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Masterflex AG

High-Tech Hose Systems

Thanks to our technical and materials
expertise, we set the standard in our
core business unit. Using innovative
plastics and woven fabrics, we produce
high-tech hoses and connecting systems
for complex industrial applications. We
also offer fuel cells with stable running attributes, offering a mo-
bile power supply in the range between 25 and 1,000 watts;
these are designed especially for light mobile vehicles.

Medical Technology

| We produce medical technology com-
ponents (infusion tubes, catheters etc.)
made of high-quality special plastics.
State-of-the art testing and control
4 facilities ensure maximum product reli-
ability. Our customer-specific diagnosis
and operations sets significantly reduce the preparation time
required for operations and examinations.

Advanced Material Design

As one of the leading galvanisation,
metalworking and fitting enterprises
for functional and decorative consuma-
bles, we finish materials in such a way
# that the resulting products combine
high levels of functionality with unique
quality and design attributes. One of our particular areas of ex-
pertise relates to the highly-refined finishing of surfaces using
stainless steel and precious metals.

Mobile Office Systems

We are one of the leading suppliers of
bags, case solutions and accessories de-
signed for transporting notebooks and
office systems. Our aim is to give coher-
ent shape to visions, using innovation
to demonstrate tomorrow’s reality to-
day. For this reason, we seek close contact with our customers.
With companies in seven countries and over 80 partners around
the world, we are represented in all important markets.




OUR CREDO

Ideas represent the capital of the future. We have been con- m "
sistently guided by this motto from the very beginning. S
Masterflex AG is a highly innovative company which oper- u

ates internationally in the areas of High-Tech Hose Systems,
Fuel Cell Technology, Medical Technology, Advanced Material

Design and Mobile Office Systems. A high level of materials "
expertise — combined with a creative workforce and close
collaboration with our customers — has resulted in a constant
. Lo |
stream of benchmarking products. Our R&D activities focus on
the materials of the future and in particular the special plastic, Masterfiex AG is headquartered
) ) and has its main production site
polyurethane. We consistently seek out niche markets so that in Gelsenkirchen (Germany).
. . Eleven other production sites exist
— as both market and technological leaders — we can lastingly in Europe and the USA, as do
i i iavi indirect representations in Asia.
securg our growth ahd earnings power, while also achieving a The Grou fiad 872 employees on
sustainable increase in the value of our company. the payroll in 2007.
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2007 Revenue (EUR thousand) 138,618 115,706 19.8%
2006 -|_| EBITDA (EUR thousand) 18,441 17,239 7.0%
2005 -|_|_|m EBIT (EUR thousand) (before impairment 2006) 15,375 14,198 83%
1 2 3 4 5 6 7 8 EBIT (EUR thousand) (after impairment 2006) 15,375 10,143 51.6 %
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Net dividend per share (EUR 0.80* 0.80 0.0%
o om0 — :
Net dividend yield 4.2 %** 3.5%**

A0 _-|_| * Proposal to the Annual General Meeting on June 4, 2008
01 02 03 04 05 06 07 08

09 1.0 ** Share price on December 31.2007: 18.90 EUR




Highlights of 2007 . .. .. .. .. . .
Foreword by the Board . .. .. .. .. ... . .

Group Management Report .. e
I. Business Development and Business Environment .

.. Group structure and business activities .. .. .. .. .. oo oo e
.. Management and CONtrol .. .. .. ..o oo
e .13
... Corporate management, objectives and strateg|es TP
.. The 2007 financial Year .. ... ...t e o o e e e e e e e e
...General economIC SItUAtION .. .. .. oo oo oo o e e
LPlAStICS INAUSTIY .o e
LMESTErTIEX AG .. o e e e e

.. Market and competition ... .. .. ...

Ill. Report on Post-Balance Sheet Date EveNnts . .. .. .. .. .. oo oo e e e e

IV RISK REPOIT oo e o o o e e e e e e e e e e
. Risk management syStem .. .. .. .. oo
.. 56
. 58

. Risk factors . . S
. Overall assessment of the Group S rlsk situation .

V. Report on Expected Developments . .. .. .. oo oo oo oe o e e e e e e e
< OPPOIUNITIES .. oo oo o o o e e e e e e e e e e e e e e
OUTIOOK .o e e

The Masterflex share ..
Masterflex AG flnanqal calendar 2008 .

Corporate Governance Report . .. .. .. .. .. .

Consolidated Financial Statement.. .. .. .. .. .. .. ... . . . . ...
.. 86
.. 88

. 89

Consolidated Balance Sheet ..
Consolidated Income Statement .

Consolidated Statement of Changes in Eqwty
Consolidated Cash Flow Statement . .. .. .. ... .. ... .. . ...

Notes to the Annual Financial Statements .. .. .. .. .. ... .. .. . . . . . . . . ... ...

Consolidated Statement of Changes in Noncurrent Assets . ..........................

Auditor’s Report..

Report of the Superwsory Board PP
GlOSSANY .. .. o oot e e

. Net Assets, Financial Position and Results of Operations .. .. ... oo
. Results Of OPerations .. .. ... oo oo e e e e e e e
FInancial POSIION ... o e
NET ASSETS e e e e e e e e

.10

10
12

25
33
33
34
35

47
47
48
50

54

55
55

60
60
62

.. 69
.75

77

85

90

93

122
.. 124
125
129
132

Contents



| Highlights of 2007

Highlights of 2007

January

Novoplast Schlauchtechnik becomes a member MIMEG, a Medical Technology network: http:/Avww.mimeg.de
February

Masterflex AG successfully exhibits at the World of Industry (WIN) trade fair in Turkey

March

Masterflex AG successfully exhibits at the Powtech trade fair

and DICOTA GmbH successfully exhibits at the CeBit

April

Financials press conference and DVFA analysts’ conference; international road show

Masterflex AG presents its modified Cargobike at the Hannover Messe trade fair

Matzen & Timm GmbH is represented at the Aircraft Interiors Expo (AIE) and the AMITEC trade fair
May

International road show

Masterflex AG makes a donation to the charity football tournament organised by HeartKick e.V.,

an organisation that supports people in crisis

Masterflex exhibits at the Mashex industry fair in Moscow

June

Annual General Meeting with more than 300 attendees. Dividend payment for the seventh consecutive year
The DICOTA Group successfully presents its product range at the Computex in Taipei

Masterflex Polska and Masterflex AG exhibit at the “Innovations-Technologies-Machines Poland”

(ITM Poland) trade fair

July

Largest order in the Company’s history of 14,000 bicycles with battery-powered drive

August

International road show

The Cargobike is used at the IFA consumer electronics trade fair in Berlin

September

The laying of the foundation stone is made for a new production building for Novoplast
Schlauchtechnik GmbH

October

Masterflex AG presents hose innovations at the K, the world’s largest trade fair for the plastics industry
Establishment of a completely new production line for high-temperature hoses in the USA

DICOTA GmbH acquires 70% of the shares of DICOTA AG, Freienbach, Switzerland

TechnoBochum GmbH is named as a supplier for the largest tunnel project in Germany, the expansion and
reconstruction of the Karlsruhe-Basle rail line

November

Hose production is relocated from Bulgaria to the Czech Republic

The City of Bottrop purchases a Cargobike as part of the HyChain project

Masterflex AG participates in the German Equity Forum in Frankfurt

December

International road show

Masterflex AG makes a presentation to shareholders at the forum of Deutsche Schutzgemeinschaft fiir
Wertpapierbesitz e. V.

Masterflex AG supports HeartKick e.V. with a donation and announces its intention to continue its involve-
ment in 2008



Dear Shareholders,

k

from left to right.: Detlef Herzog, Dr. Andreas Bastin, Ulrich Wantia

for 20 years, Masterflex AG has underlined its expertise as a specialist for high-tech plastics
and special coatings in promising niche markets, steadily increasing its consolidated
revenue since its formation in 1987. This trend continued with impressive growth of 19.8 % to
€ 138.6 million in the past financial year.

We are particularly satisfied by the fact that this revenue growth was generated across all
of our business units. In our core High-Tech Hose Systems segment, revenue increased by
almost 10 %.

The Mobile Office Systems business unit also enjoyed highly dynamic revenue growth of
31.2 % on the back of our increased presence in the high-growth Asian region.

Reflecting this development, consolidated earnings before interest and taxes (EBIT) increased
by 51.6 % to €15.4 million, meaning that both earnings and revenue fell within our forecast
range. Adjusted for the goodwill impairment recognised in the 2006 financial year, EBIT
growth remained consistent with our forecasts at 8.3 %. Consolidated net profit increased
by 66.8 % to a record high of € 7.5 million (previous year: € 4.5 million).

The main technological milestone in the 2007 financial year was the new Master PUR Inline
hose, with its seamless inner lining and unparalleled durability. This hose type, which will
be increasingly marketed in 2008, was recognised as the best product of the year in the
“Seals and Connector Technology” category by the trade magazine “P&A — Prozesstechnik
& Automation”.

Foreword by the Board
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A further milestone was the largest order in the Company’s history: an initial order for more
than 14,000 electric bicycles has helped make us one of the market leaders for light mobility
vehicles, as well as allowing us to achieve a strong position in the market for bicycles with
Fuel Cell Drive Systems. We also started the small-series production of our Cargobikes in
the 2007 financial year. Cargobikes with Fuel Cell Drive Systems are now being used by a
number of companies and municipalities.

All'in all, we pressed ahead with the globalisation of our business units in the 2007 financial
year, with a particular focus on Eastern Europe and Asia. We successfully completed the
restructuring of the Medical Technology segment as announced previously, and are now
generating positive EBIT contributions from this business unit again.

This year, we would like to invite you, our shareholders, to participate in our Company’s suc-
cessful development once more. Accordingly, the Executive Board and the Supervisory Board
will propose the distribution of a dividend of € 0.80 per share for the 2007 financial year.

What are our strategic objectives and focal points for 2008 and beyond? First and foremost,
we are committed to reinforcing and further expanding our leading market positions in the
areas in which we are currently active, and in particular in our core High-Tech Hose Systems
segment. We aim to focus on bundling knowledge and experience within the Group and
channelling these benefits into our project work to a greater extent. With this in mind, meas-
ures were initiated within the Group in 2007 with a view to further improving Masterflex
AG’s innovative ability. Priority will also be given to consistent cost management, a reduction
in net indebtedness and the optimisation of structures and processes aimed at sustainably
improving our competitive strength.

The conditions for Masterflex AG’s continued profitable growth are excellent: the growing
use of high-performance plastics, the ongoing standardisation process, increased quality
awareness in the emerging industrial nations and innovative products for new areas of ap-
plication all offer significant future potential.

We consider ourselves to be well positioned for further encouraging development in 2008.
The Executive Board of Masterflex AG expects the Company to continue on its growth path,
with consolidated revenue increasing by 10-15 % and consolidated earnings before inter-
est and taxes (EBIT) by 6-12 %; however, non-recurring effects could influence our forecast
earnings.

Ladies and Gentlemen, | would also like to take this opportunity to thank you personally
on my departure from the Company. After 20 years of work on behalf of Masterflex AG, |
have decided to step down from the Executive Board with effect from April 2008 in order to
pursue new activities outside the Company.



On 18 March 2008, Dr. Andreas Bastin was appointed the new Chairman of the Executive
Board. | have no doubt that Dr. Bastin and his colleague Ulrich Wantia will succeed in press-
ing ahead with the success story of Masterflex AG, as the outlook for the future remains
extremely positive.

In the name of both the Executive Board and the Supervisory Board, | would like to thank
our employees for their excellent work in the past financial year, our business partners for
the strong cooperation we have enjoyed, and our shareholders for the confidence they have
shown in our Company.

3y

Detlef Herzog
(Chairman of the Board)

Foreword by the Board
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Flexibility and problem-solving form the basis for our
stable concept for succ




Group Management Report [}

The fiscal year 2007 was again successful for the Masterflex AG.

GROUP MANAGEMENT REPORT

Masterflex AG continued its successful development in the
2007 financial year. Consolidated revenue increased for the
20th year in succession, rising by 19.8% year-on-year to
€ 138.6 million and hence falling within our forecast range of
10-20 %. The earnings situation also improved: consolidated
earnings before interest, taxes, depreciation and amortisa-
tion (EBITDA) grew by 7.0 % to € 18.4 million, while consoli-
dated earnings before interest and taxes (EBIT) increased by
51.6 % to € 15.4 million, representing growth of 8.3 % on
an operating basis. This also places us within our forecast
range of 6-12 % for the 2007 financial year.




|. Business Development and Business
Environment

Group structure and business activities

Masterflex AG, Gelsenkirchen, is a materials specialist for polyurethane (PUR), other high-tech
materials and precious metals. The core business area of the Company, which was formed in
1987, is the manufacture of High-Tech Hose Systems for the handling and extraction of ag-
gressive materials and media in particular. Thanks to its wide range of innovations, Masterflex
AG is now the global market and technology leader.

In addition to the establishment of its own production sites in Germany and abroad, the Com-
pany’s business activities have been expanded over the years to include Medical Technology,
Advanced Material Design (surface finishing) and Mobile Office Systems.

Masterflex AG
High-Tech Hose Medical Advanced Mobile Office
Systems incl. Fuel Technology Material Design Systems

Cell Technology

The High-Tech Hose Systems business unit, which includes Masterflex AG especialy with its core
activities, manufactures high-quality hose systems primarily on the basis of in-house develop-
ments. This segment is also responsible for activities relating to the development and marketing
of the new Fuel Cell Technology business line.

The Medical Technology business unit offers technical medical components (known as medical
devices), such as infusion tubes, catheters and multi-lumen tubes made from special plastics,
some of which are produced using in-house extrusion equipment. The segment also configures
and markets angiography sets (for diagnosing blood vessel conditions) and operation sets.

MASTERFLEX AG
(D) since 1987

Matzen & Timm SURPRO MASTERFLEX MASTERFLEX TechnoBochum FLEXMASTER USA,
GmbH Verwaltungs S.AR.L Technical Hoses GmbH Inc. (subgroup)
GmbH Ltd.
(subgroup)
(D) (D) () (GB) (D) (USA)
since 2003 since 2005 since 1991 since 1996 since 2000 since 1999
100% 100% 80% 100% 100% 100%

Note: The dates refer to the year of initial consolidation
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The Mobile Office Systems business unit, which is not a core business area, consists of the activi-
ties of the DICOTA Group. This primarily relates to the sale and distribution of cases and bags
for the transportation of notebooks and office systems.

The Group’s main production site is in Gelsenkirchen, Germany. In 2007, Masterflex AG was
also represented at a further eleven locations in Germany, France, the United Kingdom, Bulgaria,
the Czech Republic and the USA, as well as an indirect representation in Asia. Masterflex AG
has been listed on the Frankfurt Stock Exchange since 16 June 2000.

Company name Company headquarters  Equity interest held

by MASTERFLEX

in percent
MASTERFLEX S.A.R.L. F Béligneux 80
MASTERFLEX Technical Hoses Ltd. GB  Oldham 100
FLEXMASTER USA, Inc. (subgroup) USA  Houston 100
TechnoBochum GmbH D Bochum 100
MASTERFLEX Bulgaria Eood BG  Sofia 100
MASTERFLEX Cesko s.r.0. CZ  Plana 100
ANGIOKARD Medizintechnik GmbH & Co. KG D Friedeburg 100
(subgroup)
ANGIOKARD Medizintechnik Verwaltungs GmbH D Friedeburg 100
SURPRO Verwaltungs-GmbH (subgroup) D Wilster 100
DICOTA GmbH (subgroup) D Bietigheim-Bissingen 100
Matzen & Timm GmbH D Norderstedt 100
MASTERFLEX Brennstoffzellentechnik GmbH D Herten 100

(subgroup)

MASTERFLEX MASTERFLEX ANGIOKARD MASTERFLEX ANGIOKARD DICOTA GmbH
Bulgaria Eood Cesko s.r.o. Medizintechnik Brennstoffzellen- Medizintechnik (subgroup)
GmbH & Co. KG technik GmbH Verwaltungs
(subgroup) (subgroup) GmbH
(BG) (€2) (D) (D) (D) (D)
since 2002 since 2006 since 2000 since 2005 since 2000 since 2001

100% 100% 100% 100% 100% 100%



Management and control

Until the end of March 2008, Masterflex AG was managed by a three-man Executive Board. The
Chairman of the Executive Board was Detlef Herzog, one of the three founders of the company.
With effect from 1 April 2008, he was succeeded in this position by Dr.-Ing. Andreas Bastin, who
has been with the Group since December 2006. Ulrich Wantia has been the Chief Financial Officer
since the end of 2004.

The strategic focus of the Executive Board in the 2007 financial year was the expansion of the
core High-Tech Hose Systems segment, the intensification of new innovation projects and the
initiation of measures aimed at successfully restructuring of the operation sets business line
in the Medical Technology segment.

The Supervisory Board of Masterflex AG has three members. Dipl.-Ing. Friedrich-Wilhelm
Bischoping, who is also one of the founders of the Company, has been the Chairman of the
Supervisory Board since 2000. The Deputy Chairmen are Prof. Detlef Stolten (since 9 June
2004), Director of the Institute for Materials and Processes in Energy Systems at Forschung-
szentrum Julich GmbH, and Prof. Paulus Cornelis Maria van den Berg, an expert in the field
of intensive care and anaesthesia.

The deliberately small size of the Supervisory Board means that no separate Supervisory Board com-
mittees are formed. Between meetings, the Executive Board and the Supervisory Board discuss key
topics in telephone conferences and strategy discussions that are arranged at short notice. The
Chairman of the Supervisory Board also receives regular information on Masterflex AG’s course of
business and forthcoming projects.

Executive Board compensation

The compensation paid to the members of the Executive Board consists of an annual sal-
ary with a fixed and a variable component. The compensation paid to the members of the
Executive Board in the 2007 calendar year totalled € 724 thousand (previous year: € 525
thousand).

Fixed com- Performance-related Total 2007
pensation compensation € thou.
2007 2007
€ thou. € thou.
Chairman of the Executive Board,
Mr. Detlef Herzog 272 37 309
Member of the Executive Board,
Mr. Ulrich Wantia L 48 20
Member of the Executive Board,
Mr. Dr. Andreas Bastin 210 L 20
Total 661 63 724

Performance-related compensation was paid in the 2007 financial year.
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Supervisory Board compensation

The compensation paid to the members of the Supervisory Board consists solely of fixed compo-
nents. The Annual General Meeting is entitled to resolve the payment of variable compensation,
but has yet to exercise this option. The fixed compensation is paid after the end of the respec-
tive financial year.

The Chairman of the Supervisory Board receives double the compensation paid to an ordinary
member, while the Deputy Chairman receives one-and-a-half times the compensation paid to
an ordinary member. Persons who are only members of the Supervisory Board for part of a
given financial year receive pro rata compensation on the basis of the length of time served. The
publication of payments to members of the Supervisory Board for services provided individually
is consistent with the relevant statutory requirements.

All'in all, the members of the Supervisory Board received compensation totalling € 32 thousand

in 2007.
2007 2006

€ thou. € thou.
Chairman of the Supervisory Board, 14 14
Mr. Friedrich-Wilhelm Bischoping
Deputy Chairman of the Supervisory Board, 11 11
Mr. Prof. Detlef Stolten
Member of the Supervisory Board, 7 7
Mr. Prof. Paulus Cornelis Maria van den Berg
Total 32 32

Employee remuneration system

Masterflex AG has a modern remuneration system including both fixed and variable compo-
nents. The variable component is based on the performance of the respective employee and
of the Company as a whole. Payment takes the form of a bonus. Since the end of 2005, the
Company has not operated a stock option plan.

Masterflex AG also offers all of its employees the opportunity to participate in an occupa-
tional pension plan. Employees can choose between the so-called Riester pension, a regular
pension fund or direct insurance, or a combination of these options.

Market and competition

Masterflex AG is a medium-sized company with a systematic focus on highly specialised niche
markets that offer attractive future growth potential and that are driven by technical solutions
rather than product prices.

This specialist approach has allowed Masterflex AG and its subsidiaries to establish themselves
as the leaders in their respective markets. The Group’s competitors in its individual business
units are primarily unlisted small and medium-sized companies. Germany is traditionally the
most important market, accounting for more than 50 % of total revenue. However, we ex-
pect to see a shift in our geographical revenue distribution over the coming years as our busi-
ness activities become increasingly globalised.




Masterflex AG's range of hose products High-Tech Hose Systems: the Group'’s core business area

Masterflex AG is the recognised market and technology leader in its core business area of High-
Tech Hose Systems. Decisive competitive factors include the Company’s high degree of materials
and processing expertise for special plastics and its extensive innovative ability. Masterflex has
been developing groundbreaking new product innovations for more than 20 years. The most im-
portant material is polyurethane (PUR), a high-performance plastic whose versatility means that it
is increasingly being used instead of traditional materials such as metal, glass and rubber not only
in the hose segment, but across a wide range of other applications — as well as helping to make
the development of new applications possible in the first place.

Ml Suction and transport hoses
I Fabric hoses

—~ gg:g:ﬁi‘h?:etsms The range of High-Tech Hose Systems offered by Masterflex AG comprises suction and transport
hoses, including highly abrasion-resistant extruded PUR hoses, as well as the related connector
systems and special fabric suction and blow hoses. A large proportion of these hose solutions are
manufactured individually, often in close cooperation with the customer. Whereas the price-domi-
nated mass markets for PVC, rubber and film hoses are home to a wide range of domestic and
international providers, the relevant market for Masterflex AG is populated by a very small number
of hose manufacturers, the majority of which are unlisted SMEs.

In the 2007 financial year, rising raw material costs continued to put pressure on the margins of
mass plastic processors in particular. Thanks to the quality-oriented nature of its individual prod-
ucts, its long delivery terms and its high level of bargaining power as a qualified buyer of high-per-
formance plastics, Masterflex AG is able to comfortably withstand this buyer-side price pressure.

Niche market
Customised

Specialities solutions

Connecting systems

Heavy, medium and light
profile-extruded hoses
Light foil hoses, Mass market
PVC and Price dominated

rubber hoses



Group Management Report | Business Development and Business Environment | Market and competition

The relevant market for Masterflex AG is a highly specialised niche market for which no official
market data is available. As the German Federal Statistical Office publishes combined figures for
hoses, profiles and pipes, it is not possible to obtain precise information about the volume and
potential of the specific market for hoses. Similarly, no buyer-side distinction can be made: in
Germany alone, for example, our hoses are sold to more than 10,000 customers across a wide
range of industries.

Areas of application

Vehicle construction/mechanical engineering Plastics processing industry
Air conditioning and ventilation technology Paper industry
- -‘-—-_-_-—‘- .
Waste disposal Vehicle workshops
Automotive industry Food industry
Textiles industry / Wood processing industry
Electrical engineering f Chemicals industry

Glass/ceramics industry Semiconductor technology

Metal production and processing industry

n Masterflex

As experts are forecasting an extremely positive future for plastics and polyurethane, we
believe the growth potential for special plastic products in general, and our High-Tech Hose
Systems in particular, to be excellent.

The plastics market

Plastics are the material of choice for the 21st century. There are many good reasons for using
plastics. With a view to environmental protection and the conservation of resources, one key
point is the fact that plastics production only requires 4-6 % of the crude oil and natural gas
consumption. The energy stored in plastics can also be reused through recycling. Furthermore,
a large number of innovations would not have been possible without the use of plastics. The
outstanding properties of plastics can be further enhanced through the application of new
technologies, such as nanotechnology.

In the hose market, polyurethane is particularly highly regarded on account of its abrasion
resistance, which is several times superior to that offered by conventional materials such as
PVC, rubber and steel. Since 1987, Masterflex AG has established a substitution market for
hose systems using polyurethane and other high-tech materials with a wide range of innova-
tions, many of which are patented.

The positive outlook for the segment is based on the fact that Masterflex is active in the grow-
ing market for high-quality specialist hoses using innovative polyurethane, a material which
enjoyed an above-average global market share of around 6-7 % in 2007.
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This growth potential is reflected in the figures for the plastics industry in general, and the
prospects for polyurethane in particular. 245 million tonnes of plastic materials were pro-
duced worldwide in 2006 — around 15 million tonnes more than in 2005. This means that the
total plastics production volume has doubled over a period of roughly 15 years. The plastics
producing industry in Germany generated revenues of € 22.2 billion (up 6.1 % year-on-year).

With around 284,000 employees, the plastics processing industry — which includes Masterflex AG
—is one of the most important industrial sectors in Germany. Plastics processing continued on its
growth path in 2007, and its future prospects are no less positive. Plastics consumption in Ger-
many, which has been rising steadily for a number of years, totalled 21.4 million tonnes in 2006.

The polyurethane market

Global polyurethane consumption represents less than one-tenth of the overall consumption
of standard plastics. In 2007, a total of 11.5 million tonnes of polyurethane were consumed
worldwide. This comparatively low figure is due to the fact that PUR processing — particularly
by extrusion — requires a high degree of technical expertise, meaning that the material is pri-
marily used in highly specialised applications rather than the mass markets.

In Europe, more than 30 million tonnes of standard plastics are processed annually, compared
with only 3.3 million tonnes of PUR. According to initial estimates, around 1,000 companies
in Germany, employing some 45,000 people, processed a total of 920,000 tonnes of PUR in
2007. This meant that the revenues attributable to PUR in Germany exceeded € 5 billion for
the first time.

According to the German Plastic Foam Association (FSK), the furniture and mattress industry
is the largest buyer of PUR in Germany, accounting for around 65 % of sales, followed by
the building and vehicle construction sectors. Hoses fall under the “Other” category, which
constituted a mere 3 % of total sales.

The global growth in PUR consumption is due to its versatility as a material, the permanent
development of new and existing products, applications and processes, and rising demand
from Eastern Europe and Asia. Accordingly, the major plastics manufacturers are forecasting
continued stable growth in PUR consumption over the coming years, with annual growth
rates of 5-6 %. All in all, global PUR consumption is expected to increase to around 15 million
tonnes by 2010 (source: FSK).

The hose market: beyond Germany

Masterflex AG sees its growth potential as the result of permanent product innovations in
existing and new markets, as well as foreign expansion. Interesting market potential is offered
by the USA, where hoses are traditionally manufactured using PVC or rubber and awareness
of the positive characteristics of PUR is extremely low.

Further potential is provided by expansion into Eastern Europe, where the market is currently
driven by the growing need to comply with EU environmental and industrial requirements
and the expansion of the production capacities of existing customers, who take their stand-
ards — and hence Masterflex's products — with them. In general, growth potential will always
be offered by markets and countries in which industrial standards and environmental aspects
play an important role.
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Fuel Cell Technology sub-segment

In its Fuel Cell Technology sub-segment, Masterflex AG focuses on the development of innova-
tive, environmentally-friendly mobility concepts for light mobile vehicles. The Company’s Fuel Cell
activities are concentrated on cells with an output of between 25 and 1,000 watts. Masterflex uses
hydrogen-based PEM (Proton Exchange Membrane) Fuel Cells, which are currently considered to
offer the greatest potential as an alternative energy form for the transportation industry.

The market for light mobility vehicles is a growth market with global sales of more than 10 million,
including around a million electric bicycles with battery-powered drive systems. The power output
of these bicycles, which are known as Pedelecs (derived from “pedal electric”), is automatically cou-
pled with the muscle power of the rider via a force/movement sensor. The engine, which is only ac-
tive when the bicycle is being pedalled, reinforces the rider’s action with additional energy. Pedelecs
with accumulators have a range of between 20 and 50 kilometres. Around 50,000 Pedelecs were
sold in Germany in 2007. Masterflex AG is a technology leader for innovative drive system concepts,
with a product range encompassing various types of light mobility vehicle:

1. Pedelecs with Fuel Cell Drive Systems

The Company has developed Pedelecs with Fuel Cell Drive Systems that offer a significantly larger
range than bicycles with accumulators. A fleet of ten bicycles with a range of up to 120km has been
in operation since 2006.

2. Cargobikes with Fuel Cell Drive Systems

The Cargobike is an environmentally-friendly solution for the transportation of heavy loads in urban
areas. The Cargobike features an integrated Fuel Cell and a modular structure that allows it to be
equipped differently for various areas of application. As well as the available motor power, a 250-
watt Fuel Cell System provides additional electricity for vehicle lighting, the cooling of the trans-
ported goods, etc. The Cargobike includes a solution to the general problem of hydrogen supply:
hydrogen is stored in a standard cartridge that can be refilled or easily exchanged. This gives the
Cargobike a range of around 250 kilometres.

3. Electric bicycles with battery-powered drive systems

In 2007, Masterflex Brennstoffzellentechnik GmbH received a major order to supply 14,000 electric
bicycles with accumulators via its subsidiary CAB, Berlin, thereby helping it to further expand its
market position.

The market for renewable energies

Climate change was one of the main talking points of 2007. The UN climate report highlighted
the dangers of rising temperatures, triggering a global discussion on measures aimed at pre-
venting further global warming.

The sustained high level of oil and gas prices also increased the public focus on renewable
energies. According to a study by Postbank, electricity prices increased by 7 % year-on-year in
2007, while gas and fuel prices rose by 3% and 2.3 % respectively. The study noted that the
average consumer now spends around 50 % more on energy than was the case ten years ago.
There is also a need for action because global CO, emissions are actually on the rise, rather than
decreasing: according to the German Federal Ministry of Economics and Technology in Berlin,
CO, emissions exceeded 30 billion tonnes for the first time in 2006, compared with 22.7 bil-



lion tonnes in 1990. In Germany, CO, emissions are being reduced through the promotion of
renewable energies, emissions trading and improvements in energy efficiency. Extensive legisla-
tive amendments were announced in late 2007.

German industry is the global market leader in the field of renewable energies. In the federal
state of North Rhine-Westphalia (NRW) alone, revenues of € 4.8 billion were generated from
renewable energies in 2006, up 13 % on the previous year. This means that Masterflex AG op-
erates in a growing market environment with excellent economic conditions.

There is also considerable political support for renewable energies: for example, NRW's state
government is aiming to increase revenues from renewable energies to € 15 billion by 2020.
In 2007, it launched an energy efficiency campaign, “NRW Saves Energy”, with the aim of
reducing primary energy consumption throughout Europe by 20 %. The Seventh EU Research
Framework Programme (FP7), which will run until 2013, has also been in force since 1 January
2007, with its “Energy” section including subsidy programmes worth at least € 2.35 billion.

The market for niche transportation vehicles

2007 was another positive year for the use of Fuel Cells in niche transportation vehicles.
However, the number of new units decreased as against the previous year. The reason for this
development is the amount of time required for testing and feasibility studies. According to a
study by Fuel Cell Today, although the level of interest and investment in the market for light
mobility vehicles remains high, the marketing process will still take some time.

The vast majority of manufacturers use hydrogen-based PEM Fuel Cells, with nearly 100 % of
all Fuel Cell projects, including those in the transportation industry, now using this Fuel Cell
type. Fuel cells are employed in three main areas: transportation, stationary applications and
portable applications. Niche transport applications, light mobility vehicles and buses account
for 50 % of the total installed systems.

According to the study, it will take some time before light mobility vehicles are ready to be
marketed. Masterflex AG is one step ahead of the game, however, as we started miniseries
production and active marketing in 2007. Furthermore, our Cargobikes have been in use
since the Football World Cup in 2006. Masterflex AG is supported in the development of mar-
ketable products by NRW state, which is actively pursuing the evolution of “early markets”.
Fuel cell projects are promoted by the “Fuel Cell and Hydrogen Network NRW", which was
formed in 2000 by the NRW Energy Agency.

The need to develop sustainable, environmentally-friendly mobility concepts is driven by the
fact that, in the EU alone, CO, emissions will have to be reduced by 30 % by 2020. There
is also a growing trend towards the creation of environmental zones from which vehicles
exceeding certain emission levels can be banned. Vehicles entering such zones must have a
badge showing their emissions rating, with fines being issued to drivers who breach the rel-
evant provisions. These developments serve to underline the potential offered by Masterflex
AG’s environmentally-friendly light mobility vehicle projects.
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Medical Technology
The Masterflex Group offers two different product groups in its Medical Technology business
unit.

Medical components

An expert in the field of extrusion technology, our subsidiary Novoplast Schlauchtechnik
GmbH produces individual medical components, known as medical devices. This includes
high-quality infusion and multi-lumen tubes and catheters. Developments in this relatively
new business area are extremely promising. In the same way as for industrial hoses, we have
set new standards in this field in recent years. We also offer connecting elements made of
special plastics via Fleima Plastic GmbH, a recognised specialist for the provision of among
others plastic components to the pharmaceutical and Medical Technology industries.

Special plastics are among the most innovative materials in the Medical Technology indus-
try on account of their versatility and their hard-wearing properties. For example, our poly-
urethane materials can be manufactured with anti-bacterial, anti-thrombogenic or biode-
gradable properties. Unplasticised — and hence safe — materials are increasingly being used
in medicine. The future potential of this segment is further underlined by the fact that 45 %
of all Medical Technology products worldwide are already manufactured using plastics. In
Germany, around 125,000 of plastics were used for medical products in 2005, representing
more than 1 % of total consumption. According to estimates by BASF AG, the use of special
plastics will continue to grow by between 5-7 % annually.

Medical sets

In the second sub-segment, we offer complete sets for coronary angiographic examinations.
Our subsidiary Angiokard Medizintechnik GmbH & Co. KG is one of the German market lead-
ers for the provision of these customised sets (known as customer procedure trays or CPTs),
and is also active in Europe and the Middle East in cooperation with leading partners in the
area of angiographic sets.

Around 750,000 sets are used in Germany every year, representing approximately 900 proce-
dures per 100,000 inhabitants. Similar figures can be seen in other European countries. \We
have started to expand the set concept to other areas over recent years and now offer opera-
tion sets for surgery, and in particular heart surgery, among other things.

Operation sets meet the requirements of the trend towards cost reductions in the healthcare
sector. They significantly reduce the preparation time for operations and examinations, as all
of the necessary components are assembled individually in accordance with the needs of the
responsible doctors, sterilised, and delivered ready for use. This helps to optimise warehouse
logistics, as well as enabling compliance with “flat rate per case” regulations by providing a
guaranteed basis of calculation, as sets are sold as disposable products at a fixed price.

Our main competitive advantage is our flexibility, as we can assemble components on a manu-
facturer-independent basis, whereas many of our competitors are subsidiaries of large corpora-
tions and are generally required to use in-house products in their sets.

LaryVent development project

In addition to our two product segments, we have been working on a major development
project for a number of years. “LaryVent” is the first respirator mask solution to prevent vocal
cord damage, as it removes the need to insert a tube into the patient’s windpipe. Although

Medical Technology product groups
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there have been significant delays in the market launch of this globally patented respirator mask,
we remain confident that it will be a success on account of its superiority compared with con-
ventional products. A marketing study has shown that the LaryVent would benefit from even
greater market potential if it also included a feeding tube. As of the end of 2007, we were still
examining whether to continue the project on our own or in cooperation with a partner, with
a final decision expected in 2008.

The Medical Technology industry

Healthcare is one of the most important sectors of the German economy, accounting for
almost one in every nine jobs. According to estimates by the German Industry Association for
Optical, Medical and Mechatronical Technologies (Spectaris), the global market for Medical
Technology is expected to record annual growth of around 4-5 % until 2010. The outlook
for the Medical Technology industry is positively impacted by the ever-increasing and ageing
world population, the increased professionalisation and commercialisation of healthcare and
nursing services, and improved health awareness.

The volume of the German healthcare market is expected to increase to € 453 billion in 2020;
however, growth in Germany is likely to be less pronounced than in the other global markets
on account of the reform backlog.

Medical Technology is a sub-segment of this market. The global market for Medical Technol-
ogy had a volume of around € 200 billion in 2006. Germany is the third largest individual mar-
ket after the USA and Japan, with a market volume of € 21 billion. The Medical Technology
market offers a significant degree of global potential, particularly in the countries of Central
and Eastern Europe, some of which are lagging behind in terms of medical equipment.

For the Masterflex Group, Medical Technology offers significant future potential on account
of its growth prospects, particularly in the area of medical devices (infusion tubes, catheters,
etc.). The Company benefits from its close cooperation with end users, with 52 % of ideas for
medical products coming from this group of consumers.

The German Industry Association for Optical, Medical and Mechatronical Technologies (Spec-
taris) expects the relevant industries to generate revenue growth of around 9% to € 47.3
billion in 2007 (previous year: € 43.48 billion) on the back of both domestic and foreign
business. Just under 50 % of the member companies of BVMed also expect to record higher
earnings than in 2006.

The German Medical Technology sub-segment is expected to record year-on-year revenue
growth of 7.3 % to € 17.2 billion (2006: € 16.0 billion). Revenue generated within Germany
has recovered following the doctors’ strike in the previous year and is forecast to increase by
around 7.6 % to € 6.2 billion, while foreign revenue is expected to improve by 7.1 % to €
11.0 billion. This would leave the export ratio unchanged at around 64 %. The final figures
will not be released until after the publication of this Annual Report.

Disposable products, intensive care and nursing articles, which represent one of the key seg-
ments for Masterflex AG, recorded above-average revenue growth of 5.6 % in 2007, while
revenue from disposable surgery materials increased by 3.4 %. According to BvMed, this de-
velopment was primarily due to higher volumes, while the price pressure that was observed
in 2006 became more intensive. This is a trend that Masterflex AG can confirm, particularly
in the area of operation sets.
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The general outlook for the field of Medical Technology is primarily driven by products that
allow cost-effective treatment, as the new “flat rate per case” regulations mean that procure-
ment is increasingly being performed on the basis of economic considerations (e.g. reducing
the length of hospital stays).

Further trends include the increased use of keyhole surgery and the intensive employment
of coating procedures and new materials that are harder-wearing or that have risk-reducing
properties. Experts are also forecasting that, by 2010, only a small proportion of medical
products will still be purchased directly by hospitals. This will benefit products that help to
reduce costs.

This growth in demand for medical products that are both safe and cost-effective means
that significant potential is available to Masterflex AG. As a provider of system solutions and
customised products, we are well positioned to benefit from this trend, whereas providers of
standard products are increasingly being squeezed out by competitors from low-wage coun-
tries. Our medical components and angiography and operation sets offer a high level of value
added and are expected to enjoy strong future market development.

In 2007, the Company fundamentally restructured its medical set operations with a view to
achieving stable future profitability. Corresponding measures have been initiated and success-
fully completed. We have achieved our two main aims — a sustainable reduction in costs and
the reorientation of our activities for the future — more quickly than initially expected. Accord-
ingly, despite the significant additional non-recurring expenses arising from the restructuring
process, our set activities were already making a positive contribution to the Medical Technol-
ogy segment’s EBIT by the end of 2007.

In 2007, developments in the area of medical devices were varied. While infusion tubes
and catheters enjoyed healthy business performance, we recorded a temporary drop in rev-
enue from plastic injection moulding parts in mid-2007 as a result of delays to several major
projects, and were unable to offset these losses by the end of the year. Although the order
situation has now returned to a satisfactory level, we took this as an opportunity to re-exam-
ine the strategic development and business model of the plastic injection moulding parts sub-
segment. All in all, we believe that our Medical Technology business unit is well positioned
to enjoy successful future development with a significantly improved earnings situation, not
least thanks to the successful restructuring of our medical set activities.

Advanced Material Design
We have been active in the area of surface finishing since 2005 via the SURPRO Group. The
name SURPRO is derived from the phrase “surface protection”.

In surface technology, special procedures are applied to change the surface of a basic material
in order to create defined properties for a wide range of applications, thereby establishing or
improving the quality and usability of a product. Examples include corrosion resistance, abra-
sion resistance, friction behaviour and electrical, thermal and optical properties, all of which
have a decisive impact on a product’s quality, usability, functionality and durability. Buyers
include almost all segments of the manufacturing industry.

A general distinction can be made between surface treatment and surface coating. Examples
include galvanising, hot-dip galvanising and varnishing, or heat treatment and hardening tech-
nology.
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SURPRO is a provider of galvanisation, metal processing and assembly services for functional
and decorative goods. Functional galvanisation is used for the corrosion and abrasion protec-
tion of components, the improvement of electrical conductivity or catalysis. Examples include
the galvanisation of screws, the production of metallic catalysers for the chemicals industry or
Fuel Cells, as well as the gilding and silvering of electrical contacts. Decorative galvanisation
is primarily used for the adornment of objects which are required to meet certain minimum
technical standards. Examples include plastic galvanisation, the chromium plating of tubular
steel furniture and motorbikes, and the gilding of jewellery, writing utensils and cutlery.

SURPRO is a highly specialised niche provider for the manufacture and finishing of precision
surfaces. In our automated turning shop, which is equipped with state-of-the-art, computer-
controlled machinery, turned parts are manufactured to the very highest degree of accuracy
and precision. SURPRO’s core competencies include the manufacture and processing of axi-
ally symmetrical parts from stainless steel, brass, silver, gold, aluminium and plastics using a
cupping process, and the CNC turning of pipes and rods. Surface coating is performed on
the basis of environmentally-oriented processes using a fully automated galvanisation facility.
The products that are finished in this manner include decorative components for high-quality
consumer goods and technical components for the electronics, dental, medical and aviation
industries.

Surface technology — market data
Surface technology is one of the fastest-growing industries in Germany, with its modern pro-
cedures enjoying an increasingly wide range of applications.

Sector revenue in 2004 amounted to approximately € 4.5 billion. Applying the wider defini-
tion of surface technology, however, revenue totalled almost € 14 billion. This makes Ger-
many one of the two leading countries for surface technology in the EU, the other being Italy.
According to a study by Industriekreditbank (IKB) in 2005, the order situation in the surface
technology industry is expected to remain stable in future.

Galvanisation is the largest segment of the surface technology industry, accounting for a
market share of around 26 % (source: German Federal Statistical Office). Galvanisation is
generally performed by a large number of small and medium-sized companies, with total
revenue estimated at around € 5.6 billion (2004). The most common coating material is zinc,
which accounts for around 40 % of all galvanisation. The growing trend towards the metal
coating of plastics is a development that Masterflex AG intends to address via SURPRO in
future. According to the IKB, the production value of plastic coating has increased by 350 %
over the past decade.

2006 was one of the best years on record for the galvanisation industry. In terms of the
number of active companies, surface finishing galvanisation for industrial and trade applica-
tions is the largest segment of the galvanisation technology industry. It consists of a total
of 1,200 industrial and 480 piecework galvanisers, all of which are small and medium-sized
enterprises with between 5 and 400 employees.

In 2006, revenue in the industrial galvanisation segment increased by an average of 15 %,
with further growth of 15 % forecast for 2007. The successful 2006 financial year was over-
shadowed to an extent by the cost explosion in the raw material and energy markets, which
put pressure on surface finishers’ earnings situation.
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The IKB is forecasting nominal revenue growth of 6-7 % p.a. until 2008. Surface finishing is
considered to offer an extremely high overall economic benefit.

We expect this positive industrial environment and the proven expertise of the SURPRO Group
in its traditional business area to offer additional growth potential. The first joint projects be-
tween Masterflex and SURPRO, which are aimed at investigating the metal coating of plastics,
have already been initiated.

Mobile Office Systems

We are active in the area of mobile computing equipment via our subsidiary DICOTA GmbH,
which we acquired in 2001. This business unit does not form part of our core activities, as we
no longer consider the notebook market to be central to our operations in the field of Fuel
Cell Technology; instead, we are now focusing on the market for light mobility vehicles.

DICOTA GmbH is one of the leading global full-service providers within the industry. Its busi-
ness activities primarily focus on the sale and distribution of cases and bags for the transporta-
tion of notebooks and office systems. DICOTA's product range also includes a comprehensive
selection of accessories (wireless mice, numerical keypads, etc.).

Globally, the company has ten subsidiaries with around 80 employees. In recent years, it has
intensified its presence in the rapidly evolving markets of Asia and Eastern Europe in particular.
With growth of over 30 %, DICOTA has successfully established itself as a market leader.

In 2007, DICOTA GmbH celebrated its 15th anniversary, during which time it has successfully
developed into one of the leading providers for the mobile office. DICOTA's high degree of
acceptance and leading global position in the market for Mobile Office Systems is documented
by a wide range of product innovations and awards.

Market development

The IT market as a whole is a growth market. Additional growth potential is offered by the
EU expansion and the development of emerging economies, particularly in the boom region
of Asia. According to forecasts by the market research company IDC, the EU expansion alone
is expected to inject more than USD 27 billion into the IT markets of the ten new EU member
states between 2004 and 2013.
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According to IDC, the volume of the German IT market also grew by 4.2 % to € 60 billion
in 2007 on the back of the economic upturn and the positive investment climate. The hard-
ware segment recorded growth of less than 2 %, thereby significantly underperforming the
IT market as a whole; this reflects the sustained downturn in hardware prices. However, de-
velopments within this segment are far from uniform: in the main area of hardware systems
(servers, personal computers and workstations), market research institute IDC is forecasting
moderate growth of just over 1% in 2007. The positive trend in the German IT market is
expected to continue into 2008, with growth rates catching up with the European average
following comparatively weak performance over recent years.

Notebooks sub-segment

As in the previous year, notebooks were the primary growth driver in the PC market in 2007.
The global computer market grew by 14.6 % in 2007, representing sales of 269.8 million PC
systems. This development was driven by falling prices and is expected to continue in 2008.
In the fourth quarter of 2007, notebooks recorded growth of 37 %, outperforming even the
record years of 2003 of 2005. Portable systems now account for 45 % of all computer systems
sold, and experts at IDC expect this figure to increase to 50 % in 2008.

The outlook beyond this period is also optimistic, with IDC forecasting growth in notebook
sales of 110.3 million units over the next four years to a total of 208.7 million, i.e. almost dou-
ble the number currently sold. This means that notebooks are expected to account for 53.3 %
of the market by 2011. IDC also anticipates a reduction in the market share attributable to
Europe (currently 22 %) in favour of the boom regions of Eastern Europe and Asia. Accordingly,
the global growth potential for Mobile Office Systems is considered to be extremely positive.
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Corporate management, objectives and strategies
Objectives and strategies

Market leadership

We aim to be a market leader in all of our target markets, with a specific focus on technology
leadership rather than price leadership. Masterflex AG has already successfully implemented
this corporate principle in its High-Tech Hose Systems and Advanced Material Design business
units. In the Fuel Cell Technology segment, too, we have become the technology leader for Fuel
Cells with an output of between 25 and 1,000 watts over the past five years thanks to our fully
functional, stable Fuel Cell solution. We intend to further expand this leading position over the
coming years, particularly in the market for light mobility vehicles, with a view to implementing
our expertise in the form of marketable products.

In the Mobile Office Systems business unit, our subsidiary DICOTA GmbH is also one of the
market leaders. In the Medical Technology segment, our subsidiary Angiokard Medizintechnik
GmbH & Co. KG is the German market leader for angiography sets. The intensity of competi-
tion in this segment has increased over recent years, with our aim being to defend our leading
position while expanding into new segments.

Focus on research and development

Research and development are vital elements in the more than 20-year success story of Mas-
terflex AG. We have established ourselves on the market as a specialist for the development
and processing of innovative materials using new technologies. We recognised the potential of
polyurethane and other special plastics at an early stage. Since 1987, we have systematically
expanded our materials expertise and developed new procedures and formulas with a view to
optimising the properties and surface structures of our products.

One of the overriding aims of our strategic corporate planning is the safeguarding of our inno-
vative strength. Accordingly, our activities in 2007 focused on the development of new and ex-
isting highly abrasion-resistant hose systems, anti-bacterial catheters, heatable and inner-coated
hoses.

We have further expanded our cooperation with universities and institutions with a particular
focus on the optimisation of material properties and the application of new processes.

In the area of Fuel Cell Technology, we are in close contact with the partners of the Fuel Cell
and Hydrogen Network NRW with the aim of accelerating the development of this innovative
form of energy production. Our Cargobike activities include cooperation with a number of local
companies, as well as at a European level via the HyChain project.

Active in profitable niche markets

Our aim is to become the market leader in profitable, future-oriented niche markets. This means
that we develop high-quality products and systems for areas in which technical solutions are con-
sidered more important than low prices. Accordingly, we leverage the relevant markets by apply-
ing a value-oriented, rather than revenue-oriented, approach. The key performance indicators are
earnings before interest and taxes (EBIT) and the EBIT margin, with a double-digit target applied
for the latter. However, exceptions may be tolerated with a view to allowing more rapid market
penetration.
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® In 2007, the EBIT margin was impacted by the implementation of a wide range of measures
aimed at the further expansion of our core High-Tech Hose Systems business unit, including
investments in research and development, sales and marketing. One-time expenses were
incurred as a result of the relocation of production from Bulgaria to the Czech Republic.

¢ In the USA, we invested in human resources and the optimised expansion of our inventories
in order to reflect the size of the market. A double-digit EBIT margin will only be achieved
a few years from now, as further investments will be required in order to leverage the avail-
able market potential.

e At our subsidiary DICOTA GmbH, revenue growth and rapid market development are cur-
rently being prioritised ahead of value-based growth, as DICOTA would otherwise miss out
on the opportunity to position itself as one of the leaders in the dynamic Asian growth mar-
ket for Mobile Office Systems. The success enjoyed in the 2007 financial year justifies our
confidence in our ability to pursue this strategy while still generating a satisfactory margin.

¢ In the Medical Technology business unit, price pressure in the sets segment has intensified
over recent years, with a corresponding effect on margins. In 2007, we initiated a pro-
gramme of measures aimed at returning this business unit to a profitable basis.

Expansion into new markets

Masterflex AG's core High-Tech Hose Systems business unit has achieved an excellent market
position in Western Europe. We work to ensure this market leadership by permanently devel-
oping new product segments (e.g. food hoses, highly abrasion-resistant hoses with stronger
inner coatings) and expanding into new markets. The main target areas are Eastern Europe
and the USA. We have established our own production facilities in the USA, whereas our
activities in Eastern Europe are based on cooperation with local partners.

Western Europe also continues to offers significant potential. The key tasks of the new High-
Tech Hose Systems management team include leveraging this potential and performing a
comprehensive market and customer analysis.

In the Fuel Cell Technology segment, our strategy is to initially focus on niche markets in
which Fuel Cell Systems and the corresponding logistics offer significant economic benefits
despite the higher costs. With our electric bicycles and Cargobikes, we have identified prod-
ucts in which Fuel Cell Systems can generate economic benefits in spite of the significant
costs involved. We made further progress towards the commercialisation of electric bicycles
in the 2007 financial year, as well as starting the miniseries production of Cargobikes. In
addition, the EU-backed HyChain project continued to gain momentum, with our products
offering a solution to the problem of hydrogen supply. Our target market is commercial appli-
cations. However, bicycle drive systems are just one of the many potential areas of application
for our Fuel Cells.

In the Medical Technology segment, we aim to expand our leading market position in the
area of angiographic sets to include other surgical fields. Over the past two years, we have
successively expanded our leading position in Germany and abroad, enjoying success in for-
eign markets in particular. By contrast, developments in Germany in recent years have been
impacted by the doctors’ strike and growing price pressure. We believe that we are well
positioned to reinforce our leading position in this area.
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In the Advanced Material Design business unit, we intend to expand the areas of application
of our products, as well as our customer base.

In the Mobile Office Systems business unit, DICOTA GmbH will press ahead with its global
positioning as a provider of high-quality system solutions in Eastern Europe and Asia in par-
ticular.

Research and development (R&D)

According to the Official Journal of the European Commission, global expenditure on re-
search and development grew by more than one-tenth in 2007. By contrast, R&D spending
in the European Union increased by only 7.4 %. The figures published in the Official Journal
are based on the information provided by the 1,000 companies with the highest R&D spend,
which were asked to disclose their investments from company funds.

According to the Donors’ Association for the Promotion of the Sciences and Humanities, total
R&D expenditure in the German economy increased significantly in 2006 after years of stag-
nation, rising by 7.4 % to € 52.0 billion (2005: € 48.4 billion). According to the most recent
estimates, R&D spending grew by a further 4.2 % to € 54.2 billion in 2007. In 2008, compa-
nies are expecting to increase their R&D expenditure by 2.2 % to € 55.4 billion.

The growth rates in 2006 and 2007 were considerably higher than price and GDP growth,
which increased by 2.5% and 2.2 % respectively. R&D expenditure as a share of GDP rose
to 2.53 % in 2006, the first such increase since 2003. The economic sector accounted for
1.77 % of GDP in 2006 after 1.72 % in the previous year, and this figure is expected to remain
unchanged at 1.77 % in 2007.

R&D expenditure in the economic sector 1991-2006, forecast expenditure for 2007 and 2008
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With research and development spending accounting for 2.5 % of GDP, Germany is ranked
only ninth in the world, behind the USA, Japan and EU member states such as Sweden and
Finland.

R&D expenditure in the rubber and plastics industry increased by 5.5 %, from € 762 million
in 2006 to € 804 million in 2007. This below-average growth rate is due to the fact that the
sector is dominated by small and medium-sized enterprises, whereas the results of the survey
by the Donors’ Association show that R&D is primarily the domain of large companies. SMEs
(companies with fewer than 500 employees) accounted for a mere 13 % of total R&D spend-
ing in Germany. The Donors’ Association is forecasting a further increase to € 824 million in
2008.

Research and development are key factors in Masterflex AG’s success

One of the overriding aims of our strategic corporate planning is the safeguarding of our in-
novative strength. The development of innovative new products has always formed the basis
for our success, and this will remain the case in future.

In our research and development activities, we use all available sources of information in
order to guarantee our Company’s long-term success, harnessing both internal and external
expertise with the aim of strengthening and expanding our product range and leveraging
new markets. Our employees develop innovative technologies for new products and pro-
duction processes. Our individual projects are tailored to the needs of operational product
development and production, with the results applied throughout the individual business
units in order to open up new opportunities for portfolio expansion. Even at the research and
development stage, our quality standards are aimed at meeting the demands of the various
markets in which we are active, right down to the specific requirements and expectations of
individual industrial clients.

The Masterflex Group’s expenditure on research and development projects primarily relates to
staff costs, as we do not perform a significant amount of asset- and cost-intensive development.
In 2007, our research and development expenses totalled € 1,216 thousand (previous year:
€ 1,125 thousand), corresponding to 1.0 % of consolidated revenue (previous year: 1.0 %).
Of this amount, development costs totalling € 814 thousand were capitalised (previous year:
€920 thousand). The majority of the remaining expenditure of € 402 thousand (previous year:
€ 205 thousand) was attributable to staff costs. The overlap between the areas of technology,
production and construction means that R&D expenses cannot be accurately allocated to the
employees involved in the respective activities.

In 2007, measures were initiated within the Group with the aim of improving the conditions
for effective, synergy-based interdisciplinary development expertise. Structured innovation
processes and the refinement of target-oriented project management will help to generate a
further improvement in Masterflex AG’s innovative ability. Cooperation with universities and
institutions has also been further expanded with a particular focus on the optimisation of
material properties.

A large number of innovations and groundbreaking new projects were established and pre-
sented throughout the Group in the past financial year:
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R&D projects: High-Tech Hose Systems

In our core High-Tech Hose Systems business unit, we focused on the development of highly
abrasion-resistant hose systems with various diameters. These hoses will allow the develop-
ment of new applications and are expected to replace the currently dominant rubber hoses
in areas requiring the handling and extraction of extremely abrasive materials in the near
future.

In August 2007, we entered into a cooperation agreement with the Fraunhofer Institute for
Environmental, Safety and Energy Technology UMSICHT (IUSE), Oberhausen, with the aim of
performing research into innovative polymer materials for hose applications.

Our research and development activities incorporate the area of nanotechnology. For exam-
ple, we cooperate with the German nanotechnology centres and other specialist institutions.
Nanotechnology allows the optimisation of the structure and properties of our materials and
the creation of new property combinations. Particular areas of interest include the targeted
adjustment of wearing properties for specialised applications and the behaviour of thermo-
plastic elastomers at high temperatures.

The projects on which we are currently working include wear-optimised surfaces, anti-micro-
bial hoses, electromagnetic compatibility (EMC) and the use of renewable raw materials. A
further project under development is a patented procedure for the interior coating of hoses
with metals or ceramics in nanoparticle structures.

In cooperation with the Innovation Centre at the Harz University of Applied Sciences, Halber-
stadt, we are researching the possibility of transferring data using polymer optic fibres (POF) in-
stead of glass fibres in future. This project requires the application of Novoplast Schlauchtech-
nik GmbH’s extensive expertise in the area of extrusion technology.

Another project relates to the optimisation of ski models, with the hoses produced by Novo-
plast Schlauchtechnik GmbH being used by a leading ski manufacturer to significantly im-
prove the ski models.

Fuel Cell Technology

The main objective of our R&D activities in the Fuel Cell Technology segment is the develop-
ment of innovative, environmentally-friendly mobility concepts. Masterflex AG focuses on
mobile applications in the 25- to 1,000-watt segment. This primarily relates to light mobility
vehicles with Fuel Cell Drive Systems. We are working in close cooperation with the partners
of the Fuel Cell and Hydrogen Network NRW with the aim of accelerating the development of
this innovative form of energy production. Our Cargobike activities include cooperation with
a number of local companies, as well as at a European level via the HyChain project.

Medical Technology

In the Medical Technology business unit, we are focusing on the development of catheters
with anti-bacterial properties that will be suitable for use in problematic environments where
water and high temperatures provide a good breeding ground for bacteria, for example.
The main product innovation is a silver catheter with anti-bacterial properties. The specifica-
tions for products with anti-microbial coatings are extremely demanding. Accordingly, we
performed extensive functional and stress testing in 2007, the results of which are promising.
This project means that we are active in a future-oriented market: according to estimates,
silver-based materials are expected to enjoy annual growth of around 10 %.
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Environmental protection

External safety experts inform us of changes in environmental legislation and the ways in
which these changes can be implemented within our operating activities, as well as regularly
monitoring our compliance with the relevant provisions. We use polyurethane and other
polymers that do not contain any toxic components and whose production results in lower
energy costs than other materials.

The production of our extruded profile PUR hoses is practically waste-free. Any rejects pro-
duced in the start-up and shut-down phases are recycled. Wires and polyurethane are sepa-
rated and resold or reused in production without a loss in quality.

We are committed to the principles of product responsibility and ensuring the quality of
our products. Accordingly, we support the principles of the EU regulation on chemicals and
their safe use (REACH), which aims to further improve the safety of all parties involved in the
product chain, as well as consumer safety and environmental protection. REACH stands for
the registration, evaluation and authorisation of new and existing chemicals that are manu-
factured in or imported into the EU. With the adoption of this regulation, responsibility for
the safety of chemicals has been transferred to the industry. REACH prescribes the pre-reg-
istration of the chemicals manufactured and sold above and beyond certain volume thresh-
olds. From the Company’s perspective, no additional registration activities are required in the
immediate future, as we do not manufacture or import chemicals with an annual volume in
excess of one tonne, and polymers are currently exempt from registration. In order to ensure
that we are ready for any changes to this legislation, however, a REACH preparation process
has been initiated within the Masterflex Group.

Environmental protection and climate change are becoming increasingly important topics at
a global level. With the development of our light vehicles with Fuel Cell Drive Systems, we are
aiming to make an active contribution to solving traffic problems and the related pollution in
the form of CO, emissions. The first bicycle fleet went into operation in May 2006, as did the
first Cargobikes with Fuel Cell Drive Systems.

Internal corporate management system

We measure the achievement of our objectives using an internal management system. We
have established a two-phase, bi-monthly, Group-wide reporting system that reflects the
Company’s development by way of a target/actual comparison. We receive weekly status up-
dates on the level of incoming orders and liquidity. The revenues, incoming orders, receivables,
liabilities and cash position of the previous month of all subsidiaries must be reported by the
fifth day of each month. Interim financial statements, a qualitative report on sales, human re-
sources and finances and a market and competitive analysis are then prepared by the middle
of the month. Quarterly financial statements are also prepared at Group level in accordance
with International Financial Reporting Standards (IFRS).
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Value-oriented corporate management using key performance indicators

The Company’s corporate management system is value-oriented, meaning that earnings indi-
cators are given priority over revenue targets. Key performance indicators (KPIs) include pre-
tax profit, EBIT and the EBIT margin (EBIT/revenue). We have defined targets for the individual
segments and the Group as a whole. Another KPI is net profit, which forms the basis for the
earnings per share, dividend and dividend yield (dividend per share/share price) figures that
are relevant for our shareholders.

In future, this value-oriented KPI system will be expanded to include the return on capital
employed (ROCE), which compares the Company’s pre-tax profit with the level of capital
employed. We also intend to adopt the return on investment (ROI) as a further KPI in order to
help us to identify the value drivers of Masterflex AG.

Our main KPI is the cash flow from operating activities, which indicates our internal financial
power and reflects the extent to which Masterflex AG generates cash from its core activities,
and hence its ability to fund the planned development of the Company from its own opera-
tions. The equity ratio is another key element in assessing the Company’s ability to finance its
activities. Our long-term target is an equity ratio in excess of 30 %. We also strive to guaran-
tee the level of capital employed in the long term in order to ensure that Masterflex AG has
a reliable basis of calculation for financial transactions.

Another frequently used performance indicator is CAPEX (capital expenditure). This is less
relevant for Masterflex AG, as the importance of our research and development activities
and the high proportion of in-house developments mean that investments primarily focus on
employee expertise.

Medium-term targets

Key performance indicator HTS MT AMD MOS Group
Market leadership X X X X X
Revenue growth p.a. 5-10% >20% >20% >20% Double-digit
EBIT growth p.a. >10% >20% >20% >20% Double-digit
EBIT margin >20% 5-10% >10% >10% 15-18%
Cash flow from operating activities positiv
Equity ratio >30%
Planned:

ROCE X

ROI X



Key performance
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EBIT growth p.a.
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HTS

5-10%
>10%
>20%

Achievement of targets in 2007

2007 MT 2007 AMD 2007 MOS 2007 Group 2007
4 X V- X v X 4 X 4
v >20% - >20% v/ >20% v/ Double-digit v/
- 220% v >20% - >20% v/ Double-digit -1/
v 5-10% = >10% - >10% - 15-18% =
positiv v
>30% -
X
X

We are generally satisfied with the extent to which we have achieved our stated targets in 2007.
Negative deviations from these targets are expected to be only temporary in nature:

¢ High-Tech Hose Systems

In 2007, we failed to achieve our target of EBIT growth of more than 10 % in the High-Tech
Hose Systems business unit. This was due to the extensive investments in human resources,
R&D and marketing that were made with a view to expanding our core operations. Earnings
in this segment are also diluted by Fuel Cell projects, which make a less significant contri-
bution to income. In addition, our activities in the US market are still in the development
stage, meaning that margins have yet to reach the expected levels. Furthermore, production
activities were relocated from Bulgaria to the Czech Republic in 2007, with EBIT impacted
by the corresponding non-recurring expenses. We expect to achieve our EBIT growth target
once again in the medium term.

e Medical Technology

We have already become the market leader in individual sub-markets, such as angiography.
In 2007, we again achieved moderately positive EBIT, thereby underlining the effectiveness
of our restructuring measures, and we are optimistic about our prospects of returning to a
substantially positive EBIT margin in 2008.

e Advanced Material Design

The revenue development of the SURPRO Group in 2007 was extremely positive. However,
we are not satisfied with the corresponding EBIT performance, as we had expected a higher
level of EBIT growth. Our aim is to improve the value-based performance of the SURPRO
Group in future.

e Mobile Office Systems

In order to allow the more rapid penetration of new markets, we have chosen to actively
tolerate a slower pace of earnings and revenue growth. The extremely successful expansion
activities in Asia meant that, as expected, the business unit's EBIT margin fell below our target
of 10% in 2007.
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The 2007 financial year

General economic situation

The economic environment continued to improve in 2007, with further growth in the German
economy following the upturn in 2006. According to the German Federal Statistical Office,
gross domestic product (GDP) increased by 2.5 % in real terms (previous year: 2.9 %). Exports
were the main growth driver, rising by 8.3 % and accounting for more than half of the GDP
growth. This allowed Germany to defend its global export crown. GDP growth was also
driven to a significant extent by investments in equipment and machinery, which increased
by 8.4%. All in all, German industry grew by 5.2 %, while growth in the construction sector
declined to 1.7 %.

2004 2005 2006 2007
Year-on-year change in %
Utilisation of gross domestic product

Price-adjusted, chained

Private consumer spending 0.2 -0.1 1.0 -0.3
State consumer spending =1.5 0.5 0.9 2.0
Gross capital expenditure -0.2 1.0 6.1 4.9
Equipment 4.6 6.0 8.3 8.4
Construction -3.8 -3.1 4.3 2.0
Other assetts 2.1 4.8 6.7 6.5
Domestic utilisation -0.2 0.3 1.9 1.1
Exports 10.0 7.1 12.5 8.3
Imports 1.2 6.7 11.2 5.7
Gross domestic product (GDP) 1.1 0.8 2.9 2.5

Source: German Federal Statistical Office

The sustained economic upturn resulted in a total of 39.7 million people in employment, the
highest figure since German reunification. Private consumption was negatively impacted by
the VAT increase, significant rises in energy and food prices and weak salary development,
falling by 0.3 %. Thanks to the increase in tax receipts, Germany recorded a balanced budget
for the first time since 1969. By contrast, inflation exceeded the 2 % mark for the first time
since 1994, climbing to 2.2 %.

2007 was a year of high volatility and extreme developments on the stock markets as a result
of the real estate and financial crisis in the USA. While the German indices recorded growth
in the first half of 2007, there were significant variations in their performance throughout
the rest of the year. The DAX closed the year up 23 % at 8,067.32 points. The MDAX rose by
only 4.9 %, while the TecDAX enjoyed the best performance of all in 2007, recording gains
of more than 30 %. By contrast, the SDAX fell by 8.4 % to close the year at 5,191.56 points.
The market for IPOs remained positive in 2007, with the number of initial public offerings
again increasing year-on-year to total 230 (previous year: 210), of which 33 (previous year:
40) were in the Prime Standard.
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In 2007, the number of insolvencies increased by 7.8 % to 167,000. Company insolvencies
fell by 10.4 % to 27,490 cases, while consumer insolvencies reached a new high, breaking
through the 100,000 barrier for the first time since the adoption of the German Insolvency
Statute to total 109,330.

The German economy lost significant momentum towards the end of 2007. At 2.5 %, growth
in Germany only just fell below the level recorded in the euro zone (2.6 %); however, growth
in the EU as a whole was substantially higher at 2.9 %. All in all, the gross domestic product
totalled € 2.4 billion.

The volume of world trade increased by 7.5 % in 2007, with further growth of 7 % expected
in 2008. The growth recorded in 2007 varied significantly from region to region. In particular,
China again proved to be a key growth driver for the global economy, with experts forecast-
ing further growth of around 10 % in 2008. India is also expected to record growth of some
8 %. Investment activity in both countries is buoyant, with private consumption also develop-
ing well. This is expected to have a positive impact on the order situation for companies in
industrialised European nations.

In the USA, real GDP grew by 1.8 % in 2007 despite the crisis on the real estate and financial
markets, with real GDP growth of a good 2 % forecast for 2008. However, this will depend
on the extent to which the real estate crisis affects private consumption, traditionally one of
the key drivers of the US economy. A recession in the USA could have a significant impact on
the global economy.

Plastics industry

The plastics processing industry continued on its growth path in 2007, recording revenue growth
of 7.5% to € 53.0 billion (2006: € 49.3 million). This meant that plastics processing companies
again made an extremely positive contribution to overall economic development. In 2007, the in-
dustry employed around 284,000 people across 2,780 companies, up 3 % on the previous year.

More than one-third of the plastics manufactured in Germany were exported, with exports again
enjoying above-average growth. However, the order situation at German companies remained
difficult on account of the significant rise in energy and raw material prices.

At 9.5%, suppliers to the automotive and electronics industries recorded the highest level of
revenue growth, followed by packaging producers (9 %) and consumer goods manufacturers
(6.6 %). Following a strong 2006, revenue growth in the construction industry fell to 4.7 % (1.7 %
in real terms) due to the downturn in construction spending. Exports rose by 9.8 %, thereby again
outstripping domestic demand (6.4 %). The export ratio increased to a record level of 36.6 %.

As an economic sector that is dominated by small and medium-sized companies and sandwiched
between multinational raw materials corporations on the supply side and industrial buyers on
the demand side, pressure on margins in the plastics processing industry has increased. Rising
raw material, energy and transport costs have led to a deterioration in the earnings situation at
a number of companies. The sector is also exposed to increasingly stringent supply conditions on
the part of raw material producers.

Capacity utilisation among the member companies of the General Association of the German
Plastics Processing Industry (GKV) currently amounts to 82 %. Two-thirds of the companies sur-
veyed expect demand to continue to increase in 2008. Accordingly, the GKV expects the sector to
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record growth of between 3.5 % and 4 % in the current financial year. Experts from the specialist
magazine Plastverarbeiter expect growth to slow down in 2008, with the overall production vol-
ume increasing by around 2.7 %.

Masterflex AG

The anniversary year of 2007 was another successful year for Masterflex AG, with the Group’s
development significantly outperforming that of the industry as a whole. Consolidated rev-
enue increased for the 20th year in succession, with dynamic growth of 19.8% to € 138.6
million (2006: € 115.7 million). This means that we are the upper end of our forecast range
of 10-20 % and again outperformed the industry as a whole.

Revenue increased across all business units, with particularly strong development in the Ad-
vanced Material Design and Mobile Office Systems segments.

In our core High-Tech Hose Systems business unit, activities in 2007 focused on leveraging new
customer segments and pressing ahead with our expansion into Eastern Europe. Segment rev-
enue increased by 9.5 % to € 45.3 million (2006: € 41.4 million), representing 32.7 % of total
consolidated revenue (2006: 35.8 %).

Medical Technology recorded below-average growth of 2.1 % to € 18.3 million (2006: € 17.9
million). This corresponds to 13.2 % of consolidated revenue (2006: 15.5 %). The lower level
of revenue growth is due to the restructuring measures initiated in 2007. We have discontin-
ued our operations in certain product and customer segments with a view to improving our
qualitative growth. These measures have been successful to date, and we are satisfied with the
development of the Medical Technology segment.

In the Advanced Material Design business unit, revenue increased dynamically by 36.5% to
€ 25.4 million (2006: € 18.6 million), corresponding to 18.3 % of consolidated revenue (2006:
16.1%). The Mobile Office Systems business unit also enjoyed highly dynamic development
in 2007 on the back of the intensive globalisation of its activities. Segment revenue increased
by an impressive 31.2 % to € 49.7 million (2006: € 37.9 million), representing 35.8 % of total
revenue (2006: 32.7 %).

In regional terms, Germany remains the most important sales market for the Group. The eco-
nomic upturn had a tangible impact in 2007, allowing us to increase our revenue in Germany by
15.9 % to € 74.9 million (2006: € 64.6 million). This corresponds to 54.0 % of total consolidated
revenue (2006: 55.9 %). Revenue generated with other EU member states increased by 15.6 %
to € 31.9 million (2006: € 27.6 million), or 23.0 % of consolidated revenue (2006: 23.9 %).
At 35.5%, the rest of the world again accounted for the highest proportion of our revenue
growth. This was primarily attributable to the pace of the Group's expansion in Eastern Europe
and Asia. Revenue increased from € 23.4 million in the previous year to € 31.8 million in the
2007 financial year, corresponding to 23.0 % of total consolidated revenue (2006: 20.3 %). Due
to the further globalisation of our activities, we expect to see a continued shift from Germany
to other regions over the coming years.

Consolidated revenue (€ billions)
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Consolidated earnings development

In 2006, consolidated EBIT was impacted by a non-cash goodwill impairment of € 4.1 million
at our subsidiary Angiokard Medizintechnik GmbH & Co. KG. This was due to new informa-
tion on the outlook for the company, including uncertainty over the impact of the German
healthcare reform on sales of its angiography and operation sets.

There was no such burden on the Group’s earnings performance in the 2007 financial year. All
of the business units made a positive contribution to earnings, with the core High-Tech Hose
Systems business unit accounting for the largest share.

Consolidated earnings before interest, taxes, depreciation and amortisation (EBITDA) in-
creased by 7.0 % to € 18.4 million in the 2007 financial year (2006: € 17.2 million), while
consolidated earnings before interest and taxes (EBIT) rose by 51.6 % to € 15.4 million (2006:
€ 10.1 million), representing growth of 8.3 % on an operating basis. This places us in our
forecast range of 6-12 % for the past financial year.

Consolidated earnings before taxes (EBT) increased by 63.1 % to € 11.7 million (previous year:
€ 7.2 million). Consolidated net profit also developed dynamically, improving by 66.8 % year-
on-year to € 7.5 million (previous year: € 4.5 million). On an operating basis, consolidated net
profit remained essentially unchanged year-on-year. This corresponds to earnings per share of
€ 1.71 (previous year: € 1.03). The Group tax rate was 33.0 % (previous year: 31.3 %).

In 2007, our value-based performance again failed to reflect the increase in consolidated rev-
enue. This was primarily due to the intensive internationalisation of DICOTA GmbH’s activities,
which required a high level of up-front expenditure, as well as investments in the expansion
of our core High-Tech Hose Systems business unit and restructuring costs in the Medical Tech-
nology segment. The Group's profit margin recovered to 11.1 % in 2007, but was still lower
than the level recorded in 2005 as a result of the aforementioned effects.

Based on the positive development of consolidated net profit, we will recommend to the
Annual General Meeting on 4 June 2008 that a dividend be distributed in the amount of
€ 0.80 per share, the same level as in the previous year. This represents a dividend yield of
4.8 % based on the XETRA closing price of € 16.74 on 14 March 2008.

We expect to see a further improvement in our earnings situation in the 2008 financial year,
as we intend to continue to expand our position in our core High-Tech Hose Systems business
unit with a targeted product and marketing campaign. We also anticipate a significantly im-
proved contribution to earnings from the Medical Technology business unit, while the Mobile
Office Systems segment is expected to continue to develop positively.
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High-Tech Hose Systems Segment revenue

Our High-Tech Hose Systems business unit generated revenue of € 45.3 million in 2007 (2006; ~ High-Tech Hose Systems (€ milions)
€ 41.4 million), representing year-on-year growth of 9.5 %. This means that, as in the previ- 5o

ous years, growth in both consolidated and segment revenue was higher than in the plastics

453
processing industry as a whole (+7.5 %), as well as significantly outperforming German GDP 0 414
growth. 30 36.0
The key market for High-Tech Hose Systems remains Germany, where the economic upturn 20
was reflected in substantial revenue growth of 15.9 %. 10
0

We have reinforced our market position with a range of innovations, as well as leveraging 2005 2006 2007
new customer segments with our master PUR inline product. Further product innovations

include hoses for office applications, new ski models and coupling lines, while a hose for

outdoor applications (camping) is currently in the project phase.

We also made further progress in our internationalisation process in 2007, increasing rev-  Segment EBIT:
enue and gaining new customers in Eastern Europe. In the USA, new legislation has been  High-Tech Hose Systems (€ millions)
introduced that should result in higher demand for our exhaust extraction hoses. Under this 10

legislation, the engines of fire vehicles must be started at certain intervals in order to ensure 8 9.2 ki
that they are ready for operation in an emergency situation, and the exhaust gases produced ;

in the process must be collected and extracted. Our sales in the USA have not been nega-

tively affected by the crisis in the mortgage market. At our production site in Houston, a new

S

N~

industrial belt stretching as far as the Mexican border is being created, resulting in a number
of new companies moving to the region. 0
2005 2006 2007
The Fuel Cell Technology sub-segment generated seven-figure revenue. This development
was driven by the sale of additional Cargobikes, including as part of the HyChain project.
Additional revenue was generated via PERM Motor GmbH, which was acquired in September
2006. The major order for 14,000 electric bicycles that was received in the past financial
year — the largest in Masterflex AG’s history — will be implemented in 2008. The Executive
Board is confident that this will be a decisive step in the further development of the market
for light mobility vehicles. The bicycles will be produced and delivered in Germany.

In 2007, we achieved our earnings targets in our extremely profitable High-Tech Hose Systems
business unit. However, it should be noted that earnings were impacted by investments in the
expansion of the business unit and start-up costs in the Fuel Cell Technology sub-segment.

Staff were recruited for both High-Tech Hose Systems and Fuel Cell Technology, and invest-
ments were made in employee training and further education. Non-capitalisable expenses
arose from the complete upgrade of the IT system, among other things. Non-recurring ex-
penses were also incurred due to the relocation of a production site from Bulgaria to the
Czech Republic. As a subsidiary of SURPRO already operates production facilities in the Czech
Republic, we expect this to result in synergy effects due to the joint use of resources. Produc-
tion began in Q4 2007. Despite these effects, some of which were non-recurring in nature,
segment EBIT increased by 5.4 % to € 9.7 million (previous year: € 9.2 million). This corre-
sponds to an EBIT margin of 21.3 % (previous year: 22.2 %), meaning that the High-Tech Hose
Systems business unit remains our Company’s stable earnings base.
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Segment revenue: Medical Technology Medical Technology
(€ millons) Total revenue in the Medical Technology business unit increased by 2.1 % to € 18.3 million
in 2007 (previous year: € 17.9 million), with medical sets again accounting for a significant

18
183
17.9 , o L : .

i proportion of this figure. We succeeded in increasing segment revenue despite the stream-

lining of our medical set product range in the course of the planned restructuring measures.
14 However, this smaller product range means that the quality of our revenues has improved.
b We pressed ahead with the distribution of our medical sets, performing customer analyses
10

and further improving our customer relationships. Angiokard Medizintechnik GmbH & Co.
KG and its subsidiary Medic Health Care GmbH were represented at major medical trade fairs,

2005 2006 2007 such as the MEDICA in Dusseldorf, with the aim of increasing awareness of their operation
sets.

Segment-EBIT In 2007, the medical components sub-segment recorded extremely satisfactory development
Medical Technology (€ millions) in some cases. Starting from a low level, we generated double-digit growth in revenue from
0; medical hoses and catheters. Activities in 2007 focused on the silver catheter project. Silver
PO — is highly prized in the Medical Technology industry on account of its superb hygienic proper-
=1 ties. The new product was stress-tested in 2007 in order to obtain reliable information on
-2 its durability. The results achieved to date are extremely promising. With this project, we are
:i -4.0 addressing the needs of a future-oriented market: according to a study by PIRA International,
2005 2006 2007 the market for anti-microbial additives is expected to record average annual growth of 3.7 %
over the coming years, with silver-based materials enjoying above-average growth of some

10% p.a.

The earnings situation at Fleima Plastic GmbH in 2007 was impacted by the implementation
of the necessary renovation activities.

Our internationally patented respirator mask, LaryVent, was presented at various medical
conferences in 2007. This was accompanied by discussions with potential strategic partners.
Additional clinical trials were performed in order to investigate the benefits of adding a feed-
ing tube to the LaryVent mask.

On account of the comprehensive restructuring measures, we set ourselves the target of
breaking even in 2007, an objective which we successfully achieved. Compared with the pre-
vious year, in which earnings were significantly impacted by goodwill impairment, segment
EBIT improved from € 4.0 million to € 0.2 million.

We believe that the Medical Technology business unit offers additional development potential for
Segment revenue the 2008 financial year thanks to its innovative products and strict cost management.
Advanced Material Design (€ millions)
30 Advanced Material Design
In 2007, we generated revenue of € 25.4 million in the Advanced Material Design business
unit (2006: € 18.6 million), with earnings before interest and taxes increasing to € 2.3 million
(2006: € 2.1 million). Although we achieved our targets, we had expected to record signifi-
cantly higher earnings as a result of the strong order situation.

25

20
18.6

Production reached a high level in the first half of 2007 thanks to a major order. To meet
customer requirements, additional staff were employed and some production took place
at weekends. However, the majority of the products were only delivered and invoiced from
the second half of the year onwards. The completion and settlement of this major order will
continue into spring 2008, meaning that some of the EBIT that was expected to be generated

2006 2007
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in 2007 will instead be recorded in the new financial year. As a result of this, as well as the
increased inventories of semi-finished products and higher staff costs, segment EBIT increased
by only 7.4 % in 2007.

Mobile Office Systems

Although the Mobile Office Systems segment does not form part of Masterflex AG's core activi-
ties, it enjoyed successful development in the year under review. Our subsidiary DICOTA GmbH
is one of the leading global providers of mobile computing equipment. As discussed elsewhere,
Masterflex AG continued to support the expansion of DICOTA's international presence in the
2007 financial year as previously announced.

2007 was a highly successful year for DICOTA, with a significant expansion in its activities in
Eastern Europe and Asia in particular. In the European market, too, DICOTA improved its mar-
ket position with the acquisition of 70 % of the shares in DICOTA AG, Freienbach (Switzerland),
with retrospective effect from 1 October 2007 for a purchase price of € 780 thousand. Accord-
ingly, the seven-figure revenue generated by DICOTA AG was allocated to the Mobile Office
Systems segment in full in the year under review.

DICOTA AG was formed in 1996 as part of DICOTA’s expansion, receiving the right to use the
name and an exclusive monopoly for Switzerland and Liechtenstein. As the company is profit-
able, the acquisition did not have a dilutive effect on consolidation. Following DICOTA GmbH’s
acquisition of a majority interest, DICOTA AG will be integrated into its pan-European strategy,
thereby helping to optimise its Europe-wide sales strategy.

In the 2007 financial year, total revenue in the Mobile Office Systems segment increased by
31.2 % to € 49.7 million (2006: € 37.9 million), while EBIT increased by 20.8 % to € 4.8 million
(2006: € 4.0 million).

As discussed previously, EBIT increased at a lower rate than revenue as a result of the intensive
globalisation of segment activities. We expect the positive development of this business unit
to continue in the 2008 financial year.
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Development of subsidiaries

In addition to its corporate headquarters and main production site in Gelsenkirchen, Germany,
Masterflex AG is directly represented at a further eleven locations in Germany, France, the
United Kingdom, Bulgaria and the USA, as well as an indirect representation in Asia.

Company name Company headquarters Equity interest
held by
MASTERFLEX (%)
MASTERFLEX S.A.R.L. F Béligneux 80
MASTERFLEX Technical Hoses Ltd. GB  Oldham 100
FLEXMASTER USA, Inc. (subgroup) USA  Houston 100
TechnoBochum GmbH D Bochum 100
MASTERFLEX Bulgaria Eood BG  Sofia 100
MASTERFLEX Cesko s.r.0. CZ  Plana 100
ANGIOKARD Medizintechnik GmbH & Co. KG D Friedeburg 100
(subgroup)
ANGIOKARD Medizintechnik Verwaltungs GmbH D Friedeburg 100
SURPRO Verwaltungs GmbH (subgroup) D Wilster 100
DICOTA GmbH (subgroup) D Bietigheim-Bissingen 100
Matzen & Timm GmbH D Norderstedt 100
MASTERFLEX Brennstoffzellentechnik GmbH D Herten 100

(subgroup)

Masterflex S.A.R.L.

Masterflex S.A.R.L., Béligneux, is our most successful foreign subsidiary in the area of High-
Tech Hose Systems. In 2007, the company further expanded its activities by launching new
products and developing new market segments. The company was represented at the inter-
national specialist trade fairs Vrac Expo and EXPOBOIS in France, and plans to exhibit at these
fairs again in 2008.

Masterflex Technical Hoses Ltd.

Masterflex Technical Hoses Ltd., Oldham, has been successful in the Anglo-Saxon markets for
High-Tech Hose Systems for more than ten years, and recorded further revenue and earnings
growth in the year under review. In 2008, Masterflex Technical Hoses will again exhibit at a
wide range of industrial, plastics and specialist trade fairs.

MASTERFLEX AG
(D) since 1987

Matzen & Timm SURPRO MASTERFLEX MASTERFLEX TechnoBochum
GmbH Verwaltungs GmbH S.AR.L. Technical Hoses GmbH
(subgroup) Ltd.
(D) (D) (F (GB) D)
since 2003 since 2005 since 1991 since 1996 since 2000
100% 100% 80% 100% 100%
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Flexmaster USA, Inc. and Masterduct Inc.

The establishment of the hose market in the USA continued successfully in 2007, with an
increased trend towards the substitution of the PVC and rubber hoses that still dominate the
market. Our subsidiary Masterduct Inc., Houston, generated double-digit revenue growth
and made an above-average contribution to earnings, although further investments in mar-
keting and sales are still necessary due to the size of the market. Additional sales offices are
planned on both the west and east coast.

We have further expanded our core activities in the area of industrial hose systems and es-
tablished a new hose production site, with single-shift operations commencing in November
2007. The main target groups for these hose systems include the plastics and automotive
industries.

Flexmaster Inc. has positioned itself as a specialist for high-quality solutions in its core busi-
ness area of air conditioning and ventilation systems. Although the real estate crisis meant
that 2007 was a difficult year, Flexmaster successfully reinforced its market position by sys-
tematically focusing on high-quality products. One key event was the world’s largest trade fair
for air conditioning and ventilation systems, the AHSR EXPO in Dallas (Texas) in January 2007,
which resulted in a number of interesting contacts.

TechnoBochum GmbH

TechnoBochum GmbH, Bochum, is a small subsidiary of Masterflex AG that specialises in
hoses, fittings and accessories for concrete, water and compressed air with applications in
the tunnel construction industry in particular. The company does not perform any in-house
manufacturing activities, but instead assembles specialist products based on the requirements
of the respective construction site. In recent years, Techno has been involved in a number of
major construction projects in Germany and Europe. New markets have been established in
Eastern Europe, where the European Union is supporting extensive infrastructural projects in
its new member states. In 2007, the company was represented at STUVA in Cologne, a major
trade fair for the tunnel construction industry.

TechnoBochum is currently also involved in the largest tunnel project in Germany. The com-
pany is supplying hoses, fittings and accessories for the two-tube Katzenberg tunnel, which
is being constructed as part of the expansion and new construction of the Karlsruhe-Basle
high-speed rail line.

FLEXMASTER USA, MASTERFLEX ANGIOKARD MASTERFLEX ANGIOKARD MASTERFLEX DICOTA GmbH
Inc. (subgroup) Bulgaria Eood Medizintechnik Cesko s.r.o. Medizintechnik Brennstoffzellen- (subgroup)
GmbH & Co. KG Verwaltungs technik GmbH
(subgroup) GmbH (subgroup)
(UsA) (BG) ) (C2Z) (D) ) (D)
since 1999 since 2002 since 2000 since 2006 since 2000 since 2005 since 2001
100% 100% 100% 100% 100% 100% 100%
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The project is scheduled for completion by the end of 2008 and will create one of the most
modern railway tunnels in Europe, enabling increased speeds of up to 250km/h and hence
shorter journey times. The tunnel, which will form part of the existing Rhine Valley line, is
expected to go into operation in 2012.

On account of the infrastructural projects in Eastern Europe and the level of investment in the
two-tube expansion of tunnels, we consider the outlook for the tunnel construction market
segment to be extremely promising.

Masterflex Cesko s.r.o.

Masterflex Cesko s.r.o., Plana (Czech Republic), was formed in November 2006 as a wholly-
owned subsidiary of Masterflex AG. The company focuses solely on the production of techni-
cal hoses. Production began in autumn 2007. Hoses are supplied exclusively to Masterflex
Group companies.

Masterflex Bulgaria Eood

Masterflex Bulgaria Eood was formed in 2002 as a production facility for technical hoses. The
company supplies hoses exclusively to Masterflex Group companies and has made a success-
ful contribution to the expansion of the Group’s product range. At the end of 2007, produc-
tion was relocated to Plana, Czech Republic, where Masterflex Cesko s.r.o. has a modern
production facility with free capacities, thereby allowing us to leverage significant synergy
effects in the area of administrative expenses. Accordingly, Masterflex Bulgaria Eood will be
liquidated in the course of the 2008 financial year.

Matzen & Timm GmbH

Matzen & Timm GmbH, formed in 1925, supplies highly specialised hose systems and moulded
parts for use in applications requiring a high degree of precision and resistance. The company
provides the international aviation, automotive and rail vehicle industries with specialist hoses,
bellows and moulded parts made from synthetic rubbers, such as silicone and neoprene. The
products, which are produced by hand and largely made to customer specifications, are used
in applications such as the air conditioning system of the Airbus 380, the space shuttle for the
ISS space station, the engines of Porsche sports cars or the undercarriages of tilting Pendolino
trains.

On account of the company’s successful development, its head office was relocated to Norder-
stedt near Hamburg in 2006, where it employed a workforce of around 70 people in 2007.
The new location boasts more efficient production capacities, thereby enabling quicker material
throughput and a higher degree of production intensity.

The order situation continued to develop encouragingly in 2007. The company’s largest cus-
tomer is AIRBUS. Important contacts with new customers were made at trade fairs such as the
AIRCRAFT Interiors Expo and the AMITEC trade fair for the automotive supply industry. In 2008,
the company was also successfully represented at Nortec, the specialist trade fair for production
technology in Northern Germany.

Masterflex Brennstoffzellentechnik GmbH

Masterflex Brennstoffzellentechnik GmbH was formed in December 2005 in order to ensure
the clear organisational separation of the Fuel Cell Technology segment from the Group’s other
business units. The subsidiary’s head office and production facilities are in Herten, and it em-
ploys a total of 12 people (previous year: 8).
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CAB GmbH (Clean Air Bike), Berlin, was formed in summer 2007. Masterflex Brennstoffzellen-
technik GmbH holds 51 % of the company’s shares. The major order for 14,000 electric bicycles
is being implemented via CAB.

Progress on the EU-backed HyChain project continued in 2007. Masterflex Brennstoffzellen-
technik GmbH is involved in this project with the Cargobike. The first contractual agreement on
the purchase of hydrogen vehicles — including the Cargobike — was entered into in the Emscher-
Lippe region. The suitability of the vehicles for daily use will be tested in Bottrop from summer
2008 onwards, thereby supporting their continued development towards market maturity. The
Cargobike will initially be used by the city authorities for local and external events. Further po-
tential applications include courier and janitorial services.

In December 2007, Masterflex Brennstoffzellentechnik GmbH entered into an extensive coop-
eration agreement with an industrial partner. This company is the market leader for high-quality
drive systems for E-Bikes and Pedelecs and offers extensive high-end manufacturing capacities
in Schénau. Under the terms of the agreement, the 67 % equity interest in PERM Motor GmbH
that was previously held by Masterflex Brennstoffzellentechnik GmbH was transferred to the
industrial partner. PERM develops and distributes electric motors, generators and electric drive
systems. Our cooperation partner will become the exclusive manufacturer of the electric drive
systems developed by Masterflex Brennstoffzellentechnik GmbH, in exchange for which Mas-
terflex Brennstoffzellentechnik GmbH will become the exclusive distributor for all of the bicycle
drive systems manufactured by the partner. The synergies leveraged as a result of this coopera-
tion are expected to create significant value added, particularly for our customers.

With the planned further implementation of Fuel Cell projects, we are confident that this seg-
ment will develop positively in 2008.

ANGIOKARD Medizintechnik GmbH & Co. KG (subgroup)

Our subsidiary Angiokard Medizintechnik GmbH & Co. KG, Friedeburg, is one of the leading
manufacturers of customer-specific sets for cardiology, radiology, anaesthetics and intensive
care, as well as the related accessories in the form of individual products. Permanent inven-
tories of more than 4,000 individual components serve to ensure rapid supply, just-in-time
delivery and simple cost allocation.

Angiokard initiated a restructuring programme in the 2007 financial year with the aim of
optimising its cost, marketing and distribution structures. The initial fruits of these measures
were visible by the end of the year under review.

The set concept was presented to potential customers at a number of trade fairs and medical
conferences, including Arab Health in Dubai, the largest healthcare congress in the Middle
East, as well as the annual meetings of the German Society for Thoracic and Cardiovascular
Surgery and the German Cardiac Society, and the MEDICA in Dusseldorf.

New products include sets for anaesthesia and ophthalmology, areas in which only stand-
ardised solutions were previously available. In autumn 2007, a new image brochure was
published featuring the wide range of available sets.

43



44

NOVOPLAST Schlauchtechnik GmbH

In the beginning of 2007 Novoplast Schlauchtechnik GmbH, Halberstadt, Germany, was
transferred to Angiokard GmbH & Co. KG. This measure was implemented in order to reflect
the growing importance of the Medical Technology business unit in organisational terms, as
well as bundling our activities in the area of Medical Technology.

A specialist for the extrusion processing of a wide range of polymers, Novoplast Schlauchtech-
nik has manufactured industrial hose systems since the 1990s. Over recent years, the com-
pany has established itself in the area of individual medical components (known as medi-
cal devices), i.e. infusion tubes, multi-lumen tubes and catheters made from high-quality,
hard-wearing plastics. These products are successful because they can be used in innovative
applications. One such promising project is the manufacture of antibacterial hoses — some-
thing that is extremely important in medical applications, as it significantly reduces the risk
of infection.

On account of its sustained strong development, Novoplast Schlauchtechnik has been ex-
panding its production capacities at its headquarters in Halberstadt since August 2007. A new
production and warehouse facility is scheduled to go into operation in spring 2008.

Novoplast Schlauchtechnik exhibited its industrial products at trade fairs including the World
of Industry in Istanbul, Hannover Messe and MOTEK, and its medical products at the Com-
PaMED suppliers’ trade fair, among others. In 2008, Novoplast Schlauchtechnik GmbH will
again be represented at a number of industry events.

As Novoplast Schlauchtechnik GmbH operates in a sparsely populated competitive environ-
ment, expectations for 2008 are extremely optimistic.

Fleima-Plastic GmbH

Fleima-Plastic GmbH, D-Mérlenbach, which was formed in 1974, is a specialist for the pro-
duction of high-quality plastic injection moulding parts for the pharmaceutical and Medical
Technology industries. The company has its own tool-making facilities with state-of-the-art
processing equipment. The components manufactured by Fleima are used in various Medical
Technology applications, such as dialysis, cardiology, surgery, infusions and transfusions. In
2007, a number of new projects were launched and the production of two-component injec-
tion moulding parts was further expanded.

On account of its extensive expertise in the area of thermoplastics, Fleima-Plastic GmbH offers
services relating to the manufacture of tools and parts, as well as development services for
components that are tailored to customer requirements. Thanks to these services, Fleima-Plas-
tic GmbH is now recognised as a specialist in the market. In 2007, the company presented its
service range at the MEDICA trade fair, as well as throughout the rest of Europe.

The earnings situation at Fleima Plastic in 2007 was impacted by the implementation of
necessary renovation activities. This was offset by the conclusion of long-term projects with
new customers. The company also initiated a new business line, water filtration, for which a
number of high-quality tools have been launched.
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With regard to the Medical Technology business unit as a whole, Masterflex AG expects the
restructuring programme that has been initiated and the user-side cost benefits offered by
medical sets to form a strong basis for the continued successful development of the Angiok-
ard subgroup in the short term, both quantitatively and qualitatively. The Company intends
to press ahead with these improvement measures in 2008.

SURPRO Verwaltungs GmbH (subgroup)

SURPRO Verwaltungs GmbH, D-Wilster, has been part of the Masterflex Group since August
2005. The name SURPRO is derived from the phrase “surface protection”. The company spe-
cialises in precious metal coating, a market in which it is one of the global leaders. The company
offers a comprehensive range of services on request, from development/construction, compo-
nent production and finishing through to the manufacture of finished products.

A galvanisation and metal processing provider for functional and decorative goods, SURPRO
specialises in the manufacture and finishing of precision surfaces. The company is a member of
the Precious Metals committee of the German Society for Galvanisation and Surface Engineer-
ing and is the co-author of a number of publications on the subject of precious metals. The
company supplies products for the medical and the aviation industry, among others.

SURPRO also has extensive expertise in the areas of CAD-based construction, tool manufacture
and production. Masterflex AG, whose research and development activities are strongly focused
on materials expertise and new materials, expects this know-how to provide significant mo-
mentum and synergy effects for product development in the Medical Technology and Fuel Cell
Technology segments and the metal coating of plastics in general.

In the 2007 financial year, the company pressed ahead with its project investigating silver-based
antiseptic coatings for Medical Technology applications. Revenue increased in the area of high-
quality consumer goods, where the target markets include Europe, Asia and the USA. The
company’s objectives for 2008 include the expansion of its customer base and the areas of
application for its technologies.

DICOTA GmbH (subgroup)

DICOTA GmbH, D-Bietigheim-Bissingen, has been a member of the Masterflex Group since
2001 and is now one of the leading global full-service providers of mobile computing equip-
ment. In 2007, the company celebrated the 15th year of its successful history. DICOTA GmbH
is now the only full-service global provider. With ten subsidiaries and more than 80 partners,
it sells and distributes cases and bags for the transportation of notebooks and office systems
around the world, and is represented in all of the key markets. DICOTA is one of the most
successful companies in its industry, with its continuous international expansion helping to
reinforce its position as a market leader. The company’s success is attributable to its high qual-
ity standards, innovative strength and customer focus.

2007 was the most successful year in the company’s history. DICOTA again underlined its
leading market position with a range of innovative bags and accessories, as well as exhibit-
ing at a large number of national and international trade fairs, such as the CeBIT in Hanover,
Retail Vision Europe in Monaco, and the Computex in Taipei. The company strengthened its
European presence with the acquisition of DICOTA AG, Freienbach, Switzerland. Significant
gains in market share were achieved in Eastern Europe and Asia in particular. In both of these
regions, DICOTA is already the market leader in some individual markets.
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In the past financial year, DICOTA GmbH organised the first-ever notebook bag design com-
petition for up-and-coming designers in conjunction with the globally renowned Faculty for
Design at Hochschule Pforzheim University. The competition was announced in November
2007 with the aim of giving talented designers the opportunity to express their creativity. The
results of the competition were presented at the CeBIT in March 2008.

DICOTA GmbH expects another successful year in 2008. As announced previously, Masterflex
AG intends to examine how long and to what extent it will continue to accompany the suc-
cessful expansion of its subsidiary.
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Il. Net Assets, Financial Position

and Results of Operations

Results of operations

Revenue

Changes in inventories
Other own work capitalised
Other operating income
Gross revenue

Cost of materials

Staff costs

Depreciation, amortisation and
write-downs

Other operating expenses

Total operating expenses

EBIT

Non-operating expenses
Net finance costs

Other taxes

Net profit before income taxes
and minority interests

Income taxes

Income attributable to minority
interests

Consolidated net profit for
the period

2007

€ thou.

138,618
1,789
1,089
3,387

144,883

-70,355

-31,947

-3,066
-24,140
-129,508

15,375
0
-3,657
-203

11,515
-3,830

-216

7,469

%
95.7
1.2
0.8
23
100.0
-48.6
-22.1

-2.1
-16.7
-89.5

10.5
0.0
-2.5
-0.1

7.9
-2.6

-0.1

5.2

2006

€ thou.

115,706
561

959
3,276
120,502
-55,123
-26,859

-7,096
-21,281
-110,359

10,143
-731
-2,229
-212

6,971
-2,248

-245

4,478

%
96.0
0.5
0.8
2.7
100.0
-45.7
-22.3

-5.9
-17.7
-91.6

8.4
-0.6
-1.8
-0.2

5.8

-0.2

3.7

Change

€ thou.

22,912
1,228
130

(A
24,381
-15,232
-5,088

4,030
-2,859
-19,149

5,232
731
-1,428
9

4,544
-1,582

29

2,991

%
19.8
218.9
13.6
34
20.2
27.6
18.9

-56.8
13.4
17.4

51.6

-100.0

64.1
-4.2

65.2
70.4

-11.8

66.8

2005

€ thou.

87,773
1,164
1,066
4,203

94,206
-40,637
-21,309

-2,321
-17,676
-81,943

12,263
0
-2,544
-246

9,473
-3,315

-193

5,965

Masterflex AG's earnings situation continued to improve in 2007. The changes in the earn-
ings structure are primarily due to the Company’s successful development.

Revenue increased for the 20th year in succession, rising by 19.8 % to € 138.6 million (previ-

ous year: € 115.7 million).

The cost of materials increased by 27.6%. Expressed as a percentage of revenue, the cost of

materials deteriorated slightly to 50.7% (previous year: 47.6%). This was due to the above-

average contribution to revenue growth by the Advanced Material Design and Mobile Office
Systems business units, which generally have a higher level of material consumption. Staff
costs rose by 18.9%, with the staff cost ratio improving slightly to 23.0% (previous year:

23.2%).

%
93.2
1.2
1.1
4.5
100.0
-43.1
-22.6

-2.5
-18.8
-87.0

13.0
0.0
-2.7
0.3

10.0
-3.5

-0.2

6.3

2004

€ thou.

75,752
406
903

2,777
79,838
-34,313
-17,538

-2,991
-14,443
-69,285

10,553
0
-1,130
-198

9,225
-2,932

-351

5,942

%
94.9
0.5
1.1
3.5
100.0
-43.0
-22.0

3.7
-18.1
-86.8

13.2
0.0
-1.4
-0.2

11.6
-3.7

0.4

1.5
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Other operating expenses increased at a lower rate than revenue, rising by 13.4% to
€ 24.1 million.

Depreciation, amortisation and write-downs of non-current assets decreased to € 3.1 million.
In the 2006 financial year, a non-cash write-down of € 4.1 thousand was recognised on the
goodwill of Angiokard Medizintechnik GmbH & Co. KG, whereas no such write-downs were
necessary in 2007.

Earnings before interest and taxes (EBIT) increased from € 10.1 million to € 15.4 million on
the back of this positive development, resulting in an EBIT margin of 11.1 % (previous year:
8.8 %).

In 2006, we recorded non-operating expenses of € 0.7 million. This related to legal and other
consultancy fees incurred in connection with the divestment of DICOTA, which was examined
but not implemented.

Net finance costs deteriorated by 64.1% to € 11.5 million in 2007 due to the increase in
net indebtedness and write-downs on non-current financial assets totalling € 650 thousand
compared with the previous year.

The pre-tax profit increased by 65.2 % to € 11.5 million in 2007, while the tax rate rose from
31.3% t0 32.7 %.

Consolidated net profit for the period after income taxes and minority interests amounted
to € 7.5 million (previous year: € 4.5 million), representing an increase of almost 67 %. This
resulted in a net profit margin of 5.4 % and earnings per share carrying dividend rights of
€1.71.

We expect the earnings situation to remain positive in the 2008 financial year. The innova-
tion campaign in our High-Tech Hose Systems business unit, the continued successful devel-
opment of our subsidiary DICOTA and higher contributions to earnings from our Medical
Technology and Fuel Cell Technology segments are expected to result in double-digit revenue
growth of 10-15 %, EBIT growth of 6-12 % and a corresponding improvement in net profit.

Financial position

Financial management principles and objectives

Masterflex AG aims to be the technology leader in its target markets. This strategy requires an
efficient financial management system that provides liquidity for the successful expansion of
the Group’s business activities at a low cost, while at the same time ensuring an above-aver-
age return on the capital employed.

In all of its financing measures, Masterflex AG aims to achieve an appropriate balance be-
tween equity and debt, thereby ensuring the Group’s financial independence.

With a view to continuing the Company’s successful business development, liquidity there-
fore has the highest priority. However, Masterflex AG also focuses on the leverage effect of
debt capital, which increases the return on equity, in order to ensure that the cost of capital
remains low.
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When providing liquidity in the form of debt capital, the Company attempts to ensure that
interest rates are fixed at low levels to the greatest possible extent, including using innovative
financing instruments and subsidies where appropriate. The financing requirements of the
individual companies are also analysed with a view to identifying and leveraging potential
interest rate reductions for the Group as a whole.

Masterflex AG maintains a continuous and transparent dialogue with various financial institu-
tions on the status of the Company’s development, the necessary financing measures and the
minimisation of default risk. This also serves to ensure our financial independence.

Analysis of the Group’s financing activity

In September 2004, Masterflex AG received a five- and seven-year promissory note loan from
IKB Deutsche Industriebank AG with a volume of € 23 million at attractive conditions thanks
to its excellent credit rating.

In 2007, debt finance was used to finance current assets and the Group’s continued expan-
sion policy. In September 2005, Masterflex AG was granted a five-year promissory note loan
by Deutsche Bank AG with a volume of € 5 million.

The production facilities of Masterflex Cesko and Novoplast Schlauchtechnik GmbH are
financed using long-term publicly subsidised loans.

Analysis of the Group’s investing activity

Due to the importance of our research and development activities and the high proportion of
in-house developments, Masterflex AG primarily invests in creative employees. Investments in
property, plant and equipment totalled € 6.6 million in 2007, and related largely to expansion
investments.

In the High-Tech Hose Systems business unit, investments were made in the expansion of
the internally developed machinery fleet at the Gelsenkirchen site. Construction investments
were made at our subsidiaries Masterflex Cesko and Novoplast Schlauchtechnik in 2007.

Investments in intangible assets, which totalled € 1.8 million, primarily related to goodwill
and development work on the inner-coated hose, LaryVent respirator mask and Fuel Cell
Technology projects.

Investments in financial assets included the extension of a loan to a start-up company in
exchange for share options. The options are expected to be exercised in at least two stages
starting from 2008.

Analysis of the Group’s liquidity position

In the 2007 financial year, net cash from operating activities amounted to € 1.5 million. Con-
solidated net profit for the period, depreciation, amortisation and write-downs of non-current
assets and the decrease in trade payables were offset by the increase in inventories and trade
receivables, which primarily related to the DICOTA Group and the SURPRO Group.

Net cash used in investing activities, which related to investments in both property, plant and
equipment and intangible assets, increased to € 11.5 million in the year under review. This

was offset by net cash from financing activities in the amount of € 11.7 million.

Cash and cash equivalents increased by 8.8 % to € 5.9 million as of the balance sheet date.
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Assets

Intangible assets

Property, plant and
equipment

Non-current financial
assets

Other assets
Deferred taxes
Non-current assets

Inventories
Prepaid expenses

Trade accounts and notes
receivable

Current assets
Cash Flow

Equity and Liabilities

Consolidated equity
Minority interest
Total equity

Provisions

Financial liabilities
Deferred income
Deferred tax liabilities
Noncurrent liabilities

Provisions

Financial liabilities
Deferred income
Other current liabilities
Current liabilities

50

Dec. 31,
2007
EUR thou.

29,589

29,147

9,544
453
1,768
70,501

28,219
760

24,712
53,691
5,895
130,087

Dec. 31,
2007
EUR thou.

33,975
797
34,772

1,308
39,316
3,198
1,749
45,571

5,189
29,183
297
15,075
49,744
130,087

%
22.8

22.4

7.3
0.3
1.4
54.2

21.7
0.6

19.0
413
4.5
100.0

%
26.2
0.6
26.7

1.0
30.2
2.5
1.3
35.0

4.0
224
0.2
11.6
38.2
100.0

Net assets

Dec. 31,
2006
EUR thou.

28,343

25,746

1,215
0

1,799
57,103

23,771
760

25,666
50,197
5,419
112,719

Dec. 31,
2006
EUR thou.

30,875
645
31,520

1,320
31,116
2,814
2,283
37,533

3,833
19,330
221
20,282
43,666
112,719

%
25.1

22.8

0.0
1.6
50.6

21.1
0.7

22.8
44.6
4.8
100.0

%
27.4
0.6
28.0

1.2
27.6
2.5
2.0
33.3

3.4
17.1
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Analysis of the Group’s asset structure

The changes in individual balance sheet items compared with the previous year reflect the suc-
cessful expansion of the Group’s business activities. Total Group assets increased by 15.4 %,
from € 112.7 million to € 130.1 million.

The individual items changed as follows:
Non-current assets increased by € 13.4 million or 23.5 % to € 70.5 million.

Intangible assets increased by 4.4 % year-on-year to € 29.6 million, while property, plant and
equipment rose by 13.2 % to € 29.1 million. This was offset by investments in the amount of
€ 6.5 million and depreciation and write-downs totalling € 2.8 million.

Non-current financial assets increased to € 9.54 million. Among other things, this was due
to a loan receivable from a German start-up company in which Masterflex has the option to
acquire a majority interest starting from 2008.

Inventories increased by 18.7 % to € 28.22 million as a result of the increased material re-
quirements at the SURPRO Group and the strong order situation at DICOTA GmbH. Receiva-
bles and other assets declined by € 2.0 million to € 24.7 million.

Income tax assets increased by € 1.9 million to € 3.15 million; this was partially offset by a
€ 1.2 million rise in income tax liabilities.

At the balance sheet date, cash and cash equivalents increased to € 5.9 million.

Shareholders’ equity amounted to € 34.8 million at the balance sheet date, meaning that
Masterflex AG again reported a strong equity ratio of 26.7 %. The fall in the equity ratio
compared with the previous year is due in particular to the higher level of net assets, which
primarily resulted from increases in non-current financial assets, inventories and financial
liabilities. Since its IPO, Masterflex AG has not implemented any capital increases, while at the
same time continuously distributing dividends to its shareholders.

Non-current liabilities increased by 21.4% to € 45.6 million; this was largely due to the
financing of real estate through the assumption of a new promissory note loan with a volume
of € 5 million.

Current liabilities increased by 13.9 % to € 49.7 million on the back of the € 9.9 million rise
in current financial liabilities to € 29.2 million and the € 5.2 million increase in other current
liabilities to € 15.1 million.

Provisions increased by 26.2 % to € 6.5 million in 2007. This was due in particular to the rise
in provisions for customer bonuses and incentive payments to employees.

Company formations, acquisitions and disposals
In April 2007, Masterflex Brennstoffzelletechnik GmbH acquired a 51 % stake in the newly
formed CAB, Berlin.

In October, DICOTA GmbH acquired 70 % of the shares of DICOTA AG, Freienbach, Switzer-
land, for a purchase price of € 780 thousand. The remaining shares remained with the exist-
ing shareholder, who will continue to act as managing director of DICOTA AG.
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At the end of 2007, Masterflex Brennstoffzellentechnik sold its 67 % interest in PERM Motor
GmbH to Heinzmann GmbH & Co. KG under the terms of an extensive cooperation agree-
ment.

Disclosures in accordance with sections 289 (4) and 315 (4) of the German
Commercial Code

The share capital of Masterflex AG amounts to € 4,500,000.00 and is divided into 4,500,000
no-par value bearer shares each with a notional interest in the share capital of € 1.00. Each
share grants the holder a voting right.

The Executive Board is authorised, with the approval of the Supervisory Board, to increase
the Company’s share capital on one or more occasions until 7 June 2010 by a total of up to
€ 2,225,000.00 by issuing up to 2,225,000 new no-par value bearer shares in exchange for
cash and/or non-cash contributions (authorised capital).

In accordance with sections 76 and 84 of the