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for the 91 st Stockholders' Meeting being held on Wednesday, July 1,1987, at 10.00 a.m.
in the Hanns-Martin-Schleyer-Halle in Stuttgart-Bad Cannstatt, MercedesstraBe.

1. Presentation of the audited financial statements as of
December 31,1986, the reports of the Board of Mana-
gement and the Supervisory Board, together with the
consolidated financial statements and the consolidated
annual report for the year 1986.

3. Ratification of the

Board of Management's
Actions.

Board of Management
and Supervisory Board
propose ratification.

. Ratification of the

Supervisory Board's
Actions.

Board of Management
and Supervisory Board
propose ratification.

. Election of Auditors for

the Business Year 1987.
The Supervisory Board
proposes to elect Deutsche
Treuhand-Gesellschaft AG,
Wirtschaftspruefungsge-
sellschaft, Frankfurt am
Main, as independent audi-
tors for the business year
1987.



Hermann J. Abs, Frankfurt am Main
Honorary Chairman, Deutsche Bank AG

Dr. rer. pol. Alfred Herrhausen, Frankfurt am Main
Member of the Board of Management, Deutsche Bank AG

Herbert Lucy, Mannheim®*)
Chairman of the Labor Council, Daimler-Benz AG

Willi Boehm, Kandel*)

Member of the Labor Council, Woerth Plant

Helmut Funk, Stuttgart*)

Chairman of the Labor Council, Untertuerkheim Plant and Main Office

Richard Helken, Achim-Bierden*)

Chairman of the Labor Council, Bremen Plant

Rudolf Kuda, Frankfurt am Main*)

Departmental Manager within the Board of Management, Metal Workers' Union

Hugo Lotze, Reinhardshagen*)
Chairman of the Labor Council, Kassel Plant

Dr. rer. pol. Klaus Mertin, Frankfurt am Main
Member of the Board of Management, Deutsche Bank AG

Dipl.-Ing. Hans-Georg Pohl, Den Haag (shce July 2,1986)

President, Shell Europe

Dr. rer. pol. Wolfgang Roeller, Frankfurt am Main
Speaker for the Board of Management, Dresdner Bank AG

Alfred Schaible, Renningen*)

Chairman of the Labor Council, Sindelfingen Plant

Dr. jur. Roland Schelling, Stuttgart

Attorney at Law

Dr. jur. Walter Seipp, Frankfurt am Main

Chairman of the Board of Management, Commerzbank AG

Dr. jur. Johannes Semler, Kronberg/Taunus
Member of the Board of Management, Mercedes-Automobil-Holding AG

Franz Steinkuehler, Frankfurt am Main*)
First Chairman, Metal Workers' Union

Hermann Josef Strenger, Leverkusen (snce July 21986)
Chairman of the Board of Management, Bayer AG

Prof. Dr. jur. Gerhard Tremer, Graefelfing(sinceJui, 2,1986)
Deputy Chairman of the Supervisory Board, Mercedes-Automobil-Holding AG
Member of the Board of Management, Bayerische Landesbank Girozentrale

Dipl.-Ing. Maria-Christine Fuerstin von Urach, Stuttgart*)

Director
Diplom-Kaufmann Guenter Vogelsang, Duesseldorf
Bernhard Wurl, Mainz*)

Departmental Manager within the Board of Management, Metal Worker's Union

Retired from the Supervisory Board on July 2,1986

Dr. phil. Dr. rer. oec. h. c. Marcus Bierich, Stuttgart

Chairman of the Supervisory Board, Mercedes-Automobil-Holding AG
Chairman of the Board of Management, Robert Bosch GmbH

Dr. rer. pol. Friedrich Karl Flick, Duesseldorf

Dr. jur. Heribald Naerger, Muenchen
Member of the Board of Management, Siemens AG

Honorary Chairman

Chairman

Deputy Chairman

*) Elected by the employees.



Prof. Dr.-Ing. E. h. Werner Breitschwerdt, Stuttgart

Edzard Reuter, Stuttgart

Finance

Dr.-Ing. Hans Dinger, Muenchen (shce July, 1936)
MTU

Heinz Duerr, Frankfurt am Main (shce July, 1986)
AEG

Dr. jur. Manfred Gentz, Stuttgart

Employment

Hans-Juergen Hinrichs, Stuttgart
Sales

Dr.-Ing. Rudolf Hoernig, Stuttgart

Research and Technology

Dr. rer. pol. Gerhard Liener, Stuttgart

Commercial Vehicle Division

Prof. Dr.-Ing. E. h. Werner Niefer, Stuttgart

Passenger Car Division

Dr.-Ing. E. h. Johann Schaeffler, Friedrichshafen (snce July 1,1986)

Dornier

Dr.-Ing. Peter Sanner, Stuttgart (deputy member)

Retired from the Board of Management on December 31,1986

Walter Ulsamer, Stuttgart

Materials Management

Chairman

Deputy Chairman
(since March 11,1987)
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Report of the Board of Management

Economic Upturn in
the Industrialized Countries

In 1986, the drastic reduction
in crude oil prices as well as
decreasing interest rates and
low inflation rates stimulated
capital investments and
demand for consumer goods
in the Western industrialized
countries. However, the fall
of the dollar exchange rate
and the balance of payments
problems, especially in the
oil-exporting countries,
adversely affected the possibil-
ities of exports from Western
Europe and Japan to a grow-
ing extent. In the course of the
year under review, growth
trends of world economies and
of world trade leveled off.

In the Federal Republic of
Germany, domestic demand
was the mainstay of economic
activity which derived stimuli
from both household spending
and the stable demand for
capital goods. The generally
positive economic climate in
1986 was characterized by
monetary stability and higher
real purchasing power. In con-
junction with the revaluation of
the D-mark, this also benefited
foreign competitors in the Ger-
man market. The current ac-
count surplus of DM 112 billion
was the highest ever reached,
yet it was predominantly due to
the fall of imported crude oil
prices.

Daimler-Benz:
Consolidated Sales of more
than DM 65 billion

In 1986, Daimler-Benz con-
tinued on its successful course,
above all because of gratifying
car sales. In the commercial
vehicle business, our South
American companies signifi-
cantly increased output and
sales, while output by the
domestic plants continued to
decline due to the persistently
poor overseas demand. The
group's new divisions, AEG,
Dornier and MTU, were able to
increase both sales and
employment.

Consolidated sales came to
DM 65.5 billion. The increase
of more than DM 13 billion
(+ 25%) was largely account-
ed for by the first-time inclu-

sion of AEG in the consolidat-
ed financial statements.

Domestic sales rose 49% to
DM 27.8 billion. The domestic
companies' export sales came
to DM 28.7 billion, an incre-
ment of one third. By contrast,
the value added by foreign
subsidiaries dropped by about
a quarter to DM 8.9 billion. This
was solely due to the conver-
sion into D-marks.

AEG now being included,
the geopraphic structure of
consolidated sales gravitated
even further towards Europe.
The European markets includ-
ing the Federal Republic of
Germany, which were less af-
fected by currency fluctuations,
accounted for more than DM
43 billion, that is 65.7% (56.6%
in 1985) of consolidated sales.

Business

Review



In view of the substantial in-
crease in volume, the decline
in the sales of our North and
South American production
and sales companies, conver-
ted into D-marks, is solely at-
tributable to the changes in
monetary parities. North Amer-
ica accounted for 19.9% (24.4%
in 1985) and Latin America for
4.0% (5.8% in 1985) of con-
solidated sales.

In 1986, the car and com-
mercial vehicle divisions exhib-
ited opposing trends. While car
sales rose 10% to DM 31.3 bil-
lion, commercial vehicle sales
declined 12% to DM 17.7 bil-
lion. AEG accounted for DM 111
billion, MTU for DM 2.8 billion
and Dornier for DM 2.1 billion
of consolidated sales.

Daimler-Benz AG sales rose
to DM 40.6 billion, up 9.5%

compared with the previous
year. The increase in domestic
sales by 14% to DM 19.6 billion
was greater than that of export
sales which increased by 5.6%
to DM 21.0 billion, the latter
being solely attributable to
cars.

Successful Car Business
Domestic and foreign de-
mand for Mercedes cars re-
mained at a high level in 1986
and once again exceeded our
production capacity. In the an-
niversary year of the automo-
bile, which was very success-
ful for the German car industry
as a whole, registrations of new
Mercedes cars in the Federal
Republic of Germany amount-
ed to 294,649 units, a 10.9%
increase over 1985. This was
above all due to the great suc-

cess of the Mercedes mid-
series (200 D - 300 E). New
car registrations of S-class
sedans and coupes also went
up. The trend in the demand
for the compact series, which
now comprises seven different
engines, was once again high-
ly gratifying. Daimler-Benz was
the first German manufacturer
to supply all gasoline-engined
models with the three-way
catalytic converter with closed-
loop system as standard (from
the beginning of September
1986). Including the diesel-
engined models, this increased
the share of low-pollutant cars
in the total number of new Mer-
cedes car registrations from
54% to 85% in the course of
1986.

In contrast to the auto indus-
try as a whole, Daimler-Benz
was able to further increase car
exports as well, namely by
6.5% to 296,225 units. In the
majority of Western European
countries as well as in the
U.S.A. and in Japan, we achiev-
ed significant growth, despite
market and currency-induced
strains.

Output, especially of mid-
series cars, was stepped up by
9.8% to 594,080 cars. The ex-
port share in output dropped
slightly to 49.9% (51.4% in
1985); it thus remains signifi-
cantly below the auto industry's
export share of 58.5% (61.6%
in 1985).



Increased Commercial Vehicle
Production in the Group

Daimler-Benz has been able
to maintain its leading position
as the world's largest manufac-
turer of trucks upwards of 6
tons in what is a keenly con-
tested commercial vehicle
business characterized by ex-
cess production capacity. In
Germany, registrations of new
Mercedes commercial vehicles
came to 58,311 units, a slight in-
crease over the previous year
which is attributable to the
higher demand for vans and
light trucks. In the revenue and
labor-intensive heavy-duty
truck business, however, there
continued to be a lack of de-
mand especially from the con-
struction industry and from
carriers.

Our commercial vehicle ex-
ports came to 78,959 units, just
below the previous year's vol-
ume. Like other truck manufac-
turers, we were unable to com-
pensate for the decline in the
overseas demand for medium-
heavy and heavy-duty trucks.
Increased demand for vans
and light trucks in Europe ac-
counted for the domestic pro-
duction of 145,757 commercial
vehicles, a 1.7% increment over
the previous year, yet the num-
ber of kits destined for produc-
tion abroad dropped signifi-
cantly. The export share in
commercial vehicle production
declined to 54.2% (55.8% in
1985); this is markedly below the
commercial vehicle industry's
share of 60.6% (63.7% in 1985).

Thanks to the positive trends
at Mercedes-Benz do Brasil
and Mercedes-Benz Argentina,
output by our foreign compa-
nies was boosted by 14% to
80,587 commercial vehicles.
Total production within the
group came to 226,344 com-
mercial vehicles (+ 5.8%).

Positive Development of the
New Affiliated Companies

AEG sales, including internal
sales to other subsidiary com-
panies, rose 3% to DM 11.2 bil-
lion. Incoming orders were up
7% compared with the previ-
ous year. Domestic demand for
AEG products and services in-
creased by 11% to DM 7.4 bil-
lion, while export orders
amounted to DM 4.7 billion
(+ 2%).

Sales of the Dornier group,
which had substantially in-
creased in 1985, once again to-
taled DM 2.1 billion. Incoming
orders amounted to DM 2.1
billion.

The MTU group continued its
upward trend with an 8% in-
crease in sales to just under
DM 3 billion. At the end of 1986,
the group's orders on hand
amounted to DM 4.8 billion,
with a growing share of orders
from civilian areas.

DM 9 Billion Investment
to Safeguard the Future

In the year under review, we
once again invested substantial
funds in the research for, and
development of, new products
and production facilities.



The group's investment in
plant and equipment rose to
DM 5.4 billion (DM 4.0 billion
in 1985). Of this total, DM1.9
billion were additions to plant
and equipment of AEG, in-
cluded in the consolidated
financial statements for the first
time. The DM 5.6 billion addi-

1985 1986
tion to plant and equipment
and financial assets of the
group could once again be
fully financed with the cash flow
that amounted to DM 7.1 billion.

Capital spending at DBAG of
DM 18 billion was distributed
among the individual divisions
as follows:

Capital spending once again
centered on the car division, i.e.
product-related measures and
extension of production capac-
ity. Investments in the commer-
cial vehicle division were gear-
ed towards further improving
the product range and effi-
ciency. The requirements of
environmental protection have
also been taken into account,
not only on the product side
but also through modern, en-
vironmentally compatible pro-
duction facilities. Daimler-Benz
AG alone spent some DM 75
million on environmental pro-
tection measures.

Investments by our foreign
subsidiaries engaged in the
automotive business came to
DM 12 billion. Of this total, DM
700 million was spent by the
vigorously expanding vehicle
leasing companies in the USA.
and in Western Europe. Most
of the investments in Brazil, Ar-
gentina and the U.S.A. went to
further develop the vehicle
ranges. The Spanish subsidiary
invested substantial funds in
the production facilities and
start-up of the new MB 100 van
series.

Investments at AEG, Dornier
and MTU totaled just under
DM 800 million.

In 1986, more than DM 3.6
billion was spent on research
and development within the
group. Some 20,000 people
are employed in these areas,
more than 6% of the total la-
bor force. Over and beyond the
exchange of experience, the
cooperation with the new sub-
sidiaries has already resulted
in a number of joint projects in-
itiated during the year under
review.

Synergistic potential lies in a
number of fields, above all in
electronics, so-called intelligent
technology, new energy con-
cepts and energy technology.



In the year under review,
Daimler-Benz AG spent DM 1.9
billion (DM 17 billion in 1985)
on further developing and im-
proving the vehicle ranges.
More than 11,000 people are
employed in design, testing
and research.

In March 1987 a new coupe
was launched at the Interna-
tional Geneva Motor Show. It
was derived from the 124 se-
ries, running gear and engines
being largely identical with
those of the mid-series sedans.
Our commercial vehicle range
in the light truck class of 6.5-
13 tons gross vehicle weight
has been extended by the ad-
dition of four-wheel drive ver-
sions.

In 1986, AEG spent some
DM 900 million - about 8% of
the sales revenue - on re-
search and development, the
main emphasis being on com-
munications, micro-electronics
and so-called expert systems.
At Dornier, development ex-
penditure including commis-
sioned research came to DM
514 million, 24% of the sales
revenue. Capital spending on
Dornier's own projects increas-
ed by two-thirds to DM 103
million, the main projects being
the further development of the
kidney lithotripter and the clin-
ical testing of a cholelithotrip-
ter. MTU spent DM 302 million,
a little over 10% of the sales
revenue, on research and de-
velopment, centering on new
aircraft and internal-combus-
tion engine series.

320,000 Employees
Worldwide

At the end of 1986, 319,965
people (231,077 in 1985) were
employed within the group.
AEG, included for the first time,
accounted for 78,199 of this in-
crease by 88,888 employees.

At Daimler-Benz AG, em-
ployment increased by 5,005
people to 166,523. New hiring
took place predominantly in the
car factories as well as in the
research, development and
testing sectors. Thus, we cre-
ated some 16,000 new jobs
during the last three years. The
number of trainees came to
9,450, which is slightly above
the previous year's high level.

The foreign production and
sales companies engaged in
the automotive business in-
creased employment by about
4,000 to 47,896. At the end
of the year, Dornier employed
9,557 people (8,755 in 1985)
and MTU 16,912 people
(15,987 in 1985).

Once Again Gratifying
Increase in the Group's
Earnings

The earnings generated by
Daimler-Benz in 1986 were
once again satisfactory. This
was largely due to the good
car business. We were able to
compensate for the impairment
caused by the rise in the value

of the D-mark in relation to the
U.S. dollar and other important
currencies by substantial sales
increases, the sales of higher-
value products, and price ad-
justments. In the commercial
vehicle business, earnings con-
tinued to be adversely affect-
ed by the competitive situation.
Positive contributions to earn-
ings were rendered by the
North and South American
commercial vehicle manufac-
turing subsidiaries as well as
by Dornier and MTU. AEG was
able to further improve its re-
sults in 1986. The generated
earnings were used to strength-
en the company financially.

In the non-operating area,
the group's net interest income
(excess of interest income over
interest expense) came to DM
855 million (DM 1,017 million in
1985). Daimler-Benz AG
alone had a net interest income
of DM 606 million (DM 662
million in 1985). As in the pre-
vious year, we offset the infla-
tionary profits reflected in inter-
est income against the expense
arising from the translation
of the self-financed liquidity of
our subsidiaries engaged in
the automotive business in
countries with high inflation
rates. This figure nonetheless
continues to include compo-
nents which merely compen-
sate for the erosion in the pur-
chasing power of monetary
assets.

Consolidated net income in-
creased to DM 1,767 million in
1986 (DM 1,682 million in 1985).
Net income of Daimler-Benz
AG rose to DM 1,404 million
(DM 1,252 million in 1985).



Proposal for the
Allocation of Unappro-
priated Surplus

The gratifying results allowed
the group's retained earnings
to be further strengthened by
the allocation of DM 1,103 mil-
lion. DM 702 million of Daimler-
Benz AG's net income was al-
located to retained earnings
pursuant to § 58 of the German
Company Act.

In July 1986, the Annual Ge-
neral Meeting approved an in-
crease in the basic share cap-
ital from DM 1,699 million to
DM 1,941 million through the
issuance of a stock dividend
in the ratio of one share for 7
shares held.

With the approval of the
Supervisory Board we used
part of the "authorized share
capital" of DM 500 million to in-
crease basic share capital by
DM 176 million in December of
1986 through the issuance of
stock for cash pursuant to a
rights offering on the basis of 1
share for 11 shares held, at
an issue price of DM 150 per
share. The share capital thus
increased by DM 530 million
to DM 2,118 million. The newly-
issued shares from both capi-
tal increases are fully entitled
to dividends for the business
year 1986.

To the Annual General Meet-
ing we propose a dividend of
DM 12 per DM 50 share. Be-
cause of the increased basic
share capital, the total dividend
payout increases from DM 491
million to DM 507 million. With
the shareholders' approval at
the Annual General Meeting,
an additional amount of DM
134 million from the unappro-
priated surplus is to be allocat-
ed to retained earnings to fur-
ther strengthen net equity.

Daimler-Benz:
Trends in the First Three
Months of 1987

In the first three months of
1987, group sales amounted to
DM 15 billion, slightly above the
previous year's volume.
Daimler-Benz AG sales rose
6% to DM 10 billion.

In the first quarter of 1987,
car output was stepped up by
5% to 153,000 units. In Ger-
many, 35,600 commercial ve-
hicles were manufactured; the
foreign subsidiaries' production
totaled 20,800 vehicles, that is
5% each over the previous
year's figures. AEG, Dornier
and MTU have been able to
continue their gratifying busi-
ness trends in 1987.

Positive Business
Trend Despite More Difficult
Conditions

We expect the group's busi-
ness trend to remain positive
through the year 1987. How-
ever, risks may be involved in
the development of exchange
rates and the protectionistic
endeavors in some important
export countries.

We are planning to step up
car production on a moderate
scale as well as building a third
car plant in Rastatt above all to
adapt capacity to qualitative
growth which will among other
things require new production
technologies. The existing plant
in Rastatt, which is near the
commercial vehicle plants in
Gaggenau, Woerth and Mann-
heim, is to be extended.

In view of the existing excess
capacity worldwide, we expect
the market and competitive
conditions for the commercial
vehicle to remain difficult. Pro-
duction in the German factories
can be assumed to remain at
1986's level. By contrast, there
are indications of further
growth for our foreign commer-
cial vehicle companies. We
therefore expect the group's to-
tal production and sales to
increase slightly.

AEG expects a further in-
crease in sales and earnings
and will continue its course of
safeguarding the company's
future. In view of the orders on
hand, Dornier and MTU have
reason to expect their business
trend to remain positive.
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Flagging Growth
of the World Economy

During the first few months
of 1987, the economic climate
in most of the Western indus-
trialized countries cooled off
noticeably. This is largely attrib-
utable to the fall of the U.S. dol-
lar and the resulting impedi-
ments to exports to the dollar
area. Nonetheless, the gener-
ally sound constitution of the
world economy entails the op-
portunity for the industrialized
countries to reduce or over-
come the foreign-trade imbal-
ance, which has emerged over
the last few years, without
severe setbacks. The future
course of business will depend
on the extent to which the
currency-related agreements of
February 1987 have a lasting
impact, and on whether it will be
possible to keep the exchange
rate structure fairly stable. The
situation of the highly-indebted,
newly-industrializing and devel-
oping countries has been fur-
ther worsened, harboring ad-
ditional, considerable risks.

German Economy: Domestic
Demand as the Mainstay
of Economic Activity

Overall economic develop-
ment in the Federal Republic
of Germany has been curbed
by relatively strong foreign-
trade influences. The drastic
rise of the D-mark against the
U.S. dollar as well as against
the currencies of the majority
of European countries is now
taking its toll on foreign trade.

Because of the monetary situa-
tion, export orders have drop-
ped noticeably, and the pres-
sure of imports on the domes-
tic market is growing. By con-
trast, domestic demand contin-
ues at a high level, with house-
hold spending being another
supporting factor. Investment
activity is flagging, especially in
those branches of industry
which are dependent on ex-
ports. In spite of this, important
criteria such as price stability
and low interest rates continue
to be favorable, so there is the
chance of achieving moderate
growth for the fifth consecutive
year.

Against the background of
the currently rather precarious
business conditions, overstrain-
ing the companies' capacity for
performance would involve a
great danger of adverse effects
on growth and employment.
This is why special significance
has to be attached to this
year's collective bargaining.
The costs resulting from a
further reduction in working
hours, are to be compensated
for, as far as possible, through
better use of capital-intensive
machinery and equipment, in
order to avoid impairment of
international competitiveness.

Shorter periods of machinery
utilization would place particu-
lar burdens on the cost struc-
ture of automotive production,
which has come to require
more and more capital, and the
disadvantages of the Federal
Republic of Germany as a site
of production would increase.
Even today there are great dif-
ferences in the working hours
in important producing coun-
tries. While among German
motor manufacturers the actu-
al working time per employee
is 1,520 hours per year, it is
1,974 hours in the US.A, 2,232
hours in Japan and as much
as approx. 3,000 hours in
South Korea.

German Motor Industry:
Competitive Strength
Through Technical Progress

In the Federal Republic of
Germany, the motor industry is
among the few branches which
have been able to increase
employment during the last
couple of years. Yet in this
branch of industry as well as in
the economy as a whole, long-
term planning as well as en-
trepreneurial decisions are
frequently handicapped by the
fact that minorities enforce their
opinions and interests on the
majority of the population. This
not only affects those who are
directly involved but, in the fi-
nal analysis, also endangers
the material basis of the eco-
nomy and of society.

During the last few years, the
German motor industry has de-
monstrated that innovation and
modern technology can do a
lot more for both employment
and the environment than re-
nunciation, governmentally im-
posed restrictions, or prohibi-
tions. This is borne out by the
continuous improvements in
safety, fuel economy and envi-



ronmental acceptability which
are meanwhile being appreci-
ated by the market. Employ-
ment in the motor and suppli-
ers' industries has increased
not only because of quantita-
tive growth due to the greater
attractiveness of the choice of
products, but also and above
all because of the significantly
increased technical sophistica-
tion of the vehicles. The total
number of jobs in the Federal
Republic of Germany which
are directly or indirectly de-
pendent on the motor vehicle
is today estimated to be
around 4 million.

It should also be mentioned,
however, that our branch of in-
dustry, which has the highest
export ratio, has invested sub-
stantial funds to maintain its in-
ternational competitiveness
and safeguard employment.
Since 1980, the motor industry
has invested more than DM 60
billion in new products and
production facilities; for 1987,
an investment of another DM
10 billion has been planned.
Since the mid-1970's, expend-
iture in research and develop-
ment has been raised by an
annual average of 14%, a
much higher increment than in
the economy as a whole.

Changed Competitive
Conditions
in the Motor Markets

The abrupt parity changes
have brought about shifts in the
competitive conditions in the
international motor markets.
There has been an improve-
ment in the price-related com-
petitiveness of the American
manufacturers who offer their
products almost exclusively in
their large domestic market. By
contrast, the Japanese motor
industry, having established
enormous capacities especially
for overseas exports during the
last few years, has been ad-
versely affected by the ex-
change rate trends. Particularly
aggressive sales campaigns in
Europe, and above all in the
Federal Republic of Germany,
have now been launched to
ensure that these capacities
are fully utilized.

The attempts of some Euro-
pean countries to defend their
companies and jobs by erect-
ing protectionistic barriers for
their own markets, or by means
of state subsidies, are danger-
ous if only because of the na-
tional industries' dependence
on exports. Furthermore, the
lack of competition and the
shifting of risks prevents the in-
dustries from timely adjustment
to changed structures. Rather,
a united European home mar-
ket could go a long way
towards strengthening stimulat-
ing competition as well as pro-
viding the European manufac-
turers with greater scope for
fully developing their innovative
potential on a greater scale.

As in Japan, the production
capacities of the Western
European and, above all, of the
German motor industries are
strongly oriented towards ex-
ports, though predominantly to
the neighboring continental
countries. The overseas export
share of production of around
10% is relatively low. The flexi-
bility especially of the German
motor industry has benefited
substantially from the latter's
being forced to hold its own on
the German market, which is
open to international competi-
tion. This flexibility entails com-
petitive advantages for the fu-
ture which will become even
greater as motor vehicles are
developed to more sophisticat-
ed standards, making creative
use of new technological pos-
sibilities, and as demand be-
comes increasingly diversified.
Hence, growth potential lies
predominantly in the highly
motorized industrialized coun-
tries where there is growing
demand for technically ad-
vanced, high-quality vehicles.
In countries which are just at
the beginning of motorization,
having great demand for tech-
nically unsophisticated vehi-
cles, the European manufactur-
ers are hardly able to compete
in terms of price.



Coping with
Technical Change Decisive
for the German Industry

The German motor industry's
competitiveness will in future
depend more than ever before
on the extent to which new
technologies can be incorpo-
rated into products and manu-
facture. It is particularly the
segment of qualitatively and
technically advanced vehicles
which offers the greatest future
potential for the intelligent com-
bination of conventional with
new, future-oriented technolo-
gies. This applies to microelec-
tronics in general, to new ma-
terials and sensor technology.
All these technologies provide
the basis on which the interac-
tion between man, the environ-
ment and technology can be
coordinated even better. They
thus help us to change our
approach from thinking in
terms of the product alone to
thinking in terms of systems.
Likewise, they will go a long
way towards meeting the con-
tinuously growing demands for
safety, for fuel economy and for
environmental compatibility.
Today, electronic components
account on average for only
about .5% of the value of a ve-
hicle; by the year 2000, this
share will have grown most
likely to over 10%. Qualitative
growth will therefore continue
to gain importance.

"PROMETHEUS" -
High Technology Applied
to Road Traffic
"PROMETHEUS", initiated by
Daimler-Benz AG and now a
joint project of numerous
European manufacturers, is
designed to render a contribu-
tion towards applying high
technology to road traffic. New
information, control and guid-
ance systems are to ensure
largely accident-free and
smoothly flowing private trans-
port with markedly improved
economy and environmental
compatibility. Although the im-
plementation stage will extend
well into the next century, this
project will provide a wealth of
new findings which will grad-
ually be incorporated in the ve-
hicles in the more foreseeable
future.

High Technology to
Promote the "Learning Ability"
of Factories

The changes in manufacture
brought about by the use of
new technologies will be just
as radical as in the product.
We are at the onset of a cata-
clysmic development; even to-
day, the quality, flexibility and
efficiency of production can be
significantly improved by inter-
linking individual, existing
computer-assisted systems.
"Computer Integrated Manu-
facturing" (CIM) provides for a
continuous flow of information
and materials from the receipt
of orders through to quality in-
spection and vehicle delivery.
However, the development in
production technology aims at
a factory which is not only in-
tegrated but also "capable of
learning". This requires the de-
sign of machinery which is ca-
pable of coping independent-
ly with both new requirements
and malfunction.

Despite progressing automa-
tion, there will be no 'deserted’
motor vehicle factories in the
future, yet there will be changes
in the qualifications required
of our employees. As in the
last few years, the number of
people employed in research
and development will grow at
an above-average rate.

Daimler-Benz:
Growth Through Technology
and Quality

Daimler-Benz pursues the
long-term strategy of safeguard-
ing the company's base and
thus the company's future. The
integration of new fields of ac-
tivity is geared towards provid-
ing the group with additional
stimuli for growth in the long
term, as well as towards safe-
guarding the technical devel-
opment of the automobile at a
level that comes up to our ex-
acting demands. With respect
to the opportunities offered by
new technologies, we are en-
deavoring to remain up to date
without necessarily intending to
use them all ourselves. In other
words, we shall not ourselves
be producing everything which
we are technically capable of.



It is both corporate policy and
a tradition at Daimler-Benz to
maintain close business rela-
tions with a large number of
proficient suppliers. We con-
tinue to foster this cooperation
and are engaged in joint de-
velopment projects in a variety
of fields.

It is especially in car produc-
tion that this gives us the op-
portunity to promote qualitative
growth, calling for additional in-
vestment with the emphasis on
product-related measures.

We will continue to orient our
model policy to the traditional
Mercedes features: distinctive-
ness and individuality of the
product range, top-class engi-
neering and quality, progres-
siveness in safety and ride
comfort, fuel economy and en-
vironmental compatibility. We
have always opted for long-
term model replacement cy-
cles so as to be able to incor-
porate a significant range of in-
novative features, which have
to come up to our own exact-
ing standards, in a new pro-
duct. This policy we will contin-
ue to pursue in the future, es-
pecially with regard to those
features which are to safe-
guard our competitive edge in
the segment of technologically
sophisticated vehicles.

We will continue to concen-
trate on this market segment
and are not planning to intro-
duce a model below the com-
pact series. To be able to offer
advanced engineering at fair
market prices, we are striving
for moderate quantitative
growth oriented towards the
long-term trend in demand.

Where commercial vehicles
are concerned, our aim is to
continue in our efforts to offer
a product range which meets
all our customers' require-
ments. In the foreseeable fu-
ture, it will hardly be possible
to markedly increase deliveries
to our traditional markets. Yet
here, too, there are good op-
portunities for qualitative
growth, because new technol-
ogies and microelectronics in
particular open up new, hither-
to unenvisaged, possibilities of
considerably improving econ-
omy, safety and utility value.

It is our aim to standardize
components for the whole
range of products in the sense
of a modular systems ap-
proach to flexible and low-cost
production. Our all-encompass-
ing corporate commercial ve-
hicle concept will in future pro-
vide the basis on which pros-
pects in the individual markets
can be exploited more effec-
tively.

Future Tasks of the
New Corporate Divisions

AEG, Dornier and MTU will
maintain their independence
within the extended group and
further develop their respective
company identities. Both the
competition and the coopera-
tion between the individual
sectors will go a long way to-
wards promoting the staff's
motivation and creativity for the
benefit of the whole group.

AEG will concentrate its re-
search and development activ-
ities on long-term technologi-
cal projects, the emphasis be-
ing on information, energy,
process and materials technol-
ogy and, to a growing extent,
on the fundamentals of sys-
tems technology.

Dornier plans to restructure
its aircraft production capacity
in Munich, and to extend the
facilities in Immenstaat on Lake
Constance. In the field of med-
ical engineering, the company
will endeavor to maintain its
internationally leading position



in lithotripsy despite the launch

Continuity and Stability

of competing systems. Dornier's Within the Group

involvement in the develop-
ment of the European space
glider HERMES, the further de-
velopment of the European
launcher ARIANE, and of the
COLUMBUS space station
opens up favorable long-term
prospects for the division en-
gaged in space and systems
technology.

MTU expects the replace-
ment demand for aircraft en-
gines to rise in the years to
come. Due to the noticeable
upward trend in the commer-
cial aircraft sector, the produc-
tion capacity at the Munich
plant can be fully utilized. Em-
ployment in the high-perfor-
mance diesel engine sector in
Friedrichshafen is expected to
develop favorably.

Daimler-Benz will continue to
pursue its proven corporate
policy of continuity and stabili-
ty. On the basis of comprehen-
sive research and develop-
ment, we will endeavor to in-
corporate technical progress in
all the products of the group,
and in an economically viable
way. With our qualitatively ad-
vanced range of products and
comprehensive services, we
will continue to strive for our
customers' confidence. Over
and beyond maintaining the
success once achieved, we
wish to open up new spheres
of activity for ourselves.

In order to safeguard growth
on a long-term basis, consid-
erable funds are invested in all
sectors - in consolidating and
extending existing markets, as
well as in opening up new
ones. Our sound financial ba-
sis enables us time and again
to substantiate the good repu-
tation enjoyed by the products
and services of all companies
in the Daimler-Benz group.

The group's significance and
sphere of influence in state and
society are on a par with its re-
sponsibility, which we fully ac-
cept. Consequently, we always
pay attention to the effects our
entrepreneurial decisions may
have on the economic struc-
ture, the labor market and the

environment. In view of the
worldwide activities of the
group, we consider it absolute-
ly essential to remain political-
ly neutral vis-a-vis the most
varied social and constitution-
al structures.

We will continue to place our
confidence in the qualification
and commitment of our staff
and on the broad experience
the group has gained in the
course of many decades. Our
sense of responsibility encom-
passes all our employees
throughout the world, irrespec-
tive of their nationality, race,
colour or religion. Likewise, the
Daimler-Benz group endeavors
to offer appropriate working
conditions oriented to the em-
ployees' individual and social
needs, and to ensuring their
social security as far as this is
economically viable.
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New Management Structure
of the Daimler-Benz Group

The vigorous growth of our
traditional automobile business
within the last few years and
the extension of the group
have substantially increased
the technical and organization-
al demands made on the
group's management. This has
been taken into account in the
design of the new manage-
ment structure and the redis-
tribution of tasks within the
Board of Management.

The Board of Management
of Daimler-Benz AG bears re-
sponsibility for directing the
whole group, in particular for

business policy,
corporate strategy,
overall planning, and
results.

The five product divisions -
Commercial Vehicles, Cars,
AEG, Dornier and MTU - bear
responsibility for their respec-
tive entrepreneurial activities
worldwide, in particular for

strategic concepts,
operations, and
achieving planned results.

Within the framework of the
allocation of tasks within the
Board of Management, the
central divisions perform stra-
tegic and operational tasks
within their respective spheres
of competence. Their respon-
sibilities include functions
which are of relevance for the
whole of the group and to this
extent they have the authority
to set guidelines for the prod-
uct divisions; in the case of the
independent subsidiaries, this
is governed by the applicable
company bylaws. By perform-




ing fundamental, overall plan-
ning, coordination and control
functions, the central divisions
form a kind of "functional brack-
et", promoting the increased

cooperation between the pro-
duct divisions, safeguarding

the uniformity and consistency
of corporate policy and ensur-

ing integration within the group.

In particular, the central divi-
sions are responsible for

the provision of specific
know-how for the

product divisions;

the transfer of know-
ledge with the objective of
optimally utilizing the
existing potential,
rendering specific servi-
ces for the product
divisions.

This new management struc-
ture is the basis for the work of
the new product divisions and
the central divisions, on which
we report on the following
pages.
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The compact series
was extended by the
addition of the 190 E 2.3
and 190 E 2.6.

These models com-
bine excellent perfor-
mance and stress-
relieving comfort with
exemplary economy
and environmental
compatibility.

High Demand for
Cars Worldwide

The demand for cars rose
once again in 1986, with in-
creases in the major market re-
gions of North America, Japan
and Western Europe. Output
went up for the fourth year in
succession, reaching its high-
est level to date at 33.3 million
cars.

In the US.A, the largest na-
tional market by far, 111 mil-
lion cars were sold (+ 2%). This
renewed growth was partly due
to the fact that many people
bought cars earlier than other-
wise, in the face of new fiscal
legislation which came into
force in January 1987. While
sales by American manufac-
turers stagnated (output was
even reduced by 4% to 7.8 mil-
lion cars) foreign companies
succeeded in further improving

their position, despite the sharp
drop in the dollar exchange
rate, and boosting their market
share to 28.3% (25.7% in
1985). This benefited primarily
the Japanese, who exported
2.4 million cars to the USA. -
more than ever before. For the
first time, the budding South
Korean automotive industry
also achieved a higher sales
volume in this market. The
German manufacturers, whose
success lay chiefly with high-
quality cars, exported a total of
443,700 units to the US.A.

(+ 4.7%).

In Japan, 3.1 million cars
were sold (+ 1.4%). While ve-
hicle imports rose sharply, their
share of the market as a whole
remained comparatively small
at 2.2% (1.6% in 1985).

German manufacturers were
particularly successful, account-

ing for nearly 80% of car im-
ports. Car output in Japan rose
2% to 7.8 million; 4.6 million of
these went for export. Exports to
Europe alone went up one-fifth
to 1.3 million vehicles.

In Western Europe, 11.6 mil-
lion cars were sold, 10% more
than the previous year. High
growth rates were registered
above all by the Federal Re-
public of Germany, France and
Italy. Net exports from Western
Europe - output minus new
registrations - amounted to
.3 million cars, less than 10%
of Japan's net exports. Output
in Western Europe went up a
total of 6% to 11.9 million cars,
thereby breaking the previous
record set in 1973. This corres-
ponds once again to a share
in total world output of 35%.

Best-Ever Year for Cars in the
Federal Republic of Germany

For the German car industry,
1986 was the most successful
year in the 100-year history of
the automobile. Unlike the two
preceding years, growth was
due entirely to the domestic
market. New registrations rose
18.9% to a record 2.8 million
cars. The share of foreign
makes went up to 30% (27% in
1985), about half of these being
accounted for by Japanese
makes.

The trend towards environ-
mentally more acceptable cars
continued to intensify through-
out the year. Among new
registrations, the proportion of
low-pollutant cars had risen to



77% by the end of the year.
Customers displayed a greater
awareness of environmental
considerations when buying;
this was due mainly to tax re-
lief, an extended and more at-
tractive product range, and the
enlargement of the network of
gasoline stations offering lead-
free fuel. Towards the end of
the year, the fact that maximum
tax relief for low-pollutant cars
ended in 1986 caused a great
surge in demand.

The German car industry al-
most succeeded in maintaining
its high level of exports at 2.5
million vehicles. More than
90%) of these exports went to

the Western European coun-
triesand to the U.S.A.. Car output
in the Federal Republic of Ger-
many rose 3% to a new high
of 4.3 million.

Daimler-Benz:
Market Successes in
Germany and Abroad
Demand for Mercedes cars
remained high; the number of
incoming orders continued to
exceed our production capac-
ity. On the domestic market,
new registrations rose dramat-
ically by 11% to 294,649 cars.
Although, despite this rise, our
market share fell to 10.9%
(11.6% in 1985), this was due
to the strong expansion of the
market as a whole, which, as a
rule, leads to a reduction in
market share for us since we
are a company which is active
in the upper segment of the
market.

The growth in sales was
largely due to the success of
our mid-series models, the
200 D to 300 E. The popularity
which this series developed on
the market was retained in its
second year of production. The
new T-series models added
even more appeal. Sales of our
S-class sedans and coupes
also improved. New registra-
tions among our compact-
series models, on the other
hand, fell 4% to 118,749. This
was not due to demand, but to
the fact that we adjusted pro-
duction at the Sindelfingen
plant even further in favor of
the mid-series cars. In addition,
1,932 Mercedes cross-country
vehicles (+ 4%) were sold in
Germany; this sector now
comes under the Passenger
Car Division.

The S-class: inter-
national leadership in
safety, comfort and
performance. There
is a choice of eight
different models.
S-class drivers clock
up more than double
the average mileage
of of all drivers.



Of the gasoline-engined
models sold on the domestic
market, 45% were equipped
with an emission control sys-
tem, more than twice the per-
centage for the industry as a
whole. Once the closed-loop
three-way catalytic converter
had been made part of stand-
ard equipment, by the end of
the year nine out of ten cus-
tomers were choosing low-

pollutant gasoline or diesel-
engined Mercedes cars.

By contrast with the German
car industry as a whole,
Daimler-Benz succeeded in
increasing exports once again
in 1986, by 6.5% to 296,225
units. Nearly 50% of these went
to European countries. Above-
average growth rates were
achieved particularly in ltaly,
the United Kingdom, the Neth-

erlands, Austria and Spain. In
the U.S.A, sales rose 14% to
99,314 cars. This included a
sharp improvement with regard
to S-class sedans and coupes
- by nearly one-third. The new
mid-series models, which were
launched in the U.S.A. at the
beginning of model year 1986,
and which are for the first time
also available as gasoline-
engined versions, were also



successful. In Japan, where we
have had our own sales com-
pany since the beginning of
1986,13,820 new Mercedes
cars were registered, about
50% more than the previous
year.

Our production output rose
9.8% to 594,080 cars. This
growth was made possible by
extending the facilities in the
Bremen works. In addition to
the production start-up of the
new T-series, output of the 190
models was raised. Due to the
flexibility permitted by close
coordination with the Bremen
works, production of the com-
pact models was reduced at
the Sindelfingen factory, while
output of the mid-series sedans
was raised 22% to 243,251.

In Sindelfingen and Bremen
together, 211,009 190-series
cars were made, roughly the
same number as in the year
before. Since output of S-class
sedans and coupes rose 2.6%
to 111,757 units, both the
higher level of equipment and
the model mix were better for
employment and revenue. At
Steyr-Daimler-Puch in Graz,
Austria, 5,945 Mercedes cross-
country vehicles were made on
a commission order basis.

In addition to the increase in
output, the year under review
saw a record number of new
start-ups in production, due es-
pecially to the inclusion of
closed-loop catalytic converters
as standard equipment for all
gasoline-engined models.

New Models
Successfully Launched

Since the beginning of 1986,
the new top models 560
SEL/SEC and the T-series have
been available. We have add-
ed two new and particularly
powerful models to the com-
pact-series range, the 4-cy-
linder 190 E 2.3 and the 6-cy-
linder 190 E 2.6. The 2.6-liter
engine is now available in all
three series of our overall car
range.

At the Geneva Motor Show
in March 1987, we presented
the new mid-series coupes, the
230 CE and the 300 CE. The
market response is highly
encouraging.

Safety and ride comfort have
been further improved. The au-

Our T-series models
have successfully
established themselves
in the market. They
combine the comfort
and performance of
the sedans with con-
siderably increased
transport capacity for
professional and
leisure-time use.
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Assembly shop with 18
double workbays for
the stationary installa-
tion of cable harnes-
ses in passenger cars.
Battery-powered
driverless trolleys
transport the cars to
and from the assembly
line. Economically
designed wooden
platforms of different
heights are optimally
adapted to the
different jobs.

tomatic locking differential
(ASD), one of a comprehensive
range of driving-dynamics sys-
tems, has now entered series
production. It improves traction
on road surfaces with varying
degrees of grip. As from Sep-
tember 1986, all 6-cylinder
gasoline-engined models have
been equipped with the anti-
lock braking system (ABS) as
standard. The airbag, which
supplements the seat belt, is
being ordered more and more
often; over 250,000 Mercedes
cars have now been fitted

with it.

Over DM 1 Billion Invested in
Car Sector

In our car plants we have in-
vested a total of DM 11 billion
for directly product-related
measures, the further enlarge-
ment of capacity and the use
of modern production
technologies.

With more sophisticated pro-
duction facilities, we are aim-
ing for improved, consistently
high production quality. At the
same time, we want to further
reduce the stress on person-
nel at their work stations. For
the planning and programing
of systems, simulation models
and CAD/CAM technology are
acquiring more and more im-
portance. At the Sindelfingen
plant, for instance, movement
sequences for industrial robots
are simulated by means of

CAD/CAM even at the planning
stage. This greatly improves
planning accuracy. Since the
beginning of 1986, in Ham-
burg, we have been producing
electrically adjustable steering
columns for the mid-series and
S-class models on a new sys-
tem consisting almost entirely
of CNC machines.

At the Bremen plant, we
have completely reorganized
the production sequence in
one area; cable harnesses and
other lines are now no longer
installed on a conveyor belt,
but in special work bays with
the vehicles stationary.

Innovative production meth-
ods also serve environmental
protection and energy con-
servation. Through the applica-
tion of modern environmental
engineering principles, we



have considerably improved
our exhaust-air systems, espe-
cially in the paint shops. New
treatment systems for waste
water, e.g. from the galvaniz-
ing and hardening shops, re-
duce the amount of pollutants
and ensure that concentration
limits are complied with.

In order to enlarge capacity,
work was begun in Sindel-
fingen on the setting-up of a
new tool-making facility and a
pressing plant. In Bremen and
Hamburg, production buildings
were constructed and/or ex-
tended. At the Berlin plant, in-
vestment went into production
facilities for reconditioned car
engines and exhaust mani-
folds, which used to be in the
Untertuerkheim plant.

Further Growth for
Mercedes Cars

Due to the general economic
prospects in the Federal Re-
public of Germany, 1987 can
be expected to be another
good year for car sales. The
slight drop in sales in the first
few months of the year did not
signify a change in the trend,
but was directly linked with the
purchases which customers
made earlier than otherwise
at the end of last year. The
healthy order situation means
we can expect a further in-
crease in the sales of
Mercedes cars.

Car exports from the Federal
Republic have been made
more difficult in 1987 following
the revaluation of the D-mark.
This applies to exports to most

European countries, and espe-
cially to the U.S.A.. Even though
demand on the American car
market as a whole is expected
to fall, both the U.S. market and
the European countries will re-
main receptive to top-quality
vehicles. Daimler-Benz there-
fore assumes that its exports
can be raised even further.
Using the available capacity
to the full, we are planning a
slight increase in output in
1987, to over 600,000 cars.

Third Car Plant
in Rastatt

In the face of the general
trend towards higher-quality,
more sophisticated cars, we
expect a further rise in the de-

mand for Mercedes cars the
both medium term and long
term. At the same time, our poli-
cy is geared above all towards
gualitative growth. However,
the ever more complex engi-
neering in our vehicles and the
application of new production
technology mean that we need
both more production space
and more employees. For this
reason, we plan to enlarge our
capacity with a new plant in
Rastatt. We aim to start phas-
ing in production there as from
1990. Provided the expected
market and demand situation
does not change, we expect to
be able to create about 7,000
jobs at the Rastatt plant by
1995.

Our successful 190
series comprises
seven different models.
In 1986, more than
211,000 units were
produced in the
Sindelfingen and
Bremen plants.
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The new large van
series with permissible
gross weights from 3.5
to 7.5 tonnes includes

a large variety of dif-
ferent platforms, load
compartments, pay-
loads and body ver-
sions to meet the most
diversified transport
requirements.

Higher Demand for Light
Commercial Vehicles

In 1986, the commercial ve-
hicle markets continued to trail
behind the generally positive
economic trend. On the world
market, demand only picked
up in the lighter vehicle cate-
gories. Sales of heavy-duty
trucks remained disappointing.
Due to the increase among
small delivery vehicles, which
are largely derived from pas-
senger cars, worldwide output
reached 12.1 million units,
nearly the same number of
commercial vehicles as in the
previous year.

On the largest commercial
vehicle market, the US.A., new
registrations rose 3% to 4.8
million vehicles. As in 1985, 3.5
million of these were manufac-
tured in the U.S.A,; the share of
world output remained steady
at 29%.

In Japan, domestic sales
went up 4% to 2.6 million com-
mercial vehicles. However,
since exports fell by 12% (2.0
million vehicles), output had to
be reduced 4% to 4.5 million.
This meant that, in turn, Japan's
share of world output fell once
again, to 37% (38% in 1985).

In Western Europe, commer-
cial vehicle sales rose 10% to
15 million units. High growth
rates were achieved in France,
the Federal Republic of Ger-
many and in Spain. Altogether,
15 million vehicles were pro-
duced, representing 13% of
world output. At the same time,

however, the output of trucks of
over 6 tonnes was 2% down on
the previous year's figure at
293,000. The reason for this
was the continued fall in de-
mand from the Near and Mid-
dle East. In Western Europe
this resulted in capacity utiliza-
tion and employment pro-
blems. The fierce competition
with regard to prices and con-
ditions continued unabated.

German Commercial
Vehicle Industry:

Growth in Sales only
on Domestic Market

In the Federal Republic of
Germany, 143,340 new com-
mercial vehicles were regis-
tered. The 7.1% increase
involved mainly vans and
light trucks. The demand for
medium-heavy and heavy-duty
trucks recovered somewhat in
1986, but from a comparatively
low level. The share of foreign
makes on the German market
increased further to 25% (24%
in 1985).

The German commercial
vehicle industry sold 173,332
vehicles to customers abroad,
2.5% fewer than in the previ-
ous year. While an increase in
the number of medium-heavy
vans and light trucks was
achieved, exports of light-
weight vans and medium and
heavy trucks decreased.
Among trucks of 16 tonnes and
over - which accounted for
one-fifth of German commer-
cial vehicle exports in terms of
numbers, but one-half in terms
of value - the drop in demand
from the countries of the Near
and Middle East could not be
compensated for on the Euro-
pean markets.

Output in the Federal Re-
public of Germany rose 2.5%
in 1986, to 286,135 commer-
cial vehicles.



Daimler-Benz:
Difficult Commercial
Vehicle Business

On the domestic market,
Daimler-Benz sold 58,311
commercial vehicles (58,114 in
1985), due above all to the
higher demand for vans and
light trucks.

While our truck sales in the
category of 6 tonnes and over
rose slightly less than the av-
erage for the entire industry, by
1.8% to 27,773 units, we still
succeeded in maintaining our
leading position in this highly
competitive market, with a
share of nearly 60%. Sales of
our light Woerth trucks, which
rose dramatically the previous
year after the introduction of a
new 13-tonne version, returned
to a normal level in 1986. In the
case of our heavy-duty trucks,
which are so important to rev-
enue and employment at our
domestic plants, we succeeded
in increasing domestic sales by
2.7% to 12,299 vehicles.

The recovery in demand
which became manifest in
Western Europe in 1986 also
benefited us. Considerable
growth was achieved above all
in France, the United Kingdom
and ltaly. Our T1 range of small
vans was particularly success-
ful. Among trucks of over 6
tonnes, we retained our mar-
ket share of 25% in Western
Europe. As the biggest supplier
of trucks in the Near and Mid-
dle East, Daimler-Benz was
particularly affected by the fur-
ther deterioration in the eco-
nomic situation of these coun-
tries. Despite the large number
of trucks actually required to
develop this region, our exports
fell by two-thirds, as compared
with 1985, to 7,234 vehicles.
This is over 35,000 units fewer
than in the boom year of 1982.

Depite this, we managed to
keep our total exports, at
78,959 units, at almost the
same level as 1985 (79,993).
The supply of vehicle kits for
manufacture and assembly
abroad, especially in Saudi
Arabia, Nigeria, Iran and
South Africa, has been greatly
reduced, and that had a nega-
tive effect on employment and
capacity utilization.

In the year under review, we
manufactured 145,757 com-
mercial vehicles (+ 1.7%) in our
German plants. An increase in
the case of vans and light
trucks contrasted with a drop

in the number of medium and
heavy trucks. The production of
vehicle kits had to be reduced
to 8,838 units (26,402 in 1985).
In 1986 as in previous years,
employees from commercial
vehicle plants worked tempo-
rarily in the car plants, which
were working to full capacity.
In addition to this, we trans-
ferred certain tasks from the
car sector to the commercial
vehicle plants as a longer-term
job-securing measure.

The light Woerth
trucks with permissible
gross weights from 6.5
to 13 tonnes - ideally
suited to special appli-
cations as well.



Buses: Fierce
Competition

The bus business remained
difficult both in Germany and
abroad. Sales of Mercedes
buses on the domestic market
rose just under 1% to 2,022
units. While sales of regular-
service buses exhibited a pos-

itive trend with the introduction
of the O 405, demand for tour-
ing buses continued to fall.
Moreover, the growth in the
market share of almost 5 per-
centage points achieved in
1985 could not be fully main-
tained; our market share de-
creased from 49.7% to 47.5%.

On the export side, German
bus manufacturers suffered a
decline of over 10% in 1986.
The number of buses we sup-
plied dropped 5.6% to 2,693
units. Domestic output of Mer-
cedes buses and bus chassis
fell 4.9% to 5,084 units.



Unimog and MB-trac
Exports Down

The market for agricultural
and other tractors continues to
be characterized by fierce
competition with regard to
prices and conditions. On the
domestic market we sold 5,616
Unimogs and MB-tracs, match-
ing the level of 1985. The de-
crease in exports from 4,924 to
3,415 was partly due to the fact
that a number of major orders
had been completed the year
before. Output was reduced
10% to 9,210 Unimogs and
MB-tracs.

Due to the changing situa-
tion with regard to competition
on the international markets,
Daimler-Benz and Kloeckner-
Humboldt-Deutz have decided
to combine their activities in the
area of Trac-tractors used
mainly for agriculture. This
move is designed to ensure the
future continuation and devel-
opment of this well-proven
tractor design (four-wheel drive
via equal-sized wheels), in the
interest of the customers.

The aim of this cooperation,
in a new company in which
KHD has a 60% share and
Daimler-Benz 40%, is the joint
development of a homoge-
neous family of all-wheel-drive
tractors for the 90s. The sales
of all-wheel-drive tractors from
Daimler-Benz and KHD are to
be the responsibility of a joint
sales company.

Higher Output
of Commercial Vehicles
by Foreign Subsidiaries

Taken as a whole, our for-
eign subsidiaries succeeded in
raising the output and sales of
commercial vehicles.

In South America, the eco-
nomic and currency reforms
carried out in 1986 led to a
surge in demand. Our Brazil-
ian subsidiary increased its do-
mestic sales by nearly a quar-
ter to over 34,000 commercial
vehicles, maintaining or even
enlarging market shares of
40% with trucks and more than
80% with buses. Exports rose
38% to 7,496 units, most of
these going to our assembly
companies in the US.A. and
Indonesia. Production output
by Mercedes-Benz do Brasil
increased 32% to 43,444
commercial vehicles.

As a result of the economic
upturn in Argentina, our sub-
sidiary there increased sales
by 43% to 5,002 commercial
vehicles, improving its market
share from 38% to 58%. Using
the existing capacity, manufac-
turing output was raised by
about half to 4,969 trucks and
buses.

In the U.S.A. and Canada,
our subsidiary Freightliner sold
20,602 heavy-duty trucks
(20,809 in 1985). The compa-
ny's share of the recessive U.S.
heavy truck market went up
from 13.5% to 15.5%. Freight-
liner now ranks third among
American heavy-duty truck
manufacturers. The new
conventionals launched in
1985 have proved especially
successful; their cabs include
a number of parts supplied
from our Woerth plant. Output
in the three North American
plants fell 1.8% to 20,564
heavy trucks.

Sales of medium-heavy
Mercedes trucks increased to
4,721 (4,516 the previous year).
Their market share amounted
t0 2.8% in the U.S.A. (2.9% in
1985) and 5.6% in Canada
(3.3% in 1985). These vehicles
are assembled in Hampton,
Virginia, from parts supplied by
our Brazilian subsidiary and by
our plants in Germany.

In Spain, 10,667 Mercedes
vans were sold in the year un-
der review (+ 1.3%). Due to the
production changeover for the
new van range launched at the
beginning of 1987, Mercedes-
Benz Espana had to reduce
output 13% to 9,448 vehicles.
With the new van series, the
company is expecting an in-
crease in both output and sales
in the years to come.

Due to the political and eco-
nomic difficulties in South
Africa, the commercial vehicle
market declined sharply in
1986. Mercedes-Benz of South
Africa succeeded in selling
2,775 vehicles (3,647 in 1985).

Taken together, our com-
mercial vehicle companies
abroad raised output 14% to
80,587 vehicles. This means
that, for the whole group, out-
put amounted to 226,344 com-
mercial vehicles, 5.8% more
than in 1985.



Spheroidal graphite
casting at a molding
facility in the
Mannheim plant.

Sales of Industrial
Engines up

Throughout the world, there
are excess production capaci-
ties in the case of industrial en-
gines. Shrinking markets make
competition even keener. De-
spite this, Daimler-Benz man-
aged to consolidate its market
position in this sector and to
raise sales for the group as a
whole - including the compa-
nies in Argentina, Brazil and
Spain - to 32,929 industrial en-
gines (28,547 in 1985). In the
output category of 200-500 kW,
we are the biggest supplier of
engines for industrial use on
the domestic market.

At the beginning of 1987,
MTU took over the sales for
some of the areas of applica-
tion - marine, railbound and
stationary engines - thereby
rounding off the bottom end of
its own range. Within the Com-
mercial Vehicle Division at
Daimler-Benz AG, activities will

be intensified for the sale of en-
gines to Original Equipment
Manufacturers (O.E.M's) in the
special-purpose vehicle indus-
try, in the machinery industry
and in the equipment industry.

Commercial Vehicle Range
Offers Wider Spectrum of
Applications

In the year under review, we
introduced a series of new
developments which allow
our customers more efficient
use of commercial vehicles.

In the spring of 1986 we re-
placed the "Duesseldorf van",
which we had been making for
over 20 years, by the newly-
designed large van series.
Compared with the previous
series, the choice of models
was enlarged and now extends
right up to a gross vehicle
weight of 7.5 tonnes. Our range
of "light trucks", in the 6.5 to 13-
tonne category, was extended
by the addition of all-wheel-

drive versions. The better trac-
tion provided by these vehicles
is highly advantageous in the
construction industry, in forest-
ry, in municipal and winter ser-
vice, and in fire-brigade and
rescue operations.

In addition, various export
versions, special chassis for
buses, and air-suspension ve-
hicles have been incorporated
into the range. Among the
heavy trucks, the main innova-
tion was the introduction of the
260 kW (354 hp) models, of-
fering optimized power and en-
gine speed characteristics. In
Mannheim, production of the
standard regular-service inter-
urban bus was started up.

To improve active safety
even further, we presented the
electronically actuated acceler-
ation skid control system
(ASR), which supplements the
anti-lock braking system (ABS)
on commercial vehicles.

ASR prevents the wheels from
spinning in difficult road con-
ditions, making for much bet-
ter road-holding. All the new
and further-developed com-
mercial vehicle engines are de-
signed so that their exhaust
emission values are 20% be-
low the European limits laid
down in ECE Directive 49. With
regard to nitrous oxide emis-
sions, the new engines already
comply with the strict U.S. ex-
haust emission limits.

New Production Processes
Assure and Improve Quality
The efficient use of a com-
mercial vehicle presupposes
not only innovative engineering
and its incorporation into prod-
ucts which can be manufac-
tured on a large scale, but also
constant high quality. By set-
ting up so-called "workshop
circles", we have created ad-
ditional ways in which employ-
ees who are directly involved



can submit their ideas on how
to improve work sequences
and quality control. Greater use
of industrial robots and auto-
mated machinery is helping to
remove monotonous and er-
gonomically difficult jobs from
the manual sector. This is a fur-
ther contribution towards mak-
ing our factories more pleas-
ant to work in. In the Gaggenau
plant, for instance, a five-axis
inert-gas arc welding robot has
been installed for Unimog and
truck chassis parts.

Investments for
Efficiency Improvements and
Environmental Protection

In the year under review, we
invested DM 489 million in our
domestic commercial vehicle
plants, and DM 329 million in
our foreign companies with
their own manufacturing facili-
ties. The main areas of empha-
sis were product-related meas-
ures and the relocation of
manufacturing tasks. In Mann-
heim, for instance, facilities for
higher-output engines and for
the production of passenger
car components made of
spheroidal graphite cast iron
were installed. In Gaggenau,
we invested in a central system
for the auxiliary transmission
section; this system controls
water supply, electricity, waste

water etc. and optimizes
energy costs. As a job-securing
measure, a number of manu-
facturing tasks from the car
sector were moved to Gag-
genau (gearbox components,
automatic transmission parts,
pressed parts for the SL Road-
ster), as was the production
of engine parts for MTU. In
Woerth the first phase of con-
struction work on the central
plastic manufacturing facility
was completed, and a new ve-
hicle delivery section was built.
We have contributed to-
wards environmental protection
by means of lower gaseous
and waste water emissions,
and by saving energy and raw
materials. We converted our
power plant in Gaggenau from
oil to gas operation, for in-

The new 1935 heavy-
duty truck with inte-
grated power train;
optimally matched major
components ensure
higher average

speeds at lower fuel
consumption.



There are more than
150 versions of the
Mercedes vans with
gross weights from 2.5
to 4.6 tonnes - the
right vehicle for every
purpose.

stance; in Mannheim we instal-
led a water recooling plant,
and a waste water treatment
plant in Kassel. In Duesseldorf,
paint waste can now be incin-
erated without any problems
following special processing.
With a new boiler system in the
Woerth plant, which can oper-
ate on either heating oil or nat-
ural gas, sulphur dioxide emis-
sions can be reduced by 90%,
nitrous oxides by 70%, on a
long-term basis.

Commercial Vehicle Business
Remains Difficult

On the international com-
mercial vehicle markets, the si-
tuation continues to be marked
by excess capacities, fierce
competition and structural
changes in transport require-
ments. A recovery of the mar-
ket, both in Germany and ab-
road, can only be expected in
the case of small delivery ve-
hicles. In the Federal Republic
of Germany, with continued

economic growth, the low in-
terest rates can be expected to
have a positive effect on de-
mand for commercial vehicles.
This year, new stimuli will also
be coming from the construc-
tion industry.

In 1987, Daimler-Benz ex-
pects output in the domestic
plants to approximately match
the previous year's level. Our
subsidiaries in Brazil, Argen-
tina and Spain plan to increase
their output. Freightliner is also

expecting business to pick up

in the U.S.A.. For the group as a
whole, commercial vehicle out-
put will rise once more.

The results achieved to date
from setting up a worldwide
interdependent production sys-
tem encourage us to continue
coordinating our international
commercial vehicle activities
on a worldwide scale. We will
make increased use of the po-
tential this creates.



Traveling by bus is
becoming more and
more popular. Merce-
des-Benz buses con-
tribute to this. Pictured
here is the O 303 RHS
coach.



AEG

AEG liquid crystal
disEIay, chip-on-glass
technology; by attach-
ing the electronic con-

trol elements on the
narrow strip along the
edges of the display
unit, only few contact
points are required,
thus ensuring maxi-
mum operational
reliabiligl. The rear

is

of the display unit
remains free for back-
lighting.

Increased Demand for
AEG Products in Germany
and Abroad

The upward trend of the
German electrical and elec-
tronic industry continued in
1986, although the rate of
growth was slower, due to the
decline in export demand. The
upward trend in the domestic
market was driven by the de-
mand for high-quality electrical
consumer goods and for in-
dustrial machinery and equip-
ment.

Orders received by the AEG
group rose in 1986 by 7% to
DM 12.1 billion. The domestic
demand for AEG products and
services rose at an above-
average rate by 11 % to DM 7.4
billion, while export orders
were 2% up on the previous
year at DM 4.7 billion.

Consolidated sales world-
wide rose 3% to DM 11.2 bil-
lion. This growth resulted ex-
clusively from improved do-
mestic business which rose by
8% to DM 6.4 billion. Export
sales were 2% below the level
of the previous year, primarily
due to changes in the dollar
parity.

At the year end, AEG em-
ployed 78,199 people, 64,284
of these in Germany. The 6%
increase is primarily attribut-
able to the first-time inclusion

of new group companies.
1,000 apprentices were taken
on during the year in Germany,
bringing the total of young
people currently receiving pro-
fessional training at AEG to
3,200.

Further Increase in
Investment

Additions to plant and equip-
ment increased by half in 1986
to DM 559 million. Substantial
funds were invested in the ra-
dio and radar systems, stand-
ard products, household appli-
ances and office technology
divisions.

AEG increased its research
and development expenditure
to DM 900 million, or 8% of
sales. Every tenth employee
works in research and devel-
opment for the company. The
three research institutes in Ber-
lin, Frankfurt am Main and Ulm
alone comprise 550 em-
ployees.

One focus of research is dig-
ital communication, where
work has begun on develop-
ing a video telephone which
the German Post Office pro-
poses to introduce in the mid-
1990s. A voice recognition sys-
tem for operating a car tele-
phone is presently being test-
ed/Pattern recognition and
image processing have in-
creasingly become the focus of
attention in the light of recent
progress in industrial automa-
tion. AEG emphasizes expert
systems in its major drive to-
ward its introduction of artificial
intelligence to production pro-
cesses. For the manufacture of
microelectronic circuits, a new
manufacturing process, X-ray
lithography, was used success-
fully for the first time. ESPRIT
and RACE, projects of the Eu-
ropean Community, are being
intensively pursued at AEG's
Ulm Integrated Development
Center.



Power Distribution

Orders increased consider-
ably in the AEG power distri-
bution division, which com-
prises high and medium-volt-
age distribution equipment,
utility networks and switchgear
equipment, power transform-
ers, instrument transformers
and transmission-line construc-
tion. Among the larger orders
is a contract for the complete
power distribution equipment
of a new hydro-electric power
station in Nepal. Domestic
business improved slightly; or-
ders for the design of electrical
supply networks came from
power utilities and consulting
companies. Due to the lower
billings of foreign projects,
sales declined in 1986.

AEG KANIS

The overall results for AEG
KANIS, which manufactures
gas and steam turbines and
electrical systems for power
stations, were less than satis-
factory, due to the unfavorable
market situation for gas
turbines.

Marine and Special Systems
While domestic business in
this field was influenced by the

continuing weakness of the
merchant shipbuilding market,
exports increased. There was
further expansion in areas such
as image processing, photo-
electronics, TV studio technol-
ogy and infrastructure systems
for airports. AEG received or-
ders for solar generators for
various satellites and for power
supply and distribution
systems.

Automation Systems and
Industrial Systems

The two AEG divisions, au-
tomation systems and industrial
systems, benefited from the
growth in the domestic market
for industrial automation prod-
ucts. These divisions play a
leading role in environmental
protection. AEG is a technology
leader in water purification and
polluted gas emission control.
The new U.S. acquisition MOD-
COMP is affiliated with AEG's
automation systems division.
MODCOMP technology is
playing an essential role in the
implementation of the expand-
ed TOPIC information system
on the London Stock Ex-
change. At present, nine MOD-
COMP computers with over
7,000 terminals control the
largest private videotext net-
work in the world.

Railway Systems

The domestic demand for
railroad equipment was stag-
nant in 1986 but in the longer
term is expected to rise. This
AEG division has further ex-
panded its leading position in
the application of three-phase
current traction equipment for
mass transit systems. Subway
cars with three-phase current
traction equipment have been

supplied to Berlin, Munich and

Madrid. From the outset, AEG

played a leading role in the de-

velopment of the Intercity Ex-
perimental (train). This experi-
ence is now being applied to
the design of new high-speed
intercity trains for the 1990s.

AEG

Electrophotographic
image drums from
AEG are used not only
for copying machines
but also for modern,
high-capacity laser
and LED printers.
Together with the
customers, testing
methods are developed
to ensure the repro-
duction reliability and
efficiency of the image
drums.



AEG

Built-in household
appliances from AEG
for greater creativity in
the kitchen and more
leisure time. Innovative
technology and attrac-
tive design; with the
VARIO decor system,
the front colors can
be matched to all
kitchen designs.

Components

Orders in the AEG compo-
nents division rose at an above-
average rate. Efforts by util-
ity companies to reduce sul-
phur and nitrogen emission
have led to a rise in the de-
mand for electrical machinery
and low-voltage distribution
equipment. For the world's first
industrial-scale battery storage
installation, located in Berlin,
AEG supplied the electrical
part, in the form of converter
equipment and DC switchgear
plant.

AEG KABEL

The power cable sector of
AEG KABEL reported good ca-
pacity utilization. Deliveries of
cable harnesses for the auto-
mobile industry and of optical
fiber cables were increased.
Sales of coaxial long-distance
cables however recorded a
drop.

Standard Products

There was an overall rise in
sales of standard products. Es-
pecially successful were elec-
tronic tubes and fractional
horsepower motors. Two large
orders to equip communication
satellites with traveling-wave
tubes were received from the
USA.

Radio and Radar Systems

Orders and sales of AEG's
radio and radar systems divi-
sion continued its positive
trend. This development was
led by domestic business. Sev-
eral orders for mobile ground
and airborne radar systems
and for radio reconnaissance
and intelligence systems were
received.

Communication

The trend for the AEG com-
munication division was posi-
tive. Two 500 kW short-wave
transmitters were supplied to
Radio Japan, one to Voice of
America and one to Norway. In
the area of mobile voice and
data communications, empha-
sis was on car telephones,
cordless phones and handheld
portable radio telephones.
Three experimental systems for
a digital car telephone for the
future (CD 900) were supplied
to the French Post Office and
have undergone successful
trials.

Information Systems

Orders and sales increased
considerably in 1986. The in-
ternational market position of
AEG in the field of letter sort-
ing systems was further ex-
panded with orders from the
United Kingdom, Denmark, the
Netherlands and the U.S.A.



OLYMPIA

The consolidated worldwide
sales of Olympia for 1986 were
below the level of the previous
year due to the change in the
dollar parity. Electronic type-
writers and word-processing
systems continue to be the
mainstay of business. In 1986,
the word-processing system
Olytext 20 and the Olystar 60
microcomputer were success-
fully launched on the market.

Household Appliances

The domestic growth of the
AEG household appliances di-
vision was well above the av-
erage for this industry. A deci-
sive factor was the successful
introduction of a new automatic
washing machine series; with
the OEKO-LAVAMAT, detergent
consumption is reduced by
20%.

Power Tools

The AEG power tools divi-
sion, which was fully taken over
by AEG at the beginning of
1986, had a successful year
despite generally difficult mar-
ket conditions. Exports account-
ed for almost two-thirds of
sales, which remained un-
changed from the previous
year.

AEG Worldwide

The AEG sales organization
comprises 40 sales branches
and outlets, and a staff of
7,000. Outside of Germany,
AEG is represented by its own
subsidiaries, affiliated compa-
nies, representative offices and
agencies in 110 countries. Or-
ders received by the foreign
sales organization increased
by 5%, with significant in-
creases in Belgium, Denmark
and Greece. Also, the sales of
MODCOMP U.SA. are included
in this figure. Sales of the con-
solidated foreign companies
declined by 7% to DM 2.8 bil-
lion - primarily affected by cur-
rency changes.

Outlook

The strategic objectives re-
mained unchanged, i.e. to
strengthen and expand, on an
international basis, AEG as an
electrical and electronics com-
pany. The structure of the com-
pany, its financial basis and the
broad range of products offer
excellent possibilities to seize
the market potential. In the sig-
nificant fields of electrical and
electronics technologies, the
AEG group reflects a century
of knowledge and experience
and offers well-balanced, pro-
gressive product lines in capi-
tal, producer and consumer
goods.

AEG

A glass fiber up to 800
metres long is wound

onto a rotary fiber

coil and screened on

both sides by means of
red laser light. On the
coil is the blank mold

from which the glass

fiber is drawn.



DORNIER

Completion of a
Cessna Citation
cockpit at Dornier
Reparaturwerft in
Oberpfaffenhofen

Dornier Sales Again Top
DM 2 Billion

Sales of the Dornier group,
whose range of products and
services is geared heavily to-
wards exports, were influenced
by the high value of the D-mark
and by the restrictive purchas-
ing policy of public customers.
Fewer orders were received
from some major foreign mar-
kets. Nonetheless it was possi-
ble in 1986 to stabilize sales at
the high level of DM 2.1 billion,
following a 40% increase in the
previous year. Domestic sales
totaled DM 669 million
(DM 667 million in 1985).
Nearly a third of the Dornier
group's business was with
public clients.

Total output rose by 5.7% to
DM 2.16 billion. Development
work carried out for third par-
ties was invoiced at DM 411
million. DM 103 million was
spent on the group's own re-
search and development pro-
jects, an increase of two thirds.

Investment by the Dornier
group amounted to DM 79 mil-
lion (DM 73 million in 1985).
During the course of 1986,
785 new jobs were created;
employment at the end of the
year stood at 9,557.

Aviation

During 1986,31 DORNIER
228 aircraft were supplied to
customers; 94 such models
are now being used as utility
and commuter aircraft by 42
different customers. Due to the
weakness of the U.S. dollar and

the market situation thus cre-
ated in the U.S.A,, this number
is smaller than had been an-
ticipated originally. Both the
German and the American au-
thorities have now approved a
further-developed version with
a 220 kg higher maximum
take-off weight of 6,200 kg.

Within the framework of Ger-
man-Indian collaboration for
the production in India of up to
150 DORNIER 228s under li-
cense, the first five aircraft,
whose components were still
being built in Germany, were
completed and flight-tested by
the Indian partner. In the sec-
ond phase of the program now
commencing, the vast majority
of the components too will be
made in India.



Dornier is producing various
assemblies for the Airbus A
310. It is also developing and
producing assemblies for the
Airbus A 320. This new model
made its maiden flight in Feb-
ruary 1987. Dornier has sup-
plied to date 510 Alpha Jets
and the assemblies for them.
This project was developed
and produced in collaboration
between France and Germany.
Work at Dornier proceeded ac-
cording to schedule on the
planning and definition study,
begun last year, for the Euro-
pean fighter plane of the
1990s, the JF 90, and on the
technological tasks assigned to
the Federal Republic of Ger-
many on certain aspects of
overall design, structure, mate-
rials, construction methods and
avionics.

On the servicing side, the
Dornier Reparaturwerft is the
chief contractor for depot main-
tenance and repair of the
NATO Airborne Early Warning
Systems (AWACS), coordinat-
ing a multinational team of 22
firms from eight NATO coun-
tries. In the framework of the
outfitting program, the first five
of seven Challenger CL601 s
ordered by the Federal
Defense Minister have been
delivered and taken into
service.

Defense Technology
Remotely-piloted reconnais-
sance vehicles were again a
central aspect of operations in
the field of defense technology.
Work included servicing of
short-range reconnaissance
systems already in operation
and preparation for standard
production of longer-range
systems. In the field of com-
puter-assisted command and
fire control systems, the
company continued its devel-
opment work as general con-
tractor for the command,
control and information system
of the German air force.
Further activities included train-
ing systems, the quick-mount
mobile antenna mast, the
rapidly launched, foldable dry
support bridge and mobile
workshop equipment.

Space Technology
Development in the field of
space technology was shaped
by the decision of the Federal
government to take part in the
international programs ARIANE
5, HERMES and COLUMBUS.
Dornier is trying to participate
in some of these programs and
in some of the preliminary de-

velopment work.

Work on the most important
current projects, the European
Remote Sensing Satellite
ERS-1 and the National X-ray
Satellite ROSAT, for which Dor-
nier is chief contractor, pro-
ceeded according to schedule.

Dornier is responsible
for the antennae, the
power supply system
and the ground station
of the German "Coper-
nicus" research satellite.



With the development
of the Spacelab Envi-
ronmental Control and
Life Support System,
Dornier rendered a
significant contribution
towards the success
of the German D1
mission.

The GIOTTO space probe, in
the development of which Dor-
nier had a major share, com-
pleted a highly successful sci-
entific mission to Halley's
comet.

Among the most important
tasks in the field of ground sta-
tions were the completion and
installation of seven earth sta-
tions for the French TELECOM
1 Satellite System. Further pro-
jects concerned the develop-
ment of ground control sys-
tems for the German telecom-
munication satellites DFS-Co-
pernicus and TV-SAT. Develop-

ment also began on six mobile
communications stations for
transmitting television signals.
Considerable activity was also
devoted to systems and exper-
iments concerning the utiliza-
tion of microgravity.

Medical Systems

93 DORNIER kidney lithotrip-
ters, for the non-invasive de-
struction of kidneystones by
means of Shockwaves, were
supplied during the year. This
brought the number of such

systems in use throughout the
world at the end of 1986 to
204. A total of 250,000 patients
have so far been successfully
treated in this way. In the
course of the year the DOR-
NIER kidney lithotripter HM 4
was presented, a system incor-
porating the latest technology
in the field.

After intensive research
work, the technique of gall-
stone disintegration was suc-
cessfully tested in clinical ap-
plication. By means of pilot in-
stallations in Munich and, since
November, in Wuppertal, nearly
200 patients with gallstones
had been successfully cured
by the end of 1986 without
having to undergo surgery.

Outlook for 1987

In all probability the business
of the Dornier group in 1987
will not equal the high level of
the two preceding years. The
reasons for this are the contin-
ued low value of the U.S. dollar,
with its adverse effect on air-
craft sales, and a certain slack-
ening in the demand for kid-
neystone disintegrators.



Further Increase in Sales

The products of the compa-
nies which make up MTU Mo-
toren- und Turbinen-Union
Muenchen and MTU Motoren-
und Turbinen-Union Friedrichs-
hafen compete in markets char-
acterized by innovation and
high technology as well as by
fluctuating demand and in
some cases excess capacity.
Due to the many years of high
outlay in financial, technologi-
cal and personnel resources
for the development and refine-
ment of its products, MTU was
able to maintain and expand its
good competitive position. This
was particularly true of the
aero-engines, high-perfor-
mance diesel engines, turbo-
chargers for vehicle engines
and large fans.

In 1986, the MTU group
companies continued the
steady growth of many years.
Consolidated sales rose, par-
ticularly exports, by 7.8% to just
under DM 3.0 billion. The level
of employment and capacity
utilization was high throughout.
DM 3.6 billion of orders were
received and the order back-
log at the end of 1986 amount-
ed to DM 4.9 billion; this
will guarantee employment
through the year 1988. By the
end of the year the number of
employees had increased to
16,912 (15,987 in 1985).

A total DM 302 million was
spent on research and devel-
opment, about half of this on
the company's own projects
and half on development work
contracted for by third parties.
Capital spending, at DM 211
million, was well above depre-
ciation charges totaling DM

162 million. Investment outlays
centered on modernizing of
production and of research
and development facilities, and
on the expansion of production
capacity.

MTU Muenchen:
Aero-Engines

Through international co-
operation agreements, MTU
plays a successful role in the
development and production of
engines for military and com-
mercial aircraft in a broad
range of sizes. Besides pro-
duction for the Tornado pro-
gram, an increasing amount of
capacity is being devoted to
production of components for
commercial aircraft engines.

Numerically controlled
coordinate measuring
equipment is used to
monitor the production
guality of large MTU
diesel engine compo-
nents, e.g. the cylinder
crankcase. The laser
measuring systems
have an accuracy

of max. £ .04 mm

with objects approx.

5 meters long.



Technology being
used to reduce the
strain on the environ-
ment, from MTU's
subsidiary Kuehnle,
Kopp & Kausch Aktien-
gesellschaft: two-stage
axial fans used for the
desulphurization

of coal-fired

power plants.

This area of activity will con-
tinue expanding into the me-
dium term. Development work
concentrates on components
for still more efficient engines,
the emphasis in the commer-
cial aircraft sector being on
improvement of propulsive
efficiency and hence con-
sumption.

MTU Friedrichshafen:
Diesel Engines

MTU Friedrichshafen enjoys
- despite a fiercely competitive
market - continued success in
the fields of high-performance
diesel engines for ships, heavy
vehicles, railway locomotives,
generators and other equip-
ment. The advanced range of
engines is designed for special
applications. The spectrum of
outputs has been widened with
the inclusion of Mercedes die-
sel engines suitably modified
for the markets served by MTU.
The range now includes high-
speed diesel engines from
30 kW (40 hp) to 7,400 kW
(10,000 hp) for a wide range of
applications.

Current development activity
is centered on new engine se-
ries, electronic control and
governing systems and turbo-
chargers. Co-operation with
foreign firms under license
agreements assists in the open-
ing up of new markets and
has the simultaneous effect of
safeguarding employment. A
major success which will help
to ensure full-capacity opera-
tion in the medium term was
achieved with the signing of
agreements with the Soviet Un-
ion on the license manufacture
and supply of engines.



MTU Maintenance:
Aero-Engine Maintenance
Sales of MTU Maintenance
GmbH, which maintains and
repairs large aero-engines for
domestic and foreign airlines,
declined in 1986 from the pre-
vious year predominantly ow-
ing to the fall in the value of the
dollar. But thanks to a healthy
order backlog, the workforce
could be further expanded.

Kihnle, Kopp & Kausch
(KKK)
Turbochargers, Fans

Selling mainly to markets in
Western Europe, Kuehnle,
Kopp & Kausch is the second
largest manufacturer in the
world in the expanding field of
turbochargers for vehicle en-
gines. As in the previous year,
large orders for the manufac-
ture of fans and compressors
were accepted; for the most
part these orders were con-
nected with desulphurization
measures at coal-fired power
stations in the cause of envi-
ronmental protection.

L'Orange and Other
MTU Companies

L'Orange GmbH increased
its sales of injection pumps for
large diesel engines. The com-
pany supplies injection sys-
tems chiefly to diesel-engine
manufacturers in the Federal
Republic of Germany and in
the neighboring West Euro-
pean countries.

The generally successful
performance of the other do-
mestic and foreign companies
within the MTU group was
mainly in the fields of market-
ing and servicing of MTU prod-
ucts, software design and con-
sultancy as well as leasing of
data processing equipment.

Prospects for 1987

High levels of capacity utili-
zation and employment will be
achieved by the MTU compa-
nies in 1987 and a further
moderate growth in sales can
be expected. However the ex-
change rate of the dollar has a

considerable influence on busi-
ness, particularly given that im-
portant competitors and joint
venture partners operate on a
dollar basis. The growth pros-
pects depend amongst other
things on how receptive the
MTU markets, which include
the financially weak newly in-
dustrializing countries, remain
to high-technology products.

Assembly of a low-
pressure turbine from
MTU for the jet engine
of a modern commer-
cial aircraft.
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New Central Division for
Research and Technology
The newly formed central
Research and Technology di-
vision will have three main
areas of activity:
research relating to both the
product and production,
centralized information tech-
nology, e.g. to activate and
exploit the scope for ration-
alization within the group,
centralized coordination of
technical facilities with the
aim of economical utilization
in the group.

Close Group-Wide
Exchange of Experience
on Research

Collaboration with the new
group companies was intensi-
fied in 1986 and a close ex-
change of experience was ini-
tiated. In this enlarged frame-
work it will be possible to iden-
tify and define possible syner-
getic effects more quickly and
to implement concrete projects.

In some fields of cooperation,
work already underway was
continued, in other fields new
initiatives were taken. For
example, our Research and
Technology division has devel-
oped additional projects con-
nected with the AEG plans for
the setting up of a high-fre-
guency technology institute in
cooperation with the University
of Ulm. These projects should,
together with those of AEG,
provide an overall framework
for future research and training
activities throughout the group.
Though the research center in
Ulm will play a primary role, re-
search and development will
also continue to be carried out
decentrally at a variety of sites.

Future Emphases
of Research

In order to ensure the avail-
ability of basic technical capa-
bilities for existing and future
fields of activity - including the
relevant scientific bases - fur-
ther research activities have
been defined, namely informa-
tion technology, energy and
chemical conversions and re-
search into the consequences
of technology.

The field of information tech-
nology comprises both prod-
uct-related research and a
group-level concept for the fu-
ture use of electronic data pro-
cessing.

In the field of energy and
chemical conversions, we shall
be concerning ourselves with
energy sources of the future,
not least those relevant for road
transport, and with the resour-
ces situation generally, includ-
ing the environmental implica-
tions of the relevant energy and
chemical conversion proces-
ses. We see in such research
a key to overcoming the poten-
tial conflict between an effi-
ciently functioning industrial
society generating a high level
of prosperity and an intact en-
vironment. These activities
should be concentrated
amongst other things on re-
generative energy sources in
conjunction with hydrogen as
an energy carrier.

These projects will also in-
vestigate technological conse-
guences, e.g. environmental
pollution and effects on the
working environment and qual-
ity of life. In view of this, the re-
search sector dealing with
technology-related conse-
guences has been expanded.

These and other synergy
projects still to be defined
should allow our present-day
products to be further refined
and new markets to be open-
ed up for new products.



TOPAS is a project
jointly developed by
Daimler-Benz, Fahr-

zeugbau Haller GmbH
and Raab Karcher AG,
and promoted by the
Federal German Minis-
try for Research and
Technology. The result
is a prototype tank
truck with optimized
active and passive
safety features. Partic-
ular significance has
to be attached to the
lower center of gravity
which, compared to
conventional designs,
reduces the tendency
to tilt.

Car of the Future

A central aspect of research
work in the enlarged group is
concerned with the application
of the latest technology, partic-
ularly for the automobile. In the
year under review, automobile-
related activities were concen-
trated particularly on the areas
safety, emission and consump-
tion reduction, alternative ener-
gies and propulsion systems,
and the use of new information
and control systems based on
microelectronics.

Electronics will play an in-
creasing role in the automobile
and traffic systems of the fu-
ture. It should be used wherev-
er it can function faster and
better than human beings.

PROMETHEUS
A Vision for the Traffic of
the Future

An example is PROME-
THEUS (Program for a Euro-
pean Traffic with Highest Effi-
ciency and Unprecedented
Safety), a program for smooth-
flowing road traffic with a high
level of environmental compat-
ibility, economy and unprece-
dented safety. Our aim is to uti-
lize the existing and still unde-
veloped possibilities of modern
information and communica-
tion technology for the system
"road traffic". This work contin-
ues a course already success-
fully underway with the modern
safety technologies such as the
anti-lock braking system, ac-
celeration skid control, the au-
tomatic locking differential and
AMATIC.

Daimler-Benz brings to PRO-
METHEUS above all its experi-
ence in the field of safety elec-
tronics and vehicle cybernetics,
including our efficient driving
simulator in Berlin. The project
aims at international traffic
compatibility, with cross-frontier
coordination not only of vehi-
cles but also of roadside instal-

lations and communication net-
works. Thus PROMETHEUS
has been conceived as a Eu-
ropean project and integrated
in the Eureka program. At the
present time 14 European mo-
tor firms and some 40 research
institutes are participating in
the definition phase.

Information-Processing
- of Central Importance in
the Group

The importance of informa-
tion technology as a means for
integrating organizational sys-
tems and production proces-
ses within the group grew fur-
ther in the year under review.
Advances were made chiefly in
data communication, with the
establishment of communica-



tion channels between the
domestic and foreign sales
companies, the central sales
departments and the produc-
tion sites, and in the supply of
technical data from the devel-
opment departments to pro-
duction. Purchasing and
logistics of production mate-
rials and capital goods have
been integrated in these infor-
mation channels, as also have
the Personnel, Finance and
Controlling divisions. The aim
is integrated information pro-
cessing with continuous infor-
mation channels.

In 1986, DM 500 million
(+ 14%) was spent on the de-
signing of information systems
and on the operation of the
corresponding hardware and
network components.

In research and develop-
ment, as well as in production,
increased use was made of
computer-aided design (CAD)
and computer-aided calcula-
tion (CAC/CAE).

Microelectronics
Not Only in Vehicles
Development and produc-
tion of "application-specific in-
tegrated circuits" (ASICS) con-
tinued at the electronics testing
center, in close collaboration
with other group companies.
ASICS has a key role in the
applications-specific miniaturi-
zation of micro-electronics.
The aim is to develop new, im-
proved technologies by com-
bining know-how from the
fields of vehicle technology, de-
sign and integrated circuit pro-
duction, resulting in optimized
electronic control systems for
use in the vehicle. At the same
time, the prospect is opened
up of further applications out-
side the vehicle.

Daimler-Benz -
Pioneer in Environmental
Protection

At Daimler-Benz, the envi-
ronmental compatibility of the
Mercedes car and commercial
vehicle ranges has long been
a central element in research
and development work. We
have consistently pursued a
forward-looking environmental
policy, drawing on the latest
technological advances. Our
progressive car emission con-
trol concept fulfils the demands
of the environment and of our
customers to equal degrees.

As far as diesel vehicles are
concerned, improvements in-
side the engine in recent years
led to substantial progress in
reducing particulate emission.

Particularly in the case of the
commercial vehicle, further
major improvement is only
possible with the help of soot-
removal systems. Trap oxidi-
zers are currently being deve-
loped at Daimler-Benz for this
purpose. Experimental trap-
oxidizer systems are currently
being tested in commercial ve-
hicles (city buses and refuse
collection vehicles).

The main problem remaining
unsolved, particularly for the
commercial vehicle, is that of
finding a satisfactory practical
method of regenerating the
trap oxidizer by burning off the
soot. The German commercial
vehicle industry has promised
the Federal government annual
reports on the progress in trap
oxidizer development. The first
report was published in
December 1986.

Together with Mahle
GmbH, Daimler-Benz
is developing a piston
with variable compres-
sion height to improve
the degree of efficiency
especially of spark-
ignition engines. In
operation, compression
height is automatically
controlled so that the
engine always runs at
the optimum compres-
sion ratio. This reduces
fuel consumption by
up to 10% at part-load.



The solar generator
installed on the sunroof
is one result of a joint
research project of
AEG and Daimler-Benz.
The generator supplies
electricity for the
ventilation blower
which considerably
reduces the temperature
inside stationary cars
exposed to the sun.

Harmonization Within EC
Still Problematic

In many fields of automobile
technology, the variety of dif-
ferent legal regulations within
the European Community con-
tinues to impede development
work and to raise costs. Thus
the results are usually consid-
erably more expensive than is
actually necessary and lessef-
fective, for example in environ-
mental measures, than would
be possible. Greater harmoni-
zation would not only allow
scarce development capacity
to be set aside for other tasks,
it would avoid high develop-
ment and production costs.

It is thus greatly to be wel-
comed that after many years,
the European Community has
finally achieved a compromise
on dimensions and weights for
commercial vehicles. In June
1986, the member states
agreed on a drive axle load
within the EC of 11.5 tonnes, to
become effective in 1992, thus
removing a long-standing ob-
stacle to transportation within
the EC. On the basis of this
agreement, the German legis-
lators approved in mid-1986 a
provisional solution allowing
drive axle load and vehicle
weights to be raised. This re-
duces some of the hardships
caused by the previous regu-
lation and improves the condi-
tions for competing in interna-
tional haulage.

It was still not possible in
1986 to translate the EC Lux-
embourg compromise of June
1985 on car emission control
into an EC directive, so that it
still does not have the force of
law. Moreover, no agreement
could so far be achieved on
the limiting of particulate emis-
sions for diesel cars. The ideas
of the member states concern-
ing such limits still differ widely.

There is greater agreement
between the EC member states
regarding reduction of gaseous
emissions for commercial
vehicles. An EC directive adopt-
ing the Geneva resolution
ECE-R49 will probably be
passed in spring 1987. Follow-
ing a voluntary promise to the
Federal government, all new
and further-developed Daimler-
Benz commercial vehicle en-
gines have since the 1985
Frankfurt Motor Show complied
with Geneva resolution ECE-R
49 and undercut the limits it
sets by at least 20%. This
means that these vehicles also
comply with or undercut the
U.S.-NOx levels which will be
in effect there until 1990.

Planned Test Site

Following the decision of the
Federal Constitutional Court in
March 1987 regarding the
planned test site in Boxberg,
other possibilities must now be
looked at. We believe that to
build a site on the basis of a
law specially passed for this
project is not the right way. At
the present time we are check-
ing various alternatives both
in Germany and elsewhere.

A suitable test site is still an
urgent priority. Practical trials
are indispensable for the de-
velopment, testing and product
compliance of operationally
reliable and technically ever
more demanding vehicles. The
broad product spectrum our
company offers and the in-
creasingly stringent demands
in the fields of safety, environ-
mental compatibility and com-
fort call for new and expanded
test facilities.



Close Cooperation With
Suppliers

In 1986 the Daimler-Benz
group purchased approxi-
mately DM 38 billion worth of
goods and services in inter-
national markets. In placing
orders on such a scale, which
is significant even in terms of
the economy as a whole, we
are aware of the responsibility
this entails.

In the enlarged group, we
are now being faced with a
broader spectrum of tasks with
regard to cooperation with our
many suppliers - cooperation
which has proved its value
over a number of years. All
areas of business will be send-
ing out new technological and

economic stimuli, and these
will also affect the supply
industry. Modern communi-
cation and information tech-
nology also provides us with
ways to consolidate and de-
velop our long-standing ties in
the interest of all concerned.
We will also pursue our com-
mitment to structurally weak
regions and institutions worthy
of support.

The main task of Materials
Management was to provide a
secure basis for vehicle pro-
duction through the acquisition
of parts from external suppli-
ers at the required quality, at
the correct time and for the op-
timum price. The Daimler-Benz
AG purchasing volume of raw
materials, factory supplies, cap-
ital goods and services in-
creased in 1986 from DM 21.2
billion to DM 22.7 billion. This
increase was due both to a
growth in quantity and to price
rises of the materials involved.

Since, like our suppliers, we
only use high-quality materials
and processing methods, the
price trends for our materials
did not run parallel to those of
commercially available raw
materials on the world market.

Materials Flow Further
Improved

In close cooperation with our
various partners, the continu-
ous supply of externally manu-
factured parts to our produc-
tion plants was made even
more efficient. We also im-
proved conventional transport

Nand storage engineering, and

Rationalized flow of
materials in the new,
fully automated high
stacker for small parts
in the Untertuerkheim
plant.

on



made increased use of modern
data technology. As part of
materials flow planning, our
central purchasing depart-
ments worked in coordination
with those areas directly involv-
ed with the control of materi-
als flow to further improve the
logistical efficiency of deliver-
ies to our car and commercial
vehicle plants.

In order to utilize the know-
how available in the company,
we reorganized the supply de-
partments for materials and
parts in the various plants in
such a way so that the jobs of
storage, transport and deter-
mining optimal order quantities
can now be performed more
uniformly and thus more effi-
ciently.

Optimization of
Information Flow
Development work on meth-
ods and processes concerned
with the information transfer
and the control of materials
flow has always been perfor-
med with a view to their use-
fulness for our partners, too. In
this way, we have made it pos-
sible for our many small and
medium-sized suppliers, espe-
cially, to introduce efficient
electronic data processing for
the exchange of ordering, de-
livery, call-up and invoicing
data. In close cooperation with
the automotive and supply in-
dustries, we have therefore
now taken up the matter of
standardizing interfaces on a
Europe-wide scale with project

Purchasing Volume

Manufacturing supplies
Buildings, machinery,
equipment

QOutside services,
freight, energy

Semi-finished products,
raw materials

Finished products

ODETTE (Organization for Data
Exchange through Tele Trans-
mission in Europe). This in-
cludes clarification of the legal
parameters at the same time.

To aid materials flow control
in our eleven domestic plants,
modern computers for tele-
communicating data were in-
stalled. Via a certain number of
interfaces determined by the
Verband der Automobil-
industrie (Association of the
Automotive Industry), the
mutual exchange of data with
virtually every data processing
system is possible. This en-
sures fast and efficient commu-
nication with supply firms,
irrespective of their data pro-
cessing systems. The supply
companies have displayed a
great deal of willingness to
jointly optimize materials flow
costs, and have shown keen
interest in the application of
modern communication tech-
nology.

We would like to express our
appreciation and our thanks to
all the supply, transport and
service companies concerned.
Their efforts represent a major
contribution toward the suc-
cessful production start-up of
so many new products and
features, the management of
various projects, and the car-
rying out of our ambitious pro-
duction and investment
program.



Extended Range of
Services for our customers

In 1986, a large number of
measures were introduced in
both the car and commercial
vehicle sectors so as to further
improve the responsiveness of
our worldwide sales organiza-
tion to the marketplace and to
the customers. This process
included our broad range of
services and their high quality
across the board. Our activities
in the sales financing and leas-
ing business were intensified
and extended to other markets
(see also page 76). Giving our

customers comprehensive in-
formation and advice helped
the low-pollutant Mercedes car
to make the breakthrough on
the domestic market. The new
heavy-duty trucks with the in-
tegrated power train, the new
van series and the all-wheel-
drive versions of the light
Woerth trucks were all success-
fully launched.

With a worldwide total of
125,000 well qualified, properly
trained staff at 5,900 sales and
service outlets in 173 different
countries, Daimler-Benz has a
comprehensive and efficient
sales network at its disposal. In
the year under review, we con-
ducted "quality tests" in the Eu-
ropean markets to assess the

work of our outlets from the
customer's point of view, and
ran a number of "dealer com-
petitions". These measures
were designed to raise the ef-
ficiency of sales and service
still further.

We further improved our ser-
vice along the long-distance
haulage routes in Europe.
There are now 370 Mercedes-
Benz commercial vehicle out-
lets providing a round-the-
clock breakdown service to
companies engaged in interna-
tional haulage.

Sales

The Mercedes-Benz
Sports Service goes
into action at large
international events.
At the 1987 Nordic
World Championships
in Oberstdorf, 65 vehi-
cles were provided for
the transport of more
than 4,000 competi-
tors, officials, media
representatives and
voluntary helpers.
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More Service Training
Training is given to the per-
sonnel of our worldwide organ-
ization both centrally and lo-
cally. To this end, we set up in
1986 new training centers in
the US.A, the United Kingdom,

Denmark, Japan, Singapore
and Switzerland. By running
more training schools in the in-
dividual countries, we are bet-
ter able to meet the demands
of particular markets and the
wishes of customers in specific
regions. A total of 270 service
instructors are in action
throughout the world.

Dealer Management Systems
Extended

The constant refinement of
our dealer management sys-
tems is designed to ensure that
sales activities are more fully
geared to the customer and to
maximize market penetration.
Our aim is both to further in-
crease the efficiency and flexi-
bility of the sales organization
on any market, and to raise the
profitability and investment po-
tential of the dealerships. We
particularly set great store by
the further development of in-
formation processing systems.
We provide a variety of sup-
porting measures for our sales
companies and contractual
partners, so that they can adapt
to the rapidly changing condi-
tions of the marketplace and
meet the growing demands of
our customers more fully.

Strengthening the Retail
Trade Function Abroad
Following our sales policy for
export markets of not conduct-
ing our retail business directly
but via independent dealers,
we have restructured our Dutch
sales organization. Early in
1986, of the existing 10 bran-
ches and their 12 sub-branches,
16 outlets were transferred to
independent dealers. This
means that the Mercedes sales
network in the Netherlands will
in future consist of six company-
owned retail branches and 119
independent dealerships and
workshops. In France, we raised
the number of pilot dealerships
to 28; these dealerships are
testing a number of specific
measures such as longer
opening hours, to improve
the quality of service. The 480
French outlets in the
Mercedes-Benz sales and ser-
vice organization employ over
8,500 people, approximately
2,300 of whom work for our
sales company Mercedes-Benz
France.

High-Quality Service
on U.S. Market

In the U.S.A,, our car custom-
ers have 432 sales and service
outlets at their disposal. With
the opening of a new dealer-
ship in Hollywood - one of two
outlets under the direct control
of Mercedes-Benz of North
America - the quality of service
in this important sales area has
been further improved.

Due to the constant rise in
car sales on the U.S. market,
we have invested considerable
sums in extending and mod-
ernizing our six vehicle prepa-
ration centers. At the same

time, our training centers were
adapted to handle the in-
creased requirements of the
entire sales and service organ-
ization for continuing employee
training.

Improved Service in
Mercedes-Benz Commercial
Vehicle Sector

In the commercial vehicle
sector, it is the efficiency and
economy of the package as a
whole which determine
whether or not the customer
decides to buy - roughly 85%
of all costs which occur during
the service life of a commer-
cial vehicle are follow-up costs.
We take this basic rule into ac-
count by offering our custom-
ers a package consisting of the
product on the one hand and
optimal service on the other.
This includes our comprehen-
sive Transport Consultancy
Service, with profitability calcu-
lations, fleet information sys-
tems, calculation of the opti-
mum power train, and route
planning.

A second way of reducing
follow-up costs is servicing.
Here, Daimler-Benz provides
even more convenient en-
gineering and equipment.
The amount of servicing work
needed by the new large T2
van series, for instance, has
been cut down considerably as
compared with the previous
models, while service intervals
have been made longer. This
saves customers an average of
35% on costs.

The malfunction indicator
and the malfunction storage
computer of an on-board diag-
nosis system, used in some of
our heavy trucks, allow our
workshops to correct any de-
fects more quickly and at lower
costs.



Spare Parts
Service Extended

The Daimler-Benz logistics
system for spare parts is based
on a three-tier distribution sys-
tem: the central depots,
regional supply depots, which
have gradually taken over the
duties of wholesaling from the
branches, and the retail level.
Transferring the function of
wholesaling to the regional
supply depots raised both the
economy and efficiency of ser-
vice. For our workshops and
customers, this means that
required parts are available
even more rapidly.

In view of the fact that the
range of parts will rise from
approximately 310,000 items
at present to over 400,000 by

1990, an economical and effi-
cient inventory control system
is becoming more and more
important. This can only be
realized by the phased exten-
sion of electronic data
processing.

During the year under re-
view, the second regional sup-
ply depot - the first was in
Hanover - started operating in
Pulheim-Brauweiler near Co-
logne. All seven retail bran-
ches, plus 180 authorized
workshops in the Rhine-Ruhr
region are supplied by this de-
pot. Twelve articulated trucks
and six vans are in operation
day and night, on 12 major ex-
press routes.

In the Federal Republic of
Germany, three further regional
supply depots are planned, in
addition to the central parts de-
pot in Germersheim.

"Mobile World"
Exhibition Meets With
Positive Response

To celebrate the 100th anni-
versary of the automobile, we
presented the historical devel-
opment of our company and its
products to a broad sector of
the public in a large number of
different events. The big cen-
tennial exhibition "Mobile
World" attracted a total of
560,000 visitors in Stuttgart,
Hanover, Berlin, Duesseldorf,
Mannheim and Munich. We
took part in 20 international
motor shows and 48 interna-
tional exhibitions and trade
fairs, as well as holding 94 spe-
cial events of our own through-
out the world.

The new Corporate
Identity Program of
Daimler-Benz is being
introduced on a greater
scale. The photo
shows the newly-built
showrooms of an
authorized dealer in
Switzerland.
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Personnel Policy Continues
on Course

The success of Daimler-
Benz is inseparably linked with
the skill and willingness
of its employees. The compa-
ny's future is determined
by their commitment, their
level of training and the extent
to which they are involved in
company affairs.

Personnel policy at Daimler-
Benz AG continued on its
course of improvement in
1986. In the various personnel
sectors, the basis for better
care of the employees was
consolidated even more. We
made considerable efforts to
help our personnel and train-
ing staff to become even bet-
ter qualified, thereby helping
them to perform a job which is
becoming increasingly difficult
in that tense area where peo-
ple, engineering and economic
efficiency meet. Activities such
as further training, advice on
social matters, and providing
the employees with informa-
tion, have all been extended.

Planning in new spheres of
activity has also advanced, e.g.
with regard to qualitative plan-
ning and job design. In view of
technological developments,
we regard it as very important
for the personnel departments
to take part in the planning of
investment projects.

Constructive and Close
Cooperation With the Labor
Councils

Cooperation with the general
labor council at the corporate
level and with the individual
labor councils at local levels as
well as with the committees
representing our company's
senior managerial staff contin-
ued to be constructive.

As in the previous year,
agreements were also reached
in 1986 with the general labor
council which took into account
the interests of both the work-
force and the company.

After extensive negotiations
lasting nearly two years, an
agreement was reached con-
cerning the restructuring of the
company's pension plan. The
new plan was necessary,
among other things, because
of changes in the social secu-
rity system which had been oc-
curring since the mid-seven-
ties.

An agreement concerning
the execution and implemen-
tation of the project "Optimiz-
ing Overheads" became effec-
tive April 1, 1986. This goes a
long way towards safeguarding
the employees from possible
consequences caused by the
implementation of the project.

Employment Situation
Remains Positive

At the end of 1986, the
Daimler-Benz group employed
319,965 people (231,077 in
1985). This includes, for the first
time, the 78,199 people work-
ing for AEG. While there was
full-time employment at Daim-
ler-Benz AG, Dornier and MTU,
certain parts of AEG were
forced to introduce short-time
work for economic reasons.

At Daimler-Benz AG, the
workforce rose by 5,005 to
166,523. The new jobs were
created mainly in the car plants
and the research and develop-
ment sectors. Due to the con-
tinued difficulties on the
commercial vehicle markets,
an average of 484 employees
(327 in 1985) were temporarily
reassigned from the commer-
cial vehicle plants and from
some of the retail branches to
the passenger car plants,
which were working to full
capacity.

This practice of reassign-
ment, which has proved to be
a useful job-securing instru-
ment, will continue to be used
in future to create an employ-
ment balance between the
plants.

Employee Structure
of Daimler-Benz

Of the 166,523 employees of
Daimler-Benz AG at the end of
1986, 115,181 were wage earn-
ers, 41,892 were salary earn-
ers, and 9,450 were trainees
and apprentices. The number
of foreign employees dropped
1.5% to 26,793; the proportion
of foreign workers to total work-
force fell 1 percentage point
to 22.3%. The proportion of
women to total number of em-
ployees was 11.9%. The aver-
age age was 38.5 years, while
the average length of service
with the company was 12.3
years.



A total of 20,707 employees
had been working for Daimler-
Benz for more than 25 years.
In the year under review, 1,906
employees were honored for
25 years of service, 249 for 40
years and 4 employees for 50
years.

Employees

At the end of 1986,6,882 social agencies apply in deter-
severely handicapped people mining severe handicaps. As in
were employed by the com-  previous years, since we
pany. This means that the le- awarded orders valued at DM
gally prescribed quota of 6%  12.7 million to workshops for
was not fully achieved. This is the handicapped, we did not
probably due mainly to stricter have to make a compensatory
examination standards which payment.



Further Increase in
Personnel Expenditures and
Company Benefits at
Daimler-Benz AG

The structure of personnel
expenditure at Daimler-Benz
is shown in the table (page 66).
Personnel expenditures exclu-
sive of old-age pensions
amounted to 25.9% of total
sales. Wages, salaries and so-
cial security levies rose 9.1%
to DM 10.6 billion.

In keeping with the labor
agreement, wages and salaries
were increased effective April
1st 1986 by 4.4%:; for the
month of April the employees
received a lump-sum payment
of DM 230 as agreed by the
parties in the labor agreement.

The contribution rate for the
national pension insurance
system remained constant at
19.2%. The rate for unemploy-
ment insurance was lowered
slightly, from 4.1 % to 4.0%.
Despite this, the tendency of
rising social insurance contri-
butions continued, due to in-
creases in the taxable wage
base for pension, unemploy-
ment and health insurance.
The contribution rate for health
insurance was also above that
for 1985, at an average of
12.2%.

The average Christmas bo-
nus and special remuneration
for each eligible employee (ex-
cluding trainees) rose to DM
3,438 in 1986. Total payments
amounted to DM 555 million.

To celebrate "100 years of
the automobile", all wage and
salary earners who had been
with the company for at least
one year received a basic re-
muneration of DM 1,000, plus
an additional DM 75 for every
five years of service. This
resulted in an average sum per
employee (excluding trainees)
of DM 1,362. Total expenditure
for this centennial bonus came
to DM 230 million.

For capital-forming invest-
ment purposes, employees re-
ceived DM 624 in keeping with
the labor agreement. In addi-
tion, the company offered em-
ployees the option of buying a
tax-favored Daimler-Benz
share or a tax-favored Merce-
des-Automobil-Holding AG
share at preferential rates.

Each employee was also al-
lowed to put DM 312 into com-
pany debt certificates. In 1986,
a total of 37,702 employees
each purchased one Daimler-
Benz share and 2,254 employ-
ees each purchased one MAH
share. 32,138 employees
bought company debt certifi-
cates.

Loans totaling DM 50 million
were extended to employees
for the purchase of 2,116
apartments or homes in 1986.

Greater personal
responsibility for one's
work: assembly teams
install the complete
electric equipment in
the stationary vehicle.
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Company Pension System:
Centerpiece of Social Benefits
at Daimler-Benz AG

The company pension sys-
tem is the most important of
the social benefits provided by
the company. The Daimler-
Benz pension is intended as a
contribution to the financial se-
curity of our employees once
they have retired or are no
longer able to work, and
should be regarded as a
supplement to the national

pension system and any pri-
vate arrangements made by
the employee.

The company pension sys-
tem was completely restruc-
tured with the pension agree-
ment approved on February 6,
1987 by Daimler-Benz AG and
the Daimler-Benz Provident
Fund. This amendment be-
came effective January 1st,
1987.

The newly introduced system
safeguards the long-term con-

trollability of the pension sys-
tem. For the employees, it is

a fair and easily understood
system in which the pension
amount depends on the length
of service with the company
and the actual income of the
employee.

In the year under review, DM
201 million was paid in current
benefits to pensioners, widows
and children. Moreover, and in
accordance with the Company
Pensions Law, we raised the
pensions for those who started
receiving pension benefits in the
years 1977, 1980 and 1983 by
a total of DM 1.8 million.

We helped around 5,600
employees with one-time assis-
tance payments. In order to
cover future pension benefits,
we allocated DM 680 million
to pension reserves and the
Daimler-Benz Provident Fund.

Continued High Interest
in the Early Retirement
Agreement

By the end of 1986, a total
of 4,030 employees of Daimler-
Benz AG had gone into early
retirement within the framework
of the early retirement agree-
ment in force since January
1985. Further early retirement
contracts were concluded for
1987. Of the vacancies caused
by early retirement, 79% were
re-filled. This agreement thus
had an a remarkable impact
on unemployment.

Preventive Health Care
for our Employees

Medical care at Daimler-
Benz was provided by 33 plant
doctors and 147 qualified
medical workers. As well as
conducting prophylactic exam-
inations and providing first aid
in the case of injuries and
acute illnesses occurring in the
plants, the company medical
service was also active in de-



termining whether employees
were suitable for certain jobs,

and in the ergonomic planning
of work stations.

A total of 616 foremen and
group foremen took advantage
of the three-week preventive
stay at a health spa offered by
the company, while 651 em-
ployees took advantage of a
similar program available for
shift workers.

The number of industrial ac-
cidents per million productive
man-hours was reduced to
63.5 (68.2 in 1985). A variety of
special measures were intro-
duced so that employees be-
came more aware of potential
sources of danger at their
places of work, and of acci-
dents in the working environ-
ment.

The average absentee rate
due to illness - based on nom-
inal man-hours - was 7.7%.
Among wage earners, the fig-
ure was 9.1 % (8.9% in 1985),
and 3.9% (3.8% in 1985)
among salaried employees.

Lively Interest
in Open Days

The interest shown by the
dependents of our employees
on the open days organized at
most of our domestic plants
and retail branches during the
Centennial Year was excep-
tionally large. To give the visi-
tors as realistic an impression
as possible, work at the pro-
duction plants continued on
these days. At the two main
plants of Sindelfingen and Un-
tertuerkheim alone, there were
altogether 200,000 visitors.

Company Sports Accorded
Greater Importance

With a policy decision, we
have redefined the emphasis
given to company sports at
Daimler-Benz AG. We support
company sports for health and

social reasons. The company
sports association "Sportge-
meinschaft Stern" seeks to
complement the sport in indi-
vidual clubs by promoting a
sense of community among all
the groups of employees within
the company.

A particular opportunity to do
this was provided by the sports
festival organized by SG Stern
at the end of May 1986 in Un-
tertuerkheim. This was attend-
ed by 1,600 active partici-
pants from all the domestic
production plants and retalil
branches, and involved a large
number of different disciplines.
On September 13th 1986, the
sportsmen and sportswomen
of the company took part in
their first international event.
This also included sports
groups from AEG, Dornier and
MTU.

More Suggestions Submitted

The interest our employees
have in their work and the
thoughts they devote to im-
proving work processes, tools
and products are clearly shown
by the 22,665 suggestions for
improvement that were submit-
ted in the year under review. A
total of DM 5.2 million was paid
out in the form of bonuses and
awards.

New Technologies
and Job Design

The effects of new technol-
ogies on people and their work
are subjected to close obser-
vation and careful analysis, so
that any errors can be recog-
nized before they become too
serious and, where necessary,
counter-measures can be in-
troduced. The main focus lies
in giving more consideration,

In staff matters,
great significance is
attributed to one-
to-one discussions
with the employees.



Future-oriented
vocational training;
here, training on the
fundamentals of NC
technology at one of
our training centers.

even at the planning stage, to cluding the personnel sector in
employee-related factors, as the technical planning pro-
well as technical and economic cesses at a very early stage
factors. The conditions for in-  have been improved. The aim

Added Value Statement of Daimler-Benz AG

(in millions of DM) Added value

Company/
Retained earnings
Shareholders/
dividends
Lenders/

Interest expense

Federal, states,
Municipalities/taxes

Employees/
Personnel expenses

is to take into account aspects
relating to personnel policy and
ergonomics, as well as more
recent forms of cooperation, as
early as possible.

High Priority
Given to Training

Changes in job content and
increasing use of modern tech-
nologies in all commercial
and technical areas, have
caused us to modify the aims
and structures of our educa-
tional and training work. Train-
ing in 1986 centered mainly on
giving employees the skills
needed to keep up with chang-
ing technology.

With 9,450 apprentices and
trainees, Daimler-Benz AG re-
tained the high training level of
the year before, corresponding
to 5.7% of the workforce. More
than 7,200 young people were
preparing themselves for their
future jobs in one of the 35
technical trade vocations and
about 1,500 were apprenticed
in the 12 business occupa-
tions. The German-based com-
panies in the Daimler-Benz
group provided training for a
total of 13,300 young people.
Of these, 3,200 were account-
ed for by AEG, 430 by Dornier
and 860 by MTU.

With the restructuring of the
metal-working and electrical
workers' training programs,
which were officially introduced
on January 15th 1987, the di-
rection for future vocational
training has been set.



As from the beginning of the
training year 1987, vocational
training contracts will be con-
cluded in accordance with the
new training directives. The
preparations necessary cen-
tered on the training of our
instructors, on equipping the
training centers appropriately
and on working out new train-
ing material.

Within the framework of the
vocational college system,
Daimler-Benz has been involv-
ed, since 1986, in providing
engineering degree courses in
Technical Informatics for high-
school graduates. Together
with Bosch and the Wuerttem-
berg Academy for Administra-
tion and Economics, Daimler-
Benz is also taking part in an
18-month retraining program
giving unemployed teachers
the chance to become applied
information technologists.

High priority was also
accorded to intermediate and
advanced training for our man-
agerial staff in 1986. Over
71,000 employees took part in
9,700 internal and external
training courses.

The increasing use of new
technologies has given us
cause to include unskilled
workers in our measures to
improve the qualifications of
our workforce. A number of
special courses were designed
and held for this purpose. This
training work was geared spe-
cifically to the qualitative and
guantitative requirements of the
individual departments
concerned.

In the same way, the increas-
ing application of CAD/CAM
caused us to develop a com-
prehensive training program
for the managers and employ-
ees affected by this new tech-
nique - in close cooperation
with the technical departments
involved.

With the growing use of
numerically controlled machine
tools, a more systematic and
comprehensive approach to
training in this sector, too, has
become necessary. A project
group called "NC Technology
for Users" has devised a spe-
cial training strategy for this.
Target groups include trainees,
instructors, employees and
managers in manufacturing,
in indirect departments and in
planning.

Thanks to Our Workforce

We would like to express to
our employees and their
representatives in the various
labor councils and committees
our thanks for their dedication
and hard work. Cooperative
effort and mutual understand-
ing helped 1986 to become
another successful business
year.

SG Stern sports festival
on May 31,1986:
start of the marathon.
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In this section we report on
sales, operating results and
events of special interest at the
major subsidiaries and affil-
iated companies of Daimler-
Benz AG. The situation and
performance of the foreign
companies in the automobile
divisions and the AEG, Dornier
and MTU sub-groups have al-
ready been described in the
business review and in the
sections on the different divi-
sions of the group.

For the first time, we feature
a table (p. 74) summarizing for
selected companies and sub-
groups, apart from Daimler-
Benz AG's stock ownership
therein, their net equity and re-
sults of operations. This informa-
tion is based on the annual fi-
nancial statements prepared in
compliance with the laws of the
respective countries; the fig-
ures were converted using
the exchange rate prevailing at
the end of the year. The results
are given both in the national
currency and in D-marks.

*

Our business policies at home
and abroad in 1986 conformed
once again with the "OECD
Rules for Multinational Com-
panies".

CONSOLIDATED
COMPANIES

AUTOMOTIVE SECTOR

Companies with Their Own
Manufacturing Facilities

Mercedes-Benz do Brasil

Against the background of a
continuing economic upturn,
Mercedes-Benz do Brasil SA,
Sao Bernardo do Campo, in-
creased its sales substantially.
Converted to D-marks, however,
the volume of sales declined
by 21% to DM 1.9 billion as a
result of the sharp fall in the
value of the Brazilian Cruzado.
The investment of DM 194 mil-
lion was concentrated on mod-
ernization of the product range
and measures to remove pro-
duction bottlenecks. The im-
proved capacity utilization and
the high interest income from
the internally-generated liquid-
ity led, despite the hampering
effect of state price controls, to
satisfactory results of opera-
tions.

The economic situation in
Brazil deteriorated markedly at
the beginning of 1987. The
economic and currency reform
failed to bring the hoped for
success and the target of mon-
etary stability was not achieved.
Nevertheless, our subsidiary
expects a further increase in
business due to continuing
high export demand.

SOFUNGE

SOFUNGE SA, Sao Paulo,
a subsidiary of Mercedes-Benz
do Brasil SA, produces cast-
ings for the Brazilian automo-
tive industry. In 1986, the com-
pany produced 63,804 tonnes
of castings (+ 24%) and was
operating at near to full capac-
ity. Sales and operating results
were hampered by the price
controls on the company's pro-
ducts and by coinciding in-
creases in the price of materi-
als. Investments, e.g. for new
products of the parent com-
pany, proceeded according to
schedule.

Mercedes-Benz Argentina
Mercedes-Benz Argentina
S.A., Buenos Aires, consoli-
dated its position as market
leader for trucks and buses
and increased sales consider-
ably. Converted to D-marks
however, changes in the ex-
change rate meant that sales
were almost one third less than
the previous year. The improv-
ed capacity utilization and the
earnings from increased liquid-
ity led to positive results of op-
erations, satisfactory even when
taking into account the inflatio-
nary profits contained therein.



The construction site
vehicles launched by
Freightliner in 1986
round off our U.S. af-
filiate's truck range.

Freightliner/U.SA

The dollar sales of the
Freightliner group remained
virtually unchanged from the
previous year. In DM terms,
there was a 28% decline to DM
2.8 billion due to the fall in the
value of the dollar. Earnings
were impaired by the fiercer
price competition in the U.S.
heavy truck market. For 1987,
Freightliner expects an in-
crease in business due to the
presently satisfactory order
book situation.

Mercedes-Benz Espana

Mercedes-Benz Espana S.A.
modified its van range at the
end of 1986. With a modern-
ized and expanded product
range, our Spanish subsidiary
expects an improvement of its
unsatisfactory results. Net eq-
uity, which had been impaired
through losses, was balanced
again through capital contribu-
tions in 1986.

Sales of imported Mercedes
vehicles rose in 1986 very grat-
ifyingly by 42% and 47% re-
spectively to 5,039 cars and
1,732 commercial vehicles.
The company's sales in
D-marks increased by 11% to
DM 753 million, due particu-
larly to the improved import
business.

Mercedes-Benz of
South Africa

The continuing decline in the
South African currency raised
the cost of imports for the au-
tomotive industry, which is de-
pendent on buying parts from
abroad. In the rapidly shrink-
ing motor vehicle market, Mer-
cedes-Benz of South Africa re-
corded a drop in sales but was
nevertheless able to expand its
market shares.

Sales in D-marks declined
further, by 22% to DM 878 mil-
lion. Results were impaired by
an unfavorable economic back-
drop. The prospects of the
company will depend on future
political and economic devel-
opments. The present level
of orders and employment is
generally satisfactory.



Marketing Companies

Mercedes-Benz of
North America and
Mercedes-Benz Canada

Our marketing companies,
Mercedes-Benz of North Amer-
ica and Mercedes-Benz Can-
ada, achieved a further in-
crease in their sales to dealers
of 18% to 104,670 cars, with a
disproportionate increase for
vehicles at the upper end of
the range. Sales in local cur-
rency increased by 40% in the
U.S.A. to $ 3.7 billion and by
36% in Canadato $271 mil-
lion. Due to currency factors
however, the U.S. subsidiary's
sales in D-marks rose by only
4% to DM 8.1 hillion, and those
of the Canadian subsidiary
dropped by 2% to DM 423 mil-
lion. With the considerable in-
crease in unit and dollar sales
in North America it was possi-
ble to keep the effects of the
currency-related cost increases
on the companies' earnings
within reasonable bounds. We
expect a further increase in
sales for 1987.

Mercedes-Benz France

Our marketing company in-
creased its sales of cars and
commercial vehicles in Fran-
ce's expanding vehicle market,
in some fields at an above-
average rate. We expanded
our position in the car market
and maintained our position in
the commercial vehicle market.
The company's sales increased
in D-mark terms by a further
14% to DM 2.3 billion. Results
of operations were adversely
affected by the fierce competi-
tion in price and terms in the
commercial vehicle market.

Mercedes-Benz
United Kingdom

In the United Kingdom the
recovery in the car and com-
mercial vehicle market contin-
ued in 1986. With a continuing
high level of demand, in par-
ticular for our mid-series, Mer-
cedes-Benz (United Kingdom)
increased its car sales by 19%
to 21,766 vehicles, and its
commercial vehicle sales from
15,135 units in 1985 to 15,296
units in 1986. Due to the fall in
the value of the pound, sales
converted to DM increased by
only 4% to DM 1.7 billion. The
exchange rate adversely affect-
ed the company's results of
operations.

Mercedes-Benz Nederland
Mercedes-Benz Nederland
increased its car sales by 19%
to 13,998 vehicles, which was
substantially above the 10%
market growth. In the truck
market, which also expanded,
inability to meet the demand
for vans meant that sales in-

creased at a below-average
rate, by 6% to 7,807 vehicles.
Converted to D-marks, sales in-
creased 21% to DM 1.2 billion.
There was a further improve-
ment in the company's results
of operations. In order to
restructure our corporate inter-
ests and to round off our range
of marketing instruments, we
founded a leasing company of
our own in the Netherlands in
1986 under the umbrella of a
holding company.

Mercedes-Benz Belgium

Our marketing company in
Belgium was unable to exploit
all the opportunities offered by
the market, due to delivery bot-
tlenecks. With a growth in sales
of 8% to 12,873 cars, a strong
position was nevertheless
maintained. A total of 3,646
commercial vehicles (3,929 in
1985) were sold, under fiercer
competition. Sales - converted
to D-marks - increased 8% to
DM 833 million. Results of op-
erations were again satisfactory.

The Mercedes Benz
retail outlet in
Hollywood has been in
existence since the
mid-50's. This facility,
so rich in tradition,
was relocated to these
new premises early in
1986 in order to fully
meet the high expec-
tations of our custom-
ers in this important
market.






Mercedes-Benz ltalia

Mercedes-Benz lItalia sharply
increased its car sales by 13%
to 21,988 units and further ex-
panded its market share. A to-
tal of 6,012 (5,138 in 1985)
commercial vehicles were sold;
the sharp rise, by 40%, in sales
of trucks upwards of 6 tonnes
gross weight, was particularly
gratifying. Converted to
D-marks, sales increased by
25% to DM 14 billion. The
company's results of opera-
tions were satisfactory.

Mercedes-Benz (Schweiz)
The car sales of Mercedes-
Benz (Schweiz), Zuerich, in-
creased at an above-average
rate of 20% to 8,646 vehicles.
Sales of commercial vehicles
on the other hand, at 3,031
units (+ 3%), did not keep pace
with the growth in the market
as a whole. Sales - converted
to D-marks - increased by
25% to DM 771 million. Earn-
ings were once again gratifying.

Mercedes-Benz Hellas
Mercedes-Benz Hellas SA,
Athens, suffered a further de-
cline in sales to 143 (179 in
1985) cars and 144 (232 in
1985) commercial vehicles,
due to the still difficult
economic situation in Greece.
Sales in local currency in-
creased by 17%; in D-marks
they decreased by 15% to DM
48 million. Results of opera-
tions remained unsatisfactory.

Mercedes-Benz Australia

Contrary to the market trend
in Australia, our subsidiary was
able to maintain its sales at the
level of the previous year, with
3,655 cars sold. Sales of com-
mercial vehicles on the other
hand dropped to 1,318 (1,736
in 1985) vehicles, in parallel
with the trend for the market as
a whole. D-mark sales declined
by 21 % to DM 591 million due
to the drastic fall in the value
of the Australian dollar. This
had a negative effect on results
of operations.

Mercedes-Benz Japan

With the founding of the new
company Mercedes-Benz Ja-
pan Co. Ltd., Tokyo, at the be-
ginning of 1986, we have taken
account of the increasing im-
portance of the Japanese mar-
ket for our entire product
range. At the beginning of
1987, the company took over
as general distributor for all
Mercedes vehicles in Japan.
Our long-standing partner Ya-
nase Co., Ltd., continues to be
responsible for retail sales and
service. A joint enterprise in
which both partners have a
50% share interest is to be set
up to handle matters relating to
vehicle imports.

The O-Bahn system
developed by Daimler-
Benz is also used in
Adelaide, Australia.
The track-guided bus-
es are among the most
modern means of local
public transport and
excel above all in out-
standing economy.



Mercedes-Benz China

With a view to intensifying
our activities in the People's
Republic of China, 1986 saw
the setting up of a subsidiary
company, Mercedes-Benz
China Ltd., based in Hong
Kong. The Southern Star Mo-
tors Company, Hong Kong, set
up at the beginning of 1987, in
which Mercedes-Benz China
(with a 51 % holding), and the
leading Chinese trading com-
pany, Jardine, Matheson & Co.
Ltd. are shareholders, will open
up the southern Chinese prov-
inces for our products.

Financing and Leasing
Companies

Mercedes-Leasing-GmbH

Our domestic leasing com-
pany for cars and commercial
vehicles, Mercedes-Leasing-
GmbH, Stuttgart, again in-
creased its leasing and vehi-
cle sales revenue, which rose
by 20% to DM 489 million. A
total of 10,676 (9,392 in 1985)
contracts were concluded,
equivalent to an investment of
DM 465 million (DM 371 mil-
lion in 1985). Cars accounted
for 73% of new leasing busi-
ness. Net income of DM 5 mil-
lion was fully allocated to re-
tained earnings.

Mercedes-Benz Credit, U.S.A.
Our sales financing com-
pany Mercedes-Benz Credit
Corporation, Norwalk/Connec-
ticut, operating in the U.S.A.

and in Canada, again expand-
ed its revenue in 1986. Its
loan and leasing business
amounted to $ 1.1 billion

(+ 23%) or DM 2.2 billion. As in
previous years, car leasing was
the main growth area. Results
showed a further improvement.

Other companies

To assist our sales abroad
we have expanded our sales
financing activities by setting
up the new subsidiary com-
pany Mercedes-Benz Leasing
Nederland and a joint venture
with a Spanish bank. Since au-
tumn 1985, Mercedes-Benz
Credit AG has represented us
in Switzerland and has got off
to a successful start. The Italian
Merfina S.p.A., Mercedes-Benz
Finance Belgium S.A. and
Mercedes-Benz Financement in
France also continued their pos-
itive performance during 1986.

The new van series
from Mercedes-Benz
Espana, comprising a
large number of vehi-
cle versions with pay-

loads from 1.0 to 1.8

tonnes. 1



OTHER DIVISIONS

AEG Companies

AEG has been a member of
the Daimler-Benz group since
the beginning of 1986, when
Daimler-Benz AG increased its
holding from 24.9% to 56%.
The AEG companies recorded
consolidated sales in 1986 of
DM 11.2 billion (+3%). Earn-
ings, which improved in com-
parison to the previous year,
were once again used entirely
for the internal strengthening of
the company.

With the acquisition of the re-
maining capital stock, and thus
the imposition of direct mana-
gerial control of AEG Elektro-
werkzeuge GmbH (AEW), Win-
nenden, AEW took up its place
at the beginning of 1986 as the
15th division in the AEG group.
At the same time, AEG Aktien-
gesellschaft increased the cap-
ital of AEW by DM 40 million.

The share interest in Feinme-
chanische Werke Mainz GmbH
was increased to 99%) to com-
plement the hydraulic servo
product line.

AEG has also acquired all
the shares in Modular Com-
puter Systems Inc. (MOD-
COMP), Fort Lauderdale, sup-
pliers of high-performance
real-time computer systems
and the related know-how. This
will be a valuable asset for the
expansion of AEG activities in
the US.A.

There was further domestic
investment in AEG affiliates at
OLYMPIA Aktiengesellschaft,
whose capital was increased
by DM 40 million.

Abroad, the capital of AEG
ETI Elektrik Endustrisi A.S.,
Istanbul, was increased by DM
18 million.

Dornier Companies

Business at the Dornier com-
panies stabilized in 1986 at the
high level of the previous year.
With consolidated sales again
totaling DM 2.1 billion, net in-
come amounted to DM 42.4
million (DM 33.1 million in
1985); the major part of this will
be used to strengthen retained
earnings.

In the U.S.A, two new Dor-
nier subsidiaries were founded,
whose activities consist of air-
craft sales and leasing. In Ja-
pan, a sales and service com-
pany for medical equipment
began operation.

MTU Companies
Consolidated sales of the
MTU companies rose by 7.8%
to some DM 3.0 billion. Apart
from the minority interest, the
net income of DM 21.7 million

was entirely allocated to re-
tained earnings to strengthen
stockholders' equity.

In 1986, two joint enterprises
involving MTU and various
partners were set up. The com-
panies are concerned with the
co-ordination of development
and production of a new en-
gine for the JF 90 European
fighter of the 1990s and with
the development of advanced
materials technologies.

OTHER AFFILIATED
COMPANIES

Deutsche Automobil-
gesellschaft

At the Deutsche Automobil-
gesellschaft mbH, Hanover, in
which Volkswagen AG and
Daimler-Benz AG have equal
holdings, research and devel-
opment work in the fields of
electrotechnology and electro-
technical storage systems pro-
ceeded according to schedule.
Earnings were divided equally
among the proprietors in ac-
cordance with the profit and
loss transfer agreement.

HWT - Gesellschaft fuer
Hydrid- und Wasser-
stofftechnik

The company was founded
in 1985. Mannesmann-Roeh-
renwerke AG and Daimler-
Benz AG each hold 50% of the
capital stock. Operations in the
fields of rare-gas and hydrogen
storage and purification, and of
insulation technology proceed-
ed according to schedule. In
the year under review, the first
hydride-based industrial gas-
purification plants in the world
for the manufacture of semi-
conductors were supplied.



NAW/Switzerland

NAW - Nutzfahrzeuggesell-
schaft Arbon & Wetzikon AG -
transferred the emphasis of its
production to the conversion of
heavy Mercedes trucks and to
the production of bus chassis,
after having completed the or-
ders for the assembly of heavy
off-road Saurer trucks. In 1986,
the company almost equalled
the high production volume of
the previous year with 1,720
units. Due to the changed pro-
duction range, D-mark sales
fell to DM 85 million (DM 103
million in 1985). Nonetheless,
results of operations were
break-even.

FAMSA/Mexico

Despite the difficult overall
economic situation in Mexico,
Fabrica de Autotransportes
Mexicana S.A. (FAMSA) sold
1,455 (1,552 in 1985) commer-
cial vehicles. The market share
rose to 25% (8% in 1985). Due
to the sharp fall in the value of
the Peso, D-mark sales fell to
DM 80 million (DM 204 million
in 1985).

ANAMMCOI/Nigeria

A lack of import licenses for
supplied parts compelled the
Anambra Motor Manufacturing
Company Ltd. (ANAMMCO) to
resort to drastic measures. Pro-
duction of commercial vehicles
was halted for six months. Only
249 commercial vehicles
(2,092 in 1985) had been as-
sembled and 122 sold (2,261
in 1985) by the year end. Sales
in D-marks fell to DM 54 million
(DM 374 million in 1985). For
the first time in the company's
history, the annual results of
operations were negative.

NAl/Saudi Arabia

Due to market conditions
and a large number of unsold
vehicles, the National Automo-
bile Industry Company Ltd.
(NAI) had to halt its assembly
of Mercedes commercial vehi-
cles for six months. Sales de-
clined by 75% to 459 vehicles,
with a D-mark value of only DM
42 million (DM 203 million in
1985). Accordingly, results of
operations deteriorated once
again. In January 1987 truck
assembly was resumed.

OTOMARSAN/Turkey

Otobus ve Motorlu Araclar
Sanayii A.S. (OTOMARSAN),
Istanbul, increased its sales of
Mercedes buses by 8% to
1,216 units despite the decline
in the Turkish commercial ve-
hicle market. In October, the
company opened a new com-
mercial vehicle plant in Aksa-
ray, work on which had started
two years earlier. The plant will
produce heavy-duty trucks. The
product range will be extend-
ed, in step with a staggered
expansion of capacity, to in-
clude medium-sized trucks,
Unimogs and cross-country ve-
hicles; moreover, the assembly
of diesel engines is contem-
plated. In conjunction with this
project, the company's basic
share capital was increased
from TL 12 billion to TL 16 bil-
lion (approx. DM 41 million).
The holding of Daimler-Benz
AG remained at 36%.

D-mark sales rose by 4% to
DM 253 million. Considering
the gratifying situation in previ-
ous years, results of operations
were unsatisfactory.

IDEM/Iran

Reduced materials imports
to Iran, due to the political and
economic situation, led to a
sharp drop in sales for the two
licensees for Mercedes com-
mercial vehicles and for our af-
filiate Iranian Diesel Engine
Manufacturing Company
(IDEM), Tabriz. As a result,
sales of diesel engines fell by
54% to 9,025 units. D-mark
sales fell by 49% to DM 169
million and results of opera-
tions again worsened.



German Motor,
Star Motors and
Star Engines/Indonesia
Despite a further fall in the
price of almost all raw materi-
als produced in Indonesia, the
vehicle market initially experi-
enced a marked recovery. Only
after the drastic 45% currency
devaluation against the U.S.-
dollar in the autumn did the
market start to decline again.
The Indonesian affiliates P.T.
German Motor Manufacturing,
Wanaherang and P.T. Star Mo-
tors Indonesia, Jakarta sold
1,932 commercial vehicles
(1,866 in 1985) and 1,119 cars
(805 in 1985). For buses, the
limits of production capacity
were reached. A correspond-
ingly high number of commer-
cial vehicle engines were as-
sembled at P.T. Star Engines
Indonesia. The volume of busi-
ness rose in national currency
by 50%. Converted to D-marks,
it fell to DM 220 million (DM
221 million in 1985).
The results of operations were
satisfactory.

FAP FAMOS/Yugoslavia

Our Belgrade-based Yugos-
lav partner FAP FAMOS in-
creased its sales by 4% to
5,556 commercial vehicles de-
spite a further deterioration in
the market. Sales - converted
to D-marks - amounted to DM
776 million (697 million in
1985). Results of operations
were once again positive.

In conjunction with the exten-
sion of the commercial vehicle
range manufactured under
license, it was agreed to in-
crease the Daimler-Benz hold-
ing from DM 28 million to DM
33 million.

Daimler-Benz Oesterreich
The Salzburg-based com-
pany, in which we have a 50%
holding, is responsible for co-

ordinating the sales of Mer-
cedes cars and commercial
vehicles in Austria. Our exports
rose steeply once again, by
19%, to 10,241 cars. Our mar-
ket share increased to 4.0%
(3.8% in 1985). In the stagnat-
ing commercial vehicle market
upwards of 2 tonnes gross
weight, the company was just
able to maintain its market
share at 14%. A total of 3,125
commercial vehicles (3,135 in
1985) were supplied by Daim-
ler-Benz AG.

The opening of a new
commercial vehicle
assembly plant in Ak-
saray marks the suc-
cessful course pur-
sued by our Turkish
affiliated company
OTOMARSAN.
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Financial Statements












COMPANIES INCLUDED IN
CONSOLIDATION

The consolidated financial
statements basically include all
domestic and foreign subsidi-
aries in which Daimler-Benz
AG (hereinafter referred to as
DBAG) has a direct or indirect
stock ownership of more than
50%. The consolidated finan-
cial statements, as submitted,
and including DBAG, comprise
74 (last year 34) domestic
companies and 178 (last year
102) foreign companies.

Through the acquisition of a
majority interest in AEG
Aktiengesellschaft, the number
of companies included in con-
solidation has been enlarged
by 40 domestic and 66 foreign
companies. (Additional changes
and a synopsis of consolidated
companies can be seen on
page 94).

PRINCIPLES OF
CONSOLIDATION

Classification and Valuation

The individual domestic fi-
nancial statements included
in the consolidation were clas-
sified in compliance with the
statutory requirements of the
Company Act and were certi-
fied by our outside auditors. As
in prior years, the individual for-
eign financial statements -
which were prepared and cer-
tified in accordance with the
laws of the respective countries
- have, for consolidation pur-
poses, been reclassified and
revalued to conform to the pre-
sentation requirements of the
Company Act.

The valuation methods fol-
lowed by the Group were,
within the vehicle sector, uni-
formly applied according to the
principles and methods of
DBAG (which we have ex-
plained in detail in the notes to
financial statements of DBAG)
and uniformly within the sub-
group companies AEG, Dornier
and MTU, according to the val-
uation methods of the respec-
tive parent company. Valuation
adjustments made with respect
to foreign financial statements
resulted in changes to the re-
spective national statement of
income.

Currency Translation

The accounts of our foreign
subsidiaries are translated into
D-marks on the basis of histor-
ical exchange rates for fixed
assets at the time of acquisi-
tion, and at year-end exchange
rates for current assets, bor-
rowed capital and unapprop-
riated surplus. Stockholders'
equity in D-marks is the re-
maining difference between
translated assets less trans-
lated liabilities and appropri-
ated surplus.

Because of foreign ex-
change fluctuations of individ-
ual local currencies vis-a-vis
the D-mark between balance
sheet dates, changes in the
D-mark net equity occur when
its amount differs from the
amount of fixed assets trans-
lated at historical exchange
rates. Particularly as a result of
the exchange rate drop of the
British, the Australian and the
North and South American cur-
rencies vis-a-vis the D-mark,
we had negative translation dif-
ferences at these companies
where portions of current as-
sets are also financed through
equity capital.Positive transla-
tion differences result from bal-
ance sheets in which portions
of fixed assets and intercorpo-
rate investments are financed
through outside borrowings.
The net balance was a nega-
tive translation difference which
was (with the exception of the
foreign subsidiaries of AEG)
charged to profit and loss. It
thus neutralizes the inflationary
profits, notably those of our
South American companies.
The translation difference from
balance sheet items of the for-
eign subsidiaries of AEG has
been charged to retained
earnings.



Revenues and expenses are
basically translated at average
annual exchange rates (excep-
tion: historical rates for fixed
asset depreciation charges,
gains and losses from fixed
asset disposals). Net income,
additions to retained earnings
and appropriated surplus, on
the other hand, are converted
and shown at year-end rates.At
all our foreign subsidiaries, we
have reflected the resulting
translation difference in the
income statement.

Capital Consolidation

Capital consolidation was ef-
fected according to the princi-
ple of "First Consolidation"; the
parent's acquisition costs are
eliminated against the relevant
share capital and retained earn-
ings at acquisition.The differ-
ences resulting from this elimi-
nation are shown in the bal-
ance sheet as "Cost of Invest-
ments in Consolidated Sub-
sidiaries in Excess of or Below
Book Value at Acquisition".

Profits earned by foreign
subsidiaries after date of acqui-
sition, plus the unappropriated
surplus for 1986 - excluding
minority interests - are added
to retained earnings. The result
is that the unappropriated sur-
plus of DM 702 million (last
year DM 644 million), as shown
in the consolidated financial
statements, is identical to the
unappropriated surplus of
DBAG.

Other Eliminations

Inter-company receivables
and payables of consolidated
companies were eliminated;
inter-company profits in fixed
assets and in inventories were
likewise eliminated. Write-
downs for the decline in asset
values of subsidiaries and in-
ter-company valuation adjust-
ments and provisions were
eliminated in consolidation.
Overall, these income effecting
elimination measures have in-
creased retained earnings.

The consolidated income
statements are presented on a
fully consolidated, detailed ba-
sis pursuant to Section 332 of
the Company Act; i.e. inter-
company sales and inter-com-
pany earnings were eliminated
against the relevant cost of
sales and expenses, respec-
tively.

CONSOLIDATED
BALANCE SHEET

Asset and Capital Structure

The Group's balance sheet
total rose - largely as a result
of the first-time inclusion of
AEG - by one-third to DM 47.0
billion. DBAG is still account-
ing for one half of the Group's
assets, even in the enlarged
group.

Fixed assets, including "Cost
of Investments in Excess of
Book Value at Acquisition",
rose by DM 1.9 billion to DM
12.1 billion. Its share in terms
of the balance sheet total nev-
ertheless declined to 26% (last
year 29%) because AEG is less
property intensive.

Stockholders' equity (capital
stock, retained earnings, minor-
ity interests and special equity
reserves) increased to DM
12.3 billion (last year DM 9.8
billion). Its share of total capital-
ization declined slightly to 26%
(last year 27%). In 1986, fixed
assets were fully financed by
equity (last year 96%).

Borrowed capital rose to
DM 34.4 billion (last year DM
25.8 billion). As in the previous
year, about half pertained to
provisions.



Assets

Property, Plant and
Equipment

The increase of property,
plant and equipment by DM
1,865 million to DM 9,960 mil-
lion was based on additions of
DM 5,408 million, less depre-
ciation and disposals totaling
DM 3,543 million.DBAG and
the first-time inclusion of AEG
in consolidation accounted for
DM 1,803 million and DM
1,892 million respectively of
total additions.

Investments in Affiliated
Companies

The book value of non-con-
solidated companies of DM
416 million pertains largely to
ownership in TELENORMA Be-
teiligungsgesellschaft mbH &
Co., Frankfurt am Main, and to
Telefunken electronic GmbH,
Heilbronn, both of which are
held by AEG.The year-earlier
amount of DM 1,042 million
was still inclusive of the nearly
25% ownership in AEG Aktien-
gesellschaft.

Cost of Investments in
Excess of Book Value at
Acquisition

This amount represents the
difference between the cost of
investments in subsidiaries and
their book value at the time
of acquisition.Netting DM 1,432
million (last year DM 778 mil-
lion) of excess purchase price
over net assets and DM 115
million (last year DM 115 mil-
lion) of purchase price below
net assets resulted in a net
debit of DM 1,317 million (last
year DM 663 million).

The increase in this balance
sheet caption by DM 654 mil-
lion during the reporting year
was almost exclusively due to
the first-time inclusion in con-
solidation of AEG.

The debit amounts represent-
ed acquisition costs in excess
of book value; they resulted
from the purchase of goodwill
and the differences between the
depreciated replacement costs
and the book value of assets
at the time of acquisition.The
credit amounts arose largely
from the purchase of our South
American subsidiaries in the
1950's when portions of the
contractual capital stock in-
crease were paid for with tan-
gible fixed assets (particularly
machinery and equipment).

Inventories

The Group's inventories rose
DM 2,940 million to DM 10,117
million. About one half of inven-
tories pertained to the vehicle
sector, the other half to other
sectors of the Group.

Advance Payments to
Suppliers other than for
Fixed Assets

The increase in advance
payments to DM 922 million
(last year DM 479 million) was
largely due to Dornier and the
first-time inclusion in consolida-
tion of AEG. Advance payments
were made chiefly to subcon-
tractors for long-term projects
of AEG, Dornier and MTU.

Receivables

The increase in trade and
notes receivable by DM 2,562
million to DM 7,663 million was
above all due to the enlarge-
ment of the Group by AEG. Of
this total, DM 4,223 million per-
tains to the car sector and DM
1,206 million to finance and
leasing companies.

Cash and Temporary
Investments

The increase in cash and
temporary investments by DM
1,909 million to DM 9,339 mil-
lion is largely due to DBAG and
the first-time consolidation of
AEG. Further liquid funds were
invested in short- and medium-
term debt instruments which,
as in prior years, are shown
under "other assets"; there,
they represent by far the sin-
gle largest individual item am-
ounting to DM 5,329 million
(last year DM 4,183 million).



Stockholders' Equity and capital of DBAG totaling DM Consolidated retained earn-

Liabilities 2,118 million, an increase of  ings of DM 8,428 million com-
DM 419 million over last year. prise the retained earnings of
Capital Stock and Paid-in surplus was in- DBAG and proportionate re-
Retained Earnings creased by DM 358 million to tained earnings, unappropria-
The consolidated balance DM 368 million as a result of  ted surplus or deficits earned
sheet shows the basic share the amounts received in ex- or incurred by subsidiaries

capital which is identical to the cess of par value in connec-  from the dates of their acquisi-
common and preferred share tion with the 1986 capital stock tion. Moreover, elimination
increase. amounts affecting income are
debited or credited here.

Balance Sheet Structure Daimler-Benz Group



Minority Interest in
Subsidiaries

This balance sheet caption
comprises outside third-party
ownership in the net equity and
unappropriated surplus/deficit
of consolidated companies.
The balance sheet amount in-
creased by DM 920 million to
DM 1,251 million and pertains
largely to AEG.

Special Equity Reserves

Special equity reserves am-
ounted to DM 394 million (last
year DM 502 million). DBAG
accounted for DM 265 million
and Mercedes-Benz France for
DM 61 million of the total.

Lump-Sum Allowance
for Doubtful Accounts

The lump-sum allowance for
doubtful accounts, which is es-
tablished to cover the general
credit risk at home and abroad,
ranges from 1% to 10% of to-
tal receivables and differs from
country to country. This bal-
ance sheet caption increased
by DM 74 million to DM 282
million.

Provisions

Provisions rose DM 4,446
million to DM 18,118 million.
The increase resulted largely
from the inclusion of AEG, and
increases at DBAG. More than
half of the provisions pertained
to pension obligations of which
again 68% were accounted for
by DBAG and 25% by AEG.

Other provisions totaled DM
8,641 million, of which 50%
were set up by DBAG alone.
These provisions were set
up for worldwide warranty ob-
ligations, for liability and litiga-
tion risks, and for possible
losses inherent in pending bu-
siness transactions. Moreover,
this caption includes obliga-
tions in the social benefit area
and obligations arising from
outstanding tax assessments.

Long-Term Liabilities

Long-term liabilities maturing
in more than four years rose
DM 969 million to DM 1,907
million. The increase was, to a
large extent, attributable to the
issuance of a foreign DM de-
benture in the amount of DM
500 million by our Netherlands
finance company; an additional
DM 270 million was attributable
to the inclusion in consolidation
of AEG.

Other Liabilities

The increase in these liabili-
ties by DM 3,174 million to DM
13,303 million is largely attrib-
utable to the inclusion in con-
solidation of AEG. Particularly
the increase by DM 1,555 mil-
lion in "advance payments re-
ceived" was of consequence
here. These advance payments
are given by contractors for or-
ders which are executed over
a longer timeframe. Of the bal-
ance sheet caption "other lia-
bilities", 56% pertains to the au-
tomotive sector, and about
44% to other sectors in the
Group.

Contingent Liabilities

The obligations from the en-
dorsement and assignment of
notes receivable amounted to
DM 224 million. Pledges
amounted to DM 178 million.
Guarantees, totaling DM 4 mil-
lion, which are similar to surety-
type obligations, have been
given essentially by one do-
mestic subsidiary to foreign
banks. Payment guarantees for
outside indebtedness amount-
ed to DM 6 million.

There existed liabilities in the
amount of DM 15 million aris-
ing from stock subscriptions,
from capital subscriptions in
"Close Corporations" (Section
24 of the GmbH Act), and from
guarantees of cooperatives
owned by consolidated com-
panies. Pledges totaling DM 50
million were made for liabilities
of consolidated companies.

One foreign subsidiary has
given customary payment
guarantees within the scope of
its sales financing activities. At
one domestic subsidiary, there
existed a possible liability, the
amount for which is not deter-
minable, for the completion of
contractual obligations in con-
nection with a joint production
program entered into with for-
eign business partners.



CONSOLIDATED
STATEMENT OF INCOME

Total Output

Total Group output (net sales
plus increase in inventories
and other capitalized in-house
output) rose by 24% to DM
66,415 million, net sales by
25% to DM 65,498 million (last
year DM 52,409 million). Of
this DM 13,089 million increase
- after elimination of inter-com-
pany sales - DM 11,070 mil-
lion pertains to AEG alone.
Sales of Dornier and MTU are,
for the first time, included for
the full year, while last year,
they were included from the
date of acquisition.

Cost of Materials, etc.

The increase in cost of ma-
terials, etc. by 22% to DM
33,349 million (last year DM
27,245 million) was - when
measured against total output
- slightly disproportional since
the production at AEG is less
material intensive in compari-
son to the automotive sector.

Net Interest Income

The business year just end-
ed showed net interest in-
come of DM 855 million (last
year DM 1,017 million). It is
derived from interest income of
DM 1,332 million (last year DM
1,522 million), and interest ex-
pense of DM 477 million (last
year DM 505 million). The de-
crease in net interest income
was largely due to lower inter-
est levels worldwide. The in-
crease in liquid assets, partic-
ularly at year end, could not
fully offset this decline.

In the automotive sector, as
in the previous year, we offset
the inflationary profits inherent
in the interest income earned
in the high-inflation countries of
Argentina and Brazil with the
charges resulting from the cur-
rency translation of equity
financed liquidity of our subsid-
iaries there.The largest portion
of inflationary profits was thus
eliminated from interest
income.

Other Income

The income summarized un-
der this caption rose to DM
1,051 million (last year DM 868
million). The increase was
largely due to the first-time in-
clusion of AEG. Other income
is inclusive of exchange profits
from export sales by our South
American subsidiaries, income
from leases and rentals, profits
from sales of securities and the
dissolution of individual valua-
tion reserves.

Personnel Expenses
Including Old-Age Pension

Wages, salaries and social
security levies increased - par-
ticularly due to the inclusion of
AEG-to DM 18,077 million
(last year DM 12,794 million).

The expenses for old-age
pension increased DM 417 mil-
lion to DM 1,281 million.The in-
crease also occurred mostly at
AEG.

Taxes on Income
and on Net Assets

Taxes on income and on net
assets declined DM 307 million
to DM 4,034 million (last year
DM 4,341 million) due to con-
trary trends. Higher tax ex-
penses at DBAG are contrasted
with, to some extent, exchange-
related reductions in tax ex-
penses at foreign automotive
subsidiaries.

Other Expenses

This summary caption rose,
particularly as a result of the
inclusion of AEG, by DM 1,122
million to DM 6,825 million. It
encompasses mainly adminis-
trative and selling expenses in-
cluding sales commissions, ad-
ditions to provisions, freight out,
packaging, rental and lease ex-
penses, and charges resulting
from currency translations in-
asmuch as they are not netted
with the inflationary portion
comprised in interest income,
or are not netted with retained
earnings.

Consolidated Net Income
Consolidated net income
rose to DM 1,767 million (last
year DM 1,682 million). DBAG's
net income of DM 1,404 mil-
lion (last year DM 1,252 million)
represented a substantial por-

tion thereof.



FINANCIAL POSITION

The financial position of the
Daimler-Benz Group improved
further in 1986. Net liquidity
rose - also as a result of the
first-time inclusion of AEG - by
DM 3.0 billion (last year DM 2.2
billion) to DM 13.6 billion.
DBAG alone accounted for
DM 1.9 billion of the increase.

Funds applied, and amount-
ing to DM 12.4 billion, were
more than one-third higher
than in the previous year.
Nearly 60% thereof could be fi-
nanced through the cash flow
of DM 7.1 billion earned dur-
ing the reporting year; the year-
end 1985 balance sheet
amounts of AEG have been ex-
cluded from this calculation.

The cash flow was DM 15
billion higher than the net ex-
penditures for investments in
property, plant and equipment,
and in long-term financial as-
sets. Without that portion of
fixed and financial assets,
which were on the book of
AEG at the end of 1985, and
which had already been finan-
ced there, the excess cash flow
amounted to DM 2.9 billion.

Within the financing and in-
vestment activities, "advance
payments received" increased
strongly. The DM 1.6 billion in-
crease resulted primarily from
the first-time inclusion in con-
solidation of AEG.



COMPANIES INCLUDED IN
CONSOLIDATIONY)

The additions of companies
included in consolidation have
been noted at the respective
companies. Deletions occurred
through the mergers of
Frankenthaler Wohnungs-
bau-GmbH with Kuehnle,
Kopp und Kausch AG, and
a retail store in Belgium with
Mercedes-Benz Belgium.

Companies with no or only
negligible business activities
were not consolidated. These
companies had no transactions
which would have had a ma-
terial effect on the corporation's
consolidated financial state-
ments.

The following companies
(Provident Funds), which are
providing old-age pension
benefits to our employees, were
not included in consolidation
because they are not consid-
ered subsidiaries under the law
(Section 18, Sub-Section 1,
Clause 1, of the Company Act),
or, due to the insignificant
amounts involved, would not
have any material effect on the
consolidated financial state-
ments:

1) Some Group companies have been
included on the basis of preconsolidated
statements.

2) Added to consolidation in 1986.

Daimler-Benz Unterstuetzungskasse
GmbH, Stuttgart

Holzindustrie Bruchsal
Unterstuetzungskasse GmbH,
Bruchsal

Bruehler Unterstuetzungsgesellschaft
mbH der Wuerttembergischen Baum-
woll-Spinnerei und -Weberei bei
Esslingen a.N., Esslingen a.N.

AIK Versorgungseinrichtung GmbH,
Kassel

DEBEG Versorgungseinrichtung
GmbH, Hamburg

ELEKLUFT Versorgungseinrichtung
GmbH, Bonn

TELEFUNKEN Versorgungseinrichtung
GmbH, Berlin

Domier-Hilfe GmbH, Friedrichshafen.

MTU Muenchen Unterstuetzungskasse
GmbH, Muenchen

Karl Maybach-Hilfe GmbH,
Friedrichshafen

L'Orange Unterstuetzungskasse
GmbH, Glatten

Consolidated Companies of
the Automotive Sector

Daimler-Benz Aktiengesellschaft,
Stuttgart

Maschinenfabrik Esslingen AG,
Esslingen a.N.

Motoren- und Aggregatewartung
GmbH, Stuttgart

Mercedes-Leasing-GmbH, Stuttgart
Porcher & Meffert GmbH, Stuttgart

Daimler-Benz-Wohnungsbau GmbH,
Stuttgart

Daimler-Benz Project Consult GmbH,
Stuttgart

Holzindustrie Bruchsal GmbH,
Bruchsal

Industriehandel Handels- und Indu-
strieausruestungsgesellschaft mbH,
Stuttgart

Industrie- und Handelsbeteiligungen
GmbH, Stuttgart

Mercedes-EDV-Beratung GmbH,
Weinheim

Hanomag-Henschel GmbH, Hannover

IMH-Institut fuer Motorenbau
Prof. Huber GmbH, Muenchen?

Daimler-Benz Grundstuecksgesell-
schaft Hamburg mbH, Sitz Stuttgart

Daimler-Benz Grundstuecksgesell-
schaft Bremen mbH, Sitz Suttgart

Daimler-Benz Services GmbH,
Stuttgart

Hans Braun GmbH, Nuernberg

Mercedes-Versicherungsdienst
GmbH, Stuttgart

Mercedes-Benz do Brasil SA.,
Sao Bernardo do Campo/Brasil

Sociedade Tecnica de Fundicoes
Gerais S.A.,, Sao Paulo/Brasil

as well as one sales company and
one property company

Mercedes-Benz Argentina S.A,
Buenos Aires/Argentina

and one finance company and one
property company.

Mercedes-Benz Espana S.A., Madrid/
Spain

Comercial Mercedes-Benz S.A,
Madrid/Spain

Importacion y Comercializacion de
Automoviles S.A., Madrid/Spain.?

and two dealerships

Daimler-Benz of North America
Holding Company, Inc., New York/U.S.A.

Freightliner Corporation, Portland/
USA.

Mercedes-Benz Truck Company,
Inc., Portland/U.S.A.

Consolidated Metco, Inc.,
Portland/U.S.A.

Freightliner of Canada, Ltd.,
Burnaby/Canada

and a finance company

Mercedes-Benz of North America,
Inc., Montvale/U.S.A.

and a service company, one
property company and two
dealerships

Mercedes-Benz Credit Corporation,
Norwalk/U.S.A.

Mercedes-Benz Credit of Canada
Inc., Norwalk/U.S.A.

Mercedes-Benz Canada Inc.,
Toronto/Canada

Mercedes-Benz of South Africa (Pty.)
Ltd., Pretoria/Republic of South Africa

Car Distributors Assembly (Pty.) Ltd.,
East London/Republic of South
Africa

Mercedes-Benz Exchange Unit
Services (Pty.) Ltd., Johannesburg/
Republic of South Africa

and eleven property companies
Star Auto S.A., Abidjan/Ivory Coast?

P.T. Star Engines Indonesia, Jakarta/
Indonesia



SOFIDEL SA, Rocquencourt/France

Mercedes-Benz France SA,
Rocquencourt/France

and eight dealerships and seven
property companies

Mercedes-Benz (United Kingdom) Ltd.,
Milton Keynes/United Kingdom

and one property company and
four dealerships

Daimler-Benz Holding Belgium S.A/
N.V., Brussels/Belgium

Mercedes-Benz Belgium S.A/N.V.,
Brussels/Belgium

and two dealerships

Mercedes-Benz Finance Belgium
S.A/N.V.. Brussels/Belgium

Mercedes-Benz ltalia S.pA, Rome/ltaly

Immobiliare Finanziaria Campo
nell' Elba S.r.L, Milan/ltaly®

Mercedes-Benz Japan Co. Ltd.,
Tokyo/Japan®

Daimler-Benz Holding Nederland B.V.,
Utrecht/Netherlands™

Mercedes-Benz Leasing Nederland
B.V., Utrecht/Netherlands”

AGAM Financiering B.V, Utrecht/
Netherlands

and one finance and two service
companies

Daimler-Benz International Finance
B.V. Utrecht/Netherlands”

Daimler-Benz (Australia) Pty. Ltd.,
Mulgrave/Australia

Mercedes-Benz (Australia) Pty. Ltd.,
Mulgrave/Australia

and one property company and
two dealerships

Mercedes-Benz Hellas S.A., Athens/
Greece

Daimler-Benz Holding AG, Zuerich/
Switzerland

Mercedes-Benz Nederland B.V.,
Utrecht/Netherlands

and one dealership and one pro-
perty company

Mercedes-Benz (Schweiz) AG,
Zuerich/Switzerland

Mercedes-Benz Credit AG, Zuerich/
Switzerland

FBW-Fahrzeug AG, Wetzikon/
Switzerland”

and one property company and
four finance companies

1) Added to consolidation in 1986.

Automercantil Venezolana SA,
Caracas/Venezuela

UBG-Beratungsgesellschaft mbH,
Graz/Austria

Consolidated Companies
of the AEG Sub-Group?)

AEG Aktiengesellschaft, Berlin and
Frankfurt am Main

OLYMPIA Aktiengesellschaft,
Wilhelmshaven

Olympia (Aust.) Pty. Ltd.,
Artarmon/Australia

Olympia N.V. - SA, Groot-
Bijgaarden/Belgium

Olympia Business Machines
Canada Ltd., Don Mills/Canada

Olympia (Chile) Ltda.
Santiago de Chile/Chile

Olympia Kontormaskiner A/S,
Kopenhagen/Denmark

Olympia France S.A., Clamart/
France

Olympia Business Machines Co.
Ltd., London/United Kingdom

Olympia Office Machines (H.K.) Ltd.,
Hongkong/Hongkong

Olympia ltaliana S.pA, Milan/Italy

Olympia Machines de Bureau S.A,
Luxembourg/Luxembourg

Olympia Maquinas de Oficina S.A,,
Madrid/Spain

Olympia Cataluna S.A,
Barcelona/Spain

Olympia de Mexico S.A., Los Reyes/
Mexico

Olympia Bueromaschinen Ges.
mbH, Vienna/Austria

Olympia Bueromaschinen AG,
Ruemlang/Switzerland

Olympia (South Africa) (Pty.) Ltd.,
Johannesburg/Republic of South
Africa

Olympia USA Inc., Somerville/U.SA
Tinzenhorn AG, Chur/Switzerland

Olympia Mexicana S.A, Mexico
D.F./Mexico

AEG Elektrowerkzeuge GmbH,
Winnenden

AEG Power Tool Corporation,
New London/U.SA

Modular Computer Systems, Inc.,
Fort Lauderdale/U.S.A.

MODCOMP Canada Ltd,
Mississauga/Canada

MODCOMP France S.A.R.L, Rungis/
France

Modular Computer Systems
Nederland B.V, Utrecht/
Netherlands

Modular Computer Services, Inc.,
Wokingham/United Kingdom

MODCOMP Service Corporation,
Fort Lauderdale/U.S.A.

Communications Maintenance,
Inc., Houston, U.S.A.

Modular Computer Systems
Holding Ltd, Hamilton/Bermuda

Modular Computer Systems
Ireland Ltd, Cork/Ireland

International Systems Ventures, Inc.,
Fort Lauderdale/U.S.A.

Modular Computer Systems GmbH,
Hamburg

AEG KABEL Aktiengesellschaft,
Moenchengladbach

AEG Isolier- und Kunststoff GmbH,
Kassel

Kupfer-Walzwerk Berlin GmbH,
Berlin

Dekatra Transportgesellschaft mbH,
Moenchengladbach

"HIRSCH" Kupfer- und Messing-
werke GmbH, Moenchengladbach

Betefa Berliner Telefon-
schnur- und Spezialkabel-
Fabrik GmbH, Berlin

KWR Kabelwerk Rheydt GmbH,
Moenchengladbach

VDK Vereinigte Draht- und Kabel-
werke GmbH, Duisburg

AEG KANIS GmbH, Nuernberg

DUOFROST Kuehl- und Gefriergeraete
GmbH, Wiesbaden

Eltro GmbH Gesellschaft fuer Strah-
lungstechnik, Heidelberg

Sachsenwerk Aktiengesellschaft,
Regensburg

Feinmechanische Werke
Mainz GmbH, Mainz

ELEKLUFT Elektronik- und Luft-
fahrtgeraete GmbH, Bonn

Lloyd Dynamowerke GmbH, Bremen
DEBEG GmbH, Hamburg and Berlin

Marine Elektronik Schiffselektro-
nische Anlagen GmbH, Hamburg



Elektro-Mechanik GmbH, Wenden

BST Servo-Technik GmbH,
Bielefeld

AEG Electrotecnica Construction
GmbH, Frankfurt am Main

Electrotecnica Construction
GmbH, Frankfurt am Main

Elektron Versorgungsverwaltung
GmbH, Frankfurt am Main

ATM Computer GmbH, Constance

Hydra Vermoegensverwaltung GmbH,
Berlin

AEG Software-Technik GmbH & Co.
KG, Berlin

IFM Internationale Fluggeraete und
Motoren GmbH, Weinheim

AEG Aniagenexportgesellschaft mbH,
Frankfurt am Main

PGS Planungsgesellschaft mbH Archi-
tekten Ingenieure, Frankfurt am Main

FABEG GmbH, Bretten

EAS Assekuranz Vermittlungs-GmbH,
Frankfurt am Main

BRV Beratungsgesellschaft fuer
Risikovorsorge im industriellen
Bereich mbH, Frankfurt am Main

Werbeagentur Dr. Kuhl GmbH,
Frankfurt am Main

Elektrochemie GmbH,
Frankfurt am Main

AEG Software-Technik Verwaltungs-
gesellschaft mbH, Berlin

TELEFUNKEN Patentverwertungs-
gesellschaft mbH, Ulm

AEG International AG,
Zuerich/Switzerland

AEG Iberica de Electricidad S.A,,
Madrid/Spain

OTEMA S.A., Madrid/Spain

AEG Finanz-Holding S.A,
Luxembourg/Luxembourg

S.A. beige AEG, Brussels/
Belgium
AEG Fabrica de Motores SA,,
Terrassa/Spain

AEG Industriemotoren-Vertriebs-
GmbH, Stuttgart

AEG Austria Gesellschaft mbH,
Vienna/Austria

AEG do Brasil SAA,, Sao Paulo/
Brazil

TELEFUNKEN Radio e Televisao
Ltda. Sao Paulo/Brazil

TELEFUNKEN da Amazonia S.A,
Manaus/Brazil

AEG Sistemas Industrials Ltda.,
Sao Paulo/Brazil

AEG France S.A,, Clamart/France
AEG ltaliana S.p.A., Milan/Italy

AEG (U.K) Ltd., Slough/
United Kingdom

AEG Interfinanz AG, Zuerich/
Switzerland

AEG ETI Elektrik Enduestrisi A.S.,
Istanbul/Turkey

AEG Nederland N.V., Amsterdam/
Netherlands

AEG Norge A/S, Oslo/Norway
AEG Bayly Inc., Ajax/Canada

AEG Dansk Aktieselskab,
Kopenhagen/Denmark

TELAEG A/S; Oslo/Norway

AEG (Pty.) Ltd., Johannesburg/
Republic of South Africa

AEG Hellas Viomichania llektrikon
Kataskevon A.E., Athens/Greece

AEG Argentina S.A.Ly.C, Buenos
Aires/Argentina

AEG Venezolana S.A., Caracas/
Venezuela

AEG Luxembourg S.ar.L,
Luxembourg/Luxembourg

AEG Portuguesa S.A.R.L, Lisboa/
Portugal

AEG Pakistan (Private) Limited,
Karachi/Pakistan

AEG Hausgeraete AG, Zuerich/
Switzerland

AEG Mexicana S.A. de C.V,,
Mexico, D.F./Mexico

Montajes y Reparaciones S.A.,
Mexico, DF/Mexico

AEG Genet Elektrik T.A.S., Istanbul/
Turkey

Robotecnica Sr.L, Sesto San
Giovanni /lItaly

AEG Corporation, Somerville/U.S.A.

Officine Galileo di Sicilia S.p.A.,
Milazzo/ltaly

Compagnia Generale Contatori
Co.Ge.S.pA, Milan/ltaly

Consolidated Companies of
the Dornier Sub-Group

Dornier GmbH, Friedrichshafen

Dornier System GmbH, Fried-
richshafen

Dornier Reparaturwerft
GmbH, Oberpfaffenhofen

Dornier International GmbH,
Munich/Oberpfaffenhofen

Dornier Medizintechnik
GmbH, Munich

Dornier Medical Systems, Company
Ltd., Tokyo/Japan®)

and one sales company

Art & Media Werbeagentur GmbH,
Friedrichshafen

DIV Dornier Industrie Versicherungs-
vermittlung GmbH, Friedrichshafen

Dornier Aviation gNorth America), Inc.,
Arlington/U.S.A

Dornier Aviation Marketing Support,
Inc., Arlington/U.S.A.Y

Consolidated Companies
of the MTU Sub-Group

MTU Motoren und Turbinen-Union
Muenchen GmbH, Munich

MTU Motoren- und Turbinen-Union
Friedrichshafen GmbH, Friedrichshafen

and five production and sales
companies

Aktiengesellschaft Kuehnle,
Kopp & Kausch, Frankenthal/Pfalz

FVG Frankenthaler Versicherungs-
Vermittlungs-Gesellschaft mbH,
Frankenthal/Pfalz

and one sales company

MTU Maintenance GmbH,
Langenhagen bei Hannover

L'Orange GmbH, Stuttgart

MTU Informationssystems GmbH
Beratung - Software - Computer-
service - Anlagenvermietung,
Munich

Entwicklungsgesellschaft fuer
Turbomotoren mbH, Munich

MTU-Versicherungsvermittlungs- und
Wirtschaftsdienst-GmbH, Munich

and one property company and one
manufacturing company

1) Added to consolidation in 1986.












In 1986, pension payments to retirees and payments to the Daimler-Benz Provident Fund GmbH
for current obligations amounted to DM 161,263,787. In the following five years, payments-
not considering adjustment obligations pursuant to Section 16 of the Corporation Pension Law-
will in all likelihood be made amounting to 115%, 120%, 125%, 136%, 147% of this amount.

Stuttgart-Untertuerkheim, March 27,1987
Daimler-Benz Aktiengesellschaft
Board of Management
Breitschwerdt Reuter
Dinger Darr Gentz Hinrichs
Hornig Liener Niefer
Schaffler Sanner

The accounting, the annual financial statements and the
management report, which we have examined with due care,
comply with the law and the Company's bylaws.

Frankfurt (Main), April 15,1987

Deutsche Treuhand-Gesellschaft
Aktiengesellschaft
Wirtschaftspruefungsgesellschaft

Dr. Mueller Dr. Koschinsky
Wirtschaftspruefer Wirtschaftspruefer
(independent auditors)



BALANCE SHEET

Asset and Capital Structure

The increase of fixed and fi-
nancial assets by DM .7 billion
to DM 7.9 billion was due to
additions of DM 3.1 hillion - of
which DM 1.8 billion pertained
to property, plant and equip-
ment and DM 1.3 billion to
intercorporate investments, and
deductions for depreciation al-
lowances and disposals total-
ing DM 2.4 billion. The ratio of
"property, plant and equip-
ment, and intercorporate in-
vestments" to total assets re-
mained unchanged at 33%.
Current assets increased DM
15 billion to DM 16.3 billion.
The DM 1.9 billion increase
pertained to "other assets",
"temporary investments in se-
curities" and "inventories", while
receivables - particularly from
affiliated companies - declined
by DM .4 billion.

Stockholders' equity (basic
share capital, retained earnings
and special equity reserves)
rose DM 1.3 billion to DM 7.5
billion.Transfers were made
from net income 1986 to "un-
allocated retained earnings”
and from "profits carried for-
ward from last year" to "re-
tained earnings allocated for
treasury stock" in the amount
of DM.7 billion and DM.1 bil-
lion, respectively; a further DM
.5 billion was derived from the
1986 capital stock increase re-
presenting capital contributed
in excess of par value. Net eq-
uity in terms of total capitaliza-
tion thus rose to 31 % (last year
28%).

Within borrowed capital, only
the provisions rose substanti-
ally, i.e. by DM .8 billion to DM
10.8 billion; of this increase,
DM .6 billion pertained to pen-
sion provisions and DM .2 bil-
lion to other provisions. The
provisions now account for
44% (last year 45%) of total
capitalization.

Fixed Asset Coverage

As a result of the noticeable
increase of net equity, the ratio
of "stockholders' equity" to
"property plant and equipment,
and intercorporate invest-
ments" has improved to 95%
(last year 86%). The remaining
fixed assets and substantial
portions of current assets are
financed by long and me-
dium-term borrowed capital.

Assets

Property, Plant and
Equipment

Property, plant and equip-
ment decreased DM 107 mil-
lion to DM 4,101 million, after
fixed asset additions, and allow-
ance for depreciation and dis-
posals totaling DM 1,803 mil-
lion and DM 1,910 million re-
spectively. As in the previous
year, property, plant and equip-
ment was valued at acquisition
or manufacturing costs, re-
duced by accumulated de-
preciation. The manufacturing
costs of in-house produced
property, plant and equipment
comprise the costs for direct
materials and labor plus appli-
cable manufacturing overhead.
Acquisition or manufacturing
costs, respectively, are reduced
by the investment tax credits
earned. The opportunities for
special tax-deductible depreci-
ation allowances were fully uti-
lized, mostly in connection with
Section 7d of the Income Tax
Act and Section 82d of the In-
come Tax Regulation(environ-
mental protection and research
and development investments),
Section 14 of the Berlin Devel-
opment Law, Section 3 of the
Zonal Border Area Develop-
ment Law and Section 6b of
the Income Tax Act. We recor-
ded unscheduled depreciation
allowances totaling DM 90 mil-
lion because of the expecta-
tions of sustained underutiliza-
tion of individual production
facilities in the truck sector.



Scheduled depreciation al-
lowances were calculated gen-
erally using the following use-
ful lives: 17 to 25 years for
buildings, 10 to 17 years for
site improvements, 3 to 10
years for machinery and plant,
2 to 10 years for factory and of-
fice equipment. Machinery
used for multishift operations
was depreciated using corres-
pondingly lower useful lives.

Movable property with a use-
ful life of 4 years or more is de-
preciated using the declining
balance method. We change
from the declining-balance
method to the straight-line
method of calculating depre-
ciation when the equal distribu-
tion of the remaining net book
value over the remaining use-
ful life leads to higher depre-
ciation amounts. Assets of
small value are expensed in
the year of acquisition.

Depreciation on 1986 addi-
tions, including transfers from
construction in progress and
advance payments relating to
property, plant and equipment,
and capitalized in prior years,
was as follows:

Daimler-Benz has recorded
leasehold rights in favor of third
parties who have built factory
and office buildings for our
manufacturing plants and retail
branches on land owned by
the company. As of December
31, 1986, and unchanged from
last year, there were 16 leas-
ing agreements for buildings

and improvements; payments
for such leases amounted to
DM 21.9 million (last year DM
20.2 million).

Intercorporate Investments

The balance sheet amount
of intercorporate investments
rose DM 761 million to DM
3,629 million.

The addition, amounting to
DM 1,305 million, pertained
with DM 1,058 million to do-
mestic companies, i.e. prima-
rily for added capital stock pur-
chases in AEG Aktiengesell-
schaft, Berlin and Frankfurt am
Main, in which we increased
our share interest to 56%.
Abroad, the additions amount-
ed to DM 247 million. They
pertained to the newly founded
companies Daimler-Benz Hold-
ing Nederland B.V., Utrecht,
Mercedes-Benz Japan Co., Ltd.
Tokyo and to capital stock in-
creases at Mercedes-Benz Es-
paha S.A,, Madrid.

Deletions totaling DM 105
million were mainly due to the
sale of our share interest in All-
gemeine Verwaltungsgesell-
schaft fuer Industriebeteili-

Additions
including transfers
in millions of DM

Depreciation

in millions of DM

gung mbH, Muenchen, which,
after we had acquired a ma-
jority interest in AEG, was sold
in accordance with the direc-
tives imposed by the Antitrust
Department.

As in the previous year, inter-
corporate investments were
valued according to the lower-
of-cost-or-market principle.This

lead to investment write-downs
of DM 439 million (of which DM
70 million on acquisitions
made in 1986). These write-
downs were contrasted by
gains of DM 193 million result-
ing from the dissolution of spe-
cial equity reserves. The write-
downs were made mainly at
our companies in Spain, South
Africa, Argentina, Mexico, Tur-
key and Nigeria because of the
difficult economic situation -
which at times was politically
influenced - and unfavorable
earnings prospects.

Inventories

Inventories increased DM
102 million to DM 3,350 million.
Raw materials, manufacturing
supplies and work in process
inventories remained nearly
unchanged, while finished
goods and parts inventories in-
creased slightly due to a higher
car output and improvement in
parts availability.

The methods of inventory
valuation remained unchang-
ed. Raw materials and manu-
facturing supplies were valued
at the lower of cost or market.
The valuation of finished goods
included direct materials, direct
labor and applicable manufac-
turing overhead. Reasonable
deductions were made espe-
cially for obsolescence result-
ing from design changes or af-
ter longer storage periods.



Receivables

Receivables declined by DM
407 million to DM 3,809 million.
While trade and notes receiv-
ables, at DM 69 million, in-
creased only slightly, receiva-
bles from subsidiaries and af-
filiates decreased noticeably by
DM 476 million. This was largely
due to the debt repayment by

Mercedes-Leasing-GmbH,
which refinanced itself from
funds received through a
Dutch DM debenture issue.
We reduced the amount of
non-interest-bearing receiva-
bles by discounting them to
maturity. In valuing our recei-
vables, we have again made
allowance for all known risks.

Cash and Temporary
Investments in Marketable
Securities

Cash and temporary invest-
ments amounted to DM 4,273
million as compared to DM
3,736 million in the previous
year. Included therein is an
amount of about DM 530 mil-
lion resulting from cash con-



tributions received in connec-
tion with the capital stock in-
crease at the end of 1986. Ad-
ditional liquid funds of DM
4,405 million (last year DM
3,079) million were invested in
short and medium-term debt
instruments, which represent
by far the single largest item in
the balance sheet caption
"other assets."

Other Assets

This balance sheet caption
increased DM 1,250 million to
DM 4,741 million. It includes,
apart from the liquid assets
which have to be classified
here, interest receivables, re-
fund claims for added value tax,
and receivables from leasing
customers, etc.

Treasury Stock

For the purpose of issuing
shares under the employee
stock purchase plan, a total of
29,300 common shares (with a
par value of DM 15 million =
.07% of total common stock)
was purchased during the
year, at an average price of DM
1,439 a share, i.e. 14,300
shares in April, 10,000 in May
and 5,000 in December. Treas-
ury stock was increased by a
further 6,038 common shares
(with a par value of DM .3 mil-
lion = .01 % of total common
stock) as a result of the 1986
stock dividend.

In June of 1986,37,702
shares (with a par value of DM
1.9 million = .09% of total com-
mon stock) were sold to our
employees at a preferential
purchase price of DM 899 a
share. As of December 31,
1986, we held 53,298 shares
(with a par value of DM 2.7 mil-
lion = .13% of total common
stock) which had been pur-
chased in 1985 and 1986, re-
spectively. The shares were
valued at DM 36 million.

Stockholders' Equity
and Liabilities

Basic Share Capital and
Retained Earnings

During the reporting year,
basic share capital increased
by DM 419 million from DM
1,699 million to DM 2,118 mil-
lion. At the stockholders' meet-
ing of July 2, 1986, the share-
holders approved an increase
of the basic share capital by
DM 243 million to DM 1,942
million through the issuance of
a stock dividend in the ratio of
1 share for 7 shares held.
Moreover, it approved an au-
thorized share capital of DM
500 million. In December, a
partial amount of DM 176 mil-
lion was used through the is-
suance of stock for cash pur-
suant to a rights offering on the
basis of 1 share for 11 shares
held, at an issue price of DM
150 per share. Authorized
share capital has thus been re-
duced to DM 324 million, and
is available until June 30,1991.

According to the information
received by us under Section
20, Sub-Section 1, of the Com-
pany Act, "Deutsche Bank Ak-
tiengesellschaft", Frankfurt am
Main, and "Mercedes-Auto-
mobil-Holding Aktiengesell-
schaft" Frankfurt am Main,
each own more than 25% of
our capital stock.

The increase of basic share
capital for cash resulted in an
"agio" (net proceeds in excess
of par value) of DM 353 mil-
lion, which - together with DM
5 million for shares not taken
up through the rights issue -
was transferred to retained
earnings allocated under stat-
ute. This balance sheet caption
thus amounts to DM 528 mil-
lion.

In adjusting the value of
treasury stocks on hand, re-
tained earnings allocated for

treasury stock was increased
by DM 1 million to DM 36 mil-
lion through transfer from un-
allocated retained earnings.

Unallocated retained earn-
ings rose by DM 563 million to
DM 4,759 million. DM 702 mil-
lion was allocated from 1986
net income and DM 105 mil-
lion from 1985 unappropriated
surplus. The latter in accord-
ance with the shareholders' ap-
proval of July 2, 1986. These
credits were offset by the
above-mentioned DM 243 mil-
lion conversion of retained
earnings to liable basic share
capital.

Special Equity Reserve

Of the special equity reserve
totaling DM 265 million, DM
159 million pertains to reserves
allowed under Section 3, Sub-
Section 1, of the Foreign Invest-
ment Act (losses from foreign
subsidiaries), and DM 88 mil-
lion to reserves allowed under
Section 1, Sub-Section 1, of the
Income Tax Act for Developing
Countries.

Lump-Sum Allowance For
Doubtful Accounts

The general credit risk at
home and abroad has been
considered on a country-spe-
cific scale of 4% to 10%. The
lump-sum allowance for
doubtful accounts had to be re-
duced by DM 12 million to DM
135 million on account of the
more favorable risk structure
of our receivables.



Provisions For Old-Age
Pensions

The obligations for old-age
pension benefits are actuarially
determined on the basis of an
actuarial interest rate of 3.5%
using the Entry Age Actuarial
Cost Method. We have included
in our calculation all eligible
employees having attained age
30. The amount thus calculated,
after making allowance for cur-
rent pension payments, resul-
ted in an increase in provisions
for old-age pensions of DM
562 million to DM 6,296
million.

Together with the assets of
the Daimler-Benz Provident
Fund GmbH of about DM 2.9
billion, the accumulated capi-
tal available for pension bene-
fits to our employees amoun-
ted to DM 9.2 billion (last year
DM 8.6 bhillion).

Provisions For Deferred
Maintenance

For maintenance planned in
the reporting year but not car-
ried out, we have made a pro-
vision of DM 166 million.

Other Provisions

These provisions, which rose
DM 205 million to DM 4,294
million, take into account our
worldwide warranty obligations,
legal and litigation risks, our
obligations in the social bene-
fit area, obligations from out-
standing tax assessments and
possible losses inherent in
pending business transactions
and in intercorporate invest-
ments.

The obligations in the social
area are reflected in the finan-
cial statements at non-dis-
counted values expected to be
paid in the future, or propor-
tionate in accordance with the
pension rights acquired in
each instance.

Long-Term Liabilities
Long-term liabilities, matur-
ing in more than four years,
declined DM 5 million to DM
161 million. New borrowings of
DM 22 million (pertaining to
low interest loans which are
available under the Berlin Tax
Incentive Laws) and borrowings
from employees, in the interest
of employee capital formation,
were contrasted with repay-
ments of DM 27 million. Sched-
uled repayments in 1987 will
amount to DM 25 million.

Other Liabilities

The DM 127 million increase
to DM 4,704 million was due,
on the one hand, to an in-
crease in payables for goods
and services caused by the
production-related higher pur-
chasing volume, and on the
other hand, to miscellaneous li-
abilities, particulary liabilities for
sales commissions.

Contingent Liabilities

Discounted notes receivable
totaled DM 18 million. Pledges
given for domestic and foreign
affiliated companies amounted
to DM 336 million.

Existing payment guarantees
of DM 500 million were given
in favor of creditors in connec-
tion with the 1986 DM-bond is-
sue of Daimler-Benz Interna-
tional Finance B.V., Utrecht,
Netherlands.

The obligations arising from
stock subscriptions and from
capital subscriptions in "Close
Corporations" (Section 24 of
GmbH Act) as well as from
guarantees of cooperatives ow-
ned by consolidated compa-
nies amounted to DM 10 mil-
lion.

We are jointly and severally
liable for two non-incorporated
companies which have profit
and loss pooling agreements
with controlling companies.

A minimum dividend guar-
antee was given to co-owners
of a subsidiary, the amount of
which is not ascertainable.

*

Under the assumption that
the proposed dividend is rati-
fied by the shareholders at the
annual meeting, the remuner-
ations of the members of the
Board of Management amount-
ed to DM 11,811,508. In addi-
tion, the Board of Management
received DM 137,973 from af-
filiated companies. Disburse-
ments to former members of
the Board of Management or
their survivors totaled
DM 4,247,301. Disbursements
to members of the Supervisory
Board totaled DM 1,347,758.



STATEMENT OF INCOME

Total Output

Total output (sales and in-
creases in inventories and
other capitalized in-house out-
put) rose DM 3,348 million to
DM 40,798 million. On account
of the strong expansion of car
deliveries, sales rose DM 3,511
million, while the amount for in-
creases in inventories and
other in-house output that had
to be capitalized was DM 163
million lower than in the previ-
ous year.

Cost of Materials etc.

Cost of raw materials, man-
ufacturing supplies and of
goods purchased for resale
rose DM 1,997 million to DM

Net Interest Income

Interest income of DM 659
million (last year DM 709 mil-
lion) less interest expense of
DM 53 million (last year DM 47
million) resulted in net interest
income of DM 606 million (last
year DM 662 million). This de-
cline is reflective of the lower
interest level; the higher liqu-
idity was, to a large extent, only
available toward the end of the
year.

Income from Dissolution
of Reserves
This income caption in the

amount of DM 315 million (last
year DM 394 million) pertains
principally to the elimination of
or to the lower valuation of liti-
gation and intercorporate in-

20,706 million. This was largely vestments risks.

due to the increased car pro-
duction along with higher-value
options.

Excess Income Over Losses
From Affiliated Companies

The composition of this net
income item has changed as
follows:

Other Income

This summary item totaling
DM 218 million (last year DM
127 million) comprises income
from allocations of administra-
tive expenses, gains from the
sale of securities, income from
rentals and leases etc.

1985 1986
in millions in millions
of DM of DM

Personnel Expense Including
Old-Age Pensions

Personnel expenses includ-
ing old-age pensions rose DM
882 million to DM 10,555 mil-
lion as a result of an increase
in the number of employees
by about 5,000, a 4.4% union-
negotiated wage and salary in-
crease, and an increase in the
taxable wage base for medical
and social security contribu-
tions.

Expenses for old-age pen-
sion and support payments at
DM 680 million were on about
the same level as in the previ-
ous year.

Taxes on Income and on
Net Assets

Taxes on income and on
net assets rose DM 438 million
to DM 3,395 million because of
the favorable income trend
overall.

Other Expenses

This summary expense
item - which decreased DM
215 million to DM 2,994 mil-
lion - comprises above all, as
heretofore, administrative and
selling expenses including
sales commissions, rental and
lease expenses, freight out,
packaging, and additions to
provisions which, by law, must
be classified here.

Net Income and
Unappropriated Surplus

Net income for the year
reached DM 1,404 million (last
year DM 1,252 million); it in-
cludes no "inflationary profits"
according to our computa-
tions. DM 702 million (one half
of net income) was transferred
to unallocated retained earn-
ings. As proposed by the
Board of Management, DM
507 million (last year DM 491



million) are to be distributed to tained earnings. The additional Changes in 1986 in the val-
the shareholders out of the un- allocation to retained earnings uation of pension and social

appropriated surplus of DM has been done to further provisions and in the valuation

702 million. Moreover, at the strengthen net equity, but also of tools lead to a difference of

annual meeting, the sharehold- in the interest of the longer- DM 211 million pursuant to

ers will pass a resolution for the term policy to maintain pur- Section 160 Subsection 2

transfer of the remaining DM chasing power in an inflation- Clause 5 of the Company Act,

195 million to unallocated re- ary environment. resulting in a reduction in net
income.

Expense Structure Total Revenue Daimler-Benz AG



The annual financial statements, as of December 31, 1986, show an unappropriated

surplus of DM 702,003,400.—.

It is proposed to the annual meeting of shareholders that the unappropriated surplus be

applied as follows:

31B% dividend on the eligible preferred
share capital of DM 2,196,000.—

DM 12.— dividend for each elgible preferred
share of DM 50.— par value

Dividend amount

Stuttgart-Untertuerkheim, March 27, 1987

The Board of Management

DM

73,200.—



Report of the Supervisory Board

In the Supervisory Board
meetings of the past year, in
numerous individual meetings,
and by means of written and
verbal reports, we have been
informed in detail and have
consulted with the Board of
Management on the state of
the corporation and on princi-
pal matters of corporate policy.
In particular, these discus-
sions centered on employ-
ment trends, results of opera-
tions and on medium and
long-range corporate plans in-
cluding capital spending poli-
cy. Furthermore, we discussed
important business trans-
actions and made business
decisions which, by law or by-
laws, had to be submitted to us
for approval. This includes the
capital stock increase carried
out at the end of 1986.

We have examined the fi-
nancial statements, the annual
report, and the recommenda-
tions for the payment of divi-
dends. The financial statements
as of December 31, 1986, the
annual report and the account-
ing principles used were veri-
fied by the Deutsche Treu-
hand-Gesellschaft AG, Wirt-
schaftspruefungsgesellschatft,
Frankfurt am Main, and have
been found to be in accord-
ance with the books and with
the pertinent legal require-
ments. The Supervisory Board
has noted the result of the
audit with approval.

The result of the examina-
tions made by the Supervisory
Board and the auditors has
shown no cause for question.
The Supervisory Board has re-
viewed the consolidated finan-
cial statements, the consoli-
dated annual report and the re-
port of the auditors. The finan-
cial statements of the corpora-
tion, as submitted by the Board
of Management, are hereby
ratified and approved, and we
concur with the recommenda-
tions of the Board of Manage-
ment regarding the application
of the unappropriated surplus.

Concurrent with the conclu-
sion of the annual stockhol-
der's meeting on July 2, 1986,
Dr. Marcus Bierich, Dr. Fried-
rich Karl Flick and Dr. Heribald
Naerger resigned from the Su-
pervisory Board. In their place
Messrs. Hans-Georg Pohl, Den
Haag, President, Shell Europe,
Hermann-Josef Strenger, Lev-
erkusen, Chairman of the Man-
agement Board of Bayer AG,

and Dr. Gerhard Tremer, Chair-
man of the Supervisory Board
of Mercedes-Automobil-Hol-
ding AG, Member of the Man-
agement Board of Bayerische
Landesbank Girozentrale, were
newly elected to the Supervi-
sory Board.

Dr. Flick had been a mem-
ber of the Supervisory Board
since 1957, and during the
time from 1970 to 1975, as
deputy chairman. Dr. Naerger
was elected to the Supervisory
Board in July 1975. Dr. Bierich
had belonged to the Supervi-
sory Board of our company
since 1982. In this report we
wish to express our special
thanks to these gentlemen for
their judicious and trustworthy
cooperation.

Mr. Franz Heinrich Ulrich
passed away after a long ill-
ness. He had been Chairman
of our Supervisory Board from
1970 to 1976. Through great
personal dedication and far-
sightedness, Mr. Ulrich earned
lasting merit on behalf of
our company. During his ten-
ure as Chairman of the Super-
visory Board, he had given
considerable stimulus to the de-
velopment of Daimler-Benz.
We shall remember him in
gratitude as a person of great
distinction.



During the year, the Super-
visory Board has dealt in depth
with the Board of Manage-
ment's proposal concerning
the new management structure
which takes into account the
substantially broadened busi-
ness activities.

Effective July 1, 1986,
Messrs. Heinz Duerr, Chairman
of the Board of Management of
AEG Aktiengesellschaft, Dr.-Ing.
E.h. Johann Schaeffler,
Chairman of the Board of Ma-
nagement of Dornier GmbH,
and Dr.-Ing. Hans Dinger,
Chairman of the Executive
Management of MTU Motoren-
und Turbinen-Union Muenchen
und Friedrichshafen GmbH,
were appointed members of
the parent's Board of Manage-
ment.

In the meeting of March 11,
1987, the Supervisory Board
appointed Mr. Edzard Reuter,
in charge of "Finance and Ad-
ministration”, to the position of
Deputy Chairman of the Board
of Management. This decision
takes into account the greatly
increased technical and organ-
izational requirements which
the parent's management is
confronted with in view of the
size and complexity the
Daimler-Benz Group has
reached.

Effective December 31,
1986, Mr. Walter Ulsamer re-
tired after having worked for
the company for 40 years. He
had been a member of the
Board of Management since
1979. With a high degree of
personal commitment, he es-
tablished a network of excel-
lent connections to the many
efficient suppliers at home and
abroad. In his responsibility for
the entire materials procure-
ment, he firmly and success-
fully pursued the strategy of
future-oriented logistic optim-
ization of the materials flow. In
this report, we wish to express
our appriciation of his accomp-
lishments and our gratitude.

Stuttgart- Untertuerkheim,
May 1987

The Supervisory Board

Chairman
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