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iemens is undeniably a global power-

house in electrical engineering and elec-

tronics. We have more than 400,000
employees around the world working to develop
and manufacture leading-edge products, design
and install complex systems and projects, and
tailor a range of individualized services as varied
as our customers' requirements. By harnessing
innovative technologies and comprehensive
know-how, we help our customers in more than
190 countries meet their business and technical
needs. The life technologies offered by our
Energy, Industry, Transportation, Health Care,
Lighting, and Information and Communications
segments help improve living standards around
the globe. In everything we do, we aim to ben-
efit humankind, help protect the environment,
and utilize resources responsibly.
With business success a prerequisite for
achieving all these goals, our foremost priority is
to create value for our shareholders and
employees. As a systems supplier, we possess
an unmatched range of technical competen-
cies, enabling us to meld knowledge and skills
from many different areas of electrical engi-
neering and electronics to create new cus-
tomerfocused solutions. Our farreaching com-
mitment to research and development, coupled
with the efforts of our highly motivated and
exceptionally well-qualified employees, engen-
ders a steady stream of outstanding innova-
tions. With our culture of continuous improve-
ment, our company-wide learning process and
our focused drive toward market leadership, we
are positioning Siemens to deliver world-class
products and solutions for the global markets of
today and tomorrow.
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Selected financial data

1998 l 1997 1996
New orders 119,601 I 113,120 100,805
Net sales 117,696' 106,930 94,180
Net income
before extraordinary items 2,658 2,608 2,491
Net income
after extraordinary items 917 2,608 2,987
Net cash
from operations (3,888) ' (3,138) (1,629)

including

Net cash provided by
operating activities 3,981 4,073 4,666
Net cash used in
investing activities (7,869) (7,211)  (6,295)
Research and
development expenses 9,088 8,132 7,296
Employees 416,000' 386,000 379,000
Stock price range*
(Oct. 1 — Sept. 30) (in DM)
High 138.60  130.00 85.96
Low 90.30 70.80 71.90
Year-end (Sept. 30) 92.30 112,85 80.46
Number of shares
(in millions) 595 571 560
Market capitalization
(Sept. 30) 54,9191 68,149 45,058
Shareholders’ equity
(Sept. 30) 30,292 @ 28,407 25,198
Per-share data (in DM)
Earnings according
to DVFA** 4.39 4.65 4.48
Dividends 1.50 1.50 1.50
Net cash provided by
operating activities 6.69 7.13 8.33

Amounts in millions of German marks (DM), unless stated otherwise

* XETRA or IBIS closing price, Frankfurt

** Deutsche Vereinigung fir Finanzanalyse und Anlageberatung



N O VA

The demand for knowledge-intensive services to support products and systems is growing
by leaps and bounds. As a solutions house and systems integrator, Siemens draws on a vast
range of experience and expertise in providing everything from project and sales financing to
turnkey project management, from building management to IT services.

KNOWLEDGE CREATES VALUE FOR OUR CUSTOMERS

Knowledge management entails gathering in-depth information about customers’ needs and
immediately channeling this knowledge into development, production, logistics, and sales

processes to maximize customer benefit.

KNOWLEDGE IS THE RAW MATERIAL FOR INNOVATION

Comprehensive, up-to-date knowledge of customer needs, markets, products, and process-
es has become a key strategic resource. Siemens gathers, distills and leverages this knowledge

with the help of a broad-based innovation offensive, a system-
atic patent initiative, a responsive employee feedback program,
and long-term, market-oriented technology planning.

KNOWLEDGE ISTHE KEY TO GLOBAL MARKETS

Detailed knowledge of the diverse needs of our customers
around the world is a must for a company that aims to provide
tailormade solutions. Reaping all the benefits offered by our
global organization, we marshal our vast resources — from our
production facilities to our accumulated know-how — to serve
international markets.

KNOWLEDGE ISTHE GOAL OF A LEARNING COMPANY

Knowledge is not a static entity that can be captured in data-
bases. The global pool of knowledge at Siemens is a work in
progress and an invaluable tool used to best advantage when
people work together. We continually encourage our people to
share their experience and knowledge with their colleagues —
down the hall and around the world. Training programs, bench-
marking initiatives, best practice sharing, quality management
and continuous process improvement are emblematic of this
company-wide learning process at Siemens.
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Measured on our overall results, fiscal 1998 did not
meet our expectations. Excellent individual performances
by most of our Groups were overshadowed by a number
of disappointments. In response to this situation, we
initiated a sweeping program designed to drive sustain-
able growth in the Company’s profitability. WWe expect the
positive impact of this program to be felt in the current
fiscal year.

RESULTS FOR FISCAL 1998

e Automation and Drives, Osram, Passive Components
and Electron Tubes, Public Communication Networks
and Automotive Systems surpassed the solid to excel-
lent performance levels they achieved last year, and
Siemens Financial Services Group got off to a solid
start. These operating units recorded a total pretax
income of DM3.4 billion.

e A second group of businesses succeeded in overcom-
ing earlier difficulties. They are now showing steady
growth or have at least been stabilized. This group
includes Medical Engineering, Industrial Projects and
Technical  Services, Power Transmission and
Distribution, Electromechanical Components, Siemens
Nixdorf, and Production and Logistics Systems, which
was launched last fiscal year. Taken together, these
units generated pretax income totaling DMO0.7 billion.

o Four Groups experienced acute problems. Semi-
conductors, hit hard by plunging memory chip prices,
posted a loss of DM1.2 billion. Transportation Systems
racked up a loss of nearly DM760 million, primarily as
a result of setting aside risk provisions for critical
domestic and international projects. Power Generation
(KWU), plagued by start-up problems with a new gen-
eration of gas turbines, showed a loss of DM65 million.
Private  Communication Systems suffered setbacks
after misjudging the mobile phone market; neverthe-

less, the Group generated earnings of more than

DM110 million, thanks to outstanding performances in

its other divisions. In addition, overall Company results
were depressed by an increase of roughly DM900 mil-
lion in our risk provisions for Asia and other crisis-

plagued regions.

THE TEN-POINT PROGRAM
In July 1998 we approved a Ten-Point Program to

achieve a sustainable improvement in profitability.

Concrete measures were announced early in November:

e Point 1 aims at cutting losses at Semiconductors.
Measures include closing a chip plant in northeast
England, accelerating the move from 16- to 64-megabit
memory chips, and implementing productivity-boost-
ing programs.

o Point 2 focuses on augmenting and accelerating the
top management program. Under the motto “clear
goals, concrete measures, rigorous conse-
quences,” the revamped top+ initiative defines a sin-
gle yardstick for success: creating Economic Value
Added. EVA is the difference between a unit's operat-
ing profit and the cost of capital invested in the busi-
ness. We have introduced a value-based management
system that rigorously sharpens the focus of all activi-
ties in the Company on pursuing sustained value cre-
ation. The associated best-practice campaign stresses
learning from outstanding models of efficiency both
within and beyond the Company. top+ is driven by the
new corporate principles, which were formulated last
year.

« Point 3 concerns the reorganization of our business
segments. In the Industry segment, this process was
completed with the formation of Industrial Projects
and Technical Services, Production and Logistics
Systems, Automation and Drives, and, on October 1,
1998, Siemens Building Technologies.

Reflecting the worldwide trend toward the conver-
gence of data and voice transmission technologies and
the related terminals, systems and services, we have
merged our Information and Communications seg-
ments. Soon it will make no difference whether voice
is transmitted over data lines, as on the Internet, or

data is sent over telephone lines: what matters is that



we offer our customers the most economical solu-

tions.To this end, we have restructured the activities of
Public Communication Networks, Private
Communication Systems and Siemens Nixdorf into
three new Groups providing fully integrated informa-
tion and communications solutions: Information and
Communication Networks, Information  and
Communication Products, and Information and
Communication Services. The latter operates as a legal-
ly independent company called Siemens Business
Services.

Points 4 and 5 relate to our business portfolio, which
we have subjected to a critical, thorough process of
assessment. Siemens will remain firmly anchored in
many fields of electrical engineering and electronics.
However, we must optimize our portfolio to better
enable us to achieve a steady increase in Company
value. We will focus exclusively on businesses that
attain leading market positions and remain solidly prof-
itable. Our goal is to shape a portfolio that incorporates
enough commanding positions in mature markets to

support entrepreneurial risks in rapidly growing but
less predictable businesses. \We are giving top priority
to business fields that best utilize our tremendous
innovative strength in electronics and the extensive
resources of our global sales and marketing organization.
In the past, Siemens had seven business segments:
Energy, Industry, Information and Communications,
Transportation, Health  Care, Lighting, and
Components. As part of our restructuring strategy, we
have decided to withdraw from one of these seg-
ments: Components. The three Groups in this segment
will initially be converted into independent legal enti-
ties. We are preparing to list both Semiconductors and
Passive Components and Electron Tubes on the stock
market, and are seeking a partner for Electro-
mechanical Components.

We are also considering a public offering of Siemens
Nixdorf Retail and Banking Systems, our point-of-sales
and self-service systems business. Having sold our
power cable business to Pirelli, we now plan to divest
our copper communications cables operations as well.
Including a number of smaller divestments, we intend
to shed a total sales volume of DM17 billion and some
60,000 employees.

By contrast, we substantially strengthened the
Industry segment by purchasing the industrial busi-
ness of Switzerland's Elektrowatt, and expanded the
Energy segment by acquiring the fossil-fuel power
plant operations of Westinghouse. Other strategic
investments are also being planned, particularly at
Information and Communication Networks.

Points 6 through 10 of the program involve financial
and capital measures. At our Annual Shareholders’
Meeting on February 18, 1999, we will propose a stock
buy-back as well as a stock-option incentive plan for
our managers. In addition, we are preparing to publish
our consolidated financial statements according to U.S.
GAAP by fiscal 2000 and subsequently intend to list
the Company on a U.S. stock exchange. This move will
better position us to push the Company’s globalization
and meet the demands of international financial
markets.




8 — Letter to our shareholders

The measures to revitalize struggling Groups, reorga-
nize our business segments and optimize our portfolio led
to extraordinary restructuring charges reflected in this
year's results. These charges total DM4.0 billion before
taxes. At the same time, we showed an extraordinary gain
of DM1.6 billion, generated largely by the sale of activities
such as our defense electronics, the dental business, our
i-center wholesale installation organization, and our stake
in Britain's GEC Plessey Telecommunications.

Despite the high extraordinary items for the year, we
will propose an unchanged dividend of DM1.50 per five-
mark share.

SHARE INFORMATION

Siemens aims to provide its customers with attractive
solutions in the field of electrical engineering and elec-
tronics and offer its people interesting jobs with a future.
Our overriding goal is to increase Company value and prof-
itability to ensure that you, our investors, are rewarded for
your trust. We are keenly aware that we have only partial-
ly succeeded in this endeavor in recent years.

The Siemens share started out the year as a true 'high
flyer' that outperformed the market, but dropped sharply
after our Annual Shareholders’ Meeting in February 1998,
when it became known that we couldn’t reach our target-
ed profits. The announcement of our Ten-Point Program in
July 1998 pushed up our share dramatically, confirming
that we are on the right track. While the worldwide market
slump did not leave us unscathed, our stock jumped again
early in November, when we presented details of the Ten-
Point Program.

Our planned financial and capital measures include the
introduction of registered shares to give us more direct
contact with shareholders as we continue to enhance our
investor relations activities. In addition to regular Company
presentations and individual conferences with leading ana-
lysts in North America and Europe, we plan to contact
major investors at shorter intervals via conference calls to
keep them informed about current developments and
answer any questions they may have.

In today's business world, shares are increasingly
assuming the role of an acquisition currency, with stock
swaps being the basis of many major transatlantic merg-
ers and partnerships in recent years. Once our share is list-
ed on a New York market, we too will have this option as

we move in new directions.

Wowsd v dwed

Dr. Heinrich v. Pierer
President and Chief Executive Officer
Siemens AG



