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The Supervisory Board of Directors
and the Board of Management of
Volkswagenwerk Aktiengesellschaft
present the Report for the Year 1973
with their compliments.

Wolfsburg, May 1974

1973

VW Group 1972*%) Increase %**)
(Decrease)
Sales (DM) in million DM 16,982 1
Sales (units) number of vehicles 2,280,903 21 92832 83 ggg gg
Production number of vehicles 2,335,169 2192524 142 645 6.5
Labor Force at year-end 215,058 192,083 22975 12.0
Capital Investments in million DM 1,556 1,673 '(17) 1.1)
Depreciation in million DM 1,038 992 46 (4'6
Cost of Materials in million DM 9.850 9.098 752 8.3
Labor Cost in million DM 5,309 4,463 846 19.0
Net Earnings in million DM 211 206 5 2.7
Dividends Proposed y
Volkswagenwerk AG in million DM 81 81
on DM 50 par value of capital stock DM 4.50 4.50 kS -

*) Where changes have taken place in the method of presentation the previous year's
figures have been adjusted accordingly.
**) Based on precise figures.
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On October 25, 1973

Dr. jur. Eduard Leuze

sometime Minister,

a member of our Supervisory Board of
Directors died at the age of 67

Dr. Leuze had been a member of our
Supervisory Board of Directors since 1971.
In him the Volkswagenwerk has lost a man
whose advice and objectivity were greatly
esteemed by all who knew and worked

with him.

He will not be forgotten.
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Agenda

for the

Annual Meeting of Stockholders

of

Volkswagenwerk Aktiengesellschaft

to be held at 10:00 A. M. on Tuesday, July 9, 1974
at the Stadthalle in Wolfsburg.

1. Presentation of audited financial statements, the report
of the Board of Management for 1973, together with
the report of the Supervisory Board of Directors, the
recommendations with respect to disposition of the
current year's net earnings shown in the statement of
earnings, the consolidated financial statements of the
VW Group and related comments for the year 19783.

2. Resolution with respect to disposition of the net earnings
for the year shown on the balance sheet.

The Board of Management and the Supervisory Board
of Directors propose to distribute to the stockholders
a dividend of DM 4.50 on DM 50 par value of
capital stock out of net earnings for the year of
DM 82,024,436 and to carry forward the balance.
This balance includes the sum which should have
been distributed in respect of those shares held by
the Company on the day of the annual meeting of
stockholders and which in accordance with section
71, para. 6 of AktG cannot be distributed.

3. Resolution with respect to discharge of responsibility
of the Board of Management for the year 1973.

4. Resolution with respect to discharge of responsibility
of the Supervisory Board of Directors for the year 1973.

With respect to items 3. and 4., the Board of Mana-
gement and the Supervisory Board of Directors
propose to be discharged of responsibility.

5. Election of members of the Supervisory Board of
Directors. :

The Supervisory Board of Directors consists of 21
members of which 14 are representatives of the
stockholders and 7 represent the employees of the
Company (section 101 of AktG, section 76 of Works
Council Act (BetrVerfG). In accordance with section
12 of the charter of Volkswagenwerk AG the Federal
Republic of Germany and the State of Lower Saxony
are each entitled to delegate two members of the
Supervisory Board of Directors as long as they are
in possession of company stock. The stockholders
attending the annual meeting are not bound by the
nominations submitted.

The Annual Meeting of Stockholders will have the
task of electing the successors to Dr. Eduard Leuze

who died on October 25, 1973 and Dr. Alfred Hartl -

who wishes to resign after the Annual Meeting of
Stockholders. For these vacancies the Supervisory

Board of Directors nominates Mr. Hans Glinter Hoppe,
Berlin, formerly Senator and Mr. Hans L. Merkle,
Stuttgart, Chairman of the Board of Management of
Robert Bosch GmbH.

6. Appointment of auditors for the year 1974.

The Supervisory Board of Directors proposes to
appoint, as in prior years, the TREUARBEIT Aktien-
gesellschaft, Wirtschaftsprifungsgesellschaft—Steuer-
beratungsgesellschaft, Hanover, as auditors for the
year 1974,




Supervisory Board of Directors
(Aufsichtsrat)

Dr. jur. Josef Rust, Kassel, Chairman,
former Secretary of State

Helmut Greulich, Hanover, Deputy Chairman,
Minister for Economics and Public Works of
Lower Saxony

Hans Hermsdorf, Bonn, Deputy Chairman

Eugen Loderer, Frankfurt, Deputy Chairman,
Chairman of the Metal Workers Trade Union

Hans Birnbaum, Salzgitter,
Chairman of the Board of Management of
Salzgitter AG

Dr. jur. F. Wilhelm Christians, Disseldorf,
Member of the Board of Management of
Deutsche Bank AG

Siegfried Ehlers, Wolfsburg,
Chairman of the Volkswagenwerk AG’s Factory
Council representing the Wolfsburg Plant

Walter Haefner, Zlrich, Switzerland,
VW Exclusive Importer

Kurt Hahnel, Hanover,
Chairman of the Board of Management of
Norddeutsche Landesbank Girozentrale

Dr. jur. Alfred Hartl, Frankfurt,
President of Landeszentralbank Hessen

Prof. Dr. jur. Siegfried Heinke, Hanover,
Minister of Finance of Lower Saxony

Dr. phil. h. c. Walter Hesselbach, Frankfurt,
Chairman of the Board of Management of
Bank fir Gemeinwirtschaft AG

Heinz Hilbich, Hanover,
Member of the Volkswagenwerk AG's Factory
Council representing the Hanover Plant

Karl-Heinrich Mihr, Kassel,
Chairman of the Volkswagenwerk AG's Factory
Council representing the Kassel Plant

Dr. rer. pol. h. c. Ludwig Poullain, Miinster,
Chairman of the Board of Management of
Westdeutsche Landesbank Girozentrale

Dr. jur. Horst Rheinfels, Cologne,
Lawyer

Erich Schilling, Ingolstadt,
Deputy Chairman of the
AUDI NSU AUTO UNION AG’s Factory Council
representing the Ingolstadt Plant

Dr. rer. pol. Otto Schlecht, Bonn, since August 3, 1973,
Secretary of State in the Federal Ministry of
Economics

Kurt-Ernst Schmied|, Emden,

Chairman of the Volkswagenwerk AG’s Factory
Council representing the Emden Plant

Josef Schuster, Wolfsburg,

Member of the Volkswagenwerk AG's Factory
Council representing the Wolfsburg Plant

Changes to the Supervisory Board of Directors:

Died on October 25, 1973:
Dr. jur. Eduard Leuze, Reutlingen,
Lawyer and Notary Public

Resigned with effect from August 3, 1973:
Dr. oec. publ. Johann Baptist Schéllhorn, Bonn,
President of Landeszentralbank Schleswig-Holstein




Board of Management
(Vorstand)

Rudolf Leiding
Chairman of the Board of Management

Horst Backsmann

Public Relations, Questions of National Economy,

Legal Matters and Auditing

Prof. Dr. techn. Ernst Fiala

Research and Development, since February 1, 1973

Dr. jur. Peter Frerk
Personnel and Social Matters

Gunter Hartwich
Production

Horst Minzner
Sales

Gottlieb M. Strobl

Purchasing and Material Administration,

since May 1, 1973

Dr. rer. pol. Friedrich Thomée
Finance and Business Administration

The following member of the Board
of Management has resigned:

Dr. jur. Gerhard Prinz
Subsidiary Companies, with effect from
December 31, 1973
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During the year under review the Board of Management
has kept the Supervisory Board of Directors currently
informed as to the status of the Company, its business
activity and its proposed business policy. The transactions
which are subject to the approval of the Supervisory
Board of Directors in accordance with the law and the

Company'’s charter were discussed in detail at the meetings |
of the Supervisory Board and its committees before a
resolution was passed. A continuous control was exercised
by the Supervisory Board of Directors on the conduct of
the business with the written and oral reports from the
Board of Management being used as a basis for this.

The Group’s consolidated financial statements and the
financial statements of Volkswagenwerk AG as at Decem-
ber 31, 1973 as well as the annual report have been
placed before the Supervisory Board of Directors. The
auditors, the TREUARBEIT Aktiengesellschaft, Hanover
have received these financial statements as well as the
annual report and the accounts and have expressed un-
qualified approval of the financial statements of the
Company.

The Supervisory Board of Directors states that its own
review of the financial statements of Volkswagenwerk AG,
the annual report and the proposal concerning the distribu-
tion of net earnings available for distribution disclosed no
exceptions. The Supervisory Board of Directors concurs
with the results of the audit and the auditors’ report and
has approved the yearly report prepared by the Board of
Management, which is hereby confirmed. The proposal of
the Board of Management concerning the distribution
of a dividend of DM 4.50 on DM 50 par value of capital
stock has been approved by the Supervisory Board of
Directors.

On August 3, 1973 the Federal Republic of Germany
delegated Dr. rer. pol. Otto Schlecht, Secretary of State
in the Federal Ministry of Economics to replace Dr. oec.
publ. Johann Baptist Schollhorn as a member of the
Supervisory Board of Directors in accordance with section
12 of the charter. The Supervisory Board of Directors
expresses its thanks to Dr. Schollhorn for his many years
of service and for his valuable counsel.

Dr. jur. Gerhard Prinz whose contract terminated on
December 31, 1973 has left the Board of Management at
his own request.

Wolfsburg, April 1974

/Y

Chairman of the Supervisory
Board of Directors




Production Trend within the Automobile Industry
in millions of units
(logarithmic scale)

In 1973 the German automobile industry was subject to
various trends. Up to the autumn the state of the economy
at home and in most of the export markets was good and
this led to a slight growth in production. There were at
the same time a number of factors which had an increas-
ingly adverse effect on demand for automobiles as the
year progressed.

The problems with regard to the world’s monetary system
which were familiar ones in previous years became more
acute. They reached their climax in July 1973 when the
dollar exchange rate fell to DM 2.28. This resulted in
German exports becoming even more expensive and the
Volkswagenwerk is the firm which has the greatest stake
in exports. However, currency problems were not con-
fined to the dollar and to the American market only.
In addition to this the Deutsche Mark revaluation in
relation to Western European currencies in March and
June also led to a worsening of the ability of German
firms to compete elsewhere in Europe.

The prospects for Germany’s export industries had only
just brightened once again following an improvement in
the dollar exchange rate when difficulties were encountered
in regard to fuel supplies. The consequence of this was a
falling-off of demand in all automobile markets.

On the domestic market this situation was exacerbated
by the decrease in the demand for cars brought about
by the restrictive measures imposed by the Federal Govern-
ment and the Federal Bank from the middle of the year
onwards. The increased additional costs of operating
motor vehicles due to high insurance rates, more expensive
repairs, an increase in the tax on fuel and driving bans
and speed limits made reluctance to buy even greater
from month to month. Finally by December total orders
for passenger cars in the Federal Republic were 65 %
down on those for December 1972. This means that the
German automobile industry finds itself in a situation
which will have serious consequences for its employment
position, components suppliers and for the economy as
a whole.

In 1973 the VW Group was able to keep the effects of the
difficulties quoted within bounds, thanks to its auto-
mobiles which have always offered customers a high
degree of economy. The introduction of the Passat sig-
nified the purposeful continuation of a model policy
characterized by a range based on the principle of inter-
changeable units. It replaces the VW 1600 which went
out of production in July 1973. The Passat’s success
closely followed that of the Audi 80. The decisive nature
of our efforts to get new models into production as early
as possible became particularly evident in the last quarter
when the Audi 80 and Passat proved to be the foundation
for our sales activities — along with the VW Beetle. In
addition to this the boom in demand for small cars in
the USA ensured that the fuel shortage did not lead to an
even greater slump in VW Group'’s sales.
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Report of the Board of Management

The difficult tasks which introducing a model entails
could only be coped with through additional work and by
the special efforts of all the personnel. The Board of
Management would like to take this opportunity to thank
the employees for this and also expresses its appreciation
of the valuable cooperation received from the VW Group's
factory council and the factory councils of the VW plants.

As a result of all these efforts markets could be held in
the main and employment guaranteed. The VW Group’s
net earnings amounted to DM 211 million. That is only
about the same level as in the previous year. This does
reflect firstly the unfavorable trend in costs in the per-
sonnel and materials sector and above all the difficulties
presented by the uncertain exchange rate situation.
Changes in the exchange rates had a considerable influ-
ence on current trading because they compelled us to
considerably increase the prices of our products in vital
export markets. Thus our ability to compete has been
seriously affected. . These factors have meant that the
results obtained in 1973, too, are not sufficiently good to
ensure the long-term safety of this enterprise. Even if the
foreign exchange losses from the consolidation of the

Wolfsburg, April 1974

The Board of Management

foreign subsidiaries and affiliates were not to be taken
into consideration the earnings shown would still not be
satisfactory.

Similarly although the Volkswagenwerk AG’s net earn-
ings of DM 109 million were DM 23 million above those
of the previous year they cannot be regarded as satis-
factory from the point of view of guaranteeing the finan-
cial stability of our enterprise.

Proposed Distribution of Net Earnings for 1973

The Board of Management proposes to use the net earn-
ings of Volkswagenwerk AG of DM 82,024,436 for the
distribution of a dividend of DM 4.50 on DM 50 par
value of capital stock.

The balance of DM 1,024,436 is to be carried forward.
To this must be added the amount which should have
been distributed in respect of those shares held by the
Company on the day of the annual meeting of stock-
holders.

11




The VW Group

Business Trends and Developments
during 1973

Sales Trend

In 1973 the VW Group's dealer organization delivered
some 2.3 million vehicles to customers, 5 % more than in
the previous year. The individual companies within the
Group contributed towards this development with vary-
ing degrees of success. AUDI NSU AUTO UNION AG
and the foreign producing companies were able to in-
crease their sales to an extent which more than com-
pensated for the fall in Volkswagenwerk AG’s sales. The
VW Beetle continued to be the best selling vehicle in the
VW Group followed by the VW Commercial and the
Audi 80.

The VW Group delivered 622,920 units in the Federal
Republic of Germany — a 2.8 % increase on the figures
for 1972.

Whereas total new registrations of all the companies
offering models in the Federal Republic dropped by 5 %
to just under 2 million vehicles, the VW Group with an
increase of 5.1 % was able to improve its market share in
the passenger car sector from 24.9 % to 27.5 %. The
decisive factor in this improvement to the market position
was the very good reception which customers accorded
to the new models, the Audi 80 and the Passat.

In 1973 our sales activities in the USA were influenced
by two opposing factors. On the one hand our ability to
compete was adversely affected by the price increases
which we were compelled to impose because of the
changes in the exchange rates and the increased costs;
on the other hand even before the middle of the year it
became evident that demand in the USA was changing
in favor of small cars as a result of the fuel shortage. All
in all, 540,364 Volkswagen, Audi and VW-Porsche vehicles
were delivered to customers in the USA in 1973, 2 % more
than in 1972. The VW Group's share of the U. S. market
decreased slightly to 4.4 % (1972: 4.5%).

In the European export markets the ability of German
automobile manufacturers to compete also deteriorated
further in 1973 because of the changes in the exchange
rates. Moreover, the measures to conserve energy intro-
duced in the last few months of the year led to a general
falling-off in demand for automobiles. The VW Group
delivered 446,869 vehicles and thus just failed to reach
the previous year's figure. The new models, the Audi 80
and Passat, were also well received in our other European
markets. Our main European markets were Great Britain,
France, Italy and the Netherlands.

Our overseas producing companies, Volkswagen do Brasil,
Volkswagen de Mexico and Volkswagen of South Africa
increased their sales to a remarkable extent in 1973. We
were not able to hold our large share of the market in
Brazil because of even tougher competition. We were able
to improve our position in the Mexican and South African
markets.

Sales Pattern 22b
of the VW Group
(vehicles in million)

. Total Sales

. Sales Abroad

68 69 w170, 7l

A& AT

At the end of 1973 the dealer organization maintained by
the VW Group had 12,446 sales and service points. This

means that a basis siill exists on which we can offer good
service to customers the world over.

12



The VW Group

Turnover VW Group's 20
Turnover Pattern

In the year under review the sales proceeds of the VW (in thousand

Group increased by 6.2 % or DM 986 million to DM 17,000 million DM) 18

million. This increase was mainly due to increased sales

on the part of AUDI NSU AUTO UNION AG and foreign 16 >

subsidiaries as well as to price increases due to higher P

costs. The price increases abroad resulting from the

changes in exchange rates were not sufficient to com- 14

pensate for the burdens imposed by changes in these Total

rates. Turnover

Domestic sales went up by 6.5 % to DM 5,400 million. . Turnover
Foreign business sales proceeds did not increase as much Abroad
due to lower exchange rates and stood at DM 11,600

million, an increase of 6 %. This meant that the propor-

tion of the Group's sales accounted for by foreign business

dropped to 68.4% (68.5%).

The Passat — this vehicle marks the start of a new xR N [ Wiy 1| Sy 1 s [
era for VW as far as model policy is concerned.

13




The VW Group

Various versions of the Passat are available.
This is the Passat Variant, the lines of which are
particularly pleasing.

Production

The VW Group produced 2,335,169 vehicles, 6.5 % more
than in the previous year, The Volkswagenwerk AG manu-
factured 13,854 Volkswagens or 0.9 % less than was the
case in 1972. Up to the October of the year under review,
however, Volkswagenwerk AG also assembled 60,540
“Audi 80 vehicles on behalf of AUDI NSU AUTO UNION
AG. This company’s production .increased by 36.8 % or
110,309 cars, to 409,793 units; this includes the Audi 80
units produced by the parent company. Volkswagen do
Brasil’s production stood at 379,370 units and that of
Volkswagen de Mexico at 89,625 cars. This is an improve-
ment of 10.4% and 52.7 % respectively on the previous
year's results. Volkswagen of South Africa manufactured
46,692 vehicles, 30 % more than in 1972.

On average the world-wide VW Group produced 9.819
(9.475) units per working day throughout the year. The
VW Beetle continued to have a decisive share in this,
with 5,045 units of this model being produced every day.
On average 1,011 Audi 80 vehicles and 487 Passats were
manufactured every working day in the year under review.
In December an average of 1,328 Passats was produced
in the course of a working day. The Volkswagenwerk AG
accounted for 6,155 of the vehicles produced by the
VW Group in the course of a working day, AUDI NSU
AUTO UNION AG for 1,747 and Volkswagen do Brasil
for 1,674.

In the year under review even greater efforts were made
to press forward with an integrated production within
the \/W Group. There are also plans to obtain parts from
Brazil and Mexico for the Passat and Audi 80 models.

The various companies within the VW Group liaised
closely with one another with regard to deliveries and
services provided and this is reflected in supplies of
finished products and of plant and equipment.

14



The VW Group

Employment Pattern 250
(in thousands of

|
employees) 295

. Total
. Abroad

68,169 170 71

SPANTR
Labor Force

At the end of 1973 215,058 persons were employed
within the VW Group. The 12 % increase in the labor force
became necessary in order to bring production inline
with world-wide sales demand. In addition the Volks-
wagenwerk AG required more employees in connection
with the start of Passat production.

The Group’s domestic companies increased their labor
force by 12,253 or 8.2 % to 160,965 persons. An addi-
tional 10,722 persons were engaged by the Group’s com-
panies abroad, mainly in Brazil and Mexico. This means
that at the end of the year 54,093 persons were employed
abroad, 24.7 % more than in the previous year.

In 1973 the VW Group paid out DM 5,300 million in
wages and salaries, 19 % more than in the previous year.

Pattern of Capital 2.0
Investments and
Provision for
Depreciation and
Write-down of
Investments

(in thousand
million DM)

Capital
. Investments
. Provision for
Depreciation
and Write-

down of
Investments

‘68169 70 "7

$ 728003
Capital Investments

In the 1973 business year the VW Group's investments
fell by 1.1 % to DM 1,556 million. 66.7 % (63.1 %) of the
capital investments made were financed from deprecia-
tions and write-downs. Property, plant and equipment
accounted for 96.9 %.

Capital investments in Germany by the companies in the
VW Group totalled DM 928 million, 21.6% less than in
the previous year. These investments were designed pri-
marily to facilitate adaptation of the production facilities
in view of the new model line and for further streamlining.
Abroad it was necessary to increase investments by
60.8 % to DM 628 million on account of the preparations
for new models, their introduction, the expansion of pro-
duction facilities and in order to pave the way for inte-
grated production.

15




The VW Group

With the Scirocco the Volkswagenwerk has added
a sporty Coupé to its model range.




The VW Group

Outlook

VW Group sales were on the whole still satisfactory in
1973 but this cannot hide the fact that the automobile
industry is in a critical situation. The shortage of crude
oil and its greater cost during the closing months of 1973
and the question of future fuel supplies have posed new
problems. Automobile producers now find themselves
compelled to reconsider the basic concept behind their
vehicles. In addition to this the economies of almost all
Western industrial countries showed signs of weakening.

These factors have the effect of transferring demand to
economical vehicles. However all the signs already show
that this trend to small cars will in the long term increase
world-wide competition in this sector of the market. We
are nevertheless confident that with the aid of our model
range which is tailored to the market we will be able to
withstand this competition and it will be extended by
further models shortly.

It cannot, however, be expected that more cars will be
sold in 1974 than in the previous year. The uncertainty
with regard to the state of the economy and the tendency
to place more and more new restrictions on the car leads
rather to pessimism. The fall in demand for VW Commer-
cials has already compelled us to close down production
of this model line at the Hanover factory for two weeks
at the beginning of the current year. In addition we had
to put VW Commercial and VW Beetle production on
short-time for nine days in April.

Job security will also continue to be one of the tasks of
the Company’s management. In the final analysis, how-
ever, this is also a question of the financial stability of our
enterprise. In view of the critical cost situation we were
already compelled to increase the prices of VW and Audi
products by more than 6 % in March of this year.

The wage and salary agreements concluded in the first
weeks of this year have placed an extraordinary burden
on the Volkswagenwerk AG and AUDI NSU in respect of
personnel costs. The same may be said for the increase
in the costs of material resulting from the wage and
salary negotiations and the sharp rise in the costs of raw
materials. This development constitutes a serious threat
to the earning capacity of our enterprise.

These burdens can no longer be compensated for through
measures to streamline. In addition increases in costs of
this order cannot be transferred to prices either because
competition is getting progressively tougher in our markets
abroad. In this situation there is only one course of action:
to consolidate our position on the market with models
which customers will find attractive and economical and
which will offer this enterprise the cost advantages in-
herent in the concept of interchangeability.

The consolidation of the earnings position of this Com-
pany — the goal which has been frustrated by the develop-
ments described — can only be attained in the years to

come, however, if vigorous efforts are made to success-
fully prevent costs from becoming inflated.

17



The VW Group

Consolidated Financial Statements
of the VW Group:
Basis of Consolidation

Scope of Consolidation

In addition to Volkswagenwerk AG we have included in
the consolidated financial statements 12 domestic and
32 foreign subsidiaries and affiliates in which Volkswagen
holds a direct or indirect investment of more than 50 %
at year-end. These companies are shown in the illustra-
tion on page 34.

For the first time the
AWD Automobilwirtschaftsdienst G.m.b.H.,
Ingolstadt,
VW Leasing, S.A. de C.V., Mexico/D. F.,
Trans-Trading Brasil Exportadora S.A., Sdo Bernardo
do Campo and
Vorelco of California, Inc., Culver City, Ca.

were consolidated in the year under review.

interRent, Inc., Englewood Cliffs, N.J. and

Volksprop Caledon Street Ltd., Uitenhage
have been excluded from consolidation. The interRent
was liquidated and the Volksprop was disposed of.

All distributorships in USA, which were included in the
prior year's consolidation, have been merged with Volks-
wagen of America, Inc., Englewood Cliffs, N. J. in the
year under review.

Although Volkswagenwerk AG holds a direct or indirect
investment of more than 50% in the companies mentioned
below, the scope of consolidation does not include j(he
Motor Producers Ltd., Melbourne, the Auto Union
G.m.b.H., Munich, as well as the Volume Export & Trading
Corp., Englewood Cliffs, N. J., the VW Automotive Indus-
tries, Caulfield/Australia, the VW Inmobiliaria, S.A. de C.V.,
Puebla/Pue. which were established in 1973 and the
Sociedade Civil Agropecuéria Vale do Rio Cristalino Ltda.,
Brazil, the SOCOPAR-Sociedade Colonizadora do Paré
Ltda., Brazil and four dealerships in USA which were
acquired in the year under review. Six smaller foreign
enterprises which had been included in prior years con-
solidation, three of them dealerships in the USA, were
also not included in consolidation.

As in the previous year the Motor Producers Ltd., Mel-
bourne is no longer subject to the direct control of Volks-
wagenwerk AG. The volume of business of the other
companies is immaterial in comparison to the consolidated
balances and in some cases there was no business at
all. In consequence the exclusion of these companies
from the consolidated financial statements does not affect
the Group’s sales and earnings situation because of the

minor importance of these companies for the entire
Group.

Compliance with Standard German Practices of
Accounting

The foreign subsidiaries and affiliates have prepared their
certified financial statements in accordance with the legal

provisions and the accounting practices of the countries
in which these companies have their place of business.
In order to ensure compliance with the standards as
laid down in the German stock corporation law appropriate
adjustments were made to these financial statements
drawn up there prior to consolidation. Where the values
shown were at variance with German accounting prin-
ciples, we have adjusted such items before consolidation
to meet the German legal requirements. This applies in
particular to those cases where the German accounting
principles with regard to the cost of acquisition could
not be adhered to and where the values shown are not
in keeping with the gains and losses valuation procedure,
l.e. potential gains not actually realized must not be

taken into account, potential losses not actually incurred
must, however, be shown.

Conversion Rate

The conversion rate used for all items shown in the
balance sheets of foreign companies was an average of
the buying and selling rates of exchange valid on the
balance sheet date. Expenditures and income were con-
verted at a rate which constituted an average for the
year. The exchange profits or losses incurred have affected
the net earnings shown for the year.

In the case of our Brazilian companies we have drawn
up and certified financial statements expressed in hard
currency for the consolidation in addition to the financial
statements in local currency. The values for property,
plant and equipment and investments in subsidiaries and
affiliates in these financial statements in hard currency
continued to be shown in accordance with the DM cost
at the date of acquisition. The capital stock has likewise

belen shown in the balance sheet at the former DM
value.

Method of Presentation

The consolidated financial statements were prepared in
accordarjce with the requirements of German stock
corporation law. The consolidated balance sheet shows
the changes which took place in property, plant, equipment
and investments although this is not required by stock
corporation law. The consolidated statement of earnings

@s prepare_d in detail and includes the subsidiaries involved
in consolidation.

Capital Consolidation

In capital consolidation we have set off the book values
of investments in consolidated companies against the
corresponding year-end capital stock and reserve balances
of the companies included in the consolidated financial
statements. The differences ascertained in the preliminary
stages and concerning assets or liabilities were set off.
The differences ascertained in the final stage of con-
solidation were shown on the assets or liabilities side of
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