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A Engagement and scope of work

The Management Board of ZOJE Europe CmbH, Kaiserslautern, has engaged us to prepare an
expert opinion on the business value (equity value) of the

Diirkopp Adler Aktiengesellschaft, Bielefeld
(hereafter referred to as ,,Diirkopp Adler AG“ or ,,Company*)

as of the valuation date May 31, 2014 for the purpose of internal equity controlling only.

All material and relevant circumstances to the business valuation made available to us up to
the date of this expert opinion have been taken into consideration in the valuation process. In
case of changes regarding material circumstances of the business valuation, the impact of
those changes on the determined business value would have to be considered explicitly.

We conducted our work in July 2014 at our offices in Diisseldorf and Bielefetd. Our valuation is
primarily based on the following documents made available to us:

Audited consolidated annual financial statements for the financial years 2011 to 2013,
each issued with an unqualified audit opinion,

Consolidated financial planning figures for the financial years 2014 to 2018,

Additional information necessary for the verification of plausibility of the financial plan-
ning figures and the performance of the business valuation.

Furthermore, the staff of Diirkopp Adler AG has provided us with information and documents
pertinent to the conduct of our work. The management of the Diirkopp Adler AG has declared
in a signed letter of representation dated July 30, 2014 that all material information and ex-
planations given to us in connection with the preparation of our expert opinion are both cor-
rect and complete.

~ We performed our valuation based on the German valuation guideline established by the Insti-
tute of Public Auditors in Germany, Incorporated Association (Institut der Wirtschaftspriifer in
Deutschland e.V., “IDW”): IDW Standard: Principles for the Performance of Business Valuations
(IDW S 1) as stated April 2, 2008. Pursuant to this standard, we acted as an advisor and deter-
mined a business value (equity value) which is according to our engagement based on an objec-
tified business value.

According to our engagement we used a discounted cash flow (DCF) method for the determina-
tion of the business value.
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For the execution of our assignment and our responsibility - including the relationship to third
parties - the General Engagement Terms for German Public Auditors and Public Audit Firms as
of January 1, 2002 as well as our Special Conditions for the Increase of Liability within the
scope of the General Terms of Engagement as of January 1, 2002, included in this expert opin-
jon as appendix, are authoritative. With regard to forwarding this report to third parties, we
would especially like to point out that under the terms of our engagement unless we give ex-
plicit written consent, the expert opinion must not be made available to third parties in its en-
tirety and in part as well. In the case that our expert opinion may be issued for purposes other
than defined in the engagement, it must be ensured that the General Engagement Terms and
our Special Conditions concerning limited liabilities are authoritative.

Please note that the calculations specified in this report have been rounded. Since the calcula-
tions were in fact made with exact values, additions or subtractions of table values may lead to
subtotals and totals that deviate from those presented in these tables.
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B. LEGAL AND ECONOMIC FUNDAMENTALS

The company is a registered stock corporation under German law and registered with
Amtsgericht Bielefeld under No. HR B 7042, and is headquartered at Potsdamer Strabe 190,
33719 Bielefeld, Germany.

The object of the company is the development, production and distribution of products in the
sector of sewing technology as well as consulting, development and service offerings in this
field. '

Pursuant to our engagement a detailed presentation of the business and economic situation,
especially in respect of the market, the competitors and the competitive situation, will not be
carried out in this expert opinion. The presentation of the economic situation is hence restrict-
ed to facts, which are of particular importance for the determination of the business valuation.
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C. BUSINESS VALUATION PRINCIPLES
. Objectified business value

The principles and valuation procedures used determining the business value of Diirkopp Adler
AG embody standards which are generally accepted in current business valuation theory and
practice and are recognized in jurisdiction. The business value of a company is to be deter-
mined upon cash flows that the company is expected to generate. Cash flows are to be deter-
mined with respect to the companies material substance, its ability to innovate, its products
and position on the marketplace as well as its inner organisation and management present at
the valuation date. This value generally results from the cash flows of the business which will
be achieved if the business is continued in the future and assuming the disposal of any non-
essential operational assets (value of future earnings).

According to our engagement we act in the function of an advisor and determine a business
value which is according to our engagement based on an objectified business value. An objecti-
fied business value determines a value of the business, which is independent of the individual
ideas of the parties concerned. An objectified business vatue is an inter-subjectively verifiable
value of future earnings from the viewpoint of a shareholder. In the present case according to
our engagement the business valuation is carried out from the perspective of a company, which
represents the relevant shareholder.

Il.  Value of future earnings

The value of a business is based, assuming purely financial objectives, on the present value of
net cash flows associated with the ownership of the business to the owner. A discount rate rep-'
resenting the return on an alternative investment adequately comparable to the entity to be
valued is used to determine the present value. This means that the value of the business is de-
rived solely from its earning power, i.e. its ability to earn cash flows for the owner.

The value of a business may be determined by either the dividend discount method or the dis-
counted cash flow (DCF) methods. Both methods are basically equivalent since they share the
same theoretical basis (capitatisation of future benefits) and, when using the same financing
assumptions, lead to identical results. In our expert opinion, a discounted cash flow method us-
ing the weighted average cost of capital (WACC) concept was applied.

DCF methods determine the valuation of a business by discounting future cash flows of the
business minus net debt. Future cash flows are those cash flows available to all providers of
capital to the business after consideration of distribution restrictions under company law. The
free cash flows represent business cash flows after capital expenditures and taxes on the busi-
ness, but before interest and after changes in net current assets. The calculation of future cash
flows requires forecast balance sheets, statements of income and finance forecasts which are
consistent with one another.
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It should be assumed that the business being valued will continue without restriction as a going
concern in the future. Hence, future cash flows are forecasted in two phases. The earlier first
phase spans the period of the years 2014 to 2018, which are based on internal planning data,
projected balance sheets, projected profit and loss accounts and projected cash flow state-
ments. We adopted the planning data provided to us for the purpose of the valuation. The
starting point of the projection of future developments are the forecast figures of the financial
year 2013 according to our engagement. If the planning data we were provided with would
have used the actual figures of the financial year 2013 as starting point, the planning data
might be different and, hence, the business value determined might also be different. The
planning period for the more distant second phase begins in 2019 and is based on cash flows
which are in a state of equilibrium or stability subsequent to the detaited planning for the first
phase.

Accordingly, these cash flows are to be capitalised by means of an adequate discount rate as of
the valuation date. When using the DCF method the discount rate corresponds to the weighted
average cost of capital of the business. The weighted average cost of capital depends on the
cost of equity and the cost of debt and also on leverage, which is measured as the ratio be-
tween the market value of debt to market value of equity. '

The resulting present value is the enterprise value. The difference between enterprise value
and net debt represents the market value of equity (business value).

lll. Valuation of non-essential operational assets

The value of an enterprise is derived solely from its ability to generate profits which are pro-
duced by essential operational assets. In addition to essential operational assets an entity often
also has non- essential operational assets. Such non-essential operational assets can be freely
disposed of without affecting the normal activities of the business (functional differentiation
criterion).

When valuing the entire business at its value of future earnings those non-essential operational
assets, including any related liabilities, are to be valued separately, taking account of their
best possible application and the utilisation of funds thus released.
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IV. Liquidation value

The liquidation value comprises the sum of net values that are realisable upon the assumed
termination of business activity and sale of all assets as well as full repayment of existing debt.
If the liquidation value exceeds the value of the business as a going concern, the liquidation
value of the business is used as the lower limit for the business value.

Due to the cash flow as well as the asset position of the company as of valuation date May 31,
2014 we assume that the liquidation value will not exceed the value of the business as a going
concern. Therefore, we renounce to derive the liquidation value of the business.

V. Net asset value

In contrast to the liquidation value as a sale or break-up value, a valuation of net assets is
based on the in-use-value of net operating assets. The net asset value, understood as a net
partial replacement value, normally does not have a direct relationship to future cash flows.
Accordingly, on its own it is not significant as a factor for determining the business value.
Therefore, we renounce to derive the value of net assets.
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D. DERIVATION OF DISCOUNT RATE

‘“The value of the business is determined by discounting future cash flows to the valuation date.

The discount rate represents the return generated by investing in an alternative investment
with equivalent risk when compared with the business to be valued.

The discount rate consists of the sum of a riskfree rate and a risk premium. The company spe-
cific risk premium, using the capital asset pricing model, is the product of the market risk pre-
mium, empirically established on the capital market, and the levered beta factor. In the case
of specific risks a premium can be added to the discount rate. When using the phase method,
the discount rate in the second phase can be reduced by a growth rate to discount cash flows.

For the objectified business value, the return on public bonds that can be generated in the long
term is used for determihing the riskfree rate. The yield curve on the bond market reflects the
correlation between interest rates and maturities of zero bonds with no default risk. The zero
bond yield must be an interest rate over a similar period of time (equivalent maturity).

Yield curves can be derived in various ways. For objective reasons we referred to yield curves
from the database of the German Bundesbank. These are estimates, which has been derived on
the basis of the current yield of coupon bonds (i.e. federal bonds, government bonds, Federal
Treasury Obligations).

On the basis of current yield curves from the German Bundesbank we derived a riskfree rate of
2,50 % before taxes.

Investments in company shares are more risky than investments in fixed-interest bonds. Unlike
the return of investments in riskfree government bonds, the return of investments in company
shares remain uncertain with regard to timing and amount of future earnings.

Therefore, a risk premium, which is required by investors in return for taking on entrepreneuri-
al risk, must be added to the riskfree base interest rate. The risk premium must be adequate to
the risk structure of the business being valued in order to ensure risk equivalence to the dis-
counted cash flows.

An appraised value of the risk premium can be derived by calculating the spread between his-
torical returns on the market and the return on the riskfree base interest rate. The term "the
market" in respect to stocks can be connoted as an entire index of stocks. In accordance with
the recommendation of the FAUB (“Fachausschuss fir Unternehmensbewertung und
Betriebswirtschaft”: Technical Committee of Business Valuation and Economics of the IDW) of
September 19, 2012, we set the market risk premium in a range between 5,5 % and 7,0 % be-
fore personal taxes and hence stated it at 6,25 %.

Furthermore, the risk premium must be adequate to the risk structure of the business being
valued in order to ensure risk equivalence to the discounted cash flows. In this regard the mar-
ket risk premium is modified by measuring a beta according to the risk structure of the compa-
ny. The beta of an investment is a measure of the systematic risk of an investment that cannot
be diversified and indicates the volatility of the investment in comparison to the entire market
portfolio. A beta greater than one indicates that the investment bears a higher risk than the
market and the return on the investment will be more volatile than the market. Accordingly, a
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beta less than one indicates that the investment bears a lower risk compared to the market as
a whole and the investment’s return will be less volatile than the market.

Since Diirkopp Adler AG is a listed company, we determined the beta on the basis of the histor-
ical share prices of the Diirkopp Adler AG. Due to limited trading activity the beta of the
Diirkopp Adler AG does not indicate sufficient resitience (no statistical significance on the basis
of the coefficient of determination r2 and respectively of the t-value). As a result the beta of
the Dirkopp Adler AG was inadequate to determine the business value. To determine the beta
we analysed the capital market data and the beta of a peer group of comparable listed compa-
nies, which represents the company's business activities at best. We solely took capital market
data of peer group companies into account which has been statistical significant with regard to
the t-value or the correlation coefficient. Besides the company-specific operational risk there
is also financial risk arising from the leverage ratio of the company. Unlevering the beta re-
moves any effects gained by the company's capital structure in the peer group.

The calculation of the beta factor is based on a period of five years with monthly data in rela-
tion to the local index of the respective country. We conducted the calculation on a period of
five years and monthly time intervals.because empirical analyses have shown a higher signifi-
cance level and smoothing of price adjustments.

For the peer group we have taken listed companies in Europe which are most comparable to
the Dirkopp Adler AG in terms of growth, specialisation and company size. The beta of compa-
nies that did not have a sufficient statistical significance (two-sided t-test with a maximum er-
ror probability of 5%) or did not have a sufficient correlation to the local index of the respec-
tive country (r? less than 0,35) are exempt from the analysis.

Taking into account the statistical significance of the data, ten companies remain which are
suitable for use in the peer group. This approach results in a beta with a mean of 1,08 and a
range between 1,00 and 1,15.

The determined unlevered beta is adjusted with the financial leverage of the company in order
to reflect the specific financial risk structure of the business being valued.

Corporate planning is based on nominal figures and measures effects on growth directly in in-
come and expense items. The resulting effects on earnings depend on the company’s capacity
to pass on inflation related cost increases or to compensate cost increases by efficiency im-
provements. The detailed planning made in the first phase reflects effects on growth directly
in income and expense items. Sustainable earning growth in the second phase is reflected by
reducing the discount rate by a growth rate in order to discount the cash flows.

The evaluation of data of the German Bundesbank in the 1971-2001 period measured for Ger-
man companies an average growth rate of 50 % of the average inflation rate. The growth re-
duction in the discount rate ranges between 0,5 % and 2,0 % which is generally accepted in val-
uation practice and jurisdiction as well.

Set against the background of an average long-term rate of inflation of approximately 2,0 %,
we consider a growth reduction of 1,0 % in the discount rate to be appropriate.

In the present case the DCF method determines the valuation of a business by discounting cash
flows. We applied a discount rate according to the weighted average cost of capital method
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(WACC-concept). Capital costs are weighted on the basis of the market value of debt and mar-
ket value of equity.

The applied discount rates are as follows:

Cost of Equity

Riskfree rate (before taxes) 2,50% 2,50% 2,50% 2,50% 2,50% 2,50%
Market risk premium (before taxes) 6,25% 6,25% 6,25% 6,25% 6,25% 6,25%
Unlevered beta 1,08 1,08 1,08 1,08 1,08 1,08
Levered beta 1,68 1,67 1,71 1,76 1,81 . 1,88
Cost of Equity {(excl. growth rate) 12,99% 12,92% 13,17% 13,50% 13,84% 14,23%

Cost of Debt - effective interest rate

Net liabilities BOP 22.004 23.221 24.963 27.312 29.463 32.119
Interest income 124 112 107 102 100 101
Interest expense -1.823 -1.887 -2.060 -2.247 -2.479 -2.387
Interest rate before taxes 7,72% 7,64% 7,82% 7,85% 8,08% 7,12%
Effective corporate income tax rate . 17,56% 17,55% 17,66% 17,66% 17,80% 17,80%
Effective corporation tax rate 15,92% 15,91% 15,91% 15,90% 15,91% 15,91%

Interest rate after taxes 5,14% 5,08% 5,20% 5,22% 5,35% 4,72%

' Weighted Average Cost Of Capital (WACC)

Equity portion 64,34% 64,79% 63,24% 61,34% 59,52% 57,55%
Debt portion 35,66% 35,21% 36,76% 38,66% 40,48% 42,45%
WACC 10,19% 10,16% 10,24% 10,30% 10,41% 10,19%
Growth rate -1,00%

WACC ) 10,19% 10,16% 10,24% 10,30% 10,41% 9,19%
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E. DETERMINATION OF BUSINESS VALUE
. Valuation approach

The medium-term plan for the period from 2014 until 2018 was used as the basis for the calcu-
lation of the cash flows.

The business valuation of the company and, hence, the projection of future cash flows is de-
termined by using the phase method. Forecasting is carried out in two phases. For the first
phase (detailed planning phase), which spans a period between 2014 and 2018, the projection
of earnings of the company is detailed. The earnings of the second phase beginning in fiscal
year 2019 will be in a state of equilibrium or stability.

The valuation date as of May 31, 2014 is in accordance with the engagement letter.

The derivation of the second phase in order to represent the future state of equilibrium of the
company is based on the projection of the financial year 2018 (first phase), which has been
modified by a growth rate of 1,0 % per year.

The earnings, and balance-sheet planning used in the valuation is as follows:

ales . . . 104.800 110.000 115.500 116.655
Costs of goods sold -52.501 -56.325 °  -59.301 -62.795 -66.461 -70.362 -71.065
Gross margin 42.315 38.674 40,499 42.005 43.539 45,138 45.590
Selling expenses -16.401 -16.757 -17.760 ~18.808 -18.842 -19.953 -20.152
Research and development expenses -6.317 -6.930 -7.138 -7.352 -7.573 -7.800 -7.878
General administration expenses -5.148 -5.227 -5.384 -5.545 -5.712 -5.883 -5.942
Other income . 3.422 1.346 1.346 1.346 1.346 1.346 1.359
Other expenses -3.167 -2,485 -2.560 -2.636 -2.715 -2,797 -2.825
EBIT 14.704 8.621 9.005 9.009 10.043 10.052 10.152
Financial result -2.352 -1.362 -1.326 -1.441 -1.595 -1.786 -2.286
EBT 12.352 7.259 7.678 7.568 8.448 8.266 7.866
Taxes from income and revenue -3.835 -2.430 -2.569 -2.541 -2.836 -2.786 -2.652

Profit/Loss of the year 8.517 4.829 5.109 5.027 5,612 5.480 5.214
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Fixed Assets - 33.240 35.087 35.530 36.037 36.586 37.180 37.180
Intangible assets 1 6,209 6.591 6.591 6.591 6.591 6.591 6.591
Tangible assets 1124.876 26.099 26.099 26.099 26.099 26.099 26.099
Spare plot of land ) 90 0 0 0 4] 0 0
Financial assets ’ 2.065 2.397 2.840 3.347 3.896 4.490 4.490

Inventories 23,232 24.000 25.213 26.476 27.790 29.179 29.179

Accounts receivable and other assets 16.738 17.232 18.055 18.912 19.805 20.748 20.748

Cash and cash equivalents 26.533 23.051 21.881 20.988 19.846 20,171 20.171

Deferred taxes 3.747 3.653 3.551 3.453 3.355 3.258 3.258

Total Assets 103.490 103.023 104.230 105.866 107,382 110.536 110.536

Equity 37.555 40.584 40.726 40.868 41.010 41.152 41.152
" Subscribed capital 20.963 20.963 20.963 20.963 20.963 20.963 20.963
Capital reserve 8.112 8.112 8.112 8.112 8.112 8.112 8.112
Retained earnings 9.943 10.235 10,357 10.47% 10.601 10.723 10,723
Result after dividend distribution 8.517 2.672 0 0 0 0 0
Profit/Loss brought forward ~11.189 <2.672 0 0 0 0 0
Minorites . 1.209 1.274 1.294 1.314 1.334 1.354 1.354
Provisions 43.039 40,979 38,397 36.519 34.641 32.763 32.763
Pension provisions 36.553 34.613 32.735 30.857 28.979 27.101 27.101
Other provisions 6.486 6.366 5.662 5.662 5.662 5.662 5.662
Liabilities to financial institutions 11.984 11.659 14.109 17.443 20.330 25.189 25.189
Trade payables 3.041 3.037 2,965 2.965 2,965 2.965 2.965
Prepayments 254 253 253 253 253 253 253
Other liabilities 5.625 4.483 5.752 5.790 6.155 6.186 6.186
Deferred taxes i 1.992 2.028 2.028 " 2.028 2.028 2.028 2.028
Total Liabilities 103.490 103.023 104.230 105.866 107.382 110.536 110.536

With regard to business valuation we also checked the assumptions which were assumed in the
planning phase by considering plausibility as to their reasonableness and lack of contradiction.
For this purpose we analysed the projection of internal planning data, projected balance sheets
and projected profit and loss accounts. All underlying assumptions were explained in detail.

Due to the value of non-essential operational assets and the assumption of full dividend distri-
bution in the first phase, we adjusted the planning data. Therefore, we must reassess financial
results and company taxes on the basis of the adjusted planning data.

For the purpose of business valuation we calculated the cash flow on the basis of the projected
balance sheets and projected profit and loss account.

In the present case there are no losses carried forward as per May 31, 2014 that could have
been taken into account with regard to the company tax base that has effects on the cash
flow.
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The cash flows are as follows:

8.621 9.005 9.009 10.043 10.052 10.152
Depreciation 4.259 4.401 4.543 4.685 4.827 4.875
Interest income 124 112 107 102 100 101
Adjusted income taxes -2.798 -2.923 -2,925 -3.262 -3.265 -3.297
Result after adjusted taxes before interest 10.206 10.595 10.735 11.568 11.714 11.831
Investments -5.769 -4.396 -4,538 -4.685 -4.827 -4.875
Changes in deferred taxes 130 102 98 98 98 0
Changes in working capital -1.267 -2.108 -2.120 -2.207 -2.332 4]
Changes in other provisions . -120 -704 0 0 0 0
Changes in other liabilities -1.142 1.269 38 365 30 0
Free Cash Flow 2.038 4.758 4.213 5.140 4.683 6.955

. Value of future earnings

The value of future earnings by discounting cash flows is as follows:

ree Cash Flow 2.038 4,758 4.213 5.140 4,683 6.955

Discount Rate (WACC) 10,19% 10,16% 10,24% 10,30% 10,41% 9,19%
Enterprise Value as of 31-12-2013 61.707
Net Debt as of 31-12-2013 22,004
Equity Value as of 31-12-2013 . 39.703
Equity Value as of 31-05-2014 : 41.761

ll. Valuation of non-essential operational assets

The so-called “Reservegrundstiick” a piece of land of the Diirkopp Adler AG in Bielefeld, which
is a non-essential operational asset as of valuation date May 31, 2014, is valued separately from
the DCF method by taking the best possible application into account as well as the utilisation of
funds thus released. The property is assumed to be sold on the valuation date. On the basis of
a purchase offer of July 5, 2011 a market value of kEUR 2.760 has been assumed. After taking
| the credit interest rate of 0,5 % per year into account the value as of the valuation date is
i KEUR 2.800.
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IV. Summary of the business valuation results

The total business value of the Diirkopp Adler AG is the sum of the equity value (value of future
earnings) and the value of non-essential operational assets as follows:

Equity Value Of Essential Operational Assets 41.761
Value Of Non-Essential Operational Assets 2.800
Market Value Of Equity _ 44.561

The business value of the Diirkopp Adler AG as of valuation date May 31, 2014 is approximately
EUR 44,6 Mio.

The fully paid-up capital stock of the company is divided into 8.200.000 non-par bearer shares.
This calculation leads to a business value of '

EUR 5,43 per no-par share.

When available, stock market prices for shares have to be used in business valuations for the
plausibility assessment of the business or share value determined on the basis of IDW S 1. In so
doing, special influences that may have had an impact on stock market price movements have
to be described. As of May 29, 2014 the shares of Diirkopp Adler AG quoted at EUR 9,47. How-
ever, due to limited trading activity and the small proportion of shares traded the share price
of the Diirkopp Adler AG does not indicate sufficient reliability. As a result the share price of
the Diirkopp Adler AG was inadequate to determine the business value or for the plausibility
assessment.
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F. CONCLUDING REMARKS

This expert opinion to determine the business value of the Diirkopp Adler AG has been prepared
based on the principles for performing company valuations (IDW S1) issued by the Institute of
Public Auditors in Germany, Incorporated Association (Institut der Wirtschaftspriifer in Deutsch-
land e.V.). :

This expert opinion is addressed solely to the use of the client in the context of the purposes
defined in the engagement letter and must not be used for reproduction, publication and usage
of third parties. With regard to forwarding this report to third parties, we would especially like
to point out that under the terms of our engagement unless we give explicit written consent,
the expert opinion must not be made available to third parties in its entirety and in part as
well. We do not accept or assume any responsibility or liability to third parties.

Bielefeld, July 30, 2014

BDO AG
Wirtschaftspriifungsgesellschaft

Horn ppa. Dr. Harrison
Wirtschaftspriifer Wirtschaftsprifer
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RAHMEN DER ALLGEMEINEN AUFTRAGSBEDINGUNGEN VOM
1. JANUAR 2002
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