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The Supervisory Board

and the Board of Management of
Volkswagen Aktiengesellschaft
present the Annual Report 1985 with
their compliments.

This version of our Annual Report is a
translation from the German original.
The German text is definitive.

Wolfsburg, May 1986
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The modern SEAT factory in Pamplona.
Volkswagen and SEAT have been
associated since 1982.
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for the Annual Meeting of Stockholders

of Volkswagen Aktiengesellschaft to be
held at 10.00 a.m. on Friday, July 4,
1986 at the Stadthalle in Wolfsburg

Agenda

1. Presentation of the confirmed finan-

cial statements for the year ended
December 31, 1985, the Annual Re-
port for 1985 together with the report
of the Supervisory Board, the propo-
sal on appropriation of net earnings
available for distribution, the consoli-
dated financial statements for the
year ended December 31, 1985 and
the Annual Report of the Volkswagen
Group for the fiscal year 1985

. Resolution on appropriation of net

earnings available for distribution
The Supervisory Board and the Board
of Management propose that from
the DM 244,372,578 net earnings
available for distribution a dividend of
DM 10 per DM 50 share be paid on
the capital stock of DM
1,200,000,000, that is, DM
240,000,000.

The remainder and the amount which
would be paid out on the treasury
stock owned by the Company on the
date of the Annual Meeting of Stock-
holders and which is precluded from
distribution in accordance with § 71b
of the German Corporation Law will
be carried forward.

. Resolution on ratification of the ac-

tions of the Board of Management
for the fiscal year 1985

. Resolution on ratification of the ac-

tions of the Supervisory Board for
the fiscal year 1985

With respect to items 3 and 4, the
Supervisory Board and the Board of
Management recommend that their
actions be formally ratified.

. Resolution on the creation of further

authorised capital stock

The Supervisory Board and the Board

of Management propose

a) that by issuing new non-voting
preference shares eligible for a 4 %
p.a. preference dividend payable
cumulatively and a 2 % p.a. additio-
nal dividend in return for cash con-
tributions the Board of Manage-

ment be authorised to raise capital
stock once or more than once by
up to a total of DM 300 million until
July 4, 1991 with the approval of
the Supervisory Board. The stock-
holders shall be granted subscrip-
tion rights. The Board of Manage-
ment shall decide on the further
share rights and the conditions of
issue with the approval of the Su-
pervisory Board.

b) that § 4 of the Articles of Associa-
tion be extended by the following
subsection 4:

“By issuing new non-voting prefer-
ence shares eligible for a 4% p.a.
preference dividend payable cumu-
latively and a 2 % p.a. additional
dividend in return for cash contribu-
tions the Board of Management is
authorised to raise capital stock
once or more than once by up to a
total of DM 300 million until July 4,
1991 with the approval of the Su-
pervisory Board. The stockholders
shall be granted subscription rights.
The Board of Management shall
decide on the further share rights
and the conditions of issue with
the approval of the Supervisory
Board.”

The previous subsection 4 of § 4 of
the Articles of Association shall be-
come subsection 5.

c) that the Articles of Association also
be modified and amended as follows
to take account of the resolution re-
garding item 5 a):

§ 4 shall be amended by adding the
following subsection 2:

“Holders of non-voting preference
shares shall be eligible for preference
rights established in § 28 of the Arti-
cles of Association when the profits
are distributed. The Company re-
serves the right in accordance with

§ 141, subsection 2, clause 2 of the
German Corporation Law to issue
further preference shares which rank
equally with the currently existing
non-voting preference shares when
the profits or the Company assets are
distributed.”



The previous subsection 2 shall be-
come subsection 3 and numbering
of the following subsections shall
be changed accordingly.

In § 24, subsection 1, clause 1 the
word “shares” shall be replaced by
“ordinary shares". Following clause
1 the following clauses shall be in-
serted:

“The preference stockholders shall
not be eligible for voting rights.
However, inasmuch as preference
stockholders are eligible for voting
rights by law, one vote shall be
granted for each DM 50 par value
preference share.”

The following § 28 of the Articles of
Association shall be adopted as a
new section:

"Appropriation of net earnings avail-
able for distribution

(1) The net earnings available for
distribution shall be distributed
to the stockholders unless the
Annual Meeting of Stockholders
decides otherwise.

(2) The stockholders’ shares in net
earnings available for distribu-
tion shall always be distributed
In proportion to the payments
made on the par value of the
shares and in proportion to the
period since the point in time
determined for payment pro-
vided that

1. the preference stockholders
be paid a preference share of
net earnings available for dis-
tribution in the amount of 4 %
of the par value of the prefer-
ence shares held. If the net
garnings available for distribu-
tion is not adequate to allow
payment of the preference
share of profit, the balances
shall be paid at a later date
without interest out of the net
earnings available for distribu-

tion for the following fiscal
years prior to distribution of a
share in the profits to the or-
dinary stockholders such that
the older arrears be paid be-
fore the more recent ones
and the 4 % preference share
in profit payable out of the
earnings of a fiscal year for
this one only has to be paid
when all the arrears have
been paid;

2. the ordinary stockholders be
paid shares in earnings in the
amount of up to 4 % of the
par value of the ordinary
shares held;

3. the preference and ordinary
stockholders be paid further
shares in earnings according
to the proportion of share par
values such that the prefer-
ence shares be eligible for a
dividend which is 2 % of the
par value higher than for the
ordinary shares.

(3) When new shares are issued, a

new arrangement can be made
with regard to entitlement to earn-
ings which is different from the
provisions contained in § 60 of the
German Corporation Law.”

The previous § 28 shall become
§ 29.

The changes and amendments to
the Articles of Association in ac-
cordance with 5 c¢) shall be filed
for entry in the Register of Com-
panies only when use has been
made of the authorisation to issue
non-voting preference shares.

6. Appointment of auditors for the fis-
cal year 1986
The Supervisory Board proposes that
TREUARBEIT Aktiengesellschaft
Wirtschaftspriifungsgesellschaft
Steuerberatungsgesellschaft, Han-
over, be appointed auditors for the
fiscal year 1986.




Karl Gustaf Ratjen (66), Frankfurt
Chairman (since November 16, 1979)
Lawyer
October 31, 1975%

Hans Mayr (64), Frankfurt
Deputy Chairman (since April 11, 1984)
Chairman of the Metalworkers Union
February 10, 1984

Birgit Breuel (48), Hanover
Minister for Economic Affairs and
Transport of Lower Saxony
October 10, 1978

Dr. jur. . Wilhelm Christians (63)
Dusseldorf
Member of the Board of Management
of Deutsche Bank AG
July 12, 1971

Dr. rer. pol. Hans Friderichs (54)
Frankfurt
Former Federal Minister
March 24, 1981

Walter Hiller (53), Wolfsburg
Chairman of Works Council of
Volkswagen AG
Wolfsburg Plant
April 9, 1986

Albert Hoffmeister (57), Wolfsburg
Senior Executive of Volkswagen AG
July 5, 1977

Supervisory Board
(Aufsichtsrat)

Hans-Glinter Hoppe (63), Berlin
Former Member of the Berlin Senate
July 9, 1974

Jann-Peter Janssen (41), Norden
Chairman of Works Council of
Volkswagen AG
Emden Plant
April 9, 1986

Walther Leisler Kiep (60), Bonn
Businessman (Insurance)
from March 3, 1976 to July 1, 1982
and since January 26, 1983

Gerd Kihl (63), Frankfurt
Trade Union Secretary to the Executive
Committee of the Metalworkers Union
July 5, 1977

Klaus Peter Mander (43), Wolfsburg
Deputy Chairman
of Works Council of
Volkswagen AG
Wolfsburg Plant
March 25, 1985

Hans L. Merkle (73), Stuttgart
Chairman of the Supervisory Board
of Robert Bosch GmbH
July 9, 1974

Karl Heinrich Mihr (50), Kassel
Chairman of Works Council of
Volkswagen AG
Kassel Plant
November 27, 1972

Gerhard Mogwitz (52), Hanover
Chairman of Works Council of
Volkswagen AG
Hanover Plant
July 5, 1977

Walter Neuert (60), Ingolstadt
Chairman of Joint Works Council
of AUDI AG
July 5, 1977

Dr. agr. Burkhard Ritz (54), Hanover
Minister of Finance of Lower Saxony
July 1, 1982

Dr. rer. pol. Otto Schlecht (60)
Bonn-Duisdorf
Undersecretary of State in the Federal
Ministry for Economic Affairs
August 3, 1973

Toni Schmiicker (64)
Bergisch-Gladbach
Former Chairman of the Board
of Management
of Volkswagen AG
July 1, 1982

Dr. rer. pol. Albert Schunk (44)
Frankfurt
Trade Union Secretary to the Executive
Committee of the Metalworkers Union
July 5, 1977

Changes on the Supervisory Board:

Siegfried Ehlers (61), Wolfsburg
Chairman of Group Works Council
of Volkswagen AG
October 10, 1958
1t March 6, 1986

Heinz Pabst (54), Brunswick
Chairman of Works Council of
Volkswagen AG
Brunswick Plant
July 1, 1982
t February 21, 1986

Manfred Pusch (47), Wolfsburg
Former Deputy Chairman of Group
Works Council of Volkswagen AG
October 14, 1981 to February 28, 1985

* This date indicates in each case since
when the person has been a member
of the Supervisory Board.



Dr. rer. pol. Carl H. Hahn (59)
Chairman
(since January 1, 1982)
Member of the Board of Management
from May 1, 1964
to December 31, 1972

Horst Miinzner (61)
Deputy Chairman
(since January 1, 1982)
Purchasing and Logistics
Member of the Board of Management
Since January 1, 1969

Board of
Management
(Vorstand)

Claus Borgward (47)
Quality Assurance
April 11, 1980

Karl-Heinz Briam (63)
Personnel and Social Matters
(Director of Labour Relations)
October 1, 1978

Prof. Dr. techn. Ernst Fiala (57)
Research and Development
February 1, 1973

Dr. jur. Peter Frerk (55)
Legal Matters, Auditing and
Economics
December 7, 1971

Dr. jur. Wolfgang R. Habbel (62)
AUDI AG
January 1, 1979

Dr.-Ing. E. h. GUnter Hartwich (50)
Production
July 1, 1972

Dr. rer. pol. Werner P. Schmidt (53)
Sales
August 1, 1975

Dr. rer. pol. Rolf Selowsky (55)
Finance and Business Administration
May 6, 1982



Report of the
Supervisory
Board

During the past year the Board of Ma-
nagement kept the Supervisory Board
regularly and comprehensively informed
about the Company's affairs, the cur-
rent state of business and corporate
policy. Matters requiring the Supervisory
Board'’s approval by law or under the
Company's Articles of Association, were
discussed in detail at meetings of the
Supervisory Board before a decision
was made. The Supervisory Board has
kept a regular check on the manage-
ment of the Company with the aid of
written and verbal reports from the
Board of Management.

The Supervisory Board is satisfied that
the financial statements for the Group
and Volkswagen AG for the year ended
December 31, 1985 along with the ac-
counts and the Annual Report, have
been audited and approved without
qualification by TREUARBEIT Aktienge-
sellschaft Wirtschaftspriifungsgesell-
schaft Steuerberatungsgesellschaft,
Hanover.

The financial statements of Volkswagen
AG, the Annual Report and the proposal
for appropriation of the net earnings
available for distribution were examined
by the Supervisory Board, which found
no grounds for objection. The Group fi-
nancial statements for the year ended
December 31, 1985 have also been re-
ceived and approved by the Supervisory
Board.

The Supervisory Board accordingly con-
curs with the auditors’ findings and ap-
proves the annual financial statements,
which are thereby confirmed. It also ap-
proves the Board of Management's
proposal regarding appropriation of net
earnings available for distribution.

Wolfsburg District Court appointed Herr
Klaus Peter Mander a member of the
Supervisory Board of Volkswagen AG as
of March 25, 1985 to succeed Herr
Manfred Pusch, who retired from his
posts on the Works Council and the Su-
pervisory Board of Volkswagen AG as of
February 28, 1985 and whom we should
like to thank for his service.

Herr Heinz Pabst, Member of the Super-
visory Board, died on February 21, 1986
at the age of 54. He was Chairman of
the Works Council at the Brunswick
Plant of Volkswagen AG and had been a
member of the Supervisory Board since
July 1, 1982. We have lost a personality
who was dedicated and tireless in fur-
thering the interests of Volkswagen AG
and its employees.

After a serious illness Herr Siegfried
Ehlers died on March 6, 1986. He had
been employed by the Company since
1949 and had been a member of the
Works Council since 1953. He was
elected Chairman of the Works Council
at the Wolfsburg Plant in 1971, Chairman
of the Joint Works Council in 1972 and
Chairman of the Group Works Council in
1974. He had been representing the em-
ployees on the Company's Supervisory
Board since as long ago as 1958.

With the death of Herr Siegfried Ehlers
the Volkswagen Group has lost one of
its outstanding personalities. He repre-
sented the interests of the workforce for
years and years with a great sense of
responsibility and exemplary success.
His ability to reach agreement and his
commitment to social peace showed
the way, not only at Volkswagen.

With effect from April 9, 1986 Herr Wal-
ter Hiller and Herr Jann-Peter Janssen
were appointed Members of the Super-
visory Board by the Wolfsburg District
Court.

Wolfsburg, April 17, 1986

Karl Gustaf Ratjen

Chairman of the Supervisory Board



Review

Report of the
Board of

Management

Slower rate of growth on the world
economy

The levelling off of the economic up-
swing in the United States influenced
the trend on the world economy in 1985.
Exports by major industrial countries did
not remain unaffected, so the growth of
world trade dropped from 9 % the previ-
ous year to 3% in 1985.

In the United States the first 6 months
of 1985 saw continued sluggish growth
which had already been observed to-
wards the end of the previous year. Du-
ring the second half of the year too the
American economy failed to restore the
trend experienced during the years 1983
and 1984.

The Japanese economy also registered
more moderate expansion because of
slower growth of exports and invest-
ment. But with domestic demand again
strengthening, Japan remains in the
forefront of the world's industrialised
nations in terms of overall economic
growth.

The more moderate US performance
had the effect of narrowing the gap be-
tween growth rates in the US and West-
ern Europe. The economic recovery in
West European industrialised nations
made further steady progress. The
strongest impetus came from exports
and investment; consumer spending
was restrained.

In West Germany, the upswing became
evident across a wider spectrum of the
economy and proceeded relatively
smoothly. The driving forces came from
increased investment in plant and equip-
ment and continued high demand for
West German exports. Low inflation,
low interest rates and the high US dollar
were also important factors. Progress in
curbing the public sector net borrowing
requirement also helped to set the
framework for economic recovery.

New record in world automobile
production

The world automobile industry produced
a record 44.9 million vehicles in 1985.

This was 6 % more than the previous re-
cord in 1978.

The West German automobile industry
made a significant contribution to this
expansion. It increased its output by as
much as 10 % to 4.4 million vehicles. As
the UK and Spain also substantially in-
creased their vehicle output, West Euro-
pean production rose 5 % to 13.0 million
motor vehicles.

In the US, the rise in automobile produc-
tion slowed down after the strong expan-
sion in 1984. The US industry produced
11.6 million vehicles, an increase of 7 %.

In Japan, production again rose during the
year ended and finally totalled 12.3 million
units (+7 %). The manufacture of Japa-
nese vehicles in other countries which al-
most solely consist of parts made in Japan
is showing an even higher increase, parti-
cularly in North America and Asia, but also
in Europe. This tendency has not been tak-
en into account in the overall number of
units for Japan nor has the supply of vehi-
cle components for US and European
makes.

Improvement in position compared
with international competitors

The extensive efforts made to improve our
products and manufacturing processes, to
reduce costs and improve the qualifi-
cations of our staff, have made 1985 a
good year for the Volkswagen Group.

The Group achieved an increase in
world sales, as a result of a model
range well suited to meet market re-
quirements and because of broadly fa-
vourable economic conditions.

Deliveries of motor vehicles to customers
showed above-average growth in North
America and most West European coun-
tries, greatly strengthening our position.

Because of increased market demand,
capacity at our West German plants in
particular was heavily utilised and in
some cases plants suffered from bottle-
necks in production. The Group sold
2,398,004 Volkswagen and Audi models

9



The versatile Passat Variant —
a success abroad too




to dealers worldwide in 1985. This was
11.8 % more than in the previous year.
Volkswagen AG sold 1,817,208 vehicles
(+10.9%).

Substantial increase in deliveries to
customers

We delivered 2,418,202 Volkswagen and
Audi models to customers worldwide in
1985. This was 12.7 % up on the sales
Performance of the previous year. Pas-
Senger cars and commercial vehicles
both registered an increase, with deliv-
eries totalling 2,198,976 and 219,226 re-
Spectively. Lower sales in Argentina and
South Africa were more than offset by
INCreases, in some cases substantial, in
Other markets, notably Europe and
North America.

In the markets served by Volkswagen
AG, which also distributes the Audi
models, the number of vehicles deliv-
ered amounted to 2,067,680 (+12.7 %),
the highest level ever.

West German market unsettled in
first half

The unsettling debate which built up
from mid-1984 about emission reduc-
tions and speed limits continued well in-
10 1985. This had an impact on new car
registrations in West Germany.

Many motorists who had held back from
uying new cars did not start entering
the market again until after European
authorities had reached an agreement
about new emission standards. For the
Year as a whole, new car registrations in
W§St Germany were again at a compa-
ratively low level at 2.3 million, 0.9 %
down on the previous year. Imported
cars took 26.1 % of the market, com-
Pared with 25.7 % in 1984. The Japa-

Nese gained at the expense of European
Producers.

Wlth_ the economy continuing to recover
and investment on the increase, the dec-
line in the commercial vehicle sector came
10 a halt in 1985 and sales began to rise
again in the second half of the year. New
"égistrations, including all-terrain vehicles,
Were up 4.4 % on 1984.

Development of production in the automobile industry

(million vehicles)

Western Europe

Japan

Federal Republic
of Germany

France

Volkswagen
Group

ltaly

il



Deliveries to customers of
Volkswagen Group vehicles
(million vehicles)

Total

Abroad

Improved market share

In its deliveries to customers in West
Germany, the Volkswagen Group per-
formed better than the car market as a
whole. A total of 730,420 Volkswagen
and Audi models were sold to custom-
ers, 1.9 % more than in 1984. With the
overall market contracting slightly, the
Volkswagen Group strengthened its
competitive position; the combined
Volkswagen and Audi share of the pas-
senger car market reached 28.6 %,
compared with 27.9 % in 1984.

Volkswagen models improved their mar-
ket share from 21.7 % in 1984 to 22.9 %
last year. This success was due not only
to the popularity of the Golf, which
alone accounted for 13 % of all new car
registrations and which increased its
lead as the top-selling car in West Ger-
many. The Polo and particularly the Pas-
sat were also very successful and im-
proved their competitive position in their
market segments. Audi vehicles regis-
tered a decline in market share to 5.7 %
from 6.2 % in 1984. But the Audi 90
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and the Audi Coupé, as well as all quat-
tro models, showed a positive trend.

The increase in the proportion of diesel
vehicles compared with overall Volks-
wagen Group sales, particularly in West
Germany, once again underlined the at-
tractiveness of these engines to buyers.
In this way we made a rapid, effective
contribution to increasing the proportion
of low-pollution vehicles.

With the recovery in commercial vehi-
cles, the Volkswagen models enjoyed
above-average success in their sector,
the class of vehicles up to 6 tonnes.
With new registrations of 56,008, the
market share improved from 39.7 % to
40.8 %.

Leading position in Europe
During the past year the Volkswagen
Group sold 759,125 Volkswagen and Au-

di models (+ 24.3 %) in its European ex-

port markets. Including deliveries within
West Germany this meant that the

Group took the lead in Europe for the
first time. Increases in unit sales were
achieved in the major markets: Italy

(+ 49.4 %), France (+ 15.8 %), Britain
(+ 9.2 %), Spain (+ 69.6 %) and Austria
(+ 33.5 %).

Our share in the German automobile in-
dustry’s exports rose by 0.9 % to 39.8 %
and exceeded a million for the first time
since 1973.

At the same time the percentage of im-
ports in the overall passenger car mar-
ket, including vehicles manufactured by
German companies abroad amounted to
34.2 % (34.3 %).

Special notice has been taken of the
fact that we have achieved a leading po-
sition in Europe. However, we regard
such a position as of no particular merit
on its own. Continuity in achieving ade-
quate earnings is more important, and in
1985 significant progress was made.
Only if there is a successful return on
investment can the competitive position
of the Volkswagen Group and the jobs
of its employees be secured in the long
term and only in this way can future
projects be financed on a firm footing. It
is very satisfying to note that there has
been a significant market swing to
Volkswagen and Audi vehicles because
of our product policy — to such an ex-
tent that it was impossible to meet de-
mand fully.



Investment in SEAT
W_'th our Spanish sales and our relations
With SEAT (Sociedad Espafiola de Auto-
Moviles de Turismo, S.A.), developing
Very well, the Supervisory Board of
FO'kSWagen AG agreed in principle on
ebr_uary 21, 1986 to the purchase of a
olding in SEAT. When the appropriate
agreement, the final details of which are
;t1||Lbe|ng negotiated, is signed, an initial
' /o of the Spanish automobile manu-
b Clurer would be taken over. A majority
olding by Volkswagen AG was made
EOSSIb!e when the Spanish government
Authorised the government-owned hold-
N company Instituto Nacional de In-
dustria (INI) at the end of last year to
take over the former SEAT liabilities.

The Spanish State's strong interest in
Volkswagen AG's investing in SEAT was
officially emphasised on February 27,
1986 when King Juan Carlos and Queen
Sofia visited Wolfsburg.

At the end of 1983 SEAT commenced
assembling the Passat and in 1984 this
was followed by production of the Polo.
During the past year a total of 95,307
Volkswagens were produced, of which
75,764 were Polos. 53,954 Polos were
exported to other European countries.
Deliveries to customers in Spain came
to 48,611 Volkswagen and Audi models,
including the imported Group vehicles.
This represented an increase of 69.6 %
on the previous year; the market share
for Volkswagen and Audi rose to 8.6 %
(5.5 %).

As a result of the cooperation with SEAT
we now see more opportunity to streng-
then our position in the lower model
ranges. Within the Group SEAT will as-
sume a role similar to that which Audi
has achieved in the upper market seg-
ments.

Because of the necessary restructuring,
our SEAT strategy will involve consider-
able outlay on investment and reorgani-
sation during a lengthy starting period.
However, we see this as a justified and
essential step in securing the Group's
future.
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SEAT fills the gap in the lower seg-
ment of the market

In order to further improve and reinforce
our current position in Europe we have
to develop more strength in the long
term particularly in the model ranges
where the Volkswagen Group has hith-
erto been underrepresented.

Prices in the mini and small car ranges
depend on the lower cost basis in
France and Italy, and particularly in
Spain. Owing to high production cost in
West Germany, the Volkswagen Group
was unable to achieve a satisfactory
share of the European market in these
ranges or create satisfactory earnings,
despite the excellence of the Polo. In
Europe this segment of the market al-
ready comprises more than 3 million ve-
hicles a year and 30 % of new vehicles
registered. Until now both ranges have
been dominated by ltalian and French
manufacturers or the subsidiaries of
American automobile groups manufac-
turing in Spain. The vehicles in the low-
er ranges are not only important within
the market as a whole but also as intro-
ductory models for buyers of first and
second cars.

From this point of view, and owing to a
large increase in West German parts
production for automobile assembly in
Spain, our investment in SEAT will con-
‘tribute to the employment situation in
Spain and Germany and improve the
structure of the interlinked production
system within the Group, having a posi-
tive effect on cost per unit.
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Substantial growth in North Ameri-
ca; differing trends in other regions
The Volkswagen Group was able to take
advantage of favourable market condi-
tions in North America in 1985. The
number of vehicles sold rose 21.2 % to
338,905, with imported Volkswagen and
Audi models showing an even greater
increase of 27.5 %. Strong demand for
the Jetta, our top seller in North Ameri-
ca last year, was one of the driving for-
ces behind this improved performance,
as well as a further increase in sales of
Audi vehicles. In North America we are
by far the market leader among Euro-
pean manufacturers.

The Mexican car market again regis-
tered some growth in 1985 despite tem-
porary setbacks as a result of unfavour-
able economic conditions and earth-
quake disruption. Deliveries to custom-
ers by Volkswagen de Mexico were

2.1 % above the previous year. In Argen-
tina, on the other hand, the extremely
difficult economic situation led to a
sharp drop in sales.

Deliveries to customers

of Volkswagen Group vehicles
in North America

(thousand vehicles)

The previous year, Brazil's commercial
vehicle business was swept along with
the economic tide and began to recover.
This continued into 1985 and also em-
braced demand for passenger cars. In
the year as a whole the number of vehi-
cles delivered to customers in Brazil
rose by 6.4 %.

By contrast, automobile business in the
Republic of South Africa was highly un-
satisfactory for all the manufacturers.
The country’s difficult situation led to
plant closures, considerable losses and
several manufacturers giving up produc-
tion there altogether. The trend for
Volkswagen of South Africa, however,
was not so bad compared with the av-
erage for the industry as a whole thanks
to the market popularity of the Golf and
Jetta, and we even managed to consid-
erably improve on our position.




The Polo Fox — low in price and big in
technology
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Increase in sales due to exports
The sales of the Volkswagen Group ex-
ceeded DM 50 billion for the first time.
They actually totalled DM 52.5 billion,
that is, 15.0 % up on the previous year.

Apart from increased sales in Europe
and North America it was also the rise
in demand for more upmarket models
which contributed to the surge in sales.
Whilst West German business produced
an increase in sales to DM 16.2 billion
(+ 10.5 %), foreign sales saw an above-
average rise by 17.1 % to DM 36.3 billi-
on. The foreign share of Group sales
rose accordingly to 69.2 % (67.9 %).

Volkswagen AG sales totalling DM 38.9
billion meant growth amounting to

16.2 %. Foreign sales accounted for
59.7 % (57.6 %).

Close connections with the supply
industry

The 1985 figure for raw materials and
supplies, semi-finished products, fin-
ished products, capital goods and ser-
vices purchased by the Volkswagen
Group totalled DM 33.7 billion, that is,
24.6 % more than the previous year.

The value of goods and services bought
in by Volkswagen AG came to DM 18.1
billion, 19.6 % up on 1984. Production
materials accounted for DM 14.3 billion
whereas capital goods and services ac-
counted for DM 3.8 billion.

These amounts underline the import-
ance of our volume of purchasing for
the economy as a whole, in particular
for the supply industry and its employ-
ees.

It is also worth mentioning the import-
ance of the employment effect which
results for German toolmakers and me-
chanical engineering companies swept
along with foreign projects initiated by
Volkswagen, the setting up of new pro-
duction plants, particularly for engines,
and in the expansion of local supply in-
dustries. Utilisation of capacity in the
capital goods industry will therefore be
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-Development of sales
of the Volkswagen Group
(billion DM)

Regional breakdown of the
sales of Volkswagen AG

for 1985 (million DM)

Domestic 15,693
Australia 40
Asia 857
Africa 356

America 8,222

Europe (excluding
Fed. Rep. of
Germany) 131753

Abroad 23,228




Positively influenced for years to come.

Our company is considerably dependent
on close cooperation and division of la-
bour with the supply industry on a part-
Nership basis. The continuously growing
demands made of vehicles and more
and more capital-intensive production
Plants result in increasing demands be-
INg made of our suppliers. Particularly
Wlth. regard to the ever increasing di-
Versity of models and parts called for by
the market it is the know-how and the
Capability of our suppliers to make tech-
Nically high-level concepts mature en-
Ough for series production rapidly and in
the quality required, which have a sub-
Stantial amount of influence on the flex-

ibility of our company with regard to
Strategy.

Expansion of capacity again

O secure its international competitive-
Ness the Volkswagen Group made fur-
ther efforts in 1985 to develop its pro-
duct range, to modernise plants and to
reduce costs. For the first time it was an
€Xpansion of capacity which played a
role in our investments again. High pri-
Ority was also given to extension of our
'ental and leasing activities.

Our investments totalled DM 3,388 mil-
lion, thus exceeding the previous year's
level by 21.8 9, Property, plant and
€Qquipment accounted for DM 3,133 milli-
On and financial investments came to
255 million. In Germany we invest-
ed DM 2,508 million, abroad the figure
Was DM 880 million. There were also
additions to leasing and rental assets
amounting to DM 3,217 million.

During the year under review Volkswa-
ger? AG spent DM 1,791 million (— 1.0 %)
“2 Investments, of which DM 1,366 mil-

N Was accounted for by fixed assets
and DM 425 million by financial invest-
ments. The majority of financial invest-
ments was due to an injection of capital
Into VOI}(swagen of America. The stock-
tr?lders equity base was also streng-

ened at AUTOGERMA and our Chi-
Nese joint venture.

Increases in production in West Ger-
many and abroad

In 1985 the Volkswagen Group produced
worldwide 2,398,196 automobiles,

11.7 % more than the previous year. Pas-
senger car production increased by

12.5 % to 2,179,597 units, whilst produc-
tion of commercial vehicles rose to
218,599 vehicles (+ 3.8 %). Per working
day the Group's output was 10,543
(9,897) automobiles.

The foreign producing companies Volks-
wagen do Brasil (+ 15.7 %), Volkswagen
Bruxelles (+ 25.7 %) and Volkswagen of
America (+ 31.8 %) increased their pro-
duction. However, there were declines
in production at Volkswagen of South
Africa (— 22.2 %), Volkswagen Argentina
(— 21.3 %) and Volkswagen de Mexico
(— 5.4 %). As far as West German out-
put for 1985 was concerned there was
an 11.0 % rise to 1,635,582 units.

As a result of high demand, particularly
from abroad, production at Volkswagen
AG showed a further substantial in-
crease of 13.8 % to 1,457,272 vehicles
last year. In addition to recruitment to
build up the workforce, major steps
were taken to reorganise the pattern of
work in order to make more efficient
use of capacity — a process facilitated
by our new general collective agree-
ment. By shifting part of our Polo pro-
duction to Spain, we were able to free
some capacity in Wolfsburg for in-
creased production of Golfs and Jettas,
to make the best of market opportunit-
ies. Even so, delivery delays could not
be entirely avoided; they are an indica-
tion of the increasing demand. Our Eu-
ropean plants produced a total of 3,838
(3,425) Golf and Jetta models on aver-
age each working day. Production of
Passat and Polo models also increased
substantially. Including vehicles pro-
duced through SEAT, their production
rose 20.6 % and 12.1 % respectively to
1,406 and 804 vehicles per working day.
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