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MANAGEMENT REPORT

INDUSTRY DEVELOPMENT IN FISCAL 2004 

The agricultural engineering markets of Western Europe developed differently 
in 2004. Earnings in the agricultural sector varied not only according to 
region, but also to type of operation. Milk prices, in particular, remained at a 
low level. 

Despite difficult market conditions, the important markets of France and the 
UK developed positively. In France, the largest European market, capital 
spending remained stable on the whole. Sales of tractors and other 
agricultural machinery significantly exceeded the level of the previous year.

In the UK, the market continued the growth trend of the past few years. 
Compared to other European countries, British farms have largely completed 
the necessary structural transformation. As a result, they have become more 
professional and are now in a position to invest in necessary equipment. 
Earnings in the British agricultural sector increased 20% during 2003, 
compared to a decline of approx. 15% in Germany. 

Lower levels of income in Germany led to noticeable capital spending 
restraint again in 2004. Compared to the previous year, the German market 
declined by up to 6%. A slight improvement was visible only in the tractor 
market. Italy and Spain remained largely stable.

The Central European markets fell significantly in 2004, declining as much as 
20%, primarily as a result of uncertainties regarding the effects of the 
expansion of the European Union and the associated structural changes in 
the accession countries, together with the effects of an extremely poor 
harvest in the previous year.  

The CIS countries, particularly Russia and the Ukraine, have for the most part 
enjoyed a good harvest in 2004. Consequently, Eastern European markets 
were stable and even exceeded expectations in some areas. The region is 
proving to be increasingly receptive to tractors and combine harvesters with 
Western technology. Only sales of foragers decreased as a result of lower 
meat and dairy prices.

In North America, earnings in the agricultural sector reached record heights 
in 2004. Compared to the previous year, farm income rose by approx. 3% to 
$ 241 billion. The North American market shows considerable strength and 
is expected to have grown by approx. 15% in 2004. 

South America’s two largest markets were characterized by sustained 
growth in 2004. While market development slowed in Brazil in the second 
half, the Argentinian market continued its strong growth throughout the 
year.

Conditions in the Indian market remained difficult. The agricultural sector 
grew at a rate of only 1%. Earnings development was unsatisfactory and the 
willingness to invest was restrained.

SALES DEVELOPMENT

TRACTOR BUSINESS DRIVES GROWTH AND INCREASED INTERNATIONALIZATION  

The CLAAS Group achieved an increase in sales of 28.9% to € 1,928.4 million 
in fiscal 2004. Sales development varied according to segment and region. In 
the Agricultural Engineering segment, sales rose 32.5% to € 1,776.1 million, 
with the tractor business, consolidated for the first full year in fiscal 2004, 
contributing the largest share. Harvesting machinery also showed growth, after 
a decline in the previous year. As a result of the complete integration of 
RENAULT Agriculture in fiscal 2004, the CLAAS Group has become even more 
international. The majority of our tractors are sold outside of Germany, and 
foreign sales now account for more than three quarters of total Group sales.

Sales in the Production Engineering segment decreased slightly due to a 
significant downturn in the German tool-making industry. Third-party sales in 
the Industrial Engineering segment maintained at the level of the previous 
year.
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CLAAS successfully asserted its position in Europe. Despite the difficult 
environment characterized by harvest-related declines in farm income and a 
decrease in grain prices which began in the spring 2004, the Company has 
gained market shares in all key markets.

In Western Europe, which continues to be the most important agricultural 
engineering market for CLAAS, sales in the Agricultural Engineering segment 
surged 37.5% to € 1,408.8 million, primarily as a result of the first full-year 
consolidation of the tractor business. Excluding the EU accession countries, 
sales growth in the EU was 38.0%. 

In Germany, sales in the Agricultural Engineering segment increased 1.1% 
against a persistent strong downward trend in the market. Earnings in the 
German agricultural sector have been declining since 2001. Combined with 
the negative sentiment among German dairy farmers, this trend caused 
noticeable restraint in capital spending. In addition, contractors faced the 
problem of excess machine capacity. Sales in the combine harvester market 
alone were 15% below the level of the previous year. By contrast, the tractor 
business recorded positive growth in 2004. Sales of over 1,000 tractors 
offset the sales decline in harvesting machinery, and enabled a moderate 
sales growth in the Agricultural Engineering segment to be recorded. CLAAS 
tripled its sales in the German tractor market compared to the previous 
year.

In the United Kingdom and France, sales in the Agricultural Engineering 
segment continued the strong growth trend of the previous years. CLAAS 
benefited from a market recovery in the UK and achieved significant sales 
growth of 21.6%. In France, a stable, and the largest, European market for 
CLAAS sales almost doubled in 2004 due to the integration of RENAULT 
Agriculture and the expansion of market share in harvesting machinery, 
which climbed more than 25.0%. In the remaining EU-15 countries, growth 
in the Agricultural Engineering segment varied; declines in Scandinavia were 
offset by increases in Austria, Spain and Greece.

As expected, the important markets of Central Europe experienced a 
slowdown in fiscal 2004. For the year as a whole, this decline is estimated at 
approx. 20%. Partly as a result of the compensating effects of the integration 
of RENAULT Agriculture, CLAAS was able to limit the decline in agricultural 
machinery sales in virtually all Central European countries to approx. 10%. 

In Eastern Europe, expectations were to some extent surpassed with 
significant sales increases in most countries. The CIS countries, especially 
Russia and Ukraine, showed stable market conditions. Only in Belarus did 
sales recede again due to customs barriers implemented in the previous 
year. On the whole, CLAAS expanded sales in Eastern Europe by 25.9%. 

Outside of Europe, agricultural engineering sales surged by 31%. In the US, 
our largest non-European market, demand for agricultural equipment in 
fiscal 2004 slightly exceeded the previous year’s level. Our two US 
companies, CLAAS of America and CLAAS Omaha, improved sales by 12.9% 
in local currency. Due to the rise of the Euro against the US Dollar in 2004, 
this translated into a sales increase of just 4.1% in Euro terms. In Argentina, 

one of the largest grain and soy exporters in the world, CLAAS benefited 
disproportionately from local growth, doubling market share and sales – albeit 
on a low level. 

The consolidation of RENAULT Agriculture for the first full year in 2004, 
coupled with comparatively low growth in Germany and positive developments 
in export markets, have raised the share of foreign sales in the Agricultural 
Engineering segment from 74.2% to 80.3%. In 2004, CLAAS generated 
76.8% of total Group sales abroad (previous year: 69.2%).

TRACTORS NOW SECOND STRONGEST PRODUCT GROUP IN AGRICULTURAL 
ENGINEERING SEGMENT – SPARE PARTS AND USED MACHINERY BUSINESS 
EXPANDED

The various product groups in the harvesting machinery business developed 
differently in 2004. Despite some significant declines in individual markets, 
CLAAS managed to achieve a slight rise in sales of its main product, combine 
harvesters. Sales declines in Germany and Central Europe were offset by 
increases in Eastern and Western Europe. Foragers and green harvesting 
machinery lost approx. 5% of sales. Sales of foragers were particularly 
affected by the difficult market situation in Central Europe, but also decreased 
in Eastern Europe, while sales of green harvesting machinery were impacted 
by the problems facing dairy farmers in Western Europe. Baler sales 
remained just under the level of the previous year. In a shrinking total market 
this means that CLAAS gained market share.

The integration of tractors into the CLAAS product range extended the 
agricultural machinery business and strategically strengthened the entire 
product portfolio. Tractors represent a significant product group in the year 
under review, second only to combine harvesters. In contrast to the previous 
fiscal year, the full year of tractor sales was consolidated in 2004. In 2003, 
only sales from May to September had been consolidated, because RENAULT 
Agriculture joined CLAAS in May. The objectives for the tractor business for 
2004 were fully achieved. The CLAAS brand name adds momentum to the 
sales of tractors. CLAAS immediately reached sixth place in terms of new 
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registrations of tractors in Germany with sales of over 1,000 tractors. In 
France, where RENAULT tractors have traditionally held a strong position, 
CLAAS tractors are now sold, considerably strengthening the market 
presence and brand awareness of CLAAS.

Strong growth was also recorded in our spare parts business, primarily as a 
result of the full-year consolidation of RENAULT Agriculture. In addition, sales 
of spare parts for harvesting machinery significantly increased in Central and 
Eastern Europe. Rising imports of used Western agricultural equipment is 
generating an increased demand for spare parts in those regions. For CLAAS 
sales companies, the used equipment business is becoming increasingly 
important, as our customers see us as a comprehensive supplier throughout 
the product life cycle. Used equipment sales in the CLAAS Group rose by over 
50% in the year under review, with two thirds of this increase resulting from 
the integration of RENAULT Agriculture. The business expansion in used 
harvesting machinery benefited primarily our UK sales company and our 
German sales company, which handles used machinery sales for Central and 
Eastern European countries.

The Production Engineering segment achieved sales of € 128.3 million, 
slightly below the level of the previous year. The CLAAS Production 
Engineering company, located in Beelen, proved successful in the highly 
competitive German tool-making industry which was characterized by 
significant decreases in both demand and prices in 2004, but which has 
recently begun to stabilize. Brötje Automation, Wiefelstede, increased sales 
by over 5%.

The Industrial Engineering segment recorded third-party sales of € 24.0 million, 
unchanged from the previous year, from its core business of drive technology 
and hydraulics.

EARNINGS DEVELOPMENT

SUBSTANTIAL EARNINGS IMPROVEMENTS

The gross profit on sales rose by € 78.5 million to € 481.8 million in fiscal 
2004, primarily as a result of the first full-year consolidation of RENAULT 
Agriculture in 2004 (previous year: 5 months) and the extremely successful 
launch of CLAAS tractors in Europe. Due to the fact that margins are lower in 
the tractor business than in harvesting machinery, the proportional increase 
in total gross margin is lower than the proportional increase in sales.

Substantial improvements in gross profit, however, were achieved in 
harvesting machinery, where higher profitability resulted from new products 
launched in 2004, which benefit from more efficient production processes. 
These new products significantly enhance the advantage to our customers 
and reinforce our position as technology leader and premium supplier. 
Cost reductions and greater flexibility in cost structures implemented in 
production in connection with our financial »fitness« program over the past 
fiscal year have also contributed to an improvement in earnings. The rise 
in steel prices, shrinking profits in the Production Engineering and 
Industrial Engineering segments, and negative foreign exchange influences 
have been compensated. 

The financial »fitness« program also contributed to a rise in operating 
income. While gross profits rose by 19.5%, operating income surged 39.5% 
to € 63.1 million, mainly as a result of improvements in expense structures 
and additional efficiency gains in Sales and Administration. Research and 
Development continues to actively focus on agricultural engineering, 
particularly tractors. Efficiency improvements in projects under consistent 
development standards have positively impacted the cost structure. Research 
and development expense has risen by 8.0% to € 72.6 million compared to 
the previous year.

In India, our 2004 profit objectives for CLAAS India will have to be postponed 
as a result of unfavorable weather conditions and related income shortfalls 
in the past few years in the Indian agricultural sector. Economical and 
agricultural policy conditions are generally sound in India, and we expect the 
reorganization of our Indian activities to bear fruit in time. Any discernable 
risks are taken into account by means of a valuation allowance included in 
other operating income.

The very successful integration of RENAULT Agriculture into the CLAAS Group 
has been a compensating factor for other operating income in the past year. 
Integration expenses in fiscal 2004 were significantly below the level of the 
previous year.
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