
 Munich, April 26, 2007 

 

 

 

Update on Compliance and AUB 

 

Update on Com and Related Investigations 

As previously reported, Munich public prosecutors are conducting an investigation of certain 
current and former employees of Siemens AG (the Company) on suspicion of embezzlement, 
bribery and tax evasion. Arrest warrants were issued for former and currently suspended 
employees of our Com business Group who were taken into custody, questioned and later 
released. In December 2006, the former Chief Executive Officer (CEO) of Com was arrested, 
questioned and released. Siemens’ former Chief Financial Officer (CFO) was interrogated as a 
suspect by the public prosecutor. Both of these individuals are former members of the Corporate 
Executive Committee of Siemens.  

On March 26, 2007, the Munich public prosecutors conducted further searches of the Company’s 
premises and of private residences in Munich and executed additional arrest warrants for a current 
and a former employee of Com. The individuals were later released and the current employee has 
since been suspended.  The Munich public prosecutors’ investigation as well as related 
investigations in Liechtenstein, Switzerland, Italy, Greece and other countries are ongoing.   

The U.S. Department of Justice is conducting an investigation of possible criminal violations of 
U.S. law by Siemens in connection with these matters.  During the second quarter of fiscal 2007, 
Siemens was advised that the U.S. Securities and Exchange Commission’s enforcement division 
had converted its informal inquiry into these matters into a formal investigation.  

With regard to the foregoing matters, the Company has engaged Debevoise & Plimpton LLP 
(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 Audit Committee of the Supervisory 
Board and is being assisted by forensic accountants from the international accounting firm Deloitte 
Touche.  Debevoise’s investigation of allegations of corruption at Com is ongoing.  The scope of 
the independent investigation also includes an investigation of potential anti-corruption violations at 
the Company’s other Groups which is in the process of being launched. 

On February 2, 2007, an alleged ADS holder 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 relating to the allegations of corruption and related 
violations at Siemens.  The suit is currently stayed. 
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Update on Internal Analyses Undertaken by the Company  

In addition to the independent investigation being conducted by Debevoise, the Company has also 
continued to conduct its own analysis of issues raised by allegations of violations of anti-corruption 
legislation. 

The current status of the Company’s analysis is summarized below: 

• Within Com a number of Business Consultant Agreements (BCAs) have been identified. 
We have identified a multitude of payments made in connection with these contracts for 
which we have not yet 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 provisions. As previously reported, our investigation determined 
that certain of these payments were nondeductible under German tax regulations, and 
accordingly, we have recorded additional income tax charges in our financial statements for 
fiscal 2006 to reflect the correct tax treatment of these expenses.  See Note 2 to the 
Consolidated Financial Statements in the annual report on Form 20-F for the fiscal year 
ended September 30, 2006 for a further discussion.  The Company has already reported 
this issue to the German tax authorities. 

• During the first half of fiscal 2007, the Company has continued to analyze payments under 
these and additional BCAs at Com. An analysis of BCAs and related payments at the other 
Groups will begin. As a result, the Company expects a significant increase in the total 
amount of BCA payments under review.  

• During the second quarter of fiscal 2007, the Company commenced an analysis of cash 
and check payments at Com which may relate to BCAs, and which may also raise concerns 
under the FCPA and anti-corruption legislation in Germany and other countries. The 
Company will be analyzing the deductibility for tax purposes of these payments. The 
Company is also in the process of making internal inquiries regarding similar cash 
payments at other Groups.  

 

Potential Impact of the Investigations and the Company’s Internal Analyses on Financial 
Statements 

Due to the ongoing status of the Company’s own analyses described above and the investigations, 
including the extension of the independent investigation to the other Groups, there remain 
substantial uncertainties. Accordingly, the Company has not recorded, as of March 31, 2007, any 
change in tax assets and liabilities with respect to the BCAs and other payments under review. 
Depending on the future results of the analyses and investigations, there is a risk that the 
Company will have to make changes in tax assets and liabilities in future periods, including by 
recording additional tax charges in respect of prior periods beyond those reflected in our financial 
statements for fiscal 2006.  Such changes, as well as the further results from the ongoing 
investigations, could be material. 
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Other Risks relating to the Investigations 

Siemens currently cannot exclude the possibility that criminal or civil sanctions may be brought 
against the Company itself or against certain of its employees in connection with possible 
violations of law, including the FCPA. The Company’s operating activities may also be negatively 
affected, particularly due to imposed penalties, compensatory damages or the exclusion from 
public procurement contracts. To date, no charges or provisions for any such penalties or damages 
have been accrued as management does not yet have enough information to reasonably estimate 
such amounts. Furthermore, changes affecting the Company’s course of business or its 
compliance programs may turn out to be necessary. 

 

Cost of External Advisors 

The current quarter includes a total of €63 million in expenses for outside advisors engaged by 
Siemens in connection with the investigations into alleged violations of anti-corruption laws and 
related matters as well as remediation activities. 

 

Update on Compliance Initiatives 

The Company has taken a number of significant steps to improve its compliance procedures and 
internal controls in response to the allegations of corruption.  Among the initiatives the Company 
has implemented or is in the process of implementing are: 

• 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’s office of corporate compliance has been organizationally embedded in the 
legal department. 

• The Company’s audit and compliance departments and an internal task force have been 
instructed to continue their internal investigation activities and the examination of our 
compliance and internal control system for gaps and any possibilities of circumvention. 

• The Company is in the process of enhancing internal controls through centralization of its 
bank accounts and cash payment systems.  

• The Company has implemented a moratorium on entering into new BCAs as well as new 
payments under existing BCAs.  Any exceptions 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 question. 

• The Company has launched a formal program of anti-corruption and other legal compliance 
training for management, group and regional compliance officers and other employees.   

The Managing Board and the Audit Committee of Siemens have engaged an independent 
compliance advisor in order to consult the Managing Board and the Audit 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 
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respective communication and training. The independent compliance advisor provides periodic 
status reports to the Managing Board and Audit Committee. 

 

AUB   

On February 14, 2007, the Company announced that public prosecutors in Nuremberg are 
conducting an investigation of certain current and former employees of the Company on suspicion 
of breach of fiduciary duties (Untreue) against Siemens, tax evasion and a violation of the German 
Works Council Constitution Act.  The investigation relates to an agreement entered into by 
Siemens with an entity controlled by Mr. Wilhelm Schelsky, the former head of the independent 
employee association AUB (Arbeitsgemeinschaft Unabhängiger Betriebsangehöriger).  The 
prosecutors are investigating payments made during the period 2001 to 2006 for which Siemens 
may not have received appropriate services in return. Mr. Schelsky was arrested in February 2007.  
On March 27, 2007, a second search was conducted at the Company’s premises in Munich and an 
arrest warrant was issued for a member of the Company’s Corporate Executive Committee, in 
connection with this investigation, who was taken into custody.  In addition to the member of the 
Corporate Executive Committee, other current and former members of the Company’s senior 
management were named as suspects in this matter.  On April 4, 2007, the member of the 
Corporate Executive Committee posted bail in the amount of €5.0 million and was released from 
custody.  In this connection, a bank issued a bond (Bankbürgschaft) in the amount of €5.0 million, 
€4.5 million of which was guaranteed by the Company pursuant to provisions of German law. The 
member of the Corporate Executive Committee has provided the Company a personal undertaking 
to cooperate with and fully support the independent investigation conducted by Debevoise 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 investigation into the 
allegations involving the Company’s relationship with Mr. Schelsky and AUB has also been 
included within the scope of the investigation being conducted by Debevoise.  On April 2, 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 Act 
(Betriebsverfassungsgesetz) by providing undue preferential support to AUB in connection with 
elections of the members of the Company’s works councils. 

 
 
This document contains forward-looking statements and information – that is, statements related to 
future, not past, events. These statements may be identified by words as “expects”, ”looks forward 
to”, “anticipates,” “intends,” “plans,” “believes,” “seeks,” “estimates,” “will” 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 its operations, performance, business strategy and results and 
could cause the actual results, performance or achievements of Siemens worldwide to be 
materially different from any future results, performance or achievements 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 worldwide; changes in business 
strategy; the outcome of pending investigations and legal proceedings; our analysis of the potential 
impact of such matters on our financial statements; as well as various other factors. More detailed 
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information about our risk factors is contained in Siemens’ filings with the SEC, which are available 
on the Siemens website, www.siemens.com and on the SEC’s website, www.sec.gov. Should one 
or more of these risks or uncertainties 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 obligation to update or revise these forward-looking 
statements in light of developments which differ from those anticipated. 
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