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Continental —

a Group that has Grown with the Years

When “Continental-Caoutchouc-
und Gutta-Percha-Compagnie” was
founded in 1871, the firm was one
among many that had settled in
North Germany to process rubber.,
As early as 1861, the Kingdom of
Hanover counted six rubber fac-
tories — more than there were in any
other part of the German Federation
at the time.

As a result of good products and
its policy of expansion, Continental
soon took the lead in the German
rubber industry. At the end of the
1920s, the Company increased its
economic strength still further
through mergers with other rubber
manufacturers. In the 30s, produc-
tion and sales facilities abroad en-
sured worldwide penetration for its
products and the name “Conti-
nental”.

In Germany during the 60s and
70s, Continental resumed its acqui-

sition of shareholdings in companies

belonging to the rubber industry.
Today the Group numbers about 80
firms and corporations, most of
them located in Germany, other
European countries and North
America. Technical cooperation and
license agreements have been
signed with tire manufacturers in
Japan, India, Sweden and a number
of other countries. In 1979 and 1985
respectively, two tire makers with a
long-established tradition, Uniroyal
Englebert and Semperit, were
acquired by the Group. The three

brands compete against one another

with stimulating effect.

In 1987 Continental acquired the
American manufacturer General
Tire. As a result, the Group is one of
the few tire producers that are active
on a global scale, taking first place in
Germany, second place in Europe
and fourth place worldwide.

In recent years Continental has
had an outstanding record in de-
veloping new technologies for tires
and industrial products.

Today the Group employs about
42,000 people around the globe.



Continental Group at a Glance
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Report of the Supervisory Board

At Supervisory Board meetings
and individual conferences, as well
as through oral and written reports,
we were provided regularly with de-
tailed information about the Com-
pany's status and progress and have
discussed these with the Managing
Board.

The main topics of these discus-
sions were the budget, the corpo-
rate medium- and long-term plan-
ning, including its capital investment
programs, and basic questions about
business policy, corporate structure
and trends in capacity utilization and
earnings. We also ruled on issues
which, under the applicable statu-
tory provisions and the Company’s
bylaws, had to be submitted to us
for approval. Of special significance
in this connection is our authorizing
the Managing Board to issue con-
vertible debentures and/or bonds
with warrants attached, up to a total
par value of DM 450 million, and to
create authorized capital in the
amount of DM 130 million. During
the negotiations concerning the
acquisition of General Tire Inc., a
special meeting was held on June 5,
1987, at which the Supervisory
Board authorized the Managing
Board to make a binding offer to the
parent company, GenCorp Inc.

We have examined the financial
statements, the management report
on the business and the proposal for
the allocation of net income available

for distribution; our examination re-
veals no grounds for objection. The
Supervisory Board concurs in the
result of the audit by Deutsche
Treuhand-Gesellschaft Aktiengesell-
schaft, Wirtschaftspriifungsgesell-
schaft, Berlin/Hanover, which has
confirmed, in its capacity as inde-
pendent auditor, that the accounting
records and financial statements
comply with the legal requirements
and with the bylaws and that the
management report on the business
is consistent with the financial state-
ments. We have approved today the
financial statements as of December
31, 1987, prepared by the Managing
Board, which are thereby definitively
confirmed, and we endorse the
proposal of the Managing Board re-
garding the allocation of the netin-
come available for distribution.

The consolidated financial state-
ments, the management report on
the Group's business and the au-
ditors’ report on the consolidated fi-
nancial statements have been sub-
mitted to us as well.

Effective October 31, 1987, Hel-
mut Werner resigned from the Man-
aging Board of Continental AG to
take on a new assignment in another
company. Mr. Werner had been a
member of the Managing Board
since August 1, 1979 and its Chair-
man since January 1, 1982. During a
challenging period for the Company,
he used his entrepreneurial vision to
expedite the integration of the vari-
ous companies within the Group, set
an important new strategic course
and thereby had a substantial influ-
ence on the Company's growth. The
acquisition of our 75% interestin
Semperit Reifen AG, Austria, in 1985
and the purchase of General Tire
Inc., U.S.A., in 1987 took place dur-
ing his term on the Board. We wish
to express our special appreciation
and respect to Mr. Werner for his
achievements and wish him success
in his new position.

Wilhelm Schéafer, who had been a
member of Continental AG’s Manag-
ing Board since January 1, 1975 as

Head of Tire Marketing and Sales,
also left the Board as of October 31,
1987. Mr. Schafer is remaining with
the Continental group; on November
1, 1987 he became Chairman of the
Managing Board of Semperit Reifen
AG. Thanks to his personal dedica-
tion, profound knowledge of the
market and good contacts with cus-
tomers, Mr. Schéfer has made a de-
cisive contribution to the Company’s
progress. We express our special
gratitude to him and wish him, too,
success in his new sphere of ac-
tivity.

At its special meeting on Sep-
tember 16, 1987, the Supervisory
Board nominated Horst W. Urban
Chairman of the Managing Board,
effective November 1, 1987. Up to
then Mr. Urban had been the
member of the Managing Board re-
sponsible for Finance, Affiliated
Companies and Purchasing. Dr. Wil-
helm Borgmann, responsible for Tire
Manufacturing and Engineering, was
nominated Vice Chairman of the
Managing Board. At the same time,
Gunter H. Sieber and Wilhelm P.
Winterstein were appointed to the
Managing Board; Mr. Sieber as
Head of Tire Marketing and Sales
and Mr. Winterstein as Head of Con-
trolling and Logistics.

Hanover, May 2, 1988

The Supervisory Board

L /é/m/ /M/W/%ZJZHL

Alfred Herrhausen, Chairman
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1987 was an exceptional year for
Continental. We were able to im-
prove on the good earnings of 1986
and at the same time increase our
financial strength very significantly.
In addition, our acquisition of the
large American corporation, General
Tire Inc., enabled us to join the small
group of tire manufacturers operat-
ing on a global scale. We are thus
expanding beyond the dimensions
of a basically European company
with its major activities in German-
speaking areas. With nine plants in
North America, affiliated companies
in South America, Africa and Asia
and about 10,000 new employees in
non-European countries, approxi-
mately one-third of our sales will be
made outside Europe. We will take
this shift of emphasis into account in
our future capital investment policy.

The placement of our shares on
international markets in the fall of
1987 has caused the number of our
shareholders outside Germany to in-
crease. We therefore feel thatitis
appropriate to bring the way we re-
port more into line with international
practice. This gives me the welcome
opportunity, as the new Chairman of
the Managing Board, to address a
few personal words to those of you
who cannot attend our Annual
Shareholders’ Meeting.

This year's financial statements
for the entire Group have been pre-
pared for the first time in accordance
with the provisions of the new Ger-
man Accounting Directives Act, and
so the statements differ in many
aspects from our previous method
of reporting.

Later in this report you will read
about the financing of the General
Tire acquisition. Bonds in three dif-
ferent currencies with warrants
attached, as well as the shares
issued during the first capital in-
crease, were placed successfully on
the market. We think this is proof
of the confidence that the financial
world and our old and new share-
holders have in our Company, its
goals and its management. That

gives us all the more reason to re-
gret that the second capital increase,
with subscription rights for share-
holders, coincided with the sharp
price declines on the international
stock markets, so that the shares
could not be sold and remained at
the underwriting banks. The price of
our share then stayed unusually low
for a while which, in view of the
financial data and the progress of our
Company, was basically unjustified
even by international standards.

It is causing us some concern
that the competitiveness of our Ger-
man manufacturing operations is de-
creasing as the result of the develop-
ment in foreign exchange rates, high
ancillary wage costs and the enor-
mous tax burden. In-house problems
we can resolve ourselves, receiving
in doing so support from the unions,
our employee representatives and
our staff. Competitive disadvantages
stemming from economic and social
policy, on the other hand, can only
be eliminated by legislatures and
governments. We will continue our
efforts to promote an awareness of
what ought to be done in this re-

" spect.

My colleagues and | regret the
departure of Helmut Werner, who
was a member of the Managing
Board for eight years and had a deci-
sive influence during that time on
the development of our Company.
We wish him good luck and success
in his new position.

At Continental, management is,
and always will be, a matter of team-
work. We shall do our best to adjust
our management and organization
structure to the greatly expanded re-
sponsibilities of the Continental
group. From now on, our executives
and all other employees will have to
orient themselves even more than in
the past to the international dimen-
sion of our Company. | personally
was delighted to experience at first
hand the straightforward spirit of
cooperation in which the manage-
ment and employees of General Tire
welcomed us Europeans. We have

a good base for coping with the
challenges that lie ahead.

During the current year we are
faced with tasks similar in scope to
those of fiscal 1987, However, we
are confident that we will master
them, as well as any other chal-
lenges the future may bring. At the
June Shareholders’ Meeting in
Hanover, to which | cordially invite
you, | shall have an opportunity to
inform you in detail about our plans
and the progress we have made.

Sincerely,

Dna? {f ltiene

Horst W. Urban



Our business ben-
efited from the
continuing boom
on international
automobile mar-
kets.

Economic Environment

The economic climate in the
Western industrial countries was ad-
versely affected by the turbulence
on the stock and foreign exchange
markets in the fall of 1987. Plunging
prices on the stock exchanges actu-
ally played a less significant role than
the slide of the dollar, which con-
tinued to accelerate. The general
mood of the economy and, in turn,
expectations for the future were

" consequently negatively influenced.

In the Federal Republic of Germany
and other large industrial nations,
there was increasing uncertainty as
to whether the previous growth
pattern would persist. However, for
the Western industrial countries,
1987 as a whole was a period in
which the positive economic trend
of the previous years continued.

The United States showed above
average development; benefiting
from the lower dollar, its exports
increased significantly. Japan also
recorded strong economic growth,
due in particular to a vigorous rise in
domestic demand.

In the Federal Republic of Ger-
many, consumers continued to pro-
vide vital support for the economy.
Demand for automobiles was espe-
cially high. The number of new vehi-
cle registrations rose by 3%. Produc-
tion of passenger cars and station
wagons, at 4.37 million units, ex-
ceeded the record level setin 1986
by 1.5%. The output of light com-
mercial vehicles decreased consid-
erably, but there was a slight gain in
production of heavy trucks.

From the international standpoint
as well, the trend in automobile
manufacturing was predominantly
positive. Only the United States and
Canada showed a decline in pas-
senger car production. The manufac-
ture of small commercial vehicles,
on the other hand, rose significantly.

The German rubber industry ben-
efited from favorable conditions in
the automotive industry. Production
and sales volumes of tires grew sub-
stantially. However, a further inten-
sification of price competition per-

mitted only a modest increase in
sales revenues. The trend in indus-
trial products varied. While suppliers
to the auto industry recorded good
growth rates, other sectors, which
sell to industries that did not partici-
pate in the economic upswing, ex-
perienced a decline in revenues.

For 1988 we expect in general
that the economy in the Federal Re-
public of Germany will continue to
expand. Due to currency-related ex-
port problems, the main impetus for
economic activity will once again
come from domestic demand. Con-
sumption in the private sector, in
particular, will gain strength during
the second phase of the tax reform.

The automotive industry is pre-
paring for more difficult times, but
anticipates that production levels
will remain high. Other major cus-
tomers of the rubber industry, such
as the mechanical engineering and
mining industries, do not expect
business to pick up this year. The
mining industry is struggling with
persisting weak demand, and the
mechanical engineering sector,
which has always depended heavily
on exports, is adversely affected
by the weak dollar.

We have no reason to be
pessimistic; we shall instead pre-
pare ourselves to take effective
action in order to meet whatever
challenges are in store.



Management Report for the Group and
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Worldwide Supplier

During the past decade, concen-
tration and internationalization of ac-
tivities have taken place much more
among tire manufacturers than
among the manufacturers of indus-
trial rubber products, which are usu-
ally medium-sized companies
geared to supplying their home mar-
kets. There are only a few regional
suppliers left among the tire man-
ufacturers. The large ones have
been establishing themselves to an
increasing extent in the automobile
production centers outside their
home region, in order to operate as
global suppliers.

Continental AG, whose business
in the 70s was still concentrated
primarily on the German market, first
reinforced its base in Europe by
acquiring Uniroyal Englebert in 1979
and Semperit Reifen AG in 1985.
During that period we also con-
cluded technical cooperation and re-
ciprocal supply agreements with
Toyo Tire & Rubber Co., Japan, and
General Tire Inc., U.S.A., soas to
strengthen our competitive stance in
the two other major automobile
manufacturing centers as well.

A Year of Acquisition

The acquisition in 1987 of Gener-
al Tire, our cooperation partner, rep-
resented a decisive step on the
North American continent. In view of
the slow growth of demand in
Europe and the weak dollar, our
presence in North America — the
world’s largest tire market, account-
ing for more than 40% of global
sales —is particularly important. We
were pleased to find that our pur-
chase of General Tire was wel-
comed equally by the company’s
management and its employees,
and we are convinced that the co-
operation initiated some years ago
can be successfully expanded to the
benefit of both companies. In acquir-
ing General Tire we have passed an
important landmark for the future
progress of our Company.

The No. 4 Tire Manufacturer
General Tire is the fifth-largest
tire manufacturer in the U.S.A., with

worldwide sales of approximately
U.S. $1.2 billion. The purchase of
this company is the most important
acquisition in the history of the Con-
tinental group. On October 31, 1987,
we took over the plants and ac-
tivities of General Tire in the U.S.A.
and Canada, as well as its affiliated
companies in Ecuador and Tanzania.
The purchase of its companies in
Mexico and Morocco and its minori-
ty interests in manufacturing com-
panies in Angola, Mozambique,
Pakistan and Portugal was com-
pleted during the first few months of
1988. The provisional purchase price

amounts to U.S. $643 million in total.

With future tire sales of about
DM 6 billion, our Group now ranks
fourth among the world's tire man-
ufacturers.

Expansion of Our Capacities in
North America

General Tire has a good position
as a supplier to the automotive in-
dustry in the U.S.A. Our goal is to
expand this position and simultane-
ously strengthen the General brand
in the replacement business. In addi-
tion to building up our business on
the North American continent, itis
important for us to be able to supply

other markets from our American
plants. Since General Tire's existing
manufacturing facilities for pas-
senger and commercial vehicle tires
are fully utilized, even with a seven-
day work week, we plan to enlarge
them.

We also intend to increase our
manufacturing potential for commer-
cial vehicle tires through a joint ven-
ture, under the leadership of General
Tire, with the two Japanese tire
manufacturers, Yokohama Rubber
Co. Ltd. and Toyo. A letter of intent
to this effect was signed at the end
of 1987. Our Japanese partners will
be able to cover a major part of their
requirements for the American mar-
ket from this production. But the
joint venture will also enable General
Tire to significantly broaden its own
base in the commercial vehicle
sector.

A gigantic cake was a
pleasant surprise for
Cantinental Managing
Board members at the
official takeover of
General Tire in Akron.

We took a decisive
step forward with
the acquisition of
General Tire.



Substantial
growth in volume
made a major con-
tribution to our
good earnings in
1987.

Strengthening Our Worldwide
Market Presence

In the wake of our successful
cooperation with Toyo, we have re-
cently reached a similar agreement
with Yokohama, Japan's second-
largest tire manufacturer. In addition
to an intensive exchange of know-
how between the participating com-
panies, both Yokohama and Toyo
will locally manufacture tires with
brand names of our Group and sup-
ply these tires for Japanese auto-
mobile exports to Europe and the
U.S.A.

The acquisition of General Tire
has provided us with affiliated com-
panies in Africa and Asia that are
capable of expansion and enabling
us to strengthen our presence in
these regions as well.

At the beginning of this year, in
order to fortify our position in the
French industrial products market,
we purchased the shares of the
Anoflex Group, which specializes in
manufacturing threaded pipe joints
and in making hose assemblies.

New Accounting Provisions

For the first time, our annual
financial statements have been pre-
pared in accordance with the provi-
sions of the German Accounting Di-
rectives Act of December 19, 1985.
This applies to the financial state-
ments of the parent company and all
its domestic and foreign sub-
sidiaries, as well as the consolidated
financial statements.

The balance sheets of the Gener-
al Tire companies acquired on Oc-
tober 31, 1987, with their assets and
liabilities as of the date of acquisi-
tion, have been included in full in the
consolidated financial statements at
year-end. The earnings of General
Tire for the last two months of the
year were included in consolidated
net income.

A Successful Year

1987 was the most successful
year in the history of the Continental
group. Earmings continued to in-
crease and our financial strength
grew substantially. Our Tire and In-
dustrial Products Divisions, including
the related subsidiaries and affiliated
companies, operated at a profit.
General Tire operations, which have
only been part of the Continental
group since their acquisition on Oc-
tober 31, 1987, reported a positive
operating income for the last two
months of the year. Even after de-
ducting the costs of financing and
foreign exchange hedging, as well
as nonrecurring incidental acquisi-
tion expenses, there still remained a
small net income for the year,

Sales Grow Despite the
Strong D-Mark

Our Group benefited from the
boom in the auto industry, but en-
countered slight setbacks in sales to
those domestic customers who
were exposed to increased pressure
from foreign competitors or declin-
ing demand.

Our exports to overseas markets
were adversely affected by the trend
in the value of the dollar. In addition,
a number of companies that used to
export tires to the dollar area are
now trying to sell them in Europe, so
that competition here has grown
stiffer. As a result, prices decreased
in some cases, while expenses —
particularly employment cost — rose.

Due to these factors, consoli-




dated sales (without General Tire),
at DM 5,097.6 million (1986: DM
4,968.6 million), rose by only 2.6%,
despite the encouraging increase in
sales volumes.

The table below shows sales
compared with 1986,

1987 1986
Sales DM DM Change
- millien  million in %
Parent
company 2,423.1 239810 +1.3
Group 5097.6 49686  +26

Tires accounted for 72.1% (1986:

72.0%) and industrial products for
27.9% (1986: 28.0%) of consoli-
dated sales. In the parent company,
61.5% of sales (1986: 62.0%) was
attributable to tires and 38.5%

(1986: 38.0%) to industrial products.
The difference of DM 97.3 million
(1986: DM 79.5 million) between
product sales and the consolidated
sales shown above, and calculated
in accordance with German Stock
Corporation Law, is due to other
sales.

Factors Affecting Earnings

Our good level of earnings has
continued thanks in good measure
to a substantial increase in volume,
especially in passenger tires, where
we operated several extra shifts dur-
ing the year. In the wake of heavy
demand, the Group sold a record
number of tires. Business with snow
tires, low-profile tires and high-per-
formance tires went particularly

well. Most of the business groups
and companies in the Industrial
Products Division also made healthy
contributions to consolidated net
income.

Earnings were positively influ-
enced not only by the product mix,
which has been improved and is
now better tailored to customers’
needs, but also by significant gains
in productivity throughout the
Group, attributable in part to our high
capital investments in recent years.
In addition, the interest expense
reduced substantially.

However, these positive factors
were almost completely nullified by
the sharp price decline on domestic
and foreign markets, by substantial
increases in employment cost and in

Now that it has acquired
General Tire, Continen-
tal has become a global
player,



QOur two capital in-

creases attracted
new circles of
domestic and in-
ternational inves-
tors for Continen-
tal stock.

rinanciai ads were

employee benefits and by the non-
recurring costs associated with the
capital increases in the fall of 1987.

Although we have proceeded on
schedule with the restructuring of
our Limmer and Vahrenwald plants
in Hanover, we are not satisfied with
the results achieved so far. Costs
are still too high and further adjust-
ments must be made for these
plants to operate permanently ata
profit. Appropriate projects are
under way.

Research and Development

During the fiscal year we again
devoted great attention to research
and development and increased the
Group's efforts and expenditures,
particularly in the area of computer
technology. Additions were made to
the work force, and there was a
pleasing gain in the number of
patent applications. Extensive tech-
nological exchange under the co-
operation agreement with our
Japanese partner was again an im-
portant element.

Further Increase in Capital
Expenditures

At DM 303.7 million, additions to
intangible assets and to the proper-
ty, plant and equipment of the Group
{(without General Tire) reached a
new highin 1987 (1986: DM 286.7
million). Approved capital expendi-
ture exceeded DM 400 million for
the first time. Apart from targeted
expansions of capacity, capital in-
vestments centered on streamlining
and further improvements in guality.
We also expanded our computer-
aided systems and methods in order
to control procedures and processes
with greater speed and flexibility.

Financing and Purchase
of General Tire

The acquisition of General Tire
was financed just before the interna-
tional stock market crash in October
1987. We raised almost half of the
purchase price by issuing bonds in
three different currencies, with

10

warrants attached and terms of 10
and 15 years, which were placed
successfully in the Euromarket by
our affiliated company, Continental
Rubber of America, Inc. The remain-
ing funds were obtained through the
two capital increases described
below.

Through an international place-
ment, in which our shareholders
could participate, we issued
1,200,000 new shares at a price of
DM 320.00 per share. We thus
achieved our goal of attracting new
circles of international investors for
Continental stock. We had previous-

“With the acquisition
of General Tire,

we become the
world's 4th largest
tire producer.”

ly taken the opportunity to present
our Company to financial analysts,
investors and the financial press at
six of the world's leading stock
exchange centers. These presenta-
tions in Frankfurt, Zurich, Geneva,
New York, Tokyo and London
aroused great interest.

The second capital increase, in
October 1987, effected by issuing
another 1,200,000 new shares ata
price of DM 300.00 per share — this
time with subscription rights for the
shareholders — coincided with the
powerful downward trend on the in-
ternational stock exchanges. As the

In addition to our purchase
of General Tire, we have
created two new products that
promise to revolutionize the
global tire industry: CTS {Conti-
TireSystem) for passenger
cars and EQT (EnergyOpti-
mizedTechnology) for trucks.

With General Tire, CTS and
EOT on board, plus our world-
wide capabilities of manufac-
turing sites, participations and

Group Profit before Tax (DM million)

263.5
1572
1008 1009

. Continental’s purchase this

year of General Tire, of
Akron, Ohio, boosts the

tire manufacturers and con-

siderably expands the group's
market potential.

During the past decade,
Continental has pursued a
successful acquisition strategy
designed to strengthen the
group's already solid base.
For example, in 1979 we
bought the European tire
operations of Uniroyal (USA),
This was followed in 1985 by
the purchase of Semperit, the
Austrian tire producer. And
now General Tire.

As the leading tire manufac-
turer in Germany — and the
second largest in Eurcpe —
Continental has built an im-
pressive record of consistent

Crowth of Market Shares - Europe
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grawth in sales, profits and

market share. Our more than
42,000 shareholders at home
and abroad have benefited
handsomely from this per-
formance.

cooperation partners, the out-
look for the Continental group
is indeed positive.

For complete information
on Continental, our products
and performance, just contact:
Continental Aktiengesellschaft
Kénigsworther Platz 1
P.O.Box 169
D-3000 Hanover |
West Germany

Top Performance on Wheels

(ntinental®



market price was less than the sub-
scription price at the beginning of
the subscription period, the under-
writing banks were left holding al-
most the entire issue.

We raised a total of DM 1.3 billion
from the bond issue and the capital
increases. The payment of the provi-
sional purchase price for the General
Tire Group accounted for a total
of DM 1.1 billion. The balance of
approximately DM 200 million is
available for future capital invest-
ments.

51% of the acquisition of General
Tire, U.S.A., was carried out by an
investment company established ex-
clusively for this purpose and 49%
through the repurchase by General
Tire, U.S.A., of its own shares. This
explains why an addition to invest-
ments of only DM 600.0 million has
been reported for Continental AG
from the purchase of General Tire
U.S.A. and Canada as well as from
capital increases at other Group
companies.

Improved Financial Strength

The capital stock of Continental
AG rose from DM 312.1 million, at
December 31, 1986, to DM 432.7
million at December 31, 1987. About
8.6 million shares have now been
issued. The equity ratio of the parent
company increased from 44.4% to
63.4%. At the end of 1987, its share-
holders’ equity was DM 1,567.2
million (1986: DM 667.1 million).

Consolidated shareholders’ equi-
ty rose by DM 707.8 million to DM
1,515.8 million and covers 31.6% of
total assets (1986: 26.1%).

Growth in Consolidated
Earnings

The Group’s income (including
General Tire) before income taxes
rose to DM 271.7 million {1986: DM
263.5 million). After deducting in-
come taxes in the amount of DM
132.9 million, net income for the fis-
cal year came to DM 138.8 million,
up 21.2% over the previous year
(DM 114.5 million).

The parent company's income
before income taxes amounted to
DM 136.8 million (1986: DM 135.8
million}. Income taxes came to DM
81.0 million (1986: DM 80.8 million),
leaving a net income for the fiscal
year of DM 55.8 million (1986: DM'
55.0 million). The net income avail-
able for distribution was DM 48.8
million.

Dividend Proposal

The Administration proposes to
the Shareholders’ Meeting that DM
48.0 million of the net income avail-
able for distribution be used to pay a
dividend of DM 7.00 per share of
DM 50.00 (14%) and that the re-
maining amount of DM 0.8 million
be carried forward.

Thanks to Our Employees

1987 was marked by the further
internationalization of our Company
and more difficult market conditions.
The ensuing demands made on the
performance of each individual
member of our work force were met
by our employees with great dedica-
tion, initiative and a sense of respon-
sibility. This is evidenced by the fine
results.

We wish to thank all employees
of the Company, including those
who retired in 1987. Our thanks also
go to the employees’ represen-
tatives in the plants and to the Joint
Employee Council and the Group's
Employee Council for their coopera-
tion, without which we could not
have performed our common tasks.

Outlook

We view the progress of our
Company in 1988 with cautious op-
timism. We are convinced that we
can master the challenges that lie
ahead. Our economic environment
will probably become even more
difficult in the future. If we are to
hold our own against international
competitors who can supply at ag-
gressive prices because of their low-
er costs, and if we want to expand
our manufacturing locations in Ger-

Internationalization of
the business: Twao thirds
of our sales will in
future be generated
outside the Federal
Republic of Germany,
one half of these outside
Western Europe.

Group sales by region

1988

Internationalization of
the work force: Almost
half our employees work
at plants and sales or-
ganizations outside the
Federal Republic of
Germany.

Group employees by region

Status: December 31 1987

many we must make every effort to
improve our competitive position.
This means that we must exercise
fiscal restraint, utilize our reserves of
efficiency and productivity to the
utmost and respond with even more
flexibility to the rapidly changing
market conditions.
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The Group’s three-
brand strategy has
proved successful.

Tire Division

Supported by a healthy economic
climate, sales volume in the Tire Di-
vision scored a further increase.
Consolidated product sales for the
Continental, Uniroyal and Semperit
brands amounted to DM 3,604.8 mil-
lion during the fiscal year, a gain of
2.4% compared with the figures for
1986, which have been adjusted to
the altered structure of the Tire Divi-
sion. Because of the drastic changes
in foreign exchange rates and heavy
pressures on prices, sales revenues
grew at a considerably slower rate
than volume. For these reasons,
earnings were only slightly higher
than in 1986. One positive factor
was a further increase in Semperit’s
net income, again confirming that
our decision to acquire this group of
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companies in 1985 was the right
one.

Six-Day Week

Responding to higher demand for
passenger tires, we operated a
number of extra shifts. Furthermore,
at our plants in Sarreguemines,
France, and Newbridge, Scotland,
the introduction of a six-day week
enabled us to make better use of our
facilities. Sustained demand and
the high cost of expanding our ca-
pacities will probably make it necess-
ary to arrive at similarly flexible

arrangements at our other tire plants.

Joint Research But Separate
Development

Research and development work
on the Tire Division's three brands
was intensified. Our policy of con-
ducting joint basic research to
achieve positive synergy effects,
while maintaining distinct product
development programs for each
brand, proved successful.

The success enjoyed by each of
the brands shows that we have
been able to exploit the synergistic
effects without infringing the
brands’ autonomy. Jointly, Conti-
nental, Uniroyal and Semperit have
gained a leading position in the Ger-
man market and occupy second
place in Europe.



New Tire Concepts

We continued our intensive de-
velopment work to ready the Conti-
TireSystem (CTS) for series produc-
tion. It can be launched, as sched-
uled, in 1988/89. In the summer of
1987, CTS tires mounted on a
compact passenger car, passed an
endurance test conducted by jour-
nalists of the international automo-
tive press, covering the 19,000 miles
from Alaska to Tierra del Fuego. We
were pleased to receive the innova-
tion prize awarded by the magazine
Auto Zeitung.

The International Automobile Fair
(IAA) in Frankfurt gave us an oppor-
tunity to herald this achievement to
numerous visitors and represen-
tatives of trade publications.

Demand for heavy truck tires was
stagnant in 1987, which is one
reason why we were unable to sell
the planned volume of EQT (Energy-
OptimizedTechnology) tires. We are
pleased to report, however, that all
major commercial vehicle makers
have given approval for this tire con-
cept. Many of the new commercial
vehicles exhibited by our customers
at the Hanover Industrial Fair were
fitted with EOT tires. We are confi-
dent that we will achieve our pro-
jected sales volumes in 1988.

Greater Efficiency in Tire Logistics
Increasingly diverse customer
requirements have led to a prolifera-
tion of tire sizes. Smaller production
runs, the desire to offer the broadest

possible product spectrum on the
market and the need to be as close
as possible to our customers have
been presenting increasing chal-
lenges to our planning and distribu-
tion. During 1987, therefore, we in-
tensified our efforts to create addi-
tional synergies in Group logistics for
all our brands. We have also inaugu-
rated programs to improve the flexi-
bility of supply at the depots and
plant warehouses as well as to re-
duce storage and distribution costs.
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Within two years
Continental has
become a major
supplierof low-
profile tires in
Europe.

Continental Tire Operations

Continental Tire Operations
raised product sales by 1.7% to DM
1,466.6 million in 1987 again
generating a good profit.

In sales of original equipment,
revenues and volumes maintained
their high level of 1986. Our market
shares showed particularly pleasing
growth in the European countries
outside Germany. In the replace-
ment market, we increased both
revenues and volumes; business
was especially good in Germany,
the United Kingdom, France, Italy
and Spain.

Varying Trends in Business
Overseas

About 90% of our sales volume
goes to the Western European coun-
tries, the remaining 10% being ex-
ported to the U.S.A. and other over-
seas markets.

The number of tires sold in the
U.S.A. was gratifyingly high. Earn-
ings in D-marks, however, were
affected by the slide of the dollar and
therefore declined sharply. Never-
theless, we shall continue to expand

our position in the American market.

Business in other overseas coun-
tries also posed substantial prob-
lems. Sales revenues were almost
50% lower than in 1985, for volume
was stagnant in many markets, due
to foreign currency shortages and

the strength of the D-mark. We are
confident, however, that this trend
will bottom out in the near future.

Higher Market Shares for
Passenger Tires

Continental reported excellent re-
sults for passenger tires in 1987,
with above-average sales of replace-
ment tires helping to boost volume
by 9%. We are pleased with the
trend on the home market in Ger-
many, where we had a record year.
Moreover, our market shares else-
where in Europe grew as well.

Continental snow tires have been
leading the Western European mar-
kets for several years. Here too,
1987 was significantly better than
the record year of 1986, with a 14%
jump in snow tire sales.
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We vigorously pursued plans to
win a larger share of the low-profile
tire market. A new product line has
been developed for this purpose in
close collaboration with the automo-
tive industry. In the spring of 1987
we presented the new ContiSport-
Contact tire to our customers and
250 journalists of the international
automotive press. The reaction of
the media, the dealers and the auto
manufacturers was very positive.
Volumes of low-profile tires had al-
ready risen substantially in 1986; we
succeeded in doubling them during
fiscal 1987. It has thus taken us only
two years to become one of the
major European suppliers of these
tires.

Tires for Commercial Vehicles
Beset by Price Wars

Sales of light truck tires also
gained in volume. While we sold the
same amount of original equipment
as in 1986, the replacement busi-



ness grew at an impressive rate, due
mainly to strong sales in France,
Germany, the United Kingdom and
Portugal. For heavy truck tires, on
the other hand, demand for original
equipment rose, while the replace-
ment business stayed at the 1986
level because of reduced export
shipments.

Overall demand for commercial
vehicle tires was unsatisfactory both
as regards original equipment and
replacements, leading to surplus
capacities in the tire industry. The
result was cut-throat competition,
with substantial pressure on prices.
Although the market has recently
been showing some signs of im-
provement, there is reason for con-
cern that this business will not re-
ceive any new incentive for growth
in 1988.

Industrial and Agricultural Tires
The industrial tire business was
also characterized by stiffening com-

petition. With a view to safeguarding
and expanding our market leader-
ship in Europe, we have strength-
ened our sales organization in a
number of countries.

Although the market for agricul-
tural tires was relatively unfavorable,
we continued to improve our tradi-
tionally strong position in key prod-
uct groups, particularly in Germany.
As in 1986, the original equipment
business suffered from a pro-
nounced decline in European pro-
duction of agricultural vehicles and
equipment.

Bicycle and
Motorcycle Tires

We continued to expand our
good market position in the growing
leisure and sport segment with new,
technically sophisticated bicycle
tires. Customers have expressed a
lively interest in our recently intro-
duced tires for mountain and trek-
king bikes.

“Conti 2000”
Marketing Concept

In 1986 we devised the Conti
2000 marketing concept primarily to
enhance the image of the Continen-
tal brand in the tire trade. It was
further developed during the fiscal
year and has recently been im-
plemented on the markets. In addi-
tion, we have continued to decen-
tralize our sales organization, assign-
ing greater responsibility to smaller
sales units and strengthening the
sales teams accordingly.
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In 1987, Uniroyal
was again success-
ful in original
equipment sales to
the European
automotive in-
dustry.

Uniroyal Englebert Tire Operations

Uniroyal can look back on a good
1987; its market position improved
both in sales to the automotive in-
dustry and in the replacement busi-
ness. Despite a pleasing increase in
volume sales, Uniroyal reported a
gain in revenues of only 0.2% to DM
934.9 million. Earnings were once
again good.

Successful Original Equipment
Business

Uniroyal's passenger tires have
always enjoyed a strong position
with the automotive industry. Again
in 1987 we achieved significant
successes in close technical collab-
oration with our customers. Qur
products were represented on al-
most all the new models that
appeared on the market, especially
our high-performance tires for top-
of-the-line vehicles.

Growth in the Replacement
Business

The high degree of acceptance of
Uniroyal tires in the automotive in-
dustry as well as the Impulse 90
marketing concept developed for in-
dependent dealers formed the basis
of our success in the replacement
markets. This was particularly true of
low and extra-low profile tires, a

product segment that involves inten-
sive technical support. The expan-
sion of this product line to include
series 45 extra-low profile tires per-
mits us to cover virtually all our cus-
tomers’ requirements. We intend to
further expand our good position in
the market for low-profile tires.
There has been a growing trend
in France to switch over to snow
tires in the winter. Uniroyal took full
advantage of this market opportuni-
ty. In Belgium our comprehensive
line of tires enabled us to consoli-
date our recently acquired position
as market leader and in |taly we have
joined the top rank of companies
supplying imported passenger tires.

Progress in Commercial
Vehicle Tires

For some time now, light truck
tires have been following the trend
to lower aspect ratios. We therefore
took prompt action and developed a
modern line of low-profile tires,
which has brought us above-average
growth rates both for original equip-
ment and for replacements.

Original equipment manufactur-
ers demand especially high stand-
ards of design and manufacture for
heavy truck tires. The large number
of technical approvals we have re-
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ceived and the resulting growth in
our share of deliveries to original
equipment manufacturers show
clearly that we are meeting these
quality requirements. The extensive
investments we have made in re-
cent years to modernize truck tire
production have thus paid off.

International Communication
Concept

Uniroyal employed new advertis-
ing methods aimed at increasing its
degree of penetration and enhancing
the rain-tire image. For example, a
novel TV commercial was broadcast
in a number of different countries.
We participated in championship
truck races in nine countries. Driving
a vehicle equipped with our tires,
Rod Chapman of the United King-
dom won the European champion-
ship.

Uniroyal has been working for
years to improve driving habits and
bring about safer traffic conditions
and is conducting studies for this
purpose. We are the first industrial
company to receive the Chris-
tophorus Prize, an award given by
the German insurance industry (HUK
Association).




Semperit Tire Operations

Semperit had a successful 1987.
Despite a marked rise in volume,
product sales, at DM 787.4 million,
were however slightly below the
1986 level because of fierce price
competition.

Nevertheless, Semperit achieved
a solid increase in earnings com-
pared with the previous year, as the
result of exceptional successes in
specific product and market seg-
ments, such as snow tires and the
international original equipment
business.

Good Business
in Replacements

In Austria, its home market, Sem-
perit maintained its significant lead
in all key product segments, even
expanding its position in regular
passenger tires and passenger snow
tires. We also strengthened our po-
sition in the Federal Republic of Ger-
many, Semperit's next most impor-
tant market, as well as in the other
Western European markets, in
which we operate our own sales
companies.

In 1987 the Top Grip snow tire
was responsible for the most suc-
cessful snow-tire sales in the history
of the company. A new entry in the
top market segment is our Direction
high-performance tire for passenger
cars, which features a directional
tread. Nassgriff, a standard wet-trac-
tion tire, and the Hi-Speed low-pro-
file tire also continued to be in great
demand.

Sales of light and heavy tires for
commercial vehicles were well
above average, giving rise to sub-
stantial gains in market shares. The
growth of our position in this market
is mainly attributable to increased
sales to the tire trade.

Production Rises Despite
Restructuring

During the fiscal year we pro-
ceeded on schedule with our com-
prehensive program to modernize
Semperit's main plant in Traiskir-
chen, Austria, and improve its pro-

duction processes. Although this im-
posed heavy burdens on our em-
ployees, we achieved a significant
increase in production and coped
successfully with the more stringent
requirements demanded by the
market.

Restructuring of this facility, in
which we have so far invested a
total of DM 170 million, was virtually
completed in 1987. Traiskirchen will
be one of the Group's most modern
plants.

Improved Situation in Dublin

Qur Irish plant in Dublin is still not
profitable. However, we made major
progress during 1987 in boosting
productivity and quality, while simul-
taneously reducing costs. With the
consent of the work force and em-
ployee representatives, a new wage
system was successfully intro-
duced. In addition, we significantly
increased output and expect that the
competitiveness of this plant will
continue to improve.

SEMPERIT ®

Healthy Exports at Sava

Sava-Semperit in Kranj, a Yugo-
slavian joint venture in which Sem-
perit Reifen AG holds a minority
interest, continued to do good busi-
ness in 1987. Both volumes and
revenues rose, as the result of a
further increase in the size of pro-
duction runs and an improvement
in product quality. The share of
exports was close to 50% during
the fiscal year.

Despite the difficult economic
situation in Yugoslavia, Sava-Sem-

perit again earned a gratifying profit.
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In Austria, its
home base, Sem-
perit has further
increased its pro-
nounced lead in
the market, while
consolidating its
position in ex-
ports.

With Direction, its new
high-performance tire,
Semperit leaped into the
topmost market seg-
ment.



Most Vergolst
outlets have re-
cently been con-
verted into modern
“Round the
Wheel” service
centers.

Trading Companies

Revenues in this part of the Tire
Division, not including those gener-
ated by the Group's own brands,
amounted to DM 415.9 million
(1986: DM 350.3 million). They
stemmed mainly from the sale of
other manufacturers' products, as
well as retreading, services and
automotive accessories. The trading
companies supplement the services
of the regular tire dealers and
support our delivery and counseling
services for end users. At the same
time, we are providing the market
with a wider supply of the Com-
pany's own brands of tires.

Business at Vergolst GmbH,
Bad Nauheim, was very satisfactory
during the fiscal year, and earnings
climbed further. Sales rose 3.4% to
DM 333 million.

Conversion of the outlets into
modern “Round the Wheel” service
centers continued with great
success. Capital expenditures at the
retreading plant for passenger and

truck tires were mainly on quality
improvement.

Vergolst is devoting special atten-
tion to the future-oriented training
and continuing education of its em-
ployees. For this reason, a training
center has been established in Bad
Nauheim as part of a long-term
program.

Although the retreading business
at Continental Industrias del
Caucho SA, Madrid, was affected
by falling prices, the company made
further progress in sales of Conti-
nental-brand industrial and
passenger tires in Spain. The com-
pany again operated at a satisfactory
profit.

The tire trading companies in
Germany, Austria, Switzerland and
Ireland were grouped together for
administrative purposes in the fiscal
year. Taken as a whole, the com-
panies operated at a profit, with
good sales increases.
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General Tire Division SR

TIRE

The Company

General Tire, the youngest
member of the Continental group,
was founded in 1919 in Akron, Ohio,
where its headquarters and research
and development center, employing
1,805 people at year-end, are still
located. 8,038 employees are work-
ing in the plants and sales organiza-
tions of the consolidated General
Tire companies.

The manufacturing program cov-
ers a wide spectrum of tires for ve-
hicles ranging from compact cars to
heavy earth-moving equipment.
General Tire thus gqualifies as one of
the major tire suppliers with a com-
plete line of products for original
equipment and replacements.

The production facilities of the
companies in which General Tire
holds a majority interest are located
in the following countries:

four tire plants in the U.S.A.

Mavyfield, Kentucky
Charlotte, North Carclina
Mt. Vernon, lllinois
Bryan, Ohio

one tire plant in Canada

Barrie, Ontario

two tire plants in Mexico

Mexico City
San Luis Potosi

one tire plant in Morocco

Casablanca.

There are two additional factories
in the U.S.A., a synthetic rubber
plant in Odessa, Texas, and a tire
cord plant in Barnesville, Georgia.

North America,
the Home Market

In November and December
1987, that is, since it was acquired
by the Continental group, the com-
pany's sales revenues amounted to
U.S. $186.2 million (U.S. $174.7 mil-
lionin the corresponding period of
the previous year).

The company supplies major
American and Japanese auto man-

Beaming faces at the

unveiling of the new
campany logo. Horst W.

Urban (Continental) and

eal (General Tire,

on the left)

19



With its motiva-
tion program,
“Commitment to
Excellence”,
General Tire takes
direct aim at be-
coming a quality
leader.

A tire cord developed by
General Tire makes it
possible for tires to
meet the most stringent
requirements, such as
those in mining opera-
tions.

ufacturers in the U.S.A., where it
successfully maintained its position
during 1987. It held 13% of the
American original equipment market
for passenger tires, but only 8% of
the replacement business. It is our
goal to strengthen General Tire's
presence in this market segment.

In the U.S. light truck segment,
the percentages are reversed: an
8% market share of the original
equipment business and 13% of the
replacement business. In the heavy
truck segment, the corresponding
market shares are 6% and 8% re-
spectively.

ing contribution came from a sports
car tire which made its debutin a
series of races organized by the
Sports Car Club of America (SCCA).
Its racing successes greatly facili-
tated the introduction of this tire on
the market. General Tire's new low-
profile tires for passenger cars also
sold well, both as original equipment
and as replacements.

Extensive additions have been
made to the plant in Mayfield, Ken-
tucky, substantially expanding its
capacities for the production of ag-
ricultural tires, another segment in
which General Tire's market share

The company made an important
breakthrough into a new market seg-
ment with the development of a
sophisticated high-performance tire.
Customers for this product include
one of the big U.S. automobile com-
panies.

General Tire had already ex-
panded its market shares in high-
speed passenger tires and light truck
tires in 1986. Both these product
lines again recorded excellent
growth rates in 1987. An outstand-
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has grown. 1987 also saw the mar-
ket introduction of the first radial
tires for tractor driving wheels. The
company plans special marketing
programs to further increase the
sales volume of its agricultural tires.

Quality Prize

The tire plants in Charlotte, North
Carolina, and Mt. Vernon, lllinois,
have been awarded a prize for out-
standing guality achievements by a
major automobile manufacturer.

A

Only a few suppliers have so far
received this coveted prize.
General Tire is strongly oriented
to quality and has developed a
broad-based motivation program,
known as “Commitment to Excel-
lence” or CTE, which is designed to
steadily improve the quality con-
sciousness of its employees. In
1987 the entire staff of the Akron
headquarters participated; in 1988 it
will be the turn of the employees at
the manufacturing plants and the




U.S. branch offices. The CTE pro-
gram is a vital element in the com-
pany's efforts to gain a leading posi-
tion in the tire industry as regards
quality in every field of activity.
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Our broad spec-
trum of rubber and
plastic products
ranges from com-
plex conveyor belt
systems to tiny
precision-molded
parts for brake sys-
tems in automo-
biles.

Industrial Products Division

The affiliated companies Kaliko
Group, Uniroyal Englebert Textilcord
S.A., Luxembourg, Flockgarn GmbH
and Clouth AG, were included in the
Industrial Products Division for the
first time during the fiscal year, since
they produce related — or, in some
cases, identical — preducts. In 1987
the Division's product sales
amounted to DM 1,395.56 million, an
increase of 2.0% compared with the
previous year's DM 1,368.0 million.
Clouth AG is not contained in con-
solidated sales, but is taken account
of on the balance sheet in accord-
ance with the provisions of equity
consolidation. The Industrial Prod-
ucts Division now generates about
28% of consolidated sales {without
General Tire) and employs 10,482
people.

The Division’s business groups
and subsidiaries are organized into
sixteen units manufacturing a broad
array of rubber and plastic products,
the vast majority of which are sold to
the automotive industry. However,
its customers also include a large
number in other industries, as well
as the technical trade. Among the
most important product groups are
conveyor belting, molded products,
extrusions, industrial and automo-
tive hoses, power transmission
products, air springs, coated fabrics
and also preducts made of synthetic
leather, textiles and foam for auto-
mobile interiors.

Most of the business groups and
subsidiaries operated at a profit and,
in some cases, reported good earn-
ings. This was particularly true of
those supplying the automotive in-

dustry. As a result, the net income of

the Industrial Products Division as a
whole was well in the black, al-
though not reaching the 1986 level.
Intensified competition led to lower
profits in some segments. Likewise,

some of our customer industries had

difficulties to contend with. These
two points made increases in price

and sales volume almost impossible.

Earnings were also negatively
affected by restructuring costs in
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connection with the modernization
of our Limmer and Vahrenwald
plants in Hanover. The capital invest-
ment program initiated a few years
ago is proceeding on schedule and
has already produced substantial re-
ductions in manufacturing costs and
infrastructural overhead. Neverthe-
less, in comparison to many of our
competitors our costs are still too

high, so further rationalization
measures have been set in train to
ensure the permanent profitability of
the business groups located in these
plants. Further result-impairing costs
were incurred in starting up addition-
al capacities for new product lines
and in transferring Géppinger
Kaliko's entire production of roof
headlining for automobiles from the




Eislingen plant to the new Uberherrn
plant in the Saarland.

In mid-1987 our subsidiary Tech-
no-Chemie Kessler & Co. opened a
new manufacturing plantin Berlin,
which is already operating to our
complete satisfaction. Bamberger
Kaliko's operations will be relocated
from the inner city to a new building
in the industrial park on the outskirts

of Bamberg in the course of 1988,
thereby strengthening the competi-
tive position of this company. How-
ever, in 1987 the company was al-
ready able to exceed its 1986 net
income, because of the improved
cost situation.

Good Capacity Utilization

The Division’s individual business
groups and subsidiaries, apart from a
few product lines, operated at high
capacity. Automotive hoses were in
such strong demand that the Hose
business group hired new employ-
ees and introduced additional shifts.
The Cushioning Products business
group was also manufacturing to
capacity, and therefore could in-
crease output only slightly. Nonethe-

less, earnings continued to improve.

Research and Development

The Industrial Products Division
is developing materials based on
special elastomers to meet the in-
creasingly high standards for dy-
namic strength, for resistance to oil,
diffusion and weathering and for
long service life under high and low
working temperatures. By combin-
ing different rubber compounds with
carefully selected reinforcing mate-
rials, we manufacture products
according to our customers’ specifi-
cations and thus help to provide op-

CONTITECH*

timum solutions to their problems.

In order to assure a high level of
product quality, our process de-
velopment work is concentrated on
strict uniformity of materials and pro-
cess reliability.

A Recognized Partner of
Our Customers

As a partner of our customers in
their development work, we supply
not only products, but ideas as well.
Our customers expect more than
components from us; they also
want sophisticated solutions that en-
sure a better end product and permit
rubber to be combined with other
materials, such as plastics, metals
and fabrics. At the same time, in-
creasing automation in our custom-
ers’ manufacturing processes re-
quires components made with
greater and greater precision, and so
quality has absolute priority in all our
activities. Qur commitment to quali-
ty is one of our strong points in
international competition, and one
which we shall continue to promote.
During the fiscal year, too, domestic
and foreign customers acknowl-
edged our efforts by ordering signi-
ficant shares of their requirements
from us.
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Again in 1987, the
sixteen units of
this Division sup-
plied the market
with purpose-de-
signed innovations
under the “Conti-
Technik” name.

New Markets Through
New Products

We were able to present new
products in almost every area of our
business during 1987. The Extru-
sions business group developed
new sealing systems for the auto-
motive industry; these already
account for 20% of the business
group's sales. In addition, it intro-
duced a new manufacturing process
in which three elastomer materials
are extruded together with metal.
The Hose business group unveiled
new shaped hoses for the automo-
tive industry as well as special hy-
draulic hoses. Other highlights of our
development work included new
molded products for vibration-isola-
tion and sealing technology, as well
as rubber timing belts and multi-V-
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ribbed belts for use in automobiles
and machinery. In view of the in-
creasing use of airspring systems in
rail vehicles, we expect sales vol-
umes to show above-average
growth rates in this product seg-
ment as well.

In the conveyor belting sector we
have introduced a special belt for
bulk material handling and are about
to fill a major order for belts for slope
conveyors in underground mining
operations. We expect that this pro-
ject will attract international atten-
tion and generate additional orders.

New international markets are
also opening up for our coated fab-
rics, including Conti AIR WEB HS
blankets for high-speed web offset
printing.

Our subsidiary Deutsche
Schlauchbootfabrik has marketed a
new generation of inflatable boats,
as well as inflatable lifeboats which
have recently been approved by all
major competent maritime au-
thorities in Germany and abroad.

Competition Is Getting Even
Tougher

In spite of the healthy demand for
our products, which we expect will
persistin fiscal 1988, the surplus
capacities in this industry will con-
tinue to be a source of price wars.
Competition is getting tougher, the
more so as some of the automobile
manufacturers, our main customers,
are tending to limit the number of
their suppliers, while increasing the
propoertion of imported components,
as an economy measure.

Therefore, we must and shall do
everything we can to invest in pro-
ductivity, quality and new products,
while maintaining our technological
advantage. In addition, we are ob-
liged to adopt every means of im-
proving our performance capability,
streamlining our manufacturing and
increasing the flexibility with which
we respond to customer require-
ments. We are confident that we
will succeed against the competition
and make an appropriate contribu-
tion to consolidated earnings.



Employees

The total number of employees
grew by almost one third as a result
of the acquisition of General Tire. For
our executives, including those at
General Tire, this step represents a
great new challenge to adapt the
inner structure of the Group to its
increasingly global activities. It is vi-
tal for all employees to understand
the significance of their individual
function and the role of their organi-
zational units within the expanded
Group. The economic trends and so-
cial environments in other countries,
which have an influence on Conti-
nental’s further growth, will have to
be given even more weight in our
future planning.

Atvyear-end, 42,263 employees
were working for the Group, includ-
ing the 9,843 General Tire employ-
ees added to the work force in 1987,
and the 622 new positions created.
The number of people employed by
the old Continental group increased
to 32,420 (1986: 32,012) on De-
cember 31, 1987.

Some of the additional employ-
ees were needed at our tire plants in
France and the United Kingdom in
order to staff the newly introduced
Saturday shifts. At the end of the
fiscal year, we had 21,498 employ-
ees in the Federal Republic of Ger-
many, 10,719 in the other Western
European countries and 10,046 in
North America and other parts of the
world. In Germany, too, the number
of employees grew, but this was
attributable exclusively to our sub-
sidiaries; at Continental AG the work
force decreased by 195 to 15,243,
The average age of all its employees
remained unchanged at 42.

Employment Cost

Employment cost (wages, sal-
aries, social welfare contributions
and expenses for pension plans and
other employee benefits) rose by
5.6% to DM 1,878.3 million (1986:
DM 1,778.5 million) in the Group
(without General Tire), and by 3.7%
to DM 928.6 million (1986: DM
895.2 million) at Continental AG.

Employment cost per hour worked at the parent company

Employment cost =
wages, salaries,
bonuses, social welfare
contributions as well as
expenses relating to
pensions and other em-
ployee benefits.

1983

1984

Continental AG

Employment cost
in DM million
Employment cost
per employee in DM
Employment cost
per hour worked in DM
Hours worked
per employee
Employment cost in %
of total operating performance

The increase in the Group is due to
the inclusion of additional com-
panies and the formation of reserves
for long-term service anniversary
bonuses in Germany and abroad.

Employment cost per hour worked
at Continental AG rose from DM
36.56 to DM 38.17 (+ 4.4%). In the
Group, employment cost per em-
ployee climbed from DM 55,557 to
DM 57,937 (+ 4.3%); in the parent
company, it went from DM 58,044
to DM 60,920 (+ 5.0%).

Trainees and Recent University
Graduates

At year-end the parent company
was employing a total of 430 {1986:
432) young people in apprenticeship
positions. Our training program puts
greater emphasis on new tech-
nologies and the requirements they

1985 1986 1987

1987 1986 Change

in %

928.6 895.2 + 3.7

60,920 58,044 + 5.0

38.17 36.56 + 4.4

1,687 1,688 - 041
38.1 37.1

entail. We are also making special
efforts to achieve a better synthesis
of classroom work and practical ex-
perience, and to give the trainees a
sound preparation for their careers in
a changing world.

In addition, we have developed
an extensive program to recruit qual-
ified university graduates, particular-
ly those with an engineering or
scientific background. We actively
support this concept by maintaining
awealth of contacts with univer-
sities, offering internships and
assisting with undergraduate theses
based on practical experience.

Continuing Education for
Executives

The increasing globalization of
the Group is imposing particularly
stringent requirements on ex-
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Our employees are
the Company’s
most important re-
source. Our goal is
to heighten their
awareness of
problems and to
qualify them for
the international
challenge.



ecutives in every department and
company. We are therefore working
systematically, more than ever be-
fore, to expand our personnel de-
velopment program and to enhance
the skills of our executives. We also
intend to use extended assignments
abroad as one means of giving our
employees wider professional ex-
perience.

Motivation Through Joint
Responsibility

For several years we have been
making successful efforts to step up
the involvement of our employees in
the procedures and problems of
theirimmediate sphere of work, in
order to increase their motivation
and sense of identification with the
Company. Work groups have there-
fore been created for this purpose in
every Division. One of these groups
won the German Quality Circle Prize.
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In addition, we have set up pilot
projects at two of our plants to im-
prove our employees’ problem-solv-
ing abilities and their understanding
of complex economic relationships.
Both projects are now being intro-
duced in other units of the Group.

Occupational Safety and
Employee Suggestion Program
We pay close attention to occu-
pational safety in every one of the
Continental companies. Regular
meetings are held at international
level in order to utilize the knowl-

Vocational training at the parent company

Number of trainees

Production-oriented
Skilled chemical worker, plastics molder,
production engineer

Technical vocations
Fitter, machinist, measuring & control
technician

Commercial vocations
Business administrator, industrial manager,
clerical assistant

1984 1985

M4 432 430 410

364

188 220 242 245 235

1986 1387 1988

(planned)



edge and experience gained at indi-
vidual companies. Our executives’
and employees’ awareness of safety
at the workplace is being reinforced
by intensive information programs.
As a result, the accident rate in the
Group's plants was reduced by 11%
during 1987.

The great dedication of our em-
ployees is also evidenced by their
suggestions for improvements,
which rose by another 20% to 3,058
at Continental AG. We paid a total of
DM 616,000,00 in cash awards for
these suggestions.

Absenteeism

There were differing trends in
absence due to iliness at the various
domestic and foreign companies.
In the German plants of Continental
AG, the rate of illness showed a
tendency to stabilize, remaining at
the 1986 level of 7.6%, but at our
other German companies it was on
the rise. The rate at our foreign
plants, on the whole, was signifi-
cantly lower than at those in the
Federal Republic of Germany.

Distribution of value added in 1987 (Group)

DM 2,270.7 million = 100 %

4.0 % retained
in the business

7.4 % to the
public sector

82.7%to
employees

3.8 % to outside
creditors

21%to
shareholders
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Continental Group

Tire
Division (Continental, Uniroyal, Semperit)

Industrial Products
Division

Continental Plant
Hanover-Limmer

Continental Plant
Hanover-Vahrenwald

Sarreguemines / France

Continental Plant Semperit Plant
Hanover-Stocken Traiskirchen / Austria
Continental Plant Semperit Plant
Korbach Dublin / Ireland
Continental Plant Semperit Plant

Kranj / Yugoslavia

Continental Plant
Coslada / Madrid / Spain

Continental Plant
Northeim

Continental Plant
Korbach

KG Deutsche Gasrusswerke
G.m.b.H. & Co., Dortmund

Continental Plant
Dannenberg

Uniroyal Plant
Aachen

Drahtcord Saar GmbH & Co. KG,
Merzig / Saar

Continental Plant
Gohfeld

Uniroyal Plant
Herstal-lez-Liege / Belgium

Uniroyal Plant
Clairoix / France

Uniroyal Plant
Newbridge / United Kingdom

Continental Plant
Mendig

Germany Switzerland
Austria Liechtenstein
Ireland

Continental Caoutchouc (Suisse) SA,
Zurich / Switzerland

Pneu Uniroyal-Englebert S.A.,
Geneva / Switzerland

C.U.P. Ltd.,
West Drayton / United Kingdom

Continental Italia S.p.A.,
Milan / Italy

Uniroyal Englebert Daek A/S,
Copenhagen / Denmark

C.U.P. Gummi Gesellschaft mbH,
Vosendorf / Austria

Continental Gummi AB,
Solna / Sweden

Uniroyal Englebert Tyre Trading GmbH,
Aachen

Deutsche Semperit GmbH,
Munich

Continental Products Corporation,
Lyndhurst/N.J./U.S.A.

C.U.P. SNC,
Roissy / France
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Semperit (Sales) Ltd.,
Dublin / Ireland




General Tire
Division

Techno-Chemie Kessler & Co. GmbH,
Karben, Berlin

Deutsche Schlauchbootfabrik Hans
Scheibert GmbH & Co. KG, Eschershausen

KA-RI-FIX Transportband-Technik GmbH,
Kerpen-Sindorf

Kaliko Group, 3
Eislingen, Bamberg, Uberherrn

Uniroyal Englebert Textilcord, S.A.,
Steinfort / Luxembourg

Flockgarn GmbH,
Hanover, Rheydt

Plant Mabor — Manufactura Nacional de u
Mayfield, Kentucky / U.S.A. Borracha S.A.R.L., Lousado / Portugal (m)
Plant Manufactura Angolana de <]
Charlotte, North Carolina / U.S.A. Borracha S.A.R.L., Luanda / Angola O
Plant Compania Ecuadoriana del Caucho, O
Mt. Vernon, lllinois / U.S.A. Cuenca / Ecuador

Plant Manufactura de Borracha S.AR.L., [ |
Bryan, Ohio/U.S.A. Maputo / Mozambique u]
Plant The General Tyre & Rubber Company |
Odessa, Texas /U.S.A. of Pakistan Ltd., Karachi / Pakistan ]
Plant General Tyre East Africa Ltd., O
Barnesville, Georgia / U.S.A. Arusha / Tanzania

Clouth Gummiwerke AG,
Cologne

Plant
Barrie, Ontario / Canada

Anoflex Group,
Lyon / France

Plant
Mexico D. F./ Mexico

Plant
San Luis Potosi/ Mexico

Plant
Casablanca / Morocco

88 outlets in
U.S.A. and Canada

Semperit (Schweiz) AG,
Dietikon / Switzerland

Semperit (UK) Ltd.,
Slough / United Kingdom

Semperit Svenska AB,
Nacka / Sweden

m Acquired in 1988
O Interest of 50% or less
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The acquisition of
General Tire was
financed in part by
issuing bonds in three
different currencies.
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Warrant Issue
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Continental Group
coordinated by
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Financing and Earnings — Group

Due to the acquisition of General Tire,
the financial data are only in certain cases
comparable with previous years.

Consolidated total assets rose by
55.3% to DM 1,710.1 million. DM 1,627
million of this amount is attributable to the
initial consolidation of the American and
Canadian General Tire companies. Without
General Tire the increase in total assets
amounted to 2.7% and thus increased
proportionally to sales.

The capital turnover rate for the Group
decreased to 1.1% (1986: 1.6%) since the
General Tire companies we acquired were
included in the balance sheet with their
assets and liabilities, but their sales have
not yet been included in the statement of
income.

Fixed assets and investments consti-
tute 34.3% (1986: 34.4%) of total assets,
and current assets 65.7% (1986: 65.6%).

The consolidated equity ratio {taking
into account the equity portion of special
reserves) increased considerably, reaching
31.6% (1986: 26.1%). The equity ratio of
Continental Aktiengesellschaft now comes
to 63.4% (1986; 44.4%). The substantial
increase in shareholders’ equity over the
previous year is mainly the result of the
capital increases carried out during fiscal
1987 and of the premium from the 1987
bond issues. The total amount was re-
duced by offsetting all the goodwill entries
and parts of the consolidation adjustment,
as well as a number of items charged to
shareholders’ equity.

Shareholders’ equity and long-term
borrowings cover 118.6% (1986: 103.8%)
of the Group's fixed assets, investments
and inventories. The self-financing ratio
(proportion of additions to property, plant
and equipment financed by the net cash
flow) amounted to 150.9% (1986:
126.7%). The degree of liquidity (coverage
of short-term borrowings by monetary cur-

rent assets) rose from 104.3% to 134.7%.

Outstanding loans {the sum of all short-
and long-term interest-bearing liabilities
minus liquid assets) decreased by DM 68.5
million to DM 672.7 million (1986: DM
741.2 million) despite the acquisition of
General Tire.

The net profit margin after taxes came
t0 2.7% (1986: 2.3%) for the Group. As a
result of the increased capital, the return on

Breakdown of expenditure in % of total operating performance (Group)

Other expenses
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Taxes

Depreciation of fixed assets

Employment cost

Cost of materials

MNet income

Financing 1987 in DM million (Group)
Application of funds:

Investments in fixed as well as financial assets

Increase in liquid funds

Increase in current assets

20015
Total

shareholders’ equity declined to 8.2%
(1986: 14.2%); without General Tire the
return on shareholders’ equity would have
been 16.8%.

The Group's net cash flow rose by
23.4% to DM 464.0 million {1986: DM
375.9 million), or 9.1% (1986: 7.6%) of
sales.

Earnings computed according to the
new rules of the German Financial Ana-
lysts' Association (DVFA) increased to DM
200.8 million {1986: DM 166.0 million on a
comparable basis), or DM 29.30 per share
(1986: DM 26.60 per share on a compar-
able basis) without the tax credit.

The net cash flow per share, which is an
even better indicator, amounted to DM

124 131 13.8
21 g 1 . i

1985

Source of funds:

Depreciation of fixed assets
and retirements

Shareholders’ equity (including proportionate
special reserves)

Increase in provisions

Increase in liabilities {including proportionate
special reserves)

20015
Total

67.71(1986: DM 60.23) for the fiscal year.
This figure is significantly affected by the
Continental group's depreciation rate,
which is high by international comparison.
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Notes to the 1987 Consolidated Financial Statements
and Financial Statements of Continental Aktiengesellschaft

Application of the German Accounting
Directives Act

The new German Accounting Directives
Act requires that the provisions relating to
individual financial statements be applied
for the first time in fiscal 1987 and those
relating to the consolidated financial state-
ments as of 1990, In order to ensure the
uniformity of the individual and consoli-
dated financial statements, we have also
prepared the latter in accordance with the
new accounting principles. The 1986
figures have therefore been adjusted, in-
sofar as necessary for comparability, to the
new directives concerning classification,
accounting and valuation.

For the sake of greater clarity, certain
items have been combined on the balance
sheets and income statements; they are
broken down in the respective notes.

Scope of Consolidation

Apart from a few exceptions pursuant
to § 296 of the Commercial Code, the
consolidated financial statements include,
in addition to Continental Aktiengesell-
schaft, all domestic and foreign companies
in which Continental Aktiengesellschaft
has a direct or indirect interest of more
than 20%.

The scope of consolidation comprises
30 domestic and 52 foreign companies.

6 domestic and 17 foreign companies
were added in 1987.

In particular, General Tire Inc., Akron,
Ohio, including its American subsidiaries,
and General Tire Canada Ltd., Barrie,
Ontario, both of which were acquired on
October 31, 1987, are being consolidated
for the first time.

We made use of the options provided
by § 299 of the Commercial Code and
included these companies with their bal-
ance sheets as of the date of acquisition,
October 31, 1987, in the consolidated fi-
nancial statements. The income state-
ments for November and December 1987,
on the other hand, have not been fully
consolidated. Only the net income for the
year was included in the consolidated fi-
nancial statements.
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Retirement benefit organizations and a
few companies whose property, expenses
and income are, individually and in total, of
only minor significance in the asset, finan-
cial and earnings situation of the Group
have not been consolidated.

Principles of Consolidation

The individual financial statements of
the companies in which we hold a majority
{more than b0%) are prepared according to
principles of accounting and valuation that
are uniform throughout the Group. The
assets and liabilities of these companies
are entered in the financial statements,
instead of the book value of our holdings.

Associated companies are valued by
the equity method.

When the book value of our invest-
ments is higher than the shareholders’
equity shown on the books of these com-
panies, the companies’ undisclosed re-
serves have been offset mainly against
land. Any remaining goodwill items or
shortages are shown as deductions from
consolidated retained earnings. The same
is true of the credit consoclidation adjust-
ment in the amount of DM 68,765,071.00
that appeared in the 1986 financial state-
ments.

Sales, expenses and income as well as
receivables and liabilities among com-
panies of the Group are consolidated. Inter-
company profits relating to inventories are
eliminated; intercompany profits relating to
fixed assets are not, because they are in-
significant.

Whenever consolidation procedures
result in profits and losses, deferred taxes
are accounted for.

Foreign Currency Translation

We translate the foreign currency re-
ceivables and liabilities of domestic com-
panies at the rate prevailing on the date
they are entered on the books for the first
time or, if they have been hedged by for-
ward exchange transactions, we value
them at the forward price.

Unrealized losses resulting from foreign
exchange rate fluctuations are charged to

income on the balance sheet date; un-
realized profits from foreign exchange rate
fluctuations are disregarded.

The balance sheets of foreign com-
panies are translated at the year-end mid-
dle rate. Differences with the previous
year's translations are offset, with no
effect on income, against retained earn-
ings. Income statements are translated at
average rates for the year.



Principles of Accounting and Valuation
Assets

Acquired intangibles are carried at ac-
quisition cost and amortized by the
straight-line method in accordance with
their useful life.

Property, plant and equipment is valued
at acquisition or manufacturing cost, less
scheduled depreciation. We take full ad-
vantage of the special depreciation
afforded by the tax laws.

Manufacturing cost includes individual
costs and an appropriate amount of man-
ufacturing overhead; interest on borrowed
funds is not included.

The declining balance method is used,
insofar as permissible under German tax
laws, for scheduled depreciation. We
change over to the straight-line method as
soon as it leads to higher depreciation.

The following table shows the useful
life used as a basis for depreciating the
major categories of property, plant and
equipment:

Buildings up to 33 years

Technical facilities and machinery
10 to 12.5 years

Plant and office equipment
4 to 7 years

Molds up to 4 years.

Additions to movable assets made dur-
ing the first six months of the year are
depreciated at the full annual rate, and
those made during the last six months at
half the annual rate. Low value items (up to
DM 800.00) are written off completely in
the year of acquisition.

These depreciation rules are applied by
each of the domestic and foreign com-
panies, as of the date it became part of the
Group. The newly acquired General Tire
companies are an exception. They use the
straight-line method, but base it on the
useful lives used throughout the Group.
This takes into account North American
market practice.

Companies held as investments are val-
ued at acquisition cost or, in individual
cases, at the lower current value.

Interest-bearing loans granted are
shown at par; loans which bear little or no

interest are discounted to their cash value.

Inventories are valued at the lower of
acquisition/manufacturing cost or market.

Special deductions allowed againstim-
ported inventories are shown under special
reserves in the amount permissible under
the tax laws. Due allowance was made for
slow-moving goods and items with limited
usability.

In valuing receivables and miscellane-
ous assets, we take all perceivable indi-
vidual risks and the general credit risk into
account by making appropriate adjust-
ments.

Marketable securities are valued at the
lower of cost or market.

On all our fixed assets, investments and
current assets, we are continuing to take
the extraordinary depreciation and
writedowns, as well as the depreciation
and writedowns for tax purposes, which
were taken in previous years.

Discounts and other issue costs of
loans and bonds are shown as prepaid ex-
penses and amortized over the term of the
individual loans and bonds. The costs of
capital increases, on the other hand, are
fully included in expenses.

Shareholders’ Equity and Liabilities

Provisions are set up according to
sound business judgment for all perceiv-
able risks in connection with undetermined
obligations and for impending losses.

The provisions for pensions and similar
obligations of German companies are set
up on the basis of actuarial computations in
accordance with the statutory method ata
6 % interest rate. Pensions and similar obli-
gations of foreign companies are also com-
puted according to actuarial principles, dis-
counted to the present value at the interest
rates prevailing in the respective countries
and covered by appropriate provisions for
pension plans or by pension funds.

The pension obligations of American
companies have been set up according to
the new valuation rules in force as of 1987
in the U.S. In addition, the Austrian and
French companies established provisions
to cover severance benefits.

Furthermore sufficient provisions have
been made in the balance sheet of General

Tire Inc., Akron, Ohio, for post-retirement
medical benefits.

Provisions for deferred repairs to be
carried out in 1988 were established in the
amount of the probable cost.

For timing differences between the val-
ues shown in the balance sheets used by
the individual companies for tax purposes
and their commercial balance sheets,
which are prepared according to valuation
principles that are uniform throughout the
Group, the resulting future tax expenses
and tax refunds (deferred taxes) are first
computed for each balance sheet itemin
gross amounts, which are then netted
within the individual companies.

Any resulting debit balance is shown on
the balance sheets of the individual com-
panies. We did not make use of the option
to capitalize credit balances on the balance
sheets of the individual companies.

Credit and debit balances from deferred
taxes that are the result of consolidation
measures having an effect on income are
also taken into account in the consolidated
financial statements.

Liabilities are stated at their redemption
amount.
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Notes to the Balance Sheet

Assets

Fixed Assets and Investments

(1) Intangible Assets

(2) Property, Plant and Equipment

(3) Investments

34

The separate categories of fixed assets
and investments that are combined in the
balance sheets and the changes in them
during the fiscal year are shown on pages
48 and 52.

The additions relate to purchased EDP
software, patents, etc.

Additions to property, plant and equip-
ment are shown in the table.

- Capital expenditures were used mainly
to acquire new machinery and molds in
order to maintain and safeguard our techni-
cal and economic capability, to expand
capacities, to streamline operations, to
boost productivity and to assure the quality
of our products. The restructuring of the
Traiskirchen plant in Austria was virtually

The various assets are shown at their
gross value, determined by the original
acquisition or manufacturing cost or by the
residual book value at the time of acquisi-
tion.

completed during 1987. Retirements con-
sisted of land that was no longer needed
for our operations and of technologically
and economically obsolete machinery and
facilities.

The Group (without General Tire) owns
76,707,000 square feet of land.

1987 1986
DM 000 Continental AG Group Continental AG Group
Tires 50,406 195445 39,954 200,039
Industrial Products 59,775 95,097 55,640 77,683
Other 9533 9,538 6488 6515
- 119,714 300,080 102,082 284,237

The book value of the affiliated com-
panies included in the balance sheet of
Continental Aktiengesellschaft increased
by DM 599.6 million. The principal con-
tributing factors were the capital invested
to form U.S. holding companies for the
takeover of General Tire Inc., Akron, Ohio,
the capital to finance the newly formed
acquisition company that took over the tire
activities of General Tire in Canada and
capital increases at two other Group com-
panies.

It should be noted that 49% of the
acquisition of General Tire was accom-
plished by the repurchase of its own
shares, and 51% by a holding company
acting as intermediary.

As of January 1, 1987, the two French
manufacturing companies, Continental
France S.A.R.L., Sarreguemines, and Pneu
Uniroyal Englebert S.A., Compiégne, were

merged to form SICUP SARL, Sarregue-
mines.

A list of the major companies included
in the Continental group can be found on
pages 54/55 of this report. A comprehen-
sive list of our holdings has been filed with
the Commercial Register of the Hanover
District Court under HRB No. 3527.

The securities we hold as investments
consist mainly of fixed-interest govern-
ment obligations, which are used to cover
provisions shown in the Austrian com-
panies' balance sheets for retirement
claims of employees (severance benefit
obligations). Loans granted include residen-
tial construction loans to employees and
financing contributions to utility com-
panies.



(4) Inventories

(5) Receivables and Other Assets

12/31/1987

i 12/31/1986
DM 000 Continental AG Group Continental AG Group
Shares in affiliated companies 930,975 1,449 331,364 575
Shares in associated companies = 58,933 = 51,081
Investments 45,003 2,261 44,945 3,531
Securities included in investments = 20,167 = 19,741
Other loans 3,080 23,452 2,487 17,714
978,068 106,262 378,796 92,642
- 12/31/1987 12/31/1986
DM 000 Continental AG Group Continental AG Group
Raw materials and supplies 76,872 244,659 78,728 173,319
Work in process 63,662 151,092 53,916 112,386
Finished goods and merchandise 176,639 799,827 194,849 510,577
Advances to suppliers R 2,427 6,939 1,143 1,143
Advances from customers - 827 261 261
319,500 1,201,690 328,376 797,164

Of our trade accounts receivable in the
amount of DM 165.6 million, 74.3% is at-
tributable to domestic customers and

25.7% to customers abroad.

ment system.

The receivables from affiliated com-
panies include DM 183.8 million in loans
granted under the Central Cash Manage-

Continental AG Due in Comparable
DM 000 less than more than figures
As of 12/31/1987 1 year 1 year Total  12/31/1986
Trade accounts receivable 164,387 1,236 165,623 165,960
Receivables from -
affiliated companies 271,676 - 271,676 175,148
Receivables from companies in
which participations are held - = - <
Other assets 8,570 4,614 13,184 37,551
444 633 5,_8_50 450,483 378,659
Group Due in Comparable
DM 000 less than more than figures
As of 12/31/1987  dyear  1year Total  12/31/1986
Trade accounts receivable 1,169,395 3,_214 1,172,609 761,984
Receivab.les_fmm o
affiliated companies i 4,312 = 4,312 3,695
heceivables from companies in
~ which participations are held 10,426 - 10426 3,077
Other assets 122,470 6,834 129304 161,374
1,306,603 10,048 1,316,651 930,130
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(6) Marketable Securities

{7) Liquid Assets

(8) Prepaid Expenses

Our portfolio consists exclusively of
fixed-interest securities in D-marks. It

The increase in the liquid assets of Con-
tinental Aktiengesellschaft is due, among
other things, to amounts not yet paid in

serves as a temporary investment for
excess liguidity.

connection with the General Tire acquisi-
tion.

~ 12/311987 12/31/1986
DM 000 Continental AG Group Continental AG Group
Checks - 6,963 9,475 4,710 4,921
Cash on hand, deposits at the
Bundesbank and in postal checking
accounts . 636 3,148 1,078 3,661
Cash in banks 267,100 337,721 27,670 121,935
274,699 350,342 33,458 130,517

The miscellaneous prepaid expenses
consist mainly of the still unamortized por-

tion of the costs of the bond issues of
1985, 1986 and 1987.

12/31/1987 - 12/31/1986
DM 000 ~ Continental AG Group Continental AG Group
Discount on loans/bonds 52 7,043 160 6410
Miscellaneous 210 29,370 366 14,580
_ 262 36,413 526 20,990

* includes DM 1.5 million deferred taxes (netted)

Shareholders’ Equity and Liabilities

(9) Subscribed Capital
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The table shows the capital stock of
Continental Aktiengesellschaft as of De-
cember 31, 1987.

During the fiscal year, it was increased
by a total of DM 120.55 million.

DM 0.55 million of this amount was
attributable to the exercise of warrants
under the 1984/94 bonds with warrants
attached and conversions of the 1986/96
convertible debentures.

The addition of a further DM 120 million
is the result of two capital increases in the
fall of 1987 with a total par value of DM 60
million each. With the consent of the
Supervisory Board, the Shareholders’
Meeting of June 24, 1987 authorized the
Managing Board to carry out these in-
creases until June 24, 1992.

The first capital increase was placed
internationally with exclusion of the statu-

tory subscription right. However, share-
holders were permitted to buy sharesina
6:1 ratio at a price of DM 320.00. Purchas-
ers were entitled to one-fourth of the div-
idend for 1987. The gross proceeds of the
issue amounted to DM 384 million.

The second capital increase with sub-
scription rights of shareholders (including
the new shareholders from the internation-
al placement), which followed shortly after-
wards, was issued inaratiocof 13:2ata
price of DM 300.00. These new shares are
likewise entitled to one-fourth of the div-
idend for 1987. Continental Aktiengesell-
schaft received the gross amount of DM
360 million from the second increase.

The Company still has authorized capital
available in the amount of DM 10 million for
the issue of employee shares.



(10) Additional Paid-in Capital

(11) Retained Earnings

(12) Minority Interests

Par value per share

Type No. of shares in DM Capital stock in DM
Common shares 403,623 1,000.— 403,623,000,—
Common shares - 170,054 100.— 17,005,400.—
Co;nmon shares 240,523 50.— 12,026,150.—
- 432,654,550.—
The change in the conditionally au-
thorized capital may be seen from the table
below.
DM 000
Conditionally authorized capital as of 12/31/1986 85,439
Utilization due to exercise of warrants attached to 1984/94 bonds 18
U_tilization due to conversion of 1986/96 convertible debentures 532
Addition per resolution of the Shareholders’ Meeting of 6/24/1987 70,000
154,889

Conditionally authorized capital as of 12/31/1987

This item includes amounts received
upon the issuance of shares in excess of
the par value of the shares (premiums)
totaling DM 724.9 million, as well as pro-
ceeds totaling DM 222.6 million received

by Continental Aktiengesellschaft from
the sale of option rights. DM 764.8 million
was added during the fiscal year, and the
amount required to adjust retained earn-
ings was subtracted.

DM 000 Continental AG Group
As of 12/31/1986 106,521 226,340
Recenciliation to the German Accounting Directives Law

Reversal of price increase reserve 1,178 1,178

Reversal of consoﬁdation adjustment - - 45,402

Equity-consolidation = - 14,508
As of 12/31/1986 after reconciliation

to the German Accounting Directives Law 107,699 167,608
Goodwill and differences

from currency translation - - 287,953
Deferred taxes from consolidation

and others - - 5,209
Allocation from net income for the year 10,000 92,699
Transfer from retained earnings - 22,437
As of 12/31/1987 117,699 e

This item shows the interests of outsid-
ers in capital and earnings, in particular the
minority interests in the capital stock of

Semperit Reifen Aktiengesellschaft, Vien-
na, and Semperit (Ireland) Ltd., Dublin.
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(13) Reserve for Retirement Benefits

(14) Special Reserves

(15) Provisions
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The reserve for retirement benefits was
set up to compensate for shortfalls in the
provision for pension plans. It was reduced
by DM 0.5 million to DM 4.9 million. On
December 31, 1987, there was an equiva-

lent shortfall, which cannot be made up
until later for tax reasons, in the provision
for pension plans of Continental Aktienge-
sellschaft.

DM 000

Continental AG Group

12/31/1987 12/31/1986

Continental AG Group

Reserve under § 3, Foreign

Investment Act 36,989 36,989 32,715 32,715
Reserve under § 8b, Income Tax Act 8,894 9,187 17,015 17,308
Reserve under & 52 Par. b,

Income Tax Act 1,411 2,139 1646 2,842
Gove_rnmental capital investment

subsidies - 60,236 - 50,679
Other ] 3236 3,693 3,189 3,808

50,5630 112,244 54,665 107,352

The principles by which we value pen-
sions and similar obligations are explained
on page 33.

At one of our retirement benefit organi-
zations, there is a shortfall of DM 20.0
million in the coverage of pension obliga-
tions to employees. The provisions at five
other domestic companies have been
funded only to the maximum amount per-
mitted for tax purposes, and so they total
DM 4.1 million less than the value required
according to actuarial principles.

The provisions for taxes include
amounts relating both to the current fiscal
year and to previous years.

Provisions for deferred taxes from the
individual financial statements were out-
weighed by the deferred taxes from con-
solidation procedures, resulting in a credit
balance of DM 1.5 million, which is shown
as a prepaid expense. Substantial credit

balances for deferred taxes from the indi-
vidual financial statements of the Group
companies which may be capitalized, are
not included.

Miscellaneous provisions consist main-
ly of provisions for employment cost, ex-
penses of a provident nature, warranties,
bonuses and other obligations from ordi-
nary business operations, for premiums
payable to the Workmen's Compensation
Board, for risks on discounted notes, for
obligations to pay early retirement benefits
and compensation in connection with part-
time work by older employees and for
employment anniversary bonuses. The
Group's provisions for early retirement
benefits, part-time work by older employ-
ees and employment anniversary bonuses
were increased by DM 43.4 million.

12/31/1986

) 12/31/1987

DM 000 Continental AG Group Continental AG Group
Provisions for pensions

and similar obligations 175,792 476,701 163,772 302,980

Provisions for taxes 82,796 111,219 73,212 115,290

Provisions for deferred taxes - — - N

Miscellaneous provisions B 199,608 665,656 145,962 322,367

458,196 1,253,576 382,946 740,637




(16) Liabilities

Continental AG Due in Comparable
DM 000 less than 1to  more than figures
As of 12/31/1987 1 year 5 years 5 years Total  12/31/1986
Bonds, convertible* 314 - 71,580 71,894 - 72,000
Bank borrowings 42,000 14,400 4,020 60,420 81,437
Advances from customers 3,273 - - 3,273 5,427
Trade accounts payable 123,162 1,156 = _1_2_4:5{8 91,405
Payables to affiliated
companies 15,642 - 11,952 27,494 26,974
Payables to companiés in which '
participations are held 8507 - - 6,507 8,962
ther liabilities* . 57,841 57,478 4,006 119,325 131,072
of which taxes (6,483) {18,037}
of which relating to -
social security -
and similar obligations i (9,058) (8,849)
248,639 73,034 91,658 413,231 417,_25
* total amount secured by land charges: DM 84.3 million
Group Due in Comparable
DM 000 less than 1to  more than figures
A; ET2E1 /1987 1 year b years 5 years Total 12/31/1986
Bonds, convertible® 314 - 718,434 718,748 282,443
Bank borrowings* 183,692 112,772 86,ﬁ39 382,403 503,624
Advan.c.és from"customers 15,632 - - 15,632 14,882
Trade accounts payable 436,248 1,331 - 437,577 262,486
Liabilities on
macceptances and
notes payable 61,921 = = 61,921 123,335
Payabl_es_t-(;
affiliated companies 1,991 6,668 = 8,659 7,943
Payables to companies in which -
participations are held 6,463 - o 6,463 9,474
Other liabilities* 262,779 80,295 22,784 365,858 305,740
of which taxes (47,699)  (35,836)
of which -relating 10
social sec.urit.y
and;mia; obligations {44,033) (48,592)
968,938 201,066 827,257 1,997,261 1,509,827

* amount secured by land charges, mortgages and comparable collateral: DM 134 million
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Guarantees and Other Commitments

Other Financial Obligations

Contingent liabilities on notes result
from the discounting of trade bills. Conti-
nental Aktiengesellschaft’s liabilities on
guarantees and warranties relate, except
for DM 2.9 million, to liabilities of sub-
sidiaries and other companies held as in-

vestments, in particular, guarantees in the
amount of DM 647.3 million for capital
market financing by Conti-Gummi Finance
B.V., Amsterdam, and Continental Rubber
of America Corporation, Wilmington,
Delaware.

12/31/1987 12/31/1986

DM 000 Continental AG Group Continental AG Group
Acceptance liability 116,162 228,786 175,549 267,311

of which due to affiliated -

companies (27,447) = (57.811) =
Liabilities on guarantees 703,020 2,256 268,114 4,383
Liabilities on warranties 9,999 - 15,407 2,000
Liability on shares in cooperatives 82 82 57 57

Liabilities under rental and leasing

agreements relate primarily to real estate

used for business activities.

CEntinentaI AG

Group Continental AG - Group

DM 000 1988 1988 from 1989 from 1989
Rental and leasing agreements 15,455 48,298 65,618 227,087

* Purchase commitments 30,000 135,678 - —
45,455 183,976 65,618 227,087




Notes to the Statement of Income

(17) Sales

(18) Other Operating Income

Continental AG B ) Change
DM million B 1987 1986 in %
Analysis by sector ) o .
Tires 1,359.0 1,367.7 - 06
Industrial Products - 850.6 838.6 + 1.4
Other sales 21356 184.7 + 15.6
2,423.1 2,391.0 + 1.3
Analysis by geographical area
Federal Republic of Germany 1,547.1 1,543.7 B + 0.2
Europe (without Federal Republic of Germany) 720.1 666.8 + 80
Non-European countries 155.9 180.5 - 13.6

Consolidated sales amounted to DM
5,097.6 million (1986: DM 4,968.6 million),
and other revenues to DM 97.3 million
{1986: DM 79.5 million). The foreign mar-

kets' share accounted for DM 2,422.0 mil-
lion, or 47.5% (1986: 48.3%) of total sales.
The sales of General Tire operations are not
included in these figures.

Group B Change
DM million 1987 1986 in %
Analysis by sector B B
Tires B
Continental 1,466.6 1,442.3 + 1.7
Uniroyal Englebert 9349 933.6 + 01
~ Semperit 787.4 794.9 - 09
Merchandise and services 415.9 350.3 + 187
Industrial Products 1,395.5 1,368.0 + 20
Other sales 97.3 79.5 + 224
5,097.6 4,968.6 + 2.6
Analysis by geographical area ]
Federal Republic of Germany B 2,675.6 2,568.3 + 4.2
éurope (without Federal Republic of Germany) 2,000.6 - 1.9202 + 42
Non-European countries 421.4 480.1 - 122

In addition to current income from rent-

als and leasing, deliveries and services, and

other sideline operations, other operating

income also includes compensation paid by
insurance companies and income attribut-
able to other fiscal years.

_ _ 1987 ) 1986
DM 000 Continental AG Group Continental AG Group
Gains on the disposal of fixed assets
__and investments 1,688 11,356 18,148 21,832
Credit to income from the i
~ reversal of provisions 2,392 22,572 2,725 19,379
Credit to income from the reduction -

of the general bad debt reserve 20 969 . 556

Credit to income from the reversal

of special reserves

Miscellaneous income

8896 9493 19,158 19,736
76,446 113,765 68,272 74,462

89,442 158,145 108,304 135,965
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{19) Cost of Materials

(20) Employment Cost

(21) Depreciation, Amortization and
Writedowns

(22) Other Operating Expenses

42

This item consists mainly of expen-
ditures for raw materials and supplies and
for merchandise.

DM 000

Continental AG

1987 1986

Group Continental AG Group

Cost of raw materials and supplies
and merchandige 1,

021,931 1,883,471 1,037,313 1,826,444

Cost of outside services

66,673 144,052 69,911 155,463

1,

088,604 2,027,523 1,107,224 1,981,907

Employment cost increased by DM
99.8 million for the Group and DM 33.4
million for Continental Aktiengesellschaft,
compared with the previous year. This item

includes additional contributions to the pro-
vision for early retirement, part-time work
for older employees and employment
anniversary bonuses.

DM 000

Continental AG

1987 1986

Group Continental AG Group

Wages and salaries
Social welfare contributions and
expenses related to pensions

765,788 1,521,105 719,278 1,405,182

and other employee benefits

of which to pensions

175,956 373,352
(20,142)  (82,183)

162,799 357,259
(23,578) (50,769}

928,587 1,878,364 895,233 1,778,534

Employees as of 12/31/1987 Continental AG Group*
Salaried employees 4,385 7,245
Wage earners 10,428 24,472
Trainees 430 703

15,243 32,420

* without General Tire

Amortization on intangibles, deprecia-
tion on property, plant and equipment and
writedowns on investments, computed in
accordance with the principles of commer-
cial law, are shown in the tables “Develop-
ment of Fixed Assets and Investments”
{(pages 48 and 52}. They include special
depreciation for tax purposes in the

The allocation to special tax-free re-
serves consists primarily of the tax-exempt
reserve for the losses incurred by our sub-
sidiaries in Ireland in 1987,

amount of DM 17.0 million for the Group
and DM 13.7 million for Continental Ak-
tiengesellschaft (§§ Bb, Income Tax Act;
82d, Income Tax Directives; 3, FRG/GDR
Border Area Assistance Act; 7d, Income
Tax Act; 14, Tax Incentive Law for Berlin).

The miscellaneous expenses are mainly
maintenance expenses, costs of outside
services, direct selling expenses, rentals
and leasings, as well as miscellaneous
operating and administrative costs.



{23) Net Income from Investments and
Financial Activities

1987 1986

DM 000 Continental AG Group Continental AG Group
Losses on the disposal of

fixed assets and investments 1,030 3,926 24,8186 6,709
Losses on the disposal of

current assets (except inventories) 257 13,771 2,364 14,521

Allocation to special reserves 4,861 5,336 2,206 25,651

Miscellaneous expenses 305,220 783,132 279,037 706,619

311,368 806,165 308,413 753,500

There was no significant change in the
net income received by the Group from its
investment in nonconsolidated companies.

Continental Aktiengesellschaft's net in-
come from investment in other companies
includes DM 88.3 million (1986: DM 66.4
million) from profit-and-loss transfer
agreements and dividends.

With the exception of the dividends re-
ceived from our subsidiaries SICUP SARL,
Sarreguemines, France, and Uniroyal
Englebert Tyres Ltd., Newbridge, United
Kingdom, all the income is generated by
domestic companies.

Continental AG
DM 000
Net income from investments
Income under profit-and-loss transfer agreements
Income from investments*
of which from affiliated companies
Losses absorbed under profit-and-loss
transfer agreements

Net interest expense
Income from other securities and loans

included in investments

of which from affiliated companies

Other interest and similar income

of which from affiliated companies
Interest and similar expenses

of which to affiliated companies

Net income from investments and
financial activities

In spite of the acquisition of the General
Tire companies in the U.S.A. and Canada
and the borrowings this necessitated, the
net interest expense of both the Group and
Continental Aktiengesellschaft was re-
duced to only 1.0% (1986: 1.4%) of con-
solidated sales and 0.5% (1986: 0.9%) of
the sales of Continental Aktiengesellschaft.

1987 1986
9,148 14,252
79,176 52,136
(76,878) (50,004)
88,324 66,388
170 178
15,5673 10,991
(14,070) (8,816}
- 27,104 - 31,878
{8,086) {7,753}
- 11,361 - 20,709
76,963 45,679

* Includes DM 26.1 million in chargeable corporate income tax, DM 22.0 million of which was shown in 1986 as a

deduction from income taxes.
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(24) Taxes

(25) Minority Interests in Earnings

Remuneration of the Supervisory Board
and the Managing Board

44

Group

DM 000 1987 1986
Net income from investments
Income under profit-and-loss transfer agreements 2 2
Income from investments in associated companies 5,083 3,131
Income from investments in other companies 223 100
of which from affiliated companies {192) (77)
Losses absorbed under profit-and-loss transfer agreements - -
5,308 3,233
Net interest expense
Income from other securities and loans included in investments 2,049 2,220
of which from affiliated companies — -
Other interest and similar income 32,712 17,642
of which from affiliated companies {79) (60)
Interest and similar expenses - 85,287 - 87,733
of which to affiliated companies (467) {382)
- 50,526 - 67,871
Writedowns on investments and marketable securities
Writedowns on investments - BO6 - 6,137
Writedowns on marketable securities - 634 - 206
- 1,440 - 6,343
Net income from investments and financial activities - 46,658 - 70,981
Although there was only a slight change principally as a result of the increased net
in net income before taxes, income taxes income in Austria.
within the Group were DM 16.1 million The valuations made for tax purposes
lower than in 1986. The reasons were re- with respect to 1987 and the previous fis-
duced rates of taxation in certain countries cal years will cause a future increase in the
and better utilization of loss carryforwards, earnings of the Group and parent company.
1987 1986
DM 000 Continental AG Group Continental AG Group
On income 92,515 132,927 91,331 149,002
Charged to subsidiaries deemed
integrated for tax purposes -11,807 - - 9,824 -
Other taxes 18,173 35,330 8,676 31,976
Charged to subsidiaries deemed
integrated for tax purposes - 1,459 - - 268 -

97,722 168,257

This item shows the minority interests of
domestic and foreign shareholders in our earnings.

89,815 180,978

Provided that the Shareholders’ Meet- of the Managing Board and their surviving
ing on June 22, 1988 approves the pro- dependents DM 2,261,000 (1986: DM
posed dividend, the amount spent for the 2,461,000). DM 16,596,000 has been set
Supervisory Board will be DM 758,000 aside for pension obligations to former
{1986: DM 599,000); for the Managing members of the Managing Board and their
Board it will be DM 5,163,000 (1986: surviving dependents.

DM 5,5637,000) and for former members



Proposed Allocation
of Profits

Proposal for the allocation of the net income
available for distribution

The net income available for distribution amounts to DM 48,803,629

The Supervisory and Managing Boards
recommend that the Shareholders’ Meeting
approve payment of a dividend of

DM 7.00 on each share with a par value

of DM 50.00%,
or DM 47,971,637
The remaining amount of DM 831,992

is to be carried forward.

* Shares with a total par value of DM 312.7 million are entitled to
receive the full dividend.

Shares with a total par value of DM 120.0 million are
entitled to receive one-fourth of the dividend.

Hanover, April 11, 1988
Continental Aktiengesellschaft

The Managing Board

A
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Horst W. Urban Wilhelm Borgmann
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Peter Haverbeck Hans Kauth
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Glinter H. Sieber Wilhelm P. Winterstein




Continental Aktiengesellschaft
Consolidated Balance Sheet at December 31, 1987

Assets

Fixed assets and investments
Intangibles

Property, plant and equipment
Investments

Current assets

Inventories

Receivables and other assets

Marketable securities
Liquid assets

Prepaid expenses

Liabilities and shareholders’ equity

Shareholders’ equity

Subscribed capital

Capital reserves

Retained earnings

Minority interests

Reserve for retirement benefits

Net income available for distribution
Special reserves

Provisions

Liabilities

46

See Note
No.

(1)
(2)
(3)

4)
(5)
(6)
7)

(8)

See Note
No.

(9)
(10)
(11)
(12)
(13)

(14)
(15)

(16)

12/31/1887

DM 000
8,450
;532,333
106,262

1,647,045
1,201,690
1,316,651
251,059
360,342

3,119,742

36,413

4,803,200

12/31/1987

DM 000
432,654
925,061
28,671
4,930
48,803

1,440,119

112,244

1,253,576

1,997,261

4,803,200

12/31/1986
DM 000

2,341
968,675
92,642
1,063,558

797,164
930,130
150,771
130,617
2,008,582

20,990

3,093,130

12/31/1986
DM 000

312,104
182,715
167,608
27,460
5,421
40,006
735,314

107,352

740,637

1,509,827

3,093,130



Continental Aktiengesellschaft
Consolidated Statement of Income

for the period from January 1 to December 31, 1987

Sales

Change in inventories of finished goods and
work in process

Company-produced additions to plant and equipment

Total operating performance

Other operating income

Cost of materials

Employment cost

Depreciation and amortization

Other operating expenses

Net income from investments and financial activities
Net income from regular business activities
Taxes

Net income for the year

Balance brought forward from previous year

See Note

No.

(17)

(18)
(19)
(20)
(21) =
(22)
(23)

(24)

Minority interests in earnings of consolidated subsidiaries (25)

Withdrawal from the reserve for retirement benefits
Change in reserves

Net income available for distribution

32,362
41,430

158,145
2,027,523
1,878,364

263,792

806,165

46,658

168,257

1987
DM 000

5,097,600

5,171,382

307,025

138,768

2,553
310
491

92,699

48,803

1986
DM 000

4,968,579

43,009
48,275

4,973,845

135,965

1,981,907

- 1,778,534

229,402
753,600
70,981
295,486
180,978
114,508
2,065
129

997
77,435

40,006

Based on an audit performed in accordance with our professional duties, the
consolidated financial statements comply with the legal regulations. The consolida-
ted financial statements present, in compliance with required accounting princi-
ples, a true and fair view of the net worth, financial position and results of the
group. The group management report is in agreement with the consolidated

financial statements.

Berlin/Hanover, April 11, 1988

Deutsche Treuhand-Gesellschaft

Aktiengesellschaft

Wirtschaftsprifungsgesellschaft

Dr. Richter
Certified Public
Accountant

Kirste

Certified Public
Accountant
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Development of Consolidated Fixed Assets

and Investments

l. Intangibles

Concessions, industrial and similar
rights and assets and licenses in such
rights and assets

Goodwill

Other intangible assets

Payments to suppliers

Il. Property, plant and equipment

Land, land rights and buildings
including buildings on third party land

Technical equipment and machines

Other equipment, factory
and office equipment

Payments to suppliers and assets
under construction

lll. Investments

Shares in affiliated companies
Shares in associated companies
Investments

Securities included in investments

Other loans

As of
1/1/1987
DM 000

2,131

631

2,804

198

5,764

728,014

1,822,776

647,363

108,025

3,306,168

732

51,081

4,263

19,785

21,631

97,392

3,409,324

Acquisiton/Manufacturing Cost

Additions Reclassi-
new comp. Additions fications
DM 000 DM 000 DM 000
4,355 - -

— 675 —

3,239 2,685 151

- 285 - 151

7,594 3,645 -
179,089 19,904 15,631
268,540 81,981 84,5650
33,929 81,297 20,204
75,305 116,898 - 120,385
556,863 300,080 -
519 371 -
7,427 1,320 =

= 30 =

1 20025 =

15,565 2,082 -
23,512 6,530 -
587,969 310,255 -

Retirements
DM 000

7083

1,306

408

2,418

9,923

42,463

44,269

1,840

98,495

895

1,300

2,278

9,426

13,899

114,812

12/31/1987
DM 000

5,783

8,471

331

14,585

932,715

2,215,384

738,514

178,003

4,064,616

1,622

58,933

2,998

20,235

29,752

113,535

4,192,736



As of
1/1/1987
DM 000

1,080

535

1,808

3,423

384,346

1,441,855

511,383

2,337,593

157

732

44

3,817

4,750

2,345,766

Additions
new comp.
DM 000

58

977

1,035

6,849

7,036

5,280

19,165

16

3,128

3.144

23,344

Accumulated Depreciation

Additions
DM 000

348

207

2,196

2,751

31,019

145,298

84,724

261,041

25

81

106

263,898

Reclassi-
fications
DM 000

22

163

=85

Retire-
ments

DM 000

187

742

145

1,074

5,628

38,259

41,729

85,516

721

722

87,312

Write-ups
DM 000

12/31/1987
DM 000

1,299

4,836

6,135

416,708

1,656,093

559,473

2,532,283

173

732

68

6,300

7,273

2,545,691

Book value
as of
12/31/1987
DM 000

4,484

3,635

331

8,450

516,007

659,291

179,041

177,994

1,532,333

1,449

58,933

2,261

20,167

23,452

106,262

1,647,045

Book value
as of
12/31/1986
DM 000

1,051

96

996

198

2,341

343,668

380,921

135,970

108,016

968,575

575

51,081

3;531

19,741

17,714

92,642

1,063,558



Continental Aktiengesellschaft

Balance Sheet at December 31, 1987

Assets

Fixed assets and investments
Intangibles

Property, plant and equipment
Investments

Current assets

Inventories

Receivables and other assets

Marketable securities
Liguid assets

Prepaid expenses

Liabilities and shareholders’ equity

Shareholders’ equity

Subscribed capital

Capital reserves

Retained earnings

Reserve for retirement benefits

Net income available for distribution
Special reserves

Provisions

Liabilities
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See Note
No.

(1)
(2)
(3)

(4)
(5)
(6)
(7)

(8)

See Note
No.

(9)
(10)
(11)
(13)

(14)

(15)

(16)

12/31/1987

DM 000
443
378,791
979,068

1,358,302
319,500
450,483
70,295
274,699

1,114,977

262

2,473,541

12/31/1987

DM 000
432,654
947,498
117,699
4,930
48,803

1,551,584

50,530

458,196

413,231

2,473,541

12/31/1986
DM 000

125
382,794
378,796
761,715

328,375
378,659

33,458
740,492

526

1,502,733

12/31/1986
DM 000

312,104
182,715
107,699
5,421
40,006
647,945

54,565
382,946
417,277

1,502,733



Continental Aktiengesellschaft
Statement of Income
for the period from January 1 to December 31, 1987

See Note 1987 1986
No. DM 000 DM 000
Sales (17) 2,423,094 2,391,017
Change in inventaries of finished goods and
work in process - 8,436 o 642
Company-produced additions to plant and equipment 22,741 21,245
Total operating performance 2,437,399 2,412,904
Other operating income (18) 89,442 108,304
Cost of materials (19) - 1,088,604 - 1,107,224
Employment cost (20) - 928,587 — 895,233
Depreciation and amortization (21) - 121,764 - 111,176
Other operating expenses (22) - 311,368 - 308,413
Net income from investments and financial activities (23) 76,963 45,679
Net income from regular business activities 153,481 144,841
Taxes (24) - 97,722 - 89,815
Net income for the year 55,759 55,026
Balance brought forward from previous year 2,653 2,065
Withdrawal from the reserve for retirement benefits + 491 + 997
Transfers to retained earnings - 10,000 - 18,082
Net income available for distribution 48,803 40,006

Based on an audit performed in accordance with our professional duties, the
accounting records and the financial statements comply with the legal regulations.
The financial statements present, in compliance with required accounting princi-
ples, a true and fair view of the net worth, financial position and results of the
company. The management report is in agreement with the financial statements.

Berlin/Hanover, April 11, 1988
Deutsche Treuhand-Gesellschaft

Aktiengesellschaft
Wirtschaftspriifungsgesellschaft

Dr. Richter Kirste

Certified Public Certified Public
Accountant Accountant
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Development of Fixed Assets and

Investments of Continental Aktiengesellschaft

I. Intangibles
Other intangible assets

Payments to suppliers

Il. Property, plant and equipment

Land, land rights and buildings
including buildings on third party land

Technical equipment and machines

Other equipment, factory
and office equipment

Payments to suppliers and assets
under construction

lll. Investments
Shares in affiliated companies
Investments

Other loans

b2

As of
1/1/1987
DM 000

801

38

839

339,062

1,017,138

326,275

42,236

1,724,711

339,587

44,945

2,587

387,119

2,112,669

Acquisition/Manufacturing Cost

Additions
DM 000

1,203

78

1,281

7,455

45,339

38,722

28,198

119,714

599,611

58

1,076

600,745

721,740

Reclassi-
fications
DM 000

38

— 38

1,223

14,264

3,234

- 18,721

Retirements
DM 000

256

18,299

17,028

35,583

518

513

36,096

12/31/87
DM 000

2,042

78

2,120

347,484

1,068,442

351,203

51,713

1,808,842

939,198

45,003

3,160

987,351

2,798,313



As of
1/1/1987
DM 000

714

714

222,168

846,120

273,628

1,341,917

8,223

100

8,323

1,350,954

Additions
DM 000

963

963

16,169

64,969

39,673

120,801

121,764

Accumulated Depreciation

Retire-
ments
DM 000

236

17,246

15,185

32,667

35

35

32,702

Wirite-ups
DM 000

12/31/1987
DM 000

{5677

1,677

238,092

893,843

298,116

1,430,051

8,223

60

8,283

1,440,011

Book value
as of
12/31/1987
DM 000

365

78

109,392

164,599

53,087

51,713

378,791

930,975

45,003

3,090

979,068

1,358,302

Book value
as of
12/31/1986
DM 000

87

38

125

116,893

171,018

52,647

42,236

382,794

331,364

44,945

2,487

378,796

761,715
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Major Companies of the Group

Company, registered office

|. Affiliated companies
1. Federal Republic of Germany

Uniroyal Englebert Reifen GmbH, Aachen
Uniroyal Englebert Tyre Trading GmbH, Aachen
Goppinger Kaliko GmbH, Eislingen

Bamberger Kaliko GmbH, Bamberg
Techno-Chemie Kessler & Co. GmbH, Karben

Deutsche Schlauchbootfabrik Hans Scheibert GmbH & Co. KG,

Eschershausen
Deutsche Semperit GmbH, Munich
KA-RI-FIX Transportband-Technik GmbH, Kerpen-Sindorf
Continental Alsa-Schuhbedarf GmbH, Steinau-Uerzell
Flockgarn GmbH, Hanover

Group
interest
in %

100.0
100.0
96.3
96.3
100.0

95.0
100.0
100.0
100.0
100.0

Shareholders’

DEM
DEM
DEM
DEM
DEM

DEM
DEM
DEM
DEM
DEM

equity
in 000

56,152
5,693
30,041
4,172
16,662

3,044
16,022
3,086
3,078
627

2. Foreign countries (according to accounting and valuation principles uniform throughout the Group)

SICUP SARL, Sarreguemines/France

CUP SNC, Roissy/France

Semperit Reifen Aktiengesellschaft, Vienna/Austria

Pneu Uniroyal Englebert S.A., Herstal-lez-Liege/Belgium
Uniroyal Englebert Textilcord S.A., Steinfort/Luxembourg

Continental Industrias del Caucho SA, Coslada/Madrid/Spain

Semperit (Ireland) Ltd., Dublin/Ireland

Uniroyal Englebert Tyres Ltd., Newbridge/United Kingdom

General Tire Inc., Akron/Ohio/USA

General Tire Canada Ltd., Barrie/Ontario/Canada
C.U.P. Gummi Gesellschaft mbH, Vosendorf/Austria
C.U.P. Ltd., West Drayton/United Kingdom

Semperit (UK) Ltd., Slough/United Kingdom

Uniroyal Englebert Dzek A/S, Copenhagen/Denmark
Continental Gummi AB, Solna/Sweden

Semperit Svenska AB, Nacka/Sweden

Continental Caoutchouc (Suisse) SA, Zurich/Switzerland
Pneu Uniroyal-Englebert S.A., Geneva/Switzerland
Semperit (Schweiz) AG, Dietikon/Switzerland
Continental Italia S.p.A., Milan/Italy

Continental Products Corporation, Lyndhurst/N.J./USA
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100.0
100.0

75.0
100.0
100.0
100.0

72.1
100.0
100.0
100.0

75.0
100.0

75.0
100.0
100.0

75.0
100.0
100.0
100.0
100.0

91.8

FRFE
FRF
ATS
BEC
BEC
ESP
IRP
GBP
uUsD
CAD
ATS
GBP
GBP
DKK
SEK
SEK
CHF
CHF
CHF
ITL
USD

358,307
100
1,118,877
660,877
728,301
830,484
3,010
17,554
306,797
20,000
12,218
7,160
2,732
4,750
9,464
2,847
9,952
5,666
5,391
4,887,738
6,178

Net income
in 000
DEM 36,521
DEM 2,168
DEM 133"
DEM 2,997*
DEM 1,686
DEM 871
DEM 940
DEM 369
DEM 632
DEM 320
FRF 74,791
ATS 316,210
BEC 11,421
BEC 95,721
ESP 132,212
IRP - 1,462
GBP 6,229
ATS 4,984*
GBP 218
GBP 441
DKK 105
SEK 1,043
SEK 781
CHF 692
CHF 952
CHF 1,281
ITL 258,456
usD 1,735



Company, registered office Group
interest
in %

Il. Associated companies

Clouth Gummiwerke AG, Cologne 50.0
KG Deutsche Gasrusswerke G.m.b.H. & Co., Dortmund 31.0
Deutsche Gasrusswerke GmbH, Dortmund 34.0
Drahtcord Saar GmbH & Co. KG, Merzig/Saar 50.0
Drahtcord Saar Geschaftsflihrung GmbH, Merzig/Saar 50.0
SAVA-Semperit, Kranj/Yugoslavia 20.8

A comprehensive list of our holdings has been filed with the Commercial Register
of the Hanover District Court.

* Profit-and-loss transfer agreements exist with these companies.
** Net income as of December 31, 1986.

Shareholders’

DEM
DEM
DEM
DEM
DEM
ATS

equity
in 000

19,900
16,500
286
22,906
66
449,038

Net income
in 000

DEM 1,900**
DEM 1,500
DEM 36
DEM 1,906
DEM 6
ATS 26,918
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Continental Group
1979-1987

Balance sheet

Fixed assets and investments
Current assets
Balance sheet total

Shareholders’ equity
Long-term debt
Investments in intangibles and
property, plant and equipment
Equity ratio
Equity and long-term
debt to fixed assets,
investments and inventories
Total indebtedness
Self-financing ratio
Liguidity ratio

Statement
of income

Sales
Foreign markets’ share
Cost of materials to
total operating performance
Employment cost to
total operating performance
Depreciation of intangibles and
property, plant and equipment
Gross cash flow
Net cash flow
Value added
Net income

Employees

Annual average

DM million
DM million
DM million

DM million
DM million

DM million
in %

in %
DM million
in %
in %

DM million
in %

in %
in %
DM million
DM million
DM million

DM million
DM million

in 000

') According to German Accounting Directives Law

?) Based on DVFA income formula
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1979

789.4
1200.7
1990.1

396.9
627.5

1134
flehiz)

74.4
903.5
110.1

61.9

2623.4
34.5

42.8
39.7
96.0
163.7
124.8

1193.0
+ 24.1

31.1

1980

809.3
12156.2
2024.5

418.6
742.9

149.2
20.7

81.8
9156.7
116.6

67.2

31597
37.0

41.4
39.2
115.4
218.5
161.4

1480.2
+ 26.1

31.3

1981

827.2
1145.3
1972.5

401.9
729.4

168.4
204

83.7
909.8
69.1
71.0

3229.0
38.0

41.5
39.7
120.0
139.0
108.2

1426.1
-17.8

29.6

1982

815.7
1103.0
1918.7

420.6
694.3

131.9
21.9

84.2
806.4
133.0

il

3248.8
37.8

41.6
39.2
123.8
204.2
144.2

1476.3
+ 18.3

28.2

1983

782.9
1104.5
1887.4

442.7
680.1

128.2
235

88.3
695.0
170.4

T

3387.2
36.4

41.7
37.9
136.5
269.9
190.7

1486.3
+40.2

27.1

1984

764.9
1200.8
1965.7

622.2
692.6

149.8
26.6

91.2
594.0
143.5

82.1

3634.0
40.1

43.3
36.8
150.8
273.9
204.9

1619.0
+41.2

26.3

1985

1075.3
1761.9
2837.2

638.4
965.2

254.0
225

86.3
992.5
1131

76.4

5003.3
49.9

45.7
385
2055
399.0
303.5

1982 .4
+77.2

37

1986"

1063.6
2029.5
3093.1

808.0
998.9

286.7
26.1

103.8
741.2
126.7
104.3

4968.6
48.3

39.9
36.8
229.4
524.9
375.9

2161.8
+ 1145

31.9

19871

1647.0
31566.2
4803.2

1515.8
1541.6

303.7
31.6

118.6
672.7
201.4
134.7

5097.6
47.5

39.2

36.3
263.8
596.9%
464.0%

2270.7
+ 138.8

32.3



Continental Aktiengesellschaft

1879=1987

Balance sheet

Fixed assets and investments DM million

Current assets DM million
Balance sheet total DM million
Shareholders’ equity DM million
Long-term debt DM million

Investments in intangibles and

property, plant and equipment DM million
Equity ratio in %
Equity and long-term

debt to fixed assets,

investments and inventories in %

Total indebtedness DM million
Self-financing ratio in %
Liguidity ratio in %
Statement

of income

Sales DM million
Foreign markets' share in %

Cost of materials to

total operating performance in %
Employment cost to

total operating performance in %
Depreciation of intangibles and

property, plant and equipment DM million

Gross cash flow DM million
Net cash flow DM million
Value added DM million
Net income DM million
Dividend paid DM million
Employees

Annual average in 000

1 According to German Accounting Directives Law
4 Based on DVFA income formula

1979

601.9
564.4
1156.3

392.9
472.1

72.6
34.0

96.7
419.2
82.1
88.5

1692.6
26.3

441
41.5
62.7
1221
94.1

799.3
+11.9

18.1

1980

670.9
539.6
12105

399.1
467.7

80.8
33.0

89.5
429.5
76.7
67.3

1817.2
28.5

433

40.7

65.2
138.6
105.7
884.5

+ 127

8.5

18.3

1981

704.6
530.3
1234.9

406.8
449.1

90.2
32.9

88.7
409.6
58.2
68.3

1823.9
29.3

45.0
40.7
69.5
87.5
73.6

838.6
+0.2

17.4

1982

701.4
513.1
1214.5

418.3
429.9

66.1
34.4

88.7
373.6
121.1

66.6

1866.3
28.6

44.3
39.9
735
115.6
89.5

847.7
+ 3.9

16.3

1983

663.7
492.2
1155.9

419.3
415.2

58.9
'36.3

92.7
288.0
226.2

76.4

1992.7
28.2

45.0

38.6

78.7
163.1
122.8
865.3

+115.

16.2

15.6

1984

677.7
527.0
1204.7

480.6
413.7

85.4
39.9

94.7
233.7
102.0

81.5

2079.3
334

47.3

ST

85.5
159.1
120.7
886.2

+ 18.3

17.9

15.4

1985

750.0
631.4
1381.4

499.2
457.8

102.2
36.1

90.9
250.5
78.9
74.7

2312.9
34.4

48.8

35.8

105.5
210.1
158.1
971.4
372
29.9

155

1986"

761.7
741.0
1502.7

667.1
402.0

102.6
44.4

105.5
192.9
146.6
117.0

2391.0
35.4

45.9

37.1

1012
290.7
209.9
1071.9
+ 5510
37.6

15.4

19877

1358.3
1115.2
2473.5

1667.2
375.3

121.0
63.4

122.8

+ 139.6
31.5
192.7

2423.1
36.2

44.7
38.1
121.8
344.4¥
263.4%
1109.2

+ 56.8
48.0

15.3
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The Annual Report is also published in
German. A shorter version is available in
French or German.

To obtain a copy of either publication,
please contact:

Continental Aktiengesellschaft
Public Relations

P.O. Box 1 69

3000 Hanover 1

Federal Republic of Germany



