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COMMERZBANK Highlights

Parent Bank

at year-end 1985 1984
Total assets DMB82,606.9m DM72,758.6m
Total lending DMB0,251.8m DM48,838.8m
Capital and reserves DM 3,336.2m DM 2,711.4m
Dividend paid per DM50 nominal share DM8.00 DM6.00
Tax credit (in addition to cash dividend) DM4.50 about DM3.38
1
Group
in DM m, at year-end in DM m, at year-end
Liabilities and
Assets 1985 1984 Shareholders’ Equity 1985 1984
Cash reserves 3.209 4,278 Liabilities to banks 36.632 29,874
Cheques, collection items 563 483 Customers’ deposits 54,833 51,888
Bills of exchange 2,188 1,766 a) demand deposits (13.837) (11.265)
Claims on banks 37.479 28,000 b) time deposits (28,678)  (28,959)
Treasury bills 2,038 1,666 c) savings deposits (12.318) (11.664)
Bonds and notes 9,746 7,157 Bonds outstanding 37,774 33,922
Shares 1.024 930 Other liabilities 3,950 3.750
Loans and advances Capital and reserves?) 3,808 3.1156
to customers 76,422 74,603 a) share capital (887) (844)
a) at agreed periods of b) reserves (2.024) (1,868)
less than four‘years (29.020) (29.055) c) profit-sharing
b) at agreed periods of certificates outstanding (425) (-)
four years or more (47.402)  (45.548) 5 —
) reserve arising
Investments 979 793 from consolidation?) (425) (355)
Land and buildings 698 644 e) minority interests®) (47) (48)
Other assets 2.888 2367 Consolidated profit 227 138
Total Liabilities and
Total Assets 137.224 122,687 Shareholders’ Equity 137.224 122,687
Net income for the year 346 263 Endorsement liabilities 2,347 2,297
Business volume 139,571 124,984
Guarantees 9,995 9,618
Branches 882 882
Customers 2,663,200 2,588,100
Staff 24,154 22,801

') for complete Consolidated Annual Accounts see pages 66 to 69;

2) 1985: DM3,860m (1984: DM3,143m) after allocation of funds decided upon at AGMs of consolidated companies;
3) in accordance with Section 331 (1) 3 of the German Stock Corporation Act—-AktG (cf. page 63):

*) excluding attributable share of profits.



1985 performance of the Commerzbank share Commerzbank’s shares are officially quoted
on all eight German and on the following
year-end, 1984: DM169.50 foreign stock exchanges:
High: Dec 30, 1985: DM367.00 Austria Vienna (since 1972)
Low: Feb 26 1985. DM162.00 Belgium Antwerp, Brussels (since 1973)
year-end, 1985: DM367.00 France Paris (since 1971)
) Luxembourg Luxembourg (since 1974)
(Frankfurt stock exchange spot quotations for Netherlands Amsterdam (since 1974)
DMS0 nominal share) Switzerland Basle, Bern, Geneva,
Lausanne, Zurich (since 1973)
United Kingdom London (since 1962)

Highlights of Commerzbank’s history

1870: Founded as “Commerz- und Disconto-Bank in Hamburg”, Hamburg.
Jan 1, 1952: Balance sheet date for first DM accounts to be published
by Commerzbank’'s regional post-war successor institutions.
July 1, 1958: Post-war successor institutions re-merged in Dusseldorf into Commerzbank AG.
since 1970: Centralization of all departments in Frankfurt.
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Headquarters

Frankfurt 32-36 Neue Mainzer Strasse, D-6000 Frankfurt, Telephone (069) 13621, Telex 4152530
Disseldorf 25 Breite Strasse, D-4000 Diisseldorf, Telephone (0211) 8271, Telex 8 581 381
Hamburg 7-9 Ness, D-2000 Hamburg, Telephone (040) 361321, Telex 212391

All International Departments are in Frankfurt.
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FRANKFURT

Commerzbank’'s 1986
Annual General Meeting
will take place on

May 23 in Frankfurt’s
“Alte Oper” where
shareholders will be
informed of the Bank's
1985 performance and
expectations for the
current year

Frankfurt's reputation as a
financial centre is based
on the presence of roughly
360 German and foreign
banks; itis also the home

of the Bundesbank. Last year,

on its 400th anniversary,
the city’s stock exchange
confirmed its significance
as Germany's leader

in securities trading

with a record turnover

of DM98bn in shares

and DM121bn in bonds.

Commerzbank has been active
in the city for about 125 years,
initially as Mitteldeutsche
Creditbank. Since 1970,

the Bank has made

its Frankfurt main office

into its headquarters,

moving in 1974 into

the new buildings, which
were the first to establish

the tone of the modern
banking quarter.

Today, some 3,500
Commerzbank employees
work in Frankfurt,
chiefly at the Bank's
headquarters.

The network controlled
by the Frankfurt regional
main office comprises
45 branches, in which
over 900 employees are
active on behalf of
considerably more than
100,000 customers.




To our shareholders,

Commerzbank operated very successfully in all
sectors of activity in 1985. The other members
of the Commerzbank Group also performed
well in terms of both the volume of business
done and income earned.

In our retail operations, we were able to enlarge
our market share on the borrowing and lending
sides alike. Similarly, we further developed the
entire range of our wholesale business—the
other main pillar of our activities—especially as
regards both our corporate lending and the
handling of the financial side of West Ger-
many’s external trade, including foreign ex-
change dealings.

Above all, though, the year under review saw
excellent securities business. With stock ex-
change transactions doubling, our commis-
sions also surged strongly and, as in the case of
forex trading, we achieved very good own-ac-
count earnings in the securities markets.

The operating results of both the Parent Bank
and the other members of the Commerzbank
Group attained new all-time highs, allowing us
not only to raise our dividend payment by a
third but also to continue to provide generously
for possible loan losses. We did not, however,
increase the allocation to reserves at the Parent
Bank, particularly as this would only have been
possible from fully taxed income. Instead, we
carried out two sizeable equity-raising opera-
tions in the market, in summer 1985 and Febru-
ary 1986, respectively.

Our earnings in 1985 were to a large extent also
dependent on the vagaries of the market, and
we made the most of the opportunities offered.
The Bank's successful performance, however,
remains rooted in its net interest and dividend
income. By appropriately steering liquidity and
having recourse to innovative borrowing instru-
ments, we are constantly seeking to keep the
cost of our funding to @ minimum so as to de-
fend our interest margin despite continued,
fierce competition on the lending side. At the
same time, we are developing ingenious ways
of procuring finance for our customers in West
Germany and throughout the world.

We have prepared ourselves for the future in a
twofold respect-by adding to our staff and by
considerably broadening our equity base. First
of all, we availed ourselves of the possibility
created by the amended German Banking Act
to widen the Group’s scope for lending by the

issue of profit-sharing certificates; subsequent-
ly., we raised DM900 million additional capital
through new shares-the Bank's largest mea-
sure of this kind to date. The resulting improve-
ment in the ratio of share capital to reserves
widens our future scope for dividend payments.

In view of this solid equity backing, Commerz-
bank today is more stable than ever. Yet what
ultimately determines the quality of a financial
institution is the engagement and expertise of
its employees. In the current year, too, we wish
to continue our active personnel policy: by pro-
viding new jobs, especially in the customer-ser-
vice sectors, on the one hand, and by appropri-
ate further training measures, on the other.

This year we invite our shareholders to Frank-
furt for our Annual General Meeting to be held
on Friday, May 23. Next year, we intend to pre-
sent our report on the Bank’s performance on
May 22, in Hamburg.

March 1986

Ly Ay

Chairman of the Chairman of the Board
Supervisory Board of Managing Directors




34th Annual General Meeting

Notice is hereby given that

the 34th Annual General Meeting
of shareholders of Commerzbank AG
will be held at the Alte Oper Frankfurt,
Opernplatz, Frankfurt/Main,

at10.30 a. m.
on Friday, May 23, 1986.

Agenda

1

To consider

the Bank’s established Annual Accounts,

the Report of its Board of Managing Directors,
and the Report of its Supervisory Board,
together with the

Consolidated Annual Accounts

and the Group Report

for the year ended December 31, 1985.

2
To resolve on
the appropriation of the distributable profit.

The Board of Managing Directors

and the Supervisory Board propose that
the distributable profit of DM161,668,130.00
achieved in the financial year 1985

be appropriated as follows:

To use that part of the profit which shareholders
are entitled to claim under Section 58 (4)

of the German Stock Corporation Act (AktG),
viz. DM142,011,880.00,

for the payment of a dividend

of DM8.00 per share of DM50.00 nominal
on the share capital of DM887,574,250.00
as of December 31, 1985.

Pursuant to Section 23 (2) of the Bank's statutes
and to the conditions of issue

of the profit-sharing certificates

launched by the Bank in July 1985

to a total nominal value of DM425,000,000.00,
there remains an amount of DM19,656,250.00
for distribution from the year’s profit

to holders of these certificates,

permitting a payment to them of 9.25% p. a.,
or of half of that figure

for the second half of the year.

3

To approve the actions

of the Board of Managing Directors
during the financial year 1985.

The Board of Managing Directors
and the Supervisory Board
propose that such approval be given.

4
To approve the actions

of the Supervisory Board
during the financial year 1985.

The Board of Managing Directors
and the Supervisory Board
propose that such approval be given.

5
Replacement elections
of members of the Supervisory Board.

Dr. Heinz Kriwet retired

from the Bank’'s Supervisory Board

on March 20, 1986. In his stead,

the Registration Court of competent venue
appointed as of March 21, 1986

Mr. Heinrich Weiss, Dipl.-Ing., Disseldorf,
Chairman of the Board of Managing Directors
of SMS Schloemann-Siemag AG,

a member of the Bank’s Supervisory Board
until replacement elections

to the latter take place.

The Supervisory Board proposes

that Mr. Heinrich Weiss, Dipl.-Ing.,

be elected to the Board in place of

retired member Dr. Heinz Kriwet,

to serve for the remainder of the latter’'s term.

Mr. Werner Rinke, barrister, has stated his wish
to retire from the Bank’s Supervisory Board

as from the close of the Annual General Meeting.
The Supervisory Board proposes

that Mr. Wolfgang Ziemann, Essen,

Member of the Board of Managing Directors

of Rheinisch-Westfalisches Elektrizitatswerk AG,
be elected to serve for the remainder

of the latter's term.

The General Meeting is not bound to comply
with election proposals.

The Supervisory Board is constituted

in accordance with

Section 96 (1) and Section 101 (1)

of the German Stock Corporation Act (AktG)
and Section 7 (1) 1.3

of the German Codetermination Act (MbstG).

6
To appoint the Auditors
for the financial year 1986.

The Supervisory Board proposes that
Treuarbeit Aktiengesellschaft,
Wirtschaftsprifungsgesellschaft,
Steuerberatungsgesellschaft, Berlin/Frankfurt,
be appointed auditors

for the current financial year.




Supervisory Board

(Aufsichtsrat)

PAUL LICHTENBERG
Frankfurt/Disseldorf
Chairman

HANS-GEORG JURKAT
Cologne
Commerzbank AG
Deputy Chairman

DR. E.h. ARNO PAUL BAUMER
Stuttgart
until May 15, 1985

KARIN BEHRENS
Berlin
Berliner Commerzbank AG

REINHOLD BORCHERT
Bonn
Commerzbank AG

HEINZ-WERNER BUSCH
Oberhausen
Commerzbank AG
Association of German Bank Clerks

DR. ROLF DARMSTADT
Frankfurt
Commerzbank AG

BRIGITTA DORN
Frankfurt
Commerzbank AG

HANS-JOACHIM FUHRMANN
Frankfurt
Commerzbank AG

DR. UWE HAASEN
Stuttgart

Chairman of the Board of Managing Directors

of Allianz Lebensversicherungs-AG, and
Member of the Board of Managing Directors
of Allianz AG Holding

since May 15, 1985

PROFESSOR

DR.-ING. DR. h.c. KURT HANSEN
Leverkusen
Honorary Chairman
of the Supervisory Board of Bayer AG

DR. HEINZ KRIWET
Duisburg

Chairman of the Board of Managing Directors

of Thyssen Stahl AG, and

Member of the Board of Managing Directors
of Thyssen AG

vorm. August Thyssen-Hutte

until March 20, 1986

FRITZ LOSUKOW
Frankfurt
Commerzbank AG

DR. OTTO RANFT
Offenbach/Main
Member of the Supervisory Board
of Hoechst AG

WERNER RINKE
Essen
Barrister

TONI SCHMUCKER
Wolfsburg
Member of the Supervisory Board
of Volkswagen AG

HONORARY SENATOR

PROFESSOR DR. MATTHIAS SEEFELDER
Ludwigshafen
Chairman of the Supervisory Board
of BASF AG

HANS-GEORG STRITTER
Duisseldorf
Secretary for Banking Section and Member
of the National Executive Committee
of the Commercial, Banking, and Insurance
Workers” Union (HBV)

DR.-ING. HANNS ARNT VOGELS
Ottobrunn
Chairman of the Executive Board

of MBB Messerschmitt-Boélkow-Blohm GmbH

RUDOLF WEINGARTNER
Hamburg

Member of the National Executive Committee

of the Salaried Employees” Union (DAG)

DIPL.-ING. HEINRICH WEISS
Disseldorf

Chairman of the Board of Managing Directors

of SMS Schloemann-Siemag AG
since March 21, 1986

DR. GERD WOLLBURG
Augsburg
Deputy Chairman
of the Board of Managing Directors
of M.A.N. Maschinenfabrik
Augsburg-Nirnberg AG




Advisory Board

(Verwaltungsbeirat)

KURT ALBERTS
Essen
Member of the Board of Managing Directors
of Karstadt AG

DR.-ING. BURCKHARD BERGMANN
Essen
Member of the Board of Managing Directors
of Ruhrgas AG

DR. KARLHEINZ BUND
Essen
until December 31, 1985

DR. MAX GUNTHER
Munich
Member of the Board of Managing Directors
of Siemens AG

DR. HEINZ HORN
Essen
Chairman of the Board of Managing Directors
of Ruhrkohle AG
since January 1, 1986

DR. WOLFGANG JAHN
Meerbusch-Buderich

DR. HANS-JURGEN KNAUER
Mulheim (Ruhr)
Chairman of the Board of Managing Directors
of Stinnes AG

PROFESSOR DR. CARL HEINRICH KRAUCH
Marl
Chairman of the Board of Managing Directors
of Hils AG

DR. HEINZ KRIWET
Duisburg
Chairman of the Board of Managing Directors
of Thyssen Stahl AG, and
Member of the Board of Managing Directors
of Thyssen AG
vorm. August Thyssen-Hitte
since March 21, 1986

DR. WOLFGANG LAAF
Dusseldorf
Member of the Board of Managing Directors
of Feldmtihle Nobel AG

DR. GERHARD LIENER
Stuttgart
Member of the Board of Managing Directors
of Daimler-Benz AG

HONORARY SENATOR

DIPL.-ING. DR. HELMUT LOHR
Stuttgart
Chairman of the Board of Managing Directors
of Standard Elektrik Lorenz AG

DR. JORG MITTELSTEN SCHEID
Wuppertal
Lawyer
General Partner in Vorwerk + Co.

RUDOLF AUGUST QOETKER
Bielefeld

FRIEDRICH ROESCH
Cologne
Member of the Supervisory Board
of Kaufhof AG

HONORARY SENATOR
LOTHAR F. W. SPARBERG
Stuttgart
General Manager
of IBM Deutschland GmbH

PROFESSOR DIPL.-ING. ENNO VOCKE
Essen
Chairman of the Board of Managing Directors
of Hochtief AG vorm. Gebr. Helfmann

HERIBERT WERHAHN
Neuss
Partner in Wilh. Werhahn




Board of Managing Directors

(Vorstand)

WALTER SEIPP
Frankfurt/Dlsseldorf
Chairman

ERICH COENEN
Dusseldorf

DIETRICH-KURT FROWEIN
Frankfurt

FRIEDRICH GRUNDMANN
Hamburg

KURT HOCHHEUSER
Dusseldorf

GOTZ KNAPPERTSBUSCH
Dusseldorf

MARTIN KOHLHAUSSEN
Frankfurt

JURGEN REIMNITZ
Frankfurt

KURT RICHOLT
Frankfurt

AXEL FREIHERR von RUEDORFFER
Hamburg

RABAN FREIHERR von SPIEGEL
Frankfurt

JURGEN TERRAHE
Frankfurt




Executive Vice Presidents

(Generalbevollmachtigte)

Chief Legal Adviser

(Chefjustitiar)

HARRY GAWENAT
Frankfurt

KLAAS PETER JACOBS
New York

FRIEDHELM JOST
Frankfurt

KARL-HEINZ KINDT
Disseldorf

ALFRED KNOR
Frankfurt

KLAUS MULLER-GEBEL
Frankfurt

WOLFGANG OTTO
Frankfurt

HERBERT PETERS
Frankfurt

HERBERT WOLF
Frankfurt

DR. HELMUT BECKER
Frankfurt
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Report of the Board of Managing Directors

The Bank’s Progress
The 1985 banking year

The internationalization of the world of finance
has continued, and major national markets—just
like communicating tubes—are now so closely
interlinked as to justify their being regarded as
parts of one global whole. In West Germany,
these tendencies have been interpreted as a
challenge, and 1985, especially, was marked by
measures aimed at creating a more internation-
al stature for the domestic financial market-a
task for which the country’s competition-
steeled “universal’—or all-purpose—banks are
well equipped.

Despite German interest rates having mostly
moved downward and the country’s economy
performing favourably, both domestic industry
and private households were rather slow to bor-
row. Instead, very brisk activity in the securities
markets at home and abroad, together with a
further expansion of foreign trade which re-
quired financial backing-up, provided strong fil-
lips for the banking business.

Commerzbank Group

The consolidated balance sheet total of the
Commerzbank Group as at December 31,
1985 was DM137.2bn; total lending rose
4 5% over the year to DM94 4bn.

At end-1985, the banks affiliated within the
Commerzbank Group were handling

approximately 4.8 million accounts
for nearly 2.7 million customers

at 882 branches

with a staff of 24,154,

In addition to the Parent Bank, the Group
comprises the following major associated
banks whose annual reports and accounts
are summarized on pages 70 to 79.

— Berliner Commerzbank AG, Berlin,
balance sheet total DM5,458m:

— Commerzbank International S.A.,
Luxembourg,
balance sheet total DM16,741m:

— Commerzbank (Nederland) N.V.,
Amsterdam,
balance sheet total equal to DM1,096m:

General performance of Commerzbank

Satisfactory earnings growth in all sectors of
the Bank’s activity not only encouraged us to
adhere to the expansionary path embarked up-
on in 1984, but also amply justified our forward-
looking investment in both human and techno-
logical resources of recent years together with
our adoption of more flexible methods for
steering the course of our business. A sharp in-
crease in income from own-account dealings
reflects our strong involvement in both the se-
curities and foreign exchange markets.

Our partial operating result-which takes ac-
count of net interest and commissions earn-
ings, personnel and general operating costs,
and also of write-downs and depreciation as re-
quired in respect of our regular banking opera-
tions—that in the first half of 1985 was just on a
par with the figure for the same period of 1984,
subsequently expanded steadily to end the year
14.8% higher at DM728.7m.

— Commerzbank (South East Asia) Ltd.,
Singapore,
balance sheet total equal to DM2,355m;

— Rheinische Hypothekenbank AG,
Frankfurt,
balance sheet total DM31,066m.

Commerzbank (Switzerland) Ltd started its
operations in 1985.

Capital and reserves of the Commerzbank
Group were increased substantially during
the year under review, mainly thanks to allo-
cations to reserves from net income for the
year and to the proceeds of a DM425m issue
of profit-sharing certificates effected in July
1985. They reached DM3,808m at end-1985
and. following both a share issue this Febru-
ary by the Parent Bank producing DMS00m
and the implementation of the resolutions of
subsidiary banks’ 1986 annual general meet-
ings, the Group’s equity capital will total
DM4,760m.

Consclidated net income for the year was
DM346m, as against DM263m in 1984.

For the Group Report and the Consolidated
Annual Accounts see pages b5 to 69.




Commerzbank:
solid growth

1976 | 1977 | 1978 | 1979 | 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | Vokimeoflending

The strongest impulses in
| 255, I

our lending were generated by the
125584 29,031 37,503 44,660 45, 470 46,081 47,108 46,112 48839 50,252

sustained expansion in retail business

in terms of both instalment credits

and home loans. But short-term

book credits also met with brisk

interest, as did longer-term loans

to smaller business. There was an
above-average advance in bills discounted,
too. Overall, exchange-rate movements

led to the volume of lending

showing only a modest 2.9% growth.

in DM m:
E guarantees
M discounts

® short and medium-term
book and acceptance credits

M long-term credits (4 years or more)

1976 1977 1978 1979 1980 1981 1982 1983 1984 19g5 | Total deposits
= : : £ = = & and borrowed funds

‘ With a gain of almost 5%, customer

deposits, especially sight and

i ( savings deposits, rose quite strongly.

| E Long-term deposits were allowed

! to rise parallel to longer-term lending.
The level of our own bonds outstanding

i climbed by 11% to DM5.5bn.

The emphasis on the borrowing side,

| however, lay with interbank funds
in 1985.

in DM m:
I sight deposits

B time deposits, own bonds
and acceptances outstanding

39334 47,772 57,331 63351 60,953 60,570 62,148 62, 562 68, 073 77,204 B savings deposits
and savings bonds

1976 1977 1978 1979 1980 1981 | _ | [ Pkmss vkl dfthe S

= e =1 5 = e .| | The Parent Bank’s satisfying
earnings performance in all sectors
of activity encouraged us to step up
the pace of expansion which we had
embarked upon in 1984. The increase of
almost DM10bn in the Parent Bank's
business volume was the highest
since 1978.The mortgage lending arm,
Rheinische Hypothekenbank — the Bank's
leading subsidiary — remained
on a growth course, too.

in DM m:

" other consolidated companies
(after offsetting
inter-company claims and liabilities)

¥ Rheinische Hypothekenbank AG
¥ Commerzbank AG

63793 75527 88.6295102,143'102396 104,010 111,125 115,531 124,984 139,571
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The Bank's Progress

The overall operating result for 1985-with in-
come from own-account dealings included, but
realized profits excluded-not only exceeded
that of the preceding year but also surpassed
the previous high of 1983.

All members of the Commerzbank Group at
home and abroad recorded a gratifying per-
formance, too, and the higher operating results
achieved have enabled us both to provide ade-
quately for risks in our lending and to have our
shareholders participate in the increased earn-
ings by raising the dividend paid to them.

Business volume strongly expanded

The marked improvement in our equity position
permitted a further loosening of the reins as re-
gards balance sheet growth. The Bank's busi-
ness volume, which in addition to total assets
includes endorsement liabilities, was raised by
13.3%, reaching DM84 8bn at the end of 1985.

Salient figures for the 1985 accounts of the Par-
ent Bank (1984 figures in parentheses) are as
follows:

DM bn
Balance sheet total 826 (72.8)
Total deposits
and borrowed funds 772 (68.1)
Total lending 503  (4838)
Capital and reserves 3336 (2.711)

Dividend payment and allocation to reserves

In view of our good operating result, we shall
ask the Annual General Meeting to approve an
increase in the dividend from DM86 to DM8 per
DMB0 nominal share; this will raise the total
dividend payment from DM101m to DM142m,
while the tax credit per share will go up to
DM4.50 from DM3.38 the year before. Holders
of our profit-sharing certificates will also partici-
pate in the dividend rise in that the certificates,
qualifying for a one half-year payout in respect
of 1985, will bear a 1 percentage point extra
yield in addition to their 8.25% annual coupon.
For the period from July 1 to December 31,
1985, an amount of close on DM20m will have
to be paid out of the distributable profit for this
purpose. An unchanged DM60m was allocated
to reserves, and we provided for risks in our
lending business—especially for country risks—to
an even greater extent than in 1983 and 1984.

Balance sheet structure

Interbank operations reflect about two-thirds of
the Bank’s strong growth, while customer busi-
ness and securities holdings together account
for roughly one-third.

A good DM1bn of the almost DM10bn year-on-
year expansion in the balance sheet total repre-
sents an increase in our customer loan port-
folio, although the latter tended to be reduced
by the effects of exchange rate movements.
With Treasury bills included, our securities
holdings rose nearly DM2.3bn, the emphasis
being on bonds and notes. The major part of
the growth in total assets was due to interbank
lending which went up by approximately
DME6.7bn; yet it continues substantially to ex-
ceed-by a comfortable DM3bn—our borrowing
from other banks. It is, however, our aim in-
creasingly to replace low-margin bank-to-bank
transactions with more profitable customer
business.

Loans to the latter group rose by 2.8% to
DM41bn as the result of steady-and, as the
year progressed, still accelerating—growth in
our domestic lending. This was, however, partly
offset by the reduction in the book value of dol-
lar-denominated credits to clients in our foreign
business caused by the plummeting dollar. On
the balance sheet date, its decline against the
D-mark amounted to 22% in a year-on-year
comparison. Since our dollar assets and liabili-
ties are kept in balance with each other, the im-
pact on our accounts—which are drawn up in D-
marks—is that of a parallel reduction on both
sides of the balance sheet.

Customers’ deposits went up by 48% to
DMB0.6bn, the accent being on demand and
savings deposits. Within our time deposits,
those at long term were allowed to expand al-
most in parallel with our longer-term lending.

Group’s overall business volume up 11.1%

The consolidated balance sheet shows a 2.4%
rise in claims on customers to DM76.4bn and
one of 5.7% in clients” deposits to DM54.8bn.
The total of bonds outstanding went up 11.4%
to DM37.8bn. The faster growth in customer
deposits permitted the Group to transform its
DM1.9bn net interbank borrowing position into
that of a net lender of slightly over DMO0.8bn.

The overall business volume of the Commerz-
bank Group-defined as total assets plus en-
dorsement liabilities and guarantees, so as to
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reflect the full scope of operations—reached al-
most DM150bn at end 1985, representing a
DM15bn gain over the year.

New instruments used for funding

The volume of Commerzbank bearer bonds out-
standing at year-end was 11% higher at
DMb5.bbn, with the emphasis on paper with a
life of more than four years.

We continued to broaden our funding base by
tapping the international capital markets and by
using differing kinds of borrowing instruments.
Here we also took advantage of the possibilities
offered from May 1985 onwards in the wake of
the further liberalization of the German bond
market, which had initially affected the man-
agement of foreign DM issues. Our Curagao fi-
nancing arm, Commerzbank Overseas Finance
N.V., thus offered DMB00Om nominal of zero
bonds in two tranches, of 10 and 15 years” ma-
turity. In October this same subsidiary placed a
further DM500m worth of-capped-floating rate
notes. In both cases it was the first time that a
German bank launched such paper.

The volume of US dollar funds raised through
bonds and notes issued by the Curacao subsid-
iary totalled US$100m. Through an offering de-

nominated in Australian dollars, of A$75m, we
also had recourse to that part of the internation-
al financial market.

Having submitted ourselves to the assessment
procedures of America’s two leading credit rat-
ing agencies, and having obtained all official li-
cences required, we are now able to broaden,
at comparatively low cost, our funding opera-
tions in the U.S. through the issue of-mainly
short-dated—commercial paper. Qur first sorties
have demonstrated that these new borrowing
grounds can be opened up at attractive rates.

In the future as well, we intend to make use of
such suitable funding sources as are open to a
bank with worldwide operations in both the
domestic and the international markets. In do-
ing so, we will generally tend to apply all the
new financial instruments which we consider
appropriate.

Expansion of lending modest

The year under review saw our loan portfolio
grow by 2.9% to DM50.3bn. Bearing in mind,
however, both the exchange-rate-induced re-
duction in our foreign-currency credit claims
and the increase in our loan loss reserves, our
lending activity was in fact brisker than is re-

Utilization of new funds in 1985

inDM m inDMm
Source of funds Application of funds

Increase in liabilities 9,954 Increase in assets 11.322
a) bank deposits (6.299) a) bills of exchange (414)
b) customers’ deposits (2,335) b) nostro balances (6.899)
c) own bonds (538) c) Treasury bills (459)
d) provisions for pensions (58) d) bonds (1.827)
e) liable equity (625) e) shares (53)
f) distributable profit (67) f) long-term loans to customers (1.150)

g) other liabilities (38) g) increase in fixed assets
Reduction of assets 1.326 ga) investments (311)
a) cash reserves, cheques, gb) land and buildings (23)
and collection items (1.036) gc) office furniture and equipment (142)
b) loans to banks (232) h) other assets (44)
€] Siet A mpduTEeIn Reduction of liabilities 118

loans to customers (32)

d) other assets (26) a) own acceptances (46)
Dispreciation or foed assats 160 b) provisions other than for pensions (77)
c) other liabilities (1)
11.440 11,440
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Central Departments, Branches, Subsidiaries, and Holdings

Board of Managing Directors

Banking Departments

International Commercial Banking
and Export Finance

Corporate Customers

Treasury and Foreign Exchange

Investment Banking

Loan Management

Private Customers,
Home Loans

Securities Business

Management Services

Controlling and Planning
General Services and EDP
Personnel

Accounting

Legal Matters and Taxes
Internal Auditing

Economic Research
and Public Relations

Domestic Branches,
Subsidiaries, and Holdings

40 Main Branches
controlling 402 Regional Branches
with 338 Sub-Branches

More than 50 Subsidiaries
and Holdings

including:

Rheinische Hypothekenbank AG,
Frankfurt

Berliner Commerzbank AG,
Berlin

Commerz-Credit-Bank
Aktiengesellschaft Europartner,
Saarbriicken

Commerzbank Fonds-Verwaltungs-
gesellschaft mbH (Cofo),
Dusseldorf

Commerz- und Industrie-Leasing
GmbH, Frankfurt

Deutsche Gesellschaft fur Immobilien-
und Anlagen-Leasing mbH (DIL),
Dusseldorf

Foreign Branches,
Subsidiaries, and Holdings

4 Subsidiaries

Commerzbank International S.A.,
Luxembourg

Commerzbank (Nederland) N.V.,
Amsterdam

Commerzbank (South East Asia) Ltd.,
Singapore

Commerzbank (Switzerland) Ltd,
Zurich

13 Branch Offices (see page 94)

16 Representative Offices (see page 96)

Some 30 Holdings

including:

EuroPartners Securities Corporation,
New York

International Commercial Bank PLC,
London

Korea International Merchant Bank,
Seoul

UBAE Arab German Bank S.A.,
Luxembourg/Frankfurt

1%
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vealed by the balance sheet. In particular, we
sharply expanded the volume of discounted
bills. Book credits to non-banks are shown
2.8%-or DM1.1bn-higher, with all of the rise
accounted for by longer-term advances. Credits
to banks fell 4.5% to just on DM5bn.

International lending and investments up

The situation of the highly-indebted developing
and newly industrialized countries is one we
follow closely with concern. For while it is true
that the decline in dollar interest rates has im-
proved their debt-servicing capabilities, such
unheralded events as the Mexican earthquake
or the crisis in South Africa have resulted in set-
backs for some of them. How the debtor na-
tions will be affected by the oil price slump will
also vary greatly: Brazil and Turkey, for exam-
ple, will benefit considerably, whereas Mexico,
Venezuela and Nigeria stand to suffer serious
disadvantages.

For the Commerzbank Group, the volume of
foreign loans outstanding-defined as credits,
shorter-term nostro balances, and foreign secu-
rities holdings, less both domestic export credit
and other guarantees and loan loss reserves
covering foreign risks—stood at DM38.1bn at the
balance sheet date, compared with DM30.2bn
the previous year. Since the increase is almost
exclusively due to money market transactions in
Europe and North America, the geographical
breakdown shows a strong rise from 62% to
71% in the proportion of the total accounted for
by the industrialized countries, while the shares
of the developing and the OPEC states are
down-both percentage-wise and in absolute
terms, from 24% to 18% and from 8% to slightly
over 5%, respectively—and that of the state-trad-
ing countries is also somewhat lower at close
on 6%, after a good 6% the previous year.

Although the ranks of the problem debtor na-
tions again expanded in 1985, and Commerz-
bank continued to assist with fresh money facil-
ities in connection with rescheduling agree-
ments, exchange rate movements have meant
that our exposure towards this group of bor-
rowers did not grow any further. The ratio of
such loans covered by risk provisions improved
substantially.

Securities holdings markedly higher

The year under review saw the Bank's fixed-in-
terest securities holdings rise sharply, with the
volume of discountable Treasury notes—mainly
federal and regional government issues—-up by
nearly DM460m. Even greater was the DM1.8bn

increase in our bonds and notes portfolio, rais-
ing its total to DM7bn-a larger proportion of
which was made up of floating rate notes.

The figure for “securities not to be shown else-
where”, which in addition to equity trading po-
sitions includes closely held blocks of shares
of more than 25%, was only slightly up at
DM989m. The single most important item here
remained our stake in Karstadt AG. At year-end,
we disposed of our holding in Kempinski AG in
order to facilitate the implementation of a new
management concept for this hotel chain-in-
volving, in particular, Lufthansa as a new share-
holder. We have, however, retained an indirect
interest in Kempinski AG through our 15% hold-
ing in FGH Frankfurter Gesellschaft fir Hotel-
werte mbH.

By contrast, “investments” registered relatively
strong growth of DM248m. The main addition
here was a 5% stake in Thyssen AG acquired in
early 1985 and since incorporated in Thyssen-
Beteiligungsverwaltung GmbH, followed by the
increase representing the share capital with
which our new Zurich-based subsidiary, Com-
merzbank Switzerland Ltd, was endowed.

Our engagement in the sphere of venture capi-
tal, while continuing to include an involvement
in—restructured-WFG Deutsche Gesellschaft fiir
Wagniskapital mbH & Co. KG, Frankfurt, was
expanded by our acquiring an interest in "Neu-
Europa” Hitec & Biotec, Berlin. We are also an
indirect shareholder in Wirtschaftspartner Be-
teiligungsgesellschaft mbH, Berlin (WBB).

Forceful equity strategy pursued

The Parent Bank’'s equity capital was boosted
by almost 256% in the year under review. The
first such move, upon approval by the Annual
General Meeting in May, was the issue of
DM426m of profit-sharing certificates at the
start of the second half of the year. The next
step was an issue of shares to our staff, through
which our share capital was raised by DM2.1bn
and our reserves by DM4.8bn. This was fol-
lowed by a DM42m increase in our share capi-
tal and a DM90.7m addition to reserves, both
resulting from the early exercise of the sub-
scription rights from the warrants that had been
attached to Commerzbank bonds we reac-
quired from Banco Hispano Americano (BHA).

More restrictive equity rules for Spanish banks—
stipulating that any foreign holding by the latter
be fully backed by liable capital-led the partner
institution in Spain to suggest that the planned
mutual capital involvement be foregone; we
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met this request by reacquiring our bonds with
warrants placed earlier with BHA. This did not
have any bearing on our 10.1% stake in it
though, so that we remain the only foreign bank
with a substantial interest in a major financial
institution in this new EEC member state.

Including the DM60m allocated to reserves
from its 1985 net income, the Parent Bank's
equity capital reached DM3.336m at the end of
the year.

Within the Commerzbank Group, a total of
DM175m has already been or, subject to share-
holders’ approval, will still be added to reserves
from the year’'s earnings—well in excess of the
1984 figure which was itself a record at
DM152.3m. This allocation, together with the
DM900m cash proceeds from the issue of new
shares by the Parent Bank in February of this
year, will raise the Group’s capital and reserves
to DM4,760m, as against DM3,143m twelve
months earlier.

This 50%-plus increase in the Group’s equity
capital in only one year means that already as
of today Commerzbank is in a position, on a
consolidated basis as well, to comply with
principle No. 1 as set by the German Banking
Supervisory Authority (stipulating that a bank’s
total lending must not exceed 18 times its
equity capital) without having to decline worth-
while new lending business.

The revised German Banking Act provides for
banks who, on a consolidated basis, still violat-
ed principle No. 1 on June 30, 1985 gradually to
clear their position over a b'4-year transitional
period, in order fully to meet the new rule by
January 1, 1991 at the latest.

DM2.8bn net interest and commission income

Throughout the year under review, our interest
margin remained under slight pressure-which
was, however, more than offset by the strong
expansion in the volume of our business. With
interest earnings down, but interest expenditure
even further reduced, the net income figure in
this area rose 8.3% to DM1.99bn.

An even greater gain of 25% was achieved for
net commission earnings which, at a good
DMB800m, now correspond to a notable 40% of
net interest income. Excellent stock exchange
business was the decisive factor behind this
gratifying performance, but further earnings
growth was also recorded in both the syndica-
tion and the foreign commercial operations
sectors. The only field in which commissions

slipped back slightly were domestic payments
transactions.

Operating expenditure
—investing for the future in staff and equipment

Overall operating expenditure again went up
sharply-by 115%-in the year under review.
Since both the volume and the nature of our
business did not only call for an increase in the
number of our staff, but also for higher qualifi-
cations, personnel costs alone were up 9.3% at
DM1.365m. At the same time, a considerable
amount of refurkishing at our branch buildings
and the steady progress in equipping our of-
fices with computer terminals pushed other op-
erating expenses up by as much as 16.9%.

Following the closure of two urban sub-
branches, the total number of our domestic
branches and sub-branches at the start of 1986
was 780. In addition, Berliner Commerzbank
continues to operate 60 branches in West Berlin
and Commerz-Credit-Bank Europartner, Saar-
briicken, maintains eight in Saarland. Our pres-
ence abroad was assured by four subsidiaries,
13 branches or other operative bases and 16
representative offices.

Data processing: worldwide operations

Both the systems and strategy applied in our
data processing and communications are dic-
tated by the needs of our dense branch network
within West Germany and of our worldwide ac-
tivities. A computerized network handles all our
centralized operations—such as are effected in
the securities and other dealing sectors, in for-
eign commercial, syndicate and interbank busi-
ness, in the Bank's accounting and internal au-
diting, in its staff administration and also in in-
ter-branch transactions. In addition, domestic
payments and account-keeping for both local
retail and wholesale customers are taken care
of by 14 regional computer centres of our own
and by two owned by subsidiaries.

While all the transactions at our foreign
branches are handled by the latter's own, on-
the-spot computer facilities, they are centrally
backed up by the home office for worldwide
limit and position monitoring and for the Bank’s
overall accounting.

Our DP planning ensures that the technological
innovations to be expected over the next few
years can be incorporated into our computer
systems without difficulty, particularly as re-
gards both internal and external networks and
including the pending integration of those for
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PTT telecommunications: a smooth, gradual
link-up with the new services offered by the
German Postal Authority and, on an internation-
al level, by other carriers, will present no undue
technical problems.

Soon more than 6,700 terminals

Over 4,200 displays and 2,300 printers are al-
ready being operated by our central depart-
ments and branches. By mid-1986, we will have
switched over, on a step-by-step basis, to the
use of general-purpose systems for internal and
cashier/counter transactions, counselling and
regular banking business. The year-end will see
a further 2,600 terminal workstations and 1,500
printers installed.

Serving our business customers

Our market-oriented product range coupled
with our efforts to serve wholesale customers
ever more efficiently are reflected in a notable
pick-up in this field of our activity, both on the
lending and deposit sides. The fact that our or-
ganization in this area has been restructured to
cope with companies’ individual needs—rather
than merely representing the various divisions
within the Bank-has demonstrated its advan-

tages, enabling us despite keen competition
slightly to expand our share of the market. We
have been particularly successful thanks to the
increased attention we have devoted to smaller
and medium-sized firms.

Growing demand for credit

Although accerding to the Bundesbank's na-
tional statistics the volume of short-term book
credits extended to the German corporate sec-
tor remained practically unchanged in the
course of the year, we recorded an 8% rise in
such overdraft facilities. We allowed our busi-
ness customers fully to benefit from the fall in
short-term interest rates, even where the latter
went beyond the lowering of the key interest
rates that was effected in August. Following
two years of decline, Euromarket lending to
domestic companies-through our foreign out-
lets—was stepped up again.

Given trade and industry’s interest in borrowing
at favourable terms, we appreciably expanded
our bill discounting by making the greatest pos-
sible use of our rediscount gquota with the Bun-
desbank; as a result, our bill portfolio was up
from DM3.7bn to DM4.2bn. Market conditions
ensured that lending rates in this area dropped
even more than those on overdrafts.

Lending to domestic private and business customers

31-12-1985 31-12-1984
Energy and mining 22% 3.3%
Chemical and oil refining industries 2.1% 29%
Plastics and rubber production, non-metallic minerals,
fine ceramics and glass 24% 22%
Metal production and processing. steel construction, mechanical
engineering, automotive industry, office equipment and EDP 10.3% 10.1%
Electrical and precision engineering, optical products, metal
manufacturing, musical instruments, sports equipment, jewelry 6.7 % 6.5%
Wood, paper, and printing 2.6% 2.6%
Textiles, clothing. shoe and leather industries 2.8% 24%
Food, drink, and tobacco 29% 3.0%
Building and civil engineering 3.1% 3.0%
Industry, overall 35.1% 36.0%
Commerce 11.4% 11.3%
Transport and communications 2.8% 2.3%
Other services, including the professions 19.9% 19.3%
Persons other than self-employed 30.8% 31.1%
100.0% 100.0%
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Despite buoyant investment activity, demand
for long-term finance by the corporate majors—
who, in any case, mostly preferred to tap the
capital markets directly—continued to be very
subdued. By contrast, we were able to boost
our aggregate lending to small and medium-
sized businesses by DM1.3bn, with DM1bn be-
ing accounted for by loans under our longer-
term special credit scheme for this sector of the
economy. Offering fixed interest rates of up to
five years, the programme allows for both ma-
turities and repayment terms to be tailored to
the customer’s requirements. Also well sought
after were advances under our second special
scheme for this client group which—while sim-
ilarly providing for fixed interest rates, albeit
over somewhat shorter terms of four years at
the most-serves to finance current assets.
Within our lending in this field, particular im-
portance is being accorded to subsidized funds
from government sources—especially those
available through Kreditanstalt fur Wiederauf-
bau (Reconstruction Loan Corporation)-the
overall volume of which was up on 1984.

Leasing continues to prove a popular alterna-
tive to bank borrowing, and Commerz- und In-
dustrie-Leasing GmbH (CIL)—our subsidiary for
the leasing of moveable goods-reports good
progress in its activities. With both the number
and value of new contracts higher, it managed
to raise profits in 1985 again. Handling an in-
creased volume of business, Deutsche Gesell-
schaft fir Immobilien- und Anlagen-Leasing
mbH-the real estate and industrial plant leas-
ing subsidiary which we operate jointly with
Deutsche Bank-reported similar success.

Foreign commercial business brisk

QOur branches once more benefitted from the
strong growth of West Germany's external trade
in the year under review. Despite ever keener
competition in this area, the efforts we made to
provide clients with comprehensive service en-
abled us to retain our substantial market share.

It is, in particular, the tailored advice which,
thanks to our worldwide network, we are able
to give on all aspects of foreign business that is
proving most helpful for our corporate custom-
ers. A number of symposia we organized, to in-
form them of opportunities in the international
markets, met with great interest.

We were again in a position substantially to as-
sist exporters with confirmed letters of credit
and short-term trade finance, also where coun-
tries in the throes of debt rescheduling were in-
volved. The total of guarantees extended, al-

though initially declining because a sizeable
volume of foreign trade guarantees had ex-
pired, grew in the further course of the year, at
end-1985 surpassing its previous level.

Medium and long-term export financing

Because of the time it takes for large projects to
be conceived and to mature, the accelerating
trend of capital investment noticeable world-
wide has as yet had no impact on the overall
figure for our export financing. Not until the
second half of 1985 did any substantial demand
for such funds make itself felt-and then mainly
in connection with planned power stations and
chemical plants which, as experience has
shown, require long periods to materialize.

New block credit agreements with a number of
state-trading countries triggered a certain de-
gree of demand for export finance. To the ex-
tent feasible, we also provided supplementary
credits for down and interim payments and to
meet local costs, all of which are not eligible for
Hermes cover. Through our foreign outlets, we
exploited the export financing facilities of other
countries.

Although we succeeded in boosting the volume
of newly contracted business, the total figures
for both commitments and—for the first time—
outpayments of our medium and long-term ex-
port finance decreased. Part of this was ac-
counted for by early repayments and by ex-
change rate movements which reduced the vol-
ume of existing lending.

As plans for a reform of the German export
credit insurance scheme, Hermes, begin to take
shape, we expect growing competition in the
field of longer-term export financing, particular-
ly as regards internationally operating banks.
This should ensure for German exports the
future availability of foreign-currency loans
backed by government guarantee.

Special service facility: computerized payments

In the sector of electronic banking, the fact that
companies increasingly employ both personal
computers and data processing systems has
been reflected in the ever greater use they have
been making of the special computerized ser-
vice we offer them to effect their own pay-
ments. The possibilities afforded under this
scheme for instant, two-way dialog between
bank and customer are of mounting signifi-
cance. Besides steadily developing our interna-
tional cash management system, COBRA, and
its domestic counterpart, ACMS, we have also
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Private customers:
rising trend for deposits and loans

= == e : Private deposits

Despite mounting investments
in securities, our domestic
retail customers added to
their deposits in 1985 as well.

Private individuals account for
about 53% of the overall deposits
of domestic clients.

1982

1983

1984

1985 ¥ savings deposits
and savings certificates
& time deposits

¥ sight deposits

inDMm = e e e Retail lending

! The demand for personal credits
i remained brisk in 1985, too.

i Overall, their volume again rose
by a seventh, to DM14.5bn.

I personal loan schemes
{up to DM 50,000)

& other retail credits
¥ home loans

Commerzbank’s private customers,
by occupation

At present, we serve

almost 2.25m private customers,
representing a broad

cross-section of society.

They account for 95.6%

of our total domestic clients.

S L) el T ; Ik i _. == i Perce esha
~ Commerzbank's private customers, by ocoupation, end-1985 | [ RoE e RINEE L ers

20



The Bank’s Progress

put the videotex programme we operate to
broader application. The scope for utilizing our
DP facilities for commercial payments transac-
tions has been further extended by direct tele-
communication between ourselves and our cor-
porate clients.

The services we offer customers without in-
house computer systems enjoyed growing
popularity. They range from our videotex
scheme-redesigned to suit this market seg-
ment—to the data processing capacities we pro-
vide for payments and payroll purposes.

Serving our private customers

The Bank’s retail business continued to expand
in 1985 within an environment characterized by
keenly contested markets, with all the main
areas—deposits, other investments (see also
section on stock exchange business on pages
23 to 25), lending, and payments transactions—
recording healthy growth. For the first time in
many years, the number of our private custom-
ers went up notably-by 91,000, or 4%. This we
judge to be the gratifying result of our intensive
efforts to reinforce our market position by
means of both a varied and attractive range of
products and highly competitive counselling
services. By the end of 1985, Commerzbank
was able to boast some 225 million private
clients.

In our long-term marketing strateqy. particular
emphasis is being placed on creating a posi-
tive image for ourselves with both children
and teenagers: while approaching the former
through our “Goldi® hamster mascot, we fo-
cussed a special campaign on the latter using
the striking design elements of the “Memphis”
art style. This foray, whose basic idea was to
talk to young people in their own language in
upbeat surroundings, has proved most popular
with this target group and resulted in rewarding
contacts with them.

Deposits further up

Despite another year of substantial securities
purchases, saving deposits increased faster
than in 1984, namely by DM592m, or 5.6%. to
DM11.2bn.

This success was to a great extent accom-
plished through our regular savings schemes,
whose range was added to last autumn by the
introduction of a cumulative bonus savings
plan. In the five months which have since
elapsed, more than 35,000 such contracts—of-

fering a maturity choice from between 2 and 6
years and yielding an annually mounting bo-
nus—have been concluded. Our standardized
savings programmes now cover periods from 2
to 20 years.

The aggregate number of savings plans in op-
eration at year-end, including those running
over longer terms, was 410,000, involving
agreed savings of altogether DM2.5bn and ac-
tual deposits of some DM850m. Of the total
number, 40,000 contracts for an agreed overall
sum of roughly DM600m were of the long-term
type introduced in late 1984 which can, if de-
sired, be combined with term life insurance, al-
though this option has not too frequently been
made use of.

Our marketing aimed at children and young
people bore fruit particularly in the form of new
savings accounts. So far we have issued almost
80,000 “Goldi” and "Memphis” passbooks to
youngsters.

Interest in Commerzbank's savings bonds and
certificates was again lively. Even if gross sales
did not quite match the good 1984 result, the
net figure for such paper outstanding, after de-
duction of redemptions, was nonetheless up
DM133m, or 5.3%, to DM2.6bn.

Total deposits of domestic private customers
(demand, time and savings deposits plus sav-
ings bonds) rose 3.8% to DM17.9bn, account-
ing for roughly 53% of our aggregate liabilities
to domestic clients.

Flourishing retail lending

The volume of consumer and other loans to pri-
vate customers expanded strongly again in the
year under review. In itself, the overall amount
of standardized personal credits of up to
DMB0,000 outstanding at year-end was up
DM388m, or 15.8%, to DM2.8bn, despite high
redemptions. The total for other retail loans—
which includes advances against securities,
special credits to individual clients and, for the
financing of equipment, to doctors, dentists and
the like, but excludes building finance-went up
by as much as DM729m, or 22.7 %, to DM3.9bn.

Home loans well up

Despite the sharp decline in house-building in
West Germany, 1985 was one of our best years
ever for home loans. As in the past, the latter
were given decisive support by the close coop-
eration with our mortgage bank subsidiary,
Rheinische Hypothekenbank, through which
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International bond issues

Tombstones illustrating our international syndicate
business: in 1985, Commerzbank was the lead
manager for 33 foreign DM bond offerings

and six denominated in other currencies,
equivalent to an overall amount of DM7.1bn.

N s
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our ability to meet customers’ growing desire to
fix terms over particularly long periods within
the life of a mortgage was ensured. Once again,
an important accent in our marketing was on
our collaboration for this kind of finance with
home loan associations and life insurance
companies-links by which we set great store
for our future business in this sector, too.

INew home loans approved by the Parent Bank
in 1985 totalled DM3.8bn, an increase of 23%.
Included in this figure were DM1.4bn (DMO.8bn
in 1984) of contracts passed on for handling to
Rheinische Hypothekenbank (cf. pages 78 and
79). For the Commerzbank Group as a whole,
commitments to provide building finance
reached DMB.3bn, up from DM4.7bn in the pre-
ceding year.

The quick pace of new business boosted home
loans outstanding within the Group by DMZ2bn
to DM21.3bn, of which DM7.7bn-as against
DM7bn in 1984-was accounted for by credits of
this type by the Parent Bank. Bad debts re-
mained on a low level.

Our retail lending under all headings rose
DM1.8bn, or 14%, in 1985. At DM14.5bn, it rep-
resented slightly over 42% of our aggregate
claims on domestic customers.

Lively payments transactions

Our private clients once more made eager use
of the services we offer for payments transac-
tions. Cash dispensers operated with euro-
cheque cards—-of which we now have 35 in-
stalled, and more planned-are increasingly be-
ing used, also by other banks’ customers. In ad-
dition, we are equipping suitable branches with
automated teller machines and rapidly raising
the number of general-purpose terminals avail-
able to our client counsellors.

Syndicate and stock exchange business

German stocks in 1985 proved very attractive to
investors both at home and abroad, and the vol-
ume traded on domestic bourses topped
DM210bn for the first time ever-more than the
combined figure for the three preceding years.
On some days more shares changed hands
than not so long ago would only have been the
case in a whole month. This led to enormous
strain being imposed on the technical and staff
resources of both stock exchanges and banks.

Public-sector bonds predominated

Given the continued growth in the volume of re-
demptions of domestic bonds, it is hardly sur-
prising that their gross sales touched a new
peak: although net sales of mortgage and com-
munal bonds were more or less unchanged and
the volume of bonds issued by other financial
institutions declined, the public sector had in-
creased recourse to the capital market, causing
the total of bonds it launched to soar from
DM23.4bn to DM31.9bn-the highest annual fig-
ure so far. Offerings of such paper by the cor-
porate sector, mostly bonds with warrants,
amounted to DM648m.

The further, though modest, lengthening of
maturities is a feature to be welcomed. As a re-
sult of the decreased sales of bank bonds, the
majority of which are at shorter terms, the vol-
ume of bonds outstanding with a remaining life
of less than four years shrank, whereas that of
longer-term paper expanded by well over 12%.
The effect of this trend is to enhance the stabili-
ty and predictability of the market.

A detailed report of developments in the do-
mestic and the Euromarkets can be found on
pages 19 to 23 and 26 of the supplement enti-
tled "The Economic Scene in 1985/86", en-
closed with this report.

Buoyant new issues business,
including international offerings

During the year under review, we were involved
in 18 capital increases generating total cash
proceeds of approximately DM4.7bn, compar-
ed with DM1.9bn for 1984. We also assisted five
German companies in going public, which pro-
duced an overall amount of slightly more than
DM1bn. In two of these cases, Hugo Boss AG
and Schumag AG, we acted as lead manager.

Partly thanks to the further liberalization of the
German capital market, 1985 saw by far the
greatest volume to date of new foreign DM
bond issues at DM31.1bn, with our own share
in these as syndication manager again expand-
ing. For 33 such offerings—altogether worth
DM6.1bn—we acted as lead manager, and were
co-managers for an additional 67 to the total
value of DM15.2bn.

The volume of foreign-currency issues in the
Eurobond market rose from an equivalent of
over US$77bn to more than US$125bn, 76% of
which was denominated in US dollars. Five
such offerings together worth US$350m and
one Australian dollar issue corresponding to
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roughly US$50m were lead-managed and 349
foreign-currency bond offerings equivalent to a
total of US$39.7bn were co-managed by us.

We arranged for the official listing on the Frank-
furt stock exchange of the share capital of El-
kem a/s, Oslo. This company, which controls a
worldwide group mainly involved in the produc-
tion of aluminium, silicon and ferro-alloys, is
the third Norwegian corporation to have its
shares officially quoted on a German bourse.

Project financing and the Channel tunnel

We stepped up our activity in the sphere of in-
ternational project financing. Applying strict
yardsticks in assessing the planned ventures,
we became involved in the year under review in
the financing of several energy undertakings,
mainly in the North Sea and Australia. At the
same time, we played a leading part in the con-
sortium that bid successfully for what will be
the most important European infrastructure pro-
ject for many years to come-the Channel rail
tunnel that will link England and France.

Strong demand for M & A intermediation

The interest of larger domestic and foreign
companies, but also of a considerable number
of medium-sized firms, in our intermediation
service for industrial mergers and acquisitions
continued to run high. As in the past few years,
it was again especially keen on the part of Brit-
ish and American concerns and, as before, fo-
cussed on the chemical, pharmaceutical, food,

and electronic sectors, as well as on branches
supplying the car industry.

19856: another boom year for German shares

Three very bullish preceding years notwith-
standing, German stocks as measured by the
Commerzbank Index of 60 leading shares in
1985 registered record price rises averaging
76.1%. With investor interest worldwide focus-
sing on equities, and national share indices fre-
quently hitting new all-time highs, the German
market ranked among the top runners interna-
tionally. To foreigners, the attractiveness of Ger-
man securities was enhanced by the increasing
likelihood of an appreciating D-mark.

The resurgence of the West German stock mar-
ket thus continued unabated, with insurance
companies again the best performers. Price
gains for shares with a broader market ranged
from anywhere between nil and 150%.

In the German bond market, the average vyield
on all officially quoted domestic bonds slipped
from 6.64% at end-1984 to 6.03% at end-1985,
while paper with a remaining life of over three
years were still yielding 6.6%. The return on for-
eign DM bonds. whose outstanding volume is
now in excess of DM117bn (DM96bn at end-
1984), slid from 7.2% to 6.8% over the year.

Stock exchange trading soared

Thanks to the steady further strengthening of
our investment counselling capacity, securities

Cooperation in underwriting syndicates

Year Capital increases Domestic bond issues Foreign DM bond issues
through rights issues®)
1975 27 totalling DM2.5bn 20 totalling DM 8.8bn 60 totalling DM 5.6bn
1976 20 totalling DM1.4bn 23 totalling DM10.8bn 70 totalling DM 7.2bn
1977 20 totalling DM1.0bn 15 totalling DM 8.5bn 87 totalling DM10.9bn
1978 22 totalling DM2 5bn 23 totalling DM11.5bn 98 totalling DM12.0bn
1979 19 totalling DM2.0bn 15 totalling DM12.9bn 55 totalling DM 6.8bn
1980 16 totalling DM2.7bn 11 totalling DM 9.2bn 66 totalling DM10.0bn
1981 20 totalling DM1.4bn 12 totalling DM13.5bn 41 totalling DM 5.2bn
1982 20 totalling DM2.0bn 20 totalling DM21.9bn 102 totalling DM12.1bn
1983 18 totalling DM2.6bn 24 totalling DM23.4bn 103 totalling DM14.6bn
1984 16 totalling DM1.9bn 21 totalling DM23.9bn 109 totalling DM17.0bn
1985 18 totalling DM4.7bn 29 totalling DM32 5bn 126 totalling DM24 7bn

*) cash proceeds.

In addition, we participated in placing 1,937 foreign currency bond issues between 1975 and 1985.
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dealings on behalf of customers saw gratifying
growth in the year under review. Buying and
selling orders executed for German clients went
up by about 10% for domestic bonds and by
one-third for foreign fixed-interest paper. An
especially sharp rise was registered in orders
from abroad for bond purchases and sales.

The volume of share trading effected by us
soared, going up-not least because of strong
cross-border demand-threefold for German
and by a further two-thirds for foreign equities.

Marked upturn in share option trading

As the stock market boomed, so did interest in
traded share options, with new call and put
contracts jumping to nearly four times their
1984 figure and thus to a level which now does
have a bearing on the market. Given the greater
opportunities and risks attaching, in particular,
to share options—by which our clients, too, have
been most attracted—an exceptional degree of
specialist guidance on our part is required.

Securities business: successful across the board

We were able once more solidly to boost our
overall income from the securities sector, includ-
ing that from own-account dealings. The placing
of DMO0S9bn of the Bank's bearer bonds—
DM1.3bn in 1984—again contributed usefully to
funding our loan operations.

Our asset management saw the volume of ad-
ministered funds expand thanks to both inflows
and price gains. The three regional teams we
operate in Frankfurt, Dusseldorf and Hamburg
amply demonstrated their prowess.

Our Zurich subsidiary, Commerzbank (Switzer-
land) Ltd, successfully started its operations in
1985. Concentrating above all on securities ac-
tivities, this new outlet is an important supple-
ment both to our securities trading and to our
asset management business.

Bond investment funds strongly favoured

1985 was another good year for German invest-
ment funds, but despite a bull market for stocks
the number of certificates outstanding of both
equity and mixed securities funds continued to
decline. ADIG Allgemeine Deutsche Invest-
ment-Gesellschaft mbH, a Commerzbank affil-
iate, was able to sell new certificates worth
DM3.3bn, with the emphasis solely on funds in-
vesting in German and foreign bonds, though.
The aggregate volume of the assets managed
by the various funds of ADIG went up from

DM8.3bn to DM11.2bn, DM7.8bn of this being
in six funds for which Commerzbank acts as de-
pository bank.

One of ADIG's funds, Adirenta, is the largest
German investment fund with assets totalling
DMbB.7bn (up from DMbbn at end-1984). Two of
the company’s other funds, Adirewa and Fon-
dirent, which invest in international bonds and
were only set up in late 1984, ended the year
under review with their combined assets al-
ready standing at DM2bn, as against DMO.7bn
twelve months earlier.

DM4 5bn assets managed by Cofo

QOur wholly-owned subsidiary active in this area,
Commerzbank Fonds-Verwaltungsgesellschaft
mbH (Cofo)-which manages funds specially set
up for institutional investors, mainly insurance
companies and pension funds—had a very grati-
fying year. Overall assets under its manage-
ment rose by DM1.1bn to DM4.5bn and the
number of its specialized funds by 15 to 77.

The growing need for skilled investment man-
agers with a more pronounced international ori-
entation led Cofo to expand its staff further. It
also transferred the management heads of its
funds to Frankfurt, as from March 1, 1986, thus
enabling them to exploit the analysis and re-
search facilities of the Parent Bank even better.

Open and closed-end property funds

Haus-Invest, the open-end property fund for
which we also serve as a depository bank,
again performed more than satisfactorily and
continues to rank high in the yield league for
such funds. Much like the equity funds, how-
ever, Haus-Invest recorded slight net redemp-
tions, so that the assets under its management
slipped back marginally from DM781m to
DM771m over the year.

Again investors were also given the opportunity
to move into a closed-end property fund by be-
ing offered limited-liability shares in a fund
managed by our affiliate Deutsche Gesellschaft
fur Immobilien- und Anlagen-Leasing mbH.

New York investment bank

EuroPartners Securities Corporation, New York,
in which we have a 40% interest, mainly assists
European investors in placing funds in the US
securities markets. Unlike in previous years,
however, interest in American paper waned due
to the steady weakening of the dollar that be-
gan in early 1985 and the bullish performance
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of the bourses in Europe. The bank acted as un-
derwriter for some 150 share and bond issues
and successfully arranged for several European
customers to raise other forms of long-term fi-
nance. In addition to securities transactions, Eu-
roPartners Securities—which has a seat on the
New York Stock Exchange-is involved in asset
management, long-term corporate finance, new
issues business, and mergers and acquisitions.

International activities

Accounting as they do for approximately one-
third of the total business volume within the
Commerzbank Group, international operations
are a mainstay of our activity. In providing fi-
nance abroad, we have flexibly reacted to the
changed scenario in the world economy by
concentrating on the Western industrialized
countries, the economic centres of Asia, and
state-trading countries.

The gratifying development of our foreign com-
mercial business was supported by our contin-
uing readiness to offer bank-to-bank facilities
for supplementary trade finance. Unlike in re-
cent years, there was no further increase in the
volume of documentary payments, the one ex-
ception being the Middle East.

Commerzbank joined with other international
banks in arranging a number of long-term jum-
bo loans. As in the past, we also assisted for-
eign banks with standby credit lines and acted
as a DM clearer for a growing number of for-
eign correspondent banks.

The volume of working funds and investment fi-
nance made available to internationally active
customers through our operative bases abroad
remained high. Within Europe, our TransCredit
facilities again proved their worth. Under this
cross-border loan scheme, the members of the
Europartners group of banks are able to provide
operating funds for subsidiaries in their own
countries of companies based in the home
states of the other participating banks.

Our involvement in the Eurocredit markets in
most cases was once again that of a lead or co-
manager for syndicated loans to selected bor-
TOWers.

The international banking world continues to be
faced with debt rescheduling measures for
some 40 countries. We have to date lent sup-
port to all such rescheduling agreements, most-
ly concluded with the assistance of the IMF and
the World Bank.

Our international organization

Our international organization is backed by al-
most 70 outlets and affiliates in 30 countries. In
1985, we further extended our presence abroad
by opening an office in Los Angeles and by es-
tablishing a subsidiary bank in Switzerland.

With our foreign subsidiaries included, our
worldwide network now comprises 18 operative
bases that are located as follows:

Amsterdam’) Luxembourg?)
Antwerp Madrid
Atlanta New York
Barcelona Osaka
Brussels Paris

Chicago Rotterdam’)
Hong Kong Singapore?®)
London Tokyo

Los Angeles Zurich?)

') Commerzbank (Nederland) N.V_;
?) Commerzbank International S.A.;
3) Commerzbank (South East Asia) Ltd.:
%) Commerzbank (Switzerland) Ltd.

We also maintain a branch on Grand Cayman
island.

Conducted through our branches and subsidia-
ries, our activities in Western and Southern Eu-
rope are those of a “universal” or all-purpose
bank, as far as is permitted by national banking
regulations. Of particular importance here, es-
pecially for our Euromarket business, are our
Luxembourg subsidiary and our London
branch. The representative offices in Copen-
hagen and Moscow provide valuable services
in terms of information on and contacts in Nor-
thern Europe and the USSR, respectively.

Following the opening of our Los Angeles of-
fice, our presence in North America reflects the
importance of this vast market even more
strongly. Our operative bases in the U.S. are en-
gaged in both purely domestic and third-coun-
try business. An additional US subsidiary, Com-
merzbank U.S. Finance, Inc., was set up to sup-
plement, through the issue of commercial pa-
per, the funding possibilities we have in the
dollar market. Qur representative office in
Toronto is active in soliciting capital market
dealings, but also functions as a link to corre-
spondent banks in Canada and looks after local
companies with interests in West Germany.

In Latin America, our services are available
through representative offices in Buenos Aires,
Rio de Janeiro, Sdo Paulo, Mexico City, and
Caracas, while a holding we have in Banco de
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Investimento do Brasil enables us to arrange for
loan funds in Brazil. We have increasingly been
in a position to participate in the provision of
short and medium-term export finance in a
number of Latin American countries, an exam-
ple being forfaiting under Brazil's export promo-
tion programme. Quite generally, we support
the export efforts of the various countries in the
region by our involvement in their trade with
third countries.

We maintain four representative offices in the
Middle East and Africa—in Cairo, Bahrain, Teh-
ran and Johannesburg-and hold interests in
banks in Cairo, Casablanca, Rabat and Riyadh.
All of these outlets have operated successfully.
Despite the decline in German exports to the
Arab world, the volume of transactions chan-
nelled through us remained at the high level of
previous years.

In the major markets of the Far East, we are ac-
tive through branches, subsidiaries and affiliat-
ed institutions. All-purpose banking is conduct-
ed at our Hong Kong branch, whereas our
wholly-owned Singapore subsidiary-Commerz-
bank (South East Asia) Ltd.~has specialized in
lending and syndicate business throughout the
region, as also in money market and foreign ex-
change dealings. Our Tokyo branch, which can
draw on the support of an office in Osaka, is
able to offer the whole range of services ex-
pected of an international commercial bank,
while our representative office in Tokyo is re-
sponsible for securities and syndication busi-
ness in Japan. Affiliated banks and finance
companies in Jakarta, Seoul, Singapore and
Bangkok assist our customers with local finan-
cial business, and our representative offices in
Jakarta and Beijing, who help us both to estab-
lish bank-to-bank relationships and to acquire
new clients, employ their knowhow to pro-
vide a useful service to our German customers
doing business in the region.

The Australian and New Zealand markets are
looked after by our representative office in Syd-
ney. For dealing operations and for providing fi-
nance in that region, however, we involve our
Singapore subsidiary.

Foreign subsidiaries and affiliates

We report in detail on the activities of our major
foreign subsidiaries

Commerzbank International S.A ~CISAL-,
Luxembourg,

Commerzbank (Nederland) N.V., Amsterdam,

and

Commerzbank (South East Asia) Ltd.
—COSEA -, Singapore

in our Consolidated Annual Report (cf. pages 72
to 77 of this report).

International Commercial Bank PLC, London, is
a specialized Euromarket institution in which
we have a 12% interest. While seeing its
balance sheet total decline from £1,287m to
£1,040m, it managed to boost its operating
profit by £0.2m to £6.3m. With the dividend re-
maining unchanged, allocations to both general
and loan loss reserves were raised.

UBAE Arab German Bank S.A., Luxembourg/
Frankfurt, in which we have a 25.1% holding, is
chiefly concerned with the financial side of Ger-
man-Arab trade. Largely due to exchange rate
movements, the bank’s total assets decreas-
ed to DM1bn. Improved earnings, besides al-
lowing a higher dividend payment-of 8% after
7% the previous year—, also permit a further
strengthening of reserves.

Seoul-based Korea International Merchant
Bank (KIMB), in which we as co-founders have
a 20% stake, continued to make good progress
in an increasingly difficult environment. In the
first nine months of its 1985 financial year
(which runs to March 31, 1986), its total assets
rose nearly 17% to the equivalent of DM1.4bn, a
performance matched by its after-tax profits.
During the period, KIMB acted as lead manager
or underwriter for a substantial number of bond
issues in local currency on behalf of both Ko-
rean and international borrowers. While the
bank managed markedly to step up its leasing
business, it slightly reduced its lending.

The international presence of the four members
of the Europartners group-Banco di Roma,
Banco Hispano Americano, Commerzbank and
Crédit Lyonnais—is shown on the maps on
pages 99 to 101. The activities of the New York-
based joint subsidiary, EuroPartners Securities
Corporation, have already been outlined on
page 25 and those of another joint operation,
Commerz-Credit-Bank Aktiengesellschaft Euro-
partner, Saarbriicken, are reported on page 57.

Worldwide foreign exchange trading

The severe fluctuations of the US currency-and
especially its marked fall since late September—
led to a growing need for forward cover on the
part of those of our customers engaged in for-
eign trade. With a parity realignment within the
European Monetary System becoming increas-
ingly probable as the fourth quarter progressed,
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demand for hedging operations involving EMS
currencies also rose. Accordingly, considerable
calls were made on our foreign exchange deal-
ing units both at home and abroad. In this,
close customer links made possible by the
forex teams independently operating at Com-
merzbank’'s three regional head office divisions
—in Frankfurt, Disseldorf and Hamburg—again
proved their worth, as did the internal separa-
tion between own-account transactions and
those on behalf of clients.

At all three places, the specific currency needs
of corporate customers are directly and effi-
ciently taken care of by expert staff on these
units who, together with the Bank's own-
account dealers, form part of a network of 12
forex teams located in all major international
financial centres. We are thus able to provide
foreign exchange services covering every time
zone in the world.

Both the turbulence of the currency markets
and the extreme volatility of exchange rates
were reflected in an expansion of our forex
trading volume by roughly one-fifth, with an
even greater rise being achieved in profits on
own-account dealings.

Endeavouring to meet our customers’ hedging
requirements with as broad a range of facilities
as possible, we have had growing success over
the past two years in offering them currency
options as well. Besides providing forward
cover, the latter can hold the opportunity for ex-
tra gains, especially when exchange rates are
fluctuating wildly. We continue to view as our
particular strength the market position we have
established in a number of currencies not offi-
cially quoted and in the handling of longer-term
forward transactions.
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Staff and welfare report

Over the past year, the willingness, sense of re-
sponsibility and solid expertise of our staff were
again instrumental in ensuring the Bank’s suc-
cess. For this, we wish to express our gratitude.

Our thanks are also extended to all our employ-
ees who retired during the year, most of them
after long years of service.

We shall always honour the memory of those
employees and pensioners who died in the
course of 198b.

Data on staff

(Numbers of employees at year-end. given in
full-time equivalent figures for the Parent Bank;
corresponding year-ago statistics in paren-
theses.)

— Our permanent staff-employees excluding
apprentices, junior executive staff, and tem-
porary personnel—-went up by 957 (437) to
18,690 (17.733); the rate of increase thus
more than doubled to 5.4 % (2.5%).

— The number of staff active in West Germany
and abroad rose by 1,188 (648) to 21,204
(20,018).

— In 1985, we took on 940 (810) apprentices,
bringing the total to 2,090 (1,868) by year-
end. The proportion of apprentices to perma-
nent domestic personnel has edged slightly
upwards to 11.6% (11.0%).

— 357 employees (end-1984: 342) were taking
part in our junior executive training scheme
at end-1985.

— In Commerzbank’s foreign outlets and rep-
resentative offices, 732 (696) people were
active, 606 (564) of whom were recruited on a
local basis.

— The proportion of staff giving notice declined
slightly to 4.2% (4.5%).

— Length of service: 45% (46%) of our person-
nel have been with us longer than 10 years
and, once again, 14% for more than 20 years.

— The average age of our staff remained un-
changed at 36.

— At year-end, the number of pensioners and
surviving dependents was 3,463 (3,204) and
1.403 (1.410), respectively; 346 (338) employ-

ees left us for retirement. An additional 162
took advantage of the Bank's 1984 early re-
tirement scheme; this represented virtually
two-thirds of those entitled to do so.

Personnel expenditure and welfare provision

— Personnel expenditure rose by 9.3% (4.3%) to
DM 1,364.5m (DM 1,248.3m) in 1985.

— Chiefly responsible for this advance were:

@ a 3.6% increase in collectively negotiated
salaries as from March 1 and a similar rise
in all individually agreed salaries as from
July 1, 1985, as well as

e growth of 49% in the average number of
staff over the year.

— The individual items of personnel expendi-
ture included:

e wages and salaries, which advanced 9.6%
to DM1,064 5m:;

e social insurance contributions, up 10.5% to
DM160.3m;

e pensions, pension fund contributions, ben-
efits, rising 6% to DM139.7m.

— Employer’s contributions to the BVV scheme,
a supplementary pension fund of the private-
sector banks, came to DM37.2m (DM34.4m);
in addition, half of this amount was paid in by
our employees themselves.

- DM66m (DMB8m) was spent on basic and
advanced training. the former accounting for
DM40m (DM37m).

— Special payments to individual employees for
long and loyal service came to DMG6.6m
(DM5.6m).

— The 20th offer to employees of Commerzbank
shares at a preferential price raised DM6.9m
in additional equity funds. Our staff paid in
DM4.2m, and we covered the difference.

Expansion primarily at branch level

Against the background of more intensive busi-
ness activities at home and abroad, but also
with a view to future growth targets, it proved
necessary to expand our personnel. Over two-
thirds of the increase in permanent staff went
into strengthening our branch network. At the
same time, capacity at our head offices had to
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as reflected in personnel statistics
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Staff and Welfare Report

be enlarged, the emphasis being placed on da-
ta processing and securities dealings.

Only to a limited degree was it possible to find
qualified personnel in the labour market, which
makes it all the more important to further the
development of our own junior staff. For this
reason, we have strengthened the latter groups
(apprentices and junior executive staff) by
some 240 young people.

Steady interest in bank apprenticeships

School-leavers continue to find certified bank
clerk apprenticeships very attractive. In 1985,
we received roughly 46,000 applications, about
11% more than in 1984.

The Bank was able to offer training posts to 940
new apprentices, principally leading to the
qualification of certified bank clerk, but also for
those of clerical assistant and specialist in or-
ganizational aspects of advertising: this repre-
sents a gain of 16%. In the bank clerk training
scheme, the proportion of those possessing a
full university entrance qualification climbed
from 52 % to 55%, while that of apprentices with
a limited college entry qualification slipped
from 10% to 9%. The share of school-leavers
with an intermediate certificate after at least 10
years education went up slightly.

Since 1976, when those born in the baby-boom
years made their first impact on the apprentice-
ship market, we have increased our training
posts by almost 50%, from 1,412 to 2,090.

While preparing young people for their jobs, we
duly take into account the more exacting de-
mands made on the quality of counselling and
customer service. Consequently, sales training
which draws upon the possibilities offered by
the latest in technology is a key component in
our courses for apprentices. :

Training of future specialist and executive staff
stepped up

To cover our mounting need for junior specialist
and executive personnel, we have raised our to-
tal of trainees to around 360.

Here we have been particularly careful to take
our own employees into consideration; in this
scheme for junior executives, they are given the
opportunity to develop their specialist knowl-
edge and their leadership qualities in an inten-
sive form. At the same time, we take on quali-
fied university graduates in economics or law.

Higher qualification through advanced
training

We also continue to set great store by ad-
vanced training. The emphasis here lies on pro-
moting the counselling and selling abilities of
our employees and on developing leadership
potential.

During its ten years of operation, the Bank's
own advanced training centre at Glashitten in
the Taunus Hills has most convincingly proved
its worth as the focal point in furthering the abil-
ities of our staff.

Adjustment of internal welfare provision

It is still our intention to reduce the Bank’'s own
supplementary pension scheme to an accept-
able level as regards both its financing and the
degree of welfare provision offered. Despite
several rounds of negotiations, this aim could
not be realized in the 1985 business year, either.
Further meetings are planned with the em-
ployee representatives.

Constant cooperation
with employee representatives

In a spirit of constructive cooperation, the
Bank’'s management discussed a variety of top-
ics with the employee representatives’ commit-
tees. In March. an internal agreement was
reached with the central staff council concern-
ing display-screen workplaces. In frequent
talks, the Bank’s management took up the intro-
duction of new media—-especially the equipping
of branches with computer terminals—with the
commission on rationalization and technology
set up by the central staff council.

The economic committee held regular discus-
sions with members of the Board of Managing
Directors.

With the senior staff spokesmen’s committee,
topics of mutual interest were dealt with in an
objective and open-minded manner.
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Advanced training for employees
—an investment for the future

Along with basic training, that at advanced
level is an important element in providing for
future personnel needs. In banking, it has
special significance since, given largely
homogeneous products, the quality of the
staff is a decisive factor in competition.

Basic training provides school-leavers with a
broad knowledge of fundamentals, enabling
them subsequently to carry out tasks in the
most diverse sectors of banking. By contrast,
advanced training is geared to employees
already possessing professional experience.
In the first place, it reflects the Bank’s con-
cern to boost the efficiency of its staff and
prepare them for fresh challenges; secondly,
it presents ambitious employees with the
chance of getting ahead in their careers. Un-
like its counterpart at the basic level, ad-
vanced training is subject to no legally bind-
ing norms, but rather is adapted solely to a
firm’s internal needs; to a peculiar extent,
therefore, it mirrors the company’s business
policy stance.

New dimensions in the sixties

At Commerzbank, the late sixties brought a
marked change. New groups of customers
and banking services, altered work proce-
dures and a different relationship between
employees and superiors, as well as the
sharp surge in the number of staff and
branches, all made it necessary to offer em-
ployees more sophisticated courses than
before. In addition, competition became
much keener.

In 1968, we laid the foundations for syste-
matic advanced training. On-the-job instruc-
tion was complemented by course teaching.
A head-office section devoted to advanced
training took over the task of coordinating
the actual need for training with the facilities
available and of ensuring that the courses
had an up-to-date image.

Simulation of real-life situations

Advanced training at Commerzbank is close-
ly related to the actual work situation, since
on-the-job learning holds the greatest prom-
ise of success. Practically oriented seminars,
either run simultaneously or immediately be-
forehand, guarantee the indispensable the-
oretical basis and secure the necessary

training effect. In terms of the time involved,
the ratio of on-the-job to “off-the-job” in-
struction is roughly 95:5.

In order to form as objective a picture as
possible of the need for advanced training,
the personnel heads work closely together
with the employee’s direct superiors, the
relevant specialist departments, and the lo-
cal staff councils. The content of the semi-
nars and the methods to be used are de-
vised by a planning group comprised of
practical bankers from the sectors involved
and members of the head-office advanced
training group.

Since the course participants already pos-
sess the basic knowledge or are urged to
prepare themselves for their seminar, highly
effective forms of teaching predominate,
which are strongly communication-oriented:
group work, case studies, simulated conver-
sations and role games. Technical aids (e.g.
video films) help to mould the behaviour re-
quired in the practical job situation.

Broadly-based programme
—transcending specialist knowledge

Over the past 15 years, the advanced train-
ing programme has been continually ex-
tended in line with broader needs. Today it
covers 110 types of seminar from ten sec-
tors, ranging from the major areas of bank-
ing and management to foreign languages.

Apart from a thorough knowledge of the
subject, successful retail banking also re-
quires a sales-oriented training of personal
behaviour. For this reason, courses on spe-
cialized subjects and sales techniques have
been amalgamated into a series of seminar
units, interspersed with application phases
in practical banking.

Every new member of staff who is a poten-
tial candidate for a managerial position to-
day attends seminars designed to promote
the appropriate behaviour. Here, too, practi-
cal orientation and tapping past experience
are the order of the day.

Experienced instructors needed

On principle, the seminars are conducted by
our own specialists and managerial staff,
who have wide-ranging knowledge in their
own fields. Aspiring managerial staff in par-
ticular are individually urged to take over
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seminars within our advanced training pro-
gramme. Besides ensuring the quality of the
instruction, this promotes the personal de-
velopment of those holding the courses. We
consider this cognitive gain so important
that we are constantly widening the circle of
our training personnel. A rotation principle
guarantees that as many suitable people as
possible play an active role in the Bank’s ad-
vanced training seminars.

In order to prevent such courses from be-
coming too “inward-looking”, we also in-
creasingly draw upon both external sources
for seminars and the advice of consultants.
These are intended, above all, to study our
advanced training philosophy and take over
the briefing of the Bank’s own lecturers. The
use of external training personnel is almost
exclusively restricted to language and man-
agement courses.

Glashitten advanced training centre
—focal point of staff seminars

At the start of the seventies, ever greater ad-
vanced training requirements and the Bank’s
need for its own, functionally oriented teach-
ing centre led to the building of Commerz-
bank's advanced training complex at
Glashitten in the Taunus Hills. The physical
features of this new construction, which was
awarded a prize for excellence by the state
of Hesse in 1978, were planned taking into
account the latest theoretical insights into
learning processes and architectural design.
Courses began in 1975 and the conception
proved so successful that right from the be-
ginning participants were able to identify
with the centre. In the ten years of its exist-
ence, the number of people taking part in
Glashitten seminars has climbed to over
25,000.

Today, the main further training centre itself,
which can accommodate more than 70 peo-
ple, is regularly filled to capacity with the ad-
vanced training seminars. Consequently, all
the basic courses take place at a regional
level. Annually, about 5,700 employees are
invited to attend various types of courses.
Over a three-year period, staff who have di-

rect contact with customers attend four sem-
inars, while managerial personnel even take
part in seven.

Educational and organizational considera-
tions have shown that a duration of one
week is appropriate for most basic courses.

Advanced training has to be efficient

Advanced training is subjected to a strict
profit/cost analysis. Through exact definition
of target groups and careful selection of the
participants, we monitor expenses while
systematic follow-up support on the job, af-
ter the seminar is over, helps to ensure that
what has been learned is applied, i.e. that it
is put to good use.

New versatility called for

The market for the services banks offer is
passing through a phase of rapid upheavals.
New technologies and novel products de-
mand great flexibility of advanced training.

Our Bank has adjusted to this change. Both
qualitatively and quantitatively, advanced
training activities are being reinforced even
more, with the emphasis on the following
aspects:

— extending the responsibilities of our cus-
tomer counsellors with the aim of offering
clients a comprehensive range of our ser-
vices, as far as possible through one
member of staff;

— tapping the potential of suitable employ-
ees, who have hitherto performed admin-
istrative tasks, for use in customer-service
sectors;

— teaching of abilities and skills so as to
simplify administrative work and put infor-
mation to better use with the aid of new
technologies;

— training of managerial personnel in order
to promote entrepreneurial thinking and
action more strongly.

33



COMMERZBANK sl

W -

Warum unsere Partnerschaft
tiges Verhalten im StraBenverkehr

herer. Denn
erschaft mit

gramm amn, mit
de 3 b e —
epihrige umsich-  COMMERZBANK

mehr Sicherheit fiir Ihr Kind bedeutet.

S sz
: . B¢ Commerzbank.
Die Bank an Ihrer Seite.

Horn'i Pummelzahn
vom Kinder-Verkehrs-Club
hilftKinderleben retten.

The Bank and young people

Today's adolescents are tomorrow’s customers—a fact
reflected by the broadly-based, long-term conception
underlying our youth activities. Along with our advertis-
ing. we have stepped up our youth-oriented public rela-
tions work in recent years.

With our slogan “The bank you can bank on”, we touch
upon two key notions that are important to youngsters:
being a partner and offering assistance. In the following

survey, we provide examples of how these two motifs
recur in our youth marketing.

The aim of West Germany's children’s road safety club
is to minimize the danger of traffic accidents. We sup-
port this institution of the German Road Safety Commit-
tee not only financially but also at the organizational lev-
el by offering advice and information at our branches.
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With our “Memphis” campaign—="Memphis” standing for
a bold, cheerful design by avantgarde graphic artists—we
explored new paths in youth advertising: we are trying
to reach the 12 to 16-year-olds, the last of the country’s
baby boom generation, through this approach.

Its climax so far was the decoration of a few special
branches in the Memphis look. For several weeks, these
offices which were equipped to appeal to adolescents

and run by young Commerzbank counsellors became
popular meeting-places for youngsters, who could pick
up advice on saving and general banking services
through informal chats.

Taking up the dialogue with the young in the field of lei-
sure activities is difficult but worthwhile. Music and
games, as well as involvement in socio-political topics,
all enjoy a high standing with young people.
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In these areas, too, we want to show that we are open-
minded and approachable—and thus cooperate with
partners competent in such fields: “Young musicians” is
an initiative, for example, through which the German
Music Council has for years promoted youthful talent.
Commerzbank has long supported this undertaking, in-
viting the general public to the regular concerts given by
the sponsored young players and award-winners at the
Bank's Frankfurt headquarters.

One event aimed at all age groups has been especially
well received by young people: the German stock
exchange championship, which we have held twice so
far in conjunction with the games manufacturer, Otto
Maier-Verlag, Ravensburg. This game, which is run
throughout the country, simulates the functioning of the
bourse and its economic background.
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At many of our branches, we have presented a World
Wildlife Fund exhibition designed to show why the pro-
tection of rare animals should take precedence over hu-
man self-interest; here, it is demonstrated in a striking
manner that preserving endangered species ought to be
a task for everyone. We try to secure a broad response
from young people by providing schools with teaching
materials for dealing with the topic in class and by
organizing local competitions.

Naturally, we approach the young through our own spe-
cial domain as well-business, money and banking. Our
wide range of publications, offered to teachers in partic-
ular, is meeting with growing demand. Such didactically
conceived guides and information brochures for young
people are complemented by talks and discussions with
school-classes held by our branch office managers.
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Parent Bank’s Annual Report for the Year 1985

Notes on the Parent Bank's
annual accounts

During 1985, the Bank’s total assets increased
by DM9.8483m, or 13.5%, to DM82,606.9m.
The relevant changes in the financial position
are set out below:

Assets Liabilities
inDM m in DM m
Cash reserves, cheques, Liabilities to banks +6,299.0
and collection items —1,036.2 a) demand (+2,226.7)
Bills of exchange + 4137 b) time (+4,072.3)
Claims on banks +6.6671 Customers’ deposits +23348
Treasury bills + 4593 a) demand (+2.266.2)
Bonds and notes +1,827.3 b) time (- 5233)
Other securities + B32 c) savings deposits (+ 591.9)
L s1a7s  Bondsoutstanding + 53811
o + 2484 Accegtances outstanding — 483
[ Provisions - 128
office furniture and equipment + 681 Profit-sharing
Sundrics certificates outstanding + 4250
(including loans on a trust basis) + 296 Share capital + M2
Disclosed reserves + 1556
Distributable profit + 605
Sundries
(including loans on a trust basis) 4+ BO.3
+9.8483 +9.8483

Assets
Liquidity

At year-end the cash reserves, consisting of
cash on hand and balances with the Deutsche
Bundesbank and on postal giro accounts, stood
at DM2,862.1m, representing 3.7% of our total
liabilities to banks and other creditors—including
indebtedness from bonds and acceptances out-
standing—of DM77,203.8m. The Bank’s liquid
assets—cash reserves, cheques, matured bonds,
interest and dividend coupons, collection items,
bills rediscountable at the Deutsche Bundes-
bank, claims on banks with periods of less than
three months, Treasury bills and discountable
Treasury notes as well as fixed-interest secu-
rities eligible as collateral for Deutsche Bun-
desbank advances-totalled DM19,357.5m and
covered 25.1% of the deposits, borrowings, and
other indebtedness specified above.

Claims on banks

Claims on banks were up by DM6,667.1m to
DM22,809.8m. This item reflects debit balances
on current accounts, money-market invest-
ments, and loans to domestic and foreign
banks: it breaks down as follows (see over-
leaf:)
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Claims on banks

in DM m 1985 1984
Interbank and clearing balances 17,8371 10,9384
of which: demand (3.616.5) (8.587.7)
time (14,220.6) (7.350.7)
Loans 49727 5204.3
including: long-term (2.926.5) (3.160.8)
Total 22,8098 16,1427

Securities portfolio

The Bank increased its portfolio of bonds and
notes by DM1,827.3m to DM6,986.8m, 55.1% of
this total being securities eligible as collateral
for advances from the Deutsche Bundesbank.

The item securities not to be shown elsewhere
comprises the Bank’'s holdings of marketable

equities, investment fund shares, and certain
other securities.

At December 31, 1985, the Bank held more than
25% of the share capital of the following com-
panies (other than those listed as "Holdings by
Commerzbank in affiliated and other compa-
nies” on pages 80 and 81):

Holdings of more than 25%

in DM m Share capital
Commerzbank Aktiengesellschaft von 1870, Hamburg (100.0 RM*)
Hannoversche Papierfabriken Alfeld-Gronau Aktiengesellschaft, Alfeld (Leine) 40.0
Karstadt Aktiengesellschaft, Essen 360.0
Sachs Aktiengesellschaft, Munich 453

*) Reichsmark.

All securities holdings are, as hitherto, shown at
the lower of cost or market.

Lending

Total lending to banks and non-banks (exclud-
ing loans on a trust basis and guarantees) in-
creased by DM1,413.0m, or 2.9%, in the year
under review.

The loan portfolio breaks down as follows:

Lending
1985 1984

Loans to customers

a) short and medium-term DM23,9094m = 476% DM23,941.6m = 49.0%
b) long-term DM17,131.9m = 34.1% DM15,9820m = 32.7%
Sub-total DM41,0413m = 81.7% DM39,9236m = 81.7%
Loans to banks

a) short and medium-term DM 2,0462m = 4.1% DM 2,043bm = 42%
b) long-term DM 2,9266m = 58% DM 3.1608m = 65%
Sub-total DM 49727m = 99% DM 52043m = 10.7%
Book and acceptance credits DM46,0140m = 91.6% DM45,127.8m = 92.4%
Bills discounted DM 42378m = 84% DM 37110m = 76%
Total lending DMB0,251.8m = 100.0% DM48,838.8m = 100.0%
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In the year under review, the Bank marginally
raised the share of long-term loans in its total
lending to 39.9%, up from 39.2% at end-1984.
Funds extended at long term were, inter alia, fi-
nanced by bonds issued by the Parent Bank
with maturities of more than four years amount-
ing to DM4,011.4m and by DM9,028.2m longer-
term borrowings, mainly from banks-among
them Kreditanstalt fir Wiederaufbau (Recon-
struction Loan Corporation)-and from public
authorities, but also including the D-mark
equivalent of the cash proceeds of foreign cur-
rency bonds issued by other members of the
Commerzbank Group. Where so provided for in
the agreements with the respective lenders,
funds were passed on to the final borrowers on
the terms set by the former.

Book and acceptance credits showed a rise
of DM1,117.8m, or 28%, in loans to custom-
ers, while advances to banks declined by
DM231.6m, or 45%. Bill discounts were up by
DMB26.8m, or 14.2%, to DM4,237.8m. This in-
cludes rediscounted bills of DM2,167.5m, rep-
resenting 51.1% of our total bill portfolio at
year-end.

Book and acceptance credits extended plus
bills discounted by our foreign branches
reached DM12,004.6m, or 23.9% of aggregate
lending of this kind by the Bank, compared with
DM13,220.0m, or 27.1%, at end-1984.

Commerzbank’s loans and advances to some
514,000 borrowers break down as follows:

Size of loans
1985 1984
348,274 loans of up to DM20,000 67.8% 69.7 %
110,637 loans of more than DM20,000, up to DM100,000 215% 20.1%
89.3% 89.8%
49,621 loans of more than DM100,000, up to DM1,000,000 9.6% 9.2%
5,756 loans of more than DM1,000,000 1.1% 1.0%
100.0% 100.0%

Again in 1985, risks in our lending had to be
substantially provided for. By far the greatest
portion of these provisions served to cover
country risks which, although down as an
aggregate total thanks to exchange rate shifts,
in part became more acute because of unantic-
ipated political and economic developments.
We have applied the customary caution in as-
sessing our specific loan loss provisions, and
country risks have been provided for to an ex-
tent we consider adequate. Moreover, the allo-
cation to the global loan loss reserve was made
for the Bank as a whole as required under bank-
ing supervisory rules.

Investments as shown in the balance sheet

Of the investments as shown in the balance
sheet, DM1,082.7m represents holdings in
credit institutions and DM787.5m in non-banks.
In respect to its above holdings in credit institu-
tions, Commerzbank, in proportion to its equity
share, ensures that those in which it owns a
majority are able to meet their liabilities.

The more important of the companies in which
the Bank has a stake are set out on pages 80
and 81, with mention being made of Commerz-
bank’s share in the capital of each of them.

The Bank raised these holdings in subsidiaries
and associated companies and its trade invest-
ments by DM248.4m in 1985. The change is the
result of additions of DM312.9m (DM65.1m of
which related to credit institutions), disposals of
DM1.7m (with DM1.6m relating to credit institu-
tions), and write-downs of DM62.8m (with
DMB2.7m relating to credit institutions).

Worthy of mention as regards the additions is
the acquisition of an over 10% share in each of
two holding companies, namely in Thyssen-Be-
teiligungsverwaltungsgesellschaft mbH, Diissel-
dorf, holding more than 25% of the share capi-
tal of Thyssen Aktiengesellschaft of Duisburg,
and in FGH Frankfurter Gesellschaft fur Hotel-
werte mbH, Frankfurt/Main, holding a majority
in the share capital of Kempinski Aktiengesell-
schaft of Berlin since December 31, 1985/Jan-
uary 1, 1986, when we sold the interest we had
held in that company until then to the above
holding company. Also reflected in this item are
both the establishment in the year under review
of our Swiss subsidiary, Commerzbank (Swit-
zerland) Ltd, Zurich, endowed with a share capi-
tal of Sfr2bm, and the increase in subordinated
loans we have granted to our Dutch subsidiary,
Commerzbank (Nederland) N.V., Amsterdam.
Otherwise, the additions reflect increases in
share capital, the build-up of existing holdings
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and, to a small degree, also obligatory pay-
ments on account of subscriptions.

The main change regarding the disposals was
the sale of the shares which we had held in The
Industrial Finance Corporation of Thailand
(IFCT). Bangkok.

The write-downs relate to holdings in two for-
eign banks and one domestic credit institution.

Overall, Commerzbank’'s subsidiaries and affil-
iates did well in 1985. Total income from these
investments, including income transferred
under profit-pooling agreements, came to
DM106.9m, after DM99.8m in the previous year.

For details on the Bank's relations with these
companies, see pages 55 to 79 of this report
(Consolidated Annual Report).

Land and buildings

Land and buildings are shown at DM549.6m, or
DMS.5m higher than a year earlier. The differ-
ence represents the balance of additions of
DM23.6m, disposals of DM0.5m, and deprecia-
tion as permissible under tax regulations of
DM13.6m. The additions consist of moderniza-
tions of buildings in Wetzlar, Mainz and Mayen
and, to a minor extent, of new acquisitions ef-
fected to round off premises already owned.

Commerzbank has continued in the year under
review to use eight leased premises for its
banking business. The leasing rentals involved
totalled DM79.5m, as against DM78.7m in 1984.
One building in Detmold, later to be used on
the same basis by our branch there, is currently
being constructed.

Office furniture and equipment

The net book value of office furniture and
equipment rose to DM324.9m, following addi-
tions of DM147.7m, disposals of DM6.0m, and
normal depreciation of DM83.1m. The cost of
minor-value items bought in 1985 at DM12.3m
was written off in full and is thus included in
both the additions and the depreciation.

Other assets

Other assets as shown in the balance sheet
consist of such claims and assets as are not
suitable for being shown under other headings.

Deferred items

The deferred asset items not only represent
prepaid expenses, interest, and commissions,
but also debt discounts of DM153.5m. This
amount includes DM81.0m of unamortized dis-
counts on savings certificates, DM47.5m on
long-term liabilities, DM20.6m on bonds issued
by the Bank, and DM4.4m on repurchase
agreements with the Deutsche Bundesbank.

Liabilities and shareholders’ equity
Liabilities

During the year under review, liabilities to
banks and to other creditors rose by
DM8,633.8m, or 14.0%, to DM70,325.1m, with
liabilities to banks up DM®6.299.0m, and cus-
tomers’ deposits up DM2,334.8m.

Our total liabilities break down as follows:

Deposits
1985 1984
Liabilities to banks
a) demand DM 5,405.7m 7.7% DM 3,179.0m 5.2%
b) time DM14,2455m = 20.3% DM10.,181.7m = 16.5%
c) for customers’ drawings
on other banks DM 271m = . DM  186m = .
Sub-total DM196783m = 28.0% DM13.379.3m = 21.7%
Customers’ deposits
a) demand DM12595.0m = 179% °~ DM103288m = 16.8%
b) time DM26,826.0m = 38.1% DM27,3493m = 443%
c) savings deposits DM11,225.8m 16.0% DM10,633.9m = 17.2%
Sub-total DMb0,646.8m = 72.0% DM48,312.0m = 78.3%
Total deposits DM70,325.1m = 100.0% DM61,691.3m = 100.0%
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Bonds

The volume of the Bank’'s own bonds outstand-
ing (including accrued interest liabilities on
these paper) increased by a total of DM538.1m
to DMb,452.9m, DM85.1Tm nominal of which-
with a market value at the balance sheet date of
DM80.1m-was temporarily held by the Bank
itself.

The item comprises DM1,4415m of bearer
bonds with an original life of up to four years.
Of paper with an original maturity of more than
four years,

DM3,158.3m was .accounted for by bearer
bonds issued to fund our longer-term lending
to customers,

DM539.8m by savings certificates with an an-
nually rising coupon,

and DM313.3m by 8% bonds with warrants,
issued for a nominal DM300m in June 1984.

Provisions

Actuarially computed by using the “normal en-
try age method”, liabilities for pensions rose by
DMB82m, from DM767.0m at end-1984. They
thus reached DM825.2m at end-1985, the latter
amount taking into account our aggregate lia-
bilities of this kind.

Provisions for other purposes, which are shown
at DM613.7m, relate to loan risks, taxes, year-
end bonuses only to be paid in 1986, anticipat-
ed losses under executory contracts, and other
liabilities of uncertain amount (the latter includ-
ing such pension payment liabilities as we an-
ticipate, also on the basis of the normal entry-
age method, to result from a certain number of
our employees opting for early retirement under
a scheme collectively agreed in 1984), and to
that portion of the global loan loss reserve that
could not be set off against any of the asset
items.

Deferred items

The deferred liability items of DM325.4m mainly
reflect unearned interest and service charges
on credits which were granted under personal
loan schemes and relate to future years.

Capital and reserves

The Bank utilized the authorization by the Annu-
al General Meeting on May 15, 1985-made pos-
sible by the revised German Banking Act (KWG)
that became effective on January 1, 1985-<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>