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Spotlight on the Euro

In a few months’ time the
euro will be faunched. As a
leading European insurer,
Allianz will reap significant
strategic benefits from
monetary union. Our share-
holders will also benefit
from our strong competitive
position. The significance
of the euro for gur cus-
tomers and for our busi-
ness is outlined in a spe-
cial section of this report
starting on page 58.
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Allianz AG

Net income of Allianz AG
for the year amounizsd to
DM 1,175 million. An
increased dividend of DM
1.90 {(1996: DM 1.70) per
share is proposed for fiscal
1987

Allianz



i 2 Glance

Allianz Group 1997 Change over 1996 Change over 1995 Mors
previous year previous year on page
o in % in % N
Gross premiums written DM bn 856 147 74.6 58 705 35
@eneﬁts paid to clients DM bn 76.8 18.0 65.2 48 62.3 19
Pre-fax profit CM mn ‘ 5014 20.4 4164 36.8 3,043 36
Taxation DM mn 2318 204 1,92 885 1022
Net income DM mn 2596 205 2,238 107 202 37
Invesiments under managemant DM bn 3818 109 3442 221 282.0 51
Sﬁ)ckhoiders' equity DM bin ‘ 23{} 135 20.4 10.2 18.5 B
Insurance reserves DM bn " 2626 81 243.0 7
Emplayees thousand 73 13 86 - 49 69 29
Allianz Aktiengesellschaft )
Gross premiums written DM bn 97 9.9 99 88
Stockholders' aquity M b 149 13.8 13.2 7
Net income DM mn . 1,1_?5 602 681 9]_
Allianz Share
Consolidated earnings per share
according to the DVFA/GDV method DM 1017 9.08 8.57 37
Dividend per share®} DM 1.90 1.70 1.60 57
Dividend payout DM mn 438 390 362
Ece of Allianz share at year-end DM 466 277 282 cover
Market value of Allianz at year-end DM bn 1072 63.6 63.7 caver




Allianz Shares

Impressive performance

1997 was a record vear for Allianz
shares in several respects. The share
price climbed 675 percent over the
vear. The DAX price index, in con-
trast, rose by only 47.1 percent. The
Dow Jones STOXX 50, which con-
sists of the shares of 50 leading Euro-
pean companies, put on 42.4 percent
over the same period.

The Allianz share price has contin-
ued to outperform the market for the
first few months of the current year,
breaking through the DM 600 level in
the process. With a stock market value
in excess of DM 150 billion, our Com-
pany has the largest market capitaliza-
tion in Germany and one of the top
ten in Europe.

Number of shareholders
greatly increased

The number of sharcholders has risen
within a year from around 46,000 to
almost 167,000.

P This is due first and foremost to
the exchange of shares in Bayerische
Hypotheken und Wechselbank for
Allianz shares. Some 60,000 share-
holders accepted this share exchange
offer.

¥ A further 25,000 or so new share-
holders were created by the issue of
employee stock in the fall of 1997.
66 percent of our employees acquired
Allianz shares at that time. Our exclu-
sive agents received a similar offer
which was likewise well taken up. All
in all gbout 20 percent of our share:
holders are now alsc employees or
agents of our Company.

P Finally the rapid growth in num-
ber of our shareholders was also un-
doubtedly due to the change in the
par value of our shares to DM 5 in
April 1997. The collective safe custody
system for Allianz shares introduced
at the same time has proved invalu-
able.

Generous rights issue

In March 1998 we invited our share-
holders to subscribe for new shares in
the ratic of 1-for-34 at a price of DM
220 per DM 5 share, a discount of 62

percent on the stock market price at
the time.

The capital stock was increased by
a further DM 1.3 billion in April 1998
with the preemptive rights of exist-
ing shareholders excluded. The new
shares were placed with institutional
investors around the world. The sub-
scription price of DM 546 was close
set at a level to the current market
price of the shares in order to comply
with the statutory regulations govern-
ing an issue where the pre-emptive
rights of existing shareholders are
excluded.

Allianz option warrants falling
due for redemption in 1997 and 1998
have further increased our equity cap-
ital by almost DM 1.1 billion.

These financing arrangements have
given us a sound capital base for future
business projects.

Rewarding long-term investment

Not just in 1997, but also over a ten-
vear period Allianz shares have per-
formed much better than the DAX,
Whilst the Allianz share price aver-
aged an increase of 18.4 percent each
year between March 1988 and March
1998, the increase in the DAX price
index was 13.9 percent. Over the same
peried Allianz’s total dividend payout,
including the corporate income tax
credit, has more than doubled with an
overall increase of 123 percent.

Including dividends and rights is-
sues, an investment in Allianz shares
has also performed better than a DAX
indexed portfolio for investors taking
a long-term view. An investor who
purchased 100 Allianz shares ten years
ago will have paid DM 13,440 before
expenses. By reinvesting the net divi-
dends (taxed at 30 percent) and the
proceeds from the sale of subscription
rights in Allianz shares, the total share-
helding would have increased to 142
shares by the end of March 1998 with-
cut any additional funds having been
cominitted. The stock market value of
such 2 holding at that time was DM
78,881. The increase in value over a
period of ten years represents an aver
age annual return of 19.4 perceni after
tax. A DAX portfolio would have
vielded 17.0 percent p.a. over the same
period.




Heavily traded

Allianz shares are one of the most
heavily traded stocks on the German
exchanges and the most important of
the 30 stocks which make up the DAX
index, accounting for more than 10
percent of the total. In the Dow Jones
STOXX 50 index Allianz accounts for
about 3.7 percent of the total, mak-
ing it the sixth most important stock
in that index.

Allianz shares are officially listed
on all the German stock exchanges as
well as on the London Stock Exchange
and the Swiss Stock Exchange. They
are also traded on the Deutsche Ter-
minbérse (the German {utures and
options exchange) and on the Xetra
electronic trading system.

Shareholder structure

About 17 percent of the capital is in
the hands of foreign sharcholders. That
represents about one third of the
shares in free float - that proportion
of the capital which is not held long-
term by institutional investors. The
largest shareholder, with about 25 per-
cent of the capital, is traditionally
Munchener Ruckversicherungs-Gesell-
schaft (Munich Re). Deutsche Bank
and Dresdner Bank each hold about
10 percent and Bayerische Hypothe-
ken- und Wechselbank about 5 per
cent of Allianz AG.

Invester relations

Interest in information about our Com-
pany is increasing. Institutional in-
vestors and financial analysts want to
find out for themselves how Allianz’s
financial position is developing and
what strategies the Company is pursu-
ing. Our Investor Relations team made
contact with more than 2,500 invest-
ors and analysts in 1997 {compared
with 200 in the previous year). We
had individual discussions with about
260 of these, while all the rest took
part in more general information
briefings.

We staged more roadshows than
ever before at all the main financial
capitals of Europe, including London,
Paris, Ziirich and Amsterdam, We went
to great lengths to provide compre-

Allianz share price
versus DAX index
End of March 1988 = 100

hensive information about the strate-
gies on which our friendly takeover
offer for the French insurance compa-
ny Assurances Générales de France
(AGF) was based. 500
Our financial calendar and the
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from our Investor Relations depart-
ment are listed on the back cover of 400
this report.
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Report of the
Supervisory Board

We have continually monitored the
Board of Management’s conduct of
the Company’s affairs in accordance
with our responsibilities under the
law and the Company’s statutes and
have kept ourselves informed about
the ongoing business situation at four
meetings of the Supervisory Board
and at eight meetings of the subcom-
mittees appointed by the Supervisory
Board, as well as by means of regular
oral and written reports from the
Board of Management. At the begin-
ning of its current term of office the
Supervisory Board appointed the fol-
lowing subcommittees required by
the Co-Determination Law: a Media-
tion Committee, an Executive Com-
mittee and a Standing Committee.
The Executive Committee deals with
personnel matters. The Standing
Committee is responsible mainly for
considering and deciding on all busi-
ness transactions which require au-
thorization under the German Corpo-
ration Act and for approving the ac-
quisition of significant equity interests
in other companies.

The performance and develop-
ment of the Allianz Group, Allianz
AG and our main subsidiaries in Ger-
many and abroad were the subject of
detailed reports submitted to the Su-
pervisory Board.

One of the main topics for delib-
eration was the offer made to take
over the French company Assurances
Générales de France, which has since
been successfully completed. The
Board of Management explained the
strategic opportunities presented by
the merger between Allianz, AGF and
the Dutch insurance company Royal
Nederlande and the effects of the
merger on the Allianz Group. The Su-
pervisory Board also considered the
shareholder value of AGF, the returns
expected from the transaction and
the action required to finance it.



The Board of Management has ex-
plained the new divisional responst-
bilities of its members and the estab-
lishment of ihe International Execu-
tive Cormittee. The latter comprises
the chief executive officers of the
largest foreign companies in the
Group together with the members of
the Board of Management.

The requirements, ingredients and
instruments of financial control in the
Allianz Group have been explained
to us.

The lawsuit pending before the
1.8, District Court in New York in
connection with life insurance poli-
cies issued between 1920 and 1945
was the subject of regular reports sub-
mitted to the Supervisory Board. The
action has been filed against four Al-
lianz subsidiaries by surviving depen-
dants of victims of Nazi persecution.
At the same time the Board of Man-
agement has kept us informed about
the progress of an investigation being
carried out by Arthur Andersen, the
US firm of accountants appoinied by
Alljanz Life to examine policy docu-
mentation of that period.

In addition to the above we have
had explained to us the potential syn-
ergy benefits from the incorporation
of AGIS Allianz Gesellschaft fiir Infor-
matik Service mbH.

The issue of employee shares was
another topic discussed by the Super-
visory Board.

We have also had discussions
with the Board of Management about
the consequences of the exchange of
Hypo-Bank shares for Allianz shares,
which has led to an increase in the
number of Allianz shares in free float.

The Board of Management has
given us details about two new divi-
sions — Alternative Risk Transfer
(ART) for industrial clients and Asset
Management — and informed us
about the newly formed companies
Allianz Risk Transfer and Allianz As-
set Management GmbH.

We have examined the financial
statements, the management report
and the recommendation for the ap-
propriation of profit. We concur with
the conclusions of the Company’s in-
dependent auditors, KPMG Deutsche
Treuhand-Gesellschaft AG, Wirtschaft-
sprifungsgesellschaft, Munich, who
have given an unqualified opinion on
the 1997 financial statements and
management report. At the meeting
of the Supervisory Board held on
May 27, 1998, the financial statements
presented by the Board of Manage-
ment were approved and confirmed.

The consolidated financial state-
ments and management report of the
Group were also submitted to us for
review and discussed in derail in the
presence of the auditors at the meet-
ing of the Supervisory Board held for
that purpose.

Dr. Christoph Forster resigned
from the Supervisory Board on April
30, 1998. He has been replaced by
Dr. Sylvia Maser as a member elected
by employees.

The term of office of all the cur-
rent members of the Supervisory
Board expires at the end of the Annu-
al General Meeting to be held on July
8, 1993,

Munich, May 27, 1998

For the Supervisory Board



Board of
Management

DR. HENNING SCHULTE-NOELLE
Chairman

DR, DIETHART BREIPOHL
DETLEV BREMKAMP

DR. ROBERTO GAVAZZI
until june 30, 1997

DR. REINER HAGEMANN
Personnel Director

HERBERT HANSMEYER
DR. GERHARD RUPPRECHT
DR. HELMUT PERLET

Deputy Member
since July 1, 1997

last year was another successful year
for Allianz, your Company. Net income
was up 20.5 percent after tax to very
neatly DM 2.7 billion. The return on
equity, which rose strongly from 11.5
percent to 12.4 percent net of tax, al-
so reflects the excellent progress made
on the earnings front, which has en-
abled uvs to recommend a further in-
crease in the dividend from DM 1.70
to DM 1.90 per share. The stock mar-
ket has acknowledged our perfor-
mance with a 67 percent increase in
the market value of Allianz shares.

Our achievements to date consti-
tute a solid foundation for the years
ahead but there is still more t¢ do. We
want to continue t¢ grow our busi-
ness and our profits so as to achieve
a steady increase in the shareholder
value of your Company. What are the
strategic targets which we have set
ourselves to achieve this? They can be
summarized under five points:
¥ We aim to be one of the top five
insurers in the established markets
which are important to us and to play
a leading part in specialist markets.

P Life and health insurance busi-
ness, 2 market with worldwide future
potential, will be systematically ex-
panded.

F We are comnmitted to becoming
one of the leading foreign providers
of insurance producis in the rapidly-
growing insurance markets of the Asia-
Pacific region, Eastern Europe and
Latin America.

P We want to build our global in-
dustrial risk insurance business into
the best in the world.

P Discretionary asset management is
10 be developed into a profitable core
activity.

Our operating strategy is focused
on these five targets.

In Germany we have consolidated
our leading market position by com-
pleting the integration of Deutsche
Versicherungs-AG in 1997, merging it
with Allianz Versicherungs-AG from
the beginning of 1998. The successful
transformation of the German Demo-
cratic Republic’s former state-run in-



suranice monopoly into a competitive
and profitable company will go down
as one of the outstanding achieve-
ments in the history of Allianz, Allianz
is now providing about 11,500 secure
jobs in Germany’s new eastern states.
The gradual integration of the Ver-
einte Group into our group of compa-
nies is also proceeding on schedule.
Yereinte Krankenversicherung in par-

ticular, as onc of the leading providers
in its field, will play an important part
in our plans to grow our business in
personal lines of insurance.

In a number of other markets we
have taken a significant step forward
towards the realization of our ohjec-
tives by acquiring, after an initial ap-
proach towards the end of 1997, the
French insurance group Assurances
Générales de France (AGF) — the
largest acquisition in Allianz’s history.
Together with AGF we will move to a
leading position in the insurance sec-
tor in nine of the eleven countries
which will be joining European mon-
etary union on fJanuary 1, 1999. AGF
is also a prominent global insurer of
industrial risks; in marine, aviation and
transport insurance it leads the world.
Together we will double our volume
of business in the emerging markets
of Asia and Latin America. In future
the Group will be able to play a much
larger part in credit insurance and as-
sistance services. Finally Allianz’s in-
vestments, together with those of AGE,
will increase the total value of assets
under management to more than DM
600 billion.

In strategic terms, therefore, the
two companies complement each other
exceptionally well. No group will be
better placed in Europe’s insurance
matrket of the future. We will use the
extra strength of this platform to ex-
pand our international activities.

Against this background we are
confident that the level of interest
shown in our Company by interna-
tionally otiented investors will con-
tinue to rise as they turn their atten-
tion to the large capital market of
Eurcpe which will be created by the
introduction of the single currency.

I am pleased to say that the number
of our sharcholders has more than
trebled over the past twelve months
to the present total of around
170,000.

The response to our latest capital-
raising exercise was extremely en-
couraging. We think this demonstrates
investors’ confidence in our ability to
cope successfully with the challenges
of the future. For our part, our confi-
dence is based first and foremost on
the fact that we can count on the hard
work and commitment of all our
skilled and dedicated staff, to whom
I would like to express our heartfelt
thanks for the success of their efforts
during the year under review. Qur
customers and staff will benefit from
our plans for the future. Increasing
the performance and competitive ca-
pability of our Company is the best
long-term guarantee of job security
and satisfaction. Most of all, however,
we hope that you, as shareholders of
Alliarez, will benefit. We value your
continued confidence in us.
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Dr. Henning Schulte-Noelle
Chairman of the Board of Management
Allianz Aktiengesellschatt
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Dynamic profis

o

growth maintained

Earnings of the Allianz Group rose by
20.4 percent before tax to DM 5.0
hillion. Consclidated net income was
DM 2.7 billion, an increase of 20.5
percent following 10.7 percent in the
previous year. Gross premium income
went up by 14.7 percent to DM 85.6
billion. These results show that we
have again achieved our target of fur-
ther profitable growth in the year
under review.

Reasonable level of claims

Fiscal 1997 was a good year as far as
the level of claims was concerned.
Claims expenses remained reasonable
in most markets overall. Most impor-
tantly we had to underwrite less nae
ural catastrophes and major claims
than in previous years. External fac-
tors were not the only ones responsi-
ble for the improvement, however; the
steps we have taken to improve risk
selection and increase the efficiency
of our claims management procedures
also played a crucial part in enhanc-
ing the quality of earnings. We made
an underwriting profit again for the
first time since 1990.

Booming financial markets

On the investment side we had a
very favorable wind behind us due
to booming stock market conditions
in 1997 We made good use of it to
achieve a significant increase in net
investment income in spite of falling
interest rates. Our investment valua-
tion reserves also received another
significant boost.

Strategic position strengthened
by AGF acquisition

Ong of the most important events of
the year under review was the agreed
takeover offer which we made to the
shareholders of the French insurer As-
surances Générales de France (AGF).
The completion of this acquisition
brings us closer to our strategic objec
tives sooner than expected:

¥ We achicve a leading position in
almost all the main markets of Eu-
rope.

—  Whereas this was already the

case in Germany, Austria, Switzer-
land, Italy, Hungary and the Czech
Republic...

~ ..we will now become one of the
five leading insurance companies in

11
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France, Spain and Belgium as well
and come closer to achieving this tar-
get in freland, the Netherlands and
Portugal,

¥ We are also gaining ground outside
Europe, particularly in South America
and Asia. AGF's activities in these re-
gions complement our own extreme-
ly well.

P AGF is one of the most important
insurers of industrial risks in France
and will strengthen cur position in this
SCCHOr.

¥ Together with AGF we will play a
leading role in Europe both in credit
insurance and as a provider of assis-
tance services.

P Finally our investments, together
with those of AGF, will increase by a
further DM 120 billion to more than
DM 600 billion. This will substantially
strengthen our base for the proposed
development of asset management ac-
tivities in our Group.

Expansion of
core business activities

In fiscal 1997 we concentrated on im-
proving our position in automobile
insurance, in life and health insur-
ance and in the insurance of industri-
al risks:

¥ In automobile insurance we
resolved to defend and/or increase
market share. We introduced a flexi-
ble premium rate structure, speeded
up the processing of claims, modern-
ized sales and marketing procedures
and improved service and product

quality.

¥ In personal lines of insurance we
intensified our activities both in highly
developed markets and in the emerg-
ing economies. In this respect we were
particularly successful in Eastern and
Central Europe, and made excellent
progress in the Asia-Pacific region.

¥V Industrial visk insurance: our

aim in this sector, which is becoming
increasingly global in nature, is to
achieve worldwide market leadership.

12

During 1997 we launched new
products on the market, focused our
business on potentially profitable cus-
tomer segments, and developed atirac-
tive niche markets. The newly-formed
Global Risk Division will act as a cen-
tral control peint to further improve
collaboration between companies in
the Group and consequently the ser-
vice provided to our international
clientele. In Ziirich we set up the Al-
lianz Risk Transfer company to pro-
vide large industrial and insurance
companies with innovative solutions
for complex risks.

After commenting on the business
environment (page 13) we describe
on pages 19 - 2§ the action we are
taking in the automobile, personal
and industrial lines of insurance. We
then provide some information about
our staff, cur communications activi-
ties and our commitment to the envi-
ronment (pages 29 — 33). In the
Group Management Report starting on
page 34 we comment on the finan-
cial results of our group companies.



Yaried environment

The overall economic environment
for our business activities in the year
under review was mixed. In countries
like Germany and France the eco-
nomic recovery — despite all the pro-
gress made compared with the previ-
ous year — was relatively modest. In
Great Britain and especially the Unit-
ed States, by contrast, there was an-
other sharp rise in GNP.

There was little overall growth in
property and casualty insurance busi-
ness in Western Europe. Automobile
insurance in particular — by far the
most important branch of property
and casualty business — made hardly
any progress at all. Premium rates for
industrial risk insurance continued to
decline. The prospects for personal
lines of insurance, on the other hand,
are good, the market potentiai in this
sector is nowhere near exhausted.

Economic frends

Restrained growth
in Western Europe

The engine of economic activity
moved up a gear in Europe but many
of the national economies still failed
to make the most of the growth poten-
tial. In Germany, for example, growth
was hampered by persistent structural
problems and the absence of reforms.
Real incomes stagnated because high-
er taxation canceled out nominal in-
creases. All in alf the upturn in many
countries was too weak to provide any
relief on the unemployment front.
Germany and France occupied the
middle ground in Europe with eco-
nomic growth of 2.3 percent and 2.4
percent respectively. Both have in
common that their growth came main-
ly from exports; domestic demand
remained subdued. In Austria the eco-
nomy followed the same pattern, ex-
pansion of 1.0 percent likewise com-
ing mainly from increased expoits.
Consumer spending in faly was less
restrained, stimulating a resurgence
in activity but still producing oniy 4
relatively modest recovery of 1.5 per
cent. In Switzerland the process of
recovery was very hesitant; following

the recent pertod of stagnation the
economy there grew by only 0.7 per-
cent in 1997,

The pace of expansion in Great
Britain was much more dynamic;
with growth of 3.1 percent the British
economy again took a completely
different course from that of its neigh-
bors in Continental Europe. The eco-
nomy in Spain also fared very well,
recording growth of 3.4 percent, its
best result since the cighties. At 3.0
percent the economic barometer in
the Netherlands continued to point to
“Growth”.

High residual unemployment

The economic recovery in Europe
did not achieve the necessary mo-
mentum overall to make any notice-
able difference to the number of peo-
ple out of work. In some countries
uncmployment cven rose slightly: in
Germany to 11.5 percent, in France
to 12,0 percent, in faly 1o 12.2 per-
cent and in Switzerland to 5.2 per
cent. In the British economy unem-
ployment fell in the vear under re-
view for the fourth year in succes-
sion. Between 1993 and 1997 the
British have succeeded in cuiting the
rate of unemployment from 10.3 per-
cent to 5.6 percent!

Low inflation

Any risk of inflation was still ban-
ished to the sidelines in Western Eu-
rope. The countries most successful
in combating inflation in 1997 were
ltaly where prices rose by 1.8 per-
cent, France with 1.2 percent and
Spain with 2.0 percent. Consumer
prices in all the EU countries com-
bined rose by an average of 1.7 per-
cent. Low inflation rates hold back
premium growth in property and ca-
sualty insurance because weak infla-
tion keeps claims down. In 1997 the
premium adjustments allowed under
the conditions of insurance to bring
them into line with the level of
claims were either minimal or totally
UNNECcEssary.
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Development of Allianz premium income USA

(Property and casualty insurance) GDP growih, inflation,
in important European markets (growth in %) unemployment rate (%)
. C—_ g
) 1896 1897
Gormany T Y \%\-\:_ g
France -3 - 69
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NAFTA area on growth tack

Economic conditions in the arca
covered by the North American Free
Trade Agreement (NAFTA) were ex-
cellent in 1997, The United States, with
3.8 percent growth, continued to
record the highest rate of all the main
industrialized nations; the rate of in-
flation in the TUSA fell to 2.3 percent,
back to the level of the sixties, and at
4.9 percent the US economy reached
its lowest level of unemplovment for
the past two decades. Canada was
close behind the USA with economic
growth of 3.8 percent, but with un-
employment running at 9.2 percent.
Finally, the process of recovery in
Mexico reached its high point to date
in 1997 following the collapse of the
economy in 1995; in the year under
review Mexico’s gross domestic prod-
uct increased by a remarkable 7.0
percent.

Contrasting speeds
in Eastern and Central Europe

The pattern of economic activity in
our most important markets in Central
and Eastern Europe varied, in some
cases substantially, from one country
to another, Hungary is now well on
course for growth (4 percent). The
Polish economy continued its impres-
sive expansion with a rate of 6.7 per-
cent. The Czech Republic, by contrast,
suffered a sharp reduction in growth
{only 1.4 percent compared with 4.1
percent in the previous year). In the
Slovak Republic, too, which has to
cope with the same sort of problems
as the Czech Republic, the growth rate
of 6.2 percent was down on the pre-
vious year. The downward spiral of
the Russian economy over the previ-
ous year was brought to 2 halt in
1997.

Inflation and unemployment
remain high in Hungary, the Czech
Republic, the Slovak Republic and
Poland. Price rises in these countrics
averaged 12.4 percent, unemploy-
ment 9.8 percent.

Turbulent conditions
in Asia-Pacific

The economies of the Asia-Pacific re-
gion recorded relatively dynamic
growth in the first half of 1997. In July
1997 Thailand was forced to devalue
its currency dramatically. The ensuing
turmoil in financial markets in the
Asia-Pacific region knocked econom-
ic expectations on the head. Thai-
land was worst affected, its economy
growing by only 1.6 percent in 1997,
but the economic thunderclouds were
gathering in other countries in the
region as well. For 1997 as a whole
the repercussicns were not yet so ob-
vious in Malaysia, Indonesia and the
Philippines, where the sharp down-
turn in the second half of the year was
partially neutralized by the good first
half. In China, Singapore and Hong
Kong the effects of the crisis were
hardly noticeable at this stage. China’s
economy strengthened by 8.8 percent,
Singapore boosted gross domestic
product by 7.4 percent, and Hong
Kong recorded a growth rate of 5.2
percent. Activity in Australia rose

by 2.8 percent.

South America is catching up

The main countries of South America
continued to persevere with their pri-
vatization and deregulation policies
in 1997. In Argentina and Chile the
process is almost complete. After a
later start Brazil is now beginning to
liberalize its market. South America is
now becoming the second most im-
portant growth region after Asia-Pacif
ic. Argentina and Chile recorded par-
ticularly dynamic growth rates of 8.4
percent and 7.1 percent respectively
in 1997. In Venezuela the economy
broke free from the recessionary con-
ditions of the previous year, record-
ing growth of 5.1 percent.
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Impact on insurance markets

Key sector
of automobile insurance
under pressure

Sluggish consumer demand in Conti-
nental Europe is holding back growth
in the insurance industry. This was
particularly noticeable in 1997 in the
automobile insurance secior, which is
suffering from cutthroat competition.
Large insurance companies are trying
t0 gain market share in all countrics
by means of price differentials.

A leading position in the automo-
bile insurance market remains of prime
strategic importance because auto in-
surance generally represents the first
point of contact with the private
customer, Customer satisfaction in this
area leads to further business from the
same source.

Which road is going to be taken
by automobile insurance in mature
markets? We have seen three trends
in 1997:

F  Selective gains are diminishing.
The time taken by competitors to re-
spond to promising new product in-
novations is becoming steadily less.
New premium rates reflecting the in-
dividual level of risk have in many
cases been copied right across the
market.

Y Differentiated customer marketing
and response. Marketing channels are
being adapted or supplemented ac-
cording to the different service require-
ments of customers. Where service and
advice tend to be less important than
price, direct selling methods are being
increasingly employed - as in Great
Britain. The absence of service is re-
flected in the price.

¥ Regular price wars. Downward
cycles with intense price competition
alternate with periods of upward pres-
sure on premium rates. The cyclical
swings in automobile insurance are be-
coming more and more pronounced.
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Personal insurance
a growth market

Personal lines of insurance - life, an-
nuity, health and accident insurance
taken out by private individuals — is a
growth market worldwide. The busi-
ness potential in these lines of insur-
ance was very good in the year un-
der review and this situation is un-
likely to change over the next ten or
twenty years. What driving forces
promise to keep this going? The three
main ones are:

¥ People are getting older. Progress
in the field of medicine is enabling
people to live longer in all parts of the
world. At the same time birth rates
are falling. ‘The result is that fewer and
fewer people are in employment,
whilst the number of retired people
is rising steadily. In 1990 there were
500 million people over the age of
60, representing nine percent of the
world population. By the year 2030
the number will have grown to 1.4
billion people, which will then be 16
percent of the world’s populatdon!

Proportien of population
aged over 60 {in %)

1990 2000 2010 2020 2030
Brasil 7 8 10 14 X)
China 9 10 12 16 22
Hungary 19 19 21 24 25
OFCD 19 20 23 27 30

Sources: Institute Brasileire de Geographia e Estatistice
World Bank, awn calculations
X) = no figures currently available

¥ Pay-as-you-go systems are coming
apart at the seams. Most state-run
pension schemes operate on the pay-
as-you-go system (also known in Ger-
many as the “compact between the
generations”), where the obligation to
pay regular contributions is linked to
employment. This system is now com-
ing under pressure. There is already
an imbalance between the number of
people paying contributions and the
number drawing pensions. And it is
already obvious that this discrepancy
will continue to grow over the next
ten or twenty years all over the world.
Forward projections also show that
pension schemes can no longer be fi-
nanced by the pay-as-you-go method.



For this reason many countries
have taken steps o limit the benefits
payable by state pension schemes and
0 increase contribution rates. Chile,
Bolivia and Mexico have switched
their entire pension schemes to fully
funded systems in the private sector.
East European countries also want to
benefit from the advantages of such a
system.

¥ Prosperity is increasing. Life, an-
nuity, health and personal accident
insurance are also benefiting from the
higher standard of [iving in many
countries. Considerable growth in the
incomes of some sectors of the popu-
lation in certain countries of Eastern
Europe, Asia and Latin America has
increased demand for private cover.
There is a large volume of pent-up de-
mand.

The Asian market in particular
(apart from Japan) has extremely at-
tractive business potential. 60 percent
of the world’s population live there,
Their average age is only 30. Savings
ratios are high, and there is a strong
desire to preserve the increase in pros-
perity achieved. Experience shows that
when disposable incomes rise there
is a corresponding increase in the in-
clination of individuals to safeguard
what they have achieved for their old
age. This is graphically illustrated by
the figures for Switzerland.

GNP Expenditure on
per head life and annuity
(1995) insurance

per head (1995)
inUSD in USD
China 620 2
Hungary 4,120 28
Brazil 4,748 16
Germa_ny 27,51‘(} 763
Swizerland 40830 2,804

Source: Schwelzer Riick

Personal lines of insurance will
therefore remain a growth market
worldwide for some time to come. In
1997 the most dramatic growth rates
for life insurance business were in
Hungary and ftaly (30 percent and

25 percent respectively). At the other
end of the spectrum, France is a spe-

cial case because capital markets there
were in such good form that life in-
surance lost some of its attraction
compared with other forms of invest-
ment. Life insurance policics in Frarce
are predominantly savings-related. In
Germany a5 2 whole new business
premiums for life insurance went up
by 2.1 percent.

In addition to the growth aspect
the life insurance market was charac
terized by the following develop-
ments in 1997:

¥ Selling through banks continued
to increase. Especially in Spain, Great
Britain, Ttaly and France, sales of
insurance products through banks
recorded rapid growth rates.

Y Single-premium life and annuity
policies were in particularly strong
demand in Germany and Switzer-
land.

¥ Rising stock market prices stimu-
lated interest in index-Hnked or unit-
linked life and variable annuity poli-
cles, particulatly in the United Siates,
France and Italy,

¥ Finally, pension fund business has
become well established in Hungary
and the Czech Republic. In Italy legis-
lation was passed in 1997 to clear the
way for this form of private pension
provision.

Fundamental changes in industrial
risk insurance

The move towards globalization of
the industrial insurance market has
engendered fierce competition on
price and on terms and conditions.
We observed four trends in 1997:

¥ Falling prices. Intense competition
gave rise to surplus capacity, so that
the supply of industrial insurance
cover substantially exceeded demand.
Premium rates fell as a result, in some
cases dramatically. The discounts de-
manded by the market compared with
the previous vear ranged between 10
percent and 45 percent!

¥  Globalization. Direct investment
across national frontiers has increased
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by 18 percent per annum over the
last 10 years. The number of multina-
tional companies has risen sixfold in
the last 20 vears. They expect their
insurers to provide high-quality insur-
ance and expertise all round the globe.
Only 278 of our 1,065 large interna-
tional industrial clients are based in
Germany. The large majority are spread
around the globe: 427 in the rest of
Europe, 270 in the United States and
Canada, 75 in Asia and 15 in other
countries,

¥ Mergers and acquisitions. The
globalization process is encouraging
mergers and acquisitions. Transac-
tions of this kind in 1997 had a wotal
value of US$ 1,305 billion. This wave
of mergers creates additional business
opportunities for us becauvse we al-
ready have a global presence. In all
the main markets we have well-estal>
lished and experienced insurance
companies to give local support and
advice 1o our industrial clients. Alto-
gether we are represented in nearly
60 countries in the world. As one of
the world’s leading property and ca-
sualty insurers we also have the
know-how and the underwriting and
financial resources which large multi-
nationals expect from their insurer.
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¥V Alternative solutions. Demand
for alternative forms of carrying
and spreading risk is growing fast.
On the one hand this involves the
insurance of risks which up to now
have traditionally been regarded as
uninsurable. One example of this
is when the risk associated with
specially structured bond issues is
placed on the market.

On the other hand some forms
of cover are now being offered
which reflect the fact that policy-
holders increasingly want to carry
some of the insurance risk them-
selves. These customers need tailor-
made cover which relieves them
of the excess of loss over a stated
amount, but they also ofien rely
on receiving supplementary ser-
vices in order to be able to deal ef
ficiently with the element of risk
retained.

In the United States “alternative
risk transfer” solutions are captur-
ing almost 30 percent of the mar-
ket for industrial risk insurance.
We expect this type of business to
grow rapidly in Europe as well.



B Automobile insurance;
competitive position
strengihensd

Our group companies have responded
to mounting competition in the kev
sector of automobile insurance with
new products, improved service and
2 new premium structure. In 1997 we
intensified our marketing efforts and
developed new marketing channels,
Procedures were shortened, simplified
and automated with the aim of increas-
ing customer satisfaction and reduc-
ing costs.

Individual premium rates

The nature and quality of differential
premium rates were again the main
focus of attention in automobile insur-
ance in 1997. Now that the insurance
market in Europe has beenr deregulat-
ed we are quoting such rates in near-
ly every major market.

Risk-related premiums

Is the wide variety of premiums sim-
ply designed 1o confuse? No, market
segmentation according to the risk
profile is an important tool for linking
premiums in the auto sector more
closely to the level of risk. In this way
the policyholder pays only the price
which corresponds to his profile.
Low-tisk groups no longer subsidize
high-claim segments of the market (al-
though of course customer segments
with a bad claims record have to pay
correspondingly more).

Successful marketing

Allianz RAS in Spain, which has
played a pioneering role in customer
scgmentation by risk profile, has
achieved two important objectives
with this rating policy:

¥ Loss ratios over the last few years
have averaged 5 peicentage points
below the market level.

¥ The auto division has recorded
faster than average growth and im-
proved its market ranking from sev-
enth to third place.

Large portfolio =
competitive advantage

The size of the business portfolio de-
termines the quality of the premium
structure and pricing. This equation
gives us an almost unassailable com-
petitive advantage in markets where
we occupy a leading position. So in
Ttaly, for example, we were able 10
achieve good financial results at rates
which were adequate to cover the
risks involved. This was not just be-
cause we are one of the largest auto-
mobile insurers in that market but al-
s0 because we started to ditferentiate
our premium rates individually be-
fore our competitors.

In Germany rate structuring ctiteria
are quickly copied. Even more than
in markets such as Ialy, the impor-
tant thing here is to single out ihe rat-
ing criteria which are really relevant.
We can do that because we have by
far the largest portfolio of policies in
force. In 1997, by exploiting this ad-
vantage, we acquired nearly 880,000
new automobile policies with indi-
vidual premium rates. The number of
policies in force rose for the third year
in succession, topping eight million
vehicles for the first time in 1997,

In Switzeriand, in order to maxi-
mize the advantages of large portfo-
lios for calculating the level of premi-
ums requited to cover the risks in-
volved, data from the portfolios of our
three operating units — EIVIA, Berner
and Allianz Schweiz — were combined.

The transfer of know-how within
the Group is another factor which
creates a competitive advantage for
our companies when premium rates
are set.

Wide-ranging scope
for premium rate structuring

The parameters chosen vary depend-
ing on the market, Personal criteria
can include the sex, family status or
age of the driver. In 1997 our French
unit, for example, introduced new
premium rates for senior citizens. In
the Czech Republic only the vehicle
details are taken into account. Our sub-
sidiary Lloyd Adriatico in Ttafy, which
specialized early in automobile insur-
ance, currently distinguishes between




45 different criteria for calculating
premiums. In most European markets
our companies have chosen a mixture
of personal and vehicle details, such
as the age of the vehicle, the vehicle
model or engine size, or the distance
traveled.

New marketing methods

Another strategic area for winning the
competition in automobile insurance
is marketing. In 1997 we strength-
ened our tied agents organization and
equipped them with the latest com-
puter technology. In Germany we im-
plemented a new marketing strategy.
In Anglophone countries we tried out
new marketing channels.

Marketing strategy
for the sales force

The new marketing strategy in
Germany is intended to boost market
share in the yeats ahead. It is de-
signed to:

—  Win new Customers;

— increase the number of policies
per customer in the insurance
portfolio;

— raise the level of customer
retention; and

— increase the acquisition ratio per
agent.

Various overlapping forms of ac-
tion are being taken to achieve this.

¥ The price/performance ratio is
being improved. The benefits of this
were already evident on the automo-
bile insurance account in fiscal 1997:
398,000 vehicles previously insured
with competitors were switched to
Allianz.

F Customer service — especially in
the event of a claim - is being further
improved.

P We are investing in dialoge mar-
keting. By using 2 better combination
of PC, telephone and direct mail, Al-
lianz sales staff can significantly in-
crease their acquisition rates without
taking up more time.

¥ Cusiomer retention. To protect the
insurance portfolio from cancelations
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and lapses, agents are to be given a
computer-based early warning system
The system is designed in such a way
that, with the help of the latest analy-
sis software, Allianz sales staff are able
to identify early on, from the large vol-
ume of data available, those policies
which are in danger of lapsing. This
so-called lapse scoring system should
give us a competitive advantage over
the long term which will be difficult
to match, because systems of this kind
work best by being able to search
through the largest possible database
for statistical connections. As market
leader we have — unlike many of our
competitors — just such a large data-
base.

¥ In Germany we are also introduc-
ing new commission arvangemenis
with improved rewards for the suc-
cessful acquisition of new business.
And we are recruiting compretentt sales
personnel to make the agency net-
work even more comptrehensive.

Computer-based sales

In those countries where we have a
well-established tied sales force our
companies improved the technology
used to support sales. The latest com-
puter technology brings with it sever-
al competitive advantages:

¥ In the first place the field sales force
could no longer quote for products on
the basis of numerous different rating
criteria without having notebook
computers on which all the relevant
data is stored. Customers expect their
agent to have all the relevant infor-
mation immediately available on the
$pot.

¥ Secondly computers save having
to print out reams of information
about premium rates. Regular updates
are no longer necessary. Costs are
saved as a result,

¥ Delivering premium rates elec-
tronically also makes it more difficult
for the competition to copy rating
criteria and prices.

ln Switzerland the intermediaries
used by Berner were equipped with a



newly developed field sales system in
1997, including notebook computers.

The operating systems of Allianz
in Germany and ELVIA in Switzerland
were updated.

In Great Britain Cornhill is one of
the companies pioneering the use of
electronic data interchange {EDI). This
system enables all important business
procedures between the brokers and
insurance companies to be handled
quickly. Our French companies, too,
introduced new computer applications
in 1997 which are making the mar-
keting function still leaner and more
cffective.

Cooperation with brokers

The joint venture between Cornhill
and Broker Direct brought a new au-
to policy onto the market in Greet
Britain. Broker Direct is a marketing
and service company majority-owned
by brokers. It is responsible for the
operating side and participates in earn-
ings of the joint venture. This arrange-
ment is designed to strengthen the
lovalty of brokers to Cornhill.

Allianz has demonstrated the suc
cess of cooperation arrangements such
as this in Canada, where the “Grey
Power National Network”, a collabora-
tion arrangement with independent
brokers, increased premiums writien
in automobile insurance by 27 per-
cent! The sales organization targets
people over the age of 55.

Insurance kiosks

Can insurance be sold through kiosks?
Allianz Canada has demonstrated that
it can: the new “Priceclub/Costco” form
of retailing — a pilot project — showed
the first signs of success in 1997. A
kiosk situated in a department store
sells automobile and household poli-
cies direct to the customer.

Efficient claims management

Shorter processing times for handling
claims do more than just increase cus-
tomer satisfaction. They also substan-
tially reduce the cost per claim and
save running costs. These savings can
then be used to quote more attractive
rates. Efficient claims management is

therefore an essential tool for main-
taining or increasing market share.

Electronic data capture

We have made good progress down
this road in 1997. In Germany we up-
dated the computerized claims settle-
ment system used by home office staff,
enabling us to carry out statistical
analysis procedures even better than
before. Large volumes of data are
processed instantly and reliably. Most
importantly, however, claims are han-
dled much more quickly! Paperless
processing also ensures the immedi-
ate availability of information both
internally and for the customer. Claims
assessors in the field have been using
notepads since 1994.

The automobile claims assessors
of our company in Austria have been
given an electronic inspection manu-
al for transmitting damage reports on-
line to the company. In addition a re-
commended list of auto repair shops
has been drawn up to help victims of
accidents find a competent repairer
without delay. In future the selected
repair shops are to be linked to the
inspection manual via the Intranet.

Telephone processing of claims

In Germany we have also increased
the interactive processing of claims
by telephone, which saves time and
minimizes bureaucracy. About 50 per-
cent of third party liability claims in
automobile insurance were processed
in this way. In 75 percent of these
cases Allianz contacted the injured
party on the same day as the claim
was reported. Inspection of the vehi-
cle and/or approval for repair work
was also generally completed within
24 hours. Claims assessors are now
on call 24 hours a day.

Rehab services

The costs of personal injury claims in
automobile insurance are rising. In
Germany we have developed a rehab
management scrvice to keep such costs
under control and at the same time
provide a good service to the victims
of accidents. Traffic accident victims
who can claim against us under a third
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party liability policy can request an
improved medical rehabilitation ser-
vice and additional vocational and so-
cial integration support. If our efforts
succeed in getting the injured party
back to work early, this can in some
cases save us having to pay out bene-
fit for years on end.

Claims research

The research and development work
carried out by the Allianz Center for
Technology (ACT) represents another
of our contributions towards reducing
the cost of claims. The Institute for
Automotive Technology is concerned
with claims prevention and carries
out research into costcffective repair
methods.

Safety precautions for dogs

International research into the safety
of automobiles has made enormous
progress over the last ten or twenty
years. ACT has played a significant part
in this. It was our researchers who
demonstrated, for example, the im-
portance of fitted seatbelts and the air-
bag to save lives, It was ACT that high-
lighted the fact that unsecured baggage
endangers passengers in a collision.

Until recenty, however, hardly any
attention has been paid to the risk as-
sociated with animals traveling in a
vehicle. Crash tests carried out by ACT
in 1997 demonstrated the potential
dangers of having dogs unsecured in
motor vehicles. The risks for both man
and beast are greater if the dog — as
in 80 percent of cases — is not secured.
Having said that, however, most of
the commercially availahble safety sys-
tems (harnesses, guards, netting) fail-
ed the Allianz crash test. On the basis
of these findings ACT has developed
a new safety system for the interior
of the vehicle.

Cost-effective repair methods

Repairing dents to vehicles damaged
by hailstorms costs the insurance in-
dustry and its customers millions every
vear. This is mainly due to the fact
that even minimal damage requires a
complete new pancl to be fitted, and
that in turn requires extensive weld-
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ing and painting work. ACT has de-
veloped new repair methods which
give technically flawless results and
reduce the cost by almost half.

Better products

There were also numerous product
improvements in 1997. Especially in
Germany a wide variety of extras
have been included in automabile in-
surance — ranging from cover for
damage caused by passengers, to pro-
tected no-claim discounts for policy-
holders who have driven for years
without making a claim. The latter still
qualify for the most favorable premium
rate of 30 percent even if they make
a claim for third party liability or for
damage to the vehicle under a com-
prehensive policy. In Austréia we have
launched a third party lability auto-
mobile policy on the market incorpo-
rating a facility for assistance services.
The emergency helpline is manned
24 hours a day and organizes all the
necessary assistance following a
breakdown or accident.



Expansion of personal
lines of Insuranse

Expanding our personal insurance
business was the focal point of our
efforts in the vear under review. In
the growth markets of Asia, Fastern
Europe and Latin America we estab-
lished the infrastructure for the future
expansion of business. There was
rapid growth in Italy and the United
States in 1997 To support the expan-
sion in business volume we set up
centers of expertise for international
life and health insurance business. In
the mature markets of Europe we im-
proved our position with the intro-
duction of innovative products.

improved position
in life insurance market

Centers of expertise

Our decentralized structure gives us

a major advantage: our companies in
each country can respond with agility
and flexibility to what customers want
and to changes in the marketplace. In
addition to that the local units can al-
ways call on the wide-ranging know-
how and experience gained in other
markets. In 1997, in order to improve
efficiency and increase the flow of in-
formation and advice, we established
the “International Department Life”,

a center of expertise which will assist
the entire Group in establishing and
developing life insurance business.

Unit-linked products

In some countries the good perfor-
mance of financial markets has en-
hanced the attractiveness of products
where the value of the product is
linked to the performance of capital
markets. In the Unidted States Allianz
Life increased sales of so-called vari-
able annuity products in 1997 by 21.5
percent. The performance of these
products has been good.

In France sales of the new “Modu-
laris” product — 2 unitlinked life insur-
ance — have been very good.

“Mi Inversion” was launched in
Spain in 1997. This flexibie life insur-
ance product is based on a bond fund

and an equity fund, both of which are
managed by Allianz RAS. Depending
on the balance between risk and re-
turn required, the policyholder can
choose the mix hetween bonds and
equities and control the marurity ben-
efit structure of his insurance accord-

ingly.
Index policies

ANNU-A-DEX, an annuity product de-
veloped by Allianz Life together with
LifeUSA, its marketing partner, has al-
so been successful in the United States.
Premiums written went up from US§$ 3
million in 1996 to US$ 23 million in
the vear under review. The return on
this product depends on the perfor-
mance of Standard & Poor’'s FORTUNE
500 index.

Dival Vita, a subsidiary of the RAS
group, and Lloyd Adriatico launched
an index-linked policy in Raly in
1997. Its performance data are linked
to various stock market indices.

Packaged products

Our companies in the Czech and Sio-
vak Republics were able to target

2 wide range of customers with pack-
aged policies covering a variety of
personal insurance needs. The basic
components of these combination
policies comprise deferred annuity in-
surance and whole life insurance. The
level of benefit payable can be deter-
mined individually in each case. These
two forms of cover can then be sup-
plemented by personal accident,
health, disability or term insurance
cover,

Expansion of business
in emerging markets

Despite the recent turbulence in finan-
cial markets we are very optimistic
about the expansion of personal in-
surance business in Asia. We have had
a life insurance company — Allianz
Aken Life — in Indonesia since 1995.
The approval of a preliminary li-
cense to write life insurance business
in the Shanghai district has opened
up a way into the growth market of
China for us in 1997, Per capita income
of US$ 980 (in 1995) in this economic
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and financial center is well above that
of China as 4 whole (US$ 620). A rel-
atively large amount per head is spent
on life insurance in Shanghai (US$ 57,
compared with US$ 1.9 in China).
Allianz has an expert staff of ten mak-
ing preparations to enter the market
together with our Chinese joint-ven-
ture partner.

The insurance market in the
Philippines has only recently been
liberalized. Together with the Pioneer
group Allianz has set up a joint ven-
ture for life insurance business in that
country. The Pioneer group is the third
largest carrier of property and casual-
ty insurance in the country. It has a
closely-knit sales network which will
now market life insurance products of
the new joint venture as well.

We have been selling life insurance
in Poland since December 1997 The
Polish pension system is currently be-
ing reformed with the object of in-
creasing private provision.

Qur operation in Hungary has
made further progress. After only three
years our subsidiary Hungiria Biztosito
was in fourth place in the life insur-
ance market by 1997,

Private sector life insurance is grow-
ing rapidly in some business centers
in Russia. Ost'West Allianz therefore
started to sell life insurance policies in
1997, initially only to emplovees of
existing clients for industrial insurance.

We increased our life insurance
business in Latin America, especially in
Chile and Mexico. In both these coun-
tries we have opened up a potentially
lucrative area of business offering an-
nuities in exchange for pension funds.
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Dynamic pension fund business

There are good growth prospects for
pension funds in the Czech Reprublic
because the state is subsidizing the
creation of fully-funded pension plans.
We want to achieve market leadership
in this line of business. In 1997 the
Allianz-Hypo and Zivnobanka pension
funds merged to form the Allianz-
Zivnobanka pension fund which, with
around 50,000 subscribers, is one of
the ten largest funds in the market,

Hungdaria, with 42,000 members,
became market leader in pension fund
business in Hungary in 1997 Thanks
not least to this success it was autho-
rized in the year under review to in-
augurate a compulsory pension fund.
The second stage of the Hungarian
pension reform faw coming into force
in 1998 stipulates that every citizen
has to provide for part of his old age
pension by contributing to one of
these compulsory funds.

In ftaly Lloyd Adriatico and RAS
have applied for a license to set up
pension funds. They will start market
ing these as soon as permission is re-
ceived. In Ausiria Allianz Elementar
established a pension fund in 1997 in
order to add this line of business to
its activities.

Targeting wealthy private clients

The mosi important marketing chan-
nels for personal lines of insurance
are still 2 company’s own tied sales
force and the banks. Wealthy private
clients are a particularly attractive tar-
get group for personal insurance and
investment products. We want to reach
these clients more cffectively through
our own sales force so as to maximize
the potential of this expanding mar-
ket. In Germany and other countries
we therefore set up specialized agen-
cies in the year under review to con-
centrate on this group of customers.



Expansion of health insurance
business

International center of expertise

In 1997, based on the same concept
as the “International Department
Life”, we set up a center of expertise
for the ongoing development of inter-
national health insurance business.
Vercinte Krankenversicherung AG has
been entrusted with this task.

Moving into
Eastern and Central Europe

Hungdria was one of the first insur-
ance companies to start writing health
insurance business in Hungary in 1997.
It provides health insurance and cover
for hospital treatment during absence
from work due to illness. This move
into the market was supported by
the center of expertisc at Vereinte Kran-
kenversicherung, which helped with
product development, calculating
premium rates and advising on setting
up the administration and claims unit.
Hungiria will add cover for medical
and dental treatment to its product
range 4s soon as that is allowed by law.
In the Czech Republic Vereinte
sold its equity investment in 2 heafth
insurer in 1997 which belongs to the
former state-run Ceska group. Vereinte
is now concentrating on developing
the health insurance business of
Allianz pojiftovna, starting with the
introduction in 1997 of insurance cov-
er for loss of earnings through illness.
This type of cover can be taken out
on its own or packaged together with
other forms of cover.

New products in Western Europe

"To stimulate health insurance business
in Austria we have introduced a new
range of premiums for outpatient treat-
ment. Prior to this Allianz Elementar
had limited its activities in this feld to
the insurance of supplementary
benefits.

In Spain we have developed an
innovative health insurance product
called “Mi salud”, which we will start
to market in 1998. The first product
to be marketed in the “Mi salud” range
will offer policyholders a wide variety

of options. They can opt for complete
insurance cover or for selected items
only, such as dental reatment or a stay
in hospital. Specific components can
be individually combined as well.
Medical practitioners are given the nec-
essary computer equipment by our
health insurer to make sure that ben-
efit payments are handled efficiently.

Cur companies in France estab-
lished their position in the health in-
surance market in 1997 with the “Pré-
cium” range of producis. Précium San-
t¢ is aimed at all professional groups,
Précium Santé Sénior particularly at
people aged 65 and over who lose
their supplementary company cover
when they retire. Précium Prévoyance,
a precautionary form of cover in case
of aecupational incapacity, was also
launched in 1997,
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Gilobal player
in indusirial risk business

We have set ourselves the target of
being the leading global insurer of in-
dustrial risk business by the year 2000.
In 1997 we refocused our strategic
direction accordingly, introducing new
products and enhancing global service
and the interchange of expertise.

Our strategy for expansion is built
around our traditional strengths: our
glohal network, our underwriting and
financial resources, and our ability to
meet the most comprehensive insur-
ance requirements longterm.

Clear responsibility

We formed the Global Risk Division
in 1997. It is responsible for the strate-
gic planning and control of our inter-
national induserial insurance business,
P The Global Risk Division coordi-
nates international marketing and
product development.

F It organizes the transfer of know-
how,

¥ suengthens the international net-
work,

¥ and serves as an interface berween
the parent company and local units.

Strategic management

The Steering Committee is also new.
It decides on a common product and
marketing strategy for global industri-
al risk business and draws up a defin-
itive corporate strategy. The Steering
Committee also issues guidelines on
underwriting, risk management and
claims settlement.

Centralized expertise

The international know-how of our
companies is being brought together
in centers of expertise for specific ar-
eas of business. These centers gather
together the relevant expertise in un-
derwriting, claims management, basic
research and product development.
In this way they fill the role of a spe-
cialist service provider for the entire
Group. Their activities can range from
support and advisory services to re-
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gional responsibility for underwriting.
They will normally be coordinated
centrally from Munich.

F Allianz Globus Marine in Hamburg
is responsible for snarine bull business.

¥ Allianz Insurance Company in Los
Angeles and Allianz Cornhill Interna-
tonal in London have regional respon-
sibilities for the so-called energy busi-
ness. This comprises business involv-
ing risks in the oil, gas and petrochem-
ical sector.

P There arc three regional centers for
bond insurance business. Fireman’s
Fund has responsibility for America,
Hermes for Furope and MMI Limited
for Asia.

Key account business

In 1997 we focused our industrial risk
insurer Allianz Insurance Company
(AIC) in Los Angeles even more specif-
ically on business with large interna-
tional clients. The new business ac-
quired as a result increased premium
income by 11.3 percent to US$ 513.5
million.

Business with multinational clients
requires a flexible and efficient net-
work for controlling and coordinating
local forms of cover for a global in-
surance package. Our companies all
over the world are linked together
through an international email and
database system.

Multiline/Multiyear policies

Multinational industrial clients increas-
ingly tend to want relatively long-term
insurance policies covering several
different types of risk. This demand is
met by our multiline/multiyear pack-
age. It brings the different types of in-
surance required by a large company
under the umbrella of a single policy.
A very large retention element is nor-
mally agreed, which also relates to
the total of all risks. The advantage of
this arrangement to the client is that he
no longer has to work with a large
number of insurers and different poli-
cies. Instead he deals with Allianz
and only a few large poklicies. The en-
tire package is coordinated by a cen-

tral department over a period of sev-
eral years,

We have developed similar pack-
ages for medium-sized industrial busi-
ness. In Spain, for example, our sub-
sidiary Allianz-RAS introduced a new
policy in 1997 called “Multiseguro
Empresarial” which bundles together
the different types of cover wanted
by the customer.

Alternative products
for industrial clients

Some new ideas have been devel-
oped in recent years under the head-
ing “Alternative Risk Transfer” (ART
for short} in response to a change in
demand for insurance cover from in-
dustrial companies.

Such clients now require less for-
mally categorized products and more
integrated risk management. This in-
cludes risks which are difficult or im-
possible to insure, as well as expo-
sure to financial and operating risks.

ART solutions are designed to meet
the individual requirements of the
policyholder. We sei up the Allianz
Risk Transfer company in Zirich in
1997 to advise our dients and offer
them appropriate cover in this innov-
ative area of business.

Product protection insurance

Demand for insurance against the con-
sequences of malicious contamination
of food and drink products has risen
dramatically. Industrial clients also in-
creasingly want to protect themselves
from the consequences of threatened
interference with goads. Our new
product protection insurance has been
designed as 2 modular system so that
it can be adapted in a flexible man-
ner to the individual requirements of
policyholders. The new product pro-
vides compensation for the costs of
recall and damage limitation. Lost
cash flow and lost revenue, however,
can also be made good under the in-
surance.

Recall of producis insurance
We also offer recall of producis insur-

ance to trading and industrial compa-
nies in some markets. This special
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type of public lability insurance cov-
ers the cost of actions which have to
be taken by a company to avert the
possibility of personal injury resulting
from a product defect. The insurance
is only valid, however, if the compa-
ny is itself responsible for the defect.
The insurance covers the costs of e.g.
public notces in the media and the
transportation and storage of defec-
tive products. The expenses of testing,
collating and exchanging products are
also covered. Policyholders who want
help and advice in making contin-
gency plans for recall actions can ob-
tain such a service from Allianz’s
Center for Technology.

Build-Operate-Transfer policy

This policy simplifies the insurance of
so-called operator models. These are
schemes for investing in infrastructure
projects such as power plants, road
building, industrial and housing es-
tates. They are designed, financed and
operated in the private sector rather
than by the state. For construction
projects such as these we have devel-
oped the Build-Operate-Transfer poli-
cy, a packaged product which covers
the main risks at all stages of the pro-
ject. The operator is therefore insured
from the start of construction work
until the project is commissioned. He
no longer has to insure each section
of the work — construction, test phase,
acceptance, commissioning — individ-
ually. The business prospects in this
new segment are very good. The
shortage of government finance in
many countries means that large-scale
projects are increasingly being han-
dled as operator models.
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Insurance of redeveloped land

Allianz Cornhill International, in con-
junction with a broker, has developed
a multi-sectoral policy which insures
against the tisks of soil contamination
on reclaimed building land. Experts
in Great Britain estimate that by the
year 2016 about 60 percent of new
building will be on land which has
been used before (brownfield sites).
The new policy - for a period of be-
tween 10 and 20 years — provides in-
surance cover for the event that sites
which have already been developed
are contaminaied or appear ecologi-
cally suspect. The ground is thorough-
ly inspected and certified before a
policy is signed. This product has been
on the market since 1997 and has
been very well received by brokers.

Guarantee cover

Construction companies in Austria
have to deposit a guarantee retention
equal to 2-5 percent of the contract
value. Until now this deposit has been
secured by bank guarantees. Our sub-
sidiary Allianz Elementar is now ex-
panding into this profitable business
segment by offering similar guaran-
tees. The advantage for the customer
is that his line of credit is not affected
by the guarantee deposit.



Our Staft

The pace of change in the insurance
business around the world is now
much faster than before, increasing the
demands made on the professional
expertise of our staff. For this reason
we have devoted a great deal of at-
tention to training and vocational de-
velopment in 1997 With the emphasis
on management and marketing cours-
s our staff have been trained in prep-
aration for the new requirements.

Staff recruitment in China

In Shanghei we are making prepara-
tions for our joint venture Allianz
Dazhong, a life insurance company,
to enter the market. On the sales side
we have been training Chinese agents,
all of whom have also passed the ex-
acting state examination. At the same
time we have been recruiting office
staff, The staff were all selected, taken
on and trained within the space of six
months. For the first few months the
training was carried out by specialist
personnel from Germany, who also
instructed their Chinese counterparts
who are to be entrusted with the
remainder of the training.

Training initiative

In Germarny we provided an addition-
al 200 trainee places in marketing in
1997. In this way we wanted to

make a contribution towards easing
the critical unemployment situation
and above all do something for young
people who have no vocational
training.

Management training

200 employees of our Hungiria
Biztosito subsidiary in Hungary attend-
ed a management (raining seminar in
1997. In South Africa Allianz has
linked up with the University of Cali-
fornia (Berkeley) to provide a new
training scheme under which profes-
sors at the University will conduct
management courses for junior man-
agement personnel. The training of
the most promising junior executives
is becoming increasingly international.

Participants from 14 countries attend-
ed the now well-established Allianz
International Management Seminar in
1997. Together with INSEAD we are
planning to introduce a top-tp course
to supplement this successful training
program.

Allianz Europe Committee

A Buropean Directive has been issued
providing for the formation of pan-
European works councils. An alterna-
tive requirement is for a procedure to
be established which will enable em-
ployees to be informed and consuit
ed. In 1997, with these provisions in
mind, we agreed with our employee
representative councils to set up the
Allianz Rurope Committee, which
serves as 4 forum for our companies
in 21 European countries to commu-
nicate with each other.

Number of employees increased

We employed an average of 73,290
people worldwide in 1997 (1996:
65,836). The main reason for the size
of the increase was the inclusion of
the Vereinte group in Germarny for
the first time, which meant that a to-
tal of 36,913 (1996: 30,404) employ-
ees contributed to the success of the
business in our home market. In con-
trast to the previous year, the number
of employees in Germany was again
larger than the total number employed
in the rest of the world, which in-
creased slightly to 36,372 (1996:
35,432), Almost every second em-
ployee (46.9 percent of the total) is
female.

Allianz Group
Employees by country
(annual average 1997)

Germany ) 36@
USA 9193
[taly 6,206
Switzerland 4,147
Austria 4,000
Great Britain 3,273
Hungary 2,465
France 2,186
Other countries 4,907
Totai ' 73,290
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To help staff combine career with
family, some of our subsidiaries
have introduced flexible working
hours and improved conditians for
part-time working.

The propottica of our employecs
worldwide who have a university de-
gree went up from 16.9 percent to
17.5 percent. The largest number of
those are MBAs and economists (27.1
percent), followed by trained lawyers
(20.9 percent). 8.2 percent of our
university graduates are actuaries and
information scientists.

Thanks to staff

The Board of Management of the Al-
lianz Group would like to thank all
the members of staff of each compa-
ny in the Group for their loyalty and
commitment and for the success of
their efforts in fiscal 1997

Salaries and wages bill increased

The Allianz Group paid salaries and
wages totaling DM 5.67 billion
worldwide in 1997 (1996: DM 4.76
billion}. Our total outlay on social se-
curity contributions, pensions and
employee assistance amounted to DM
1.64 billion {1996 DM 1,44 billion).
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Commumicaiions

portant and becoming increasingly

s0. We are catering for this by strength-
ening our human and technical re-

sources in this department at our head
office in Munich. The new infrastruc-
ture is designed to meet the informa-
tion requirements of all interested

parties even better than before. Local
communications are the responsibility
of our group companies on the spot.

Corporate communications

The media landscape has changed
dramatically in recent years, Demand
for information is rising, the general
appetite for dialogue is growing, and
the influence of electronic media fi
including the Internet - is increasing.
We are taking steps to cater for these
changes. We want to be prepared to
talk not just about our immediate
business activities but also about, for
example, company-related topics or
our own employees. We are therefore
restructuring our corporate commurni-
cations. They are now divided into
customer communications, financial
communications, intercompany com-
munications, staff communications,
and documentation.,

Since 1997, shareholders and the
media and others with an interest in
the Company have been receiving in-
formation not just through our Annual
Report and interim reports but also
from quarterly reports to keep them
up-to-date with information about our
cutrent business performance, We also
significantly increased our investor re-
fations aciivites in the year under re-
view. (For more on this subject see
the section on “Allianz shares” inside
the front flap of this Annual Report.)

We also keep our staff informed
about the latest developments and our
strategic objectives. We are making in-
creasing use of electronic mail to give
our staff up-to-date information. Since
1997 we have also been making more
use of the medium of a Corporate
Letter addressed by Dr. Schulte-Noelle
personally — as Chairman of the Board
of Management - to all group compa-
nics and their staff. In these Letters he



talks about developments which are
of particular importance to the entire
Group. One example in the year un-
der review was the Corporate Letter
about the agreed takeover offer made
to the sharecholders of AGF; another
was the Letters explaining our respon-
ses to the accusations made by sur-
viving dependants of the victims of
Nazi persecution. An in-house maga-
zine has been appearing in English for
many years now, addressed to mem-
bers of staff worldwide and helping
to bond the Group together.

Market communications

Local marketing strategies are decid-
ed by our group companies close to
the market.

Qur companies in Germany mar-
keted themselves as innovative insur-
ers in 1997 with a strong emphasis
on customer service and support. The
campaigns were focused on personal
lines of insurance — the main point of
emphasis of our special marketing ef
fort during the year. On TV and in
magazines we highlighted, for exam-
ple, the benefits of taking out a private
pension with Allianz, We launched
the Allianz Children’s Plan, an innov-
ative product for the German market
comprising supplementary disability
benefit. The Plan pays an agreed an-
nuity — for life if necessary — in the
event of a child suffering a serious dis-
ability as a result of illness or an acci-
dent. Finally we are continuing to
promote the “Future” campaign which
provides information for young peo-
ple about ways of obtaining insurance
cover at a reasonable price.

In Austria Allianz Elementar con-
centrated its promotional campaigns
in 1997 on private pension plans. The
company invested much more in mar-
keting than in previous years, chang
ing its public image at the same time.
The new TV and billboard campaign
is building up in stages. The billboard
campaign for July 1997 was voted
campaign of the month by an inde-
pendent jury.

Pet Plan, Allianz’s leading animal
insurer in Great Britain, sponsored the
Pet Plan/Daily Telegraph Milestone
Ride in the year under review. The re-
sponse to this horseback event was

so overwhelming that it has secured
a place in the Guinness Book of
Records. The proceeds were donated
to charities, including “Riding for the
Disabled” and the “Animal Health and
Petplan Charitable Trust”.

Our German subsidiaries invested
the largest amount (DM @0 million)
in marketing through the media, fol-
lowed by Cornhill (DM 17.3 million)
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The new marketing campaign
for automobile insurance
launched by RAS atiracted enor-
modus interest in ltaly in 1997
The unusual situations pictured
in the campaign carry the mes-
sage that RAS insurance also
covers some of the less abvious
risks.
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in Berlirs the Allianz Foundation
for the Protection of the Environ-
ment is helping to restore the
Pleasure Gardens on the basis of
the design by court architect
Schinkel. The photograph shows

Environment

The Allianz Foundation for the Pro-
tection of the Environment (Allianz
Stiftung) is at the heart of our com-
mitment to environmental and nature
conservation and restoration. It was
cndowed with capital of DM 100 mil-
lion in 1990. In 1997 it concentrated
its sponsorship activities on the recon-
struction of historic gardens, parks and
squares. This new sphere of operations
results from the Foundation’s scope
having been widened. After having
supported projects for the protection
of the environment for the first few
years, it incorporated the theme of
“Environment and Culture” into its
sponsorship program for 1997,

the original layout around 1835,
looking from the Old Museum
across the Gardens to what was
then the City Palace of the Kings
of Prussia.
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Do historic gardens, parks and
squares in cities have any relevance
today? We think they do. Apart from
being cases of variety and relaxation
they also reveal much about their time.
These places demonstrate the progress
of garden design in the age when they
were laid out. They reveal contempo-
rary taste in landscaping and in many
cases are a record of astonishing cre-
ativity in garden design. They also tell
us something about the relationship

between Man and Nature and how ii

has changed over time.

The current vogue for looking back
at our cultural heritage has increased
the topicality of historic parks and
gardens. Public interest in their con-
servation has been rekindled, which
is why our Foundation for the Protec-
tion of the Environment has decided
to sponsor their restoration. We want
to help people enjoy the original
charm of these green oases in the city
now and in the future.

Two landmark projects in this
sponsorship program are:
¥ reconstruction of the Pleasure Gar
dens in the center of Berlin; and
¥ restoration of the Fritz-von-Hark
Park in Leipzig.




The Berlin Pleasure Gardens

The history of the Pleasure Gardens
can be traced back to the 17th century.
They were developed on the Museum
Island and are now bounded by Berlin
Cathedral, Schinkel’s Old Museum and
the river Spree. On the south side they
originally bordered the City Palace of
the Kings of Prussia, but that side is
now open because the bomb-damaged
palace was blown up by the East Ger-
man regime. The site was turned into
a concrete parade ground and the
Palace of the Republic.

When the Pleasure Gardens were
first laid out, the designers based their
work on the style of garden popular
in the France of Louis X1V, They were
then remodelled in 1828 to plans by
Schinkel and subsequently aver the
years became very prestigious and

symbolic. From 1918 onwards large
rallies were held in the Pleasure
Gardens and they were paved over to
cater for the crowds taking part in
demonstrations and the like.

In conjunction with Berlin City
Council, the Allianz Foundation for
the Environment is restoring the Plea-
sure Gardens to their original purpose:
not a parade ground, but a garden
which invites people to linger and
lends variety to the Berlin cityscape.
This is precisely the function which
Schinkel originally intended for them.

The Fritz-von-Hark Park

Some impressive parks were laid out
in Leipzig around the turn of the cen-
tury, one of which was the Fritz-von-
Hark park which lies between the for-
mer Supreme Court building of the
German Reich and the new City Hall.
Its attractively landscaped gardens
suffered damage during the Second
World War and the East German plan-
ning authorities allowed the park to
deteriorate into a meaningless open
space. The Allilanz Foundation is now
supporting the restoration of the Fritz-
von-Hark park to its original state with
the intention of contributing in this
way to the urban renewal of Leipzig.

The program for the revival of
historic gardens, parks and squares
has two aims. Firstly it supports facili-
ties which give people pleasure; sec
ondly, and more importantly, the pro-
jects are intended to act as models to
promote substantive improvements to
the environment.

The Pleasure Gardens in times of
change. First as formal gardens
(top) providing an attractive oppor-
tunity for a leisurely stroll in the
early nineteenth century; then -
paved over - as a parade ground
for large railies in the Third Reich.
The next picture shows the Pleasure
Gardens in ruins after the Second
World War. They were renamed
Marx-Engels-Platz by the Fast Ger-
man authorities in 1951. The last
photograph shows the Gardens and
surrousding area during the final
years of the East German regime.
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In Leipzig the East German plan-
ning authorities allowed the Fritz-
von-Hark parl in front of the

new City Hall to deteriorate into a

meaningless open space. The
Allianz Foundation is contributing
fowards the restoration of this
delightful landscaped garden. The
picture above shows its original
condition.
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In 1997 we again achieved a signifi-
cant increase in earnings from our
business activities. Three important
factors contributed to this good per-
formance:

¥ The claims record continued to be
generally favorable; natural catastro-
phe losses remained below the aver-
age of recent years.

¥ The quality of earnings was fur-
ther improved by careful selection of
risk and systematic management of
claims and costs.

¥ Capital markets in 1997 were in
good shape.

We want our shareholders to ben-
efit from the improved results in the
form of a further increase in the divi-
dend.

Premiums written

Gross premium income of the Allianz
Group rose by almost DM 11 billien
in 1997 to DM 85.6 billion - an in-
crease of 14.7 percent. Most of the in-
crease was attributable to the effects
of changes in the consolidation and
exchange rate movements,

P The Vercinte group was included
in the consolidated financial state-
ments in 1997, contributing revenue
of DM 8.5 billion.

Allianz Group
Premiums written by region

P Premiums written by Hermes Kre-
ditversicherung and the Berner group
were included for a full year for the
first ime, increasing the total by DM
1.4 billion.

¥ Finally, the previous minority in-
terest in Adridtica de Seguros in
Venezuela was consolidated in full
(premiums written: DM 147 million).
¥ On the other hand the premium
income of DKV Deutsche Kranken-
versicherungs-AG was excluded in
the year under review. In 1996 that
company contributed premiums of
DM 3.4 hillion for the first part of the
year before being sold to Munich Re
on August 1, 1996.

¥ Exchange rate movements ac-
counted for DM 2.6 billion of the in-
crease in revenue, mainly due to
changes in the value of the US dollar,
pound sterling and Swiss franc.

The proportion of life and health
insurance in our total premium in-
come went up by 2.4 percentage
points to 43.5 percent, the balance of
56.5 percent coming from property
and casualty insurance. The shift in
emphasis is due to the inclusion of
the Vercinte group for the first time,
as well as to the strong growth in life
and health business in Ttaly and the
United States.

More than half (51.3 percent) of
our premium income i8 written in
Germany.

Excluding the changes in the

1995 1996 1997

DM mn % DM mn % DMmr %

Germany 38076 552 37,798 507 43923 513

Rest of Europe 21,232 301 24,426 32.7 26,210 306

North and South America 10,076 143 12,080 162 15,024 17.6

Africa, Asia 265 0.4 326 04 425 05

Total 70,548 100.0 74,530  100.0 85,582 1000
Premiums written by business segment

o 1995 1996 1997

DM mn % DM mn % OM mn %

Property and Casuafty insurance 40.386' 57.2 43979 588 48313 565

Lj_e and Health insurance 30,162 428 30,651 N1 37,269 435

Total ] 70,548 1000 74,630 100.0 85,582 100.0
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Allianz Group
Underwriting result in DM millions
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Allianz Group
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99.9 994 1002

Group and at constant exchange rates,
premium income would have gone
up by 2.6 percent. On the same basis,
life and health insurance business
was up 7.6 percent. Premium income
from property and casualty insurance
went down by 0.5 percent. This was
mainly due to the impact of the de-
regulation of automobile insurance

in many European markets, which re-
sulted in substantial reductions in
premiums for risks with 2 good claims
record.

Underwriting result

The underwriiing result improved by
DM 331 million in 1997, praducing a
profit of DM 182 million — the first on
this account since 19990, The under-
writing profit on life and health busi-
ness was increased by DM 180 milkion
to DM 1,439 million. The underwrit
ing loss on property an< casualty in-
surance went down by DM 150 mil-
lion to DM 1,257 million. The reason
for the improvement is that DM 450
million less had to be transferred to
the claims equalization reserve than
in the previous year. The claims equal-

ization reserve serves to even out the
cost of claims over the vears.

Non-underwriting result

The result on the nonunderwriting
account showed an improvement of
12.1 percent to DM 4.8 billion. The
result on this account depends main-
ly on investment income earned in
conncction with property and casual-
1y insurance business.

What were the main factors
behind this growth?

In the first place there was more cur-
rent income on the increased hold-
ings of investments,

Secondly we took advantage of
the strength of capital markets to real-
ize profits.

Net income

The overall pre-tax profit rose by 20.4
percent to DM 5.0 billion. It was
earned in almost equal shares by our
group companies in Germany and
our subsidiaries in other markets. Net

Consolidated income statement (abridged)

1995 1986 1997
- DM mn DM mn DM mn
Gross premiums written 70,548 74,630 85,582
Net premiums written 61,618 65113 75,080
Benefits paid 62,276 65,164 76,900
Underwriting expenses 11,791 12,640 14512
Net investment income 16,727 18,792 22 441
Pre-tax profit 3,043 4,164 5,04
Taxation 1,022 1,926 2,3@
Net income 2,021 2238 2,696
Earnings per share (DVFA/GDV method)

1995 1996 1997
I\Et income BM mn 2,021 2,238 2,696
Minority interests DM mn 507 588 665
Extracrdinary income/expenses and items o
not relating to period under review DM mn 458 474 354
Adjusted profit DM mn 1,973 - 2124 2,385
Number of shares 226,274,800 229,456,400 230,787,084
iEarnings per share DM 872 825 10.33
Adjusted for 1998 increase in capital DM 8.57 B 9.09 10;15
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income after tax was DM 2.7 billion,
20.5 percent up on the previous year’s
figure. The return on equity after tax
improved to 12.4 percent (1996: 11.5
perecent). The increase of DM 0.20 in
the dividend to DM 1.90 per share,
coupled with the increased capital,
means that the total dividend payout
{(net of the corporation tax credit) has
increased by 12.4 percent to DM 438
million.

Earnings per share

Based on the method of calculation
recommended by the DVFA/GDY
{German Association of Financial An-
alysts/German Insurance Associa-
tion), earnings per share went up
from DM 9.09 to DM 10.15. This rep-
resents an increase of 11.7 percent.

Staff

We emploved an average of 73,290
people worldwide during the vear,
an increase of 7,454 over the previ-
ous year, The increase was almost en-
tirelv due to the firsttime consolida-
tion of the Vereinte group.

In 1997 the German insurance indus-
try again felt the effects of weak do-
mestic activity in the economy, per-
sistently high unemployment and a
large number of corporate insolven-
cies. Deregulation of property and ca-
sualty insurance and intense competi-
tion resulted in substantial reductions
in policyholders™ premiums, especial-
ly for automabile insurance. Premium
income from property and casualty

insurance went down by 1.5 pcrcent.

Even the growth rates in life and pri-

vate health insurance remained be-

low those of the previous year, at 4.8

percent and 5.5 percent respectively.

Thanks mainly 1o the inclusion of

the Vereinte group and Hermes Kred-

itversichcrung in the consolidated fi-

nancial statements, total premiums
written in Germany rose by 16.2 per-
cent to DM 43.9 hiilion,

Profitability was again greatly im-
proved overall.

Property and casualty insurance

Premiums written by the Alfianz Prop-
erty and Casualty Insurance Group in
Germany were 2.2 percent down in
the year under review at DM 16.7 bil-
lion. The Property and Casualty Insur-
ance Group incorporates all our prop-
erty and casualty insurance business
in Germany (except for the Vereinte
group). The decrease is mainly due to
the reduction in premiums for low-
risk business in automobile insurance,
where premium revenue fell by 6 per-
cent. Even in large-scale industrial and
commercial business, however, pre-
miums were eroded by competition.

On the other hand the Property
and Casualty Insurance Group did
succeed in winning new customers
by offering competitively-priced rates
for automobile insurance. Innovative
products such as supplementary dis-
ability cover for children or recall of
products and product protection in-
surance were also very well received.
The volume of new business rose by
a further 2.1 percent to around 2.2
million policies.

The number of claim notifications
rose slightly in 1997, following an ex-

37

(DM millians) 1395 1996 1697
Gross premiums written 17,314 17,071 16@}
Loss/expense ratio in 8 92.4 91.3 93.0
Net income 472 593 683
Invesiments 27271 28860 29,712
Sluckho\ders' equity 4,536 4673 4,255
Number af employees 24862 23735 23@



Allianz Group
Premiums written in Germany
as Y% of group revenue

ceptionally good record over the past
three years. The number of claims re-
ported went up by 1.9 percent to 3.8
miflion. The increase was largely due
to the numerous storms and frosts ex-
perienced last year, which hit home-
owners insurance in particular. Claims
expenses went up by only 0.3 per-
cent to DM 11.4 billion, helped by the
favorable trend in claims in automo-
bile insurance and the reduction in
the costs of large scale claims. The cost
of claims following the Oder floods
in the summer of 1997 totaled DM 14
million, much less than originally
feared.

The increase in operating costs
was restricted to .9 percent despite
substantial investment in new systems
to improve internal operating proce-
dures. The expense ratio, however,
deteriorated by 0.8 percentage points
to 24.5 percent as a result of the slow
growth in premiums.

The underwriting profit was 21.1
percent up at DM 488 million. The
reason for the improvement was that
DM 269 million less had to be trans-
ferred to the claims equalization re-
serve in the year under review than
in the previous year.

The book value of investments in-
creased by 3.7 percent to DM 29.7
billion, earning current income of
DM 1.9 billion (up 2.1 percent) for
the Property and Casualty Insurance
Group. Realized gains amounted to
DM 228 million,

The decrease in the overall non-
underwriting profit to DM 1.1 billion
was more than counterbalanced by
the improvement on the underwrit-
ing account. The net result was a pre-
tax profit of DM 1.6 billion, an im-
provement of DM 19 million or 1.2
percent over the previous year. Al-
lianz Versicherungs-AG transferred
DM 577 million to Allianz AG under
the terms of the profit and loss trans-
fer agreement in force.

Vereinte Versicherung AG, the
property and casualty insurer includ-
ed in the consolidated figures for the
first time, together with Vereinte
Rechisschutzversicherung AG, record-
ed premium income of DM 2 billion
in 1997. Thar was 4.1 percent less
than in the previous year. Here, 100,
the decline was largely attributable to
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automobile insurance. In particular
the new premium rates in this line of
insurance resulted in a reduction of 7.5
percent in revenue, Premium income
was also depressed by the continuing
erosion of business in the other lines
of insurance written.

The claims situation remained fa-
vorable, despite the fact that the
homeowners, storm and water dam-
age accounts were hard hit by the
storm and frost damage in the early
part of the year. The total number of
claims reported went up by only 0.6
percent. The cost of claims incurred
went down by 0.4 percent to DM 1.5
billion.

The high degree of integration in-
to the Allianz Group already achieved
in 1997 produced cost savings of DM
16 million or 2.7 percent.

The underwriting result improved
by DM 45 million because the claims
equalization reserve did not have to be
increased in the year under review,
but there was still a net loss of DM 85
million on the underwriting account.

Together with the nonunderwrit
ing result, which was down slightly
on the previous year, the overall pre-
tax profit came out at DM 128 mil-
lion, an increase of DM 27 million or
26 percent over the figure for the pre-
vious year. Net income was DM 74
million,

Credit insurance

For the fifth year in succession there
is still no end in sight to the spate of
insolvencies in Germany. Having said
that, however, the growth rate was
noticeably slower. The number of
corporate insolvencies increased by
another 5.8 percent. Germany’s new
eastern states were again worse affect-
ed by insolvencies than those in the
west.

Hermes Kreditversicherungs-AG
increased premium income by 5.7
percent to DM 927 million. Most of
the growth came from business with
foreign customers, which increased
by 73 percent. Growth in fidelity
guarantee insurance was disappoint-
ingly slower than anticipated owing
to insolvencies, midterm cancella-
tions and policy revisions.

The claims experience improved



enormously, reducing the loss ratic by
35 percentage points to 56.2 percent.
This performance reflects the wide-
ranging action taken to improve the
quality of the postfolic in trade credit
insurance. We charged premiums more
in line with the level of risk and intro-
duced various forms of deductibles.

The underwriting profit went up
by DM 45 million to DM 50 million
after teansferring DM 14 million to the
claims equalization reserve — a trans-
fer which had become necessary as a
result of the considerable improve-
mert in the loss ratio.

Together with the improvement in
the non-underwriting result, net in-
come for the year amounted to DM
61 million,

Life insurance

The economic climate for the Ger-
man life insurance industry did not
improve much in 1997. The public
debate about the proposal 1o tax the
interest element of life insurance poli-
cies did not help either. Aflianz
Lebensversicherungs-AG still managed
to speed up premium growth com-
pared with the previous year with a
growth rate of 4.7 percent (1996: 3.8
percent). Total premiums written by
our company in 1997 - its 75th year
- rose to DM 12.5 billion. in addition
DM 2.4 billion was taken out of the
reserve for premium refunds as divi-
dends for our policyholders to in-
crease the guaranteed value of bene-
fits,

Single premium business, after
performing less well in the previous
year, generated an 11,9 percent in-
crease in premium income to DM 1.4
billion. New regular premium busi-
ness showed only a4 moderate in-
crease of 4.2 percent. We attribute
this most of all to the debate about
taxation referred to above, Total new
business premiums increased by 8.2
percent to DM 2.7 billion.

Business in force — measured in
terms of the total sum insured — rose
5.1 percent to DM 305 billion. This
was helped by the fact that the lapse
ratio remained low, at 3.5 percent
still well below the market average of
4.9 percent. Policyholders’ benefits
amounted to DM 19.5 billion, 7.0 per-

cent more than in the previous year.
DM 11 billion of that was paid out to
policyholders, an increase of 17 per-
cent over the amount paid out in the
previous year. DM 8.5 billion was
added to provisions for future com-
mitments.

The expense ratios were held at
the same level as in previous vears,
despite increased investment in data
processing and information systems
in 1997. The acquisition cost ratio of
4.9 percent and the management e¢x-
pense ratio of 2.6 percent remain
consistently below the market average.

The book value of investments
rose 7.1 percent to DM 126.7 billion.
Rising capital markets were used to
realize profits, increasing the net re-
tarn by 12 basis points to 7.6 percent.

The overall surplus increased by
7.1 percent to DM 4.7 billion. DM 4.5
billion of this has been transferred to
the reserve for premium refunds to fi-
nance future policyholder benefits.
Net income for the year after tax was
DM 212 million.

Deutsche Lebensversicherungs-AG,
which writes [ife insurance business
in Germany’s eastern states, recorded
premium income of DM 1.5 billion in
1997, That represents an increase of
4.3 percent. The company also trans-
ferred DM 207 million from the re-
serve for premium refunds.

New business was slightly more
subdued than in the previous year,
new business premiums totaling DM
172 millicn. The book value of in-
vestments went up by 7.3 percent to
DM 9.3 billion. The overall surplus
came to DM 403 million, out of which
DM 382 million was transferred to the
reserve for premium refunds.

At the beginning of 1998, with
the approval of the Federal Superviso-
ry Office for the insurance industry,
Allianz Leben took over the entire in-
surance portfolio of Deutsche
Lebensversicherungs-AG together
with the corresponding assets and lia-
bilities.

Vereinte Lebensversicherung AG
increased its premium income by 1.0
percent to DM 1.2 billion. In addition
it transferred DM 126 million from the
reserve for premium refunds. In terms
of premium income the volume of
new business was roughly the same
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(DM millons) 995 1996 1997
Gross premiums written 1619 11852 12514
Net income 158 120 212
Investments 109604 118333 126,746
§tockholder5‘ equity 1,135 1,298 1432
Number of employess 4722 456 4814




Progress in the fiefd of medidine
is enabling people to live longer,
At the same time birth rates are
falling. These changes mean that
state-run pension programs based
on a pay-as-you-go system have
reached breaking point. People
can make their own provision for
their old age by taking out a per-
sonal life or annuity policy.

(DM 172 million} as in the previous
year. This was mainly due to less sin-
gle premiums being written (down
2.8 percent).

Business in force — measured in
terms of the total sum insured - rose
by 1.4 percent to DM 35.5 billion.
The number of policies in fosce, by
contrast, was down slightly by 1.6
percent i 1.1 million. The lapse ratio
of 5.2 percent was still slightly above
the market average.

Policyholders’ benefits increased
by 1.9 percent to DM 1.9 hillion, DM
1.1 billion of which was paid out to
policvholders, the balance of DM 0.8
billion being retained for growth in
future commitments.

As part of the process of integrat-
ing the company into the Allianz
Group we were also able to improve
the expense ratios. The management
expense ratio went down by 0.4 per-
centage points (o 4.4 percent, while
the acquisition cost ratio fell by 0.3
points to 5.5 percent.

The book value of investments
rose 4.7 percent compared with the
previous year to DM 13.2 billion. The

net return went down by 0.3 percent

age points to 7.2 petcent. The surplus
before tax was DM 35 million, after
DM 500 million had been transferred
to the reserve for premium refunds.
The net profit after tax was DM 23
million (1996: DM 16 million).

40

Health insurance

The third stage of the reform of the
national health service had an impact
on private health insurance business
in 1997. The restrictions on benefits
payable under the statutory health in-
surance scheme created new business
opportunitics. Supplementary forms
of insurance were particularly in de-
mand.

New business written by Vereinie
Krankenversicherung AG was up 78
percent to a monthly premium figure
of DM 20.5 million. Health insurance
premiums are gencrally payable
monthly, so the figures for new busi-
ness premivms are stated here on a
monthly basis. This performance was
greatly helped by having the support
and cooperation of Allianz’s sales
force. Almost 266,000 policyholders,
mostly members of the state health
insurance scheme, were gained as
NEW CUstomers,

Premiums written increased by
6.3 percent to DM 4.7 billion. The in-
crease was partly due to the new
business obtained, but also to the in-
troduction of the second stage of com-
pulsory long-term nursing care insur-
ance, which was in force for a full year
in 1997 for the first time. DM 594
million was also taken out of the re-
serve for premium refunds. In this
way premium adjustments to match




the increase in costs in the health ser-
vice can be mitigated.

Claims paid out rose by 7.4 per-
cent to DM 3.3 billion, mainly as a
result of the benefits payable under
compulsory longterm nursing care
insurance being extended to include
inpatient care. The new government
order on benefit rates for long-term
care also led to delays in invoicing, so
that some of the cost of benefits pro-
vided in the previous year was ex-
pensed in the year under review.

Acquisition costs increased cut of
proportion to the increase in revenue,
The acquisition cost ratio (measured
against premium income) went up by
2.5 percentage points to 8.0 percent.
One reason for this was the excep-
tionally rapid expansion in new busi-
ness. Another reason is that acquisi-
tion costs increased because the orga-
nization required to look after Allianz’s
field sales force had to be established.
This involves specially qualified health
insurance experts to provide advice
and support for Allianz’s own special-
ist staff. The ratio of management cx-
penses to premiums was further re-
duced by 0.2 percentage points to 3.2
percent.

The book value of investments
rose 11.7 percent to DM 13.6 billion.
The net income generated by these
investments went up by 12.8 percent
to DM 950 million, helped especially
by lower investiment expenses. The
net return of 7.4 percent was much
the same as in the previous year.

Net income for the year amounted
to DM 58 million (1996: DM 60 mil-
lion).

Private health insurance is a mar-

ket with tremendous future poten-
tial. New business written by our
subsidiary Vereinte Krankenver-
sicherung AG in 1997 was up 78
percent at DM 20.5 milfion. This
performance was greatly helped
by having the suppart and cooper-
ation of Allianz’s marketing orga-
nization.

41



Alianz Group

Premiums written in Europe
{excluding Germany)

B Premiums written in Germany

as % of group revenue

E Alllanz
in the rest of Europe

Much as in Germany, premium growth
in other European countries was held
back by the shuggish nature of the re-
covery in economic activity. Premi-
ums written by our European group
companies outside Germany went up
by 4.4 percent in local currencies. In
DM terms there was a 7.3 percent in-
crease to DM 26.2 billion. The strength
of the pound sterling, the Swiss franc
and the Ttalian lira made a significant
contribution to this.

Profitability again improved overall.

France

Premiums written by the Alfianz France
Group remained below the previous
vear’s level at DM 2.6 billion. Premi-
ums for property and casuvalty insur-
ance fell 6.9 percent to DM 1.6 hillion,
mainly as a result of increased com-
petition, particularly in automobile
and industrial risk insurance. We are
trying to escape or at least mitigate the
effects of this trend in the market by
forging closer links with valuable cus-
tomers. Our companies also stopped
writing loss-making business.
Premiums written in life insurance
went down by 7.7 percent to DM 968
million. The decrease has to be seen
against the background of uncertainty
over the future taxation of savings
schemes. The encouraging success

Allianz Group

| Allianz Holding France "

{FRF milliong) 1995 1996 1997
Gross premiums written ) 9,722 8,911 8,265

Praperty/Casualty 6405 5888 5,606

Life/Health 3317 3,3 2,579
Loss/expense ratio in % 1686 109.5 106.8
Net income =331 145 187
Investments 35848 39753 41399
Stockholders' equity 8250 9315 5403
Number of emplovees 2085 2143 2102

achieved in selling two new products
was not sufficient to compensate for
these setbacks in full. As soon as the
legal background has been finally
clarified we intend to market addi-
tional pension funds in France.

Our companies again produced a
profit in 1997. It was brought about,
firsily, by selective underwriting and
restructuring measures which helped
to reduce claims expenses. Secondly
the merger between the two property
and casualty insurers Allianz Assur-
ances and Rbin et Moseile Assurances
resulted in savings in costs. Allianz
Holding France posted a consolidaied
profit of DM 56 million overall. This
represents an increase of almost 30
percent compared with the previous
year,

Assurances Fédérales, a joint ven-
ture with Credit Lyonnais, continued
to perform satisfactorily. Premium in-
come was up 45 percent to DM 59
million after translation. This jump in

Premiums written in European markets (excluding Germany)

1667 1997

DM mn % of total

Group revenue

ftaly 10,180 ' 119
Switzerland 4,803 56
Great Britain 3,393 44
France 2,738 3.2
Austria 2179 2.5
Spain 1,174 14
Hungary 553 06
Portugal 371 04
Netherlands 301 ) 0.4
Other European countries 518 0.6
Total Europe 26,210 3086
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revenue is due to the fact that the
company now writes automobile in-
surance as well, whereas previously it
concentrated solely on household ef-
fects, general liability and health in-
surance.

Great Britain

The downward trend in the British
insurance market since 1995 contin-
ued in 1997 and inevitably affected
the business of the Cornbill Group,
whose premium income fell by 10.9
percent in local currency. In DM
terms, by contrast, premium income
showed a slight increase to DM 3.3
billion. Most of the fall in premium
income was in property and casualty
insurance business, where a substan-
tdal increase in the insurance tax led
to the loss of important customers for
indemnity insurance. This was com-
pounded by ihe general collapse in
market rates for automobile insur-
ance. Premiums written for life insur-
ance were 5.0 percent up on the pre-
vious year at the equivalent of DM
%25 million. New business recorded
5 percent growth, mostly through di-
rect marketing.

The integration of the Pet Plan
(animal insurance) and Ajax {engi-
neering insurance} companies made
good progress and produced good
results. Both companies were acquired
in 1996 and each operates in a prof
itable segment of the market with
good future potential, Cornhill was
market leader in animal insurance in

1997. In engineering insurance Corn-
hill strengthened its position o be-
come the second largest insurer in that
sector,

The negative premium growth in

(GBP milions; 1995 1996 1997
Gross premums writien 1107 1234 1700

Property/Casualty 1008 1130 99

LifeHealth 9 w04 109
Loss/expense ratio In % 1029 1063 1049
Net incorme $ 4 @
mistments 1821 1892 2,105
Stocknolders' equity 462 452 581
Number of employees 2657 2871 3,239

automobile insurance, coupled with
lower investment income, reduced the
profit of the Cornhill Group as a whole
by 5.6 percent to DM 125 million.

kaly

Qur Ialian companies in the Allianz
Group increased premium income by
13.2 percent to the equivalent of DM
10.2 billion after translation. DM 6.7
billion of the total was written in
property and casualty insurance, rep-
resenting an increase of 5.9 percent
and maintaining our position as the
top-selling carrier of property and ca-
sualty insurance in Italy. The main
contributor to this was the extra busi-
ness gained in automobile insurance,
which benefited from tax regulations
encouraging people to replace their
old vehicles with new ones.

Life insurance business again
recorded particularly strong growth.
Doubts about the performance capa-
bility of the state pension system are
growing and, in parallel with those
doubts, people are becoming increas-
ingly more inclined to make private
provision for their okl age. Life insur-
ance premiums written by out com-
panies rose by 30 percent to DM 3.5
billion after translation. The strongest
growth rates were recorded by our
bancassurance companies Duerrevita
and Banca Antoniana Popolare Veneta
Vita.

RAS 5. p. A., Allianz’s largest com-
pany in Italy, reported a 7.1 percent
increase in revenue to DM 4.6 billion
after translation. Earnings of DM 350
million showed a marginal increase
over the previous year. Although in-
vestment income was down because
interest rates continued to fall, this
was counterbalanced by reduced
costs and claims expenses.

Premium income of Lioyd Adria-
tico, Allianz’s second largest company
in Ttaly, went up by 6.1 percent to a
total of DM 2.4 billion after transla-
tion. Premium rates in automobile in-
surance more closely linked to the
level of risk involved produced a sub-
stantial improvement in the under-
writing result, automobile insurance
being by far the most important line
of business written by this company.
In spite of reduced investment in-
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{ITL billigns} 1985 ”1999 1987
Gross prerﬁiums written 4,181 4,181 4,4?_8

Property/Casualty 3064 3024 319
o Life/Health 1,087 1157 1,287
Loss/expense ratio in % 106.6 100.8 1075
Net income 39 - 338 344
Investments 14521 15488 16,007
Stockholdors’ equly 4934 5120 6653
Numfer of empioyses 3,435 3,389 3,150




- Lioyd:Adriatico S.piR. -« .

{ITL billions)

995 19w 1097

Gross premiums written

2,073 2130 2259

Property/Casualty 1,772 1827 1,907
Life/Health am 303 352
Loss/expense ratio in % 1143 172 1081
Net income 32 -47 69
Investments 4,003 4,558 5,297

Stockholders’ equity

639 667 699

Number of employeas

1528 1468 1377

(ITb’\‘l’Iions]

1995 1996 1997

Gross premiums written

1008 1052 41

Property/Casualty

787 am 9

Life/Health

226 251 320

Loss/expense ratio in %

1009 1068 1057

Net income

25 68 51

Investments

2000 2351 2756

Stockholders' equity

34 37 am

Number of employees

677 848 602

come, Lloyd Adriatico managed to
boost its net income result by 47 per-
cent to DM 70 million overall.

Allianz Subalpina, our third largest
company in Jtaly, recorded premium
growth of 5.6 percent to DM 1.1 bil-
lion. Most of the increase came from
the sale of life insurance policies over
the counters of banks, but the largest
proportion of the company’s premi-
um income — DM 8035 million — con-
tinued to come from property and
casualty insurance, which was down
slightly on the previous year. Net in-
come of DM 52 million for the year
did not match that of the previous
year. Here, too, the downturn in in-
vestument income was 4 major Con-
tributory factor.

Netherlands

In the Netherlands Allianz Nederiand
writes global industrial risk business.
Premium income of DM 154 million
in 1997 did not quite match the pre-
vious year’s total,

In bulk personal business Allianz
is represented by ELVIA Verzekeringen
NV with total revenue of DM 180 mil-
lion. Health insurance business ~ which
we have been writing since 1996 —
made good progress. The same applies
to business in corporate pension plans,
Our companies continued to expand
their overall volume of business in per-
sonal lines of insurance. They started
a joint venture with the General Bank,
for example, which sells standard prod-
ucts in life and non-life insurance,

Earnings of DM 23 million were
slightly ahead of the previous year’s
figure. The improvement in invest-
ment income was diminished by a
less favorable performance from ma-
jor claims.

Austria

As part of restructuring the Jegal frame-
work of the Austrian companies in
the Group, the property and casualty
insurance business of the former An-
slo-Elementar and Wiener Allianz com-
panies was merged into one company,
Allianz Elementar Versicherungs-AG.
Life insurance business is now writ-
ten by Allianz Elementar Lebensver-
sicherungs-AG.
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" Mllianz Group in Austria.

(AS millians) 1995 1996 1997
Gross premiums written 14,490 15,283 15,2;@
_ Property/Casualty 117 11,483 11,405
_ Life/Heaith 3373 3810 3858
Loss/expense ratio in B 044 1096 1080
Net incame ) 447 402 468
Imvastments - N677 45402 48,064
Stockholders' equity 2771 3{]46 3312

Wumber of employees 4,060 4,014 4,001

Premiums written by the Allianz
companies remained steady at DM
2.2 hillion after translation, the same
s in the previous year. In Austria, as
elsewhere, cutthroat competition in
the insurance industry is forcing pre-
mium rates down. Moreover the state
has withdrawn its support for private
single-premium pension policics. Pre-
miums written for property and casu-
alty insurance fell by 0.6 percent
DM 1.6 hillion, mainly as a result of
the competitive situation in automo-
bile business.

Premiums written for life insur-
ance went up by 1.3 percent to DM
548 million. Sales of pension policies
were helped hy the public debate
about the problems of financing the
state pension scheme.

Earnings were held back by heavy
capital expenditure, cspecially on
computer systems, as well as by the
tight rein on premium rates. The
higher level of claims, on the other
hand, meant that some of the claims
cqualization reserve had to be re-
leased, with the result that net in-
come went up to DM 67 million
(1996: DM 57 million).

Switzerland

In Switzerland we are represented by
the ELVIA Versicherungen, Berner
Versicherungen and Aflianz Schweiz
companies. The total premium in-
come of this group of companies was
DM 4.8 hillion, maintaining its fourth
position in the Swiss market. Proper
ty and casualty insurance generated
premium income of DM 2.8 billion
after translation. Lifc insurance premi-
uris amounted to DM 2 billion.
Premioms written by ELVIA Ver-



{SF millions}

{SFm 1995 1996 1997
Gross premiums written 2,470 2,830 2.36]

Property/Casualty 1,521 1551 1,450

ifefHealth 949 1278 917
Loss/expense ratic in % 106.5 1065 106.9
Net income 44 56 74
Investmants 7,091 8,024 8,526
Stockholders” equity 640 682 725
Number of employees 3100 2,215 2,248

sicherungen in property and casualty
insurance went down by 13 percent
to DM 1.1 billion, primarily because
of having ceased to write reinsurance
business. Not even further dynamic
growth in the revenue of ELVIA Reise-
versicherungsen, EIVIA’s travel insur-
ance operation ~ which recorded
premium income of DM 551 million
- could compensate fully for this de-
crease. The company achieved a lead-
ing position in the Italian travel insur-
ance market by taking over Compag-
nia Europea di Assicurazioni. Exclud-
ing the effect of a non-recurring item
in the previous year, life insurance
achieved premium growth of 11 per-
cent to DM 1.1 billion. Net income of
the EIVIA group increased by DM 27
miflion to DM 91 million, helped by
the moderate level of claims, the fa-
vorable cost situation and a substan-
tial improvement in investment in-
come.

Berner Versicherungsgruppe also
suftered a decrease in revenue from
property and casualty insurance. Pre-
mium income from this business went
down by 3.2 percent to DM 864 mil-
lion. This was mainly duc to the fall
in average premium rates for automo-
bile insurance right across the mar-
ket. By contrast the company held its
premium income from fife insurance
at DM 730 million, slightly ahove the
previous year’s level.

Allianz Schiweiz recorded total
premium income of DM 419 million,
divided equally between property
and casualty insurance and life insur-
ance. Despite flerce competition on
price following deregulation of the
market for third party liability auto-
mobile insurance the company held
on to its position in the market. On

the life insurance side, sales of single
premium policies held up particularly
well,

Qur companies in Switzerland im-
proved net income by 28 percent
overall to DM 106 million. Coopera-
tion between them is to be further
strengthened in order to create and
exploit further potential for synergy.

Spain

Our premium income in Spain went
up by 10.7 percent in local currency
to the equivalent of DM 1.2 billion af-
ter tranglation. The increase was
linked to the upiurn in economic ac-
tivity in Spain. Lioyd Adriatico Es-
pafia - acquired in 1996 — con-
tributed DM 100 million to the total.

In property and casualty insur-
ance Allianz RAS Seguros recorded
premium growth of 4.7 pereent to DM
762 million against the background
of a market devoid of growth. Indus-
trial risk business provided a strong
impetus for growth, but automobile
insurance also performed well in a
difficult market environment.

The life insurance business of
Allianz RAS is heavily dependent on
single premium business as a result of
taking over the pension commit-
ments of Banco Popular. Total premi-
um income from life insurance busi-
ness rose by 29 percent to DM 318
million. A further DM 116 million
can be added to this from the life in-
surance business of Exrovida. This
joint venturc with Banco Popular in-
creased its premium income by 61
percent in 1997, The successful launch
of a new savings product was the
main reason behind this dynamic per-
formance.

The much lower level of interest
raies on Spanish capital markets re-
stricted the extent of any improve-
ment in investment income. Even so
Allianz RAS Seguros increased its pre-
tax profit by 13 percent to DM 48
million, thanks mainly to the cost
benefits of integrating Lloyd Adriatico
Espafia and the good carnings coniri-
bution from life insurance. Earnings
after tax went <own slightly to DM
39 million because most of the tax
losses brought forward had already
been used up in the previous year.
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{ESP millions) 1995 19967 19977
Gross premiums wiitten 102,526 82447 91,417;
Property/Casuafty 48491 51680 64,534
Life/Health 54,035 20,787 %ﬂ%
Lossfexpenserratio in % 1063 1062 LZZ
Net income 1421 36656 3,306
Investments 107,450 148222 170,931
@;kholders’ enuity 7182 12089 13243
Number of employees 727 882 366

) including Lioyd Adriatico Espafia, merged in 1996



Eurovida improved on the previ-
ous year’s good result by a further
13.6 percent to DM 9.2 million.

Portugal

Portugal Previdente successfully com-
pleted the integration of the recent
acquisitions A Social and Scottish
Union de Portugal in the year under
review. As a result of the merger its
premium income rose by well over 60
percent to DM 371 million. In proper-
ty and casualty insurance the increase
was as high as 67 percent. Life insur-
ance business benefited from the more
intensive cooperation on the market-
ing side agreed with the banking
group Fonsecas & Burney.

The profit contribution from life in-
surance was not sufficient to compen-
sate for the increased loss and expense
ratios in non-life business. Despite the
good performance of the Portuguese
capital market, net income declined
to DM 8 million.

Hungary

Our Hungarian subsidiary Hungdria
Biztositd increased its premium in-
come by 27 percent in local currency
— faster than the market as a whole -
to DM 553 million after translation.
Hungaria further strengthened its lead-
ing position in the market for proper-
ty and casualty insurance, especially
in the automohile insurance sectot.

We increased our market share of
life insurance business in Hungary by
a further 2 percentage poinis to 7.5
percent. Qur entry into the market
for pension fund business —~ a growth
market in Hungary — was particularly
successful. After doubling the number
of our customers in 1997, Hungdria is
now market leader out of 290 insur-
ance cartiers in this field,

In 1997 Hungiria was the first to
offet health insurance incorporating
daily benefit rates in the eveni of in-
capacity for work.
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Hungaria’s earnings of DM 37 mil-
lion fell short of the high level
recorded in the previous vear. Al-
though helped by premium rates for
automobile physical damage insur-
ance being brought more into line
with the risks involved, earnings
were at the same time adversely aft
fected by much lower investment in-
come resulting from the decline in
interest rates.

Other European countries

In addition to the European markets
referred to individually above we al-
so have operations in Belgium, Den-
mark, Greece, Luxembourg, Norway,
Poland, Russia, Sweden, and the Slo-
vak and Czech Republics. In these
countries we generated total premi-
um income equivalent to DM 518
million after translation, mostly at a
profit. We have equity interests in
two insurance companies in Turkey.



B illianz
im the NAFTA aresz

Our companies in the countries which
are signatorics to the North American
Free Trade Agreement (NAFTA) in-
creased premium income by 6.9 per-
cent in local currency. The renewed
strength of the US dollar meant that
in DM terms the growth raie was as
high as 23 percent. Premiums written
totaled DM 14.6 billion. Profitability
again improved at most of the com-
panies concerned.

Unites States

Intense competition continued to
dominate the United States property
insurance market in 1997, affecting in-
dustrial and commercial risk business
in particular. Against this background
Fiverman’s Fund was not able to main-
tain the same growth rate in gross
premium income as in previous years.
The situation was compounded by the
elimination of unprofitable business
and in particular by the San Francisco
Re subsidiary ceasing to write reinsur-
ance business. The significant increase
in crop failure insurance was not suf-
ficient to compensate for this. Premi-
ums written went down by 2.7 per-
cent in local currency. Afier translation
at closing raies of exchange there was
a 12.2 percent increase in premium
income to DM 7.1 billion.

Net income increased to DM 423
million after translation. Much lower
natural catasirophe losses and much
higher investment income contributed
to the improvement in carnings.

The global insurer of industrial
risks Allianz Insurance Company
(AIC) increased its premium income
in local currency by 11,3 percent.
The figure after translation was DM
921 million.

Increased claims expenses meant
that, notwithstanding the improve-
ment in investment income, net in-
come of DM 23 million remained the
same 3as in the previous year.

QOur United States lite insurance
company Alllanz Life maintained the
good growth rate recorded in the
previous year, increasing premium in-
come by 17.5 percent in local curren-

¢y to the equivalent of DM 5.9 billion
after translation. The growth was
mainly due to sustained strong de-
mand for single-premium variable an-
nuity products. The attractiveness of
these products was boosted by the low
level of interest rates and the good
performance of the funds in the range.
The growth was further underpinned
by the cooperation arrangement with
Life USA and by the expansion of lifc
reinsurance business.

With increased net income from
investments, overall earnings for the
year showed a substantial improve-
ment, exceeding the previous year's
figure by 12.4 percent at DM 204 mil-
lion for the year under review.

Canada

Our premium income in Canada rose
by 15.3 percent in local currency to
the equivalent of DM 468 million af
ter translation, Most of the giowth
again came from global industrial risk
business and from the products of
the Grey Power broker organization
aimed specifically at the senior citi-
zen market. The Grey Power organi-
zation specializes in automobile in-
surance. Both sectors recorded above-
average growth in 1997,

Despite the growth in premium
income and a significant increase in
investment income, net income of
DM 18 million in Canada fell short of
the previous year's good result (1996:
DM 20 million). This was due to sub-
stantially increased claims expenses
in third party liability automobile in-
surance in the provinces of Alberta
and Quebec.

Mexico

The economic recovery in Mexico
continued unabated in 1997. Our com-
pany Allianz México §. A. increased
its premium income by 38 percent in
local currency to a total of DM 131
million after translation. The company
benefited even more than in the pre-
vious year from the successful bancas-
surance cooperation arrangement
with BanCrecer, which is now con-
tributing 30 percent of total revenue.

Earnings were increased to DM 2
million.
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" Firemar's Fund

(USD milling; 1995 1996 1997
5rgs premiums written 3772 4080 3670
Loss/expense ratio in % 1425 1101 109.8
Wet income -280 226 236
inlqstmems 10,288 11,317 12,230
Stocktolders' aquity 3148 323 3611
Numiber of emplayees 7885 8157 8334

AIElanlefe e
(USD milions) 1995 1996 1607
Gross premiums witen 2438 2796 3,285
Nat income 87 o 114
Invagimeants 3184 3695 3,641
S_tockholders’ Boity 951 014 1,218
Mumber of empioyees 606 537 53§




Allianz Group

Premiums written in North
and Souih America as a % of
Group premium income

Allanz In
South America

Following privatization and deregula-
tion, the countries in South America
have developed into an important
growth region during recent years.
Our premium income in South Amer
ica has doubled as a result of includ-
ing the Venezuelan company Adriiti-
ca de Seguros C. A. in the fnancial
statements for the first time. Total pre-
mium income in 1997 was DM 367
million.

Argentina

The insurance market in Argentina is
currently undergoing restructuring.
The process of concentration through
the takeover of portfolios and busi-
ness continues. Allianz RAS Argentind
increased its premium income in local
currency by 25 percent to the equiva-
lent of DM 80 million. Growth was
generated exclusively from personal
lines in property and casualty business.
Net income for the year improved to
DM 2.5 million.

Chile

The premium income of our compa-
nies in Chile increased by 20.5 percent
in local currency. This is the equiva-
lent of DM 157 million. Property and
casualty business and life insurance
contributed to this growth in equal
proportions. Life insurance with gross
written premiums of DM 84 million
profited from the successful expansion
of pension fund business. Although
property insurance declined, on the
market overall, our company was able
to bring about an improved result with
a more aggressive sales policy. This
success, combined with the fact that
the start-up finance of the life insur-
ance company Allianz Bice was rather
lower than planned, meant that the
previous year’s loss was halved to
DM 3.8 million.
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Venezuela

The insurance market in Venezuela has
recovered and stabilized following
years of recession and high inflation.
Addridtica de Seguros C. A. — in which
we increased our shareholding from
20 to 56 percent - increased its pre-
mium income in local currency by
45.5 percent. This is the equivalent of
DM 147 million. The company’s
growth stemmed mainly from the ex-
pansion of fire and engineering insur-
ance. The company is market leader
in both branches of insurance. Since
commissions rose disproportionately
and conditions in the capital market
deteriorated, net income in 1997 fell
back to DM 13 million (1996: DM 28
million).

Brazil

Our affiliate AMianz Bradesco in Brazil
expanded its premium income in lo-
cal currency by 38.1 percent. The re-
covery in automobile insurance
throughout the market and a substan-
tial growth in industrial business in-
creased gross written premiums to the
equivalent of DM 233 million. Excep-
tionally strong investment income en-
abled total net income to increase ta
DM 25 million (1996: DM 15 million).



2 Alllanz in Asla

The full effects of the financial and
currency crises on insurance business
in the Asia-Pacific region will only be
felt in coming vears. If large infra-
structure projects are put on hold for
the time being this will have a direct
effect on industrial business. The high-
er levels of unemployment and lower
disposable incomes will put a brake
on growth in personal lines. The rein-
surance market throughout the Asia-
Pacific region is also suffering from a
substantial reduction in premiums.
There are, however, also positive de-
velopments: markets continue to open
up ~ as promoted by the World Bank
and the World Trade Organization —
and barriers to entering the markets
are being broken down. These are
factors which enhance our opportuni-
tics for doing business in this region.
The premium volume achieved by
our Group companies grew by 20.2
percent to a total of DM 192 million.

Singapore

Allianz Insurance Singapore — 10 date
the biggest company in Asia — achiev-
ed premium income equivalent to
DM 90 million, In local curtency this
was more than 40 percent up on the
previous year. As the main industrial
insurer the company benefited espe-
cially from big infrastructure projects
in the surrounding countries. It also
derived advantages from its role as 4
reinsurance centre for all group com-
panies and cooperation partners in
this region. However, the result was
marred by increased investment in
improving the organization and ser-
vices,

Even so the company made 2
profit of DM 0.6 million.

Hong Kong

As anticipated, Allianz Cornhill n-
surance (Far East) in Hong Kong ex-
perienced 2 difficult vear in 1997,
Since the construction of the new air-
port is practically complete and pre-
mium rates in the market continued
to decline, premium income was re-
duced by 17 percent to DM 34 mil-

lion. The cautious underwriting policy
also contributed to this decline. De-
spite an improvement in the loss ratio,
net income was halved to around DM
1 million.

Indonesia

Industrial insurer Alfanz Utama
Indornesia achieved premium income
equivalent to DM 22 million. This
was more than 50 percent up on the
previous year in local currency. Tur-
bulence in both currency and capital
markets combined with a poor un-
derwriting result to reduce net in-
come to DM 0.7 million.

The establishment of the newly
founded life insurance company
Allianz Aken Life made good progress
despite the fact that the company was
particularly affected by the financial
crisis in Indonesia. An expanded dis-
tribution network enabled the com-
pany to achieve premium income of
more than DM 8 million. Qur inten-
tion is also to build up pension fund
business in the future.

Thailand

The development of insurance com-
pany Navakif in Thailand in which
we have a 15 percent interest pro-
ceeded satisfactorily. However, it was
necessary to make substantial write-
downs on investments and this signif-
icantly reduced the result to DM 1
million.

People’s Republic of China

Up to now we have established a
presence through representative of
fices in Beijing, Shanghai and Guang
zhou. Following preliminary approval
for founding a life insurance company
in Shanghai we are making prepara-
tions to enter the market together with
our Chinese joint-venture partner.

The Philippines

Investment in the Philippines has
again borne fruit. Together with 2 lo-
cal partner we have founded the life
insurance company Pioneer Allianz
Life lnsurance. We are building up
our distribution channels, developing
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new products and preparing a broad-
ly based advertising campaign.

Korea

In Korea we received approval for es-
tablishing a representative office
which opened in Seoul in the middle
of 1997.

India

We also received permission to open
up a representative office in the high-
ly regulated Indian market. In addi-
tion we came to an agreement with
the Indian financial services provider
Alpic Finance Ltd to found a joint
venture. This is intended to conduct
health insurance business if the mar-
ket opens up for foreign insurers.

Japan

Increasing deregulation in the Japan-
ese insurance market considerably
sharpened competition. Nevertheless
our company Allianz Fire and Marine
Insurance was able to achicve growth
in premiums of 4.9 percent in local
currency equivalent to DM 47 mil-
lion. Despite worsening market con-
ditions the company succeeded for
the first time in underwriting direct
business from a Japanese company.
This sales success is all the more im-
portant since considerable losses
were sustained in reinsurance busi-
ness during the same petiod. The
company also achieved a positive re-
sult of DM 1.2 million despite heavy
investment in data processing.
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B Allianz in Ausiralia

In Australia we increased our partici-
pation in the MMI Group — one of
the biggest insurers in the country -
to 42.5 percent. Its premium volume
was DM 1.8 hillion in the fiscal year
June 1997. This constitutes 10 percent
growth.

The company increased its earn-
ings by 20 percent to DM 58 million.
The favorable development of the
capital market was a significant factor
in contributing to this increase. Earn-
ings for the current 1997/98 fiscal
year are suttering substantially from
higher claims expenses and a decline
in investment income.

MMI is supporting Allianz in
opening up individual markets in the
Asia-Pacific region. The company has
a stake of 20 percent in each of our
companies in Singapore and Indone-
sia. It has plaved an important role in
preparations for taking on health in-
surance business in India.

B Alllanz in South Africa

As the leading industrial insurer in
South Africa we again achieved a
marked increase in gross written pre-
miums with Allianz of South Africa.
Premium income increased by 51
percent to DM 235 million. In this
market we are establishing ourselves
as specialists for alternative forms of
risk transfer. The increased demand
for such solutions is supporting our
expansion here,

Farnings improved to DM 3 mil-
lion mainly as a result of the favor-
able claims experience in traditional
commercial lines.



B Investmenis

The toral book value of investments
held by the Group increased in 1997
by DM 52.2 hillion or 19.5 percent to
DM 319.1 billion. The investments of
the Vercinte Versicherungsgruppe
amounting to DM 30.5 billion are in-
cluded for the first time. Without their
inclusion growth would have been
8.1 percent.

Total net income from investments
increased by 19.4 percent to DM 22.4
bilion (1996: DM 18.8 billicn). The
net return was 7.7 percent (1996: 7.3
percent).

Including investments held for
variable annuity policyholders, for fi-
nancial services and for third parties,
we had assets under management
worth DM 469.5 billion at current
market values.

Financial markets

During the course of 1997 most of
the world’s bond markets experi-

enced a further decline in interest lev-

els for long maturities. In Germany
interest rates on 10-year Bunds were
5.3 percent (1996: 5.8 percent) at the
close of the year. On the other hand
the interest for 3-month investments
{Fibor) increased from 3.1 to 3.6 per
cent in the German market against 2
background of a constant discount
rate at 2.5 percent.

The main stock markets of the
world — with the exception of Japan
- ended the vear with substantial price
gains. In Germany the DAX rose from
2,889 points to 4,250, a gain of 47.1
petrcent. The Asian crisis in autumn
1997 only had a temporary effect on
international capital markets but ne-
cessitated a write-down requirement
of DM 104 milliont in our portfolios
investing in Asian shares.

With regard to currencies, at the
year end the US dollar stood at 1.79
DM/USD, 15.3 percent above the rate
of 1.55 DM/USD at the end of the
previous year. The pound sterling rose
to 2.98 DM/GBP (+13.5 percent)
while the Swiss franc rose to 1.23
DM/CHF (+7.2 percent). The French
franc was practically unchanged com-
pared with the previous year at 0.299

DM/FRF, as were the Italian lira at 1.02
DM/1000 ITL and the currencies of
the other members of the European
monetary union.

Porifolio structure

New investments were concentrated
in registered and bearer bonds. Inter-
est rate movements were taken into
account by selective management of
the structure of maturities in the port
folios. We also expanded ocur trading
portfolios in equities and continued
to diversify internationally.

Investments held by the property
and casualty insurance companies
amounted to DM 115.3 billion (1996:
DM 104.0 billion) worldwide, those
held by the life and health insurance
companies DM 203.7 billion (1996:
DM 162.9 billion). Additional invest-
ments amounting to DM 24.0 billion
(1996: DM 18.5 billion) were held
separately for variable annuity policy-
holders. In addition the consolidated
balance sheet contains for the first
time investments amounting to DM
4.5 billion held for financial services
business.

Real estate

The book value of property assets
rose by DM 2.0 billion to DM 20.0
bitlion (1996: DM 18.0 billion). The
market value of these assets was DM
27.5 hillion so that the valuation of

Allianz Group
Assets under management 12/31/1997

Allianz Group
Net retum on invesimerts
as % of average value

1995 1996 1997
7.2 73 _ 77
Allianz Group -

investments by class of busingss
in BM bn

1996

1997

Property/Casualty

104.0

115.3

Life/Health

162.9

203.7

Market value

Book value

DM mn

DM mn

Real estate

27,508

59

Dividend-bearing stocks

135,024

28.8

20028
61,906

Fixed income securities

100,751

214

93,658

Other intersst-earning assels

143,469

30.5

143,469

Investments (asset heading C

in consolidated balance sheet)

406,752

86.6

investments held for variable annuity policyholders

{asset heading D in consolidated balance sheet)

24,008

8.1

Investments held for financial services business

{asset heading E in consolidated balance sheet)

4,476

1.0

Additional investments held for third parties

{(non-consolidated)

34,208

73

Total assets under managemeht

469,534

100.0
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real estate incorporates hidden reserves
of DM 7.5 billion. At present we arc
carrying out three big construction
projects in Berlin-Treptow, in Unterfoh-
ring near Munich and at the Munich
Head Office. The new buildings for
the branches of Allianz Versicherungs-
AG in Berlin and Bavaria will be fin-
ished in 1998. This will create effi-
cient, cost-effective structures by bring:
ing together important functional ar-
€as. By the end of 1997, DM 1.2 bil-
lion of the planned total investment
amounting to DM 1.8 billion had al-
ready been tealized.

Dividend-bearing stocks

Dividend-bearing stocks include
shares, investments in associated and
non-consolidated affiliated enterprises
and holdings in investment funds. The
book value of these securities amount-
ed to DM 61.9 billion (1996: DM 48.8
billion) of which associated and affili-
ated companies accounted for DM 4.9
billion (1996: DM 8.7 billion) and
shares and other holdings DM 57.0 bil-
lion (1996: DM 40.1 billion).

The market value of dividend-
bearing stocks at the year end was DM
135.0 billion, so there were valuation
reserves of DM 73.1 billion. DM 53.4
billion (1996: DM 34.8 hillion) of the
market value was accounted for by
industrial companies and banks which
we held as permanent holdings, with
DM 50.6 billion (1996: DM 33.5 hil-
lion) of that amount relating to Ger-
man companies. All these permanent
holdings are shown in detail on page
79. The market value of our 25 per-
cent holding in Miinchener Rickver-
sicherungs-AG was DM 14.2 billion,
our other remaining holdings in asso-
ciated and affiliated companies DM
3.8 billion. Our holdings in invest

Allianz Group
Valuation reserves at 12/31/1997

ment funds and equity positions held
in local portfolios for trading purpos-
es had a market value of DM 63.6 bil-
lion.

Fixed income securities
and other interest-bearing assets

Fixed income securitics with a book
value of DM 93.7 billion (1996: DM
87.5 billion) incorporated valuation
reserves of DM 7.1 billion; their mar-
ket value was thus DM 100.8 billion.
Fixed income securities are predomi-
nantly liquid government securities
and investments with other horrow-
ers of high credit standing.

We also have DM 22.9 billion
(1996: DM 20:.2 billion) invested in
mortgages, DM 110.2 billion (1996:
DM 82.9 billion) in lendings such as
registered bonds and debentures, and
DM 10.4 billion (1996: DM 9.5 bil-
lion) in other interest-bearing asseis
such as money-market investmernts
and deposits retained by others under
reinsurance business assumed. These
investments are generally held until
maturity and then redeemed at par
vahue, hence no revaluations are
made during their term.

Investments held for third parties

DM 24.0 billion (1996: DM 18.5 bil-
lion) was held in separate portfolios
on account and at the risk of variable
annuity policyholders.

Invesunents held for financial ser-
vices business constitute 2 new bal-
ance sheet heading amounting to DM
4.5 billion. They comprise loans and
advances to customers and other in-
vestments of Allianz Bauspar AG
amounting to DM 3.5 billion and of
Augshurger Aktienbank AG amount-
ing to DM 1.0 billion.

Group Property/Casualty Life/Health

DM bn DM bn CM bn

Real estate 75 35 44
Dividend-bearing stocks 73.1 497 23.4
Fixed income securities [A 31 40
Total 877 56.3 314
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Investments totaling DM 34.3 bil-
licn (1996: DM 30.5 hillion) that we
manage through our asset manage-
ment framework for private and insti-
tutional investors and for Allianz Ver-
sorgungskasse VvaG are not included
in our consclidated balance sheet.
The retail funds of KAG -~ the Allianz
investment company - also devel-
oped extremely positively this year
and achieved excellent performance
for their investors. As in the previous
year, their performance received the
prestigious “DM Micropal Awards” for
outstanding achievement in fund
management. Special funds for insti-
tutional investors, Italian investment
funds and the management of pen-
sion funds in various countries com-
plete the range of services offered in
the sphere of asset management for
third parties.

Allianz had investments under
management with a total market val-
ue of DM 469.5 billion at the end of
1997.

Financial innovations

Allianz companies make comparative-
ly little use of derivative financial in-
struments such as options, futures
and swaps, and then primarily for
risk management purposes. Local
monitoring of this type of business is
complemented by financial and risk
control throughout the Group. At the
balance sheet date all open positions
relating to options, forward transac-
tions, swaps and similar instruments
had a principal value of DM 6.7 bil-
lion (1996: DM 1.5 billion) or 1.8
percent {1996: 0.5 percent) of the
consolidated balance sheet total.
These activities contributed a total net
loss of DM 11 million to the consoli-
dated income statement.

Net investment result

Investment income and expenses are
shown separately for life and health
insurance and for property and casu-
alty insurance on page 83 in the
notes to the consolidated financial
statements. Changes in the valuation
of investments held for variable annu-
ity business have no effect on earn-
ings. Such changes are adjusted di-

rectly against policyholders’ funds by
means of a corresponding adjustment
to the agprepate reserve. The result
from financial services business has
heen included in the income state-
ment for the first time.

Current income from investments
increased by 16.0 percent in the year
under review to DM 21.8 billion
{1996: DM 18.8 billion). Realized in-
vestment gains totaled DM 3.8 billion
(1996: DM 2.8 hillion), with DM 78
million (1996: DM 179 million) com-
ing from investments in affiliated and
associated companies, DM 271 mil-
lion (1996 DM 165 million) from real
estate, and DM 3.4 billion (1996: DM
2.4 billion) from securities and other
interests. The last-named item derived
principally from reallocation of nomi-
nal values in the portfolio and selec-
tive sales in the share portfolio.

Realized investment losses amount-
ed to DM 195 million. (1996: DM 197
million). Write-downs at the balance
sheet date of DM 1.6 billion (1996:
DM 1.5 billion) were at the same low
level as in the previous year as a re-
sult of the favorable development in
capital markets. DM 781 million (1996:
DM 831 million) was attributable to
securities, DM 772 million (1996: DM
586 million) to real estate and DM 13
million (1996: DM 34 million) to in-
vestments in affiliated and associated
companies. Other investment expens-
es amounted to DM 1.4 billion (1996:
DM 1.2 billion), comptising a net
transfer to special untaxed reserves of
DM 84 million (1996: DM 67 million),
investment management expenses of
DM 1,032 million (1996: DM 831 mil-
lion) and interest charges amounting
to DM 289 million (1996: DM 307
million).

Total net income from investments
came to DM 22.4 billion (1996: DM
18.8 billion), comprising DM 15.5 bil-
lion (1996: DM 13.1 billion) from life
and health insurance and DM 6.9 bil-
lion (1996: DM 5.7 billion) from
property and casualty business. The
net return on the average book value
of investments was 7.7 percent (1996:
7.3 percent}.

Financial services business made
an initial contribution of DM 19 mil-
lion to consolidated group earnings
in the year under review.
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Alliznz Kapitalanlagegesellschaft
(KAG) ~ Allianz's investment man-
agement company - came out
top in all three group categories in
the “DM Micropal Awards 1997"
for smaller companies (up to 9
funds under management), These
annual awards presented by the
“DM" financial magazine and the
“Micropal” fund database service
are the equivalent of Oscars for
outstanding performance in the
fund management sector.



B Loocking Ahead

Acquisition of the AGF group

The main event in the current fiscal
year was the acquisition of a 51 per-
cent holding in Assurances Générales
de France (AGF), the parent compa-
ny of the second largest private-sector
French insurance group. This acquisi-
tion takes the Allianz Group a signifi-
cant step closer to the attainment of
its strategic ohjectives.

In October 1997 Generali made
the sharcholders in AGF a takeover
offer. The management of AGF rec-
ommended to its shareholders not to
accept this offer. At the same time the
management embarked on a search
for other more advantageous alterna-
tives for the company and its share-
holders. The result was an agreement
with Allianz which made an offer
supported by AGF with the objective
of gaining control of 51 percent of
the shares. The offer provided share-
holders with two options:
¥ Sale of shares at a price of FRF
320 per share (principal offer)

F Offer to sell the share and receipt
of contingent value rights (CVR) that
can be exercised between June 1 and
June 15, 2000 (alternative offer) struc-
tured as follows:

P If the share price of AGF is FRF
320 or lower within a given period,
the shareholders have the option of
offering their shares together with the
CVR to Allianz at FRF 360,

¥ If the share price of AGF is be-
tween FRF 320 and FRF 360 during
the given period, the holders of the
CVR receive the difference between
the actual share price and FRF 360.

An agreement was reached in dis-
cussions with Generali which permit-
ted that company to achieve its objec-
tive of attaining a significantly im-
proved position in Europe without
taking over AGE The agreement is as
follows:

P Sale to Generali of the French com-
panies Groupe des Populaire d’Assur-
ances (GPA) and Proxima as well as
of the shares in AMB held by AGF
and Allianz.

P Sale of the pasticipation of AMB
in the Royal Nederland to AGF.
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Overall Allianz was offered 1.6 per-
cent of the capital stock in the princi-
pal offer and 77.1 percent in the alter-
native offer. In accordance with the
terms of our takeover offer, we exer-
cised the right to transfer to the prin-
cipal offer as many bids from the al-
ternative offer as were required until
we had a majority of 51.0 percent of
the capital stock. Contingent value
rights had to be issued for the remain-
ing bids of the alternative offer for 27.7
percent of the capital stock. If the price
of AGF shares is FRF 320 or below
during the given period, this holding
of shares and rights could be offered
to Allianz. The total expenditure for
this could he up to FRF 18.6 billion.

We anticipate that AGF will have
gross premium income of DM 28 bil-
lion by the year 2000 and a return of
9 percent after taxes on our purchase
ptice. The prerequisite for this sce-
nario is rapid and efficient integration
of AGF into the Allianz Group.

New business areas

Allianz Asset Management GmbH was
founded at the beginning of 1998 in
our new core business area of asset
management. The aim of this compa-
ny is to ensure enhanced provision
of the services of professional asset
management to third parties in the
future. Investment funds and pension
fund management will be a particufar
focus of attention. The new company
will also play a role in linking more
closely all investment activities within
the Group.

On March 1, 1998 we founded
Allianz Capital Partners GmbH in or-
der to be in a better position to pro-
vide venture capital. This company will
invest in unlisted companies in Eu-
rope. Creative advisory services com-
bined with longterm financial mod-
els will make us an attractive partner
for small and medium-sized compa-
nies and for indusiry.

Finally we should like 1o complete
our range of services with in-house
mortgage products, particularly target-
ed at German private customers. This
will be the task of Allianz Bauspar AG
(formerly mh-Bausparkasse) which
we have taken over together with the
Vereinte group from Swiss Re,



Legal action
against European insurers

A suit was filed against 16 European

insurers in New York last year, includ-

ing four subsidiaries of Alllanz AG. The
companies were accused of enriching
themselves by failing to pay out on life
insurance policies t¢ the survivors of
victims of Nazi persecution. -

We consider these accusations to
be unjustified. But despite this, we
have taken the issue extremely seri-
ously and immediately started an in-
vestigation, We commissioned ac-
countants Arthur Andersen to secure
and evaluate the relevant policy files
which are in the archives of Allianz
Lebensversicheruns-AG. We set up
helplines in Europe, North America
and Israel so that any claims that may
have remained open could be regis-
tered with a minimum of bureaucra-
cy. Despite a massive response only a
handful of cases were found to have
any connection with our subsidiary
companies. In only 12 cases was it
possible to find any evidence that
there might have been an insurance
policy on which no payment had
been made in the aftermath of the
war and for which no compensation
had been paid by the Federal Repub-
lic of Germany. In these cases we of
fered goodwill payments.

We sought contacts with Jewish
organizations immediately after the
accusations were levelled against us.
In April 1998, following intensive dis-
cussions with these organizations and
American insurance regulatory authori-
ties, four European insurance compa-
nies, including Allianz AG, signed a
declaration of intent. An independent
commission will be set up to exam-
ine the accusations and regulate any
claims that may still be open.

Independently of this we have
asked Professor Gerald D. Feldman of
the University of California (Berkeley)
to investigate the history of Allianz
during the periods of the Jate Weimar
Republic, the Nazi period and the
postwar phase of compensation for
wrongs committed under the Nazi
regime. A team of historians under
his direction is currently carrying out
research in state archives located in
Germany, Poland, Hungary, Russia

and other countries. The results of
this research — 4 book on the history
of Allianz — is scheduled for publica-
tion in 1999,

New capital

In early 1998 we made use of the
continuing favorable climate in the
stock market and the low level of in-
terest rates to improve our capital
base and structure. We made the fol-
lowing issues:

P Cum rights T-for-34 capital in-
crease in Allianz AG at an issue price
of DM 220 per share. This increased
the equity capital overall by DM 1.5
billion.

P Capital increase in Allianz AG
excluding cum rights ~ in accordance
with the legal requirements of

§ 186(3), sentence 4, of the German
Corporation Act (AktG). Shares in a
volume of approximately DM 1.3 bil-
Hon were placed with national and
international investors.

¥ 3 percent convertible bond on
shares of Deutsche Bank AG by
Allianz Finance B.V., Amsterdam. This
bond of DM 2 billion is guaranteed
by Allianz AG and has a term of 5
years.

P 5 percent bond by Allianz Finance
B.V., Amsterdam. This bond of DM 2
billion is guaranteed by Allianz AG
and has a term of 10 years.

P 5 percent bond by Allianz Finance
B.V.,, Amsterdam. This bond of 4 bil-
lion French francs is guaranteed by
Alljanz AG and has a term of 10
years.

Earnings forecast

Excluding the carnings contribution
from the AGF group we anticipate
that current business activities will
again generate double-digit growth in
profits. This assumes the following:
P that the generally favorable claims
trend continues
¥ that there will be no exceptional
burdens due to natural catastrophes
or major damage and
¥ that there will be no major col-
lapses in capital markets.

We expect an additional positive
contribution to earnings from the pro
rata integration of the AGF group.

55



Premium income projection

For the current fiscal year we antici-
pate consolidated gross premium in-

come in the order of DM 107 billion.

This is based on the following as-
sumptions:

¥ that the premium income of the
AGF group will only be included in
the consolidated financial statements
for the period from April to Decem-
ber 1998, and

P that the premium volumes of our
existing Gtoup companies increase
by nearly 4 percent on the basis of
constant exchange rages.
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New accounting standards

The above premium and earnings
projections are stifl based on the ac-
counting principles laid down in the
German Commercial Code which
have been used in the past to prepare
the consolidated financial statements.
Following the establishment of the
relevant legal requirements in 1998
we shall prepare the financial state-
ments for 1998 in accordance with
International Accounting Standards
for the first time. We believe this will
create:

¥ more transparency for our share-
holders

¥ mote opportunities for comparing
our financial statements with those of
international competitors

F increased competitiveness in inter-
national capital markets.

There will be considerable changes
compared with previous financial state-
ments. We will provide information
on this towards the end of the year.



Recommendation for
Appropriation of Profit
Allianz Aktiengeselischaft

Unappropriated earnings of DM
588,495,478.60 are at the disposal of
the Annuaf Meeting of shareholders.
We propose that this amount be used
to distribute a dividend of DM 1.90 on
cach of the Company’s 230,787,094
shares of DM 5 par value which are
entitted to participate in the dividend,
and that DM 150,000,000 be trans-
ferred to other appropriated rerained
earnings.

Munich, May 4, 1998
Allianz Aktiengesellschaft
The Board of Management

Dr. Schulte-Noelle Dr. Breipohl

Bremkamp Dr. Hagemann
Hansmeyer Dr. Rupprecht
Dr. Perlet
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Allianz

in the euro zone

Since 2 May 1998 there has been clar-
ity: the euro will be introduced on
schedule in 11 of the 15 EU countries
on 1 January 1999, The realization of
European monetary union (Emu)
brings big opportunities for Allianz.
We are already Europe’s leading in-
surer. This market position in the eu-
o zone creates 2 significant competi-
tive advantage for us. Customers and
shareholders will benefit from the in-
troduction of the euro.

Initially the euro can only be used
for cashless transactions, for example
giro transfers. The euro will then be
introduced as coins and banknotes af
ter a further three vears. During this
transition period until the end of
2001 the national currencies will still
be legal tender. The euro will be-
come legal tender in the vear 2002,

B Well-prepared
for the suro

Additional opportunities
for income

Conversion to the euro affects nearly
all areas of an insurance company, al-
though at different points in time. In-
surance products, their rates and con-
ditions are affected by monetary union
in the same way as transactions, ac-
counting and sales. The effect on in-
vestments is especially great. After the
introduction of the euro we will be
able to tnake use of additional oppor-
tunities for income.

We are confident that we are well
prepared ro meet the challenges of
monetary union, and we are con-
vinced that we will be successful in
continuing to increase the profitability
and value of the Allianz Group.

Leading player in the euro Zone

The euro zone is our domestic market.
We started 0 expand our business at
an early stage. During the period when
Allianz was developing into a multi-
local insurance group many compa-
nies joined us who were well posi-
tioned in their national markets. The
acquisition of a majority shareholding
in Assurances Générales de France
(AGF) in April 1998 provided a well-
positioned company in France, un-
doubtedly one of the core countries
of the European Union. Int conjunc

) Market per capita Unemploy- stock market

population (1) GDP {2) ment (3)  capitalization (4)

1996 In millions E in % in § billions

Austria 8.1 25,583 7.3 36.8
Belgium 10.2 23,875 12.5 136.8
Finland a1 22,927 137 73.8
France 58.4 23,875 12.0 674.2
Germany 81.9 25,836 15 §25.0
Ireland 36 20,077 94 48.9
Italy 575 19,943 12.2 345.2
Luxemnbourg 0.4 37,081 34 338
Netherlands 15.5 23,422 51 468.8
Portugai 99 - 9814 6.5 388
Spain 39.3 13,583 20.2 290.7
EU-11 289.8 21,75% 123 29729
USA 265.6 29,434 47 10,687.6

{1} Seurce: QECD (2 Saurce: OECD (3) current status in each case: Source national statistical authorities
{4) Status 12/31/1097. Seurce: German stock exchangs, Factbook
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tion with this important Group and
its numerous investments abroad, our
posttions in other European markets
are also being strengthened. We will
be among, or close to, the first five
leading insurers in nine out of cleven
euro countries,

We now achicve 72.5 percent of
our premium volume in member states
of the Buropean Union. This year that
will amount to around DM 61 billion.
This position and the local know-how
of the individual insurance companies
in the Allianz Group establish us as
the leading insurer in the euro zone.

Data-processing conversion

We are well advanced with technical
preparations for the new currency.
Conversion of data-processing sysiems
represents the biggest expenditure. A
“big bang” scenario with conversion
of all systems throughout the Group
on a single day would be too risky
and we will therefore adjust our data-
processing systems over a period of
time. The transition period of three
years gives us the necessary room for
manoeuvre in ordet to convert the
business units to the euro at different
points in time.

e W

]

8 Euro countriss

FU states
with national
currency

g

An investment in the future

We estimate that the preparations for
the curo will require an investment
volume of approximately DM 210
million throughout Europe in the pe-
riod up to 2002.

According to our calculations
some DM 110 million will be borne
by the Group companies in Germany.
70% of the expenditure in Germany
will be channelled into data-process-
ing systems, However, these amounts
include investments relating to con-

GDP share for EU 11 in %

Austria 23
Belgium 38

version for the millennium. There are Finland 19
savings to be made here since all ap- France 221
plications systems have to be tested ﬁ:{a”r‘]zny 3“:"2
anyway. lraly 182

Luxembourg 0.2

Capability for Netherlands 5.8

multi-currency transactions Portugal 15
Spain 8.4
100.0

In virtually all the affected Group
companies we have ensured that from
the beginning of 1999, transactions
can be carried out in euros as well as
in existing national currencies. For
our customers this means that pay-
ments can be made for services and
premiums, including direct debit pay-
ments, in both the national currency
and the curo. This is why it is not es-
sential to convert existing insurance
contracts to the euro at the beginning
of 1999. Many private customers who
first have to get used to the new cur-
rency will welcome this.

Accounting in euros

Financial systems are already geared
up for multi-currency capability: from
4 January 1999 share prices will be
quoted in eurcs on stock exchanges.
We are taking account of the emer-
genee of a uniform curo valuation
zone and will prepare the annual fi-
nancial statements for the 1999 finan-
cial year in euros.
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B Currency conversion
of insurance rates

Like all long-term contracts in the
commercial arena, contracts in insur-
ers’ portfolios will have to be con-
veried to the euro by 1 January 2002.
In the meantime the conversion can
take place earlier with the agreement
of both parties. The following distine-
tions should be drawn when convert
ing to the euro:

F the purely arithmetical conversion
of amounts in the national currencies
to the euro,

P the offer of genuine euro rates
and

F international euro products.

First step:
conversion to the euro

Our Group companies in the euro
zone will be prepared, sector by sector,
1o convert or transfer insurance poli-
cies from the naiional currency to the
euro at the request of the customer.
Automatic transfer of the entire port
folio will for the most part be carried
out only during 2001,

Industrial insurance in the
vanguard

In industrial business and partly also
in commercial business, big insurers
in particular will conclude coniracts
in euros for indemnity insurance from
1999. Some have already given notice
that they will be preparing a euro
balance sheet from 1999. We will be
offering these customers insurance
contracts converted to euros in the first
year of the single currency, for exam-
ple in Germany, France, {taly, Austria
and Spain.

Varied demand
among private customers

We expect that in property insurance
there will be a trend for privaie cus-
tomers only to convert their contracts
to euros once the currency is avail-
able in cash. The majority of contracts
in the portfolio of most of the Group
companies will therefore only be
transferred once genuine euro rates
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have been introduced from 2002 (see
below). In some Allianz companies the
insurance contracts can be converted
earlier to the euro if required.

By contrast it is anticipated that
private customers will 2lso wish to
conclude life and casualty insurance in
the new currency before euro cash is
introduced because these insurances
are geared to the long-term. This is
because the euro will be in force for
the main term of the contract and by
maturity the national! currency will
have been consigned to the history
books. All our big life and casualty in-
surance companies in the euro zone
arc geared up for this development.

Rounding off
insurance premiums

When transferring existing contracts,
the premiums will have to be round-
ed off after conversion to euros, and
this must be in favour of the customer.
Although this benefit is not really im-
portant for individual customers,
rounding down lots of small amounts
adds up to substantial amounts of
money. We anticipate a requirement
for reserves running into millions.

Outstanding legal rulings

Life insurers are dependent on the cs-
tablishment of legal terms of refer-
ence. For example, in Germany this
affects the flatrate limit for direct in-
surance (1o provide company direct
pension insurance plans). At present
the maximum amount is DM 3,408,
At the current euro rate of DM 1.97711
this amount rounded to two decimal
places would give 1,723.74 euros. As
yet, there is no legal ruling on estab-
lishing a round figure. Legislators also
need o take into account that it must
be possible to divide the new curo
amount by twelve so that monthly
payments are possible.

Second step:
euro rates

In the case of euro rates for new con-
tracts, the conditions and rates are
geared to round euro amounts and
they must therefore be calculated and
laid down anew. At Allianz we are



pursuing a pragmatic policy geared to
the needs of the customer.

The need for making changes to
existing and new contracts varies in
individual classes of insurance and is
also dependent on the legal frame-
work. For some insurance sectors
there is as vet no evidence of a pre-
cise schedule.

QOur big units are preparing for
comprehensive transfer to the euro
with the objective of offering euro
rates at the latest by the end of 2001.

Third step:
products valid throughout
Eurcpe

The provision of international euro
products is another issue. Here it is
not simply a case of recalculating the
rates of a basically unchanged and fa-
miliar national product into euros tha
is only valid in one country. This con-
cerns products that are sold in several
EU countries calculaied on the same
basis, providing the same service, at
the same price.

Low demand initially

We believe that social and tax legisla-
tion in the member states, as well as
legislation relating to insurance con-
tracts, is currently too diverse to per-
mit such products and that this is
likely to remain so in the near fiture.
In automobile insurance, for exam-
ple, there are no Buropean regula-
tions on minimum sums insured and
deductibles.

Development work in progress

Euro products will only begin to com-
pete with existing products when
there is increased harmonization of
the legal framework and cross-border
standards of cover have been estab-
lished.

We are already working on the
concept of a European product range
in some arcas, for example in inter-
national industrial insurance. We ate
here deriving benefit from the experi-
ence of our local European Group
companies. As a euro insurer we will
have a broadly based body of experi-
ence on the content and standard of

cover. Europe-wide statistical databas-
es for structuring rates that provide
adequate cover for risks are also easi-
ly available to our Group. The devel-
opment phase for our euro products
will, however, last for the entire tran-
sition period because of the big dif
ferences in social and tax systems.

Improvad returns
on inveshmenis

The euro zone provides big opportu-
nitics especially for additional income
on investments, which will primarily
benefit our sharcholders and life-in-
surance customers. The bond and eq-
uity markets will enter completely
new dimensions with the euro, and
we anticipate considerable benefits as
the leading insurer in the euro zone.

Expanded investment area

The national standards for investing
on the principle of matching curren-
cies will be redefined with the intro-
duction of the euro. We are here re-
ferring to the obligation laid down in
national legislation for the main pro-
portion of insured sums to be invest
ed in the same currency as the ser-
vice to be provided.

The advent of monetary union on
1 January 1999 will make the entire
euro zone “domestic” for purposes of
an investment on the principle of
matching currencies.

Expanding bond markets

The euro pensions market will be
bigger, more broadly based, more Hg-
uid and more transparent than the
bond markets separated by currencies
have been up to now.

Bigger volume

The DM pensions market had a vol-
ume at the end of 1995 equivalent to
2.3 billton US dollars, while all the
currencies of the 11 member states
had two and a half times this amount
with the equivalent of 5.9 billion US
dollars. Taken on size, the euro pen-
sions market is worth nearly 70 per-
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cent of the US bond market but is al-
ready 1.5 times the size of the Japan-
ese pensions market.

A more broadly-based market

The breadth of the euro pensions
market will be characterized by the
wide range of issues depending on
the issuer groups, classes of credit
standing, maturities and bond struc-
re.

Corporate bonds will also be part
of the issues which will expand our
range of investments under the sign
of the euro. These bonds are virtually
irrelevant for the German market, but
are an established market segment in
France and the Netherlands. We have
great hopes for an upswing in this
market with the associated big oppor-
tunitics for income. Correspondingly,
the German mortgage bond will pro-
vide a welcome addition to the range
of high-quality investments available
in other countries.

Higher levels of liquidity

An integrated euro pensions market
will increase the liquidity of issues as
a result of increasingly frequent high-
volume issucs replacing several small
to medium-sized issues. This change
in the nature of issues will be accom-
partied by the increased capacity of
the euro pensions market.

Allianz issues the first euro bond

As an issuer we have already taken
account of the new reality. In 1998
we issued two corporate bonds with
identical maturitics, coupons and in-
terest due dates in French francs and
DM. These can be merged after the
introduction of the euro to form a eu-
ro bond with a bigger volume and
more liquidity. This is therefore the
first eure bond issued by Allianz.

Competitive advantage in
evaluation of credit standing

The disappearance of currency risk
with the introduction of the euro will
increase the relative importance of
other types of risk for pricing. Apart
from the interest level, credit stand-
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ing will become the most important
determining factor for the prices of
securities. This increases the impor-
tance of independent ratings, which
gives us a competitive advantage. Our
Group companics already have pro-
fessional analysis departments in all
the important euro member states
which know their markets extremely
well.

Euro equity market
optimizes return-risk profile

Following the introduction of Euro-
pean monetary union we are free to
undertake greater diversification of
our equity investments in the euro
zone. Sector diversification is there-
fore more possible and national im-
balances can be reduced. An equity
investinent broadly diversified across
the euro zone allows us to improve
significantly the return-risk profile of
our investments.

Sector diversification

Entire economic sectors are virtually
or completely absent from some na-
tional stock exchanges. For example,
in Germany this applies to oif, food
and media. The lack of opportunities
to invest in these ficlds of activity has
tWO Cconsequences: nNo opportunities
for income, and insufficient diversifi-
cation of risk across different sectors.

The lack of opportunities for sec-
tor diversificadon will be considerably
reduced when we consider the future
European equity market. Market capi-
talization in the euro zone (at values
of the end of 1997) will be 3.5-fold
that of German market capitalization
at DM 4.9 billion.

Higher liquidity

A further advantage of the curo equi-
ty market is the significantly higher
level of liquidity. Our German compa-
nies are particularly affected because
their high investment volumes have
been hampered by a domestic equity
market that is too small.

Trading volumes are so high in a
maximum of 20 shares in the DAX-
30 that even big positions can be pui-
chased or sold without undesired



price effects occurring. The opportu-
nity presented by the euro zone of
diversifying the equity investment to
a greater number of more liquid secu-
rities will significantly increase the
liquidity of our share portfolio.

Investment strategics directed
along national lines will also be less
relevant in our Group under the sign
of the euro. We will therefore transfer
the most important components of the
investment function from the individ-
ual insurance companies in our Group
to an independent asset management
company, Allianz Asset Management
GmbH. Only integration of important
investment functions throughout the
Group will create the organizational
scope for a consistent, internationally
oriented investment process.

O

The euro and the associated opportu-
nities for the insurance and capital
markets permit us to view the future
with optimism. As the leading insurer
in the euro zone we are well
equipped to make optimum use of
this opportunity for further increases
in income.
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Consolidated Financial Statements
Allianz Group
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DM in thousands

1997 1897 1996

A. Receivables from subscriptions to capital stock ] 5,425 7 6‘272—

_B. Intangible assets &) ' 5,360,066 2912108
C. Investments @ - €3

!. Real estate , ] 20,027,794 ) 17952047

Il. Investments ‘mr affillated and associated companies _ 4,863,285 ) 8,671,592

Hl. Other investments 288,638,82¢ i

_IV‘ Funds held by others under reinsurance business assumed 5,531,610

319,061,518 266,388.00

D. Investments held on account and at risk
of life insurance policyholders 24,007,693 18,509,24

) E. Investments held for financial services business 4,476,158

F. Receivables

iAccounts receivable on direct insurance business ' 8,545,397 876,824
lAccounts receivable on reins_urance business 2,468,446 1.818.579
lli. Gther receivables 4,092,873 3780498

15,106,816 13,475,068

G. Other assets

i. Tangible fixed assets and inventories 973,680 905‘793
11, Cash with banks, checks and cash on hand ’ 1,686,209 1470,8/3
1II. Assets of financial services business other then investments 277,781 7 -

V. Miscellaneous 1,203,791 £18.369
4,141,481 2,885,135

"H. Prepaid expenses &b _ _ ' o
1, Accrued inierest and rents 5,823,824 4.640.650
I1. Gther prepaid expenses ) 2,240,743 1,894.876

] 8,064,567 6,735,478

380,223,704 311.522.628

") gee headings with corresponding numbers in the Notes
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DM in thousands

L 1997 1697 1997 1996
A. Stockholders’ equity &3 N i
L. Capital stock 1,153,936 1147282
IL. Additional paid-in capitai 10,027,067 570,787
1. Apprepriated retained garnings o A
1. required by law 2,403 2,403
2. other 5,488,806 C a1Esome
. induding excess of book value over underlying net equity ~ -
of consolidated subsidiaries: 587,612 (1996: 581,870} -
Including excess of underlying net equity over book value
of consoiidated sﬁbsidiarie;:: 191,278 (1996; 115,270}
5,471,209 4,160,605
Y Unaibpropriated retained eamings 588,496 390.676
V. Minarity interests 5,778,062 087383
23,018,790 20,356,138
B. Participating certificates @ _____ i 908,956 864,958
C. Post-ranking liabilities ) ) 51,500 102,147
D. Spectal untaxed reserve 301125 178,132
_E insurance reserves & o
I Unearned premiums o
1. Gross ' 15,891,018 14,533,371
2. less:
amounts ceded 2,761126 2,730,885
- } 13,129,892 17,002 36
Il Aggregate reserve )
1 Gross 188,422,334 160,079,400
2. less: B
amounts ceded i 15,845,247 11,488,650
o - 182,577,087 148.610,750
ill. Reserve for loss and loss adjustment expenses
1. Gross . 73,792,500 62,926,943
2. Iess:w ) B )
amounts ceded ) 14,790,082 11,609,869
59,002,418 q1,417,074
IV. Reserve for experience-rated and other premium refunds
1 Gross 20,092,944 15,767,980
2. less:
amoeunts ceced 301,585 186.572
B 19,791,378 ) 15,081.408
V. Claims equalizaﬁon and similar reserves 5,726,273 4567558
Vl. Other insurance reserves
1. Gross B 1,552,631 1.627 755
2. less:
amounts ceded o 26,264 o 55;50'
o 1,513,367 1568.925
- 281740416 233,648,201

DM in thousands

) 1997 1997 1996
F. Insurance reserves for life insurance [
where the investment risk is carried T

by policyholders

| Aggregate reserve B '
1. Gross | 24,207,539 18,623,134
2. Jess: ) ‘ - o
amounts ceded 98,135 ) 87,409
24,109,464 18,536,325

G. Other accrued liabilities @

7687750  6,493.808

H. Liabilities of financial services business .1 4,502,522
i
|
I. Funds held under ‘ ]
reinsurance business ceded i ) 11987444 10478217
J. Other liabilities !
I. Accounts payable on |
direct insurance business | 10,491,831 o 8,230,061
Il Accounts payable on refnsurance husiness ‘i 1,556,945 ] 1183317
Il Debentures 7 ; 3,952,206 2516343
inciucing convertiole 950,168 {1996: 1,008,618) i _ -
IV. Liabilities to banks f 495,236 1577,736
V. Miscellangous liabilities | 8404913 6,761,304
) including: | .
taxes of 666,253 (1996: 526,417) |
social security 196,114 (1996: 227,397) |
} 24,802,221 20278761
I
K. Deferred income @2 | 1012516 647.943

380,223,704 311,522,628
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Gonsolidated hcome Statement

for the pericd from January 1 to December 31, 1997

DM in thousands

1697 1997 1997 1996
Tu_pderwriting account for
property and casualty insurance business
" 1. Premiums eamed - nat -
g Gross premiums written B 48,312,761 43975073
by Premiums ceded - 7,854,038 - 7548291
40,358,723 36.430.782
) Change in unearned premiums - gross 86,923 370,926
) Change in unearned premiums ceded - 174,839 39,435
- 87,916 - 331,491
) 40,270,807 36,099,281
2. Allocated interest return - net 844,850 735.581
"3, Other underwriting income - net 74,990 274335
"4. Loss and loss adjustment expenses - net
a) Claims paid B
aa) Gross -32,982358 -28159.310
bb) Amounts ceded in reinsurance 5,084,695 4,600,506
-27,897 663 -23.558.804
b} Change in reserve for
o {oss and loss adjustment expenses - ]
aa) Gross - 3,660,714 - 3,554,973
bh) Amounts ceded in reinsurance 1,647,420 398,346
- 2,013,294 - 3156627
-29,910,957 - 26715431
E_C_hange in other insurance reserves — net &R - 462426 h42,192
6. Expenses for experience-rated and other prémium refunds - net @ - 372272 - 209408
7 Underwriting expenses — net 4 ~10471544 - 9256208
8. cher underwriting expenses - net - 43,052 - 553341
9, Suptotal - 517904 - 218161
10. Change in claims squalization and similar raserves - 738,845 - 1188875
11. Undenwriting result in property and caéhalty
insurance - net of reinsurance - 1,256,749 - 1407036

68




DM in tnouséﬁ

1997 1067 1997 1096
jl Underwriting account for
life and health insurance business
1. Premiums sarned - net
a) Gross premiums written i3] 33,612,630 27.692,257
__ b Premiums ceded - 2,547 687 - 1.568.008
31,064,943 25,723,699
¢) Change in unearned premiums - net - 184,352 - 212,340
30,880,591 25,511,358
:2_. Premiums earned from gross resetve for premium refunds 3,696,577 2,958,810
3. Allocated investment return from non-underwriting account 15,535,276 13102,55@
4. Unrealized gains on investments held on account
and at risk of life insurance poifcyholders 2,476,628 1.507,057
5. Qiher underwriting income — net 72820 600,532
_ 6. Loss and loss adjusiment expenses - net
__a} Claims paid
ad) Gross -23,078,132 -18.,221,635
bby Amounts ceded in reinsurance - 122,266 1,230,853
_ -23,200,398 -16.990.982
by Change in resarve for loss and
loss adjusiment expenses
aa) Gross - 300,205 - 158,709
bb) Amounts ceded in reinsurance 129,035 659,504
_ - 171,170 - anzos
-23,371,568 - 17.081487
_ 7. Change In other insurance reserves - net ]
& Aggragate reserve
. aa) Gross -19,123,766 -16.030.041
Bb) Amounts ceded in reinsurance 2,508,918 627.816
-16,614,848 ~15.403125
by Other insurance reserves — net - 11,639 2,071
B -16,526,487 - 15,401,054
8. Expenses for experience-rated
and other premium refunds — net @ - 6,155,958 - 5,164.443

9. Underwriting expensas - net

4,039,966 - 3,382,565

10. Unrealized losses on investments held on account

and at risk of life insurance policyholders

- 6204 - 20821

1. Other underwriting expenses — nat

- 1,640,167 - 1.371,i62

12. Underwriting result in life and health insurance - net of

reinsurance

1,438,962 1258578

DM in thousands

_ 1997 1997 1996
Itl. Non-underwriting account
1. Underwriting result net of reinsurance :
a) in property and casualty insurance - 1,256,74% - 1407036
b in life and tealth insurance : 1,438,962 1258578
i 182213 - 148458
2. lnvestment income 4 25,512,306 21667 611
3. Investment expenses 453 - B - 3171659 - 2875642
4. Mlocated investment retum transferred to the
underwriting account for property and casualty insurance business - 832,748 - 84T
5. Allocated investment return transferred to the l _ i
underwriting account for life and health insurance busingss ; - 15,535,276 - 13102552
! 5,072,623 4,864 700
| >
6. Other ncome ) J 869,140 994,750
7. Other expenses i - 2,028,940 1547403
- j -1159,800 - 552453
) Earnings trom financial services business ‘ 19,015
9. Eamings from ordinary activities before taxation 5,014,051 4.163.589
10. Income taxes ; - 2,084,607 - 1720133
]
11. Other taxes ! - 233750 205,704
: -2318357 - 1825837
12. Net income @B ' 2,695,694 2237752




MNotes to the
Consolidated Financial
Statemenis

Legal Regulations

The consolidated financial statements
and the Group Management Report
have been prepared in accordance
with the regulations contained in the
German Commetcial Code (FIGB)
and the Government Order on the
external accounting requirerments of
insurance enterprises (RechVersV), as
amended by the Insurance Account
ing Directive Law (VersRiLiG) dated
June 24, 1994.

For reasons of simplicity and clari-
ty, as in the previous year, advantage
has been taken of the option to com-
bine certain headings in the consoli-
dated balance shect and in the con-
solidated income statement. The de-
tailed information is disclosed in the
Notes. In addition, net investment in-
come from property and casualty in-
surance and from life and health in-
surance is shown in total in the non-
underwriting account. The allocated
investment retuin is then taken out
and transferred to the underwriting
accounts, comprising the net allocat-
ed interest return attributable to prop-
crty and casualty insurance husiness
and the total investment income and
expenses attributable to life and
health insurance business.

All amounts in the consolidated fi-
nancial statements are stated in and
rounded out to DM thousands.

New features in the consolidated
financial statements

To make it easier for the reader to re-
fer to the Notes from the financial
statements and vice versa we have
numbered the explanatory comments
on individual headings in the Notes
consecutively and cross-referenced
the relative items in the consolidated
balance sheet and income statement
with the same numbers.

In new of the inclusion of Allianz
Bauspar AG (formerly mh Bauspar-
kasse until December 31, 1997), Mu-
nich, and Augsburger Aktienbank AG,
Augshurg, in the consolidated finan-
cial statements for the first time, addi-
tional headings to reflect the relevant
financial services business have been
included in the consolidated balance
sheet and statement of income and
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the appropriate accounting and vatua-
tion policies explained in the Notes.
The current market values and hidden
reserves in the valuation of invest

“ments are shown in the Group Man-

agement Report from page 51. In or-

der to give a better view of the net

worth, financial position and results,
the figures are analyzed on a volun-
tary basis between:

- the investment categories of in-
vestment comprising real estate,
dividend-bearing stocks and bear
er bonds

— the business areas life/health and
property/casualiy.

The methods for calculating current

market value are also explained in

cach case on page 72.

Companies Consolidated

In principle, all domestic and foreign
subsidiaries are included in the con-
solidation.

In addition to Allianz AG, 55
(1996: 37) German and 249 (1996:
224) foreign companies have been
consolidated in full and 52 (1996: 51)
subsidiaries included at equity. The
most important companies consoli-
dated for the first time were Vereinte
Holding AG, Munich, and its subsidi-
aries, Adriddca de Seguros C. A., Cara-
cas, Allianz Risk Transfer, Ziirich, and
Allianz Bauspar AG, Munich, as well
as Augsburger Aklicnbank AG, Augs-
burg.

An additional 106 (1996: 81) affili-
ated companies have not been in-
cluded in the consolidation or ac-
counted for at equity as their aggre-
gate values are not material to the
presentation of the financial state-
ments as a whole.

Al five (1996: 5) joint ventures
have been consolidated on a propor-
tional basis; each of these companies
is managed jointly by Allianz AG to-
gether with a company not included
in the consolidation,

25 of the 29 (1996: 31) associated
companies have been accounted for
in the consolidated financial state-
ments by the equity method, whilst
four associated companies have not
been included at equity because their
aggregate values are not material.

Selected affiliated and associated




companies, joint ventures and other
long-term equity investments are list-
ed on pages 76 through 79. All affili-
ated companies, joint ventures and
associated companies, whether in-
cluded in the consolidated financial
statements or not, are listed individu-
ally in the disclosure of equity invest-
ments filed with the Commercial
Register.

Consolidation Principles

The financial statements of Alllanz
AG and its subsidiaries and joint ven-
tures included in the consolidation
provide the basis for the consolidated
financial statements. All financial
statements included are uniformly
prepared as of December 31, 1997. In-
terim financial statements have been
used for those entities whose ac-
counting periods end on a different
date.

The equity consolidation was
based on the book value method, i.e.
by netting the cost of the investment
with the Group’s share of the under-
lying subsidiary’s stockholders’ equity
of the subsidiary or joint venture at
the time of its first inclusion in the
consolidation or at the time of acqui-
sition. With regard to differences aris-
ing on first-time consolidation: to the
extent they did not represent undet-
stated values of the underlying assets
other than intangibles and therefore
were added to the asset values, they
were taken 1o appropriated retained
earnings or capitalized as goodwill.

The income generated by sub-
sidiaries and joint ventures after cheir
first consolidation or, respectively,
date of acquisition was allocated o
the appropriated retained carnings of
the Group, as was the Group's por-
ton of the unappropriated retained
carnings of subsidiaries and joint ven-
wires and the effects of the consolida-
tion. The unappropriated retained
earnings in the consolidated financial
statements are thereby identical to
the unappropriated retained carnings
in the financial statements of Allianz
AG.

The proportion of net income or
losses attributable to minority inter-
ests has been calculated on the basis
of the net income or loss for the vear.

There is no profit balance brought
forward from the previous year be-
cause unappropriated retained earn-
ings are shown only in the financial
statements of Allianz AG and have
been distributed in full.

Receivables and payables beeween
companies included in the consolida-
tion have been set off against each
other. Intercompany profits and ex-
penses and income earned on trans-
actions within the Group have been
climinated.

Accounting and Valuation Policies

The financial statements of Allianz
AG and its consolidated German and
foreign subsidiaries and joint ven-
tures, which provide the basis for the
consolidated financial statements,
have been prepared uniformly ac-
cording to the accounting and valua-
tion policies applied by Allianz AG.
Valuations in the financial statements
of the consolidated companies based
on accounting and valuation rules
specific to insurance companies have
generally been retained unchanged in
the consolidated financial statements,
Exchange transactions are generally
treated as earnings neutral.

Intangible assets acquired for valu-
able consideration are recorded at
cost less amortization. Goodwill car-
ried as an asset is amortized against
appropriated retained earnings over a
period of 15 years (including the year
when first capitalized).

Real estate (i.e. real property and
equivalent rights and buildings in-
cluding buildings on leased land) is
recorded at cost less accumulated or-
dinary and extraordinary deprecia-
tion. If the reasons for extraordinary
depreciation having been charged no
longer exist, the lower valuations are
retained if they are allowable for tax
purposes.

Investments in unconsolidated affili-
aied and associated companies are
recorded at the proportionate book
value of the underlying equity. The
values at the date of acquisition or at
the balance sheet date were used for
the first-time application of this
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method to the additions in 1997, giv-
ing an excess of underlying net equi-
ty over the book value of the addi-
tions amounting to TDM 17,246
{1996: excess of hook value over un-
derlying net equity TDM 1,778). The
uniform vafuation policies of Allianz
AG were not extended to the compa-
nies included at equity.

Other long-term equity investments
and investments in unconsolidated af-
filiated and associated companies not
recorded at equity are recorded at
cost less related ordinary and extraor-
dinary write-downs.

Stocks, investiment fund unils, bearer
bonds and other fixed income and
variable income securities are record-
ed at the lower of cost or market at
the balance sheet date. If the reasons
for write-downs to the lower of cost
or market having been made no
longer exist, the lower valuadons are
retained if they are allowable for tax
purposes. An average cost has been
established in most cases where secu-
ritics of the same kind were put-
chased at different cost.

Valuation of investments af current
market value

The following methods have been
used for calculating the current mar-
ket vealues shown in the Group Man-
agement Report an Page 51:

Real estate

Land and buildings as a rule at capi-
talized earnings value, new buildings
at cost, in cach case at December 31,
1997.

Dividend-bearing stocks

Quoted companies at the stock ex-
change price quoted on the last trad-
ing day of 1997, Non-quoted compa-
nies at their net worth calculated by
the DVFA method or, on acquisition,
at cost.

Beaver bonds and other fixed income
seciirities

At the stock exchange price quoted
on the last trading day of 1997.
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Recefvables have been recorded at
face value less repayments. They con-
sist of the following balance sheet
headings:
1. Loans to unconsolidated affiliated
companies
2.Loans to other companies in
which longterm equity invest-
ments are held
3.Mortgages and annuitics
4.Registered bonds
5.Debentures and loans
6.Loans and advance payments on
policies
7. Other loans
8.Bank deposits
9.Funds held by others under rein-
surance contracts assumed
10, Accounts receivable on direct in-
surance business
11. Accounts receivable on reinsur-
ance business
i2. Other receivables.

Investments beld on account and at
risk of life insurance policybolders
are recorded at current market value.
The corresponding income and ex-
penses are shown in the underwrit
ing account for life and health insur-
ance business under the headings
“Unrealized gains on investments
held on account and at risk of life in-
surance policyholders™ and “Unreal-
ized losses on investments held on
account and at risk of life insurance
policyholders™.

Investments beld for financial service
business consist mainly of the follow-
ing balance sheet items:
1. Cash reserve
2.Claims on banks
3. Claims on customers
4.Bonds and other fixed income se-
curities
5. Stocks and other variable income
securities.,
The cash reserve consists of cash on
hand and balances at the German
Bundeshank and is shown at full face
value.

Loans and advances to banks and
customers are shown at face value
less appropriate write-downs.

Loans, stocks and other fixed and
variable income are recorded at the
lower of cost or market value at the
date of the balance sheet. If the rea-



sons for writing down the balance
sheet value to a lower market value
are no longer relevant, the lower val-
uation is generally rerained for tax
purposcs.

Tangible fixed assets and inveniories
are recorded at cost less depreciation.
Assets of low value are written off im-
mediately in full.

Insurance reserves consist of the fol-

lowing:

L. Unearned premiums

II. Aggregate rescrve

Il. Reserve for loss and loss adjust
ment cxpenses

IV. Reserve for premium refunds
(experiencerated and other)

V. Claims equalization and similar
reserves

VI. Other insurance reserves

VII Insurance reserves for life insur-
ance where the investment risk
is carried by policyholders.

In principle, the insurance reserves

are included in the consolidated G-

nancial statements in the same

amount 2as in the individual financial

staterments.

Other accrued liabilities include pen-
sion accruals calculated and included
in the consolidated financial state-
ments on the basis of the proper actu-
arial methods applicable at the indi-
vidual consolidated subsidiaries, The
pension liabilities are accrued in full
in the financial statements. Miscella-
neous accrued liabilities have been
recorded as projected.

Liabilities of financial service busi-
ness consist mainly of:
1. Deposits from banks
2. Amounts owed to other customers
3. Accrued liabilities.
The liabilities to banks and other cus-
tomers are recorded at the amounts
payable on maturity.

Pension accruals are calculated ac-
tuarially; other accrued liabilities are
recorded as projected.

Funds beld under reinsurance buisi-
ness ceded and other liabilities are
recorded at the amounts payable on
maturity. Annuities are recorded at
present value.

The deferred tax calculations were
taken from the individual financial
statements of subsidiaries and joint
ventures. In addition, deferred taxes
were calculated on the differences
arising from applying uniform valua-
tion policies for the consolidated fi-
nancial statements and from consoli-
dation procedures affecting net in-
come.

Foreign curvency transiation

The financial statements of foreign
subsidiaries and joint ventures were
translated into DM at the middle ex-
change rate in effect on the balance
sheet date. This translation method
was applied to afl consolidated bal-
ance sheet and income statement
items, resulting in no currency trans-
lation adjustments.
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Supplementary Information on Group Assetls

Changes under asset headings B., C.I. and C.II. in 1997 &

Asset Heading ' Vatues slated af Values stated al') Additions?)
12/34/1996 ~Innagr

B. lntangible'assets

1. Purchased gooduwill 2798.348 2798348 2,902,865
2. Other intangible assets ' 114,058 141,216 37,018
3. Total B. 2,912 408 2,939,564 2,939,884
C.l. Real estate , ' 17952047 18,201,866 3188191
(EI._'Im}estments in affiliated and associated companies
1. Investments in affiliated companies 7 4.727.519 4,712,128 79,139
2. Loans to affiliated companies 25,291 27,501 - 7,068
3. lnvestments in other companies 3896125 3,917,160 495,446
4. Loans to other companies in which long-term equity investments are held ) 19,557 20,834 15,348
5. Total GlII. _ _ _ 8,671,592 8,677,623 600,999
Total ' ' 20506045 29,819,153 6,729,074
" fransiated at closing rates 12/31/97
4 including assets of companies included/excluded for the first time
Intangible assets (Assels B) Real estate (Assets Cll)
This item includes principally the Land and buildings owned by the Al-

goodwill arising on the consolidation  lianz Group and used for its own ac-
of group companies included for the  tivities were carried at TDM

first time in 1991, 1995 and 1997 Ad- 2,968,561,

ditions for 1997 relate to Vereinte

Holding and its subsidiaries.
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DM in thousands

Transfers Dispésals?) Revaluation Depreciation  Values stated at
12731797

- - - 480,629 5,220,584

- 6,400 - 32,353 139,482

- 6,400 - 512,982 5,360,069

- 597,128 1,722 766,957 20,027,794

802 4,246,414 87,975 3,268 630,362

- 5,366 - - 29,201

- 20,209 243,840 46,542 7,397 4,191,702
- 998 23,241 75 - 12,020
- 20,403 4,518,861 134,592 10,665 4,863,285
- 20403 5,122,388 136,314 1,280,604 30,251,145
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Selected subsidiaries and other long-term equity investments &

Currengy  Fguity in thousands Percent owned?)

Subsidiaties )

ABVG Anteilshesitz Verwaltungsgesellschaft mbH, Frankfurt am Main DM 212,335 70.0
Alico-Beteiligungsgeselischaft mbH, Munich ) DM 361,446 100.0
Allianz Bauspar AG (until 12/31/1997 mh Bausparkasse AG), Munich DM 82,676 85.0
Allianz Beteiligungsgesefischaft mbH, Munich ' DM 1449,526 9.2
Allianz Globus Marine Ve'rsicherungs—Aktiengeselisoﬁaft, Hamburg Oiivt 30,586 160.0
Allianz Grundstiicks-GmbH, Stuttgart DM 13,099 100.0
Allianz Kapitalanlagegeselischaft mbH, Stutlgart oM 15,219 100.7]4
Allianz Lebensversicherungs-AG, Berlin/Munich D 1,431,500 46.5%
Allianz Unternehmensbeteiligungsgesellschalt AG, Munich DM 110,434 100.0
Allianz Vermégensverwaliungsgesellschafi mbH, Munich DM 1,030,624 100.0
Allianz Versicharungs-AG, Munich DM 2,780,768 100.0
Allianz Verwaltungsgesellschaft mbH, Munich DM 2,039,975 100.0
Allianz Zentrum fir Technik GmbH, Munich DM " 272 100.0
Apotlon-Vermﬁgensverwaltungsgeserl\schaﬁ mbH, Munich DM 26,200 100.0
Aquila Beteiligungsgasellschaft mbH, Munich DM 54,596 100.0
Ares-YermGgensverwaltungsgesellschaft mbH, Munich DM 797,690 100.0
Assecuranz-Compagnie Mercur AG, Bremen DM 2,013 5@3)
Augsburger Aktienbank AG, Augsburg DM 44,644 100.0
B?ayerische Versicherungsbank AG, Munich DM 483,542 4503
ééta-\/ermfjgensverwaltungsgeséﬁlschaﬁ mbH, Munich DM 68,529 100.0
Decima-Vermtgensverwaliungsgesellschaft mbH, Munich DM 807,231 100.0
Deutsche Lebensversicherungs-AG, Berlin DM 96,000 100.0
Deutsche Versicherungs-AG, Berlin DM 720,656 100.0
Ea-"Vermiﬁgensverwaltungsgesellschaﬁ mbH, Munich oM 186,937 100.0
Finanz- und Versicherungskontor fir Heilberufe GmbH, Stutigart DM 50 100.0
Frankfurter Versicherungs-AG, Frankfurt am Main DM 581,628 49.9%
Gamma—Vermﬁgensverwaltungsgese!\schaﬂ mbH, Berlin DM 115,060 100.0
Grundstlicksgesellschaft der Vereinten Versicherungen mbH & Co. Besitz- und Betrighs KG, Munich DM 224,408 100.0
Hermes Betailigungen GmbH, Hamburg ' DM 45317 100.0
Hermes Kreditversicherungs-AG, Hamburg oM 259,910 89.0
Hermes Versicherungsbetelligungen GmbH, Hamburg DM 58,504 100.0
Jota-Vermbgensverwaltungsgesellschaft mbH, Munich DM 36,615 100.0
Komet Automobil-Beteiligungsgeselischaft mbH. Munich DM 98,349 100.0
Kraft Versicherungs-AG, Berlin/Munich DM 15,768 885
Lambda—\lermégénsverwaltungsgesellschaﬁ mbH, Munich DM 1,508,050 58.9
Magdeburger Hagelversicherung AG, Hanover DM 4,065 997
Menza Grundsticks-Verwaltungsgeseilschaft mbH & Co. K&, Grinwald DM 27,746 100.0
Nona-\/ermégensverwaltungsgéseilschaft mbH, Munich DM 1,781,066 100.0
Perseus—\/ermt')gensverwaltuhgsgesellschaﬂ mhH, Munich DM 1,033,340 7 100.0
Prima—Vermtigens\rerwaltungsgese”schaft mbH‘ Munich DM 227533 69.4
Quarta-Vermdgensverwaltungsgesellschaft mbH, Munich ) DM 1,094,457 Sﬁ
(Quinta-Vermdgensverwaltungsgesellschait mbH, Munich DM 1,325,534 100.0
Septima-Vermagensverwaltungsgeselischaft mbH, Munich DM 143,023 160.0
Sexfa—Vermégensvefwaltungsgesellschaft miH, Munich DM 185,077 100.0
Vereinte Holding AG, Munich ' oM 1,725,803 100.0
Vereinte Krankenversicherung AG, Munich DM 418,892 100.0
Vereinte Lebensversicherung AG, Munich DM 107,511 9687
Vereinte Rechtsschutzversicherung AG, Munich DM 19,660 100_._0
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Y inciuding shares held by dependent subsidiaries

calculated according to § 271 HGB

2) not consalidated

3 management control agreement

4 percentage of voting capital owned:  90,0%
%) percentage of voting capital owned: 100,0%



Subsidiaries ) Currency E__qui'ty in thousands ~ Percent owned}
Vereinte Spezial Krankenversicherung AG, Munich DM 15,163 100.0
Vereinte Spezlal Yersicherung AG, Munich ' DM 2,580 100.0
Vereinte Versicherung AG, Munich D ) 461,377 98.7
Adridtica de Seguros C. A, Caracas VEB 7656582 563
Ajax Insurance Holdings Limited, London i GBI? 1,251 100.0
Alba Allgemeine Versicherungs-Geselischaft, Basel ity 23,128 100.0
Allianz Assuranc'es, Charenton-le-Pont FRF ) 1,544,993 100.0
Allianz Bice Compafila de Seguros de Vida S.A., Santiago de Chile CLP ~ 9,018,813 50.0
Allianz Compafia de Seguros S.A, Santiage de Chile cLp 6,442,015 100.0
Altianz Gorrhill Insurance (Far East) Lid., Hong Kong HKD 52,246 - 1000
Allianz Elementar Leb_ensversicherungs-Aktiengesé[lschaﬂ, Vienna ATS 879,130 100.0
Allianz Elemsniar Versicherungs-Aktiengesellschatt, Vienna ATS ) 2,433,109 96,2
Allianz Furope Ltd., Amsterdam NLG 2,291,694 100.0
Allianz Finance B.V., Amsterdam NLG 4,801,500 100.0
Allianz Fire and Marine Insurance Japan Ltd,, Tokyo JPY 1,752,585 100.0
Allianz General Insurance Company 5. A., Athens GRD 2,633,015 ) 95.0
Allianz Holding France, Cha[enton—le~Pont ) FRF _ 5,460,439 100.0
Allianz Insurance (Singapore) Pte. Ltd., Singapore SGD 34,063 80.0
Allianz Insurance Company, Los Angeles usb 221,958 1000
Allianz Lebensversicherung (Schweiz) AG, Zurich CHF 53,372 _100.0
Allianz Life Insurance Gempany of North America, Minneapolis usp 1,217,592 100.0
Allianz Life Insurance Company S. A., Athens GRD 3,375,680 806
Allianz México §. A, Compaia de Seguros, Mexico City Usb 54,664 100.0
Ail'\anz Nederland N.V. Rotterdam NLG 298,014 100.0
Allianz of America, Inc., Wilmington ust 4,200,391 84.44
Allianz of Canada, Inc., Toronto CAD 145,743 100.0
Allianz of South Africa {(Proprietary) Ltd., Johannesburg 7AR 47,270 100.0
Allianz pciistovna a.s., Prague o CZK ) 342,032 100.0
Allianz RAS Argentina S, A. de Seguros Generales, Buenos Aires ARS 8,854 100.0
Allianz Risk Transfer, Zurich CHF 514,433 - 1000
Allianz Underwriters Insurance Company, Los Angeles UsD - 40,684 100.0
Allianz Versicherung {Schweiz) AG, Zurich CHF ) 85,318 100.0
Allianz Vie, Charenton-le-Pent FRF 1,254,311 100.0
Allianz-RAS Seguros y Reaseguros 5. A, Madrid ESP 13,242,952 100.0
Allianz-RAS Tutela Giudiziaria 8. p. A., Milan 7L 6,340,000 100.0
Berner Allgemeine Holdinggesellschait AG, Bern CHF 91,616 512
Berner Aligemeine Versicherungs-Gasellschaft, Bern CHF 127,245 100.0
Berner Lebeﬂsversicherungs-GeseJischaft, Bern CHF 27,920 100.0
Coldn Compadia de Seguros Generales S.A., Buenos Aires ARS ) 2,073 100.0
Cornhill Insurance PLC, Londan GBP 569,400 97.9%
Credit and Guarantee Insurance Company plc., Tenbridge GBP 10,423 700
ELVIA Assurances S. A, Brussels BEF 517 471 100.0
ELVIA ASSURANCES, Charenton-le-Pont FRF o 106,892 874
FLVIA Levensverzekeringen N.Y., Amsterdam NLG 21981 _ _100.0
ELVIA Reiseversicherungs- Gesellschaft, Zurich CHF 97,680 100.0
ELVIA Schadeve;zekeringen N.V, Amsterdam NLG 97,362 100.0
ELVIA Leben Schweizerische Lebensversicherungs-Geselischaft, Geneva CHF 114,783 956
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Subsidiaries . Curréncy Equity in thousands  Percent owned'}
ELVIA Schweizerische Versicherungs-Gesellschaft, Zurich CHF 536,066 o 59.8
I;LVIA Ve{zel@eringen N.V., Amsterdam ) NLG 122,373 100.0
ELVIA Zorguerzekeringen N.V., Amsterdam NLG 3,030 100.0
Eurovida 3.A. Compafiia de Seguros vy H_Qaseguros, Madrid ESP 3,074,278 5.0
Fireman's Fund Insurance Company, Novato UsD 3,610,767 B 100.0
Hungéria@gfiogl‘té Rt, Budapest B B HUF i 15,317,712 100.0
Internatiunal Beinsurgqqericompany S.A., Luxemburg usp 18,349 1000
LES ASSURANCES FEDERALES IARD, Parls FRF 153,988 950
Llcyd Adrigtico S.p.A., Trieste ] L 698,601,242 99.7
P.T. Asuransi Allianz Utama Indenesia, Jakarta IDR 25,788,p39 54.4
Pet Plan Health Care Lid., Lnndmj o GBP 6,"003 100.0
Portugal Previdente Companhia de Seguros S.A., Lisbon PTE 14,742,161 60.0
RHIMO HOLDING, Strasbourg ) FRF 813,039 100.0
RHIN ET MOSELLE ASSURANCES FRANCAISES Compagnie d'Assurances sur la vie, Strashourg FRF 1,339,239 100.0
Riunione Adriatica di Sicurta S.p.A., Milan ITL 6,653,041 641 48,39
Joint ventures )

Antoniana Veneta Popolare Vita, Trieste o T 21,706,700 50.0
Bernese Agsicurazion! Compagnia Italo-Svizzera di Assicurazioni & Riassicurazioni S.p. A, Rome ITL 16,223,745 46,8
Bernese Assicurazioni Finanziaria S.p.A., Rome ITL 7,500.8@36 50.0
Bernese Vita Compagnia ftalo-Svizzera di Assicurazioni e Riassicurazioni sulla Vita S.p.A., Rome ITL 12,010,751 403
BY Insurance Holding, Bern CHF 17,612 50.0
Associated companies

TELA Versicherung AG, Berlin/Munich ) DM 304,276 25.0
Allianz-Bradesco Sequros S.A, Rio de Janee BRL 79450 490
Sark Hayal Sigorta__A: §.. Istanbul TRL _ 1,784,463,344 40.0
Sark Sigorta TA.S., Istanbul TRL 7,704122,847 371
fﬁher investments in insurance companies .
AMB Aachener und Miinchner Beteiligungs-AG, Aix-la-Chapelle DM 3,2@{3,111 a.1
Berlinische Lebensversicherung AG, Berlin/Wiasbaden DM 86,059 300
Ergo Versicherungsgruppe AG, Hamburg i L 3,734,000 101
Karlsruher Lebensversicherung AG, Karlsruhe 7DM 195,819 3@1
Minchener Hagelversicherung AG, o DM 11595 471
Mlnchenar RUckversicherungs-Gesellscha__ft AG, Munich . DM 3,535,41_1 25.0
Afherjégr] 'Rer Insurance 'Cu'n;lpany, New York usp i 2,586,346 8.9
MM General Insurance Limitad, Sydney ) AUD 294,060 40.6
The Navakij Insurance Public Company Ltd.,, Bangkok THE 729527 15.0
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Wincluding shares held by dependent subsidiaries
calculated according to § 271 HGB
2) percentage of voting capital owned: 51.44%



Other long-term hdldings in quoted companies

Currency ) Market value

Parcent cwned?)

in DM millions
Barmag AG, Remscheid DM 80 15.0
BASF AG, Ludwigshafen DM 4173 104
Bayer AG, Leverkusen DM 2,256 47
Bayerische Hypotheken- und Wechsel-Bank AG, Munich DM ' 5,636 24.4
Bayerlsche Vereinsbank AG, Munich DM 2,811 80
Beiersdorf AG, Hamburg DM 2,462 383
Berliner Kraft- und Licht (Bewag)-AG DM 265 14
Berliner Handels- und Frankiurter Bank KGaA, Frankfurt/Berlin DM 635 15.
Continental AG, Hanovar oM 194 4.2
Daimler-Benz AG, Stuttgart OM 1,242 19
Deutsche Bank AG, Frankiurl am Main DM 3,365 5.0
DLW AG, Bietigheim-Bissingen DM 32 11.0
Dresdner Bank AG, Frankfurt a. M, DM 8,658 214
IKB Deutsche Industriebank AG, Dlsseldorf/Berlin DB 373 120
AG Kinnle Kopp & Kausch, Frankenthal DM 7 49
Lahmeyer AG fOr Energiewirischaft, Frankfurl am Main M 655 10.0
Leifhait AG, Massat (Lahn) DM 29 10.1
Linde AG, Wiesbacen DM 1,011 1.0
Mannesmann AG, Disseldorf DM 269 0.8
Metallgesellschaft AG, Frankfurt DM 177 4.0
Monachia Grundstiicks-AG, Munich Y 297 46.2
RWE AG, Essen ' DM 4,568 10.1
Schering AG, Berfin DM 1187 100
SchloBgartenbau-AG, Stuttgart - DM 11 7.0
Siemens AG, Munich " DM 1,702 27
Siid-Chemie AG, Munich DM 154 18.0
VEBA AG, Disselcorf DM 6,173 10.1
VIAG AG, Bonn DN 1547 59
Banco Popular Espagnal, 5. A., Madrid ESP 61,657 52
Banco Portugues de Investimento, Liston PTE 30,816 89
Crédit Fancier et Communal d"Alsace et ce Lorraine S.A., Strasbourg FRF 26 109
Credito ltaliano S.p.A., Milan il 781,902 50
Generale Industrie Metallurgiche S.p.A., Florence ITL S,GQQ 2.0
Istituto Mobillare Italiano S.p.A., Rome . 291,388 23
Immab. Balibail SA, Paris FRF 21 17
Mediohanca S.p.A., Milan i 132,576 2.0
Pirelli & Co. 8.p.A., Milan ’ L 35,425 3.0
Role Banca 1473 S.p. A, Bologna ITL 456,042 4.2
Sociéié Internationale Pirelli 54, Basel CHF 31 14

Other interests

Equity positions held via trusts in Hapag-lloyd AG {(Hamburg),
which Allianz AG and its group com-  Heidelberger Druckmaschinen AG
panies do not own a majority interest  (Heidelberg),

Hochtief AG (Essen),

MAN AG (Munich),

Thyssen AG {Duisburg).

include the following:
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Disclosure of equity investments

The information required by the Ger-
man Commercial Code (§ 313(2)
HGB) is filed with the Commercial
Register in both Berlin-Charlotten-

burg and Munich.



Other investments (Assets ClIl.) &

DM in thousands

i 1997 1997 1996
G.lIL. Other Investments )

1. Stocks, investment fund units and ather variable income éecuriiies 57,043,132 40104006

2. Bearer bonds and other fixed income securities 03,658,136 87 507850

3. Mortgages and annuities 22,891,009 20233493

4. Other loans ) _

a) Registered bonds 71,973,295 55,508,022

b) Deentures and loans ) 35,334,498 24,726,421

- ¢} Loans and advance payments on policies 2,424102 2.'189‘@

" d) Other loars 427 430 501103

7 ] 110,159,326 82,518,600

5. Bank deposits 4298599 2048750

8. Misc__ellaneous investments 538,627 346,724

288,638,829 234158428

Accounts receivable on direct
insurance business (Assets Fl) €3

The amount shown under this head-
ing comprises TDM 5,559,373 (1996:
TDM 5,119,645) receivable from poli-
cvholders and TDM 2,986,024 (1996:
TDM 2.757,278) from agents.

Prepaid expenses
(Assets HL) @

This heading includes TDM 1,837,371
for tax relief anticipated in funare
yeass in accordance with the German
Commercial Code (§ 274(2) and

§ 306 HGB). It also includes debt dis-
count carried forward amounting to
TDM 255,970.
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nentary iInformation on Group Lisbiiites

Stockholders’ equity
{Liabilities A) €@

Stockholders’ equity consists of the
capital stock and additional paid-in
capital of Allianz AG as well as the
appropriated and unappropriated re-
tained earnings of the consolidated
group. It also includes the positive
and negative consolidation differ-
ences which have been set off against
cach other, and goodwill set off
against retained earnings. Foreign cur-
rency translaton adjustments in the
equity section are also included.

Minority interests represent the
pottion of the equity of Allianz sub-
sidiaries owned by others.

Participating certificates
{Liabilities B.) &3

This heading consists with TDM
864,956 of the participating certifi-
cates issued by Alllanz AG.

Special untaxed reserve
(Liabilities D.)

The special untaxed reserve includes
reserves established in accordance
with German income tax law (§ 6b
ESiG) and foreign subsidiaries’ stated
amounts based on comparable local
regulations.

Insurancé reserves - net (Liabilities E.l. — V1) €B

Type of reserve

DM in thousands

Life/Health fropertyl Total
Casualty o
12731 12/31 12i3
Unearned premiums 997 2737416 10392476 13,129,892
1996 2,457,401 9,445,085 ) 11,902,486
Aggregate reserve 997 170679325 1,897,762 182)577,087
1996 137,675,431 10,935.319 148,610,750
Reserve for loss an:d )
loss adjustment expenses 1997 2,707,679 56,294,739 ) 59,002,418
) 1995 1563147 49863927  51417,074
Ee__gérve_for experience-rated and
other premium refunds 1997 19,120,388 6_7_0,990 19,791,379
19496 15,098,682 4824.7726 15,581,408
Claims equalization i B
and similar reserves 1997 - 5,726,273 5,726,273
1996 - 4567558 4.567.558
(ther insurance reserves 1997 206,107 1,307,260 1,513,36?
3 1998 203.365 [.365.560 1.568.925
Other accrued liabilities (Liabilities G.) €b
DM in thousands
B |97 1888

O_therraccrued liahilities include:

1 Per]sion and simitar reserves 5,074,086 4453133
Il Accrued taxes 1,005,337 761424
Il Miscellanecus accrued_l[abilities 1,608,327 1,279,251

7,687,750 §.1493 808

Liabilities
{Liabilities C., I., ) 4B

Liabilities due after morc than five
vears amount to TDM 3,569,835 in
total.

Liabilities secured by consolidated
comparies by means of liens or simi-
tar charges amount to TDM 36,796 in
total.

Accounts payable on direct insur-
ance business comprise TDM
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9,445,452 (1996: TDM 7,400,915)
payable to policyholders and TDM
1,046,379 (1996: TDM 829,146)
pavable to agents.

Deferred income (Liabilities K.) @
Discount on loans amounting to

TDM 504,481 is included under this
heading.



B Supplementary Information on the Consolidated Income Statement

Gross premiums written (Income Statement L1a and Il.1a)

DM in thousands

Life Health Properly/ Total
. o Casualty

12/31 123 12/31 12/31

Direct insurance husiness
Germany 1997 15003519 4,664,840 19144434 38,902,993
1996 13231624 2.911.858 172847144 33,427,636
Outside Germany (total) 1997 12,772,660 - 25707609 38,480,269
1996 10,612,838 273764 23822082 3447959/

of which: h

~ Other Eurapean countries 1997 5,700,860 - 14001598 19,792,458
- 1995 1576.814 243,794 13.791.099 18,911,707
Other countries 1097 7,071,800 - 1151601 18,687,811
1096 5736024 - 9831863 15567867
Subtotal 1997 27,866,279 4664940  44852,043  77.383262
] 1906 23,844.462 3150662 40907106 67,907.230
Reinsurance business assumed 1997 1081205 206 3,460,718 4,542,129
- 1996 685,827 6,306 3,071,967 3764100
Consolidated gross premiums wiitten 1997 28,947,484 4,665,146 48,312,761 51,925,391
096 24,530,289 3.161.968 43,979,073 71.671,330

Change in other
insurance reserves — net
{Income Statement 1.5.) ¢

This heading includes a change of
TDM 478,580 (1996: TDM 517,109)
in the net aggregate reserve and TDM
-16,154 (1996: TDM 25,083) in mis-
cellancous net insurance reserves.

Expenses for experience-rated
and other premium refunds - net
(Income Statement 1.6. and 11.8) B

The expenses for experiencerated
premium refunds amount to TDM
6,246,750 (1996: TDM 5,298,742), in-
cluding TDM 5,898,902 attributable
to life and health business.

Underwriting expenses (Income Statement L.7. and 11.9.)

The expenses for non-experience-rat-
ed premium refunds amount to TDM
281,481 (1996: TDM 125,199), in-
cluding TDM 257,057 atuributable to
life and health business.

" DM n thousands

Life/Health Property/Casualty

- 1997 1996 1997 1996

Acquisition costs . - 3,121,942 2537073 - 7149708 - 6436106

Adminisirative expenses - 1,278,606 - 1,099,069 - 5,588,502 - 4,968,810

Gross underwriting expenses - 4400548 - 3536242 -12,738208  -11.405.006
less commission and profit-sharing on L

reinsurance ceded } 360,582 263,277 2,266,264 2148300

Underwriting expenses - net ) - 4039966 - 3382965  -10471944 - 9256908
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Investment income/expenses (Incorne Statement [11.2. and 3) &5

DM in thousands

Life/Health Property/Casualty/ Total
) Other business ) -
1997 1996 1997 1996 1997 1996
I_Li(estment income
a) _Inceme from long-term equity investments 412,997 62,460 287,18?3 239,447 700,186 30902
including from affiliated companies { 17,914) 1h 686) [ 17.480) 12184 | 35,394) | 3.497:
b) Income from other investments ' ' -
ba) Income from real estate 265,553 879,840 831,687 783,515 1,697,240 1,663,350
b} Income from other investments 13,569,756 11673671 5,873,378 0184.041 19,443,134 16,867,712
inciuding from aifiiated companies { -y 844; { 2) -1 2) G423,
¢} Income from revaluations 1,542 13,681 5,066 33.350 6,598 »*L?,(E
d) Realized investmant gains 1,849,71'1 1,303,453 - 1,908,593 1.471.035 3,759,304 2,074 488
g} Income from the release of '
_ special untaxed reserve 158 51686 23123 5,844 25123
Total investment income 16,699,717 13.933105 8,912,589 7,734,508 25,612,306 21.667,611
Investment Vexpenses 7
a) Investment management,
interest charges and other ) )
investment expenses ' - 462477 - 402005 - 858015 736021~ 1,320487 - 1138029
b) Deprociation and write-downs on investments - 646,483 - 358140 - 019,873 - 1092880 - 1566356 - 1451026
¢} Realized investment losses - 55,500 5310 - 139,841 133,703 - 195,341 - 186,804
d) Losses assumed under profitloss transfer ' '
__ agresments - - 109 - - 109
e) Allocation to special i o ,
untaxed reserve 14 - 7,301 - 89,489 82,373 - 89,475 #9674
Total investment expenses - 1,164,441 830553 2,007,218 2,045,088 - 3171659 - 2875642
Net investment income 15,535,276 3,102 552 6,005,371 5,689 417 22,440 647 18.791.G69

Depreciation and write-downs
on investments
(Income Statement 11.3) B

Depreciation and write-downs on in-
vestments include unscheduled write-
downs totaling TDM 232,792 (1996:
TDM 189,491).

Other income
(Income Statement 111.6} &

Income from services totalled TDM
254,254 (1996: 288,175).

Other expenses
(Income Statement 11.7) @D

The main items under this heading
are the costs of outside services
amounting o TDM 229,894 {1996:
TDM 171,000) and net currency ex-
change losses of TDM 121,981.

83



Net income (Income Statement 11112.) &

DM in th_ousandé

1997 1996

Net Incorne ) 2695694 2237752
Transfer to appropriated retained sarmings o
to ather appropriated retained eamnings 1,442,624 1.259,@4_5

Net income due to minority inferests 717,157 603,990
Losses to be assumed by minority interests 52,583 ] 16,159
Consolicated net income 538,496 390076
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ther Information

Contingent liabilities

Guarantee obligations outstanding to-
taled TDM 53,411 (including TDM 0
towards unconsolidated affiliated
companies), other contingent Habili-
ties TDM 368,015 (including TDM 0
towards unconsolidated affiliated
companies).

In December 1997 Allianz AG
made an agreed takeover offer for As-
surances Générales de France (AGF).

The terms of the offer and the fi-
nancial commitments entered into by
Allianz AG in connection therewith
are detailed in the Group Manage-
ment Report on Page 54.

Effects of adjustments
for tax purposes

Special tax-allowable depreciation
charges and the creation of a special
untaxed rescrve had only a marginal
effect overall on consolidated net in-
come for the year.

Amounts totaling TDM 686,158
have not been added back to the val-
uation of investments in fiscal 1997
the investments concerned are main-
ly fixed income securitics on which
the amounts not written back will he
realized as gains and included in con-
solidated net income when they fall
due for redemption in future years.



Average number of employees over the year
(excluding members of the Board of Management, trainees, interns and employees
on parental leave or on mandatory military or alternative civilian service)

1967 1966
Employees in Germany o 36,913 ' %UlUf
Employees cutside Germany _ 36,377 35432
Total 7 7 73,290 65,836

Personnel expenses

DM in thougands

1997 1996
éa!arieé and wages 7 5,665,131 A1.758,823
Soctal security contributions and employee assistance 1,189,693 8e1.887
Expenses for pensions and other post-retirement benefits 454,791 495797
Total ) 7,309,615 6,186,507
Compensation for the
Board of Management and the
Supervisory Board
The compensation by Allianz AG and Supervisory Board fees for the

its affiliated companies to the Board  vear, including remuneration based
of Management for the year under re-  on financial performance, totaled
view was TDM 9,693 (1996: TDM TDM 1,252 (1996: 1,102),
8,085). Former members of the
Board and their beneficiaries were Munich, May 4, 1998
paid TDM 6,379 (1996: 7,212).
TDM 34,165 (1996: 34,519) has Allianz Aktiengesellschaft
been set aside for current and future
pension benefits of former members  The Board of Management
of the Board of Management and
their beneficiaries.
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Independent Auditors’
Report Allianz Group

The consolidated financial statements,
which we have audited in accordance
with professional standards, comply
with the German legal regulations.
The consolidated financial statements
present a true and fair view of the net
worth, financial position and results
of the Allianz Group in compliance
with accounting principles generally
accepied in Germany. The Group
Management Report is consistent with
the consolidated financial statements.

Munich, May 12, 1998

KPMG Deutsche Treuhand-Gesellschaft
Aktiengesellschaft
Wirtschaftspritfungsgesellschaft

Dr. Gerd Geib, Dr. Frank Ellenburger,

(independent  {independent
auditor) auditor)
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Reinsurance S " j"“=-chamge:ci the ratio bctween prermum

Allianz AG R . +. ingome’ earned in Germany and pre- -
Lings of relnsurance writien . o T . . e minins written in other couptries.
e "Besuies servmg as holchng company ,'Whereas in the previous yedr 15 per— ,
- Life insurance L for the Group, Allianz AG also —act:s.as - ce ,-t of rem1um income was written’

1. Health insurance S on the Group’s re1nsmmce carrier, ‘gen
" Personal accident insurance AR ]
General liability insurance
" Automehils insurance
J¥ Bviation insuirance
' Legal expenses insurance
Fire insurance
Burglary, theft and robbery
insurance
Water damage insurance
Glass insurance
Storm insurance
Heusenold effects insurance
Homeowmers insurance
Hail insurance
Animal {livestock} insurance
Engineering insurance
Omnium Insurance
{comprehensive cover for

goads during the manu-
facturing process)
Marine insurarice
Credii and bond insurance
Exiended coverage
Business interruption Insurance
Emergency assistance insurance
Aircraft and spacecraft
liapility insurance
Other property and casualty
nsurance




24 7 percént {1996+ 23.9 percent). of pared Wlth the prev10us year, Earn- :
- gross premitim income: Tt is influenced  ings went down 10.DM 34 0 mzlhonf{f S
o mamly by remsura.n 'e e 'mm1331ons (1996 DM 41.8 mﬂhon) .

: _pzud : e Premium: iticgime from the rein-i -
e sumnce of engineering business in-
: creased m nearly;ali markets amoun_.

'he Varlous-fl' es of remsurance ‘
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_DM in thousands

997 1897

1997 1998

A. Stockholders’ equity 5

. Capital stock

1153036

7082

Hl. Addtianal paid-in capitat

10,027,057

8,670,788

. App‘mpriatged- re_taingcf. garnings

1. recuired by \‘;a‘w B

2,403

2403

3,171,267

0584067

2 _other- -

3173670

2506670

588,496

390,076

V. Unappropriated retained earnings

14943159 13,794,815

B. 'Paﬁié;i'ﬁa-tiﬁg-::éérti_ icates- @ B

B64056 884056

pecial uitaxed reserve .

123,809 96630

© .D..Insurance reserves:

} I “Unsarrieg prémiurhs
o Lo Brss T .-

1681029

- 1BYG9R2

L E3nTR7

1,083.19¢0

pteEe

14866589

14,835,240

. 1248076 -

T TEse A

- tabesdie

10807925

0353592

2. lessy .

. amounts ceded.

Cga4m. 706

T 495871

W Reserve Tor

6,312,554

5,910,885

"1, Gr

161,377 -

2. les

- amonts eeded” . -

71,756

79482

105 468

89,621

. 12780t

3006720

T e

T

R

i T

DM in thausands

1697

1907

1996

4087765

3.844,228

E. Other accrued liabilities &5

F. Funds held under

reinsurance business-,ceded

1,896,310

1,425,261

G. Other liabilities

1. Acgounts payable on reinsurance business

including 480,727 (1996: 288,747) o affiliated companies

including 26,676 {7996 13,368) 1o other companies in

503,641

359185

which long-term equity investments are hield

1 Lidbiltes to banks

8

111, Misce faneous liabilities

Z

7676 601

0,519,445

ncluding taxes of-3,872: (1996: 1,522

ieluding 9:20,212 (1996: 7,545,913} due to.affilated companies

including 175,457 (1995: 1,673} due i other compenies in

which: lofg-tare} equily investments. are hield

i

W Beteried ineome @

45,206,437 .

95

54,313,006




o mempens

=4 g
A

F o g e ey men SR SORAR SR
Secemiber 31, 1985

M in thousands

' B 1967 1997 1997 1996
I. Underwriting account :
1. Premiums eamed - net B )
a) Gross premiums written @ o 8692570 8,855,825
B) Premiums ceded i -3pg83102 -3.738,125
L _ 6,009,468 816,700
&) Change in ungamed premiums - gross 06,030 1447
d) Ehangs in uneasned premiums ceded - 32,183 7,913
o ' 73,847 2,360
- 6,083,315 5,126,060
2. Allozated interestreturn - net 48 857,859 804,480
- 3 Gther underwriting incame - net 20087  45a7g
4, Lossand loss adjustment expenses-net )
" @) Ciaims paid -
.am) Gross. o 6,369,241 ~5861,042
b} Amounis cedeg iR reingurance . 2343838 . - _ C o 2E04AgIE
S N _ A5A05 “BAE128
by .Change in reserve for loss and loss adjustmant expenses . e
w s S ZRTO - desre
hb_)"AmQu:nts cede‘din'r__g_'[;]s_y; r}_gé . 34105
j ' ' - - 260,613 o BE7AM
T -AZSBOIB | 4Dass0E
. 5, Change in other insurance reservés - net  §F8 - BE3092 - 750077
é. Expenses?brfﬁq"n"-a'k;_igir‘ienc:é:-ré.t‘et'j_"_p:r'éﬁiiﬁﬁw re'fu_ri.ds‘ - net - 60,778 -~ 41,885
,:?;-;rjq'érm(riti_rlg-axpehféés—_net @ _ i _ —1;@9’6,594 4'1,407‘43'1 .
-8 D_ther__uﬁderwrit‘ing expéns_@s - net - 45‘1:,672 - 446,920
TR - - oo

T 239181

- 380,427

o . ‘_:Utﬁgjérwriting result - et

T

o

-




DM i thousands ¢

It Non-underivriting account.




Legal Re ulatlons c 'Stncks mvestment fumi umts bearer- .'

S e bonds and other “fixed income and
s j‘I‘he finy nc1al statements and Manage—  pariable income se urities as'well as. .
' it -Re " o other mvestments ar 'valued atthe -




‘for the net retention pomon accordmg Fongn currency tmnslatzon e
.. to §341h of the Getman Commercial .- Investments denommated in forc1gn Lol
L ;_Code m conjuncnon Wlth § 29 and . Currencles are stated at the lower of e







Revaligtion - Depregiation Nt inoreases ().




v

w@ﬁg@@ﬂém gax‘}; Emm rng ii@ﬁ on uaabmw

- Capltai (Llablhtles Al I) @ VThe authonzed umssued ca ai" = - 1tal | 'f DM 877689 970 Wthh Cﬂn

_The capzml stock was in eased dur- .
- ing the year‘under rewew by Warrant




.. Participating ertificates

T DMinthousands
| 120310997 L




. Supplementary Information on the Income Stater

. Gioss pfémiums —w.ritten',(,lﬁ_comé Statement Ha) @

et

D]

n thous

ands”




Depreclatlon and wrlte-downs on " Net income (Income Statement 110) -
‘ mvestments @ : - . : o ST

- DM n thuusands T
1997 s

- \Y/’nte downs on' Investments 1nc]udc .
Can extraordmary TDM 363 353 in ac-;
-~ cordarice with § 253(2), 3, HGB. - Nel
S Real estale has been Wrzttt:n downf g




. B @ﬁw & o rnatian -

' '-':Contmgent Ilabllrtles R Potemtal habﬂmes amountmg to - Superwsory Board fees for the -

o ;'5 and other flnanclal commltments ‘ TDM 844,733 wete outstandmg at thf: 'year including remuneration based ‘

~ , halance’ sheet date-for calls on- eqmty - on financial performance, totaled
L ,A[ Dc:cf:mber 31". 1997 the Company -,lSt@ckS not fully pzud up .. TDM 1,166-(1996: TDM 1,102).

“hai if ‘ i . : - .~The frameés of members of the ,

o ',"Supervisory Board- and of the Boardj :

G '-t-—@f Management arc h_




lndependent Audltors’
‘Report - R
Alilanz Akt:engesellschaft R

- : Thc accounnng rccords and thc ﬁnan







international Advisory Board
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DR. DR. H. C. HEINRICH VON PIERER
President and Chief Execuiive Officer
Siemens AG,

Germany,
Chairman

DR. UMBERTO AGNELLI
Chief Executive Officer
and Vice Chairman
IFIS.p. A.,

Taly

JACQUES CALVET
Président du Directoire
Peugeot 5. A,

France

ROGER FAUROUX
Ancien Ministre et
Président d’Honneur de Saint Gobain,
France

GEORGE FISHER
Chairman and CEQ
Eastman Kodak Company,
USA

AARNOUT LOUDCN
Chairman of the Supervisory Board
Akzo Nobel NV,
Netherlands

DR. HELMUT MAUCHER
Managing Director
Nestlé AG,

Switzerland
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International Advisory Board

SHINROKU MOROHASHI
Chairman
Mitsubishi Corporation,
Japan

JOHN B. PRESCOTT
Managing Director and
Chietf Executive Officer
The Broken Hill Proprietary Company
Limited,
Australia

DR. MARCO TRONCHETTI PROVERA
Chairman and Managing Director
Pirelli S.p. A,

Traly

PETER SUTHERLAND
Chairman
The British Petroleum Company PLC,
Great Britain

SIR TAIN VALLANCE
Chairman
British Telecommunications PLC,
Great Britain

JAVIER VALLS TABERNER
Presidente del Consejo
Banco Popular Espafol,
Spain



DR. KLAUS LIESEN
Chairman of the Supervisory Board
Ruhtgas AG,
Chairman

Dr. KARL-HERMANN BAUMANN
Member of the Board of Management
Siemens AG

ALFRED BAYER
Former State Secretary
Chairman of the Beard of Management
Hanns-Seidel-Stifrung

Dg.-ING. E. H. HEINZ DURR
Chairman of the Board of Management
Deutsche Bahn AG

DRr. MICHAEL FRENZEL
Chairman of the Board of Management
PREUSSAG AG

GERHARD FULL
Chairman of the Board of Management
Linde AG

DR. REINER MARIA GOHLKE
Chairman of the Executive Board
Suddeutscher Verlag GmbH

Dr. UWE HAASEN
Former Chairman of the
Board of Management
Allianz Versicherungs AG

DR. H. C. ITANS-OLAF HENKEL
President, Bundesverband
der Deutschen Industrie e. V.
(German Federal Industry Association)

DR. JURGEN HERAEUS
Chairman of the Executive Board
Heracus Holding GmbH

PROFESSOR DR.-ING. WERNER HLUBEK
Member of the Board of Management
RWE AG and RWE Energic AG

DR.-ING. DIETER HUNDT
Managing Partner
AllgaierWerke GmbH & Co. KG

Joint Advisory Councll of the Alllanz Companies

MARTIN KOHLHAUSSEN
Speaker of the Board of Management
Commerzbank AG

DRr. DIETMAR KUHNT
Chairman of the Board of Management
RWE Aktiengesellschaft

DR. DR-ING. E. H.

MANFRED LENNINGS
Chairman of the Supervisory Board
Fried. Krupp AG Hoesch-Krupp

PROFESSOR DR. HUBERT S. MARKL
President
Max-Planck-Gesellschaft

FRANZ NEUBAUER
Former State Minister
Chairman of the Board of Management
Bayerische Landesbank Girozentrale

DR. GEORG OBERMEIER
Chairman of the Board of Management
VIAG Aktiengesellschaft

PROFESSOR DR. KLAUS POHLE
Deputy Chairman of the
Board of Management
Schering AG

Dr.-ING. E. H. RUDOLF RUPPRECHT
Chairman of the
Board of Management
MAN AG

Dr-ING. E.H.

GUNTHER SASSMANNSHAUSEN
Member of the Supervisory Board
PREUSSAG AG

DR. H. C. WALTER SCHEEL
Former President of the
Federal Republic of Germany

Dr. HERMANN SCHOLL
Chairman of the Executive Board
Robert Bosch GmbH

JURGEN E. SCHREMPP
Chairman of the Board of Management
DaimlerBenz AG
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PETER SCHUHMACHER
Member of the Supervisory Board
Heidelberger Zement AG

PROFESSOR DR. HORST SIEBERT
President
Institute for Global Economics
Kiel University

Dr. RON SOMMER
Chairman of the Board of Management
Deutsche Telekom AG

HERIBERT SPATH
Honorary President
National Federation of German
Skilled Crafis and Trades

DipL.-ING. HANS PETER STIHL
President
Association of German Chambers
of industry and Commerce

HEINRICH WEISS
Chairman of the Board of Management
SMS Aktiengesellschaft

DR. MARK WOSSNER
Chatrman of the Board of Management
Bertelsmann AG

BERND WREDE
Chairman of the Board of Management
Hapag-Lloyd AG

DR. KLAUS ZUMWINKEL
Chajrman of the Board of Management
Deutsche Post AG



Germany
Allianz Aktiengesellschaft

Kéniginsitasse 28

D--80802 Miinchen

@+ 40 89/3 80 00

Fax: + 4989/34 99 41

Internet: htp://wwwallianz.com

Dr. HENNING SCHULTE-NOELLE
Chairman of the Board of Management

Allianz Lebensversicherungs-AG

Important Addresses

Reinsburgstrasse 19

D-70178 Stuttgart

B+ 497 11/6630

Fax: + 497 11/6 63 26 54

Internet: http//www.allianz-lcben.de

DR, GERHARD RUPPRECIHT
Chairman of the Board of Management

Allianz Versicherungs-AG

Koniginstrasse 28

D-80802 Miinchen

@ + 49 89/3 8000

Fax: + 49 89/3499 41

Internei:

http//wwwallianz.de
http://www.allianz-versicherung.de

DR. REINER HAGEMANN
Chairman of the Board of Mandagement

Deutsche Lebensversicherungs-AG

Breite Strasse 30/31
D-10178 Berlin

&+ 4930/93940

Fax: + 4930/93 94 5803

DR. KLAUS DAUNER
DR. ECKHARD HUTTER
Members of the Board of Management

Vereinte Krankenversicherung AG
Vereinte Yersicherung AG

Vereinte Lebensversicherung AG
Vercinte Rechtsschutzversicherung AG

Fritz-Schiffer-Strasse

D-81737 Minchen

& + 4989/678 50

Fax: + 49 89/67 85 65 23
Internet; htip://www.vereinte.de

DR ULRICH RUMM
Chairman of the Board of Management

ELVIA Reiseversichcrungsgeseilschafi
ELVIA Assistance

Ludmillastrasse 26

81543 Minchen

B+ 4989/62 42 40 or 6242 4301

Fax: + 49 89/62 424222 or 62424303

DR, ALoIS WEBER
Managing Director

Hermes Kreditversicherungs-AG
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Friedensallee 254
D-22763 Hamburg

@ + 49 40/883 40

Fax: + 4940/88 34 77 44

Internet: http://www.hermes-kredit.com

WOLF-INGO DARIUS
Chairman of the Board of Management

Allianz Asset Management GmbH
Nymphenburger Strasse 112
80636 Munchen
& +89/122070
Fax: 089/122079 00

UD0 FRANK
DR, MARKUS RIESS
Managing Divectors

Allianz Kapitalanlagegesellschaft mbH
Reinsburgstrasse 19
D-70178 Stuttgart
@+ 497 11/663 1500
Fax: + 497 11/6 633863
Internet: hitp://www.alliznz kag.de

DR, KLAUS DAVID
Chief Executive Officer

Allianz Grundstiicks GmbH
Charlottenstrasse %
70182 Stuttgart
T+ 497 11/663-0
Fax: + 497 11/6 6337 43
Internet:
http://www.allianz-immabilien.de

WOLFGANG FINK
Chigf Executive Officer

Allianz Bauspar AG
Wotanstrasse 88
D-80639 Milnchen
T+ 4989/1796222
Fax: + 4989/17963 19
Internet:
http://www.allianz-bausparen.de

DR. ARMIN RIEDESSER
Chairman of the Board of Management

Allianz Capital Partners GmbH
Koniginstrasse 28
80802 Minchen
& +89/38007582
Fax: +89/380075 86

TiroMAS PUTTER
Chief Executive Officer

AGIS
Allianz Gesellschalt fur
Informatik Service mbH
Koniginstrasse 28
80802 Munchen
& +89/3 8000
Fax: + 89/34 99 41
Internet: http://www.allianz-agis.de

HAjo FRITZ
Chigf Executive Officer

Allianz Zentrum fiir Technik GmbH
Krausstrasse 14
85737 Ismaning

Industrial Technology
B +89/380062 12
Fax: + 89/38 00 63 44

DR. LUtz CLEEMANN
Managing Divector

Automotive Technology
B +89/38 0063 11
Fax: + 89/380063 36

Dr. DIETER ANSELM
Managing Director



EIVIA Assurances S, A,
Avenue des Arts 23
B-1040 Bruxelles
T+ 322/2371511
Fax: + 322/237 1659

MICHEL CALLENS
Directeur

Regional insurance centers
and joint operations of
Allianz Versicherungs-AG

Argentina
Allianz RAS Argentina
S. A. de Seguros Generales
San Martin 550
RA-1004 Buenos Aires
@+ 541/3203800 or 3203801
Fax: + 541/3203802 or 3203803

Allianz Versicherungs-AG
Zweigniederlassung
fisr Baden-Warttemberg

Unlandstrasse 2
D-70182 Stuttgart

T+ 497 11/21730
Fax: + 497 11/2 1731 70

THOMAS PLEINES
Chigf Executive Qfficer

Allianz Versicherungs AG
Zweigniederiassung Berlin

An den Treptowets 3
1-12435 Berlin

2 + 4930753830

Fax: + 4930/55 83 4000

MiICHAEL BECKORD
Chief Executive Officer

Allianz Versicherungs-AG
Zweigniederlassung Leipzig

Prager Strasse 118-1306
04317 Leipzig

B + 3419760

Pax: + 3 41/97 63 24 37

DR. GUNTER ULLRICH
Chief Executive Qfficer

Allianz Versicherungs-AG
Zweigniederlassung
fiir Norddeutschland

Grosser Burstah 3
D-20457 Hamburg
& + 4944/3 6170
Fax: + 4940/36 5772

DR. ALFRED GOSSNER
Chigf Executive Officer

Allianz Versicherungs-AG
Zweigniederlassung
fiir Nordrhein-Westfalen

KaiserWithelm-Ring 31
D-50672 Koln

@+ 49221/573 10
Fax: + 49221/573 1561

DR, PETER VON BILOMBERG
Chief Executive Qfficer

Bayerische Versicherungsbank AG

Ludwigstrasse 21
D-80539 Minchen
@+ 4989/23020

Fax: + 4989/23022615

DR, MICHAEL ALBERT
Chairman of the Board of Management

Frankfurter Versicherungs-AG

Taunusanlage 18

D-60325 Frankfurt am Main
T+ 4969/7 1261

Fax: + 4969/72 87 50

DR. KARL LUDWIG
FREIHERR VON FREYBERG
Chairman of the Board of Management

MANUEL GARCIA DE LOS RfOS
Ejecutivo Vicepresidente

PATRICK SCHWARZ
Sub-Gerente General

Australia

MMI Insurance Group
2 Market Street
AUS-Sydney, N.8.%. 2000
B+ 612/93506222
Fax: + 612/93 9064 10

Internet: http://www.mmicentre.com.au

PIETER FRANZEN
Managing Divector

Austria
Allianz Elementar Versicherungs-AG

Allianz Elementar Lebensversicherungs AG

Hietzinger Kai 101-105

Postfach 1500

A-1130 Wien

&+ 4 31/87 80 70

Fax: + 4 31/8 78 07 53 90 and
878072703

Internet: http://www.allianz.co.at

DR. ALEXANDER HOYOS

Chairman of the Board of Management

EIVIA Reiseversicherungen

EIVIA Assistance GmbH
Mariahilferstrasse 20
A-1070 Wien
&+ 4 31/5250 30 or 52503124

Fax: + 4 31/52503999 or 52503888

DR, CHRISTOPH HEISSENBERGER
WOLFGANG CREPAZ
Maraging Direciors

Belgium

Allianz Nederland N.V,

in Fa. Stanislas H. Haine S. A.
Amerikalei 106
B-2000 Antwerpen
T+ 32%/2373484 and 2373485
Fax: + 323/237 4358

Allianz Represeniative:
DR. ANDRE ROELS

Allianz AG
EU Representative Office
Avenue des Arts 44
B-1040 Bruxelles
® +322/5130083% and 513 1745
Fax: + 322/5130572

Allianz Representative:
DR, JORG-MiCHAEL LUTHER
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BIVIA Assurances Voyages
Rue Sergent Debruyne 82
B-1070 Bruxelles
@+ 322/5204812
Fax: + 322/52948 19

Friip GOEVERS
Diirectenyr

Brazit

Allianz América Latina 8. C. Leda
Rua Bario de Iapagipe, 225-8 andar
BR-20269-900 Ric de Janeiro
B4+ 5521/2936298 or 293 6033
Fax: + 5521/503 1929 or 503 1930

CARLO CARLIN
Presidente

Allianz-Bradesco Seguros S. A.
Av. Paulista, 1415-8° andar
BR-—cep 01311-200 3o Paulo
B+ 5511/2840762 or 2842104
Fax: + 55 11/2 8961 56

Buro Rio de Janeiro

Praca Pio X, 79-10 andar
BR-20269-900 Rio de Janeiro

@ +5521/2637763 u. 2964111
Fax: +5521/26377 64

EDUARDO VIANNA
Diretor Presidente

Allianz Representaiive:
SERGIC HILGERT

Brunei

National Insurance Company Berhad
6th Floor, Jalan Sultan Complex
P.O. Box 1251
Bandar Seri Begawan 1912
Brunei Darussalam
B +6732/233999 u. 238999
Fax: +6732/227495

BRUCE A. BOWERS
General Manager

Canada

Allianz Insurance Cornpany of Canada
425 Bloor Street East, Suite 500
CND-Toronto, Ontario M4W 3R5
T+ 14 16/966 8100
Fax: + 14 16/9G1 5045

ROBERT E. MAYNARD
President and Chigf Execuiive Officer

Chile

Alljanz Compafiia de Seguros S. A.
Nueva York 9, Piso 7
RCH-Santiago de Chile
B+ 562/6379200
Fax: + 562/637 92 01/2
Interaet: http://www.alllanz.cl

MANUEL GARCIA DE LOS RIOS
Gerenie General



Allianz Bice
Compaiiiz de Seguros de Vida S. A.
Nueva York 9
RCH-Santiago de Chile
& + 562/6379430
Fax: + 562/63794 31

SERGIO OVALLE
Gerente Genercl

China

Allianz Beijing Representative Office
Office C211 B
Beijing Lufthansa Center
50 Liangmagiao Road
Beijing 100016, P.R. China
B + 86 10/64 63 80 52/53/54
Fax: + 86 10/64 63 8050

HANS-JORG PROBST
Chief Representative

Allianz Shanghai Representative Office
Hotel Equatorial Shanghai
707 Office Complex
65 Yanan Xi Lu
Shanghai 200040, P.R. China
B + 8621/62 4882 40
Fax: + 8621/62 48 81 48

CHRISTINE NAGEL
Chigf Representative

Allianz Guangzhou Representative Office
Room 738, Garden Tower
Garden Hotel
368 Huan $hi East Road
Guangzhou 510064, P.R. China
B + 80 20/83 8648 18
Fax: + 8620/83 864228

RAYMOND WONG
Representative

Cyprus

Cooperative Central Bank Ltd.

Insurance Department
Gregorios Afgentiou Sireet
P.O. Box 4537
CY-Nicosia 1389, Cyprus
B+ 3572/442921
Fax: + 3572/36 1396

ANDREAS NICOLAGU
Fsurance Manager

Czech Republic
Allianz poji§tovna, a. s.
Rimska 12
¢R-12000 Praha 2
B+ 4202/244051 11
Fax: + 4202/24 405555
Internet: http://www.allianz.cz

GREGOR U. LINHOF
THOMAS MUNKEL

Denmark
Forsikringsaktieselskabet (RAS)
Allianz Nordeuropa

Banestroget 21

P.O. Box 355

DEK-2630 Taastrup

@+ 4543/558000

Fax: + 45 43/55 8080

interner: http://www.allianz.dk

WOLFGANG PAIKER
Direktor

Egypt

Arab International Insurance Company
28 Talaat Harb Street
P.O. Box 27 04
ET-Cairo
B+ 202/57463 22 or 77 7939
Fax: + 202/760053

HAsSaN M. HAFFZ
Chatrman and Managing Director

France

Allianz Assurances
2—4, avenue du Général de Gaulle
F-94672 Charenton-le-Pont Cedex
B+ 331/46767676
Fax: + 331/467676 13

DOMINIQUE BAzZY
Président Direcleur Général

Allianz Vie

Compagnie d’Assurances sur la Vie
8-12, avenue du Général de Gaulle
F-094672 Charenton-le-Pont Cedex
2+ 331/46767676
Fax: + 331/46 7676 13

DOMINIQUE BAzZY
Président Divecteur Générel

Compagnie Générale de Prévoyance
1, rue des Arquebusiers, B.P. 322
F-67008 Strasbourg Cedex
&+ 333/85151520
Fax: + 333/88151521

DR, HANS PETER WILLERT
Président Directeur Général

Cornhill France S. A,
Allée des Dauphins

F-38330 St. Ismier, Arr. de Grencble

B + 334/76526000
Fax: + 3 34/76 52 6030

CHRISTIAN CUNY
Président Direcleny Géndral

ELVIA Assurances

Siege social
24, avenue du Genéral de Gaulle
F-94220 Charenton-le Pont Cedex
B+ 331/46769595
Fax: + 331/46 7695 13

DOMINIQUE BAzZY
Président Directenr Géndral
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EIVIA Société d’Assurances Vovages
64, avenue des Champs-Elysées
F-75381 Paris Cedex 08
@+ 331/42990299
Fax: + 331/4563 2675

NICOLE RODRIGUEZ-BESSON
Directrice

Rhin et Moselle Assurances
Compagnic d’Assurances sur la Vie
RHIMO Holding
1, rue des Arquebusiers, B.P. 52
F-67000 Strasbourg Cedex
@+ 333/88153131
Fax: + 333/88151547

DOMINIQUE BAZY
Président Directenr Général

Great Britain
London Head Office
Cornhill Insurance PLC
32 Cornhill
GB-London EC3V 31)
B+ 44171/6265410
Fax: + 44171/9293562
Internet: http://www.cornhill.co.uk

WILLIAM RAYMOND TREEN
Director and Chief Executive Qfficer

Country Head Office:
57 Ladymead
GB-Guildford, Surrey GU1 1DB
B + 44 14 83/56 8161
Fax: + 44 14 83/3009 52

Greace

Allianz General insurance Company S. A
Kifissias Ave. 124
GR-11526 Athens
@+ 301/6928574 or 6925205
Fax: + 3 01/691 11 50 or 6926059
Internet: hip://www.allianz.gr

JEROME DELENDAS
Executive Chairman

GABRIEL ANTONIADES
General Manager

Allianz Life Insurance Company S. A.
Kifissias Ave. 124
GR-11526 Athens
B+ 301/6928574 0r 6925205
Fax: + 301/69234 46 or 6913941

JEROME DELENDAS
Executive Chairmen

JorN D. POLITES
General Manager

Hong Kong
Allianz. Asset Management
(Hong Kong) Lid.
Ruitonjee House, 20th Floor
11 Duddell Street
HK-Hong Kong
W+ 852/28268827
Fax: + 852/2501 4353
Internet: uber hitp//www.allianz.com

DRr. BERND GUTTING
Managing Direcior



Allianz Cornhill Insurance

(Fat East) Lid,
Ruttonjee House, 20th Floor
11 Duddell Street
HE-Hong Kong
T+ 852/25216651
Fax: + 852/28106191

GRAHAM W. NORRIS
Managing Direcior

Hungary
Hungiria Biztositd Rt.
Vadasz u. 23-25
H-1054 Budapest
B + 361/2690033
Fax: + 361/2600057
Internet: hupy//www.hbrt.hu

DR. MIHALY PATAT
Managing Direclor

india
Allianz Representative Office

125 Maker Chamber VI — 12th floor

220, Nariman Point
IND-Mumbai (Bombay) 400021
@+ 9122/2855971

Fax: + 9122/2855973

GEORGE OTTO
Representative

indonesia

P.T. Asuransi Allianz Aken Life
New Summitmas 20th Floor
JL Jend. Sudizman Kav. 61-62
RI-Jakarta 12069
B+ 6221/2526690
Fax: + 6221/2526580

PUTL SETIAWAN
Presidient Divector

P.T. Asuransi Ailianz Utama Indonesia
New Summitmas Sth Floor
JL. Jend. Sudirman Kav, 61-62
Ri-Jakarta 12069
=+ 6221/2522470
Fax: + 6221/2 523246

MANFRED WITTAL
Presiden! Divector

frefand
Cornhill Insurance PLC
Russell Court, St. Stephen’s Green
IRL-Dublin 2
B+ 3531/4025200
Fax: + 3531/402 5250

BENJAMIN J. GLASCOTT
Manager

ftaly
Allianz-RAS Tutela Giudiziaria 8. p. A.
Via Santa Sofiz 27
[-20122 Milano
B+ 392/584001
Fax: + 392/583087 45

DR, FRANZ MARIO THIMM
Direttore

Allianz Subalpina S. p. A.

Societh di Assicurazioni e Riassicurazioni

Via Alfieri 22

1-10121 Torino

@+ 3911/51611 11
Fax: + 3911/562 72 46

DR, GIULIO BASEGGIO
Presidernte

EEVIA Assicurazioni Viaggi
Via Ampére 30
1-20131 Milano
@ + 392/2660 9601
Fax: + 392/2 3643 84

GIOVANNI FREDA PIREDDA
Direttore Generale

ELVIA Assistance S.p. A.
Via Ampére 30
[-20131 Milano
D +392/266091
Fax: + 392/26 609275

ALAIN DEMISSY

Presidente e Amministratore Delegato

Lloyd Adriatico 8.p. A.
Largo Ugo Irneri 1
1-34143 Ttieste
B +3940/778 11
Fax: + 3940/77813 11

Internet: http://www.lloydadriatico.it

DR, SANDRO SALVATI

Presidente e Amministratore Delegato

Riunjone Adriatica di Sicurtd S.p. A.
Corso Italia 23
1-20122 Milano
B+ 392/72161
Fax: + 392/72 1650 11
[nternet: hitp://www.ras.it

DR, ANGELO MARCHIO

Presidente e Amministratore Delegato

Dr. Gitiio BASEGGIO
Dg. ATTILIO LENTATT
Amministratori Delegatt

Japan
Allianz Fire and Marine
Insurance Japan Ltd.

Shibakoen Takahashi Bldg., 8th Floor

8-12, Shibakoen 1-chome
JP-Minato-ku, Tokyo 1035
&+ 813/34377733

Fax: + 813/34 3777 44

Internet: iiber httpy//www.allianz.com

CHRISTIAN F. LUTZ
President

Liechtenstein
Allianz Versicherung (Schweiz) AG
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Glossary

Ihe specialisi accounting
tersns explained on 1hese
pages are infended 10
heip the reader wnder-
steme this Allianz
Annuerl Report. Most of
the terms are from the
balance sheet ar income
stedvmment. Specialist (or-
minolog) relaling 1o por-
fcidar lines of insurance
business bas rot heew in-
cluded,

Affiliated companies

The parent company and all consoli-
dated subsidiaries. Subsidiaries are
companies which are under the uni-
fied management control of the
Group's parent company or in which
companies in the Group hold 2 ma-
jority of the voting rights, have the
right to appoint or dismiss 4 majority
of the members of the administrative,
managerial or supervisory bodies, or
have controlling rights.

Aggregate reserve

Policies in force, especially in life,
health, and personal accident insur-
ance, give rise to potential liabilities
for which funds have to be set aside.
The amount required is calculated ac-
tuarially.

Allocated interest return

The income from investments relat-
ing to certain reserves. This “interest
return” is first recorded in the non-
underwriting section of the income
statement and then credited or “allo-
cated” to the relevant lines of insur-
ance in the underwriting section.

Allocated investment return

The proportion of total net investment
income attributable to life and healih
insurance.

Associated companies

A company is an associated company
if the equity interest held in that com-
pany enables the holder to exercise a
significant influence over the operat-
ing and financial policies of that com-

pany.

Claims equalization and similar
reserves

The purpose of the claims equaliza-
tion reserve is to smooth out flucma-
tions in the cost of claims in future
years. Similar reserves provide cover
for specific risks such as product lia-
bility cover in the pharmaceuticals in-
dustry or property and liability cover
for nuclear plants. These reserves are
calculated on the basis of statutory
regulations.
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Earnings per share

Earnings per share calculated by

the DVFA/GDV method is a figure
based on published earnings adjusted
for special factors and minority
interests.

Equity consolidation

The book value of the investment
in a subsidiary is set off against the
Group’s share in its equity. .

Expense ratio
Underwriting cxpenses as 2 percent-
age of premiums written.

Extended coverage

An extension to industrial and com-
mercial fire and business interruption
insurance providing cover for addi-
tional risks such as riots, vandalism,
strikes, lockouts, etc.

Funds held by others under rein-
surance contracts assumed/Funds
held under reinsurance contracts
ceded

Funds held by others are funds to
which the reinsurer is entitled but
which the ceding insurer retains as
collateral for future obligations of the
reinsurer. The ceding insurer shows
these amounts as “funds held under
reinsurance contracts ceded”.

Gross/Net

In insurance terminology the terms
gross and net mean before and after
deduction of reinsurance respectively.
{Net is also referred to as “for own
account”.)

Joint venture

A company which is managed jointly
by a company in the Group and one
or more companies not included in
the consolidation. The exient of joint
management control is more than the
significant influence exercised over
associated companies and less than
the unified management control exer-
cised over affiliated companies.

Loss and loss adjustment
expenses

These expenses comprise the cost of
all insurance claims, paid and accrued.
‘They include not just the cost of claims



incurred in the year under review but
also the run-off results from prior yvear
claims,

Loss ratio
Loss and loss adjustment expenses as
a percentage of premiums earned.

Minority interests

The portion of a consolidated sub-
sidiary’s equity held by stockholders
ouside the Group.

Net worth calculated

by the DVFA method

Stockholders’ equity as shown in the
financial statements, less dividend
distributions, receivables from sub-
scriptions to capital stock, minority
interests and goodwill, plus special
untaxed reserves net of deferred tax,
claims equalization and similar re-
serves, and reserves in the valuation
of investments (reduced, in the case
of life and health insurance compa-
nies, by the statutory minimum rate
of policyholders” dividends).

Non-underwriting result

The net difference between revenues
and expenses not attributable to insur
ance business as such.

Notional interest rate

The minimum yield guaranteed by a
life insurer. If the actual return is
higher, most of the difference is cred-
ited to policyholders in the form of
profit participation.

Premiums written/earned
Premiums written represent all premi-
uin revenues in the vear under review.
Premiums earned represent that part
of the premiums written used to pro-
vide insurance cover in that year,

Prepaid expenses/Deferred
income

Receipts and disbursements prior to
the balance sheet date in respect of
income or expenditure relating to a
period after that date.

Reinsurance

Whete an insurer transfers part of the
risk which he has assumed to another
insurer.

Reserve for loss and loss
adjustment expenses

Reserves for the cost of insurance
claims incurred by the end of the year
under review but not vet settled.

Reserve for premium refunds

That part of the operating surplus
which will be distributed to policy-
holders in the future. This refund of
premiums is made on the basis of
statutory, contractual, or company by-
law obligations, or voluntary under-
taking,

Underwriting expenses
Commissions, salaries, general ex-
penses and other expenses relating to
the acquisition and ongoing adminis-
tration of insurance policies.

Underwriting result

The net difference between revenues
and expenses aitributable to insurance
business, shown separately for prop-
erty/casualty insurance and life/health
insurance. Mainly premium income,
loss and loss adjustment expenses and
premium refunds, underwriting ex-
penses and — in life/health insurance
husingss — the net investment income
attributable and the net change in ag-
gregate reserves (see allocated invest-
ment return).

Unearned premiums
Premiums written attributable to in-
come of future years,

Unrealized gains/losses

Income and expenses arising from
changes in the value of investments
held on account and at risk of life in-
surance policyholders. The net bal-
ance of such gains and losses is set
off against the reserves for this type
of business.
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Five Years at a Glance

Net income Total dividend payout
DM in millions CMin millions
1,000 — e———— 400
750 300
500 200
250 100
0 ; 0
93 ‘94 95 ‘05 a7 93 '94 95 ‘96 ‘a7
1457 1336 2,021 2,238 2,696 975 312 362 390 438
* Nonrecurrent tax proceeds of DM 253 million * Dwidend payout  =2925
ouf of EKDE special distribution. Special distribution =682.5
Stockholders’ equity Stock market value
DMin biflions DM in billions
80
60
40
20
0
‘93 04 ‘95 96 '97 93 94 8h 96 97
164 175 185 204 230 585 511 6837 836 1072 Germary

Other countries

Total

Invesiments*
DM in billians

93 ¢4 95 98 97
2304 2478 2820 3442 3818

* inchuding investments hetd for
variable annuity policyhelders and third parties

Emloyees
in thousands

379 364 349 304 369
310 300 343 354 364
68.9 664 692 658 733



itiengeselischaft -

Germany

Allianz Versicherungs-AG
Frankfurter Versicherungs-AG - . -
Bayerische-Versicherungsbank AG

Alfianz Globus Marine ‘
Versicherungs-Aktiengeselischaft

Vereinte Versicherung AG -

Vereinte Rechtsschutzversicherung AG
Hermes Kreditvarsicherungs-AG
Allianz Lebensversicherungs-AG
Deutsche Lebensversicherungs-AG
Verainte Lebensversicherung AG
Vereinte Krankenversicherung AG

Europe {excluding Germany)
Austria

Allianz Elsmentar Versicherungs-AG
Alllanz Elementar Lebengversicherungs-AG

Luxembourg

Intemationat Eéins}urance Company 3. A, |

Belgium

Allianz Ne'deriand NV,
ELVIA Assurances SA.

ELVA Schadevarzekeringen N. 1.

Czech Republic

Allianz pojistavag, as.

Netherlands

Alfianz Nedertand N, ¥,

EINA Levensverzekenngen N V
ELV]A Zorgverzeker] Ingen V.

April 1998

Denmark

Allianz Nordgdropg Torsikingsakiieselskabet

Domus-Torgkrnysaktieselskabet

Poland

Allianz BGZ Polska 8. A,
Allianz BGZ Polska Zycie 5. A.

France

AIIiam;_Asémanees

ELVIA ASSURANCES ,
LTS, ASSURANCES FEDERALES 1AHD
Allianz Vie~ )

BHIN ET MOSELLE ASSURANGES FRAN{;AISES

Compagnie FAssUrances sur lgvig .
CDMPAGNIE GEN.ERALE DE PREVO‘(ANCE

Portugal

‘Portugat Ptevidénte Cormpanhia de Seguras S. A I

Russian Federation

Dgt-west Aanz o I

Slovak Republic

Alli-anz pbisf(}yﬁ@ a5 T ]

Great Britain

ol insurémcé-=-PﬁLC 7_ .

'fﬁ-\lﬁénz' RAS S’Bgillros y-Reaseguros 5.4,
-Earoyida §A. Compaﬁla de Segums :

Greece

Allignz; General Insurance Ccmpany S.A. .
Helvetia Generai Insurance €o. | A
Allianz Lifp Insuirgnce Compa y
Helvgtle L:ife Tnsurance Co. 8.4,

Spain

¥ Reaseguros

Hungary

Hungéria Birtasie AL -

Ireland

Cornhill Insurance PLC

Switzerland

'Schwe:zensche Versmherungs

ELVIA Schwerzerische
Lebensversmherungs Gesenschaft

Berner Lebensversucherungs Gesellschaft
Allanz Leiqensversw.cherung (Behwelz) AG
ELVIA Reiseversicherungs-Gesalischaft .
Allianz Risk Transfer

North and South America
Argentina

Cdldn Cornpaiifa de Seguros'senerales S.A,

Allianz RAS Argentina S A. de Seguros
Generaies

Africa, Asia, Australia
Australia

Manufacturers’ Mutual Insuranca Group (M¥1} l

Brazi

Alianz-Bradgsgo Seguros 8. A

Brungi

Naticnal Insuranes Comipany Beﬁhad |

Canada

Allianz insurance Company of Canada .
Tralfalgar nsurance Corrigany of Canada

Egypt

Arab Interngttional instirance Company |

Chile

Alllanz Comparia de Seguros S.A.

Allianz Bige Compafifa de Seguros
de Vida S. A,

Hong Kong

Allianz Comhill Insurance (Far East) Ltd. J

Indonesiz

P.T. Asuransi Alfianz Utama Indornesia
P.T, Asuransi Alllanz Aken Life

[taly

Riunione Adriatica di Sicurth S, p. A.
Lieyd Adriatico’S, p. A.
Allianz Subalpina

Societa df Assicurazioni e H:ass icurazieni S. 0. A.

Turkey

Sark Sigorta TAS.
Sark Hayat Sigorta A.S.

Mexico Japan
Allianz eético S A, Gompaifa de Segaros Allianz Fire and Marine Insurance’ Japan Lid. |
USA Namibia
Fireman’s Fund surance Gompany - . Alianz Jasurance of Namibj_a Lid. l
Allanz Insurance Ghmpany Philiooi
Jefferson. ngurance’ Company of . Y Hippines
Alianz Life Insurance Company Pigneér Allianz.Life Assurance Corporation I
of Marth Amenca .
Singapore
Venezuela gap
. : Allianz tnsurance {Singapore) Pte Lid
Adrigiica de Seguros C. A. {Sirgapore) I
South Africa
Allianz Insurance Lid. |
Thailand

The Naveki Insurance Pubiic Compary, itd. |

United Arab Emirates

Allianz Versicherungs-AG Dubai Brangch I

R R 7T
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T VR TR
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September 17, 1998

November 26, 1998
February 24, 1999

May 20, 1999

July 7, 1999

September 15, 1999
November 26, 1999

Investor Relations

B Allianz AG Financizal Calendar

Press release on the first halfyear 1998
(interim financial report)

Press release on the third quarter 1998
Press release on preliminary results for 1998

Financial press conference for the 1998 business year
and the first quarter of 1999

Annual General Meeting

Press release on the first halfyear 1999
(interim financial report)

Press release on the third quarter 1999

Y

Oliver Schmidt
B + 49 89/38 00-39 63
e-mail: oliver.schmidt@allianz.de

Ragna Strutz
2 +4989/3800-38 92

e-mail: ragna strutz@allianz.de

Fax: +4989/3800-3899

10/01) 22.6.98
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