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 2006 2005 06/05 

Amounts in millions of € % change 

 
Mercedes Car Group    

EBIT 1,783 (787) . 

Revenues 51,410 47,831 7 

Investments in property, plant and equipment 1,698 1,633 4 

Research and development expenditures 2,274 2,469 (8) 

thereof: capitalized development costs 496 391 27 

Unit sales 1 1,251,797 1,216,838 3 

Employees (Dec. 31) 99,343 104,345 (5) 

 
Chrysler Group 

   

EBIT (468) 2,218 . 

Revenues 46,983 50,126 (6) 

Investments in property, plant and equipment 2,857 3,015 (5) 

Research and development expenditures 1,568 1,668 (6) 

thereof: capitalized development costs 291 559 (48) 

Unit sales 1 2,654,710 2,812,993 (6) 

Employees (Dec. 31) 80,735 83,130 (3) 

 
Truck Group 

   

EBIT 1,851 1,564 18 

Revenues 31,789 29,922 6 

Investments in property, plant and equipment 912 979 (7) 

Research and development expenditures 1,038 966 7 

thereof: capitalized development costs 211 130 62 

Unit sales 1 536,956 529,499 1 

Employees (Dec. 31) 83,237 84,254 (1) 

 
Financial Services 

   

EBIT 1,639 1,443 14 

Revenues 16,049 14,514 11 

New business 52,927 48,097 10 

Contract volume 114,471 119,470 (4) 

Investments in property, plant and equipment 29 42 (31) 

Employees (Dec. 31) 10,718 11,129 (4) 

 
 

Van, Bus, Other 
   

EBIT 1,327 1,867 (29) 

Revenues 13,151 14,267 (8) 

Investments in property, plant and equipment 378 840 (55) 

Research and development expenditures 354 439 (19) 

thereof: capitalized development costs 8 70 (89) 

Unit sales 1 305,001 315,567 (3) 

Employees (Dec. 31) 39,400 51,093 (23) 

1  Unit sales including leased vehicles 

Divisions 
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In July 2002, the European Parliament and the European Council 
adopted Regulation no. 1606/2002 on the application of Inter-
national Financial Reporting Standards (IFRS). Under the regula-
tion, all companies domiciled in a European Union (EU) member 
state whose securities are listed on a regulated market of a 
member state must prepare their consolidated financial state-
ments in accordance with IFRS for financial years beginning on 
or after January 1, 2005. EU member states are allowed, how-
ever, to defer the mandatory application of IFRS until 2007 for 
companies that have only debt securities listed or that already 
apply internationally accepted accounting standards for pur-
poses of stock-exchange listings outside the EU. The latter ap-
plies in particular to companies such as DaimlerChrysler that are 
listed on the New York Stock Exchange and prepare their con-
solidated financial statements in accordance with Unites States 
Generally Accepted Accounting Principles (US GAAP). In Ger-
many, the deferment option was implemented in December 
2004 within the context of the Financial Statements Law Reform 
Act (Bilanzrechtsreformgesetz).  

DaimlerChrysler will begin primary IFRS reporting with the first 
quarter of 2007. As a basis for this change in financial reporting, 
DaimlerChrysler has prepared its consolidated financial state-
ments for the year 2006 (including the comparative period 
2005) also in accordance with IFRS (2006 IFRS consolidated 
financial statements). DaimlerChrysler is providing the 2006 
IFRS consolidated financial statements solely as supplemental 
information. Accordingly, DaimlerChrysler’s primary financial 
reporting for fiscal year 2006 remains based on US GAAP for 
purposes of the legal requirements of the German Commercial 
Code and the reporting requirements of the US Securities and 
Exchange Commission (SEC) as they apply to DaimlerChrysler’s 
2006 Annual Report on Form 20-F. Please note that the IFRS 
financial information contained in the 2006 IFRS consolidated 
financial statements provided below is not directly comparable 
to the US GAAP financial information included in DaimlerChrys-
ler's 2006 Annual Report on Form 20-F. 

DaimlerChrysler has applied the accounting policies described in 
Note 1 in preparing the 2006 IFRS consolidated financial state-
ments and an opening IFRS balance sheet as at January 1, 2005, 
the Group's IFRS transition date. 

 

The Board of Management of DaimlerChrysler AG is responsible 
for preparing the following supplemental consolidated financial 
statements in accordance with IFRS.  

KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft 
Wirtschaftsprüfungsgesellschaft has audited the consolidated 
financial statements prepared in accordance with IFRS and  
issued an unqualified opinion.  
 
 
 
 
Dr. Dieter Zetsche   Bodo Uebber 
Chairman of the Board   Member of the Board     
of Management,    of Management, 
Head of Mercedes Car Group  Finance & Controlling /
    Financial Services 

Introduction Statement by the Board 
 of Management 
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The Supervisory Board DaimlerChrysler AG: 

We have audited the accompanying consolidated balance sheets 
of DaimlerChrysler AG and subsidiaries (“DaimlerChrysler”) as of 
December 31, 2006 and 2005, and the related consolidated 
statements of income, changes in equity, and cash flows, all in 
accordance with International Financial Reporting Standards 
(IFRS), for each of the years in the two-year period ended De-
cember 31, 2006. These consolidated financial statements are 
the responsibility of the Company’s management. Our responsi-
bility is to express an opinion on these consolidated financial 
statements based on our audits. 

We conducted our audits in accordance with the standards of 
the Public Company Accounting Oversight Board (United States). 
Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial state-
ments are free of material misstatement. An audit includes ex-
amining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits pro-
vide a reasonable basis for our opinion. 

 
 
In our opinion the consolidated financial statements referred to 
above present fairly, in all material respects, the financial posi-
tion of DaimlerChrysler AG and subsidiaries as of December 31, 
2006 and 2005 and the results of their operations and their 
cash flows for each of the years in the two-year period ended 
December 31, 2006 in accordance with International Financial 
Reporting Standards (IFRS).  

IFRS vary in certain significant respects from accounting princi-
ples generally accepted in the United States of America. Infor-
mation relating to the nature and effect of such differences is 
presented in Note 2 to the consolidated financial statements. 

 

 
KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft  
Wirtschaftsprüfungsgesellschaft 

 

Stuttgart, Germany 
April 25, 2007 

 

 

 

 

 

 

 

 

 

 

Report of Independent 
Registered Public Accounting Firm 
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The accompanying notes are an integral part of these consolidated financial statements 

 

 Note Consolidated 
 

Industrial Business1 Financial Services1 
  Year ended December 31, Year ended December 31, Year ended December 31, 

  2006 2005 2006 2005 2006 2005 

(in millions of €) 

Revenues 4 152,809 150,790 136,760 136,276 16,049 14,514 

Cost of sales 5 (126,137) (123,087) (113,001) (111,515) (13,136) (11,572) 

Gross profit  26,672 27,703 23,759 24,761 2,913 2,942 

Selling expenses 5 (11,519) (11,911) (10,826) (11,146) (693) (765) 

General administrative expenses 5 (5,989) (5,856) (5,366) (5,132) (623) (724) 

Research and non-capitalized development costs  (4,228) (4,392) (4,228) (4,392) - - 

Other operating income, net 6 777 76 752 38 25 38 

Share of profit (loss) from companies accounted  
for using the equity method, net 13 (150) 266 (173) 328 23 (62) 

Other financial income (expense), net 7 (74) 190 (68) 176 (6) 14 

Earnings before interest and taxes (EBIT) 2  5,489 6,076 3,850 4,633 1,639 1,443 

Interest expense, net 8 (401) (998) (391) (992) (10) (6) 

Profit before income taxes  5,088 5,078 3,459 3,641 1,629 1,437 

Income tax expense 9 (1,305) (863) (706) (284) (599) (579) 

Net profit   3,783 4,215 2,753 3,357 1,030 858 

Minority interest  (39) (66)     

Profit attributable to shareholders of DaimlerChrysler AG  3,744 4,149     

        

Earnings per share (in €) 
for profit attributable to shareholders of DaimlerChrysler AG 

 

34       

Basic  3.66 4.09     

Diluted  3.64 4.08     

1  Additional information about the Industrial Business and Financial Services is not required under IFRS and is unaudited.  
2  EBIT includes expenses from compounding of provisions (2006: €605 million; 2005: €493 million).  

 

 

 

 

Consolidated Statements of Income 
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The accompanying notes are an integral part of these consolidated financial statements 

 

Note 
Consolidated

At December 31, 

 
Industrial Business1 

At December 31, 
Financial Services1

At December 31, 
  2006 2005 2006 2005 2006 2005 

(in millions of €)        

Assets        
Intangible assets  10 7,614 8,181 7,486 8,059 128 122 

Property, plant and equipment  11 32,747 35,295 32,603 35,117 144 178 

Equipment on operating leases  12 36,949 34,236 10,383 10,144 26,566 24,092 

Investments accounted for using the equity method  13 5,104 5,474 4,824 5,213 280 261 

Receivables from financial services  14 41,180 47,855 - - 41,180 47,855 

Other financial assets  15 5,889 6,580 5,044 5,869 845 711 

Deferred taxes 9 5,000 5,455 4,772 5,251 228 204 

Other assets  16 2,720 2,655 2,611 2,507 109 148 

Non-current assets   137,203 145,731 67,723 72,160 69,480 73,571 

Inventories  17 18,396 19,699 17,736 18,969 660 730 

Trade receivables 18 7,671 7,965 7,423 7,713 248 252 

Receivables from financial services  14 35,989 38,326 - - 35,989 38,326 

Cash and cash equivalents  8,409 8,063 6,060 6,929 2,349 1,134 

Other financial assets  15 7,043 3,906 6 (2,666) 7,037 6,572 

Other assets  16 2,923 2,811 479 1,008 2,444 1,803 

Sub-total current assets  80,431 80,770 31,704 31,953 48,727 48,817 

Disposal group Off-Highway, assets held for sale 19 - 1,511 - 1,511 - - 

Current assets  80,431 82,281 31,704 33,464 48,727 48,817 

Total assets   217,634 228,012 99,427 105,624 118,207 122,388 

        

Equity and liabilities        

Share capital   2,673 2,647     

Capital reserves  8,613 8,243     

Retained earnings   23,805 21,588     

Other reserves   1,937 3,170     

Treasury shares  - -     

Equity attributable to shareholders of DaimlerChrysler AG  37,028 35,648     

Minority interest   421 412     

Equity 20 37,449 36,060 28,628 26,644 8,821 9,416 

Provisions for pensions and similar obligations  22 19,014 21,811 18,857 21,677 157 134 

Provisions for income taxes  2,492 1,329 773 78 1,719 1,251 

Provisions for other risks 23 9,801 10,948 9,601 10,317 200 631 

Financing liabilities  24 53,506 56,667 4,447 4,748 49,059 51,919 

Other financial liabilities  25 1,732 2,340 1,597 2,299 135 41 

Deferred taxes  9 499 551 (4,175) (4,288) 4,674 4,839 

Deferred income   3,296 3,062 1,849 1,690 1,447 1,372 

Other liabilities  26 112 115 111 112 1 3 

Non-current liabilities   90,452 96,823 33,060 36,633 57,392 60,190 

Trade liabilities  27 13,716 14,591 13,478 14,376 238 215 

Provisions for income taxes  1,130 2,009 1,104 1,269 26 740 

Provisions for other risks 23 14,114 15,581 13,729 15,112 385 469 

Financing liabilities  24 46,030 46,194 (1,793) (1,918) 47,823 48,112 

Other financial liabilities  25 8,700 9,781 7,078 7,937 1,622 1,844 

Deferred income   4,959 5,077 3,207 3,773 1,752 1,304 

Other liabilities  26 1,084 1,033 936 935 148 98 

Sub-total current liabilities  89,733 94,266 37,739 41,484 51,994 52,782 

Disposal group Off-Highway, liabilities held for sale 19 - 863 - 863 - - 

Current liabilities   89,733 95,129 37,739 42,347 51,994 52,782 

Total equity and liabilities   217,634 228,012 99,427 105,624 118,207 122,388 

1  Additional information about the Industrial Business and Financial Services is not required under IFRS and is unaudited. 

 

Consolidated Balance Sheets 
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The accompanying notes are an integral part of these consolidated financial statements 

    Other reserves     

 
Share 

capital 
Capital 

reserves 
Retained
 earnings 

Currency
 translation
 adjustment 

Financial
 assets

available-
for-sale 

Derivative
financial

instruments 
Treasury 

shares 

Equity 
attributable 

 to share-
holders of 

Daimler-
Chrysler AG 

Minority
 interests 

Total
equity 

(in millions of €)          

Balance at January 1, 2005 2,633 8,043 18,958 – 422 2,045 – 32,101 670 32,771 

Net profit – – 4,149 – – – – 4,149 66 4,215 

Income and (expenses) recognized 
directly in equity 

 
– 

 
– – 1,967 (39) (2,094) 

 
– 

 
(166) 15 (151) 

Deferred taxes on income and  
(expenses) recognized directly 
in equity 

 
 

– 

 
 

– – – 68 801 

 
 

– 

 
 

869 (4) 865 

Total income for period – – 4,149 1,967 29 (1,293) – 4,852 77 4,929 

Dividends – – (1,519) – – – – (1,519) (56) (1,575) 

Stock based compensation – 107 – – – – – 107 – 107 

Issue of new shares 14 141 – – – – – 155 45 200 

Acquisition of treasury shares – – – – – – (21) (21) – (21) 

Issue of treasury shares – – – – – – 21 21 – 21 

Other – (48) – – – – – (48) (324) (372) 

Balance at December 31, 2005 2,647 8,243 21,588 1,967 451 752 – 35,648 412 36,060 

Net profit – – 3,744 – – – – 3,744 39 3,783 

Income and (expenses)  
recognized directly in equity – – – (1,585) 120 414 – (1,051) (36) (1,087) 

Deferred taxes on income and  
(expenses) recognized directly 
in equity – – – – (27) (155) – (182) – (182) 

Total income for period – – 3,744 (1,585) 93 259 – 2,511 3 2,514 

Dividends – – (1,527) – – – – (1,527) (20) (1,547) 

Stock based compensation – 39 – – – – – 39 – 39 

Issue of new shares 26 284 – – – – – 310 9 319 

Acquisition of treasury shares – – – – – – (29) (29) – (29) 

Issue of treasury shares – – – – – – 29 29 – 29 

Other – 47 – – – – – 47 17 64 

Balance at December 31, 2006 2,673 8,613 23,805 382 544 1,011 – 37,028 421 37,449 

 
 

 

 

 

 

 

 

 

Consolidated Statements of Changes in Equity 
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The accompanying notes are an integral part of these consolidated financial statements 

 Consolidated 
 

Industrial Business1 Financial Services1 
 2006 2005 2006 2005 2006 2005 

(in millions of €)       

Net profit adjusted for 3,783 4,215 2,753 3,357 1,030 858 

Depreciation and amortization 12,944 12,004 7,173 7,335 5,771 4,669 

Other non cash expense and income 177 43 (464) 465 641 (422) 

(Gains) losses on disposals of assets (529) (1,228) (545) (1,145) 16 (83) 

Change in operating assets and liabilities       

– Inventories 68 (1,364) 224 (1,353) (156) (11) 

– Trade receivables (121) (194) (118) (150) (3) (44) 

– Trade liabilities 155 722 122 725 33 (3) 

– Inventory-related receivables from financial services (344) (2,438) (344) (2,438) - - 

– Other operating assets and liabilities (1,796) (728) (2,344) (1,027) 548 299 

Cash provided by operating activities 14,337 11,032 6,457 5,769 7,880 5,263 

Purchase of equipment on operating leases (15,811) (12,432) - - (15,811) (12,432) 

Proceeds from disposals of equipment on operating leases 4,991 4,488 - - 4,991 4,488 

Additions to property, plant and equipment (5,874) (6,480) (5,845) (6,435) (29) (45) 

Additions to intangible assets (1,322) (1,550) (1,301) (1,529) (21) (21) 

Proceeds from disposals of property, plant and equipment and intangible 
assets 710 751 683 719 27 32 

Investments in businesses (473) (552) (54) (425) (419) (127) 

Proceeds from disposals of businesses 1,158 516 1,169 187 (11) 329 

Change in wholesale receivables 57 11 348 1,479 (291) (1,468) 

Investments in retail receivables (27,550) (27,073) 8,666 7,568 (36,216) (34,641) 

Collections on retail receivables 27,225 29,736 (7,548) (6,334) 34,773 36,070 

Proceeds from sale of retail receivables 2,339 1,599 - - 2,339 1,599 

Acquisition of securities (other than trading) (14,827) (10,773) (14,862) (10,780) 35 7 

Proceeds from sales of securities (other than trading) 13,467 11,025 13,467 11,024 - 1 

Change in other cash 53 497 43 516 10 (19) 

Cash used for investing activities (15,857) (10,237) (5,234) (4,010) (10,623) (6,227) 

Change in short-term financing liabilities 1,472 (1,318) 3,104 10,635 (1,632) (11,953) 

Additions to long-term financing liabilities 29,107 50,097 (5,744) (27,068) 34,851 77,165 

Repayment of long-term financing liabilities (26,940) (48,688) 1,425 14,828 (28,365) (63,516) 

Dividends paid (including profit transferred from subsidiaries) (1,553) (1,575) (722) (413) (831) (1,162) 

Proceeds from issuance of share capital (including minority interest) 339 227 306 207 33 20 

Purchase of treasury shares (29) (27) (29) (27) - - 

Cash provided by (used for) financing activities 2,396 (1,284) (1,660) (1,838) 4,056 554 

Effect of foreign exchange rate changes on cash and cash equivalents (530) 706 (432) 625 (98) 81 

Net increase (decrease) in cash and cash equivalents  346 217 (869) 546 1,215 (329) 

Cash and cash equivalents at beginning of the period 8,063 7,846 6,929 6,383 1,134 1,463 

Cash and cash equivalents at end of the period 8,409 8,063 6,060 6,929 2,349 1,134 

1  Additional information about the Industrial Business and Financial Services is not required under IFRS and is unaudited. 
* For other information regarding consolidated statements of cash flows, see Note 28. 

 

 

 

 

Consolidated Statements of Cash Flows * 
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1. Summary of significant accounting policies 

General information 
These consolidated financial statements of DaimlerChrysler AG 
and its subsidiaries have been prepared for the first time in ac-
cordance with International Financial Reporting Standards (IFRS) 
and related interpretations issued by the International Account-
ing Standards Board (IASB), applying IFRS 1 “First-Time Adoption 
of International Financial Reporting Standards”.  

The accompanying IFRS consolidated financial statements will 
serve as a basis for DaimlerChrysler’s IFRS reporting beginning 
with the first quarter of 2007. DaimlerChrysler’s previous finan-
cial reporting was based on United States Generally Accepted 
Accounting Principles (US GAAP) including US GAAP consoli-
dated financial statements issued for 2006 to meet the legal 
requirements of the German Commercial Code and the reporting 
requirements of the US Securities and Exchange Commission 
(SEC) on Form 20-F. 

The consolidated financial statements of the DaimlerChrysler 
Group are presented in euros (€). 

On April 25, 2007, the Board of Management has authorized the 
consolidated financial statements for issue. 

Basis of presentation 
Applied IFRS. The accounting policies applied in these consoli-
dated financial statements are in compliance with the IFRS re-
quired to be applied as of December 31, 2006, in accordance 
with IFRS 1 as well as the following IFRS which DaimlerChrysler 
early adopted: 

IFRS 7 “Financial Instruments: Disclosures.” This standard re-
quires extensive disclosures about the significance of financial 
instruments for an entity’s financial position and results of op-
erations as well as quantitative and qualitative disclosures on 
the nature and extent of risks arising from financial instruments. 
IFRS 7 replaces disclosure requirements from International Ac-
counting Standard (IAS) 32 “Financial Instruments: Disclosure 
and Presentation” and IAS 30 “Disclosures in the Financial 
Statements of Banks and Similar Financial Institutions.” The 
standard is effective for reporting periods beginning on or after 
January 1, 2007. Earlier application is permitted. 

IFRS 8 “Operating Segments.” IFRS 8 sets out requirements for 
disclosure of financial information about an entity’s operating 
segments in the annual financial statements. IFRS 8 replaces 
IAS 14 “Segment Reporting” and adopts almost completely the 
requirements of Statement of Financial Accounting Standards 
(SFAS) 131 “Disclosures about Segments of an Enterprise and 
Related Information” and follows the management approach in 
segment reporting. Therefore information concerning the operat-
ing segments is published based on the internal reporting. The 
standard is effective for reporting periods beginning on or after 
January 1, 2009. Earlier application is encouraged.  

Transition to IFRS. The differences between the carrying 
amount of the assets and liabilities in the consolidated balance 
sheets under the previously applied US GAAP and the IFRS re-
sulted in a different amount of equity at the date of transition to 
IFRS as of January 1, 2005. 

Presentation. Presentation in the balance sheet differentiates 
between current and non-current assets and liabilities. Assets 
and liabilities are classified as current if they mature within one 
year or within a longer operating cycle. Deferred tax assets and 
liabilities as well as assets and provisions from defined pension 
plans and similar obligations are presented as non-current items. 
The consolidated statement of income is presented using the 
cost-of-sales method. 

Commercial practices with respect to certain products manufac-
tured by DaimlerChrysler necessitate that sales financing, in-
cluding leasing alternatives, be made available to the Group’s 
customers. Accordingly, the Group’s consolidated financial 
statements are also significantly influenced by activities of its 
financial services business. To enhance the readers’ understand-
ing of the Group’s consolidated financial statements, the ac-
companying financial statements present, in addition to the au-
dited consolidated financial statements, unaudited information 
with respect to the results of operations and financial position of 
the Group’s industrial and financial services business activities. 
Such information, however, is not required by IFRS and is not 
intended to, and does not represent the separate IFRS results of 
operations and financial position of the Group’s industrial or fi-
nancial services business activities. Eliminations of the effects of 
transactions between the industrial and financial services busi-
nesses have been allocated to the industrial business columns. 

Notes to Consolidated Financial Statements 
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The consolidated financial statements have been prepared on 
the historical cost basis with the exception of certain items such 
as available-for-sale financial assets, derivative financial instru-
ments or hedged items as well as defined pension plans and 
similar obligations. Measurement models applied to those ex-
ceptions are described below. 

IFRS issued but not yet adopted. In March 2007, the IASB is-
sued an amendment of IAS 23 “Borrowing Costs.” The amend-
ment removes the option of immediately recognizing borrowing 
costs as an expense which is currently elected by the Group. The 
amended standard requires capitalization of borrowing costs 
that are directly attributable to the acquisition, construction or 
production of qualifying assets. Assets are considered qualifying 
when a substantial period of time is necessary to get them ready 
for use or sale. Adoption of the amendment is required prospec-
tively starting from January 1, 2009, with earlier adoption per-
mitted. DaimlerChrysler will determine the expected effect and 
elect an adoption date. 

Use of estimates and judgments. Preparation of the financial 
statements in conformity with IFRS requires management to 
make estimates and judgments related to the reported amounts 
of assets and liabilities and the disclosure of contingent assets 
and liabilities at the date of the consolidated financial state-
ments and the reported amounts of revenues and expenses for 
the period. Significant items related to such estimates and 
judgments include recoverability of investments in equipment on 
operating leases, collectibility of receivables from financial ser-
vices, assumptions of future cash flows from cash-generating 
units or development projects, warranty obligations, sales incen-
tive obligations, valuation of derivative instruments, useful lives 
of plant and equipment, and assets and obligations related to 
employee benefits. Actual amounts could differ from those esti-
mates. 

Risks and uncertainties. DaimlerChrysler’s financial position, 
results of operations and cash flows are subject to numerous 
risks and uncertainties. Factors that could affect Daimler-
Chrysler’s future financial statements and cause actual results 
to vary materially from expectations include, but are not limited 
to, adverse changes in global economic conditions; a further in-
crease of overcapacity and intense competition in the automo-
tive industry; dependence on suppliers, primarily single source 
suppliers; the concentrations of DaimlerChrysler’s revenues de-
rived from the United States and Western Europe; the significant 
portion of DaimlerChrysler’s workforce subject to collective bar-
gaining agreements; fluctuations in currency exchange rates, 
interest rates and commodity prices; significant legal proceed-
ings and environmental and other government regulations. 

Principles of consolidation  
The consolidated financial statements include the financial state-
ments of DaimlerChrysler AG and generally the financial state-
ments of all subsidiaries including special purpose entities which 
are directly or indirectly controlled by DaimlerChrysler AG. Con-
trol means the power, directly or indirectly, to govern the finan-
cial and operating policies of an entity so as the Group obtains 
benefits from its activities. 

The financial statements of consolidated subsidiaries are gener-
ally prepared as of the balance sheet date of the consolidated 
financial statements, except for Mitsubishi Fuso Truck and Bus 
Corporation (“MFTBC”), representing a significant subgroup 
which is consolidated with a one-month time lag. Adjustments 
are made for significant events or transactions that occur during 
the time lag. 

The financial statements of DaimlerChrysler AG and its subsidi-
aries included in the consolidated financial statements were pre-
pared using uniform recognition and valuation principles. All sig-
nificant intercompany accounts and transactions relating to con-
solidated subsidiaries and consolidated special purpose entities 
have been eliminated. 

Business combinations are accounted for using the purchase 
method. 

DaimlerChrysler transfers significant amounts of automotive fi-
nance receivables in the ordinary course of business to special 
purpose entities primarily in “asset-backed securitizations.” Ac-
cording to IAS 27 “Consolidated and Separate Financial State-
ments” and the Standing Interpretations Committee Interpreta-
tion (SIC) 12 “Consolidation – Special Purpose Entities” certain 
special purpose entities have to be consolidated. The transferred 
financial assets remain on Group accounts. 

Investments in associated companies and joint ventures 
Associated companies are significant equity investments in 
which DaimlerChrysler has the ability to exercise significant in-
fluence over the financial and operating policies of the investee. 
Joint ventures are those entities over whose activities Daimler-
Chrysler has joint control with partners, established by contrac-
tual agreement and requiring unanimous consent for strategic 
financial and operating decisions. Significant associated compa-
nies and joint ventures are accounted for using the equity 
method. 

The excess of the cost of DaimlerChrysler’s initial investment in 
equity method companies over the Group’s proportionate own-
ership interest is recognized as investor level goodwill and in-
cluded in the carrying amount of the investment accounted for 
using the equity method.  
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If the carrying amount exceeds the recoverable amount of an 
investment in any associated company or joint venture that is 
deemed to be other than temporary, the carrying amount of the 
investment has to be reduced to the recoverable amount. The 
recoverable amount is the higher of value in use or fair value less 
costs to sell. An impairment loss is recognized in the income 
statement in the line item share of profit (loss) from companies 
accounted for using the equity method, net. 

The investment in the European Aeronautic Defence and Space 
Company EADS N.V. (“EADS”) represents an associated com-
pany. Because the financial statements of EADS are not made 
available timely to DaimlerChrysler in order to apply the equity 
method of accounting, the Group’s proportionate share of the 
results of operations of this associated company are included in 
DaimlerChrysler’s consolidated financial statements on a three-
month time lag. Adjustments are made for all significant events 
or transactions that occur during the time lag.  

Foreign currency translation 
Transactions in foreign currency are translated at the relevant 
foreign exchange rates prevailing at the transaction date. Sub-
sequent gains and losses from the remeasurement of financial 
assets and liabilities denominated in foreign currency are recog-
nized in profit and loss (except for available for sale equity in-
struments and financial liabilities designated as a hedge of a net 
investment in a foreign operation). 

The assets and liabilities of foreign companies, where the func-
tional currency is not the euro, are translated into euro using 
period end exchange rates. The resulting translation adjust-
ments are recorded directly in equity. The consolidated state-
ments of income and the consolidated statements of cash flows 
are translated into euro using average exchange rates during the 
respective periods. 

The exchange rates of the US dollar, as the most significant  
foreign currency for DaimlerChrysler, were as follows: 

 

  2006 2005 

  €1 = €1 = 

Exchange rate at December 31  1.3170 1.1797 

Average exchange rates    

First quarter  1.2023 1.3113 

Second quarter  1.2582 1.2594 

Third quarter  1.2743 1.2199 

Fourth quarter  1.2887 1.1897 

 

Accounting policies 
Revenue recognition. Revenue for sales of vehicles, service 
parts and other related products is recognized when the risks 
and rewards of ownership of the goods are transferred to the 
customer, the amount of revenue can be estimated reliably and 
collectibility is reasonably assured. Revenues are recognized net 
of discounts, cash sales incentives, customer bonuses and re-
bates granted. 

DaimlerChrysler uses price discounts in response to a number of 
market and product factors, including pricing actions and incen-
tives offered by competitors, the amount of excess industry pro-
duction capacity, the intensity of market competition, and con-
sumer demand for the product. The Group may offer a variety of 
sales incentive programs at any point in time, including: cash 
offers to dealers and consumers, lease subsidies which reduce 
the consumers’ monthly lease payment, or reduced financing 
rate programs offered to consumers. 

The Group records the estimated impact of sales incentives pro-
grams offered to dealers and consumers as a reduction to reve-
nue at the time of sale to the dealer. This estimated impact 
represents the incentive programs offered to dealers and con-
sumers as well as the expected modifications to these programs 
in order for the dealers to sell their inventory. 

The Group offers an extended, separately priced warranty for 
certain products. Revenues from these contracts are deferred 
and recognized into income over the contract period in propor-
tion to the costs expected to be incurred based on historical in-
formation. In circumstances in which there is insufficient histori-
cal information, income from extended warranty contracts is 
recognized on a straight-line basis. A loss on these contracts is 
recognized in the current period, if the sum of the expected 
costs for services under the contract exceeds unearned revenue. 

For transactions with multiple deliverables, such as when vehi-
cles are sold with free service programs, the Group allocates 
revenue to the various elements based on their objectively and 
reliably determined fair values. 

When below market rate loans under special financing programs 
are used to promote sales of vehicles and Financial Services fi-
nances the vehicle, related receivables are recognized at present 
value and revenues are reduced by the interest incentive 
granted. 

Sales under which the Group guarantees the minimum resale 
value of the product, such as in sales to certain rental car com-
pany customers, are accounted for similar to an operating lease. 
The guarantee of the resale value may take the form of an obli-
gation by DaimlerChrysler to pay any deficiency between the 
proceeds the customer receives upon resale in an auction and 
the guaranteed amount, or an obligation to reacquire the vehicle 
after a certain period of time at a set price. Gains or losses from 
resale of these vehicles are included in gross profit. 

Revenue from operating leases is recognized on a straight-line 
basis over the lease term. 

Revenue from receivables from financial services is recognized 
using the effective interest method.  
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Research and non-capitalized development costs. Expendi-
ture for research and development that do not meet the condi-
tions for capitalization according to IAS 38 “Intangible Assets” 
are expensed as incurred. 

Borrowing costs. Borrowing costs are expensed as incurred. 

Interest expense, net. Interest expense, net includes interest 
expense from liabilities, interest income from investments in se-
curities, cash and cash equivalents as well as interests and 
changes in fair values related to hedging activities. Income and 
expense resulting from the allocation of premiums and discounts 
is also included. Further, the interest component from defined 
pension plans and similar obligations is disclosed under this line 
item. 

An exception from the above mentioned principles is made for 
Financial Services. In this case the interest income and expense 
as well as the result from derivative financial instruments are 
disclosed under revenues and cost of sales, respectively. 

Other financial income (expense), net. Other financial income 
(expense), net includes all remaining miscellaneous income and 
expense from financial transactions which are not included un-
der interest expense, net, e.g. expense from the compounding of 
interest on provisions for other risks. 

Gains and losses resulting from the issuance of stock by a Group 
subsidiary to third parties that reduce DaimlerChrysler’s per-
centage ownership (“dilution gains and losses”) and Daimler-
Chrysler’s share of any dilution gains and losses reported by its 
investees accounted for under the equity method are also rec-
ognized in other financial income (expense), net. 

Income taxes. Current income taxes are determined based on 
respective local taxable income of the period and tax rules. In 
addition, current income taxes include adjustments for uncertain 
tax payments or tax refunds for periods not yet assessed as well 
as interest expense and penalties on the underpayment of taxes. 
Deferred tax is included in income tax expense and reflects the 
changes in deferred tax assets and liabilities except for changes 
recognized directly in equity. 

Deferred tax assets or liabilities are determined based on tem-
porary differences between financial reporting and the tax basis 
of assets and liabilities including differences from consolidation, 
loss carry forwards and tax credits. The measurement occurs on 
the basis of the tax rates whose effectiveness is expected for 
the period in which an asset is realized or a liability is settled. 
For this the tax rates and tax rules are used which are effective 
at the balance sheet date or are highly probable to become ef-
fective. Deferred tax assets are recognized to the extent that 
taxable profit at the level of the relevant tax authority will be 
available for the utilization of the deductible temporary differ-
ences. DaimlerChrysler recognizes a valuation allowance for de-
ferred tax assets when it is not probable that a respective 
amount of future taxable profit will be available. 

Tax benefits resulting from uncertain income tax positions are 
recognized at the best estimate of the tax amount expected to 
be paid. 

Earnings per share. Basic earnings per share are calculated by 
dividing profit or loss attributable to shareholders of Daimler-
Chrysler AG by the weighted average number of shares out-
standing. Diluted earnings per share reflect in addition the po-
tential dilution that would occur, if all securities and other con-
tracts to issue ordinary shares were exercised or converted. 

Goodwill. Goodwill represents the excess of the cost of an ac-
quired business over the fair values assigned to the separately 
identifiable assets acquired and the liabilities assumed; the pur-
chase of minority rights is treated in the same manner. In case 
of an adjustment for contingent consideration such amount is 
included in goodwill. 

Other intangible assets. Intangible assets acquired are meas-
ured at cost less accumulated amortization and any accumu-
lated impairment losses. Intangible assets with indefinite lives 
are reviewed annually to determine whether indefinite life as-
sessment continues to be supportable. If not, the change in the 
useful life assessment from indefinite to finite is made on a pro-
spective basis. 

Intangible assets other than development costs with finite useful 
lives are generally amortized on a straight-line basis over their 
useful lives (2 to 10 years) and are reviewed for impairment 
whenever there is an indication that the intangible asset may be 
impaired. The amortization period for intangible assets with fi-
nite useful lives is reviewed at least at each year-end. Changes 
in the expected useful lives are treated as changes in accounting 
estimates. The amortization expense on intangible assets with 
finite useful lives is recorded in functional costs. 

Development costs are recognized if the conditions for capitali-
zation according to IAS 38 are met. Subsequent to initial recog-
nition the asset is carried at cost less accumulated amortization 
and accumulated impairment losses. Capitalized development 
costs include all direct costs and allocable overhead and are 
amortized over the expected product life cycle (2 to 12 years). 
Amortization of capitalized development costs is an element of 
the manufacturing costs allocated to those vehicles and compo-
nents by which they have been generated and is included in cost 
of sales when the inventory is sold. 

Property, plant and equipment. Property, plant and equipment 
is valued at acquisition or manufacturing costs less accumulated 
depreciation and any accumulated impairment losses. The costs 
of internally produced equipment and facilities include all direct 
costs and allocable overhead. Acquisition or manufacturing 
costs include the estimate of the costs of dismantling and re-
moving the item and restoring the site, if any. Plant and equip-
ment under finance leases are stated at the lower of present 
value of minimum lease payments or fair value less the  
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respective accumulated depreciation and any accumulated im-
pairment losses. Depreciation expense is recognized using the 
straight-line method. A residual value of the asset is considered. 
Property, plant and equipment are depreciated over the follow-
ing useful lives: 

 
Buildings and site improvements 5 to 50 Years 

Technical equipment and machinery 3 to 30 Years 

Other equipment, factory and office equipment 2 to 33 Years 

 

Leasing. Leasing includes all arrangements that transfer the 
right to use a specified asset for a stated period of time in return 
for a payment, even if the right to use such asset is not explicitly 
described in an arrangement. The Group is a lessee of property, 
plant and equipment and a lessor of its products, principally pas-
senger cars, trucks, vans and busses. It is evaluated on the basis 
of the risks and rewards of a leased asset whether the owner-
ship of the leased asset is attributed to the lessee (finance 
lease) or to the lessor (operating lease). Rent expense on operat-
ing leases where the Group is lessee is recognized over the re-
spective lease terms on a straight-line basis. Equipment on op-
erating leases where the Group is lessor is carried initially at its 
acquisition or production cost and is depreciated to its esti-
mated residual value over the contractual term of the lease, on a 
straight-line basis. The estimated residual value is initially de-
termined using published third party information as well as pro-
jections based on historical experience. 

Impairment of non-financial assets. DaimlerChrysler assesses 
at each reporting date whether there is an indication that an as-
set may be impaired. If such indication exists, or when annual 
impairment testing for an asset is required (e.g. goodwill, intan-
gible assets with indefinite useful lives as well as intangible as-
sets not yet in use), DaimlerChrysler estimates the recoverable 
amount of the asset. The recoverable amount is determined for 
an individual asset, unless the asset does not generate cash in-
flows that are largely independent of those from other assets or 
groups of assets (cash-generating unit). The recoverable amount 
is the higher of the fair value less costs to sell and the value in 
use. DaimlerChrysler determines the recoverable amount as fair 
value less costs to sell and compares it with the carrying amount 
(including goodwill). The fair value is measured by discounting 
future cash flows using a risk-adjusted interest rate. The future 
cash flows are estimated on the basis of the operative planning 
supplemented by additional information from the strategic plan-
ning. Periods not covered by the forecast are taken into account 
by recognizing a residual value. A weighted average cost of capi-
tal of 7% was used in 2006 and 2005 as the discount factor for 
the industrial divisions. If the fair value less costs to sell cannot 
be determined or is lower than the carrying amount, the value in 
use is calculated. If the carrying amount exceeds the recover-
able amount, an impairment charge is recognized amounting to 
the difference. 

An assessment for assets other than goodwill is made at each 
reporting date as to whether there is any indication that previ-
ously recognized impairment losses may no longer exist or may 
have decreased. In this case DaimlerChrysler would record a 
partial or an entire reversal of the impairment. 

Non-current assets held for sale and disposal groups. Non-
current assets held for sale or disposal groups are classified as 
held for sale and disclosed separately in the balance sheet. The 
assets or disposal groups are then measured at the lower of car-
rying amount and fair value less costs to sell and are no longer 
depreciated. If fair value less costs to sell subsequently in-
creases, any impairment loss previously recognized is reversed. 
The reversal is restricted to the impairment losses previously 
recognized for the assets concerned. 

Inventories. Inventories are measured at the lower of cost and 
net realizable value. The net realizable value is the estimated 
selling price less any remaining costs to sell. The cost of inven-
tories is based on average cost or the first-in first-out principle 
(fifo), and includes expenditures incurred in acquiring the inven-
tories and bringing them to their existing location and condition. 
In case of manufactured inventories and work in progress, cost 
includes production overhead based on normal capacity.  

Financial instruments. A financial instrument is any contract 
that gives rise to a financial asset of one entity and a financial 
liability or equity instrument of another entity. Financial instru-
ments in the form of financial assets and financial liabilities are 
generally presented separately. Financial instruments are recog-
nized as soon as DaimlerChrysler becomes a party to the con-
tractual provisions of the financial instrument. 

Upon initial recognition financial instruments are measured at 
fair value. For the purpose of subsequent measurement financial 
instruments are allocated to one of the categories mentioned in 
IAS 39 “Financial Instruments: Recognition and Measurement.” 
Transaction costs directly attributable to acquisition or issuance 
are considered by determining the carrying amount if the finan-
cial instruments are not measured at fair value through profit or 
loss. If trade date and settlement date (i.e. date of delivery) dif-
fer, DaimlerChrysler elects the trade date to be relevant for ini-
tial recognition or derecognition. 

Financial assets. Financial assets primarily include receivables 
from financial services, trade receivables, receivables from 
banks, cash on hand, derivative financial assets as well as mar-
ketable securities and investments. 

Financial assets at fair value through profit or loss. Financial as-
sets at fair value through profit or loss include financial assets 
held for trading. 
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Financial assets such as shares and interest-bearing securities 
are classified as held for trading, if they are acquired for the pur-
pose of selling in the near term. Derivatives, including embedded 
derivatives separated from the host contract are also classified 
as held for trading unless they are designated as effective hedg-
ing instruments. Gains or losses on financial assets held for trad-
ing are recognized in profit or loss. 

Cash and cash equivalents. Cash and cash equivalents consist 
primarily of cash on hand, checks, demand deposits at banks as 
well as debt instruments and certificates of deposits with an 
original term of up to three months. Cash and cash equivalents 
correspond with the classification in the consolidated state-
ments of cash flows.  

Loans and receivables. Loans and receivables are non-derivative 
financial assets with fixed or determinable payments that are not 
quoted in an active market such as financing agreements as part 
of the receivables from financial services, trade receivables, 
loans originated by the company and loans acquired. After initial 
recognition, loans and receivables are subsequently carried at 
amortized cost using the effective interest method less any im-
pairment losses, if necessary. Gains and losses are recognized in 
the income statement when the loans and receivables are de-
recognized or impaired. Interest effects on the application of the 
effective interest method are also recognized in profit or loss. 

Available-for-sale financial assets. Available-for-sale financial as-
sets are non-derivative financial assets that are designated as 
available-for-sale or that are not classified in any of the preced-
ing categories. This category includes certain equity instruments 
and securitized debt instruments such as government bonds, 
corporate bonds and commercial papers. 

After initial measurement, available-for-sale financial assets are 
measured at fair value with unrealized gains or losses being rec-
ognized in equity in reserves from financial assets available-for-
sale. This does not apply if an objective evidence of impairment 
exists or if changes in the fair value of a debt instrument result-
ing from currency fluctuations occur. With the disposal of finan-
cial assets the accumulated gains and losses recognized in eq-
uity resulting from measurement at fair value are recognized in 
profit or loss. If a reliable estimate of the fair value of an un-
quoted equity instrument cannot be made, this instrument is 
measured at cost (less any impairment losses). 

Interest earned on these financial assets is generally reported as 
interest income using the effective interest rate method. Divi-
dends are recognized in profit or loss when the right of payment 
has been established. 

Impairment of financial assets. At each reporting date the 
carrying amounts of the financial assets other than those to be 
measured at fair value through profit or loss are assessed to de-
termine whether there is objective, significant evidence of im-
pairment (e.g. a debtor is facing serious financial difficulties, 
there is a substantial change in the technological, economic, 
legal or market environment of the debtor).  

For equity instruments, a significant or prolonged decline in fair 
value is objective evidence for a possible impairment. Daimler-
Chrysler has defined criteria for the significance and duration of 
a decline in fair value. 

Loans and receivables. The amount of the impairment loss on 
loans and receivables is measured as the difference between the 
carrying amount of the asset and the present value of estimated 
future cash flows (excluding expected future credit losses that 
have not been incurred), discounted at the original effective in-
terest rate of the financial asset. The amount of the impairment 
loss is recognized in profit or loss. 

If, in a subsequent reporting period, the amount of the impair-
ment loss decreases and the decrease can be related objectively 
to an event occurring after the impairment was recognized, the 
previously recognized impairment loss is reversed and recog-
nized in profit or loss. 

The impairment loss on loans and receivables (e.g. receivables 
from financial services including finance lease receivables, trade 
receivables) in most cases is recorded using allowance ac-
counts. The decision to account for credit risks using an allow-
ance account or by directly reducing the receivable depends on 
the estimated probability of the loss of receivables. When re-
ceivables are assessed as uncollectible the impaired asset is 
derecognized. 

Available-for-sale financial assets. If an available-for-sale financial 
asset is impaired, the difference between its cost (net of any 
principal payment and amortization) and its current fair value, 
less any impairment loss previously recognized in the income 
statement, is reclassified from direct recognition in equity to the 
income statement. Reversals with respect to equity instruments 
classified as available-for-sale are not recognized in the income 
statement. Reversals of impairment losses on debt instruments 
are reversed through the income statement, if the increase in 
fair value of the instrument can be objectively related to an 
event occurring after the impairment loss was recognized in in-
come. 

Financial liabilities. Financial liabilities primarily include trade 
liabilities, liabilities to banks, bonds, derivative financial liabilities 
and other liabilities. 

Financial liabilities measured at amortized cost. After initial rec-
ognition, financial liabilities are subsequently measured at amor-
tized cost using the effective interest method. 

Financial liabilities at fair value through profit or loss. Financial 
liabilities at fair value through profit or loss include financial  
liabilities held for trading. 

Derivatives are classified as held for trading unless they are des-
ignated as effective hedging instruments. Gains or losses on  
liabilities held for trading are recognized in profit or loss. 



 

14 

Derivative financial instruments and hedge accounting. 
DaimlerChrysler uses derivative financial instruments such as 
forward contracts, swaps, options, futures, swaptions, forward 
rate agreements, caps and floors mainly for the purposes of 
hedging interest rate and currency risks that arise from its oper-
ating, financing, and investing activities.  

Embedded derivatives are separated from the host contract 
which is not measured at fair value through profit or loss when 
the analysis shows that the economic characteristics and risks 
of embedded derivatives are not closely related to those of the 
host contract. 

Derivative financial instruments are measured at their fair value 
upon initial recognition and on each subsequent reporting date. 
The fair value of quoted derivatives is equal to their positive or 
negative market value. If a market value is not available, the fair 
value is calculated using standard financial valuation models, 
such as discounted cash flow or option pricing models. Deriva-
tives are carried as assets when the fair value is positive and as 
liabilities when the fair value is negative. 

If the requirements for hedge accounting set out in IAS 39 are 
met, DaimlerChrysler designates and documents the hedge rela-
tionship from the date a derivative contract is entered into either 
as a fair value hedge or a cash flow hedge. In a fair value hedge 
the fair value of a recognized asset or liability or an unrecognized 
firm commitment is hedged. In a cash flow hedge the variability 
of cash flows to be received or paid related to a recognized as-
set or liability or a highly probable forecast transaction is 
hedged. The documentation of the hedge relationship includes 
identification of the hedging instrument, the hedged item or 
transaction, the nature of the risk being hedged and how the 
entity will assess the hedging instrument’s effectiveness in off-
setting the exposure to changes in the hedged item’s fair value 
or cash flows attributable to the hedged risk. Such hedges are 
expected to be highly effective in achieving offsetting changes in 
fair value or cash flows and are assessed on an ongoing basis to 
determine that they actually have been highly effective through-
out the financial reporting periods for which they are designated. 

Changes in the fair value of derivative instruments are recog-
nized periodically either in earnings or equity, as a component of 
other reserves, depending on whether the derivative is desig-
nated as a hedge of changes in fair value or cash flows. For fair 
value hedges, changes in fair value of the hedged item and the 
derivative are recognized currently in earnings. For cash flow 
hedges, fair value changes of the effective portion of the hedging 
instrument are recognized in other reserves, net of applicable 
taxes. The ineffective portion of the fair value changes are rec-
ognized in profit or loss. Amounts taken to equity are reclassi-
fied to the income statement when the hedged transaction af-
fects the income statement. 

If the derivative instrument does not or no longer qualifies for 
hedge accounting because the qualifying criteria for hedge ac-
counting are not or are no longer met, the derivative financial 
instruments are classified as held for trading.  

Pensions and similar obligations. The measurement of de-
fined benefit plans from pensions and other post-employment 
benefits (e.g. medical care) in accordance with IAS 19 “Em-
ployee Benefits” is based on the “projected unit credit method”. 
For defined post-employment benefit plans, differences between 
actuarial assumptions used and actual results, changes in actu-
arial assumptions and unvested past service cost may result in 
gains and losses not yet recognized. Amortization of unrecog-
nized actuarial gains and losses is recorded in accordance with 
the “corridor approach.” This approach requires partial amortiza-
tion of actuarial gains and losses in the following year, if the un-
recognized gains and losses exceed 10 percent of the greater of 
(1) the defined post-employment benefit obligation or (2) the fair 
value of the plan assets. In such case, the amount of amortiza-
tion recognized by the Group is the resulting excess divided by 
the average remaining service period of active employees ex-
pected to receive benefits under the plan. 

When the benefits of a plan are changed, the portion of the 
change in benefit relating to past service by employees is recog-
nized in profit or loss on a straight-line basis over the average 
period until the benefits become vested. To the extent that the 
benefits vest immediately, the impact is recognized directly in 
profit or loss. 

A negative net obligation arising from prepaid contributions is 
only recognized as an asset to the extent that a cash refund 
from the plan or reductions of future contributions to the plan 
are available. Any exceeding amount is recognized in net peri-
odic pension costs in the period when it incurs (“asset ceiling”). 

Provisions for other risks and contingent liabilities. A provi-
sion is recognized when a liability to third parties has been in-
curred, an outflow of resources is probable and the amount of 
the obligation can be reasonably estimated. Provisions are regu-
larly reviewed and adjusted as further information develop or 
circumstances change. 

The provision for expected warranty-related costs is established 
when the product is sold, upon lease inception, or when a new 
warranty program is initiated. Estimates for accrued warranty 
costs are primarily based on historical experience. 

The provision for sales incentives is based on the estimated cost 
of these programs and the number of vehicles held in dealers’ 
inventory. The majority of vehicles held in dealers' inventory are 
generally sold to consumers within the next quarter and the 
sales incentives accrued liability is adjusted to reflect recent ac-
tual experience. 

DaimlerChrysler records the fair value of an asset retirement 
obligation from the period in which the obligation is incurred.  

Termination benefits are recognized as an expense when the 
Group is demonstrably committed, without realistic possibility of 
withdrawal, to a formal detailed plan to terminate employment 
before the regular retirement date.  
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Stock-based compensation. Stock-based compensation com-
prises cash-settled liability awards and equity-settled equity 
awards. 

The fair value of equity awards is generally determined by using 
a modified Black-Scholes option-pricing model at grant date and 
represents the total compensation expense to be recognized 
during the service period with a corresponding increase in equity 
(paid-in capital). 

Liability awards are measured at fair value at each balance sheet 
date until settlement and are classified as provisions. The ex-
pense of the period comprises of the change in the provision 
between two reporting dates and amounts directly paid during 
the period. 

Presentation in the consolidated statements of cash flows. 
Interest and taxes paid as well as interest and dividends re-
ceived are classified as cash provided by operating activities. 
Dividends paid are shown in cash provided by (used for) financ-
ing activities. 

2. Explanation of transition to IFRS 

Introduction  

These consolidated financial statements of DaimlerChrysler AG 
have been prepared for the first time in accordance with Interna-
tional Financial Reporting Standards (IFRS) as issued by the  
International Accounting Standards Board. In this regard, the 
accounting policies presented in Note 1 have been applied in 
preparing the consolidated financial statements as of and for the 
years ended December 31, 2006 and 2005 and in the prepara-
tion of an opening IFRS balance sheet at January 1, 2005, the 
Group’s date of transition to IFRS.  

The date of transition to IFRS for DaimlerChrysler was January 1, 
2005. In general, IFRS requires full retrospective application of 
all standards to be applied as of December 31, 2006. But Daim-
lerChrysler has taken advantage of exemptions available under 
the IFRS transitional rules in IFRS 1 “First-time Adoption of In-
ternational Financial Reporting Standards” to apply certain re-
quirements only with effect from the date of transition. 

When preparing the opening consolidated balance sheet under 
IFRS as of January 1, 2005, the following material elective ex-
emptions from full retrospective application of IFRS accounting 
policies have been adopted: 

Business combinations. DaimlerChrysler elected not to apply 
IFRS 3, “Business Combinations,” to business combinations that 
occurred before January 1, 2005. Accordingly, the classification 
of all business combination prior to that transition date was kept 
and assets and liabilities related to such prior business combina-
tion were generally carried over based on previous GAAP. 

Fair value or revaluation as deemed cost. The Group elected 
to measure certain real estate properties at fair value as of  
January 1, 2005 and to use that estimate as deemed cost. The 
effects of that election are presented below. DaimlerChrysler 
has not elected a general accounting policy to revalue long-lived 
assets. 

 

 
Adjustment

 recorded 
Carrying
 amount 

(in millions of €)   

Property, plant and equipment  (387) 974 

 

Employee benefits. In its opening IFRS balance sheet as of 
January 1, 2005, DaimlerChrysler elected to recognize the ac-
cumulated actuarial net gains and losses associated with its de-
fined benefit pension and other post-employment benefit plans 
in retained earnings (see item g). 

Cumulative translation differences. Under IAS 21, “The Ef-
fects of Changes in Foreign Exchange Rates”, differences arising 
from the translation of financial statements that are prepared 
using a currency other than the presentation currency of the 
consolidated financial statements are recognized as a separate 
component of equity. DaimlerChrysler made use of the exemp-
tion in IFRS 1 that such translation differences may be deemed 
zero at the date of transition. 

Share-based payment. The Group did not apply the provisions 
of IFRS 2, “Share-based Payment,” to equity instruments granted 
as share-based employee awards prior to November 7, 2002. 

Reconciliation of stockholders’ equity and net income from 
US GAAP to IFRS 

In preparing the opening balance sheet and the consolidated 
financial statements as of and for the years ended December 31, 
2005 and 2006, the Group has adjusted amounts reported pre-
viously in consolidated financial statements prepared in accor-
dance with accounting principles generally accepted in the 
United States of America (US GAAP). 

In connection with the first time adoption of IFRS, information 
became known that an earlier point of time is applicable for 
revenue recognition under the Group’s uniform accounting prin-
ciples at two European subsidiaries compared to the previous 
policy adopted under US GAAP. Consequently, for purposes of 
the first time adoption of IFRS and the transition from US GAAP 
to IFRS, DaimlerChrysler recorded retroactive adjustments on 
stockholders’ equity according to US GAAP at the beginning of 
2005 and retroactive adjustments of the consolidated results 
according to US GAAP for the years 2005 and 2006, as pre-
sented below. The adjustments do not materially affect stock-
holders’ equity as of January 1, 2005 or the results of the years 
2005 or 2006. 
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An explanation of how the transition from US GAAP to IFRS has 
affected DaimlerChrysler’s earnings, financial position and cash 
flows is presented in the following tables and notes that accom-
pany the tables. 

 

 
At December 31, 

2006 
At December 31,

2005 
At January 1,

2005 

(in millions of €)     

Stockholders’ equity under 
US GAAP (as reported)  34,155 36,449 33,522 

Adjustments  154 131 169 

Stockholders’ equity under 
US GAAP (adjusted)  34,309 36,580 33,691 

Minority interest (a) 663 653 909 

Stockholders’ equity under 
US GAAP (adjusted) and 
minority interest  34,972 37,233 34,600 

Development costs (b) 5,066 5,142 4,710 

Borrowing costs (c) (843) (977) (910) 

Investment in EADS (d) 810 1,142 972 

Inventories (LIFO) (e) 477 495 349 

Transfer of financial  
assets/leveraged leases (f) (517) (556) (552) 

Pension and other post-
employment benefits   (g) (752) (7,670) (7,728) 

Provisions (h) 321 764 678 

Other adjustments (i) (677) (872) (740) 

Income taxes (j) (1,408) 1,359 1,392 

Total reconciling items   2,477 (1,173) (1,829) 

Equity under IFRS  37,449 36,060 32,771 

 

 

  2006 2005 

(in millions of €)    

Net income under US GAAP (as reported)  3,227 2,846 

Adjustments  19 (43) 

Net income under US GAAP (adjusted)  3,246 2,803 

Minority interest (a) 56 74 

Net income under US GAAP (adjusted) 
including minority interest  3,302 2,877 

Development costs (b) 145 274 

Borrowing costs (c) 47 52 

Investment in EADS (d) (468) 165 

Inventories (LIFO) (e) 12 55 

Transfer of financial assets/ 
leveraged leases (f) (61) (4) 

Pension and other post-employment  
benefits  (g) 1,558 1,081 

Provisions (h) (374) 24 

Other adjustments (i) 212 60 

Income taxes (j) (590) (369) 

Total reconciling items  481 1,338 

Net profit under IFRS  3,783 4,215 

 

(a) Minority interest. Under IFRS, minority interest are included 
in equity, and net profit includes the portion allocated to the mi-
nority interest holders. Under US GAAP, minority interest are 
classified outside of stockholders’ equity and net income only 
includes the income attributable to the shareholders of Daimler-
Chrysler AG. The amounts of the reconciling items (b) – (j) pre-
sented in the tables above also include the amounts allocable to 
minority interest holders.  

(b) Development costs. Under US GAAP, with the exception of 
certain software development costs, all development costs are 
expensed as incurred in accordance with SFAS 2, “Accounting 
for research and development costs.” Under IFRS, development 
costs are capitalized as intangible assets if the technical and 
economic feasibility of a project can be demonstrated. These 
costs are subsequently amortized on a straight-line basis over 
the expected useful lives of the products for which they were 
incurred, i.e. they become a part of the production costs in 
which the component for which such costs were incurred is 
used. Once these vehicles are sold, the amortization of devel-
opment costs is included in cost of sales. 

(c) Borrowing costs. US GAAP requires in SFAS 34, “Capitaliza-
tion of interest”, that interest incurred as part of the cost of con-
structing property, plant and equipment prior to its use, sale or 
lease, be capitalized and amortized over the expected useful 
lives of the assets. Under IFRS, the Group expenses such inter-
est when incurred in accordance with the option currently pro-
vided in IAS 23, “Borrowing Costs.” 

(d) Investment in EADS. Differences between US GAAP and 
IFRS also affect the carrying amount and DaimlerChrysler’s  
equity in the earnings of EADS, a significant equity investee. 
DaimlerChrysler accounts for its investment in EADS at a three-
month time-lag. Under US GAAP, transactions and events that 
occur during the intervening period between September 30, 
2006, and DaimlerChrysler’s reporting date do not result in ad-
justments, but are disclosed if significant. Under IFRS, the finan-
cial information of EADS has to be adjusted for significant trans-
actions and events that occurred after September 30, 2006, but 
before DaimlerChrysler’s reporting date. EADS recorded signifi-
cant charges in the fourth quarter of 2006, primarily in connec-
tion with problems with the A380 program and resulting delivery 
delays and the decision to launch the industrial program for the 
new A350XWB aircraft family. 

In 2003, under US GAAP, DaimlerChrysler determined that the 
decline in fair value below the carrying value of its investment in 
EADS was other than temporary and reduced the carrying value 
by €1.96 billion to its market value. The fair value was deter-
mined using the quoted market price, which approximated €3.5 
billion at that time. Under IFRS, the investment would not have 
been considered impaired because the fair value would have 
been determined using the higher of fair value or value in use, 
which at that time exceeded the carrying amount. 
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(e) Inventories (LIFO). Under US GAAP, the Group accounted 
for certain inventories of US subsidiaries using the last-in first-
out principle (LIFO). Under IFRS, the use of LIFO is prohibited as 
set forth in IAS 2, “Inventories.” 

(f) Transfer of financial assets/leveraged leases. As part of 
its financing activities, the Group regularly sells certain financial 
receivables from its financial services business as well as trade 
receivables to special purpose entities (“SPEs”) and other third 
parties (“transfer of financial assets”). Under IFRS, the SPEs are 
typicially consolidated by the transferor while under US GAAP 
these SPEs are considered as “qualifying special purpose enti-
ties” and are not consolidated. In addition, as a result of differ-
ences between US GAAP and IFRS criteria for the derecognition 
of receivables, certain transferred receivables to parties “other 
than qualifying special purpose entities” did not qualify for de-
recognition under IFRS while they are derecognized under US 
GAAP. 

In the US GAAP financial statements, transferred receivables 
meeting the derecognition conditions are removed from the bal-
ance sheet, any consideration received including retained inter-
ests is recognized and gains or losses from the sale of such re-
ceivables are recognized in income. In contrast, in the IFRS con-
solidated balance sheets as of December 31, 2006 and 2005, 
receivables of €21.7 billion and €21.3 billion (primarily receiv-
ables from financial services), respectively, and liabilities of 
€21.7 billion and €21.3 billion (primarily financing liabilities), 
respectively, were reported which are not recorded on the bal-
ance sheets in accordance with US GAAP. 

Under US GAAP, investments in leveraged leases are recorded 
on a net basis, i.e. non-recourse financing has been offset 
against the rental receivable of the lessor. The investment in 
leveraged leases is included in the line item receivables from 
financial services in the consolidated balance sheets. Revenue 
from leveraged leases is recognized under the effective interest 
method using an after tax rate of return on the net investment. 
Under IFRS, investments in leveraged leases are generally re-
corded on a gross basis on the consolidated balance sheet as 
receivables from financial services, including the unguaranteed 
residual value, while the related non-recourse debt is presented 
as a financial liability. Interest on the receivable is recognized as 
revenue based on a constant rate of return before taxes, at the 
rate implicit in the lease. As a result, in the IFRS consolidated 
balance sheets as of December 31, 2006 and 2005 the Group 
reported additional receivables from financial services of €1.5 
billion and €2.0 billion and liabilities of €1.8 billion and €2.3 bil-
lion, respectively, compared to the US GAAP carrying amounts. 
In addition, certain investments in leveraged cross border leases 
are not accounted for as leases at all under IFRS, but represent 
financial instruments for which revenue is recognized based on 
their rate of return before income taxes. 

(g) Pensions and other post-employment benefits. The 
Group recorded directly in equity (retained earnings) in the open-
ing IFRS balance sheet as of January 1, 2005, the unrecognized 
actuarial net gains and losses relating to the Group’s pension 
and other post-employment benefit plans. 

The Group also adopted the recognition option for actuarial 
gains and losses provided under IAS 19, “Employee Benefits,” 
under which the Group does not immediately recognize actuarial 
gains and loss in income. Instead, the actuarial gains and losses 
are only recognized in the income statement starting in the fol-
lowing year when they exceed 10% of the greater of the present 
value of defined benefit obligations or the fair value of the plan 
assets applied on a plan-to-plan basis (corridor). While the same 
policy is applied under US GAAP, the amount of the corridor is 
different as a result of the election made at transition date to 
IFRS. 

Under US GAAP, SFAS 87, “Employers’ Accounting for Pen-
sions”, required an additional minimum pension liability in case 
the accrued pension liability was lower than the excess of the 
accumulated benefit obligation (not including salary increases) 
over the fair value of plan assets as of the date of the opening 
balance sheet (January 1, 2005) and as of December 31, 2005. 
In this case, an intangible asset was capitalized up to the 
amount of unrecognized prior service cost from retroactive plan 
amendments, with any excess recognized in other comprehen-
sive income (loss). IFRS does not provide for the recognition of 
any additional minimum pension liability. 

As of December 31, 2006, the Group adopted the recognition 
provisions of SFAS 158, “Employers’ Accounting for Defined 
Benefit Pension and Other Post-retirement Plans” under US 
GAAP. According to these provisions, the Group recognized the 
funded status of its pension and other post-retirement benefit 
plans on its balance sheet as of December 31, 2006, with an 
offsetting amount recorded in accumulated other comprehen-
sive income (loss). 

Plan amendments resulted in an increase in the projected bene-
fit obligation and a decrease in the accumulated post-
employment benefit obligation. Under US GAAP, these changes 
are amortized over the remaining years of service or estimated 
life expectancy for inactive employees beginning in the following 
financial year. Under IFRS, the changes regarding vested bene-
fits are recognized immediately in the income statement, the 
portion for non-vested benefits is required to be amortized until 
the obligations become vested. 
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(h) Provisions. In accordance with IFRS, long-term provisions 
must be discounted to their present value if the effect from dis-
counting is material. Under US GAAP, discounting is only per-
missible for specific types of provisions if the amount and timing 
of the cash flows can be reasonably predicted. 

This item also includes differences between US GAAP and IFRS 
relative to the accounting for early retirement agreements con-
cluded in the framework of the German Altersteilzeit benefits. 
Under US GAAP, all payments during the inactive phase are ac-
crued with a corresponding charge to earnings over the period 
from reaching an early retirement agreement to the end of the 
employment. Under IFRS, however, the incremental benefit 
payments are fully recognized as expenses at the time the early 
retirement agreement is signed. In 2006, DaimlerChrysler 
changed its estimates of the effects of employee bonuses and 
other benefits upon adoption of EITF 05-5 “Accounting for Early 
Retirement or Postemployment Programs with Specific Features 
(Such As Terms Specified in Altersteilzeit Early Retirement  
Arrangements)” and recognized a gain of €166 million or €102 
million, net of taxes. 

(i) Other adjustments. Other adjustments consist of a number 
of individually small different recognition and measurement pro-
visions, including the effects of the elections to adjust retained 
earnings at the transition date for accumulated foreign currency 
translation differences upon transition to IFRS on gains or losses 
from disposals of foreign operations, the recognition of gains 
from sales of real estate leased back under the terms of operat-
ing leases, puttable minority interest and other items. 

(j) Income taxes. The adjustments for income taxes are mainly 
due to the tax effects of differences between IFRS and US GAAP. 

This reconciliation item also includes adjustments owing to the 
use of different tax rates in the elimination of intercompany prof-
its, different valuation allowances on deferred taxes and differ-
ences in recognition of uncertain income tax benefits. 

For the elimination of intercompany profits, the deferred tax ef-
fects under IFRS are calculated by using the buyer’s tax rate as 
set forth in IAS 12, “Income Taxes”, whereas under US GAAP, 
SFAS 109, “Accounting for Income Taxes,” requires the use of 
the seller’s tax rate. 

The differing valuation allowances, mainly for state and local 
taxes in the United States of America, are a result of the varying 
temporary differences under US GAAP compared to IFRS. 

Until December 31, 2006, DaimlerChrysler recognized in its US 
GAAP financial statements the benefit of an uncertain income 
tax position only when it was probable that the tax position 
would be sustained based solely on the technical merits of the 
position and the application of the law. Under IFRS, the potential 
tax exposure from an uncertain income tax position has to be 
determined by using the best estimate of the probable amount 
which results in the recognition of the benefit from a tax position 
when it is more likely than not that it will be realized. 

Information on the statement of cash flows. The presenta-
tion of cash flows between IFRS and US GAAP differs primarily 
because of investments in development projects which are capi-
talized and reported as investing activities under IFRS, account-
ing for transfers of receivables which fail derecognition under 
IFRS and are presented as a secured borrowing under IFRS and 
inventory-related operating leases between DaimlerChrysler and 
a customer which are presented as operating activities under 
IFRS. 

 

 2006 2005 

(in millions of €)   

Cash provided by operating activities under  
US GAAP  14,016 12,353 

Differences 321 (1,321) 

Cash provided by operating activities under IFRS 14,337 11,032 

   

Cash used for investing activities under  
US GAAP (14,581) (11,222) 

Differences (1,276) 985 

Cash used for investing activities under IFRS (15,857) (10,237) 

   

Cash provided by (used for) financing activities 
under US GAAP 496 (1,513) 

Differences 1,900 229 

Cash provided by (used for) financing activities 
under IFRS 2,396 (1,284) 

 
 

3. Acquisitions and dispositions of interests in companies 

Acquisitions  

MFTBC. In 2003 and 2004, DaimlerChrysler acquired a 65% con-
trolling interest in Mitsubishi Fuso Truck and Bus Corporation 
(“MFTBC”) from Mitsubishi Motors Corporation (“MMC”) in two 
transactions for €1,251 million in cash. MFTBC is involved in the 
development, design, manufacture, assembly and sale of small, 
midsize and heavy-duty trucks and buses, primarily in Japan and 
other Asian countries.  

Subsequent to DaimlerChrysler’s acquisition of a controlling in-
terest in MFTBC, a number of quality problems were identified. 
DaimlerChrysler was able to assess those quality issues com-
prehensively and define necessary technical solutions and a 
course of action to implement them.  



 

19 

According to the two share purchase agreements, under which 
DaimlerChrysler acquired interests in MFTBC, DaimlerChrysler 
was entitled to a price adjustment if the warranty reserve re-
corded on the books of MFTBC proved to be inadequate. Nego-
tiations with MMC led to a settlement agreement on March 4, 
2005, in which the parties agreed on such a price adjustment. 
Under the terms of the settlement agreement, DaimlerChrysler 
received (i) the remaining 20% stake of MMC in MFTBC, (ii) a 
cash payment of €72 million, (iii) promissory notes with an ag-
gregate face value of €143 million, payable in four equal instal-
ments over the next four years and (iv) certain other assets and 
rights pertaining to the distribution of MFTBC products in one 
Asian market. The parties also clarified the terms of their coop-
eration under other ongoing agreements. The fair value assigned 
to the consideration received from MMC was €0.5 billion and 
has been allocated to income and goodwill consistent with  
DaimlerChrysler’s accounting for the quality issues prior to the 
transition to IFRS. Accordingly, €0.3 billion was recognized as a 
reduction of cost of sales and €0.2 billion was recognized as re-
duction of goodwill in 2005.  

As a result of the settlement with MMC, DaimlerChrysler’s con-
trolling interest in MFTBC increased from 65% to 85%. The ag-
gregate purchase price after giving effect to the price reduction 
was €1,014 million and goodwill of €59 million related to the 
final purchase price allocation of MFTBC was attributed to the 
Truck Group segment.  

Dispositions  

Off-Highway business. In September 2005, DaimlerChrysler 
acquired the 11.65% interest in MTU Friedrichshafen GmbH 
(“MTU-F”) held by minority shareholders for €171 million in cash, 
including direct transaction costs. DaimlerChrysler has subse-
quently owned 100% of the MTU-F shares. As a result of this 
transaction, DaimlerChrysler recorded goodwill of €134 million 
that was allocated to goodwill of Van, Bus, Other.  

On December 27, 2005, as part of the Group’s ongoing strategy 
to focus on its core automotive business, DaimlerChrysler en-
tered into a share sale and purchase agreement with the Swed-
ish investor group EQT regarding the sale of a major portion of 
its Off-Highway business, including the MTU-Friedrichshafen 
GmbH Group and the Off-Highway activities of Detroit Diesel 
Corporation. The sale was consummated in the first quarter of 
2006. The consideration received from the buyer consisted of 
€822 million in cash and a note receivable with a fair value of 
€58 million due in 2018, subject to customary adjustments. On 
October 31, 2006, the parties determined the final considera-
tion, which resulted in an increase of the sales price by €5 mil-
lion; the note receivable was redeemed by the acquirer for cash 
of €78 million. In 2006, the disposal of the Off-Highway business 
positively impacted Group’s net profit by €205 million and the 
segment profit (loss) (EBIT) by €266 million (including a gain on 
the sale of €233 million), €253 million and €13 million of which 
have been allocated to Van, Bus, Other and the Truck Group 
segments, respectively (see Note 33).  

American LaFrance. In the third quarter of 2005, as part of the 
Group’s ongoing strategy to focus on its core automotive busi-
ness, Freightliner, a wholly-owned US subsidiary of Daimler-
Chrysler, entered into an agreement to sell major parts of its 
subsidiary American LaFrance, a fire-truck manufacturer, to a US 
investment company. The sale was completed in the fourth quar-
ter of 2005. Prior to the sale and based on the agreed purchase 
price, Freightliner recorded asset impairment charges of €87 
million in 2005, related to the write-down of inventories and cer-
tain long-lived assets, which are reflected in cost of sales and in 
other operating income, net, of the Truck Group segment.  

 
4. Revenues 

Revenues on Group level consist of the following: 

 

 2006 2005 

(in millions of €)   

Sales of goods 136,448 135,356 

Rental and leasing business 10,202 9,126 

Interests from financial services business 5,736 5,885 

Sales of services 423 423 

 152,809 150,790 

 

Revenues by segments and regions are presented in Note 33.  

5. Functional costs 

New management model. In January 2006, DaimlerChrysler 
announced the new management model, the primary objective 
of which is to install integrated processes and eliminate redun-
dancies through the global integration of certain administrative 
functions. Under the new management model, DaimlerChrysler 
expects to reduce its worldwide administrative headcount by 
approximately 6,000 employees compared to the 2004 head-
count primarily through voluntary termination, early retirement 
contracts and regular attrition. Individual benefits will be based 
on age, salary levels and past service. The total costs for head-
count reductions, which are expected to be finalized by the end 
of 2008, are expected to approximate €1.3 billion.  

All charges to be incurred under the new management model 
are corporate-level costs that are not allocated to the segments 
but are included in the Group’s corporate items (see Note 33). 

Charges for employee severance of €361 million were recorded 
in the Group’s 2006 consolidated statement of income, primarily 
within general administrative expenses. €220 million and €41 
million were recorded as other financial liabilities and provisions 
for other risks, respectively, of which €2 million and €6 million, 
respectively, are not expected to be paid within one year. €45 
million are included in pension liabilities. 
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The changes in liabilities and provisions for the new manage-
ment model for 2006 were as follows: 

 

(in millions of €) 

Balance at January 1, 2006 - 

Charges 361 

Payments (54) 

Amount recognized and transferred to employee benefit plans (45) 

Currency translation (1) 

Balance at December 31, 2006 261 

 

Headcount reduction initiative at Mercedes Car Group. In 
September 2005, DaimlerChrysler initiated a program to en-
hance the competitiveness of the Mercedes Car Group. The pro-
gram encompassed a headcount reduction in Germany which 
was completed as scheduled in 2006. The headcount reduction 
was primarily realized through voluntary termination contracts 
for which the individual benefits were based on age, salary levels 
and past service.  

For the contracts signed in 2006 and 2005, expenditures of 
€1,023 million are expected to be incurred in total; charges of 
€286 million and €570 million were recorded in income for 2006 
and 2005, respectively, primarily within cost of sales. Amounts 
of €67 million and €100 million concerning 2006 and 2005, re-
spectively, were available under the terms of a deferred com-
pensation fund set up under the Compensation Framework 
Agreement (ERA), a collective bargaining agreement in Germany. 
Under this agreement, DaimlerChrysler had to recognize a liabil-
ity in prior years for ERA as a portion of the compensation in-
crease in these years was to be unconditionally paid to employ-
ees at a later date. In an agreement with the Employee Council 
of DaimlerChrysler, it was determined that the fund should be 
used for purposes such as severance and early retirement bene-
fits with any unused balance distributed to employees in other 
ways.  

The changes in the liabilities for severance benefits for 2005 and 
2006 were as follows: 

 
(in millions of €) 

Balance at January 1, 2005 - 

Initial charges 570 

Reclassifications from ERA 100 

Payments (70) 

Balance at December 31, 2005 600 

Additional charges 286 

Reclassifications from ERA 67 

Payments (783) 

Balance at December 31, 2006 170 

 

smart realignment. Based on the unit sales development of the 
smart roadster and the smart forfour and the downward revi-
sions to forecasted sales targets, DaimlerChrysler reduced its 
production and notified suppliers about declining production at 
the beginning of 2005. These developments resulted in in-
creased operating and cash flow losses and an expectation that 
losses would continue in future periods. Therefore, Daimler-
Chrysler evaluated the recoverability of the carrying amounts of 
the non-current assets that generated cash flows largely inde-
pendent of other assets and liabilities of the Group. The smart 
roadster had been assembled in a plant in France prior to the 
decision to cease production, whereas the asset group related to 
the smart forfour consisted of owned real estate and equipment 
for the production of the smart forfour. As a result of the im-
pairment tests, DaimlerChrysler recognized charges of €444 mil-
lion in 2005 in cost of sales representing the excess of the carry-
ing amount of these non-current assets over their recoverable 
amount. After the impairment charge, the remaining carrying 
amounts of land and buildings and other assets represented 
their estimated recoverable amounts. 

As a result of the deterioration of operations in the first quarter 
of 2005, DaimlerChrysler decided to cease production of the 
smart roadster by the end of 2005 and to provide incentives to 
dealers related to those vehicles. Thus, charges of €140 million 
were also included as a reduction of revenue or in cost of sales 
during 2005, in order to recognize the effects of inventory write-
downs, higher incentives and lower residual values of vehicles.  

Further costs related to the realignment of the smart business 
during 2005 amounted to €301 million and arose primarily from 
supplier claims which resulted from the discontinuation of the 
smart roadster and the reduction of the production volume for 
the smart forfour. Estimated payments to the dealer network are 
also included in this amount. These charges were recognized in 
cost of sales and in selling expenses.  

DaimlerChrysler also decided in 2005 not to proceed with the 
development of the smart SUV that was scheduled to be 
launched in the markets in 2006. As a result of the decision to 
abandon the smart SUV, tooling and equipment located in the 
designated assembly plant in Brazil and equipment still under 
construction with suppliers, for which firm purchase orders were 
in place, were written off in 2005 to the extent those assets 
could not be redeployed for other purposes. The charge 
amounted to €61 million and is recorded as other operating in-
come, net. Further, charges of €104 million were recognized 
during 2005 related to the liabilities arising from the cancellation 
of supply contracts which were also recognized as other operat-
ing income, net. 
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In addition, plans to reduce workforce at the locations in 
Böblingen (Germany) and Hambach (France) were approved in 
2005. According to those plans, by December 31, 2005, 185 
employees had been transferred to other Group operations and 
continued to work there while 236 German employees had ac-
cepted termination benefits in accordance with the terms of a 
collective bargaining agreement consisting of cash severance, 
continued pay for a period after the end of service and job 
placement assistance; the employee services ended with the 
acceptance of the termination agreements. Therefore, charges 
for employee termination benefits of €24 million are included in 
2005. In addition, charges for consulting services have been re-
corded totaling €7 million in 2005.  

Further expenses of €30 million resulted in 2005 from a goodwill 
impairment charge (see Note 10).  

Due to refinements of estimates for workforce reduction meas-
ures and for the stop of the smart roadster, DaimlerChrysler re-
corded income of €8 million during 2006, which is recognized in 
cost of sales and in general administrative expenses.  

As a consequence of the ongoing negative sales development of 
the smart forfour, DaimlerChrysler decided in the first quarter of 
2006 to cease the production of the smart forfour in 2006, to 
focus its smart brand solely on the smart fortwo and to integrate 
the activities of smart into the Mercedes-Benz organization. 

The smart forfour was assembled by Mitsubishi Motors Corpora-
tion (MMC) under the terms of a contract manufacturing agree-
ment. In March 2006, DaimlerChrysler and MMC signed a letter 
of intent which sets forth the general conditions of a termination 
of that agreement. In June 2006, the exit agreement was signed 
and production ceased. Based on these conditions, Daimler-
Chrysler recorded charges of €592 million for 2006, primarily 
relating to termination payments to MMC and suppliers. These 
charges are recognized in cost of sales.  

Additional charges totaling €334 million were recorded in 2006 
for inventory write-downs, higher incentives, recognition of lower 
estimated residual values of smart vehicles, and estimated pay-
ments for the reorganization of the distribution network. The 
charges were recognized in cost of sales (€97 million), selling 
expenses (€210 million) and as a reduction of revenues (€27 
million).  

Also in the first quarter of 2006, DaimlerChrysler approved plans 
to reduce the workforce located in Böblingen (Germany). Ac-
cording to the terms of the workforce reduction initiative, sever-
ance benefits consist of continued pay for a period after the end 
of service, job placement assistance and cash severance pay-
ments. Therefore, charges of €28 million were recognized in 
general administrative expenses in 2006.  

Associated with the discontinuation of the smart forfour produc-
tion, DaimlerChrysler terminated its involvement with a special 
purpose entity (“SPE”) and prematurely repaid the Group’s por-
tion of that SPE’s external debt. The early extinguishment of 
debt of the SPE resulted in a financial expense of €9 million 
which is included in interest expense, net for 2006.  

All charges related to the realignment of smart and to the can-
cellation of the production of the smart forfour, with the excep-
tion of the expenses relating to the early extinguishment of debt, 
were allocated to the Mercedes Car Group segment. The devel-
opment of balances that lead to payments in subsequent periods 
is summarized as follows: 

 

(in millions of €) 
Workforce 
reduction Other costs Total 

Balance at January 1, 2005 - - - 

Charges 24 552 576 

Payments (16) (443) (459) 

Balance at December 31, 2005 8 109 117 

Additional charges 21 815 836 

Adjustments (2) (6) (8) 

Payments (18) (808) (826) 

Balance at December 31, 2006 9 110 119 

 
 

The Mercedes Car Group expects the remaining balance of €119 
million to be paid in 2007.  

Advertising costs. In 2006, selling expenses include advertising 
costs of €2,563 million (2005: €2,512 million). 

Personnel expenses and number of employees. The following 
table shows personnel expenses included in the consolidated 
statement of income. Interest cost for pension and other post-
employment benefit plans and expected return on plan assets 
within personnel expenses are part of interest (expense), net 
(see Note 8): 

 

 2006 2005 

(in millions of €)   

Wages and salaries 19,101 19,750 

Social security and payroll costs 3,395 3,371 

Net pension cost (see Note 22) 288 552 

Net postretirement benefit cost (see Note 22) 825 829 

Other expenses for pensions and retirements 109 148 

 23,718 24,650 

 
 

In 2006, the Group employed a workforce of 365,753 (2005: 
386,465) people. Therein included are 13,104 (2005: 14,409) 
trainees / apprentices.  

Information on the compensation of the current and former 
members of the Board of Management and the current members 
of the Supervisory Board is included in Note 36.  
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6. Other operating income, net 

Other operating income, net, consists of the following:  

 

 2006 2005 

(in millions of €)   

Gains on sales of property, plant and equipment 354 350 

Rental income, other than income relating to  
financial services 107 101 

Gains on sales of companies 262 64 

Reimbursements under insurance policies 200 17 

Other miscellaneous items 540 443 

Other operating income 1,463 975 

Loss from sales of non-current assets (145) (150) 

Phase-out smart formore - (165) 

Goodwill impairment - (30) 

Other miscellaneous expenses (541) (554) 

Other operating expense (686) (899) 

 777 76 

 

Gains on sales of property, plant and equipment in 2006 mainly 
resulted from the sale of the former Corporate Headquarter in 
Stuttgart-Möhringen to IXIS Capital Partners (€158 million) and 
several properties. In 2005 a €240 million gain on the sale of the 
Chrysler Group’s Arizona Proving Grounds vehicle testing facility 
is included in gains on sales of property, plant and equipment. 

The sale of the major portion of the Group’s Off-Highway busi-
ness resulted in a gain of €233 million in 2006 (see also Note 3), 
of which €226 is included in gains on sales of companies. Due to 
the repurchase of a note by its issuer, a gain of €53 million was 
realized in 2005 and is recorded correspondingly. The note was 
issued by MTU Aero Engines Holding AG to DaimlerChrysler in 
the context of the sale of MTU Aero Engines GmbH in 2003 by 
DaimlerChrysler. 

Regarding the expenses due to the phase-out of the smart for-
more and the goodwill impairment see Note 5 under smart re-
alignment. 

 

7. Other financial income (expense), net 

 

  
 2006 2005 

(in millions of €)   

Expense from compounding of provisions1 (605) (493) 

Miscellaneous other financial income, net 531 683 

 (74) 190 

1  Without the expense from compounding the provisions for pensions and similar obligations.  

 

The mark-to-market valuation of the derivative instruments in 
connection with the EADS shares resulted in unrealized gains of 
€519 million in 2006 (2005: unrealized losses of €197 million) 
and are included in miscellaneous other financial income, net.  

In 2005, DaimlerChrysler sold all of its MMC shares for €970 
million in cash, resulting in a gain of €692 million included in 
DaimlerChrysler’s miscellaneous other financial income, net. 

 

8. Interest expense, net 

 

  
 2006 2005 

(in millions of €)   

Interest and similar income 653 522 

Interest and similar expenses (1,016) (1,195) 

Expected return on pension and other plan assets 2,750 2,466 

Interest cost for pension and other post-
employment benefit plans (2,788) (2,791) 

 (401) (998) 
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9. Income taxes 

Profit before income taxes consists of the following: 

 

  
 2006 2005 

(in millions of €)   

Germany 2,169 (24) 

Non-German countries 2,919 5,102 

 5,088 5,078 

 

The income (loss) in Germany includes the income (loss) from 
companies included at equity if the shares of those companies 
are held by German companies.  

Income tax expense is comprised of the following components: 

 

  
 2006 2005 

(in millions of €)   

Current taxes   

Germany 636 (187) 

Non-German countries 709 837 

Deferred taxes   

Germany 21 (406) 

Non-German countries (61) 619 

 1,305 863 

 

The deferred tax expenses (benefits) are comprised of the fol-
lowing components: 

 

  
 2006 2005 

(in millions of €)   

Deferred taxes (40) 213 

due to temporary differences 431 (419) 

due to tax loss carryforwards and tax credits (471) 632 

 

The deferred tax expenses (benefits) include expenses due to 
tax law changes of €18 million in 2006 (2005: €24 million). The 
current tax expenses contain benefits of €80million in 2006 
(2005: €469 million) recognized for prior periods. The change of 
the valuation allowance on deferred tax assets and the deferred 
tax benefit arising from previously unrecognized tax losses, tax 
credits or temporary differences resulted in a tax expense of 
€131 million in 2006 (2005: €118 million). 

For German companies, the deferred taxes for all periods pre-
sented were calculated using a federal corporate tax rate of 
25%, a solidarity tax surcharge of 5.5% for each year on federal 
corporate taxes plus the after federal tax benefit rate for trade 
tax of 12.125% for each year. Therefore, the tax rate applied to 
German deferred taxes amounted to 38.5%. For non-German 
companies, the deferred taxes at period-end were calculated 
using the tax rates of those countries. 

A reconciliation of expected income tax expense to actual in-
come tax expense determined using the applicable German 
combined statutory rate of 38.5% is included in the following 
table:  

 

  
 2006 2005 

(in millions of €)   

Expected income tax expense  1,959 1,955 

Foreign tax rate differential  (476) (508) 

Trade tax rate differential (28) (50) 

Tax effect of equity method investments 59 (75) 

Tax-free income due to the sale of MMC - (266) 

Other tax-free income and non-deductible  
expenses (225) (177) 

Other 16 (16) 

Actual income tax expense 1,305 863 

 

In 2006, DaimlerChrysler Corporation, a wholly-owned subsidiary 
of DaimlerChrysler, reached an agreement with the US Internal 
Revenue Service regarding its claim for research and develop-
ment credits for the tax years 2000 through 2002. The result of 
the agreement was an additional income tax benefit of €111 mil-
lion in 2006. In addition, DaimlerChrysler Corporation reduced 
its income tax expense in 2006 by €292 million reflecting ad-
justments to certain deferred tax balances and income tax re-
serves, primarily related to prior years. Those income tax bene-
fits were largely offset by additional estimated income tax ex-
penses of €252 million related to ongoing cross-border transfer 
pricing audits. The tax benefits and expenses are included in the 
line foreign tax rate differential. 

In 2006 and 2005, the Group recorded additional valuation al-
lowances on deferred tax assets of foreign subsidiaries. The re-
sulting tax expense is included in the line foreign tax rate differ-
ential. 
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In 2004, the US government enacted the American Jobs Crea-
tion Act of 2004 (“Act”), that provides for a special one-time tax 
deduction of 85% of certain earnings of non-US subsidiaries re-
patriated to the US, provided that certain criteria are met.  
DaimlerChrysler North America Holding Corporation, a wholly-
owned US subsidiary of DaimlerChrysler, completed its evalua-
tion of the Act in 2005. In the same year, DaimlerChrysler repa-
triated US $2.7 billion of dividends to the US, leading to an in-
come tax expense of €66 million. In the reconciliation of ex-
pected income tax expense to actual income tax expense the 
expense is included in the line foreign tax rate differential. 

In 2005, tax-free income at foreign companies arose relating to 
the compensation for MFTBC and the sale of other securities. 
The reduction of the calculated expected income tax expense on 
those issues is included in the line foreign tax rate differential.  

In 2005, DaimlerChrysler sold all of its MMC shares. The realized 
gain was not subject to income taxes. The expected tax expense 
on the tax-free gain was reversed in the line tax-free income due 
to the sale of MMC with an amount of €266 million.  

The line other tax-free income and non-deductible expenses in-
cludes furthermore mainly tax-free gains included in net periodic 
pension costs at the German companies and from financial 
transactions to hedge price risks of EADS shares. Moreover, the 
line other tax-free income and non-deductible expenses includes 
all other effects at German companies due to tax-free income 
and non-deductible expenses. 

Tax-free income at US companies arose in connection with the 
net periodic postretirement benefit costs in the year 2005. The 
reduction of the calculated expected tax expenses on this issue 
is included in the line foreign tax rate differential. Moreover, the 
line foreign tax rate differential includes all other reconciling 
items between expected and actual for income tax expense at 
foreign companies.  

In respect of each type of temporary difference and in respect of 
each type of unused tax losses and unused tax credits, the de-
ferred tax assets and liabilities before offset are summarized as 
follows: 

 

 
  At December, 31
 2006 2005 

(in millions of €)   

Intangible assets 309 311 

Property, plant and equipment 636 755 

Equipment on operating leases 901 845 

Inventories 714 741 

Financial assets 4,970 4,200 

Net operating loss and tax credit carryforwards 1,969 1,455 

Provisions for pensions and similar obligations 6,001 7,016 

Other provisions  5,651 6,315 

Liabilities 2,203 2,793 

Deferred income 1,511 1,740 

Other 115 137 

 24,980 26,308 

Valuation allowances (890) (814) 

Deferred tax assets 24,090 25,494 

Intangible assets (1,967) (1,958) 

Property, plant and equipment (3,597) (4,102) 

Equipment on operating leases (5,772) (6,145) 

Inventories (210) (342) 

Financial assets (3,391) (3,555) 

Provisions for pensions and similar obligations (2,646) (2,542) 

Other provisions (278) (262) 

Taxes on undistributed earnings of  
non-German subsidiaries (234) (261) 

Liabilities (968) (1,002) 

Other (526) (421) 

Deferred tax liabilities (19,589) (20,590) 

Deferred tax assets, net 4,501 4,904 

 

Deferred tax assets and deferred tax liabilities were offset if the 
deferred tax assets and liabilities relate to income taxes levied 
by the same taxation authority and if there is the right to set off 
current tax assets against current tax liabilities. In the balance 
sheet, the deferred tax assets and liabilities are not split into 
current and non-current. Of the total deferred tax assets, net in 
2006, €2,796 million (2005: €1,741 million) related to non-
current assets and liabilities and unused tax losses and tax cred-
its for which use is not expected to occur in the following year. 
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In 2006, the decrease of the deferred tax assets, net amounted 
to €403 million (2005: increase of €750 million) and was com-
posed of: 

 

 
2006 2005 

(in millions of €)   

Deferred tax expense (benefit) on financial assets 
available for sale charged or credited directly to 
related components of shareholders’ equity 25 (19) 

Deferred tax expense (benefit) on derivative finan-
cial instruments charged or credited directly to 
related components of shareholders’ equity 175 (507) 

Reduction of investor level goodwill (25) - 

Other neutral decrease (increase)1 268 (437) 

Deferred tax expense (benefit) (40) 213 

1  Primarily changes from currency translation. 

 

In 2006, tax benefits of €25 million from the reversal of deferred 
tax asset valuation allowances at subsidiaries were recorded as 
a reduction of investor-level goodwill. 

Including the items charged or credited directly to related com-
ponents of shareholders’ equity without an effect on earnings 
(including items charged or credited from investments ac-
counted for using the equity method), the expense (benefit) for 
income taxes consists of the following: 

 

 
2006 2005 

(in millions of €)   

Income tax expense 1,305 863 

Income tax expense (benefit) recorded in  
other reserves 182 (865) 

Income tax deduction in excess of compensation 
expense for equity-settled employee stock option  
plans  . (19) 

 1,487 (21) 

 

At December 31, 2006, the Group had corporate tax net operat-
ing losses (“NOLs”) amounting to €1,770 million (2005: €1,528 
million), trade tax NOLs amounting to €26 million (2005: €129 
million) and tax credit carryforwards amounting to €864 million 
(2005: €476 million). The corporate tax NOLs relate mainly to 
losses of foreign companies and are partly limited in their use to 
the Group. Of the total amount of corporate tax NOLs at De-
cember 31, 2006, €25 million expire at various dates from 2008 
through 2010, €310 million in 2011, €373 million in 2012, €276 
million in 2013, €110 million expire at various dates from 2014 
through 2025, €370 million in 2026 and €306 million can be 
carried forward indefinitely. The tax credit carryforwards relate 
mainly to US companies and are partly limited in their use to the 
Group.  

Of the total amount of tax credit carryforwards at December 31, 
2006, €44 million expire from 2007 through 2020, €146 million 
expire from 2025 through 2026 and €674 million can be carried 
forward indefinitely. The trade tax NOLs are not limited in their 
use. The companies of the Off-Highway Business unit, which are 
shown as held for sale, are included at December 31, 2005 in 
the corporate and trade tax NOLs with €21 million each. More-
over, tax loss carryforwards relating to state and local taxes ex-
isted at US companies, which are charged at a very low tax rate. 

The valuation allowances relate to deferred tax assets of foreign 
companies and increased by €76 million from December 31, 
2005 to December 31, 2006. At December 31, 2006, the valua-
tion allowance on deferred tax assets relates - amongst others - 
to corporate tax net operating losses amounting to €173 million 
and tax credit carryforwards amounting to €19 million. Of the 
total amount of deferred tax assets adjusted by a valuation al-
lowance for, deferred tax assets for corporate tax net operating 
losses amounting to €6 million expire at various dates from 
2008 through 2009, €124 million expire in 2011, €27 million at 
various dates from 2012 through 2026 and €16 million can be 
carried forward indefinitely and deferred tax assets for tax credit 
carryforwards amounting to €19 million expire at various dates 
from 2009 through 2016. Furthermore, for a big part, the valua-
tion allowance relates to temporary differences and net operat-
ing losses for state and local taxes at the US companies.  
DaimlerChrysler believes that it is more likely than not that the 
deferred tax assets cannot be used. DaimlerChrysler believes 
that it is more likely than not that due to future taxable income, 
deferred tax assets which are not subject to valuation allow-
ances can be used. In future periods DaimlerChrysler’s estimate 
of the amount of deferred tax assets that is considered realiz-
able may change, and hence the valuation allowances may in-
crease or decrease. 

DaimlerChrysler recorded deferred tax liabilities for non-German 
withholding taxes of €169 million (2005: €188 million) on 
€3,371 million (2005: €3,764 million) in cumulative undistrib-
uted earnings of non-German subsidiaries and additional German 
tax of €65 million (2005: €73 million) on the future payout of 
these foreign dividends to Germany because as of today, the 
earnings are not intended to be permanently reinvested in those 
operations.  

The Group did not provide income taxes or non-German with-
holding taxes on €10,670 million (2005: €9,996 million) in cu-
mulative earnings of non-German subsidiaries because the earn-
ings are intended to be indefinitely reinvested in those opera-
tions. If the dividends are paid out, the dividends must be taxed 
at 5% German tax and, if applicable, with non-German withhold-
ing tax. Additionally, income tax consequences could arise if the 
dividends first have to be distributed from a non-German  
subsidiary to a non-German Holding company. Normally, the dis-
tribution would lead to additional income tax expenses. It is not 
practicable to estimate the amount of unrecognized deferred tax 
liabilities for these undistributed foreign earnings. 
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The Group has various unresolved issues concerning open in-
come tax years with the tax authorities in a number of jurisdic-
tions. DaimlerChrysler believes that it has recorded adequate 
provisions for any future income taxes that may be owed for all 
open tax years.  

 

 
 

 

10. Intangible assets 

The intangible assets developed as follows:  

 

 
Goodwill

(acquired) 

 
Development 

 costs 
(internally 

 generated) 

Other intangi-
ble assets
(acquired) Total 

(in millions of €)     

Acquisition or manufacturing costs 

Balance at January 1, 2005 3,049 7,432 3,194 13,675 

Additions due to business combinations 182 - - 182 

Other additions - 1,150 480 1,630 

Reclassifications - - 170 170 

Reclassification to assets held for sale (Off-Highway activities) (309) (69) (36) (414) 

Disposals (211) (498) (598) (1,307) 

Other changes1 377 336 84 797 

Balance at December 31, 2005 3,088 8,351 3,294 14,733 

Additions due to business combinations 8 - - 8 

Other additions - 1,006 340 1,346 

Reclassifications  - - 10 10 

Disposals (48) (425) (421) (894) 

Other changes1 (262) (260) (91) (613) 

Balance at December 31, 2006 2,786 8,672 3,132 14,590 

     

Amortization     

Balance at January 1, 2005 1,046 2,974 1,866 5,886 

Additions 30 813 614 1,457 

Reclassifications - - 2 2 

Reclassification to assets held for sale (Off-Highway activities) - (50) (16) (66) 

Disposals (5) (492) (559) (1,056) 

Other changes1 130 131 68 329 

Balance at December 31, 2005 1,201 3,376 1,975 6,552 

Additions - 889 604 1,493 

Reclassifications - - 1 1 

Disposals (2) (425) (377) (804) 

Other changes1 (102) (95) (69) (266) 

Balance at December 31, 2006 1,097 3,745 2,134 6,976 

     

Carrying amount at December 31, 2005 1,887 4,975 1,319 8,181 

Carrying amount at December 31, 2006 1,689 4,927 998 7,614 

1  Primarily changes from currency translation. 
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At December 31, 2006 and 2005, the carrying amounts of 
goodwill allocated to the Group’s reporting segments were (ex-
cluding investor level goodwill relating to investments accounted 
for using the equity method): 

 

 
Mercedes 
Car Group  

Chrysler 
Group 

Truck 
Group 

Financial 
Services 

Van, Bus,
 Other Total 

(in millions of €) 

2006 192 927 392 71 107 1,689 

2005 199 1,035 475 63 115 1,887 

 

As a result of the annual 2005 goodwill impairment test, a 
goodwill impairment charge at smart of €30 million was recog-
nized. The amount was related to Mercedes Car Group and is 
included in other operating income, net (see Notes 5 and 6). 

At December 31, 2006, DaimlerChrysler’s intangible assets that 
are subject to amortization are comprised of development costs 
of €3,481 million (2005: €3,176 million), tooling cost subsidies 
of €261 million (2005: €528 million), software for internal use of 
€276 million (2005: €343 million) as well as concessions, indus-
trial property rights and similar rights amounting to €268 million 
(2005: €270 million). 

Non-amortizable intangible assets at December 31, 2006, are 
comprised of goodwill, development cost of €1,446 (2005: 
€1,799) million for projects which have not yet been completed, 
and other intangible assets of €110 (2005: €130) million. Other 
non-amortizable intangible assets include mainly trademarks, 
which relate to the Truck Group and can be utilized without re-
strictions. 

The total amortization expense for intangible assets is presented 
in the income statement as follows: 

 

  2006 2005 

(in millions of €) 

Cost of sales 1,356 1,315 

Selling expenses 33 38 

General administrative expenses 88 65 

Research and non-capitalized development costs 16 9 

Other operating income, net - 30 

 1,493 1,457 

 

The weighted average useful life of the other amortizable intan-
gible assets is 4 years, based on the additions in 2006. The es-
timated amortization expense for the other intangible assets 
over the next five years is: 

 

 2007 2008 2009 2010 2011 

(in millions of €) 

Amortization  
expense 378 192 106 50 31 
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11. Property, plant and equipment 

Property, plant and equipment developed as follows: 

 

Land, leasehold 
improvements and 
buildings including 

buildings on land 
owned by others 

Technical 
equipment 

and machinery 

Other  
equipment, 

 factory and 
 office 

 equipment 

Advance pay-
ments relating 

to plant and 
equipment and 
construction in 

progress Total 

(in millions of €) 

Acquisition or manufacturing costs      

Balance at January 1, 2005 19,827 30,472 23,832 4,249 78,380 

Additions due to business combinations - - - - - 

Other additions 260 839 1,500 3,917 6,516 

Reclassifications 368 1,912 1,503 (3,966) (183) 

Reclassification to assets held for sale (Off-Highway activities) (203) (347) (204) (17) (771) 

Disposals (210) (1,496) (1,652) (30) (3,388) 

Other changes1 1,089 2,657 2,236 509 6,491 

Balance at December 31, 2005 21,131 34,037 27,215 4,662 87,045 

Additions due to business combinations . . . . . 

Other additions 228 882 1,023 4,026 6,159 

Reclassifications 489 1,756 2,202 (4,490) (43) 

Disposals (643) (1,732) (1,660) (47) (4,082) 

Other changes1 (1,150) (2,458) (1,851) (370) (5,829) 

Balance at December 31, 2006 20,055 32,485 26,929 3,781 83,250 

      

Depreciation      

Balance at January 1, 2005 9,221 20,378 16,066 74 45,739 

Additions 635 2,934 2,325 12 5,906 

Reclassifications (7) (8) 56 (2) 39 

Reclassification to assets held for sale (Off-Highway activities) (128) (269) (162) - (559) 

Disposals (76) (1,420) (1,320) - (2,816) 

Other changes1 454 1,543 1,427 17 3,441 

Balance at December 31, 2005 10,099 23,158 18,392 101 51,750 

Additions 534 2,394 2,748 - 5,676 

Reclassifications (73) (25) 88 1 (9) 

Disposals (416) (1,683) (1,505) (1) (3,605) 

Other changes1 (463) (1,642) (1,199) (5) (3,309) 

Balance at December 31, 2006 9,681 22,202 18,524 96 50,503 

      

Carrying amount at December 31, 2005 11,032 10,879 8,823 4,561 35,295 

Carrying amount at December 31, 2006 10,374 10,283 8,405 3,685 32,747 

1  Primarily changes from currency translation. 

 

Impairment charges related to the realignment of smart  
amounted to €444 million in 2005. 

Property, plant and equipment includes buildings, technical 
equipment and other equipment capitalized under finance lease 
arrangements of €479 million (2005: €341 million). In 2006, de-
preciation expense and impairment charges on assets under fi-
nance lease arrangements amounted to €80 million (2005: €55 
million). 

 

Future minimum lease payments due from property, plant and 
equipment under finance leases at December 31, 2006 
amounted to €740 million (2005: €472 million). The reconcilia-
tion of future minimum lease payments from finance lease ar-
rangements to the corresponding liabilities is as follows: 

 

 

 



 

29 

Amount of future 
minimum lease payments from 

finance lease agreements
At December 31, 

Less interest  
included 

At December 31, 

Liabilities from 
finance lease agreements

At December 31, 
 2006 2005 2006 2005 2006 2005 

(in millions of €)       

Maturity       

within one year 90 75 28 16 62 59 

within one and two years 71 72 29 12 42 60 

within two and three years 61 53 27 16 34 37 

within three and four years 59 33 22 14 37 19 

within four and five years 55 30 24 9 31 21 

later than 5 years 404 209 119 66 285 143 

 740 472 249 133 491 339 

 

 

12. Equipment on operating leases 

Equipment on operating leases developed as follows: 

 

 

Non- 
inventory 

 related assets 
Inventory

 related assets Total 

(in millions of €) 

Acquisition or manufacturing costs    

Balance at January 1, 2005 24,664 10,399 35,063 

Additions due to business combinations - - - 

Other additions 12,432 7,764 20,196 

Reclassifications (187) - (187) 

Disposals (8,063) (6,840) (14,903) 

Other changes1 4,134 557 4,691 

Balance at December 31, 2005 32,980 11,880 44,860 

Additions due to business combinations - - - 

Other additions 15,840 8,662 24,502 

Reclassifications 3 30 33 

Disposals (9,328) (7,884) (17,212) 

Other changes1 (3,512) (387) (3,899) 

Balance at December 31, 2006 35,983 12,301 48,284 

    

Depreciation    

Balance at January 1, 2005 6,537 1,767 8,304 

Additions 4,641 1,783 6,424 

Reclassifications (41) - (41) 

Disposals (3,590) (1,578) (5,168) 

Other changes1 1,007 98 1,105 

Balance at December 31, 2005 8,554 2,070 10,624 

Additions 5,775 1,764 7,539 

Reclassifications 1 6 7 

Disposals (4,359) (1,565) (5,924) 

Other changes1 (866) (45) (911) 

Balance at December 31, 2006 9,105 2,230 11,335 

    

Carrying amount at December 31, 2005 24,426 9,810 34,236 

Carrying amount at December 31, 2006 26,878 10,071 36,949 

1  Primarily changes from currency translation 
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Assets, subject to operating leases which are purchased by Fi-
nancial Services from independent third parties and leased to 
customers are considered non-inventory related assets. In con-
trast, assets, subject to a sale under which the Group guaran-
tees the minimum resale value or assets which DaimlerChrysler 
leases directly as manufacturer, are considered inventory related 
assets, which are reclassified from inventories to equipment on 
operating leases on conclusion of an arrangement. Since this is 
not treated as sale, the manufacturer profit on these vehicles is 
not recognized on conclusion of the arrangement. Cash flows 
from the purchase or sale of non-inventory related assets are 
presented as investing activities within the consolidated state-
ments of cash flows. In contrast, cash flow effects attributable 
to inventory related leased assets are presented as operating 
activities.  

Minimum lease payments. Non-cancellable future lease pay-
ments to DaimlerChrysler for equipment on operating leases are 
due as follows: 

 
At December 31, 

2006 2005 

(in millions of €)   

Maturity   

within one year 6.288 6,989 

within one and two years 4,191 3,877 

within two and three years 1,838 1,963 

within three and four years 439 660 

within four and five years 136 116 

later than 5 years 64 64 

 12,956 13,669 

 

13. Investments accounted for using the equity method 

As of December 31, 2006, the European Aeronautic Defence 
and Space Company EADS N.V. (“EADS”) was the most signifi-
cant investment accounted for under the equity method.  

The carrying amount of DaimlerChrysler’s investment in EADS at 
December 31, 2006 and 2005 was €4,371 million and €4,706 
million, respectively. At December 31, 2006, the market value of 
DaimlerChrysler’s investment in EADS on a 33%-basis based on 
quoted market prices was €6,960 million. 

On July 7, 2004, DaimlerChrysler entered into a securities lend-
ing agreement with Deutsche Bank AG concerning an approxi-
mate 3% interest in EADS shares. The securities lending has sev-
eral tranches with terms ranging between three and four years. 
As collateral, DaimlerChrysler received a lien on a securities  
account of equivalent value to the shares loaned by Daimler-
Chrysler. Simultaneously the Group also entered into options 
based on EADS shares which provide it with the rights to sell 
these EADS shares between October 2007 and October 2008 at 
a fixed strike price but give the counterparty the right to partici-
pate in increases of the share price above a higher threshold 
while obtaining protection against a decrease of the share price 
below a minimum amount per share.  

In addition, on April 4, 2006, DaimlerChrysler entered into a for-
ward transaction with several financial institutions pertaining to 
a 7.5% interest in EADS. Simultaneously, DaimlerChrysler en-
tered into a securities lending agreement with those financial 
institutions for the same number of shares of EADS. As collat-
eral, DaimlerChrysler received a lien on a securities account of 
equivalent value to the shares loaned by DaimlerChrysler.  

The transactions contracted on July 7, 2004, and April 4, 2006, 
reduced the Group’s legal ownership percentage in EADS, which 
was 22.5% as of December 31, 2006. As these transactions, 
however, do not meet the criteria of a sale, the EADS shares un-
derlying these transactions continue to be carried as an invest-
ment on the balance sheet and, accordingly, DaimlerChrysler 
still accounted in 2006 for its 33% equity interest in EADS using 
the equity method of accounting. All derivatives relating to EADS 
shares are accounted for as derivatives with changes in fair 
value subsequent to initial measurement recognized in other fi-
nancial income (expense), net. The mark-to-market valuations of 
these derivatives resulted in unrealized gains of €519 million in 
2006. In 2005, the valuation resulted in unrealized losses of 
€197 million.  

In January 2007, DaimlerChrysler settled the forward transaction 
contracted on April 4, 2006, by transferring its 7.5% interest in 
EADS for cash proceeds of €1,994 million.  

On March 13, 2007, a subsidiary of DaimlerChrysler issued eq-
uity interests to investors in exchange for €1.5 billion of cash. 
The newly issued equity interest can be redeemed by Daimler-
Chrysler on or after July 1, 2010 into a 7.5% interest in EADS or 
into cash equal to the then fair value of that interest in EADS. 
The transaction did not reduce DaimlerChrysler’s interest in 
EADS. 

DaimlerChrysler’s equity in the income (or loss) of EADS was 
€(193) million in 2006 and €489 million in 2005 respectively, 
including investor-level adjustments. DaimlerChrysler’s equity in 
the income (or loss) of EADS is shown in the Group’s consoli-
dated statements of income within share of profit (loss) from 
companies accounted for using the equity method, net. The 
2006 result is based on financial information of EADS on a three-
month time lag adjusted for significant transactions and events 
during the intervening period between September 30, 2006 and 
the Group’s reporting date December 31, 2006. The adjust-
ments contain primarily charges recorded by EADS in the forth 
quarter of 2006 in connection with the A380 aircraft program 
due to delivery delays and the decision to launch the industrial 
program for the new A350XWB aircraft family. 
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The following table presents summarized IFRS financial informa-
tion for EADS, which was the basis for applying the equity 
method in the Group’s consolidated financial statements (for 
2006 including true up impact): 

 
 

2006 2005 

(in millions of €)   

Income statement information1 

Sales 38,109 33,461 

Net profit (loss) (585) 1,480 

   

Balance sheet information2   

Non-current assets 29,866 29,542 

Other assets 38,562 37,112 

Total assets 68,428 66,654 

   

Equity attributable to shareholders of EADS 13,066 14,081 

Minority interest 72 44 

Provisions 10,712 9,479 

Other liabilities 44,578 43,050 

Total equity and liabilities 68,428 66,654 

1 Figures for the period from October 1 to September 30 adjusted for significant transactions 
and events during fourth quarter of 2006. 

2 Figures as of the balance sheet date September 30, adjusted for significant transactions and 
events during fourth quarter of 2006. 

14. Receivables from financial services 

Receivables from financial services are comprised of the  
following: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 At December 31, 2006 At December 31, 2005 
 Current Non-current Total Current Non-current Total 

(in millions of €) 

Receivables from        

Retail 18,922 35,681 54,603 20,032 41,204 61,236 

Wholesale 17,345 1,837 19,182 18,647 2,270 20,917 

Other 112 4,196 4,308 146 5,187 5,333 

Gross carrying amount 36,379 41,714 78,093 38,825 48,661 87,486 

Allowance for doubtful accounts (390) (534) (924) (499) (806) (1,305) 

Carrying amount, net 35,989 41,180 77,169 38,326 47,855 86,181 
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Types of receivables. Retail receivables include loans and  
finance leases to end users of the Group’s products who  
purchased their vehicle either from a dealer or directly from 
DaimlerChrysler.  

Wholesale receivables represent loans for floor financing pro-
grams for vehicles sold by the Group’s automotive businesses to 
the dealer or loans for assets purchased by the dealer from third 
parties, primarily used vehicles traded in by the dealer’s cus-
tomer or real estate such as dealer showrooms. 

Other receivables mainly represent non-automotive assets from 
contracts of the financial services business with third parties. 

Wholesale receivables from the sale of vehicles from the Group’s 
inventory to independent dealers as well as retail receivables 
from the sale of DaimlerChrysler’s vehicles directly to retail cus-
tomers relate to the sale of the Group’s inventory. The cash flow 
effects of such receivables are presented within the consoli-
dated cash provided by operating activities. All cash flow effects 
attributable to receivables from financial services that are not 
related to the sale of inventory to DaimlerChrysler’s independent 
dealers or direct customers are classified within the cash used 
for investing activities. 

Allowances. Changes in the allowance for doubtful accounts for 
receivables from financial services, recognized under cost of 
sales, were as follows: 

 

  
 2006 2005 

(in millions of €) 

Balance at January 1 1,305 1,278 

Charged to costs and expenses 462 630 

Amounts written off (641) (561) 

Reversals (108) (150) 

Currency translation and other changes (94) 108 

Balance at December 31 924 1,305 

 

Credit risks. The following chart gives an overview about the 
extent of credit risks included in receivables from financial ser-
vices: 

 

 At December 31, 
 2006 2005 

(in millions of €)   

Receivables, neither past due nor impaired 67,979 77,121 

Receivables past due, not impaired individually   

less than 30 days 5.403 6,055 

30 to 59 days 739 722 

60 to 89 days 204 129 

90 to 119 days 50 41 

120 days or more 238 170 

Total 6,634 7,117 

Receivables impaired individually 2,556 1,943 

Carrying amount, net 77,169 86,181 

 

Receivables past due but not individually impaired include col-
lective impairment allowances set aside to cover credit losses. 

The carrying amount of receivables from financial services, of 
which the terms have been renegotiated and that would other-
wise be past due or impaired as of December 31, 2006 was €80 
million (2005: €113 million). 

Further information on financial risks and nature of risks are de-
scribed in detail in Note 32. 

Finance leases. Finance leases consist of sales-types leases of 
vehicles to the Group’s direct retail customers and of direct-
financing leases of vehicles to customers of the Group’s inde-
pendent dealers including leveraged cross border leases of non-
automotive assets to third parties. 

Contractual future lease payments to DaimlerChrysler for  
finance leases are due as follows: 

 

 
At December 31,

 2006 2005 

(in millions of €) 

Maturity   

within one year 4,201 4,055 

within one and two years 2,967 3,164 

within two and three years 2,305 2,367 

within three and four years 1,509 1,332 

within four and five years 894 687 

later than 5 years 5,868 6,787 

 17,744 18,392 

 

Actual cash flows may differ from contractual maturities mainly 
due to early terminations and prepayments.
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Maturities of the finance lease contracts are comprised of the 
following:  

 

 At December 31, 2006 At December 31, 2005 

 
 

< 1 year 
1 year up to

 5 years > 5 years  Total < 1 year 
1 year up to 

 5 years > 5 years  Total 

(in millions of €)         

Contractual future lease payments 4,201 7,675 5,868 17,744 4,055 7,550 6,787 18,392 

Unguaranteed residual values 182 365 316 863 126 373 456 955 

Gross investment 4,383 8,040 6,184 18,607 4,181 7,923 7,243 19,347 

Unearned finance income (556) (1,584) (2,290) (4,430) (563) (693) (3,832) (5,088) 

Gross carrying amount 3,827 6,456 3,894 14,177 3,618 7,230 3,411 14,259 

Allowances for doubtful accounts (89) (149) (1) (239) (138) (129) (177) (444) 

Carrying amount, net  3,738 6,307 3,893 13,938 3,480 7,101 3,234 13,815 

 

Leveraged cross border leases. Leveraged cross border 
leases, included in the above table, involve arrangements de-
signed to achieve tax advantages for the investor that are shared 
with its contractual partner. DaimlerChrysler’s risk of loss is lim-
ited to the equity investment. Leveraged cross border lease 
transactions are recorded net of non-recourse debt. Revenues 
from these arrangements are recognized based on the effective 
interest method using the implicit rate of return that considers 
the net pre-tax cash flows underlying the transactions.  

The investments in leveraged cross border leases consist of air-
craft, railroad rolling stock, vessels and real estate; the contrac-
tual maturities range from 15 to 52 years. The carrying amount 
of leveraged cross border leases as of December 31, 2006 and 
2005 was €1,401 million and €1,531 million, respectively. In-
cluded in line item revenues, DaimlerChrysler recognized income 
of €41 million (2005: €40 million) relating to these transactions. 

 

Sale of receivables. Based on market conditions and liquidity 
needs, DaimlerChrysler may sell portfolios of retail and whole-
sale receivables to third parties (i.e. special purpose entities). 
DaimlerChrysler determines at the time of the sale, whether the 
legally transferred receivables meet the criteria for derecogni-
tion in conformity with the appropriate provisions (see Note 1). If 
the criteria are not met, the receivables will still be recognized in 
the Group’s consolidated balance sheets. 

As of December 31, 2006, the carrying amount of receivables 
from financial services transferred in asset-backed security 
(ABS)-transactions to special purpose entities and multiseller 
conduits, but not derecognized amounted to €22,987 million 
(2005: €22,818 million); the associated risks and rewards 
mainly complied with the receivables from financial services that 
have not been transferred. For information on the related liabili-
ties in total, associated with these receivables not derecognized, 
see Note 24. These receivables are pledged as collateral for the 
associated financial liabilities. 

As of December 31, 2006, the carrying amount of receivables 
from financial services transferred in “whole loan sales”, which 
met the criteria for derecognition amounts to €2,556 million 
(2005: €1,931 million). 

 
15. Other financial assets 

The item other financial assets shown in the consolidated  
balance sheets is comprised of the following classes: 

  At December 31, 2006  At December 31, 2005 
 Current Non-current Total Current Non-current Total 

(in millions of €) 

Available-for-sale financial assets 2,885 4,513 7,398 1,164 5,299 6,463 

Thereof equity instruments - 1,366 1,366 - 1,645 1,645 

Thereof debt instruments 2,885 3,147 6,032 1,164 3,654 4,818 

Financial assets at fair value through profit or loss 1,197 - 1,197 446 - 446 

Derivative financial instruments used in hedge accounting 677 616 1,293 219 388 607 

Other receivables and financial assets 2,284 760 3,044 2,077 893 2,970 

Carrying amount 7,043 5,889 12,932 3,906 6,580 10,486 
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The Group’s liquidity management comprises particularly of se-
curities amounting to €6,038 million in 2006 (2005: €4,944 mil-
lion), which are included in the item other financial assets. 

Available-for-sale financial assets. The item equity instru-
ments comprises the following: 

 

At December 31,
 2006 2005 

(in millions of €)   

Equity instruments at fair value 710 893 

Equity instruments at cost 656 752 

Carrying amount 1,366 1,645 

 

Equity instruments at cost were tested for impairment when an 
impairment indicator occurred. In 2006 and 2005, equity in-
struments at cost with carrying amounts of €199 million and 
€197 million, respectively, were tested for impairment. In 2006 
and 2005, no unrealized losses were recognized.  

In the reporting year equity instruments at cost with a carrying 
amount of €20 million (2005: €11 million) were sold. The real-
ized gains from the sales were €45 million in 2006 (2005: €9 
million). As of December 31, 2006, the Group did not intend to 
dispose any reported equity instruments at cost. 

As of December 31, 2006, the table below shows the (amor-
tized) costs, fair values, gross unrealized holding gains and 
losses of equity instruments carried at fair value and debt in-
struments broken down by security class. The unrealized losses 
that have existed for less than one year and the unrealized 
losses that have existed for one year or longer are shown sepa-
rately together with their appropriate fair values. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 Cost Fair value 
Unrealized

 gain 

Unrealized loss less 1 year
Fair value Unrealized 

 loss 

Unrealized loss 1 year or more 
Fair value Unrealized 

 loss 

Unrealized loss total
Fair value Unrealized 

 loss 

(in millions of €)          

Equity securities 116 574 458 - - - - - - 

Debt-based funds 136 136 1 78 1 - - 78 1 

Debt securities issued by 
the German government 
and other political  
subdivisions 631 631 1 105 1 - - 105 1 

Debt securities issued  
by non-German  
governments 27 27 - - - - - - - 

Corporate debt securities 3,244 3,266 24 240 1 96 1 336 2 

Mortgage-backed  
securities 628 626 1 242 2 54 1 296 3 

Securities backed  
by other assets 219 219 - - - - - - - 

Other debt securities 1,258 1,263 6 50 1 - - 50 1 

 6,259 6,742 491 715 6 150 2 865 8 
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As of December 31, 2005, these values were as follows:  

 

 Cost Fair value Unrealized gain 

Unrealized loss less 1 year
Fair value Unrealized 

 loss 

Unrealized loss 1 year or more 
Fair value Unrealized 

 loss 

Unrealized loss total
Fair value Unrealized 

 loss 

(in millions of €)          

Equity securities 279 664 388 12 3 - - 12 3 

Debt-based funds 228 229 1 - - - - - - 

Debt securities issued by 
the German government 
and other political  
subdivisions 205 205 - - - - - - - 

Debt securities issued  
by non-German  
governments 778 777 - 34 1 - - 34 1 

Corporate debt securities 3,068 3,069 10 547 6 26 3 573 9 

Mortgage-backed  
securities 318 317 1 68 1 35 1 103 2 

Securities backed by  
other assets 190 190 - - - - - - - 

Other debt securities 260 260 - - - - - - - 

 5,326 5,711 400 661 11 61 4 722 15 

 

The table below shows the carrying amounts of debt instruments 
by contractual maturity. Expected maturities may differ from 
contractual maturities because borrowers may have the right to 
call or prepay obligations with or without penalty. 

 

At December 31,
 2006 2005 

(in millions of €)   

Due after one year through five years 1,904 1,976 

Due after five years through ten years 282 508 

Due after more than ten years 961 1,170 

Carrying amount 3,147 3,654 

 

Proceeds from disposals of equity instruments carried at fair 
value and debt instruments were €9,205 million (2005: €10,336 
million). The realized gains from sales of these instruments were 
€17 million (2005: €847 million), while the realized losses were 
€9 million (2005: €8 million).  

Financial assets at fair value through profit or loss. This 
class comprises the following items: 

 

 At December 31, 
 2006 2005 

(in millions of €)   

Trading securities 207 163 

Derivative financial instruments not used in 
hedge accounting 990 283 

Carrying amount 1,197 446 

 

The gains carried in the 2006 consolidated statement of income 
related to trading securities were €2 million (2005: €- million). 
The losses carried in these instruments were €1 million in 2006 
(2005: €6 million).  

Derivatives. For explanations relating to derivatives see Note 
31. 

Other receivables and financial assets. Other receivables and 
financial assets comprise of receivables from affiliated compa-
nies, receivables from related companies and loans. 
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16. Other assets 

The remaining non-financial assets are comprised of the follow-
ing: 

 
 
 
 

 
 

At December 31, 2006 At December 31, 2005 
 Current Non-current Total Current Non-current Total 

(in millions of €) 

Reimbursements due to income tax refunds 630 209 839 397 18 415 

Reimbursements due to other tax refunds 883 37 920 1.015 6 1.021 

Reimbursements due to Medicare Act (USA) - 1.329 1.329 - 1.564 1.564 

Other expected reimbursements 410 188 598 368 135 503 

Prepaid expenses 503 275 778 538 258 796 

Others 497 682 1.179 493 674 1.167 

Carrying amount 2.923 2.720 5.643 2.811 2.655 5.466 

 

Other expected reimbursements are predominantly to recovery 
claims from our suppliers in connection with issued product 
guarantees. 

 

17. Inventories 

 
 At December, 31 
 2006 2005 

(in millions of €)   

Raw materials and manufacturing supplies 2,181 1,950 

Work-in-process 3,137 3,085 

Finished goods, parts and products  
held for resale 13,036 14,618 

Advance payments to suppliers 42 46 

Carrying amount 18,396 19,699 

 

The production cost of inventories recognized as expense in 
2006 is included in cost of sales and amounts to €107,217 mil-
lion (2005: €104,098 million). The amount of write-down of in-
ventories to net realizable value recognized as expense was €87 
million (2005: €69 million) in 2006. At December 31, 2006, 
€1,531 million (2005: €1,972 million) of the total inventories 
were carried at net realizable value. Inventories that are ex-
pected to be turned over within twelve months amounted to 
€17,684 million at December 31, 2006 (2005: €18,951 million). 
At December 31, 2006, inventories include €369 million (2005: 
€326 million) of company cars of DaimlerChrysler AG, which 
were pledged as collateral to the DaimlerChrysler Pension Trust 
e.V. based on the requirement to provide collateral for certain 
vested employee benefits in Germany. 

The carrying amount of inventories recognized during the period 
by taking possession of collateral held as security amounted to 
€114 million in 2006 (2005: €160 million). The utilization of the 
assets occurs in the context of normal business cycle. 

18. Trade receivables 

 
 At December 31, 
 2006 2005 

(in millions of €)   

Gross carrying amount 8,147 8,505 

Allowance for doubtful accounts (476) (540) 

Carrying amount, net 7.671 7,965 

 

As of December 31, 2006, €81 million of the trade receivables 
mature after more than one year (2005: €115 million). 

Allowance. Changes in the allowance for doubtful accounts for 
trade receivables were as follows: 

 

  
 2006 2005 

(in millions of €)   

Balance at January 1 540 591 

Charged to costs and expenses 25 41 

Amounts written off (67) (75) 

Currency translation and other changes (22) (17) 

Balance at December 31 476 540 

 

In 2006, the total amount of allowances for doubtful accounts 
charged to selling expenses was €91 million (2005: €107 mil-
lion).  
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Credit risks. The following chart gives an overview on the extent 
of credit risks included in trade receivables: 

 

 
At December 31,

 2006 2005 

(in millions of €)   

Receivables, neither past due nor impaired 5,509 5,755 

Receivables past due, not impaired individually   

less than 30 days 726 736 

30 to 59 days 140 146 

60 to 89 days 60 118 

90 to 119 days 100 71 

120 days or more 65 135 

Total 1,091 1,206 

Receivables impaired individually 1,071 1,004 

Carrying amount 7,671 7,965 

 

The carrying amount of trade receivables, of which the terms 
have been renegotiated and that would otherwise be past due or 
impaired as of December 31, 2006 was €1 million (2005: €27 
million). 

Further information on financial risk and nature of risks are de-
scribed in detail in Note 32. 

Sale of receivables. Based on market conditions and liquidity 
needs, DaimlerChrysler may sell portfolios of trade receivables 
to third parties. At the time of the sale, DaimlerChrysler deter-
mines whether the legally transferred receivables meet the crite-
ria for derecognition in conformity with the appropriate provi-
sions. If the criteria are not met, the receivables will still be rec-
ognized in the Group’s consolidated balance sheets. 

As of December 31, 2006, the carrying amount of trade receiv-
ables transferred in asset-backed security (ABS)-transactions, 
but not derecognized amounted to €312 million (2005: €370 
million). For information on the liabilities in total, associated to 
the sold but not derecognized receivables see Note 24. These 
receivables are pledged as collateral for the associated financial 
liabilities.  

 
19. Disposal group Off-Highway, assets and liabilities held 
for sale 

On December 27, 2005, DaimlerChrysler entered into a share 
sale and purchase agreement for the sale of a major portion of 
its Off-Highway Business. The sale was consummated in the first 
quarter of 2006 (see Note 3). 

The disposed Off-Highway business did not represent a major 
line of business for DaimlerChrysler. Therefore, the sold opera-
tions have not been presented as discontinued operations in 
DaimlerChrysler’s consolidated statements of income.  

Assets and liabilities of the Off-Highway business included in the 
transaction have been respectively aggregated and presented 
separately on the consolidated balance sheets for 2005 and are 
comprised on a consolidated basis of the following: 

 

At December 31, 
 2005 

(in millions of €)  

Assets included in disposal groups classified as held for sale  

Intangible assets  348 

Property, plant and equipment 212 

Investments accounted for using the equity method 31 

Inventories 530 

Trade receivables 242 

Other financial assets 134 

Other assets 14 

 1,511 

  

Liabilities included in disposal groups classified as held for sale  

Provisions 563 

Trade liabilities 77 

Other financial liabilities  220 

Other liabilities 3 

 863 

 

20. Equity 

See also the consolidated statements of changes in equity. 

The share capital is divided into no-par value shares. All shares 
were fully paid up. Each share represents €2.60 of issued capital 
and grants the bearer one voting right at the Annual Meeting of 
DaimlerChrysler AG and a right to participate in profits as de-
fined by the dividend distribution resolved at the Annual Meet-
ing. 

 

 2006 2005 

(in millions of shares)   

Number of Shares Outstanding   

Shares outstanding on January 1 1,018 1,013 

Stock option plan rights exercised 10 5 

Shares outstanding on December 31 1,028 1,018 

 

Treasury shares. In 2006, DaimlerChrysler acquired 0.7 million 
DaimlerChrysler shares (2005: 0.7 million) in connection with 
employee share purchase programs, 0.7 million shares (2005: 
0.7 million) of which were issued to employees.  

The Annual Meeting on April 4, 2007, authorized Daimler-
Chrysler to acquire, until October 4, 2008, treasury shares for 
certain predefined purposes up to an amount of €267 million of 
the issued capital, or nearly 10% of the current issued capital. 
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Authorized and contingent capital. By way of a resolution 
adopted at the Annual Meeting, the Board of Management was 
authorized, with the approval of the Supervisory Board, to  
increase the issued capital by up to €500 million by issuing  
new registered shares for cash contributions and by up to 
€500 million by issuing new registered shares for non-cash con-
tributions by April 8, 2008. Furthermore, the Board of Manage-
ment is authorized to increase the issued capital by up to 
€26 million for the purpose of issuing staff shares. 

The Board of Management was also authorized, with the ap-
proval of the Supervisory Board, to issue convertible and / or 
option bonds with a total nominal amount of up to €15 billion at 
terms not exceeding 20 years and to grant the bearers or credi-
tors of these bonds convertible or option rights to new Daimler-
Chrysler shares with a pro rata amount of share capital of up to 
€300 million, in line with the specified conditions, by 
April 5, 2010. 

Following the expiry of the convertible bond, the non-converted 
bonds issued as part of the 1996 stock option plan with a nomi-
nal amount of €0.1 million, were repaid to the bearers on 
July 19, 2006. 

As of December 31, 2006, 67.1 million options of the 2000 
stock option plan with a nominal amount of €174.5 million had 
not yet been exercised. 

Miscellaneous. Under the German Stock Corporation Act (Aktien-
gesetz), the dividend that can be distributed to shareholders is 
based on the unappropriated earnings reported in the annual 
financial statements of DaimlerChrysler AG (parent company 
only) in accordance with the German Commercial Code (Han-
delsgesetzbuch). On April 4, 2007, the shareholders approved at 
the Annual General Meeting to distribute a dividend of 
€1.542 million (€1.50 per share) from the unappropriated earn-
ings for 2006 of  DaimlerChrysler AG. In 2006, €1,527 million 
(€1.50 per share) was distributed for the fiscal year 2005. 

 

The table below shows the changes in the other reserves directly  
recognized in equity:  

 

   2006   2005 
 Before taxes Taxes Net of taxes Before taxes Taxes Net of taxes 

(in millions of €)       

Financial assets available for sale:       

Fair value changes recognized in equity 121 (27) 94 272 19 291 

(Income) / expenses reclassified through profit or loss (1) - (1) (303) 45 (258) 

Total financial assets available for sale: 120 (27) 93 (31) 64 33 

Derivative financial instruments:       

Fair value changes recognized in equity 2,313 (877) 1,436 (3,608) 1,277 (2,331) 

(Income) / expenses reclassified through profit or loss (1,899) 722 (1,177) 1,514 (476) 1,038 

Total derivative financial instruments 414 (155) 259 (2,094) 801 (1,293) 

Currency translation adjustments (1,621) - (1,621) 1,974 - 1,974 

Total (income) and expenses recognized directly in equity (1,087) (182) (1,269) (151) 865 714 

Net profit   3,783   4,215 

Total income for period   2,514   4,929 

 

The amounts of 2006 include minority interest of €(36) million 
before taxes and net of taxes in line item currency translation 
difference. In 2005 the equivalent amount was €7 million before 
taxes and net of taxes; in addition amounts of 2005 contain 
€8 million before taxes, €(4) million taxes and €4 million net of 
taxes in line item total financial assets available for sale. 

21. Stock-based compensation 

As of December 31, 2006, the Group has the following awards 
outstanding that were issued under a variety of plans: (1) the 
2005 and 2006 Performance Phantom Share Plans (“PPSP”), (2) 
the Stock Option Plan 2000 (“SOP”), (3) various stock apprecia-
tion rights (“SAR”) plans and (4) the Medium Term Incentive 
Awards (“MTI”) 2004-2006. The SOP 2003 and 2004 are equity-
settled stock-based compensation instruments and are meas-
ured at fair value at the date of grant. PPSP, MTI and SAR are 
cash-settled stock-based compensation instruments and are 
measured at respective fair value at the balance sheet date.  



 

39 

The PPSP and the MTI will be paid off at the end of the stipulated 
holding period; earlier, pro-rated pay off is possible only if cer-
tain defined conditions are met. For the SAR Plans, the vesting 
periods for all plans have passed, so that all SARs are exercis-
able under consideration of the exercise prices. The fair values 
of the SAR Plans are taken into account in the provision at the 
balance sheet date. The intrinsic values of the SARs were zero at 
year-end. 

The effects of stock-based compensation arrangements in the 
income statements and balance sheets were as follows: 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Compensation

expense / (income) 
Tax effect

expense / (income) 
Provision 

at December 31, 

Reserve (before tax) within the 
Capital Reserve

at December 31, 

 2006 2005 2006 2005 2006 2005 2006 2005 

(in millions of €)         

PPSP 59 30 (23) (11) 69 25 - - 

MTI . (25) . 10 6 17 - - 

SAR . (42) . 16 8 8 - - 

SOP 38 88 (15) (33) - - 341 363 

 97 51 (38) (18) 83 50 341 363 

 
 
Performance Phantom Share Plans. In 2006, the Group 
adopted a “Performance Phantom Share Plan”, similar to that 
used in 2005, under which eligible employees are granted phan-
tom shares entitling them to receive cash payments after four 
years. The amount of cash paid to eligible employees is based on 
the number of vested phantom shares (determined over a three-
year performance period) times the quoted price of Daimler-
Chrysler’s Ordinary Shares (calculated as an average price over 
a specified period at the end of the four years of service). The 
number of phantom shares that vest will depend on the achie-
vement of corporate performance goals, based on competitive 
and internal benchmarks (return on net assets and return on 
sales). 

Analysis of the phantom shares issued is as follows:  

 

2006 2005 

(in millions of shares outstanding) 

Outstanding at the beginning of the year 3.6 - 

Granted phantom shares 2.6 3.6 

Forfeitures / Disposals (0.4) . 

Outstanding at year end 5.8 3.6 

 

The Group recognizes a provision for award for the PPSP. Since 
payment per vested phantom share depends on the quoted price 
of one DaimlerChrysler Ordinary Share, the quoted price repre-
sents the fair value of each phantom share. The proportionate 
compensation expenses for 2006 and 2005 are determined on 
the basis of the year-end quoted price of DaimlerChrysler Ordi-
nary Shares and the estimated target achievement.  

Stock Option Plans. In April 2000, the Group’s shareholders 
approved the DaimlerChrysler SOP 2000 which grants of stock 
options for the purchase of DaimlerChrysler Ordinary Shares to 
eligible employees. Options granted under the SOP 2000 are 
exercisable at a reference price per DaimlerChrysler Ordinary 
Share which is determined in advance plus a 20% premium. The 
options become exercisable in equal installments on the second 
and third anniversaries from the date of grant. All unexercised 
options expire ten years from the date of grant. If the market 
price per DaimlerChrysler Ordinary Share on the date of exercise 
is at least 20% higher than the reference price, the holder is enti-
tled to receive a cash payment equal to the original exercise 
premium of 20%. 

In the event of exercise the Group issues common shares.  
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The table below shows the basic terms of the SOP (in millions): 

 
Options

out-
standing 

Options
exer-

cisable 
Year of grant 

Reference 
price 

Exercise 
price 

Options 
granted At December 31, 2006 

2000 €62.30 €74.76 15.2 11.9 11.9 

2001 €55.80 €66.96 18.7 16.2 16.2 

2002 €42.93 €51.52 20.0 18.3 18.3 

2003 €28.67 €34.40 20.5 6.7 6.7 

2004 €36.31 €43.57 18.0 14.0 5.7 

 

The options were granted in April of each year. The fair value for 
fully vested but not yet exercised stock options amounted to 
€261 million at December 31, 2006. In 2006 and 2005, no op-
tions were granted under the Stock Option Plan 2000. 

Options granted to the Board of Management in 2004 for which 
– according to the recommendations of the German Corporate 
Governance Code – the Presidential Committee can impose a 
limit, or reserve the right to impose a limit in the event of excep-
tional and unpredictable developments, are measured at their 
intrinsic values as of December 31.  

DaimlerChrysler established, based on shareholder approvals, 
the 1998 and 1997 SOP (former Daimler-Benz plans), which 
granted options for the purchase of DaimlerChrysler Ordinary 
Shares to certain members of management. The options granted 
under the plans 1997 and 1998 were evidenced by non-
transferable convertible bonds with a principal amount of €511 
per bond due ten years after issuance. During certain specified 
periods each year, each convertible bond could have been con-
verted into 201 DaimlerChrysler Ordinary Shares, if the market 
price per share on the day of conversion was at least 15% higher 
than the predetermined conversion price and the options had 
been held for a 24 month waiting period. 

In the second quarter of 1999, DaimlerChrysler converted all 
options granted under the 1998 and 1997 SOP into SARs. All 
terms and conditions of the new SARs are identical to the stock 
options which were replaced, except that the holder of a SAR 
has the right to receive cash equal to the difference between the 
exercise price of the original option and the fair value of  
the Group’s stock at the exercise date rather than receiving  
DaimlerChrysler Ordinary Shares. 

The basic terms of the bonds and the related stock options / 
SARs issued (in millions) under these plans are as follows: 

 

Stock options / SARs
At December 31, 2006 

Bonds granted in 

Stated
interest

rate 

Conver-
sion 

price 

Related 
stock 

options 
granted 

out-
standing 

exer-
cisable 

1997 5.3% €65.90 7.4 3.0 3.0 

1998 4.4% €92.30 8.2 3.5 3.5 

 
The Group will not issue any common shares in connection with 
the plans 1997 and 1998. 
 

Analysis of the stock options issued is as follows: 

 

Number of
stock options 

 
2006 

Average 
exercise price 

per share 
Number of

stock options 

2005
Average

exercise price
per share 

(options in millions; per share amounts in €):     

Balance at beginning of year 79.6 53.92 86.5 52.78 

Options granted – – – – 

Exercised (10.0) 37.06 (5.3) 34.40 

Forfeited (0.2) 43.81 (0.3) 41.42 

Disposals (2.3) 67.61 (1.3) 60.13 

Outstanding at year-end 67.1 56.00 79.6 53.92 

Exercisable at year-end 58.8 57.75 52.8 60.82 
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The development of stock options not vested at the beginning of 
the year 2006 is as follows: 

 
 

Number of 
stock 

 options 
(in millions) 

Average fair 
value

 per share
(in €) 

Non-vested at the beginning of the year 26.8 7.32 

Options granted – – 

Vested (18.2) 6.97 

Forfeited . 7.85 

Disposals (0.3) 7.73 

Non-vested at year-end 8.3 8.05 

 
 

The total intrinsic value for options exercised in 2006 (as a dif-
ference between share price at exercise date and reference 
price) amounts to €141 million (2005: €61 million). The total fair 
value recognized in the 2006 capital reserves for options vested 
in 2006 is €127 million (2005: €128 million).  

The weighted average share price of the DaimlerChrysler ordi-
nary shares during the exercise period was €44.99 (2005: 
€40.08).  

Unearned compensation expense (before taxes) of all out-
standing and unvested stock options as of December 31, 2006, 
that are not subject to a possible limitation according to the rec-
ommendation of the German Corporate Governance Code, totals 
€4 million (2005: €35 million). This €4 million expense is ex-
pected to be recorded in the first quarter of 2007. 

Stock Appreciation Rights Plans. In 1999, DaimlerChrysler 
established a stock appreciation rights plan (the “SAR Plan 
1999”), which provides eligible employees of the Group with the 
right to receive cash equal to the appreciation of Daimler-
Chrysler Ordinary Shares subsequent to the date of grant. The 
stock appreciation rights granted under the SAR Plan 1999 vest 
in equal installments on the second and third anniversaries from 
the grant date. All unexercised SARs expire ten years from the 
grant date. The exercise price of a SAR is equal to the fair mar-
ket value of DaimlerChrysler’s Ordinary Shares on the grant 
date. On February 24, 1999, the Group issued 11.4 million SARs 
at an exercise price of €89.70 each (US $98.76 for Chrysler em-
ployees), 6.2 million SARs of which are outstanding and exercis-
able at December 31, 2006. 

As discussed above (see “Stock Option Plans”), in the second 
quarter of 1999 DaimlerChrysler converted all options granted 
under its existing SOP from 1997 and 1998 into SARs.  

In conjunction with the consummation of the merger between 
Daimler-Benz and Chrysler in 1998, the Group implemented a 
SAR plan, for which 22.3 million SARs were issued at an exercise 
price of US $75.56 each, of which 4.9 million SARs are out-
standing and exercisable at December 31, 2006. The initial grant 
of SARs replaced Chrysler fixed stock options that were con-
verted to DaimlerChrysler Ordinary Shares as of the consumma-
tion of the merger. This “initial SARs” forfeit 10 years after the 
original grant date of the stock option plans. SARs which re-
placed stock options that were exercisable at the time of the 
consummation of the merger were immediately exercisable at 
the date of grant. SARs related to stock options that were not 
exercisable at the date of consummation of the merger became 
exercisable in two installments; 50% on the six-month and 50% 
on the one-year anniversaries of the consummation date.  

A summary of the activity related to the Group’s SAR plans as of 
and for the years ended December 31, 2006 and 2005 is pre-
sented below:  

 

 
Number 
of SARs 

2006 
Weighted 

average 
excercise 

price 
Number 
of SARs 

2005
Weighted

average
excercise

price 

(SARs in millions; per share amounts in €):     

Outstanding at beginning of year 28.0 76.65 32.5 71.37 

Granted – – – – 

Exercised – – – – 

Forfeited (10.4) 71.66 (4.5) 67.16 

Outstanding at year-end 17.6 75.53 28.0 76.65 

SARs exercisable at year-end 17.6 75.53 28.0 76.65 
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The SARs are measured at their fair values and are recorded as 
provisions.  

The fair values of the DaimlerChrysler SARs were measured 
based on a modified Black-Scholes option-pricing model, which 
takes into account the specific terms of issuance. For the de-
termination of the volatility the historic volatility of the Daimler-
Chrysler share based on the expected period until exercise of 
the various SAR Plans was used. 

Medium Term Incentive Awards. The Group granted until 
2004 MTIs to certain eligible employees with three year per-
formance periods. The cash amount ultimately earned at the end 
of a performance period is primarily based on the degree of 
achievement of corporate goals derived from competitive and 
internal planning benchmarks and the value of DaimlerChrysler 
Ordinary Shares at the end of three year performance periods. 
The benchmarks are return on net assets and return on sales. In 
2006 and 2005 no MTIs were issued. 

The Group measures the MTIs at fair value in the provisions.  

Cash flows from stock-based compensation. The following 
cash flows resulted from the stock-based compensation plans: 

 

 2006 

(in millions of €)    

 SOP PPSP MTI 

Cash inflow due to exercises 370 – – 

Cash outflow due to exercises / 
pay-out dividend equivalent 60 12 9 

Realised tax benefit  23 5 3 

 

22. Pensions and similar obligations  

Pension plans and similar obligations are comprised of the  
following components: 

 

 At December 31, 
 2006 2005 

(in millions of €)   

Pension liabilities (pension plans) 4,041 5,080 

Other post-employment benefits 14,598 16,349 

Other benefit liabilities 375 382 

 19,014 21,811 

 

Defined benefit plans 

The Group provides pension benefits to almost all of its hourly 
and salaried employees which are qualified as defined benefit 
plans. Plan benefits are principally based upon years of service. 
Certain pension plans are based on salary earned in the last year 
or last five years of employment while others are fixed plans de-
pending on ranking (both wage level and position). 

Funded status. The following information with respect to the 
Group’s pension plans is presented by German plans and non-
German plans (principally comprised of plans in the United 
States). The funded status is as follows: 

 

 At December 31, 2006 At December 31, 2005 

 Total 
German

Plans 
Non-German

Plans Total 
German

Plans 
Non-German

Plans 

(in millions of €)       

Present value of defined benefit obligations 37,466 14,728 22,738 41,514 15,163 26,351 

Less fair value of plan assets (35,176) (11,542) (23,634) (34,348) (10,590) (23,758) 

Funded status 2,290 3,186 (896) 7,166 4,573 2,593 
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A reconciliation of the funded status to net amounts  
recognized is as follows: 

 

 At December 31, 2006 At December 31, 2005 

 Total 
German

Plans 
Non-German

Plans Total 
German

Plans 
Non-German

Plans 

(in millions of €)       

Funded status 2,290 3,186 (896) 7,166 4,573 2,593 

Unrecognized actuarial net gains / (losses) 1,929 (472) 2,401 (1,402) (1,321) (81) 

Unrecognized past service cost (347) - (347) (426) - (426) 

Net amounts recognized 3,872 2,714 1,158 5,338 3,252 2,086 

       

Amounts recognized in the consolidated balance sheets consist of:       

Other assets (169) - (169) (32) - (32) 

Provisions for pensions and similar obligations 4,041 2,714 1,327 5,080 2,962 2,118 

Disposal group Off-Highway, liabilities held for sale - - - 290 290 - 

Net amounts recognized 3,872 2,714 1,158 5,338 3,252 2,086 

 

The development of the present value of the defined  
benefit obligations and the fair value of plan assets is  
as follows:  

 

  2006 2005 

 Total 
German

Plans 
Non-German

Plans Total 
German

Plans 
Non-German

Plans 

(in millions of €)       

Present value of the defined benefit obligation at the beginning of year 41,514 15,163 26,351 34,448 12,628 21,820 

Current service cost  829 365 464 739 296 443 

Interest cost 1,872 582 1,290 1,874 588 1,286 

Contributions by plan participants 18 - 18 18 - 18 

Actuarial (gains) / losses  (1,704) (588) (1,116) 2,923 2,163 760 

Past service cost 50 - 50 233 - 233 

Curtailments 136 85 51 49 - 49 

Settlements (56) - (56) - - - 

Pension benefits paid (2,247) (577) (1,670) (2,196) (565) (1,631) 

Currency exchange-rate and other changes (2,946) (302) (2,644) 3,426 53 3,373 

Present value of the defined benefit obligation at the end of year 37,466 14,728 22,738 41,514 15,163 26,351 

Thereof with plan assets 36,281 13,609 22,672 40,309 13,984 26,325 

Thereof without plan assets 1,185 1,119 66 1,205 1,179 26 

       

Fair value of plan assets at the beginning of year 34,348 10,590 23,758 27,804 9,019 18,785 

Expected return on plan assets 2,599 790 1,809 2,322 673 1,649 

Actuarial gains 1,685 209 1,476 1,629 845 784 

Actual return on plan assets 4,284 999 3,285 3,951 1,518 2,433 

Contributions by the employer 1,199 464 735 1,661 534 1,127 

Contributions by plan participants 18 - 18 18 - 18 

Settlements  (31) - (31) - - - 

Benefits paid  (2,115) (504) (1,611) (2,124) (481) (1,643) 

Currency exchange-rate and other changes (2,527) (7) (2,520) 3,038 - 3,038 

Fair value of plan assets at the end of year 35,176 11,542 23,634 34,348 10,590 23,758 
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The experienced adjustments, that are the effects of deviations 
between the actuarial assumptions and actual developments, 
are as shown in the following table: 

 

 2006 2005 

(in %)   

Present value of obligation 0.1 0.6 

Fair value of plan assets 4.9 5.9 

 

Plan assets. At December 31, 2006, plan assets were invested 
in diversified portfolios that consisted primarily of debt and eq-
uity securities. Plan assets and income from plan assets are 
used solely to pay pension benefits and administer the plans. 
The Group’s plan asset allocations are presented in the following 
table: 

 

 

 

 

 

 

 

 

 

 

 Plan Assets German Plans  Plan Assets Non-German Plans 

 
2007

 (expected)  2006 2005 
2007 

 (expected) 2006 2005 

(in % of plan assets)       

Equity securities 53 56 56 58 62 61 

Debt securities 35 35 36 25 24 25 

Alternative investments 8 4 2 10 8 7 

Real estate 3 2 2 6 5 5 

Other 1 3 4 1 1 2 

 

Alternative investments consist of private equity and debt in-
vestments as well as of investments in commodities and hedge 
funds. 

Every three to five years, or more frequently if appropriate, 
DaimlerChrysler conducts asset-liability studies for its major 
plan assets. DaimlerChrysler uses the expertise of external in-
vestment and actuarial advisors. These studies are intended to 
determine the optimal long-term asset allocation with regard to 
liability structure. The resulting model portfolio allocation is in-
tended to minimize the economic cost of defined benefit 
schemes and to limit the risks to an appropriate level. 

The model portfolio is then expanded into a medium-term 
benchmark portfolio. The benchmark portfolio matches the as-
set class weights in the model portfolio but expands the asset 
classes by adding sub-asset classes with corresponding weights 
and assigning specific capital market indices to each sub-asset 
class. 

Modern portfolio theory is then applied to determine an optimal 
one-year target allocation, the performance of which is tracked 
against the benchmark portfolio. 

The entire process is overseen by investment committees which 
consist of senior financial management from Treasury and cer-
tain other appropriate executives. The investment committees 
meet regularly to approve the asset allocations, review the risks 
and results of the major pension funds and approve the selec-
tion and retention of external managers for specific portfolios. 

The majority of investments are in international blue-chip equi-
ties and high-quality government and corporate bonds. Further-
more, assets are currently also allocated to high-yield debt, con-
vertible instruments, emerging markets, private equity, hedge 
funds and commodities. Internal controlling units regularly moni-
tor all investments. External depositary banks provide safekeep-
ing of securities as well as reporting on transactions and assets. 

Assumptions. The measurement date for the Group’s pension 
obligations and plan assets is generally December 31. The 
measurement date for the Group’s net periodic pension cost is 
principally January 1. Assumed discount rates and rates of in-
crease in compensation used in calculating the projected benefit 
obligations together with long-term rates of return on plan as-
sets vary according to the economic conditions of the country in 
which the pension plans are situated. 
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The following weighted average assumptions were used to  
determine benefit obligations: 

 

 
 

 
 

German Plans Non-German Plans 
 2006 2005 2006 2005 

(in %) 

Average assumptions     

Discount rates 4.5 4.0 5.7 5.4 

Expected long-term compensation increases 2.5 3.0 4.1 4.4 

 

The following weighted average assumptions were used to  
determine net periodic pension cost: 

 

 
 

German Plans Non-German Plans 
 2006 2005 2006 2005 

(in %)     

Average assumptions     

Discount rates 4.0 4.8 5.4 5.8 

Expected long-term returns on plan assets  7.5 7.5 8.5 8.5 

Expected long-term compensation increases 3.0 3.0 4.4 4.5 

 

Discount rates. The discount rates for German and non-German 
pension plans are determined annually as of December 31 on 
the basis of first-rate fixed-interest industrial bonds with maturi-
ties and values matching those of the pension payments.  

Expected return on plan assets. The expected long-term rates 
of return for German and non-German plan assets are primarily 
derived from the asset allocation of plan assets and expected 
future returns for the various asset classes in portfolios. The in-
vestment committees survey banks and large asset portfolio 
managers about their expectations of future returns for the rele-
vant market indices. The allocation-weighted average return ex-
pectations serves as initial indicator for the expected rate of re-
turn on plan assets for each pension fund. 

In addition, DaimlerChrysler considers long-term actual plan as-
sets results and historical market returns in its evaluation in or-
der to reflect the long-term character of the expected rate of 
return.  

For 2007, the expected returns on plan assets will remain un-
changed. 
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Net pension cost. The components of net pension cost were as 
follows: 

 

 
 
 

 2006 2005 

 Total 
German

Plans 
Non-German

Plans Total 
German

Plans 
Non-German

Plans 

(in millions of €) 

Current service cost 829 365 464 739 296 443 

Interest cost 1,872 582 1,290 1,874 588 1,286 

Expected return on plan assets (2,599) (790) (1,809) (2,322) (673) (1,649) 

Amortization of net actuarial losses 1 1 - - - - 

Past service cost 73 - 73 250 - 250 

Net periodic pension cost 176 158 18 541 211 330 

Curtailments and settlements 112 85 27 11 (5) 16 

Net pension cost 288 243 45 552 206 346 

 

Contributions by the employer to plan assets. Employer con-
tributions to the Group’s plan assets were €1,199 million and 
€1,661 million for 2006 and 2005, respectively. Employer cash 
contributions to the Group’s defined benefit pension plans are 
expected to amount to €0.9 billion in 2007 to satisfy minimum 
funding and contractual requirements. 

Estimated future pension benefit payments. Pension benefit 
payments pertaining to the Group’s German and non-German 
plans were €577 million and €1,670 million respectively during 
2006, and €565 million and €1,631 million respectively during 
2005. The total estimated future pension benefits to be paid by 
the Group’s pension plans for the next ten years approximate 
€23.3 billion and are expected to be paid as follows: 

 

 2007 2008 2009 2010 2011 
2012-
2016 

(in billions of €) 

German  
Plans  0.6 0.6 0.7 0.7 0.7 3.9 

Non-German 
Plans 1.6 1.6 1.6 1.6 1.6 8.1 

 2.2 2.2 2.3 2.3 2.3 12.0 

 

Defined contribution plans 

At DaimlerChrysler, the defined contribution plans are primarily 
related to the statutory pension insurance system. In the year 
2006, the total cost from these plans amounted to €1.1 billion 
(2005: €1.2 billion). 

Other post-employment benefits 

Certain DaimlerChrysler operations in the United States and 
Canada provide post-employment health and life insurance 
benefits to their employees. Upon retirement from Daimler-
Chrysler, the employees may become eligible for continuation of 
these benefits. The benefits and eligibility rules may be modified. 

Funded status. The funded status (before reimbursement 
rights) is as follows: 

 

 At December 31, 
 2006 2005 

(in millions of €)   

Present value of defined benefit obligations 17,359 19,275 

Less fair value of plan assets (1,928) (1,912) 

Funded status (before reimbursement rights) 15,431 17,363 

 

A reconciliation of the funded status (before reimbursement 
rights) to net amounts recognized is as follows: 

 

 At December 31, 
 2006 2005 

(in millions of €)   

Funded status (before reimbursement rights) 15,431 17,363 

Unrecognized actuarial net losses (973) (1,047) 

Unrecognized past service net income  140 33 

Amounts recognized (before reimbursement rights) 14,598 16,349 
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The development of the present value of the defined benefit  
obligation and the fair value of plan assets is as follows:  

 

 2006 2005 

(in millions of €)   

Present value of the defined benefit obligation  
at the beginning of year 19,275 15,589 

Current service cost  315 297 

Interest cost 983 997 

Contributions by plan participants 1 1 

Actuarial losses 226 1,136 

Past service income (551) (289) 

Effect of restructuring measures  (33) 15 

Pension benefits paid (876) (844) 

Currency exchange-rate and other changes (1,981) 2,373 

Present value of the defined benefit obligation  
at the end of year 17,359 19,275 

Thereof with plan assets 17,125 19,043 

Thereof without plan assets 234 232 

   

Fair value of plan assets 
at the beginning of year 1,912 1,547 

Expected return on plan assets 151 144 

Actuarial gains / (losses) 86 (10) 

Actual return on plan assets 237 134 

Contributions by the employer 5 - 

Contributions by plan participants 1 1 

Benefits paid (18) (11) 

Currency exchange-rate and other changes (209) 241 

Fair value of plan assets at the end of year 1,928 1,912 

 

The development of the fair value of reimbursement rights due 
to the Medicare Act is as follows: 

 

 2006 2005 

(in millions of €)   

Fair value of reimbursement entitlement 
at the beginning of year 1,564 1,234 

Expected return on reimbursement right 100 104 

Actuarial gains  106 132 

Past service cost (230) - 

Reimbursements to employer (44) - 

Currency exchange-rate and other changes (167) 94 

Fair value of reimbursement entitlement 
at the end of year 1,329 1,564 

 

The experienced adjustments, that are the effects of deviations 
between the actuarial assumptions and actual developments, 
are as shown in the following table:  

 

 2006 2005 

(in %)   

Present value of obligation 0.9 1.8 

Fair value of plan assets 4.5 (0.7) 

 

Plan assets. At December 31, 2006, plan assets were invested 
in diversified portfolios that consisted primarily of debt and eq-
uity securities. Assets and income of the plan assets are used 
solely to pay post-employment benefits and to administer the 
plans. The Group’s post-employment benefit plan asset alloca-
tions are as follows: 

 

 
2007 

(expected)  2006  2005 

(in % of plan assets) 

Equity securities 65 67 67 

Debt securities 23 23 33 

Alternative investments 7 6 – 

Real estate 5 4 – 

 

Asset allocation is based on a benchmark portfolio designed to 
diversify investments among the following primary asset classes: 
US equity, international equity and US fixed income. The objec-
tive of the benchmark portfolio is to achieve a reasonable bal-
ance between risk and return.  

The investment process is overseen by Investment Committees 
which consist of senior financial management from Treasury and 
other certain appropriate executives. The Investment Commit-
tees meet regularly to approve the asset allocations and review 
the risks and results of the funds and approve the selection and 
retention of external managers for specific portfolios. 

The majority of investments reflect the asset classes designated 
by the benchmark portfolio. Furthermore, assets are currently 
also allocated to hedge funds and real estate. Internal control-
ling units regularly monitor all investments. External depositary 
banks provide safekeeping of securities as well as reporting on 
transactions and assets. 

Estimated future subsidies due to the Medicare Act. The 
total estimated future subsidies due to the Medicare Act for the 
next ten years approximate €642 million and are expected to be 
received as follows: 

 

 2007 2008 2009 2010 2011 
2012-
2016 

(in millions of €) 

Medicare Act 45 49 53 57 61 377 
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Contributions by the employer. For the year ended December 
31, 2006, contributions by DaimlerChrysler to plan assets for its 
other post-employment plans amounted to €5 million. Daimler-
Chrysler did not make any contributions in 2005. Employer con-
tributions to the Group’s post-employment plans are expected to 
approximate €6 million in 2007. 

Assumptions. The measurement date for the Group’s accumu-
lated other post-employment benefit obligations and plan assets 
is generally December 31. The measurement date for the 
Group’s net periodic post-employment benefit cost is principally 
January 1. Assumed discount rates and rates of increase in 
compensation used in calculating the accumulated post-
employment benefit obligations together with long-term rates of 
return on plan assets vary according to the economic conditions 
of the country in which the plans are situated.  

The weighted average assumptions used to determine the bene-
fit obligations of the Group’s post-employment benefit plans at 
December 31 were as follows: 

 

 2006 2005 

(in %) 

Average assumptions:   

Discount rates 5.9 5.7 

Health-care inflation rates in following  
(or “base”) year 8.3 7.4 

Ultimate health-care inflation rates  
(as of 2014 for 2006 / as of 2011 for 2005) 5.0 5.0 

 

The weighted average assumptions used to determine the net 
periodic post-employment benefit cost of the Group’s post-
employment benefit plans were as follows: 

 

 2006 2005 

(in %) 

Average assumptions:   

Discount rates 5.7 6.0 

Expected long-term returns on plan assets  8.5 8.5 

Health-care inflation rates in following  
(or “base”) year 7.4 8.0 

Ultimate health-care inflation rates  
(as of 2011) 5.0 5.0 

 

Discount rates. The discount rates are determined annually as 
of December 31 on the basis of first-class fixed-interest indus-
trial bonds with maturities and values matching those of the 
benefit obligations. 

US post-employment benefit plan assets utilize an asset alloca-
tion substantially similar to that of the pension plan assets so 
the expected rate of return is the same for both pension and 
other post-employment benefit plan asset portfolios. Accord-
ingly, the information on the expected rate of return on pension 
plan assets as described above also applies to other post-
employment plan assets. For 2007, the expected rate of return 
on plan assets is the same as the rate applied in 2006. 

The assumptions have a significant effect on the amounts re-
ported for the Group’s health-care plans. The following schedule 
presents the effects (including reimbursement rights) of a one-
percentage point change in assumed ultimate health-care cost 
inflation rates as of 2014: 

 

 
1-percentage-
point increase 

1-percentage-
point decrease 

(in millions of €) 

Effect on current service cost and interest cost 169 (136) 

Effect on present value of the defined  
benefit obligation 1,956 (1,615) 

 

Net post-employment benefit cost. The components of net 
periodic post-employment benefit cost were as follows: 

 

 2006 2005 

(in millions of €) 

Current service cost 315 297 

Interest cost 983 997 

Expected return on plan assets (151) (144) 

Expected return on reimbursement rights (100) (104) 

Amortization of actuarial losses 9 - 

Past service income  (234) (220) 

Net periodic post-employment benefit cost 822 818 

Settlement / curtailment loss  3 3 

Net post-employment benefit cost 825 829 
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Estimated future post-employment benefit payments. Post-
employment benefit payments (after reimbursements) pertaining 
to the Group’s plans were €832 million and €844 million during 
2006 and 2005, respectively. The total estimated future post-
employment benefits to be paid by the Group’s plans for the 
next 10 years approximate €10.9 billion and are expected to be 
paid as follows: 

 

 2007 2008 2009 2010 2011 
2012-
2016 

(in billions of €) 

Expected  
payments 0.9 1.0 1.0 1.1 1.1 5.8 

 

 

Prepaid employee benefits. In 1996, DaimlerChrysler estab-
lished a Voluntary Employees’ Beneficiary Association (“VEBA”) 
trust for the payment of non-pension employee benefits. At De-
cember 31, 2006 and 2005, the VEBA trust had a balance of 
€2,385 million and €2,392 million, respectively, of which the 
long-term assets in the VEBA trust of €1,861 million and €1,835 
million, respectively, are reported as plan assets for the accumu-
lated post-employment benefit obligations and are not reported 
in DaimlerChrysler’s consolidated balance sheets. The short-
term assets in the VEBA trust are classified as cash and cash 
equivalents as well as other financial assets in DaimlerChrysler’s 
consolidated balance sheets. No contributions to the VEBA trust 
were made in 2006 and 2005. DaimlerChrysler does not expect 
to make any contributions to the VEBA trust in 2007. 

 

23. Provisions for other risks 

The development of provisions for other risks is summarized  
as follows: 

 

 
Product

guarantees 
Sales

incentives 

Personnel 
and social 

costs Other Total 

(in millions of €) 

Balance at December 31, 2005 11,385 5,387 3,724 6,033 26,529 

Thereof current 5,042 5,311 1,661 3,567 15,581 

Thereof non-current 6,343 76 2,063 2,466 10,948 

Additions 4,810 5,537 2,037 3,040 15,424 

Utilizations (5,141) (5,268) (1,779) (2,931) (15,119) 

Reversals (669) (327) (156) (756) (1,908) 

Compounding 365 - 141 99 605 

Currency translation and other changes (489) (490) (155) (482) (1,616) 

Balance at December 31, 2006 10,261 4,839 3,812 5,003 23,915 

Thereof current 4,536 4,763 1,665 3,150 14,114 

Thereof non-current 5,725 76 2,147 1,853 9,801 

 

Product guarantees. DaimlerChrysler issues various types of 
product guarantees, under which it generally guarantees the per-
formance of products delivered and services rendered for a cer-
tain period or term. The provision for these product guarantees 
covers expected costs for legal and contractual warranties, as 
well as expected costs for policy coverage, recall campaigns and 
buyback commitments. The provision for buyback commitments 
represents the expected costs related to the Group’s obligation, 
under certain conditions, to repurchase a vehicle from a cus-
tomer. Buybacks may occur for a number of reasons including 
litigation, compliance with laws and regulations in a particular 
region and customer satisfaction issues. The utilization date of 
product guarantees depends on the incidence of the warranty 
claims and can span the entire term of the product guarantees. 

Sales incentives. The provisions for sales incentives relate to 
obligations for expected reductions in sales revenues already 
recognised. These include bonuses, discount rebates and other 
price reduction commitments, which are entered into with con-
tractual partners in the reporting period or in previous periods, 
but will not be paid until subsequent periods. 

Personnel and social costs. Provisions for personnel and social 
costs include primarily expected expenses of the group for em-
ployee anniversary bonuses, profit sharing arrangements, man-
agement bonuses as well as early retirement and partial retire-
ment plans. The additions recorded to the provisions for profit 
sharing and management bonuses in the reporting year usually 
result in cash outflows in the following year. 
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Other. Provisions for other risks comprise, among others, ex-
pected costs in connection with liability and litigation risks, obli-
gations under the EU End-of-Life Vehicles Directive and envi-
ronmental protection risks. In addition, provisions for other taxes 
and diverse other risks are summarized in this position.  

 

 

 

 

 

24. Financing liabilities 

 

 
 

Remaining maturity
<= 1 year 

Remaining maturity
> 1 year to <= 5 years 

Remaining maturity 
> 5 years Total 

 2006 2005 2006 2005 2006 2005 2006 2005 

(in millions of €)         

Notes / Bonds 19,383 19,602 37,629 35,152 6,905 10,799 63,917 65,553 

Commercial paper 11,302 12,245 - - - - 11,302 12,245 

Liabilities to financial institutions 11,126 10,371 6,222 6,886 1,643 3,057 18,991 20,314, 

Liabilities to affiliated companies 504 396 104 109 - 215 608 720 

Deposits from direct banking business 2,962 3,045 148 151 - 9 3,110 3,205 

Loans, other financing liabilities 691 476 419 1 7 8 1,117 485 

Liabilities from finance lease  62 59 144 137 285 143 491 339 

Total financing liabilities  46,030 46,194 44,666 42,436 8,840 14,231 99,536 102,861 

 

Except for liabilities from asset backed security transactions 
which are accounted for as secured borrowings, the weighted 
average interest rates for notes / bonds were 5.71%, 5.11% for 
commercial paper, 4.88% for liabilities to financial institutions 
and 2.98% for deposits from direct banking business at Decem-
ber 31, 2006. 

As of December 31, 2006, the long-term notes and bonds ma-
ture over a period between 2008 and 2097 and the long-term 
liabilities to financial institutions mature over a period between 
2008 and 2019. 

Commercial papers are primarily denominated in euros and US 
dollars and include accrued interest. Liabilities to financial insti-
tutions are partially secured by trust mortgages and mortgages 
in the amount of €1,490 million (2005: €1,958 million). The car-
rying amounts of the secured property, plant and equipment 
were €1,287 million (2005: €1,338 million). 

DaimlerChrysler uses securitization transactions for its refinanc-
ing. As of December 31, 2006, liabilities relating to transfers of 
receivables accounted as secured borrowings amounted to 
€22,005 million (2005: €21,611 million). These are reported un-
der notes / bonds in the amount of €18,260 million, in commer-
cial papers in the amount of €3,468 million and liabilities to  
financial institutions in the amount of €277 million. 

As of December 31, 2006, the Group had unused short-term 
credit lines of €8,600 million (2005: €7,099 million) and unused 
long-term credit lines of €9,600 million (2005: €10,806 million). 
The credit lines include a US $18 billion revolving credit facility 
with a syndicate of international banks. The credit agreement is 
comprised of a multi-currency revolving credit facility allowing 
DaimlerChrysler AG to borrow up to US $5 billion until Decem-
ber 2009 and up to US $4.9 billion until December 2011, as well 
as an US dollar revolving credit facility allowing DaimlerChrysler 
North America Holding Corporation, a wholly-owned subsidiary 
of DaimlerChrysler AG, to borrow up to US $6 billion available 
until May 2007, and a multi-currency revolving credit facility for 
working capital purposes allowing DaimlerChrysler AG and sev-
eral subsidiaries to borrow up to US $7 billion until May 2008. A 
part of the US $18 billion facility serves as back-up for commer-
cial paper drawings. 
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25. Other financial liabilities 

Other financial liabilities are composed of the following items: 

 

 

 December 31, 2006 December 31, 2005 
 Current Non-current Total Current Non-current Total 

(in millions of €) 

Derivative financial instruments used in hedge accounting 236 140 376 602 874 1,476 

Financial liabilities recognized at fair value through profit or loss 196 - 196 291 - 291 

Liabilities from residual value guarantees 2,015 1,326 3,341 1,758 1,350 3,108 

Liabilities from wages and salaries 1,530 2 1,532 1,929 - 1,929 

Sundry miscellaneous other financial liabilities 4,723 264 4,987 5,201 116 5,317 

Miscellaneous other financial liabilities 8,268 1,592 9,860 8,888 1,466 10,354 

Carrying amount 8,700 1,732 10,432 9,781 2,340 12,121 

 

Derivative Financial Instruments. Information on derivative 
financial instruments can be found in Note 31. 

Financial liabilities recognized at fair value through profit or loss 
relate exclusively to derivative financial instruments, which are 
not used in hedge accounting. 

26. Other liabilities 

Other liabilities consist solely of tax liabilities for other taxes 
amounting to €969 million (2005: €930 million) and income 
taxes amounting to €227 million (2005: €218 million).  

27. Trade liabilities 

As of December 31, 2006, €2 million of the trade liabilities had 
remaining maturities of more than one year (2005: €1 million). 

 
28. Consolidated statements of cash flows 

Calculating funds. Cash and cash equivalents include funds of 
€1,326 million (2005: €444 million) from consolidated Special 
Purpose Entities which are solely used to settle the respective 
financial liabilities. 

Cash provided by operating activities. The changes in other  
operating assets and liabilities are as follows: 

 2006 2005 

(in millions of €) 

Provision (979) (1,506) 

Financial instruments (477) 263 

Miscellaneous other assets and liabilities (340) 515 

Other operating assets and liabilities (1,796) (728) 

 

The cash provided by operating activities includes the following 
cash flows:  

 2006 2005 

(in millions of €) 

Interest paid (977) (1,075) 

Interest received 716 648 

Income taxes paid, net (1,494) (700) 

Dividends received 191 155 

 

Cash used for financing activities. The cash used for financing 
activities includes cash flows from hedging the currency risks of 
financial liabilities. In 2006 the cash used for financing activities 
included payments for the reduction of the outstanding finance 
lease liabilities of €80 million (2005: €78 million). 

 
29. Legal proceedings 

Various legal proceedings, claims and governmental investiga-
tions are pending against DaimlerChrysler AG or its subsidiaries 
on a wide range of topics, including vehicle safety, emissions 
and fuel economy, financial services, dealer, supplier and other 
contractual relationships, intellectual property rights, product 
warranties, environmental matters, and shareholder matters. 
Some of these proceedings allege defects in various compo-
nents (including occupant restraint systems, seats, brake sys-
tems, tires, ball joints, engines and fuel systems) in several dif-
ferent vehicle models or allege design defects relating to vehicle 
stability (rollover propensity), pedal misapplication (sudden ac-
celeration), brakes (vibration and brake transmission shift inter-
lock) or crashworthiness. Some of these proceedings are filed as 
class action lawsuits that seek repair or replacement of the ve-
hicles or compensation for their alleged reduction in value, while 
others seek recovery for damage to property, personal injuries 
or wrongful death. Adverse decisions in one or more of these 
proceedings could require us to pay substantial compensatory 
and punitive damages or undertake service actions, recall cam-
paigns or other costly actions.  
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The Federal Republic of Germany initiated arbitration proceed-
ings against DaimlerChrysler Financial Services AG, Deutsche 
Telekom AG and Toll Collect GbR and submitted its statement of 
claims in August 2005. It seeks damages, contractual penalties 
and the transfer of intellectual property rights to Toll Collect 
GmbH. In particular, the Federal Republic of Germany is claiming 
lost revenues of €3.51 billion plus interest (€236 million through 
July 31, 2005 plus 5% per annum over the respective base rate 
since then) for the period September 1, 2003, through Decem-
ber 31, 2004, and contractual penalties of approximately €1.65 
billion through July 31, 2005 plus interest (€107 million through 
July 31, 2005 plus 5% per annum over the respective base rate 
since then). Since some of the contractual penalties, among 
other things, are dependent on time and as further claims for 
contractual penalties have been asserted by the Federal Repub-
lic of Germany, the amount claimed as contractual penalties may 
increase. DaimlerChrysler believes the claims are without merit 
and is defending itself vigorously. We submitted our response to 
the arbitrators in June 2006. See also Note 30. 

The US Securities and Exchange Commission (“SEC”) and the US 
Department of Justice (“DOJ”) are conducting an investigation 
into possible violations of law by DaimlerChrysler including the 
anti-bribery, record-keeping and internal control provisions of 
the US Foreign Corrupt Practices Act (“FCPA”). We have volun-
tarily shared with the DOJ and the SEC information from our own 
internal investigation of certain accounts, transactions and pay-
ments, primarily relating to transactions involving government 
entities and have provided the agencies with information pursu-
ant to outstanding subpoenas and other requests. We have also 
had communications with the office of a German public prosecu-
tor regarding these matters.  

Below is a summary of what DaimlerChrysler uncovered to date 
in connection with its internal investigation:  

• DaimlerChrysler has determined that improper payments were 
made in a number of jurisdictions, primarily in Africa, Asia and 
Eastern Europe. These payments raise concerns under the 
FCPA, under German law and under the laws of other jurisdic-
tions.  

• DaimlerChrysler has identified and self-reported potential tax 
liabilities to tax authorities in several jurisdictions. These tax 
liabilities of DaimlerChrysler AG and certain foreign affiliates 
result from misclassifications of, or the failure to record, 
commissions and other payments and expenses.  

• DaimlerChrysler determined that certain payable accounts 
related to consolidated subsidiaries were not eliminated dur-
ing consolidation.  

• DaimlerChrysler has taken action designed to address and 
resolve the issues identified in the course of its investigation 
to safeguard against the recurrence of improper conduct. This 
includes establishing a company-wide compliance organiza-
tion and evaluating and revising DaimlerChrysler’s governance 
policies and its internal control procedures.  

DaimlerChrysler is working towards completing its internal in-
vestigation into possible violations of law. Some investigative 
and remediation work, however, is still ongoing and further is-
sues may arise as DaimlerChrysler completes its investigation. 
The DOJ or the SEC could seek criminal or civil sanctions, includ-
ing monetary penalties, against DaimlerChrysler and certain of 
its employees, as well as additional changes to its business 
practices and compliance programs.  

DaimlerChrysler also determined that for a number of years a 
portion of the taxes related to compensation paid to expatriate 
employees was not properly reported. DaimlerChrysler voluntar-
ily reported potential tax liabilities resulting from these issues to 
the tax authorities in several jurisdictions and took various re-
medial actions to address these issues.  

Litigation is subject to many uncertainties and DaimlerChrysler 
cannot predict the outcome of individual matters with assur-
ance. The Group establishes provisions in connection with pend-
ing or threatened litigation if a loss is probable and can be rea-
sonably estimated. Since these provisions, which are reflected in 
the Group’s consolidated financial statements, represent esti-
mates, it is reasonably possible that the resolution of some of 
these matters could require us to make payments in excess of 
the amounts accrued in an amount or range of amounts that 
could not be reasonably estimated at December 31, 2006. It is 
also reasonably possible that the resolution of some of the mat-
ters for which provisions could not be made, including the arbi-
tration proceeding and investigations mentioned above, may re-
quire the Group to make payments in an amount or range of 
amounts that could not be reasonably estimated at December 
31, 2006. Although the final resolution of any such matters 
could have a material effect on the Group’s consolidated operat-
ing results for a particular reporting period, DaimlerChrysler be-
lieves that it should not materially affect its consolidated finan-
cial position and cash flow. 

 
30. Guarantees and other financial commitments 

Guarantees. Obligations from issuing guarantees as a guarantor 
(excluding product warranties) are as follows: 

 

 

At December 31, 
Maximum potential 

future obligations 
2006 2005 

At December 31,
Amount recognized

as a liability
2006 2005 

(in millions of €)     

Financial guarantees 1,207 1,819 297 414 

Guarantees under 
buy-back 
commitments 1,444 1,499 344 379 

Other guarantees 260 249 121 121 

 2,911 3,567 762 914 
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Financial guarantees principally represent guarantees that re-
quire the Group to make certain payments if third parties, non-
consolidated affiliated companies and / or other related compa-
nies fail to meet their financial obligations.  

Guarantees under buy-back commitments principally represent 
arrangements whereby the Group guarantees specified trade-in 
or resale values for sold vehicles. Such guarantees provide the 
holder with the right to return purchased vehicles to the Group, 
partially also in connection with a future purchase of vehicles or 
services. As of December 31, 2006, the best estimate for obliga-
tions under guarantees under buy-back commitments for which 
no provisions had yet been recorded was €57 (2005: €52) mil-
lion. The table above excludes residual value guarantees related 
to arrangements for which revenue recognition is precluded due 
to the Group’s obligation to repurchase assets sold to unrelated 
guaranteed parties. 

Other guarantees principally include pledges or indemnifications 
related to the quality or timing of performance by third parties or 
participations in performance guarantees of consortiums. As of 
December 31, 2006, the best estimate for obligations under 
other guarantees for which no provisions had yet been recorded 
was €165 (2005: €153) million.  

In 2002, our subsidiary DaimlerChrysler Financial Services AG, 
Deutsche Telekom AG and Compagnie Financiere et Industrielle 
des Autoroutes S.A. (Cofiroute) entered into a consortium 
agreement in order to jointly develop, install, and operate under 
a contract with the Federal Republic of Germany (operating 
agreement) a system for the electronic collection of tolls for all 
commercial vehicles over 12t GVW using German highways. 
DaimlerChrysler Financial Services AG and Deutsche Telekom 
AG each hold a 45% equity interest and Cofiroute holds the re-
maining 10% equity interest in both the consortium (Toll Collect 
GbR) and the joint venture company (Toll Collect GmbH) (to-
gether “Toll Collect”).  

According to the operating agreement, the toll collection system 
had to be operational no later than August 31, 2003. After a de-
lay of the launch date of the toll collection system, which re-
sulted in a loss of revenue for Toll Collect and in payments of 
contractual penalties for delays, the toll collection system was 
introduced on January 1, 2005, with on-board units that allowed 
for slightly less than full technical performance in accordance 
with the technical specification (phase 1). On January 1, 2006, 
the toll collection system was installed and started to operate 
with full effectiveness as specified in the operating agreement 
(phase 2). On December 20, 2005, Toll Collect GmbH received a 
preliminary operating permit as specified in the operating agree-
ment. The failure to obtain the final operating permit by Decem-
ber 20, 2006, may lead to termination of the operating agree-
ment by the Federal Republic of Germany. Toll Collect GmbH 
expects to receive the final operating permit, and continues to 
operate the toll collection system under the preliminary operat-
ing permit in the interim.  

Failure to perform various obligations under the operating agree-
ment may result in penalties, additional revenue reductions and 
damage claims that could become significant over time. How-
ever, penalties and revenue reductions are capped at €75 million 
per year until September 30, 2006, at €150 million per year 
thereafter until the final operating permit has been issued and at 
€100 million per year following the issuance of the final operat-
ing permit. These cap amounts are subject to a 3% increase for 
every year of operation.  

Beginning in June 2006, the Federal Republic of Germany began 
reducing monthly payments to Toll Collect GmbH by €8 million in 
partial set-off against amounts claimed in the arbitration pro-
ceeding referred to below. This offsetting, which Toll Collect 
GmbH is contesting, may require the consortium members to 
provide additional operating funds to Toll Collect GmbH.  

The operating agreement calls for submission of all disputes re-
lated to the toll collection system to arbitration. The Federal Re-
public of Germany has initiated arbitration proceedings against 
DaimlerChrysler Financial Services AG, Deutsche Telekom AG 
and the consortium. According to the statement of claims re-
ceived in August 2005, the Federal Republic of Germany is seek-
ing damages, including contractual penalties and reimbursement 
of lost revenues that allegedly arose from delays in the operabil-
ity of the toll collection system. See Note 29 for additional in-
formation. 

Each of the consortium members (including DaimlerChrysler Fi-
nancial Services AG) have provided guarantees supporting the 
obligations of Toll Collect GmbH towards the Federal Republic of 
Germany relating to the completion and operation of the toll col-
lection system, which are subject to specific triggering events. In 
addition, DaimlerChrysler AG has guaranteed bank loans ob-
tained by Toll Collect GmbH. The guarantees are described in 
detail below: 

• Guarantee of bank loans. DaimlerChrysler AG issued a guaran-
tee to third parties up to a maximum amount of €230 million 
for bank loans which could be obtained by Toll Collect GmbH. 
This amount represents the Group’s 50% share of Toll Collect 
GmbH’s external financing guaranteed by its shareholders. In 
2006, bank loans previously obtained by the consortium and 
guaranteed by DaimlerChrysler AG up to a maximum amount 
of €600 million were replaced by bank loans guaranteed by 
DaimlerChrysler AG up to a maximum amount of €230 million. 
Associated with this loan repayment, the Group participated 
with 50% (€393 million) in a capital increase at Toll Collect 
GbR in 2006. 



 

54 

• Guarantee of obligations. Towards the Federal Republic of Ger-
many the consortium members have jointly and severally 
guaranteed the obligations of Toll Collect GmbH resulting from 
the operating agreement concerning the delivery and opera-
tion of the toll collection system. This guarantee expired on 
December 31, 2006. 

• Equity maintenance undertaking. The consortium members 
have the obligation to contribute, on a joint and several basis, 
additional funds to Toll Collect GmbH as may be necessary for 
Toll Collect GmbH to maintain a minimum equity (based on 
German Commercial Code accounting principles) of 15% of to-
tal assets (a so-called “equity maintenance undertaking”). This 
obligation will terminate on August 31, 2015, when the oper-
ating agreement expires, or earlier if the agreement is termi-
nated. Such obligation may arise if Toll Collect GmbH is sub-
ject to revenue reductions caused by underperformance, if the 
Federal Republic of Germany is successful in claiming lost 
revenues against Toll Collect GmbH for any period the system 
was not fully operational, or if Toll Collect GmbH incurs penal-
ties that may become payable under the above mentioned 
agreements. If such penalties, revenue reductions and other 
events reduce Toll Collect GmbH’s equity to a level below the 
minimum equity percentage agreed upon, the consortium 
members are obligated to fund Toll Collect GmbH’s operations 
to the extent necessary to reach the required minimum equity. 

Cofiroute’s risks and obligations are limited to €70 million. 
DaimlerChrysler Financial Services AG and Deutsche Telekom 
AG are jointly obliged to indemnify Cofiroute for amounts ex-
ceeding this limitation.  

While DaimlerChrysler’s maximum future obligation resulting 
from the guarantee of the bank loan can be determined (€230 
million), the Group is unable to reasonably estimate the amount 
or range of amounts of possible loss resulting from the guaran-
tee in form of the equity maintenance undertaking due to the 
various uncertainties described above, although it could be ma-
terial. The table above only includes the guarantee of the bank 
loan (shown under financial guarantees).  

Group companies also provide guarantees to third parties for 
obligations of other consolidated subsidiaries. All intercompany 
guarantees are eliminated in consolidation and therefore are not 
included in the above table.  

Obligations associated with product warranties are also not in-
cluded in the above table. See Note 23 for provisions relating to 
such obligations. 

Other financial commitments. In connection with certain pro-
duction programs, DaimlerChrysler has committed to purchase 
various levels of outsourced manufactured parts and compo-
nents over extended periods. The Group has also committed to 
purchase or invest in the construction and maintenance of vari-
ous production facilities. Amounts under these arrangements  

represent commitments to purchase plant or equipment in the 
future. As of December 31, 2006, commitments to purchase 
outsourced manufactured parts and components as well as to 
invest in plant and equipment are approximately €4.8 billion. 
These amounts are not included in the above table.  

The Group has also entered into non-cancelable operating leases 
for facilities, plant and equipment. In 2006, rental payments of 
€835 million (2005: €853 million) were recognized as expense. 
Future minimum lease payments under non-cancelable lease 
agreements are as follows: 

 

 At December 31, 
 2006 2005 

(in millions of €)   

Less than one year 570 674 

Between one and two years 498 510 

Between two and three years 426 401 

Between three and four years 363 342 

Between four and five years 307 304 

More than five years 1,162 1,133 

 3,326 3,364 

 
 
Future payments to be received from subletting these facilities, 
plant and equipment to third parties total €135 million (Decem-
ber 31, 2005: €211 million). 

In addition, DaimlerChrysler AG has issued loan commitments 
for a total of €2.5 billion and €2.3 billion as of December 31, 
2006 and 2005, respectively. 

In 2006, DaimlerChrysler sold the real estate of its former head-
quarters in Stuttgart-Möhringen to IXIS Capital Partners Ltd. for 
€240 million in cash. At the same time, DaimlerChrysler entered 
into a leaseback arrangement for the properties sold with non-
cancelable lease periods ranging from ten to fifteen years. At the 
end of the non-cancelable lease term, DaimlerChrysler has re-
newal options for up to nine years. The lease payments are ad-
justed based on the German consumer price index and are in-
cluded in the above table. 

Several major tier-one automotive suppliers have initiated bank-
ruptcy proceedings and continue to face financial difficulties. 
Interruption in the supply of components from any of those sup-
pliers, in particular Collins & Aikman, Delphi Corporation and 
Automotive Group ISE, would disrupt the production of certain 
vehicles of DaimlerChrysler. Various vehicle manufacturers, in-
cluding DaimlerChrysler, have provided financial support to such 
suppliers to avoid prolonged interruptions. DaimlerChrysler has 
provided financial support to Collins & Aikman since 2005 and 
expects to provide additional financial support in 2007.  
DaimlerChrysler also expects to provide financial support to 
other financially distressed suppliers, in particular to Automotive 
Group ISE, in the future. 
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31. Financial instruments 

a) Carrying amounts and fair values of financial instru-
ments 

The following table shows the carrying amounts and fair values 
of the Group's financial instruments. The fair value of a financial 
instrument is the price at which a party would accept the rights 
and / or obligations of this financial instrument from another 
independent party. Given the varying influencing factors, the re-
ported fair values can only be viewed as indicators of the prices 
that may actually be achieved on the market. 

 

 At December 31, 2006 At December 31, 2005 

 
Carrying 
amount Fair value 

Carrying 
amount Fair value 

(in millions of €)     

Receivables from  
financial services 77,169 76,446 86,181 85,746 

Trade receivables 7,671 7,671 7,965 7,965 

Cash and cash equivalents 8,409 8,409 8,063 8,063 

Other financial assets     

Financial assets  
available for sale1 7,398 7,398 6,463 6,463 

Financial assets  
recognized at fair value 
through profit or loss 1,197 1,197 446 446 

Derivative financial  
instruments used in  
hedge accounting 1,293 1,293 607 607 

Other receivables  
and assets 3,044 3,044 2,970 2,970 

Total financial assets 106,181 105,458 112,695 112,260 

     

Financing liabilities 99,536 100,201 102,861 103,700 

Trade payables 13,716 13,716 14,591 14,591 

Other financial liabilities     

Financial liabilities  
recognized at fair value 
through profit or loss 196 196 291 291 

Derivative financial  
instruments used in  
hedge accounting 376 376 1,476 1,476 

Miscellaneous other  
financial liabilities 9,860 9,860 10,354 10,354 

Total financial liabilities 123,684 124,349 129,573 130,412 

1 Includes equity interests measured at cost of €656 million (2005: €752 million), whose fair 
value cannot be determined with sufficient reliability. 

The carrying amounts of financial instruments presented accord-
ing to IAS 39 measurement categories are as follows: 

 

 At December 31, 
 2006 2005 

(in millions of €) 

Assets   

Trade receivables 7,671 7,965 

Other receivables and assets 3,044 2,970 

Receivables from financial services1 63,231 72,366 

Loans and receivables 73,946 83,301 

Available-for-sale financial assets 7,398 6,463 

Financial assets recognized at fair value  
through profit or loss2 1,197 446 

   

Liabilities   

Trade payables 13,716 14,591 

Financing liabilities3 77,040 80,911 

Other financial liabilities4 9,567 9,862 

Financial liabilities measured at cost  100,323 105,364 

Financial liabilities recognized at fair value  
through profit or loss2 196 291 

The table above does not include cash and cash equivalents or the carrying amounts of derivative 
financial instruments used in hedge accounting as these financial instruments are not assigned 
to an IAS 39 measurement category. 
 
1  This does not include lease receivables of €13,937 million (2005: €13,816 million) as these 

are not assigned to an IAS 39 measurement category. 
2  Financial instruments classified as held for trading purposes. Therein included are also finan-

cial instruments that do not qualify for hedge accounting treatment. 
3  This does not include liabilities from capital leases of €491 million (2005: €339 million) or 

liabilities from non-transference of assets of €22,005 million (2005: €21,611 million) as these 
are not assigned to an IAS 39 measurement category. 

4  This does not include liabilities from finance guarantees of €293 million (2005: €492 million) 
as these are not assigned to an IAS 39 measurement category. 

 

The fair values of financial instruments were calculated on the 
basis of market information available on the balance sheet date 
using the methods and premises presented below. 

Receivables from financial services. As a simplification, it is 
assumed that the fair values of receivables from financial ser-
vices with variable interest rates are equal to the respective car-
rying amounts since the interest rates agreed and those avail-
able on the market are virtually identical. The fair values of re-
ceivables from financial services with fixed interest rates are 
calculated on the basis of discounted estimated future cash 
flows. The discounting is based on the current interest rates, at 
which similar loans with identical terms as of December 31, 
2006 and December 31, 2005 can be borrowed. 

Trade receivables and cash and cash equivalents. Due to the 
short terms of these financial instruments, it is assumed that the 
fair value is equal to the carrying amount. 
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Other financial assets.  

Financial assets available for sale include the following: 
– Equity interests measured at fair value. The equity interests 

measured at fair value were measured using the market prices 
determined as of December 31.  

– Equity interests measured at cost. Due to the absence of an 
active market the market price or fair value for these equity 
interests could not be determined and therefore these inter-
ests are measured at cost. These interests comprise of shares 
in non-listed companies for which cash flows could not be re-
liably determined. Therefore, these investments have not been 
measured by discounting the estimated future cash flows. It is 
assumed that fair values are equal to the carrying amounts.  

– Debt instruments. Debt instruments are predominantly meas-
ured using market prices as of December 31. Some of the fair 
values of debt securities are based on valuation models based 
on market data. A small portion of the fair values of these in-
struments is calculated through valuation models which are 
not based on market data. 

Financial assets recognized at fair value through profit or loss; 
these include: 
– Derivative financial instruments not used in hedge accounting. 

For further details on the currency and interest rate hedging 
contracts see the comments under derivative financial instru-
ments used in hedge accounting. The fair values of hedging 
instruments for equities are calculated using price quotations 
in consideration of forward premiums and discounts or 
through option pricing models. This also includes hedging in-
struments for listed investments which are included at equity 
in the consolidated financial statements. 

– Trading securities. The trading securities measured at fair 
value were measured using the market prices determined as 
of December 31. 

Derivative financial instruments used in hedge accounting in-
clude:  
– Derivative currency hedging contracts. The fair values of cur-

rency forwards are determined on the basis of current refer-
ence prices in consideration of forward premiums and dis-
counts. Currency options were measured using price quota-
tions or option pricing models. 

– Derivative interest rate hedging contracts. The fair values of 
interest rate hedging instruments (e.g. interest rate swaps, 
cross currency interest rate swaps) are calculated on the ba-
sis of the discounted estimated future cash flows using the 
market interest rates appropriate to the remaining terms of 
the financial instruments. Interest options were measured us-
ing price quotations or option pricing models. 

Other receivables and assets include the following: 
– Short-term other receivables and short-term loans. These  

financial instruments are recognized at cost. Because of the 
short maturities of these financial instruments, it is assumed 
that the fair value is equal to the carrying amount. 

– Long-term loans and other long-term receivables. These finan-
cial instruments are reported at present value on the balance 
sheet. It is assumed that the present values are equal to the 
fair values of these financial instruments. 

Financing liabilities. The fair values of bonds are calculated as 
the present values of the estimated future cash flows. Standard 
market interest rates for the appropriate terms were used for 
discounting. On account of the short terms of bonds and loans 
used in revolving credit facilities, it is assumed that the carrying 
amounts of these financial instruments are virtually the same as 
their fair values. 

Trade payables. Due to the short maturities of these financial 
instruments, it is assumed that the fair value is equal to the car-
rying amount. 

Other financial liabilities. Financial liabilities recognized at fair 
value through profit or loss include the following: 

– Derivative financial instruments not used in hedge accounting. 
See the notes under other financial assets 

– Derivative financial instruments used in hedge accounting. See 
the notes under other financial assets 

Miscellaneous other financial liabilities include the following: 
– Liabilities from residual value guarantees. As for current liabili-

ties it is assumed that the fair value is equal to the carrying 
amount of these financial instruments due to their short ma-
turities. Non-current liabilities are reported principally at pre-
sent value on the balance sheet; it is assumed that the pre-
sent values are equal to the fair values of these financial in-
struments. 

– Miscellaneous other financial liabilities. Because of the short 
maturities of these financial instruments, it is assumed that 
the fair value is equal to the carrying amount. 

b) Net gains or losses 

The following table shows the net gains or losses of financial 
instruments included in the income statement (not including de-
rivative financial instruments used in hedge accounting): 

 2006 2005 

(in millions of €) 

Financial assets and liabilities recognized  
at fair value through profit or loss1 469 (516) 

Financial assets available for sale 73 975 

Loans and receivables (326) (455) 

Financial liabilities measured at cost (20) (4) 

1 Financial instruments classified as held for trading and derivative financial instruments not 
used in hedge accounting. 
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In addition to amounts attributable to changes in fair value, net 
gains and losses of financial assets and liabilities recognized at 
fair value through profit or loss also include the interest income 
and expenses of these financial instruments. 

Net gains and losses on financial assets available for sale are 
comprised mainly of impairment losses and gains or losses on 
derecognition. For further information see Note 20. 

Net gains and losses on loans and receivables are comprised 
mainly of gains or losses on derecognition as well as impairment 
losses and recoveries.  

c) Total interest income and total interest expense  

Total interest income and total interest expense for financial as-
sets or financial liabilities that are not measured at fair value 
through profit or loss are structured as follows:  

 

 2006 2005 

(in millions of €)   

Total interest income 6,309 6,327 

Total interest expenses (5,238) (4,553) 

 

For qualitative descriptions of accounting for financial instru-
ments (including derivative financial instruments) please refer to 
Note 1. 

d) Information on derivative financial instruments  

Utilization of derivatives. The Group uses derivative financial 
instruments such as interest rate swaps and forward rate agree-
ments for hedging of the interest risks. Currency risks are 
hedged mainly through currency forward transactions and op-
tions. 

Fair values of hedging instruments. The table below shows 
the fair values of hedging instruments:  

 

 At December 31, 
 2006 2005 

(in millions of €)  

Fair value hedges 57 38 

Cash flow hedges 860 (907) 

 

Fair value hedges. The Group uses fair value hedges primarily 
for hedging of interest rate risks. 

The net result of hedging instruments for 2006 amounted to €16 
million (2005: €(143) million). The net result of underlyings 
amounted to €(18) million in 2006 (2005: €139 million).  

These figures also include the portions of derivative financial 
instruments excluded from the hedge effectiveness test and the 
ineffective portions. 

Cash flow hedges. The Group uses cash flow hedges primarily 
for hedging of currency risks and interest rate risks.  

In 2006, net unrealized gains on the measurement of derivatives 
(before taxes) of €2.3 billion (2005: unrealized losses of 
€3.6 billion) were recognized in equity without affecting earn-
ings. In this period, net gains of €54 million (2005: €423 million) 
were reclassified from equity to revenue and net gains of 
€18 million (2005: €30 million) were reclassified to cost of 
sales. In addition, in 2006, net gains of €1,341 million (2005: 
losses of €2,782 million) were reclassified from equity to net 
interest income. These amounts do not include gains or losses 
posted to equity without an effect on earnings or amounts rec-
ognized through profit and loss as a result of reclassifications to 
the income statements of companies accounted for at equity. 

The consolidated net profit for 2006 includes net gains (before 
taxes) of €4 million (2005: net losses of €39 million) from the 
valuation of derivative financial instruments, which were either 
hedge-ineffective or components that were excluded from the 
hedge effectiveness test. 

In 2006, the premature termination of cash flow hedges did not 
lead to any gains or losses (2005: losses of €1 million). 

During the upcoming financial year, €387 million in net gains, 
which were reported in equity as of the balance sheet date, are 
expected to be reclassified to the income statement. The total 
includes €320 million attributable to associated companies, 
whose results are included in the line item share of profit (loss) 
from companies accounted for using the equity method, net. 

The maturities of the interest rate hedges and currency hedges 
correspond to those of the underlying transactions. As of De-
cember 31, 2006, DaimlerChrysler utilized derivative instru-
ments with a maximum maturity of 29 months as hedges for 
currency risks arising from future transactions. 
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32. Risk management 

General information on financial risk 

The DaimlerChrysler Group is exposed to market risks from 
changes in foreign currency exchange rates, interest rates, eq-
uity prices. Furthermore, commodity price risks arise from pro-
curement. In addition, the Group is exposed to credit risks 
mainly from its lease and financing activities and from trade re-
ceivables. And the Group is exposed to liquidity risks relating to 
its credit and market risks or a deterioration of its operating 
business or financial market disturbances. With respect to the 
Financial Services segment, the Group is exposed to credit risks 
arising from operating lease contracts, finance lease contracts 
and financing contracts. Financial Services manages credit risk 
irrespectively of whether a particular contract is accounted for 
as an operating lease or a finance lease. As a result, Financial 
Services’ credit risk disclosures include credit risks arising from 
the entire leasing business unless otherwise indicated. These 
financial risks may adversely affect DaimlerChrysler’s financial 
position, cash flows and profitability.  

DaimlerChrysler has established guidelines for risk controlling 
procedures and for the use of financial instruments, including a 
clear segregation of duties with regard to operating financial ac-
tivities, settlement, accounting and controlling of financial in-
struments. The guidelines upon which the Group’s risk manage-
ment processes are based are designed to identify and analyze 
these risks Group-wide, to set appropriate risk limits and con-
trols and to monitor the risks by means of reliable and up-to-
date administrative and information systems. The guidelines and 
systems are regularly reviewed and adjusted to changes in mar-
kets and products.  

The Group manages and monitors these risks primarily through 
its operating and financing activities and, if required, through the 
use of derivative financial instruments. DaimlerChrysler does not 
use derivative financial instruments for purposes other than risk 
management. Without these derivative financial instruments, the 
Group would be exposed to higher financial risks. Additional in-
formation on financial instruments and especially derivatives is 
included in Note 31. DaimlerChrysler regularly evaluates its fi-
nancial risks with due consideration of changes in key economic 
indicators and up-to-date market information.  

Credit risk  

Credit risk is the risk of economic loss arising from a counter-
party’s failure to repay or service debt according to the contrac-
tual terms. Credit risk encompasses both the direct risk of de-
fault and the risk of a deterioration of creditworthiness and the 
respective concentration risk.  

Liquid assets. Liquid assets mainly consist of cash and cash 
equivalents and debt instruments from available-for-sale finan-
cial assets. In connection with the investment of liquid assets, 
the Group is exposed to credit-related losses to the extent that 
banks or issuers of securities fail to fulfill their obligations.  
DaimlerChrysler manages this credit risk exposure through the 
diversification of counterparties with the use of a limit system 
and the review of each counterparty’s financial strength.  

With the investment of liquid assets, DaimlerChrysler selects the 
banks and issuers of securities very carefully. In line with the 
Group’s risk policy, the predominant part of the liquid assets is 
in investments with an external rating of A or better. To a lower 
extent, other investments of liquid assets are held only as far as 
deemed necessary to maintain the operating business in low-
rated countries and other ordinary business.  

At present, there are no liquid assets that are past their maturity 
or impaired due to credit risk-related defaults.  

Receivables from financial services. The financing and lease 
activities of DaimlerChrysler are primarily focused on supporting 
the sale of the automotive products of the Group. As a conse-
quence of these activities, the Group is exposed to credit risk, 
which is monitored with the use of defined standards, guidelines 
and procedures.  

The exposure to credit risk from financing and lease activities is 
monitored based on the portfolio subject to credit risk. The port-
folio subject to credit risk is reported internally gross of risk re-
serves and includes both the receivables from financial services 
and the portion of the operating lease portfolio that is subject to 
credit risk. It also includes volumes from dealer inventory financ-
ing. The receivables from financial services comprise claims aris-
ing from finance lease contracts and repayment claims from fi-
nancing loans. The operating lease portfolio subject to credit risk 
is reported under “equipment on operating leases” in the 
Group’s consolidated financial statements.  

In the year 2006, the Group’s maximum credit risk exposure for 
the receivables from financial services amounted to €77,169 
million (2005: €86,181 million). For further details regarding the 
extent of credit risk based on the carrying amounts of receiv-
ables from financial services, please refer to Note 14.  

In addition, the Financial Services segment is exposed to credit 
risk from irrevocable loan commitments that mainly arise  
from credit card business or are extended to large dealerships 
for customer retention reasons. At December 31, 2006, the loan 
commitments amounted to €2,458 million (2005: €2,311  
million), and primarily had maturities of less than one year.  
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The Financial Services segment has implemented global guide-
lines and rules as a basis for efficient risk management. In par-
ticular, these rules deal with concentration risks, requests for 
collateral as well as the treatment of unsecured credits and non-
performing claims. These global guidelines and rules establish 
minimum standards which must be adhered to by all local enti-
ties. In addition, some entities have implemented rules and risk 
management processes which are more restrictive to take ac-
count of local market conditions and to comply with applicable 
law. The risk management principles contain standards for iden-
tifying, measuring, analyzing and monitoring the credit risks and 
are accompanied by a set of limits for operating entities and 
product types. To ensure the soundness of the guidelines, they 
also address the different requirements for the various customer 
and product types. These guidelines are crucial for consistently 
managing the credit risks and ensure that DaimlerChrysler’s risk 
bearing capacity is not exceeded. The internal guidelines are 
regularly reviewed and updated to reflect changing market envi-
ronments and new developments in external risk management 
standards. Compliance with global and local guidelines is regu-
larly reviewed by independent internal auditors.  

The guidelines define and effectively limit any concentration risk 
that might arise from receivables from financial services with 
regard to particular customers. Continuous portfolio analyses 
ensure that concentration risks are identified and evaluated in a 
timely manner. As of December 31, 2006, the exposure to the 
top 15 customers did not exceed 3% of the total portfolio.  

With respect to its financing and lease activities, the Group 
takes collateral for each customer transaction. The value of the 
collateral generally depends on the amount of the financed as-
sets. As a rule, the main collateral is the financed vehicles (usu-
ally secured by certificate of ownership). In addition, the follow-
ing types of collateral are accepted:  

• cash,  

• marketable securities,  

• real estate property,  

• inventory,  

• guarantees and sureties.  

In accordance with the credit standards of Financial Services, a 
valuation of collateral held is performed on an annual basis. 
Moreover, Financial Services mitigates the credit risk of its fi-
nance and lease activities. Advance payments from customers, 
for example, reduce the exposure subject to credit risk. Their 
usage and amount depends on the risk class of the borrower 
and the type of underlying financed asset. External credit bureau 
data are applied by local Financial Services companies as a 
standard information source to assess the borrower’s creditwor-
thiness. Additionally, credit risk is mitigated in some markets by 
offering a residual debt insurance to retail customers to cover 
the event of death for example.  

With respect to credit risk not covered by collateral, scoring sys-
tems are applied to consistently assess the default risk of retail 
and small business customers. Corporate customers are evalu-
ated using internal rating instruments. The scoring and rating 
results as well as the availability of security and other risk miti-
gation instruments are essential elements for credit decisions. 
The corporate customer rating instruments categorize borrowers 
into ten different rating classes and differentiate between the 
two corporate customer types: dealers and fleets. To ensure that 
these risk classification instruments are accurate, regular moni-
toring, reviews and adjustments are carried out.  

Significant financing loans and finance leases to corporate cus-
tomers are evaluated individually for impairment. An individual 
loan or finance lease is considered impaired when there is ob-
jective evidence that the Group will be unable to collect all 
amounts due according to the contractual terms. The Group has 
defined specific loss events as providing objective evidence that 
a financing loan or finance lease receivable has been impaired. 
These loss events include a corporate customer being set on a 
“credit watch list” or “problem credit” status or contractual 
payments of a retail or small business customer becoming 30 
days past due.  

The vast majority of loans and finance lease receivables related 
to retail or small business customers are grouped into homoge-
neous pools and collectively assessed for impairment. The im-
pairment models used aim to determine an appropriate level of 
impairment allowances to reflect losses which have been in-
curred on the loans in the pool but have not yet been identified. 
The models used are generally based on historical experience, 
taking into account current economic conditions and behavioral 
facts. In certain highly developed markets, statistical methods 
are used. If loans and lease receivables that are collectively as-
sessed for impairment are identified to be individually impaired, 
procedures are initiated to take possession of the asset financed 
or leased, or, alternatively, to renegotiate the impaired contract. 
Since in either case foreclosure of the contract is imminent, the 
impaired finance lease receivables and loans are carried at the 
estimated value of the collateral during the period of reposses-
sion or renegotiation.  

Restructuring policies and practices are based on the indicators 
or criteria which, in the judgment of local management, indicate 
that repayment will probably continue and that total proceeds 
expected to be derived from the renegotiated contract exceed 
the expected proceeds to be derived from repossession and re-
marketing. Renegotiated loans that would otherwise be past due 
or impaired represent an insignificant portion of the portfolio.  

Trade receivables. Trade receivables are mostly receivables 
from worldwide sales activities of vehicles and spare parts to 
general distribution companies. The credit risk from trade re-
ceivables encompasses both the default risk of general distribu-
tion companies as well as the payment risk of particular sales 
activities. DaimlerChrysler manages its credit risk from trade 
receivables on the basis of internal guidelines.  
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According to these rules, DaimlerChrysler evaluates each gen-
eral distribution company’s creditworthiness by an internal rat-
ing process and its country risk on an annual basis. In this con-
text, the year-end financial statements of the general distribu-
tion companies are assessed and recorded.  

With regard to those general distribution companies whose cre-
ditworthiness does not allow for unsecured receivables, Daimler-
Chrysler usually demands the following types of collateral:  

• first class export insurances,  

• letters of guarantee from OECD banks,  

• letters of credit,  

• pledges.  

For the remaining credit risk from trade receivables, impair-
ments are recognized. The maximum exposure to loss of trade 
receivables is equal to their total carrying amounts. The carrying 
amounts of trade receivables, showing separately those receiv-
ables that are past due or impaired, can be seen under Note 18.  

Derivative financial instruments. Derivative financial instru-
ments comprise derivatives that are either included in hedge 
accounting or individually valued. The DaimlerChrysler Group 
does not use derivative financial instruments for purposes other 
than risk management. Without the use of these derivative fi-
nancial instruments, the Group would be exposed to higher fi-
nancial risks. DaimlerChrysler manages the credit risk exposure 
of the derivative financial instruments through diversification of 
counterparties by a limit system and review of each counter-
party’s financial strength. The maximum exposure to credit risk 
is equal to the carrying amount of those derivatives classified as 
financial assets. The counterparties of the derivative financial 
instruments are mainly international banks. As these counter-
parties carry high external credit ratings from Standard & Poor’s, 
Moody’s or Fitch, the loss potential regarding credit risk is con-
sequently limited. Concentration risks with regard to particular 
counterparties are defined and identified by an internal limit sys-
tem. Currently, no derivative financial instruments are past due 
or impaired as a result of credit risk-related defaults.  

Other receivables and financial assets. With respect to credit 
risk arising from other receivables and financial assets of  
DaimlerChrysler, the maximum exposure to credit risk is equal to 
the carrying amount of these instruments. DaimlerChrysler  
considers this credit risk as not significant.  

Liquidity risk 

Liquidity risk encompasses the risk that a company cannot meet 
its financial obligations in full.  

DaimlerChrysler’s main sources of liquidity are its operations, 
external borrowings and sales of finance receivables in securiti-
zation transactions. The funds are primarily used to finance 
working capital and capital expenditure requirements and the 
cash needs of the lease and financing business. The Group typi-
cally finances its lease and financing activities with a high pro-
portion of debt and through the sale of finance receivables from 
the financial services business (securitization transactions).  

DaimlerChrysler manages its liquidity by holding adequate vol-
umes of liquid assets and maintaining syndicated credit facilities 
in addition to the cash inflow generated by its operating busi-
ness. The liquid assets consist of cash and cash equivalents as 
well as of short-term realizable securities and other assets. 
Some of these instruments are subject to market risks that the 
Group typically hedges with derivative financial instruments, 
such as interest rate swaps, forward rate agreements, caps, 
floors, futures and options. At December 31, 2006, Daimler-
Chrysler had short-term and long-term credit lines totaling €34.7 
billion, of which €18.2 billion were not utilized. These credit lines 
include a US $18 billion credit facility with a syndicate of inter-
national banks. This credit facility comprises three tranches. The 
first tranche is a 5-year credit line maturing in May 2008, allow-
ing DaimlerChrysler AG and various subsidiaries to draw a total 
of US $7 billion under this facility. DaimlerChrysler North Amer-
ica Holding Corporation, a wholly-owned subsidiary of Daimler-
Chrysler AG, can draw a total of US $6 billion under a 364-day 
facility maturing in May 2007. The third tranche is a 5-year 
credit line of DaimlerChrysler AG with a volume of US $5 billion. 
This credit line had an original maturity of December 2009. In 
December 2005 and 2006, DaimlerChrysler made use of the 
contractual option to extend this facility for another year. The 
new maturity of this credit line is December 2011. For the period 
from December 2009 until December 2011, the volume of the 
third tranche is US $4.9 billion. A part of the US $18 billion 
credit facility serves as back-up for commercial paper drawings. 
In addition, the Group maintains a broad variety of other funding 
sources. Depending on its cash needs and market conditions, 
the Group issues bonds, notes and commercial papers or exe-
cutes securitization transactions in various currencies.  

From an operating point of view, the management of the Group’s 
liquidity exposures is centralized by a daily cash concentration 
process. This process enables DaimlerChrysler to manage its 
liquidity surplus and liquidity requirements according to the ac-
tual needs of the Group and each subsidiary company. The 
Group’s short-term and mid-term liquidity management takes 
into account the maturities of financial assets and financial li-
abilities and estimates of cash flows from the operating busi-
ness.  
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Detailed information on the Group’s financing liabilities is pro-
vided in Note 24 to the consolidated financial statements.  

The liquidity runoff shown in the following table provides an in-
sight into how the liquidity situation of the Group is affected by 
the cash flows from financial liabilities as of December 31, 2006. 
It comprises a runoff of the  

• undiscounted principal and interest cash outflows of the  
financing liabilities,  

• undiscounted sum of the net cash outflows of the derivative 
financial instruments for the respective time band,  

• undiscounted cash outflows of the trade payables,  

• undiscounted payments from other financial liabilities and  

• the maximum amount to be drawn from irrevocable loan com-
mitments of the Financial Services segment.  

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

        
 Total 2007 2008 2009 2010 2011 > 2012 

(in millions of €) 

Financing liabilities 119,407 49,690 23,340 15,097 5,427 7,457 18,396 

Derivative financial instruments 2,417 533 1,110 142 64 72 496 

Trade payables 13,716 13,714 2 - - - - 

Other financial liabilities 9,860 8,268 821 509 130 48 84 

Irrevocable loan commitments  
from the Financial Services segment 2,458 2,458 - - - - - 

Total 147,858 74,663 25,273 15,748 5,621 7,577 18,976 

 

The undiscounted cash outflows of this runoff are subject to the 
following conditions:  

• If the counterparty can request payment at different dates, 
the liability is included on the basis of the earliest date on 
which DaimlerChrysler can be required to pay. The customer 
deposits of DaimlerChrysler Bank are considered in this analy-
sis to mature within the first year if appropriate according to 
their contractual maturity although their economic term until 
maturity may be longer.  

• Besides derivative financial instruments bearing a negative fair 
value, this analysis also comprises derivative financial instru-
ments with a positive fair value due to the fact that all deriva-
tive financial instruments and not necessarily derivative finan-
cial instruments of negative fair value only may contain net 
cash outflows.  

• The cash flows of floating interest financial instruments are 
estimated on the basis of forward rates as this complies with 
the calculation of fair values of other financial instruments.  

The available liquidity, short-term and long-term credit lines and 
the possibility to generate cash flows by securitizing receivables 
give DaimlerChrysler adequate flexibility to cover the Group’s refi-
nancing requirements. Due to the diversification of financing 
sources and the liquid assets, DaimlerChrysler is not exposed to 
any concentration risk regarding liquidity.  

Finance market risks 

The global nature of its businesses exposes DaimlerChrysler to 
market risks resulting from changes in foreign currency ex-
change rates and interest rates. Accordingly, changes in foreign 
currency exchange rates and interest rates may adversely affect 
the Group’s operating results and financial situation. Other than 
equity price risks resulting from investments accounted for un-
der the equity method, which are not considered in the following 
quantitative and qualitative analysis, the Group is only exposed 
to equity price risk to a minor extent. DaimlerChrysler seeks to 
manage and control these market risks primarily through the 
Group’s regular operating and financing activities, but also uses 
derivative financial instruments when deemed appropriate.  
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These market risks are evaluated by monitoring changes in key 
economic indicators and market information on an ongoing ba-
sis. In addition, the Group is exposed to commodity price risk 
associated with its business operations.  

Any market sensitive instruments, including equity and interest 
bearing securities that the pension and other post-retirement 
benefit plans hold are not included in this quantitative and quali-
tative analysis. Please refer to Note 22 for additional information 
regarding DaimlerChrysler’s pension and other post-retirement 
benefit plans.  

As part of its risk management system, DaimlerChrysler employs 
value-at-risk analyses as recommended by the Bank for Interna-
tional Settlements. In performing these analyses, the market risk 
exposure to changes in foreign currency exchange rates, interest 
rates and equity prices is quantified on a continuous basis by pre-
dicting the maximum loss with a given holding period and confi-
dence level. The value-at-risk calculations employed  

• express potential losses in fair values  

• are based on the variance-covariance approach and  

• assume a 99% confidence level and a holding period of five 
days. 

When the value-at-risk of the Group’s portfolio of financial  
instruments is calculated, first the current fair value of these 
financial instruments is computed. Then the sensitivity of the 
Group’s portfolio value to changes of the relevant market risk 
factors, such as foreign currency exchange rates or interest 
rates, is quantified. Based on expected volatilities and correla-
tions of these market risk factors which are obtained from the 
RiskMetrics™ dataset, potential changes of the portfolio value 
are computed by applying the variance-covariance approach. 
The variance-covariance approach is a statistical method used to 
quantify the total impact of all relevant market risk factors on 
the portfolio’s present value. Through these calculations, and by 
assuming a 99% confidence level and a holding period of five 
days, the Group’s value-at-risk is obtained. The 99% confidence 
level and the five-day holding period indicate that there is only a 
1% statistical probability that the value-at-risk will be exceeded 
by losses at the end of the five-day holding period.   

In accordance with the organizational standards of the interna-
tional banking industry, DaimlerChrysler maintains risk man-
agement control systems independent of Corporate Treasury 
and with a separate reporting line.  

Exchange rate risk. Transaction risk and currency risk manage-
ment. The global nature of DaimlerChrysler’s businesses ex-
poses operating businesses and reported financial results and 
cash flows to risks arising from fluctuations in exchange rates. 
These risks primarily relate to fluctuations between the US dollar 
and the euro.  

The Group holds financial assets in foreign currencies. However, 
in accordance with internal rules, DaimlerChrysler generally refi-
nances such assets in the respective foreign currencies, thus 
avoiding significant exchange rate risk.  

The Group’s exchange rate risk arises, in contrast, primarily from 
operating businesses when revenues are generated in a currency 
that is different from the currency in which the costs of generating 
those revenues are incurred (so-called transaction risk). Once the 
revenues are converted into the currency in which the costs are 
incurred, the revenues may be inadequate to cover the costs if the 
value of the currency in which the revenues are generated de-
clined in the interim relative to the value of the currency in which 
the costs were incurred. This risk exposure primarily affects the 
Mercedes Car Group segment, which generates a significant por-
tion of its revenues in foreign currencies and incurs manufacturing 
costs primarily in euros. The Truck Group segment is also subject 
to transaction risk, but only to a minor degree because of its 
global production network. The Chrysler Group segment generates 
almost all its revenues and incurs most of its costs in US dollar. 
Therefore, the transaction risk of this segment is relatively low 
compared to that of the Mercedes Car Group segment. The Van, 
Bus, Other segment is directly exposed to transaction risk as far 
as the van and bus businesses are concerned, but only to a minor 
degree compared to the Mercedes Car Group and the Truck Group 
segments. In addition, the Van, Bus, Other segment is indirectly 
exposed to transaction risks through its equity investment in 
EADS, which is accounted for using the equity method.  

Cash inflows and outflows of the business segments are offset if 
they are denominated in the same currency. This means that the 
exchange rate risk resulting from revenues generated in a particu-
lar currency can be offset by costs in the same currency, even if 
the revenues arise from a transaction independent of that in which 
the costs are incurred. As a result, only the unmatched amounts 
are subject to transaction risk. The overall currency exposure is 
additionally reduced through the natural hedging potential arising 
from the mutual offsets of the Chrysler Group’s euro exposure 
with the US dollar exposure of the Mercedes Car Group and Truck 
Group segments and the van and bus businesses. This natural 
hedging potential is given when currency exposures from the op-
erating businesses of individual segments partially offset each 
other at the Group level, thus avoiding the need for hedging to the 
extent of the matched exposures. To provide an additional natural 
hedge against any remaining transaction risk exposure, Daimler-
Chrysler strives, where appropriate, to increase cash outflows in 
the same currencies in which the Group has a net excess inflow.  
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In order to mitigate the impact of currency exchange rate  
fluctuations for the operating business (future transactions), 
DaimlerChrysler continually assesses its exposure to exchange 
rate risks and hedges a portion of those risks by using derivative 
financial instruments. DaimlerChrysler’s currency exposures and 
the use of currency derivatives is managed by the Group’s Cur-
rency Committee. The Currency Committee consists of members 
from the Corporate Treasury department, the vehicle businesses 
and the Corporate Controlling department. The Corporate Treas-
ury department assesses foreign currency exposures and carries 
out the Currency Committee’s decisions concerning foreign cur-
rency hedging through transactions with international financial 
institutions. The Risk Controlling department regularly informs 
the Board of Management of the actions of the Corporate Treas-
ury department that are based on the Currency Committee’s 
decisions.  

The Group’s targeted hedge ratios for forecasted operating cash 
flows in foreign currency are indicated by a reference model. On 
the one hand, the hedging horizon is naturally limited by the un-
certainty related to cash flows that lie far ahead, and on the 
other hand it may be limited by the fact that appropriate cur-
rency contracts are not available. This model aims to protect the 
Group from unfavorable movements of exchange rates while 
preserving some flexibility to participate simultaneously in 

favorable developments. Based on this model and depending on 
the market outlook, the Currency Committee determines the 
hedging horizon, which usually varies from one to three years, as 
well as the average hedge ratios. Reflecting the character of the 
underlying risks, the hedge ratios decrease with increasing ma-
turities. At year end 2006, the centralized foreign exchange 
management showed an unhedged position in the automotive 
business of calendar year 2007 amounting to 23% of the under-
lying forecasted cash flows in US dollars.  

The hedged position is determined by the amount of derivative 
currency contracts held. The derivative financial instruments 
used to cover foreign currency exposure are primarily forward 
foreign exchange contracts and currency options. Daimler-
Chrysler’s guidelines call for a mixture of these instruments  
depending on the view of market conditions. Value-at-risk is 
used to measure the exchange rate risk inherent in these  
derivative financial instruments.  

The following table shows the period-end, high, low and average 
value-at-risk figures for the 2006 and 2005 portfolio of these 
derivative financial instruments. The average exposure has been 
computed on an end-of-quarter basis. The offsetting transac-
tions underlying the derivative financial instruments are not in-
cluded in the following value-at-risk presentation.  

 

 Period-end High Low 
2006

Average Period-end High Low 
2005

Average 

(in millions of €)         

Exchange rate risk 208 326 208 261 281 322 173 253 

 

The average value-at-risk of the Group’s derivative financial in-
struments used to hedge exchange rate risk in 2006 is compa-
rable to that in 2005. The decrease in the period-end value-at-
risk is primarily a result of lower exchange rate volatilities.  

Effects of currency translation. Many of DaimlerChrysler’s sub-
sidiaries are located outside the euro zone. Since the Group’s 
financial reporting currency is the euro, the income and ex-
penses of these subsidiaries are translated into euros so that 
their financial results can be included in the consolidated finan-
cial statements. Period-to-period changes in the average ex-
change rates may cause translation effects that have a signifi-
cant impact on, for example, revenues, segment profit/loss 
(EBIT) and net profit. Unlike the effect of exchange rate fluctua-
tions on transaction exposure, the exchange rate translation risk 
does not affect local currency cash flows.  

Due to its subsidiaries, DaimlerChrysler has significant assets 
and liabilities outside the euro zone. These assets and liabilities 
are denominated in local currencies and reside primarily at the 
US holding subsidiary, DaimlerChrysler North America Holding 
Corporation and at the Financial Services companies. When the 
net asset values are converted into euros, currency fluctuations 
result in period-to-period changes in those net asset values.  
The Group’s equity position reflects these changes in net asset 

values and the long-term exchange rate risk inherent in these 
investments is continually assessed and evaluated. Daimler-
Chrysler generally does not hedge against this type of risk.  

Interest rate risk. DaimlerChrysler holds a variety of interest 
rate sensitive assets and liabilities to manage the liquidity and 
cash needs of its day-to-day operations. A substantial volume of 
interest rate sensitive assets and liabilities results from the leas-
ing and sales financing business which is operated by the Finan-
cial Services segment. The Financial Services companies enter 
into transactions with customers which primarily result in fixed-
rate receivables. DaimlerChrysler’s general policy is to match 
funding in terms of maturities and interest rates, if economically 
feasible. However, for a limited portion of the receivables portfo-
lio, the Group does not match funding in terms of maturities in 
order to take advantage of market opportunities. As a result, 
DaimlerChrysler is exposed to risks due to changes in interest 
rates.  
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Concerning its lease and financing activities, an asset-liability 
committee that consists of members of the business segment, 
the Corporate Treasury department and the Corporate Control-
ling department manages these risks by quarterly setting inter-
est rate exposure targets for Financial Services companies, ei-
ther on a country or regional level. The Treasury Risk Manage-
ment department and the local Financial Services companies are 
jointly responsible for achieving these targets. As a separate 
function, the Global Portfolio Management department of Finan-
cial Services monitors on a monthly basis whether the interest 
rate risk positions taken as a result of this process are in line 
with the targets to be achieved.  

In order to achieve the targeted interest rate risk positions in 
terms of maturities and interest rate fixing periods, Daimler-
Chrysler also uses derivative financial instruments, such as in-
terest rate swaps, forward rate agreements, swaptions, or caps 
and floors. The interest rate risk position is assessed by compar-
ing assets and liabilities for corresponding maturities, including 
the impact of the relevant derivative financial instruments.  

Derivative financial instruments are also used in conjunction 
with the refinancing of the industrial business. DaimlerChrysler 
coordinates funding activities of both the industrial business and 
financial services at the Group level.  

The following table shows the period-end, high, low and average 
value-at-risk figures for the 2006 and 2005 portfolio of interest 
rate sensitive financial instruments, including the leasing and 
sales financing business. The value-at-risk corresponds to the 
interest rate risk position of the Group. The average exposure 
has been computed on an end-of-quarter basis.  

 

 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Period-end High Low 
2006

Average Period-end High Low 
2005

Average 

(in millions of €)         

Interest rate risk 32 78 32 48 89 92 86 90 

 

In 2006, the average and the period-end value-at-risk of the 
Group’s portfolio of interest rate sensitive financial instruments 
decreased, primarily due to lower interest rate volatilities and a 
reduction of risk positions.  

Equity price risk. DaimlerChrysler holds investments in mar-
ketable equity securities and equity derivatives. According to 
international banking standards, the Group does not include in-
vestments in marketable equity securities which it classifies as 
long-term investments in its equity price risk assessment. Equity 
derivatives used to hedge the market risk of investments ac-
counted for using the equity method are also not included in this 
assessment, because changes in the fair market value of these 
derivatives essentially offset changes in the value of the underly-
ing investment accounted for using the equity method. The re-
maining equity price risk in the years 2006 and 2005 was not, 
and is not currently, material to DaimlerChrysler. Thus, no value-
at-risk figures are presented for the equity price risk.  

Commodity price risk. DaimlerChrysler is also exposed to the 
risk of changes in prices of commodities used in manufacturing.  

To a minor extent, derivative commodity instruments are used to 
reduce some of the Group’s commodity price risk, mainly the 
risk associated with the purchase of precious metals. The risk 
resulting from these derivative commodity instruments in 2006 
and 2005 was not, and is not currently, significant to Daimler-
Chrysler. Therefore, no value-at-risk figures are presented for 
these derivative commodity instruments.  
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33. Segment reporting 

DaimlerChrysler has determined four reportable segments that 
are largely organized and managed separately according to na-
ture of products and services provided, brands, distribution 
channels and profile of customers. Information with respect to 
the Group’s segments is presented below: 

Mercedes Car Group. This segment includes activities primarily 
related to the development, design, manufacture, assembly and 
sale of passenger cars and off-road vehicles under the brand 
names Mercedes-Benz, smart and Maybach as well as related 
parts and accessories. 

Chrysler Group. This segment includes activities related to the 
development, design, manufacture, assembly, and sale of pas-
senger cars, off-road vehicles, and light trucks under the brand 
names Chrysler, Jeep®, and Dodge as well as related parts and 
accessories. 

Truck Group. This segment includes activities primarily related 
to the development, design, manufacture, assembly and sale of 
trucks under the brand names Mercedes-Benz, Freightliner and 
Mitsubishi Fuso as well as related parts and accessories. 

Financial Services. The activities in this segment primarily ex-
tend to the marketing of financial services in the area of retail 
and lease financing for vehicles, dealer financing, and insurance 
brokerage. This segment also includes the Group’s equity 
method investment in Toll Collect.  

Van, Bus, Other. Van, Bus, Other comprises all other operations 
of the Group. It primarily includes the Group’s van and bus oper-
ating units, which are sold under the brand name Mercedes-Benz 
(for vans additionally under the brand names Freightliner and 
Dodge; for buses additionally under the brand names Setra and 
Orion), the real estate activities, and the equity method invest-
ment in EADS. Prior to its sale, the Off-Highway business and the 
Group’s investment in Mitsubishi Motors Corporation (MMC) 
formed part of Van, Bus, Other (see also Notes 3 and 7). 

Management Reporting and Controlling Systems. The 
Group’s management reporting and controlling systems use ac-
counting policies that are the same as those described in Note 1 
in the summary of significant accounting policies under IFRS.  

The Group measures the performance of its operating segments 
through a measure of segment profit or loss which is referred to 
as “EBIT” in our management and reporting system.  

EBIT comprises gross profit, selling and general administrative 
expenses, research and non-capitalized development costs, 
other operating income, net, and share of profit (loss) from com-
panies accounted for using the equity method, net, as well as 
other financial income (expense), net. If applicable, the result 
from discontinued operations (before interest and taxes) is also 
included in EBIT.  

EBIT is a new measure of segment profit or loss introduced in 
2007 and has replaced “operating profit,” which was the former 
performance measure of the Group’s segments disclosed in 
DaimlerChrysler’s previously issued consolidated financial state-
ments which had been prepared in accordance with US GAAP. 
For purposes of these financial statements, DaimlerChrysler has 
recast the segment profit or loss for the years 2006 and 2005 to 
be consistent with the new measure EBIT. The main changes 
between EBIT and former operating profit relate to (i) differences 
between previous GAAP and IFRS, (ii) the complete incorporation 
of the share of profit (loss) from investments accounted for us-
ing the equity method, net, (iii) the incorporation of all other fi-
nancial income (expense) in EBIT, and (iv) the implementation of 
an accounting policy for revenue recognition for sales between 
the industrial business segments and the Financial Services seg-
ment which is in accordance with IFRS. 

Intersegment revenues are generally recorded at values that ap-
proximate third-party selling prices. 

Segment assets principally comprise all assets. The industrial 
business segments’ assets exclude income tax assets, assets 
from defined benefit plans and certain financial assets (including 
liquidity). 

Segment liabilities principally comprise all liabilities. The indus-
trial business segments’ liabilities exclude income tax liabilities, 
liabilities from defined benefit plans and certain financial liabili-
ties (including financing liabilities). 

Information in the table below about capital expenditures and 
depreciation / amortization comprises intangible assets (exclud-
ing goodwill) as well as property, plant and equipment (excluding 
finance lease). 

With respect to information about geographical regions, reve-
nues are allocated to countries based on the location of the cus-
tomer; non-current assets are disclosed according to the physi-
cal location of these assets. 
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Segment information as of and for the years ended December 
31, 2006 and 2005: 

 

 
 
 

 
Mercedes 
Car Group 

Chrysler
Group 

Truck
Group 

Financial
 Services 

Van, Bus,
Other 

Total 
Segments Reconciliation Consolidated 

(in millions of €)         

2006 

Revenues  49,707 46,952 28,925 15,434 11,791 152,809 - 152,809 

Intersegment revenues  1,703 31 2,864 615 1,360 6,573 (6,573) - 

Total revenues 51,410 46,983 31,789 16,049 13,151 159,382 (6,573) 152,809 

         

Segment profit / (loss) (EBIT)  1,783 (468) 1,851 1,639 1,327 6,132 (643) 5,489 

         

Segment assets  28,323 29,332 16,281 118,207 13,998 206,141 11,493 217,634 

         

Segment liabilities 21,365 21,543 9,734 109,386 5,318 167,346 12,839 180,185 

         

Capital expenditures  2,303 3,246 1,202 50 395 7,196 - 7,196 

 Thereof investments in property, plant 
and equipment 1,698 2,857 912 29 378 5,874 - 5,874 

Depreciation and amortization  2,719 2,948 841 46 615 7,169 - 7,169 

 
 

 
Mercedes 
Car Group 

Chrysler
Group 

Truck
Group 

Financial
 Services 

Van, Bus,
Other 

Total 
Segments Reconciliation Consolidated 

(in millions of €)         

2005 

Revenues  46,277 50,092 27,644 13,904 12,873 150,790 - 150,790 

Intersegment revenues 1,554 34 2,278 610 1,394 5,870 (5,870) - 

Total revenues 47,831 50,126 29,922 14,514 14,267 156,660 (5,870) 150,790 

         

Segment profit / (loss) (EBIT)  (787) 2,218 1,564 1,443 1,867 6,305 (229) 6,076 

         

Segment assets  29,798 31,951 16,417 122,388 16,662 217,216 10,796 228,012 

         

Segment liabilities 21,339 24,728 10,116 112,972 6,952 176,107 15,845 191,952 

         

Capital expenditures  2,273 3,631 1,179 66 910 8,059 (29) 8,030 

 Thereof investments in property, plant 
and equipment 1,633 3,015 979 45 837 6,509 (29) 6,480 

Depreciation and amortization 2,757 2,747 788 62 535 6,889 - 6,889 
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Mercedes Car Group. Associated with the decisions to termi-
nate the production of the smart forfour and to realign the busi-
ness model for smart, EBIT of the Mercedes Car Group for 2006 
and 2005 includes charges of €946 million and €1,111 million, 
respectively. From the charges incurred in 2006 and 2005, €127 
million (2005: €535 million) is attributable to impairment losses 
and €819 million (2005: €576 million) is attributable to pay-
ments already made in 2005 and 2006 or expected to be made 
in future periods (see Note 5). 

In 2006, EBIT of the Mercedes Car Group includes charges of 
€286 million (2005: €570 million) for the headcount reduction 
initiative at the Mercedes Car Group. Of these amounts,  
€783 million (2005: €70 million) was already paid in 2006  
(see Note 5).  

A provision established in connection with a case alleging in-
fringement of EU competition law was reduced by €60 million as 
a result of a favorable court decision. This amount is included in 
EBIT of the Mercedes Car Group in 2005. 

Chrysler Group. In 2006, the financial support provided to sup-
plier Collins & Aikman resulted in expenses of €66 million (2005: 
€99 million) (see Note 30).  

In 2005, the Chrysler Group recorded a €240 million gain on the 
sale of its Arizona Proving Grounds vehicle testing facility. 

Truck Group. In 2005, a settlement with MMC associated with 
quality issues and recall campaigns at MFTBC resulted in a fa-
vorable impact of €276 million, which is included in EBIT of the 
Truck Group. 

Financial Services. In 2006, capital expenditures for non-
inventory related equipment on operating lease amount to 
€15,741 million (2005: €12,347 million), related depreciation 
charges amount to €5,750 million (2005: €4,619 million). 

Van, Bus, Other. In 2006 and 2005, EBIT of Van, Bus, Other 
includes the Group’s share in the net profit (loss) of EADS of 
€(193) million and €489 million, respectively. In addition, EBIT 
comprises the earnings effects from the valuation of derivatives 
relating to EADS. The mark-to-market valuation of these deriva-
tives resulted in unrealized gains of €519 million in 2006 and 
unrealized losses of €197 million in 2005 (see Note 13). The eq-
uity investment in EADS included in segment assets amounts to 
€4,371 million in 2006 (2005: €4,706 million). 

In 2006, EBIT of Van, Bus, Other includes gains on the sale of 
real estate investments of €271 million. 

Furthermore, EBIT of the Group was positively impacted by €266 
million due to the disposal of the Off-Highway business in 2006, 
of which €253 million was attributable to Van, Bus, Other (see 
Note 3). 

In 2005, a gain of €692 million realized on the sale of Daimler-
Chrysler’s remaining share in MMC had a positive effect on EBIT. 
As a result of the repurchase of a note by MTU Aero Engines 
Holding AG, a gain of €53 million is included in EBIT of Van, Bus, 
Other for 2005 (see Note 6). 

Reconciliations. Reconciliations of the total segment measures 
to respective items included in financial statements are as fol-
lows: 

 2006 2005 

(in millions of €)   

Total segments’ profit (EBIT)  6,132 6,305 

 Corporate items and eliminations  (643) (229) 

Group EBIT  5,489 6,076 

 Interest expense, net (401) (998) 

Profit before income taxes 5,088 5,078 

   

Total segments’ assets  206,141 217,216 

Income tax assets  5,436 5,645 

Unallocated financial assets  
(including liquidity) and assets from  
defined benefit plans 13,518 12,756 

Other corporate items and eliminations (7,461) (7,605) 

Group assets 217,634 228,012 

   

Total segments’ liabilities  167,346 176,107 

Income tax liabilities  (2,151) (2,735) 

Unallocated financial liabilities and  
liabilities from defined benefit plans  21,772 26,005 

Other corporate items and eliminations (6,782) (7,425) 

Group liabilities 180,185 191,952 

 

The reconciliation includes items that are by definition not part 
of the segments. In addition, the reconciliation includes corpo-
rate items that are not allocated, for example issues at corpo-
rate level. Transactions between the segments are eliminated in 
the reconciliation. 

The reconciliation to Group EBIT includes for the year 2006 cor-
porate items of €(714) million (2005: €(236) million) and elimi-
nations of €71 million (2005: €7 million). 
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Revenues and non-current assets by region. Revenues from 
external customers are as follows: 

 
 
 

 

 Germany 
Western 
Europe1 United States 

Other 
American 
countries Asia 

Other
countries Consolidated 

(in millions of €)        

2006 22,387 27,965 65,176 14,933 12,448 9,900 152,809 

2005 21,381 26,191 67,955 13,727 12,606 8,930 150,790 

1  Excluding Germany. 

 
 
Germany accounts for €28,548 million of non-current assets 
(2005: €30,171 million), the United States for €77,148 million 
(2005: €82,443 million) and other countries for €31,507 million 
(2005: €33,117 million).  

 
34. Earnings per share 

The computation of basic and diluted earnings per share for  
income from continuing operations is as follows: 

 

 2006 2005 

(in millions of € or millions of shares, 
except earnings per share)   

Profit attributable to shareholders  
of DaimlerChrysler AG 3,744 4,149 

Diluting effects in net profit – – 

Net profit– diluted 3,744 4,149 

   

Weighted average number of shares  
outstanding – basic 1,022.1 1,014.7 

Dilutive effect of stock options  5.2 3.0 

Weighted average number of shares 
outstanding – diluted 1,027.3 1,017.7 

   

Earnings per share for profit attributable  
to shareholders of DaimlerChrysler AG   

Basic 3.66 4.09 

Diluted 3.64 4.08 

 

For the years 2006 and 2005 no result from discontinuing op-
erations was disclosed. Therefore, earnings per share from net 
profit correspond to the earnings per share from income from 
continuing operations. 

Stock options to acquire 46.4 million and 65.7 million Daimler-
Chrysler ordinary shares that were issued in connection with the 
2000 Stock Option Plan were not included in the computations 
of diluted earnings per share for 2006 and 2005, respectively, 
because the options’ underlying exercise prices were higher than 
the average market prices of DaimlerChrysler ordinary shares in 
these periods. 

 
 
35. Related party transactions 

The Group purchases materials, supplies and services from nu-
merous suppliers throughout the world in the ordinary course of 
business. These suppliers include companies in which the Group 
holds an ownership interest as well as companies that are affili-
ated with some members of the Supervisory Board or the Board 
of Management of DaimlerChrysler AG or its subsidiaries.  

As described in more detail in Note 30, DaimlerChrysler has pro-
vided a number of guarantees with respect to Toll Collect, a joint 
venture in which DaimlerChrysler holds an equity interest of 
45%. Furthermore, Mr. Bernhard Walter, a member of the Super-
visory Board of DaimlerChrysler AG, is also a member of the Su-
pervisory Board of Deutsche Telekom AG, one of the other inves-
tors in Toll Collect. 

Mr. Mark Wössner, a member of DaimlerChrysler’s Supervisory 
Board, received payments in 2006 and 2005 in the amount of  
€1 million, respectively, for the rental of premises to Westfalia 
Van Conversion GmbH, a wholly-owned subsidiary of Daimler-
Chrysler. 

DaimlerChrysler engages in commercial transactions with its 
equity investee EADS. The Group does not consider these trans-
actions to be material either individually or in the aggregate. Mr. 
Bischoff and Mr. Lagardère are both members of the Supervisory 
Board of DaimlerChrysler AG and are also co-chairmen of the 
Board of Directors of EADS. 

From time to time, DaimlerChrysler Group companies may pur-
chase goods and services (primarily advertising) from, and  
sell or lease vehicles or provide financial services to, Lagardère 
Group companies in the ordinary course of business. Arnaud  
Lagardère, who became member of the Supervisory Board in 
April 2005, is the general partner and Chief Executive Officer of 
Lagadère SCA, a publicly traded company and the ultimate  
parent company of the Lagardère Group. 
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The following represent transactions with DaimlerChrysler 
shareholders: 
DaimlerChrysler incurred expenses of US $0.8 million in 2006 
(2005: US $0.8 million) for advertising and related marketing 
activities with a US magazine. Earl G. Graves, a member of 
DaimlerChrysler’s Supervisory Board and a shareholder of  
DaimlerChrysler AG, is the Chairman, Chief Executive Officer  
and sole stockholder of the magazine’s ultimate parent com-
pany. 

DaimlerChrysler Canada Inc. paid CAD 0.8 million in 2006 
(2005: CAD 1.2 million) to a subsidiary of Mosaic Sales Solu-
tions Holding Company for field marketing services. The chief 
executive officer of that company, Tony LaSorda, is the brother 
of Thomas LaSorda, a member of the Board of Management of 
DaimlerChrysler AG, who assumed responsibility for the Chrysler 
Group in September 2005. 

36. Compensation of the members of the Board of Man-
agement and the Supervisory Board and additional informa-
tion concerning German Corporate Governance Code 

Board of Management. The total compensation paid by Group 
companies to the members of the Board of Management of 
DaimlerChrysler AG is calculated from the amount of compensa-
tion paid in cash and from benefits in kind. The latter primarily 
comprise the provision of company cars and the reimbursement 
of expenses for security precautions. 

€16.7 million are paid as short-term due payments (€7.5 million 
as fixed compensation, €9.2 million as annual bonus) and €3.8 
million as long-term payments in connection with variable per-
formance-related compensation components granted in previous 
years, which became due for payment in 2006. This totalled an 
amount of €20.5 million for the year 2006 (2005: €34.9 million). 

In 2006, 276,160 phantom shares were granted to the members 
of the Board of Management from the long-term share-based 
compensation component (2005: 454,914 phantom shares). The 
granting in 2006 was based on a value of €46.17 (2005: €35.41) 
per phantom share. Before being paid out in the year 2010, the 
number of phantom shares may change, depending on internal 
and external performance targets and continuous activity in the 
Board of Management. Since payment continues to depend on 
the share price at the time of payment, this element of compen-
sation will not be shown in the total compensation of the Board 
of Management until it is actually paid out in 2010. For detailed 
information on stock-based compensation programs, see Note 
21. 

In 2006, stock options granted in 2003 were exercisable. In this 
context, Members of the Board of Management exercised 
148,000 stock options. 

Until the year 2005, the pension agreements of the German 
Board of Management members included a commitment for an 
annual retirement pension, calculated contingent on the years of 
service as a proportion of the latest determined base salary (70% 
for Dr. Dieter Zetsche, 69% for Günther Fleig, 60% for Dr. Rüdi-
ger Grube and Dr. Thomas Weber as well as 50% for Andreas 
Renschler and Bodo Uebber). Those pension rights remain, but 
have been frozen at that level. The pension payments begin in 
the form of a retirement pension when a member’s contract of 
service ends on or after his 60th birthday, or in the form of an 
invalidity pension when a member’s contract of service ends be-
fore his 60th birthday due to disability. An annual increase of 
3.5% is effected. Similar to the retirement pension of the Ger-
man workforce, arrangements for widows and orphans are in-
cluded. 

Effective January 1, 2006, those pension agreements were con-
verted into a defined-contribution pension system, in line with 
the existing pension systems for senior management at the 
Group. Each Board of Management member is credited with a 
capital component each year. This capital component comprises 
an amount equal to 15% of the sum of the Board of Management 
member’s fixed base salary and the annual bonus that was actu-
ally achieved, multiplied by an age factor equivalent to a certain 
rate of return, at present 6%. This pension plan is payable at the 
age of 60 at the earliest. 

US Board of Management members are entitled to annual pen-
sion benefits under two plans applicable to senior management 
of DaimlerChrysler Corporation. For the first plan, the benefit is 
based on the individual’s prior contributions (a percentage of 
base salary deductions) and years of service and final average 
salary. In principle, with this plan, 2.25% of the base salary is 
earned as a pension payment for each year of credited service. 
For the second plan, benefits are based on a percentage of an-
nual bonuses (currently 4%). 

The company fulfilled its obligations for benefits earned last year 
relating to bonuses by providing investment contracts that will 
make payments at retirement equivalent on an after-tax basis to 
payments the company would have otherwise had to make. 

The service costs incurred in connection with pension plans of 
the members of the Board of Management for the year 2006 
amounted to €4.0 million. 

No severance payments are foreseen for Board of Management 
members in the case of early termination of their service con-
tracts. Solely in the case of early termination of a service contract 
by mutual consent, the Board of Management service contracts 
include a commitment to payment of the base salary and to provi-
sion of a company car until the end of the original service period. 
Such persons are only entitled to payment of the performance-
related component of compensation, pro rata, for the period until 
the day when the Board of Management member leaves the com-
pany. Entitlement to payment of the performance-related compo-
nent with a long-term incentive effect is defined by the exercise 
conditions specified in the respective plans. 
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The German Board of Management members with pension 
agreements concluded with DaimlerChrysler AG before the year 
2006 can also receive pension payments and the use of a com-
pany car for the period beginning after the end of the original 
service period.  

Irrespective of the above provisions, if DaimlerChrysler AG ter-
minates Mr. Sidlik’s contract without cause or if he terminates it 
for good reason, he would then be entitled to receive an amount 
equal to twice the sum of his annual base salary and average 
annual bonus over the prior three years. He would also be enti-
tled to receive a payment equal to the incremental value of the 
retirement benefits that he would have otherwise been entitled 
to receive at the end of the contract and certain other pension 
benefits at termination. 

If Mr. LaSorda’s contract is similarly terminated, he would then 
be entitled to receive compensation equal to twice the sum of 
his annual base salary and annual bonus. He would also be enti-
tled to receive pension credit for two additional years of service 
and certain other pension benefits at termination. 

The payments made in 2006 to former members of the Board of 
Management of DaimlerChrysler AG and their surviving depend-
ants amount to €25.1 million (2005: €16.9 million). The total 
obligation as of December 31, 2006, to provide pension, retire-
ment and similar benefits for the former members of the Board 
of Management and their surviving dependants was €255.4 mil-
lion (2005: €292.9 million). 

In 2006, no advances or loans existed to members of the Board 
of Management of DaimlerChrysler AG.  

Supervisory Board. The compensation paid in 2006 to the 
members of the Supervisory Board of DaimlerChrysler AG for 
services in all capacities to the Group amounted to €2.1 million 
(2005: €2.0 million).  

Apart from the compensation and other payments of employee 
representatives arising from their employment contracts, no 
compensation was paid for personal services provided in 2005 
and 2006 beyond the aforementioned board and committee  
activities, or in particular for advisory or agency services. The 
members of the Supervisory Board receive only short-term  
payments. The compensation and other payments of employee 
representatives arising from their employment contracts are  
exempted. 

In 2006, no advances or loans existed to members of the Super-
visory Board of DaimlerChrysler AG.  

 

37. Subsequent events 

On February 14, 2007, DaimlerChrysler announced the Chrysler 
Group’s three-year “Recovery and Transformation Plan.” This 
plan aims to return the Chrysler Group to profitability by 2008 
and redesign the business model for the Chrysler Group. The 
plan identifies a combination of measures including workforce 
reductions by 13,000 employees over three years and reduction 
in production capacity by eliminating work shifts and idling 
plants. DaimlerChrysler expects these recovery measures to re-
sult in restructuring charges of up to €1 billion to be recognized 
in its financial statements for 2007, with a cash impact for the 
year 2007 of about €0.8 billion.  
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