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Dear Ladies and Gentlemen, 
As expected, our automobile retail trend accelerated in the second quarter. Therefore, we will continue to be on track.
As we announced at the beginning of the year, we are now benefiting from the successful introduction of new models and the measures we have taken to implement our EfficientDynamics strategy. 
Following the stable retail figures posted in the first quarter, we already managed to increase retail by 8.6% in the second quarter. This means that retail growth for the first six months was 4.6%.
However, earnings were dampened by the various launch and startup costs incurred in connection with new models and engine variants as well as the run-up to production during the market introduction phase. We also had to cope with the increased negative effects of currencies and raw material prices. 
All in all, we are satisfied with the earnings we generated in the first six months. This financial year, we will continue to strive to increase the profit before tax over the record level achieved last year, net of the one-off effects of the Rolls-Royce exchangeable bond. However, we expect the headwinds arising from the currencies’ weakness to be stronger than originally anticipated. Compared with last year, we will have to contend with additional burdens stemming from continually rising raw material costs. 

 Having presented these key financials, I would like to highlight some of the details of our business performance by segment: 
The Automobile Segment
· As I mentioned briefly, the Automobile segment witnessed a positive retail and revenue trend in the first six months. 
· Segment revenues in the second quarter of 2007 were up 10.2% year on year to 14.257 billion euros. This corresponds to a 6.2% rise in revenues to 25.675 billion euros for the first half of the year. 
· However, the introduction of new models and model updates placed a burden on earnings due to the associated startup and market launch costs in the first half of the year, as was the higher scheduled depreciation as well as higher research and development costs.  Additional adverse effects in the first two quarters were also felt from the rise in raw material prices and the weakness of the US dollar and Japanese yen. 
· In the second quarter, the profit before tax achieved by the Automobile segment amounted to 801 million euros. This represents a 15.4% decrease compared to the same quarter last year. 
The Financial Services Segment
Our financial services business recorded another dynamic business development in the second quarter. 
· In the first half of the year, the business volume in balance-sheet terms rose by 17.8% to approximately 48.811 billion euros.
· In the first six months, the penetration rate, which reflects the share of new vehicles leased or financed via the segment, increased to 44.0% from 42.1% in the same period last year. Once again, the lease business displayed stronger growth than credit financing. 
· In the first six months, the profit before tax earned by the segment was up 5.4% to 372 million euros year on year.  In the quarter that just ended, Financial Services generated a profit of 189 million euros. 
The Motorcycle Segment
In the motorcycle segment, the introduction of new models has had a positive effect on retail, revenues and earnings. Posting 5.6% growth, the Motorcycle segment’s retail development showed a positive trend in the first half of the year, whereas the development of retail by quarter differed from what we had expected.
· In the first six months, revenues generated by the motorcycle business improved by 4.2% to 763 million euros. In the second quarter, however, revenues dropped by 5.5% to 396 million euros due to the decline in retail, which was below the year-earlier level. 

· The profit before tax in the second quarter totaled 56 million euros and was therefore unchanged compared with the same period last year. In the first half of the year, the profit earned by the motorcycle business rose to 90 million euros, or 5.9%.
Reconciliations
Now let´s turn to reconciliations. We ended the second quarter of 2007 with a positive balance of 19 million euros, compared with the 49 million euros we recorded in the same quarter last year. 

Due to the major effect of exchanging the Rolls-Royce exchangeable bond in the first quarter of 2006, the figures reported for the first half of last year also had a positive balance of 384 million euros. The reconciliations for the first half of this year result in a positive balance of 45 million euros.  

Group Income Statement 
Following the segment perspective, I would like to comment on select items from the Group Income Statement. 
· Depreciations were higher in the first half of the year, since the depreciation of capital expenditure on property, plant and equipment and development costs begins when the production of new models starts. We expect that depreciation will increase considerably for the year as a whole. 

· This is compounded by the effects of currencies, which continue to display a downward trend. As of today, we are almost fully hedged in all major currencies for the year.  Due to the weakness of these currencies, we have had to contend with stronger headwinds than expected, despite our high hedging ratio. However, the adverse effect of foreign exchange rates on the current financial year will not exceed last year’s level. Having said that, I would like to emphasize that the foreign exchange rates managed by our hedging strategy will be much better than current spot rates.
· The prices of raw materials such as steel, precious metals and other basic commodities—which have remained high or continued to rise—had a negative effect on the profit earned in the first half of the year. The burden resulting from the increase in raw material prices on the profit in fiscal 2007 will be roughly on par with last year. 
· As I mentioned earlier, we implemented Efficient Dynamics measures in our high-volume 1 and 5 Series in the first half of the year. In addition, once we have introduced highly efficient engines for the 3 Series in the fall of 2007, about 40% of the BMW Group’s new vehicles in Europe will emit a maximum of 140g of CO2 per kilometer. 
The extensive development work required to achieve this is reflected in a significant rise in research and development costs in the first half of the year and especially in the second quarter of 2007. In the second quarter, research and development costs were up 39.6% to 835 million euros. In the first half of the year, the increase was already amounting to 22%. 
In the second quarter, the proportion of capitalized development costs declined to 36.4% from 44.8% in the same period last year.  The capitalization ratio therefore dropped in the first half of the year as well, falling from 41.8% to 38.9%.  
· Due to the large number of market launches, sales costs increased by 16% or 167 million euros, posting a significant year-on-year rise in the second quarter as well. 
· Due to the aforementioned effects and negative factors, which were most evident in the Automobile segment, Group profit before the financial result was down in the second quarter, declining by 19.1% to 1.019 billion euros. The EBIT margin recorded in the quarter that just ended was 6.9%. In the first half of the year, the profit before the financial result amounted to 1.931 billion euros. This corresponds to a 10.1% decrease compared with the same period last year. 
· In the second quarter of 2007, the financial result improved to 46 million euros from -28 million euros in the same quarter in 2006. In the first half of 2006, the partial settlement of the Rolls-Royce exchangeable bond of course had an exceptionally positive impact on the financial result. By the end of June 2007, the financial result had slipped to -14 million euros from the 379 million euros recorded a year earlier.

The profit before tax for the first six months totaled 1.917 billion euros. This represents a 24.2% decline compared with the same period last year. Net of the one-off effects arising from the exchangeable bond, Group profit before tax for the first six months would only have declined by 13.4%.
Group Net Profit 
Group net profit amounted to 1.340 billion euros in the first half of 2007 and was much lower than the high level of 1.735 billion euros achieved in the same period in 2006, which was positively affected by the book gain realized from the partial settlement of the Rolls-Royce exchangeable bond. In the second quarter in 2007, net profit totaled 753 million euros and was therefore only marginally down year on year, slipping by 4.3%.  

In the second quarter of 2007, the effective tax rate decreased to 29.3% from the 36.1% recorded a year earlier
Cash Flow 
· Operating cash flow, that is cash flows from operating activities in the industrial business, amounted to 1.5 billion euros in the second quarter of this year and 2.8 billion euros in the first six months. Operating cash flow was down on the same period last year, primarily due to the change in net current assets. 

· Free cash flow at the end of the first half of the year totaled 954 million euros. The decrease compared with the corresponding period last year is mainly due to the rise in capital expenditure. Capital expenditure on property, plant and equipment and net current assets were high in the first half of 2007, due to the preparation of the production of new models in our plants and the high inventory levels for new models for their respective market launches. 
Ladies and Gentlemen,
The development we have witnessed in the first six months is in line with our expectations. We expect to see a successful business trend across all segments in the second half of the year. 
Automobile retail picked up as early as the second quarter, following the successful model launches. We expect retail to display dynamic developments in the months ahead. Therefore, we remain confident of the automobile business being able to grow retail by a high single-digit percentage for the year as a whole. 

This financial year, we will continue to strive to increase the profit before tax over the level achieved last year, net of the 372 million euro one-off effect of the Rolls-Royce exchangeable bond in 2006. 
Due to the most recent developments in yen and dollar spot prices and the development of the price of key raw materials, the opportunities that we expected to spur even stronger earnings improvement have now completely vanished. 
I would now like to go into more detail on a few other aspects concerning the full year. 
· Due to the present developments on the raw material markets, we anticipate that the dampening effects will be roughly on par with last year. 
· Moreover, we expect that currency trends will affect us more than anticipated for the full year as well. However, the adverse effect of foreign exchange rates on the current financial year will not exceed last year’s level.
· In addition, we will incur higher research and development costs this year, in part due to Efficient Dynamics technologies. 
· We will also have to book a rise in depreciation on property, plant and equipment as well as capitalized development costs. 
· In contrast, efficiency enhancements, and the dynamic retail trend will have a positive effect on the profit earned this financial year. 
Thank you for our interest and attention. 
Ladies and Gentlemen,

Dr. Reithofer and I will now be happy to answer any questions you may have. 
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