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initiatives are working to establish Exide as the industry leader and positioning us

to build on our successes.”

74.

Also on February 14, 2005, Exide’s financial results for the fiscal third

quarter of 2005, the period ended December 31, 2004, were repeated in the

Company’s Report on Form 10-Q filed with the SEC, which was signed by defendants

Gargaro and Harvie. The Form 10-Q contained the following financial results:

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited, in thousands, except per-share data)

Net Sales ' $727,902
Net Income (Loss) ($402,441)
Inventories $460,239

75. The February 14, 2005 Form 10-Q stated the following with respect to

the Senior Credit Facility and Credit Agreement:

Principally as a result of the dramatic increase in lead costs year
on year and the resultant adverse impact upon the Company’s results, in
November 2004, the Company was required to obtain amendments to
certain financial covenants with respect to earnings before interest, taxes,
depreciation, amortization and restructuring (“EBITDAR”) and leverage
contained in its Senior Secured Credit Facility (the “Credit Agreement”).
Due to the fact that the Company failed to satisfy its leverage ratio
covenant as of December 31, 2004 under the Credit Agreement, in
February 2005, the Company received a waiver of the leverage ratio
covenant from its lenders, as well as amendments relating to the
Company’s proposed senior note offering. Although there can be no
assurances, the Company believes, taking into account the Credit
Agreement amendments and based upon its updated financial forecasts
and plans, that it will comply with the covenants contained in its Credit
Agreement for the foreseeable future.
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76. In the February 14, 2005 Form 10-Q, defendants Muhlhauser and
Gargaro each signed certifications representing the following:

1. I have reviewed this Quarterly Report on Form 10-Q of
Exide Technologies.

2. Based on my knowledge, this report does not contain any
untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect
to the period covered by this report;

3.  Based on my knowledge, the financial statements, and
other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and
cash flows of [Exide] as of, and for, the periods presented in this
report,

4, [Exide’s] other certifying officer and I are responsible for
establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(¢) and 15d-15(e) for the
[Company] and we have:

a. Designed such disclosure controls and procedures,
or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material
information relating to [Exide], including its consolidated
subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being
prepared, \

b. Designed such internal controls over financial
reporting, or caused such internal controls over financial
reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for
external purposes in accordance with generally accepted
accounting principles;

C. Evaluated the effectiveness of [Exide’s] disclosure
controls and procedures and presented in this report our
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conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this report
based on such evaluation; and

d. Disclosed in this report any change in [Exide’s]
internal control over financial reporting that occurred during
the most recent fiscal quarter ([Exide’s] fourth fiscal quarter in
the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, [Exide’s] internal control
over financial reporting|.]

77. The February 14, 2005 Form 10-Q also stated the following:

The Company, under the supervision and with the participation of
the Company’s management, including the Chief Executive Officer and
Chief Financial Officer, evaluated the effectiveness of the Company’s
disclosure controls and procedures (as defined in applicable rules of the
Securities and Exchange Commission) as of the end of the period
covered by this report. Based on that evaluation, the Chief Executive
Officer and Chief Financial Officer, together with the other members
of management participating in_the evaluation, concluded that the
Company’s disclosure controls and procedures are effective to ensure
that material information required to be disclosed by the Company in
the reports that it files or submits under the Securities Exchange Act of
1934, as amended, is recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange
Commission’s rules and forms.

* * *

We are currently reviewing and documenting our internal
control processes and procedures and have begun testing such
controls. This process has identified certain controls and areas of our
control environment in which we need to undertake remediation
efforts. Due to the number of controls to be examined, the complexity of
the project, the time and effort required to complete remediation and the
subjectivity in determining the effectiveness of controls and the
significance of deficiencies, we can not be certain at this time that all of
our controls will be documented and tested or that such controls will be
considered effective by management, or if considered effective by our
management, that our auditors will agree with such assessment.
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Management is working to complete all testing and remediation within
the Sarbanes Oxley Act deadline.

78. Defendants Muhlhauser and Gargaro also signed a statement in the
February 14, 2005 Form 10-Q certifying that:

The undersigned, as the President and Chief Executive Officer, and

Executive Vice President and Chief Financial Officer of Exide

Technologies, each certify that . . . the information contained in the

periodic report fairly presents, in all material respects, the financial

condition and results of operations of Exide Technologies at the dates
and for the periods indicated.

79.  On February 28, 2005, Exide filed a Form 8-K with the SEC in which it
disclosed that it had}completed a Third Amendment to its Senior Credit Facility and
Credit Agreement on February 24, 2005. The Amendment revised the Senior Credit
Facility and Credit Agreement financial covenants, including a revised EBITDA
Covenant of $122 million (lowered from $155 million) for the 12-month period
ending March 31, 2005.

80. On March 10, 2005, Exide announced in a press release that it would be
offering $60 million of floating rate convertible senior subordinated notes in partial
replacement of its previously-announced offering of senior notes.

81. On March 15, 2005, Exide priced $290 million principal amount of the
10-1/2% senior notes and $60 million principal amount of the convertible senior

subordinated notes.
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82.  Also on March 15,2005, the Company issued a press release announcing
that it completed the pricing of its senior note offering and its convertible note
offering. The press release continued, in pertinent part, as follows:

The offerings consist of two tranches: $290 million in 10 1/2%
senior notes, secured by a junior lien; and $60 million in Floating Rate
Convertible Senior Subordinated Notes, with an initial rate of 1.53% and
with a $9 million green shoe. The convertible notes will be convertible
into stock of the Company at a $17.37 conversion price. Both notes will
come due in 2013,

Exide plans to use the proceeds from a successful offering to
reduce the Company’s bank indebtedness, provide greater liquidity,
continue restructuring efforts to improve the Company’s cost structure,
and for general corporate purposes.

THE TRUE FACTS WHICH DEFENDANTS CONCEALED
AND WHICH CONTRADICTED THEIR PUBLIC STATEMENTS

83. The statements referenced above in {f37-67 and 70-78 were each
materially false and misleading when made because defendants concealed and failed
to disclose the following adverse facts below. These facts were known to defendants,
or recklessly disregarded by them, at all relevant times.

THE TRUE FACTS CONCERNING EXIDE’S
FALSE FINANCIAL STATEMENTS

84. Exide’s reported financial results during the Class Period were false, as
defendants had intentionally or recklessly overstated the Company’s inventories and
net income (and understated its net losses) by failing to properly account for excess

and obsolete inventory.
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85. Exide reported the following financial results during the Class Period:

First Fiscal Second Fiscal Third Fiscal
Fiscal Year Ended Quarter Ended Quarter Ended Quarter Ended
March 31, 2004 June 30, 2004 September 30, 2004 December 31, 2004
Net Sales $2,500,493,000 $612,535,000 $637,599,000 $727,902,000
NetIncome (Loss)  ($114,083,000) $1,782,191,000 ($17,101,000) ($402,441,000)
Inventories $414,516,000 $434,603,000 $439,324,000 $460,239,000

86. Exide included these results in its SEC Form 10-K for the fiscal year
ended March 31, 2004 (which was filed on or about June 29, 2004), and its SEC
Forms 10-Q which were filed on or about August 12, 2004, November 15, 2004, and
February 14, 2005. Defendants Muhlhauser and Harvie signed the Form 10-K. The
August 12, 2004 Form 10-Q was signed by defendant Harvie, and the November 15,
2004 and-February 14, 2005 Forms 10-Q were signed by defendants Harvie and
Gargaro.

87. These financial statements, and the statements about them, were false and
misleading, as such financial information was falsified, was not prepared in
conformity or in accordance with GAAP, and did not fairly present in all material
respects the financial condition of Exide, due to defendants’ improper accounting for
inventory in violation of GAAP and SEC rules.

88. GAAP are those principles recognized by the accounting profession as
the conventions, rules and procedures necessary to define accepted accounting
practice at a particular time. Regulation S-X (17 C.F.R. §210.4-01(a)(1)) states that

financial statements filed with the SEC which are not prepared in compliance with
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GAAP are presumed to be misleading and inaccurate. Regulation S-X requires that
interim financial statements must also comply with GAAP, with the exception that
interim financial statements need not include disclosure which would be duplicative of
disclosures accompanying annual financial statements. 17 C.F.R. §210.10-01(a).

89.  Throughout the Class Period, Exide failed to make timely and adequate
accruals for losses on obsolete inventory, thereby materially overstating its reported
net income and inventory, and understating the magnitude of its reported net losses.
Had Exide properly recorded accruals for obsolete inventory, its costs of sales during
the Class Period would have been higher, and its EBITDA would have been lower.
As a result, the Company’s reported net losses during the Class Period would have
been greater and its reported Class Period net income and inventories would have
been lower.

90. GAAP, as set forth in Accounting Research Bulletin (“ARB”) No. 43,
Chapter 4, Inventory Pricing, requires that inventories be recorded at the lower of cost
or market. ARB No. 43, Chapter 4, Statement 5, states:

A departure from the cost basis of pricing the inventory is required

when the utility of the goods is no longer as great as its cost. Where

there is evidence that the utility of goods, in their disposal in the ordinary

course of business, will be less than cost, whether due to physical

deterioration, obsolescence, changes in price levels, or other causes, the
difference should be recognized as a loss in the current period. This is

generally accomplished by stating such goods at a lower level commonly
designated as market. '
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91. Exiderepresented in its Form 10-K filed during the Class Period that its
inventories were “stated at the lower of cost or market.”

92. Infact, however, Exide did not report its inventory at the lower of cost or
market. The Company failed to properly report its inventory during the Class Period
to account for obsolete inventory. According to a former Exide employee who
worked at the Company from July 2001 through September 2004 as a Cost
Accountant, Financial Analyst and Treasury Analyst (hereinafter “Confidential
Informant #8” or “CI#8”) — who just prior to the Class Period was performing an
analysis of obsolete and old inventory for the entire Company and was trying to
identify means for disposing of it — Exide had accumulated millions of dollars in
excess and obsolete inventory by early 2004, and the amount was increasing. Indeed,
according to CI#8, because Exide had such a large and persistent excess and obsolete
inventory problem, the Company had hired an outside consultant to help determine
ways to reduce such inventory. CI#8 prepared reports called “Obsolete Inventory
Reports,” that quantified the amounts of excess and obsolete inventory. Such reports
were distributed to the outside consultant and defendant Muhlhauser, among others,
after which they and CI#8 would have conference calls to discuss the issue. During
these calls, the outside consultant repeatedly emphasized to Muhlhauser and the other
call participants that the inventory needed to be written off, yet no write off was taken.
According to CI#8, the old and obsolete inventory was being carried at its higher

“cost” value in Exide’s financial statements, which it should not have been because
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the “market” value was lower. This was in violation of GAAP and did not fairly
present in all material respects the financial condition of Exide.

93. Exide continued to carry this excess and obsolete inventory in its
financial statements at improperly inflated values into and during the Class Period.
This resulted in Exide reporting inflated inventories and net income, and understated
net losses, during the Class Period. According to a former Executive Assistant to the
President of Exide’s North America Transportation division, one of Exide’s largest
revenue generating divisions (hereinafter “CI#1”), throughout the Class Period, Exide
was continuing to accumulate more excess and obsolete inventory. This was so
because the North American Transportation division’s sales forecasts were never met,
which resulted in numerous batteries — which were manufactured in anticipation of the
Company meeting the sales forecasts — never being sold. CI#1 knew this because she
prepared the North American Transportation division’s “Weekly Report” which
forecasted the division’s sales and compared them to its actual sales. The “Weekly
Report” was sent to Muhlhauser every week. CI#1 worked for Exide throughout the
entire Class Period until June 2005.

94. Moreover, according to a former Exide employee who worked for the
Company from May 1994 until January 2005 and whose simultaneous job titles were
Production Manager, Logistics Manager and Superintendent for Exide’s Bristol,
Tennessee plant (“CI#6”), the plant was “over-building” batteries and it was visibly

obvious that there were “more batteries in the warehouse than we were shipping out.”
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95. Inaddition, a former “Lean Agent” for Exide — who was responsible for
implementing the EXCELL lean manufacturing practices at the Company from May
2003 until October 2004, and who was trying to implement inventory reduction
procedures during the Class Period (“CI#7”) — personally observed “tons” of excess
and obsolete inventory in Exide’s plants and distribution centers. CI#7 observed
excessive amounts of inventory at the Bristol, Tennessee, Fort Smith, Arkansas, and
Salina, Kansas, plants. In addition, according to CI#7, at some of the Company’s
distribution centers there was so much excess inventory that it was being stacked on
the floors, even though this was prohibited, because there was nowhere else to store
the unsold batteries.

96. Apparently in an effort to rid themselves of obsolete inventory, Exide’s
distribution centers shipped poor quality batteries which could not be sold to Exide’s
branch offices, according to a former Exide employee who worked for the Company
as a Regional Support Manager from December 2004 until August 2005 and who
dealt with Exide’s branch offices (“CI#4”). |

97. Exide was required to record this inventory at the lower of cost or market
by GAAP. This meant that Exide was required to record adequate losses through
inventory reserves to reflect this impaired inventory, but did not do so in order to
overstate reported net income and understate reported net losses. Exide’s inventory
was reported to be $414,516,000 at March 31, 2004 (the end of fiscal year 2004),

$434,603,000 at June 30, 2004 (the end of the first quarter of fiscal 2005),
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$439,324,000 at September 30, 2004 (the end of the second quarter of fiscal 2005),
and $460,239,000 at December 31, 2004 (the end of the third quarter of fiscal 2005).
Due to Exide’s failure to record adequate and timely reserves for excess and obsolete
inventory, Exide’s reported inventory was materially overstated during the Class
Period. Under GAAP, a reduction in inventory must be accompanied by a reduction
to income. This is so because under ARB No. 43, Chapter 4, Statement 5, GAAP
requires that, “in accounting for inventories, a loss should be recognized whenever the
utility of goods is impaired by . . . obsolescence . ... The measurement of such loss/]
is accomplished by applying the rule of pricing inventories at cost or market,
whichever is lower.”

98. Atthe end of the Class Period, Exide recorded an inventory write off to
belatedly account for its overvalued inventory during the Class Period. On May 17,
2005, Exide announced an inventory write down of $4.5 million for obsolete
inventory for physical inventory adjustments.

99. Due to these accounting improprieties with respect to inventories and net
income/loss, the Company presented its financial results and statements in a manner
which violated GAAP, including the following fundamental accounting principles:

(a) The principle that interim financial reporting should be based upon
the same accounting principles and practices used to prepare annual financial

statements was violated (APB No. 28, 410);
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