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BMW: Currency Hedging 2007

The BMW Group continued to perform successfully in 2007 despite
difficult conditions, achieving record figures for sales volume and
revenues. External factors continued to affect figures adversely. The
ongoing weakness of the US dollar and the Japanese yen, the generally
high cost of raw materials and less favorable financing conditions all
continued to have a negative impact. This negative impact was increased
by costs of market launches for numerous new models. Group revenues
rose by 14.3% to €56,018 million, but they would have risen by an
additional 17.6% without the exchange rate impact. The company had
substantial US revenues, with over 25% of its sales taking place in US,
and, although the company had production facilities in North America,
local sales were higher than production resulting in an estimated positive
revenue exposure to the US dollar of US$ 7.4 billion.

The deterioration in the effective transaction rate for its US dollar-
denominated volumes when it came to conversion of its US dollar net
exposure to the Euro had an important impact on profitability. In 2007,
the clouding of exchange rates and the more expensive raw materials was
less of a burden when compared to the previous year. The deterioration of
foreign currency ratios put pressure on the result by €517 million in 2007,
compared to €666 million the previous year.
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BMW’s own model for determining the “fair” exchange rate of the Euro and US dollar
formed the basis of BMW'’s hedging strategy. This model derived at the end of the year
a fair FOREX range of 1.15 US$/€ to 1.17 US$/€. Only in the case of exchange rates
falling below this level would BMW hedge its currency exposure in the long-term and
to a considerable extent. In the case of less favorable rates, currency hedges will only
be made to a lesser and more short term extent. Next year’s earnings would vastly
depend on the upcoming dollar spot rate development.

The Company

Bayerische Motoren Werke (better known as BMW) was one of the world's ten largest
automobile manufacturers. The BMW Group covered the BMW, MINI and Rolls-Royce
brands, and it was the only automobile company worldwide to operate with all its
brands exclusively in the premium segments of the automobile market, from the small
car to the top of the segment.

The company was started by Karl Rapp in 1913 by opening an aircraft-engine design
shop near Munich. He named it Bayerische Motoren Werke (BMW) in 1917. The end of
WWI brought German aircraft production to a halt, and BMW shifted to making
railway brakes until the 1930s. In 1923, BMW produced its first motorcycle, the R32,
and the company began making automobiles in 1928 after buying Fahrzeugwerke
Eisenach, a manufacturer of small cars. In 1933 BMW launched a line of larger cars.

The company built aircraft engines for Hitler's Luftwaffe in the 1930s and stopped all
auto and motorcycle production in 1941 focusing its activities in aircraft and military
equipment. Under the Nazis, the company operated in occupied countries, built rockets,
and developed the world's first production jet engine. With its factories dismantled
after WWII, BMW survived by making kitchen and garden equipment.

In 1948 it began production of motorcycles again and introduced a one-cylinder
motarcycle, which sold well as cheap transportation in postwar Germany. It started
selling BMW cars again in the 1950s but its models were large and expensive and sold
poorly in postwar Germany.

The modern BMW started to be developed in 1959 when Herbert Quandt bought a
controlling stake for $1 million. Quandt focused BMW in the production of sports
sedans and released the first of the "New Range" of BMWSs in 1961. The success of
these new products allowed the company to enter into a pattern of sustained growth.

In the 1970s BMW's European exports soared, and the company set up a distribution
subsidiary in the US. The company also started to produce larger cars that put it in
direct competition with the traditional market leader in the German luxury car
segment, Mercedes-Benz.

Rapid export growth in the US, Asia, and Australia continued in the 1980s. However,
this growth was not homogeneous. Competition from Japanese motorcycles hurt its
motorcycle sales. Furthermore, the launch of the company's new luxury vehicles in
1986 heated up the BMW-Mercedes rivalry at a time when Japanese car producers
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were entering the US luxury market, and the dollar was reaching a maximum against
the German mark. US sales peaked that year and by 1991 had fallen by 45%.

However, BMW reacted aggressively and in 1992 BMW outsold Mercedes in Europe for
the first time and also became the first European car manufacturer to operate a US
plant, where it started to produce its new SUV the X5, since Volkswagen pulled out in
1988.

The 1990s was a decade of consolidation and growth through acquisitions. BMW
teamed with the UK's Rolls-Royce aerospace firm in 1990 to make jet engines for
planes. The company also bought UK car manufacturer Rover - with the brands Rover,
Land Rover, MINI and GM - from British Aerospace and Honda in 1994. Its goal was to
rejuvenate the existing models in these brands. BMW introduced a cheaper vehicle,
the four-wheel-drive Discovery and launched the Highlander Land Rover in 1996 to
meet a growing demand for 4x4 utility vehicles. In 1998, BMW offered to buy the
luxury Rolls-Royce auto unit (including the Bentley) from UK-based Vickers but lost
out to a higher offer by Volkswagen. The company did buy the Rolls-Royce auto brand
name and logo from aircraft engine maker Rolls-Royce for $66 million. (VW got to use
the name until 2003.)

BMW did not manage to successfully integrate all these acquisitions. In mid-1998
BMW began cutting jobs at its money-losing Rover unit and, as Rover's plants
continued their downward trend in 1999, BMW's board forced out its chairman Bernd
Pischetsrieder, who had spearheaded the Rover acquisition in 1994. As part of this
restructuring BMW threatened to move its UK operations to Hungary and the UK
government pledged to help pay for renovations at Rover's Longbridge plant to save
about 14,000 UK jobs that were in danger. The company finally sold its Land Rover
SUV operations to Ford in 2000 for about $2.7 billion. Also that year BMW handed
over its Rover Cars operations and MG brand to the Phoenix Consortium, a UK-based
group led by former Rover CEO John Towers although it retained the rights to the
Rover brand which it finally sold to Chinese carmaker Shanghai Automotive Industry
Corp (SAIC) for €11 million. in 2006.

In 2001 BMW launched its MINI brand in the UK, soon followed by its launch in other
European markets. BMW brought the MINI Cooper to US shores in 2002. The following
year BMW finally took control of the Rolls-Royce brand from Volkswagen, and began
making Rolls-Royce Phantoms in Goodwood in the south of England.

In India BMW Group rolled out its first locally-assembled 3 Series, the cheapest car
with the BMW badge, in March 2007. The company would also shortly start
assembling its 5 Series cars in India.

BMW Operations in 2007

The Group's activities were carried out through three business segments: Automobiles,
Financial Services and Motorcycles. The Automobile segment developed,
manufactured, assembled and sold BMW, Rolls-Royce and MINI brand cars, off-road
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