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Agenda

for the 92nd Stockholders Mesting being held on Friday, July 1, 1988
a 1000 am. in the Hanns-Martin-Schleyer-Halle
in Stuttgart-Bad Cannstatt, Mercedes-Strasse.

1. Presentation of the audited financia statements, the consolidated finan-
ad statements, the combined business review and the consolidated
annua report for 1987, together with the report of the Supervisory
Board.

2. Resolution for the disposition of the unappropriated profit.
Board of Management and Supervisory Board propose

to distribute the unappropriated profit of DM 701,618,200
as follows:
3 13% dividend on the digible

preferred shares of

DM 2,196,000 DM 73200

3. Ratification of the Board of 5. Election of Auditors for the

Management's Actions.

Proposal to ratify Board of
Management's and Supervisory
Board's past actions.

. Ratification of the Supervisory
Board's Actions.

Proposal to raify Board of
Management's and Supervisory
Board's past actions.

Business Year 1988.

The Supervisory Board proposes
to eect Deutsche Treuhand-
Gesdlschaft AG, Frankfurt am
Main, as independent auditors
for the business year 1988.



6. Rdification of the Agreement to

Conclude a Management and
Profit Transfer Agreement
between Daimler-Benz AG,
Stuttgart-Untertuerkheim, and
AEG Aktiengesdlschaft, Frank-
furt am Main and Berlin.

Board of Management and Su-
pervisory Board propose approv-
a for the conclusion of the man-
agement agreement which is
given verbatim heresfter.

Between

Daimler-Benz

Aktiengesdll schaft
Stuttgart-Untertuerkheim
represented by its

Board of Management

- heresfter "Daimler-Benz" -

and

AEG Aktiengesdllschaft
Berlin and Frankfurt am Main
represented by its

Board of Management

- heregfter AEG -

the following

Management and Profit
Trandfer Agreement
is agreed:

Section 1 Management

1. AEG subordinates the manage-

ment of its company to Daimler-
Benz.

. The Daimler-Benz Board of

Management is authorized to
give to the AEG Board of
Management directions with re-
spect to the management of the

company.

. The directions are to be given in

writing or by telex or, in the
event they are given verbdly, are
to be immediately confirmed in
writing or by telex.

. The AEG Board of Management

continues to be responsible for
the management and representa
tion of AEG. Daimler-Benz can-
not give instructions to the AEG
Board of Management to change,
continue or end this agreement.

Section 2 Profit Transfer

. AEG obligates itsdlf to transfer

its unappropriated profit to
Daimler-Benz. The amount to be
transferred - save for the creation
or dissolution of retained earn-
ings pursuant to Subsection 2 -
is the net profit, which does not
include the amount of the unap-
propriated profit, reduced by a
possible loss-carry-forward
amount from the previous year
and by the amount which has to
be dlocated to statutory retained
earnings.

Agada

2. AEG may, with the approva of
Damler-Benz, alocate amounts
from net profit to other retained
earnings accounts, provided this
is permissible by law and is
founded on reasonable business
judgment. Other retained earn-
ings accounts created during the
term of the agreement, if desired
by Daimler-Benz, are to be used
to offsat losses, or are to be
remitted as profit. The remittance
of amounts resulting from the
dissolution of other retained
earnings accounts which were
established before the effective
date of the profit transfer agree-
ment, is not permissible.

3. The above-mentioned rules will
first be applied for the 1992 busi-
NESS yed.

Section 3 Loss Transfer

During the term of the agreement,
Daimler-Benz is obliged to make
good any annual loss in excess of
losses which can be offsat by a
charge to retained earnings which
were cregted during the term of the
agreement.



Agenda

Section 4
Compensatory Offset

1. Up to the time the profit trans-
fer payment pursuant to Section
2, Subsection 1 of this agreement
comes into effect, Damler-Benz,
for reasons of a far and reasona-
ble compensatory offset, guaran-
tees to the outside stockholders
of AEG, for each year and for
each AEG DM 50 par value
share, aprofit participation of
20 % (one-fifth) of the amount
which is paid for a Daimler-Benz
share of like value. After the
profit transfer payment becomes
effective, Daimler-Benz is obli-
ged to make annua compensato-
ry offst payments to the outside
shareholders of AEG in the same
amount.

2. In the event of a capitd stock in-
creese at AEG through stock divi-
dends, the offset payment for
each AEG share is reduced pro-
portionally so that the total of-
st payment remains unchanged.

3. In the event of a capitd stock in-
crease of AEG through cash con-
tributions and the granting of
subscription rights to outside
shareholders, the offsat payment
will dso be made to outside
shareholders for shares thus
acquired.

4. In the event of a capital stock in-
crease at Daimler-Benz through
stock dividends, the offset for
eaech share of AEG is increased
by the percentage by which the
Daimler-Benz share capita is
increased.

5. In the event of a capitd stock in-
crease at Daimler-Benz through
cash contributions, the offset
payment is adjusted in such a
way that the requirement of Sec-
tion 34 of the Company's Act
can be met.

6. The offset amount to be paid to
the outside shareholders of AEG
is payable at the same time that
the dividend to Daimler-Benz
shareholdersis due.

7. In the event that the agreement
is terminated during AEG's busi-
ness year, or that during the du-
ration of the agreement AEG
uses less than afull caendar year,
the offsat payment is reduced
proportionately.

Section 5 Settlement

1. Pursuant to Section 305 of the
Company's Act, Daimler-Benz
obligates itsdf, upon request of
each outside AEG shareholder,
to acquire his or her shares
against issuance of one Daimler-
Benz share for five AEG shares
held.

2. The obligation of Daimler-Benz

for the acquidition of AEG shares
in exchange for Daimler-Benz
shares subject to 1 aboveis limit-
ed in duration. The deadline be-
gins with date of the entry in
the Commercid Register of the
court in which AEG's records are
kept. It ends two months after
the date of the entry in the Com-
merciad Register which, pursu-
ant to Section 10 of the Com-
mercia Code, evidences the
existence and publication of this
agreement. Section 305, Subsec-
tion 4, Paragraph 3 of the Com-
pany's Act remains unaffected.

3. The exchange, which is free of
charge to AEG shareholders,
takes place by including the divi-
dends coupons which have not
as yet become due.

Section 6 Voluntary
Offer to Purchase

In place of a settlement as per Sec-
tion 5 Subsection 1, Daimler-Benz
adso offers to the outside sharehold-
ers of AEG to acquire their AEG
shares at aprice of DM 200 for each
DM 50 par value share. Section 5
Subsection 1 to 3 gpply correspond-

ingly.

Section 7
Term of Agreement

1. This agreement is subject to the
approva by the shareholders at
the annua meetings of Daimler-
Benz and AEG. It will become
effective with the entry in the
Commercid Register.

2. This Agreement - notwithstan-
ding of a notice of termination
for cause - is entered into for the
period ending December 31,
1998, and is thereafter extended
automatically every five years
provided it is not terminated
thereafter by either party, not
later than one year before
expiration.

3. Each party is entitled to with-
draw by giving written notice if
the entry in the Commercial
Register has not been made by
September 30,1988.

Section 8 Partial Invalidity

The partial invaidity of one or
more of the stipulations of this
agreement does not affect the va
lidity of the others.

Stuttgart, Frankfurt,
April 28, 1983 April 28,1988
Daimler-Benz AEG
Aktiengesdll- Aktiengesdll-
schaft schaft

Board of Board of
Management Management



7. Elections to the Supervisory
Board.

Pursuant to Section 102 of the
Company Act and Section 7 of
the Bylaws, the tenure of the
present members of the Supervi-
sory Board ends with the com-
pletion of the Stockholders
Meeting on July 1, 1988, In ac-
cordance with Section 96, Sub-
sections 1 and 101, Clause 1 of
the Company Act, together with
Section 7, Subsection 1 Clause 1
No 3 of the Co-determination
Act, the Supervisory Board shdl
consist of ten members elected
by the stockholders and ten
members elected by the emplo-
yees.

The stockholders meeting is not
bound by the election proposals.

The Supervisory Board proposes
the election of the following
gentlemen as members of the
Supervisory Board representing
the stockholders:

1

N

10.

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

. Dr. rer. pol. Horst J. Burgard,

Koenigstein/Taunus,
Member of the Board of
Management of
Deutsche Bank AG

. Dr. rex. pol.

Alfred Herrhausen,
Frankfurt am Main,
Member of the Board of
Management of
Deutsche Bank AG

. Dipl.-Ing. Hans-Georg Pohl,

Den Haag
President, Shell Europe

. Dr. rer. pol.

Wolfgang Rdller,
Frankfurt am Main
Speaker of the Board of
Management of
Dresdner Bank AG

. Dr. jur. Roland Schelling

Stuttgart,
Attorney a Law

. Dr. jur. Walter Seipp,

Frankfurt am Main,
Chairman of the Board of
Management of
Commerzbank AG

. Dr. jur. Johannes Semler,

Kronberg/Taunus
Member of the Board of
Management of Mercedes-
Automobil-Holding AG

. Hermann-Josef Strenge,

Leverkusen,
Chairman of the Board of
Management of Bayer AG

Prof. Dr. jur.

Gerhard Tremer,

Graefdfing near Munich,
Deputy Chairman of the Super-
visory Board of Mercedes-
Automobil-Holding AG,
Member of the Board of
Management of Bayerische
Landesbank Girozentrale

Agenda

The Supervisory Board members re-
presenting employees will be elect-
ed by the employees eectord as-
sembly at the meeting on May 3,
1988. In accordance with Section 19
of the Co-determination Act, the re-
sults of this eection will be pub-
lished in the "Bundesanzeiger".

The tenure of al Supervisory Board
members continues to the end of
the stockholders' meeting which
decides on the ratification of the
Board's actions for the business year
1992.



Supervisory Board (Aufsichtsrat)

Honorary Chairman,
HERMANN J. ABS Honorary Chairman, Deutsche Bank AG
Frankfurt am Main

Chairman
DR. RER. POL. ALFRED HERRHAUSEN Member of the Board of Management, Deutsche Bank AG
Frankfurt am Main

Deputy Chairman
HERBERT LUCY* Chairman of the Labor Council, Daimler-Benz AG

Mannheim
WILLI BOHM* Member of the Labor Council, Woerth Plant
Kandel
HELMUT FUNK* Chairman of the Labor Council, Untertuerkheim Plant and Main Office
Stuttgart

RICHARD HELKEN* Chairman of the Labor Council, Bremen Plant
Achim-Bierden

RUDOLF KUDA* Departmental Manager within the Board of Management, Metalworkers' Union
Frankfurt am Main
HUGO LOTZE*  Chairman of the Labor Council, Kassel Plant
Reinhardshagen

DR. RER. POL. KLAUS MERTIN  Member of the Board of Management, Deutsche Bank AG
Frankfurt am Main

DIPL.-ING. HANS-GEORG POHL  President, Shell Europe
Den Haag

DR. RER. POL. WOLFGANG ROLLER Speaker of the Board of Management, Dresdner Bank AG
Frankfurt am Main
ALFRED SCHAIBLE*  Chairman of the Labor Council, Sindelfingen Plant
Renningen

DR.JUR. ROLAND SCHELLING  Attorney at Law
Stuttgart

DR. JUR. WALTER SEIPP Chairman of the Board of Management, Commerzbank AG
Frankfurt am Main

DR. JUR. JOHANNES SEMLER Member of the Board of Management, Mercedes-Automobil-Holding AG
Kronberg/Taunus

FRANZ STEINKUHLER* First Chairman, Metalworkers' Union
Frankfurt am Main

HERMANN-JOSEF STRENGER  Chairman of the Board of Management, Bayer AG
Leverkusen

PROF. DR. JUR. GERHARD TREMER Deputy Chairman of the Supervisory Board,
Mercedes-Automobil-Holding AG
Member of the Board of Management, Bayerische Landesbank Girozentrale
Graefelfing near Munich
DIPL.-ING. MARIA-CHRISTINE  Director
FURSTIN VON URACH* Stuttgart

DIPLOM-KAUFMANN
GUNTER VOGELSANG Duesseldorf

BERNHARD WURL* Departmental Manager within the Board of Management, Metalworkers' Union
Mainz

*) Elected by the employees.



Board of Management (Vorstand)

Chairman
EDZARD REUTER  (since September 1,1987)
Stuttgart

Deputy Chairman
PROF. DR.-ING. E. h. DR. h. c.  (since September 1,1987)

WERNER NIEFER  Passenger Car Division
Stuttgart

DR.-ING. DR.-ING. E. h.  MTU Division
HANS DINGER  Friedrichshafen

) AEG Division
HEINZ DURR  Erankfurt am Main

Employment
DR.JUR. MANFRED GENTZ  gpitgart

Sdes
HANS-JURGEN HINRICHS Stuttgart

Research and Technology
DR.-ING. RUDOLF HORNIG Stuttgart

Finance and Materials Management
DR. RER POL. GERHARD LIENER gy ttgart

Dornier Division
DR.-ING. E. h. JOHANN SCHAFFLER  Friedrichshafen

Commercial Vehicle Division
HELMUT WERNER  (gince November 1,1987)
Stuttgart

JURGEN HUBBERT  Passenger Car Division
(deputy member since September 1,1987)
Stuttgart

JURGEN E. SCHREMPP  Commercial Vehicle Division
(deputy member since September 1,1987)
Stuttgart

Retired from the Board of Management on August 31, 1987

PROF. DR.-ING. E. h.
WERNER BREITSCHWERDT ~ Chairman
Stuttgart

DR.-ING. PETER SANNER (deputy member)
Stuttgart
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Continuing Economic
Upturn in the
Industrialized Countries

In the industridized countries of the
West, the economic uptrend con-
tinued in 1987. After aweaker phase
a the beginning of the year, the
growth stimuli then reasserted
themselves as the year went on.
The generdly positive economic sit-
uation made a mgor contribution
to the fact that the October crash in
the international financid and for-
eign exchange markets had not yet
redly affected the economic process
by the end of the year. While it be-

Note: The business review is combined for
Daimler-Benz AG and the Group as awhole.

Report of the Board of Management

Business Review

came clear what dangers were in-
volved in the enormous imbalances
in international commerce, future
developments are no longer being
seen with the same optimism.

In the Federal Republic of Ger-
many, it was once again primarily
domestic demand, especidly from
private consumers, that stimulated
growth. Exports, on the other hand,
were affected by the fdl in the dol-
lar exchange rate, and consequently
dowed down. Imports, which were
favored by the revduation of the
D-mark and by high domestic
demand, increased considerably.

While the surplus in the balance of
trade reached a new record at

DM 118 hillion, the net difference
between red exports and imports of
goods and services has dready les-
sened to a marked extent.

Daimler-Benz:
Worldwide Sdes Top
DM 67 billion

In the 1987 business year, Daimler-
Benz was again able to increase em-
ployment and output. Consolidat-
ed sdesrose by 30% to DM 675
billion. Sdes in Germany, a DM
28.1 billion, were only dightly above



Business Review

last year's figure of DM 27.8 hillion,
while sales abroad went up from
DM 37.7 hillion to DM 394 hillion.
Once again, two-thirds of the
group's total sdes were accounted
for by Western Europe.

The nominal increase as well as the
division into sades regions do not
satisfectorily reflect the market suc-
cess of our foreign subsidiaries in
the dollar area. For example, the
share of our business in North
Americafdl to 18 % (20 % in 1986),
despite arisein sdesin dollar
terms. With the same dollar
exchange rate as for 1986 (average),
the income of our North American
production and saes companies
would have been more than DM 2
billion higher if converted to
D-marks.

At DM 509 billion, more than
three-quarters of consolidated sdes
were accounted for by the automo-
tive side. By contrast with the last
few years, the growth of DM 18 hil-
lion came entirely from the com-
mercia vehicle sector, in which the
trend had previoudy not been very
positive; here, sdes rose by 96 % to
DM 194 billion. Passenger car sdes,
which had shown strong growth
over the preceding few years, reech-
ed the same high level asin 1986,

a DM 315 hillion.

After eliminating intercompany
sdes of goods and services, the con-
tribution of the AEG Division to
consolidated sdes rose to DM 115
billion (DM 111 billion in 1986),
and that of MTU rose dightly, to
DM 28 hillion. Dornier's share of
consolidated sdes fdl to DM 16 bil-
lion (DM 21 billion in 1986), as
had been anticipated.

Sdes of Daimler-Benz AG rose by
18 % to DM 41.3 hillion. While do-
mestic business only dightly
exceeded that of 1986, export sdes
went up 33 % to DM 21.7 billion.
With two-figure growth rates, the
countries of the European Commu-
nity again proved particularly recep-
tive; they accounted for 36.2 %
(1986: 32.9 %) of export saes.

Increased
Passenger Car Output

On aworldwide scale, 1987 was a
good year for passenger cars. Sdes
continued to rise in dl important
markets except the U.SA., setting a
number of new records.

New registrations of Mercedes cars
in Germany totaled 282,000 units,
4.4 % below the record volume of
1986. This corresponded to a mar-
ket share of 10.1 % (1986: 10.9 %).
The drop in new registrations main-
ly affected our diesel models, an
areain which Mercedes cars have
traditionally dways been wdl repre-
sented. The general market decline
in this segment, however, was even
more marked. Amongst gasoline-
engined cars, by contrast, we
achieved arisein sdes- by 13%in
the case of the compact models
alone. A contributory factor here
was the fact that Daimler-Benz has
been offering the closed-loop cata
lytic converter as standard equip-
ment for the whole range since as
early as September 1936.



Unlike the rest of the industry in
Germany, we were able to raise car
exports by 32 % to 305,800 units.
Our deliveries to Western Euro-
pean countries registered above-ave-
rage growth. We achieved encoura-
ging sales increases above dl in
Itay, France, the United Kingdom
and Spain. In the U.SA., following
the high sdles volume of 1986,
which was favored by a number of
exceptional tax-related factors, our
car saes decreased as expected.
Even so, with 90,000 cars bought,
Mercedes remained the most
popular German imported make.
Good growth rates were achieved
in the high-potential markets of the
Far East; in Japan, there were
18700 new regigtrations of Mercedes
cars, 36 % more than in 1986.

After the large increases in the two
preceding years totaling approxi-
mately 25 %, output of cars was once
again raised in 1987, by 4,000 to
598,079 Mercedes cars.

Further Rise in
Commercid Vehicle
Output

Daimler-Benz was able to benefit
from the recovery of the interna-
tional commercial vehicle markets
invirtualy al countries. In some
cases, it was aso able to further im-
prove its position as the world's
biggest manufacturer of trucks over
6 tonnes GVW. In the domestic
market, new registrations of Mer-
cedes commercia vehicles totaled
60,300 units, 4.0 % more than in
1986. In the truck sector over 6 ton-
nes GVW, we were able to <l

6.8 % more, at 29,700 units, and re-
tain our market share of nearly

60 %. The growth rates among
heavy-duty trucks, which have a
major effect on both sdes and em-
ployment figures, and among the
larger vans, with GVWs of between
4 and 75 tonnes, were particularly
high (+8.7 % and +13.0 %, respec-
tively).

Our exports went up by 55 % to
83,300 commercid vehicles. About
a quarter of these were heavy-duty

Business Review

trucks. The high-volume markets of
Western Europe - epecidly France,
the United Kingdom, Italy and
Spain - proved once more recep-
tive. In the year under review, how-
ever, the higher export sdes within
Europe 4ill faled to offset the
dump in demand from the Middle
East. Our domestic plants produced
144,600 commercid vehicles, equd-
ing the 1986 output. The number of
vehicle kits for manufacture abroad
rose by 14 % to over 10,000 units.

Our foreign commercia vehicle
companies increased their output by
atotal of 8900 to 89,500 units. High
growth rates were registered by
Freightliner in North America
(+31 %), Mercedes-Benz Argentina
(+11 %) and Mercedes-Benz Espana
(+21%). The largest production
company, Mercedes-Benz do Bradl,
manufactured 43,500 trucks and
buses. This means that output for
the group as awhole increased by
34 % to 234,100 vans, trucks and
buses.



Business Review

Varying Development of
our Industrial Subsidiaries

In the 1987 business year, AEG
achieved growth in the domestic
market and suffered a currency-
related decline in exports. Incoming
orders were on the same level asin
1986. While domestic demand for
AEG products and services fel
dightly, the foreign companies re-
ceived considerably more orders.
Business in most of the AEG divi-
sions developed encouragingly.
The results for Olympia and AEG
KANIS were unsatisfactory.

In the newly founded company
AEG Olympia AG, the activities of
AEG in the fidds of office and
communication technology have

been concentrated in one division,
with production plants in Berlin,
Ulm, Constance, Wilhelmshaven
and Mexico City. This reorganiza-
tion is expected to make the com-
pany more competitive in an area
which is currently experiencing
dynamic development. As part of
comprehensive moves to reorganize
activities in the fidd of energy tech-
nology, AEG KANIS s being given
a new production structure.

Following the strong growth of the
preceding few years, sdes of the
Dornier group were, as expected,
lower in 1987. Business activities
were afected both by the higher
value of the D-mark as againg the
U.S. dollar and by increasing com-
petition in the medical systems sec-

tor. Incoming orders again showed
arising tendency.

The constant growth within the
MTU group over the last few years
continued. Capacity utilization was
a ahigh level throughout. The
meeting of orders till outstanding
at the end of the year will secure
employment until well into 1989.

326,300 Employees
in the Group

At year-end, the companies of the
Daimler-Benz group had 326,288
people in their employ, 6,323 more
than last year.

The workforce of Damler-Benz AG
increased - mainly in the Passenger
Ca Division - by 2711 to 169,234.
The number of trainees and appren-
tices went up again, by 200; at the
end of 1987, atotal of 9,647 young
people were in training. Our pro-
duction, sdes and service compa-
nies in the automotive sector
increased the number of their em-
ployees, mainly abroad, by 800 to
49,588.

At year-end, AEG had 80,499 (1986:
78,199), Dornier 9,683 (1986: 9,557)
and MTU 17,284 (1986: 16912)
employees.

High Capital Spending

To secure the future existence of
the companies in the Daimler-Benz
Group, considerable sums were
invested during the year under
review. Additions to fixed and
intangible assets in the Group
amounted to DM 5.3 hillion.



When comparing thesefigureswith
those for 1986, it should be remem-
bered that the 1986 total of DM 54
billion included an amount of

DM 13 hillion, which was due to
the first-time inclusion of AEG's
noncurrent assets in the consolidated
financial statements. Daimler-Benz
AG increased capital spending by
DM .6 hillion to DM 24 hillion,
most of this being for the car sec-
tor. Investments by our subsidiaries
engaged in the automotive business
came to DM 2 hillion. Of this, DM
14 billion was for vehicle leasing in
Germany and abroad. A number of
magor projects, some of them to run
over aperiod of severd years, were
initiated by our companies in Bra:
zil, North America and Spain.
Investments by the AEG, Dornier
and MTU divisons totaled

DM 1 hillion.

Both in the group as awhole and
in Daimler-Benz AG, it was possi-
ble to finance additions to non-
current assets entirely from inter-
nally-generated funds. The cash
flow for the Group as awhole am-
ounted to DM 7.3 hillion, and DM
45 hillion for DBAG. To support
the leasing and sdes financing busi-
ness, which is expected to expand
greatly in the future, the Mercedes-
Benz Credit Corp., U.SA., has
raised aloan on the Euromarket
totaling 100 million U.S. dollars.

Higher Investment in
Research
and Development

In 1987, we invested more than

DM 4 hillion in research and de-
velopment throughout the group.
Worldwide, 22,000 people are em-
ployed in these areas. Closer coope-
ration among the different divisons
in research and development has
considerably enlarged the group's
technological potential. Thisis aid-
ed above dl by the direct
cross-connections between the vari-
ous research sectors, which began
to be forged at avery early stage. A
whole series of promising joint
projects has been initiated.

For the further development and
improvement of the vehicle ranges,
Daimler-Benz AG invested DM 22
billion (1986: DM 19 hillion). In
this sector alone, 12100 people are
employed. On both the car and
commercia vehicle sides, new and
improved products were introduced
in the year under review. In March
1987, we presented the new
mid-series Mercedes coupes, the
230 CE and 300 CE. The engineering
in the eight-cylinder S-Class sedans
and coupes was further refined.
New, powerful turbodiesel engines
were introduced in the compact se-
ries (190 D 25 TurBO) and the mid-
series (300 D TURBO). After long
and extremely thorough develop-
ment and testing, we became the
first manufacturer to offer the air-
bag for the front-seat passenger as

Business Review

well as the driver. This provides fur-
ther proof of Daimler-Benz's lead-
ing position in the fields of active
and passive sfety. On the commer-
cid vehicle side, the Spanish-made
MB 100 D van went into produc-
tion. This complements our broad
commercia vehicle range in the
lower weight categories. Through
increased use of electronics and a
series of newly developed compo-
nents, we have further strengthen-
ed the competitive position of our
commercia vehicles.

In the year under review, AEG
spent DM 929 million on research
and development. Man aress of fo-
cus again included communication
technology, micro- and opto-elec-
tronics, and automation systems.
Dornier invested DM 140 million
(1986: DM 103 million) in projects
of its own; including commission-
ed development work, total ex-
penditure on research amounted to
24 % of sdes. MTU spent DM 424
million (1986: DM 302 million) on
research and devel opment, approxi-
mately haf for projects of its own
and haf on commissioned orders.

Overdl, Gratifying
Group Earnings

Altogether, the results for Daimler-
Benz were gratifying in 1987. This
was largdy due to the automotive
sector, with continuing market suc-
cessin the case of cars and alarge
increase in sales of commercia ve-
hicles both in Germany and abroad.
The considerable strains resulting
from the gain in vdue of the
D-mark over the dollar, which
could only partialy be absorbed by
price rises, hit our American sdes
company particularly hard. The cor-
responding decrease in earnings,
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however, contrasted with the con-
siderably improved results of the
production companies in North and
South America. Dornier and MTU,
which again made positive con-
tributions to the group earnings,
were negatively affected by curren-
cy factors. AEG's earnings were
once again used to strengthen the
company from within.

In the non-operating area, the
group had net interest income of
DM 777 million (1986: DM 935 mil-
lion), Daimler-Benz aone account-
ing for DM 669 million (1986: DM
627 million). For subsidiariesin
high-inflation countries, a valuation
adjustment was made in the con-
solidated financid statements, asin
previous years, the extent of which
thus eliminates inflationary profits.
Affiliates and subsidiaries had a
drop in income to DM 18 million.
This was due to the non-recurrent
dividend payment made the previ-
ous year by the "Allgemeine
VerwdtungsgesdIschaft fur Indus-
triebeteiligungen” (General Admin-
istration Company for Industrial
Subsidiaries and Affiliates), which
we disposed of. Consolidated net
income amounted to DM 1,782 mil-
lion and was therefore on approxi-
meately the same level asin 1986
(1986: DM 1,767 million).

Continued Favorable
Bdance Sheet Ratios
for the Group

Due to the growth in the volume

of business, the balance sheet total
rose to DM 46.5 billion (1986:

DM 420 hillion). The assets struc-
ture remained virtualy unchanged.

Due to the changeover of our group
accounting methods to conform
with the new accounting standards,
shareholders equity for the group
has declined by DM 15 hillion, tak-
ing into account the alocation of
net income to retained earnings.
As part of the policy of uniformly
applying to the whole group the
standards as used by Daimler-Benz
AG, retained earnings in particular
were reclassfied to long-term pro-
visions. Net equity in terms of total
capitaization dropped to 21 %, and
the coverage of fixed assets by
stockholders' equity to 79 %.
Including medium and long-term
provisions, epecidly pension pro-
visions (which are now uniformly
vaued for the whole group at an
actuarid interest rate of 35 %), the
ratio of long and medium-term
capitd to the balance sheet tota
reached 70 % (1986: 69 %). This
means that noncurrent assets,
together with inventories, are
covered in full and, beyond that,
nearly hdf of the remaining assets.

Allocation of Earnings

The net income of Daimler-Benz
AG remained unchanged as com-
pared with 1986, at DM 1403 mil-
lion. In accordance with § 58 of the
German Company Act, hdf of this
sum, DM 701 million, was dlocated
to retained earnings.

We propose to the Annua General
Meeting of Shareholders a dividend
payout of DM 12 for each DM 50
par value common share. The total
dividend payout therefore amounts
to DM 502 million. To strengthen
stockholders' equity, we propose
that the Annual Stockholders
Meeting pass a resolution dlocating
an additional sum of DM 200 mil-
lion from the unalocated income to
retained earnings.

Outlook

Following the large sales increases
in the last few years, acydicd de-
cline in car business can be expect-
ed dl over the world in 1988. With
its attractive engineering, quality
and design, our car range is well-
prepared to defend the strong mar-
ket position of Mercedes and,
despite ageneral drop in demand
for cars, to achieve a sdes volume
of the same order of magnitude as
in 1987.

Despite the strong rise in commer-
dd vehicle sdes in Western Europe,
considerable overcapecities are
affecting the market situation.

The necessary process of adaptation
by the industry has yet to be com-
pletely carried out. A revivd of
demand from the Middle Ead is not
apparent, in any case not to the
exceptionaly high leve reached at
the beginning of the eighties.

In 1988, Daimler-Benz plans to
exceed last year's output. In the
domestic market, we are expecting
an increase in unit saes, particularly
of heavy-duty trucks. Due to the
positive development in the foreign
markets, further growth may be
expected in the group's commercia
vehicle sdes.

Among our industrial subsidiaries,
AEG will not remain unaffected by
the economic environment, which
has become more difficult for the
electrical and eectronics industry.
Despite this, a higher volume of
business is expected. Due to afa
vorable order backlog, Dornier is
expecting a boost in sdes, and
MTU is expecting its growth to
continue.
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Uncertain Development
of World Economy

The prospects for the economy in
the Western industriaized countries
are more than usudly characterized
by uncertainty. While the mgjor
dump in the financid and foreign
exchange markets has, as yet, only
had a minor negative effect, its
causes - serious imbalances in world
trade and in currency values - ill
exist. Internationally coordinated
economic and currency policy is
therefore urgently needed if the dif-
ficulties facing the world economy
are to be overcome. This dso in-
cludes the pressing problems of the
highly-indebted industriaizing and
developing countries. Protectionism
and impediments to trade do not
represent lasting solutions here; on
the contrary, they conced additio-
na dangers. The generaly healthy
basic state of the industrialized
countries certainly provides us with
opportunities to undertake the
necessary structural changes and

to achieve moderate economic
growth.

Scenario and Prospects

Private Consumption
Supports Economy
in Federal Republic
of Germany

At the beginning of 1988, the mode-
rate economic upturn in the Fede-
rd Republic of Germany continued.
After the sharp fdl in the dollar, the
subsequent dlight recovery has d-
ready improved the economic cli-
mate. Domestic demand, especidly
from private consumers, remains
the chief support of the economy.
It is being encouraged by general
price stability, low interest rates and
the lower taxes which came into
force at the beginning of the yesr.

By contrast, the expectations of
export-oriented industries tend to
be modest. While a further consid-
erable expansion of world trade is
expected, it is uncertain to what
extent German industry can profit
from it. Due to the delicate interna-
tional currency situation and the
high external vaue of the D-mark,
German industry's price competi-
tiveness is at risk. Although only
one-sixth of exports go to the dol-
lar area and are therefore directly &-
fected by the low dollar exchange
rate, German industry is dso being
subjected to increasing pressure of
competition from manufacturers
who are favored by the currency
situation.

In view of these foreign-trade pres-
sures and risks, German industry
more than ever needs confidence-
building, stable conditions at home.
It is above dl here that economic
policy must play apart, since the
low growth expected will by no
means be sufficient to reduce the

oppressively high unemployment
and to carry out the restructuring
which is necessary. The wage-
negotiating parties are dso cdled
upon to fulfill their specid respon-
sihility and to help not only to keep
German-made products popular for
their engineering and quality, but
aso to ensure that they are offered
a competitive prices both in Ger-
many and abroad.

Keeping the Federa
Republic of Germany
Attractive as a

Center for Production

The attractiveness of Germany as a
center for production is being &-
fected by the changing currency
situation, which can scarcdy be in-
fluenced by industry. In the inter-
national rivary between locations,
the Federd Republic of Germany
has definitely lost ground. It is
therefore dl the more necessary for
us to concentrate on company cost
structures. The high wage and
wage-related costs, together with
the lowest annua working time in
the world, are proving to be more
and more of a handicap. Those
German companies which are en-
gaged in exports or which are sub-
ject to competition from imports
are thus being forced to rationdize
even more stringently, to lengthen
the sarvice life of their increasingly
expensive equipment, and findly to
move their production centers more
and more abroad. A tendency of
this nature is not without risks for
labor relations and the working di-
mate. Jeopardizing these, however,



would aso mean endangering im-
portant basic conditions essentia
for producing top-grade engineering
and qudity. If unemployment is not
to rise further, the only sensible ap-
proach must be for dl those
involved to arrive at a consensus to
the effect that productivity increases
should primarily be used to
improve competitiveness, and not,
initidly, distributed.

With regard to another cost factor,
too - company taxation - the Fede-
ra Republic of Germany is dso one
of the leaders. This has dl the more
effect on competitiveness since a
large number of countries, eg. the
U.SA., the United Kingdom and
the Netherlands, have dl considera-
bly reduced fiscal pressures on their
companies. In Germany, taxation
on company profits can be as much
as 70 %; and some taxes even have
to be paid when no profit, or even
aloss, has been registered. Thereis
an urgent need for action here, es-
pecidly in the light of the single Eu-
ropean market which is planned to
be established in the early nineties.

Disadvantages

of Production

Location for the German
Automotive Industry

The currency and cost-related dis-
advantages of the Federa Republic
of Germany as alocation for pro-
duction fadilities hit the German au-
tomotive industry, whose exports
account for well over 50 % or sdes,
particularly hard. While German-
made vehicles owe their market
suceess primarily to modern engi-
neering and high quality, an appro-
priate price/benefit ratio is aso es-
sential. Thisis now at risk, due to
price rises resulting from cost and

exchange-rate-related factors. In the
domestic market, too, the competi-
tion from foreign manufacturers
favored by the currency situation is
growing. Of course, the efficiency
and nearness of the German supply
industry has gready helped to make
many trail-blazing technicd develop-
ments in automotive engineering
possible in the firgt place. However,
with the advancing liberdization be-
tween the member states of the Eu-
ropean Community and the inter-
nationalization of production, this
important advantage of location will
probably become less sgnificant in
the future.

New Structures in the
Automobile Markets

The changes in currency parities on
the one hand and the creation of
modern production capacitiesin a
large number of countries on the
other, will make competition in the
international markets even fiercer.
Japanese manufacturers, for ins-
tance, whose export earnings are
shrinking due to the high value

of the Yen, and who simultaneous-
ly wish to avoid the risk of further
import restrictions, especidly in the
U.SA. have started to set up their
own production facilities abroad,
and to supply the markets from
there. By 1990, they intend to be ca
pable of building more than 2 mil-
lion cars and smal vans per year in
the U.SA. done. At the same time,
production and assembly plants are
being built, or are planned, in the
EEC countries of the United King-
dom and Spain.

Scenario and Prospects

The new cost-optimized facilities of
the Japanese in the U.SA. can only
be utilized to full capacity if they
a0 export to Western Europe. The
production range is to include more
upscae cars, for which North Am-
ericais the world's biggest market.
The market segment for smdl and
compact cars of correspondingly
low price will increasingly be cov-
ered by manufacturers who can ope-
rate at extremely low costs, espe-
ddly in South Korea. Since these,
with the help of American and Jap-
anese partners, are dready penetrat-
ing the North American market,
they will in future aso direct their
attention to Western Europe. Being
basicdly without a notable domes-
tic market, their production capaci-
ties are geared amogt entirely to ex-
ports. The output target for these
young industries for 1990 is approx-
imately 1.3 million automobiles.

Challenges for European
Automotive Industry

For the European manufacturers,
the Structural changes in the world's
automobile markets represent a par-
ticular challenge, bearing in mind
the single European market of the
future. After 1992, sdes of vehicles
made in the EEC can no longer be
controlled by national import
restrictions. Thisis an added incen-
tive for manufacturers to establish
their own production facilities and
embark on joint ventures. The d-
forts of the European Commission
to abolish the import quotas which
France and Italy enforce for im-
ported Japanese vehiclesare adg-
nd in this direction. These should
be replaced by basic agreements
with the Japanese automotive in-
dustry, laying down import quotas
for the whole of the European
Community, abeit on a much high-
er level. In this way, the protection-
ism practised by some countries
would be replaced by an attempt to
secure the integrity of the single Eu-



Scenario and Prospects

ropean market, in terms of foreign
trade, with the aid of voluntary co-
operation on the part of the Japan-
ese automotive industry.

In the long run, however, the com-
petitiveness of the Western Euro-
pean automotive industry can nei-
ther be maintained by limiting
markets or by subsidizing manufac-
turers. Both impede the sort of
competition that encourages effi-
ciency, and prevent timely adjust-
ment to changing structures. This
presupposes more or less equal op-
portunities al over the world, and
these, in turn, cannot exist if indi-
vidual countries insist on free access
to other markets while isolating
their own.

German Automotive
Industry Counts on
Technica Progress

In view of the disadvantages of the
Federal Republic of Germany as a
location for production facilities, the
international competitiveness of the
German automotive industry will in
future be even more dependent on
the use of new technologies in the
product itsdlf, in production and
in service. Maintaining its lead in
engineering and improving the cost
structure must be objectives of
equal priority.

The greatest chances in the future
for manufacturers of high-quality,
technically sophisticated cars and
commercial vehicles lie in the intel-
ligent combination of conventional

roducts and processes with new

asic technologies, especialy micro-
electronics, sensor technology and
"tailor-made" materials. These tech-
nologies provide new opportuni-
ties for better harmonizing the
interactions between man, the envi-
ronment and technology. In this
way, the continually rising demands
made of safety, fuel economy and
environmental compatibility can be
met step by step. It must be said,
however, that much depends on
political decisions here, too. The
vision of a road traffic system in
which the risk of accidents has been
greatly reduced, for instance, can
only become redlity if an appropri-
ate public communications infra-
structure is provided.

Damler-Benz:
New Opportunities
Due to Expansion
of the Group

It is with this view to a far-reaching
technological and economic change
that the expansion of the Daimler-
Benz Group is to be seen. We are
endeavoring to secure growth, em-
ployment and income on along-
term basis by systematically gaining
access to al the necessary high tech-
nology. By doing this, we intend to
make the technical advances of the
future, which will become more and
more sophisticated, both possible
and economic, which will also help
to secure the position of Mercedes
automobiles as leaders in technolo-
gy. The incorporation of new areas
of activity will moreover provide
additional growth stimuli. With the
synergistic advantages to which this
will lead, we aim to further
promote product differentiation in
the various areas of activity, and
ensure the continuity of Daimler-
Benz as a company distinguished by
innovation and technical excellence.

We are doing this because we are
totally convinced of the future of
the automobile. The factor of mo-
bility will become even more im-
portant. To this must be added as-
pects which are important for
production and employment, such
as safety and environmental com-
patibility in transporting passen-
gers and goods. In the future, there
will be a better division of labor be-
tween individual transport andlo-
cd and long-distance public convey-
ance. For us as manufacturers, this
entails the transition from a range
of products to a range of systems.
The European traffic safety program
"PROMETHEUS", which we initiated,
represents a first step in this
direction.

Additional Opportunities
within Integrated Group

Within the integrated group, we
now have for our automobiles a
broader basis for achieving the best
development, marketing and in-
come results. In this extended com-
bination, AEG, Dornier and MTU
will also acquire skills and options
which they would scarcely be able
to acquire on their own.

In addition to the new horizons
which the expansion of the group
has opened up, Daimler-Benz is
also retaining its traditional tasks:
solving the problems of transport
whether by land, sea, air - and in
future, also in space. Our products,
services and technology are means
towards this end, as are the indis-
pensable size of the company, its
market share and its earning power;
but they are never ends unto
themselves.



Growth Potentia
through Synergy

We are in the process of devising
systems with which we can
methodically locate up and assess
the development potential of tech-
nology. Thisis essentia for reasons
of effidency. Costly new materias
which are highly heat-resistant and
suitable for lightweight construc-
tion, for example, can be produced
a lower cost in the integrated
group than if the individual divi-
sions of the company were work-
ing in isolation.

The combination of conventional
engineering with modern electron-
ics offers a wide field of possible ap-
plications throughout the group;
we will be sysematicaly investigat-
ing and activating these. One out-
standing example of the technical
and commercial attractiveness of
synergistic growth potential is facto-
ry automation. The am is to move
from the exigting isolated systems,
which are often incompatible with
each other, towards afully integrat-
ed data system which links as many
different functions as possible.
Codt-intensive systems of this sort
necessitate a step-by-step build-up
of experience. As agroup of com-
panies, we can both manufacture
and use these systems, to the ad-
vantage of our customers.

Future Tasks for
the Group's Divisions

In the car sector, we are concentrat-
ing more on qualitative growth.
Which requires considerable invest-
ments. In the future, we will gear
our range of products and services
more than ever to the judtifiably
high expectations of our customers.
For this reason, we intend the Mer-
cedes car to remain exemplary in
engineering, design, safety, comfort
and environmental compatibility.

These product-related aims in turn
require the most up-to-date produc-
tion techniques and the strictest
material selection. Our vehicles are
constantly being improved, irrespec-
tive of model changes. The model
cydes are planned and executed in
such away that we can introduce a
high degree of innovation with
new, technically matured products.

In the Commercial Vehicle Divi-
sion, we am to continue offering a
range that meets dl sorts of trans-
port needs. A lasting increase in
sdes can probably only be achieved
to alimited extent in the traditional
markets. But here, too, the condi-
tions for qualitative growth are fa
vorable. New technologies, especid-
ly microelectronics, are providing us
with hitherto unknown ways of fur-
ther improving economy, ssfety and
utility value. Even though a
harmonization of the competition-
distorting regulations in internation-
a road haulage is il outstanding,
our product range is aready geared
to the requirements of the EEC sin-
gle European market. We are pre-
pared for the globalization of com-
petition in the commercia vehicle
sector, with increasing integration of
our production centers dl over the
world. We aso have production fa
cilities in places which, in cost
terms, will enable us to be compet-
itive in the Far East. Establishing
ourselves in these markets is one of
our concrete objectives.

AEG will be concentrating its re-
search and development activities
on longer-term technological pro-
jects. Main aress of effort here in-
clude information, energy, process
and materids technology, as well as,
to an increasing extent, basic
systems engineering.

Dornier plans to restructure its air-
cret production facilities in Munich
and to expand its plant in Immen-
staad on Lake Constance. In the
Medicd Systems Division, the com-

Scenario and Prospects

pany ams to consolidate its world-
wide leadership in lithotripsy.

The participation by AEG and Dor-
nier in the European space-glider
project HERMES, in the further de-
velopment of the ARIANE launcher,
and in the coLUMBUS space station
creates good long-term prospects
for the fidds of space technology
and systems engineering.

MTU is expecting the demand for
replacement jet engines and for new
jet engines to rise over the next few
years. The definite uptrend in cvil
aviaion is helping to achieve good
utilization of the production capaci-
ties in Munich. In the field of high-
performance diesdl engines in Fried-
richshafen, a high level of employ-
ment may be expected.

Stable Development
in the Group

Daimler-Benz will continue its
broadly based and intensive re-
search and development effort in all
aress of activity. With our solid fi-
nancial foundation, we are in an
excellent position to regffirm, again
and again, the reputation which the
products and services of dl the
companies in the Daimler-Benz
Group enjoy.

Backed by the high level of sill and
commitment of our employees, and
by a corporate palicy geared in
equal measure to both progress and
stability, we will continue along our
present path and open up new
spheres of activity for ourselves.
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Car Business Generaly
on aHigh Leve

After increasing for five consecutive
years, the demand for cars in 1987
again matched the record level of
the previous year. Worldwide out-
put reached 33.6 million cars (1986:
33.3 million). In the three mgor
market regions of North America,
Japan and Western Europe, how-
ever, ca business varied.

In the U.SA., the world's most im-
portant market, the demand for cars
had dready passed its cydicd high-
point by the end of 1986. At 10.1
million, the number of new regis-
trations in 1987 was 9.1 % below the
figure for 1986, although the latter
was higher than it would otherwise
have been, since many customers
bought early in view of a change in
the tax laws. Sdes of vehicles pro-
duced in the United States declined
by 14 %, which was more than the
market as awhole. This meant that
production output, which had d-
ready fdlen by 4.3 % the previous
year, dropped by afurther 9.3 % to

7.1 million carsin 1987. The market
share of imported cars rose further
to 311 % (1986: 28.3 %). Theyoung
South Korean car industry was par-
ticularly successful, more than dou-
bling its unit sdesin the U.SA. to
347,000 cars. By contrast, imports
from Japan - due in part to the ex-
change rate for the dollar - totaled
2.2 million vehicles, 8 % below the
previous year's record level. The fdll
in the dollar exchange rate dso
greatly affected imports of up-
market cars from the Federd Re-
public of Germany. In addition,
there was noticeable hesitation on

Passenger Car Division

the part of buyers in the upper seg-
ment of the market following the
stock market crash towards the end
of the year. Sdes of German cars fdl
by 22 % to 348,000 units.

In Japan, new registrations rose by
4.2 % to 33 million cars. While ve-
hicle imports again increased con-
siderably, by 43 % to 104,000 units,
their market share is only 30 %
(1986: 2.2 %), which is exceptional-
ly low when compared with other
countries. About 80 % of the impor-
ted cars were German-made, most
of them in the upper dass cate-
gory. The decline in exports of Ja-
panese cars to the United States was
not fully counterbalanced, even
though deliveries to Europe went
up once again, by 6.8 % (1986:

20.7 %). This meant that total ex-
ports amounted to 4.5 million cars,
14 % below the record exports of
1986. Production output increased
by 10 % to 7.9 million units.

In Western Europe, atotal of 121
million cars were sold in 1987

(+ 6.0 %). Considerable increases
were registered above dl in the
high-volume markets of the Federd
Republic of Germany, France, Itay
and the United Kingdom. In Spain,
too, demand was lively. Net exports
from Western Europe - output mi-
nus new registrations - amounted
to just under 0.6 million cars, only
alittle more than one-tenth of Ja-
pan's car exports. The good climate
for car business in most European
countries alowed production out-
put to rise again, by 6.1 % to 127
million units. This record volume
corresponded to an increased share
inworld output of 38 % (1986: 36 %0).

New Car Registrations in
the Federal Republic
of Germany Up Agan

In 1987, the demand for cars in the
Federa Republic of Germany - &-
ter a decline in the first few months
- proved to be unexpectedly stable.
At 29 million, new car registrations
exceeded the previous record, setin
1986, by 30 %. This favorable ten-
dency in the domestic market was
chiefly the result of higher red in-
comes and agenerdly favorable
business climate with regard to con-
sumption. For the first timein
years, the market share of foreign
makes dropped dightly, to 29.2 %
(1986: 29.7 %). Roughly haf was ac-
counted for by Japanese cars.

Encouragingly, the trend towards
environmentally compatible cars
continued. At year-end, over 90 %
(1986: 77 %) or dl newly registered
cars were classfied as low-pollutant
vehicles under German law, with
demand swinging from diesd to
gasoline-engined models. The highly
effident three-way caaytic convert-
er has met with a high degree

of acceptance, particularly in the
caxe of larger cars. This was made
possible not only by tax-reief meas-
ures, but aso by the fact that un-
leaded gasoline is now available vir-
tualy everywhere in Germany and
to an increasing extent in the neigh-
boring European countries.



Exports by the German car indus-
try declined further in 1987, by ato-
tal of 2.7 %, to 245 million units,
due in particular to areduction in
the number of cars supplied to the
U.SA. More than 90 % of car ex-
ports went to Western Europe and
the U.SA.

Production output in the Federa
Republic of Germany rose again in
1987, by 15 % to a new record of 44
million cars.

Damler-Benz:
Higher Car Output

After the strong increase during the
previous two years, by altogether
70,000 units, new registrations of
Mercedes cars in 1987 amounted to
281,941, failing to meet the previous
year's high volume of 294,973. Our

market share dropped accordingly,
from 109 %to 101 %. The 44 % fdll
in new registrations affected our
diesal models, sales of which de-
clined by 11 %, while the overall
market for diesel cars even shrank
by 30 %.

Our domestic car sdles were borne
mainly by the mid-series Mercedes
models, the 200 D to 300 E. The
T-series again provided a certain
stimulus, with new regigrations ris-
ing by 28 % to 20,500. But the mar-
ket success of our new mid-series
coupes, the 230 CE and 300 CE,
which have been available snce
April 1987, dso had apositive effect
on our entire car range. The compact
series was particularly hard hit by
the lower demand for diesdls; here,
new registrations fdl by atotal of

6 % to 111.400. While 21 % fewer die-

The SClass: the optimum combination of safety, comfort, performance and quality.

s versions were sold, the figure for
gasoline-engined compact models
went up by 13 %. Among the
S-Class sedans and coupes, new re-
gistrations dropped from 30,000 to
22400 units, but we still succeeded
in maintaining our strong position
in this market segment for particu-
larly high-quality long-distance se-
dans and sporty coupes.

By contrast to the industry as a
whole, Daimler-Benz further in-
creased car exports, by 32 % to
305,777 units. Nearly 50 % of these
were accounted for by the Western
European countries.

Mercedes cars were especialy suc-
cessful in Italy, which registered a
growth in registrations of 32 % to
28,900 units last year, thereby be-
coming our largest European export



The T-model: a vehicle for business and pleasure, for all those who require large cargo capacity,
yet choose not to do without the comfort and performance of Mercedes sedans.

market for cars. In France, 24,500
new Mercedes cars were registered
(+ 56 %), and in third place fal-
lowed the United Kingdom, where
we sold 21,400 cars, achieving an
88 % growth, which is above the
average for the market as awhole.
Following Spain's entry into the Eu-
ropean Community, we were able
to expand our car business there
considerably (12,500 cars: + 61 %).
While our sdes in the Netherlands
were roughly in line with the gen-
erd market trend, fdling by 52 % to
13500 vehicles, new registrations in
Belgium rose further, namely 19 %,
to 12,200 Mercedes cars.

In the U.S. market, we sold 89,900
cars. As expected, we faled to equd
the very high volume of the previ-
ous year (99,300), which was
favored by a number of exceptional
tax-related factors. In view of the
sharp decline in the market as a
whole, however, and the price in-
creases made necessary by the fur-
ther dide in the dollar exchange
rate, the fact that our sdes were
higher than in 1985 may be regar-
ded as a success.

In Japan, we managed to improve
our market position considerably.
New registrations of Mercedes cars
rose by 36 % to 18,700 units. Japan
has now become, after the U.SA.,
our most important export market
for SClass sedans and coupes.

Following the pronounced growth
rates of the previous two years,
there was once again adight rise in
output in 1987, to 598,079 units
(1986: 594,080). The increase affect-
ed the Bremen plant only. In addi-
tion to the T-series, with an increase
of 18 % to 33,100, atota of 140,300
compact models (1986: 131,500)
were dso manufactured here. Alto-
gether, 213,800 190-sexies cars

(+ 13 %) left the production linesin
Sindefingen and Bremen. This
meant that the flexibility brought
about by coordinating production
with Bremen enabled us to boost
output of mid-series sedans and
coupes (253,700; + 4.3 %). Dueto
their greater and increasingly com-
plex technica sophistication, these
models require longer production
times and alarger area. The output



of SClass sedans and coupes fdl by
13 %; however, with atotal of
97,400 units, Daimler-Benz remains
the world's leading manufacturer,
by fa, in this category of high priced
and technologically sophisticated
cars. At Steyr-Daimler-Puch AG in
Graz, Austria, 6,368 cross-country
vehicles (1986: 5945) were manufac-
tured for our account in 1987.

Passenger Car Production

Range of Models and
SHety Features Enlarged

Daimler-Benz introduced a number
of improvements to existing models
and launched some new models in
1987. The coupes of the Mercedes
mid-series received an excellent re-
sponse from the market. The range
of diesals was expanded with the
addition of the powerful 190 D

25 Turbo, 300 D Turbo and 300 D
Turbo AMATIC models, and now
comprises 14 models.

At the 1987 Frankfurt Auto Show,
Daimler-Benz presented the power
and consumption-optimized 8-
cylinder engines of the S-Class An
eectronicdly controlled "intelligent”
ignition system more than compen-
sates for losses in power due to the



cadytic converter. Within our three
car series, we now offer 45 different
sedans, coupes and convertibles.

In our cross-country vehicle range,
the 240 GD has been succeeded by
the 250 GD, with a 5-cylinder die-

s engine.

Throughout the whole spectrum of
vehicle technology, increased use is
being made of the opportunities of-
fered by éectronics. Our main
points of emphasis here are active
and passive sdfety, environmental
compatibility, economy and, not
leadt, further improvements to
sress-relieving comfort and conven-
ience for the driver. New systems in
automotive technology are not fea
sble without electronics. Daimler-
Benz underscored its leading posi-
tion in the fidd of vehicle sifety
with the introduction of the airbag
option for the front-seat passenger.
In combination with the seat belt
and the belt-tensioners, the airbag
forms a comprehensive system
which no other manufacturer offers

Over 400,000 Mercedes cars have
now been sold with an airbag sys-
tem. Half of the cars we made in
1987 were fitted with an Anti-lock
Braking System. Since 1978, we have
fitted the Anti-lock Braking System
in more than one million cars. In
order to encourage even more of our
customers to opt for this efficient
safety braking system, we lowered
the price for ABS at the beginning
of this year by about a quarter.

Through the introduction of
AMATIC for the mid-series models,
Accderaion Skid Control (ASR) for
the 8-cylinder models of the S-Class
and the Automatic Locking Differ-
entia (ASD) for the entire range, a
number of new elements designed
to rase the activity ssfety of our cars
have gone into series production.

Following the introduction of the
closed-loop three-way cataytic con-
verter as standard for gasoline-
engined cars in amosgt dl the Euro-

pean markets, we are now concen-
trating our efforts on improved
emission control systems for car
diesd engines.

Even today, gaseous pollutant
emissions are dready very low, ap-
proximately on the same level as
gasoline engines with catalytic con-
verters. In order to reduce particu-
late emissions, we have employed a
dud approach for some time now.
Firdly, the generation of particulate
matter is being further reduced by
modifications to the engine itsdf;
here we have dready achieved con-
Siderable success and can recognize
a number of further possibilities.
Secondly, we are working on the
development of particulate traps.
Our experience so far, however, has
shown that these cannot at present
withstand the high thermal stresses
which occur when thefilter is re-
generated by burning off the parti-
culate matter.

With the introduction of the high-performance 190 D 2.5 Turbo, the compact class now comprises eight models.
These automobiles combine efficiency and'environmental compatibility with a high level of driving comfort,



Individuality and sporty elegance: the new coupes of the Mercedes 300 Class are characterized

by distinctive design and innovative technology.

High Leve of Capita
Spending in the
Passenger Car Division

To ensure that our production facili-
ties remain competitive and geared
to the future, we invested DM 15
billion (1986: 11 billion) in our car
plants. The use of the most up-to-
date technology in al areas of pro-
duction has improved not only the
quality of the products, but also
work stations, and, moreover, has
made comprehensive environmental
protection measures possible.

We have helped to make jobs in
the production process more plea-
sant to employees by giving them
more responsible tasks and reduc-
ing the number of activities bound
by work cycles. In the newly
equipped DNC lathe shop in the
Berlin plant, jobs previously done

by the work preparation sections
have since 1987 been performed by
the employees at the machines
themselves. At the Sindelfingen
plant, independent work groups in-
stall the electrical systems in the car
bodies away from the production
line. At the Bremen plant, fully
mechanized assembly of the suspen-
sion systems for the compact mod-
els means that nobody has to per-
form any overhead work that is
included in the work cycles. At the
Untertiirkheim plant, linking CAD
and CAM technology allows com-
plex forging tools to be designed
and then manufactured on five-axis
cutting machines. The latest pro-
duction equipment combined with
comprehensive quality assurance
and control measures were neces-
sary to start large-scale production
of the electronically controlled
traction-improving systems ASD,
ASR and 4MATIC.

In Sindelfingen, a pressing line con-
sisting of nine heavy-duty presses
was set up to produce high-quality
body parts. In Bremen, a new, large-
panel transfer press for various inte-
rior and exterior door panels went
into service. Capital spending at the
Hamburg plant was concentrated
on improving the infrastructure and
on erecting a new production buil-
ding; this enlarges the production
area by about one-third. At the
plant in Berlin-Marienfelde, efforts
were continued, particularly with re-
spect to the relocation from Unter-
tiirkheim of the production equip-
ment for the reconditioning of car
engines and for the manufacture of
exhaust manifolds.

In the interest of environmental
protection, large quantities of sol-
vents and oil are recovered when



The SAUBER Mer cedes C 9finished thefirst race of the 1988 season in Jerez, Spain, asthewinner.
TheGroup Cracing car hasan 800-hor sepower, five-liter Mercedes V8 engine.

engine timing parts are degreased.
In the light-alloy foundry, 90 % of
the core sand used can be regene-
rated and re-used in the production
process, while complying with the
latest regulations.

Third Car Assembly Plant
in Rastatt

Even today, the planned car assem-
bly plant in Rastatt can already serve
as an example of how a balance can
be achieved between ecology and
economy. Right from an early stage,
Daimler-Benz had publicly pointed
out the importance of environmen-
tal considerations and, in a series of
intensive discussions with environ-
mental societies and the state gov-
ernment of Baden-Wirttemberg,

had worked out compromises
which are equally acceptable for in-
dustry and nature. As things stand,
we intend to start phasing in pro-
duction in 1990/91.

Rastatt is needed as a further car
production center simply because of
the undeniable trend towards
more valuable, technically more so-
phisticated cars. The more drive
technology, safety and comfort gain
in importance in automotive design,
the more floorspace is required,
especialy in assembly, for modern,
flexible production structures. This
qualitative growth is becoming in-
creasingly significant particularly in
the case of exclusive automobiles.

Participation in
Motor Sport

In future, Daimler-Benz will again
be participating more in motor
sport. We will be concentrating on
providing support for racing and
rally teams which have already
achieved a certain amount of suc-
cess in motor sport in the last few
years, using Mercedes vehicles or
engines. Our intention here is to
collect experience and knowledge
which will be useful to us both in
production car racing and in high-
tech motor sport. In the case of
Group A vehicles, we are support-
ing teams which are entering the
190 E 2.3-16 in the German Touring
Car Championship and the Inter-
national German Raly Champion-
ship. Working even more closely
with Swiss engineer Peter Sauber,



we are further developing the Sau-
ber-Mercedes C 9, a Group C vehi-
cle, for entries in the Supercup and

fore become keener. The export
business of the German automotive
industry is aso dfected by exchange

the World Prototypes Champion- rates.

ship. Backed by an attractive and highly
Car Output competitive range of models,
. Daimler-Benz is expecting the sdes
at aHign Leve pecting

After the large increases in sales
over the last few years, the German
car industry must prepare itsef for
acydicd decline in nearly dl the
maor markets. The reduced volume
of the market is confronted, on the
supply side, by newly created pro-
duction capacity, especidly in the
dollar area, which is favored by cur-
rency developments. The pressure
of imports may be expected to grow
for dl vehicle categories, particular-
ly in the fredy accessble German
car market; competition will there-

DNC lathe shopintheBerlin plant for manufacturing various production, pre-production and test pieces.
Twenty-one CNC lathe machines, atool setup device and a measuring machinearelinked

viaacomputer network system. Tasksformerly reserved for the planning department are now conducted
by highly-skilled operatorsright onthe productionline,

volume for 1988 to be approximate-
ly the same as that achieved in the
year under review. We will conti-
nue to aval ourselves of the growth
potential for Mercedes cars, particu-
larly in the markets of the Europe-
an Community, but aso in South-
East Asa
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Reviva of Demand in
Important Commercial
Vehicle Markets

The demand for commercial vehi-
des revived considerably in virtual-
ly dl the mgjor markets. By contrast
with previous years, this was aso
true for trucks of over 6 tonnes
GVW, expecidly for heavy-duty
trucks. Worldwide, commercid ve-
hicle output exceeded the previous
year's figure by 4.0 %, a 12.8 mil-
lion units. About nine-tenths of dl
commercid vehicles are vans and
pick-ups.

In the U.SA., new registrations in-
creased by 2.9 % to 4.9 million com-
mercid vehicles. In the truck cate-
gory proper, over 6 tonnes GVW,
sdesrose by 91 %. Withan 87%
rise to 38 million units, the U.SA.'s
share of total world output reached
30 %, as compared with 28%in
1986.

In Japan, domestic saes rose by

7.1 % to anew record of 2.7 million
commercid vehicles. By contrast,
exports declined by afurther 12 %
to 18 million vehicles; this was due
especidly to a 19 % reduction in the
number of vehicles delivered to the
U.SA. As aresult, output fdl by
2.1% to 4.4 million commercia ve-
hicles. Despite this, Japan remained
the world's largest producer of com-
mercid vehicles, with atotal world
market share of 34 % (1986: 36 %).

Commercia Vehicle Division

In the countries of Western Europe,
sdes of commercial vehicles went
up by 99 % to 16 million units. The
United Kingdom, France and the
Federa Republic of Germany -
which together account for over
haf of the total market volume -
were particularly receptive. Output
in Western Europe increased by 6 %
to 16 million vehicles. In the cate-
gory of trucks over 6 tonnes GVW,
output rose by 60 %. With 310,000
trucks, the share of world output in
this segment achieved by the tradi-
tional European manufacturers
amounted to about one-third, com-
pared with only 15 % of dl
commercid vehicles. Despite the
encouraging market trend in Eu-
rope, the problem of excess produc-
tion capacity remains unchanged.
The pressure of competition regard-
ing prices and conditions, particu-
laly in the European commercial
vehicle markets, remains high.

German Commercia
Vehicle Industry: Sdes
Increase Especialy Among
Heavy-Duty Trucks

New regigtrations in the Federad Re-
public of Germany totaled 153,000
commercid vehicles (+ 6.7 %) in the
year under review. Demand was
lively both for vans and for heavy-
duty trucks with GVW's of 16 ton-
nes and over. Foreign manufactur-
ers have made gains particularly in
the lower weight categories; their
share of the total market is now just
under 26% (1986: 25%).

The 10 % decline in commercia ve-
hicle exports to 156,000 units was
less due to market conditions than
to a statistical change. Since 1987,

one German manufacturer is no
longer registering ckd vans for as-
sembly abroad as ckd products, but
as vehicle kits. This also explains
the 9 % fdl in German commercid
vehicle output to 260,400 units. The
actua market tendency is expressed
more accurately by the 24 % risein
output of trucks over 6 tonnes
GVW, to 107,000 units.

Exports of trucks over 6 tonnes
GVW went up by 12 % to 62,100
vehicles, and in the category of 16
tonnes GVW and over, by nearly
17 % to 37,400. Despite this gratify-
ing growth, the unit sdes only just
amount to haf the volume of that
achieved in the early eighties. Even
with good commercia vehicle busi-
ness conditions, the traditional
West European export markets can-
not nearly compensate for the lack
of demand from the Middle East.

Daimler-Benz:
Commercia Vehicle Sdes
Up in Germany and
Abroad

In 1987, Daimler-Benz delivered a
total of 66,000 commercia vehicles
to private customers and public au-
thorities (+ .8 %) in Germany. In
the truck category over 6 tonnes
GVW, new vehicle registrations
went up by 6.8 % to 29,700 units.
We were, therefore, able to main-
tain our leading position, with a
market share of nearly 60 %. Among
heavy-duty trucks of 16 tonnes
GVW and over, new registrations
rose by 8.7 %, to 13300 units.



Our commercia vehicle exports
from domestic plants increased by
55 % to atotal of 83,300 vehicles,
and in the case of heavy-duty
trucks, by as much as nearly 20 %,
to 21,900 units. Of dl our exports,
over 80 % went to European
countries.

In most Western European coun-
tries, we were able to improve our
market position in 1987. In the cate-
gory of trucks over 6 tonnes GVW,
we succeeded in consolidating our
leading position in Europe with a
market share of 24 %, and above dl,
in extending our lead in the catego-
ry of heavy-duty trucks of 16 ton-
nes GVW and over.

Our trucks were particularly success-
ful in the large Western European
export markets. In France, our most
important market, new registrations
rose by 11 % to 17,900 Mercedes
trucks, and in the United Kingdom

the growth rate was 8.1 %, to 15400
trucks. Third place, unchanged from
last year, is taken by the Nether-
lands with 8,000 trucks, followed by
Itay with 5500, 20 % more than in
1986. Following Spain's entry into
the European Community, sdes of
imported Mercedes commercia ve-
hicles more than doubled to 4,200
unitsin 1987.

Our sdes in the Middle East were
a the same very low leve asin 1986,
with 7,200 commercia vehicles.

Bus Business Still Difficult

The fierce competition in the bus
sector continued in 1987. Excess
production capacity on the one
hand and insufficient demand on
the other have made competition
among manufacturers even keener,
both in the domestic market and in
the European export markets.

TheMB 100 D waspresented in 1987 at the I nternational Automobile Exhibitionin Frankfurt
The Mer cedesvan family now comprisesthreedifferent series

from2.55t0 7.49 tonnes grossvehicleweight.

In the Federal Republic of Ger-
many, demand for touring buses re-
mained low. Including local transit
buses, total new registrations rose
from an admittedly very low leve
by 14 % to 4,800 units. With sdes
of 2,200 Mercedes buses, we were
able to maintain our market share
a over 45 %. Exports for the indus-
try as awhole fdl by 14 % to 5000
buses, continuing the negative trend
of the last few years. Exports of

M ercedes buses totaled 2,300, 15 %
below the 19386 figure. Output in
our domestic plants was reduced by
afurther 10 % to 4,565 buses and
chassis.



Higher Exports of
Unimogs and MB-tracs

SHes of Unimogs and MB-tracs rose
by 6 % to 9565 unitsin 1987. While
domestic sdes of Unimogs and

MB-tracs declined by 4.8 % to 5345

Commercid Vehicle Production

units, due to the further fdl in de-
mand for tractors, we were able to
boost export saes by nearly one-
quarter to 4,220 units, following de-
livery of a number of mgjor Uni-
mog orders. Output was raised by
3 % to 9450 Unimogs and MB-tracs.

Decline in Sdes
of Industrial Engines

Despite a favorable business climate
in some aress for which industrial
engines are used, market conditions
dl over the world have deteriorated
due to excess production capacity.



Sdes to manufacturers of agricultu-
ra equipment especialy declined.
Sdes or axles and transmissions, at
8,000 units, were gratifying (1986:
7,300). Throughout the group - in-
cluding the companies in Argenti-
na, Brazil and Spain - we manufac-
tured 28,700 (1986: 34,600) industri-
a engines for installation in agricul-
tural and construction machinery,
buses and special-purpose vehicles.

Commercial Vehicle
Output in Germany
Roughly Equals 1986
Figure

In the four domestic plants, the
output of commercia vehicles was
roughly the same as in 1986, at
144648 units. A declinein the num-
bers of vans and light and medium-
heavy trucks was in contrast to a
considerable growth in the area of
heavy-duty trucks. The output of
vehicle kits was raised by 14 % to
10,085 units.

Overdl, capacity utilization in 1987
gabilized as compared with the pre-
vious year, although trends varied in
the individua plants. We succeed-
ed in creating a balance within the
Commercial Vehicle Division for
our employees. While there were
capacity utilization problems in the
Mannheim bus manufacturing fadl-
ity, and the Kassd plant occasiond-
ly had to resort to short-time work
due to structural changes in the
truck range, the assembly plant in
Worth had to use specid measures
to satify the demand for heavy
trucks.

Higher Output of
Commercial Vehicles by
Foreign Subsidiaries

Our foreign subsidiaries with their
own commercid vehicle production
fecilities were able to raise their
sdes once again and manufactured
11 % more vans, trucks and buses
than in 1986, with atotal of 89,493
units. This means that output for
the group as awhole went up by a
total of 34 % to 234,141 commercia
vehicles.

In Brazil, the economic and curren-
cy reform measures did not succeed
in stimulating the economy. This

meant that our biggest foreign com-
pany, Mercedes-Benz do Bradl, ex-
perienced a 5.0 % drop in domestic
sdes to 32,500 commercia vehicles.
Due to the even sharper decline in

overdl demand, the market share of

Mercedes went up to 44 % for
trucks and over 84 % for buses. Due
to the fact that exports rose by
nearly two-thirds to 12,000 units,
the fdl in sdes within Brazil was
more than offset. Exports went
chiefly to assembly companies in
the U.SA. and Indonesia, and to
Latin American countries. The pro-
duction output of Mercedes-Benz
do Bradl, a 43,500 units, was dight-
ly higher than in 1986.

In Argentina, the economic situa-
tion - expecidly in the second hdlf
of the year - deteriorated dragtically.
Because of a favorable business di-
mate during the first nine months,
Mercedes-Benz Argentina succeed-
ed inraisng its sdes by 9% to 5400
commercid vehicles and in main-
taining its market share a 57 %.
Production output exceeded that of
1986 by 11 %, with 5500 units.

The four-axle truck line comprises chassises with capacities of 32 to 48 tonnes gross vehicle weight, with engine
performances from 206 to 261 KW (280-334 HP) and wheel bases from 4.10 to 6.50 meters.



In the U.SA. and in Canada, our
subsidiary Freighdiner achieved its
best-ever sdes result. With the ex-
tended range of heavy-duty trucks,
which now includes construction
Site vehicles, sales rose to over
27,000 units (1986: 20,800). With
demand for heavy-duty trucks con-
siderably higher, Freighdiner was
able to increase its market share
from 155 % to nearly 18 %. Output
in the two U.S. plants and in Cana
darose by 32 % to 27,100 trucks. In
the category of medium-heavy
trucks, which are assembled in
Hampton, Virginia, from parts sup-
plied from Brazil and Germany,
sdes declined to 4,220 units (1986:
4,700). Business was affected by the
changes in exchange rates.

With high demand on the Spanish
market, Mercedes-Benz Espana
raised its sdes of Spanish-made
vans by 11 % to 11,100 units. Dueto
the production capacity available,
11,400 vans were made during the
year under review, 21 % more than
in 1986. In the last few months, the
company has boosted output to 90
vehicles per day, corresponding to
an annua output of 20,000 units.

In South Africa, the Situation on the
automobile market improved once
again. Mercedes-Benz of South Af-
rica sold a total of 3034 commercia
vehicles (1986: 2,800). Dueto a
nine-week labor dispute in August
and September, output declined to
1996 commercid vehicles (1986:
2,274).

Introduced at the"Brasil-Transpo™ in Sao Paul o, South America'slargest automobile exhibition:
thenew LS1934 heavy truck fromMer cedes-Benzdo Brasil SA.

Affilisted Commercia
Vehicle Companies
Register Varying
Performances

The foreign commercial vehicle
companies in which Daimler-Benz
has aminority holding, and which
appear in the consolidated financiad
statements as associated companies,
registered differing performances.
Their production outputs are not
included in the group output
figure.

In Europe, the Swiss-based NAW-
Nutzfahrzeuggesdllschaft Arbon &
Wetzikon AG, which converts and
assembles Mercedes-Benz commer-
dd vehicles according to specific
customer requirements, increased its
sdes by about one-third to the
equivalent of DM 112 million.



Thelight truck fromour plant in Woerth, ranging from6.5to 13 tonnes, for awidevariety of applications,

areacommon sight on our roads.

In 1987, asin previous years, the dif-
ficult economic situation in Mexico
dfected the performance of our
dffiliated company, Fabrica de
Autotransportes Mexicana SA.
(FAMSA). With atotal of 1,300
commercid vehicles sold (1986:
1,500), the market share remained
unchanged at 25 %. Towards the
end of the year, the company
changed over to Mercedes diesdl
engines for its medium-heavy
trucks, and is expecting this mea-
sure to help boost sdes and output.

The bus business of Otobus ve
Motorlu Araclar Sanayii A.S.
(OTOMARSAN) suffered under
the difficult market conditions in
Turkey in 1987, with sdes dropping
by 25 % to 900 buses. In the Istan-
bul plant, the company started pro-
duction of a modern high-deck bus,
which will provide a sound base for
it to improve its strong position in

the Turkish bus market. In the new
plant in Aksaray, which opened at
the end of 1986, 245 heavy-duty
trucks have been built since produc-
tion start-up. After a short prepara-
tion phase, assembly of the Uni-
mog 1300L started up in September.
The loca production content is cur-
rently about one-third.

Broader Commercia
Vehicle Range for Wide
Spectrum of Applications

With new products and product
improvements, we further expan-
ded our range of commercia vehi-
cles, which is designed to meet a
wide variety of individual require-
ments.

One newcomer to the range was
the MB 100 D van, in the weight
category up to 2.6 tonnes GVW,
which is made in Spain for Western
European markets. At Mercedes-
Benz do Brasi, pre-series production
of a vehicle corresponding to the
Diisseldorf van has started. Thisis
to be the lower end of a new truck
generation.

With many innovative solutions to
awide variety of transport prob-
lems, our range has become even
more comprehensive, with eectron-
ics gaining constantly in impor-
tance. Having dready successfully
introduced, for trucks, the Accdera
tion Skid Control (ASR) to comple-
ment the Anti-lock Braking System,
and the integrated power train with
Electronic Power Shifting (EPS), we
have now aso made these supple-
mentary sefety features standard on
the touring buses of the O 303 s
ries and optionally available for
regular-service buses. In the fdl,
Freightliner became the first manu-
facturer of heavy-duty trucks in the
U.SA. to offer the Anti-lock Brak-
ing System; the response has been
encouraging.

Among our German-made heavy-
duty trucks, the al-whed-drive ve-
hicles are now being fitted with
the high-torque OM 442 A turbo-
charged engine; they can dso

be equipped with the integrated
power train.



The OH 1314 fromthe new city busline of Mercedes-Benz Argentina SA. in BuenosAires.

By developing atrap oxidizer suit-
able for commercia vehicles, we
wish to make an effective contribu-
tion to improved environmental
compatibility. At present, we are
running alarge-scae experiment
with urban buses and municipa ve-
hicles. We expect that it will be
possible to make a decison before
the end of the year as to which fil-
ter system will be further develop-
ed for standard production.

Technological Progress
Secures the Quality of
Our Commercia Vehicles

The application of innovative tech-
nologies in manufacturing is just

as important for the market posi-
tion of our products as the develop-
ment and testing of new vehicles
and components. Not only do they
creste modern jobs with higher pro-
ductivity which are in addition
more pleasant for the employee,
they dso make more environmen-
taly compatible manufacture pos-
sible. In the year under review, we
invested DM 472 million in our do-
mestic plants and a further DM 336
million in our foreign subsidiaries.

In Germany, investment focused
mainly on preparing hew products,
making existing manufacturing pro-
ceses more efficient, and optimiz-
ing the product range. At the Gag-
genau plant, we changed over our
heavy-duty Unimogs and our MB-
tracs to the new 300-series engines.
For commercia vehicle gearboxes,
aflexible production system for ma-
chining the casings was set up in
the Ragtatt sub-plant. An automat-
ed measuring system monitors
manufacturing quality. For the V-6
engines made in Mannheim, a spe-
ddly shaped crankshaft is used to
achieve an identical spark gap for
dl the cylinders. This considerably
improves the engines' vibration
characterigtics. The grey cast-iron
foundry has begun producing MTU
cylinder heads.

At the Worth plant, welding robots
have been ingtalled in the cab body
section; these d<o relieve our em-
ployees of physicdly tiring work.
With the use of further underseal
spraying robots in the Diisseldorf
plant, alarge amount of ergonom-
icdly unsatisfactory overhead work
has been dispensed with. In Kassd,
an integrated system for machining
steering knuckles and drum hubs
has been taken into service.

The investments made by our for-
eign manufacturing companies were
for modernizing vehicle ranges, ex-
panding capacity and improving
manufacturing efficiency.

Good Busness Climate
for Commercia Vehicles
in Europe

So far in 1988, the revivd of the Eu-
ropean commercia vehicle markets
has continued. At the same time,
however, anew rise in demand
from non-European countries can-
not be expected at present. On the
market sde, therefore, any improve-
ment in the difficult Situation which
the European commercial vehicle
industry is faced with is hardly like-



ly. The adaptation of production ca
pacities to the generaly lower de-
mand has by no means been
effected.

Damler-Benz will increase domes-
tic output in 1988. We are planning
an above-average rise among
medium-heavy and heavy-duty
trucks. Throughout the group as a
whole, too, we am to step up com-
mercia vehicle output in 1983, Fol-
lowing the vigorous expansion in
1987, Freightliner will probably low-
er output, due to the genera de-
clinein the U.S. market for heavy-
duty trucks. However, our subsi-
diaries in Argentina, Brazil and
Spain are expecting further rises in
output.

Our commercia vehicle activities in
Europe and overseas are geared to

further strengthening our leading
position in the market for trucks
over 6 tonnes GVW. With the ex-
pansion of our worldwide integrat-
ed production network, we am in-
creasingly to take advantage of the
specific advantages of different pro-
duction locations and to exploit

more effectively our saes potential
by being closer to the relevant mar-
kets. Our plans dso include the
markets of the Middle and Far Eadt,
which we think definitely offer op-
portunities to exploit new sdes po-
tential for Mercedes commercia
vehicles.

Commercia Vehicle Production Plants in Germany

The Freightliner Medium Conventional Series contributed significantly to the great market

success of our North American subsidiary.



Continued Growth
in Sdes

The trend in the German dectricd
industry in 1987 was less vigorous
than in the previous year. The do-
mestic demand for capitd goods de-
clined while the demand from
abroad was handicapped by the
strong D-Mark. Sdes of domestic
appliances profited from high con-
sumer spending.

Sdes of the AEG group rose 39 %
to DM 117 billion, the increase

Measurement of astructural panel for the METEOSAT meteorological satellitein Wedel near Hamburg.

AEG Division

being achieved soldly in the Ger-
man market. Sdes here increased
809% to DM 70 hillion, as against a
decline of 15 % to DM 4.7 hillion
in exports; the foreign saes ratio
thus declined from 43 to 40 %.

Orders, a DM 121 hillion, around
the same leved as for 1986, displayed
differing trends. The leve of
domestic orders, at DM 7.3 billion,
was dightly below that of 1986. De-
spite the decline in export orders
due to currency factors, there was
an improvement of 1.8 % over 1986

AEG built the complete solar generator for the satellite. Roughly 33,000 solar cellssized 19.8 x39.6 mm

wereinstalled onthe METEOSAT.

in the overall foreign order volume
of DM 4.8 hillion due to a sharp
rise in demand for the products of
AEG companies abroad.

At the end of 1987, employment at
AEG stood at 80,499 persons,
(78,199 a the end of 1986), 66,092
of these being employed in
Germany. The increase of 2,300 was
accounted for by the firg-time in-
cluson of new group companies
and by additiona personnel require-
ments in most of the domestic
divisons.

Mgor Increase
in Capital Spending

AEG invested DM 575 miillion in
1987 in fixed assets, an increase of
one quarter over 1986. The invest-
ment concentrated on the radio
and radar systems, domestic appli-
ances and AEG KABEL divisions.
By stepping up its holding in Mag-
netbahn GmbH from 333 to 76 %
and by acquiring an 80 % stake in
the capitd of Magnetic Transt of
Americalnc., AEG has crested the
basis for world-wide marketing of
magnetic levitation railways. Thein-
crease from 50 to 75 per cent in
AEG's share of GEI Gesdlschaft fur
elektronische Informationsverarbeit-
ung mbH, Aachen, will pave the
way for further expansion of soft-
ware and systems activities.



Research and development expend-
iture increased 30 % to DM 929
million, which again represented
80 % of sdes. This ratio, for struc-
tural and technologica reasons, var-
ies between the different divisions
and in the case of highly complex
electronic equipment and systems
amounts to more than 20 %. More
than DM 75 million was spent on
basic and operations research at the
AEG research institutes in Berlin,
Frankfurt am Main and Ulm.

In the important field of digital
communication, research is being
stepped up in technologies whose
importance is rising rapidly with the
introduction of "Integrated Services
Digital Networks' (ISDN). In this
area AEG is working on image-
coding processes for avideo tele-
phone service which is planned by
the German Post Office. Results of
research into pattern recognition
and image processing in an indus-
trial context offer application possi-
bilities in production automation
and quality control. In the field of
microelectronics, technological de-
velopment is moving in the direc-
tion of even more sophisticated in-
tegrated circuits, making use of new
materials which increase the work-
ing speed of components while at
the same time consuming less

power.

The AEG research ingtitutes are
working on atificid semiconduc-
tors which transcend material limi-
tations and offer new fields of ap-
plication. In the field of production
technology, expert systems are
being developed for such applica
tions as automation of assembly
jobs, assembly-oriented design,
qudlity control and flexible adapta-
tion of production processes. As
part of the European research pro-
jects, ESPRIT and BRITE, AEG is
participating in the development of
new insulation systems and of new
technologies for the production of
printed circuits.

Energy Technology

The sectors energy distribution and
AEG KANIS have now been com-
bined into one divison, cdled ener-
gy technology. Orders for the ener-
gy distribution sector in 1987 were
around the level of 1986, while sdes
fdl. In Egypt, three large transform-
er stations went into service. In
West Germany, the complete
medium-voltage distribution equip-
ment was supplied for desul phuri-
zation measures a Sx coa-fired
power stations.

The market situation for the mainly
export-oriented turbine systems
sector, AEG KANIS, deteriorated
further due to the fdl in the value
of the dollar and the financia week-
ness of the newly industrializing
countries. In order to strengthen
the long-term position of AEG
KANIS as a competitor in the
fiercely contested international mar-

AEG

ket for gas and steam turbines, a
structural concept was devel oped
which will be implemented over the
medium term at a considerable cost
in investment.

Industrial, Automation and
Ralway Systems

Gratifying domestic demand was
the dominant feature in the indus-
trid systems and automation
systems sectors. Exigting activitiesin
the field of production automation
were grouped together in a new
sector embracing dl control systems
for use in the production of piece
goods, in transport, conveyor and
storage technology, and in large
buildings. With its new acquisition
GEl (GesdlIschaft fur Elektronische
Informationsverarbeitung mbH),
AEG now has a company compris-
ing around 800 employees and a
software engineering potential for

Printed circuit boards for AEG's Geatest 80 single-board monitored data acquisition system.
Realtime processing of analog and digital measurement data for decentralized data acquisition and networki
of multiple acquisition systems. Geatest 80 is used for production supervision, acquisition of operational data

at airports, and for measurement of environmental data.



AEG

The AEG Automobile Telephone C istailored to the special operating requirements in motor vehicles.
In many respects, its performance and operational features are superior to those of a stationary telephone.

customer-oriented problem-solving
for public authorities and dl sectors
of industrial and service companies.

AEG's computer systems company
in the U.SA. operating in the fidd
of automation and communication,
MODCOMP Inc., which has 1,200
employees around the world, pro-
vided tailor-made solutions to prob-
lems in the field of red time data
processing.

Testing systems to reduce the mo-
tor vehicle emissions were among
additions to the range of environ-
mental protection systems.

Business in the fidd of raillway sy-
stems has stabilized due to line im-
provements and new construction
by the German Federal Railways.
Large orders were accepted for parts
of a first series of 40 new
high-speed trains scheduled to go
into service at the beginning of the

1990's. However, the shortage of
funds in many West German states
is delaying the introduction of new
metropolitan mass transit systems.

Office and Communication
Technology

On 14 January 1988, office, commu-
nication and information technolo-
gy activities were merged in the
newly-founded AEG Olympia AG.
The main product areas are word-
processing and communication,
microcomputers and multifunction-
a systems for the workplace, iden-
tification systems, letter distribution
and sorting systems, mobile radio
communication, transmitting sta-
tions and systems and data
networks.

Ses fdl in 1987 due to the further
drop in prices and of the U.S. dol-

lar. New electronic compact type-
writers and new micro-computer
models were among newcomers to
the range.

A 10 kW transmitter will be sup-
plied to the Berlin RIAS television
company and three additional 500
kW shortwave transmitters were
commissioned by the German Pogt
Office. In the field of voice and data
communication, AEG recelved or-
ders for the Frankfurt arport, for
Lufthansa and Swissar. The compa
ny further expanded its strong mar-
ket position in letter-sorting sys-
tems with large orders from
Switzerland, the U.SA. and the Far
East.

Aviation, Space and
Defense Technology

In the field of radio and radar sy-
stems, orders and sdes rose
substantially. Large orders were
placed for airborne radar systems
and guidance systems. Sdes rose
sharply, particularly in Germany, in
the marine and specia systems sec-
tor. AEG is making alarge contri-
bution in the area of power supply
to the three mgjor space projects
COLUMBUS, HERMES and ARIANE. In
Saudi Arabia, a plant has been built
to produce solar modules.

Standard Products
and Components

The growth in sdes continued in
1987 in the field of opto- and vacu-
um electronics, aparticular contri-
bution being made by infrared and
thermal imaging equipment, now
with substantialy increased per-
formance. In the field of standard
products, the trend was varied. Do-
mestic sdes of dectric motors for
vehicles rose subgtantialy. AEG
KABEL sdes expanded gretifyingly,
particularly in the area of cable har-
nesses for the automotive industry
and high-frequency cables for cable
television. Demand in the compo-



nents sector fdl due to the eco-
nomic downturn affecting certain
maor capital goods, and to export
difficulties. Nevertheless, sdes for
the divison as awhole rose.
Among new and revised compo-
nents which joined the range were
image carriers for copying equip-
ment and laser printers.

Consumer Goods

Domestic sdes of household appli-
ances again rose more sharply in
1987 than for this branch of indus-
try as awhole. A mgjor reason for
this success was the consistent de-
velopment of AEG'simage as a
supplier of innovative, high-quality,
environmentaly compatible prod-
ucts. The increase in the sdes of the
AEG power tools sector was above
the average for the industry.
Exports, despite difficulties in some
markets due to currency factors,
continued to account for a high
proportion - amost two thirds - of
sdes.

Successful Performance of
AEG's Foreign Companies

Tota sdes of AEG's foreign com-
panies were higher than in 1986.
Maor increases were recorded in
Spain, Turkey and Austria. A
restructuring of the Scandinavian
sdes organisation took place. The
new company AEG Singapore PTE.
Ltd. will serve as the supply point
for the East Adan areq, incorporat-
ing dl technical business for Singa:
pore and Malaysa The participa-
tion in NGEF Ltd. of Bangalore,
India's leading manufacturers of
power cables, was increased to
22.6%.

Outlook

Despite the more difficult econo-
mic conditions, AEG expects sdes
and orders to rise once again, with
divergent trends in the different
fields of activity. Our policy of
strengthening and expanding the
company as an electrica and dec-
tronics company with an interna-
tional base will be steadily contin-
ued. Investment in fields of activity
and markets promising high growth

AEG

and having profit potential is being
stepped up substantially. Examples
are the development of the new in-
tegrated automation system "Geam-
aics', transport systems incorporat-
ing M-Train technology and office
communication systems. The AEG
group will be assisted in these pro-
jects by agood financia base in the
fields of eectronics and electrotech-
nology, long experience and well-
balanced, progressive product lines
in capital and consumer goods.

Nickel-plating a collector for a high-performance traveling-wave tube from AEG for use in a satellite.

Traveling-wave tubes are the key components for the high transmitting power - up to 260 watts - of these satellites.



Cydicd Downturn
in Sdes

Following the strong growth of the
previous years, 1937 saw the expec-
ted downturn in sdes of the Dor-
nier group. Dornier's range of pro-
ducts and services is geared heavily
towards the dollar area and was
thus particularly affected by curren-
cy factors and by more intense com-
petition in the fidd of medica tech-
nology. The lack of continuity in ac-
counting for large projects, particu-
larly from public-sector customers,

Dornier Divison

contributed substantialy to the
drop in sdes to DM 16 hillion (DM
2.1 billion in 1986). Exports accoun-
ted for 60 % of thistotal (68 % in
1986); sdes to public clients for
around one-third.

In contrast to sdles, orders, particu-
larly from abroad, rose sharply
again, to DM 24 hillion (DM 18
billion in 1986).

Research and development costs of
the group's own projects increased
40 % to DM 140 million; devel op-
ment work carried out for third par-

The SAR (Synthetic Aperture Radar) antenna of the Eur opean Earth Reconnai ssance Satellite,

ERS-1, is made of carbon-fiber reinforced plastic.

ties was invoiced et DM 388 mil-
lion. Investment by the Dornier
group rose by more than 50 % to
DM 124 million (DM 79 million in
1986). Employment at the end of
the year stood at 9,683 (9,557 in
1936).

Aviation

During 1987, 33 borRNIER model 228
arcraft were supplied to customers.
Worldwide, 127 such models are
being used as utility and commuter
arcraft by 50 different customers.

Within the framework of German-
Indian collaboration for production
in India of up to 150 DORNIER 228's
under license, the firs five arcraft,
whose main assemblies were still
being built in Germany, were sup-
plied by the Indian partner. The
second phase of the program, in
which ten arcrefts ddlivered as as-
semblies will be built up on the
spot, will soon be completed.

In Spring 1987, the definition study
began for a twin-engine thirty-seater
turbo-prop arcraft, the DORNIER
328.

Dornier is producing various assem-
blies for the Airbus A 310 and A
320. During 1987, compl ete assem-
blies were supplied for twenty-one
A 310 models and six A 320's. 516
Alpha Jets and Dornier assemblies
for them have been supplied to
date. The project was jointly deve-
loped and produced by France and
Germany.

Work at Dornier proceeded accor-
ding to schedule on the planning
and definition study, begun in 1985,
for the European fighter plane of



In addition to transporting passengers, the DORNIER 228 is used for a wide variety of purposes,
including marine area surveillance, freight transport, and scientific measurements.

the 1990's, the JF 90. Some of the
technological tasks assigned to the
Federa Republic of Germany on
certain aspects of overall design,
structure, materials, construction
methods and avionics were dso car-
ried out. Dornier is participating
jointly with various foreign compa
nies in the competition for deve-
lopment and supply of the maritime
patrol and anti-submarine aircraft,
the MPA 90.

In the area of servicing and refur-
bishing, 1987 was dominated by
consolidation measures in view of
substantialy reduced order expecta
tions. A modernization program for

the maritime patrol and anti-sub-
marine arcraft, the Breguet Atlan-
tic, was completed and substantial
portions of the second modification
program for the Alpha Jet were suc-
cessfully carried out. Moreover, the
order for outfitting seven Chaleng-
er CL601 arcraft for the Federd De-
fense Ministry was completed du-
ring the year.

Defense Technology

Remotely-piloted reconnaissance
vehicles were a central aspect of op-
erations in the field of defense tech-
nology. This work includes, apart
from servicing short-range recon-
naissance systems dready in
operation, dso the development
preparation for full-scde production
of longer-range systems. The con-
tract for full-scale production of the
CL 289 reconnaissance drone was
concluded, for which Dornier and
Canadair were the main develop-

ment contractors. In the field of
computer-assisted command and
fire control systems, the company
continued its devel opment work as
genera contractor for the com-
mand, control and information sys-
tem of the German Air Force.

Space Technology

The delayed decisions on further
development of the European space
program meant that orders were be-
low the expected level. A U.S. com-
pany placed an important order to
develop and supply a preiminary
series of satellite carrier structures
for the TITAN HI rocket.



*ORIMIER

Dornier has conducted projects using regenerative energiesin 18 countries in the Third World.
Thispicture portrays a solar-powered drinking water pump in Indonesia.

Work on the European Remote
Sensing Sadllite ERS-1 and the
National X-ray Satellite ROSAT,
proceeded according to schedule.
Other activities in this field concer-
ned components for communica-
tion satellites, systems involving
the utilization of microgravity, sub-
systems for the European launcher
ARIANE and the relevant scientific
experiments.

The agreement achieved at the
Conference of Ministers of ESA
member countries in November
1987 to carry out the large-scae
projects ARIANE V, coLumBus and
HERMES Was Of decisive importance
for the future development of space
technology in Europe.

Thus for Dornier too, the trend in
gpace technology, as in defense,
inevitably continues in the direction
of internationa collaboration.

Medicad Technology

34 borNIER HM3 kidney lithotrip-
ters for the non-invasive destruc-
tion of kidney stones by means of
shock waves, were supplied during
the course of the year (93 in 1986).
The kidney lithotripter was ill the
most important sdes contributor in
the field of medicd technology. As
expected, this method is increasing-
ly being marketed by competitors.
A further development of the litho-
tripter, the tubless borNIER kidney
lithotripter HM 4, went on the mar-
ket in autumn 1987. Ten units had
been supplied to customers by the
end of the year.

Research and development is, be-
sides work on further innovative
uses for shock wave technology in
medicine, concentrating on the
DORNIER choli-lithotripter

MPL 9000 and the multi-functional
kidney lithotripter MFL 5000.
Both machines were successully
launched on the market at the end
of 1987.

Outlook

For 1988, Dornier expects agene-
raly higher level of employment
than in 1987, with a corresponding
rise in sdes and output.

Following the Federd government's
agreement to participate in the AR-
IANE V, COLUMBUS and HERMES de-
velopment programs, growth can be
particularly expected in the space
sector. Competition in the interna-
tional civilian arcraft market has in-
tengfied for German manufacturers
as aresult of the wesk dollar. None-
theless, Dornier expects production
of the DORNIER 228 series to equal
the 1937 level. The preliminary
work on the new DORNIER 328 will
continue according to schedule in
1988. In the field of medica
systems, commencement of produc-
tion and delivery of the choli-
lithotripter and of the multifunc-
tional kidney lithotripter is expec-
ted to contribute to increased
business.



Continued Growth
a MTU

The companies of the MTU group
and their technically advanced,
high-grade products compete in
markets characterised by fluctuating
demand, changing currency rates,
fierce price competition and, in
Some cases, excess capacity. None-
theless, MTU was able to maintain
and expand its strong position as an
international competitor. To this
end, substantial sums have been
spent in recent years on new prod-
ucts and further development of
exigting products, and on the struc-
tural and technical adaptation of
production facilities. This applies
particularly to the fidds of aero-
jet-engines, high-performance die-
sd engines and turbochargers for
automotive engines.

MTU Division

The consolidated sdes of MTU rose
22 % to DM 3 hillion. Despite the
fdl in the value of the dallar, this
growth was chiefly due to sdes
abroad. The level of employment
and capecity utilization was high.
Orders worth DM 2.7 billion were
received in 1987 and the order back-
log a the end of the year totaled
DM 4.6 billion (DM 4.9 billion in
1986), dl of which will guaran-

tee employment well into 1989.
Employment at the end of the year
had risen to 17,284 (16,912 in 1986).

There was a substantial increase in
research and development expendi-
ture, which totaled DM 424 million
(DM 302 million in 1986), of which
DM 18 million was for the
accounts of third parties. The costs
for the company's own projects in-
clude, for the first time, payments

Testing the concentricity of the labyrinth seal webs on a turbine rotor.

for development work carried out
by joint venture partners. Capita
spending rose to DM 237 million
(DM 211 million in 1986) and was
well above depreciation charges to-
taling DM 18 million (DM 162 mil-
lion in 1986). Besides building ac-
tivities, the investment centered
mainly in the modernization of pro-
duction and research and develop-
ment facilities.

MTU Munchen:
Aero-Jet-Engines

MTU Miinchen develops and pro-
duces engine components for com-
mercid and military arcraft in the
framework of international co-
operation agreements. As far as
commercid arcraft are concerned,
al szes of engines are represented
in the MTU range.

Besides production for the Torna-
do engine, an increasing amount of
capacity is being devoted to the
manufacture of components for
commercial arcraft engines. This
proportion will soon increase, at
least for the time being, to more
than hdf of production capecity. Re-
search and development work large-
ly reflects MTU's commitments
resulting from co-operation agree-
ments and includes work on the V
2500 engine for commercid arcreft,
development of which is procee-
ding according to schedule.



MTU Friedrichshafen:
Diesdl Engines

Since taking over sdes of Mercedes-
Benz industrial engines, the MTU
Friedrichshafen product range now
includes high-speed diesdl engines
with outputs from 30 kW (40 hp)
to 7,400 kW (10,000 hp) for ships,
heavy vehicles, railway vehicles,
generators and other equipment.

With its extended range of pro-
ducts and its technologica expert-
ise, MTU Friedrichshafen maintain-
ed its position well again in 1987 de-
spite afiercely competitive market.

The overdl level of capacity utiliza-
tion was good. Full scae produc-
tion began of the 396 series engines
destined for the Soviet Union.

Development work continues to
concentrate on new engine series,
electronic control systems and
turbocharging.

MTU Maintenance:
Maintenance of
Aero-Jet-Engines

MTU Maintenance GmbH main-

tains and repairs large engines for

German and foreign airlines. Out-
put and sdes increased despite the
fdl in the value of the dollar.

Kuhnle, Kopp

und Kausch (KKK):
Turbochargers,
Fans/Compressors,
Steam Turbines

Sdling mainly to markets in Wes-
tern Europe, Kuhnle, Kopp &
Kausch is the world's second larg-
est manufacturer of turbochargers
for automotive engines. Sdes rose
once again in 1987, particularly of
fans and compressors for desul phu-
rization systems in coda-fired power
stations.

Laser beam drilling of cooling air apertures in a heat-resistant turbine blade.

L'Orange and Other
MTU Companies

Sdes of L'Orange GmbH, supplier
of injection pumps for large diesd
engines, fdl dightly short of those
for 1987. The main customers are
diesd engine manufacturers in West
Germany and the neighboring West
European countries.

Overdl, operations of the other do-
mestic and foreign companies in the
MTU group, chiefly involved in
sdling and servicing MTU products,
software design and consultancy,
computer service and leasing of data
processing equipment, were suc-
cessful.



Outlook

The vaue of the dollar will conti-
nue to have a mgjor influence on
business at the various MTU com-
panies due to the growing impor-
tance of the dollar area markets and
production by important competi-
tors and joint venture partners in
that area

In the coming year, demand from
airlines for engines and parts and
the continuation of military engine
activities will ensure good capacity
utilization in Munich. In the field of
high-performance diesdl engines,
the growth prospects depend,
amongst other things, on the de-
mand for high-technology products
from the financialy wesk develop-
ing countries, which are among the
main customers for large diesd en-
gines. MTU expects afarther risein
sdes for 1938 with a high level of
capacity utilization and employ-
ment.

Thistest stand for largejet engineswith a thrust of up to 300 kisequipped
with the most modern measuring systems,



iy

I
Hier gab es ein Produkt- oder Stimmungsbild ohne Text oder Zahlen.

Es wurde in der PDF-Datei weggelassen, um eine nutzerfreundliche DateigroBe zu erreichen.

Here was a product or mood picture without text or figures.

It was omitted in the pdffile to improve the usability of the file size.



Focd Points
of Research

The newly-formed centrd Research
and Technology Division has fur-
ther intensified the exchange of
ideas between the individual group
member-companies. Our work in
basic research, research in the fidds
of product and production technol-
ogy, and the performance of central
tasks such as design, services, quali-
ty assurance, technical planning and
information processing dl proceed-
ed smoothly.

Due to the broadening of the
group's base to cover new fiddsin
high technology, our technica po-
tential was enlarged considerably.
Group companies can have direct
and early access to research in avi-
ation and space technology, vehicle,
traffic and propulsion technology,
energy technology, dectrica and
electronic engineering, data proces-
sing and defense technology. The
close cooperation between the vari-
ous research and development sec-
tors within the group therefore d-
lows synergetic potential to be
recognized and utilized from an ear-

ly stage.

In a number of areas, we have
achieved tangible results which have
in some cases dready been put into
practise:

Research and Technology

ARTHUR, the treffic sofety system
presented at the 1987 Frankfurt
International Motor Show, auto-
maticaly warns other road users
in the event of an accident or
mechanica breakdown, and in-
forms the nearest rescue guidance
centers. Before this emergency
radio system, which forms part
of the PROMETHEUS program, can
be introduced, however, agree-
ment on common communica:
tion standards will have to be
reached throughout Europe.

The Mercedes-Benz ASSISTANT
information system, which was
presented at the same time, pro-
vides individualy tailored solu-
tions to transport problems,
thereby helping to organize
freight traffic more effectivedy. A
number of customers are dready
using prototypes of this system
in apilot project.

In project case (Computer Aid-
ed Service and Education), which
is ajoint effort by Daimler-Benz
AG, AEG, Dornier and IBM,
procedures and components for
a future service system are being
developed.

Together with Dornier, Baden-
werk AG and Lurgi, we are
working on project Hot Elly,
which is being sponsored by the
German Federd Ministry for Re-
search and Technology. The
project involves the testing of
practical systems for storing the
excess energy produced by pow-
er stations, in the form of elec-
trolyticaly produced hydrogen.

Group Research in Ulm

In Ulm, we are setting up new re-
search fadilities in the immediate
neighborhood of the university and
next to the AEG institute which is
working on "Radar and Radio Com-
munication Technology". The new
focuses of our research include
"Information and Knowledge Pro-
cessng”, "Energy and Chemical
Conversions' and "Technology
Consequences'.

In information and knowledge pro-
cessing, we concern oursalves with
further potential in information and
communication technology, micro-
electronics, sensor and actuator
technology and "atificid intelli-
gence". Possible applications in two
main aress of emphasis, product
and company-related systems, are
dready being investigated.

Ceramic turbine spiral housing: ceramic materials
are used for the hot-gas conducting components
employed in research on motor vehicle gas turbines.
At temperatures of up to 1,300 degrees centigrade,
high levels of thermal stress occur. This picture
shows temperature distribution, ascertained with the
help of computer simulation, in a turhine spiral
housing.



Research and Technology

The product-related research is con-
centrating on the PROMETHEUS and
TRAFFONIC Projects. PROMETHEUS
(Program for a European Traffic
with Highest Effidency and Unprec-
edented Safety) aims at combining
communication and traffic techno-
logies throughout Europe so as to
form the basis for a future road tref-
fic system which is better in dl
respects. This program forms the
framework for Daimler-Benz's own
TRAFFONIC project (Traffic and Elec-
tronics), by means of which we
wish to improve the interaction be-
tween man, technology and the en-
vironment through innovations in
future products.

Company-related projects involve,
among other things, the setting up
of a satellite communication net-
work for companies, considerations
relating to future service informa:
tion systems and data banks, as well
as genera research into man/ma-
chine communication at the work-
place.

Research into energy utilization
must above dl take account of
dwindling energy resources and the
impact on the environment. For
this reason, energy technology with
the accent on regenerative energies
and new secondary energy carriers,
such as hydrogen, is an important
field of research for the Daimler-
Benz group. A testing section for d-
ternative energy systemsis dso
being set up in Ulm.

The scientific assessment of techni-
cd developments should not only
be considered with aview to avoi-
ding the negative consequences of
technology. In industrial research, it
is above dl important for the early
recognition or opportunities and
possibilities.

Radar and radio communications
technology aready occupies alarge
areain AEG's Ulm research
ingtitute.

CRAY XMP/24: super computer with a capacity higher than that of' 20,000 personal computers.

The setting up of the new research
facilities in Ulm is being carried out
at the ingigation of Daimler-Benz,
together with the state of Baden-
Wirttemberg and Ulm Univer-
sity. Placing industrial research in
the immediate vicinity of the uni-
versity is designed to promote new
forms of cooperation. The chief
benefit is that the theoretical side
will be subjected to even more
powerful stimuli from practical re-
search work, while the practical side
will profit even more from basic
research.

A number of institutes are being es-
tablished in fields between the tra-
ditional areas of competence of the
university and industry, with the
am of narrowing the gap between
theory and practice. The institute
for applied knowledge processing is
one example of such aresearch fa

cility in the form of a foundation.
The participants are of Daimler-
Benz, Semens AG, Hewlett
Packard, IBM, Mannesmann-Kien-
Zle, Nixdorf and the state of Baden-
Wirttemberg. The planned activi-
tiesin Ulm are dosdy linked with
the growth of our company into a
high-technology enterprise. They
are to complement the traditional
research tasks of the individua
group member companies.

New, Efficent
Super Computer

Since 1980, the amount of technical
caculation has been growing by 30
to 50 % every year. This tendency
will continue in the next few years.
The use of numerical calculation
methods is increasing constantly,
and new means of representing and



simulating physica processes and
complex physical systems are being
applied more and more. For this
reason, we have raised the capacity
of our conventional Scdar compu-
ters, and in mid-1987 started using
one of the latest vector computers.
This system can save costs and time
by simulating crash tests, locating
sources of noise in engines, ascer-
taining how brake discs will deform
under thermal stress, and working
out the arflow characteristics of
missiles or the distribution of pres-
sure on high-speed propellers for
future generations of arcreft.

Computer-Aided Design
and Manufacture

In design and manufacturing,
computer-aided information tech-
nology can help to accelerate alarge
number of processes. These depart-
ments currently have over 500
graphics work stations. The appli-
cation of CAD/CAM/CAE technol-
ogy will increase considerably in the
next few years. It is our objective to
integrate this technology in such a
way that these information systems
can be used in an unbroken line dl
the way from the design to the
manufacture of our products
(CIM).

Materias and
Manufacturing Research

The objective of modern manufac-
turing research is to meet the con-
stantly rising design standards set
for atechnical product. It provides
the basis on which the potentia of
today's materials can be fully
exploited. The necessary basic
knowledge for each spexific applica-
tion has to be acquired both in ma
terids technology and in production
technology by means of experimen-
tation. This knowledge can then be
used, for example, in the develop-
ment of expert process systems in
design and manufacture. Main areas
of emphasis of our manufacturing

Research and Technology

Sressesin a crankshaft revealed asaresult of afinite element computation made by the CRAY veaor computer.

Kinematic simulation of planetary gear withthe" CATIA/CAD/CAM" System.

Sressanalysisfor arear axlecarrier, conducted by a CRAY computer.



Research and Technology

Since the end of 1980, a supplemental restraint system for the driver has been offered:

the airbag in the steering wheel. More than 400,000 Mercedes automobiles have been thus equipped.
Now, with an airbag for the front passenger too, in combination with the standard seatbelt
tensioners, Daimler-Benz offers a comprehensive system to reduce the risk of injury in head-on collisions.

research currently include corrosion
protection of aluminium parts, plas-
tics in vehicles, surface technologies
and the further reduction of pollu-
tion from factories.

Harmonization of
Regulations

One approach which could effec-
tively help to reduce the environ-
mental impact would be the inter-
national harmonization of emission
regulations in Europe.

Following the amendment to the
Treaty of Rome, guidelines can now
aso be laid down by mgority deci-
sions taken by the member states
of the European Community. How-
ever, this deviation from the pre-
vioudy practised principle of una
nimity means that, in certain cases,
specid regulations within individu-
a countries are possible. If various
different designs of emission con-
trol systems should be necessary for
individua countries in future, this
would undoubtedly result in un-
economic, small-scale production
of vehicles.

Environmental Protection -
Only International
Measures Can Be Effective

For Daimler-Benz, constant im-
provement of the environmental
compatibility of vehicles has long
been a mgor am of research. This
is documented by the following:

Since September 1986, dl our
cars with gasoline engines have
been available with the closed-
loop, three-way cadytic conver-
ter as standard. This means we
are complying with the limits
laid down in the "Luxemburg
Compromise" severa years be-
fore they take effect.

i Since September 1985, Al new or
further-developed Daimler-Benz
commercia vehicle engines have
exhaust emissions at least 20 %
below the limits prescribed by
ECE regulations.

Since the beginning of 1988, 4l
our new or further-devel oped
commercia vehicle engines have
been 40 % below the legd limits
for carbon monoxide (CO) and
hydrocarbons (HC).

Planned Test Track

We are currently examining the re-
quirements and dternative locations
for asuitable test track. A decision
may be expected before the end of
this business year. Test driving is ao-
solutely essential for the develop-
ment, trias and type approval of
technically sophisticated, operation-
dly rdiable vehicles.

Design -
aTax for the
Whole Group

In the area of design, inter-discipli-
nary coordination processes involv-
ing dl those concerned are required
for determining the future shapes of
group products. Work on the de-
velopment of Strategies relating to
the group's corporate identity is sill
being carried out.



Further Increase in
Purchasing Volume

In 1987, the group's worldwide pur-
chases of goods and services
amounted to approximately DM 40
billion. The increase of about DM 2
billion is attributable to the higher
output by the Passenger Car, Com-
mercia Vehicle, AEG and MTU di-
visions, and to more extensive in-
vestments both in Germany and
abroad. The quantities purchased by
our foreign subsidiaries, which in
some cases increased considerably,
do not accurately reflect the D-mark
value of the purchases due to cur-
rency fluctuations.

Materials Management

Daimler-Benz AG aone purchased
raw materials, factory supplies, cap-
it goods and services to the
vaue of DM 23.8 hillion (1986:

DM 227 billion). Less than 10 % of
this was from abroad, although the
trend is rising. Altogether, materia
prices in 1987 remained more or less
stable. The supply of our manufac-
turing plants with materials and
parts was assured at dl times.

Close Cooperation
with Suppliers

In close cooperation with our sup-
pliers, we were gble to achieve fur-
ther improvements in safety and en-
vironmental compatibility - both
for the vehicles themsalves and in
production.

Procurement in the capital goods sector: this ultra-modern gang press for large partsin the Bremen plant
was developed in cooperation with a specialist in the plant and equipment industry.

In order to take peopl€e's growing
environmental awareness into ac-
count, our suppliers, in consultation
with us, have consderably expan-
ded their capacities for producing
closed-loop catalytic converters for
initial and subsequent installation.
For the further improvement of en-
vironmental protection in produc-
tion, we are cooperating with spe-
cidist companies in the chemica
industry and with paintshop
systems manufacturers to develop
water-soluble and therefore low-
pollutant paints and processes
which will meet the high standards
we apply to our paintwork finish.



Materids Management

Our commitment to socid wefare
has dso been continued. Our group
of suppliers now includes 50 work-
shops for the handicapped and for
the blind, which have the same sa
tus. The volume of orders placed
with these workshops rose by more
than one-third as compared with
the previous year.

Sinceit is only in cooperation with
our suppliers that we can meet the
chalenges of an automotive indus-
try in which competition is becom-
ing keener and keener, we are sys-
tematically examining our own
manufacturing range to determine
whether we can purchase certain
goods and services less expensively
in international markets. At the
same time, we are planning to work
more closdy with suppliersin the
fields of research and development.

Carrying Out
Investment Projects

We were able to carry on our com-
prehensive investment program ac-
cording to plan. In parts of the
capitd goods market, the supply s-
tuation was more relaxed in 1987.
We succeeded, for instance, in put-
ting into service certain specid ma
chinery and modern transfer lines
for the production of engine parts
about one year earlier than origina-
ly expected. Even short-term pro-
jects could be carried out smoothly
under such market conditions.

Barter Business

The share of such business in world
trade has been growing steadily
over the past few years. As a com-
pany strongly geared to exports,

Daimler-Benz must accept this de-
velopment. We have therefore
agreed on ajoint venture between
our subsidiary "Industriehandel
Handels- und Industrieausrustungs-
gedlschaft mbH" and "Metalge-
Hlschaft AG", Frankfurt am Main.
With this new approach we cannot
only better meet the growing de-
mands for barter trading in exports,
but dso take the initiative ourselves
S0 as to promote our exports.

Materid and Information
Flow Further Optimized

In order to further optimize materi-
a flow, we geared the awarding of
orders even more to logigticd con-
siderations in 1987. The knowledge
and experience we have gained over
many years with "just-in-time" sy-
stems were incorporated into a
precision-control system which d-
lows the supply of materids to be
planned to the hour. In this man-
ner, we have tapped a further po-
tential for cost reduction.

Within the framework of our infor-
mation transfer policy, over a hun-
dred of our suppliers are now in-
cluded in our long-distance data
communication system. The eec-
tronic exchange of data alows in-
formation to be passed on rapidly
and efficiently, which helps to save
cogts for dl concerned when han-
dling orders.

We would like to express our
thanks and appreciation to dl the
supply, transport and service com-
panies, whose cooperation and
commitment contributed to our
joint success.



Sdes Network
Further Extended

Our worldwide sdes organization
for cars and commercia vehicles
comprises 5900 sdes and sarvice
outlets in 170 different countries. In
1987, both Daimler-Benz and our
various contractua partners inves-
ted extensively in this network to
raise efficdency even more. Conti-
nuing and advanced training mea-
aures for the sdles and service per-
sonnel were intensified, involving
the use of considerable g&f and fi-
nancial resources. More than 80 %
of the approximately 125000
employees in the Mercedes-Benz
sdes organization throughout the
world attended training and infor-
mation courses in 1987. Through
these activities, we am to further
improve our quality of customer
care and service before, during and
after the sde of a Mercedes.

Improving Services

The growing use of mechanical/
eectronic or fuly dectronic systems
in vehicles means that workshops
have to be equipped accordingly, to
ensure that the high quality of Mer-
cedes service is maintained. With
the ad of the most up-to-date in-
formation and communication tech-
nology, we are currently developing
a system for making the examina-
tion and diagnostic process in work-
shops even more efficient than
before.

The emergency repair service, which
we have been operating successfully
in Europe for some time, was intro-
duced in a number of other export

markets in 1987, eg. in Australia

and Maaysia There, as elsewhere,
the service is available to customers
around the clock. In the North
American market, nearly dl the 432
Mercedes-Benz car deders are
included in the Roadside Assistance
Program, to give customers help
when they need it. Worldwide,
there are now about 3200 Mercedes
sarvice vehicles in operation; in the
countries of the Third World, it is
above dl our cross-country vehicles
which have proved themselves
here.

Transport Consultancy for
Commercia Vehicles

Transport Consultancy, both on the
technical and business administra-
tion side, is an important part of the
range of services for our commer-

cd vehicle customers. At the Inter-
national Motor Show in Frankfurt
am Main, we presented "Mercedes-
Benz ASSISTANT". Thisisa
computer-based information, com-
munication and control system for
road haulage which takes into ac-
count the growing demand for
comprehensive, made-to-measure
solutions to individual transport
problems. In 1987, Transport Con-
sultancy was introduced in Ity and
Spain, so we are now dble to give
our customers more detailed advice
on questions of economical vehicle
operation, fleet structure, vehicle
selection and transport task andysis
in dl the large European markets.
Mgor fleet customers in the Fede-
ra Republic of Germany, Belgium,
the United Kingdom, the Nether-
lands and Spain are Ao given ex-



pert support, by specidly trained
employees, in dl business, organi-
zational and technical matters.

More Service Training

In 1987, more than 83,000 employ-
ees attended a total of 7,300 diffe-
rent service training courses held
both centrally and on location dl
over the world. With the opening
of a new training center in Milton
Keynes, United Kingdom, we can
now enlarge the scope both of prac-
tical product training and of contin-
uing and advanced training for man-
agerid gaf in the service sector.
Freightliner established a new train-
ing school near Chicago, thereby
giving us atota of four training

centers for the employees in our
North American commercid vehi-
cle sarvice network. All over the
world, 285 instructors are active in
over 60 sarvice training centers.

Supplying Origina
Mercedes-Benz Parts

Our three-tier system for supplying
customers with parts and accesso-
ries - central depots, wholesale and
retail outlets - which ensures rapid
and smooth deliveries of Mercedes-
Benz origina parts, was further ex-
tended in 1987. Work on our cen-
tral depot for car and commercia
vehicle parts in Germersheim began
as planned. Two new central depots
are being established in Athens and
|stanbul. At the same time, we fur-

1n 1987, Daimler-Benzparticipated in 22 inter national automobile shows and motor shows,

aswell as 37 international exhibitionsand tradefairs. This picture showsour newly-designed automobile

stand at the 52nd I nternational Automobile Exhibitionin Frankfurt, West Germany.

ther improved computer-aided
communication between the central
depots in Sinddfingen and Worth
and the wholesde leve in Germany
and abroad. This provides us with
the logistical basis for maintaining
the highest standards in supply, ser-
vice, delivery speed and economy
al over the world, even with an in-
creasing variety of parts: currently
300,000 different items, rising to an
expected 330,000 or more by 1990.

To enable us to work even faster
and more efectivdy in the sarvice
organization, we intend to link dl
the domestic retail branches and re-
gional depots with a modern,
computer-aided communication
network.

Broader Range of

Financing and Leasing

Sarvices
A growing number of customers are
taking advantage of financing and
vehicle leasing services. In 1987, we
made increasing use of these impor-
tant sdes instruments in dl our
markets (see dso pages 73 ff). For
the financing and leasing of Mer-
cedes cars and commercid vehicles
in Germany, the newly-founded
Mercedes-Benz Finanz GmbH
enable us to offer complete pac-
kages to customers, tailored to their
individual requirements.

Domestic Retail
Branches Modernized

In the year under review, new
branch buildings were opened in
Mainz and Duisburg, and a modern
used car center in Kassel. With
their appealing design and modern
equipment, these new buildings a-
low attractive presentation of our
vehicles and even better conditions
for sarvice activities. In alarge num-
ber of workshops, efficient environ-



mental protection equipment was
installed, such as technically opti-
mized collection points for waste
material, water pretreatment and
purification facilities.

Strengthening Our
Market Presence Abroad

Abroad, we are directly represented
by our own sdes companiesin 25
different countries. In 1987, these
companies made a mgjor contribu-
tion to strengthening our interna-
tiona market position, with a sdes
volume of DM 184 billion, com-
pared with DM 17.3 hillion in 1986
(for data on sdes and results, see

page 74).

Despite the continuing sSlump in
demand in the Middle East, we
have retained our service network
there. As part of our long-term
srategy, alarge number of projects

designed to extend our range of ser-
vices in this important saes region
were executed. New service/sales
centers were established in Egypt
and the Sudan.

With the expansion of our sdes
and service organization in the
high-growth markets of the Far
Eadt, we are aiming to win over
new customers. Apart from Japan,
where for the lagt two years we
have had our own sdes company,
Mercedes-Benz Japan Co. Ltd.,
promising sdes prospects for Mer-
cedes vehicles are dso to be found
in South Korea. Following the lift-
ing of the import ban on cars with
cubic capacities of over 2000 c.c. in
mid-1987, Daimler-Benz became the
firg foreign manufacturer to export
cars to Korea - in admittedly smdl
yet steadily increasing numbers. On
the commercia vehicle side, the

In May, 1987, the new Daimler-Benzbranch officein Duisburg was opened.

main emphasis of our activities in
this region is on specia-purpose ve-
hicles. As part of our éfort to
establish a sdes network in South
Korea, we succeeded in winning
over the Han Sung Motor Compa:
ny as Mercedes-Benz Genera Dis-
tributor. At the beginning of 1983,
Seoul received a new service center
for Mercedes cars and commercial
vehicles.

In Taiwan, there were more than
1500 new registrations of Mercedes
cars, since the market was first ope-
ned in 1980, the Mercedes car
population has risen to 12,000. The
population of Mercedes cars in the
Peopl€e's Republic of China has adso
risen constantly in the last few
years. We have, therefore, enlarged
our sarvice offering, and have set up
aworkshop in Beijing in which the
employees have been trained by us
in dl maintenance and repair work.
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Personnel Policy Subject
to Changing Conditions

The technologica chalenges and
the organization of the workplace,
which these necessitate, are gaining
in importance in our personnel
work. We regard the new technol-
ogies above dl as an opportunity
for new growth and for further im-
provements in working conditions.
This presupposes that we succeed
in forming technology in such a
way that it remains economica and
manageable. This means that our
personnel departments are taking a
more active part when investments
are being planned, so that ergonom-
ic and employee-related aspects are
incorporated into the design of
work systems and work stations
right from this early stage.

Employment

Constructive Cooperation
With Employee
Representatives

Cooperation with the general labor
council at the corporate level and
with individua labor councils at the
locd levd, as wdl as with the com-
mittees representing our company's
senior managerid g4f, continued to
be constructive in 1987. It was dis-
tinguished by mutual efforts not
only to demand rights but adso to
accept duties. Asin previous years,
agreements were reached with the
general labor council which reflect-
ed an acceptable baance between
the interests of the employees and
those of the company.

Employment Situation
Remains Positive

At the end of 1987, the Daimler-
Benz group employed 326,288 peo-
ple worldwide (1986: 319,965), of
which 262,658 (1986: 257,538) were
in Germany. In Daimler-Benz AG,
the workforce grew - above dl in
the Passenger Car Division - by
2,711 to 169234 people.

The employment-securing practice
of temporarily reassigning employ-
ees from one domestic plant to an-
other again proved successful in
1987. This short-term balancing of
employment between plants d-
lowed us to react flexibly to fluc-
tuations in the production pro-
grams. The costs that this entalls,
however, should not be underrated.

Employee Structure of
Damler-Benz AG

Of the 169,234 employees of
Daimler-Benz AG at the end of
1987,115,242 were wage earners,
44,345 were sdary earners and 9,647
were trainees and apprentices. The
number of foreign employees was
26,511, only dightly below that of
the previous year (26,793). About
12 % of the workforce was made up
by women. The average age of the
employees was 385 years, while the
average length of service with the
company was 124 years.

In Daimler-Benz AG, 20,996
employees had been with the com-
pany for more than 25 years. In the
year under review, 1911 employees
were honored for 25 years of sar-
vice, 269 for 40 years and one for 50
years.

Employment of the
Severely Handicapped

At year-end, Daimler-Benz em-
ployed 6,944 severely handicapped
people. Although their number rose
by 62 as compared with the pre-
vious year, we were dill not able to
achieve the legdly prescribed quota
of 6 %. Thiswas due primarily to
the fact that alarge number of se-
verdly handicapped people took ad-
vantage of the early retirement law,
and to the fact that the socid agen-
cies have, over the last few years,
adopted dtricter examination stan-
dards in determining severe handi-



Employment

caps. Asin the last 10 years, how-
ever, we ill did not have to make
a compensatory payment, since we
awarded orders to the vaue of

DM 175 million to outside work-
shops for the handicapped.

Employees

Further Increase in
Personnel Expenditures

The firg few months of the year
under review were marked by diffi-
cult labor negotiations. By May,

more or less uniform results could,
however, be reached in the essen-
tid pointsin dl the regions
involved. Wages and sdaries were
raised by 37 % effective April 1,
1987. On April 1,1988, working



time was reduced and there was a
further pay rise of 2 % at the same
time. Another increase in remuner-
ations - by 25 % - is planned for
April 1,1989. In accordance with the
new labor agreements, dl wage ear-
ners in the plants of Daimler-Benz
AG now receive a monthly wage
which compensates for fluctuations
in working time over the year, d-
fective April 1,1988.

Effective April 1,1988, the average
weekly working time was reduced
to 37.5 hours; for apprentices and
trainees, a workweek of 385 hours
was agreed upon. Beginning on
April 1,1989, the average weekly
working time will be 37 hours.

Following the conclusion of the la-
bor agreements, negotiations began
as to how these were to be imple-
mented within the company. These
continued into the current year, and
resulted essentidly in a continuation
aong the path laid down by the
agreements to date, abeit with new
upper and lower limits,

With more or less stable prices, per-
sonnel costs once again went up
considerably more than the increase
in productivity. This was due to the
shortening of worktime without re-
duction in pay plus the additional
increase in income provided for in
the bargaining agreement. We must,
therefore, make dl the more effort
to improve our cost structuresin dl
areas. The project for optimizing
our overheads was, therefore, con-
tinued with vigor.

Employment



Employment

In the year under review, the Socid
Security contribution rate reduced
from 192 % to 18.7 %; at the same
time, the unemployment insurance
rate went up from 4.0 % to 4.3 %.
The nationa hedlth insurance ingti-
tutions once again raised their con-
tribution rates, from 122 % to

128 °la For this reason, the socid in-
surance contributions levied on
companies aso increased.

Restructuring of the
Daimler-Benz AG
Pension System

Through the agreement to restruc-
ture the company pension system
of Daimler-Benz AG concluded in
February 1987, we diminated the
dependence on the national pen-
sion system and now take the
actuad requirements of our employ-
€es better into account. Each per-
son's length of service with the
company now plays afar more im-
portant part in determining pension
benefits.

Within the framework of the pri-
vate pension system, which is the
most important of the socid bene-
fits provided by Daimler-Benz AG,
DM 228 million was paid to 40,300
pensioners, widows and children.
As provided by the private pension
law, we raised the payout for 21,500
pensioners and widows who started
receiving pension benefits before
1974 or for the first time in 1975,
1978, 1981 and 1984, by an annua
total of DM 2.6 million. We helped
approximately 6400 employees
with one-time assistance payments.
In order to cover future benefits, we
dlocated DM 11 hillion to pension
provisions and the Daimler-Benz
Provident Fund.

Higher Company Benefits

The Christmas bonus and specid
remuneration rose to an average of
DM 3622 per digible employee
(excluding trainees). The total
amount paid out was DM 59%5
million.

As dtipulated in the labor agree-
ments, each employee received

DM 52 per month plus a voluntary
payment of DM 156 towards the
formation of persona capitdl. In ac-
cordance with the new Capital
Formation Law, employees were for
the first time offered the opportu-

Structure of Personnel Expenses - Daimler-Benz AG



nity to buy either one or two
Daimler-Benz AG or Mercedes-
Automobil-Holding AG shares at a
preferentia rate in 1987. Each em-
ployee was dso alowed to put

DM 312 into company debt certifi-
cates with an annud interest rate
of 8 %. Lagt year, employees bought
atotal of 145365 shares, and

28817 employees bought company
debt certificates.

Loans totaling DM 55 million were
extended to employees for the con-
struction or purchase of 2,229
homes and appartments in 1987.

The ratio of personnel expenditure
(excluding pensions) to total out-
put was 26.8 %; wages, sdaries and
socia benefit levies rose by 55 % to
DM 111 billion.

The table on the following page
shows the structure of personnel
expenditure of Daimler-Benz AG.

More Early Retirement
Contracts

By the end of 1987, approximately
5600 employees of Daimler-Benz
had taken advantage of the early re-
tirement agreement which is valid
until the end of 1988. Additional
ealy retirement contracts were con-
cluded for 1988. Of the vacancies
created by early retirement, we have
refilled 70 %. The agreement there-
by achieved its main labor market
objective, although here, too, the
considerable costs involved should
not be overlooked.

System for
"Administration of
Employee Data"

The enormous amount of emp-
loyee-related datain Daimler-Benz
AG necessitates the use of modern
information processing in the per-
sonnel sector as esewhere. Without
amodern data management system,
the implementation of stipulations
provided for by law, collective or
loca bargaining agreements would
no longer be possible.

To provide the badsis for such an in-
formation processing system, an
agreement on "Administration of
Employee Data' was concluded
with the labor council at the end of
1987. The agreement documents the
joint efforts made by the company
management and the general labor
council to diminate fears that em-
ployee data are not sufficiently pro-
tected or can be misused. It is aso
to ensure, in the long term, that the
processing of employee datais per-
formed sysemdicaly and efficiendy.

Employment

Preventive Health Care
and Socid Advisory Service

Medicd care at Daimler-Benz was
provided by 36 plant doctors and
151 qualified medicd technicians.
One main area of emphasis for their
work was in the planning of work
stations, especidly for employees
who can no longer perform at peak
dfidency, and in caring for them at
work. Another main area of empha-
ss was the implementation of the
Dangerous Materids Regulations
which came into force in 1936.

A total of 610 foremen and group
foremen took advantage of the
three-week preventive stay at a
health spa offered by the company
last year, while 620 employees ben-
efited from a smilar program for
shift workers.

Due to more intensive efforts pro-
moting comprehensive sifety at

work, the number of industrial ac-
cidents in Damler-Benz AG reach-
ed its lowest-ever level throughout

Additions to the range of in-house advanced vocational training in 1987 once again
emphasized new technological developments. Our goal isto help employees adapt their knowledge
and skills to the changing demands and prepare them for new tasks.



Employment

the whole company, faling by 7.4 %
to 58.8 accidents per million pro-
ductive man-hours. Our activities
included specid safety training for
managerial gaff and the devel op-
ment of technical and organization-
a improvements to safety at work,
some of these in workshop circles
specificaly set up for this purpose.
At the Gaggenau plant, we carried
out apilot project to improve the
work of the sefety specidlists, de-
signed above dl to try out new
forms of cooperation with foremen
and group foremen.

The average absentee rate due to ill-
ness - based on nominal man-hours
- was 7.7 %. Among wage earner's,
the figure was 9.2 % (1986: 9.1 %)
and 3.7 %(1986: 39 %) among sday
earners.

In the plants of Daimler-Benz AG,
there are 16 fully qualified socid ad-
visors. They are there to help our
employees with particular personal
problems, such as addiction prob-
lems, psychogenic problems, blame-
less hardship cases, difficulties due
to serious illness, or other personal
crigs situations.

Every Third Suggestion
for Improvement
Put Into Prectice

In 1987, the employees of Daimler-
Benz AG submitted over 21,800
suggestions for improvements. This
dearly demonstrates how much the
employees identify themselves with
the company and its products. The
high qudity of the suggestions is in-
dicated by the fact that every third
suggestion was acted on. A total of
DM 6.1 million was paid out in
bonuses and awards.

A stress electrocardiogram administered by a factory medical technician is part of preventive medicine.
In 1987, more than 4,000 electrocardiograms were carried out company-wide.

Job Design and
New Technologies

As part of the planning work for
the car assembly plant in Rastatt,
proposals are being developed in
cooperation with awork group
from the genera labor council, re-
lating to new work structures and
jobs, dternative models for work
organization and ergonomic design
considerations. Personnel and hu-
man engineering aspects, together
with new forms of cooperation, are
being given much thought here.

In our efforts to develop work sta-
tions, machinery and equipment er-
gonomicdly, we have taken the pre-
caution of using new instruments of
andysis and design, so as to avoid
negative influences on work and
health. At the end of 1987, for in-
stance, the foundation stone for an
ergonomics laboratory was laid in
the Kongen sub-plant. Through the
use of videosomatography, it is pos-
sible to recognize, and therefore
avoid positions which are awkward
for the human body, dreedy at the
planning and design stage of ma

chinery and equipment. The equip-
ment and know-how of the ergon-
omics laboratory are avalable to dl
the plants, so as to further raise the
standard of workplace design at
Daimler-Benz AG.

Vocationd Training,
Continuing Training and
Advanced Training for
Manageria Personnel

Degspite the fdl in the number of
youngsters completing public
schools, and the resultant lower de-
mand for training placements, 2,957
young people started vocational
training with us. Of the total of
9,647 trainees and apprentices a the
end of 1987 - 57 % of the workfor-
ce - more than 7,300 young people
were preparing themselves in
Daimler-Benz AG for their future
jobs in one of the 53 technica kills,
and over 1500 were apprenticed in
one of the 12 business occupations.



Within Germany, 3450 young peo-
ple were in training with AEG, over
800 with MTU and nearly 250 with
Dornier.

In our plants and retail branches, we
restructered the jobs for metalwor-
kers and dectricians starting train-
ing in the fdl of 1987. About 80 %
of our technical courses were afect-
ed. With the start of training in
1987, pilot vocationa programs for
high-school graduates were initiat-
ed at the Sindlefingen, Worth and
Gaggenau plants.

Within the vocational college
system, Daimler-Benz has been in-
volved, since 1987, in providing de-
gree courses for high-school gradu-
ates in business administration,
specidizing in business informatics.

Our extended range of job-related
courses for our employees, and ad-
vanced training courses for our
managerial personnel, were attend-
ed by more than 82,000 peoplein
Daimler-Benz AG and 123,000 em-
ployees in the group. The main em-
phasis was given to acquiring new
technical sKills, especidly in data
processing and engineering. Con-
current with the installation of com-
puter terminals in many depart-
ments, large-scae training programs
were conducted in CAD/CAM
techniques, in new word processing
systems and in “individua data
processing”; alarge number of fur-
ther training courses dealing with
new technologies were aso intro-
duced.

An advanced training program for
upper-level managers, encompas-
sing dl group companies, was
initiated. Thefirst joint seminars
took place in the second half

of 1987.

Thenew food service center of the Mannheimplant wasinaugurated at theend of 1987.
Thereisseating for 650 inthedining roomand for 200 inthe cafeteria.

Upto 4,200 mealscan beserved daily.

Employment

Information Work
Intensified

In-house communication of infor-
mation, particulary to managerial
q4f, was intendfied consderably in
1987. Thisisin keeping with our
policy of using information as a
management instrument, providing
employees with comprehensive in-
formation so as to help them both
in their work and in their role as
"representatives” of the company in
public.

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. Cooper-
ative effort and mutual understand-
ing helped to make 1987 a success
ful business year, despite a deterio-
ration in genera conditions.



Consolidated Financid
Statements for the Year
1987 Under The New
Accounting Principles

The simultaneous application of the
new accounting rules for both the
financia statements of Daimler-
Benz AG and the group should

Finance

provide better insight into its finan-
cid condition and profitability.

While the change in accounting
rules had only little effect on the
financid statements of Daimler-
Benz AG, there was a sgnificant
impact on the consolidated financial
statements.

Expense Structure Total Revenue Daimler-Benz AG

Consolidated Net
Income Equa
To Previous Year

While sales increased by 3 %, total
output grew by 4 % to DM 69.1 hil-
lion. The increase in inventories re-
sulted from agrowth in finished
goods in the car sector, as well as
an order-related inventory increase
a Dornier. Due to an expansion in



production in nearly dl sectors of
the group, therewas a 38 %
increase in cost of materials, how-
ever, the ratio to total output re-
mained unchanged from the previ-
ous year. The increase of personnel
expenses, by DM 13 hillion to DM
20.7 billion, was due to the hiring
of new employees, higher wages
from labor agreements, as well as
the restructuring of the pension sys-
tem of Daimler-Benz AG. Depre-
ciation adlowances of DM 32 hil-
lion were 55 % below the 1936 level.
This was due to lower depreciation
allowances on prior years fixed as-
st additions and declining extra
ordinary depreciation alowances of
the parent company. With the

growing investments of the next
few years, depreciation will again
increase.

Even though Daimler-Benz AG's
interest income rose DM 42 million,
consolidated interest income de-
clined DM 153 million to DM 777
million despite a higher liquidity. It
was not only the increase in the va-
ue of the D-mark which affected in-
terest income, but also the dimina-
tion of the inflationary profit from
interest income in the high-inflation
countries of Brazil and Argentina.
Operating income fdl by DM 583
million to DM 53 hillion. After de-
ducting DM 3.1 hillion (down

DM 644 million from last year) for

Bdance Sheet Structure Daimler-Benz Group

Finance

income taxes and DM 379 million
for other taxes (up DM 46 million
from last year), consolidated net
income for the group amounted to
DM 1,7& hillion vs. DM 1,767
billion for 1986.

Uniform Vauation Affects
Bdance Sheet Ratios

The consolidated balance sheet to-
tal rose by DM 4.3 hillion to DM
465 billion versus the re-stated pre-
vious year's total. The non-current
assets increased to DM 13 hillion;
their share of total assets went up
dightly to 26.2 %. Inventories at
DM 118 hillion, approximately
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one-third of which were financed
through advance payments from
customers, were little changed at
171 % of total assetsvs. 181 % inthe
previous year. Liquid assets of DM
16.1 hillion are comprised of securi-
ties, cash, accounts receivable and
other assets and represent 34.9 % of
total assetsvs. 34.8 % in 1986.

Equity - excluding unappropriated
profit - was dearly reduced as are-
sult of the changeover to the new
accounting principles, in particular
the uniform valuation method used
by dl group companies. This means
that the equity ratio in terms of the
consolidated balance sheet total was
sgnificantly reduced, from 264 % to
20.8 % in the current year despite an
allocation to retained earnings of
DM 11 hillion. The fixed assets cov-
eragereached 792 %vs. 1023 %in
the previous year. The reduction of
equity is due to the reclassfication
or group retained earnings to differ-
ent balance sheet accounts and va-
uing them on the same conserva
tive basis as those of Daimler-Benz
AG. This becomes apparent
through the growth of provisions to
DM 24.3 billion, from DM 194 bil-
lion, with aresulting increase to
52.3 % of the balance sheet total,
from 46.1%. Furthermore, aside
from the fixed assets and net inven-
tory, 34.3 % (32 % in 1986) of there-
maining current assets are financed
by equity as well aslong- and
medium-term provisions.

Investments Financed
Through Internally
Generated Funds

Asin the past, large additions to
non-current assets of DM 5.3 hillion
were financed entirdly out of earned
cash flow of DM 7.3 hillion (DM
70 billion in prior year). A full DM
14 billion of non-current asset ad-
ditions pertained to our domestic
and international vehicle leasing
companies. Mercedes-Benz Credit
Corporation, U.SA., issued a $100
million bond to support its ex-

panding programs. In the spring of
1988, a further $100 million bond is-
sue was launched exclusvely to
sarve the matched refinancing of our
worldwide leasing programs.

Only three-fourths of the DM 2 hil-
lion excess cash flow over invest-
ments was needed to finance the
net increase in inventories, the in-
creases in the various accounts of
current assets and the dividends for
the year 1986.

While medium- and long-term lia
bilities increased by DM 1.3 hillion,



short-term liabilities were reduced
by DM 400 million.

Net liquidity - i. e. liquid funds net
of short-term bank obligations -
grew once again by DM 13 billion
to DM 149 hillion.

Financing Principles

Liquid assets - DM 16.1 hillion
(DM 147 hillion in the prior year)
- are invested with the objective of
the company being able to meet dl
its operational requirements on a
short-term basis. We, therefore,
manage our investments in securi-
ties so that maturities dovetail with
our medium-term finance plan. The
resulting portfolio for our domestic
companies consists of DM invest-
ments in first-class borrowers with
an average portfalio life of two to
three years.

It is amatter of policy of the group
that strategic fiscal decisions are
made centrally, while operational fi-
nancid measures are made on ade-
centrdized basis. This concept has
proven itsdf of value especidly for
our foreign operations, since it d-
lows us to take into consideration
the many characteristics and oppor-
tunities of the various capital
markets.

We try to mitigate and limit the
currency exposures inherent in the
ongoing delivery programs to the
foreign operations by a consistent
corporate currency stabilization pol-
icy. It is our generd drategy, depend-
ing on anticipated exchange rate
developments, to cover approxi-
mately one hdf of the planned de-
livery volume for the next Sx to
twelve months by foreign currency
contracts.

Financing
Requirements of
Emerging and
Developing Countries

Degspite a dhift in export sales to-
wards countries without balance of
payment problems, there continues
to be an ongoing financing need for
emerging and developing countries.
Traditionally we attempt to provide
a aufficient hedge againgt the risks
inherent in the export business. We
continued to pursue this policy dur-
ing the past fiscd year.

There was little improvement in the
financia situation of many third-
world countries, which have asg-
nificant need for the transportation
of goods. On the contrary, prob-
lems have intengified, particularly in
various African nations. Growing
debt refunding and an increasing
number of countries with debt
problems are making commercia fi-
nancing ever more difficult. This
trend is intensified due to the de-
creased backing of governmental
export credit insurance coverage.
The international financial institu-
tions have congtantly tightened
their criteria for new ventures.

Finance

Sdes Finance Companies
Extremely Successfulll

Due to an increasingly competitive
environment, sdes financing is
growing in importance. Direct leas-
ing and financing by the manufac-
turer offer improved service to our
customers both in the most impor-
tant European markets, aswell asin
the U.SA. und Canada, and thus
contribute to the strengthening of
the competitive position for our
products.

Following the dynamic develop-
ment of the last few years, there are
now twelve saes finance companies
- primarily company-owned opera
tions or joint ventures with experi-
enced financial partners. Through
the utilization of sales finance com-
panies, whose structure alows for
much higher debt ratios compared
to distribution and manufacturing
operations, we are able to keep cor-
porate equity infuson to a mini-
mum. The necessary equity to sup-
port the growth of the companies
can, to the largest extent be furnish-
ed by locd operations and holding
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Key Figure of Mgor Subsdiaries
of Damler-Benz AG

Oowner- Net Net Income?)
ship Equity?) 1987
in % million million

1) Figures from national financial statements for 1986/87, converted at year-end exchange rates.

2) Converted at average annual rates.
3) Consolidated.

4) See financial statements of Daimler-Benz Holding Nederland and Daimler-Benz of North America Holding Comp., Inc.

5) New business.
6) Fur 1987, consolidated figures.

Sales))
1987

million

Employees
a year-end



companies. For the issuing of third-
party debt we are able, asde from
financings through our traditional
bank partners, to tap the interna-
tional capita markets.

There was a strong increase in the
volume of our sdes finance organi-
zations during 1987. New business
for lease and retail financing reach-
ed approximately 56,000 units with
avaue of DM 33 hillion. Of this
amount 60 % were automobile con-
tracts and 40 % truck contracts. The
cumulative growth of outstanding
contracts was 18 %, reaching atotal
vaue of DM 54 hillion or 140000
units. Revenue from interest and
leasing receipts, as well as the sub-
sequent saes of the used vehicles
was DM 17 hillion during the fiscd
yedr.

In the U.S,, changesin tax laws led
to an increased demand for auto-
mobile leases, in which Mercedes-
Benz Credit Corporation was able
to participate to agratifying extent.
The truck financing business has
maintained the high leve of the
prior year.

Growth rates in Western Europe
were epecidly high. Mercedes-Benz
Finanziariain Italy experienced vol-
ume growth of aimost one-third.
Mercedes-Benz Credit AG, Switzer-
land, which has been active prima-
rily in the leasing sector since 1985,
was able to increase its new busi-
ness by more than hdf, while
Mercedes-Benz Finance Belgium
grew by one-fourth. At the begin-
ning of 1988, atruck leasing pro-
gram was introduced by our leasing
company in the Netherlands. In
France, more than one-fourth of
new vehicles sold by Mercedes-
Benz France were financed by us.

The Spanish sdes finance compa-
nies, which were organized as joint
ventures with Banco Hispano
Americano, began operations in
important sectors of the country
during the second half of 1987. Ac-
tivities will be expanded to the en-
tire country during 1988.

New Program
"Mercedes-Benz
L ease-Finance'

Domedtically we were able to again
expand the new lease business by
25 %, of which approximately three-
fourths were automobile contracts.
With the formation of Mercedes-
Benz Finanz GmbH, we will have
established the legd foundation for
aso offering our domestic custom-
ers vehicle financing. After com-
mencing operations during the sec-
ond half of 1988, this company,
along with Mercedes-Benz Leasing
GmbH, will be able to offer our
customers a complete finance and
lease program from the manufactur-
er for both cars and trucks. With
the "Mercedes-Benz Lease-Finanz"
program we are aso able to bring
our sales finance concept to the do-
mestic market.

Our business policies at home and
abroad were again in 1987 in con-
formity with the "OECD guidelines
for international enterprises’.
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Principa Subsidiaries and Affilisted Companies of Daimler-Benz AG
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Non-Current Assets of Damler-Benz AG



Application of the
Accounting Standards Act

Thefinancia statements of Daimler-
Benz AG and the consolidated
financid statements for the year 1987
were prepared, for the first time, in
accordance with the regulations set
forth in the Accounting Standards
Act.

The conversion to the new law
resulted in only minor changes in
financial statement presentation and
valuation methods. These changes
did not affect income when apply-
ing the transitional regulations; the
effects on equity capital were
negligible.

The assets and liabilities presented
in the consolidated balance sheet
were uniformly valued in accordance
with the Daimler-Benz guidelines.
The adjustments resulting from the
uniform valuation method, the
changes resulting from the capital
consolidation, the deferred taxes and
the valuation of afiliated companies
- in accordance with the transitional
rules - were charged to consolidated
retained earnings. Details can be
found in the notes showing changes
in shareholders' equity.

The company's consolidation prac-
tices did not change when applying
the new Accounting Standards.

Supplemental Information to Group and Daimler-Benz AG

Principles and Methods

In order to enhance the understand-
ing of the financial statement pre-
sentation, we have combined sev-
eral items in the balance sheet and
in the statement of income. These
items are separately shown in the
appendix. The comparative figures
for the previous year were adjusted
accordingly.

The financia statements of Daimler-
Benz AG and the consolidated
financial statements are presented in
millions of DM. They include the
proposals for the allocation of net
income.

Bdance Sheet
and Vduation

Intangible assets are valued at acqui-
sition costs, fixed assets at acquisi-
tion costs or self-construction costs.
The self-constructed facilities include
direct labor, direct materials and ap-
plicable manufacturing overhead.

The acquisition costs or self-con-
struction costs, respectively, are re-
duced by investment tax credits
earned and then depreciated.

The opportunities for special tax-
deductible depreciation allowances
were fully utilized, i. e. in connec-
tion with Section 7d of the Income
Tax Act and Section 82d of the In-
come Tax Regulation (environmen-
tal protection, and research and
development investments), Sec-
tion 14 of the Berlin Development
Law, Section 3 of the Zonal Border
Area Development Law, Section 6b
of the Income Tax Act and Para-
graph 35 of the Income Tax Guide-
lines.

Scheduled depreciation allowances
at Daimler-Benz AG were calculated
generally using the following useful
lives: 17 to 25years for buildings,
10 to 17 years for site improvements,
3 to 10 years for technical equipment
and machinery, 2 to 10 years for
other factory and office equipment.
Facilities used for multishift opera-
tions were depreciated using corres-
pondingly lower useful lives. Depre-
ciation allowances at subsidiaries
were sometimes based on longer
useful lives.

Movable property with a useful life
of four years or more is depreciated
using the declining-balance method.
We change from the declining-
balance method to the straightline
method of calculating depreciation
when the equal distribution of the
remaining net book value over the
remaining useful life leads to higher
depreciation amounts. Assets of
little value are expensed in the year
of acquisition.

Investments in nonconsolidated
subsidiaries, at cost and investments
in affiliated companies, at cost are
valued according to the lower-of-
cost-or-market principle; interest-
free or low interest long-term receiv-
ables are shown at their present
value.

The major investments in affiliated
companies, at equity, as shown in

the consolidated balance sheet, are
increased or decreased by the com-
pany's proportionate share of earn-
ings, losses and dividends (equity
method).



Raw materials, manufacturing sup-

Provisions for taxes and other pro-

plies and goods purchased for re-

visions are determined on the basis

sde are vaued a the lower of cost
or market. Manufactured goods at
Daimler-Benz are valued a manu-
facturing costs which include direct
materials, direct labor and applica
ble manufacturing overhead. At sub-
sidiaries, manufactured goods from
large-scde production are dso val-
ued at manufacturing costs; the re-
maining manufactured goods are
vaued a manufacturing costs as pre-
scribed by tax law. Reasonable de-
ductions are made for inherent in-
ventory risks, e. g. for reduced
usability after prolonged storage or
after design changes.

Receivables - if non-interest bear-
ing - are reduced to their present
value at the balance sheet date, and
are valued taking into account dl
known risks. A lump-sum dlowance
for doubtful accounts on a country-
specific scde of 1% to 10% is de-
ducted from the receivables in rec-
ognition of the general credit risk
inherent in receivables.

Treasury stock is valued a the pro-
spective issue price to employees.
Securities are valued at the lower of
cost or market.

Provisions for old-age pensions and
smilar obligations in Daimler-Benz
AG and consolidated financia state-
ments, respectively, are actuarialy
determined on the basis of an in-
terest rate assumption of 35% us-
ing the Entry Age Actuaria Cost
Method. We have included in our
caculations of current pension ex-
penses dl digible employees, taking
into account company-specific-
fluctuation probabilities (actuarial
gaing/losses). Pension accrud starts
with entry age and ends with ex-
pected age of retirement.

of fair and reasonable business judg-
ment. The obligations in the per-
sonnel and socid area are reflected
in the financial statements at non-
discounted values expected to be
paid in the future, or proportion-
aely as benefits are vested.

Liabilities are shown &t their repay-
ment amount.

Companies Included
in Consolidation

The consolidated financial state-
ments badcdly include - apart from
Damler-Benz AG - dl domestic
and foreign subsidiaries.

Not included are 12 domestic and
62 foreign subsidiaries, whose effect
on the consolidated financia state-
ments is not materia, and 11 com-
panies administering pension (prov-
ident) funds whose assets are solely
used for pension purposes.

The companies included in consoli-
dation encompass - apart from
Daimler-Benz AG - 84 domestic
and 189 foreign subsidiaries.

A complete liging of our ownership
will be deposited with the commer-
cid regigtry office a the county
court in Stuttgart (Dept. B No 173).

During the year, 28 companies have
been added to and 6 companies de-
leted from consolidation.

The changes in the consolidated

group have not impaired the com-
parability with last year's consoli-
dated financial statements.

Principles and Methods

Principles of Consolidation

Capital consolidation was &-

fected according to the "book vaue
method" where the parent's acqui-
sition costs are eliminated against
the relevant share capital and re-
tained earnings at the time of ac-
quisition. The difference resulting
from this elimination (goodwill) is
charged to retained earnings.

Pursuant to the transitional regula-
tions, we have charged the "Cogt of
Investments in Consolidated Subsid-
iaries in Excess of or Below Book
Vdue & Acquisition”, as shown in
the 1986 consolidated financid state-
ments, to retained earnings.

Profits earned by subsidiaries after
date of acquisition are added to con-
solidated retained earnings. The un-
appropriated profit as shown in
the financia statements of Daimler-
Benz AG and in consolidated finan-
dd statements is thus the same.

In the consolidated financial state-
ments we have included 66 assoc-
iated companies. These will be re-
gigtered with the commercid registry
office a the county court in Stutt-
gart.

Of these, 44 companies are shown
under investments in dfiliated com-
panies, at cost less write-downs as
they are not materia to the consoli-
dated balance sheet, financia posi-
tion and results of operations.

For the remaining 22 associated
companies, we have, in accordance
with the transitiona rules, credited
to consolidated retained earnings the
difference between their propor-
tional net equity value and their
book value at January 1, 1987.

Intercompany receivables and pay-
ables have been diminated; the dif-
ferences resulting from debt consol-
idation have been charged or
credited to income.



Principles and Methods

All materid intercompany profits re-
sulting from intercompany sdes of
goods and services have been dim-
inated. The same holds true for slles
of goods and services by associated
companies to companies included in
consolidation.

Intercompany sdes and other inter-
company earnings have been dimi-
nated againgt the relevant costs, or
reclassified to "capitdized in-house
output” or to "increase in in-
ventories', respectively.

Deferred taxes shown in the con-
solidated baance sheet result from
income-affecting consolidation
adjustments.

Currency Trandation

Foreign currency receivables are
trandated in the financia statements
of Daimler-Benz AG a the bid price
on the day they are recorded or at
spot rate on the balance sheet date
if lower; foreign currency payables
are trandated a asked price on the
day they are recorded or the spot
rate on the balance sheet date if
higher.

The accounts of dl foreign subsidi-
aries are trandated to D-marks on
the basis of historica exchange rates
for noncurrent assets, and at year-
end exchange rates for current as-
sets, borrowed capita and unappro-
priated profit. Stockholders equity
in D-marks is the remaining differ-
ence between trandated assets less
trandated liabilities and unapprop-
riated profit. The difference result-
ing from the trandation of baance
sheet items is recorded in consoli-
dated retained earnings.

The adjustments made in the in-
come statements by our subsidiar-
ies in high-inflation countries for
monetary devaluations have been
taken into the consolidated income
statements without change, effectiv-
dy preventing reflection of inflation-

ay profits.

Expense and income items are trans-
lated at average exchange rates,
items from inflation-adjusted earn-
ing statements at year-end exchange
rates. If they relate to fixed assets
(depreciation, profit or loss from
disposal of fixed assets), they are
trandated at historical costs. Net in-
come, additions to retained earnings,
and unappropriated profit are trans-
lated at year-end rates. The result-
ing difference has been reflected in
other operating expenses.



Notes to Consolidated Financia Statements

Notes to Consolidated Financid Statements

() Intangible Assets

Intangible assets, amounting to DM 49 million, mostly
comprise purchased EDP software, as well as patents
and smilar rights.

(2) Fixed Assats
Details of fixed assets are set forth on page 84.

Tax depreciation amounted to DM 149 million;
depreciation over and above scheduled depreciation
amounted to DM 44 million.

(3) Fnancid Assets
Details of financid assets are set forth on page 84.

The additions at associated companies comprise capita
increases and proportionate net income, the deductions
proportionate net losses. Also reflected here are trans-
lation-related changes in the proportionate DM equity
of foreign companies and income-effecting intercom-
pany profits. The cost of investments in excess of book
value at acquisition amounted to DM 22 million as at
December 31,1986.

Investments in afiliated companies declined by
DM 88 million, mostly due to the sde of stock in
TELENORMA Beteiligungsgesdlschaft mbH & Co.

Financial assets are primarily held by Daimler-Benz AG.
Comprised therein are convertible bonds of Tata Eng-
ineering and Locomotive Company Ltd., Bombay, In-
dia, amounting to DM 5 million.

Unscheduled write-down of investments in debt instru-
ments, long-term receivables and investments in &fili-
ated companies amounted to DM 55 million.

(4) Inventories

About one-half of group inventories pertain to AEG,
Dornier and MTU.

The increase in inventories by DM 847 million to

DM 11,832 million is mainly due to higher inventories
at Daimler-Benz AG and its foreign sdes subsidiaries,
and to the increase in uncompleted contracts a Dornier.

(5) Advance Payments Received

Advance payments received totaling DM 3860 million

(lest year DM 3324 miillion) - particularly for projects

and longer-term contracts at AEG, Dornier and MTU -
have been deducted from inventories.

(6) Receivables

(7) Other Assts

Other assats include investments of liquid funds in debt
instruments not traded on stock exchange. They amount
to DM 5,738 million (last year DM 4,402 million).

Treasury stock is being held by Daimler-Benz AG
(138,508 common shares with a par value of DM 7 mil-
lion = .3% of total outstanding common share capitd).
Other securities largdy pertain to interest-bearing debt
instruments.



Notes to Consolidated Financid Statements

(9) Cash

Cash condgigts of deposits in banking institutions, cash
on hand, deposits in the Deutsche Bundesbank
(German Federal Reserve Bank) and in post office ac-
counts, and checks on hand.

(10) Prepaid Expenses and Deferred Income Taxes

Deferred income taxes on income-effecting elimination
entries amount to DM 839 million. Deferred income
taxes - a net benefit overdl - as shown in the individua
balance sheets of consolidated companies are not
included.

(1) Stockholders Equity

With the firgt-time gpplication of the Accounting Stand-
ards Act, stockholders equity changes as follows:

The uniform valuation method adopted company-wide
pursuant to guidelines of Daimler-Benz AG has been
implemented in one step and pertains largely to vadua
tion adjustments at AEG, Dornier and MTU. Adjugt-
ments were made primarily in pension obligations, fixed
assats and inventories. Despite this one-time valuation
adjustment, consolidated equity changed by only

DM 15 billion.

(12) Capitd Stock
The amounts shown pertain to Daimler-Benz AG.

(13) Retained Earnings

Retained earnings comprise retained earnings dlocated
under statute of DM 160 million, retained earnings d-
located for treasury stock of DM 40 million, and re-
tained earnings alocated from net income. The adapta-
tion measures pursuant to Article 24 and EGHGB, and
the amount of DM 43 million resulting from the capi-
tal consolidation for the year 1987 have been reflected
in retained earnings.

DM 1,085 million (last year DM 1,103 million) was d-
located to retained earnings from net income.

(14) Minority Interests

This balance sheet caption comprises outside third-party
ownership in the net equity and unappropriated in-
come/loss of companies included in consolidation, par-
ticularly AEG, Dornier, MTU and Mercedes-Benz of
South Africa SA. The adoption of the provisions of the
Accounting Standards Act resulted in a reduction of the
balance sheet amount, mostly due to the uniformly-
applied vauation method.

(15) Provisons for Old-Age Pensions and Smilar
Obligations

The provisions for old-age pensions together with the
assats of the Provident Funds fully cover the actuarialy
computed pension obligations. The caculation is based
on the method used by Daimler-Benz AG.

The provision for taxes includes DM 835 million (last
year DM 537 million) relating to Daimler-Benz AG.



The other provisions take into account the worldwide
warranty obligations, liability and litigation risks, obli-
gations in the personnel and socid area, and risks for
losses inherent in pending business transactions. More-
over, we have provided for possible additional costs in
connection with completed contracts, for maintenance
planned for the reporting year but which had to be de-
ferred until the following year, and expenses based on
approved projects for change-over, dteration and main-
tenance.

Other ligbilities mostly comprise accruds for wages and
sdaries.

Liabilities to banking ingtitutions and other liabilities are
secured by mortgage and assignment of receivables to
the extent of DM 774 million.

Notes to Consolidated Financid Statements

A minimum dividend guarantee given to co-owners of
a subsidiary, and contractual performance guarantees
could not reasonably be estimated.

One foreign subsidiary has given customary payment
guarantees within the scope of its sales financing
activities.

Remaining Financid Obligations

The remaining financid obligations totaling DM 7,221
million pertain to commitment obligations, rental, land
lease and |ease agreements.

The obligations arising from stock subscriptions and
from capita subscriptions in "Closed Corporations'
(Section 24 of the GmbHG Act) amounted to

DM 25 million.

We are jointly and severdly ligble for certain non-
incorporated companies, which have profit and loss
pooling agreements with contralling entities, and for cer-
tain joint ventures, by reason of ownership interests
therein.

For companies not included in consolidation, we are li-
able for guarantees and other financid obligations in the
amount of DM 69 million and DM 482 million, respec-
tively.



Notes to Consolidated Financid Statements

Notes to Consolidated Statement of Income

(20) Other Operating Income

Included herein are dissolutions of reserves of DM 558
million (last year DM 570 million) resulting from dele-
tion of individual litigation and tax assessment risks, and
at foreign companies dso from the higher value of the
D-mark. Further income was derived from tax refunds,
from costs charged to third parties, from revenues for
the sde of materials and scrap, from security saes, and
from rental income. The lump-sum alowance for doubt-
ful accounts was reduced by DM 54 million. Profits
from the sde of fixed assets amounted to DM 142 mil-
lion. In addition, this caption includes the foreign ex-

change profits from business and payment transactions,
mostly earned abroad.

DM 1,083 million of other operating income is attrib-
utable to prior years.

When measured againg total output of DM 69,061 mil-
lion (last year DM 66418 million), the cost of materias
was unchanged at 49%.

The increase in wages, sdaries and socid levies is due
to higher employment and to callective bargaining wage
and sday increases.



At Daimler-Benz AG, depreciation alowances for plant
and equipment fdl by DM 316 million in comparison
to the previous year. In contrast, depreciation allowan-
ces for plant and equipment at AEG, Dornier and
MTU increased on account of higher capital invest-
ments.

Write-downs of financid assets and of marketable
securities largely comprise the devauation to the
estimated issue price to employees of treasury stock
held for employees stock purchase plan.

(24) Other Operating Expenses

This caption comprises additions to provisions, main-

tenance expenses, administrative and sdlling expenses

including sdes commissions, rental and lease expenses,
freight out, packaging, and charges resulting from cur-

rency trandations of income statements of foreign sub-
sdiaries. Losses from valuation adjustments and losses
from disposa of fixed and current assets amounted to

DM 374 million.

The interest income, trandated in D-marks, of foreign
companies was negatively impacted by the lower ex-
change rates in comparison to the previous year de-
spite the fact that liquidity in the group increased.

At one sdes finance company, the previous year ill
showed interest income of DM 140 million.

Notes to Consolidated Financid Statements

The decline in taxes pertains mostly to Daimler-Benz
AG

(28) Net Income

The consolidated net income of DM 1,78 million (last
year DM 1,767 million) has only been minimally &-
fected by tax depreciation of fixed and current assets.
Prospective charges to net income will likewise be
minimal.

Other Information

Under the assumption that the proposed dividend is
ratified by the shareholders at the annual meeting on
July 1, 1988, the remunerations paid by the group com-
panies to the members of the Board of Management
and the Supervisory Board of Daimler-Benz AG
amounted to DM 14,925839 and DM 1,333,308, respec-
tively. Disbursements to former members of the Board
of Management of Daimler-Benz AG or their survisors
totaled DM 10811,892. Pension obligations to former
members of the Management Board of Daimler-Benz
AG or their survisors, amounting to DM 69,235,274 have
been provided for. As at December 31,1987, advances
and loans to members of the Board of Management of
Daimler-Benz AG amounted to DM 310,790; during the
year DM 312,833 was repaid. Interest averaging 4% was
charged on such advances and loans; the stipulated mat-
urities did not exceed one year.



Notes to Baance Sheet of Daimler-Benz AG

Notes to Bdance Sheet of Damler-Benz AG

(29) Intangible Assets

Intangible assets totaling DM 13 million mostly com-
prise purchased EDP-software.

(30) Fixed Assets

Fixed assets rose by DM 767 million to DM 4,857
(see detail of non-current assets, page 85).

Scheduled depreciation charges amounted to DM 1422
million. Tax depreciation, in addition thereto, amounted
to DM 115 million. Equipment in the vehicle testing
department, no longer in use, had to be written off by
DM 7 million.

Daimler-Benz has recorded leasehold rights in favor of
third parties who have built factory and office build-
ings for our manufacturing plants and retail branches
on land owned by the company. As of December 31,
1987 there were 16 leasing agreements for buildings and
improvements; payments for such leases amounted to
DM 26 million.

(31) Financid Assets

The balance sheet amount of intercorporate invest-
ments has increased to DM 3818 (see detail of non-
current assets, page 85). The additions amounted to
DM 191 million, and pertained mostly to the
newly-founded Mercedes-Benz Finanz GmbH, Stuttgart,
and to the capitd stock increase at Daimler-Benz
(Australia) Pty. Ltd.

A tabulation of Daimler-Benz AG's stockholders has
been recorded in the commercia register at the
Stuttgart Courthouse.

Investments in debt instruments, totaling DM 5 mil-
lion, pertain to convertible bonds of Tata Engineering
and Locomotive Company Ltd., Bombay.

Other long-term receivables pertain primarily to loans
extended to employees for housing, and to long-term
loans in connection with sales financing.

Non-scheduled write-offs on securities, loans and inter-
corporate investments amounted to DM 36 million.

The increase in finished goods, and goods purchased
for resde pertains primarily to the passenger car sector.

(33) Accounts Receivable

(34) Other Assets

The increase in receivables resulted from short-term
credits given to dfiliated companies.

Other assets pertain to liquidity investments in non-
exchange-traded debt instruments in the amount of
DM 3,986 (last year DM 3,783 million). Tax refund
claims, which in some instance become lega clams
only after the balance sheet date, and interest recei-
vable are o shown here.



For the purpose of issuing shares under the employee
stock purchase plan, atotal of 226,279 common shares
(with a par vdue of DM 11 million = .5 % of total
common stock) was purchased during the year, a an
average price of DM 961 a share, i. e. 14400 sharesin
February 35652 in March, 20,350 in April, 17,100 in May,
2,000 in June, 122500 in October, and 14,277 in
November.

In June of 1987,141,069 shares (with a par value of

DM 7 million = .3 % of total common stock) were sold
to our employees at a preferential purchase price of
DM 460 respectively DM 430 a share. As of Decem-
ber 31,1987, we held 138508 shares (with apar vaue
of DM 2.7 million = .3 % of total common stock)
which had been purchased in 1987.

(36) Cach

Cash consists of deposits in banking institutions, cash
on hand, checks on hand and deposits in the German
Federa Reserve Bank and in post office accounts.

1987
in millions
of DM

Outstanding share capital did not change vs. 1986.

On July 2,1986, the shareholders approved an author-
ized share capital of DM 500 million. Of this amount, a
partial amount of DM 176 million was used toward the
end of 1986, dill leaving an amount of DM 324 miillion
which is available until June 30,1991.

According to the information received by us under Sec-
tion 20, Sub-Section 1, of the Company Act, "Deutsche
Bank Aktiengesdllschaft”, Frankfurt am Main, and
"Mercedes-Automobil-Holding AktiengesdIschaft"
Frankfurt am Main, each own more than 25 % of our
capitd stock.

Notes to Bdance Sheet of Damler-Benz AG

(38) Retained Earnings

Retained earnings include the "agio" derived from stock
increases for cash (net proceeds in excess of par value),
less rights issues not taken up by shareholders.

(40) Specid Equity Reserve

The specid equity reserve, previously alowed under
Section 3, Subsection 1, of the Foreign Investment Act,
Section 1, Subsection 1, of the Income Tax Act for De-
veloping Countries and Section 74 of the Income Tax
Regulations, may no longer be so shown pursuant to
Section 273 of the Commercia Code. We have, there-
fore, reclassfied the equity portion to retained earnings
and the income tax portion to tax provisions. The re-
maining specid equity reserve is dlowed and based on
Section 6 b of the Income Tax Act and Subsection 35
of Income Tax Guiddlines.

(41) Provisons for Old-Age Pensions and Similar
Obligations

The direct and indirect pension obligations of Daimler-
Benz AG are - actuaridly determined pursuant to the
balance sheet valuation methods of Daimler-Benz AG
- fully funded by the pension provisions and the assets
of the Daimler-Benz Provident Fund. The computa-
tion of the total pension abligation is based on the pen-
sion promises which were in effect on January 1, 1987.



Notes to Baance Sheet of Damler-Benz AG

Tax provisions pertain to income tax liabilities for
which final tax determination letters have not been re-
ceived, and to the income tax portion of the specia
equity.

The other provisions take into account mostly our
worldwide warranty obligations as well as legd and liti-
gation risks. They dso include obligations arising in the
personnel and socia benefit area, and possible losses
inherent in pending business transactions. Moreover,
provisions were made for maintenance work scheduled
in 1987 but not carried out until 1988, and for expendi-
tures in connection with approved changeover, dtera-
tion and maintenance programs.

(43) Accounts Payable Trade

The liahilities to banking institutions increased by

DM 45 million through the receipt of alow-interest
loan. Repayment of principad amounted to DM 24 mil-
lion. Scheduled principal repayments will amount to
DM 25 miillion in 1988.

Remaining other liahilities pertain primarily to Decem-
ber 1987 wage and sdary accruds.

The liabilities to banking institutions are secured by
mortgages in the amount of DM 159 million.

*

A minimum dividend guarantee was given to
co-owners of a subgdiary, the amount of which is hot
ascertainable until later.

Other financid obligations

The other financia obligations total DM 7,272 million
(of which DM 2,756 million pertain to afilisted com-
panies). The largest portion hereof pertain to contrac-
tual obligations for capita investments and for obliga
tions in connection with rental, lease and leasing
agreements. The obligation arising from stock subscip-
tions and from capital subscriptions in "Close corpora
tions' pursuant to Section 24 of the GmbHG, amount-
ed to DM 28 miillion.

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



Notes to Bdance Sheet of Daimler-Benz AG

Notes to Statement of Income of Daimler-Benz AG

(47) Total Output

Total output rose DM 646 million; the increase in sdes
revenue was contrasted by a decline in other capita-
ized in-house output of DM % million.

(48) Other Operating Income

Included herein are dissolutions of provisions amount-
ing to DM 265 million (last year DM 314 miillion); they
were due to the deletion of individua litigation and tax
assessment risks. Further income was derived from tax
refunds, from the reduction of the lump-sum alowance
for doubtful accounts, from costs charged to third par-
ties, from sde of securities, from sde of fixed assats,
from lease and rental income, and - with DM 3 million
- from the dissolution of equity reserves.

A total of DM 657 million pertain to prior years.

The disproportionate increase of cost of materials in
terms of total output was due largdly to the shift of pro-
duction to more material-intensive vehicles, but dso to
greater expenditures for warranty and tools.

The increase in wages, sdaries and socid levies was due
to arise in employment, a collectively bargained for
wage and sdary increase of 3.7 % and the higher contri-
bution brackets for socid security. The increased ex-
penses for old-age pension are to be seen in connec-
tion with the new pension rules introduced January 1,
1987, in which employees were promised an adjustment
of the benefit tables totaling 15 % for the period to 1997.



Notes to Badance Sheet of Daimler-Benz AG

The decline in depreciation of fixed assets was due par-
ticularly to the fact that the depreciation charges appli-
cable to fixed asset additions of prior years were lower,
and that extraordinary depreciation alowances were
markedly lower.

Write-downs of long-term financia assets and of mar-
ketable securities pertain mogtly to the write-down of
treasury stock to the estimated value at which they will
be issued to employees. In contrast to last year, write-
downs of investments in affiliated companies in 1987
were negligible.

(52) Other operating expenses

This caption comprises, apart from the additions to ac-
crud provisions which, by law, must be classfied here,
adminigtrative and sdlling expenses including saes com-
missions, rentd and lease expenses, freight out, pack-
aging, losses from the decline in asset values, losses
from the sde of fixed and current assets, and - with
DM 1 million - additions to equity reserves.

Interest income - concurrent with a higher liquidity -
rose through increased investments in securities.

The lower taxes are in connection with declining profits
from production and sales activities.



(56) Net Income

Contrary trends in important income and expense
items resulted in net income of DM 1,403 million (last
year DM 1404 million). Changes in the computation of
provisions for old-age pension and other socid obliga
tions - independant of the changeover to the new
accounting standards - resulted in additional expenses
which reduced net income. The result of operations
was only negligibly affected by tax depreciation of fixed
assets and by charges to income for additions to the
equity reserves.

Other Informations/Boards

Under the assumption that the proposed dividend is
ratified by the shareholders at the Annua Meeting on
July 1,1988, the remunerations paid to the members of
the Board of Management and the Supervisory Board
of Daimler-Benz AG amounted to DM 11920115 and
DM 1,333,308, respectively. Disbursements to former
members of the Board of Management of Daimler-Benz
AG or their survivors totaled DM 9,725854. Pension
obligations to former members of the Management
Board of Daimler-Benz AG or their survisors, amount-
ing to DM 69,235,275 have been provided for. As at
December 31,1987, advances and loans to members

of the Board of Management of Daimler-Benz AG
amounted to DM 310,790; during the year DM 312,833
was repaid. Interest averaging 4 % was charged on such
advances and loans; the stipulated maturities did not
exceed one yedr.

The names of the members of the Supervisory Board
and the Board of Management are listed on pages 8
and 9.

Notes to Bdance Sheet of Daimler-Benz AG



Proposal for the Allocaton of Unappropriated Profit

The annua financial statements of Daimler-Benz AG as of December 31,
1987, show an unappropriated profit of DM 701.618.200. It is proposed
to the Annua Meeting of Shareholders that the unappropriated profit
be applied as follows:

DM

Stuttgart-Untertirkheim, March 28,1988

The Board of Management



Auditors Reports
~ioT

Based on an audit performed in accordance with our professiona duties,
the accounting records and the consolidated financid statements comply
with the lega regulations. The consolidated financia statements present,
in compliance with required accounting principles, atrue and far view of
the net worth, financia position and results of the group. The group man-
agement report is in agreement with the consolidated financial statements.

Frankfurt am Main, April 14,1988.
Deutsche Treuhand-Gesdllschaft

Aktiengesdllschaft
Wirtschaftsprifungsgesellschaft
Schnicke Dr. Koschinsky
Wirtschaftspriifer Wirtschaftsprifer
(Certified Public Accountant) (Certified Public Accountant)

Based on an audit performed in accordance with our professiona duties,
the accounting records and the financial statements comply with the legd
regulations. Thefinancial statements present, in compliance with required
accounting principles, a true and far view of the net worth, financial posi-
tion and results of Daimler-Benz AG. The management report is in agree-
ment with thefinancial statements.

Frankfurt am Main, April 14,1988,
Deutsche Treuhand-Gesdllschaft

Aktiengesdl|schaft
Wirtschaftsprifungsgesal I schaft
Dr. Miiller Dr. Koschinsky
Wirtschaftspriifer Wirtschaftspriifer

(Certified Public Accountant) (Certified Public Accountant)



In the Supervisory Board meetings
of the past year, in numerous indi-
vidua meetings, and by means of
written and verba reports, we have
been informed in detail and have
consulted with the Board of Man-
agement on the state of the corpo-
ration and on principal matters of
corporate policy. In particular, these
discussions centered on entrepre-
neurial conclusions drawn from the
change of the company from an au-
tomobile to a technology concern,
on employment trends, results of
operations and on medium- and
long-range corporate plans including
capital spending policy. Further-
more, we discussed important busi-
ness transactions and made business
decisions which, by law or bylaws,
had to be submitted to us for
approval.

We have examined the financid
statements and business review,
both of which were combined for
Daimler-Benz AG and the group,
the annua report, and the recom-
mendations for the payment of div-
idends. The financid statements of
Daimler-Benz AG and of the group
as of December 31, 1987 including
the business review and the account-
ing principles used were verified by
the Deutsche Treuhand-Gesdll schaft
AG, Wirtschaftsprufungsgesall-
schaft, Frankfurt am Main, and have
been found to be in accordance
with the books and with the per-
tinent legd requirements. The Super-
visory Board has noted the result of
the audit with approval.

Report of the Supervisory Board

The result of the examinations
made by the Supervisory Board and
the auditors has shown no cause for
guestions. In our meeting of April
27, 1983, we approved the financid
statements of Daimler-Benz AG as
submitted by the Board of Manage-
ment. They are hereby ratified.

We concur with the recommenda
tions of the Board of Management
regarding the application of the un-
appropriated profit. Furthermore,
we support the Board of Manage-
ment's proposal to the Annual
Shareholders Meeting concerning
the conclusion of a management
agreement between Daimler-Benz
AG and AEG Aktiengesdllschaft.

The chairman of the Board of Man-
agement of Daimler-Benz AG, Pro-
fessor Dr. Werner Breitschwerdt,
has asked the Supervisory Boad

for early retirement effective August
31,1987. The Supervisory Board
has, with due respect, taken notice
and accepted his request.

Professor Breitschwerdt had been in
the employ of Daimler-Benz AG
for 34 years, of which as a member
of the Board of Management since
1977 and as its chairman since 1983,
He has given to automotive engi-
neering substantive impulses and
has helped the Mercedes-Benz mar-
guee achieve a high degree of pres-
tige and has thus aso lagtingly in-
fluenced the international market
scene. The Supervisory Board
wishes to express to Professor Breit-
schwerdt its lagting gratitude for his
meritorions services to the compa
ny. This has caused us to propose
him for election to the Supervisory-
Board.

Effective August 31,1987, Dr. Peter
Sanner has, for health reasons, re-
signed his position as deputy mem-
ber of the Board of Management.
During the short tenure as Board of

Management member of Daimler-
Benz AG, he earned great esteem in
increasing the effidency of the ma
terials supply sector. We wish to ex-
press our thanks to Dr. Sanner.

The Supervisory Board of Daimler-
Benz AG has, ffective September 1,
1987, appointed Mr. Edzard Reuter
chairman of the Board of Manage-
ment. Concurrently, Professor
Werner Niefer has been appointed
deputy chairman.

Effective November 1,1987, the Su-
pervisory Board appointed Mr. Hel-
mut Werner full member of the
Board of Management of the com-
pany. Mr. Werner shdl be responsi-
ble for the commercid vehicle divi-
sion. Effective November 1,1987,
Dr. Gerhard Liener, hitherto
responsible for this division, has
taken over the finance sector which
was combined with materias supply.

Furthermore, effective September 1,
1987, the Supervisory Board has ap-
pointed Mr. Jiirgen Hubbert depu-
ty member of the Board Manage-
ment responsible for the passenger
ca division, and Mr. Jiirgen E.
Schrempp deputy member of the
Board of Management responsible
for the commercid vehicle division.

Stuttgart-Untertirkheim,
April 1983

The Supervisory Board

Chairman
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Damler-Benz Highlights

Note: "Daimler-Benz Group" comprises Daimler-Benz AG plus domestic and foreign
companies in which Daimler-Benz AG, directly or indirectly, has majority voting rights.
'] Kits destined for assembly abroad, from 1983 no longer included in total production.
| Dornier included in consolidation effective July 1,1985, MTU effective April 1,1985.

') Newly defined since 1985.




Daimler-Benz Highlights

Figures in accordance with the Accounting Standards Act; prior year adjusted accordingly.
Including allocations authorized by the shareholders at the Annual Meeting.

Excluding dividend including equity portion contained in equity reserve.

Long and medium-term provisions and long-term liabilities.

Intangible assets, fixed assets, financial assets (net) and cost of investments in excess of book value at acquisition (to 1986).



Daimler-Benz Highlights

Figures in accordance with Accounting Standards Act; prior year adjusted accordingly.

Including allocations authorized by the shareholders at the Annual Meeting.

Excluding dividend; including equity portion contained in equity reserve.

Long and medium-term provisions and long-term liabilities.

Investments in affiliated and subsidiary companies.

Excluding extraordinary expense of DM 1,408 million for old-age pension.

Restructuring of old-age pension with tax-deductible, extraordinary addition to pension provisions.
Excluding overprovisions credited back to income on account of Provident Fund underfunding in the amount of DM 391 million.
Dividend plus bonus.

For our stockholders who are liable for income taxes in the Federal Republic of Germany.

Allowing for capital stock increase (dividend retroactively adjusted).



Sdes and Production
107

') Figures of Daimler-Benz are inclusive of Unimog vehicles and MB-trac.
“I Kits destined for assembly abroad, from 1983 on, no longer included in total production.



Car Production of Leading Countries
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'} Partially estimated.

Car Industry of Leading Countries
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Commercia Vehicle Industry of Leading Countries



Commercia Vehicle Industry of Leading Countries
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Note: Because of oftentuines substantial deviations in the definition of the term ,,commercial vehicle", and
of the varying product offerings, comparability is restricted.

'} Partially estimated.

) Kits destinated for assembly abroad, from 1983 on, no longer included in total production.




Commercia Vehicle Production of Leading Countries

Note:Trucks over 6 tonnes GVW
Countries included:Western Europe, U.S.A..Japan,Argentina, Brazil.
Mercedes-Benz do Brasil.
Kits destinated for assembly abroad, trom 1983 on, no longer included in total production.



Truck Industry of Leading Countries

Note: Trucks over 6 tonnes GVW

'} Partially estimated.

<! Kits destinated for assembly abroad, from 1983 on, no longer included in total production.
“1 7 tonnes and above.

) 6.35 tonnes and above (factory sales) including Canada.
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