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The new era of electric mobility requires visionaries
and people of action. Find out in ourimage brochure
how BMW Group is shaping the mobility of the future.
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Our Annual Report is also available
in digital form under:
http://annual-report2017.bmwgroup.com

The fuel consumption, CO, emissions, power consumption and operating range figures
were determined according to the European Regulation (EC) 715/2007 in the version appli-
cable. The figures refer to a vehicle with basic configuration in Germany and the range
shown considers the different sizes of the selected wheels/tyres and the selected items of
optional equipment.

Further information on official fuel consumption figures and specific CO, emissions values
of new passenger cars is included in the “Guideline for fuel consumption, CO, emissions
and electric power consumption of new passenger cars”, which can be obtained free of
charge from all dealerships and at https://www.dat.de/en/offers/publications/
guideline-for-fuel-consumption.html.
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BMW GROUP IN FIGURES

Key non-financial performance indicators

- 01

2013 2014 2015 2016 2017 Change in %
GROUP
Workforce at year-end" 110,351 116,324 122,244 124,729 129,932 42
AUTOMOTIVE SEGMENT
Deliveries? 1,963,798 2,117,965 2,247,485 2,367,603 2,463,526 4.1
Fleet emissions in g CO,/km? 133 130 127 124 122 -1.6
MOTORCYCLES SEGMENT
Deliveries* 115,215 123,495 136,963 145,032 164,153 13.2
Further non-financial performance figures
- 02

2013 2014 2015 2016 2017 Change in %
AUTOMOTIVE SEGMENT
Deliveries
BMW?2 1,655,138 1,811,719 1,905,234 2,003,359 2,088,283 4.2
MINI 305,030 302,183 338,466 360,233 371,881 3.2
Rolls-Royce 3,630 4,063 3,785 4,011 3,362 -16.2
Total? 1,963,798 2,117,965 2,247,485 2,367,603 2,463,526 4.1
Production volume
BMWS 1,699,835 1,838,268 1,933,647 2,002,997 2,123,947 6.0
MINI 303,177 322,803 342,008 352,580 378,486 7.3
Rolls-Royce 3,354 4,495 3,848 4,179 3,308 -20.8
Total® 2,006,366 2,165,566 2,279,503 2,359,756 2,505,741 6.2
MOTORCYCLES SEGMENT
Production volume®
BMW 110,127 133,615 151,004 145,555 185,682 27.6
FINANCIAL SERVICES SEGMENT
New contracts with retail customers 1,471,385 1,509,113 1,655,961 1,811,157 1,828,604 1.0

' Figures exclude suspended contracts of employment, employees in the non-work phases of pre-retirement part-time arrangements and low income earners.
2 Including the joint venture BMW Brilliance Automotive Ltd., Shenyang (2013: 198,542 units, 2014: 275,891 units, 2015: 282,000 units, 2016: 316,200 units, 2017: 384,124 units).

3 EU-28.
4 Excluding Husqvarna, deliveries up to 2013: 59,776 units.

% Including the joint venture BMW Brilliance Automotive Ltd., Shenyang (2013: 214,920 units, 2014: 287,466 units, 2015: 287,755 units, 2016: 305,726 units, 2017: 396,749 units).

6 Excluding Husqvarna, production up to 2013: 59,426 units.



Key financial performance indicators
> 03

2013 2014 2015 2016 2017 Change in %
GROUP
Profit before tax in € million 7,893 8,707 9,224 9,665 10,655 10.2
AUTOMOTIVE SEGMENT
Revenues in € million 70,630 75,173 85,536 86,424 88,581 2.5
EBIT margin in % (change in %pts) 9.4 9.6 9.2 8.9 8.9 -
RoCE in % (change in %pts) 63.0 61.7 72.2 74.3 78.6 4.3
MOTORCYCLES SEGMENT
EBIT margin in % (change in %pts) 53 6.7 9.1 9.0 9.1 0.1
RoCE in % (change in %pts) 16.4 21.8 31.6 33.0 34.0 1.0
FINANCIAL SERVICES SEGMENT
RoE in % (change in %pts) 20.0 19.4 20.2 21.2 18.1 -3.1
Further financial performance figures
> 04
in € million 2013 2014 2015 2016 2017 Change in %
Total capital expenditure’ 6,711 6,100 5,890 5,823 7,112 22.1
Depreciation and amortisation 3,741 4,170 4,659 4,806 4,822 0.3
Free cash flow Automotive segment 3,003 3,481 5,404 5,792 4,459 -23.0
Revenues 76,059 80,401 92,175 94,163 98,678 4.8
Automotive 70,630 75,173 85,536 86,424 88,581 2.5
Motorcycles 1,504 1,679 1,990 2,069 2,283 10.3
Financial Services 19,874 20,599 23,739 25,681 27,567 7.3
Other Entities 6 7 7 6 7 16.7
Eliminations -15,955 -17,057 -19,097 -20,017 -19,760 1.3
Profit before financial result (EBIT) 7,978 9,118 9,593 9,386 9,880 5.3
Automotive 6,649 7,244 7,836 7,695 7,863 2.2
Motorcycles 79 112 182 187 207 10.7
Financial Services 1,643 1,756 1,981 2,184 2,194 0.5
Other Entities 44 71 169 -17 14 -
Eliminations —-437 -65 -575 -663 -398 40.0
Profit before tax (EBT) 7,893 8,707 9,224 9,665 10,655 10.2
Automotive 6,561 6,886 7,523 7,916 8,691 9.8
Motorcycles 76 107 179 185 205 10.8
Financial Services 1,619 1,723 1,975 2,166 2,207 1.9
Other Entities 164 154 211 170 80 -52.9
Eliminations -527 -163 -664 -772 -528 31.6
Income taxes -2,564 -2,890 -2,828 -2,755 -1,949 29.3
Net profit 5,329 5,817 6,396 6,910 8,706 26.0
Earnings per share in € 8.08/8.10 8.83/8.85 9.70/9.72 10.45/10.47 13.12/13.14 25.6/25.5
Pre-tax return on sales?in % (change in %pts) 10.4 10.8 10.0 10.3 10.8 0.5

' Expenditure for capitalised development costs, other intangible assets and property, plant and equipment.

2 Group profit before tax as a percentage of Group revenues.
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BMW Group deliveries of automobiles*
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BMW Group profit before financial result (EBIT)
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Norbert Reithofer

Chairman of the Supervisory Board



Dear Shareholders,

The BMW Group sold more than 100,000 electrified vehicles during the past year. With the

move towards electrification of the fleet and the biggest model offensive ever undertaken in the

company’s history, the BMW Group is getting ready for the future. The BMW Group delivered

an outstanding earnings performance in the financial year 2017 and once again confirmed its
leading position in the premium segment with record deliveries.

Monitoring and advisory activities of the Supervisory Board
Throughout the financial year 2017, the Supervisory Board performed its duties with the utmost
care in accordance with the law and the Articles of Incorporation. We provided the Board
of Management in their strategic development and management of the BMW Group with
constructive advice and closely and continuously monitored its running of the business.

The Board of Management reported regularly to us on the implementation of Strategy

NUMBER ONE > NEXT. Key areas of focus included the BMW Group’s strategy for drivetrain

technology and progress in the field of electric mobility. Further major activities were the revised

Board of Management compensation system and the Group business plan. At each of our five

Supervisory Board meetings, we discussed in detail the current situation of the BMW Group
with the Board of Management.

The Company’s situation and development have been continually in our focus, also outside of
meetings. The Board of Management reported to us regularly on the latest sales and workforce
figures and provided us with information on matters of particular importance as they arose.

Between meetings, the Chairman of the Board of Management, Mr Harald Kriiger, informed
me directly and promptly in our regular consultations on the current state of major business
transactions and projects.

Furthermore, when necessary, the Chairman of the Audit Committee, Dr Karl-Ludwig Kley,
liaised directly with the Member of the Board of Management responsible for Finance, Dr Nicolas
Peter, outside scheduled meetings.

In its regular reports on the BMW Group’s current situation, the Board of Management provided

us with information on the deliveries trend and the competitive environment in the Automotive

and Motorcycles segments as well as the development of new contracts and business volumes

in the Financial Services segment, also explaining any variances against forecast. The Board of

Management also provided us with the latest workforce figures, reported on developments on
key markets and explained business forecasts.

The Board of Management also highlighted in its situation reports important current transactions

and projects, which we then followed up in our in-depth discussions. These included, for

example, progress made in the areas of product quality and customer satisfaction. The Board of

Management also reported on events such as the “diesel summit” in Berlin and the International

Motor Show (IAA Cars) in Frankfurt. In addition, the Board of Management explained the status

of various cooperation negotiations and transactions, such as the establishment of a joint venture
with other manufacturers to build a European network of fast charging stations.

Regarding the Chinese market, the Board of Management provided us with detailed information
on business developments and specific local requirements and explained the strategy pursued
in this region.
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At the beginning of the year, the Board of Management presented to us the new models and
model revisions due for market launch in 2017.

One Supervisory Board meeting was held at the Dingolfing plant. A major focus of this
meeting was the report of the Board of Management on the development of the worldwide
production network, highlighting in particular international cooperation between the plants.
It also explained how Industry 4.0 innovations are being applied in production, for example
in the field of logistics, where components tracking increases supply reliability. The Group
has already been exploiting the possibilities of additive manufacturing (3D printing) in pro-
duction for several years. A further topic of the meeting was BMW Group’s strategy in the
area of taxes and customs duties. The Board of Management presented a range of scenarios
on the operational and financial impact for the BMW Group of the United Kingdom’s exit
from the European Union. We were also briefed by the Board on the US administration’s
announcements regarding taxes and duties and the possible consequences for the BMW Group.
We also discussed the CSR Directive Implementation Act and its impact on non-financial
reporting for the BMW Group. In this context, the Supervisory Board has amended its rules
of procedure and expanded the tasks of the Audit Committee. We commissioned the audit
firm PricewaterhouseCoopers GmbH to perform a voluntary, limited assurance review of the
separate report on non-financial information. During a guided tour of the Dingolfing plant,
we were able to learn about the future production of the BMWi NEXT, amongst others.

The two-day Supervisory Board meeting focused in particular on the Group’s strategy and the
long-term corporate plan.

During the first part of the meeting we discussed the annual review of Strategy NUMBER ONE > NEXT
with the Board of Management. The Board of Management explained the decisions taken in each
strategic area, such as the expansion of digital services and products and developments in the
field of autonomous driving. It also presented various scenarios for the development of drivetrain
systems and outlined the measures it has taken to respond flexibly to customer requirements. The
Board of Management also provided us with a detailed account of the competitive environment
in the electric mobility sector. We support the Board of Management’s initiatives to expand the
charging infrastructure.

In the course of a vehicle presentation, we had the opportunity to drive the current BMW Group

models with various drivetrain concepts on a test track. We were able to see for ourselves

the progress made in the field of autonomous driving. Selected vehicles, including various

battery-electric vehicles (BEVs), and technologies were also presented and explained to us
through models and exhibits.

In the second part of the meeting, we reviewed in detail the long-term corporate plan for the

years 2018 to 2023 and discussed in depth various risk scenarios with the Board of Management.

The Board of Management explained the Performance NEXT programme, which will support

the financing of future topics by leveraging potential on the performance and cost side. After

careful examination and discussion, we approved the plan and urged the Board to implement

systematically the measures proposed and to drive ahead with electric mobility at the BMW Group,
in order to act from a position of strength.



We also took a close look at the BMW Group’s IT strategy. The Board of Management explained

the steps already taken towards further digitalisation of the BMW Group. At the same time, it

informed us on the threat of cyberattacks and outlined the safeguards and defence measures
within the IT security management system.

At our final meeting of the financial year 2017, the Board of Management presented the annual
planning for the financial year 2018. We reviewed in detail the opportunities and risks and
discussed them with the Board of Management.

With respect to vehicle architecture, the Board of Management explained measures taken to
implement the electrification strategy and presented the specific benefits.

In addition, the Board of Management addressed the allegations made against BMW in various
media outlets with regard to emissions treatment and confirmed that the BMW Group engages
in no activities or technical measures to influence the test mode for measurement of emissions.

Furthermore, the Board of Management reported in detail on the performance, risk situation

and business strategies of the Financial Services segment. It described the measures in place

to comply with regulatory requirements and provided information on the status of regulatory
proceedings against a locally based financial services company.

Within the Personnel Committee and Supervisory Board, we closely examined the structure
and amounts of compensation for members of the Board of Management. In our review, we
took into account the development of the Group, as well as compensation of the executive
management and the overall workforce in Germany over time. In addition, we consulted studies
of the compensation at DAX-listed companies. We were assisted here by an independent external
compensation consultant. After a detailed examination and discussion, we concluded that
the compensation of the Board of Management for the financial year 2017, including pension
entitlements, is appropriate.

While leaving the existing overall upper limits unchanged, we have revised the compensation
system for the Board of Management. Apart from an increase in Board members’ base salary,
the focus was on revising the system for variable remuneration. We have paid special attention
to linking variable remuneration even more closely to sustainable business development and
the long-term business plan. A new multi-year component has been introduced, in the form of
a performance cash plan. Other provisions contained in the standard service contract for Board
members were also updated. With the agreement of its members, all Board of Management
service contracts have been amended with effect from 1 January 2018. Further information on
Board of Management compensation and on the new compensation system with effect from
the financial year 2018 is provided in the Compensation Report (see section Statement on
Corporate Governance).

A further topic reported on by the Board of Management was the current status of the diversity

concept. The Board informed us on the targets they have set for increasing the proportion

of women in the workforce, particularly in the management, and the current level of target

achievement. In addition, the Board of Management explained the measures it has taken to
encourage cultural diversity and a mixed age structure in the workforce.

1
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Together with the Board of Management, we gave careful consideration to the corporate governance
standards of the BMW Group as well as the provisions of the German Corporate Governance
Code. The same also applies to the proposal that the Chairman of the Supervisory Board should
engage in dialogue with investors on subjects specific to the Supervisory Board. As a result of the
revision of the compensation system with effect from the financial year 2018, it was necessary to
retrospectively cancel the previous performance targets for variable compensation for the years 2018
and 2019 and replace them with the new, more ambitious target system. The current Declaration
of Compliance pursuant to §161 AktG is included in the Corporate Governance Report.

The Supervisory Board had already adopted detailed targets for its own composition which
included competence-related criteria. These targets were confirmed in the form of the “competency
profile”. Based on a self-review conducted by the Supervisory Board, it was concluded that the
current composition of the Supervisory Board is in line with the targets of the diversity concept
and competency profile, as well as other targets set for its composition at 31 December 2017.

No conflicts of interest arose on the part of Members of the Board of Management or Supervisory

Board during the year under report. Significant transactions with Supervisory Board members

and other related parties as defined by IAS 24, including close relatives and intermediary entities,
were examined on a quarterly basis.

Following a detailed efficiency examination in the previous year, the Supervisory Board reviewed
the efficiency of its activities in 2017 on the basis of a structured questionnaire. Moreover, mem-
bers of the Supervisory Board had the opportunity to discuss matters with me individually. The
self-review was discussed in the full Supervisory Board. Overall, the work of the Supervisory Board
was deemed efficient. No significant need for change was identified. Proposals, for example with
respect to the reports provided by the Board of Management, were taken into account.

Average attendance of the five Supervisory Board meetings held in the financial year 2017 was 94 %.
An individualised overview of attendance at meetings of the Supervisory Board and its committees
for the financial year 2017 has been published on the BMW Group’s website. All members of the
Supervisory Board attended more than half of the meetings of the Supervisory Board and those
committees to which they belonged during their term of office in the financial year 2017.

Description of Presiding Board activities and committee work
In order to increase efficiency and ensure better preparation of its plenary meetings, the Super-
visory Board has established a Presiding Board and four committees. Committee chairpersons
reported in detail and in a timely manner on Presiding Board and committee work at the following
meeting of the Supervisory Board. The shareholder representatives were informed by myself of
the activities of the Nomination Committee. A detailed description of the duties, composition
and work procedures of the various committees is provided in the Corporate Governance Report.

The Presiding Board convened five times during the financial year under report. Assuming

no other committee was responsible, the focus of our activities was on preparing the detailed

agenda for the meetings of the full Supervisory Board. Complex and wide-ranging topics, such

as the long-term plan, were prepared together in detail with the Board of Management and

senior heads of department on the basis of written and oral reports. We also selected further

topics for full Supervisory Board meetings and made suggestions for reports submitted to
the full Supervisory Board.



The Audit Committee held five meetings and two telephone conference calls during the finan-

cial year 2017. In the course of those conference calls and at one meeting together with the

Board of Management, we reviewed the Quarterly Financial Reports prior to their publication.

Representatives of the external auditors were present during the presentation of the Half-Year
Financial Report.

The Audit Committee’s meeting in spring 2017 focused primarily on preparing for the Supervisory
Board meeting at which the financial statements were to be examined. Before recommending
to the full Supervisory Board that KPMG AG Wirtschaftspriifungsgesellschaft be elected as
Company and Group auditor at the Annual General Meeting 2017, we obtained a Declaration
of Independence from KPMG. We also considered the scope and composition of non-audit
services, including tax advisory services provided by KPMG entities to the BMW Group. We
found no indications of grounds for exclusion, conflicts of interest, or risk to the independence
of the auditor.

The fee proposals for the audit of the year-end Company and Group Financial Statements 2017 and

the review of the Half-year Financial Report were deemed appropriate. Subsequent to the Annual

General Meeting 2017, we therefore appointed KPMG AG Wirtschaftspriifungsgesellschaft for
the relevant engagements and specified additional audit focus areas.

During the financial year 2017, the Head of Group Controlling reported to the Audit Committee
on the current risk profile of the BMW Group. In this context, we reviewed in depth a number
of individual topics, such as risk management with regard to suppliers.

The Head of Group Financial Reporting presented to us current developments in the internal
control system (ICS) underlying financial reporting. The tests performed highlighted no material
ICS weaknesses which would jeopardise the system’s effectiveness.

The Head of Group Internal Audit presented the main findings of Group internal audits per-

formed during the year under report and outlined the areas of focus for planned audits. He also

informed us about an external quality assessment of Group audit activities, which concluded
that the relevant German and international standards were met.

A key focus of the Audit Committee’s work was on compliance. The Chairman of the BMW Group
Compliance Committee informed us about the status of compliance within the Group, initially
in the regular report at the end of June. He presented here new IT systems designed to support
compliance management. Immediately after the appearance of media reports on cartel allegations
at the end of July in connection with the so-called “circle of five”, we held a meeting of the Presiding
Board and the Audit Committee. The Board of Management informed us in detail of the status of
the internal investigation that it had immediately launched and which is being conducted with the
support of an international law firm. The Head of Legal Affairs and Patents explained the legal
background of the allegations. We also discussed the BMW Group Compliance Management’s
existing preventive measures with respect to antitrust compliance. The progress of the internal
investigation was analysed in detail at the two subsequent Audit Committee meetings, both of
which were attended by a representative of the appointed law firm. As a precautionary measure,
the Chairman of the Audit Committee also had the representative of the appointed law firm
report on the progress of the investigation without members of the Board of Management or
myself being present. These issues were discussed at length at the subsequent meetings of the
Supervisory Board.

13
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Another area of focus for the Audit Committee was preparing for the change in external auditor

with effect from the 2019 financial year. In this context, we organised a tender procedure in

accordance with new statutory requirements and, after carefully examining the applicants,

made a recommendation to the full Supervisory Board. The non-audit services provided by the
auditor were also regularly scrutinised.

An independent auditor engaged by us to conduct the mandatory audit of over-the-counter
derivative transactions confirmed the effectiveness of the system that BMW AG currently employs
to ensure compliance with regulatory requirements.

In conjunction with the Employee Share Programme, the Audit Committee approved the decision

of the Board of Management to raise the Company’s share capital in accordance with §4 (5) of

the Articles of Incorporation (Authorised Capital 2014) by €491,000 and to issue a corresponding

number of new non-voting bearer shares of preferred stock, each with a par value of €1, at
favourable conditions to employees.

The Personnel Committee convened four times during the financial year 2017. The meetings
focused on preparations for revising the Board of Management compensation system and related
service contracts.

The Personnel Committee also undertook the preparatory work for the Supervisory Board’s

decision to appoint a new Board of Management member to head the Sales and Brand BMW,

Aftersales BMW Group, taking account of the requirements profile and diversity concept agreed
upon for the Board of Management.

In individual cases, we also gave our approval to Board of Management members to assume
mandates outside the Group.

The Nomination Committee convened once during the financial year 2017. We reviewed the

succession planning for shareholder representatives and made recommendations for the proposal

of candidates for the Supervisory Board election of the Annual General Meeting 2018, taking
into account the composition targets previously resolved by the Supervisory Board.

The statutory Mediation Committee did not need to convene during the financial year 2017.



Composition of the Board of Management
The composition of the Board of Management changed at the turn of the year following the appoint-
ment of Pieter Nota as a Member of the Board of Management with effect from 1 January 2018.
Mr Nota has joined the BMW Group with a wealth of international experience in the areas of sales
and marketing. He succeeds Dr Ian Robertson as Board member responsible for Sales and Brand
BMW, Aftersales BMW Group. In agreement with the Supervisory Board, Dr Robertson retired
from the Board of Management with effect from the end of 31 December 2017. He will continue
to support the BMW Group with his expertise as ambassador of the BMW Group in the United
Kingdom until 30 June 2018. With his energy and commitment, Dr Robertson contributed to the
BMW Group’s outstanding growth and success during an almost ten-year term of office on the
Board. We wish to express our appreciation and thank Dr Robertson for his dedicated services.

In addition, we decided in three cases to renew the appointment of members of the Board of
Management.

Composition of the Supervisory Board,
the Presiding Board and Supervisory Board Committees
In view of the applicable age limit, with effect from the end of the Annual General Meeting
2017, Professor Henning Kagermann stepped down from the Supervisory Board, of which he
had been a member since 2010. We thank Professor Kagermann for his valuable work and the
trustful cooperation with which he served on the Supervisory Board. At the Annual General
Meeting 2017, Dr.-Ing. Heinrich Hiesinger was elected as new shareholder representative for
a five-year term of office.

The composition of the Presiding Board and the committees of the Supervisory Board remained
unchanged during the financial year. The Corporate Governance Report includes a summary
of the composition of the Supervisory Board and its committees.

Examination of financial statements and the profit distribution proposal
KPMG AG Wirtschaftspriifungsgesellschaft has audited the Company and Group Financial
Statements of Bayerische Motoren Werke Aktiengesellschaft (BMW AG). It also conducted a
review of the abridged Interim Group Financial Statements and Interim Group Management
Report for the six-month period ended 30 June 2017. The results of the review were presented
to the Audit Committee by representatives of KPMG AG Wirtschaftspriifungsgesellschaft. No
issues were identified that might indicate that the abridged Interim Group Financial Statements
and Interim Group Management Report had not been prepared in all material respects in
accordance with the applicable provisions.

15
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The Group and Company Financial Statements of BMW AG for the year ended 31 December 2017

and the Combined Management Report - as authorised for issue by the Board of Management

on 15 February 2018 - were audited by KPMG AG Wirtschaftspriifungsgesellschaft and given
an unqualified audit opinion.

The Auditor’s Report has been signed since the financial year 2016 by Christian Sailer, as
independent auditor (Wirtschaftspriifer), and since the financial year 2014 by Andreas Feege,
as independent auditor (Wirtschaftspriifer) responsible for the performance of the engagement.

The financial statements for the financial year 2017, the Combined Management Report, the
reports of the external auditors and the Board of Management’s profit distribution proposal
were made available to all members of the Supervisory Board in a timely manner.

The Audit Committee closely examined and discussed these documents at a meeting held on

26 February 2018. The Audit Committee reviewed in detail the key audit matters raised in

the auditor’s report of the Company and Group Financial Statements and the related audit
procedures performed by KPMG.

The Supervisory Board examined the relevant drafts of the Board of Management at its meeting

on 8 March 2018, after hearing the committee chairman’s report on the meeting of the Audit

Committee. In both meetings, the Board of Management gave a detailed explanation of the

financial reports it had prepared. Representatives of the external auditor were present at both

meetings. They reported on the main findings of their audit, explained the key audit matters in

the audits of the Company and Group Financial Statements and answered additional questions
of members of the Supervisory Board.

The representatives of the external auditor confirmed that the risk management system estab-

lished by the Board of Management is capable of identifying at an early stage developments that

might threaten the Company’s going-concern status. They confirmed that no material weaknesses

in the internal control system and risk management system with regard to the financial reporting

process were identified. Similarly, they did not identify in the course of their audit work any

facts that were inconsistent with the contents of the Declaration of Compliance pursuant to
§161 AktG, issued by the Board of Management and the Supervisory Board.

Based on thorough examination by the Audit Committee and the full Supervisory Board, we

concurred with the results of the external audit. In accordance with the conclusion reached

after the examination by the Audit Committee and the full Supervisory Board, no objections

were raised. The Group and Company Financial Statements of BMW AG for the financial year

2017 prepared by the Board of Management were approved at the Supervisory Board meeting
held on 8 March 2018. The financial statements have therefore been adopted.

We also examined the proposal of the Board of Management to use the unappropriated profit to
pay an increased dividend of €4.00 per share of common stock and €4.02 per share of non-voting
preferred stock. We consider the proposal appropriate and have therefore approved it.



On presentation of the Sustainable Value Report, the Audit Committee and the Supervisory
Board also reviewed the separate non-financial report of BMW AG (Company and Group) at
31 December 2017, which has been drawn up for the first time by the Board of Management. The
audit firm PricewaterhouseCoopers GmbH has performed a “limited assurance” review of these
reports and issued an unqualified opinion thereon. The documents were carefully examined
by the Audit Committee at its meeting on 26 February 2018 and by the Supervisory Board at
its meeting on 8 March 2018. The Board of Management gave a detailed explanation of the
reports at both meetings. Representatives of the auditors attended both meetings, reported on
significant findings and answered additional questions raised by the members of the Supervisory
Board. The Supervisory Board acknowledged and approved the separate non-financial report
(Company and Group) drawn up by the Board of Management.

Expression of appreciation by the Supervisory Board
We wish to express our appreciation to the members of the Board of Management and the
entire workforce worldwide of the BMW Group for their joint efforts and hard work, which have
contributed to the outstanding performance for the financial year 2017.

Munich, 8 March 2018

On behalf of the Supervisory Board

YOM rs

Norbert Reithofer

Chairman of the Supervisory Board
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Chairman of the Board of Management




Dear Shareholders,

Progress is not possible without change. Change is a constant in all of our lives. The BMW Group

charts its own course — with innovation, determination and foresight. We want to offer

solutions for the challenges of today and tomorrow. Each and every one of our associates is

giving their all. Our corporate culture encourages values of openness and transparency in
our everyday actions.

Financial year 2017: goals accomplished
At the BMW Group, we stand by our promises. And we deliver! We achieved our targets for the
financial year 2017, with new all-time highs for automobile and motorcycle deliveries, as well as
Group pre-tax earnings.

BMW Group leads global premium segment in 2017
More and more customers are buying vehicles built by the BMW Group. Our customers have made
this company a leading manufacturer in the global premium segment for the past 14 years. For
the seventh consecutive year, sales reached a new all-time high in 2017. As forecast, automotive
deliveries rose slightly to 2.46 million vehicles. This represents an increase of 4.1 percent in a
highly competitive environment.

Our strong, emotional brands are extremely desirable to customers. In Fortune Magazine’s
“World’s Most Admired Companies”, the BMW Group is now the highest-ranked automobile
manufacturer in the top 20 and the most admired European company.

All-time highs for BMW, BMW M, MINI and BMW Motorrad
Our core BMW brand once again sold more than two million vehicles in 2017 - over four percent
more than the previous year. BMW M GmbH also contributed to this, reporting record deliveries
of more than 80,000 M and M Performance models for the first time.

MINI sales climbed more than 3 percent to over 370,000 vehicles. BMW Motorrad saw a significant

increase, with deliveries of motorcycles and scooters up more than 13 percent to 164,000 units.

In the ultra-luxury segment, Rolls-Royce was unable to match the previous year’s strong result.

With the Phantom model changeover and in a difficult environment, sales decreased by around
16 percent to 3,362 vehicles.

Milestone: over 100,000 electrified vehicles sold
Electric mobility is currently our main strategic focus. We reached an important milestone
on the road to sustainable mobility last year, when I presented the 100,000th electrified
vehicle sold by the BMW Group to its new owner at BMW Welt in Munich. It was a BMW i3,
purchased by an 80-year-old customer - which just goes to show that it is never too late to
switch to an electric car.

In 2017, we delivered 103,080 cars with electrified drivetrains to customers. Overall, sales of our
BMW i models together with BMW iPerformance and MINI Electric plug-in hybrids increased
by two-thirds over the previous year.
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Every customer and every market counts
It is part of our philosophy that every customer counts — and so does every market. We aim for a
balanced distribution of sales across the main market regions of Europe, Asia and the Americas.
This enables us to balance out regional market fluctuations.

Asia was the main growth driver in 2017 and China the most important single market. In

Mainland China, deliveries climbed to more than 590,000 vehicles. In Europe, sales remained

on a par with the previous year, at around 1.1 million units, despite a downturn in the UK,

with ongoing Brexit negotiations. In the Americas and the US, we saw slight decreases, with

total sales of around 450,000 vehicles for the region. However, the trend has reversed in the US
since late 2017.

Our value creation is as global as it is flexible
The high flexibility of our global production network lays the foundation for the BMW Group’s
continued growth. In 2017, twice as many vehicles came off the production line than in 2009.
The company currently operates 31 facilities in 14 countries, and we continue to invest in our
locations in Germany and worldwide. A good example of this is the major expansion of our
Dadong plant in Shenyang, China, which we operate as part of our joint venture with Brilliance
China Automotive Holdings Ltd.

In San Luis Potosi, Mexico, plant construction is proceeding according to schedule. We are already
qualifying young specialists at our new training centre there. Over the next few years, we will
see different types of drivetrains on the roads. We are preparing our sites for this diversity by
creating flexible architectures and plants. This will allow us to produce models with efficient
combustion engines alongside electric vehicles and plug-in hybrids. From 2020 on, the use of
scalable modular electric construction kits will enable us to fit all model series with any type of
drivetrain. This will make us extremely flexible, whichever way demand develops.

Financial indicators reach new highs
In the financial year 2017, Group revenues rose slightly to reach a new all-time high of 98.7 billion
euros. Earnings before tax posted a significant increase of 10.2 percent year-on-year and exceeded
10 billion euros for the first time. Annual net profit was up 26 percent to 8.7 billion euros.

The Group financial statements also reflect the positive impact of the tax reform in the US. The

EBIT margin in the Automotive segment stands at 8.9 per cent and therefore remains within

our target range. The Financial Services segment once again made a significant contribution to
the Group result, with pre-tax earnings of more than 2 billion euros.

Significantly higher dividend
Dear shareholders, your company remains on track for success — and it is only fitting that you
should share in that success. The Board of Management and Supervisory Board will therefore
propose to the Annual General Meeting that the unappropriated profit of BMW AG for the
financial year 2017 be used to issue a dividend of 4.00 euros per share of common stock and
4.02 euros per share of preferred stock. That is the highest dividend the company has ever paid.
BMW AG associates in Germany will also benefit from the company’s positive performance
through our profit-sharing programme.



The momentum will continue in financial year 2018

Phase II of the biggest model offensive in our history
In 2018, we will enter the second year of the biggest model offensive in our history. We will
continue moving forward, with highly emotional new models like the BMW i8 Roadster and
the BMW Z4.

We are focusing on two segments in particular: first, the highly profitable luxury class. Here, we

will be launching new luxury models like the BMW 8 Series, the BMW X7 and the Rolls-Royce

Phantom onto the market. These will bring us closer to our goal of occupying the leading position
in the luxury segment.

2018 will also be our “X year”, with the expansion of our highly successful BMW X family. As
well as the X7, this will include the new X3 available since late last year, the cool new X2 and
the new X4. I am sure our new X vehicles will totally appeal to our customers.

Half a million electrified vehicles in total by the end of 2019
Electrification will remain a top priority for us over the coming years. We aim to sell more than
140,000 electrified vehicles in 2018 and have half a million electrified BMWs and MINIs on the

roads by the end of 2019.

When the BMW i3 was released in 2013, not many would have believed that the BMW Group
would today be leading the market for electrified vehicles in Europe. Today, in this growing
segment, we already have a much larger market share than in traditional drivetrains.

All our brands will gradually be electrified. All electrified BMW models will become part of

BMW i. We have a clear roadmap to 2025: in 2019, a battery-electric MINI; in 2020, the first fully

electric model from the core BMW brand, the X3. These will be followed in 2021 by the iNEXT,
our new technology flagship, which the whole company will learn from.

BMW i Vision Dynamics eagerly awaited
This concept car was one of the stars of the Frankfurt Motor Show in 2017. In the BMW 1 Vision
Dynamics, we are targeting an electric range of 600 kilometres - fifth-generation storage and
battery technology will make this possible.

Electrification pays off:
European fleet CO, emissions continue to fall
By stepping up the pace on sustainable drivetrains, we are also reducing our fleet CO, emissions.
This was also the case in 2017, even though the percentage of diesel vehicles decreased, partly
due to the current discussions in Germany. Emissions figures for our new vehicle fleet in Europe
currently stand at 122 grams of CO, per kilometre. We have a clear objective to meet the European
Union’s emissions requirements from 2021.
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Developing electric mobility infrastructure
Against this backdrop, we are actively supporting infrastructure development. We aim to be a
system provider for electric mobility: with ChargeNow and IONITY for charging infrastructure,
the new BMW Energy Services business segment and our Battery Cell Competence Centre
in Munich.

The future belongs to autonomous driving
We will officially open our campus for autonomous driving, just outside Munich, in spring 2018.
Here, we will work with our partners, Intel and Mobileye, to develop autonomous driving - which
we see as one of the main driving forces for the mobility of tomorrow. A growing number of
renowned companies from different industries are joining our shared platform. We believe
that security is vital to autonomous driving - not just with respect to the vehicles themselves,
but also customer data.

Ten million BMW Group vehicles are already connected via Connected Drive. It takes about

25 million test kilometres to get an autonomous vehicle ready for series production. In 2018, our

fleet of autonomous BMW 7 Series models will continue to collect data on the roads, mainly in
Germany, Israel and California.

Global expansion of the NOW family
Systematic expansion of our mobility services is firmly anchored in our Strategy NUMBER ONE > NEXT.
In early 2018, we signed a contract to acquire 100 percent of DriveNow. Our premium car-sharing
service already has over a million customers in 13 cities. A growing number of older people,
families and business travellers are also using DriveNow. Our ReachNow service is available in
the US and, since late 2017, also in China, in collaboration with a local partner.

Finding a parking space is a problem for many drivers. Earlier this year, the BMW Group acquired
Parkmobile LLC, in a move that makes us the largest provider of mobile parking services in
North America and Europe, with 22 million customers in 1,000 cities.



Dear Shareholders,
These examples show how we are successfully shaping the future of mobility in all its different
facets. With your support, we are transforming ourselves into a tech company for mobility
with a clear focus on customers and service. You have given us your backing for our long-term
approach with Strategy NUMBER ONE > NEXT. For that, I would like to thank you personally,
and on behalf of the entire Board of Management and our associates worldwide.

Our associates stand behind Strategy NUMBER ONE > NEXT
According to our most recent employee survey, 90 percent of our associates say they are proud
to work for the BMW Group. More than 80 percent say they are familiar with the target and
content of our strategy. This shared understanding will give us even greater momentum. We all
want the BMW Group to be the first place customers turn to for individual premium mobility
experiences. We aim to be the clear number one.

Your company delivers consistently high profitability
Of course, dear shareholders, that also means ensuring your company remains profitable. The
BMW Group has the financial resources to fund these upfront investments in the future - which
gives us a clear competitive edge. Our R&D ratio will increase in 2018, from 6.5 to 7 percent, or
around 7 billion euros. Expenditure will also remain high in 2019. For the past eight years, we
have kept the EBIT margin in the Automotive segment within our target range of 8 to 10 percent,
or higher, from one quarter to the next. We intend to maintain this high-level of consistency.

Top-rated European automobile manufacturer
Our sharp focus on the future, combined with solid financials, enables us to have easier
access to international capital markets. Moody’s has upgraded BMW AG’s long-term rating to
A1. Our company also has the highest Standard & Poor’s rating of any European automobile
manufacturer.

We will continue to follow our path, taking advantage of the opportunities that arise. By doing
so, we can ensure that BMW AG remains an attractive investment over the long term and a
company with a promising future.

Harald Kriiger

Chairman of the Board of Management
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Ratings at top level

Dividend proposal foresees
significant increase

—> www.bmwgroup.com/ir

Over the course of 2017, capital markets were influ-
enced by a favourable global economy. Positive growth
signals coming from emerging markets as well as robust
economic developments in industrialised countries
made for an encouraging year on worldwide exchanges.

Development of BMW stock compared to stock
market indices since 28 December 2012
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Favourable year on stock markets

A variety of factors influenced developments on
stock markets during the period under report. The
year began with considerable political uncertainty
concerning future developments in the European
Union (EU). Consequently, the German stock index
(DAX) recorded its low point for the year in February at
11,510 points. Concerns about the stability of the EU
abated following the strong election performance of
pro-European parties in the Netherlands and France,
providing the DAX with renewed upward momentum
towards the middle of the year. Nevertheless, the
ongoing tension between the USA and North Korea
dampened the mood on stock markets perceptibly.
In the autumn months, positive economic and job
market figures in Germany contributed to an upswing
on the stock market. Despite uncertainty surrounding
the formation of a new government in Germany, the
DAX remained stable during the final months of the
year. Furthermore, the European Central Bank’s (ECB)
decision to keep benchmark interest rates low — and
thus maintain its expansionary monetary policy — had
a beneficial impact on investor sentiment. In the USA,
the Federal Reserve gradually raised the reference
interest rate. Likewise, the Bank of England increased
interest rates for the first time in a decade. The reform
bill passed to cut tax rates in the USA also fuelled
hopes of further economic growth.
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The DAX remained above the previous year’s closing
level throughout the year. After the elections in the
Netherlands and France, the index rose in June 2017
to its then high for the year of 12,889 points before
retreating somewhat during the summer months.
Thanks to a strong upturn lasting through to early
October, the DAX closed the year at 12,918 points,
posting a significant gain for the period (+12.5%).

The EURO STOXX 50 recorded a 6.5 % rise over the
same period, finishing the year at 3,504 points.

Investor uncertainty caused the Prime Automobile
Index to lose ground significantly during the first half
of the year, driven by doubt as to whether the business
models of German automobile manufacturers will
remain profitable going forward. The debate about
diesel engines had a further negative impact on the
German automobile sector. The IAA motor show in
Frankfurt am Main in September 2017 strengthened
confidence on capital markets with the presentation
of numerous initiatives in the field of electric mobility.
The improvement in investor sentiment was reflect-
ed in the sector index, which finished the year at
1,687 points, 12.0 % up over the previous year.

BMW common stock followed the downward trend
of the sector index during the first seven months of
the year, finishing July 12.4 % down on the previous
year-end level. Its value picked up after the IAA, rising
to an interim high of €89.97 in November 2017. After
losing some ground during the remainder of the year,
BMW common stock closed at €86.83, 2.2 % down over
the year. BMW preferred stock finished the year at
€74.64, 2.7 % up on its market price one year earlier.

At the end of 2017, with market capitalisation amount-
ing to some €56.3 billion, the BMW Group was among
the ten most valuable German enterprises listed on
the stock market.



Ratings remain at top level

Thanks to its consistent future-oriented approach and
solid financials, the BMW Group continues to be the
best-rated carmaker in Europe.

Standard &
Company rating Moody’s Poor’s
Non-current financial liabilities Al A+
Current financial liabilities P-1 A-1
Outlook stable stable

Since December 2013, BMW AG has had a long-term
rating of A+ (stable outlook) and a short-term rating
of A-1 from the rating agency Standard & Poor’s.
This represents currently the highest rating given by
Standard & Poor’s to a European car manufacturer.

In January 2017, Moody’s raised its long-term rating
for BMW AG from A2 (positive outlook) to A1 (stable
outlook). The P-1 short-term rating was confirmed.
The improved assessment reflects the attractive
product launches as part of the model offensive, the
good position of the BMW Group with regard to the
challenges faced by the automobile industry, a con-
sistently strong operating performance and a solid
financial and capital structure.

The ratings underline the BMW Group’s robust
financial profile and excellent creditworthiness. As
a result, the Company not only enjoys good access to
international capital markets, but also benefits from
attractive refinancing conditions.

Employee Share Programme

For more than 40 years, BMW AG has enabled its
employees to participate in its success. Since 1989,
this participation has taken the form of an Employee
Share Programme. A total of 491,114 shares of pre-
ferred stock were issued to employees as part of this
programme in 2017.

In this context, and with the approval of the Super-
visory Board, the Board of Management increased
BMW AG’s share capital in 2017 by €491,000 from
€657,109,600 to €657,600,600 by issuing 491,000 new
non-voting shares of preferred stock. This increase
was executed on the basis of Authorised Capital 2014
in Article 4 (5) of the Articles of Incorporation. The
new shares of preferred stock carry the same rights as
existing shares of preferred stock. The newly issued
shares of preferred stock for employees are entitled to
receive dividends with effect from the financial year
2018. In addition, 114 shares of preferred stock were
acquired via the stock market or as a result of cancelled
employee purchases relating to the previous year.

Significantincrease in dividend

Due to the positive earnings development, the
Board of Management and the Supervisory Board
are proposing to the Annual General Meeting to use
the net profit of BMW AG of €2,630 million (2016:
€2,300 million) for the payment of a dividend of
€4.00 per share of common stock (2016: €3.50) and a
dividend of €4.02 per share of preferred stock (2016:
€3.52). The payout ratio for the year 2017 therefore
stands at 30.2% (2016: 33.3 %).



BMW stock
->n
2017 2016 2015 2014 2013
COMMON STOCK
Number of shares in 1,000 601,995 601,995 601,995 601,995 601,995
Stock exchange price in €'
Year-end closing price 86.83 88.75 97.63 89.77 85.22
High 90.83 92.25 122.60 95.51 85.42
Low 77.71 65.10 75.68 77.41 63.93
PREFERRED STOCK
Number of shares in 1,000 55,605 55,114 54,809 54,500 54,260
Stock exchange price in €1
Year-end closing price 74.64 72.70 77.41 67.84 62.09
High 78.89 74.15 92.19 74.60 64.65
Low 67.29 56.53 58.96 59.08 48.69
KEY DATA PER SHARE IN €
Dividend
Common stock 4.00? 3.50 3.20 2.90 2.60
Preferred stock 4.02? 3.52 3.22 2.92 2.62
Earnings per share of common stock?® 13.12 10.45 9.70 8.83 8.08
Earnings per share of preferred stock* 13.14 10.47 9.72 8.85 8.10
Free cash flow Automotive segment 6.78 8.81 8.23 5.30 4.58
Equity 82.95 72.08 65.11 57.03 54.25

' Xetra closing prices.
2 Proposed by management.
* Weighted average number of shares for the year.

* Stock weighted according to dividend entitlements.
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Intensive communication with capital markets
continued

The BMW Group continued to inform analysts, inves-
tors, and rating agencies throughout 2017 with regular
quarterly and year-end financial reports. The com-
prehensive information package provided for capital
market participants included numerous one-on-one
and group meetings, dedicated socially responsible
investment (SRI) roadshows for investors using sustain-
ability criteria in their investment decisions, and debt
roadshows for fixed-income investors and credit ana-
lysts. Communication focused on the BMW Group’s
new model offensive and answers to the challenges
facing the automobile industry going forward. Topics
discussed included autonomous driving and electric
mobility. A further focus was the profitability of the
BMW Group’s business models. In addition to partici-
pating in various conferences and roadshows, product
presentations and a technology workshop were held
for analysts and investors in Munich.
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Fleet CO, emissions again reduced

€6,108 million

/1 +18.3%

Research and develop-
ment expenditure up
significantly

ORGANISATION AND
BUSINESS MODEL

—> www.bmwgroup.com/company

This Combined Management Report incorporates the
management reports of Bayerische Motoren Werke
Aktiengesellschaft (BMW AG) and the BMW Group.

General information on the BMW Group is provided
below. There have been no significant changes com-
pared to the previous year.

Bayerische Motoren Werke Aktiengesellschaft
(BMW AG), based in Munich, Germany, is the parent
company of the BMW Group. The general purpose of
the Company is the production and sale of engines,
engine-equipped vehicles, related accessories and
products of the machinery and metal-working
industry as well as the rendering of services related
to the aforementioned items. The BMW Group is
subdivided into the Automotive, Motorcycles and
Financial Services operating segments. The seg-
ment Other Entities primarily comprises holding
companies and Group financing companies. The
BMW Group operates on a global scale and is rep-
resented in more than 150 countries. At the end of
the reporting period, the BMW Group employed a
workforce of 129,932 people.

Founded in 1916 as Bayerische Flugzeugwerke AG
(BFW), Bayerische Motoren Werke G.m.b.H. came
into being in 1917 before finally becoming Bayerische
Motoren Werke Aktiengesellschaft (BMW AG) in 1918.
The BMW Group comprises BMW AG and all subsidi-
aries over which BMW AG has either direct or indirect
control. BMW AG is also responsible for managing the
BMW Group as a whole.

With the three automobile brands BMW, MINI and
Rolls-Royce, as well as the motorcycles business
BMW Motorrad and the Financial Services busi-
ness, the BMW Group gives its customers and their
demands always the highest priority. The BMW Group
is therefore one of the most successful makers of
automobiles and motorcycles worldwide and among
the largest industrial companies in Germany. It is the
only manufacturer that focuses exclusively on the
premium segment with all its brands. With BMW,
MINI and Rolls-Royce, the BMW Group owns three
of the best-known premium brands in the automotive
industry. In addition to its strong market position in
the premium segment of the global motorcycles sector,
the BMW Group is also successful in the financial



services business. Moreover, the BMW Group has
developed in recent years into one of the leading
providers of premium services for individual mobility.

In 2016, the BMW Group presented its Strategy
NUMBER ONE > NEXT. This builds on the previous
strategy and expands its scope in light of new develop-
ments and the social responsibility of the BMW Group.
At the heart of Strategy NUMBER ONE > NEXT is a
commitment to future-oriented activity with develop-
ment of products, brands and services in the premium
segment for individual mobility. New technologies such
as alternative drivetrains, digitalisation and connec-
tivity are further key areas of focus. The BMW Group
is currently in the process of transformation from a
traditional automobile maker to a customer-oriented
mobility company. This means that customer focus will
be given greater emphasis. All activities of the Group
are oriented towards the customer.

Presentation of segments

In order to provide a better insight into the Group, this
report also includes a presentation of the operating
segments Automotive, Motorcycles and Financial
Services.

Automotive segment

The core BMW brand caters to a broad array of cus-
tomer requirements, ranging from fuel-efficient and
innovative models equipped with Efficient Dynamics
to efficient, high-performance BMW M vehicles. At the
same time, the BMW Group continues to redefine the
boundaries of premium with BMW i. With an even
greater focus on innovation and sustainability, BMW 1
embodies the vehicle of the future, with electric drive-
train, intelligent lightweight construction, exceptional
design and newly developed mobility services.

The MINI brand is an icon promising supreme
driving pleasure in the premium small car segment.
Rolls-Royce is the strongest brand in the ultra-luxury
segment with a tradition stretching back well over
100 years. Rolls-Royce Motor Cars is specialised in
bespoke customer experiences and offers the highest
level of quality and service.

The global sales network of the automobile business
currently comprises around 3,400 BMW, 1,580 MINI
and 140 Rolls-Royce dealerships. Within Germany, sales
are conducted through branches of the BMW Group
and independent authorised dealerships. Sales outside
Germany are handled primarily by subsidiary compa-
nies and by independent import companies in some
markets. The BMWi dealership and agency network
currently covers more than 1,500 locations.

Motorcycles segment

The Motorcycles business is also clearly focused on
the premium segment. The model range currently
comprises motorcycles for the Sport, Tour, Roadster,
Heritage, Adventure and Urban Mobility segments.
BMW Motorrad also offers a broad range of equip-
ment options to enhance rider safety and comfort.
The motorcycles sales network is organised similarly
to that of the automobiles business. Currently, BMW
motorcycles are sold by more than 1,200 dealerships
and importers in over 90 countries.

Financial Services segment

The BMW Group is also a leading provider of finan-
cial services in the automobile sector, operating
more than 50 entities and cooperation arrangements
with local financial services providers and importers
worldwide. The segment’s main business is credit
financing and the leasing of BMW Group brand cars
and motorcycles to retail customers. Customers can
also choose from an attractive array of insurance and
banking products. Operating under the brand name
Alphabet, the BMW Group’s international multi-brand
fleet business provides financing and comprehen-
sive management services for corporate car fleets
in 19 countries. Through its multi-brand business
Alphera, the BMW Group provides credit financing,
leasing and other services to retail customers. The
segment also supports the BMW Group’s dealership
organisation, for example by financing dealership
vehicle inventories.
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Research and Development

A major factor in the success of the BMW Group is
its consistent focus on the future. A long tradition of
innovation is not only the basis of the BMW Group’s
economic success, but an integral part of its corporate
philosophy. Shaping individual mobility and finding
innovative solutions today for the needs of tomorrow
is a key driving force for the BMW Group. Research
and development (R&D) are therefore of key import-
ance for the BMW Group as a premium provider.

With its Strategy NUMBER ONE > NEXT, the
BMW Group is focusing on the topics of electric
mobility, digitalisation and autonomous driving. The
key trends of individual mobility are summarised
at the BMW Group in the term ACES (Autonomous,
Connected, Electrified, Services).

Accordingly, the BMW Group’s R&D activities include
the following four topics:

1. Autonomous
Since 2017, the BMW Group has pooled its devel-
opment expertise in the fields of vehicle connec-
tivity and autonomous driving at its own develop-
ment centre. More than 600 BMW Group
employees are now working in cooperation with
other partners at a campus near Munich, thereby
developing and expanding the open platform
for autonomous driving. By the end of the expan-
sion, more than 2,000 employees will be work-
ing at the new site towards achieving fully auto-
nomous driving in fields ranging from software
development to road testing.

2. Connected
The second strategic direction is summarised un-
der the term Connected Drive, an integrated digi-
tal concept in which the driver, the vehicle and
the outside world are all able to interact with one
another. The vehicle can be attuned to the individ-
ual needs of each driver, thus making it a smart
companion. In future, transferring certain tasks to
the vehicle will broaden the range of options avail-
able to the customer when driving. The time saved
can be used for other purposes. This results in
increased comfort for the driver and greater safety
for road users in general. Numerous safety and
comfort features already exist in BMW, MINI and
Rolls-Royce brand automobiles as well as BMW
Motorrad brand motorcycles. In 2021, the
BMW iNEXT will take to the roads with an elec-
tric drivetrain and full connectivity. It will also
reach a new level on the way to autonomous
driving.

3. Electrified
One of the strategic objectives of the BMW Group
is to continuously optimise the energy efficiency
of automobiles and motorcycles, including elec-
trification of the product range across all brands.
Under the term Efficient Dynamics, the
BMW Group has been successfully working on
reducing fuel consumption and vehicle emissions
through the development of highly efficient com-
bustion engines, increasing electrification of drive-
trains, intelligent lightweight construction,
improved aerodynamics and coordinated energy
management.

The BMW i brand reflects Efficient Dynamics in its
most systematic form. Flexible vehicle architec-
ture, innovative electric and plug-in hybrid drive-
trains and the use of new materials are the results
of an integrated approach that is also reflected in
a resource-efficient selection of materials and the
intensive use of renewable energy in the production
process. This contributes to a very favourable
environmental footprint in BMW 1 vehicles over the
entire product life cycle.



As part of the BMW i brand, the BMW iPerformance
range forms a model family of its own with plug-in
hybrid drivetrains. All BMW iPerformance models
are equipped with a smart energy management
system that ensures ideal interaction between the
combustion engine and the electric motor. The
option to drive all-electric, added efficiency gained
through electric assistance features and the
spontaneous response characteristics provided by
the additional electric drivetrain lead to a new
harmony of driving pleasure and sustainability.
The flexibility of the technologies used makes

it possible to rapidly expand the broad range of
iPerformance models to include further series

as required.

With its MINI Electric, MINI is reinterpreting the
urban tradition of the brand for the electric age
and reinventing individual mobility for the city.
The market launch of the first plug-in hybrid of
the MINI brand (MINI Cooper S E Countryman
ALL4: fuel consumption in 1/100 km (com-
bined) 2.3-2.1//CO, emissions in g/km (com-
bined) 52 -49//Electric power consumption

in kWh/100 km (combined) 14.0 - 13.2) in sum-
mer 2017 was followed by the presentation of
the all-electric MINI Electric Concept at the JAA
Cars in 2017. The series launch of all-electric
MINI vehicles is scheduled to begin in 2019.

The Vision 100 study presented for the Rolls-Royce
brand in 2016 gave customers a first glimpse into
the future of automobile luxury powered by electric
drivetrains.

. Services
The fourth strategic direction relates to individual
mobility services. The BMW Group aims to be
the leading provider of premium mobility services
going forward. To achieve this, it is essential to
understand clearly the needs of its customers
worldwide. This knowledge is the basis for pro-
viding customers with an attractive, comprehen-
sive range of services. This includes easy-to-use,
digitally supported mobility services that also
feature bring-and-collect services or help custom-
ers find free parking spaces in urban environ-
ments. Further information can be found in the
section “Sales and Marketing”.

—>see
note 7

Against a backdrop of rapid technological change
within the automotive industry, the BMW Group
also enters into specific cooperation agreements with
selected technology partners. The aim of collabor-
ation with external partners, also across sectors, is
to combine expertise in order to bring innovations to
customers within the shortest time possible.

A total of 14,047 people at 16 locations in five coun-
tries worked in the BMW Group’s global research and
development network at 31 December 2017.

Research and development expenditure rose sig-
nificantly year-on-year to €6,108 million (2016:
€5,164 million; +18.3%). The research and develop-
ment expenditure ratio stood at 6.2% (2016: 5.5%).
The ratio of capitalised development costs to total
research and development expenditure for the peri-
od (capitalisation rate) stood at 39.7 % (2016: 40.5 %).
Amortisation of capitalised development costs totalled
€1,236 million (2016: €1,222 million; +1.1 %). Further
information on research and development expendi-
ture is provided in the Report on Economic Position
(Results of Operations) and in - note 7 of the Group
Financial Statements.

In 2017, numerous awards and prizes once again
underscored the BMW Group’s high level of inno-
vation competence, above all in the areas of design,
the use of innovative technologies and intelligent
connectivity.
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Sustainability

Long-term thinking and responsible action have long
been the foundations of the BMW Group’s identi-
ty and its economic success. As early as 1973, the
BMW Group appointed an environmental officer in
what was then a pioneering development within the
automobile sector. Today, the Sustainability Board,
comprising all members of the Board of Management,
sets the strategic direction along with binding targets.
Since 2001, the BMW Group has been committed to
the United Nations Environment Programme, the
UN Global Compact and the Cleaner Production
Declaration.

For years, the BMW Group has ranked among the most
sustainable companies in the automotive industry and
is the only carmaker to have been listed consecutively
in the renowned Dow Jones Sustainability Index since
1999.

The BMW Group takes a holistic approach to sus-
tainability management that encompasses the entire
value chain. Apart from reduction of CO, emissions,
key components of the sustainability strategy include
operational environmental protection, sustainability
in the supply chain, employee orientation and social
commitment.

Since 1995, the BMW Group has cut the CO, emis-
sions of new cars sold in Europe (EU-28) by more than
42%. Average CO, emissions in Europe (EU-28) in 2017
amounted to 122 g/km (2016: 124 g/km; -1.6 %). The
systematic expansion of the Group’s vehicle fleet with
alternative drivetrains as well as innovative mobility
services have contributed significantly to the progress
made. In 2017, for the first time more than 100,000
electrified vehicles were sold in one year.

The BMW Group has set itself the goal of being a
leader in the use of renewable energy in production
and the value chain. In 2017, 81 % (2016: 63 %) of
the BMW Group’s electricity worldwide came from
renewable sources.

In view of increasingly complex supplier relationships,
it is important for the BMW Group to work together
with suppliers to increase transparency and resource
efficiency along the supply chain. The aim is to require
suppliers to comply with environmental and social
standards across the value chain.

The BMW Group attaches great importance to training
and development of its workforce. In 2017, investment
in training and development programmes across the
Group amounted to €349 million (2016: €352 million).
In addition, 1,554 trainees were hired worldwide. A
total of 4,750 young people are currently undergoing
vocational training or participating in internal pro-
grammes to develop young talent.

For several years now, the BMW Group has supported
intercultural exchange. In partnership with the UN
Alliance of Civilizations, the BMW Group presents
the Intercultural Innovation Award for exemplary
projects in this field.

The principles and importance of sustainable business
management are emphasised in the new Strategy
NUMBER ONE > NEXT, which includes a clear com-
mitment to preserving resources. The BMW Group
remains fully committed to ecological and social
sustainability along the entire value chain as well as
to comprehensive product responsibility.

Further information on sustainability and human
resources can be found in the sections “Workforce”
and “Sustainability” in the Group Management Report
and in the Sustainable Value Report 2017 published
on the Company’s website at = https://www.bmwgroup.com/svr.



Production Network

At the end of the reporting period, the Group’s pro-
duction network totalled 31 locations in 14 countries.
These comprise 19 BMW Group plants, five joint
ventures, four partner plants and three contract
production plants. The same quality, safety and sus-
tainability standards apply for all plants throughout
the BMW Group production network worldwide.

The 19 BMW Group plants comprise 13 automobile and
engine plants, two plants for BMW motorcycles, three
sites for producing components, pressed parts and
tools and one supply centre. In 2017, the BMW Group
was already producing electrified vehicles at a total
of nine locations.

Locations Country Products
BMW GROUP PLANTS

Araquari Brazil BMW 3 Series, BMW X1, BMW X3, BMW X4

Berlin Germany BMW motorcycles, Maxi-Scooters, car brake discs

Chennai India BMW 1 Series, BMW 3 Series, BMW 5 Series, BMW 6 Series, BMW 7 Series,

BMW X1, BMW X3, BMW X5

Dingolfing Germany BMW 3 Series, BMW 4 Series, BMW 5 Series, BMW 6 Series,

BMW 7 Series, BMW M

Chassis and drivetrain components

Components for electric mobility

Rolls-Royce bodywork, pressed parts

Eisenach Germany Toolmaking, outer body parts for Rolls-Royce, aluminium tanks for BMW Motorrad

Hams Hall United Kingdom Petrol engines for BMW, MINI

BMW 8 plug-in hybrid engines

Core engine parts

Landshut Germany Lightweight construction components, electric drivetrain systems and special engines

Leipzig Germany BMW 1 Series, BMW 2 Series, BMW i, BMW M

Manaus Brazil Motorcycles

Munich Germany BMW 3 Series, BMW 4 Series, BMW M

Petrol and diesel engines, high-performance engines for M models

Core engine parts

Oxford United Kingdom MINI Hatch, MINI Clubman

Rayong Thailand BMW 1 Series, BMW 3 Series, BMW 5 Series, BMW 7 Series,

BMW X1, BMW X3, BMW X4, BMW X5

Motorcycles

Regensburg Germany BMW 1 Series, BMW 2 Series, BMW 3 Series, BMW 4 Series,

BMW X1, BMW X2, BMW M

Rosslyn South Africa BMW 3 Series

Spartanburg USA BMW X3, BMW X4, BMW X5, BMW X6, BMW M

Steyr Austria Petrol and diesel engines for BMW and MINI

Core engine parts

High-performance engines for M models

Swindon United Kingdom Pressed parts and bodywork components

Wackersdorf Germany Distribution centre for parts and components

Cockpit assembly
Processing of carbon fibre components

Rolls-Royce Manufacturing Plant Goodwood United Kingdom

Rolls-Royce Phantom, Ghost, Wraith, Dawn
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The plants in Shenyang (China) are operated within
the joint venture with Brilliance China Automotive

Dadong and Tiexi automobile plants as well as an
engine plant complete with foundry and battery

Holdings Ltd. The Shenyang site comprises the -7 factory.

Locations Country Products

JOINT VENTURE BMW BRILLIANCE

AUTOMOTIVE HOLDINGS LTD.

Dadong (Shenyang) China BMW 5 Series Extended-Wheelbase Version

Tiexi (Shenyang) China BMW 1 Series, BMW 2 Series, BMW 3 Series (and Extended-Wheelbase Version),
BMW X1 Extended-Wheelbase Version

Tiexi (Shenyang) China Petrol engines, production of core engine parts

SGL Automotive Carbon Fibers (ACF) is a joint oper- In November 2017, the SGL Group and the BMW Group

ation of the BMW Group and the SGL Group. At the signed an agreement, under which SGL Carbon SE will

Moses Lake site in the state of Washington, USA, carbon gradually acquire the BMW Group’s 49 % stake in the

fibres are produced for subsequent use in manufactur- joint operation SGL ACF. At the same time, an agreement

ing carbon fibre fabrics in Wackersdorf. L exists for the continuation of the business relationship

in future projects involving the use of carbon.

Locations Country Products
JOINT OPERATION

SGL AUTOMOTIVE CARBON FIBERS

Moses Lake USA Carbon fibres
Wackersdorf Germany Carbon fibre fabrics




The main function of the BMW Group’s four part-
ner plants is to serve regional markets. During the
year under report, BMW and MINI vehicles were

_T|

manufactured in Kaliningrad (Russia), Cairo (Egypt),
Jakarta (Indonesia) and Kulim (Malaysia).

Locations Country Products
PARTNER PLANTS

Jakarta Indonesia BMW 3 Series, BMW 5 Series, BMW 7 Series, BMW X1, BMW X3, BMW X5
Cairo Egypt BMW 3 Series, BMW 5 Series, BMW X1, BMW X3, BMW X4, BMW X5, BMW X6
Kaliningrad Russia BMW 3 Series, BMW 5 Series, BMW 7 Series, BMW X1, BMW X3, BMW X4, BMW X5, BMW X6
Kulim Malaysia BMW 1 Series, BMW 3 Series, BMW 5 Series, BMW 7 Series,

BMW X1, BMW X3, BMW X4, BMW X5, BMW X6, MINI Countryman

The BMW Group also awards production contracts
to external partners for specific vehicle types and
motorcycles. During the period under report, BMW
and/or MINI models were produced by Magna

_T|

Steyr AG & Co KG, Graz (Austria) and VDL Nedcar
bv, Born (Netherlands). In addition, BMW motorcycles
were manufactured by TVS Motor Company Limited,
Hosur (India).

Locations Country Products
CONTRACT PRODUCTION

Born Netherlands MINI Hatch, MINI Convertible, MINI Countryman, BMW X1
Graz Austria BMW 5 Series Sedan
Hosur India Motorcycles
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BMW Group locations worldwide

- 12

43

/1 Sales subsidiaries and

Financial Services
locations worldwide

31

1 Production and
assembly plants

16

1 Research and
development

locations

Headquarters Russia
India
China
Canada South Korea
O
d
USA Japan
A \ A
A 7
A A
A A
[ ] A Hong Kong
Mexico
O /
e Thailand
. o 4
United Arab [ ] |
Emirates Malaysia
Ey
N Singapore*
O
Brazil
\ Indonesia*
Argentina*® - ™
\ Australia
South Africa
New Zealand »
A Research and development
network outside Europe
BMW Group Designworks, Newbury
Park, USA
BMW Group Technology Office USA,
Mountain View, USA
BMW Group Engineering and
Emission Test Center,
Oxnard, USA
Prod'uctlon BMW Group ConnectedDrive Lab
outside Europe China, Shanghai, China, and
W BMW Group plant Araquari, Brazil gr':/'W?}fqucpr?esignwmksstudio
BMW Group plant Chennai, India Bl\/la\;\]IgGaly Tmah v Offi
BMW Group plant Manaus, Brazil Shan hraoiucphiig nologyBitice,
BUW et Ravona. Thal O Partner plants gna,
GroupplantRayong, Thailand outside Europe BMW Group Engineering China,
BMW Group plantRosslyn, South Africa ) Beijing, China
BMWG lantSpartanbura. USA Partnerplant, Hosur, India BMWG Endi inaJ
roupplantspartaniurg, Partnerplant, Jakarta, Indonesia foup Engineering Japan, b

4 BMW Brilliance Automotive, China
(jointventure—3plants)

4 SGLAutomotive CarbonFibers
(jointoperation—2 plants)

Partner plant, Cairo, Egypt
Partnerplant, Kaliningrad, Russia
Partnerplant, Kulim, Malaysia

Tokyo, Japan

BMW Group Engineering USA,
Woodcliff Lake, USA

BMW Technology, Chicago, USA

Sales subsidiaries and
Financial Services
locations worldwide

*Sales locations only.
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BMW Group locations in Europe

- 13
Norway
Sweden
Germany
Netherlands Finland*
UK
Denmark
Czech
1%
Ireland Republic
Poland*
Austria
Belgium
Slovakia*
France
Hungary*
Switzerland / \ Romania*
Spain Vol \ Bulgaria*
Portugal /
Italy
Slovenia*
Malta Greece

B Production in Europe
BMW Group plant Berlin

o A Research and development
BMW Group plant Dingolfing

network in Europe
BMW Group plant Eisenach BMW Group Researchand Innovation
BMW Group plant Landshut Centre (FIZ), Munich, Germany
BMW Group plant Leipzig BMW Group Researchand
BMW Group plant Munich Technology, Munich, Germany
BMW Group plant Regensburg BMW Group Autonomous Driving

Campus, UnterschleiBheim, German
BMW Group plant Wackersdorf pu ' et fmany

BMW Group Designworks, Munich,
BMW Group plant Steyr, Austria roup Hesignwor un!

O Partner plants Germany
BMW Group plantHams Hall, UK in Europe BMW Car [T, Munich, Germany .
BMW Group plant Oxford, UK Partnerplant, Born, BMW Innovation and Technology
BMW Group plant Swindon, UK Netherlands Centre, Landshut, Germany Sales subsidiaries and
Rolls-Royce Manufacturing Plant, Partnerplant, Graz, BMW Diesel Competence Centre, Financial Services

Goodwood, UK Austria Steyr, Austria locations Europe
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MANAGEMENT SYSTEM

The business management system applied by the
BMW Group follows a value-based approach, with a
clear focus on profitability, consistent growth, value
increase for capital providers and safeguarding jobs.
To ensure the desired degree of corporate autonomy,
the Company’s available capital is to be profitably
employed. The prerequisite is that the amount of
profit generated sustainably exceeds the cost of the
Company’s equity and debt capital.

The BMW Group’s internal management system
is based on a multi-layered structure with varying

_T|

degrees of detail, depending on the level of aggre-
gation. Operating management occurs primarily at
segment level. In order to manage long-term Company
performance and assess strategic issues, additional
key performance indicators are taken into account
within the management system at Group level. In this
context, with effect from the beginning of the 2017
financial year, the pre-tax return on sales has been
introduced as a new indicator of earnings quality for
the BMW Group as a whole. Value added continues
to serve as an indicator for the contribution made
to enterprise value during the financial year. This
approach is made operational at both Group and
segment level through key financial and non-finan-
cial performance indicators (value drivers). The link
between value added and the relevant value drivers
is shown in simplified form in the following diagram.

BMW Group - value drivers
> 14

— Expenses

Profit — -

Returnonsales

Return on capital

Value added - (RoCE or RoE)

Revenues

Capital turnover

Capital employed

Cost of capital

— X

Average weighted
cost of capital rate




Due to the high level of aggregation, it is impractical
to manage the business on the basis of value added.
This key indicator therefore only serves for reporting
purposes. Relevant value drivers having a significant
impact on business performance and therefore on
enterprise value are defined for each controlling level.
The financial and non-financial value drivers are
reflected in the key performance indicators used to
manage the business. In the case of project decisions,
the system provides a project-oriented management
logic based on value or profitability measures. These
provide a fundamental basis for decision-making.

Management of operating performance

at segment level

—> Operating performance at segment level is managed
at an aggregated level on the basis of returns on capi-
tal. Depending on the business model, the segments
are measured on the basis of return on total capital
or equity. Specifically, return on capital employed
(RoCE) is used for the Automotive and Motorcycles
segments and return on equity (RoE) for the Financial

—> see sections
Performance
Indicators and
Outlook

Services segment. These indicators combine a wide
range of relevant economic information, such as prof-
itability (return on sales) and capital efficiency (capital
turnover), to provide a measurement of segment
performance and the development of enterprise value.

Automotive segment

The most comprehensive key performance indica-
tor used for the Automotive segment is RoCE. This
indicator provides information on the profitability of
capital employed and the operational business. RoCE
is measured on the basis of segment profit before
financial result and the average capital employed in
the segment. The strategic target for the Automotive
segment’s RoCE is 26 %.

Profit before
financial result

RoCE Automotive =
Average capital
employed

Return on capital employed

- 15
Average
Profit before financial result in € million capital employed in € million Return on capital employed in %
2017 2016 2017 2016 2017 2016
Automotive 7,863 7,695 10,009 10,361 78.6 743

Capital employed corresponds to the sum of all cur-
rent and non-current operational assets, less liabilities
that do not incur interest (e.g. trade payables and
other provisions).

Due to its key importance for the Group as a whole,
the Automotive segment is managed on the basis of
additional key performance indicators which have a
significant impact on RoCE and hence on segment
performance. These value drivers are sales volume,
segment revenues and the operating return on sales
(EBIT margin: profit/loss before financial result as
a percentage of revenues) as the key performance
indicator for segment profitability. The management
system also takes into account average CO, emissions
for the fleet, which, through their influence on ongoing
development costs and due to regulatory requirements,
can have a significant long-term impact on Group
performance. Fleet emissions correspond to average
CO, emissions of new cars sold in the EU-28 countries.

By managing the business on the basis of key value
drivers, it is possible to gain a better understanding
of the causes of changes in the RoCE and to define
suitable measures to influence it.
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Motorcycles segment
As with the Automotive segment, the Motorcycles

Profit before
financial result

segment is managed on the basis of RoCE. Capital RoCE _
employed is determined on the same basis as in the Motorcycles = .
Automotive segment. The strategic RoCE target for Average capital
the Motorcycles segment is 26 %. al employed
Return on capital employed
- 16
Average
Profit before financial result in € million capital employed in € million Return on capital employed in %

2017 2016 2017 2016 2017 2016

Motorcycles 207 187 609 566 34.0 33.0

In view of the increasing strategic importance of the
segment, the operating return on sales (EBIT margin:
profit/loss before financial result as a percentage of
revenues) was adopted in the year under report as a
key performance indicator. The long-term target range
is between 8 and 10 %. In conjunction with the non-
financial value driver sales volume, this will enable
RoCE development to be understood in greater detail.

Financial Services segment
As is common practice in the banking sector, the
Financial Services segment is managed on the basis -7

of return on equity. RoE is defined as segment profit
before tax, divided by the average amount of equity
capital in the Financial Services segment. In view
of generally increasing regulatory requirements, a
greater amount of equity capital will be allocated to
the segment in future, which will result in a lower
RoE. In this context, the long-term target return will
be changed with effect from 2018 from at least 18 %
currently to at least 14 %.

Profit before tax
RoE Financial

Services

Average equity capital

Return on equity
> 17

Profit before tax in € million

Average equity capital in € million Return on equity in %

2017 2016

2017 2016 2017 2016

Financial Services 2,207 2,166

12,167 10,236 18.1 21.2




Strategic management at Group level

Strategic management and quantification of financial
implications within the long-term corporate planning
are performed primarily at Group level. The key
performance indicators are Group profit before tax
and the size of the Group’s workforce at the year-end.
Group profit before tax provides a comprehensive
measure of the Group’s overall performance after
consolidation effects and a transparent basis for com-
paring performance, particularly over time. The size of
the Group’s workforce is monitored as an additional
key non-financial performance indicator.

The information provided by these two key perfor-

return on sales and value added. Value added, as
a highly aggregated performance indicator, also
provides an insight into capital efficiency and the
(opportunity) cost of capital required to generate
Group profit. A positive value added means that a
company is generating more value than the cost of
capital.

Value added earnings amount —
Group cost of capital

earnings amount —
(cost of capital rate X

mance indicators is further complemented by pre-tax -7 capital employed)

Earnings amount Cost of capital (equity + debt capital) Value added Group
in € million 2017 2016 2017 2016 2017 2016
BMW Group 10,958 10,000 6,843 6,407 4,115 3,593

Capital employed comprises the average amount of
Group equity employed during the year as a whole,
the financial liabilities of the Automotive and Motor-
cycles segments, and pension provisions. The earnings
amount corresponds to Group profit before tax, adjust-
ed for interest expense incurred in conjunction with
the pension provision and on the financial liabilities of
the Automotive and Motorcycles segments (earnings
before interest expense and taxes). The cost of capital
is the minimum rate of return expected by capital
providers in return for the capital employed. Since
capital employed comprises an equity capital (e.g.
share capital) and a debt capital element (e.g. bonds),
the overall cost of capital rate is determined on the
basis of the weighted average rates for equity and debt
capital, measured using standard market procedures.
The pre-tax average weighted cost of capital for the
BMW Group in 2017 was 12 %, unchanged from the
previous year.

Value-based project management

Operational business in the Automotive and Motor-
cycles segments is largely shaped by its life-cycle-
dependent project character. Projects have a substantial
influence on future business performance. Project
decisions are therefore a crucial component of financial
management in the BMW Group.

Project decisions are based on calculations derived
from the expected cash flows of the individual project.
Calculations are made for the full term of a project,
incorporating future years in which the project is
expected to generate cash flows. Project decisions
are taken on the basis of net present value and the
internal rate of return calculated for the project.

The net present value of a project indicates the extent
to which a project will be able to generate a positive
contribution to earnings over and above the cost of
capital. A project with a positive net present value
enhances value added and therefore results in an
increase in enterprise value. The internal rate of return
of the project corresponds to the average return on
capital employed in the project. It is equivalent to the
multi-year average RoCE for an individual project. It is
therefore consistent with one of the key performance
indicators.

For all project decisions, the project criteria and
long-term periodic results impact are measured and
incorporated in the long-term Group forecast. This
approach enables an analysis of the impact of pro-
ject decisions on periodic earnings and profitability
over the term of each project. The overall result is a
cohesive management model.
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REPORT
ON ECONOMIC
POSITION

Best-ever sales volume for
automobiles and motorcycles

€10,655 million

/1 +10.2%

Group profit up
significantly

GENERAL AND
SECTOR-SPECIFIC
ENVIRONMENT

General economic environment

Compared to the previous year, the global economy
improved noticeably during the period under report
with a growth rate of 3.7 %. The economic upturn
extended to all regions of the world, regardless of
political uncertainties. The Chinese economy also
grew at a faster rate.

The eurozone recorded its fourth consecutive year of
growth in 2017. At 2.5%, the region even registered
its biggest increase in gross domestic product (GDP)
since the financial crisis. With economic output up in
Germany (+2.2%), France (+1.9 %), Italy (+1.5 %) and
Spain (+3.1 %), GDP growth within the eurozone was
broadly based. The favourable order-book levels of
industrial companies, rising exports and an increased
willingness to invest contributed to this positive
development. This led, amongst others, to a drop in
unemployment from recent high levels to their low-
est level for several years. Despite rising government
spending, the debt ratio for the 19 eurozone countries
dropped slightly to 88 % of GDP.

In the United Kingdom, uncertainty regarding the
country’s future relations with the EU continued to
dominate. Previously favourable consumer sentiment
within private households subsided perceptibly and
the public sector was able to make only a moderate
contribution to economic growth. As a consequence,
economic growth slowed for the third time in succes-
sion to stand at 1.8 %. The situation was aggravated by
the Bank of England’s raising interest rates in order
to dampen price inflation. The weak pound, on the
other hand, caused exports to pick up significantly
during the period under report and restricted import
growth, resulting in a lower current account deficit.

Economic output in the USA continued to expand
at a robust rate of 2.3% in 2017. Private domestic
demand, boosted in part by low unemployment, was
a key source of momentum for the economy. Exports
and industrial production also grew strongly. In light
of these factors, the US Federal Reserve raised interest
rates further over the course of the year and changed
its reinvestment policy for securities.



China’s GDP grew by 6.9 % in 2017, driven by further
year-on-year growth in industrial production. Demand
from private households remained at a similarly high
level to previous years. However, rising levels of debt
within the private sector prompted the central bank to
tighten monetary policy. As aresult, the increase in the
price of real estate in China’s largest cities was halved.

At 1.7 %, the Japanese economy grew far more dy-
namically in 2017 than in previous years. Consumer
spending and demand for capital goods increased,
in part substantially. Exports also increased strongly
due to the weak yen. Industrial production grew at
the fastest rate since 2010.

Solid GDP growth was also registered for emerging
markets overall. Russia (+1.5%) and Brazil (+0.9 %)
both returned to growth. The upswing in Russia
was broadly based, with private demand picking
up noticeably and both investment and industrial
production also recovering. By contrast, economic
growth in Brazil was able to gain only moderate
momentum. Although industrial production rose
moderately, domestic consumer spending remained
flat and investment spending even fell for the fourth
year in succession.

After a relatively weak first half of 2017 in India, due
to the impact of the switch to new banknotes, the
economy experienced a turnaround during the second
half of the year. Over the year as a whole, the Indian
economy recorded a 6.6 % increase in GDP.

Currency markets

The US dollar/euro exchange rate fluctuated between
1.04 and 1.20 US dollars to the euro during 2017 and
weakened slightly on average to 1.13 US dollars to the
euro. As announced, the US Federal Reserve raised its
benchmark interest rates during the year under report,
thus continuing on its less expansionary monetary
course. The ECB reduced the volume of its purchases
of securities during the same period.

Fluctuations in the value of the British pound currently
also reflect political uncertainty. At the beginning of
2017, the pound was able to regain some ground. With
new elections resulting in a minority government,
doubts emerged regarding the United Kingdom’s
future political course and its economic performance.
The value of the British currency fell from 0.84 to an
interim rate of 0.93 pounds to the euro, ending the
year with an average rate of 0.88 pounds to the euro.

The Chinese renminbi again lost value year-on-year,
with an average exchange rate of 7.63 renminbi to the
euro for the period. The Japanese yen fell by about
5% in 2017. The average exchange rate for the year
was 127 yen to the euro.

By contrast, the currencies of major emerging econ-
omies rose in value during the reporting period. The
Russian rouble and the Brazilian real gained some
12 % and 7 % respectively against the euro. The Indian
rupee appreciated by just 1% against the euro.

Exchange rates compared to the euro
> 18
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Energy and raw materials prices

The agreement reached between the Organisation
of Petroleum Exporting Countries (OPEC) and other
countries to cut back crude oil production proved
stable during the year under report and was extended
at the end of 2017. Against this backdrop, the price
of Brent crude oil per barrel rose from an average of
44 US dollars in 2016 to 54 US dollars in 2017.

The robust economy also boosted demand for precious
and non-ferrous metals in 2017. The average price of
raw materials relevant for the BMW Group increased
in part significantly by between 15 and 40 % year-on-
year. On the production side, stricter environmental
regulations and severe weather events resulted in
reduced supply availability.

Steel markets developed similarly, with prices for
the input materials iron ore and coking coal rising
again in 2017. In addition, both the USA and the EU
continued to apply protectionist measures on steel
products from various countries. At the same time, the
wave of consolidation in the steel industry continued.

Steel price trend
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International automobile markets

Registrations of passenger cars and light commercial
vehicles on international automobile markets grew by
1.9 % to 87.7 million units in 2017. The overall positive
trend from the previous year therefore continued,
albeit at a less dynamic pace. Momentum came pri-
marily from Europe (15.6 million units; +3.3 %) and
China (24.7 million units; +2.4 %). By contrast, regis-
trations in the USA fell by 1.8 % to 17.2 million units.

In Europe, Italy (2.0 million units; +8.0 %) and Spain
(1.2 million units; +7.7 %) recorded robust growth.
French and German markets both performed better
than one year earlier, recording increases of 4.8 %
to 2.1 million units and 2.7 % to 3.4 million units
respectively. The UK automobile market was domi-
nated during the year under report by uncertainty
regarding the Brexit negotiations, causing the number
of registrations to drop by 5.7 % to 2.5 million units.

Japan saw a turnaround on the domestic automobile
market in 2017, with new registrations rising signifi-
cantly by 5.5 % to 5.0 million units.

Automobile markets in major emerging economies
came out of recession in much stronger health in 2017.
Russia saw a 16.1 % increase to 1.5 million units, while
registrations in Brazil grew by 9.9 % to 1.9 million units.

International motorcycle markets

Motorcycle markets in the 250 cc plus class developed
inconsistently in 2017. Worldwide, motorcycle registra-
tions were slightly down on the previous year (-1.5%).
Motorcycle registrations in Europe increased by 1.8 %.
However, declining markets in Germany (-12.9 %) and
the UK (-2.1 %) had a dampening effect on the overall
performance. By contrast, increases were recorded
for Spain (+3.8 %) and France (+6.6 %). A particularly
strong rise of 14.3 % was registered in Italy. The abso-
lute number of new registrations in Italy was therefore
higher than in Germany for the first time since 2012.
The US market fell short of the previous year’s level
for the second year in succession (-5.4 %).
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International interest rate environment and
development of pre-owned vehicle prices in the
premium segment

The global economy gained momentum in 2017. Major
central banks supported this development with their
continued expansionary policy. Over the course of
the year, however, they also took measures partly to
tighten monetary policy.

The ECB, on the other hand, continued its monetary
policy. In October, it announced it would halve the
volume of its bond purchases with effect from Janu-
ary 2018. This news was perceived by capital markets
as a sign of a less expansionary monetary policy rather
than a turnaround.

High import costs brought about by the weakening
of the British pound since the Brexit decision caused
inflation in the UK to rise above its target of 2 % over
the course of the year. In a bid to counteract this devel-
opment, the Bank of England decided in November
to raise its interest rate by 25 basis points to 0.5 %.

During 2017, the US Federal Reserve continued the
process of normalising its monetary policy. In the
course of the year, it resolved on three occasions to
raise the benchmark interest rate, in each case by 0.25 %
and to gradually reduce the size of its balance sheet.

After a strong performance in the first half of the
year, economic momentum in China dropped slightly
in the second half. At the same time, inflation rose
moderately, driven by rising raw material prices. After
repeated increases in money market interest rates,
the Chinese central bank decided against any further
tightening of its monetary policy in the second half
of the year.

The Japanese economy gained pace in 2017 and unem-
ployment fell to a 20-year low. As the inflation rate
remained well below the target of 2%, the Japanese
central bank decided to retain its highly expansionary
monetary policy.

In some European countries, in particular Germany
and the UK, diesel engines were often the subject of
political discussions in 2017. Pre-owned car markets
in the premium segment responded here with price
declines for diesel vehicles. In mainland Europe,
prices for petrol vehicles remained stable or even
rose slightly, resulting in stable price levels overall.
In the UK a similar effect was seen for pre-owned
diesel and petrol vehicles, however the overall market
for pre-owned premium vehicles was slightly down on
previous years. Prices for pre-owned vehicles were also
slightly down in North America. Markets in Asia have
so far been unaffected by discussions about types of
engine. Prices in this region were stable in 2017 and
even slightly up in China.

OVERALL ASSESSMENT
BY MANAGEMENT

Overall assessment of business performance

The BMW Group can look back on a successful
business performance in 2017, despite growing
uncertainties in the international environment and
increased competition. The overall picture for the
results of operations, financial position and net assets
was positive. Overall, the business development met
or even exceeded management expectations. This
assessment also takes into account events after the
end of the reporting period.



FINANCIAL AND NON-
FINANCIAL PERFORMANCE
INDICATORS

The following section provides information on the key
financial and non-financial performance indicators for
the Group and segments. They are used as the basis for
internal management of the BMW Group. As part of
the analysis of operations and the financial condition
of the BMW Group, forecasts made the previous year
for the financial year 2017 are compared with the
actual business development in 2017.

Group

Profit before tax: significant increase

Group profit before tax increased significantly year-
on-year by 10.2 % to €10,655 million and therefore
surpassed expectations (2016: €9,665 million). In
the Quarterly Report to 30 September 2017, the
BMW Group predicted a solid increase in Group
profit before tax. In the Annual Report 2016, a slight
increase had been foreseen.

The BMW Group profited among other things from
strong volume growth in the Automotive and Motor-
cycles segments. The significantly higher financial
result also played an important role. This included a
substantial contribution from the result from equity
accounted investments, which grew as a result of
improved performance of the joint venture BMW
Brilliance Automotive Ltd., Shenyang, as well as
valuation effects arising from the participation of new
investors in the HERE mapping service. Furthermore,
commodity derivatives gave rise to further positive
valuation effects in other financial result, particularly
in the final quarter of the year.

Workforce at year-end: slight increase

The BMW Group workforce consisted of 129,932 employ-
ees at the end of the reporting period (31 Decem-
ber 2016: 124,729 employees; +4.2 %). Projects relating
to the electrification of vehicles, autonomous driving
and the new model offensive played a major role in
the workforce increase. Growth in automobile and
motorcycle business and the expansion of financial
and mobility services also contributed to the higher
head count.

As foreseen in the outlook for the financial year
2017, there was a slight increase in the size of the
BMW Group’s workforce, which was thus in line with
expectations.

" Including the
joint venture
BMW Brilliance
Automotive Ltd.,
Shenyang
(2017:384,124
units, 2016:
316,200 units).

2EU-28.

Automotive segment

Deliveries to customers: slight increase

In 2017, the Automotive segment sold a record number
of vehicles for the seventh year in succession. Despite
growing political and economic uncertainties in the
international environment, deliveries to customers
increased slightly by 4.1% to a total of 2,463,526*
BMW, MINI and Rolls-Royce brand vehicles (2016:
2,367,603" units). Dynamic market conditions, par-
ticularly in Asia, had a positive impact on automobile
sales volumes. In Europe, sales volume remained at
the previous year’s high level despite slightly lower
deliveries to customers in Germany and the UK. Sales
volume in the Americas region, however, was slightly
down on the previous year.

Sales of the core BMW brand increased slightly by
4.2 % to 2,088,283 units in the year under report
(2016: 2,003,359* units). MINI also recorded slight
growth, with deliveries up by 3.2 % to 371,881 units
(2016: 360,233 units). Rolls-Royce Motor Cars sold
3,362 units (2016: 4,011 units; -16.2%).

As foreseen in the outlook for the financial year 2017,
Automotive segment sales volumes increased slightly
and were therefore in line with expectations.

Fleet carbon dioxide (CO,) emissions?:

slight decrease

The fleet-wide deployment of Efficient Dynamics
technologies and the increasing proportion of
electrified automobiles are effectively reducing
vehicle CO, emissions. CO, emissions from the vehi-
cle fleet sold in Europe (EU-28) decreased slightly
in the year under report to 122 g CO,/km (2016:
124 g CO,/km; -1.6 %).

As foreseen in the outlook for the full year 2017, fleet
carbon emissions fell slightly and were therefore in
line with forecast.
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Revenues: slight increase

Automotive segment revenues rose by 2.5 % in 2017 to
anew high level of €88,581 million and were therefore
slightly up on the previous year (2016: €86,424 million).
The favourable translation effects on foreign currencies,
which led to an upward revision of the outlook for
revenues at the end of the first half-year, could not
be realised, as reported in the Quarterly Report to
30 September 2017.

The forecast of a slight rise in Automotive segment
revenues made in the Annual Report 2016 was there-
fore confirmed.

EBIT margin in target range of between 8 and 10%
The EBIT margin in the Automotive segment (profit
before financial result divided by revenues) came in
unchanged at 8.9 % compared to the previous year. As
foreseen for the financial year 2017, the EBIT margin
in the Automotive segment was therefore within the
target range of between 8 and 10 % and in line with
expectations.

Return on capital employed: slight increase

The return on capital employed (RoCE) increased to
78.6% (2016: 74.3 %; +4.3 percentage points), reflect-
ing the improvement in capital employed and the
positive segment earnings development, which was
better than expected. Higher deferred income from
Connected Drive and service contracts also had an
impact.

The outlook for RoCE, which had already been raised
in the Quarterly Report to 30 June 2017 from a slight
decrease to in line with last year’s level was once more
exceeded. The RoCE of the Automotive segment in
2017 was therefore once again well above the mini-
mum target of 26 %.

Motorcycles segment

Deliveries to customers: significant increase

The Motorcycles segment reported significant growth
in 2017, with deliveries to customers rising by 13.2 % to
164,153 units (2016: 145,032 units). This performance
not only set a new record, it also took the single-year
sales volume figure above the 150,000 mark for the
first time.

As foreseen in the outlook for the financial year 2017,
Motorcycles segment sales volumes increased signif-
icantly and were therefore in line with expectations.

EBIT margin in target range of between 8 and 10%
The EBIT margin in the Motorcycles segment (profit
before financial result divided by revenues) came in at
9.1% (2016: 9.0 %; +0.1 percentage point). As foreseen
for the financial year 2017, the EBIT margin was within
the target range of between 8 and 10 % and therefore
in line with expectations.

Return on capital employed: slight increase

The return on capital employed (RoCE) of the Motorcy-
cles segment increased slightly by 1.0 percentage point
to 34.0% (2016: 33.0 %), mainly reflecting effective
working capital management and the improvement
in earnings.

The outlook for RoCE, which had been raised in the
Quarterly Report to 30 June 2017 from in line with
last year’s level to a slight increase, was achieved. In
the Annual Report 2016, RoCE in line with last year’s
level had been foreseen.



Financial Services segment

Return on equity: slight decrease

As predicted in the Annual Report 2016, the return

on equity of the Financial Services segment was lower
than one year earlier, at 18.1 % (2016: 21.2%; - 3.1 per-
centage points). The slight decrease mainly reflected -7

the impact of more stringent regulatory requirements
for equity capital. Nevertheless, the internal RoE tar-
get of at least 18 % was once more achieved.

The key performance indicators of the BMW Group
and its segments can be summarised as below:

BMW Group comparison of 2017 forecasts with actual outcomes 2017

- 22
Forecast for2017 Forecast revision Actual outcome

in 2016 Annual Report during the year in2017
GROUP
Profit before tax slight increase Q3: solid increase € million 10,655 (+10.2 %)
Workforce at year-end slight increase 129,932 (+4.2 %)
AUTOMOTIVE SEGMENT
Deliveries to customers’ slight increase units 2,463,526 (+4.1%)
Fleet emissions? slight decrease g CO,/km 122 (-1.6 %)

Q2: solid increase
Revenues slight increase Q3: slight increase € million 88,581 (+2.5%)
target range
EBIT margin between 8 and 10 % 8.9(-)
Q2:in line with
Return on capital employed slight decrease last year’s level % 78.6 (+4.3 %pts)
MOTORCYCLES SEGMENT
Deliveries to customers significant increase units 164,153 (+13.2 %)
target range

EBIT margin between 8 and 10 % 9.1 (+0.1%pts)
Return on capital employed in line with last year’s level Q2: slight increase % 34.0 (+ 1.0 %pts)
FINANCIAL SERVICES SEGMENT
Return on equity slight decrease % 18.1 (-3.1%pts)

" Including the joint venture BMW Brilliance Automotive Ltd., Shenyang (2017: 384,124 units).

2EU-28.
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Automotive Segment

Deliveries up slightly to new record level

The BMW Group sold 2,463,526 BMW, MINI and
Rolls-Royce brand vehicles worldwide in 2017, thereby
setting a new record for the seventh year in succession
(2016: 2,367,603* units; +4.1%). BMW brand sales
increased slightly by 4.2 % to 2,088,283* units (2016:
2,003,359* units). The number of MINI brand vehicles
sold also grew slightly by 3.2 % to 371,881 units (2016:
360,233 units). Rolls-Royce Motor Cars delivered 3,362
limousines to its customers during the period under
report (2016: 4,011 units; -16.2%). A new all-time
high was thus not only recorded at Group level, but
also for the BMW and MINI brands.

Dynamic growth in Asia, volatility on European
and US markets
The BMW Group reported further significant sales

of its three brands, matching the previous year’s high
figure (2016: 1,092,155 units; +0.9 %). In Germany,
deliveries to customers fell slightly year-on-year to
295,805 units (2016: 298,928 units; -1.0 %). In the UK,
sales volume at 241,674 units was also down on the
previous year (2016: 252,205 units; —4.2 %).

The highly competitive market environment on the
American continent dampened the Group’s sales per-
formance, particularly during the first nine months
of 2017. Deliveries fell by 2.0 % to 451,136 units
(2016: 460,398 units). Sales in the USA fell slightly
by 3.5 % to 353,819 units (2016: 366,493 units). In the
fourth quarter of 2017, however, a turnaround was
perceptible in both the USA (98,137 units; fourth
quarter 2016: 96,609 units; +1.6 %) and on the conti-
nent as a whole (124,547 units; fourth quarter 2016:
122,393 units; +1.8 %).

BMW Group - key automobile markets 2017
> 23

as a percentage of deliveries

24.2 China
volume growth on Asian markets in 2017. In total, Other 29.2 )
it sold 848,826 BMW, MINI and Rolls-Royce brand
vehicles, achieving a double-digit increase of 13.6 %

(2016: 747,291* units). The Chinese market made

an important contribution to this performance

with 595,020* units delivered to customers (2016: Japan 3.2 14.4 USA

516,785* units; +15.1%). ltaly 3.5 T

France 3.7

Within Europe, the diesel debate in Germany and the UK 9.8 12.0 Germany

UK and uncertainty surrounding the Brexit negoti-

ations weighed on the generally positive deliveries

trend. The BMW Group sold a total of 1,101,760 units 7

BMW Group deliveries of vehicles by region and market
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in 1,000 units 2017 2016 2015 2014 2013

Europe 1,101.8 1,092.2 1,000.4 914.6 859.5
thereof Germany 295.8 298.9 286.1 272.3 259.2
thereof UK 241.7 252.2 231.0 205.1 189.1

Americas 451.1 460.4 495.9 482.3 463.8
thereof USA 353.8 366.5 405.7 397.0 376.6

Asia* 848.8 747.3 685.8 658.4 578.7
thereof China* 595.0 516.8 464.1 456.7 391.7

Other markets 61.8 67.7 65.4 62.7 61.8

Total* 2,463.5 2,367.6 2,247.5 2,118.0 1,963.8

*Including the joint venture BMW Brilliance Automotive Ltd., Shenyang (2017: 384,124 units, 2016: 316,200 units, 2015: 282,000 units, 2014: 275,891 units, 2013: 198,542 units).



BMW?* brand sales at record level

In 2017, the number of BMW brand vehicles deliv-
ered to customers worldwide grew slightly by 4.2 %
to 2,088,283 units (2016: 2,003,359), thereby setting
a new deliveries record. Major contributions came
from the BMW 1 Series, the new BMW 5 Series, the
BMW 7 Series, the BMW X1, the BMW X5 and BMW i.

Sales of the BMW 1 Series rose significantly by 14.7 % to
201,968 units (2016: 176,032 units). By contrast, deliv-
eries of the BMW 2 Series were down year-on-year to
181,113 units (2016: 196,183 units; - 7.7 %). Sales of the
BMW 3 Series at 409,005 units were close to the pre-
vious year’s level (2016: 411,844 units; - 0.7 %). Deliv-

eries of the new BMW 5 Series at 347,313 units were -1

up on the previous year (2016: 331,410 units; +4.8 %),
with an 11.7 % increase in the second half of 2017.
Customers took delivery of 64,311 units of the
BMW 7 Series worldwide (2016: 61,514 units; +4.5%).

Demand for the BMW X family was strong in 2017,
with worldwide sales up by 9.6 % to 706,741 units
(2016: 644,992 units). Growth was particularly signifi-
cant for the BMW X1 with sales up by almost one-third
to 286,743 units (2016: 220,378 units; +30.1%). The
BMW X3 model change did not take place until
November 2017, which resulted in sales falling short
of the previous year’s high figure (146,395 units; 2016:
157,017 units; — 6.8 %). Deliveries of the BMW X5 rose
solidly to 180,905 units (2016: 166,219 units; +8.8 %).

Deliveries of BMW vehicles by model variant*
> 25

Proportion of
BMW sales volume

in units 2017 2016 Change in % 2017 in %
BMW 1 Series 201,968 176,032 14.7 9.7
BMW 2 Series 181,113 196,183 -7.7 8.7
BMW 3 Series 409,005 411,844 -0.7 19.6
BMW 4 Series 131,688 133,272 -1.2 6.3
BMW 5 Series 347,313 331,410 4.8 16.6
BMW 6 Series 11,052 13,400 -17.5 0.5
BMW 7 Series 64,311 61,514 4.5 3.1
BMW X1 286,743 220,378 30.1 13.7
BMW X3 146,395 157,017 -6.8 7.0
BMW X4 52,167 58,055 -10.1 2.5
BMW X5 180,905 166,219 8.8 8.7
BMW X6 40,531 43,323 -6.4 1.9
BMW Z4 1,016 5432 -73.9 0.1
BMW i 33,676 29,280 15.0 1.6
BMW total 2,088,283 2,003,359 4.2 100.0

*Including the joint venture BMW Brilliance Automotive Ltd., Shenyang (2017: 384,124 units, 2016: 316,200 units).

53



54

Combined
Management
Report

Reporton
Economic Position

Review of Operations
—> Automotive Segment

Increased deliveries at MINI

The MINI brand also set a new sales volume record
in 2017, with worldwide deliveries up by 3.2%
to 371,881 units (2016: 360,233 units). The new
MINI Countryman made an important contribution,

with growth of almost one-quarter (84,888 units; 2016: 7

68,301 units; +24.3 %). The Convertible also remained
successful in 2017 with 33,351 units sold (2016:
30,050 units; +11.0 %). The MINI Hatch (3- and 5-door
models) fell slightly short of the previous year’s level
with 194,070 units sold (2016: 198,373 units; - 2.2 %).

Deliveries of MINI vehicles by model variant
> 26

Proportion of

MINI sales volume

in units 2017 2016 Change in % 2017in%
MINI Hatch (3- and 5-door) 194,070 198,373 -2.2 52.2
MINI Convertible 33,351 30,050 11.0 9.0
MINI Clubman 59,572 63,509 -6.2 16.0
MINI Countryman/Paceman 84,888 68,301 24.3 22.8
MINI total 371,881 360,233 3.2 100.0

Rolls-Royce affected by political uncertainties
Sales volume development at Rolls-Royce Motor Cars
in 2017 was influenced primarily by ongoing political
uncertainties in the Middle East and unfavourable
market conditions in the USA. Moreover, the top-of-
the-range model, the Phantom, was no longer fully
available. Deliveries of the successor model began in
January 2018 (Rolls-Royce Phantom: fuel consumption
in 1/100 km (combined) 13.9//CO, emissions in g/km
(combined) 318 -319). In 2017, Rolls-Royce Motor Cars
delivered 3,362 vehicles to customers worldwide (2016:
4,011 units; -16.2%).

Deliveries of Rolls-Royce vehicles
by model variant
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in units 2017 2016 Change in %
Phantom 235 389 -39.6
Ghost 1,098 1,175 -6.6
Wraith/Dawn 2,029 2,447 -17.1
Rolls-Royce total 3,362 4,011 -16.2

For the first time, more than 100,000 electrified
vehicles sold

The BMW Group achieved its target of delivering more
than 100,000 electrified vehicles in 2017, underlining
its position as a worldwide market leader in terms
of combined sales of all-electric and plug-in hybrid
vehicles and market leader in Europe.

With a total of 103,080 BMW i, BMW iPerformance and

MINI Electric vehicles, deliveries of electrified vehicles

to customers were approximately two-thirds up on the

previous year (2016: 62,255 units; +65.6 %). BMW1iand

BMW iPerformance deliveries grew by more than one-
half to 97,281 vehicles (2016: 62,255 units; +56.3%).
The BMW i3 (BMW 13 (94 Ah) with fully electric eDrive:

electric power consumption in kWh/100 km (com-
bined) 13.6-13.1//CO, emissions in g/km (combined) 0)

continued to be in high demand, with deliveries to

customers rising by well over a fifth to 31,482 vehicles

(2016: 25,528 units; +23.3 %). A significant contribution

came from the sporty version, the BMWi3s, which

was launched in summer 2017 (BMW 3s (94 Ah) with

fully electric eDrive: electric power consumption in

kWh/100 km (combined) 14.3//CO, emissions in g/km
(combined) 0). Deliveries of BMW plug-in hybrid mod-
els sold under the iPerformance brand almost doubled

to 63,605 units (2016: 32,975 units; +92.9%). Between

launch in June 2017 and the end of the year under
report, 5,799 units of the MINI Electric were delivered

to customers.

Deliveries of electrified models
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in units 2017 2016 Change in %
BMWi 33,676 29,280 15.0
BMW iPerformance 63,605 32,975 92.9
MINI Electric 5,799 - -
Total 103,080 62,255 65.6




High capacity utilisation across production
network

In 2017, strong customer demand and new model
launches resulted in high capacity utilisation across
the BMW Group production network. New production
records were set in 2017, with a total of 2,505,7411

_T|

BMW, MINI and Rolls-Royce brand vehicles manu-
factured (2016: 2,359,756" units; +6.2 %), comprising
2,123,947 BMW (2016: 2,002,997 units; +6.0%),
378,486 MINI (2016: 352,580 units; +7.3 %) and 3,308
Rolls-Royce brand vehicles (2016: 4,179 units; —20.8 %).

Vehicle production of the BMW Group by plant
> 29

Proportion of

in units 2017 2016 Change in % production in %
Dingolfing 376,580 339,769 10.8 15.0
Spartanburg 371,316 411,171 -9.7 14.8
Regensburg 338,259 346,291 -2.3 13.5
Leipzig 246,043 246,550 -0.2 9.8
Munich 196,455 216,769 -94 7.9
Tiexi? 269,309 161,901 66.3 10.8
Dadong? 127,440 143,825 -11.4 5.1
Oxford 223,817 210,971 6.1 8.9
Rosslyn 53,105 63,117 -15.9 2.1
Rayong 21,084 17,844 18.2 0.9
Araquari 12,768 15,408 -17.1 0.5
Chennai 8,952 8,568 4.5 0.4
Goodwood 3,308 4179 -20.8 0.1
Graz (Magna Steyr)® 50,272 53,528 -6.1 2.0
Born (VDL Nedcar)?® 168,969 87,609 92.9 6.7
Partner plants (Jakarta, Cairo, Kaliningrad, Kulim) 38,064 32,256 18.0 1.5
Group 2,505,741 2,359,756 6.2 100.0

" Including the joint venture BMW Brilliance Automotive Ltd., Shenyang (2017: 396,749 units, 2016: 305,833 units).

2 Joint Venture BMW Brilliance Automotive Ltd., Shenyang.
3 Contract production.

The BMW Group’s leading production system is well
positioned for the future with its unique flexibility.
In line with the Strategy NUMBER ONE > NEXT, the
system is characterised in particular by efficiency
and robust processes. Production competence thus
provides a crucial competitive edge and contributes
to the BMW Group’s profitability and sustained
success.

Flexibility, quality and adaptability are key character-
istics of the Group’s production system. Its flexibility
enables the BMW Group to respond rapidly to chang-
ing market situations and fluctuations in regional
sales volumes by adapting its production plans.
Digitalisation, standardised modules and intelligent
composite construction demonstrate the competence
of the Group’s production network. At the same time,
the production system offers customers a high degree
of customisation.
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International production network

By expanding its international production network,
the BMW Group follows global market developments
with the aim of ensuring a balanced distribution of
added value.

25 years ago the BMW Group announced its decision
to build a plant in the USA, in Spartanburg, South
Carolina. Marking that anniversary, the first third-
generation BMW X3 came off the production line
in 2017. More than four million vehicles have been
produced at the plant to date.

In San Luis Potosi (Mexico), preparations for con-
structing the new plant are progressing according to
plan. In 2017, the new training centre was opened in
the first of the buildings to be completed at the plant,
which is due to become operational in 2019.

In Europe, the British production cluster compris-
ing the plant in Oxford, the engine plant at Hams
Hall and the pressing plant in Swindon forms part
of the BMW Group’s production network. The
MINI Hatch and the MINI Clubman are produced in
Oxford. In order to keep pace with forecast growth,
the MINI Hatch, the MINI Convertible and the
MINI Countryman are also produced under contract
for the BMW Group at the automobile manufacturer
VDL Nedcar bv, Born, the Netherlands. In total,
MINI production increased by 7.4 % year-on-year to
378,486 units.

In 2017, production of the new Rolls-Royce Phantom
began at the Rolls-Royce manufacturing plant in
Goodwood (UK). Important construction work was
also carried out at the site during the reporting period.
In order to accommodate future models, Rolls-Royce
Motor Cars is investing in a new single-line production
system at the plant. Furthermore, the technology and
logistics centre in Bognor Regis near Goodwood was
expanded in 2017.

In Rosslyn (South Africa), preparations are currently
underway for producing the next generation of the
BMW X3. The necessary expansion and modification
measures are being carried out during the ongoing
production of the BMW 3 Series.

In Shenyang (China), the two plants of the joint
venture BMW Brilliance Automotive Ltd. (BBA) in
Dadong and Tiexi produced over 396,000 units of five
BMW models, setting a new record in the process. The
new large-scale northern extension at the Dadong
plant was opened in 2017. During the opening cer-
emony, the first extended-wheelbase version of the
new BMW 5 Series Sedan rolled off the production
line. As a result of the expansion, space has been
created at the plant to add a sixth BMW model to the
line-up, the new BMW X3. BBA also opened the High
Voltage Battery Centre in Tiexi during the year under
report. This will also supply batteries to the Dadong
plant, where the BMW 5 Series plug-in hybrid will
be produced for the local market from 2018 onwards.



Production competence in Germany
The German plants play a leading role within the
Group’s international network. For the seventh year
in succession, the BMW Group produced over one
million vehicles at its German plants in Munich,
Dingolfing, Regensburg and Leipzig.

In 2017, the BMW Group plants in Dingolfing and
Landshut celebrated their 50th anniversary. The two
locations play a key role within the BMW Group as
competence centres for the future technologies light-
weight construction and electric mobility. Dingolfing
and Landshut are the Group’s plants for electric drive-
trains. Battery production and the BMW Group’s new
lightweight and engineering centre are also located
there.

In May 2017, a new paint shop was commissioned at
the BMW Group Munich plant. The facility is not only
highly efficient, it also sets new standards for sustain-
able production. The consumption of electricity, gas
and water, as well as the production of waste air, have
been significantly reduced.

At the end of 2017, production of the BMW X2 started
at the BMW Group plant in Regensburg. At the highly
flexible Regensburg plant eight models are produced
on a single production line.

The BMW Group’s Leipzig plant put into operation
a battery storage farm, demonstrating how batteries
can be both sustainably and profitably reused after
vehicles reach the end of their life cycle. Using on-site
wind turbines, the BMW Group as a major industrial
consumer combines its own decentralised renewable
energy generation with local energy storage. The plant
reached further milestones with the production of the
100,000th BMW i3 and the 15,000th BMWi8 during
the year under report.

The BMW Group Eisenach plant celebrated its 25th
anniversary in 2017. Apart from its toolmaking exper-
tise, the Eisenach plant has specialised in recent years
in the production of almost all sheet metal, aluminium
and stainless steel outer body parts for the Rolls-Royce
plant in Goodwood (UK).

Worldwide network for drivetrain production

The engine plants in Munich, Hams Hall (UK) and
Steyr (Austria) supply diesel and petrol engines
for the worldwide network. The Shenyang (China)
engine plant supplies local production facilities. The
BMW Group’s largest engine plant in Steyr has pro-
duced engines for 35 years. In 2017, the 20 millionth
engine came off the production line.

Drivetrain production for electrified vehicles is spread
over various locations within the production network.
The technologies used in making electric drivetrain
components are developed at the Prototype Con-
struction Centre in Munich. As competence centres,
Dingolfing and Landshut take a leading role in the
production of electric drivetrain systems. Electric
motors for the BMW Group’s electrified vehicles are
also produced at these plants. The batteries required
are produced at the three battery factories in Din-
golfing, Spartanburg and Shenyang. The battery
factory in Shenyang was opened in 2017. At the end
of 2017, the foundation stone was laid in Munich for
a battery cell competence centre, which is scheduled
for completion by the beginning of 2019. The aim is
to continue developing battery cell technology.
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Motorcycles Segment

BMW Motorrad grows significantly

In 2017, the Motorcycles segment profited amongst
others from the launch of numerous attractive new
models and model revisions. Deliveries of BMW
motorcycles worldwide were significantly higher than
the previous year, rising by 13.2% to 164,153 units
(2016: 145,032 units). The segment thus surpassed
the 150,000-unit mark for the first time, setting a new
sales volume record for a financial year.

Dynamic growth in Europe

Motorcycle sales in Europe grew strongly in
2017, exceeding 100,000 units for the first time.
BMW Motorrad delivered a total of 101,524 units to
customers (2016: 87,983 units; +15.4 %). In Germany,
sales volume was up by 7.1% to 26,664 units (2016:
24,894 units), despite a contracting motorcycles
market. Sales growth in Italy (14,430 units, 2016:
12,300 units; +17.3 %) and Spain (11,193 units, 2016:
9,520 units; 17.6 %) was even in the double digits.
Sales in France were particularly strong, with
deliveries up by almost one-quarter to 16,607 units
(2016: 13,350 units; +24.4%). In the USA sales at
13,546 units fell just short of the previous year’s
level (2016: 13,730 units; -1.3 %) in a difficult mar-
ket environment. However, the market recorded
an upturn in the fourth quarter (3,346 units; 2016:
2,782 units; +20.3 %).

Motorcycles production significantly expanded

A total of 185,682 motorcycles rolled off production
lines during the year under report (2016:
145,555 units; +27.6 %). The significant increase
in output was mainly driven by high demand
and the start of production by the Indian partner,
TVS Motor Company Limited. Expansion work at the
BMW Group plant in Berlin was largely completed
during the reporting period and will be finalised in
2018. The latest measures will create the capacities
required to achieve planned growth.

R nineT family now complete

BMW Motorrad completed the R nineT product family
line-up in 2017 with the launch of the R nineT Pure,
R nineT Racer and R nineT Urban G/S models. In
August 2017, the K 1600 B was introduced to keep up
with demand on the US motorcycle market. It will be
followed in March 2018 by the K 1600 Grand America,
which was presented at the EICMA motorcycle trade
show. All in all, BMW Motorrad launched six new
motorcycle models and five model revisions during
the period under report.

BMW Group deliveries of motorcycles*
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*Excluding Husqvarna, sales volume up to 5 March 2013: 59,776 units.

BMW Group - key motorcycle markets 2017
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Financial Services Segment

Continued growth for the

Financial Services segment

The Financial Services segment continued to perform
well within a highly competitive market environment
and concluded a successful financial year 2017. In
balance sheet terms, business volume grew by 1.1%
to €124,719 million (2016: €123,394 million). Adjusted
for exchange rate factors, business volume amounted
to €131,995 million (+7.0%). The contract portfolio
under management at 31 December 2017 comprised
5,380,785 contracts and therefore grew by 5.2 % year-
on-year (2016: 5,114,906 contracts).

* The calculation
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automobile mar-
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Slight growth in new business

Credit financing and leasing business with retail
customers remain a key element of the success of the
Financial Services segment. During the period under
report, 1,828,604 new credit financing and leasing
contracts were concluded with customers, slightly
up (+1.0 %) on the previous year (2016: 1,811,157 con-
tracts). Credit financing grew slightly by 2.8 %, while
the number of new leasing contracts fell slightly by
2.6 %. Overall, leasing accounted for 33.0 % and credit
financing for 67.0 % of new business.

The proportion of BMW Group new vehicles leased
or financed by the Financial Services segment in the
financial year 2017 amounted to 46.8 %, 2.8 percentage
points down on the previous year (2016: 49.6 %).* The
decrease was due to a cap on new business volume
in China, through which the People’s Bank of China
regulates the banking and financial services sector.

In the pre-owned financing and leasing business for
BMW and MINI brand vehicles, the segment record-
ed a solid increase in the number of new contracts
signed, which was up by 7.2% to 387,937 contracts
(2016: 361,928 contracts).

The total volume of new credit financing and leasing
contracts concluded with retail customers during the
period under report amounted to €55,049 million,
in line with the previous year (2016: €55,327 mil-
lion; -0.5%).
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The total portfolio of credit financing and leasing con-
tracts with retail customers developed positively again
during the financial year 2017, with a slight increase
of 4.7 % year-on-year. In total, 4,926,228 contracts were
in place with retail customers at 31 December 2017
(2016: 4,703,417 contracts). The Asia/Pacific region
continued to grow in 2017, with a 9.6 % increase in
the contract portfolio. The Europe/Middle East/Africa

Contract portfolio in multi-brand financing
business decreases

The Financial Services segment recorded a slight
increase (+2.8 %) in the number of new multi-brand
financing contracts in 2017, with 157,626 contracts
(2016: 153,297 contracts). As a result of a portfolio
sale, the total contract portfolio comprised 406,813
contracts at 31 December 2017, significantly lower

region (+8.8 %) and the EU Bank* (+5.1%) also regis- *The EUBank than one year earlier (2016: 466,436 contracts; -12.8 %).

. . . comprises
tered solid year-on-year growth, while the Americas g, Bank GrmbH,

region saw a slight decrease in the contract portfo- itsbranchesin
. o Italy, Spain and . gn .
lio (-2.7 %). porugalandits ~ D€a@lership financing up year-on-year

'S:‘r’::'c‘gary in The total volume of dealership financing increased

Contract portfolio retail customer financing
of Financial Services segment 2017
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*EU Bank comprises BMW Bank GmbH, its branches in Italy, Spain and Portugal, and its
subsidiary in France.

Solid growth in fleet business

The BMW Group is one of Europe’s foremost leasing
and full-service providers. The Financial Services
segment’s fleet management business, under the
brand name Alphabet, offers commercial customers
leasing and financing arrangements as well as specific
services. The number of fleet contracts rose by 5.5 %
during the financial year 2017. At 31 December 2017,
the segment was thus managing a portfolio of 679,895
fleet contracts (2016: 644,420 contracts).

to €19,161 million in the period under report (2016:
€18,307 million; +4.7 %).

Deposit business volume at previous year’s level
Customer deposits represent an important source of
refinancing for the Financial Services segment. The
volume of deposits stood at €13,572 million at the end
of the reporting period, in line with the previous year
(2016: €13,512 million; +0.4 %).

Solid growth in insurance brokerage business
With a solid increase of 5.9 % in 2017, the number of
new brokered insurance contracts grew to 1,337,652
contracts (2016: 1,262,973 contracts). At 31 Decem-
ber 2017, the total number of brokered insurance
contracts amounted to 3,649,362 (2016: 3,411,872 con-
tracts; +7.0%).



Risk profile

Despite ongoing political and economic uncertainties
and the debate, particularly in some European coun-
tries, about exhaust emissions from diesel vehicles,
the global economy continued to develop positively
in 2017. This contributed to the continued low level of
risk in the overall Financial Services portfolio.

Development of credit loss ratio
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The risk profile of the segment’s credit financing port-
folio also remained stable at a low level. The credit loss
ratio on the total credit portfolio amounted to 0.34 %,
marginally higher than one year earlier (2016: 0.32%).

Sales proceeds generated from BMW and MINI brand
vehicles showed a solid increase from the previous
year, due to volume and mix effects. Despite the
positive development, the level of residual value
losses on remarketed vehicles rose year-on-year. The
expected increase was mainly due to the debate on
diesel engines in parts of Europe. The situation was
also affected by continuing challenges on the North
American pre-owned vehicle market.

Further information on the risk situation is provided
in the section Risks and Opportunities.

Research and Development

—> www.bmwgroup.com/innovation

New development centre for autonomous driving

At the end of 2016, around 600 BMW Group employees
were already working on developing highly automated
driving technologies. In 2017, the BMW Group began
to pool its entire expertise in vehicle connectivity and
autonomous driving at a new campus near Munich.

The new development centre aims to promote col-
laboration across companies and individual deci-
sion-making competence. This is achieved through flat
organisational structures, lean processes and teams
working in close proximity. At the new location, more
than 2,000 employees will work across disciplines on
development of the next steps towards fully autono-
mous driving.

During the year under report, 40 BMW 7 Series test
vehicles were used to conduct trials for highly auto-
mated and autonomous driving on motorways and
in urban environments. These vehicles were tested at
worldwide locations, in particular at the sites of Intel
(USA), Mobileye (Israel) and the BMW Group (Munich).
The joint further development of these BMW 7 Series
prototypes will lead to the BMW Group’s first highly
automated series-produced vehicle: the BMW iNext,
which is due to be launched in 2021.
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Connectivity and digital services expanded

At the BMW Innovation Days 2017, the BMW Group
presented the current level of progress and the latest
developments with regard to integrating vehicles in
the customer’s digital world. In the context of digitali-
sation, connectivity is a key pillar in the BMW Group’s
strategy for the future, NUMBER ONE > NEXT. Today,
around 10 million BMW Group vehicles are already
connected worldwide through Connected Drive.

The customer is the central focus of the Group’s per-
sonalised digital services. The range is divided into
four fields: vehicle-related services, lifestyle-related
services, mobility-related services and the integration
of digital assistants.

The vehicle-related services field is already extensive
and includes functions such as automatic climate con-
trol via smartphone or a 3D view of the vehicle from
a remote location. It also includes services such as
reminders of the next vehicle service appointment or
individual financial services. Going forward, services
for personalised vehicle settings will also be available,
so that each vehicle will automatically adapt to the
current user and situation.

Mobility-related services help users to reach their
destinations conveniently and as quickly as possible.
These services help users find the most pleasant route,
not only when in the vehicle, but also when nearby.
For example, drivers can use their smartphones to dis-
play the best time to begin their next journey. Parking
and charging options at the selected destination can
also be displayed via the vehicle’s navigation system.

Lifestyle-related services allow the vehicle to be
integrated in the digital life of the user. For example,
third-party services such as entertainment, news or
music can be seamlessly and easily integrated.

The range of supporting services also includes integra-
tion of digital assistants from the user’s environment,
for example the already familiar concierge services.

Research project on fast charging technology

In July 2016, under the leadership of the BMW Group,
the “FastCharge” project was begun together with
Allego GmbH, Phoenix Contact E-Mobility GmbH,
Dr.Ing.h.c.F. Porsche AG and Siemens AG. The aim
of the three-year project is to conduct research on
electric vehicles with far shorter charging times and
the required charging infrastructure. A further aim
is to demonstrate ways of implementing the findings
for everyday use.

The joint project is examining every aspect of fast
charging in practice, with the aim of introducing
the required technologies on an industrial scale. The
overall system is to be implemented in prototypes and
presented to the public in the course of the current year.



Purchasing and Supplier Network

Ensuring access to resources in a

volatile environment

With its globally oriented organisation, the Purchasing
and Supplier Network ensures access to all necessary
external resources in an environment that remains
highly volatile. Activities include the procurement and
quality assurance of production materials, raw materi-
als, capital goods and services. External suppliers are
selected systematically on the basis of competitiveness
according to the criteria of quality, innovation, flex-
ibility and cost. More recently, activities have been
focused particularly on the ability to respond quickly
to changing demand for various types of drivetrain
technology.

Connecting procurement markets

The BMW Group remains committed to its strategy of
maintaining a regional balance with regard to growth
in sales volume, production and purchasing volumes.
The strategy makes an important contribution to nat-
ural hedging against currency fluctuations.

Investments ensure expertise in productivity and
technology

Alongside purchasing and quality assurance, the
third pillar of the Purchasing and Supplier Network’s
activities remains in-house production of key vehicle
components. In order to ensure over the long term the
flexibility and competitiveness of internal component
production, the BMW Group invests in state-of-the-art
production facilities and efficient structures.

During the period under report, logistics processes
at the Group’s most important component plant in
Landshut were significantly simplified with the open-
ing of the new supply centre, thus achieving another
important milestone.

Regional mix of BMW Group
purchase volumes 2017
- 36

in %, basis: production material
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The BMW Group’s sales and distribution network
comprises some 3,400 BMW, 1,580 MINI and
140 Rolls-Royce dealerships worldwide. Sales are
conducted by independent authorised dealerships,
BMW Group branches and subsidiaries, and inde-
pendent importers in certain markets. The dealership
and agency network for BMW i currently comprises
over 1,500 locations.

BMWi continues to grow

Under the brand name BMWi, the BMW Group
has offered customers a range of electric mobility
solutions since 2013. The brand covers BMW1i and
BMW iPerformance vehicles as well as a wide array
of services. Under the name 360° ELECTRIC, BMW i
provides a comprehensive range of products and
services for all-electric vehicles and plug-in hybrids
worldwide. In 2016 and 2017, the second generation
of the BMW i Wallbox was introduced for quick and
easy charging at home.

During the year under report, the BMW Group togeth-
er with other automobile manufacturers founded the
joint venture IONITY with the aim of establishing a
high-performance, fast-charging network in Europe
along key transport routes. The BMW Digital Charging
Service uses Connected Drive to integrate the vehicle
in the customer’s charging infrastructure and automat-
ically charges at the cheapest times, taking electricity
prices into account. The service also provides a con-
stant overview of the vehicle’s energy requirements
as well as ongoing and completed charging activities.

Premium services for individual mobility

In the context of the Group’s corporate strategy
NUMBER ONE > NEXT, mobility services are given
increasing emphasis. Since 2011, the BMW Group
has offered a growing range of services for individual
mobility, including mobility services such as DriveNow
in Europe and ReachNow in the USA and China. In
addition, ParkNow and ChargeNow provide custom-
ers with digital solutions for parking and charging.

At 31 December 2017, the DriveNow premium car
sharing service had over one million customers in 13
major European cities. The percentage of electrically
powered vehicles in these fleets stands at around
15% and is due to increase. Since introduction of the
first electrified vehicles into the DriveNow fleet more
than 16 million kilometres with zero local emissions
have been driven. This corresponds to a CO, saving
of around 2,500 tonnes.

In January 2018, the BMW Group signed an agreement
with Sixt SE for the complete acquisition of the shares
in the car sharing provider DriveNow. The agreement
was signed subject to the approval of the antitrust
authorities.

In 2016, the BMW Group launched the ReachNow
service in the USA, where it is currently available
in Seattle, Portland and Brooklyn. Apart from car
sharing, ReachNow is also offering as a pilot project
in Seattle a service that enables customers to book a
premium vehicle with a driver (ReachNow Ride). Cus-
tomers can also reserve the use of a vehicle for several
days, including delivery of the vehicle to the desired
location (ReachNow Reserve). Moreover, ReachNow
offers individual small fleets for residential complexes
or company solutions (ReachNow Fleet Solutions).
ReachNow currently has around 80,000 members in
the USA.

On 1 December 2017, “ReachNow powered by
EvCard” was launched in Chengdu, China, offering
in cooperation with local partner EvCard a fleet of
100 BMW i3 vehicles for hire. The vehicles can be
picked up or returned at 25 central locations in the
urban area.

ParkNow is the BMW Group’s digital parking service.
It enables ticket-free, cashless parking via app, both
at roadside and in multi-storey car parks. In Janu-
ary 2018, the BMW Group acquired Parkmobile LLC,
the largest provider of mobile parking services in
North America. Parkmobile Group Europe, which
also owns ParkNow amongst its brands, has been
wholly owned by the BMW Group since April 2016.
In Europe and North America, Parkmobile reaches
over 22 million customers and offers digital parking
solutions in more than 1,000 towns and cities.

Through ChargeNow, the BMW Group provides easy
access to a constantly growing network of public
charging stations. With more than 130,000 charging
points in 29 countries, ChargeNow provides access
to the world’s largest charging network. Customers
can locate the charging stations directly via the
ConnectedDrive navigation system integrated in the
vehicle, via the ChargeNow app or via the internet
website.

In February 2017, the BMW Group founded the
company “Digital Charging Solutions”, which sells
access to the ChargeNow charging network, as well as
related services, also to third parties. Groupe PSA was
one of ChargeNow’s first corporate customers during
the period under report. PSA will provide its electric
vehicle customers in France with charging access via
the network established by ChargeNow.



BMW rejuvenates model range

During the period under report, the BMW brand reju-
venated its range with six new models and 15 model
revisions. The market launch of the seventh generation
of the BMW 5 Series played a significant role, with the
Sedan (in February), the extended-wheelbase version
for China and the Touring version (both in June). The
5 Series also includes iPerformance, M Performance
and M5 models. The new BMW 6 Series Gran Turismo
and the new X3 were launched in November. The model
initiative includes revised models of the BMW 1 Series,
2 Series and 4 Series. The revised BMW i3 and the new
BMW i3s came onto the market in autumn 2017.

Record year for BMW M

The year 2017 was the strongest in the history of
BMW M GmbH for sales of M and M Performance
models. In view of growing demand in the high-perfor-
mance automobile segment, the dealership network is
being systematically enlarged. In 2017, the number of
BMW M certified dealerships grew to 850 worldwide,
representing a doubling in size over the last four years.

New Rolls-Royce Phantom presented

A highlight of the year 2017 was the presentation
of the new Rolls-Royce Phantom in London in
July. With its Black Badge Edition, Rolls-Royce
Motor Cars is targeting new customer groups
in the super-luxury class. After launching the
Black Badge models Ghost and Wraith, the Dawn
Black Badge was added as a third version in 2017
(Rolls-Royce Ghost Black Badge: fuel consumption
in1/100 km (combined) 14.6//CO, emissions in g/km
(combined) 333; Rolls-Royce Wraith Black Badge:
fuel consumption in 1/100 km (combined) 14.6//
CO, emissions in g/km (combined) 333; Rolls-Royce
Dawn Black Badge: fuel consumption in 1/100 km
(combined) 14.7//CO, emissions in g/km (com-
bined) 337).

MINI reports another record year

In 2017, the MINI brand achieved its third record-
breaking year in succession for sales volume. The
successful market launch of the new Countryman
generation in the first quarter 2017 played a major
role in this performance. The second edition of the
popular Countryman range also went on sale as a
plug-in hybrid version in summer of 2017, making
it the first MINI plug-in hybrid in series production.

Growth in service business

During the year under report, the BMW Group’s
service business was strengthened by investment in
the future logistics network and by measures aimed
at ensuring a high level of customer satisfaction.
Digitalisation of offerings is playing a crucial role in
these developments. Business with spare parts has
also been expanded. The creation of the joint venture
Encory by the BMW Group and the ALBA Group in
September 2016, with additional offerings in reuse
of automotive spare parts, is making a valuable con-
tribution to the BMW Group’s sustainability strategy.
A pilot project was initiated in Spain in mid-2017.
Other markets are set to follow.
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Slightincrease in workforce

The BMW Group’s worldwide workforce increased
to a total of 129,932 employees at the end of the
reporting period (2016: 124,729 employees; +4.2%).
The increase mainly reflects the expansion of the
BMW Group’s international production network.
Moreover, in conjunction with the implementation
of the Group’s Strategy NUMBER ONE > NEXT, an
increasing number of experts in future-oriented fields
such as artificial intelligence and autonomous driving,
electric mobility, smart production and logistics, data
analysis and software development were hired.

BMW Group employees
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31.12.2017  31.12.2016  Changein%
Automotive 117,664 112,869 4.2
Motorcycles 3,506 3,351 4.6
Financial Services 8,645 8,394 3.0
Other 117 115 1.7
Group 129,932 124,729 4.2

Realignment of dual vocational training

In the context of digitalisation and technological
change, the BMW Group has initiated a strategic
realignment of its dual vocational training. As well
as promoting STEM subjects (science, technology,
engineering and mathematics), the focus is also
on introducing new digital forms of teaching and
learning. In this context, the BMW Group has initi-
ated the process of adapting existing career profiles
and introducing new ones across its national and
international training network. The total number
of apprentices and participants in development
programmes for young talent increased slightly to
4,750 (2016: 4,613; +3.0%).

BMW Group apprentices at 31 December
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High level of investment in employee qualification
At €349 million, spending on training and develop-
ment remained high (2016: €352 million; - 0.9 %). By
training its workforce in areas such as electric mobility,
hydrogen, fuel cells, lightweight construction and
robotics, the BMW Group is creating an important
foundation for future activities. Expansion of digital
and agile competences is a further area of focus.



The BMW Group remains a highly attractive
employer

In 2017, the BMW Group was once again ranked
among the world’s most attractive employers. In the
latest “World’s Most Attractive Employers” rankings
published by the agency Universum, the BMW Group
was once again named best German employer across
all sectors and the most attractive automotive company
in the world. In 2017, BMW Group China was named
for the first time most attractive employer across all
sectors in China.

The BMW Group also came out top in the Trendence

Young Professional Barometer Germany. Moreover,
the Group again improved its position in the Trend-

ence Barometer Study for engineering graduates in

Germany, moving up to first place in 2017. In addition,
the Group again achieved strong results in the Uni-

versum study “Young Professionals Germany” with

placings one, three and five in the categories Business,

Engineering and IT respectively. The BMW Group was
therefore among the best-ranked companies in the
studies across all sectors.

Employee attrition rate at BMW AG*
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*Number of employees on unlimited employment contracts leaving the Company.

Diversity as a competitive factor

Diversity will remain a key factor in ensuring the
BMW Group’s continued competitiveness in future.
Focus is given to the three aspects of gender, cultural
background and age/experience. The aim is to ensure
equal opportunities for all employees and at the same
time utilise and promote the diversity of the Group’s
workforce. Over the year, the BMW Group again
implemented a broad array of measures to promote
diversity. Further information on this topic is also
provided in the Sustainable Value Report 2017.

The proportion of women in the workforce as a
whole, as well as in management functions and
young talent development programmes, increased
during the financial year under report. The percent-
age of women in the total BMW Group workforce
rose to 19.3% (BMW AG: 16.1%), above the internal
target range of 15 to 17 %. The proportion of women
in management positions rose to 16.0 % across the
BMW Group (BMW AG: 14.0%). In the year under
report, female representation on the BMW Group’s
trainee programme and in student programmes stood
at approximately 44 % and 31 % respectively.

Proportion of female employees in manage-
ment functions at BMW AG/ BMW Group*
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*Since 2017 including maternity leave.

The workforce at the Group’s locations within
Germany is becoming increasingly international.
Employees from over 110 countries work together
successfully in Munich. Moreover, a balanced age
structure in the workforce encourages an exchange
of ideas and knowledge between generations and
plays a key role in reducing the loss of know-how
when valuable employees retire.
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Sustainability

—> www.bmwgroup.com/responsibility

Economic success, the responsible use of resources
and the assumption of social responsibility form the
basis for long-term growth within the BMW Group.
Through sustainable activity, the Company secures the
future of its business model. With regard to sustain-
ability, the BMW Group concentrates on three areas:

— The development of products and services for
sustainable individual mobility (for example
electric mobility and services such as DriveNow
and ReachNow)

— The efficient use of resources along the entire
value chain

— Responsibility towards employees and society

Through its sustainability policy, the BMW Group
supports the achievement of the UN’s Sustainable
Development Goals (SDG), which were adopted in
September 2015.

Further information on sustainability within the
BMW Group and related topics is provided in the
Sustainable Value Report, which is published online
at > https://www.bmwgroup.com/svr at the same time as the
Annual Report. The Sustainable Value Report is
drawn up in accordance with the “Comprehensive”
option of the Standards of the Global Reporting
Initiative (GRI) and subject of a limited assurance
engagement in accordance with IASE 3000 (Inter-
national Standard on Assurance Engagements 3000
(Revised): “Assurance Engagements other than Audits
or Reviews of Historical Financial Information”).

In accordance with the stipulations of the German
CSR Directive Implementation Act, BMW AG is
required to publish a non-financial declaration at
both Company and Group level for the first time
for the reporting year 2017. The declaration is pub-
lished jointly for BMW AG and the BMW Group as a
combined separate non-financial report within the
Sustainable Value Report. The information required
by law is included in the sub-chapters preceding the
voluntary reporting in accordance with GRI standards
and is marked accordingly.

The combined separate non-financial report is avail-
able online within the Sustainable Value Report 2017
at: —> https://www.bmwgroup.com/svr.

Stakeholder dialogues and materiality analysis as
basis for sustainability management

The BMW Group is in continual dialogue with a large
number of stakeholders, both in Germany and abroad.
Dialogue helps the Company to recognise global trends
at an early stage, achieve sustainability objectives
more effectively and strengthen social commitment.
In the course of this dialogue, the BMW Group gains
a clear picture of how current trends are changing the
business environment and which role the BMW Group
can play. For example, stakeholder dialogue events on
the topic of urban mobility were held during 2017 in
Milan, Chicago, Hangzhou, Mexico City and Delhi.

In order to identify key sustainability topics at an early
stage, the BMW Group also conducts materiality anal-
yses on a regular basis. Moreover, social challenges
are continually monitored and analysed in order to
gauge their significance, from the point of view of both
external and internal stakeholders. The materiality
analysis is used to create a materiality matrix, which
is used as a basis to monitor the strategic direction of
sustainability management. The materiality matrix is
described in greater detail in the Sustainable Value
Report 2017.



Materiality matrix
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*These areas were rated highly material, as they were among the three topics the respondent stakeholder groups considered most important.
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Top rankings in sustainability ratings

The BMW Group again achieved top rankings in pres-
tigious sustainability ratings in 2017, thereby under-
lining its leading position as a sustainable company.
In the Dow Jones Sustainability Indices (DJSI) rating,
the BMW Group is the only German automobile maker
to have been included once again in the two indices
“World” and “Europe” and the only company in the
sector to have been continuously represented since
the indices were established.

In the CDP rating (formerly the Carbon Disclosure
Project), the Group achieved the best rating for its cli-
mate protection efforts. The BMW Group is therefore
one of only two companies worldwide to have been
listed in the highest category eight times in succes-
sion. The BMW Group also achieved the best rating
in the CDP water rating, which assesses companies’
responsible use of water resources. The Group was
again listed in the British FTSE4Good Index in 2017.

Fleet carbon dioxide emissions reduced

The development of sustainable products and services
is an integral part of the BMW Group’s business mod-
el. The fleet-wide deployment of Efficient Dynamics
technologies is contributing to a continual reduction
in CO, emissions. The electrification of the fleet con-
tinued to make significant progress in 2017. Due to the
expansion of the model range, annual sales of electri-
fied BMW Group vehicles increased significantly and,
with 103,080 units, surpassed the announced target of
100,000 units. Efficient Dynamics and electrification
form the basis for future compliance with legal CO,
and fuel consumption requirements. Between 1995
and 2017, average CO, emissions of vehicles of the
Group’s three brands sold in Europe fell by 42 %.

In 2017, the BMW Group’s fleet of new vehicles sold
in Europe (EU-28) consumed an average of 4.6 litres of
diesel and 5.6 litres of petrol per 100 km respectively.
CO, emissions averaged 122 g/km.

Clean production

Integrated sustainability management in production
processes ensures that resources are used efficiently.
Since 2006, the consumption of resources and emis-
sions per vehicle produced have been reduced by
an average of 53.2%. The individual figures for the
development since 2006 are as follows:

in % 2017
Energy consumption -36.5
Water consumption -31.9
Process wastewater -51.2
Non-recyclable waste -79.6
Solvent emissions -59.0
€O, emissions -61.0

In 2017, at 2.17 MWh per vehicle produced, the
BMW Group slightly reduced energy consumed in
the production process compared with the previous
year (2016: 2.21 MWh; -1.8%). This was mainly due
to the implementation of new production structures
at Group plants in Shenyang and the installation of
LED lighting throughout the entire Group production
network.

Through measures to boost energy efficiency and the
purchase and in-house generation of electricity from
renewable sources at BMW Group production sites,
production-related CO, emissions fell significantly
by 24.1% to 0.41 tonnes per vehicle produced in 2017
compared with the previous year (2016: 0.54 tonnes).
The substantial improvement in CO, efficiency was
mainly due to improvement in energy efficiency and,
above all, sourcing of power supplies in Germany, the
UK and Austria exclusively from renewable sources.

In 2017, at 2.22 m® per vehicle produced, water
consumption was slightly below the previous year’s
level (2016: 2.25 m3; -1.3 %). At 0.40 m3, the volume of
process wastewater per vehicle produced fell by 4.8 %
(2016: 0.42 m?). The amount of non-recyclable waste
from production processes increased from a very low
level the previous year to 3.86 kg per vehicle produced
(2016: 3.51 kg; +10.0%) in the period under report.
Solvent emissions were cut by 9.6 % to 1.03 kg per
vehicle produced during 2017 (2016: 1.14 kg).

Overall in 2017, the BMW Group reduced resource
usage and emissions per vehicle in the production
process by an average of 5.3 %, equivalent to a total
cost reduction of €161 million, mainly due to a slight
improvement in the energy efficiency ratio.



Sustainability along the value chain

Sustainability criteria also play a key role in the
selection and evaluation of suppliers as well as in
the field of transport logistics. The BMW Group has
therefore integrated comprehensive sustainability
management in its purchasing processes. The Group’s
positive business performance in recent years has also
caused a significant rise in transportation require-
ments worldwide. The BMW Group principle that
production follows the market is an effective method
of significantly reducing the need for transportation,
thus keeping CO, emissions as low as possible.

Sustainability in human resources policies

In 2017, the BMW Group continued to consolidate
its position as one of the most attractive employers
worldwide. Its leading role in terms of sustainability
contributes significantly to the high degree of employ-
ee loyalty within the BMW Group and is one of the
reasons for the low staff attrition rate. This enables
the BMW Group to maintain a low level of personnel
recruitment expenditure. Further information on the
attrition rate is provided in the section “Workforce”.

A key reason for the BMW Group’s ongoing success
and an example of the high level of employee identi-
fication are the personal engagement and the ideas
brought forward by staff members. This is demonstrat-
ed by the €18.2 million saved in 2017 in conjunction
with the ideas management programme CREATE.

Social engagement

In 2017, the BMW Group contributed a total of €33.4 mil-
lion for social engagement (2016: €87.8 million), includ-
ing €16.2 million for donations (2016: €70.4 million).
The significant decrease compared to 2016 was due to
a one-time donation to the BMW Foundation in honour
of the Company’s centenary year 2016.
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RESULTS OF OPERATIONS,
FINANCIAL POSITION AND

NET ASSETS

Results of operations

In the financial year 2017, the BMW Group again
achieved year-on-year growth in revenues, deliveries
and profit before tax. The number of BMW, MINI and 7

Rolls-Royce brand vehicles delivered to customers rose
slightly by 4.1% to 2,463,526* units.

BMW Group condensed income statement

> 42

in € million 2017 2016 Change in %
Revenues 98,678 94,163 4.8
Cost of sales -78,744 -75,442 -4.4
Gross profit 19,934 18,721 6.5
Selling and administrative expenses -9,560 -9,158 -4.4
Other operating income and expenses -494 =177 -
Profit before financial result 9,880 9,386 5.3
Financial result 775 279 -
Profit before tax 10,655 9,665 10.2
Income taxes -1,949 -2,755 29.3
Net profit 8,706 6,910 26.0
Earnings per share of common stockin € 13.12 10.45 25.6
Earnings per share of preferred stock in € 13.14 10.47 25.5
in% 2017 2016 Change in %pts
Pre-tax return on sales 10.8 10.3 0.5
Post-tax return on sales 8.8 7.3 1.5
Gross margin 20.2 19.9 0.3
Effective tax rate 18.3 28.5 -10.2

Profit before tax for the financial year 2017 was
significantly higher year-on-year.

*Includes the joint venture BMW Brilliance Automotive, Shenyang Ltd.

(2017: 384,124 units, 2016: 316,200 units).



BMW Group revenues increased slightly by 4.8 % year-
on-year to reach €98,678 million (2016: €94,163 mil-
lion). This was mainly driven by higher sales volume
of BMW Group vehicles, growth in the leasing and
credit financing contract portfolio and increased sales
of returned leasing vehicles in the Financial Services

Group revenues by region were as follows:

BMW Group revenues by region
> 43

business. in % 2017 2016
Negative currency effects held down revenue growth. Europe 45.6 47.1
Currency effects were mainly the result of develop- Asia 30.1 288
ments in the average exchange rates of the British Americas 21.2 20.7
pound and the Chinese renminbi. Bl Other regions 3.1 3.4
Group 100.0 100.0
BMW Group cost of sales
> 44
in € million 2017 2016 Change in %
Manufacturing costs 43,877 43,175 1.6
Cost of sales relating to financial services business 22,932 20,723 10.7
thereof interest expense relating to financial services business 1,801 1,638 10.0
Research and development expenses 4,920 4,294 14.6
thereof amortisation of capitalised development costs 1,236 1,222 1.1
Service contracts, telematics and roadside assistance 2,081 2,018 3.1
Warranty expenses 2,041 2,165 -5.7
Other cost of sales 2,893 3,067 -5.7
Cost of sales 78,744 75,442 4.4

The Group’s cost of sales was slightly higher than in
the previous year due to volume and mix effects. Costs
relating to the Group’s Financial Services business,
which were significantly higher than the previous
year, also contributed. Revenue growth from the sale
of returned leasing vehicles had a corresponding effect
on cost of sales. Currency effects held down the scale
of the increase.
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BMW Group performance indicators relating to research and development expenses

- 45

in% 2017 2016 Change in %pts
Research and development expenses as a percentage of revenues 5.0 4.6 0.4
Research and development expenditure ratio 6.2 5.5 0.7
Capitalisation rate 39.7 40.5 -0.8

Due to the continued product offensive, vehicle electri-
fication and development work on autonomous driving,
research and development expenses at €4,920 million
(2016: €4,294 million) were significantly up on the pre-
vious year. As a result, total research and development
expenditure - comprising research costs, non-capital-
ised development costs and capitalised development
costs (excluding amortisation thereon) — amounted
to €6,108 million in the year under report (2016:
€5,164 million). The capitalised development costs
were mainly related to the production start of new
models and modules.

Overall, gross profit amounted to €19,934 million,
reflecting a solid improvement over the previous year.

Selling and administrative expenses were €402 mil-
lion higher at €9,560 million, mainly as a result of
the increased workforce and higher marketing and
IT expenses.

Depreciation and amortisation on property, plant
and equipment and intangible assets recorded in cost
of sales and in selling and administrative expenses
totalled €4,822 million (2016: €4,806 million).

The net amount of other operating income and expens-
es in 2017 was €-494 million (2016: €-177 million),
with, amongst others, higher allocations to provisions
for litigation and other legal risks contributing to the
year-on-year change.

Profit before financial result (EBIT) increased solidly
and amounted to €9,880 million (2016: €9,386 million).

—>see
note 12

At €775 million, the financial result was significantly
higher than one year earlier. This was mainly driven
by a €297 million increase in the result from equity
accounted investments to €738 million. This was due,
amongst others, to a €183 million positive earnings
effect following the sale of 15 % of the shares in HERE
International B.V., Amsterdam, by THERE Holding B.V.,
Amsterdam. The earnings contribution from BMW Bril-
liance Automotive Ltd. also increased, driven by sales
volume within a stable competitive environment. In
addition, other financial result improved by €117 mil-
lion to €248 million. In contrast to the previous year, the
result on investments in 2017 included no impairment
losses on other investments. Furthermore, the net inter-
est result improved by €82 million to a net amount of
€-211 million. This was mainly due to the lower interest
expense arising from the unwinding of the discount
on non-current provisions and higher liquidity, which
resulted in lower financing requirements in selected
countries.

Overall, profit before tax increased significantly year-
on-year to €10,655 million (2016: €9,665 million).

The income tax expense for the year amounted to
€1,949 million (2016: €2,755 million). The significantly
lower year-on-year tax expense was mainly due to the
reduction in the US federal corporate income tax rate
from 35% to 21 % with effect from 1 January 2018,
which was taken into account in the measurement of
deferred taxes at 31 December 2017. The revaluation
of deferred taxes had an overall positive impact of
€977 million on net profit for the year. Further infor-
mation is provided in - note 12 of the Group Financial
Statements.



Results of operations by segment

75

BMW Group revenues by segment
> 46

Currency adjusted
in € million 2017 2016 Change in % change* in %
Automotive 88,581 86,424 2.5 3.9
Motorcycles 2,283 2,069 10.3 1.1
Financial Services 27,567 25,681 7.3 8.7
Other Entities 7 6 16.7 -
Eliminations -19,760 -20,017 1.3 -
Group 98,678 94,163 4.8 5.1
*The adjustment for exchange rate factors is calculated by applying the relevant current exchange rates to the prior year’s figures.

BMW Group profit/loss before tax by segment

- 47

in € million 2017 2016 Change in %
Automotive 8,691 7,916 9.8
Motorcycles 205 185 10.8
Financial Services 2,207 2,166 1.9
Other Entities 80 170 -52.9
Eliminations -528 —-772 31.6
Group 10,655 9,665 10.2
BMW Group margins by segment

- 48

in% 2017 2016 Change in %pts
Automotive

Gross profit margin 18.4 17.9 0.5
EBIT margin 8.9 8.9 -
Motorcycles

Gross profit margin 20.8 20.8 -
EBIT margin 9.1 9.0 0.1
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Automotive segment

Automotive segment revenues grew slightly due to
higher sales volumes, with currency factors and a
continued highly competitive business environment
holding revenue growth down. Cost of sales increased
slightly in line with sales volume growth. The gross
profit margin was in line with the previous year.

Profit before financial result increased slightly to
€7,863 million (2016: €7,695 million). The positive
effect of volume growth was offset by increases in
research and development expenses, selling and
administrative expenses and other operating expenses.

At €828 million, the financial result was significantly
higher than one year earlier. In addition to the effects
from result from equity accounted investments and
other financial result described above, the net interest
result also had a positive impact on the Automotive
segment’s financial result. Thanks to lower year-on-
year interest and similar expenses, the net interest
result improved significantly to a net amount of
€-205 million (2016: €-413 million).

Overall, the Automotive segment reported a solid
increase in pre-tax profit.

Motorcycles segment

Motorcycles segment revenues rose significantly,
mainly reflecting year-on-year volume growth. Higher
sales of optional equipment, spare parts and acces-
sories as well as improved pricing also contributed.

The net amount of other operating income and
expenses deteriorated by €24 million to a net amount
of €-11 million. The previous year’s figure benefit-
ed in particular from higher income arising on the
reversal of write-downs than in the year under report.

Profit before tax rose significantly compared to the
previous year thanks to the positive business devel-
opment.

Financial Services segment

The Financial Services segment recorded solid reve-
nue growth due to positive development in the credit
financing business and the higher volume of returned
leasing vehicles sold. The risk profile remained at a
historically favourable level in the year under report.

Segment selling and administrative expenses increased
by €76 million to €1,370 million, mainly due to higher
personnel and IT project costs.

The net amount of other operating income and expens-
es improved by €51 million to €-17 million. Income
from the reversal of provisions, amongst others, had
a positive effect.

The financial result improved by €31 million to a net
amount of €13 million, due, amongst others, to higher
fair value measurement gains within other financial
result.

Profit before tax in the Financial Services segment
was slightly up on the previous year, mainly reflecting
business volume growth and the improved net amount
of other operating income and expenses.

Other Entities segment/Eliminations

Profit before tax in the Other Entities segment fell
significantly year-on-year, mainly due to the lower
net interest result.

Inter-segment eliminations reduced Group profit
before tax by €528 million. The amount of elimina-
tions was lower than in the previous financial year as
a result of the lower volume of new leasing business
in 2017 and the positive effect of reversals in the
portfolio of leased products (2016: negative impact
of €772 million).



Financial position

The cash flow statements for the Group and the
Automotive and Financial Services segments show
the sources and applications of cash flows for the
financial years 2017 and 2016. Cash flows are classi-
fied according to operating, investing and financing

statements correspond to the amounts disclosed in

the balance sheet.

Cash flows from operating activities are determined

indirectly, starting with Group and segment net profit.

By contrast, cash flows from investing and financing

activities. Cash and cash equivalents in the cash flow - activities are based on actual payments and receipts.
BMW Group financial position

> 49

in € million 2017 2016 Change
Cash inflow/outflow from operating activities 5,909 3,173 2,736
Cash inflow/outflow from investing activities -6,163 -5,863 -300
Cash inflow/outflow from financing activities 1,572 4,393 -2,821
Effects of changes in exchange rate and composition of Group -159 55 -214
Change in cash and cash equivalents 1,159 1,758 -599

The increase in cash inflow from the Group’s operat-
ing activities was mainly due to the higher net profit
for the year (€1,796 million) and lower additions to
leased products (€1,392 million), compared to the
previous year.

The increase in cash outflow from the Group’s invest-
ing activities mainly reflects higher overall invest-
ments in intangible assets and property, plant and
equipment (€1,289 million), partially offset by higher
cash proceeds from the disposal of investments and
other business units (€1,096 million).

The Group’s financing activities show a €1,913 million
reduction in cash inflows from the issue of bonds and
a €1,000 million decrease in cash outflows for bond
repayment. In addition, cash inflows from other finan-
cial liabilities decreased by €4,261 million. Changes
in commercial paper gave rise to net cash inflow of
€953 million (2016: net cash outflow of €1,632 million).

The cash outflow from investing activities exceeded
the cash inflow from operating activities by €254 mil-
lion in the financial year 2017. In the previous year,
the shortfall was higher at €2,690 million.
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BMW Group change in cash and cash equivalents
- 50

in € million
5—15,000 +5,909 15,000—E
= 10,000 10,000 =
= 5,000 5,000 =
=0 0=
Cashand Cashinflow Cash outflow Cashinflow Currency Cashand
cash from from from translation, cash

equivalents operating investing financing changesin equivalents

31.12.2016 activities activities activities Group composition 31.12.2017
Free cash flow for the Automotive segment was as
follows:
in € million 2017 2016 Change
Cash inflow/outflow from operating activities 10,848 11,464 -616
Cash inflow/outflow from investing activities -6,544 -5,432 -1,112
Net investment in marketable securities and investment funds 155 -240 395
Free cash flow Automotive segment 4,459 5,792 -1,333

The decrease in cash inflow from the Automotive seg-
ment’s operating activities was mainly due to higher
net outflow for other operating assets and liabilities.
Cash outflow from investing activities was influenced
in particular by the overall €1,273 million increase in 7

investments in intangible assets and property, plant
and equipment.

Net financial assets of the Automotive segment com-
prise the following:

in € million 2017 2016 Change
Cash and cash equivalents 7,157 4,794 2,363
Marketable securities and investment funds 4,336 4,147 189
Intragroup net financial assets 9,774 12,077 -2,303
Financial assets 21,267 21,018 249
Less: external financial liabilities* -1,480 -1,498 18
Net financial assets Automotive segment 19,787 19,520 267

*Excluding derivative financial instruments.



Net cash inflows and outflows for the Financial Ser-
vices segment were as follows:

in € million 2017 2016 Change
Cash inflow/outflow from operating activities -6,384 -9,844 3,460
Cash inflow/outflow from investing activities 937 -102 1,039
Cash inflow/outflow from financing activities 4,334 11,601 —-7,267
Net -1,113 1,655 -2,768

Cash outflow from operating activities in the Finan-
cial Services segment is driven primarily by the cash
flows relating to leased products and receivables from
sales financing. Cash inflow from investing activities
results mainly from cash proceeds from the disposal
of investments and other business units (€970 million).
Cash inflow from financing activities is mainly driven
by the change in other financial liabilities.

Refinancing

A broad range of instruments on international money
and capital markets is used to refinance worldwide
operations. Funds raised are used almost exclusively to
finance the BMW Group’s Financial Services business.

The overall objective of Group financing is to ensure at
all times the solvency of the BMW Group. This leads
to three areas of focus:

1. Ability to act through permanent access to strate-
gically important capital markets

2. Autonomy through the diversification of refi-
nancing instruments and investors

3. Focus on value through optimisation of financing
costs

Financing measures undertaken centrally ensure
access to liquidity for the Group’s operating subsid-
iaries at standard market conditions and consistent
credit terms. Funds are acquired in line with a target
liability structure, comprising a balanced mix of financ-
ing instruments. The use of longer-term financing
instruments to finance the Group’s financial services
business and the maintenance of a sufficiently high
liquidity reserve serves to avoid liquidity risk in the
portfolio. This conservative financial approach also
supports the Group’s rating. Further information
is provided in the section Liquidity risks within the
Report on Outlook, Risks and Opportunities.

Thanks to its good ratings and the high level of accept-
ance it enjoys on capital markets, the BMW Group
was again able to refinance operations at favourable
conditions on debt capital markets during the finan-
cial year 2017. In addition to the issue of bonds, loan
notes and private placements, commercial paper
was also issued. As in previous years, all issues were
in high demand, not only from private but also in
particular from institutional investors. In addition,
retail customer and dealership financing receivables
and rights and obligations from leasing contracts
are securitised in the form of asset-backed securi-
ties (ABS) financing arrangements. Specific banking
instruments, such as customer deposits used by the
Group’s own banks in Germany and the USA, are
also used for financing. Loans are also taken out with
international banks.
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BMW Group composition financial liabilities
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in € million

Derivate instruments 1,090 Other 1,132

Commercial paper 4,461

Liabilities to banks

12,658 Bonds
44,880

Liabilities

from customer
deposits (banking)
13,572

Asset-backed
financing
transactions

16,855

BMW Group financial liabilities by maturity
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in € million
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In 2017, the BMW Group issued four euro bench-
mark bonds on the European capital market with
a total issue volume of €3.75 billion, as well as
bonds on the US capital market with a total issue
volume of US$2.20 billion. Bonds were also issued in
British pounds, US dollars, Canadian dollars, Indian
rupees, South Korean won and Norwegian krone for
a total amount of €1.17 billion. Private placements
totalling €4.50 billion were also issued.

—>see
notes 29,
33and 37

A total of twelve public ABS transactions were exe-
cuted in 2017, including three in China, two each
in Germany and the USA, and one each in Canada,
South Korea, South Africa, the UK and Switzerland,
with a total volume equivalent to €6.9 billion. Fur-
ther funds were also raised via new ABS conduit
transactions in Japan, the UK and the USA totalling
€2.4 billion. Other transactions remain in place in
Germany, Switzerland, South Korea, South Africa
and Australia, amongst others.

The following table provides an overview of amounts*
utilised at 31 December 2017 in connection with the
BMW Group’s money and capital market programmes:

Programme Amount
Programme framework utilised*
in € billion
Euro Medium Term Notes 50.0 34.7
Australian Medium Term Notes 1.6 0.3
Commercial Paper 13.0 4.4

*Measured at exchange rates at the relevant transaction dates.

At 31 December 2017, liquidity stood at a solid level
of €14.5 billion.

The BMW Group also has access to a syndicated credit
line which was newly agreed in July 2017. The syn-
dicated credit line of €8 billion has a minimum term
to July 2022 and is made available by a consortium of
44 international banks. The credit line was not being
utilised at 31 December 2017.

Further information with respect to financial liabilities
is provided in - notes 29, 33 and 37 of the Group
Financial Statements.



Net assets

BMW Group condensed balance sheet at 31 December
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Group
Proportion of
balance sheet
Currency adjusted total in %

in € million 2017 2016 Change in % change*in % 2017
ASSETS
Intangible assets 9,464 8,157 16.0 16.2 4.9
Property, plant and equipment 18,471 17,960 2.8 5.3 9.5
Leased products 36,257 37,789 -4.1 2.0 18.7
Investments accounted for using the equity method 2,767 2,546 8.7 8.7 1.4
Other investments 690 560 23.2 24.1 0.4
Receivables from sales financing 80,434 78,260 2.8 9.1 41.6
Financial assets 10,334 9,770 5.8 6.8 53
Deferred and current tax 3,493 4,265 -18.1 -6.4 1.8
Other assets 7,160 6,682 7.2 10.0 3.7
Inventories 12,707 11,841 7.3 1.1 6.6
Trade receivables 2,667 2,825 -5.6 -1.8 1.4
Cash and cash equivalents 9,039 7,880 14.7 18.2 4.7
Total assets 193,483 188,535 2.6 7.6 100.0
EQUITY AND LIABILITIES
Equity 54,548 47,363 15.2 19.1 28.2
Pension provisions 3,252 4,587 -29.1 -27.4 1.7
Other provisions 11,750 10,918 7.6 13.0 6.1
Deferred and current tax 3,365 3,869 -13.0 10.3 1.7
Financial liabilities 94,648 97,731 -3.2 1.8 48.9
Trade payables 9,731 8,512 14.3 16.7 5.0
Other liabilities 16,189 15,555 4.1 10.0 8.4
Total equity and liabilities 193,483 188,535 2.6 7.6 100.0

*The adjustment for exchange rate factors is calculated by applying the relevant current exchange rates to the prior year’s figures.

The balance sheet total of the BMW Group increased
slightly compared to 31 December 2016. Adjusted for
currency effects, the increase was solid. Currency
effects arose primarily from the period-end exchange
rates of the US dollar, Chinese renminbi and British
pound against the euro.

Intangible assets increased significantly compared
to the end of 2016. Within this item, the carrying
amount of capitalised development costs rose by
€1,188 million as a result of the continued product
offensive, vehicle electrification and development
work on autonomous driving.

Leased products decreased slightly compared to
31 December 2016. Adjusted for currency effects,
however, they increased slightly. The portfolio of
leasing contracts grew by 3.8 % to 1,744,297 contracts,
with increases recorded in particular in France, Spain
and Germany.

Receivables from sales financing were slightly higher
compared to 31 December 2016. Adjusted for currency
effects, however, there was a solid increase, particu-
larly in the UK and China. A total of 1,224,546 new
credit financing contracts were signed in 2017 and the
contract portfolio grew by 5.3 % to 3,181,931 contracts.
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Group equity rose by €7,185 million to €54,548 mil-
lion. Equity increased year-on-year mainly as a result
of the net profit attributable to shareholders of
BMW AG amounting to €8,620 million, fair value gains
on derivative financial instruments amounting to
€1,914 million and the positive impact of remeasure-
ments of the net defined benefit liability for pension

_T|

plans amounting to €693 million, due mainly to the
revaluation of plan assets. The dividend payment of
€2,300 million, negative currency translation effects
of foreign operations amounting to €1,171 million
and deferred taxes on fair value changes recognised
directly in equity amounting to €815 million had a
negative impact on equity.

BMW Group equity ratio

- 56

in% 31.12.2017 31.12.2016 Change in %pts
Group 28.2 25.1 3.1
Automotive segment 42.0 41.3 0.7
Financial Services segment 10.7 8.0 2.7

Pension provisions decreased significantly compared
to the end of the financial year 2016. The decrease
was mainly due to gains on plan assets as well as
gains from the closing of defined benefit plans in the
UK. A transfer from plan assets for pre-retirement
part-time working arrangements to plan assets for
pension plans brought about a further reduction in
pension provisions.

Financial liabilities fell slightly compared to 31 Decem-
ber 2016. Adjusted for currency effects, they increased
slightly. The increase was mainly due to the issue of
bonds and commercial paper. In addition, new ABS
transactions were concluded in various countries.
Changes in derivatives and lower liabilities to banks
kept down the increase in financial liabilities.

The significant increase in trade payables mainly
reflects higher production volumes and model start-
ups.

Overall, the results of operations, financial position
and net assets position of the BMW Group continued
to develop positively during the year under report.
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Value added statement

The value added statement shows the value of work
performed by the BMW Group during the financial
year, less the value of work bought in. Deprecia-
tion and amortisation, cost of materials, and other
expenses are treated as bought-in costs in the net
value added calculation. The allocation statement
shows the value added of each of the participants
involved in the value added process. The bulk of

the net value added is related to employees. The
proportion remaining in the Group is retained to
finance future operations. The gross value added
amount treats depreciation as a component of value
added which, in the allocation statement, would be
treated as internal financing.

Net valued added by the BMW Group remained at a
high level in the financial year 2017.

BMW Group value added statement

- 57
2017 2017 2016 2016 Change

in € million in % in € million in % in %
WORK PERFORMED
Revenues 98,678 98.2 94,163 98.4
Financial income 1,123 1.1 875 0.9
Other income 720 0.7 670 0.7
Total output 100,521 100.0 95,708 100.0 5.0
Cost of materials* 51,043 50.8 50,279 52.5
Other expenses 16,045 16.0 13,502 14.1
Bought-in costs 67,088 66.8 63,781 66.6 5.2
Gross value added 33,433 33.2 31,927 33.4 4.7
Depreciation and amortisation of total tangible,
intangible and investment assets 8,455 8.4 8,304 8.7
Net value added 24,978 24.8 23,623 24.7 5.7
ALLOCATION
Employees 12,052 48.3 11,535 48.8 4.5
Providers of finance 2,066 8.3 1,965 8.3 5.1
Government / public sector 2,154 8.6 3,213 13.7 -33.0
Shareholders 2,630 10.5 2,300 9.7 14.3
Group 5,990 24.0 4,563 19.3 31.3
Minority interest 86 0.3 47 0.2 83.0
Net value added 24,978 100.0 23,623 100.0 5.7

*Cost of materials comprises all primary material costs incurred for vehicle production plus ancillary material costs (such as customs duties, insurance premiums and freight).
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COMMENTS ON FINANCIAL
STATEMENTS OF BMWAG

Bayerische Motoren Werke Aktiengesellschaft
(BMW AG), based in Munich, Germany, is the parent
company of the BMW Group. The comments on the
BMW Group and Automotive segment provided in
earlier sections apply to BMW AG, unless presented
differently in the following section. The Financial
Statements of BMW AG are drawn up in accordance
with the provisions of the German Commercial Code
(HGB) and the relevant supplementary provisions of
the German Stock Corporation Act (AktG).

The key financial and non-financial performance
indicators for BMW AG are essentially identical and
concurrent with those of the Automotive segment
of the BMW Group. These are described in detail
in the Report on Economic Position section of the
Combined Management Report.

Differences between the accounting treatment of the
German Commercial Code and International Financial
Reporting Standards (IFRS), according to which the
BMW Group Financial Statements are prepared, are
mainly to be found in connection with the capitali-
sation of intangible assets, the creation of valuation
units, the recognition and measurement of financial
instruments and provisions, and the recognition
of deferred tax assets. Differences also arise in the
presentation of assets and liabilities and of items in
the income statement.

Business environment and review of operations
The general and sector-specific environment of BMW AG
is essentially the same as that of the BMW Group and is
described in the Report on Economic Position section
of the Combined Management Report.

BMW AG develops, manufactures and sells automobiles
and motorcycles as well as spare parts and accessories
manufactured in-house, by foreign subsidiaries and by
external suppliers, and performs services related to
these products. Sales activities are carried out primar-
ily through branches, subsidiaries, independent deal-
erships and importers. In 2017, BMW AG increased
deliveries by 138,389 units to 2,494,115 units. This
figure includes 396,749 units relating to series sets
supplied to the joint venture BMW Brilliance Automo-
tive Ltd., Shenyang, an increase of 91,023 units over
the previous year. At 31 December 2017, BMW AG
employed a workforce of 87,940 people, 2,186 more
than one year earlier.



Results of operations

BMW AG Income Statement
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in € million 2017 2016
Revenues 79,215 75,350
Cost of sales -62,817 -60,946
Gross profit 16,398 14,404
Selling expenses -3,958 -3,635
Administrative expenses -2,733 -2,504
Research and development expenses -5,168 -4,504
Other operating income and expenses -303 -137
Result on investments 1,081 1,015
Financial result -541 -35
Income taxes -1,563 -1,308
Profit afterincome tax 3,213 3,296
Other taxes -16 -19
Net profit 3,197 3,277
Transfer to revenue reserves -567 -977
Unappropriated profit available for distribution 2,630 2,300

Revenues rose by 5.1 % year-on-year, mainly reflecting
increased deliveries of the BMW 5 Series. In geograph-
ical terms, the increase mainly related to Asia and
Europe. Revenues amounted to €79,215 million (2016:
€75,350 million), of which Group internal revenues
accounted for €59,736 million (2016: €56,412 million)
or 75.4% (2016: 74.9%).

Cost of sales increased by 3.1% to €62,817 million,
mostly due to the higher cost of materials. Gross profit
improved by €1,994 million to €16,398 million.

Selling and administrative expenses increased over-
all year-on-year, reflecting an increase in workforce,
IT projects and increased marketing costs.

Research and development expenses related mainly to
new vehicle models in conjunction with the product
offensive (including new X models), expenses for the
development of drivetrain systems and innovations,
for example in connection with the electrification of
vehicles and the further development of autonomous
driving. Compared to the previous year, research and
development expenses increased by 14.7 %.

The net amount of other operating income and
expenses deteriorated by €166 million to € -303 mil-
lion, with the year-on-year change mainly attributable
to higher net expenses for financial transactions as
well as legal disputes.

Results on investments benefited from higher profit
transfers from Group companies. By contrast, the
financial result deteriorated by €506 million, mainly
due to higher interest expenses for pension liabilities
and lower income from the corresponding plan assets.
The reversal of impairment losses on the investment
in SGL Carbon SE, however, had a positive impact on
the financial result.

The expense for income taxes relates primarily to
current tax for the financial year 2017.

After deducting the expense for taxes, the Company
reported a net profit of €3,197 million compared to
€3,277 million in the previous year.
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Financial and net assets position

BMW AG Balance Sheet at 31 December
- 60

in € million 2017 2016
ASSETS

Intangible assets 288 310
Property, plant and equipment 11,455 11,163
Investments 3,676 3,238
Tangible, intangible and investment assets 15,419 14,711
Inventories 4,643 4,260
Trade receivables 766 667
Receivables from subsidiaries 7,641 6,001
Other receivables and other assets 2,827 2,525
Marketable securities 4,185 3,846
Cash and cash equivalents 4,218 2,676
Current assets 24,280 19,975
Prepayments 483 430
Surplus of pension and similar plan assets over liabilities 1,290 1,183
Total assets 41,472 36,299
EQUITY AND LIABILITIES

Subscribed capital 658 657
Capital reserves 2,153 2,127
Revenue reserves 9,605 9,038
Unappropriated profit available for distribution 2,630 2,300
Equity 15,046 14,122
Registered profit-sharing certificates 29 30
Pension provisions 139 93
Other provisions 8,469 7,606
Provisions 8,608 7,699
Liabilities to banks 965 995
Trade payables 5,619 5,030
Liabilities to subsidiaries 8,187 5,951
Other liabilities 333 406
Liabilities 15,104 12,382
Deferred income 2,685 2,066
Total equity and liabilities 41,472 36,299

Capital expenditure on intangible assets and prop-
erty, plant and equipment in the year under report
amounted to €2,628 million (2016: €2,346 million),
up by 12.0 % compared to the previous year. Depre-
ciation and amortisation amounted to €2,350 million
(2016: €2,233 million).

The carrying amount of investments increased to
€3,676 million (2016: €3,238 million), mainly as a
result of a share capital increase at BMW Automotive
Finance (China) Co., Ltd., Beijing. A previously rec-
ognised impairment loss of €70 million on the invest-
ment in SGL Carbon SE, Wiesbaden, was reversed
in 2017, since the reasons for valuing the investment
at the lower market value no longer existed at the
balance sheet date.



At €4,643 million, inventories were higher than at the
end of the previous year (2016: €4,260 million), due
to an increase in finished goods.

Receivables from subsidiaries, most of which relate to
intragroup financing receivables, rose to €7,641 mil-
lion (2016: €6,001 million).

The increase in other receivables and other assets to
€2,827 million (2016: €2,525 million) was mainly due
to higher receivables from companies in which an
investment is held, as well as higher tax receivables.

Equity increased by €924 million to €15,046 million.
The equity ratio fell from 38.9 % to 36.3 %, mainly due
to the increased balance sheet total.

In order to secure pension obligations, investments
in fund assets totalling €498 million were transferred
to BMW Trust e.V., Munich, in conjunction with a
Contractual Trust Arrangement (CTA). Fund assets are
offset against the related guaranteed obligations. The
resulting surplus of assets over liabilities is reported in
the BMW AG balance sheet on the line item Surplus of
pension and similar plan assets over liabilities.

Provisions for pensions increased from €93 million
to €139 million, after offsetting of pension liabilities
with pension assets.

Other provisions increased year on year, mainly due
to increased provisions for pre-retirement part-time
arrangements. With effect from 2017, fund assets
relating to pre-retirement part-time working arrange-
ments are secured by bank guarantees, with the result
that at the reporting date no offsetting amount was
recorded for corresponding assets. Also, provisions
were increased as a result of further additions to the
provision for litigation and liability risks.

Liabilities to banks decreased as a result of the repay-
ment of project-related loans.

Liabilities to subsidiaries comprise mainly intragroup
financial liabilities.

Deferred income increased by €619 million to
€2,685 million and included mainly amounts relating
to services still to be performed related to service and
maintenance contracts.

Liquidity within the BMW Group is managed centrally
by BMW AG on the basis of a group-wide liquidity
concept. This involves concentrating a significant part
of the Group’s liquidity at BMW AG. An important
instrument in this context is the cash pool based at
BMW AG. The liquidity position reported by BMW AG
therefore reflects the global activities of BMW AG and
other Group companies.

Cash and cash equivalents increased by €1,542 million
to €4,218 million, mainly due to the surplus from
operational activities and the increase in financial
liabilities. Investment in tangible, intangible and
investment assets and in marketable securities, as
well as payment of the dividend from the previous
year, had an offsetting effect.

Risks and opportunities

BMW AG’s performance is essentially dependent on
the same set of risks and opportunities that affect the
BMW Group and which are described in detail in the
Report on Outlook, Risks and Opportunities section
of the Combined Management Report. As a general
rule, BMW AG participates in the risks entered into
by Group companies in proportion to the respective
shareholding percentage.

BMW AG is integrated in the group-wide risk man-
agement system and internal control system of the
BMW Group. Further information is provided in the
section Internal Control System Relevant for Account-
ing and Financial Reporting Processes within the
Combined Management Report.

Outlook

Due to its significance in the Group and its close ties

with Group companies, expectations for BMW AG with

respect to its financial and non-financial performance

indicators correspond largely to the BMW Group’s

outlook for the Automotive segment. This is described

in detail in the Report on Outlook, Risks and Oppor-
tunities section of the Combined Management Report.

KPMG AG Wirtschaftspriifungsgesellschaft, Berlin,
has issued an unqualified audit opinion on the finan-
cial statements of BMW AG, of which the balance sheet
and the income statement are presented here. The
BMW AG financial statements for the financial year
2017 will be submitted to the operator of the electronic
version of the German Federal Gazette and can be
obtained via the Company Register website. These
financial statements are available from BMW AG,
80788 Munich, Germany.
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REPORT ON OUT-
LOOK, RISKS AND
OPPORTUNITIES

Positive overall outlook for
global economy

Strong business performance
expected to continue in 2018

Outlook foresees increase in deliveries
and revenues

OUTLOOK

The report on outlook, risks and opportunities describes
the expected development of the BMW Group, includ-
ing the significant risks and opportunities, from a
Group management perspective. In line with the
Group’s internal management system, the outlook cov-
ers a period of one year. Risks and opportunities are
managed on the basis of a two-year assessment. The
report on risks and opportunities therefore addresses
a period of two years.

The report on outlook, risks and opportunities con-
tains forward-looking statements. These are based
on the BMW Group’s expectations and assessments
and are subject to uncertainty. As a result, actual out-
comes can deviate either positively or negatively - for
example on account of political and economic devel-
opments - from the expectations described below.
Further information is provided in the section Risks
and Opportunities.

Assumptions used in the outlook

The following outlook relates to a forecast period
of one year and is based on the composition of the
BMW Group during that time. The outlook takes
account of all information available at the time of
reporting and which could have an effect on the overall
performance of the Group. The expectations contained
in the outlook are based on the BMW Group’s forecasts
for 2018 and reflect its most recent status. The basis
and principal assumptions of the forecasts are set
out below. They represent a consensus of opinions
of leading organisations, such as economic research
institutes and banks. These assumptions flow into the
planning basis of the BMW Group.

The continuous forecasting process ensures the
BMW Group’s ability to exploit opportunities quickly
and systematically as they arise and react in a similar
way to unexpected risks. The principal risks and
opportunities are described in detail in the section
Risks and Opportunities. The risks and opportu-
nities discussed therein are relevant for all of the
BMW Group’s performance indicators and could result
in variances between the outlook and actual outcomes.



Economic outlook

Despite an array of uncertainties, particularly in
the area of international trade, the overall outlook
for the world economy is positive. Global economic
growth is forecast to be around 3.9 % in 2018. The
exit negotiations between the EU and the UK and the
current US administration’s future trade policy remain
factors that could at least significantly slow down the
current upward trend in the event of unfavourable
developments. Moreover, financial market stability
could be jeopardised by over-restrictive monetary
policies in the USA, high levels of corporate debt in
China and excessive sovereign debt in Japan as well
as some eurozone countries. Further information on
political and global economic risks is also available in
the section Risks and Opportunities.

After a year of robust expansion, economic growth
in the eurozone is forecast to slow down slightly to
2.2% in 2018. Germany, Europe’s largest economy, is
expected to grow at a similar rate (+2.3 %). Economic
growth of the other member states in the eurozone
is also predicted to develop positively. France (+2.0 %)
and Italy (+1.4 %) are likely to see an increase in GDP
over the outlook period. Based on an expected growth
rate of 2.7 %, the Spanish economy is set to grow faster
than the eurozone average. The economies of both
Portugal and Greece are also expected to grow at
around 2.1 %, enabling a reduction in unemployment.

The UK’s economic performance in the outlook period
will be influenced significantly by the progress of EU
exit negotiations. In view of the official leaving date
in March 2019 and with negotiations making slow
progress to date, the UK economy is preparing for
various scenarios. British companies are considering,
amongst others, relocation of operations to the EU.
The lack of planning certainty is weighing on compa-
nies and private households alike. Consequently, the
economy is expected to slow further with a growth
rate of only 1.4 % for the current year.

In the USA, the administration’s tax-cutting pro-
gramme is likely to give companies greater flexibility
for investment and thereby boost business expansion.
These factors are expected to have a slightly positive
impact on the economy, which is expected to expand
by 2.6 % in 2018. The US Federal Reserve will most
likely continue pursuing a more restrictive monetary
policy. The prerequisite is that domestic demand in
private households as well as corporate and public
sectors remains robust and prices rise.

In 2018, China is likely to focus on reducing credit
growth and stimulating the services sector. Greater
diversification of economic sectors could lead to a
reduction in overcapacities. Against this backdrop,
GDP is forecast to rise by 6.5 %. Many Chinese indus-
trial companies are confronted with high debt levels,
a situation that could also threaten financial market
stability. Safeguarding market stability therefore
remains one of the most urgent tasks for the Chinese
government. The risk of a significant economic down-
turn in China cannot therefore be ruled out.

The Japanese economy is expected to grow by 1.3%
in 2018. Moderate demand for capital goods as well
as consumer spending could help drive growth. The
weak yen is also likely to create momentum for exports.

If India succeeds in implementing further reforms
aimed at promoting growth, economic output could
rise by even more than the 7.3 % forecast for 2018.
Economic growth is also forecast for Russia (+1.9 %)
and Brazil (+2.5 %), supported by higher raw material
prices and solid corporate investment.
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Currency markets

Currencies of particular importance for the interna-
tional operations of the BMW Group are the US dollar,
the Chinese renminbi, the Japanese yen and the Brit-
ish pound. All of these major currencies are expected
to remain volatile in 2018.

A significantly more restrictive monetary policy
on the part of the US Federal Reserve as well as
economic stimulus through tax cuts for companies
and private households could raise the value of the
US dollar against the euro. However, a simultaneous
economic upturn in the eurozone, falling unemploy-
ment and rising inflation rates could lead the ECB
to gradually scale down its expansionary monetary
policy. As a result, the euro would probably remain at
a similar value against the US dollar as in the second
half of 2017.

The strong economic ties between China and the USA
make it likely that the Chinese renminbi will follow
a similar trend to the US dollar. As a result, the ren-
minbi/euro exchange rate is likely to move sideways
in 2018, subject to volatility.

The performance of the British pound will be deter-
mined largely by the progress made in negotiations
between the EU and the UK. If the negotiating parties
are able to agree on withdrawal terms and successfully
conclude talks on trade relations for the period after
March 2019 or for a transition period, the pound could
appreciate moderately against the euro. If, on the
other hand, planning uncertainty persists, the pound
may come under additional downward pressure.

The central bank in Japan continues to pursue a highly
expansionary monetary policy. For this reason, the
value of the yen against the euro is likely to be almost
unchanged compared to the year-end closing rate or
only slightly lower.

Currencies in numerous emerging economies are like-
ly to remain under pressure against the US dollar as a
result of the ongoing normalisation of US monetary
policy. This applies in particular to countries that
export raw materials, such as Russia, Brazil and South
Africa. By contrast, any increase in raw material prices
will tend to have a positive impact on these economies.

International automobile markets

New registrations are forecast to increase slightly
by around 1.5 % worldwide to 89.0 million units in
2018, with growth expected from emerging markets
in particular.

The automobile market in Europe is unlikely to benefit
from the global economic recovery, and registrations
are predicted to fall slightly overall (15.6 million
units; - 0.6 %). New registrations in Germany are
forecast to decrease by 1.2% to 3.4 million units.
The French market is forecast to be flat (2.1 million
units; - 0.4 %). In Italy, the automobile market is set to
slow after a strong year, with growth in 2018 expected
at only 1.2 % (2.0 million units). In the UK the forecast
for new registrations is negative. A further fall of
approximately 4.5% to around 2.4 million units is
expected here.

According to forecasts, the downward trend in the USA
is set to continue. New registrations are expected to
be down by 2.5 % to 16.8 million units.

In China, a 3.3% increase is expected in passenger
car registrations to around 25.5 million units. The
automobile market in Japan is likely to see moderate
contraction in 2018. Registrations are forecast to be
down 2.7 % year-on-year to approximately 4.9 million
units.

Registrations in Russia are expected to rise by around
10% in 2018 to 1.6 million units on the back of eco-
nomic recovery. In Brazil, registration figures are also
expected to increase in the current year by about 10 %
to 2.0 million units.

International motorcycle markets

The world’s motorcycle markets in the 250 cc plus class
are expected to remain stable overall in 2018, with
individual markets continuing to develop divergently.
In Europe, the BMW Group expects the major markets
of France, Italy and Spain to continue their positive
trend, while the German market is likely to show a
stable development compared to the previous year.
Markets in the UK and the USA could see a further
slight contraction after the previous year’s decline.



International interest rate environment

The global economic upturn is expected to gain further
momentum in 2018. While successive rises in bench-
mark interest rates seem likely in the USA, tightening
of monetary policies in other industrialised countries
is likely to be carried out with great caution.

The US Federal Reserve is expected to raise interest
rates in three or four increments in the course of 2018
in line with its policy of increasing interest rates.

The ECB is predicted to maintain its expansionary
monetary policy in 2018, while continuing to reduce
the volume of monthly bond purchases.

The uncertainty surrounding the ongoing Brexit nego-
tiations is expected to continue to weigh on the UK
economy in 2018. The Bank of England is expected
to adopt initially a cautious approach and intervene
where necessary.

Growth in China could weaken moderately in 2018.
Japan’s central bank is likely to maintain its ultra-
expansive monetary policy in order to drive inflation
and stimulate the economy.

Expected consequences for the BMW Group

Future developments on international automobile
markets have a direct impact on the BMW Group.
While competition could intensify in contracting mar-
kets, new opportunities may appear in growth regions.
Challenges in the competitive environment will have a
significant effect on sales volumes in some countries.
Due to its global business model, the BMW Group is
well placed at all times to exploit opportunities, even at
short notice. Coordination between the Group’s sales
and production networks also enables it to balance
out the impact of unforeseeable developments in the
various regions. Investments in markets important for
the future also form a basis for further growth, while
simultaneously strengthening the global presence of
the BMW Group. Thanks to its three premium brands -
BMW, MINI and Rolls-Royce — the BMW Group
expects to continue performing successfully in 2018.

—>see
note 5

* Adjusted in
accordance with
IFRS 15.

Outlook for the BMW Group

Application of International Financial Reporting
Standards IFRS 9 (Financial Instruments) and IFRS 15
(Revenue from Contracts with Customers) is mandato-
ry with effect from 1 January 2018. While application
of IFRS 15 requires adjusted comparative figures for
the financial year 2017, no adjustment of comparative
figures is required in the case of IFRS 9. In order to
ensure a transparent presentation of changes in key
financial performance indicators, the outlook shows
values adjusted in accordance with IFRS 15 as well as
those actually reported for 2017. With regard to key
financial performance indicators for 2018, the outlook
is based on values for 2017 adjusted in accordance
with IFRS 15. Further information on IFRS 9 and
IFRS 15 is provided in - note 5 of the Group Financial
Statements.

Group

Profit before tax expected at previous year’s level
Competition on international automobile markets
is set to remain intense during the current year.
Furthermore, political and economic developments
in Europe remain uncertain. Above all, this is due
to the unforeseeable effects of Brexit negotiations
between the EU and the UK. The economic policy
of the US administration also remains difficult to
predict. Further information is provided in Risks and
Opportunities in the section Macroeconomic risks
and opportunities.

Nevertheless, the BMW Group intends to continue
its strong business performance in 2018. Notable
contributions are likely to come from new vehicles
as well as successful established models. At the same
time, investments in future-oriented projects remain
high, including continued electrification of vehicles,
digitalisation and autonomous driving, amongst
others. The production network will also be further
expanded during the outlook period. Due to the
challenges, Group profit before tax is expected to be
in line with the previous year’s level (2017 adjusted:
€10,675* million).

Workforce size at year-end: slight increase expected

The need for qualified staff across the BMW Group
will remain high in 2018. Above all, projects relating
to vehicle electrification and autonomous driving,
growth in the automobile and motorcycle business
and the expansion of financial and mobility services
will lead to a slight increase in the workforce, accord-
ing to current estimates (2017: 129,932 employees).
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Automotive segment

Deliveries to customers: slight increase expected
The BMW Group expects a further year-on-year
increase in sales of BMW, MINI and Rolls-Royce
brand vehicles and aims to occupy a leading posi-
tion in the global premium segment again in 2018.
Balanced growth in major sales regions will help to
even out volatilities in individual markets. Assuming
economic conditions do not deteriorate, deliveries to
customers are forecast to rise slightly to a new high
(2017: 2,463,526 units).

Important contributions to sustained growth can be
expected, amongst others, from the new BMW 6 Series
Gran Turismo, the new BMW X3 (both launched in
November 2017) and the BMW X2 (available since
March 2018). The extended-wheelbase version of the
BMW 5 Series in China will also provide additional
impetus. The new BMW X4, model revisions of the
BMW 2 Series Active Tourer and Gran Tourer (includ-
ing the Active Tourer plug-in hybrid) (BMW 225xe
iPerformance Active Tourer: fuel consumption in
1/100 km (combined) 2.5-2.3//CO, emissions in
g/km (combined) 57-52//Electric power consump-
tion in kWh/100 km (combined) 13.7-13.4) and the
BMW 18 Coupé (BMW i8 Coupé: fuel consumption in
1/100 km (combined) 1.9//CO, emissions in g/km
(combined) 42//Electric power consumption in
kWh/100 km (combined) 14.0) will go on sale during
the spring. The launch of the new BMW i8 Roadster
(BMW i8 Roadster: fuel consumption in1/100 km (com-
bined) 2.1//CO, emissions in g/km (combined) 46//
Electric power consumption in kWh/100 km (com-
bined) 14.5) and the BMW 8 Series Coupé are set
to follow later in the year. Model revisions of the
MINI Hatch (3- and 5-door) and MINI Convertible
should also boost demand. The eighth generation of
the Rolls-Royce Phantom has been available since
January 2018.

Fleet CO, emissions*: slight decrease expected

The BMW Group is continuing in its efforts to reduce
both fuel consumption and CO, emissions. In addition,
the share of electrified vehicles in total deliveries is
expected to increase. Accordingly, CO, emissions
across the vehicle fleet as a whole are expected to
decrease slightly during the outlook period, and
continue the trend seen in previous years (2017:
122 g CO,/km).

Revenues: slight increase expected

Automotive segment revenues should benefit from
growth in deliveries. Accordingly, a slight increase in
segment revenues is forecast for 2018 (2017 adjusted:
€85,7423 million).

4 Adjusted in
accordance with
IFRS 15.

"Includes the
joint venture
BMW Brilliance
Automotive,
Shenyang Ltd.
(2017:384,124
units).

2EU-28.

3 Adjusted in
accordance with
IFRS 15.

EBIT margin in target range between 8 and 10 %
expected

An EBIT margin again within a range of 8 to 10%
is expected for the Automotive segment (2017
adjusted: 9.2*%).

Return on capital employed:

significant decrease expected

Segment RoCE is forecast to lie significantly below
the previous year’s level (2017 adjusted: 77.7*%).
The decrease is attributable, among other things, to
increasing investments in the electrification of the
vehicle fleet, digitalisation and the expansion and
renewal of the model portfolio. However, the long-
term target RoCE of at least 26 % for the Automotive
segment will be significantly surpassed.

In view of the introduction of IFRS 16 (Leases) as of
1 January 2019, the future significance of RoCE as a
performance indicator, as opposed to an operational
management tool, is under review.

Motorcycles segment

Deliveries to customers: solid increase expected

The BMW Group expects the positive trend in the
Motorcycles segment to continue. The renewal of the
product range in the previous year, and new models
introduced at the EICMA 2017, such as the F 750 GS,
F 850 GS and K 1600 Grand America, should all have
a positive impact. Furthermore, the Scooter C 400 X
expands the product range for urban environments.
Overall, a solid increase in deliveries of BMW motor-
cycles to customers is forecast (2017: 164,153 units).

EBIT margin in target range between 8 and 10 %
expected

The segment EBIT margin in 2018 is expected to
lie within the target range between 8 and 10%
(2017: 9.1%).

Return on capital employed: slight increase
expected

The Motorcycles segment RoCE is expected to increase
slightly year-on-year (2017: 34.0 %). The long-term
target RoCE of 26 % for the Motorcycles segment will
therefore be surpassed.



Financial Services segment

Return on equity: slight decrease expected

The BMW Group expects the Financial Services seg-
ment to continue its successful performance in 2018. In
view of increasing regulatory requirements worldwide,
more equity capital will be required in the segment
going forward. Accordingly, segment RoE is expected
to decrease slightly (2017: 18.1 %). In this context, with
effect from the 2018 financial year the sustainable
target return will be changed from its current level of
at least 18 % to a new level of at least 14 %.

Overall assessment by Group management

Business is expected to show a stable development in
the financial year 2018, with significant contributions
from numerous new automobile and motorcycle mod-
els as well as expansion of individual mobility-related
services. Group profit before tax is expected to be
in line with last year’s level, due to the challenges

should grow slightly based on the forecast of a slight
increase in deliveries to customers. At the same
time, fleet carbon dioxide emissions are forecast to
decrease slightly. The Group’s targets are to be met
with a slight increase in workforce. The Automotive
segment’s EBIT margin in 2018 is set to remain within
the target range of between 8 and 10 %, while its RoCE
is forecast to decrease significantly. A slight decrease
is also forecast for the RoE in the Financial Services
segment. However, both performance indicators will
be above their long-term targets of 26 % (RoCE) and
14 % (RoE") respectively. Deliveries to customers in
the Motorcycles segment are forecast to show a solid
increase, with an EBIT margin within the target range
of between 8 and 10 % and RoCE slightly up on the
previous year.

Depending on the political and economic situation
and the risks and opportunities described below,
actual business performance could differ from current

described above. Automotive segment revenues - expectations.
BMW Group key performance indicators
- 61
2017 20172 2018
reported adjusted Outlook®
GROUP
in line with last
Profit before tax € million 10,655 10,675 year’s level
Workforce at year-end 129,932 129,932 slight increase
AUTOMOTIVE SEGMENT
Deliveries to customers* units 2,463,526 2,463,526 slight increase
Fleet emissions® g CO,/km 122 122 slight decrease
Revenues € million 88,581 85,742 slight increase
EBIT margin % 8.9 9.2 between 8 and 10
Return on capital employed % 78.6 77.7  significant decrease
MOTORCYCLES SEGMENT
Deliveries to customers units 164,153 164,153 solid increase
EBIT margin % 9.1 9.1 between 8 and 10
Return on capital employed % 34.0 34.0 slight increase
FINANCIAL SERVICES SEGMENT
Return on equity % 18.1 18.1 slight decrease

' Adjusted with effect from the financial year 2018.

2 Adjusted in accordance with [FRS 15.

3 Based on adjusted outlook.

#Including the joint venture BMW Brilliance Automotive Ltd., Shenyang (2017: 384,124 units).
® EU-28.
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RISKS AND
OPPORTUNITIES

As a worldwide-leading provider of premium cars,
motorcycles and mobility services, as well as related
financial services, the BMW Group is exposed to
numerous uncertainties and change. Making full
use of the opportunities arising out of change is a
fundamental basis of the Group’s corporate success.
In order to achieve growth, profitability, efficiency
and continued sustainable activities going forward,
the BMW Group must consciously assume risk.

Management of opportunities and risks is essential for
the Group to react appropriately to changes in political,
economic, technical or legal conditions. Opportunities
and risks which are likely to materialise are taken into
account in the Outlook Report. The following sections
focus on potential future developments or events,
which could result in a positive (opportunity) or a
negative deviation (risk) from the BMW Group's out-
look. The earnings impact of risks and opportunities is
assessed separately without offsetting. Opportunities

As part of the risk management process, all individual
and cumulative risks that represent a threat to the
success of the business are monitored and managed.
Any risks capable of posing a threat to the going-
concern status of the BMW Group are generally
avoided. Where no specific reference is made, oppor-
tunities and risks relate to the Automotive segment.
The scope of entities consolidated in the Report on
Risks and Opportunities corresponds to the scope of
consolidated entities in the BMW Group Financial
Statements.

Risk management system

The objective of the risk management system, and the
main function of risk reporting, is to identify, record
and actively manage internal or external risks that
could threaten the attainment of the Group’s corpo-
rate targets. The risk management system covers all
significant and existential risks to the Group. Group
risk management focuses on the criteria of effective-
ness, practicability and completeness. Responsibility
for risk reporting is not allocated to a central function,
but is part of the task of each employee and manager,
according to their individual function. According to
Group-wide rules, every employee and manager has
a duty to report risks through the relevant reporting

and risks are assessed with respect to a medium-term channels.
period of two years. al
Risk management in the BMW Group
- 62
Group-wide
risk management
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Group risk management is organised formally as a
decentralised, company-wide network and is steered
by a centralised risk management function. Every
BMW Group division is represented within the risk
management organisation by Network Represen-
tatives. This formal structure reinforces the network’s
visibility and underlines the importance of risk
management within the BMW Group. Roles, respon-
sibilities and tasks of the central risk management
function and the Network Representatives are clearly
described, documented and understood. In view of
the dynamic growth of business and the increasingly
volatile environment, the BMW Group regularly
reviews its risk management system for effectiveness
and appropriateness.

Risk management as a whole comprises the Risk
Management Steering Committee, the Compliance
Committee, the Internal Control System and Group
Internal Audit.

Risk management process

The risk management process covers the entire Group
and comprises early identification of risks, detailed
analysis and risk assessment, the coordinated use of
relevant management tools as well as monitoring and
evaluation of measures taken.

Significant risks reported from within the network are
firstly presented for review to the Risk Management
Steering Committee, chaired by Group Controlling.
After review, the risks are reported to the Board of
Management and the Supervisory Board. Risks are
classified according to the magnitude of impact on
the Group’s results of operations, financial position
and net assets. The magnitude of risk is measured in
each case after risk mitigation measures and according
to the probability of occurrence.

The risk management system is regularly examined by
Group Internal Audit. Regular monitoring of external
practice ensures that new insights are incorporated
in the risk management system of the BMW Group,
thus providing for continual improvement. Training
sessions, development programmes and information
events are regularly conducted across the BMW Group,
particularly within the risk management network.
These measures are essential ways of preparing those
involved in the process for new or additional demands.

In addition to comprehensive risk management,
sustainable business practice constitutes one of the
core strategic principles of the company. Risks or
opportunities relating to sustainability issues are
considered by the Sustainability Committee. Result-
ing strategic options and measures are put forward
to the Sustainability Board, which comprises the
entire Board of Management. Where necessary, risk
aspects may be integrated within the Group-wide risk
network. The composition of the Risk Management
Steering Committee and the Sustainability Committee
ensures that risk and sustainability management are
closely coordinated.

In order to comply with the CSR Directive Imple-
mentation Act, a review of risks with impact on
the non-financial aspects referred to in the law was
conducted as part of the reporting process for the
Group’s Non-Financial Declaration. Significant risks
within the meaning of the law are those relating
to business activities, business relationships and
products and services of the BMW Group which are
highly likely to have a serious adverse impact. No
significant risks were identified during the review.
The Group’s Non-Financial Declaration is provided in
the Sustainable Value Report 2017, which is available
on the internet at —> https://www.bmwgroup.com/svr.

In the Financial Services segment risk management
also addresses regulatory requirements, such as Basel
III. Internal methods to identify, measure, manage and
monitor risks within the Financial Services segment
comply with national and international standards. The
risk strategy, in combination with a set of strategic
principles and guidelines, serves as the basis for risk
management in the Financial Services business. The
risk management process is ensured organisationally
through a clear division between front- and back-office
activities and a comprehensive internal control system.
The main instrument of risk management within the
Financial Services segment is ensuring the Group’s
risk-bearing capacity. At all times, risks in the sense of
unexpected losses must be covered. This is achieved by
means of an asset cushion in the form of equity capital
derived from the entity’s risk appetite. Unexpected
losses are measured according to various value-at-risk
models, which are validated at regular intervals. Risks
are aggregated after taking account of correlation
effects. In addition to assessing the Group’s ability to
bear risk under normal circumstances, stress scenarios
are also examined. The segment’s risk-bearing capacity
is regularly controlled through an integrated limit
system for the various risk categories.
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Risk measurement

Risks are classified as high, medium or low, based on
their significance with respect to results of operations,
financial position and net assets and to performance
indicators of the BMW Group. The impact of risks
is measured and reported net of risk mitigation
measures (net basis).

The overall impact of a risk’s occurrence on the results
of operations, financial position and net assets for the
two-year assessment period is classified as follows:

Class Earnings impact
Low >€0-500 million
Medium >€500-2,000 million
High >€2,000 million

In the following sections, earnings impact is used
consistently to cover the overall impact on results of
operations, financial position and net assets.

The risk amount is the basis for the classification of
risk levels at the BMW Group. The measurement of
risk amount takes account of both earnings impact
(net of appropriate countermeasures) and the proba-
bility of occurrence. In the case of risks measured on
the basis of value at risk and cash flow at risk models,
the risk amount is determined through approximation.
These approximations flow into the classification of
risk levels.

Opverall, the following criteria apply for the purposes
of classifying the risk amount:

Class Risk amount
Low > €0-50 million
Medium > £50-400 million

High > €400 million

Opportunity management system and

opportunity identification

A dynamic market environment also gives rise to
opportunities. The BMW Group continually monitors
macroeconomic trends as well as developments within
the sector and overall environment. This includes
external regulations, suppliers, customers and com-
petitors. Identifying opportunities is an integral part of
the strategic planning process of the BMW Group. The
Group’s product and service portfolio is continually
reviewed on the basis of these analyses. This results,
for example, in new product projects being presented
to the Board of Management for consideration.

The continuous optimisation of major business
processes and strict cost controls are essential for
ensuring strong profitability and return on capital
employed. Probable measures to increase profitability
are incorporated in the outlook. The implementation
of modular and common architectures, for instance,
allows identical components to be deployed increas-
ingly across models and product lines. This reduces
development costs and investment on the series devel-
opment of new vehicles and contributes positively to
profitability. In addition, it also supports economies
of scale in production costs and increases production
flexibility. Moreover, a more competitive cost basis
opens up opportunities to enter new market segments.

The implementation of identified opportunities is
undertaken on a decentralised basis within the rele-
vant functions. The significance of opportunities for
the BMW Group is classified on a qualitative basis in
the categories “significant” and “insignificant”.



Risks and opportunities

The following table provides an overview of all risks
and opportunities and indicates their significance for
the BMW Group.

Overall, no risks which could threaten the continued
existence of the BMW Group were identified either
at the balance sheet date or at the date on which the
Group Financial Statements were drawn up.

Risks and opportunities which could, from today’s
perspective, have a significant impact on the results
of operations, financial position and net assets of the
BMW Group are described below.

_T|

Risks
classification

Change compared
to prioryear

Opportunities
classification

Change compared
to prior year

RISKS AND OPPORTUNITIES

Macroeconomic risks and opportunities High Stable Insignificant Stable
Strategic and sector risks and opportunities
Changes in legislation and regulatory requirements High Increased Insignificant Stable
Market developments High Stable Insignificant Stable
Risks and opportunities relating to operations
Production and technology Medium Decreased Insignificant Stable
Purchasing High Increased Insignificant Stable
Sales and marketing Low Stable Insignificant Stable
Information, data protection and IT High Stable Insignificant Stable
Financial risks and opportunities
Foreign currencies Medium Stable Significant Stable
Raw materials Low Stable Significant Stable
Liquidity Low Stable - -
Pension obligations Medium Stable Significant Stable
Risks and opportunities relating to the provision of financial services
Credit risk Medium Stable Significant Stable
Residual value Medium Stable Significant Stable
Interest rate changes Low Stable Significant Stable
Operational risks Low Stable - -
Legal risks Medium Stable - -
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Macroeconomic risks and opportunities

Economic conditions influence business performance
and hence the results of operations, financial position
and net assets of the BMW Group. Unforeseen dis-
ruptions in global economic relations can have highly
unpredictable effects. Macroeconomic risks can lead
to reduced purchasing power in the countries and
regions affected and lead to reduced demand for the
products and services offered by the BMW Group.
Macroeconomic risks could — due to sales volume
fluctuations - have a high earnings impact over the
two-year assessment period. Overall, the risk amounts
attached to macroeconomic risks are classified as high.
Macroeconomic risks are evaluated on the basis of
historical data and by means of a cash-flow-at-risk
approach, supplemented by scenario analyses.

In view of the political events of recent years, global
economic developments continue to be subject to a
high degree of uncertainty, in particular with respect
to potential barriers to global trade. For example, a
reorientation of the USA’s economic policy, the
planned exit of the UK from the EU and possible elec-
tion wins for anti-globalisation parties in EU countries
could result in higher tariff and non-tariff barriers to
trade in the coming years.

A possible introduction of trade barriers, including
anti-dumping customs duties, by the US adminis-
tration could have an adverse impact on the
BMW Group’s operations through less favourable
conditions for importing vehicles. Moreover, counter-
measures by the USA’s trading partners could slow
down global economic growth and have an adverse
impact on the export of vehicles produced in the USA.
The BMW Group’s “production follows the market”
strategy involves local production both in the USA
and with other important trade partners. Regional
production reduces the existing risk of trade barriers.
Nevertheless, any increase in trade barriers would
have an adverse impact on the BMW Group.

The planned Brexit could have a long-term adverse
impact on the BMW Group, particularly as a result of
increased trade barriers in the form of customs duties
in relation to the European single market. Any such
trade barriers could have a negative impact on volumes
and costs both for vehicles and components produced
in the EU for the UK as well as those produced in
the UK for the European market. In extreme cases,
this could lead to interruptions in production due
to the processing of customs formalities. In addition,
Brexit could lead to reduced customer spending in the
wake of weaker economic performance, particularly
in the UK. In the short and medium term, uncertainty
regarding the outcome of the negotiations with the
EU could exacerbate these factors and cause further
negative currency effects. A possible further economic
downturn within the EU could also potentially reduce
growth prospects for the BMW Group. European inte-
gration with a unified economic and currency area is
an important pillar of economic stability in Europe.

The ongoing transition in China from an invest-
ment-driven to a consumer-driven economy is
associated with slower growth rates and potentially
greater instability on financial markets. If the Chinese
economy were to grow at a significantly slower pace
than expected, the consequence would be not only
a decline in automobile sales, but also, potentially,
lower demand for raw materials, which would have a
negative impact above all on emerging economies such
as Brazil, Russia or South Africa. Any further drop in
raw material prices could result for the BMW Group
in lower demand from these countries. Turmoil on
the Chinese property, stock and banking markets
and an overly rapid increase in interest rates by the
US Federal Reserve could pose considerable risks for
global financial market stability.

Furthermore, increasing political unrest, military
conflicts, terrorist activities, natural disasters or
pandemics could have a lasting negative impact on
the global economy and international capital markets.



The BMW Group addresses macroeconomic risks pri-
marily by internationalising its sales and production
structures, in order to minimise the extent to which
earnings depend on risks in individual countries
and regions. Flexible sales and production processes
within the BMW Group increase the ability to react
quickly to regional economic developments.

Should the global economy develop significantly better
than presented in the outlook, macroeconomic oppor-
tunities could arise for the BMW Group's revenues
and earnings. Significantly stronger GDP growth in
China, consumer-oriented reforms within the euro-
zone, a cancellation of Brexit plans and intensified
trade relations between the EU and the UK, growth
stimulus through the tax reform in the USA or more
robust consumer spending in emerging markets due to
rising raw material prices could result in significantly
stronger sales volume growth, reduced competitive
pressures and corresponding improvement in pricing.
Macroeconomic opportunities that could generate a
sustainable impact on earnings are currently classified
by the BMW Group as insignificant.

Strategic and sector risks and opportunities
Changes in legislation and regulatory requirements
The sudden introduction of more stringent legislation
and regulations, particularly with regard to emissions,
safety and consumer protection and regional vehicle-
related purchase and usage taxes, represents a signif-
icant risk for the automobile industry. Country- and
sector-specific trade barriers can also change at short
notice. A sudden tightening of regulations in any of
these areas can necessitate significantly higher invest-
ments and ongoing expenses or influence customer
behaviour. Risks from changes in legislation and
regulatory requirements could have a medium impact
on earnings over the two-year assessment period. The
risk amount attached to these risks is classified as
high. In particular, risks arising from the tightening
of emission laws have resulted in the assessment of
the risk level being raised.

At present, the BMW Group sees increasingly restric-
tive vehicle emissions regulations, particularly for
conventional drivetrain systems, not only in the devel-
oped markets of Europe and North America, but also
in growth markets such as China. The introduction of
new measurement procedures to represent standard
driving cycles, combined with significantly lower
emissions thresholds, represents a major challenge
for the automotive sector. The BMW Group is address-
ing this risk with its Efficient Dynamics concept and
is playing a pioneering role in reducing both fuel
consumption and emissions within the premium
segment. The product range has been increasingly
expanded with electric drivetrain systems in BMWi
vehicles since 2013 and plug-in-hybrid technologies in
a growing number of series models since 2015. These
technologies have contributed to fulfilment of legal
requirements with regard to CO, emissions.

Further risks can result from the tightening of existing
import and export regulations. These lead primarily
to additional expenses, but can also restrict imports
and exports of vehicles or parts.
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An established regulatory framework for innovative
mobility solutions as well as government incentives
are important prerequisites for introducing product
innovations, such as autonomous driving, and for
scaling up the range of electric mobility offerings. For
BMWi and iPerformance vehicles with alternative
drivetrain systems a faster expansion of charging
infrastructure could increase acceptance and help
boost sales of planned or recently introduced prod-
uct innovations compared to forecast. This includes
implementation of the 360° ELECTRIC portfolio in
the field of electric mobility and collaboration with
Toyota on hydrogen fuel cell technology.

The BMW Group’s earnings could also be positively
affected in the short to medium term by changes in
trading policies. A possible reduction in tariff barriers,
import restrictions or direct excise duties could lower
the cost of materials for the BMW Group, and enable
products and services to be offered to customers at
lower prices. Further opportunities for the earnings
performance of the BMW Group from changes in
legislation and regulatory requirements compared
to the outlook are classified as insignificant.

Market development

In addition to the economic factors and sector-specific
political conditions, increasingly fierce competition
among established manufacturers and the emergence
of new competitors could also have effects which are
difficult to predict. Unforeseen consumer preferences
and changes in brand perceptions can give rise to
opportunities and risks. If market risks were to mate-
rialise, they could have a high earnings impact over
the two-year assessment period. The risk amount is
classified as high.

Intense competition, particularly in Western Europe,
the USA, China, Japan and Korea is a potential cause
for lower demand and for fluctuations in the regional
distribution and composition of demand for BMW,
MINTI and Rolls-Royce brand vehicles and for mobility
services. Greater competition could put pressure on
selling prices and margins. Changes in customer
behaviour can also be brought about by changes in
attitudes, values, environmental factors and fuel or
energy prices. For example, the ongoing political and
public discussion on diesel engines could adversely
affect demand for diesel vehicles. At the same time,
however, this could lead to increased demand for vehi-
cles with petrol engines or alternative drivetrains. In
order to determine price and margin risks, a scenario
approach is used. The BMW Group’s flexible sales and
production processes enable risks to be reduced and
newly arising opportunities in market and product
segments to be taken.

Local restrictions affecting product usage in specific
sectors may limit BMW Group sales in individual mar-
kets. In some urban areas, for instance, local measures
have been, or are being, introduced, including entry
restrictions, congestion charges or, in some situations,
highly restrictive registration rules. These may affect
local demand for the BMW Group vehicles affected
and hence have a negative impact on sales, margins
and, possibly, the residual value of these vehicles. The
BMW Group addresses this risk by offering locally
emissions-free vehicles, such as the BMW i3, which
benefit from state subsidies and exemptions.

New opportunities are continuously being sought to
create even greater added value for customers than
currently expected, and thereby to realise significant
opportunities with respect to sales growth and pricing.
Further development of the product and mobility port-
folio and expansion in growth regions offer the most
important medium- to long-term growth opportunities
for the BMW Group. Continued growth depends above
all on the ability to develop innovative products and
bring them to market. The range of services on offer
was further expanded in 2017, particularly in the area
of electric mobility. ChargeNow customers have access
to more than 130,000 charging points in 29 countries.
A new digital business field was created under the
name BMW Energy Services. The BMW Group expects
these opportunities to have no significant earnings
impact over the two-year assessment period compared
to the assumptions made in the outlook.



Risks and opportunities relating to operations
Risks and opportunities relating to production

and technologies

Risks relating to production processes and technology
fields are particularly apparent in potential sources
of interruptions in production or additional costs to
comply with quality standards under changed market
conditions. If risks arising from production processes
and technologies were to materialise, they could have
a high earnings impact over the two-year assessment
period. The corresponding risk amounts are classified
as medium. By dealing with risk issues at the planning
stage and taking appropriate measures, the risk has
been reduced.

Production stoppages and downtimes due to fire,
machine and tooling breakdowns, IT disruptions,
damage to infrastructure, power failures, transporta-
tion and logistical disruptions represent risks which
the BMW Group addresses through appropriate pre-
cautions. Production structures and processes are
designed from the outset with measures to minimise
potential damage and the probability of occurrence.
Measures taken include technical fire protection,
land development with regard to flooding risks when
facilities are expanded or new buildings added, inter-
changeability of production facilities, preventative
maintenance, management of spare parts across sites,
and predictive planning of transportation alterna-
tives. Risk is also reduced through flexible working
hour models and working time accounts as well as
the ability to build individual split models or engine
types at other sites within the production network.
As a result, backlogs arising from production inter-
ruptions can be quickly recovered. Risks arising from
interruptions and production downtime due to fire are
also appropriately covered with insurance companies
of good credit standing.

In order to meet high standards in product quality and
achieve favourable external ratings (e.g. for product
safety), reduce statutory and non-statutory warranty
obligations and keep down follow-up costs arising
from other changes in planning assumptions, it may
be necessary to incur a higher level of expenditure
than originally forecast. In addition, availability of
products may be limited, particularly at the start of
production of new vehicles. These risks are mitigated
through regular audits and the continual improve-
ment of quality management, which ensures the high
standard of quality. The BMW Group also recognises
appropriate accounting provisions for statutory and
non-statutory warranty obligations. These reduce
the risk to earnings, as they are already taken into
account in the outlook. Further information on risks
related to provisions for statutory and non-statutory

warranty obligations is provided in - note 31 of the —>see

Group Financial Statements.

note 31

The BMW Group sees opportunities in production
processes and technology fields primarily through
the competitive edge gained from mastering new and
complex technologies. Opportunities could arise as a
result of further technological innovations related to
products or processes, as well as from organisational
changes which improve efficiency or increase com-
petitiveness. For example, the BMW Group has been
using since 2017 a fully automated quality control
system in the paint shop newly opened in 2017 at the
BMW Group plant in Munich. The data obtained pro-
vides valuable feedback on the precision of upstream
painting processes. These can be continuously opti-
mised, potential sources of error promptly identified
and rework avoided. Given the long lead times in
developing new products and processes, additional
opportunities within the reporting period are con-
sidered insignificant for the results of operations of
the BMW Group.

Risks and opportunities relating to purchasing
Purchasing risks relate primarily to supply risks caused
by the failure of a supplier as well as risks associated
with the quality of bought-in parts. Production prob-
lems incurred by suppliers could lead to increased
expenditure for the BMW Group through to interrup-
tions in production and a corresponding reduction
in sales. The increasing complexity of the supplier
network, especially at the level of lower tier suppliers,
whose operations can only be indirectly influenced
by the BMW Group, is a further potential cause of
downtimes at supplier locations. The increased threat
of IT attacks on the supplier network in particular
has resulted in a more critical assessment of the
risk situation. If purchasing risks materialised, they
could have a high earnings impact over the two-year
period. The risk amount attached to purchasing risks
is classified as high.
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Close cooperation between carmakers and suppliers
in the development and production of vehicles and
the provision of services generates economic benefits,
but also increased dependency. Potential reasons for
the failure of individual suppliers include in particular
increased IT-related risk, non-compliance with sus-
tainability or quality standards, insufficient financial
strength of a supplier, the occurrence of natural haz-
ards, fires and insufficient supply of raw materials. As
part of supplier pre-selection, the BMW Group checks
for compliance with the sustainability standards
for the supplier network. This includes compliance
with internationally recognised human rights and
applicable labour and social standards. The principal
means for ensuring compliance with the Sustainability
Standard is a three-stage risk management system for
sustainability. In addition, the technical and financial
capabilities of suppliers are monitored, especially
where modular-based production is concerned.
Supplier sites are assessed for exposure to natural
hazards, such as floods or earthquakes, in order to
identify supply risks at an early stage and implement
appropriate precautions. Fire risks at series suppliers
are evaluated by means of questionnaires and selective
site inspections. In order to minimise supply risks, the
BMW Group draws up measures to reduce the use of
raw materials or to substitute alternative raw materials.

The BMW Group pays particular attention to the qual-
ity of parts built into its vehicles. In order to attain a
very high level of quality, it may become necessary to
invest in new technological concepts or discontinue
planned innovations, with the result that the cost of
materials could exceed levels accounted for in the
outlook. By monitoring and developing global sup-
plier markets, the BMW Group continuously strives
to optimise its competitiveness by working together
with the world’s best product and service providers.

Within the Purchasing and Supplier Network,
opportunities arise above all in the area of global
sourcing through increased efficiency and the use
of innovations developed by suppliers, which can
lead to a broader range of products. Making full
use of location-specific cost factors, in particular
through local supplier structures in close proximity
to new and existing BMW Group production plants
and the introduction of new, innovative production
technologies, could lead to lower cost of materials for
the BMW Group. The new supply centre opened in
Landshut in 2017 represents a further step in ensuring
efficient and flexible logistics processes. Integration of
previously unidentified innovations from the supplier
market in the Group’s product range could provide
a further source of opportunities. The BMW Group
offers innovative suppliers numerous possibilities for
creating specific contractual arrangements which are
attractive for those developing innovative solutions.

At regular intervals, the BMW Group honours its
most inventive suppliers with the Supplier Innovation
Award. The BMW Group expects these opportuni-
ties to have no significant earnings impact over the
assessment period as compared to the assumptions
made in the outlook.

Risks and opportunities relating to

sales and marketing

In order to sell its products and services, the
BMW Group employs a global sales network, com-
prising primarily independent dealerships, branches,
subsidiaries and importers. Any threat to the contin-
ued activities of parts of the sales network would entail
risks for the BMW Group. The occurrence of sales
and marketing risks is associated with a low earnings
impact over the two-year assessment period. The risk
amount is classified as low.

New developments in the field of digital communi-
cation and connectivity in particular offer new oppor-
tunities for the BMW Group’s brands. BMW CarData
has made it possible since 2017 to provide customised
service offers to BMW drivers based on data from the
vehicle. If customers wish to use a specific service
and actively consent to the release of their telematics
data, requesting companies receive the data they need
for the service in encrypted form via BMW’s secure
backend database. This information provides the basis
for customised, data-driven and innovative service
solutions. Additional opportunities could arise if new
sales channels contribute to greater brand reach to
customer groups than currently envisaged in the
outlook. Digital communication and connectivity
enables consumers to be reached on a more targeted
and individualised basis, thus strengthening long-
term relationships and brand loyalty. This can lead
to a more intense product and brand experience for
customers, which could lead to higher sales volume
and have a positive impact on revenues and earn-
ings. The BMW Group invests in advanced marketing
concepts in order to intensify customer relationships.
The BMW Group estimates the earnings impact as
insignificant over the two-year assessment period as
compared to the assumptions made in the outlook.



Information, data protection and IT

Increasing digitalisation across all areas of business
places considerable demands on the confidentiality,
integrity and availability of electronically processed
data and the associated use of information technology
(IT). In addition to the increased threat of cybercrime,
regulations covering the handling of personal data are
becoming more stringent, for example as a result of
the EU General Data Protection Regulation. If risks
relating to information security, data protection and
IT were to materialise, they could have a high earnings
impact over the two-year assessment period. Despite
extensive security measures, the risks in this area are
classified as high.

In addition to cyber attacks and direct physical
intervention, lack of awareness or misconduct on
the part of employees may also represent a danger
to the confidentiality, integrity and availability of
information, data and systems. Direct consequences
include expenditure required for rapid information,
data and systems recovery. Negative impacts on oper-
ational performance due to the non-availability of
products and services or disruptions in the production
of components or vehicles are also possible. A further
indirect result could be reputational damage.

Great importance is attached to the protection of the
confidentiality, integrity and availability of business
information as well as employee and customer data,
for instance against unauthorised access or misuse.
Data security is an integral component of business
processes and is aligned with the International
Standard ISO/IEC 27001. As part of risk management,
information security, data protection and IT risks are
systematically documented, allocated appropriate
measures by the departments concerned and contin-
uously monitored with regard to threat level and risk
mitigation. Regular analyses and controls as well as
rigorous security management ensure an appropriate
level of security. Despite continuous testing and
preventative security measures, it is impossible to
eliminate risks completely in this area. All employees
are required to treat with care information such as
confidential business, customer and employee data,
to use information systems securely and handle
risks with transparency. Group-wide requirements
are documented in a comprehensive set of principles,
guidelines and instructions, such as, for example, the
Privacy Corporate Rules for handling personal data.
Regular communication and awareness-raising meas-
ures create a high level of security and risk awareness
among those involved. Employees receive training
to ensure compliance with the legal requirements
and internal rules. With regard to cooperations and
business partnerships, the BMW Group protects its
intellectual property as well as customer and employ-
ee data through clear instructions on information

security and data protection and the use of informa-
tion technology. Information pertaining to key areas of
expertise as well as sensitive personal data are subject
to particularly stringent security measures. Technical
data protection incorporates industry-wide standards
and good practices. Responsibility for information
security and data protection lies for each Group entity
with the Board of Management or relevant manage-
ment team.

With the advance of digitalisation, the BMW Group
is improving the customer experience and its existing
lines of business. At the same time, new digital busi-
ness segments are emerging, which are mainly focused
on information technology. The development and
provision of digital services for customers, increased
vehicle connectivity and autonomous driving solu-
tions are opening up new opportunities. Through
BMW ConnectedDrive and BMW CarData the range of
services and apps on offer to customers is constantly
being expanded and updated. The BMW Group
expects these opportunities to have no significant
earnings impact over the assessment period compared
to the assumptions made in the outlook.
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Financial risks and risks relating to the use of
financial instruments

Currency risks and opportunities

As an internationally operating enterprise, the
BMW Group conducts business in a variety of cur-
rencies, thus giving rise to currency risks and oppor-
tunities. A substantial portion of Group revenues,
purchasing and funding occur outside the eurozone
(particularly in China and the USA). Cash-flow-at-risk
models and scenario analyses are used to measure cur-
rency risks and opportunities. If currency risks were
to materialise, they could be associated with a high
earnings impact over the two-year assessment period.
The risk level attached to currency risks is medium.
Significant opportunities can arise if currency devel-
opments are favourable for the BMW Group.

Operational currency management is based on the
results of currency risk analyses. The BMW Group
manages currency risks at both strategic (medium
and long term) and operational level (short and
medium term). Medium- and long-term measures
include increasing production volumes and purchase
volumes in foreign currency regions (natural hedging).
Currency risks are managed in the short to medi-
um term and for operational purposes by means of
hedging on financial markets. The principal objective
of this currency management process is to increase
planning reliability for the BMW Group. Hedging
transactions are entered into only with financial
partners of good credit standing. Opportunities are
also secured through the use of options during specific
market phases.

Risks and opportunities relating to raw materials

As a large-scale manufacturing company, the
BMW Group is exposed to purchase price risks, par-
ticularly in relation to raw materials used in vehicle
production. The analysis of raw material price risk
is based on planned purchases of raw materials and
components containing those raw materials. If risks
relating to raw material prices were to materialise, they
would likely have a low earnings impact over the two-
year assessment period. A low risk level is attached
to these risks. Significant opportunities could arise
if raw material prices developed favourably for the
BMW Group.

—>see
note 37

—>see
note 37

Changes in commodity prices are monitored on the
basis of a well-defined management process. The
principal objective is to increase planning reliability
for the BMW Group. Price fluctuations for precious
metals (platinum, palladium, rhodium), non-ferrous
metals (aluminium, copper, lead, nickel) and, to some
extent, for steel and steel ingredients (iron ore, coking
coal) and energy (gas, electricity) are hedged using
financial derivatives or supply contracts with fixed
pricing arrangements.

Liquidity risks

The major part of the Financial Services segment’s
credit financing and leasing business is refinanced
on capital markets. Liquidity risks may arise in the
form of rising refinancing costs or from restricted
access to funds as a consequence of the general market
situation or the failure of individual banks. If liquidity
risks were to materialise, they would be likely to have
a low earnings impact over the two-year assessment
period. The risk amount associated with liquidity risk,
including the risk of the BMW Group’s credit rating
being downgraded, which would lead to an increase
in financing costs, is classified as low.

Based on the experience of the financial crisis, a
minimum liquidity concept has been developed and
is rigorously adhered to. Use of the “matched funding
principle” to finance the Financial Services segment’s
operations eliminates liquidity risks to a large extent.
Solvency is assured at all times throughout the
BMW Group by maintaining a liquidity reserve and
by the broad diversification of refinancing sources.
Regular measurement and monitoring ensure that
cash inflows and outflows for the various maturities
and currencies offset each other. This approach is
incorporated in the BMW Group’s target liquidity
concept. The liquidity position is monitored contin-
uously and managed through Group-wide planning
of financial requirements and funding. A diversified
refinancing strategy reduces dependency on any spe-
cific type of instrument. Moreover, the BMW Group’s
solid financial and earnings position results in high
credit ratings from internationally recognised rating
agencies. A description of the methods applied for
risk measurement and hedging in conjunction with
currency and commodity risks is provided in = note 37
of the Group Financial Statements. If the relevant
recognition criteria are fulfilled, derivatives used by
the BMW Group as hedges are generally accounted for
as hedging relationships. Further information on risks
in conjunction with financial instruments is provided
in - note 37 of the Group Financial Statements.



Risks and opportunities relating to

pension obligations

Pension obligations are influenced in particular by
fluctuations of market yields on corporate bonds, as
well as by other economic and demographic para-
meters. Opportunities and risks arise depending
on changes in these parameters. If risks relating to
pension obligations materialised, they could have a
high earnings impact over the two-year assessment
period. The risk amounts relating to pension obliga-
tions are classified as medium. Within a favourable
capital market environment, the return generated by
growth-oriented pension assets may exceed expecta-
tions and reduce the deficit of the relevant pension
plans. This could have a significantly favourable
impact on the net asset position of the BMW Group.

Future pension payments are discounted on the basis
of market yields on high-quality corporate bonds.
These yields are subject to market fluctuation and
therefore influence the level of pension obligations.
Changes in other parameters, such as rises in infla-
tion and longer life expectancy, also impact pension
obligations and payments. The BMW Group’s pension
obligations are mainly held in external pension funds
or trust arrangements with the related assets legally
separated from those of the Group. The amount of
funds required to finance pension payments out
of operations in the future is substantially reduced
by the fact that the Group’s pension obligations
are mainly settled out of pension fund assets. The
pension assets of the BMW Group comprise interest-
bearing securities, equities, real estate and other
investment classes. Assets held by pension funds and
trust arrangements are monitored continuously and
managed on a risk-and-return basis. Diversification
of investments also helps to mitigate risk. In order
to reduce fluctuations in pension funding shortfalls,
investments are structured to match the timing of
pension payments and the expected development of
pension obligations. Remeasurements on the liability
and fund asset sides are recognised net of deferred
taxes in other comprehensive income and hence
directly in equity (within revenue reserves).

Further information on risks in conjunction with

pension provisions is provided in - note 30 of the —>see

Group Financial Statements.

note 30

Risks and opportunities relating to

the Financial Services segment

The categories of risk relating to financial services
comprise credit and counterparty risk, residual value
risk, interest rate risk, operational risks and liquidity
risk. Evaluation of liquidity risk for the Financial
Services segment is included in the liquidity risk
category for the Group as a whole.

The segment’s total risk exposure was covered at all
times during the 2017 financial year by the available
risk-covering assets. As a result, the Financial Services
segment’s risk-bearing capacity was assured at all
times.

Credit and counterparty risks and opportunities
relating to the Financial Services segment

Credit and counterparty default risk arises within the
Financial Services segment if a contractual partner
(e.g. a customer or dealer) either becomes unable or
only partially able to fulfil its contractual obligations,
so that lower income is generated or losses incurred.
If credit and counterparty risks were to materialise,
they could have a medium earnings impact over
the two-year assessment period. The risk amount
is classified as medium. The BMW Group classifies
potential opportunities in this area as significant.

As part of its credit and counterparty risk manage-
ment, the Financial Services segment uses rating
systems in order to assess the creditworthiness of
its contractual partners. Credit risks are managed at
the time of the initial credit decision on the basis of a
calculation of the present value of standard risk costs
and subsequently, during the term of the credit, by risk
provisioning to cover risks resulting from changes in
customer creditworthiness. Individual customers are
hereby classified by category each month on the basis
of their current contractual status, and appropriate
levels of allowance recognised in accordance with
that classification. If macroeconomic developments
are more favourable than assumed in the outlook,
credit losses may be reduced, leading to a positive
earnings impact.
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Residual value risks and opportunities relating

to the Financial Services segment

Risks and opportunities arise in conjunction with
leasing contracts if the market value of a leased vehicle
at the end of the contractual term of a lease differs
from the residual value estimated at the inception
of the lease and factored into the lease payments. A
residual value risk exists if the expected market value
of the vehicle at the end of the contractual term is
lower than its estimated residual value at the date
the contract is entered into. If residual value risks
were to materialise, they could have a high earnings
impact from the Group’s perspective over the two-
year assessment period. A high and medium earnings
impact would then arise for the affected Financial
Services and Automotive segments, respectively. The
risk amount is classified as medium for the Group
as a whole. Opportunities can arise out of a positive
deviation between the actual market value and the
original residual value forecast. The BMW Group
classifies potential residual value opportunities as
significant.

Each vehicle’s estimated residual value is calculated
on the basis of historical external and internal data.
This estimation provides the expected market value
of the vehicle at the end of the contractual period. As
part of the management of residual value risks, the
net present value of risk costs is calculated at con-
tract inception. Market developments are observed
throughout the contractual period and the risk assess-
ment updated.

Interest rate risks and opportunities relating

to the Financial Services segment

Interest rate risks in the Financial Services segment
relate to potential losses caused by changes in market
interest rates. These can arise when fixed interest
rate periods do not match for assets and liabilities
recognised in the balance sheet. If risks relating to
interest rate risks were to materialise, they could
have a medium earnings impact over the two-year
assessment period. The risk amount is classified as
low. The BMW Group classifies potential interest rate
opportunities compared to the outlook as significant.
Interest rate risks in the Financial Services business
are managed by matching maturities for refinancing
and by employing interest-rate derivatives. If the
relevant recognition criteria are fulfilled, derivatives
used by the BMW Group are accounted for as hedging
instruments. Further information on risks in con-
junction with financial instruments is provided in
- note 37 of the Group Financial Statements.

—>see
note 37

Operational risks in the Financial

Services segment

Operational risks are defined in the Financial Services
segment as the risk of losses arising as a consequence
of unsuitability or failure of internal procedures (pro-
cess risks), people (personnel-related risks), systems
(infrastructure and IT risks) and external events
(external risks). The recording and measurement of
risk scenarios, loss events and countermeasures in
the operational risk management system provide the
basis for a systematic analysis and management of
potential or materialised operational risks. Annual
self-assessments are also carried out. If operational
risks were to materialise, they would be likely to have
a low earnings impact over the two-year assessment
period. The risk amount is classified as low.



Legal risks

Compliance with the law is a basic prerequisite for the
success of the BMW Group. Applicable law provides
the binding framework for the BMW Group’s world-
wide activities. As a result of its global operations,
the BMW Group is exposed to various legal risks. If
legal risks were to materialise, they could have a high
earnings impact over the two-year assessment period.
The risk amount attached to significant identified legal
risks is classified as medium. However, it cannot be
ruled out that new legal risks, as yet unforeseen, could
materialise that could have a high earnings impact for
the BMW Group.

The increasing globalisation of the BMW Group’s
operations and of business interdependencies in
general, combined with the variety and complexity
of legal provisions, including increasingly import and
export regulations, give rise to an increased risk of
non-compliance with applicable law. A Compliance
Management System is in place at BMW Group to
ensure that the representative bodies, managers and
staff consistently act in a lawful manner. Further
information on the BMW Group’s Compliance
Management System can be found in the section
Corporate Governance.

Like all entities with international operations, the
BMW Group is confronted with legal disputes, claims
relating to warranties and product liability or rights
infringements and proceedings initiated by govern-
ment agencies. Any of these could, amongst others,
have an adverse impact on the Group’s reputation.
Such proceedings are essentially typical for the sector
or a consequence of realigning product or purchasing
strategies to changed market conditions. Particularly
in the US market, class action lawsuits and product
liability risks can have substantial financial conse-
quences and cause damage to the Group’s public
image. More rigorous application or interpretation
of existing regulations could result in a greater number
of recalls. The high quality of the Group’s products,
which is ensured by regular quality audits and ongoing
improvement measures, helps reduce this risk.

—>see
note 36

—>see
note 36

Possible risks for the BMW Group related to com-
petition and antitrust law cannot be predicted or
quantified at present. Further information on cur-
rent developments with regard to antitrust risks and
contingent liabilities can be found in - note 36 of the
Group Financial Statements.

The BMW Group recognises appropriate levels of
provision for lawsuits. In addition, a part of these
risks is insured where this makes business sense.
Some risks, however, either cannot be estimated or
only to a limited extent, or may lead to costs only in
an unlikely event. Such items are reported as contin-
gent liabilities. It cannot be ruled out, however, that
damages could arise that are either not covered or not
fully covered by insurance policies or provisions or
reported as contingent liabilities. In accordance with
IAS 37 (Provisions, Contingent Liabilities and Contin-
gent Assets), the required information is not provided
if the BMW Group concludes that disclosure of the
information could seriously prejudice the outcome of
the relevant legal proceedings. Further information
on contingent liabilities is provided in - note 36 of
the Group Financial Statements.

109



110

Combined
Management
Report

Report on Outlook,
Risks and
Opportunities

% Risks and
Opportunities

—> Internal Control
System Relevant for
Accounting and
Financial Reporting
Process

Overall assessment of the risk and

opportunities situation

The overall risk assessment is based on a consolidated
view of all significant individual risks and opportuni-
ties. Exposure to risks in the individual risk categories
remains essentially stable. The combination of more
stringent emissions requirements worldwide and the
possibility that related laws and regulations may be
brought forward results in a higher risk level in that
area. In addition, the increased threat of IT attacks
in the supplier network has led to an increased esti-
mation of the risk in purchasing. By contrast, the risk
level for production has been reduced by the imple-
mentation of measures. Overall, there has been no
significant change in the overall risk or opportunities
level compared to the previous year.

In addition to the risk categories described above,
unforeseen events could have a negative impact on
business operations and hence on the BMW Group’s
results of operations, financial position and net assets,
and its reputation. A comprehensive risk management
system is in place to ensure that the BMW Group
successfully manages these risks.

From today’s perspective, management does not see
any threat to the BMW Group’s status as a going
concern. As in the previous year, identified risks are
considered to be manageable, but could - like the
opportunities — have an impact on the BMW Group’s
outlook if they were to materialise. The BMW Group’s
financial position is stable and cash needs are currently
covered by available liquidity and credit lines.



INTERNAL CONTROL
SYSTEM* RELEVANT FOR
ACCOUNTING AND
FINANCIAL REPORTING
PROCESSES

The internal control system relevant for accounting
and financial reporting processes has the task of
ensuring that accounting and financial reporting by
the BMW Group is both correct and reliable. Inter-
nationally recognised standards for internal control
systems have been taken into account in the design of
the components of the BMW Group’s internal control
system. The system comprises:

— Group-wide mandatory accounting guidelines,

— controls integrated into processes and
IT systems,

— organisational measures incorporating the
principle of separation of duties, and

— process-independent monitoring measures.

The internal control system is subject to continuous
improvement, with system effectiveness assessed
regularly on the basis of centralised and decentralised
process analyses, analyses of data within the various
financial systems and audit procedures. The principal
features of the internal control system, as far as they
relate to individual entity and Group accounting and
financial reporting processes, are described below.

Guidelines for recognising, measuring and allocating
items to accounts are available to all employees via
the intranet. New accounting standards are assessed
for their impact on the BMW Group’s accounting
and financial reporting. Accounting guidelines and
processes are reviewed continuously and revised at
least once a year or more frequently, if necessary.

Controls are integrated into the accounting and finan-
cial reporting processes, at both individual entity and
Group level. These are both preventive and detective
in nature and take account, where appropriate, of
the principle of the separation of duties. Important
accounting-related IT systems incorporate controls
which, amongst others, prevent business transactions
from being recorded incorrectly and ensure that
business transactions are recorded completely and
measured properly in accordance with applicable
requirements. Controls are also in place to test the
appropriateness of consolidation procedures. The
recording of items requiring disclosure is also per-
formed largely through IT systems.

As part of the ongoing development of accounting and
financial reporting processes at individual entity or
Group level, such controls are adapted to take account
of new requirements and opportunities arising with
advances in information technology. In addition, the
BMW Group uses data analysis tools to ensure that
any control weaknesses are quickly identified and
eliminated.

Responsibilities for ensuring the effectiveness of the
internal control system in relation to individual entity
and Group accounting and financial reporting pro-
cesses are clearly defined and allocated to the relevant
line and process managers. These report annually on
their assessment of the effectiveness of the internal
control system for accounting and financial reporting.
The assessment also includes the results of inter-
nal and external audits as well as of ongoing data
analysis. In this context, the Group’s units confirm
the effectiveness of the internal control system for
accounting and financial reporting. The results of
the assessment are gathered and documented with
the aid of tools. Weaknesses in the control system are
eliminated, taking into account their potential impact
on accounting processes. The Board of Management
and Audit Committee are briefed annually on the
assessment of the effectiveness of the internal control
system for accounting and financial reporting. The
Board of Management and, where applicable, the
Supervisory Board, are informed immediately in the
event of any significant changes in the effectiveness
of the internal control system.
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DISCLOSURES RELEVANT
FOR TAKEOVERS* AND
EXPLANATORY COMMENTS

Composition of subscribed capital

The subscribed capital (share capital) of BMW AG
amounted to €657,600,600 at 31 December 2017
(2016: €657,109,600) and, in accordance with Article 4
no.1 of the Articles of Incorporation, is subdivided
into 601,995,196 shares of common stock (91.54 %)
(2016: 601,995,196; 91.61 %) and 55,605,404 shares of
non-voting preferred stock (8.46 %) (2016: 55,114,404;
8.39 %), each with a par value of €1. The Company’s
shares are issued to bearer.

The rights and duties of shareholders derive from the
German Stock Corporation Act (AktG) in conjunction
with the Company’s Articles of Incorporation, the
full text of which is available at = www.bmwgroup.com. The
right of shareholders to have their shares evidenced
is excluded in accordance with the Articles of Incor-
poration. The voting power attached to each share
corresponds to its par value. Each €1 of par value
of share capital represented in a vote entitles the
holder to one vote (Article 18 no.1 of the Articles of
Incorporation).

*Disclosures pur-
suantto §289a
(1) HGB and
§315a (1) HGB.

—>see
note 39

The Company’s shares of preferred stock are shares
within the meaning of §139 ff. AktG, which carry a
cumulative preferential right in terms of the allocation
of profit and for which voting rights are excluded.
These shares confer voting rights only in exceptional
cases stipulated by law, in particular when the prefer-
ence amount has not been paid or has not been fully
paid in one year and the arrears are not paid in the
subsequent year alongside the full preference amount
due for that year. With the exception of voting rights,
holders of shares of preferred stock are entitled to
the same rights as holders of shares of common stock.
Article 24 of the Articles of Incorporation confers
preferential treatment to the non-voting shares of
preferred stock with regard to the appropriation of the
Company’s unappropriated profit. Accordingly, the
unappropriated profit is required to be appropriated
in the following order:

(a) subsequent payment of any arrears on dividends
on non-voting preferred shares in the order of
accruement

(b) payment of an additional dividend of €0.02 per
€1 par value on non-voting preferred shares

(¢) uniform payment of any other dividends on
shares of common and preferred stock, provided
the shareholders do not resolve otherwise at
the Annual General Meeting

Restrictions on voting rights or the transfer

of shares

As well as shares of common stock, the Company
has also issued non-voting shares of preferred stock.
Further information can be found in the section
“Composition of subscribed capital”.

When the Company issues non-voting shares of
preferred stock to employees in conjunction with its
Employee Share Programme, these shares are gener-
ally subject to a company-imposed blocking period
of four years, calculated from the beginning of the
calendar year in which the shares are issued.

Contractual holding period arrangements also apply to
shares of common stock acquired by Board of Manage-
ment members and certain senior department heads
in conjunction with the share-based remuneration
programmes (Compensation Report of the Corporate
Governance section; - note 39 of the Group Financial
Statements).



Direct or indirect investments in capital exceeding
10 % of voting rights
Based on the information available to the Company,

the following direct or indirect holdings exceeding
10 % of the voting rights at the end of the reporting
period were held at the stated reporting date:*

Direct share of Indirect share of

in% voting rights voting rights
Stefan Quandt, Germany 0.2 17.42
AQTON SE, Bad Homburg v.d. Héhe, Germany 17.4

Johanna Quandt GmbH, Bad Homburgv.d. Hohe, Germany 16.4°
Johanna Quandt GmbH & Co. KG fiir Automobilwerte, Bad Homburgv.d. Hohe, Germany 16.4

Susanne Klatten, Germany 0.2 12.64
Susanne Klatten Beteiligungs GmbH, Bad Homburg v.d. Hohe, Germany 12.6

' Based onvoluntary notifications provided by the listed shareholders as at 31 December 2017.

2 Controlled entities, of which 3% or more are attributed: AQTON SE.

3 Controlled entities, of which 3% or more are attributed: Johanna Quandt GmbH & Co. KG fiir Automobilwerte.
* Controlled entities, of which 3% or more are attributed: Susanne Klatten Beteiligungs GmbH.

The voting percentages disclosed above may have
changed subsequent to the stated date if these changes
were not required to be reported to the Company.
As the Company’s shares are issued to bearer, the
Company is generally aware of changes in sharehold-
ings only if such changes are subject to mandatory
notification rules.

Shares with special rights which confer control
rights

There are no shares with special rights which confer
control rights.

Control of voting rights when employees
participate in capital and do not exercise their
control rights directly

Like all other shareholders, employees exercise their
control rights pertaining to shares they have acquired
in conjunction with the Employee Share Programme
and/or the share-based remuneration programme
directly on the basis of relevant legal provisions and
the Company’s Articles of Incorporation.

Statutory regulations and Articles of Incorporation
provisions with regard to the appointment and
removal of members of the Board of Management
and changes to the Articles of Incorporation

The appointment or removal of members of the Board
of Management is based on the rules contained in
§84 ff. AktG in conjunction with §31 of the German
Co-Determination Act (MitbestG).

Amendments to the Articles of Incorporation must
comply with §179 ff. AktG. Amendments must be
decided upon by the shareholders at the Annual
General Meeting (§119 (1) no.5, §179 (1) AktG). The
Supervisory Board is authorised to approve amend-
ments to the Articles of Incorporation which only affect
its wording (Article 14 no. 3 of the Articles of Incorpo-
ration). Resolutions are passed at the Annual General
Meeting by simple majority of shares exercised unless
otherwise explicitly required by binding provisions of
law or, when a majority of share capital is required,
by simple majority of shares represented in the vote
(Article 20 no.1 of the Articles of Incorporation).
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Authorisations of the Board of Management in
particular with respect to the issuing or buying
back of shares

The Board of Management is authorised to buy back
shares and sell repurchased shares in situations spec-
ified in §71 AktG, for example to avert serious and
imminent damage to the Company and/or to offer
shares to persons employed or previously employed
by BMW AG or one of its affiliated companies.

In accordance with the resolution passed at the
Annual General Meeting on 15 May 2014, the Board of
Management is also authorised up until 14 May 2019
to acquire shares of non-voting preferred stock of the
Company via the stock exchange, up to a maximum
of 1% of the share capital existing at the date of the
resolution. The consideration paid by the Company
per share of non-voting preferred stock (excluding
transaction costs) may not be more than 10 % above
or below the market price of the stock determined
by the opening auction on the date of trading in the
Xetra trading system (or a successor system having a
comparable function). Moreover, the Board of Man-
agement is authorised to use the acquired own shares
of non-voting preferred stock for all legally admissible
purposes, specifically including the right to offer for
sale and transfer shares to persons employed by the
Company or one of its affiliated companies up to a
proportionate amount of €5 million of share capital.
The subscription rights of existing shareholders to the
new shares of preferred stock used for the purpose
stated above are excluded. The authorisations may
also be exercised in parts over several transactions.

In accordance with Article 4 no.5 of the Articles of
Incorporation, the Board of Management is author-
ised, with the approval of the Supervisory Board, to
increase in return for cash contributions BMW AG’s
share capital during the period until 14 May 2019 by
up to €3,654,383 for the purposes of an Employee
Share Programme by issuing new non-voting shares of
preferred stock, which carry the same rights as exist-
ing non-voting preferred stock (Authorised Capital
2014). Subscription rights of existing shareholders
are excluded. No conditional capital is in place at the
reporting date.

Significant agreements of the Company taking
effect in the event of change in control following a
takeover bid

BMW AG is party to the following major agreements,
which contain provisions that would apply in the event
of a change in control or the acquisition of control as a
result of a takeover bid:

— An agreement concluded with an international
consortium of banks relating to a syndicated
credit line, which was not being utilised at the
balance sheet date, entitles the lending banks to
give extraordinary notice to terminate the credit
line, such that all outstanding amounts, includ-
ing interest, would fall due immediately if one or
more parties jointly acquire direct or indirect
control of BMW AG. The term control is defined
as the acquisition of more than 50 % of the share
capital of BMW AG, or the right to receive more
than 50 % of the dividend or the right to direct
the affairs of the Company, or appoint the major-
ity of the members of the Supervisory Board.

— A cooperation agreement concluded with Peugeot
SA relating to the joint development and pro-
duction of a new family of small (1- to 1.6-litre)
petrol engines entitles each of the cooperation
partners to give extraordinary notification of
termination in the event of a competitor acquir-
ing control over the other contractual party and
if any concerns of the other contractual party
concerning the impact of the change of control
on the cooperation arrangements are not resolved
during the subsequent discussion process.

— BMW AG acts as guarantor for all obligations aris-
ing from the joint venture agreement relating to
BMW Brilliance Automotive Ltd. in China. The
agreement grants an extraordinary right of ter-
mination to either joint venture partner in the event
that — either directly or indirectly — more than 25%
of the shares of the other party are acquired by a
third party, or if the other party is merged with
another legal entity. The termination of the joint
venture agreement may result in the sale of the
shares to the other joint venture partner or in the
liquidation of the joint venture entity.



— Framework agreements are in place with financial

institutions and banks (ISDA Master Agreements)
relating to trading activities with derivative finan-
cial instruments. These agreements include an
extraordinary right of termination which triggers
the immediate settlement of all current trans-
actions in the event that the creditworthiness of
the party involved is significantly weaker follow-
ing a direct or indirect acquisition of beneficially
owned equity capital that confers the power to
elect a majority of the Supervisory Board of a con-
tractual party or any other ownership interest
that enables the acquirer to exercise control over
a contractual party, or which constitutes a
merger or a transfer of net assets.

Financing agreements in place with the European
Investment Bank (EIB) entitle the EIB to request
early repayment of the loan in the event of an
imminent or actual change in control of

BMW AG, if the EIB has reason to assume - after
the change in control or 30 days after it has
made a request to discuss the situation - that the
change in control could have a significantly
adverse impact, or if the borrower refuses to hold
any such discussions. A change in control of
BMW AG arises if one or more individuals take
over or lose control of BMW AG, with control
being defined in the above-mentioned financing
agreements as (i) holding or having control over
more than 50 % of the voting rights, (ii) the right
to appoint the majority of the members of the
Board of Management or Supervisory Board, (iii)
the right to receive more than 50 % of dividends
payable or (iv) any other comparable controlling
influence over BMW AG.

— BMW AG was until 11 January 2018 party to an

agreement with SGL Carbon SE, Wiesbaden,
relating to the joint operations SGL Automotive
Carbon Fibers LLC, Delaware, USA and SGL
Automotive Carbon Fibers GmbH & Co. KG,
Munich. The agreement included call and put
rights in case - either directly or indirectly - 50 %
or more of the voting rights relating to the rele-
vant other shareholder of the joint operations were
acquired by a third party, or if 25 % of such voting
rights were acquired by a third party if that third
party was a competitor of the party unaffected

by the acquisition of the voting rights. In the event
of such acquisitions of voting rights by a third
party, the non-affected shareholder had the right
to purchase the shares of the joint operations from
the affected shareholder or to require the affected
party to acquire the other shareholder’s shares.
This agreement was revoked on 11 January 2018 in
conjunction with the sale, on the same date, of
BMW Group’s investment in SGL Automotive
Carbon Fibers GmbH & Co.KG, Munich to

SGL Carbon SE, Wiesbaden.

The framework cooperation agreement entered
into amongst others by BMW AG and Sixt SE,
relating to the foundation and operation of the
car-sharing joint venture DriveNow, may be ter-
minated by Sixt SE if a car hire company acquires
more than 50 % of the shares of common stock
of BMW AG. In the event of such a termination,
Sixt SE may, at its own discretion, stipulate the
sale of BMW's interest in the joint venture to
Sixt SE or the purchase of Sixt’s interest in the
joint venture by BMW AG or one its subsidiaries.
On 29 January 2018, the BMW Group concluded
with Sixt SE a contract for the purchase of all
shares in DriveNow, which, subject to approval by
the antitrust authority, is expected to take effect
in March 2018. On completion, the framework
cooperation agreement ceases to be effective.
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— Several supply and development contracts

between BMW AG and various industrial custom-

ers, all relating to the sale of components for

drivetrain systems, grant an extraordinary right

of termination to the relevant industrial cus-

tomer in specified cases of a change in control

at BMW AG (for example BMW AG merges with

a third party or is taken over by a third party; an

automobile manufacturer acquires more than
50 % of the voting rights or share capital of
BMW AG).

— BMW AG is party to the shareholder agreement

relating to THERE Holding B.V., which is the
majority shareholder of the HERE Group. In
accordance with the shareholder agreement,
each contractual party is required to offer its
directly or indirectly held shares in THERE
Holding B.V. for sale to the other shareholders
in the event of a change in control. A change

in control of BMW AG arises if a person takes over
or loses control of BMW AG, with control defined
as (i) holding or having control over more than

50 % of the voting rights, (ii) the possibility to

control more than 50 % of voting rights exercisable

at Annual General Meetings on all or nearly all

matters, or (iii) the right to determine the majority

of members of the Board of Management or the
Supervisory Board. Furthermore, a change in

control occurs if competitors of the HERE Group

or certain potential competitors of the HERE
Group from the technology sector acquire more

than 25 % of BMW AG. If none of the other share-
holders acquire these shares, the other sharehold-
ers are entitled to resolve that THERE Holding B.V.

be dissolved.

— The development collaboration agreement
between BMW AG, Intel Corporation and
Mobileye Vision Technologies Ltd., relating to
the development of technologies used in highly

and fully automated vehicles, may be terminated

by any of the contractual parties if a competitor

of one of the parties acquires and subsequently

holds at least 30 % of the voting shares of one
of the contractual parties.

Compensation agreements with members of the
Board of Management or with employees in the
event of a takeover bid

The BMW Group has not concluded any compensation
agreements with members of the Board of Manage-
ment or with employees for situations involving a
takeover offer.
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BMW GROUP
INCOME STATEMENT

STATEMENT OF COMPREHENSIVE INCOME

Income Statements for Group and Segments
> 63

Automotive
(unaudited supplementary

Motorcycles
(unaudited supplementary

Group information) information)
in € million Note 2017 2016 2017 2016 2017 2016
Revenues 6 98,678 94,163 88,581 86,424 2,283 2,069
Cost of sales 7 -78,744 —-75,442 -72,266 -70,973 -1,809 -1,639
Gross profit 19,934 18,721 16,315 15,451 474 430
Selling and administrative expenses -9,560 -9,158 -7,927 -7,604 -256 —-256
Other operating income 9 720 670 675 616 4 27
Other operating expenses 9 -1,214 -847 -1,200 -768 -15 -14
Profit/loss before financial result 9,880 9,386 7,863 7,695 207 187
Result from equity accounted investments 22 738 441 738 441 - -
Interest and similar income 10 201 196 325 260 - -
Interest and similar expenses 10 -412 —-489 -530 -673 -2 -2
Other financial result 11 248 131 295 193 - -
Financial result 775 279 828 221 -2 -2
Profit/loss before tax 10,655 9,665 8,691 7,916 205 185
Income taxes 12 -1,949 -2,755 -3,415 -2,475 -63 -53
Net profit/loss 8,706 6,910 5,276 5,441 142 132
Attributable to minority interest 86 47 22 10 - -
Attributable to shareholders of BMW AG 29 8,620 6,863 5,254 5,431 142 132
Basic earnings per share of common stockin € 13 13.12 10.45
Basic earnings per share of preferred stockin € 13 13.14 10.47
Dilutive effects - -
Diluted earnings per share of common stockin € 13 13.12 10.45
Diluted earnings per share of preferred stockin € 13 13.14 10.47
Statement of Comprehensive Income for Group
- 64
in € million Note 2017 2016
Net profit 8,706 6,910
Remeasurement of the net defined benefit liability for pension plans 30 693 -1,858
Deferred taxes -218 529
Items not expected to be reclassified to the income statement in the future 475 -1,329
Available-for-sale securities 39 40
Financial instruments used for hedging purposes 1,914 2,008
Other comprehensive income from equity accounted investments -30 43
Deferred taxes -597 -721
Currency translation foreign operations -1,171 -230
Items expected to be reclassified to the income statement in the future 155 1,140
Other comprehensive income for the period after tax 17 630 -189
Total comprehensive income 9,336 6,721
Total comprehensive income attributable to minority interests 86 47
Total comprehensive income attributable to shareholders of BMW AG 29 9,250 6,674




Financial Services Other Entities Eliminations
(unaudited supplementary (unaudited supplementary (unaudited supplementary
information) information) information)
2017 2016 2017 2016 2017 2016
27,567 25,681 7 6 -19,760 -20,017 Revenues
-23,986 -22,135 - - 19,317 19,305 Cost of sales
3,581 3,546 7 6 -443 -712 Gross profit
-1,370 -1,294 =27 -30 20 26 Selling and administrative expenses
96 35 130 110 -185 -118 Other operating income
-113 -103 -96 -103 210 141 Other operating expenses
2,194 2,184 14 -17 -398 -663 Profit/loss before financial result
- - - - - - Result from equity accounted investments
12 1 1,110 1,250 -1,246 -1,325 Interest and similar income
-10 -24 -986 -1,006 1,116 1,216 Interest and similar expenses
11 -5 -58 -57 - - Other financial result
13 -18 66 187 -130 -109 Financial result
2,207 2,166 80 170 -528 -772 Profit/loss before tax
1,840 -389 -19 -49 -292 211 Income taxes
4,047 1,777 61 121 -820 -561 Net profit/loss
64 37 - - - - Attributable to minority interest
3,983 1,740 61 121 -820 -561 Attributable to shareholders of BMW AG

Basic earnings per share of common stockin €

Basic earnings per share of preferred stockin €

Dilutive effects

Diluted earnings per share of common stockin €

Diluted earnings per share of preferred stockin €
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BMW GROUP
BALANCE SHEET
AT 31 DECEMBER 2017

Automotive

(unaudited supplementary

Motorcycles

(unaudited supplementary

Group information) information)
in € million Note 2017 2016 2017 2016 2017 2016
ASSETS
Intangible assets 19 9,464 8,157 8,981 7,705 57 46
Property, plant and equipment 20 18,471 17,960 18,050 17,566 388 365
Leased products 21 36,257 37,789 - - - -
Investments accounted for using the equity method 22 2,767 2,546 2,767 2,546 - -
Other investments 690 560 4,985 5,195 - -
Receivables from sales financing 23 48,321 48,032 - - - -
Financial assets 24 2,369 2,705 1,302 1,287 - -
Deferred tax 12 1,927 2,327 3,079 4,310 - -
Other assets 26 1,635 1,595 3,671 4,043 32 28
Non-current assets 121,901 121,671 42,835 42,652 477 439
Inventories 27 12,707 11,841 12,103 11,344 580 492
Trade receivables 28 2,667 2,825 2,354 2,502 160 144
Receivables from sales financing 23 32,113 30,228 - - - -
Financial assets 24 7,965 7,065 5,578 4,862 - -
Current tax 25 1,566 1,938 714 1,000 - -
Other assets 26 5,525 5,087 23,124 21,561 5 2
Cash and cash equivalents 9,039 7,880 7,157 4,794 8 -
Current assets 71,582 66,864 51,030 46,063 753 638
Total assets 193,483 188,535 93,865 88,715 1,230 1,077
EQUITY AND LIABILITIES
Subscribed capital 29 658 657
Capital reserves 29 2,084 2,047
Revenue reserves 29 51,256 44,445
Accumulated other equity 29 114 -4
Equity attributable to shareholders of BMWAG 29 54,112 47,108
Minority interest 436 255
Equity 54,548 47,363 39,441 36,624 - -
Pension provisions 30 3,252 4,587 2,405 2,911 69 83
Other provisions 31 5,437 5,039 4,980 4,570 101 103
Deferred tax 12 2,241 2,795 1,446 740 - -
Financial liabilities 33 53,548 55,405 832 1,942 - -
Other liabilities 34 5,410 5,357 6,793 6,530 487 442
Non-current provisions and liabilities 69,888 73,183 16,456 16,693 657 628
Other provisions 31 6,313 5,879 5,656 5,187 99 90
Current tax 32 1,124 1,074 874 770 - -
Financial liabilities 33 41,100 42,326 947 1,481 - -
Trade payables 35 9,731 8,512 8,516 7,483 355 303
Other liabilities 34 10,779 10,198 21,975 20,477 119 56
Current provisions and liabilities 69,047 67,989 37,968 35,398 573 449
Total equity and liabilities 193,483 188,535 93,865 88,715 1,230 1,077
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Financial Services Other Entities Eliminations
(unaudited supplementary (unaudited supplementary (unaudited supplementary
information) information) information)
2017 2016 2017 2016 2017 2016
ASSETS
425 405 1 1 - - Intangible assets
33 29 - - - - Property, plant and equipment
44,285 45,134 - - -8,028 —-7,345 Leased products
- - - - - - Investments accounted for using the equity method
2 3 7,160 6,585 -11,457 -11,223 Other investments
48,321 48,032 - - - - Receivables from sales financing
176 221 1,089 1,780 -198 -583 Financial assets
442 389 130 263 -1,724 -2,635 Deferred tax
3,082 3,093 26,628 27,120 -31,778 -32,689 Other assets
96,766 97,306 35,008 35,749 -53,185 -54,475 Non-current assets
24 5 - - - - Inventories
152 178 1 1 - - Trade receivables
32,113 30,228 - - - - Receivables from sales financing
1,531 1,504 1,163 1,329 -307 -630 Financial assets
55 44 797 894 - - Current tax
5,331 5,417 45,963 44,782 -68,898 -66,675 Other assets
1,856 3,046 18 40 - - Cash and cash equivalents
41,062 40,422 47,942 47,046 -69,205 -67,305 Current assets
137,828 137,728 82,950 82,795 -122,390 -121,780 Total assets
EQUITY AND LIABILITIES
Subscribed capital
Capital reserves
Revenue reserves
Accumulated other equity
Equity attributable to shareholders of BMWAG
Minority interest
14,740 11,049 18,102 16,744 -17,735 -17,054 Equity
72 77 706 1,516 - - Pension provisions
356 353 - 13 - - Other provisions
4,302 6,755 38 48 -3,545 -4,748 Deferred tax
17,819 17,718 35,095 36,328 -198 -583 Financial liabilities
28,835 29,413 198 601 -30,903 -31,629 Other liabilities
51,384 54,316 36,037 38,506 -34,646 -36,960 Non-current provisions and liabilities
549 599 9 3 - - Other provisions
233 255 17 49 - - Current tax
24,853 27,368 15,607 14,107 -307 -630 Financial liabilities
849 702 11 24 - - Trade payables
45,220 43,439 13,167 13,362 -69,702 -67,136 Other liabilities
71,704 72,363 28,811 27,545 -70,009 -67,766 Current provisions and liabilities

137,828 137,728 82,950 82,795 -122,390  -121,780 Total equity and liabilities
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Group

in € million 2017 2016
Net profit 8,706 6,910
Reconciliation between net profit and cash inflow/ outflow from operating activities
Current tax 2,558 2,670
Other interest and similar income/ expenses’ 65 131
Depreciation and amortisation of tangible, intangible and investment assets 4,822 4,998
Change in provisions 696 883
Change in leased products -1,134 -2,526
Change in receivables from sales financing -7,440 -8,368
Change in deferred taxes -609 85
Other non-cash income and expense items -249 -15
Gain/loss on disposal of tangible and intangible assets and marketable securities -43 -4
Result from equity accounted investments -738 -441
Changes in working capital 166 -104

Change in inventories -1,293 -749

Change intrade receivables 45 -93

Change intrade payables 1,414 738
Change in other operating assets and liabilities 1,285 1,229
Income taxes paid -2,301 -2,417
Interest received’ 125 142
Cash inflow/outflow from operating activities 5,909 3,173
Investments in intangible assets and property, plant and equipment -7,112 -5,823
Proceeds from the disposal of intangible assets and property, plant and equipment 30 10
Expenditure for investment assets -142 —-338
Proceeds from the disposal of investment assets and other business units 1,2362 140
Investments in marketable securities and investment funds -4,041 -3,592
Proceeds from the sale of marketable securities and investment funds 3,866 3,740
Cash inflow/outflow from investing activities -6,163 -5,863
Payments into equity 38 20
Payment of dividend for the previous year -2,324 -2,121
Intragroup financing and equity transactions - -
Interest paid’ -165 -118
Proceeds from the issue of bonds 12,061 13,974
Repayment of bonds -9,374 -10,374
Proceeds from new non-current other financial liabilities 11,894 8,952
Repayment of non-current other financial liabilities -7,427 —-8,443
Change in current other financial liabilities -4,084 4,135
Change in commercial paper 953 -1,632
Cash inflow/outflow from financing activities 1,572 4,393
Effect of exchange rate on cash and cash equivalents -223 17
Effect of changes in composition of Group on cash and cash equivalents 64 38
Change in cash and cash equivalents 1,159 1,758
Cash and cash equivalents as at 1 January 7,880 6,122
Cash and cash equivalents as at 31 December 9,039 7,880

" Interest relating to financial services business is classified as revenues/ cost of sales.
2 Includes €969 million from the sale of receivables from sales financing (multibrand portfolio) amounting to €939 million and other receivables and
payables amounting to €22 million (2016: € — million) as well as dividends received from investment assets amounting to €258 million (2016: €134 million).
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Automotive Financial Services
(unaudited supplementary (unaudited supplementary
information) information)
2017 2016 2017 2016
5,276 5,441 4,047 1,777 Net profit
Reconciliation between net profit and cash inflow/ outflow from operating activities
2,699 2,187 -114 -117 Current tax
89 283 -5 12 Other interest and similar income/ expenses’
4,699 4,876 35 29 Depreciation and amortisation of tangible, intangible and investment assets
988 970 225 139 Change in provisions
- - -1,855 -3,532 Change in leased products
- - -7,440 -8,368 Change in receivables from sales financing
906 -187 -1,872 275 Change in deferred taxes
25 11 46 11 Other non-cash income and expense items
-4 -3 -2 -1 Gain/loss on disposal of tangible and intangible assets and marketable securities
-738 -441 - - Result from equity accounted investments
78 -172 161 50 Changes in working capital
-1,179 —-758 -20 2 Change in inventories
43 -43 19 -12 Change intrade receivables
1,214 629 162 60 Change intrade payables
-1,362 —-246 705 -283 Change in other operating assets and liabilities
-1,896 -1,997 -315 164 Income taxes paid
125 142 - - Interest received'
10,848 11,464 -6,384 -9,844 Cash inflow/outflow from operating activities
-6,972 -5,699 -15 -10 Investments in intangible assets and property, plant and equipment
28 9 2 - Proceeds from the disposal of intangible assets and property, plant and equipment
-482 -122 - - Expenditure for investment assets
1,037 140 970 - Proceeds from the disposal of investment assets and other business units
-3,810 -3,196 -231 -396 Investments in marketable securities and investment funds
3,655 3,436 21 304 Proceeds from the sale of marketable securities and investment funds
| -6,544 -5,432 937 -102 Cash inflow /outflow from investing activities
38 20 - - Payments into equity
-2,324 -2,121 - - Payment of dividend for the previous year
567 -1,833 4,315 6,191 Intragroup financing and equity transactions
-165 -118 - - Interest paid’
- - 552 870 Proceeds from the issue of bonds
- - -489 -1,160 Repayment of bonds
- 67 11,385 8,295 Proceeds from new non-current other financial liabilities
-48 -520 -7,119 -7,215 Repayment of non-current other financial liabilities
73 -720 -4,181 4,425 Change in current other financial liabilities
- - -129 195 Change in commercial paper
| -1,859 -5,225 4,334 11,601 Cash inflow/outflow from financing activities
| -82 10 -141 21 Effect of exchange rate on cash and cash equivalents
| - 25 64 1 Effect of changes in composition of Group on cash and cash equivalents
| 2,363 842 -1,190 1,687 Change in cash and cash equivalents
4,794 3,952 3,046 1,359 Cash and cash equivalents as at 1 January
7,157 4,794 1,856 3,046 Cash and cash equivalents as at 31 December

The reconciliation of liabilities from financing activities is presented in note 33.
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BMW GROUP
STATEMENT OF CHANGES IN EQUITY

Subscribed Capital Revenue
in € million Note capital reserves reserves
1January 2017 29 657 2,047 44,445
Net profit - - 8,620
Other comprehensive income for the period after tax - - 475
Comprehensive income 31 December 2017 - - 9,095
Dividends paid - - -2,300
Subscribed share capital increase out of Authorised Capital 1 - -
Premium arising on capital increase relating to preferred stock - 37 -
Other changes - - 16
31December2017 29 658 2,084 51,256

Subscribed Capital Revenue
in € million Note capital reserves reserves
1January 2016 29 657 2,027 41,027
Net profit - - 6,863
Other comprehensive income for the period after tax - - -1,329
Comprehensive income 31 December 2016 - - 5,534
Dividends paid - - -2,102
Subscribed share capital increase out of Authorised Capital - - -
Premium arising on capital increase relating to preferred stock - 20 -
Other changes - - -14
31December2016 29 657 2,047 44,445




Accumulated other equity

Equity
Currency Derivative  attributable to
translation financial shareholders Minority
differences Securities instruments of BMWAG interest Total
=171 52 78 47,108 255 47,363 1January 2017
- - - 8,620 86 8,706 Net profit
-1,323 41 1,437 630 - 630 Other comprehensive income for the period after tax
-1,323 41 1,437 9,250 86 9,336 Comprehensive income 31 December 2017
- - - -2,300 - -2,300 Dividends paid
- - - 1 - 1 Subscribed share capital increase out of Authorised Capital
- - - 37 - 37 Premium arising on capital increase relating to preferred stock
- - - 16 95 11 Other changes
-1,494 93 1,515 54,112 436 54,548 31 December2017
Accumulated other equity
Equity
Currency Derivative  attributable to
translation financial shareholders Minority
differences Securities instruments of BMWAG interest Total
.
132 24 -1,337 42,530 234 42,764 1January 2016
- - - 6,863 47 6,910 Net profit
-303 28 1,415 -189 - -189 Other comprehensive income for the period after tax
-303 28 1,415 6,674 47 6,721 Comprehensive income 31 December 2016
- - - -2,102 - -2,102 Dividends paid
- - - - - - Subscribed share capital increase out of Authorised Capital
- - - 20 - 20 Premium arising on capital increase relating to preferred stock
- - - -14 -26 -40 Other changes
-171 52 78 47,108 255 47,363 31December2016
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ACCOUNTING PRINCIPLES
AND POLICIES

01

Basis of preparation

The consolidated financial statements of Bayerische
Motoren Werke Aktiengesellschaft (BMW Group
Financial Statements or Group Financial State-
ments) at 31 December 2017 have been drawn up in
accordance with International Financial Reporting
Standards (IFRS), as endorsed by the European Union,
and the supplementary requirements of §315a (1)
of the German Commercial Code (HGB). The Group
Financial Statements and Combined Management
Report will be submitted to the operator of the elec-
tronic version of the German Federal Gazette and
can be obtained via the Company Register website.
Bayerische Motoren Werke Aktiengesellschaft, which
has its seat at Petuelring 130, Munich, is registered
in the Commercial Register of the District Court of
Munich under the number HRB 42243.

The Group currency is the euro. All amounts are dis-
closed in millions of euros (€ million) unless stated
otherwise.

The BMW Group and segment income statements are
presented using the cost of sales method.

In order to provide a better insight into the results
of operations, financial position and net assets of
the BMW Group, and going beyond the require-
ments of IFRS 8 (Operating Segments), the Group
Financial Statements also include income statements
and balance sheets for the Automotive, Motorcycles,
Financial Services and Other Entities segments. The
Group Cash Flow Statement is supplemented by state-
ments of cash flows for the Automotive and Financial
Services segments. This supplementary information is
unaudited. Inter-segment transactions relate primarily
to internal sales of products, the provision of funds
for Group companies and the related interest. These
items are eliminated in the relevant “Eliminations”
columns. A description of the nature of the business
and major operating activities of the BMW Group’s
segments is provided in - note 43 (“Explanatory notes
to segment information”).

On 15 February 2018, the Board of Management
granted approval for publication of the Group Finan-
cial Statements.



02

Group reporting entity

and consolidation principles

The BMW Group Financial Statements include
BMW AG and all material subsidiaries over which
BMW AG - either directly or indirectly — exercises
control. This also includes 57 structured entities,
consisting of asset-backed securities entities and
special-purpose funds.

All consolidated subsidiaries have the same year-end as
BMW AG with the exception of BMW India Private Ltd.
and BMW India Financial Services Private Ltd., whose
year-ends are 31 March in accordance with local legal
requirements.

When assessing whether an investment gives rise to
a controlled entity, an associated company, a joint
operation or a joint venture, the BMW Group con-
siders contractual arrangements and other circum-
stances, as well as the structure and legal form of the
entity. Discretionary decisions may also be required.
If indications exist of a change in the judgement of
(joint) control, the BMW Group undertakes a new
assessment.

An entity is deemed to be controlled if BMW AG -
either directly or indirectly — has power over it, is
exposed or has rights to variable returns from it and
has the ability to influence those returns.

An entity is classified as an associated company if
BMW AG - either directly or indirectly - has the abil-
ity to exercise significant influence over the entity’s
operating and financial policies. As a general rule,
the Group is assumed to have significant influence
if it holds 20 % or more of the entity’s voting power.

Joint operations and joint ventures are forms of joint
arrangements. Such an arrangement exists when a
BMW Group entity jointly carries out activities with
a third party on the basis of a contractual agreement.

In the case of a joint operation, the parties that have
joint control of the arrangement have rights to the
assets, and obligations for the liabilities, relating
to the arrangement. Assets, liabilities, revenues
and expenses of a joint operation are recognised
proportionately in the Group Financial Statements
on the basis of the BMW Group entity’s rights and
obligations (proportionate consolidation). Together
with SGL Carbon SE, companies of the BMW Group
are party to joint operations for the manufacture of
carbon fibres and carbon fibre fabrics used in vehicle
production. In November 2017, an agreement was
signed with SGL Carbon SE concerning that entity’s
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gradual acquisition of the BMW Group’s 49 percent
shareholding. Accordingly, between the beginning
of 2018 and the end of 2020 at the latest, SGL Car-
bon SE will become the sole owner of the hitherto
joint operations. As a consequence of the transaction,
the joint operations will cease to be proportionately
consolidated in the BMW Group Financial Statements
with effect from the financial year 2018.

The BMW Group is also party to a cooperation with
Toyota Motor Corporation, Toyota City, for the devel-
opment of a sports car. This cooperation is accounted
for as a joint operation.

In the case of a joint venture, the parties which have
joint control only have rights to the net assets of the
arrangement.

Associated companies and joint ventures are account-
ed for using the equity method, with measurement on
initial recognition based on acquisition cost.

The following changes took place in the Group report-
ing entity in the financial year 2017:

Germany Foreign Total
Included at
31 December 2016 21 178 199
Included for the
firsttime in 2017 1 20 21
No longer included
in2017 1 11 12
Included at
31 December 2017 21 187 208
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Foreign currency translation and measurement
The financial statements of consolidated companies
which are presented in a foreign currency are trans-
lated using the modified closing rate method. Under
this method, assets and liabilities are translated at the
closing exchange rate, whilst income and expenses are
translated at the average exchange rate. Differences
arising on foreign currency translation are presented
in “Accumulated other equity”.

In the single entity accounts of BMW AG and its sub-

sidiaries, foreign currency receivables and payables -7

are measured on initial recognition using the exchange
rate prevailing at the date of first-time recognition.
At the end of the reporting period, foreign currency
receivables and payables are measured using the clos-
ing exchange rate. The resulting unrealised gains and
losses, as well as realised gains and losses arising on
settlement, are recognised in the income statement.

The exchange rates of currencies which have a material
impact on the Group Financial Statements were as
follows:

Closing rate Average rate
1Euro= 31.12.2017 31.12.2016 2017 2016
US Dollar 1.20 1.06 1.13 1.11
British Pound 0.89 0.85 0.88 0.82
Chinese Renminbi 7.80 7.34 7.63 7.35
Japanese Yen 134.93 123.34 126.68 120.25
Korean Won 1,281.41 1,274.34 1,276.47 1,283.86
04 Revenues relating to operating lease arrangements

Accounting policies; assumptions, judgements
and estimations

Revenues from the sale of products and services are
recognised when the risks and rewards of ownership
are transferred to the dealership or customer, provided
that the amount of revenue can be measured reliably,
it is probable that the economic benefits associated
with the transaction will flow to the entity and costs
incurred or to be incurred in respect of the sale can
be measured reliably. Revenues are stated net of set-
tlement discount, bonuses and rebates.

If the sale of products includes a determinable amount
for services (“multiple-component contracts”), the
related revenues are deferred and recognised as
income over the service period. Amounts are normally
recognised as income by reference to the pattern of
related expenditure.

Profits arising on the sale of vehicles for which a
Group company retains a repurchase commitment
(buyback agreements) are not recognised immediately.
The difference between the sales and buyback price is
accounted for as deferred income and recognised in
instalments as revenue over the contract term.

are recognised on a straight-line basis over the lease
term. Interest income arising on finance leases and
on retail customer/dealership financing is recognised
using the effective interest method.

Public sector grants are not recognised until there is
reasonable assurance that the conditions attaching to
them have been complied with and the grants will be
received. The resulting income is recognised in cost of
sales over the same periods as the costs occur which
they are intended to compensate.

Earnings per share are calculated as follows: Basic
earnings per share are calculated for common and
preferred stock by dividing the net profit after minority
interest, as attributable to each category of stock, by the
average number of outstanding shares. The net profit
is accordingly allocated to the different categories
of stock. The portion of the Group net profit for the
year which is not being distributed is allocated to each
category of stock based on the number of outstanding
shares. Profits available for distribution are determined
directly on the basis of the dividend resolutions passed
for common and preferred stock. Diluted earnings
per share are calculated and separately disclosed in
accordance with IAS 33.



Purchased and internally-generated intangible assets
are recognised as assets where it is probable that the
use of the asset will generate future economic benefits
and where the costs of the asset can be determined
reliably. Such assets are measured at acquisition
or manufacturing cost, as a general rule without
borrowing costs, and, to the extent that they have
a finite useful life, amortised on a straight-line basis
over their estimated useful lives. With the exception
of capitalised development costs, intangible assets
are amortised as a general rule over their estimated
useful lives of between three and 20 years.

Development costs for vehicle, module and architecture
projects are capitalised at manufacturing cost, to the
extent that attributable costs (including develop-
ment-related overhead costs) can be measured reliably
and both technical feasibility and successful marketing
are assured. It must also be sufficiently probable that
the development expenditure will generate future
economic benefits. Capitalised development costs are
amortised on a straight-line basis following the start
of production over the estimated product life cycle
(usually five to 12 years).

Goodwill arises on first-time consolidation of an
acquired business when the cost of acquisition exceeds
the Group’s share of the net fair value of the assets
identified during the acquisition, liabilities and con-
tingent liabilities.

If there is any indication of impairment of intangible
assets, or if an annual impairment test is required
(i.e. intangible assets with an indefinite useful life,
intangible assets during the development phase and
goodwill), an impairment test is performed. Each
individual asset is tested separately unless the cash
flows generated by the asset are not sufficiently inde-
pendent from the cash flows generated by other assets
or other groups of assets. In this case, impairment is
tested at the level of a cash-generating unit.

For the purpose of the impairment test, the carrying
amount of an asset (or a cash-generating unit) is com-
pared with the recoverable amount. The first step of
the impairment test is to determine the value in use.
If the value in use is lower than the carrying amount,
the next step is to determine the fair value less costs to
sell and compare the amount so determined with the
asset’s carrying amount. If the fair value is lower than
the carrying amount, an impairment loss is recognised,
reducing the carrying amount to the higher of the
asset’s value in use or fair value less selling cost.

If the reason for a previously recognised impairment
loss no longer exists, the impairment loss is reversed
up to the level of the recoverable amount, but no high-
er than the amortised acquisition or manufacturing
cost. Impairment losses on goodwill are not reversed.

As part of the assessment of recoverability, it is general-
ly necessary to apply estimations and assumptions - in
particular regarding future cash inflows and outflows
and the length of the forecast period - which could
differ from actual amounts. Actual amounts may differ
from the assumptions and estimations used if business
conditions develop differently to the expectations.

The BMW Group determines the value in use on
the basis of a present value calculation. Cash flows
used for this calculation are derived from long-term
forecasts approved by management. These forecasts
are based on detailed forecasts drawn up at the oper-
ational level and, with a planning period of six years,
correspond roughly to the typical product life cycle of
vehicle projects. For the purposes of calculating cash
flows beyond the planning period, a residual value
is assumed which does not take growth into account.
Forecasting assumptions are continually adjusted to
current information and regularly compared with
external sources. The assumptions used take account
in particular of expectations of the profitability of the
product portfolio, future market share development,
macroeconomic developments (such as currency,
interest rate and raw materials prices) as well as the
legal environment and past experience.
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Amounts are discounted on the basis of a market-re-
lated cost of capital rate. Impairment tests for the
Automotive and Motorcycles cash-generating units
are performed using a risk-adjusted pre-tax cost of
capital (WACC). In the case of the Financial Services
cash-generating unit, a pre-tax cost of equity capital
is used, as is customary in the sector. The following
discount factors were applied:

in % 2017 2016
Automotive 12.0 12.0
Motorcycles 12.0 12.0
Financial Services 13.4 13.4

The risk-adjusted discount rate, calculated using a
CAPM model, takes into account specific peer-group
information relating to beta-factors, capital structure
data and borrowing costs. In conjunction with the
impairment tests for cash-generating units, sensitivity
analyses are performed for the main assumptions, in
order to rule out that possible changes to the assump-
tions used to determine the recoverable amount would
result in the requirement to recognise an impairment
loss.

Items of property, plant and equipment are measured at
acquisition or manufacturing cost less accumulated
depreciation and accumulated impairment losses. The
cost of internally constructed plant and equipment
comprises all costs which are directly attributable
to the manufacturing process as well as an appro-
priate proportion of production-related overheads.
This includes production-related depreciation and
amortisation as well as an appropriate proportion
of administrative and social costs. Financing costs
are not included in acquisition or manufacturing cost
unless they are directly attributable to the asset. The
carrying amount of items of depreciable property,
plant and equipment is written down according to
scheduled usage-based depreciation - as a general
rule on a straight-line basis — over the useful lives of
the assets. Depreciation is recorded as an expense in
the income statement.

The following useful lives are applied throughout the
BMW Group:

inyears

Factory and office buildings, residential buildings, fixed
installations in buildings and outside facilities 8t0 50

Plant and machinery 3to 21

Other equipment, factory and office equipment 2t0 25

For machinery used in multiple-shift operations,
depreciation rates are increased to account for the
additional utilisation. If there is any indication of
impairment of property, plant and equipment, an
impairment test is performed as described above for
intangible assets.

With respect to lease arrangements of the BMW Group,
use of judgement is required, in particular with regard
to the transfer of economic ownership of a leased item.

Leased items of property, plant and equipment whose
economic ownership is attributed to the BMW Group
(finance leases) are measured on initial recognition
at fair value or, if lower, at the net present value of
minimum lease payments. The assets are depreciated
using the straight-line method over their estimated
useful lives or, if shorter, over the contractual lease
period. The obligations for future lease payments are
recognised at their net present value in other financial
liabilities.

Group products recognised by BMW Group entities as
leased products under operating leases are measured at
manufacturing cost, including any initial direct costs.
All other leased products are measured at acquisition
cost. All leased products are depreciated over the peri-
od of the lease using the straight-line method down to
their expected residual value. Where the recoverable
amount of a lease exceeds the asset’s carrying amount,
changes in residual value expectations are recognised
by adjusting scheduled depreciation prospectively
over the remaining term of the lease. If the recoverable
amount is lower than the asset’s carrying amount, an
impairment loss is recognised for the shortfall. A test
is carried out at each balance sheet date to determine
whether an impairment loss recognised in prior years
no longer exists or has decreased. In such cases, the
carrying amount of the asset is increased to the recov-
erable amount, at maximum up to the amount of the
asset’s amortised cost.

Assumptions and estimations are required regarding
future residual values, since these represent a sig-
nificant part of future cash inflows. Relevant factors
to be considered include the trend in market prices
and demand on the pre-owned vehicle market. The
assumptions are based on internally available histor-
ical and current market data as well as on forecasts of
external institutions. Furthermore, assumptions are
regularly validated by comparison with external data.



Investments accounted for using the equity method are rec-
ognised at the Group’s share of their revalued equity
capital, provided no impairment has been recognised.

Financial assets reported as otherinvestments are recog-
nised and measured at their fair value in accordance
with the requirements of IAS 39. If this value is not
available or cannot be determined reliably, they are
measured at cost. Subsidiaries, joint arrangements
and associated companies included in other invest-
ments, but which are not material to the BMW Group,
do not fall within the scope of IAS 39.

A financial instrument is a contract that gives rise to a
financial asset of one entity and a financial liability or
equity instrument of another entity. Financial assets
are accounted for on the basis of the settlement date.

On initial recognition, financial assets are measured
at their fair value. Transaction costs are included
unless the financial assets are allocated to the category
“financial assets measured at fair value through profit
or loss”.

The Group’s financial assets are allocated to either
cash funds or to the categories “loans and receivables”,
“available-for-sale”, “held for trading” or “fair value
option”.

The fair value option is applied by the BMW Group
for non-current marketable securities with embed-
ded derivatives and non-current loans receivable
from third parties. The related gains and losses are
presented in the income statement line item Other
financial result. Related interest income and expenses
are presented in net interest result.

Subsequent to initial recognition, financial assets
which are available-for-sale or held-for-trading or for
which the fair value option is applied, are measured at
their fair value. The fair values shown are determined
on the basis of market information available at the
balance sheet date, prices quoted by the contract
partners or appropriate measurement methods, e.g.
discounted cash flow models.

Those non-derivative financial assets that are not
classified as “loans and receivables” or “held-to-
maturity investments” or as items measured “at
fair value through profit and loss” are classified as
“available-for-sale”. Financial assets that are classified
as loans and receivables are measured at amortised
cost using the effective interest method. All financial
assets for which published price quotations in an active
market are not available and whose fair value cannot
be determined reliably are measured at cost.

Assessments are regularly made as to whether mate-
rial objective evidence indicates that a financial asset
or portfolio of assets is impaired. For the purposes
of assessing possible impairment, the BMW Group
takes account of all available information, such as
market conditions and prices as well as the duration
and magnitude of the decline in value. In the case of
equity instruments that are listed on a stock market,
it is assumed that an item is impaired if, for example,
its fair value falls below acquisition cost significantly
(more than 20 %) or on a prolonged basis (more than
5% over nine months).

Receivables from sales financing are measured at amor-
tised cost using the effective interest rate method. This
also includes receivables arising on vehicle finance
leases. Impairment allowances are recognised both on
a specific-item and a group basis. For these purposes,
the main factors taken into consideration are past
experience and current market data (such as the level
of arrears), as well as information on rating classes
and scoring. Consideration is also given to current
market data and macroeconomic conditions that could
have an impact on the general creditworthiness of
customers as well as the overall market environment
for pre-owned vehicles. The market value of vehicles
which serve as collateral changes when prices on pre-
owned vehicle markets fall. Specific allowances are
recognised if there is objective evidence of impairment.
In the retail credit financing and leasing business,
the existence of overdue balances or the incidence
of similar events in the past are examples of such
evidence. In the event of overdue receivables, allow-
ances are always recognised individually based on
the duration of the arrears. In the case of dealership
financing receivables, the allocation to a correspond-
ing rating category also represents objective evidence
of impairment. If no objective evidence of impairment
exists, allowances are recognised using a portfolio
approach based on similar groups of assets. Company-
specific loss probabilities and loss ratios, derived from
historical data, are used to measure allowances on
similar groups of assets.
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The recognition of allowances on receivables relating
to the industrial business is also based, as far as pos-
sible, on the same procedures applied in the financial
services business. The impairment allowances are
recorded in separate accounts and are derecognised
at the same time the corresponding written-down
receivables are derecognised.

Derivative financial instruments are used within the
BMW Group for hedging purposes in order to reduce
currency, interest rate, fair value and market price
risks arising from operating activities and the relat-
ed financing requirements. All derivative financial
instruments are measured at their fair value. The
fair values of derivative financial instruments are
determined using measurement models and are
therefore subject to the risk that they could differ
from realisable market prices on disposal. Observ-
able financial market price spreads are taken into
account in the measurement of derivative financial
instruments. The supply of data for the model used
to calculate fair values also takes account of tenor
and currency basis spreads.

In addition, the Group’s own credit risk and that of
counterparties is taken into account on the basis of
credit default swap values for market contracts with
matching terms. The BMW Group applies the option
of measuring the credit risk for a group of financial
assets and financial liabilities on the basis of the net
exposure of long and short positions. Portfolio-based
value adjustments to the individual financial assets
and financial liabilities are allocated using the relative
fair value approach (net method).

Where hedge accounting is applied, changes in fair val-
ue are recognised in the income statement or in other
comprehensive income as a component of accumulat-
ed other equity, depending on whether the hedging
relationship is classified as a fair value hedge or a
cash flow hedge. In the case of a fair value hedge, the
results of the fair value measurement of the derivative
financial instruments and the related hedged items
are recognised in the income statement. Fair value
hedges are mainly used to hedge the market prices of
bonds, other financial liabilities and receivables from
sales financing. In the case of a cash flow hedge, the
effective portion of the fair value gain or loss on the
derivative financial instrument is recognised directly
in accumulated other equity. The ineffective portion of
the fair value gain or loss is recognised in the income
statement. Amounts recorded in accumulated other
equity are recognised in the income statement when
the hedged item or external revenue item is recognised
in the income statement. If, contrary to the usual prac-
tice within the BMW Group, hedge accounting cannot

be applied, the gains or losses arising on the fair value
measurement of derivative financial instruments are
recognised in the income statement.

Deferred taxes are recognised on all temporary dif-
ferences between the tax and accounting bases of
assets and liabilities and on consolidation procedures.
The recoverability of deferred tax assets is assessed
at each balance sheet date on the basis of planned
taxable income in future financial years. If with a
probability of more than 50 percent future tax ben-
efits will not be realised, either in part or in total, a
valuation allowance is recognised on the deferred tax
assets. The calculation of deferred tax assets requires
assumptions to be made with regard to the level of
future taxable income and the timing of recovery of
deferred tax assets. These assumptions take account of
forecast operating results and the impact on earnings
of the reversal of taxable temporary differences. Since
future business developments cannot be predicted
with certainty and to an extent cannot be influenced
by the BMW Group, the measurement of deferred tax
assets is subject to uncertainty. Deferred taxes are cal-
culated on the basis of tax rates which are applicable or
expected to apply in the relevant national jurisdictions
when the amounts are recovered.

Current income taxes are calculated within the
BMW Group on the basis of tax legislation applicable
in the relevant countries. To the extent that judgement
was necessary to determine the treatment and amount
of tax items presented in the financial statements,
there is in principle a possibility that local tax author-
ities may take a different position.



Inventories of raw materials, supplies and goods for
resale are stated at the lower of average acquisition
cost and net realisable value.

Work in progress and finished goods are stated at
the lower of manufacturing cost and net realisable
value. Manufacturing cost comprises all costs which
are directly attributable to the manufacturing process
as well as an appropriate proportion of production-
related overheads. This includes production-related
depreciation and amortisation and an appropriate
proportion of administrative and social costs. Financ-
ing costs are not included in the acquisition or man-
ufacturing cost of inventories.

Cash and cash equivalents comprise mainly cash on hand
and cash at bank with an original term of up to three
months, and are measured at face value.

Assets held for sale and disposal groups held for sale
are presented separately in the balance sheet in
accordance with IERS 5 if the carrying amount of the
relevant assets will be recovered principally through
a sale transaction rather than through continuing
use. This applies only in cases in which the assets
can be sold immediately in their present condition,
the sale is expected to be completed within one year
from the date of classification and the sale is highly
probable. At the date of classification, property, plant
and equipment, intangible assets and disposal groups
which are being held for sale are measured at the
lower of their carrying amount and their fair value
less costs to sell, and are no longer subject to sched-
uled depreciation/amortisation. This does not apply,
however, to items within the disposal group which
are not covered by the measurement rules contained
in IFRS 5. At the same time, liabilities directly related
to the sale are presented separately on the equity and
liabilities side of the balance sheet as Liabilities in
conjunction with assets held for sale.

Provisions for pensions are measured using the pro-
jected unit credit method. Under this method, not
only obligations relating to known vested benefits
at the reporting date are recognised, but also the
effect of future expected increases in pensions and
salaries. The calculation is based on independent
actuarial valuations which take into account relevant
biometric factors.

In the case of funded plans, the pension obligation is
offset against plan assets measured at their fair value.
If the plan assets exceed the pension obligation, the
surplus is tested for recoverability. In the event that
the BMW Group has a right of reimbursement or a
right to reduce future contributions, it reports an asset
(within Other financial assets), measured on the basis
of the present value of the future economic benefits
attached to the plan assets. For funded plans, in cases
where the obligation exceeds plan assets, a liability is
recognised under pension provisions.

The calculation of the amount of the provision requires
assumptions to be made with regard to discount rates,
salary trends, employee fluctuation and the life expec-
tancy of employees. Discount rates are determined by
reference to market yields at the end of the reporting
period on high quality fixed-interest corporate bonds.
The salary trend relates to the expected future rate of
salary increase which is estimated annually based on
inflation and the career development of employees
within the Group.

Net interest expense on the net defined benefit lia-
bility and net interest income on net defined benefit
assets are presented separately within the financial
result. All other costs relating to allocations to pension
provisions are allocated to costs by function in the
income statement.

Past service cost arises when a BMW Group compa-
ny introduces a defined benefit plan or changes the
benefits payable under an existing plan. This cost
is recognised immediately in the income statement.
Similarly, gains and losses arising on the settlement
of a defined benefit plan are recognised immediately
in the income statement.

Remeasurement of the net liability can result from
changes in the present value of the defined benefit
obligation, the fair value of the plan assets or the
asset ceiling. Remeasurement can result, amongst
others, from changes in financial and demographic
parameters, as well as changes following the portfolio
development. Remeasurements are recognised imme-
diately in other comprehensive income and hence
directly in equity (within revenue reserves).
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Other provisions are recognised when the BMW Group
has a present legal or factual obligation towards a
third party arising from past events, the settlement
of which is probable, and when the amount of the
obligation can be reliably estimated. Provisions with
aremaining term of more than one year are measured
at their net present value.

The measurement of provisions for statutory and non-
statutory warranty obligations (statutory, contractual and
voluntary) involves estimations. In addition to manu-
facturer warranties prescribed by law, the BMW Group
offers various categories of guarantee depending on
the product and sales market. These provisions are
recognised when the risks and rewards of ownership
of the goods are transferred to the dealership or
retail customer or when a new category of warranty
is introduced. With respect to the level of the provi-
sion, estimations are made in particular based on past
experience of damage claims and processes. Future
potential repair costs and price increases per product
and market are also taken into account. Specific and
expected warranty items, such as vehicle recalls, are
also included. Provisions for warranties for all compa-
nies of the BMW Group are adjusted regularly to take
account of new information, with the impact of any
changes recognised in the income statement. Similar
estimates are made in conjunction with the measure-
ment of expected reimbursement claims, which are
presented as separate assets.

The recognition of provisions for litigation and liability
risks necessitates making assumptions in order to
determine the probability of liability, the amount
of claim and the duration of the legal dispute. The
assumptions made, especially the assumption about
the outcome of legal proceedings, are subject to a
high degree of uncertainty. The appropriateness of
assumptions is regularly reviewed, based on assess-
ments undertaken both by management and external
experts, such as lawyers. If new developments arise
in the future that result in a different assessment,
provisions are adjusted accordingly.

If the recognition and measurement criteria relevant
for provisions are not fulfilled and the outflow of
resources on fulfilment is not unlikely, the potential
obligation is disclosed as a contingent liability.

—>see
notes 38
and 44

—>see
note 39

Financial liabilities are measured on first-time recog-
nition at their fair value. Transaction costs are also
taken into account, except in the case of financial
liabilities allocated to the category “measured at fair
value through profit or loss”. Subsequent to initial
recognition, liabilities are — with the exception of
derivative financial instruments - measured at amor-
tised cost using the effective interest method.

Related party disclosures comprise information on
associated companies, joint ventures and non-con-
solidated subsidiaries as well as individuals which
have the ability to exercise a controlling or significant
influence over the financial and operating policies
of the BMW Group. This includes all persons in key
positions of the Company, as well as close members
of their families or intermediary entities. In the case
of the BMW Group, this also applies to members of
the Board of Management and the Supervisory Board.
Details relating to these individuals and entities are
provided in - note 38 and in the list of investments
disclosed in = note 44.

Share-based remuneration programmes which are expect-
ed to be settled in shares are measured at their fair
value at grant date. The related expense is recognised
as personnel expense in the income statement over
the vesting period and offset against capital reserves.
Share-based remuneration programmes expected to
be settled in cash are revalued to their fair value at
each balance sheet date between the grant date and
the settlement date and on the settlement date itself.
The expense is recognised as personnel expense in
the income statement over the vesting period and
presented in the balance sheet as a provision.

The share-based remuneration programme for Board
of Management members and senior heads of depart-
ment entitles BMW AG to elect whether to settle its
commitments in cash or with shares of BMW AG
common stock. Based on the decision to settle in cash,
the share-based remuneration programmes for Board
of Management members and senior heads of depart-
ment are accounted for as cash-settled, share-based
remuneration programmes. Further information on
share-based remuneration programmes is provided
in - note 39.



05

Financial reporting rules

(a) Standards and Revised Standards significant for
the BMW Group applied for the first time in the
financial year 2017:

Date of Date of

Date of datory datory

issue by pplicati pplication

Standard/ Interpretation IASB IASB EU
IAS 7 Disclosures Initiative — Reconciliation of Liabilities From Financing Activities 29.1.2016 1.1.2017 1.1.2017

(Amendments to IAS 7)

The amendments to IAS 7 (Statement of Cash Flows)
require a reconciliation between the opening and
closing balances of liabilities arising from financing

(b) Financial reporting pronouncements issued by
the IASB that are significant for the BMW Group,
but have not yet been applied:

activities, for which cash inflows and outflows are
presented in the Statement of Cash Flows. The rec-
onciliation is presented in - note 33.

Date of Date of
Date of datory datory
issue by pplicati pplication
Standard/Interpretation IASB IASB EU
IFRS 9 Financial Instruments 24.7.2014 1.1.2018 1.1.2018
IFRS 15 Revenue from Contracts with Customers 28.5.2014 1.1.2018 1.1.2018
11.9.2015
12.4.2016
IFRS 16 Leases 13.1.2016 1.1.2019 1.1.2019

IFRS 9 (Financial Instruments) contains new require-
ments for the classification and measurement of
financial assets that are based on the reporting entity’s
business model for the management of these financial
instruments and the characteristics of its contractual
cash flows (“Solely Payments of Principal and Inter-
est” (SPPI) criterion). IFRS 9 also gives rise to a new
model for determining impairment, which is based on
expected credit losses. To date, impairments have been
recognised when corresponding objective evidence
existed. Furthermore, the requirements for hedge
accounting were revised with the aim of bringing
the accounting treatment more into line with risk
management activities.

The BMW Group will apply IFRS 9 for the first time
with effect from 1 January 2018. An exception is made
in the accounting treatment of fair value hedging of
a portfolio against interest rate risk, for which the
requirements of IAS 39 will continue to be applied.
IFRS 9 requires retrospective application in the areas
of classification and measurement, while the new
rules for hedge accounting are required to be applied

prospectively, with few exceptions. The BMW Group
will apply the exemption contained in IFRS 9, allowing
unadjusted comparative information for prior periods.

The new requirements for the classification and
measurement of financial assets and financial lia-
bilities result in a number of cases to a change in
measurement category for the BMW Group. In future,
changes in the value of equity instruments falling
within the scope of IFRS 9 which are held at the date
of adoption, will be recognised through the income
statement. Due to the change in the measurement
category, an increase in the revenue reserves amount-
ing to approximately €78 million is recognised at the
date of adoption of the new rules, net of the deferred
tax effect of approximately €1 million. This includes
approximately €76 million for equity instruments
which gives rise to a reduction in accumulated other
equity of the same amount.
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Implementation of the new impairment model has
required substantial modifications to existing process-
es and systems, especially for the Financial Services
segment. Receivables from sales financing have been
measured using the three-stage model stipulated by
IFRS 9. Operating lease receivables represent an
exception, in which the simplified approach has
been applied. For these receivables, expected losses
are calculated for the remaining term. The transfer
criteria for the three-stage impairment model is based
in principle on a comparison of default probabilities
pursuant to the definitions used in the internal risk
management system for each financial instrument.
In addition, qualitative indicators are taken into
account in the transfer criteria, such as overdue period
or significant changes in the internal credit rating.
Impairment allowances are calculated in a central
application. The risk models used were determined
on the basis of internal historical default information
and macroeconomic factors.

For trade receivables, the simplified approach has
been applied. The parameters used to calculate impair-
ment allowances are determined specifically for each
portfolio.

Overall, the introduction of the new impairment
model across the BMW Group with effect from
1 January 2018 results in a reduction in impairment
allowances and an increase in revenue reserves of
approximately €82 million net of deferred tax effects
of approximately €31 million. Of this amount, approx-
imately €86 million relates to receivables from sales
financing net of deferred tax effects of approximately
€33 million.

With regard to the accounting treatment of hedging
relationships, it is expected that it will be possible in
future to apply hedge accounting rules to the majority
of commodity hedging instruments. Moreover, chang-
es in the time value of options are required to be
recognised as “cost of hedging” in accumulated other
equity during the hedging period. These changes are
expected to result in a significant reduction in the
volatility of amounts reported for financial result and
Group earnings.

In future, costs arising in conjunction with hedging
will be reported in total in the income statement as
part of the profit before financial result (EBIT). As the
cost of options to hedge foreign currency exposures
is currently reported in the financial result, this will
have a negative impact on the Automotive segment’s
EBIT. The scale of the impact will depend on the future
volume of option contracts. The volume of option
contracts at 31 December 2017 is not material.

At the date of the first-time application, the new
accounting requirements for interest rate hedging
instruments will result in an increase in revenue
reserves of approximately €18 million, net of deferred
tax effects of approximately €6 million.

The new Standard IFRS 15 (Revenue from Contracts
with Customers) is aimed to assimilate the numerous
existing requirements and interpretations relating to
revenue recognition into a single Standard. The new
Standard also stipulates uniform revenue recognition
principles for all sectors and all categories.

The Standard will be applied retrospectively in its
entirety with effect from 1 January 2018, meaning that
all comparative information for prior periods will be
adjusted in accordance with IFRS 15. The exemption
provision, allowing contracts fulfilled prior to 1 Janu-
ary 2017 not to be newly assessed in accordance with
IFRS 15, has been applied.

The new Standard is based on a five-step model, which
sets out the rules for revenue from contracts with
customers. Revenues are required to be recognised
either over time or at a specific point in time.

A major difference to the previous Standard is the
increased scope of discretion for estimates and the
introduction of thresholds, thus influencing the
amount and timing of revenue recognition.

As a result of the accounting treatment of buyback
arrangements and rights of return for sales of vehicles
which the Financial Services segment will subsequently
lease to customers, intragroup eliminations within
the BMW Group will be subject to earlier recognition.
The application of IFRS 15 results in a retrospective
decrease in Group revenue reserves as at 1 Janu-
ary 2017 amounting to approximately €499 million,
net of deferred taxes of approximately €239 million
(1 January 2018: reduction of revenue reserves by
approximately €553 million, net of deferred taxes of
approximately €192 million). No significant impact
is expected to arise during the period of first-time
application.



In the case of multi-component contracts with variable
consideration components, changes in the allocation
of transaction prices will result for the Automotive
segment in higher amounts being recognised for
vehicle sales and a lower level of amounts deferred
for service contracts. The shift in the timing of rev-
enue recognition results in a retrospective increase
in Group revenue reserves as at 1 January 2017 of
approximately €89 million, net of deferred taxes of
approximately €38 million (1 January 2018: increase
in revenue reserves of approximately €112 million, net
of deferred taxes of approximately €42 million). The
shift is not expected to have a significant impact on
the income statement during the period of first-time
application.

In accordance with IFRS 15, costs relating to sales
promotion measures in the Automotive segment,
such as sales support or residual value subsidies are
to be treated as variable components of consideration
and will therefore in future be recognised as revenue
deductions. A part of these costs have been reported
to date within cost of sales. The change in presenta-

in both revenues and cost of sales. For the financial
year 2017, the amount subject to changed accounting
presentation in the Automotive segment amounts
to approximately €2.9 billion, and is insignificant
for the Group.

As a result of the adjustments described above, the
Automotive segment’s EBIT margin for 2017 will
improve by 0.3 percentage points to 9.2 %.

A different accounting treatment may be required if
buyback arrangements are in place with customers,
resulting in a shift in the timing of revenue recognition.
The resulting impact is not expected to be significant.

Buyback arrangements between the Automotive and
Financial Services segments are not reflected in the
internal management system or reporting and there-
fore, in accordance with IFRS 8, do not result in any
changes in the presentation of segment information.

The following table shows a summary of the estimated
effect on revenue reserves of the first-time application

tion in the income statement will result in a decrease of IFRS 9 and IFRS 15.
Impact on Impact on Impact on
revenue reserves net profit revenue reserves
in € million Amendment 1.1.2017 2017 1.1.2018 Segment
IFRS 15 Elimination of buyback arrangements and rights -499 -54 -553 Eliminations
IFRS 15 Change in transaction prices relating to Automotive
multi-component contracts’ 89 23 112
IFRS 9 Change in measurement category - - 78 Automotive/Other
IFRS 9 Introduction of impairment model - - 82 Automotive/Financial Services
IFRS 9 Hedge accounting - - 18 Financial Services/Other
Total impact of first-time application -410 -312 -263

" Includes the effect of the adjustment relating to entities accounted for using the equity method.
2 Includes effects relating to the reduction of the US federal corporate tax rate from 35 % to 21 % with effect from 1 January 2018. The pre-tax profit impact amounts to € +20 million.
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The new Standard IFRS 16 (Leases) sets out a new
approach to accounting for leases by lessees. While
under IAS 17, the accounting treatment of a lease was
determined on the basis of the transfer of risks and
rewards incidental to ownership of the asset, in the
future, all leases in general are to be accounted for by
the lessee in a similar way to finance leases.

The BMW Group will use the grandfather clause
available for existing leases and apply the available
exemptions regarding the recognition of short-
term leases and low value leasing assets. The new
Standard will be applied for the first time using the
modified retrospective method. Intragroup leasing
arrangements are not reflected in the internal man-
agement system or in internal reporting pursuant
to IFRS 16 and therefore, in accordance with IFRS 8,
do not result in any changes in the presentation of
segment information. Early adoption of IFRS 16 is
not planned.

The accounting requirements for lessors, particularly
in relation to the requirement to classify leases, will
remain largely unchanged.

The impact on the BMW Group’s results of operations,
financial position and net assets is currently being
analysed as part of a Group-wide implementation
project. A reliable quantitative measurement of the
impact is not possible at present, in particular because
the compilation and assessment of contracts across the
Group has not yet been completed. The BMW Group
expects a slight increase in the balance sheet total and
the result before financial result, as well as a slight
improvement in the net cash flow from operating
activities and a slight deterioration in the net cash
flow from financing activities.

Other financial reporting standards issued by the IASB
and not yet applied are not expected to have a signif-
icant impact on the BMW Group Financial Statements.
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06
Revenues

Revenues by activity comprise the following;:

in € million 2017 2016
Sales of products and related goods 71,443 68,681
Sales of products previously

leased to customers 10,208 9,258
Income from lease instalments 9,816 9,507
Interest income on loan financing 3,720 3,455
Other income 3,491 3,262
Revenues 98,678 94,163

An analysis of revenues by segment and region is
shown in the segment information in - note 43.

07
Cost of sales
Cost of sales comprises:

in € million 2017 2016
Manufacturing costs 43,877 43,175
Cost of sales relating to financial services
business 22,932 20,723
thereof: Interest expense relating
to financial services business 1,801 1,638
Research and development expenses 4,920 4,294
Service contracts, telematics and roadside
assistance 2,081 2,018
Warranty expenditure 2,041 2,165
Other cost of sales 2,893 3,067
Cost of sales 78,744 75,442

Cost of sales is reduced by public-sector subsidies
in the form of reduced taxes on assets and reduced
consumption-based taxes amounting to €61 million

(2016: €69 million).

—>see
note 43

Research and development expenditure was as follows:

in € million 2017 2016
Research and development expenses 4,920 4,294
Amortisation -1,236 -1,222
New expenditure for capitalised

development costs 2,424 2,092
Total research and development

expenditure 6,108 5,164
08

Selling and administrative expenses
Selling expenses amounted to €6,167 million (2016:
€6,030 million) and comprise mainly marketing,
advertising and sales personnel costs.

Administrative expenses amounted to €3,393 million
(2016: €3,128 million) and relate mainly to personnel
and IT costs.

09

Other operating income and expenses

Other operating income and expenses comprise the
following items:

in € million 2017 2016
Exchange gains 282 262
Income from the reversal of provisions 138 115
Income from the reversal of impairment

losses and write-downs 8 51
Gains on the disposal of assets 80 46
Sundry operating income 212 196
Other operating income 720 670
Exchange losses -246 -249
Expense for additions to provisions -580 -303
Expense for impairment losses and

write-downs -29 -28
Sundry operating expenses -359 —-267
Other operating expenses -1,214 -847
Other operating income and expenses -494 =177
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Income from the reversal of and expenses for the rec-
ognition of impairment losses and write-downs relate
primarily to impairment allowances on receivables.

The expense for additions to provisions includes liti-
gation and other legal risks. Income from the reversal
of provisions includes legal disputes that have been
resolved.

10
Net interest result

in € million 2017 2016
Other interest and similar income 201 196

thereof from subsidiaries: 9 12
Interest and similarincome 201 196

Expense relating to interest impact

on other long-term provisions -66 -84
Net interest expense on the net defined
benefit liability for pension plans -81 -78
Other interest and similar expenses -265 -327
thereof subsidiaries: -2 -4
Interest and similar expenses -412 -489
Net interest result -211 -293
11

Other financial result

in € million 2017 2016

Income from investments in subsidiaries

and participations 14 13
thereof from subsidiaries: 13 13

Impairment losses on investments in

subsidiaries and participations - -192

Result on investments 14 -179

Income (+) and expenses (-) from
financial instruments 234 310

Sundry other financial result 234 310

Other financial result 248 131

12

Income taxes

Taxes on income of the BMW Group comprise the
following;:

in € million 2017 2016
Current tax expense 2,558 2,670
Deferred tax expense (+)/
deferred tax income (=) -609 85
thereof relating to temporary
differences -553 80
thereof relating to tax loss
carryforwards and tax credits -56 5
Income taxes 1,949 2,755

Current tax expense includes tax income of €104 mil-
lion (2016: €174 million) relating to prior periods.

The tax expense was reduced by €91 million (2016:
€49 million) as a result of utilising tax loss carryfor-
wards, for which deferred assets had not previously
been recognised and in conjunction with previously
unrecognised tax credits and temporary differences.

The tax expense resulting from the change in the val-
uation allowance on deferred tax assets relating to tax
losses available for carryforward and temporary dif-
ferences amounted to €67 million (2016: €38 million).

Deferred taxes are determined on the basis of tax
rates which are are currently applicable or expected
to apply in the relevant national jurisdictions when
the amounts are recovered. After taking account of an
average municipal trade tax multiplier rate (Hebesatz)
of 425.0% (2016: 425.0 %), the underlying income tax
rate for Germany was as follows:

in % 2017 2016
Corporation tax rate 15.0 15.0
Solidarity surcharge 5.5 55

Corporation tax rate including solidarity

surcharge 15.8 15.8

Municipal trade tax rate 14.9 14.9

German income tax rate 30.7 30.7




Deferred taxes for non-German entities are calculat-
ed on the basis of the relevant country-specific tax
rates. These range in the financial year 2017 between
9.0% and 45.0 % (2016: between 12.5% and 45.0%).
Changes in tax rates resulted in deferred tax income
of €824 million (2016: €70 million). The principal
reason for this development was the reduction in the

US federal corporate income tax rate from 35.0% to
21.0 % with effect from 1 January 2018.

The difference between the expected tax expense
based on the underlying tax rate for Germany and
actual tax expense is explained in the following

Bl reconciliation:

in € million 2017 2016
Profit before tax 10,655 9,665
Tax rate applicable in Germany 30.7% 30.7%
Expected tax expense 3,271 2,967
Variances due to different tax rates -1,071 -119
Tax increases (+)/tax reductions (-) as a result of non-deductible expenses and tax-exempt income 58 78
Tax expense (+)/benefits (-) for prior years -104 =174
Other variances -205 3
Actual tax expense 1,949 2,755
Effective tax rate 18.3% 28.5%

Variances due to different tax rates were influenced in
particular by the reduction in the US federal corporate
income tax rate, which was required to be taken into
account in the measurement of deferred taxes as of
31 December 2017. This resulted in a reduction in tax
expense of €977 million.

Tax increases as a result of non-deductible expenses
and tax reductions due to tax-exempt income decreased
compared to one year earlier. As in the previous year,
tax increases as a result of non-tax-deductible expenses
were attributable mainly to the impact of non-recover-
able withholding taxes and transfer price issues.

Tax income relating to prior years resulted primarily
from adjustments to income tax receivables and pro-
visions for prior years.

Other variances comprise various reconciling items,
including the Group’s share of earnings of companies
accounted for using the equity method.

The allocation of deferred tax assets and liabilities to
balance sheet line items at 31 December is shown in
the following table:

_T|

Deferred tax assets Deferred tax liabilities
in € million 2017 2016 2017 2016
Intangible assets 18 13 2,593 2,234
Property, plant and equipment 88 26 195 305
Leased products 473 467 4,655 6,987
Other investments 3 3 10 17
Sundry other assets 613 1,448 3,629 2,861
Tax loss carryforwards and capital losses 608 536 - -
Provisions 5,192 4,966 78 184
Liabilities 2,431 2,760 403 298
Eliminations 3,016 3,481 691 797

12,442 13,700 12,254 13,683
Valuation allowances on tax loss carryforwards and capital losses -502 —485 - -
Netting -10,013 -10,888 -10,013 -10,888
Deferred taxes 1,927 2,327 2,241 2,795
Net - - 314 468
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Tax loss carryforwards — for the most part usable with-
out restriction - amounted to €928 million (2016:
€637 million). This includes an amount of €548 million
(2016: €464 million), for which a valuation allowance
of €186 million (2016: €158 million) was recognised on
the related deferred tax asset. For entities with tax loss-
es available for carryforward, a net surplus of deferred
tax assets over deferred tax liabilities is reported at
31 December 2017 amounting to €131 million (2016:
€90 million). Deferred tax assets are recognised on the
basis of the management’s assessment that there is
material evidence that the entities will generate future
taxable profits, against which deductible temporary
differences can be offset.

Capital losses available for carryforward in the United

decreased to €1,854 million (2016: €1,926 million) due
to currency factors. As in previous years, deferred tax
assets recognised on these tax losses — amounting to
€315 million at the end of the reporting period (2016:
€327 million) - were fully written down since they can
only be utilised against future capital gains.

Netting relates to the offset of deferred tax assets and
liabilities within individual entities or tax groups to
the extent that they relate to the same tax authorities.

Deferred taxes recognised directly in equity amounted
to €997 million (2016: €1,812 million).

Changes in deferred tax assets and liabilities during
the reporting period can be summarised as follows:

Kingdom which do not relate to ongoing operations -7
in € million 2017 2016
Deferred taxes at 1 January (assets (-)/liabilities (+)) 468 171
Deferred tax expense (+)/income (-) recognised through income statement -609 85
Change in deferred taxes recognised directly in equity 772 163
thereof relating to fair value gains and losses on financial instruments and marketable securities recognised directly in equity 591 724
thereof relating to the remeasurements of net liabilities for defined benefit pension plans 181 -561
Exchange rate impact and other changes -317 49
Deferred taxes at 31 December (assets (-)/liabilities (+)) 314 468

As a result of currency translation, deferred taxes
recognised directly in equity in the financial year
decreased by €43 million (2016: €29 million).

Deferred taxes are not recognised on retained prof-
its of €42.8 billion (2016: €38.7 billion) of foreign
subsidiaries, as it is intended to invest these profits
to maintain and expand the business volume of the
relevant companies. No calculation was made of the
potential impact of income taxes on the grounds of
proportionality.

The tax returns of BMW Group entities are checked
regularly by German and foreign tax authorities.
Taking account of numerous factors - including
interpretations, commentaries and legal decisions
relating to the various tax jurisdictions as well as past
experience - adequate provision has been made, to the
extent identifiable and probable, for potential future
tax obligations.



13
Earnings per share

2017 2016
Net profit attributable to the shareholders of BMW AG € million 8,619.9 6,862.9
Profit attributable to common stock € million 7,895.9 6,289.2
Profit attributable to preferred stock € million 724.0 573.7

Average number of common stock shares in circulation

number 601,995,196 601,995,196

Average number of preferred stock shares in circulation

number 55,114,290 54,809,375

Basic earnings per share of common stock € 13.12 10.45
Basic earnings per share of preferred stock € 13.14 10.47
Dividend per share of common stock € 4.00* 3.50
Dividend per share of preferred stock € 4.02* 3.52

*Proposal by management.

Earnings per share of preferred stock are calculated
on the basis of the number of shares of preferred stock
entitled to receive a dividend in each of the relevant
financial years. As in the previous year, diluted earn-
ings per share correspond to basic earnings per share.

14

Personnel expenses

The income statement includes personnel expenses
as follows:

in € million 2017 2016
Wages and salaries 10,022 9,581
Pension and welfare expenses 1,211 1,152
Social insurance expenses 819 802
Personnel expenses 12,052 11,535

Personnel expenses include €54 million (2016:
€61 million) of costs relating to workforce measures.
The total pension expense for defined contribution
plans of the BMW Group amounted to €105 million
(2016: €90 million). Employer contributions paid to
state pension insurance schemes totalled €630 million
(2016: €607 million).

The average number of employees during the year was:

2017 2016
Employees 119,611 115,842
thereof at
proportionately-consolidated entities 182 204
Apprentices and students gaining work
experience 7,913 7,913
thereof at
proportionately-consolidated entities 1 1
Average number of employees 127,524 123,755

The number of employees at the end of the reporting
period is disclosed in the Combined Management
Report.
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15

Fee expense for the Group auditor

The fee expense pursuant to § 314 (1) no. 9 HGB recog-
nised in the financial year 2017 for the Group auditor
and its network of audit firms amounted to €25 million
(2016: €23 million) and consists of the following:

in € million 2017 2016*
Audit of financial statements 17 16
thereof KPMG AG Wirtschafts-
priifungsgesellschaft, Berlin 5 4
Other attestation services 4 4
thereof KPMG AG Wirtschafts-
priifungsgesellschaft, Berlin 3 4
Tax advisory services 2 2

thereof KPMG AG Wirtschafts-
priifungsgesellschaft, Berlin - -

Other services 2 1

thereof KPMG AG Wirtschafts-
priifungsgesellschaft, Berlin

Fee expense 25 23
thereof KPMG AG Wirtschafts-
priifungsgesellschaft, Berlin 9 8

*Prior year figures have been adjusted.

Services provided by KPMG AG Wirtschaftspriifungs-
gesellschaft, Berlin, on behalf of BMW AG and sub-
sidiaries under its control relate to the audit of the
financial statements, other attestation services, tax
advisory services and other services.

The audit of financial statements comprises mainly the
audit of the Group financial statements and Company
financial statements of BMW AG and its subsidiaries,
and, following the introduction of new regulations,
all work related thereto, including the review of the
Group Interim Financial Statements.

Other attestation services include mainly project-relat-
ed audits, comfort letters as well as legally prescribed,
contractually agreed or voluntarily commissioned
attestation work.

Tax advisory services were performed particularly in
conjunction with tax compliance.

Other services include mainly preparation of studies.

16

Government grants and government assistance
Income from asset-related and performance-related
grants, amounting to €30 million (2016: €31 million)
and €112 million (2016: €126 million) respectively,
was recognised in the income statement in 2017.

These amounts mainly relate to public sector grants
aimed at the promotion of regional structures as well
as subsidies received for plant expansions.
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17

Disclosures relating to the statement of
comprehensive income

Other comprehensive income for the period after tax
comprises the following:

in € million 2017 2016
Remeasurement of the net defined benefit liability for pension plans 693 -1,858
Deferred taxes -218 529
Items not expected to be reclassified to the income statement in the future 475 -1,329
Available-for-sale securities 39 40
thereof gains/losses arising in the period under report 83 79
thereof reclassifications to the income statement —-44 -39
Financial instruments used for hedging purposes 1,914 2,008
thereof gains/losses arising in the period under report 2,017 1,458
thereof reclassifications to the income statement -103 550
Other comprehensive income from equity accounted investments -30 43
Deferred taxes -597 -721
Currency translation foreign operations -1,171 -230
Items expected to be reclassified to the income statement in the future 155 1,140
Other comprehensive income for the period after tax 630 -189
Deferred taxes on components of other comprehen-
sive income are as follows:
2017 2016
Before Deferred After Before Deferred After
in € million tax taxes tax tax taxes tax
Remeasurement of the net defined benefit liability for pension plans 693 -218 475 -1,858 529 -1,329
Available-for-sale securities 39 2 41 40 -12 28
Financial instruments used for hedging purposes 1,914 -568 1,346 2,008 -680 1,328
Other comprehensive income from equity accounted investments -30 -31 -61 43 -29 14
Currency translation foreign operations -1,171 - -1,171 -230 - -230
Other comprehensive income 1,445 -815 630 3 -192 -189

Other comprehensive income arising from equity
accounted investments is reported in the Statement
of Changes in Equity within currency translation
differences with an amount of € -152 million

(2016: € - 73 million) and within derivative finan-
cial instruments used for hedging purposes with an
amount of €91 million (2016: €87 million).
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18
Analysis of changes in Group tangible, intangible and investment assets 2017
A ition and facturing cost

Translation Reclassi-
in € million 1.1.2017" differences Additions fications Disposals  31.12.2017
Development costs 11,484 - 2,424 - 943 12,965
Goodwill 386 -1 - - - 385
Other intangible assets 1,530 -37 286 - 29 1,750
Intangible assets 13,400 -38 2,710 - 972 15,100
Land, titles to land, buildings, including
buildings on third party land 10,940 -299 271 228 52 11,088
Plant and machinery 35,924 -681 2,123 1,027 1,560 36,833
Other facilities, factory and office equipment 2,674 -91 314 70 168 2,799
Advance payments made and construction in progress 2,255 -97 1,694 -1,325 2 2,525
Property, plant and equipment 51,793 -1,168 4,402 - 1,782 53,245
Leased products 45,595 -3,047 18,281 - 16,686 44,143
Investments accounted for using
the equity method 2,546 - 639 - 418 2,767
Investments in non-consolidated subsidiaries 501 -8 74 - 129 438
Participations 710 -7 118 - 1 820
Non-current marketable securities 28 - - - - 28
Other investments 1,239 -15 192 - 130 1,286
" Including first-time consolidation.
2 Including assets under construction of €2,010 million.
# Including €3 million recognised through the income statement and €76 million directly in equity.
Analysis of changes in Group tangible, intangible and investment assets 2016

A ition and ing cost

Translation Reclassi-
in € million 1.1.2016" differences Additions fications Disposals  31.12.2016
Development costs 10,522 - 2,092 - 1,130 11,484
Goodwill 369 - - - - 369
Other intangible assets 1,455 -2 100 - 58 1,495
Intangible assets 12,346 -2 2,192 - 1,188 13,348
Land, titles to land, buildings, including
buildings on third party land 10,458 -15 300 231 34 10,940
Plant and machinery 35,497 -185 1,510 691 1,589 35,924
Other facilities, factory and office equipment 2,606 22 234 32 222 2,672
Advance payments made and construction in progress 1,600 23 1,587 -954 3 2,253
Property, plant and equipment 50,161 -155 3,631 - 1,848 51,789
Leased products 42,334 316 18,339 - 15,401 45,588
Investments accounted for using
the equity method 2,233 - 513 - 200 2,546
Investments in non-consolidated subsidiaries 233 2 321 - 56 500
Participations 656 - 56 - 2 710
Non-current marketable securities 28 - - - - 28
Other investments 917 2 377 - 58 1,238

" Including first-time consolidation.
2 Including assets under construction of €1,760 million.



Depreciation and amortisation

Carrying amount

Translation Reclassi- Value
1.1.2017" differences  Currentyear fications  adjustments® Disposals  31.12.2017 31.12.2017 31.12.2016
.
4,263 - 1,236 - - 943 4,556 8,409 7,221 Development costs
5 - - - - - 5 380 364 Goodwill
928 -16 191 - - 28 1,075 675 572 Other intangible assets
5,196 -16 1,427 - - 971 5,636 9,464 8,157 Intangible assets
Land, titles to land, buildings, including
4,786 -115 337 -5 - 37 4,966 6,122 6,154 buildings on third party land
27,092 -531 2,820 5 - 1,548 27,838 8,995 8,832 Plant and machinery
1,952 —-62 238 - - 158 1,970 829 721 Other facilities, factory and office equipment
Advance payments made and
- - - - - - - 2,5252 2,253 construction in progress
33,830 -708 3,395 - - 1,743 34,774 18,471 17,960 Property, plant and equipment
7,801 -379 3,633 - - 3,169 7,886 36,257 37,789 Leased products
Investments accounted for using
- - - - - - - 2,767 2,546 the equity method
Investments in non-consolidated
192 -3 - - - - 189 249 308 subsidiaries
484 - - - —-76 - 408 412 226 Participations
2 - - - -3 - -1 29 26 Non-current marketable securities
678 -3 - - -79 - 596 690 560 Other investments
Depreciation and amortisation Carrying amount
Translation Reclassi- Value
1.1.2016"  differences  Currentyear fications  adjustments Disposals  31.12.2016 31.12.2016 31.12.2015
.

4171 - 1,222 - - 1,130 4,263 7,221 6,351 Development costs
5 - - - - - 5 364 364 Goodwill
797 3 181 - - 58 923 572 657 Other intangible assets
4,973 3 1,403 - - 1,188 5,191 8,157 7,372 Intangible assets
Land, titles to land, buildings, including
4,516 -28 320 4 - 26 4,786 6,154 5,915 buildings on third party land
25,891 -100 2,865 2 - 1,566 27,092 8,832 9,593 Plant and machinery
1,942 9 218 -4 - 214 1,951 721 660 Other facilities, factory and office equipment
Advance payments made and
2 - - -2 - - - 2,2532 1,591 construction in progress
32,351 -119 3,403 - - 1,806 33,829 17,960 17,759 Property, plant and equipment
7,308 19 3,306 - - 2,834 7,799 37,789 34,965 Leased products
Investments accounted for using
- - - - - - - 2,546 2,233 the equity method
Investments in non-consolidated
76 - 116 - - - 192 308 157 subsidiaries
411 - 76 - - 3 484 226 245 Participations
2 - - - - - 2 26 26 Non-current marketable securities
489 - 192 - - 3 678 560 428 Otherinvestments
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Intangible assets

Intangible assets mainly comprise capitalised devel-
opment costs on vehicle, module and architecture
projects as well as subsidies for tool costs, licences,
purchased development projects, software and pur-
chased customer lists.

Other intangible assets include a brand-name right
amounting to €41 million (2016: €42 million) which
is allocated to the Automotive segment and is not
subject to scheduled amortisation since its useful life
is deemed to be indefinite. The year-on-year change
is solely due to currency effects. Intangible assets also
include goodwill of €33 million (2016: €33 million)
allocated to the Automotive cash-generating unit
(CGU) and goodwill of €347 million (2016: €331 mil-
lion) allocated to the Financial Services CGU.

Intangible assets amounting to €41 million (2016:
€42 million) are subject to restrictions on title.

As in the previous year, there was no requirement to
recognise impairment losses or reversals of impair-
ment losses on intangible assets in 2017.

As in the previous year, no borrowing costs were
recognised as a cost component of intangible assets
in 2017.

20

Property, plant and equipment

No impairment losses were recognised in 2017, as in
the previous year.

As in the previous year, no borrowing costs were
recognised as a cost component of property, plant
and equipment in 2017.

Property, plant and equipment include an amount of
€94 million (2016: €107 million) relating to land and
buildings, for which economic ownership is attribut-
able to the BMW Group (finance leases). Leases to
which BMW AG is party, with a carrying amount of
€78 million (2016: €90 million), run for periods up
to 2030 at the latest and contain price adjustment
clauses in the form of index-linked rentals as well as
extension and purchase options.

Minimum lease payments are as follows:

in € million 31.12.2017 31.12.2016

Total of future minimum lease payments

due within one year 19 23
due between one and five years 73 73
due later than five years 100 127

192 223

Interest portion of the future minimum
lease payments

due within one year 10 11
due between one and five years 32 36
due later than five years 40 50

82 97

Present value of future minimum lease

payments
due within one year 9 12
due between one and five years 41 37
due later than five years 60 77

110 126
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Leased products

Minimum lease payments of non-cancellable oper-
ating leases amounting to €17,982 million (2016:
€17,850 million) fall due as follows:

in € million 31.12.2017  31.12.2016
within one year 8,586 8,692
between one and five years 9,383 9,154
later than five years 13 4
Minimum lease payments 17,982 17,850

Contingent rents of €52 million (2016: €46 million),
based principally on the distance driven, were rec-
ognised in income. The agreements have, in part,
extension and purchase options.

Impairment losses amounting to €148 million (2016:
€384 million) were recognised on leased products in
2017 as a consequence of changes in residual value
expectations. No income was recognised in 2017 from
the reversal of impairment losses (2016: € — million).

22

Investments accounted for using the equity method
Investments accounted for using the equity
method comprise the joint venture BMW Brilliance
Automotive Ltd. (BMW Brilliance), the joint ven-
tures DriveNow GmbH & Co.KG and DriveNow
Verwaltungs GmbH (DriveNow), the joint venture
IONITY Holding GmbH & Co.KG (IONITY) and
the interest in the associated company THERE
Holding B.V. (THERE).

BMW Brilliance produces mainly BMW brand models
for the Chinese market and also has engine manufac-
turing facilities, which supply the joint venture’s two
plants with petrol engines.

The BMW Group maintains the joint ventures
DriveNow GmbH & Co.KG and DriveNow Verwal-
tungs GmbH together with Sixt SE, Pullach. DriveNow
offers car-sharing services in major German cities and
abroad. In January 2018, the BMW Group signed an
agreement with Sixt SE for the complete acquisition
of the shares in DriveNow. The agreement was signed
subject to the approval of the antitrust authorities.
DriveNow is valued at €418 million in total. Apart
from a one-time positive earnings impact, the pur-
chase is not expected to have a significant impact on
the results of operations, financial position or net
assets of the BMW Group.

During the financial year under report, the
BMW Group, Daimler AG, Stuttgart (Daimler AG),
the Ford Motor Company and the Volkswagen Group,
each with equal shareholdings, founded the joint
venture JONITY Holding GmbH & Co.KG.IONITY’s
business model envisages the construction and opera-
tion of high-performance charging stations for battery
electric vehicles in Europe. The plan is to build some
400 fast-charging stations by 2020 in order to support
electric mobility on long-haul routes and thereby
establish the market.

In the financial year 2015, BMW AG, Daimler AG
and AUDI AG, Ingolstadt (Audi AG) jointly acquired
the mapping and location-based services business
(HERE Group) of Nokia Corporation, Helsinki. HERE's
digital maps are laying the foundations for the next
generation of mobility and location-based services,
providing the basis for new assistance systems and,
ultimately, fully automated driving.

In December 2016, THERE signed contracts relating
to the sale of shares in HERE International B.V.,
Amsterdam (HERE). The sale of 15 % of the shares to
Intel Holdings B.V., Schiphol-Rijk was completed on
31 January 2017. The sale of the shares resulted in a
loss of control, as defined by IFRS 10, at the level of
THERE. For this reason, at 31 December 2016 THERE
reported its investment in HERE as “held-for-sale”.
Since THERE continues to have a significant influ-
ence over HERE, the latter is included in THERE's
consolidated financial statements as an associated
company using the equity method. The loss of control
and the subsequent deconsolidation of HERE and its
subsidiaries led to a positive earnings effect at the
level of THERE. The BMW Group portion amounted
to €183 million, which was recognised in the result
from equity accounted investments.

It was planned to sell a 10 % stake in HERE to a consor-
tium consisting of NavInfo Co. Ltd., Beijing, Tencent
Holdings Ltd., Shenzhen, and GIC Private Ltd. of
Singapore. The sale will not be completed, howev-
er, as no practicable approach was found to obtain
approval from the relevant authorities during a regu-
latory review process. The transaction will therefore
not be pursued.

In December 2017, BMW AG, Audi AG and Daimler AG
signed contracts for the sale of shares in THERE. It
is planned to sell 5.9% stakes each to Robert Bosch
Investment Nederland B.V., Boxtel, and Continental
Automotive Holding Netherlands B.V., Maastricht.
The sale is to be executed in equal parts by BMW AG,
Audi AG and Daimler AG. Completion of the transac-
tion depends on approval from the relevant authori-
ties and is expected to take place in the first quarter
of 2018. The sale is expected to have no significant
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impact on the results of operations, financial position

and net assets of the BMW Group.

Financial information relating to equity accounted
investments is summarised in the following tables:

BMW Brilliance THERE DriveNow IONITY

in € million 2017 2016 2017 2016 2017 2016 2017 2016
DISCLOSURES RELATING TO
THE INCOME STATEMENT
Revenues 14,628 12,991 71* 1,240 71 58 - -
Scheduled depreciation 637 486 - 52 - - - -
Profit /loss before financial result 1,619 1,328 -1 -149 -17 -15 -12 -
Interest income 46 30 - 1 - - - -
Interest expenses - 2 - 22 - - - -
Income taxes 454 363 - 3 - - 2 -
Profit /loss after tax 1,337 1,031 362 -167 -17 -15 -10 -

thereof from continuing operations - - -151 -1 - - - -

thereof from discontinued operations - - 513 -166 - - - -
Other comprehensive income -121 30 2 -4 - - - -
Total comprehensive income 1,216 1,061 364 =171 -17 -15 -10 -
Dividends received by the Group 258 134 - - - - - -
*Revenues relate only to the month of January up to the time of loss of control of HERE.

BMW Brilliance THERE DriveNow IONITY

in € million 2017 2016 2017 2016 2017 2016 2017 2016
DISCLOSURES RELATING TO
THE BALANCE SHEET
Non-current assets 5,910 5,779 1,906 2,802 - - 4 -
Cash and cash equivalents 2,617 2,106 289 209 9 20 45 -
Current assets 5,212 4,405 289 592 26 33 46 -
Equity 5,377 4,678 2,195 1,832 41 151 40 -
Non-current financial liabilities - - - 525 - - - -
Non-current provisions and liabilities 962 670 - 1,044 - - - -
Current financial liabilities 6 87 - 73 - - - -
Current provisions and liabilities 4,783 4,835 - 518 22 18 10 -
RECONCILIATION OF
AGGREGATED FINANCIAL
INFORMATION
Assets 11,122 10,183 2,195 3,394 26 33 50 -
Provisions and liabilities 5,745 5,505 - 1,562 22 18 10 -
Net assets 5,377 4,678 2,195 1,832 4 15 40 -
Group’s interest in net assets 2,689 2,339 732 611 2? 102 10 -
Eliminations -666 -414 - - - - - -
Carrying amount 2,023 1,925 732 611 2 10 10 -

' Corresponds to the consolidated equity capital provided by the shareholders of DriveNow GmbH & Co. KG and its subsidiaries.
2 The BMW Group holds 52.8 % (2016: 67.2 %) of the net assets at 31 December 2017. Due to the allocation of voting power within the decision-making
bodies of the two entities, operations remain subject to joint control.
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Receivables from sales financing

Receivables from sales financing comprise the fol-
lowing:

in € million 31.12.2017 31.12.2016

Credit financing for retail customers

and dealerships 62,401 61,602
Finance lease receivables 18,033 16,658
Receivables from

sales financing 80,434 78,260

Non-guaranteed residual values that fall to the ben-
efit of the lessor amounted to €140 million (2016:
€118 million).

In December 2017, the Financial Services segment
sold a multi-brand portfolio amounting to €939 mil-

lion for strategic reasons.

Impairment allowances

in € million 31.12.2017 31.12.2016

Gross carrying amount of items with
impairment allowances recognised

on a specific-item basis 12,983 14,440

Impairment allowances recognised

on a specific-item basis -701 -934
thereof for finance lease receivables -105 -141

Gross carrying amount of items with
impairment allowances recognised

on a group basis 59,588 52,951
Impairment allowances recognised
on a group basis -446 —-467

Carrying amount without impairment
allowances 9,010 12,270

Net carrying amount 80,434 78,260

Allowances on receivables from sales financing, which
arise only within the Financial Services segment,
developed as follows:

2017

Allowance for impairment
recognised on a

specific

in € million item basis group basis Total
Balance at 1 January* 943 469 1,412
Allocated (+)/reversed (-) 143 2 145
Utilised -337 -8 -345
Exchange rate impact

and other changes -48 -17 -65
Balance at 31 December 701 446 1,147

*Balance at 1 January adjusted due to initial consolidation of entities.

2016

Allowance for impairment
recognised on a

specific

in € million item basis group basis Total
Balance at 1 January 963 535 1,498
Allocated (+)/reversed (-) 248 -25 223
Utilised -304 -41 -345
Exchange rate impact

and other changes 27 -2 25
Balance at 31 December 934 467 1,401

The estimated fair value of collateral for receivables
on which impairment losses were recognised totalled
€35,060 million (2016: €30,542 million) at the report-
ing date. This collateral related primarily to vehicles.
The carrying amount of assets held as collateral and
taken back as a result of payment default amounted
to €45 million (2016: €153 million).
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Finance leases are analysed as follows:

in € million 31.12.2017 31.12.2016

Financial §

Notes to the
Balance Sheet

Gross investment in finance leases

due within one year 6,122 5,921
due between one and five years 13,772 12,574
due later than five years 21 32

19,915 18,527

Present value of future minimum

lease payments
due within one year 5,655 5,348
due between one and five years 12,358 11,278
due later than five years 20 32
18,033 16,658
Unrealised interestincome 1,882 1,869
24
Financial assets
Financial assets comprise:
in € million 31.12.2017  31.12.2016
Marketable securities and
investment funds 5,447 5,287
Derivative instruments 4,341 3,922
Credit card receivables 248 287
Loans to third parties 114 129
Other 184 145
Financial assets 10,334 9,770
thereof non-current 2,369 2,705
thereof current 7,965 7,065

With effect from the financial year 2017, credit
balances arising in conjunction with pre-retirement
part-time working arrangements are secured by
bank guarantees. For this reason, the corresponding
assets are not reported at the balance sheet date. In
the previous year, the amount by which the value of
investment funds exceeded obligations for part-time
working arrangements (€17 million) was reported
under other financial assets.

Marketable securities and investment funds relate to
available-for-sale financial assets and comprise:

in € million 31.12.2017  31.12.2016
Fixed income securities 4,662 4,449
Stocks and other equity

capital instruments 534 734
Other debt securities 251 104
Marketable securities and

investment funds 5,447 5,287

The contracted maturities of debt securities are as
follows:

in € million 31.12.2017 31.12.2016

Fixed income securities

due within three months 628 780

due later than three months 4,034 3,669
Other debt securities

due within three months 251 104

due later than three months - -
Debt securities 4,913 4,553




Allowances for impairment and credit risk
Receivables relating to credit card business comprise
the following;:

in € million 31.12.2017  31.12.2016
Gross carrying amount 258 296
Allowance for impairment -10 -9
Net carrying amount 248 287

Allowances for impairment los