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Fresenius Societas Europaea
(until July 13, 2007: Fresenius Aktiengesellschaft)

Bad Homburg v. d. HOhe

Balance Sheet as of December 31, 2007

Assets
Note December 31, 2007 December 31, 2006
TEUR TEUR TEUR TEUR
A. Fixed assets 4)
I. Intangible assets 93 73
Il. Property, plant and equipment 74,263 76,605
lll. Long-term investments and loans 2,812,458 2,953,034
2,886,814 3,029,712
B. Current assets
I. Accounts receivable and
other assets
1. Accounts receivable due from
affiliated companies (5) 788,046 565,900
2. Other assets (5) 37,705 825,751 46,722 612,622
II. Other securities (6) 5,467 5,948
lil. Cash and cash equivalents (8) 31 191
831,249 618,761
C. Deferred income (9) 1,121 1,859
3,719,184 3,660,332




Liabilities and shareholders' equity

Note December 31, 2007  December 31, 2006
TEUR TEUR TEUR TEUR
A. Shareholders' equity
I. Subscribed capital (10, 11, 12, 13)
1. Ordinary shares 77,5825 65,858
conditional capital | TEUR 768,
prev. yr. TEUR 841)
conditional capital 1l TEUR 2,365;
prev. yr. TEUR 2,178)
2. Preference shares 77,682.5 155,165 65,858 131,716
conditional capital | TEUR 768,
prev. yr. TEUR 841)
conditional capital Il TEUR 2,365;
prev. yr. TEUR 2,178)
Il. Capital reserves (14) 1,532,772 1,635,798
lll. Other reserves (15) 440,245 404,245
V. Retained earnings (16) 103,256 89,084
2,231,438 2,160,843
B. Special reserve for investment
government grants (17) 17 18
C. Accrued expenses (18)
1. Pensions and similar obligations 17,989 15,872
2. Accruals for income taxes 27,169 30,969
3. Other accruals 26,709 20,079
71,867 66,920
D. Liabilities (19)
1. Convertible bonds 595 498
2. Bank loans 200,085 111,486
3. Trade accounts
payable 569 2,453
4. Liabilities from affiliated
companies 1,204,215 1,301,421
5. Other liabilities 10,398 6,693
1,415,862 1,422,551
3,719,184 3,650,332




Fresenius Societas Europaea
(until July 13, 2007: Fresenius Aktiengesellschaft)
Bad Homburg v. d. H6he

Statement of Income
January 1 to December 31

Note 2007 2006

TEUR TEUR
1. Income from participations (22) 193,583 173,603
2. Other operating income (23) 51,761 51,060
3. Personnel expenses (24) -25,608 -21,949

4. Depreciation and amortization on intangible assets

and on property, plant and equipment (25) 4,028 -4,438
5. Other operating expenses (26) -43,707  -40,913
6. Netinterest (28) -30,748 -48,266
7. Profit from ordinary operations 141,253 109,097
8. Income taxes (29) -2,117 -13,039
9. Other taxes -211 -697
10. Net income 138,925 95,361
11. Retained earnings brought forward 331 223
12. Increase in other reserves -36,000 -6,500
13. Retained earnings 103,256 89,084




Notes 1

Notes Fresenius SE

(1) Conversion of Fresenius AG into a European Company (SE) and new divi-
sion of the subscribed capital

On December 4, 2006, at the Extraordinary General Meeting, Fresenius AG'’s
shareholders approved the proposal to convert the Company’s legal form from a
German stock corporation (Aktiengesellschaft) into a European Company (Societas
Europaea — SE). The conversion became effective on July 13, 2007 upon the regis-
tration in the commercial register after the successful completion of the procedure
for the involvement of the employees. Fresenius AG’s name after the conversion is
Fresenius SE. The conversion of Fresenius AG into a SE neither lead to a liquida-
tion of the Company nor to the formation of a new legal entity. The Company’s cor-
porate structure and management organization as well as the interests of the
shareholders in the Company continue to exist unchanged because of the identity
of the legal entity. In the Articles of Association of Fresenius SE, the existing two-
tier system consisting of Management Board and Supervisory Board will remain
unchanged. The Supervisory Board of Fresenius SE continues to have twelve
members.

Furthermore, Fresenius AG’s shareholders approved at the Extraordinary General
Meeting to conduct a new division of the subscribed capital of Fresenius AG (share
split) in connection with a capital increase from the Company’s funds without the
issuance of new shares. As a result, the number of ordinary shares and preference
shares issued tripled. The share split in connection with an increase of the sub-
scribed capital became effective upon the registration in the commercial register on
January 24, 2007. Before the registration in the commercial register, the subscribed
capital of Fresenius AG amounted to € 131,715,307.52 and was divided in
25,725,646 ordinary shares and 25,725,646 preference shares. Through a conver-
sion of capital reserves, the subscribed capital was first increased by
€ 22.638,568.48 to € 154,353,876.00 and then divided in 77,176,938 ordinary
shares and 77,176,938 preference shares. The new proportionate amount of the
subscribed capital is €1,00 per share. Following the share split, every holder of an
ordinary share holds three ordinary shares and every holder of a preference share
holds three preference shares.

(2) Structure

The Fresenius Group is as of December 31, 2007 divided into three legally inde-
pendent business segments:

° Fresenius Medical Care
. Fresenius Kabi
° Fresenius ProServe
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As of January 1, 2008, Fresenius ProServe was replaced by two new business
segments — Fresenius Helios and Fresenius Vamed, which so far have formed Fre-
senius ProServe.

Fresenius SE owns the stakes in the management companies and functions as a
operating holding.

The reporting currency of Fresenius SE is the euro. In order to make the presenta-
tion clearer, amounts are shown in thousand euros. Amounts that are due to round-
ing reasons less than one thousand euros are marked with ,-“.

The list of Fresenius SE’s investments will be filed at the electronic German Federal
Bulletin and deposited at the Business Register.

(3) Accounting principles and standards of valuation

The accounting principles and standards of valuation remained unchanged in com-
parison to prior year.

Acquired intangible assets are valued at purchase cost less regular depreciation.
The useful life is normally between 2 and 5 years, for personal computer auxiliary
programs the useful life is 2 years, and for know-how up to 5 years.

The value of investments in property, plant and equipment is given as the cost
of the assets less regular linear or — if allowed by tax regulations — degressive de-

preciation.

The following useful lives were used for calculating amortization:

Office and factory buildings 10 - 40 years
Technical equipment and machinery 5-10 years
Other fixtures and fittings, tools and equipment 3 - 10 years

Fixed assets of low value are fully written off in the year of their purchase.

Extraordinary depreciation is carried out, provided that a lower value has to be as-
signed to the as-sets on balance sheet date.

Financial assets are valued at purchase price or the lower market value.

Accounts receivable and other assets are valued according to their nominal
amount reduced by individual allowance if necessary.

Securities are valued at purchase price or the lower market value.
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Pension obligations are calculated using reference tables established by Dr.
Klaus Heubeck 2005 (RT 2005 G) as well as interest of 6 % in accordance with
section 6a of the German Income Tax Law.

Tax accruals and other accruals are set aside for recognizable risks and uncer-
tain liabilities on basis of a reasonable commercial assessment.

Provisions for employees’ anniversaries are calculated using the “Teilwertver-
fahren” with an annual interest of 5.5%.

Liabilities are valued at repayment amount.
Foreign currency items are translated at the mean rate at the time of origin or the

hedging rate for hedging transactions. Exchange-rate losses on the closing date are
included.
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Notes on balance sheet

(4) Fixed Assets

The following is a breakdown of fixed assets and their development:

Acquisition and Manufacturing Costs

in thousand €

Intangible Assets

Concessions, industrial and similar rights

and assets, licenses

Tangible Assets

Land, leasehold and buldings including
buildings on third party property

Plant and machinery

Other fixtures and fittings,
tools and equipment

Payments on account and tangible assets
in course of construction

Financial assets

Shares in affiliated
companies

Loans to related
companies

Securities

Other loans

Non-current Assets

transfer

As of affil. Comp. As of
January 1, 2007 Additions ofe Disposals Reclassifications December 31, 2007
1,847 77 0 2 0 1,822
1,847 77 0 2 0 1,922
111,467 690 27 314 112,444
320 13 1 o 332
6,543 712 524 801 192 7,170
506 245 0 0 -506 245
118,836 1,660 524 829 0 120,191
2,515,822 0 0 0 0 2,515,822
436,759 [¢] o 141,085 ] 295,664
245 179 0 o o] 424
1,000 0 0 0 0 1,000
2,953,826 17 o 141,095 0 2,812,910
3,074,509 1,916 524 141,926 0 2,935,023




Notes S
Depreciation Carrying Amount
Cumulated Curnulated
Depreclation transfer Depreclation
as of affil. Comp. as of
January 1,2007  Additions +- Disposals December 31, 2007  December 31, 2007 December 31, 2006
in thousand €

Intangible Assels

Concesslons, industrial and similar rights
and assels, ficenses

Tangible Assels

Land, and

bulldings on third parly property
Plant and machinery
Other fixtures and fittings,

1ools and equipment

Payments on account and tangible assels
in course of construction

Financlal assels

Shares In affillated
companies

Loans to related
comparnies

Securities

Other loans

Non-current Assets

1,774 57 0 2 0 1,828 93 73
1,774 57 [ 2 [ 1.829 93 73
36,668 3,108 0 27 0 38,770 72,674 74,778
169 33 0 1 0 201 131 159
5373 830 521 767 0 5,957 1,213 1,170
0 0 0 0 0 0 245 506
42,231 3971 521 795 [} 45,928 74,263 76,805
188 0 0 0 0 188 2,515,634 2,515,634
604 0 0 340 0 264 295,400 436,155

o 0 0 424 245

0 0 0 0 0 0 1,000 1,000

792 0 [ 340 [ 452 2,812,458 2,953,034
44,797 4028 521 1,137 [ 48,209 2,886,814 3020712
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Financial Assets

As of December 31, 2007 Fresenius SE owns stakes in the following domes-tic
management companies for business segments:

- Fresenius Medical Care AG & Co. KGaA, Hof an der Saale
- Fresenius Kabi AG, Frankfurt am Main
- Fresenius ProServe GmbH, Bad Homburg v.d.H6he

The percentage of Fresenius Medical Care AG & Co. KGaA's (‘FMC-AG & Co.
KGaA”) total subscribed capital (ordinary and preference shares) held by Fresenius
SE at the end of fiscal year 2007 was 35.95% (previous year 36.12 %).

On December 31, 2007, Fresenius SE continued to hold all of the subscribed capi-
tal of the management companies of the business segment Fresenius Kabi (Fre-
senius Kabi AG) and Fresenius ProServe (Fresenius ProServe GmbH).

Fresenius SE holds 100% in Fresenius Biotech Beteiligungs GmbH.

In addition, Fresenius SE holds all of the stakes of the following domestic property
management and service companies and also holds a stake in a foreign financial
company:

- Fresenius Immobilien-Verwaltungs-GmbH

- Fresenius Immobilien-Verwaltungs-GmbH & Co. Objekt Schweinfurt KG
- Fresenius Immobilien-Verwaltungs-GmbH & Co. Objekt St. Wendel KG
- Hygieneplan GmbH

- Fresenius Versicherungsvermittlungs GmbH

- Fresenius Finance B.V.

All of the subscribed capital of Fresenius Netcare GmbH is indirectly held via Fre-
senius Versicherungsvermittiungs GmbH.

Loans to affiliated companies

The loans to affiliated companies decreased compared to 2006 (€ 436,155 thou-
sand) by € 140,755 thousand to € 295,400 thousand. Reason was the reclassifica-
tion of loans into accounts receivable because their character changed to short-
term.
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Insolvency Insurance

In accordance with legal regulations the credit balances of partial retirement agree-
ments are secured against insolvency. Therefore the company buys shares of an
investment fund close to money market in an amount of the cumulated credit bal-
ances. The collateral is done via pledging the investment fund shares to a trustee.
The amount of the bought investment fund shares as of December 31, 2007 was
€ 424 thousand.

(5) Accounts receivable and Other Assets

Dec 31, 2006 Dec 31, 2007

in thousand €

Accounts receivable

from related parties 565,900 788,046
(amount with a remaining
term of more than 1 year) (38,416) (36,387)
Other assets 46,722 37,705

(amount with a remaining
term of more than 1 year) - -

612,622 825,751

The Accounts receivable to affiliated companies are composed of loans and fi-
nance-related accounts of € 787,724 thousand (previous year € 565,764 thousand)
and trade accounts receivable of € 322 thousand (previous year € 136 thousand).

The main reason for the increase of the accounts receivable to affiliated companies
by € 222,146 thousand is the reclassification of loans from financial assets because
their character changed to short-term.

The Other Assets mainly contain tax receivables. Furthermore receivables for social
security reasons are comprised of € 27 thousand (previous year € 23 thousand).

(6) Other Securities

Fresenius SE holds trust preferred securities from the Fresenius Medical Care Trust
IV at a nominal value of US$ 8.0 million and an issue price of 98.295 %.
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(7) Own Shares

Fresenius SE purchased own preference shares during the year for distribution to
employees entitled to the profit-sharing program.

The agreement reached between the Works Council and the Management Board in
June 2004 is used as the basis for distributing the shares. The agreement awards
€ 1,444 of profit-sharing to each full-time employee for 2006 as well as an employer
contribution for social security payments. Shares were used for about two-thirds of
the profit-sharing payment and employees are given a choice of cash or additional
shares for the remaining third. Employees that opt for additional shares are
awarded one additional share. The distribution of the shares and bonus shares in
the profit-sharing program was made on May 17, 2007.

To be eligible for the program, employees must have had three years of continuous
full-time employment on December 31, 2006 with Fresenius AG, its direct affiliated
companies or affiliated companies of Fresenius Kabi and Fresenius ProServe as
identified in the Works Council agreement. Eligible employees must have not been
under notice or in an executive position, as defined by Fresenius, on December 31,
2006. Intercompany transfers are counted in full.

The following preference shares were purchased and distributed or re-sold as part
of the Fresenius AG profit-sharing program for 2006:

Date Number price in € per share
Purchase May 18, 2007 37,500 58.02
Issuance December 3, 2007 -36,400 58.03
Sale December 22, 2007 -1,100 57.26

Shares with a nominal value of € 37,500.00 were purchased and shares committed
with a nominal value of € 36,400.00 each represented 0.024 %. of the subscribed
capital.

(8) Cash and cash equivalents

Cash and cash equivalents include cash on hand and cash on banks.

(9) Deferred income

The Deferred income mainly concerns the prepayment of the D&O-Insurance for
top managers.
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(10) Subscribed Capital

On December 4, 2006, at the Extraordinary General Meeting, Fresenius AG's
shareholders approved a new division of the subscribed capital in connection with a
capital increase from the Company’s funds. The registration in the commercial reg-
ister took place on January 24, 2007. Through a conversion of capital reserves, the
subscribed capital was first increased by € 22,638,568.48 to €154,353,876.00 and
then divided into 77,176,938 ordinary shares and 77,176,938 preference shares
(see Note (1), Conversion of Fresenius AG into a European Company (SE) and
new division of the subscribed capital). The new proportionate amount of the sub-
scribed capital is € 1.00 per share.

During the fiscal year 2007, 810,894 stock options were exercised.
Accordingly, at December 31, 2007, the subscribed capital of Fresenius SE was
divided into 77,582,385 bearer ordinary shares and 77,582,385 non-voting bearer

preference shares. The shares are issued as non-par value shares.

The subscribed capital developed as follows:

2007
in thousand €
As of January 1 131,716
Increase from corporate funds 22,638
Increase due to
ecercise of stock options 811
As of December 31 155,165

(11) Notification by share holders

The Else Kroner-Fresenius-Stiftung notified Fresenius SE on December 28, 2007,
that the Else Kroner-Fresenius-Stiftung holds 46,582,692 ordinary shares of Fre-
senius SE representing 60.04 % of the voting rights.

Fidelity International, with its registered office in Great Britain, Tadworth, has noti-
fied Fresenius SE in the name of and on behalf of FIL Limited, Hamilton, Bermuda,
which changed its name from Fidelity International Limited to FIL Limited with effect
from February 1, 2008, pursuant to Section 21 (1) of the German Securities Trading
Act (WpHG) of the following: On February 4, 2008 FIL Limited exceeded the thresh-
olds of 3% and 5% of the voting rights in Fresenius SE, Else-Kréner-Strasse 1,
61352 Bad Homburg v. d.H., Germany. On that date, FIL Limited held 6.03% of the
voting rights in Fresenius SE arising from 4,675,538 voting rights. All voting rights in
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Fresenius SE were attributed to FIL Limited pursuant to section 22 (1) sentence 1
No. 6 WpHG.

Fidelity International, with its registered office in Great Britain, Kingswood Fields,
Millfield Lane, Lower Kingswood, Tadworth, Surrey KT20 6RB, notified Fresenius
SE in the name of and on behalf of Fidelity Investment Trust, Boston, Massachu-
setts, USA, pursuant to Section 21 (1) WpHG of the following: On 22 January 2008,
Fidelity Investment Trust exceeded the threshold of 3 % of voting rights in Fresen-
ius SE, Else-Kréner-Strasse 1, 61352 Bad Homburg v. d.H., Germany. On that
date, Fidelity Investment Trust held 3.02% of the voting rights in Fresenius SE aris-
ing from 2,341,614 voting rights.

Fidelity International, with its registered office in Great Britain, Kingswood Fields,
Millfield Lane, Lower Kingswood, Tadworth, Surrey KT20 6RB, notified Fresenius
SE in the name of and on behalf of Fidelity Management&Research Company,
Boston, Massachusetts, United States, retroactively pursuant to Section 21 (1)
WpHG of the following: On 4 December 2007, Fidelity Management&Research
Company exceeded the threshold of 3% of the voting rights in Fresenius SE, Else-
Kroner-Strasse 1, 61352 Bad Homburg v. d.H., Germany. On that date, Fidelity
Management&Research Company held 3.03% of the voting rights in Fresenius SE
arising from 2,346,900 voting rights. All voting rights in Fresenius SE were attrib-
uted to Fidelity Management&Research Company pursuant to Section 22 (1) sen-
tence 1 No. 6 WpHG.

Fidelity International, with its registered office in Great Britain, Kingswood Fields,
Millfield Lane, Lower Kingswood, Tadworth, Surrey KT20 6RB, notified Fresenius
SE that as a result of an internal merger reorganisation effective from October 1,
2007, FMR LLC. (a Delaware limited liability company with its principal place of
business in Boston, Massachusetts, United States) became the successor entity to
FMR Corp. and has assumed all its rights and obligations. As of October 1, 2007,
FMR LLC. held 3.43% of the voting rights (voting rights arising of 2,658,121 shares
in Fresenius SE) and therefore exceeded the threshold of 3%. All of the voting
rights of FMR LLC. are attributed to it pursuant to Section 22 (1) sentence 1 No. 6
and sentence 2 WpHG.

Fidelity International, with its registered office in Great Britain, Kingswood Fields,
Millfield Lane, Lower Kingswood, Tadworth, Surrey KT20 6RB, notified Fresenius
AG on June 25, 2007 in accordance with Section 21 (1) WpHG that, as of June 20,
2007, the voting rights of FMR Corp., 82 Devonshire Street, Boston, Massachusetts
02109, United States, in Fresenius AG, Else-Kroner-Strasse 1, Bad Homburg
v.d.H., Germany, have exceeded the threshold of 3% and amounted to 3.44% (ex-
act number of voting rights: 2,657,416 shares). The voting rights are entirely attrib-
utable to FMR Corp. pursuant to Section 22 (1) sentence 2 WpHG in connection
with Section 22 (1) sentence 1 No. 6 WpHG.

Julius Baer Investment Management LLC, with registered offices in New York, 330
Madison Avenue, United States, notified Fresenius AG in accordance with Section
21 (1) of the German Securities Trading Act (WpHG) that its voting rights in Fresen-
ius AG, Else-Kréner-Strasse 1, Bad Homburg v.d.H., Germany, exceeded the
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threshold of 3 % on February 22, 2007 and amounted to 3,03 % (exact number of
voting rights: 2,342,190 shares) both in relation to the total number of voting rights
of the issuer and in relation to all voting shares of the same share class. The voting
rights are entirely attributable to Julius Baer Investment Management LLC, 330
Madison Avenue, NY 10017 New York, United States, pursuant to Section 22 (1)
sentence 1 No. 6 of the German Securities Trading Act (WpHG).

WestLB AG, with its registered office in Germany, 40217 Dusseldorf, Herzogstrafte
15, notified Fresenius AG on June 22, 2007 in accordance with Section 21 (1) of
the German Securities Trading Act (WpHG) that, as of June 22, 2007, its voting
rights in Fresenius AG, Else-Kréner-Strasse 1, Bad Homburg v.d.H., Germany,
have fallen below the threshold of 3 % and now amount to 0 %. All voting rights
were held by RWS Securities Services Gesellschaft fir Wertpapiervermittiung mbH
and were attributed to WestLB in accordance to Section 22 (1) sentence 1 No. 1 of
the German Securities Trading Act (WpHG).

(12) Approved capital

By resolution of the Annual General Meeting on May 10, 2006, the previous Ap-
proved Capital Il was revoked. The Management Board of Fresenius SE was au-
thorized, with the approval of the Supervisory Board, until May 9, 2011,

e to increase Fresenius SE’s subscribed capital by a nominal total amount of
up to € 12,800,000.00 through a single or multiple issue of new bearer ordi-
nary shares and/or non-voting bearer preference shares against cash contri-
butions (Approved Capital I). A subscription right must be granted to share-
holders.

e to increase Fresenius SE’s subscribed capital by a nominal total amount of
up to € 6,400,000.00 through a single or multiple issue of new bearer ordi-
nary shares and/or non-voting bearer preference shares against cash contri-
butions and/or contributions in kind (Approved Capital Il). The Management
Board is authorized, with the consent of the Supervisory Board, to decide on
the exclusion of the shareholders’ subscription right (§§ 203 (2), 186 (3) sen-
tence 4 of the German Stock Corporation Act (AktG)). As of December 31,
2006, the Approved Capital Il decreased by € 903,884.80 to € 5,496,115.20
due to the payment in shares in connection with the acquisition of HUMAINE.
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The approved capitals have developed in 2007 as follows:

Approved capital | 2006 2007

in thousand €

As of January 1 0 12,800
Increase by resolution of the Annual General Meeting 12,800 0
As of December 31 12,800 12,800
Approved capital Il 2006 2007

in thousand €

As of January 1 6,656 5,496
Cancelation by resolution of the Annual General Meeting -6,656 0
Increase by resolution of the Annual General Meeting 6,400 0

Purchase of shares in Humaine
Kiiniken GmbH -904 0

As of December 31 5,496 5,496

(13) Conditional capital

Corresponding to the stock option plans, the Conditional Capital of Fresenius SE is
divided into Conditional Capital | and Conditional Capital Il. Both exist to secure the
subscription rights in connection with already issued stock options on bearer ordi-
nary shares and bearer preference shares of the stock option plans of 1998 and
2003 (see Note 13, Stock options plans).

Due to the capital increase from the Company’s funds (see Note (1), Conversion of
Fresenius AG into a European Company (SE) and new division of the subscribed
capital), the Conditional Capital increased in the same proportion as the subscribed
capital by operation of law (cf. Section 218 sentence 1 of the German Stock Corpo-
ration Act (AktG)). After the registration of the share split in the commercial register
on January 24, 2007, the Conditional Capital | amounted to € 1,971,966.00 (as of
December 31, 2006: € 1,682,744.32), divided into 985,983 bearer ordinary and
bearer preference shares, and the Conditional Capital || amounted to €
5,104,962.00 (as of December 31, 2006: € 4,356,234.24), divided into 2,552,481
bearer ordinary and bearer preference shares.
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The conditional capital | for the Fresenius SE stock option plan 1998 has developed
as follows:

ordinary preference
shares shares
€ €

As of January 1, 2007 841,372 841,372
Increase from corporate funds 144,611 144,611
Decrease due to
ecercise of stock options -217,677 -217,677
As of December 31, 2007 768,306 768,306

The conditional capital | for the Fresenius SE stock option plan 2003 has developed
as follows:

ordinary preference
shares shares
€ €

As of January 1, 2007 2,178,117 2,178,117
Increase from corporate funds 374,364 374,364
Decrease due to
ecercise of stock options -187,770 -187,770
As of December 31, 2007 2,364,711 2,364,711

Stock option plans

On December 31, 2007, Fresenius SE has two stock option plans in place; the
stock option based plan of 1998 (1998 Plan) and the currently active plan from the
year 2003 which is based on convertible bonds (2003 Plan). The latter is the only
plan under which options in the form of convertible bonds have been granted during
2007.

Under the 2003 Plan, 1,440,000 convertible bonds with a par value of € 2.56 each
could be granted in total until the entry of the stock split on January 24, 2007 (see
Note (1), Conversion of Fresenius AG into a European Company (SE) and new di-
vision of the subscribed capital). After the share split (ratio 1 (old) : 3 (in the future))
1,080,000 convertible bonds with a par value of € 1.00 each could be granted in
total during 2007. The bonds were granted exclusively to the members of the Man-
agement Board of Fresenius SE, to members of the management of affiliated com-
panies, to employees of Fresenius SE and to employees of its affiliated companies.
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Members of the Management Board and employees of FMC-AG&Co. KGaA and its
affiliated companies which are only affiliated with the Company through FMC-
AG&Co. KGaA were excluded. The convertible bonds entitle to the subscription of
up to 1,260,000 bearer ordinary shares and up to 1,260,000 non-voting bearer
preference shares of Fresenius SE. Members of the Management Board of Fresen-
ius SE were entitled, in total, up to 560,000 convertible bonds giving the right to
subscribe up to 280,000 bearer ordinary shares and the same number of non-
voting bearer preference shares. Employees were entitled, in total, up to 1,960,000
convertible bonds giving the right to subscribe up to 980,000 bearer ordinary shares
and the same number of non-voting bearer preference shares.

The convertible bonds bear interest at a rate of 5.5%. Except for the members of
the Management Board, eligible employees may purchase the bonds by issuing a
non-recourse note with terms corresponding to the terms of the convertible bond.
Fresenius SE has the right to offset its obligation on a bond against the employee’s
obligation on the related note; therefore, the convertible bond obligations and em-
ployee note receivables represent stock options issued by Fresenius SE and are
not reflected in the consolidated financial statements. The bonds expire in ten years
and one third of them can be exercised beginning after two, three and four years,
respectively. Bonds which were not financed by a note to Fresenius SE are recog-
nized as a liability on Fresenius Group’s consolidated balance sheet.

Upon issuance of the option, the employees have the right to choose options with
or without a stock price target. The conversion price of options subject to a stock
price target corresponds to the stock exchange quoted price of the ordinary or pref-
erence shares upon the first time the stock exchange quoted price exceeds the ini-
tial value (after the share split 1/3 of the initial value) by at least 25 %. If converted
after the share split the conversion price which entitles to three ordinary shares or
preference shares, respectively, is equal to the triple of one third of the initial value.
The initial value is the joint average stock exchange price of bearer ordinary shares
and non-voting bearer preference shares during the last 30 trading days prior to the
date of grant. The conversion price of options without a stock price target is the ini-
tial value. In the case of options not subject to a stock price target, the number of
convertible bonds awarded to the eligible employee would be 15% less than if the
employee elected options subject to the stock price target. Each convertible bond
granted after the share split entitles to subscribe one ordinary or preference share,
subject to payment of the conversion price. Bonds granted and converted prior to
the share split were entitled to subscribe one ordinary or preference share, conver-
sion after the share split entitles to three ordinary or preference shares. Up to 20 %
of the total amount available for the issuance of awards under the 2003 Plan could
be issued each year.

During 1998, Fresenius AG adopted the 1998 Plan for key management and ex-
ecutive employees. This stock incentive plan was replaced by the 2003 Plan and no
options have been granted since 2003. Under the 1998 Plan, eligible employees
have the right to acquire ordinary and preference shares of Fresenius SE. Options
granted under this plan have a ten-year term, and one third of them vest on each of
the second, third and fourth anniversary of the grant date. Prior to the share split
one ordinary or one preference share could be acquired for each option. After the
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share split each option entitles to acquire three ordinary or preference shares. The
maximum number of ordinary or preference shares to be issued to the members of
the Management Board or senior employees has been adjusted accordingly.

Transactions during the fiscal year

In 2007, the Fresenius SE awarded 913,420 stock options, including 131,580 op-
tions to members of the Management Board of Fresenius SE, at a weighted-
average exercise price of € 56.74, a weighted- average fair value of € 19.22 each
and a total fair value of € 18 million.

During the year 2007, Fresenius SE received € 21 million from the exercise of
810,894 stock options. The average stock price was € 54.61 for ordinary shares
and € 55.78 for preference shares at exercise date. The intrinsic value of options
exercised in the year 2007 was € 24 million.

At December 31, 2007, out of 856,908 outstanding and exercisable options issued
under the 1998 Plan, 25,800 were held by the members of the Fresenius SE Man-
agement Board. The number of outstanding stock options issued under the 2003
Plan was 3,387,084, of which 787,280 were exercisable. The members of the Fre-
senius SE Management Board held 541,320 options.

Stock option transactions are summarized as follows:

ordinary preference

shares shares

number number
Number as of December 31, 2006 696,802 696,802
adjustment due to share split 1,393,604 1,393,604
plus new issues 456,710 456,710
less forfeited options -19,673 -19,673
less exercises -405,447 -405,447

Number as of December 31, 2007 2,121,996 2,121,996
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(14) Capital Reserves
Capital reserves comprise the premium paid on the issue of shares and the exer-
cise of stock options (additional paid-in capital).

In 2006, the capital reserve increased by € 41 million in connection with the acquisi-
tion of HUMAINE.

The capital reserves have developed during the fiscal year as follows:

2006 2007

in thousand €

As of January 1 1,463,871 1,535,798
Increase due to

ecercise of stock options 30,831 19,612
Decrease due to stock split 0 -22,638
Increase due to purchase of shares in 41,096 0
Humaine Kliniken GmbH

As of December 31 1,535,798 1,632,772

The capital reserve corresponds by 10% of the subscribed capital to the legal re-
serve according to section 150 (1) and (2) of the German Stock Corporation Act.

(15) Other reserves

The other reserves developed as follows:

2006 2007
in thousand €
As of January 1 397,745 404,245
Increase in other reserves 6,500 36,000

As of December 31 404,245 440,245
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(16) Retained earnings

Accumulated profits from the prior year of € 331 thousand are included in the re-
tained earnings in accordance with a decision taken at the Annual General Meeting
on May 16, 2007.

(17) Special reserve for investment government grants

Special reserves are primarily comprised of investment government grants accord-
ing to sections 1, 4 and 4b of the German Investment Subsidy Code (InvZulG). Dis-
solution of grants is included for the useful life of the subsidized assets. The yearly
dissolution (€ 1 thousand) is included in the profit and loss statement under other
operating income.

(18) Accrued expenses
Pension obligations are established according to actuarial regulations and gen-

eration tables RT 2005.

Accruals for income taxes include estimated amounts for outstanding tax pay-
ments from the prior years.

Other accruals are primarily established to cover personnel costs, insurance fees,
process risks, indemnity claims and interest on higher tax payments established by
audits as well as outstanding invoice liabilities.
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(19) Liabilities

2006 2007
thereof thereof with a remaining term of
with a
remaining up to 1 yearupto over
Total term of Total 1 year 5 years 5 years
up to
1 year
in thousand €
Convertible bonds 498 240 595 328 267 0
Bank loans 111,486 46,740 200,085 143,722 16,363 40,000
(thereof amount secured) 0) (0)] ©) 0) 0) (0)
Trade accounts
payable 2,453 2,453 569 569 0 0
Accounts payable to related
parties 1,301,421 176,941 1,204,215 231,351 141,071 831,793
Other liabilities 6,693 6,693 10,398 10,398 0 0
1,422,551 233,067 1,415,862 386,368 157,701 871,793

(thereof amount secured)

©

©)

©

©

©

Q)

Convertible Bonds

Liabilities result from the issuance of convertible bonds worth € 595 thousand as part of

the Fresenius SE 2003 stock option plan.

Bank loans

European Investment Bank Agreement

Fresenius SE has available a revolving credit facility with the European Investment
Bank (EIB) of € 96 Mio. with a maturity until June 2013. As of December 31, 2007
this credit facility was used in an amount of € 40 Mio.

The credit facility has a variable interest rate, which is quarterly adjusted. As of De-
cember 31, 2007 the portion used by Fresenius SE had an interest rate of 4.93 %.

The drawings on the credit facility are secured by bank guarantees. Furthermore
the facility contains the common obligations and commitments. EIB is the non-
profit-oriented financing institution of the European Union which provides long-term
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financing for specific invest- and research-projects with advantageous conditions —
usually up to 50 % of the project-volume.

Revolving credit facility

On October 13, 2006 Fresenius SE signed a syndicated credit agreement of
€ 350 Mio. with a group of banks. Therewith a revolving credit facility with a maturity
of five years is available, which was not used in the fiscal year.

Liabilities from affiliated companies

Liabilities from affiliated companies comprise loans and financing accounts with
affiliated companies in an amount of € 1,203,948 thousand (previous year
€ 1,301,421 thousand) and trade accounts payable amounting € 267 thousand
(previous year € 0 thousand).

Other liabilities

Other liabilities include, above all, liabilities from taxes, interest liabilities as well as
payroll liabilities.

Tax liabilities amount to € 3,724 thousand (previous year € 2,885 thousand).

(20) Contingent Liabilities

2006 2007

in thousand €

Contingencies from

indemnity agreements

and guarantees 1,323,640 1,372,577
(thereof amount in
favor of and from
affiliated companies) (1,323,640)  (1,372,577)

Fresenius SE has undertaken to exempt on certain preconditions various members
of the managing boards of foreign affiliates from claims, in case such claims should
be made due to their function as members of the managing board of the affiliated
concerned, and these claims are based on the lay of the respective country.
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Fresenius SE undertook, to the extent legally admissible, to indemnify the members
of the Management Board against claims against them arising out of their work for
the Company and its affiliates, if such claims exceed their responsibilities under
German law. To secure such obligations, the Company concluded a ‘Direc-
tors&Officers’ insurance (D&O insurance) with an appropriate excess. The indem-
nity applies for the time in which each member of the Management Board is in of-
fice and for claims in this connection after the ending of the membership of the
Management Board in each case.

Fresenius SE guarantees the main liabilities of it’s wholly-owned subsidiary Fresen-
ius Finance B.V. The following table shows these Fresenius Finance B.V's liabilities
as of December 31, 2007:

Maturity Nominal
Issuer Nominal Value Date Interest
Loan Notes

Fresenius Finance B.V. 2004/2008 40 Mio € May 18, 08  variable
Fresenius Finance B.V. 2007/2012 26 Mio € Jul 02, 12 5.51 %
Fresenius Finance B.V. 2007/2012 74 Mio € Jul 02,12  variable
Fresenius Finance B.V. 2007/2014 38 Mio € Jul 02, 14 575%
Fresenius Finance B.V. 2007/2014 62 Mio € Jul 02,14  variable

Senior Notes
Fresenius Finance B.V. 2003/2009 100 Mio € Apr30,09 7.50%
Fresenius Finance B.V. 2006/2013 500 Mio € Jan 31, 13 5.00 %
Fresenius Finance B.V. 2006/2016 500 Mio € Jan 31, 16 5.50 %

In 2007, Fresenius Finance B.V., a wholly-owned subsidiary of Fresenius SE, is-
sued Euro Notes of € 200 million. The Euro Notes were issued on July 2, 2007 and
have five and seven year terms. They are guaranteed by Fresenius SE. The pro-
ceeds from the issuance of the Euro Notes were mainly utilized to refinance Euro
Notes of € 126 million that were due in 2007 and for repayment of short-term debt.

All Senior Notes of Fresenius Finance B.V. are guaranteed by Fresenius SE, Fre-
senius Kabi AG and Fresenius ProServe GmbH. Fresenius SE has agreed to a
number of covenants to provide protection to the bondholders, which, under certain
circumstances, partly restrict the scope of action of Fresenius SE and its subsidiar-
ies (excluding FMC-AG & Co. KGaA and its subsidiaries). These covenants include,
amongst other things, restrictions in the amount of further debt that can be raised,
the payment of dividends, the volume of capital expenditure, the redemption of
subordinated liabilities and the mortgaging or sale of assets. Some of these restric-
tions are lifted automatically when the rating of Fresenius SE reaches investment
grade. In the event of non-compliance with the terms of the Senior Notes, the
bondholders (owning in aggregate more than 25 % of the outstanding Euro Bonds)
are entitled to call the Senior Notes and demand immediate repayments plus inter-
est. As of December 31, 2007, the Fresenius Group was in compliance with all of
its covenants
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(21) Other financial commitments

2006 2007

in thousand €

Commitments from building

leases, and leasing

commitments
due 2008 (prior year: 2007)
due 2009-2012 (prior year 2008-2011)
due nach 2012 (prior year: after 2011)

Commitments from

ongoing capital expenditures
(thereof amount fo

affiliated companies)

Other Commitments
(thereof amount to
affiliated companies)

439 409
62 76

501 485

4,311 634
(-) ()
13,915 14,140

(13,915) (14,140)

18,727 15,259

Other financial commitments comprise commitments from the transfer of pension
obligations from operating divisions of the business segments and future payment-
obligations from subsidiaries resulting from acquisitions. The decrease of purchase
commitments results from the completion of the headquarter’s enhancement in Bad

Homburg.
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Notes on the profit and loss statement

(22) Income from participations

The increase in income from participations mainly results from the profit and loss
transfer agreement with Fresenius Kabi AG.

2006 2007
in thousand €
Income from profit transfer agreements 166,324 185,637
Income from participations 52,601 56,836
(thereof amount from affiliated companies) (52,601) (56,836)
Expenses from loss transfer agreements -45,322 -48,890

173,603 193,583

(23) Other operating income

Other operating income of a total € 51,761 thousand (previous year € 51,060 thousand)
are comprised primarily of reimbursements, service contracts with other subsidiaries,
sales of property, plant and equipment from other accounting periods as well as other
income from other accounting periods, mainly income from the dissolution of short-term
accruals in the amount of € 1,132 thousand (previous year € 1,033 thousand).

The total income from other accounting periods was € 2,395 thousand in the fiscal year
(previous year € 2,320 thousand).
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(24) Personnel expenses

2008 2007
in thousand €
Salaries and wages 18,357 20,404
Social securities
and costs of
retirement pensions
and social assistance 3,592 5,204
(thereof amount fo
retirement pensions) (1,502) (2,892)
21,949 25,608

On an annual average basis Fresenius SE’s employees are divided into the follow-
ing groups:

2006 2007
Wage earners 15 14
Salaried employees 147 170
Apprentices 60 66
222 250

(25) Depreciation and amortization of intangible assets and property, plant
and equipment

Depreciation of intangible assets and property, plant and equipment of € 4,028 thou-
sand (previous year € 4,438 thousand) is regular depreciation.
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(26) Other operating expenses

Other operating expenses of a total € 43,707 thousand (previous year € 40,913 thou-
sand) were primarily IT-related expenses, insurance premiums and consulting ex-

penses.

The total expenses from other accounting periods were € 101 thousand in the fiscal

year (previous year € 11 thousand).

In 2007 and 20086, fees for the auditor were expensed as follows:

2006 2007
in thousand €
Audit fees 365 431
Tax consulting fees 0 0
Other fees 57 0
422 431

(27) Earnings before interest and taxes (EBIT)

2006 2007
in thousand €
Profit on ordinary
activities 109,097 141,253
Net interest 48,266 30,748
Other taxes -697 211
EBIT 156,666 171,790
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(28) Net interest

2006 2007
in thousand €
Interest income from long-term loans 29,244 19,971
(thereof amount from affiliated companies) (29,244) (19,964)
Other interest and similar income 36,734 30,091
(thereof amount from affiliated companies) (31,502) (20,666)
Interest and similar expenses -114,244 -80,810
(thereof amount from affiliated companies) (86,944) (62,488)

-48,266 -30,748

Previous year’s net interest was burdened by cost in relation with the Euro-Bond. In
2007 we could decrease debt and achieved more favourable conditions which im-
proved net interest.

(29) Income taxes

Income taxes resulted primarily from current tax expenses in an amount of
€ 2,117 thousand (previous year primarily income taxes from other accounting peri-
ods € 13,039 thousand).

(30) Derivatives

Fresenius SE uses derivative financial instruments to hedge against existing or
highly probable future interest and currency risks. On the closing date, the Com-
pany had derivatives with a nominal value of € 25,286 thousand (previous year:
€ 45,326 thousand) and a fair value of € - 78 thousand with a maximum maturity of
12 months and euro interest rate swaps with a nominal value of € 40,000 thousand
(previous year € 166,000 thousand) and a fair value of € - 467 thousand (previous
year € 904 thousand) with a maximum maturity of 45 months. This includes cur-
rency-related derivatives with a nominal value of € 3,749 thousand (previous year
€ 27,381 thousand) and a fair value of € - 36 thousand (previous year € 1 thou-
sand) that Fresenius SE, as parent, took out and transferred on be-half of subsidi-
aries. The fair value is based on the market value of a derivative financial instru-
ment that was negotiated in a single transaction between two parties but does not
include forced sales or liquidation sales.
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On balance sheet date the negative market value of currency derivatives not trans-
ferred to subsidiaries of € 254 thousand (previous year € 53 thousand) were ac-
counted for under other accruals.

(31) Compensation report

The compensation report of Fresenius SE summarizes the principles applied for the
determination of the compensation of the members of the Management Board of
Fresenius SE and explains the amounts and structure of the Management Board
compensation. The compensation report is based on the recommendations of the
German Corporate Governance Code and also includes the disclosures in accor-
dance with the German Commercial Code extended by the German Act on the Dis-
closure of Management Board Compensation.

Compensation of the Management Board of Fresenius SE

The basis for the compensation of the Management Board was determined by the
Supervisory Board of Fresenius SE, its structure and amount by the personnel
committee of the Supervisory Board of Fresenius SE. The personnel committee is
composed of the Supervisory Board members Dr. Gerd Krick, Dr. Karl Schneider
and Wilhelm Sachs.

The objective of the compensation system is to enable the members of the Man-
agement Board to participate in the development of the business relative to their
duties and performance and the successes in managing the economic and the fi-
nancial position of the Company taking into account its comparable environment.

The compensation of the Management Board is, as a whole, performance oriented
and consisted of three elements in the fiscal year 2007:

o non-performance-related compensation (basic salary)
o performance-related compensation (variable bonus)
e long-term incentive elements (stock options, convertible bonds)

Furthermore, one member of the Management Board had a pension commitment in
the reporting period. '

The design of the individual components is based on the following criteria:

The non-performance-related compensation was paid in twelve monthly install-
ments as basic salary in the fiscal year 2007. In addition, the members of the Man-
agement Board received additional benefits consisting mainly of insurance premi-
ums, the private use of company cars, special payments such as rent supplements
and refunds of charges and contributions to pension and health insurance.
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The performance-related compensation will also be granted for the fiscal year 2007
as a variable bonus. The amount of the bonus in each case depends on the
achievement of the individual targets relating to the net income of the Fresenius
Group and its segments. For the total performance-related compensation, the
maximum achievable bonus is fixed.

For the fiscal years 2007 and 2008, the amount of cash payment to the Manage-
ment Board of Fresenius SE consisted of the following:

! 1 refated i Performance related Cash p fon (without long-t
Compensation incentive components)
Salary Other* Bonus
2008 2007 2008 2007 2008 2007 2008 2007
In thousand €
Dr. UM, Schnelder 600 800 41 41 954 952 1.595 1,793
Ralner Baule 425 425 43 38 825 801 1,203 1,264
Andreas Gaddum 325 325 86 86 498 501 808 912
Dr. Jorgen Gtz (ab 1. Jull 2007) 162 10 157 328
Dr. Ben Lipps®* 836 766 150 230 1,627 1,647 2613 2,643
Stephan Sturm 425 425 87 86 756 701 1,268 1212
261 2,903 407 481 4,660 4,759 7.678 8,153
* Includ premi private use of cars, 1o pension and health insurance and other benefits.
** Dr. Ben Lipps ives his ion only by F ius Medical Care, of which Fresenius SE held 35.95 % of the total subscribed capital.
As Dr.BenLippsis a ber of the Board of f fus SE, his I has to be i In the ion report of the Fresenius SE,

In the fiscal year 2007, convertible bonds and stock options based on the Fresenius
AG Stock Option Plan 2003 and the Fresenius Medical Care AG&Co. KGaA Stock
Option Plan 2006 were granted as components with long-term incentive effects.
The principles of both plans are described in more detail in Note 13, Stock options.

For the fiscal years 2007 and 2006, the number and value of convertible bonds and
stock options issued is shown in the following table. The data contained therein
take into account the changes that resulted from the share split of Fresenius SE
resolved by the Extraordinary General Meeting on December 4, 2006 and imple-
mented by the Company with effect as of January 24, 2007.

Comp ts with long-t: ive effects
Convertible Bonds®
Number Value in € thousand
2008 2007 2008
Dr. UIf M. Schnelder 43,860 43,860 700 838
Rainer Baule 21,830 21,830 350 419
Andreas Gaddum 21,830 21,930 350 418
Dr. Jorgen Gtz (sinca July 1, 2007) 21,930 419
Dr. Ben Lipps*™* 99,600 89,600 885 267
Stephan Sturm 21,930 21,830 350 419
208,250 231,180 2,735 3,481

* Converdible Bonds, that werte issted In the years 2007 and 2006 from the stock option plans of Fresenius SE
** Dr. Ben Lipps ives his only by F ius Medical Care
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The stated values of the convertible bonds and stock options granted to members
of the Management Board in the fiscal year 2007 correspond to their fair value at
the time of grant, namely a value of € 19.11 (2006: € 15.97) per convertible bond of
Fresenius SE and € 9.71 (2006: € 9.89) per stock option of FMC-AG&Co. KGaA.
The exercise price for the granted convertible bonds of Fresenius SE is € 56.27
(2006: € 40.13) and for the granted stock options of FMC-AG&Co. KGaA is € 33.91
(2006: € 30.49).

As the financial targets of the year 2007 were achieved, Dr. Ben Lipps is entitled to
a stock-based compensation in an amount of € 910 thousand (2006: € 791 thou-
sand). The entitlement is based on the development of the ordinary share of Fre-
senius Medical Care and has a three years vesting period.

At the end of the fiscal year 2007, the members of the Management Board held a
total of 567,120 (2006: 446,340) stock options and convertible bonds of Fresenius
SE and 824,280 (2006: 760,149) stock options and convertible bonds of FMC-
AG&Co. KGaA. ’

The following table shows the total compensation for the years 2007 and 2006:

Cash compensation {without
lona-t i

g g Total ion (including long-
components) components term incentive components)
2008 2007 2008 2007 2008* 2007
in € thousand
Dr, UIf M. Schreider 1,585 1,793 700 838 2,205 283
Ralner Baule 1,283 1,264 350 419 1,643 1,683
Andreas Gaddum 809 912 350 418 1,259 1,331
Dr. Jiirgen Gtz (since July 1, 2007) 329 419 748
Dr. Ben Lipps 2813 2,643 1,776 1,877 4,388 4,520
Stephan Sturm 1,268 1212 350 419 1,618 1,631
7678 8,153 3.526 4,391 11,204 12,544

* The amounts of previous year 2006 were adjusted at the disclosure of the year 2007 which comresponds to the amount at the time of giving.
In 2006 was the booked expenses from the fiscal year in the total amount included.

The components with long-term incentive effect can be exercised only after the ex-
piry of the specified vesting period. The value is recognized over the vesting period
as expense in the respective fiscal year. The expenses attributable to the fiscal
years 2007 and 2006 are stated in the following table:

2008 2007
Dr. Uf M. Schnelder 444 587
Ralner Baule 224 298
Andreas Gaddum 233 334
Dr. Jurgen Gétz (since July 1, 2007) 75
Dr. Ben Lipps* 385 837
Stephan Sturm 233 334

1519 2475
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The non-performance related compensation components and the basic structures
of the performance-related compensation components are agreed in the service
agreements with the individual Management Board members. The convertible
bonds and stock options are granted annually by the personnel committee of the
Supervisory Board.

Commitments to members of the Management Board for the event of the ter-
mination of their appointment

There are individual contractual pension commitments for the Management Board
members Rainer Baule and Stephan Sturm (since 2008). With regard to these pen-
sion commitments, the Fresenius Group had pension obligations of € 2,028 thou-
sand as of December 31, 2007 (2006: € 1,753 thousand). The addition to pension
liability in the fiscal year 2007 amounted to € 275 thousand (2006: € 319 thousand).
Each of the pension commitments provides a pension and survivor benefit, depend-
ing on the amount of the most recent basic salary, from the 63rd year of life, or, in
the case of termination because of professional or occupational incapacity, from the
time of ending active work. The starting percentage of 30% increases with every
year of service by 1.5percentage points, 45% being the attainable maximum. 30%
of the gross amount of any later income from an occupation of the Management
Board member is set-off against the pension.

With the Management Board member Dr. Ben Lipps, there is an individual agree-
ment, instead of a pension provision, to the effect that, taking account of a competi-
tive restriction after the ending of the service agreement between him and Fresen-
ius Medical Care Management AG, he can, for a period of ten years, act in a con-
sultative capacity for the Company. The consideration to be granted annually by
Fresenius Medical Care Management AG in return would amount to approximately
46% of the non-performance related compensation components paid to him in the
fiscal year 2007.

At December 31, 2007, Andreas Gaddum resigned from the Management Board of
Fresenius SE. Until the expiration of his service agreement on June 30, 2008, he
will receive his stipulated non-performance-related compensation in an amount of €
162.500 as well as related benefits and a performance-related compensation on a
pro rata basis according to the service agreement. For the period from July 1, 2008
to June 30, 2009, Andreas Gaddum will obtain a waiting allowance of € 262.500 for
the agreed non-competition clause.

The service agreements of the members of the Management board contain no ex-
press provisions for the case of a change of control and for the event of the ending
of their service agreement.




Notes 30

Miscellanous

In the fiscal year 2007, no loans or advance payments of future compensation
components were made to members of the Management Board of Fresenius SE.

As far as legally permitted, Fresenius SE undertook to indemnify the members of
the Management Board against claims against them arising out of their work for the
Company and its affiliates, if such claims exceed their responsibilities under Ger-
man law. To secure such obligations, the Company concluded a ‘Direc-
tors&Officers’ insurance with an appropriate excess. The indemnity applies for the
time in which each member of the Management Board is in office and for claims in
this connection after the ending of the membership of the Management Board in
each case.

To former members of the Management Board and their surviving dependents
€ 483 thousand and € 588 thousand was paid in the years 2007 and 2006, respec-
tively. The benefit obligation for these persons amounted to € 9,870 thousand in
2007 (2006: € 9,696 thousand).

(32) Information on the Supervisory Board

The Supervisory Board appoints the members of the Management Board and su-
pervises and advises the Management Board in managing the Company. However,
the Supervisory Board is fundamentally prohibited from managing the Company in
any way. The compensation of the Supervisory Board is determined by the Annual
General Meeting and is subject to the provisions contained in Section 14 of the Ar-
ticles of Association of Fresenius SE. Compensation for the time after the conver-
sion into a SE at July 13, 2007 is pending on the approval at the Annual General
Meeting in May 2008. Each member of the Supervisory Board shall receive a fixed
compensation of € 13 thousand. The members of the Audit Committee and the Per-
sonnel Committee of the Supervisory Board receive an additional € 10 thousand
each and the Chairman of the committee a further € 10 thousand. For each full fis-
cal year, the remuneration increases by 10% for each percentage point that the
dividend paid on each ordinary share for that year (gross dividend according to the
resolution of the Annual General Meeting) exceeds 3.6% of the amount equal to the
subscribed capital divided by the number of non-par value shares; residual
amounts are interpolated. The Chairman receives twice this amount and the depu-
ties to the Chairman one and a half times the amount of a Supervisory Board
member. All members of the Supervisory Board receive appropriate compensation
for costs of travel and accommodation incurred in connection with their duties as
members of the Supervisory Board. Fresenius SE provides to the members of the
Supervisory Board insurance coverage in an adequate amount (relating to their
function) and on an adequate excess amount basis.
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For the years 2007 and 2006, the compensation for the members of the Supervi-
sory Board of Fresenius SE were as follows:

Compensation for

Fixed p services Variable p Total p
2006 2007 2006 2007 2006 2007 2008 2007

in thousand €
Dr. Gerd Krick 26 14 30 16 139 8g 185 119
Dr. Dieter Schenk 13 7 0 0 69 45 82 52
Niko Stumpfégger (since 16.07.2007) 0 0 0 4]
Gerhard Herres (until 13.07.2007) 13 7 o o 69 45 82 52
Dario llosst {since 16.07.2007) 0 o [} ]
Konrad Kéibl {since 16.07.2007) ] o 3] 0
Dr. Gabriele Kroner 13 7 0 o] 69 45 82 52
Dr. Bernd Mathieu (until 13.07.2007) 13 7 0 0 69 45 82 52
Christel Neumann (until 13. 07. 2007) 13 7 0 0 69 45 82 52
liona Oesterle (until 13.07.2007) 13 7 0 [+] 62 45 82 52
Dr. Gerhard Rupprecht 13 7 0 o 69 45 82 52
Withelm Sachs 13 7 0 Q 69 45 82 52
Dr. Karl Schneider 13 7 10 5 69 45 92 57
Stefan Schubert {since 16.07.2007) 0 0 0 0
Rainer Stein (since 16.07.2007) 0 0 0 0
Volker Weber (until 13,07.2007) 19 10 20 11 108 67 144 88
Dr. Bernhard Wunderlin 13 7 20 11 69 45 102 63

175 94 80 43 934 606 1,189 743

*Parts of the compensation for 2007 relates to the time before the conversion into a SE at July 13, 2007. The remaining compensation of 2007
is pending on the approval at the Annual General Meeting in May 2008,

A roster of all Management and Supervisory Board members is included in these
notes.

(33) D&O Insurance

Fresenius SE has concluded a consequential loss liability insurance policy (D&O
insurance), on an excess amount basis, for the members of the Management Board
and the Supervisory Board of Fresenius SE and for all representative bodies of af-
filiates in Germany and elsewhere. The D&O policy applies throughout the world
and runs until the end of June 2008. The policy covers the legal defense costs of a
member of a representative body when a claim is made and, where relevant, any
damages to be paid which are covered by the policy.
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(34) Corporate Governance

The members of the Management Boards and the Supervisory Boards of Fresenius
SE and FMC-AG&Co. KGaA have submitted the Declaration of Compliance pursu-
ant to Section 161 of the German Stock Corporation Act (AktG) in accordance with
the German Corporate Governance Code dated June 14, 2007 and made this per-
manently available to the shareholders.

(35) Proposal for the distribution of earnings

The Management Board of Fresenius SE proposes to the Annual General Meeting that
the earnings for 2007 of Fresenius SE be distributed as follows:

Payment of a dividend of 0.66 € per bearer
ordinary share on the 77,582,385
ordinary shares entitled to dividend € 51,204,374.10

Payment of a dividend of 0.67 € per bearer
preference share on the 77,582,385
preference shares entitled to dividend € 51,980,197.95

Balance to be carried forward 71,422.23

€ 103,255,994 28
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(36) Responsibility Statement

“To the best of our knowledge, and in accordance with the applicable reporting
principles, the financial statements give a true and fair view of the assets, liabilities,
financial position and profit or loss of the Company, and the management report
includes a fair review of the development and performance of the business and the
position of the Company, together with a description of the principal opportunities
and risks associated with the expected development of the Company.”

Bad Homburg v. d. H., February 22, 2008

Dr. U. M. Schneider R. Baule Dr. F. De Meo

Dr. J. Gotz Dr. B. Lipps S. Sturm Dr. E. Wastler
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Management Report for Fresenius SE

Operations and Business Environment

Group Structure and Business Environment

Fresenius is an international health care group with products and services for dialy-
sis, hospitals, and outpatient medical care. In addition, Fresenius focuses on hospital
operations and offers engineering and services for hospitals and other health care
facilities.

Fresenius AG was converted into a European Company (Societas Europaea) follow-
ing the shareholder resolution of December 4, 2006. The change of legal form came
into effect as from July 13, 2007, with its entry in the Commercial Register. Since
then, Fresenius AG has been operating under the name Fresenius SE. After the suc-
cessful expansion of the Group’s international business and the strong growth in re-
cent years, the conversion into a European Company was a consistent step in the
Company’s development. The SE is a modern legal form based on European law
which will underline the Group’s international focus and facilitate an open and inter-
national corporate culture at Fresenius. The conversion did not lead to a liquidation of
the Company or to the formation of a new legal entity. Since there was no change in
its legal identity, the Company’s corporate structure and governance, and all share-
holders’ stakes in the Company remained unchanged.

As of December 31, 2007, the operating business comprised the business segments
Fresenius Medical Care, Fresenius Kabi, and Fresenius ProServe, all legally inde-
pendent entities managed by the operating parent company, Fresenius SE. The cor-
porate structure remained unchanged in 2007. As from January 1, 2008, the former
Fresenius ProServe business segment has been replaced by two new business
segments — Fresenius Helios and Fresenius Vamed which so far have formed Fre-
senius ProServe. This step underlines the growing importance of the hospital opera-
tions business (HELIOS) and the engineering and services business for hospitals
(VAMED). The two business segments will now be run independently and be directly
represented in Fresenius SE’s Management Board. The Fresenius Group is therefore
now organized into four business segments: Fresenius Medical Care, Fresenius
Kabi, Fresenius Helios and Fresenius Vamed.
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o Fresenius Medical Care mainly focuses on dialysis care and manufactures
and markets products for the treatment of patients with end stage renal disea-
se (ESRD).

o Fresenius Kabi specializes in the production and sale of products for infusion
therapy, clinical nutrition, and transfusion technology.

e Fresenius Helios operates hospitals and had a network of 60 clinics, mainly in
Germany, as of December 31, 2007.

o Fresenius Vamed provides engineering and services for hospitals and other
health care facilities on an international basis.

o The segment Corporate/Other comprises the holding activities of Fresenius
SE, the IT service provider Fresenius Netcare and Fresenius Biotech. Fresen-
ius Biotech is active in research and development in the field of antibody and
cell therapies. Corporate/Other also includes the consolidation measures con-
ducted between the business segments.

Fresenius operates internationally and all business segments have a regional and
decentralized structure. Responsibilities are clearly defined in line with the Com-
pany’s “entrepreneur in the enterprise” management principle. Additionally, manage-
ment accountability is reinforced by an earnings orientated and target-linked com-
pensation system.

Fresenius has an international marketing and production network of about 70 produc-
tion sites worldwide. Key production sites are located in the United States, China,
Japan, Germany and Sweden. Production plants are also located in other European
countries, Latin America, Asia and South Africa. This international production network
allows us to implement our business model while meeting the most exacting logistics
and regulatory requirements. The decentralized structure of the production sites also
substantially reduces transportation costs and currency exposure.

Management and Control

Fresenius AG's conversion into an SE has had no effect on the governance structure,
apart from the change in the composition of the Supervisory Board.

The corporate organs of the Group are the Management Board, the Supervisory
Board and the Annual General Meeting. Fresenius SE has a two-tier management
and control system consisting of the Management Board and the Supervisory Board.
This is in accordance with Regulation No. 2157/2001 concerning the Statutes of the
European Company (SE). The two boards work independently of each other. No one
is allowed to be a member of both organs simultaneously.
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The Management Board of Fresenius SE conducts the business and represents the
Company in dealings with third parties. As from January 1, 2008, the Management
Board has seven members. According to the Management Board’s rules of proce-
dure, each member is accountable for their own area of responsibility. However, the
members have joint responsibility for the management of the Group. The Manage-
ment Board is required to report to the Supervisory Board regularly, in particular on
its corporate policy and strategies, business profitability, current operations, and any
other matters that could be of significance for the Company’s profitability and liquidity.

The Supervisory Board appoints the members of the Management Board and ad-
vises and supervises the Management Board in its management of the Company. It
is prohibited from managing the Company directly. However, the Management
Board’s rules of procedure require it to obtain the Supervisory Board's approval for
specific activities.

The Supervisory Board of Fresenius SE is comprised of six shareholders’ representa-
tives and six employees’ representatives. All twelve members of the Supervisory
Board are appointed by the Annual General Meeting. Six of the twelve members
must be appointed on the basis of a proposal put forward by the employees; the Su-
pervisory Board is bound to the employee’s proposal. In accordance with the legal
form of an SE, the employee representatives may come from various European
countries. The Supervisory Board must meet at least twice per calendar half-year.

The appointment and dismissal of the members of the Management Board is in ac-
cordance with Article 39 of the SE Regulation. The articles of association of Fresen-
ius SE also provide that deputy members of the Management Board may be ap-
pointed.

For information on compensation, please see under (31) and (32) of the Notes.

Key Products, Services and Business Processes

Fresenius Medical Care offers a comprehensive range of products for hemodialysis
and peritoneal dialysis and provides dialysis care in its own dialysis clinics in over 25
countries. Dialysis products are sold to Group clinics as well as to external dialysis
care providers in more than 100 countries. Fresenius Kabi is one of the few compa-
nies to offer a comprehensive portfolio of enteral and parenteral nutrition therapies.
The company also offers a broad spectrum of products for fluid and blood volume
replacement as well as a range of intravenously administered (IV) generic drugs.
Fresenius Kabi sells its products mainly to hospitals in approximately 100 countries.
Fresenius Helios operates hospitals mainly in Germany. Fresenius Vamed provides
engineering and services for hospitals and other health care facilities internationally.
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Important Markets and Competitive Position

Fresenius operates in more than 60 countries through its subsidiaries. The main
markets are North America and Europe, where Fresenius generates 43 % of its sales
in each country.

Fresenius Medical Care is the largest dialysis company in the world. Fresenius Kabi
holds leading positions in Europe and in the growth markets of Asia-Pacific, Latin
America, and South Africa. Fresenius Helios is a leading private hospital operator in
Germany. Fresenius Vamed is one of the internationally leading companies in the
field of health care engineering.

Legal and Economic Factors

The markets of the Fresenius Group are fundamentally stable and relatively inde-
pendent of economic cycles due to the intrinsic importance of the life-saving and life-
sustaining products and treatments that the Group offers. Furthermore, these mar-
kets are expanding, mainly for three reasons: demographics, the demand for innova-
tive therapies in the industrialized countries, and the increasing availability of high-
quality health care in the developing and newly industrializing countries.

There were no legal aspects that significantly impacted the business performance in
2007.

Capital, Shareholders, Articles of Association

The summary below shows the subscribed capital of Fresenius SE. On December 4,
2006, the Extraordinary General Meeting approved a share split with capital increase
from the Company’s funds. These resolutions were entered in the Commercial Regis-
ter on January 24, 2007. As a result, the Company’s subscribed capital increased by
approximately € 22.6 million and the number of shares outstanding tripled. The share
split did not affect the preference dividend or the minimum dividend payable on the
preference shares. Three preference shares now represent the preference that one
preference share previously denoted. The change became effective as of February 2,
2007.




Management Report 41
December 31, 2007 December 31, 2006

Number of | Subscribed % of Sub- Number of | Subscribed
shares capital in € scribed capital | shares capital in €

Ordinary 77,582,385| 77,582,385.00 50 % | 25,725,646| 65,857,653.76

shares/ capital

Preference 77,582,385| 77,582,385.00 50 % | 25,725,646| 65,857,653.76

shares/capital

Total 155,164,770| 155,164,770.00 100 % | 51,451,292| 131,715,307.52

The shares of Fresenius SE are no-par-value bearer shares. The subscribed capital
is divided into an equal number of ordinary and preference shares. Shareholders’
rights are regulated by the German Stock Corporation Act (AktG). Additionally, the
articles of association of Fresenius SE contain the following three provisions for the
holders of non-voting preference shares:

1.

From retained earnings for the year they will receive a dividend of least € 0.02
per preference share and higher by € 0.01 per preference share than that for
an ordinary share.

The minimum dividend payable on preference shares takes precedence over
payment of a dividend on ordinary shares.

If the retained earnings of one or more fiscal years is not sufficient to pay a
dividend of € 0.02 per preference share, the amounts not distributed will be
paid in arrears without interest from the retained earnings in subsequent fiscal
years, after distributing the minimum preference dividend for those fiscal years
and before payment of a dividend on the ordinary shares. The deferred pay-
ment right is a constituent of the share of profits from retained earnings of that
fiscal year for which the deferred payment is made.

The Management Board is authorized, with the consent of the Supervisory Board, to
increase the subscribed capital of Fresenius SE in accordance with the Annual Gen-
eral Meeting's resolutions on approved capital. This involves two authorizations:

Authorization to increase the subscribed capital by a maximum nominal
amount of € 12,800,000 by May 9, 2011, through one or more issues of bearer
ordinary shares and/or nonvoting bearer preference shares against cash con-
tribution and/or assets in kind (Approved Capital ).

e Authorization to increase the subscribed capital by a maximum nominal

amount of € 5,496,115.20 by May 9, 2011, through one or more issues of
bearer ordinary shares and/or nonvoting bearer preference shares against
cash contribution and/or assets in kind (Approved Capital Il). Shareholders’
preemptive rights of subscription can be excluded.




Management Report 42

In addition, there is the following conditional capital:

e The subscribed capital is increased conditionally by a maximum nominal
amount of € 1,536,612.00 by the issuance of new bearer ordinary shares and
nonvoting bearer preference shares (Conditional Capital I). The conditional
capital increase will be executed only to the extent that subscription rights to
ordinary and preference shares are issued under the 1998 Stock Option Plan
and the holders of these rights exercise these rights.

e The subscribed capital is increased conditionally by a maximum nominal
amount of € 4,729,422.00 by the issuance of new bearer ordinary shares and
nonvoting bearer preference shares (Conditional Capital II). The conditional
capital increase will be executed only to the extent that bonds convertible into
ordinary and preference shares are issued under the 2003 Stock Option Plan
and the holders of these convertible bonds exercise their conversion rights.

Fresenius SE does not have a share buyback program.

Direct and indirect ownership interests in Fresenius SE are listed on pages 9 to 11 of
the Notes. The Else Kréner-Fresenius-Stiftung notified the Company on December
28, 2007 that they have an ownership interest in Fresenius SE of 46,582,692 ordi-
nary shares representing 60.04 % of the voting rights.

Changes to the articles of association are made in accordance with Article 59 of the
SE Regulation in accordance with Section 18 (3) of the articles of association. Unless
mandatory legal provisions require otherwise, amendments of the statutes require a
majority of two thirds of these votes cast or, if at least half of the subscribed capital is
represented, the simple majority of votes cast. If, for the effectiveness of the passing
of resolutions, mandatory legal provisions require that, in addition, a majority of the
subscribed capital be represented when the resolution is passed, the simple majority
of the subscribed capital represented shall be sufficient, to the extent that this is per-
mitted by law. If the voting results in a tie, a motion shall be deemed rejected. The
articles of association of Fresenius SE authorize the Supervisory Board to make
changes to these that relate to their wording in its respective relevant version without
a resolution by the General Meeting.

Material agreements embodying contingent conditions in the event of a change of
control as the result of a takeover bid exist in respect of some of our long-term financ-
ing agreements. These agreements contain customary change of control clauses that
grant creditors the right of premature call in the event of a change of control,
whereby, generally, the change of control has to be followed by a downgrading of the
Company’s rating.
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Goals and Strategy

The key elements of Fresenius Group’s strategy and goals are:

To expand our market position: Fresenius’ goal is to ensure the long-term fu-
ture of the Company as a leading international provider of products and ser-
vices in the health care industry and grow its market share. Fresenius Medical
Care is the largest dialysis company in the world with an especially strong
market position in the United States. Future opportunities in dialysis will arise
from international expansion in dialysis care and in renal pharmaceuticals.
Fresenius Kabi is the European market leader in infusion therapy and clinical
nutrition. To strengthen this position, more products in its portfolio will be
rolled-out to growth markets. Further market share is also anticipated from the
launch of new products in the field of intravenously administered generic drugs
and new medical devices for infusion therapy and clinical nutrition. Fresenius
Helios is in a strong position to take advantage of the further growth opportuni-
ties offered by the continuing privatization process in the German hospital
market. Fresenius Vamed will be further strengthening its position as a spe-
cialist provider of engineering and services to hospitals and other health care
facilities.

To extend our global presence: In addition to sustained organic growth in mar-
kets where Fresenius is already established, our strategy is to diversify into
new growth markets worldwide, especially in Asia-Pacific and Latin America.
With our brand name, product portfolio, and existing infrastructure, we intend
to focus on markets that offer attractive growth potential. Fresenius plans to
make further selective acquisitions to improve the Company’s market position
and to diversify its business geographically.

To strengthen innovation in the development of new products and technolo-
gies: Fresenius’ strategy is to continue building on its strong position in tech-
nology, its competence and quality in patient care and its ability to manufac-
ture cost-effectively. We are convinced that we can leverage our competence
in research and development to develop products and systems that can be tai-
lored to individual patient needs but also provide a high level of safety and
user-friendliness. We intend to continue to meet the requirements of best-in-
class medical standards by developing and producing more effective products
and treatment methods for the critically and chronically ill. Fresenius Helios’
goal is to widen brand recognition for its health care services and innovative
therapies.
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e To enhance profitability: Our goal is to continue to improve Group profitability.
To contain costs, we are concentrating particularly on making our production
plants more efficient, exploiting economies of scale, leveraging the existing
marketing and distribution infrastructure more intensively and practicing strict
cost control. By focusing on our operating cash flow and with efficient working
capital management, we will increase our investment flexibility and improve
our balance sheet ratios. Another goal is to optimize our weighted cost of capi-
tal (WACC) by deliberately employing a balanced mix of equity and debt fund-

ing.

We report on our goals in detail in the Outlook section of the Management Report on
pages 31 to 36.

Research and Development

Fresenius focuses its R&D efforts on its core activities. These are:
e Dialysis and other extracorporeal therapies
o Infusion and nutrition therapies as well as related medical devices
e Antibody therapies.

Apart from products, we are concentrating on developing optimized or completely
new therapies, treatment methods, and services. In 2007, we successfully continued
numerous projects and several new products were launched.

Fresenius Medical Care continued to work hard to improve dialysis therapies. Our
projects’ main focus was on the further development of dialyzers and on market-
specific adaptations for our new 5008 hemodialysis machine. Other R&D efforts were
directed toward development of a global cycler for peritoneal dialysis and extracorpo-
real liver support.

Fresenius Kabi concentrated on developing new products and product enhance-
ments in its core areas of infusion therapy, clinical nutrition, and medical devices.
Main developments included a new product variant for blood volume substitution and
advances in intravenously administered drugs. There was also a further enhance-
ment of three-chamber bags for parenteral nutrition and patient-specific develop-
ments for enteral nutrition.

Important projects at Fresenius Biotech involved trifunctional antibody therapies:
phase Il clinical studies to treat patients with breast and gastric cancer were contin-
ued. A phase |l study in the indication of ovarian cancer was started. Following the
successful completion of the phase Il/lll pivotal study in the indication of malignant
ascites, the marketing authorization application was dispatched to the EMEA, the
European Medicines Agency, at the end of December 2007.
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Our main research sites are in Europe. Production-related research is also carried
out in the United States and in China. Our research and development projects are
mainly conducted in-house; external research is commissioned only on a limited
scale.

Overall Business Development

Economic Environment

The strong upward trend in the global economy since 2004 subsided slightly during
2007. The trigger was the financial market crisis that emerged in the second half of
the year, sparked by defaults on subprime mortgage loans in the United States. This
led to a liquidity squeeze in the international financial markets and temporary sharp
falls in share prices in the stock markets.

The growth in global gross domestic product (GDP) was slightly weaker than in 2006
at 5.2 % (2006: 5.4 %). The emerging economies, such as China, India and Russia,
gained weight over the past years, while the importance of the two largest econo-
mies, the United States and Japan, has declined. World economic growth was mainly
driven by the continued strong demand from the emerging markets.

The oil price rose steeply in 2007, reaching new record levels of almost US$ 100 per
barrel. The euro firmed against the US dollar, driven by the good economic develop-
ment in the Eurozone and the expectation of further interest rate hikes by the Euro-
pean Central Bank.

Europe

In 2007, economic development in the Eurozone was again robust, with GDP growth
of 2.6 % (2006: 2.8 %). Strong growth rates of over 3.0 % were achieved in lreland
(4.5 %), Finland (4.3 %), Greece (4.0 %), Spain (3.8 %), and Austria (3.3 %). Good
economic growth in Germany contributed significantly to the economic upturn in the
Eurozone. In France (1.9 %), Italy (1.8 %) and Portugal (1.8 %) growth was more
modest. Driven by the dynamic momentum of expansion of the world’s economy, ex-
ports rose strongly in almost all member states despite the strength of the euro. Cor-
porate investment also was an important support for economic enterprise in the Eu-
rozone. Private consumption was buoyant, bolstered by an impressive decline in un-
employment in 2007 and the two previous years. Thanks to the encouraging eco-
nomic development, the European budget scenario improved, prompting the Euro-
pean Union’s Economic and Financial Affairs Council to drop the excessive deficit
procedure pending against Germany, Greece, and Malta.
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Economic development in Germany was again positive, with GDP growth of 2.6 %
(2006: 2.9 %), despite the fact that the country had to assimilate its biggest ever in-
crease in value-added tax since it was first introduced in 1968. Nonetheless, thanks
to increasing incomes and the improving situation in the labor market, private con-
sumption was only marginally below the previous year’s level. Exports were again the
main growth driver in 2007. Weaker demand from the United States in the wake of
the U.S. subprime crisis was more than offset by strong export sales to Asian and
Central and Eastern European markets. Business confidence among German com-
panies remained positive in 2007, reflecting their strong profitability and healthy fi-
nancial situation.

The EU member states in Eastern Europe again witnessed strong growth. The high-
est GDP growth was in Lithuania with 10.5 % (2006: 11.9 %), followed by Estonia
with 8.5 % (2006: 11.2 %), and Slovakia with 9.0 % (2006: 8.5 %).

United States

The economic situation in the United States cooled in 2007. After a modest start to
the year sentiment remained optimistic, anticipating that the crisis in the private hous-
ing market would be overcome. Instead, rising interest rates and falling property
prices led to the subprime mortgage market crisis later in the year. High energy
prices also dampened the economy. GDP grew by 2.2 %, well below the IMF’s fore-
cast of almost 3.0 %. Private consumption continued to provide the greatest support
for the economy despite increased restraint in consumer spending. Overall, domestic
demand was moderate. Exports grew, buoyed by the weakness of the US dollar. In
the second half of the year monetary policy focused on stabilizing the financial sys-
tem. However, as a result of the uncertainties, the Federal Reserve rate was lowered
from 5.25 % to 4.25 %. In 2008, the Federal Reserve rate was lowered further to cur-
rently 3.0 %.

Asia

Asia (excluding Japan) was once again the world’s fastest growing region, with GDP
growth of 9.5 % (2006: 9.3 %). The vigorous economic development in China was
reflected in its GDP growth of 11.4 % - above 10 % for the fifth year running. The
main drivers were investment in machinery and equipment and private consumption.
Exports once again played an important role. India’s GDP grew by 9.0 %, the main
drivers being the capital goods industry as well as information technology and proc-
essing. Japan's economy lost momentum in 2007. Despite a weaker yen and a
strong world economy, the Japanese economy failed to extricate itself from a near
deflationary situation. lts GDP growth decreased to 1.6 % (2006: 2.2 %). The emerg-
ing economies of Southeast Asia took advantage of the favorable export conditions
and continued to expand, proving relatively robust to the crisis in the international
financial markets.
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Latin America

The economic upswing in Latin America continued in 2007. GDP growth remained
robust at an average rate of 5.0 % (2006: 5.2 %). The growth was dampened, how-
ever, especially in Mexico, by the downturn in the US economy. The region’s re-
source and food exporting countries continued to profit from undiminished strong
demand in 2007, despite high price levels. GDP growth was 8.1 % in Argentina
(2006: 8.5 %), 5.3 % in Brazil (2006: 3.8 %), and 3.1 % in Mexico (2006: 4.8 %). Ex-
ports were the main growth driver. In Brazil, investments made a substantial contribu-
tion to the positive economic development. In the year of presidential elections, public
consumption was high in Argentina. Private consumption remained buoyant in both
countries.

Health Care Industry

The health care sector is one of the world’s major industries and, compared with
other sectors, has set itself apart through years of continuous growth and its relative
insensitivity to economic fluctuations. Its main drivers in the industrialized countries
are aging populations, the demand for innovative therapies and advances in medical
technology. Growing health consciousness is also increasing the demand for health
care services and facilities. In the emerging countries, the main growth driver is the
increasing availability of primary health care.

At the same time, the cost of health care is rising and is claiming an ever increasing
share of national income. Average per capita health care spending in the OECD
countries increased more than 80 % between 1990 and 2005, heavily outpacing the
37 % growth in GDP. Today, one in four OECD countries spends over 10 % of its
GDP on health care. In 2005, relative to GDP, the United States spent the highest
percentage on health care, followed by Switzerland, France, and Germany.

Reforms and cost-containment measures are the main reactions to the steadily rising
expenditures. In the past, the focus was mostly on short-term changes in the financ-
ing of medical services. Increasingly, outdated health care structures are being re-
viewed and market-driven elements introduced into health care systems. The goal is
to create new incentives for cost-conscious as well as quality-conscious perform-
ance. The quality of treatment is a crucial factor in optimizing medical results and re-
ducing overall treatment costs. Against this background, ever greater emphasis is
being placed on disease prevention and innovative reimbursement models where the
quality of treatment is the key parameter.
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Our most important markets developed as follows:

The Dialysis Market

In 2007, the global dialysis market grew by approximately 5 % to a volume of about
US$ 58 billion. Diabetes and high blood pressure are the leading causes of terminal
kidney failure. Aging populations, improved treatments and higher living standards in
the industrialized countries are additional reasons for the increase in patient num-
bers.

In more than 140 countries, patients with terminal kidney failure receive kidney re-
placement therapy in the form of dialysis or a transplant. The prevalence differs
widely from region to region. The overwhelming majority of the patients (95 %) are
treated in just 60 countries. If these 60 countries are grouped according to their eco-
nomic strength in terms of per capita gross domestic product, they can be divided
into three categories: the 20 strongest economies, which include the two largest di-
alysis markets the United States and Japan, have an average prevalence of well over
1,000 patients per million population. In countries with lower economic success, the
prevalence is about 500 patients per million population, and in countries with weak
economies it is approximately 100 patients per million population. These figures show
that the economic situation of a country has a significant influence on access to life-
saving dialysis treatment.

The number of dialysis patients worldwide increased by about 6 % in 2007. At the
end of the year there were approximately 1.64 million patients receiving regular dialy-
sis treatment. More than 89 % of these are treated with hemodialysis, while about
11 % choose peritoneal dialysis.

The majority of hemodialysis patients are treated in dialysis clinics. There are about
26,500 dialysis centers worldwide with an average of 55 hemodialysis patients per
clinic. In the United States, most of the approximately 5,000 clinics are run privately,
with about 1 % publicly operated. By contrast, some 60 % of the approximately 5,000
dialysis clinics in the European Union are publicly owned. In Japan, about 80 % of
the dialysis clinics are run by private nephrologists.

In the dialysis products market, the most important products are dialyzers, hemodi-
alysis machines, dialysis solutions and products for peritoneal dialysis. Dialyzers are
by far the biggest product segment in the dialysis market. Approximately 165 million
units were sold in 2007, of which about 75 million were produced by Fresenius Medi-
cal Care. Dialysis machines are another important segment in the products business.
Of the approximately 55,000 new dialysis machines that were brought onto the mar-
ket in 2007, over 50 % were from Fresenius Medical Care. The top three manufac-
turers have a share of almost 70 % of the global market for dialysis products. Fresen-
ius Medical Care is the market leader with a share of about 30 %.
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Fresenius Medical Care is also the world leader in dialysis care. The company has
further expanded its leadership in dialysis care in the United States to a market share
of about 34 %. Together, Fresenius Medical Care and the second largest dialysis
care provider DaVita operate about two-thirds of all the dialysis clinics in the United
States. Outside the United States, Fresenius Medical Care competes mainly with in-
dependent clinics and clinics that are affiliated to hospitals; the markets for dialysis
care are much more fragmented.

Terminal kidney failure is one of the few chronic diseases whose treatment is cov-
ered by the public health insurers in the United States. The two public health care
programs Medicare und Medicaid cover the medical services for more than 80 % of
all dialysis patients in the United States, and providers mainly compete on quality and
availability. Changes in the reimbursement rates or in the method of reimbursement
therefore have special relevance for our North America business.

The following changes in the reimbursement system came into force in the United
States in 2007:

— As from April 1, 2007, the Medicare reimbursement rate per dialysis treat-
ment (Composite Rate) was increased by 1.6 % over the previous year.

— The level of reimbursement for renal pharmaceuticals such as erythropoi-
etin (EPO) that have to be billed separately, decreased in 2007. The ave-
rage sale price (ASP) plus 6 % serves as the basis for reimbursement. A
fall in the ASP for this drug resulted in a decrease in the reimbursement for
EPO in 2007.

In 2007, there was extensive discussion in the United States about the treatment of
anemia in dialysis patients. Hemoglobin levels are measured frequently to ensure
adequate medical treatment with erythropoiesis stimulating agents (ESA) like EPO.
For dialysis patients the recommended hemoglobin level is in the range 10 to 12 g/dl
of blood: this was also assessed as adequate by several US authorities in 2007.

There were also intensive discussions about a possible extension of a so-called
Medicare Secondary Payor extension (MSP). The key issue is whether private health
insurers will have to bear the costs of their dialysis patients for longer than the pre-
sent period of 30 months. After this, the public health programs take over the costs.
Since no decision had yet been reached by the end of 2007, there have been no
changes in this regard.
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The Market for Infusion Therapy and Clinical Nutrition

Demographic changes, the resulting increased need for medical services, and the
demand for innovative therapies are the main growth drivers for this market. In the
emerging economies, the growth in national incomes is the trigger for higher health
care spending. However, market conditions for infusion therapy and clinical nutrition
products vary widely from region to region:

In Central and Western Europe, cost-containment measures and health care reforms
are the key factors affecting the public health systems. Therapies that lead to better
clinical outcomes while reducing the length of hospital stays are increasingly gaining
importance in these countries. Patients with nutritional deficiencies have poorer
chances of recovery than patients with a normal nutritional status. These deficiencies
can lead to higher treatment costs and longer hospital stays. Nutritional therapy
measures are therefore becoming increasingly important, not only on health grounds
but also for economic reasons. At the same time, cost pressures in hospitals, budget
caps, and health care cost-containment schemes are continuing the shift away from
inpatient care to more outpatient care. Outpatient clinical nutrition therapies should
therefore gain in importance.

In Central and Western Europe, the total market for infusion therapy and clinical nutri-
tion is currently growing at a low single-digit rate. The market for intravenously ad-
ministered generic drugs for hospitals is growing at a mid single-digit rate. More and
more generic drugs are being used as a result of the cost pressure. The expiration of
patents for many original drugs will further accelerate this growth. Proven off-patent
substances will then be used in generic products.

The market for medical devices for infusion therapy and clinical nutrition in Europe is
continuing to grow at mid single-digit rates. Here, the main growth drivers are techni-
cal innovations that focus on treatment safety and therapy efficiency.

In the growth regions of Asia-Pacific, Latin America and Eastern Europe, where the
main focus is on the provision of primary health care to the population, there is in-
creasing demand for life-saving and life-prolonging health care services. Growth
rates in our product markets here are in the high single to double digits.

Based on its own surveys, Fresenius Kabi assumed its relevant market for infusion
solutions and clinical nutrition to be in the range of € 9 billion.
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The German Hospital Market

The total volume for hospital treatment (excluding research and teaching) in Ger-
many was about € 65 billion in 2006. Personnel costs accounted for about 63 % and
material costs for about 37 %. Cost increases were largely driven by 5.9 % higher
material costs. Personnel costs only rose 0.6 %.

For over 15 years the number of hospitals, the number of available beds, and the
length of stay have been steadily declining in Germany due to overcapacity. None-
theless, with 6.4 beds per 1,000 population in 2005, Germany is still well above the
OECD average of 3.9.

The average stay of a patient in an acute care clinic (excluding specialized psychiat-
ric clinics) in Germany was 8.5 days at the end of 2006. The average length of stay at
the HELIOS acute care clinics in 2006 was 7.1 days, a result of their efficient proc-
esses.

After reaching a peak of 17.4 million in 2002, the number of inpatient cases in Ger-
many declined in the following three years. Among other things, this was due to the
introduction of DRG (Diagnosis Related Groups)-based reimbursement which led to
an increased reduction in unnecessary referrals and to a growing number of outpa-
tient treatments. In 2006, the number of hospital admissions rose slightly. While the
number of admissions in the area of advanced medicine is expected to rise as a re-
sult of demographic changes, the shift toward outpatient treatment for less acute
cases is likely to continue. Germany registered 204 inpatient hospital admissions per
1,000 population in 2006, a much higher figure in comparison to other countries. In
the United States, for instance, it was 117 admissions in 2005. Other countries, rank
well below the German level with figures in the range of 150 admissions per 1,000
population. The pressure on inpatient hospital capacities in Germany is therefore
likely to persist. The HELIOS Kliniken nonetheless managed to increase their number
of cases. HELIOS plans to strengthen inpatient care by widening its range of medi-
cally complex treatments that have to be provided on an inpatient basis and by en-
hancing the quality of the care provided, especially in the area of advanced medicine.

The rising number of hospital admissions at the HELIOS Kliniken and patient surveys
show that patients also regard the selective, medically justified reduction of length of
stay through optimized processes as positive.

The necessary structural adjustments in Germany in terms of the number of hospitals
and available beds are aggravated by the difficult financial and economic situation
found at many hospitals. The main factors here are rising investment needs in re-
sponse to higher quality requirements and technological advances, and an increas-
ingly competitive environment as reimbursement is standardized. It is estimated that
the current annual investment backlog is approximately € 5 billion. Hospital competi-
tiveness is therefore also dependant on their ability to self-finance these investments.
In 2007, HELIOS Kliniken added € 149 million from their own funds to the grant-
financed investments received from the federal states, thereby further improving its
competitive position.
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The German hospital market faced considerable burdens in 2007 including: the need
to deduct 0.5 % from bills issued to public health insurers to implement the hospitals’
contribution toward improving the finances of the public health insurance system; an
increase in VAT; a wage tariff increase for hospital doctors; and additional costs re-
sulting from EU legislation on working hours. It is expected that only about 40 % of
hospitals will make a net profit in 2007.

The privatization trend in the German hospital market continued in 2007. However,
the process slightly slowed down.

Quality continues to be a key competitive factor in the hospital market. The structured
quality reports, which all acute care hospitals in Germany have been required to pub-
lish since 2005, provide information on the type and number of treatments and their
quality. The transparency and comparability of the treatments for the patients and
their doctors will play an increasingly decisive role.

The Management Board's Assessment of the Effect of General Economic De-
velopments and Developments in the Health Care Sector for Fresenius

On the whole, the global economy and the health care sector — in the mature and the
growth markets — developed positively for Fresenius in 2007. While these factors
were responsible for much of the Group’s growth, strong demand for its products and
services enabled Fresenius to outpace the growth of the health care industry as a
whole.

Significant Factors Affecting Operating Performance

In 2007, the positive development was driven to a large extent by the excellent per-
formance of the business segments, where significant increases in sales and in earn-
ings were achieved. Currency changes, especially in the US dollar/euro exchange
rate, had an important impact. The Group statement of income was also affected by a
number of acquisitions and divestitures, partly from 2006. The principal acquisitions
were: Renal Care Group; the Taiwanese dialysis provider Jiate Excelsior; Renal So-
lutions in the United States; and HUMAINE Kliniken, as well as two hospitals in the
state of North Rhine-Westphalia and one near Lake Constance. Stadtische Kliniken
Krefeld was consolidated in the balance sheet as of December 31, 2007. Fresenius
Kabi acquired Nestlé’s enteral nutrition business in France (Novartis Nutrition S.A.S.)
and Spain (Nestlé Espana) in 2007. The perfusion business of the subsidiary Fresen-
ius Medical Care Extracorporeal Alliance and the engineering companies Pharma-
plan and Pharmatec were divested. However, the impact of these acquisitions and
divestitures in the Group balance sheet as of December 31, 2007, was not signifi-
cant.
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The Management Board’s Assessment of the Business Results

The Management Board is of the opinion that the economic development of the Fre-
senius Group in 2007 was again excellent — with sales, earnings and margin im-
provements in all business segments. The two business segments Fresenius Medical
Care and Fresenius Kabi profited from the continued strong demand for their prod-
ucts and services and generally outperformed the market. This was reflected in sus-
tained strong organic growth and higher profitability. Fresenius Helios also achieved
very good organic growth and further improved its operating margin. As expected,
Fresenius Vamed was able to report good sales and earnings growth in 2007.
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Results of Operations, Financial Position, Assets and Liabilities

Results of Operations

Net income in the fiscal year 2007 was € 138.9 million (2006: € 95.4 million) resulting
from, as in the previous year, income from participations and the transfer of profits ac-
counted almost entirely for the raising of result by € 43.5 million.

All the following companies have profit and loss transfer agreements with Fresenius SE:
Fresenius Kabi AG, Fresenius ProServe GmbH, Fresenius Biotech Beteiligungs GmbH,
Fresenius Versicherungsvermittlungs GmbH and Hygieneplan GmbH.

The profit and loss transfer agreement with Fresenius Kabi AG yielded earnings of
€ 115.6 million (2006: € 70.3 million).

Fresenius ProServe GmbH contributed with earnings of € 65.6 million (2006: € 88.8 mil-
lion) to the net income from participations.

Fresenius Biotech Beteiligungs GmbH contributed with a loss of € 48.8 million (2006:
€ 45.3 million) to the net income from participations, which results from research and
development-work done by its subsidiary Fresenius Biotech GmbH.

Other significant income from participations came from a € 50.1 million Fresenius
Medical Care AG & Co. KGaA dividend (2006: € 43.7 million).

In addition to dividend payments and earnings from the profit and loss transfer agree-
ment, Fresenius SE also receives income from rent and by providing services.

Previous year’s net interest was burdened by cost in relation with the Euro-Bond. In
2007 we could decrease debt and achieved more favourable conditions which im-
proved net interest.

The Management Board and Supervisory Board propose shareholders to approve a
dividend increase at the Annual General Meeting. A dividend of € 0.66 per ordinary
share and € 0.67 per preference share should be distributed from retained earnings,
an increase of about 16 % in comparison to 2006 for both the ordinary and prefer-
ence shares.
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Cash Flow Statement

2006 2007

million € million €

Net Income 95 139
Depreciation and amortization 5 4
Change in pension liabilities 1 2
Cash flow 101 145
Earnings on sale of fixed assets - -
Other non-cash income - -
Change in accruals for income taxes and other accrued expenses 15 -2
Change in trade accounts payable -1 -2
Change in other operating assets and liabilities 1 14
Change in working capital 15 10
Operating cash flow (Cash provided by operating activities) 116 155
Acquisitions and capital increase of subsidiaries -25 0
Earnings on sale of participations 67 0
Purchase of intangible assets and property, plant and equipment -8 -2
Cash provided by/used for investing activities 34 -2
Dividends paid -76 -89
Proceeds from bank loans 47 97
Repayment of bank loans -629 -8
Change in financing activities with related parties 476 -173
Proceeds from exercise of stock options 32 20
Cash used for financing activities -150 -153

Change of cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year
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Financial situation

Group assets are comprised primarily of shares in and loans to domestic and foreign
subsidiaries as well as receivables from related parties.

Financial liabilities

The following capital market transaction was undertaken and was successfully com-
pleted before the conditions on the debt markets deteriorated sharply in the third
quarter of 2007 in the wake of the subprime mortgage crisis in the United States and
the difficulties experienced in the syndication of banks’ extensive loan commitments
for financing large debt-leveraged takeover deals:

On July 2, 2007, a € 200 million private placement with European investors was com-
pleted. A syndicated senior unsecured loan note was offered in four tranches. The
placement was divided into two tranches of € 100 million, with maturities of five and
seven years respectively, with a fixed-rate tranche and floating rate tranche. The loan
note was raised by Fresenius Finance B.V. and guaranteed by Fresenius SE. The
proceeds were used, among other things, to refinance a € 126 million loan note
raised in 2004. The very positive response in the capital market and strong interest
among investors led to the originally planned volume being several times oversub-
scribed. Therefore, we were able to place a slightly higher volume on very attractive
terms.

Fresenius SE has a commercial paper program under which up to € 250 million in
short-term notes can be issued. No commercial papers were outstanding as of De-
cember 31, 2007 and as of December 31, 2006.

Total assets of Fresenius SE increased slightly by € 69 million up to € 3,719 million
(20086: € 3,650 million).

Equity ratio was with 60.0% marginally higher than previous year (59.2%).

Investments and acquisitions

Total investments in property, plant and equipment and intangible assets were
€ 1.7 million in 2007.

Fresenius SE did not realize any acquisitions in 2007.
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Human resources

Fresenius SE had 294 employees on December 31, 2007 (December 31, 2006: 259).
The increase in employees is chiefly due to expansion of administration by taking
over new functions.

Profit-sharing

The high demands we place on our employees require equivalent compensation. For
identifying with the Company, employees must take part in its successes and under-
stand the opportunities and risks of entrepreneurial thinking. Fresenius uses the fol-
lowing models:

e Profit-sharing for our employees in Germany
e Stock option plans

These programs support the entrepreneurial focus of our employees to continually in-
crease the value of the company and safeguard the interests of our shareholders.

Training

We can only stay ahead of the competition if our employees have the best-possible
training.

University graduates attend an 18-month “Graduate Development Program” to be-
come familiar with the relevant business areas and their future position and to gain
an overview on the Group. Executive programs and leadership seminars are also a
fixed component of our management training.

There were no significant changes to compensation or employment agreements in
2007.

Opportunities and Risk Report

Through the expansion, especially in international markets, and the complexity and
dynamics of our business, the Fresenius Group is naturally exposed to a number of
risks. These risks are directly related to business activity and have to be accommo-
dated if opportunities are to be exploited.

As a provider of often life-saving products and services for the severely and chroni-
cally ill, we are relatively independent of economic cycles. Our experience in the de-
velopment and manufacture of products, as well as in our markets, serves as a solid
basis for a reliable assessment of risks. At the same time, we will continue to take
advantage of the wide-ranging opportunities for sustainable growth and expansion
that the health care market offers to the Fresenius Group
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Opportunities Management

Managing opportunities is an ongoing, integral part of corporate activity aimed at se-
curing the Company'’s long-term success. In this way we can tap new potentials and
consolidate and improve on what we have already achieved. Opportunities manage-
ment is closely linked to the Fresenius Group’s long-term strategy and medium-term
planning. The Group’s decentralized and regional organizational and management
structure enables the early identification and analysis of trends and requirements,
and the opportunities in our often fragmented markets; and we can respond to them
flexibly and in line with local market needs. Furthermore, we maintain regular contact
and dialogue with research groups and institutions, and keep a close watch on mar-
kets and competitors in order to identify opportunities. Within the Group, opportunities
and synergies can be exploited through continuous communication involving the ex-
change of information and know-how between the various business segments. An-
ticipated future opportunities for the Fresenius Group are discussed in the Outlook
starting on page 30.

Risk Management

Like opportunities management, risk management is a continuous process. Identify-
ing, analyzing and controlling risks are key tools of solid Group management. The
Fresenius risk management system is closely linked to the corporate strategy and is
based on its guidelines. Through the combination of our internal monitoring system,
our risk controlling procedures, and an early-warning system derived from our risk
management system, we can identify and counteract at an early stage those devel-
opments that might threaten the companies’ future. Responsibilities for the processes
and for monitoring risks in the individual business segments have been assigned as
follows:

o Risk situations are evaluated regularly using standardized processes and
compared with given requirements. Responses can be initiated at an early
stage should negative developments emerge.

o The managers responsible are required to report without delay any relevant
changes in the risk profile to the Management Board. '

o Markets are kept under constant observation and close contacts maintained
with customers, suppliers and institutions. These practices allow us to identify
and react to changes in our business environment swiftly.

Risk management measures are supported both at Group level and in the individual
business segments by our risk controlling measures as well as our management in-
formation system. Based on detailed monthly and quarterly financial reports, devia-
tions in earnings and in assets and liabilities from budget figures can be identified
and analyzed. In addition to risk management, a monitoring system has been estab-
lished comprising organizational processes and measures as well as internal controls
and audits. Our risk management system is regularly evaluated and, if necessary,
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adjusted to allow prompt reaction to changes in the markets. This system has proved
effective to date.

The international operations of the Fresenius Group expose us to a variety of cur-
rency risks. In addition, the financing of the business exposes us to certain interest
rate risks. We use derivative financial instruments as part of our risk management to
avoid possible negative impacts of these risks. However, we limit ourselves to non-
exchange traded, marketable instruments, used exclusively to hedge our operations
and not for trading or speculative purposes.

The Fresenius Group’s currency and interest rate risk management activities are
based on a policy approved by the Management Board that defines the targets, the
organization and the handling of the risk management processes. .In particular, the
guidelines assign responsibilities for risk determination, the execution of hedging
transactions, and for the regular reporting of risk management activities. These re-
sponsibilities are coordinated with the management structures in the other business
areas of the Group. Thus, hedging transactions using derivatives are carried out
solely by the Corporate Treasury Department of the Fresenius Group, apart from a
few exceptions in order to adhere to foreign currency regulations, and are subject to
stringent internal controls. This policy ensures that the Management Board is fully
informed of all significant risks and current hedging activities. The functionality and
effectiveness of the risk management system is reviewed as part of the audit of the
annual financial statements. Conclusions arising from the audit are taken into ac-
count in the ongoing refinement of our risk management system.

Risk Areas
The main risk areas for the operations of the Fresenius Group are as follows:

General Economic Risks

From today’s point of view, the development of the global economy presents no sig-
nificant risk to the Fresenius Group. In 2008, on the whole we expect overall eco-
nomic growth to continue. For the Fresenius Group, we therefore expect continued
strong demand for our life-saving and life-sustaining products and services.
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Risks in the General Operating Framework

The risk situation for each business segment depends on the development of its
markets. Therefore, political, legal and financial conditions are monitored and evalu-
ated carefully. In addition, the growing internationalization of our markets requires us
to keep abreast of country-specific risks.

Risks in the Health Care Sector

Risks related to changes in the health care market are of major importance to the
Fresenius Group. The main risks are the development of new products and therapies
by competitors, the financing of health care systems and reimbursement in the health
care sector. The latter applies especially in the United States, where a large portion
of our sales are generated, and where e.g. changes in the reimbursement system
could have an impact on our business. The same is true for the hospital market in
Germany. In 2008, hospitals will again have to contribute a lump sum toward improv-
ing the finances of the German public health insurance system. The introduction of
the DRG system (Diagnosis Related Groups) is intended to increase the efficiency of
hospitals while reducing expenditure in the health care system. The Company con-
stantly monitors further legislative developments of the DRG system. Discussions
about an end to dual financing in the hospital sector are also being followed. Patients
are largely assigned to hospitals by the public health and pension insurers. It is there-
fore especially important for the Company that the contracts between its hospitals
and the insurers and health care institutions are maintained. For this reason, we not
only continually monitor legislative changes but proactively work together with gov-
ernmental health care institutions. Generally, the aim is to counter possible regulatory
risks through cost reductions and enhanced performance. In addition, our close ties
with the medical and scientific communities allow us to identify and support relevant
technological innovations and keep abreast of current developments in alternative
treatment methods. This enables us to evaluate and adjust our corporate strategy if
necessary.

Operating Risks

o Production, products and services

We confront potential risks in production and services with the following mea-
sures: Compliance with product and manufacturing regulations is ensured by
quality management systems in accordance with the internationally recognized
quality standards I1SO 9001 and ISO 9002 and the corresponding internal
standards as defined, for example, in our quality and work procedure manuals.
Regular audits are carried out by quality management officers at the Group’s
production sites and dialysis clinics.

These audits test compliance with all regulations in all areas — from mana-
gement and administration to production and clinical services and patient sa-
tisfaction. Our production facilities comply with the international “Good Manu-
facturing Practice” (GMP) guidelines and other internationally and nationally
recognized standards. In addition, the quality management and compliance
programs document and insure that business is carried out in line with high e-
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thical standards and in accordance with official procedures. Internal and exter-
nal audits review the legality and efficiency of our operations and the effecti-
veness of our internal monitoring systems. Potential risks, such as those ari-
sing from the start-up of a new production site or the introduction of new tech-
nologies, are countered through careful planning, regular analysis and conti-
nual progress reviews.

Performing medical procedures on patients in our hospitals and post acute ca-
re clinics presents inherent risks; at the same time operational risks, for e-
xample the need for strict hygiene and sterile conditions, can arise. We coun-
teract these risks with strict operating procedures, continuous personnel trai-
ning and patient-oriented working methods. Risks can also arise from increa-
sing pressure on our product prices and from price increases on the procure-
ment side. For instance, changes in the United States in the regulations con-
cerning the reimbursement for erythropoietin (EPO), or a change in the dosa-
ge, could have a significant impact on the revenues and earnings of Freseni-
us. EPO is a hormone used in dialysis that stimulates the production of red
blood cells. An interruption in supply or worsening procurement conditions for
EPO could also reduce revenues and significantly increase Fresenius’ costs.
To counter this risk, Fresenius Medical Care has entered into an agreement
with Amgen for the supply of EPO in the United States and Puerto Rico. Am-
gen is the sole supplier of EPO in the United States. The agreement runs until
December 31, 2011. Reimbursement and revenues from the administration of
EPO accounted for approximately 8 % of total sales of the Fresenius Group in
2007.

On the procurement side, we counter risks, which mainly involve possible pri-
ce increases, by appropriately selecting and working together with our
suppliers through long-term framework agreements in certain purchasing
segments and by bundling volumes within the Group.

We counter the risks associated with the engineering and hospital services
business through professional project management and control, and with a
proven system tailored to each business activity for identifying, evaluating and
minimizing these risks. This system consists of organizational measures (such
as standards for pricing-in risks when preparing quotations, risk assessment
before accepting orders, regular project controlling and continual risk assess-
ment updates), quality assurance measures and financial measures (such as
checking creditworthiness, securing payment in advance through deposits, let-
ters of credit and secured credits).
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Research and Development

The development of new products and therapies always carries the risk that
the development target is not achieved. Regulatory approval of new products
requires comprehensive, cost-intensive preclinical and clinical studies. The
Fresenius Group spreads its risk widely by conducting development activities
in various product segments. We also counteract risks from research and de-
velopment projects by regularly analyzing and assessing development trends
and examining the progress of research projects. We also strictly comply with
the legal regulations for clinical and chemical-pharmaceutical research and
development.

Risks from the Integration of Acquisitions

The integration of acquisitions or potential acquisitions carries risks that can
adversely affect assets and liabilities, the financial position and results of op-
erations of Fresenius. Following an acquisition, the infrastructure of the acqui-
red company must be integrated while legal questions and contractual obliga-
tions are clarified. Marketing, patient services and logistics must also be uni-
fied. Ongoing business processes as well as relationships with customers can
be harmed by losing key managers during integration. The integration process
may prove to be more difficult and cost-intensive or last longer than expected.
Risks can arise from the operations of the newly acquired company that Fre-
senius regarded as insignificant or was unaware of. An acquisition may also
prove to be less beneficial than initially expected.

Personnel Risks

Risks in personnel marketing are not considered to be significant. Neverthe-
less, the Group uses comprehensive recruiting and personnel development
programs to counteract a possible shortage of skilled personnel. Fresenius
counters the general shortage of specialized hospital personnel through targe-
ted personnel marketing measures to recruit a qualified and dedicated work-
force, and thus insure the high standards of treatment quality. At the same
time, we assist in the training of young people and thereby seek to commit
them to the Company. Fresenius Helios, for instance, pays a monthly com-
pensation to medical students during their one-year internship. This practice
puts HELIOS at a considerable competitive advantage over other hospital ope-
rators in recruiting staff.

Financial Risks

Potential financial risks can arise from exposure to foreign currencies and inte-
rest rates. Controlling and limiting these risks is an integral part of our risk ma-
nagement. We also use derivative financial instruments to hedge against inte-
rest rate and foreign currency risks.

However, these instruments are used solely for hedging current operations
and are not used for trading or speculative purposes. Please see pages 25
and 26 of the Notes for further details.
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The Fresenius Group is protected to a large extent against currency and inte-
rest rate risks. As of December 31, 2007, 82 % of the Fresenius Group’s debt
is protected against increases in interest rates either by fixed-rate financing ar-
rangements or by interest rate hedges. Only 18 %, or € 1,046 million, is expo-
sed to an interest rate risk.

A rise of 0.5% in the reference rates relevant for Fresenius would have a less
than 1% impact on Group net income. As a globally active company, Freseni-
us has production facilities in all the main currency areas. Consequently, the
exposure to currency risks arising from our business activities does not rise to
the same extent as sales.

Potential financial risks that could arise from acquisitions and investments in
property, plant and equipment, and in intangible assets are assessed in ad-
vance. We perform careful and in-depth reviews of the projects, sometimes
with the support of external consultants.

As a globally active company, Fresenius is widely exposed to translation ef-
fects due to foreign exchange rate fluctuations. The exchange rate of the US
dollar to the euro is of particular importance due to our extensive operations in
the United States.

Fresenius’ debt could limit its ability to pay dividends or to implement its corpo-
rate strategy.

e Government Reimbursement Payments

Fresenius is subject to comprehensive government regulations in nearly all
countries where it is active. This is especially true in the United States and
Germany. In addition, Fresenius has to comply with general rules of law, which
differ from country to country. There could be far-reaching legal repercussions
should Fresenius fail to comply with any of these laws or regulations. A large
part of Group revenue derives from government reimbursement programs
such as the federal dialysis reimbursement programs in the United States un-
der Medicare and Medicaid. Changes in the law, or changes in the reimbur-
sement method, could affect the amounts of these payments and consequent-
ly have a significant adverse impact on the assets and liabilities, financial posi-
tion and results of operations of the Group.
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Legal Risks

Risks that arise from legal issues are continually identified, analyzed and
communicated. In 2003, a definitive agreement was signed regarding the sett-
lement of fraudulent conveyance claims and all other legal matters in connec-
tion with the National Medical Care transaction in 1996 arising from the
bankruptcy of W.R. Grace & Co. Under the settlement agreement, Fresenius
Medical Care will pay a total of US$ 115 million to the W.R. Grace & Co.
bankruptcy estate, or as otherwise directed by the court, upon plan confirmati-
on. The settlement agreement has now been approved by the pertinent court.
Also, subject to the confirmation of the W.R. Grace & Co settlement agree-
ment, claims made out of court by certain private U.S. health insurers were al-
so settled by agreement. Consequently, all legal issues resulting from the
NMC transaction have been concluded subject to plan confirmation.

In October 2004, Fresenius Medical Care Holdings, Inc. and its subsidiaries,
including Renal Care Group (RCG; before RCG was acquired) received sub-
poenas from the U.S. Department of Justice, Eastern District of New York. The
subpoenas require production of a broad range of documents relating to the
companies’ operations, with specific attention to documents relating to a cer-
tain hormone test and vitamin D therapies.

Furthermore, FMCH and its subsidiaries, including RCG (before its acquisition
by Fresenius Medical Care) received in April 2005 (RCG in August 2005) a
subpoena from the U.S. Department of Justice in St. Louis (Missouri) in con-
nection with civil and criminal investigations. Documentation must be provided
on clinical quality programs, business development activities, compensation of
clinic managers, contractual relationships with doctors, joint ventures, and a-
nemia treatment therapies, RCG’s suppliers, pharmaceutical and other servi-
ces which RCG has provided for patients, RCG’s relations to companies in the
pharmaceutical industry and RCG’s procurement of dialysis machines from
FMCH. The Inspector General of the U.S. Department of Health and the Attor-
ney General for the Eastern District of Texas confirmed their involvement in
the review of the anemia management program.

In July 2007, the U.S. Attorney’s office filed a civil complaint against RCG and
FMCH, in its capacity as RCG’s current corporate parent, in the U.S. district
court, Eastern District of Missouri. The complaint seeks monetary damages
and penalties in respect of the business activities of the RCG Method Il supply
company in 2005, before RCG was acquired by FMCH.

In August 2007, the Sheet Metal Workers National Pensions Fund filed a
complaint in the U.S. district court of California alleging that Amgen, Inc., Fre-
senius Medical Care, and DaVita, Inc. had marketed Amgen’s products Epo-
gen and Aranesp to hemodialysis patients for uses not approved by the FDA
and thereby caused a putative class of commercial insurers to pay for unnec-
essary prescriptions of these products.
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Motions have been filed to consolidate this case with others against Amgen
alone in a single case under the federal rules for multidistrict litigation.

Furthermore, the Fresenius Group is involved in various legal issues resulting
from business operations and, although it is not possible to predict the precise
outcome of these disputes, none is expected to have a significant adverse im-
pact on the assets and liabilities, financial position and results of operations of
the Group.

e Other Risks
Other risks, such as tax risks, environmental risks, and risks involving man-
agement and control systems or our IT systems, are not considered to be sig-
nificant. IT risks are countered through security measures such as controls
and monitoring. In addition, we counter these risks with constant investment in
hardware and software as well as by improving our system know-how.

Assessment of Overall Risk

The basis for evaluating overall risk is the risk management system that is regularly
audited by management. Potential risks for the Group include factors beyond its con-
trol, such as the development of national and global economies, which Fresenius
constantly monitors. Risks also include factors immediately within its control, such as
operating risks, which the Company anticipates and reacts to appropriately. Cur-
rently, there are no recognizable risks regarding future performance that appear to
present a long-term and material threat to the assets and liabilities, financial position
and results of operations of the Group. We have created organizational structures
that include all the considerations needed to quickly alert us to emerging risk situa-
tions.
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Corporate Rating

Fresenius’ credit quality is assessed and regularly reviewed by the two leading rating
agencies Moody's and Standard & Poor's. The Standard & Poor's overall rating for
Fresenius SE is BB and the Moody’s rating is Ba2.

In 2007, Standard & Poor’s changed the rating outlook from “negative” to “stable”.
Moody’s revised its outlook from “stable” to “positive”.

The rating agencies justify the current ratings and the improved outlook as a result of,
among other factors, improved financial ratios and the successful integration of the
Renal Care Group and HELIOS Kliniken acquisitions. Further, the rating decisions
are based on the expectation that Fresenius can sustain its positive earnings trend
and will continue to generate stable cash flows in future.

Subsequent Events

Fresenius has reorganized its hospital business as of January 1, 2008. The former
business segment Fresenius ProServe has been replaced by two new business
segments - Fresenius Helios and Fresenius Vamed. As part of the new organiza-
tional structure, Dr. Francesco De Meo and Dr. Ernst Wastler joined the Management
Board of Fresenius SE as from January 1, 2008. Dr. De Meo is responsible for the
Fresenius Helios business segment. Dr. Wastler is in charge of the Fresenius Vamed
business segment.

Apart from that, there have been no significant changes in the Fresenius Group’s
corporate position or operating environment since the beginning of 2008. At present,
the Fresenius Group is not planning to carry out any significant changes in its struc-
ture, administration, or in the area of personnel. No other events of material impor-
tance have occurred following the end of the fiscal year.

Outlook

This Management Report contains forward-looking statements, including statements
on future sales, expenses and investments, as well as potential changes in the health
care sector, our competitive environment and our financial situation. These state-
ments were based on the expectations and assessments of the Management Board
regarding events that could affect the Company in the future. Such forward-looking
statements are, as a matter of course, subject to risks, uncertainties, assumptions
and other factors. Consequently, the actual results, including the financial position
and profitability of Fresenius, could therefore differ materially - positively or negatively
- from those expressly or implicitly assumed or described in these statements. For
further information, please see our Risk Report on pages 21 f.
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General and Mid-Term Outlook

The outlook for the Fresenius Group for the coming years continues to be very posi-
tive. Excellent growth opportunities for Fresenius are provided above all by:

e The sustained growth of the markets in which we operate. Here, Fresenius
sees very good opportunities to profit from the considerable health care needs,
primarily in the developing and emerging countries.

e The development of innovative products and therapies. This creates the po-
tential to further expand our market position in the regions. In addition to inno-
vation, best-in-class quality and the reliability of our products and therapies is
key to being able to exploit opportunities for expansion.

s The expansion of our regional presence. The fast-growing markets in Asia-
Pacific and Latin America especially offer further potential to increase our
market shares. Besides strengthening our business regionally through market
entries by our own, we plan to roll-out products and therapies from our existing
portfolio successively in countries where we do not yet offer a comprehensive
range.

e The broadening of our service business. Here, Fresenius Helios has concrete
opportunities in the German hospital market to profit from the further privatiza-
tion of public hospitals. Changes in the law could present new opportunities for
Fresenius Medical Care. For instance, changes in the framework conditions
for the operation of dialysis clinics for private commercial enterprises in Japan
could open up new sales potential for Fresenius, since Japan is one of the
world’s biggest dialysis markets.

e Selective acquisitions: We will continue to seize opportunities to grow via ac-
quisitions that extend our product portfolio and strengthen our regional pres-
ence.

We are also exploiting the opportunities to tap the potential in our internal operations
for cost management and efficiency and profitability enhancement measures. These
include plans for a further optimized procurement process and cost-efficient produc-
tion.

Given sustained market growth and a long-term strategy oriented to profitable
growth, Fresenius has set itself a mid-term goal under the slogan “15/15". Fresenius
aims to reach the following in 2010:
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1. Group sales of € 15 billion. Based on the sales of € 11,358 million generated
in 2007, this represents a compounded annual growth rate of about 10 %. It is
to be achieved through strong organic growth flanked by acquisitions.

2. An EBIT margin of 15 %. Earnings are therefore expected to grow at a signifi-
cantly higher rate than sales.

Acquisitions have led to higher Group financial liabilities with a corresponding impact
on net interest expense. The aim is therefore to further improve the Group’s leverage
ratios.

This forecast takes account of all events known at the time the annual financial state-
ments were prepared that could influence our operating performance in 2008 and
beyond. Significant risks are discussed in the Risk Report. As in the past, we will do
our utmost to achieve and - if possible - exceed our targets.

Future Markets

As an international company, we offer our products and services in more than 100
countries. We expect that the consolidation process among competitors in our mar-
kets in Europe, Asia-Pacific and Latin America will continue. We therefore assume
generally that there will be opportunities for Fresenius to penetrate new markets both
by expanding its regional presence and by extending its product portfolio. In the Uni-
ted States, since Fresenius Medical Care and its competitor DaVita already have a
share of about two-thirds of the market, acquisitions are likely to be fairly small, po-
tential antitrust restrictions are an additional factor. New markets will open up for Fre-
senius as it successively rolls out its existing product portfolio in other regions.

Economic Outlook

The forecasts for 2008 paint a favorable picture for the global economic outlook.
Growth is expected to slow but not drastically. This scenario depends on the central
banks and the big financial institutions keeping the negative spillover from the finan-
cial crisis involving banks’ liquidity within limits. There is still the risk that the turbulen-
ce on the financial markets will grow again and that the risk premiums in all segments
of the credit market will increase more than temporarily. Global GDP growth of 4.6 %
is estimated for 2008. Growth will slow most of all in the developed countries. The
emerging economies, especially in Asia, will increasingly assume the role of locomo-
tive for the world economy. Commodity prices will remain at a high level in 2008. The
U.S. dollar's weakness against the euro is not expected to change significantly.
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Europe

Economic growth in the Eurozone will probably slow from 2.6 % to 1.6 % in
2008 as a result of a weaker world economy and a firmer euro. Despite these
burdens thanks to an upturn in private consumption growth is unlikely to halt.
This growth hinges on a further fall in unemployment, rising incomes and tax
cuts, for instance in France. If the euro continues to firm against the U.S. dol-
lar, this outcome would probably be an additional burden for industry in the
Eurozone and especially for Germany with its strong export bias.

In Germany, GDP should grow by 1.7 %, driven mainly by exports and invest-
ment. However, private consumption, should pick up again. A positive deve-
lopment in the labor market and pay increases should boost households’ real
disposable incomes. Since there will not be the negative effect of a VAT inc-
rease in 2008, private consumption should be responsible for about half of the
economic growth in 2008.

United States

GDP growth in the United States should be around 1.6 % in 2008, which is be-
low the growth of 2.2 % in 2007. Observers expect the property crisis in the
United States to continue in 2008. This will affect the property market insofar
as there will be a wave of rate adjustments, especially in subprime mortgages.
Property prices have already fallen in response to the continued decline in
demand for residential properties. Falling property prices will hurt consumption
owing to their wealth effect. In this scenario, the Federal Reserve is likely to
make further rate cuts.

Asia

Experts forecast GDP growth of 8.6 % for Asia (excluding Japan). In China,
concerns about the economy overheating are gaining ground. It is expected
that China’s central bank will take further steps to counter this. China’s econ-
omy could receive a slight dampener as a result of the downturn in the United
States, which accounts for about 20 % of China’s exports. However, the econ-
omy’s dynamic will remain strong, with an expected growth rate of 10.4 %.
GDP growth in Japan, which has profited less strongly from the global dy-
namic in recent years, should be modest at an estimated 1.6 % in 2008. Do-
mestic demand is expanding only moderately; export demand continues to be
the driver.
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e Latin America

Economic expansion in Latin America should continue at a slightly slower pa-
ce in 2008, mainly as a result of the slowdown in the U.S. economy and to a
lesser extent that in Europe. GDP is therefore likely to grow by 4.4 %. Mexico
will be hardest hit because of its strong trade relations with the United States.
Mexico’'s GDP should grow by 3.4 %. Argentina and Brazil are the region’s two
countries that are the least vulnerable to the risks that could arise from an e-
conomic slowdown in the United States and Europe and an easing in commo-
dity prices. Their economies are more highly developed and more diversified,
for instance, they are not dependent on just one export commodity. GDP
growth of 5.1 % is forecast for Argentina and 4.6 % for Brazil.

Health Sector and Markets

The Dialysis Market

We expect the number of dialysis patients to rise by 5 to 7 % in the coming years,
although significant regional differences are anticipated. In the industrialized nations
such as the United States, Japan and the countries of Central and Western Europe
where people already have broad access to dialysis treatment, we expect slight be-
low-average patient growth. In many developing countries, however, where the
needs of patients with chronic kidney failure are still not met sufficiently, we expect
above-average growth rates of up to 10 % in these markets. That about 80 % of the
world’s population lives in these growth regions highlights the enormous potential of
the dialysis market there.

We expect the number of patients with terminal kidney failure to increase worldwide
to approximately 2 million by the year 2010. The global dialysis market will probably
grow to US$ 67 million.

Reimbursement schemes for dialysis treatment vary from country to country. The
reimbursement structures may also differ within individual countries. They may de-
pend for instance on regional factors, the method of treatment, regulatory aspects, or
the status of the dialysis care provider. The reimbursement of dialysis treatment ac-
cording to quality-based criteria also remains a central issue. In this reimbursement
model, the quality of treatment should increase while the total cost of treating a dialy-
sis patient should remain constant. Fresenius Medical Care has been active for many
years in numerous countries with a variety of health care systems and reimburse-
ment schemes. Thanks to our international experience we are able to bolster the ac-
tivities of the national health care systems, to adjust our business to the local envi-
ronment, and to generate profitable growth. In the United States, our largest market,
patients covered by the public health insurers Medicare and Medicaid account for
about 53 % of Fresenius Medical Care’s dialysis care revenues.
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The Market for Infusion Therapies and Clinical Nutrition

Demographic developments, medical advances and the often still insufficient availa-
bility of medical care in developing countries will continue to be the growth drivers in
this market.

We expect further cost-containment pressure and health care reforms in Central and
Western Europe. Despite these trends, we believe that there will be continued gro-
wing demand for innovative and cost-effective therapies and products. We expect
growth in the low single digits for the infusion therapy and clinical nutrition market in
Central and Western Europe. The market for intravenously administered generic
drugs in Europe should see growth rates in the mid single digits in the coming years.
For Eastern Europe we expect market growth rates in the high single digits.

There continues to be high growth potential in Latin America and in Asia-Pacific. The
rising demand for primary care in hospitals and thus for high-quality therapies will
result in continued strong growth rates in many countries in these regions in the co-
ming years. We expect the markets of Asia-Pacific and Latin America to continue
growing at high single to double-digit rates. We also expect a rising demand for me-
dical devices in the coming years.

The German Hospital Market

Hospitals face further economic pressure in 2008. The German government has inc-
reased the hospital budget for 2008 by 0.64 %, while maintaining the 0.5 % contribu-
tion hospitals are required to make towards improving the finances of public health
insurers. Consequently, there is little scope for absorbing cost increases. According
to a recent survey conducted by the German Hospital Institute, 42 % of the clinics
expect their situation to deteriorate compared to 2007.

The DRG system has entered the last year of the convergence phase in 2008. As the
legal situation stands at present, the convergence phase will be over for the most
part as from the beginning of 2009. This means that as from then all hospitals will
have to bill on the basis of standardized base rates valid throughout the respective
state. The new system introduces more market-driven principles and performance
transparency in the area of acute care. It will also encourage further competition sin-
ce it enables the budgets agreed with the health insurers to be increased if perfor-
mance is enhanced because additional services will no longer have to be provided at
a small marginal revenue rate.

A further reform of hospital financing is currently in preparation for the year 2009.
Under discussion is the introduction of so-called selective contracting, i.e. the negoti-
ation of volumes, prices and quality standards for certain services directly with the
individual health insurers. At present, the services are negotiated jointly and uniformly
with all health insurers. HELIOS Kliniken would be very well positioned should the
proposals be implemented.
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The rationalization trend in the German hospital market will continue in 2008 and be-
yond. According to a study by management consultants Ernst & Young, by the year
2020 there will be only 1,500 hospitals operating in Germany. 2.9 beds will be avai-
lable per 1,000 population, and the average length of stay will fall to 4.0 days (2006:
6.2 beds, 8.5 days).

Private hospital chains and clinic alliances will tend to be able to respond to the pres-
sure to improve efficiency better than public hospitals. They often have more expe-
rience in operating commercially and creating efficient structures. They have the po-
tential to secure cost advantages in procurement and generally have more advanta-
geous financing possibilities. Finally, private operators have more experience with the
process know-how in acquiring and integrating new facilities and quickly adjusting
their cost structures.

Against this background, we expect the concentration and privatization process to
accelerate further, especially among public hospitals. Overall, experts expect the
market share of private operators in terms of beds to rise from approximately 14 % at
present to about 35 to 40 % until 2015. Crucial factors for a clinic’s survival will be
excellent medical standards, well-trained staff, well-organized processes and a well-
structured treatment spectrum with a focus on high-quality, complex medical servi-
ces.

Difficult pay negotiations are likely again in 2008 in the public sector, i.e. at the level
of local government employers (as operators of municipal hospitals) and the German
federal states (as operators of university clinics). The trade union ver.di and the Mar-
burger Bund have both announced high pay demands for the professions they repre-
sent considering the economic and financing situation of the hospitals. Even a sett-
lement on a much lower basis than the present demands would further accentuate
the strained financial situation of many public hospitals. This will lead to further job
cuts and privatizations.

Dividend

Continuity in our dividend policy remains an important priority, clearly demonstrated
by steady dividend increases over the last 14 years. We want to remain true to this
policy in the 2008 fiscal year and offer our shareholders a dividend in line with our
positive earnings forecasts.

Bad Homburg v.d.H., February 22, 2008




REPORT OF THE SUPERVISORY BOARD

In 2007, the Supervisory Board performed the duties assigned to it by law and by the Com-
pany’s Articles of Association, regularly advising and monitoring the Management Board. It
was closely involved in all decisions that were of major importance to the Group.

COOPERATION BETWEEN THE MANAGEMENT BOARD
AND SUPERVISORY BOARD

Carrying out its monitoring and advisory activities, the Supervisory Board was kept regularly
informed by the Management Board — in a timely manner and comprehensively, both in writ-
ing and orally — about the overall business development, the economic and financial position,
and the profitability of the Company and the Group, the corporate strategy and planning, the
risk situation and compliance, and important business events. In all, the Supervisory Board
convened seven times in 2007. The Supervisory Board of Fresenius AG held meetings in March
and May. The constitutive meeting of the Supervisory Board of Fresenius SE also took place
in May. A telephone conference was held in June. An extraordinary meeting of the Fresenius
SE Supervisory Board took place in September. Two regular Supervisory Board meetings were
then held in October and December 2007. Before each of the Supervisory Board's four regular
meetings, detailed Management Board reports and comprehensive approval documents con-
cerning the agenda were distributed to its members. At each of its regular meetings the
Supervisory Board used the Management Board's reports as the basis for its extensive discus-
sions about business development and important corporate decisions. All matters requiring
Supervisory Board approval were submitted with sufficient time for proper scrutiny. After
reviewing the relevant documents, and after detailed consultation with the Management Board,
the Supervisory Board was able to give its approval regarding all matters submitted to it. The
Supervisory Board was also informed about any important business events occurring between
meetings and, in urgent cases, was requested to pass resolutions by written proceedings. In
addition, the chairman of the Management Board informed in individual meetings the chairman



of the Supervisory Board regularly about the latest business developments and forthcoming
decisions. Every member of the Supervisory Board attended more than half of the Board
meetings in 2007.

MAIN FOCUS OF THE SUPERVISORY BOARD’S ACTIVITIES

The Supervisory Board’s monitoring and advisory activities were mainly focused on overall
business operations as well as on business segment investments and acquisitions, and any
related financing.

The Supervisory Board also closely pursued the conversion of Fresenius AG into a European
Company (SE), which was listed in the Commercial Register on July 13, 2007, after the suc-
cessful completion of the employee involvement procedure. The Supervisory Board was kept
fully informed by the Management Board about the negotiations relating to this procedure.

The Supervisory Board also thoroughly reviewed and discussed all other significant business
activities with the Management Board. It approved the budget for 2008 and the Group’s medi-
um-term planning, following a detailed review and discussions with the Management Board.
At its regular meetings and those of the Audit Committee, the Supervisory Board also kept
itself informed about the Group's risk situation and risk management activities as well as com-
pliance.

CORPORATE GOVERNANCE

The further development of the corporate governance at Fresenius was reviewed by the Super-
visory Board. On December 6, 2007, the Management Board and the Supervisory Board jointly
issued a Declaration of Conformity in accordance with the German Corporate Governance Code
in its version as of June 14, 2007.

For further information on corporate governance at Fresenius, please see the Corporate Govern-
ance Report issued jointly by the Management and Supervisory Boards on pages 30 to 33 of
this Annual Report.

In the course of the conversion of Fresenius AG into a European Company (SE) the newly con-
stituted Supervisory Board of Fresenius SE adopted new rules of procedure at its extraordinary
meeting in September. These new rules of procedure take account of the changed legal frame-
work applying to Fresenius SE.

The Supervisory Board also issued new rules of procedure for the Management Board of
Fresenius SE. In addition to the necessary adjustments associated with the change of legal form
to a SE, these rules of procedure also take account of the changes in the business distribution
plan resulting from the reorganization of the Group's hospital operations. The former business
segment Fresenius ProServe has been replaced by two new business segments, Fresenius
Helios and Fresenius Vamed which previously formed Fresenius ProServe.



WORK OF THE COMMITTEES

The Personnel Committee, which is responsible, among other things, for concluding, amending,
and terminating employment contracts with the members of the Management Board, held three
meetings and one conference call.

The Audit Committee held four meetings. The main focus of its activities was on the preliminary
audit of the financial statements and the consolidated financial statements for 2006 and discus-
sions with the auditors about their report and the terms of reference of the audit.

The Audit Committee also reviewed the 2007 quarterly reports and the risk management system.

After their own meetings, the committee chairmen reported regularly to the following Super-
visory Board meeting on the work of their committees.

The Nomination Committee convened a number of times and deliberated on the Supervisory
Board's proposals to the Annual General Meeting regarding the nomination of the Supervisory
Board.

The Mediation Committee has ceased to exist since the German Co-determination Act
(MitbestG), which provided for this committee, no longer applies to Fresenius SE.

Information on the present composition of the committees can be found on pages 224 and 225
of this Annual Report.

PERSONNEL - NOMINATION OF THE MANAGEMENT
AND SUPERVISIORY BOARDS

The mandates of the members of the Supervisory Board ended with Fresenius AG's conversion
to a SE. We thank the members who left the Supervisory Board for their dedication to Fresenius.

The conversion of Fresenius AG to a SE has not altered the size of the Supervisory Board. It
continues to have twelve members, with six shareholder representatives and six employee
representatives.

The six shareholder representatives on the first Supervisory Board of Fresenius SE were ap-

pointed according to the Fresenius SE statutes. These formed an integral part of the conversion
plan agreed by the General Meeting on December 4, 2006. The shareholder representatives on
the first Supervisory Board of Fresenius SE are Dr. Gabriele Kroner, Dr. Gerd Krick, Dr. Gerhard
Rupprecht, Dr. Dieter Schenk, Dr. Karl Schneider and Dr. Bernhard Wunderlin; there have been
no changes with respect to the composition of the former Supervisory Board of Fresenius AG.

The employee representatives on the first Supervisory Board of Fresenius SE were named in
the Agreement for Employee Involvement in Fresenius SE of July 13, 2007, and were officially
appointed by the Municipal Court of Bad Homburg v.d.H. on July 16, 2007. The employee rep-
resentatives on the first Supervisory Board of Fresenius SE are Mr. Dario llossi, Mr. Konrad
Kolbl, Mr. Wilhelm Sachs, Mr. Stefan Schubert, Mr. Rainer Stein and Mr. Niko Stumpfdgger.



For the first time, employee representatives in EU member states outside Germany have become
members of the Supervisory Board of Fresenius SE, namely Mr. llossi from Italy and Mr. Kbl
from Austria.

At its constitutive meeting in May 2007 the Supervisory Board elected Dr. Gerd Krick as its
chairman. Dr. Dieter Schenk, who was nominated by the shareholder representatives,

was elected as deputy chairman. The employee representatives did not attend the constitutive
meeting in May 2007, as they were only appointed in July 2007. Mr. Niko Stumpfégger,
nominated by the employee representatives, was then elected as a further deputy chairman

in the extraordinary meeting in September.

The Supervisory Board of Fresenius AG appointed Dr. Jirgen Go6tz as a member of the Man-
agement Board as from July 1, 2007 with the responsibility for legal, compliance and personnel
affairs. He took over the responsibility for personnel affairs from Mr. Stephan Sturm, who
continues to serve as Chief Financial Officer of Fresenius SE.

The mandates of the members of the Management Board of Fresenius AG also ended with the
change of legal form to a SE. All the members of the Management Board of Fresenius AG in
office at the time the conversion took effect on July 13, 2007, were reappointed by the newly
constituted Supervisory Board of Fresenius SE.

Further, with the reorganization of the Group's hospital operations, the Supervisory Board of
Fresenius SE appointed Dr. Francesco De Meo, responsible for the business segment Fresenius
Helios, and Dr. Ernst Wastler, responsible for the business segment Fresenius Vamed, as
members of the Management Board of Fresenius SE as from January 1, 2008. As a result of
the reorganization, Mr. Andreas Gaddum, the member of the Management Board responsible
for the former business segment Fresenius ProServe, resigned from the Company as of
December 31, 2007.

FINANCIAL STATEMENTS AND CONSOLIDATED FINANCIAL STATEMENTS

The accounting records, the financial statements prepared according to the German Commer-
cial Code (HGB) and the Management Report of Fresenius SE (formerly Fresenius AG) for 2007
were audited by KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft Wirtschaftspriifungs-
gesellschaft, Frankfurt am Main. They were elected as auditors at Fresenius AG’s Annual
General Meeting on May 16, 2007 and were subsequently commissioned by the Supervisory
Board. The auditors issued their unqualified audit opinion for these statements. The same
applies to the consolidated financial statements of Fresenius SE (formerly Fresenius AG), which
were prepared according to IFRS accounting principles, and the US GAAP statements, which
were prepared voluntarily.

Management Reports were added to the consolidated financial statements. The financial state-
ments, the consolidated financial statements, the Management Reports and the auditors’ reports



were submitted to each member of the Supervisory Board of Fresenius SE within the required
time. The Supervisory Board noted and approved the auditors’ findings. The Supervisory

Board's own review found no objections to the financial statements of Fresenius SE (formerly
Fresenius AG) or the consolidated financial statements. The Supervisory Board agrees with the
Management Reports and the statements contained therein with respect to future development.

At its meeting on March 10, 2008, the Supervisory Board approved the financial statements
of Fresenius SE (formerly Fresenius AG) for the fiscal year 2007 as presented by the Manage-
ment Board, thereby adopting them as official. The Supervisory Board also approved the con-
solidated financial statements of Fresenius SE (formerly Fresenius AG) prepared according

to IFRS standards and the consolidated financial statements prepared voluntarily according to
US GAAP for 2007.

The auditors delivered a detailed report on the results of the audit during this meeting. The
auditors attended all four regular meetings of the Supervisory Board and all meetings of the
Audit Committee.

The Supervisory Board concurs with the proposal by the Management Board on the appropria-
tion of the 2007 retained earnings.

The Supervisory Board would like to thank the Management Board and all employees for their
achievements and commitment during the fiscal year 2007.

Bad Homburg v.d.H., March 10, 2008

The Supervisory Board

Dr. Gerd Krick

Chairman



