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Answers

to the world’s toughest questions confronting Industry,
Energy and the Environment, and Healthcare.

How can you manufacture customized products
at affordable prices?

OQur answer: The intelligent factory.
We combine virtual product planning with leading-edge

automation technologies to provide innovative solutions for
highly flexible production processes. That's how we make

. the manufacture of even customized products cost-effective.

Answers for industry.

How can you power a planet hungry for electricity
without damaging it?

Our answer: Efficient energy supply.
Our innovations are boosting the efficiency of power generation

and transmission technologies while substantially reducing
COz emissions.

Answers for the environment.

How can disease be detected before it strikes?

Our answer: Early detection and prevention.

Our offerings combine state-of-the-art laboratory diagnostics,

irmaging technologies and IT solutions to pinpoint disease early
on, enhance diagnostic precision and optimize patient care.

Answers for life.

Further information is available on the nternet at:

www.siemens.com/answers




Our values -

Highest performance with the highoest ethics

Responsible

We're committed to ethical and responsible action,

Excellent

We deliver top performance and excellent results.

Innovative

We drive innovation 1o ¢reate lasting value,
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Report of the Supervisory Board

Dear Shareholders,

In addition to very successful business operations, fiscal 2007 was
characterized by major changes and extraordinary events at the
Company. These developments also affected the composition and
work of the Supervisory Board and the topics with which it deait.

In fiscal 2007, the Supervisory Board performed the duties assigned to it by law, the Siemens Articles
of Association and the Bylaws for the Supervisory Board. We regularly advised the Managing Board on
the management of the Company and monitored the Managing Board's activities, We were directly
involved in all major decisions regarding the Company. In written and oral reports, the Managing
Board reqularly provided us with timely and comprehensive information on Company planning and
business operations as well as on the strategic development and current state of the Company. Actual
deviations from business plans were explained to us in detail. Together with the Managing Board, we
determined the Company’s strategic orientation. On the basis of reports submitted by the Managing
Board, we discussed in detail ali business transactions of major significance to the Company. The
proposals made by the Managing Board were approved after detailed examination and discussion.

We held a total of six regular and two extracrdinary meetings. Where necessary, we recorded our
decisions in writing.



Report of the Supervisory Board

During our respective terms of office, both Professor Dr. Heinrich v. Pierer — who was Chairman until
April 25, 2007 ~ and | were in regular contact with the Managing 8oard between Supervisory Board
meetings. We were kept up-to-date on the Company's current business situation and key business
transactions. At separate strategy meetings, the Chairman of the Supervisory Board discussed with
the Managing Board the perspectives and future orientation of the Company’s individual businesses.

Intensive work in the Supervisory Board committees

To enhance the efficiency of its work, the Supervisory Board has set up a total of six committees,
which prepare the resolutions of the Supervisory Board as well as the issues to be dealt with at the
Board's plenary meetings. Where legally permissible, the decision-making powers of the Supervisory
Board are delegated to these committees, The composition of the individual Supervisory Board
committees and the number of committee meetings and decisions are shown on page 310.

The Chairman’s Committee met eight times in fiscal 2007. Between meetings, the Chairman of the
Supervisory Board also discussed topics of particular importance to the Company with the members
of the Chairman’s Committee, n fiscal 2007, these discussions were concerned primarily with the
Managing Board's proposal to focus the Company's business operations on three Sectors and with
the future structure of Siemens’ matrix organization. The Chairman’s Committee also dealt with

the implementation of the Company’s corporate governance principles and with various personnel
topics - in particular, with the appointment of members of the Managing Board, with matters
relating to Managing Board contracts and with Managing Board remuneration.

In fiscal 2007, the Mediation Committee again had no occasion to meet. The Ownership Rights
Committee voted on six resolutions using a notational, or written, voting process. The chairman

of the committee notified the Supervisory Board of the outcome at subsequent meetings. in fiscal
2007, a Nominating Committee was established to prepare for the election of the Supervisory
Board's shareholder representatives by the Annual Shareholders” Meeting of Siemens AG on January
24, 2008, The committee took up its duties after the end of fiscal 2007,

The Audit Committee met seven times. Together with the independent auditors, the President and
Chief Executive Officer, and the Chief Financial Officer, the Audit Committee discussed the Annual
Financial Statements and management’s discussion and analysis (MD&A) of Siemens AG and the
Consoclidated Financial Statements and consolidated MD&A of Siemens worldwide, the proposal for
the appropriation of net income and the Annual Report on Form 20-F for the U.S. Securities and
Exchange Commission (SEC). The effects of compliance-related matters on the financial statements
were also discussed. In addition, the committee gave in-depth consideration to the Company's
quarterly reports, the Semiannual Report, the appointment of the independent auditors, oversight
of the auditors’ independence and qualification, and their fee. The Audit Committee dealt inten-
sively with the Company’s risk management system and with the authorization and findings of the
internal financia! audit and the reports concerning legal and regulatory risks. The Audit Committee
also concentrated on Company compliance with the provisions of Section 404 of the Sarbanes-
Oxley Act (SOA) and measures for eliminating the weak points in the internal control system
(Remediation Plan).
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Report of the Supervispry Board

At its meeting on December 11, 2006, the Audit Committee - in connection with the legal proceed-

ings relating to allegations of embezzlement, bribery and tax evasion on the part of former and

current employees — retained the law firm Debevoise & Plimpton LLP to:

1 clarify the circumstances relating to allegations of criminal activity at the Communications Group
{Com), which has since been dissolved

I analyze the implications of current findings for the efficiency of the Company’s compliance system
and its internal control system and

1 investigate whether similar situations have arisen at any other Siemens Group.

Debevoise & Plimpton LLP has also commissioned the independent auditors Deloitte Touche Tohmatsu
to support it in the examination of Siemens’ control systems by providing forensic accounting experts.
At the suggestion of the Corporate Executive Committee, the Audit Committee appointed the inter-
nationally recognized expert Michael J. Hershman as Siemens’ compliance advisor.

On April 25, 2007, the Supervisory Board decided to transfer responsibility for compliance-related
matters from the Audit Committee to the newly created Compliance Committee. For the remainder of
the current internal investigations, the Compliance Committee will deal with the following matters on
behalf of the Supervisory Board: overseeing the ongeing compliance-related investigations, process-
ing reports by the law firm Debevoise & Plimpton LLP on its independent investigation and review of
Stemens’ internal compliance and control systems, and monitoring compliance with legal and regula-
tory requirements and Company guidelines.

The committee chairmen reported on the work of their committees on a reqular basis at the plenary
meetings.

Main topics at the plenary meetings

Regular topics of discussion at the Supervisory Board's plenary meetings were revenue, income and
employment development at Siemens AG, at the Groups and at Siemens worldwide as well as the
Company’s main investment and divestment projects. The Managing Board reported regularly and
comprehensively on Company planning and the strategic development, business operations and
current state of the Company. Compliance-related measures and the future structure of business
operations at Siemens AG were discussed at several meetings. Decisions were alse made regarding
the composition of the Managing Board.

At our meeting on November 8, 2006, we received a report on business development in fiscal 2006
and approved the dividend proposal for 2007. At our meeting on December 11, 2006, we primarily
discussed the financiat statements and MD&A of Siemens AG and Siemens worldwide as of September
30, 2006 as well as Company planning for fiscal 2007. In light of recent developments, we also dis-
cussed in detail the background and status of the investigations relating to allegations of embezzle-
ment, bribery and tax evasion on the part of former and current employees. In this connection, the
Supervisory Board expressed its unconditional support for the measures introduced by the Audit Com-
mittee. At an executive session held during the December meeting, the efficiency of the Supervisory
Board's work was evaluated by its members.




Report of the Supervisory Board

At our meeting on January 24, 2007 - one day before the Annual Shareholders’ Meeting - the Manag-
ing Board reported on the current state of the Company and on the status of the Company’s compli-
ance and control systems. In addition, the Supervisory Board was informed for the first time of the
Managing Board's intention to sell stakes in the automotive supplier Siemens VDO Automotive through
a public listing. The Supervisory Board took note of this intention, The Supervisory Board also agreed to
the acquisition of UGS Corp. of Plano, Texas (U.S.). UGS is a world-leading supplier of product lifecycle
management (PLM) software and services. PLM is an IT business platform that supports business inno-
vation and growth through digital product design, manufacture, distribution, servicing and disposal.

At our meeting on January 25, 2007, we reviewed the points discussed at the just-concluded Annual
Shareholders’ Meeting.

At the beginning of the Supervisory Board meeting on April 25, 2007, Professor Dr. Heinrich v. Pierer
resigned as Chairman of the Supervisory Board of Siemens AG. The Supervisory Board then elected me,
br. Gerhard Cromme, Chairman for the remainder of the current Superviscry Board's term of office,
which expires at the Annual Shareholders’ Meeting of Siemens AG on January 24, 2008, At the same
meeting, Siemens President and CEQ Dr. Klaus Kleinfeld informed the Supervisory Board that he would
no longer be available for a renewal of his contract. Also discussed at this meeting were the state

of the Company, the status of the compliance-related investigations and the topic of D&O insurance.
In addition, the Managing Board reported in detail on the new Company pragram Fit42010.

At an extraordinary meeting on May 20, 2007, which convened without the Managing Board in
attendance, the Supervisory Board approved a propgsal of the Chairman’s Committee to appoint

Peter Ldscher a full member of the Managing Board and successor to Dr. Klaus Kleinfeld as President
and CEQ of Siemens AG, effective july 1, 2007. The Supervisory Board also approved a proposal of

the Chairman’s Committee to appoint Dr. Heinrich Hiesinges, Group President of Siemens Building
Technologies (SBT), to the Managing Board of Siemens AG. Dr. Hiesinger was appointed a full member
of the Managing Board, effective June 1, 2007, The Supervisory Board also approved the Managing
Board's decision to elect Dr. Hiesinger to the Corporate Executive Committee.

Our meeting on July 25, 2007 dealt with the status of compliance-related measures, a report on the
compliance environment, the legal situation and the Company's business and financial position. The
Supervisory Board also approved the Managing Board's proposal to sell Siemens VDO Automotive AG
to Continental AG and the planned acquisition of Dade Behring Inc. of Deerfield, !llinois (L1.5.}. The
purchase of this U.S. healthcare diagnostics company has brought Siemens a step closer to becoming
the first integrated diagnostics company in the world.

The Supervisory Board decided at its meeting on Septembar 19, 2007 to appoint Peter Y. Solmssen

a full member of the Managing Board and approved his election to the Corporate Executive Commit-
tee. Mr. Solmssen assumed the new Managing Board position for fegal and compliance matters,
which was established by the Chairman’s Committee of the Supervisory Board as of October 1, 2007.
Previously Executive Vice President and General Counsel of GE Healthcare in Chalfont 5t. Giles (UK},
Mr. Solmssen is a highly qualified and internationally recognized expert in legal and compliance-
related matters. At the same meeting, the Managing Board reported on the integration of major
acquisitions at the Automation and Drives Group and the Medical Solutions Group. We also received
an overview of the current status of the Company’s pension system and of the anticipated further
development of its pension fund assets.
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Report of the Supervisory Boasd

Compliance with corporate governance standards

The Supervisory Board continuously monitored the further development of the Company’s corporate
governance standards. Information on corporate governance at the Company and a detailed report on
the level and structure of the remuneration paid to the members of the Supervisory and Managing
Boards is provided on pages 92 ff. and 103 ff. of this Annual Report. At their meetings on November
23 and 28, the Managing and Supervisory Boards issued an uncenditional Declaration of Conformity
pursuant to § 161 of the German Stock Corporation Act (Aktiengesetz) and made it available to share-
holders on the Company's website. Siemens AG complies with all the recommendations of the current
version of the German Corporate Governance Code and will continue to comply with these recom-
mendations in the future.

Detailed discussion of the financial statements

Our independent auditors, KPMG Deutsche Treuhand-Gesellschaft AG Wirtschaftspriifungsgesellschaft
(KPMG}), Berlin, audited the Annual Financial Statements of Siemens AG and the related MD&A as well
as the Consolidated Financial Statements and consolidated MD&A for the year ended September 30,
2007, in accordance with the requirements of the German Commaercial Code (HGR) and approved
them without qualification. The Consolidated Financial Statements and the consolidated MD&A were
prepared in accordance with § 315a of the HGB using the international accounting standards IFRS,

as required in the European Union. KPMG's audit was conducted in accordance with generally
accepted German standards for the audit of financial statements promulgated by the Institut der
Wirtschaftsprifer in Deutschland e V. (IDW) and the International Standards on Auditing {ISA).

The above-mentioned documents as well as the Managing Board's proposal for the appropriation of
net income were submitted to us by the Managing Board in a timely manner. The Audit Committee
discussed these documents in detail on November 27, 2007. The KPMG audit reports were presented
to all members of the Supervisory Board, and we reviewed them comprehensively at our meeting on
November 28, 2007, in the presence of the independent auditors, who reported on the main findings
of their audit. At this meeting, the Managing Board explained the Annual and Consclidated Financial
Statermnents as well as the Company’s risk management system. it afso provided a report on the scope,
focal points and costs of the audit.

As a result of the definitive findings of the examination by the Audit Committee and the full Super-
visory Board, we raised no objections. In view of our approval, the financial statements are accepted
as submitted. We endorse the Managing Board's propesal that the net income available for distribu-
tion be used to pay out a dividend of €1.60 per share entitled to a dividend. In addition, we approve
the proposal that the amount attributable to treasury stock be carried forward.

Changes in the composition of the Supervisory and Managing Boards

At the conclusion of the Annual Shareholders’ Meeting on January 25, 2007, Wolfgang Miiiler left
the Supervisory Board. Dieter Scheitor was appointed by court resolution to replace him, Effective
April 1, 2007, Bettina Haller, previously a substitute member of the Supervisory Board, succeeded
Georg Nassauer as a member of the Supervisory Board. The Supervisory Board would like to thank
Mr. Miitler and Mr. Nassauer for their constructive and informed contributions and many years of
loyal suppeort.




Report of the Supervisory Board

Professor Dr. Heinrich v. Pierer resigned as a member and Chairman of the Supervisory Board at the
beginning of the Supervisory Board meeting on April 25, 2007. The Board elected me, Dr. Gerhard
Cromme, Chairman for the remainder of the current Supervisory Board's term of office, which
expires at the Annual Shareholders’ Meeting of Siemens AG on January 24, 2008. Professor

Dr. Michael Mirow, who had been elected a substitute member of the Board, succeeded Professor
Dr. Heinrich v, Pierer as a member of the Supervisory Board. The Supervisory Board of Siemens AG
is deeply indebted to Professor Dr. Heinrich v, Pierer for his many years of service as President and
CEO of Siemens AG and for his work as Chairman of the Supervisory Board.

Effective June 1, 2007, the Supervisory Board appointed Dr. Heinrich Hiesinger a full member of

the Managing Board and approved his election to the Corporate Executive Committee. Dr. Klaus
Kleinfeld resigned as a member of the Managing Board and President and CEO of Siemens AG, effec-
tive June 30, 2007. We would like to thank Dr. Kleinfeld for his work. Peter Léscher was appointed

a full member of the Managing Board and President and CEOQ of Siemens AG, effective July 1, 2007,
The term of office of Professor Johannes Feldmayer expired on September 30, 2007, and was not
extended. Professor Feldmayer had held a variety of positions at the Company since 1979 and had
served as a member of the Managing Board and Corporate Executive Committee since May 2003,
We would like to thank Professor Feldmayer for his many years of successful work. His duties have
been assumed by Dr. Heinrich Hiesinger. Effective October 1, 2007, the Supervisory Board appointed
Peter Y. Solmssen a full member of the Managing Board and approved his election to the Corporate
Executive Committee. As General Counse! to the Company, Mr. Solmssen also occupies the newly
created Managing Board position for legal and compliance matters.

The Supervisory Board would like to thank the members of the Managing Board as well as the

employees and employee representatives of all Siemens companies for their work, Together,
they made fiscal 2007 another very successful year for Siemens’ business.

For the Supervisory Board

ou/{ azoud«wc_.

Dr, Gerhard Cromme
Chairman
Berlin and Munich, November 28, 2007

1"
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Managing Board of Siemens AG

Peter L3scher Joe Kaeser Jlrgen Radomski Heinrich Hiesinger
Dr.rer.pol. h.c., Dr.techn. h.c. Dr.-Ing.

Rudi Lamprecht Hermann Requardt
Prof. Dr. phil. nat.




Uriel J. Sharet
Or. rer. pol.

Peter ¥. Solmssen

Klaus Wucherer
Prof.Dr.-Ing., Dr.-Ing.E. h.

Eduardo Montes Erich R. Relnhardt
Prof.Dr.-Ing., Dr.-Ing.E. h.,
Dr. med. h.c.

As of October 1, 2007
For further information, see page 320
and back cover foldout.

Managing Board of Siemens AG
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Letter Lo qur Shareholders

Dear Shareholders,

Locking back, fiscal 2007 was one of the most turbulent years in
Siemens’ recent history, a year of unforeseen challenges, profound
changes and major business successes. The beginning of fiscal 2008
marked the 160" anniversary of our Company’s founding. No other
major company in our industry boasts such a long and distinguished
history. All of us - employees, shareholders, customers and partners
- can be proud of this achievement over many generations and
gratelul for the trust our Company has enjoyed since Werner von
Siemens' day. Now we're working relentlessly to justify this trust
and ensure Siemens’ continued success.



Letter to our Shareholders

It's been five months now since 1 assumed the position of President and CEO of Siemens. This is more
than just another job for me, It's a challenge that involves a tremendous amount of responsibility, and
one that I'm pleased to accept. I'm proud to be part of this great company, working with our roughly
400,000 employees in nearly 190 countries to lead Siemens into a bright future.

During my first weeks and months at Siemens, | worked hard to familiarize myself with our Company
and the expectations of our various stakeholders. | met with many employees from the Regions and
Groups. | talked with lots of our customers, with business and political leaders in Germany and
abroad, and with you — our investors. And | learned a great deal.

The conclusion I've drawn from all these encounters and personal impressions is that Siemens stands
for technological excellence, innovation, high quality and reliability. And we're proving this to our cus-
tomers every single day. With our trailblazing products, systems and solutions, we're setting standards
that apply even to our competitors. Siemens is also synonymous with worldwide presence, global
scape and innovative strength. This is the tradition in which our Company is rooted - a tradition that
continues to thrive today and on which we'll buitd in the future,

A hundred and sixty years of success

On October 12, 1847, Werner von Siemens and his partner Johann Georg Halske founded Tele-
graphen-Bauanstalt von Siemens & Halske in Berlin, laying the cornerstone for a unique success story.
From the very beginning, Werner von Siemens aspired to market his innovations beyond Germany's
borders. Envisioning a global enterprise, he opened the company’s first representative office in London
in 1850. Just three years later, he expanded his business eastward to begin the construction of the
Russian telegraph network. Further international activities followed.

In 160 years, Siemens has grown from its two founders to some 400,000 employees all around the
world, from a backyard workshop in Berlin to a global player with a worldwide business volume of
approximately €80 billion - a truly unparalleled success story.

Werner von Siemens’ personal characteristics — a drive to innovate, an international focus and, above
all, a2 keen sense of responsibility - continue to shape cur Company today. Responsible, excellent,
innovative — these are the values that define Siemens.

A successful fiscal 2007

Despite the challenges confronting us, we generated outstanding income from continuing operations
in fiscal 2007 - 48 percent above the already impressive prior-year figure. New orders rose 12 percent
to €83.9 billion, and sales climbed nine percent to €72.4 billion, with double-digit organic growth in
both of these areas.

15



16

Letter Lo our Sharehotders

We're growing profitably - in all our businesses and in all the regions in which we operate.

The following Groups achieved particularly outstanding growth in orders:

0 At Power Generation, new orders surged 44 percent to roughly €18 billion.

1 Power Transmission and Distribution delivered a 23 percent increase in orders, reaching nearly
€10 billion.

 Autornation and Drives reported new orders worth €16.8 billion, a year-over-year increase of
17 percent,

0 At Industria! Solutions and Services, new orders rose 13 percent to €10.2 billion.

Turning to sales in fiscal 2007, our strongest growth was a 17 percent increase in Africa, the Middle
East and the C.1.5., followed by robust gains in Asia-Pacific and the Americas. We're especially pleased
to report sales growth in Germany, our home market, as well.

Fit4More targets reached

Profitable growth was the key focus of our Company-wide FitdMore program. We've achieved the tar-
gets we set when we launched the program in April 2005 (see pages 32 ff.). And while we're very
proud of this accomplishment, we're not resting on our laurels. Now we've defined ambitious new tar-
gets for ourselves as part of our new Fit42010 program (see pages 160 {i.). We want to continue to
grow at least twice as fast as the world economy while enabling all our Groups to achieve — and
exceed — their new, higher target margin ranges over the long term.

Another goal we've set for 2010 is to generate a 14 -16% return on capital employed throughout the
Company. At the same time, we intend to substantially increase our liquidity. To achieve the aims of
our Fit42010 program, we're implementing the proven methods of our top* initiative while taking
immediate steps to optimize our entire organizaticn.

Reducing complexity, strengthening responsibility, gaining speed

Our Managing Board and Supervisory Board have jointly approved the most extensive restructuring
of our Company since 1989. This reorganization will be implemented at the beginning of January.
The new structure will make us faster, more focused, more transparent and closer to our customers.
In our new organization, we intend, of course, to maintain and expand our setup as an integrated
technology company.

We're strengthening transparency and personal responsibility at the Company by introducing a new
executive leadership model. The new Siemens Managing Board will have full responsibility for leading
the Company worldwide. The Corporate Executive Committee of the Managing Board will be elimi-
nated. The members of the new Managing Board will have respensibility for operational profit and
loss, and the coaching system now in use will no longer be applied.

Each member of the Managing Board will head a clearly defined chain of command with unambigu-
ous escalation paths. This structure will increase the Company's transparency, reduce its complexity
and accelerate decision-making.




Letter 1o our Shareholders

Focused structure - Clear responsibilities

We're grouping our operations into three Sectors: Industry, Energy and Healthcare. The Industry Sec-
tor will comprise the businesses of the Groups Automation and Drives {A&D), Industrial Solutiens and
Services (185), Transportation Systems (TS}, Siemens Building Technologies (SBT) and OSRAM. The
Energy Sector will comprise the businesses of the Power Generation Group (PG} and the Power Trans-
mission and Distribution Group {PTD). And the Healthcare Sector will comprise the businesses of the
Medical Solutions Group (Med). The Sectors will be subdivided into Divisions, which, in turn, will be
subdivided into Business Units. Each Division and Business Unit will be headed by a CEO, who has
worldwide responsibility for its business activities.

All three Sectars are already leading suppliers to their markets. Leveraging innovative products, tech-
nologies and solutions, we'll enable them to continue expanding their market positions worldwide.
Continuing to operate on a cross-unit basis, the Siemens IT Solutions and Services Group {515} and the
Siemens Financial Sarvices Group (SFS) will support every Sector while also serving their non-Siemens
customers. Individual members of the Managing Board will have direct responsibility for the three
Sectors, for Siemens’ strategic equity investments and for our cross-Sector units Global Shared Ser-
vices (GSS) and Siemens Real Estate (SRE).

Our proven matrix organization - consisting of global businesses, which have profit-and-loss respon-
sibility, and Regional Companies, which provide optimal customer support on a local basis — will be
retained. As in the past, the global businesses, which make decisions regarding the nature and loca-
tion of our business activities worldwide, will have a clear “right of way” within the matrix.

With regard to our regional organization, there’ll still be one individual - a Mr. or Ms. Siemens - repre-
senting the Company as a whole in each of the countries in which we're active. In the new structure,
we're strengthening the sales responsibility of our Regional Companies and giving them additional
laeway for the benefit of our customers - for exampte, by relieving them of a number of administra-
tive functions, particularly in the areas of finance and controlling. We're also bundling more of our
international businesses into cross-border organizations in which larger Regional Companies will sup-
port smaller ones - an approach that has already proven its worth in Latin America and southeastern
and northern Europe.

Portfolio policies — Ambition coupled with vision and discipline

Active portfolio management is a key pillar of our success. In fiscal 2007, we worked intensively to
focus our portfolio on profitable, high-growth fields. in every case, our overriding strategic objective
was to capture and maintain No. 1 or No. 2 positions in all our markets. Through our acquisitions,
we're developing our portfolio with prudence, vision and financial discipiine.

Three measures in fiscal 2007 were of major significance for the optimization of our portfolio: the sale
of Siemens VDO Automotive (SV) to Continental AG, the acquisition of Dade Behring Inc. of Deerfield,
Illinois (U.5.} and the acquisition of UGS Corp. of Plano, Texas {U.5.).

17
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Letter to our Shareholders

Continental AG is the ideal partner to safequard the future of our former SV business. Of al} the
options that were available to us, this solution was clearly the most profitable - also for you, our
shareholders. In addition, it was a major step — and oene much appreciated by our customers — toward
strangthening Germany — and all of Europe - as a center of the worldwide automotive industry.

The acquisition of the U.S. diagnostics company Dade Behring has made us the {eading supplier of
in-vitro diagnostics and the world's first integrated diagnostics company. We're now the only supplier
to the healthcare industry offering a complete range of products, services and solutions for the entire
clinical value chain.

Regulatory approval by the Eurcpean Commission in April 2007 was the final step in our acquisition
of the Texas-based software company UGS Corp. Combining UGS expertise with our own technologies
will enable us to bridge the gap between virtual and real-world production in the world's first intelli-
gent factory (see page 50) and further expand our position as the world leader in automation
systems.

Highest performance with highest ethics

A drive to innovate, an international focus and a sense of responsibility - these are the principles on
which our founder built his company 160 years ago, and they remain the basis for our long-term
success today. With our leading-edge technologies, we've achieved worldwide renown, For many of
our competitors, we're the innovation benchmark.

Now, we're aiming to be a leader in compliance, too. Restoring confidence in our Company - this, for
mae personally, is the highest priority.

In fiscal 2007, we made a series of major personnel and organizational changes in the legal, compli-
ance and auditing areas. in each of these fialds, we're now integrating our processes into a uniform
system worldwide. To support these efforts, we've engaged a number of distinguished experts with
international experience.

Effective October 1, 2007, we appointed Peter Y. Solmssen, former Chief Counsel at GE Healthcare,
to fill our new Managing Board position for legal and compliance matters. We also appointed Andreas
Pohlmann - previously an Executive Vice President at Celanese Corp. — to serve as Chief Compliance
Officer. We combined all the auditing operations at Company headquarters in the unit Corporate
Finance Audit (CFA) within the Corporate Finance Department (CF). Hans Winters, a former partner
at PricewaterhouseCoopers, will head the new unit.

We've also made solid progress in implementing compliance-related measures in our operating units.
For example, the face-to-face and online compliance training programs that we've established for our
managers woridwide are now far advanced. With clear rules that apply to every employee, we're
rigorously strengthening awareness of compliance-related issues throughout the Company. We've also
set up a central helpdesk {see page 91) to which employees anywhere in the world can direct com-
pliance-related questions concerning, for example, the conduct of day-to-day business activities and
correct behavior with regard to our external partners.



Letter to our Shareholdars

Munich District Court | has imposed a fine in connection with the investigations of our former
Communications Group (Com). In addition, a final settlement has been reached with the German
tax authorities. These actions mark the end of the investigation at Com by the Munich Public
Prosecutor's Office and the German tax autharities insofar as it relates to Siemens AG.

Nonetheless, we're continuing to do everything in our power to uncover any irreqularities that may
have occurred in the past, Wherever wrongdoing comes to light, we will take immediate action,
Ethical conduct at all times and in all places is not just possible; it's absolutely vital for us. That's our
corporate culture. Siemens — our name stands for the highest performance with the highest ethics.

Fiscal 2008 — Opportunities worldwide

tn our very successful fiscal year 2007, we sel the stage for reinforcing and expanding our leading
position on the world market. We restructured our portfolio and augmented it with a number of out-
standing acquisitions, For the year ahead, we've set clear goals: We want to make Siemens faster,
more focused and less complex.

We also intend to cut our costs — in particular, our selling, general and administrative (SGRA) costs.
To this end, we're implementing targeted measures at our Corporate Units, operating units and
Regional Companies that will reduce our current SG&A outlays 10-20% by fiscal 2010, enabling us
to close the gap to our best competitors.

By implementing our new organizational structure, we're creating a company with three strong
piltars: Industry, Energy and Healthcare, In all three Sectors, our power of innovation, our global
market presence and our solutions expertise are positioning us to provide answers to the toughest
questions of our time — answers that cannot be surpassed by anyone anywhere. Building on our
achieverments, we‘re working with pride and passion to strengthen Siemens — step by step, with
great determination and a clear focus on the future.

924 [25ele

Peter Loscher
President and Chief Executive Officer
Siemens AG




Providing answers
through innovation




Our Company’s success depends on the answers we're
giving to the toughest questions of our time - how to mini-
mize resource consumption in industrial manufacturing,
protect the environment and the climale, and improve
healthcare for people everywhere.

We can deliver answers because we're competitive, because we're
active in nearly 190 countries around the world, because we
waste no time in translating customer requirements into new
products, systems, services and solutions - in a word, because
we're highly innovative.

Innovation is the springboard for the answers we provide. Only

intensely committed, highly qualified people like ours can trans-
form inventions into successful products and sobutions. The
growing value ol our Company and the long-term successes

we're scoring with custonters around the world prove that we're
finding the right answers to the questions of our time.

Worldwide presence Page 22, Our emp'oyees Page 24. in dialogue with our investors Page 26,

Our innovators and innovastions Page 27.
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“A deeply rooted
global mindset is cne
of our key strengths,”

Peter LEscher
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Worldwide presence -
Our hallmark
Siemens has been synonymous with ™
international focus and worldwide commitment
for 160 years. ;
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Company founder Werner von Siemens had an international orientation from the very begin-
ning. In 1850, Siemens opened its first representative office in London. Three years later, the
Company expanded eastward to begin constructing a state telegraph network in Russia. In
1855, a Russian subsidiary was founded in Saint Petersburg. Major international projects such
as the construction of the Indo-European telegraph line from London to Calcutta, inaugurated
in 1870, and the laying of a transatlantic telegraph cable from Iretand to the U.S., begun in
1874, attest to the Company’s early worlidwide focus. Today, Siemens is a global powerhouse
with activities in nearly 190 countries.

Deployed at some 1,698 locations around the globe, our 398,200 employees are the key to our
success.

Approximately 32,500 Siemens researchers worldwide are developing innovations to safeguard
and expand our leading market positions, Qur most important R&D centers are in Germany,
Austria, the U.5., China and India.

Our international focus and worldwide commitment will continue to define Siemens in the
future as we deliver answers to the toughest questions of our time.
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Worldwide
Europe (excluding Germany) share
Revenue {in billions of euros) 22.801 32%
Employees 105,400 27%
R&D employees 9,000 8%
Major production facilities 59 22%
. - Worldwide
Germany | Asia-Pacific share
Revenuye (in billions of euros) 12.594 17% Revenue (in billions of euros} 10.937 15%
Employees 126,100 32% Employees 65,400 16%
R&D employees 11,700 36% R&D employees 4,000 12%
Major production facilities 74 28% Major preduction facilities 51 19%
Americas I Africa, Middle East, C.1.S.
Revenue {in billions of euros) 19.321 27% Revenue (in billions of eusos) 6.795 9%
Employees 91,500 23% Employees 9,800 2%
R&D employees 7,600 23% R&D employees 200 1%
Major production facilities 77 29% Major production facilities 3 1%
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Our employees -

The key to our success

Highly qualified and motivated people drive our success. That's why we've
always been intensely committed to the training and continuing education

of our employees worldwide.

About 9,900 young people - 6,300 from Siemens
and 3,600 from other companies - arc currently en-
rolled in our vocational training and work-study
programs. We offer a comprehensive range of train-
ing programs, preparing participants for new types
of jobs in business administration, information
technology, metalworking and electrical engineer-
ing. In addition, we sponsor special programs for
high school graduates and work-study pregrams
for university students.

Hands-on training

Siemens is exporting its work-study system, which
combines theory and practice, to many of its Region-
al Companies around the world. Outside Germany,
about 3,100 young people are currently enrotled

in Siemens apprenticeship programs, which have
been adapted to country-specific requirements,
These programs enable us to maintain an outstand-
ing workforce, which in turn contributes to the
high quality of our products and services. In
Germany, we receive about 50,000 applications each

year for our education and training programs, with
our popular work-study offerings atiracting partic-
ularly well-qualified applicants.

Cultivating a highly qualified workforce

We're constantly raising the educational standards
that our employees have to meet. In 2007, 31 per-
cent of our new hires had university degrees. To
meet our large need for university graduates, we
establish contacts with university students - par-
ticularly those majoring in engineering, the natural
sciences and economics - at an early stage and
foster their development. Qur Generation21 educa-
tion initiative offers ambitious young people op-
portunities to acquire academic qualifications and
practical experience in a multinational environ-
ment through a number of international programs
and partnerships.

Our work-study and internship programs, which
attract a large number of applicants every year, are
an excellent way for young people to get 1o know




Employee qualifications

Vocational training
or apprenticeships
128,200 = 32%

University degrees
146,400 « 37%

of which 92,700
are in engineering
of the sciences

Unrelated qualifica-
tions or no prior training
123,600 = 31%

Siemens better. Qur TOPAZ program enables stu-
dents who've heen specially recommended by their
advisors to take part in interdisciplinary seminars
and hands-on international projects. Our YOLANTE
program provides up-and-coming engineers and
scientists with mentoring, practical experience and
a close-up view of our Company. In both TOPAZ and
YOLANTE, young talents receive the support and
guidance they need to prepare for successful ca-
reers. We also award scholarships — coupled with
internships and special training programs at the
Company - to international students in master’s
programs.
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Springboard for careers

For university graduates just beginning their ca-
reers, we offer more than direct entry opportuni-
ties. Qur two-year Siemens Graduate Program,
which trains the managers of tomortow, has three
parts, each of which offers participants an insight
into a different aspect of Siemens - for example,
purchasing, product development, sales and mar-
keting. The program also includes a stint at one of
our locations outside the participant's home coun-

try.

Professional development through continuing
education

When people join Siemens, their education doesn't
stop. In fact, it's just beginning. To continually
broaden the basis of our success, we offer a wide
range of training and continuing education pro-
grams - from management and language courses
to seminars in technical fields - that enhance our
employees’ qualifications, foster their development
and equip them to excel throughout their working
lives.

Further information is available on the internet at:

www.siemens.com/career

Engineers and scien-
tists account for some
55 percent of all our
university-educated
employees,
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In dialogue with our investors

By providing comprehensive financial information throughout the year,
we ensure maximum transparency.

Share price Stock market information
in euros 2007 2006
180 - indexed Stock price range (XETRA closing prices, Frankfurt)
High 1117 7977
1609 Low 66.91 60.08
140 - Year-end 96.42 68.80
Number of shares (year-end, in millions) 914 891
120 Market capitalization
(year-end, in millions of euros)® 88,147 61,307
100 -
Per-share data
a0 Earnings per share'™ 413 278
Oct. 1, 2006 Sept. 30, 2007 Earnings per share (fully diluted)® 399 277
I Dividend 150" 1.45
iemens
[Joow tones sTOXX® 9 Fiscal year from October 1 to September 30
DAX® @ gn the basis of outstanding shares

%1 On the basis of continuing operations
) 1o be proposed at the Annual Sharehotders’ Meeting

Investor relations

We maintain a continuous and open dialogue with our investors. We provide our shareholders
with up-to-the-minute comprehensive financial information not only at the Annual Sharehold-
ers’ Meeting but also in quarterly, semiannual and annual reports, and in ad hoc press releases,
Our Investor Relations Team organizes discussions and conferences in which investors and fi-
nancial analysts can discuss current Company-related issues with our management. These dis-
cussions and conferences, which are transmitted live on our redesigned and expanded Internet
site, are accessible to the general public. Our institutional investors are also kept up-to-date on
Company developments through several hundred individual presentations a year, some of them
at roadshows in and outside Germany. Sustainability-oriented investors have shown an increas-
ing interest in the Company's strategy in areas like energy efficiency and environmental protec-
tion. In fiscal 2007, Siemens was listed for the eighth time in a row on the SAM Dow Jones Sus-
tainability Index. In a number of major surveys, investors and analysts again ranked our capital
market communications very highly. For the fifth year in a row, the Siemens Investor Relations
Team was awarded first place in the capital goods sector of the Thomson Extel Awards.

The Siemens share

As of September 30, 2007, the capital stock of Siemens AG totaled approximately €2.7 billion,
representing some 914 million no-par value shares in registered form. Each share represents
one vote at the Annual Shareholders’ Meeting. On September 30, 2007, Siemens shares were list-
ed on all German stock exchanges, stock exchanges in New York, London and Zurich and the Mi-
lan stock exchange. On the New York Stock Exchange, Siemens shares are traded in the form of
American Depositary Receipts (ADRs), with one ADR corresponding to one Siemens share.

further information on investor relations and www.slemens.comfinvestors
Siemens’ share performance is available on the Internet at: www.siemens.com/governance
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Our innovators and innovations

4

Raymond Liao Henrik Stiesdal Thomas Flohr

From wireless wizard te industrial revolutionary
Raymond Liao’s Ph.D. thesis in electrical engineering actually focused on wireless telecommunications net-  industry
works. But when the dot-com bubble burst, he found another area in which to apply his skills. Ever flexible,
Liao changed direction, joined Siemens and developed a wireless communications solution fer industrial
applications that far surpasses anything our competitors have to offer.
Industrial wireless LAN (IWLAN) technology makes it possible - for the first time - to precisely control
industrial machines without using expensive cable connections. The solution increases factory flexibility
and improves production quality. By guaranteeing data transfer rates in the millisecond range, special
IWLAN software allows the effective monitoring and control of machines while eliminating data bottlenecks
and costly error chains.

Unleashing the power of the wind

Hentik Stiesdal built his first wind turbine on his family’s farm right after he finished high school in 1976.  Energy
A larger version, which he developed while still working on his university degree in biology, was one of the

first commercially viable wind turbines in the history of modern wind power. Stiesdal - an enthusiastic

sailor - later joined Bonus Energy, which was funneled into Siemens Wind Power in 2004. Today, he focuses

on two main goals: to optimize annual electricity yields and maximize reliability.

In Denmark, we're using a patented single-cast process to manufacture turbine blades for wind power
systems. Produced without joints, the blades are the toughest in the wind power industry. As the global
market Jeader in the offshore sector, we offer the world’s most powerful wind turbines in series production.
With a capacity of 3.6 MWs, our turbines generate over 100 times more power than the first wind turbines,
which were marketed some 25 years ago.

Helping people through technology
Thomas Flohr has been developing computed tomography (CT) systems at Siemens Medical Solutions for Healthcare
the past 18 years. In that time, he’s made key contributions in the field of CT imaging. Flohr - who has a
doctorate in physics — explains his approeach this way: “You constantly exchange ideas with your customers
while keeping the focus on their requirements.” Flohr pursues his goals with great enthusiasm and persis-
tence. And, as the figures show, this is clearly a recipe for success: Med is now a global leader in CT scanners.
Siemens’ SOMATOM Definition has revolutionized CT technology. Beasting two X-ray tithes and two de-
tectors that rotate in synchrony, the innovative system provides twice the temporal resolution, operates at
twice the speed and delivers twice the power of conventional scanners - with substantially lower radiation
exposure. The outcome: enhanced patient satisfaction and unprecedented image quality, 5o that diseases of
the blood vessels, heart and other crgans can be detected earlier, diagnosed faster and treated more pre-
cisely than ever before. The technology’s wide popularity is yet further proof of its effectiveness: Since mar-
ket launch, more than 250 SOMATOM Definition scanners have been installed worldwide.
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Volkmar Sterzing

and his team are devel-
oping a learning pro-
cess that searches for
efficient, ecofriendly
and economical oper-
ating methods mod-
eled on nature. The
process can be applied
to everything from
home appliances to
power turbines.

Maximilian Fleischer
is working on electron-
ic gas sensors that de-
tect air and water pol-
lutants at an early
stage. Energy-efficient
regulation of building
systemns, early fire de-
tection and the diagno-
sis of respiratory dis-
eases are just a few of
the sensors’ possible
applications.

Ute Llepold is develop-
ing fuminescent sub-
stances for efficient
LEDs with low energy
consumption and lon-
ger lifetimes. The
search for such sub-
stances is being rapidly
accalerated by the
methods of combinato-
ry chemistry. A single
so-called “luminescent
library” can contain up
to 96 different sub-
stance combinations.

Innovation at Siemens -
Shaping the future today

Finding answers to the toughest questions of the day has always been one of the
main drivers of our success. With the invention of the pointer telegraph and the
electric dynamo, Werner von Siemens, who founded our Company 160 years ago,
revolutionized telecommunications and electrical engineering in the 19" century.
Today, Siemens researchers are still foliowing in his footsteps, asking the tough-
est questions of our time — and providing the answers.




How can you manufacture customized products at
affordable prices? How can you power a planet
hungry for electricity without damaging it? How can
disease be detected before it strikes? These are three
of the toughest questions of our time. And 32,500
Siemens researchers at locations in over 30 coun-
tries are working to find the answers.

Our innovations are shaping the future of industrial
production. With the acquisition of UGS, we’re now
in a position to directly link - for the first time -
virtual product and production design with the reat
world of industrial automation. Implementing our
intelligent factory concept (see page 50 If.), develop-
ers around the world will cooperate with customers,
partners and suppliers in real time to simulate en-
tire manufacturing processes down to the last detail
before real-life production begins. The result: faster
development and time-to-market, substantial cost
savings and a virtually limitless degree of produc-
tion flexibility that will enable our customers to tai-
lor their offerings even more closely to their cus-
tomers’ individual specifications. Products that have
been completely manufactured, tested and assem-
bled in the virtual environment prior to real-worid
production inciude aircraft, high-speed trains and
the latest gas turbines.

The second question concerns energy and the envi-
ronment. We invest some €2 billion a year in the
development of ecofriendly technologies and hold
roughly 30,000 patents - nearly half of all the inven-
tions in our patent portfolio - in the environmentat
field. At the same time, we offer products, systems
and services for virtually every aspect of power gen-
eration, transmission and utilization - in energy-
efficient power plants, buildings, lighting devices,
home appliances, transportation systems and indus-
trial applications. Our solutions include everything
from virtual power plant networks, energy-saving
motors and the world’s largest, most efficient gas
turbine to extremely reliable wind power systems
and the brightest, whitest LEDs on the market. And
we're also developing the energy technologies of
tomorrow - for example, processes to capture and
securely store the COz emitted by fossil fuel power
plants.

Research and development*
7% 18% 8% %

— €31

N biltlon
2006

49%  15% 3% 5%
S biltion

2007

D Healthcare [] Other activities

I!ndustry IEnergy
* Continuing operations

At September 30, 2007, the Industry Sector comprised the businesses
of the Groups Automation and Drives, Industrial Soluttons and
Services, Transportation Systems, Siemens Building Technologies, and
OSRAM; the Energy Sector comprised the businesses of the Power
Generation Group and the Power Transmission and Distribution Group:
and the Healthcare Sector comprised the businesses of the Medical
Solutions Group.

As the world’s first full-service diagnostics company
in the healthcare industry, we're integrating innova-
tions in three fields: imaging, laboratory diagnostics
and healthcare IT. In the first field, we're constantly
improving our range of computed tomography and
magnetic resonance scanners and ultrasound sys-
tems. In the second, we're pioneering new laborato-
ry techniques and applications such as biomarker
solutions - which can help doctors diagnose cancer
as well as infections and coronary diseases at the
earliest possible stage - and the world’s first magnet-
icresonance/ positron emission tomography
(MR/PET) system, which can pinpoint illnesses like
Alzheimer's disease long before the first symptoms
appear. In the third field, we offer advanced elec-
tronic networks that link clinical data across the en-
tire healtheare continuum, eliminating barriers in
communication, collaboration and decision-making
between hospitals, doctors’ offices, pharmacies and
insurers. Integrating these innovations is enabling
us to realize our vision of fully personalized medi-
cine - treatments optimized for each individual pa-
tient - and usher in a new era of knowledge-based
preventive medicine.
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In fiscal 2007, Siemens
researchers submitted
8,267 invention
reports,* seven percent
more than the year
before. We filed 5,060
patent applications,
an 11 percent increase
over fiscal 2006. On
average, we generat-
ed 38 inventions and
23 patent applications
per workday.




Rigorously pursuing
ambitious aims




Our aim is to find (he right answers to the toughest questions
of our time. Only a thriving company - one that's generating
profitable, capital-clTicient growth - can achieve this goal over
the long run.

Our FitdMore program cquipped us (o provide answers by giving

us the tools and levers we needed to reach our targets. Now we've
launched the Fitg2010 program. Focused on ensuring that our
Company’s progress is sustainable, the new program aims Lo create
long-term value for our sharcholders. That's why we've set new
targets for the year 2010, We're aiming for sales growth, profitability
at our individual Groups, a high return on capttal employed, an

improved cash How and an optimized capital structure.

From FitdMoere to FiLy 2010 Page 32, Fitg2010. Performance Page 34. F142010: Porifolio Page 36.
Fit4 2810: People Excellence Page 38. Fila2010: Operational Excellence Page 40, Fi142010: Corporisie
Responsibility Page 42,
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Fit4More successfully
Implemented

From Fit4More to Fit42010 - Programs
for sustainable development and value
creation

By focusing on Fit4More over the past two years, we laid the groundwork
for our future success. Now, we intend to make further strides by systemat-
tcally implementing a new Siemens-wide program: Fit42010. Our aims
remain the same: to provide outstanding benefits for our customers, posi-
tion our businesses for long-term market teadership and further increase
the value of our Company.

Achieving the Fit4More targets that we set in April 2005 provided us with a solid basis for long-

term profitable growth. Our financial resuits clearly demonstrate the effectiveness of the pro-

gram’s tools and levers. All our Groups reached their margin targets by the second quarter of
fiscal 2007. Growth over the past two years totaled more than 15 percent. What’s more, we
fulfilied the aims of all four of our Fit4More pillars:

I Performance and Portfolio - To create a portfolio that would guarantee our future success,
we pursued a two-pronged strategy. First, we completed the strategic realignment of selected
activities - including, in particular, our Information and Communications business area.
Second, we continued to expand - through acquisitions, where appropriate - our strong core
businesses like energy and envirenmental technologies, automation systems, public and
industrial infrastructures, and healthcare solutions.

By implementing the other three pillars, we established new standards and processes Compa-

ny-wide and further developed our proven strategies:

1 People Excellence - Implementing targeted measures, we made additional progress in creat-
ing and maintaining a high-performance culture - a worldwide strategy that's enabling us to
identify and nurture the young people who will one day lead our Company and to provide our
key experts with new career paths. Qur motto is “World-class leaders for world-class results.”

i Operational Excellence - As part of our top* initiative, we established standardized processes
and procedures throughout the Company while concentrating intently on Innovation, Cus-
tomer Focus and Global Competitiveness.

I Corporate Responsibility - Qur rigorous, highly focused corporate responsibility program
increased our Company’s value and earned us a place on the Dow Jones Sustainability Index
once again in 2007.




Fitq2010

People Excellence
1 Develop talent globally
I Strengthen leadership

Portfolio
¥ Build on owr strengths in:
I Energy & Environmental

development Care
1 Attain high-performance Poople [ Auluma]tion & Control,
culture Excellence o Industrial & Public
I Strengthen expert careers : Infrastructures
1 Healthcare

1 IPQ of Siemens VOO

Operational Excellence

1 Siemens Management
System (powered by lop*)
with focus on:
¥ Innovation
L Customer Focus
1 Global Competitiveness

Corporata Responsibility
L Achieve best-in-class in:
1 Corporate Governance
1 Compliance
1 Climate Protection
1 Corporate Citizenship

Corporate
Responsibility

Qperational
Excellence

Fit4More was a resounding success. But there's still room for improvement and a need for
further action - particularly in the areas of compliance (see pages 42 1. and 88 [f.) and asset
management. Our conduct must meet the highest professionatl and ethical standards. And to
succeed, our businesses must achieve ambitious goals for growth, profitability and cash flow.
In particular:

I We intend to grow twice as fast as the global economy.

§ Retaining our system of Group margin ranges, we’ve set tough profitability targets for our
Groups and for the Company as a whole. Taking into account their individual business strate-
gies, market positions and competitive environments, we've raised the target margin ranges
for eight of our ten Groups. in addition, we've introduced a new performance yardstick fo-
cused on optimizing capital efficiency - return on capital employed (ROCE). This metric is cal-
culated by dividing income before interest expense by capital employed. We're aiming for an
ROCE of 14 -16% for the entire Company by 2010.

0 In the area of cash flow, we're employing another new yardstick, the cash conversion rate, to
determine how much of our profit is converted into cash that can be used to finance our busi-
nesses, The cash conversion target we’ve set is “one minus the Company’s growth rate.” This
indicator is adjusted for our growth rate because growth always requires investments.

To reach our Fit42010 goais, we're rigorously implementing four drivers:

0 Portfolio -~ We're building on our strengths in order to capture and maintain No. 1 or No. 2
positions in atiractive markets and further boost our businesses in our three Sectors Industry,
Energy and Healthcare (see page 36 [) through organic growth and acquisitions.

1 People Excellence — We're creating a high-performance culture, strengthening our leadership
development and promoting top talents around the globe.

1 Operational Excellence ~ We're continuing to push innovation by applying our proven top*
methods and top* toolbox while sharpening our customer focus and enhancing our global
competitiveness

1 Corporate Responsibility - We’re closely aligning our business performance with our commit-
ment to society and the environment in order to safequard and increase the long-term value
of our Company.

Fit42010

Strengthening our
competitive position
and increasing Com-
pany value
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Fit42010: Performance

Fit42010 defines the targets and metrics that measure our performance.
Qur overarching aim remains the same: to achieve profitable growth and
further increase the value of cur Company as a whole. In addition to
pushing sales growth and profitability at our individual Groups, we're also
focusing on increasing our return on capital employed, improving our
long-term cash position and optimizing our capital structure.

The challenges posed by the two megatrends urbanization and demographic change are driving
customer demand. Siemens is tapping the resulting business opportunities - something we're
better positioned to do than virtually any other company in the world - in order to continue
growing twice as fast as the giobal economy.

To be sustainable, growth must be profitable. That’s why we’re aiming to match or exceed the
profitability of our best competitors in all our operations. Although achieving our FitdMore
target margin ranges by the second quarter of fiscal 2007 was a key step in this direction, some
of our businesses stilt have potential for further improvement. As a result, we've raised the
target margin ranges for the seven Groups Automation and Drives (A&D), Industrial Solutions
and Services (I&S), Power Generation (PG), Power Transmission and Distribution (PTD), Medical
Solutions (Med), OSRAM and Siemens Financial Services (SFS). Some of these Groups are profit-
ing from very positive market environments and the successful integration of recent acquist-
tions. We've also raised the target margin range for an eighth Group: Siemens IT Selutions and
Services (SIS), whose restructuring is now complete.

Fit4Mare Targets achieved Mew Fitg2010
Groups | margin ranges in Q2 2007 margin ranges
siemens {T Solutions and Services (SIS} 5-6% 5.2% e} 5-7%
Automation and Drives (A&D) 11-13% 14.2% e 12-15%
Industrial Solutions and Services (I1&S) 4-6% 4.6% it 5-7%
Siemens Building Technologies (SBT) 7-9% 7.5% [ =] 7-9%
Power Generation {PG) 10-13% 10.7% i) 10-14%
Power Transmission and Distribution (PTD) 5-7% 8.1% @ 7-10%
Transportation Systems (TS) 5-7% 5.0% oy 5-7%
Medical Solutions (Med)® 11-13% 13.4% o 14-17%
OSRAM 10-11% 10.5% o 10=12%
Siemens Financial Services (SFS)® 18=-22% 52.6% b1 20-23%

“} The FitdMore margin range was for Siemens Business Services.
) The margin range was raised to 14 -17% from 13- 15% in November 2007,
B paturn on equity at SFS is calculated by dividing income before income taxes by equity assigned,




Our recent acquisitions of Diagnostic Products Corporation (DPC), Bayer Diagnestics and, most
recently, Dade Behring have doubled the overall market served by the Medical Solutions Group
to €57 billion and given the Group access to further attractive market segments. That's why
we've raised Med'’s target margin range to 14 -17%,

However, to be truly successful, we must do more than generate profitable growth. What's
equally important, we must also ensure that we're achieving a satisfactory ratio between our
earnings and the capital we use in our business activities, that these activities generate a suffi-

cient amount of cash and that we have an excellent capital structure.

To measure the relation between our earnings and the capital our businesses use, we've adopt-
ed the metric return on capital employed (ROCE, see also page 109). ROCE, which is commonly
used to compare the performance of one business with that of another, can be calculated directly
from the figures provided in a company’s financial statements: It’s the ratio of incorme before
interest expense to capital employed. And there’s compelition here, too. Most of our main com-
petitors have a better ROCE than we do. To close the gap, we've set an ROCE target of 14 -16%.

To determine how much cash our activities are generating, we're applying the metric cash
conversion rate (CCR), which is the ratio of free cash flow from continning operations to income
from continuing operalions. We've set a CCR target of “one minus the Company's growth rate.”
This target has been adjusted for our growth rate because growth normally requires higher in-
vestments - for example, expenditures for new production capacities and increased inventories
to meet anticipated increases in demand - and higher net working capital. The (argets we’'ve set
reflect our goal of achieving capital-efficient growth,

For the lirst time, we're also setting a capital structure target: to achieve a ratio of adjusted
industrial net debt to EBITDA of 0.8 -1.0 by 2010. This step, which will enable us to optimize
our capital structure, rounds off our new system of linancial targets.

Fiig2010
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Fit42010: Portfolio

Active portfolio management — based on the principle that all our
businesses must be No. 1 or No. 2 in attractive markets ~ is a key piltar
of our Company strategy.

Active portfolio management enables companies to identify attractive markets - characterized
by strong growth, high potential profitability and low risk - and to establish or expand profit-
able businesses within those markets. To generate profitable growth, businesses must generally
occupy No. 1 or No. 2 positions in their markets. Only then can they finance the portfolio meas-
ures and R&D outlays indispensable to maintaining a competitive edge and satisfying customer
demands for innovative solutions. Active portfolio management also ensures that a company’s
businesses are strategically aligned and capable of generating synergies.

Our businesses are divided into three Sectors, each with enormous growth potential:
0 Industry, which comprises the businesses of A&D, [&S, SBT, TS and OSRAM

B Energy, which comprises the businesses of PG and PTD

1 Healthcare, which comprises our Med businesses.

SIS and SFS provide services for all three Sectors.
In all our markets, we're focused on expanding our leading positions with new products and

technologies and through continued massive investments in innovation. Where appropriate
we’re also strengthening our businesses through acquisitions.

[
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Focus on three high-

Industry Energy Healthcare growth Sectors
§ Automation and Drives (A&D} | 4 Power Generation {PG) 1 Medical Solutions (Med)
¥ Industrial Solutions 1 Power Transmission and

and Services (1&5) Distribution (PTD)

1 Siemens Building
Technologies (SBT)
I Transportation Systems (TS}

0 OSRAM
R Siemens IT Solutions and Services (SIS} 1 Siemens Financial Services (SF5}
With markets constantly changing, portfolio management is an ongoing task. Qur major port- Acquisitions are
folio measures in fiscal 2007 included: strengthening our

1 The acquisition of Texas-based UGS, which is making us the first company to bridge the gap market position.

between virtual product and production planning and real-life manufacturing on the factory
flocr. Implementing our intelligent factory concept (see page 50) to link these two worlds will
allow experts to closely coordinate new product development and the design of new produc-
tion facilities through simulation. It will also reduce manufacturing errors, slash production
ramp-up time and cut time-to-market by as much as 40 percent. This innovative approach wilt
be particularly beneficial in the automotive and aircraft industries. None of our competitors
can offer similar advantages. Here again, we’re raising the bar.

I The acquisition of the U.5. diagnostics company Dade Behring, which has made us a leading
supplier of in-vitro diagnostics and the world’s only integrated diagnostics company. This
investment is a further major step toward making our vision of knowledge-based healthcare
a reality, Our presence in all areas of medical diagnostics is not only a key lever for integrat-
ing clinical workflows and bundling clinical information; it will also help us improve health-
care quality while cutting costs.

As part of our Fit32010 program, we originally planned to publicly list Siemens VDO Automo-
tive. However, after reviewing all the options, our Managing and Superviscry Boards decided to
sell the Group to Continerntal AG. The alliance with Continental has major advantages for all our
stakeholders. It provides the businesses and employees of Siemens VDO with promising per-
spectives, respects the interests of our shareholders and represents a major advance in our ef-
forts to sharpen the focus of our portfolio and reduce the Company’s complexity.
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Fit42010: People Excellence

Our goal is to develop and leverage the strengths of our employees
under the leadership of first-rate managers. At the same time, we want
to reward our people for outstanding commitment and exceptional
achievement. That's where our new Company-wide Fit42010 program
comes in. Its focus on People Excellence and the continuing develop-
nment of our high-performance cutture are firmly anchored in our Com-
pany strategy.

Personal motivation and the willingness (o achieve can best be leveraged in an environment
where the strengths of the individual are fostered - in a true high-performance culture. We can
create an environment of this kind only by ensuring excellent leadership, setting binding stan-
dards and systematically developing young Company employees,

Outstanding management through the Siemens Leadership Excellence program

The Siemens Leadership Excellence (SLE) program prepares managers for their tasks, enabling
them to define important visions and clear goals for the Company and to have a major impact
on the development of their people. What makes the SLE program special is that leaders devel-
op leaders. This approach not only creates a dynamic, worldwide network of managers but also
allows knowtledge and experience to be shared and multiplied across the Company - an impor-
tant suceess factor for our business.

Our SLE courses employ interactive training methods to enhance business expertise and hone
personal skills. The tailor-made courses prepare Siemens managers for their positions, teach-
ing them valuable strategies and familiarizing them with useful management toois. Up 10 now,
more than 600 managers have successfully completed SLE courses - and the feedback has been
overwhelmingly positive. Next year, the focus will be on encouraging more mid-level managers
to enroll as weil as continuously improving course quality on the basis of ongoing participant
feedback.

However, our aim is not just to pass on management skills and tools; we also want to communi-
cate concrete values and management standards. With the management approach established
in SLE courses (value-based management), we're creating a culture that clearly distinguishes us
from our competitors and will ensure our lasting success.




High standards through the Performance Management Process

The standards we've defined are applied throughout the Company using our Performance Man-
agement Process, Managers hold one-to-one talks with their people to assess the achievement of
the previous year's goals. The results of these discussions affect employees’ further professional
development and salary. In addition, concrete goals are agreed upon for the coming year. This
process is a key prerequisite for high performance. Only employees who know what their profes-
sional goals are will perform to their full capacity.

The Performance Management Process also includes an assessment of managers’ leadership
abilities, In a 180-degree feedback process, employees evaluate their superiors, giving them use-
ful input on their leadership methods, qualities and strengths as well as insights into any areas
where they may have room for improvement.

The Performance Management Process, which provides clear and unambiguous rules and is im-
plemented uniformly Company-wide, is enabling us to foster the people we'll need to guarantee
our success tomorrow.

The next generation

Siemens can look back on a long history of success - thanks to the expertise, motivation and
commitment of many generations of employees. To safeguard our long-term future, we've
strengthened our focus on the next generation — in particular, on our top young talents and key
experts,

Individuals with high leadership potential and a strong commitment to their employer can make
a major contribution to sustainable Company growth. Thal’s why we’ve intensified our efforts in
recent years to nurture emerging leaders and support their development. To date, we've identi-
fied over 1,700 up-and-coming young managers at Siemens. Now, we want to cultivate their lead-
ership potential by providing them with individual support and diverse opportunities to gain ex-
perience within the Company. Working with their supervisors, about 1,000 of these promising
young employees have already drawn up personal career plans. Our first job fairs for top talents
have proven highly successful. As a truly global player, we're placing an increasing emphasis on
driving the professional and personal development of the next generation of Siemens leaders all
around the world. And we're applying the same systematic approach to identifying and fostering
our key experts. With their outstanding technical know-how, motivation and perseverance, these
individuals have made us a technology leader in a wide range of different fields.

The groundwork {or a high-performance culture at Siemens has now been laid. Our next step is
to vigorously promote and develop this culture.

Fil42010
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Fit42010: Operational Excellence

Our trailblazing innovations make us a reliable partner for customers

in a wide array of businesses. As part of our top? initiative, we've estab-
lished uniform processes and procedures that set high standards for
performance throughout the Company. To safeguard our success over
the long term, we're raising the bar with Fit42010.

When it comes to performance, our proven top* processes and procedures ensure that we all
speak the same language. We sel clear and measurable goals and define and rigorously imple-
ment the concrete measures required to achieve them. Our Company-wide top* programs —
[nnovation, Customer Focus and Global Competitiveness - give us the tools we need te remain
successful in glabal competition over the long Lerm, to supply our customers with outstanding
products, systems and solutions, and to master the new market challenges confronting our
businesses.

Innovation - Turning great ideas into business success

To set new market trends and maintain our technological leadership, we take a systematic
approach to identifying innovative business models, products and markets. Qur innovations
are powering important future-oriented technologies - for example, the separation and storage
of greenhouse gases. We employ rigorous innovation benchmarking, systematicaily comparing
our businesses with those of our competitors to identify the success factors and levers crucial
to strengthening our innovation processes, Dialogue with cuslomers is also essential. We col-
laborate closely with industry-ieading customers to make sure we remain their preferred part-
ners for innovation leadership in the future. Everywhere, our objective is the same: to leverage
our power of innovation in order to deliver top performance in the face of global competition.

The focus is always on customers

We supply tailored products and solutions to help customers achieve their goals in the global
arena. To coordinate our offerings wortdwide, we've set up a strategic account management
program. To ensure that our solutions are optimally geared to customer needs, we’re constantly
tmproving our understanding of customer processes and structures. And to better leverage
our know-how for the benefit of our customers, we systematically compile and disseminate in-
formation Company-wide. Siemens One is what we call our strategy to enhance customer satis-
faction by bundling the offerings of our businesses in order to develop individualized, single-
source solutions. We've combined the expertise of all our businesses in 13 Sector Development
Boards. These boards provide our sales units with the know-how and support they need to co-
operate with customers in creating future-proof end-to-end solutions. Qur recent project for
Lisbon’s Hospital da Luz is a prime example of how our efforts are paying off. Working with the
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Portuguese investor group Espirito Santo Satide, our Healthcare Sector Development Board
combined the offerings of a wide range of Siemens businesses - Med, 1&S, $BT, SIS, A&D, PTD
and SEN - to develop a fully integrated healthcare campus that includes more than 30 special-
ist clinics and doctors’ offices, a 130-bed general hospital, an assisted-living facility and a
nursing home. The solution encompasses everything from the most advanced medical systems
and IT and telecommunications technologies to energy, lighting and building systems. Using
an integrated IT infrastructure geared specifically to healthcare workflows, Hospital da Luz is
making the paperless clinic a reality. The result is not only better patient care but also greater
safety, comfort and convenience for patients, residents and healthcare professionals alike.

We're close to our customers - in 190 countries around the world

To meet the challenges of today’s global market, we have to be competitive at every point in the
value chain. That’s why we’re optimizing our existing structures and continually upgrading
our processes. We're also strengthening our businesses by expanding our product portfolio
and adjusting our value chains in high-growth markets such as Asia. For instance, we've intro-
duced a standardized purchasing process that has cut procurement costs substantially over the
last few years. The use of advanced production systems is enabling us to make continuous
gains in productivity every year. By increasingly integrating our production facilities into high-
growth markets, we’re paving the way for outstanding operational results worldwide. And we
haven’t lost sight of quality. Extensive training and cerlification programs for project manag-
ers and the introduction of quality assurance gates have noticeably improved our project man-
agement. Over the last few years, we've also increased the quality and considerably reduced
the costs of our own internal services by bundling them in a new Global Shared Services unit,

In all our businesses - whether in Industry, Energy or Healthcare - software plays a crucial
role. As part of top*, we’ve launched a new program to systematically improve the professional
qualifications of our software engineers, Within only nine months, experienced software archi-
tects can qualily as senior software architects through an-the-job training. And the program
not only expands participants' technical horizons. It also encompasses group workshops and
intensive personal mentoring. Once certified, senior software architects become part of an
ever growing global network of engineering excellence.

By concentrating on innovation, customer focus and global competitiveness, our businesses
are implementing the top* tools to leverage synergies Company-wide and develop powerful,
leading-edge solutions that benefit and drive the success of our customers around the world.
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For us, compliance
means adherence to
the law as well as to

the Company’s binding
reguiations and guide-
lines, which are the
basis of our business
activities, We expect
our managers and
employees to behave
ethically and in full
compliance with the
{aw. Misconduct will
not be tolerated under
any circumstances.

Fit42010: Corporate Responsibility

Compliance is the cornerstone of corporate responsibility at Siemens.

In fiscal 2007, we worked intensively to raise employee awareness of
compliance-related issues and anchor this awareness even more firmly

in our management culture and Company values. But as the current
investigations show, we didn’t succeed in making the importance of our
compliance rules clear to all our employees. Now, we're doing everything
in our power to uncover any irregularities. By rigorously implementing
our Compliance Program, we're ensuring that all our business practices
fully adhere to the law.

We provided comprehensive information about compliance-related violations at the Company in
our Annual Report 2006 and in subsequent interim reports. Public prosecutors in several coun-
tries, the J.S. Department of Justice (DOJ}, the U.S. Securities and Exchange Commissison (SEC)
and other authorities are now investigating allegations of wrongdoing by Siemens and Siemens
employees. Our compliance organization is intent on clarifying all related matters and penaliz-
ing all misconduct, and we’re cooperating fully with the authorities.

We consider it our duty to ensure that these issues are completely cleared up. For this reason,
we've retained the U.S. law firm Debevoise & Plimpton LLP as an independent agent to conduct
comprehensive independent investigations into alleged violations of anticorruption regulations.
The firm reports at regular intervals to the DOJ and the SEC. In addition, we're continuing the
internal investigations begun in November 2006. On Ociober 4, 2007, Munich District Court |
imposed a fine of €201 million on the Company, concluding part of the investigations into irreg-
ularities at Siemens AG. At the same lime, the German tax authorities determined that pay-
ments of approximately €450 miliion at the former Com Group were non-deductible, resulting
in a tax charge of €179 million, Of this total, €168 millicn had already been recorded in the
Company'’s financial statements for fiscal 2006. These actions mark the end of the investigation
of the former Communications Group by the public prosecutors and tax authorities in Germany
insofar as it relates Lo Siemens AG. The comprehensive independent investigations being
conducted by Debevoise & Plimpten are continuing. For more information, see the Compliance
Report (pages 88 {f.) and Management’s discussion and analysis (MD&A, pages 108 1f.).

Ensuring ethical conduct

We've launched a new program to systematically anchor our compliance regulations throughout
the Company. While we already had strict guidelines which were being continuously optimized,
they were not always adhered to. Our new Compliance Program is an effective system based on
three pillars - Prevent, Detect and Respond - for ensuring that all business at Siemens is con-
ducted in compliance with the law and our internal regulations. The majority of the new mea-
sures are designed to prevent compliance-related violations. That's why it’s been essential to
establish clear regulations defining what is and is not allowed, and to communicate these regula-
tions throughout the Company. We've also spelled out the penalties for misconduct. Qur second
focus is the detection of unethicat practices. This will allow us to intervene at an early stage while
making it clear that misconduct will always come to light. We provide employees, customers and
business partners with easily accessible channels for reporting irregularities. In addition, we
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respond vigorously to violations, thereby reinforcing the deterrent effect of rapid detection.
All cases of wrongdoing at the Company will be penalized in accerdance with our clearly defined
rules and processes.

Key points of the Siemens Compliance Program

To ensure that behavior throughout Siemens adheres to the law and our own regulations, CEO
Peter Loscher and the members of the Managing Board have made compliance a top priority. The
commitment of all our managers worldwide is an integral part of cur management culture and
our Company culture as a whole - a culture in which adherence to the Business Conduct Guide-
lines, our Company-wide code of behavior, is the basis of all our actions.

The Compliance Program _|
Prevent Detect Respond
0 Clear guidelines 0 Comprehensive ? Clear consequernces
Siemens Business control system t Unequivocal response
Conduct Guide- B Easily accessible
lines Continuous reporting channel:
8 Training programs 'mprovement "Tell us”

I Compliance
hetpdesk: “Ask us”

Basis for sustainable business success

Clear rules for all employees, extensive training, confidential reporting channels for suspected
irregularities and a helpdesk for compliance-related questions are key elements of our Compli-
ance Program. For our suppliers worldwide, we've also introduced mandatory minimum compli-
ance requirements, comprising ethical, social and environmental standards. To ensure that our
suppliers adhere to these standards, we've established a system of self-assessments and on-site
audits. Qur new and revised guidelines as well as the measures we've already introduced are a
signal to our shareholders and customers, the general public and our employees that we take
compliance and the allegations against our Company very seriously. That’s why one of the aims
of our Company-wide Fit42010 program is to be a world leader in transparency and compliance.
We're doing everything we can to restore trust in Siemens.

Further information is available in our Compliance Report on pp. 88 ff., in www.siemens.com/compliance
Management’s discussion and analysis (MD&A) on pp. 108 ff. and on the tnternet at: | www.siemens.comiresponsibility
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Peter Ldscher presents
Bruce Biltoft, Rhett
Butler and Tony
Handakas (from left to
right) with this year's
Corporate Responsi-
bility Awaid.

Honoring our responsibility to society

As a leading global company, we have a responsibility to comply with the highest
ethical and legal standards while protecting the environment and benefiting
society as a whole. The Siemens Corporate Responsibility Award honors individ-
ual employees and employee teams whose projects highlight our commitment

to making the world a better place.

Out of 182 entries from over 35 countries, five
teams made it into the {inal round of this year's
Corporate Responsibility Award competition. In
October 2007, the finalists presented their projects
to the Company’s executive management at the
Siemens Business Conference in Berlin. In recog-
nition of their achievements, CEO Peter Lischer
awarded the first-place team €50,000 and each of
the runner-up teams €10,000 for the continuation
and further development of their projecis.

The prize-winning project in 2007 -

The Safe Water Kiosk

First prize went to a team from 1&S Water Tech-
nologies in Australia for developing an efficient,
reliable system - known as the Safe Water Kiosk -
for the treatment of drinking water. According to

estimates from the World Health Organization,

1.2 billion people in the world currently have no ac-
cess to clean drinking water - especially in regions
with poor infrastructure. Addressing this major
challenge of our time, the Australian team - work-
ing together with the SkyJuice Foundation of Sydney
- developed a selution using Siemens technotogy.
The inexpensive water filtration system, which oper-
ates very reliably over a long period with minimum
maintenance, has already been introduced in Kenya,
where it’s providing 2,500 people with clean drink-
ing water. More than 300 of the systems are now de-
ployed in 16 countries on four continents.




The other four winning teams were also honared for
their outstanding projects:

Accelerating knowledge transfer in pediatries

Since many childhood diseases are relatively rare,
the knowledge and experience needed to diagnose
and treat them effectively is often available at only
a few locations. To address this problem, employees
at Siemens Medical Solutions and Siemens Corpo-
rate Technology — together with their partners in
the Health-e-Child project - are exploiting state-of-
the-art information technology to speed up knowl-
edge transfer in pediatric medicine. By tinking lead-
ing healthcare facilities, research institutions and
companies, the Health-e-Child information platform
enables the latest knowledge in pediatric medicine
to be made rapidly available worldwide. The aim

is to create a global network encompassing health-
care providers even in remote areas. This project
leverages opportunities provided by the European
Union’s sixth Framework Program for Research and
Technological Development,

Enhancing study programs for Mexico's engineers

In the past, graduates of engineering programs in
Mexico were often not well equipped to keep pace
with worldwide developments in their fields. Typi-
caily, engineering curricula had little practical rele-
vance and training programs were too long. No won-
der the field wasn’t attracting many young people.
Now, Siemens VDO in Mexico - in cooperation with
the government, universities and local chambers of
commerce — has developed three highly focused and
streamlined study programs. This project will help
ensure a steady supply of well-qualified Mexican en-
gineers - and Siemens in Mexico will no longer have
to spend a whole year training its new engineering
employees,

integrating people with disabilities

A partnership between mdexx, an Automation and
Drives company, and Martinshof, a sheltered work-
shop in Bremen, Germany, has been flourishing for
gver ten years now, The project began in 1998, when

Corporate Responsibility Award

mdexx employees proposed uzing rooms available
oh campany premises for the Martinshof project.
Ever since, Martinshof personnel and mdexx employ-
ees have been training and supervising a small
group of disabled people, who are taking over in-
creasingly complex tasks in the factory. The Martin-
shof workers travel to mdexx on their own and work
side-by-side with mdexx employees, tremendously
increasing their self-reliance and self-esteem. A
showpiece of successful workplace integration, the
project is enabling the disabled participants to
achieve greater professional and social recognition
while promoling understanding for the disabled
amaong mdexx employees.

Siemens Caring Hands and the United Way

The Caring Hands team at Stemens Medical Selutions
in the U.S. has formed a close partnership with the
United Way, one of North America's leading charities.
{n 2006, volunteers and coordinators raised a record
$705,993 for charitable purposes - an amount that
reflects the strength of the partnership and of which
the participants can be justly proud. The work of a
constantly growing network of volunteers, the regu-
lar training of coordinators and continuous coverage
in the internal media at Medical Solutions USA made
this outstanding achievement possible.

All of these projects are valuable sources of ideas and
harbor enormous sacial and business potential. Co-
operaling across borders, regions and disciplines,
our Corporate Responsibility teams are leveraging
Company solutions, know-how, networks and part-
nerships to honor their responsibilities to society. By
providing answers to some of the toughest questions
of our time, the participants are playing an impor-
tant role in Siemens’ ongoing efforts to benefit our
world.

Further information on the Corporate Responsibility Award, the 2007
prizewinners and corporate citizenship at Siemens is available at:

www.siemens.com/craward
www,slemens.com/corporate_citizenship

45




Succeeding In
tomorrow’s markets




Portfolio

Innovations rom Siemens have changed the world. Werner von
Siemens, who founded our Company 160 years ago, tackled the
toughest questions of his day - and found the answers. And we'’re
still following in his footsteps today. Ol course, the questions
have changed, and so have the answers. But what remains the
same is our ability to find the best, most innovative solutions and
turn them into markelt successes - creating customer benefit and
increasing Company value.

We want all of our businesses to occupy No. T or No. 2 positions in
attractive markets. We've already achieved this aim in most of our
businesses, and we've laid the groundwork in the others.

We're a globad leader in three Sectors that hold tremendous promise
for the future:

1 Industry

I Encrgy

I Healthcare.

Group Presidents Page 48. Industry  The intelligent factory Page 50. Energy  Ecolnendly electiicity Page 58.
Healthcare - Patient centnic so'ulions Page 64.
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Answers for industry.

The intelligent factory

The manufacturing industry is on the threshold of a new era: The
intelligent factory ~ which will slash time-to-market by digitizing
and integrating entire production processes, from the first idea
to the finished product - is just around the corner.

Leveraging recent advances in simulation technolo-
gy, the intelligent factory will soon make it possible
to translate products and manufacturing processes
visualized, designed and tested in a virtual environ-
ment into their real-world counterparts. The result:
optimized workflows, faster planning and imple-
mentation, virtually limitless production flexibility
and substantial cost savings.

The idea of computer-integrated manufacturing -~
that is, of digitally interlinking the data for entire
product and production lifecycles - goes back to the
1980s. At that time, computers, databases and com-
munications networks were not powerful enough to
bring the concept to fruition. But since then major
advances have been made in computer integration,
Computer-aided 3D visualization and simulation,
for example, have long been standard tools [or new
product design.

As a result, complex products can now be tested in
a virtual world under true-to-life conditions - a
technique that's used, for instance, to develop and
optimize the efficiency of turbine blades and wind
turbines without the need for expensive real-worid
testing.

Siemens’ Totally Integrated Automation (TIA) plat-
form comprises a proven, highly successful range
of products and systems designed to efficiently au-
tomate all the production processes in the real-
world factory. Excellent progress has already been
made in merging the virtual and real-life environ-

ments. But there’s still a gap in the production life-
cycle between the idea phase - in which products
are first conceived and developed with the help of
systems like computer-aided design - and the pro-
duction phase ~ which takes place in both virtual
and brick-and-mortar factories. The reason: sofi-
ware lools with incompatible interfaces continue to
create barriers to data transmission.

From idea to finished product in record time

This is where the intelligent factory comes in: It
will be able to integrate the digital planning data
for any product - whether an automobile or a glass
bottle - with the planning data [or the real-world
factory. The entire manufacturing process can be
generated and simulated on the PC together with
the new product. Real-life production begins enly
after products have been manufactured and fully
optimized in the virtual factory. In addition, several
product versions can be tested simultaneously
since different development steps can sometimes
run parallel. Together, these factors dramatically
shorten the transition from development to pro-
duction - the most costly and time-consuming step
in conventional manufacturing processes - and en-
able the intelligent factory to adapt more quickly
to changing market requirements and ever-shorter
product cycles.

But the intelligent factory can do more than just
link product and lactory planning. As a comprehen-
sive network of digital models and methods, it also
eliminates the discontinuities between virtual plan-
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Virtual planning and
simulation - from
the product to the
overalt manufactur-
ing organization and
individual factory
floor machines -
reduces prototype
costs, cuts time-to-
market and improves
product quality.
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ning and real-world manufacturing. Information
can be seamlessly relayed from simulation to reali-
ty and back again - to the benefit of hoth worlds.
The knowledge and expertise gained in the process
is then digitally stored so it can be used again for
designing and planning new projects.

Acquisition of UGS Corp.

Siemens has been driving the development of virtu-
al engineering methods for many years, working
intensively with business partners and customers
to merge the virtual factory and real-life manufac-
turing processes. And now - with the acquisition of
UGS Corp. of Plano, Texas, a world-leading supplier
of product lifecycle management (PLM) software -
these efforts are about to pay off. By plugging digi-
tal PLM expertise from UGS into its own automation
technologies, Siemens is poised to bridge the gap
between the virtual world of product and preduc-
tion design and the nuts and bolis world of the fac-
tory floor.

BMW Spartanburg

The complete upgrade of BMW's Spartanburg,
South Carolina facility at the start of 2006 provided
a preview of what the new partnership between

Siemens and UGS holds in store, As part of the
overhaul, key plant components ~ such as the com-
plex marriage system that automatically joins car
bodies with powertrains ~ were completely rede-
signed. Using software jointly developed by
Siemens and UGS, the new machines were simulat-
ed on PCs and every step in the process was tested
in advance. The results were impressive: BMW engi-
neers completed real-world commissioning of ail
basic machine functions in only one day - a process
that previously took more than a week,

In just a few years, the virtual commissioning of
manufacturing systems - still a novelty at BMW
Spartanburg - will be the industry standard. Virtu-
al engineering and real-world manufacturing are
morphing into one. And Siemens is pioneering the
process. With its acquisition of UGS, the Company
is now the first supplier in the industry sector to
offer seamless hardware and software solutions
covering the entire lifecycle of products and manu-
facturing facilities - an advance that will enable
customers to boost efficiency to unprecedented
levels.
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Automation and Drives (A&D)

A&D is a world-leading supplier of automation and drives technology, offering
standard products, system- and sector-specific solutions for the manufacturing
and process industries, and electrical installation technology.

European industry could save some €3 billion a year in energy costs by implementing technologies that are www.siemens.com/
already available. Simply using advanced, efficient electric motors and regulating speed drives with con- automation
verters would enable manufacturers on the continent to cut their energy outlays by up to 60 percent. In

most cases, the new drives pay for themselves in less than two years. The potential gains are substantial

since electric drives account for about 65 percent of the energy consumed in industry. Equipping existing

industrial drives, wherever feasible, with variable-speed energy-saving motors wou!d reduce CO;z emis-

sions worldwide by 360 million tons, The market for replacing industrial drives is extremely attractive for

Siemens. In Germany, too, most drives used in ancillary industrial processes are still fixed-speed.

The efficient automation of entire production processes - including power supply and distribution - re-
quires a seam!essly integrated spectrum of products and systems. Using our Totally Integrated Automation
(TIA) and Totally Integrated Power (TiP) platforms, automation solutions can be individually tailored to
specific manufacturing requirements. Qur software tools connect production and administrative processes
and digitally interlink the data for entire product and production lifecycles. Qur unigue, comprehensive
range of fully integrated offerings enables customers to optimize production workflows, shorten time-to-
market and cut production costs while maximizing investment security and minimizing process complex-

ity.

With the acquisition of the U.S. software provider UGS Corp. in April 2007, we created an integrated compa-
ny that combines technologies for the entire value chain - from development and production to sales and
service - under a single roof. UGS technologies will enable us to expand our activities in the fast-growing
market for product lifecycle management (PLM) software and further enhance our position as the world-
leading supplier of automation systems.

Offering everything
from rugged, innova-
tive large drives for
ocean-going vessels

to controls for complex
processes at chemical
plants, we're the
technology trendsetter
in the field of fully
integrated drives and
controls.



54  Industry

www,siemens.com/
industry

In Cracow, Poland,
we've built Europe's
most advanced hot
relting mitl on a turn-
key basis for the
Arcelor Mittal Group.

Industrial Solutions and Services (I1&S)

I&S leverages Siemens products, systems and process technologies to
design, develop, modernize, operate and maintain plants and facilities for
customers in the metallurgy, oil and gas, water processing, road transport
and infrastructure logistics industries,

Our technologies are helping protect the environment. For example, we've developed a process for produc-
ing pig iron that consumes fewer resources and is more economical than conventional blast furnace meth-
ods. By dispensing with coke production, the sintering of fine ores and pelietizing, our innovative Finex
technology cuts raw material consumption, energy requirements and CO; emissions by up to 30 percent. [n
the area of transportation, we've installed monitoring equipment for London’s congestion charge scheme,
a plan to reduce traffic volumes in the English metropolis by levying lees on motorists entering the city. To
date, the scheme has reduced traffic flow 15 percent and delays due to traffic jams 30 percent, cutting CO»
emissions by 150,000 tons a year. Systems, products and solutions that minimize environmental impact
and improve resource utilization in industrial processes and infrastructure applications already account
for one-fifth of our total revenue. Standardization - which is part and parcel of the process of developing
new solutions - is promoting the rapid deployment of resource-saving process solutions all around the
world.

To increase market penetration, we've bundled cur mining and steel activities in the Metal Technologies Di-
vision, which is headquartered in Linz, Austria, We've also transferred the headquarters of cur Qil and Gas
Division to Osto, Norway, where we maintain a global center of innovation and competence for offshore
systems construction.

To standardize solutions and leverage synergies, we combined our Airport Logistics and Postal Automation
divisions in a new Infrastructure Logistics Division on October 1, 2007.

New systems business, the growing demand for modernization worldwide and support services for plants
throughout their entire lifecycles will be our primary growth drivers in the future. We're expanding our
process offerings by developing standard solutions that span a variety of different industries.




Transportation Systems (TS)

TS boasts a broad spectrum of innovative offerings comprising every-
thing from rail vehicles to power, automation and control systems for
rail networks, integrated services and turnkey expertise. Our Complete
Mobility strategy for providing comprehensive transportation solutions
from a single source is giving us a decisive competitive edge.

With our broad portfolio, we're helping cut the climate-damaging emissions caused by vehicular travel.
The Oslo Metro, a trendsetter in public transportation, is a good example of how we maximize economic
benefit while minimizing environmental impact. Equipped with a regenerative braking system that feeds
braking energy back into a train’s power network, the new vehicles consume some 30 percent less energy
than their predecessors. The advantage to the environment; fewer harmful emissions. The advantage to
the customer: lower energy costs. And the benefits to the environment extend beyond the vehicles’ life-
time: At least 95 percent of the materials used in their construction are recyclable.

We're committed to green mobility - the concept of striking a balance between the world's rising demand
for mobility and the need to protect our environment. In fact, we've geared our entire product portfolio to
achieving it. In Spain, for instance, our high-speed Velaro E trains consume only about two liters of fuel
per passenger per 100 kilometers. With speeds of up to 350 kilometers an hour in normal operation, the
Velaro E — which holds the world speed record of 404 kilometers a hour for series-produced trainsets -
emits only about one-third of the CO2 produced by airplanes.

But it’s not just our vehicles that are ensuring the competitiveness and eco-balance of rail transportation.
Our systems for recovering and storing energy, our wide array of control and safety technologies and our
advanced route electrification sclutions are also making train travel smoother and more energy-efficient.
Rail transportation is destined to play an ever greater role in meeting the challenges of increasing mobility.
Due to ongoing globalization and worldwide urbanization, the demand for advanced rail systems will
skyrocket in the years to come. With our complete portfolio, we're the ideal turnkey partner and systems
integrator. And we provide the safest, most efficient and most comprehensive transportation solutions in
the world.
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Our Complete Mobifity
strategy sets us apart
as a unique provider of
much more than rail
solutions.
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siemens fire detection
and emergency evacu-
ation systems are pro-
tecting customers and
emplioyees at LaSalle
Bank in Chicago,
Hinois.

Siemens Building Technologies (SBT)

SBT is a service provider, systems integrator and product manufacturer,
combining offerings in the areas of automation, energy services for
buildings, fire protection, and electronic safety and security.

Performance contracting is a smart way to modernize, optimize and finance building systems. Using this
innovative approach, we’ve enabled customers to cut energy costs substantially in several thousand proj-
ects worldwide. Outlays are recovered through savings achieved during the contract period. By leveraging
enetrgy-saving potentials without generating additional costs, performance contracting helps protect the
environment and the climate while safeguarding investments in building systems. The model is particular-
ly profitable in the case of public facilities and commercial premises.

Our Group has four divisions. The Building Automation Division offers efficiency-enhancing automation
solutions and energy management systems and services that provide defined energy savings. The Security
Systems Division specializes in electronic solutions for access control, video surveillance and intrusion
protection, including alarm center operation. The Fire Salety & Security Products Division focuses on sys-
tems and solutions for fire detection and extinguishing, emergency evacuation, and safety and security.
The Heating, Ventilation and Air Conditioning Products Division offers products and solutions for optimiz-
ing indoor ctimate control.

This wide-ranging portfolio enables us to bundle building automation and danger management systems in
comprehensive building solutions. In cooperation with other Siemens Groups, we offer integrated, tailored
solutions that network individual components such as building control, operations control, safety and se-
curity technologies as well as heating, ventilation, climate control, refrigeration, room automation, electri-
cal distribution, fire protection, intrusion detection, access control, video surveillance and third-party sys-
tems.
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OSRAM

OSRAM creates lighting solutions for countless areas of modern life -
for ilumination, visualization and sensors as well as highly specialized
applications like water purification using ultraviolet light. Our portfolio
includes lamps and optoelectronic semiconductor light sources stich as
light-emitting diodes (LEDs), LED systems, control electronics and light
management systems.

With artificial lighting currently consuming some 19 percent of the werld’s electricity, energy-efficient Www,05ram.com
lighting solutions can play an important role in cutting energy consumption and COz emissions. A compre-

hensive approach to environmental protection requires that product components and manufacturing pro-

cesses also meet the highest quality and environmental standards. Here, our 48 production facilities in

17 countries are an industry benchmark. Setting the pace, our plant in India received the Siemens Environ-

mental Award in 2007.

Energy-saving lighting solutions have always been one of our top priorities. For example, in 1985 we in-
vented the first lamp with all its electronics integrated into the base for improved energy efficiency. Our
most recent energy-saving products include halogen bulbs that use up to 30 percent less electricity than
conventional models, energy-efficient electrodeless lamps and the world’s first infinitely dimmable lamps.
We're constantly refining our products for office and street lighting, areas in which intelligent solutions
can cut electricity consumption by up to 80 percent. In 2007, we became the world’s first lighting manufac-
turer (o receive UN approval for a Clean Development Mechanism, Our model, which is based con the Kyoto
Protocol, will enable the lighting industry to replace millions of incandescent bulbs with energy-saving
lamps in developing and emerging countries aver the next few years,

To capture an above-average share of the double-digit growth in today’s booming market for energy-saving
lighting solutions, we're taking major steps to boost our production capacities. For instance, we're now
building a second production facility for energy-saving fluorescent and compact fluorescent lamps in India,
adding a second opto chip factory in Malaysia and expanding our existing chip factory in Germany. To ex-
tend our lead in light-emitting diodes - the energy-saving light source of tomorrow - we invested 13 per-
cent of our sales from optical semiconductors and LEDs in research and development in fiscal 2007.

OSRAM Art Projects:
Screens featuring more
than three-guarters of
a million high-power
LEDs outside our
Munich headquarters
capture the excitement
of today’s most
advanced fighting
sources, The video
installation "Alice in
Wonderland” was
designed by artist
Diana Thater,







Answers for the environment,

Energy

Ecofriendly electricity

To provide the world’s growing population with reliable supplies of
electricity while mitigating climate change - this is the challenge
now facing energy utilities worldwide. And Siemens - with tech-
nologies ranging from the most advanced gas turhines to offshore
wind farm systems and low-loss high-voltage direct-current (HVDC)
transmission equipment — is delivering solutions.

It doesn’t seem that a two percent increase in effi-
ciency could have much of an impact on climate
change. But, when achieved by high-performance
turbines and power plants, an improvement of even
this magnitude translates into a huge reduction in
CO; emissions - as our SGT5-8000H gas turbine,
the fatest innovation from Siemens’ Power Genera-
tion Group, clearly demonstrates. The 440-ton pow-
er pack will be tested as a stand-alone unit in Block
4 of the Irsching Power Plant in southern Germany
and then expanded to become a combined cycle
power plant, with an output of 530 MWs and an effi-
ciency rating of 60 percent - two percentage points
above the current world record. And these two
points will make a big difference: They’ll cut CO;
emissions at the plant by 40,000 tons a year - the
amount released by 9,500 mid-range cars driven
20,000 kilometers each.

To build a highly compact turbine that can generate
huge amounts of power, you need decades of expe-
rience in heavy engineering, coupled with the lat-
est manufacturing technology. More than 7,000 in-
dividual components — some tiny, others weighing
tons - have to be assembled with painstaking
precision.

Efficiency ultimately depends on the turbine blades,
which must be able to withstand extremely high tem-
peratures and extremely high levels of wear and
tear, For the Irsching gas turbine - the largest and
most powerful device of its kind, with a power gen-
eration capacity of 340 MWs - Siemens engineers
developed highly resilient nano coatings that can
withstand temperatures of nearly 1,500°C. The ex-
perts also developed a hydraulic system that reduc-
es the gap between the rotor blades and the hous-
ing by a few millimeters after turbine startup. This
design innovation decreases the amount of com-
bustion gases that flow past the blades unused.
We've already delivered more than 1,100 large gas
turbines to customers around the world. In addi-
tion, over the past 20 years, we’ve built some 520
fossil fuel combined cycle power plants - facilities
that are setting industry standards for energy effi-
ciency and environmental compatibility.

Emissions from our coal-fired plants, which have
extremely high efficiency levels of 47 percent, are
also significantly below those of their conventional
counterparts. In the area of COz-{ree coal-fired pow-
er generation, our Power Generation Group offers
two technologies: post-combustion CO; capture for
existing power plants and pre-combustion CO; cap-
ture for new ones. With our innovative entrained-
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flow gasifiers - each boasting a thermal capacity of
500 MWs - we've developed a key compenent for
clean coal-fired power generation in so-called inte-
grated gasification combined cycle (IGCC) plants.

Offshore wind power systems

In the booming wind power sector - a prime focus
of CO;-free power generation - we're the leading
supplier of offshore wind farm systems. Our
products include giant wind turbine rotor blades
manufactured from fiberglass-reinforced epoxy

in a single-cast process based on our patented
IntegralBlade technology. To meet the ever increas-
ing demand for wind power systems, we're contin-
ually expanding our production capacities,

Our largest wind turbine, the SWT-3.6-107, which
has a rotor diameter of 107 meters and a capacity
of 3.6 MWs, is being used in severa! major Euro-
pean wind power projects. We've installed 54 of
these turbines at the Lynn and Inner Dowsing wind
farm off the east coast of England, When completed
at the end of 2008, this facility — the largest off-
shore wind larm in the world - will supply clean
energy to 130,000 households. We'll be responsible
for servicing and maintaining the farm’s turbines
during the facility's first five years of operation.
Since 2003, we've installed wind turbines with a

capacity of more than 3,300 MWs - a boon to the en-
vironment, since generating the same amount of
electricity in a fossil fuel power plant would produce
about eight million tons of CO;.

High-voltage direct-current transmission

Wind farms and hydropower plants are almost
always located at a considerable distance from the
population centers and industrial regions where
most electricity is consumed. As a result, power
often has to be transmitted over vast distances and,
when generated at offshore wind farms, via under-
sea cables. Systems using alternating current are not
economically feasible for long-distance applications
since too much energy is lost during transmission.
High-voliage direct-current (HVDC) systems -
although technologically more complex - are the
optimal solution, because they minimize energy
loss. As a leader in HVDC transmission technology,
we've already installed several of these low-toss
systems worldwide.

In India and China, for exampte, we've constructed
HVDC transmission lines stretching more than
1,000 kilometers from power plants to consumers
{see page 63). And in the U.S., we’re linking the resi-
dents of New York’s Long Island with a power grid
on the New Jersey mainland via a 105-kilometer




HVDC undersea cable. Siemens converter stations
transform alternating current into direct current at
the New Jersey end and then reconvert it into alter-
nating current when it reaches Long Island. The
system’s advantages: fewer CO; emissions - since
the power from the mainland comes in part from
COz-free generation - and fewer power plants on
the densely populated island.

But Asia and the U.S. are not the only places where
our HVDC transmission technology has scored ma-
ior successes. It’s also been extremely well received
in Europe, where we've landed three orders for
HVDC systems in the last six months alone. Most
recently, in September 2007, we signed a contract
with Spanish network operator Red Eléctrica de
Espaiia to link the island of Majorca with the main-
land power grid via a 400-MW 250-kV HVDC under-
sea cable stretching 250 kilometers. The largest of
the Balearic Islands, Majorca has a permanent pop-
ulation of some 790,000 people. In addition, up to
seven million vacationers flock to the island every
year. Thanks to the new HVDC link, power demands
during the peak holiday season can now be met by
electricity imports from the European continent.
We've also received orders to supply converters for
the 600-MW 400-kV Storebaelt undersea link, which
will run between the Danish islands of Funen and

Zealand, and for the 1,000-MW 450-kV BritNed un-
dersea link, which will connect the Netherlands and
Greal Britain.

HVDC Plus is what we call our latest innovation in
high-voltage direct-current technology. The advan-
tages of the new system, which empioys voltage-
sourced converters, include the compact dimen-
sions of the converter stations used and the
system’s ability to link large power grids lo weak
power systems. Qur HDVC Plus solution will open
up new opportunities for low-loss power transmis-
sion - for instance, from offshore wind farms to the
mainland, from the mainland to offshore oil plat-
forms, and from remote power plants to large
urban areas. The selution is being implemented
for the first time in California, where it will signifi-
canily increase the security and reliability of San
Francisco’s power supply network,

Energy
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The job spinner: In
fiscal 2007, Siemens’
fast-growing Wind
Power Division hired
more than 1,000 new
employees.

Power Generation (PG)

PG builds fossil fuel power plants, power-generating components, wind
turbines, and turbines and compressors for industrial applications, par-
ticularly in the oil and gas sector. Instrumentation and control technol-
ogies for all types of power plants, air pollution control and coal gasifi-
cation systems, and extensive services round out the Group’'s portfolio.

Supplying the world’s growing population with reliable, ecolriendly electricity will require a broad mix of
energy sources and technologies. We offer a comprehensive range of efficient, low-emission power plant
technologies for electricity and heat generation. In addition to equipping coal-fired and combined cycle
power plants, we build on- and offshore wind power systems and high-temperature fuel cells. Via minority
stakes in AREVA NP and Voith Siemens Hydro, we're also active in the nuclear and hydroelectric power
plant sectors.

Our customers know they can count on us. We provide engineering, construction, maintenance, operation,
servicing, and instrumentation and contrels for power plants. Our offerings include turbines, compres-
sors and complete solutions for industrial applications - primarily in the oil and gas sector. Our compre-
hensive array of services is based on leading-edge plant diagnostics and system technologies tailored to
applications such as plant modernization and the monitoring and reduction of emissions from fossil fuel
power plants.

Due to its low cost and long-term global availability, coal is destined to play an ever greater role in power
generation, As a result, processes like coal gasification and liquefaction are steadily gaining in impor-
tance. In fiscal 2007, we received orders to supply five innovative entrained-ftow gasifiers, each with a
thermal capacity of 500 MWs, for converting coa! into gas at the world's largest polypropylene production
Facility, now under construction in China’s northern province of Ninxia.

The acquisition of the German company Kihnle, Kopp & Kausch AG in November 2006 augmented our
portfolio in the area of steam turbines and compressors in the lower output range and is enabling us to
tap additional growth opportunities in the compressor and service sector. We're No. 1 worldwide in indus-
trial steam turbines.
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Power Transmission
and Distribution (PTD)

As a provider of innovative, efficient solutions for power transmission
and distribution, PTD develops and manufactures high- and medium-
voltage switchgear, transformers and substations, automates power
grids and provides services worldwide. Our solutions enable electricity
to be transported reliably and economically from the power plant to
the consumer.

We’re opening up a new dimension in HVDC technology with the construction of the world's largest high-  www.siemens.comv
voltage direct-current transmission system. When completed, this 800-kV low-loss link will stretch some ptd

1,400 kilometers across China - from hydropower plants in Yunnan to the industrial region of Guangdong

Province. With a capacity of 5,060 MWs, the system will eliminate the need for new lossil fuel plants that

would spew more than 30 megatons of CQ; into the atmosphere every year.

The rising demand for energy worldwide, mounting load densities in the world's fast-growing cities and
dwindling resources are creating major challenges for power transmission and distribution. As a result,
utilities and industrial consumers are turning more and more Lo innovative, environmentally compatible
solutions. And that's exactly where our expertise, efficiency and global presence make us a strong, reliable
partner. For example, our recently launched HVDC Plus solution offers a low-loss, ecofriendly transmission
link that intelligently connects offshore wind farms with mainland power grids. And it’s not only in the
HVDC sector that we're a trendsetter, As an active participant in the European Smart Grid Initiative, we've
already developed the technoelogies needed to make intelligent power networks a reality.

Our portfolio is carefully tailored to the requirements of cur market - in terms of iechnologies and selu-
tions as well as market coverage and global positioning. Focused on Europe, North America, China, India
and, increasingly, Russia, we're No. 1 or No. 2 in every major power transmission and distribution market
in the world. In an extraordinarily positive environment, we're growing substantially faster than our
market.

Key components of

a PTD power-factor
correction system that
is stabilizing the elec-
tricity transmission
network in southern
Denmark.
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Answers for life.

Patient-centric solutions

Demographic change is sweeping the globe. in many parts of the world —

in Africa and Asia in particular — pdpulations are rapidly growing. The U.N.
predicts that the global population, now about 6.7 billion people, will have
surpassed the nine-billion mark by 2050. At the same time, societies are
rapidly aging — not only in the industrialized countries but also in emerging
countries like China and india. In 2050, there will be more people over 60
than under 14. As a result of these developments, the demand for healthcare
- both preventive and curative - is expected to soar.

To make high-quality, patient-oriented, affordable
healthcare a reality for growing numbers of people,
efficiencies must be increased all along the health-
care continuum - from prevention, early detection
and diagnosis to therapy and follow-up care. That's
why it's critical to optimize the healthcare work-
flow, which means all activities associated with pa-
tient care. The strategy of Siemens Medical Solu-
tions is to improve workflow along the entire
supply chain. This can best be achieved through
continued innovation in applicable technologies
and through the optimization of relevant processes,
for example, by implementing healthcare IT solu-
tions.

Prevention and early detection are key factors in
combatting disease. Treatment in the earliest stages
is not only much more effective but also less costly
than initiating therapy later. We're unleashing
great potential by coupling imaging technelogies
used for in-vive diagnostics (such as CT and MRI
scans) with in-vitro diagnostics (such as tissue and
fluid analysis). This integrated approach to diag-
nostics is vital to improving patient outcomes.

Such advances in healthcare quality can be
achicved only by leveraging clinical IT solutions
that enable the seamless transfer of data between
hospitals, laboratories and doctors’ offices, Our in-
novative IT systems not only support administrative
processes like hospital room assignment, operation
scheduling and physician inveicing. They also en-
hance patient care - [or example, by menitoring
medications and eliminating costly duplication of
clinical procedures. In addition, computer-aided di-
agnostic systems can be used to evaluate imaging
data, making data analysis and interpretation more
efficient.

Over the last few years, we've expanded our port-
folio through targeted acquisitions. By acquiring
Shared Medical Systems (healthcare IT) in 2000,
CTI Molecular Imaging in 2005, Diagnostic Products
Corporation {(DPC) and Bayer Diagnostics in 2006,
and Dade Behring in 2007, we've created the
world’s first and only fully integrated diagnostics
company combining imaging diagnostics, laborato-
ry diagnostics and clinical IT under one roof,
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Integrated diagnostics are improving

healthcare quality

Patients are destined to reap great benefits {rom the
ever greater integration of imaging and laboratory
diagnostics. Today, doctors can obtain razor-sharp
three-dimensional images of the heart and its ves-
sels from computed tomography (CT) systems such
as our dual-source Somatom Definition CT scanner.
However, the chances of detecting dangerous vascu-
lar changes (so-called vulnerable plagques) early on
are often still limited - for example, in the case of
young at-risk patients - since imaging diagnostics
are not routinely performed at the pre-symptomatic
stage. As laboratories and radiology departments be-
come more closely networked, it's conceivable that
blood tests could be used to assess whether individ-
uals may be prone to future heart attacks. CT scans
could then be carried out on high-risk patients to
obtain a precise diagnosis and initiate suitable treat-
ment.

Integrated diagnostics has tremendous potential in
the field of oncology as well. In the future, genetic

testing could provide an initial risk assessment for
various types of cancer, for example, breast cancer.

High-risk patients could then he advised to have
more frequent screenings. Laboratory diagnostics
also help detect cancer at an early stage by uncover-
ing disease-specific tumor markers such as cancer
antigens. State-ol-the-art imaging systems can then
be used to pinpoint the disease and treatment can
begin, improving patient outcomes while minimiz-
ing costs.

Innovation is our lifeblood

The innovalions we introduced in 2007 are also part
of our strategy to enhance the quality of care while
cutting costs.

With our Magnetom Essenza and Magnetom Verio
systems - (wo trailblazing magnetic resonance im-
aging (MRI) scanners based on Total imaging matrix
{Tim) technology - we've once again proven our
technological leadership. Priced well below conven-
tional systems, Magnetom Essenza (pictured above,
teft) is the most alfordable, all-new 1.5-tesla MRI
system on the market. it was developed from the
ground up to meet low budgets for purchase, instal-
lation and operation - through new innovations,
The Magnetom Verio (pictured on page 64) is the
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world’s first MRI system to combine 3-tesla technol-
ogy with a 70-centimeter open bore. The enlarged
opening accommodates patients who could not be
examined with earlier 3-tesla systems, such as
claustrophobic and obese persons and patients who
require special positioning.

The Artis zee family, our next generation of inter-
ventional imaging systems, offers breakthrough
versatility, enhanced imaging capabilities and
streamlines workflow across an array of clinical en-
vironments. This makes it a further testimony to
our power of innovation. The new revolutionary
member of the family is Artis zeego (pictured on
page 66, right), the first multi-axis system based on
robotic technology. Featuring virtually unrestricted
C-arm positioning from head to toe, the Artis zeego
combines interventional imaging with maximum
flexibility, making the system significantly easier
for physicians to use and saving time and money.

Our Somatom Definition AS syslem (pictured above,
left) is the world’s first adaptive computed tomogra-
phy {CT) scanner. Not only can the system adapt to
virtually any patient, including obese persons and

emergency patients, who are often dilficult to scan;
it is also suitable for a wide range of clinical appli-
cations. In addition, the Somatom Definition AS
provides an exceptional solution by adapting for
complete radiation dose protection, eliminating
clinically irrelevant doses. Thus, the new adaptive
scanner is overcoming the drawbacks of conven-
tienal CT imaging.

We're also meeting the clinical and economic de-
mands for increased ultrasound performance with
a completely new generation of ultrasound solu-
tions, such as our Acuson S Class (pictured on
page 68, right, the first of the new S Class products,
the Acuson $2000) and the wortd’s smatlest ultra-
sound system, the Acuson P10 (pictured on

page 68, left). The handheld Acuson P10 fits into

a lab coat pocket and is primarity used for initial
emergency and cardiac assessments as well as in
obstetrics, most notably in labor and delivery.

Our new MAMMOMAT Inspiration* system (pictured
above, right) was specifically deveiloped as a digital
mammography platform capable of handling large
numbers of patients. With its innovative high-speed
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detector and a significant reduction in the number
of mouse clicks required for setup, the system en-
ables physicians to examine up to 15 patients per
hour. By incorporating a new feature called Mood-
Light, we're the first provider of mammography sys-
tems to support a relaxed atmosphere for patients
and staff alike during examinations.

Setting trends in healthcare

With our broad portlolio of solutions, we're ideally
positioned to shape future developments in medical
care - together with our customers and partners.
Our nearly 8,000 researchers and developers world-
wide are ensuring that we continue to drive innova-
tion across the healthcare continuum - for the bene-
fit of people all over the world.

* CAUTION: Investigational Device. Limited by U.S, Federal law to
investigational use, This product is not commercially available in
the United States (USA). The information about the MAMMOMAT
Inspiration is being provided for planning purposes. The product
must be reviewed via the FDA PMA review process and its future
availability cannot be ensured.



Medical Solutions (Med)

With a broad and innovative portfolio of diagnostic and therapeutic
solutions, clinica! IT and audiology technologies, Med is one of the
world’s largest players in the healthcare industry. Recent acquisi-
tions are paving the way for our world market leadership in labora-
tory diagnostics.

Our Magnetom Verio is the world’s first magnetic resonance imaging (MRI) system to combine 3-tesla ul-
tra-high field technology with a patient-friendly 70-centimeter open bore. Based on our innovative Total
imaging matrix (Tim) technology, the system provides excellent image quality, superior diagnostic quality
and exceptional patient comfort. Another innovative system, our 1.5-tesla Magnetom Essenza scanner, was
developed to allow small hospitals and doctors’ offices with limited budgets to offer a full range of imaging
services. Priced well below conventional high-field systems of this type, the Magnetom Essenza is the most
cost-¢ffective factory-fresh 1.5-tesla MRI system on the market.

With groundbreaking innovations like our Magnetom Verio and Magnetom Essenza systems, we're enhanc-
ing the quality of care while cutting costs. Our selutions are playing an important role in making high-
quality, affordable healthcare a reality for growing numbers of people. Patient-oriented healthcare is the
key to our success, Our offerings encompass diagnostic and therapeutic technologies, IT solutions (clinical
information systems and knowledge-based applications) and molecular in-vitro and in-vivo technologies
{genomics and proteomics) as well as consulting and services. Leveraging this unique and innovative port-
folio, we optimize efficiencies across the entire healthcare continuum - from prevention, early detection
and diagnosis to treatment, therapy and follow-up care.

Over the last few years, we've expanded our portfelio through targeted acquisitions. By acquiring Shared
Medical Systems (healthcare IT) in 2000, CTI Molecular Imaging in 2005, Diagnostic Products Corporation
(DPC) and Bayer Diagnostics in 2006, and Dade Behring in 2007, we've created the world’s first and only
fully integrated diagnostics company combining imaging diagnostics, laboratory diagnostics and clinical
IT under one roof. '
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Our innovative tech-
nologies for early diag-
nosis and treatment
are optimizing patient
outcomes.
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Siemens’ new bio-
metric IT system identi-
fies individuals on the
basis of their unigque
palm vein patterns,
ensuring errar-free
authentication,

Siemens IT Solutions and Services (SIS)

SIS is an international leader in IT services, offering consulting, systems inte-
gration and IT infrastructure management as well as software development
and comprehensive sector-specific {T solutions from a single source.

Reliable identification procedures are the key to security in a globalized world. Our biometric solutions
are making error-free personal authentication a reality. In Switzerland and the Czech Republic, we're
equipping passports with biometric functions. In Croatia, we're introducing the world’s first biometric
border controls. In Ireland, we're supplying an electronic visa application and tracking system. In addi-
tion, we install and operate IT systems for face, iris and fingerprint recognition. Our offerings also include
an innovative solution based on palm vein scanning.

But security solutions are just one part of the overall IT picture. Information technolegy has advanced
from a specialized field to become the backbone of virtually every business process. The focus today is in-
creasingly on ways (o optimally interlink the multi-faceted IT components of modern enterprises - every-
thing from hardware and production planning to overarching control systems. To meet customer demand
for seamless IT solutions, Siemens established SIS in January 2007. Combining IT know-how, expertise in
a wide range of technology fields and a comprehensive knowledge of our industry, we cooperate with oth-
er Siemens Groups to deliver fully integrated, sector-specific IT solutions,

As one of the world’s top ten providers of outsourcing services, we generate some 60 percent of our total
revenue by operating customer IT systems. Examples of our broad sector-specific and process expertise in
the area of IT solutions include SAP integration and the development of applications based on radio fre-
quency identification (RFID) technology, another field in which we're a leading player. Siemens itself is one
of our major customers, We develop software for the other Siemens Groups and ensure the operation of

IT systems Company-wide. Leveraging our global network of service facilities and centers of competence,
we’ll continue to provide our customers with outstanding services at competitive prices far into the future.
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Siemens Home and Office
Communication Devices (SHC)

SHC develops and produces high-quality products for home communica-
tions — everything from cordless and fixed line phones, Voice-over-iP
products and WIMAX devices to home media products and broadband
devices. We also provide a broad array of associated software solutions.

In the fall of 2007, we migrated our Gigaset portfolio of cordless phones and broadband devices to www.siemans.com!
ECO DECT and ECO broadband - thereby making a major contribution to environmental and climate pro- gigaset

tection. The new products, which are highly energy-efficient, allow a variable reduction in transmission

power. Using innovative switched-mode power supplies, they consume up to 60 percent less energy than

devices with conventional linear power supplies. Optimized display lighting, an intelligent battery-charg-

ing management system and ECO DECT functions also reduce energy consumption and guarantee sub-

stantially longer standby and talk times.

For several Gigaset generations now, the amount of transmission power reguired to operate our cordless
phones has been directly proportionate to the distance between the base station and the handset. In our
new phones, the power required decreases to almost zero when the handset is replaced in the base station.
Some models also leature a user-activated ECO mode that can slash transmission power 80 percent. In our
new broadband products, software supports the manual adjustment of transmission power by 25, 50 and
75 percent as well as the complete deactivation of the WLAN transmitter. As these innovations show, we're
continuing to rigorously implement our environmental program, which encompasses our manufacturing
processes as well as our products. In September 2007, we received DIN EN ISO 14001 certification for our
environmental management system.

Formed on October t, 2005 from the Cordliess Products Division of Siemens’ former Communications
Group, SHC is a wholly owned subsidiary of Siemens AG. Headquartered in Munich, we’re active in more
than 69 countries. Our primary production facility is located in Bocholt, Germany, where Gigaset products
are manufactured in accordance with the highest environmental and quality standards. We're the world
market leader in DECT phones and No. 2 in ADSL modems and gateways. We also have a leading position
in user-friendly Voice-over-IP cordiess phones and related services. Again in 2007, several of our Gigaset
models received IF and Red Dot awards for their high-quality design.

We've minimized

the environmental
impact of our energy-
efficient Gigaset
phones not only by
reducing their power
consumption but also
by optimizing the
processes involved

in their production.
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www.siemens.com/
finance

Our custom-made
financing solution for
the deployment of an

185 traffic control

system at the new

international Trade Fair
Center in Stuttgart,
Germany is just one of
our many recent
successes.

Siemens Financial Services (SFS)

SFS is a global provider of business-to-business financial solutions
for customers at Siemens and other companies.

Our financial experts have teamed up with Tongji University and Asklepios Kliniken in a joint venture to
build a fully digital general hospital in Shanghai. We hold a 40 percent stake in the Sino-German Friend-
ship Hospital project, the first public-private partnership of its kind in China. Slated for completion in
2010, this innovative facility, in which the partners are investing more than €100 million, will provide
world-class healthcare services.

We have a three-pronged business strategy: to boost Siemens’ sales by providing financial solutions, to ex-
pand our role as a competence center for financial risk management at Siemens and to achieve profitable
growth in our business with nen-Siemens clients. Our broad service portfolio - which is focused on the
needs of industrial companies - is specifically tailored to this strategy. Offerings include everything from
sales and investment financing to treasury services, fund management, insurance brokerage and veniure
capita! financing.

Like our customers, we aim to create value and enhance competitiveness. To achieve these goals, we rigor-
ously leverage ail our strengths: glcbal presence, in-depth market knowledge, financial expertise coupled

with industry know-how, effective long-term risk management, efficient processes and professional proj-

ect management.

we're convinced that our solutions for financing equipment, infrastructure and working capital in the
industry, Energy and Healthcare sectors will continue to play a key role in successfully implementing
Siemens’ business strategy and optimizing the Company’s earnings in the years to come, As our participa-
tion in the Tongji Hospital partnership illustrates, financing will always be a critical factor in the imple-
mentation of infrastructure projects.
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Siemens Real Estate (SRE)

SRE plans, builds, finances, develops and operates Siemens facilities and
supports customers in all matters relating to real estate. We currently
have direct business responsibility for around 17 million square meters of
land and nearly ten million square meters of building space.

Intensely committed to mitigating climate change, Siemens invests more than €2 billion each year in envi-  www.siemen.com/
ronment-related research and development. This commitment also extends to our own properties. For in-  realestate
stance, as part of our Natural Resources Management (NRM) project, we recently launched a renovation

initiative at Siemens’ Munich-Perlach facility in order to optimize systems and improve energy efficiency

in a building from the 1970s. The amount of energy required to heat the building was slashed 34 perceat,

while its annual electricity consumption was cut 15 percent. For the tenants, these reductions translated

into savings of nearly €100,000 a year. The building recently obtained GreenBuilding certification from

the European Commission, making SRE a partner of the European GreenBuilding Programme, which is co-

ordinated by Germany's energy agency {DENA). According to DENA statistics, buildings account for nearly

40 percent of the energy consumed in Europe, with potential savings often reaching 30 percent.

We develop innovative concepts and programs for ensuring from the start that buildings are designed to
be as ecofriendly, ergonomic and cost-efficient as possible. The entire lifecycle of a property is taken into
account, from requirements analysis and design to the planning, construction, operation and even demo-
lition phases. We also optimize resource use, for example, by dismantling unneeded sites.

With our flexible real estate strategies and intelligent facility concepts, we're helping Siemens penetrate
new markets. Our activities pave the way for the Company’s business success by providing the infrastruc-
ture that other Siemens Groups need to achieve worldwide growth. For instance, our regiconalization strat-
egy in China is supporting strong sales growth in that country. In India, rapid economic growth is fueling
sales, swelling the ranks of employees and increasing space requirements.

- v om am o = m == | This building at the
": :‘E n 3 l [ l l Siemens location in

) Munich-Perlach
- - - U received GreenBuilding
- : . -: 7 i l . ' = | certification from the
. ' European Union after
; its energy consump-
tion was slashed.
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www.bsh-group.com

Innovative steamers
and steam ovens
are our latest
developments for
today's kitchen.

Fully automatic wash-
ing machines from
Siemens achieve out-
standing energy effi-
ciency and feature a
wide selection of
special cycles.

BSH Bosch und Siemens
Hausgerate GmbH

The world’s third-largest manufacturer of household appliances,
BSH offers an extensive range of innovative products tailored to
customer needs and global megatrends alike.

Environmental stewardship and climate protection are key considerations in the development of home
appliances. Since these account for one-third of the energy consumed by private households, the potential
for energy savings in this area is substantial. Our cooling appliances are a prime example: BSH relrigera-
tors and freezers with an “A+"” energy-efficiency rating now consume 24 percent less electricity than their
predecessors with an "A” rating, while our “A++" appliances use 45 percent less power than earlier models.
Compared with their counterparts from 1990, today’s cooling appliances consume 79 percent less energy.
Our products not only minimize energy consumption; they also require relatively little water. Siemens’
washing machines now use just two-thirds of the water consumed by older devices, While pushing re-
source conservation and energy efficiency, we also aim to maximize user benefit. That's why all our prod-
ucts are designed to strike an ideal balance between performance, features, quality, user-friendliness and
energy efficiency.

The strong commitment to environmental protection that underiies our drive for innovation is one of the
main reasons why Bosch and Siemens are the best-selling appliance brands in Europe. Environmental con-
cerns are also a top pricrity for developers at our speciatty brands like Nelf and Gaggenau and our regional
brands such as Balay in Spain and Pitsos in Greece, which cater to country-specific customer needs.

Governments and industry have set ambitious targets for improved energy efficiency, calling for a 20 per-
cent reduction in power consumption Europe-wide by 2020. By developing energy-efficient, ecofriendly
home appliances, we're a driving force behind these efforts, making a major contribution to conserving
resources and mitigating climate change.

|
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Fujitsu Siemens Computers
(Holding) BV

Fujitsu Siemens Computers is Europe’s leading IT manufacturer,
providing a broad array of innovative IT products, services and
infrastructure solutions.

With global competition growing ever fiercer, companics have no choice but to continually increase the ef-  www.fujitsu-
ficiency and reliability of their business processes. Our customers require automated IT services that guar- Siemens.com
antee a high degree of security and availability. That’s why our Auto Immune System (AIS) was one of our

top innovations. AIS enables IT systems to immunize themselves against malfunctions. The self-learning

system identifies and eliminates faults before they impair IT availability or security, The centerpiece of the

Auto Immune System is the service engine. Within seconds, the engine triggers an automatic process that

eliminates errors before operation is interrupted. Paving the way lor far more reliable and secure business

processes, AlIS searches for solutions not merely at a single location but throughout a continually expand-

ing worldwide network of databases. And every time the system solves a preblem, it gets a little smarter.

AlS would not have been possible without the successful integration of our new IT Product Services unit.
This vital strategic move — the most important in our history - expanded our portfolio, positioningus asa
single-source provider of everything from consulting services and selective outsourcing to integrated IT in-
frastructure solutions. An intensive (ransfer of knowledge among researchers and developers in the hard-
ware and services sectors is continually enhancing the quality of our IT solutions. AIS, which will be fur-
ther integrated into all our platforms in the future, is just one example of the many synergy effects
resulting from the integration of the new services unit.

By merging cur platform and services businesses, we've substantially boosted our market competitiveness
and established ourselves as an innovative provider of IT infrastructure solutions.
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www.noklasiemens-
networks.com

Optical networks
are the backbone of
advanced tele-
communications.

Nokia Siemens Networks

As one of the top three players in today's telecommunications industry,
Nokia Siemens Networks has the assets — impressive scale, global reach,
in-depth expertise, an innovative portfolio, a high-performance culture and
a solutions focus - to deliver on its vision of connecting five billion people
by 2015.

Our goal i3 to create value for customers by providing solutions tailored to their specific needs. We deliver
cross-network solutions and services for a converging world in which the traditional boundaries between
wireless and fixed line communications are blurring. For example, we're currently expanding mobile,
fixed line and intelligent networks on a common platform for Bharti Airtel, India’s leading private com-
munications company.

We aim to offer end-to-end solutions for public-sector and corporate customers. Working closely with a
number of Siemens Groups, we bundle highly reliable and secure communications technologies to create
complete, customer-specific solutions. Collaborating with Siemens Transportation Systems, for example,
we've developed an end-to-end communications solution for the railway industry. We've also won a con-
tract to supply a GSM-R wireless communications system for the world’s longest high-speed rail link,
which connects the Chinese cities of Hefei and Nanjing.

Our innovations help customers increase profitability and cut costs. But our goal is not only to maximize
customer value, We're also committed to reducing resource consumption and enhancing the energy
efficiency of our products and production processes throughout the product lifecycle. For instance, we're
making the transport of our products more ecofriendly by reducing their weight and size. We take back
equipment in order to recycle materials or ensure their ecofriendly disposal. Through remote network
planning, optimization, management and maintenance, we're reducing employee travel. Qur growing
use of statistical databases is making on-site tests increasingly unnecessary. We're cutting the power con-
sumption of our networks during off-peak periods and optimizing battery back-up times. And we're miti-
gating the environmental impact of our products even lurther by reducing the number of base station
sites and antenna masts in operation.
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Siemens Enterprise
Communications (SEN)

With a portfolio ranging from IP telephones and enterprise networks and
devices to customer-specific solutions and services, SEN is a world ieader
in open communications solutions for enterprise customers.

Our products, applications and services help organizations of all sizes boost their productivity, efficiency
and competitiveness by integrating their communications systems. For instance, our market-leading
HiPath 8000 platform for very large enterprises implements a software-based solution instead of the
proprietary hardware found in conventional telephone networks, which is often difficult to maintain and
integrate.

Headquartered in Munich, Siemens Enterprise Communications GmbH & Co. KG was established as a
wholly owned subsidiary of Siemens AG in October 2006, Leveraging our OpenPath strategy, more than
15,000 SEN employees in 80 countries are helping companies make the business-aligned, low-risk trans-
formation to seamlessly interoperable video, telephone and data solutions. Based on our Open Commu-
nications architecture, our innovative, secure and flexible solutions can be readily integrated into exist-
ing infrastructures. A unified communications landscape accelerates an organization’s decision-making
processes and enhances teamwork.

We aim to play an active role in the ongoing consolidation process now taking place in the enterprise
communications sector. To ensure our long-term business success, we’re engaging in intensive diseus-
sions with potential partners.

www.siemens.com/
enterprise

We're turning our
customers’ visions into
reafity by transforming
conventional enter-
prise communications
environments into
innovative, |P-based
open communications
landscapes.
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www. siemensvdo.com

Our advanced driver
assistance systems are
helping reduce the
incidence of traffic
accidents.

Siemens VDO Automotive (SV)”

SV develops products, systems and solutions for passenger and commer-
cial vehicles that enhance safety, comfort, cost-effectiveness and perfor-
mance while cutting emissions and increasing driver awareness via
advanced information and communications systems.

As the volume of road traffic continues to grow - placing ever greater demands on motorists and technology
- our top priority is to optimize driving safety and comfort. That's why we developed the pro.pilot solution,

a network of driver assistance systems that facilitates routine maneuvers and warns motorists of potentially
dangerous traffic situations. When accidents do occur, the intelligent systems intervene to mitigate the conse-
quences. Our pro.pilot solution combines features such as adaptive cruise control, traffic sign and speed limit
recognition and a lane-changing assistant. Qur Night Vision system enables drivers to readily detect pedestri-
ans or obstacles in a vehicle's vicinity even when the surroundings are dark or visibility is poor. Our innova-
tive Intelligent Passive and Active Safety (IPAS) concept networks driver assistance systems with active and
passive vehicle safety systems, facilitating information exchange to boost safety and comfort.

Our portfolio also includes vehicle drive, engine control and emissions management technologies. These
products and systems cut fuel consumption and emissions while boosting vehicle performance. For instance,
the piezo direct injection system that we've developed for gasoline and diesel engines reduces fuel consump-
tion by up to 20 percent. We're making major strides toward emission-free vehicles by developing and pro-
ducing hybrid drives that combine internal combustion engines with electric motors, Information, communi-
cations and multimedia systems are improving the reliability of navigation systems while making it possible
to integrate external devices like mobile phones and MP3 players into vehicles. In the commercial vehicle and
fleet management sectors, we offer software and hardware solutions for onboard electronics as well as infor-
mation systems and telematics equipment such as digital tachographs and electronic toll collection units.

As a development partner to the motor vehicle industry, we're a leading supplier of automotive electronics,
which accounts for iwo-thirds of our sales. More than 90 percent of the innovations installed in today's
vehicles are based on electronics and software, With annual growth rates of six to seven percent, electronics
is the most attractive segment in the automotive industry.

WEfective December 1, 2007, Siemens sold the SV Group to Continental AG (see page 116).
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Corporate Governance Report

Siemens fully complies with the recommendations of the German Carporate Gover-
nance Code (Code), which was first issued in 2002 and later expanded, most recently

{in June 2007. Our prior exception is no longer applicable since the annual allocation

to accrued pension liabilities or pension funds for members of the Managing Board in
the case of pension plans is disclosed on an individual basis in this Annual Report.

The Managing Board and the Supervisory Board of Siemens, respectively, discussed
compliance with the recommendations of the Code, in particular with regard to the
amendments of June 14, 2007. Based on these deliberations, the Boards approved the
Declaration of Conformity (with the Code) which is set forth below, posted on our
website and updated as necessary. Siemens voluntarily complies with the Code’s non-
obligatory suggestions, with only minor exceptions.

Our listing on the New York Stock Exchange (NYSE) subjects us to certain U.S. capital
market laws (including the Sarbanes-Oxley Act [SOA|) and regulations of the U.S.
Securities and Exchange Commission (SEC) and rules of the NYSE, To [lacilitate our
compliance with the S0A, we have, among other things, established a Disclosure Com-
mittee (comprised of nine central department heads) that is responsible for reviewing
certain financial and non-financial information and advising the Managing Board in
its decision-making about disclosure. We have also introduced procedures that re-
quire our Group and subsidiary managements to certify various matters, providing

a basis on which our CEO and CFQ certify our financial statements to the SEC. Consis-
tent with the SOA, Siemens has also imptemented procedures for handling accounting
complaints and a Code of Ethics for Financial Matters.

Management and control structure ~ The Supervisory Board

As a German stock corporation, Siemens is subject to German corporate law and has
a two-tier management and oversight structure, consisting of an 11-member Manag-
ing Board and a 20-member Supervisory Board. The German Codetermination Act
(Mitbestimmungsgesetz) requires that the Company's shareholders and its employees
each select one-half of the Supervisory Board's members.

According to the Bylaws for the Supervisory Board, the shareholder representatives
must be independent. Some Supervisory Beard members hold, or held in the past
year, high-ranking positions at other companies; nevertheless, our sales and purchas-
es of products and/or services to or from such companies are transacted on an arm's
length basis. We believe that these dealings do not compromise the independence of
the associated Supervisory Board members.

The Supervisory Board oversees and advises the Managing Board in its management
of Company business. At regular intervals, it discusses business development, plan-
ning, strategy and implementation. It also discusses Siemens' quarterly and half-year-
ly reports and approves the annual, stand-alone financial statements of Siemens AG,
as well as the Consolidated Financial Statements of Siemens, taking into account both
the audit reports provided by the independent auditors and the results of the review
conducted by the Audit Committee. It monitors the Company's adherence to statutory
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provisions, official regulations and internal Company policies (compliance). In addi-
tion, the Supervisory Board appoints the members of the Managing Board and allo-
cates members’ individual duties. Important Managing Board decisions - such as
major acquisitions, divestments and linancial measures - require Supervisory Board
approval. In the Bylaws for the Managing Board, the Supervisory Board has estab-
lished rules that govern the work of the Managing Board, in particular the allocation
of duties among individual Managing Board members, matters reserved for the
Managing Board as a whole, and the required majority for Managing Board resolu-
tions.

The Supervisory Board's Bylaws provide for the establishment of committees — cur-
rently six — whose dulies, responsibilities and procedures fulfill the requirements of
the Code, reflect applicable SOA requirements and incorporate applicable NYSE
rules, as well as certain NYSE rules not mandatorily applicable to Siemens AG. Each
committee’s chairman provides the Supervisory Board with regular reports regard-
ing the activities of the relevant committee.

The Chairman's Committee performs the collective {asks of a nominating, compen-
sation and corporate governance committee to the extent that the tasks are not per-
formed by the Nominating Committee (see below). In particular, it makes proposals
regarding the appointment of Managing Board members and establishes guidelines
for the conditions of employment and for the structure and level of the remunera-
tion of Managing Board members.

The Audit Committee consists of three shareholder representatives and two employ-
ee representatives. The Supervisory Board monitors the independence of the mem-
bers of the committee and sees o it that they have special knowledge and experience
in the application of accounting principles and internal control processes. Siemens
relies on the exemption afforded by Rule 10A-3(b}(1)}{iv)(C) under the Securities
Exchange Act. We believe that such reliance does not materially adversely affect the
ability of the Audit Committee to act independently or to satisfy the other require-
ments of Rule 10A-3.

The Audit Committee oversees the appropriateness and the effectiveness of the
Company’s external and internal accounting processes. Together with the indepen-
dent auditors, it also reviews the Company’s financial statements prepared quarter-
ly, half-yearly and annually by management. On the basis of the independent audi-
tors’ report on the annual financial statements, the Audit Committee makes a
recommendation to the Supervisory Board whether or not it should approve those
financial statements. Tn addition, the Audit Committee oversees the Company's in-
ternal control system related to financial reporting and its procedures for assessing,
monitoring and managing risk. The Company’s Financial Audit department reporis
regularly to the Audit Committee. In addition, the Audit Committee monitors the in-
dependence, qualifications, rotation and performance of the independent auditors
and performs the other functions required of it under the SOA.
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The Compliance Committee, which was established in April 2007, comprises the
Chairman of the Supervisory Board, two shareholder representatives and two employ-
ee representatives. During the currently ongoing compliance investigation, the Com-
pliance Committee is responsible for oversecing the Company's adherence to statutory
provisions, official regulations and internal Company policies (compliance). In addi-
tion, the Compliance Committee is responsible for overseeing the currently ongoing
compliance investigation, dealing with reports on the independent investigation and
reviewing the internal compliance and control systems provided by the independent
advisors and other persons appointed by the Compliance Committee.

In July 2007, the Supervisory Board established a Nominating Committee. It is com-
posed of the Chairman of the Supervisory Beard and two shareholder representatives.
This Nominating Committee is responsible for making recommendations to the Super-
visory Board's shareholder representatives on the shareholder candidates for election
to the Supervisory Board by the Annua! Shareholders’ Meeting.

The Mediation Committee submits proposals to the Supervisory Board in the event
that the Supervisory Board cannot reach the two-thirds majority required to appoint a
Managing Board member. The Ownership Rights Commiltee is responsible for deci-
sions regarding the exercise of Siemens’ shareholder rights in subsidiaries subject to
the German Codetermination Act.

The Managing Board

The Managing Board, as the Company's lop management body, is obligated to promote
the interests of the Company at all times and to drive susiainable growth in company
value. Its nine-member Corporate Execulive Committee cooperates with the President
and CEO to define overall Company policies and is also responsible for determining
the Company's strategic orientation, planning and finalizing the Company’s budget,
allocating resources, and monitoring the executive management of each Group. The
Managing Board also prepares the Company’s quarterly and half-yearly reports, the
annual, stand-alone financial statements of Siemens AG and the Consolidated Finan-
cial Statements of Siemens. The Managing Board is responsible lor overseeing compli-
ance by the Company with all applicable provisions of law and official regufations and
the Company's internal policies and works to achieve compliance with these provisions
and policies within the Siemens group. For further comprehensive information about
the Siemens Compliance program and related activities in fiscal 2007, please refer to
Compliance Report. The Managing Board cooperates closely with the Supervisory
Board, informing it regularly, promptly and fully on all issues related to Cornpany
strategy and strategy implementation, planning, business development, financial posi-
tion, earnings, compliance and risks.

Directors’ dealings of members of the Managing and Supervisory Boards

Pursuant to § 15a of the German Securities Trading Act (WpHG), members of the Man-
aging and Supervisory Boards are required to disclose purchases or sales of shares of
Siemens AG or financia! instruments based on such shares if the total amount of trans-
actions of a board member and any closely associated person is at least €5,000 during
any catendar year.
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The following transactions were executed in fiscal 2007 and reported to Siemens:

Financial
Date of First and Form and place instrument Number Share Total
transaction  family name Function/Status  of transaction  and ISIN of shares  price amount Comment
0911012007 Eduardo Montes Member of Sale of shares  Siemens Share 3,900 €87.49 €341,211.00  Sale of shares in line with 1999
Managing Board  XETRA DEQDO7236101 Siemens Stock Option Plan
090712007 Heinrich Hiesinger Memnber of Sale of shares  Siemens Share 3,000 €88.40 €265,200.00  Sale of shares in line with 1999
Managing Board  XETRA DEDDQ7236101 Siemens Stock Option Plan
0910712007 Uriel Jonathan Sharef Member of Sale of shares  Siemens Share 13,500 €88.40 €1,193,400.00 Sale of shares in line with 1999
Managing Board  XETRA DEDOO7236101 Siemens Stock Option Plan
09/0712007 Klaus Wucherer Member of Sale of shares  Siemens Share 13,500 €88.40  €1,193,400.00 Sale of shares in line with 1999
Managing Board  XETRA DED007236101 Siemens Stock Option Plan
09/05/2007 Rudi Lamprecht Member of Sale of shares  Siemens Share 10,500 €91.97  €965,685.00  Sale of shares in line with 1999
Managing Board  XETRA DEOOO7236101 Siemens Stock Option Plan
09/05/2007 Hermann Requardt  Member of Sale of shares  Siemens Share 3,900 €91.97  €358,683.00  Sale of shares in line with 1999
Managing Board  XETRA DEO007236101 Siemens Stock Option Plan
08/24/2007 Johannes Feldmayer Member of Sale of shares  Siemens Share 8,775 €92.18  €808,879.50  Sale of shares in line with 1999
Managing Board  XETRA DEQOO7236101 Siemens Stock Qption Plan
07i30/2007 lirgen Radomski Member of Sale of shares  Siemens Share 17,250 €95.12  €1,640,820.00 Sale of shares in line with 1999
Managing Board  XETRA DEC007236101 Siemens Stock Option Plan
0612012007 Thomas Rackow Member of Sale of shares  Siemens Share 2,250 €107.38 €241,60500  Sale of shares in line with 1999
Supervisory Board XETRA DECDO7236101 Siemens Stock Option Plan
0610812007 Jirgen Radomski Mermber of Sale of shares  Siemens Share 3,000 €94.557 €283,671.00  Regular Sale of
Managing Board  XETRA DEODG7236101 Siemens shares
0610512007  Klaus Wucherer Member of Sale of shares  SiemensShare 30,000 €98.43  €2,952,900.00 Sale of shares in line with 2001
Managing 8oard  XETRA DEQO07236101 Siemens Stock Option Plan
05/25/2007 Hermann Requardt  Member of Sale of shares  Siemens Share 10,000 €97.91  €979,100.00 Sale of shares in line with 2001
Managing Board  XETRA DEQDG7236101 Siemens Stock Option Plan
05/2212007 Rudi Lamprecht Member of Buy of shares  Stermens Share 2,170 €92.00 €199,640.00  Regular Buy of
Managing 8oard  XETRA DEDO07236101 Siemens shares
05/04/2007 Thomas Rackow Member of Sale of shares  Siemens Share 5,295 €90.19  €477,556.05  Sale of shares in {ine with 2001
Supervisory Board XETRA DEDDO7236101 Siemens Stock Option Plan
05/03/12007 Jirgen Radomski Member of Sale of shares  Siernens Share 52,535 €91.12  €4,786,989.20 Sale of shares in line with 2001
Managing Board  XETRA DEODO7236101 Siemens Stock Option Plan
05/03/12007 Johannes Feldmayer Member of Sale of shares  Siemens Share 27,535 €91.12  €2,508,989.20 Sale of shares in line with 2001
Managing Board  XETRA DEDDD7236107 Siemens Stock Option Plan
05/02/2007 Klaus Kleinfeld President of Sale of shares  Siemens Share 69,735 €90.77  €6,329,845.95 Sale of shares in line with 2001
Managing Board  XETRA DEQOO7236101 Siemens Stock Option Plan
05/02{2007 Jirgen Radomski Member of Sale of shares  Siemens Share 30,000 €90.77  €2,723,100.00 S5ale of shares in [ine with 2001
Managing Board  XETRA DEDCO7236101 Siemens Stock Option Plan
04/30/2007 Erich R. Reinhardt Member of Sale of shares  Siemens Share 20,000 €89.20  €1,784,000.00 Sale of shares in line with 2001
Managing Board  XETRA DEOGO7 236101 Siemens Stock Option Plan
0413042007 lohannes Feldmayer Member of Sale of shares  Siemens Share 25,000 €B89.20  €2,230,000.00 Sale of shares in line with 2001
Managing Beard XETRA DEQ0O7236101 Siemens Stock Option Plan
0413012007 Rudi Lamprecht Member of Sale of shares  Siemens Share 35,000 €89.20  €3,122,000.00 Sale of shares in line with 2001
Managing Board XETRA DEDOD7236101 Siemens Stock Option Plan
02120/2007 Ralf Heckmann Mernber of Sale of shares  Siemens Share 234 €85.25 €19,948.50 Regular Sale of
Supervisory Board XETRA DED0072386101 Siemens shares

These transactions were duly published on the Company’s Internet website at

www.siemens.com/directors-dealings
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Stock ownership by members of the Managing and Supervisory Boards

As of October 12, 2007, the Managing Board members serving on the board during
the fiscal year held a total of 468,410 (2006: 1,338,539) Siemens shares as well as
stock options and stock awards on Siemens shares, representing 0.051 (2006: 0.150)
percent of the capital stock of Siemens AG. As of the same day, members of the
Supervisory Board serving on the board during the fiscal year held a total of 89,580
(2006: 177,019) Siemens shares as well as stock options and stock awards on Siemens
shares (exercisable within sixty days), representing 0.01 (2006: 0.020) percent of
the capital stock of Siemens AG. These figures do not include 9,904,856 (2006:
10,607,390) shares, or 1.08 {(2006: 1.2) percent of the capital stock, that are held by
the von Siemens-Vermdgensverwaltung GmbH (vSV) - a German limited liability
entity that functions much like a trust - and 24,673,050 (2006: 39,144,979) shares,
or some 2.7 (2006: 4.4) percent of the capital stock, over which the v5V has voling
control under a power of attorney. Mr. Peter von Siemens is authorized to vote these
shares as a representative of the founder’s family.

Shareholder relations

Four times each year, Siemens AG reports to its sharehelders regarding its business
development, financial position and earnings. An ordinary Annual Shareholders’
Meeting normally takes place within the first four months of each fiscal year. The
Managing Board facilitates shareholder participation in the meeting through elec-
tronic communications - in particular the Internet — and enables shareholders who
are unable to attend the meeting to vote by proxy.

Among other things, the Annual Shareholders’ Meeting decides on the appropriation
of net income, ratification of the acts of the Managing and Supervisory Boards, and
the appointment of the independent auditors. Amendments to the Articles of Asso-
ciation and measures which change the Company's capital stock are approved exclu-
sively at the Annual Shareholders’ Meeting and are implemented by the Managing
Board. Shareholders may submit counter-proposals to the proposals of the Managing
and Supervisory Boards and may contest decisions of the Annual Shareholders’ Meet-
ing. Shareholders owning Siemens stock with an aggregate notional value of
€100,000 or more may alsec demand the appointment of special auditors to examine
specific occurrences.

As part of our investor relations activities, the CEQ, the CFO and individual members
of the Groups’ executive managements meet regularly with analysts and institutional
investors. We hold a conference for analysts at least once a year, as well as telephone
conferences with analysts upon the publication of our guarterly results.

Corporate governance guidelines

Our Articles of Association, the Bylaws for the Supervisory Board and those of its
most important committees, the Bylaws for the Managing Board, all declarations of
conformity, the report on our [ulfiliment of the requirements of the Cede, and vari-
ous other documents pertaining to our corporate governance may be found on our
Internet website at www.siemens.com/corporate_governance.
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For details of the compensation of our members of the Managing Board and the
Supervisory Board please refer to the Cornpensation Report.

Significant differences between Siemens’ corporate governance and NYSE Cor-
porate Governance Standards

Companies listed on the NYSE are subject to the Corporate Governance Standards of
Section 303A (the NYSE Standards) of the NYSE Listed Company Manual. Under the
NYSE Standards, Siemens AG, as a foreign private issuer, is permitted to follow its
home-country corporate governance practices in lieu of the NYSE Standards, except
that it is required to comply with the NYSE Standards relating to the having of an
audit committee (comprised of members who are “independent” under the SOA)
and to certain NYSE notification obligations. In addition, the NYSE Standards require
that foreign private issuers disclose any significant ways in which their corporate
governance practices differ from those required of U.5. domestic companies under
the NYSE Standards.

As a company incorporated in Germany, Siemens AG has to comply with the German
law applicable to stock corporations (primarily the German Stock Corperation Act)
and the German Codetermination Act and follows the recommendations of the
German Corporate Governance Code. Furthermore, Siemens complies with appli-
cable rules and regulations of the markets on which its securities are listed, such as
the NYSE, and also voluntarily complies with many of the NYSE requirements that
by their terms apply only to U.S. domestic issuers.

The significant differences between our governance practices and those of U.S,
domestic NYSE issuers are as follows:

Two-tier board

The German Stock Corporation Act requires Siemens AG to have a two-tier board
structure consisting of a Managing Board and a Supervisory Board. The two-tier
system provides a strict separation of management and supervision. Roles and re-
sponsibilities of each of the two boards are ciearly defined by law. The composition
of the Supervisory Board is determined in accordance with the Codetermination Act,
which requires that one-half of the required 20 Supervisory Board members must
be elected by our domestic employees. In the event of a tie vote at the Supervisory
Board, the Chairman of the Supervisory Board is entitled to cast a deciding vote.

Independence

In contrast to the NYSE Standards, which require the board to affirmatively deter-
mine the independence of the individual directors with reference to specific tests
of independence, German law does not require the Supervisory Board to make

such affirmative findings on an individual basis. At the same time, the Bylaws for
Siemens’ Supervisory Board contain several provisions to help ensure the indepen-
dence of the Supervisory Board's advice and supervision. Furthermore, the mem-
bers of the Supervisory and Managing Boards are strictly independent from one an-
other; a member of one board is legally prohibited from being concurrently

8BS
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active on the other. Supervisory Board members have independent decision-making
authority and are legally prohibited from following the direction or instruction of
any affiliated party. Moreover, Supervisory Board members may not enter into
advisory, service or certain other contracts with Siemens, unless approved by the
Supervisory Board.

Committees

In contrast to the NYSE Standards, which require the creation of several specified
board committees, composed of independent directors and operating pursuant to
written charters that set forth their tasks and responsibilities, the Supervisory Board
of Siemens AG has combined the functions of a nominating, compensation and cor-
porate governance committee substantiatly in the Chairman's Committee and has
delegated the remaining functions to the Nominating Committee. Both the Audit
Committee and the Chairman’s Committee have written bylaws - adopted by the
Supervisory Board based on the NYSE Standards - addressing thelr respective pur-
poses and responsibilities.

The Audit Committee of Sietnens AG is subject to the standards of the SOA and the
Securities Exchange Act of 1934, as applicable to a foreign private issuer, and per-
forms - in cooperation with the recently established Compliance Committee -
lunctions similar to those of an audit committee subject to the full NYSE Standards.
Nevertheiess, German law precludes certain responsibilities from being delegated to
a committee, such as the selection of the independent auditors, who are required by
German law to be elected at the shareholders’ meeting.

In addition, the Supervisory Board of Siemens AG has an Ownership Rights Com-
mittee and a Mediation Committee, the latter of which is required by German law.
Neither of these two committees is required under the NYSE Standards.

Shareholder approval of equity compensation plans; stock repurchases

The NYSE Standards generally require U.S. domestic companies listed on the NYSE
to obtain shareholder approval of all eguity compensation plans (including stock
option plans) and any material revisions to them. Similarly, our adoption of stock
option plans and any material revisions thereto require the approval by our share-
holders insofar as any issvance of shares and/or stock cptions under authorized or
contingent capital authorizations requires shareholder approval (which approval
requires consideration of the key elements of the applicable option plan or relevant
modifications). The 2001 Siemens Stock Option Plan, for example, under which no
further options can be issued after December 2006, was approved in 2001 by our
shareholders. Similarly, under German law, share buybacks generally require the
prior authorization by shareholders. Such approval was provided at our January 25,
2007 Annual Shareholders’ Meeting, and this matter will generally be voled upon
annually.
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Declaration of Conformity with the German Corporate Governance Code

At their meetings on November 23 and 28, 2007, respectively, the Managing Board
and the Supervisory Board approved the following Declaration of Conformity pursu-
ant to § 161 of the German Stock Corporation Act:

Stemens AG fully complies and will continue to comply with the recommendations
of the German Corporate Governance Code (Code) in the version of June 14, 2007.
Since making its last Declaration of Conformity dated December 11, 2006, Siemens
AG has fully complied with the recommendations of the Code in the version of June
12, 2006 with one exception (no individual disclosure of the annual allocation to
accrued pension liabilities or pension funds for members of the Managing Board
in the case of pension plans, section 4.2.5 para. 2, 2nd sentence of the Code). This
exception no longer applies given the individual disclosure made in the Annual
Report 2007.

Berlin and Munich, November 28, 2007

Siemens Aktiengesellschaft
Managing Board Supervisory Board
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Compliance Report

Compliance at Siemens is based on directions from Company
management. Compliance with legal and regulatory require-
ments and in-house guidelines is an essential element of the
Company’s management and corporate culture.

Internal regulations - Business Conduct Guidelines and Code of Ethics
Our Business Conduct Guidelines and our Code of Ethics for Financial Matters form
the basis of our Compliance Program.

The Business Conduct Guidelines, introduced by the Managing Board in 2001, con-
tain binding standards for law-abiding behavior and precise rules regarding, among
other things, compliance with applicable fair competition and anticorruption laws,
handling of donations and gifts, avoidance of conflicts of interest, prohibition of
insider trading, and protection of Company assets. They also specify procedures

for dealing with complaints. The Business Conduct Guidetines are binding on all
Company employees and Managing Board members worldwide. The members of
our Supervisory Board also comply with these Guidelines where applicable.

Furthermore, in 2003 the Managing Board and the Supervisory Board implemented
a Code of Ethics for Financial Matters, as required by the SOA rules. Bath the Busi-
ness Conduct Guidelines and the Code of Ethics for Financial Matters are available
on our Internet website.

The Business Conduct Guidelines and the Code of Ethics for Financial Matters are
complemented by numerous other regulations that are applicable Company-wide.
All regulations are regularly updated.

In response to the allegations of corruption against certain employees of the Com-
pany that became known at the end of 2006 (for details, see “Management's Discus-
sion and Analysis - Legal Proceedings”), Siemens has taken a number of important
steps over the last twelve months to improve its compliance and internal control
system. The Compliance Program was restructured to emphasize the key points
Prevent, Detect and Respond.

Among other measures, Siemens introduced a number of new internal regulations:

f The Company implemented a moratorium on entering into new Business Consul-
tant Agreements (BCAs) as weil as new payments under existing BCAs. Any excep-
tions require the prior written consent of relevant senior management as well as
the written consent of the Company’s Chief Compliance Officer, based on a review
of the agreements in questions. As part of this policy, the Company will review, on
an ongoing basis, the existing BCAs for compliance risks in connection with their
continued performance. In certain cases, the Company terminated BCAs.
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1 The Company introduced a new guideline regarding anti-public corruption
compliance.

0 The Company implemented new Company-wide policies regarding “Retention of
intermediaries who interact with the government on Sicmens’ behalf,” “Com-
pliance in M&A transactions, jeint ventures and minority investments” and “Gifts
and hospitality.”

I To improve its internal controls, the Company implemented a centralization of its
payment and cash management systems.

Alt corruption-related internal regulations were summarized into an easy-to-read
“Siemens Anticorruption Compliance Guide” and distributed to selected employees.

Furthermore, the Company established a Corporate Disciplinary Committee 1o con-
sider and impose appropriate disciplinary measures in cases where suspicions of
violations of law or Company policies or other misconduct have been substantiated.

Structure and functions of the compliance organization

The Managing and Supervisory Boards view the Compliance Program as an essential
element of Siemens’ management and control structure. The compliance organiza-
tion that was introduced in 2001 as part of the worldwide implementation of the
Compliance Program has been restructured to reflect its new uniform and consistent
profile and personnel realignment.

The Supervisory Board formed a Compliance Committee chaired by the Chairman
of the Supervisory Board. For further information on the composition and mandate
of the Compliance Commitlitee see above {page 82).

At the beginning of fiscal year 2008, the Company established a new Managing
Board position for legal and compliance matters. Peter Y. Solmssen was appointed to
the Managing Board and named General Counsel, overseeing responsibility for legal
and compliance issues.

Effective September 19, 2007, the Managing Board appointed a new Chiel Compli-
ance Officer to serve in the legal and compliance unit. In addition, he will report to
the CEO and President of the Managing Board as well as to the Comptiance Commit-
tee and the Audit Committee of the Supervisory Board.
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The compliance functions within the Company have been reorganized. Besides be-
ing responsible for overseeing compliance investigations, the new Corporate Com-
pliance Organization headed by the Chief Compliance Officer is primarily tasked
with the avoidance of violations. The aim is to continually improve the Compliance
Program and implement it Company-wide. Implementation of the Compliance Pro-
gram is handled by compliance officers in each of the Company's Groups and more
than 80 Regional Companies, who are responsible for implementing the Compliance
Program in their respective areas, supported by other compliance staff. As of Oclo-
ber 1, 2007, the Group Compliance Officers and - subject to local laws - the Regional
Compliance Officers are embedded in the Chief Compliance Officer’s personnel
organization.

Legal compliance consulting services fall under the responsibility of a department
comprising specialized lawyers. These lawyers from Compliance/Legal are responsi-
ble worldwide for all significant investigalions under criminal and administrative
law and safeguard the Company’s interests.

Effective October 1, 2007, all Company audit functions were merged into the Corpo-
rate Finance Audit unit headed by the Chief Audit Officer.

In December 2006, the Company - in connection with the allegations of corruption -
retained Debevoise & Plimpton LLP (Debevoise & Plimpton), an independent external
law firm, to clarify the circumstances relating to the criminal allegations at Com, to
analyze the implications of current findings for the efficiency of the Company's com-
pliance system and its internal control system, and to investigate whether similar
situations have arisen at any other Siemens Group. Debevoise & Plimpten, on their
part, have commissioned independent auditors to support them in the examination
of Siemens’ control systems by providing [orensic accounting experts. Debevoise &
Plimpton report regularly on the current status and future activities of their investi-
gation directly and exclusively to the Compliance Committee of the Supervisory
Board. For further details, see below (p. 165).

In response to the corruption charges, the Company aiso engaged an independent
compliance advisor in order to consult the Managing Board and the Compliance
Committee of the Supervisory Board and provide periodic status reports to them.

In addition to the compliance organization, the Company's audit department and an
internal task force have been instructed to continue their examination of our com-
pliance and internal contrel system for gaps and any possibilities of circumvention.
In the process, they will take measures to correct deficiencies or weaknesses in inter-
nal controls in selected local regions.
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Complaints, comments and questions

As required by the S0A rules, procedures for the receipt, retention and treatment of
potential complaints regarding accounting practices as well as procedures for hand-
ling relevant reports from specific attorneys (internal and external) have been im-
plemented. Such complaints and comments, including those submitted anonymous-
ly, are processed by the Chief Compliance Officer, in the case of complaints related
to accounting practices, and by the General Counsel in the case of reports from spe-
cific attorneys.

In addition to the existing internal procedures for reporting and handling com-
plaints, an external attorney has been engaged to act as an independent ombuds-
man to provide a new protected communication channel for Siemens employees and
third parties.

Since September 2007, our customers, suppliers, business partners and employees
worldwide have been offered the opportunity to submit reports on violations to the
“Tell us™ Compliance Helpdesk, either by telephone or online 24/7. The external pro-
vider specializes in the secure and confidential handling of sensitive information.

In addition, the Company encourages employees to use a centralized quesifion-and-
answer platform. The “Ask us” Compliance Helpdesk provides employees with an
opportunity to ask questions on compliance-relevant topics. This relates both to the
application of compliance-relevant regulations in the day-to-day business and the
understanding of requirements for agreements with external partners.

Training

In order to avoid irregular business practices, the Company places great importance
on thorough training. During the period from February to October 2007, some 1,400
Siemens executives were trained worldwide as part of a comprehensive training pro-
gram. The training sessions focused on the fight against corruption and antitrust
laws. Other training activities included concrete Company instructions concerning,
for example, payment and accounting transactions, the treatment of gifts and hospi-
tality, and the retention of intermediaries and consultants.

Furthermore, the Company introduced a web-based Company-wide training system
with comparable training quality that will be used by up to 100,000 employees. ‘To
date, some 36,000 employees have participated in this additional training program,

Conferences and other events are organized by the compliance officers in order to
help ensure that Company management’s directions are uniformly communicated
and implemented worldwide. As part of this approach, all of the ncarly 100 Group
and Regional Compliance Officers were familiarized with the realigned organization
and content of the Siemens Compliance System at several-day conlerences in March
and October 2007.
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Compensation Report

This section outlines the principles used for determining the
compensation of the Managing Board of Siemens AG and sets
out the level and structure of Managing Board remuneration.
In addition, this section describes the policies and levels of
compensation paid to Supervisory Board members.

This section is based on the recommendations and suggestions of the German
Corporate Governance Code and comprises data that, in accordance with the re-
quirements of the German Commercial Code (HGB) and International Financial
Reporting Standards (IFRS), are part of the Notes to Consolidated Financial State-
ments and of Management's discussion and analysis. It is thus part of the audited
consolidated financial statements.

1. Managing Board remuneration

The Chairman’s Committee of the Supervisory Board is responsible for determining
the remuneration of the members of the Managing Board. The Committee comprises
Dr. Gerhard Cromme {Chairman of the Supervisory Board), and Dr. Josef Ackermann
and Ralf Heckmann (both Deputy Chairmen of the Supervisory Board). The structure
of the Managing Board's compensation is discussed and reviewed regularly by the
Supervisory Board in lull session.

The remuneration of the members of the Managing Board of Siemens is based on
the Company's size and global presence, its economic and financial position, and the
level and structure of managing board compensation paid by peer companies. In ad-
dition, the compensation reflects each Managing Board member’s responsibilities
and performance. The level of Board compensaticn is designed to be competitive in
the market for highly qualified executives and to provide incentives in a high-perfor-
mance culture.

In fiscal year 2007, the Managing Board remuneration had four components: (i) a
fixed annual salary, (ii) a variable bonus which the Chairman’s Committee may ad-
just upward or downward by up to 20 percent of the amount of target attainment,
(iii} stock-based compensation, and (iv) a pension benefit contribution, With regard
to fixed salary and bonus, an annual target compensation is determined, consisting
of 50% [ixed and 50% variable components. The target compensation is reviewed
every two to three years on the basis of an analysis of the compensation paid by peer
companies to their top managers. The last review was conducted as of April 1, 2006,
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In fiscal year 2007, the remuneration of the Managing Board members is composed

as follows:

0 The fixed compensation is paid as a monthly salary.

b The variable bonus is based on the level of the Company's attainment of certain
Economic Value Added (EVA) and net cash targets as well as other financial goals,
if any, that are set at the start of the [iscal year by the Chairman’s Committee of the
Supervisory Board (for information about EVA as a performance measure, see
p. 138 of this Annua! Report). Net cash is the difference between cash inflows and
cash outflows from operating and investing activities, One hall of the bonus is paid
as an annual bonus and is contingent upon achieving the Company-wide EVA tar-
gets and net cash targets established for the fiscal year. The other half is granted
as a long-term bonus (LT bonus), the amount of which depends on the average at-
tainment of EVA targets or net cash targets over a three-year period. In fiscal 2007,
the net cash target was given a significantly higher priority and it was included in
the LT bonus for the first time. In any year, the annual bonus and the LT bonus
may not exceed 275 percent of the base amount applicable to the variable compen-
sation component.

0 As of fiscal year 2006, the stock-based compensation has consisted only of steck
awards.

¢ Under the Siemens Defined Contribution Benefit Plan (BSAV), members of the
Managing Board receive contributions, the individual amounts of which are deter-
mined annually on the basis of a percentage of their respective target annual com-
pensation established by the Chairman’s Committee of the Supervisory Board.

A portion of these contributions is accounted for by funding of pension commit-
ments earned prior to transfer to the BSAV. In addition, special contributions
may be granted on the basis of individual decisions.

Employment contracts with Managing Board members cencluded before June 1, 2007
generally do not include any explicit severance commitment in the event of an early
resignation from office. However, severance payments may result from individually
agreed termination arrangements. Managing Board contracts concluded on or after
June 1, 2007 provide for a compensation payment on premature resignation from
office without serious cause, the amount of which must not exceed the value of two
years’ compensation (severance payment cap). In addition, non-monetary benefits
are settled by a cash payment equal to five percent of the severance payment.
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Members of the Managing Board who were appointed to the Managing Board belore
October 1, 2002 have a contractual right to receive transitional payments for twelve
months after leaving the Managing Board. The transitional payments generally
amount to the fixed salary of the year of resignation and the average of variable
honuses paid for the last three fiscal years before resignation. In single cases, the
transitional payments equal a one-year target compensation.

In the event of a change of control - i.e. if one or several shareholders acting jointly
or in concert acquire a majority of the voting rights in Siemens AG and exercise a
controlling influence, or if Siemens AG becomes a dependent enterprise as a result
of entering intp an enterprise contract within the meaning of § 291 of the German
Stock Corporation Act (AktG), or if Siemens AG is to be merged into an existing cor-
poration or other entity - any member of the Managing Board has the right to termi-
nate the contract of employment if such change of control results in a substantial
change in position {e.g. due te a change in corporate strategy or a change in the
Managing Board member's duties and responsibilities). I this right of termination
is exercised, the Managing Board member will receive a severance payment which
amounts to the target annual compensation applicable at the time of contract termi-
nation for the remaining contractual term of office, but at least for a period of three
years. In addition, non-monetary benefits are settled by a cash payment equal to five
percent of the severance payment. No severance paymenis are made if the Managing
Board member receives benefits from third parties in connection with a change of
control. A right of termination does not exist if the change of control cecurs within a
period of twelve (12) months prior to a Managing Board member’s retirement.

Upon leaving office as President and member of the Managing Board, Dr. Klaus
Kleinfeld agreed to a non-compete arrangement not included in his original service
agreement that prevents him from working for Siemens’ major competitors, includ-
ing any of their affiliated companies. In addition, Dr. Kleinfeld undertook to act as
consultant to the Managing and Supervisory Boards of Siemens AG in connection
with the Company's strategic direction and issues concerning its organizational and
personnel structure during Peter Loscher’s job orientation phase. In consideration
of the non-compete arrangement, the additional consulting services, and in settle-
ment of other claims, Dr. Kleinfeld was promised payments totaling €5.75 million

- and the non-forfeiture of 11,437 stock awards.

On November 7, 2007 and November 17, 2007, respectively, the Chairman’s Commit-
tee of the Supervisory Board determined the values of stock awards and the bonus
awards to be granted, after assessing the attainment of the targets set at the start of
the fiscal year.

For the fiscal year 2007, the aggregate cash compensation amounted to €33.2 mil-
lion (2006: €27.8 million) and total remuneration amounted to €41.7 million (2006:
€30.4 million), representing an increase in total remuneration of 37.2 percent.
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The following compensation was determined for the members of the Managing

Board for fiscal year 2007 (individual disclosure):

Cash Fair value of stock-
(Amounts in €) compensation based compensation Total
Peter Lascher'® 2007 1,710,038 1,000,065 2,710,103
2006 - - -
Dr. Klaus Kleinfeld® 2007 5,332,028 750,000 6,082,028
2006 3,248,462 375,058 3,623,520
Prof. Johannes Feldmayer™ 2007 3,006,107 - 3,006,107
2006 2,363,217 250,016 2,613,233
Dr. Thomas Ganswindt™ 2007 - - -
2006 2,420,147 - 2,420,147
Dr. Heinrich Hiesinger™ 2007 763,373 750,025 1,513,398
2006 - - -
Joe Kaeser® 2007 2,502,886 750,025 3,252,911
2006 963,983 300,046 1,264,029
Prof. br. Edward G. Krubasik™ 2007 - - -
2006 2,453,825 - 2,453,825
Rudi Lamprecht 2007 2,993,188 750,025 3,743,213
2006 2,272,986 250,016 2,523,002
Heinz-Joachim Neubiirger'® 2007 - - -
2006 1,422,636 - 1,422,636
Dr. Jiirgen Radomski 2007 2,993,142 750,025 3,743,167
2006 2,351,448 250,016 2,601,464
Prof. Dr. Hermann Requardt™ 2007 2,560,568 750,025 3,310,593
2006 913,559 200,054 1,113,613
Dr, Uriel ). Sharef 2007 3,002,607 750,025 3,752,632
2006 2,360,975 250,016 2,610,991
Prof. Dr. Klaus Wucherer 2007 3,006,413 750,025 3,756,438
2006 2,350,989 250,016 2,601,005
Eduardo Montes®™ 2007 2,606,764 750,025 3,356,789
2006 1,071,137 200,054 1,271,191
Prof. Dr. Erich R. Reinhardt® 2007 2,679,371 750,025 3,429,396
2006 2,038,914 200,054 2,238,968
Prof. Dr. Claus Weyrich™ ® 2007 - - -
2006 1,606,982 - 1,606,982
Total 2007 33,156,485 8,500,290 41,656,775
2006 27,839,260 2,525,346 30,364,606

" The fair value of the stock-based compensation relates to stock awards granted in November 2007 and 2006
for Fiscal years 2007 and 2006, respectively. Or. Kleinfeld's stock-based compensation is settled in cash.
The amounts for 2006 shown in this table are those obtained after reducing the variable cash bonus and the
stock-based compensation in connection with the transfer of Managing Board remuneration to the hardship

fund for BenQ Mobile employees in Germany,

2 Effective June 30, 2007, Dr. Kieinfeld resigned from his offices as a futl member of the Managing Board and as
CEOQ and President of the Managing Board of Siemans AG. The fult term of his service agreement would have
expired on September 30, 2007. Effective July 1, 2007, Peter Loscher was elected a fuil member of the
Managing Board and appointed Chief Executive Officer and Presidant of the Managing Board of Siemens AG.

3 prof. Feldmayer had been suspended since March 28, 2007 and left the Managing Board, effective

September 30, 2007.

“} Dr. Ganswindt, Prof. Dr. Krubasik and Prof. Dr. Weyrich resigned from the Managing Board,

effective September 30, 2006.

s} Dr. Hiesinger was efected a fuil member of the Managing Board, effective June 1, 2007,
I8 On May 1, 2006, Joe Kaeser succeeded Heinz-Joachim Neubirger, who resigned from the Managing Board
on April 30, 2006, as a full member of the Managing Board of Siemens AG.

@ prof. Dr. fequardt was elected a full member of the Managing Board, effactive October 1, 2006.

@ peputy members of the Managing Board.
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The following table describes the details of cash compensation on an individual

basis:
Cash compensation

® {(Amounts in €}" Salary Annual bonus LT bonus Cther'® Totat
Peter Lischer® 2007 495,000 604,132 604,132 6,774 1,710,038

2006 - - - - -

Dr. Klaus Kleinfeld™ 2007 1,704,320 1,796,750 1,796,750 34,208 5.332,028

2006 1,160,480 1,055,707 998,721 33,554 3,248,462

Prof. lohannes Feldmayer'® 2007 936,000 1,119,737 910,822 39,548 3,006,107

2006 845,520 747,819 728,408 41,470 2,363,217

Dr, Thomas Ganswindt™> 2007 - - - - -

. 2006 755,040 835,790 715529 113,788 2,420,147
Dr. Heinrich Hiesinger® 2007 260,000 311,038 189,566 2,769 763,373

2006 - - - - -

Ioe Kaeser™ 2007 780,000 933,114 756,990 32,782 2,502,886

2006 325,000 337,448 291,460 10,075 963,983

Prof. Dr. Edward G. Krubasik!s! 2007 - - - - -

2006 755,040 835,790 817,839 45,156 2,453,825

Rudi Lamprecht 2007 936,000 1,119,737 910,822 26,629 2,993,188

. 2006 845,520 747,819 651,022 28,625 2,272,986
Heinz-Joachim Neubirger™ 2007 - - - - -

2006 440,440 487,544 477,073 17,579 1,422,636

Dr. Jirgen Radomski 2007 936,000 1,119,737 910,822 26,583 2,993,142

2006 845,520 747,819 728,408 29,701 2,351,448

Prof. Dr. Hermann Requardt® 2007 780,000 933,114 814,320 33,134 2,560,568

2006 291,750 321,558 292,633 7.618 913,559

Dr. Uriel J. Sharef 2007 936,000 1,119,737 910,822 36,048 3.002,607

. 2006 845,520 747,819 728,408 39,228 2,360,975
Prof. Dr, Klaus Wucherer 2007 936,000 1,119,737 910,822 39,854 3,006,413

2006 845,520 747,819 728,408 29,242 2,350,989

Eduardo Montes™ 2007 780,000 933,114 824,499 69,151 2,606,764

2006 325,000 400,416 330,411 15310 1,071,137

Prof. Dr. Erich R. Reinhardt®™” 2007 780,000 1,026,051 843,024 30,296 2,679,371

2006 714,990 658,513 633,237 32,174 2,038,914

® Prof. Or. Claus Weyrich®® 2007 - - - - -
2006 505,500 543,031 531,368 27,083 1,606,982

Total 2007 10,259,320 12,135,998 10,383,391 372,776 33,156,485

2006 9,500,840 9,214,892 8,652,925 470.603 27,839,260

' The amounts for 2006 shown in this table are those obtained after reducing the variable cash bonus in
connection with the transfer of Managing Board remuneration to the hardship fund for BenQ Mobile emptoyees
in Germany.

2 Other compensation inctudes non-cash benefits in the form of company cars of €282,102 {2006: €300,753),

. subsidized insurance of €48,634 (2006: €80,527), accommodation and moving expenses of €47,040 (2006:
€10,500), and a cash settlement of stock awards of €0 (2006: €78,823).

B} Effactive June 30, 2007, Dr. Kleinfeld resigned from his offices as a full member of the Managing Board and as
CED and President of the Managing Board of Siemens AG. The full term of his service agreement would have
expired on September 30, 2007, Effective July 1, 2007, Peter L8scher was elected a full member of the
Managing Board and appointed Chief Executive Officer and President of the Managing Board of Siemens AG.

) " prof. Feldmayer had been suspended since March 28, 2007 and left the Managing Board, effective September
30, 2007.

5 Dr. Ganswindu, Prof. Dr. Krubasik and Prof. Dr. Weyrich resigned from the Managing Board, effective September
30, 2006,

. " Dr, Hiesinger was elected a full member of the Managing Board, effective June 1, 2007.

™ On May 1, 2006, Joe Kaeser sucteeded Heinz-Joachim Neubiirger, who resigned from the Managing Board on
April 30, 2006, as a full member of the Managing Board of Siemens AG.

™ prof. Dr. Requardt was elected a full member of the Managing Board, effective Octaber 1, 2006,

B Deputy members of the Managing Board.
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To compensate him for short-term and long-term pecuniary disadvantages arising
as a result of his change from Merck & Co., Inc., USA, to Siemens AG, Peter Léscher
was promised a total amount of €8.5 million. It was agreed with Peter Loscher that
the Company will add this amount to his defined contribution pension account
(BSAV) in January 2008.

Both the number of units and the values of the stock-based compensation compo-
nents are shown in the following table. The stock awards were recorded at the mar-
ket price of the Siemens stock on the date of commitment less the present value of
dividends expected during the holding period, because stock awards are not eligible
to receive dividends. The resulting value amounted Lo €97.94 (2006: €67.70).

Accordingly, stock-based compensation was as follows:

Stock-based compensation

(Amounts in Number of units Fair value of stock awards
number of units or €)1 Stock awards'® Stock awards®@!

2007 2006 2007 2006
Peter Léscher!) 10,211 - 1,000,065 -
Dr. Klaus Kleinfeld® - 5,540 750,000 375,058
Prof. Johannes Feldmayert* - 3,693 - 250,016
Dr. Thomas Ganswindt™ - - - -
Dr. Heinrich Hiesinger'® 7,658 - 750,025 -
Joe Kaeser'” 7,658 4,432 750,025 300,046
Prof. Dr. Edward G. Krubasix*™ - - - -
Rudi Lamprecht 7.658 3,693 750,025 250,016
Heinz-Joachim Neubiirger® - - - -
Dr. tirgen Radomski 7,658 3,693 750,025 250,016
Prof. Dr. Hermann Requardt® 7,658 2,955 750,025 200,054
Dr. Uriel J. Sharef 7.658 3,693 750,025 250,016
Prof. Dr. Klaus Wucherer 7,658 3,693 750,025 250,016
Eduardo Montes'! 7.658 2,955 750,025 200,054
Prof. Dr. Erich R. Reinhardt™ 7,658 2,955 750,025 200,054
Prof, Dr. Claus Weyrich™®® - - - -
Total 79,133 37,302 8,500,290 2,525,346

1 The fair value of the stock-based compensalion relate to stock awards granted in November 2007 and 2006
for fiscal years 2007 and 2006, respectively. The amounts for 2006 shown in this table are those obtained after
reducing the stock-based compensation in connection with the transfer of Managing Board remuneration to the
hardship fund for Ben) Mebile employees in Germany,
12 After a holding period of three (2006: four) years, the stock awards will be settled on November 8, 2010
(awards granted for fiscal year 2006 on November 10, 2010}, Under the stock award agreement, the eligible
recipients will receive a corresponding number of Siemens shares without additional payment, Dr, Kieinfeld's

stock-based compensation is settled in cash,

B Effective June 30, 2007, Dr. Kleinfeld resigned from his offices 25 a full member of the Managing Board and
as CEO and President of the Managing Board of Siemens AG. The full term of his service agreement would
have expired on September 30, 2007. Effective July 1, 2007, Peter LEscher was elected a full member of the
Mananing Board and appointed Chief Executive Officer and President of the Managing Board of Siemens AG.

4 prof, Feldmayer had been suspended since March 28, 2007 and feft the Managing Board, effective September
30, 2007,

) Dr. Ganswindu, Prof. Dr. Krubasik and Prof. Dr. Weyrich resigned from the Managing 8oard,
effective September 30, 2006,

'€} Dr. Hiesinger was elected a full member of the Managing Boasd, effective June 1, 2007,

7 Gn May 1, 2006, Joe Kaeser succeeded Heinz-Joachim Neubiirger, who resigned from the Managing Board
on April 30, 2006, as a full member of the Managing Board of Siemens AG.

® praf. Dr. Requardt was elected a full member of the Managing Board, effective October 1, 2006.

B Deputy members of the Managing Board.
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The following table contains information concerning the stock awards
and stock options held by members of the Managing Board that were
components of the stock-based compensation in fiscal year 2007 and
prior years. The stock options were issued in fiscal years 1999 through
2005 under the terms and conditions of the 1999 and 2001 Siemens
Stock Option Plans approved by the Annual Shareholders’ Meetings on
February 18, 1999 and February 22, 2001 (for details on the Siemens
Stock Option Plans see Note 33 of the “Notes to Consolidated Financial
Statements”).

{Amounts in number
of units orin €)

Pater Lascher'?

Dr. Klaus Kleinfeld™

Prof. Johannes Feldmayer®

Dr. Heinrich Hiesinger™

Joe Xaeser

Rudi Lamprecht

Dr. JOrgen Radomski

Prof. Dr. Hermann Requardt™®

Dr. Urie! }. Sharef

Prof. Dr. Klaus Wucherer

Eduardo Montes™

Prof. Dr. Erich R. Reinhardt™®

Total

(Amounts in number
of units or in €)

Peter Loscher!"

Dr. Klaus Kleinfetd™"

Prof. Johannes Feldmayer®

Dr, Heinrich Hiesinger®

Joe Kaeser

Rudi Lamprecht

Dr. Jurgen Radomski

Prof. Dr. Hermann Requardt®

Dr. Uriel J. Sharef

Prof. Dr. Klaus Wucherer

Eduardo Montes'®

Prof. Dr. Erich R. Reinhardt'®

Total
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Stock awards

Balance at Granted Vested Forfeited Balance at
beginning of during during during end of
fiscal year 2007 fiscal year fiscal year fiscat year fiscal year 2007'%
Weighted Weighted Weighted Weighted Weighted
average average average average average
grant-date grant-date grant-date grant-date grant-date
Awards fair value Awards fair value Awards fair value Awards fair value Awards fair value
22,555 56.61 5.540 67.70 - - - - 28,095 38.80
21,149 56.45 3,693 67.70 - - 8,254 61.49 16,588 56.44
1,942 56.45 2,481 67.70 - - - - 4,423 62.76
1,785 56.49 4,432 67.70 - - - - 6,217 64.48
10,211 57.06 3,693 67.70 - - - - 13,904 59.89
22,788 56.71 3,693 67.70 - - - - 26,481 58.24
2,244 56.59 2,955 67.70 - - - - 5.199 62,91
22,912 56.73 3,693 67.70 - - - - 26,605 58.25
22,912 56.73 3,693 67.70 - - - - 26,605 58.25
1,128 56.53 2,955 67.70 - - - - 4,083 64,62
3,199 56.58 2,955 67.70 - - - - 6,154 61.92
132,825 56.67 39,783 67.70 - - B,254 61.49 164,354 59.10
Stock options
Balance at Granted Exercised Forfeited Balance at
beginning of during ”, during during end of
fiscal year 2007 fiscal year fiscal year fiscal year fiscal year 2007'®
Weighted Weighted Weighted Weighted Weighted
average average average average average
Options exercise price Options { exercise price Options | exercise price Options { exercise price Options | exercise price
129,925 72.26 - - 78,510 69.45 51,415 76.55 0 -
102,255 76.19 - - 61,310 74.79 40,945 75.28 [¢] -
53,255 72.47 - - 22,500 66.73 7,000 B87.19 23,755 73.56
47,800 73.54 - - 1,950 86.23 7,000 87.19 38,850 70.44
101,965 72,52 - - 45,500 67.65 11,000 87.19 45,465 73.85
143,730 72,32 - - 99,785 69.42 15,000 87.19 28,945 74.59
51,880 77.31 - - 13,900 76.89 10,500 87.19 27,480 73.74
139,980 71.94 - - 13,500 86.23 15,000 87.19 111,480 68.16
139,980 71.94 - - 43,500 63.80 15,000 87.19 81,480 73.49
27,700 78.30 - - 3,900 86.23 6,000 87.19 17,800 73.57
95,450 72.30 - - 20,000 53.70 12,000 87.19 63.450 75.35
1,033,920 73.08 - - 404,355 69.57 190,860 82.41 438,705 72,27

™ Effective june 30, 2007, Dr. Kleinfeld resigned from his offices as a full member of the Managing Board and as
CEO and President of the Managing Board of Siemens AG, The full term of his service agreement would have
expired on September 30, 2007. Effective July 1, 2007, Peter LBscher was elected a full member of the
Managing Board and appointed Chief Executive Officer and President of the Managing Board of Siemens AG,
@ Prof. Feldmayer had been suspended since March 28, 2007 and %eft the Managing Board, effective September
30, 2007,
@ pr, Hiesinger was elected a full member of the Managing Board, effective June 1, 2007,
@ prof, Dr. Requardt was elected a full member of the Managing Board, effective October 1, 2006,
) Deputy members of the Managing Board.
% Amounts do not include stock awards or stock options granted in Novemnber 2007 for fiscal year 2007,
For details see page 300 ff. However, these amounts may include stock awards or stock options received as
compensation by the Managing Board member before appointment to the Managing Board.
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{Amounts in number
of units or in €)

Stock options

Options outstanding
at September 30, 2007

Options exercisable
at September 30, 2007

Weighted Weighted
Number average Number average

Exercise | of options | remaining of options | remaining

price outstanding | life (in years) | exercisable | life (in years)
Peter Lischer!" - - - - -
Dr. Klaus Kleinfeld™” - - - - -
Prof. Johannes Feldmayer'® - - - - -
Or. Heinrich Hiesinger™ 72.54 11,910 2.2 11.910 2.2
Dr. Heinrich Hiesinger'? 74,59 11,845 3.2 - -
Joe Kaeser 53.70 6,000 0. 6,000 0.1
Joe Kaeser 73.25 11,000 1.2 11,000 1.2
Joe Kaeser 72.54 10,355 2.2 10,355 2.2
Joe Kaeser 74.59 11,495 3.2 - -
Rudi Lamprecht 72.54 16,520 2.2 16,520 2.2
Rudi Lamprecht 74.59 28,945 3.2 - -
Dr. tirgen Radomski 74.59 28,945 3.2 - -
Prof. Dr. Hermann Requardt™ 72.54 11,390 2.2 11,390 2.2
Prof. Dr, Hermann Requard 74.59 16,090 3.2 - -
Dr. Uriel J. Sharef 53.70 30,000 0.1 30,000 0.1
Dr. Uriel J. Sharef 73.25 25.000 1.2 25,000 1.2
Dr. Uriel J, Sharef 72,54 27,535 2.2 27,535 2.2
Or, Uriel J. Sharef 74.59 28,945 3.2 = -
Prof. Dr. Klaus Wucherer 73.25 25,000 1.2 25,000 1.2
Prof. Dr. Klaus Wucherer 72.54 27,535 2.2 27,535 2.2
Prof, Dr, Klaus Wucherer 74.59 28,945 3.2 - -
Eduardo Montes'™ 73.25 4,000 1.2 4,000 1.2
Eduardo Montes™ 72.54 6,215 2.2 6,215 2.2
Eduardo Montes'™ 74.59 7.585 3.2 - -
Prof. Dr. Erich R. Reinhardt™®) 86.23 8,775 0.2 8,775 0.2
Prof. Dr. Erich R. Reinhardt™ 73.25 15,000 1.2 15,000 1.2
Prof. Dr. Erich R. Reinhardt'® 72.54 16,520 2.2 16,520 2.2
Prof, Dr, Erich R. Reinhardt!™ 74.59 23,155 3.2 - -
Total 438,705 252,755

" Effective June 30, 2007, Dr. Kleinfeld resigned from his offices as a full member of the Managing Beard and as
CEQ and President of the Managing Board of Siemens AG. The full term of his service agreement would have
expired on September 30, 2007. Effective July 1, 2007, Peter Lscher was elected a full member of the
Managing Board and appointed Chief Executive Officer and President of the Managing Board of Siemens AG,

@ prof. Feldmayer had been suspended since March 28, 2007 and resigned from the Managing Board,

effactive September 30, 2007,

3 Dy, Hiesinger was elected a full member of the Managing Board, effective June 1, 2007,
™ prof, Or. Requardt was elected a full member of the Managing Board, effactive October 1, 2006.
5} Deputy members of the Managing 8oard.
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Stock options exercised
in fiscal year 2007

Weigh Wer

(Amaounts in number Number m:r?:e:e;izeeo:ge
of units or in €) of units date of exercise

Peter Lbscher'” - -
Dr. Klaus Kleinfeld™ 78,510 90.40
Prof. Johannes Feldmayer® 61,310 90.49
Dv. Heinrich Hiesinger™ 22,500 86.09
Joe Xaeser 1,950 a87.49
Rudi Lamprecht 45,500 89.84
Dr. Jirgen Radomski 99,785 91.71
Prof. Dr. Hermann Requardt™ 13,900 96,24
Dr. Uriel ). Sharef 13,500 88.40
Prof. Dr. Klaus Wucherer 43,500 95.32
Eduardo Montes™ 3,900 87.49
Prof. Dr. Erich R. Reinhard:® 20,000 89.20
Total 404,355 91,00

™ Effective June 30, 2007, Dr. Kleinfeld resigned from his offices as a full member of the Managing Board and as
CEOQ and President of the Managing Board of Siemens AG, The full term of his service agreement wouid have
expired on September 30, 2007, Effective July 1, 2007, Peter L8scher was elected a full member of the
Managing Board and appointed Chief Executive Officer and President of the Managing Board of Siemens AG.

@ prof. Fetdmayer had been suspended since March 28, 2007 and left the Managing Board,
effective September 30, 2007,

9 pr, Hiesinger was elected a full member of the Managing Board, effective June 1, 2007,

“) prof. Dr. Requardt was elected a full member of the Managing Board, effective October 1, 2006.

5} Deputy members of the Managing Board.

Pension benefit commlitments - With the realignment of the German pension plan
of Siemens AG into a Defined Contribution Benefit Plan (BSAV), the system of de-
fined benefits for members of the Managing Board was alse replaced with effect
from October 1, 2004 by a pension benefit system based on contributions by the
Company. Pension benefits earned through September 30, 2004 were not affected.
The amount of the contributions to the BSAV is determined annually by the Chair-
man’s Committee of the Supervisory Board. The contributions under the BSAV are
added to the personal pension account each January following the close of the fiscal
year, with value date on January 1. Until the beneficiary’s time of retirement, the
pension account is credited on January 1 each year with an annual interest payment
(guaranteed interest).

For fiscal year 2007, the members of the Managing Board were granted contribu-
tions under the BSAV totaling €13.6 million (2006: €4.2 million), based on a resolu-
tion adopted by the Chairman’s Committee of the Supervisory Board on November 7,
2007. Of this amount, €0.7 million {2006: €0.7 million) relates to funding of pension
commitments earned prior to transfer to the BSAV and the remaining €12.9 million
(2006: €3.5 million) to contributions granted under the BSAV.

10
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The following table shows on an individual basis, among other things, the contribu-
tions (additions) under the BSAV attributable to the members of the Managing Board
for fiscal year 2007:

Defined Contribution Benefit Plan (85AV)

Information pursuant to Section 4.2.5 para. 2, 2™ sentence
of the German Corporate Governance Code

Of which,
funding of pen-

Balance of sion commit- Of which,

BSAV account Total contri- | ments earned contributions

at September bution for prior to transfer |  to the BSAY
(Amounts in €) 30, 2007 fiscal 2007 | to the BSAV account
Peter Léscher® - 280,000 - 280,000

- 8.500,000% ~ 8,500,000

Dr. Klaus Kleinfeld® 1,095,556 805,000 154,700 650,300
Prof. Johannes Feldmayer'®) 672,143 524,160 129,908 394,252
Dr. Heinrich Hiesinger™ 246,731 436,800 31,322 405,478
loe Kaeser 544,341 436,800 24,097 412,703
Rudi Lamprecht 707,329 524,160 112,554 411,606
Dr. Jirgen Radomskit® - - - -
Prof. Dr. Hermann Requardt™ 496,554 436,800 27,816 408,984
Dr. Uriel ). Sharef 673,800 370,000 - 370,000
Prof. Dr. Klaus Wucherer 673,800 370,000 - 370,000
Eduardo Montes™ 138,011 436,800 74,375 362,425
prof, Dr, Erich R, Reinhardt™ 571,513 436,800 102,637 334,163
Total 5,819,778 13,557,320 657,409 12,899,911

1 |n each case, including the additions in January 2007, but without reflecting minimum interest of currently
2.25% accrued in the meantime.

12} Effective June 30, 2007, Dr. Kleinfeld resigned from his offices as a full member of the Managing Board and as
CEO and President of the Managing Board of Siemens AG. The full term of his service agreement would have
expired on September 30, 2007. Effective fuly 1, 2007, Peter Ldscher was elected a full member of the
Managing Board and appainted Chief Executive Officer and President of the Managing Board of Siemens AG.

 spacial addition as of January 2008: for details see above (p. 97).

" prof. Feidmayer had been suspended since March 28, 2007 and left the Managing Board, effective September
30, 2007.

5 pr. Hiesinger was elected a full member of the Managing Board, effective June 1, 2007,

18 Dr, Radomski was not transferred to the BSAV.

) prof, Dr. Requardt was elected a full member of the Managing Board, effective October 1, 2005,

B Deputy members of the Managing Board.

The defined benefit obligation (DBO) of all pension commitments to members of the
Managing Board as of September 30, 2007 amounted to €46.0 million (2006: €54.8
million), which amount is included in Note 23 of the “Notes te Conselidated Finan-
cial Statements.”

Former members of the Managing Board and their surviving dependents received
emoluments within the meaning of § 314 (1), no. 6 b of the HGB totaling €16.0 mil-
lion (2006: €14.4 million) for the year ended September 30, 2007.

The defined benefit obligation (DBQ) of all pension commitments to former mem-
bers of the Managing Board and their surviving dependents as of September 30,
2007 amounted to €134.8 million {2006: €125.6 million), which amount is included
in Note 23 of the “Notes to Consolidated Financial Statements.”
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Other. No loans from the Company are provided to members of the Managing Board.

Commitments and Contingencies. The Company has provided a guarantee in the
amount of €4.5 million as security for a collateral guarantee in the total amount of
€5 million to be provided by a former member of the Managing Board (for details
see Note 29 of the “Notes to Consolidated Financial Statements”}.

2. Supervisory Board remuneration

The remuneration of the members of the Supervisory Board was determined at the
Annual Shareholders’ Meeting through shareholder approval of a proposal by the
Managing and Supervisory Boards. Details of the remuneration are set forth in the
Articles of Association of Siemens AG. The remuneration of the members of the
Supervisory Board is based on the Company's size, the assignments and responsibi-
lities of the Supervisory Board members, and the Company's overall business positi-
on and performance. [n addition to a fixed compensation component, the remunera-
tion includes variable compensation based on the Company's short-term and
long-term performance. The Chairman, the Deputy Chairmen, as well as the Chair-
man and the members of the Audit Committee receive additional compensation. The
members of the Compliance Committee and the Nominating Committee do not re-
ceive additional compensation for these services in fiscal year 2007,

The current remuneration policies for the Supervisory Board were authorized at the
Annual Shareholders’ Meeting of January 27, 2005. Details are sel gut in § 17 of the
Articles of Association of Siemens AG,

As a result, the remuneration of Supervisory Board members for fiscal year 2007
includes three components:

0 a fixed compensation compenent,

i a short-term compensation component based on earnings per share, and

¢ along-term compensation component based en earnings per share.

In accordance with these remuneration policies, each Supervisory Board member
receives fixed compensation of €50,000 per year and short-term variable compen-
sation of €150 per year for each €0.01 of earnings per share as disclosed in the
Consolidated Financial Statements in excess of a minimum amount of €1.00. This
minimum amount will be increased annually by 10 percent, beginning with the fis-
cal year starting on October 1, 2005. In addition, long-term compensation in the
amount of €50,000 is granted, payable after expiration of the then applicable five-
year term of the Supervisory Board. This long-term compensation wilt only be paid
if earnings per share at the end of the Supervisory Board's term of office have in-
creased by more than 50 percent compared to the beginning of the term of office.
Earnings per share, on which the calculation of the Supervisory Board’s remunera-
tion is based, has to be adjusted for significant extraordinary items. For fiscal year
2007, the Supervisory Board's remuneration was determined on the basis of earn-
ings per share in the amount of €4.76, after adjustment for significant extraordinary
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2007 2006
Short-term Long-term Short-term Long-term

Fixed variable variable Fixed variable variahle

compen- compen- compen- compen- compen- compen-
{(Amounts in €) sation sation sation''? Total sation sation sation Total
Or, Gerhard Cromme®t® 114,583 122,031 33,333 269,947 100,000 69,000 - 169,000
Prof. Dr. Heinrich v. Piere/? Gt 72,917 77,656 23,333 173,906 125,000 86,250 - 211,250
Ralf Heckmann'® 100,000 106,500 33,333 239,833 100,000 §9,000 - 169,000
Or. Josef Ackermann® 75,000 79,875 33,333 188,208 75,000 51,750 - 126,750
Lothar Adler 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Gerhard Bieletzki 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
John David Coombe® 62,500 66,563 33,333 162,396 50,000 34,500 - 84,500
Hitdegard Cornudet 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Birgit Grube 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Bettina Haller' 25,000 26,625 8,333 59,958 ~ - - -
Heinz Hawreliuk'? 75.000 79,875 33,333 188,208 75,000 51,750 - 126,750
Berthold Huber 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Prof. Dr. Walter Kréll 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Prof. Dr. Michaet Mirow' 25,000 26,625 8,333 59,958 - - - -
Wolfgang Miifler'™ 16,667 17,750 23,333 57,750 50,000 34,500 - 84,500
Georg Nassauer!" 25,000 26,625 25,000 76,625 50,000 34,500 - 84,500
Thamas Rackow'™® 50,000 53,250 20,833 124,083 37.500 25,875 - 63,375
Dieter Scheitor™ 37,500 39,938 10,833 88,271 - - - -
Dr. Albrecht Schmidt 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Dr. Henning Schulte-Noetle™ 87,500 93,188 33,333 214,02% 75,000 51,750 - 126,750
Peter von Siemens 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Jerry I. Speyer 50,000 53,250 33,3313 136,583 50,000 34,500 - 84,500
Lord lain Vallance of Turmmel 50,000 53,250 33,333 136,583 50,000 34,500 - 84,500
Klaus Wigand® - - 13,333 13,333 16,667 11,500 - 28,167
Total 1,266,667 1,349,001 666,659 | 3,282,327 | 1,254,167 865,375 - | 2,119,542

1 The amounts are subject to continuing membership on the Supervisory Board until the close of the Annual
Shareholders’ Meeting on January 24, 2008, In the event of prior resignation from the Supervisory Board, the
amount payable will be reduced on a pro rata basis. Supervisory Board members who left the Supervisory Board
after October 1, 2004 receive long-term variable compensation on a pro rata basis. For his services on the
Supervisory Board until January 27, 2005, the former Chairman of the Supervisory Board, Dr. Baumann, is
entitled to receive long-term variable pro rata compensation of €3,333.

@ At the beginning of the Supervisory Board meeting on April 25, 2007, Prof. Dr. v. Pierer tendered his resignation
as a member and as Chairman of the Supervisory Board, In his stead, Dr. Cromme was elected Chairman of the
Supervisory Board for the remaining term of office of his predecessor until the Annual Shareholders’ Meeting
on January 24, 2008, Prof, Dr. Mirow, who had been elected a substitute member, succeeded Prof. Or. v. Pierer
as a member of the Supervisory Board,

&} Each of Dr. Cromme as Chairman of the Supervisory Board and member of the Audit Committee; Ralf Heckmann
as Deputy Chairman of the Supervisory Board and a member of the Audit Committee; Dr, Ackermann as Deputy
Chairman of the Supervisory Boarg; Dr, Schulte-Noelle as Chairman and member of the Audit Committee (based
on length of service in each position); Heinz Hawreliuk and John David Coombe as members of the Audit
Committee receive higher fixed and variable compensation. For his period of office on the Supervisory Board,
Prof. Dy, v. Pierer, as former Chairman of the Supervisory Board and member of the Audit Committee, also
receives higher compensation an a pro rata basis. For his period of office as Chairman of the Audit Committee,
Dr. Cromme also receives higher compensation on a pro rata basis.

® fettina Haller, formerly a substitute member of the Supervisory Board, became a member of the Supervisory
Board of Siemens AG as a successor to Georg Nassauer with effect from April 1, 2007.

® Dieter Scheitor was appointed a member of the Supervisary Board by court order as a successor to Wolfgang
Miiller, who resigned from the Supervisory Board at the close of the Annual Shareholders’ Meeting on January
25,2007.

) Thomas Rackow, formerly a substitute member of the Supervisory Board, became a member
of the Supervisory Board as a successor to Klaus Wigand with effect from January 26, 2006.
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items. The long-term compensation which was introduced as of the fiscal year begin-
ning on October 1, 2004 will be payable on a pro rata basis upon expiration of the
current Supervisory Board's term of office, i.e. after the close of the Annual Share-
holders’ Meeting on January 24, 2008. The required increase, determined on a pro
rata basis, in earnings per share compared to the beginning of the term of office was
achieved.

The Chairman of the Supervisory Board receives double, and each Deputy Chairman
1.5 times, the amounts of the fixed compensation and the short-term variable com-
pensation of an ordinary member, Each member of the commilttees and additionally
the chairmen of these committees (in each case other than the Chairman’s Commit-
tee, the Mediation Commitiee, and the Ownership Rights Committee) each receive an
additional half of the fixed and the short-term variable compensation. The members
of the Supervisory Board are reimbursed for any out-of-pocket expenses incurred in
connection with their duties and for any sales taxes to be paid on their remuneration,
In consideration for the performance of his duties, the Chairman of the Supervisory
Board is furthermore entitled to an office with secretarial support and use of the
Siemens carpool service,

Under an existing agreement that was extended after the Annual Shareholders’ Meet-
ing 2003 on unchanged terms and conditions and that will expire after the Annual
Shareholders’ Meeting on January 24, 2008, Peter von Siemens, as a member of the
founder’s family, is entitled to reimbursement of expenses and the provision of a
company car and office with secretarial support for representing the Company at
official events in Germany and abroad, as well as in various associations.

No loans from the Company are provided to members of the Supervisory Board.

3. Other

The members of the governing bodies of Siemens and all board members of its
domestic and fareign subsidiaries are indemnified by Siemens or its subsidiaries
against third-party liability claims to the extent permitted by law. For this purpose,
the Company provides a group insurance policy for board and committee members
and employees of the Siemens organization which is taken out for one year and
renewed annually. The insurance covers the personal liability of the insured in the
case of a financial loss associated with employment functions. In such a case, the
Company may, with effect from October 1, 2005, hold members of the Managing
Board liable for such loss up to an amount equivalent to 20 percent of the fixed sala-
ry. In the same way, each member of the Supervisory Board has individually agreed
to be held liable up to an amount equivalent to 20 percent of the fixed compensation
component (i.e. a deductible within the meaning of Section 3.8, paragraph 2, of the
German Corporate Governance Code).
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Management’s discussion
and analysis

Business overview and Economic Environment

Fiscal 2007 - highlights

Fiscal 2007 was an eventful year that closed with one of Siemens’ best operating
quarters in history. Net income rose 21% and earnings per share for the year rose
20% compared to fiscal 2006, we exceeded our targets for revenue and crder
growth, and profitability increased strongly throughout Operations. We also com-
pleted the repurchase of the remaining cutstanding amount of a €2.5 billion con-
vertible bond issue which reduced dilution for Siemens shareholders by nearly 35
million shares. We expect the positive development of Siemens to continue in the
coming two fiscal years with revenue growing by at least twice the rate of global
gross domestic product (GDP) and Group profit from Operations to grow at least
twice as fasi as our revenue {for further information see “Outiook”).

Higher net income and EPS. Siemens’ net income in fiscal 2007 was €4.038 bil-
lion, a 21% increase over €3.345 billion a year earlier, Basic earnings per share
(EPS) was €4.24, up from €3.52 in fiscal 2006. Net income in the current year was
reduced by substantial corporate costs associated with legal and regulatory mat-
ters, which are discussed below. In addition, tax expense assoaciated with the
carve-out of Siemens VDO Automotive (SV) reduced net income by approximately
€1.1 billion. This expense was booked at 5V when it was determined to be held for
disposal and therefore part of discontinued operations. Furthermore discontin-
ued operations included a preliminary non-cash pre-tax gain of €1.6 billion gener-
ated by the transfer of the former Communications Group’s carrier-related busi-
nesses into Nokia Siemens Networks B.V, (NSN). Discontinued operations overall
contributed €129 million to net income in fiscal 2007 compared to €703 million a
year earlier. More detail on discontinued operations is provided below.

Increased profitability. Income from continuing operations was €3,909 bil-
lion for the year, 48% higher than a year earlier. Basic and diluted EPS on a con-
tinuing basis rose to €4.13 and €3.99, respectively, compared to €2.78 and €2.77
a year earlier. These increases were due to Group profit from Operations, which
climbed 70% year-over-year to €6.560 billion, even with negative equity invest-
ment income of €429 million related to NSN, which was formed by Nokia Corpora-
tion (Nokia) and Siemens in April 2067, A}l Groups in Operations increased their
Group profit and Group profit margin. Automation and Drives (A&D), Power Gen-
eration (PG), Medical Solutions (Med) and Power Transmission and Distribution
(PTD) had the highest levels of Group profit. Siemens IT Solutions and Services
(818) benefited strongly from severance programs in fiscal 2006 totaling €576 mil-
lion, and recorded Group profit of €252 million for the current year compared to
aloss of €731 million in the prior year.

Rapid growth in Group profit more than offset a signilicant increase in Corpo-
rate items, pensions and eliminations year-over-year, which rose from a negative
€527 million in fiscal 2006 to a negative €1.672 billion in the current year. The
change is due primarily to the legat and regulatory matters discussed below.
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Earnings at Financing and Real Estate rose to €557 million for fiscal 2007, from
€421 million a year earlier. Corporate Treasury activities contributed earnings of
€153 million compared o a loss of €18 million in the same period a year earlier,
which includes a €143 million net negative effect related to mark-to-market valua-
tion of a cash settlement option associated with the €2.5 billion convertible bond
issued in 2003. This option was irrevocably waived in the third quarter of fiscal
2006, effectively eliminating subsequent earnings effects,

Strong glebal growth, Our revenue increased 9% year-over-year, 10 €72,448
billion, with higher revenue in every region of the world, Both revenue and orders
include new business from acquisitions, particularly at Med and A&D, which
largely offset negative effects from currency translation involving the U.S. dollar.
On an organic basis (that is excluding the net effect of currency transiation and
portfolio transactions), revenue grew 10%. All our operating Groups increased
revenue organically year-over-year, highlighted by double-digit rises at A&D, PG
and PTD. Orders grew even faster, rising 12% to €83.916 billion, with double-digit
increases at PG, PTD, A&D, Industrial Services and Solutions (1&S) and Med. On an
organic basis, orders rose 13% year-over-year,

Higher cash flows and ROCE. We generated €6.755 billion in free cash flow
(defined as net cash provided by (uscd in) operating activities less additions to
intangible assets and property, plant and equipment) from continuing operations
in fiscal 2007, well above €1.820 billion in free cash flow a year earlier. Qur cash
conversion rate, calculated as free cash flow from continuing operations divided
by income from continuing operations, was 1.73 in fiscal 2007, well above our
target of 0.90 for liscal 2007. Free cash flow from centinuing and discontinued
operations increased from €1.607 billion in fiscal 2006 to €3.577 billion in the
current period.

Return on capital employed (ROCE) is defined as income before interest
expense divided by capital employed. Income before interest expense is calculated
as net income excluding other interest income (expense), net and excluding raxes
on other interest income (expense), net. Taxes on other interest income {expense),
net are calculated in simplified form by applying the current tax rate (which can
be derived from the Consolidated Statements of I[ncome) to other interest income
{expense), net. Net capital employed is calculated as total equity plus long-term
debt plus short-term debt and current maturities of long-term debt, minus cash
and cash equivalents. Because Siemens reports discontinued operations, Siemens
also calculates ROCE on a continuing operations basis, using Income from con-
tinuing operations rather than Net income. For purposes of this calculation, capi-
tal employed is adjusted by the nel figure for Assets classified as held for disposal
included in discontinued operations less Liabilities associated with assets classi-
fied as held for disposal included in discontinued operations. ROCE rose on a con-
tinuing basis to 12.7% for the year up from 9.6% a year earlier. Cur medium-term
target for ROCE is 14-16%.
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Completion of Fit4dMore, Many of our financial and operating highlights dur-
ing fiscal 2007 stem directly from our multi-year Fit4More program, which we
brought to a successiul close in the second quarter. In addition to setting the
growth and profitability targets mentioned above, Fit4More also focused our
business portfolio on strategic global markets such as industrial infrastructure,
energy, and healthcare. In fiscal 2007, we exited the automotive market via the
carve-out of $V, with a sale to Continental expected to close in the first quarter of
fiscal 2008, We also transferred our former telecommunications infrastructure
businesses into NSN, and are in the process of divesting our enterprise network-
ing business which is reported within discontinued operations. Meanwhile, we
completed or announced major acquisitions that add a successful in-vitro health-
care diagnostics business to complement our existing portfolio of diagnostics
imaging solutions. In our factory automation business, we added important prod-
uct life-cycle management (PLM) software capabilities. We also reoriented our iT
consulting and outsourcing business, combining it with other strategic IT units
within Siemens, and moving it into the 515 Group.

At the completion of Fit4More we announced Fit42010, a new program that is
founded on the same performance pillars as Fit4dMore, including goals for profit-
ability and growth, The new program adds the free cash fow, cash conversation
rate, and return on capitat employed (ROCE) targets mentioned above. As part of
Fit42010, we decided to improve our capital structure. We therefore set a capital
structure target that is measured by adjusted industrial net debt divided by
EBITDA (adjusted). The target range for our capital structure ratio is 0.8 - 1.0 to be
achieved by 2010. As a step toward achieving the new target ratio we announced a
share buyback program in the amount of up to €10 billion by 2010.

Progress with legal and regulatory matters. We made substantial progress
during the year in addressing issues related to investigations of past misconduct
by Sicmens employees. We take these matters very seriously and engaged them
vigorously as a top priority throughout the year. We gave significant management
attention and retained highly regarded outside experts to help us cooperate fully
with outside investigations, conduct our own internal investigations, and act upon
the results of these investigations. We also issued detailed, comprehensive public
disclosures on these topies at various points during the year. Taking continuing
and discontinued operations together, expenses for outside advisors engaged by
Siemens in connection with the investigations as well as remediation activities
totaled €347 million in fiscal 2007, and we expect further expenses in fiscal 2008.
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We booked a number of penalties related to the completion of outside investi-
gations during the year, These include European Commission antitrust penalties
related to gas-insulated switchgear and a fine from German authorities related to ‘
past actions at Com. Meanwhile we conducted our own internal investigations ‘
throughout Siemens, particularly to identify questionable payments made to out- I
side parties under Business Consulting Agreements (BCAs). We identified a sub- !
stantial sum of these payments, determined how much of the total of these pay-
ments had been incorrectly booked as tax-deductible business expenses, and
adjusted the comparative amounts for fiscal 2005 and 2006 in the Consolidated
Financial Statements included in this report. Including the expenses associated
with internal and external investigations and the penalties mentioned above, the
total expense within Corporate items associated with legal and requlatory matters
during fliscal 2007 was €843 million. For more information with respect to these
legal and regulatory matters, see “Legal Proceedings.”

Dividend. The Siemens Managing Board and Supervisory Board have proposed
a dividend of €1.60 per share. The dividend in the prior year was €1.45.

Strategic Overview

Our competitive sirategy is to innovate Lhrough research and development (R&D),

improve our business porifolio to bring thal innovation to market on a glebal

basis, and back these efforts with a strong financial condition.

We continually balance our business portfolio to maintain our leadership in
established markets while penetrating new markets. In some cases this involves
acquiring complementary technology that enables us to offer more complete solu-
tions. We also use acquisitions to gain scale in both established and new regional
markets. In fiscal 2007, we pursued both strategies, and also exited or reduced our
parlicipation in markets that did not belong to our focus areas. Major transactions
included the following:
¢ InJanuary 2007, we acquired the Diagnostics division of Bayer AG, headquar-

tered in the U.S. We integrated this business into our own Diagnostics division
at Med, following the fiscal 2006 acquisition of Diagnostic Products Corporation
(DPC) in the U.S., a leading provider of in vitro immunodiagnostics solutions,
We expect the Bayer transaction to significantly strengthen our position in in-
vitro diagnostics, a high-growth segment of the healthcare market.

1 In April 2007, we transferred our mobile and fixed-line carrier networks busi-
nesses into NSN, Qur enterprise networks business is held for disposal.

3 In May 2007, we acquired U.S.-based UGS Corp., one of the leading providers of
product lifecycle management (PLM) software and services for manufacturers.
We expect this transaction te complement and extend our existing software
capabilities in the factory automation industry, which increasingly integrates
information technology {(IT) into manufacturing facilities and processes.

0 Int July 2007, we announced an agreement to acquire U.5.-based Dade Behring
Holdings, Inc. {Dade Behring), a leading clinical laboratory diagnostics com-
pany. The transaction closed in the first quarter of fiscal 2008. We intend to
integrate this acquisition into the Diagnostics division at Med, making Siemens
the world’s first fuily integrated diagnostics provider with solutions for in-vitro
diagnostics, in-vivo imaging, and data- and image-management soltware.
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3 In July 2007, we signed an agreement with Continental AG, Hanover, Germany, to
sell our entire SV activities. These business activities are reported in discontin-
ued operations for both the current and prior periods.

We further improved our business portfolio in fiscal 2007 through smaller
acquisitions and divestments. For a detailed discussion of our acquisitions, dis-
positions and discontinued operations, see “Notes to Consotidated Financial
Statements.”

Siemens operates in approximately 190 countries, making us one of the most
global companies in the world. in fiscal 2007, cur business outside Germany
accounted for nearly €60 billion in revenues, represcnting 83% of total revenue.
In particular, we expanded our business in Europe and Asia-Pacific at more than
twice the rate of GDP growth in these regions. Revenue rose even faster in the
smaller Africa, Near and Middle East, Commonwealth of Independent States
region, which grew to account for nearly 10% of our revenues in fiscal 2007.

We support our competitive strategy with all our corporate resources, includ-
ing our Financing and Real Estate Groups and our Corporate Treasury which pro-
vide important capabilities for financing and managing our assets. We also man-
age the capital structure in our balance sheet to ensure cost-elfective access to the
capital we need for building our business and sustaining profitable growth that
creates value for shareholders.

Worldwide Economic Environment

According to estimates of Global Insight, Inc., gross domestic product (GDP} in
2007 is expected to grow 3.6% on a global basis. The decline compared to GDP
growih of 3.9% in 2006 is due to rising oil prices and higher interest rates among
other factors.

Europe is expected to experience a decline to 2.9% GDP growth in 2007 com-
pared to 3.2% in 2006. Within Eurcpe, 2.7% GDP expansion is anticipated for the
Western Europe nations, down from 3.0% in 2006, as the cooler global economy
and a stronger euro combine to weigh on export growth. In Germany, the appreci-
ation of the euro and higher taxes are expected to slow GDP growth to 2.6% for the
year, down from 2.9% a year earlier. As in 2006, the economies of Central and East-
ern Europe are expected to grow faster than Europe overall, with aggregate GDP
growth of 6.1%, This represents a slight slowing from 6.3% in 2006.

In the Americas, GDP growth is expected to fall to 2.5% in 2007 from 3.2% in
2006, primarily because of a decline in U.S. economic growth from 2.9% in 2006 to
2.0% in 2007. Among the lactors that are slowing growth of the U.S. economy are
downturns in real estate and housing coenstruction, which are eroding consumer
spending as well as employment in construction and related industries and uncer-
tainty in financial markets following large write-downs by major banks relating to
exposures (o sub-prime mortgage. While strong global demand for raw materials
is expected to support GDP growth of 4.8% in Latin America, that level would still
represent a dectine from 5.0% in 2006.
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In contrast, GDP growth is expected to rise to 5.7% in Asia-Pacific, from 5.5% in
2006, with China and India continuing as the primary growth engines. China is
expected to expand GDP by 11.5% in 2007, benefiting from booming infrastructure
investment, strong export industries, and significantly increased participation
in Chinese equity markets by domestic households with globally high rates of
income savings. India is expected to post GDP growth rate of 8.8% in 2007, down
from 9.4% in 2006, as the country develops its manufacturing and construction
industries and broadens its service sector to complement its established strength
in IT outsourcing.

GDP growth for the region comprising Africa, the Near and Middle East and the
Commonwealth of Independent States (C.1.5.} is anticipated to reach 6.6% in 2007,
above last year’s growth rate of 6.3%, as the countries of the region continue to
benefit from strong global demand for oil and raw materials.

Market Development

The market for electronics and electrical engineering solutions and infrastructure
remained strong in 2007, with particular interest in advanced technologies that
could provide cleaner and more efficient energy, increase manufacturing produc-
tion efficiency, improve diagnostic and preventive healthcare and enhance trans-
portation.

Siemens’ portfolio focus positioned it well to meet customer demands in all
these areas. Strong demand for infrastructure investments, e.g. by the world's
emerging and developing economies and oil-producing nations expanded the
opportunities for Siemens’ Groups in power generation, power transmission and
distribution, and transportation. Rapid industrialization continued in Asia-
Pacilic, driven by China's and India’s economic expansion. This in turn fueled
demand for Siemens’ offerings in factory and process automation and electronics
assembly. In developed nations, trends such as aging populations, healthcare and
homeland security concerns and rising energy costs played to Siemens’ estab-
lished strengths in medical diagnostics and building security, as well as to new
capabilities in alternative energy.

Market Trends

Within the broad macroecenomic trends discussed above, there are numerous
technological, geographic and customer demand trends that affect our business.
Important trends that we are monitoring closely for risks and opportunities are
discussed in the paragraphs that follow.

Demand continued fo rise {or factory and process avtomation as well as infra-
structure engineering solutions, particularly in Asia-Pacific countries that are
expanding manufacturing capacity to meet the demands of their outsourcing cus-
tomers in other regions. In the U.5. and Europe, demand for automation and con-
trol solutions was strong in sectors focused on exports. In the building market,
customers continued to seek technology enabling more secure, energy-efficient
structures. 1n all regions, there is a growing trend toward reduced use of raw
materials and more energy-efficient production processes.
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Demand in the global rail industry also increased, with energy efficient solu-
tions gaining importance. Asia-Pacific’s growing economies and concentration of
population in cities continued to increase demand for urban transit solutions.

Asia-Pacific led growth in the general lighting market as well, and OEMs con-
tinued to shift manufacturing to these lower-cost, faster-growing markets,
Demand also grew for advanced solutions, such as light emitting diodes (LEDs)
and precision components, and for energy-efficient, environmentally friendly
products.

In the energy sector, China's rapid modernization continued to drive global
demand for fossil power generation and transmission systems, followed by rising
power infrastructure needs in the Middle East and the CIS countries. In the U.S.
and Europe, concerns about rising energy costs and security of supply continued
to stimulate investment in alternative power generation, particularly large ofi-
shore wind farms.

{n healthcare, aging populations and increased emphasis on preventative care
in developed countries continued to fuel demand for advanced diagnostic solu-
tions, including medical imaging such as computed tomography (CT) and mag-
netic resonance imaging (MRI) and the full spectrum of in-vitro diagnostic test-
ing. The need to improve the quality of care and reduce healthcare costs leads to
a growlng importance of integrated diagnostic solutions and the overall improve-
ment of clinical workflow, facilitated by integrated healthcare IT systems. In the
U.S. the Deficit Reduction Act (DRA) took effect in January 2007, curtailing govern-
ment reimbursement for medical imaging procedures in the non-hospital (out-
patient) setting, imposing pressure on the U.S, medical imaging market.

Research and Development

In fiscal 2007, Siemens increased its research and development (R&D) expenses to
€3.399 billion, compared to €3.091 billion in the prior year. The average number
of employees engaged in R&D in fiscal 2007 was 30.9 thousand, up from 26.4 thou-
sand in fiscal 2006. A&D focused its R&D activities on manufacturing automation.
Osram focused its R&D activities on fostering sustainahle products, increased
brightness and lower production costs of LEDs. PG's R&D activities emphasized
rotating machinery such as gas and steam turbines, generators, compressors,
wind turbines, instrumentation and control systems for renewable, nuclear and
fossil power generation and improved power plant solutions, especially power
plants with carbon capture and other diversification of the power generation port-
folio, e.g. coal gasification, fuel cells and energy storage technologies. Med
invested in R&D particularly to improve technology and clinical applications for
medical imaging systems, such as such as magnetic resonance imaging, computed
temography, x-ray angiography, ultrasound and information technology.
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Basis of Presentation

To help shareholders understand and follow our progress, we present our finan-
cial results in aggregate and also break out the major components. The sum of
results for the components equals the result for Siemens as a whole.

The majority of our business is devoted to providing preducts and services to
customers based on Siemens’ expertise in innovative electrical engineering. We
call this component of our business Operations. The Groups in Operations design,
manufacture, market, sell, and service products and systems, or help customers
use and manage those products and systems. A Group is equivalent 1o a reportable
segment as defined by IFRS.

We measure the performance of the Groups in Operations using Group profit,
defined as earnings before financing interest, certain pension costs and income
taxes. Group profit therelore excludes various categories of items which are not
allocated to the Groups since the Managing Board does not regard such items as
indicative of the Group's performance. The effect of certain litigation and compli-
ance issues is also not included in Group profit when the Company concludes that
such items are not indicative of the Groups’ performance since the results of oper-
ations of the Groups may be distorted by the amount and the irregular nature of
such events. This may also be the case for jtems that refer to more than one Group
or have a corporate or central character. For additiona! information with respect
to Group profit, see “Notes to Consolidated Financial Statements.” The Managing
Board also determined Net capital employed as additional information to assess
the capital intensity of the Operations Groups. lts definition corresponds with the
Group profit measure. In addition, Free cash {low is used to compare cash genera-
tion among the Groups. For additional information see “Notes to Consolidated
Financial Statements.”

In fiscal 2006, Siemens announced portfolio changes that resulted in dissolv-
ing Com as a Group and reportable segment. As discussed in “Notes to Consoli-
dated Financial Statements,” the primary business components of the former
operating segment Com were either already disposed of (carrier networks and
MD) or still held for disposal (enterprise networks) as of September 30, 2007.
Beginning October 1, 2006, A&D assumed responsibility for Com’s Wireless
Modules business. Except for Wireless Modules and other businesses including
the former division Siemens Home and Office Communication Devices that was
reclassified from Com to Other Operations in the third quarter of fiscal 2006, the
historical results of the former operating segment Com are presented as discon-
tinued operations. Current and prior-year segment disclosures exelude the appli-
cable information included in the Company’s financial statement presentation.
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Due to the increased importance of the Company’s strategic investments
accounted for under the equity method, in particular the creation of NSN (see
“Notes to Consolidated Financial Statements” for further information), Siemens
has created a new reportable segment Strategic Equity Investments (SEI) begin-
ning in fiscal 2007. SEI represents an operating segment, having its own manage-
ment that reports the results ol the segment to the Managing Board. In addition to
the investments in Fujitsu Siemens Computers {Holding) BV (FSC) and BSH Bosch
und Siemens Hausgerédie GmhbH (BSH), the Siemens investment in NSN is also
reported in SEl beginning in the third quarter of fiscal 2007. The investmenits in
FSC and BSH were included within Other Operations until September 30, 2006.
Prior-year information was reclassified for comparability purposes for these two
investments.

A new Group called Siemens IT Solutions and Services (518) was created effec-
tive April 1, 2007. SIS consists primarily of the activities of the former segment
Siemens Business Services that were bundled with other information technology
activities, Prior-year information was reclassified for comparability purposes.

In fiscal 2007, Siemens also signed an agreement to sell its entire SV activities
to Continental AG. The historical results of the SV business are reported as discon-
tinued operations, Beginning in the fourth quarter of fiscal 2007, SV ceased to
represent a reportable segment. Current and prior-year segment disclosures
therefore exclude the applicable information included in the Company’s financial
statement presentation.

Another compenent of cur Company is made up of two Groups invelved in non-
manufacturing activities such as financing, leasing, investing and real estate. We
call this component of our business Financing and Real Estate. We evaluate the
profitability of our Financing and Real Estate Groups using income before income
taxes.
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In breaking out the Operations and Financing and Real Estate components and
in order to show more clearly our external performance, we exclude the business
they conduct with each other and with our Corporate Treasury, which provides
cash management services for our Groups and corporate finance activities, These
internal transactions are thercfore included into a component called Elimina-
tions, reclassifications and Corporate Treasury. This component is the difference
between the results for Operations and Financing and Real Estate and the results
of Siemens. For additional information, see “Notes to Consolidated Financial
Statements.”

Siemens
Consists of the following three components which include the nine operating Groups and the two l
Groups in Financing and Real Estate

Operations* Financing and Real Estate

» Automation and Drives (A&D) a Siemens Financial Seeviges (SFS)
# Industrial Solutions and Services (1&S) = Siemens Real Estate (SRE)
m Siemens Building Technologies (3BT)
= Osram
8 Transportation Systems (TS) Elfminations,
reclassifications and

& Power Generation (PG)
= Power Transmission and Distribution (PTD)

= Medical Solutions (Med)

Corporate Treasury

# Siemens (T Solutions and Services (515) H

Strategic Equity Investments {SEI)

Other Gperations; Corporate items,
pensions and efiminations

-

In fiscal 2006, Siemens announced portfolio changas that resul-
ted in dissolving Communications (Com} as a Group and reporia-
bie segment.

A new segment called Strategic Equity Investmenis (SEI) was
crested as of October 1, 2006 and includes certain strategic
investments accounted for using the equity method. Beginning
in the third quarter of fiscal 2007, the Siemens investment in
Nekia Siemens Networks (NSN) is also reported in SEI

SIS was created effective April 1, 2007 and consists primarily

of the activities of the former segment Siemens Business Services
(5B5) that were bundled with other information technology

(IT} activities.

In fiscal 2007, Siemens signed an agreement to sell its entire
Siemens VDO Automotive (SV) activities 10 Continental AG.

The 5V businass is reported as discontinued operations,
Beginning in the fourth quarter of fiscal 2007, SV ceased to
represent a reportable segment.
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In this report we inctude information concerning new orders for each of the
years presented, Under our order recognition policy, we generally recognize a
new order when we enter into a contract that we consider “effective and binding”
based on our review of a number of different criteria. As a general rule, if a con-
tract is considered effective and binding, we recognize the total contract value as
promptly as practicable, where total contract value is defined as the agreed price
for the goods to be delivered and services to be rendered, or the agreed fee, in
each case for the irrevocable term of the contract. For service, maintenance and
outsourcing contracts with a contractual term of greater than 12 months, if
management determines that there is a high degree of uncertainty concerning
whether the customer will adhere to the full contract term, the agreed fees for the
next 12 months are recognized as new orders on a revolving basis. In the event an
order is cancelled or modified in amount during the ongoing fiscal year, we adjust
our new order total for the current period accordingly, rather than retroactively
adjust previously published new order totals, However, if an order from the previ-
ous year is cancelled, it is generally not adjusted from current period new orders,
butinstead from existing orders on hand. There is no standard system among
companies in our areas of activity for the compilation of new order information,
with the result that our new order totals may not be comparable with new order
totals published by other companies. Our new order totals are not audited by our
externat auditors, but we do subject them (o internal documentation and review
requirements, We may change our policies for recognizing new orders in the
future without previous notice.
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Fiscal 2007 - Results of Siemens

The following discussion presents selected information for Siemens for Lhe fiscal
years ended:

New Orders (location of customer)

Year ended % Change

September 30, vs, previous year therein
(€ in millions) 2007 2006 Actual Adjusted* Currency Portfolio
Germany 13,562 12,782 6% 5% 0% 1%
Eurape {other than Germany) 26,648 22,391 19% 18% 0% 1%
Americas 22,891 20,202 13% 18% (9)% 4%
Asia-Pacific 13,29 11,250 18% 19% (3)% 2%
Africa, Near and
Middle East, C.1.5.** 7,584 8,359 {9)% (7)% {3)% 1%
Siemens 83,916 74,944 12% 13% (3% 2%

* Excluding currency translation and portfolio effects,
** Commonwealth of independent States.

Siemens booked €83.916 hillion in new orders in fiscal 2007, This 12% rise
compared to fiscal 2006 resulted in a hook-to-bill ratio of 1.16 for the year. Europe
outside Germany and the Americas were the two largest regions by volume, fol-
lowed by Germany and Asia Paciflic. Europe outside Germany showed the fastest
growth of any region, with a 19% increase to €26.648 billion for the year led by
strong demand at PG, Med, PTD and A&D and numerous large new contracts.
Orders in Germany were €13.562 billion, up 6% including strong contributions
from A&D, PG and TS.

In the Americas region, orders rose 13% in fiscal 2007, to €22.831 billion,
despite considerable weakening of the U.S. dollar against the euro. Continuing
demand for energy solutions at PG, and {or industrial automation solutions at A&D
and I&S, more than compensated [or currency and market conditions that led to
reductions in orders in the U.S. at TS, Med, Osram and SBT. As a resuit, the U.S.
share of orders in the region fell to 73% compared to 78% in fiscal 2606. On an
organit basis, excluding the net effect of porifolio transactions and unusually
strong negative currency translation effects, orders were up 18% and 11% in the
Americas and the U.S. respectively.

Orders in Asia-Pacific came in at €13.291 billion, 18% higher than in the prior
year, with PG, A&D, PTD, Med and 1&S all winning at least 20% more new business
in the region. Orders in China and India were €4.871 billion and €2.015 billion,
and grew at 12% and 15% respectively, and accounted for 52% of new Asia-Pacific
orders. A year earlier, their combined share was 54%. New orders in the Africa,
Near and Middle East, C.1.S. region came in 9% lower year-over-year, at €7.584 bii-
lion, primarily because the prior year included a large order at TS for both trains
and maintenance in Russia. For the region as a whole, PTD, A&D and Osram saw
double-digit order growth for the current period.
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Revenue (location of customer)

Year ended % Change

September 30, VS, previous year therein
(€ in millions) 2007 2006 Actual Adjusted* Currency  Portfolio
Germany 12,594 12,382 2% 2% 0% 0%
Europe {other than Germany) 22,801 20,489 11% 10% 0% 1%
Americas 19.321 18,371 5% 9% (8)% 4%
Asia-Pacific 10,937 9,457 16% 18% (3)% 1%
Africa, Near and
Middle East, C.1.5.** 6,795 5,788 17% 19% (3)% 1%
Siemens 72,448 66,487 9% 10% (3)% 2%

* Excluding currency translation and portfolio effects.
**Commonwealth of Independent States.

Revenue for fiscal 2007 totaled €72.448 bitlion, a 9% increase compared to fis-
cal 2006. Revenue in Europe outside Germany rose 11% year-over-year, to €22.801
billion, with A&D, PG and Med leading the increase. Revenue growth was more
restrained in the Americas, affected by the considerable weakening of the U.S.
dollar against the euro during the year, coming in 5% higher than in fiscal 2006
at €19.321 billion. Energy, automation and medical solutions were the highlights
for the Americas overall as well as for the U.S., which accounted for 77% of the
region's revenue for the year. On an organic basis, revenue for the Americas and
the U.S. climbed 9% and 7% year-over-year, respectively.

Revenue grew more rapidly in Asia-Pacific, reaching €10.937 billion on a 16%
rise. Revenue in China was up 13% (o €4.146 billion, as A&D, PG and TS converted
major orders from prior periods into current business. While the majority of
Groups booked more revenue in China than in India, revenue for [ndia jumped
62% year-over-year from €1.034 billion to €1.676 billion and every operating
Group posted double-digit increases. Together China and India accounted for 53%
of Asia-Pacific revenue, up from 50% in fiscal 2006, The Africa, Near and Middle
East, C.1.S. region saw 17% growth compared to the prior year, benefiting from
large infrastructure orders in prior years, Most Groups posted double-digit
increases in the region, with Siemens’ energy businesses accounting for 63% of
the total volume of €6,795 billion.

Year ended

September 30,
(€ in millions) 2007 2006 % Change
Gross profit on revenue 20,876 17,379 20%

0s percentage of revenue 28.8% 26.1%
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Gross profit for liscal 2007 increased 20% year-over-year, as all Groups in
Operations increased gross profit. Gross profit margin increased to 28.8% from
26.1% a year earlier. This increase is due to improved gross profit margins over alt
groups, especially at SIS, benefiting from an improved cost structure following
severance charges in the prior year.,

Year ended
September 30,
(€ in milfions) 2007 2006 % Change
Research and development expenses {3,399) (3,091) 10%
os percentage of revenue 4.7% 4.6% -
Marketing, selling and general administrative expenses (12,103 (11,897 %
as percentage of revenue 16.7% 17.9% -
Other operating income 680 629 8%
Other operating expense (1,053) {260) 305%
Income from investments accounted
for using the equity method, net 108 404 (73)%
Financial income (expense), net (B) 254 -

Research and development expenses increased to €3.399 hillion, led by higher
outlays at Med and A&D. Despite the increase in our revenue year-over-year, R&D
expenses as a percent of revenue increased slighily to 4.7% from 4.6% in fiscal
2006. For additional information with respect to R&D, see “Research and Develop-
ment” and “Notes to Consolidated Financial Statements.” Marketing, selling and
general administrative expenses declined as a percent of revenue, to 16.7% from
17.9% a year earlier, due to the substantial increase in our revenue year-over-year.

Other cperaling income was €680 million in fiscal 2007, compared to €629 mil-
lion a year earlier. Gains on sales of property, plant and equipment and intangi-
bles increased from €208 million in fiscal 2006 to €289 million in fiscal 2007. In
fiscal 2007, gains on disposals of businesses were €196 million, benefiting from a
sale of a locomotive leasing business at TS, compared to €55 miliion in the prior
year. Fiscal 2006 included a gain of €70 million related to the settlement of an
arbitration proceeding.

Other operating expense increased significantly from €260 million in fiscal
2006 to €1.053 billion in fiscal 2007. The change year-over-year is due lo expenses
related to major legal and regulatery matters in the current period. This included
€440 million stemming from sanctions on major suppliers of gas-isolated switch-
gear, and €152 million in expenses for external advisors and consultants related
to legal and compliance issues, as well as €81 million in funding primarily for job
placement companies for former Siemens employees affected by the bankruptcy of
BenQ Mobile GmbH & Co. OHG (BenQ). Other operating expense in fiscal 2007 alse
inciuded €60 million for goodwill impairment,
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Income {rom investments accounted for using the equity method, net
decreased to €108 million from €404 million a year earlier, due to the loss of €429
million in fiscal 2007 from NSN. Financial income (expense), net decreased from
a positive contribution of €254 million in fiscal 2006 to a negative €8 million in
fiscal 2007, primarily due to higher interest for financial liabilities, which were
raised primarily at the end of the prior fiscal year. Fiscal 2006 benefited from a
pre-tax gain of €84 million related to the sale of the Company’s interest in SMS
Demag AG.

Year ended
September 30,

(€ in millions) 2007 2006 % Change
Inceme from continuing ogerations before income taxes 5,101 3.418 49%
Income taxes (1,192) (776) 54%

as percentage of income from continuing

aperations hefore income toxes 23% 23% -
{income from continuing operations 3,909 2,642 48%
Income from discontinued operations, net of income taxes 129 703 (82)%
Net income 4,038 3,345 1%

Net income attributable to Minority interest 232 210 -

Net income attributable to Shareholders of Siemens AG 3,806 3,135 21%

Income from continuing operations before income raxes increased by 49% to
€5.101 billion in fiscal 2007, from €3.418 billion a year earlier, driven by a combi-
nation of increased revenue and margins, partly offset with negative equity
investment income of €429 million related to NSN and expenses related to major
legal and regulatory matters totaled in the current period. Fiscal 2006 included
severance charges at SIS of €576 million. In the last quarter of fiscal 2007, all
groups reached their group profit margin targets.

Income from continuing operations in fiscal 2007 was €3.909 billion, up 48%
from €2.642 billion in fiscal 2006, due to an increased income from continuing
operations before incorne taxes. The effective tax rate was 23% in fiscal 2007 and
2006. Income tax expenses include adjustments related to the previously reported
compliance investigation. As a result of that investigation, payments were identi-
fied that had been recorded as deductible business expenses in pricr periods when
determining income tax provisions. The Company’s investigation has determined
that certain of these payments were non-deductible under the tax laws of Germany
and other jurisdictions. For further information, please refer to “Notes to the
Consolidated Financial Statements.”

Discontinued operations includes enterprise networks business, which is held
for disposal, the carrier-related business, which was transferred into NSN, the
Mobile Devices business sold to BenQ Corporation, and SV, which is held for dis-
posal pending the closing of the sale of those operations to Continental AG. SV is
included within discontinued cperations on a retroactive basis to provide a mean-
ingful comparison with prior periods. For fiscal 2007, income {rom discontinued
operations contributed €129 million to net income, compared to €703 million a
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year earlier. Contribution to net income from SV activities was a negative €550
million compared to a positive €410 million in fiscal 2006. This decrease was due
to an approximate €1.1 billion tax expcnse as well as interest expense and closing
costs related to the carve-out. Full-year results at Com-related activities contrib-
uted positively in both the current and prior year, with €765 million and €357 mil-
lion, respectively. The current-year result was higher primarily due to the €1.6 bil-
lion NSN non-cash gain. This gain was partly offset by €567 million in impair-
ments at the enterprise networking business, a €201 million fine imposed on us in
Germany, of which-€200 million was tax deductible for tax purposes, and €104
million in other costs related to compliance matters. The remainder of the change
year-over-year is due to an operating loss in the current year compared to operat-
ing profit at Com a year earlier. While the profitable carrier activities were
included for all of fiscal 2006, they were transferred out of discontinued opera-
tions and into NSN midway through fiscal 2007, Effects related o BenQ reduced
net income by €86 million and €64 million, respectively, in fiscal 2007 and fiscal
2006. Far additional information with respect to discontinued operations, see
“Notes to Consolidated Financial Statements.”

Net income for Siemens in fiscal 2007 was €4.038 billion, a 21% increase com-
pared to €3.345 billion in the same period a year earlier. Net income attributable
to Shareholders of Siemens AG was €3.806 billion, up 21% from €3.135 billion in
fiscal 20086,
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Segment Information Analysis
Operations

Autemation and Drives (A&D)

Year ended September 30,

% Change
(€ in millions) 2007 2006 Actual  Adjusted*
Group profit 2,090 1.57% 33%
Group profit margin 13.6% 12.1%
New orders 16,794 14,312 17% 16%
Total revenue 15,389 13,041 18% 16%
External revenue 13,695 11,564 18%
Therein:

Germany 3,991 3,396 18%

Europe (other than Germany) 4,191 3,485 20%

Americas 2,643 2,324 14%

Asio-Pacific 2,419 2,017 20%

Africa, Near and Middle Eost, C.L.5. 451 342 32%

* Excluding currency translation effects of (2)% on revenue and orders, and portfolio effects of 4% and 3% on
revenue and arders, respectively.

A&D increased its Group profit 33% compared to fiscal 2006, to €2.090 billion.
A&D’s largest divisions led the increase, including significant carnings growth in
the Industrial Automation Systems, Mechanical Drives, Motion Control Systems
and Large Drives divisions. The Group gained operating leverage on rising vol-
ume, particularly evident in lower selling costs as a percent of revenue. Asa
result, A&D's Group profit margin rose compared to fiscal 2006, even though the
increase was held back by €143 miliion in purchase price accounting {PPA) effects
associated with the Group’s acquisitions of JGS Corp. (in May 2007) and Flender
Holding GmbH (in fiscal 2005) as well as €23 million in integration costs. A&D saw
a corresponding increase in amortization for intangible assets year-over-year.

Orders at A&D rose 17% year-over-year, to €16.794 billion, and revenue rose
18%, to €15.389 billion. Both orders and revenue included double-digit increases
in Germany and all major regtons of the world. A&D continued 1o generate the
largest share of its business in Europe {including Germany), which accounted for
60% of revenue from external customers in both fiscal years. Revenue and orders
benefited from the acquisition of UGS, a leading provider of product lifecycle
management (PLM) software which A&D acquired te complement and extend
its existing software capabilities, The PLM business got off to a good start within
A&D, launching its technology integration and winning new customers for the
Group.
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Industrial Solutions and Services (I1&8)

Year ended September 30,
% Change
{€ in mitiions) 2007 2006 Atwal  Adjusted*
Group profit 415 282 47%
Group profit margin 4.7% 3.2%
New orders 10,161 9,025 3% 15%
Total revenue 8,894 8,819 1% 3%
External revenue 7.824 7,837 (0)%
Thergin;
Germany - 1.011 1,011 0%
Eurepe {other than Germany) 2,178 2,143 2%
Americas 2,359 2,549 {7)%
Asia-Pacific 1,364 1,187 15%
Africa, Neor and Middle East, C.I.5. 912 949 (4%

* Excluding currency translation effects of (3)% on revenue and orders, and portfolio effects of 1% on revenue
and orders.

In fiscal 2007, Group profit at 1&S climbed to €415 million, a 47% increase year-
over-year. Both earnings and margins improved throughout the Group, with the
strongest increases coming in the Group's largest businesses: industrial services,
oil and gas and metal technoelogies. Amortization during fiscal 2007 declined com-
pared to fiscal 2006, primarily on lower PPA effects from acquisitions in prior
years including VA Technologies AG (VA Tech).

Orders at I&S for fiscal 2007 rose Lo €10.161 billion, 13% higher than in fiscal
2006. This growth was fueled by strong demand in Asia-Pacific and the Americas,
including large orders from Brazil and the U.5. While revenue of €8.894 billion
also included healthy growth in Asia-Pacific, this was offset somewhat by the
effects of industry-wide resource constraints as well as lower revenue in the
postal automation and airport logistics businesses compared to fiscal 2006.

I
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Siemens Building Technologies (SBT)

Year ended September 30,

% Change
{€ in millions) 2007 2006 Actual  Adjusted*
Group profit 354 223 59%
Group profit margin 7.0% 4.6%
New orders 5.350 5,235 2% 5%
Total revenue 5,062 4,796 6% 8%
External revenue 4,952 4,695 5%
Therein:

Germany 972 935 4%

Europe (other than Germany} 1,885 1,768 7%

Americas 1,715 1,641 5%

Asig-Pacific 251 250 0%

Africa, Near and Midd!e East, C1.5. 129 101 28%

* Excluding currency transiation effects of (3)% and {4)% on revenue and orders, respectively, and portfolio
effects of 1% on revenue and onders,

SBT increased Group profit in fiscal 2007 by 59%, to €354 million, demonstrat-
ing increased emphasis an its higher-margin businesses in products and services
and improved execution including more selective order intake in its solutions
business. The Group’s fire safety and heating, ventilation and air conditioning
businesses made the largest contributions to Group profit. Earnings margins rose
on a Groupwide basis as well, strengthening Group profit margin for SBT overall
by well over two percentage points.

Orders of €5.350 billion grew modestly, rising 2% compared to fiscal 2006, in
part due to adverse currency translation effects and slowing construction growth
inthe U.5., but also as a result of selective order intake. Revenue rose 6% year-
over-year, to €5.062 billion, with SBT's largest markets in Europe, the Americas
and Germany all contributing solid increases in external revenue compared to fis-
cal 2006. SBT closed among others the acquisition of an Indian system provider in
fiscal 2007 and the acquisition of Bewator in Sweden in fiscal 2006, each bringing
the Group new capabilities in building and infrastructure security.
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Osram I -
Year ended September 30, ) g
% Change 3
{€in millions) 2007 2006 Actual  Adjusted* | §
Group profit 492 456 8% .
Group profit margin 10.5%  10.0% |1 .
New orders 4,690 4,563 3% 7% ‘
Total revenue 4690 4.563 3% % l=
External revenue 8677 4,547 3% | &
Therein: g
Germany 539 535 1% g
Europe (other than Germany} 1,216 1,126 8% L%
Americgs 1,947 1,982 (2)%
Asia-Pacific 780 736 &%
Africa, Near and Middle East, C.1.5. 195 168 16%

* Excuding currency transiation effecis of ()% on revenue and orders,

Osram’s Group profit of €492 million in fiscal 2007 was 8% higher than in the
prior year. Along with strength in its large general lighting business, Osram bene-
lited from higher earnings in its optical semiconductors business. Broad-based
demand throughout the Group took revenue and orders up to €4.690 billion for
the fiscal year. Excluding adverse currency translation effects, primarily in
Osram’s large U.S. market, revenue and orders rose 7% compared to the prior year
on rising demand in Europe and Asia-Pacific.

The trend towards energy-efficient lighting sclutions had a positive impact on
the performance for the 2007 fiscal year. Osram was success{ul in innovative com-
pact fluorescent lamps, high-intensity discharge lamps and LEDs. Energy-efficient
products already account for 60 percent of revenue, and Osram intends (o increase
this to 80 percent over the next ten years. Osram’s main focus for research and
development is to make further advances in optical semiconductors (LED and
OLED) and energy efficiency, for example with energy-saving lamps and with
high-intensity discharge lamps.
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Transportation Systems (TS)

Year ended September 30,
% Change
(€ in millions) 2007 2006 Actual  Adjusted*
Group profit 191 72 165%
Group profit margin 4.3% 1.6%
New orders 4,780 6,173 (23)% (20)%
Total revenue 4,452 4,493 (1% 2%
External revenue 4,418 4,429 (0)%
Therein:

Germany 717 890 (19)%

Europe (other than Germany} 2,353 2,150 9%

Americas 390 583 (33)%

Asia-Pacific 826 707 17%

Africa, Near and Middle East, C1.S. 132 99 33%

* Excluding cumency translation effects of (1)% on revenue and orders, and portfolio effects of (2)% on revenue
and orders,

TS recorded Group profit of €191 million for fiscal 2007, including a net gain of
€76 million on the sale of its locomotive leasing business. Earnings and margins
rose on a Groupwide basis except for the mass transit business, which ook
charges related to its Combino railcar and posted a larger loss than in the prior
year.

Orders of €4.780 billion reflect a signilicantly lower level of large orders for the
Group as a whole in the second and third quarters comparcd to the same periods
of the prior year. Revenue of €4.452 billion came close to the prior-year level
despite a decline in revenue in the mass transit business. The Group’s large Euro-
pean market contributed solid growth while business in Asia-Pacific continued to
expand more rapidly from a smaller base.



Management’s discussion and analysis

Power Generation (PG)

Year ended September 30,
% Change
(€ in milfions} 2007 2006 Actual  Adjusted*
Group profit 1,147 779 47%
Group profit margin 9.4% 7.7%
New orders 17,988 12,532 44% 43%
Total revenue 12,194 10,086 21% 20%
External revenue 12,159 10,068 21%
Therein:

Germany 1,182 1,153 3%

Europe (other than Germany) 2,920 2,267 29%

Americas 3,405 2,706 26%

Asio-Pacific 2,024 1,571 29%

Africa, Near ond Middle East, C1.S. 2,628 2,371 11%

* Excluding currency translation effects of (3)% on revenue and orders, and portfolio effects of 4% on revenue
and orders.

Group profit at PG climbed 47% year-over-year, to €1.147 billion in fiscal 2007.
All businesses in PG's portfolio generated strong growth in earnings and profit-
ability. Highlights include a significant rise in earnings in the fossil services busi-
ness and a sharply higher 9.5% margin in the wind power business, where earn-
ings more than tripled. While PG faced higher matertals costs compared to fiscal
2006, strong demand enabled ihe Group to offset the increase with higher prices.
Both fiscal years included charges at major projects for PG’s fossil power genera-
tion business. While PG reduced these charges in fiscal 2007, the improvement
was partially offset by negative equity investment income and lower cancellation
gains compared to fiscal 2006. In particular, equity investment income in fiscal
2007 was a negative €2 million due to a negative €45 million result related to PG’s
equity stake in Areva NP, a nuclear power company. In fiscal 2006, equity invest-
ment income was a positive €36 million despite a negative €27 million result
related to Areva NP. The net effect of project charges, equity investment income
and other non-operating effects, including the settiement of an arbitration pro-
ceeding and the sale of a business in fiscal 2007 and the effects of the bankruptcy
of a consortium partner in fiscal 2006 reduced PG’s Group profit margin by more
than half a percentage point in the current fiscal year and by approximately two
percentage points in the prior year. PG expects continued valatility in equity
investment earnings in coming quarters.

Demand for PG’s power generation solutions was balanced both regionally and
among PG’s divisions. This balance is particularly notable in comparison to the
previous cycle of high global demand for gas turbine energy systems at the begin-
ning of the decade, before PG expanded its industrial turbine business and built
its wind power business. In fiscal 2007, PG's non-fossil businesses generated 40%
of revenues and 41% of new orders. These total benefited from the acquisition of
AG Kiihnle Kopp & Kausch in the first quarter of fiscal 2007. Fiscal 2007 orders for
PG overall climbed to €17.988 billion, up 44% year-over-year, and are expected to
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increase the earnings quality of PG's order backlog as they replace older, lower-
margin orders that are heing fulfilled in coming quarters. Revenue for the year
rose to €12.194 billion, 21% higher than in the prior year. On a regional basis,
Asia-Pacific, Europe (outside Germany) and the Americas all contributed rapid
revenue growth for the year. PG closed one acquisition in fiscal 2007 and two
acquisitions in fiscal 2006, each bringing the Group new capabilities for clean
power generation.

Power Transmission and Distribution (PTD)

Year ended September 30,
% Chtange
(€ in millions) 2007 2006 Actual  Adjusted*
Group profit 650 315 106%
Group profit margin 8.5% 4.8%
New orders 9,896 8,028 23% 27%
Total revenue 7,689 6,509 18% 21%
Extemal revenus 7126 6,032 18%
Therein:
Germany 660 558 18%
Europe (other thon Germaony) 1,842 1,684 9%
Americas 1,373 1,233 1%
Asio-Pacific 1,601 1,457 10%
Africo, Negr and Middle East, C.1.5. 1,650 1,100 50%

* Excluding currency translation effects of {(3)% and (4)% on revenue and orders, respectively,

PTD's Group profitin fiscal 2007 was €650 million, more than double the level
in the prior year. Group profit margin for the year benefited from €25 million in
hedging effects not qualifying for hedge accounting. The prior-year results
included charges related to restructuring programs. Higher revenue in fiscal 2007
led to higher capacity utilization and other operating efficiencies, which in turn
enabled all divisions within PTD to increase their earnings and margins com-
pared to fiscal 2006.

In a strong global market for secure, high-efliciency power transmission and
distribution, PTD's orders increased 23%, to €5.896 billion. The Group's bigh-volt-
age direct current (HVDC) technology was a strong driver of large orders during
the year, including contract wins in China, india and the U.S. Revenue rose 18%
year-over-year, to €7.689 billion, with Europe (including Germany), the Americas
and Asia-Pacific all posting double-digit increases in revenue to external custom-
ers and external revenue in Africa, Near and Middle East, C.1.5. rose 50% year-
over-year.
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Medical Solutions (Med)

Year ended September 30,
% Change
(€ in millions) 2007 2006* Actual Adjusted*®*®
Group profit 1,323 988 34%
Group profit margin 13.4% 12.0%
New orders 10,271 9,334 10% (2)%
Total revenue 9,851 8,227 20% 6%
External revenue 9,798 8,164 20%
Therein:

Germany 875 682 28%

Europe {ather than Germany) 2,462 1,843 34%

Americas 4,578 4,044 13%

Asig-Pacific 1,468 1,222 20%

Africa, Neor and Middle East, C.1.5. 415 373 11%

* Group profit has beert adjusted. For further information see "Notes to Consolidated Financial Statements,”
**Excluding currency translation effects of {5)% on revenue and orders, and porifolic effects of 19% and 17%
on revenue and orders, respectively.

Group profit &t Med climbed to €1.323 billion, 34% higher than in fiscal 2006,
and Group profit margin rose to 13.4%. These results demonstrate the competitive
strength and international success of Med's diagnostics imaging businesses, which
increased theit earnings and profitability compared to the prior year despite con-
tinuing market pressure in the U.S,, including effects from the U.S. Deficit Reduc-
tion Act {DRA). Med’s equity investment income in fiscal 2007 rose to €60 million
from €27 million a year earlier, benefiting from a €23 million gain on the sale of a
portion of jts stake in a joint venture, Draeger Medical AG & Co. KG. These factors
enabled Med to more than offset the loss of 1.8 percentage points from Group profit
margin due to PPA effects of €91 million and integration costs of €84 million stem-
ming from twg major acquisitions. Diagnostic Products Corp. was acquired late in
fiscal 2006 for approximately €1.4 billion, and a division of Bayer AG was acquired in
the second quarter of fiscal 2007 for approximately €4.5 billion, Med saw a corre-
sponding increase in amortization of intangible assets compared to fiscal 2006.

During fiscal 2007, Med integrated the two acquisitions mentioned above inte its
new Diagnostics division. This business provides a wide range of “in-vitro” solutions,
which produce diagnostic information using samples taken {rom a patient’s body
and tested in a clinical laboratory. The Diagnostics division thus strongly comple-
ments Med's imaging businesses, which provide diagnostic information from images
of organs and tissues within the body (“in-vivo™). With these two acquisitions Med
created the first integrated diagnostic company. During fiscal 2007 Med announced
a third acquisition for the Diagnostics division: Dade Behring, Inc., a leading clinical
laboratory diagnostics company. The purchase price for this acquisition, which
closed in the first gquarter ol fiscal 2008, was approximately $7 billion (€5 billion).

The Diagnostics division brought significant new volume to Med in fiscal 2007.
Orders raised 10%, to €10.271 billion and revenue climbed 20% year-over-year, to
€9.851 billion, on double-digit growth in Germany and all major regions of the world.
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Siemens IT Solutions and Services (SIS)

Year ended September 30,

% Change
(€ in millions) 2007 2006 Actual  Adjusted*
Group profit 252 {731)
Group profit margin 47% (12.8)%
New orders 5,156 5.574 (7)% 5%
Total revenue 5,360 5,693 (6)% 5%
External revenue 3,988 4,466 (1%
Therein:

Germany 1,498 1,788 (16)%

£urope {other thon Germony) 1,854 2,014 (B)%

Americas 472 505 (7)%

Asia-Pacific 98 75 31%

Africe, Near and Middle Eost, C.IS, &6 84 (21)%

* Excluding currency translation effects of {1)% on revenue and ardecs, and portfolio effects of {10)% and (11)%
on revenue and orders, respectively,

Fiscal 2007 was the first year of operation for SIS, which combines the former
Siemens Business Services (SBS) Group with the four software development enti-
ties Program and System Engineering (PSE), Siemens Information Systems Ltd.
(SISL), Development Innovation and Projects (DIP) and the Business Innovation
Center (BIC). Results for SIS are presented on a retroactive basis, to providea
meaningful comparison with prior periods.

Group profit of €252 million resulted largely from a significantly improved
cost structure at SIS, following severance programs in prior-years, which in fiscal
2006 resulted in severance charges of €576 million. The severance charges were a
major factor in the Group’s loss of €731 million in fiscal 2006. Furthermore Group
profitin liscal 2007 benelited from more selective order intake. Equity investment
income of €10 million in fiscal 2007 includes equity income related to BWI Infor-
mationstechnik GmbH, which has been set up in connection with the “HERKULES”
project to modernize and manage the non-military information and communica-
tions technology of the German Federal Armed Forces, Yor additional information
with respect to HERKULES, see “Notes to Consolidated Financial Statements.”

Revenue and orders of €5,360 billion and €5.156 billion, respectively, came in
lower than the prior-year totals due to the divestment of the Group's Product
Related Services (PRS) business halfway through fiscal 2006, For additional infor-
mation with respect to the PRS divestment, see “Notes to Consolidated Financial
Statements.” On an organic basis, revenue and orders were up 5% year-over-year.
The percentage of the business volume conducted within Siemens rose Lo 26%
from 22% in fiscal 2006. Externally, SIS conducted a large majority of its business
in Europe (including Germany) in both years.
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Strategic Equity Investments (SEI)

SEl includes results at equity from three companies in which Siemens holds a stra-
tegic equity stake: Nokia Siemens Networks BV, (NSN), BSH Bosch und Siemens
Hausgeriite GmbH (BSH), and Fujitsu Siemens Computers (Holding) B.V. (FSC). In
fiscal 2006, before NSN became part of SEI, equity investment income related to
BSH and FSC was €225 million. In fiscal 2007, equity investment income related to
BSH and FHC increased to €268 million. In contrast, NSN took €991 million in
charges including €646 million for severance. As a result, Siemens’ equity invest-
ment income related to NSN was a negative €429 million, and fiscal 2007 equity
investment income for SEI overall was a negative €161 million.

Other Operations

Other Operations consist of centrally held operating businesses not related to a
Group, including Siemens Home and Office Communication Devices (SHC) and, in
fiscal 2006, the distribution and industry logistics (Dematic) businesses carved
out of the former Logistics and Assembly Systems Group. Other Operations
improved to a negative €193 million in fiscal 2007 compared to a negative €317
million in fiscal 2006, when the Dematic business lost €159 million and SHC also
posted a negative result. In fiscal 2007, SHC turned its business around and con-
tributed €13 million in profit for the year. Centrally carried regional costs not
allocated to the Groups totaled €96 million in the current period, up from €59 mil-
lion int the prior year. In addition, fiscal 2007 included an impairment of €52 mil-
lion at a regional payphone company in Europe. Revenue for Other Operations for
fiscal 2007 was €2.884 billiony, down from €3.944 billion a year earlier primarily
due to the Dematic divestment. Within these totals, revenue at SHC remained sta-
ble near €790 million.

Reconciliation to Financial Statements

Reconciliation to financial statements includes various categories of items, which
are not allocated 1o the Groups because the Managing Board has determined that
such items are not indicative of the performance of the individual Groups.
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Corporate items, pensions and eliminations

Corporate iterns, pensions and eliminations was a negative €1.672 billion in fiscal
2007 compared to a negative €527 million a year earlier. The major factor in this
change was Corporate items, which increased to a negative €1.728 billion from a
negative €553 million in fiscal 2006 due largely to €843 million in costs related to
legal and regulatory matters. Within this figure, significant effects included €440
million sternming from sanctions on major suppliers of gas-isolated switchgear,
€152 million in expenses for cutside experts engaged to assist with internal and
external investigations, and €81 million in funding primarily for job placement
companies lor former Siemens employees affected by the bankruptcy of BenQ
Mobile GmbH & Co. OHG (BenQ). Corporate items also included higher expenses
related to a major asset retirement obligation. Finally, Corporate items in fiscal
2007 also includes €106 million related 1o Siemens’ regional sales organization in
Germany, primarily including an impairment, A year earlier, Corporate items ben-
efited from a €95 million gain on the sale of an investment, as well as €70 million
in positive effects from settlement of an arbitration proceeding.

Other interest expense

Other interest expense of Operations for fiscal 2007 was €497 million compared
to interest expense of €325 million a year earlier. The change was mainly due to
increased intra-company financing of Operations by Corporate Treasury year-
over-year.
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Financing and Real Estate

Siemens Financial Services (SFS)

Year ended September 30,
(€ in millions) 2007 2006 % Change
Income before income taxes 329 306 8%
Total assets 8,912 10,543 {15)%

Income before income taxes (IBIT) at SFS rose to €329 million in fiscal 2007
from €306 million in fiscal 2006, The current year benefited from gains on sales of
shares in the Equity division and special dividends resulting from divestment
gains by a company in which SFS holds an equity position. IBIT in the prior period
included the special dividend mentioned above. Total assets declined compared to
the end of fiscal 2006, due to a significant reduction in accounts receivable related
to the carve-out of SV and the transfer of carrier activities into NSN.

With respect to the capital structure of $FS, see “Contractual Obligations.”

Siemens Real Estate (SRE)

Year ended September 30,

{€in millions) 2007 2006 % Change
income before income taxes 228 115 98%
Revenue 1,686 1,705 (1)%

Total assets 3,091 3,221 (4)%

Income before income taxes at SRE was €228 million in fiscal 2007, compared
to €115 million in the prior year. A year earlier, SRE’s results included significantly
higher vacancy charges and a lower level net gains [rom real estate disposals.

With respect to the capital structure of SRE, sce “Contractual Obligations.”

Eliminations, reclassifications and Corporate Treasury

Income before income taxes from eliminations, reclassifications and Corporate
Treasury was €153 million in fiscai 2007 compared to a negative €18 million in
fiscal 2006. The difference is due mainly to negative net effects in the prior year
from a mark-to-market valuation of a cash settlement option associated with €2.5
billion of convertible bonds issued in 2003,
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The following table shows selected topics included in Group profit and Income
before income taxes as well as a reconciliation to EBITDA (adjusted):

Reconciliation from Group profit/
Income before income taxes to EBITDA caustea

For the fiscal years ended September 30, 2007 and 2006 (in millions of €)

Income (loss)
from [nvestments
accounted for
using the equity

Group profit method, net™"
2007 2006 2007 2006
QOperations Groups
Automation and Drives (A&D) 2,090 1,575 - -
Industrial Solutions and Services (I&S}) 415 282 15 9
Stemens Building Technalogies (SBT) 354 223 1 2
Osram 492 456 5 1
Transportation Systems (T5) 1M 72 1 1
Power Genearation (PG) 1,147 779 {2) 36
Power Transmission and Distribution (PTD) 650 315 19 15
Medical Solutions (Med) 1,323 988 60 27
Siemens IT Sofutions and Services (519) 252 {731) 10 1
Strategic Equity Investments (SEI) (161) 225 (161) 225
Other Operations (193) {317) 24 25
Tatal Operations Groups 6,560 3,867 (28) 342
Reconciliation to financial statements
Corporate items, pensions and eliminations (1,672} (527) 67 9
Qther interast incomelexpanse (497) (325) - -
Total Operations 4,391 3,015 319 351
Income befare
income taxes
Financing and Real Estate Groups
Stemens Financial Services (SFS) 329 306 59 57
Siemens Real Estate (SRE) 228 115 10 (4)
Total Fimnancing and Real Estate 557 41 69 53
Eliminations, reclassifications and Corporate Treasury 153 (18} - -
Siemens 5,101 3,418 108 404

M Includes impairments of investments accounted for using the equity methed.

@ yncludes impairments of non-current available-for-sale financial assets.

O Adjusted EBIT is lncome from continuing operations before income taxes less Financial income
(expense), net and Income {loss} from investments accounted for using the equity method, net.

* Amortization and impairments of intangible assets other than goodwill.

B Includes impairments of goodwill of €60 in fiscal 2007 and — in fiscal 2006,
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Depreciation
and impairments
@ of property, plant
Financia! income EBIT and equipment EBITDA
{expense), net® (adjusted)™ Amartization®" and goodw{li® (adjusted)

| 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
‘ {1) 4 2,091 1.571 134 78 240 218 2,465 1.867
(6) 3 406 270 35 47 73 76 514 393

(3) (3) 356 224 61 55 66 54 483 333

[ 7 481 448 28 30 227 231 736 709

(8) N 198 78 5 6 53 51 256 135

(1) 12 1,150 731 66 65 163 151 1.379 947

1 (3) 620 303 27 47 43 72 730 422

34 4 1,229 957 217 156 221 128 1.667 1,241
(1) 1 243 (733) 59 59 223 233 525 (441)
- 18 (217} (360) 50 38 128 83 (39) (239)

Edl 36 6.557 3,489 682 581 1477 1,297 8,716 5,367
61 298 {1,800} (834) 120 20 (32) {16) (1,112) (830)

(497)  {325) - - - - - - - -

(405) 9 4,757 2,655 802 601 1,445 1,281 7.004 4,537

256 264 14 (15) 5 5 272 236 291 226

(98} (84) 316 203 1 1 160 190 477 394

158 180 330 188 6 6 432 426 768 620
239 65 (86) (83) - - - - (85) (83)

(8) 254 5.001 2,760 808 607 1,877 1,707 7.6.85 5,074

"
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EVA Performance

During fiscal 2007, Siemens continued its enterprise-wide focus on econemic value
added {EVA). We tie a significant portion of our executive incentive compensation
to achieving EVA targets.

EVAis a financial performance measure of the value created or destroyed by
a business. In simple terms, it compares the earnings of a business {using Group
profit for the Operations Groups and income before income taxes for the Financ-
ing and Real Estate businesses as a base) against the cost of capital employed to
run that business. A positive EVA means that a business has earned more than its
cost of capital, whereas a negative EVA means that a business has earned less than
its cost of capital. Depending on the change of EVA between comparable fiscal
periods, a business is defined as value-creating or value-destroying. Conse-
gquently, the increase or decrease in EVA is an important measure of financial
performance.

We use this measure of performance in addition to Group profit and income
before income taxes because those measures focus on results without taking into
consideration the cost of capital employed in the business. In this manner, EVA
complements Group profit and income before income taxes. For EVA calculation
purposes, data from the consolidated financial statements is used and to a limited
extent adjusted. The most important financial adjustment representing the major
part of the total EVA adjustment amount within our Operations component,
results from operating lease commitments. We believe that including such finan-
cial adjustment in the EVA measure enhances our business decigion-making pro-
cesses.

As the two major business components of Siemens - Operations compared to
Financing and Real Estate - are fundamentally different from each other, we use
two types of EVA calculations: the indusiry concept in the case of Operations
Groups and the financial concept in the case of Financing and Real Estate.

In the case of Operations Groups, we use Group profit as the base measure and
apply a flat tax rate for calculating the operating profit after taxes. The cost of cap-
ital for each Group is determined by taking the weighted average of the after-tax
cost of debt and equity of Siemens and applying a risk-based factor which takes
into account the specific risk associated with the particular business.

In the case of Financing and Real Estate, we use the financial concept to calcu-
late the EVA. As the base measure we use income before income taxes and apply
a flat tax rate to arrive at the net operating profit after taxes. From this result, we
deduct the capital charge, which is calculated by multiplying the cost of capital
expressed as a percentage by the risk-adjusted equity allocated to this component.
Since the cost of debt is already considered within the income before income
taxes, the cost of capital is only based on equity components. The EVA for Corpo-
rate Treasury is calculated similarly to Financing and Real Estate.

Other organizations that use EVA as a measure of financial performance may
define and calcutate EVA differently,
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Based on continuing operations, Siemens created EVA of €1.848 billien in fiscal
2007 compared to €1.229 hillion a year earlier. Including discontinued operations,

EVA was up to €2.136 billion in fiscal 2007 compared to €1.219 billion in [iscal 2006.

Economic Value Added (EVA) calculation
For the fiscal years ended September 30, 2007 and 2006

Eliminations,
reclassifications and

Financing and

Siemens Corporate Treasury OCperations Real Estate
(€ in miilions) 2007 2006 2007 2006 2007 2006 2007 2006
Income from continuing operations 3,909 2,642 117 (14) 3,365 233 427 325
Income Taxes'” 1,192 776 36 ) 1,026 684 130 96
Income from continuing operations
before income taxes 5101 3,418 153 {18) 4,391 3,015 557 421
Other interest income (expense) of Qperations, net 497 325 - - 497 325 - -
Taxes and financial adjustments (1,609) {952) (46) 6 (1,427} (B66) (136) {32)
Net operating profit from continuing
operations after taxes 3,989 2,791 107 12) 3,461 2,474 421 329
Sept. 30, Sept. 30, Sept, 30, Sept, 30, Sept. 30, Sept. 30, Sept. 30, Sept. 30,
2007 2006 2007 2006 2007 2006 2007 2006
Total assets 91,555 87,528 (7.648) (5.793) 87,658 80,019 11,545 13,302
Other asset related and miscellaneous
reconciling items (see table segment information) - - - - (62,432) (67.596) - -
Financial adjustments - - - - 537 a17 - -
Pension adjustment and average calculation®™ - - - - {1,057) 4,576 - -
Liabitities) - ~ - - - - (9,584) (11,251)
Average net operating assets far Operations
(continuing operations)/allocated equity for
Financing and Real Estate - - - - 24,706 17,616 1,961 2,051
2007 2006 2007 2006 2007 2006 2007 2006
Net operating profit from continuing
operations after taxes 3,989 2,1 107 (12) 3,461 2,474 421 329
Capital charge!* (2,141}  (1,562) (12) (13) (1,972)  (1,384) (157) (165)
EVA from continuing operations 1,848 1,229 95 {25) 1,489 1,090 264 164
EVA from discontinued operations 288 {10} - - 290 i (2) (11)
EVA from continding and discontinued operations 2,136 1,219 95 (25) 1,779 1,091 262 153

" The income taxes of Ellminations, reclassificatiens and Corporate Treasury, Operations, and Financing and Real Estate are based on the consclidated effective

corporate tax rate applied to income before income taxes.

1@ The term “Net oparating assets” is the same as Net capital employed except the effects of financial adjustments and the fact that Average net operating assets are
calculated on a monthly basis. The average net operating assets of discontinued operations have been eliminated for both fiscal years.

B As a result of allocated equity, liabilities are also partly allocated.

® Capital charge for Eliminations, reclassifications and Corporate Treasury is risk-determined.
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The underlying assumptions of our EVA calculations are continuously
reviewed. For fiscal 2007, we adjusted the key assumptions for our EVA calcula-
tion, particularly with respect to the market risk. This resulted in the [ollowing
figures for Weighted Average Cost of Capital (WACC):

WACC
Operations Groups 2007
Automation and Drives (A&D) 7.5%
Industrial Solutions and Services (I&S) 8%
Siemens Building Techaologies {58T) 8%
Osram 7.5%
Transportation Systems (TS} 8%
Power Generation (PG) 8%
Power Transmission and Distribution (PTD) B%
Medical Solutions (Med) ’ 8%
Siemens IT Solutions and Services (S15) 8.5%

To determine the capital charge for each Operations Group, the respective
percentage is applied against the average niet operating assets of the Operating
Group. Average net operating assets were determined on a monthly basis, princi-
pally based on net capital employed. With the transition to IFRS in fiscal 2007,
Siemens modified the definition of net capital employed. In particular liabilities
deducted within net capital employed became defined more comprehensively.
Prior year data are adjusted for incentive and reporting purposes (1o maintain a
meaningful comparison.

The cost of risk-oriented equity of the Financing and Real Estate Groups was
also adjusted to the changes in our business environment. The following table
illustrates the current and the former percentages of our cost of equity for these
Groups:

Cost of equity
Financing and Reai €state Groups 2007
Siemens Financial Services (SFS} 8.5%

Siemens Real Estate (SRE) 7.5%




Management's discussion and analysis 141

Dividend

Siemens AG, the parent company of businesses discussed in this report, recorded
net income under German accounting principles (HGB) of €2.317 billion for fiscal
2007 compared to €1.426 billion for the previous year.

At the Annual Shareholders’ Meeting scheduled for January 24, 2008, the Man-
aging Board, in agreement with the Supervisory Board, will submit the following
proposal: to pay €1.60 per share as a dividend, which aggregates to an expected
total payout of €1.463 billion. The prior-year dividend was €1.45 per share. The
amount attributable to shares of stock of Siemens AG held in treasury by the Com-
pany at the date of the Annual Shareholders’ Meeting shall be carried forward.

Liquidity and capital resources
Financial Strategy and Capital Structure

Financial Strategy
Siemens is committed to a strong financial profile, which gives us the financial
flexibility to achieve our growth and portfolio optimization goals.

Our principal source of Company financing are cash inflows from operating
activities. Our Corporate Treasury generally manages cash and cash equivalents
for the entire Company and has primary responsibility lor raising funds in the
capital markets for the entire Company, including the Financing and Real Estate
component, except in countries with conflicting capital market controls. In these
countries, the relevant Siemens subsidiary companies obtain financing primarily
from local banks. At September 30, 2007 Siemens held €4.005 billion in cash and
cash equivalents in various currencies of which approximately 68% were managed
by Corporate Treasury. Corporate Treasury carefully manages investments of
cash and cash equivalents subject Lo strict credit requirements and counterparty
limits. In addition, Corporate Treasury lends funds via intragroup financing to
the Operations and Financing and Real Estate components. This intragroup
financing, together with intragroup liabilities between the components, is shown
under intragroup liabilities in the balance sheets, Under this approach, at Septem-
ber 30, 2007, €2.886 billion of such intragroup financing was directly attributable
to the Financing and Real Estate component and the remainder to the Operations
component. At September 30, 2007, the Financing and Real Estate component addi-
tionally held €180 million in short-term and €411 million in long-term debt from
external sources.

In addition to the sources of liquidity described below, we monitor funding
options available in the capital markets, as well as trends in the availability and
cost of such funding, with a view to maintaining financial flexibility and limiting
repayment risk.
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Capital Structure
As of September 30, 2007 and 2006, our capital structure was as follows:

September 30,

(€ in millions} 2007 2006 % Change
Total equity 28,996 25,193 15%
As a % of total capital 65% 62%

Short-term debt 5,637 2,175

Long-term debt 9,860 13,122
Total debt 15,497 15,297 1%
As a % of total capital 35% 38%
Total capital (total debt and total equity) 44,493 40,490 10%

Infiscal 2007, total equity increased by 15% compared to fiscal 2006 primarily
due to an increase in retained earnings. Total debt increased during the last fiscal
vear by 1%. This resulted in an increase in equity as a percentage of iotal capital to
65% compared to 62% in fiscal 2006. Debt as a percentage of total capital decreased
to 35% from 38% in the prior year.

Siemens is not subject to any statutory capital requirements. Commitments
exist to sell or otherwise issue common shares in connection with established
share-based payment plans. In fiscal 2007, commitments for share-based payment
were fulfilled through capital increases. Beginning in fiscal 2068, we plan to ful-
fill commitments for share-based compensation through repurchases of the Com-
pany's shares. For additional information with respect to stock-based compensa-
tion and treasury shares, see “Notes to Consolidated Financial Statements.”

As partof our Fit42010 program, we decided to optimize cur capital structure.
A key consideration is to maintain ready access to capital markets through various
debt products and to preserve our ability to repay and service cur debt obligations
over time. We therefore set a capital structure goal that is measured by Adjusted
industrial net debt divided by Earnings before interest taxes depreciation and
amortization (EBITDA) as adjusted. The calculation of Adiusted industrial net debht
is set forth in the table below. Adjusted EBITDA is calculated as earnings before
income taxes {EBIT) {adjusted) before amortization (defined as amortization and
impairments of intangible assets other than goodwitl) and depreciation and
impairments of property, plant and equipment and goodwill. Adjusted EBIT is
income from continuing operations belore income taxes less financial income
(expense), net and income (loss) from invesiments accounted for using the equity
method, net.
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The target range for our capital structure ratio is 0.8 - 1.0, to be achieved by
2010, As a step toward achieving this target range, we have announced a program
to repurchase up to €10 billion in Siemens shares over the next three years.

September 30,
{€ in millions) 2007 2006
Short term debt 5,637 2175
Plus: Lang term debt 9,860 13,122
Less: Cash and cash equivalents {4,005) (10,214)
Less: Current available for sale financial assets (193} {596)
Net debt 11,299 4,487
Less: SFS Dabt excl, internally purchased recetvables (6,675) (6,058)
Plus: Funded status pension plan 1,039 2,941
Plus: Funded status other post employment benefits 779 B42
Plus: Credit guarantees 386 666
Less: approx. 50% nominal amount hybrid bond ) (1.000)  {1,000)
Adjusted industrial net debt 5,828 1,878

Beginning in fiscal 2008, we will establish a “Siemens Credit Warehouse” in
order to increase transparency on credit risk and centralize our credit risk man-
agement within Corporate Treasury. Siemens Credit Warehouse is managed by
SFS as operating service provider on behalf of Corporate Treasury. Our operating
units will transfer their current trade receivables including the inherent credit
risk to the Siemens Credit Warchouse but remain responsible for the servicing
such as collections and receivables management. Siemens Credit Warehouse will
actively manage credit risk in its portfolio, i.e. sell or hedge exposure to specific
customers, countries and industries. It can also transfer the receivables to third
parties through securitization structures and thus explore an additional funding
source [or Siemens.

Ratings

A key factor in maintaining a strong financial profile is Siemens’ credit rating,
which is affected among other factors by the capital structure, the ability to gen-
erate cash flow, geographic and product diversification, as well as our competitive
market position. Qur current corporate credit ratings from Moody’s Investors
Service and Standard & Poor's are noted below:

Moody's

Investars Standard

Service & Poor’s
Long-term debt Al AA-

Short-term debt P-1 A-1+
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On November 9, 2007, Moody's Investors Service downgraded Siemens' long-
term corporate credit rating from Aa3 to Al and set our outlook from “negative” to
“stable.” The rating action followed our announcements regarding the share-buy-
back program and capital structure target mentioned above. The rating classifica-
tion of A1 is the third highest rating within the agency’s debt ratings category. The
numerical modifier 1 indicates that our long-term debt ranks in the higher end of
the A category. The Moody's rating outlook is an cpinion regarding the likely
direction of an issuer's raling over the medium-term. Rating outlooks fall into the
following six categories: positive, negative, stable, developing, ratings under
review and no outlook.

Moody's Investors Service's rating for our short-term corporate credit and com-
mercial paper is P-1, the highest available rating in the prime rating system,
which assesses issuers’ ability to honor senior financial obligations and contracts.
It applies to senior unsecured obligations with an original maturity of less than
one year.

In addition, Moody’s Investors Service published a credit opinion. The most
recent credit opinion for Siemens as of November 13, 2007 classified the liquidity
profile of the Company as “very healthy.”

Standard & Poor's rates our long-term corporate credit AA- . On June 15, 2007
Standard & Poor’s resolved the “CreditWatch negative,” dated April 26, 2007 and
kept a “negative” outloock. Within Standard & Poor's long-term issue and issuer
credit ratings, an obligation rated AA has the second highest rating category
assigned. The modifier * - * indicates that our long-term debt ranks in the lower
end of the AA category. The Standard & Poor’s rating outlook is an opinion regard-
ing the likely direction of an issuer’s rating over the medium-term. Rating out-
looks fall into the following four categories: Positive, Negative, Stable and Davel-
oping. Outlooks have a time frame of typically two years. Ratings appear on
CreditWatch when an event or deviation from an expected trend has occurred or is
expected, and additional information is necessary to take a rating action. A rating
review will normally be completed within approximately 90 days, unless the out-
come of a specific event is pending.

Our short-term debi and commercial paper is rated A-1+ within Standard &
Poor's short-term issue credit ratings, giving Siemens the highest-ranking short-
term rating.

Siemens has no other agreements with nationally recognized statistical rating
organizations to provide long-lerm and short-term credit ratings.
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Cash Flow - Fiscal 2007 Compared to Fiscal 2006

The following discussion presents an analysis of Siemens’ cash flows for fiscal
2007 and 2006. The first table presents cash flows for continuing and discontinued
operations. The latter category includes cash flows relating to Siemens' enterprise
networks business, which is held for sale, the carrier-related business, which was
transferred into NSN, the Mobile Devices business sold to BenQ Corporation, and
SV, which is held for sale pending the closing of its sale to Continental AG. For fur-
ther information on discontinued operations, see “Notes to Consolidated Financial
Statements.” The second table focuses on cash flows from continuing operations
for the components of Siemens.

Since the third quarter of fiscal 2007, Siemens reports free cash flow, defined
as net cash provided by (used in) operating activities less cash used for additions
to intangible assets and property, plant and equipment. We believe this measure
is helpful to our investors as an indicator of our ability to generate cash from
operations and to pay for discretionary and non-discretionary expenditures not
included in the measure, such as dividends, debt repayment or strategic invest-
ments. We alsoe use free cash flow to compare cash generation among the segq-
ments {for further information, reler to “Consolidated Financia! Statements -
Segment Information”).

Continuing and

Continuing Discontinued discontinued
operations operations operations
Year ended September 30,
{€in millions) 2007 2006 2007 2006 2007 2006
Net cash pravided by
(used in):
Operating activities A 9,822 5,003 (2,494) 656 7.328 5,659
{rvesting activities {10,068) {4,315) {1.,289) 381} {11357 {4,696)
Herein: Additions to
intangible assets and
property, plant and
equipment B {3,067)  (3.183} {684) (869)  (3,751) (4,052)
Free cash flow* A+B 6,755 1,820 (3,178) (213) 3,577 1.607

* The closest comparable financial measure under IFRS is *Net cash provided by (used in) operating activities.”
“Net cash provided by (used in) operating activities” from continuing aperations as well as from continuing and
discontinued operations is reported within the “Consolidated Statements of Cash Flow” for Siemens as a whole
as well as for the components of Siemens {see table below). fiefer to "Notes to Consolidated Financial State-
ments” for information en the reconcitiation of cash flow used for “Additions to intangible assets and property,
plant and equipment” as reported in this table and the table below into the line item *Additions 1o intangible
assets and property, plant and equipment” as reported within the “Consolidated Statements of Cash Flow”,
Other companies that use free cash flow may define and calculate free cash flow differently.
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Operating activities provided net cash of €7.328 billion in fiscal 2007, com-
pared to €5.659 billion in fiscal 2006. These results include both continuing opera-
tions and discontinued operations. Within the total, continuing operations pro-
vided net cash of €9.822 billion, up from €5.003 billion a year earlier. Discontinued
operations used net cash of €2.494 billion in the current period, including a build-
up of net working capital, particularly receivables as well as €640 million tax pay-
ments related to the carve-out of SV. A year earlier, discontinued operations pro-
vided net cash of €656 million.

Investing activities used net cash of €11.357 billion in fiscal 2007, a substan-
tial increase from €4.696 bitlion in the prior-year period. Within these results,
continuing operations were the primary factor in the change year-over-year,
using net cash of €10.068 billion compared to net cash used of €4.315 biillion in the
same period a year carlier. Discontinued operations used net cash of €1.289 hillien
compared to net cash used of €381 million in the prior-year pericd, which bene-
fited from €465 million in proceeds from the sale of our shares in Juniper Net-
works, Inc (Juniper),

SFS, SRE and

Continuing operations Operations Corporate Treasury* Siemens
Year ended September 30,
(€ in millions) 2007 2006 2007 2006 2007 2006
Net cash provided by
(used in):
QOperating activities A 6,407 3,405 3,415 1.598 9,822 5,003
investing activities {9.262) {2.995) (806) (1,320) {10,068} (4,315}

Herein: Additions to
intangible assets and

property, plant ond
equipment B8 (2.313) (2,419 (754) (768) (3.067) (3,183}
free cash flow A+B 4,094 990 2,661 830 6,755 1,820

* Also includes eliminations and reclassifications,

Operating activities provided net cash within continuing Operations of
€6.407 billion in fiscal 2007, substantially up from €3.405 billion the year before.
This increase was driven by a significant higher income from continuing opera-
tions year-over-year as well as by a substantial improvement in net working capi-
tal compared to the prior-year period. Accordingly, cash outflows relating to net
inventories improved especially at &S and SBT and current liabilities increased
primarily due to advanced payments at PG. The current period also includes pay-
ments of €431 million relating to the antitrust investigation involving suppliers of
high-voltage gas-isolated switching systems mentioned earlier, while the prior
period included substantially higher cash outflows related to severance payments
at SIS. Within Financing and Real Estate and Corporate Treasury, the change year-
over-year in net cash provided by operating activities from continuing operations
was due primarily to accounts receivable related to the carve-outs of §V and the
carrier activities transferred into NSN. For Siemens overall, net cash provided by
operating activities on a continuing basis amounted to €9.822 billion in fiscal
2007 compared to €5.003 billion in fiscal 2006.
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Investing activities in continuing operations used €9.262 billion within Oper-
ations in fiscal 2007. Thereof, net cash outflows for acquisitions amounted (o
€7.334 billion, including approximately €4.2 billion spent for the Bayer acquisi-
tion at Med and approximately €2.7 billion spent for the acquisition of UGS Corp.
at A&D. During the prior period, investing activities in continuing operations used
net cash of €2.995 billion, benefiting from €1.127 billion in net proceeds from the
sale of our shares in Infineon Technologies AG (Infineon). Net cash outflows for
acquisitions amounted to €2.049 billion in {iscal 2006, including the acquisition
of DPC at Med with approximately €1.3 billion net of €94 million cash acquired, as
well as Electrium at A&D, Bewator at SBT, and the coal gasification business of Sus-
tec-Group and Wheelabrator at PG with a combined preliminary purchase price of
approximately €0.4 bitlion. Investing activities on a continuing basis at Corporate
Treasury and Financing and Real Estate used net cash of €806 million in fiscal
2007 compared to €1.320 billion in the prior period. The change year-over-year is
mainly related to available-for-sale financial assets. For Siemens overall, net cash
used in investing activities in continuing operations increased to €10.068 billion
in [iscal 2007 from €4.315 billion in fiscal 2006.

Free cash flow from continuing operations for Siemens was €6.755 billion for
fiscal 2007, a significant increase rom €1.820 bitlion in the same period a year
earlier. The change year-over-year is due to the increase in net cash provided by
operating activities mentioned above, combined with lower capital expenditures
(CAPEX), defined as spending for additions to intangible assets and property,
plant and equipment. Accordingly, cash flow used for CAPEX decreased to €3.067
billion, down from €3.183 billion a year before, especially due to reduced spend-
ings at TS, SIS and PG. Siemens’ cash conversion rate, calculated as free cash flow
from continuing operations divided by income from continuing operations,
improved to 1.73 in fiscal 2007 from 0.69 a year earlier.

Financing activities from continuing and discontinued operations in fiscal
2007 used net cash of €1.187 billion compared to net cash provided of €1.206 bil-
lion in fiscal 2006.

In the current period, changes in short-term debt provided net cash of €4.386
billion, mainly due to the issuance of commercial paper and medium term notes.
These cash inflows were compensated by cash outflows for the repayment of long-
term debt amounting to €4.595 billion in the current period, including approxi-
mately €3.2 billion in cash used for the redemption of the outstanding notes of the
convertible bond mentioned earlier as well as by cash used for the redemption of a
CHF250 miilion bond and a €991 million bond. Dividends paid to shareholders
increased in the current period to €1.292 billion.

Financing activities in fiscal 2006 were characterized by substantial raising of
long-term debt, totaling €6.701 billion. This included the issuance of two tranches
of U.5. dollar-denominated bonds totaling U.5.$1.0 billion (€0.8 billion). Further
we issued four tranches of U.5. dollar-denominated bonds totaling U.5.85.0 billion
(€3.9 billion), as well as a hybrid bond in two tranches, one denominated in eurog
{nominal €900 million} and one denominated in British pounds (nominal £750
million, or €1.1 billion). Repayment of long-term debt used €1.710 billion in cash
in fiscal 2006, including a €1.6 billion payment for a bond, which was due on
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luly 4, 2006. The repayment of commercial paper programs was the major effect
for cash outflows of €1.762 billion related to changes in shorl term debt. Dividends
paid to shareholders amounted to €1.201 billion in fiscal 2006.

Capital Resources and Requirementis

Our capital resources are comprised of cash and cash equivalents, current avail-
able-for-sale financial assets, total equity and cash flow from operating activities.
Our capital requirements include scheduled debt service, regular capital spend-
ing and ongoing cash requirements from operating activities.

Net liquidity results from total liquidity, comprised of Cash and cash equiva-
lents and available-for-sale financial assets, less total debt, comprised of short-
term debt and current maturities of long-term debt and long-term debt. Total debt
relates to our commercial paper, medium-term notes, bonds, loans from banks
and obligations under finance leases as stated on the Consolidated Balance Sheets,
We use the net liquidity measure for internal corporate finance management, as
well as external communication with investors, analysts and rating agencies.

September 30,

(€ in millions}) 2007 2006
Cash and cash equivalents 4,005 10,214
Current available-for-sale financial assets 193 596
Total liquidity 4,198 10,810
Short-term debt and current maturities of long-term debt 5,637 2175
Long-term debt 9,860 13.122
Total debt 15,497 15,297

Net liquidity (11,299)  (4.487)

Our sources of liquidity consist of a variety of short and long-term financial
instruments including loans from financial institutions, commercial paper, notes
and bonds.

Credit facilities - We have three credit facilities at our disposal, which are for
general corporate purposes. Qur credit facilities at September 30, 2007 consist of
€6.797 billion in committed lines of credit.

9 U.5.85.0 biltion undrawn syndicated multi-currency revolving credit facility
expiring March 2012 provided by a syndicate of international banks;

§ €450 million undrawn revolving credit factlity expiring September 2012 pro-
vided by a domestic bank;

1 U.5.84.0 billion syndicated multi-currency credit facility expiring August 2013
provided by a syndicate of international banks, The facility comprises 2 U.5.$1.0
billion term loan which was drawn in January 2007 and an undrawn U.5.$3.0 bil-
lion revolving tranche,
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Commercial paper program - In fiscal 2007, we combined our U.S.$5 billion
commercial paper program and €3 billion European commercial paperintoa
U.5.%9 billion Global multi-currency commercial paper program (€6.347 billion},
including extendable notes capabilities. As of September 30, 2007, the nominal
amount outstanding under this program was U.S.$6.182 billion (€4.360 billion).
Our issues of commercial paper have a maturity of typically less than 90 days.

Medium-term note program - We have a medium-term note program of €5.0
billion. During fiscal 2007, the Company decided not to update the listing of the
program. Accordingly, we can issue deht as private placements but not as listed
debt. The nominal amount cutstanding under this program was €1.389 billion at
September 30, 2007.

None of our credit facilities contain a material adverse change provision of the
type often found in facilities of such nature and none of our global commercial
paper and medium-term note programs nor our credit facilities contain specific
financial covenants such as rating triggers or interest coverage, leverage or capi-
talization ratios that could trigger remedies, such as acceleration of repayment or
additional collateral.

Other financing instruments - In fiscal 2006, Siemens Financierings-
maatschappij N.V., a wholly owned Dutch subsidiary of Siemens AG issued two
series of notes of U.5.3750 million maturing 2009 and 2012, as well as two series
of notes of U.S.$1.750 billion maturing 2016 and 2026. Iny addition, Siemens Finan-
cieringsmaatschappij N.V. issued a Hybrid Capital bond in a euro tranche of €900
million and a British pound tranche of £750 million. The total nominal amount of
our Hybrid bonds is approximately €2 billion, The reason for these issuances was
to better match fund capital and currency requirements, to diversify our investor
base and to strengthen the overall balance sheet.

Further information about our bonds and the other components of debt is given
below and in “Notes to Consolidated Financial Statements.”

Capital expenditures for Operating Groups - The capital expendilure rate
(expressed as a percentage of depreciation and amortization) for property, plant
and equipment (PPE) and intangible assets for fiscal 2007 was 109%. We have seta
mid-term targel to keep additions to PPE and intangible assets as a percentage of
depreciation and amortization to 95% - 115%,

Cash flows related to porifolio activities - After the close of fiscal 2007, we
occurred in November 2007 substantial debt linanced cash outflows in connection
with the Dade Behring acquisition. The preliminary purchase price for Dade Beh-
ring amounts to approximately €5 billion. In contrast, we will receive substantial
cash inflows from the sale of SV (preliminary purchase price of approximately
€11.4 billion). For further information, see “Strategic Overview,” as well as “Notes
to Consolidated Financial Statements.”

Share buyback program - Subsequent to the close of the fiscal year end 2007,
we announced our planned share-buyback program, which we will conduct over
the next three years up to a total cash outflow of approximately €10 billion. For
additional see “Subsequent Events.”

Dividends -~ At the Annual Shareholders’ Meeting scheduled for January 24,
2008, the Managing Board, in agreement with the Supervisory Board, will submit
the following proposal: to pay €1.60 per share as a dividend, which aggregates to
an expected total payout of €1.463 billion.
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Contractual Obligations
In the ordinary course of business, Siemens’ primary contractual obligations
regarding cash involve debt service, purchase obligations and operating lease
commitments,

The following table summarizes contractua)l obligations for future cash outfiows
as of September 30, 2007:

Payments due by periog
Less than 1-3 4-5  After
(€ in millions) Total 1 year years years  Syears
Debt 15,497 5.637 847 3123 5,890
Purchase obligations 12,884 11,622 1,013 159 90
Operating leases 2.450 581 837 481 551
Tota! contractual cash obligations 30,831 17,840 2,697 3,763 6,531

Debt - At September 30, 2007, Siemens had €15.497 billion of short- and long-
term debt, of which €5.637 billion will become due within the next 12 months.
Short-term debt includes current maturities of long-term debt, as well as loans from
banks coming due within the next 12 months. At September 30, 2007, the weighted
average maturity of our bonds and notes due after one year was 8.24 years. At Sep-
tember 30, 2006, total debt was €15.297 biilion. Further information about the
components of debt is given in “Notes to Consolidated Financial Statements.”

Debt for Siemens at September 30, 2007 consisted of the following:

Short- Leng-
(€in millions) Term Term Total
Motes and bonds 693 8,196 8,889
Loans fram banks 478 871 1,349
Other financial indebtedness 4,418 555 4,973
Obligations under finance leases 48 238 286
Total debt 5.637 9,860 15,497

The capital structure of the Financing and Real Estate component at September
30, 2007 and 2006 consisted of the following:

September 30, 2007  Septermber 30, 2006

{€in millions) SFS SRE SFS SRE
Assets 8,912 3.091 10.543 3,221
Allocated equity 1,041 920 113 920
Total debt 7,081 1.072 8,818 1,239

Therein intragroup finoncing 6,822 739 8,487 928

Therein debt from externol sources 259 333 333 311
Debt to equity catio 6.80 117 7.80 1.35
SF5 internally purchased receivables 406 - 2,761 -

SFS debt excluding 5FS internally purchased receivables 6.675 - 6,058 -
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Both Moody’s and Standard & Poor’s view SFS as a captive finance company.
These ratings agencies generally recognize and accept higher levels of debt attrib-
utabte to captive finance subsidiaries in determining long-term and short-term
credit ratings,

The allocated equity for SFS is determined and influenced by the respective
credit ratings of the rating agencies and by the expected size and guality of its
portfolio of leasing and factoring assets and equity investments and is deter-
mined annually. This allocation is designed to cover the risks of the underlying
business and is in line with common credit risk management banking standards.
The actual risk profile of the SFS portfolio is monitored and controlled monthly
and is evaluated against the allocated equity.

Purchase obtligations - At September 30, 2007, Siemens had €12.884 billion in
purchase obligations. Purchase obligations include agreements to purchase goods
or services that are enforceable and legally binding and which specify all of the
following items: (i) fixed or minimum quantities, (ii} fixed, minimum or variable
price provisions and (iii) approximate timing of the transaction.

Operating leases — At September 30, 2007, Siemens had a total of €2.450 bil-
lion in total future payment obligations under non-cancelable operating leases.
For additional information, see “Notes to Consolidated Financial $tatements.”

Siemens is subject to asset retirement obligations related to certain items of
property, plant and equipment. Such asset retirement obligations are primarily
attributable to environmental clean-up costs which amounted Lo €597 million as
of September 30, 2007 and to costs primarily associated with the removal of lease-
hold improvements at the end of the lease term amounting to €38 million as of
September 30, 2007. For additional information with respect to asset retirement
obligations, see "Notes to Consolidated Financial Statements.”

Off-Balance Sheet Arrangements

Guarantees - Guarantees are principally represented by credit guarantees and
guarantees of third-party performance. As of September 30, 2007, the undis-
counted amount of maximum potential future payments for guarantees was
€8.463 billion. Credit guarantees cover the financial cbligation of third-parties in
cases where Siemens is the vendor and/or contractual partner. in addition,
Siemens provides credit line guarantees with variable utilization to associated
and related companies. The total amount for credit guarantees was €386 million
as of September 30, 2007. Performance bonds and guarantees of advanced pay-
ments guarantee the fulflillment of contractual commitments of partners in a con-
sortium where Siemens may be the general or subsidiary partner. In the event of
non-performance under the contract by the consortium partner(s), Siemens will
be required to pay up to an agreed-upon maxirmum amount. Guarantees of third-
party performance amounted to €1.995 billion as of September 30, 2007. The Fed-
eral Republic of Germany has cornmissioned a consortium consisting of SIS and
IBM Deutschland GmbH (IBM) te moderaize and operate the non-military infor-
mation and communications technology of the German Federal Armed Forces
(Bundeswehr). This project is called HERKULES. A project company, BWI1 Informa-
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tionstechnik GmbH (BW1) will provide the services required by the terms of the
contract. 815 is a shareholder in the project company, The total contract value
amounts to a maximum of approximately €6 billion. In connection with the con-
sortium and execution of the contract between BWI and the Federal Republic of
Germany in December 2006, Siemens issued several guarantees connected to each
other legally and economically in favor of the Federal Republic of Germany and of
the consortium member IBM. The guarantees ensure that BWI has sufficient
resources to provide the required services and to fulfill its contractual obliga-
tions. These guarantees are listed as a separate item “HERKULES obligations” due
to their compound and multilayer nature. Total future payments potentially
required by Siemens amount to €4.2 billion and will be reduced by approximately
€400 million per year over the 10-year contract period. Yearly payments under
these guarantees are limited to €400 million plus, if applicable, a maximum of
€90 million in unused guarantees carried forward from the prior year. Further-
more, Siemens has provided indemnification in connection with dispositions of
certain business entitics, which protects the buyer from certain tax, legal, and
other risks related to the purchased business entity. These other guarantees were
€1.882 billion as of September 30, 2007. In the event that it becomes probable that
Siemens will be required to satisfy these guarantees, provisions are established.
Such provisions are established in addition to the liabilities recognized for the
non-contingent compenent of the guarantees. Most of the guarantees have fixed
or scheduled expiration dates, and in practice such guarantees are rarely drawn.
For additional information with respect to our guarantees, see “Notes 1p Consoli-
dated Financial Statements.”

Pension Plan Funding

The defined benefit obligation (DBO) of Stemens’ principal pension plans, which
considers future compensation increasces, amounted to €25.0 hillion on September
30, 2007, compared to €26.7 billion on September 30, 2006. The fair value of plan
assets as of September 30, 2007 was €24.0 billion compared to €23.8 billion on
September 30, 2006. Accordingly, the combined funding status of Siemens princi-
pal pension plans on September 30, 2007 showed an underfunding of €1.0 billion
compared to an underfunding of €2.9 billion at the end of the prior fiscal year. The
actual return on plan assets during the tast twelve months amounted to €1.295
billion. This represents a 5.6% return, compared to the expected return of 6.5%.
Siemens was able to generate this return mainly due to strong equity markets
(amongst others emerging markets) and good real estate returns, despiie of the
negalive impact of interest rate increases on fixed income investments.
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Siemens’ funding policy for its pension funds is part of iis overall commitment
to sound financial management, which also includes an ongoing analysis of the
structure of its pension liabilities, particularly the duration by class of beneficia-
ries. To balance return and risk, Siemens has developed a pension benefit risk
management concept. As prime risk we have identified a decline in the principle
plans’ funded status as a result of adverse developments of plan assets and/or
defined benefit obligations. We monitor our investments and our defined benefit
obligations in order to measure such prime risk. The prime risk quantifies the
expected maximum decline in the funded status for a given confidence level over
a given time horizon. A risk budget on group level forms the basis for the determi-
nation of our investment strategy, i.e. the strategic assets ctass allocation of prin-
ciple plan assets and the degree of interest rate risk hedging. Both, risk budget
and investmeni strategy, are regularly reviewed by external experts of the inter-
national insurance industry to allow for an integral view on pension assets and
pension liabilities. We select asset managers based on our quantitative and quali-
tative analysis and subsequently monitor their performance and risk, both on a
stand-alone basis, as well as in the broader portfolio context, We review the asset
allocation of each plan in light of the duration of the related pension liabilities
and analyze trends and events that may affect asset values in order to initiate
appropriate measures at a very early stage.

Siemens also regularly reviews the design of its pension plans. Historically,
the majority of Siemens pension plans have included significant defined benefits.
However, in order to reduce the Company’s exposure to cerizin risks associated
with defined benefit plans, such as longevity, inflation, effects of compensation
increases and other factors, we implemented new pension plans in some of our
major subsidiaries including Germany, the U.S. and the UK. during the last sev-
eral years. The benefits of these new plans are basced predominantly on contribu-
tions made by the Company and, to a minor extent, the effects of longevity, infla-
tion adjustments and compensation increases. We expect to continue to review the
need for the implementation of similar plan designs outside Germany in the com-
ing years to better control future benefit obligations and related costs.

For more information on Siemens pension plans, see “Notes to Consolidated
Financial Statements.”
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Overview Financial Position

Our financial position in fiscal 2007 was predominantly influenced by the pending
sale of SV, the transfer of the carrier-related operations of the former Group Com
into NSN and the integration of the diagnostics division of Bayer AG and UGS.
The assets and liabilities of §V-related operations of Siemens are classified on the
balance sheet as held for disposal and measured at the lower of their carrying
amount or fair value less costs to sell, due to the pending sale. The assets and lia-
bilities of the carrier-related operations of the former Com Group classified on
September 30, 2006 on the balance sheet as held for disposal have heen trans-
ferred into NSN during fiscal 2007, in return the value of the investments
accounted for using the equity method increased. The integration of the Bayer and
UGS businesses during fiscal 2007 increased assets and liabilities, whereas the
acquisitions themselves resulted in significant cash outflows. For information on
acquisitions and dispositions and on the carrying amounts of major classes of
assets and liabilities held for disposal, see “Notes to Consolidated Financial State-
ments,”

The following table shows current assets at end of fiscal 2007 and fiscal 2006:

September 30,

(€ in millions) 2007 2006
Cash and cash equivalents 4,005 10,214
Available-for-sale financial assets 193 596
Trade and other receivables 14,620 15,148
Other current financial assets 2,932 2,370
Inventories 12,930 12,790
Income tax receivables 398 458
QOther current assets 1,322 1,274
Assats classified as held for disposal 11,532 7,164

Total current assets . 47,932 50,014

Cash and cash equivalents totaled €4.005 billion as of September 30, 2007. The
decrease of €6.209 billion was primarily driven by cash outflows associated with
investing activities, in particular due the acquisitions mentioned above. For fur-
ther information, see “Cash Flow-Fiscal 2007 compared to fiscal 2006.”

The decrease in trade and other receivables year-over-year was primarily
driven by reclassification of SV assets in assets held for disposal. Despite the same
veclassification effect for inventories, inventories increased due to the broad
based order growth at Operating Groups and the above-mentioned acquisitions.

Assets classified as held for disposal increased by €4.368 billion, This change
primarily reflects the transfer of assets of approximately €5 billion of the carrier-
related operations ol the former Com Group into NSN during fiscal 2007, and the
reclassification of SV into assets classified as held for disposal of €9 billion.
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were as follows:
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September 30,

(€ in millions) 2007 2006
Goodwill 12,501 9,689
Other intangible assets 4,619 3,385
Property, plant and equipment 10,555 12,072
Investments accounted for using the equity method 7.016 2,956
Gther financial assets 5,561 5,042
Deferred tax assets 2,594 3,657
Other assets 777 713

Total long-term assets 43,623 37.514

*

In fiscal 2007, the net increase in goodwill and other intangible assets primar-

ily related to acquisitions and purchase accounting adjustments with an offset-
Lting effect from the reclassification of SV. For further information see “Notes to

Consolidated Financial Statements.”

The net decrease in property, plant and equipment results from the reclassifi-

cation of SV assets into assets held for disposal.

The total decrease in current assets and the increase in long-term assets were
mainly related to the transfer of assets of approximately €5 billion, classified as
held for disposal, of the carrier-related operations of the former Com Group into

NSN during fiscal 2007, as well as acquisitions that caused a reduction in cash and
cash equivalents and an increase in long-term assets.

The table below shows current and long-term liabilities at the respective bal-

ance sheet dates:

September 30,

(€ in millions) 2007 2006
Short-term debt and current maturities of long-term debt 5,637 2175
Trade payables 8,382 8,443
Other current financial liabilities 2,553 1,929
Current provisions 3,581 3,859
Income tax payables 2,141 1,582
Qther current liabilities 17,058 15,591
Liabilities associated with assets classified as held for disposal 4,542 5,385

Total current liabilities 43,894 38,964
Long-term debt 9,860 13,122
Pension plans and similar commitments 2,780 5,083
Deferred tax liahilities 580 184
Provisions 2,103 1,858
Other financial liabilities 411 248
Other liabilities 2,300 2,174

Total long-term liabilities 18,034 22,669
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Short-term debt and current maturities of long-term debt totaled €5.637 billion
at the end of fiscal 2007, an increase of €3.462 billion from the prior year-end. This
increase primarily results from the issuance of commercial paper in fiscal 2007,
with an outstanding amount of €4.332 billion as of September 30, 2007.

Compared to fiscal 2006, long-term debt decreased by €3.262 billion to €9.860
billion in fiscal 2007. In fiscal 2007 the Company repurchased a principal amount
of approximately €1.9 billion of its cutstanding convertible notes of the €2.5 bil-
lion 1.375% €-bond and paid approximately €3.2 billion in cash and redeemed two
outstanding bonds. Further information about the notes and bonds is also pro-
vided under -Capital Resources and -Capital Requirements as well asin the
“Notes to Consolidated Financial Statements.”

Shareholders’ equity and total assets were as follows:

September 30,
(€ in millions) 2007 2006
Total equity attributable to shareholders of Siemens AG 28,996 25,193
Equity rotio 32% 29%
Minority Interest 631 702
Total assets 91,555 87,528

Total shareholders' equity attributable to shareholders of Siemens AG in-
creased by €3.803 billion to €28.996 billion at the end of liscal 2007, The increase
results mainly {rom net income attributable to sharcholders of Siemens AG of
€3.806 billion and actuarial gains on pension plans and similar commitments of
€1.234 billion, less dividend payments of €1.292 billion.

Total assets increased by 5% in fiscal 2007, compared to fiscal 2006, Total
shareholders’ equity increased by 15%, as a result of which the equity ratio
improved by almost three percentage points, to 32%.

For additional information on the financial position, see “Notes to Consoli-
dated Financial Statements.”
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Subsequent Events

At the beginning of November 2007, Siemens completed the acquisition of Dade
Behring which will be integrated into Med's Diagnostics division. For additional
information, see “Notes to Consolidated Financial Statements.”

On November 7, 2007, the Company also announced a share buyback program
with a total volume of up to €10 billion by 2010.

Critical Accounting Estimates

We have prepared our consolidated financial statements in accordance with IFRS,
as described in “Notes to Consolidated Financial Statements”. Our significant
accounting policies, as described in “Notes to Consolidated Financial Statements,”
are essential to understanding our reported results of operations and financial
condition. Certain of these accounting policies require critical accounting esti-
mates that involve complex and subjective judgments and the use of assumptions,
some of which may be for matters that are inherently uncertain and susceptible to
change. Such critical accounting estimates could change from period to period
and have a material impact on financial condition or results of operations. Critical
accounting estimates could also involve estimates where management reasonably
could have used a different estimate in the current accounting period. Manage-
ment cautions that future events often vary from forecasts and that estimates rou-
tinely require adjustment.

Revenue Recognition on Ceonstruction Contracts - The Company’s Groups,
particularly PG, TS, &S, PTD and SBT, conduct a significant portion of their busi-
ness under construction contracts with customers. The Company generally
accounts for construction projects using the percentage-of-compietion method,
recognizing revenue as performance on a contract progresses. This method places
considerable importance on accurate estimates of the extent of progress towards
completion. Depending on the methodology to determine contract progress, the
significant estimates inciude total contract costs, remaining costs to completion,
total contract revenues, contract risks and other judgments. Management of the
operating Groups continually reviews all estimates involved in such construction
contracts and adjusts them as necessary. The Company also uses the percentage-
of-completion method for projects financed directly or indirectly by Siemens, In
order to qualify for such accounting, the credit quality of the customer must meet
certain minimum parameters as evidenced by the customer’s credit rating or by
a credit analysis performed by Siemens Financial Services (SFS), which performs
such reviews in support of the Company’s Corporate Executive Committee. At a
minimum, a customer’s credit rating must be single B from external rating agen-
cies, or an equivalent SFS-determined rating. In cases where the credit quality
does not meet such standards, the Company recognizes revenue for construction
contracts and financed projects based on the lower of cash if irrevocably received,
or contract completion. The Company believes the credit factors used provide a
reasonable basis for assessing credit quality.
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Trade and Other Receivables - The aliowance for doubtful accounts involves
significant management judgment and review of individual receivables based on
individual customer creditworthiness, current economic trends and analysis of
historical bad debts on a portiolio hasis. For the determination of the country-spe-
cific component of the individual allowance, we also consider country credit rat-
ings, which are centrally determined based on information from external rating
agencies. Regarding the determination of the valuation allowance derived from a
portfolio-based analysis of historical bad debts, a decline of receivables in volume
results in a corresponding reduction of such provisions and vice versa. As of
September 30, 2007 and 2006, Siemens recorded a total valuation allowance for
accounts receivable of €895 million and €956 million, respectively, Siemens also
selectively assists customers through arranging financing from various third-
party sources, including export credit agencies, in order to be awarded supply
contracts. In addition, the Company provides direct vendor financing and grants
guarantees to banks in support of loans to Siemens customers when necessary
and deemed appropriate.

fmpairment - Siemens tests at least annually whether goodwill has suffered
any impairment, in accordance with its accounting policy. The determination of
the recoverable amount of a division to which goodwill is allocated involves the
use of estimates by management. The recoverable amount is the higher of the
division’s fair value less costs to seli and its value in use. The Company generally
uses discounted cash flow based methods to determine these values. These dis-
counted cash flow calculations use five-year projections that are based on the
financial budgets approved by management. Cash flow projections take into
account past experience and represent management’s best estimate about future
developments. Cash flows after the planning period are extrapolated using indi-
vidual growth rates. Key assumptions on which management has based its deter-
mination of fair value less costs to sell and value in use include estimated growth
rates, weighted average cost of capital and tax rates. These estimates, including
the methodology used, can have a material impact on the respective values and
ultimately the amount of any goodwill impairment. Likewise, whenever property,
plant and equipment and other intangible assets are tested for impairment, the
determination of the assets’ recoverable amount involves the use of estimates by
management and can have a material impact on the respective values and ulti-
mately the amount of any impairment. For more information, see “Notes to Con-
solidated Financial Statements.”

Pension and Postretirement Benefit Accounting - Obligations for pension
and oiher post-employment benefits and rclated net pericdic benefit costs are
determined in accordance with actuarial valuations. These valuations rely on key
assumptions including discount rates, expected return on plan assets, expected
salary increases, mortality rates and health care trend rates, The discount rate
assumptions reflect the rates available on high-quality fixed-income investments
of appropriate duration at the balance sheet date. The expected return on plan
assets assumptions are determined on a uniform basis, considering long-term
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historical returns and asset allocations. Due to changing market and economic
conditions the underlying key assumptions may differ from actual developments
and may lead to significant changes in pension and other post-employment bene-
fit obligations. Such differences are recognized in full directly in equity in the
period in which they occur without affecting profit or loss. For a discussion of the
current funding status and a sensitivity analysis with respect to the impact of cer-
tain critical assumptions on the net periodic benefit cost, see “Notes to Consoli-
dated Financial Statements.”

Provisions - Significant estimates are involved in the determination of provi-
sions related to onerous contracts, warranty costs and legal preceedings. A signif-
icant portion of the business of certain of the operating Groups is performed pur-
suant to long-term contracts, often for large projects, in Germany and abroad,
awarded on a competitive bidding basis. Siemens records a provision [or onerous
sales contracts when current estimates of total contract costs exceed expected
contract revenue. Such estimates are subject to change based on new information
as projects progress toward completion. Onerous sales contracts are identified by
monitering the progress of the project and updating the estimate of total contract
costs which also requires significant judgment relating to achieving certain per-
formance standards, for example in the IT service business, and estimates involv-
ing warranty costs.

Stemmens is subject to legal and regulatory proceedings and government inves-
tigations in various jurisdictions. These procecdings are, amongst others, related
to the area of competition law and to possible breaches of anticorruption legisla-
tion in Germany, the Foreign Corrupt Praclices Act in the United States and simi-
lar legislation in other countries. Such proceedings may result in criminal or civil
sanctions, penaities or disgorgements against the Company. Ifit is more likely
than not that an obligation of the Company exists and will result in an outflow of
resources, a provision is recorded if the amount of the obligation can be reliably
estimated. Regulatory and legal proceedings as well as government investigations
often involve complex legal issues and are subject to substantial uncertainties.
Accordingly, management exercises considerable judgment in determining
whether it is more likely than not that such a proceeding will resultin an outflow
of resources and whether the amount of the obligation can be reliably estimated.
The Company periodically reviews the status of these proceedings with both
inside and cutside counsel. These judgments are subject to change as new infor-
mation becomes available. The required amount of a provision may change in the
future due to new developments in the particular matter. Revisions to estimates
may significantly affect results of future operations. Upon resolution of any legal
or regulatory proceeding or government investigation, Siemens may incur
charges in excess of the recorded provisions for such matters. It can not be
excluded that the financial condition or results of operations of Siemens will be
materially affected by an unfavorable outcome of legal or regulatory proceedings
or government investigations. See “Notes to Cansolidated Financial Statements”
for additional information.
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Non-financial performance measures

After conclusion of our Fit4dMore program in April 2007 we initiated a new pro-
gram called Fit42010 that is based on the pillars of Fit4dMore. The overal! objec-
tives of Fit42010 remain to achieve sustainable and profitable growth and to
increase the value of the company and are defined as Performance targets. Qur
Performance targets are for our operating businesses to achieve certain margin
ranges and for the Company to continue to grow at least twice the global gross
domestic product, to achieve an appropriate return on capital employed (ROCE), to
attain a cash conversion rate (CCR) of 1 minus less the rate of our revenue growth
rate and to improve the capital structure by reaching a defined ratio of adjusted
industrial net debt to EBITDA (adjusted) (for additional information on these
financial performance measures see “Outlook.”

The drivers of the averall Performance targets are Operational Excellence,
People Excellence, Corporate Responsibility and Portfolio. Progress toward the
achievement of these targets is assessed predominantly by reference 1o non-finan-
cial performance measures,

Within Operational Excellence we execute our Siemens Management System
initiative, which focuses on Innovation, Customer focus and Global competitiveness
and is based on our top” work processes and methods.

Within Innovation we use methods such as benchmarking and lead customer
feedback in order to reinforce the innovative strength of the businesses. Further-
more we identified three additional core issues that we will address in collabora-
tion with the businesses and the regions. These are the identification and premo-
lion of disruptive innovation topics of significant relevance to our future business
(“New Generation Business”), development and expansion of our network of top
innovators, and intensively apply their experience throughout Siemens (“Siemens
Top Innovators™) and the expansion of ourt corporate image as a leader in innova-
tion (“Innovater Image”).

Market transparency and customer relationship management are examples of
key elements of Customer focus. Market transparency involves setting goals on
what percentage of the overall market must be secured in terms of individual cus-
tomers and specific projects. Our customer relationship management is to be fur-
ther improved through a sales transformation project in which information on our
Company will be systematically collected and made available in the future from a
central source. To gauge our customer relationship, we will introduce the “Net
Promoter Score” company-wide. Net Promoter Score is a key indicator to measure
the willingness of customers to recommend our products and services.

Qur Global competitiveness corporate program focuses on continued develop-
ment of existing lean production systems at Siemens, and accelerating its expan-
sion through the reference configuration of a Siemens Production Systems (SPS),
the improvement of the supply chain processes as well as process standardization,
the development of service models and the expansion of expertise management in
connection with service-based transactions.
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With People Excellence we create a working culture that motivates our people
to yield high performance results. The focus is on four topics: Leadership Excel-
lence (SLE) programs, Global talent pool {top talents), Expert Careers (key experts)
and Performance Management Process {PMP). Qur SLE programs serve the deepen-
ing of business know-how and the advancement of leadership capabilities of
Siemens managers. Our Global Top Talent Pool enables us to identify our top tal-
ents and systematically foster their further development. Furthermore we system-
atically enhance the status of our technology experts by offering them attractive
carcer options through our standardized Siemens Expert Carcer program. The
PMP helps managers and employees to determine clear personal goals and per-
mits continuous and concrete feedback.

Corporate Responsibility comprises our commitment to society. This includes
Corporate Governance, Compliance, Climate Protection and Corporate Citizenship.
Corporate Governance is as the basis of all our decision-making and monitoring
processes. With our Compliance system, we are seeking to set the standard for
high integrity and transparency. With binding rules and guidelines we intend to
ensure that our employees and managers always conduct themselves in a legal
and ethical manner in relation to each other and to our business partners (for
further information on our compliance activities see “Legal proceedings” in this
MD&A). Clirnate Protection is not only an obligation to society but also a business
opportunity with significant growth rates, Siemens is developing technological
innovations that help save energy and limit greenhouse gas emissions. Further-
more we have launched an energy efficiency program for our production facilities
worldwide with the goal to increase energy efficiency from 2006 to 2011 by 20%
relative to production volumes and comparable portfolio. Within Corporate Citi-
zenship the global rollout of both Siemens-wide citizenship programs, Siemens
Generation 21 in the field of education and Siemens Caring Hands {or social assis-
tance services, will be continued and intensified. A further goal is to implement
projects that foster social and business benefits by more strongly integrating
Sicmens’ specific expertise - for example by providing support for infrastructure
deficiencies.

An essential requirement for profitable growth is to have a Portfolio that is
aligned with promising future markets. Therefore focused portfolio management
is crucial to our goals. We aim to keep and strengthen our position in the sectors
of Industry, Energy and Healthcare, Our goal is to be the Number 1 or Number 2
in all our businesses.
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Legal Proceedings

Public prosecutors and other government authorities in jurisdictions around the
world are conducting investigations of Siemens and certain of our current and
former employees regarding allegations of public corruption, including criminal
breaches of fiduciary duty including embezzlement, as well as bribery, money
laundering and tax evasion, among others. These investigations involve allega-
tions of corruption at a number of Siemens’ business Groups.

The Munich public prosecutor continues to conduct an investigation of certain
current and farmer employees of the Company on suspicion of criminal breaches
of fiduciary duty including embezzlement, as well as bribery and tax evasion.

To date, the Munich prosecutor has conducted searches of Company premises
and private homes and several arrest warrants have been issued for current and
former employees, including former members of senior management, who are
or were associated with the former Com Group and the Company. {n addition,
the Munich prosecutor has recently sought and received information from two
German subsidiaries of the Company in connection with an investigation of
allegations of criminal breach of fiduciary duty against a former employee and
unnamed others.

On October 4, 2007, pursuant to the application of the Munich prosecutor, the
Munich district court imposed a fine of €201 million on Siemens. According to the
court’s decision, a former manager of the former Com Group committed bribery of
foreign public officials in Russia, Nigeria and Libya in 77 cases during the period
from 2001 to 2004 for the purpose of obtaining contracls on behalf of the Com-
pany, whereby he acted in concert with others. In determining the fine, the court
based its decision on unlawfully obtained economic advantages in the amount of
at least €200 million which the court determined the Company had derived from
illegal acts of the former employee, to which an additional fine in the amount of
€1 million was added.

The decision of the Munich district court and the settlement (tatséichliche Ver-
stdndigung) entered into the same day with the German tax authorities, which is
described below under “Financial Impact of Compliance Maiters®, conclude the
German investigations into illegal conduct and tax violations only as they relate to
Siemens AG and only as to the lormer Com Group.

As previously reported, there are ongeing investigations in Switzerland, Italy,
and Greece. These investigations relate te allegations that certain eurrent and for-
mer employees of the former Com Group opened slush fund accounts abroad and
operated a system to misappropriate funds from the Company and, specifically,
that these individuals siphoned off money from Com via off-shore companies and
their own accounts in Switzerland and Liechtenstein. The Company has learned
that Liechtenstein prosecutors have transferred their investigation to Swiss and
Munich prosecutors.

As previously reported, Milan and Darmstadt prosecutors have been investi-
gating allegations that former Siemens employees provided improper benefits to
former employces of Enel in connection with Enel contracts. In Iialy, legal pro-
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ceedings against two former employees ended when the “patteggiamento” (plea

bargaining procedure without the admission of guilt or responsibility) by the

charged employees and Siemens AG entered into force in November 2006.

Prosecutors in Darmstadt brought charges against two other former employees

not covered by the “patteggiamento”. In May 2007, the Regional Court of Darmstadt

sentenced one former employee to two years in prison, suspended on probation,
on counts of commercial bribery and embezzlement. Another former employee
was sentenced to nine months in prison, suspended on probation, on counts of
aiding and abetting commercial bribery. In connection with these sentences,

Siemens AG was ordered to disgorge €38 million of profits. The prosecutors and

both defendants have appealed the decision of the Regional Court of Darmstadt.

Siemens AG has also appealed the decision with respect to the disgorgement.

As previously reported, in 2004 the public prosecutor in Wuppertal initiated an
investigation against Siemens employees regarding allegations that they partici-
pated in bribery related to the awarding of an EU contract for the refurbishment of
a power plant in Serbia in 2002. In August 2007, the public prosecutor conducted
searches of the premises of the PG Group in Erlangen, Offenbach and Karlsruhe in
relation to this investigation. The investigation is ongoing.

In addition, there is a significant number of engoing investigations into allega-
tions of public corruption invelving the Company, certain of our current and for-
mer employees or projects in which the Company is involved in a number of juris-
dictions around the world, including China, Hungary, Indonesia, Israel, {taly,
Nigeria, Norway and Russia, among others. Specific examples include the follow-
ing:

i There are currently numerous public corruption-related governmental investi-
gations in China, involving several divisions of Siemens Lid. China, primarily
Med, but also A&D and SIS. The investigations have been initiated by prosecutors
in several regions and provinces, including Guangdong, Jilin, Xi‘an, Wuxi,
Shanghai, Ting Hu, Shandong, Hunan, and Guiyang.

¥ Siemens Zrt. Hungary and certain of its employees are being investigated by
Hungarian authgrities in connection with allegations concerning suspicious
payments in connection with consulting agreements with a variety of shell cor-
porations and bribery relating to the awarding of a contract for the delivery of
communication equipment to the Hungarian Armed Forces,

1 The public prosecutor in Kalimantan Province, Indonesia, has charged the head
of the Med division of Siemens PT Indonesia in connection with allegations that
he participated in bribery, fraud, and overcharging related io the awarding of a
contract for the delivery of medical equipment to a hospital in 2003.

1 Authorities in Nigeria have conducted a search of Siemens premises in connec-
tion with an investigation into alleged illegal payments.

I The Norwegian government is investigating allegations of bribery and over-
charging of the Norwegian Department of Defense related to the awarding of a
contract for the delivery of communication equipment in 2001,

I The public prosecutor in Milan is investigating allegations as to whether two
employees of Siemens S.p.A. made illegal payments to employees of the state-
owned gas and power group ENI.
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As previously reported, the U.S. Department of Justice (DOJ) is conducting an
investigation of possible criminal violations of U.S. law by Siemens in connection
with the matters described above and other allegations of corruption. During the
second quarter of fiscal 2007, Siemens was advised that the U.S. Securities and
Exchange Commission’s (SEC) enforcement division had converted its informal
inquiry into these matters into a formal investigation. The Company is cooperat-
ing with these investigations.

The SEC and the DOJ are also investigating possible violations of U.S. law by
Siemens in connection with the Qil-for-Food Program. The Company is cooperat-
ing with the SEC and DOJ. A French investigating magistrate commenced a prelim-
inary investigation regarding the participation of French companies, including
Siemens France $.A.S., in the Oil-for-Food Program. German prosecutors also
began an investigation in this matter and conducted searches of Company prem-
ises and private homes in Erfangen and Berlin in August 2007, Siemens is cooper-
ating with the authorities in France and Germany.

As aresult of the above described matters and as a part of its policy of coopera-
tien, Siemens contacted the World Bank and offered to assist the World Bank in
any matter that might be of interest to the World Bank. Since that time, Siemens
has been in contact with the World Bank Department of Institutional Integrity and
intends to continue its policy of cooperation.

In February 2007, the Company announced that public prosecutors in Nurem-
berg are conducting an investigation of certain current and former employees of
the Company on suspicion of criminali breach of fiduciary duties against Siemens,
tax evasion and a violation of the German Works Council Constitution Act
(Betriebsverfassungsgesetz). The investigation relates to an agreement entered
into by Siemens with an entity controlled by the former head of the independent
employee association AUB (Arbeitsgemeinschaft Unabhdngiger Betriebsangehdriger).
The prosecutors are investigating payments made during the period 2001 to 2006
for which Siemens may not have received commensurate services in return, The
former head of AUB was arrested in February 2007, Since February, searches have
been conducted at several Siemens AG premises and private homes and an arrest
warrant was issued lor a member of the Managing Board, in connection with this
investigation, who was taken into custody. This executive's term has expired and
he therefore is no longer a member of the Managing Board. In addition to this for-
mer member of the Managing Board, other current and former members of the
Company’s senior management have been named as suspects in this matter. In
April 2007, the former member of the Managing Board posted bail in the amount
of €5 mitlion and was released from custody. In this connection, abank issued a
bond (Bankbiirgschaft) in the amount of €5 million, €4.5 million of which was
guaranteed by the Company pursuant to provisions of German law. The [ormer
member of the Managing Board has provided the Company a personal undertak-
ing to cooperate with and fully support the independent investigation conducted
by Debevoise & Plimpton LLP (Debevoise), as described below, and to repay all
costs incurred and payments made by the Company in connection with the bank
guarantee in the event he is found to have violated his obligations to the Company
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in connection with the facts under investigation by the Nuremberg prosecutors.

The investigation into the allegations involving the Company's relationship with

the former head of AUB and the AUB has also been included within the scope of

the investigation being conducted by Debevoise. In April 2007, the labor unien IG

Metall lodged a criminal complaint against unknown individuals on suspicion

that the Company breached the provisions of Section 119 of the Works Council

Constitution Act by providing undue preferential support to AUB in connection

with elections of the members of the Company’s works councils.

In February 2007, an alleged holder of American Depositary Shares of the
Company filed a derivative lawsuit with the Supreme Court of the State of New
York against certain current and former members of the Company's Managing
and Supervisory Boards as well as against the Company as a nominal defendant,
seeking various forms of relief retating to the allegations of corruption and
related violations at Siemens. The suit is currently stayed.

The Company has engaged Debevoise, an independent cxternal law firm, to
conduct an independent and comprehensive investigation to determine whether
anti-corruption requlations have been violated and to conduct an independent
and comprehensive assessment of the compliance and control systems of Siemens.
Debevoise reports directly and exclusively to the Compliance Committee of the
Supervisory Board (formerly the Audit Committee, as described below) and is
being assisted by forensic accountants from the international accounting firm
Deloitte & Touche, Debevoise's investigation of allegations of corruption at the
former Com Group, the Company's other Groups and at regional Siemens subsid-
iaries is ongoing. Information on the financial impact of compliance matters is
provided below under “Financial Impact of Compliance Matters.”

We have taken a number of significant steps to improve our compliance proce-
dures and internal controls in response to the allegations of corruption. We are
continuing to improve and implement our anti-corruption program and related
controls. Among the initiatives the Company has implemented or is in the process
of implementing are:

1 The Supervisory Board of the Company has formed a Compliance Committee of
the Supervisory Board, which oversees the ongoing investigations and remedia-
tion activities of the Company. The Compliance Committee is composed of the
members of the Audit Committee of the Supervisory Board and is chaired by the
chairman of the Supervisory Board,
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I The Managing Board has engaged an external attorney to act as an independent
“‘ombudsman” and to provide a protected communication channel for Siemens
employees and third parties. The Company has also developed a Compliance
Helpdesk with distinct features designed to receive compliance-related com-
plaints (“Tell us™) and to answer compliance-related questions from employees
(“Ask us"),

The Company has established a Corporate Disciplinary Committee to consider

and impose appropriate disciplinary measures in cases where suspicions of vio-

lations of law or Company policies or other misconduct have becn substantiated.

The Company's audit and compliance departments and an internal task force are

continuing their internal analysis and review of the Company’s compliance and

internal control system for deficiencies and any possibilities of circumvention,
including by conducting internal control remediation visits in selected regions
and Groups.

§ The Company is in the process of enhancing internal controls through central-
ization of its bank accounts and cash payment systems.

! The Company has implemented a moratorium on entering into new BCAs as well
as making new payments under existing BCAs. Any exceptions require the prior
written consent of refevant senior management as well as the written consent of
the Company’s chiel compliance officer based on a review of the agreements in
question. As part of this policy, the Company is in an ongoing process of review-
ing existing BCAs for purposes of compliance risk in connection with their con-
tinued performance. The Company has discontinued payment under a number
of BCAs and, in cerlain cases, has terminated BCAs.

t The Company is in the process of enhancing its anti-corruption policies. The
Company has adopted, and is in the process of implementing, new policies
regarding anti-public-corruption compliance, retention of intermediaries who
interact with government authorities on Siemens’ behalf, compliance in M&A
transactions, joint ventures and minority investments, and gifts and hospitality.

I The Company is continuing the roll-out of a formal program of anti-corruption
and other legal compliance training for management, group and regional com-
pliance officers and other employees.

§ The Company established a new Managing Board position for legal and compli-
ance matters, effective October 1, 2007. Peter Y. Solmssen was appointed a mem-
ber of Siemens’ Managing Board as well as the Company’s General Counsel, with
overall responsibility for legal and compliance issues.

0 Effective September 19, 2007, the Managing Board appointed Andreas Pohlmann
as Chief Compliance Officer.

1 Effective October 1, 2007, all company audit functions were merged into the unit
Corporate Finance Audit, which was assigned to the Corporate Finance Depart-
ment. Corporate Finance Audit is headed by Hans Winters, who was appointed
Chtef Audit Officer with an independent reporting line to the Audit Committee
and its Chairman.
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0 The Company has adopted a global amnesty program. Pursuant te this program,
if employees, by January 31, 2008, voluntarily provide the Company with infor-
mation regarding possible violations of anti-public-corruption laws, including
any related accounting irregularities, the Company will not make any claims for
damages and will not unilaterally terminate such employees’ employment rela-
tionship. The Company reserves the right to impose lesser disciplinary measures
or additional compliance training. Senior management is not eligible for the
amnesty, subject to certain exceptions for certain functions.

As previously reported, the Company engaged an independent compliance
advisor in order to consult the Managing Board and the Compliance Committee
with regard to the future structure of the compliance organization, the execution
of compliance reviews, the review of related guidelines and controls including
potential improvement measures, and the associated communication and train-
ing. The independent compliance advisor provided periodic status reports to the
Managing Board and the Compliance Committee. With the implementation of the
changes enumerated above, the external compliance advisor has been directed by
the Compliance Committee to report to and to support the activities of the Compa-
ny’s Chief Compliance Officer.

In addition to the proceedings described above, we are also involved in a num-
ber of anti-trust and other legal proceedings: '

A Mexican governmental contro! authority barred Siemens Mexico from bid-
ding on public contracts for a peried of three years and nine months beginning
November 30, 2005. This proceeding arose from allegations that Siemens Mexico
did not disclose alleged minor tax discrepancies when it was signing a public con-
tract in 2002. Upon appeal by Siemens Mexico, the execution of the debarment was
stayed on December 13, 2005 and subsequently reduced Lo a period of four
months. Upon lfurther appeal, the execution of the reduced debarment was stayed
by the competent Mexican court in April 2006. A final decision on the appeal has
not yet heen announced.

In February 2007, Siemens Medical Solutions USA, Inc. (SMS) announced that it
had reached an agreement with the U.S. Attorney’s Office for the Northern District
of Illinois to settle allegations made in an indictment filed in January 2006. The
agreement resolves all allegations made against SMS in the indictment. Under the
agreement, SMS has pled guilty to a single federal criminal charge of obstruction
of justice in connection with civil litigation that followed a bid to provide radiol-
ogy equipment to Cook County Hospital in 2001. In addition, SMS has agreed to
pay a fine of $1 million and restitution of approximately $1.5 million.

In December 2006, the Japanese Fair Trade Commission (FTC) searched the
offices of more than ten producers and dealers of healthcare equipment, including
Siemens AsahiMedical Technologies Ltd., in connection with an investigation into
possible anti-trust violations. Siemens Asahi Medical Technologies is cooperating
with the FTC in the ongoing investigation.
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In February 2007, the French Competition Authority launched an investigation
into possible anti-trust vielations involving several companies active in the field
of suburban trains, including Siemens Transportation Systems $.A.5. in Paris,
and the offices were searched. The Company is cooperating with the French Com-
petition Authority.

In February 2007, the Norwegian Competition Authority launched an investi-
gation into possible anti-trust violations involving Norwegian companies active in
the field of fire security, including Siemens Building Technologies AS. The Com-
pany is cooperating in the ongoing investigation with the Norwegian Competition
Authority. The Norwegian Competition Authority has not yet announced a sched-
ule for the completion of the investigation.

In February 2007, the European Commission launched an investigation into
possible anti-trust viclations involving European producers of power transform-
ers, including Siemens AG and VA Tech, which Siemens acquired in July 2005, The
German Anti-trust Authority (Bundeskarteilamt) has become involved in the pro-
ceeding and is responsible for investigating those allegations which relate to the
German market. Power transformers are electrical equipment used as major com-
ponents in electric transmission systems in order to adapt voltages. The Company
is conperating in the ongoing investigation with the European Commission and
the German Anti-trust Authority. The European Commission and the German
Anti-trust Authority have not yet announced a schedule for the completion of their
investigation.

In April 2007, Siemens AG and VA Tech filed actions before the Furopean Court
of First Instance in Luxemburg against the decisions of the European Commission
dated January 24, 2007, to fine Siemens and VA Tech for alleged anti-trust viola-
tions in the European Market of high-voltage gas-insulated switchgear between
1988 and 2004. Gas-insulated switchgear is electrical equipment used as a major
component for turnkey power substations. The line imposed on Siemens
amounted to €396.6 million. The fine imposed on VA Tech, which Siemens AG
acquired inJuly 2005, amounted to €22.1 million. VA Tech was declared jointly
liable with Schneider Electric for a separate fine of €4.5 million. The European
Court of First Instance has not yet issued a decision. Furthermore, authorities in
Brazil, New Zealand, the Czech Republic, Slovakia and South Africa are conduct-
ing investigations into the same possible anti-trust violations. On October 25,
2007, upon the Company’s appeal, a Hungarian competition court reduced admin-
istrative fines imposed on Siemens AG from €320,000 to €120,000 and from
€640,000 to €110,000 regarding VA Tech.

In April 2007, the Polish Competition Authority launched an investigation
against Siemens Sp. z 0.0. Poland regarding possible anti-trust violations in the
market for the maintenance of diagnostic medical equipment. The Company is
cooperating in the ongoing investigation with the Polish Competition Authority.

In June 2007, the Turkish Anti-trust Agency confirmed its earlier decision to
impose a fine of approximately €6 million on Siemens AS Turkey based on alleged
anti-trust violations in the traffic lights market. Siemens Turkey has appealed this
decision and this appeal is stil! pending. It is possible that as a result of this deci-
sion, Siemens could be debarred from participating in public sector tender offers
in Turkey for a one-to two-year period.
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The Company requested arbitration against the Republic of Argentina before
the International Center for Settlement of Investment Disputes (ICSID) of the
World Bank. The Company claimed that Argentina unlawfully terminated the
Company's contract for the development and operation of a system [or the produc-
tion of identity cards, border control, collection of data and voters’ registers and
thereby violated the Bilateral Investment Protection Treaty between Argentina
and Germany (BIT). The Company sought damages for expropriation and violation
of the BIT of approximately $500 million. Argentina disputed jurisdiction of the
ICSID arbitration tribunal and argued in favor of jurisdiction of the Argentine
administrative courts, The arbitration tribunal rendered a decision on August 4,
2004, finding that it had jurisdiction over Siemens’ claims and that Siemens was
entitled to present its claims. A hearing on the merits of the case took place before
the ICSID arbitration tribunal in Washington in October 2005. A unanimous deci-
sion on the merits was rendered on February 6, 2007, awarding Siemens compen-
sation in the amount of $217.8 million on account of the value of its investment
and consequential damages, plus compound interest thereon at a rate of 2.66%
since May 18, 2001. The tribunal also ruled that Argentina is obligated to indem-
nify Siemens against any claims of subcontractors in relation to the project
(amounting to approximately $44 million} and, furthermore, that Argentina
would be obligated to pay Siemens the full amount of the contract performance
bond ($20 million) in the event this hond was not returned within the time period
set by the tribunal (which period subsequently elapsed without delivery). On June
4, 2007, Argentina filed with the ICSID an application for the annulment and stay
of enforcement of the award, alleging serious procedural irregularities. An ad hoc
committee has been appointed to consider Argentina’s application. Siemens cur-
rently expects that the ad hoc committee will not render a decision before 2009,

Siemens AG and its subsidiaries have been named as defendants in various
other legal actions and proceedings arising in connection with their activities as a
global diversified group. Some of these pending proceedings have been previously
disclosed. Some of the legal actions include claims for substantial compensatory
or punitive damages or claims for indeterminate amounts of damages. Siemens is
from time to time also involved in regulatory investigations beyond those
described above. Siemens is cooperating with the relevant authorities in several
jurisdictions and, where appropriate, conducts internal investigations regarding
potential wrongdoing with the assistance of in-house and external counsel. Given
the number of legal actions and other proceedings to which Siemens is subject,
some may result in adverse decisions. Siemens contests actions and proceedings
when it considers it appropriate. In view of the inherent difficuity ol predicting
the outcome of such matters, particularly in cases in which claimants seek sub-
stantial or indeterminate damages, Siemens ofien cannoct predict what the even-
tual loss or range of loss related to such matters will be. Although the final resolu-
tion of these matters could have a material effect on Siemens’ consolidated
operating results for any reporting period in which an adverse decision is ren-
dered, Siemens believes that its consolidated financial position should not be
materially affected by the matters discussed in this paragraph.
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Financial Impact of Compliance Matters

The Company has conducted an analysis of the impact on the Company’s consoli-
dated financial statements of issues raised by allegations of violations of anti-
corruption legislation, As previously reported, within the former Com Group, the
Company's other Groups and regional companies a number of Business Consul-
tant Agreements (BCAs) and similar sales-related arrangements have been identi-
fied, The Company has identified a large volume of payments made in connection
with these contracts as well as other payments for which the Company has not
been able either to establish a valid business purpose or to clearly identify the
recipient. These payments raise concerns in particular under the Foreign Corrupt
Practices Act (FCPA) in the United States, anti-corruption legislation in Germany
and similar legislation in other countries. The payments identified were recorded
as deductible business expenses in prior periods in determining income tax provi-
sions, As previously reported, the Company’s investigation determined that cer-
tain of these payments were non-deductible under tax regulations of Germany
and other jurisdictions.

In fiscal 2007, the Company substantially completed its analysis of the tax
deductibility of payments under the BCAs and other sales-related agreements
with third-party intermediaries identified at the former Com Group, the remain-
ing Groups and in regional companies. In fiscal 2007, the Company also substan-
tially completed its risk-based analysis of cash and check payments at the [ormer
Com Group, the Company’s other Groups and in regional companies, for which
limited documentation was available, and which may also raise concerns under
the FCPA and anti-corruption legislation in Germany and other countries.

The Company has accounted for income tax-related charges with respect to fis-
cal 2000-2006 and adjusted comparative amounts for fiscal 2005 and 2006 as sum-
marized below:

1 In October 2007, the Company reached a final settlement (tatsdchliche Verstindi-
gung) with the German tax authorities regarding the deductibility for tax pur-
poses of certain payments at the former Com Group at Siemens AG with respect
to fiscal 2000-2006. Pursuant to the settlement, the Company’s income {ax obli-
gation relating to payments in connection with BCAs, other sales-related agree-
ments with third-party intermediaries and other payments relating to the for-
mer Com Group at Siemens AG was determined to be €179 mitlion. Payments of
approximately €449 million were determined to be non-deductible for tax pur-
poses. The Company also recorded interest charges of €12 million related to the
tax oabhligations.

¥ In October 2007, the German tax authorities provided the lindings of the tax
audit relating to payments under BCAs and similar sales-related agreements
with third-party intermediaries by the Company's German Non-Com Groups and
entities for [iscal 2000-2005 in the course of a final audit meeting (Schiussbe-
sprechung). The Company accepted the assessment of the tax authorities. Based
on this assessment, the Company determined non-deductible payments relating
to fiscal 2006 and considered this information in the income tax return for fiscal
2006. Based on the above, the Company recorded income tax expenses of €264
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million for fiscal 2000-2006 with respect to payments with a total volume of
approximately €599 million which were determined to be non-deductible for tax
purpases, The Company also recorded interest charges of €11 million related to
the tax obligations.

8 In fiscal 2007, the Company also recorded charges for [iscal 2000-2006 in the
amount of €77 million for estimated additional income tax expenses outside of
Germany relating to payments in connection with BCAs, other sales-related
agreements with third-party intermediaries and other payments of approxi-
malely €258 million which were determined to be non-deductible for tax pur-
poses, The Company also recorded interest charges of €5 million related to the
tax obligations.

As previously reported, in fiscal 2006, the Company recorded income tax
charges in the amount of €168 million relating to German income tax liabilities
with respect to payments of approximately €417 million. In fiscal 2006, the Com-
pany also recorded certain immaterial charges with respect to non-German tax
obligations. Due to the matters mentioned above, the Company accounted for an
additional amount of €352 million in income tax charges and €28 million in
related interest charges related to fiscal 2000-2006. Siemens adjusted comparative
amounts for fiscal 2005 and 2006 in the consolidated financial statements for fis-
cal 2007. The effect of these adjustments on net income for fiscal 2006 and 2005
and shareholders’ equity as of October 1, 2004 amounted to an increase of €25
million, a decrease of €69 million and a decrease of €336 million, respectively. For
further information, please refer to the “Notes to Consolidated Financial State-
ments.”

In addition, in fiscal 2007, the Company also recorded an immaterial charge
in respect of certain non-German tax penalties relating to the matters described
above; the Company also recorded an immaterial tax charge based on its estimate
of potentizal tax liabilities relating to sales-related intermediary and other pay-
ments in fiscal 2007. The Company is in an ongoing process of reviewing existing
BCAs for purposes of compliance risk in connection with their continued perfor-
mance. The Company has discontinued payment under a number of BCAs and, in
ceriain cases, has terminated BCAs, and recorded related charges in immaterial
amounts.

In the course'of its independent investigation, Debevoise also identified cer-
tain commission liability accounts at the Med Group which were created in fiscal
years prior to 2005 and subsequently released in a manner that did not comply
with applicable accounting principles. The release of those liabilities resulted in
an increase in group profit at Med of €25 million and an increase in net income of
€15 million in fiscal 2005 and an increase in group profit of €24 million and an
increase in net income of €15 mitlion in fiscal 2006 with no impact on group profit
in fiscal 2007. As a result, opening shareholder’s equity as of October 1, 2004 was
understated by €30 million. In addition, these accounts may have been used to
fund payments in connection with BCAs. The Company adjusted comparative
amounts for prior periods in the consolidated financial statements for fiscal 2007.
For further information, please refer to the “Naotes to Consolidated Financial State-
ments”.
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The Company also became aware of additional bank accounts and cash funds
at various locations that were not previcusly recorded in the Company’'s balance
sheet and is currently investigating whether Siemens is the economic owner of the
funds. Certain funds have been frozen by authorities. Approximately €11 miilion
was recorded in the Company's consolidated balance sheets for fiscal 2007, mostly
relating to funds paid back by a former officer in January 2007 and funds received
from & trust account in Qctober and November 2007.

The Company remains subject to corruption-related investigations in the U.5.
and other jurisdictions around the world. As a result, additional criminal or civil
sanctions could be brought against the Company itself or against certain of its
employees in connection with possible violations of law, including the FCPA. In
addition, the scope of pending investigations may be expanded and new investiga-
tions commenced in connection with allegations of bribery and other illegal acts.
The Company’s operating activities, financial results and reputation may also he
negatively affected, particularly due to imposed penalties, disgorgements, com-
pensatory damages, the formal or informal exclusion from public procurement
contracts or the loss of business licenses or permits. In addition to the amounts
mentioned above as well as the fine imposed by the Munich district eourt as men-
tioned in the “Notes to Consolidated Financial Statements” as well as under “Legal
Proceedings”, no material charges or provisions for any such penalties or dam-
ages have been accrued as management does not yet have enough information te
reliably estimate such amounts. We expect that we will need to record expenses
and provisions in the future for fines, penalties or other charges, which could be
material, in connection with the investigations. We will also have to bear the costs
of continuing investigations and related legal proceedings, as wetl as the costs of
on-going remediation efforts. Furthermore, changes affecting the Company’s
course of business or changes to its compliance programs beyond those already
taken may turn out to be required.

Fiscal 2007 included a total of €347 million in expenses for outside advisors
engaged by Siemens in connection with the investigations into alteged violations
of anti-corruption laws and related matters as well as remediation activities.
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Risk Management

Stemens’ risk management potlicy stems (rom a philosophy of pursuing sustain-
able growth and creating economic value while avoiding and managing inappro-
priate risks. Because risk management is an integral part of how we plan and exe-
cute our business strategies, our risk management policy is set by the Corporate
Executive Committee (CEC), which is a committce of the Managing Board that
includes both the CEO and CFO. Siemens’ organizational and accountability strue-
ture requires each of the respective Group managements to execute risk manage-
ment programs that are tailored to their specific industries, yet consistent with
the overall policy established by the Corporate Executive Committee.

Stemens has implemented and coordinated a set of risk management and con-
trol systems which support us in the early recognition of developments endanger-
ing the future existence of the company. The most important of these systems
include our enterprise-wide processes for strategic planning and management
reporting. The former is intended to support us to consider potential risks well in
advance of major business decisions, while the latter is intended to enable us to
monitor such risks more closely as our business progresses. Our internatl auditors
also reqularly review the adequacy and effectiveness of our risk management sys-
tem. Thereby, deficits are detected and appropriate measures for their elimination
become adopted. This coordination of processes and procedures is intended to
help ensure that the Managing Board and the Supervisory Board are fully and
timely informed about significant risks, as described further in the section “Cor-
porate Governance.”

In order to enhance the current risk management system Siemens decided to
implement a comprehensive and integrated Enterprise Risk Management (ERM)
approach identifying, evaluating and responding to those risks that could materi-
ally affect the achievement of Siemens’ strategic, operational, financial and com-
pliance objectives.

The ERM system covers the whole spectrum ol risks and [urther improves
strategies to enhance risk response decisiongs. It will be embedded in the corpo-
rate culture, promoting company-wide risk awareness. In an initial step to achieve
an integrated ERM system the CEC established a Corporate Risk Committee (CRC)
which will report to and support the CEC on matters relating to the implementa-
tion, operation and oversight of the ERM process and will assist the CEC in report-
ing to the Audit Committee of the Supervisory Board on Siemens’ ERM activities.
The CRC is comprised of the head of Corporate Finance, as the Chairperson, the
head of Corporate Technology, the head of Legal and Compliance, the CEQs of
A&D, MED, PTD and SFS, the head of Corporate Strategies, the head of Corporate
Finance Audit, the head of Corporate Personne! Germany, the head of Corporate
Finance Reporting and Taxes, the Chief Compliance Officer and the head of Corpo-
rate Pinance Reporting.

Siemens plans to finalize the implementation of the new ERM system in fiscal
2008.

1

L Manaasment's disrussinn and analwsic .




174 Managesnent’s discussion and analysis

Moreover, according to 1.5, provisions, which are more comprehensive com-
pared to German law, Siemens is required to establish and maintain adequate
internal control over financial reporting. Siemens implemented an internal con-
trol system. In fiscal 2006 management concluded that the system proved to be
not effective with respect to preventing misappropriation of funds and abuse
of authority. Therefore, in fiscal 2007, management actively designed, initiated
and is in the process of implementing extensive remediation actions locusing on
anti-corruption controls. Due to ongoing investigations and the not far enough
advanced implementation of the Company’s remediation plan, management con-
cluded for fiscal 2007 that the identified ineffectiveness within the internal con-
trol system has not yet been remediated.

Below we describe the risks which could have a material adverse effect on our
financial condition or results of operations. The risks we describe here are not
necessarily the only ones we face. Additional risks not known to us or that we cur- |
rently consider immaterial may also impair our business operations.

Strategic risks

Market Dynamics

Qur business environment is influenced by conditions in the domestic and global
economics. Numerous factors, such as global political conflicts, including situa-
tions in the Middle East and other regions, continue to impact macroeconomic
parameters and the international capital markets, The uncertainty of economic
and political conditions can impact the demand for our products and services and
can also make our budgeting and forecasting more difficult.

Our Groups are affected by market conditions. For example Medical Solutions
(Med) is dependent on the healthcare markets, particularly in the U.S. Some of our
Groups are affected considerably by the markets in Asia as well as Midd!le East,
such as Power Generation {PG) and Power Transmission & Distribution (PTD). In
addition, the linancial condition of our customers may negatively impact our
Groups.

We are in the process of strategic reorientations and constantly periorm cost-
cutting initiatives, including headcount reduction, capacity adjustments through
consolidation of business activities and manufacturing facilities, as well as
streamlining product portfolios. These measures impact our earnings results and
any future contribution of these measures to our profitability will be influenced
by the actual savings achieved and by our ability to sustain these ongoing elforts.

The worldwide markets for our products are highly competitive in terms of
pricing, product and service quality, development and introduction time, cus-
tomer service and financing terms. We face strong competitors, some of which are
larger and may have greater resources in a given business area, Siemens faces
downward price pressure and is exposed to market downturns or slower growth.
Some industrics in which we operate are undergoing consolidation, which may
result in stronger competitors and a change in our relative market position. In
some of our markets, new products must be developed and introduced rapidly in
order to capture available opportunities and this can lead to guality problems,
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Our operating results depend to a significant extent on our abilities to adapt to
changes in markets and to reduce the costs of producing high-quality new and
existing products. Any inability to do so could have a material adverse effect on
our financial condition or results of operations.

The markets in which our businesses operate experience rapid and significant
changes due to the introduction of innovative technologies. To meet our custom-
ers’ needs in these businesses, we must continuously design new, and update
existing, products and services and invest in and develop new technologies. This
is especially true for our Group Med. Introducing new offerings and technologies
requires a significant commitment to research and development, which may not
always result in success. Qur sales and profits may suffer if we invest in technolo-
gies that do not function as expected or are not accepted in the marketplace as
anticipated, if our products or systems are not brought to market in a timely man-
ner, or as they become obsolete.

A majority of our operating Groups, including Siemens IT Solutions and Ser-
vices (SI8), Industrial Solutions and Services (1&S), Siemens Building Technolo-
gies (SBT), PG, PTD and Transportation Systems {T$) perform a significant portion
of their business, especially large projects, under long-term contracts that are
awarded on a competitive bidding basis. The profit margins realized on such
fixed-priced contracts may vary from original estimates as a result of changes in
costs and productivity over their term. We sometimes bear the risk of quality
problems, cost overruns or contractual penalties caused by unexpected techno-
logical problems, unforeseen developments at the project sites, performance prob-
lems with our subcontractors or other logisticai difficulties. Certain of our multi-
yeat contracts also contain demanding instatlation and maintenance require-
ments, in addition to other performance criteria relating to timing, unit cost
requirements and compliance with government regulations, which, if not satis-
fied, could subject us to substantial contractual penalties, damages, non-payment
and contract termination. There can be no assurance that atl of our fixed-priced
contracts can be completed profitably. For additional information, see “Critical
Accounting Estimates.”

Planning & Resources

Qur strategy includes strengthening our business interests through joint ven-
tures and associate companies, as well as strategic alliances. Certain of our strate-
gic investments accounted for using the equity method are included in our Strate-
gic Equity Investments {SEI), which consist of Nokia Siemens Networks {(NSN), BSH
Bosch und Siemens Hausgeriite GmbH (BSH) and Fujitsu Siemens Computers
{Holding) BV (FSC). Any [actors negatively influencing the profitability of our
equity investments could have a negative impact on our own results, and may also
negatively affect our cash {low and our ability to recover the full amount of our
investments. In addition, such portfolio transactions are inherently risky because
of the difficulties of integrating people, operations, technologies and products
that may arise. Strategic alliances may also pose risks for us because we compete
in some business areas with companies with which we have strategic alliances,
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Acquisitions and Dispositions

Our strategy includes divesting cur interests in some business areas and
strengthening others through portfolio measures, including mergers and acquisi-
tions.

With respect to dispositions, we may not be able to divest some of our activities
as planned and our divesting activities could have a negative impact on our
results of operations, our cash flow at closing, as well as in the future, and on our
reputation. For example, we plan to dispose of our enterprise networks business.
The assets and liabilities of the enterprise networks business were classified on
the balance sheet as held for disposal and measured at the lower of their carrying
amount and fair value less costs to sell and the historical results are reported as
discontinued operations. Further impairments may be necessary and we may not
be able to achieve the planned purchase price for the disposal group. For addi-
tional information with respect to the enterprise networks business, see “Notes to
Consolidated Financial Statements.”

Mergers and acquisitions are inherently risky because of the difficulties of
integrating people, operations, technologies and products that may arise. There
can be no assurance that any of the businesses we acquire can be successfully
integrated or that they will perform well once integrated. [n addition, we may
incur significant acquisition, administrative and other costs in connection with
these transactions, including costs related to integration of acquired businesses.
Furthermore, portfolio activities may result in additional financing needs and
adversely affect our financial leverage and our debt-to-equity ratio. Acquisitions
may also lead to substantial increases in long-lived assets, including goodwill.
Write-downs of these assets due to unforeseen business developments may mate-
rially and adversely aflfect our earnings. Particularly Med, Automation and Drives
(A&D), PG and I&S have significant amounts of goodwill.

Operations risks

Supply Chain Management

We rely on third parties to supply us with parts, commponents and services. Using
third parties to manufacture, assemble and test our products reduces our control
over manufacturing yietds, quality assurance, product delivery schedules and
costs. The third parties that supply us with parts and components also have other
customers and may not have sufficient capacity to meet ali of their customers’
needs, including ours, during periods of excess demand. Component supply
delays can affect the performance of certain of our operating Groups. Although we
work closely with our suppliers to avoid supply-related problems, there can be no
assurance that we will not encounter supply problems in the future or that we will
be able to replace a supplier that is not able to meet our demand. This risk is par-
ticularly evident in businesses with a very limited number of suppliers. Shortages
and delays could materially harm our business. Unanticipated increases in the
price of components due to market shortages or other reasons could also adversely
affect the performance of certain of our business Groups.
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Our operating Groups are exposed to fluctuations in energy and raw material
prices. In the recent past, oil, steel and copper prices in particular have increased
on a worldwide basis. If we are not able to compensate for or pass on our increased
costs to customers, such price increases could have a material adverse impact on
our financial results.

Product Lifecycle Management

Cur value chain comprises all steps, from research and development, to produc-
tion, marketing and sales up to services. Operational failures in our value chain
processes could result in quality problems or potential product, labor safety,
regulatory or environmental risks. Such risks are particularly present in relation
to our production facilities, which are located all over the world and have a high
degree of organizational and technological complexity. From time to time, some
of the products we sell have quality issues resulting from the design or manufac-
ture of such products, or from the software integrated into them. Such operational
failures or quality issues could have a material adverse effect on our financial
condition or results of operations.

Human Resources

Competition for highly qualified management and technical personnel remains
intense in the industries and regions in which our business Groups operate. In
many of cur business areas, we further intend to extend our service businesses
significantly, for which we will need highly skilled employees. Our future success
depends in part on our continued ability to hire, assimilate and retain engineers
and other qualified personnel. There can be no assurance that we will continue to
be successful in attracting and retaining highly qualified employees and key per-
sonnel in the future and any inability to do so could have a material adverse effect
on our business.

Compliance risks

Code of Conduct

Public prosecutors and other government authorities in jurisdictions around the
world are investigating allegations ol corruption at a number of Siemens’ busi-
ness Groups and regional companies. In addition to ongoing investigations, there
could be additional investigations launched in the future by governmental
authorities in these or other jurisdictions and existing investigations may be
expanded. These governmental authorities may take action against us or some of
our employees. These actions could include criminal and civil fines, in addition to
those already imposed on the Company, as well as penalties, sanctions, injunc-
tions against future conduct, profit disgorgement, disqualifications from engag-
ingin certain types of business, the loss of business licenses or permits or other
restrictions. In addition to monetary and other penalties, a monitor could be
appointed to review future business practices with the goal of ensuring compli-
ance with applicahle laws and we may otherwise be required to further modify
our business practices and compliance programs. Tax authorities may also impose
certain remedies, including potential tax penalties. Depending on the develop-
ment of these investigations, we may be required to accrue additional material
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amounts for such penalties, damages, profit disgorgement or other possible
actions that may be taken by various governmental authorities. Any of the forego-
ing could have a material adverse effect on our business, linancial results and
condition, the price of our shares and our reputation,

Additionally, we engage in a substantial amount of business with governments
and government-owned enterprises around the world. We also participate in a
number of projects funded by government agencies and non-governmental orga-
nizations such as the World Bank. If we or our subsidiaries are found to have
engaged in illegal acts or not {0 have taken effective steps to address the aliega-
tions or findings of corruption in our business, this may impair our ability to par-
ticipate in business with governments or non-governmental organizations and
may result in formal exclusions from such business, which may have a material
adverse effect on our business. As described more {ully in “Notes to Consolidated
Financial Statements,” we or our subsidiaries have in the past been exciuded from
government contracting as a result of findings of corruption or other misconduct.
Debarment from participating in contracting with governments or non-govern-
mental organizations in one jurisdiction may also lead to debarment in other
jurisdictions or by other non-governmental organizations, Even if we are not for-
mally excluded from participating in government business, government agencies
or non-governmental organizations may informally exclude us from tendering for
or participating in certain contracts. From time to time, we have received requests
for information from government customers and non-governmental organiza-
tions regarding the investigations described above and our response to those
investigations. We expect such requests to continue.

In addition, our involvement in existing and potential corruption proceedings
could also damage our reputation generaily and have an adverse impact on our
ability to compete for business from both public and private sector customers. The
investigations could also impair our relationship with business partners on whom
we depend and our ability to obtain new business partners and could also
adversely affect our ability to pursue strategic projects and transactions which
could be important to our business, such as alliances, joint ventures or other com-
binations. Current or future investigations could result in the cancellation of cer-
tain of our existing contracts, and the commencement of significant third-party
litigation, including by our competitors.

The governmental investigations as well as the investigation conducted by
Debevoise & Plimpton LLP, the independent iaw firm mandated by the Company,
are at this time incomplete and we cannot predict when they will be completed or
what their cutcome will be, including the potential effect that their results or the
reactions of third parties thereto, may have on our business. Future developments
in these investigations, responding to the requests of governmental authorities
and cooperating with these investigations, especialtly if we are not able to resolve
the investigations in a timely manner, could divert management’s attention and
resources from other issues [acing our business. Management is in the process of
implementing a remediation plan to address corruption and compliance risk in
our business. If this remediation plan is unsuccessful or if we cannot implement it
in a timely manner, there could be an increased risk that one or more of the risks
described above could materialize.
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Legal

We are subject to numerous risks relating to legal proceedings to which we are
currentiy a party or that could develop in the future. In the ordinary course of our
business, we become party to lawsuits, including suits involving allegations of
improper delivery of goods or services, product liabitity, product defects, quality
problems and intellectual property infringement. For additional information with
respect ta legal proceedings, see “Notes to Consolidated Financial Statements.”
There can be no assurance that the results of these or other legal proceedings will
not materially harm our business, reputation or brand. We record a provision for
litigation risks when (i) a present obligation as a result of a past event exists; (ii) it
is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation; and (iii) a reliable estimate can be made of the
amount of the obligation. We maintain liability insurance for certain legal risks at
levels our management believes are appropriate and consistent with industry
practice. We may incur losses relating to litigation beyond the limits, or outside
the caverage, of such insurance and such losses may have a material adverse
effect on the results of our operations or financial condition and our provisions
for litigation related losses may not be sufficient to cover our ultimate loss or
expenditure,

Regulatory

Changes in regulatory requirements, tariffs and other trade barriers and price or
exchange controls could impact our sales and profitability and make the repatri-
ation of profits difficult. In addition, the uncertainty of the legal environment in
some regions could limit our ability to enforce our rights. We expect that sales to
emerging markets will continue to be an increasing portion of total sales, as our
business naturally evolves and as developing nations and regions around the
world increase their demand for our offerings. Emerging markeat operations pres-
ent several risks, including civil disturbances, heatth concern, cultural differ-
ences such as employment and business practices, volatility in gross domestic
product, economic and governmental instability, the potential for nationalization
of private assets, and the imposition of exchange controls. In particutar, the Asian
markets are important for our long-term growth strategy and our sizeable opera-
tions in China are influenced by a legal system that is still developing and is sub-
ject to change. Qur growth strategy could be limited by gevernments supporting
local industries. The demand for many of the products of our business Groups,
particularly those that derive their revenue from large projects, can be affected by
expectations of future demand, prices and gross domestic product in the markets
in which those Groups operate. If any of these risks or similar risks associated
with our international operations were to materialize, it could have a material
adverse effect on our results of operations and financial condition.
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Some of the industries in which we operate in are highly regulated. Current
and future environmental and other government regulations, or changes thereto,
may result in significant increases in our operating or product costs. We could
also face liability for damage or remediation for environmental contamination at
the facilities we design or operate. We accrue for environmental risks when {i) a
present obligation as a result of a past event exists; (it) it is probable that an out-
flow of resources embodying economic benefits will be required to settle the obli-
gation; and (iii) a reliable estimate can be made of the amount of the obligation.
With regard to certain environmental risks, we maintain liability insurance at
levels that our management believes are appropriate and consistent with industry
practice. We may incur environmental losses beyond the limits, or outside the cov-
erage, of such insurance and such losses may have a material adverse effect on the
results of our operations or financial condition and our provisions for environ-
mental remediation may not be sufficient to cover the ultimate losses or expendi-
tures.

We operate in approximately 190 countries and therefore are subject to differ-
ent tax regulations. Changes in tax reqgulation could result in higher tax expenses
and payments. Furthermore, changes in tax requlation could impact our tax lia-
bilities as well as deferred tax assets.

Financial risks

Credit risk

The Company is exposed to credit risk in connection with its significant project
business in the ficlds of public infrastructure and transport, healthcare, utilities
and IT where direct or indirect financing in various forms may be provided to cus-
tomers. In limited cases, the Company may also take an equity interest as part of
the project financing.

The Company is also exposed to credit risk via its leasing activities, primarily
related to medical engineering, data processing equipment and industrial and
consumer products of third party manufacturers. Siemens’ credit risk regarding
such activities presents additional risks as the volume of such transactions is
higher, customers tend to be smaller for which transparent credit histories are
often not available.

Credit risk is defined as an unexpected loss in cash and earnings if the cus-
tomer is unable to pay its obligations in due time, if the value of property that
serves as collateral declines, or if the projects Siemens has invested in are not
successful. The eflective monitoring and controlling of credit risk is a core compe-
tency of our risk management system. Corporate Treasury has implemented a
group-wide binding credit policy. Hence, credit evaluations and ratings are per-
formed on all customers with an exposure or requiring credit beyond a centrally
defined limit.
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Customer ratings, analyzed and defined by a designated SFS department, and
individual customer limits are based on generally accepted rating methodologies,
the input from external rating agencies and Siemens default experiences. Such
ratings are processed by internal risk assessment specialists. Ratings and credit
limits are carefully considered in determining the conditions under which direct
orindirect financing will be offered to customers by the operating units.

Creditrisk is recorded and monitored on an ongoing basis applying different
approaches dependent on the underlying product. Central systems are used for
leasing business, factoring, monitoring of operating counterparty risk, real-time
monitoring of treasury counterparty risk, as are a number of decentralized tools
for management of individual credit risks within the operating units. A central IT
application processes data [rom the operating units together with rating and
default informaticn and calculates an estimate which may be used as a basis for
individual bad debt provisions. Apart from this automated process, individual
management judgment is applied, in particular to incorporate the latest develop-
ments and qualitative information.

To mitigate credit risk, Corporate Treasury has developed a guideline under
which operating units may sel! portions of their receivable portfolio on a non-
recourse basis, either directly to SFS or to external parties. Receivable sales to
external parties are generally only performed for customers with a credit rating
below investment grade or for long-term projects with a financing component.
Beginning in fiscal 2008, Siemens will change its receivable management guide-
lines.

SFS uses credit default swaps, classified as derivatives, to protect from credit
risks stemming from its receivables purchase business. In respect of financial
assets that are not protected through the use of credit default swaps the maximum
exposure to credit risk, without taking account of any collateral, is represented by
their carrying amount. Credif risks arising from credit guarantees are described
in Note 27. After consideration of credit default swap derivatives there were no sig-
nificant concentrations of credit risk as of September 30, 2007.

Concerning trade receivables and other receivables, as well as other loans or
receivables inctuded in Other financial assets that are neither impaired nor past
due, there were no indications as of September 30, 2007, that defaults in payment
cbligations will occur. For further information regarding the concept for the
determination of allowances on receivables see “Notes to Consolidated Financial
Statements.”

Liquidity risk

Our Corporate Treasury is responsible for the financing of the Company and our
Groups. A negative development in the capital markets increases our cost of capi-
tal and limits our financing flexibility. For example, the receat development in the
subprime mortgage market in the U.S. has had a global impact on the capital mar-
kets. Such developments could limit our possibilities of debt financial instru-
ments financing.
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Qur financial condition, results of operations and cash flows ate influenced sig-
nificantly by the actual and expected performance of the operating Groups, as well
as the Company's portfolio measures, An actual or expected negative development
of our results of operations or cash flows or an increase in our net debt position
may result in the deterioration of our credit rating. Downgrades by rating agencies
may increase our cost of capital and could negatively affect our businesses.

Market risk

Market fluctuations may resull in significant cash-flow and profit volatility risk for
Siemens. Our worldwide operating business as well as our investment and financ-
ing activities are affected by changes in foreign exchange rates, interest rates and
equity prices. To optimize the allocation of the financial resources across the
Groups, as well as to secure an optimal return for our shareholders, we identify,
analyze and proactively manage the associated financial market risks. We seek to
manage and control these risks primarily through our regular operating and
financing activities, and when we deem it appropriate, we use derivative instru-
ments.

Management of financial market risk is a key priority lor Siemens’ Managing
Board. As a member of this Board, the Chief Financial Officer covers the specific
responsibility for this part of the overall risk management system. At the highest
level, the Managing Board retains ultimate accountability. For practical business
purposes, the Managing Board delegates responsibilities te central functions and
to the Groups. SFS holds a minor trading portfolio which is subject to tight limits,
As of September 30, 2007 it has a value-at-risk close to zero.

Within the various methodologies to analyze and manage risk, we have imple-
mented a system based on “sensitivity analysis.” This tool enables the risk manag-
ers to identify the risk position of the entities. Sensitivity analysis provides an
approximate quantification of our exposure in the event that certain specified
parameters were to be met under a specific set of assumptions. The risk estimates
provided here assume:

1 20% decrease in equity prices of all investments traded in an active market,
which are classified as current available-for-sale financial assets;

1 simultaneous, parallel foreign exchange rates shift in which the euro appreciates
against all currencies by 10%;

0 parallel shift of 100 basis points of the interest rate yield curves in all currencies.

The potential economic impact, due to these assumptions, is based on the oceur-
rence of adverse market conditions and reflects estimated changes resulting from
our sensitivity analysis. Actual results that are included in our statement of
income may differ materially from these estimates due to actual developments in
the global financial market.

Any market sensitive instruments, including equity and interest bearing
investments, that our pension plans hold are not included in the fellowing quanti-
tative and qualitative disclosure. For additional information, see “Notes to Consoli-
dated Financial Statements.”
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Equity Price Risk

Our investment portfolio consists of direct and indirect investments in publicly
traded companies held for purposes other than trading. These participations
result from strategic partnerships, spin-offs, IPOs of strategic venture capital
investments or compensation from M&A transactions.

We monitor the equity investments based on their current market value and
they are affected by the fluctuations in the volatile stock markets worldwide. The
market value of our portlolio as of September 30, 2007 was €197 million - a reduc-
tion of - €19 million compared to September 30, 2006.

An adverse move in equity prices of 20% as of September 30, 2007 would
reduce the value of these investments by €39 million compared to €43 million the
year before, meaning that the equity price risk has slightly decreased over the last
year.

Foreign Currency Exchange Rate Risk

Transaction Risk and Currency Management: Qur international operations expose
us to foreign-currency exchange risks in the ordinary course of business. We
employ various strategies discussed below involving the use of derivative finan-
cial instruments to mitigate or eliminate certain of those exposures.

Foreign exchange rate fluctuations may create unwanted and unpredictable
earnings and cash flow volatility. Each Siemens unit conducting business with
international counterparties that leads to future cash flows denominated in a cur-
rency other than its functional currency is exposed to the risk from changes in
foreign exchange rates (for further information see “Notes to Consolidated Finan-
cial Statements”). The risk is mitigated by closing all types of business transac-
tions (sales and procurement of products and services as well as investment and
financing activities) mainly in the functional currency. In addition, the foreign
currency exposure is partly batanced by purchasing of goods, commodities and
services in the respective currencies as well as production activities and other
contributions along the value chain in the local markets.

Operating units are prohibited from borrowing or investing in foreign curren-
cies on a speculative basis. Intercompany financing or investments of operating
units are preferably done in their functional currency or on a hedged basis.

We have established a foreign exchange risk management system that has an
established track record for years. Each Siemens unit is responsible for recording,
assessing, monitoring, reporting and hedging its foreign currency transaction
exposure. The Group-wide binding guideline developed by the Corporate Finance
department, provides the concept for the identification and determination of the
single net currency position and commits the units to hedge it in a narrow band:
at least 75% but no more than 100% of their net foreign currency exposure. In
addition, the Corporate Finance department provides a framework of the organi-
zational structure necessary for [oreign currency exchange management, pro-
poses hedging strategies and defines the hedging instruments available to the
entities: forward contracts, currency put and call options and stop-loss orders.

183

)

s discussinn and analusic

.Management’

r
‘
.




184

Management's discussion and analysis

The execution of the hedging transactions in the global financial markets is done
by SFS as exclusive service provider for all Siemens entities on behalf of Corporate
Treasury. SFS executes hedging instruments used for hedge accounting relation-
ships individually with external counterparts. For other hedging purposes
Siemens has a Company-wide portfolio approach which generate a benefit from
any potential off-set of divergent cash flows in the same currency, as well as opti-
mized transaction costs. For further information see “Notes to Consolidated
Financial Statements.”

We calculate foreign exchange rate sensitivity by aggregating the net foreign
exchange rate exposure of the Operations, Financing and Real Estate Groups and
Corporate Treasury. The values and risks disclosed here are the unhedged posi-
tions multiplied by an assumed 10% appreciation of the euro against all other
currencies. As of September 30, 2007, a parallel 10% negative shift of all foreign
currencies would have resulted in a decline of €47 million in future cash flows
compared to a decline of €38 million the year before. Such decline in euro values
of future cash flows might reduce the unhedged portion of revenues but would
also decrease the unhedged portion of cost of materials. Because our foreign cur-
rency inflows exceed our outflows, an appreciation of the euro against foreign
currencies, would have a negative financial impact to the extent that future sales
are not already hedged. Future changes in the foreign exchange rates can impact
sales prices and may lead to margin changes, the extent of which is determined by
the matching of foreign currency revenues and expenses.

We define foreign currency exposure generally as balance sheet items in
addition to firm commitments which are denominated in foreign currencies, as
well as foreign currency denominated cash inflows and cash outflows from antici-
pated transactions for the following three months. This foreign currency expo-
sure is determined based on the respective functional currencies of our exposed
entities.

The tables below show the net foreign exchange transaction exposure by major
currencies as of September 30, 2007 and 2006. In some currencies we have both
substantial sales and costs, which have been off-set in the table:

September 30, 2007*

Ush GBP Other Total

Gross balance sheet exposure 223 321 208 752

Thereof: Financiol assets 7,858 3,642 4,769 16,269

Thereof: Financiaf liabilities (7.635) (3,321) (4,561) (15,517)
Gross exposure from firm commitments

and anlicipated transactions 3,730 392 1,193 5,315

Fareign exchange transaction expostre 3,552 713 1,398 6,063

£conomically hedged exposure (3,893) (567) (1,132)  (5,592)

Change in future cash flows after hedging activities
resulting from a 10% appreciation of the Eurp (6) (15) 27) (473
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September 30, 2006*
Uso GBP Qther Total

Gross balance sheet exposure 2,210 332 553 3,095

Thereof: Financial assels 13,778 3,483 5522 22,783

Thereof: Financial liabilities (11,568) (3,151}  {4,969) (19,688}
Gross exposure from firm commitments
and anticipated transactions 5,344 (65) 279 5,558
Foreign exchange transaction exposure 7,554 267 832 8,653
Economically hedged exposure (7.291) (409) (576)  (8,276)
Change in future cash Aows after hedging activities
resulting from a 10% apprediation of the Euro (26) 14 (26} (38)

* Including 5V.

Effects of Currency Translation: Many of our subsidiaries are located outside
the euro zone. Since our financial reporting currency is the euro, we translate the
financial statements of these subsidiaries into euros so that we can include their
financial results in our Consolidated Financial Statements. To consider the effects
of foreign exchange translation risk in our risk management, cur working
assumption is that investments in our foreign-based operations are permanent
and that reinvestment is continual. Whenever a divestment of a particular asset or
entity is made, we incorporate the value of this transaction risk in our sensitivity
analyses, Effects from currency fluctuations on the translation of net asset
amounts into euro are reflected in the Siemens consolidated equity position.

Interest Rate Risk

Our interest rate risk exposure is mainly related to debt obligations like bonds,
leans, commercial paper programs and interest bearing deposits and invest-
ments. We seek to limit this risk through the use of derivative instruments which
allow it to hedge fair value changes by swapping fixed rates of interest into vari-
able rates of interest. For additional information see “Notes to Consolidated Finan-
cial Statements.”

To optimize our position with regard to interest income and interest expenses
and to minimize the overall financial interest rate risk, Corporate Treasury per-
forms corporate interest rate risk management together with SFS as operating ser-
vice provider. Part of the interest rate risk management concept is a Corporate-
wide interest rate overlay management to match interest periods of our hedges
with intended maturities of assets and liabilities. Where it is not contrary to coun-
try-specific regulations, all Groups and alfiliated companies generally obtain any
required financing through Corporate Treasury in the form of loans or intercom-
pany clearing accounts. The same concept is adopted for deposits of cash gener-
aled by the units.
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We measure interest rate risk by using either fair value sensitivity or cash flow
sensitivity depending on whether the instrument has a fixed or variable interest
rate. We generate total fair valuc sensitivity as well as the total cash flow sensitiv-
ity by aggregating the sensitivities of the various exposures denominated in dif-
ferent currencies. Depending on whether we have a long or short interest rate
position, interest rate risk can arise on increasing or decreasing market moves in
the relevant yield curve.

The fair value sensitivity calculation for fixed interest rate instruments shows
the change in fair value, defined as present value, caused by a hypothetical
100-basis point shilt in the yield curve. The first step in this calculation is to use
the yield curve to discount the gross cash flows, meaning the present value of
future interest and principal payments of financial instruments with fixed inter-
est rates. A second calculation discounts the gross cash flows using a 100-basis
point shift of the yield curve. In all cases, we use the generally accepted and pub-
lished yield curves on the relevant balance sheet date. The fair value interest rate
risk results primarily from long-term fixed rate debt obligations and interest
bearing investments. Assuming a 100-basis point increase in interest rates, this
risk was €40 million as of September 30, 2007, increasing from the comparable
value of €24 million as of September 30, 2006 assuming a 100-hasis point
decrease.

For variable-rate instruments, the interest rate risk is monitored by using the
cash flow sensitivity also assuming a 100-basis point shift of the yield curves.
Such risk mainly results from hedges of fixed-rate debt obligations that swap fixed
rates of interest into variable-rates of interest. This exposure leads to a cash flow
interest rate risk of €72 million as of September 30, 2007, compared to €32 million
the year before, assuming a 100-basis point increase in interest rates.
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Information required pursuant to §315 (4) of the German Commercial
Code and Explanatory Report

(1) Composition of common stock

As of September 30, 2007, the Company's common stock totated €2,743 million
(2006: €2,673 million) divided into 914,203,421 (2006: 891,087,241) registered
shares with no par value and a notional value of €3.00 per share. The shares are
fully paid in. In accordance with §4 (3) of the Company’s Articles of Association,
the right of shareholders to have their ownership interests evidenced by docu-
ment is excluded, unless such evidence is required under the regulations of a
stock exchange on which the shares are listed. Collective share certificates may be
issued. Pursuant to §67 (2) of the German Stock Corporation Act (Aktiengesetz),
only those persons recorded in the Company's stock register will be recognized as
shareholders of the Company. For purposes of recording the shares in the Compa-
ny’s stock register, shareholders are required to submit to the Company the num-
ber of shares held by them and their e-mail address if they have one and, in the
case of individuals, their name, address and date of birth, or in the case of legal
entities, their company name, business address and registered offices.

All shares confer the same rights and obligations. At the Shareholders’ Meet-
ing, each share of stock has one vote and accounts for the shareholders’ propor-
tionate share in the Company's net income. Excepted from this rule are treasury
shares held by the Company, which do not entitle the Company to any rights. The
shareholders’ rights and obligations are governed by the provisions of the Ger-
man Stock Corporation Act, in particular by §12, §53a et seq., §118 et seq., and
§186 of the German Stock Corporation Act.

(2) Restrictions on voting rights or transafer of shares
Shares of stock issued by Siemens AG to employees under its employee stock
scheme are subject to Company-imposed private law restriciions on disposal for
five years. As a matter of principle, beneficiary employees may not dispose of any
shares transferred to them in this way prior to expiration of the holding period.
Members of the von Siemens family signed a trust agreement with the von
Siemens-Vermdgensverwaltung GmbH (vSV), under which they transferred
9,904,856 (2006: 10,607,390) shares of stock owned by them to the vSV as (rust
property. As a trustee, the vSV hoids the voting rights with respect to all shares
transferred to it, and exercises such voting rights in a uniform manner at the
Shareholders’ Meeting of Siemens AG at its professicnal discretion. The v8V has to
ensure that, as a rule, all voting rights attached to the shares transferred as trust
property are represented at the Shareholders” Meeting. Several Siemens founda-
tions that are not a party to the trust agreement aiso authorize the v8V to exercise
the voting rights attached to the shares held by them in a fiduciary capacity in the
same manner as the voting rights attached to the shares transferred to the vSV as
trust property. In this way, the vSV has voting control under a power of attorney
over 24,673,050 (2006: 39,144,979} shares of stock.
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In order to bund!e and represent their interests, the family members estab-
lished a family partnership that makes propoesals to the vSV on the exercise of the
voting rights at the Shareholders’ Meeting of Siemens AG, which are taken into
account by the vSY when acting within the bounds of professional discretion. In
the event that a trust relationship is terminated or interrupted by shareholders,
they are required to continue to manage the shares originally included in the
trust relationship in a manner that will not impair the intended purpose of the
trust agreement. In particular, they are required to ensure that the voting rights
attached to these shares, if possible, are exercised at the Shareholders’ Meeting
in line with the intended purpose of the trust agreement, if this is legally per-
missible and economically justifiable.

(3) Equity interests exceeding 10% of voting righits

The German Securities Trading Act {(Wertpapierhandelsgesetz) requires any
investor whose percentage of voting rights reaches, exceeds or [alls below certain
thresholds as the result of purchases, disposals or otherwise must notify the Com-
pany and the German Federal Financial Supervisory Authority (BaFin) thereol.

In the past, the lowest threshold was flive percent. Effective January 20, 2007, the
threshold was reduced to three percent. We are not aware of, nor have we been
notified of, any shareholder directly or indirectly holding 10 percent or more of
the voting rights.

(4) Shares with special rights conferring powers of control
There are qo shares with special rights conferring powers of control.

(5) System of control of any employee share scheme where the control rights
are not exercised directly by the employees

Shares of stock issued by Siemens AG to employees under its employee stock
scheme are transferred directly to the employees subject 1o a holding period. The
beneficiary employees who hold shares of employee stock may exercise their con-
trol rights in the same way as any other shareholder directly in accordance with
applicable laws and the Articles of Association.

(6) Legistation and provisions of the Articles of Association applicable to the
appointment and removal ofl members of the Managing Board and governing
amendments to the Articles of Association

The appointment and removal of members of the Managing Board is subject to the
provisions of §84 and §85 of the German Stock Corporation Act (Aktiengesetz) and
§31 of the German Codetermination Act (Mitbestimmungsgesetz). According to
these provisions, members of the Managing Board are appointed by the Super-
visory Board for a maximum term of five years. They may be reappointed or have
their term of office extended for one or more terms of up to a maximum of five
years each, Pursuant to §31 of the German Codetermination Act, a majority of at
least two thirds of the members of the Supervisory Board is required to appoint
members of the Managing Board. If such majority is not achieved, the Mediation
Committee shall give, within one month after the first round of voting, a recom-
mendation for the appeintments to the Managing Board. The Supervisory Board
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will then appoint the members of the Managing Board with the votes of the major-
ity of its members. If such appointment fails, the Chairman of the Supervisory
Board shall have two votes in a new round of voting.

According to §8 (1) of the Articles of Association, the Managing Board is com-
prised of several members, the number of which is determined by the Supervisory
Board. Pursuant to §84 of the German Stock Corporation Act and §9 of the Articles
of Association, the Supervisory Board may appoint a President of the Managing
Board as well as a Vice President. If a required member of the Managing Board has
not been appointed, the necessary appointment shall be made, in urgent cases, by
a competent court upon motion by any party concerned, in accordance with §85 of
the German Stock Corporation Act. Pursuant to §84 (3) of the German Stock Cor-
poration Act, the Supervisory Board may revoke the appointment of an individual
as member of the Managing Board or as President of the Managing Board for good
cause,

According to §179 of the German Stock Corporation Act, any amendment to the
Articles of Association requires a resolution of the Shareholders’ Meeting. The
authority to adopt purely format amendments to the Articles of Association was
translerred to the Supervisory Board under §13 (2) of the Articles of Association.
In addition, by resclution of the Annual Sharcholders' Meetings on January 22,
2004 and January 26, 2006, the Supervisory Board has been authorized to amend
§4 of the Articles of Association in accordance with the utilization of the Autho-
rized Capitat 2004 and Authorized Capital 2006, and after expiration of the then-
applicable authorization period.

Except as otherwise provided by §21 (7) of the Articles of Association with
respect to elections, resolutions of the Shareholders’ Meeting require a simple
majority vote, unless a greater majority is required by law. Pursuant to §179 (2)
of the German Stock Corporation Act, amendments to the Articles of Association
require a majority of at least three-fourth of the capital stock represented at the
voting round, unless another capital majority is prescribed by the Articles of
Association.

(7) Powers of the Managing Board to issue and repurchase shares

The Managing Board is authorized to increase, with the approval of the Super-
visory Board, the capital stock until January 21, 2009 by up te €600,000,000 nomi-
nal through the issuance ol up to 200,000,000 registered shares of no par value
against cash contributions and/or contributions in kind (Authorized Capital
2004). The authorizalion may be implemented in installments. The Managing
Board is authorized to exclude, with the approval of the Supervisory Board, pre-
emptive rights of shareholders in the event of capital increases against contribu-
tions in kind. In addition, preemptive rights of shareholders may be excluded in
the event of capital increases against cash coatributions, (i) to make use of any
residual amounts, (ii) in order to grant holders of bonds with warrants or convert-
ible bends - as antidilution protection - preemptive rights to subscribe for new
shares, and (iii) if the issue price of the new shares is not significantly lower than
their stock market price and the total of the shares issued in accordance with §186
(3), 4th sentence, of the German Stock Corporation Acl does not exceed 10% of the
capital stock at the time of using this authorization,
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Furthermore, the Managing Board is authorized to increase, with the approval
of the Supervisory Board, the capital stock until January 25, 2011 by up to
€71,130,000 nominai through the issuance of up to 23,710,000 registered shares of
no par value against contributions in cash (Authorized Capital 2006). The authori-
zation may be implemented in instaliments. Preemptive rights of existing share-
holders are excluded. The new shares shall be issued under the conditions that they
are offered exclusively to employees of Siemens AG and its subsidiaries, provided
that these subsidiaries are not listed companies themselves and do not have their
own employee stock schemes.

As of September 30, 2007, the total unissued authorized capital of Siemens AG
therefore consisted of €671,130,000 nominal that may be issued in installments
with varying terms by issuance of up to 223,710,000 registered shares of no par
value. For details, please refer to §4 of the Articles of Association.

By resolution of the Annual Shareholders’ Meeting of January 23, 2003, the
Managing Board was authorized until December 31, 20067 to issue bonds in an
aggregate principal amount of up to €5,000,000,000 with conversion rights {con-
vertible bonds) or with warrants entitling the holders to subscribe to up to
89,000,000 new registered shares of no par value, representing a pro rata amount
of up to €267,000,000 of the capital stock. Based on this authorization, Siemens
issued €2,500,000,000 of convertible bonds in 2003 through its wholly owned Dutch
subsidiary, Siemens Finance B.V., which are fully and unconditionally guaranteed
by Siemens AG. The convertible bonds have a 1.375% coupon and mature on June 4,
2010.

The authorization of January 23, 2003 was replaced by resolution of the Annual
Shareholders’ Meeting on January 22, 2004, which authorized the Managing Board
until January 21, 2009 to issue bonds in an aggregate principal amount of up to
€11,250,000,000 with conversion rights (convertible bonds) or with warrants
entitling the holders to subscribe to up to 200,600,000 new registered shares of no
par value, representing a pro rata amount of up to €600,000,000 of the capital
stock. The bonds are to be issued against contributions in cash. The authorization
also includes the possibility to assume the guarantee for bonds issiied by subsid-
iaries of Siemens AG and to grant the holders of such bends Siemens shares in sat-
isfaction of the obligations under the conversion or option rights attaching to these
bonds. The bonds may be issued once or several times, in whole or in part. The indi-
vidual bonds shall rank pari passu in all respects.

The pro rata amount of the capital stock represented by the shares to be issued
upon exercise of the rights attached to the bonds must not exceed the principal
amount or an issue price below the principal amount of each bond. The conversion
or exercise price must not fall below 80% of the market price of the Siemens stock as
quoted by the XETRA trading system {(or a comparable successor system) on the
Frankfurt Stock Exchange. The calculation shall be based on the mean closing price
over the five trading days prior to the date on which the final Managing Board reso-
lution is made to submit an offer for the subscription of bonds or to the Company’s
notice of acceptance following a public solicitation to submit subscription offers. In
the event that subscription rights are traded, the closing market ptices during the
trading days on which the subscription rights are traded shall apply, with the
exception of the last two (rading days of subscription rights trading. The provisions
of §9 (1) of the German Stock Corporation Act shall remain unaffected.
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The Managing Board is authorized to determine, alone or in cooperation with
the management bodies of the issuing subsidiaries, the further terms and condi-
tions of the honds.

As a matter of principle, the bonds are to be offered to the shareholders for
purchase. However, the Managing Board is authorized to exclude, with the
approval of the Supervisory Board, any preemptive rights of shareholders, (i) if
the issue price of a bond is not significantly lower than its fair market value deter-
mined in accordance with generally accepted actuarial methods, {ii) if this is
necessary with regard to residual amounts, and (iii) in order to grant subscription
rights to holders of conversion or option rights for shares of the Company as rea-
sonable compensation for dilution of the economic value of such rights.

If the economic value ol conversion or option rights is diluted during the life of
the bonds and no subscription rights are granted as compensation, the conversion
or option rights shall be adjusted in value in accordance with the trading terms
and conditions applicable to dilution on the Eurex Deutschland exchange as
detailed in the conditions of issue relating to the bonds and without prejudice to
§9 (1) of the German Stock Corporation Act, unless such adjustment is mandatory
under German law.

To service the exercise of the conversion or option rights issued until January
21, 2009 by the Company or any of its subsidiaries in accordance with authori-
zations of the Managing Board adopted by the Annual Shareholders' Meetings
on January 23, 2003 and January 22, 2004, the capital stock was conditionally
increased by up to €733,527,750 through the issuance of up to 244,509,250 regis-
tered shares of no par value (Conditional Capital 2004).

As a result of the exercise of convertible rights attaching to the guaranteed
1.375% convertible bonds issued in 2003, a total of 10,347,460 new registered
shares of no par value were issue by September 30, 2007, representing a pro rata
amount of €31,042,380 of the capital stock. After the early redemption of the con-
vertible bonds by the issuer in August 2007 and the termination of the conversion
rights in accordance with the terms and conditions of the bonds, no further shares
will be issued from the Conditional Capital 2004 to service these bonds. As of Sep-
tember 30, 2007, the Conditional Capital 2004 amounted to €702.485.370.

At the Annual Shareholders’ Meeting on January 25, 2007, the Company’s
shareholders authorized the Company to repurchase until July 24, 2008 up to 10%
of its 891,635,721 shares of capital stock existing at the time of the resolution. The
aggregate of shares acquired under this authorization and any other shares pre-
viously acquired and still keld in treasury by the Company or to be attributed to
the Company pursuant t¢ §71d and §71¢ of the German Stock Corporation Act,
shall at no time exceed 10% of the then existing capital stock. The authorization
may be exercised by the Company in whole or in part, once or several {imes, but
also by any of its subsidiaries or by third parties on behalf of the Company or its
subsidiaries.

The acquisition of the shares of stock is accomplished at the discretion of the
Managing Board either by purchase over the stock exchange or through a public
share purchase offer. If the shares are acquired over the stock exchange, the pur-
chase price paid per share (excluding incidental transaction charges) may neither
exceed nor fall below the market price of the Siemens stock on the trading day, as
determined at the opening auction of XETRA trading (or a comparable successor
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system), by more than 16%. [f the shares are acquired through a public share pur-
chase offer, the purchase price or purchase price range per share (exciuding inci-
dental transaction charges) may neither exceed nor fall below the average closing
price of the Siemens stock in XETRA trading (or a comparable successor system)
during the last five trading days prior to the date on which the final Managing
Board resolution about the format offer is made, by more than 20%. If, in the case
of a public share purchase offer, the number of Siemens shares tendered or
offered for purchase by shareholders exceeds the total volume of shares which the
Company intends to reacquire, the shareholders’ right to tender may be excluded
to the extent that acquisition shall be in proportion to the Siemens shares ten-
dered or offered lor purchase. Furthermore, the tender or offer {or purchase of
small lots of up to 150 Siemens shares per shareholder may receive preferential
treatment.

The Managing Board was authorized to also use shares acquired on the basis
of this or any previously given authorization as follows: (i) such shares of stock
may be retired with the approval of the Supervisory Board; (ii} such shares of
stock may be used to meet the obligations under the 1999 and 2001 Siemens Stock
Option Plans; (iii} such shares of stock may be offered lor purchase to individuals
currently or formerly employed by the Company or any ol its subsidiaries, or they
may be granted and transferred to such individuals with a holding period of at
least two years; or (iv) such shares of stock may be used o service conversion or
option rights granted by the Company or any of its subsidiaries upon the issuance
of bonds. Furthermore, the Supervisory Board was authorized to offer shares
reacquired onthe basis of this or any previcusly given authorization as stock-
based compensation for purchase to members of the Managing Board of Siemens
AG under the same terms and conditions as those offered to employees of the
Company, or o grant and transfer them with a holding period of at least two
years.

As of September 30, 2007, the Company held 383 shares of stock in treasury.

(8) Significant agreements which take effect, alter or terminate upon a
change of control of the Company following a takeover bid

Siemens AG holds a minority interest in an entity active in the nuclear power busi-
ness that is majority-owned by a French company engaged in nuclear power
generation. Under the Shareholders’ Agreement for this entity, the majority share-
holder has the right to acquire the equity interest held by Siemens in the event of
a change of control. Conversely, Siemens AG has the right in the event of a change
of control to sell the interest held by it to the majority shareholder. A change of
conirol within the meaning of the Shareholders’ Agreement is deemed to occur if
more than 50% of the interests owned by one of the shareholders are acquired
and held by a third party, and the acquisition materially reduces the market value
of the entity or such third party is a major competitor of the entity or one of its
shareholders in the areas of power generation, power transmission and power
distribution or automation. Therefore, a change-of-control transaction following
the exercise of the corresponding right would result in the French majority share-
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holder acquiring the minority interest formerly held by Siemens AG. From the
transaction, Siemens AG would receive income that basically corresponds to the
fair market price of the equity interest at the time of exercising the right. On the
other hand, Siemens AG would no longer be entitled to receive a share in the net
income derived from the entily’s nuclear power business.

Siemens AG maintains lines of credit in an aggregate amount of U.5.$9 billion
which provide its lenders with a right of termination in the event that (i) Siemens
AG becomes a subsidiary of another company or (ii) an individual or a group of
individuals acting in concert acquires effective controt over Siemens AG by being
able to exercise significant influence over its activities. In addition, Siemens AG
has a credit line at its disposal in the amount of €450 mitlion which may be termi-
nated by the lender if major changes in Siemens AG's corporate legal situation
occur that jeopardize the orderly repayment of the credit.

Agreements concluded by Siemens AG under the International Swaps and
Derivatives Assoctation Inc. framework (“ISDA agreements”) each give Siemens
AG’s contractual party a right of termination if (i) Siemens AG is merged into a
third party, or (ii) all or substantially all of the assets of Siemens AG are trans-
ferred to a third party. In the event that the third party does not assume the abli-
gations of Siemens AG, all cutstanding transactions under the respective agree-
ments may be terminated. If the third party chooses to assume the obligations of
Siemens AG under such agreement and its creditworthiness is materially weaker
than that of Siemens AG, the affected transactions under the respective agree-
ments may be terminated. In either situation, the outstanding payment claims
under such agreement are to be netted.

(9) Compensation agreemenis with members of the Managing Board or
employees in the event of a takeover bid

in the event of a change of control - i.e. if one or several shareholders acting
jointly or in concert acquire a majority of the voting rights in Siemens AG and
exercise a controlling influence, or if Siemens AG becomes a dependent enterprise
as aresultof entering into an enterprise contract within the meaning of §291 of
the German Stock Corporation Act, or if Siemens AG is to be merged inte another
company - any member of the Managing Board has the right to terminate the con-
tract of employment if such change of control results in a substantial change in
position (e.g. due to a change in corporate strategy or a change in the Managing
Board member’s duties and responsibilities). If this right of termination is exer-
cised, the Managing Board member will receive a severance payment which
amounts o the target annual compensation applicable at the time of contract ter-
mination for the remaining contractual term of office, but at least for a period of
three years. In addition, non-monetary benefits are settied by a cash payment
equal to five percent of the severance payment. No severance payments are made
if the Managing Board member receives benefits from third parties in connection
with a change of control. A right of termination does not exist if the change of con-
tro! occurs within a period of twelve (12) months prior to a Managing Board mem-
ber’s retirement.
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Compensation Report

The Compensation Report outlines the principles used for determining the com-
pensation of the Managing Board of Siemens AG and sets out the level and struc-
ture of Managing Board remuneration. In addition, the report describes the poli-
cies and levels of compensation paid to Supervisory Board members and gives
details of stock ownership by members of the Managing and Supervisory Boards.
The Compensation Report is based on the recommendations and suggestions of
the German Corporate Governance Code and comprises data that, in accordance
with the requirements of the HGB, are a part of the MD&A pursuant to § 315 of the
HGB. The Compensation Report is presented within the Corporate Governance
Report, included in this Annual Report for fiscal year 2007,

Outloock

Focus for the Next Three Fiscal Years: Fit42010

Siemens’ focus in the next three years will be fulfilling our Fit.;2010 strategic
program. This program includes goals for business growth and development;
income, profitability and other financial goals; organizational development; and
leadership in corporate responsibility. Fit42010 is a significant advance from
Fit¢More, which we successfully concluded in fiscal 2007. We have raised our prof-
itahility goals in most of our operating businesses, we added new corporate [inan-
cial targets, and we are adopting a more focused crganizationa! structure for our
company as a whole, All these developments are discussed in more detail below,
along with our outlook for macroeconomic and industry development.

Macroeconomic Development

Based on estimates of Global Insight, Inc., we anticipate generally positive condi-
tions in the world economy in the next two years. If these conditions continue,
global gross domestic product {GDP) is expected to grow 3.4% in 2008 and at 3.6%
in 2009. We are closely monitoring the possibility that global GDP growth will be
slower than these rates, potentially due to further increases in oil prices and fur-
ther uncertainty in financial markets.

Industry Development

The current global upswing has been fueled by rapid modernization in regions

of the world outside Western Europe, the U.S. and Japan. This modernization has
been broad-based, as emerging economies establish new industrial production
systems, power generation capacity, urban infrastructure, transportation sys-
tems, and healthcare systems. We expect this trend to continue in the relevant
industries in fiscal 2008 and 2009. In the developed economies of Western Europe,
these industries are growing somewhat more slowly and with different priorities.
These include increasing elficiency and productivity in industrial production;
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enhancing the security of buildings, cities and transportation systems; develop-
ing alternative sources of energy; and shifting the emphasis in healthcare from
treatment to early diagnosis and disease prevention, With its global reach and
broad business portfolio, Siemens is well positioned to take advantage of market
development in both the mature and emerging economies around the world.

Growth and Financial Performance

In fiscal 2007, we expanded cur external communication regarding our financial
performance, goals and expectations. Our most important targets and perfor-
mance expectations are summarized in the following paragraphs.

Growth. In the next two fiscal years we intend to increase our revenue by at
least twice the rate of global GDP growth. We believe we are well positioned to
reach these near-term growth targets, in part due to new crders of approximately
€84 billion in fiscal 2007 and a corresponding book-to-bill ratio of 1.16.

Group Profit from Operations. We aim to increase Group profit from Opera-
tions at a rate at least twice as fast as our rate of revenue growth in the next two
years. Effects on Group profit [rom Operations related to the SG&A reduction pro-
gram mentioned below are not yet quantified lor fiscal 2008 or 2009. We aim for
growth in Group profit from Operations in fiscal 2009 as we approach fulflillment
of Fit42010, which includes higher margin ranges for our operating Groups
{shown in the table below). In particular, we increased our 2010 margin expecia-
tions for Med, which completed or announced major acquisitions in fiscal 2007.
We expect Group profit from Operations to benefit from these and other substan-
tial portiolio changes that we have completed at other Groups in recent years.

Margin ranges Margin ranges
old!"

new
Automation and Drives 12 ~15% 11-13%
Industrial Solutions and Services 5-7% 4-6%
Siemens Building Technologies 7-9% 7~ 9%
Osram 10-12% 10-11%
Transportation Systems 5-7% 5-7%
Power Generation 10 - 14% 10~ 13%
Power Transmission and Distribution 7 -10% 5-7%
Medical Sclutions 14-17% 11-13%
Siemens IT Solutions and Services'® 5-7% 5 6%

Siemens Financial Services®™ 20-23% 18-22%

" The old margin ranges refer to our Fit4More progeam.
@ The old margin range was for the former Siemens Business Services Group.
B Return on equity, which is defined as SFS' income before income taxes divided by the allocated equity for SFS.

LManagement's discussion and.anatvsis_____{
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Overall, we believe we are in a good position to achieve our near-term targets
for Group profit from Operations, given that all our Groups operated within their
current target margin ranges for all or part of fiscal 2007. We will continue to
monitor our earnings performance in Operations and the marging achieved by
our most successful competitors, as well as global macroeconomic trends, to
ensure that we are setting our profitability targets appropriately.

Income and EPS. In fiscal 2007, Group profit from Operations was the primary
driver of growth in income from continuing operations. We expect this relation-
ship to continue in the next two fiscal years. Furthermore, we expect the contribu-
tion to net income from discontinued operations will be strongly positive in fiscal
2008, due (0 a substantial gain on the sale of SV. We expect this transaction to
close in the first quarter of fiscal 2008, We expect a substantial increase in earn-
ings per share (EPS) from continuing and discontinued operations in fiscal 2008
compared to fiscal 2007. Some potential effects on income related to compliance
matters are not yet quantifiable for fiscal 2008 or 2009, which could have a mate-
rial impact on our EPS. For information on our risk factors with respect to our
compliance matters, see “Risk management.”

Cash Generation and Cash Conversion. In addition to our growth and profit-
ability goals, we have added new financial measures as part of Fit42010. Free cash
Now, shows how successfully we generate cash from operating activities minus
additions to intangible assets and property, plant and equipment (capital expendi-
tures). In fiscal 2007 we substantially increased free cash flow compared to the
prior year. In fiscal 2008 and fiscal 2009, we expect to locus management attention
on two key determinants of free cash (low: net working capital within operating
activities, and capital expenditures. In particular, we have set a mid-term target to
keep additions to PPE (property, plant and equipment) and intangible assets as a
percentage of depreciation and amortization to 95% -115%.

Along with free cash flow we are now reporting on our cash conversion rate
(CCR), which is defined as the ratio of free cash flow to income. This measure
shows how effectively we convert income into cash that can be used to finance
business growth or other objectives. OQur 2010 target for CCR is 1 minus our
annual revenue growth rate.

Two major portfolio transactions that we announced in fiscal 2007 will have
major influence on our cash flows in fiscal 2008. The first is our acquisition of
Dade Behring for approximately 37 billion (€5 billion). We paid for this purchase
at the closing of the transaction at the beginning of November 2007, The second
portfolio transaction is our sale of SV for a preliminary purchase price of approxi-
mately €11.4 billion, We anticipate the closing of this transaction in the first quar-
ter of fiscal 2008.

Capital Structure and ROCE. Qur other new financial measures are intended
to show how efficiently we structure the capital on our balance sheet and how
effectively we invest it in our business. The target for our capital structure is cal-
culated as adjusted industrial net debt divided by earnings before interest
expense, income taxes, depreciation, amortization and impairments (EBITDA),
also as adjusted. For additional information with respect to our capital structure
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and the calculation of adjusted industrial nct debt, see “Capital Structure.” Our
Fit42010 target range for the capital structure ratio is 0.8 - 1.0, which represents
an increase in current debtfincome leverage taking into consideration the cash
inflows and outflows related to SV and Dade Behring mentioned above. As a step
toward achieving this goal, we have announced plans {o repurchase Siemens
shares over the next three years, up to a total of €10 billion. This share buy-back
program leads to stronger EPS growth in the years ahead, while maintaining our
financial flexibility.

To highlight the return on capital invested in Siemens, we have adopted a mea-
sure known as return on capital employed (ROCE), calculated as income from con-
tinuing operations (hefore interest) divided by net capital employed in continuing
operations. Our ROCE in fiscal 2007 was 12.7%. ROCE development in fiscal 2008
will be affected by a substantial increase in capital employed, stemming from
major acquisitions completed or announced in fiscal 2007. Cur 2010 target range
for ROCE is 14 - 16%,

Investment in Sustainable Growth

We continually invest in sustainable growth by advancing our technology through
R&D, strengthening and streamlining our organization, and demonstrating cor-
porate responsibility.

R&D. In fiscal 2007 we invested 4.7% of our revenue in research and develop-
ment. Approximately 70% of this €3.4 billion investment was aligned with our
three largest and most profitable Groups: A&D, PG and Med. The pace of technol-
ogy evolution in their respective industries is swift, requiring continuous innova-
tion. In fiscal 2008 and fiscal 2009, we expect to increase R&D spending compared
to fiscal 2007.

New Organizational Structure, To make Siemens faster, less complex, and
more focused as a company, we have announced that we will implement a new
organizational structure in fiscal 2008. This structure will consist of three sec-
tors, each focused on a major growth engine of the global economy: industry,
energy, and healthcare. The industry sector will consist chiefly of the businesses
now within A&D, 1&S5, SBT, TS and Osram. The energy sector will consist chiefly
of the business now within PG and PTD. The healthcare sector will consist of the
businesses now within Med.

Each sector will be headed by a chief executive officer (CEQ) with membership
on Siemens’ Managing Board. In addition, each sector will have a chief linancial
officer (CFO) reporting to the CFO of Siemens. Each division below the sector level
will be headed by a CEO who reports up to the sector CEO. In the same way, the
CEOs of each business unit within a division will report up to the division CEO. In
the same way as for the CEOs, a separate reporting line for the CFOs will be estab-
lished accordingly on the levels below the sectors. Announcement of the sector
CEOs is scheduled for the end of November 2007.

Our regional companies around the world will support the new structure by
allowing the global sector businesses a clear “right of way” in pursuing sustain-
able and profitable growth opportunities. All three sectors will be supported by
cross-sector organizations that provide IT services (51S) and linancial services
(SFS).
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Reducing SG&A. As part of streamlining our organizational structure, we aim
to reduce ocur marketing, selling, general and administrative costs by 10-20% by
the end of 2010. We expect to achieve this goal by optimizing general and admin-
istrative costs within the new organizational structure while increasing the effi-
ciency of our sales and marketing efforts on a global basis. In fiscal 2007, SG&A
expense was €12.103 bitlion, or 16.7% of revenue. Programs for achieving 5G&A
reductions will be established in fiscal 2008,

Corporale Responsibility. Siemens has a long heritage of corporate responsi-
bility reaching back to founder Werner von Siemens. In fiscal 2007, following reve-
lations of employee misconduct in certain of our businesses in prior years, we
brought significant management attention to resolving relaled legal and regula-
tory matters while strengthening our corporate governance systems. We intend to
continue these efforts vigorously in fiscal 2008. Effective with the beginning of
the fiscal year, we established a new Managing Board position with responsibility
for all legal and compliance issues.

We will continue to meet our commitments to our investors, employees, other
communities and the environment in fiscal 2008 and fiscal 2009. In particular, we
have set new quantifiable targets for further reducing environmental impacts
related to our glebal production systems. On a normalized basis, allowing for
business growth, we intend to reduce greenhouse gas emissions by 20%, water
use by 20%, and non-recyclable waste by 15% compared to fiscal 2006 leveis, by
2011. We also plan to further increase our reporting on environmental issues
related to our business as part of Fit42010.

Opportunities

In the next two years we see numerous opportunities for Siemens. At the highest
level, these opportunities stem from our continuous innovation in strong global
growth industries. If market acceptance of our innovations exceeds our expecta-
tions, or major regional or national economies grow at rates exceeding our esti-

mates, or particular industries experience stronger demand than we anticipate,

our business or our profits could grow faster than we have ocutlined above.

In particular, we see opportunities in all three sectors mentioned above. With
manufacturing industries increasingly relying on information technolegy to track
and manage processes and products, we see an cpportunity related to the acquisi-
tion of UGS at A&D, which brings us leadership capabilities in product life cycte
management (PLM) software. With oil prices rising, we see a significant opportu-
nity in our wind power business which is rapidly increasing its revenues, prolits
and production capacity. With the recent acquisitions at Med, we can begin offer-
ing hospitals, clinics and laboratories the world’s most fully integrated provider
of healthcare diagnostics solutions.

Our business, financial condition or results of operation could suffer material
adverse effects as a result of certain risks. For an overview of the Company’s risk
factors, see “Risk management.”
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This Annual Report contains forward-looking statements and information - that is,
statements related to future, not past, events, These statements may be identified by
words such as “expects,” “looks forward to,” "anticipates,” “intends,” “plans,”
“believes,” “seeks,” “estimates,” “will,” “project” or words of similar meaning. Such
statements are based on our current expectations and certain assumptions, and are,
therefore, subject to certain risks and uncertainties. A variety of factors, many of
which are beyond Siemens’ control, affect our operations, performance, business
strategy and results and could cause the actual results, performance or achievements
of Siemens to be materially different from any future results, performance or achieve-
ments that may be expressed or implied by such forward-looking statements. For us,
particular uncertainties arise, among others, from changes in general economic and
business conditions (including margin developments in major business areas); the
challenges of integrating major acquisitions and implementing joint ventures and
other significant portfolio measures; changes in currency exchange rates and interest
rates; introduction of competing products or technologies by other companies; lack of
acceptance of new products or services by customers targeted by Siemens; changes in
business strategy; the outcome of pending investigations and legal proceedings, espe-
cially the corruption investigation we are currently subject to in Germany, the United
States and elsewhere; the potential impact of such investigations and proceedings

on our ongoing business including our relationships with governments and other
customers; the potential impact of such matters on our financial statements; as well
as various other factors. More detailed information about certain of these factors

is contained throughout this report and in our ather filings with the SEC, which are
available on the Siemens website, www.sicmens.com, and on the SEC's website,
www.sec.gov. Should one or more of these risks or uncertaintics materialize, or should
underlying assumptions prove incorrect, actual results may vary materially from
those described in the relevant forward-looking statement as expected, anticipated,
intended, planned, believed, sought, estimated or projected. Siemens does not intend
or assume any obligatian to update or revise these forward-looking statements in
light of developments which differ from those anticipated.
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Consolidated Statements of Income

For the fiscal years ended September 30, 2007 and 2006 {in millions of €, per share amounts in €)

Siemens
Note 2007 2006
Revenue 72,448 66,487
Cost of goods sold and services rendered {51.572) (49,108)
Gross profit 20,876 17,379
' Research and development expensas (3.399) (3,091)
Marketing, selling and general administrative expenses (12,103) (11,897)
Other operating income 5 680 629
Other operating expense 6 {1,053) {260)
" Income (Joss) from investments accounted for using the equity method, net 7 108 404
financial income (expense), net 8 (8) 254
income (loss) from continuing operations before income taxes 5,10 3,418
income taxes'" 9 (1,192) (776)
Income (loss) from continuing eperations 3,909 2,642
Income (loss) from discontinued operattons, net of income taxes 129 703
Net income {loss) 4,038 3,345
Attributable to:
Minority interest 232 210
Shareholders of Siemens AG 3,806 3,135
Basic earnings per share kL
Income from continuing operations 413 2.78
Income from discontinued operations 0.11 0.74
Net income 4,24 3.52
Diluted earnings pes share 35
Income from continuing operations 3.99 237
income from discontinued operations 0.11 0.74
Met income 4.10 35
Consolidated Statements of Income and
Expense Recognized in Equity
For the fiscal years ended September 30, 2007 and 2006 (in millions of €)
Siemens
2007 2006
Net income 4,038 3,345
Currency translation differences {536} (349}
Available-for-sale financial assets 30 (354}
Derivative financial instruments 100 58
Actuarial gains and losses on pension plans and similar commitments 1,237 245
Revaluation effect related to step acquisitions 3 4
Tatal income and expense recognized directly in equity. net of tax®® 834 (396)
Total income and expense recognized In equity 4,872 2,949
Attributable to:
Minarity interest 263 181
4,607

Shargholders of Siemens AG

2,768
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Eliminations, reclassifications Financing and
and Corporate Treasury Operations feal Estate
2007 2006 2007 2006 2007 2006
(1,498} (1,429) 71,553 65,576 2,393 2,340
1,498 ' 1,429 (51,091) (48,525) (1,979) (2,012)
- - 20,462 17,051 414 328
= - (3,399) (3.091) - =
(3) {6) {11,740) (11,545) (360) (346)
(70) (77) 447 456 303 250
(13) - (1,013) {216) (27} (44)
- - 39 351 69 53
239 65 (405) 9 158 180
153 (18) 4.391 3,015 557 421
(36) 4 {1,026) (684) {130} (96)
117 (14) 3,365 2,331 427 325
- - 131 712 () (9}
17 (14) 3,496 3,043 425 316

" The income taxes of Eliminations, reclasslfications and Corporate Treasury, Operations, and Financing and
Real Estate are based on the consolidated effective corporate tax rate applied to income before income taxes.

@ Includes €{26) and €(50) in 2007 and 2006, respectively, resulting from investments accounted for using the equity
method.

™ Includes minority interest of €30 and €(29} in 2007 and 2006, respectively, relating to cutrency translation
differences and minority interest of €3 and €- in 2007 and 2006, respectively, relating to actuarial gains and losses
on pension plans and simitar commitments.

The accompanying Notes are an integral part of these Consolidated Financial Statements,
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Consolidated Balance Sheets

As of September 30, 2007 and 2006 (in millions of €)

Siemens
Note 9/30107 9/30/06
Assets
Current assets
Cash and cash equivalents 4,005 10,214
Available-far-sale financial assets 10 193 596
Trade and other receivables " 14,620 15,148
Qther current financial assets 12 2,932 2,370
Intragroup receivables - -
Inventories 13 12,930 12,790
Income tax receivables 398 458
Other current assets 14 1,322 1,274
Assets classified as held for disposal 11,532 7,164
Total current assets 47,932 50,014
Goodwill 15 12,501 9,689
Other intangible assets 16 4,619 3,385
Property, plant and equipment 17 10,555 12,072
Investments accounted for using the equity method 18 7,016 2,956
Other financial assets 19 5,561 5.042
Intragroup receivables - -
Deferred tax assets 9 2,594 3,657
Other assets 77 713
Total assets 91,555 87,528
Liahilities and equity
Current liabilities
Short-term debt and current maturities of long-term debt 22 5,637 2,175
Trade payables 8,382 8,443
Other current financial liabilities 20 2,553 1.929
intragroup liabilities - -
Current provisions 24 3,581 3,859
income tax payables 2,141 1,582
Other current liabilities 21 17,058 15,591
Liahilities associated with assets classified as held for disposal 4,542 5,385
Total current liabilities 43,894 38,964
Long-term debt 22 9,860 13,122
Pension plans and similar commitments 23 2,780 5,083
Deferred tax liabilities 9 580 184
Provisions 24 2,103 1,858
Other financial abilities 411 248
Other liabilities 25 2,300 2174
Intragroup liabilities - -
Total liabilities 61,928 61,633
Equity 26
Commen stock, no par value!” 2,743 2,673
Additional paid-in capital 6,080 5.662
Retained earnings 20,453 16,702
Other components of equity (280) 156
Treasury shares, at cost™” - -
Total equity attributable to shareholders of Siemens AG 28,996 25,193
Minority interast 631 702
Total equity 29,627 25,895
Total liabilities and equity 91,555 87,528

M Authorized: 1,137,913,421 and 1,116,087,241 shares, respectively. Issued: 914,203,421 and 891,087,241 shares, respectively. ' 383 and 415 shares, respectively.
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and Corporate Treasury QOpefations Real Estate
9/20/07 9/30/06 9130i07 9/30/06 9130107 9/30/06
2,740 9,072 1,195 1,109 70 33
- 416 162 160 31 20
- - 12,589 10,885 2,031 4,263
366 145 1,427 1,314 1,139 9
{10,401) {15,736) 10,355 15,680 46 56
(2) (2) 12,850 12,735 82 57
1 2 352 445 45 11
- 48 1,183 1,122 139 104
{(345) (21) 11,843 7,180 34 5
(7.641) {6,076) 51,956 50,630 3.617 5,460
- - 12,375 9,557 126 132
- - 4,605 3,368 14 17
- - 6,896 8,310 3.659 3,762
- - 6,791 2,738 225 218
454 215 1,353 1,232 3,754 3,595
(479) (348) 479 348 - -
17 222 2,488 3,329 89 106
1 194 715 507 61 12
(7,648) (5.793) 87,658 80,019 11,545 13,302
5,095 1,433 362 530 180 212
13 28 7,951 8,140 418 275
754 606 1,712 1,242 87 81
(15,170) (16,406) 10,551 9,886 4,619 6,520
- - 3,521 3,770 60 89
19 2 2,069 1.563 53 17
166 129 16,663 15,215 229 247
(4,211) (16) 8,753 5,401 - -
(13,334) (14,224) 51,582 45,747 5,646 7.441
8,901 11,946 548 744 411 432
- - 2,779 5,081 1 2
(379) (397) 561 177 398 404
- - 1,983 1,761 120 97
120 19 246 177 45 52
9 41 2,214 2,054 77 79
(2,965) (3.178) 79 434 2,886 2,744
(7,648) (5,793) 59,992 56,175 9,584 11,251%
- - 27,666 23,844 1,961 2,051
(7.648) (5.793) 87,658 80,019 11,545 13.302

The accompanying Notes are an integra! part of these Consalidated Financial Statements.
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Consolidated Statements of Cash Flow

For the fiscal years ended September 30, 2007 and 2006 {in millions of €}

Siemens
2007 2006
Cash flows from operating activities
Net income {loss) 4,038 3.345
Adjustments to reconcile net income to cash pravided
Amortization, depreciation and impairments 3,751 3,118
Income taxes 2,193 775
Interest {income) expense. net 193 142)
(Gains) losses on sales and disposals of businesses, intangibles and property, plant and equipment, net (2.051) 113)
(Gains) on sales of investments, net"! {95) 104)
(Gains) losses on sales and impairments of current available-for-sale financial assets, net 32 {466)
(Income) from investments™ {223) {569)
Other non-cash {income) expenses 106 372
Change tn current assets and liabilities
{Increase) decrease in inventories (986) (2,313)
(Increase} decrease in trade and other receivables {1,183) {1,027}
(Increase) decrease in other current assets (486) 572
Increase {decrease) in trade payables 1,158 279
Increase {decrease} in current provisions (258) (34)
Increase (decrease) in other current liabilities 2.858 2,053
Change in other assets and liabilities (883) 41
Incame taxes paid (1,930) (1,191)
Dividends received 337 378
Interest received 757 685
Net cash provided by operating activities — continuing and discontinued operations 7,328 5.659
Net cash provided by operating activities - continuing operations 9,822 5,003
Cash flows from investing activities
Additions to intangible assets and property. plant and equipment (3,751} (4,052)
Acquisitions, net of cash acquired (7,370} (2,055)
Purchases of investments'" (261) (389)
Purchases of current available-for-sale financial assets (148) {1,489)
(Increase)} decrease in receivables from financing activities (907) (469)
Proceeds from sales of investments, intangibles and property, plant and equipment’! 1,041 914
Proceeds from disposals of businesses (380) {260}
Proceeds from sales of current available-for-sale financial assets 419 3.104
Net cash provided by (used in) investing activities ~ cantinuing and discontinued operations (11,357) {4,696}
Net cash provided by {used in) investing activities - continuing operations (10,068) (4,315)
Cash flows from financing activities
Proceeds from issuance of common stock 903 -
Purchase of common stock (101) (423)
Proceeds from re-issuance of treasury stock 66 313
Proceeds from issuance of long-term debt 766 6,701
Repayment of long-term debt (including current maturities of long-term debt} (4,595) (1.710)
Change in shart-tarm debt 4,386 (1.762)
Interest paid (1.169) {595)
Dividends paid (1,292) (1,201)
Dividends paid to minority shareholders (151) {118)
Intragroup finangng — -
Net cash provided by operating activities — continuing and discontinued operations {1.187) 1,206
Net cash provided by (used In} financing activities - continuing operations (5,792) 1,540
Effect of exchange rates on cash and cash equivalents {58) (76)
Net increase (decrease) in cash and cash equivalents (5.274) 2,003
Cash and cash equivalents at beginning of period 10,214 8,121
Cash and cash equivalents at end of period 4,940 10,214
Less: Cash and cash equivalents of discontinued operations at end of period 935 -
4,005 10,214

Cash and cash equivalents of continuing operations at end of period

M Investments include equity instruments either classified as non-current available-for-sale financial assets or accounted for using the equity method.

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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Eliminations, reclassifications Financing and

and Corporate Treasury Operations Real Estate
2007 2006 2007 2006 2007 2006
117 14 3,496 3,043 425 316
- - 3,288 2,676 463 442
36 (3) 2,028 688 129 90
(293) (40%9) 593 404 (107) (137
11 - (1,867) 19 {195) (132)
- - (61) (91) {34) (13}
30 - 2 (466) - -
- - (105) (463) (118) (106)
14 276 103 110 (11} {14)
- 2) {960) (2,321) (26} 10
2.343 40 (3,503) {1.115) {(23) 48
{161) 306 (397) 79 72 187
{32) 15 1,060 204 130 60
- (2) (233) (60) {25) 28
224 N 2,578 1,734 56 (2)
(119) (53) (753) 119 {11) (25)
(39) (94) (1,749) (957) (142) (140)
— - 247 299 90 79
199 180 146 159 412 346
2,330 561 3,913 4,061 1,085 1,037
2,330 561 6,407 3,405 1,085 1,037
- - (2,997) {3,284) (754) (768)
- - {7,370} {2.052) - (3)
- - (253) {369} (8) (20}
- (1,409) (129) (72) {19) (8)
(2.367) (70) — - 1,460 {399)
- - 532 549 509 365
— bl (380) (260) - -
365 986 46 2112 g 6
(2,002 (493) (10,551) {3.376) 1,196 (827)
(2,002) {493) (9,262} (2,995) 1,196 (827)
- - 903 - ~ -
~ — {101) {421) - -
- - 66 313 - -
766 6,701 - - - -
{4,486) (1,600) (82) (49) (27) (61
4516 (1,244) (80) (419) (50) (99
(969) (388) (131) (141) (69) (67
- - (1.292) (1,201 - -
- - (151) (118) - -
(6,444) (1.046) 8,541 1,042 (2.097) 4
(6.617) 2,423 7,673 {994) (2,243) (223)
(6,617) 2,423 3,068 {660) (2,243) (223)
(43) {22) (14) (53) (1} (1)
(6,332) 2.469 1,021 (362) 37 (14)
9,072 6,603 1,109 1,471 33 47
2,740 9.072 2,130 1,109 70 33
- - 935 - - -
2,740 9,072 1,195 70 33

1,109
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Consolidated Changes in Equity

For the fiscal years ended September 30, 2007 and 2006 (in millions of €)

Additicna!

Common paid-in Retained

stock capital earnings
Balance at October 1, 2005 2,673 5,167 14,519
income and expense recognized in equity - - 3,384
Dividends - - {1,201)
Issuance of common stock and share-based payment - 44 -
Purchase of commaon stock - - -
Re-issuance of treasury stock - (36) -
Other changes in equity* - 487 -
Balance at September 30, 2006 2,673 5,662 16,702
Balance at October 1, 2006 2,673 5,662 16,702
Income and expense recognized in equity - - 5.043
Dividends - - (1,292) .
Issuance of common stock and share-based payment 70 1,593 - J
Purchase of common stock - - -
Re-issuance of treasury stock - [¥)] -
Other changes in equity” - {1,168) -
Balance at September 30, 2007 2,743 6,080 20,453

* For further information see also Notes 22 and 26.
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Other components of equity

Available- Total equity
Currency for-sale Derivative Treasury  attributable
translation financial financial shares to shareholders Minority Total
differences assets Instruments Total at cost of Siemens AG interest equlity
11 450 (89) 772 (1) 23,130 661 23,791
{320) (354} 58 {616) - 2,768 181 2,949
- - - - - (1,201) {144) (1,345)
- - - - - 44 - 44
- - - - 421) (421) - {421)
- - - - 422 386 - 386
- - - - - 487 4 491
91 96 (31) 156 - 25,193 702 25,895
91 96 {31) 156 - 25,193 702 25,895
(566) 30 100 (436) - 4,607 265 4,872
- - - - - (1,292) (146) (1,438)
- - - - - 1,663 - 1,663
- - - - (101} {101} - {101)
- - - - 101 94 - 94
- - - - - (1,168) (190) {1,358)
(475) 126 69 (280) - 28,996 631 29,627

w ]
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Segment Information (continuing operations)

As of and Ffor the fiscal years ended September 30, 2007 and 2006 (in millions of €)

New orders Intersegment
{unaudited) External revenue revenue Total revenue
2007 2006 2007 2006 2007 2006 2007 2006
Operations Groups
Siemens IT Solutions and Services (SIS)™ 5,156 5,574 3,988 4,466 1,372 1,227 5.360 5,693
Automation and Drives (A&D) 16,794 14,312 13,695 11,564 1.694 1,477 15,389 13,041
Industrial Solutions and Services {1&5) 10,161 9,025 7.824 7.837 1,070 982 8,894 8,819
Siemens Building Technologies (SBT) 5.350 5,235 4,952 4,695 110 0 5,062 4,796
Power Generation {PG) 17,988 12,532 12,159 10,068 35 18 12,194 10,086
Power Transmission and Distribution (PTD) 9,896 8,028 1,126 6,032 563 477 7,689 6,509
Transportation Systems (TS) 4,780 6,173 4,413 4,429 34 64 4,452 4,493
Medical Solutions {Med) 10,271 9,334 9,798 8,164 53 63 9,851 8,227
Osram 4,690 4,563 4,677 4,547 13 16 4,690 4,563
Strategic Equity Investments (SEIF® - - - - - - - -
Qther Operations 2,830 4,068 2,516 3,427 368 517 2,884 3,944
Total Operations Groups 87,916 78,844 71,153 65,229 5,312 4,942 76,465 70,1711
Reconciliation to financial statements
Corporate items, pensions and eliminations (4,949) (4,855) 166 97 (5,078) (4,692) (4,912)  (4,595)
Other interest expense - - - - - - - -
Other assets related and miscellaneous
reconciling items - - - - - - - -
Totat Operatfons (for columns Group
profit/Net capital employed, i.e. Income
before income taxes/Total assets) 82,967 73,98% 71,319 65,326 234 250 71,553 65,576
Financing and Real Estate Groups
Siemens Financial Services (SFS) Ll 645 653 581 67 64 720 645
Siemens Real Estate (SRE) 1,686 1,705 476 580 1,210 1,125 1,686 1,705
Eliminations (13) (10} - = (13) (10) (13) (10}
Total Financing and Real Estate 2,394 2,340 1,129 1,161 1,264 1,179 2,393 2,340
Eliminations, reclassifications
and Corporate Treasury (1,445)  (1,385) - - (1,498) (1,429 {1,498) (1.429)
Slemens 83,916 74,944 72,448 66,487 - - 72,448 66,487

™ Group profit of the Operations Groups is earnings before financing interest,
certain pension costs and income taxes and may exclude other categories
of items which are not allecated to the Groups since the Managing Board
does not regard such items as indicative of the Group's performance,

Net capital employed of the Operations Groups represents total assens less
tax assets, provisions and non-interest bearing liabilities other than tax
liabilities.

Free cash flow represents net cash provided by (used in) operating activities
less additions to intangible assets and property, plant and equipment,
Amortization and impairments of intangibie assets other than goodwill and
depreciation and impairments of property, pfant and equipment. Goodwill
impairment and impairment of non-current available-for-sale financiat
assets and investments accounted for under the equity method for Siemens
amount to €158 and €89 for the fiscal years ended September 30, 2007
and 2006, respectively.

)

()]

5

5} SIS was created effective April 1, 2007 and consists primarily of the activities
of the former segment Siemens Business Services that were bundled with
other information technology (IT) activities. Prior-year information was
reclassified for comparability purposes,

SEl was created as of October 1, 2006 and includes certain strategic invest-
ments accounted for using the equity method. Beginning in the third quarter
of fiscal 2007, the Siemens investment in Nokia Siemens Networks is atso
reported in SEL.

Includes cash paid for income taxes according to the allocation of income
taxes to Operations, Financing and Real Estate, and Eliminations,
reclassifications and Corporate Treasury in the Consolidated Statements
of Income. Furthermore, the reclassification of interest payments in

the Consolidated Statements of Cash Flow from operating activities into
financing activities is shown in Eliminations. Interast paymenis are
external interest paid as well as intragroup interest paid and received.

(8)

3
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Additions to
intangible assets Amortization
Net capital and property, plant depreciation and
Group profit® employed® Free Cash Flow™® and equipment impairments'™
2007 2006 9/30i107  9/30/06 2007 2006 2007 2006 2007 2006
252 (731) 253 18 18 (661) 204 284 282 292
2,090 1.575 7.026 3,837 1,857 1,258 496 459 374 286
415 282 1,198 1,279 397 n 23 115 108 123
354 223 1,807 1,764 340 (1) 123 120 127 109
1,147 779 1,371 1,945 2,019 608 253 305 229 216
650 315 1,865 1,701 515 135 170 171 110 119
197 72 (58} in 335 24 54 138 58 57
1,323 988 8,234 4,975 1,380 893 444 314 438 284
432 456 1,994 1,976 392 444 298 313 255 261
(161) 225 4,891 1,008 76 63 - - - -
(193) (317) 181 201 (292) (278) 166 197 118 121

6,560 3,867

28,762 18,815

7,037 2,806

2,291 2,416

2,099 1,878

{1,672) {527)

(3.536)  (6,392)

(2,943)7 (1,816)

22 N

88 4

(497) (325)

62,432 67,596

43N 3,015 87,658 80,019 4,094 990 2,313 2415 2,187 1,882
Income before
income taxes Total assets
329 306 8,912 10,543 108 71 558 498 277 243
228 115 3,091 3,221 (35) (45) 196 270 161 191
- - {458) (462) 25817 2430 - - - -
557 421 11,545 13,302 EE] 269 754 768 438 432
153 18) (7,648) (5,793) 2,330 5617 - - - -

6,755 1,820

2,625 2,314

5,101 3,418

91,555 87,528

3,067 3,183

1
—
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{in millions of €, except where otherwise stated and per share amounts)

Notes

1 Basis of presentation

The accompanying Consolidated Financial Statements present the operations of

Siemens AG and its subsidiaries (the Company or Siemens) and have been pre-

pared in accordance with International Financial Reporting Standards (IFRS) and

its interpretations issued by the International Accounting Standards Board (IASB),
as adopted by the European Union (EU), as well as with the additional require-
ments as set forth in §315a(1) of the German Commercial Code (HGB). In addition
to its primary financial reporting for fiscal 2006 under United States Generally

Accepted Accounting Principles {U.S. GAAP), in December 2006 the Company also

published its first IFRS Consolidated Financial Statements (IFRS Consolidated

Financial Statements as of September 30, 2006). The IFRS Consolidated Financial

Statements as of September 30, 2006 were presented as supplemental information

and serve as a basis for Siemens’ primary IFRS reporting beginning with the first

quarter of fiscal 2007.

The Consolidated Financial Statements and Management’s Discussion and
Analysis as of September 30, 2007, prepared in accordance with §315a(1) of the
HGB are being filed with and published in the German Electronic Federal Gazette
(elektronischer Bundesanzeiger).

Siemens has prepared and reported its Consclidated Financial Statements in
euros (€). Siemens is a German based multinational corporation with a balanced
business portfolio of activities predominantly in the field of electronics and elec-
trical engineering {for further information see Note 36).

Siemens applied all standards and interpretations issued by the TASB that were
effective as of September 30, 2007. In addition, the Company early adopted certain
other standards, amendments to standards and interpretations, including the fol-
lowing standards which had a significant impact:

1 IFRS 7, Financial Instruments: Disclosures, This standard requires extensive dis-
closures about the significance of financial instruments for an entity’s financial
position and results of operations, and qualitative and quantitative disclosures
on the nature and extent of risks arising from financial instruments. It com-
bines disclosure requirements from 1AS 32, Financial Instruments: Presentation,
and [AS 30, Disclosures in the Financial Statements of Banks and Similar Financial
Institutions, and adds new disclosure requirements. The standard is effective for
fiscal periods beginning on or after January 1, 2007. Siemens decided to early
adopt IFRS 7 in its 2006 financial statements. IFRS 7 was also considered in
determining the presentation of items on the face of the Consolidated Balance
Sheets and the Consolidated Statements of Income.

1 IFRS 8, Operating Segments. IFRS 8 replaces IAS 14, Segment Reporting, and
aligns segment reporting with the requirements of Statement of Financial
Accounting Standards (SFAS) 131, Disclosures about Segments of an Enterprise
and Related Information, except for some minor differences. [FRS 8 requires an
entity to report financial and descriptive information about its reportable seg-
ments. Reportable segments arc operating segments or aggregations of operat-
ing segments that meet specified criteria. Operating segments are components
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of an entity for which separate financial information is available that is evalu-
ated regularly by the entity's chief operating decision maker in making deci-
sions about how to allocate resources and in assessing performance. Generally,
financial information is required to be reported on the same basis as is used
internally for evaluating operating segment performance and deciding how to
allocate resources to operating segments, IFRS 8 is effective for fiscal periods
heginning on or after January 1, 2009. However, Siemens decided to early adopt
IFRS 8 in the first quarter of fiscal 2007, See Note 36 for further information on
segment information.

The Consclidated Financial Statements were authorised for issue by the Man-
aging Board on November 23, 2007,

All standards and interpretations issued by the TASB and applied by Siemens in
preparing its Consolidated Financial Statements have been adopted for use in the
EU until the date of authorization for issue. The Consolidated Financial State-
ments of Siemens also comply with IFRS as published by the IASB. Therefore,
there are no differences and a reconciliation between IFRS as adopted by the EU
and IFRS as published by the IASB is not necessary. IFRS as adopted by the EU and
IFRS as published by the IASB are relerred to, collectively, as IFRS in these Consol-
idated Financial Statements.

Financial statement presentation

The presentation of the Company’s worldwide financial data is accompanied by a
component model presentation breaking down Siemens' financial position, results
of operations and cash flows into three components (see below). These compo-
nents contain the Company's reportable segments (also referred to as Groups).
Siemens VDO Automotive (5V) no longer represents an operating segment and wiil
be dissolved in fiscal 2008 (for further information see Note 4 and 36).

I Siemens - Represents the Consolidated Financial Statements of the Company.

I Operations - Defined as Siemens’ nine operating Groups and certain operating
activities not associated with these Groups, as well as Strategic Equity Invest-
ments (see Note 36 for further information} and centrally managed items includ-
ing corporate headgquarters, but excluding the activities of the Financing and
Real Estate Groups and the Corporate Treasury.

! Financing and Real Estate - Siemens’ Financing and Real Estate Groups are
responsible for the Company’s international leasing, finance, credit and real
estale management activities.

i Eliminations, reclassifications and Corporate Treasury - Captures separately
the consolidation of transactions among Operations and Financing and Real
Estate, as well as certain reclassiflications. This component also includes the
Company's Corporate Treasury activities.

21
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Notes io Consalidated Financial Statements
(n mittions of € except where otherwise stated and per share amounts})

The Company's prescntation of Operations, Financing and Real Estate and
Eliminations, reclassifications and Corporate Treasury reflects the manage-
ment of these components as distinctly different business activities, with different
goals and requirements. Management believes that this presentation provides a
clearer understanding of the components of the Company’s financial position,
results of operations and cash flows. The accounting principles applied to these
components are generally the same as those used for Siemens. The Company has
allocated equity to the Financing and Real Estate business based on a manage-
ment approach which takes into consideration the inherent risk evident in the
underlying assets. The remaining amount of total equity is shown under Opera-
tions, Income taxes are atlocated to Operations, Financing and Real Estate and
Eliminations, reclassifications and Corporate Treasury by applying the effec-
tive tax rate of Siemens to the income before income taxes of each respective com-
ponent. Deferred income tax assets and liabilities are allocated to these compo-
nents based on available component specific information and applicable
proportions of such amounts to total assets and liabilities of Siemenas. The finan-
cial data presented for the Operations and Financing and Real Estate and
Eliminations, reclassifications and Corporate Treasury components are not
intended to purport the financial position, results of operations and cash flows as
if they were separate entities under IFRS.

The information disclosed in these Notes relates to Siemens unless otherwise
stated.

2 Summary of significant accounting policies
The presentation of certain prior year information has been reclassified to con-
form to the current year presentation,

As previously reported, within the former Com Group, the Company’s other
Groups and regional companies, a number of Business Consultant Agreements
and similar sales-related arrangements with third-party intermediaries have
been identified. The Company identified a large volume of payments relating to
fiscal years 2000-2006 made in connection with these agreements and other pay-
ments for which the Company has not been able either to establish a valid busi-
ness purpose or to clearly identify the recipient. The payments identilied were
recorded as deductible business expenses in prior periods in determining income
tax provisions, During fiscal 2007, the Company determined that certain of these
payments were non-deductible under tax regulations of Germany and other juris-
dictions. Due to these matters, the Company accounted in fiscal 2007 for an
amount of €352 in income tax charges and €28 in related interest charges in
respect of fiscal years 2000-2006. These income tax charges are in addition to
income tax charges recorded in fiscal 2006 in the amount of €168 relating to
income tax liabilities for certain payments for which Siemens was not able to
establish a valid business purpose or to clearly identify the recipient. The charges
were considered to be immaterial under the rollover method of quantifying mis-
statements and were accounted for in fiscal 2007 by adjusting the comparative
amounts for fiscal years 2006 and 2005 and the opening balance of total equity as




Notes to Consolidated Financial Statements
{in millions of €, except where otherwise stated and per share amounts)

of October 1, 2004. The effect of the adjustment of these misstatements on net
income for fiscal 2006 and 2005 and the opening balance of total equity as of
Qctober 1, 2004 amounted to an increase of €25, a decrease of €69 and a decrease
of €336, respectively. These adjustments had no impact on segment information.

further, certain commission liability accounts were identified at the Med
Group which were created in fiscal years prior to 2005 and subsequently released
in a manner that did not comply with applicable accounting principles. The release
of those liabilities resulted in an overstatement of net income (loss) of €15 in both
fiscal 2006 and 2005. As a resuit, the opening balance of total equity as of October
1, 2004 was understated by €30. Comparative amounts for fiscal 2006 and 2005 for
net income (loss), equity and segment information for the respective periods have
been adjusted accordingly.

The following table summarizes the effect of all adjustments described above
on net income as reported for fiscal years 2006 and 2005 as well as the effect of
correcting the cumulative misstatements for fiscal years 2000 - 2004 within the
opening balance of total equity as of October 1, 2004:

Effect of

Effect of Accumulated

misstatements on misstatements on

Net income (loss) Totol equity

in Fiscal Year asof Qct. 1,

2006 2005 2004 Total
Misstatement™, related to
Comn Germany (2 (13) (173} {191}
Non-Com Germany {28) {39) {208) (275)
Internationat {15} 1n {50) (82)
Less: income tax adjustments previously recorded
at September 30, 20067 73 - 95 168
Income tax adjustments* % 25 (69) (336) (380)
Med commission liabiiity {15) (15) 30 -
Misstatements adjusted September 30, 2007 10 (84) (306) (380)

™ including interest, where applicable.

@ Includes €31 recorded in fiscal 2006 that was determined to relate to non tax deductible expenses recorded in
fiscal 2006 and €42 recorded in fiscal 2006 relating to misstatements originating in fiscal years 2005 and 2004
of €17 and €25, respectively.

B Includes income taxes related to continuing operations and discontinued operations.

™ The effect of accumulated misstatements on Totat Equity as of Oct. 1, 2004 relates to fiscal years 2004: €(82);
2003: €(59); 2002: €(55); 2001: £(40}; 2000 €{100},

213

LNntes,m.Cnnmﬂdamd.Firmndal.S;g—nmnu_]




214

Noles to Consolidated Financial Statements
{in miliions of € except where otherwise stated and par share amounts)

The following table summarizes the effect the corrections had on the affected
line-items on the face of the Consolidated Statements of Income and Consolidated
Balance Sheets for fiscal years 2006 and 2005:

Fiscal 2006 Fiscal 2005
prior to ad- prior to ad-
justment™ adjustment  adjusted  justment! adjustmenmt  adjusted

Misstated Income Statement line-items
Cost of goods sold and services randered (49,084) {24) {49,108) (40,073} (25) {40,098}
Gross profit 17,403 {24) 17,379 15,708 (25) 15,683
Income (loss) from continuing operations
before incame taxes 3,442 (24) 3.418 3,619 (25) 3,594
Income taxes (742) (34 (776) (735) (46) (781)
Income (loss} from continuing operations 2,700 (58) 2,642 2,884 (71) 2813
Income (loss) from discontinued operations,
net of income taxes®? 635 68 703 (224) (13) (237)
Net income (loss) 3,335 10 3,345 2,660 (84) 2,576
Basic earnings per share

Incame (loss) from continuing operations 2.85 (0.07) 278 3.04 (0.08) 2.96

Income {loss) from discontinued operations 0.66 0.08 0.74 {0.23) (0.02}) (0.25)

Net income (loss) 351 0.01 3.52 2.81 (0.10) 2.71
Diluted earnings per share

Income (loss) from continuing operations 2.84 {0.07) 2.77 2.93 {0.08) 2.85

Incame (loss) from discontinued operations 0,66 0.08 0.74 (0.22) {0.01) (0,23}

Net income (loss) 3.50 0.1 3.51 2N {0.09) 2.62
Misstated Balance Sheet line-items
Deferred tax assets 3,860 (203) 3,657 3,493 {233) 3,260
Trade payables 8,443 - 8,443 10,168 (24) 10,144
Income tax payables 1,487 95 1,582 1,499 105 1,604
Deferred tax liabilities 102 82 184 213 76 289
Total equity 26,275 {380) 25,895 24,181 {390) 23,79

M The figures reported for fiscal 2006 and 2005 as “prior to adjustment” correspond to the figures as originally reported after reclassifying SV

that is reported as discontinued operations in 2007. Accordingly, prior periods have been reclassified for comparative purposes.

@) These adjustments are related to the former Com Group.

Basis of consolidation - The Consolidated Financial Statements include the
accounts of Siemens AG and its subsidiaries which are directly or indirectly con-
trolled. Control is generally conveyed by ownership of the majority of voting
rights. Additionally, the Company consclidates special purpose entities (SPE’s)
when, based on the evaluation of the substance of the relationship with Siemens,
the Company concludes that it controls the SPE. Associated companies are
recorded in the Consolidated Financial Statements using the equity method of
accounting. Companies in which Siemens has joint control are also recorded using
the equity method.
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Business combinations - All business combinations are accounted for under
the purchase method. The cost of an acquisition is measured at the fair value of
the assets given and liabilities incurred or assumed at the date of exchange plus
costs directly attributable to the acquisition. Identifiable assets acquired and lia-
bilities assumed in a business combination (including contingent liabilities) are
measured initially at their fair values at the acquisiticn date, irrespective of the
extent of any minority interest. The excess ol the cost of acquisition over the fair
value of the Company’s share of the identifiable net assets acquired is recorded as
goodwitl.

Associated companies - Companies in which Siemens has the ability to exer-
cise significant influence over operating and financial pelicies (generally through
direct or indirect ownership of 20% to 50% of the voting rights) are recorded in
the Consolidated Financial S1atements using the equity method of accounting and
are initially recognized at cost. The excess of Siemens’ initial investment in asso-
ciated companies over Siemens’ ownership percentage in the underlying net
assets of those companies is attributed to certain fair value adjustments with the
remaining portion recognized as goodwill. Goodwill relating to the acquisition of
associated companies is included in the carrying amount of the investment and is
not amortized but is tested for impairment as part of the overall investment in the
associated company.

Siemens’ share of its associated companies’ post-acquisition profits or losses is
recognized in the income statement, and its share of post-acquisition mevements
in equity that have not been recognized in the associates’ profit or loss is recog-
nized directly in equity. The cumulative post-acquisition movements are adjusted
against the carrying amount of the investment in the associated company. When
Siemens' share of losses in an associated company equals or exceeds its interest in
the associate, Siemens does not recognize further losses, unless it incurs obliga-
tions or makes payments on behall of the associate.

Material intercompany results arising from transactions between Siemens and
its associated companies are eliminated to the extent of Siemens’ interest in the
associated company.

Foreign currency translation - The assets and liabilities of foreign subsidiar-
ies, where the functional currency is other than the euro, are translated using
period-end exchange rates, while the statements of income are translated using
average exchange rates during the period. Differences arising [rom such transla-
tions are recognized within equity.
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(in miltians of €, except where otherwise stated ana per share wnounts)

The exchange rates of the significant currencies of non-euro countries used in
the preparation of the Consolidated Financial Statements were as {ollows:

Year-end exchange
rate 1 € quoted inte

Annual average
rate 1 € quoted into

currencies specified  currencies specified
below below
September 30, Fiscal year
Currency 150 Code 2007 2006 2007 2006
British pound GBP 0.697 0.678 0.676 0.685

.S, Doltar usD 1.418 1.266 1.333 1.230

Revenue recognition - Revenue is recognized for product sales when persua-
sive evidence of an arrangement exists, delivery has cccurred or services have
been rendered, the risks and rewards of ownership have been transferred to the
customer, the amount of revenue can be measured reliably, and collection of the
related receivable is reasonably assured. If product sales are subject to customer
acceptance, revenues are not recognized until customer acceptance occurs. Reve-
nues from construction-type projects are generally recognized under the percent-
age-of-completion method, based on the percentage of costs to date compared to
the total estimated contract costs, contractual milestones or performance, Reve-
nues from service transactions are recognized as services are performed. For
long-term service contracts, revenues are recognized on a straight-line basis over
the term of the contract or, if the performance pattern is other than straight-line,
as the services are provided. Revenue from software arrangements is recognized
at the time persuasive evidence of an arrangement exists, delivery has occurred,
the amount of revenue can be measured reliably and collectibility is probable.
Revenue from maintenance, unspecified upgrades or enhancements and technical
support is allocated using the residual value method and is recognized over the
period such items are delivered. If an arrangement to deliver software requires
significant production, modification, or customization of software, the entire
arrangement is accounted for under the percentage-of-completion method. Oper-
ating lease income for equipment rentals is recognized on a straight-line basis
over the lease term. Interest is recognized using the effective interest method.
Dividends are recognized when the right to receive payment is established. Royal-
ties are recognized on an accrual basis in accordance with the substance of the
refevant agreement.

Sales of goods and services sometimes involve the provision of multiple ele-
ments. In these cases, the Company determines whether the contract or arrange-
ment contains more than one unit of accounting. An arrangement is separated if
(1) the delivered element(s) has value to the customer on a stand-alone basis,

(2) there is objective and reliable evidence of the [air value of the undelivered
element(s) and (3), if the arrangement includes a general right of return relative
to the delivered element(s), delivery or performance of the undelivered element(s)
is considered probable and substantially in the contro! of the Company. If all
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three criteria are fulfilled, the appropriate revenue recognition convention is then
applied to cach separate unit of accounting. Generally, the total arrangement con-
sideration is allocated to the separate units of accounting based on their relative
fair values. In cases where there is objective and reliable fair value evidence of the
undelivered elements but not for one or more of the delivered elements, the resid-
val methed is used, i.e. the amount allocated to delivered elements equals the
lotal arrangement consideration less the aggregate fair value of the undelivered
elements. Objective and reliable fair values are sales prices for the component
when it is regularly sold on a stand-alone basis or third-party prices for similar
compaonents, If the three criteria are not met, revenue is deferred until such crite-
ria are met or until the period in which the last undelivered element is delivered.
The amount allocable to the delivered elements is limited to the amount that is not
contingent upon delivery of additional elements or meeting other specified per-
formance conditions,

Product-related expenses and losses from onerous coniracts - Provisions
for estimated costs related to product warranties are recorded in Cost of goods sold
and services rendered at the time the related sale is recognized, and are estab-
lished on an individual basis, except for consumer products. The estimates reflect
historic trends of warranty costs, as well as information regarding product failure
experienced during construction, installation or testing of products. In the case of
new products, expert opinions and industry data are also taken into consideration
in estimating product warranty provisions. Expected losses from onerous con-
tracts are recognized in the period when the current estimate of tetal contract
costs exceeds contract revenue,

Research and development costs - Costs of research activities undertaken
with the prospect of gaining new scientific or technical knowledge and under-
standing are expensed as incurred.

Costs for development activities, whereby research findings are applied to a
plan or design for the production of new or substantially improved products and
processes, are capitalized if development costs can be measured reliably, the
product or process is technically and commercially feasible, future economic ben-
efits are probable and Siemens intends, and has sufficient resources, to complete
development and to use or sell the asset. The costs capitalized include the cost of
materials, direct labour and directly attributable general overhead expenditure
that serves to prepare the asset for use. Such capitalized costs are included in
Other intangible assets as other internally generated intangibte assets (see Note
16). Other development costs are expensed as incurred. Capitalized development
cosls are stated at cost less accumulated amortization and impairment losses with
an amoertization period of generally three to five years.

Earnings per share - Basic earnings per share is computed by dividing
income from continuing operations, income from discontinued operations and net
income, all attributable to ordinary shareholders of Siemens AG by the weighted
average shares outstanding during the year. Diluted earnings per share is calcu-
lated by assuming conversion or exercise of all potentially dilutive securities,
stock options and stock awards.
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Goodwill - Goodwill is not amortized, but instead tested for impairment annu-
ally, as well as whenever there are events or changes in circumstances (“trigger-
ing events™) which suggest that the carrying amount may not be recoverable.
Goodwill is carried at cost less accumulated impairment losses.

The goodwill impairment test is based on cash-generating units, which at Sie-
mens are its divisions, For the purpose of impairment testing, goodwill acquired
in a business combination is allocated to the division or divisions that are
expected to benefit from the synergies of the business combination in which the
goodwill arose. If the carrying amount of the division, to which the goodwill is
allocated, exceeds its recoverable amount goodwill allocated to this division must
be reduced accordingly. The recoverable amount is the higher of the division’s fair
value less costs to sell and its value in use. Siemens generally determines the
recoverable amount of a division based on its fair value less costs to sell. These
values are generally determined based on discounted cash flow calculations.
Impairment losses on goodwill are not reversed in future periods if the recover-
able amount exceeds the carrying amount of the cash-generating unit to which
the goodwill is allocated. See Note 15 for further information.

Other intangible assets - Other intangible assets consist of software and
other internally generated intangible assets, patents, licenses and similar rights.
The Company amortizes intangible assets with finite useful lives on a straight-line
basis over their respective estimated useful lives to their estimated residual val-
ues. Estimated useful lives for software, patents, licenses and other similar rights
generally range from three to five years, except for intangible assets with finite
useful lives acquired in business combinations. Intangible assets acquired in
business combinations primarily consist of customer relationships and technol-
ogy. Weighted average useful lives in specific acquisitions ranged from nine to
twenty-two years for customer relationships and from seven to twelve years for
technology. Intangible assets which are determined to have indefinite usefu! lives
as well as intangible assets not yet available for use are not amortized, but instead
tested for impairment at least annually. See Note 16 for further information,

Property, plant and equipment - Property, plant and equipment is valued at
cost less accumulated depreciation and impairment losses. If the costs of certain
components of an item of property, plant and equipment are significant in rela-
tion to the total cost of the item, they are accounted for and depreciated sepa-
rately. Depreciation expense is recognized using the straight-line methoed. Costs
of construction of qualifying long-term assets include capitalized interest, which
is amortized over the estimated useful life of the related asset. The following use-
ful lives are assumed:

Factory and office buildings 20 to 50 years

Other buildings 5 to 10 years
Technical machinery & equipment 5 to 10 years
Furniture & office equipment generally 5 years

Equipment leased to others generally 3 to 5 years
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Impairment of property, plant and equipment and cther intangible assels
with finite useful lives - The Company reviews property, plant and equipment
and other intangible assets for impairment whenever events or changes in cir-
cumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of assets is measured by the comparison of the carrying amount of
the asset to the recoverable amount, which is the higher of the asset’s value in use
and its fair value less costs to sell. If such assets are considered to be impaired,
the impairment to be recognized is measured by the amount by which the carry-
ing amount of the assets exceeds their recoverable amount, If the fair value can-
not be determined, the assets’ value in use is applied as their recoverable amount.
The assets' value in use is measured by discounting their estimated future cash
flows. IT there is an indication that the reasons which caused the impairment no
longer exist, Siemens would consider the need Lo reverse all or a portion of the
impairment.

The Company's property, plant and equipment and other intangible assets to
be disposed of are recorded at the lower of carrying amount or fair value less costs
to sell and depreciation is ceased.

Discontinued operations - Discontinued operations are reported when a com-
ponent of an entity comprising operations and cash flows that can be clearly dis-
tinguished, operationally and for financial reporting purposes, from the rest of
the entily is classified as held for sale or has been disposed of, if the componeint
either {a) represents a separate major line of business or geographical area of
operations or (b) is part of a single co-ordinated plan to dispose of a separate
major tine of business or geographical area of operations or (c) is a subsidiary
acquired exclusively with a view to resale.

Income taxes — The Company applies IAS 12, Income Taxes. Under the tiabitlity
method of [AS 12, deferred tax assets and liabilities are recognized for the future
tax consequences atiributable to differences between the financial statement car-
rying amounts of existing assets and liabilities and their respective tax bases, The
effect on deferred tax assets and liabitities of a change in tax rates is recognized
in the income statement, unless related to items directly recognized in equity, in
the period the new laws are substantively enacted. Deferred tax assets are recog-
nized to the extent that it is probable that future taxable income will be available
against which the deductible temporary dillerences, unused tax losses and
unused tax credits can be utilized.

Inventories - Inventory is valued at the lower of acquisition or production cost
or net realizable value, cost being generally determined on the basis of an average
or first-in, first-out method. Production costs comprise direct material and labor
and applicable manufacturing overheads, including depreciation charges. Net
realizable value is the estimated selling price in the ordinary course of business,
less the estimated costs of completicn and selling expenses,
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Provisions - A provision is recognized in the balance sheet when the Company
has a present legal or constructive obligation as a result of a past event, it is prob-
able that an outflow of economic benefits will be required to settle the obligation
and a reliable estimate can be made of the amount of the obligation. I{ the effect is
material, provisions are recognized at present value by discounting the expected
future cash flows at a pre-tax rate that reflects current market assessments of the
time value of money. Provisions for onerous contracts are measured at the lower
of the expected cost of fulfilling the contract and the expected cost of terminating
the contract. Additions to provisions are generally recognized in the income state-
ment. The present value of legal obligations associated with the retirement of
property, plant and equipment (asset retirement obligations) that result from the
acquisition, construction, development or normal use of an asset is added to the
carrying amount of the associated asset. The additional carrying amount is depre-
ciated over the life of the asset. If the asset retirement obligation is settled for
other than the carrying amount of the liabtility, the Company recognizes a gain
or loss on settlement.

Financial instruments — A financial instrument is any contract that gives
rise to a financial asset of one entity and a financial liability or equity instrument
of another entity. Financial assets of the Company mainly include cash and cash
equivalents, available-for-sale financial assets, trade receivables, loans receiv-
able, finance lease receivables and derivative financial instruments with a posi-
tive fair value. Financial liabilities of the Company mainly comprise notes and
bonds, loans from banks, commercial paper, trade payables, finance tease pay-
ables and derivative financial instruments with a negative fair value.

Financial instruments are recognized on the balance sheet when Siemens
becomes a party to the contractual obligations of the instrument. For regular way
purchases or sales of financial assets, i.e. purchases or sales under a contract
whose terms require delivery of the asset within the time frame established gen-
erally by reqgu!ation or convention in the marketplace concerned, the trade date
is applied.

Initially, financial instruments are recognized at their fair value. Transaction
costs directly attributable to the acquisition or issue of financial instruments are
only recognized in determining the carrying amount, if the financial instruments
are not measured at fair value through profit or loss. Finance lease receivables are
recognized at an amount equal to the net investment in the lease. Subsequently,
financial assets and liabilities are measured according to the category - cash and
cash equivalents, available-for-sale financial assets, loans and receivables, finan-
cial liabilities measured at amortized cost or financial assets and liabilities ¢lassi-
fied as held for trading - to which they arc assigned.

Cash and eash equivalents - The Company considers all highly liquid invest-
ments with less than three months maturity from the date of acquisition to be
cash equivalents. Cash and cash equivalents are measured at cost.
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Available-for-sale financial assets - Investments in equity instruments, debt
instruments and fund shares are all classified as available-for-sale financial assets.
They are accounted for at fair value if reliably measurable, with unrealized gains
and losses included in Other components of equily, net of applicable deferred income
taxes. Equity instruments that do not have a quoted market price in an active mar-
ket and whose fair value cannot be reliably measured are recorded at cost.

When available-for-sale financial assets incur a decline in fair value below
acquisition cost and there is objective evidence that the asset is impaired, the
cumulative loss that has been recognized in equity is removed from equity and rec-
ognized in the Consolidated Statements of Income. The Company considers ail
available evidence such as market conditions and prices, investee-specific factors
and the duration and the extent to which lair value is less than acquisition cost in
evaluating potential impairment of its available-for-sale linancial assets. An
impairment loss may be reversed in subsequent periods for debt instruments, if the
reasons for the impairment no longer exist.

Loans and receivables - Financial assets classified as loans and receivables are
measured at amortized cost using the effective interest method less any impair-
ment losses. Impairment losses on trade and other receivables are recognized
using separate allowance accounts. See Note 3 for further information regarding
the determination of impairment.

Financial liabilities — Siemens measures financial liabilities, except for deriva-
tive financial instruments, at amortized cost using the effective interest method.

Derivative financial instruments - Derivative financial instruments, such as
foreign currency exchange contracts and interest rate swap contracts, are mea-
sured at fair value. Derivative instruments are ciassified as held for trading unless
they are designated as hedging instruments, for which hedge accounting is applied.
Changes in the fair value of derivative financial instruments are recognized peri-
odically either in net income or, in the case of a cash flow hedge, in Other compo-
nents of equity, net of applicable deferred income taxes. Certain derivative instru-
ments embedded in host contracts are also accounted for separately as derivatives.

Fair value hedges - The carrying amount of the hedged item is adjusted by the
gain or loss attributable to the hedged risk. Where an unrecognized firm commit-
ment is designated as the hedged item, the subsequent cumulative change in its
fair value is recognized as a separate financial asset or liability with corresponding
gain or loss recognized in net income.

For hedged items carried at amortized cost, the adjustment is amortized such
that it is fully amortized by maturity of the hedged item. For hedged firm commit-
ments the initial carrying amount of the assets or liabitities that result from meet-
ing the firm commitments are adjusted to include the cumulative changes in the
fair value that were previously recognized as separate financial assets or liabilities.
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Cash flow hedges - The effective portion of changes in the fair value of deriva-
tive instruments designated as cash flow hedges are recognized in Other compo-
nents of equity, net of applicabie delerred income taxes, and any ineffective por-
tion is recognized immediately in net income. Amounts accumulated in equity are
reclassified into net income in the same periods in which the hedged item affects
net income,

See Note 31, Derivative financial instruments and hedging activities for further
information.

Share-based payment - As permitted under IFRS 1, First-time Adoption of
International Financial Reporting Standards, IFRS 2, Share-based Payment has not
been retrospectively applied to all share-based payment awards. This exemption
has been applied for all equity awards which were granted prior to November 7,
2002, as well as those equity awards granted prior to October i, 2003, which
vested before January 1, 2005. All such equity awards exempted from IFRS 2 con-
tinue to be accounted for under the intrinsic value approach. IFRS 2 distinguishes
between cash-settled and equity-settled share-based payment transactions, For
both types, the fair value is measured at grant date and the compensation expense
is allocated over the period during which the employees become unconditionally
entitled to the awards. Cash-settled awards are remeasured at fair value on each
reporting date until the award is settled. Siemens uses an option pricing model to
determine the fair value of its share-based payment plans. See Note 33 for further
information on share-based payment transactions.

Initia!l application of standards and interpretations in fiscal 2007
For information on the adoption of IFRS 8, Operating Segments, in fiscal 2007
please refer to Notes 1 and 36.

Standards and interprelations issued but not yet adopted

In November 2006, the IFRIC issued IFRIC Interpretation 12, Service Concession
Arrangements, to provide guidance to private sector entities on certain recogni-
tion and measurement issues that arise in accounting for public-to-private service
concession arrangements. Service concession arrangements are arrangemenis
whereby a government or other body grants contracts for the supply of public ser-
vices {e.g. roads, energy distribution, transportation) to private operators. This
Interpretation applies to public-to-private service concession arrangements il

(a) the grantor controis or regulates what services the operator must provide with
the infrastructure, to whom it must provide them, and at what price; and (b) the
grantor controls - through ownership, beneficial entitlement or otherwise - any
significant residual interest in the infrastructure at the end of the term of the
arrangement. Control of the asset remains in public hands but the private sector
operator is responsible for construction activities, as well as for operating and
maintaining the public sector infrastructure. The operator does not recognize the
infrastructure as its property, plant and equipment if the infrastructure is exist-
ing infrastructure of the grantor, or is infrastructure constructed or purchased
by the operator as part of the service arrangement. The operator recognizes
either a financial asset or an intangible asset, or both, as compensation for any
construction services that it provides. Any concession arrangements within the
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scope of [FRIC 12 are excluded from the scope of IFRIC 4 “Determining whether an
Arrangement Contains a Lease”. The Company plans to adopt IFRIC 12 beginning
Octaober 1, 2008, The involvement of the Company in public-to-private service con-
cession arrangements is currently being evaluated.

In September 2007, the International Accounting Standards Board (IASB) issued
IAS 1, Presentation of Financial Statements (IAS 1). IAS 1 replaces IAS 1, Presentation
of Financial Statements (revised in 2003), as amended in 2005. The revision is
aimed at improving users’ ability to analyze and compare the information given in
financial statements, IAS 1 sets overall requirements for the presentation of finan-
cial statements, guidelines for their structure and minimum requirements for
their content. The new standard is effective for fiscal periods beginning on or after
January 1, 2009, early adoption being permitted. The Company will determine the
expected effect of the revised IAS 1 and determine an adoption date.

3 Management estimates and judgments

Certain of these accounting policies require critical accounting estimates that
involve complex and subjective judgments and the use of assumptions, some of
which may be for matters that are inherently uncertain and susceptible to change.
Such critical accounting estimates could change from period to period and have a
material impact on financial condition or results of operations. Critical accounting
estimates could also involve estimates where management reasenably could have
used a different estimate in the current accounting period. Management cautions
that future cvents often vary from forecasts and that estimates routinely require
adjustment.

Revenue recognition on construction contracts - The Company's Groups, par-
ticularly PG, TS, 1&S, PTD and SBT, conduct a significant portion of their business
under construction contracts with customers. The Company generally accounts for
construction projecis using the percentage-of-completion method, recognizing
revenue as performance on a contract progresses. This method places considerable
importance on accurate estimates of the extent of progress towards completion,
Depending on the methodology to determine contract progress, the significant
estimates include total contract costs, remaining costs to completion, total con-
tract revenues, contract risks and other judgments, Management of the operating
Groups continually reviews all estimates invelved in such construction contracts
and adjusts them as necessary. The Company also uses the percentage-of-comple-
tion method for projects financed directly or indirectly by Siemens. In order to
qualily for such accounting, the credit quality of the customer must meet certain
minimum parameters as evidenced by the customer’s credit rating or by a credit
analysis performed by Siemens Financial Services (SFS), which performs such
reviews in support of the Company’s Corporate Executive Committee. At a mini-
mum, a customer’s credit rating must be single B from external rating agencies,
or an equivalent SFS-determined rating. In cases where the credit quality does not
meet such standards, the Company recognizes revenue for construction contracts
and financed projects based on the lower of cash if irrevocably received, or con-
tract completion. The Company believes the credil factors used provide a reason-
able basis for assessing credit quality. :
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Trade and other receivables - The aliowance for doubtful accounts involves
significant management judgment and review of individual receivables based on
individual customer creditworthiness, current economic trends and analysis of
historical bad debts on a portfolio basis. For the determination of the country-
specific component of the individual allowance, we also consider country credit
ratings, which are centrally determined based on infermation from external rat-
ing agencies. Regarding the determination of the valuation allowance derived
from a portfolio-based analysis of historical bad debts, a decline of receivables in
volume results in a corresponding reduction of such provisions and vice versa. As
of September 30, 2007 and 2006, Siemens recorded a total valuation atlowance for
accounts receivable of €895 and €956, respectively. Siemens also selectively
assists customers through arranging financing from various third-party sources,
including export credit agencies, in order to be awarded supply contracts. In addi-
tion, the Company provides direct vendor linancing and grants guarantees (o
banks in support of loans to Siemens customers when necessary and deemed
appropriate.

Impairment - Siemens tests at least annually whether goodwill has suffered
any impairment, in accordance with its accounting policy. The determination of
the recoverable amount of a division to which goodwill is atlocated involves the
use of estimates by management. The recoverable amount is the higher of the
division’s fair value less costs to sell and its value in use. The Company generally
uses discounted cash flow based methods to determine these values. These dis-
counted cash flow calculations use five-year projections that are based on the
financial budgets approved by management. Cash Aow projections take into
account past experience and represent management’s best estimate about future
developments. Cash flows after the planning period are extrapolated using indi-
vidual growth rates, Key assumptions on which management has based its deter-
mination of fair value less costs to gsell and value in use include estimated growth
rates, weighted average cost of capital and tax rates. These estimates, including
the methodology used, can have a material impact on the respective values and
ultimately the amount of any goodwill impairment. Likewise, whenever property,
plant and equipment and other intangible assets are tested for impairment, the
determinatton of the assets’ recoverable amount involves the use of estimates by
management and can have a material impaet on the respective values and ulti-
mately the amount of any impairment.

Pensions and Other Post-Employment Benefits - Obligations for pension and
other post-employment benefits and related net periodic benefit costs are deter-
mined in accordance with actuarial valuations. These valuations rely on key
assumptions including discount rates, expected return on plan assets, expected
salary increases, mortality rates and health care trend rates, The discount rate
assumplions reflect the rates available on high-quality fixed-income investments
of appropriate duralion at the balance sheet date, The expected return on plan
assets assumptions are determined on a uniform basis, considering long-term
historica! returns and asset aliocations. Due to changing market and economic
conditions the underlying key assumptions may differ from actual developmenis
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and may lead to significant changes in pension and other post-employment bene-
fit obligations. Such differences are recognized in full directly in equity in the
period in which they occur without affecting profit or loss. For a discussion of the
current funding status and a sensitivity analysis with respect to the impact of cer-
tain critical assumptions on the net periodic benefit cost, see Note 23.

Provisions - Significant estimates are involved in the determination of provi-
sions retated to onerous contracts, warranty costs and legal proceedings. A signif-
icant portion of the business of certain of the operating Groups is performed pur-
suant to long-term contracts, often for large projects, in Germany and abroad,
awarded on a competitive bidding basis. Siemens records a provision for onerous
sales contracts when current estimates of total contract costs exceed expected
contract revenue. Such estimates are subject to change based on new information
as projects progress toward completion. Onerous sales contracts are identified by
monitoring the progress of the project and updating the estimate of total contract
costs which also requires significant judgment relating to achieving certain per-
formance standards, for example in the IT service business, and estimates involv-
ing warranty costs,

Siemens is subject to legal and regulatory proceedings and government inves-
tigations in various jurisdictions. These proceedings are, amongst others, related
to the area of competition law and to possible breaches of anticorruption legisla-
tion in Germany, the Foreign Corrupt Practices Act in the United States and simi-
lar legislation in other countries. Such proceedings may result in criminal or civil
sanctions, penalties or disgorgements against the Company. If it is more likely
than not that an obligation of the Company exists and will resuilt in an outflow of
resources, a provision is recorded if the amount of the cbligation can be reliably
estimated. Regulatory and legal proceedings as well as government investigations
often involve complex legal issues and are subject to substantial uncertainties.
Accordingly, management exercises considerable judgment in determining
whether it is more likely than not that such a proceeding wiil resuit in an cutflow
of resources and whether the amount of the obligation can be reliably estimated.
The Company periodically reviews the status of these proceedings with both
inside and outside counsel. These judgments are subject to change as new infor-
mation becomes available. The required amount of a provision may change in the
future due to new developments in the particular matter. Revisions to estimates
may significantly affect results of future operations. Upon resolution of any legal
or regulatory proceeding or government investigation, Siemens may incur
charges in excess of the recorded provisions for such matters. It can not be
excluded that the financial condition or results of operations of Sicmens will be
materially affected by an unfavorable outcome of legal or regulatory proceedings
or government investigations. See Note 29, “Legal Proceedings”, for additional
information.
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4 Acquisitions, dispositions and discontinued operations

a) Acquisitions

During the years ended September 30, 2007 and 2006, the Company completed a
number of acquisitions. These acquisitions have been accounted for under the
purchase method and have been included in the Company’s Censolidated Finan-
cial Statements since the date of acquisition.

On July 25, 2007, Siemens signed an agreement with Dade Behring Holdings,
Inc. (Dade Behring), USA, to acquire all issued and outstanding shares of common
stock of Dade Behring by submitting a cash tender offer of U.5.377 per share. Dade
Behring is a leading manufacturer and distributor of diagnostic products and ser-
vices to clinical laboratories. The aggregate consideration, including the assump-
tion of debt, amounts to approximately U.5.3$7 billion (approximately €5 billion).
The transaction closed at the beginning of November 2007 (see also Note 42, Sub-
sequent events).

aa) Acquisitions in fiscal 2007
OnJanuary 2, 2007, Sicmens completed the acquisition of the diagnostics division
of Bayer Aktiengesellschaft (Bayer). The acquisition, which was consolidated as of
January 2007, will be integrated into Med together with Diagnostic Products Cor-
poration, USA (DPC), which was acquired in fiscal 2006. The Bayer diagnostics
division will enable Siemens to expand its position in the growing molecular diag-
nostics market, The estimated purchase price, payable in cash, amounts to €4.5
billion {including €185 cash acquired). The Company has not yet finalized the
purchase price allocation. Based on the preliminary purchase price allocation,
approximately €761 was allocated to intangible asscts subject to amortization,
and approximately €2,738 was reported as goodwill. Of the €761 intangible assets,
€574 relate to customer relationships and €139 to trademarks and tradenames.
On May 4, 2007, Siemens completed the acquisition of U.S.-based UGS Corp.
(UGS), one of the leading providers of product lifecycle management (PLM) soft-
ware and services for manufacturers. UGS, which was consolidated as of May 2007,
will be integrated into A&D. The acquisition will enable Siemens to provide an
end-to-end software and hardware portfolio for manufacturers encompassing the
complete lifecycle of products and production facilities. The estimated purchase
price, including the assumption of debt, amounts to €2.7 billion (including €75
cash acquired). The company has not yet finalized the purchase price allocation.
Based on the preliminary purchase price allocation, approximately €1,066 was
allocated to intangible assets subject to amortization and approximately €1,880
was recorded as goodwill.
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ab) Acquisitions in fiscal 2006

In the fourth quarter of fiscal 2006, Siemens completed the acquisition of all of
the shares of the immunodiagnostics provider DPC. The acquisition, which is inte-
grated into Med, enables Siemens to expand its existing healthcare solutions port-
folio. Acquisition costs were payable in cash and amounted to €1,416 (including
€94 cash acquired). DPC is consolidated as of August 2006. The purchase price
allocation resulted in €267 intangible assets subject to amortization and €774
goodwill. Of the €267 intangible assets, €196 relate to customer relationships with
a weighted average useful life of 11 years and €54 to trademarks and tradenames
with a weighted average useful life of 10 years.

In fiscal 2006, the Company acquired a number of other entities, which are
also not significant individually, including the coal gasification business of the
Swiss Sustec-Group, Wheelabrator Air Pollution Control, Inc., USA, a supplier of
air pollution control and reducticn products and solutions for the coal-flired power
and industrial markets, both at PG, Electrium Limited, UK, a vendor of electrical
installation systems at A&D and Bewator, Sweden, a supplier of products and sys-
tems for access control selutions at Siemens Building Technologies (SBT). The
combined preliminary purchase price of these acquisitions amounts to €425,

The Company made certain other acquisitions during the years ended Septem-
ber 30, 2007 and 2006, which did not have a significant effect on the Consolidated
Financial Statements.

b) Dispositions

ba) Dispositions in fiscal 2067

In April 2007, Siemens contributed its carrier-related operations and Nokia Corpo-
ration (Nokia), Finland contributed its Networks Business Group into Nokia Sie-
mens Networks BV, the Nethertands (NSN), in exchange for shares in NSN. Sie-
mens and Nokia each own an economic share of approximately 50% of NSN. The
transaction resulted in a preliminary non-cash pre-tax gain of €1,627 which is
included in discontinued operations.

Siemens has the ability to exercise significant influence over operating and
financia! policies of NSN and beginning April 2007 reports its equity interest in
NSN in Investment(s accounted for using the equity method and its share of income
(loss) in NSN in Income (loss) from investments accounted for using the equity
method, net (see Notes 7 and 36 for further inlormation),

Al the beginning of Octaber 2006, the Company sold Siemens Dispolok GmbH,
Germany, which was part of the Group Transportation Systems {TS), to Mitsui
Group. The transaction resulted in a pre-tax gain, net of related costs of €76,
which is included in Other operating income.
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bb) Dispositions in fiscal 2006
In the fourth quarter of fiscal 2005, Siemens announced the carve out of the Distri-
bution and Industry Logistics (DI) and Material Handling Products (MHP) divisions,
formerly of the Logistics and Assembly Systems Group (L&A), into separate entities
{Dematic business). The Dematic business was reported in Other Operations. In
June 2006, Siemens signed an agreement to divest a significant portion of its
Dematic business to Triton Managers II Limited based in Jersey. Closing of the
transaction occurred on August 31, 2006. The disposal loss on the transaction
amounted to €32 and is reported in Other operating expense.

At the beginning of April 2006, the former operating segment Siemens Business
Services (SBS) closed the sale of its Product Related Scrvices (PRS) business to
Fujitsu Siemens Computers (Holding) BV (for segment information see also Note 36).

c) Discontinued operations

ca) Siemens VDO Automotive (SV)
On July 25, 2007, Siemens signed an agrecment with Continental AG, Hanover,
Germany, to sell its entire SV activities for a sales price of approximately €11.4 bil-
lion. The closing of the transaction is subject to receipt of regulatory approvals and
other customary closing conditions and is expected in the current calendar year.
The assets and liabilities of SV are presented as held for disposal on the balance
sheet and measured at the lower of their carrying amount and fair value less costs
to sell until the sale is completed. The historical results of SV are reported as dis-
continued operations in the Consolidated Statements of Income for all periods
presented.

The carrying amounts of the major classes of assets and liabilities of SV as of
September 30, 2007 were as follows:

September 30,

2007

Trade and other receivables 1.917
Inventories 289
Goodwill 1.543
Property, plant and equipment 2,030
Deferred tax assets 1,324
Other assets 1,291
Assets classified as he!d for disposal 9,104
Trade payables 1.402
Current provisions 245
Other current liabilities 595
Penston plans and similar commitments 359
Other liabilities 445

Liabilities associated with assets classifled as held for disposal 3,047
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The net results of SV reported in the Consolidated Statements of Income con-
sist of the following components:

Year ended
Septemnber 30,
2007 2006
Revenue 10,324 10,017
Costs and expenses (9.744)  (9,449)
Income (loss) from discontinued oparations
before income taxes 580 568
Income taxes (1,130 {158}
Income (loss) from discontinued operations,
net of income taxes (550) 410

In 2007 income taxes include the effect of taxable reorganizations prior to the
sale of the SV activities.

cb) Former operating segment Communications (Com)

The historical results of the former operating segment Com, with the exception of
certain business activities which are now part of Other Operations and A&D (see
Note 36 for further information), are reported as discontinued operations in the
Company's Consolidated Statements of Income {or all periods presented. The Com
activities previously included the Mobite Devices (MD) business, which was sold in
fiscal 2005, and the carrier-related operations which were contributed to NSN in
April 2007, The Company is actively pursuing its plan to dispose of the enterprise
networks business, which was also previously included in Com, and expects to
finalize the disposal in the first half of the next calendar year.

The assets and liabilities of the above transactions were classified on the
balance sheet as held for disposal and measured at the lower of their carrying
amount and fair value less costs to sell. As of September 30, 2007, the assets and
liabilities classified as held for disposal include the assets and liabilities of the
enterprise networks business {(and also certain amounts relating to the carrier-
related operations). As of September 30, 2006, the assets and liabilities classified
as held for disposal include the enterprise networks business and the carrier-
related operations.
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The carrying amounts of the major classes of assets and liabilities classified as
held for disposal and relating to the above transactions were as follows:

September 30,

2007 2006

Cash and cash egquivalents® 750 -
Trade and other receivables 572 2,706
Inventories 246 2,135
Goodwill - 369
Property, plant and equipment 6 645
Other non-current financial assets 265 432
Other assets 281 877
Assets classified as held for disposal 2,120 7,164
Trade payables 388 2,077
Current provisions 67 576
Pension plans and similar commitments 148 381
Payroll and sacial security taxes im 450
Other liabilities 694 1,901
Liabilitles assoclated with assets classified as held for disposal 1,398 5,385

* As of September 30, 2007, this caption also includes a portion still related to the carrier-retated operations.

The consolidated balance sheet as of September 30, 2007 includes €308 of
assets and €97 of liabilities classified as held for dispesal relating to minor trans-

actions not presented as discontinued operations.

The net results of discontinued operations presented in the Consolidated State-

ments of Income consist of the following components:

Year ended
‘September 30,
2007 2006
Revenue 7.576 13,428
Costs and expenses (8,653) (13,294)
Gain related to the contribution of the carrier-related
operations to NSN 1,627 -
Income (loss) from discontinued operations
before Income taxes 550 134
Income taxes corresponding to ordinary activities
including the measurement to fair value less costs to sell 196 159
Income taxes corresponding o the gain refated to the
contribution of the carrier-related operations to NSN (67) -
Income (loss) from discontinued operations,
net of income taxes 679 293
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The net result of discontinued operations for the fiscal year ended September
30, 2007, includes losses from the measurement of the enterprise networks busi-
ness to fair value less costs to sell of €567.

In the fiscal year ended September 30, 2006, the Company's former operating
Group, Com, sold its remaining interest in Juniper Networks, Inc. representing
22.8 million shares for net proceeds of €465. The transaction resuited in a non-
taxable gain of €356, which is reported in Income (loss) from discontinued opera-
tions, net of income taxes.

Discontinued operations in fiscal 2007 and 2006 include charges pursuant to
the terms of the MD disposal transaction, including substantial effects stemming
from the insolvency of BenQ Mobile GmbH & Co. OHG, Germany.

The income tax benefit from ordinary activities for fiscal year 2007 is impacted
by a goodwill impairment and tax reserves. The carve-out of the Com business is
mainly tax-free. In fiscal 2006, the tax benefit includes tax benefits generated on
pre-tax losses in jurisdictions with higher statutory income tax rates that were
only partially offset by income tax expense generated on pre-tax income in juris-
dictions with lower statutory income tax rates.

5 Other operating income

Year ended
September 30,
2007 2006
Gains on sales of property, plant and equipment and intangibles 289 208
Gains on disposals of businesses 196 54
Other 195 367
680 6529

Gains on disposals of businesses in fiscal 2007 includes the gain on the sale of
Siemens Dispolok GmbH (see Note 4 for further information).

Other in fiscal 2006 includes a gain of €70 related to the settlement of an arbi-
tration proceeding.

6 Other operating expense

Year ended
September 30,
2007 2006
Impairment of goodwitl (60) -
Losses gn sales of property, plant and equipment and intangibles (86) (40)
Losses on disposals of businesses {48) (109)
Other (859) (111)

(1,053) (260)

rEY|
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Impairment of goodwill in fiscal 2007 includes €(52) related to a cash-generat-
ing unit made up principally of regional payphone activities included in Gther
Operations (sec also Note 7).

Losses on disposals of businesses in fiscal 2006 includes a pre-tax loss of €39
from the Company’s sale of its Dematic business (see also Note 4).

Other in fiscal 2007 primarily includes expenses related to legal and regulatory
maltters. Included in €(859) in fiscal 2007 is a €(4¢40) total impact related to a fine
imposed by the European Commission in connection with an antitrust investiga-
tion involving suppliers of high-voltage gas-isolated switching systems in the
power transmission and distribution industry between 1988 and 2004 (see Notes
29 and 36 for further information). The fine is not deductible for income tax pur-
poses. In addition, Other in fiscal 2007 includes €(152) for outside advisors
engaged by the Company in connection with investigations into alleged violations
of anti-corruption laws and related matters as well as remediation activities (see
Notes 29 and 36 for additional information), as well as €(81) primarily to fund job
placement companies for former Siemens employees affected by the bankruptcy
of enQ Mobile GmbH & Co. OHG.

7 Income (loss) from investments accounted for using the equity method, net

Year ended
September 30,
2007 2006
Share of profit, net 75 416
Gains {losses) on sales, net 35 (7)
impairment (2) (5)
108 404

Share of profit, net in fiscal 2007 includes €(429) related to NSN (see Notes 4 and
36 for further information).

For further information on the Company’s principal investments accounted for
under the equity method see also Note 18.

8 Financial income (expense), net

Year ended
September 30,
2007 2006
Interest income (a2xpense), net (139) 160
Income from pension plans and similar commitments, net 196 225
Income from available-for-sale financial assets, net 58 152
Other financial income (expense), net (123 (283)

(8) 254
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The total amounts of interest income and expense were as {ollows:

Year ended
September 30,
2007 2006
Interest income 758 685
interest expense (897) (525)
Interest income (expense), net (139) 160
Thereof: Interest expense of Operations, net (42) (61)
Thereof: Other interest income (expense), net (97) 221

Interest expense of Operations, net includes interest income and expense pri-
marily refated to receivables from customers and payables to suppliers, interest
on advances from customers and advanced financing of customer contracts. Other
interest income (expense), net includes all other interest amounts primarily con-
sisting of interest relating to corporate debt and related hedging activities, as well
as interest income on corporate assets,

The components of Income from pension plans and similar commitments, net
were as [ollows:

Year ended
September 30,
2007 2006
Expected return on plan assets 1,457 1,373
Interest cost (1,261)  (1,148)
Income from penslon plans and similar commitments, net 196 225

Service cost for pension plans and similar commitments are allocated among
functional costs {Cost of goads sold and services rendered, Research and develop-
ment expenses, Marketing, selling and general administrative expenses).

The components of Income from available-for-sale financial assets, net were as
follows:

Year ended
Septernber 30,
2007 2006
. Dividends received 102 82
Impairment (94) (95)
Gains on sales, net 30 171
Other 20 (6}

tncome from available-for-sale financial assets, nat 58 152
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In fiscal 2006, Gains on sales, net includes gains of €15 and €33, respectively,
on the sales of the Company's remaining interests in Epcos AG (Epcos} and
Infineon Technologies AG (Infineon) and a pre-tax gain of €84 related to the sale
of the Company'’s interest in SMS Demag AG.

In fiscal 2007 and 2006, impairments of €12 and €20, respectively, relate to
current available-for-sale financial assets traded in an active market (see also
Note 10).

Other financial income (expense), net mainly includes the interest component
from measurement of provisions amounting to €31 and €28 in fiscal 2007 and
2006, respectively. In fiscal 2006, a result of €(143) from the valuation of the con-
version right of the convertible notes was included in Other financial income
(expense), net (see also Note 22 for additional information}.

9 Income taxes
Income (loss) {rom continuing operations before income taxes is attributable to
the following geographic regions:

Year ended
September 30,
2007 2006
Germany 1,556 1,282
Foreign 3,545 2.136

5,10 3,418

Income tax expense (beneflit) consists of the following:

Year ended
September 30,
2007 2006
Current tax:
German corporation and trade taxes 450 306
Foreign income taxes 760 599
1,210 905
Deferred tax:
Germany (156) (133)
Foreign 138 4
(18} (129)
Income tax expense ! 1,192 776

The current tax benefit in 2007 and 2006 includes adjustments recognized for
current tax of prior periods in the amount of €(44) and €151, respectively.

Of the deferred tax benefit in 2007 and 2006, €(72) and €(136), respectively,
relates to the origination and reversal of temporary differences.
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For fiscal years ended September 30, 2007 and 2006, the Company was subject
to German federal corporation income tax at a base rate of 25% plus solidarity
surcharge of 5.5% thereon. As a result, the statutory tax rate for the years ended
September 30, 2007 and 2006 consists of the federal corporation income tax rate,
including solidarity surcharge, of 26.4%, and trade tax net of federal benefit of
12.6%, for an overall combined rate of 39%.

The combined tax rate will be reduced due to the German Tax Reform 2008
from 39% to 31% beginning fiscal year 2008. The change in tax rate is affected
mainly by the reduction of the German federal corporation tax rate from 25% to
15%. The reduction of the combined tax rate was taken into account for the calcu-
lation of the deferred tax assets and liabilities of the German Companies. The
effect amounts to €315 deferred tax expense.

Income tax expense differs from the amounts computed by applying statutory
German income tax rates (39% for fiscal years ended September 30, 2007 and
2006) as fotlows:

Year ended
September 30,
2007 2006
Expected income tax expense 1,989 1.333
Increase (decrease} in income taxes resulting from:
Non-deductible losses and expenses 545 217
Goodwill (34) {21}
Tax-free income (552) (475)
Taxes for prior years {572) (112)
Change in judgment of realizability of deferred tax assets {147) 123
Change in tax rate effect 323 4
Foreign tax rate differential (310) (120)
Tax effect of investments accounted
for using the equity method (40} (160)
Other, net {10) {13)
Actual income tax expense* 1,192 776

* For information reganding the adjustment of fiscal 2006 for the correction of income tax related misstaternents,
please refer to Note 2
The tax effect of non-deductible loses and expenses in 2007 has been increased
mainly by cartel penalties.
The taxes for prior years in 2007 include a deferred tax benelit of €378 from
previously unrecognized tax loss carryforwards as well as other changes in
reserves.
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Deferred income tax assets and liabilities on a gross basis are summarized as

follows:
As of
September 30,
2007 2006
Assets:
Financial assets 453 618
Other intangible assets 48 73
Property, plant and equipment 431 373
Inventories 550 529
Receivables 965 624
Pension plans and similar commitments 1,422 1,825
Provisions 1,588 1,639
Liabilities B60 1,062
Tax loss and credit carryforward 1,936 1,857
Other 264 901
Deferred tax assets 8,517 9,501
Liabilities: )

Other intangible assets 667 477
Property, plant and equipment 678 8860
Inventories 1,606 1,749
Receivables 1,303 1,346
Provisions 872 607
Liabilities 888 403
Other 489 586
Deferred tax liabilities 6,503 6,028

Total deferred tax assets, net 2,014 3,473

The primary decrease in total deferred tax assets, net compared to the prior
year is due to the reclassification in fiscal year 2007 to Assets classified as held for
disposal (see Note 4 for further information).

In assessing the realizability of deferred tax assets, management considers to
which extent it is prebable that the deferred tax asset will be realized. The ulti-
mate realization of deferred tax assets is dependent upon the generation of future
taxable profits during the periods in which those temporary differences and tax
logs carryforwards become deductible. Management considers the expected rever-
sal of deferred tax liabilities and projected future taxable income in making this
assessment. Based upon the level of historical taxable income and projections for
future taxable income over the periods which the deferred tax assets are deduct-
ible, management believes it is probable the Company will realize the benefits of
these deductible differences.

As of September 30, 2007 the Company had €6,611 of gross tax loss carryfor-
wards. The Company assumes that the future operations will generate sufficient
taxable income to realize the deferred tax assets.
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Deferred tax assets have not been recognized in respect of the following items
(gross amounts):

As of
September 30,
2007 2006
Deductible temporary differences 182 982
Tax loss carryforward 565 1,135
747 2117

The decrease in unrecognized deductible temporary differences is primarily
due to reorganizations for which it is probable that future taxable income will
allow the deferred tax asset to be recovered. The amount of unrecognized tax loss
carryforward has decreased due to deconsolidation of previously consolidated
companies. The amount of unrecognized tax loss carryforward as of September
30, 2007 includes an amount of €107 which is related to tax loss carryforwards for
German trade tax purposes only. The corresponding tax effect amounts to €16.

As of September 30, 2007 and 2006, resepectively, €203 and €323 of the unrec-
ognized tax loss carryforwards expire over the periods to 2023.

The Company provides for income taxes or foreign withholding taxes on the
curmulative earnings of subsidiaries when it is determined that such earnings
either will be subject to taxes or are intended to be repatriated. In fiscal year 2007,
income taxes on cumulative earnings of €8,558 of subsidiaries have not been pro-
vided for because such earnings will either not be subject to any such taxes or are
intended to be indefinitely reinvested in those operations. It is not practicable to
estimate the amount of the unrecognized deferred tax liabilities for these undis-
tributed earnings.

Including the items charged or credited directly Lo equity and the expense
(benefit) from continuing and discontinued operations, the income tax expense
(benefit) consists of the following:'

Year ended
September 30,
2007 2006
Continuing operations 1,192 776
Discontinued operations 1.001 (1)
Income and expense recognized directly in equity 326 (294)
Other changes in equity” (499) 316
2,020 797

* Tax effect of reclassification an conversion right (see also Notes 22 and 26).
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10 Available-for-sale financial assets
The following tables summarize the current pertion of the Company’s investment
in available-for-sale financial assets:

Septermber 30, 2007

Unrealized
Cost  Fair Value Gain Loss
Equity instruments 44 65 21 -
Debt instruments 94 94 - -
Fund shares 34 34 - -
172 193 21 -

Septernber 30, 2006

Unrealized
Cost  Fair Value Gain Loss
Equity instruments 64 81 17 -
Debt instruments 498 492 - 6
Fund shares 23 23 - -

585 596 17 6

Proceeds from sales of available-for-sale financial assets traded in an active
market for the years ended September 30, 2007 and 2006 were €419 and €2,701,
respectively. Gross realized gains on sales of such available-for-sale financial
assets for continuing and discontinued operations for the years ended September
30, 2007 and 2006 were €10 and €409, respectively. Gross realized losses on sales
of such available-for-sale financial assets for continuing and discontinued opera-
tions for the years ended September 30, 2007 and 2006 were €31 and €7, respec-
tively.

In April 2006, the Company completed the sale of its remaining interest in
Infineon, representing 136.3 million shares, for net proceeds of €1,127. The trans-
action resulted in a gain of €33 {see also Note 8). In connection with the sale, €50
was reclassified from Other components of equity, net of income tax to net income,
As aresult of the transaction, the Company no longer owns any shares of Infineon.

In March 2006, the Company sold its remaining interest in Epcos, representing
8.2 million shares, for net proceeds of €90. The transaction resulted in a pre-tax
gain of €15 (see also Note 8).

In fiscal 2006, the Company made total investments of €1,409 in debt instru-
ments. Net proceeds from the sale of debt instruments in fiscal 2007 and 2006
totaled €365 and €986, respectively {(see also Notes 8 and 31).

As part of the MD transaction in fiscal 2005, Siecmens purchased €50 in Global
Depositary Receipts (GDR's) on common shares in BenQ in December 2005, which
at that time represented a 2.4 percent investment in BenQ. The GDR’s were
impaired by €20 as of September 30, 2006. An additional impairment of €12 was
recorded in fiscal 2007. The related impairment charges are included in Financial
income {(expense), net (see also Note 8).
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In November 2005, the Company's lormer operating Group, Com, sold its
remaining interest in Juniper, representing 22.8 million shares, for net proceeds
of €465. The transaction resulted in a pre-tax gain of €356, included in Income
(loss) from discontinued operations, net of incomne taxes.

Available-for-sale linancial assets classified as non-current are included in
Other financial assets {see also Note 19).

11 Trade and other receivables

September 30,

2007 2006
Trade receivables from the sale of goods and services 12,864 13,620
Receivables from finance leases 1,658 1,482
Receivables from joint ventures and associated and related companies 98 46

14,620 15,148

Related companies are those in which Siemens has an ownership interest of
less than 20% and exercises no significant influence over their operating and
financial policies.

The valuation allowance on the Company’s current and long-term receivables
(see Notes 12 and 19) changed as follows:

Year ended
September 30,
2007 2006
Valuation allowance as of beginning of fiscal year 956 1,199
Increase in valuation allowances recorded
in the income statement in the current period 116 167
Write-offs charged against the allowance (130} {263}
Recoveries of amounts previously written-off 24 40
Foreign exchange translation differences (30) (22)
Reclassification to Assets heid for disposel (41) (165)
Valuation allowance as of fiscal year-end 895 956
Receivables from finance leases are presented in the balance sheet as follows:
September 30,
2007 2006
Receivables from finance leases, current 1,658 1,482
Receivables from finance leases, long-term portion 3,112 2,969

4,770 4,451
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Minimum future lease payments to be received are as follows:

September 30,

2007

2008 1,924
2009 1,353
2010 943
2011 616
2012 282
Thereafter 214
Minimum future lease payments to be received 5,332

The following table shows a recenciliation of minimum future lease payments
to the gross and net investment in feases and to the present value of the minimum
lease payments receivable:

September 30,

2007 2006
Minimum future lease payments 5,332 4,961
Plus: Unguaranteed residuai values 190 211
Gross investment in leases 5,522 5172
Less: Unearned finance income (662) (605)
Less: Allowance for doubtfut accounts (90) {116)
Net investment in leases 4,770 4,451
Less: Present value of unguaranteed residual vatue {157) {152}
Present value of minimum lease payments cecelvable 4,613 4,299

The gross investment in leases and the present value of minimum lease pay-
ments receivable are due as follows:

September 30,
2007 2005
Gross investment in leases 5,522 5172
Within 1 year 1,969 1,716
1105 years 3,302 3,147
Thereafter 251 309
Present value of minimum lease payments receivable 4,613 4.299
Within 1 year 1.608 1.408
1 to 5 years 2,814 2.661

Thereafter 191 230

Investments in finance leases relate primarily to medical engineering, data
processing equipment and industrial and consumer products of third party man-
ufacturers. Actual cash flows will vary from contractual maturities due to future
sales of finance receivables, prepayments and write-offs.

See Nole 4 for further information on Trade and other receivables reclassified to
Assets classified as held for disposal.
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12 Other current financial assets

September 30,

2007 2006
Derivative financial instruments 758 424
Loans raceivable 491 472
Receivables from joint ventures and associated and related companies 229 239
Qther 1.454 1,235

2,932 2,370

13 Inventories

September 30,
2007 2006
Raw materials and supplies 2,201 2,609
Work in process 3,196 2,975
Costs and earnings in excess of billings on uncompleted contracts 7,09% 7,085
Finished goods and products held for resate 2,558 2,544
Advances to suppliers 751 667
15,805 15,880
Advance payments received (2,875) {3,090)

12,930 12,790

Costs and earnings in excess of billings on uncompleted contracts relates to con-
struction contracts with net asset balances where contract costs plus recognized
profits less recognized losses exceed progress billings. Liabilities from contracts
for which progress billings exceed costs and recognized profits less recognized
losses are recognized in Other current liabilities.

The aggregate amount of costs incurred and recognized profits less recognized
losses for construction contracts in progress as of September 30, 2007 and 2006
amounted to €44,865 and €37,395, respectively. Advance payments received on
construction contracts in progress were €6,159 and €5,415 as of September 30,
2007 and 2006. Revenue from construction contracts amounted to €20,465 and
€19,209, respectively, for fiscal 2007 and 2006. Information concerning construc-
tion contracts does not include disposal groups.

See Note 4 for further information on Inventories reclassified to Assets held for
disposal.

241




Notes to Consoldated Finasncial Statements
{in millons of €, except where otherwise stated and per share amounts)

14 Other current assets

September 30,

2007 2006
Other tax receivables 635 722
Prepaid expenses 345 269
Other 342 283

1,322 1,274

15 Goodwill
Goodwill has changed as follows:
Year ended
September 30,

2007 2006
Cost
Balance at beginning of year 10,818 10,262
Translation differences and other (726) (225)
Acquisitions and purchase accounting adjustments 5,096 1,450
Adjustments from the subsequent recognition of deferred tax assets {34) (35)
Dispositions and reclassifications to assets held for disposal (1,565) (634)
Balance at year-end 13,589 10,818
Accumulated impairment losses
Balance at beginning of year 1,129 1,441
Translation differences and other (92) (47)
Impairment losses recognized during the period 60 -
Dispositions and reclassifications to assets held for disposal (9) (265)
Balance at year-end 1,088 1,129
Net book value
Balance at baginning of year 9,689 8,821
Balance at year-end 12,501 9,689
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Dispositicns
Net book Acquisitions  and reclassi- Net book
valueas Translation and purchase ficationsto Im-  valueas
of differences accounting assets held  pair-  of
10106 and other adjustments* for disposal ments 9/30/2007
Operations
Siemens IT Sofutions and Services (515) 127 (1) 3 - - 129
Automation and Drives (A&D) 1,007 (95) 1,959 - - 2,871
Industrial Solutions and Services (18S) 1,096 {47} (1) - - 1,048
Siemens Building Technologies (58T} 559 (18) 80 1) - 810
Power Generation (PG) 1,415 (53) 220 - - 1,582
Power Transmission and Distribution (FTD) 614 9) (17) (10} - 578
Transportation Systems (TS) 173 {1) 9 - - 181
Siemens VDO Automotive (SV) 1,530 {1} 6 (1,5359) - -
Medical Solutions (Med) 2,793 {396) 2,800 - - 5.197
QOsram B85 (10) 3 - - 79
Other Operations 159 1 - - (60) 100
Financing and Real Estate
Siemens Financial Services (SFS) 130 {4} - -~ - 126
Siemens Real Estate {SRE) - - - - - -
Slemens 9,689 (634) 5,062 {1,556) (60) 12,501

* Includes adjustments from the subsequent recognition of deferred tax assets,

Dispositions

Net book Acquisitions  and reclassi- Net book

value as  Translation and purchase ficationsto  Im- value as

of differences accounting assets held  pair- of

101105 and other adjustments* fordisposal ments 9/30/2006

Operations

Communications (Com) 386 {13) (4) (369} - -
Siemens T Solutions and Services (515} 126 - 1 - - 127
Automation and Drives (ARD) 939 (10) 78 - - 1,007
Industrial Solutions and Services (1&5) %15 (23) 204 - - 1,096
Siemens Building Technologies {SBT) 447 (9) 121 - - 559
Power Generation (PG) 1,225 (21} 21 - - 1,415
Power Transmission and Distribution (PTD) 560 (4 58 - - 614
Transportation Systems (T5) 173 - - - - 173
Siemens VDO Automative {SV) 1.529 [&)] 2 - - 1.530
Medical Solutions (Med) 2,113 (95) 775 - - 2,793
Dsram 86 (3) 3 - - 86
Other Operations 191 - {32) - - 159

Financing and Real Estate
Siemens Financial Services {SFS) 111 1 (2) - - 130
Siemens fteal £state (SRE) - - - - - -

9,689

Siemens 8,821 {178) 1,415 {369)

* Includes adjustments from the subsequent recognition of deferred tax assets.
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In fiscal 2007, the net increase in goodwill was €2,812, The increase of €5,062
related to acquisitions and purchase accounting adjustments was oflset by €(634)
primatily for U.S.$. currency translation adjustments, €(60) impairment relating
to Other Operations (see also Note 6), dispositions of €(38) and €(1,518) of good-
will formerly at SV that was reclassified as part of Assets classified as held for dis-
posal. Acquisitions and purchase accounting adjustments related primarily to
Med’s acquisition of the diagnostics division of Bayer and A&D’s acquisition of

UGS, as well as to a PG acquisition. For further information on acquisitions, dispo-

sitions and discontinued operations see Note 4.

In fiscal 2006, the net increase in goodwill was €868. The increase of €1,415
related to acquisitions and purchase accounting adjustments was offset by €(178)
primarily for U.S.$ currency translation differences and €(369) of goodwill for-
merly at Com that was reclassified as part of Assets classified as held for disposal.
Med’s acquisition of DPC increased goodwill by €751. For further information on
acquisitions, dispositions and discontinued operations see Note 4. No goodwill
was impaired or written off in fiscal 2006.

Siemens tests at least annually whether goodwill suffered any impairment, in
accordance with the accounting policy stated in Note 2. Key assumptions on which
management has based its determinations of the recoverable amount for the divi-
sions carrying goodwill include growth rates up to 3.5% and after-tax discount
rates of 7.5% to 10%. Where possible, reference io market prices is made.

within the Operations Groups the following divisions are allocated a sig-
nificant amount of goodwill: Siemens Medical Solutions Diagnostics division
within Med €3,331 (2006: €750), Industrial Automation Systems division within
A&D €1,154 (2006: €114) and Industrial Applications division within PG €800
(2006: €658).
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Acqui- Amorti-
sitions Net zation
Book Trans- through Book Accu- boek during
value lation business value mulated  value fiscal
asof diffe- combi- Addi- Retire- as of amarti- as of year
101106 rences nations tions ments*  9/30/07  zation 9130107 2007
Software and other internally
generated intangible assets 2,318 (111} 34 396 275 2,362 1,468 894 429**
Patents, licenses and similar rights 4,075 (209) 2,015 78 553 5,406 1,681 3,725 450
Other intangible assets 6,393 (320) 2,049 474 828 7.768 3,149 4,619 875
* Includes Other intangible assets reclassified to Assets clossified as held for disposaf
(see Note 4 for further information).
** In¢ludes €106 impairment in connection with the Company's regicnal sales organization in Germany
(see Note 36 for further information).
Amorti-
Net zation
Book Trans- Baook Accu- book during
value fation value mulated  value fiscal
as of diffe- Addi- Retire- asof amorti-  asof year
101M#05  rences tions ments*  9/30/06  zation 9130106 2006
Software and other intemally
generated intangible assets 2,675 {49) 647 955 2,318 1,320 998 427
Patents, licenses and similar rights 3,729 {64) 649 239 4,075 1,688 2,387 364
6,404 (113} 1,296 1,194 5,393 3,008 3.385 791

Other Intangible assets

* Includes Other intangible assets reclassified to Assets clossified as held for disposal

(see Note 4 for further information),

Amortization expense for the years ended September 30, 2007 and 2006

includes €71 and €184, respectively, reported in Income (loss} from discontinued

operations, net of income taxes.

Amortization expense on intangible assets is included in Cost of goods sold and
services rendered, Research and development expenses or Marketing, selling and
general administrative expenses, depending on the use of the asset.

As of September 30, 2007, contractual commitments for purchases of other
intangible assets amount to €74.

1o Consolidated Fipancial Statements |
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17 Property, piant and equipment

Depre-
ciation
and
Acquisi- impair-
tions Net ment
Book Trans-  through Re- Book Accu- book during
value lation  business classi- value mulated  value fiscal
asof diffe-  combi- Addi- fica- Retire-  asof depre- asof year
1001106 rences  nations tions tions ments* S130/07 ciatioh 9130107 2007
Land and buildings 9,800 (148) 239 3N 177 1,770 8,639 4,174 4,465 292
Technical machinery and equipment 9,780 (231) 137 564 353 2,718 7,885 5,501 2,384 709
Furniture and office equipment 8,406 (141) 76 786 117 2,504 6,740 5,196 1,544 873
Equipment {eased to others 1.614 (128) 160 548 23 198 2,019 751 1,268 256
Advances to suppliers and
construction in progress 1,100 {24) 63 728 (670) 303 894 - 894 -
Property, plant
and equipment 30,700 (672) 675 2,967 - 7493 26177 15,622 10,555 2,130
* Includes Property, plant and equipment reclassified to Assets classified os held for disposal
{see Note 4 for further information},
Depre-
ciation
and
impair-
Net ment
Book Trans- Re- Book Accu- book during
value lation classi- value mulated value fiscal
asof diffe- Addi- fica- Retire-  as of depre- as of year
1011105 rences tions tions ments* 9/30/06 ciation 9130106 2006
Land and buildings 9,873 (102) 584 200 755 9,800 4,807 4,993 308
Technical machinery and equipment 9,758 (119) 739 342 940 9,780 6,709 3,07 694
Furniture and office equipment 9,895 (122) 119 58 2,576 B,406 6,467 1,939 1,043
Equipment leased to others 1,656 (45) 672 11 680 1.614 644 970 196
Advances to suppliers and
construction in progress 8N (15) 963 (611) 128 1,100 1 1,099 1
Property, plant

and equipment 32,073 (403) 4,109 - $,079  30.700 18,628 12,072 2,242

* includes Property, plant and equipment reclassified to Assets clossified as held for disposal
{see Note 4 for further information),
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Depreciation and impairment expense for the years ended September 30, 2007
and 2006 includes €313 and €532, respectively, reported in Income (loss) from
discontinued operations, net of income taxes,

As of September 30, 2007, contractual commitments for purchases of property,
plant and equipment amount to €467.

Investment property

Investment property consists of all property held to earn rentals or for capital

appreciation or both and not used in production or for administrative purposes.
The carrying amount of investment property amounts to €209 and €129 com-

pared to a fair value of €365 and €247 as of September 30, 2007 and 2006, respec-

tively. The fair value is primarily based on a discounted cash flow approach and in

rare cases on appraisal values,

18 Investments accounted for using the equity method

As of September 30, 2007 NSN (see Notes 4 and 36 for further information), BSH
Bosch und Siemens Hausgerite GmbH (BSH), Fujitsu Siemens Computers (Hold-
ing) BV (FSC) and AREVA NP S.A.S., France (Areva), which are all unlisted, were
the principal investments accounted for using the equity method. Summarized
financial information for these principal investments accounted for using the
equity method, not adjusted for the percentage of ownership held by Siemens is
presented below:

September 30,

2007 2006
Total assets* 29,809 11,596
Total liabiliies* 20,315 8,813

* falance sheet information for BSH and Areva as of June 30, for N5N and F5C as of September 30.

Year ended
Septemnber 30,
2007 2006
Revenue** 25,526 17,570
Net income (foss)** (560) 393

**Income statement intorrmation for NSN for the six months ended September 30, 2007 (see also Note 4 and 36),
for BSH and Areva for the twetve months ended June 30 and for FSC for the twelve months ended September 30,

For further information see also Note 7.




248 Notes to Conselidated Financial Stalements
(in millions o1 €, excepl where otherwise stated and per share anounts)

19 Other financial assets

September 30,
2007 2006
Receivables from finance leases (see Note 11) 3,112 2,969
Available-for-sale financial assets 742 854
Loans receivable 596 452
Trade receivables from sale of goods and services 382 282
Derivative financial instruments 185 222
Other 544 263
5.561 5.042

Available-for-sale financial assets include interests in other companies that are
recorded at cost or at fair value if reliably measurable. Derivative financial instru-
ments included in this item represent the non-current portion of derivatives desig-

nated as hedging instruments, for which hedge accounting is applied.

20 Other current financial liabilities

September 30,
2007 2006
Derivative financial instruments 721 397
Liabilities to joint ventures and associated and related companies 315 318
Accrued interest expense 147 157
Other 1,370 1.057
2,553

1,929

As of September 30, 2007, Other includes €201 related to the penalty imposed
by German authorities in ending their investigation of past misconduct at the for-
mer Communications Group (Com). See Notes 6 and 29 for [urther information.

21 Other current liabilities

September 30,

2007 2006
Billings in excess of costs and estimated earnings on

uncompleted contracts and related advances 8,463 6,174
Payroll and social security taxes 1.956 1,906
. Bonus obligations 1,073 1,070
" Other employee related costs 2,261 2,996
Other tax liabilities 663 1,263
Deferred income 561 394
Other 2,081 1,788
17,058 15,591

Other employee related costs primarily includes vacation payments, accrued

overtime and service anniversary awards, as well as severance payments.
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22 Debt
September 30,

2007 2006

Short-term
Notes and bonds 693 1.149
Loans from banks 478 659
Other financial indebtedness 4,418 314
Obligations under finance leases 48 53
Short-term debt and current maturities of long-term debt 5,637 2175

Long-term
Notes and bonds (maturing 2008-2066) 8,196 12,008
Loans from banks (maturing 2008-2016) B71 342
Other financial indebtedness (maturing 2008-2027) 555 508
Obligations under finance leases 238 264
Long-term debt 9,860 13,122

15,497 15,297

As of September 30, 2007, weighted-average inlerest rates for loans from
banks, other financial indebtedness and obligations under finance leases were
5.7% (2006: 5.9%), 4.9% (2006: 5.1%) and 5.8% (2006: 6.5%), respectively, In some
countries, the Company has pledged securities and executed promissory notes Lo
secure borrowings in conformity with local practice.

Commercial paper

In April 2007 the Company restructured its existing European- and US-commer-
cial paper program and established a U.S.$ 9.0 billion (approximalely €6.3 billion)
global multi-currency commercial paper program including extendable notes
capabilities. As of September 30, 2007 and 2006, outstanding global commercial
paper totaled €4,332 and € -, respectively, with interest rates as of September 30,
2007 from 4.23% to 5.31% (see also Other financial indebtedness betow),

Credit facilities

The credit facilities at September 30, 2007 consisted of approximately €6.8 bitlion
in committed lines of credit. These inciude a U.5.$5.0 billion syndicated multi-
currency revolving credit facility expiring March 2012 provided by a syndicate of
international banks and a revolving credit facility for an aggregate amount of
€450 expiring in September 2012 provided by a domestic bank. In addition, in
August 2006, the Company established a U.5.$4.0 billion syndicated multi-cur-
rency credit facility expiring August 2013 provided by a syndicate of international
banks. The facility comprises a U.5.$1.0 billion term loan and a U.5.$3.0 billion
revolving tranche. The U.S. $1.0 billion term loan was drawn in January 2007 and
bears interest of 0.15% above LIBOR (London Interbank Offered Rate). As of Sep-
tember 30, 2007 and 2006, approximately €6.1 billion and €7.6 billion, respec-
tively, of these lines of credit remained unused, Commitment fees for the years
ended September 30, 2007 and 2006 totaled approximately €2.7 and €2, respec-
tively. The facilities are for general business purposes.

Notes 10 Cansolidated Financial Statement
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Notes and bonds

The Company has agreements with financial institutions under which it may issue

up to €5.0 billion in medium-term notes. In March 2006, the Company updated its
€5.0 billion medium-term note program and issued U.5.3 1.0 billion under this
program comprising U.5.$500 million floating rate notes due March 2012, bearing
interest of 0.15% above LIBOR and U.5.$500 million 5.625% notes due March 2016.
As of September 30, 2007 and 2006, approximately €1.4 biilion and €1.7 billion,
respectively, were outstanding under this medium-term note program.

In August 2006, the Company issued U.5.35.0 billion notes, which are uncondi-

tional and irrevocably guaranteed as to payment of principal and interest by Sie-
mens. These notes were issued in four tranches of

1 U.5.$750 million Floating Rate Notes (U.S.$ LIBOR + 0.05%) due August 14, 2009,
U.S.$750 million 5.5% Notes due February 16, 2012,

1 U.5.$1.750 billion 5.75% Notes due October 17, 2016 and

1 U.5.$1.750 billion 6.125% Notes due August 17, 2026,

For the floating rate notes the Company may, on or after February 14, 2008,
redeem all or some of the Notes at the early redemption amount, according to the
conditions of the bond. For the fixed rate notes, the Company may redeem at any
time zll or saome of the notes at the early redemption amount {call) according to
the conditions of the bond.

In September 2006, the Company issued a subordinated Hybrid Capital Bond,
which is on a subordinated basis guaranteed by Siemens. The subordinated bond
was issued in a EUR tranche of €900 and a British pound tranche of £750 million,
both with a legal final maturity on September 14, 2066 and with a call option for
Siemens after 10 years or thereafter. The bonds bear a fixed interest rate (5.25%
for the EUR tranche and 6.125% for the British pound tranche) until September 14,
2016, thereafter, floating rate interest according to the conditions of the bond.

Details of the Company’s noles and bonds are as follows:

September 30, 2007 September 30, 2006

Currency Currency
{notional amount) €* {notional amount} €
2.5% 200112007 Swiss franc bonds - - - CHF 250 158
5.5% 199712007 EUR bonds - - - EUR 991 991
6% 1998/2008 U.5.5 nates uso 970 693 usD 970 798
U.5.$ LIBOR+0.05% 2006/2009 U.5.$ notes uso 750 529 usD 750 592
1.375% 20032010 EUR convertible notes - - - EUR 2,497 2,252
11% 200312070 EUR senior notes - - - EUR 56 61
5.75% 2001/2011 EUR bonds EUR 2,000 2,041 EUR 2,000 2,109
5.5% 2006/2012 L.5.% notes uUsD 750 540 uUsD 750 599
1).5.% LBOR+0.15% 2006/2012 U.5._$§ notes uUsD 500 351 usD 500 394
5.75% 20062016 U.5.% notes uso 1,750 1,259 usD 1,750 1,408
5.625% 2006/2016 U.5.5 notes uso 500 356 usd 500 398
6.125% 2006/2026 U.5.% notes UsD 1,750 1.251 usp 1,750 1419
5.25% 2006/2066 EUR bonds EUR 900 849 EUR 900 891
6.125% 2006/2066 GBP bonds GBP 750 1,020 G8P 750 1,087
8,889 13,157

* Intludes adjustments for fair value hedge accounting.
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In fiscal 2007, Siemens redeemed the outstanding amount of €991 of the 5.5 %
€-hond and the outstanding amount of the 2.5% CHF-bond (approximately €155),

In connection with the acquisition of Flender Holding GmbH, Germany, in fiscal
2005, Siemens assumed a €250, 11% senior note due 2010, of which the Company
repurchased approximately €194 unti! September 30, 2006. In June 2007, the Com-
pany exercised its call option in accordance with the indenture agreement and
redeemed all remaining notes at 105.50% of the principal amount of the notes
together with any accrued and unpaid interest, The redemption was settled on
August 1, 2007,

As of September 30, 2007, the aggregate amounts of indebtedness maturing
during the next five years and thereafter are as follows (excluding finance leases
which are disclosed separately):

Fiscal year

2008 5,589
2009 727
2010 50
2011 2,702
2012 954
Thereafter 5.789

15,211

Convertible notes
Since fiscal 2003, Siemens maintained approximately €2.5 billion of convertible
notes through its wholly owned Dutch subsidiary, Siemens Finance B.V., which
were fully and unconditionally guaranteed by Siemens AG. The convertible notes
had a 1.375% coupon and were convertible into approximately 44.5 million shares !
of Siemens AG at a conversion price of €56.1681 per share, which was subject to !
change under certain circumstances. |
Due to the cash settlement option the conversion right component was consid-
cred a derivative instrument recognized at fair value, which was reported in Other 1
current financial liabilities as of September 30, 2005. [n the third quarter of fiscal 1
2006, the Company irrevocably waived its option 1o pay a cash amount in lieu of the ]
|

delivery of shares upen exercise of the conversion right. Immediately befere notifi-
cation of such waiver, the derivative component was remeasured for the last time
through profit or loss and reclassified to Additional paid-in capital (see Note 26),

The conversion right was contingently exercisable by the holders upon the
occurrence of one of several conditions, including, upon the Company's share price
having exceeded 110% of the conversion price on at least 20 trading days in a period
of 30 consecutive trading days ending on the last trading day of any calendar quar-
ter. This condition was met in the first quarter of fiscal 2004. In [liscal 2006, approx-
imately €3 of convertible notes were exercised and were settled primarily in cash.

tes 10 Consolidated Finapcial Statemen
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Until August 2007, the Company repurchased a principal amount of approxi-
mately €1.9 billion of its outstanding convertible notes of the €2.5 billion 1,375%
€-bond and paid approximately €3.3 hillion in cash. The purchase price was allo-
cated to the liability component and the conversion right component, The fair value '
of the liability component was charged against the carrying amount of the liability
component with the difference being recognized in profit and loss. The amount
allocated to the conversion right component was charged directly against Addi-
tional paid-in capital (see Note 26 for [urther information).

The Company had the right, at any time rom June 18, 2007, to redeem the notes
outstanding at their principal amount together with interest accrued thereon, if
Siemens’ share price exceeded 130% of the conversion price on any 15 of 30 consec-
utive trading days belore notice of early redemption. In July 2007 these conditions
were met and the Company exercised on July 16, 2007 its option to prematurely
redeem at their principal amount the remaining amount of outstanding notes on
August 17, 2007. Until the end of the conversion period on August 10, 2007 the
remaining notes were converted almost entirely to shares by the note-holders,
resulting in approximately 10 million shares issued from the conditional capital
(see Note 26 for further information).

Other financial indebtedness

Other financial indebtedness includes €469 and €512, as of September 30, 2007 and
2006, respectively, for the Company’s real estate assets that were sold or trans-
ferred and in which Siemens has retained significant risks and rewards of owner-
ship, including circumstances in which Siemens participates directly or indirectly
in the change in market value of the property. Therefore, these transactions have
been accounted for as financing obligations. These real estate properties are car-
ried on the Company's Consolidated Balance Sheets and no sale and profit have
been recognized. As of September 30, 2007 and 2006, Other financial indebtedness
also includes €4,332 and € -, respectively, of outstanding global commercial paper.

Dbligations under Nnance leases
As of September 30, 2007 and 2006, the finance lease liabitities are as follows:

Septernber 30, 2007 September 30, 2006
Present Present
value of value of
Minimum  Un- minimum  Minimum  Un- minimum
lease amortized lease lease amortized lease
payment  interest payment  payment interest payment
Due obligation expense  obligation obligation expense  obligation
Within 1 year . 64 16 48 73 20 53
1to 2 years 63 12 5t 68 17 51
2 to 3 years 29 9 20 40 14 26
3 to 4 years 65 6 59 37 14 23
4 to 5 years 14 6 8 69 13 56
Thereafter 120 20 100 121 13 108
Total 355 69 286 408 91 317
tess: Current portion (48) (53)
238 264
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23 Pension plans and similar commitments

Pension benefits provided by Siemens are currently organized primarily through
defined benelit pension plans which cover virtually all of the Company’s domestic
employees and many of the Company’s foreign employecs. To reduce the risk
exposure to Siemens arising from its pension plans, the Company has started the
redesign of benefit schemes from defined benefit schemes towards benefit
schemes which are predominantly based on contributions made by the Company.
In order to fund Siemens’ pension obligations, the Company's major pension plans
are funded with assets in segregated pension entities.

Furthermore, the Company provides other post-employment benefits, which
primarily consist of transition payments to German employees after retirement as
well as post-employment health care and life insurance benefits to employees in
the U.S. and Canada, These predominantly unfunded other post-employment ben-
efit plans qualify as defined benelit plans under IFRS.

in addition to the above, the Company has foreign defined contribution plans
for pensions and other post-employment benefits or makes contributions to social
pension funds based on legal regulations (State plans). The recogniticn of a lia-
bility is not required because the obligation of the Company is limited to the pay-
ment of the contributions into these plans or funds,

Accounting for defined benefit plans

Consolidated Balance Sheets

Delined benefit plans determine the entitlements of their beneficiaries. An
employee’s final benefit entitlement at reqular retirement age may be higher than
the fixed benefits at the balance sheet date due to future compensation or benefit
increases. The net present value of this ultimate future benefit entitlement for
service already rendered is represented by the Defined Benefit Obligation (DBO),
which is actuarially calculated with consideration for future compensation
increases.

In the case of unfunded plans, the recognized pension liability is equal to the
DBO adjusted by unrecognized past service cost, In the case of funded plans, the
fair value of the plan assets is offset against the benefit obligations. The net
amount, alter adjusting for the effects of unrecognized past service cost and any
asset ceiling, is recognized as pension liability or pension asset.

253

Financial Statements. |




254

Notes to Consohdated Finandial Statements
(in millions of € except where otherwise stated and per share simounts)

The Consolidated Balance Sheets include the following significant components
related to pension plans and similar commitments based upon the situation as of
September 30, 2007 and 2006:

September 30,
2007 2006
Principal pension benefit plans 1,289 3,054
Principal other post-employment benefit plans 766 B44
Other 1,232 1,566
Reclassification to liabilities associated
with assets classified as held for disposal {507} (381}
Liabititles for pension plans and similar commitments 2,780 5,083
Actuarial (losses)gains and effects due to asset ceiling 127 {1,379)
Income tax effect {18) 254
Net amount recognized in the Consolidated Statements of
Income and Expense recognized In Equity (net of tax) 109 {1,125)

Consolidated Statements of Income

The recognized expense related to pension plans and similar commitments in the
Consolidated Statements of Income is referred to as net periodic benefit cost
{NPBC} and consists of several separately calculated and presented components.
NPBC is comprised of the service cost, which is the actuarial net present value of
the part of the DBO for the service rendered in the respective fiscal year; the inter-
est cost for the expense derived from the addition of accrued interest on the DBO
at the end of the preceding fiscal year on the basis of the identified discount rate;
and the expected return on plan assets in the case of funded benefit plans. Past
service cost is amortized on a straight-line basis over the average vesting period
of the related benefits.

In the Consolidated Statements of Income, interest cost and the tncome from
the expected return on plan assets are reported as part of Financial income
(expense), net. All other components of NPBC are allocated among functional costs
{Cost of goods sold and services rendered, Research and development expenses, Mar-
keting, selling and general administrative expenses), according to the function of
the employee groups accruing benefits.

In the Consolidated Statements of Income, NPBC expenses before income taxes
for the Company's principal pension and other post-employment benefits in fiscal
2007 aggregated to €461 compared to €578 in fiscal 2006, Thereof €112 and €130
related to discontinued operations in fiscal 2007 and 2006, respectively.

Consoclidated Statements of Income and Expense recognized in Equity
Actuarial gains and losses, resulting for example from an adjustment of the dis-
count rate or from a difference between actual and expected return on plan assets,
are recognized in the Consolidated Statements of Income and Expense recognized
in Equity in the year in which they occur. They are recorded in their entirety
directly in equity.
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Consolidated Statements of Cash Flow
The Company makes payments directly to the participants in the case of unfunded
benefit plans and the payments are included in net cash used in operating activi-
ties. For funded pension plans, the participants are paid by the external pension
fund and accordingly these payments are cash neutral to the Company. In this
case, the Company’s regular funding and supplemental cash contributions result
in net cash used in operating activities.

In the Consolidated Statements of Cash Flow, the Company’s principal pension
and other post-employment benefits resulted in net cash used in operating activi-
ties of €906 compared to €797 in the previous fiscal year.

Principal pension benefits
The principal pensicn benefit plans cover approximately 522,000 participants,
including 229,000 active employees, 100,000 former employees with vested bene-
fits and 193,000 retirees and surviving dependents. Individual benelits are gener-
ally based on eligible compensation levels and/or ranking within the Company
hierarchy and years of service. Retirement benefits under these plans vary
depending on legal, fiscal and economic requirements in each country. The major-
ity of Siemens’ active employees in Germany participate in a pension scheme
introduced in fiscal 2004, the BSAV (Beitragsorientierte Siemens Altersver-
sorgung). The BSAV is a fully funded defined benefit pension plan whose benefits
are predominantly based on contributions made by the company and returns
earned on such contributions, subject to a minimum return guaranteed by the
Company. The BSAV is funded via the BSAV Trust. In connection with the imple-
mentation of the BSAV, benefits provided under defined benefit pension plans
funded via the Siemens German Pension Trust were modified to substantially
eliminate the effects of compensation increases.

The Company's principal pension benefit plans are explicitly explained in the
subsequent sections with regard to:
0 Pension obligations and funded status,
I Components of NPBC,
P Amounts recognized in the Consotidated Statements of [ncome and Expense rec-

ognized in Equity,

0 Assumptions used for the calculation of the DBO and NPBC,
1 Sensitivity analysis,
0 Plan assets,
1 Pension plan funding, and
1 Pension benefit payments.

The Company did have an immaterial asset ceiling in its principal pension benefit
plans in fiscal 2007 and no assel ceiling in fiscal 2006.
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Pension benefits: Pension obligations and funded statas
A reconciliation of the funded status of the principal pension benefit plans to the
amounts recognized in the Consolidated Balance Sheets is as follows:

September 30, 2007 September 30, 2006
Total Domestic Foreign Total Domestic Foreign

Fair value of plan assets 24,013 14,753 9,260 23,755 15,023 8,732
Total defined benefit obligation 25,052 15,488 9,564 26,696 16,372 10,324

Defined benefit ebligation (funded) 24,581 15,210 9,371 26,481 16,372 10,109

Defined benefit obligation (unfunded} 471 278 193 215 - 215
Funded status*® {1,039) (735) (304) {2,941) (1,349) (1.592)

Germany {735) {1,349)

U.S. (202} (559)

UK. (40) (733)

Other (62) (300}
Unrecognized past service cost {benefits) {(75) - (75) (84} - {84)
Effects due to asset ceiling {14) - (14) - - -
Net amount recognized (1,128) (735) (393) (3,025) (1,349) (1,676)
Amounts recognized in the Consolidated
Balance Sheets consist of:

Pension asset 161 33 128 29 - 29

Pension liability (1,289) (768) (521) (3,054) (1,349) (1,705)

* Funded status: The funded status shows the surplus {deficit) of the DBO relative to the plan assets as of the balance sheet date. The DBO

is calculated based on the projected unit credit method and reflects the net present value as of the balance sheet date of the accumulated
pension entitlements of active employees, formar employees with vested rights and of retirees and their surviving dependents with

consideration of future compensation and pension increases,

A detailed reconciliation of the changes in the DBO for fiscal 2007 and 2006 as

September 30, 2007

well as additional information by country is provided in the following table:

September 30, 2006

Total  Domestic Foreign Totat  Domestic Foreign
Change in defined benefit obligations:

Defined benefit chligation at beginning of year 26,696 16,372 10,324 24,972 15,932 9,040
Foreign currency exchange rate changes {556) - (556) {206) - (206)
Service cost 684 358 326 715 388 327
Interest cost 1,233 725 508 1,125 679 446
Settlernents and curtailments {13) - (13) (1) - (1)
Plan participants’ contributions 180 119 61 49 - 49
Amendments and other 283 N 290 1,509 443 1,066
Actuarial (gains) losses (1,660) (863) (797) (179) (196) 17
Acquisitions 101 55 46 146 59 87
Divestments (670} (453) (217) {309) (145) {164)
Benefits paid {1,226) {818) (408) (1.125) (788) (337)

Defined benefit obligation at end of year 25,052 15,488 9,564 26,696 16,372 10,324

Germany 15,488 16,372

U.S. 3,250 3.677

UK 3,229 3,551

Other 3,085

3,096
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approximately €9,072 for active employees, €2,945 for former employees with
vested benefits and €13,035 for retirces and surviving dependents.
In fiscal 2007, as well as in fiscal 2006, the DBO decreased due to an increase
in discount rate for the domestic and foreign pension plans. For the domestic
pension plans in fiscal 2007, a negative effect on DBO of an increase in pension

progression rate was largely offset by a positive effect of increased assumed
retirement ages.

The following table shows the change in plan assets for fiscal year 2007 and
2006 and some additionatl information concerning pension plans:

September 30, 2007

September 30, 2006

Total  Domestic Foreign Total Domestic Foreign
Change in plan assets:

Fair value of plan assets at beginning of year 23,755 15,023 8,732 21,581 14,349 7.232
Foreign currency exchange rate changes (508) - (508} (170) - {170)
Expected return on plan assets 1,513 947 566 1,433 953 480
Actuarial gains {losses) on plan assets 218) (369} 151 (67} (212) 145
Acquisitions and other 243 - 293 1,561 440 1,121
Divestments and other (610) (417) {193) (237} (39) (198}
Employer contributions {regular) a37 271 566 730 320 410
Plan participants' contributions 177 116 61 49 - 49
Benefits paid {1,226) (818) (408) (1,125) {788} (337)

Fair value of plan assets at end of year 24,013 14,753 9,260 23,755 15,023 8,732

Germany 14,753 15,023

LS. 3,048 3,118

LK. 3,189 2,818

Other 3,023

2,796

In fiscal 2007, the DBO and the fair value of plan assets decreased due to the
contribution of the carrier-related operations of Siemens to NSN. These effects are
included in the items Divestments and Divestments and other in the preceding two
tables, In fiscal 2006, the Company merged a defined contribution plan witha
defined benefit plan at a subsidiary in Switzerland. As a result of the merger, the

benefits of the defined contribution plan were harmonized with those of the

defined benefit plan. Accordingly, the DBO and plan assets of the newly merged
plan increased. Such amounts arc included in the items Amendmenis and other
and Acquisitions and other in the preceding two tables. Vested past service cost
resulting from that merger has been recognized entirely in NPBC for fiscal 2006.

otes to Consolidated Financial Statements
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Pension benefits: Components of NPBC
The components of the NPBC for the fiscal years ended September 30, 2007 and
20006 are as [ollows:

‘Year ended September 30, 2007 Year ended September 30, 2006

Total Domestic Foreign Total  Domestic Foreign
Service cost 684 358 326 715 388 327
Interest cost 1,233 725 508 1,125 679 446
Expected return on plan assets {1,513) {947) (566} {1,433) {953) (480)
Amortization of past service cost {benefils) (5) - (5) 99 (24) 123
Loss {gain) due to seitlements and curtailments {4) - {4) 2 - 2
Net periodic benefit cost 395 136 259 508 20 418
Germany 136 90
.5, 137 159
UK 105 113

Other 17 146

Pension benefits: Amounts recognized in the Consolidated Statements of
Income and Expense recognized in Equity

The actuarial gains and losses on defined benefit pension plans recognized in the
Consolidated Statements of Income and Expense recognized in Equity for the fis-
cal years ended September 30, 2007 and 2006 were as lollows:

‘Year ended September 30, 2007 Year ended September 30, 2006

Total Dormestic Foreign Totat Domestic Foreign

Actuarial losses (gains) {1,442) {494) (948) (113 16 {12B)
Effects due to asset ceiling 13 - 13 - - -
Income tax effect 206 (83) 289 {225) (266} 41
Net amount recognized in the Consolidated
Statements of Income and Expense recognized
in Equity (net of tax) (1,223) (577) (646) (337) (250} (87)

Germany (577) (250)

u.s. (185) (45)

UK (322) 12

Other (139) (54)
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Pension beneflts: Assumptions for the calculation of the DBO and NPBC
Assumed discount rates, compensation increase rates and pension progression
rates used in calculating the DBO together with long-term rates of return on plan
assets vary according to the economic conditions of the country in which the
retirement plans are situated or where plan assets are invested as well as capital
market expectations.

The weighted-average assumptions used for the actuarial valuation of the DBO
as of the balance sheet date were as follows:

Year ended September 30, 2007 Year ended September 30, 2006

Total Domestic Foreign Total Domestic Foreign

Discount rate 5.3% 5.1% 5.6% 4.7% 4.5% 5.0%
Germany 5.1% 4.5%
U.s. 6.29% 5.95%
UK. 6.0% 5.0%

Rate of compensation increase 2.7% 2.25% 3.5% 2.7% 2.25% 3.4%
Germany 2.25% 2.25%
5. 3.96% 3.95%
LK. 4.0% 3.7%

Rate of pension progression 1.6% 1.5% 2.0% 1.2% 1.0% 1.8%
Germany 1.5% 1.0%

UK. 3.1% 2.8%

The assumptions used for the calculation of the DBO as of the balance sheet
date of the preceding fiscal year are used to determine the calculation of interest
cost and service cost of the following year. Therefore, the assumptions used for
the calculation of the NPBC for fiscal 2008 are already determined. The total
expected return for fiscal 2008 witl be based on expected rates of return multi-
plied by the fair value of plan assets at the fiscal 2007 balance sheet date (see table
below). The fair value and thus the expected return on plan assets are adjusted for
significant events after the balance sheet date, such as a supplemental funding.
Due to the implementation of the BSAV, the effect of the compensation increase on
the domestic pension plans is substantially eliminated.

-
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The weighted-average assumptions used for determining the NPBC for the fisca!
years ended September 30, 2008, 2007 and 2006 are shown in the following table:

Year ending September 30, 2008 Year ended September 30. 2007 Year ended September 30, 2006

Total Domestic Foreign Total Domestic Foreign Total Domestic Foreign
Discount rate 5.3% 5.1% 5.6% 4.7% 4.5% 5.0% 4.6% 4.35% 5.1%
Germany 5.1% 4.5% 4.35%
u.s. 6.29% 5.95% 5.7%
UK. 6.0% 5.0% 5.0%
Expected return on plan assets 6.5% 6.5% 6.5% 6.5% 6.5% 6.5% 6.7% 6.7% 6.7%
Germany 6.5% 6.5% 5.7%
u.s. 6.97% 6.95% 6.95%
U.K. 6.7% 6.7% 6.75%
Rate of compensation increase 2.7% 2.25% 3.5% 2.7% 2.25% 3.4% 2.6% 2.25% 3.3%
Germany 2.25% 2.25% 2.25%
us. 3.96% 3.95% 3.25%
UK. 4.0% 3.7% 3.9%
Rate of pension progression 1.6% 1.5% 2.0% 1.2% 1.0% 1.8% 1.3% 1.0% 2.1%
Germany 1.5% 1.0% 1.0%
UK

3.1% 2.8% 2.8%

The discount rate assumptions reflect the rates available on high-quality,
fixed-income investments of appropriate duration at the balance sheet date. The
expected return on plan assets is determined on a uniform basis, considering long-
term historical returns, asset allocation, and future estimates of long-term invest-
ment returns, For fiscal 2007, the Company decreased the assumption for the
expected return on plan assets for the majority of its principal pension plans due
to changes in asset allocation and revised future estimates of long-term invest-
ment returns. For fiscal 2008 the expected return on pian assets remained primar-
ily unchanged. As of September 30, 2007, the assutmed retirement ages for the par-
ticipants of the domestic pension plans were increased with regard 1o increased
retirement ages in the German State Pension Insurance. Other actuarial assump-
tions not shown in the tables above, such as employee turnover, mortality, disabil-
ity, etc., remained primarily unchanged as of September 30, 2007.

Experience adjustments, which result from differences between the actuarial
assumptions and the actual occurrence, did not affect the DBO in [liscal 2067 and
fiscal 2006.
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Pension beneflts: Sensitivity analysis

A one-percentage-point change of the established assumptions mentioned above,
used for the calculation of the NPBC for fiscal 2008, and a change in the fair value
of plan assets of €500, as of September 30, 2007, respectively, would result in the
following increase (decrease) of the fiscal 2008 NPBC:

Effect on NPBC 2008 due toa
one-percentage- one-percentage-
point/€500 increase  point/€500 decrease

Discount rate (27) 19
Expected return on plan assets {224) 224
Rate of compensation increase 32 2n
Rate of pension progression 146 {122)
Fair value of plan assets (32) 32

Inereases and decreases in the discount rate, rate of compensation increase
and rate of pension progression which are used in determining the DBO do not
have a symmetrical effect on NPBC primarily due to the compound interest effect
created when determining the net present value of the future pension benefit. if
more than one of the assumptions were changed simultaneously, the cumulative
impact would not necessarily be the same as if only one assumption was changed
in isolation. '

Pension beneflts: Plan assets

The asset allocation of the plan assets of the principal pension benefit plans as of
the balance sheet date for fiscal 2007 and 2006 as well as the target asset alloca-
tion for fiscal year 2008, are as follows:

Target asset Asset allocation

allocation
September September 30, 2007 September 30, 2006
Asset class 30, 2008 Total  Domestic Foreign Total Domestic Foreign
Equity 20 - 50% 33% 29% 39% 31% 24% 44%
Fixed income 40 - 70% 54% 61% 42% 57% 66% 41%
. Real astate 5-15% 8% 7% 11% 8% 7% 10%
Cash and other assets 5-15% 5% 3% 8% 4% 3% 5%

100% 100% 100% 100% 100% 100%

Derivatives are reported under the asset class whose risk is hedged. Current
asset allocation is biased towards high quality government and selected corporate
bonds. Siemens constantly reviews the asset allocation in light of the duration of
its pension liabilities and analyzes trends and events that may affect asset values
in order to initiate appropriate measures at a very early stage.

e e
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The plan assets include domestic real estate with a fair value of €270 and €369
as of September 30, 2007 and 2006, respectively, which is occupied by the Com-

pany.
The following table shows the actual return on plan assets for fiscal 2007
and 2006:
Year ended September 30, 2007 ‘Year ended September 30, 2006
Total Domestic Foreign Total Domestic Foreign
Actual return on plan assets 1,295 578 M7 1.366 741 625

The actual return over the last twelve months amounted to 5.6% or €1,295
compared {o an expected return of 6.5% or €1,513. The experience adjustment
arising on plan asseis was (0.9)% in fiscal 2007 (fiscal 2006: (0.3}%). For the
domestic pension plans, €578 or 4.0% was realized, as compared to an expected
return on plan assets of 6.5% or an amount of €947 that was included in the NPBC.
For the foreign pension plans, €717 or 8.2% was realized, as compared to an
expected return on plan assets of 6.5% or an amount of €566 that was included in
the NPBC.

Pension benefits: Pension plan funding
Contributions made by the Company to iis principal pension benefit plans in fiscal
2007 and 2006, as well as those planned in fiscal 2008 are as follows:

{Unaudited) Year ending
Septernber 38, 2008 (expected) Year ended September 30, 2007 Year ended September 30, 20607
Total Domestic Foreign Total Domestic Foreign Total Domestic Foreign
Regular funding 618 113 505 837 271 566 730 320 410
Supplemental cash Contributions - - - - - - - - _
Total

618 113 505 837 271 566 730 320 410 -

Reqular funding is generally based on the level of service cost incurred. For
the BSAV funding corresponds to the contributions to the beneficiaries’ account,
Future funding decisions for the Company's pension plans will be made with due
consideration of developments alfecting plan asseis and pension liabilities, taking
into account minimum funding requirements abreoad and local tax deductibility.
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Pension benefits: Pengion benefit payments

The following everview comprises pension benefits paid out of the principal pen-

sion benefit plans during the years ended September 30, 2007 and 2006, and

expected pension payments for the next five years and in the aggregate for the five
@ years thereafter (undiscounted}:

Total Domestic  Foreign

Pension benefits paid

2006 1,125 788 337
2007 1,226 818 408
. Expected pension payments
2008 1,321 833 483
2009 1,370 866 504
2010 1,400 877 523
2011 1,447 899 548
2012 1.447 919 528

2013 ~-2017 7,611 4,663 2,948

Other poest-employment benelits
In Germany, employees who entered into the Company’s employment on or before
September 30, 1983, are entitled to transition payments for the first six months
after retirement equal to the difference between their final compensation and the
retirement benefits payable under the corporate pension plan, Certain foreign
® companies, primarily in the U.S. and Canada, provide other post-employment
benefits in the form of medical, dental and life insurance. The amount of obliga-
tions for other post-employment bencfits in the form of medical and dental bene-
fits specifically depends on the expected cost trend in the health care sector. To be
entitled to such healthcare benefits participants must contribute to the insurance
premiums. Participant contributions are based on specific regulations of cost
sharing which are defined in the benefit plans. The Company has the right to
® adjust the cost allocation at any time, generally this is done on an annual basis.
Premiums [or life insurance benefits are paid solely by the Company.
Other post-employment benefits are illustrated in detail in the subsequent
sections with regard to:
I Obligations and funded status,
B Plan assets,
¢ E Components of NPBC for other post-employment benefits,
¢ Amounts recognized in the Consolidated Statements of Income and Expense
recognized in Equity,
b Assumptions used in the calculation of the DBO and the NPBC for other post-
employment benefits,
b Sensitivity analysis, and
§ Benefit payments.

otes 1o Consolidated Financial Staternemsj
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The Company did not have any asset ceiling in its principal other post-employ-
ment benefit plans, neither in fiscal 2007 nor in 2006.
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Other post-employment beneflits: Obligations and funded status
The funded status of plan assets and a reconciliation of the funded status to the
amounts recognized in the Consolidated Balance Sheets are as follows:

September 30, 2007

September 30, 2006

Total Domestic Foreign Total Domestic Foreign

Fair value of plan assets 3 - 3 3 - 3
Total defined benefit obligation 779 N 458 845 429 416

Defined benefit abligation (funded) 287 - 287 303 - 303

Defined benefit obligation {unfunded) 492 321 171 542 429 113
Funded status (776} {321) (455} {842) {429) (413)
Unrecognized past service cost (benefits) 10 - 10 {2) - (2)
Net amount recognized {766) {321) {445) (844) {429) {415)

The following table shows a detailed reconciliation of the changes in the bene-
fit obligation for other post-employment benefits for the years ended September

30, 2007 and 2006:

September 30, 2007

September 30, 2006

Total Domestic Foreign Total Domestic Foreign
Change in benefit obligations:
Defined benefit ohligation
at beginning of year 845 429 416 893 394 499
Foreign currency exchange rate changes (42) - (42} (22) - (22)
Service cost 24 12 12 26 15 1"
Interest cost 42 16 26 " 45 18 27
Plan amendments and other 69 - 69 4 41 -
Actuarial (gains) losses (33) (36) 3 (14) 4 (18}
Acquisitions 12 - 12 - - -
Divastments (69) {6B) {1} (57) (14) (43)
Benefits paid {69) (32) (37} (67) (29) {38)
Defined benefit obligation
at end of year 779 n 458 845 429 416
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Other post-employment benefits: Plan assets
The following table shows the change in plan assets for fiscal 2007 and 2006:

Septernber 30, 2007 September 30, 2006
Total  Domestic Foreign Total Domestic Foreign
Change in plan assets:

Fair value of plan assets at beginning of year 3 ~ 3 3 - 3
Employer contributions 37 - 37 38 - 38
Benefits paid (37) - (37) (38) - (38}

Fair value of plan assets at year end 3 - 3 3 - 3

Other post-employment beneflts: Components of NPBC
The components of the NPBC for other post-employment benefits for the years
ended September 30, 2007 and 2006 are as follows:

Year ended September 30, 2007 Year ended September 30, 2006

Total Domestic Foreign Total Domestic Foreign
Service cost 24 12 12 26 15 il
Interest cost 42 16 26 45 18 27
Amortization of unrecognized
past service cost (benefits) - - - (1) - (1)

Net periodic benefit cost 66 28 38 70 33 37

Other post-employment benefits: Amounts recognized in the Consolidated
Statements of Income and Expense recognized in Equity

The actuarial gains and losses on other post-employment benefit plans recog-
nized in the Consolidated Statements of Income and Expense recognized in Equity
for the fiscal years ended September 30, 2007 and 2006 were as follows:

Year ended September 30, 2007 Year ended September 30, 2006

Total Domestic Foreign Total Domestic Foreign

Actuarial losses (gains} {33) {36) 3 (14) 4 {18)
Income tax effect 10 1 {1) 4 3) 7
Net amount recognized in the Consolidated
Statements of income and Expense recognized
tn Equity (net of tax) (23) (25) 2 (10) 1 (1)

Germoany (25) i

LS. 3 (11)

Canado (1) -

-

;!
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Other post-employment henefits: Assumptions used in the calculation of the
DBO and NPBC
Discount rates and other key assumptions used for transition payments in Ger-
many are the same as those utilized for domestic pension benefit plans.

The weighted-average assumptions used in calculating the actuarial values for
the post-employment healthcare and life insurance benefits are as follows:

Year ended September 30,
2007 2006

Discount rate 6.16% 5.95%
us.:
Medical trend rates (initialfultimatelyear):

Medicare ineligible pre-65 9%/5%/2011  10%/5%/2011

Medicare eligible post-65 9%/5%/2011  10%/5%/2011
Fixed dollar benefit 4.5% 4.5%
Dental trend rates (initiat/ultimatelyear) 6%{5%/2021 6%(5%/2021
Canada:
Medical trend rates 4,68% 5.0%
Drug trend rates 4.18% 4.5%
Dental trend rates 4.18% 4.5%

Experience adjustments, which result from differences between the actuarial
assumptions and the actual occurrence, decreased the DBO by 0.3% and 1.5% in
fiscal 2007 and 2006, respectively.

Other post-employment benefits: Sensitivity analysis

The health care assumptions may be significantly influenced by the expected pro-
gression in health care expense. A one-percentage-point change in the healthcare
trend rates would have resulted in the following increase (decrease) of the defined
benefit obligation and the service and interest cost as of and for the year ended
September 30, 2007:

September 30, 2007
One-percentage-point

increase  decrease
Effect on defined beneiit obligation 39 {35)
Effect on total of service and interest cost components 4 (4)
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Other post-employment benefits: Benefit payments

The following overview comprises benefit payments for other post-employment
benefits paid out of the principal other defined benelfit post-employment plans
during the years ended September 30, 2007 and 2006, and expected pension pay-
ments for the next five years and in the aggregate for the five years thereafter
(undiscounted):

Total Domestic  Forgign

Payments for other post-employment benefits

2006 67 29 38
2007 69 32 37
Expected payments for other post-employment benefits
2008 54 25 29
2009 67 37 30
2010 58 28 30
2011 57 26 31
2012 63 31 32

2013-2017 333 169 164

Since the benefit obligations for other post-employment benefits are generally
not funded, such payments will impact the current operating cash flow of the
Company.

Defined Contribution Plans and State Plans

The amount recognized as an expense for defined contribution plans amounted to
€269 in fiscal 2007, and €208 in fiscal 2006, respectively. Contributions to state
plans amounted to €1,178 in fiscal 2007, and €1,074 in fiscal 2006, respectively.

24 Provisions
Provisions changed during liscal 2007 as follows:

Order Assat re-

related tirerment

losses obliga-

Warranties and risks  tions Other Total

Balance as of beginning of fiscal year 2,628 1,338 704 1.047 5717
Additions 1,470 1,002 15 962 3,449
Usage (888) {710} {23) (436) (2,057)
Reversals (642) (355} (7 (322) (1.326)
Translation differences (56) (20) (2) {4 (82)
Accretion expense and effect
of changes in discount rates 3 3 (52) 1 (45)
Other changes* (75) 38 - 65 28
Balance as of fiscal year-end 2,440 1,296 635 1,313 5,684

* Infiscal 2007, Other chonges includes €330 reclassified to Liabilities associated with assets classified as held
for disposaf {see Note 4 for further information}.

Except for asset retirement obligations (see discussion below), the majority of
the Company’s provisions are generally expected to result in cash outflows during
the next I to 15 years.

267
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Warranties

Warranties mainly relate to products sold. See Note 2 or further information con-
cerning our policy for estimating warranty provisions. Additions to provisions
already existing at the beginning of the period amounted to €446 in liscal 2007.

Order related losses and risks
Provisions for order related losses and risks are recognized for anticipated losses
and risks on uncompleted construction, sales and leasing contracts.

Asset retirement obligations

The Company is subject to asset retirement obligations related to certain items of
property, plant and equipment. Such asset retirement obligations are primarily
attributable to environmental clean-up costs which amounted to €597, and €658,
respectively, as of September 30, 2007 and 2006 (thercof non-current portion of
€575 and €635, respectively) and to costs primarily associated with the removal of
leasehold improvements at the end of the lease term amounting to €38, and €46,
respectively as of September 30, 2007 and 2006 (thereofl non-current portion of
€27 and €31, respectively).

Environmental clean-up costs are mainly related to remediation and environ-
mental protection liabilities which have been accrued for the estimated costs of
decommissioning facilities for the production of uranium and mixed-oxide fuel
elements in Hanau, Germany {Hanau facilities), as well as in Karlstein, Germany
(Karlstein [acilities). According to the German Atomic Energy Act, when such a
facility is closed, the resulting radioactive waste must be collected and delivered
to a government-developed final storage facitity. In this regard, the Company has
developed a plan to decommission the Hanau and Karlstein facilities in the follow-
ing steps: clean-out, decontamination and disassembly of equipment and installa-
tions, decontamination of the facilities and buildings, sorting of radicactive mate-
rials, and intermediate and final storage of the radioactive waste. This process will
be supported by continuing engineering studies and radioactive sampling under
the supervision of German federal and state authorities. The decontamination,
disassembly and sorting activities are planned to continue until 2011; thereafter,
the Company is responsible for intermediate storage of the radioactive materials
until a final storage facility is available. The final tocation for all kinds of radioac-
tive waste is not expected to be available before approximately 2030. With respect
to the Hanau facility, the process of setting up intermediate storage for radioactive
waste has neared completion; on September 21, 2006, the Company received offi-
cial notification from the competent authorities that the Hanau facility has been
released from the scope of application of the German Atomic Energy Act and that
its further use is unrestricted. The ultimate costs of the remediation are contin-
gent on the decision of the federal government on the location of the final storage
facility and the date of its availability. Consequently, the provision is based on a
number of significant estimates and assumptions. The Company does not expect
any recoveries from third parties and did not reduce the provisions for such
recoveries, The Company believes that it has adequately provided for this expo-
sure. As of September 30, 2007 and 2006, the provision totals €597 and €658,
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respectively, and is recorded net of a present value discount of €1,353, and €1,300,
respectively. The total expected payments for each of the next five {iscal years and
the total thereafter are €22, €38, €17, €6, €1, and €1,866 (includes €1,811 for the
estimated costs associated with final storage in 2033).

The Company recognizes the accretion of the provision for asset retirement
obligations using the effective interest method applying current interest rates
prevailing at the balance sheet date. During the year ended September 30, 2007
the Company recognized €31 in accretion expense in Financial income (expense)
net. Changes in discount rates decreased the carrying amount of provisions by
€83 as of September 30, 2007.

See Note 4 for further information on provisions reclassified to Liabilities asso-
ciated with assets classified as held for disposal.

25 Other liabilities

September 30,
2007 2006
Liabilities for employee related costs 926 952
Deferred income 187 156
Other 1,187 1,066
2,300 2,174

26 Equity

Common stock and Additional paid-in capital

As of September 30, 2007, the Company’s common stock totaled €2,743 divided
into 914,203 thousand shares with no par value and a notional value of €3.00 per
share. Each share of common stock is entitled to one vote.

Asg of September 30, 2006, the Company’s common stock totaled €2,673 repre-
senting 891,087 thousand shares.

In fiscal 2007, additional paid-in capital decreased by €1,168, net of applicable
deferred income taxes, as a result of the repurchase of approximately €1.9 billion
of the Company's outstanding convertible notes (see Note 22 for further informa-
tion on the convertible notes). In fiscal 2006, additional paid-in capital increased
by €487, net of applicable deferred income taxes, representing the amount of the
derivative component of the convertible notes that was reclassified to equity upon
waiving the cash settlement option (see Note 22 for further information).

;]
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The fotlowing table provides a summary of outstanding capital and the
changes in authorized and conditional capital for fiscal years 2007 and 2006:

Commaon stock Authorized capitat Conditional capital
{authorized and issued) (not issued) (not issued)
in in in in in in
thousands thousand thousands thousand thousands thousands
of € shares of € shares of € shares |
As of October 1, 2005 2,673,256 891,085 666,630 222,210 925,487 308,496 ‘
Conversion 1.375% 2003/2010 EUR |
convertible notes 6 2 - - {6} (2)
New approved capital - - 75,000 25,000 - -
Expired capital ~ - (66,6300 (22,210} - -
As of September 30, 2006 2,673,262 891,087 675000 225000 925,481 308,494
convertible notes 31,038 10,346 - - (31.038)  (10,346)
Stock option ptans 34,440 11,480 - - (34,440) {11,480)
Employee share purchase program 3,870 1,280 {3.870) {1,290) - -
As of September 30, 2007 2,742,610 914,203 671,130 223,710 860,003 286,668

Capital increases

In fiscal 2007 and 2006, common stock increased by approximately €31,038 thou-
sand and €6 thousand, respectively, through the issuance of approximately 10,346
thousand shares and 2 thousand shares, respectively, from the conditional capital
for the conversion of €584 and €0.1, respectively, of the Company’s convertible
notes. See Note 22 for additional information.

In fiscal 2007, common stock increased by €34,440 thousand through the issu-
ance of 11,480 thousand shares from the conditional capital to service the stock
option plans. In addition, in fiscal 2007, common stock increased by approxi-
mately €3,870 thousand through the issuance of 1,290 thousand shares from
Authorized Capital 2006. These shares were issued to an underwriter, repur-
chased and subsequently offered for purchase to employees with respect to the
Company's employee share purchase program (see also Treasury Stock below
and Note 33 for additional information on the employee share purchase program).
No such increases occurred in fiscal 2006, since the Company repurchased its own
common stock to accommodate share-based compensation plans and the
employee share purchase program with compensation character.

Conversion 1.375% 2003/2010 EUR

Authorized, unissued capital

On September 30, 2007 and 2006, the Company’s authorized but unissued capital
totaled €671 and €675 or 223,710 thousand and 225,000 thousand common shares,
respectively.

On January 26, 2006 the Company's shareholders authorized the Managing
Board to increase, with the approval of Lhe Supervisory Board, capital stock by up
to €75 through the issuance of up to 25 million shares of no par value registered
in the names of the hoilders against contributions in cash (Authorized Capital
2006). The authorization may be implemented in installments. Pre-emptive rights



Motes to Consoitdated Financial Statements
(in millions o1 €, eacept where otherwise slated and per share amounts)

of existing shareholders are excluded. The new shares shall be issued under the
condition that they are offered exclusively to employees of Siemens AG and its
subsidiaries, provided these subsidiaries are not listed companies themselves
and do not have their own employee stock schemes. The Managing Board is autho-
rized to determine, with the approval of the Supervisory Board, the further con-
tent of the rights embodied in the shares and the terms and conditions of the
share issue. Authorized Capital 2006 replaced the outstanding Authorized Capital
2001/11 of €67 (representing approximately 22 million shares) and will expire on
January 25, 2011.

OnJanuary 22, 2004, the Company’s sharcholders anthorized the Managing
Board to increase, with the approval of the Supervisory Board, capital stock by up
to €600 through the issuance of up to 200 million new no par value shares regis-
tered in the names of the holders against cash contributions and/or contributions
in kind (Authorized Capital 2004). The Managing Board is authorized to deter-
mine, with the approval of the Supervisory Board, the further content of the rights
embodied in the shares and the conditions of the share issue. The Managing
Board is authorized, with the approval of the Supervisory Board, to exclude pre-
emptive rights of shareholders in the event of capital increases against contribu-
tions in kind and in certain pre-stipulated circumstances against cash. Autho-
rized Capital 2004 replaced Authorized Capital 2001/I of €400 (representing
approximately 133 million shares) and Authorized Capital 2003 of €250 (repre-
senting 83 million shares) and will expire on January 21, 2009.

Authorized Capital 1998 of €90 and Authorized Capital 1999 of €210 were
replaced by resalution of the Annual Shareholders’ Meeting on January 23, 2003.
The Company’s shareholders authorized the Managing Board to increase, with the
approval of the Supervisory Board, the common stock by up to €250 through the
issuance of up to approximatety 83 million shares for which the shareholders’ pre-
emptive rights were excluded since these shares were to be issued against contri-
bution in kind (Authorized Capital 2003). The Authorized Capital 2003 was to
expire on January 22, 2008. As mentioned above, Authorized Capital 2003 was
replaced by resolution of the Annual Shareholders’ Meeting on January 22, 2004.

On February 22, 2001, the Company's shareholders authorized the Managing
Board to increase, with the approval of the Supervisory Board, capitai stock by up
to €75 (representing 25 million shares) against contributions in cash until Febru-
ary 1, 2006 for the purpose of issuing them exclusively to employees of the Com-
pany and its subsidiaries, provided these subsidiaries are not listed companies
themselves and do not have their own employee stock schemes (Authorized Capi-
tal 2001/11). Pre-emptive rights of existing shareholders were excluded. The Man-
aging Board was authorized to determine, with the approval of the Supervisory
Board, the further content of the rights embodied in the shares and the conditions
of the share issue. As mentioned above, the outstanding Authorized Capital 2001/
11 of €67 (representing approximately 22 million shares) was replaced by resolu-
tion of the Annual Shareholders’ Meeting on January 26, 2006.
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On February 22, 2001, the Company's shareholders authorized the Managing
Board to increase, with the approval of the Supervisory Board, common stock by
up to €400 through the issuance of up to approximately 133 million shares for
offer to existing shareholders until February 1, 2006 (Authorized Capital 2001/1),
As mentioned above, Authorized Capital 2001/1 was replaced by resolution of the
Annual Shareholders’ Meeting on January 22, 2004.

Conditional capital (unissued)

Conditional capital to service the 2001 and 1999 Siemens Stock Option Plan
amounts to €157, representing 52,317 thousand shares of Siemens AG as of Sep-
tember 30, 2007. Conditional capital to service the 2001 and 1999 Siemens Stock
Opticn Plan amounted 1o €191, representing 63,797 thousand shares of Siemens
AG, in the year ended September 30, 2006.

Conditional capital provided to service the izsuance of bonds with conversion
rights or warrants amounts to €702 and €734, representing 234,162 thousand and
244,507 thousand shares of Siemens AG as of September 30, 2007 and 2006,
respectively.

By resolution of the Annual Shareholders’ Meeting on January 22, 2004, Condi-
tional Capital 2003 of €267 (representing 89 million shares) was terminated. The
Company’s shareholders authorized the Managing Board to issue bonds inan
aggregate principal amount of up to €11,250 with conversion rights (convertible
bonds) or with warrants entitling the holders to subscribe to up to 200 million
new shares of Siemens AG, representing a pro rata amount of up to €600 of the
capital stock. Since the Conditional Capital 2003 has partly been utilized, the new
Conditional Capital 2004 permilts the issuance of shares under the new authoriza-
tion and the issuance of shares to service bonds issued under the old authoriza-
tion. Therefore, as of September 30, 2007, total Conditional Capital 2004 allows
the issuance of up to €702 representing 234,162 thousand shares of Siemens AG.
The authorization will expire on January 21, 2009.

By resolution of the Annual Shareholders’ Meeting on February 22, 2001, con-
ditional share capital of €147 was approved to service the 2001 Siemens Stock
Option Plan (Conditional Capital 2001). In addition, conditional capital amounting
to €10 and €44 as of September 30, 2007 and 2006, respectively, provides to ser-
vice the 1999 Siemens Stock Option Plan and the 2001 Siemens Stock Option Plan
(Conditional Capital 1999).

In each of the years ended Seplember 30, 2007 and 2006, conditional capital of
€0.6, representing 188 thousand shares of Siemens AG, provides for the settlement
offered to former shareholders of SNI AG who had not tendered their SNI AG share
certificates. Claims of such shareholders Lo get shares of Siemens AG are time-
barred so that as of September 30, 2007 no more shares of Siemens AG have to be
issued from the conditional capital provided for the settlement offered to former
shareholders of SNT AG.

By resclution of the Annual Shareholders’ Meeting on January 23, 2003, the
Managing Board was authorized to issue bonds in an aggregate principal amount
of up to €5 billion with conversion rights (convertible bonds) or with warrants
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entitling the holders to subscribe to new shares of Siemens AG. The authorization
was to expire on December 31, 2007. The shareholders also approved conditional
share capital of €267 for the issuance of up to 89 million shares to service the
exercise of the conversion or option rights of holders of these convertible bonds or
warrants attached to these bonds (Conditional Capital 2003). As mentioned above,
Conditional Capital 2003 as well as the aforementioned authorization were termi-
nated by resolution of the Annual Shareholders’ Meeting on January 22, 2004.

Treasury stock

At the January 2007 Annual Shareholders' Meeting, the Company’s shareholders
authorized the Company to repurchase up to 10% of the €2,675 common stock out-
standing on the date of the Annual Shareholders’ Meeting until July 24, 2008.
Such stock may be sold via a stock exchange; or (i) retired with the approval of the
Supervisory Board, (ii) used to meet the Company’s obligations under the 1999
and the 2001 Stemens Stock Option Plans, (tii) offered for purchase to individuals
currently or formerly employed by the Company or any of its subsidiaries or
granted and transferred with a holding period of at least two years; or (iv) used to
service conversion or option rights granted by the Company or any of its subsid-
iaries. [n addition, the Supervisory Board shall be authorized to offer repurchased
shares to the members of the Managing Board of Siemens AG for purchase as
stock-based compensation under the same terms and conditions as those offered
to employees of the Company. Additionally, the Supervisory Board may grant and
transfer such shares to members of the Managing Board with a holding period of
at least two years.

In fiscat 2007, the Company repurchased a total of 1,306,476 shares, including
the t,290,000 shares relating to the capital increase from Authorized Capital
2006, at an average price of €77.00 per share. In fiscal 2007, a total 0of 1,306,508
shares of Treasury Stock were sold. Thereof, 1,294,159 shares were issued to
employees under the employee share purchase program with compensation char-
acter (see Note 33 for additional information) and 12,349 shares of Treasury Stock
were transferred primarily as settlement to former SNI AG stockholders. As of Sep-
tember 30, 2007, 383 shares of stock remained in treasury with a carrying amount
of €29 thousand {notional value €1 thousand).

In fiscal 2006, the Company repurchased a tota! of 5,925 thousand shares at an
average price of €71.11 per share primarily for the purpose of selling them to
employees and stock-based compensation plan participants and as settlement to
former SNI stockholders. In fiscal 2006, a total of 5,934 thousand shares of trea-
sury stock were sold. Thereof, 4,166 thousand shares were issued to stock-based
compensation plan participants to accommodate the exercise of stock options. In
addition, in fiscal 2006, 1,760 thousand shares were issued to employees under an
employee share purchase program with compensation character. See Note 33 for
additional information on share-based compensation. As of September 30, 2006,
415 shares of stock remained in treasury with a carrying amount of €29 thousand
(notional value €1 thousand).
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Other components of equity
The changes in the other components of equity are as follows:

Year ended September 36, 2007 Year ended September 30, 2006

Pretax  Tax effect Net Pretax  Tax effect Net
Changes in unrealized gains (losses) on
available-for-sate financial assets:
Unrealized holding gains (losses} for the period 29 - 29 (317) 8 (309)
Reclassification adjustments for (gains}
losses included in netincome 1 - 1 (49) 4 (45)
Net unrealized gains {tosses) on
available-for-sale financial assets 30 - 30 (366) 12 {354)
Changes in unrealized gains (losses)
on derivative financial instruments:
Unrealized gains (losses) on derivative
finangial instruments 48 {9) 39 67 (27) 40
Reclassification adjustments for {gains)
losses included in net income 89 (28) 61 28 (10} 18
Net unrealized gains {losses) on
derivative financial instruments 137 (37 100 95 (37} 58
Foreign-currency translation differences (566) - {566) {320) - (320)

(399) (37) (436) (591} {25) (616)

Miscellaneous

Under the German Stock Corporation Act (Aktiengesetz), the ameount of dividends
available for distribution to shareholders is based upon the earnings of Siemens
AG as reported in its statutory financial statements determined in accordance with
the German Commercial Code (Handelsgesetzbuch). During the fiscal year ended
September 30, 2007, Siemens AG management distributed an ordinary dividend of
€1,292 (€1.45 per share) of the fiscal 2006 earnings of Siemens AG to its sharehold-
ers. The dividend was paid on January 26, 2007. During the year ended September
30, 2006, Siemens AG management distributed €1,201 (€1.35 per share) of the fis-
cal 2005 earnings of Siemens AG as an ordinary dividend to its shareholders.

For fiscal 2007, the Managing Board proposed a dividend of €1.60 per share.
Payment of the proposed dividend is contingent upon approval by the sharehold-
ers at the Annual Shareholders’ Meeting on January 24, 2008. If approved, this
would amount to approximately €1,463,
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27 Additional capital disclosures
Siemens is committed to a strong financial profile, which gives the Company
financial flexibility Lo achieve its growth and portfolic optimization goals,

As of September 30, 2007 and 2006, the capital structure of the Company was
as follows:

September 30,
2007 2006 % Change
Total equity 28,996 25,193 15%
As a % of total capital (see befow) 65% 62%
Short-term debt 5.637 2,175
Long-term debt 9,860 13,122
Total debt 15,497 15,297 1%
As a % of total capital 35% 38%
Tota! capital (total equity and total debt) 44,493 40,490 10%

In fiscal 2007, total equity increased by 15% compared to fiscal 2006 primarily
due to an increase in retained earnings. Total debt increased during fiscal 2007 by
1%. This resulted in an increase in equity as a percentage of total capital to 65% in
fiscal 2007 (62% in fisca! 2006) and a decreased percentage of total debt in relation
to total capital of 35% (38% in fiscal 2006).

The Company is not subject to any statutory capital requirements. Commit-
ments exist to sell or otherwise issue common shares in connection with estab-
lished share-based payment plans. In fiscal 2007, commiiments for share-based
payment plans have been satisfied through capital increases (see Notes 26 and 33
for additional information). Beginning with fiscal 2008, it is planned to satisfy
commitments arising from share-based payment through repurchases of the
Company’s shares.

A key factor in maintaining a strong financial profile is Siemens’ credit rating
which is aflected among other factors by the capital structure, the profitability,
the abilily to generate cash flow, geographic and product diversification as well as
a competitive market position. Siemens’ current corporate credit ratings from
Moody’s Investors Service and Standard & Poor's are noted below:

Moady's

Investors Standard

Service & Poor’s
Long-term debt Al AA-

Short-term debt -1 A~-1+
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On November 9, 2007 Moody's Investors Service downgraded Siemens’ long-
term corporate credit rating from Aa3 to A1 and set its outiook from “negative” to
“stable”. The rating action followed the announcements of a share-buyback pro-
gram of up €10 billion (see also Note 42, Subsequent events) and a capital structure
target. The rating classilication of Al is the third highest rating within the agen-
cy’'s debt ratings calegory. The numerical modifier 1 indicates that our long-term
debt ranks in the higher end of the A category. The Moody's rating outlook is an
opinion regarding the likely direction of an issuer’s rating over the medium-term,
Rating outlooks fall into the following six categories: positive, negative, stable,
devetoping, ratings under review and no outlook.

Meody's Investors Service’s rating for Siemens’ short-term corporate credit and
commercial paper is P-1, the highest available rating in the prime rating system,
which assesses issuers’ ability to honor senior financial obligations and contracts.
It applies to senior unsecured abligations with an original maturity of less than
one year.

In addition, Moody's Investors Service published a credit opinion. The most
recent credit opinion for Siemens as of November 13, 2007 classified the liquidity
profile of the Company as “very healthy”.

Standard & Poor’s rates Siemens’ long-term corporate credit AA-. On June 15,
2007 Standard & Poor’s resolved the “CreditWatch negative”, dated April 26, 2007
and kept a “negative” outlook. Within Standard & Poor's long-term issue and
issuer credit ratings, an obligation rated AA has the second highest rating cate-
gory assigned. The modifier “-" indicates that Siemens’ long-term debt ranks in
the lower end of the AA category. The Standard & Poor's rating outlook is an opin-
ion regarding the likely direction of an issuer’s rating over the medium-term. Rat-
ing outlooks fall into the following four categories: Positive, Negative, Stable and
Developing. Outlooks have a time frame of typically two years. Ratings appear on
CreditWatch when an event or deviation from an expected trend has occurred or is
expected, and additional information is necessary to take a rating action. A rating
review will normally be completed within approximately 90 days, unless the out-
come of a specific event is pending.

Siemens’ short-term debt and commercial paper is rated A-1+ within Standard
& Poor's short-term issue credit ratings, giving Siemens the highest-ranking
short-term rating.




Nutes to Consolidated Financial Statements
On millions of €, except where otherwise stated and per share amounts)

28 Commitments and contingencies

Guarantees and other commitments
The following table presents the undiscounted amount of maximum potential
[uture payments for each major group of guarantee:

September 30,
2007 2006
Guarantees
Credit guarantees 386 666
Guarantees of third-party performance 1,995 1,125
Herkules obligations 4,200 -
Other guarantees 1,882 528
8,463 2,319

Credit guarantees cover the financial obligations of third parties in cases where
Siemens is the vendor and/or contractual partner. These guarantees generally pro-
vide that in the event of default or non-payment by the primary debtor, Siemens
will be required to settle such financial obligations. In addition, Siemens provides
credit guarantees generally as credit-line guarantees with variable utilization to
joint ventures and associated and related companies. The maximum amount of
these guarantees is subject to the outstanding balance of the credit or, in case
where a credit line is subject to variable utilization, the nominal amount of the
credit line. These guarantees usually have terms of between one and five years.
Except for statutory recourse provisions against the primary debtor, credit guar-
antees are generally not subject to additional contractual recourse provisions. As
of September 30, 2007 and 2006, the Company has accrued €13 and €24, respec-
tively, relating to credit guarantees. ‘

Furthermore, Siemens issues Guarantees of third-party performance, which
include performance bends and guarantees of advanced payments in cases where
Siemens is the genera! or subsidiary partner in a consortium. In the event of non-
fulfillment of contractual ohligations by the consortium partner(s), Siemens wiil
be required to pay up to an agreed-upon maximum amount. These agreements
span the term of the contract, typically ranging from three months to seven years.
Generally, consortium agreements provide for fallback guarantees as a recourse
provision among the consortium partners. No significant liability has been recog-
nized in connection with these guarantees.

The Federal Republic of Germany has commissioned a consortium consisting
of $15 and 1BM Deutschland GmbH (IBM) to modernize and operate the non-mili-
tary information and communications technelogy of the German Federal Armed
Forces (Bundeswehr). This project is called HERKULES. A project company, BWI
Informationstechnik GmbH (BWI) will provide the services required by the terms
of the contract. SIS is a shareholder in the project company. The total contract
value amounts to a maximum of approximately €6 billion, In connection with the
consortium and execution of the contract between BWI and the Federal Republic of
Germany in December 2006, Siemens issued several guaranlees connected to each
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other legally and economically in favor of the Federal Republic of Germany and
of the consortium member IBM. The guarantees ensure that BWI has sufficient
resources to provide the required services and to fulfill its contractual obliga-
tions, These guarantees are listed as a separate item “HERKULES obligations” in
the table above due to their compound and multilayer nature. Total future pay-
ments potentially required by Siemens amount to €4.2 billion and will be reduced
by approximately €400 per year over the 10-year contract period. Yearly payments
under these guarantees are limited to €400 plus, if applicable, a maximum of €90
in unused guarantees carried forward from the prior year.

Other guarantees include indemnifications issued in connection with disposi-
tions of business entities. Such indemnifications protect the buyer from tax, legal
and other risks related to the purchased business entity. As of September 30, 2007
and 2006, the total accruals for Other guarantees amounted to €102 and €129,
respectively.

The increase in Guarantees of third-party performance and Other guarantees in
fiscal 2007 is due primarily to the contribution of the carrier-related operations
into NSN at the beginning of April 2007. As of September 30, 2007, Other guaran-
tees therefore includes the amounts related to the indemnification provisions
related to the contribution of the carrier-related operations into NSN (see Note 4
for further information).

As of September 30, 2007, future payment obligations under non-cancellable
cperating leases are as follows:

2008 581
2009 475
2010 362
2011 261
2012 220
Thereafter 551

Tota! operating rental expense for the years ended September 30, 2007 and
2006 was €875 and €816, respectively.

As of September 30, 2007 and 2006, the Company has commitments 1o make
capital contributions of €103 and €173, respectively, to other non-consolidated
companies.

The Company is jointly and severally liable and has capital contribution obli-
gations as a partner in commercial partnerships and as a participant in various
consortiums.
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29 Legal Proceedings

Public prosecutors and other government authorities in jurisdictions around the
world are conducting investigations of Siemens AG and its consolidated subsidiar-
ies (hereinafter “Siemens” or the “Company” shall refer to Siemens AG and, unless
the context otherwise requires, to its consolidated subsidiaries) and certain of its
current and former employees regarding allegations of public corruption, includ-
ing criminal breaches of fiduciary duty including embezzlement, as well as brib-
ery, money laundering and tax evasion, among others. These investigations
involve allegations of corruption at a number of Siemens' business Groups.

The Munich public prosecutor continues to conduct an investigation of certain
current and former employees of the Company on suspicion of criminal breaches
of fiduciary duty including embezzlement, as well as bribery and tax evasion. To
date, the Munich prosecutor has conducted searches of Company premises and
private homes and several arrest warrants have been issued for current and for-
mer employees, including former members of senior management, who are or
were associaled with the former Com Group and the Company. In addition, the
Munich prosecutor has recently sought and received information from two Ger-
man subsidiaries of the Company in connection with an investigation of allega-
tions of criminal breach of fiduciary duty against a former employee and
unnamed others,

On October 4, 2007, pursuant to the application of the Munich prosecutor, the
Munich district court imposed a fine of €201 on Siemens. According to the court’s
decision, a former manager of the former Com Group committed bribery of for-
eign public officials in Russia, Nigeria and Libya in 77 cases during the period
from 2001 to 2004 for the purpose of obtaining contracts on behalf of the Com-
pany, whereby he acted in concert with others. In determining the fine, the court
based its decision on unlawfully obtained economic advantages in the amount of
at least €200 which the court determined the Company had derived from illegal
acts of the former employee, to which an additional fine in the amount of €1 was
added.

The decision of the Munich district court and the settlement (tatsédchliche Ver-
stdndigung) entered into the same day with the German tax authorities, conclude
the German investigations into illegal conduct and tax violations only as they
relate to Siemens AG and only as to the former Com Group.

As previously reported, there are ongoing investigations in Switzerland, ltaly,
and Greece. These investigations relate to allegations that certain current and for-
mer employees of the former Com Group opened slush fund accounts abroad and
operated a system to misappropriate funds from the Company and, specifically,
that these individuals siphoned off money from Com via off-shore companies and
their own account in Switzerland and Liechtenstein. The Company has learned
that Liechtenstein prosecutors have transferred their investigation to Swiss and
Munich prosecutors.

As previously reported, Milan and Darmstadt prosecutors have been investi-
gating allegations that former Siemens employees provided improper benefits to
former employees of Enel in connection with Enel contracts. In Italy, tegal pro-
ceedings against two former employees ended when the “patteggiamento™ (plea
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bargaining procedure without the admission of guilt or responsibility) by the
charged employees and Siemens AG entered into force in November 2006. Prose-
cutors in Darmstadt brought charges against two other former employees not
covered by the “patteggiamento”. In May 2007, the Regional Court of Darmstadt
sentenced one former employee to two years in prison, suspended on probation,
on counts of commercial bribery and embezzlement. Another former employee
was sentenced to nine months in prisen, suspended on probation, on counts of
aiding and abetting commercial bribery. In connection with these sentences, Sie-
mens AG was ordered to disgorge €38 of profits. The prosecutors and both defen-
dants have appealed the decision of the Regional Court of Darmstadt. Siemens AG
has also appealed the decision with respect to the disgorgement.

As previously reported, in 2004 the public prosecutor in Wuppertal initiated an
investigation against Siemens employees regarding allegations that they partici-
pated in bribery related to the awarding of an EU contract for the refurbishment of
a power plant in Serbia in 2002. In August 2007, the public prosecutor conducted
searches of the premises of the PG Group in Erlangen, Offenbach and Karlsruhe in
relation to this investigation. The investigation is ongoing.

In addition, there is a significant number of ongoing investigations into allega-
tions of public corruption invelving the Company, certain of its current and for-
mer employees or projects in which the Company is involved in a number of juris-
dictions around the world, including China, Hungary, Indonesia, Israel, Italy,
Nigeria, Norway and Russia, among others. Specific examples include the follow-

ing:

I There are currently numerous public corruption-related governmental investi-
gations in China, involving several divisions of Siemens Ltd. China, primarily
Med, but also A&D and SIS. The investigations have been initiated by prosecutors
in several regions and provinces, including Guangdong, Jilin, Xi'an, Wuxi,
Shanghai, Ting Hu, Shandong, Hunan, and Guiyang.

1 Siemens Zrt. Hungary and certain of its employees are being investigated by
Hungarian authorities in connection with allegations concerning suspicious
payments in connection with consulting agreements with a variety of shell cor-
porations and bribery relating to the awarding of a contract for the delivery of
communication equipment to the Hungarian Armed Forces.

§ The public prosecutor in Kalimantan Province, Indonesia, has charged the head
of the Med division of Siemens PT Indonesia in connection with allegations that
he participated in bribery, fraud, and overcharging related to the awarding of a
contract for the delivery of medical equipment to a hospital in 2003.

0 Authorities in Nigeria have conducted a search of Siemens premises in connec-
tion with an investigation into alleged illegal payments.

I The Norwegian government is investigating allegations of bribery and over-
charging of the Norwegian Department of Defense related to the awarding of a
contract for the delivery of communication equipment in 2001.

I The public prosecutor in Milan is investigating allegations as to whether two
employees of Siemens S.p.A. made illegal payments to employees of the state-
owned gas and power group ENI,
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As previously reported, the U.S. Department of Justice {(DOJ) is conducting an
investigation of possible criminal violations of U.S. law by Siemens in connection
with the matters described above and other attegations of corruption. During the
second quarter of fiscal 2007, Siemens was advised that the U.S. Securities and
Exchange Commission’s (SEC) enforcement division had converted its informal
inquiry into these matters into a formal investigation. The Company is cooperat-
ing with these investigations.

The SEC and the DOJ are also investigating possible violations of U.S. law by
Siemens in connection with the Oil-for-Food Program. The Company is cooperat-
ing with the SEC and DOJ. A French investigaling magistrate commenced a pretim-
inary investigation regarding the participation of French companies, including
Siemens France S5.A.S,, in the Oil-for-Food Program. German prosecutors also
began an investigation in this matter and conducted searches of Company prem-
ises and private homes in Erlangen and Berlin in August 2007. Siemens is cooper-
ating with the authorities in France and Germany. '

As aresult of the above described matters and as a part of its policy of coopera-
tion, Siemens contacted the World Bank and offered to assist the World Bank in
any matter that might be of interest to the World Bank. Since that time, Siemens
has been in contact with the World Bank Department of Institutional Integrity and
intends to continue its policy of cooperation,

In February 2007, the Company announced that public prosecutors in Nurem-
berg are conducting an investigation of certain current and former employees of
the Company on suspicion of criminal breach of fiduciary duties against Siemens,
tax evasion and a viclation of the German Works Council Constitution Act
(Betriebsverfassungsgesetz). The investigation relates to an agreement entered
into by Siemens with an entity controlled by the former head of the independent
employee association AUB (Arbeitsgemeinschaft Unabhdngiger Betriebsangehdiri-
ger). The prosecutors are investigating payments made during the period 2001 to
2006 for which Siemens may not have received commensurate services in return.
The former head of AUB was arrested in February 2007. Since February, searches
have been conducted at several Siemens AG premises and private homes and an
arrest warrant was issued for a member of the Managing Board, in connection
with this investigation, who was taken into custody. This execulive's term has
expired and he therefore is no longer a member of the Managing Board. In addi-
tion to this former member of the Managing Board, other current and former
members of the Company’s senior management have been named as suspects in
this matter. In April 2007, the former member of the Managing Board posted bail
in the amount of €5 and was released from custody. In this connection, a bank
issued a bond (Bankbirgschalt) in the amount of €5, €4,5 of which was guaranteed
by the Company pursuant to provisions of German law. The former member of the
Managing Beard has provided the Company a personal undertaking to cooperate
with and fully support the independent investigation conducted by Debeveise &
Plimpton LLP (Debevoise), as described below, and to repay all costs incurred and
payments made by the Company in connection with the bank guarantee in the
event he is found to have violated his obligations to the Company in connection
with the facts under investigation by the Nuremberg prosecutors. The investiga-
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tion into the allegations involving the Company’s relationship with the former
head of AUB and the AUB has also been included within the scope of the investiga-
tion being conducted by Debevoise. In April 2007, the labor union IG Metall lodged
a criminal complaint against unknown individuals on suspicion that the Company
breached the provisions of Section 119 of the Works Council Constitution Actby
providing undue preferential support to AUB in connection with elections of the
members of the Company’s works councils.

In February 2007, an alleged holder of American Depositary Shares of the Com-
pany filed a derivative lawsuit with the Supreme Court of the State of New York
against certain current and former members of the Company’s Managing and
Supervisory Boards as well as against the Company as a nominal defendant, seek-
ing various forms of relief relating to the allegations of corruption and related
violations at Siemens. The suit is currently stayed.

The Company has engaged Debevoise, an independent external law firm, to
conduct an independent and comprehensive investigation to determine whether
anti-corruption regulations have been violated and to conduct an independent
and comprehensive assessment of the compliance and control systems of Siemens.
Debevoise reports directly and exclusively to the Compliance Committee of the
Supervisory Board (formerly the Audit Committee) and is being assisted by foren-
sic accountants from the international accounting firm Deloitte & Touche. Debev-
oise’s investigation of allegations of corruption at the former Com Group, the
Company's other Groups and at regional Siemens subsidiaries is ongoing.

The Company has conducted an analysis of the impact on the Company's con-
solidated financial statements of issues raised by allegations of violations of anti-
corruption legislation. As previously reported, within the former Com Group, the
Company’s other Groups and regional companies a number of Business Consul-
tant Agreements (BCAs) and similar sales-related arrangements have been identi-
fied. The Company has identified a large volume of payments made in connection
with these contracts as well as other payments for which the Company has not
been able either to establish a valid business purpose or to clearly identify the
recipient. These payments raise concerns in particular under the Foreign Corrupt
Practices Act (FCPA) in the United States, anti-corruption legislation in Germany
and similar legislation in other countries. The payments identified were recorded
as deductible business expenses in prior periods in determining income tax provi-
sions. As previously reported, the Company’s investigation determined that cer-
tain of these payments were non-deductible under tax regulations of Germany
and other jurisdictions.
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In fiscal 2007, the Company substantially completed its analysis of the tax
deductibility of payments under the BCAs and other sales-related agreements
with third-party intermediaries identified at the former Com Group, the remain-
ing Groups and in regional companies. In fiscal 2007, the Company also substan-
tially completed its risk-based analysis of cash and check payments at the former
Com Group, the Company’s other Groups and in regional companies, for which
limited documentation was availahle, and which may also raise concerns under
the FCPA and anti-corruption legislation in Germany and other countries.

The Company has accounted for income tax-related charges with respect to
fiscal 2000-2006 and adjusted comparative amounts for fiscal 2005 and 2006 as
reported under Note 2.

The Company remains subject to corruption-related investigations in the U.S.
and other jurisdictions around the world. As a result, additional criminal or civil
sanctions could be brought against the Company itself or against certain of its
employees in connection with possible violations of law, including the FCPA. In
addition, the scope of pending investigations may be expanded and new investiga-
tions commenced in connection with allegations of bribery and other illegal acts.
The Company’s operating activities, financial results and reputation may also be
negatively affected, particularly due to imposed penalties, disgorgements, com-
pensatory damages, the formal or informal exclusion from public procurement
contracts or the loss of business licenses or permits, In addition to the fine
imposed by the Munich district court mentioned above and certain immaterial
non-German tax penalties, no material expenses or provisions [or any such penal-
ties or damages have been recorded as management does not yet have enough
information to reliably estimate such amounts. We expect that we will need to
record expenses and provisions in the future for fines, penalties or other charges,
which could be material, in connection with the investigations. We will also have
to bear the costs of continuing investigations and related legal proceedings, as
well as the costs of on-going compliance remediation efforts. Furthermore,
changes affecting the Company’s course of business or changes to its compliance
programs beyond those already taken may turn out to be required.

In addition to the proceedings described above, the Company is aiso involved
in a number of anti-trust and other tegal proceedings:

A Mexican governmental control authority barred Siemens Mexico from bid-
ding on public contracts for a period of three years and nine months beginning
November 30, 2005. This proceeding arose [tom allegations that Siemens Mexico
did not disclose alleged minor tax discrepancies when it was signing a public con-
tract in 2002. Upon appeal by Siemens Mexico, the execution of the debarment
was stayed on December 13, 2005 and subsequently reduced to a period of four
months. Upon further appeal, the execution of the reduced debarment was stayed
by the competent Mexican court in April 2006. A linal decision on the appeal has
not yet been announced.

283

———
3.4

otes 1o Consolidated Financial Statements

o



284  Nawes o Consolidared Fingncial Statements
(i mithons ¢f €, excep: whele otherwise stated ana per share amounts)

In February 2007, Siemens Medical Solutions USA, Inc. {(SMS) announced that it
had reached an agreement with the U.S. Attorney’s Office for the Northern District
of Illinois to settle allegations made in an indictment filed in January 2006. The
agreement resolves all allegations made against SMS in the indictment. Under the
agreement, SMS has pled guilty to a single federal criminal charge of obstruction
of justice in connection with civil litigation that followed a bid to provide radiol-
ogy equipment to Cook County Hospital in 2001. In addition, SMS has agreed to
pay a fine of U.$.$1 million and restitution of approximately 11.5.$1.5 million.

In December 2006, the Japanese Fair Trade Commission (FTC) searched the
offices of more than ten producers and dealers of healthcare equipment, including
Siemens Asahi Medical Technologies Ltd., in connection with an investigation into
possible anti-trust violations. Siemens Asahi Medical Technologies is cooperating
with the FTC in the ongoing investigation.

In February 2007, the French Competition Authority launched an investigation
into possible anti-trust violations involving several companies active in the field
of suburban trains, including Siemens Transportation Systems 5.A.S. in Paris,
and the offices were searched. The Company is cooperating with the French Com-
petition Authority.

In February 2007, the Norwegian Competition Authority launched an investi-
gation into possible anti-trust violations involving Norwegian companies active in
the field of fire security, including Siemens Building Technologies AS. The Com-
pany is cooperating in the ongoing investigation with the Norwegian Competition
Authority. The Norwegian Competition Authority has not yet announced a sched-
ule for the completion of the investigation.

In February 2007, the European Commission launched an investigation into
possible anti-trust violations involving European producers of power transform-
ers, including Siemens AG and VA Tech, which Siemens acquired in July 2005. The
German Anti-trust Authority (Bundeskarte/lamt) has become involved in the pro-
ceeding and is responsible for investigating those allegations which relate to the
German market. Power transformers are electrical equipment used as major com-
ponents in electric transmission systems in order to adapt voltages. The Company
is cooperating in the ongoing investigation with the European Commission and
the German Anti-trust Authority. The European Commission and the German
Anti-trust Authority have not yet announced a schedule for the completion of their
investigation.

In April 2007, Siemens AG and VA Tech [iled actions before the European Court
of First Instance in Luxemburg against the decisions of the Eurcpean Commaission
dated January 24, 2007, to fine Siemens and VA Tech for alleged antitrust viola-
tions in the European Market of high-voltage gas-insulated switchgear between
1988 and 2004. Gas-insulated switchgear is electrical equipment used as a
major component for turnkey power substations. The fine imposed on Siemens
amounted to €396.6. The fine imposed on VA Tech, which Siemens AG acquired in
July 2005, amounted to €22.1. VA Tech was declared jointly liable with Schneider
Electric for a separate fine of €4.5. The European Court of First Instance has not
yet issued a decision. Furthermore, authorities in Brazil, New Zealand, the Czech
Republic, Slovakia and South Africa are conducting investigations into the same
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poessible anti-trust violations, On October 25, 2007, upon the Company’s appeal, a
Hungarian competition court reduced administrative fines imposed on Siemens
AG [rom €0.3 to €0.1 and from €0.6 to €0.1 regarding VA Tech.

In April 2007, the Polish Competition Authority launched an investigation
against Siemens 5p. z 0.0. Poland regarding possible anti-trust violations in the
market for the maintenance of diagnostic medical equipment. The Company is
cooperating in the ongeing investigation with the Polish Competition Authority.

In June 2007, the Turkish Anti-trust Agency confirmed its earlier decision to
impose a fine of appreximately €6 on Siemens AS Turkey based on alleged anti-
trust violations in the traffic lights market. Siemens Turkey has appealed this
decision and this appeal is still pending. It is possible that as a result of this deci-
sion, Siemens could be debarred from participating in public sector tender offers
in Turkey for a one to two year period.

The Company requested arbitration against the Republic of Argentina before
the International Center for Settlement of Investment Disputes (ICSID) of the
World Bank. The Company claimed that Argentina unlawfully terminated the
Company's contract for the development and operation of a system for the produc-
tion of identity cards, border control, collection of data and voters’ registers and
thereby violated the Bilateral Investment Protection Treaty between Argentina
and Germany (BIT}). The Company sought damages for expropriation and vielation
of the BIT of approximately U.5.$500 million. Argentina disputed jurisdiction of
the ICSID arbitration tribunal and argued in favor of jurisdiction of the Argentine
administrative courts. The arbitration tribunal rendered a decision on August 4,
2004, finding that it had jurisdiction over Siemens’ claims and that Siemens was
entitled to present its claims. A hearing on the merils of the case took place before
the ICSID arbitration tribunal in Washington in October 2005, A unanimous deci-
sion on the merits was rendered on February 6, 2007, awarding Siemens compen-
sation in the amount of U.5.$217.8 million on account of the value of its invest-
ment and consequential damages, plus compound interest thereon at a rate of
2.66% since May 18, 2001. The tribunal also ruled that Argentina is obligated to
indemnify Siemens against any claims of subcontractors in relation to the project
{amounting to approximately U.5.$44 million) and, furthermore, that Argentina
would be obligated to pay Siemens the full amount of the contract pecformance
bond (U.5.$20 million) in the event this bond was not returned within the time
period set by the tribunal (which period subsequently elapsed without delivery).
On June 4, 2007, Argentina filed with the ICSID an application for the annulment
and stay of enflorcement of the award, alleging serious procedural irregularities.
An ad hoc committee has been appointed to consider Argentina's application.
Siemens currently expects that the ad hoc committee will not render a decision
before 2009.

Information required under IAS 37 Provisions, Contingent Liabilities and Contin-
gent Assets is not disclosed for certain legal proceedings, if the Company con-
cludes that the disclosure can be expected to prejudice seriously the outcome of
the litigation.
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Siemens AG and its subsidiaries have been named as defendants in various
other legal actions and proceedings arising in connection with their activities as a
global diversified group. Some of these pending proceedings have been previously
disclosed. Some of the legal actions include claims {or substantial compensatory
or punitive damages or claims for indeterminate amounts of damages. Siemens
is from time to time also involved in regulatory investigations beyond those
described above. Siemens is cooperating with the relevant authorities in several
jurisdictions and, where appropriate, conducts internal investigations regarding
potential wrongdoing with the assistance of in-house and external counsel. Given
the number of legal actions and other proceedings to which Siemens is subject,
some may result in adverse decisions. Siemens contests actions and proceedings
when it considers it appropriate. In view of the inherent difficulty of predicting
the outcome of such matters, particularly in cases in which claimants seek sub-
stantial or indeterminate damages, Siemens often cannot predict what the even-
tual loss or range of loss related to such matters will be. Although the final
resolution of these matters could have a material effect on Siemens’ consolidated
operating results for any reporting period in which an adverse decision is ren-
dered, Siemens believes that its consolidated financial position should not be
materially affected by the matters discussed in this paragraph.

30 Additional discfosures on financial instruments
This section gives a comprehensive overview of the significance of linancial
instruments for Siemens and provides additional information on balance sheet
items that contain financial instruments.

The fellowing table presents the carrying amounts of each category of finan-
cial assets and liabilities:

September 30,

2007 2006
Financial assets
Cash and cash equivalents 4,005 10,214
Available-for-sale financiat assets 935 1,450
Loans and receivables 21,428 21,060
Financial assets held for trading 576 338
Oerivatives with a hedging relationship 367 308

27,311 33,370

Financial liabilities

Financial liabilities measured at amortized cost 25,926 24,540
Financial liabilities held far trading 657 360
Derivatives with a hedging relationship 260 123

26,843 25,023
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The following table presents the fair values and carrying amounts of financial
assets and liabilities measured at cost or amortized cost:

September 30, 2007 September 30, 2006
Carrying Carrying
Fairvalue  amopunt Fairvalue amount

Financial assets measured at cost or amortized cost

Cash and cash equivalents 4,005 4,005 10,214 10,214
Available-for-sale financial assets* - 655 - 710
Trade and other receivables 18,163 18,163 18,428 18,428
Qther non-derivative financial assets 3,265 3,265 2,632 2,632
Financial tiabilities measured at cost or amortized cost
Trade payables 8,431 B,43% 8,497 8,497
Notes and bonds 8,897 8,889 13,238 13,157
Loans from banks and other financial indebtedness 6,287 6,322 1.831 1,823
Obligations under finance leases 277 286 317 317
Other non-derivative financial liabilities 1,998 1,998 746 746

* This caption consists of equity instruments classified as available-for-sale, for which a fair vafue could not be
reliatly measured and which are recognized at cost.

The fair values of cash and cash equivalents, current receivables, trade pay-
ables, other current financial liabilities and commercial paper and borrowings
under revolving credit facilities approximate their carrying amount largely due to
the short-term maturities of these instruments.

Long-term fixed-rate and variable-rate receivables, including receivables from
finance leases, are evaluated by the Company based on parameters such as inter-
est rates, specific country risk factors, individual creditworthiness of the cus-
tomer and the risk characteristics of the financed project. Based on this evalua-
tion, allowances are taken to account for the expected losses of these receivables.
As of September 30, 2007 and 2006, the carrying amounts of such receivables, net
of allowances, approximate their fair values.

The fair value of quoted notes and bonds is based on price quotations at the
balance sheet date. The fair value of unquoted notes and bonds, loans from banks
and other financial indebtedness, obligations under finance leases as well as other
non-current financial liabilities is estimated by discounting future cash flows
using rates currently available for debt of similar terms and remaining maturi-
ties.
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Financial assets and liabilities measured at fair value are presented in the
following table:

September 30,
2007 2006
Financial assets measured at fair value

Available-for-sale financial assets 280 740
Derivative financial instruments 943 646
Without hedging refationship 459 232
In connection with foir value hedges 176 236
In connection with cosh flow hedges 191 72
Embedded derivatives 167 106

Financial liabilities measured at fair value
Derivative financial instruments 917 483
Without hedging relationship 403 181
In connection with fair value hedges 103 5
In connection with cosh flow hedges 157 118
Embedded derivatives 254 179

Fair values for available-for-sale financial assets are derived from quoted mar-
ket prices in active markets, if available. In certain cases, fair values are estimated
using a valuation technique.

The Company enters into derivative financial instruments with various coun-
terparties, principally financial institutions with investment grade credit ratings.
The calculation of fair values for derivative financial instruments depends on the
type of instruments:

Derivative interest rate contracts — The fair values of derivative interest rate
contracts (e.g. interest rate swap agrcements) are estimated by discounting
expected future cash flows using current market interest rates and yield curve
over the remaining term of the instrument. Interest rate options are valued on the
basis of quoted market prices or on ¢stimates based on option pricing models.

Derivative currency contracts - The fair value of forward foreign exchange
contracts is based on forward exchange rates. Currency options are valued on the
basis of quoted market prices or on estimates based on option pricing models.

Credit default swaps - The fair value of credit default swaps is calculated by
comparing discounted expected future cash flows using current bank conditions
with discounted expected future cash flows using contracted conditions.

In determining the fair values of the derivative financial instruments, certain
compensating effects from underlying transactions (e.g. firm commitments and
anticipated transactions} are not taken into consideration.
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Nct gains (losses) of financial instruments are as foliows:

September 30,
2007 2006
Available-for-sale financial assets (66) 69
Loans and receivables (158) (86)
Financial liabilities measured at amortized cost 57 7
Financial assets and financial liabilities held for trading 60 {43)

Net gains (losses) on available-for-sale financial assets include impairment
losses, gains or losses on derecognition and the ineffective portion of {air value
hedges. For the amount of unrealized gains or losses on available-for-sale finan-
cial assets recognized directly in equity during the fiscal year and the amount
removed from equity and recognized in net income for the fiscal year see Other
components of equity in Note 26.

Net losses on loans and receivables contain changes in valuation allowances,
gains or losses on derecognition as well as recoveries of amounts previously
written-off.

Net gains on financial liabilities measured at amortized cost are comprised of
gains or losses from derecognition and the ineffective portion of fair value
hedges.

Net gains (losses) on financial assets and financial liabilities held for trading
consist of changes in the fair value of derivative financial instruments (including
interest income and expense), for which hedge accounting is not applied.

31 Derivative financial instruments and hedging activities
As part of the Company’s risk management program, a variety of derivative finan-
cial instruments are used to reduce risks resulting primarily from fluctuations in
foreign currency exchange rates and interest rates, as well as to reduce credit
risks. For additional information on the Company’s risk management strategies,
including the use of derivative financial instruments to mitigate or eliminate cer-
tain of these risks, see also Note 32,

The fair values of each type of derivative financial instruments are as follows:

September 30, 2007  September 30, 2006
Asset  Liability Asset  Liability

Foreign currency exchange contracts 602 420 171 242

Interest rate swaps and combined

interesticurrency swaps 175 239 298 59

Cptions 19 - 21 -

Embedded derivatives 107 254 106 179

Other 40 4 50 3
943 917 646 433
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Foreign currency exchange risk management
As described in Note 32, the Company employs various derivative financial instru-
ments in order to mitigate or eliminate certain foreign-currency exchange risks.

Derivative financial instruments not designated as hedges

The Company manages its risks associated with fluctuations in foreign-currency-
denominated receivables, payables, debt, firm commitments and anticipated
transactions and to some extent planned transactions primarily through a Com-
pany-wide portfolio approach. This approach concentrates the associated Com-
pany-wide risks centrally, and various derivative financial instruments, primarily
foreign exchange contracts and, to a lesser extent, interest rate and cross-cur-
rency interest rate swaps and options, are utilized to minimize such risks. Sucha
strategy dees not qualify for hedge accounting treatment under 1AS 39, all such
derivative financial instruments are recorded at fair value on the Consolidated
Balance Sheets, either as Other current financial assets or Other current financial
liahitities, and changes in fair values are charged to net income (loss).

The Company also has foreign-currency derivative instruments, which are
embedded in certain sale and purchase contracts denominated in a currency
other than the functional currency of the significant parties to the contract, prin-
cipally the U.5.$. Gains or losses relating to such embedded foreign-currency
derivatives are reported in Cost of goods sold and services rendered in the Consoli-
dated Statements of Income.

Hedging activities

The Company’s operating units applied hedge accounting for certain significant
anticipated transactions and firm commitments denominated in foreign curren-
cies. Specifically, the Company entered into foreign exchange contracts to reduce
the risk of variability of future cash flows resulting from forecasted sales and pur-
chases and firm commitments resulting from its business units entering into
long-term contracts {project business) and standard product business which are
denominated primarily in U.5.$,

Cash flow hedges - Changes in fair value of forward exchange contracts that
were designated as foreign-currency cash flow hedges are recorded in Other com-
penenis of equity. During the years ended September 30, 2007 and 2006, net gains
of €1 and €3, respectively, were reclassified from Other components of equity into
net income (loss) because the eccurrence of the related hedged forecasted trans-
action was no longer probable.

It is expected that €119 of net deferred gains in Other components of equity will
be reclassified into Cost of goods sold and services rendered during the year ended
September 30, 2008, when the hedged forecasted lforeign-currency denominated
sales and purchases occur.

As of September 30, 2007, the maximum length of time over which the Com-
pany is hedging its future cash flows associated with foreign-currency forecasted
transactions is 184 months.
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Fair value hedges - As of September 30, 2007 and 2006, the Company hedged
firm commitments using forward exchange contracts that were designated as for-
eign-currency fair value hedges of future sales related primarily te the Company's
proiect business and, to a lesser extent, purchases. As of September 30, 2007 and
2006, the hedging transactions resulted in the recognition of financial assets of
€2 and €6, respectively, and financial liabilities of €31 and €7, respectively, for the
hedged firm commitments, whose changes in fair value were charged to Cost of
goods sold and services rendered. Changes in fair value of the derivative contracts
were also recorded in Cost of goods sold and services rendered.

Interest rate risk management

Interest rate risk arises from the sensitivity of financial assets and liabilities to
changes in market rates of interest. The Company seeks to mitigate such risk by
entering into interest rate derivative financial instruments such as interest rate
swaps {see also Note 32), options and, to a lesser extent, cross-currency interest
rate swaps and interest rate futures,

Derivative financial instruments not designated as hedges

The Company uses a portfolio-based approach to manage its interest rate risk
associated with certain interest-bearing assets and liabilities, primarily interest-
bearing investments and debt obligations. This approach focuses on mismatches
in the structure of the interest terms of these assets and liabilities without refer-
ring to specific assets or liabilities. Such a strategy does not qualify for hedge
accounting treatment under 1AS 39, Financial Instruments: Recognition and Mea-
surement. Accordingly, all interest rate derivative instruments used in this strat-
egy are recorded at fair value, either as Other current financial assets or Other cur-
rent financial Habilities, and changes in the fair values are charged to Financial
income (expense), net. Net cash receipts and payments relating to interest rate
swaps used in offsetting relationships are also recorded in Financial income
{expense), nei,

Fair value hedges of fixed-raie debt obligations

Under the interest rate swap agreements outstanding during the year ended Sep-
tember 30, 2007, the Company agrees to pay a variable rate of interest multiplied
by a notional principle amount, and receive in return an amount equal to a speci-
fied fixed rate of interest multiplied by the same notional principal amount. These
interest rate swap agreements offset an impact of future changes in interest rates
on the fair value of the underlying fixed-rate debt obligations. The interest rate
swap contracts are reflected at fair value in the Company’s Consolidated Balance
Sheets and the related portion of fixed-rate debt being hedged is reflected at an
amount equal to the sum ol its carrying amount plus an adjusitment representing
the change in fair value of the debt obligations attributable to the interest rate
risk being hedged. Changes in the fair value of interest rate swap contracts and
the offsetting changes in the adjusted carrying amount of the related portion of
fixed-rate debt being hedged, are recognized as adjustments {o the line item
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Financial income (expense}, net in the Consolidated Statements of Income. The net
effect recognized in Financial income (expense), ret, representing the ineffective
portion of the hedging relationship, amounted to €7 in fscal 2007. Net cash
receipts and payments relating to such interest rate swap agreements are
recorded as interest expense, which is part of Financial income (expense), net.

The Company had interest rate swap contracts to pay variable rates of interest
(average rate of 5.2% and 5.0% as of September 30, 2007 and 2006, respectively)
and received fixed rates of interest (average rate of 5.7% and 5.7% as of September
30, 2007 and 2006, respectively). The notional amount of indebtedness hedged as
of September 30, 2007 and 2006 was €7,326 and €5,752, respectively. This resulted
in 82% and 44% of the Company’s underlying notes and bonds being subject to
variable interest rates as of September 30, 2007 and 2006, respectively. The
notional amounts of these contracts mature at varying dates based on the matu-
rity of the underlying hedged items. The net fair value of interest rate swap con-
tracts (excluding accrued interest) used (o hedge indebtedness as of September
30, 2007 and 2006 was €20 and €207, respectively.

Fair value hedges of available-fer-sale financial assets

During the year ended September 30, 2007, the Company applied fair value hedge
accounting for certain fixed-rate available-for-sale financial assets. To offset the
impact of future changes in interest rates on the fair value of the underlying
fixed-rate available-for-sale financial assets, interest rate swap agreements were
entered into. The intercst rate swap contracts and the refated portion of the avail-
able-for-sale financial assets are reflected at fair value in the Company’s Consoli-
dated Balance Sheets. Changes in the fair value of interest rate swap contracts and
the offsetting changes in fair value of the available-for-sale financial assets being
hedged attributable to the interest rate risk being hedged are recognized as
adjustments to the line item Financial income (expense), net in the Consolidated
Statements of Income. The net effect recognized in Financial income (expense), net,
representing the ineffective portion of the hedging relationship, amounted to €9
in fiscal 2007.

Cash flow hedges of revolving term deposits

During the years ended September 30, 2007 and 2006, the Company applied cash
flow hedge accounting for a revolving term deposit. Under the interest rate swap
agreements entered into, the Company agrees to pay a variable rate of interest
multiplied by a notional principle amount, and to receive in return an amount
equal to a specified fixed rate of interest multiplied by the same notional principal
amount. These interest rate swap agreements offset the effect of future changes in
interest payments of the underlying variable-rate term deposit. The interest rate
swap contracts are reflected at lair value and the effective portion of changes in
fair value of the interest rate swap contracts that were designated as cash flow
hedges are recorded in Other components of equity. Net cash receipts and payments
relating to such interest rate swap agreements are recorded as interest income,
which is part of Financial income {expense), net.
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32 Financial risk management

Market risks

Market fluctuations may result in significant cash-flow and profit volatility risk for
Siemens. Its worldwide operating business as well as its investment and financing
activities are affected by changes in foreign exchange rates, interest rates and
equity prices. To optimize the allocation of the financial resources across the
Groups, as well as to secure an optimal return for its sharcholders, Siemens iden-
tifies, analyzes and proactively manages the associated financial market risks.
The Company seeks to manage and control these risks primarily through its regu-
lar operating and financing activities, and uses derivative instruments when
deemed appropriate.

Management of financial market risk is a key priority for Siemens' Managing
Board. As a member of this Board, the Chief Financial Officer covers the specific
responsibility for this part of the overall risk management system. At the highest
level, the Managing Board retains ultimate accountability. For practical business
purposes, the Managing Board delegates responsibiltties to central functions and
to the Groups. SFS holds a minor trading portfolio which is subject to tight limits.
As of September 30, 2007, it has a value-at-risk close to zero.

Within the various methodologies to analyze and manage risk, Siecmens imple-
mented a system based on “sensitivity analysis”. This tool enables the risk manag-
ers to identify the risk position of the entities. Sensitivity analysis provides an
approximate quantification of the exposure in the event that certain specified
parameters were to be met under a specific set of assumptions. The risk estimates
provided here assume:

1 a 20% decrease in equity prices of all investments traded in an active market,
which are classified as current available-for-sale financial assets;

L asimultaneous, parailel foreign exchange rates shift in which the Euro appreci-
ates against all currencies by 10%;

I a parallel shift of 100-basis points of the interest rate yield curves in all cur-
rencies.

The potential economic impact, due to these assumptions, is based on the occur-
rence of adverse market conditions and reftects estimated changes resulting
from the sensitivity analysis. Actual results that are included in the Consolidated
Statements of Income may differ substantially irom these estimates due to actual
developments in the global financial market.

Any market sensitive instruments, including equity and interest bearing
investments that our Company’s pension plans hold are not included in the fol-
lowing quantitative and qualitative disclosure. For additional information see
Note 23,
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Equity price risk

Siemens’ investment pertfolio consists of direct and indirect investments in pub-
licly traded companies held for purposes other than trading. These participations
result from strategic partnerships, spin-offs, IPOs of strategic venture capital
investments or compensation from M&A transactions.

The equity investments are monitored based on their current market value,
affected by the fluctuations in the volatile stock markets worldwide. The market
value of Siemens’ portfolio as of September 30, 2007 was €197, a reduction of €19
compared to September 30, 2006.

An adverse move in equity prices of 20% as of September 30, 2007 would
reduce the value of Siemens’ equity investments by €39 compared to €43 the year
before, meaning that the equity price risk has slighty decreased year-over-year.

Foreign currency exchange rate risk

Transaction risk and currency management

Siemens’ international operations expose the Company to foreign-currency
exchange risks in the ordinary course of business. The Company employs various
strategies discussed below involving the use of derivative financial instruments
to mitigate or eliminate certain of those exposures.

Foreign exchange rate fluctuations may create unwanted and unpredictable
earnings and cash flow volatility. Each Siemens unit conducting husiness with
international counterparties that leads to [uture cash flows denominated in a cur-
rency other than its functienal currency is exposed to the risk from changes in
foreign exchange rates. The risk is mitigated by closing all types of business
lransactions (sales and procurement of products and services as well as invest-
ment and financing activities) mainly in the functional currency. In addition, the
foreign currency exposure is partly balanced by purchasing of goods, commodi-
ties and services in the respective currencies as well as production activities and
other contributions along the vatue chain in the local markets.

Operating units are prohibited from borrowing or investing in foreign curren-
cies on a speculative basis, Intercompany financing or investments of operating
units are preferably deone in their functional currency or on a hedged basis.

Siemens has established a foreign exchange risk management system that has
an established track record for years. Each Siemens unit is responsible for record-
ing, assessing, monitoring, reporting and hedging its foreign currency transac-
tion exposure. The Group-wide binding guideline developed by the Corporate
Finance department, provides the concept for the identification and determination
of the single net currency position and commits the units to hedge it in a narrow
band: at least 75% but no more than 100% of their net foreign currency exposure.
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In addition, the Corporaie Finance department provides a framework of the orga-
nizational structure necessary for foreign currency exchange management, pro-
poses hedging strategies and defines the hedging instruments available to the
entities: forward contracts, currency put and call options and stop-loss orders.
The execution of the hedging transactions in the global financial markets is done
by SFS as an exclusive service provider for all Siemens entities on behalf of Corpo-
rate Treasury. SFS executes hedging instruments used for hedge accounting rela-
tionships individually with external counterparts. For other hedging purposes
Siemens has a Company-wide portfolio approach which generates a benefit from
any potential off-set of divergent cash flows in the same currency, as well as opti-
mized transaction costs. For additional information relating to the effect of this
Company-wide portfolio approach on the Consolidated Financial Statements, as
well as for a discussion of hedging activities employed to mitigate or eliminate
foreign currency exchange risks, please refer to Note 31.

The foreign exchange rate sensitivity is calculated by aggregation of the net
foreign exchange rate exposure of the Operations, Financing and Real Estate
Groups and Corporate Treasury. The values and risks are the unhedged positions
multiplied by an assumed 10% appreciation of the Euro against all other curren-
cies. As of September 30, 2007, a parallel 10% negative shift of all foreign curren-
cies would have resulted in a decline of €47 in future cash flows compared to a
decline of €38 the year before. Such decline in Euro values of future cash flows
might reduce the unhedged portien of revenucs but would also decrease the
unhedged portion of cost of materials. Since the Company’s foreign currency
inflows exceed the outflows, an appreciation of the Euro against foreign curren-
cies would have a negative financial impact to the extent that future sales are not
already hedged. Future changes in the foreign exchange rates can impact sales
prices and may lead to margin changes, the extent of which is determined by the
matching of foreign currency revenues and expenses.

Siemens deflines foreign currency exposure generally as balance sheet items in
addition to firm commitments which are denominated in foreign currencies, as
well as foreign currency denominated cash inflows and cash outflows [rom antici-
pated transactions for the following three months, This foreign currency expo-
sure is determined based on the respective functional currencies of the exposed
Siemens’ entities.
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The tables below show the net foreign exchange transaction exposure by major

currencies as of September 30, 2007 and 2006. In some currencies Siemens has
both substantial sales and costs, which have been off-set in the table:

September 30, 2007*
uso GBP Other Total

Gross balance sheet exposure 223 321 208 752

Thereof: Financiol assets 7.858 3,642 4,769 16,269

Thereof: Fingnciol linbilities (7.635) (3.321) (4,561) (15,517}
Gross exposure from firm commitments
and anticipated transactions 3,730 392 1,193 5315
Foreign exchange transaction exposure 3,952 713 1.398 6,063
Economically hedged exposure {3,893) (567) (1,132) (5)592)
Change in future cash flows after hedging activities
resulting from a 10% appreciation of the Euro (6} (15) (27) {47)

September 30, 2006*
usD GBP Other Total

Gross balance sheet exposure 2,210 332 553 3.095

Thereof: Financiol assets 13,778 3,483 5,522 22.783

Thereof: Fingncial liobilities (11,568)  (3,151)  (4.969) (19.688)
Gross exposure from firm commitments
and anticipated transactions 5.344 {65) 279 5,558
Foreign exchange transaction exposure 7,554 267 832 8,653
Economically hedged exposure (7.291) {409) (576) (8,276)
Change in future cash flows after hedging activities
resulting from a 10% appreciation of the Euro (26} 14 {26} {38)

* lacluding SV,

Effects of currency translation

Many Siemens subsidiaries are located outside the Euro zone. Since the financial
reporting currency of Siemens is the Euro, the financial statements of these sub-
sidiaries are transiated inte euros so that the financial results can be included in
the Consolidated Financial Statements of Siemens. To consider the effects of for-
eign exchange translation risk within risk management, the assumption is that
investments in foreign-based operations are permanent and that reinvestment is
continuous. Whenever a divestment of a particular asset or entity is made, the
value of this transaction risk is included in the sensitivity analyses. Effects from
currency fluctuations on the translation of net asset amounts into Euro are
reflected in the Company's consolidated equity position.
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Interest rate risk

Siemens' interest rate risk exposure is mainly related to debt obligations like
bonds, loans, commercial paper programs and interest-bearing deposits and
investments. Siemens seeks to limit this risk through the use of derivative instru-
ments which allow it to hedge fair value changes by swapping fixed rates of inter-
est into variable rates of interest (for additional information see Note 31).

To optimize the Company's position with regard to interest income and inter-
est expenses and to minimize the overall financial interest rate risk, Corporate
Treasury performs corporate interest rate risk managemeni together with SFS as
operating service provider. Part of the interest rate risk management concept is a
Corporate-wide interest rate overlay management to match interest periods of
hedges with intended maturities of assets and liabilities. Where it is not contrary
to country-specific requlations, all Groups and affiliated companies generally
obtain any required financing through Corporate Treasury in the form of loans or
intercompany clearing accounts. The same concept is adopted for deposits of cash
generated by the units.

Interest rate risk is measured by using either fair value sensitivity or cash flow
sensitivity depending on whether the instrument has a lixed or variable interest
rate. The total fair value sensitivity as well as the total cash flow sensitivity is gen-
erated by aggregating the sensitivities of the various exposures denominated in
different currencies. Depending on whether Siernens has a long or short interest
rate position, interest rate risk can arise on increasing or decreasing market
moves in the relevant yield curve,

The fair value sensitivity calculation for fixed interest rate instruments shows
the change in fair value, defined as present value, caused by a hypothetical
100-basis point shift in the yield curve. The first step in this calculation is to use
the yield curve to discount the gross cash flows, meaning the present value of
future interest and principal payments of financial instruments with fixed inter-
est rales. A second calculation discounts the gross cash flows using a 100-basis
point shift of the yield curve. In all cases, Siemens uses the generally accepted and
published yield curves on the relevant balance sheet date. The fair value interest
rate risk results primarily from long-lerm fixed rate debt obligations and interest-
bearing investments. Assuming a 100-basis point increase in interest rates, this
risk was €40 as of September 3¢, 2007, increasing from the comparable value of
€24 as of September 30, 2006, assuming a 100-basis point decrease.

For variable-rate instrurnents, the interest rate risk is monitored by using the
cash flow sensitivity also assuming a 100-basis point shift of the yield curves.
Such risk mainly results from hedges of [ixed-rate debt obligations that swap
fixed-rates of interest into variable-rates of interest. This exposure leads to a cash
flow interest rate risk of €72 as of September 30, 2007, compared to €32 as of Sep-
tember 30, 2006, assuming a 100-basis point increase in interest rates.

T
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Liguidity risk

Liquidity risk results from the Company's potential inability to meet its financial
liabilities, e.g. settlernent of its financial debt, paying its suppliers and settling
finance lease obligations. Beyond effective net working capital and cash manage-
ment, Siemens mitigates liquidity risk by arranged borrowing facilities with
highly rated financial institutions, via a medium-term note program and via its
giobal multi-currency commercial paper program. For further information on
sources of liquidity see Note 22.

In addition to the above mentioned sources of liquidity, Siemens constantly
monitors funding options available in the capital markets, as well as trends in the
availability and costs of such funding, with a view to maintaining linancial flexi-
bility and limiting repayment risks.

The following table reflects all contractually fixed pay-offs for settlement,
repayments and interest resulting from recognized financial liabilities, including
derivative financial instruments with a negative market value as of September 30,
2007. For derivative financial instruments the market value is presented, whereas
for the other obligations the respective undiscounted cash flows lor the respective
upcoming fiscal years are presented. Cash outflows for financial liabilities without
fixed amount or timing, including interest, are based on the conditions existing at
September 30, 2007,

2010 2073 and

(€ in mitlions) 2008 2009 102012  thereafier

Non-derivative financial liabilities
Notes and bonds 1,161 992 4,068 6,707
Loans fram banks 591 86 176 829
Other financial indebtedness 4,445 76 161 126
Obligations under finance feases 64 63 109 119
Trade payables B.418 27 14 6
Other financial liabilities 1,405 86 22 93

Derivative financial liabilities 294 38 78 243

The risk implied from the values shown in the table above, reflects the one-
sided scenario of cash outflows only. Leasing obligations, trade payables and other
financial liabilities mainly originate from the financing of assets used in our
ongoing operations such as property, plant, equipment and investments in work-
ing capital - e.g. inventories and trade receivables. These assets are considered in
the Company’s overall liquidity risk. To monitor existing financial assets and lia-
bilities as well as to enable an effective controlling of future risks, Siemens has
established a comprehensive risk reporting covering its worldwide business units.
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The balanced view of liquidity and financial indebtedness is stated in the cal-
cutation of the net liquidity amount and is used for internal corporate finance
management as well as external communication with investors, analysts and rat-
ing agencies. It results from the total amount of cash and cash equivalents as well
as current available-for-sale financial assets, less the amount of commercial
paper, medium-term notes, bonds, loans from banks and obligations under
finance leases as stated on the balance sheet,

September 30,

(€in millions) 2007 2006
Cash and cash equivalents 4,005 10,214
Current available-for-sale financial assets 193 596
Total liquidity . 4,198 10,810
Short-term debt and current maturities of long-term debt 5,637 2175
Long-term debt 9,860 13,122
Total debt 15,497 15,297

Net liquidity (11,299)  (4,487)

The Company's capital resources are comprised of cash and cash equivalents,
current available-for-sale financial assets and cash flow from operating activities.
In contrast, capital requirements include scheduled debt service, regular capital
spending and ongoing cash requirements from operating activities.

Credit risk

The Company is exposed to credit risk in connection with its significant project
business in the fields of public infrastructure and transport, healthcare, utilities
and IT where direct or indirect financing in various forms may be provided to cus-
tomers. In limited cases, the Company may also take an equity interest as part of
the project financing.

The Company is also exposed to credit risk via its leasing activities, primarily
related to medical engineering, data processing equipment and industrial and
consumer products of third party manufacturers. Siemens’ credit risk regarding
such activities presents additional risks as the volume of such transactions is
higher, customers tend to be smaller for which transparent credit histories are
often not available.

Credit risk is defined as an unexpected loss in cash and earnings if the cus-
tomer is unable to pay its obligations in due time, if the vatue of property that
serves as collateral declines, or if the projects Siemens has invested in are not suc-
cessful. The effective monitoring and controlling of credit risk is a core compe-
tency of our risk management system. Corporate Treasury has implemented a
group-wide binding credit policy. Hence, credit evaluations and ratings are per-
formed on all customers with an exposure or requiring credit beyond a centrally
defined limit,
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Customer ratings, analyzed and defined by a designated SFS department, and
individual customer limits are based on generally accepted rating methodologies,
the input from external rating agencies and Siemens default experiences. Such
ratings are processed by internal risk assessment specialists. Ratings and credit
limits are carefully considered in determining the conditions under which direct
orindirect financing will be offered to customers by the operating units.

Credit risk is recorded and monitored on an ongoing basis applying different
approaches dependent on the underlying product. Central systems are used for
leasing business, factoring, monitoring of operating counterparty risk, rcal-time
monitoring of treasury counterparty risk, as are a number of decentralized tools
for management of individual credit risks within the operating units. A central IT
application processes data from the operating units together with rating and
default information and calculates an estimate which may be used as a basis for
individual bad debt provisions. Apart from this automated process, individual
management judgment is applied, in particular to incorporate the latest develop-
ments and gualitative information.

To mitigate credit risk, Corporate Treasury has developed a quideline under
which operating units may sell portions of their receivable portfolio on a non-
recourse basis, either directly to SFS or to external parties. Receivable sales to
external parties are generally only performed for customers with a credit rating
below investment grade or for long-term projects with a financing component.
Beginning in fiscal 2008, Siemens will change its receivable management guide-
lines.

SFS uses credit default swaps, classified as derivatives, to protect from credit
risks stemming from its receivables purchase business. In respect of financial
assets that are not protected through the use of credit default swaps the maximum
exposure to credit risk, without taking account of any collateral, is represented by
their carrying amount. Credit risks arising from credit guarantees are described
in Note 28. After consideration of credit default swap derivatives there were no
significant concentrations of credit risk as of September 30, 2007.

Concerning trade receivables and other receivables, as well as other loans or
receivables included in Other financial assets that are neither impaired nor past
due, there were no indications as of September 30, 2007, that defaults in payment
obligations will occur. For further information regarding the concept [or the
determination of allowances on receivables see Nate 3.

33 Share-based payment

Share-based payment plans at Siemens are designed as equity-settled plans as
well as cash-settled plans. Total expense for share-based payment recognized in
net income for continuing and discontinued operations amounted to €92 and €56
for the years ended September 30, 2007 and 2006, respectively, and refers primar-
ily to equity-settled awards, including the Company's employee share purchase
program. The total income tax benefit recognized in the Consolidated Statements
of Income for share-based payment was €58 and €35 in fiscal 2007 and 2006,
respectively.
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1. Equity-setiled awards

Cash received from stock option exercises and from the Company's employee
share purchase program for the three years ended September 30, 2007 and 2006
amounts to €903 and €313, respectively.

Stock Option Plans

Description of plans - 1999 Siemens Stock Option Plan

As part of a stock option plan for members of the Managing Board, key executives
and other eligible employees, the Company's shareholders authorized the Manag-
ing Board on February 18, 1999 to distribute non-transferable options exercisable
for up to an aggregate of 10 million common shares. The authority to distribute
options under this plan would have originally expired on February 18, 2004. With
the ratification by Siemens shareholders of the 2001 Siemens Stock Option Plan
(for further details see below), the 1999 Siemens Stock Option Plan (the 1999 Plan)
has been replaced and no further options under this plan have been granted.

Under the 1999 Plan, the exercise price is equal to the average market price of
Siemens’ stock during the five days preceding the date the options were granted.
The options are exercisable within the five years foliowing a hoiding period of two
years if Siemens AG stock price outperforms the Dow Jones Stoxx-Index by at least
two percentage points on five consecutive days. This percentage applies to the {irst
year of the five-year option exercise period, and increases by 0.5 percentage
points in each subsequent year.

The terms of the plan allow the Company, at its discretion upon exercise of the
option, to offer optionees settlement of the options in either newly issued shares
of common stock of Siemens AG from the Conditional Capital reserved for this
purpose, treasury stock or cash. The alternatives offered to optionees are deter-
mined by the Managing Board in each case as approved by the Supervisory Board.
Compensation in cash is equal to the difference between the exercise price and
the average market price of the Company's stock on the five trading days preced-
ing the exercise of the stock options,

Description of plans - 2001 Siemens Stock Option Plan

At the Annual Shareholders’ Meeting on February 22, 2001, shareholders autho-
rized Siemens AG to establish the 2001 Siemens Stock Option Plan, making avail-
able up to 55 million options. Compared to the 1999 Plan, the number of eligible
recipients is significantly larger. The option grants are subject to a two-year vest-
ing period, after which they may be exercised for a period of up to three years. The
exercise price is equal to 120% of the reference price, which corresponds to the
average opening market price of Siemens AG during the five trading days preced-
ing the date of the stock option grant. However, an option may only be exercised if
the trading price of the Company's shares reaches a performance target which is
equal to the exercise price at least once during the life of the option. The terms of
the plan allow the Company, at its discretion upon exercise of the option, to offer
optionees settlement of the options in either newly issued shares of common stock
of Siemens AG from the Conditional Capital reserved for this purpose, treasury

3061

s m o e s m g

|_Notes to Consalidated financial Mtatements |

f




302 Notes o Consehdated Financial Stalements
(in millions of €, except where otherwise stated and per share amaounis)

stock or cash. The alternatives offered to optionees are determined by the Manag-
ing Board in each case as approved by the Supervisory Board. Compensation in
cash shall be equal to the difference between the exercise price and the opening
market price of the Company's stock on the day of exercising the stock options.
The amount of shares authorized to be issued to accommodate stock option exer-
cises is 52,317 thousand as of September 30, 2007. The Company is also authorized
to repurchase up to 10% of the €2,675 common stock outstanding on the date of
the Annual Shareholders’ Meeting on January 25, 2007 until July 24, 2008.

The issuance of stock options to members of the Managing Board on or after
Oclober 1, 2003, has been subject to the proviso that the Supervisory Board may
restrict the stock option exercise in the event of extraordinary, unforeseen
changes in the market price of the Siemens share. Those restrictions may reduce
the number of options exercisable by each Board Member, provide for an exercise
in cash for a constricted amount only, or suspend the exercise of the option until
the extraordinary effects on the share price have ceased. The fair value of the
options has not been adjusted for effects resulting from such restrictions. Reason-
able estimates cannot be made until it is probable that such adverse events will
occur. Since it is not possible to reliably estimate the fair value of those options at
the grant date, compensation costs are determined based on the current intrinsic
value of the option until the date at which the number of shares to which a Board
member is entitled to and the exercise price are determinable. Upon that date, fair
value will be determined in accordance with the fair value recognition provisions
of IFRS 2, Share-Based Payment, bascd on an appropriate fair value option pricing
model.

The Supervisory as well as the Managing Board decided not to grant any stock
options in fiscal 2007. Since the authority to distribute options under the 2001 Sie-
mens Stock Option Plan expired on December 13, 2006, no further options will be
granted under this plan.

In November 2005, the Supervisory Board and Managing Board granted
options to 597 key executives for 3,023,830 shares with an exercise price of €74.59
of which options for 315,495 shares were granted to the Managing Board.
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Details on option exercise activity and weighted average exercise prices for the
years ended Seplember 30, 2007 and 2006 are as follows:

Year ended September 30, 2007

Year ended September 30, 2006

Weighted

Weighted average Aggregate Weighted

average Remaining Intrinsic average

exercise Contractual value in exercise

QOptions price Term {years) millions of € Options price
Outstanding, beginning of period 26,729,148 €74.67 28,611,556 €71.93
Granted - - 3,023,830 €74.59
Options exercised (11,480,500) €70.03 (4,215,508) €55.71
Options forfeited/expired (6,642,376) €85.98 {690,730) €76.57
Qutstanding, end of period 8,606,272 €72.13 1.8 209 26,729,148 €74.67
Exercisable, end of period 5.754,342 €70.90 1.2 147 20,978,443 €74.96
The total grant-date fair value of options vested during the years ended
September 30, 2007 and 2006 was €11 and €76, respectively.
The following table summarizes information on stock options outstanding and
exercisable at September 30, 2007:
Options outstanding Qptions exercisable
Aggregate Aggregale
Weighted Weighted Intrinsic Weighted Weighted intrinsic
Number of average average Value as of Number of average average Value as of
Options remaining exercise price  September 30, Options remaining exercise price September 30,
Exercise prices outstanding life (years) per share 2007 exercisable life (years) per share 2007

€53.70 858,618 0.2 €53.70 37 858,618 0.2 €53.70 37
€72.54 1,313,805 2.2 €72.54 EL 1,313,805 2.2 €72.54 31
€73.25 3,256,759 1.2 €73.25 76 3,256,759 1.2 €73.25 76
€74.59 2,851,930 3.2 €74.59 62 - 3.2 €74.59 -
€86.23 325,160 0.2 €86.23 3 325,160 0.2 €86.23 3

Notes to Consolidated Financial Statements
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Fair value information

The Company’s determination of the fair value of grants is based on an option
pricing model which was developed for use in estimating the fair values of options
that have no vesting restrictions. Option valuation models require the input of
highly subjective assumptions including the expected stock price volatility.
Assumptions made in estimating the fair value of grants made during the year
ended September 30, 2006 are as follows:

Assumptions at grant date

2006
Risk-free interest rate 2.99%
Expected dividend yield 241%
Expected volatility 18.30%
Expected option life 3.5 yrs.
Estimated weighted average fair value per option €4.06
Fair value of to1al options granted during fiscal year €11

Stock awards

In the first gquarter of fiscal 2005, the Company introduced stock awards and
phantom stock as another means for providing share-based compensation to
members of the Managing Board and other eligible employees. Stock awards are
subject to a four year vesting period. Upon expiration of the vesting period, the
recipient receives Siemens shares without payment of consideration. Stock awards
are forfeited if the grantee’s employment with the Company terminates prior to
the expiration of the vesting period. During the vesting period, grantees are not
entitled to dividends. Siock awards may not be transferred, sold, pledged or other-
wise encumbered. Stock awards may be settled in newly issued shares of common
stock of Siemens AG, treasury stock or in cash. The settlement method will be
determined by the Managing Board and the Supervisory Board.

Each fiscal year, the Company decides whether or not to grant Siemens stock
awards. Siemens stock awards may be granted only once a year within thirty days
following the date of publication of the business results for the previous fiscal
year. The Supervisory Board decides annually after the end of each fiscal year how
many stock awards to grant to the Managing Board and the Managing Board
decides annually how many stock awards to grant to members of the top manage-
ment of domestic and foreign subsidiaries and eligible employees.
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In fiscal 2007, the Company granted 1,232,893 stock awards to 5,162 employees
and members of the Managing Board, of which 37,302 awards were granted to the
Managing Board. In fiscal 2006, the Company granted 1,076,860 stock awards to
5,198 employees and members of the Managing Board, of which 25,221 awards
were granted to the Managing Board. Details on stock award activity and weighted
average grant-date fair value are summarized in the table below:

Year ended September 30,
2007 2006

Weighted Weighted

average average

Grant-Date Grant-Date

Awards Fair Value Awards Fair Value

Nonvested, beginning of period 2,154,871 €56.44 1,136,048 €55.63
Granted 1,232,893 €67.70 1,076,860 €57.28
Vested . - - - -
Forfeited {116,854) €59.38 (58,037) €56.17
Nonvested, end of period 3,270,910 €60.58 2,154,871 €56.44

Fair value was determined as the market price of Siemens shares less the pres-
ent value of dividends expected during the 4 year vesting period which resulted in
a fair value of €67.70 and €57.28, respectively, per stock award granted in fiscal
2007 and 2006. Total fair value of stock awards granted in fiscal 2007 and 2006
amounted to €83 and €62, respectively.

As of September 30, 2007, unrecognized compensation costs related to stock
awards amounted to €99, which is expected to be recognized over a weighted aver-
age vesting period of 2.5 years.

Employee share purchase program

Under an employee share purchase program with compensation character,
employees may purchase a limited number of shares in the Company at preferen-
tial prices once a year. Up to a stipulated date in the {irst guarter of each fiscal
year, employees may order the shares, which are usually issued in the second
quarter of the fiscal year. The employee share purchase program is measured at
fair vaiue. During the years ended September 30, 2007 and 2006 the Company
incurred compensation expense (before income taxes) of €27 and €38, respec-
tively, related to the sale of repurchased shares to employees, based on a preferen-
tial employee share price of €51.20 and €46.12, respectively, and a grant-date fair
value of €20.79 and €21.19, respectively, per share. For information on corre-
sponding Siemens share repurchases, see Note 26.
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11, Cash-gettled awards

Stock appreciation rights (SAR's)
Where local regulations restrict the grant of stock options in certain jurisdictions,
the Company grants SAR’s to employees under the same conditions as the 2001
Siemens Stock Option Plan except that SAR’s are exercisable in cash only.

Details on SAR’s activily and weighted average exercise prices are summarized
in the table below:

Year ended September 30,
2007 2006

Weighted Weighted

average average

exercise exercise

SAR's price SAR’s prica

Outstanding, beginning of period 349,900 £€73.47 267,720 €73.05
Granted - - 97.270 €74.59
SAR's exarcised (106,280) €73.06 (2,300) €73.25
SAR’s forfeited (45,340) €73.72 {12,790) €73.20
Outstanding, end of period 198,280* €73.63 349,900 €73.47
Exercisable, end of period 123,335 €73.05 181,950 €73.25

* Thereof 35,485 SAR's with a €72.54 exercise price and a weighted average remaining life of 2,2 years, 87,850
SAR's with a €73.25 exercise price and a weighted average remaining life of 1.2 years and 74,945 SARs with a
€74.59 exercise price and a weighted average remaining life of 3.2 years.

In fiscal 2007, the cxpected volatility is based on historical volatility of Sie-
mens shares, implied volatility for traded Siemens options with similar terms and
features, and certain other factors. The expected term is derived by applying the
simplified method and is determined as the average of the vesting term and the
contractual term. The risk-free interest rate is based on applicable governmental
bonds. Changes in subjective assumptions can materially affect the fair value of
the SAR’s,

Phantom stock

Where local requlations restrict the grants of stock awards in certain jurisdic-
tions, the Company grants phantom stock to employees under the same condi-
tions as the Siemens stock awards, except that grantees receive the share prices’
equivalent value in cash only at the end of the four year vesting period. In fiscal
2006, 33,153 phantom stock rights were granted and 805 phantom stock rights
forfeited, resulting in a balance of 60,585 phantom stock rights as of September
30, 2006. In fiscal 2007, 36,962 phantom stock rights were granied and 9,087
phantom stock rights forfeited, resulting in a halance of 88,460 phantom stock
rights as of September 30, 2007. None of the phantom stock rights were vested as
of September 30, 2007.




34 Personnel costs

Notes to Conselidated Fulancial Statements
{in mullions of €, except whese otherwise stated and per share amounts)

Year ended
September 30,
2007 2006
Wages and saiaties 18,631 18,719
Statutory social welfare contributions and expenses
for optional support payments 3,076 3,064
Expenses relating to pension plans and employee benelits 818 1,007
22,525 22,790

Expenses relating to pension plans and employee benelits includes service cost
for the period. Expected return on plan assets and interest cost are inctuded in

Financial income {expense), net.

The average number of employees in fiscal year 2007 and 2006 was 386,200
and 368,500, respectively (based on continuing operations). Part-time employees
are included on a proportionate basis rather than being counted as full units. The

employees were engaged in the following aclivities:

Year ended
September 30,

{in thousands) 2007 2006
Manufacturing and services 237.2 2218
Sales and marketing B84.2 85.0
Research and devefopment 30.9 26.4
Administration and general services 33.9 35.3

386.2 3168.5

35 Earnings pershare

Year ended

September 30,
(shares in thousands) 2007 2006
Income from continuing operations 3,909 2,642
Less: Portion attributable to minority interest (199) {167)
Income from continuing operations attributable
to sharehalders of Siemens AG 3,710 2,475
Plus: Effect of assumed conversion, net of tax 26 -
Income from continuing operations attributable
to shareholders of Siemens AG plus effect of assuemed conversion 3,736 2,475
Weighted average shares outstanding - basic 898,135 890,850
Effect of dilutive convertible debt securities
and share-based payment 37,035 2,292
Weighted average shares outstanding - diluted §35,170 893,142
Basic earnings per share {from continuing operations) 4.13 2.78
Diluted earnings per share (from continuing operations) 3.99 2.77

For additional information on the convertible debt see also Notes 22 and 26.
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: Notes to Consofidated Financizl Statements |

[




Nutes to Consolidated Financial Statements
(in miilions ot €, except where otherwise stated and per share amounts)

36 Segment information

As of September 30, 2007, the Company has twelve reportable segments referred
to as Groups reported among the components used in Siemens’ financial state-
ment presentation as described in Note 1. The Groups are organized based on the
nature of products and services provided.

Within the Operations component, Siemens has nine Groups which involve
manufacturing, industrial and commercial goods, solutions and services in areas
more or less related to Siemens’ origins in the electrical business. Also included in
Operations is SEI (see discussion below), as well as operating activities not associ-
ated with a Group, the latter of which are reported under Other Operations, as well
as other reconciling items discussed in Reconciliation to financial statements below,

In fiscal 2006, Siemens announced portfolio changes that resulted in dissolv-
ing Com as a Group and reportable segment. As discussed in Note 4, the primary
business components of the former operating segment Com were either already
disposed of (carrier networks and MD} or still held for disposal (enterprise net-
works) as of September 30, 2007. Beginning Qctober 1, 2006, A&D assumed
responsibility for Com’s Wireless Modules business. Except for Wireless Modules
and other businesses including the former division Siemens Home and Office
Communication Devices that was reclassified from Com to Other Operations in the
third quarter of fiscal 2006, the historical results of the former operating segment
Com are presented as discontinued operations. Current and prior-year segment
disclosures exclude the applicable information included in the Company’s finan-
cial statement presentation.

Due to the increased importance of the Company’s strategic investments
accounted for under the equity method, in parlicular the creation of NSN (see Note
4 for further information), Siemens has created a new reportable segment Strate-
gic Equity Investments (SEI} beginning in fiscal 2007. SEI represents an operating
segment, having its own management that reports the results of the segment to
the Managing Board. In addition to the investments in Fujitsu Siemens Computers
(Holding) BV (FSC) and BSH Bosch und Siemens Hausgerdte GmbH (BSH), the
Siemens investment in NSN is also reported in SEI beginning in the third quarter
of fiscal 2007. The investments in FSC and BSH were included within Other Opera-
tions until September 30, 2006. Prior-year information was reclassified for compa-
rability purposes for these two investments. In fiscal 2007, SEI results of €(161)
includes €(429) related to the investment in NSN.

A new Group called Siemens IT Solutions and Services (§15) was created effec-
tive April 1, 2007. SIS consists primarily of the activities of the former segment
SBS that were bundled with other informaltion technology activities. Prior-year
information was reclassified for comparability purposes.

In fiscal 2007, Siemens also signed an agreement to sell its entire SV activities
to Continental AG (see Note 4 for further information). The historical results of the
SV business are reported as discontinued operations, Beginning in the fourth
quarter of fiscal 2007, SV ceased to represent a reportable segment, Curreat and
prior-year segment disclosures therefore exclude the applicable information
included in the Company's financial statement presentation.
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The Financing and Real Estate component includes the Groups SFS and SRE.
The Eliminations, reclassifications and Corporate Treasury component sepa-
rately reports the consolidation of transactions among Operations and Financing
and Real Estate, as well as certain reclassifications and the activities of the Com-
pany's Corporate Treasury. .

The accounting policies of these components, as well as the Groups included,
are generally the same as those used for Slemens and are described in Note 2,
Summary of significant accounting policies. Corporate overhead is generally not
allocated to segments. Intersegment transactions are generally based on market
prices,

New orders are determined principally as the estimated revenue of accepted
purchase orders and order value changes and adjustments, excluding letters of
intent.

Operations

The Managing Beard is responsible for assessing the performance of the Opera-
tions Groups. The Company’s profitability measure for its Operations Groups is
earnings before financing interest, certain pension costs, and income taxes
{Group profit} as determined by the Managing Board as the chief operating deci-
sion maker (see discussion below). Group profit excludes various categories of
items which are not allocated to the Groups since the Managing Board does not
regard such items as indicative of the Groups' performance. Group profit repre-
sents a performance measure focused on operational success excluding the effects
of capital market financing issues. The major categories of items excluded from
Group profit are presented below.

Financing interest is any interest income or expense other than interest
income related to receivables from customers, from cash allocated to the Groups
and interest expense on payables to suppliers. Financing interest is excluded from
Group profit because decision-making regarding financing is typically made cen-
trally by Corporate Treasury.

Similarly, decision-making regarding essential pension items is done cen- |
trally. As a consequence, Group profit includes only amounts related to the service .
cost of pension plans, while all other pension related costs {including charges for .
the German pension insurance association and plan administration costs) are
included in the line item Corporate items, pensions and eliminations.

Furthermore, income taxes are excluded Irom Group profit since tax expense is [
subject to legal structures which typically do not correspond to the structure of
the Operations Groups.

The effect of certain litigation and compliance issues is also not included in
Group profit when the Company concludes that such items are not indicative of the
Groups’ performance since the results of operations of the Groups may be dis-
torted by the amount and the irregular nature of such events. This may also be the
case for iterns that refer to more than one Group or have a corporate or central
character.

|
L

LNotes to Consolidated Financial Statements




310 Notes to Consehdated Finanuial Staternents
{in wniliions of €, except where otherwise stated and per share amounts)

The Managing Board also determined net capital employed as additional infor-
mation to assess the capital intensity of the Operatiens Groups. its definition cor-
responds with the Group profit measure. Net capital employed is based on total
assets excluding intragroup financing receivables and intragroup investments
and lax related assets, as the corresponding positions are excluded from Group
profit (asset-based adjustments). The remaining assets are reduced by non-inter-
est-bearing liabilities other than tax related liabilities {e.g. trade payables) and
provisions (liability-based adjustments) to derive net capital employed. The recon-
ciliation of total assets to net capital employed is presented below.

Other Operations primarily refers to operating activities not associated with a
Group, as well as to assets recently acquired as part of acquisitions for which the
altocation to the Groups are not yet finalized but excluding the investment in Infi-
neon, which was included in Corporate items prior to its sale (see Note 10 for fur-
ther information). The Dematic business was included in Other Operations before
a significant portion of it was sold (see Note 4 for further information).

Reconciliation to inancial statements
Reconciliation to financial statements includes items which are excluded {rom Lhe
definition of Group profit as well as costs ol corporate headquarters.

Corporate items includes corporate charges such as personnel costs for corpo-
rate headquarters, the results of corporate-related derivative activities, as well as
corporate projects and non-operating investments. Pensions includes the Compa-
ny's pension related income (expenses) not allocated to the Groups. Eliminations
represents the consolidation of transactions within the Operations component.

In fiscal 2007, Corporate items, pensions and eliminations in the column Group
profit includes €(1,728) related to corporate items, as well as €70 and €{14)} related
to pensions and eliminations, respectively. Included in €(1,728) above is a €(440)
total impact retated to a fine imposed by the European Commission in connection
with an antitrust investigation involving suppliers of high-voltage gas-isolated
switching systems in the power transmission and distribution industry between
1988 and 2004 (see Notes 6 and 29 for further information). In addition, €(1,728)
also includes €(152) for outside advisors engaged by the Coampany in connection
with investigations into alleged violations of anti-corruption laws and related
matters as well as remediation activities {see Notes 6 and 29 for additional infor-
mation), as well as €(106) impairment related to Siemens’ regional sales organiza-
tion in Germany. In fiscal 2006, Corporate items, pensions and eliminations in the
column Group profit includes €(553) related to corporate items, as well as €26 and
€- related to pensions and eliminations, respectively. In fiscal 2006, Corporate
ftems includes pre-tax gains of €33 and €15, respectively, from the sale of the
Company’s remaining interest in Infineon and Epcos (see Note 10},

Other interest expense of Operations relates primarily to interest paid on debt
and corporate financing transactions through Corporate Treasury,
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The following table reconciles total assets of the Operations component to net
capital employed of the Operatiens Groups as disclosed in Segment Information
according to the above definition:

Septernber 30,
2007 2006
Total assets of Operations 87,658 80.019
Asset-based adjustments:
Intragroup financing receivables and investments (10,834) (16,028)
Tax-related assets {2,845) (3.786)
Liability-based adjustments:
Pension plans and similar commitments (2,779}  (5,081)
Liabilities (38,398) (37.133)
Assets classified as held for disposal and associated liabilities (7.576) (1.993)
Other adjustments -~ (3,579)
Total adjustments (line item Other gssets related and misceiloneous
raconciling items within the Segment Information table} (62,432) (67,596)
Net capita! employed of Corporate items, pensions and eliminations 3,536 6,392
Net capital employed of Operations Groups 28,762 18,815

Beginning in the third quarter of fiscal 2007, Segment Information discloses
Free cash Nlow and Additions to property, plant and equipment and intangibles.
These replace Net cash from cperating and investing activities and Capital spend-
ing, which were reported until March 31, 2007. Free cash flow represents net cash
provided by (used in) operating activities less additions 1o intangible assets and
property, pltant and equipment. At the same time, beginning in the third quarter
of fiscal 2007, Amortization, depreciation and impairments presented in Segment
information includes amortization and impairments of intangible assets other than
goodwill and depreciation and impairments of property, plant and equipment,

The following table reconciles Free cash flow of the Operations, Financing
and Real Estate and Eliminations, reclassifications and Corporate Treasury )
components as disclosed in Segment Information to the corresponding conselidated
amount for the Company and to net cash provided by operating activities as pre-
sented in the Siemens Consolidated Statements of Cash Flow. In addition, Additions
to intangibte assets and property, plant and equipment and Amortization, depreci-
ation and impairments of the Gperations, Financing and Real Estate and Elimi-
nations, reclassifications and Corporate Treasury components as disclosed in
Segment Information are reconciled to Siemens Consolidated Statements of Cash
Flow.

|_Notes 1o Consolidated Financiat Statements |
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Additions to
intangible assets Met cash provided Amortization,
and property, plant by operating depreciation and
Free cash flow (1) and equipment (1) activities {1} + (1} impairments
Year ended Year ended Year ended Year ended
September 30, Saptember 30, Septernber 30, September 30,
2007 2006 2007 2006 2007 2006 2007 2006
Operations
Continuing, according to Segment information 4,094 990 2,313 2,415 6,407 3,405 2,187 1,882
Impairment* 133 79
Discontinued aperations (3,178) (213) 684 869 (2,494} 656 968 715
Total (1} (Consolidated Statements of Cash Flow) M6 777 2,997 3,284 3,913 4,061 3,288 2,676
Financing and Real Estate
Continuing, according to Segment information N 269 754 768 1,085 1,037 438 432
Impairment* 25 10
Discontinued operations - - - - - - - -
Total (2) (Consalidated Statements of Cash Flow) INn 269 754 768 1,085 1,037 463 442
Eliminations, reclassifications and Corporate Treasury
Continuing, according to Segment information 2,330 561 - - 2,330 561 - -
Discontinued operations - - - - - - - -
Total (3) (Consalidated Statements of Cash Flow) 2,330 561 - - 2,330 561 - -
Siemens ~ Total (1) + (2) +(3)
Continuing, according to Segment information 6,755 1,820 3,067 3,183 9,822 5.003 2,625 2,314
Impairment* 158 89
Discontinued operations (3.178) (213) 684 B69 (2.494) 656 968 715
Siemens Consolidated Statements of Cash Flow
(excluding Free cash flow) 3,577 1,607 3,751 4,052 7,328 5,639 - 3,751 3,118

* Goodwill impairment and impairment of non-cusrent available-for-sale financial assets and investments accounted for using the equity method ~ continuing operations,

Financing and Real Estate

The Company's performance measurement for its Financing and Real Estate
Groups is Income before income taxes. In contrast to the performance measure-
ment used for the Operations Groups, interest income and expense is an impor-
tant source of revenue and expense for Financing and Real Estate.

For the years ended September 30, 2007 and 2006, Income before income taxes
at SFS includes interest revenue of €553 and €557, respectively, and interest
expense of €359 and €331, respectively. In addition, Income before income taxes
includes earnings from equity investees [or the years ended September 30, 2007
and 2006 of €59 and €57, respectively.

For the years ended September 30, 2007 and 20086, Income before income taxes
at SRE includes interest revenue of €31 and €49, respectively, and interest expense
of €117 and €138, respectively.
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Eliminations, reclassifications and Corporate Treasury

fncome before income faxes consists primarily of interest income due to cash man-
agement activities, corporate finance, and certain currency and interest rate
derivative instruments.

Description of business segments
The Operations Groups are comprised of the following businesses:

Siemens IT Solutions and Services (8IS) - SIS provides information and com-
munications services to customers primarily in the manufacturing industry, tele-
communications and media, the public sector, service industries, the healthcare
sector, the transportation and airports sector and utilities. SIS designs, builds and
operates both discrete and large-scale information and communications-systems,

Automation and Drives (A&D) - A&D produces and installs manufacturing
automation systems, motion control and drive systems, low voltage controllers
and installation systems, process automation systems and instrument products,
and electronic assembly systems and provides related solutions and services.

Industrial Solutions and Services (1&S) - [&S is a solution provider for Infra-
structure and Industry with own standard products worldwide. [&S aims to opti-
mize the production and operational processes of customers in the sectors water,
metals, traffic control, airport logistics, postal automation, marine solutions, oil
and gas, paper, cement and opencast mining.

Siemens Building Technologies (SBT) - SBT provides products, systems and
services for monitoring and regulating the temperature and ventilation, fire
safety, security and energy efficiency of commercial and industrial property, as
well as special applications [or airports, tunnels, harbors or stadiums.

Power Generation (PG) - PG provides customers worldwide with a full range
of equipment necessary for the efficient conversion of energy into electricity and
heat. PG’s offerings include engineering and manufacturing of key components,
equipment, and systems, individualized planning, engineering and construction
of coal and gas fired power plants as well as comprehensive servicing, retrolitting
and modernizing of existing facilities. PG also engineers and manufactures
wind energy plants and customizes smaller gas turbines, steam turbines and
compressors for industrial applications. [t also supplies control technology for
all plant types.

Power Transmission and Distribution (PTD) ~ PTD supplies energy utilities
and large industrial power users with equipment, systems and services used to
process and transmit electrical power from the source, typically a power plant, to
various points along the power transmission network and to distribute power via
adistribution network to the end-user.

Transportation Systems (TS} — TS provides products and services for the rail
industry, including signaling and control systems, railway electrification systems,
complete heavy rail systems including rapid transit systems, locomotives, light
rail systems and other raii vehicles.
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Medical Solutions (Med) - Med develops, manufactures and markets diagnos-
tic and therapeutic systems, devices and consumables, as well as information
technology systems for clinical and administrative purposes. Med provides tech-
nical maintenance, professicnal and consulting services and works with Siemens
Financial Services to provide financing and related services to the customers,

Osram - Osram designs, manufactures and sells a full spectrum of lighting
products for a variety of applications such as general lighting and automotive,
photo-optic and opto-semiconductor lighting.

The Financing and Real Estate Groups are comprised of the following two
businesses:

Siemens Financial Services (SFS) — SFS, the Company’s international financial
services segment, provides a variety of customized financial solutiens both to
third parties and to other Siemens business Groups and their customers.

Slemens Real Estate (SRE) - SRE owns and manages a substantial part of
Siemens’ real estate portfolio and offers a range of services encompassing real
estate development, real estate disposal and asset management, as well as lease
and services management.

37 Geographicinformation
The following table presents data by geographic region as of and for the years
ended September 30, 2007 and 2006:

Revenue by Revenue by
location of customer  location of companies
2007 2006 2007 2006
Germany 12,594 12,382 20,848 20,152
Europe (other than Germany) 22,801 20,489 23,310 21,025
u.s. 14,832 14,609 15,744 14,515
Americas other than U.S, 4,489 3,762 3,410 2,997
Asia-Pacific 10,937 9,457 7,092 6,133
Africa, Middle East, C.1.5. 6,795 5,788 2,044 1.665
Siemens 72,448 66,487 72,448 66,487

Non-current assets

September 30,

2007 2006
Germany 6,514 8,476
Europe (other than Germany) 8,581 7,644
u.s. 9,738 5,924
Americas other than U.5, 972 751
Asia-Pacific 1,687 1,235
Africa, Middle East, C.1.5. 183 116
Slemens 21,675 25,146

Non-current assets consist of property, plant and equipment, goodwill and
other intangible assets,
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38 Related party transactions

Joint ventures and associates

Siemens has a number of significant joint ventures and associates. The Company
has relationships with many of these entities in the ordinary course of business
whereby the Company buys and sells a wide variety of products and services on
arm'’s length terms. The Company’s principal joint ventures and associates as of
September 30, 2007 are NSN, BSH Bosch und Siemens Hausgerite GmbH, Fujitsu
Siemens Computers (Holding) BV and Areva NP. As described in Note 4, NSN was
created in April 2007. Financial information for fiscal 2006 therefore does not
include any amounts related to NSN.

In fiscal 2007, Siemens generated revenue from its four principal joint ventures
and associates, as indicated above, amounting to €78. In fiscal 2006, revenue gen-
erated from the Company’s principal joint ventures and associates totaled €76,

During fiscal 2006, the former operating segment SBS sold its Product Related
Services (PRS) business to Fujitsu Siemens Computers (Holding) BV on arm'’s
length terms. For further information, see Note 4.

As of September 30, 2007 and 2006, receivables from the Company's principal
joint ventures and associates amount to €11 and €10, respectively. As of Septem-
ber 30, 2007 and 2006, liabilities to the Company's principal jeint ventures and
associates total €35 and €12, respectively.

For [urther information regarding guarantees in connection with the contri-
bution of the carrier related operations into NSN see also Note 28, Commitmenis
and contingencies.

Related individuals

Except for the guarantee provided by the Company for a bond issued by a bank in
connection with the retease from custody of a former member of our Corporate
Executive Committee in fiscal 2007 (see Note 29 for additional information), no
major transaction took place between the Company and the other members of the
Managing Board and the Supervisory Board.

For further information see also Note 39, Remuneration.

In addition, some of the members of the Company’s Supervisory Board and
Managing Board hold, or in the last year have held, positions of significant
responsibility with other entities. The Company has relationships with almost all
of these entities in the ordinary course of business whereby the Company buys
and sells a wide variety of products and services on arm’s length terms. Dr. Josefl
Ackermann is the Chairman of the Management Board of Deutsche Bank AG. The
Company’s transactions with Deutsche Bank AG are conducted on arm’s length
basis and include securities underwriting, other investment banking services,
and credit, money market and foreign exchange business.

315

—
|
A

Notes 1o Consolidated Financial Statements

[



316 Notes o Consohdated Financial Statements
{in millions of €, except whers otherwise stated and per shiare amounis)

39 Ramuneration
The Compensation Report outlines the principles used for determining the com-
pensation of the Managing Board of Siemens AG and sets out the level and struc-
ture of Managing Board remuneraticn. In addition, the report describes the poli-
cies and levels of compensation paid to Supervisory Board members and gives
details of stock ownership by members of the Managing and Supervisory Boards.
The Compensation Report is presented within the Corporate Governance
Report, included in this Annual Report for fiscal year 2007, beginning on page 92.

40 Principal accountant fees and services
Fees related to professional services rendered by the Company’s principal accoun-
tant, KPMG, for the fiscal years 2007 and 2006 were as follows:

Year ended

September 30,

2007 2006
Type of Fees
Audit Fees 55.3 55.0
Audit-Related Fees 18.4 17.1
Tax Fees 4.8 5.1
All Other Fees 8.5 10.3
Total 87.0 87.5

In the above table, “audit fees” are the aggregate KPMG flees for professional
services in connection with the audit of the Company’s annual conselidated finan-
cial statements and their attestation and report concerning internal control over
financial reporting, opening balance sheet audits, reviews of interim financial
statements, as well as audits of statutory financial statements of Siemens AG and
its subsidiaries. “Audit-related fees” are fees for due diligence engagements
related to acquisitions and earve-outs, including consultation in accounting mat-
ters, post-closing audits, carve-out audits and attestation services in the context
of carve-outs,, accounting advice on actual or contemptated transactions or
events, advice on the introduction and review of new or revised accounting guide-
lines and requirements, training regarding accounting-related topics, advice on
the transition to accounting according to [FRS or US GAAP, advice in the field of
financial risk management, comfort letters, employee benefit plan audits, SAS 70
reports, IT system audits that are not part of the annual audit, attestation services
subject to regulatory requirements, including regulatory advice, work related to
the investigation by the state prosecutor’s office and Debevoise & Plimpton, attes-
tation and audits in connection with the European Community Directive on Waste
Electrical and Electronic Equipment, audits in connection with liquidation and
insolvency issues, attestation of compliance with provisions or calculations
required by agreements, agreed-upon procedures engagements in accordance
with applicable standards and voluntary audits and reviews of stand-alone finan-
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cial statements of subsidiaries. “Tax fees” are fees for the preparation of tax
returns, assistance with assessing compliance with certain tax regulations, sup-
portin tax audits and other inquiries by liscal authorities, tax advice associated
with transfer prices, tax advice relating to indirect tax and custom duties, tax
advice and consultation relating to claiming and utilization of investment grants,
premiums, subsidies, tax credits etc., payroll tax services, training regarding
tax-related issues and support with the harmonization of the tax planning and
reporting process. “All other fees” for 2007 are primarily fees for additional assis-
tance relating to the Com carve-out in the regional companies and for 2006 are
primarily fees for assistance with a program to assess the management informa-
tion processes.

41 Corporate governance

Siemens Aktiengesellschaft and Cycos AG, currently the sole German publicly
traded corporation consolidated by the Company, provided the certifications
required by Par. 161 of the German stock corporation law (AktG). Those companies
made the certifications available to its shareholders.

42 Subsequent events
At the beginning of November 2007, Siemens completed the acquisition of Dade
Behring which will be integrated into Med's Diagnostics division (see also Note 4
for further information).

On November 7, 2007, the Company alse announced a share buyback program
with a total volume of up to €10 bitlion by 2610,

This is a translation of the German “Konzernabschluss gemaB §315a(1) HGB
der Siemens AG zum 30. September 2007“ Sole authoritative and universaily valid
version is the German language document.
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Supervisory Board

Heinrich v, Plerer,

Prof, Or. jur., Dr.-ing. E. h.

{until April 25, 2007)

Chairman

Date of birth: January 25, 1941
Member since: January 27, 2005
External positions (on April 25, 2007)
German supervisory board positions:
Deutsche Bank AG, Frankfurt/Main
Hochtief AG, Essen

Miinchener Riickversicherungs-
Gesellschaft AG, Munich
ThyssenKrupp AG, Diisseldorf
Volkswagen AG, Wolfsburg

Gerhard Cromme, Dr. jur.
Chatrman {since April 25, 2007)
Date of birth: February 25, 1943
Member since: January 23, 2003
External positions

German supervisory board positions:
Atlianz SE, Munich

Axel Springer AG, Berlin
ThyssenKrupp AG, Diisseldorf
(Chairman)

Comparable positions outside Germany:

Compagnie de Saint-Gobain S.A.,
France

Ralf Heckmann*

First Deputy Chairman

Chairman of the Central Works Council,
Siemens AG

Date of birth; July 19, 1949

Member since: March 24, 1988

Jasef Ackermana, Dr.oec.
Second Deputy Chairman

Chairman of the Board of Managing
Oirectors, Deutsche Bank AG

Date of birth: February 7, 1948
Member since: January 23, 2003

Lothar Adler*

Chairman of the Combine Works.
Council, Siemens AG

Data of birth: February 22, 194%
Member since: January 23, 2003

Gerhard Gietetzki*

Chairman of the Works Council
of Siemens VDO Automotive AG,
Dortmund

Date of birth: May 16, 1947
Member since: January 23, 2003

John David Coombe

Chartered Accountant (FCA)

Date of birth; March 17, 1945

Member since: January 23, 2003
External positions

Comparable positions outside Germany:
Hogg Robinson Group plc, UK
{Chairman)

Home Retail Group ple, UK

HSBC Holdings plc, UK

Hildegard Cornudet*
Computer engineer

Date of birth: April 16, 1949
Member since: April 1, 2004

Birgit Grube*
Office clerk

Date of birth: August 21, 1945
Member since: March 11, 1993

Bettina Haller*

(since Apsil 1, 2007)

Social worker (Dipt.-Soz.)
Date of birth: March 14, 1953
Member since: April 1, 2007

Heinz Hawreliuk*

Trade Union Secretary, 1G Metali

Date of birth: March 20, 1947

Member since: April 1, 1985

External positions

German supervisory board positions:
DaimterChryster Luft- und Raumfahrt
Holding AG, Munich

Eurocopter Deutschland GmbH, Munich

Berthald Huber*

Chairman, IG Metall

Date of birth: February 15, 1950
Member since: July 1, 2004

External positions

German supervisory board positions:
Audi AG, Ingolstadt

Walter Kr3ll, Prof. Dr. rer. nat.
Consultant

Date of birth: May 30, 1938
Member since: January 23, 2003
External positions

German supervisory board positions:
MTU Aero Engines GmbH, Munich
wincor Nixdorf AG, Paderborn

Michael Miraw, Prof. Dr.
{since April 25, 2007)
University professor

Date of birth: October 6, 1938
Member since: April 25, 2007

Wolfgang MOller*

{until January 25, 2007)

Trade Union Secretary, |G Metafl
Date of birth: January 14, 1948
Member since: January 23, 2003

Georg Nassauer*

{until March 31, 2007)

Steel casting constructor

Date of birth: March 8, 1948
Member since: March 11,1993

Thomas Rackow*
Industrial manager

Date of birth: February 6, 1952
Member since; lanuary 26, 2006

Dieter Scheitar®

(since January 25, 2007)

Member of the Executive Committee,
G Metall

Date of birth: November 23, 1950
Member since: lanuary 25, 2007

Albrecht Schmidt,

Dr. jur., Dr.oec. publ.h.c.

Retired bank director

Date of birth: March 13, 1938
Member since: March 11, 1993
Extemnal positions

German supervisory board positions:
Miinchener Rickversicherungs-
Geselischaft AG, Munich
Thyssen'sche Handelsqesellschaft m.b.H.,
Miitheim{Ruhs

Henning Schulte-Noelle, Dr. jur.
Chairman of the Supervisory Board,
Allianz SE

Date of birth: August 26, 1942
Member since: February 13, 1997
External positions

German supervisory hoard positions:
Allianz SE, Munich (Chairman)

E.ON AG, Dilsseldorf

ThyssenKrupp AG, Disseldorf

Peter von Siemens
Industrial manager

Date of birth: August 10, 1937
Member since: March 11, 1993

Jerry I. Speyer
Chairman & CEO, Tishman Speyer

Date of birth: June 23, 1940
Member since: July 14, 2003

Lord lain Vallance of Tummel
Chairman, Amsphere Ltd.

Date of birth; May 20, 1943
Member since: January 23, 2003

As of Septernber 30, 2007

The Supervisory Board of Siemens AG has 20 members, As stipulated by the German Codetermination Act, half of the members represent Company sharehol-
ders, and half represent Company employees. The shareholder representatives were electad at the Annual Shareholders’ Meeting on January 23, 2003, and
the employee representatives, whose names are marked with an asterisk, were gither elected by an assembly of employee delegates on December 5, 2002 or
replaced an employee representative who had resigned from the Supervisory Board. The Supervisory Board is elected for five years.
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The Supervisory Board of Siemens AG has established six standing committees. Information on their activities in fiscal 2007 is provided on page 7-8 of this Report.

Committees Meetings in Duties and responsibilities Members as of
fiscal 2007 September 30, 2007

Chairman’s B meetings The Chairman’s Committee of the Supervisory Board is responsible for Heinrich v. Pierer,

Committee 8 decisions by reviewing basic issues of business policy and management, especially in Prof.Or.jur., Or.-ing.E. h.
notational matters concerning the Managing Beard. The Committee makes recom- (Chairman until April 25, 2007)
voting using mendations to the Supervisory Board on the appointment and dismissal Gerhard Cromme, Dr. jur.
written circu- of Managing Board members and determines the Managing Board's {Chairman since April 25, 2007)
lations employment and remuneration framework. The Committee executes the Ralf Heckmann

contracts of employment with Managing Board members and determines Josef Ackermann, Dr. oec.
their remuneration as well as the amounts of the variable and stock-based

components of their annual compensation.

The Committee makes recommendations to the Supervisory Board on the

composition of Supervisory Board committees. The Committee decides

whether to approve business transactions with Managing Board members

and refated parties. The Committee’s duties include regularly reviewing

the Company's corporate governance principles and formulating propo-

sals to improve the Company's approach to corporate governance issues.

Audit Committee 7 meetings The Audit Committee’s duties inctude preparing Supervisory Board Gerhard Cromme,* Dr.jur.

0 decisions by reviews of the annual financial statements of Siemens AG and of the con- (Chairman until Apnil 25, 2007)
notaticnal solidated financial statements of Siemens worldwide. The Committee also Henning Schulte-Noelle,” Dr.jur.
voting using reviews the quarterly financial statements and the half-year financial {Chairman since April 25, 2007)
written circu- report and liaises with Siemens’ internal financial auditors and with the Ralf Heckmann
lations independent auditors (particularly with regard to awarding the audit con- John David Coombe
tract, defining the focal peints of the avdit, determining the auditors’ fee, (since April 25, 2007)
and monitoring their independence). Heinz Hawreliuk
Heinrich v, Pierer,*
Prof.Dr. jur., Dr.Ing.E. h.
{until April 25, 2007)

Compliance 3 meetings During the ongoing compliance investigation, the Compliance Committee Gerhard Cromme, Dr.jur.

Committee!” O decisions by will deal with the following subjects on behalf of the Supervisory Board: (Chairman)
notational overseeing the ongoing compliance investigation, processing reports from Ralf Heckmann
voting using the law firm Debevoise & Plimpton LLP on its independent investigation and  John David Coombe
written circu- review of the internal compliance and control systems, and monitoring the Helnz Hawreliuk
lations Company's adherence to statutory provisions, official requiations andinter-  Henning Schuite-Noelle, Dr. jur.

nal company policies.

Ownership Rights 0 meetings The Ownership Rights Committee is responsible for decisions relating to the  Heinrich v. Pierer,

Committee, 6 decisions by exercise of ownership rights resulting from interests in other companies. Prof.Dr.jur., Dr-Ing.E. h.

§ 32 of the German notational {Chairman until April 25, 2007)

Codetermination Act  voting using Gerhard Cromme, Dr.jur.
written circu- (Chairman since April 25, 2007)
lations Josef Ackermann, Dr. oec,

Albrecht Schmidt,
Dr.jur., Dr.oec. publ, h.c.

Nominating 0 meetings The Nominating Committee recommends suitable nominees for election Gerhard Cromme, Dr, jur,

Committee® Odecisionsby  to the Supervisory Board at the Annual Shareholders’ Meeting. Josef Ackermann, Dr. cec.
notational Henning Schulte-Noelle, Dr. jur.
voting using
written circu-
lations

Madiation Committee, 0 meetings
§27(3).§31({3)and

(5) of the German
Codetermination Act

As stipulated by German law, the Mediation Committee makes recom-
mendations to the Supervisory Board regarding the appointment or
revocation of appointment of Managing Board members, if the required
two-thirds majority of Supervisory Board member votes is not obtained on
the first ballot,

Heinrich v. Pierer,
Prof.Dr.jur.,Dr-ing.E. h.
(Chairman until April 25, 2007)
Gerhard Cromme, Dr. jur.
(Chairman since April 25, 2007)
Ralf Heckmann

Josef Ackermann, Dr.oec,
Heinz Hawreliuk

9 Established by resolution of April 25, 2007

@ Established by resolution of July 25, 2007

Further infermation on corporate governance at Siemans is avaitable at:

www.siemens.l:umf:nrporate_qnvernarlce

Audit committee financial expert
as defined by the Sarbanes-Oxley Act



320 Notes te Consolidated Financial Y1atements, Positions held by Mdanaging Board mernbers

Managing Board

Klaus Kleinfeld, Dr. rer. pol.

President and Chief Executive Offices,
Siemens AG (until June 30, 2007)

Date of birth: November 6, 1957

First appointed: Decemnber 1, 2002
Term originally to have expired:
September 30, 2007

Exteenal positions (since June 30, 2007)
German supervisory board positions:
Bayer AG, Leverkusen

Comparable pesitions outside Germany:
Alcoa Inc., USA

Citigroup Inc., USA

Company positions

Comparable positions outside Germany:
Nokia Siemens Networks BV,
Netherlands

Peter L3scher

President and Chief Executive Officer,
Siemens AG {since July 1, 2007)

Date of birth: September 17, 1957

First appointed: July 1, 2007

Term expires: March 31, 2012

External positions

Comparable positions outside Germany:
Smiths Group plc, UX

Company positions

Comparable positions outside Germany:
Nokia Siemens Networks B.V.,
Netherlands (until September 30, 2007)

Johannes Feldmayer, Prof.*

{until September 30, 2007)

Date of birth: October 16, 1956

First appointed: May 1, 2003

Term expired: September 20, 2007
External positions

German supervisory board positions:
ExxonMobil Central Europe Holding
GmbH, Hamburg

Infineon Technologies AG, Munich

Heinrich Hiesinger, Dr.-Ing.

(since June 1, 2007)

Date of birth: May 25, 1960

First appointed: June 1, 2007

Term expires: March 31, 2012
Company positions

Comparable positions cutside Germany:
Siemens AB, Sweden

Siemens A.E., Greece (Chairman)
Siemens AG Osterreich, Austria
Siemens AJS, Denmark

Siemens AJS, Norway

Siemens A.S., Turkey

Siemens France Holding S.A.S, France
Siemens Holdings plc, UK

Siemens Nedertand N.V., Netherlands
Siemens Schweiz AG, Switzerland
Siemens $.p.A., Italy (Deputy Chairman)
Siemens Sp. z.0.0., Poland (Chairman)
Siemens Zrt., Hungary

Joe Kaeser

Date of birth: June 23, 1957
First appointed: May 1, 2006
Term expires: March 31, 2011

External positions
German supervisory board positions:
Bayerische Borse AG, Munich

Company positions
German supervisory board positions:
Siemens VDO Automotive AG, Regensburg

Comparable positions outside Germany:
Nokia Siemens Networks B.v.,
Netherlands

Siemens Corp., USA

Siemens ttd., China

Siemens Ltd., India

Rudi Lamprecht

Date of birth: October 12, 1948

First appointed: April 26, 2000

Term expires: March 31, 2009

Company positions

German supervisory board positions;
B5H Basch und Siemens Hausgeriite
GmbH, Munich (Chairman)

OSRAM GmbH, Munich

Comparable positions cutside Germany:
Fujitsu Siemens Computers (Hoiding) 8.V.,
Nethertands {Deputy Chairman)

Nokia Siemens Networks B.V.,
Netherlands (since Octaber 1, 2007)
{Deputy Chairman}

Q00 Siemens, Russia {Chairman)
Siemens Ltd,, South Africa (Chairman)

* Released from Company duties as of March 28, 2007

Eduardo Montes

Date of birth: October 2, 1951

First appointed: May 1, 2006

Term expires: March 31, 2011

External positions

Comparable positions outside Germany:
Mecalux, S.A., Spain

Company positions

German supervisory board positions:
Siemans Entarprise Communications
Management GmbH (Chairman)
Comparable positions outside Germany:
Nokia Siemens Networks B.V.,
Netherlands

Siermens 5.A., Spain {Chairman)

Jirgen Radomski,

Or. rer. pol, h.c,, Dr. techn. h.c.
Date of birth: October 26, 1941
First appointed: June 29, 1994
Term expires: December 31, 2007

Externai positions

German supervisory board positions:
ALBA AG, Berlin

Deutsche Krankenversicherung AG,
Cologne

Driger Medical AG & Co. KG, Libeck
Company positions

German supervisory board positions:
BSH Bosch und Siemens Hausgerate
GmbH, Munich (Deputy Chairman)
OSAAM GmbH, Munich {Chairman)
Comparable positions outside Germany:
Siemens AG Osterreich, Austria
(Chairman)

Siemens A5, Turkey

Siemens Schweiz AG, Switzerland
{Chairman) {untii November 13, 2007)

Erich R, Reinhardt,

Prof, Dr.ing., Dr.-Ing. E. h,, Dr.med, h.c.
Date of birth: October 3, 1946

First appointed: December 1, 2001

Term expires; March 31, 2011

External positions

German supervisory board positions:
Dslger Medical AG & Co. KG, Lilbeck

Hermann Requard?, Prof. Dr. phil. nat.
Date of birth: February 11, 1955

First appointed: May 1, 2006

Term expires: March 31, 2013

Company positions

Genman supervisory board positions:
Siemens VDO Automotive AG, Regensburg
(Chairman}

Comparable pasitions outside Germany:
Siemens Ltd., China

Liriet J. Sharef, Dr. rer. pal,

Date of birth: August 19, 1944

First appeinted: July 26, 2000

Term expires: March 31, 2008
Company pasitions

Comparable positions outside Germany:
Siemens Canada Ltd., Canada

Siemens Corp., USA (Chairman)
Siemens Israel Ltd., Israel (Chairman)
Siemens Power Transmission &
Disteibution, Inc., USA

Siemens S.A., Colombia {Chairman)
Siemens S.A. de C.V., Mexico (Chairman)

Peter Y. Solmssen

(since October 1, 2007}

Date of birth: January 24, 1955
First appointed: October 1, 2007
Term expiras: March 31, 2012

Klaus Wucherer,

Prof. Dr.-ing., Dr.-Ing. E. b,

Date of birth: July 9, 1944

First appointed: August 1, 1999
Term expires: March 31, 2008
External positions

German supervisory board positions:
Deutsche Messe AG, Hanover
Infineon Technotogies AG, Munich
LEONE AG, Nuremberg

SAP AG, Walldorf

Company positions

German supervisary board positions:
BSH Bosch und Siemens Hausgeriite
GmbH, Munich

Comparable positions outside Germany:
Siemens Ltd., China (Chairman}
Siemens Ltd., India

Siemens Ltd., Korea

Siemens 5.A., Portugal {Chairman)

As of September 30, 2007

The Siemens Corporate Structure is shown on the foldout inside the back cover,
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Committees Meetings in Duties and responsibilities Members as of

fiscal 2007 September 30, 2007
Corporate Executive 44 meetings The Corporate Executive Committee comprises the President of the Klaus Kieinfeld, Dr. rer. pol.
Committee Managing Board, the heads of Corporate Finance and Corporate Person- (until June 30, 2007)

nel, and currently six other Managing Board members elected by the
Managing Board. The Corporate Executive Committee has full authority to
act for and on behalf of the Managing Board between meetings of the
Managing Board.

Peter Loscher

(since July 1, 2007)
Johannes Feldmayer, Prof.*
(until September 30, 2007)
Heinrich Hiesinger, Dr.-Ing.
Joe Kaeser

Rudi Lamprecht

Jiirgen Radomski,

Dr. rer. pol. h.c., Dr. techn, h.c.
Hermann Requardt,

Prof, Dr. phil. nat,

Uriel 1. Sharef, Dr. rer. pol.
Peter Y. Solmssen

(since October 1, 2007)
Klaus Wucherer,

Prof. Dr.-Ing., Dr.-Ing. E.h.

Equity and Employee 0 meetings

Stock Committee 2 decisions by
notational
voling using
written circu-
lations

This Committee oversees the utilization of authorized capital in connec-
tion with the issuance of employee stock and the implementation of
varigus capital measures,

Klaus Kleinfeld, Dr. rer. pol.
{until fune 30, 2007)

Peter Loscher

(since luly 1, 2007}

Joe Kaeser

Jiirgen Radomski,

Dr. rer. pol, h. ¢., Dr. techn. h.c.

* Released from Company duties as of March 28, 2007

is avaitable at:

Further infarmation on corporate governance at Siemens | www.slemens.com/corporate_governance




322

Statement of the Managing Bourd

Statement of the Managing Board
The Managing Board of Siemens Aktiengesellschaflt is responsible for preparing the follow-
ing consolidated financial statements and management’s discussion and anaiysis,

Siemens employs extensive internal controls, company-wide uniform reporting guide-
lines and additional measures, including employee training and continuing education, with
the intention that its financial reporting is conducted in accordance with accepted account-
ing principles. The presidents and chief financial officers (CFOs) of the Groups as well as the
presidents and CFOs of the Siemens companices have confirmed to us the correctness of the
financial data they have reported to Siecmens’ corporate headquarters and the functionality
of the related monitoring systems. We continually monitor the compliance with these mea-
sures and guidelines, and also the functionality and reliability of our internal control sys-
tem, through a company-wide internal audit process.

Our risk management system complies with the requirements of the German Corporation
Act (AktG). Qur risk management system is designed to enable the Managing Board to recog-
nize potential risks early on and initiate timely countermeasures.

In accordance with the resolution made at the Annual Shareholders’ Meeting, KPMG
Deutsche Treuhand-Gesellschaft Aktiengesellschaft has audited the conselidated financial
statements and management’s discussion and anatysis, and issued an unqualified opinion.

Together with the independent auditors, the Supervisory Board has thoroughly examined
the consolidated financial statements, management’s discussion and analysis, and the inde-
pendent auditors’ report. The result of this examination is included in the Report of the
Supervisory Board which begins on page 6 of this Annual Report.

The Managing Board
of Siemens Aktiengesellschaft
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Independent Auditors' Report

We have audited the consolidated financial statements prepared by Siemens Aktiengesell-
schaft, Berlin and Munich, eomprising the balance sheet, the statements of income, income
and expense recognized in equity and cash flow and the notes to the consolidated financial
statements, together with the group management report for the business year from October
1, 2006 to September 30, 2007. The preparation of the consolidated financial statements

and the group management report in accordance with IFRS, as adopted by the EU, and the
additional requirements of German commercial law pursuant to § 315a Abs. 1 HGB are

the responsibility of the Managing Board of the Company. Our responsibility is to express
an opinion on the consolidated financial statements and on the group management report
based on our audit. In addition we have been instructed to express an opinion as to whether
the consolidated financial statements comply with full IFRS. We conducted our audit of the
consolidated financial statements in accordance with § 317 HGB (Handelsgesetzbuch ,Ger-
man Commercial Code“) and German generally accepted standards for the audit of financial
statements promulgated by the Institut der Wirtschaftspriifer (IDW) under additional consid-
eration of International Standards on Auditing (ISA). Those standards require that we plan
and perform the audit such that misstatements materially affecting the presentaticn of the
net assets, financial position and results of operations in the consolidated financial state-
ments in accordance with the applicable financial reporting framework and in the group
management report are detected with reasonable assurance. Knowledge of the business
activities and the economic and legal environment of the Group and expectations as to possi-
ble misstatements are taken into account in the determination of audit procedures. The
effectiveness of the accounting-related internal control system and the evidence supporting
the disclosures in the consolidated financial statements and the group management report
are examined primarily on a test basis within the framework of the audit. The audit includes
assessing the annual financial statements of those entities included in consolidation, the
determination of entities to be included in consolidation, the accounting and consoclidation
principles used and significant estimates made by the Managing 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. Qur audit has
not led to any reservations.

In our opinion, based on the findings of our audit, the consotidated financial statements
comply with IFRS, as adopted by the EU, the additional requirements of German commercial
law pursuant to § 315a Abs. 1 HGB and full IFRS and give a true and fair view of the net
assets, financial position and results of operations of the Group in accordance with these
requirements. The group management report is consistent with the consolidated financial
statements and as a whole provides a suitable view of the Group's position and suitably pres-
ents the opportunities and risks of future development.

Munich, November 23, 2007

KPMG Deutsche Treuhand-Geselischaft
Aktiengesellschaft
Wirtschafispriifungsgesellschaft

Prof. Dr. Nonnenmacher v. Heynitz
Wirtschaftsprifer Wirtschafltspriifer
{Independent Auditors)
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Five-year summary

Revenue and earningst” (in millions of euros) 2007 2006 2005 2004 2003
Revenue 72,448 66,487 55,781 61,480 61,624
Gross profit 20,876 17,379 15,683 18,710 18,089
Income from continuing operations 3,909 2,642 2,813 3,006 2,058
Net income 4,038 3,345 2,576 3,405 2,445
Assets, liabilities and equity'” (in millions of euros) 2007 2006 2005 2004 2003
Current assets 47,932 50,014 45,502 45,946 43,489
Current liabilities 43,894 38,964 38,376 33,435 32,041
Debt 15,497 15,297 12,035 11,219 13,178
tong-term debt 9,860 13,122 8,040 9,785 11,433
Net liquidity'? (11,299) {4,487) {1,681} 2,357 (379)
Pension plans and similar commitments 2,780 5.083 5.460 4,392 5,843
Equity 29,627 25,895 23,791 26,454 23,404
as a percentage of total assets 32 30 29 33 30
Total assats 91,555 87,528 81,579 79,239 77,378
Cash flows™! (in millions of euros) 2007 2006 2005 20047 2003
Nel cash provided by operating activities 9,822 5,003 3,198 5,080 5,712
Amortization, depreciation and impairments 2,625 2,314 2,267 2,821 3,173
Net cash used in investing activities {10,068) (4,315} (5,052) (1,818} (3.939)
Additions to intangible assets and property, plant and equipment (3,067 {3.123) {2.670) (2,764} {2.852)
Net cash provided by (used in} financing activities (5.792) 1,540 {2,241) (3,108) (487)
Net increase {decrease) in cash and cash equivalents (5.274) 2,093 (4,069) 41 953
Free cash flow 6,755 1,820 528 2,316 2,860
Employeest - continuing operations 2007 2006 2005 2004 2003
Emplayees™ (September 30, in thousands) 398 Eral 359 376 367
Employee costs (in millions of euros) 22,525 22,790 20,299 22,964 23,40

M Amounts for 2007, 2006 and 2005 according to IFRS, amounts for 2004 and 2003
according to U.S. GAAFR. The historical resuits of Siemens VDO Automoctive (SV) are
reported as discontinued operations in the Consolidated Statements of Income for
2ll periods presented. Cash flows for 2004 and 2003 include amounts related to SV,

@ Net liquidity includes four positions of the Consolidated Balance Sheets: Cash and cash
equivalents, current Available-for-sale financial assets {fiscal 2007 and 2006)/Market-
able securities (fiscal 2005, 2004 and 2003), Short-term debt and current maturities
of long-term debt and Long-term debt.

3 Continuing and discontinued operations.

W Amortization and impairment of intangible assets other than goodwill and depreciation
and impairment of property, plant and equipment.

! Without temporary student workers and trainees.

18 To be proposed at the Annual Shareholders’ Meeting.

7} XETRA closing prices, Frankfurt,

1% Based on shares gutstanding,

® Changed from Aa3 to A1 on November 9, 2007.

See also “Motes to Consolidated Financial Statements”, Note 2, for certain adjustments
related to prior years,
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Key capital market data

{in euros, uniess otherwise indicated) 2007 2006 2005 2004 2003
Earnings per share from continuing operations 4.13 2.78 2.96 3.37 2.31
Dituted earnings per share from continuing operations 3.99 2,77 2.85 3.23 2.28
Dividend per share 1.60 1.45 1.35 1.25 1.10
Siemens stock price™

High 111.17 79.77 66.18 68.30 58.32

Low 66.91 60.08 56.20 52.02 32.05

Year-end (September 30) 96.42 68,80 64.10 59.21 51.14
Siemens stock performance over prior year (in percentage points}

Compared to DAX index +11.72 -9.80 -19.10 -1.59 +36.34

Compared to Dow Jones STOXX index +29.18 ~8.46 -17.85 +0.17 +44.81
Number of shares {in millions) 914 an 891 891 891
Market capitalization at pertod-end (in millions of euros)® 88,147 61,307 57,118 52,761 45,559
Credit rating of long-term debt

Standard & Poor's AA- AA-~ AA- AA- AA-

Moody’s A Aa3 Aal Aa3 Aa3
Quarterly data (in millions of euros) 2007 4™ Quarter 3™ Quarter 2™ Quarter 1" Quarter
Revenue 72,448 20,201 17.517 18,001 16,729
Net income 4,038 (74) 2,065 1,259 788
Quarterly data (in millions of euros) 2006 4™ Quarter 3™ Quarter 2 Quarter 1% Quarter
Revenue 66,487 18,471 16,158 16,273 15,585
Net income 3,345 148 1,341 920 936

Siemens AG - Statement of income and balance sheet*
{condensed version) (in billions of euros)

Years ended September 30 2007 2006 As of September 30 2007 2006
Net sales 26.6 30.9 Property, plant equipment 1.7 2.3
Cost of sales {19.6) {23.1) Investments 36.6 35.6
Gross profit on sales 7.0 7.8 Non-current 38.3 37.9
Other functional costs (7.2) (9.2} Inventories - 0.1
Other income and expense, net (0.1) 1.5 Receivables and prepaid expense 21.3 18.3
Income before income taxes {0.3) 0.1 Marketable securities, liquid assets 2.8 8.2
Income taxes 0.2 1.3 Total assets 62.4 64.5
Extraordinary result 2.4 - Shareholders’ eguity 19.0 16.4
Net income 23 1.4 Accrued liabilities and special reserves 15.4 15.5
Profit available for distribution 1.5 1.3 Dabt 0.1 0.3

QOther liabifities 279 323

* Prepared in accordance with the German Commercial Code (HGB).
Total shareholders’ equity and liabilities 62.4 64.5
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Glossary

A Accumulated benefit
obligation (ABO)

A measure o determing a company’s pension-related “additional minimum liability.” The ABO is based on
the same computational methodologies as the projected benefit abligation (PBO), except for compensation
levels, The ABD applies to past and current comgpensation levels. It does not incorporate compensation
increases,

American depositary Megotiable share certificates issued by major LLS. banks, related to non-American shares deposited
receipts (ADRs) with them. ADRs are generally issued in a ratio of 1:1,
Asset management The process of managing corporale assets in order to enhance operational efficiency whife minimizing
costs and asseciated risks,
B Benchmarking A technigue used to compare the products, services, processes and financials within an organization, in

relation to "best of practice” in other similar organizations.

Business portfolio

The aggregate total of business areas in which Siemens is active.

C Captive finance unit

A financiaf servicas unit organized as a business within an industrial enterprise that offers financial
solutions primarily to customers of the operating unils of thal enterprise.

Cash conversion rate

Measures the proportion of profit that is converted into free cash flow,

Cash flow

The net cash inflow or outflow for a specific time period.

Cash management

The management of cash and cash equivalents within an organization to optimize financial activities.

Commercial paper

Short-term loan issued in the open market by companies with strong credit ratings. Maturities typicatly
range from 2 to 270 days.

Consolidated financlal statements

Financial statements that bring together all assets, liabilities, net worth, results of operations and cash
Nows of two or more affiliated compantes, as though the business were in fact a single economic entity.

Corporate Treasury

A corporate function respensible for ensuring the availability of company-wide financing and cash manage-
ment, including consulting services involving issues of corporate finance, interest rates and currencies,
liguidity management and all other questions related to the financial management of operations,

Cost of capital

The rate that a company must pay for its capital.

D Debt-to-equity ratio

Total long-term debt divided by total shareholders’ equity.

Deferred taxes

Assets and liabilities arising from the different treatment of transactions for financial and tax reporting
purposes.

Derivative

A financial instrument that derives its value from the price or expected price of an underlying asset
{e.q. a security, currency or bond).

Discontinued operations

A separate unit of an enterprise {clearly distinguishable from the rest of the enlity) that has been disposed
of or is classified as held for sale, if the unit's operations and cash flows are eliminated from the ongoing
operations and the ongoing operations will not have any significant centinuing involvement in the unit.

E Equity method Valuation method used to account for interests in companies in which the investor has the ability to
exercise significant influence over the investee's operating and financial poticies (associated companies).
EVA Abbreviation for “economic value added.” EVA equals net operating profit after taxes {NOPAT) less a charge

for capital employed in the business {cost of capital),

Expected long-term rate of
return on pension plan assets

The average rate of eamnings expected on plan assets.
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Free cash flow

A measure of operative cash generation, it represents net cash provided by {used in) operating activities
less cash used for additions to intangible assets and property, plant and equipment.

Financing and Real Estate

The worldwide leasing, lending, financing and real estate activities of Siemens Financial Services (SFS) and
Siemens Real Estate (SRE}.

Fully diluted

Earnings per share are fully diluted when they reflect the effects of an assumed conversion or the exercise
of all patentially dilutive securities or stock options.

Functional costs

Functional costs include cost of sales, R&D expenses, marketing and selling expenses, and general
administration expenses.

Funded status of pension plan

The difference between a pension plan's projected benefit obligation (PBO) and the fair market value of
assets designated to the pension plan {plan assets) as of a specific date.

GASC Short for “German Accounting Standards Committee.” An independent registered association to develop,
among other things, accounting standards for application in the area of consolidated financial reporting,

German GAAP Short for "Generally Accepted Accounting Principles in Germany.” The accounting concepts, measurements,
techniques and standards of presentation used in financial statements in Germany pursuant to the German
Commercial Code (HGB).

Goodwill The excess of cost of an acquired entily over the amounts assigned to assets acguired and liabilities
assumed.

Group profit Measure of Group profitability, defined as earnings befere financing interest, certain pension costs and
income taxes.

Hedging A strategy used to minimize exposure to changes in prices, interest rates or exchange rates by means of
derivative financial instruments {options, swaps, forward contracts, etc.}.

Hybrid bond A hybrid bond is a bond that due to its subordination bears the character of both debt and equity.

IFRS Short for “International Financial Reporting Standards,” previously “International Accounting Standards”
({IAS). According to JAS Regulation of the European Union, publicly traded European Union cormpanies are
required to prepare their consolidated financial statements in accordance with IFRS beginning January
2005 andfor fanuary 2007 at the latest.

Joint venture A form of business partnership between two or more companies to engage in a commercial enterprise with

mutual sharing of profits and losses,

Medium-term note program

Flexible financing framework providing for the issuance of notes in rotation in the context of a program
unrestricted in time {constant issue}. The notes may be issued in several tranches, with terms and con-
ditions and time of issue being determined in accordance with then current goals and prevailing market
tonditions,

Moody's Investors Service

Independent rating agency that assesses securities investment and gredit risk,

Net capital employed

Net capital employed is the asset measure used to assess the capital intensity of Operations. Its definition
corresponds with the Group profit measure,

Net cash from operating
and investing activities

Total of cash provided by (used in) operating and investing activities as determined in the Statements
of Cash Flow.

Net periodic pension cost

The amount of pension costs recorded in the Statements of Income. Net pericdic pension cost components
include service cost, interest cost, expected return on plan assets, amortization of unrecognized prior
service cost {if any), gains or losses recognized and amortized after exceeding a certain corridor (f any),
amortization of unrecognized initial net obligation andfor initial net asset.
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0 Operations One component of Siemens’ reporting structure. Operations comprises the operating Groups, certain
operating aclivities not associated with these Groups and centrally managed iterns, but excludes Financing
and Real Estate and Corporate Treasury.

P Projected benefit obligation (PBG) A measure to determine pension liabilities. The PBO is the actuarial present value as of a specific date of
employees’ vested and non-vested pension benefits incorporating compensation increases, attributable to
employee services performed as of that date.

R RED Abbreviation for “research and development.®

Rating Standardized evaluation of issuers’ credit standing and debt instruments, carried out by speciatized
agencies {such as Standard & Poor's or Moody's Investors Service).

Return on capital employed (ROCE) A measure for the efficiency and profitability of a company's investments. It is an indicator of how welt
a company is utilizing capital to generate profits.

REsk management Systematic process to identify, assess and monitor various financial risk factors and to select and
implement measures to handle those risk factors.

S SEC Short for “Securities and Exchange Commission.” The primary federal agency in the U.S. responsible for
regulating the financial reporting practices of most publicly ewned corporations in connection with the
buying and selling of stocks and bonds,

Standard & Poor's Independent rating agency that provides evaluation of securities investment and credit risk.
Stock options Form of employee incentive and cormpensation. The employee is given an option to purchase a company’s
shares if certain targets are met under specified conditions.

U .5, GAAP Short for “United States Generally Accepted Accounting Principles.” The accounting concepts, measure-
ments, technigques and standards of presentation applicable to financiat statements in the U,S.

A" Volatility The degree of fluctuation for a given price or rate, such as a stock price or currency exchange rate.
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Siemens Financial Calendar*

First-quarter financial report Jan. 24, 2008
Annual Shareholders’ Meeting - Olympiahalle, Munich, 10:00 a.m. Jan. 24, 2008
Ex-dividend date Jan. 25, 2008
Second-quarter financial report and Semiannual Press Conference Apr, 30, 2008
Third-quarter financial report July 30, 2008
Preliminary figures for fiscal year / Press conference Nov. 13, 2008
Annual Shareholders’ Meeting for fiscal 2008 Jan. 27, 2009

»

Provisional. Updates will be posted at:
www siemens.com/financial_calendar

Fostering young photographers

Most of the photos in this Annual Report were taken by photography students from the Zurich
University of the Arts. We'd like to express our appreciation to Professor André Gelpke (of the
University's photography department), Dr. Thomas Weski (head curator of the Haus der Kunst art
museum in Munich) and Ueli Alder, Tony Montana, Xandra Linsin, Lena Thiiring and Max Zeckau
(photography students at the University).

Their work was part of a project conducted in cooperation with the Siemens Arts Program, our
initiative to support contemporary art and culture, The Program focuses on the visual and performing
arts, music, contemporary culture and in-house projects to encourage cultural dialogue in the
workplace.

Further information on the Siemens Arts Program is available at:
www.siemens.com/artsprogram

We'd also like to thank Andreas Pohimann for the photographs he contributed (pages 6, 12f., 14,48f.).

Al! photos copyrighted by Siemens AG, a Siemens subsidiary or a Siemens affiliate.




Corporate Structure

Managing Board of Siemens AG™

Gorpurate Lxecetve Commiltee

Peter Loscher
President and

Chief Executive Officer
Head of CD

Special responsibility: CC

Joe Kaeser
Head of CF
Special responsibilities: SFS, SRE

ldrgen Radomski

Head of CP

Special responsibilities: Med, OSRAM,
MCP

Heinrich Hiesinger

Special responsibilities: 58T, SIS,
Cl0, CSP, BG5S,

Europe including RD

Rudi Lamprecht

Special responsibilities: SEIL® SHC,
Africa, Middle East, C.1.S.

Hermann Regquardt

Head of CT

Special responsibilities: 5V,
Japan

Uriel J, Sharef

Special responsibilities: PG, PTD,
Americas

Corporate Departments

Corporate Development (€0

Corporate Finance {CF)

Corporate Legal and
Compliance (CL} )

I

Corporate Personnel {CF)

Peter Loscher Joe Kaeser Peter Y. Solmssen Jdrgen Radomski

Herbert Figge Karl-Heinz Seibert Paul Hobeck Walter Huber

Thomas Frischmuth Ralf P. Thomas Andreas Pohlmann

Horst-1. Kayser Hans Winters

Operations

Industry Energy
 Automation and Brives [A&D) Transportation Systems (TS) CSRAM GmbH Power Generation (PG} '

Hetmut Gierse Hans M. Schabert Martin Goetzeler Klaus Voges

Hannes Apitzsch Alfred Frank Kurt Gerl Ralf Gunterrmann

Petar Drexel JBrnF, Sens Johannes Mdrger Michael 506

Anton S. Huber Friedrich Smaxwil Claus Regitz Randy H, Zwirn

Industrial 5olutions and
Services {|&S)

loergen Qle Haslestad
Bernd Euler

Hans-Jarg Grundmann
loachim Métler

Siemens Building Technologies
{saT)®

Johannes Milde
Rolf Renz

Power Transmission and
Distribution (PT8)

Udo Niehage

Pamela Krapp
Christian Urbranke

i n ——
fegional arganization

Regional Organization Germany {RD), Regional Companies, Representative Offices, Agencies

M See also pages 12 and 13.

) Strategic equity investments {SEN: BSH Bosch und Siemens Hausgerte GmbH,
Fujitsu Siemens Computers (Holding) BV, Nokia Siemens dNetworks (NSN)

@) Company unit in Siemens Schweiz AG

" siermens Home and Office Communication Devices GmbH & Co. KG
) Siamens Enterprise Communications GmbH & Co, KG

9 piscontinued operations




Peter Y. Solmssen
Head of CL

Klaus Wucherer
Spetial responsihilities: A&D, 185, TS,
Asia, Australia

Eduardo Montes
Special respansihbility: SENTYS)

Erich R. Reinhardt
Head of Med

Corparate Technolagy (CT)

Hermann Requardt

Reinhold Achatz
Winfried Biittner

Healthcare

Medical Solutions {Afed)

Erich R. Reinhardi
Themas Miller
Siegfried Russwurm
¥laus Stegemann

Siemens IT Selutions and -
Services (SlS)

Christoph Xolatz

Jirgen Frischmuth
Michael Schulz-Drost
Rolf Unterberger

Siemans VDO Automotive (S¥)"

Woifgang Dehen
Kiaus Egger

Helmut Matschi
Reinhard Pinzer

Financing and
Real Estate

Siemens Financial Services GmbH
(SFS)

Deminik Asam

Peter Moritz
Johannes Schmidt

Siemens Real Estate {SRE)

Zsolt Sluitner

Corporate Centers

Corporate Communications
and Government Affalrs
(o)

Stephan Heimbach
Corparate Information Office
{CI)

Norbert Kleinjohann
Corporate Supply Chain and
Procurement

{Csh)

Bernd Regendantz

Global Shared Services
{G55)

Denice Kronau

Managerment Consulting
Personnel

{MCP)

Hans-Jdrgen Schicd

As of October 1, 2007

Members of the Supervisory Board are listed on page 318.



Information resources

Further information on the contents of this
Annuat Report is available at:
Telephone +49 89 636-33032 (Press Office)

+49 89 636-32474 (Investor Relations)
Fax +49 89 636-30085 (Press Office)

+49 89 636-32830 (Investor Relations)

£-mail press@siemens.com
investorrelations@siemens.com

Address

Siemens AG

Wittelsbacherplatz 2
80333 Munich
Germany
Internet WWW.siemens.com

This Report is also available in German, French and
Spanish. An abridged Japanese version will be available
as of January 2008 at: www.siemens.co.jp

The English and German versions can be downloaded at:
www.siemens.com/annual-report and
www siemens.com/geschaeftsbericht

Siemens employees may obtain additional copies from:

LZF, Flrth-Bislohe
Intranet http:/ic4bs.spls.def
Fax +49 911 654-4271

German Order no, A19100-F-V73

English Order no. A19100-F-V73-X-7600
French Order no. A19100-F-v73-X-7700
Spanish Order no. A19100-F-V73-X-7800

Please include postal address and complete company unit
designation {Org-1D} when ordering.

Copies of this Report are also available from:

E-mail siemens@bek-gmbh.de

Internet www.siemens.comforder_
annualreport

Telephone  +49 7237-480024

Fax +49 7237-1736

In addition to an Annual Report at the end of each fiscal
year, Siemens publishes quarterly consolidated financial
statements in the form of press releases. Conference calls
with journalists and analysts supplement these reports,
Two major press conferences - one at mid-year and one
at year-end - as well as an annual analyst conference give
journalists and analysts further opportunities to review
developments in our businesses. The financial reports for
the first three quarters are complemented by an extensive
interim report comprising management's discussion and
analysis as well as the Consolidated Financial Statements
(with notes}. These reports are submitted to Deutsche
B&rse and the LS. Securities and Exchange Commission
(SEC), among other organizations. Siemens also provides
the SEC with the Annual Report on Form 20-F. Al of these
financial reports are available on the Internet at:
www.siemens.comifinancialreports

Designations used in this Report may be trademarks, the
use of which by third parties for their own purposes could
violate the rights of the trademark owners.
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Key figures”

in millions of euros 200719 20062
New orders® 83,916 74,944
Revenue® 72,448 66,487
Income from continuing operations 3,909 2,642
Income from discontinued operations, net of income taxes 129 703
Net income 4,038 3,345
attributable to: Minority interest 232 210
Shareholders of Siemens AG 3,806 3,135
Free cash flow™™* 6,755 1,820
Shareholders’ equity (September 30) 29,627 25,895
attributable to: Minority interest 631 702
Shareholders of Siemens AG 28,996 25,193

September 30, 2007 September 30, 2006

Continuing Continuing
operations Total operations Total
Employees (September 30, in thousands) 398 471 37 475
M prior-year numbers have been adjusted for the retroactive presenta- ™ Continuing operations
tion of Siemens VDO Automotive (SV) in discontinued operations, Discontinued operations consist of SV activities as well 25 camier
ircome tax charges relating to compliance matters and an networks, enterprise networks and mobile devices activities.
adjustment of Medica! Solutions’ Graup profit. " Equals Net cash provided by (used in) operating activities less
@ Fiscal year from October 1 to September 30 Additions to intangible assets and property, plant and equipment,
H
WWW.5iemens.com Siemens Aktiengesellschaft

! Order no. A19100-F-V73-X-7600
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Siemens Aktiengasellschaft
Berlin and Munich

Beriin and Munich,
December 2007

To Qur Shareholders:

After the order for publication of the Notice of Shareholders’ Meeting on lanuary 24, 2008
in the German Electronic Federal Gazette (“elektronischer Bundesanzeiger”) together with
the Managing Board’s Reports on Agenda Items 7 and 8, the information on the candi-
dates for election to the Supervisory Board proposed in Agenda Item 9 and the notifica-
tions pursuant to § 128 (2), sentences & through 8 of the German Stock Corporation Act
was already placed, we were informed that the candidate for election to the Supervisory
Board, Dr. Hans Michael Gaul, has been appointed to a further board position required to
be disclosed pursuant to § 125 (1), sentence 3 of the German Stock Corporation Act. The
amended information with respect to Dr. Hans Michael Gaul's board positions is as follows:

Dr. Hans Michael Gaul,
Supervisory Board member

Membership in domestic Supervisory Boards to be formed by law:
Allianz Versicherungs-AG, Munich
DKV Deutsche Krankenversicherung AG, Cologne
Evonik Industries AG, Essen
HSBC Trinkaus & Burkhardt AG, Dusseldorf
IVG Immobilien AG, Bonn
VNG-Verbundnetz Gas AG, Leipzig
Volkswagen AG, Wolfsburg

By order of the Managing Board

Siemens Aktiengesellschaft

This version of this notification, prepared for the convenience of English-speaking readers,
is a transiation of the German original. For the purposes of interpretation the German text
shall be guthoritative and final.

Siemens Aktiengesellschaft - Chairman of the Supervisory Board: Gerhard Cromme

Managing Board: Peter Ldscher, President and CEQ - Members of the Managing Board:

Heinrich Hiesinger, Joe Kaeser, Rudi Lamprecht, Eduardo Montes, Jirgen Radomski,

Erich R. Reinhardt, Hermann Requardt, Uriel J. Sharef, Peter Y. Solmssen, Klaus Wucherer
Registered Offices: Berlin and Munich - Commercial Registries: Berlin-Charlottenburg, HRB 12300;
Munich, HRB 6684



Siemens Aktiengesellschaft
Berlin and Munich

Berlin and Munich,
December 2007

Notice of Annual Shareholders’ Meeting
of Siemens AG

To Cur Shareholders:

NOTICE 1S HEREBY GIVEN that the Annual Shareholders’ Meeting of Siemens Aktiengesell-
schaft (*Siemens AG" or "the Company”) will be held at the Olympiahalle of the QOlympia-
park, Coubertinplatz, 80809 Munich, Federal Republic of Germany, on Thursday, January
24, 2008, at 10:00 a.m. (local time), for the following purposes:



Agenda

1. Toreceive and adopt the Report of the Supervisory Board, the Corporate Gover-
nance Report, Compensation Report and the Compliance Report for fiscal year 2007

2. To receive and adopt the Annual Financial Statements and the Consolidated
Financial Statements, as approved by the Supervisory Board, together with Man-
agement'’s Discussion and Analysis of Siemens AG and the consolidated group, and
the Explanatory Report on the information required pursuant to §289 (4) and §315
{(4) of the German Commercial Code (HGB) for the fiscal year ended September 30,
2007

The materials referred to in Agenda Items 1 and 2 are available for inspection on the Inter-
net at http://www.siemens.comfagm and at the registered offices of Siemens AG, Wittels-
bacherplatz 2, 80333 Munich, and Nonnendammalfee 101, 13629 Berlin, Upon request, a
copy will be sent to shareholders,

3. To consider and vote upon appropriation of the net income of Siemens AG to
pay a dividend

The Supervisory Board and the Managing Board propose that the following resolution be
approved and adopted:

The unappropriated net income of Siemens AG for the fiscal year ended September 30,
2007 amounts to €1,462,725,473.60. This net income will be used to pay a dividend of
€1.60 on each no-par value share entitled to the dividend. The amount attributable to
shares of stock of Siemens AG held in treasury by the Company at the date of the Annual
Shareholders’ Meeting will be carried forward.

4. To ratify the acts of the Managing Board

The Supervisory Board and the Managing Board propose that ratification of the acts of
Prof. fohannes Feldmayer be postponed due to the charges brought against him, and that
approval be and is hereby given to the acts of the other members of the Managing Board
in fiscal year 2007.

Itis intended that voting on the ratification of the acts of the Managing Board members at
the Annual Shareholders’ Meeting will be carried out for each member individually.

5. To ratify the acts of the Supervisory Board

The Supervisory Board and the Managing Board propose that approval be and is hereby
given to the acts of the members of the Supervisory Board in fiscal year 2007.

It is intended that voting on the ratification of the acts of the Supervisory Board members
at the Annual Shareholders’ Meeting will be carried out for each member individually.



6. To ratify the appointment of independent auditors for the audit of the Annual
and Consolidated Financial Statements and for the review of the Interim Financial
Statements

The Supervisory Board proposes that the following resolutions be approved and adopted:

(a) KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft Wirtschaftspriifungsgeseli-
schaft, Berlin, is appointed to serve as independent auditors of the Annual and Consoli-
dated Financial Statements for the fiscal year ending September 30, 2008,

(b} KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft Wirtschaftspriifungsgesell-
schaft, Bertin, is appointed to review the financial statements and the Interim Manage-
ment’s Discussion and Analysis for the first half of the fiscal year ending September 30,
2008.

Prior to submitting nominations for appointment, the Supervisory Board has obtained
a declaration of independence from KPMG Deutsche Treuhand-Geseilschaft Aktien-
gesellschaft Wirtschaftspriifungsgesellschaft (KPMG) as required by the German Corporate
Governance Code. In addition, the Supervisory Board has taken into consideration that in
the course of the investigations by legal and other regulatory authorities no concerns have
been raised to date regarding the guality of the financial statement audit by KPMG. The
progress and results of the ongoing investigations are continuously and carefully moni-
tored. In accordance with legal requirements, the nominations for appointment relate only
to the current fiscal year. Moreover, KPMG has revised and expanded the composition of
the audit team. In the course of the current fiscal year a new tender will be issued for the
engagement of independent auditors to audit the annual and consolidated financial state-
ments and review the interim report for the fiscal year ending September 30, 2009.

7. To consider and vote upon a resolution authorizing the acquisition and use of
Siemens shares and the exclusion of shareholders’ preemptive and tender rights

The Supervisory Board and the Managing Board propose that approval be and is hereby
given to the following resolution:

(a) The Company is authorized to acquire up to 10% of its capital stock existing at the date
of the resolution. The aggregate of Siemens shares acquired under this authorization
and any other Siemens shares previously acquired and still held in treasury by the Com-
pany or to be attributed to the Company pursuant to §71d and §71e of the German
Stock Corporation Act (AktG) may at no time exceed 10% of the then existing capital
stock.

This authorization may be exercised in whole or in part, once or several times, by
Siemens AG or any of its subsidiaries, or by third parties on behalf of Siemens AG or its
subsidiaries.



«

This authorization will become effective as of March 1, 2008 and will remain in full
force and effect through July 23, 2009. The authorization to acquire Siemens shares as
approved at the Annual Shareholders’ Meeting on January 25, 2007 will terminate on
the effective date of this new authorization,

{b) Any acquisition of Siemens shares will be accomplished at the discretion of the Manag-
ing Board either (1) by purchase over the stock exchange or (2) through a public share
purchase offer.

(1} 1f the Siemens shares are to be acquired over the stock exchange, the purchase
price paid per Siemens share (excluding incidental transaction charges) may neither
exceed nor fall below the market price of the Siemens stock on the trading day, as
determined during the opening auction of the XETRA trading platform (or a compa-
rable successor system) by more than 10%.

{2) If the Siemens shares are 1o be acquired through a public share purchase offer, the
Company may (i) publicly issue a formal offer or (ii) publicly solicit shareholders to
submit offers.

(i} If a formal offer is publicly issued by the Company, the Company will state a pur-
chase price or purchase price range per Siemens share. if a purchase price range
is stated, the final price will be determined from all available acceptance decla-
rations. The offer may provide for an acceptance period, terms and conditions,
and the possibility of adjusting the purchase price range during the acceptance
period if after publication of a formal offer significant market price fluctuations
occur during the acceptance period.

The purchase price or purchase price range per Siemens share (excluding inci-
dental transaction charges) may neither exceed nor fall below the average clos-
ing price of the Siemens stock in XETRA trading (or a comparable successor
system) during the last five trading days prior to the "relevant date” by more
than 20%. The relevant date will be the date on which the final Managing Board
decision about the formal offer is made. In the event of an adjustment to the
offer, the relevant date will be replaced by the date on which the final Manag-
ing Board decision is made about the adjustment.

If the number of Siemens shares tendered by shareholders exceeds the total vol-
ume of shares which the Company intends to reacquire, the shareholders’ right
to tender may be excluded to the extent that the repurchase will be in propor-
tion to the Siemens shares tendered. Furthermore, the tender of small lots of up
to 150 Siemens shares per shareholder may receive preferential treatment.

(ii} If the Company publicly solicits submission of offers to sell Siemens shares, the
Company may state in its solicitation a purchase price range within which offers
may be submitted, The solicitation may provide for a submission period, terms
and conditions, and the possibility of adjusting the purchase price range during
the submission peried if after publication of the solicitation significant market
price fluctuations occur during the submission period,
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Upon acceptance, the final purchase price will be determined from the available
sales offers. The purchase price per Siemens share (excluding incidental trans-
action charges) may neither exceed nor fall below the average closing price of
the Siemens stock in XETRA trading {or a comparable successor system) during
the last five trading days prior to the "relevant date” by more than 20%. The rel-
evant date will be the date on which the offers are accepted by Siemens AG.

If the number of Siemens shares offered for purchase exceeds the total volume
of shares which the Company intends to reacquire, the shareholders’ right to
tender may be excluded to the extent that acceptance will be in proportion to
the Siemens shares offered for purchase. Furthermore, the acceptance of small
lots of up to 150 Siemens shares offered per shareholder may receive priority
consideration.

{c) Besides selling them over the stock exchange or through a public sales offer to all

shareholders, the Managing Board is authorized to also use Siemens shares reacquired
on the basis of this or any previously given authorization as follows:

(1) Such Siemens shares may be retired with the approval of the Supervisory Board
without an additional resolution by the Annual Shareholders’ Meeting being
required for such retirement or its implementation.

(2) Such Siemens shares may be used to meet the obligations under the 2001 Siemens
Stock Option Plan in accordance with the resolution passed at the Annual Share-
holders’ Meeting on February 22, 2001. The key points of the 2001 Siemens Stock
Option Plan, as approved at the Annual Shareholders’ Meeting, can be examined as
an integral part of the notarized minutes of that Annual Shareholders’ Meeting at
the Commercial Registries in Berlin and Munich. They can also be inspected at the
registered offices of Siemens AG, Wittelsbacherplatz 2, 80333 Munich, and Nonnen-
dammallee 101, 13629 Berlin, and on the nternet at http:/lwww.siemens.comfagm,
Upon request, a copy will be sent to shareholders.

{3) Such Siemens shares may be offered for purchase to individuals currently or for-
merly employed by the Company or any of its subsidiaries, or they may be granted
and transferred to such individuals with a holding period of at least two years.

(4) Such Siemens shares may, with the approval of the Supervisory Board, be offered
and transferred to third parties against contributions in kind, particularly in connec-
tion with business combinations or the acquisition of companies or interests there-
in.

(5) Such Siemens shares may, with the approval of the Supervisory Board, be sold to
third parties against payment in cash if the price (excluding incidental transaction
costs) at which such Siemens shares are to be sold is not significantly lower than
the market price of the Siemens stock on the trading day, as determined during the
opening auction of the XETRA trading platform (or a comparable successor system).

(6) Such Siemens shares may be used to service conversion or option rights granted by
the Company or any of its subsidiaries.




The aggregate volume of shares used under the authorizations pursuant to paragraph
{c). subsections (5) and (6) above, issued by applying mutatis mutandis the provisions
of §186 (3) 4'" sentence, of the German Stock Corporation Act (against contributions
in cash approximating the stock market price, with preemptive rights of sharehold-
ers excluded), must not exceed 10% of the capital stock at the time when such shares
are used. This limit includes shares issued or disposed of by direct or mutatis mutandis
application of these provisions during the term of this authorization untit the time
when the shares are used. This limit also includes shares that were or can be issued
to service conversion or option rights that were granted in accordance with the above
provisions up to this point in time.

{d) The Supervisory Board is authorized to use Siemens shares reacquired on the basis of
this or any previously given authorization as follows:

Such Siemens shares may be offered by the Supervisory Board as stock-based com-
pensation for purchase to the members of the Managing Board of Siemens AG under
the same terms and conditions as those offered to the Company’s employees, or they
may be granted and transferred with a holding period of at least two years. The details
regarding stock-based compensation for Managing Board members are determined by
the Supervisory Board.

{(e) The authorizations pursuant to paragraphs (¢) and (d) above may be exercised once or
several times, solely or jointly, in whole or in part.

{f) Preemptive rights of shareholders relating to reacquired Siemens shares will be excluded
to the extent to which such shares are used in accordance with the authorizations pur-
suant to paragraph {(c), subsections (2) through (6}, and paragraph (d) above.

8. To consider and vote upon a resolution authorizing the use of equity derivatives
in connection with the acquisition of Siemens shares pursuant to §71 (1), no. 8,
German Stock Corporation Act, and the exclusion of shareholders’ preemptive and
tender rights

In addition to the authorization to be resolved under Agenda item 7 regarding the acquisi-
tion of Siemens shares pursuant to §71 (1), no. 8, of the German Stock Corporation Act,
the Company shall also be authorized to reacquire Siemens shares by using equity deriva-
tives,

The Supervisory Board and the Managing Board propose that approval be and is hereby
given to the following resolution:

(a) In addition to the authorization to be resolved under Agenda ltem 7 regarding the
acquisition of Siemens shares pursuant to §71 (1), no. B, of the German Stock Corpora-
tion Act, the acquisition of shares of stock of Siemens AG (“Siemens shares™) pursuant
to Agenda item 7 may also be completed, apart from the ways described there, with
the use of equity derivatives. The Managing Board is authorized, with the approval of
the Supervisory Board, to sell options whereby the Company takes on the obligation of
buying Siemens shares upon the exercise of the options (“put options™), 1o purchase




options whereby the Company has the right to acquire Siemens shares upon the exer-
cise of the options {"call options™), and to acquire Siemens shares by using a combina-
tion of put and call options.

All share acquisitions based on put or call options, or a combination of put and call
options are limited to a maximum volume of 5% of the capital stock at the time the
resolution is adopted by the Annual Shareholders’ Meeting. The term of the options
must be chosen in such a way that the reacquisition of the Siemens shares upon the
exercise of the options will take place no later than July 23, 2009,

(b) 1t must be stipulated in the option terms and conditions that the exercise of options is
to be satisfied only by utilizing Siemens shares which were previously acquired over
the stock exchange, subject to compliance with the principle of equal treatment, at the
then current stock market price of the Siemens stock in XETRA trading (or a compara-
ble successor system). The predetermined purchase price to be paid per Siemens share
upon the exercise of the option (“strike price”) may neither exceed nor fall below the
average closing price of the Siemens stock in XETRA trading (or @ comparable succes-
sor system) during the last five trading days prior to conclusion of the refevant option
contract by more than 10% (in each case excluding incidental transaction charges, but
taking into account option premiums received or paid).

The call option premium paid by the Company for options may not be higher, and the
put option premium received by the Company for options may nat be lower, than the
theoretical market price of the options computed in accordance with generally accepted
valuation methods. Among other factors, the predetermined strike price must be taken
into account when determining the theoretical market price.

in the event that Siemens shares are acquired using equity derivatives in accordance
with the above rules, shareholders have no right to conclude such option contracts
with the Company, applying mutatis mutandis the provisions of §186 (3), 4" sentence,
of the German Stock Corporation Act. Furthermore, shareholders also have no right to
conclude option contracts to the extent that, on conclusion of the option contracts,
the Company has provided for preferential treatment of option contracts relating to a
limited number of shares.

In connection with the acquisition of Siemens shares and provided that options are
used for this purpose, shareholders will have a right to tender their shares only as far
as the Company is obligated to take delivery of such shares under the option terms and
conditions. Any further right to tender is hereby excluded.

{c) The rules set out in Agenda Item 7 (c), {d). {e) and (f} shall apply mutotis mutandis to
the use of Siemens shares acquired using equity derivatives.

9. To consider and vote upon a resolution on new elections to the Supervisory
Board

Pursuant to §102 (1) of the German Stock Corporation Act and §i1 (2) of the Articles of
Association of Siemens AG, the term of ail shareholder representatives on the Supervisory
Board will end at the close of the Annual Shareholders’ Meeting on January 24, 2008.




The Supervisory Board proposes that the following individuals be elected to the Super-
visory Board as shareholder representatives with effect from the close of the Annual Share-
holders’ Meeting until the close of the Annual Shareholders’ Meeting which resolves on the
ratification of the acts of the Supervisory Board members for the fourth fiscal year follow-
ing the start of their term of office:

Dr. Josef Ackermann, Frankfurt am Main,
Chairman of the Board of Managing Directors of Deutsche Bank AG,

Jean-Louis Beffa, Paris, France,
Chairman of the Board of Directors of Compagnie de Saint-Gobain S.A.,

Dipl.-Volksw. Gerd von Brandenstein, Berlin,
Diplom-Volkswirt,

Dr. Gerhard Cromme, Diisseldorf,
Chairman of the Supervisory Boards of Siemens AG and ThyssenKrupp AG,

Michael Diekmann, Munich,
Chairman of the Board of Management of Allianz SE,

Dr, Hans Michael Gaul, Disseldorf,
Supervisery Board member,

Prof. Dr. Peter Gruss, Munich,
President of the Max-Planck-Society for the Advancement of Science e V.,

Dr. Nicola Leibinger-Kammiiller, Gerlingen,
President and Chairwoman of the Managing Board of TRUMPF GmbH + Co. KG,

Dipl.-ing. Hdkan Samuelssan, Munich,
Chairman of the Executive Board of MAN AG,

Lord lain Vallance of Tummel, Kent, UK,
Chairman, Amsphere Ltd.

The Supervisory Board is established in accordance with §96 (1) and §101 (1) of the Ger-
man Stock Corporation Act and §7 (1), 1% sentence, no. 3, of the German Codetermination
Act (MitbestG). In electing shareholder representatives, the Annual Shareholders’ Meeting
is not bound by electicn proposals.

It is intended that voting on the new elections to the Supervisory Board at the Annual
Shareholders’ Meeting will be made on an individual basis,

Please note the following pursuant to Section 5.4.3, 3 sentence, of the German Corpo-
rate Governance Code: In the event of his election to the Supervisory Board, Dr. Gerhard
Cromme is to be nominated as a candidate for the position of Chairman of the Supervisory
Board.




Reports and notifications
to the Annual Shareholders’ Meeting

Report on Agenda Item 7

The aim of the authorization being sought at the Annual Shareholders” Meeting 2008 is
to give Siemens AG again the power to acquire Siemens shares. The acquisition may be
effected as a purchase over the stock exchange or through a public share purchase offer.

If, in the event of a public share purchase offer, the number of Siemens shares tendered or
offered for purchase by shareholders exceeds the total volume of shares which the Com-
pany intends to reacquire, the shareholders’ right to tender may be excluded to the extent
that repurchase or acceptance shall be in proportion to the Siemens shares tendered or
offered for purchase, in order to facilitate the acquisition process. The preferential treat-
ment of small lots of up to 150 shares tendered per shareholder also serves to facilitate the
acquisition process. :

The Company shall have the power to use Siemens shares held in treasury to service
stock options granted under the 2001 Siemens Stock Option Plan. The proposed exclu-
sion of shareholders’ preemptive rights takes account of this purpose. As the authoriza-
tion to issue stock options under the 2001 Siemens Stock Option Plan expired in Decem-
ber 2006, no new stock options will be issued under the 2001 Siemens Stock Option
Pian. The key points of the 2001 Siemens Stock Option Plan were approved at the Annuat
Shareholders’ Meeting on February 22, 2001 and can be examined as an integral part of
the notarized minutes of that meeting at the Commercial Registries in Berlin and Munich.
They can also be inspected at the registered offices of Siemens AG, Wittelsbacher-
platz 2, 80333 Munich, and Nonnendammallee 101, 13629 Berlin, and on the Internet at
http:lfwww.siemens.com/agm. Upon request, a copy will be sent to shareholders.

Since 1969, employee stock has been a strong additional incentive at Siemens, providing
employees with the opportunity to purchase Siemens shares at an appropriate discount
from the then current market price. Eligible recipients of the Company’s employee stock
offers are the employees of Siemens AG and its subsidiaries, provided these subsidiaries
participate in this employee stock program. In addition, the Company shall be abte to grant
and transfer Siemens shares with a holding period of at least two years to members of the
top managements of Siemens AG and its subsidiaries. The Company shall have the oppor-
tunity to use Siemens shares held in treasury to satisfy the stock option grants and to issue
employee stock. For these purposes, the preemptive rights of existing shareholders must
be excluded.

In addition, the Supervisory Board shall have the power to offer Siemens shares as stock-
based compensation for purchase to the members of the Managing Board of Siemens AG,
under the same terms and conditions as those offered to the Company’s employees, or to
grant and transfer Siemens shares to the Managing Board members with a holding period
of at least two years. The decision on this matter is the sole responsibility of the Supervi-
sory Board as the competent body for Managing Board remuneration. Again, to this extent,
shareholders’ preemptive rights must be excluded.

The decision about the form of equity compensation and method of servicing it shall be
taken by the Supervisory Board with regard to Siemens shares offered for purchase or
granted to members of the Managing Board, and by the Managing Board with regard to
all other Siemens shares. In reaching their decision, these boards shall focus solely on



promoting the interests of the Company and all its shareholders. At the following Annual
Shareholders’ Meeting and in its Annual Report the Company will report an these decisions
and on the number of Siemens shares offered for purchase, granted and transferred.

In addition, the Managing Board shall have the power, with the approval of the Supervi-
sory Board, to offer and transfer Siemens shares as consideration in kind in connection
with business combinations or the acquisition of companies or interests therein. The pro-
posed authorization is designed to enhance the Company's competitive edge in its quest
for interesting acquisition targets and to give the Company the necessary freedom to
exploit opportunities to acquire other companies or interests therein quickly, flexibly and
with no detriment to liquidity. The proposed exclusion of shareholders’ preemptive rights
takes due account of this. The decision whether shares held in treasury or shares from the
Authorized Capital are to be used shail be made by the Managing Board, focusing solely on
the interests of the Company and its sharehoiders. In determining the valuation ratios, the
Managing Board shall ensure that the interests of shareholders are adequately safeguard-
ed, taking into account the stock market price of the Siemens stock. There are no plans,
however, to apply any fixed formula relating to the stock market price, especially to avoid
the results of negotiations being called into question by stock market fluctuations. There
are currently no specific plans to make use of this authorization.

Furthermore, the authorization is designed to enable the Company, with the approval of
the Supervisory Board, to sell reacquired Siemens shares, excluding the preemptive rights
of shareholders, to third parties against cash contributions, e.g. to institutional investors
or to enhance the Company’s investor base. The sale is subject to the condition that the
price (excluding incidental transaction costs) at which the Siemens shares are sold is not
significantly lower than the market price of the Siemens stock on the trading day, as deter-
mined during the opening auction of the XETRA trading platform (or a comparable suc-
cessor system). By basing the selling price on the stock market price, the desirability of
dilution protection and the shareholders' interests in safeguarding their assets and voting
rights is given due consideration. When determining the final selling price, Management
shall keep any mark-down on the quoted stock market price as low as possible, taking into
account current market conditions. In this way, the shareholders will be able to maintain
their proportionate equity interest in the Company by purchasing Siemens shares on the
stock exchange, while the Company is provided with additional room for maneuver in
the interests of all shareholders to exploit favorable market opportunities at short notice.
There are currently no specific plans to make use of this authorization.

Furthermore, the Company shall also be able to use Siemens shares reacquired pursuant to
this authorization to service conversion or option rights granted by Siemens AG or any of
its subsidiaries. The exclusion of shareholders’ preemptive rights is a prerequisite thereof.

Finally, the Siemens shares reacquired under this authorization may be retired with the
approval of the Supervisory Board without requiring an additional resolution by the Annual
Shareholders’ Meeting.

The proposed autherization will ensure that the number of Siemens shares issued pursu-
ant to section (c), subsections (5) and (6) above, by applying mutatis mutandis the provi-
sions of §186 (3), 4" sentence, of the German Stock Corporation Act (facilitated exclusion




of shareholders’ preemptive rights), plus the number of Siemens shares issued or disposed
of during the term of the authorization by applying the above provisions either directly or
mutatis mutendis does not exceed 10% of the capital stock at the time when such shares
are used. This limit also includes shares that were or can be issued to service conversion or
option rights that were granted in accordance with the above provisions up to this point in
time.

The Managing Board will inform the following Annual Shareholders’ Meeting of the trans-
actions carried out under this authorization.

Report on Agenda ltem 8

Apart from the options to reacquire Siemens shares as provided for in Agenda Item 7, the
Company shall also be authorized to acquire Siemens shares by using equity derivatives.
This additional alternative will enhance the Company’s ability to structure the acquisition
of Siemens shares in an optimal manner. For the Company, it may be advantageous to sell
put options or purchase call options or use a combination of put and call options to acquire
Siemens shares, instead of directly acquiring shares of stock of the Company. The acquisi-
tion of Siemens shares by using equity derivatives is intended to serve only as a supple-
ment to conventional share buybacks, as is shown by the 5% limit on the capital stock. The
term of the options must be chosen in such a way that the reacquisition of the Siemens
shares upon the exercise of the options will take place no later than July 23, 2009. This is
to ensure that the Company will not reacquire any Siemens shares after expiration on July
23, 2009 of the authorization to reacquire Siemens shares.

When selling put options, the Company gives the buyer (or holder) of the put options the
right to sell a predetermined number of Siemens shares to the Company at a price specified
in the put option contract (“strike price”). In return, the Company receives an option premi-
umn which corresponds to the value of the disposal right taking into consideration, among
other things, the strike price, the term of the option, and the volatility of the Siemens
shares. If the put options are exercised, the option premium paid by the purchaser of the
put options reduces the total consideration paid by the Company for the acquisition of
the shares. For the option holder, exercise of the put options makes economic sense only
if the market price of the Siemens stock, at the time of exercise, is lower than the strike
price, because the option holder can then sell the Siemens shares to the Company at the
higher strike price. From the Company’s perspective, the advantage of using put options in
share buybacks is that the strike price is determined at the time of conclusion of the option
contract, while liquidity will not flow out until the date the options are exercised. If the
option holder does not exercise the options because the stock price on the date of exercise
exceeds the strike price, the Company, although unable to acquire any Siemens shares, still
keeps the option premium received.

When purchasing call options, the Company acquires, against payment of a premium, the
right to buy & predetermined number of Siemens shares at a predetermined exercise price
(“strike price”) from the seller (writer) of the option contract. For the Company, exercise
of the call options makes economic sense if the market price of the Siemens stock is high-
er than the strike price, because it can then buy the shares from the option writer at the




lower strike price without placing undue burden on the Company’s liquidity, as the agreed
acquisition price need not be paid until the call options are exercised.

The purchase price to be paid by the Company for the Siemens shares is the strike price
specified in the put or call option contract. The strike price may be higher or lower than
the stock market price of the Siemens stock at the time of conclusion of the option con-
tract, but may neither exceed nor fall below the average closing price per Siemens share
in XETRA trading {or a comparable successor system) during the last five trading days prior
to conciusion of the option contract by more than 10% (in each case excluding inciden-
tal transaction charges, but taking into account option premiums received or paid). The
call option premium paid by the Company may not be higher, and the put option premi-
um received by the Company may not be lower, than the theoretical market price of the
options computed in accordance with generally accepted valuation methods. Among other
factors, the predetermined strike price must be taken into account when determining the
theoretical market price. The determination of both option premium and strike price in the
manner described above and the commitment to satisfy the exercise of options by utilizing
only Siemens shares that were previously acquired over the stock exchange, subject to
compliance with the principle of equal treatment, at the then current stock market price
of the Siemens stock in XETRA trading {or a comparable successor system), is designed
to rule out economic disadvantages for shareholders from the buyback of Siemens shares
using equity derivatives. Since the Company receives or pays a fair market price, the share-
holders not involved in the option transactions do not suffer any loss in value. This is
comparable to the position of shareholders in the case of share buybacks over the stock
exchange, where in fact not all shareholders are able to sell shares to the Company. Both
the regulations governing the structure of the options and the regulations governing
the shares suitable for delivery ensure that full account is also taken of the principle of
equal treatment of shareholders in this form of acquisition. Therefore it is justifiable, also
in accordance with the legal basis underlying §186 (3), 4 sentence, of the German Stock
Corporation Act, that shareholders have no right to conclude such option contracts with
the Company. Furthermore, shareholders also have no right to conclude option contracts
to the extent that, on conclusion of the option contracts, the Company has provided for
preferential treatment of option contracts relating to a limited number of shares. Unlike an
offer to purchase options made to all shareholders or received from all shareholders, the
exclusion of preemptive and tender rights enables the Company to conclude option con-
tracts at short notice.

In the event of a reacquisition of Siemens shares with the use of put options, call options,
or a combination of put and call options, shareholders shall have a right to offer their
Siemens shares only insofar as the Company is obligated to take delivery of such shares
pursuant to the option terms and conditions. Otherwise the use of equity derivatives in
share buybacks would not be possible, and the Company would not be able to reap the
benefits associated therewith, Having carefully weighed the interests of shareholders and
the Company, and given the advantages to the Company resulting from the use of put
options, call options, or a combination of put and call options, the Managing Board considers
the nongranting or restriction of shareholders’ right to tender their shares to be justified.

The Managing Board will inform the following Annual Shareholders’ Meeting of the trans-
actions carried cut under this authorization.



Information on the candidates for election to the Supervisory Board proposed in
Agenda ltem 9

Dr. Josef Ackermann,
Chairman of the Board of Managing Directors of Deutsche Bank AG

Membership in domestic Supervisory Boards to be formed by law:
Siemens AG, Berlin and Munich

Jean-Louis Beffa,
Chairman of the Board of Directors of Compagnie de Saint-Gobain S.A,

Membership in comparable foreign control bodies:
BNP Paribas, Paris, France {Deputy Chairman)
Compagnie de Saint-Gobain 5.A., Courbevoie, France (Chairman)
Gaz de France S.A., Paris, France
Groupe Bruxelles Lambert, Brussels, Belgium
Le Monde S.A., Paris, France
Le Monde & Partenaires Associés 5.A.S., Paris, France
Saint-Gobain Cristaleria S.A., Madrid, Spain
Saint-Gobain Corporation, Valley Forge, USA
Société Editrice du Monde S.A., Paris, France

Dipl.-Volksw, Gerd von Brandenstein,
Diplom-Volkswirt

Membership in domestic Supervisory Boards to be formed by law:
DEGEWO Deutsche Gesellschaft zur Firderung des Wohnungsbaues, gemeinnitzige
Aktiengesellschaft, Berlin

Dr. Gerhard Cromme,
Chairman of the Supervisory Boards of Siemens AG and ThyssenKrupp AG

Membership in domestic Supervisory Boards to be formed by law:
Allianz SE, Munich
Axel Springer AG, Berlin
Stemens AG, Berlin and Munich (Chairman)
ThyssenKrupp AG, Disseldorf (Chairman)

Membership in comparable foreign control bodies:
Compagnie de Saint-Gobain S.A., Courbevoie, France

Michael Diekmann,
Chairman of the Board of Management of Allianz SE

Membership in domestic Supervisory Boards to be formed by law:
Alhanz Deutschiand AG, Munich (Chairman)
Allianz Global Investors AG, Munich (Chairman)
BASF AG, Ludwigshafen am Rhein
Deutsche Lufthansa AG, Cologne
Dresdner Bank AG, Frankfurt a.M. (Chairman)
Linde AG, Munich (Deputy Chairman)



Membership in comparable foreign control bodies:
Assurances Générales de France, Paris, France (Deputy Chairman)
Riunione Adriatica di Sicurta S.p.A., Milan, Italy (Deputy Chairman)

Dr. Hans Michael Gaul,
Supervisory Board member

Membership in domestic Supervisory Boards to be formed by law:
Allianz Versicherungs-AG, Munich
DKV Deutsche Krankenversicherung AG, Cologne
Evonik Industries AG, Essen
IVG Immobilien AG, Bonn
VNG-Verbundnetz Gas AG, Leipzig
Volkswagen AG, Wolfsburg

Prof. Dr. Pater Gruss,
President of the Max-Planck-Society for the Advancement of Science eV,

Membership in domestic Supervisory Boards to be formed by law:
DeveloGen AG, Gottingen

Dr. Nicola Leibinger-Kammiiller,
President and Chairwoman of the Managing Board of TRUMPF GmbH + Co. KG

Membership in domestic Supervisory Boards to be formed by law:
Claas Kommanditgesellschaft auf Aktien mbH, Harsewinkel

Dipl.-Ing. Hakan Samuelsson,
Chairman of the Executive Board of MAN AG

Membership in domestic Supervisory Boards to be formed by law:
MAN Diesel SE, Augsburg (Chairman)
MAN Ferrostaal AG, Essen (Chairman)
MAN Nutzfahrzeuge AG, Munich (Chairman)
MAN Roland Druckmaschinen AG, Offenbach a.M.
MAN TURBO AG, Oberhausen (Chairman}
NEOMAN Bus GmbH, Salzgitter (Chairman)
RENK Aktiengesellschaft, Augsburg (Chairman)

Lord lain Vallance of Tummel,
Chairman, Amsphere Ltd.

Membership in domestic Supervisory Boards to be formed by law:
Siemens AG, Berlin and Munich



Notifications pursuant to § 128 (2), sentences 6 through 8,
German Stock Corporation Act

A member of the Company’s Supervisory Board is also a member of the Board of Managing
Directors of the following financial institution:

Deutsche Bank AG.

The following financial institution underwrote the Company’s last securities offering with-
in the last five years:

Citigroup Global Markets Inc.

The Company has not received notification of any equity interests in Siemens AG being
held by a financial institution that must be disclosed pursuant to §21 of the German Secu-
rities Trading Act (WpHG).



Attendance at the
Annual Shareholders’ Meeting

Notification of attendance

Pursuant to §19 of the Articles of Association and as determined by the Managing Board,
all shareholders of record who are registered in the stock register as shareholders of the
Company and whose notification of attendance is received by the Company no later than
Thursday, January 17, 2008 are entitled to attend the Annual Shareholders’ Meeting and
exercise their voting rights. At the time of giving notice of the Annual Shareholders’ Meet-
ing, the Company's common stock totaled 914,203,421 shares with no par value, and the
aggregate number of shares entitled to attend and vote was 914,203,050 shares of stock.
The voting right is based on the number of shares evidenced by entry in the Company’s
stock register on the date of the Annual Shareholders’ Meeting.

Sharehclders who are registered in the stock register may submit their notification of
attendance in text form to Siemens AG at the following address:

Siemens Hauptversammlung 2008
81052 Munich, Germany

or electronically via the Internet at
http:/lwww.siemens.comfagm

Further details regarding the attendance notification procedure are provided in the instruc-
tions on the attendance notification forms and at the above Internet website,

If a shareholder’s stock is held of record by a bank (i.e., in “street pame~), such bank cannot
vote the shares not owned by it unless it has the shareholder’s authority.

Holders of American Depositary Shares (ADSs) may notify attendance, order admission
tickets and appoint proxies through }PMorgan, attention Mr. Manos Gavrilis, 500 Stanton
Christiana Road, 3rd floor, OPS4, Mail Code DE3-5080 Newark, DE 19713, USA.

Due to a significant increase in attendance notifications for our Annual Shareholders’
Meetings in recent years, we regret we are forced to limit the number of admission tickets
issued and sent to shareholders to generally one ticket per shareholder, To facilitate the
organization of the Annual Sharehclders’ Meeting and without wishing to restrict the
shareholders’ right to attend, shareholders are requested to notify their attendance as early
as possible and only if they seriously intend to attend the Annual Shareholders’ Meeting.

Shareholders of record or their duly appointed proxy representatives entitled to attend the
Annual Shareholders’ Meeting will be issued admission tickets and voting cards.




Free disposability of stock

Upon notification of attendance at the Annual Shareholders’ Meeting, a shareholder’s
stock will not be blocked from trading, i.e., even after having given notification of
attendance shareholders are free to dispose of their shares.

Proxies

Shareholders of record are entitled to vote by proxy, i.e. by delegating their authority to
vote their shares at the Annual Shareholders’ Meeting to a proxy representative, such as a
bank or a shareholders’ association. In this case, timely notification of attendance must be
given by the duly authorized proxy or the shareholder of record. The proxy authorization
must be given in writing or via the above Internet address. A bank or shareholders’ associa-
tion may provide for a different arrangement with regard to its own authorization.

As a special service offered by us, shareholders may also delegate their authority to
vote their shares at the Annual Shareholders’ Meeting to employees of Siemens AG. The
required authorization may again be given at the above Internet website or by returning
the forms mailed to each shareholder. Please note that the proxy representatives may not
accept instructions prior to the Annual Shareholders’ Meeting to vote on proposals of pro-
cedure.

Further details on how to designate a proxy are provided in the instructions on the atten-
dance notification forms or at the above Internet website.



Inquiries, proposals and nominations

Inquiries, proposals and nominations by shareholders concerning the Annual Shareholders’
Meeting should be sent only to:

Siemens Aktiengesellschaft
Corporate Finance

Investor Relations (CF IR)
Wittelsbacherplatz 2

80333 Munich

Germany

(Telefax: +49 B9 636 32830)

or by e-mail to:
hv2008@siemens.com

Shareholder proposals and nominations that are required to be disclosed will be posted on
the Internet at

http:/lwww.siemens.comfagm

upon their receipt. All proposals and nominations relating to items on this Agenda that are
received at the above-mentioned address by midnight (CET) on January 9, 2008, will be
considered. Management’s discussion, if any, on the proposals and nominations will also
be available at the above Internet website.

The Notice of Annual Shareholders” Meeting has been published in the German Electronic
Federal Gazette (“elektronischer Bundesanzeiger”) of December 3, 2007.

By order of the Managing Board

Siemens Aktiengesellschaft

This version of the Notice of Shareholders’ Meeting, prepared for the convenience of
English-speaking readers, is @ translation of the German original. For the purposes of
interpretation the German text sholl be authoritative and final.

Siemens Aktiengesellschaft - Chairman of the Supervisory Board: Gerhard Cromme

Managing Board: Peter Léscher, President and CEQ - Members of the Managing Board:

Heinrich Hiesinger, Joe Kaeser, Rudi Lamprecht, Eduardo Montes, Jiirgen Radomski,

Erich R. Reinhardt, Hermann Requardt, Uriel ). Sharef, Peter Y. Solmssen, Klaus Wucherer
Registered Offices: Berlin and Munich - Commercial Registries: Berlin-Charlottenburg, HRB 12300;
Munich, HRB 6684
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