Continental has set a firm direction:
Growth in high performance, cost leader-
ship, and streamlining of the portfolio in
the interest of our shareholders, customers
and employees. In 1999 the Company
clearly lived up to these demands.

By cross-linking its core areas of expertise,
Continental is continuing its course as a
systems supplier, priming itself for future

gains in the return on capital.
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Continental Corporatiqn at a___GIance

1997 1998

5,242.0 15,3331 5,719.4 6,743.2

Earnings before

interest and taxes 198.2 268.0 320.4 380.3
Net income 79.4 98.4 164.5 138.2
Dividend

Cash flow 378.2 416.5 490.9 567.0

Debt ratio

The consolidated financial statements for 1998 and 1999 were prepared
in accordance with US GAAP, and those for 1995 to 1997 in accordance with
the German Commercial Code (HGB).



Continental Tires

P Tires for passenger cars

P Tires for commercial vehicles
P Industrial tires

P Agricultural tires

» Bike tires

Continental Automotive Systems

P Axle modules, corner modules

» Anti-lock braking systems (ABS)

P Traction control systems (TCS)

P Electronic stability programs (ESP)

» Foundation brake

» Sensors ;

» Integrated starter alternato
damper (ISAD)

p Air suspension an

ContiTech

» Power transmiss




Continental is on its way! “We make individual mobility safer and
more comfortable.” That’s the first sentence of our vision standing at
the head of our guidelines, which we refer to as “Basics”. “We will
be the global technology leader in all our business areas.” This ambi-
tious course of action will ultimately lead to Total Chassis
Management - that is, to the systems business on the highest level.
By cross-linking our potential, we will create greater value than

the individual Groups could achieve by themselves.



Dear Shareholders and Friends of Continental,

1999 was a year of radical change. From a company concentrating on tires, with a vigorous
business in industrial products, Continental transformed itself into a first-tier supplier, whose
success will no longer be dependent on a single component — tires — but be based more and
more on systems and modules for the worldwide automotive industry.

Earnings Up for the Sixth Straight Year

In the 1999 financial statements, we are presenting, for the sixth time in a row, advances
over the previous year in both sales and earnings. Sweeping changes such as a strategic re-
orientation or a switch in executive responsibilities often lead to aberrations, which are in turn
reflected in the corporate figures. These troughs, so commonly experienced in the history of
a company, did not occur at Continental. '

Brake Business Surpasses Expectations
This success is the result of our persistent efforts to achieve cost and technological leadership and of our strategy
— initiated back in 1994 with the establishment of the Continental Automotive Systems Group — to provide Conti-
nental with a more comprehensive product spectrum for the automotive industry. The acquisition of the Teves
chassis business has given new impetus to this strategic thrust.

1999 was our first full fiscal year with Continental Teves. During these twelve months, we brought this unit to
an improvement in earnings considerably in excess of what we had expected when we signed the purchase
agreement in 1998.

Three Strong Foundations for the Corporation

The Corporation is based on three fields of activity that are technically superior and financially strong in their tradi-
tional markets. However, tires, industrial products and chassis systems do not derive their strength exclusively
from their own performance capability. Our unique power comes from the cross-linking of the three Groups.

For us, cross-linking means more than the pursuit of synergies, for our chassis skills were not created merely
by the addition of tire and brake know-how. Today, the cross-linking of our resources is producing new approach-
es, trail-blazing technologies and, as a result, enhanced value.

Since the precise technique of combining these elements is so decisive for our success, we are currently pay-
ing great attention to coexistence and cooperation in the individual units and in the Company as a whole. Let me
describe two projects that are vital parts of this effort:

Cross-Linking Projects Develop Unique Potential

In 1999, we concluded the first stage in a process leading to our new corporate policy guidelines, the “Basics”, in
January 2000. At the same time, we formulated the Continental Vision, the text of which you have already encoun-
tered on the inside front cover of this report. The Basics define and express our vision of becoming the world’s
leading expert in chassis technology and the way we intend to proceed in accomplishing it. This process has met
with a solid consensus and widespread support throughout the Company. You will find the details in the chapter
on “Our Employees”.

Consolidated sales Earnings before interest and taxes Cash flow
In billions of € In millions of € In millions of €
9.1 ]' 511.3 849.7
6.7 380.3
[ d
5.7 2204 567.0
5.2| 5.3 490.9
e 416.5
378.2
198.2

| -
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The second unprecedented project consists of an ambitious plan, drawing on all the technological resources
of our Company, to significantly reduce the stopping distance of a mass-produced car in the lower mid-size cate-

gory.

'99 Figures Show Improvement

The projects described above are key elements in our plan to become a systems integrator for the automotive
industry. The figures for 1999 again reflect growth in volume, an upgraded product mix and successful ongoing
campaigns to increase efficiency. Except for the tire dealers, all our major units operated at a profit. Thus, the turn-
around in commercial vehicle tires that occurred in 1998 was confirmed, and, despite a year-long strike, our U.S.
company Continental General Tire reported a positive result.

In the Passenger Tire Group we are especially proud of our record business in snow tires. The Group also
succeeded in shutting down its Newbridge plant more quickly and inexpensively than had been planned. The con-
version of our information systems to the year 2000 presented no problems and was remarkably cost-efficient.

Another positive highlight of 1999 was the startup of mass production for the electronic stability program
(ESP) at Continental Teves, following the decision of a big customer to equip all its vehicles in Central Europe with
this device. ContiTech continued its systematic shift of attention to more profitable businesses and significantly
outperformed the set targets.

New Companies Successfully Integrated

Integration of the new tire and chassis subsidiaries has been successfully completed. The Corporation’s sales will
rise to just under € 10 billion in the year 2000, compared with € 9.1 billion in 1999, and it will have over 62,000
employees. We have thus reached a new dimension, positioning ourselves for further profitable growth, even
though business conditions are becoming more difficult.

On behalf of the Administration, | take pleasure in inviting you to the Annual Meeting of Shareholders on Fri-
day, May 19, 2000. If, as in the past, the Meeting approves our proposal, we will be paying a higher dividend for
1999 - for the fifth successive year!

At this point, | would like to extend our thanks to Dr. Hubertus von Griinberg on behalf of the entire Executive
Board. In his capacity as Chairman of the Board, he started by steering Continental AG into safe waters, and then
continued to lead the Company to profitable growth. It was his initiative that gave Continental the strategic options
it can enjoy today — options that open up additional sales and earnings potential through the integration of the tire
as part of the vehicle chassis.

We thank all our employees for their performance and dedication and our shareholders for their confidence in
our Company.

Sincerely,

Sfeylune

Stephan Kessel
Chairman of the Executive Board

Capital expenditure Depreciation, amortization and Employees (at year-end)
In millions of € writedowns In thousands, excluding trainees
In millions of €

581.5 576.5 62.4 62.2

416.3 395.7

311.5| 306.8
8023|  o820| 2826 282.6




“Our earnings have improved for the
sixth year in succession. Still greater
focus on cash flow and return on
capital will result in our significant
outperformance of the level already
achieved.”

Klaus Friedland

Executive Board

Finance, Controlling,
Human Resources and Law,
Director of Personnel



Review of the Fiscal Year

1999 was a very successful year for Continental.
The Corporation’s earning power continued to
improve. Sales increased by € 2.4 billion to
€ 9.1 billion (+35%). Operating income or earn-
ings before interest and taxes (EBIT) rose by € 131
million to € 511 million (+ 34%). All the Groups
contributed to this growth.

Changeover to U.S. Accounting Principles

The consolidated financial statements for 1999 have
been prepared throughout, for the first time, according
to U.S. Generally Accepted Accounting Principles (US
GAAP). For purposes of comparison, the figures of the
previous year have been adjusted accordingly. During
the past few years, a distinct trend emerged, in West-
ern Europe in general and in Germany in particular, first,
to publish financial statements according to Interna-
tional Accounting Standards (IAS) and then, increas-
ingly, according to the US GAAP. For a number of
important readers, consolidated financial statements
that follow the American accounting principles are con-
sidered more meaningful.

Since the new Section 292a of the German Com-
mercial Code gives us the option to prepare consoli-
dated financial statements according to accounting
principles other than those of the Commercial Code,
we have met the requests of the capital markets and
prepared our annual financial statements this year
according to the US GAAP, and supplemented this
report with the data pursuant to Section 292a, Com-
mercial Code. This will enable us to improve our com-
petitive position in the international capital markets, and
the internationalization of our accounting principles
becomes a logical consequence to the globalization of
our business activities. The changeover to the new
accounting principles led, from an accounting view-
point, to a net increase in taxes in 1998 of € 32.8 mil-
lion due to the capitalization of deferred taxes on tax
loss carryforwards, in particular at Continental AG, as
well as other effects. Goodwill amortization for 1998 is
also charged to income at € 28.6 million. As a result,
earnings after taxes rose by a total of € 138.2 million
to € 234.7 million (+69.8%) in 1999,
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Further Increase in Income

For the sixth year in succession, Continental’s earnings
improved significantly. Since 1993, the year of crisis for
the automotive industry, our earnings have increased
more than sevenfold. The positive trend in the three tire
Groups during the past few years made a major con-
tribution. The gain in 1999 is primarily the result of the
successful integration of Continental Teves, whose
earnings exceeded our original expectations during the
acquisition phase.

Earnings Before Interest and Taxes (EBIT)

In millions of € 1999 1998
Passenger Tires 270.4 240.6
Commercial Vehicle Tires 47.8 49.2
Continental General Tire 73.8 62.9
ContiTech 129.8 78.2
Continental Automotive Systems 58.7 - 4.9

thereof Continental Teves™ 166.1 32.2
Other ~692 457
Continental Corporation 5133 380.3

* before goodwill amortization

Fifth Consecutive Dividend Increase

A further increase in earnings has made it possible to
recommend to the Annual Meeting of Shareholders a
dividend of 18% for 1999, compared with 16% for
1998. This is equivalent to € 0.46 (1998: € 0.41) per
no-par-value share.

The dividend is not accompanied by a German
corporate income tax credit, since only profits of non-
German consolidated companies will be used, aimost
all of which stem from previous years.

At € 327.4 million, the capital stock entitled to the
dividend is considerably higher than in the previous
year, so that € 58.8 million wil be required for the dis-
tribution, compared with the € 47.0 million paid out
for 1998. As a result, the payout will amount to 25.1%
of consolidated net income, as against 34.0% in the
previous year.

World Economy Restabilized

Thanks to strong growth in the U.S.A. and a recovery
in Asia (with the exception of Japan), 1999 was an
extremely good year for the world economy. The trend
in Europe was slightly below average, due primarily to
the relative weakness in Germany. Japan and Latin
America continue to have considerable problems in
overcoming the crises that occurred in 1998.



Automotive Industry

General forecasts for the automotive industry were
somewhat skeptical at the beginning of 1999. However,
the number of passenger car registrations ultimately
reached record highs, with 15.1 million vehicles (1998:
14.4 million) registered in Western Europe and 17.6 mil-
lion (1998: 16.0 million) in the NAFTA area.

Consolidated Sales Increase Significantly

In response to the further boom in the automobile
industry, Continental was able to increase its sales by
35.4% to € 9.1 billion, based on its high share of deliv-
eries for successful models and manufacturers. The
consolidation of Continental Teves for the entire year
had a particularly strong effect on sales. In addition, our
tire activities in Mexico and South Africa were includ-
ed for the first full year. All our Groups contributed to
the 1999 sales increase. Without the companies fully
consolidated for the first time for the whole year, sales
would have risen by 3.9%.

Procurement
Worldwide, the Continental Corporation spent € 5.1
billion for the purchase of goods and services. In the
first half of 1999, the price of natural rubber in U.S.
dollars was at a historically low level due to the eco-
nomic and political situation in Southeast Asia. All
other raw material prices remained stable up to the third
quarter.

This was followed by price increases initiated by
the rising price of oil, the weakness of the euro and
heavy gains in the price of natural rubber.

€ 625.6 Million Spent for Property, Plant
and Equipment and Software
To secure Continental’s future, funds in the amount of
€ 687.2 million were approved during the fiscal year for
future expenditure on property, plant and equipment
and software.

For the Corporation as a whole, these capital
expenditures rose to € 625.6 million, compared with
€ 461.5 million in 1998. The capital investment ratio

Sales was 6.9% (1998: 6.8%).

In millions of € 1999 1998

Passenger Tires 2,546.9 2,389.3 Capital Expenditure on

Commercial Vehicle Tires 8791 759.2 Property, Plant and Equipment and Software

Continental General Tire 1,494.3 1,229.5 In millions of € 1999 1998

ContiTech 1,715.8 1,704.1 Passenger Tires 185.8 183.1

Continental Automotive Systems 2,543.8 629.4 Commercial Vehicle Tires 61.6 431
thereof Continental Teves 2,480.0 582.4 Continental General Tire 111.8 75.6

Other -47.7 31.7 ContiTech 106.2 99.7

Continental Corporation 9,132.2 6,743.2 Continental Automotive Systems 155.9 54.4

thereof Continental Teves 140.7 49.5
Continental Teves Successfully Integrated Other 4.3 5.6
The success of Continental Teves in 1999 exceeded Continental Corporation 625.6 461.5

our expectations during the acquisition phase. Indeed,
as a result of Continental’s skillful management, the
company clearly surpassed the targets set by the for-
mer owners.

Number of Employees Virtually Unchanged
The number of employees remained approximately at
the previous year's level. Reductions — due, for exam-
ple, to the shutdown of the plant in Newbridge, Scot-
land, and the sale of a plant in Uberherrn, Germany, —
were offset by new hirings and the addition of the
Puchov plant in Slovakia.

€ 374.2 Million for Research and Development
R&D expenditures, on which successful and new prod-
ucts are based, rose to € 374.2 million (1998:
€ 267.1 million), or 4.1% of sales.



Share price development compared with DAX, MDAX/HDAX

During the 1999 trading year, the trend in the price of
the Continental share by no means reflected the
extremely gratifying development of the Corporation. It
closed the year at a price more than 16% lower than
on the last trading day of 1998. On February 16, 1999,
it reached its high for the year, at € 26.95.

Automotive Stocks Under Pressure

The focus of investors on the New Market — on
telecommunications and internet shares — and the con-
solidation anticipated among automotive suppliers have
exerted constant pressure on automotive shares. This
applies in particular to the worldwide tire industry. Ana-
lysts are also increasingly concerned by the trend in
raw material prices for the tire industry. This risk has
traditionally been overestimated by outsiders, although
there is admittedly a correlation between rising raw
material prices and declining share prices in our indus-

try.

Trend of the Continental Share

Compared with the DAX and MDAX, the decline in the
price of the Continental share during 1999 corresponds
to underperformances of 55% and 20.5%, respective-
ly. Although the announced capital measures to finance
the acquisition of Continental Teves put some
negative pressure on our share price, stocks of the
automotive industry, including the suppliers and, in par-
ticular, the other tire manufacturers, suffered bigger
losses. By comparison, the Continental share did rela-
tively well in the second half of the year, although the
general trend is very unsatisfactory. The announcement
of a 30% increase in earnings, the systematic shift of
production to low-cost locations, an extremely suc-
cessful first full year with Continental Teves based on
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the strong growth potential of the electronic stability
program (ESP) and the completion of a prototype vehi-
cle in which the ESP will be controlled by an intelligent
tire with a sidewall torsion sensor (SWT), have caused
the majority of analysts to make buy recommendations,
but has not yet led to a reasonable valuation of the
share.

Since the beginning of the year 2000, the share
price has meanwhile plunged in line with the general
trend of securities in the automotive sector; on March
17, 2000, it was € 19.00.

Capital Increase and Convertible Debentures
On May 19, 1999, we increased the capital by issuing
11.5 million shares at a price of € 21.50. The Compa-
ny received a total of € 247 million from the capital
increase.

Bonds in the amount of € 500 million with a term
of seven years, issued by Continental Rubber of Amer-
ica on July 23, 1999, and convertible debentures in the
amount of € 250 million with a term of five years, issued
by Continental AG on October 25, 1999, together with
the capital increase in May 1999, were used success-
fully for the long-term financing of the acquisition of
Continental Teves.

Investor Relations Further Intensified

During the past fiscal year, we intensified our contacts
with investors and financial analysts, involving the oper-
ating management to an increasing extent in the dis-
cussions. The keen attention Continental received from
the capital market in 1999 because of its announce-
ment and implementation of various capital market

Continental relative performance to automotive suppliers

i Auto + Trans. 365
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Key Figures for the Continental Share

€ per share

Consolidated net income
Consolidated net income, diluted
Dividend

Shareholders' equity at 12/31
Stock market price at 12/31

High
Low

Number of shares, average in millions
Number of shares at 12/31 in millions

1999 1998
1.91 1.20
1.83 1.156
0.46 0.41

13.76 11.56

19.55 23.26

26.95 31.85

17.99 16.75

122.8 114.6

127.9 116.0

transactions presented a special challenge. In Novem-
ber 1999, we organized a road show for institutional
investors in Europe and the U.S.A. At numerous indi-
vidual conferences, presentations and round-table dis-
cussions held by the automotive industry for analysts
and fund managers — also during the International Auto-
mobile Show in Frankfurt — we explained Continental’s
new orientation toward Total Chassis Management.

For the first time, we presented a three-year com-
parison of the major items of the balance sheet and
statement of income in our shareholder letters for the
first three quarters, in order to give clearer information
about the earnings of the various Groups.

Internationally Listed

The Continental share is listed on all eight German
stock exchanges and three European floor-trading
exchanges.

In London, the share price is quoted as part of the
SEAQ (Stock Exchange Automatic Quotes) market-
maker system. It is also traded under a sponsored ADR
program in the OTC market in the United States. Inso-
far as it makes economic sense to recruit additional for-
eign shareholders for our Company, we will obtain
access to other foreign exchanges.

Public Announcement Pursuant
to Section 25, of the
German Securities Trading Act (WpHG)
Pursuant to Section 21, Subsection 1, of the German
Securities Trading Act (WpHG), Dresdner Bank AG,
Frankfurt am Main, has informed us that, following our
capital increase, the voting rights held by it on May 19,
1999 fell below the threshold of 5% of our Company’s
voting capital, and that it now has a share of 4.83% in
the voting stock.

We published this announcement on May 28,
1999.



Outlook

A Stable Global Economy

In the year 2000, the U.S. economy is expected to con-
tract slightly, but to remain at a high level. Europe
should benefit in particular from the anticipated recov-
ery in Germany. Japan and Latin America will do some-
what better than last year, but the precarious condi-
tions in those regions are likely to continue. The rate of
inflation is expected to climb worldwide; however, the
increases should be moderate, compared with those
in previous economic cycles.

Slight Decrease in Demand for

Automobiles During 2000

A further slight increase is expected in Europe, in which
Germany will participate only to a limited extent.
Demand in the NAFTA region will probably show a slight
decline, which, however, will have little effect on the
German automotive industry. A positive image and a
stronger dollar will help to improve its market share.

Continental on a Course of Expansion

The positioning of our products and the trend to higher-
quality equipment, such as ESP, high-speed tires and
snow tires, will more than compensate for the decrease
in demand. Therefore, over the next few years, Conti-
nental will show profitable growth, with contributions
from all our Groups. The potentials resulting from the
acquisition of Continental Teves and the generous bud-
get that we are making available for capital expendi-
tures and R&D will provide us with a solid basis.

We are counting on steady internal growth, and we
shall be extremely selective in making acquisitions to
promote growth. For Continental, the decisive element
in any acquisition is whether or not it will create val-
ues, and, in particular, its effect on return on capital,
cash flow and indebtedness. ContiTech’s concentra-
tion on specific business activities was already paying
off in 1999. This trend will continue in 2000 and the
subsequent years.

The move toward Total Chassis Management will
give the systems business an added lift. In 2003, we
should be delivering ISAD systems. We are expecting
to deliver ESP/ABS braking systems controlled direct-
ly by intelligent tires in 2004. This breakthrough, which
is already a reality today, will generate follow-up pro-
jects that will increase the delivery volume, which was
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still moderate in 1999, just as it was to begin with for
ABS and ESP installations. We estimate that as early
as 2004, one out of three passenger cars in Europe will
be equipped with ESP. For the current year, we expect
Continental Teves to be supplying close to 1.4 million
units. By 2004, this figure should rise to a total of
3.5 million — or even more, if additional contracts are
concluded.

Sales Development
Based on current orders on hand, we expect the next
years to show double-digit sales growth in the Conti-
nental Automotive Systems Group. For Tires and
ContiTech, we are planning a continuation of their suc-
cessful organic growth.

Capital Expenditure

Capital expenditure on property, plant and equipment
and software will, in the next few years, amount to
about 5% to 6% of sales for the Tire and ContiTech
Groups, and about 7% to 8% of sales for Continental
Automotive Systems. For the Corporation as a whole,
we are expecting these expenditures to total 6% to 7%
of consolidated sales.

Earnings Prospects

For the year 2000, we anticipate a further dispropor-
tionately high increase in earnings versus sales growth.
As things stand at present, the trend in the raw mate-
rial market should not affect this forecast. The first
weeks of the year 2000 have so far confirmed our
expectations.
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Passenger Tire Group Sales by brand

Tire mold for the new ContiPremiumContact

“We're placing our full trust in the
high-performance tire segment.
That'’s where we can exploit our
role as technology leader and
participate in the strong growth
of this segment.”

Stephan Kessel
Chairman of the Executive Board
Passenger Tires

Continental 57%
Uniroyal 14%
Semperit 9%
Gislaved/Viking 6%
Barum 6%
Other 8%




Passenger Tire
Group

Sales of the Passenger Tire Group, including the deal-
er companies, amounted to € 2,547 million (1998:
€ 2,389 million), an increase of 6.6% over the previous
year. Operating income (EBIT) rose by 12.4%, from
€ 240.6 million to € 270.4 million. This means that our
medium-term goal of a 10% return on sales has already
been reached. 1999 operating income is net of € 12
million spent in connection with the shutdown of the
plant in Newbridge, Scotland, above and beyond the
provision of € 26 million established in 1998.

As in the previous year, business with the automo-
tive industry expanded, with sales growing by 13% to
€ 467 million. The trend in the European replacement
markets was also positive: Sales totaled € 1,464 mil-
lion, for an increase of 5%. Particularly high gains in vol-
ume were recorded in Germany, Austria, Switzerland,
France, Italy and Scandinavia.

The dealer companies boosted their sales by 6.7%
to € 849 million (1998: € 796 million), but fell short of
their earnings improvement goals. This was especially
true of NTS in Great Britain and Vergdlst in Germany.
The other companies showed a positive income trend,
as a result of the programs they initiated.

European passenger tire production was expand-
ed from about 55 million units to about 58 million. In
snow tires, we set another volume record, with about
13.5 million units sold, an increase of 20%. This con-
firmed our number one position in the European snow-
tire market. The ContiWinterContact in the TS 780 and
TS 790 versions received top ratings in the prominent
trade journals. The Corporation’s other brands, like
Uniroyal, Semperit, Barum, Gislaved and Viking, also
achieved high test scores. The high-performance seg-

Sales Capital
In millions of € expenditure
In millions of €

Depreciation,
amortization and
writedowns

In milions of €

2,547 1s0.4| 1858 157.1
2,389 1437
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ment, which consists of tires for the upper speed cat-
egories, also posted strong growth rates. Volumes of
summer tires for speeds of 130 mph and up rose by
almost 20%. We are assuming that by 2004, about half
of all tires bought as replacements will have a speed
index of more than 120 mph. The new ContiPremium-
Contact, which has been on the market since the
spring of 2000, is a response to this trend. These tires,
developed in close collaboration with the brake spe-
cialists at Continental Teves, permit a reduction of
about one tenth in braking distance on wet and dry
roads. They are also outstanding for economy and
driving comfort.

On February 19, 1999, we laid the cornerstone for
a new passenger tire plant in Timisoara, Rumania,
which will start production at the end of 2000. At full
capacity, it will employ about 1,000 people and pro-
duce 10 million tires a year. Timisoara will supply main-
ly the Central European markets, with products that
include the modules for the Modular Manufacturing
Process (MMP). With this process, tires are made from
prefabricated modules in small MMP factories close to
the respective markets, permitting a quick reaction to
current market requirements, especially for sizes made
in small runs. MMP reduces the number of articles that
need to be made at the other plants, so that they can
concentrate on the more cost-efficient large-scale pro-
duction runs. Three MMP sites will be set up in Europe.
Our Austrian plant in Traiskirchen will be responsible for
supplying the markets in the Southeast. An MMP fac-
tory for Western Europe is in the planning stage, but
we are still looking for a suitable location in the North.

In Europe, passenger tires are produced in Ger-
many, France, Austria, Portugal, Sweden, the Czech
Republic and Slovakia.

EBIT Operating assets
In millions of € In millions of €

Employees

270.4|

1,496.5| 1244 18,094

240.6




Commercial Vehicle Tire Group

e e, P L | The Commercial Vehicle Tire Group increased its
sales by 15.8%, from € 759 million in 1998 to € 879
& million. Without the change in the scope of consolida-

tion caused by Continental Tyre South Africa and Mata-
dor, sales would have been up 4.1%. For the Group as
a whole, operating income (EBIT), at € 47.8 million,
remained just below the previous year's figure of € 49.2
million. Earnings in 1998 had been positively influenced
by the gain on the sale of our interests in Sava-Sem-
perit, Kranj, Slovenia. Continental Matador, a Slova-
kian subsidiary in which we hold a 76% interest, will be
the basis for a permanent improvement in earnings and,

|
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“We're right on course for our goals
of growth and cost leadership in
commercial vehicle tires, with one of Commercial Vehicle Tire Group Sales by brand
the contributors being the expansion
of our factory in Slovakia.”

P | e =TI AR S | — i
Hans-Joachim Nikolin 2 o, ¥
Executive Board Uniroyal 5% -
Commercial Vehicle Tires, D el L e Ee s

Quality and Environment, Sempartt 1% T
International Business Unit =1

Barum 10%

Other C 18%




accordingly, for the achievement of our medium-term
goal of a 7% return on sales and an 11% return on
capital.

Truck tires make by far the greatest contribution
(two-thirds) to the Group’s total sales. Unit sales of
these tires rose to 3.56 million. Adjusted for changes
in the scope of consolidation, this is equivalent to a gain
of about 9%. The increase was due mainly to the
replacement business. Above-average gains in vol-
ume occurred primarily in the big Western European
markets of Germany, France and Scandinavia. In addi-
tion, since the capacities of Continental General Tire
could not meet the demand, 540,000 tires were
shipped to North America. In the markets outside
Europe and North America, volumes grew by 9%.

600,000 tires were produced by our new joint ven-
ture with Matador in Slovakia. By the second half of
2001, its annual capacity will have been expanded to
1.5 million units. This will bring us much closer to our
target of increasing the share of production at low-cost
locations to 50%. Other manufacturing sites for com-
mercial vehicle tires are located in Germany, Belgium,
Austria and the Czech Republic.

To improve our competitiveness, we are currently
upgrading all products of the Commercial Vehicle Tire
Group. The first impressive result of this process — a
new tire for trailers — will be launched in June 2000. Its
principal advantage is a smaller diameter, which
increases the loading height of the trailer, but it has the
same load-carrying capacity and an even longer life.
The tire can be mounted on existing vehicles, so con-
version is inexpensive.

The industrial tire unit kept its earnings on the same
high level as in the previous year, even though its sales
contracted, due to the economic trend in the CEFTA
countries.

In order to secure and expand our strong market
position in the industrial tire sector, we will be intro-
ducing a new tire for forklifts in spring 2000. With a
radial construction, it is distinguished by high traction
and a long service life.

Sales Capital Depreciation,
In millions of € expenditure amortization and
In millions of € writedowns
In milions of €
879 61.6 49.4
759
38.8
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The slump in the CEFTA region had a negative
effect on agricultural tires as well. Nevertheless, net
income once again improved substantially over the pre-
vious year. For farmers, we are offering a new special
drive-axle tire which lasts 30% longer than its prede-
cessors. It is gentle on fields and meadows and has a
high resistance to abrasion on asphalt.

There was also a slight decline in the two-wheel
tire unit’s sales, but it, too, made a positive contribu-
tion to earnings. In July 1999, to secure cost and com-
petitive advantages, we signed an agreement for the
manufacture of bicycle tires and inner tubes in India.
The Deutsche Telekom racing team has again select-
ed Continental-brand bicycle tires for the year 2000.
Three other teams have also chosen Continental Tires,
so that Continental is now the official equipment sup-
plier and technological partner for no less than four Tour
de France teams.

The Conti International unit had a good year, with
strong increases in both sales and earnings. Conti-
nental Tyre South Africa, acquired in the previous year,
made a substantial contribution to this result as expect-
ed. Conti International has set up a round-the-clock
flat-tire service for truck drivers in South Africa and Aus-
tralia on the basis of the one already operating suc-
cessfully in Europe.

In December 1999, to strengthen brand recogni-
tion in new markets, we launched a truck race in South
Africa. It was the first time that such an event had been
held on that continent. Our major customers from the
commercial vehicle industry participated in the race,
and all the vehicles were equipped with Continental
racing tires. In the 2000 season, the European teams
will be provided with a new generation of truck racing
tires with even better performance features.

Employees

EBIT Operating assets
In millions of € In millions of €

573.1




Continental General Tire Group

With sales of € 1,494 million, up from € 1,230 million
in 1998, the Continental General Tire Group recorded
a gain of 21.56% over the previous year. Taking into
account exchange-rate adjustments and disregarding
changes in the scope of consolidation due to Mexico,
sales rose by 1.8%. Despite the long strike at the Char-
lotte facility, operating income (EBIT) improved by
17.3% from € 62.9 million to € 73.8 million. However,

“Settlement of the strike in Charlotte
(U.S.A.) has put us in a stable position
thanks to the labor costs being defined for
a period of six years. This means we can
enjoy sustained dynamic growth. Our
Mexican operations provide added benefits
on the cost side and flexibility in our
markets.”

Bernd Frangenberg
Agricultural tire in an open mold Executive Board

Continental General Tire Inc.

Continental General Tire Group Sales by product group

Passenger Tires, Original Equipment  25%
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Private Brands = 5% N |
e —————— *
Truck Tires 29%
Farm and Earthmover Tires 5% 0 = TN

Other 3%



the company was unable to meet its medium-term
goals for a return on sales of 8% and a return on capi-
tal of 11%. Volumes sold by the passenger tire division
to the vehicle manufacturers grew by 15%, whereas, in
the replacement business, they were 8% below the pre-
vious year's figure. Sales of truck tires were much high-
er totaling a gain of 10%. Significant growth was
recorded in the replacement truck tire business while
original equipment deliveries were on a par with the pre-
vious year.

The strike at the Charlotte, North Carolina tire facil-
ity was settled in September after having lasted one
year. The agreement with the United Steelworkers of
America (USWA) covers a period of over six years for
all of Continental General Tire’s union facilities. The
long-term agreement provides for pay increases and
enhanced benefits for the employees offset by sub-
stantial productivity improvements for the company.
Most importantly, the agreement provides for long-term
labor peace while securing Continental General Tire’s
labor cost competitive advantage.

The passenger tire division was able to negotiate
the strike difficulties in 1999 without the loss of a cus-
tomer and maintained the support and goodwill of the
existing customer base. The promise of industrial sta-
bility and the capacity increase from the Mexican oper-
ations have enabled the business unit to add substan-
tial new sales volume in 2000 from the three biggest
U.S. retailers, Sears, Pep Boys, Discount Tires and
from the two biggest programming distributors TBC
(Tire and Battery Corporation) and Laramie Corpora-
tion. Success in these new channels plus the expan-
sion of current business provides the basis for the
growth of the Continental brand in the North American
market in line with the company positioning that brand
in the retail sector.

Product development plans over the last three
years have provided new tire lines which answer the
specific needs of the U.S. retail tire market and together
with new forecasting, production planning and man-
agement systems will allow for substantial improve-
ments in customer service to the targeted channels of

Sales Capital Depreciation,
In millions of € expenditure amortization and
In millions of € writedowns

In millions of €

1,494 111.8 106.2

75.6

Continental Annual Report 1999 14 | 15

distribution in North America. These plans will be
enriched by the launch of new light truck and SUV lines
in the summer of 2000 which represent the first glob-
al approach to product development from the North
American organization.

The truck and off-the-highway tire division exceed-
ed all financial targets in 1999, following a decade of
solid growth. Radial truck tire manufacturing expansion
at the Mt. Vernon factory and the introduction of Con-
tinental brand off-the-highway radials at the Bryan man-
ufacturing plant will provide catalysts for continued
growth.

Manufacturing capacity was boosted by 27%
through the integration of the Mexican operations. In
Mexico, passenger tires are made for Ford, Daimler-
Chrysler, Volkswagen, General Motors and Nissan;
commercial vehicle tires are sold to Mercedes-Benz,
John Deere and New Holland. Continental General Tire
has a work force of 2,700 in Mexico and is No. 1 in
the Mexican tire market.

All in all, Continental General Tire sold 27 million
passenger tires and 2.5 million radial truck tires from its
North American production facilities in Bryan, Charlotte,
Mayfield and Mt. Vernon and its Mexican plants in
Guadalajara and San Luis Potosi.

A program for recycling used tire material has been
started in cooperation with the State of North Caroli-
na. The aim of this four-year program is to reduce the
number of tire disposal sites, to develop new recycling
methods and to provide additional possibilities for recy-
cled material usage. The main focus is on converting
used tire material into valuable resources. Since the
project was launched in July 1998, over a million used
tires have been kept out of the landfills. Currently, new
tires already contain up to 6% recycled tire material.

EBIT Operating assets Employees
In millions of € In millions of €
73.8 1,287.3 9,736
9,019

62.9 1,066.9




Continental
Automotive Systems
Group

“The increasing rate of elec-
tronic stability program (ESP)
installation is adding to our
success. Output in the Czech
Republic, Hungary and Mexico
will expand heavily in the
future, thus improving our
cost situation in all product
areas.”

Hans Albert Beller
Executive Board
Continental Automotive Systems

Control unit of the electronic stability program (ESP)

Continental Automotive Systems Group Shares of sales

Electronic Brake Systemé 51%
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The Continental Automotive Systems Group had sales
of € 2,544 million. The largest part, € 2,480 million,
was attributable to Continental Teves, which has been
included since the fourth quarter of 1998. Due to this
inclusion, the operating income (EBIT) of Continental
Automotive Systems, in the amount of € 58.7 million,
is not comparable to that of the previous year. Before
a goodwill amortization of € 68 million, Continental
Teves had an operating income of € 156 million. The
Group has moved considerably closer to its medium-
term goals: a return on sales of 4% and a return on cap-
ital of 6%, after goodwill amortization.

29% of total sales was attributable to the founda-
tion brake unit, 10% to the brake actuation unit, and
7% to the replacement business.

Volumes in the electronic brake systems unit were
up 26% over the previous year. They are expected to
rise to 7.8 million in the year 2000, and to 10.6 million
in 2004, a gain of more than 40% compared with 1999.
The products of the unit comprise anti-lock braking sys-
tems (ABS), traction control systems (TCS) and, in an
increasing proportion, electronic stability programs
(ESP).

In 1999, Continental Teves sold 400,000 ESP units,
300,000 of them to the European automotive industry.
Orders for 1.4 million ESP systems from around the
world are already on hand for this year. In 2004, addi-
tional contracts will bring the volume to 3.5 million units.

The foundation brake unit produced 24.4 million
calipers worldwide and increased its sales volume by
10%. The unit’s main products are calipers — including
fixed, floating and combination calipers — as well as duo
servo brakes and brake hoses.

Worldwide production of brake boosters in the
brake actuation unit rose 25% over 1998. The unit
makes brake boosters — standard and active boosters,
including brake assist — as well as brake-power regu-
lators. Thanks to a strong influx of orders, business will
improve still further in the coming years.

Sales Capital Depreciation,

In millions of € expenditure amortization and
In millions of € writedowns
In millions of €
2,544 155.9 185.9

629 445
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The global sales potential of air spring systems for
passenger cars will continue to expand. Several pro-
duction orders were booked in Europe and the U.S.A.
during 1999. Continental Teves is developing into the
leading supplier of air spring systems for passenger and
off-road vehicles. To respond appropriately to market
requirements, we have built up a technology and devel-
opment department in Auburn Hills in the United
States, as an adjunct to the Development Center in
Hanover. To increase manufacturing capacities, the
assembly equipment has been moved from Hanover to
the Gifhorn plant.

In Mexico, we are building a factory for electronic
sensors, The startup of manufacturing is scheduled
for the first quarter of 2001. Total worldwide produc-
tion of sensors will rise from 19.3 million in 2001 to 26.2
million in 2004, an increase of 36%. Sales in the
replacement business were up 7% in 1999. Owing to
the expansion of activities, above all in France, Spain
and Brazil, growth is expected to reach 35% by 2004.

Continental ISAD has formed a joint venture with
Delco Remy International in Europe for the manufac-
ture of crankshaft starter generators which are used in
the ISAD (Integrated Starter Alternator Damper)
system. In addition, this unit received a large-scale
order from a leading car maker in the U.S.A. Produc-
tion is scheduled to begin in 2003. We plan to form a
system joint venture with Delco Remy to supply the
North American passenger car and commercial vehicle
industry.

EBIT Operating assets Employees
In millions of € In millions of €
2,191.4 2,207.1 11,343
10,460
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ContiTech’s new plant in San Luis Potosi

ContiTech Group Sales by business unit
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%1999 saw operating profit up
despite the difficult terrain. This
meant that we nearly reached our
medium-term goals for the return
on sales and return on capital in
the year under review.”

Manfred Wennemer
Executive Board

ContiTech
Sales Capital Depreciation,
In millions of € expenditure amortization and
In millions of € writedowns
In millions of €
1,704 | 1,716 106.2 83.3
| 99.7 77.2
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ContiTech
Group

Sales of the ContiTech Group at € 1,716 million — due
to the divestment of parts of the Group - slightly
exceeded the previous year's € 1,704 million. On a
comparative basis, sales would have risen by 2.5%.
Business with the European automotive industry
increased significantly compared with the previous year,
but in most of the Group’s other customer industries,
sales declined due to adverse business conditions.
Operating income (EBIT) rose by an impressive 66.0%
to € 129.8 million (1998: € 78.2 million). As a result,
the medium-term goals of a 7% return on sales and a
16% return on capital were nearly reached in 1999.

ContiTech Fluid, the Group’s largest business
unit, increased its sales by 3%, strengthening its mar-
ket position as one of the leading hose manufacturers
in the automotive sector.

Globalization was accelerated by the establishment
of additional production locations in Brazil and Mexico
and the preparations for a joint venture in China, which
will start production in mid-2000. The acquisition of a
majority interest in the Khner company in Oppenweil-
er in January 2000 considerably expanded the unit’s
position in the European market for air-conditioning
hose assembly systems.

Deliveries of hose assembly systems for the Active
Body Control (ABC) system of DaimlerChrysler's top
models (S, CL, SL Class) have commenced, marking
the unit’s entry into the promising segment of active
chassis management. The development of hose
assemblies with a thermoplastic inner lining, designed
to sharply reduce hydrocarbon emissions, will help
to protect the environment. ContiTech Fluid has 16
manufacturing sites, located in Europe, North and
South America.

EBIT Operating assets Employees
In milligns of € In millions of €
= 795.?' Lt 16852| 15 307

78.2




Fully automatic filling station for car hydro bushings

Capacity utilization in the core businesses of the
Benecke-Kaliko business unit was excellent and sales
and earnings rose substantially. As part of the unit's
systematic concentration on these businesses, the
molded headliners segment and Bamberger Kaliko were
sold.

International activities were expanded with a new
slush skin production facility in Palmela, Portugal. In
addition, a manufacturing joint venture was concluded
with Sansui in Brazil. In Thailand, the output of materi-
als for casual shoe uppers tripled in 1999.

Development focused on the production of en-
vironmentally compatible polyolefin foam, as well as
slush powder and slush skins for automobile dash-
boards. Benecke-Kaliko is the world’s leading supplier
of vehicle trim sheeting.

In order to accelerate Benecke-Kaliko's future
development more effectively, the Continental Corpo-
ration acquired from DG BANK, Frankfurt, another
48.9% of the capital stock of Benecke-Kaliko AG in
Hanover and now owns 99% of this company.

Sales of the ContiTech Vibration Control busi-
ness unit (formerly ContiTech Molded Products) were
slightly below the previous year’s level. The earnings
situation in this unit is unsatisfactory. The shift of pro-
duction from the plant in Hanover-Limmer to a nearby
plant in Stécken and to our Slovakian company was
completed on schedule, but at considerable cost. In
mid-1999, the assembly of rubber-metal parts started
in Brazil. By 2001, the unit's own rubber-metal manu-
facturing plant will be constructed in Ponta Grossa.

ContiTech Vibration Control, which manufactures
components and systems to control noise, vibration
and harshness, is a development partner and original
equipment supplier of the worldwide automotive indus-
try, with a total of eight manufacturing locations in Ger-
many, ltaly, Brazil and Slovakia.




Sales of ContiTech Conveyor Belting Systems
remained at the previous year's level, despite continu-
ing pressure on prices and a slowdown in volume
growth. Earnings, however, were significantly higher
than in 1998, helped by capital expenditures to
strengthen the unit’s competitiveness and the full
exploitation of further potential for cost reduction. The
takeover of the tire activities of Grupo Carso also pro-
vided a platform for conveyor belting activities in Mex-
ico. The plant in Mexico City was closed, and manu-
facturing activities were moved to San Luis Potosi.
ContiTech's conveyor belting unit is the leader in its field
in Europe and manufactures its products at six loca-
tions in Germany, Greece, Mexico and Chile.

The gratifying trend in sales and earnings at Conti-
Tech Power Transmission Systems continued. Sales
growth was primarily attributable to business with the
automotive industry resulting from the increasing use of
ContiTech high-performance camshaft drive belts made
of rubber and more efficient multiple V-ribbed belts for
driving accessory units.

The launching of a new production facility in Brazil,
the formation of a joint venture in China and the start
of construction of a factory in Mexico represented three
major steps toward the unit's globalization. Together
with its joint venture partner INA Walzlager Schaeffler,
it has a top position worldwide in belt drive systems.

Sales of the ContiTech Air Spring Systems unit
rose, although the markets in individual segments con-
tracted. With the acquisition of the remaining shares of
ContiTech Lastik Sanayi in Bursa, Turkey, the unit made
further progress on the way to cost leadership by man-
ufacturing in low-cost countries.

In March 2000, the first construction phase of an
air spring plant for the North American market began
in San Luis Potosi, Mexico. 285,000 air springs will be
produced there each year. In 1999, the unit also began
to supply European commercial vehicle manufacturers
with new combined air spring/shock absorber modules.
A height sensor integrated in air springs designed for
the automotive industry, as well as a new kind of air
spring for cars, were further refined.
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As anticipated, sales of the ContiTech Sealing
Systems (formerly: Extrusions) business unit did not
reach the previous year’s level. Losses have been
reduced by more then 50%, due to the successful
completion of the restructuring program that began in
1998. As part of this program, the plant in Italy was
sold, and cost efficiency was maximized at the loca-
tions in Germany, Spain and Slovakia. For the year
2000, we expect the unit’'s earnings to be satisfactory.

Sales of the ContiTech Elastomer Coatings unit
declined slightly, but earnings increased. Once again,
the printing blanket segment was particularly success-
ful, due primarily to new products and expanded busi-
ness with major printing machine manufacturers. Sales
of products that are technologically less sophisticated
or have lower value added declined. Product innova-
tions in the printing blanket segment — such as met-
al printing blankets — and in highly specialized mate-
rials and preassembled products, such as bellows for
articulated buses, will be introduced in 2000.

At Deutsche Schlauchbootfabrik and the Fuel
Tanks segment, which are not included in the eight
business units, sales increased slightly and earnings
continued to be gratifying.




& Welcome to Continental! The photos here an
w integrated tire plants in Mexico.

Employees by Group

Passenger Tires 28.5%

Commercial Vehicle Tires 13.9%

Continental General Tire 14.5%

ContiTech 24.6%

Continental Automotive
Systems 18.2%

Other 0.3%

Our Employees

“Basics - the formulation of our
visions, goals and policies - are the
culmination of a process of joint
input. Discussion and implementation
of these guidelines have generated

a thrust in creativity and drive.”

Klaus Friedland

Executive Board

Finance, Controlling,
Human Resources and Law,
Director of Personnel

Employees by region

Germany 39.5%
Rest of Europe 37.3%
North America 18.1%
Other 51%




62,155 Employees

in the Continental Corporation

At 62,155, the number of employees on December 31,
1999 remained virtually the same as in the previous
year (62,357). The Corporation’s personnel expense,
including wages, salaries, social welfare contributions
and expenses for pension plans, rose from € 1,937.1
million to € 2,387.7 million.

The number of trainees decreased by 29 to 878
worldwide, due to the completion of a special pro-
gram in Great Britain. In Germany, the training posts
offered were again increased, with 41 positions added.

Personnel Development is a

Corporate Function

Keener competition and changing markets are con-
stantly presenting new challenges to our employees
and executives. Personnel development is a corporate
function, designed to ensure that every job is staffed
at all times with a competent person. This crucial activ-
ity is being vigorously expanded throughout the Cor-
poration. Supervisors and employees alike are respon-
sible for ongoing professional education. Every employ-
ee should have the chance to be promoted in accord-
ance with his or her capabilities. Personnel develop-
ment does not mean only career planning in the sense
of advancement, but also enhancement of technical
and personal skills. Two examples are given below.

Trainee Programs to Ensure

International Management Potential

Due to the Corporation’s increasing globalization, the
international recruitment of junior staff has become a
focal point in our efforts to ensure ourselves of future
management potential. The goal of the trainee pro-
grams for university graduates is to create a pool of
mobile, flexible men and women, who can be placed
around the world. Intercultural awareness, teamwork
and initiative are particularly encouraged.
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So far, the programs are being offered in the areas
of tire marketing and distribution, tire research and
development, as well Conti International and ContiTech.
Usually lasting for 12 months, these programs are quite
different from the trainee programs of other companies,
inasmuch as they are designed and organized to a
large extent by the participants themselves. This means
that such important characteristics as team spirit, per-
severance and self-discipline are developed right from
the start. For each field of training, a mentor, drawn
from our senior management, is responsible for super-
vising the program. The trainees work actively and inde-
pendently on comprehensive assignments and their
own interdisciplinary projects, giving rise to benefits
for the Company in addition to the training effect.

JMTP for the Executives of Tomorrow

In the Corporation, we prefer to promote the execu-
tives from our own ranks. For ten years now, we have
successfully conducted a Junior Management Training
Program (JMTP) to instill the qualifications for the exec-
utives of tomorrow. Participants in the JMTP have
already been working at Continental for four to eight
years and proved their worth internationally in a num-
ber of our units and locations. They possess manage-
ment capabilities and have the potential and the will to
acquire additional skills. The program runs for six
months, parallel to their normal work. The special chal-
lenge consists of confronting these employees with
topics that they would not encounter in their normal
sphere of activity. In teams from different Groups and
countries, they carry out tasks and projects and find
solutions for concrete problems from our various busi-
ness units, which are then put into practice. This gives
them the opportunity to deal with international situa-
tions and to develop their management abilities accord-
ingly. For example, it was in one of these programs that
the business concept for alternative elevator drives was
developed, which was industrialized in January 2000.
Up to now, about 200 junior staff members have com-
pleted this program with great success.




Performance Based Remuneration Systems -
Stock Option Plan

Granting subscription rights for shares is a manage-
ment tool that has been in international use for some
time. As early as 1986, Continental was one of the
first German companies to offer its top management
an initial stock option plan. The 1999 Annual Meeting
of Shareholders resolved to fund a plan, which we have
designed with particular emphasis on encouraging our
senior executives to share, even more than in the past,
the interest of our shareholders in the long-term growth
of our Company’s value and the continuing attractive-
ness of our stock.

In addition, the Executive Board and Management
receive a substantial portion of their pay under a vari-
able remuneration system based on the achievement
of corporate goals and improved earnings.

Source of value added (Corporation)

Value Added
The Corporation's performance increased by € 2,419.2
million or 35.0%. After deduction of the input of other
companies, the result is a value added of € 2,899.0
million, or € 581.6 million more than in 1998, for a
gain of 25.1%.

The value added was used as follows: Personnel
expense accounted for 82.4%, 5.2% was required for
interest, and 4.0% for income taxes. There remained a
net income of € 234.7 million, or 8.4%, of which
€ 175.9 million was allocated to shareholders’ equity
and € 58.8 million is to be paid as a dividend.

In millions of €

Sales

Other income

Corporate performance

Cost of materials and other input from outsiders
Depreciation (total)

Value added

Distribution of value added

In millions of €

Personnel expense

Net of interest income and expense
Income taxes

Minority interest in net income

Net income

Value added

1999 1998

9,132.2 6,743.2

190.6 160.4

9,322.8 6,003.6

- 5,847.0 - 4,190.3

- 576.8 - 395.9

- 2,899.0 2,317.4
o 1999 1998
2,387.7 1,937.1

151.9 99.0

117.2 133.8

75 9.3

234.7 138.2

2,899.0 2,317.4




Our Job - To Join in Shaping

Continental

In a broad-based discussion, which brought together
the Groups as well as the various levels of the hierar-
chy, we have developed our guidelines, our vision and
our values, which are designed to ensure the achieve-
ment of our strategic objectives. Under the title
“Basics”, we have created a closed system of goal-
oriented requirements that clearly define who we are,
how we work together, and where we want to go.

We have a clear vision:

We make individual mobility
safer and more comfortable.

We will be the global technology leader
in all our business areas.

From this ambitious claim follows the formulation of
goals, principles and modes of behavior that are ori-
ented to the interests of all our stakeholders. At the
heart of the Basics lies our commitment to increase val-
ue. For only the creation of additional value within the
Company can satisfy the interests of all the groups that
participate in it. The Basics are therefore focused on
our customers and shareholders, our employees and,
last but not least, on society as well as our partners
and suppliers.

Continental Annual Report 1999 24 | 25

The process of developing the Basics climaxed in
January 2000 at our Senior Executive Convention. On
this occasion, the aimost 200 senior executives of the
Company pledged themselves to take the responsibil-
ity, within their spheres of competence, to ensure that
the principles and goals of the Basics would form the
foundation of entrepreneurial activity for themselves and
their subordinates and to implement them as effectively
as possible. Concrete, mandatory measures for this
purpose were established. For this reason, the bulk of
the internal communication program was concentrat-
ed on the Basics.

We have introduced the Balanced Scorecard in all
our units as another management instrument to
achieve our corporate objectives. Our vision is incor-
porated in the implementation structures of the Bal-
anced Scorecard, so that every employee in every unit
knows his or her role in making these principles a real-
ity. By this means, the Balanced Scorecard will enable
us to measure the success of the various units and
employees in reaching their goals.

Another instrument used to assist successful
implementation of the Basics are workshops in which
measures for putting the Basics into effect are elabo-
rated in a context that is very close to the daily work
situation. Special emphasis is thereby placed on involv-
ing our employees and giving them the possibility of
actively influencing the implementation process.

Internal Communication

As a company in transition, Continental attaches great
importance to the exchange of information among the
units and, to the extent possible, among all our employ-
ees. We are aware that the implementation of our strat-
egy and the cross-linking of our fields of know-how pre-
supposes comprehensive communication in every
direction and every part of the globe.

Under these circumstances, we have expanded
and intensified all the channels of information custom-
arily used by the Company. These include the Europa
Forum between the management of the units and the
employee representatives, as well as conferences with-
in or between the Groups. We have also upgraded




intranet communication as a vehicle for employee infor-
mation and knowledge management and expanded our
in-house newspaper conti intern, which is being pub-
lished more frequently than in the past. An internation-
al edition, translated into no less than ten languages,
was recently launched, bringing the total circulation to
more than 50,000 copies.

When we conceived Continental’s new web-
site on the Internet, the employees were one of the
target groups specifically addressed. Since then, we
have verified the fact that many employees — even
those who use the Conti Intranet — enjoy receiving
further information from the Internet at www.conti-
online.com.

Thanks

The success of our Company is based primarily on
our dedicated and talented employees and executives.
We thank them sincerely for their performance and
commitment. We must also thank our employee rep-
resentatives for their constructive and trustworthy col-
laboration.

High Level of Quality and Innovation

in Information Technology

The change to the year 2000 was accomplished with-
out difficulty. The Tire Groups and the parent compa-
ny successfully completed their conversion to the euro.
At a cost of € 30.6 million, both these measures were
carried out very economically, due primarily to the high
quality of the standardized software.

Our partnership with dealers based on E-com-
merce was solidly expanded. “ContiOnlineContact”, a
system developed and made available to the dealers
by Continental, has since become a standard for the
industry. It is already being used by over 1,000 stores
in Germany, Sweden, Austria, Switzerland and France.
Partners from Belgium, Great Britain and other coun-

tries will follow shortly. The central database and ser-

vice concept proved capable of dealing efficiently with
the increased demand, focused, again, on snow tires.

The production support systems in the Corpora-
tion's tire factories are currently undergoing a concep-
tual reappraisal and being refined to accommodate new
technological possibilities. In the course of this pro-
ject, additional European passenger tire plants are
being brought up to the Corporation’s current stand-
ards. Particular emphasis was placed on strengthen-
ing the interrelationship between manufacturing
processes and tire development. Tire identification by
bar code, as a means of monitoring production
processes for the individual product has been institut-
ed at three factories.

The ContiTech Group is benefiting from the use of
the SAP/R3 standard software, whose comprehensive
introduction was virtually completed during 1999.

This software has also been introduced by Conti-
nental Teves at all its European locations and in Brazil,
where it enhanced the synergies in a joint project with
the Tire Groups and ContiTech.

Our intensive collaboration with the automotive
industry in defining new processes, interfaces and
methods of data exchange have enabled us to con-
tribute our knowledge and experience at an early stage
and thereby to optimize our process cycles.

Environment and Quality

In our Basics, value creation — our commitment to
increasing the value of our Company - is identified as
the paramount guideline for the Corporation. Environ-
mental protection is a means of creating value, insofar
as we design our products and services in such a man-
ner that they spare the environment as much as pos-
sible, while minimizing the consumption of resources.
This is not only a requirement of society as a whole and
of our stakeholders; it is also an indispensable prereg-
uisite for the competitiveness of our Company.




Quality is an indispensable prerequisite for the suc-
cess of our products and services on the market and
with our customers. Thus it, too, helps to secure the
Company’s existence over the long term and thereby
benefits the stakeholders.

Both these elements, environmental protection and
guality, can be assured and improved only in a profes-
sionally designed management system. Continental has
a long tradition of highly developed quality assurance
and environmental management techniques. This is
reflected in the ISO 9001, QS 9000 and VDA 6.1 cer-
tifications granted throughout the Company for quality
control and the certificates we have received under ISO
14001 and EMAS, the EU environmental audit, for en-
vironmental protection.

QOur customers are acknowledging our high per-
formance with numerous citations and awards. For
example, ContiTech Vibration Control and ContiTech
Fluid were named “Supplier of the Year” by General
Motors and SMI Groupe Koyo. Continental Teves
received Volkswagen’s Corporate Supplier Award for
the effectiveness of its ESP software and the develop-
ment of wheel rpm sensors. Passenger tires of the
Continental and Uniroyal brands received the first and
second prize for retreadability given by the Association
of Industrial Retreaders (AIR).

The constant upgrading of our quality and the
steady improvement of our products in terms of their
interaction with the environment have a permanent
place among the Corporation’s goals.

Germany
In millions of €

2,864.7
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Regions

Consolidated Sales by Region

In % 1999 1998
Germany 31.4 33.6
Rest of Europe 37.1 401
North America 25.6 215
Other Countries 5.9 4.8

Most of the Corporation’s sales were assignable to Ger-
many, the rest of Europe, and North America, with
strong growth being posted in North America. The year-
on-year comparison shows sales to have gained by
26.5% in Germany, by 25.4% in the rest of Europe, by
61.3% in North America, and by 64.7% in other coun-
tries, above all in South America and South Africa.

Germany accounted for about 33% of the Pas-
senger Tire Group’s sales. Approximately 62% were
attributable to the rest of Europe, primarily to France,
the U.K., Italy, Austria, Belgium, Switzerland, the Czech
Republic and Scandinavia.

The Commercial Vehicle Tire Group made about
23% of its sales in Germany and 50% in the rest of
Europe, with the main sales performers being the U.K.,
France, the Czech Republic, Austria, Italy and Scandi-
navia. Sales via the Conti International unit to other
countries came to 19%.

About 52% of ContiTech’s sales were attributable
to Germany, 37% to the rest of Europe, and 4% to
North America.

36% of the Continental Automotive Systems
Group's sales were attributable to Germany, 28% to the
rest of Europe, and 32% to North America.

North America accounted for about 96% of Con-
tinental General Tire's sales.

Other Countries
In millions of €

North America
In millions of €

Rest of Europe
In millions of €

3,301.3| [2,337.8 538.6

2,703.4

1,448.9| 326.9




Passenger tire moid

Continental Aktiengesellschaft
Consolidated Financial Statements

Note: The chapters “Review of the Fiscal Year,” “Analysis of the Financial Situation” and “Outlook” together
correspond to the Management Report for the Continental Corporation which is based on consolidated financial
statements prepared according to U.S. accounting principles (US GAAP).
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Analysis of the Financial Situation

The 1999 fiscal year was marked by the successful integration of Continental Teves and another strong increase in earnings. Operating
income, by which we mean eamings before interest and taxes (EBIT), rose by 34.4% to € 511.3 million, and consolidated net income
for the year reached € 234.7 million. Continental Corporation’s return on capital employed (ROCE) came to 6.9% (1998: 5.6%). Cash
flow from business activities increased significantly. The flow of funds and the balance sheet ratios again reflect the Corporation’s ongo-
ing expansion.

Dividend of € 0.46 per Share

Thanks to the favorable trend in earnings, we recommend to the Annual Meeting of Shareholders, which will take place on May 19, 2000,
a dividend of € 0.46 (DM 0.90) per share for the 1999 fiscal year. The capital entitled to a dividend amounts to € 327.4 million, so that
€ 58.8 million, or 25.1% (1998: 34.0%) of consolidated net income, will be required for the distribution.

Net Income from Investments and Financial Activities

Consolidated Statement of Income

In millions of € 1999 1998
Sales 9,132.2 6,743.2
Cost of sales 7,178.9 4,987.7
Selling expenses, administrative expenses,

other operating expenses and income 1,445.1 1,379.5
Earnings before financial net income and taxes 508.2 376.0
Net income from investments and other financial activities 3.1 4.3
Earnings before interest and taxes 511.3 380.3
Net interest expense - 1519 -99.0
Income before taxes 359.4 281.3
Taxes on income and profits 117.2 133.8
Minority interest in earnings 7.5 9.3
Net income available for distribution 234.7 138.2

Sales rose by 35.4% and eamnings before taxes by 27.8%. While cost of sales increased by 43.9%, selling and administrative expenses,
including other operating expenses and income, rose by only 4.8%. As a result, the gain in earnings before taxes and net income from
investments and financial activities amounted to 35.2%.

EBIT

Earnings Before Interest and
Taxes by Group

1999 1998
In millions % of sales In millions % of sales
of € of €

Passenger Tires 270.4 10.6 240.6 10.1
Commercial Vehicle Tires 47.8 5.4 49.2 6.5
Continental General Tire 73.8 4.9 62.9 5.1
ContiTech 129.8 7.6 78.2 4.6
Continental Automotive Systems 58.7 23 -4.9 -08
thereof Continental Teves* 156.1 6.3 322 5.5
Other =692 = - 45.7 -
Continental Corporation 5113 5.6 380.3 5.6

* before goodwill amortization of € 68 million (1998: € 15 million)



Despite the initial inclusion of Continental Teves for a full year, the EBIT of the Corporation remained at 5.6% of sales. On a comparative
basis, all the Groups reported improvements, taking into account the gain on the sale in 1998 of interests in Sava-Semperit, Kranj,
Slovenia, which had increased earnings of the Commercial Vehicle Tire Group by € 14 million and of the Passenger Tire Group by € 21
million.

Taxes
The necessity of capitalizing deferred taxes on tax loss carryforwards, in particular at Continental AG, as part of the changeover to US

GAAP, led to a considerably higher tax charge in 1998 due to the use of these loss carryforwards. Recording the deferred taxes on the
loss carryforwards in turn required an entry on the liabilities side of the risks leading to these loss carryforwards. Compared with the result
under German commercial law, this leads to a total increase of € 33 million in the tax expense for 1998.

The increased tax burden on our German companies resulting from the Tax Relief Act (1999/2000/2002) consists primarily of a reversal
of the former writedown of the book value of our subsidiary Continental Rubber Holding Inc., Wilmington, Delaware, U.S.A., in connec-
tion with the revaluation of the company. The requisite provisions have been set up and the resulting future tax payment is divided over
the following four years. Since, for the third year in a row, the tire business of Continental General Tire in the U.S.A. showed strong earn-
ings and the long strike at the Charlotte plant was settled, the application of FAS 109 has made it necessary to capitalize in 1999 deferred
taxes, including the loss carryforward. This had a positive non-recurring effect of € 108.1 million and lowered the tax ratio to only 32.6%,

from 47.6% in 1998.

Return on Capital Employed (ROCE)

1999 1998 1999 1998
In millions In millions % %
~ of€ of €

Operating Assets ROCE
Passenger Tires I 1,524.4 1,496.5 17.7 16.1
Commercial Vehicle Tires 1= ‘Beia . — 5781 7.2 8.6
Continental General Tire 1,287.3 1,066.9 5.7 5.9
ContiTech 828.1 795.7 15.7 9.8
Continental Automotive Systems 2,207.1 2,191.4 2.7 -0.2
thereof Continental Teves* Sy a0 837.1 17.7 3.8
Continental Corporation ~ 7,403.8 6,765.7 6.9 5.6

* excluding goodwill

The operating assets are determined on the basis of book values. The operating units of the individual Groups are frequently not legal
entities or separate companies and therefore do not have a fully developed financing structure. Accordingly, the values are derived by an
appropriate deduction of trade accounts payable from the assets.
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Balance Sheet Structure and Financial Position

Balance Sheet

In millions of € 12/31/1999 12/31/1998
Fixed assets and investments 4.-220.6_ 7 3,999.3
Inventories, receivables and other assets 2,709.9 2,364.1
Cash and cash equivalents, and marketable securities : 439.9 373.5
Prepaid expenses NI = ) 33.4 28.8
Total assets 7,403.8 6,765.7
Shareholders’ equity = T 1,329.1
Minority interests etk s IO T 174.5
Shareholders’ equity including minority interests 1,903.0 1,503.6
Provisions ' 18423 1,702.5
Indebtedness 2,152.7 2,292.5
Other liabilities SENdET 15058 1,267.1

Total assets rose by 9.4% from € 6,765.7 million in 1998 to € 7,403.8 million. This increase was primarily the result of foreign exchange
rate fluctuations, in particular due to the strong U.S. dollar and the British pound. The capital turnover rate amounts to 1.23.

As a result of additions, fixed assets and investments increased by 5.5%, and their share in total assets, at 57.0%, remained almost
unchanged. Intangible assets account for 36.7% (1998: 39.8%) of total fixed assets and investments. Inventories, receivables and other
assets rose by 14.6%. The deferred taxes included in other assets amount to € 204.4 million (1998: € 128.8 million).

On December 31, 1999, the Corporation had at its disposal cash and cash equivalents, including marketable securities, in the amount
of € 439.9 million (1998: € 373.5 million).

Consolidated equity rose by € 431.5 million to € 1,760.6 million. As a result, the equity ratio amounts to 23.8% (1998: 19.6%), or 25.7%
(1998: 22.2%), if minority interests are included.

Provisions increased by 8.2% and account for 24.9% of total assets. As a result of the capital increase, indebtedness, less cash and
cash equivalents and marketable securities, decreased to € 1,712.8 million (1998: € 1,919.0 million). The gearing ratio is 97.3% (1998:
144.3%). The financing of fixed assets and investments and inventories by shareholders’ equity and long-term debt amounts to 83.4%
(1998: 93.1%).

Higher Cash Flow
Compared with 1998, the cash flow showed a further substantial gain of 49.9%, increasing to € 849.7 million or 9.3% of sales, com-
pared with 8.4% in 1998. Due to the higher cash flow, we were able to reduce the debt ratio in 1999 from 3.4 to 2.0.

The ratio of the cash flow to net indebtedness is 49.6% (1998: 29.5%).

Financing

Bonds in the amount of € 500 million with a term of seven years, issued by Continental Rubber of America on July 23, 1999, and con-
vertible bonds in the amount of € 250 million with a term of five years, issued by Continental AG on October 25, 1999, together with the
capital increase in May 1999 of € 247 million, were used for the scheduled long-term financing of the acquisition of Continental Teves.

Long-term credit lines available through capital market instruments or banks excluding ABS programs amount to € 2,880.5 million.



Euro Introduced as Corporate Currency

On January 1, 1999, the euro was officially introduced as common currency in central Europe. Due to the global orientation of our activ-
ities, we welcomed this step, since the gains in productivity we achieve for goods and services manufactured and sold in the euro region
will no longer be affected by exchange rate fluctuations.

As of April 1, 1999, we introduced the euro retroactively as our Corporation’s currency in the European Tire Groups and replaced the
DM as calculating unit. For this purpose, our accounting and reporting systems were converted to the euro, at a cost of about € 9.3 mil-
lion. This comparatively low expense is offset by reduced transaction and currency hedging costs, which will lead to annual savings over
the long term.

Hedging of Foreign Exchange Risks

The international orientation of our business activities results in shipment and payment flows in various currencies. Since imports into the
euro area exceed the export flows into other currency areas, Continental is exposed to exchange risks. The net exposure obtained by
netting the exports with the imports in the individual currencies is regularly compiled and evaluated. Based on a constant monitoring of
exchange rate forecasts, risks are hedged, if necessary, with appropriate financial instruments.

As a rule, the Corporation’s net assets permanently located outside Germany are not hedged against exchange rate fluctuations.
Thanks to the introduction of the euro on January 1, 1999, the currency risks for the currencies in the euro area have been eliminated.

According to our budget for the year 2000, currency exposure for the Corporation will amount to € 500 million. Exposure currencies
include the Czech koruna with a short exposure of € 160 million. Long exposures exist, among others, for the British pound at € 80 mil-
lion, the U.S. dollar at about € 20 million and the Slovakian koruna at € 22 million.

Future Risks

Due to its global business, Continental is naturally exposed to a number of risks which are inherent in entrepreneurial activities. Economic
developments in the countries that are important for us cause uncertainties which are intensified by the cyclical nature of demand in our
key markets. The automotive sector, in particular, is marked by stiff competition which will probably intensify in the future because of sur-
plus capacities worldwide. Like all international automotive suppliers, Continental is also affected by more stringent statutory regulations
and safety standards in the various markets. Thanks to our acquisition of Continental Teves and the systematic buildup of our innovative
capability, we are well prepared for these developments. As in the past, we will be able to offer our customers attractive products and
services at highly competitive prices.

To appraise and manage the existing risks, we have established effective control and monitoring systems, including the application of
uniform guidelines throughout the Corporation, the use of reliable software, the selection and training of qualified personnel and ongoing
checks by our internal auditors.

Transition to the Year 2000
The costs for the entire transition process amounted to € 21.3 million. Thanks to our careful preparation, the transition was carried out

on schedule.

Events Subsequent to December 31, 1999

No events that might be of major importance for the Continental Corporation and lead to a different evaluation of the Company have
occurred since the end of the 1999 fiscal year. The business trend during the first few months of this year confirms the statements made
in the chapter “Outlook”.



Continental Annual Report 1999 32 I 33

Note Pursuant to Section 292a HGB (German Commercial Code)

The consolidated financial statements presented below (consolidated balance sheets as of December 31, 1999 and 1998, consolidated
statements of income, consolidated statements of changes in financial position and changes in consolidated shareholders’ equity for the
1999 and 1998 fiscal years) have been prepared according to U.S. generally accepted accounting principles (US GAAP). When, in this
annual report, figures are given for periods prior to 1998, they are those published according to the accounting requirements of the
German Commercial Code (HGB).

To exempt us from the obligation to prepare consolidated financial statements according to German law, we have supplemented these
consolidated financial statements, expressed in euros, with the components of a consolidated management report and further notes pur-
suant to Section 292a HGB. The consolidated financial statements thus correspond to the Fourth and Seventh Guideline of the Council
of the European Communities. In interpreting these guidelines, we have relied on the opinion of the Contact Committee for Accounting
Guidelines, which have also been approved by the EU Commission and the Federal Ministry of Justice.

These consolidated financial statements as of December 31, 1999, presented in euros pursuant to Section 292a HGB, and the con-
solidated management report will be filed in the Commercial Register of the Hanover District Court under No. HRB 3527.

In accordance with Section 264 Paragraph 3 HGB, the exemption provisions have been used with regard to the following German cor-
porations with whom profit-and-loss-transfer agreements exist.

Conti Versicherungsdienst GmbH, Hanover

Continental Caoutchouc-Export-AG, Hanover
ContiTech Antriebssysteme GmbH, Hanover
ContiTech Elastomer-Beschichtungen GmbH, Northeim
ContiTech Formpolster GmbH, Hanover

ContiTech Holding GmbH, Hanover

ContiTech Luftfedersysteme GmbH, Hanover
ContiTech Profile GmbH, Hanover

ContiTech Schlauch GmbH, Hanover

ContiTech Transportbandsysteme GmbH, Hanover
ContiTech Vibration Control GmbH, Hanover
Formpolster GmbH, Léhne-Gohfeld

Goppinger Kaliko GmbH, Eislingen

KA-RI-FIX Transportband Technik GmbH, Kerpen-Sindorf
Liga Reifenhandel GmbH, Hanover

Techno-Chemie Kessler & Co. GmbH, Karben
Union-Mittelland-Gummi-GmbH, Hanover

UNIROYAL ENGLEBERT Reifen GmbH, Hanover

Note concerning the principal accounting, valuation and consolidation methods that are used in the consolidated financial
statements under the exemption and deviate from German law

Basic Differences

Fundamentally different points of view lie behind the principles of German and U.S. accounting. While accounting under the German
Commercial Code emphasizes the principle of prudence and the protection of creditors, the primary goal of U.S. accounting is to pre-
sent information that will enable shareholders to make relevant decisions. US GAAP therefore places more importance than German com-
mercial law on the comparability of annual financial statements — both those from different years and those published by different com-
panies — and on the computation of earnings for each period.

Unrealized Gains
Applying the principle of unequal treatment, German law requires that only unrealized losses be shown in the financial statements; US
GAAP provides that certain unrealized gains must be shown as well.

This applies, in particular, to unrealized gains resulting from the translation of amounts in foreign currency at year-end rates and from cer-
tain derivatives.



According to German accounting principles, securities are carried at the lower of cost or market. US GAAP, on the other hand, requires
that, under certain circumstances, securities be carried at the market price, even if it is higher, and that the changes in market price be
entered either directly in the statement of income or in shareholders’ equity.

Goodwill
Under US GAAP, goodwill must be amortized over its estimated useful life, with a charge to income. The option, provided by German
commercial law, of offsetting it directly against shareholders' equity, is not available.

Leasing

Under US GAAP, leasing is treated in much the same way as under the provisions of German commercial law. It is accounted for by the
economic rather than the legal owner. The individual criteria for assigning a leased asset are, however, different. In a capital lease, the
risks and rewards inherent in ownership of the leased item are ordinarily with the lessee, without any simultaneous transfer of title. Under
US GAAP, therefore, a capital lease is treated as a purchase. Accordingly, the lessee carries the leased item as an asset, which is bal-

anced by a corresponding liability.

Deferred Taxes

Contrary to the German Commercial Code, US GAAP requires not only that deferred tax obligations are carried as a liability but also that
deferred tax assets are recorded, insofar as they result from timing differences between valuations for tax purposes and valuations in the
consolidated balance sheet. Moreover, the basis for calculating deferred taxes is defined to a broader extent under US GAAP than it is
according to the principles of German Commercial Code. Correspondingly, deferred taxes are also recorded for tax loss carryforwards,
because of the financial benefit of reduced tax payments in the future. The future (deferred) tax advantage is carried as an asset, depend-
ing on the likelihood that it can be utilized.

Issue Costs

Under German commercial law, costs related to IPOs and capital increases are treated as an expense. According to US GAAP, these
costs are offset directly against the new, increased shareholders’ equity, with no effect on income. Under German commercial law, costs
for issuing convertible bonds are also charged directly to income; under US GAAP, they are amortized over the term of the bonds.

Minority Interests
Under US GAAP, minority interests are not included in shareholders’ equity. As with the DVFA computation in the past, consolidated net
income is adjusted to reflect the share of the income or loss that is attributable to the other shareholders.

Provisions for Pension Plans

By contrast with the German statutory method of computing provisions for pension plans for tax purposes, such provisions are calcu-
lated taking into account anticipated wage and salary increases. The calculation is based not on a discount rate of 6% oriented to tax
revenues, but more related to the market interest rates of long-term investments.

There are basic differences in the structure and financing of the pension plans of U.S. and German companies. While, in the U.S.A., the
company pension plan is usually administered through outside pension funds, German companies make allowance for them in their bal-
ance sheets, by setting up provisions for future pension payments. These structural distinctions, caused mainly by the state of the tax
law, are also reflected in the consolidated financial statements. For U.S. companies, only the premiums to be paid to the pension fund
are included in the costs. On the other hand, in German financial statements, the allocation to provisions for pension plans, which is
chargeable against income and — insofar as it relates to Germany — tax-deductible, consists of a premium portion and an interest por-
tion. For the sake of greater clarity, we show this interest portion separately, without, however, including the interest in income from finan-
cial activities.

Miscellaneous Provisions

The possibilities for creating provisions are far more strictly limited in U.S. accounting than under the German Commercial Code.
Provisions are to be set up when an obligation to a third party exists and is likely to be enforced and the probable amount of the necessary
provision can be reliably estimated. General provisions for expenses and for deferred maintenance are not permissible under US GAAP.
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Statement of the Executive Board

The Executive Board of Continental AG is responsible for preparing the consolidated financial statements.

To ensure that the accounting principles are complied with and that the Company’s financial reporting is correct, we employ effective
internal control and monitoring systems, which include the application of uniform guidelines throughout the Corporation, the use of reli-
able software, the selection and training of qualified personnel and ongoing checks by our internal auditors.

The existing early wamning systems meet the requirements of the KonTraG (Corporate Control and Disclosure Law). The Executive Board
is thus in a position to detect possible risks at an early stage and to take appropriate countermeasures.

KPMG Deutsche Treuhand-Geselischaft Aktiengesellschaft Wirtschaftsprifungsgesellschaft, Hanover, has audited the consolidated
financial statements prepared in accordance with U.S. accounting principles and issued the report printed below.

The Supervisory Board has discussed the consolidated financial statements, the consolidated management report and the auditor's
report in detail with the auditors.

The Executive Board

Independent Auditors’ Report

We have audited the consolidated financial statements, consisting of the balance sheet, the income statement and the statements of
changes in financial position and of changes in shareholders’ equity as well as the notes to the financial statements prepared by
Continental Aktiengesellschaft for the business year from January 1 to December 31, 1999. The preparation and the content of the con-
solidated financial statements in accordance with generally accepted accounting principles in the United States (US GAAP) are the
responsibility of the Company's executive board. Our responsibility is to express an opinion on these consolidated financial statements
based on our audit.

We conducted our audit of the consolidated annual financial statements in accordance with German auditing regulations and generally
accepted standards for the audit of financial statements promulgated by the Institut der Wirtschaftspriifer (IDW). Those standards require
that we plan and perform the audit such that it can be assessed with reasonable assurance whether the consolidated financial state-
ments are free of material misstatements. The evidence supporting the amounts and disclosures in the consolidated financial statements
are examined on a test basis within the framework of the audit. The audit includes assessing the accounting principles used and signif-
icant estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the net assets, financial position, results of operations
and cash flows of the Group for the business year in accordance with US GAAP.

Our audit, which also extends to the group management report prepared by the executive board for the business year from January 1
to December 31, 1999, has not led to any reservations. In our opinion on the whole the group management report provides a suitable
understanding of the Group’s position and suitably presents the risks of future development. In addition, we confirm that the consolidat-
ed financial statements and the group management report for the business year from January 1 to December 31, 1999 satisfy the con-
ditions required for the Company’s exemption from its duty to prepare consolidated financial statements and the group management
report in accordance with German accounting law. We conducted our audit of the consistency of the group accounting with the 7th EU
Directive required for the exemption from the duty for consolidated accounting pursuant German commercial law on the basis of the inter-
pretation of the Directive DRS1 by the German Accounting Standards Committee.

Hanover, March 21, 2000

KPMG Deutsche Treuhand-Gesellschaft
Aktiengesellschaft
Wirtschaftsprifungsgesellschaft

Reinke Schulze
Wirtschaftspriifer Wirtschaftsprifer



Consolidated Statement of Income

Sales

Cost of sales

Gross profit on sales

Selling expenses, administrative expenses,
other operating expenses

Other income

Net income from investments and financial activities

Earnings before taxes

Taxes on income and earnings

Minority interests in earnings

Net income for the year

Earnings per share (in €)

Earnings per share
Earnings per share (diluted)

See Note

(28)

(29)

1999
In millions of €

9,132.2

7,178.9

1,953.3

1,632.3

187.2

- 1488

359.4

ilil7:2

7.5

234.7

1.91
1.83

1998
In millions of €

6,743.2

4,987.7

1,755.5

1,635.5

156.0

= 047

281.3

133.8

9.3

138.2

1.20
3 il




Consolidated Balance Sheet
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Assets See Note As of 12/31/1999 As of 12/31/1998
In millions of € In millions of €
Intangible assets 9) 1_,549.5 1,5689.8
Property, plant and equipment (10) 25788 2,327.0
Investments (11) 92.8 82.5
Fixed assets and investments 4,220.6 3,999.3
Inventories (12) 1,083.2 987 1
Trade accounts receivable (13) 1,096.7 860.9
Other assets and
miscellaneous receivables (14) 530.0 516.1
Marketable securities (15) 81.8 81.8
Cash and cash equivalents (16) 358.1 291.7
Current assets 3,149.8 2,737.6
Prepaid expenses (18) 33.4 28.8
7,403.8 6,765.7
Shareholders’ equity and liabilities See Note As of 12/31/1999 As of 12/31/1998
In milliqns of € In millions of €
Subscribed capital 327.4 294.0
Capital reserves 915.2 687.1
Retained earnings 634.1 4701
Other changes in shareholders’ equity - 116.1 -122.1
Shareholders’ equity (19) 1,760.6 1,329.1
Minority interests 142.4 174.5
Provisions (21) 1,842.3 1,702.5
Indebtedness (22) 2 5_2.? 2,292.5
Other liabilities (23) 1,505.8 15267
Total liabilities 3,658.5 3,559.6
7,403.8 6,765.7




Consolidated Statement of Changes in Financial Position

Consolidated net income for the year

Minority interest in earnings

Depreciation, amortization and writedowns on fixed
assets and investments

Other expenses/income with no effect on funds

Cash flow

Income from disposal of fixed assets and investments
Change in inventories and receivables

Change in other debt capital

Changes in the scope of consolidation

Funds received from current business activity

Proceeds from disposal of fixed assets and investments

Capital expenditure on property, plant and equipment, and intangible assets
Purchase of new companiés ' '

Changes in the scope of consolidation

Changes in fixed assets and investments due to foreign exchange differences

Funds paid due to investment activity
Sum of cash flow before financing activity

Change in short-term borrowings
Raising of long-term debt

Repayment of debt

Dividends paid

Issue of shares

Other changes in shareholders’ equity

Cash flow due to financing activity
Change in cash and cash equivalents

Cash and cash equivalents at January 1
Cash and cash equivalents at December 31

1999
In millions of €

234.7
75

576.8
30.7

ERETN
S es
- 3504

308.2

801.2

56.8
- 627.0
- 166
- 305

— 1745

- 791.8
9.4

—~ 1,068.0
1,110.8
— 1826
A
261.5
Nl

57.0
66.4

291.7
358.1

1998

In millions of €

138.2
9.3

395.9
23.6

567.0

37.2
2.9
60.9
250.0

843.6

74.2
477.9
8.4
2,167.9
59.0

2,521.0

1,677.4

1,519.5
151.4
164.4

41.0
8.3
41.0

1,514.8
162.6

454.3
291.7
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Changes in Consolidated Shareholders’ Equity

In millions of € Sub- Capital Retained Accumulated Total
scribed reserves earnings other comprehensive
capital income
Foreign Pension
currency valuation
translation
At January 1, 1998 292.7 680.1 317.1 - 107.3 1,182.6
Consolidated net income for the year 138.2 138.2
Other comprehensive income - 148 - 14.8
Total miscellaneous changes
in shareholders’ equity 138.2 - 1438 123.4
Issue of shares 1.3 7.0 8.3
Dividends - 410 - 410
Other 55.8 55.8
At December 31, 1998 294.0 687.1 470.1 - 12241 1,329.1
Consolidated net income for the year 234.7 234.7
Other comprehensive income 18.8 - 128~ 6.0

Total miscellaneous changes

in shareholders’ equity 234.7 18.8 - 1238 240.7
Issue of shares 33.4 2281 261.5
Dividends - 47.0 - 47.0
Other - 237 - 23.7
At December 31, 1999 327.4 915.2 634.1 - 103.3 - 128 1,760.6

* Taxes on the gross amount: € 9.7 million



Changes in Consolidated Fixed Assets and Investments

In millions of €

Franchises, operating licenses,
industrial property and similar
rights and assets, and licenses for
such rights and assets

Goodwill

Advances to suppliers

Intangible assets

Land, land rights and buildings
including buildings on land not
owned

Technical equipment and machinery

Other equipment, factory and
office equipment

Advances to suppliers and assets
under construction

Property, plant and equipment

Shares in affiliated companies

Shares in associated companies

Participations

Loans granted to companies in
which participations are held

Securities held as investments

Other loans granted

Other financial assets

Investments

1/1/1999

170.6
1,780.9
17.6

1,969.1

1,234.8
3,472.3

1,135.6
275.0
6,117.7
9.4
52.9
4.8

2.9
13.5
4.4

1.6

89.5

8,176.3

Currency
changes

2.8
44.3

471

44.2
169.2

12.6

16.3

241.3

0.8

241

290.5

Additions

39.8

6.9

46.7

43.0
163.3

95.5

309.0

610.8

26

0.5

0.1

13.3
0.1

16.6

674.1

Acquisition/Manufacturing cost

Reclassifi-
cations

15.0

-15.0

23.7
188.6

31.0

- 243.3

Disposals

221
1.0

23.1

28.6
152.5

114.7

1.3

2971

5.0
1.8

0.7
0.7
0.2
8.4

328.6

12/31/1999

206.1
1,824.2
9.5

2,039.8

1,317.1
3,840.9

1,160.0
3564.7
6,672.7
4.4
55.0
5.3

3.0
12.8
17.8
1.5

99.8

8,812.3
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Depreciation Book values

1/1/1999 Currency Additions Reclassifi- Disposals 12/31/1999 12/31/1999 12/31/1998
changes cations

111.9 0.6 36.0 - 21.9 126.6 79.5 58.7
267.4 1.6 94.9 - 0.2 363.7 1,460.5 15185
9.5 17.6
379.3 2.2 130.9 - 221 490.3 1,549.5 1,589.8
560.6 12.3 39.2 - 14.9 597.2 719.9 674.2
2,314.5 92.9 290.7 0.3 128.5 2,569.9 1,271.0 1,157.8
914.4 8.6 114.3 -0.3 112.0 925.0 235.0 2
1.2 = 14 = 0.3 2.3 352.4 273.8
3,790.7 113.8 445.6 - 255.7 4,094.4 2,578.3 2,327.0
1.9 - - - 01 1.8 26 Tit:2)
1.0 = = - - 1.0 54.0 51.9
0.1 - = - - 0.1 5.2 4.7
%5 = = = = g i 1) 1.4
a7 - 0.2 = 0.2 i b 11.8
0.6 - - - - 0.6 Hie2 3.8
0.2 — 01 = - 0.3 1.2 1.4
7.0 - 0.3 - 0.3 7.0 92.8 82.5

4,177.0 116.0 576.8 - 27841 4,591.7 4,220.6 3,999.3




Notes to the Consolidated Financial Statements

(1) Accounting Principles

Consolidation

The consolidated financial statements include all major subsidiaries which are de facto or legally under the control of Continental AG.
Significant investments in companies are valued by the equity method if Continental holds between 20% and 50% of the shares (“asso-
clated companies”). Joint ventures which are under joint management are always valued by the equity method, while the other partici-
pations are shown at acquisition cost.

We use the book value method for capital consolidation, offsetting the acquisition cost against the parent company’s interest in share-
holders' equity on the date of acquisition. Any difference between the acquisition cost and the interest in shareholders’ equity is entered,
in whole or in part, among the subsidiary’s assets. Any remaining positive difference is entered on the assets side as goodwill and amor-
tized over its anticipated useful life, with a charge against income.

The effects of transactions within the Corporation are eliminated.

Foreign Currency Translation

As a rule, the balance sheets of foreign subsidiaries, with a functional currency other than the euro, are translated into euros according
to the functional currency concept at the mean rate on the balance sheet date; and the statement of income, including net income for
the year, is translated into euros at average rates for the year. Translation differences compared with the previous year in the values of
assets and liabilities are included in shareholders’ equity, with no effect on income.

Monetary assets and liabilities of subsidiaries in countries with high inflation are translated at the rates on the balance sheet date, and

non-monetary items are translated at historical rates; translation differences are reflected in the statement of income. Depreciation and
income from the disposal of fixed assets in countries with high inflation are determined on the basis of historical rates.

The following table shows the changes in the exchange rates of the major currencies involved in the currency translation:

Currency Rate prevailing on the balance sheet date in € Average rate for the year in €
12/31/1999 12/31/1998 1999 1998
1 USD = agop@ 0.85539 0.94038 0.89952
1 GBP  1.61238 1.43059 151999 1.49001
100 SEK 11.67910 10.58630 11.35718 11.31387
100 SKK 2.35426 2.31922 T Z27ae2n 2.55237
100 ZAR 16.18568 14.50279 1538201 - 16.38844
100 MXN 10.48779 8.64237 980786 9.91242
1 BRL 0.55002 0.70737 051749 0.77417
100 CZK T Breria 2.86277  2.71598 2,79370

Recognition of Sales
Sales are recorded when title (or risk) has passed to the buyer, either at the time of shipment or upon delivery to the customer. Discounts,

bonuses and rebates are deducted from sales.

Expenses Relating to Products

Expenses for advertising and sales promotion and other expenses relating to sales are charged against earnings at the time they are
incurred. Provisions for warranties are established when the products are sold. Research and development expenditures are charged
directly to income.
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Earnings per Share

Where a potential dilution is present, two measures of earnings per share are shown. In computing “basic earnings per share”, the dilu-
tion is not taken into account; the number of shares is determined according to FAS 128 on the basis of the weighted average of the
number of shares issued. “Earnings per share (diluted)” takes into account not only shares that have actually been issued but also shares
obtainable through option rights. The computation is explained in Note 29. Consolidated net income for the year is the net income less
minority interests.

Intangible Assets

Intangible assets acquired from third parties are valued at acquisition cost and amortized by the straight-line method over a useful life of
5 to 20 years. Goodwill resulting from acquisitions is amortized over a period of 5 to 20 years, with a charge against income. We check
the value of goodwill regularly on the basis of estimated future cash flows.

Property, Plant and Equipment

Property, plant and equipment is valued at acquisition or manufacturing cost, less straight-line depreciation. The manufacturing cost of
fixed assets produced by the Company consists of the individual cost, plus the attributable material and manufacturing overhead, includ-
ing depreciation. For long-term construction projects, financing costs are included, if a direct allocation is possible. The useful life is
selected as follows:

up to 25 years for buildings and installations on land
up to 10 years for technical equipment and machinery
2 to 10 years for factory and office equipment.

Accelerated depreciation is taken where necessary.

Leasing

Continental leases property, plant and equipment, especially buildings. US GAAP contains rules to determine, on the basis of risks and
rewards, whether the leased object is actually owned by the lessee (“capital lease”) or the lessor (“operating lease”). Applying these rules
in two major instances, we already capitalized assets in 1998 during the changeover to the new accounting principles, showing the
respective liabilities as indebtedness.

Current assets
Current assets consist of inventories, receivables, marketable securities and cash and cash equivalents, the latter including amounts due
in one year or more, as indicated in the Notes.

Marketable Securities and Equity Investments
Marketable securities are valued at cost if they are likely to be hald until maturity. Writedowns are made on all marketable securities or
equity investments in the event of a permanent impairment in value.

Inventories

Inventories are carried at the lower of acquisition or production cost or market value. Manufacturing cost includes direct costs and pro-
duction-related material and production overhead, as well as depreciation. Appropriate adjustments are made for declines in value due
to reduced usability. Inventories of natural rubber and of the U.S. companies are valued according to the LIFO method, provided that the
current acquisition cost is not lower than the original price.



Derivatives

Continental uses derivatives only for hedging purposes. If there is a direct connection and a correlation between a derivative and a basic
transaction, a valuation unit is established. Gains and losses from these valuation units which are designed to hedge interest and cur-
rency risks relating to specific assets, liabilities or orders, are reflected in the income statement only when the underlying transaction has
occurred (see Note 26).

Stock Option Plans

Stock option plans are shown in accordance with the rules set forth by the Accounting Principles Board (APB), in its Opinion 25, which
deals with accounting for employee stock options. This remuneration is charged against income on the issue date only if the market price
of the shares in question exceeds the exercise price. The Company has applied the disclosure regulations of FAS 123 (accounting for
stock remuneration). It has taken advantage of the option to follow the rules of APB 25, and is showing the comparable values pursuant
to FAS 123 accordingly.

Provisions

Provisions for pensions and similar obligations are valued by actuarial principles pursuant to FAS 87, using the vested-interest cash-value
method taking into account the trend in salaries and pensions, as well as fluctuations in the work force; the interest rate is based on con-
ditions in the capital market.

Pension commitments and similar obligations of some foreign companies are covered by pension funds. Employee claims for severance
benefits under national laws have also been provided for.

The obligations for post-retirement medical benefits in the U.S.A., including provisions for non-vested employees, are shown in their full
amount on the liability side, in accordance with FAS 106.

Provisions for taxes and miscellaneous provisions are set up, if an obligation to another party exists, if it is likely that the provisions will
be utilized, and if the amount necessary for the provision can be reliably estimated. In determining miscellaneous provisions, in particu-
lar for warranties and probable losses from pending transactions, all cost components which are also capitalized in inventories are usu-
ally considered. Price increases are taken into account.

Continental sets up provisions for environmental risks if the expenses are likely to occur and the amount can be reliably estimated.

Restructuring Provisions

Restructuring provisions are established if a formal, approved plan containing all the necessary information exists before the balance-
sheet date and if the measures are carried out as quickly as possible in compliance with the applicable legal provisions in the country in
question, and if the Company has forwarded the required information.

Accounting for Income Taxes

Income taxes are stated according to the liability method. Deferred tax assets and liabilities are recorded if it can be assumed that the
difference between the values under the commercial law and the tax law will reverse in the future. In principle, this treatment applies to
all assets and liabilities, except for the goodwill resulting from consolidation. Deferred tax assets and liabilities are valued at the current
tax rates. If it is to be expected that the differences will be offset against each other in years with other tax rates, the rates valid at that
time will be used. Should the tax rates change, this will be taken into account in the year in which the changes are published.

Deferred tax assets are adjusted, if, due to the long-term earnings forecasts for the company in question, the anticipated tax benefit is
unlikely to occur.
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Estimates

To a certain extent, estimates and assumptions must be made in the consolidated financial statements with regard to assets and liabil-
ities, contingent liabilities on the balance sheet date and income and expenses during the reporting period. The actual amounts may devi-
ate from the estimates.

New Accounting Principles
When changing over to US GAAP, Continental has applied those principles currently in force.

The Statement of Position (SOP) 98-1 prescribes that certain costs for software in use by the Company be capitalized as soon as cer-
tain criteria are met. The initial application of this rule had no significant effect on the consolidated financial statements.

SOP 98-5 requires expenses for the start-up and expansion of the business to be entered immediately when incurred. This rule has no
effect on Continental's consolidated financial statements.

FAS 133 requires that derivatives included among assets and liabilities be entered at the current value. Gains and losses from changes
in the current value of derivatives are entered according to the purpose of the individual derivative and the prerequisites for proper and
complete accounting. This Statement must be applied in fiscal years starting after June 15, 2000.

(2) Scope of Consolidation

The consolidated financial statements include, in addition to Continental Aktiengeselischaft, all domestic and foreign companies in which
Continental Aktiengesellschaft has a direct or indirect interest of more than 20%. A table showing the major companies of the Continental
Corporation can be found on page 68 of this report. A complete list of the Corporation’s holdings is filed with the Commercial Register
of the Hanover District Court under reference number HRB 3527.

We have consolidated 192 domestic and foreign companies, in addition to the parent company. Two companies that merged with other
consolidated companies are no longer included. Three companies were newly incorporated with no significant effect on the Corporation’s
total assets. The scope of consolidation has changed since the previous year. Six companies not included in the past were consolidated
for the first time.

Companies whose property, debts, expenses and income, individually and collectively, are of only minor significance to the net worth,
financial and earnings situation of the Corporation are not consolidated.

(3) Acquisition of New Companies

Effective September 26, 1998, we acquired the brakes and chassis division of ITT Industries, White Plains, New York, for USD 1.93 bil-
lion. This unit, now known as Continental Teves, has been integrated into the Continental Automotive Systems Group. Its acquisition
caused assets to increase by € 2,272.1 million. On December 18, 1999, Continental acquired a further interest of 48.9% in Benecke-
Kaliko AG, Hanover, with a right to earnings as of January 1, 1999, and now owns 99% of this company. The interests of minority share-
holders and their share in earnings decreased accordingly in 1999. Other acquisitions during 1998 and 1999 did not have a significant
effect on the consolidated figures.



Notes to the Consolidated Statement of Income

In 1999, the companies acquired in 1998 — Continental Teves, in particular — were, for the first time, consolidated for an entire year. This
must be taken into account when comparing the figures for 1998 and 1999.

(4) Research and Development Expense
Research and development expense amounted to € 374.2 million (1998: € 267.1 million).

(5) Selling Expenses, Administrative Expenses, Other Operating Expenses

In millions of € 1999 1998
Selling expenses 1,086.1 968.7
Administrative expenses 356.4 3179
Other expenses 219.8 2489

4 1,632.3 1,535.5

The following personnel expenses are included in the expense items of the statement of income:

In millions of € 1999 1998
Wages and salaries 1,828.8 7 1,503.0
Social welfare benefits 473.5 386.3
Expenses for pension plans 85.4 47.8

R 2,387.7 1,937.1

On an annual average, the number of people employed by the Corporation was as follows:

1999 1998
Wage earmners | 41,758 33,699
Salaried employees 20,801 16,528

The total remuneration paid in 1999 to the Executive Board of Continental AG was € 5.183 million and that paid to the Supervisory Board
was € 0.930 million. Under the stock option plans of 1990 and 1996, members of the Executive Board subscribed to convertible bonds
with a par value of € 75,160. In addition, 36,000 subscription rights to acquire Continental shares were granted to members of the
Executive Board within the scope of the 1999 stock option plan (Note 20). Option price models can be applied to determine the value
of the option rights. The value to be determined will vary considerably, depending on the assumptions made. Therefore, no definitive
value can be calculated. For the result according to US GAAP valuation of the option rights, its terms and the conditions for the conver-
sion rights, reference is made to the explanations in Note 20. As of December 31, 1999, there were no outstanding advances or loans
to members of the Executive or Supervisory Boards of Continental AG.

(6) Other Income

This item includes income from the disposal of property, plant and equipment in the amount of € 19.1 million (1998: € 46.2 million), leas-
ing income in the amount of € 10.3 million (1998: € 9.2 million), foreign exchange gains in the amount of € 42.7 million (1998: € 19.1
million) and income from the settlement of miscellaneous obligations in the amount of € 34.8 million (1998: € 23.5 million).



(7) Net Income from Investments and Financial Activities
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In millions of €

Income from equity investments

including: affiliated companies

including: companies_valued I:_Jy_the equity method

Writedowns of equity investments and

inte_r_esE in affiliated comp_an_ies

Income from investments

Other interest and similar income

Interest and similar expenses

Net interest e_xpense

Income from securities and loans
Writedowns of securities and loans

Miscellaneous income

Net income from investments and financial activities

1999 1998

B 2.6 ey 3.6

0.7 e 0.9

1.9 27

= =

a 2.6 3.5
i 355 219

187.4 120.9

- 1519 - 99.0

? 3 0.8 ] 0.9
= TRk SOE

0.5 0.8

- 1488 - 947

The Corporation's net interest expense amounts to 1.7% (1998: 1.5%) of sales.



(8) Taxes on Income and Earnings
Of the income before taxes and minority interest in the amount of € 359.4 million (1998: € 281.3 million), € 169.2 million (1998: € 112.7
million) was earned in Germany.

The taxes paid by the Corporation in Germany and abroad were as follows:

In millions of € 1999 1998
Current taxes = I ' -
Germany s T 589 30.2
Abroad r=nl FRE 867 | 48.1
Deferred taxes e [T ' . -
Germany bni = ' ) 90.6 x 63.3
Abroad BN & 1720 = 78
S r 117.2 133.8

The reconciliation from the expected to the reported tax expense is shown in the following table:

In millions of € 1999 1998
Expected tax expense 1869 ' 158.9
Dividend tax credits I iy ST ~ 108
Foreign tax rate differences s = 260 - 325
Change in valuation allowances =5 787 - 303
Writedowns of goodwill not deductible for tax purposes - K 19.3 - 19.6
Other o i - T Pl 188 18.4
Tax _expense ;eErted in the financial statements . ® 117.2 [ 133.8

There was no tax income from the establishment of the dividend payment fund at Continental AG, because only profits of non-German
consolidated companies will be used.

In 1999, the use of tax loss carryforwards in Germany led to a reduction of € 38.2 million in deferred tax assets in Germany. As a result
of the Tax Relief Act, the writedowns of investments under the Commercial Code made in the previous years, primarily at Continental
Rubber Holding Inc., Wilmington, Delaware, U.S.A., had to be reversed for tax purposes. Use was made of the option to extend the tax
payments over five years, so that in 1999 and each of the four subsequent years, only 1/5 of the additional tax burden will be included
in the tax base.

In the previous years, due to the persistence of operating losses in the Continental General Tire and Commercial Vehicle Tire Groups,
deferred tax assets arising from tax loss carryforwards bore a full valuation allowance.

As the prospect of earnings has improved significantly since the previous years, leading to a lasting increase in taxable income, there was
no longer a basis for this valuation allowance. In 1999, this produced a non-recurring result of € 108.1 million.

In Germany, the rate of the corporate income tax, including the trade tax and reunification surtax, for Continental AG amounts to 52.0%
(1998: 56.5%).
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Deferred tax assets and liabilities result from temporary valuation differences in the following balance-sheet items:

In millions of € 1999 1998
Property, plant and equipment - : — 362 : = 293
lnvéntonri_e_éi__ = 15.6 - 05
Tax loss carryforwards il = 174.0 A 177.7
Provisions for | pension plans = - g 0.8 ) 6.7
Other provisions g = 138.8 98.2
Other = i ' e 43.9
Value adjustments P — Sieqgeaa == = = ey
Deferred tax assets = . 204.4 2 128.8
Property, plant and equipment - 157.4 - 150.7
Inventories 3 B L = 998 - 221
Provisions for penﬁ plans 0t ¥ A [ E= 241 ' 25%
Other provisions o : V= 80 _ 26
Liabilities B : 2 =y . a5e 306
Other y 1 =5 a6 ' 8.6
Deferred tax liabilities - 1565 - 1105
Net deferred taxes 47.9 18.3

In 1999, the domestic tax loss carryforward was fully utilized, with the exception of the part relating to the trade tax paid by partnerships.

On December 31, 1999, the Corporation had corporate income tax loss carryforwards of € 376.1 million (1998: € 420.9 milion) and
trade tax loss carryforwards of € 127.0 million (1998: € 42.0 million). Most of the corporate income tax loss carryforwards available to
the Corporation relate to subsidiaries abroad and their use is in some cases limited. The valuation allowance on deferred tax assets on
the balance sheet changed by € 66.6 million. The current estimate may change, based on the earnings situation in future years, making
higher or lower allowances necessary.

After netting, the deferred tax assets and liabilities are as follows:

In milions of € 12/31/1999 12/31/1998
: I R TotT > 1 year Total >1 year
Deferred tax assets ' = i 2044 94.7 128.8 224
Deferred tax liabilities s 3 156.5 SRonnE 1105 79.3

Net deferred taxes 47.9 -23 18.3 - 56.9




Notes to the Consolidated Balance Sheet

(9) Intangible Assets
For the change in intangible assets and property, plant and equipment, we refer to the Changes in Consolidated Fixed Assets and

Investments. Intangible assets consist, in particular, of the goodwill acquired with Continental Teves in 1998, with National Tyre Service
in 1992 and with Continental General Tire in 1987/88. The additions of € 46.7 million were mainly software purchased from third parties.
Concessions, industrial property rights and similar rights and assets, and licenses for such rights and assets, as well as advances to sup-
pliers relate almost exclusively to externally sourced DP software.

(10) Property, Plant and Equipment

The principal additions were new machinery and molds to maintain and secure our technical and economic performance capability, to
expand capacity, to boost efficiency, to increase productivity and assure product quality. Disposals consisted mainly of land and of tech-
nically and economically obsolete machinery and equipment.

The increase in property, plant and equipment due to the initial consolidation of new companies amounted to € 28.6 million (gross value
of € 29.3 million, less accumulated depreciation of € 0.7 million).

Property, plant and equipment includes leased buildings, equipment and other facilities in the total amount of € 35.4 million (1998:
€ 37.3 million). Due to the nature of the underlying leasing agreements (so-called “capital leases”), the Corporation is regarded as hold-
ing title to these assets. The depreciation taken on leased equipment during the year came to € 1.9 million (1998: € 1.9 million).

The other additions are shown in the following table:

In millions of € 1999 1998
isassénger Tires = PR T e i AT 166.3 163.1
Commercial Vehicle Tires REET  E oA 40.7
Contiﬁentaﬁener&ﬂ_'l'ir; S N DR RS S Sl i — T, 108.4 68.7
ContiTech ' - FSLE B e s 92.0
Continental Automotive Systems ' 142.1 : 51.5
Other s ~ 05 - 03
' - 2 IE PR R 416.3

(11) Investments

The associated companies purchased during the year contain the income from investments relating to joint ventures of Continental Teves.
Securities held as investments consist mainly of fixed-interest government obligations, which serve to cover the provisions established
on the balance sheets of our Austrian companies for retirement claims of employees. Loans granted include residential construction loans
to employees, financing contributions to utility companies and other loans.

(12) Inventories

In millions of € 12/31/1999 12/31/1998
Materials and suppE S 305.8 273.3
Work in 5rr;_)gress 126.2 130.0
Finished goods and merchandise 651.4 583.0
Advances to suppliers IS e 12
Advances from customers 1.1 0.4
' ] ST A 2]

Inventories include a LIFO reserve of € 4.7 million (1998: € 1.1 million).
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(13) Trade Accounts Receivable

In millions of € 12/31/1999 12/31/1998
Trade accounts receivable a T RERTRE 1,168.0 " ae 924.3
Allowances ) S e 63.4

.. . 400087 860.9

€ 4.0 milion (1998: € 0.9 million) of trade accounts receivable are due after one year or more.

Continental sells its trade accounts receivable through ongoing programs, primarily asset-backed securitization programs, which provide
that new receivables are added, on a revolving basis, to the ones already sold, and that payments reduce the amount of the receivables
on hand. The consolidated companies that sell the receivables manage and collect them on behalf of the buyers.

The reserved (holdback) portion of the receivables sold, amounting on December 31, 1999 to € 38.0 million (1998: € 93.2 million) is
shown under other assets. The total amount of the corresponding sold receivables is € 466.2 million (1998: € 547.4 million).

(14) Other Assets and Miscellaneous Receivables

In millions of € 12/31/1999 12/31/1998
Receivables from affiliated companies W | a5 5.7

Receivables from companies in \._vhich _____ =
a participation is held i e 132 17.8
Other assets and other receivables P AT B 5164 499.0
Allowances ) Ch== Y i 6.4
n - h 530.0 5161

€ 177.1 million (1998: € 155.0 million) of other assets and other receivables is due after one year or more. The other assets and other
receivables include € 60.0 million (1998: € 51.5 million) in excess coverage of pension obligations and € 204.4 million (1998: € 128.8
million) in prepaid taxes.

(15) Marketable Securities
Marketable securities consist primarily of fixed-interest bonds, which are held until maturity.

(16) Cash and cash equivalents
Cash and cash equivalents comprise cash in banks and on hand, accounts at the Bundesbank and checks. They have an original term

of three months or less.



(17) Consolidated Statement of Changes in Financial Position

The following payments are included in calculating the cash flow from business activity:

In millions of € 1999 1998
Interest paid 173.0 120.2
Income tax paid (estimated) 95.4 108.0

(18) Prepaid Expenses
This item consists mainly of prepayments of rent, leasing fees, interest and insurance premiums.

(19) Shareholders’ Equity

Number of no-par shares 1999 1998
Subscribed capital

January 1 115,012,390 114,504,730
Change due to employee shares 281,715 312,406
Change due to exercise of conversion and option rights e ) 4 1_3_756 o 195,254
Change due to capital increase ] & '_1_1‘501.29:9- -3 -
December 31 127,909,094 115,012,390

Subscribed capital rose during the year by € 29.4 million through the issue of new shares, by € 0.7 million through the issue of employ-
ee shares, and by € 2.9 million through the exercise of conversion and option rights. An increase of € 0.4 million resulting from the con-
version of the par value to euros was withdrawn from capital reserves.

A resolution of the Annual Meeting of Shareholders on June 5, 1998 gave the Company an authorized capital of € 102.3 million (after
rounding off upon the conversion to euros) for the issue of new shares on or before June 4, 2003. The issue of € 29.4 million in new
shares reduced this authorized capital to € 72.9 million.

A resolution of the Annual Meeting of Shareholders on June 4, 1997 gave the Company an authorized capital in an original amount of
€ 5.1 million for the issue of employee shares. The issue of employee shares with a par value of € 0.7 million reduced this authorized
capital to € 3.3 million.

The capital of the Company entitled to the dividend amounts to € 327,447,280.64 and is divided into 127,909,094 no-par shares.

€ 0.082 million in conversion rights from existing stock option plans established in 1990 for Executive Board members and other execu-
tives and € 0.721 million in similar rights from the 1996 plan have not yet been exercised. Each € 0.51 of the loan amount of the con-
vertible bonds can be exchanged for one share of Continental AG. Loan amounts of € 2,556.46 each under the bonds with warrants
floated in 1993 by Conti-Gummi Finance B.V., Amsterdam, The Netherlands, entitle the holder to purchase 240 shares of Continental
AG. On December 31, 1999, 5.553 million option rights were still outstanding.

Of the total of 1,564,664 subscription rights under the stock option plans established in the year under review for Executive Board mem-
bers and other executives, 144,500 have been issued, each of which entitles the holder to acquire one share.

The 2% 1999/2004 convertible bonds issued on October 25, 1999 are linked with the right to acquire 38.83 shares with a par value of
€ 1,000 on exchange of one bond.

€ 29.1 million was added to the conditional capital by a resolution of the Annual Meeting of Shareholders on June 1, 1999, for the grant-
ing of conversion and option rights in connection with new issues of convertible bonds or bonds with warrants.

A resolution of the Annual Meeting of Shareholders on June 1, 1999 increased the conditional capital by € 29.1 million for granting con-
version and option rights in connection with new issues of convertible bonds or bonds with warrants. The existing conditional capital for
granting conversion and option rights, amounting to DM 50.0 million, was canceled by a resolution of the Annual Shareholders’ Meeting
on June 1, 1999,
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The change in the conditional capital is shown in the table below:

In thousands of €

Conditional capital on December 31, 1998 121,797'
Reduction: Conversion and option rights 28,416
Addition: Conversion and option rights 29,173
Conditional capital on December 31, 1999 122,554

The reserves include capital reserves and retained eamings of Continental AG in the amount of € 918.0 million and € 122.9 million,
respectively. In 1999, a dividend of € 0.41 per share for the 1998 fiscal year was paid from Continental AG’s net income available for
distribution, for a total payout of € 47.0 million. The remainder was brought forward.

Under the German Stock Corporation Law, the dividends distributable to the shareholders are equivalent to Continental AG’s net income
available for distribution, as shown on its balance sheet in the annual financial statements prepared in accordance with the German
Commercial Code. We recommend to the Annual Meeting of Shareholders that a dividend of € 58.8 million (1998: € 47.0 million), or
€ 0.46 (1998: € 0.41) per share, be paid to the shareholders from the 1999 net income available for distribution in the amount of € 60.0
million.

(20) Stock-Based Compensation
On the balance-sheet date, the Corporation has one variable and two fixed-amount stock option plans within the meaning of Accounting
Principles Board (APB) Opinion No. 25. The Corporation shows on its balance sheet, stock-based compensation plans pursuant to

APB Opinion No. 25.

Variable Stock Option Plan
With the consent of the Annual Meeting of Shareholders on June 1, 1999, Continental AG has introduced a variable stock option plan

(“1999 stock option plan”). The plan grants stock options in the form of subscription rights to certain members of the top management.
Following a blocking period of three years starting from the date on which the Executive Board resolves to grant the subscription rights,
these stock options can be exchanged for shares of Continental AG within certain exercise windows during the subseguent two years.
Each subscription right granted under this plan gives the right to subscribe one share.These subscription rights may, however, only be
exercised if the average market price of the Continental share in the Xetra closing auction (average closing price) on the Frankfurt
Securities Exchange during the last ten trading days before the respective exercise window is at least 15% (= exercise hurdle) above the
average closing price during the last ten trading days before the issue date. The subscription price thus amounts to at least 115% of the
market price immediately prior to granting the options, minus a performance-oriented reduction and an outperformance-oriented reduc-
tion. 144,500 of the total subscription rights under the stock option plan launched for the top management have been issued.

Fixed-Amount Stock Option Plans
The following tables show the changes in conversion rights granted by Continental under its fixed-amount stock option plans established

in 1990 and 1996:

1990 Convertible bonds 1999 1998
e e e Averagg_ Number of Average
~ conversion rights  exercise price_ conversion rights exercise price
 in thousands  €/share in thousands €/share

On January 1 =% 117.4 12.93 203.6 13.29

Granted B - Al - - =

Exercised iz 31.4 13.20 80.2 13.20

Expired : 4100, 0 80 L LHBIOD: 6.0 13.09

Still outstanding at year-end e ) Lo 2ee 117.4 12.93

Exercisable on December 31 82.0 e _12,89 117.4 12.93




1996 Convertible bonds 1999 1998
Numberof  Average Number of Average

conversion rights exercise price conversion rights exercise price

in thousands in €Ish.are in thousands in €/share

On January 31 E T A 16.87 341.4 15.96
Granted B o apas g e = e g 132.0 15.70
Exercised T Ieer N Fo e e s 56.0 15.98
Expired i3 8.0 o ATia 6.0 15.98
Still outstanding at year-end e T o L AT 411.4 15.87
Exercisable on December 31 357.2 16.22 314.4 15.96

According to the rules set forth by the APB in its Opinion No. 25, these are fixed-amount stock option plans which do not lead to the
personnel expenses being stated in the consolidated statement of income.

Goal-Based Stock Compensation at Continental

Miscellaneous

If the expenses for the stock option plans had been computed, according to the method of FAS 123, on the basis of the present value
at the time of granting the rights, consolidated net income for the year would have changed only insignificantly, and so there would have
been no effects on the earnings per share. The effects during fiscal 1998 would likewise have been insignificant.

The present value of the variable stock options was calculated, at the time of granting the rights, on the basis of an option price model
that takes the exercise hurdles into account accordingly. The included premises and the resulting present value at the time of granting
the rights are calculated at an average anticipated future dividend yield of at least 2% of the market price. Assuming an anticipated volatil-
ity of about 24%, a 5% interest rate for a risk-free investment, and an anticipated period of 5 years until the rights are exercised, the pres-
ent value of one subscription right amounts to € 6.92.

The present value of one conversion right granted under the fixed-amount stock option plans, at the time of granting the rights, was
assumed to be € 12.90 for the 1990 convertible bonds and € 13.30 for the 1996 convertible bonds.

(21) Provisions

The provisions can be broken down as follows:

In millions of € 12/31/1999 12/31/1998
Total thereof > 1 year Total thereof > 1 year

Pensions and similar obligations AL 950.8 804.7
Taxes Wombi e | 1659 295.4 157.4
Other risks P e e 456.3 154.8
1,8423 12408 1,702.5 1,116.9

a) Pensions and Similar Obligations

The provisions for pensions and similar obligations concern:

Pension Plans
In Germany and Austria, pension obligations have been made to aimost the entire work force, for which reserves have been charged.
They are determined according to general plans and individual agreements. In the U.S.A., pension obligations are financed by pension

funds. Years of service are a major consideration in all pension plans.

In millions of € 12/31/1999 12/31/1998
Pension obligations (pension plans) SN SR TS R 638.4
Postemployment health and life insurance benefits 265.5 221.5

388 39.4

Similar obligations
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The assets and income of the pension funds and retirement benefit organizations are intended exclusively for pension payments and the

expenses of administering the pension plans.

The following information about Continental’s pension plans is divided into U.S. pension plans and other pension plans, mainly those in
Germany and Austria. The disclosure meets the requirements of FAS 132. The pension commitments were valued pursuant to FAS 87.

In evaluating the German pension obligations in 1999, we used the new Heubeck actuarial tables, which take into account the longer life
expectancies and the reduced probability of permanent disability. This led to a substantial increase in the provisions during the fiscal year.

Provisions for other postemployment benefit obligations consist primarily of provisions for lump-sum retirement bonuses in Austria and

for payments to employees when they leave the companies.

In millions of € 12/31/1999
TERS ~ Other

" -_pension bla_n? » pension pEn_s

Change in projected benefit obligations b o L
Projected benefit obligations at beginning of year o 361.8 680.2
Foréign currency éxchange rate changes s FIATE T Tt 0.3
Service cost W EER 455
Interest cost B ... 480
Plan amendments 282 ot -
Actuarial gains/losses n BT 37.8
Effects of curtailments/settlements B = T
Acquisitions and other . g5, - = o4
Benefits paid Bl = 878
Projected benefit obligations at end of year AL e 7387

Change in plan assets

Fair value of plan assets at beginning of year 407.2 - -
Foreign currency exchange rate c'hanges o 679 - 02
Actual return on plan assets ] 29 0.1
Employer contributions - 05
Acquisitions and other ' - i 4.2
Benefits paid - 254 T

Fair value of plan assets at end of year 4826 4.8

12/31/1998

u.s. Other
pension plans pension plans
325.3 360.8
- 247 -
8.1 8.4
23.4 21.0
6.3 =
35.1 8.4
8.1 307.8

- 198 - 26.2
361.8 680.2
379.3 =
- 279 -
72.9 =
2.7 -

- 1938 -
407.2 e




The following table shows the reconciliation of the funded status to the amounts recognized in the balance sheet:

In millions of € 12/31/1999 12/31/1998
B 0 =y Other P u.s. Other

pension plans pension plans pension_plans pension plans'

Funded status® : 34.9 S ranon  45.4 - 680.2
Unrecogr"\'i.zed"ac;(uaﬁa-lunéf gaihsflosses - 244 P 350 - 108 -
Unrecognizéd_p;ic;r service cost ' 34.8 = 2aA B T T -
Net amount recoghiied ] 45.3 — 7223 N N - 680.2

The amount recognized in the balance sheet

consists of:

Other assets and other receivables ; 564 B 000 486 -

Accrued pension liability ' e - 7223 - 68 - 680.2

Intangible assets i = s = =
Net amount recognized i 453 — 7223 WIS T g e - 680.2

* Difference between the fair value of plan assets and the projected benefit obligations.

The assumptions used for computing the pension obligations with regard to discount, salary increases and the long-term rates of return
on plan assets vary according to the economic situation of the country in which the pension plan has been established. In the principal
pension plans, the following weighted-average assumptions have been used:

1999 1998
r u.s. Other us. ~ Other
a x T pensian Bféns pension plans ﬁenéion plans . -peEi_ﬁiE
e ey 7 % %

Weighted-average assumptions at end of year oty 3 n, .
Discount rate T ' 75 T 7.0 6.0
Expected return on plar; assets _ 9.0 6.9 8.5 i

Rate of compensation increase 5.0 3.0 5.0 3.0




The components of net periodic pension cost were as follows:
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In millions of € 1999 1998
T Other us. Other

pension pians pen_s_ion plans pension plans pension plans

Senvice cost 13 T 155 8.1 8.4
Interest cost " DT Th L 430 23.4 21.0
Expected return on plan assets el -39.5 -0.3 -31.5 -
Amortization of prior service cost R 53 Ao ol e = = -
Other pension expense 28 05 - =
Net periodic pension cost SN0y 587 0.0 29.4

The projected benefit obligations and fair value of plan assets for pension plans with accumulated benefit obligations in excess of plan
assets were as follows:

In millions of € 12/31/1999 12/31/1998
Projected benefit obligation with salary increases 2.0 9.4
Plan assets - 2.6

Other Postemployment Benefits

Certain subsidiaries in North America give eligible active and retired employees payments for health care and life insurance. When these
employees leave Continental, they can receive these payments continually, if they have fulfiled prerequisites relating to age and years of
service. However, the payments and the right to them can be duly altered or terminated.

The disclosure meets the requirements of FAS 132. The obligations continue to be valued pursuant to FAS 106:

In millions of € 1999 1998

Char:ge' in accumulated postemployment benefit obligations =t >

Accumulated postemployment benefit obligations at beginning of year SN 214.4
Foreign currency exéﬁange rate changés - < 186k -15.4
Service cost g 3.6
Interest cost - 16.9 16.3
Actuarial gains/losses -13.2 15.3
Acqu'isftions and other LS P 0.9
Benefits paid - Eep =38 - 126

Accumulated postemployment benefit obligations at end of year { | 252.3 2215

No separate plan assets have been allocated to these additional payments. An obligation is therefore recorded in this amount.



The following table shows the reconciliation of the funded status to the amounts recognized in the balance sheet:

In millions of € 12/31/1999 12/31/1998
Funded status* E252.3 ~221.5
Unrecognized actuarial net gains/losses - 132 =
Net amount recognized LT TR = 221.5

* Difference between the fair value of plan assets and the projected benefit obligations.

The balance-sheet amount is the obligation for postemployment health and life insurance benefits.

The assumptions used for computing the accumulated postemployment benefit obligations, with regard to discount, salary increases and
the long-term rates of return on plan assets, vary according to the economic situation of the country in which the plans have been estab-
lished. The following weighted-average assumptions have been used:

In % 1999 1998
Weighted-average assumptions at end of year ' '
Discount rate : 750 7.00
Health care inflation rate in following year 878 7.00
Ultimate health care inflation rate to 2006 PR A AL e 5.50

The components of net periodic postemployment benefit cost were as follows:

In millions of € 1999 1998
Service cost ' 3.8 3.6
Interest cost 16.9 ; 16.3

' T 18.9

The following table shows the effects of a one-percentage-point increase or decrease in the rate of increase in assumed health care cost
trend rates.
In millions of € 1999 1998

1% increase:

Effect on total of service and interest cost components 20.? B 18.9
Effect on accumulated postemployment benefit obligétions ST = 2433 # 21'3.'8-
1% decrease: = 1

Effect on total of service and interest cost componenté T S g=ry 188 171
Effect on accumulated postemployment benefit obligations i | 2878 .| 208.7

Provisions for Obligations Similar to Pensions

Certain companies of the Corporation have granted benefits to employees under which the company’s costs are based on a fixed per-
centage of their compensation. These payments are made when the employees leave the company; in 1999 they amounted to € 4.6
million (1998: € 8.5 million).

b) Provisions for Taxes
Provisions for taxes increased in 1999 by € 26.8 million to € 322.2 million (1998: € 295.4 million).



c) Miscellaneous Provisions

These provisions can be broken down as follows:
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In millions of €

Warranties

Restructuring

Anniversary bonuses for long-serving employees
Litigation and environmental risks

Other provisions

12/31/1999 12/31/1998
86.5 - 795

72.3 1085

24.2 225

45.1 49.3

ol DT 196.5
4788 456.3

The other provisions include allowances for losses anticipated in connection with uncompleted contracts and for other obligations.

A reasonable amount is accrued for anticipated losses under long-term delivery contracts.

It is estimated that € 151.2 million of the miscellanecus reserves (1998: € 154.8 million) have a remaining term of over one year.

Restructuring Provisions

In millions of € Severance

payments
At January 1, 1998 13.3
Utilization and reclassifications 4.5
Additions 56.7
At December 31, 1998 65.5
Utilization and reclassffications s Tea i e 39.7
Addions a 5.2
AtDecember 31,1999 31.0

Shutdown Total
costs

201 33.4

4.9 9.4

27.8 84.5

43.0 108.5

16.7 55.4

14.0 19.2

413 72.3

In 1999, the Corporation established provisions for severance payments in the amount of € 5.2 million (1998: € 56.7 million), primarily
in the Passenger Tire Group, in connection with restructuring measures. In the previous year, the principal units affected were the
Passenger Tire and Continental Automotive Systems Groups. 1,196 employees were laid off in connection with restructuring programs.
On December 31, 1999, provisions sufficient for the reduction of about 472 employees were available.

Shutdown costs in 1999 and 1998 were due primarily to restructuring.



(22) Indebtedness

In millions of € with a remaining term of with a remaining term of

up io over' up to over

 12/31/1999 1year bSyears  12/31/1998 1year 5 years

Bonds* 10175 2029 5008 251.8 0.1 0.4

Bank borrowings*™* LSS e 6681.2 26.0 1,905.8 2317 6.4

Leasing liabilities § 480, ° 0O 452 48.1 0.1 46.1
Liabilities on acceptances i B PN

and notes payable 0.2 O o = 0.6 0.6 -

Other indebtedness 168.1 96.6 67.4 86.2 66.5 1.2

21527 981.0  639.4 22925  299.0 54.1

* Including € 379.8 million (1998: € 71.0 million) in convertible bonds
** Including € 1.5 million (1998: € 13.6 million) covered by land charges, mortgages and similar security

After the deduction of marketable securities and cash and cash equivalents in the amount of € 439.9 million, the net indebtedness
amounts to € 1,712.8 million.

Financing Commitments from Banks

Company Type Amount Value at Interest Maturity
in millions of € 12/31/1999
in millions of €
CUK Syndicated Euroloan 112.9 108.0 variable June 2001
CAG Long-term bank loan 1201 120.1 5.40% Nov. 2001
CAG 150.0
CRoA Syndicated Eurcloan 1,500.0 59.8 variable Dec. 2003
CUK -
CB 30.0
CAG Commercial paper program 750.0 = variable indefinite
CAG Loan on notes 50.0 50.0 fixed Dec. 2003
CAG Loan on notes 20.0 200 fixed Dec. 2005
Miscellaneous Short-term bank lines 721.6 381.0 variable usually < 1 year
Financing commitments from banks 3,274.6
Due to banks 918.9

The total value of the loans on December 31, 1999 was € 1,017.5 million. In addition, we have factoring programs totaling € 550.8 mil-
lion, € 512.8 million of which had been used on December 31, 1999.

There is a further financing commitment, valued at € 60 million, in addition to the commitments from banks. This commitment has been
included under other indebtedness.

CAG = Continental Aktiengesellschaft, Hanover, Germany

CGF = Conti-Gummi Finance B. V., Amsterdam, The Netherlands

CRoA = Continental Rubber of America Corp., Wilmington, Delaware, U.S.A.
CUK = Continental UK Group Holdings Ltd., Newbridge, Scotland

CB = Continental Benelux S.A., Zaventem, Belgium
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Bonds

Issuer Type Option for  Issue amount  Book value at Coupon Issue date/ Issue Subscription
) in milions of € 12/31/1999 pa Maturity price price in €
CRoA  Eurobond = 500,000 500.4 5.25% 1999/2006 99.09% =
CAG  Convertble bonds ~ Shares 250.00 250.6 2.00% 1999/2004 100.00% 25.75
CGF  Bonds with warrants ~ Shares 127.80 127.8 7.50% 1993/July 2000 120.25% 10.17
CGF  Zero coupon bonds = 7670 74.0 = 1985/July 2000 36.50% =
CAG  Convertible bonds®  Shares 0.5 1.1 9.50%  1990/Nov. 2000 - 12.7 min.
CRoA Bonds* = _ b23 63.3 4.75% 1987/Oct. 2002 127.00% =
CAG  Convertible bonds* Shares 0.51 03 6.75%  1996/June 2005 = 10.2 min.

1,017.5

* Stock option plan for senior executives
** The issue price of 127% includes the option rights from the stock warrants that expired on October 6, 1997.

Continental Rubber of America, Corp. issued 5'/:% bonds in the amount of € 500 million on July 23, 1999. These bonds, with a term of
7 years, are secured by a guaranty from Continental AG. Payment flows in connection with the bonds have been switched to U.S. dol-
lars via an interest and currency swap, with interest amounts being paid, in equal shares, on the basis of a fixed and variable U.S. dollar

interest rate.

On October 25, 1999 convertible bonds in the amount of € 250 million, subdivided into 250,000 partial bonds of € 1,000 each, were
issued by Continental AG with subscription rights excluded. The bonds have a term of 5 years and are provided with a coupon of 2%

p.a.

The indebtedness will mature within the next five years and thereafter as follows:
In millions of € 2000 2001 2002 2003 2004 After 2004

Indebtedness 981.0 148.7 73.4 54.0 256.2 639.4

At year-end, short-term credit lines in the amount of € 1,090.6 million were still available. Available long-term credit lines amount to
€ 1,265.1 million.

(23) Other Liabilities

In millions of € December 31, 1999 December 31, 1998
: : - Total  thereof thereof ~ Total  thereof thereof
- e < 1year >5years < 1 year >‘_5 ;as
Trade accounts payable N ' 752.4 752.4 = 649.3 648.8 =
Payables to affiiated companies 4.7 4.2 = 5.1 5.1 =
Payables to companies in wh-iaﬁ— = . oy W
~ a participation is held 16.3 16.3 e 16.3 16.3 =
Miscellaneous liabilities i 7824 6268 184 5964 5663 134
1,505.8  1,399.7 13.4 1,267.1  1,2365 13.4

Miscellaneous liabilities include payroll liabilities for the month of December and tax liabilities. They contain taxes in the amount of € 132.3
million (1998: € 80.8 million) and liabilities relating to social security and similar obligations in the amount of € 61.8 million (1998: € 54.0
million).



Miscellaneous Notes

(24) Litigation and Claims for Damages

Various lawsuits, official investigations, administrative proceedings, and other claims against consolidated companies are pending or may
be initiated or asserted in the future, including class actions and suits for heavy damages or other indemnification, which could involve
considerable expenses. Litigation is affected by many variables and the outcome of individual proceedings cannot be predicted with cer-
tainty. A possibility exists that Continental may incur expenses based on the final judgments in some of these cases, which exceed the
provisions established for this purpose and whose timing and extent cannot be reliably predicted. The outcome of such cases may have
a substantial effect on Continental’s earnings in the reporting period in which the adjustment of the provisions occurs. However, in view
of the existing provisions, the obligations that may result will not, in our opinion, have a significant effect on the Corporation’s financial
position.

Foundation Initiative of German Industry
Several class actions in the U.S.A. and individual actions in Germany in connection with forced labor during World War Il have been
brought against Continental and other German companies. We are of the opinion that the actions are legally inadmissible and unfounded.

However, Continental supports the “Foundation Initiative of German Industry: Remembrance, Responsibility and the Future” which has
been proposed by several German corporations and the Federal Government. Should this Foundation be formed, Continental will par-
ticipate in this Fund, provided that this will render satisfactory legal security against the assertion of further claims in this connection.

Adjustment of Continental Teves Purchase Price

On September 25, 1998, Continental acquired the brake and chassis business of ITT Industries, Inc. (ITTI), White Plains, New York.
According to the purchase agreement, Continental is entitled to a reduction of the purchase price in the amount by which the audited
shareholders' equity of the business at December 31, 1997 is less than the unaudited shareholders’ equity computed by ITTI for that
date. Continental has asserted its claims in this regard. However, we cannot predict what final decision will be made regarding these
claims, nor how long it will be before a final decision is reached.

(25) Guarantees and Other Financial Obligations

In millions of € 12/31/1999 12/31/1998
Contingent liabilities on notes . 118.9 61.2
Liabilities on guarantees TR 165 15.0
Liabilities on warranties YT TET 3.1 3.2

Guarantees and other commitments relate primarily to guarantees for the liabilities of non-consolidated associated companies and third
parties, as well as contractual warranties of joint ventures.

Continental may have obligations relating to environmental issues under governmental regulations and statutes or as a result of various
proceedings and claims that are pending or might be asserted against it. Estimates of future expenses in this area are naturally subject
to many uncertainties, such as the enactment of new statutes and regulations, the development and application of new technologies,
the identification of land restoration projects for which Continental is responsible or may be jointly or severally liable.



Continental Annual Report 1999 62 | 63

Whenever prescribed by law, or deemed necessary and appropriate in order to guarantee the satisfaction of its customers and compli-
ance with its own safety standards, Continental conducts recall and voluntary exchange actions with regard to the products it has sold.
The Corporation's warranty provisions include the anticipated expenses for such measures. Estimates of the anticipated expenses are
based primarily on the experiences of prior years.

The estimate of future expenses is naturally subject to numerous uncertainties, such as the enactment of new laws and regulations, the
number of products sold or the type of measures to be taken, all of which could lead to an adjustment of the provisions. There is a pos-
sibility that the actual expenses for these measures will exceed the provisions in an unforeseeable amount. Although the actual expens-
es may have a substantial effect on Continental’s earnings in the reporting period in which the adjustment of the provisions occurs, the
resulting possible obligations, considering the existing provisions, will not, in our opinion, have any significant effect on the Corporation’s
financial position.

In 1999, expenses for leasing and rental agreements amounted to € 107.8 million (1998: € 92.2 million).

Future obligations consisting of expenses for leasing and rental agreements with an original or remaining term on December 31, 1999 of
more than one year, which concern property that is deemed not to belong to the Corporation and is therefore not shown among fixed
assets, amount to:

Leasing and Rental Agreements

In millions of € 2000 2001 2002 2003 2004 After 2004
120.3 92.2 75.3 54.4 49.6 202.4

Purchase commitments for property, plant and equipment amount to € 177.7 million.

(26) Financial Instruments

a) Use of Financial Instruments

Changes in interest and foreign exchange rates involve risks for the Continental Corporation which are actively controlled through its risk
management system. Continental uses both traditional and modern financial instruments. The traditional instruments include overnight
money and time deposits, euro commercial papers, multi-currency revolving credit facilities, foreign exchange spot deals, forward trans-
actions and options, as well as eurobonds. Modern instruments include: interest future contracts, FRAs, interest-rate swaps and cross-
currency swaps. Based on the requirements which the Corporate Control and Disclosure Law (KonTraG) imposes on corporate risk man-
agement, we have formulated a procedural guideline defining mechanisms to control the use of financial instruments. The guideline
requires, among other things, a clear separation of functions between trading, processing, bookkeeping and controlling.



b) Face Values and Contract Risk
The contract volumes or face amounts of derivatives listed below do not always represent volumes that are exchanged by the contract-
ing parties, and are therefore not necessarily a measure of the risk to which Continental is exposed by using them.

The face values of derivatives amount to:

In millions of € 12/31/1999 12/31/1998
Currency hedging contracts B - 160.4
Interest hedging contracts F 30.7 30.7

The currency hedging contracts include forward exchange transactions and options in foreign currency, which are used to hedge the
revolving 12-month exposure in the individual currencies. The term of these contracts is usually not more than 12 months.

Within the framework of the Continental Corporation’s interest management, the interest contracts mentioned above are used mainly to
protect us against changes in interest rates and to reduce financing costs.

The Corporation is exposed to a contract risk which results from breach of contractual provisions by the contracting parties. Our con-
tract partners are ordinarily international banks. Based on the ratings they receive from respected rating agencies, Continental runs no
substantial risk by depending on individual contracting parties. The general credit risk from the derivatives used is not deemed to be sig-
nificant.

c) Market Values of Financial Instruments

The market value of a financial instrument is the price at which the instrument can be sold on the market on the balance-sheet date. The
market values have been computed on the basis of the market information available on the balance-sheet date and the valuation meth-
ods described below, which are based on specific prices. Due to a number of variable factors, the values listed here may differ from those
realized subsequently on the market.

On December 31, 1999, there were no open currency hedging transactions. The outstanding interest hedging contract had a market
value of € 0.4 million.

Owing to the short term of financing instruments included in cash and cash equivalents and miscellaneous receivables and payables,
their book values are approximately the same as the market values.
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(27) Segment Information
Our organizational structure is described below:

Passenger Tires
This segment is engaged in manufacturing and distributing passenger tires in the European original equipment and replacement markets,
under the Continental, Uniroyal, Semperit, Barum, Gislaved, Viking and Mabor brands. It also runs the European dealer companies.

Commercial Vehicle Tires

This segment is engaged in manufacturing and distributing commercial vehicle tires in the European original equipment and replacement
markets. It also includes our activities in industrial, agricultural and two-wheel (cycle) tires and the Conti International Unit, which man-
ages and coordinates all our business outside the European and NAFTA areas.

Continental General Tire
This segment handles the original equipment and replacement business in the NAFTA region, with tires for passenger cars, trucks and
earth-moving machinery under the Continental, General Tire and Euzkadi brands.

ContiTech

This segment comprises the production and worldwide distribution of industrial products, most of them based on rubber, such as elas-
tomer coatings, air springs, conveyor belting, drive belts, hoses, extrusions, rubber-metal parts and plastic sheeting, primarily with the
ContiTech brand.

Continental Automotive Systems
Apart from the ISAD and CASS (air springs for passenger cars) projects, this segment consists mainly of Continental Teves, which pro-
duces and distributes ATE-brand electronic braking systems, brakes and brake boosters throughout the world.

Miscellaneous
These are directly managed subsidiaries and affiliates, such as holding, financing and insurance companies. The segment also includes
the holding function of Continental Aktiengesellschaft and consolidations.

The control and reporting within the Continental Corporation is based primarily on the accounting principles described in Note (1)
(US GAAP). The Corporation measures the performance of its segments by their operating income, defined as EBIT.

Inter-segmental sales and other transactions are ordinarily conducted at arm’s-length prices.
Sales are allocated to the country that is determinative for the transaction.

Capital expenditure consists of the purchase of property, plant and equipment and software.



Segment Information

In millions of € Ifassengar Commercial Continental ContiTech Continental Other Continental
~ Tires Vehicle General Tire Automotive _Oorpor‘ati(_:an_

—ira. 2 Tires g Systems ]
1999
External sales 2,488.6 804.0 1,475.0 1,699.0 2,543.8 121.8 9,132.2
Intercompany sales 58.3 75.1 19.3 16.8 - —169.5 =
Total sales 2,546.9 879.1 1,494.3 1,715.8 2,543.8 —-47.7 9,132.2
EBIT 270.4 47.8 73.8 129.8 58.7 -69.2 511.3
EBIT (as a % of sales) 10.6 5.4 4.9 7] 2.3 - 5.6
Capital expenditure” 185.8 61.6 111.8 106.2 155.9 4.3 625.6
Capital expenditure as A

a % of sales 7.3 7.0 7.5 6.2 6.1 - 6.9
Depreciation, amortization

and writedowns? 16524 49.4 106.2 il 185.9 1.0 576.8
Operating assets 1,524.4 661.4 1,287.3 828.1 2,207.1 895.5 7,403.8
EBIT (as a % of operating assets)  17.7 702 5.7 16.7 2.7 - 6.9
Number of employees Izesd 8,654 9,019 15,307 11,343 138 62,155
1998 = s § . )
@_eLnﬁales -y 2,341 .8 ?_21 ) = 1,188.5 1 ,?OC_).S 629.4 161.9 6,743.2
Intercompany sales 47.5 Gl 41.0 3.6 = -1302 -
Total sales 2,389.3 7592 1,229.5 1,704.1 6294 31.7 6,743.2
EBIT o 240.6 49.2 62,9_3 78.2 - 49 g - 457 38@13
EBIT (as a % of sales) 10.1 65 5.1 4.6 -08 - 5.6
Capital expenditure” 1831 43.1 75.6 99.7 544 56 4615
Capital expenditureas = = : _

a % of sales 7.7 57 6.2 58 86 - 6.8
Depreciation, amortization - > i Bl e
i and writedowns® ¥ 143.7 38.8 83.0 83.3 44.5 2.6 395.9
Operating assets 1,496.5 573.1 10669 795.7 21914 6421 67657
EBIT (as a % of operating ~assets) 16.1 8.6 5.9 9.8 -02 = 5.6
Number of employees 18,004 8,079 9,736 15,852 10,460 136 62,357

') Capital expenditure in property, plant and equipment and software
%) Including amortization and writedowns on goodwill and investments
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In millions of € 1999 1998
Passenger Tires 5 270.4 240.6
Commercial Vehicle Tires 47.8 49.2
Continental General Tire ~ 738 62.9
ContiTech 129.8 78.2
Continental Automotive Systems BB | - 49
Other - 692 -45.7
Consolidated EBIT 511.3 380.3
Net interest expense -151.9 -99.0
Income before taxes 359.4 281.3
Taxes on income 117.2 133.8
Minority interest in earnings 75 9.3
Net income available for distribution 234.7 138.2
(28) Sales by Region
In millions of € Germany Rest of North Other Continental
Europe America Countries Corporation
1999 Sales =5  2,864.7 3,391.3 2,337.8 5386  9,1322
1998 Sales 2,264.0 2,703.4 1,448.9 326.9 6,743.2
(29) Earnings per Share
The parameters for earnings per share are as follows:
In millions of €/millions of shares 1999 1998
Basic earnings per share
Consolidated net income 234.7 138.2
Weighted average of shares issued 122.8 114.6
Basic earnings per share o1 1.20
Diluted earnings per share I
Consolidated net income 2847 138.2
Interest expense for convertible bonds e
and bonds with warrants (after taxes) 24 2.2
- 2368 140.4
Weighted average of shares issued 122.8 114.6
Shares from assumed exercise of diluting options e 7.2
1293 | 121.8
Diluted earnings per share 1.83 1.15




Major Companies
of the Continental Corporation

Ccompany Corporate Shareholders’ Net income/loss Sales Employees
interest equity 1999 1998 1999
L % €000 €000 €000 €000 12/31/1999
I. Affiliated companies il ]
{according to accounting and valuation principles uniform throughout the Corporation) i
1. Domestic companies =
Benecke-Kaliko AG, Hanover 99.0 134,299 26,188 17,188 326,122 1,628
Continental Teves AG & Co. oHG, Frankfurt/Main 100.0 92,138 60,165 2,378 1,275,589 5,102
ContiTech Antriebssysteme GmbH, Hanover 100.0 9,025 1,191 * 303* 141,692 1,005
ContiTech Vibration Control GmbH, Hanover =B 100.0 11,733 2275* - 876* 186,678 1,351
ContiTech Luftfedersysteme GmbH, Hanover g 1000 3,967 898 * 437 97,189 608
ContiTech Schlauch GmbH, Hanover E 100.0 12,877 1,045 * 2* 192,305 1,814
ContiTech Transportbandsysteme GmbH, Hanover N 100.0 8 014 gt 21 8 A 695 * 109,246 637
Techno-Chemie Kessler & Co. GmbH, Karben 100.0 13,267 — 446" 166 * 189,738 1,451
2. Forelgn companies E o
Anoflex SNC, Caluire, France 100.0 16,660 -2548  —-1678 133488 1,283
Barum Continental st sbbl Sr.o., Otrokowce Czech Republsc ] 70.0 145,775 41,892 15,072 578,318 3,849
Continental Benelux S.A., Herstal- Iez~L|ege Belg|um ©100.0 114,394 31,428 13,354 667,322 1,610
Continental Déck Sverige AB, Géteborg, Sweden " 100.0 3674 461 562 79,819 47
Continental Dekk Norge AS, Oslo, Norway 1000 6, 297 85 310 ;59,751 88
Continental France SNC, Clairoix, France 1000 21,802 7,566 5607 246,859 162
Continental General Tire (subgroup), Charlotte, North Carolina/U.S.A.*** 100.0 403,918 132,427 50,411 1,296,641 6,404
Continental Gislaved Déck AB, Gislaved, Sweden 100.0 77,594 7,844 12,207 128,458 - 802
Continental Industrias del Caucho SA, Coslada, Madrid, Spain 100.0 24,871 2,694 4,334 142,997 353
Continental ltalia S. p.A., Mﬁa_n_ﬁaly_ 100.0 1,211 - 376 181 - 98,664 65
Continental Mabor Inddstria de Pneus S.A., Lousado, Ponugal : 100.0 79,503 29,610 30,052 228,091 1,019
Continental Pneus SNC, Sarreguemmes France 100.0 81,907 23,441 22,795 338,371 2,186
Continental Suisse S.A., Dietikon, Switzerland e 100.0 17,899 1,681 1,125 77,448 79
Continental Teves, Inc., Aubum Hills, Michigan, U.S.A. 3 100.0 - 13,109 - 7,534 -4391 765545 2,123
Continental Tyre Group Ltd., West Drayton, U.K. 1000 25,198 1,046 3,044 209,085 160
Continental Tyre South Africa (Pty) Ltd., Port Elizabeth, South Africa 60.0 33,581 1,631 1,135 122,746 1,982
ContiTech AGES S.p.A., Santena, Italy 100.0 36,893 -5.219 1,128 93,978 759
National Tyre Service Ltd., Stockport, UK. 100.0 -23968 -31,008 -15555 215919 2,154
Sempent Reifen Ges. .m.b. b. H V|enna Austﬂa B 100.0 185,433 7,640 45,202 340,633 1,658
Il. Associated companies ey
Compafifa Ecuatoriana del Caucho, Cuenca, Ecuador . @85 17,244 * -~ 834 51,454 **
Drahtcord Saar GmbH & Co. KG, Merzig, Saar, Germany 50.0 10,898 161 175 42,626
General Tire & Rubber Company of Morocco, Casablanca, Morocco 342 13,985 - 4,281 -1644 42,860 B
KG Deutsche Gasrusswerke GmbH & Co., Dortmund, Germany 32.1 7,669 767 767 62,986

A complete list of the companies of the Continental Corporation and those of Continental Aktiengesellschatt is filed with the
Commercial Register of the Hanover District Court. The list is also available for inspection by the shareholders of Continental

Aktiengesellschaft at the Company's business premises.

* After profit/loss transfer
** Figure for the previous fiscal year

*** Includes joint venture GTY Tire Company and minority interests at Continental General Tire Inc. (19.4%).
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Continental Corporation
Ten Year Survey

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Balance sheet

Fixed assets and

investments Milionsof € 1,458.9 1,747.0 1,817.3 19498 18433 17819 17973 17977 39993 42206
Current assets Milonsof € 1,6945 16527 17913 16966 16424 16455 16204 21126 27664 81832
Balance shest total _ Millonsof €  3,153.4 3,399.7 G3,608.6 36464 34857 34274 34267 39103 67657 7,408

Shareholders’ squity’ _ Milions of € 8426 7251 7653  780.2 7566 7642 8167 12323 1,320.1 1,760.6
Minority interests Milions of € 48.2 49.4 61.5 885  100.1 1027 1345 1495 1745 1424
Long-term debt Milonsof € 10685 103446 14524 13997 13568 1,1025 12457 12685 30034 2,3439
Capital expenditure on ) v
property, plant and
equipment Milions of € 3525 4240 3627 3191 2632 3023 2820 2826 4163 5815
Equity ratio % 26.7 21.3 212 21.4 21.7 22.3 23.8 315 19.6 2338
Long-term financing of - [F¥
ﬁxed assets,
investments and

inventories % 89.6 89.0 90.0 86.3 90.1 79.4 85.1 104.6 931 834
Total indebtedness _ Milionsof € 7904 11008 12357 1,170.6 1,0803 10168 8369 2834 19190 1,7128
Self-financing ratio % 68.1 52.1 1338 864 1185 1229 1329 1737 1171 1353
Liquidity ratio % 77.1 746 765 683 766 613 687 1071 825 _ 693
Statement i - s
of income
Sales Milions of € 43721 47943 49544 47903 50500 52420 53331 57194 67432 9,132.2
Foreign markets’ share % 618  62.8 639 654 676 665 661 67.4 66.4 686
Cost of sales? % 75.9 74.7 73.2 74.1 74.0 73.9 73.4 719 740 786
Selling expenses? % 14.7 14.8 15.0 16.7 16.3 15.6 15.8 16.0 144 116
Administrative ST

expenses? % 5.9 6.5 6.7 6.2 6.2 5.7 5.5 5.3 4.7 38
EBIT Milonsof €  152.8 1712 2394 1518 1542 1982 2680 8204 3803 5113
Personnel expenses  Milionsof €  1,548.4 16547 1,709.4 16837 1,669.4 16739 16722 17515 1,937.1 2,387.7
Depreciation® “Milions of € 1933 2715  257.0 2847 2083 2826 3115 3068 3957 56765
Cash flow Milonsof €  260.8 2690 3586 2960 3200 3782 4165 4909 5670 8497
Value added Milionsof € 17665 1,697.4 10047 18355 1,8235 18720 18992 20719 23174 2899.0
Net income/loss Miionsof € 478 -655 680 333 362 794 984 1645 1382 2847
Employees i :
Annual average Thousands 48.4 50.8 50.4 49.8 49.0 484 46.4 44.8 50.2 62.6

' excluding minority interests
% % to sales
3 excluding writedowns on investments

The consolidated financial statements for 1998 and 1999 were prepared in accordance with US GAAP, and those for 1990 to 1997
in accordance with the German Commercial Code (HGB).



Report of the Supervisory Board

Dear Shareholders and Friends of Continental,

The Supervisory Board of Continental AG monitored the work of the Executive Board at reg-
ular intervals during the 1999 fiscal year, giving its advice whenever appropriate. Its super-
vision was based on its own meetings, the sessions of the Executive Committee and indi-
vidual conferences, as well as the oral and written reports of the Executive Board concern-
ing the development and important business transactions of the Company. The members of
the Supervisory Board were also regularly available to the Executive Board for advice out-
side the meetings. In addition, the Chairmen of the Supervisory and Executive Boards fre-
quently shared their thoughts and information with one another.

The financial situation and growth prospects of the Corporation and its individual divi-
sions, as presented in the reports of the Executive Board, were the subject of painstaking
examination. A major topic for discussion was the Company’s policy with regard to capital
spending and research and development. In addition to our routine examination of earnings
growth in all the Groups, the budget for the year 2000 and the long-term plan through
2002, we paid close attention to the progress made in the integration of Continental Teves.

Other important topics in the reports and discussions at the Supervisory Board
meetings were the competitive situation among the automotive suppliers and the strike, now
ended, at the plant in Charlotte, North Carolina, U.S.A.

The 1999 financial statements and management report of Continental AG, as well as
the bookkeeping, have been audited by KPMG Deutsche Treuhand-Gesellschaft Aktien-
gesellschaft, Wirtschaftsprifungsgesellschaft, Hanover, which has issued an unqualified cer-
tificate. This is also true of the consolidated financial statements, prepared according to
US GAAP and supplemented with a consolidated management report and additional notes
pursuant to Section 292a of the German Commercial Code. Under the latter provision, the
publication of these financial statements releases the Company from the obligation to pre-
pare consolidated financial statements according to German law.

All the relevant documents, as well as the Executive Board's proposal for the allocation
of net income and the auditor's reports, were submitted to the Supervisory Board, which
examined them and discussed them in the presence of the auditor. The Board has
endorsed the result of the audit and determined, on the basis of its own examination, that
there are no objections to be raised. At its meeting on April 3, 2000, it approved the finan-
cial statements of Continental AG, as prepared by the Executive Board, which are thereby
definitively confirmed, and the Executive Board's proposal for the allocation of net income.

During the fiscal year, the Supervisory Board held four regular meetings, and the
Executive Committee met three times. The permanent committee under Section 27,
Subsection 3 of the Codetermination Law was not obliged to meet during the past fiscal
year. There are no other committees of the Supervisory Board.



The Supervisory Board was newly constituted after the Annual Meeting of Shareholders
on June 1, 1999. Hans H. Angermueller, Adolf Bartels, Dr. Casimir Ehrmrooth, Wilfried
Hilverkus, Dieter Kélling, Dr. Ginther SaBmannshausen, Siegfried Schille and Dirk Sumpf
retired. After Dr. Hubertus von Griinberg had, at his own wish, been relieved of his duties
as Chairman of the Company’s Executive Board at the end of the Meeting of Shareholders,
the Meeting elected him, together with Dr. Michael Frenzel and Fred G. Steingraber, as new
members of the Supervisory Board. Michael Deister, Wilfried Eickmann, Karl-Heinz Hilker,
Gerhard Knuth and Jurgen Wingefeld were elected as new employee representatives. The
Supervisory Board elected Dr. von Grinberg to be its Chairman and Richard Kohler to be
its Deputy Chairman. Dr. von Griinberg thus succeeds Dr. Ulrich Weiss, whom we would
like to thank for his many years of successful work as Chairman of the Supervisory Board.
As a member of the Board he will continue to be available to us with his expertise and com-
petence.

Mr. Sumpf was reappointed to the Supervisory Board on August 11, 1999, as the
successor to Hartmut Ldschner, who had resigned on June 28, 1999. On October 13, 1999,
H. Peter Hittenmeister replaced Mr. Wingefeld, who had retired on October 6, 1999.

We thank the Board Members who have retired for their commitment and valuable collabo-
ration.

On April 12, 1999, Dr. Stephan Kessel was elected by the Supervisory Board, with
retroactive effect to the end of the Annual Meeting of Shareholders on June 1, 1999, to
succeed Dr. von Griinberg as Chairman of the Executive Board. He also took over the
management of the Passenger Tire Group. At the Supervisory Board meeting on June 1,
1999, Dr. Hans-Joachim Nikolin was appointed to the Executive Board, where he is respon-
sible for the Commercial Vehicle Tire Group, Quality and Environment and the International
Business Unit. He thus became the successor of Dr. Kessel, who had performed this func-
tion until June 1, 1999. In addition to his duties as Personnel Director, Klaus Friedland has,
since June 8, 1999, been in charge of the Executive Board area of Finance, Controlling and
Law. He took over this responsibility from Dr. Jens P. Howaldt, who retired on June 7, 1999.
The Supervisory Board thanks Dr. Howaldt for his many years of successful work on the
Executive Board and extends its best wishes for his future.

The Supervisory Board thanks the Executive Board and all the employees for their dedi-
cation and the shareholders for the confidence they have placed in the Company.

Hanover, April 2000

For the Supervisory Board

Fd o E )
Hubertus von Grlinberg
Chairman
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Members of the Supervisory Board

Hubertus von Grinberg
{Member since June 1, 1999)
Chairman

Richard Kohler*

Deputy Chairman (as of June 1, 1999)

Hans H. Angermueller
{through June 1, 1999)

Heidemarie Aschermann®

Adolf Bartels*
(through June 1, 1999)

Manfred Bodin
Diethart Breipohl
Werner Breitschwerdt

Michael Deister*
(as of June 1, 1889)

Casimir Ehmrooth
(through June 1, 1999)

Wilfried Eickmann™
(as of June 1, 1999)

Michael Frenzel
(as of June 1, 1999)

Hans-Olaf Henkel

Karl-Heinz Hilker*
(as of June 1, 1999)

Wilfried Hilverkus®
(through June 1, 1999)

H. Peter Huttenmeister*
(as of October 13, 1999)

Gerhard Knuth®
(as of June 1, 1999)

Dieter Kolling
(through June 1, 1999)

Hartmut Loschner®
(through June 28, 1999)

Werner Mierswa®

Glinther SaBmannshausen
{through June 1, 1999)

Siegfried Schille
{through June 1, 1999)
Rainer Stark*

Fred G. Steingraber
(as of June 1, 1999)

Dirk Sumpf *
{through June 1, 1999,
as of August 11, 1999)

Giuseppe Vita
Bernd W. Voss

Ulrich Weiss
(Chairman through June 1, 1999)

Jirgen Wingefeld
(June 1 through October 6, 1999)

* Employee representatives



The Supervisory Board

Members of the Supervisory Board
of Continental AG

Memberships held in other supervisory boards required by law and in
comparable controlling bodies of companies in Germany and abroad:

Hubertus von Griinberg
Member of Various Supervisory Boards
Chairman

Allianz Versicherungs-AG, Munich
MAN Aktiengesellschaft, Munich

Schindler Holding AG, Hergiswil, Switzerland

Richard Kéhler

Deputy Chairman

Chairman of the Corporate Employee Council and of the Employee Council
for the Korbach Plant

Chairman of the Euro Employee Council

Hans H. Angermueller
(through June 1, 1999)
Of Counsel

Munich American Reinsurance Company, U.S.A.
Munich Management Company, U.S.A.

Heidemarie Aschermann
Deputy Chairperson of the Employee Council, Northeim Plant

Adolf Bartels
(Deputy Chairman through June 1, 1999)

Manfred Bodin
Chairman of the Board of Management
Norddeutsche Landesbank ~Girozentrale—

Berlin-Hannoversche Hypothekenbank AG, Hanover-Berlin
dvg Datenverarbeitungsgesellschaft Hannover mbH, Hanover
MNordland Papier AG, Doerpen

CeWe Color Holding AG, Oldenburg

Dragoco Gerberding & Co. Aktiengesellschaft, Holzminden
Burgwedeler Golf AG, Burgwedel

Niedersachsische Staatstheater Hannover GmbH, Hanover
Haft & Wessel AG, Hanover

Bankgesellschaft Berlin AG, Berlin

Bremer Landesbank Kreditanstalt Oldenburg — Girozentrale —, Bremen*
NORD/LB Luxembourg S.A., Luxembourg®

DGZ-DekaBank, Frankfurt/Main

LBS Morddeutsche Landesbausparkasse, Hanover (Chairman)

LHI Leasing GmbH, Munich (Chairman)

Skandifinanz AG, Ziirich, Switzerland*

Furstenberg Ehemalige Herzoglich Braunschweigische Porzellanmanufaktur,
Firstenberg an der Weser (Chairman)

Provinzial Lebensversicherung, Hanover

Diethart Breipohl
Member of Various Supervisory Boards

Bayerische Hypo- und Vereinsbank AG, Munich
Beiersdorf AG, Hamburg

Karstadt AG, Essen

KM Europa Metal AG, Osnabriick
Metallgeselischaft AG, Frankfurt/Main

RWE AG, Essen

Les Assurances Générales de France (AGF), Paris, France
Crédit Lyonnais, Paris, France

Werner Breitschwerdt
Consultant

Ed. Ziblin AG, Stuttgart

ZF Friedrichshafen AG, Friedrichshafen

MTU Motoren- und Turbinen-Union Friedrichshafen GmbH, Friedrichshafen
Dornier GmbH, Friedrichshafen

DaimlerChrysler of South Africa (Pty.) Ltd., Pretoria, South Africa
Mercedes-Benz USA, Montvale, U.S.A.
Planungsgesellschaft Bahnbau Deutsche Einheit mbH, Berlin

Michael Deister
Member of the Employee Council, Stécken Plant

Casimir Ehrnrooth

(through June 1, 1993)

Chairman of the Board of Directors
Nokia Group

UPM-Kymmene Corporation, Finland
Merita-Nordbanken Ple, Finland
Merita Plc, Finland

MNordbanken Holding AB, Sweden

Wilfried Eickmann
Senior General Manager of the Wolfsburg Administrative Office
Metalworkers Union
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Members of the Supervisory Board Memberships held in other supervisory boards required by law and in
of Continental AG comparable controlling bodies of companies in Germany and abroad:
Michael Frenzel AXA-Colonia Versicherungs AG, Cologne
Chairman of the Management Board Deutsche Hypothekenbank (Act.-Ges.), Hanover
Preussag AG Hapag-Lloyd AG, Hamburg (Chairman)*

Hapag-Touristik Union GmbH, Hanover (Chairman)*

IVG AG, Bonn

PreussenElektra AG, Hanover

TU Holding GmbH, Hanover (Chairman)*

VTG-Lehnkering AG, Duisburg/Hamburg (Chairman)*

VTG Vereinigte Tanklager und Transportmittel GmbH, Hamburg (Chairman)*

Algeco S.A., Paris/Macon, France®

Creditanstalt AG, Vienna, Austria

EXPO 2000 Hannover GmbH, Hanover
Norddeutsche Landesbank -Girozentrale—, Hanover
Kreditanstalt fir Wiederaufbau, Frankfurt/Main
Preussag North America, Inc., Greenwich, U.S.A.*
Thomas Cook Holding Ltd., London, U.K.*

Hans-Olaf Henkel IBM Deutschland GmbH, Berlin
Member of the Supervisory Board DaimlerChrysler Aerospace AG, Munich
IBM Deutschland GmbH IKB Deutsche Industriekreditbank AG, Disseldorf

Audi AG, Ingolstadt
Viag AG, Munich
Kreditanstalt fiir Wiederaufbau (KfW), Frankfurt/Main

Merrill Lynch International, London, U.K.
Ringier AG, Zdrich, Switzerland

Karl-Heinz Hilker =
Chairman of the Employee Council for the Vahrenwald Plant and
Deputy Chairman of the Joint Employee Council

Wilfried Hilverkus =
(through June 1, 1999)
Deputy Chairman of the Employee Council, Stécken plant

H. Peter Hiittenmeister DuPont Performance Coatings GmbH & Co. KG., Wuppertal
Northern Region Manager Mitteldeutsche Sanierungs- und Entsorgungsgesellschaft GmbH (MDSE),
Union for the Mining, Chemical, Energy Industries Bitterfeld

Buna Sow Leuna Olefinverbund GmbH (BSL), Schkopau

Gerhard Knuth =
Chairman of the Joint Employee Council of Continental Teves AG & Co. oHG

Dieter Kolling =
(through June 1, 1999)
Member of the Employee Council, Vahrenwald Plant

Hartmut Léschner Veba O AG
(through June 28, 1999) AKZO Nobel Faser AG

Member of the Executive Board
Union for the Mining, Chemical, Energy Industries

Werner Mierswa Tt
Chairman of the Joint Employee Council of Continental AG and of the
Employee Council for Continental Headquarters

Giinther SaBmannshausen Deutsche Shell AG

(through June 1, 1999) Heraeus Holding GmbH

Member of the Supervisory Board Nord/LB

Preussag AG Preussag Energie GmbH
VAW aluminium AG
Volkswagen AG

Siegfried Schille =
(through June 1, 1999)

Commercial Employee, through April 24, 1999

Chairman of the Employee Council, Limmer Plant

Rainer Stark -
Head of Corporate Quality and Environmental Affairs

Fred G. Steingraber Maytag Corporation, Newton, U.S.A.

Chairman of the Board and Chief Executive Officer Southeastern Thrift & Bank Fund, Boston, U.S.A.
A.T. Kearney

Dirk Sumpf Wolff Walsrode AG, Walsrode

{through June 1, 1999 and again since August 11, 1999)
Hanowver District Manager
Union for the Mining, Chemical, Energy Industries




Members of the Supervisory Board
of Continental AG

Memberships held in other supervisory boards required by law and in
comparable controlling bodies of companies in Germany and abroad:

Giuseppe Vita
Chairman of the Board of Executive Directors
Schering AG

Allianz Lebensversicherungs-AG, Stuttgart

Berliner Kraft- und Licht (BEWAG) AG, Berlin

Herlitz AG Holding, Berlin

Herlitz PBS AG, Berlin

Hoechst Schering AgrEvo GmbH, Berlin (through December 1999)

Deutsche Bank SpA, Milan, Italy (Chairman)

Bernd W. Voss
Member of the Board of Managing Directors
Dresdner Bank AG

Deutsche Hyp Deutsche Hypothekenbank Frankfurt-Hamburg AG,
Frankfurt/Main*

Deutsche Schiffsbank AG, Bremen/Hamburg

Dresdner Bauspar AG, Frankfurt/Main*

Karstadt Quelle AG, Essen

Oldenburgische Landesbank AG, Oldenburg (Chairman)*
Preussag AG, Hanover/Berlin

Quelle AG, Furth

Stinnes AG, Milheim

VARTA AG, Hanover

VEBA AG, Diisseldorf

VOLKSWAGEN AG, Wolfsburg

Wacker Chemie GmbH, Munich

Bankhaus Reuschel & Co., Munich (Chairman)*

Ulrich Weiss
Member of Various Supervisory Boards

ABB-Asea Brown Boveri AG, Mannheim
Heidelberger Zement AG, Heidelberg

Q&K Orenstein & Koppel AG, Berlin (Chairman)
Stidzucker AG, Mannheim

Benetton SpA, Ponzano, Italy
Ducati SpA, Bologna, Italy

Jiirgen Wingefeld
(June 1, 1999 through October B, 1999)
Northern Region Manager

Union for the Mining, Chemical, Energy Industries

Group companies pursuant to Section 100, Subsection 2 of German
Stock Corporation Law are marked with an asterisk (%).



The Executive Board
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Members of the Executive Board
of Continental AG

List of the seats of active and former Executive Board members on
supervisory boards required by law and on comparable domestic and
foreign controlling bodies of consolidated companies pursuant to
Section 285, No. 10 of the German Commercial Code (HGB):

Hubertus von Griinberg
{through June 1, 1999)
Chairman

Passenger Tires

Allianz Versicherungs-AG, Munich
MAMN Aktiengesellschaft, Munich

Schindler Holding AG, Hergiswil, Switzerland

Continental General Tire, Inc., Charlotte, U.S.A." (through May 31, 1999)
Continental Teves, Inc., Wilmington, U.S.A.* (through May 31, 1999)
ContiTech North America, Inc., Wilmington, U.S.A.* (through May 31, 1999)

Stephan Kessel
(as of June 1, 1999)
Chairman
Passenger Tires

Continental General Tire, Inc., Charlotte, U.S.A."
Continental Teves, Inc., Wilmington, U.S.A.*
ContiTech North America, Inc., Wilmington, U.S.A.*

Hans Albert Beller
Continental Automotive Systems

TUV Nord Gruppe, Hanover
Continental Teves, Inc., Wilmington, U.S.A."

Bernd Frangenberg
Continental General Tire, Inc.

Caontinental General Tire, Inc., Charlotte, U.S.A.*

Klaus Friedland
Finance, Controlling, Human Resources and Law (as of June 8, 1999)
Director of Personnel

Vergélst GmbH, Bad Nauheim (Chairman)*

Continental Rubber Holding Inc., Wilmington, U.S.A.*
Continental General Tire, Inc., Charlotte, U.S.A.*
Continental Rubber of America, Corp., Wilmington, U.S.A.*
Continental Teves, Inc., Wilmington, U.S.A."

ContiTech North America, Inc., Wilmington, U.S.A.*
Semperit Reifen Gesellschaft m.b.H., Traiskirchen, Austria”

Jens P. Howaldt
(through June 7, 1999)
Finance, Controlling and Law

Continental Rubber Holding Inc., Wilmington, U.S.A.* (through May 31, 1899)
Continental General Tire, Inc., Charlotte, U.S.A.* (through May 31, 1999)
Continental Bubber of America, Corp., Wilmington, U.S.A.* (through May 31, 1999)
Continental Teves, Inc., Wilmington, U.S.A.* (through May 31, 1999)

ContiTech North America Inc., Wilmington, U.S.A.* (through May 31, 1999)

Hans-Joachim Nikolin

(as of June 1, 1999)

Commercial Vehicle Tires, Quality and Environment,
International Business Unit

Drahtcord Saar GmbH & Co. KG, Merzig
Semperit Reifen Gesellschaft m.b.H., Traiskirchen, Austria (Chairman)*
Continental General Tire, Inc., Charlotte, U.S.A."

Manfred Wennemer
ContiTech

Benecke-Kaliko AG, Hanover (Chairman)*

ContiTech Antriebssysteme GmbH, Hanover”

ContiTech Vibration Control GmbH, Hanover*

ContiTech Luftfedersysteme GmbH, Hanover (Chairman)*
ContiTech Schlauch GmbH, Hanover (Chairman)*
ContiTech Transportbandsysteme GmbH, Hanover*
Techno-Chemie Kessler & Co. GmbH, Karben (Chairman)*

ContiTech AGES SpA, Santena, Italy (Presidente)”
ContiTech North America, Inc., Wilmington, U.S.A.*

Generalbevollméchtigte

Bernadette Hausmann
Purchasing and
Strategic Technology

Werner P. Paschke
Controlling

Consolidated companies pursuant to Section 100, Subsection 2 of German
Stock Corporation Law are marked with an asterisk (°).



Selected Financial Terms

Asset Backed Securitization Program.
Under this program, trade receivables from the tire replacement
business are pooled for each country and individual blocks sold
to financing companies who obtain refinancing by issuing com-
mercial papers on the U.S. capital market.

Associated companies.

In these companies, one of the companies belonging to the —
Corporation holds an interest and exercises a significant degree
of control. However, our consolidated financial statements do not
include their balance sheets and income statements, but only the
corresponding proportion of their shareholders’ equity and eam-
ings.

Authorized capital.

The figure given for the authorized capital is the maximum amount
to which the Executive Board, with the approval of the Super-
visory Board, can increase the capital stock by issuing new shares.

Cash flow.

Cash flow is defined in several different ways. Its principal com-
ponents are net income, depreciation, the current-period pension
charge, and significant extracrdinary items.

Conditionally authorized capital.

This item indicates the amount up to which holders of convertible
bonds or option rights can acquire newly issued shares of the
Company and thereby participate in a capital increase previously
authorized by the Annual Shareholders’ Meeting.

Corporation.

The term Corporation as used in this annual report is an eco-
nomic entity, consisting of several legally independent companies
that are under the common control of a parent company.
According to US GAAP, all domestic and foreign subsidiaries
controlled by the parent company, i.e. as a rule, companies in
which the parent company holds, either directly or indirectly,
more than 50% of the voting rights, are consolidated. Consoli-
dation is also considered if one company is controlled de facto
by another company, regardless of the voting rights situation.

Debt ratio.

The debt ratio is the ratio of — indebtedness to the — cash flow.
It indicates how quickly the — indebtedness can be paid back
from the —+ cash flow.

Deferred taxes.

Income taxes to be paid by a company are computed according
to its taxable income. When this income is different from that
shown in the financial accounts, then taxes will be either high or
low in relation to the published earnings. An accounting adjust-
ment for deferred taxes is recorded to compensate for the differ-
ence in those cases in which it is clear that the valuation differ-
ence will reverse in the course of time. A deferred tax liability

is recorded if less tax has been paid than would be due on the
basis of the published eamnings. According to US GAAP, a de-
ferred tax asset is recorded, contrary to the German Commercial
Code, if more tax has been paid than would be due on the
basis of the published earnings. At the same time, deferred tax
assets on loss carryforwards have to be capitalized. A valuation
allowance must be made on deferred tax assets if they are not
likely to be realized.

Derivatives.
These are securities representing transactions used to manage
interest and/or currency risks.

EBIT.

Eamings Before Interest and Taxes.

In this annual report, EBIT is understood to be eamings before
taxes adjusted for interest.

Equity ratio.
The equity ratio is the ratio of the shareholders’ equity, without
minority interests, to total assets.

Gearing ratio.

This ratio, obtained by dividing —+ indebtedness by shareholders’
equity, indicates the relationship between interest-bearing liabili-
ties and total shareholders’ equity.

Indebtedness.
Indebtedness is computed by deducting cash and cash equiva-
lents from interest-bearing liabilities.

Interest swap.

An interest swap is the exchange of interest payments between
two parties. By this means, for example, variable interest can be
exchanged for fixed interest, or vice versa.

LIFO (Last In First Out).
Method of inventory accounting which is based on the cost of
the most recent purchases being used first.

Liquidity ratio.

The liquidity ratio is the ratio of monetary current assets (current
assets minus inventories) to short-term liabilities (due in less than
1 year).

Long-term financing.

The extent to which property, plant and equipment plus invento-
ries are financed by shareholders’ equity and long-term borrow-
ings provides information about the company’s long-term financ-
ing. If the ratio exceeds 100%, the long-term financing of proper-
ty, plant and equipment plus inventories is considered adequate.

Operating assets.

A Group's operating assets comprise its assigned fixed assets
and investments, including goodwill, as well as current assets
plus sold receivables and contingent liabilities on notes, less
cash and cash equivalents, prepaid taxes and trade payables.

Return on shareholders’ equity.
The return on shareholders’ equity is defined as the ratio of net
income to shareholders’ equity excluding minority interests.

ROCE.
RBeturn On Capital Employed. We define the ROCE as the ratio of
— EBIT to — operating assets.

Self-financing ratio.

This item shows to what extent the additions to fixed assets and
investments are financed from funds internally generated by the
company (— cash flow).

US GAAP.
U.S. Generally Accepted Accounting Principles.

Value added.
The sum of personnel expense, interest, income taxes and net
income.



Financial Calender

2000
First figures for fiscal year 1999 March 15
Presentation of the financial statements April 5
International analysts conference April 5
Letter to the shareholders, 1st quarter 2000 May 10
Telephone conference, 1st quarter 2000 May 10
Annual meeting of the shareholders May 19
Dividend payout May 22
Letter to the shareholders, mid-year 2000 August 9
Telephone conference, mid-year 2000 August 9
Letter to the shareholders, 9 months 2000 November 15
International analysts conference November 15
2001
First figures for fiscal year 2000 March
Presentation of the financial statements April
International analysts conference April
Letter to the shareholders, 1st quarter 2001 May
Telephone conference, 1st quarter 2001 May
Annual meeting of the shareholders May 23
Letter to the shareholders, mid-year 2001 August
Telephone conference, mid-year 2001 August
Letter to the shareholders, 9@ months 2001 November
International analysts conference November
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