
result, on a netted basis as economically appropriate and together with the expected return on plan assets
and the reversed discount. The remaining components shown above are part of personnel expenses.

Movement analysis of the asset cap:

2007 2008
Balance at Jan. 1 55 73
Currency translation differences ) 3
Amortized actuarial gains/losses 11 (86)
Change in asset cap 9 10
Balance at Dec. 31 73 -

The defined benefit asset pursuant to IFRIC 14 amounts to an unchanged €3 million and has been capitalized
among the other assets.

The contributions expected for 2009 will substantially be the same as in 2008.



(17) Other accruals

2007 Identifi- Contract-
Restruc- War- able related
Personnel turing ranties losses costs All other Total
Balance at Jan. 1, 2007 136 49 52 24 101 72 434
Utilized 78 10 18 11 45 29 191
Released 9 3 8 - 6 10 36
Added/provided for 87 10 26 10 41 38 212
Compounded - - - - - 1 1
Currency translation differences/other - - 3 1 -3 1 2
Balance at December 31, 2007 136 46 55 24 88 73 422
Cash outflows
short-term (<1 year) 107 13 44 13 83 56 316
long-term 29 33 11 11 5 17 106
thereof 1-5 years 25 32 11 11 5 16 100
thereof »5 years 4 1 - - - 1 6
2008 Identifi- Contract-
Restruc- War- able related
Personnel turing ranties losses costs All other Total
Balance at Jan. 1, 2008 136 46 55 24 88 73 422
Utilized 82 10 14 6 46 30 188
Released 7 2 10 3 7 12 41
Added/provided for 78 18 22 7 40 39 204
Compounded 1 1 2
Currency translation differences/other 4 -- -- -- 1 6 11
Balance at December 31, 2008 129 52 53 23 76 77 410
Cash outflows
short-term (<1 year) 96 21 44 13 74 64 312
long-term 33 31 9 10 2 13 98
thereof 1-5 years 29 30 9 10 2 12 92
thereof »5 years 4 1 - - - 1 6

The restructuring accruals mainly cover the measures required for personnel retrenchment (termination
indemnities, preretirement part-time work, etc.). The all other accruals provide mainly for €5 million of legal,
consulting and audit fees (virtually unchanged), €9 million of discounts, allowances and rebates (up from
€8 million), and €5 million due to environmental risks (down from €6 million).



(18) Financial liabilities

12/31/ thereof thereof 12/31/ thereof thereof

2007 current noncurrent 2008 current noncurrent

Bonds 324 - 324 325 - 325
Due to banks 66 12 54 76 46 30
Lease payables 5 2 3 3 1 2
Other 4 1 3 4 1 3
399 15 384 408 48 360

€24 million due to banks (down from €26 million) is collateralized by land charges and similar encumbrances,
as is another €10 million (down from €11 million) borrowed to finance the real property owned by consoli-
dated special-purpose entities (SPEs).

The analyses below reflect the terms, and book and fair values, of financial liabilities, the fair values being
determined on the basis of interest rates current at the balance sheet date for corresponding maturities/
redemption patterns:

12/31/2007 12/31/2008
Interest Weighted Currency Maturing in Book value Fair value Book value Fair value
terms rate (%) (1SO code)
Bonds
Fixed 3.5 EUR 2010 324 313 325 320
Due to banks
Fixed 4.6 EUR 2010/2011 1 1 0
Fixed 4.9 EUR 2008/2013 21 21
Fixed 3.7 EUR 2016 5 5 5 5
Fixed 4.4 EUR 2020 10 9 10 10
Fixed 3.7 EUR 2026 5 5
Variable INR 2009 0 0
Variable usb 2008/2009 2 2
Variable BRL 2008/2009 3 3
Variable EUR 2008-2011 19 19 38 38
66 65 76 77
Lease payables
Fixed 6.5 EUR 2008 2 2 -
Fixed 6.5 EUR 2010-2012 3 3 3 3
5 5 3

Other financial liabilities
Variable EUR sdry. <2017 4 4 4 3
Total 399 387 408 403



(19) Trade payables

12/31/2007 | 12/31/2008

Trade payables 554 511
thereof to joint ventures and associated affiliates 3 4

€1 million of trade payables has a remaining term of more than one year (up from nil). The book value of trade
payables substantially equals their fair value.

(20) Other liabilities

The other liabilities break down as follows:

12/31/ thereof thereof 12/31/ thereof thereof
2007 current noncurrent 2008 current noncurrent
Prepayments received 243 243 -- 280 280
Social security 13 11 2 12 11 1
Due to board members and employees 12 12 - 12 12
Non-income taxes 29 29 - 44 39 5
Monies in transit from debt collection 81 81 - 90 90
Financial derivatives (excl. hedge accounting) 3 3 - 13 13
Financial derivatives in CFHs 5 5 0 39 28 11
Deferred income 12 6 6 8 4 4
Sundry 26 22 4 30 30
424 412 12 528 507 21

€83 million of the prepayments received on orders has a remaining term above one year (down from
€97 million). The payables for financial derivatives have been marked to market, the carrying amount of
the remaining liabilities approximating their fair value.

The payables for financial derivatives comprise the current negative fair values of such derivatives, which are
mainly used to hedge against currency and commodity price risks from operating activities. These fair values
would only be realized if the derivatives were terminated early, which is unlikely at present. The rise in payables
for financial derivatives is attributable not only to a higher notional volume but also to seesawing exchange
rates and commodity prices in 2008. See Note (37) for details of Rheinmetall’s hedging strategies.



Notes (Group)

Notes to the consolidated income statement

(21) Total operating performance

€ million
2007 2008
Net sales from
products and work in process 3,630 3,443
services 199 199
contracted development work 176 227
Total net sales 4,005 3,869
Change in inventories of finished products and WIP 39) 26
Other work and material capitalized 33 32
3,999 3,927
(22) Other operating income
€ million
2007 2008
Gains from fixed-asset disposal/divestment 27 5
Income from the release of accruals 36 41
Income from recognition of badwill - 15
Income from bad-debt allowances reversed 2 2
Income from compensation and refunds 3 7
Sundry rental income 9 8
Income from grants and subsidies 2 14
Income from canteens and ancillary operations 2 3
Income from credit notes for prior years 7 14
Income from prototype and tooling costs refunded 5 2
Income from residue utilization 7 5
Other secondary income 36 29
136 145
(23) Cost of materials
€ million
2007 2008
Cost of raw materials, supplies, and merchandise purchased 1,910 1,769
Cost of services purchased 199 236
2,109 2,005




94 | Consolidated financial statements

Notes (Group)
Notes to the consolidated income statement

(24) Personnel expenses

€ million

2007 2008
Wages and salaries 855 887
Social security and related employee benefits 113 112
Pension expense 84 80
1,052 1,079

Annual average headcount (FTE)
2007 2008
Defence 7,027 7,922
Automotive 11,921 11,865
Rheinmetall AG/Others 120 123
19,068 19,910

(25) Amortization/depreciation/write-down | For the allocation of these charges to intangible/tangible assets
and investment properties, see the fixed-asset analysis.

Write-down breaks down as follows:

€ million
2007 2008
Intangible assets 10 4
Tangible assets 3 3
Investment properties - 1
13 8

(26) Other operating expenses

€ million
2007 2008
Losses on fixed-asset disposal/divestment 1 2
Exit plans, termination benefits, preretirement part-time work 11 13
Selling expenses 73 69
Maintenance and repair (M&R) 81 83
Promotion and advertising 14 18
Other general administration 144 154
Rents 34 37
Payroll incidentals 27 30
Facility cleaning, security/vigilance 9 10
Outsourced services 15 15
Audit, legal and consultancy fees 31 36
Write-down of receivables 3 4
Non-income taxes 17 10
Additional provisions 53 56
All other 30 41
543 578




(27) Net interest expense

Other interest and similar income
Total interest income

Interest expense for capital leases

Interest expense for pension obligations
Compounding of noncurrent other accruals
Other interest and similar expenses

Total interest expense

Net interest expense

(28) Net investment income and other financial results

Investment income
Net profit from joint ventures and associated affiliates

Other financial results
Net currency/exchange (loss)/gain
Net gain/(loss) from financial derivatives
Guaranty commissions
Sundry

Net financial result

2007

2007

2008

@
(26)
@
41)
(70)
(62)

2008

14
13)

€)
(€)

The net gain or loss from financial derivatives is substantially attributable to derivatives without hedging
relationship since the underlying is also recognized in the income statement, the two transaction types thus
having an inherent compensatory effect. The losses on financial derivatives refers at €9 million mainly to
currency forwards (down from a €2 million gain) and contrast with same-amount foreign exchange gains
(losses in 2007) and at €3 million to interest rate hedges (down from a €2 million gain), which contrasts
with corresponding interest income (in 2007, interest expense), as well as at €1 million (up from €o million)
to commodity futures, this loss contrasting with a correspondingly lower cost of material.

(29) Income taxes

Current income tax expense
Earlier-period income taxes
Deferred taxes

2007

37
G

29

63

2008

30
@

20

49



The table below reconciles the expected to the recognized actual tax expense. The expected tax expense
is determined by multiplying EBT by a tax rate of 30 percent (down from 40). This rate covers German corporate
income tax, the solidarity surtax thereon, and municipal trade tax.

2007 2008
EBT 213 184
Expected income tax expense (tax rate of 30%; down from 40%) 85 55
Foreign tax rate differentials ® @)
Effects of loss carryovers and write-down of deferred taxes 7) 6
Reduction of tax expense due to previously unrecognized
loss carryovers and temporary differences (1) 3)
Tax-exempt income ® (10)
Nondeductible expenses 5 6
Differences due to tax rate changes 2 0
Earlier-period income taxes 3) (6))]
Other ) )]
Effective tax expense 63 49
Effective tax rate in % 30 27
The deferred taxes are allocable to the following balance sheet lines:
12/31/2007 12/31/2008
Deferred tax Deferred tax Deferred tax Deferred tax
assets liabilities assets liabilities
Loss carryovers and tax credits 64 - 46 =
Fixed assets 11 79 15 94
Inventories and receivables 18 36 7 39
Pension accruals 22 2 22 6
Other accruals 24 - 21 1
Liabilities 12 15 22
Sundry 8 7 10
159 139 143 144
Offset (115) (115) (100) (100)
44 24 43 44
thereof noncurrent 36 11 21 11
thereof not affecting net income 1 32 10 33

Apart from the capitalized deferred tax assets from loss carryovers and tax credits, further tax loss carryovers
and tax credits exist in Germany and abroad at €437 million (down from €445 million) which are not utilizable
or whose deferred tax assets were adjusted by write-down. Thereof, €289 million (down from €297 million)
is allocable to German, another €142 million (up from €137 million) to foreign, loss carryovers and another
€6 million to tax credits (down from €11 million). The German loss carryovers are not subject to expiration,
out of the foreign ones, €23 million (down from €74 million) is not either. Most of the foreign loss carryovers
subject to expiration can be utilized for more than g years (unchanged). The adjustment/write-down of
deferred tax assets changed in 2008 by €9 million (up from €2 million). Outside of Germany, companies have
capitalized deferred tax assets of €26 million (down from €27 million) which have been incurring ongoing
losses due to realigned business operations.



A negative €31 million of the deferred taxes recognized in equity only (up from €29 million) is allocable to
land revaluation, a black €8 million to hedges (up from a red €2 million).

In addition, €2 million of income tax assets (virtually unchanged) is deemed noncurrent for the purposes of
Art. 37(4) German Corporation Income Tax Act (“KStG”).

(30) Minority interests | Minority interests in profit came to €5 million (down from €6 million), those in loss
to €4 million (up from €1 million).

(31) Earnings per share (EpS) | EpSis obtained by dividing the weighted average number of shares issued
and outstanding in the fiscal year into the Group’s net earnings. Neither as of December 31, 2008 nor 2007,
were any shares, options or equivalent outstanding that could dilute earnings per share. Therefore, both in
the year under review and the previous year, undiluted (basic) EpS equals diluted EpS. The weighted average
number of shares accounts for the repurchased shares of treasury stock.

2007 2008
Net earnings after minority interests € million 145 134
Weighted number of shares million 34.99 34.54
Earnings per share €4.15 €3.89

(32) Adjusted EBIT | EBIT after adjustment for nonrecurring expenses, losses, income and gains relating to
equity interests, real estate and restructuring programs breaks down as follows:

2007 2008
Accounting EBIT 270 246
Nonrecurring expenses, losses, income, gains related to
shareholdings 12) 1
real estate (6) (@)
restructuring 17 16

Adjusted EBIT 269 262



(33) Cash flow statement | Noncash income includes the €15 million from the recognition of the Rheinmetall
Denel Munition (Pty) Ltd. badwill.

The cash outflow for acquiring consolidated subsidiaries totaled €33 million (down from €51 million) and
substantially concerned the acquisition of Stork PWV B.V., LDT Laser Display Technology GmbH and Denel
Munitions (Pty) Ltd. In contrast to the prior-year cash inflow of €28 million, the cash outflow in 2008 for the
disposal of consolidated subsidiaries totaled €3 million and referred to a reduction in the purchase price of
the 2007 divestment of telerob Gesellschaft fiir Fernhantierungstechnik GmbH. The acquisitions and disposals
were substantially settled in cash. For purchase price details, see the explanations in Note (2) to the consol-
idation group. For more information about the dividends received from joint ventures and associated affiliates,
turn to Note (9).

Cash and cash equivalents of €9 million were taken over in the M&A transactions (up from €8 million).



(34) Segment reports | The Group bundles its operations in two corporate sectors, viz. Defence and Auto-
motive, which are organized and run as independent segments where the respective products, services and
customer profiles are grouped accordingly. Reporting on these operating segments is in accordance with the
Rheinmetall Group’s internal organizational and reporting structures. This segmentation also reflects the
distribution of potential risks and rewards and, therefore, the adoption of IFRS 8 has not resulted in any
changes in comparison to the previously applicable IAS 14.

Included under the Defence segment are all the land forces equipment operations. Rheinmetall Defence
markets a broad portfolio of product platforms and components available to the armed forces as individual
items or as networked systems. The core capabilities cover the Land Systems, Weapon and Munitions, Pro-
pellants, Air Defence, C‘ISTAR and Simulation & Training divisions.

Included under the Automotive segment are the Rheinmetall Group’s auto-component operations which
supply the automotive industry with systems and modules for every aspect of the engine: pistons, pumps,
plain bearings, engine blocks plus emission-control and air-management systems. In addition to what is
supplied to the auto manufacturers, the Automotive segment also operates in the aftermarket business by
which wholesalers/resellers, engine repair shops and independent workshops are provided with parts through
a global distribution network.

The Others/Consolidation column includes, besides the Group’s parent (Rheinmetall AG), intragroup service
and other nonsegment companies, plus consolidation transactions.

The Rheinmetall Group controls and manages its segments according to the performance indicators EBIT
and EBT as well as to segment sales, besides order intake, order backlog and net financial debt as additional
key parameters. Segment profitability is assessed by management on the basis of annualized ROCE, obtained
by dividing the December 31 averages of capital employed of the prior and current years into EBIT.

Net financial debt reflects financial liabilities less cash and cash equivalents. Intersegment loans are assigned
to cash and cash equivalents. Capital employed (CE) is determined as the aggregate sum of total equity,
pension accruals, and net financial debt, the additions to CE mirroring goodwill amortization and write-down
accumulated in the past.

Capital expenditures reflect the additions to tangible/intangible assets and investment properties. Goodwill
or other assets resulting from acquisition price allocation are not counted toward capex.

The indicators for internal controlling and reporting purposes are based on the accounting principles described
in Note (3) to the IFRS consolidated financial statements. The intersegment transfers are principally priced
as if at arm’s length.



The table below reconciles the segments’ net financial debt to the Group’s, as well as segment EBIT to the

Group’s EBT:

Net financial debt

Net financial debt of the segments
Others

Consolidation

Net financial debt of the Group

EBIT

Total segment EBIT

Others

Consolidation

Net interest expense of the Group
EBT of the Group

12/31/2007

81

172)
236

280
291
(301)
(57)
213

12/31/2008

(4)
367

(138)
205

256
GD
21
(62)
184

The segmentation of financial information by geographical markets is based on the country of destination
for sales to international Defence customers. Segment assets include tangible and intangible assets and

investment properties according to the subsidiaries’ location.



(35) Contingent liabilities | As in previous years, the suretyships and guaranties existing in connection with
the divestment of former operations mainly include rental loss guaranties and performance bonds in favor
of divestees. These divestees regularly and duly perform their obligations and there are no signs of any future
enforcement of such guaranties or bonds.

Ajoint and several liability which basically expired in mid-August 2008 exists for the debts assigned under
the split-up in 2003 of Bremen-based STN Atlas Elektronik GmbH. In a pending action for damages (with a
value at issue of €30 million) against the other joint and several obligor, the parties have agreed in 2008 in
the obligee’s favor on an extension up to the close of 2009 of the period allowed for claims. An action against
Rheinmetall for the sole purpose of preventing the time limit from expiring has thus been avoided. No claims
under this liability are believed to be asserted.

Furthermore, several performance bonds have been furnished in favor of some nonconsolidated Rheinmetall
investees (joint project ventures). In the relationship to third parties, Rheinmetall may also be held liable for
the performance of the other joint venturers while in the relationship of the parties inter se, by virtue of certain
agreements on the liability upon recourse, Rheinmetall is only liable for its own share of products and services.
Moreover, a letter of comfort involving a joint and several liability has been issued to secure the funding of
a joint venture’s investments. No cash outflows are expected.

In addition, Rheinmetall has furnished guaranties in favor of, for credit facilities granted to, certain joint ven-
tures and associated affiliates, Rheinmetall’s liability being confined to the equity interest held. No cash
outflows are here expected either.

In the judicial review proceedings pending since 1998, the share exchange ratio determined during the Kolben-
schmidt Pierburg merger (with Rheinmetall Beteiligungen) is examined for fair valuation. On April 12, 2007,
the Heilbronn Regional Court dismissed all pending petitions for cash compensation based on an adjusted
share exchange ratio. The Court held that the different values determined in the Court-appointed expert’s
review of the share exchange ratio were inside the generally acceptable bandwidths of enterprise valuation,
and that the Court therefore saw no grounds for adjusting the merger-related share exchange ratio through
any cash compensation. The Heilbronn Regional Court’s decision is not yet res judicata, the counsels for the
minority stockholders having lodged an appeal with the Stuttgart Higher Regional Court. While required to wait
for the decision by this court of appeal, Kolbenschmidt Pierburg presumes that the Stuttgart Higher Regional
Court will endorse the first instance’s decision.

(36) Other financial obligations | Various financial commitments in line with customary business standards
exist under master agreements with suppliers, as well as under contracts for services. For the tangible-asset
purchasing obligations for capital expenditure projects, see Note (7).

In the year under review, rents of €37 million (up from €34 million) paid under operating leases were expensed,
which also include all rents paid for computer hardware and software. Apart from business property leases,
the other standard contracts cover the rental of vehicles and business, factory and office equipment.



The following discounted cash outflows under leases are expected in future periods:

2007 2008
2008 | 2009-2012 | | after 2012 Total 2009 | |2010-2013 | after 2013 Total
Buildings 22 61 47 130 23 60 42 125
Other leases 9 16 0 25 11 18 2 31
31 77 47 155 34 78 44 156

In addition, under an agreement on the divestment of a business segment in earlier years, Rheinmetall com-
mitted itself to take over the lease for a partly-let property. The future (unrecognized) accumulated obligations
under this commitment totaled €9 million (up from €8 million).

€4 million was earned in the period from subleasing properties leased by Rheinmetall (up from €3 million).
The future income expected during the noncancelable lease term totals €4 million (down from €9 million).
€10 million has been provided for the accrued lease-out risks (down from €11 million).

Further, the obligation to pay up €1 million for shares in an associated affiliate still exists as the capital has
yet not been called (down from €2 million).



(37) Additional information on financial instruments | This note provides a comprehensive summary of the
significance of financial instruments (FI) to the Rheinmetall Group, besides making additional Fl-related
disclosures.

The table below breaks down recognized financial assets and liabilities by valuation category and class,
additionally stating their current fair values.

2007 Loans and Fl avail- Fl not
Book receivables/ able for Fl held for covered
value payables sale trading by IAS 39 Fair value

Financial assets

Trade receivables 11) 779 779 - - - 779
Other financial assets 13) 48

securities - 3 - -

derivatives with no hedging relationship - - 8 -

derivatives in hedges - - - 13 13

all other financial assets 24 - - - 24
Cash and cash equivalents (14) 163 163 - - - 163

990 966 3 8 13 990

thereof carried at

amortized cost 966 - - -

fair value - 3 8 13

Financial payables

Financial liabilities (18) 399
financial liabilities excl. leases 394 - - - 382
payables under leases - - - 5 5
Trade payables 19) 554 554 - - - 554
Other liabilities (20) 424
nonfinancial payables (316)
financial payables 108
derivatives with no hedging relationship - - 3 - 3
derivatives in hedges - - - 5 5
all other financial payables 100 - - - 100
1,061 1,048 - 3 10 1,049

thereof carried at
amortized cost 1,048 - - 5
fair value - - 3 5



2008

Financial assets

Trade receivables (11)
Other financial assets 13)
securities

derivatives with no hedging relationship
derivatives in hedges
all other financial assets

Cash and cash equivalents (14)

thereof carried at
amortized cost

fair value

Financial payables
Financial liabilities (18)
financial liabilities excl. leases
payables under leases
Trade payables (19)
Other liabilities (20)
nonfinancial payables
financial payables
derivatives with no hedging relationship
derivatives in hedges
all other financial payables

thereof carried at
amortized cost

fair value

Book
value

710
34

203

947

408

1,081

Loans and
receivables/
payables

710

17
203
930

930

405

110
1,026

1,026

Fl avail-
able for
sale

Fl not

Fl held for covered

trading by IAS 39
8

8

8 8

8 8

3
13

39

13 42

3

13 39

Fair value

710

17
203
947

400

511

13
39
110
1,076

Given mainly the short term to maturity of such instruments, the fair value of cash, cash equivalents, current
receivables, trade payables and other financial liabilities substantially equals book value.

Rheinmetall measures noncurrent fixed- or floating-rate receivables with due regard to customer credit
standing, specific country risks, and the structure of the financing transaction. Taking this approach, expected
collection or default risks are duly allowed for. Non-interest are discounted by applying rates that match their
maturity. The current book values of such receivables (less any allowances) will then substantially correspond

to their fair values.

The exchange-listed bond issue is marked to market as of the balance sheet date. The fair value of liabilities
to banks and other financial debts, payables under capital leases, as well as of other noncurrent financial
payables was determined by discounting the associated future cash flows at rates that match the time to

maturity of similar debts.



Further balance sheet disclosures

Derecognition | Under an ABS program, the Rheinmetall Group sells trade receivables on a revolving basis.
As of December 31, 2008, the principal of receivables sold came to €170 million (virtually unchanged). The
maximum volume of sold receivables was downscaled in January 2009 from the previous €170 million to
€140 million as Automotive’s volume of receivables had shrunk.

According to IAS 39, these sold receivables are derecognized since the residual recourse risks are insignificant
for Rheinmetall, an asset and an associated liability of €2 million each accounting for the maximum con-
tinuing involvement (down from €3 million).

Collateral furnished | Liens of €1 million (down from €2 million) rest on financial assets to protect employees
from insolvency risks in connection with pension systems.

Further income statement disclosures | The other interest income of €8 million (down from €9 million) and
other interest expense of €41 million (up from €38 million) largely result from loans and receivables as well
as financial payables carried at amortized cost.

The net loss on loans and receivables came to €5 million (up from €2 million) and breaks down as follows:

2007 2008
Other financial income and expenses (1) 3)
Write-up 2 2
Write-down and additional allowances (3) (4)

Expenses of €1 million (virtually unchanged) are allocable to financial payables stated at amortized cost
and mainly refer to guaranty commissions; they are included in the other financial results.

The net currency/forex gain totaled €14 million (up from a €3 million loss) and was incurred for loans and
receivables as well as liabilities carried at amortized cost.

The category financial assets available for sale produced a net profit of €0 million (down from €1 million)
from the write-down, write-up and disposal of securities. The loss resulting from financial derivatives held for
trading totaled €13 million (down from a €4 million gain) and is included in the other financial results, too.



Financial risk management

Financial market risks | The operations and financing transactions of Rheinmetall as an international group
are exposed to financial risks, mainly from liquidity, counterparty failure, commodity prices, exchange rate
volatility and interest rate changes. In accordance with the groupwide implemented risk management system
of Rheinmetall AG, such risks are not only identified, analyzed and measured, but also managed by taking
actions to avoid, contain or limit such risks, including by contracting derivative financial instruments. No
such derivatives may be acquired for speculation. All transactions involving financial derivatives are subject to
stringent monitoring, which is particularly ensured through the strict segregation of the contracting, settlement
and control functions. The effectiveness is subject to ongoing monitoring, using the critical terms match
method prospectively and the dollar offset testing method retrospectively.

Inherent financial risks are proactively managed to ensure that at the balance sheet date, no significant risks
emanate from financial instruments. Financial-risk management is of particular importance in light of the
imponderabilities associated with the present global financial crisis, as well as with the extent and duration
of economic downturn. Compounding the situation as shown by the current volatility of financial and com-
modity markets is the fact that the extent to which government aid packages will actually stabilize financial
markets and the real economy is not predictable. Future risks may mainly arise from external funding problems,
mounting refinancing costs, and higher hedge contracting expenses. Especially at Automotive, the future
default risks attaching to trade receivables from customers will depend on how these face the challenges
posed by the financial crisis.

Currency risk | Due to the international nature of the Rheinmetall Group’s business, certain operational cur-
rency risks arise from the fluctuating parity of the transaction currency to other currencies. Open positions
exposed to a currency risk are principally hedged through financial derivatives, generally currency forwards,
as well as currency options and swaps. These hedges are contracted at corporate sector level, exclusively with
banks whose credit rating ensures that they will meet their related obligations. The most important currency
hedges contracted by German companies refer to US dollar, Swiss franc and Swedish krona sales transactions
while the foreign companies mostly hedge euro-based and Norwegian krone purchasing and sales trans-
actions. In certain cases natural hedging options exist, too. These hedges are measured as of the balance
sheet date and recognized at a fair value which is determined according to the DCF method. If the underlyings
are not yet recognized in the balance sheet (and hence not offsetting the effects of fair value changes) and
provided that the hedge accounting criteria are met, the changes in the fair value of hedges which are treated
as cash flow hedges are recognized in OCl only.



At December 31, 2008, the notional volume of cash flow hedges (CFHs) totaled €368 million (up from
€258 million). In 2008 fair value changes of €28 million (up from €11 million) were recognized in OCl only
while €4 million (down from €6 million) was recycled from OCl to the income statement (mainly net sales).

There were no ineffective portions of currency hedges.

As of December 31, 2008, OCI from currency hedges amounted to a black €25 million (up from a red €9 mil-

lion) before proratable deferred taxes.

No hedge accounting was applied to hedges covering a notional volume of €277 million (up from €218 million)
since either automatic offsetting mechanisms existed or the documentation requirements were not satisfied.
No fair value hedges existed within the Rheinmetall Group (unchanged).

The table below shows the notional volume, time to maturity and fair value of all currency hedges open at
December 31. The fairvalues at the balance sheet date correspond to Fl prices in arm’s length transactions.

Notional volume

12/31/ || 12/31/

2007 2008
No hedging relationship
Currency forwards 216 275
Other 2 2
218 277
Hedging relationship
Currency forwards 254 313
Other 4 55
258 368

Maturing after 1 year

12/31/
2007

22

22

71

71

12/31/
2008

17

17

86

86

Fair market values

12/31/ || 12/31/

2007 2008
2 3)
2 3)
10 (26)
1 3
11 (23)

What-if analysis | If the exchange rates for the respective functional currency had been 10 percent higher or
lower at the closing date, the net gain or loss from financial derivatives without hedging relationship would
have changed by €5 million (up from €3 million), and the OCI (before deferred taxes) by €19 million (up

from €17 million).



Interest rate risk | For the Rheinmetall Group’s financing activities, such funding tools as floating-rate facilities
are used, too. Interest rate hedges like caps and interest rate swaps (including cross-currency interest rate
swaps) contain the risks emanating from market rate changes.

Such hedges are contracted centrally by Rheinmetall AG, as well as locally at subsidiary level.

As of December 31, 2008, the interest rate hedges listed in the table below existed, with the notional volumes,
remaining terms and fair values as indicated, most presenting no hedging relationship. Being marked to mar-
ket at December 31, the fair values of financial derivatives correspond to prices in arm’s length transactions.

Notional volume Maturing after 1 year Fair market values

12/31/ 12/31/ 12/31/ 12/31/ 12/31/ 12/31/
2007 2008 2007 2008 2007 2008

Interest rate options 160 50 160 50
Interest rate swaps 36 34 32 32 2 2
196 84 192 82 4 @

What-if analysis | If the yield curve had been 100 basis points higher or lower at December 31, the net finan-
cial result would have changed by €1 million (down from €3 million), and OCl would not have been affected
at all since in 2008 or 2007, virtually none of the interest rate hedges presented a hedging relationship.



Commodity price risk | The Rheinmetall Group is exposed to price volatility risks from commodity buying,
such as metals. By agreeing with customers on materials cost escalator clauses, the major part of these risks
from rising metal prices is shifted to customers, albeit with a time lag. Moreover, Automotive (where most of
these risks exist) has also used financial derivatives for risk management, mainly exchange-traded commodity
futures contracted on a financial basis. Hedging strategy and extent of underlyings to be hedged have been
specified with binding effect in a corporate guideline, thus ensuring that such derivatives are exclusively used
to hedge present underlyings or forecasted transactions in the scope of the sector’s primary operating activ-
ities. The derivatives are part of cash flow hedges, and the fair value changes in perfect hedges are recognized
in OCl only until the underlying materializes or falls due. If hedge effectiveness is less than 100 percent, FV
changes are recognized in the income statement but these were marginal in 2008.

In the year under review, a total fair value gain of €8 million (up from a €5 million loss) was recognized in
OCl only and another gain of €1 million recycled from OCl to the cost of materials (up from a €3 million loss).

The fair value of the commodity futures is derived from the value of all contracts at market as of the valuation
date and therefore corresponds to the current value of the contract portfolio at year-end.

The notional volume of hedges represents the sum total of all purchase and selling contracts and is shown
non-netted.

Notional volume Maturing after 1 year Fair market values

12/31/ 12/31/ 12/31/ 12/31/ 12/31/ 12/31/

2007 2008 2007 2008 2007 2008
No hedging relationship
Commodity futures 2 0 - - 0 0
Hedging relationship
Commodity futures 23 19 - - ) ©)

What-if analysis | If the forward price curve (assuming it to remain constant over the hedged term) of each
hedged metal had changed by 10 percent, the related OCl would have risen or dropped by €1 million (prior-
year range: €0 to a €4 million decrease) while the net financial result would not have been affected since at
December 31, virtually all open contracts had a hedging relationship.



Default (credit) risk | According to current facts, the collection risk is covered by bad-debt and equivalent
allowances. Over and above this scope, the Rheinmetall Group has not extended any major credits to specific
parties. Corporate policies and standards specify the framework for a proper A/R management system. The
credit risks are subject to ongoing mapping and monitoring by the operating units which, in line with the
concept of local management of specific default risks, take various approaches. Individual assessments
(where appropriate, based on current trends, developments and qualitative information) may be used in
addition to automated risk management processes.

The default risk from financial derivatives is the potential failure of a counterparty and is therefore capped
at the positive fair value due from any such counterparty. Counterparties of Rheinmetall Group companies
for contracting financial derivatives are exclusively German and foreign banks of unblemished prime standing.
By setting these high standards on counterparties, the risk of such uncollectible debts is minimized.

12/31/2007 12/31/2008

Trade receivables unimpaired but past due

for 30 days or less 89 70
for 180 days or less 31 35
for»180 days 17 12
137 117

impaired 7 5
neither impaired nor past due 404 343
548 465

specific allowances/write-down @) (4)
546 461

Both at year-end and during the period, the required allowances were insignificant since, thanks to the type
of transactions and customer structure, even overdue receivables are generally paid (albeit with a time lag).

As of the balance sheet date, there were no indications that any unimpaired and not overdue receivables of
the A/R portfolio would remain unpaid. The book values constitute the maximum risk inherent in capitalized
assets. In addition, minor loans have been committed to associated affiliates.

Liquidity risk | Sufficient liquidity at all times is ensured by the Rheinmetall Group especially by a cash
budget and forecast over a specified period, as well as through existing, partly unutilized finance facilities,
including besides credit lines granted by banks and other financial institutes on a bilateral or syndicated basis,
also a commercial paper (CP) program, an asset-backed securities (ABS) program, and bond issues. For further
details of such credit facilities, see the management report.



The table below discloses as of December 31 all contractually agreed payments for recognized financial
payables, as well as the financial derivatives and their fair value.

12/31/2007 12/31/2008

2009- after 2010- after
2008 2012 2013 2009 2013 2014

Bonds 11 348 - 11 336
Due to banks 14 33 28 47 11 25

Payables under capital leases 2 3 1 2
Other financial debts 1 2 2 1 2 1
28 386 30 60 351 26

Financial derivatives with
negative fair value 7 1 - 38 13
positive fair value (16) (4 - (15) @

The associated cash flow risk is confined to cash outflows.

The current fair values of financial derivatives should be seen in the context of the associated underlyings,
whose value generally show an opposite trend. The derivatives would only produce a cash outflow at the
amount shown above if they were terminated early.

The Rheinmetall Group’s financial resources comprise cash and cash equivalents, financial current assets
available for sale, and the cash provided by operating activities. In contrast, the capital requirements cover
the redemption of financial debts (principal and interest), capital expenditures, and the funds needed for
operating activities.

(38) Stock-based compensation | The Rheinmetall Group has launched a long-term incentive program (LTIP)
whose participants would benefit from an increase in the Rheinmetall Group’s shareholder value by receiving
a cash compensation and also Rheinmetall shares. For the purposes of this program, shareholder value is
deemed to have risen if the average adjusted EBT for the preceding three fiscal years outstrips the prior 3-year
period’s. The number of shares granted is determined on the basis of the average share price during the five
last trading days in February of the succeeding year, in some cases subject to a markdown. After a 3-year
qualifying period, beneficiaries can freely dispose of such shares. The expense recognized in 2008 for stock-
based compensation totaled €4 million (virtually unchanged). On April 1, 2008, LTIP participants received
a total 79,940 shares for 2007.

In 2008, a Rheinmetall stock purchase program was newly launched under which eligible staff of German
Rheinmetall companies may purchase Rheinmetall AG stock at a discount. Such shares are subject to a qual-
ifying period of 2 years. Eligible staff are offered within defined subscription windows the opportunity to buy
a limited number of Rheinmetall shares at a 30-percent discount off the applicable market price. In the year
under review, Rheinmetall employees purchased altogether 355,229 shares for a total €8 million. Expenses
of €3 million were incurred in 2008 for this program, recognized as personnel expenses.



Subscription window Payment

Shares pur- received
Share price Discount per chased by from staff

in€ share in € staff in € million

04/03-04/16/2008 44.15 13.24 153,429 5
07/01-07/15/2008 45.75 13.73 19,546 1
10/28-11/11/2008 20.01 6.00 182,254 2

(39) Other details of related-party transactions | For the Rheinmetall Group, corporate related parties are
the joint ventures and associated affiliates which are carried at equity. Especially the joint ventures contribute
to the expansion of Defence and Automotive operations. The volume of products/services provided to related
companies is mainly reflected in sales of finished products and work in process to project venturers, as well
as in revenue from services provided as part of a public-private partnership (PPP) model for repair logistics
for the army within the Defence sector (disclosed here for the first time, prior-year data adjusted). Moreover,
the volume of unpaid items includes loans of €3 million to joint ventures (virtually unchanged), interest income
from such loans amounting to an unchanged €o million. The table below shows the volume of related party
transactions.

Volume of products/ Volume of products/ Volume of
services provided services received unpaid items

12/31/ 12/31/

2007 2008 2007 2008 2007 2008

Joint ventures 85 111 13 10 15 (10)
Associated affiliates 12 5 23 9 1) -

97 116 36 19 14 (10)

Remuneration of the Executive and Supervisory Boards | The reportable compensation of senior management
within the Group comprises that paid to active Executive and Supervisory Board members.

The expenses for compensation paid or payable to active members of the Executive Board break down as
follows:

2007 2008
Short-term payments due 5,418 3,700
Deferred compensation 328 128
5,746 3,828

Postretirement benefits in addition 754 795



The postretirement benefit amounts reflect the current service cost for pension entitlements.

Supervisory Board fees amounted to €0.987 million in fiscal 2008 (up from €0.733 million) and are all due
short term.

For further details and itemization of each member’s remuneration, see the Board Compensation Report
within the group management report.

An unchanged €2 million was paid to former Executive Board members or their surviving dependants, the
accruals for pension obligations to them totaling €16 million (virtually unchanged). €0.586 million (down from
€0.710 million) was paid to former executive board members or their surviving dependants of Rheinmetall
DeTec AG (merged in 2005 into Rheinmetall AG), the accruals for pension obligations to them totaling an
unchanged €6 million.

(40) Statutory auditor’s fees | In fiscal 2008 and 2007, the following fees of the statutory auditor (Price-
waterhouseCoopers AG Wirtschaftspriifungsgesellschaft) were expensed in Germany:

2007 2008
Statutory audits 1,903 2,031
Other verification/appraisal services 208 41
Tax consultancy 132 81
Other services 93 461
2,336 2,614

The auditing fees cover Rheinmetall AG’s separate and consolidated financial statements and the accounts
of all subsidiaries audited by PwC in Germany. The fees for other verification/appraisal services were mainly
paid in connection with due diligence work while those for tax consultancy and other services covered project-
related services.

(41) Corporate Governance Code | In December 2008, Rheinmetall AG published on the Internet at
www.rheinmetall.com, and thus made available to its stockholders, the declaration of conformity according
to the German Corporate Governance Code pursuant to Art. 161 AktG.

Diisseldorf, March 6, 2009
The Executive Board

Eberhardt Dr. Kleinert Dr. Miiller



Company

Fully consolidated subsidiaries

Holding companies/service companies/other
EMG EuroMarine Electronics GmbH, Bremen, Germany

Facula Grundstiicks-Vermietungsgesellschaft mbH & Co.
Objekt Rheinmetall Allee 2 KG, Diisseldorf, Germany

Facula Grundstiicks-Vermietungsgesellschaft mbH, Diisseldorf, Germany

LIGHTHOUSE Grundstiicks-Vermietungsgesellschaft mbH & Co. KG,
Diisseldorf, Germany

MEG Marine Electronics Holding GmbH, Bremen, Germany

Rheinmetall Berlin Verwaltungsgesellschaft mbH, Berlin, Germany

Rheinmetall Blirosysteme GmbH, Diisseldorf, Germany

Rheinmetall Immobiliengesellschaft mbH, Disseldorf, Germany

Rheinmetall Industrie Ausriistungen GmbH, Dusseldorf, Germany

Rheinmetall Industrietechnik GmbH, Diisseldorf, Germany

Rheinmetall Maschinenbau GmbH, Diisseldorf, Germany

Rheinmetall Versicherungsdienst GmbH, Diisseldorf, Germany

Rheinmetall Verwaltungsgesellschaft mbH, Diisseldorf, Germany

SUPRENUM Gesellschaft fiir numerische Superrechner mbH, Bremen, Germany

Defence

American Rheinmetall Munitions Inc., Stafford, USA

Benntec Systemtechnik GmbH, Bremen, Germany

BIL Industriemetalle GmbH & Co. 886 KG, Griinwald, Germany
Contraves Advanced Devices Sdn Bhd, Melaka, Malaysia
Contraves Sdn Bhd, Melaka, Malaysia

Eurometaal Holding Deutschland GmbH, Disseldorf, Germany
Eurometaal Holding N.V., Hengelo, Netherlands

Eurometaal N.V., Hengelo, Netherlands

I.L.E.E. AG, Urdorf, Switzerland

LDT Laser Display Technology GmbH, Jena, Germany
Nitrochemie AG, Wimmis, Switzerland

Nitrochemie Aschau GmbH, Aschau, Germany

Nitrochemie Wimmis AG, Wimmis, Switzerland

Oerlikon Contraves GmbH, Stockach, Germany

Oerlikon Contraves Pte. Ltd., Singapore, Singapore
Rheinmetall Air Defence AG (formerly Oerlikon Contraves AG), Zurich, Switzerland
Rheinmetall Canada Inc., St.-Jean-sur-Richelieu, Canada
Rheinmetall Chempro GmbH, Bonn, Germany

Rheinmetall Defence Electronics GmbH, Bremen, Germany
Rheinmetall Denel Munition (Proprietary) Limited, Pretoria, South Africa
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Company

Rheinmetall Dienstleistungszentrum Altmark GmbH, Letzlingen, Germany
Rheinmetall Hellas S.A., Athens, Greece

Rheinmetall Italia S.p.A., Rome, Italy

Rheinmetall Landsysteme GmbH, Kiel, Germany

Rheinmetall Nederland B.V., Amsterdam, Netherlands
Rheinmetall Schweiz AG, Zurich, Switzerland

Rheinmetall Technical Publications GmbH, Bremen, Germany
Rheinmetall Waffe Munition ARGES GmbH, Schwanenstadt, Austria
Rheinmetall Waffe Munition GmbH, Unterliiss, Germany

RM Euro B.V., Hengelo, Netherlands

RTP-UK Ltd., Bristol, Great Britain

RWM Beteiligungsverwaltung Austria GmbH, Schwanenstadt, Austria
RWM Schweiz AG, Zurich, Switzerland

RWM Zaugg AG, Lohn-Ammannsegg, Switzerland

Automotive

GVG Grundstiicksverwaltung Gleitlager GmbH & Co. KG, Neckarsulm, Germany
GVH Grundstiicksverwaltung Hamburg GmbH & Co. KG, Neckarsulm, Germany
GVN Grundstiicksverwaltung Neckarsulm GmbH & Co. KG, Neckarsulm, Germany
Karl Schmidt Unisia Inc., Marinette, USA

Kolbenschmidt de México S. de R.L. de C.V., Celaya, Mexico

Kolbenschmidt K.K., Yokohama, Japan

Kolbenschmidt Liegenschaftsverwaltung GmbH Berlin, Berlin, Germany
Kolbenschmidt Pierburg AG, Neckarsulm, Germany

KS Aluminium-Technologie GmbH, Neckarsulm, Germany

KS ATAG Bearbeitungsgesellschaft m.b.H., Neckarsulm, Germany

KS ATAG Beteiligungsgesellschaft m.b.H., Neckarsulm, Germany

KS ATAG GmbH, Neckarsulm, Germany

KS ATAG Romania S.R.L., Bucharest, Romania

KS Bronzinas Ltda., Nova Odessa, Brazil

KS France S.A.S, Basse-Ham (Thionville), France

KS Gleitlager GmbH, St. Leon-Rot, Germany

KS Gleitlager USA Inc., Fountain Inn (Greenville), USA

KS Grundstiicksverwaltung Beteiligungs GmbH, Neckarsulm, Germany

KS Grundstiicksverwaltung GmbH & Co. KG, Neckarsulm, Germany

KS International Investment Corp., Southfield, USA

KS Kolbenschmidt Czech Republic a.s., Usti, Czech Republic

KS Kolbenschmidt France S.A.S., Basse-Ham (Thionville), France

KS Kolbenschmidt GmbH, Neckarsulm, Germany

KS Large Bore Pistons Inc., Marinette, USA

KS Produtos Automotivos Ltda., Nova Odessa, Brazil

KSPG Automotive Brazil Ltda., Nova Odessa, Brazil
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Company

KSPG Finance & Service Ltd., St. Julians, Malta

KSPG Malta Holding Ltd., St. Julians, Malta

KSPG Netherlands Holding B.V., Amsterdam, Netherlands

KSUS International LLC., Marinette, USA

KUS Canada Inc., Leamington, Canada

MS Motor Service Deutschland GmbH, Weinstadt, Germany

MS Motor Service France S.A.S., Goussainville, France

MS Motor Service International GmbH, Neuenstadt, Germany

MS Motor Service Istanbul Dis Ticaret ve Pazarlama A.S., Istanbul, Turkey
MS Motor Service Shanghai Trading Company Ltd., Shanghai, China
Pierburg Gestién S.L., Abadiano, Spain

Pierburg GmbH, Neuss, Germany

Pierburg Inc., Fountain Inn (Greenville), USA

Pierburg India Private Limited, Mumbai, Maharashtra, India
Pierburg México S.A. de C\V., Chihuahua, Mexico

Pierburg Pump Technology Brazil Produtos Automotivos Ltda.,
Nova Odessa, Brazil

Pierburg Pump Technology GmbH, Neuss, Germany

Pierburg Pump Technology India Private Limited, Mumbai, Maharashtra, India
Pierburg Pump Technology Italy S.p.A., Lanciano, Italy

Pierburg Pump Technology S.a r.l., Basse-Ham (Thionville), France

Pierburg Pump Technology S.A. de C.V., Chihuahua, Mexico

Pierburg Pump Technology UK Ltd., Laindon Basildon, Essex, Great Britain
Pierburg S.A., Abadiano, Spain

Pierburg s.r.o., Usti, Czech Republic

Société Mosellane de Services S.C.l., Basse-Ham (Thionville), France
Werkzeugbau Walldiirn GmbH, Walldiirn, Germany
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Company

Investees carried at equity

Holding companies/service companies/other
LIGHTHOUSE Development GmbH
Unternehmerstadt GmbH, Disseldorf, Germany

Defence

ADS Gesellschaft fiir aktive Schutzsysteme mbH, Lohmar, Germany
Advanced Pyrotechnic Materials Private Ltd., Singapore, Singapore
AIM Infrarot-Module GmbH, Heilbronn, Germany

ARGE RDE/CAE (GbR), Bremen, Germany

ARTEC GmbH, Munich, Germany

Burkan Munitions Systems L.L.C., Abu Dhabi, UAE

DynITEC GmbH, Troisdorf, Germany

EuroSpike GmbH, Réthenbach, Germany

GIWS Gesellschaft fiir Intelligente Wirksysteme mbH, Niirnberg, Germany
Hartchrom Defense Technology AG, Steinach, Switzerland

Hellenic Simulation and Training Systems Commercial and Industrial
Société Anonyme (HSTS S.A.), Agia Paraskevi, Greece

HFTS Helicopter Flight Training Services GmbH, Hallbergmoos, Germany
HIL Industrie-Holding GmbH, Bonn, Germany

LOG Logistik-Systembetreuungs-Gesellschaft mbH, Bonn, Germany

N2 Defense LLC, Arlington, Virginia, USA

Oy Finnish Defence Power Systems AB, (FDPS), Helsinki, Finland

PSM Projekt System & Management GmbH, Kassel, Germany

SysFla GmbH, Unterschleissheim, Germany

Werk Aschau Lagerverwaltungsgesellschaft mbH, Aschau, Germany

Automotive
Advanced Bearing Materials LLC., Greensburg, USA

Kolbenschmidt Pierburg Shanghai Nonferrous Components Co. Ltd.,
Shanghai, China

Kolbenschmidt Shanghai Piston Co. Ltd., Shanghai, China
Shriram Pistons & Rings Ltd., New Delhi, India

SGD

AED

CHF

usb

usb

CNY
CNY
INR

Interest held Interest held
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We represent that, to the best of our knowledge and in accordance with applicable accounting principles,
the consolidated financial statements present a true and fair view of the Rheinmetall Group’s asset and
capital structure, financial position and results of operations, as well as that the group management report
describes fairly, in all material respects, the Group’s business trend and performance, the Group’s position,
and the significant risks and rewards of the Group’s future development.

Diisseldorf, March 6, 2009

Eberhardt Dr. Kleinert Dr. Muller



Rheinmetall AG, Diisseldorf, Independent auditor’s report and opinion | We have audited the consolidated
financial statements (consisting of balance sheet, income statement, statement of changes in equity, cash flow
statement, and notes) and the group management report, all as prepared by Rheinmetall AG, Diisseldorf, for
the fiscal year ended December 31, 2008. The preparation of the consolidated financial statements and group
management report in accordance with the IFRS whose application is mandatory in the European Union (EU),
and the additional financial-accounting provisions of Art. 315a(1) HGB, is the responsibility of the Company’s
Executive Board. Our responsibility is, based on our audit, to express an opinion on the consolidated financial
statements and group management report.

We have conducted our annual group audit in accordance with Art. 317 HGB and with due regard to generally
accepted standards on the audit of financial statements as established by IDW, the Institute of Sworn Public
Accountants & Auditors in Germany. Said standards require that we plan and perform the audit to obtain
reasonable assurance that any misstatement or fraud which has a material impact on the view of the asset
and capital structure, financial position and results of operations as presented by the consolidated financial
statements in accordance with applicable accounting principles and by the group management report is
identified. When planning the audit procedures, knowledge and understanding of the Group’s business, its
economic and legal environment as well as sources of potential errors are given due consideration. An audit
includes examining, largely on a test basis, the accounting-related internal control system’s effectiveness and
the evidence supporting the amounts and disclosures in the consolidated financial statements and group
management report. An audit also includes assessing the financial statements of companies included in the
consolidated financial statements, the definition of the consolidation group, the accounting and consolidation
principles used, and significant estimates made, by the Company’s Executive Board, as well as evaluating the
overall presentation of the consolidated financial statements and group management report. We believe
that our audit provides a reasonable basis for our opinion.

Our audit has not resulted in any objections or exceptions.

It is our opinion that, based on our audit conclusions, the consolidated financial statements are in conformity
with the IFRS whose application is mandatory in the EU, and the additional financial-accounting provisions
of Art. 315a(1) HGB and, with due regard to these standards, regulations and provisions, present a true and
fair view of the Group’s asset and capital structure, financial position and results of operations. The group
management report is in conformity with the consolidated financial statements and presents fairly, in all
material respects, the Group’s position and the risks and rewards inherent in its future development.

Diisseldorf, March 9, 2009
PricewaterhouseCoopers

Aktiengesellschaft
Wirtschaftspriifungsgesellschaft

(Peter Albrecht) (Uwe Schwalm)
Wirtschaftspriifer Wirtschaftspriifer



120 | Additional information

Balance sheet of Rheinmetall AG
as of December 31, 2008

ASSETS € million

12/31/2007 12/31/2008
Fixed assets

Intangible assets 0.048 0.091
Tangible assets 30.357 28.988
Financial assets 788.682 904.403
819.087 933.482

Current assets
Receivables and sundry assets 417.210 381.227
Securities 46.180 36.822
Cash on hand and in bank 76.230 101.338
539.620 519.387
Prepaid expenses & deferred charges 1.368 0.578
1,360.075 1,453.447

STOCKHOLDERS’ EQUITY & LIABILITIES € million

12/31/2007 12/31/2008

Capital stock 92.160 92.160
Additional paid-in capital 208.262 208.262
Reserves retained from earnings 195.208 182.639
Net earnings 72.192 45.009
Stockholders’ equity 567.822 528.070
Untaxed/special reserves 3.214 3.131
Accruals 120.089 115.347
Liabilities
Bonds 325.000 325.000
All other liabilities 343.950 481.899
668.950 806.899

1,360.075 1,453.447




Income statement of Rheinmetall AG
for fiscal 2008

€ million

2007 2008
Income from investments 172.898 63.038
Net interest expense (8.906) (6.294)
Write-down of treasury stock (30.427)
Net financial result 163.992 26.317
Other operating income 64.155 58.331
Personnel expenses (27.107) (29.754)
Amortization of intangible and depreciation of tangible assets (incl. write-down) (1.742) (1.675)
Other operating expenses (32.742) (37.338)
EBT 166.556 15.881
Income taxes (13.424) (10.448)
Net income 153.132 5.433
Transfer from reserves retained from earnings 2.128 78.722
Transfer to reserves retained from earnings (83.068) (39.146)
Net earnings 72.192 45.009
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The German Corporate Governance Code (the “Code”) comprises statutory regulations, legislative provisions
and (inter)nationally accepted standards of the governance of listed corporations, besides providing the
rules of interaction of all corporate bodies. The Code aims to promote the trust and confidence placed by
stockholders, business counterparts, financial markets, employees and the general public in the management
and supervision of listed companies. Transparency, confidence, reliability: the corporate governance principles
set out in the Code are a firm fixture of Rheinmetall AG’s self-perception. Rheinmetall’s transparent, respon-
sible, reliable and fair corporate governance has had a longstanding tradition and centers around the respect
for stockholder interests, a close, trusting inter-board collaboration, due and proper accounting and auditing
in line with generally accepted standards, a bona fide risk management system, the due compliance with
the law and intragroup policies, as well as outspoken and transparent corporate communications.

Declaration of conformity 2008 | On June 6, 2008, the German Corporate Governance Code Government
Commission restated the Code. On December 9, 2008, the Company’s Executive and Supervisory Boards
issued the annual declaration of conformity under the terms of Art. 161 AktG, which states that Rheinmetall
has fully carried out the recommendations of the German Corporate Governance Code Government Commis-
sion as amended up to June 14, 2007, and will fully carry out all the recommendations of the Code as amended
up toJune 6, 2008. The current and all other annual declarations of conformity issued since 2002 have been
published on the Company’s website (www.rheinmetall.com) on the Group’s Corporate Governance pages.

Corporate compliance | Corporate compliance covers all organizational procedures, processes and policies
of the Rheinmetall companies designed to ensure compliance with local laws and regulatory frameworks. It is
a firm fixture of Rheinmetall’s corporate culture, and each and every Rheinmetall employee is obligated to com-
ply with such principles. Periodical training sessions update the staff on current developments. The corporate
compliance program, which is supplemented by various groupwide policies and guidelines, is periodically
reviewed, and updated wherever required, by the Compliance Team whose members comprise delegates
from the Group’s divisions and the parent’s departments. The Chief Compliance Officer regularly reports to
the Executive Board and the Supervisory Board’s Audit Committee on the adequacy and effectiveness of the
corporate compliance program.

Stockholders and their meeting | Rheinmetall AG’s stockholders exercise their rights at the general meeting,
to which the Executive or Supervisory Board invites as required by the law or wherever deemed expedient to
safeguard the Company’s interests. One share grants one vote. Each stockholder is entitled to attend general
meetings, speak there about any business on the agenda, ask pertinent questions and propose motions.
Stockholders may either exercise their voting right personally at a general meeting or appoint a proxy at their
discretion or give voting power to a Rheinmetall-appointed voting proxy. The Executive Board submits to the
annual general meeting (AGM) Rheinmetall’s separate and consolidated financial statements. The AGM votes
on matters such as profit appropriation, capital moves, approval of intercompany agreements or similar moves,
Supervisory Board remuneration, amendments of the articles of incorporation or bylaws, and elects the
stockholder representatives on the Supervisory Board, besides appointing the statutory auditor. The entire
AGM documentation and information of relevance to voting are published on Rheinmetall AG’s website
where shortly after the meeting’s close, also the Executive Board presentation and the voting results are
available online.



The two boards | Through constructive frequent dialogs, Rheinmetall AG’s Executive and Supervisory Boards
closely work together in an atmosphere of mutual trust in the best interests of the entire Group. The respon-
sibilities of either board along with membership rules, tasks, duties, authorities and transactions subject
to approval are defined in rules of procedure.

The currently three Executive Board members manage the Group on their joint and several responsibility on
the basis of jointly agreed objectives. The Executive Board is committed to safeguarding Rheinmetall’s inter-
ests as well as to adding sustained shareholder value. This Board’s key management functions include the
development of the basic strategic orientation, the formulation of business goals and targets, as well as
the control and supervision of Rheinmetall’s operating units.

The Supervisory Board (which is subject to the codetermination statutes 1976 and the bylaws) has 16 mem-
bers, eight each elected by the stockholders and the employees. In the performance of their work, Supervisory
Board members are committed to Rheinmetall’s best interests but are not bound by specific instructions.
When candidates for election are proposed, Supervisory Board membership should be governed by the
principles of adequate technical know-how, experience and the level of independence required by the Code.
Supervisory Board members do not include any former Executive Board members of Rheinmetall AG.

Except for Dr. Siegfried Goll’s term (which expires at the close of the AGM 2013), the office of the Supervisory
Board’s stockholder and employee representatives terminates at the close of the AGM which votes on the
official approval of board member acts and omissions for fiscal 2011.

In 2008 no consultancy or other contracts for work or services existed between the Company and any Super-
visory Board member. No clashing interests affecting Executive or Supervisory Board members and requiring
immediate disclosure to the Supervisory Board were reported. The offices held by Executive and Supervisory
Board members are itemized on pages 126—128.

Supervisory Board committees | Rheinmetall AG’s Supervisory Board has formed committees from among
its members that prepare matters for decision by the plenary Board.

The Personnel Committee is responsible for relations between Executive Board members and the Company,
including the negotiation, execution, termination and amendment of employment contracts with, and a
periodical review of the compensation guidelines for, Executive Board members.

The Audit Committee is in charge of preparations for Supervisory Board resolutions on the adoption of the
separate financial statements and the approval of the consolidated financial statements, by conducting in
advance an internal review of the financial statements and management reports. Moreover, the Audit Com-
mittee examines the profit appropriation proposal and discusses the financial statements and audit reports
with the statutory auditor, besides deciding on the statutory auditor’s selection and independence, issuing
the audit engagement letter, defining focal audit areas and agreeing on audit fees. In addition, the Audit
Committee monitors annual and interim financial reporting and the effectiveness of the risk management
system, apart from dealing with accounting, corporate governance and corporate compliance issues. When
electing the Audit Committee members, the Supervisory Board has made sure that they have the required
experience and knowledge regarding the application of accounting standards and internal control processes.



The Codetermination Committee formed according to Art. 27(3) German Codetermination Act submits to the
plenary Supervisory Board a slate of candidates for Executive Board membership if these have not received
the required two-third majority of Supervisory Board member votes in the first poll.

The Slate Submittal Committee submits to the plenary Supervisory Board a slate of suitable Supervisory
Board candidates for election by the AGM.

Efficiency review | Rheinmetall AG’s Supervisory Board periodically reviews the efficiency of its own work,
as required by the Code.

Compensation of board members | Details of the individual remuneration of Executive and Supervisory Board
members in 2008 and the underlying compensation structures are described and explained in the board
compensation report (within the group management report) on pages 43 et seq. The Supervisory Board Chair-
man briefed the annual general meeting on May 6, 2008, on the basic elements and components of Executive
Board remuneration, which have also been disclosed on the Company’s website.

D&O insurance | Rheinmetall AG has taken out a D&O policy (Directors’ & Officers’ liability insurance, includ-
ing consequential loss) with a reasonable deductible for its Executive and Supervisory Board members.

Directors’ dealings | The provisions of Sec. 15a WpHG require that any managerial staff of a German listed
company and parties (individuals or entities) related to these officers and managers report the purchase or
sale of Rheinmetall AG securities to both the Company and BaFin, the Federal Financial Supervisory Authority,
provided that the aggregate total of any such deals exceeds €5,000 in the calendar year. The reportable
transactions in 2008 were duly disclosed on the Company’s website.

As of December 31, 2008, the members of Rheinmetall AG’s Executive and Supervisory Boards (including
related parties) owned an aggregate 419,521 shares or 1.17 percent of the Company’s capital stock, including
74,871 shares (0.21 percent) and 344,650 shares (0.96 percent) held by Executive Board and Supervisory
Board members, respectively.

All reportable securities transactions have been published on the Internet at www.rheinmetall.com in the
Investor Relations section for long-term perusal.

Systematic risk management | Seizing opportunities in dynamic markets does not work without incurring
risks. A key business management objective is the control of such risks while concurrently and consistently
taking advantage of opportunities. Risk policy focuses on general business risks, financial risks and the spe-
cific risks of divisions. The Executive Board determines the Group’s risk strategy and defines accountabilities,
reporting structures, documentation and management of identified risks, besides setting limits or tolerances.
The groupwide uniform risk management system, which consists of several interactive and interdependent
budgeting, planning, control and information systems, ensures that management decisions and day-to-day
operations stay within defined risk limits and comply with the law. The Executive Board periodically reports
to the Supervisory Board (especially the Audit Committee) on current risks and their trend. Rheinmetall AG’s
risk management system, which is checked and reviewed by the statutory auditor, is continuously fine-tuned
and updated to respond to a changed risk environment.



Accounting and auditing | For enhanced transparency and better comparability with its international com-
petitors, Rheinmetall AG formulates its consolidated financial statements and interim reports in conformity
with the rules of the International Financial Reporting Standards (IFRS) while its separate financial statements
are prepared according to, as required by, the German Commercial Code (HGB) and also govern dividend
payout.

PricewaterhouseCoopers AG Wirtschaftspriifungsgesellschaft, Frankfurt/Main, Diisseldorf branch, performed
the statutory audits for 2008. As proposed by the Audit Committee, the Supervisory Board issued the audit
engagement letter after agreeing with the statutory auditor elected by the AGM on focal audit areas and audit
fees. In general, the Supervisory Board ensures that no clashing interests adversely affect the auditor’s work
and obligates the auditor to promptly disclose any incompatibility with the engagement (e.g. non-eligibility
or partiality). Moreover, the statutory auditor reports on any material findings, conclusions or events that
are in contradiction to the Executive and Supervisory Boards’ declaration of conformity under the terms of
Art. 161 AktG. The 2008 annual audit has not indicated any such reportable facts.

Corporate communications | Up-to-date, fair and consistent corporate communications are a matter of course
within the Rheinmetall Group and address the rights and interests of stockholders, the media, and the gen-
eral public. True to its principle of equal treatment, Rheinmetall informs all target groups simultaneously
and reports comprehensively on business trends, the financial position, as well as major transactions and
significant intragroup changes. The website presents, in English and German language, annual and quarterly
reports, press releases and other relevant news about current developments and new features. Periodic
conferences and road shows for investors and financial analysts ensure an ongoing information interchange
with the financial and capital markets. Any information likely to impact on stock exchange quotations is
promptly published in an ad-hoc notification as required by the law. Reportable securities transactions are
published by Rheinmetall in the statutory media and on its website. The Annual Document (also published
at www.rheinmetall.com) lists all mandatory publications by Rheinmetall AG from fiscal 2008.
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Nitrochemie AG

(President) (up to Dezember 15, 2008)

Nitrochemie Wimmis AG

(President) (up to Dezember 15, 2008)

Oerlikon Contraves AG
(President) (up to June 12, 2008)

Eckart Walzholz-Junius Familienstiftung

Dietrich Walzholz Familienstiftung

Dr. Gerd Kleinert

Gottmadingen
CEO of Kolbenschmidt Pierburg AG

Membership in supervisory boards:

Kolbenschmidt Pierburg Shanghai
Nonferrous Components Co. Ltd.
(Vice-Chairman)

KS Aluminium-Technologie GmbH
(Chairman)

KS ATAG GmbH
(Chairman)

KS Gleitlager GmbH
(Chairman)

KS Kolbenschmidt GmbH
(Chairman)

KS International Investment Corp.

Lapple AG
(Chairman)

Lapple Beteiligungs AG
(Chairman)

Pierburg GmbH
(Chairman)

Dr. Herbert Miiller

Bonn
Finance & Controlling

Membership in supervisory board:
Kolbenschmidt Pierburg AG



Dr. Andreas Beyer, LL.M. Klaus Eberhardt

Sindelfingen Diisseldorf

Law, Internal Auditing, M&A Chairman

Ingo Hecke Helmut P. Merch
Meerbusch Erkrath

Human Resources and Senior Management Finance & Controlling, IT

Detlef Moog
Miilheim/Ruhr

Land Systems, Weapon and Munitions, Propellants

Heinz Dresia
Krefeld

Air Defence, C/ISTAR, Simulation and Training

Ingo Hecke
Meerbusch

Human Resources

Shaun Liebenberg
Meerbusch
(as from July 1, 2008)

International Business Development

Dr. Gerd Kleinert
Gottmadingen

Chairman
Strategy, Marketing, Operations

Dr. Peter P. Merten
Herrsching

Finance & Controlling, IT

Peter-Sebastian Krause
Erkrath

HR, Law
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Franz-Bernd Reich

Phone (+49-211) 473-4777
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franz-bernd.reich@rheinmetall.com
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