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Five-Year Summary: Bayer on Track for
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Cover picture // Bayer is focusing exclusively on its Life Science husinesses,
Qur cover picture shows scientists Dr. Wen Chang from Crop Science and
Dr. Daniel Forter {right} from Phaj‘maceuticals with a projected image of DNA.
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Five-Year Summary

from 2014
2011 2015 2013 2012 2015 I
€ million € million € million € million € million
Bayer Group
Sales 36,528 39,741 40,157 41,339 46,324 +12.1
EBIT? 4.14% 3,928 4,934 5,395 4,250 +15.8
BT before special items? ‘ 5025 5639 5,773 5,833 7,069 712
EBITDA’ T esie 6916 7830 8315 9,583 +15.2
ERITDA before special items” T 7813 2,280 8,401 8,635 10,265 182
EBITDA margin before special items® 20.8% 20.8% 20.9% 21.0% 22.2%
Income before income taxes 3,363 3176 4,207 4,414 5,245 +18.8
Net incoma 2,470 2,403 3,189 3,426 4,110 +20.0
Earnings per share (€} from continuing and
discontinued operations® 2.99 AN 3.86 4.14 1.97 +20.0
Care earnings per share (€) from continuing operations’ 4.83 5.30 5.61 5.89 6.83 +16.0
Grass cash fiow? 5172 4,556 5,832 4,707 6,999 +4.4
Net cash flow from centinuing and
discontinued operations? 5,060 4,530 5,171 5810 6,890 +1B.6
Net financial dett ' 013 7,022 6731 19,412 17,449 “11.0
Capital expenditures as per segment table 1,866 2012 2,155 2,484 2,556 +2.9
Research and development expenses 2,932 3,012 3,406 3,537 4,281 +21.0
Return on eguity 13.0% 13.0% 16.2% 16.8% 17.9%
Equity ratio 36.5% 36.1% 40.5% 28.8% 34.4%
Bayer AG € miltion € million € miltion € miltion € million
Net income 1,125 889 2,498 2,454 1.361 —-445
Allocation to {withdrawal from) retained earnings (239 (682) 761 593 (706}
Total dividend payment 1,364 1,571 1737 1,861 2,067 +11.1
Dividend per share (€) 1.65 190 2.10 2.25 256 4111
Employees
Number of employees'© (Dec. 21} T411,800 110,000 112,400 117,400 116,800 —a5
Persannel expenses {including pension expenses} o o
(€ million) 8,726 9,194 9,430 9,693 11,203 +15.6
Proportion of women in senior management {%) 22 23 25 26 28
Number of nationalities in the Group Leadership Circle 22 23 N 35 33 -57
Proportion of employees with health insurance {%) 94 9; 25 G4 26 o
;E;ﬁ;:;rtinn of employees covered by coilé;:tive agreements T S
on pay and conditions (%) 54 53 54 52 53
Safety
Recordable Incident Rate for Bayer employees (RIR) 0.56 0.49 0.47 0.43 0.42 -1.6
Leost Time Recordable Incident Rate for Bayer employees
{LTRIR) 0.31 0.27 0.26 0.22 Q.21 -6.4
Loss of Primary Containment Incident Rate (LoPC-iR} 2 - 038 0.35 0.23 0.22 -7.7
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Change

from 20t4

20M 2012 2013 2014 2013 (%)
Environmental Protection™
Primary energy consumption (petajoules'¥/a) 50.10 49.05 47.58 45.57 43.00 -5.7
Secondary energy consumption (pqtajoules”/a) 34.85 34.14 33.27 39.74 40.19 +1.1
Energy efficiency (MWh/M ™ YT 3.50 3.4 3.37 334 “0s
Iii.réct greenhouse gas amis;-i;;lé
CO; equivalents in million t) " 4.23 424 4.09 4.02 4.41 +9.7
Indirect greenhouse gas emissions o o
(CO2 equivalents in million t},
according to the market-based method“’_ ‘ - 472 4.9 o 5#53_ 5.30 —4.1
Specific gré'enhouse gas emissions )
{CO; equivalents in t/manufactured sales volume in t},
according to the market-based method 516 - 1.04 1.09 1.42 1.19 +4.0
Volatile organic compounds (VOC} (thousand t/a)” 2,49 2.60 2.27 212 1.61 240
Total organic carbon {TOC) (thousand t/a) 1.50 142 1.53 1.20 116 -13
Hazardous waste generated {thousand ¢/a) 474 603 467 487 541 +11.1
Water use (million m?/a) 411 384 361 350 346 =11

2014 figures restated; figures for 2011 - 2012 as last reporied.

1 EBIT =income after income taxes, plus income taxes, plus financial resuit.
This indicator is not defined in the [nternational Financial Reporting
Standards.

% EBIT befere special items = EBIT plus speciai charges, minus special gains.
This indicator is not defined in the International Financial Reporting Stan-
dards. See also Combined Management Reporl, Chapter 14.2 " Calculation of
EBITIDA) Before Special Items ™

5 EBITDA = ESIT plus the amortization of intangibile assets and the deprecia-
tien of properly, plant and equipment, plus impairment losses and minus
impairment loss reversals, recagnized in profit or loss during the reporting
period. This indicator is not defined in the International Financial Reporting
Slandards. See alse Combined Management Report, Chapter 14.2 “Calcula-
tion of EBIT(DA} Befere Special items.”

4 EBITDA before special iterns = EBITDA plus special charges, minus special
gains. This indicater is not defined in the {nternational Financial Reporting
Standards. For details, see Combined Manzgement Report, Chapter 14.2
"Calcutation of EBITIDAY Before Special Items.”

# The EBITDA margin before special items is calculated by dividing EBITDA
hefore special items by sales. This ingicator is not defined in the Internation-
al Financial Reporting Standards. For details, see Combined Management
Report, Chapter 14.2 “Calcutation of EBITIDA) Before Special ftems.”

* Earnings per share as defined in IAS 33 = netincome divided by the average
number of shares. For details, see Note [18) to the Consolidzled Financial
Statements.

7 Core earnings per share = earnings per share, plus/minus amortization and
impairment losses / impairment foss reversals of intangible assets, impair-
ment losses / impairment loss reversals on property, plant and equipment,
plus special charges, minus speciat gains {other than amortization and im-
pairment losses/ impairment loss reversals), plus/minus the related tax ef-
feets and the share of the adjustments attributable to nencontrolling interest.
This indicater facilitates the comparability of performance over time. It is not
defined in the International Financial Reporting Standards.

For details, see Combined Management Report, Chapter 14.3 “Core Earn-
ings Per Share.”

8 Gross cash flow = income after income taxes, plus income taxes, plus
financial result, minus income taxes paid or acerued, plus depreciation,
amortization and impairment losses, minus impairment loss reversals,
plus/minus changes in pension provisions, minus gains/plus losses on
retirements of noncurrent assets, minus gains from the remsasurement of
already held assets in step acquisitions, The change in pansion provisions
includes the elimination of ngncash compenents of EBIT. It also contains
benefit payments during the year. Gross cash flow is not defined in the
International Financial Reporting Standards. For details, see Combined
Management Report, Chapter 14.5 “Liquidity and Capital Expenditures of
the Bayer Group.”

?  Net cash flow = cash flow from operating activities accarding to I1AS 7

Full-time equivalents

Percenlage changes not based on rounded figures

LoPC-IR: rate of incidents in which chemicals leak from their primary

centainer, such as pipelines, pumps, tanks or drums, per 200,000 working

hours in areas relevant to plant safely

1 petajoule = 10" joules

Energy elficiency: quatient of total energy consumption and maaufactured

sales volume, For Covesirg, only manufactured sales volumes that alse form

the basis far calculating Covestro-specific emissions are taken into account,

Portfolio-adjusled in accordance with the Greenhouse Gas Protocol

Specific Group emissiens are calculated from the total velume of direct

emissians and indirect — calculated using the market-based method of the

new Scope 2 GHG Protocol — emissions of the subgroups, including the
emissions at the Belford Roxo site and emnissions from the vehicle fleet, hoth
reported for the Group as a whole, divided by the manufactured sales vol-
ume of the three subgroups in metric tens, Quantities attributable 1o the
zupply of energy to external companies are deducted from the direct and
indirect emissjons, At Cavestro, neither the by-products sodium hydroxide
salution and hydrochloeric acid generated during production nor trade prod-
ucts are included in the manufactured sales volume,

7 Valatile organic compounds {(VOC) excluding methane

N 28

B

[
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Chairman’s Letter

Investment in the future

Zm prpehitert sbns .

2015 marked a decisive year in the history of our company. We suc-
cessfully executed all the necessary steps to transform Bayer into
an integrated Life Science company. For more than 150 years, the
core of Bayer’s business model has been to invent new molecules
and turn them into innovative products. Now we are focusing solely
on those molecules that influence the biochemical processes within
living organisms.

With the enormous and ongoing progress being made in the Life
Sciences, our ability to turn scientific findings into innovative prod-
ucts and solutions continues to grow. We are harnessing this poten-
tial to improve the health of humans, animals and plants. As a Life
Science company, we can now sharpen the focus of our entire orga-
nization on fulfilling our mission, “Bayer: Science For A Better Life.”
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Our portfolio is well diversified and balanced, both in terms of
profitability and risks. Our divisions are highly competitive, hold-
ing leadership positions in their markets. And our focused busi-
ness model offers significant potential to leverage synergies
across the board - from research to product approval processes
and from operations to talent development. It is important to
sustain this momentum and continue reaping the fruits of our
strategy.

In order to leverage our focus, we have given our organization a
clear, integrated and more operations-based structure. Since Jan-
uary 2016, the heads of our new divisions — Pharmaceuticals, Con-
sumer Health and Crop Science — have been members of the Board
of Management of Bayer AG. This enhances operational account-
ability and accelerates decision-making, which are important for
an innovation company. In this connection, I'm proud of the exten-
sive measures we have taken to broaden Bayer’s diversity in terms
of gender and culture. This is now also reflected in the membership
of the Board of Management.

Bayer’s transformation into a pure Life Science company has
consistently been accompanied by robust financial results. Over
the last five years we showed very good performance. It demon-
strates the strength of our company and the commitment of our
employees.

In 2015, revenues from continuing operations rose to a record
level of more than €46 billion. On a currency- and portfolio-
adjusted basis, this is an increase of 2.7 percent. OQur clean EBITDA
rose substantially by more than 18 percent to €10.3 billion, and
core earnings per share advanced by 16 percent to €6.83. Our in-
novative new products especially contributed to this success and
also played a substantial role in making 2015 another record year
for Bayer. All three new divisions posted above-market growth.
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Beratung

Dialogue at a pharmacy in Germany: Bayer CEQ Dr. Marijn Dekkers meets pharmacist Valeska Pritz-Gottschall from Cologne.

Sales of our Pharmaceuticals segment climbed by 9.9 percent on a
currency- and portfolio-adjusted basis. Our five recently launched
products — Xarelto™, Eylea™, Stivarga™, Xofigo™ and Adempas™ —
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again contributed to this pleasing performance with combined sales
of €4.2 billion, compared with €2.9 billion in 2014.

At Consumer Care (now called Consumer Health}, currency-

and portfolio-adjusted sales growth was 6.1 percent. During the
past year, we successfully integrated the business acquired from
Merck s Co., Inc.

Despite a weaker market environment, CropScience raised sales
by 1.7 percent on a currency- and portfolio-adjusted basis. Of the
regions, Europe showed the strongest growth, which was driven by
the positive development of crop protection products and seeds.

Thanks to the ongoing support of our investors, Bayer continued to
have the highest market capitalization of all the pAXx companies in
2015. And despite a challenging market environment, we success-
fully floated our former MaterialScience subgroup on the stock
market in October 2015 — nine months before the end of our origi-
nal roadmap. It is now a legally and economically independent
company: Covestro. We wish our former colleagues every success
for the future!

In addition to the tro of Covestro, we undertook further transactions
in support of our strategy. In June 2015, we signed an agreement to
sell the Diabetes Care business to Panasonic Healthcare Holdings
Co., Ltd., Tokyo, Japan. In July 2015, we closed the acquisition of
SeedWorks India Pvt. Ltd., based in Hyderabad, India.

Over the years, our portfolio strategy has consistently enhanced our
profile as a Life Science company. In particular, the acquisitions of
the consumer health businesses of Merck and Dihon in 2014 gave
our Consumer Health business the necessary critical mass to oper-
ate as a separate division.
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Being successful as a Life Science company requires a pronounced
innovation culture that is the breeding ground for new ideas and
facilitates their translation into successful products. It often all
starts in the laboratory which is why, between 2011 and 2015, we
increased our annual research and development spending by €1.4
billion to €4.3 billion. This is a substantial investment in our future.
At the same time, we have become better and faster at bringing
our innovations to market.

At the end of 2015, we established our new Bayer Life Science
Center. This strategic innovation unit has heen designed to help
uncover, encourage and unlock breakthrough cross-species tech-
nologies and know-how for Bayer by enabling collaborations with
entrepreneurial best-in-class companies. The first of these part-
nerships is a joint venture with crispr Therapeutics AG, a compa-
ny specialized in utilizing the new criSpr-cas9 gene editing tech-
nology. Together we aim to discover, develop and commercialize
groundbreaking therapeutics to cure blood disorders, blindness
and congenital heart disease. We could use any findings that go
beyond these three indications in nonhuman applications as well -
for example, in agriculture.

Successful innovation requires an ongoing reassessment and refine-
ment of processes and partnerships. The freedom to experiment
and the determination to execute with precision must he well bal-
anced. Today, Bayer is one of the most innovative companies in
our industry. As a Life Science company, we are in very good shape
to continue to deliver profitable growth.

With our innovations we address major societal challenges on a
global scale. Around 9.7 billion people will be living on our planet
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by 2050. How can humankind succeed in feeding so many people,
especially in regions where agriculture is difficult? By developing
better seeds and new products to protect crops, Bayer is helping to
ensure an adequate food supply for the world’s population.

At the same time, average life expectancy continues to increase.
How can humankind ensure that a high quality of life is preserved
at an advanced age? By developing innovative solutions and new
medications, Bayer is helping people tackle diseases and lead an
active life longer.

But it’s not just through our innovations, but also through our activ-
ities, that we are helping people lead a better life. We seek to achieve
economic growth in harmony with ecological and social responsi-
bility. As evidence of this commitment, we adhere to the fundamen-
tals of sustainable development and the ten principles of the United
Nations Global Compact.

In this context, it is essential to maintain an open and active dia-
logue with all our stakeholders. We act responsibly, have good ar-
guments and need not shun controversy. Ultimately, no one can
deny the huge benefit delivered by the innovations from our labora-
tories. In the life science industry, it’s all too easy to overlook the
significant downside of not deploying these innovations. We need
the societal acceptance and appreciation to continue to contribute
those benefits.

The best ambassadors for our company are our employees. With
their passion to innovate, they live our mission each and every day.
On behalf of the entire Board of Management, [ would like to thank
them for their dedication. Their daily efforts are what make Bayer a
great company and a good investment.
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This is my last Chairman’s Letter to you as cE0 of Bayer. [ am thank-
ful for your continued trust and support. It has been an extremely
rewarding experience for me to have the opportunity to lead such a
fantastic company to new heights. [ have enjoyed working with so
many great colleagues, and while I contributed with my know-how
to our joint success, [ feel I learned just as much in turn.

Bayer is an iconic brand, offering an endless source of innovation.
With its solid foundation and a deep management bench in place,

I am convinced that Bayer can continue its journey as one of the
most innovative companies in our industry.

Sincerely,

s Deatbees

Dr. Marijn Dekkers

Chairman of the Board of Management of Bayer AG
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Our busmess portfoho 1s now
focused excluswely on the
| L1fe Sc1ences and on solvmg the o
'_ - major. challenges of the future —
from Pharmaceutlc-al-s-*zthrough .
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Our broad ]DI‘OOthC“t POthOhO mdUdeS many

world famous brands which have shaped the
1comc Bayer brand Some of them have been | : |
S -fhelplng our customers for decades others only

recently came out of our labs. Their active
~ingredients are des1gned to influence the bio-

~chemical processes in living organisms. As

_different as people, animals and plants might
seem, common rules govern the molecular

" mechanisms in all life forms. The active ingre-

-~ dients promote or enable positive processes

~ or they prevent or suppress negative processes.

‘That’s what Life Science is all about. And

- with our innovative products, we help to make
life better.
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Magazine # Life Sclence

But both men are also aware that they might have to.
“When people have already survived cne heart attack, the
risk of having another increases for the test of their lives,
meaning that long-term medical care is imperative,” ex-
plains Dr. Wolfgang Steffen, a cardiologist in Rottweil
and Miiller’s attending physician. Alongside the manage-
ment of cardiovascular risk factors in line with standard
care practice and any necessary lifestyle changes, an es-
pecially important part of treatment is that patients requ-
larly take their prescribed medication, including drugs
that counteract blood-clotting and therefore help prevent
another heart attack. "It's also very important for patients
to be aware of the many things they can do to help their
heart recover,” Steffen emphasizes. “In concrete terms,
that means no smoking, a different diet, regular exercise,
minimized alcohol intake, stress reduction and, if neces-
sary, treatment for depression.” His patient, Remigius
Miiller, has taken this advice to heart. He wouldn't even
think of skipping his medications. Apart from acetylsali-
cylic acid, which inhibits platelet aggregation, he also
takes blood pressure- and cholesterol-lowering medica-
tion. “I'm certain that the drugs are the reason [ feel well
again today,” he says.

Axel Vogel is likewise thankful for the opportunities
afforded by modern medicine. “They enable me to reach
the best level of performance [ am still capable of.”
Vogel's heart sustained permanent damage from his

million

people worldwide die every year of a
cardiovascular disease. This figure is
forecast to increase to over 23 million
by 2030.

{Source: American Heart Association: 2015 Heart Disease and
Stroke Statistics Update}

Bayer Annual Report 2015

heart attack. He suffers from arrhythmia and had a
pacemaker implanted three years ago. In addition,
his heart function has detericrated over the years
and along with it his performance capabilities.
Just climbing a few stairs wears him out. Because
of his extreme heart failure, Vogel has been in
treatment for some time under Professor Volker
Rudolph, Chief Senior Physician of the Cardiclogy
Center at Cologne University Hospital.

Heart failure is one of the potential complications
following a heart attack. “Twenty to 30 percent of
patients who have had a heart attack subsequently
develop heart failure,” reports Rudolph. It is a
very serious condition, especially in its advanced
stages. The heart is unable to pump blood through
the body, causing the energy levels of sufferers to
drop dramatically. “The survival time for severe
heart failure is significantly shorter than for some
types of cancer,” Rudolph points out. “At present,
the options for using drugs to treat this diseage are
limited. A lot of research needs to be done in the
field,” the cardiclogist says. “If we could succeed
in halting or possibly even healing pathological
changes in the heart and blood vessels by means
of regenerative therapy, it would be a major step
forward.”

Developing innovative active substances to

treat heart failure is one of Bayer’s main areas of
research. Several projects involving different
treatment methods are currently in the advanced
phases of clinical development. Furthermaore,
Bayer scientists in the cardiovascular research unit
are working on novel active ingredients to treat
severe diseases of the cardiovascular system such
as coronary heart disease, stroke, thrombosis and
pulmonary hypertension, as well as certain kidney
diseases. "Cardiovascular diseases are a strategic
priority for Bayer. Our pipeline covers a wide
range of heart, circulatory and vascular diseases,
for which patients and physicians are desperately
waiting for further improved treatments,” says
Professor Andreas Busch, head of Drug Discovery
in the Pharmaceuticals Division.
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A keart attack has severe
repercussions. Patient
Remigius Miiller {right) has
largely taken the advice of

his cardiologist Dr, Wolfgang
Steffen (below} to heart and is
feeling well again.

Patient Axel Vogel, by contrast,
suffers from severe heart
failure. He is receiving treat-
ment from Professor Volker
Rudolph, Chief Senior Physi-
cian of the Cardiology Center
at Cologne University Hospital
(below right).

Baver also offers physicians and patients digital solu-
tions to support drug-based treatments. For example,
after registering, patients with atrial fibrillation can
receive a daily text message reminding them to take
their pills. “In the future, apps like this will offer even
mare possibilities,” says Johannes Schubmehl, Chief
Information Officer at Pharmaceuticals. One example
is sending patient data to the attending physician.

WATSON LABORATORIES,

Life Science // Magazine

A study of this is currently being conducted in
Canada en patients with pulmonary hypertension.
Cardiologist Volker Rudolph believes in the future
of digital apps in medicine. “Patients won't need
to make as many visits to the doctor’s office, and
we physicians will have faster access than ever
before to critical results.”
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million
people worldwide were aged above 60 in 2015.
By 2050, this figure will have doubled to

approximately 2 billion - almost eve
person on the planet,

Source: UN report, World Population Prospects, 2015

Whether yoga, a healthy diet, exercise or just
a relaxing break with a four-legged friend:
There ore plenty of options available to those
who wont to stay fit well inte old age, like v.s.
retirees Nora Gerson and Henry Cohen (above).
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Henry is an example which shows that being old doesn’t
automatically mean being sick. “But the rising life expec-
tancy aiso means a higher risk for numerous disorders,
many of which are chronic conditions,” says Dieter
Weinand, member of Bayers Board of Management and
head of the Pharmaceuticals Division. Typical age-related
disorders include cardiovascular diseases such as stroke
and heart attacks, eye disorders and cancer. "We are
always looking for new and highly specific therapeutic
approaches to be ahle to provide even better help to
patients in the future,” explains Weinand. Accordingly,
Bayer’s scientists are concentrating on new therapeutic
options for conditions such as heart failure, wet age-
related macular degeneration, and prostate and lung can-
cer, The results of this research could make it possible
for eiderly people to live an active life for onger.

[n Delray Beach, there are regular information evenings
on health issues. Dietary advisors and speakers from a
number of different disciplines explain how senior citi-
Zens can stay fit for as long as possible, and how non
prescription medicines can help them achieve that aim.
These events are organized by Nora Gerson. “Many of my
acquaintances and neighbors here suffer from classic risk
factors such as hypertension and high cholesterol levels,
which can be minimized through diet, exercise and an
overall healthy lifestyle,” says the 7g-year-old.

Nora leads a yoga group for participants aged between
60 and 93. Henry is one of her students, too, Nora stands
with her legs firmly planted and folds her arms around
themselves in front of her chest. Her body is calm and
relaxed, her gaze focused on the middle distance. The re-
tiree has suffered from osteoporosis and minor arthritis
for more thar 30 years, but you wouldn’t know it from
looking at her. Sometimes the pain is overwhelming. “But
1 decided for myseif that I won't let it negatively affect my
daily life,” says Nora. That's why she does a lot of exer-
cise and, like many of her friends, takes mild analgesics
for their pain-relieving and anti-inflammatory effects.

The senior citizens in Delray Beach are by no means ex-
ceptions. Many patients today are well aware of the ben-
efits of prevention and a healthy lifestyle and are well in-
formed about their health and the therapeutic options
availabie, thanks in great part to the internet and digital
media. “Patients are increasingly selecting medicinal
products to treat minor ailments themselves,” says Erica
Mann, member of the Board of Management of Bayer,
head of the Consumer Health Division and Chair of the
World Self-Medication Industry (wsm1). “Individuals can
take steps to stay healthy and productive by easily
treating colds or flu, headaches and other minor heatth

Life Science # Magazine

problems.” Prevention is also becoming increas-
ingly significant in all age groups, says Mann.
Sunscreen, for example, can help to prevent skin
cancer, particularly in sunny regions such as
Florida. And probiotics support healthy intestinal
flora, while dietary supplements ensure an ade-
quate supply of calcium and vitamins D and B1gz,
for example.

Bayer is the world’s second largast provider of
nonprescription medicinal products and dietary
supplements, and the number one in the world's
largest oTC {over-the-counter} market, the United
States. Whether to treat pain, gastrointestinal com-
plaints, hair loss or dry eyes, these products are
designed to help people live a self-determined and
satisfying life for as long as possible.

“Nowadays, everybody can

take steps to stay healthy and

productive by easily treating
colds or flu, headaches and

other minor health problems.”

Erica Mann, head of the Consumer Health Division

Companion animals often assume a significant

role in our families, but above all have a special
place in the lives of millions of older people, as a
study by the International Federation on Ageing
(rFa) in Toronto, Canada, shows. “Decreases in
debilitating conditions such as depression, anxiety
and high blood pressure are all associated with

the quiet companionship of humans and pet dogs,”
says Dr. Jane Barratt, Secretary General of the iFa.
Owners had increased self-esteem, greater life
satisfaction and more positive moods, thanks to the
increased levels of relaxation-promoting messen-
ger substances in the body. Companion animals
are a high-impact and low-cost solution to remain-
ing more active and less vulnerable to loneliness.

Henry can confirm that. “I always get chatting

to peopie when I'm out for a walk with our dog
Stella.” At the moment, they're both sitting on the
couch, but Henry will soon be on his way out
again; the next training session in the pool is due
to start. But that's one activity where Stella can't
join in!
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By 2030, rice yields will have to rise by
30 percent - from the same area of arable
land - to guarantee food security.

Despite this, Do Thi Tuyen was optimistic about her most
recent harvest. “My advisor Quyet Nguyen Van from
Bayer showed me how I can employ innovative technolo-
gies and growing techniques to defy nature.” This year,
the farmer pianted Bayer’s Arize™ hybrid rice which
offers increased resilience against extrerme weather con-
ditions. And, as in previous years, she has protected her
rice piants against stress factors such as pests and
diseases, taking proactive steps to boost the health of her
crop. The result: “We were able to improve the quality

of our rice and even increase yieids.” Too much water,
too little water, or both are a major challenge for the rice
farmers of North Vietnam. Do Thi Tuyen is happy that for
many years now, she has not lost her entire harvest.

Mekong Delta # viErNaM, In the south of Vietnam, in the
Mekong Delta, the situation is more serious for many
farmers. When the rainy season starts late and brings
less rain than usual so that the Mekong River carries less
water, the sea floods into the interior of the country and
salinizes the soil. This can have devastating conse-
guences. “Many rice growers in our region had to stop
farming their fields last year because the strongly sali-
nated water destroyed the rice shortly after it was piant-
ed,” says Phan Van Giang, who has farmed a four-
hectare rice farm in the Mekong Delta for zo years. He
has grown Bayer’s Arize™ B-TE1 variety ever since he
heard about this new variety a few years ago at a semi-
nar. He was the first farmer in his region to try it out.
“Compared with traditional rice, the hybrid rice Arize™
has greater tolerance to salinization, drought and fiood-
ing, it is less susceptible to disease, and it produces
much higher yields, even in difficult years like last year.”

EBayer Anhual Report 2015

Rice is an important staple food for more than

3.5 billion people, particularly in Asia, The main
producers are approximately 200 million small
farmers like Do Thi Tuyen and Phan Van Giang.
They are exposed to extreme weather situations
and need innovative technologies and state-of-the-
art agricuitural knowledge. Help is available
through Bayer’s “Much More Rice” program. “This
prograrm is a comprehensive package of solutions
that helps small farmers in many countries in Asia
to aptimally employ innovative technologies such
as Bayer’s Arize™ seeds and crop protection solu-
tions,” explains Mahesh Girdhar, Bayer Global
Crop Manager Rice. “Our experts also show farm-
ers how they can increase the quality and quantity
of their rice harvests even under difficult weather
conditions.” For example, the seed treatment
Gaucho™ shields rice plants against stress during
the initial, particularly vulnerable stage. The treat-
ment strengthens the rice plant’s root and shoot
growth and helps it to withstand drought and heat
phases. The fungicide Nativo™ promotes photo-
synthesis and positively impacts the plant’s pro-
ductivity under heat stress.

“Qur experts show farmers

how they can increase the

quality and quantity of their

rice harvests even under
difficult conditions.”

Mahesh Girdhar, Bayer Global Crop Manager Rice

As extreme weather is likely to continue to be a
major problem in the future, Bayer has developed
seed that is able to survive being immersed for

14 days. The market introduction is scheduled for
2016. In 2017, Bayer plans to launch a new Arize™
seed variety which will survive twice the level

of salinity compared to previous varieties. For rice
growers like Do Thi Tuyen and Phan Van Giang,
that is good news.

WATSON LABORATORIES, INC. , Ex. 1077, p. 28 of 361



Bayer Annual Report 2015

million

Rice is an important staple food particularly

in Asia, The main producers are approximately
200 million small farmers like Do Thi Tuyen
and Phan Van Giang.

Life Science // Magazine

Rice farmer Do Thi Tuyen (top} feeds

her ducks in narthern Vietnam. She is
glad that she hasn't lost her entive harvest
in years. Phan Van Giang farms in the
southern Mekong Deita {left}, where soil
salinization is a problem. He uses a hybrid
rice variety from Bayer, which produces
higher yields even in difficult years.
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Approximately

of the world’s arable land is planted with
wheat. Wheat is a crucial factor for the food
security of more than 2 hillion people.

Bayer Annuat Report 2015

On his farm in Monumen!, Kansas,
United States, Cralg Reed is
battling the consequences of
persistent dratight in particular.
He's hoping for new wheet
varieties and a broader spectrum
of innovative herbicides.
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The demand for wheat will increase by
approximately 60 percent by 20s0.

Production, however, is unable to keep up. In
addition, a recent study revealed that the wheat

Kansas /# United States. On the other side of the Pacific, harvest could decline by six percent with every
somie 14,000 kilometers to the east of Vietnam in the v.s. degree of climate warming. “To close this gap
state of Kansas, wheat farmer Craig Reed is just as embat-  and safeguard the wheat supply, we need a

tled by the vagaries of the weather as his colleagues in technological breakthrough in wheat research,”
Asia. "Drought is the main reason for harvest failures in says Patterson. Miracles should not be expected
wheat,” he says. “We need about 50 centimeters of precip-  though. “We're never going to be able to grow
itation per year. But in some years, we only get 25 centi- wheat in the Sahara and we can’t bring withered

meters. That means that we farmers risk everything for the  plants back to life. But we can help to compensate
harvest on an annual basis. But nc matter how often Moth-  for drought-related harvest losses. We can help

er Nature tries to trip us up, we always get up again and the plants to perform better in key phases of

start afresh the following year. * drought and heat stress.”

As a result of the dry conditions, Reed and many of his 1 .
colleagues have decided against tilling in order to retain We need a tEChHOIOgIC al
as much moisture in the soil as possible. But that has one

major disadvantage, as Reed explains. “The weeds spread breakthrough in wheat

faster every year.” Reed is particularly worried about in-

creasing herbicide resistance, particularly in the weed researCh.”
species “kochia” (burningbush). This weed competes with
wheat plants for ]ight, nutrients and muisture, and can Steve Patterson, Bayer Glolkai Crop Manager Cereals
have a dramatic impact on harvests. “What we urgently
need is a greater spectrum of new herbicides for the fu- Scientists are looking for chemical innovations to
ture to prevent resistances from developing so that exist- serve as a protective shield to plants in emergency
ing herbicides will remain effective,” says Reed. situations. Meanwhile, researchers are also work-
ing on develeoping wheat varieties with greater vi-
While climate and resistance problems have heen tality and enhanced heat tolerance. Te adapt wheat
impacting the yields of wheat growers all over the world varieties to the respective climate conditions,
since the 1990s, what is really urgently needed is bigger Bayer’s breeding work is carried out all over the
harvests. “The demand for staple foods will rise by world with locally adapted varieties being bred for
60 percent by 2050,” says Steve Patterson, Bayer Global greater environmental tolerance and robustness at
Crop Manager Cereals. “For wheat, the major driver is the  breeding stations in Canada, Belgium, Germany,
growing world population, followed by the shifting diets France, Ukraine, Australia and the United States.
of the new middle classes in emerging countries.” The breakthrough is expected to arrive after 2023.

For wheat farmer Reed, this is a perspective that
offers him hope. "Te achieve this quantum leap in
global nutrition, we need companies and organiza-
tions that can see the big picture, or we will never
solve the problem.”
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I 0 0 : lli n says Frederic Baur, head of Vecter Control at Bayer, “The
m]. 0 carrier of the disease, the tiger or Aedes mosquito, lives

and breeds in the innumerable water reservoirs, beth

dengue fever infections are reported large and small, found in cities. Rising urbanization and

worldwide every year in the tropical and possibly climate change are creating increasingly favor-

subtropical regions of the Americas able habitat conditions for the mosquito.” Dengue fever is
r

currently endemic in more than 100 countries and is con-
tinuing to spread. The disease can be curbed effectively by
combating its vector.

Africa and Asia.

of 2015 alone, and in the state of S3o Paulo as a Bayer can help protect those at risk with larvicides to con-
whole, the total is up to 900,000. “Physicians in all  trol mosquito larvae in water reservoirs and insecticide
specialties have dengue top of mind when making sprays to impregnate surfaces in residential buildings and
any diagnosis,” Jaco says. on roadways. Bayer active ingredients for mosquito sprays
also provide personal protection against bites. To prevent

One hundred million dengue infections are or break resistances to existing active ingredients, Bayer
reported every year in the tropical and subtropical is also involved in several global research projects on new
regions of the Americas, Africa and Asia. Like mechanisms of action. The company has considerably
Rodolfo, however, many sufferers treat themselves  increased its overall investment in research into dengue
and therefore do not show up in the statistics. fever in recent years. A new spray for treating building
According to whO, the actual number of cases is facades and municipal parks is now in the advanced
closer to 390 million a year. "Half of the global stages of development. It is expected to be available by
population is threatened by this disease. Dengue 2018 and promises an extended duration of action thanks

has been named the disease of the future by wH0,”  to its resistance to rain and uvv radiation.

Children swimming in q jungle river close o
Ubatuba in Brozil’s Sdo Paulo state: Dengue fever

is a major problem in the region.
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While dengue fever can affect all population
groups and receives widespread attention, other
tropical diseases plague the poorest of the poor
in our world. These diseases are referred to as
“neglected tropiczl diseases.” In 2012, institu-
tiens such as wio, the World Bank, international
government authorities and companies such as
Bayer joined forces under the London Declara-
tion on Neglected Tropical Diseases to stem or,
if possible, eliminate ten of these diseases by
2020, including Chagas disease, which is wide-
spread in Latin America, and African sleeping
sickness. Bayer has been supplying wHo with
free drugs to treat these diseases for over ten
years, and their active ingredients are on the
wHC List of Essential Medicines. “We have guar-
anteed wHo continuous availability of the active
ingredients and a free supply of the drugs for as
long as African sleeping sickness and Chagas
disease exist,” explains Kemal Malik, the mem-
ber of the Bayer Board of Management responsi-
ble for Innovation.

“We can provide drugs to treat

patients and offer solutions to

control the vectors.”

Kemal Malik, member of the Bayer Board of Management
responsible for Innovation

One particularly insidious tropical disease, known
as river blindness, is caused by nematodes that
produce millions of young inside the human
body. The medicines available at present are only
capable of controlling the parasites in the early
stage of their development. The drug must there-
fore be taken for more than 15 years, the length
of time that adult nematodes — which can grow up
to 70 centimeters long - live in the human body.
Together with the nonprofit Drugs for Neglected
Diseases Initiative (DNDi), Bayer is currently de-
veloping a new drug that will be able to eliminate
adult worms as well.

“Qur corporate citizenship activities include sup-
perting the fight against neglected tropical dis-
cases. As a Life Science company we are uniquely
positioned to do so, by bath providing medicines
to treat patients, as well as offering innavative
solutions to control vectors,” says Malik.

Life Science /7 Magazine

cgo Patrick Thomas (left) and
cro Frank H. Lutz rang in a new eva for

Covestre as a listed company.

In a rapid ascent, Covestro AG already figured among
the 8o most important listed companies in Germany
around two months after its 1po. In December 2015,
the materials manufacturer — formerly Bayer Material-
Science —was included in the Mpax stock index.

The mMpax includes the 50 companies that rank imme-
diately below the 30 pax titles. “We are delighted to be
included in the Mpax and proud that this step has oc-
curred so quickly,” said Covestro cro Frank H. Lutz. “it
reflects the gratifying performance of our stock and the
great interest displayed by investors since our flotation
on Qctober &, 2015. Membership in the MpaxX will fur-
ther enhance the perception of Covestro on the global
financial markets.” The Covestro share is now no lon-
ger listed only on the Frankfurt Stock Exchange, but on
every other German stock exchange as well.

The stock market flotation was a further important step
for Covestro in a new era of independence. The gross
issue proceeds of €1,5 hillion were mainly used to pay
down debt to the Bayer Group, not least with the aim of
achieving a good investment-grade rating.
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This integrated Annual Report combines our financial and
our sustainability reporting. Our aim is to elucidate the
interactions between financial, ecological and societal
factors and underline their influence on our company’s
long-term development, thus providing our stakeholders
with comprehensive and transparent information.

We are reporting on fiscal 2015 and thus refer to the
organizational structure that was in place until December
31, 20715. Exceptions are those chapters in the Manage-
ment Report which discuss ferward-looking issues — strat-
eqy, targets and key performance indicators - as well as
the Report on Future Perspectives and on Opportunities
and Risks. These are aligned to the organizational struc-
ture as of January 1, 2046, which is described in Chapter
1.2 “Corporate Structure.”

The consolidated financial statements of the Bayer Group
as of December 31, 2015, comply with the tnternational Fi-
nancial Reporting Standards (1FRs) valid at the closing date
and with the provisions of the German Cemmercial Code in
conjunction with German financial reporting standards.
The ¢combined management report complies with these re-
quirements and provides an overview of the financial posi-
tion and results of operations of the Bayer Group.

The Compensation Report for the Boarsd of Management
and the Supervisory Beard complies with the recommen-
dations of the German Corporate Governance Code. The
consolidated financial statements and the combined man-

o

e g Global Compact
LY oy 5@,5 LEAD

PARTICIPANT

agement report are published in line with statutory disclo-
sure reguirements.

The Bayer Group’s sustainability reporting is aligned to
the guidelines of the Global Reperting Initiative (Gr1 and
the 10 principles of the u.n. Global Compact {ungch. In
fiscal 2015, we applied the 6r1 G4 Guidelines in compli-
ance with the "comprehensive” option for the first time.
The detailed 681 centent index with the corresponding
unse principles can be found in the “Further Information”
section in the augmented version of the Annual Report.
Cnline only, we also publish a separate poF file with a
summary of the L.N. Global Compact Progress Report
based on the criteria of the Blueprint for Corporate Sus-
tainakility Leadership.

Our reporting is also aligned to internationa!l guidelines
and recommendations, including those on the definition
and selection of nonfinancial indicators and on reporting
such as those of the oeco and the 150 26000 standards.

In selecting and measuring our key data we also take into
account the recommendations of the European Federation
of Financiat Analysts Societies {(EFFAS} in the case of
nonfinancial indicaters, and those of the Greenhouse Gas
Protocol regarding greenhouse gas emissions. We also
consider the recommendations of the World Business
Council for Sustainable Development {wecsn) and the
European Chemical Industry Council (CErIC}. This year we
will again submit a declaration of confarmity with the
German Sustainability Code.

Data collection and reporting thresholds

We collected the data of ali relevant organizational units
and companies worldwide that felt within the scope of
the Bayer Group's consolidated financial statements be-
tween January 1, 2015, and December 31, 2015,

We mainly use sap systems to collect financial data
worldwide, We use the global sap Hr information system
and the associated reporting application — the Sustain-
abifity Management Annuai Reporting Toof (SMART) — {0
collect HR indicators and social data. All nse (health,
safety and environmental protection) performance indi-
cators for the Group are collated in our Group-wide site
information system (BayS!5S). The HsSE data cover all fully
consalidated companies in which Bayer owns at teast
509 of the shares. The performance indicators of these
companies are fully consolidated, irrespective of the
exact proportion of the shares held by Bayer. Data on

occupational injuries, transport accidents and environ-
mental incidents are collected at all sites worldwide.
Environmentally refevant indicators are measured at all
preduction sites,

In accerdance with 1FRs s (Non-current Assets Held

for Sale and Discontinued Operations), financial indica-
tors are given for continuing operations unless otherwise
expliciily indicated. The same applies to Hr indicators
and cur social data. In the case of A5E indicators, the
value shown is the total for the Bayer Group; no distine-
tion is made between continuing and discontinued
aperations.

As the indicators in this report are stated in accordance
with commercial rounding principles, totals and percent-
ages may not always be exact.




About this Report

External verification

PricewaterhouseCoopers Aktiengesellschaft
Wirtschaftspriifungsgesellschaft has audited the
consolidated financial statements statements (in-
cluding the notes thereto) of Bayer AG, Leverkusen,
and the combined management report for the fiscal
year from January 1, 2015, to December 31, 2015,
and has issued an ungualified opinion. Al the enline

Additional information

The integrated Bayer Annual Repori 2015 15
available in a print version (“Annual Report 2015}
and in an augmented online version ("Annual
Report 2015 — Augmented Version”). The online
version contains the notes to the consolidated
financial statements of the Bayer Group, aiong
with additional information. The print version con-
tains numbered online annexes which refer the
reader to additionat infoermation in the Augmented
Version. You can enter these numbers in a search

annexes that supplement the management report
in the augmented enline version of the Bayer
Annual Report 2015 ("Annual Report 2015 - Aug-
mented Version™) for the fiscal year from January 1
to December 31, 2015, have been reviewed by
PricewaterhouseCoopers AG Wirtschaftsprifungs-
geselischaft on a limited assurance basis.

mask on any page of the online Annual Reporl to
directly access the annexes.

Both versions of the Annual Report are availabie n
piF format for download from the Bayer website.

For further guidance, the Annuat Report contains
references to other chapters, to (Bayer) websiles
and, in the Augmented Version, to GRI G4 material-
ity disclosures.

@ Online annexes
[B Cross-references within the Annual Report

é References to internet sites

The "Annual Report 2015 —
Augmented Version” can be found
al WWW.BAYER.COM/AR TS,

The "Annual Report 2015 ~ Augmented Version”
is alse available as an app in the Apple App Stere.
Please search for “Bayer Annual Reports.”
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Report of the Supervisory Board

Jear & Ack/ ofclos7 ;

During 2015, the Supervisory Board monitored the conduct of the company’s business by the Board
of Management on a regular basis with the aid of detailed written and oral reports received from the
Board of Management, and also acted in an advisory capacity. In addition, the Chairman of the Super-
visory Board and the Chairman of the Board of Management maintained a constant exchange of in-
formation. In this way the Supervisory Board was kept continuously informed about the company’s
intended business strategy, corporate planning (including financial, investment and human resources
planning), earnings performance, the state of the business and the situation in the company and the
Group as a whole.

Where Board of Management decisions or actions required the approval of the Supervisory Board,
whether by law or under the Articles of Incorporation or the rules of procedure, the draft resolutions
were inspected by the members at the meetings of the full Supervisory Board, sometimes after prepara-
tory work by the committees, or approved on the basis of documents circulated to the members. The
Superviscry Board was involved in decisions of material importance to the company. We discussed at
length the business trends described in the reports from the Board of Management and the prospects
for the development of the Bayer Group as a whole, the individual organizational units and the principal
affiliated companies in Germany and abroad.

CHANGES ON THE SUPERVISORY BOARD AND THE BOARD OF MANAGEMENT

The Vice Chairman of the Supervisory Board, Thomas de Win, stepped down effective June 30, 2015,
He was succeeded as a member of the Supervisory Board by Heinz Georg Webers, who had been elect-
ed as a substitute for de Win. The Supervisory Board elected Oliver Zilhlke as its new Vice Chairman.
Peter Hausmann stepped down from the Supervisory Board effective October 31, 2015. The Local Court
of Cologne appointed Frank Lollgen as his successor.

In connection with Bayer's focus on the Life Science husiness and the reorganization of the Bayer
Group, the Board of Management was expanded to include the heads of the new divisions. The Super-
visory Board therefore appointed Dieter Weinand (Pharmaceuticals), Erica Mann {Consumer Health)
and Liam Condon (Crop Science} to the Board of Management effective January 1, 2016. Also with
effect from January 1, 2016, the Supervisory Board appointed Dr. Hartmut Klusik as new Labor Director
with responsibility for Human Resources, Technology and Sustainability on the Board of Management
of Bayer AG. He succeeds Michael Kénig, who had requested that his contract not be extended.

WORK OF THE SUPERVISORY BOARD

Six meetings of the full Supervisory Board took place during 2015, No member of the Supervisory
Board attended only half or fewer than half of its meetings or those of the committees on which he/she
served. The average attendance rate by Supervisory Board members at the meetings of the full Super-
visory Board and of its committees held in 2015 was approximately 97 percent.

The members of the Board of Managetnent reqularly attended the meetings of the Supervisory Board.
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Werner Wenning, Chairman of the Suparvisory Board of Bayer AG

The deliberations of the Supervisory Board focused on questions relating to Bayer's strategy, portfolio
and business activities, as well as personnel decisions. The discussions at the respective meetings in
2015 centered on various topics. At the February meeting, the Supervisory Board discussed the 2014
Annual Report and the agenda for the 2015 Annual Stockholders” Meeting. It also dealt with the Bayer
Group's risk managernent system, matters relating te the Board of Management's compensation and the
results of the efficiency audit of the Supervisory Board.

At the May meeting, the Supervisory Board dealt with the planned sale of the Diabetes Care business
and discussed the business performance to date in 2015 and the imminent Annual Stockholders’ Meet-
ing. At an extraordinary meeting in August, the Supervisory Board discussed in detail the stock market
flotation of Bayer's MaterialScience unit under the name Covestro,

At the September meeting, the Supervisory Board discussed Bayer’s strategy and the future organiza-
tion of the Bayer Group effective January 1, 2016. With effect from January 1, 201s, the Supervisory
Board appointed four new members tc the Board of Management ~ Erica Mann, Dieter Weinand, Liam
Condon and Hartmut Klusik — and approved the departure of Michael Kénig from the Board of Man-
agement. In connection with the new appointments, the Supervisory Board also discussed in detail
matters related to the Board of Management’s compensation. In addition, the Supervisory Board once
again discussed the planned stock market flotation of Covestro against the background of the market
environment at that time. Finally, the Superviscry Board resolved upen changes to the rules of proce-
dure of the Board of Management and the Supervisory Board and established an additional Supervisory
Board comunittee, the Innovation Committee,

At an extraordinary meeting in October, the Supervisory Board again discussed the stock market flota-

tion of Covestro and resolved upon the volume of the flotation and the issue price range. At its meeting
in December 2015, the Supervisory Board undertook the routine review of the pension amounts of the
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former members of the Board of Management. Also at this meeting, the Board of Management present-
ed its planning for the business operations in the years 2016 through 2018 and provided information
on the current rating situation. The Supervisory Board also approved the proposed financing framework
for 2¢16. In addition, the Superviscry Board once again dealt with the company’s strategy, including
developments in the crop science industry, and with the collaboration between Bayer and crispPr Thera-
peuiics. Furthermore, the Supervisory Board resolved to designate Deloitte § Touche GmbH
Wirtschaftspriifungsgeselischaft as its first choice with regard to the bidding process for the andit of the
financial statements for the years 2017 through 2021. In addition, the Superviscry Board resolved to
issue an unqualified declaration of compliance with the German Corporate Governance Code. Following
the meeting, an information and discussion forum took place on the topic cof Life Sciences.

COMMITTEES OF THE SUPERVISORY BOARD

The Supervisory Board has a Presidial Committee, an Audit Committee, a Human Resources Committee,
a Nominations Committee and an Innovaticn Committee. The curreni membership of the committees is
shown in the “Further Informaticn” section under “Governance Bodies.”

The meetings and decisions of the comumittees, and especially the meetings of the Audit Committee,
were prepared on the basis of reports and other information provided by the Board of Management.
Reports on the cominittee meetings were presented at the meetings of the full Supervisory Board.

Presidial Committee: This comprises the Chairman and Vice Chairman of the Supervisory Board along
with a further stockholder representative and a further employee representative. The Presidial Commit-
tee serves primarily as the mediation committee pursuant to the German Codetermination Act. It has the
task of submitting proposals to the Supervisory Board on the appointment of members of the Board of
Management if the necessary two-thirds majority is not achieved in the first vote at a plenary meeting.
Certain decision-making pewers in connection with capital measures, including the power to amend the
Articles of Incorporation accordingly, have also been delegated to this committee. The Presidial Com-
mittee may also undertake preparatory work for full meetings of the Supervisory Board.

In 2015, the Presidial Committee was not required to convene in its capacity as the mediation cemmit-
tee. Based on the corresponding authorization by the Supervisory Board, it resolved in writing in 2015
on the issue and redemption of hybrid bonds. At a meeting in September, the Presidial Committee dis-
cussed in detail the planned stock market flotation of Covestro and submitted a proposal to the Super-
visory Board concerning the volume of the flotation and the issue price range.

Audit Committee: The Audit Committee comprises three stockholder representatives and three em-
ployee representatives. The Chairman of the Audit Committee in 2015, Dr, Klaus Sturany, satisfies the
statutory requirements concerning the independence and the expertise in the field of accounting or
auditing that a member of the Supervisory Board and the Audit Committee is required to possess. The
Audit Commitiee meets regularly four times a year.

Its tasks include in particular oversight of the financial reporting process, the effectiveness and ongoing
develepment of the internal control system, the risk management system, the internal audit system, the
compliance system and the audit of the financial statements. The Audit Committee prepares the resolu-
tions of the Supervisory Board concerning the financial statements and management report of Bayer AG
and the proposal for the use of the distributable profit, the consolidated financial statements and man-
agement report of the Bayer Group and the agreements with the auditor (particularly the awarding of
the audit contract, the determination of the main areas of focus for the audit and the audit fee agree-
ment). The committee submits a proposal to the full Supervisory Board concerning the auditor’s ap-
pointment, and takes appropriate measures 1o determine and monitor the auditor's independence. The
audit focuses particularly on whether the financial statements have been prepared in compliance with
the statutory requirements and whether the financial reporting provides a true and fair view of the
financial position and results of operations of the company and the Group.

The Audit Committee discusses developments in the area of corporate compliance at each of its meet-
ings where necessary.
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The Chairman of the Board of Management and the Chief Financial Officer regularly attended the meet-
ings of the Audit Committee. Representatives of the auditor were also present at all the meetings and
reported in detail on the audit work and the audit reviews of the interim financial reports.

The meetings focused on a number of topics. At the February meeting, the Audit Committee discussed
the financial statements and the Group’s tax strategy and tax risks. It also carefuily considered the risk
report, which covered the risk management system, planning and market risks, legal risks, corporate
compiiance, the report on process and organizational risks and the internal control system, and the
report by the Internal Audit department. At this meeting, the Audit Committee also made a recommen-
dation to the full Supervisory Board cencerning the resolution to be submitted to the Annual Stock-
holders” Meeting on the appointment of the auditor of the financial statements.

The April meeting mainly dealt with the yearly report of the Group Compliance Officer, the determina-
tion of the main areas of focus for the audit of the 2015 financial statements and the bidding process for
the audit of the financial statements for 2017 and the fiscal years thereafter. At its July meeting, the
Audit Committee again addressed the bidding process for the audit of the financial statements. As at
every meeting, the quarterly financial statements were also discussed, along with legal and compliance
issues, At ifs meeting in October, the Audit Committee once more discussed the bidding process for the
audit of the financial statements in addition to the regular items on the agenda.

Human Resources Committee: On this committee, tco, there is parity of representation between stock-
holders and employees. It consists of the Chairman of the Supervisory Beard and three other members,
The Human Resources Committee prepares the personnel decisions cf the full Supervisory Beard, which
resolves on appointments or dismissals of members of the Board of Management. The Human Re-
seurces Committee resoives on hehalf of the Supervisory Board on the service contracts of the members
of the Board of Management. However, it is the task of the full Supervisory Board to resolve on the total
compensation of the individual members of the Board of Management and the respective compensation
compenents, as well as to regularly review the compensation system on the basis of recommendations
submitted by the Human Resources Committee. The Human Resources Committee also discusses the
long-term succession planning for the Board of Management.

The Human Resources Committee convened on two cccasions in 2015. The matters discussed at these
meetings cencerned the compensation and centracts of the members of the Board of Management and
the preparation of the appeintment of the new members of the Beard of Management.

Nominations Committee; This committee carries out preparatery work when an election of stock-
holder representatives to the Supervisory Board is to be held. It suggests suitable candidates for the
Supervisory Board to propose to the Annual Stockhclders” Meeting for election. The Nominations
Committee comprises the Chairman of the Supervisery Board and the other stockholder representative
on the Presidial Committee.

On several occasions outside of the meetings in 2015, the members of the Nominations Committee
discussed candidates for the elections to the Supervisory Board that are due to take place in 2016, along
with the medium-term planning for the composition of the stockholder side of the Supervisory Board.

Innovation Committee: The Innovatien Committee was established in September 201s. It is primarily
concerned with the innovation strategy and innovation management, the strategy for the protection of
intellectual property, and major research and development programs at Bayer. [t is also responsible for
advising and overseeing the management and preparing any Supervisory Board decisions. The Commit-
tee comprises the Chairman of the Supervisory Board and five other members, with parity of represen-
tation between stockhelder and employee representatives, The Chairman of the Board of Management
and the member cf the Board of Management responsible for Innovation regularly attend the meetings
cf the Innovation Committee.

In 2015, the Innovation Committee convened once in December and dealt at this meeting with new
technologies in the area of Life Sciences.
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CORPORATE GOVERNANCE

The Supervisory Board dealt with the ongoing development of corporate governance at Bayer, partly
through the amendment of the rules of procedure of the Supervisory Board, taking into account the May
5, 2015, version of the German Corporate Governance Code. In December, the Board of Management
and the Supervisory Board issued a new declaration concerning the German Corporate Governance
Code.

FINANCIAL STATEMENTS AND AUDITS

The financial statements of Bayer AG were prepared according to the requirements of the German
Commercial Code and Stock Corporation Act. The consolidated financial statements of the Bayer Group
were prepared according to the German Commercial Code and the International Financial Reporting
Standards (1FRrs). The combined management report was prepared according to the German Commer-
cial Code. The auditor, PricewaterhouseCoopers Aktiengesellschaft, Wirtschaftspriifungsgesellschaft,
Essen, has audited the financial statements of Bayer AG, the consolidated financial statements of the
Bayer Group and the combined management report. The conduct of the audit is explained in the audi-
tor’s reports. The auditor finds that Bayer has complied, as appropriate, with the German Commercial
Code, the German Stock Corporation Act and/or the International Financial Reporting Standards en-
dorsed by the Eurcpean Union, and issues an unqualified opinion on the financial statements of Bayer
AG and the consolidated financial statements of the Bayer Group. The financial statements of Bayer AG,
the consalidated financial statements of the Bayer Group, the combined management report and the
audit reports were submitted tc all members of the Supervisory Board. They were discussed in detail by
the Audit Committee and at a meeting of the full Supervisory Board. The auditor submitted a report on
both occasions and was present during the discussions.

‘We examined the financial statements of Bayer AG, the proposal for the use of the distributable profit,
the consolidated financial statements of the Bayer Group and the combined management report. We
have no objections, thus we concur with the result of the audit,

We have approved the financial statements of Bayer AG and the consolidated financial statements of the
Bayer Group prepared by the Beard of Management. The financial statements of Bayer AG are thus
confirmed. We are in agreement with the combined management report and, in particular, with the
assessment of the future development of the enterprise. We also concur with the dividend policy and the
decisions concerning earnings retention by the company. We assent to the proposal for the use of the
distributable profit, which provides for payment of a dividend of e2.50 per share.

The Supervisory Board would like to thank the Board of Management and all employees for their dedi-

cation and hard work in 2015.

Leverkusen, February 24, 2016
For the Supervisory Board:

4 2ruets dt.ua/}'

WERNER WENNING
Chairman
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Performance of Bayer Stock in 2015 [Graphic 2.1}

{Indexed; 100 = Xetra closing price on December 31, 2014; source: Bloomberg)
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The Stock Market in 2015

STOCK MARKETS END THE YEAR WITH GAINS FOLLOWING EXTREME FLUCTUATIONS
Fiscal 2015 was characterized worldwide by high volatility. The program to purchase certain bonds
announced by the European Central Bank in the spring stimulated optimism and increasing share
prices. As the year progressed, however, the investment climate was dampened by speculation as to
Greece's exit from the eurozone, economic concerns in China and the decline in the global oil price.
Additionally, the capital market envirenment was influenced by the Fed rate increase in the United
States at the end of 2015,

The pax reached its high for the year in the second quarter of 2015, closing at 12,375 points on April
10. This was also an ali-time reccrd for the index. From that time until September, the pax dropped
almost 3,000 points 1o 9,428 points in a development characterized by strong fluctuations. In the closing
months of the year, the index recovered to close at 10,743 points for a year-on-year gain of 9.6 percent.
The European equities index EURO 5TOXX 50 (performance index) rose 6.4 percent, ending the year at
6,226 points. Share prices in the United States and Japan varied in their performance. The ssp 500
index was largely unchanged, while the Nikkei 225 increased by around 9 percent.

BAYER STOCK YIELDS FOUR PERCENT FOR THE YEAR

Including the dividend of €2.25 per share paid at the end of May, the return on Bayer stock was

4.2 percent in 2015. Bayer stock ended the year at €115.80, having reached a high for the year and an
all-time high of €146.20 in April.

Following 2 period of significantly above-average value creation from 2012 to 2014, the yield of Bayer
stock in 2015 was below that of the reference indices, with the exception of the EURO sTOXX Chemicals
Index (performance index}. The EUro stoxx Chemicals Index (performance index) climbed by

3.6 percent in 2015, while the EURO sToXX Health Care Index (performance index) rose by 19.2 percent.
More than 90 percent of the roughly 3o equity analysts who regularly rate our company had a buy or
hold recommendation on our stock at the end of last year.

Bayer Stock Data (Table 2,1]
Earnings pef share € 4.14 4.97
Core earnings per share from continuing operations’ o € 5.89 6.83 '
Gross cash flow per share E 8‘1T 8.46
Equity per share m€— 24.45 3077
Bividend per share. € 225 2.50
Year-end price? € 113.00 115.80
High for the year? € 120.95 146.20
Low for the year? ' e 9151 10800
Total dividend payment £ millien 1,861 2,067
Number of shares entitled to the dividend {Dec. 31) million shares 826,55 826.95
Market capitalization (Dec. 310 €hillion 93.4 95.8
Average daily share turnover on German stock exchanges million shares 2.1 2.3
Price/EPS? 273 233
Price/core EPS? 19.2 17.0
Price/cash flow? ] 13.9 13.7
Dividend yietd % 2.0 2.2

2014 figures restated
1 For details on the calculation of core earnings per share, see Combined Management Report, Chapter 14.3,
2 Xetra closing prices {source: Bloomberg)
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GOQD FINANCING CONDITIONS FOR BAYER IN VOLATILE MARKETS

The environment for corporate bonds remained favorable in 2015 - a year that, however, was marked by
sharp fluctuations in the interest markets and a trend toward increased borrowing cost mark-ups. Par-
ticularly stark mark-ups were observed for the interest rate level, which saw its long-term downward
trend cease at the end of the first quarter of 2015. The subsequent volatility occurred at a historically
low absolute interest rate level. Against this background, investors sought medium- to long-term maturi-
ties. Interest in subordinated bonds remained high, even though investors increasingly demanded high-
er new issue premiums as the year progressed.

The development of risk premiums is apparent from the trend in credit default swaps {cps) shown in
Graphic z.2. On the derivatives market, the price of these tradable insurance contracts, which are used
to hedge against default of a borrower, shows how a company’s credit standing is rated. The graphic
shows the trend toward higher borrowing cost mark-ups and considerable volatility over the course of
the year.

Benefiting from the still very positive market environment at the end of the first quarter, Bayer issued a

hybrid bond with a volume of €1.2 billion and a coupon of 2.375 percent. Further details of outstanding
bonds are given in Note [27] to the censolidated financial statements.

Rates for Five-Year Cradit Default Swaps (CDS) 2015 [Graphic 2,2}

In basis poinls?

100

wassa i Traxx Europe’”

m— Bayer (DS
Jan Feb Mar Apr May June July Aug Sep Oct Nov Dec

! Source: Bloomberg
2 iTraxx Europe is a CDS index comprising the COS of 125 companies {including financial institutions) with investiment-grade ratings.

LONG-TERM RETURN ON BAYER STOCK STiLL AHEAD OF THE MARKET

A long-term investor who purchased Bayer shares for €10,000 five years ago and reinvested all divi-
dends would have seen the value of the position grow to €23,545 as of December a1, 2015, giving
an average annual return of 18.7 percent. That was well above the return on the cax and the EURO
sToxx 50 (performance index) in the same peried. Bayer stock also cutperformed these indices on a
three-year view.

Long-Term Returns on Bayer Stock in % p. a, (Dividends Reinvested) [Tabie 2.2}
%o % %
Bayer 4.2 19.6 18.7
DAX 8.6 12.2 9.2
EURO STOXX 50 6.4 10.4 6.4
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DIVIDEND INCREASE TO €2.50 PER SHARE

The Board of Management and the Supervisory Board will propose to the Annual Stockholders’
Meeting that the dividend be increased by €0.25 to €2.50 per share. Thus we once again intend that our
stockholders should participate in last year’s positive business performance. The resulting payout ratio
of 37 percent calculated on core earnings per share is within our target corridor of 30 percent to

40 percent (for details of the calculation of core earnings per share, see Chapter 14.3 of the Combined
Management Report).

The dividend yield calculated on the share price of €115.80 at year end 2015 amounts to 2.2 percent
and the total dividend payment to €2,067 million.

Dividends Per Share and Total Dividend Payments [Graphic 2.3]

2006 2007 2009 2010 2012 2013 2014 2015

€250
r

25 €210 €2.75 e
- ____-—?. - -

05 ——
0.0 —— ot I

€764 million €1,032 million €1,070 mitlion €1,158 millior €1,240 million €1,354 million €1,571 million €1,737 millien €1,861 million €2,067 million
# Dividend per share (€} aee Total dividend payment (€ million)

A SUSTAINABLE iNVESTMENT
GRI We continued our dialogue with sustainability-oriented investors, analysts and rating agencies in 2015.
Ga-25 In numerous conversations, we explained our strategy and the implementation of our nonfinancial
targets, and provided information on the most important fields of our sustainability activity. This direct
contact serves as the basis for transparent and fair evaluation.

In 2015, Bayer again qualified for inclusion in major sustainability indices that assess companies ac-
é www.bayer.com/en/  cording to environumental, social and governance criteria: Dow Jones Sustainability World, FrsE<Geod
awards.aspx (Europe, Global and Environmental Leaders Europe 40), MscI Low Carbon Target, NYSE Euronext Low
Carbon 100 Eurcpe, sToxx® Global EsG Leaders and Access to Medicine [ndex.

INTERNATIONAL OWNERSHIP STRUCTURE

The number of Bayer stockholders rose substantially in 2015. At the end of 2015, approximately
300,000 stockholders were listed in cur share register - an increase of about 33,000 compared with the
previcus year. Our ownership structure shows the international distribution of our capital stock. The
highest proportion of our outstanding shares, almost 28 percent, is held by investors in the United
States and Canada, followed by Germany with nearly 21 percent. From a regional perspective, Bayer has
a stable ownership structure that has altered only slightly in recent years. Bayer has a 100 percent free
float as defined by Deutsche Borse, the operator of the Frankfurt Stock Exchange.
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Ownership Structure by Country [Graphic 2.4]

Not covered by survey 6.9%

Denmark, Finland,
Norway, Sweden 3.4%

o
Benelux 2.5% U.5.A,, Canada 27 7%

Austria, Switzeriand,
Liechtenstein 4.2%

Other countries 5.1% —————

Germany 20.6%

France, Spain,
llaly, Pertugal 10.7% -~

UK, Ireland 18.9%

Scurce: IPREQ

INVESTOR RELATIONS FOCUSED ON THE COVESTRO STOCK MARKET FLOTATION

Bayer’s investor relations (1) activities last year were deminated by the focus on the Life Science busi-
nesses, and thus by the stock market flotation announced in 2014 of our former Bayer MaterialScience
subgroup. Under the new name Covestro AG, these activities were successfully listed on the Frankfurt
Stock Exchange at the beginning of October by way of an 1po (initial public offering}. We handled many
questions particularly from private investors in the period prior and subsequent to the listing.

Bayer's management and the 1r team last year spent nearly so days communicating directly with ana-
lysts and investors during roadshows and investor conferences.

Our Meet Management conferences in Berlin and New York gave investors and analysts an opportunity
for direct dialogue with Bayer’s top management.

As in previous years, private investors also had an opportunity te find out about cur cempany at various
stockholder forums at which the Investor Relations team was present.

We received awards for our Ir work again in 2015. In the Thomson Reuters Extel Survey 2015, inves-
tors and analysts named Bayer the company with the best investor relations work in the chemicals
sector. We took third place in the same category in the Pan European Survey. We were also ranked
second among Dax 3c companies in a report by the German Investor Relations Association (DIrk) and
the German business magazine Wirtschaftswoche.
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1.1 Corporate Profile

Bayer is a Life Science company with a more than 150-year history and core competencies in the areas
of heaith care and agriculture. With cur innovative products, we are centributing to finding solutions to
some of the major challenges of our time. The growing and increasingly aging world population re-
quires improved medical care and an adequate supply of food. Bayer is improving pecple’s quality of
life by preventing, alleviating and treating diseases. And we are helping to provide a reliable supply of
high-quality food, feed and plant-based raw materials.

We develop new molecules for use in innovative products and solutions to improve the health of hu-
mans, animals and plants. Our research and development activities are based on a profound under-
standing of the biochemical processes in living organisms.

Our goal is to achieve and sustain leadership positions in our markets, thus creating value for our cus-
tomers, stockholders and employees. To this end, our strateqy is designed to help solve some of the
most pressing challenges facing humankind, and by doing this exceptionally well we aim to strengthen
the company’s earning power.

We are committed to operating sustainably and addressing our social and ethical responsibilities as a
corporate citizen, while at the same time respecting the interests of all our stakeholders. Employees
with a passion for innovation enjoy excellent development opportunities at Bayer.

All this goes to make up our mission - Bayer: Science For A Better Life.

EXCLUSIVE FOCUS ON THE LIFE SCIENCE BUSINESSES

Following the economic and tegal independence of our former MaterialScience subgroup, now
Covestro, Bayer has charted the course for its successful development as a Life Science company. Our
businesses hold leading positions in innovation-driven growth markets. Together they make up a strong,
attractive and balanced portfolio that is resistant to fluctuations in demand and to potential risks. The
previeus structure - comprising a strategic management holding company and operational subgroups —
has thus been replaced by an integrated organization under the umbrella of the strong Bayer brand.

The chapters in this report dealing with corporate strategy and future perspectives are based on the
new structure hecause they look ahead. All other chapters reflect the organizational structure in effect
through December 31, 2015.

OUR VALUES

Bayer's values play a central role in cur daily work and are intended to guide us in fulfilling our mission
“Bayer: Science For A Better Life.” They are represented by the acronym LIFE, which stands for Leader-
ship, Integrity, Flexibility and Efficiency.

These values apply to everyorne at Bayer and are firmly integrated intc our global performance man-

agement system for managerial employees. Our value culture ensures a common identity throughout
the enterprise acress national boundaries, management hierarchies and cuitural differences.
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1.2 Corporate Structure

CORPORATE STRUCTURE IN 2015

Until December 31, 2015, Bayer AG, headquartered in Leverkusen, Germany, served as a strategic
management holding company, defining common values, goals and strategies for the entire Bayer
Group. It was also responsible for resource allocation and managerial appointments. Under its direction,
the three subgroups — HealthCare, CropScience and Covestro (formerly MaterialScience) - conducted
their business operations on their own responsibility in line with predefined goals, supported by three
service companies. Following the signing of a sales agreement with Panasonic Healthcare Holdings,
Ltd. on June 8, 2015, the Diabetes Care business is ne longer reported under confinuing operations.

Bayer Graup Structure 2015 {Graphic 3121

BAYER

Corporate Center

i, Business

Services
Consumer Crop Protection/Seeds Folyurethanes
Care
fCVIedicaI Environmenta! Science Polycarbonates L, Technology
are Services
Animal . . .
Heaih Coatings, Adhesives, Specialties
|, Currenta
industrial Operations (60%)
Key Data by Subgroup and Segment [Table 3.1,17
Sales EBIT EBITDA before special items?
€ million € miilion € millign € million € miltion & million
HealthCare 19,075 22,874 3.470 4,050 5,357 6,41%
Pharmaceuticals 12,052 13,745 2,371 2,807 3,699 4,195
Consumer Health 7,023 @129 1,099 1,243 1,658 2,224
CropScience 9,494 10,367 1,806 2,103 2,360
Covestro 11,651 11,982 555 435 1,187
Reconciliation 1,119 1,101 (436} {538} 219
Group 41,339 46,324 5,395 6,250 8,685 10,266

1 For definition see Chapter 14.2 “Calcutation of EBIT(DA) Before Special ltems.”

In 2015, the Bayer Group comprised 3c7 conselidated companies in 77 countries throughout the world.
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NEW CORPORATE STRUCTURE EFFECTIVE 2016

With the company's focus now on the Life Science businesses, a new organizational structure was
introduced effective January 1, 2016. The company's operations are now managed in three divisions —
Pharmaceuticats, Consumer Health and Crop Science — and the Animal Health business unit. The for-
mer Bayer HealthCare subgroup has been dissolved. The Radiology and Pharmaceuticals businesses
have been merged to form the Pharmaceuticals Division. The Consumer Health Division now consists
entirely of the consumer care business. Animal Health has become a separate reporting segment. The
Bayer CropScience subgroup is now the Crop Science Division. The former MaterialScience subgroup,
renamed Covestro, hecame legally and economically independent on September 1, 2015. Covestro AG
was floated on the stock market on October 6, 2015. Bayer currently still owns around e9% of
Covestro AG. Covestro therefore remains a reporting segment of the Bayer Group hecause Bayer AG
confinues to exercise control.

Effective January 1, 2016, the Board of Management of Bayer AG was enlarged to include the heads of
the new Pharmaceuticals, Consumer Health and Crop Science divisions. The business continues to be
supported by Business Services and Carrenta, while Technology Services is being integrated into
Bayer AG, forming the Engineering & Technology function.

Bayer Group Structore in 2016 {Graphic 3,1.3]

BOARD OF MANAGEMENT

Currenta {(sovo)

Pro Forma Key Data by New Segment [Table 3.1.21
’ Sales EBIT EBITDA 9efore special items?
€ million € million € million € milfion € mitlion € miilign
Pharmaceuticals T ss12 15308 2,627 3,027 4,081 4,615
Consumer Health 4,245 6,076 409 769 991 1,456
Crop Science 9,494 10,367 1,806 2,103 2,360 2,476
Animal Health T ims 145 234 254 285 348
Reconciliation? o 1,119 1101 1436} (538! @9 e
Total Life Sciences? 29688 34,342 4,840 5615 7,498 8,607
Covestro T 4,681 11982 555 &35 1,187 1,459
Group 41,339 46,324 5,395 6,250 8,685 10,266

' For definition see Chapter 14.2 "Caleulation of EBIT{DA} Before Special ltems.”

* Reconciliation includes the Business Services and Currenta service companies ("Cther segments”) as welt as the corporate functions and
consolidation effects.

? Including service companies
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The Pharmaceuticals Division focuses on prescription products, especially for cardiclogy and women's
healthcare, and on specialty therapeutics in the areas of oncolegy, hematolegy and ophthalmology. The
division alsc comprises the radiology business, which markets diagnostic imaging equipment together
with the necessary contrast agents.

The Consumer Health Division markets mainly nonprescription products in the dermatology, dietary
supplement, analgesic, gastrointestinal, cold, allergy, sinus and flu, foot care, sun protection and cardio-
vascular risk prevention categories. These products include glebally known brands such as Claritin™,
Aspirin™, Aleve™, Bepanthen™/Bepanthol™, Canesten™, Dr. Scholl's™' and Coppertone™.

The Crop Science Division has businesses in seeds, crop protection and nonagricultural pest contrel. It
is organized into two operating units: Crop Protection/Seeds and Environmental Science. Crop Protec-
tion/Seeds markets a broad portfolio of high-value seeds along with innovative chemical and biological
pest management solutions, while at the same time providing extensive customer service for modern
and sustainable agriculture, Environmentat Science focuses on nonagricultural applications, with a
broad portfolic of pest control products and services designed for applicaticns ranging from the home
and garden sector to forestry.

The Animal Health Business Unit offers products and services for the prevention and treatment of
diseases in companion and farm animals.

The corporate functions and Business Services operate as Group-wide competence centers in which
business support services are bundled. Currenta is the service company responsible for managing and
operating the Chempark sites in Leverkusen, Dermagen and Krefeld-Uerdingen.

Covestro is a leading supplier of high-tech polymer materials and develops innovative product solutions
for a wide variety of everyday uses.

1.3 Group Strategy

Our mission “Bayer: Science For A Better Life” continues to guide our endeavors. The steadily growing
and aging global population needs new and better medicines and an adequate food supply. With our
Life Science innovations, we offer answers to these challenges.

OUR OBJECTIVE: PROFITABLE GROWTH

Qur corporate sirategy is aligned toward profitable growth that will increase the company’s value in the
long term. As well as expanding in growth markets, we attach special importance to the development of
new products that create significant value for our stakeholders.

THE FOUNDATION FOR OUR SUCCESS: INNOVATION

Science-based innovations have made us the globalty successful company we are today. Geing forward,
we will continue to strengthen this important foundatien for our success. in 2016 alone, we plan to
invest around e4.5 billion in research and development — more than ever before. Qur scientists will
continue to collaberate across divisional boundaries, supported in part by the new Bayer Life Science
Center, which has been created to identify innovative technologies developed by startups and universi-
ties and rnake them available for our fields of activity. We are also driving forward new business models
that include utilizing the opportunities offered by digitization for our company and our customers.

' Trademark rights and distribution enly in certain countries outside the Eurepean Union
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A FUNDAMENTAL PREMISE: SUSTAINABILITY

Sustainahble business practices are essential to our company’s future viability. We apply our scientific
expertise and innovation strength o help solve global challenges. Qur geal in developing, manufactur-
ing and marketing cur preducts is to balance commercial success with societal and ecological require-
ments while increasing enterprise value. We aim to ensure broad sccial acceptance for our business
through responsible practices in areas such as product stewardship, environmental protection, safety,
compliance, supplier management and human resources palicy, taking into account the expectations of
relevant stakeholders.

QUR MOST IMPORTANT RESQURCE: THE EMPLOYEES

Our employees are the key to cur company’s success. We therefore create a working environment in
which each employee can unfold his or her full potential, drive forward innovations and achieve perfor-
mance excellence, Qur objective as an employer is to partmer an employee throughout his or her career
and not just at a certain phase, We live up to this aspiration with flexible worktime models, a firm com-
mitment to social respensibility and the provisicn of wide-ranging development opportunities across the
company. A diverse employee structure is alse vital for our company’s future competitiveness. We there-
fore strive for a good cultural and gender balance in all areas.

1.4 Targets and Performance Indicators

To consistently implement our strategy, we have set ambitious targets for our company and measure
their attainment annually in terms of selected performance indicators, This program encompasses not
only financial targets and innovation goals, but also sustainability objectives that are aligned to im-
portant areas along the value chain. Qur aim is to make clear the challenges we have identified in our
core business in the context of sustainable development, and at the same time to highlight the continu-
ous improvements we are committed to making across the enterprise.

Following the legal independence and stock market flotation of Covestro, this company is not included
in the new innovation, sustainability and employee targets. Where necessary, we have adjusted the

reference data for unchanged targets to eliminate the contributions for Covestro.

The current status of our progress in respect of our targets and performance indicators is documented
in the following table and the respective chapters.
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Bayer Group Targets {Graphic 3,1.4)

Target Target attainment (as of 2015} New or adjusted target

Profitable Growth

Increase in Group sales {Fx & portfolio adj.}; forecast 2.7%s increase to €46.3 hillion

issued in February zo15: low-single-digit percentage

Low-single-digit percentage increase
{Fx & portfolio adj.) to mere than

increase to approx. £46 biilion
Increase in EBITDA before special items; forecast
issued in February 2015: low- to mid-teens percent-

age increase

Increase in core earnings per share; forecast issued
in February 2015: low-teens percentage increase

Innovation

18.2% increase

16.0% increase

€47 billion

Mid-single-digit percentage increase

Mid-single-digit percentage increase

Group: increase in ReD investment to over
€4.0 billion (2015}

HealthCare: transition of more than 16 new
molecular entities (NMEs) into development (2015}

CropScience: transfer of 2 new molecular entities
(NMEs) or plant traits into confirmatory technical
proof-of-concept field studies (2015}

Covestro {formerly MaterialScience): improvement
in production process technology to achieve better
energy efficiency (zo15)

[T See Chapters 4 and 10 for mare information

Sustainability

€4.3 billion

12 new molecular entities (NMEs)
transferred

Start of field studies on 1 new plant
trait, 1 new molecular entity (NME)
and 2 new biolegics

Further use of improved production
technologies {e.g. in o1, MbI and
chlorine preduction)

Increase in R&D investment to
£4.5 billion {2016}

Pharmaceuticals: transition of
10 new molecular entities (NMEs} into
development (2016}

Consumer Health: transition of
20 consumer-validated concepts into
early development (2016)

Transfer of 3 new molecular entities
(NMEs), plant fraits or biologics into
confirmatory technicai proof-of-
concept field studies

SUPPLIER MANAGEMENT

Evaluation of all strategically importaut suppliers
(2017)

Evaluation of al! potentially high-risk suppliers with
significant Bayer spend {2020}

Development aud establishment of a new
sustainability standard for our supply base (2020)

[ See Chapter 7 for moere infarmation

84 %

T3%

In implemeutation

Target unchanged

Target unchanged

Target unchanged
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{Graphic 3.1.4 lcontinued]}

Target

RESOURCE EFFICIENCY

Target attainment (as of 2015}

New or adjusted target

Imprevement of 10% in Group-wide energy
efficiency (2020); reference year 2612: 3.50 MWVt

Reduction of 20% in Group-wide specific greenhouse
gas emissions {2020); reference year 2012:
0.98 1 Co:/1

Establishment of water management at all sites
in water-scarce areas

[T1] See Chapter 10 for more information

SAFETY

3.34 MWh/t {490 improvement}

1,09 t Co2/t (+11%)

Approx. 58%

Target unchanged; new reference
value (2012} 8,86 MWh/t

Reduction of 15% in Group-wide
specific greenhonse gas emissions
{2020); new reference value (2012):
1.88 £ CCa/t

Target unchanged

Reduction of 3594 in occupational safety
incident rate (2020); reference year 2012:
kIR {Recordable Incident Rate) 0.49

Reduction of 3094 in transpon incidents (2020);
reference year 2012: 6 incidents

Reduction of 30% in process and plant safety
incidents (20z0); reference year 2012: LoPC-IR
(Loss of Primary Containment {ncident Rate) 0.38

[1] See Chapter 9 far more information

PRODUCT STEWARDSHIP

RIR 0.42 {~ 14%}

12 (+100%)

LoPC-tr 0.22 (- 42%)

Target nnchanged; new reference
value (2042): Riz 0.50

Target not being continued

Target unchanged; new reference
value {2012); LoPC-1R 0.21

Conclusion of assessment of hazard potential of all
substances {>999) used in quantities exceeding one
mefric ton per annum (2020}

[T1 5ee Chapter 8 for more infarmation

COMPLIANCE

66%

Target unchanged

Conducting of precantionary risk assessments
in all three subgroups (2015)

Successfully completed

Annual compliance training for all Bayer 97 % Annual compliance training

managers {>95%) for close to 100% of Bayer
managers

[X1 See Chapter 16.3 for more information

Continuous improvement in employee engagement; 87% Target unchanged

reference year 2012: 85%

Increase in the proportion of women in senior man- 28% Increase in the proportion of women

agement to 30% (2015); reference year 2010: 21% in senior management to 3595
{2020); reference value remains

Increase in the proportion of senior managers from 21% Increase in the proportion of senior

outside the European Union, the United States or
Canada to 25% (2015); reference year 2013: 18%

[1] 5ee Chapter 6 for more information

managers from ontside the European
Union, the United States or Canada to
25% (2020}
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Details of further key financial data are found in Chapter 18 “Future Perspectives.” Information on [0 See Chapter 18
Bayer Group targets is also provided in the relevant chapters, indicated by “Bayer Group Target” in the
margin.

1.5 Internal Management System

The economic planning and steering for the business units is carried out within a framework laid down
by the Board of Management that is refined during the strategic planning precess. Operational planning
then translates this framework into specific, measurable targets. Continuous monitoring of business
developments complements the planning and management process, and key management and perfor-
marnce indicators are regularly updated. This process also involves tracking the implementation of the
strategic objectives and adopting countermeasures in the event of deviations from the budget.

One of the prime objectives of the Bayer Group is to steadily increase enterprise value. We use the
following steering parameters to plan, steer and monitor the development of our business.

The key performance indicators at the strategic level are cash value added (cva), which is a value-based  [J] See Chapter 14.4
steering parameter, and cash flow return on investment {cFro1). These indicators support management

in its decision-making, especially in the areas of strategic portfolio optimization and the allocation

of resources for acquisitions and capital expenditures. In fiscal 2015, Bayer achieved a positive cva of

€1,285 mitlion and a cFro1 of 9.6%. (See Chapter 14.4 “Value Management” for further details.)

The principal economic steering parameters within the Bayer Group at the operational leve] are sales [T See Chapter 14.2
and earnings figures. With regard to earnings, special attention is paid to EBiTDA (ERIT plus the amorti-

zation of intangible assets and the depreciation of property, plant and equipment, plus impairment

losses and minus impairment loss reversals, recognized in profit or ioss during the reporting period}

before special items. The EBITDA margin before speciai items, which is the ratio of EBITDA before special

items to sales, serves as a relative indicator for the internal and external comparison of operational

earning power. In 2015, EBITDA before special items amounted tc €10,266 million, resulting in an EBITDA

margin before special items of 22.2%. (See Chapter 14.2 "Calculation of £srT{ba) Before Special Items”

for further detaits.}

The Board of Management and the relevant committees steer the sustainabie alignment of the company,
defining respensibilities and framework conditions by way of Group directives, for example. Operations
are steered using defined targets and performance indicators in areas such as innovation, supplier
management, safety, product stewardship and environmental pretection. On the basis of a materiality
analysis, Bayer has determined the principal activities in these areas and established the relevant man-
agement systems, cemmittees and working groups, which have been implemented by the subgroups.
The ongoing review and revision of quidelines and regular internal audits ensure that our management
systems are continuously improved and aligned to the specific requirements at any given time.
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1.6 Value Creation

Bayer creates sustainable value in varicus ways for its stakeholders at all stages of the value chain
(Graphic 3.1.5) by foecusing on innovative products and solutions in its core businesses. Moreover, we
operate production sites throughout the world, invest in research and development, work with interna-
tional and local suppliers and contribute to the economic development of our target markets. As an
employer, we provide jobs in industrialized, emerging and develeping economies and create purchas-
ing power through the salaries we pay. We also support public infrastructure through the payment of
taxes and other contributions.

Value Chain Stages [Graphic 3.1.5}

The value added statement shows Bayer’s direct contribution to public and private incotnes and is a
measure of the direct financial value created for stakehclders by its business activities. We define vaiue
added as the company's total operating performance in the previous fiscal year less the costs of pro-
cured and consumed goods and services, depreciation and amortization.,

The total operating performance of the Bayer Group in 2015 was €47.8 billion. Value added amounted
to €17.5 billion. Of the value added, €11.2 billion {(64%} was distributed to empioyees, 2.1 billion
{129} to steckholders, €0.8 billion (494) to lenders and €1.5 billion {994) to governments. The remain-
der was allocated to reserves.

Bayer Group Value Added 2015 [Graphic 3.1,61

€3.3 villion €171.2 bitlion (54%)
Depreciation,
amaortization,
impairments

Employees

€2.1 bitlion {120
Stockhalders’

€17.5bittion €0.8 bilion 14%)
Value added = Lenders

€71.5 billien (9%}
Taxes

€27.0 biltion
Material cosls/ €1.9 billion (11%}
Other expensgs ——————-~ mmmmmn——  Reserves/ Other

* Bayer AG dividend prepesal for 2015
? Tolal operating performance = sales + other cperating income + financial income/equity-method income {loss)
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1.7 Corporate Environment

Bayer’s business activities are impacted by economic and social conditions. At the same time, the
company contributes to shaping these conditions.

ECONOMIC ENVIRONMENT

In 2015, the global economy grew at a slightly slower pace than in the previous year. Momentum
decreased in the emerging economies in particular; growth in China declined further but remained
strong while economic output in Russia and Brazil contracted significantly. By contrast, growth in the
European Union accelerated, supported by very low interest rates, an exchange rate favorable to the
eurozone and sinking oil prices, At the same time, the United States continued its robust recovery,
driven above all by private consumption and rising employment.

Economic Enviranment [Table 3.1.31
2014 2015
World +2.7% +2.5%
European Union - +1.4% +1.8%
of which Germany +1.6% +1.5%
United States +2.4% +2.4%
E;'Herging Markets? +4,4% ) +3.7%

2014 figures restated

! Real GDFP growth, source: IHS Global Insight

ZIncluding about 50 countries defined by Global Insight as Emerging Markets in line with the World Bank
As of February 20146

For more information on the economic environments of our subgroups in 2015, see Chapter 3 "Eco-
nomic Environments of the Subgroups.”

SOCIAL ENVIRONMENT

OQur economic activity is closely linked with the social environment. Certain stakeholders have become
increasingly significant to our business operations in recent years. Their expectations affect public
acceptance of Bayer and thus our commercial success. They provide important input for the continuing
development of our business processes, risk management and reporting. We therefore take the wide-
ranging requirements of our.stakeholders seriously and consider them wherever possible in our
business activities. At the same time, open dialogue with our stakehelders gives us an opportunity to
explain the value of our products and services for society. This is of growing importance for the success
of our business modet.
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GRI
G34-24
Stakehnider Dialogue: Qur Most Important Interest Groups (Graphic 3.1.7]
Customers {nvestars
Suppliers Banks
Employees Rating agencies
Associations
Universilies/schoals
General public Lawnakers
NGOs Politicians
Local communities Autheorities
Competitors
[0 See Chapter 5 Read more about Bayer's commitment to its stakeholders in Chapter 5 “Sustainability Management and
Governance.”
"
2. Strategies of the Segments
PHARMACEUTICALS
[T See Chapter 1.3 At Pharmaceuticals, our largest division in terms cof sales, we focus on researching, developing and
for Bayer Group marketing innovative medicines with a positive cost-benefit ratio primarily in the therapeutic areas of
strategy

cardiology, oncclogy, gynecclogy, hematology and ophthalmelogy. In this way, we are addressing the
growing requirements of patients, physicians, health care payers and regulatory agencies.

As part of the Bayer Group’s reorganization, we have dissclved the Medical Care Division and integrated
the Radiology business unit into our Pharmaceuticals Division.

To achieve our medium-term growth targets, we are continuing to rely on marketing our recently
launched products Xarelto™, Eylea™, Stivarga™, Xofigo™ and Adempas™. We plan to steadily expand
the indications for these medicines through comprehensive study pregrams - some of them in collabo-
ration with other pharmaceutical companies - and thus make them available to further patient groups.
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To safeguard long-term growth, we will further increase our investment in research and development.
Besides expanding early research, we are concentrating on the clinical development of active drug
substance candidates in the therapeutic areas of cardiology, oncology, hematology and gynecology. In
addition, we are selectively expanding and supplementing our development portfolic through licensing
agreements and acquisitions.

To improve access to our preducts in developing and emerging countries (Access to Medicine), we 8 www.bayer.com/atrm
augment our philanthropic activities (see Chapter 11 for more information) with economically feasible
concepts.

(® ONLINE ANNEX: 3-2-1:

As an innovation company, we aim to address current challenges in order to improve people’s quality
of life in the areas of disease prevention and therapy. Within the scope of our entrepreneurial possi-
bilities in a dynamic market environment, we seek to make a responsible contribution for the benefit
of society. Through our Access to Medicine (aTM) activities, we aim to enable access to our products
for certain patients, aligning these efforts to our company’s expertise and our specific product port-
folio. Here we distinguish between not-for-profit and economically feasible activities, The former in-
clude our efforts in respect of neglected tropical diseases (NTDs). [n this connection, we provide the
wHO free of charge with two of our active ingredients to treat African sleeping sickness and Chagas
disease. Other activities in this area are our education programs and the development of products to
treat NTDs.

Our family planning programs are economically feasible and facilitate improved access to hormonal
contraceptives for women in developing countries. These programs, which are anchored in our busi-
ness strateqy, provide international development pariners with our products at preferential prices.

[n some countries, where sections of the population have no access to innovative medicines via
health care systems, we have established patient assistance programs for selected products. These
aim particularly to provide access to oncology and cardiovascular products and products to treat
chronic diseases such as multiple sclerosis and hemophilia. Such programs exist in, for example, the
United States and China as well as a number of countries in South and Southeast Asia and South-
eastern Europe.

CONSUMER HEALTH

As part of the Bayer Group’s recrganization, the Consumer Care Division will be renamed Consumer
Health. The strategy of the new Consumer Health Division is aimed at building on our strong position in
the market for over-the-counter (0TC) products, nutritional supplements and other self-care products in
selected consumer health categories.

We aim to strengthen our established brands, such as Aspirin™, Aleve™, Bepanthen™, Berocca™,
Canesten™, Claritin™, Coppertone™, Dr. Scholl's™, Elevit™, MiraLAX™ and Supradyn™, by driving
organic growth through product innovation and geographical expansion. We are also seeking to expand
our position in important markets such as the United States, Brazil, Russia and China,

Alongside the ongeing integration of the consumer care businesses acquired in 2014 from Merck & Co.,
[nc., United States, and Dihon Pharmaceutical Group Co. Ltd., China, we continue to pursue external
growth opportunities arising from the progressive global consolidation of the orc industry. In this way,
we aim to further expand in selected categories and markets where it makes strategic sense to do so
and can contribute to increasing Bayer's enterprise value.
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CROP SCIENCE
We are aligning our Crop Science business to the long-term trends of the agricultural markets, from
which we have derived three focuses for our strategy:

» Improvement in agricultural sustainability — in other words the most responsible possible deploy-
ment of our resources

+ Increase in agricultural productivity through innovation - in other words higher crop yields and
quality

« Full leveraging of digitization opportunities to help farmers make the right decisions and to make
product applications even safer

Our aim is to help shape the future of the agricultural industry with innovative offerings that increase its
productivity, thus generating profitable and sustainable growth for Crop Science and our customers and
enabling the production of sufficient food, animat feed and renewable raw materials for a growing world
population despite the limited amount of available arable land. Crop Science’s strategy is built on four
key elements:

+ Enhancing the Crop Protection and Environmental Science portfolio
» Expanding the Seeds business

» [ncreasing customer centricity along the entire value chain

+ Leading the way in innovation

We zimn to enhance our Crop Protection and Environmental Science portfolics by adding new and im-
proved products, corcentrating on core brands and offering integrated solutions in majer creps. Sup-
port for this endeavor is provided by our innovative technology platform for both chemical and biologi-
cal crop protection. We are continuously investing in the expansion of cur production capacities to meet
rising demand for our products.

We continue to work on the expansion of our Seeds business. We plan to further strengthen our posi-
tions in our established crops - cotton, oilseed rape/canola, rice and vegetables — and to establish com-
petitive positions in soybeans and wheat. We intend to gain long-term access to high-quality breeding
material through acquisitions, in-licensing and partnerships and to steadily expand our existing breed-
ing expertise.

Another major part of our strategy is to strengthen customer centricity along the entire value chain and
continuously optimize distribution. We are steadily expanding our successful food chain partnerships.
In thege projects, Crop Science works with all participants in the food chain to safequard and increase
yields, and to improve the quality of harvested produce. With the Bayer Forward Farming initiative,
Crop Science cooperates with farmers to demoenstrate innovative crop scluticns and services for sus-
tainable agriculture to interested stakeholders. Crop Science will also increasingly concentrate on de-
veloping solutions especially tailored to help smallholder farmers increase their profitability while en-
suring environmentally friendly cuitivation, thus lastingly improving their standard of living.

To lead the way in innovation and develop helistic solutions, we aim to build on our expertise in the
integration of seed technology with chemical and biological crop protection and to suppert our custom-
ers with new and improved solutions. New areas of innovation, such as digitization in agriculture, ac-
count for another major part of this. We intend to support this development in the future by making use
of proprietary digital platforms and data moedels that can enable us to give farmers special agronomic
recommendations. The aim here is to make agriculture more sustainable.
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ANIMAL HEALTH

Qur Animal Health business aims to strengthen its position in the already heavily consolidated market
for veterinary medicines. Here we rely on crganic growth through the expansion of our RsD activities
and the increased use of our existing distribution channels, particularly specialist retail chains. We also
intend to strengthen our position with targeted in-licensing and acquisitions.

COVESTRO
As a global supplier of high-tech polymer materials and application solutions for many areas of modern Covestro
life, Covestro aims to generate profitable growth in the long term. Over the coming five years, the com- helps to address

pany aims to build on its leading positions in its industry sectors and participate in the growth that globai challenges

experts are predicting for its customer industries. Covestro supplies key industry sectors worldwide
such as the automotive, construction and electronics industries. It develops and manufactures compo-
nents for polyurethane foams, the high-tech plastic polycarbonate and raw materials for coatings, adhe-
sives and sealants, as wel] as specialty products such as films and elastomers.

Growth impetus is expected to come from macro trends such as climate change, the diminishing availa-
bility of fossil resources, the expanding global population, urbanization and increasing mobility.
Through its products, Covestro aimns to help master these challenges in line with its vision “To make the
world a brighter place,” In keeping with this, the company’s activities are embedded in a comprehen-
sive sustainability strateqy.

Covestro’s large-scale facilities around the world have been extended and are capable of serving the
anticipated growth in demand. Therefore, the company does not predict any greater need for expansion
in the foreseeable future.

At the same time, Covestro intends to further optimize its network of sites and its cost structures, To this
end, the company has initiated a structured profitability program.

Covestro is focusing on continuous product and process innovation as a means of safeguarding and
building its competitive position in the global marketplace. Research and development is steered by
targets aligned to the needs of the company's customer industries.

The Polyurethanes (PUR) business unit intends to further expand its strong position as an integrated
raw material and systems supplier, mainly for rigid and flexible foams. While flexible foam ensures
added comfort in everyday life through its use in products such as mattresses and upholstery, rigid foam
serves above all as an insulating material for buildings and refrigerated appliances, and thus helps to
lower energy consumption and greenhouse gas emissions.

In the automotive, electronics and construction sectors, in particular, rising demand is anticipated for
polycarbonate, an engireering thermoplastic characterized by positive properties such as low weight,
transparency, stability and design flexibility. The Polycarbonates (pcs) business unit aims to further
strengthen its technological leadership and is focusing on, for exampie, polycarbonate-based composite
materials as a low-cost substitute for solutions based on glass and metal.

The Coatings, Adhesives, Specialties (cas) business unit develops and manufactures mainly polyure-
thane-based raw materials primarily for coatings and adhesives. The main areas of application are au-
tomotive and transportation, infrastructure and construction, wood processing and furniture. The busi-
ness unit aims to secure and build its position in its core business and to achieve accelerated growth in
specialties.
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3. Economic Environments of the Subgroups

The economic environments in which the subgroups operated are outlined below.

Economic Environments of the Subgroups [Tahlz 3.3.1]
2014 2015

HealthCare

Pharmaceuticals market B +9% +9%

Cansumer care market +4% +5%

Medical care market? —1% +1%

Animal health market ' +5% T +;’;;/b_

CropScience

Seed and crop protection market T wm =0%

Covestro 7 a

{main customer industries)

Autometive ) +3% +2%

Construction . o ;'3% 7 +2%

E[ectrical/electropi_cs ) +4% +3%

Furniture o _ 4% 4%

2014 figures restated

' Bayer's estimate, except pharmaceulicals. Source for pharmaceuticals market: IMS Health,, IM5 Market Frognasis,
Copyright 2015. All rights reserved, currency-adjusted

? Excluding the diabetes care market

As of February 2015

HEALTHCARE

Growth in the pharmaceuticals market in 2015 was flat with the prior year. In the United States in
particular, new preducts especially continued te drive ongeing growth. In Japan and Europe, growth
rates increased slightly, whereas demand in the emerging markets was unchanged against the previous
year.

The global consumer care market saw somewhat stronger growth than a year earlier. In the medical
care category, slight growth was seen in the market for contrast agents and medical equipment. The
animal health market expanded at the same rate as in the prior year.

CROPSCIENCE
Overall, the global seed and crop protection market receded in 2015. While the demand for high-value
seeds remained at the previous year’s level, worldwide crop protection sales declined.

Market volumes decreased in Latin America, particularly in Argentina and Brazil, primarily as a result of
political uncertainties, macrececonomic developments and lower pest pressure. The market alse declined
in North America, mainly due to a reduction in corn and cotton acreages and because of lower overall
price levels for agricultural commedities than in the previous year, Positive growth impetus for the seed
and crep protection market in 2015 came from the Asia/Pacific and Europe regions. Growth rates in the
Mediterranean area were above average.

COVESTRO

Growth in the principal customer industries for Covestro {automotive, construction, electrical/electron-
ics and furniture) in 2015 was slightly weaker than in the previcus year. One of the main reasons for this
was slower demand in China and other emerging economies, which could not be compensated by posi-
tive stimuli such as the expansionary monetary policy of the industrialized countries and the lower oil
price.
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Scientifically founded innovations and the skills of our employees form the basis for our success as a
company. To drive innovation in the future as well, we continuousty develop new molecules, technolo-
gies and business models in the research-intensive fields of medicine and modern agriculture, invest in
research and development projects and expand our activities through targeted acquisitions and collabo-
rations with external partners (open innovation). We plan to invest around e4.5 billion in research and
deveiopment in 2016 alone. We also promote our culture of innovation in all areas of the company to
face the challenges of our time and safequard profitable growth for our company.

Bayer maintains a global network of research and develcpment locations in which 14,673 researchers
around the world focus on improving the health of people, animals and plants. The focuses of the re-
search projects are determined by the r&p strategies of the subgroups. On this basis, projects are set up
that are managed in the development pipeline through defined processes and targets. The budgets
requested for this purpose are checked annually and allocated per area. In 2015, we raised our research
and development spend by 15.9% {Fx adj.) to €4,281 million. Adjusted for special items of €67 million
(2014: €2 million}, this repregented a 14.1% increase (Fx adj.} and was equivalent to 9.1 of sales. The
foliowing table shows the development of R&D key data in the individual segments:

Research and Development Expenses Full Year 2015 (Table 3.4.1]

Research and

Research and development RED expenses
development expenses before Share of RGD before

2Xpenses special items expenses special items/sales R&D employees

. |EEEN ETED TN N BTN BRETE ENETYY BT T TS

€ midion € million € million € million L B %o % FTE FTE
HealthCare 2264 2834 2260 2768 640 662 1.8 121 798 8594
Pharmaceuticals 1,878 2,333 1,876 2,285  53.1 545 5.6 166 7,066 7741
Cnnsurrler. o T ‘
Health 186 504 384 483 105 117 5.5 53 902 853
CropScience 974 1,089 974 1089 275 254 103 105 5004 5073
Covestro 210 262 213 261 59 41 18 22 923 1,005
Group’ T 3537 4281 3535 4214 . ) 8.6 9.1 13900 14673

2014 figures restated
T Sum of the segments plus reconcilialion

We augment our own research capacities through coliaborations and strategic alliances with industrial
and academic research partners around the world. These include leading universities, public research
institutes, partner and start-up companies, and science and innovation centers established by Bayer to
give young companies access to features such as suitable laboratory and office infrastructure in the
direct vicinity of Bayer’s own research facitities. These are supplemented by cur crowdsourcing plat-
forms through which researchers around the world can offer their expertise for collaboration with
Bayer. With the newly established strategic innovation unit, the Bayer LifeScience Center (Brsc), we
additionally want to drive the development of decisive interspecies research with the aid of a network of
external partnerships. On the initiative of BLSC we signed an agreement at the end of 2015 with the
biotech company crisPr Therapeutics AG based in Basel, Switzerland, with the goal of discovering,
developing and marketing new treatment methods for blood disorders, blindness and heart disease
based on the crispr-Cas9 technology for gene editing.

We also invest in venture capital funds that finance promising Life Science start-up companies, among

other projects. [n this way we support the development of new therapies in areas with a high unmet
medical need and drive innovation ir the Life Sciences.
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() ONLINE ANNEX: 3-4-1
GRI Scientists from cur company are involved in constant dialogue with rencwned research institutes and
Ga-26 support partnership projects in the public and private sectors. Of these, more than 50 projects
wortdwide were supported in 2015 by public funding worth around €5 million. This is equivalent to
roughly 0.190 of our annual RED expenses.

We also participate in industry associations, hold professorships at universities worldwide and regu-
larly invite scientists, university students and schoolchildren to attend events such as symposiums on
health topics or research days for schoel students. We view this as an investment in the future, be-
cause as a research-based company, we rely on the availability of talented and highly trained people
and on society’s acceptance of technology.

We promote our innovation capability not just by increasing our research and development budget and
expanding external coliaborations, but also by strengthening our internal innovation culture, which
promotes fascination, creativity, willingness to experiment, customer centricity and cooperation among
all disciplines. In this connection, we have faunched a number of programs and initiatives in recent
years to honor the achievements of our scientists and provide them with suitable platforms and projects
for scientific discourse and cross-subgroup cooperation in scientific matters, as well as to give employ-
ees throughout all organizational units the opportunity to help jointly generate ideas or solve problems.

(® OMNLINE ANNEX: 3-4-2
The following table lists the most important programs/initiatives for strengthening the innovation cul-
ture at Bayer:

Programs/Initiatives for Strengthening Bayer's Innovation Culture [Table 3.4.1-11
Program Objective Approach
Life Sciences Fund Strengthen Since 2012, supports scientists at HealthCare and
interdisciplinary research  CropScience involved in interdisciplinary projects aimed at
in the Life Sciences achieving & better understanding of diseases, identifying

mechanisms of action, individualizing therapies or
explaining resistance mechanisms

Expert Career Strengthen recognition Initiative by the Board member responsiblie for Innovation
for scientific success aimed at fostering the cross-company scientific exchange
between leading experts in research and development
Otto Bayer Medals Awards for scientific Research prize for outstanding development work that is
SUCCess awarded biennially to teams of Bayer scientists
Hype Collaborative definition Intranet-based platform for the collaborative generation of
of ideas in infermation ideas by our employees; the most promising ideas are
technology atlocated an initial budget which is used by an
interdisciplinary team to elaborate the concept within just a
few weeks.
WeSolve Collaborative prablem- Current problems in research and development, marketing
solving and production are publicized via the internal WeSalve

platform for discussion by employees from all subgroups and
service caompanies; the best solutions are then identified.

Bayer Ideas Poal Promaotion of innovative Application and honoring of employee suggestions for the
employee suggestion ideas from the working impravement of processes, occupational safety and health
program and ldeas Forum environment protection. in total, 5,446 ideas were submitted in 2015.

Around 46% of the suggestions for improvement evaluated
in 2015 were implemented. In the first year of
implementation alene, mere than €2 million was saved
through those improvements that allowed calculation, In
2015, Bayer distributed bonuses of around €2 miliion to
employees for the implemented proposals.
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Globally reliable protection of intellectual property rights is essential for an innovation company like
Bayer. The Bayer Group endeavors to obtain patent protection for its products and technologies in the
major markets. The degree of protection a patent provides varies from one country to another and de-
pends on the fype and scope of the patent claim and the options available for enforcing our rights, At
the end of 2015, we owned approximately 66,700 valid patent applications and patents worldwide relat-
ing to some 7,200 protected inventions.

(® ONLINE ANNEX: 3-4-3

Patent terms vary according to the laws of the country granting the patent. In view of the high in- é www.bayer.com/
vestment required for product research and development, the European Union member states, the political-position-ip
United States, Japan and some other countries extend patent terms or issue supplementary protec-

tion certificates to compensate for the shortening of the effective patent protection period due to

regulatory approval processes for new drugs. We endeavor to obtain such extensions wherever pos-

sible.

The term of a patent is normally 20 years. Since it takes an average of 12 years to develop a new
medicine, for example, only eight years of patent protection generally remain following the product's
approval. In most cases it would be impossible to cover the substantial costs incurred in the research
and development of innovative medicines or of new indications or dosage forms for existing drugs
without patent protection. We are therefore committed to protecting both the international patent
system and our own intellectual property worldwide. Further details are given in the political posi-
tions posted on our website,

4.1 HealthCare

PHARMACEUTICALS

Research areas and sites

Drug discovery in the Pharmaceuticals segment focuses on indications with high medical need in the
areas of cardiology, oncology, ophthalmclogy, hematology and gynecology. We conduct research and
development activities at several locations, the most important of which are as follows:

Research and Development Sites ITable 3.4.2}
Site Country Focus

Beriin . Germarny RS&D in oncalogy, gynecalogy and n.o.r;-indicationfspeciﬁc areas
Wuppertal Germa-r;-y - RED in cardinlogy, ophfﬁéimology and non-indication-specific areas
Mission Bay, San Francisco U.SA. Research in the areas of hematology and biologicals

Berkeley U.S.A. “Deve\npment in the areas of hematology and biclegicals

Turku Finland T Development of hermone-reieasing intrauterine devices and implants

faor contraception

Oslo MNorway Research en thorium conjugates for the treatment of cancer

Cooperation

We augment our own research capacities through collaborations and strategic alliances with external
industrial and academic research partners, In this way we gain access to complementary technolcgies
and external innovation potential. A number of examples are listed in the table on the following pages:
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[Tabte 3.4.31

Partner

Cooperation cbjective

Cardiology

Broad Institute

Strategic partnership in the field of gensme and drug research in cardislogy
aimed at using findings from human genetics to develop new cardiovascular
therapies

lonis Pharmaceuticals, tnc.

Development of an antisense molecule for the praventien of thrombosis

Janssen Research & Development,
LLC of Johnson & Johnson

Development of Xarelto™ ({rivaroxaban)

tudwig Boltzmann Institute

Research into lung vascular disease, especially putmonary hypertension

Merck & Co,, Inc.

Development <ollaboration in the field of soiuble guanylate cyctase (sGC)
modulation

Oncology

Amgen Research GmbH

Access to BITE™ antibodies for developing novel tumor therapies

Ardea Biosciences nc. of Astra Zeneca

Codevelopment of oncology products based on MEK
(mitogen-activated ERK kinase) inhibitors

Broad tnstitute

Strategic partnership in oncology to discover and develop active substances
that specifically target turnor-specific gene mutations

Compugen Ltd.

Collaboration for the research and development of new immunotherapy
gpproaches in oncotogy

German Cancer Research Center

Strategic partnership for the research and development of new therapeutic
options in oncology, especially in immunotherapy

Dyax Corp.

Access to antibody library with the option to in-license antibodies for the
development and commercialization of novel tumer therapies

ImmunoGen tnc,

Development of antibody-drug cdnjugates (ADCs) for novel tumor therapies-

OncoMed Pharmaceuticals Inc.’

Discovery and development of novel therapeutics relating to cancer stem celis

Onyx Pharmaceuticals inc. of Amgen Inc.

Codevelopment of Nexavar™ (sorafeniby} for various types of cancer

Grion Corporation

Qiagen Manchester Lid.

Development of ODM-201 for the treatment of patients with prostate cancer
Development of diagnostic tests in personalized oncology treatment

Seattie Genetics inc.

Access to technelogy for antibody-drug cenjugates {ADCs) for nove! tumor
therapies

Sprint Bioscience

Research and development of oncological drug candidates

Ophthalmology

Inception 4, Inc.

Research into new approaches for the treatment of various eye diseases

Johas Hopkins University

Research and development of innovative drug praducis to treat sericus back-
of-the-eye diseases

Regeneron Pharmaceuticals Inc.

Development of Eylea™ (aflibercept} to treat various eye diseases
Development of 3 PDGFR-beta antibody for ophthalmelsgy

Hemophilia . -
Dimensioﬁ Therapeutics, Inc. Devetopment of a novet ge-ne therapy for hemophilia A

E;-n;ecolugy 7 o

Evotec AG Research coliaboration to identify and validate development candidates in

endometriosis

University of Cxford

Strategic research alliance for the development of novel gynecological
therapies

Infectious diseases

Merck & Ca., Inc.

Codevelopment of tedizalid to treat various infections

Novartis AG

Development of a targeted antibiotic inhalation therapy for lung infections
{ciprofloxacin DPI}

Nektar Therapeutics

Codevelopment of a targeted antibiotic inhalation therapy for lung infections
{amikacin inhale)

General

Biolnvent Internationat AB

Access to antibody library with in-licensing of antibodies

Peking University

Research cooperation and establishment of a research center for joint projects

Tsinghua University

Research cooperation and establishment of a research center for joint projects

" Bayer is not active in the area of human embryanic stem cell research.
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We also operate our own science and innovation centers. We coordinate primarily our research partner-
ships in Asia through our science hubs in Beijing, China; Singapore; and Osaka, Japan. In Berlin, Ger-
many, and San Francisco, California, United States, we operate the “CoLaborator™,” an incubator model
for young life science companies. The objective of the global CoLaborator™ concept is to offer these
companies suitable laboratory and office infrastructure in the direct vicinity of Bayer's own research
facilities, In the area of crowdsourcing, we are very successfully continuing our “Grants4Targets™"
program. We supplemented “Grants4Leads™,” which concentrates on small molecules, with “Partner-
YourAntibodies™,"” a program that focuses on the evaluation of biological actives, Furthermore, the
“GrantsaApps™ Accelerator Program” offers mentoring to start-up companies that can offer innovative
solutions relevant to health care and therapy. [n the area of venture capital, we are active with the
“High-Tech Griinderfonds” and Versant Ventures.

Clinical trials

Clinical trials account for 2 major portion of the development process for medicines. They are an essen-
tial tool for determining the efficacy and compatibility of new developmental products before they can
be used to treat diseases. The benefits and potential risks of new medicines must always be scientifical-
ly proven and well documented. All studies at Bayer satisfy strict international quidelines and quality
standards, as well as the respective applicable national iaws and standards.

@ ONLINE ANNEX: 3-4.1-1

Bayer publishes information about clinical trials in line with the respective applicable national laws
and according to the principles of the European (EFpia) and North American {PhRMA) pharmaceuti-
cal associations, these principles being definad in a joint position paper.

HealthCare publishes information on its own clinical trials beth in the publicly accessible register
www.ClinicalTrials.gov and in its own "Trial Finder” database. In the case of approved products,
summarized results of Phase 11, 11 and 1v clinical triais are accessible online through the “Trial
Finder.” Upon request, scientists can receive access to anonymized data at the patient level via the
portal www.clinicalstudydatarequest.com.

Further information on our globally uniform standards, the monitering of studies and the role of the 8 www.bayer.com/
ethics committees can be found on the internet. ethics-in-rnd

Activities in 2015
In line with our targets for 2015 we transferred 12 new molecular entities from our research pipeline Group target 2015:
into preclinicai development in the reporting year. We define a new molecular entity (NME) as a new HealthCare -
chemical or biclogical substance that has not been in development to date. [n preclinical trials these f{g?\::i:;g:ﬂ: than
substances are examined further in various models with respect to their suitability for clinical trials and 0.0 (NMEs) into
linked “first-in-man” studies, In 2015, we conducted clinicai trials with several drug candidates from our  development
research and development pipeline. We strengthened products that were already on the market through

life cycle management activities to improve their application and/or expand their spectrum of indica-

[0 More details on
our drug candidates
can be found in
Table 3.4.4

tions.
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We are investigating some of our development candidates with respect to their potential for the treat-
ment of rare diseases, also known as orphan diseases. In February 2015, copanlisib received orphan
drug designation from the v.s. Food and Drug Administration (¥pa) for the treatment of follicular lym-
phoma, a histological subtype of non-Hodgkin lymphoma.

The following tables show our most important drug candidates currently in Phase 1t or 11 of clinical

testing:

Research and Development Projects (Phase 1)1 ITable 3.4.41
Phase |l projects Indication
Anetumab ravtansine {mesothelin ADC) Cancer

VBAY 1067197
{partiai adenosine A1 agonist}

Heart failure

BAY 1007626 (progestin [US)

Contraception

BAY 1142524 (chymase inhibitor}

Heart failure

BAY 2306001 {IONI5-FXIRx}

Prevention of thrombosis?

BAY 98-71%6 + anastrozole
(intravaginal ring}

Endometriosis

Copanlisib (PI3K inhihitor}

Recurrent/resistant non-Hodgkin lymphorma (NHL)

Molidustat (HIF-PH inhibiton

Renal anemia

PDGFR-beta + aflibercept

Wet age-related macular degeneration®

Ragium-223 dichioride

Bone metastases in breast cancer

Radium-223 dichioride

Cancer, various studies

Refaretinib (MEK inhibitor]

Cancer

Regorafenib

Cancer

Riociguat Pulmaonary hypertension (lIP}
Riociguat Diffuse systemic sclerosis
Riociguat Cystic fibrosis

Rivaroxaban

Secondary prevention of acute coronary syndrome (ACS)?

Roniciclib (CDK inhibitor)

Smali-cell bung cancer (SCLC)

Vericiguat
(BAY 1021189, sGC stimulator)

Chronic heart failure

Vilaprisan (5-PRM}

Symptomatic uterine fibroids

Vilaprisan (S-PRM)

Endometriosis

1 As of lanuary 27, 2016
2 Sponsored by lonis Pharmaceuticals, inc.

4 Sponsered by Regenereon Pharmaceuticals, inc.

1 Sponsored by Janssen Research & Development, LLC

The nature of drug discovery and development is such that not aif compounds can be expected to meet the predefined project goals. 1t is possible
that any ar a%i of the projects listed above may have to be discontinued due to scientific and / or commercial reasons and will not resuit in
commercialized products. It is alse possible that the requisite Food and Drug Administration (FOA), European Medicines Agency (EMA} or other
regulatory approvals will not be granted for these compeunds.
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Research and Development Projects (Phase 1117 [Table 3.4.5]

Phase Il projects Indication

Amikacin Inhale Pulmonary infection

BAY 1841788 (ODM-201, AR antagonist;  Prostate cancer

Damoctocog alfa p”egoi Hemophilia A

{BAY 94-9027, long-acting rFVIII}

Ciprofloxacin DP} Pulmonary infection

Copaniisib {PI3K inhibitor) Various forms of non-Hedgkin lymphoma (NHL)

Finerenone (MR antagonist} Chranic hearl failure

Finerenone {MR anté.g.onlst) -Diabetic kidney diseas.er

Radium-223 dichloride Combination treatment of castration-resistant pfﬁslate cancer

Regorafenib Refractory fiver cancer

Riociguat Pulmonary arterial hypertension (PAH} in patients who do not sufficiently
respond to PDE-5i/ERA

Rivaroxaban i __Prevention of major adverse cardiac events (MACE)

Rivaroxaban Anticoaguiation in patients with chronic heart failure?

Rivaroxaban - Long-term prevention of venous thremboembolism

Rivaroxaban Prevention of venous thromboembolism in high-risk patients after discharge
from hospital?

Rivaroxaban Embolic strake of undetermined source {ESUS)

Rivaroxaban & T Peripheral arte}y disease (PAD) -

Tedizolid i Pulmanary infection

1 As of January 27, 2014

2Sponsored by Janssen Research & Development, LLC

The nature of drug discovery and development is such that not all compounds can be expecled to meet the predefined project geals. It is possible
that any er all of the projects listed above may have to be discontinued due to seientific and/or commercial reasons and will not result in
commercialized products. It is also possibie that the requisite Food and Orug Administration (FDA), European Medicines Agency {EMA} or other
regulatory approvals will not be granted lor these compounds.

We reqularly evaluate our research and development pipeline in order teo prioritize the most promising
pharmaceuticat projects.

Following the completion of the required studies with a number of these drug candidates, we submitted
applications to one or more regulatory agencies for approvals or approval expansions.

The most important drug candidates in the approval process are:

Products Submitted for Approval* ITable 3.4.6]
Indication

Bay 81-8973 (rFVIID E.U., U.S.A,, Japan; treatment of hemophilia A

LCS-16 (ULD LNG Contraceptive System) E.U., U.S.A; contraception

Radium-223 dichloride lapan; treatment of prostate cancer patients with bone metastases

Rivaroxaban” U.5.A.; secondary praphytaxis of acute coronary syndrome {ACS5)

1 As of February 4, 2016
2 Submitted by lanssen Research & Development, LLC
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In 2015, we achieved further progress in various therapeutic areas:

Cardiology

Xarelto™ (active ingredient: rivaroxaban) has been approved for more indications in the area of venous
and arterial thromboembolism than any of the other non-vitamin-K-dependent oral anticoagulants.
Xarelto™ is approved in more than 130 countries worldwide across all indications, its approval status
varying from country to country. Xarelto™ is marketed in the United States by Janssen Pharmaceuticals,
Inc., a subsidiary of Johnson & Johnson.

[n May 2015, Xarelto™ was approved by the China Food and Drug Administration (CFpa) for the preven-
tion of stroke and systemic embolism in patients with nonvalvular atrial fibrillation and for the treatment
of deep vein thrombosis (pvt). The approval also includes the use of Xarelio™ to reduce the risk of
recurrent pvT and pulmonary embolism following acute pvT, In September 2015, Xarelto™ was ap-
proved by the Japanese Ministry of Health, Labour and Welfare (mHLW) for the treatment and secondary
prevention of pulmonary thromboembolism and deep vein thrombosis.

In addition to the already approved indications, the use of rivaroxaban is alsc being investigated in
other cardiovascular diseases such as prevention of major adverse cardiac events, embolic stroke of
undetermined source or peripheral artery disease.

Rivaroxahan was invented by Bayer and is being jointly developed with Janssen Research & Develop-
ment, LLc, United States, a subsidiary of Johnson s Johnson.

Adempas™ (active ingredient: riociguat) is the first member of a new class of vasodilation agents
known as soluble guanylate cyclase {(sGC) modutators, Administered in tablet form, riociguat is current-
ly being investigated as an innovative, specific approach for the treatment of various forms of pulmo-
nary hypertension.

Adempas™ is approved in the United States and Europe for the treatment of particular forms of chronic
thremboembelic pulmonary hypertension {cTEPH) and pulmonary arterial hypertension (PAH). In Japan,
Bayer was granted marketing authorization for CTEPH in 2014 and for raH in February z015.

The trial program for riociguat alsc includes studies outside of the pulmonary hypertension indication.
For example, riociguat is also in Phase 11 testing for the treatment of patients with diffuse systemic
sclerosis.

Another representative of the sGC modulator class is vericiguat, currently in Phase IIb clinical testing to
treat chronic heart failure.

The development and commercialization of sGC medulators is part of our strategic collaboration with
Merck & Co., Inc., United States.

The active ingredient finerencne (BaY 94-8862) is a novel oral nonsteroidal mineralcorticoid receptor
antagonist (MRra) that is currently in Phase 121 clinical develepment. In September 2e15, two Phase m
trials were initiated to investigate the efficacy and safety of finerenone in patients with diabetic kidney
disease. Another Phase 1 trial is being prepared in the indication chrenic heart failure.

The development candidate molidustat is being investigated for the treatment of patients with anemia
accompanied by chronic kidney disease and/or end-stage kidney failure.
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[n March 2015, we expanded our partnership with the Broad Institute at the Massachusetts Institute of
Technology {mMrT) and Harvard University, United States, to include collaboration on cardiovascular
genomics and drug discovery.

In April 2015, furthermore, we entered into an exclusive license agreement with Ionis Pharmaceuticals,
Inc., United States, pertaining to 1on:s-FXIRx (Bay 2306001), an antisense drug in clinical development
for the prevention of thrombosis. Under the agreement, Bayer wiil further develop and commercialize
BAY 2306001 in areas of high medical need. Antisense drugs bind to the mRNA molecules in the cell in
a targeted way and inhibit the production of proteins that may become significant in the course of a
disease. The novel mechanism of inhibiting Factor x1 synthesis may offer an additional treatment option
for patients for whom none is currently available.

Oncology

Stivarga™ (active ingredient: regorafenib} is an oral multikinase inhibitor. It inhibits various signal
pathways that are responsible for tumor growth. Stivarga™ is approved in the United States, Europe,
Japan and other countries for the treatment of patients with metastatic colorectal cancer {mCRC) and
gastrointestinal stromal tumors {GI1ST).

In March 2015, we suspended enrollment in a Phase 11 trial with regorafenib due to insufficient patient
recruitment at that time. The trial is investigating regorafenib as an adjuvant treatment option for pa-

tients with colorectal cancer following resection of liver metastases with curative intent. The results of a
further Phase 11 trial with regorafenib as a second-line treatment for liver cancer are expected in z016.

Stivarga™ was developed by Bayer. In 2011, Bayer and Onyx Pharmaceuticals, Inc., a subsidiary of
Amgen inc., United States, agreed that Onyx would receive royalties on global sales of Stivarga™ in the
area of cancer treatment.

Xofigo™ (active ingredient: radium-223 dichloride) is approved in the £.U. and the United States for the
treatment of adult patients with castration-resistant prostate cancer (CRPC) with symptomatic bone me-
tastases but no known visceral metastases. In April 2015, we submitted an application to the Japanese
health autherity MHLW for marketing authorization for radium-223 dichloride for the treatment of pros-
tate carcinoma with bone metastases. The active ingredient is being investigated in additional trials in
prostate cancer and in Phase It irials involving breast cancer patients.

The active ingredient copanlisib is a novel, intravenous phosphatidylinositol 3-kinase (p13K) inhibitor. In
2015, we expanded our global clinical development program. A new Phase 11 and two Phase I trials are
designed to investigate the safety and efficacy of copanlisib in patients with recurring indolent non-
Hodgkin lymphoma (waL) and diffuse large B-cell lymphomas (DLBCL), an aggressive subtype of NHL.

Another active ingredient, Bay-1841788 (0DM-201), is being jointly developed with Orion Corporation,
Espoo, Finland. This novel oral androgen receptor inhibitor is in Phase n1 clinical development for the
treatment of patients with prostate cancer.

In July 2015, we entered into a collaboration and license agreement with Sprint Bioscience aB, Sweden,
for the research, development and commercialization of oncological drug candidates. Under the agree-
ment, we will receive the license for a research program currently undergoing preclinical development

that is geared toward the inhibition of tumor cell metabolism.
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Ophthalmology

Eylea™ (active ingredient: aflibercept) is our joint development project with Regeneron Pharmaceuti-

cals, Inc., United States. Aftibercept blocks the natural growth factor vecr (vascular endothelial growth
factor), thus preventing the abnormal formation of new blood vessels that tend to leak fluid. The medi-
cation is administered directly into the eye. Regeneron Pharmaceuticals, Inc., United States, holds ex-

clusive rights to the product in the United States, while in other countries it is marketed by Bayer.

Eylea™ is approved for the treatment of wet age-related macular degeneration (aMr), visual impairment
due to macular edema secondary to central retinal vein occlusion (crvo) and diabetic macular edema
{oME). In Japan, Eylea™ is additionally approved for the treatment of myopic choroidal neovasculariza-
tion (mCNV).

In February 2015, the European Commission extended marketing authorization for Eylea™ to include
the treatment of patients with visual impairment due to macular edema secondary to branch retinal vein
occlusion (srvo). Eylea™ therefore can be used in Europe by all patients with visual impairment due to
macular edema resulting from retinal vein occlusion (rvo). In June zo15, the product was approved in
this indication in Japan. In October 2015, Eylea™ was approved by the European Commission for the
treatment of myopic choroidal necvascularization (mCNV).

A Phase {Ia clinical study with regorafenib eye drops did not show the desired results and the project is
therefore being discontinued. The study investigated the use of regorafenib for the treatment of wet
age-related macular degeneration (AMD).

[n June 2015, we entered into a strategic research alliance with Jehns Hopkins University, United States,
concerning the discovery and development of innovative drugs for the treatment of serious back-of-the-
eye diseases that affect many people worldwide. The five-year collaboration will aim to develop new
ophthalmic therapies for various retinal diseases.

Hematology

[n June 2015, we submitted an application to the Japanese MHLw for marketing authorization for the
recombinant Factor vii compound BAY 81-8973 for the treatment of hemophilia A. The approval pro-
cess has been under way in the United States and Europe since the end of 2014. In December 2015,
the Eurcpean Committee for Medicinal Products for Human Use (cBMP) recommended approval. BaY
81-8973 is a further development of recombinant Factor vix (rFVIID) which has demenstrated clinical
evidence of efficacy when used for prophylaxis twice or three times per week, with standard dosages.

Damoctocog alfa pegol (Bay 94-9027} is a long-acting recombinant Factor viir that is currently in Phase
11 clinical development.

Gynecology

Vilaprisan (sPRM) is a novel oral progestercne receptor modulator that is currently being investigated in
Phase 11 trials for the treatment of uterine fibroids and endometriosis. [n June 2015, an additional Phase
1z trial began that is investigating the efficacy of vilaprisan compared with its major competitor product.

In November 2015, we filed for marketing authorization for the new intrauterine system (Ius) 1.cs-1s6 in

the European Union and the United States. This low-dose, levonorgestrel-releasing product enables
contraception for a period of up to five years.
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CONSUMER HEALTH
Research and development at Consumer Health is performed essentiaily at the following sites:

Research and Development Sites [Table 3.4.7}

Site Country Focus

Consumer Care

Maorristown U.5.A, Adlergy, analgesic, cough & cold and dermatological products

Memphis 7 USA. 7 Suncare, footcare and dermatological products; consumer research
testing center

Gaillard France Nutritional supplements, dermatological and gastrointestinal
products

barmstadt ) 7Gié‘rr.nany m:bal medicines

Chengdu China - Qver-the-counter {OTC) products and herb-based traditional

Chinese medicines (TCM)

Medical Care {(Radiology}

Pittsburgh US.A Medical devices, sterile dispasables, informatics

Berlin __Germany Contrast agents

Animal Health . B

Monheim Germany - Antiparasitic-ides, anti-infectives and pharmaceuticals

am_e.lwnee U.S.A, Antiparésiticides, anti-infectives and.pharmaceuticals o
Auckland New Zealand Dairy cattle health

S&o Paulo Brazil Antiparasiticides

In Consumer Care, research and development activities focus on the development of nonprescription
{over-the-counter = oTc} medications as well as skin and foot care products, sunscreens, dietary sup-
plements and other self-medication products. Placing the consumer at the center of everything we do,
our development strategies are geared toward expanding and improving our brand portfolio. We want
to achieve this through new product developments, forms, formulations, claims, pack designs and other
innovations. We iniroduced a number of new product line extensions to various markets in 2015. They
included new delivery forms and uses and innovations for existing brands such as Aspirin™, Elevit™,
Berocca™, Canesten™, Bepanthen™/Bepanthol™ and Coppertene™. We also actively pursue the reclas-
sification of current prescription medicines as oTC products.

The goal of our research and development activities in Medical Care is steadily to improve our contrast
agents and our contrast injection systems in order to build on our leadership position in the field of
radiology.

In March 2015, we received approval in Japan for Gadovist™ (active ingredient: gadobutrol} injection for
use with resonance imaging {Mr1). Gadovist™ is the first high concentration/high relaxivity gadolinium-
based contrast agent to be made available in japan. In July 2015, Gadovist™ was approved by the Euro-
pean Commissien for use in children under two years of age. This label extension applies to all indica-
tions that have already been approved.

In August 2015, the MRXperion injection system was approved by the Fpa for the injection of contrast
agents. Our system optimizes injection workflow, provides enhanced point-of-care capabilities and can
be connected to our Radimetrics™ Enterprise platform.

In 2015, we also worked to expand the capabilities of our informatics product offerings by developing

new software applications to improve contrast agent and radiation dosage management across cT, Mgi
and nuclear medicine modalities.

WATSON LABORATORIES, INC. , Ex. 1077, p. 76 of 361

73



Combined Management Reparl

Baver Annual Report 2015

4. Research, Development, Innovation

At Animal Health we focus our research and development activities on antiparasitics, antibiotics, medi-
cines to treat noninfectious disorders and nonantibiotic alternatives for infectious diseases. Qur central

research activities are conducted as part of our Life Sciences platform in conjunction with pharmaceuti-
cal research and in close collaboration with our researchers at CropScience. We also reinforce the busi-
ness by continually identifying further product development candidates through our existing collabora-

tions,

Since August 2015, our innovative immunostimulant Zelnate™ has been available in the United States.
It was approved by the United States Department of Agriculture (Uspa) to aid in the treatment of bovine
respiratory disease caused by Mannheimia haemolytica bacteria. The product offers veterinarians and
farmers a new approach alongside vaccines and antibiotics for mitigating this complex infectious dis-
ease that has substantial negative impact on the cattle industry.

4.2 CropScience

Research fields and sites
CropScience maintains a global network of research and development facilities. Our largest r&D sites
are as follows:

Research and Development Sites (Table 3.4.81
Site Country Focus

Monheim Germany R&D of crop protection products, focus on insecticides
Frankfurt Germany RED of crop protection products, focus on herbicides

Lyon France RED of crop protection products

Sophia Antipolis France R&D of crop protection products

Eie.{gthesearch Trianglte Park U.S.A. RED of crop proitectinn praducts; research center for seeds
Sacramento U.S.A. RErD of erop protection praduct§ .

Ghent B Belgium Research center for seeds -
Nunhem Netherlands Research center for vegetable seeds

Lubbock U.5.A. Research center for seeds, focus on cotton

Morrisville U.S.A. ' Research center for seeds

‘While research is carried out centrally at a small number of sites, our development and plant breeding
activities take place both at these sites and at numerous field testing stations across the globe, This
ensures that future active ingredients and crop varieties can be tested according to specific regional and
local requirements. The research centers of the Seeds unit focus on improving seed and targeted seed
traits through seed technology and breeding.

In November 2015, CropScience opened three new institutes within the research and innovation center
at Paulinia, Brazil: the company’s first applications technology center outside of Germany, a resistance
monitoring laboratory and a center for agriculture in tropical regions.

CROP PROTECTION /SEEDS

Research fields

In Crop Protection/Seeds our scientists working across the fields of improved seed traits, seed tech-
nology, seed breeding, agricultural chemistry and biologics closely collaborate as part of our integrated
research approach. This optimally bundles the technical expertise acquired in chemical and biological
research and field development, aligning it with our long-term research objectives and business strate-
gies for the various crops.
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In the Crop Protection unit, we pursue the goal of identifying and developing innovative, safe products
for use as insecticides, fungicides, herbicides or seed treatments in sustainable agriculture, In the fields
of chemistry, biology and biochemistry, modern technologies such as high-throughput screening and
bioinformatics play an important role in identifying new chemical lead structures. [n addition, we are
broadening the range of uses for our active ingredients by developing new mixtures or innovative for-
mulations to enable their application in additional crops or in different regions and make them easier to
handle. Successful cellaborations with external partners complement our own activities.

Research in our Seeds unit is devoted to optimizing plant traits. We are developing new varieties in our
existing core crops — cotton, oilseed rape/canola, rice and vegetables, We have now expanded our
research activities to include two further core crops -~ wheat and soybeans. Our work focuses on improv-
ing the agronomic traits of these crops. Our researchers are working to increase the quality and yield
potential of crop plants - for example by improving the profile of rapeseed 0il or enhancing the proper-
tles of cotton fibers. We are also targeting the development of plants that have high tolerance to exter-
nal stress factors such as drought, and can more efficiently utilize water. Further areas of focus include
developing new herbicide tolerance technologies based on alternative modes of action, and improving
insect resistance and disease tolerance. To do this we employ modern breeding technigues ranging
from marker-assisted breeding fo plant biotechnoioqy methods.

Technological advances offer farmers faster and more accurate methods of monitoring their plants.
Such digital solutions can help them to better understand processes in their fields and enable them to
make quicker and simpler decisions and calculate the risks more effectively. We would like to support
this development in the future by giving farmers specific agronomic recommendations. Therefore, in
addition to our conventional research projects, we are developing digital products in which we augment
field analyses and statistical models with additional data that we can adapt or individualize for a certain
field in order to help our customers to make decisions.

New products and reqgistrations

In 2015, CropScience cnce again attained a series of important new registrations. In January 2015, for
example, we received regulatory approval from the v.s. Environmental Protection Agency (Epa) for the
new insecticide Sivanto™, which controls sucking pests on fruits and vegetables as well as most bread-
acre crops. Based on the active ingredient flupyradifurone, Sivanto™ is a novel systemic insecticide.
CropScience received marketing authorization for this preduct in Mexice and South Korea in the spring
of 2015, and flupyradifurone was approved by the European Commission in November 2015. We antici-
pate attaining the first national registrations for Sivanto prime™ in European countries in 2016; its mar-
ket launch is planned for 2017.

The product Council™ was already granted regulatory approval in South Korea in 2014 and it has been
available there since the 2015 planting season. The new rice herbicide will considerably improve weed
control, as it features a faverable environmental profile and outstanding compatibility — characteristics
that make Council™ an environmentally friendly and future-oriented product in the Asian rice market.

In August 2015, CropScience received marketing authorization from the European Commission for
terpenoid blend QrD 460, the active ingredient in the product Requiem™. This biological insecticide
serves to control sucking pests. Its market launch in Europe is scheduled for 2017.

In September 2015, CropScience opened a new building for its European Wheat Breeding Center in
Gatersleben, Germany. Qur wheat activities focus primarily on the development of hybrid seed that
promises considerably improved yield stability compared with conventional seed and is scheduled for
iaunch after 2020. CropScience announced in September 2014 that it wili invest a total of €1.5 billion in
the research and development of wheat seed and crop protection between 2010 and 202¢. Here Crop-
Science combines the discovery and development of plant traits, molecular breeding and the latest 1T
applications in order to optimize the genetic potential of wheat seed in terms of increased yields. In
2015, we took the first step in this direction by launching our first conventional wheat seed in Ukraine.
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With many crops, such as vegetables, major success can be achieved using conventional plant breeding
methods. As vegetables are intended especially to be marketed and eaten fresh, merchants and con-
sumers have particularly strict requirements regarding their appearance, nutrient content, taste and
shelf life. We are launching a succession of new vegetable seed varieties that satisfy these requirements.

Acquisitions and cooperation

in February 2015, representatives of Bayer CropScience and GLOBALG.A.P, signed an agreement to fur-
ther intensify their collaboration. The partners aim to implement sustainable cultivation methods and
help fruit and vegetable growers worldwide to meet GLOBALG.A.P. certification standards.

Around the world, weed resistances to herbicides jeopardize agricultural efficiency and sustainability.
CropScience has significantly expanded its herbicides research capacities in order to be able to more
rapidly offer new solutions to global agricultural problems: in June 2015, CropScience and the Grains
Research & Development Corporation {GRDC) entered into a five-year innovation partnership centered
partly on the accelerated discovery and development of new active ingredients to manage major and

resistant weed species. The Grpc will finance the expansion of existing capacities at the giobal herbi-
cides research center of CropScience in Frankfurt to include some 40 additional scientists and techni-
cians.

In June 2015, CropScience announced the acquisition of SeedWorks India Pvt. Ltd., headquartered in
Hyderabad, india. The company is specialized in the breeding, production and marketing of hybrid
seeds of tomato, hot pepper, okra and gourds. Existing and forthcoming varieties will be marketed
under CrepScience’s Nunhems™ brand.

In September 2015, CropScience and the Round Table on Responsible Soy (RTRS) announced that they
would jointly assist soybean producers in the certification of their crops according to rRTrS standards.
RTRS certification guarantees that soybeans ~ whether used as a raw material or in processed products -
originate from environmentally friendly, socially compatible and economically viabie production. This
collaboration wili initially be fecused on Brazil.

Special mention should be made of our food chain partnerships, in which CropScience supports ail the
players in the food chain — from farmers and food processors to importers, exporters, wholesalers and
retailers. CropScience has participated worldwide in food chain partnership projects for 10 years, par-
ticularly in Asia, Latin America and Europe. Some 7,400 Bayer experts advise farmers on sustainable
cultivation methods - from seed selection and the controlled, ece-friendly use of crop protection prod-
ucts te the transparent monitoring of production and assistance in attaining certifications.

® ONLINE ANNEX: 3-4.2-1

Qur cooperation with partner organizations in these joint projects is now an internationally success-
ful business modet for all participants in the food chain. Smallholder farmers in developing countries
and Emerging Markets draw particular benefit from the impreved production and marketing struc-
tures. Since 2014, we have significantly expanded our partnership with Unilever. This includes a
food chain partnership project in Kenya focused con rapeseed whose integrated soluticn cornprises
crop protection, seed and support in certification attainment and agronomic training measures. The
goal of the project is to stabilize or even increase harvest yields and quality, and thus farmers’ in-
comes,
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CropScience is part of a global network of research and industry partners from diverse segments of the
agriculture industry, chemical and biological research, and the food industry. An overview of the major
research partnerships is contained in

() OMLINE ANMEX: 3-4.2-2

CropScience: Important R&D Collzborations (Tabie 3.4.8-11

Partner Cooperation objective

CSIRO Increase in wheat yields by means of native plant traits — discovery, validation and

integration

Etemental Enzymes Use of microbes te impreve soil health and thereby increase crop preductivity

GRDC Herbicide innovation Partnership for the discovery and development of innovative
weed management solutions
WCC Jaint development of new substances te control mosquitoes that transmit diseases

such as malaria and dengue fever

Development and application of systems biology approaches to achieve a better
understanding of metabolic processes in plants

Targenomix

Integrated research and development pipeline

Our integrated product pipeline for crop protection and seed technology contains numerous new crop
protection products, seed varieties and enhanced products {life cycle management) that have estimated
launch dates between 2014 and 2019. We believe these products have a combined peak sales potential
in excess of €5 billion. In line with our Group target 2015 we launched confirmatory technical proof-of-
concept field studies for cne new molecular entity, one new plant trait and two new biologics. A new
plant trait is a specific characteristic that has not yet been available or offered at Bayer for the crop
plant in question.

The table lists a selection of products launched in 2015 and market launches expected through 2019:

Innovation Pipeline! {Table 2.4,91

Indication/crop Product/piant trait Product group Market faunch?
Insecticide Sivanto™ Chemical crop protection 2015
Herbicide Counci™ " Chemical crop protection 2015
Wheat Conventiona! seed B Seeds _2015
Cilseed rape/canola Duat herbicide tolerance Seeds 2016
Insecticide New active ingredient Biological crop protection 2017
Cotton Dual herbicide tolerance and insect resistance  Seeds 2017
Otlseed rape/canola Dual herbicide tolerance Seeds 2017
Oilseed rape/canola Herbicide toterance Seeds 2017
Soybeans T Dual herb'\cide.tolerance o Seeds “2017
Insecticide New active ingredient - Chemical crop prﬁtecti;rr 2019
Fungiclﬂ.e New active ingredient ?ﬁe;{icél crop protection 2019
Soybeans Triple herbicide tolerance Seeds 2019
Soybeans Dual herbicide telerance Seeds 2019

1 Selected new products
22016-2019: planned market Jaunch
As of January 6, 2016
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ENVIRONMENTAL SCIENCE

Research fields

Environmental Science offers consumers and professional users chemically and biologically based pest
and weed control solutions by tailoring substances from our Crop Protection unit or external partners
for use in the garden, on golf courses, on road- or railways or in forestry.

Activities in 2015

Environmenta! Science expanded its product range for professional users in the Middle East by intro-
ducing various innovative formulations of our insecticide Maxforce™. The new biological product
Dedevap Green'™ is available in Germany for use in granaries. Environmental Science also cooperates
with companies in Brazil and Argentina to promote sustainable forestry — through the use of products
such as our herbicide Esplanade Forest™, which enables reduced application of herbicides thanks to its
long-lasting effect. We are continuously expanding our range of fungicides. Examples here include the
launch of Dedicate™ in Europe, Chipco Signature Xtra™ in the United States and the biologicai nemati-
cide Nortica™.

For consumers we continued to work in 2015 on the development of innovative and user-friendly pack-
aging and the expansion of our range of biclogical solutions. We rounded out our range of pest

and weed control products with the launch of the new fungicides Consento™ and Emerald™ in central
Europe and Italy, the snail control product Dismo™ in France and Austria and new formulations of
Decis Garten™ in Italy and the Benelux countries.

For more than 50 years, Bayer has played an active role in the fight against malaria, which remains one
of the most dangerous tropical diseases to this day. Environmental Science is a leading supplier of in-
door spray insecticides that contrel malaria-transmitting mesquitoes, protecting some 50 millien people
a year from the disease. In 2015, Environmental Science received support from the World Health Organ-
ization of the United Nations (wHo) for the use of the Fludora™ brand to combat malaria within the
context of integrated pest management. Environmental Science is also currently developing a new out-
door spray, K-Othrine Polyzone™, to combat dengue fever in Southeast Asia. This product is targeted for
launch in 2017.

4.3 Covestro

Covestro operates major Innovation Centers in Leverkuser, Germany; Pittsburgh, Pennsylvania, United
States; and Shanghai, China. With its strong globa!l presence, the company endeavors to account partic-
ularly for regional market trends and customer needs.

Essential in this context is also cooperation with external scientific institutions, start-up companies and
academic spin-cffs. These collaborations are mainly based in Germany, the United States, China or
Japar. Qur partners in Germany include kwTH Aachen University, while in China Covestro maintains a
close alliance with Tongji University, and in the United States Covestro supports research activities at a
number of rencwned universities.

Research and development is a core element of Covestro's corporate strategy so that the company can
maintain and build on its own competitive position, The cempany continuously works to evolve and
improve its preducts and manufacturing, processing and business procedures. It is ensured through
targeted management that ongoing projects and the project pipeline satisfy the current and future
needs of customer industries and ultimately the consumer markets.
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The thematic focus is on high-end applications, the enhancement of functionalities, design flexibility,
cost-reducing production processes and sustainability, whereby the company also endeavors to find
alternatives to petrochemical raw materials.

The Polyurethanes (Pur} Business Unit focuses among other things on driving forward new technolo-
gies such as microcellular foams that enable the development of even more efficient insulation of build-
ings and refrigeration chains. It also works to increase the flame-retardant properties of its materials.
Another current theme is lightweight composite materials, including applications in the automotive
industry that lead to weight savings and at the same time higher productivity and improved comfort.

In the area of process development, the business unit is progressing with the use of carbon dioxide as a
new source of carbon in order to reduce dependence on petrochemical raw materials, The Pur Business
Urit's first priority in 2016 is to launch an innovative co,-based form of the polyurethane component
polyol.

Activities in the Polycarbonates {Pcs} Business Unit are mainly geared to the development of products
for the automotive and electrical/electronics industries. The focus here is on reducing weight, improv-
ing energy efficiency and safety, and enabling greater design freedom.

Light-emitting diodes contribute te sustainability in vehicles and in other applications, as they require
less energy and last longer than traditional light sources. pcs has developed special materials for chan-
neling, scattering and reflecting LED Eght and for discharging the generated heat. In addition, the busi-
ness unit is channeling its focus on fiber-reinforced composites based on polycarbonates. These can
improve performance in high-grade 1T products and automotive components in particular.

The Coatings, Adhesives, Specialties {cas) Business Unit is actively involved in the development
primarily of polyurethane-based raw materials for high-performance coatings, colorants, adhesives,
sealants and speciaity products. One of the goals here is to open up new application possibilities and
markets for the core products. cas is also driving forward technologies such as processes that make use
of sustainable raw materials, focusing consistenily on the needs of the market here as well.

n April 2015, for example, the business unit presented an innovative curing agent for polyurethane
coatings and adhesives for which 70% of the raw materials are derived from biomass that does not
compete with food production. cas has also developed a thermolatent curing agent for automotive coat-
ings that can be applied at significantly lower temperatures than standard products. This in turn lowers
energy consumption and shortens production times. For textiles and artificial leather, furthermore, cas
offers a new generation of polyurethane dispersions that also conserve naturai resources and do not
require the use of any organic solvents.

5. Sustainability Management and Governance

To us, sustainability basically means future viability and, as part of corporate strategy, is integrated into
everyday procedures.

We underline our mission as a sustainably operating company through our comunitment to the u.N. 8 www,bayer.com/
Glohal Compact with its internaticnally recognized 10 principles and to the Responsible Care™ initia- sustain-

tive, and through our active giobal involvement in leading {industry) forums such as the World Business commitment
Council for Sustainable Development {wBCSD).

Bayer also expressly backs the comprehensive approach of the new Sustainable Development Goals
(sDGs) agreed by the U.N. in September 2¢15 for the period to 2030. In our core business we support in
particular the goals that focus on combating hunger and ensuring good health care provision across the
globe. The other spGs are also in line with our internal requirements relating to responsible business
practices.
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[T See also Chapter
1.3 for Group
strateqy

é www.bayer.com/
policies

GRI
G4-18, G4-26, G4-27

é www.bayer.com/
materiality

Responsibility for steering and aligning our Group-wide sustainability strategy lies with the Board of
Management member responsible for Human Resources, Technology and Sustainability in his function
as Chief Sustainability Officer, and with a Sustainability Council chaired by the Environment & Sustain-
ability corporate function.

Structure of Sustainability Management IGraphic 3.5.11

SUSTAINABILITY MANAGEMENT

Steering, measurement
and documentation

Organization Major areas of activity

Group regulatiens en, for example,
* Human Rights

+ Compliance

+ Sustainrable Development

+ Respensible Marketing

Member of the Board of Product and process innevation
Management responsible for
Human Resources, Technology

and Sustainability

Access to health care
Sustainable feod supply

Environment & Sustainability Human capital

corperate function Targets/ Indicators

Business ethics
HSEQ management systems
and audits

Group committees focusing on

! Product stewardship
sustainability and HSEQ issues

Safety
Opportunity and risk management

Environmental protection i
Integrated Annua! Report with

Supplier management independent auditing

Stakehelder engagement/Partnering

Societal engagement

Commitment to standards and organizations such as wacso, Gri, U.N. Global Compact, Responsible Care

The Sustzinability Council sets targets, draws up initiatives, management systems and Group reguta-
tions, and is respongible for their implementation. In order to operationatize the Group strategy and
make it measurable, we have set ambitious nonfinancial targets and indicators all along the value chain.
Internal Group regulations ensure our sustainability principles are implemented in business operations,
where they are realized through corresponding management systems, regulations and processes.

We regularly check that our areas of activity are up to date and relevant. To do so, we analyze and eval-
uate what the major stakeholders expect and require and match this against our own assessment.
Thanks to this approach, we are quick to identify sustainability-related opportunities and risks and can
incorporate these into our strategy. In 2014, we used a multi-stage process to identify issues of rele-
vance to us and prioritized these in respect of sales, costs, risk and reputation. We summarized the 24
areas of activity that are relevant to Bayer in a materiality matrix.

In 2015, we once again discussed the results of the materiality analysis at internal workshops and
reconciled these with current developments and the Group targets. We also analyzed the resulis’ rele-
vance for the Bayer value chain (see graphic) and reporting in line with the new GrI g4 guidelines.
During this process, the ariginal 24 areas of activity were condensed inte 11, presented to the Board of
Management and approved by it. The graphic below shows the assignment of our areas of activity to
the stages of the value chain,
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Areas of Activity Across the Different Stages of the Vatue Chain [Graphic 3.5.21
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in the augmented version of the Annual Report you will find a detailed Gr1 content index with the corre- ) www.bayer.com/
sponding UNGC principles and the GRI aspects to which we have assigned our areas of activity, There we gri-content-index
indicate whether our scope for exercising influence lies within or outside the company. An overview of

our areas of activity, their definition, the corresponding Group targets and the assigned Gri aspects is é www.bayer.com/
available online. key-areas-of-activity

STAKEHOLDER DIALOGUE AT BAYER

We consider the maintenance of constant contact and continuous dialogue with our stakeholders at a
global and local level to be very important. Bayer is a part of society and of public life. Society’s ac-
ceptance and appreciation of our corporate activities are therefore essential to Bayet's reputation and
business success. Involving the different interest groups is a vital element of the company's activities
with the goal of creating better mutuat understanding and trust in respect of our work and products.

() OMLINE ANNEX: 3-5-1

We believe that systematic dialogue with the stakeholders relevant to us offers a vital key to GRI
understanding their viewpoints and expectations and being able to incorporate them into our G4-25
business decision-making processes as far as possible. This procedure helps us to identify social and

market trends and developments early, avoid risks, assess our contribution and thereby set focus

areas for our corporate activities.

We systematically involve our stakeholders in various ways, including the Stakeholder Engagement
Process. This describes how, throughout the Group, stakeholder groups for a project can be identi-
fied, their expectations charted and dialogue with them steered. The engagement process requires
regular review and needs to be reflected against social trends.
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GRI Stakeholder Engagement Process [Graphic 3.5.2-11
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To ensure the long-term acceptance and appreciation of our business, we seek to link the interests of
our stakeholders even more closely to our corporate strategy. It is important to approach key social
and political players right from the start of a new project and, early on, to canvass their support,
identify risks and opportunities and seek open dialogue. The Group has developed a guide to
engaging stakeholders in strategic decision-making processes such as investment projects and the
launch of new products. The Virtual Resource Center platform that emerged from this provides
online tools and a tutorial to help identify social and politicat trends at an early stage so that they can
be successfully incorporated into project planning. The concept is currently being applied to various
projects at Bayer, and the practical experience gathered is being channeled back into further
refinements. In addition, senior managers are systematically undergoing specific training to improve
interaction with critical stakeholders,

GRI Bayer's day-to-day stakeholder activities range from targeted dialogue at local, naticnal and

64-26 international level and active invelvement in committees and specialist workshops, through to
comprehensive information programs and participation in international initiatives and collaborations.
Qur stakeholder diaiogue inctudes both communication and active interaction with individual target
groups and also issue-related multi-stakeholder events.

GRI We basically divide the stakeholders with whom we mainly interact into four groups: partners, requ-
G4-24 lators, financial market players and social interest groups. In the following and in the relevant chap-
ters, we use examples to provide an insight into the commitment Bayer has shown in 2015.

OUR PARTNERS
Customers and suppliers
More on this topic can be found in Chapter 7 “Procurement, Production, Logistics, Distribution.”

GRI
G4-27

Employees
More information about internal communications can be found in Chapter ¢ “Employees.”
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Universities and scientific institutions

Bayer's research and development activities are supported by an international network of collabora-
tions with leading universities, public-sector research institutes and partner companies. More about
this can be found in Chapter 4 “Research, Development, Innovation,”

Schools and universities
You can find more information on Bayer's comprehensive activities in dialogue with school and uni-
versity students in Chapter 11 “Social Commitment.”

Associations

Alongside our business activities, Bayer is also an active member of, or holds leadership positions
on, numerous national, European and international associations and their committees such as the
Federation of German Industries (b1, Vice-Presidency from 2015), the German Chemical Industry
Association {vcr, Presidency), the German Equities Institute (par, Presidency), the European Chemi-
cal Industry Council {cEFIc, membership of the Board and Executive Committee}, BusinessEurope
and the International Council of Chemical Associations (1cca). Bayer also currently chairs econsense,
the Forum for Sustainable Development of German Business.

The subgroups are also active members of their respective industry associations. For example,
HealthCare is on the boards of both the European (EFPIA} and the American (PhRMA) pharmaceutical
trade associations, CropScience is represented on the boards of the international crop protection as-
sociation CropLife International, the regional associations {CropLife America, Latin America, Africa &
Middle East) and the European Crop Protection Association (Ecpa), and the ceo of Covestro is the
President of PlasticsEurope, the association of plastics manufacturers.

FINANCIAL MARKET PLAYERS

More information on our dialogue with the capital market - stockholders, capital investment compa-
nies, institutional investors, banks and rating agencies - can be found in the Chapter “Investor In-
formation.”

REGULATORS

Legislators, authorities and politicians

The framework for the company's operations is determined by authorities, legislators and peliticians
through statutory reqgulations and licensing, for example. The dialogues Bayer is currently pursuing
with authorities and ministries at local, national and international level include targeted discussions
with political decision-makers and active involvement in specialist workshops and cooperation pro-
jects. Our active participation in political decision-making processes is alsa explicitly sought by the
key players involved.

Lobbying

In its Bayer Group Regulation “Code of Conduct for Responsible Lobbying,” Bayer sets out clear and
binding rules for its involvement in political matters, aiming to ensure transparency in any collabora-
tion with the representatives of politica} institutions. The Group's Public and Governmental Affairs
Committee is responsible for the strategic planning of Bayer’s political work. This especially includes
developing the company's political standpoints, as well as determining the position of the Bayer
Board of Management on important political issues. In 2015, Bayer's political lobbying again focused
on the acceptance of products and technoelogies in society, on submitting proposals for creating sus-
tainable health care systems, on dismantling obstacles to innovation, on chemicals and energy policy,
on trade policy and on climate protection. Bayer actively promotes the protection of intellectual
property in order to be able to continue developing innovative products. In addition, Bayer makes
suggestions relating to the regulatory framework for crop protection products and seeds. More in-
formation on our political principles can be found on the internet.
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8 viww.bayer.com/ Our liaison offices in Berlin, Brussels, Washington, Moscow, Brasilia and Beijing are key points of
eu-transparency- contact between the Group and the political arena. Bayer actively participates in existing transparen-
register cy initiatives. It publishes details of costs, employee numbers and any of the other statistics required

in each country, e.qg. in the transparency regisfers of the European institutions and the v.s. Congress.
Bayer goes way beyond the statutory requirements in doing so. For instance, the Group also publish-
es data for countries, e.g. in Germany, where there is no legal requirement to publish such infor-
& www.bayer.cam/us- mation. In 2015, the costs incurred at the liaison offices for human resources, material and projects
lobbying-disclosure totaled approximately: €1.2 million in Berlin, Germany; €2 million in Brussels, Belgium; £6.9 miltion
in Washington, United States; €0.14 million in Moscow, Russia; €1.1 million in Brasilia, Brazil; and
€1 million in Beijing, China.

In keeping with our Group requlation, we have committed not to make any direct donations to politi-
cal parties, politicians or candidates for political office. However, some associations to which the
Group belongs make donations on their own initiative, in compliance with statutory regulations.

In the United States, a number of employees use the Bayer Corporation Political Action Committee

{BayPac) to make private donations supporting candidates for parliamentary office. Political action

committees in the United States are state-requlated, legally independent employee groups. In the

United States, companies are legally prohibited from donating to political candidates directly. Conse-

quently, such donations are not donations made by the company. The BayPac contributions are regu-
é www.fec.gov larly reported to the v.s. Federa! Election Commission and can be viewed on its website.

SQOCIAL INTEREST GROUPS

Nongovernmental organizations, the public, iocal community, competitors

Bayer is involved in a variety of projects, thematic initiatives and specialist conferences at a national
and international level in order to play an active role in the common task of shaping sustainable de-
velopment. Alongside exchange and cooperation with nongovernmental organizations (NGos) and su-
pranational organizations, this primarily involves dialogue with the public.

Among other involvement, Bayer is actively engaged in the u.n. Global Compact and its initiatives,
the cEo Water Mandate and Caring for Climate, as well as the Global Compact LEAD network and
igcal Global Compact networks. We have also acted as an organizational stakeholder in the Global
Reporting Initiative since 2004.

HealthCare is an active participant in the social dialogue addressing sustainability issues and creates
forums to encourage exchange and develop viable problem-solving approaches together with part-
ners. The subgroup supports the International Dialogue on Population and Sustainable Development
conference in close collaboration with various governmental and nongovernmentat organizations.
The concept of this political dialogue involves finding solutions for internationally relevant issues in
reproductive hezlth and sharing experiences of implementing the Millennium Development Goals.

GRI
G4-26, G4-27

Together with the psw (Deutsche Stiftung Weltbevoelkerung - the German foundation for world
population), HealthCare organizes a series of parliamentary evenings where experts in development
cooperation and representatives from the political sphere, foreign agencies, medical research, inter-
national NGos and think tanks discuss issues related to development policy and population growth.
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CropScience wants to strengthen and expand societal dialogue about the need for and benefits of GRI
science and innovation in agriculture and inform the public of the potential and challenges in today’s %426 Ga-2
agriculture. The Agricultural Education program is primarily aimed at encouraging yourng people to

take a greater interest in agriculture and food production. The program includes practical exercises

in student laboratories, agricultural science scholarships and sharing ideas about the future of agri-

culture at international youth conferences such as the Youth Ag-Summit.

In 2015, the second Youth Ag-Summit was held in Canberra, Australia, in partnership with the Aus-
tralian agriculturat youth organization Frw (Future Farmers Network), The focus was on nutrition for
the growing global population. At the end of the year, delegates from the Youth Ag-Summit present-
ed a declaration by the young people on specific campaigns and recommendations for safeguarding
food supplies o the United Nations’ Committee of World Food Security in Rome, Italy.

The neighborhoods near Bayer's sites are 2 key subject in our stakeholder dialogue. The Group is
working at all sites on being recognized as a reliable partner and attractive employer that is aware of
its social responsibility. For example, the involvement of the local community plays a decisive role in
the success of any investment project.

CropScience regularly uses forums, print media and personal discussions with citizens’ initiatives,
representatives of the church communities and the regional press to keep its neighbors continually
informed, for instance at the Dormagen, Frankfurt-Boechst and Knapsack sites in Germany. Siake-
holder dialogue is also taking place with the communities around sites in other countries, such as
Muskegon, United States, and Hangzhou, China.

Covestro engages in dialogue with neighbors, the public and non-governmental organizations (NGOs)
on a case-by-case basis. The communities around the sites are proactively informed and involved
when it comes to investment projects. One example is the intensive voluntary information policy
adopted by Covestro and the German Chempark operator Currenta with respect to the relocation of a
section of the existing carbon monoxide pipeline under the Rhine between Dormagen and Leverkus-
en. The permit documentation for the culvert could be openly viewed by interested parties in both
cities affected and was additionally accessible on a specially dedicated website. For more detailed
up-to-date information go to www.dueker.chempark.de (in German only). Both the media and local
residents are kept informed abeut the planned carbon menoxide pipeline between the German sites
of Dormagen and Krefeld-Uerdingen. The dialogue forum initiated by Covestro also plays an im-
portant role in the exchange of information with a critical public

é wivw. bayer.com/
COV-CO-pipeline

In the United States, Covestro’s site dialogue takes place through local Community Advisory Panels
{caps). These, for example, organize reqular meetings with local government or the community, in
order to provide information on current issues or news from the area of site safety. In Germany, dia-
logue with the community is cenducted through the Chempark neighborhood offices run by Currenta
at the Lower Rhine sites.

Among other things, Covestro is a member of the U.N. Global Compact and is active in econsense. 1t

also maintains various partnerships with NGos as part of a commitment to wider society, for instance
with Habitat for Humanity, which seeks to build sustainabie and affordable housing in India.
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6. Employees

Our business success is based to a large extent on the knowledge, skills, commitment and satisfaction of
our employees. The aim of human resources work at Bayer is to create a working environment that
encourages persanal development and where every empleyee can drive forward innovations and
achieve an excelient performance. Our corporate culture therefore builds on integrity, fosters strengths,
identifies petential and helps us in our common geal of attracting the most talented employees and
retaining them in the company in the long term.

Our human resources work starts with selecting and hiring new employees. We reward achievement
and encourage ongoing development. We constantly develep our organizational structures and adapt
them to the changing business environment. In addition, we have a wide range of initiatives and offer-
ings to help managers lead their teams and enable employees to perform optimally.

The global strategy intrcduced by the Human Resources (Hr) Committee helps us meet present and
future business requirements. The #r Committee sets binding policies and defines priorities for all
regicns and organizational units. It is chaired by the member of the Board of Management responsible
for human resources.

To monitor the effectiveness of our human resources work, we cenduct a Group-wide Employee Survey
every two years. This is supplemented by institutionalized feedback processes and analyses, The infor-
mation we receive in this way is used to steadily impreve our activities. One area of focus derived from
the results of the last Employee Survey was improving cur innovation culture. Cultivating innovation has
therefore been integrated intc the Bayer Competency Moedel as one of the key leadership competencies
and we have introduced new initiatives such as the “WeSolve” knowledge platform. Further information
on Bayer's innovation culture can be found in Chapter 4 “Research, Development, Innovation.”

At the end of 2015 we had 115,800 employees worldwide.

Employees by Region and Gender 2015 iGraphic 3.6.1]
North Asnerica Europe
16,000 5,800 " 55,900 4,600
9,700 men @ 34,900 men
&,300 women —m—0———— ‘ ~ 21,000 wormnen
. 116,800
{117,400}
Loatie Americn AATricad Mdadis St Asia/Pacific
16,100 (16,800 , 28,800 0,200
10,708 men 18,500 men
6,000 women 10,300 wemen

2014 figures restated and in parentheses
Number of employees converted inta full-time equivalents (FTE)
Values rounded to the nearest hundred

IDENTIFYING TALENTS

Bayer actively encourages its empioyees to develop their individual abilities, talents and strengths.
Scientific innovations, changing customer requirements and a strong competitive environment are just
some of the reasons why we welcome open-minded employees. A professional approach to attracting
suitable talents is key to this. In 2015 we successfully continued the rollout of our uniferm employer
branding “Passion to Innovate | Power te Change.” This message expresses what Bayer expects of its
employees and, at the same time, what it can offer them. The employer branding “Passion to Innovate
Power to Change” was deployed worldwide for internal communication with employees in 2015 and
was also used to position Bayer as an employer in many key markets. [n addition, in 2015 we took the
first steps toward further optimizing Group-wide recruitment of new employees. This was supported by
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an increased presence in social media. Our exceltent reputation as an employer is shown by many ex-
ternal rankings, awards and accelades.

(® ONLINE ANNEX: 3-4-1

New Hires' by Region and Gender [Table 3.6.0-1]
Women Men Tolal
Region
" hsia / Pacific S 1,745 1569 2,758 2762 4503 4330
Europe 2717 2,359 3,104 3,162 5,821 5,521
Latin America/Africa/Middie East 1,080 820 1,670 1,400 2,750 2,220
North America 990 235% 1,510 1,406 2,500 3,765
Total ' 6,532 5,772 9,042 8,729 15574 14,502

The figures also include the discontinued operations.
1 Converted inte full-time equivalents (FTE)

Vocational training plays an important rcle at Bayer in order to meet the need for skilled employees. We
provide sound training in more than 2o different occupations and offer more vocational training places
than required to meet our needs. In Germany atone, around 920 young people embarked on a vocation-
al training course at Bayer in 2015. We also give young people an opportunity to gain an insight into
working for our company at any early age. Overall, Bayer provided around 2,900 demanding profes-
sional internships for students around the world in 2015.

PRESENT EMPLOYEE DATA

On December 31, 2015, Bayer had around 116,800 employees worldwide, a slight decrease compared
with the previous year. [n Germany we had some 36,700 employees (2014: approximately 35,700),
which was 3194 of the total Group workforce.

Employment Data’ [Table 3.6.1)
FTE FTE

Employees by function

Production ) 49300 47,800
Mér?eting and distribution ‘ V 7 45,100 44,700
Research and development 13,900 14,700
General administration 9,100 9,600
Total 117,400 116,800

Apprentices 2,600 2,600

2014 figures restated

Values rounded to the nearest hundred

1 The number of employees on either permanent or temperary contracts is stated in full-time equivalents and rounded 1o the nearest hundred. Part-
time employees are included on a pro-rated basis in line with their contraciual working hours.
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The breakdown by age group was as follows:

Employees by Age Group Table 3.6.2]
2014 0.1% 15.8% 10.2% 28.2% 22.3% 3A%
2015 0.1% 15.3% 30.0% 27.7% 23.0% 3.9%

Of the total Group workforce, 112,100 employees had permanent contracts while 4,700 had temporary
contracts.

® ONLINE ANNEX: 3-6-2

Employees® by Employment Status, Region and Gender 2015 {Table 3.6.2-11
Permanent employees Temporary employees

T T
Europe 19,900 33,500 53,400 1,100 1,400 2,500
North America D 9,600 15800 00 100 200

Asiaf Pacific 10,100 _1 7,700 27,800 - 200_ 800 _1,05
Latin America/Africa/Middle Fast 5,700 9,400 15,100 300 760 1,000
Total 41900 70,200 112,100 1,700 3,000 4,700

1 The number of employees on either permanent or temporary contracts is stated in full-time equivalents (FTE) and rounded 1o the nearest
hundred. Part-time employees are included on a pro-rated basis in line with their cantractual working hours.

The voluntary fluctuation rate shows that we were again successful in retaining staff in the company
leng-term. On the reporting date, our employees had worked for the company for an average of 11
years. The proportion of employee-driven terminations {voluntary fluctuation) was 5.0% in 2015, level
with the previous year's figure. Group-wide, the fluctuation rate was around 13.9% and thus up 2.5
percentage points on the previous year. This fiqure inciudes all employer- and employee-driven termi-
nations, retirements and deaths.

Employee Fluctuation {Table 3.6.31
Voluntary fluctuation Total

Wemen 5.3% 5.8% 11.6% 13.9%

Men 1.6% 4.5% 11.3% 13.9%

Totak 4,8% 5.0% 11.4% 13.9%
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(® ONLINE ANNEX: 3-6-3

Employee Fluctuation' by Region, Gender and Age Group [Table 3.6.3-11

Latin America/

Europe North Amerlca Asia/Pacific Africa/Middie East Tataf
-
L % L) L) L3 % % L) %o o
Women 82 78 148 157 152 222 136 190 116 139
<A 236 195 30 361 177 249 236 296 215 245
30-49 T 62 65 121 141 136 204 113 174 98 126
2=507 T 53 54 136 132 195 291 99 129 85 94
Men T e 67 158 132 161 236 130 28 113 139
<307 321 238 400 358 214 313 274 419 268 307
30-49 44 47 135 100 143 217 103 175 94 123
- a1 a9 141 128 132 172 94 202 7.3 8.7
Total 74 71 154 142 158 231 132 207 1.4 139

1 The data include all employer- and employee-driven terminations, retirements and deaths,

2 The comparatively high proportion of employees in the <30 age group is due to the inclusion of empioyees on temporary contracts
{working for 2-6 months of the year) and other short-term employees. It does not include apprentices,

3 The fluctuation rates for the >= 50 age group are mainly due te retirements.

At our significant locations of operation, which represent a seiection of countries in which we generate
around 6824 of our total sales, Bayer also uses temporary personrnel from staffing agencies on a small
scale, based on stringent rules that are rooted in the LIFE values.

® ONLINE ANNEX: 3-6-4

Temporary personnel from staffing agencies are primarily used where this is necessary as a result of
short-term personne} requirements, fluctuations in order levels, temporary projects or long-term ill-
ness. The proportion of tempoerary staff employed in Germany is around 2.9%4 of the total workforce,
and the average for the significant locations of operation is 7.5%.

6.1 Utilizing Potential to the Full:
Personnel Development at Bayer

We aim to develop our employees on the basis of their abilities. To ensure this, in 2015 we introduced
the Bayer Competency Model as a uniform, Group-wide standard. It comprises 16 clearly defined core
and leader competencies, which are derived from our business strategy and LIFE values. They enable
‘both employees and managers to use a common language and enhance transparency of the skills and
behaviors we expect from both current and future employees.

This common understanding facilitates development oppertunities for employees and at the same time
gives them guidance on their career path. The Bayer Competencies are now used as criteria for many
employee development tools, ranging from recruitment interviews through the Development Dialogue
to various Assessment Centers to identify future managers. In 2015, 28,000 nonhmanagerial staff and
23,000 managerial staff around the world were trained fo use the competencies in interviews and De-
velopment Dialogues.

The aim of the Development Dialogue is to draw up an individual development plan that fosters employ-
ees’ strengths and addresses areas in which they would like to develop further. 30,000 Development
Dialogues were held in 2015. They are an oppertunity for employees to discuss their personal strengths
and development needs, career expectations and professional aspiraticns with their supervisor. This tool
is to be rolled out Group-wide and given a firm place in our global leadership culture. In 2015, the De-
velopment Dialogue was extended to nonmanagerial employees in Germany,
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é www, bayer.com/
training

Thanks te its wide-ranging business activities, Bayer is able to offer empleyees throughout the Group
good opportunities for development. Vacancies throughcut the Bayer Group, from nonmanagerial right
up to senior management level, are advertised via a globally accessible platform. In 2015, we posted
around 13,000 vacancies in 61 countries on this platform.

Selective training is also part of our philosophy of personnel development. We actively encourage “life-
long learning” by our employees as an integral element in the management of demographic change,
Our aim is to empower all employees to broaden their knowledge and skills and keep up with the latest
changes throughout their working lives.

‘We have training programs for all employees throughout the company. An overview of the various pro-
grams, together with details of their aims and uptake can be found on the internet.

At the heart of our ongeing training concept is the Group-wide Bayer Academy, which bundles our
extensive range of continuing education offerings. Alongside systematic development of managerial
employees, it offers continuous professional training through various functional academies. Managers
from different management levels have taken a fotal of 31,966 training courses through the programs
offered by the Bayer Academy for managers since 2013, including 11,623 in 2015. In 2015, the Bayer
Academy was honored with the renowned Brandonr Hall Group Excelience Award in bronze for ifs train-
ing offerings to enhance the performance and feedback culture. A total of 302,205 training sessions in
Skill 8 Competency were taken by managers across all manageriat levels.

Every employee at our significant locations of operation received an average of 20.c hours of vocational
and cngoing training.

@ ONLINE ANNEX: 3-6.1-1

Training Activities in Hours in 2015 by Empleyee Group and Gender! [Table 3.6.3-2]
Employee group
Senior management i 18.3 15.9 163
Junier management 33.27 4.4 o 27.4
" Specialists 19.9 143 16.4
Overall average - 24.1 17.7 20.0

The figures alse include the discontinued operations.

¥ Selected training activities in (he 14 iargest countries coverad by the global training system, in which we generate 71.8% of our sales;
the gender-spacilic averages do not include the United States or Japan as statutary regulations preclude differentiation by gender in these
countries.

ACHIEVING EXCELLENT PERFORMANCE - FOSTERING FLEXIBILITY

Above-average performance is only possible in an environment where fairness and respect are key
etements of the corporate culture. That includes observing Bayer-wide standards of conduct and pro-
tecting employees from discrimination, harassment and retaliation. These standards are set forth in the
corporate policy on Fairness and Respect at Work.

Specific and differentiated feedback forms the basis for positive personal development, Bayer encour-
ages a culture of candid feedback to help employees achieve their individual goals. The global perfor-
mance management system is part of this culture. Employees agree individual objectives with their
supervisor that are directly based on corporate goals. Alongside continuous feedback throughout the
year, attainment of the objectives is assessed by the supervisor at the end of the year and discussed
personally with each employee. The results are documented in the employee portal and made available
to each employee on an individual basis. {n 2015, this system covered more than 88,000 employees, i.e.
about 75% of our total workforce. Of the participants, 42% were female and 58 %5 male. The system is
mandatory for all managerial employees. This ensures that they receive feedback on how well they have
applied our corporate values in the fulfillment of their individual objectives. Applying the LIFE values is
as important as meeting business targets and therefore affects the level of their variable compensation.
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Bayer’s corporate culture is shaped by its employees. As a modern employer, Bayer endeavors to re-
spond to employees’ widely differing lifestyles. The company therefore offers employees in all countries
a wide range of options to help them balance employment with their personal and family lives. Today's
employees and prospective employees attach great importance to flexible working arrangements and to
support in caring for children and close relatives. Bayer cffers a variety of flexible working opportunities
throughout the world. In many countries, these go well beyond the statutory requirements. We signifi-
cantly expanded our benefits and services in this area in 2015, for example in China.

In 2015, Bayer concluded a new General Works Agreement with the Works Council in Germany on a
binding and uniform framework for short-term mobile working. For the first time, this agreement is
applicable throughout the Group.

We regularly conduct extensive global surveys cf family-friendly working arrargements. In 2015, these
showed further progress at our significant locations of operation. New and improved programs for
flexible working from home, flextime and caring for relatives have been introduced. In 2015, the Bayer
Group had some 10,2c0 part-time employees, in particular in Europe. This figure represents 8.526 of
the total headcount.

@ ONLINE ANNEX: 3-6.1-2

Percentage of Part-Time Employees by Region and Gender [Table 3.6.3-31
Women Men Totak

.
Y Ya % % U

Region o B B IR
Asia/ Pacific 22 21 03 0.1 1.0 0.8
Europe 235 241 1.2 122 15.9 16.9
Latin America/Africa/Middle East 0.1 Q.2 0.0 0.0 G.1 a.1
North America 1.6 1.2 0.1 0.2 o7 0.6
Total 121 12.7 53 6.0 7.9 8.5

Bayer enables both men and women to take parental leave. Since national parental leave requlations
vary widely from country to country, we only compile data for our significant locations of operation.
Group-wide 1,315 women and 788 men took parental leave in 2015. By the end of the year, around
1,847 employees on parental leave had returned to work. 81% of women and 999 of men who took
parental leave in 2015 returned to work in the same year.

® CONLINE ANNEX: 3-6.1-3

The next table shows the number of employees who have returned after the standard statutory pa-
rental leave program and Bayer’s more far-reaching “Family & Career” model in the past seven years,
using Germany as an example. By the end of 2015, 82.6% had returned to work.
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Employees Returning from Parental Leave using Germany as an Example | Tabie 3.6.3-4]
% Absalute

Employees wh6 have taken parental leave since 2009 . S 100.0 o 3,178
Returnees by 2015 82.6 2,624
Women 58.7 1,867
Still on parental leave/with a dormant employment cantract B 17.2 3
Returned by 2015 ' 72.4 1,352
Left the company’ V o 104 194
Men 41.3 1,311
Still Em parental leave/with a dormant employment cantract - 13 17
Returned by 2015 97.0 1,272
Left the company’ 1.7 22

Vlncludes employees who have left the company due ta employer- and employee-driven terminations, severance agreements and expiration
of cantracts

The General Works Agreement on caring for close relatives helps Bayer employees in Germany to com-
bine working with their role as carers.

@ ONLINE ANNEX; 3-6.1-4

Under this agreement, employees can take up to 10 days’ paid leave to provide emergency care for
family members. For longer periods, they are entitled to work part-time, During this time, their salary
can be topped up by drawing funds from their long-term account. Alternatively, employees who need
to care for close relatives full-time can take unpaid leave for up to six months {or up to one year in
exceptional cases). The new General Works Agreement on mohile working, which includes working
from home for short periods, also offers employees greater flexibility in dealing with personal emer-
gencies.

EMPLOYEE COMMUNICATION
GRI We regard providing regular, up-te-date information for our employees and involving them through
G4-26 active dialegue as an integral part of modern human resources and talent management based on com-
petitive structures and processes. To ensure this, Bayer stepped up open and transparent communica-
tion with employees in 2015. The previously separate infranet sites providing Hr information, company
news, country-specific information and background facts have been combined, offering extensive in-
formation on career paths, compensation, training and benefits.

Communication with employees also includes meeting national and internationat obligations to inform
staff promptly and extensively about upcoming changes in the Group.

In Germany we combine providing timely information to the employee representatives on the Econom-
ics Committee of the company concerned with coordinating and jeintly deciding on the proposed com-
munication measures.

We also actively involve our employees in dialogue through a range of offerings and specifically encour-
age open discussion. These include regular employee assemblies, information events for managers and
the European Forum, where employee representatives from all European sites engage in discussion with
the Board of Management. Particular attention is paid to explaining strategic issues, business perfor-
mance, research, innovation and sustainability.
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6.2 Diversity and Internationality

A diverse employee structure is vital for our company’s future competitiveness. Diversity improves our
understanding of changing markets and consumer groups, gives us access to a broader pool of talented
employees, and enables us to benefit from the enhanced innovative and problem-solving abilities that
are demonstrably asscciated with a high cuitural diversity within the company.

A better gender and cultural balance at management level is especially important for our success as a
company. Our activities in this area are bundled in “Leading Across Cultures and Genders.” At the heart
of this program are special training sessions for managers. These provide an opportunity for them to
consider the economic benefits of greater diversity, cultural and gender-specific differences and positive
examples from within the Group in order to develop action plans for their own areas of responsibility.

(® ONLINE ANMNEX: 3-6.2-1

Since November 2014, Bayer has been a member of the Gender Parity Council of the World Econom-
ic Forum in Davos. It is also a founding member of the new “Chefsache” network sponscred by the
German Chanceilor Angela Merkel, which was set up in the summer of 2015. The members of this in-
itiative are committed to working together to develop practically oriented strategies to drive diversity
and gender balance in their organizations.

Overall, the Bayer Group employs people from around 150 different nations, Of the members of our
Group Leadership Circle, in which 23 nationalities are currently represented, around 679 come from
the country in which they are employed. The Group Leadership Circle comprises managers who per-
form senior functions in the Group. At the end of 2013, 82% of senior managers in our five top contract
levels came from Western Europe, the United States and Canada and 189 came from other countries.
By the end of 2015, the proportion of employees in the latter group had increased by three percentage
points 10 21%. We aim to increase this to 25% by 2020.

In 2010, Bayer set itself the voluntary target of raising the properticn of women at the five highest man-
agement levels throughout the Group to 30% by the end of z015. In just five years, we have increased
the proportion of women in this management segment from 219 to around 28%. We aim to raise this
to 35% by 2020.

In the Group Leadership Circle ~ the top management level below the Board of Management — the ratio
likewise improved from $3% men and 7% women at the end of 2010 to0 87% men and 13% women at
the end of 2015.

D ONLINE ANNEX: 3-&.2-2

Bayer Group Workforce Structure? {Table 3.6.3-5]
Womea Men Total

Senior management 2,800 3,100 7,700 7,900 10,500 11,000

Junior managernent 10,900 11,300 16,800 16,700 27,500 28,000

Skilled employees 30,200 29,300 49,200 48,500 79,400 77,800

Totat 43,900 43,700 73,500 73,100 117,400 116,800

Apprentices 800 800 1,800 1,800 2,600 2,600

2014 figures restated
! Number of employges converled into futl-time equivalents (FTE} and rounded ta the neares| hundred
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for Group targets
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6.3 Employee Compensation and Variable Pay

Compensation at Bayer combines a basic salary reflecting performance and responsibility with elements
based on the company’s success, plus extensive additional benefits. In this way, we aim to offer our
employees working conditions that give them a high degree of security and reliability. Adjustments
based on continuous benchmarking are designed to ensure that our compensation is always interna-
tionally competitive, We also attach great importance to equal pay for men and women, providing fair
and competitive compensation worldwide and informing our employees transparently about the overall
structure of their compensation.

@ ONLINE ANNEX: 3-6.3-1

At Bayer, individual salaries are based on each employee’s personal and professional abilities and the
level of responsibility assigned to them. At managerial level, this is based on uniform evaluation of all
positions throughout the Group using the internationally recognized Hay method. In areas of the
Group and jobs that fall within the scope of binding collective bargaining agreements, there are no
differences in pay based on gender either. This also applies for the compensation of trainees. In the
Emerging Markets and developing couniries, too, compensaticn levels are aligned to local market
conditions. To provide a transparent overview of their compensation, including alt additional benefits
provided by the company and employer pension and social insurance contributions, more than
30,000 employees in 12 countries up 1o now annually receive an extensive “Total Reward Statement”
containing all relevant information. This will be rolled out successively to further countries in the
next few years.

Our compensation concept also includes variable one-time payments. More than €1,100 million is ear-
matked for bonus awards to employees for 2015 under the Group-wide short-term incentive {(sT1) pro-
gram. In many countries, employee stock programs enable our staff to purchase Bayer shares at a dis-
count. This offers them a further opportunity to participate in the company and its business perfor-
mance. We also offer senior managers throughout the Group “Aspire,” a uniform long-term compensa-
tion program based on the development of the share price {see NOTE [26.6} to the consolidated financial
statements). For members of the Group Leadership Circle, an appropriate personal investment in Bayer
stock is the prerequisite for participating in this program.

In the continuing operations, our perscnnel expenses amecunted to €11,203 million in 2015 (2014:
€9,693 million). The change was mainly due to currency effects, an increase in average employee num-
bers, and higher employee bonuses. Offering a stable income and financial security is a basic principle
of our global compensation strategy. This also applies to financial security in old age. More than 709 of
Bayer employees worldwide are included in a Bayer pension plan. Pension provision is available to most
employees for the period after their retirement. The way these benefits are provided varies according to
the legal, fiscal and economic conditions of each country, the benefits generally being based on em-
ployee compensation and years of service. Further details of pension provision and pension obligations
are given in NOTE [29] to the consolidated financial statements.
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Persennel Expenses and Pension Obligatiens {Table 3.6.4]
E millien € million € million € million € miltion
Personnel expenses 8,726 9,194 9,693 11,203
of which pension and social security
contributions . 1,672 1.823 1,845 1,818 2,19
Pension obligations® 19,310 22,588 20,682 27,771 26,809

2014 figures restated; figures for 2011 — 2013 as last reported
1 Present vatue of defined-benefit abligations for pensions and other pest-employment benefits for continuing and discontinued operations

HUMAN RIGHTS AND SOCIAL RESPONSIBILITY

Our social responsibility as a company and an employer is based on cur corporate values and our unre-
served commitment to supporting and fostering human rights in our sphere of influence. Bayer's Hu-

man Rights Position is set out in a binding Group-wide policy. We are committed to respecting, foster-

ing and reporting transparently on human rights both internally and within our sphere of influence. That
means, in particular, that we have policies, processes and monitoring systems to enforce human rights

in our business operations. Alongside working conditions in the Bayer Group, these outline our expecta-
tion that human rights will be respected at all stages in the supply chain, as detailed in our Supplier

Code of Conduct. In addition, our LIFE values and Corporate Compliance Policy commit all employees [1] See Chapter 7.1
around the world to fair and lawful conduct toward staff, colleagues, business partners and customers.
We are a founding member of the UN Global Compact and respect the United Nations’ Declaration of
Human Rights and a range of glohally recognized declarations applicable for multinational corporations.

() OMLINE ANNEX: 3-6.3-2

These include, in particular, the oecp Guidelines for Multinational Enterprises, the Tripartite Declara-
tion of Principles Concerning Muitinational Enterprises and Social Policy, and the core labor stand-
ards of the International Labour Organization (1L0). We also observe the u.N. Guiding Principles on
Business and Human Rights, which were adopted in 2011. To implement these, in 2015, we played
an active part in the consultation process, which aims to support the German government in drafting
a national action plan.

To enhance cur employees' awareness of the importance of human rights in their day-to-day activities,

we trained around 529 of our workforce in the main aspects of our Human Rights Position at various

courses with a total duration of 201,000 hours in 2015. That included training for internal and external

security staff. The compliance organizations at Group and country levels monitor compliance with the

relevant corporate policies. If there are signs of violation, employees can contact their Compliance Of-

ficer at any time, ancnymously if required. Alternatively, they can contact the Group-wide compliance

hotline, which is available worldwide to the general public as well as to employees. For further details

see Chapter 16.3 “Compliance.” [ See Chagter 14.3

At Bayer, social responsibility includes ensuring safe working conditions and thus an envirenment
where our employees can work and undertake internaticnal business travel without fear. We support
our employees by providing training to prepare them for business trips, including training in the correct
conduct in emergencies.
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Our secial responsibility is also reflected in our approach te necessary changes and restructuring
measures. In Germany, which remains the company’s largest operational base with 36,700 employees,
business-related dismissals are excluded through the end of 2020 for a large proportion of employees
under an agreement with the employee representatives.

[n zo1s, the working conditions for arcund 5394 of our employees worldwide were governed by collec-
tive or company agreements. The contractually agreed working hours of our employees do not exceed
48 hours a week in any country. At various country companies, the interests of the workforce are repre-
sented by elected employee representatives who have a right to be consulted on certain personnel-
related decisions.

® ONLINE ANMEX: 3-6.3-3

Percentage of Collective Agreements by Region ITable 3.6.4-1]

Percentage of employees covered by collective agreements,
especiatly on compensation and warking cenditions !

% %
Region/area

Asia/Pacific 14 15
Eurape 87 88
Latin America/Africa/Middle East 45 45
&;Fl.h‘America 5 5
Total 4 52 53

1 Collective or company agreemerts

Our understanding of our role as a socially respensible company includes a commitment to helping
disadvantaged peopie. We employ some 2,500 pecple with disabilities in 29 countries. That is around
2% of cur total workforce, 352 are female and 5% male. Most employees with disabilities work for
our companies in Germany, where they made up 4.9 of the workforce in z01s.

An important part of our sustainable human resources policy is ensuring a high level of social protection
for our employees. For example, nearly all employees worldwide either have statutory health insurance
or can obtain health insurance through the company. In 2015, we ance again expanded or improveg the
quatity of the health benefits provided for employees in many countries. 78 % of employees have access
to a company pension plarn. )

Health Insurance and Pension Coverage [Table 3.6,51

Health insurance’ Pensian plans?
% % % g

Ya

Region
Asia /Pacific %5 95 57 64
Europe 79 99 86 B4
Latin America/Africa/Middle East 94 93 59 56
North America §2 93 M?Qw 99
Total $6 96 77 78

! State or employer-/ employee-funded
? Programs to supplement statutory pensicn plans
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Employees’ health and vitality are important to Bayer. The company therefore specifically encourages

health awareness and healthy lifestyles. We have therefore introduced a wide range of workplace

health management prograins at all levels, which are being expanded in response to employee surveys.

Further information can be found in Chapter 9.1 “Occupational Health and Safety.” [0 See Chapter 9.1

7. Procurement, Production, Logistics,
Distribution

We strive to offer our customers innovative products and high-quality selutions. This requires efficient
processes all along the value chain for cur products - in procurement, production, logistics and distribu-
tion. Economic factors play a role here, as do ecolegical and social criteria such as comprehensive
product stewardship, human rights and a clear commitment to safety and environmentai protection.

At our production sites throughout the world, we continuously work to improve our cost structure, react
more rapidly to market fluctuations through increased flexibility and achieve cur ambitious quality and
safety objectives. The quality requirerments for our products and services vary due to divergent reguiato-
ry demands: the manufacture of pharmaceutical and medical devices in particular is subject to extraor-
dinarily stringent requirements.

This chapter presents the {internal} value chain: how we procure, manufacture and transport our prod-
ucts, as well as how we market and distribute them.

7.1 Procurement and Supplier Management

Bayer’s procurement organization supplies our internal business partners around the world with goods
and services while operating in accordance with the ethical, ecological, sociai and economic principles
established in our procurement directive. This directive is binding for all employees. Our procurement
activities aim to ensure security of supply, provide a financial value contribution and meet quality and
sustainability requirements. Procurement makes a substantial value contribution to the Bayer Group by
centrally pooling know-how, leveraging network effects and economies of scale throughout the organi-
zation and facilitating access to innovation.

We exert significant influence on society and the environment in many regions as a result of our pro-
curement activities, which in 2015 took place in 151 {2014: 147) countries and accounted for a pro-
curement spend of some €22.2 billion (2014: €20.2 billion) from transactions with approximately
112,500 {2014: approximately 112,000} suppliers in all areas.

In 2015, our procurement spend in Germany, the United States and Japan accounted for nearly 679 of
our expenditures in oEcD {Organisation for Economic Cooperation and Development} countries, which
in turn made up about 539 of the Bayer Group's global procurement spend. Brazil, India and China
together accounted for about 68%» of expenditures in the non-oECD countries or about 1494 of the total
spend.
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® ONLINE ANNEX: 3-7.1-1

Procurement Spend and Number of Suppliers in OECD and Non-OECD Countries in 2015 fTable 3.7.0-1}
€ billien % Number %

OECD countries

Germany 24.3 22,286 19.8
United States 239 11,515 10.2
Japan 48 1,838 17
Other 5.8 26.3 43,461 387
Total 17.6 793 7950 704
Non-0ECD countries -

China ) - 2.1 .5 4,032 3.6
India 0.5 25 3,738 33
Bracil 0.5 2.1 2,387 21
Other 15 a7 o303 206
Total 4.6 207 43,260 296

Where possible, Bayer buys locally. [n 2015, this applied to 75% of our procurement spend at our
main business locations, and 71 % of our total worldwide procurement spend. This enables us to align
our procurement activities to the requirements of ouwr sites in the regions and to help strengthen local
economies.

Bayer minimizes procurement-specific risks for goods and services of strategic impartance, such as
supply bottlenecks or major price fluctuations, through long-term contracts and active supplier man-
agement. In this way we ensure both the company’s global competitiveness and smooth production
processes,

Indirect goods that are not of relevance to production are procured by the respective major user within
the Bayer Group. The individual procurement organizations were coordinated during the reporting
period by the Group Procurement Committee, which reports directly to the Chief Financial Officer. In
line with the company’s procurement strategy, direct and production-related procurement in the Bayer
Group is organized decentrally in the subgroups so that Bayer can act in accordance with differentiat-
ed market and production requirements. The composition of HealthCare's supplier portfolio has
changed as a result of the acquisitions of the nonprescription medicines businesses of Merck 6 Co.,
Inc, and Dihon Pharmaceutical Group Co. Ltd,, as well as the divestiture of the Diabetes Care business.
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@ ONLINE ANNEX: 3-7.1-2

Main Procurement Products by Subgroup/ Segment (Table 3.7.0-21
Subgroup/segment Main procurement products

HealthCare

Pharmaceuticals Zetia (finished product), cell media culture (raw material),

Betaferon ({interferon-beta-1b) (butk product)

Consumer Health Consumer Care: Supradyn {finished product), naproxen (active ingredient},
Berocca {finished product)
Radiology: iopamidol {active ingredient}, iodine (raw material), cyclen (raw material}
Animal Health: moxidectin {active ingredient}, Avenge {finished product},
Raycox-isocyanate (intermediate)

CropSc-ience

CropScience Packaging materials, adjuvants and solvents (e.g. rapeseed oil, soybean gil, toluene,
ammania}, complex intermediates {e.q. pyridine poiyfluoride) and active ingredients
{e.g. mancozeb)

Covestrﬁ o

(S\_r-;s.tro - Key basic raw materials are benzene and ;;henol, propylene exide, tolueng, acetone

and hexamethylenediamine.

The use of renewable raw materials currently plays only a subordinated role at Bayer. We use them
mere intensively when it makes technical, economic and ecolegical sense to do so.

@ ONLINE ANNEX: 3-7.1-3

A number of hormones are synthesized at HealthCare through certain sterols and phytosterols
that result as byproducts during the production of plant oils from soybeans, oilseed rape/
canola or sunflowers, as well as during wood processing. Palm oit or palm kernel oil is not
used here due to its low sterol content. We additionally purchase various steroids that are
manufactured from diesgenin or its intermediate stages. Today, this substance is usually ob-
tained from yam grown in countries such as China. We also use raw materials such as water,
glucose, yeast, soybean starch, castor oil and corn steep water in our fermentation processes.
Extracts of plant leaves (Centella asiatica) are used in some Consumer Care products. This
plant is widely found in Asia and is not an endangered species. We also take great care with
the cultivation and harvesting of the raw materials for manufacturing plant-based pharmaceu-
ticals for holistic treatments. They are collected and cultivated in line with the cace (Good Ag-
ricultural and Collection Practice} guidelines of the European Medicines Agency.

On the European market, CropScience offers a mild weed control product based on fatty acids
derived from palm oil. As the preduction of palm oil is often associated with social and ecolog-
ical problems, Bayer takes part in the Round Table for Sustainable Palm Oil (rsro}. This un-
derscores our commitment to responsible materials procurement. In 2015, Bayer for the sec-
ond time purchased GreenPalm certificates, which support the production of sustainable palm
oil.

Covestro is developing processes for the replacement of raw materials derived from crude oil.
In 2016, for example, the company is planning the commercial preduction and market launch

of pentamethylene diisocyanate (pp1), an isocyanate produced from a novel renewable raw ma-
terial derived in turn from biomass.
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Graup targets: supplier
management

M 50 also Chapter
1.4 for Group
targets

Sustainability in supplier management

Bayer regards adherence to sustainability standards within its supply chain as both a crucial factor for
value creation and an important lever for minimizing risks. For this reason, not just economic standards,
but also ethical and environmental, social and governance (sG) standards apply for the selection of new
as well as established suppliers. These standards are defined in Bayer’s Supplier Code of Conduct,
which is based on the principles of the U.N. Global Compact and our Human Rights Position. It forms
the basis for our collaboration with suppliers and is available online in 14 languages. The Code of Con-
duct is integrated inte electronic ordering systems and contracts throughout the Bayer Group. Since
2045, furthermore, relevant new and renewed supply contracts have contained special clauses that
request suppliers to observe the sustainability requirements defined in the Code of Conduct and author-
ize Bayer to monitor this.

In order to consistently drive sustainability in supplier management, Bayer has set ambitious targets. By
2017, we plan to evaluate all strategically important suppliers i.e. those with a major influence on busi-
ness in terms of, for example, procurement spend and long-term collaberation prospects (3-5 years)
according to sustainability-relevant criteria (target attainment as of 2015: 849%). By 2020, we also aim
to include in the evaluation all those suppliers with a significant procurement spend ¢ €1 million p.a.)
that are regarded as potential high-risk suppiiers {target attainment as of 2015: 7320). Risk definition is
based on a country- and material-based approach. Another cbjective is the development and establish-
ment of a sustainability standard for our supply base by 2020. Here we are working with both the To-
gether for Sustainability (TfS} initiative and the Pharmaceutical Supply Chain Initiative (pscn. The goals
include standardizing and sharing sustainability assessments and audits of suppliers in the same indus-
try and describing clear expectations regarding sustainability so as to establish appropriate sustainabil-
ity practices among our suppliers. The TfS initiative counts 16 and the pscr 19 participating companies.

A key challenge for sustainable supplier management in the Bayer Group is to prevent child labor in the
seed supply chain of our CropScience subgroup.

Our Human Rights Position is unequivocal and includes a strict ban on child labor. We therefore also
obligate our suppliers along cur supply chain strictly to refrain from employing children. For many
years, CropScience has taken systematic action to prevent child labor in the seed supply chain in India,
Bangladesh and the Philippines through its Child Care Program. Special teams from Bayer visit the
fields used, for example, in cotton, rice and vegetable seed production without prior notice throughout
the cultivation seascn in order to raise awareness of the issue and the Bayer requirements and to de-
termine the age of the workers there, Thanks to this stringent monitoring system, which is supported by
local educational initiatives, there are now only very few incidences of child labor among our contrac-
tors, and we are closely tracking these cases. Further risk assessments were carried out in vegetable
and rice seed production for Bayer in Thailand, China, Indenesia and Vietnam. [t is planned to introduce
the Child Care Program in these countries as well in 2016. We measure the success of our comprehen-
sive program using the indicators “Child labor incidence per monitored km2” and “Child Iabor inci-
dence as a percentage of total monitorings of laborers,”

In the foliowing diagram depicting the latter indicator, we demonstrate the continued elimination of

child labor in Indian cotton and vegetable seed production sites contracted by Bayer based cn the re-
sults of field monitoring.
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Child Labor Incidence in the Production of Cotton and Vegetable Seed for Bayer in Relation to the Total Number of Monitorings' [Graphic 3.7.71
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Below you will find a graphic for the indicator “Child labor incidence per monitored km?” and further
information on our Child Care Program.

® ONLEME ANNEX: 3-7.1-4

Child Labor Incidence in the Production of Cotton and Vegetable Seed for Bayer in Relation to the Cultivation Area Monitored’ [Graphic 3,7.1-11
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vegetables and up to & per season for cotton)

? Vegetable seed included in field monitoring from 2010/ 2011 onward; for vegetables, cullivation areas and number of manitorings refer to a combination of varicus
different seed types. £ach type of seed has its own monitoring intensity.

Once a year, the audit firm v {formerly Ernst s Young), India, conducts unannounced inspections of
randomly selected farms on behalf of Bayer.
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Suppliers who can verify that they strictly observe our ban on child labor receive a bonus from Bayer
along with training in raising agricuitural efficiency. Graduated sanctions are applied for noncompli-
ance. These range from written warnings to termination of the contract in the case of repeated non-
compliance.

Bayer regards school attendance not only as essential for children’s development but also as an ef-
fective tool to drive the elimination of child labor. We therefore also visit the parents of children we
find working in the fields to convince them of the importance of school education. We promote this
with the “Learning for Life” initiative within our Child Care Pregram, This initiative aims to ensure
that children and young people get a proper education and covers everything from reintegrating
children into the regular school system to vocational training measures. Between 2005 and the end
of 2015, the “Learning for Life” educational programs benefited more than &,100 children and young
people.

The Child Care Program Advisory Council, comprised of international experts and recognized profes-
sionals, supports Bayer in the protection of children’s rights and the obligation of seed production
without child labor. The annual meeting of the Advisory Council, which took place in India in May
2015, focused on the effectiveness of the Child Care Program and on a project concerning minimum
wages in the seed supply chain,

Evaluating the sustainability performance of our suppliers

Bayer verifies the observance of sustainability requirements by cur suppliers through online assess-
ments and on-site audits. Suppliers are selected for these evaluations based on a combination of coun-
try and material risks as well as sfrategic importance in accordance with our Group targets.

The online assessments are carried out on Bayer's behalf by EcoVadis, an established provider of sus-
tainability performance evaluations. They are comprised of a web-based, modular questionnaire com-
pleted by the supplier, coupled with accompanying verification documents and 360° screening. The
evaluation critetia comprise the areas environment, labor practices and human rights, fair business
practices and sustainable procurement.

Together with external, independent auditors, Bayer carries cut on-site audits of its suppliers based on
the psct and TfS sustainability criteria. In addition, internal auditors evaluate suppliers with a focus on
health and safety, envirenimental protection and sustainability.

Through cooperation with the industry initiatives pscr and TfS, we leverage synergies through the
exchange of comparable, high-quality supplier assessments and/or audits among members using the 1T
platforms of the respective initiatives.

An overview of the number of supplier assessments and audits can be found in

@ ONLINE ANNEX: 3-7.1-5

Supplier Assessments and Audits for 2015 [Table 3.7.0-31
Sustainability assessments' via the EcoVadis platfarm 692 521
Sustainability audits? by external auditors 56 1
HSE3 /sustalnability audits by Bayer auditors 94 107

1 Supplier assessmeats initiated by Bayer as well as assessments of suppliers working for Bayer exchanged s part of the TS initiative
? Initial and follow-up audits initiated by Bayer of suppliers working for Bayer and exchangad as part of the TfS and PSCl initiatives
* Health, safety, environmant
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Within the scope of the TS initiative, a total of 2,580 supplier assessments using EcoVadis and 179
audits — performed, for example, in China, India and Brazil — were successfully completed in 2015. A
total of 40 joint and/or shared audits were carried out in 2015 through pscr, for example in Turkey,
Brazil and Uruguay.

Alongside consideration of our sustainability criteria in the selection of suppliers, CropScience and
HealthCare undertake separate evaluations of suppliers with regard to the centract manufacturing of
quality-relevant goods and services. These evaluations encompass the areas of health, safety and en-
vironmental protection among others and are performed prior to the start of operations. Since 2015,
furthermore, HealthCare has obligated newly selected suppliers with a prospective annual procure-
ment spend in excess of €1 million to undergo an EcoVadis sustainability assessment or an on-site
audit after being awarded business. The suppliers evaluated in 2015 in this context satisfied our sus-
tainability requirements.

Moreover, Bayer monitors suppliers who process minerals such as tin, tungsten, tantalum and gold to
establish whether these originate in conflict regions. In this way we want to rule out that such materials
find their way into our products through supply chains. To tighten up cur requirements, the issue of
conflict materials has also been included in our Supplier Code of Conduct.

® ONLINE ANNEX: 3-7.1-6

International requlations such as the Dodd-Frank Act in the United States obligate companies to dis-
close the origin of certain raw materials to rule out that conflict minerals frem the Democratic Re-
public of the Congo or its neighboring countries find their way into products through supply chains.
Bayer has questioned about 100 suppliers who could potentially be impacted by this issue. Nearly
609 of them confirmed to us that they do not procure potential conflict minerals. The status of the
remaining suppliers is being clarified.

All online assessments and zudits are comprehensively analyzed and documented so that — in the event
of unsatisfactory results — specific improvement measures can be defined together with the suppliers to
ensure the future observance of social, ethical and environmental standards. In 2015, 33 suppliers
{equivalent to 69 of those evaluated)} posted a critical result, These suppliers were requested by Bayer
to rectify the identified weaknesses with the help of corrective instructions or action plans.

@ ONLEINE ANNEX: 3-7.1-7

The corrective action established together with the suppliers in 2015 mainly related to the areas of
occupational health, occupational safety, fair business practices and sustainable procurement. In
2015, we monitored the implementation of the stipulated improvements among 324 suppliers by
means of reassessments through the EcoVadis platform; approximately 73%4 improved their sustain-
ahility performance to a relevant degree. In 2015, Bayer was not prompted to end any supplier rela-
tionship due solely to sustainability performance or serious sustainability deficiencies.

Training measures and dialogue on the issue of sustainability GRI
We support our HSEQ and procurement employees in the implementation of our sustainability require- G4-26
ments with targeted Group-wide training measures. In the reporting period, 162 of these employees

completed training courses dealing with the EcoVadis sustainability assessment process. CropScience

carried out additional training courses on the subject of sustainability audits. HealthCare organized
supplementary sustainability workshops for selected procurement employees. In addition, we also offer

our suppliers a wide range of training and dialogue opportunities in crder to familiarize them with

Bayer’s sustainability requirements.

@ OMLINE ANNEX: 3-7.1-8

In 2015, Bayer once again heid Supplier Days, which are an important dialogue platform for our
subgroups. CropScience organized special training courses on quality, health and safety, and envi-
ronmental protection for selected suppliers. The TfS initiative organized Supplier Days in China and
Brazil that dealt, for example, with environmental protection and occupational safety. In India, psci
held an education conference where suppliers were trained in occupational safety, environmental
protection, process and plant safety, and labor and business ethics. Both initiatives offer extensive
suppiementary information material and online training courses on their websites.
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7.2 Production
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Bayer operates production facilities at more than 120 sites in 35 countries. We deploy our competencies
and experience at all our sites to continuously optimize production processes and technologies, as weil
as infrastructure. That is because product quality and the efficiency of materials and energy are crucial
competitive factors.

The safe and responsible operation of our facilities and the comprehensive safety of our employees and

the people who live near our sites are of uimost importance to Bayer. Bayer also places great im-
portance on protecting the environment and using natural resources responsibly. Accordingly, man-
agement systems have been established for the areas of health, safety, environmental protection and
quality (asEQ) that apply throughout the Bayer Group. They are integrated into all business processes
and reqularly audited and updated. All relevant HSEQ performance indicators from our production sites
are compiled in a Group-wide Bayer site information system (BaySIS). Extensive information on the
topics of safety, product stewardship, environmental protection and the corresponding management
systems can be found in chapters 8, 9 and 10.

HEALTHCARE
SITES

HeaithCare operates production sites around the world at which active ingredients are manufactured
and at which formulation and packaging services are performed for the product portfolio of all
HealthCare divisions. The importance of the production sites within the network is regularly assessed,
giving consideration to site- and product-specific criteria. Product supply strategies and site strategies
are further developed and/or adjusted on this basis. The most important production and formulation

HealthCare Sites

[Tabte 3.7.1)

Segment/site

Pharmaceuticals

Bergkamen, Germany

Active ingredient production

Berkeley, California, U.S.A.

Active ingredient production based on biotechnological processes

Berlin, Germany

Formulation and packaging

Leverkusen, Germany

Farmulation and packaging

Turku, Finland

Formulation and packaging of intrauterine systems

Weimar, Germany

Formulation and packaging

Wuppertal, Germany

Active ingredient production

Consumer Health

Bitterfeld-Wolfen, Germany

Farmulation and packaging

Cimanggis, Indonesia

Formulation and packaging

Grenzach, Germany

Farmulatien, filling and packaging

Kiel, Germany

Formulation and packaging of animal health products

Myerstown, Pennsyivania, U.5.A,

Formulation and packaging

Pittsburgh, Pennsylvania, U.S.A.

Manufacture of medical devices such as contrast agent injectors and
consumables

Wuppertal, Germany

Active ingredient preduction

sites for global product supply in 2015 are listed in the following table.
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QUALITY MANAGEMENT

The manufacturing of pharmaceutical and medical devices is subject to extraordinarily stringent quality
requirements that are based on internationaily recognized standards. Compliance with these require-
ments at Bayer is reqularly audited by internal experts, requlatory authorities and external consultants.

@ ONLINE ANNEX: 3-7.2-1

Quality standards are developed on the one hand according to requlatory requirements, approvals
and authorizations, ang reievant standards of nongovernmental organizations and industry associa-
tions, and on the other hand according o customer expectations. These reguirements are evaluated
by HealthCare and integrated into an internal quality management {QM) system that is based on in-
ternational standards of the 15¢ (e.g. 130 9001 and 150 13485) and the 1cH (International Conference
on Harmonization of Technical Requirements for Registration of Pharmaceuticals for Human Use}, as
well as on rules for good working practice (GxP) in the development and manufacture of pharmaceu-
ticals (e.g. Good Manufacturing Practices (6mp), Good Distribution Practices (Gpp) and Good Clinical
Practices (GCp)). With the help of our oM system, we effectively and transparently implement and
manage the quality control processes and responsibilities according to established, documented and
binding procedures and methods. The goal is to ensure the quality of our products throughout their
entire life cycle and safeguard the value chain over the long term.

INVESTMENTS IN PROPERTY, PLANT AND EQUIPMENT

HealthCare continuously invesis in its global production network in order to ensure security of supply, M See Chapter 14.5
provide the necessary capacities and satisfy requlatory requirements. Further producticn capacities for

the manufacture of hemophilia A products are being established at the Wuppertal and Leverkusen sites

through the biggest current capital expenditure program with a total volume of more than esoo million.

Another major project with a volume of some €100 million is aimed at expanding production capacities

in Beijing, China.

CROPSCIENCE

SITES

The products of the Crop Protecticn and Environmental Science units are mainly produced at the com-
pany’s own production and formulation sites, the largest of which are listed in the following table:

CropScience Sites [Table 3.7.2]
E;nagen, Germany Development of new productien processes and manufacture of

Crop Protection and Environmental Science products
Frankfurt am Main, Germany Manufacture of Crop Pratection and Environmental Science products
MNunhem, Netherlands Vegetable seed production
Kansas City, Missouri-. U.S.A 7Iinanufacture of Crop Protectioﬁ énd Environmental Science products
Knapsack, Germany T Manufacture of Crop Protection and Environm_emal Science products
\_a'“a.pi, India N Development of new production processérs énd manufacture of

Crop Protection and Environmental Science products

Numerous decentralized formulation and filling sites enable the company to quickly react to the needs
of local markets. At these sites the active ingredients are processed into herbicides, fungicides, insecti-
cides, seed treatment products and Environmental Science products according to local requirements
and application areas. Packaging of the products also takes place in these facilities.

Production of seeds takes place at locations close to our customers in Europe, Asia, and North and
South America at our own farms or under contract.
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QUALITY MANAGEMENT

Our CropScience preducts are manufactured according to high quality standards based on 1s0 9001, to
which more than 80% of CropScience preduction sites are certified. The compliance of the production
processes and registered product specifications is regularly monitored by external auditers. All our
products are reviewed and registered by the national authorities in the various countries, and thus fulfill
the respective requirements with regard to quality and user safety.

INVESTMENTS N PROPERTY, PLANT AND EQUIPMENT

We invest continuously in our global production network in order to generate capacities for new prod-
ucts and technologies and to improve manufacturing processes. We plan to significantly increase our
capital investment to meet the steadily rising demand. We intend to invest approximately €2.4 billion in
property, plant and equipment between 2013 and zo16.

The construction of a new crop protection facility for the production of methane phosphorous acid ester
(MPE), an important precursor for the active ingredient glufosinate-ammonium, commenced at the
Knapsack site. The capital expenditure volume is more than €150 million. In September 2015, we ex-
panded our capacity for oilseed rape/canola through the construction of a new production site in Mon-
heim, Germany.

COVESTRC

Covestro operates a large number of locatiens worldwide, including eight world-scale production sites.
The company also maintains spacialized technical centers around the world that offer customers indi-
vidually tailored sojutions and that are designed for regional supply. Covestro thus guarantees not just a
global presence, but also above all customer centricity with short supply times and flexible service. At
these production sites Covestro pursues the ambitious goal of assuming and further expanding its lead-
ing position in the future, too, with regard to production volume, quality, efficiency and safety. Innova-
tive and environmentally friendly production processes are employed as a result of the continuous tech-
nological improvement of our facilities, The selectively backwards-integrated production process en-
ables Covestro to procure key raw materials such as chlorine and propylene oxide from within the com-
pany or through jeint ventures so as to reduce the dependency on external supply sources.

SITES
Covestro’s most important production sites are listed in the following table:

Covestro Sites [Tahle 3.7.31
teverkusen, Germany Coatings, adhesives and specialties production; technical laboratories; chlorine
production
Uérdingen, Germany ~Polycarbonates and polyurethanes (MDI) production; chlorine and CO production T
Dermagen, Germany Polyurethanes {TDI, PET} and coatings, adhesives and specialties production;
chlorine and nitric acid production
Bayiown, Texas, U.5.A, Polyurethanes (MDI, TDD, polycarbonates and coatings, adhesives and speciaties
o production )
Shanghai and Shanghai : Pelyurethanes (MDI, TDI), polycarbonates and ceatings, adhesives and specialties
Chemical Industry Park, China production; chlorine production
Brunskiittel, Germany 7 Polyurethanes (MDI) production
Antwerp, Belgium T Polyurethanes (PET) and polycarbonates production
Map Tz Phut, Thailand Peiycarbonates and coatings, adhesives and specialties production -

To serve our differentiated businesses, we maintain several production facilities in selected countries
that include systems houses where we formulate and supply customized polyurethane systems, as well
as plants where we compound polycarbonate granules to meet specific customer requirements or
manufacture semi-finished products (polycarbonate sheets). We also operate regicnal production facili-
ties for derivatives of the Coatings, Adhesives, Speciaities Business Unit and for functional films made
of poiycarbonate or thermoplastic polyurethane.
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QUALITY MANAGEMENT

Covestro applies very high standards for the quaiity of the raw materiais it uses and their further pro-
cessing into high-tech plastics and polymer precursors. A quality management system was implermented
for this purpose that is certified to the international standard 150 9001. In terms of total energy con-
sumption, over 99.97% of the reporting production and nonproduction sites of Covesiro worldwide are
certified. This is regularly monitored by internal and external auditors.

INVESTMENTS IN PROPERTY, PLANT AND EQUIPMENT

To safeguard competitiveness, Covestro continuously invests in a global preduction network so as to
maintain the production facilities and their infrastructure, optimize production processes and, in the
case of profitable growth prospects, appropriately expand capacities. Due to the significant expansion
of capacities in recent years, Covesiro plans to invest less through 2020 and focus on maintaining and
optimizing existing production facilities.

7.3 Logistics

Logistics at Bayer does not just involve the transport, handling or warehousing of goods. On the con-
trary, it comprises the entire planning, steering, coordination, implementation and monitoring of all
internal and intercompany flows of goods and the related information. Not only are individual business
functions combined into process chains, all processes are integrated - from the procurement of raw
materials to the sale to end users. We work continuously to develop efficient and environmentaliy
friendly logistics concepts with the goal of reducing transport and storage complexity.

The safe transport of cur materials and products is very important to Bayer. With this objective in mind,
we have installed management sysiems and directives with global validity, implemented an agile corpo-
rate struchjre and ”carefully selected contracted logistics services suppliers, You can find out more int [ See Chapter 9
Chapter 9 “Safety.

Concrete production and logistics planning depends on the products to be iransported and the resulting

specific requirements. Logistics processes are therefore decentrally organized at Bayer. Each subgroup

maintains its own logistics units to account for the demands of different business models.

HEALTHCARE

Among other activities, the internal Product Supply organization steers all logistics services at
HealthCare across divisions — from suppliers to the company’s own sites, within the production nerwork
and from the company to its customers. This also includes warehouse and transport management and
the steering of supplier-, preduction- and customer-specific material streams. HealthCare both utilizes
internal capacities and employs external logistics partners to meet its storage and transpoert needs.
Warehouse sites and transpert flows are established and continuously optimized accordingly. Service,
quality and costs are continuously monitored according to corresponding guidelines and indicators.

The means of transport is generally selected in a standardized process between the production site and
the recipient country, with consideration given to demand, costs and environmental aspects, These
aspects also serve to continually optimize transport processes. To this end, hubs are established in the
distribution network, planning processes are optimized and air fransport reduced, These globally
steered measures are supported by greater standardization and transparency along the supply chain.
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CROPSCIENCE

CropScience manages the transport and storage of products through a multi-stage system that is
aligned to production and distribution. Subsequent to production, active ingredients are distributed to a
global network of specialized warehouses and then forwarded to our regional fermulation and filling
sites for further processing depending on current demand. The finished products manufactured there
are then transferred to locai distribution warehouses in the respective destination countries where the
products are siored, commissioned after release and shipped to customers. The logistics process at
Seeds encompasses the various stages of production ali the way to ready-to-sell seed, which is distrib-
uted to customers via local distribution warehouses.

CropScience gererally deploys trucks for land transportation, white container ships are primarily used
for overseas traffic. Air freight is only selected in exceptional cases, and accounts for less than 1% of
the transport volume.

COVESTRO

At Covestro, logistics in the regions are centrally organized in Supply Chain Centers. Transport is han-
dled by logistics service suppliers that are selected according to stringent safety, environmental and
quality criteria. The preferred mode of transport is by rail or intermodal - in other words employing a
cembination of road, rail and water transport. This increases energy efficiency and reduces co, emis-
sions. Customers are supplied from close-te-production warehouses, wherever transport times and
supply security allow this. In the case of longer distances, goods are temporarily stored in regional
distribution centers and then dispatched at short notice. Logistics are steered according to indicator-
based management that is aligned toward safety, environmental and supply security aspects.

7.4 Distribution

Bayer markets its products worldwide through a market- and customer-specific distribution network.
The marketing and distribution units play a key rele in communicating to customers the benefits and
advantages of our high-quality products and services. Qur distribution activities are geared toward the
long-term retention of existing customers and the acquisition of new clients. I[n this connection, we offer
smooth business processing from ordering to delivery in adequate time. Responsible conduct is also a
top priority for Bayer in marketing and distribution. The necessary rules of conduct, which do not per-
mit legal violations in marketing, are established in our Group Responsible Marketing & Sales Policy.
This Group regulation and the respective training programs are impiemented decentrally in the sub-
groups. A high level of customer satisfaction is essential for the long-term success of our business. We
therefore systematically analyze both the needs and satisfaction of, as well as complaints voiced by, our
customers, and thus foster partnership-based cooperation and dialogue with them.

HEALTHCARE
Qur pharmaceutical products are primarily distributed through wholesalers, pharmacies and hospitals.
Co-promotion and co-marketing agreements serve to optimize our distribution network.

Consumer Care's products are generally sold in pharmacies, with supermarket chains and other large
retailers also playing a significant role in certain important markets such as the United States. The con-
trast agents and medical equipment of our Medical Care Division are marketed to radiologists, cardiolo-
gists and other specialists in medical imaging in hospitals and out-patient clinical sites through a global
direct sales organization, supplemented in some cases by local distributors. Depending on local regula-
tory frameworks, we market our animal health products through veterinarians and other distribution
channels such as pharmacies or retail stores.
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RESPONSIBLE BUSINESS PRACTICES IN MARKETING AND DISTRIBUTION

In the development, sale and marketing of its products, HealthCare does not tolerate bribery or any other
form of improper exertion of influence on our business partners. Furthermore, Bayer is committed to
ethical advertising and communication for all its products and services. Our minimum standards are
derived from three basic sources: laws and other statutory regulations, industry codes and internal rules.

The marketing and distribution of pharmaceuticals and medical devices are strictly regulated and sub-
ject to relevant laws that we are committed tc observing. Also applicable at the glebal or regional levels
are industry codes adopted by associations of the pharmaceuticals, medical devices and animal health
industries. In many countries, furthermore, these standards are further concretized by local codes - all
of which apply to prescription pharmaceuticals and many of which additionally apply to nonprescription
medicines.

® ONLINE ANNEX: 3-7.4-1

All codes of the International Federation of Pharmaceutical Manufacturers & Associations {IFFMA)
serve as a binding global minimum glebal standard for all products marketed by HealthCare, In addi-
tion, Bayer observes the codes of the European Federation of Pharmaceutical Industries and Associa-
tions (zFP1a) for dealings with health care professionals and patient crganizations. The wHo's Ethical
Criteria for Medicinal Drug Promotion, together with national ethical standards that are usually en-
shrined in industry codes at the local level, represent the minimum global standard for the advertis-
ing of pharmaceutical products at HealthCare. All the aforementioned codes contain provisions gov-
erning, ameng other issues, advertising material standards, the distribution of samples, cooperation
with members of medical and pharmaceutical specialist groups in connection with speaker and con-
sultancy contracts, and scientific studies. Adherence to these codes is designed to ensure the inde-
pendence of both health care professionals and patient organizations. Based on the new EFPIA trans-
parency code and beginning in June zo1e at the latest, furthermore, Bayer will disclose any grants to
health care professionals and organizations annually for the preceding calendar year.

The most important Bayer Group regulaticn in this connection is our Anti-Corruption Procedure, which
establishes minimum global standards on this topic for the entire company. HealthCare has summarized
the key requirements and the minimum global standard for compliant and ethical conduct in the Anti-
Corruption Compliance Manual, which applies worldwide in all divisions. The main principles for ethi-
cally and legally acceptable advertising for pharmaceuticals and medical devices are also set out in an
internal HealthCare directive. The goal of these directives is te help HealthCare employees to always act
in compliance with all applicable regulations. Should several regulations be relevant, HealthCare princi-
pally applies the more stringent standards.

Training measures on product-related communication and anti-corruption are fundamental elements of
the system at Bayer. They are directed toward certain employee greups and are tailored to account for
the special risks these employees are exposed to. The principles presented in these training courses
provide an overview of globally applicable minimum requirements for cooperation with key stakeholders
of HeaithCare, such as physicians, hospitals or patient organizations. The courses not only explain gen-
eral compliance principles but alsc give specific instructions in relation to nonreciprocal benefits and
the exchange of services with health care professionals.

As part of our compliance management system, we register and investigate any suspected violation of [0 See Chapter 16.3

our respensible marketing principles. This applies to complaints both from within the company and as
notified to us from outside.
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GRI
G4-26

CUSTOMER DIALOGUE

A keen understanding of manifold customer needs is especially important if HealthCare’s products are
to be successful in the market. Qur customers include patients, physicians, caretakers, health policy
decision-makers and opinion leaders, partners from research and development, and health care payers.
Due to the stark distinctions between these groups, the individual HealthCare divisions take specific
steps to enter into dialogue with customers and measure their satisfaction.

Different legal requirements apply for prescription medicines than for nonprescription or medical de-
vices. This makes the conditions under which customer satisfaction data are gathered in the health
sector correspondingly complex. For example, it is not permitted to directly survey patients about the
effects and side effects of prescription medicines. HealthCare therefore conducts primary market and
data research in this area.

@ ONLENE ANNEX: 3-7.4-2

We use market research projects to identify the needs of the various customer groups and thus fur-
ther strengthen customer orientation at Pharmaceuticals. We also carry out systematic internet anal-
yses that give us a better understanding of cur stakeholders’ opinions, interests and networks. To
measure customer satisfaction, Pharmaceuticals conducts international surveys of its customer
groups accerding to therapeutic areas. The resuits of the studies are regularly integrated into brand
planning. To continuously optimize customer service, moreover, we support our medical sales force
through product- and country-specific training courses.

Following the success of pilot prejects in key markets, Consumer Care in 2015 began introducing its
excelience program to improve customer orientation worldwide. The program is designed to identify
examples of best practices in the areas of market launch strategies, distribution and trading. It has
already been successfully implemented in 13 countries, and others will follow in 201s6.

Animai Health also conducts studies on customer satisfaction and customer retention, applying vary-
ing methods according to the respective market segment. From studies that track long-term custom-
er behavior, performance indicators are deveioped that in turn are used to measure customer satis-
facticn.

Complaints, customer services for orders, product and delivery information, information on health
care topics or the handling of general inquiries pertaining to HealthCare are processed by the rele-
vant business units and country organizations. The respective contact information is available online.

As the Bayer Group is headquartered in Germany, HealthCare operates a customer service center in
that country with a quality management systemn certified to 150 9001:2¢08.

CROPSCIENCE

DISTRIBUTION

CropScience markets its products in more than 120 countries. We market our crop protection products
mainly through whelesalers or directly through retailers. We also sell products directly to customers in
selected markets where market conditions require this mode of distribution.

Distribution activities for seeds are focused on the crops cotton, oilseed rape/canola, rice, scybeans and
vegetables from our own research laboratories and breeding facilities. In our core crops, we have
achieved strong market positions and are internationally represented. Our seeds are sold to growers,
seedling companies, specialist retaiiers and the processing industry. Plant traits developed using mod-
ern breeding methods are either incorporated inio our own seed varieties or licensed to other seed
companies.
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The Environmental Science products are mainly sold through wholesalers and specialist retailers. We
market our range of pest and weed control products to professional users in the green industry {includ-
ing public parks and golf courses}, forestry, industrial vegetation management and professional pest
control. In the area of public health, an example heing vector control to combat malaria and dengue
fever, much of our business is transacted in response to tendering by government agencies and non-
governmental organizations. We also offer pest contro! and plant care products to private customers in
the home and garden sector.

RESPONSIBLE BUSINESS PRACTICES IN MARKETING AND DISTRIBUTION

CropScience follows the guidelines of its Product Stewardship Policy with regard to the distribution and
use of its crop protection products, This policy, which also satisfies the requirements of the Group Re-
sponsible Marketing & Sales Pelicy, is based on the International Code of Conduct issued by the Food
and Agriculture Organization of the United Naticns (Fa0). Training materials to explain this Group poli-
cy have been distributed throughout the global organization and are available to the empioyees on the
Bayer intranet.

® OMLINE ANMEX: 3-7.4-3

Responsible business practices in marketing and sales are addressed at CropScience in compliance
training courses and are also an integral element of marketing and sales excellence training
measures. In 2015, we trained a total of 600 {2014: 2,400} CropScience employees worldwide in
three- and one-day training courses.

CUSTOMER DIALOGUE GRI
CropScience sees tremendous value in the satisfaction of its customers. OQur goal is to establish long- G4-24
term customer relationships that ensure the business success and meet the expectations of both parties.

We strive to fulfill the high expectations of our customers through targeted communication, smooth

business processing and effective complaint management. We reqularly determine these expectations

through our commercial excellence activities so that we can offer our customers tailored solutions. In

addition to the customer surveys we conduct through our country organizations every two years accord-

ing to a standardized process, we analyze all channels of interaction with our customers. We use the

findings of these analyses to align our distribution and marketing processes around the world to the
respective customer needs. In general, we aim to make our dialogue with customers more target group-

and region-specific and to continuously improve it. We improve our customer processes in part with the

help of a customer relationship tnanagemernt database that is now used in more than s¢ of our country
organizations. We assess our performance using a system of qualitative and quantitative indicators.

CropScience is also intensifying its direct cooperation with farmers through the Bayer Forward Farming
initiative. Our solutions for sustainable agriculture in practice are demonstrated at Bayer ForwardFarms.
The first farms have been established in Belgium, France, Germany and the Netherlands, and further
collaborations are being prepared in Spain and Brazil. CropScience will successively expand this type of
cooperation worldwide.

COVESTRO

DISTRIBUTION AND CUSTOMER DIALOGUE

Covestro’s products are mainly supplied to the automaotive and transportation, construction, wood pro-
cessing and furniture, and electrical/electronics industries. Other customer industries are the sports
and leisure, cosmetics and health care sectors, as well as the chemical industry.

Covestro markets its products mostly through regionat and local distribution channels. Here three re-
gional Supply Chain Centers serve as the central iink to the customer. Covestro makes use of e-
commerce platforms and other channels for order processing. Customer satisfaction is systematically
analyzed on a global basis, enabling the development of improvement measures.

WATSON LABORATORIES, INC. , Ex. 1077, p. 114 of 361

111



Combined Management Report
8. Product Stewardship

Bayer Annual Report 2015

@ ONLINE ANNEX: 3-7.4-2

The Supply Chain Centers pool ail infermation streams from order acceptance to dispatch planning,
delivery and complaint acceptance in the Europe/Middle East/Africa/Latin America, North America
and Asia/Pacific regions. This ensures a high level of expertise particularly in order management
and in transaction, supply chain and logistics solutions. Using the “Order@Covestro” online infor-
mation platform, customers can at any time place orders, call up material safety data sheets and
track the status of their orders.

Covestro’s highest quality objective is faultlessness so as to attain a high level of customer satisfac-
tion. To systematically increase customer satisfaction and ensure optimal quality of service, com-
plaints registered in the global management system and by the individual business units are regular-
ly evaluated. Custemer evaluations are also analyzed in detail. Through dialogue with internal stake-
holders, preventive and corrective measures are undertaken to further increase quality and customer
satisfaction while at the same time lowering the error rate and thus alse the incidence of complaints.
In 201s, for example, a total of 5,178 complaints by around 2,088 customers were registered world-
wide. This yields a rate of 7.61 complaints per 1,000 deliveries, about the same as in 2014 {(7.75
cormnplaints per 1,000 deliveries).

Covestro also works with trading houses and local distributors who are responsible for business with
small customers. Major customers with global operations are serviced directly by key account managers.

RESPONSIBLE BUSINESS PRACTICES IN MARKETING AND DISTRIBUTION

In the marketing of its products, Covestro also takes into account all the requirements of the Bayer
Group’s Responsible Marketing & Sales Policy. The imporiance of observing antitrust law and prevent-
ing corruption is regularly emphasized in training programs, internal communications and discussions
with managerment. [n 2015, training focused on export control. Around 4,980 Covestro managerial
employees took part in web-based compliance training courses and supplementary target group-
oriented, on-site training sessicns.

8. Product Stewardship

Our products and services are designed to benefit people and improve their quality of life. We consider

product stewardship to mean that our products are safe for people, animals and the environment when

properly used. This is a key factor in creating lasting trust in our products and maintaining cur business
foundation over the long term.

All substances and finished products undergo extensive testing and evaluation to ensure a high degree
of safety. We assess the possible health and environmental risks of a product along the entire value
chain ~ starting with research and development and continuing through production, marketing and use
by the customer threugh to disposal. From this we derive suitable steps to mitigate risks based on the
observation of legal requirements and internal standards that go beyond these.

Bayer has put in place suitable directives and management systems for the implementation of regulato-
ry and voluntary product stewardship requirements that are steered by our BsEQ thealth, safety, envi-
ronmental protection and quality) departments. These efforts are underscered by the Bayer Group's
target of completing the assessment of the hazard potential of all substances (>9926) used in quantities
exceeding one metric ton per annum by 2020,

IMPLEMENT!NG STATUTORY REQUIREMENTS

Extensive legal regulations apply to all products manufactured by Bayer. Chemical substances are
subject to the European chermicals regulation rReacH (Registration, Evaluation, Authorisation and Re-
striction of Chemicals) and the cLP regulation (Regulation on Classification, Labelling and Packaging of
Substances and Mixtures), The classification and labeling of chemicals is intended to clearly inform
employees and consumers in the European Union about the risks associated with chemicals.
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@ ONL{NE ANNEX: 3-8-1

The registtation obligation under rEacH applies irrespective of marketing activities for all substances
that we produce or import in quantities of more than one metric ton. There is also an authorization
procedure that limits the use of particularly hazardous substances or can lead to their replacement or
ban. To fulfil the complex requirements of REACH, we have approved Group-wide and subgroup-
specific requlations. Already registered substances are also regularly evaluated by the authorities.
For Bayer substances this can result in additional testing requirements, new risk management
measures or inclusion in the REACH authorization procedure. This is indeed the case for some Bayer
substances. The authorities enforce the implementation of REACH through regular inspections. So far
none of the inspections at Bayer has resulted in complaints. As we also use many substances from
other manufacturers, we maintain close contacts with our suppliers and ensure that they reassure
conformity with REacH for the substances they supply.

In the European Union, the Glebally Harmonized System (Ges) for the classification and labeling of
chemicals is implemented through the cLP regulation. The purpose of the GHS is to achieve a global-
ly standardized system for classifying chemicals and labeling them appropriately on packaging and
in material safety data sheets. Bayer assesses all its marketed products and implements the GHS
worldwide.

Before any product is introduced to the market, we assess it under this stringent process to determine
whether it is safe for people, animals and the environment.

Furthermore, the end products from our Life Science units — such as pharmaceuticals, crop protection
products and biocides — are subject to specific approval/authorization procedures.

VOLUNTARY COMMITMENT

Since 1994, Bayer has suppoerted the voluntary Respensible Care™ initiative of the chemical industry,
which was globalized in 2006 with the introduction of the Responsible Care™ Global Charter. We cover
all main elements of the charter at ail Group sites with our HSEQ management systems and activities. We
are also actively involved in the further development of scientific risk assessment through our work in
associations and initiatives.

® ONLINE ANNEX: 3-8-2

International associations such as the European and international chemical industry associations
(cEFIC, Icca) and the oEcp (Organisation for Economic Co-operation and Development), as well as ini-
tiatives such as ECETOC (European Centre for Ecotoxicology and Toxicology of Chemicals} and the
EpAA (European Partnership for Alternative Approaches to Animal Testing), work to evolve the scien-
tific assessment of chemicals, develop new test methods and oversee the implementation of statutory
regulations. Bayer actively supports these efforts through its activities in the associations. We are al-
50 involved in the 1cca Long-Range Research Initiative, for exampie, and endorse the goals of the
wHO and E.U. action plans for improving health and environmental protection. We also support the
Global Product Strategy (GPs), a voluntary commitment of the chemical industry initiated by the In-
ternational Council of Chemical Associations (1cca). {ts objective is to improve knowledge about
chemical products, especially in Emerging Markets and developing countries, and thus increase safe-
ty in the handling of these products.

We concern curselves intensively with our substances’ properties and regularly evaluate them already at
the research and development stage. [n application of the precautionary principle, the development of
substances with undesirable properties is discontinued.

@ DNLENE ANNEX: 3-8-3

We accept the precautionary principle as explained in Principle 15 of the Rio Declaration of the Unit-
ed Nations and communiqué coM (2000} 1 of the European Commission as a possible consumer pro-
tection and risk management tool. It is applied whenever there is no final scientific certainty in a giv-
en area and evidence also exists that people or the environment could suffer significant or irreversi-
ble damage that must be rectified. There should not be a unilateral focus on hazard potential, but ra-
ther a balanced risk-benefit evaluation.
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Group target 2020:
assessment of the
hazard potential of atl
substances > 1 metric
ton p.a.

[ See also Chapter
1.4 for Group target

To assess the effects of our products, especially on human health, but alse on nature angd the environ-
ment, animal studies are legally required. Wherever possible, we use existing data or approved alterna-
tive test methods to avoid animal studies. We set high animal welfare standards in this regard. For more
information, see the section “Focusing on Animal Welfare,”

The safe handling of chemicals is a top priority in the manyfacture of our products (see also Chapter 9).
In Europe we operate under strict legal requirements. We voluntarily apply comparable standards around
the world, independent of the respective national legislation. In this way we exceed statutory require-
ments and are ensuring that substance assessments comparable to those established under reacH will
also be applied at Bayer sites that are not subject to this European regulation. How we aim to realize this
target is established in our Bayer Group Regulation “Substance Information and Availability.”

To ensure the safe handling of chemicals, risk assessments are carried out applying recognized scien-
tific methods such as the Guidance on Information Requirements and Chemical Safety Assessment of
the Ecua (European Chemicals Agency).

Should the assessment or new findings reveal that it is not safe to use a certain chemical, we take the
steps to mitigate risks. We support our customers in the safe handling and use of our products through
close, trust-based cooperation. Bayer compiles material safety data sheets for all products regardless of
whether or not they are legally required. All end consumer products come with suitable packaging
information, an example being package inserts for pharmaceuticals.

® ONLINE ANNEX: 3-8-4

Risk mitigation measures can range from revised application recommendations through the with-
drawal of support for a certain application to the substituticn of a substance. In this case, a replace-
ment substance must be scught that is economically and fechnically feasible. The substituticn of
chemicals is basically a continuous task of the chemical and pharmaceutical industry to obtain new
or substantially improved products and processes. This is integral tc our commitment to Responsibie
Care.

Material safety data sheets are the central means of communication for safety-relevant information
about substances and mixtures in the supply chain. Targeting professional users, they contain infor-
mation on the substance’s properties and on the safe use of the substance or mixture. In addition,
technical information is provided for professional use.

In accordance with the respective product safety and information obligations, all subgroups compile
product information — regardless of whether it is for raw materials, intermediates or end products. To
ensure worldwide access to this information, Bayer uses appropriate 11 systems, including those for
product iabeling, This data compilation is updated accordingly whenever new legal requirements are
established.

Another important element of our product stewardship is the monitoring of all products that are

already on the market. We have established processes in all subgroups aimed at addressing inquiries on
product safety or problems with our products. This feedback and these experiences are systematically
accounted for in our assessment of risks, which also covers substances that are regarded as potentially
high-risk by regulatory autherities and independent institutions.
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In all subgroups, we examine additional steps that go beyond the legally required disposal [0 See Chapter 10.5
specifications.

PRODUCT STEWARDSHIP IN THE USE OF BIOTECHNOLOGY
Biotechnological methods are used for product development in our Pharmaceuticals and Crop Protec-
tion businesses.

Biotechnology has already gained significant importance in pharmaceuticai product development. The
HealthCare products Betaferon™/Betaseron™, Eylea™ and Kogenate™ are manufactured by a biotech-
nological process. Further biotechnolegically manufactured active ingredients are undergoing clinical
development.

Plant biotechnology can improve crop yields, yield security and the stress tolerance of plants through
both genetic engineering and conventional breeding methods but with the same input of resources.

Safety is Bayer's top priority in the use of biotechnology, too. Beyond our observance of all relevant
legal provisions, we have formulated a Bayer Group Regulation “Position on the Responsible Use of
Gene Technology” and specific requiations for HealthCare and CropScience. We provide our stakehold-
ers with comprehensive, transparent and reliable information about our products and services in ac-
cordance with our Bayer Responsible Marketing & Sales Policy.

® ONLINE ANNEX: 3-8-5

HealthCare has established strict safety measures for handling biological agents in research,
development and production in its “Biological Safety” regulation and its “Requirements for the safe
handling of biological agents” procedure.

CropScience has included the responsible measures taken when utilizing plant biotechnology in both
the Product Stewardship Policy and the Seeds Stewardship Directive. CropScience maintained its fo-
cus on product stewardship for customers both within and outside the company through its activities
in the context of the industry’s Excellence Through Stewardship Program (eTs). Audits by ETs-
certified auditors are reguired to maintain our T$ membership, and in 2015 CropScience successful-
ly completed audits of its operations in Brazil and Argentina which included for the first time the new
ETs Insect Resistance Management best practices for biotechnology-derived plant products.

FOCUSING ON ANIMAL WELFARE

Animal studies are legally required and essential from a scientific viewpoint to assess the safety and
efficacy of pharmaceuticals and other chemical compounds. We aim to minimize the use of study ani-
mals and to employ replacement and complementary methods wherever possible.

[n cur handling of animats, we respect all legal requirements pertaining to animal welfare. Bayer’s
principles on animal welfare and animal studies apply in countries without special animal welfare
legislation, and in the case of external studies compliance with these guidelines is contractually agreed.
Bayer's in-house Global Animal Welfare Committee — comprised of the animal welfare officers at our
research sites and further Bayer experts — monitors compliance with our principies on animal welfare
and animal studies within the Bayer Group and in external studies. It defines supplementary standards
that are essential for carrying out animal studies in the Bayer Group.

Bayer ensures that internationai and national laws and directives are strictly observed during all animal

studies. This is verified by both requlatory authorities and internal audits, Bayer additionally deploys its
own animal welfare experts at all sites at which animal studies are carried out.
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Our principles also apply to both the research institutes we commission and our suppliers, whose
compliance with our animal welfare requirements we regularly monitor. The information provided in
supplier self-evaluations is verified through on-site audits. Current figures and further information are
available on our website.

@ ONLINE ANNEX: 3-8-6

The Global Animal Welfare Committee has defined performance criteria. Each year we analyze the
development of animal numbers, the distribution according to species, the burden placed on our test
animals and the ratio of regulatorily required studies to exploratory studies, and discuss possible
steps in accordance with the 3rs principle {replace, reduce, refine). We are thus able to demonstrate
that since 2005 the number of study animals used per €1 millicn research budget (including animals
in Bayer studies performed by contract research organizations} has declined from 96 animals to
around 31 animals in 2015.

We continuously update cur internal database, which combines all information about our own animal
studies and the evaluation of our cooperation partners and makes it available to all employees in this
area. Ali subgroups apply clear rules to ensure that animal welfare standards are comprehensively
observed by our partners.

Bayer also participates in several European consortia that aim to reduce the number of animal stud-
ies or improve their validity, such as the Eurcpean Partnership for Alternative Approaches to Animal
Testing (Epaa). HealthCare is involved in the leadership of the eTOX project and the Marcar and
K4DD projects of the Innovative Medicines Initiative (IM1). Bayer is a member cf the scientific advisc-
ry boards cf the European Centre for Ecotoxicology and Toxicology of Chemicals (EceToc) and the
Long Range Research Initiative (LrI). In Germany, we support the Foundation for the Promotion of
Alternate and Complementary Methods to Reduce Animal Testing (SET).

PROTECTION AGAINST PROBUCT COUNTERFEITING

Counterfeit medicines and crop protection preducts harbor substantial risks for patients and consumers.
Product counterfeiting is a global problem that can only be addressed internationally through a joint
approach by industry, associations, gevernmental agencies and nongovernmental organizations. Bayer
consistently advocates the strengthening and expansion of existing laws and provisions aimed at the
identification and confiscation of illegal products. We try to protect patients and our products through
extensive measures of our own.

@ ONLINE ANNEX: 3-8-7

The focus of HealthCare's activities is on raising awareness and providing information to ensure the
clear identification of our original products, as well as on legal steps aimed at minimizing iltegal
trade. Through our "Beware of Counterfeits” campaign, we inform patients on the internet about the
risks of counterfeit pharmaceuticals and provide patients with tips cn how they can protect them-
selves. Through the use of various technological means in preduction, we constantly strive to ensure
that patients, too, can distinguish between original and counterfeit products.

We also support the establishment of a Europe-wide system for the identification of original pharma-
ceuticals that satisfies the requirements of the £.u. Falsified Medicine Directive. In addition, Bayer
participates in the Pharmaceutical Industry Initiative to Combat Crime (price) of Interpol to counter-
act pharmaceutical counterfeiting through global prosecution and the elimination of related criminal
networks. We participate in the SecurPharm initiative in Germany. Since 2015, Bayer has contributed
its expertise to a research project {ALPhA) supported by the German Ministry of Educatior and Re-
search to prevent the sale of counterfeit pharmaceuticals on the internet.

For crop protection products, tco, a worldwide increase in the trade of counterfeit and illegal prod-
ucts can be observed. According to a study conducted in 2015 on behalf of the European Commis-
sion, such products account for an average of 109 of the total market across all £.u. member states.
To protect against the import of counterfeit and illegal crop protection products into the £.vu., Crop-
Science intensively advocates the uniform interpretation and implementation of existing e.u. requla-
tions in all E.u. member states. In addition to supporting regulatory authorities with the identification
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of counterfeit products through chemical analysis, we conduct our own inspections in the market and
also actively support initiatives by associations.

To educate about the potential dangers and risks of counterfeit and illegal crop protection products,
we provide information material and train customers, dealers, farmers and regulatory authorities as
part of our product stewardship programs. We document all indications of suspicious and potentiaily
counterfeit or illegal CropScience products in an established, systematic process. CropScience’s ef-
forts yield measurable results: in 2015, for example, we successfully asserted our patent protection
rights against an illegal Chinese producer. In Brazil, counterfeit CropScience products with a market
value in the double-digit million range were confiscated.

8.1 HealthCare

BENEFIT-RISK MANAGEMENT FOR MEDICINAL PRODUCTS AND MEDICAL DEVICES
Patient safety is Bayer’s top priority. HealthCare continuously assesses the medical benefit-risk balance
of its medicinal products and medical devices throughout their entire product life cycle. The efficacy,
safety and tolerability of pharmaceuticals and their behavior in the body are studied in Phases 1-111 of
preciinical and clinical development, The documentation submitted to the requlatory authorities con-
tains the results of these studies and comprehensive information on the product’s benefit-risk assess-
ment. Marketing authorization is only granted for a product if it satisfies the safety requirements of the
health and regulatory authorities.

Following registration, HealthCare continues to compile safety-relevant information in an internal
pharmacovigilance database. This information is continuously evaluated and the risk-benefit balance
reqularly assessed by medical experts in the Global Pharmaccvigilance Department. In this process,
Bayer works closely with the responsibie requlatory and supervisory authorities at the international and
national levels. These include the v.s. Food and Drug Administration (Fpa}, the European Medicines
Agency (EMA) and Germany's Federal Institute for Drugs and Medical Devices (BIArM).

Additional safety-relevant information is also compiled using Post-Authorization Safety Studies (Pass)
conducted after approval, Protocols and summaries of pass results are entered into the Pass registry in
compliance with E.U. pharmacovigilance legislation.

@ ONLINE ANNEX: 3-8.1-1

HealthCare has a global pharmaceuticai moenitoring system in which experts from various disciplines
work together in functional safety management teams (SMTs}. These teams jointly evaluate the avail-
able benefit and safety data and other relevant preduct information so as to identify potential safety
concerns at an early stage or detect possible changes in the benefit-risk ratio. In addition to internal-
Iy compiled safety data from clinical trials, post-marketing studies and ad hoc infermation on adverse
side effects, the company’s experts conduct assessments using external databases and the infor-
mation contained in scientific publications. sMTs produce detailed safety risk management plans.
These plans are updated as soon as relevant new benefit-risk data become available. Implementation
of risk mitigation activities is coordinated by locat sMTs in the country organizations. All processes
are documented, regularly updated and integrated into a quality management system.
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Should risks be identified during this assessment, Bayer immediately undertakes suitable steps to safe-
guard the health of patients —such as updating product information for patients and physicians. Further
elements of risk mitigation programs can include targeted information, e.g. patient education brochures
and training measures for medical specialists, as well as direct communication with medical experts
{Direct Healthcare Professional Communication, pHr¢) and even product withdrawals if necessary.
These measures are coordinated with the competent authorities.

HealthCare's quality and risk management functions zlso make further contributions to increased safety.
We examine external and internal quality assurance requirements for our products through systematic
internal audits — not just in research and development, but also in preduction. These audits also cover
both institutes sub-contracted by us and cur suppliers. Mere information on our quality management
can be found in Chapter 7.2 “Production.”

In line with the statutory requirements, strict safety and quality standards alsc apply to animal health
products. Within the scope of the approval/authorization procedures, Animal Health also carries out
studies in order to ensure the quality, efficacy and safety of its products.

ANALYS|S OF RESIDUES OF PHARMACEUTICALS tN THE ENVIRONMENT

Active pharmaceutical ingredients can enter the environment, either through human or livestock excre-
ta, improper disposal of unused medicines or during the production process. HealthCare carries out
ecotoxicological investigations of the environmental behavior of residues and degradation products to
assess the potential environmental impact of our pharmaceutical products. In accordance with applica-
ble law regarding human and veterinary pharmaceuticals, an environmental risk assessment takes place
for all active ingredients for which the company is targeting an approval procedure in Europe or the
United States. Here it must be examined whether significant risks may arise for the environment when
the pharmaceuticals are used as instructed.

Based on currently available information derived from measurements carried out by authorities and
scientific institutes, the existing concentrations of individual active pharmaceutical ingredients from
human or veterinary medicines in drinking water do not have any adverse effects on human heatth. This
subject is dealt with in particular by a wHoO report on pharmaceuticals in drinking water published in
2012 that comes to the conclusion that traceable effects on human health through the current extent of
exposure via drinking water are highly improbable. This estimation corresponds with the studies by
national authorities and institutes known to us.

In the production of our pharmaceuticals, internal company wastewater threshold values ensure that no
risk to the environment results from the release of traces of active ingredients in wastewater from our
production sites. All HealthCare production sites worldwide are evaluated with regard to these threshold
values. Site-specific measures aimed at a further reduction are taken should it not be possible to ob-
serve these standards over the long term. This includes substance-specific measures such as filtration,
evaporation, oxidation, incineration or biological clarification in wastewater treatment plants.

® ONLINE ANNEX: 3-8.1-2

Within the scope of our product stewardship, we actively participate in research projects
aimed at further studying pharmaceutical residues in the environment and intreducing target-
ed measures to prevent them,

Since 2015, we have coordinated the “Intelligence-led Assessment of Pharmaceuticals in the
Environment” project in Europe, which seeks new ways to improve environmentai risk as-
sessment. To this end, information from toxicological studies, pharmacological modes of ac-
tion and computer-based models are analyzed with the goal of developing models and meth-
ods for determining possible environmental risks of pharmaceutical substances in early devel-
opment stages and prioritizing for further environmental assessment existing substances that
previously have not been evaluated.

Bayer was represented on the Scientific Advisory Beard cof noPILLS, an E.u.-sponsored coop-

aration project completed in 2015 and involving several European countries with the goal of
reducing pharmaceutical residues in water. The project demonstrated that a reduction in
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pharmaceutical residues in water can only be achieved through cooperation between numer-
ous parties. Educating consumers on the correct disposal of pharmaceuticals, improving
wastewater treatment technology and the collection of excreta in connection with certain med-
icines proved to be effective approaches for achieving this objective.

In Germany, HealthCare participates in the "Risk Management of Emerging Compcunds and
Pathogens in the Water Cycle” initiative sponsored by the German Ministry for Education and
Research. HealthCare is a member of the steering committee. The “sauBer+” {“"Clean+") pro-
ject, which is part of this initiative, deals with the study of wastewater from health care indus-
try facilities that is contaminated with active pharmaceutical ingredients and disease patho-
gens. Here it was determined that these emissions are not higher on average than those from
private households. The reduction of pharmaceutical emissions generally depends on the indi-
vidual active ingredients and shouid pursue a holistic approach. HealthCare was a member of
the Stakeholder Advisory Board of that project, which was concluded in 2015.

8.2 CropScience

FOCUSING ON PRODUCT SAFETY

Before crop protection products and technologies can be introduced to the market, they must demaon-
strate that they are harmless to people and animals and can be used without causing unjustifiable bur-
den on the environment. For this they require official authorization, which is regulated by numerous
international and national laws and provisions. The requirements for marketing authorization, particu-
larly as pertains to the environment, have risen sharply in recent years with the goal of further increas-
ing product safety and minimizing potential risks. CropScience satisfies all the regulatory requirements
of the countries in which our products are sold to protect crops.

Product safety and environmental compatibility of crop protection products and technologies play a
central role in development. CropScience examines the products during the development phase in
stringent tests that are required by law. The tests evaluate a product’s mode of action, its ecotoxicologi-
cal and toxicological properties and potential remaining trace concentrations in the plants or the envi-
ronment following proper application. Each new crop protection active ingredient and each new tech-
nology must undergo several years of studies and testing to ensure that it can be applied effectively and
that its use is safe for people, animals and the environment.

1t takes roughly 10 years for a crop protection product or technology to complete the entire develap-
ment process including all studies and be launched onto the market. But our product stewardship does
not end there. CropScience also observes the International Code of Conduct on Pesticide Management
of the United Nations Food and Agriculture Organization {Fa0). The principles of this ccde cover the
entire life cycle of a product or technaology, from its development to its application and beyond. We
implement all major aspects of responsible product handling in our Product Stewardship Program,
which is based on the principles of our Product Stewardship Policy.

@ OMLINE ANNEX: 3-8.2-1

Even beyond its core business, CropScience participates specifically in projects aimed at increased
product stewardship - such as the Better Sugarcane Initiative, which works tc promote sustainable
sugarcane cultivation, and the International Sustainability & Carbon Certification organization, which
is working to establish a system for certifying biomass and bioenergy. We are also a member of the
Round Table for Sustainable Paim Qi Production and the Round Table for Responsible Soy (rtrs). In
2015, we signed an agreement with rtrs to support the certification of soybean production in Brazil.
In the United States, the e3 cotton sustainability program was introduced to support farmers in the
production of sustainably grown cotton, which is much in demand by retailers. Farmers whe sign up
for the program commit to ensuring that the cultivation of their cotton is certified as traceable, envi-
ronmentally responsible, economically viable and sociaily equitahle.
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RESPONSIBILITY FOR CUSTOMERS AND PARTNERS

The application of crop protection products requires the greatest possible care. Supporting cur custom-
ers and partners in the proper and safe handling of our seed and crop protection products is therefore a
focus of our product stewardship. In this connection, we offer targeted training measures worldwide
particularly for farmers and dealers that are designed tc promote the responsible handling of our prod-
ucts and thus improve safety for users, the environment and consumers. These training measures are
carried out in all countries in which our products are sold. Responsibility for their implementation lies
with the country organizations, which align their training concepts to the needs of the respective coun-
tries.

©® OMLINE ANNEX: 3-8.2-2

We maintained our training activities in the Asia and Latin America regicns in 2015. In India, Crop-
Science trained farmers in good agricultural practice. We teach them how they can enhance the
growth of their produce, use crop protection products effectively and safely, and thus increase the
quality of their harvested goods. This opens up new ways of marketing their products that help
smallholder farmers in particular to gain increased profit from them.

(Qur AgroVida program in Latin America comprises various initiatives with which we have been con-
tinuously increasing the farmers’ safety awareness and specialist expertise for more than 20 years.
Safety training offerings for farmers are an important aspect here. In 2015, for instance, we trained
more than 35,100 farmers in the Andean region and almost 30,400 farmers in the Central America
and Caribbean region (excluding Mexico). Together with the international crop protection associa-
tion CropLife, we also carried out safety training measures in numerous African countries in 201s.

Qur product stewardship measures also include internal employee training measures. Cur Product
Stewardship Policy also provides information on all principles for the responsible handling of our
products, combined with specific instructions for use for our employees and those who work with
our products.

In addition to training activities, we produce manuais explaining the safe use and scope of protective
clothing and the correct storage and disposal of our products, These manuals are available online tc our
customers and partners, an example being the “DressCode” containing information on optimal protec-
tive clothing for the handling of our products. They are also distributed in the afcrementioned training
courses as brochures or information sheets, Furthermore, we offer farmers cut support in implementing
practical steps for user and envirecnmental protection.

Users of our products can contact CropScience through a range of communication channels should they
have complaints or feedback or wish to report any incidents. These include direct contact with cur sales
staff; our hotline, which is printed on all our product packaging; and, for example, in Germany, the
“Agrar Telefon” hotline. All incoming product complaints and incidents are locally compiled and pro-
cessed by the respective CropScience experts. Entries necessitating corrective measures are additional-
ty recorded in a global database. An internal Bayer directive governs the processing, communication
and, if necessary, implementation of corrective measures. Employee training courses aiso take place
regularly here as well.
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CROP PROTECTION PRODUCTS IN THE ENVIRONMENT

Stringent legal regulations apply to the approval and use of crop protection products. They are aimed at
protecting the environment from unwanted side effects, as every farmer’s livelihood depends on an
intact environment and fertile soil. Responsible Care is extremely important in all areas of agriculture to
minimize possible effects and the discharge of crop protection products outside of the treated crops.
Bayer believes its responsibility includes protecting the environment from emissions and optimizing the
safety of its products through extensive stewardship measures.

Protecting water from agricultural emissions and maintaining good groundwater quality are corner-
stones of the responsible use of water as a natural resource. It cannot be completely ruled out in agri-
cultural practice that substances can leach into groundwater ot be emitted into flowing waters and lakes
through surface runoff. Improper disposal of residual liquids foliowing the cleaning of spraying appa-
ratus can also lead te discharges of crop protection products into surface water. The application of crop
protection products is subject to national water protection regulations, including in Europe the require-
ments of the Water Framework Directive. CropScience places particular importance on water protection
and supports agriculture in environmentally friendly land cultivation and the disposal of residual liquids
following the application of crop protection products.

@ ONLINE ANNEX: 3-8,2-3

In the area of water poliution mitigation, we proimote the biological remediation system Phytobac™ é www.bayer.com/
to customers. This is intended to prevent point source discharges of crop protection active ingredi- phytobac

ents into water bodies during the disposal of residual liquids that are generated during the filling and

cleaning of spraying devices. There are already some 3,500 Phytobac™ plants in Europe {primarily in

France).

Erosion and runcff processes on agricuitural land can also lead to substance emissions into adjacent
water systems. In this context, we are collaborating with external partners on the development of a
web-based geoinformation system for water protection in agriculture. This enables the visuatization
of site-related runoff/erosion risks by means of high-resolution risk maps supplemented with suitable
mitigation proposals. It is planned for this system to be used as an advisory too! for water protection
in agriculture.

Pollinator protection is another focus of our product stewardship activities. As a Life Science company
with a long tradition in agriculture and animal health, we know how important healthy bees are — not
just as pollinators for sustainable food production and as honey producers, but also due to the key role
they play in many ecosystems throughout the world. Promoting pollinator health and sustainable agri-
culture is of central importance for our business activity, In our view, protecting honey bees and wild
bees is a matter that concerns society at large; maintaining their heatth is everyone’s responsibility.
Bayer takes its role very seriously in this reqard and wants to make a contribution.

In gur Bee Care Program, we coordinate and combine all Bayer activities in the area of pollinator health & www.beecare.
and pollinator safety in order to advance the development and implementation of suitable solutions. bayer.com
Within the framework of this program, we proactively approach numerous stakeholder groups — includ-

ing industry partners, scientists, farmers, beekeepers, governmental agencies, nongovernmental organ-

jzations and representatives of the food value chain - to improve our networks with them, address their

questions and concerns and seek opportunities for cooperating with them in the area of pollinator

health. Bee Care Centers exist in Germany and the United States for this purpose. In 2015, furthermore,

we entered into a collaboration in the area of bee health in Latin America with the Fraunhofer Chile

Research Foundation. A global Bee Care network has now been built up.
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The Bayer Bee Care Program combines our well-founded knowledge in the areas of animal health and
crop protection so as to contribute to protecting pollinator heaith. The cbjectives here are to:

+ Develop further solutions to promote bee health so that beekeepers can better fight pests and dis-
ease pathogens

« Actively promote the bee-friendly use of our innovative solutions (products, technelogies and ser-
vices) and to enable involved stakeholder groups to ensure bee safety in farming and gardening

» Expand and improve pollinators’ food sources to help offset nutritional deficits

» Openly and actively promote an honest dialogue and transparent communication on pollinator health
with all involved stakeholders

+ Exchange knowledge and specialist infermation with all stakeholder groups and institutions (bee-
keepers, farmers, research institutes, NGos, political decision-makers and registration authorities)

@ ONLINE ANNEX: 3-8.2-4
Bee health is impacted by several factors for which Bayer pursues various solutions.

Bayer is investing in the research and development of a new form of application for products to con-
tro! the Varroa mite, which scientists consider to be the biggest danger for honey bees. Bayer is also
active in setting up flowering areas that can provide pollinators with a rich food source for pollen and
nectar. The treatment of seed is an important step to protect sensitive crop seedlings from pest pres-
sure. In the sowing of treated seed, however, small amounts of insecticide dust that is potentially
harmful to pollinators can be released. Our “Zero Dust” project and further cooperation projecis to
reduce dust emissions help to minimize the dust release.

Bayer is firmly convinced that neonicotinoids are an important insecticide class with beneficial prop-
erties, They are effective against key pests that in many regions have already developed resistances
against other substances. They are especiatly user-safe due to their low human toxicity. Seed treat-
ment with neonicotinoids is an environmentally friendly application technique because it significant-
ly reduces the likelihood that pollinators and other environmental organisms can come into contact
with crop protection products. Bayer is also convinced that neonicotinoids are safe for bees if they
are used responsibly and properly. This was confirmed by risk evaluations performed during market-
ing authorization reviews by the responsible authorities of countries outside Europe. In Europe,
however, Bayer products that contain two of our neonicotineid compounds have been prohibited
since 2013 from use in crops that are attractive to bees. The European Commission has recently in-
structed the European Food Safety Authority (EFsa} to examine all newly available data and reports
from the past two years. The results are expected for the end of z01s.

Bayer has brought the restriction on neonicotinoid use in the £.u. before the Court of Justice of the
European Union in order tc clarify the legal basis of the Commission’s decision. This decision is
based on an assessment by the ErFsa that in turn is based on neither a validated nor an officially rec-
ognized risk assessment system. With a view to future investment decisions, the company is primari-
ly asking that the court clarify the requlatory framework.
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The products of Cevestro satisfy the most siringent of safety requirements. This does not just apply to
those chemical substances subject to standard review in accordance with the European rReacH Regula-
ticn. Within the context of the voluntary Global Product Strategy (Gps} of the chemical industry, we also
assess the substances we use and reduce potential health and environmental risks that could result from
our chemicals. The preduct safety assessments apply to the entire life cycle of a product - from research
and procurement through production and logistics to application, disposal and recycling. Our product
stewardship does not end at the company gate, but also inclzdes suppliers, customers and partners. Gps
is accessible at Covestro through the “Product Safety First” internet portal, and is available worldwide
in seven languages. Through this website, we inform customers and other stakeholders about cur activi-
ties and product safety assessments.

® ONLINE ANNEX: 3-8.3-1

A product safety assessment at Covestro takes place in several steps: first, chemicals that are sub-
ject to statutory regulations are identified and the corresponding laws compiled. Then we examine
their risk potentiat to obtain a basis for the effective minimization of risks. Such steps can include
proposals for technical measures such as protective clothing, or marketing restrictions. Finally, we
produce the legally required material safety data sheets, technical information sheets and labeling
for the chemicals. Here we go heyond the extent prescribed by law and also produce these docu-
ments for chemicals that are not subject to this statufory obligation. All product groups undergo
this process.

For especially important products such as mpi, b1, polycarbonate and pelyether, Covestro additionally
works with associations to draw up environmental product declarations and eco-balances certified ac-
cording to 150 14040 and 14044 based on industry averages.

Covestro follows the scientific discussion about the chemical bisphenol a (BPa}, a feedstock for various
plastics with a controversial public profile. Critics are concerned that health risks could result for users
if traces of BFa are released from polymers. As documented by numerous scientifically vaiid studies,
we are convinced that Bpa can be safely used in its existing areas of application — especially those that
involve contact with food. This assessment is consistent with evaluations by the authorities responsible
for food safety in Europe, the United States, Australia, Japan and other countries. In cooperation with
the PlasticsEurope association, we work to make the discussion more objective and more strongly
based on scientific analysis. Covestro actively participates in this dialogue and informs customers and
the public via the internet.

9. Safety

Safety management and the centinuous development of a safety culture are a cornerstone of corporate
responsibility in the Bayer Group. Preventing accidents and incidents in day-to-day work, when operat-
ing production facilities, and on work-related travel and transportation routes where pecple or the envi-
ronment could suffer harm or damage has top pricrity for us. Responsibility for health, safety, environ-
mental protection and quality (HSEQ} thus lies directly with the Bayer Board of Management. Qur HSEQ
activities are geared toward ensuring eccupational health and safety, the smooth and safe operation of
our facilities, and the safe transportation of our products. In this way, we also reduce running costs by
avoiding damage and disruptions to work and production.
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[T See Chapter 10.1

Group target 2020:
reduction of 35% in
occupational safety
incident rate {RIR)

[ See aisc Chapter
1.4 for Group
@argets

At the Group level, responsibilities and framewoerk conditions for HSEQ are regulated through appropri-
ate directives such as our new Bayer Group Regulation “Safety at the Bayer Group.” Operationat re-
sponsibility lies with the boards of management/executive boards of the respective subgroups and
service cempanies and the corresponding line erganizations, which have their own management sys-
tems, committees and working groups to steer HSEQ. Continuous review and revision of directives and
regular internal audits and external certification processes ensure ocur HSEQ management systems at all
sites meet the specific requirements in each case.

Qur safety management is based on four pillars:

Safety Pillars [Graphic 3.9.11

Act SAFE, Respect LIFE!

Occupational Health Process
E Safety & Plant Safety

Transportation Safety Product Stewardship

Behavioral Safety Initiative

9.1 Occupational Health and Safety

We regard safequarding the occupational health and safety of our employees and of contractors and
suppliers working on our company premises and under the supervision of Bayer as one of our core
tasks. This entails preventing work-related accidents and occupaticonal illnesses, identifying and as-
sessing potential hazards, maintaining comprehensive risk management and designing a healthy work-
ing envircnment.

The rate of occupational injuries with lost workdays at Bayer has been faliing for several years. In zo15
intensive training and awareness-raising once again helped enable the Bayer subgroups and service
companies to report an cverall reduction in injury figures.

We record all injuries to Bayer employees requiring medical treatment that goes beyond simple first aid.
These are indicated by the Recordable Incident Rate (rir), which inciudes both injuries with lost work-
days and those without. In 2015, this rate dropped to 0.42 cases per 200,000 hours worked (2014: 0.43)
throughout the Group, correspending to 543 occupational injuries worldwide. This means that, in statis-
tical terms, one recordable incident occurred for around every 476,000 hours worked.

The rate of recordable occupational injuries with lost workdays {LTrI®, Lost Time Recordable Incident
Rate) also fell. In 2015, it stocd at 0.21 {2014: 0.22).

Regrettably, two Bayer employees lost their lives in work-related accidents in 2015. One employee was
killed in a plane crash. Another employee suffered serious burns in a work-related accident at the
Chempark Leverkusen site and later died in a hospital. Investigations into the causes of the latter inci-
dent are still ongoing.
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Occupational injuries (Tahle 3.9.11

Occupatianal injuries to Bayer employees with

lost warkdays (LTRIR) Gl 0.27 0.26 0.22 021 B

Recordable occupational injuries to Bayer -

employees (RIR) 0.56 0.49 0.47 0.43 0.42

Fatal injuries (total) 3 2 2 4 2
of which Bayer employees 2 2 1 3 2

of which contractor employees’

1 —

'Empioyees working for third parties whose accidents occurrad on aur company premises and under Bayer supervision

The injury figures varied both within individual regions and between the various subgroups and service
companies and depended, among other aspects, on employees’ range of activities.

@ ONMLINE ANNEX: 3-9.1-1

Recordable Occupational tnjuries (RIR *} by Region [Table 3.9.1-11
Europe B 0.56 0,72 0.62 0.460
Nearth America 0.53 0.49 0.64 0.58
Asia/ Pacific 021 0.20 014 Toz
{atin Amarica/Middle East/Africa 054 0.40 0.33 0.41
Total 0.49 0.47 0.43 0.42

! RIR = Recordable Incident Rate

Cases of occupational illness are recorded by us in the countries in which this is legally permissible and
are also included in the LTRIR parameter, irrespective of whether they are included in the occupational
diseases listed in international registers.

As in previous years, we hardly recorded any sector-typical accidents involving contact with chemicals
in 2015. The absolute number of injuries with lost workdays continued te decline. A significant propor-
tion of our work-related accidents and injuries have behavior-linked causes. To increase the focus on
this area, the Bayer Safety Council headed up by the Chairman of the Board of Management launched
the Behavioral Safety initiative and the program was rolied out in the subgroups in 2015. The subject
was also the focus of our annual global Safety Day in 2015.

(& ONLINE ANNEX: 3-9.1-2

The Behavioral Safety initiative focuses on the promotion of safety-conscious conduct among em-
ployees. Behavioral safety involves identifying and preventing unsafe werking practices and reinforc-
ing and consolidating safe working methods at all levels. This approach is by no means limited to
production but also covers areas of work such as research & development, marketing & sales and ad-
ministration. The initiative is rolling out a comprehensive behavieral safety program in the sub-
groups. The first step of this process involved carrying out an assessment of the existing safety cul-
ture at all CropScience production sites in 2015, while the focus at HealthCare was on sites with the
biggest impact on safety performance. At Covestro, a pilet project was conducted at the site in Ant-
werp, Belgium. As a next step, all subgroups carried out both basic training courses for employees
and manager training courses on behavioral safety at a number of these sites. The successfully
iaunched program will be intensified next year.
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We are committed to maintaining and promoting employee health and performance through targeted
shaping of the working environment. As part of our occupational health management activities, we offer
numerous preventive measures, ranging from ergonomic workplaces and stress management to incen-
tive systems to promote healthy behavior. This also includes support for treating illnesses or reintegra-
tion measures.

As Bayer is active in countries with major differences in health care infrastructures and legal frame-
works, the needs and options in health prometion vary. Bayer aims to provide employees with access to
adequate, affordable and targeted health offerings such as regular medical check-ups, sports programs,
help in overcoming iliness and on-site medical care.

Qur employee representatives are included in operational health management and are actively invoived
in its development.

() ONLINE ANNEX: 3-9.1-3

At the Bayer European Forum — 2 joint committee of representatives of management and employees
- hoth parties signed the Luxembourg Declaration on Workplace Health Promotion in the E.U.. Ac-
cording to the declaration, workplace health promotion covers all joint measures by employers, em-
ployees and society to improve health and well-being in the workplace. The objective of the network
is to identify and disseminate best practices on the basis of continuous sharing of experience. So far
around 200 European companies have signed the declaration.

Group-wide initiatives to foster employees’ health and maintain their employability in view of the rise
in the retirement age include, in Germany, the General Works Agreements on lifetime working and
demographic change and on shaping demographic change for nonmanagerial employees at Bayer.
These innovative agreements contain measures to reduce the workload of shift workers from the age
of 55 and of all other nonmanagerial employees in Germany from the age of 57 and ease the return
to work of nonmanagerial employees after long-term illness, along with an extensive hezlth screen-
ing program for all empioyees. In 2015, More than 97% of those who were eligible took part in the
program fo reduce the workload of older employees.

9.2 Process and Plant Safety

We aim te design and operate our processes and facilities in such a way that they do not pose any inap-
propriate risks to employees, the environment or the community. To improve the safety of cur produc-
tion facilities and processes worldwide, Bayer is continually working to further develop the safety cui-
ture and the corresponding standards for identifying and evaluating the associated risks. At the same
time, we promote the skills of relevant employees on a regular basis. The corresponding Bayer Group
Regulation “Process and Plant Safety” specifies globally harmonized procedures and standards.

(® ONLINE ANNEX: 3-9.2-1

In a key move to maintain and raise safety awareness, the globally binding training program for all
Bayer employees who are able to influence process and plant safety in their work environment has
been further enhanced. The process and plant safety training program is firmly anchored in the sub-
groups’ HSEQ management systems. Both traditional and web-based training has been established
for tradespeople and chemical technicians in the production facilities.
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The organization and staffing levels of the Bayer Group’s central competence center for process and
plant safety, together with the Group u5EQ Platform for Process and Plant Safety, in Leverkusen, Ger-
many, have heen strengthened. Together with the regional competence centers in Shanghai, China, and
Kansas City, Missouri, United States, it works closely together in a professicnal network with plant
safety experts from production sites all over the world. To improve our risk analysis process, an addi-
tional systemn audit on the confent and completeness of our safety reviews was conducted this year on a
trial basis. This quality improvement measure is due tc be rolled out across HealthCare and Crop-
Science next year and will be mandatory.

® ONLINE ANNEX: 3-9.2-2

Qur experts work in international working groups of the European Chemical [ndustry Council {CEFIC}
and the American Petroleum Institute with the goal of developing a giobal reporting standard for key
performance indicators in plant safety. We also are invelved in an intensive exchange of experiences
nationally and internationally in this area at an industrial level.

A globally standardized xpi for plant safety incidents, Loss of Primary Containment (LoPC), applies to all ~ Group target 2020:
Bayer plants and is integrated into Group-wide safety reporting. LoPC refers, for example, fo chemicals ~ reduction of 30%
in amounts above defined thresholds leaking from their primary container, such as pipelines, pumps, 'S';f'::;cl?; dﬂeﬂnfisplant
tanks or drums, and is thus an indicator of incidents in production facilities. We use the LoPC Incident (LoPC-iR)

Rate (LoPC-1R) to determine the number of LoPC incidents per 200,000 working hours in areas relevant

to plant safety. In 2015, this was 0.22 (2014: 0.23}. I See also

Chapter 1.4 far
Group targets

Rate of Plant Safety incidents {LoPC-1R} [Table 3.9.21
LoPC-IR {Loss of Primary Containment Incident Rate) 0.38 035 0.23 0.22

More information on the procedures in the case of LoPC incidents can be found in

(® ONLINE ANNEX: 3-9,2-3

The causes of every reported incident are carefully analyzed. The evaluations indicate areas where
there is room for further improving the safety of existing facilities. The results of the cause analysis
are published across the Group. The introduction of both the LoPC-1r parameter and the globally es-
tablished training program mentioned above is helping us raise employees’ safety awareness.

The reporting level is set so low that even material and energy leaks that have no impact on employ-
ees, neighbors or the environment are systematically recorded and reported. This approach is in line
with our commitment to maintaining the integrity of our facilities at all times.

The global, comprehensive Bayer Emergency Response System {BayERS) is an overarching early warn-
ing system for the Group. The subgroups and service companies have integrated their internal reporting
procedures into BayERS and adapted them to it.

@ ONLINE ANNEX: 3-9.2-4

The handling of unusual incidents is the responsibility of the local crisis organization/emergency
response team. For this purpose, organizational precautions with defined responsibilities and proce-
dures have been implemented at the sites/in the countries. Depending on the situation, these involve
business partners and the local community around the sites.
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9.3 Transportation Safety

Great importance is attached te transportation safety within the Bayer safety culture. This applies to the
transportation of materials on public transportation routes, particularly in the case of hazardous materi-
als. This includes various processes such as loading and unloading, classification, labeling, packaging
and selecting the right logistics partners.

In a dedicated Bayer Group directive, we have defined procedures that ensure all transported materiais
are handled in line with applicable regulations and the potential hazard they pose. Logistics service
providers are selected following a defined procedure, and their fulfillment of safety and quatity stand-
ards is assessed. Under the directive, people responsible for transportation safety are appeinted in every
organizational unit concerned. As part of our Responsible Care activities, transportation safety instruc-
tions are also drawn up and distribution safety audits performed for nonhazardous materials. We thus
go beyond what is required under transportation legislation. Bayer’s objective is to achieve an appropri-
ate and equally high standard of nszq throughout the world and to continuously improve this, particu-
larly regarding transportation processes. The transportation safety.and security management of our
subgroups is part of the audit system of the Bayer Group detailed in the Bayer Group Regulation
“Health, Safety, Environment and Quality (HsEQ) Audits,” which was updated in 2015.

The subgroups have also set up a network of transportation safety experts and users with practical
experience to share and harmonize know-how and procedures for transportation and distribution safety
and security including emergency respense management and incident reporting. The Transportation
Safety Platform acts as a global forum for exchanging information and standardizing procedures be-
tween the subgroups. In 2015, the platform focused, for example, on regulations management, training
in transportation safety and use of this worldwide, the review of internal process instructions and the
evaluation and selection of our logistics service providers.

In total, well over one million transport movements took place in 2015. Despite our extensive safety
precautions and training activities, residual risks remain and can result in transport incidents. We
classify critical incidents during the transportation of our products as transport incidents, These in-
clude accidents that cause personal injury or significant damage fo property and environmental impact
through the release of substances or leakage of hazardous materials. We record transport incidents
using defined criteria. Assessment is based on the spilled load, graded according to the volume and
dangerous goods class, personal injury and blocked transportation routes. We take into account both
our own chemical transport movements and those we commission and pay third parties to perform on
our behalf. We carefully analyze and evaluate all transport incidents so that adequate steps can be
taken to prevernt a recurrence.
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TRANSPORT AND ENVIRONMENTAL INCIDENTS

The number of transport incidents in 2015 was 12, the same as last year. These were mainly traific Group target 2020:

accidents. reduction of 30% in
transport incidents

In recent years most transport incidents occurred at Covestro. For this reason, as a Life Science
comparny Bayer wiil refrain from continuing with the relevant Group target in the future. Instead, we
shall endeavor to minimize the number of such incidents through preventive measures.

[I1 See also Chapter
1.4 far Group
targels

@ ONLIME ANNEX: 3-9,3-1

Transport incidents by Means of Transport [Table 3.9.2-11
Road ] 4 8 1 11
Rail K 0 ) 7 :
Infand waterways (T 0 - 0 ] 0
Sea B 0 0 3 o 0
Air ' 0 ' 0 Q
Pipeline 0 0 0 0 0
Total 7 4 L)l 12 12

The number of environmental incidents fell from four to two in 2015. Bayer uses the term “environmen-
tal incidents” to define incidents in the course of our business activities that result in the release of
substances into the environment. Factors that determine whether there is a reporting obligaticn include,
in particular, the nature and quantity of the substance, the amount of damage caused and any conse-
quences for nearby residents. In accordance with our internal voluntary commitment, we report any
leakage of substances with a high hazard potential from a quantity of 100 kg upward.

(@ OMLINE ANNEX: 3-9.3-2

Number of Enviraonmental Incidents [Tanble 3.9.2-2]

3 5 il 4 2

Environmental incidents

In total there were 13 incidents reported in 2015, one of which had te be classified both a transport and
an environmental incident. A detailed overview of the transport and environmental incidents can be
found in the table below.
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(@ ONLINE ANNEX: 3-9.3-3

Environmental and Transpert Incidents 20157

Bayer Annual Report 2015

ITabie 3.9.2-3}

Environ- Personal
mental Transport infury
Cevestro, lllinois, United States, January 15, 2015
At a truck parking lot, approximately 7,600 liters of 36% hydrochleric actd escaped from a feaky
tanker and entered a wastewater pipe, from where it continued in a diluted form into the
wastewater treatment system. Mo injuries or hazards occurred. X No
Covestro, Hubli, india, January 18, 2075
Approximately 1,200 kg of product (hazardous polyisacyanate} leaked from a truck in a transport
incident. Specialist staff ensured expert cieanup and disposal. X No
Covestro, California, United States, February 7, 2015
A tanker was accidentally overfilled during loading, resulting in around 1,150 liters of TDI
{hazardous material} leaking intc the collection area of the filling statien. No injuries or hazards
occurred. X No
Covestro, Ward Creek, United States, May 31, 2015
In an accident, an overturned truek tractor lost 1,500 liters of MDI, which spilled onto the road and
into the surrounding area. This accident was also ciassified as an environmental incident, The
product was cleaned up in a professionat manner. Ne injuries occurred. X X No
Covestro, Helsinki, Finland, June 4, 2015
An IBC? was damaged in a vehicle transport incident at a site belonging te the postal service. An
unquantified amount {maximum capacity of the IBC 1,000 kg} of Bayhydrol escaped. 24 people
were endangered by the product leak, 12 of whom underwent hospital examinations as a
precaution and were discharged the same day. The product was cleaned up and disposed of in a
professional manner, X Mo
Covestro, Budapest/Sibiu, Hungary, June 8, 2015
The driver of a tanker was killed in a traffic accident. No product was spilled. X Yes
Covestro, Antwerp, Belgium, August 18, 2015
Due to incorrect operation during transfer between a tank container and a flexitank, the flexitank
burst and lost approximately 6,000 kg of Desmophen {nat a hazardous material). No injuries or
hazards occurred. X No
Covestro, Dormaqgen, Germany, September 3, 2015
During unloading, around 150 iiters of nitric acid {hazardous material) were accidentally spilled.
An employee wha came into contact with the acid was treated at a hospital as a precaution and
was then able to resume work. An investigation into the impact on the environment was initiated. X Yes
Covestro, Laredo, United States, September 28, 2015
A forkiift truck pierced a drum filled with Desmodur (TDI}. 150 kg of the product spilied onte the
loading ramp. The product was cleaned up and dispesed of in & professional manner, X No
Covestro, Seelze, Germany, September 30, 2015
Approximately 100 liters of 30% hydrochloric acid escaped from a leaky rail tank car. No injuries
or hazards occurred. An investigation into the incident was initiated. X No
Covestro, Cologne, Germany, October 28, 2015
While a truck was being loaded, a forklift truck accidentally pierced a drum filled with Desmodur
(hazardous material), 150 liters of the product spilled onte the floor of the warehouse and were
cleaned up and disposed of in a professional manner. No persenal injury or envirgnmental damage
occurred. X No
Covestro, Martinsburg, United States, December 9, 2015
A truck driver noticed a leak in his tanker. This was caused by a leaky drum filled with Desmodur.
The fire department was notified and cleaned up the spilled liquid on the road surface using
hinding agent. The remaining product was transferred to a new drum. X No
Covestro, Charleston, United States, December 16, 2015
Almost 1,00 titers of a polyalcohol spilled from a tanker truck in a traffic accident. The fire
department sealed up the spillage, thus preventing release into the environment. The driver of the
truck was injured in the accident and treated at a hospital. X Yes

' Standard practice at Bayer is to record every fatalily reported to us relating to our business activities. A difference between the naumber of fatalities in Table 3.9.1
(occupational injuries) and Table 3.9.2-3 may occur because for occupational injuries, by delinition, we indicate only fatalities of Bayer and contractor employees who were

under immadiate Bayer supervision.
7 18C (intermediate bulk container)
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The following incident was recorded and analyzed, but is not classed as an environmental or
transport incident according to Bayer criteria.

Further Incidents Not Considered Environmental or Transport Incidents under Bayer Criteria iTable 3.9.2-4
Location of the incident Description Camments

CropScience, Muskegon, Small quantity of product At the Muskegon site, a small quantity of product entered
United States, entered the municipal the municipal wastewater system. The local community
QOctober 5, 2015 wastewater system complained about the ador this caused. The responsible

authorities were notified as a precaution. There were no
hazards. Due to the low quantity, the incident is not
classified as an environmental incident,

10. Environmental Protection

Bayer takes its responsibility to protect the environment very seriously. We are continuously working to
reduce the environmental impact of our business activities and find innovative product solutions that
benefit the environment. Our environmental standards apply worldwide.

An efficient approach to raw materials and energy is now both an ecological and economic imperative.
Eco-efficient processes help reduce envirenmental impact and at the same time cut the costs associated
with materials, energy, emissions and disposal.

Our use of energy sources, water and other resources, as well as the emissions and waste we generate,
are determined to a great extent by just a few factors. Our product portfolio and demand for our prod-
ucts determine the use of materials and energy. At the same time, we continuously improve our produc-
tion processes to make them more resource-friendly and lower the emissions they generate. We meas-
ure how efficiently we use our resources in relation to manufactured sales volume, which does not in-
ciude intermediates.

Responsibilities and framework conditions for health, safety, environmental protection and quality
(HSEQ) are stipulated at the Group level, with Group regulations, targets and performance indicators
(xp1s), among other things, serving this purpose. In the field of environmental protection (from, for
example, resource use to air, water and soil emissions and waste generation), operational management
takes place at the subgroup level, with the aid of H5EQ management systems, committees and working
groups.

Our commitment to environmental protection, health and safety extends beyond the scope of legal
requirements. [t includes factoring in envircnmental aspects in a particular way and performing a volun-
tary ecological assessment for capital expenditure prejects exceeding €10 miilion. In the case of acqui-
sitions, we examine prior to the transaction whether the applicable environmental and occupational
safety regulations and fundamental employee rights are complied with at the production sites in ques-
tion.
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[1] See Chapter 7

10.1 International Standards and Certifications

To maintain high HsEq standards throughout the Group, Bayer has established appropriate manage-
ment systems that are aligned to acknowledged international standards and are reqularly evaluated
and updated. They form an integral part of all our business processes. Regular upkeep of the man-
agement systems and appropriate training and certification also demonstrate our commitment to the
chemical industry's Responsible Care™ initiative and in particular the guidelines of the Responsible
Care Global Charter.

With regard to the coverage of our business activities with #SEQ management systems based on ener-
gy consumption, in 2015 around 96% of our production sites featured an HSE management system
audited by Bayer. Some 939 of our entire business activities were certified externally to at least one
internationally recognized standard. As part of a Group-wide certification plan, it is planned, by 2017,
to achieve virtually complete coverage based on energy consumption by external standards in both
environmental and occupational safety management. One hundred percent coverage is not feasible
owing to the frequent changes in our site portfolio.

Standards and Certifications in % of Business Activities {Based on Energy Consumption) {Table 3.10.11
Certification to external standards
IS0 14001 certification/ EMAS validation 66 e 84 91 93
" Certified to OHSAS 180077 T 30 30 4 )
Certified to ISQ 500012 - - - 40 47
Degree of coverage with certification to at
least one of the above standards &7 89 90 95 93

HSE management systers internakly
audited by Bayer
HSE management systems audited by Bayer 99 99 99 94 $6

1 The rise in 2015 is due to enhanced OHSAS 18001 certification at Coveslro sites,
? Group values determined from 2014 onward

All subgreups also have industry-specific international quality management systems such as 150 001,
150 17025, 150 13485 or 6MP (Good Manufacturing Practice). Group-wide, the coverage by this kind of
certification is over 98%. More information about quality management in the various subgroups can be
found in Chapter 7 “Procurement, Production, Logistics, Distribution.”

10.2 Energy Consumption

In 2015, we succeeded in reducing the Group’s total energy consumption by 2.5% to 83.2 petajoules.
Basically, we differentiate between primary energy consumption — mainly of fossil fuels for our own
generation of electricity and steam — and secondary energy consumption that reflects the purchase of
electricity, steam and refrigeration energy and the use of process heat.
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Primary energy consumption fell by 5.794. This was mainly due to the reduction in natural gas, which
was primarily achieved through more efficient facility operation at the Uerdingen site in Germany. The
use of coal was approximately at the same tevel as the previous year, while consumption of liquid fueis
and other primary energy sources was reduced. Waste utilization was significantly higher than the
previous year, mainly owing to the use of liquid waste as a source of energy at Covestro’s site in
Caojirg, China. Secondary energy consumption rose by 1.1%. The use of electricity dectined, while
consumption of steam and process heat was higher than in 2014 (see Table 3.10.2).

The drop in total energy consumption (primary and secondary energy sources) was mainly caused by
lower energy needs at the Leverkusen and Uerdingen sites in Germany. Moreover, the partiat shutdown
of production facilities at the Belford Roxo site in Brazil also contributed to a reduction in total energy
consumption.

In 2015, Bayer’s manufactured sales volume rose by 2.7%. We were able to slightly improve our Group target 2020:
energy efficiency, which we define as the total energy consumption in megawatt hours (MWHh) per improvement of 10%
metric ton of manufactured sales volume, from 3.37 MWh/t in 2014 to 3.34 MWh/t in 2015. This ;r;ﬁiirz::;w'de energy
development confirms the trend of a decoupling of manufactured sales volume from energy con-

sumption identified in previous years. This brings us closer to our Group target of improving energy [ See also Chapter

efficiency by 1090 by 2020. 3.4 for Group
targets

Energy Consumption in the Bayer Group [Table 3.10.2]

Primary energy consumption
for the in-house generation of

electricity & steam (TJ) 50,096 49,047 47,582 45,572 42,996
Natural gas ' 31162 30,411 29.796 31,580 28,813
Coal ' i 16,776 15,954 15,094 12611 12,755
Liquid fuels 660 456 416 427 350
Waste 515 1,005 1,282 833 1,623
Other! 983 1,021 994 127 {445)

Secondary energy consumption

(net, TN 34,846 34,137 33,266 39,745 40,186
Electricity’ 25,475 25,849 25,560 27,177 25,977
Steam 1,054 {121} {801) 3,579 4,694
Steam from waste heat (process heat) 9,000 9,144 9,144 9,639 9,974
Refrigeration energy {683} {735) (839) {650) {459}

Total energy consumption (T#) YT 83784 80,848 85317 83182

Energy efficiency® (MWh/D 3.63 350 3.44 397 3.34

' £.9. hydrogen

 Secondary energy consumption for electricity is based on the raw material mix of the country concerned.

3 Energy efficiency is the quotient of tolal energy consumption and manufactured sales volume. For Coveslro, this includes neither the secondary
products sodium hydroxide solution and hydrochloric acid generated in production nor rade products,
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é www,bayer.com/
CDP-climate

Group target
Covestro:
improvement in
production process
technology to
achieve better
energy efficiency

é www.bayer.com/
COV-production

{11 See also Chapter 4

More than 90 of our own energy generation comes from cembined heat and power processes.
These efficient power plants convert approximately 8oes of the fuel energy used into electricity and
heat. [n addition, we purchase electricity on the market - through energy exchanges, for example. The
electricity and heat generated and purchased are used in our own production facilities and third-party
facilities {especiaily of Lanxess Deutschland GmbH as the other shareholder of our service company
Currenta). The preportion of renewable energies is determined by the energy mix of our energy sup-
pliers. We comment in detail on these issues in our ¢pp (previously Carbon Disclosure Project) Report.

10.3 Air Emissions

At Bayer, air emissions are caused mainly by the generation and consumption of electricity, steam and
process heat. Qur commitment to greater enerqy efficiency helps reduce both costs and emissions. We
also aim to contribuie to climate protection on several levels. We have set ambitious targets for resource
efficiency and established relevant measures across the Group.

Our commitment is divided into three areas:

1. More efficient preduction: we aim to reduce the emissions of greenhouse gases in our own produc-
tion facilities by increasing energy efficiency, using combined heat and power generation in our power
plants and developing and marketing new, more climate-friendly technologies. Thanks to our own ener-
gy managerment systems and production and process innovations, considerable resources have heen
saved in recent years. Energy efficiency projects resulting from strRucrese™ (Structured Efficiency
System fcr Energy) implemented since 2008 lead to annual savings. Taking into account al sustainable
savings effects since the system was introduced, these savings amounted to 1.55 million MWh in the
area of primary energy consumption in 2015,

2. Reducing emissions using market solutions: our products play their part in saving energy and con-
serving resources in many different ways. We are able to help our customers in the areas of building
insulation, lightweight construction and agriculture in particular. We provide solutions both for reducing
emissions and for adapting to climate change. These include state-of-the-art crop protection products
that enable higher yields, new cultivation metheds such as precision farming and the development of
crops that are better able to cope with stress factors such as extreme temperatures and aridity. You can
read more, for example, about combating the growing threat of malaria - resulting from climate change
- in the CropScience section of Chapter 4 “Regearch, Development, Innovation.”

3. Reducing emissions in nonproduction areas of Bayer: this includes - with the planned reduction of
specific co, emissions of newly registered vehicles te 110 g/km through 2020 - an ambitious reduction
target for our vehicle fleet, optimized logistics and enhancement of the environmentally friendly creden-
tials of our information and communication technologies {Green 7). Through our EcoFleet initiative, co,
ernissions of newly registered vehicles for our global fleet of over 25,000 vehicles were reduced by a
further 7 g/km to 141 g/km in 2015.
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GREENHQOUSE GAS EMISSIONS

Bayer reports all Group greenhouse gas emissions in line with the requirements of the Greenhouse Gas
Protocol {cHG Protocol). Direct emissions from our own power plants, waste incineration plants and
production facilities (corresponding to Scope 1 of the 6HG Protocol) and indirect emissions that result
from the external procurement of electricity, steam and refrigeration energy (Scope 2) are determined at
all production locations and relevant administrative sites.

Dual reporting was introduced in zo15 with the updating of the GHG guidelines for Scope z. According
fo this, indirect emissions have to be reported using both the location-based and the market-based
methods. The location-based method uses regional or national average emissions factors, while the
market-based method uses provider- or product-specific emissions factors. From 2015, we are reporting
for the first time in line with the new guideline, shown retroactively to 2012. To ensure the comparabil-
ity of the data we are additionally reporting according to the previous system once more this year.

Group Greenhouse Gas Emissions® [Table 3,10.31

Mitlion metric tons of COz equivalents

20m 2012 2013 2014 2015

Direct greenhouse gas emissions? 4.23 424 4.09 4.02 4.11

Indirect greenhouse gas emissions?, according to the

previous methed {reparted until 2014) 3.92 4.12 4.29 470 4.64

Indirect greenhouse gas emissions?, according to the

locatian-based method {reported from 2015} - 4.71 4.85 5.03 4.94

Indirect greenhouse gas emissions?, according to the

market-based method (reported from 2015} =1 4.72 491 5.53 5.30

Total greenhouse gas emissions, according to the

previous method {reported until 20714} 8.15 8.36 8.37 8.72 9.05

Total greenhouse gas emissions, according to the

market-based method (reported from 2015)° - 8.96 9.0 9.55 7t

Specific greenhouse gas emissions (t COze/t), according

to the previous methed {reported until 2014)* 0.95 0.98 1.00 1.02 1.09

Specific greenhouse gas emissions {t CO,e/t),

according to the market-based method {reported from

2015154 - 1.06 1.09 1.12 1.19

' Portfolio-adjusted in accordance with the GHG Protocal

2 In 2015, 86.8% of emissions were COz emissi 12.7% N0 emissi just under 0.5% partially lluorinated hydrocarbons and 0.04%
methane.

# Tyaically, COz in incineration processes accounts for over 99%4 of all greenhouse gas emissions. When determining indirect emissions, our
calculations are therefore limited to €Oz,

* Back calcudation using the market-based method is only possible from 2012, as the RE-DISS factors needed for the calculation were only available
for the first time for that year.

5 The market-based method ol the new Scope 2 GHG Protoco! mast reliably reflects the indirect emissions and the success of emissions reduction
measures, so we used emissions volumes caleolated using this method when calculating the total and specific greenhguse gas emissions.

4 Speettic Group emissions are calculaled from the total volume of direct emissions and indirect - calculated using the market-based methad of the
new Scope 2 GHG Protoco! — emissions of the subgroups, including the emissions at the Belford Roxo site and emissions from the vehicle fleet,
both reported for the Group as 8 whole, divided by the manufactured sales volume of the three subgroups in metric tons. Quantities attributable to
the supply of energy to external companies are deducted from the direct and indirect emissions. At Covestro, neither the by-praducts sodium
hydroxide solution and hydrochloric acid generated during production nor trade products are included in the manufactured sales volume.
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The total voelume of Group-wide greenhouse gas emissions rose by 1.7% (Scope 2 market-based) in
2015. Broken down, direct emissions rose by 9,794, while indirect emissions fell by 4.124 (Scope 2
market-based). The rise in direct emissions is largely due to higher nitrous oxide emissions caused by a
significant increase in nitric acid production at the site in Cacjing, China, and to additional emissions
from the incineration of liquid and thermal waste there. Another reason was increased energy consump-
tion by third parties at the CropScience site in Institute, United States.

Graup target 2020: In line with our Group target we are endeavoring to reduce specific greenhouse gas emissions (total
reduction of 20% in emissions divided by the manufactured sales volume) by 20% through 2020. 2015 saw a rise of 6.0%

ifi h . . . . .
;’:zc;;isg;:i: puse {Scope 2 being calculated according to the market-based method) owing mainly to the effects described

above.
[ See also Chapter ® ONLINE ANNEX: 3-10.3-1
1.4 for Group Even though a significant proportion of our direct emissions comes from the generation of energy

targets that is delivered to other companies, we include all greenhouse gas emissions from the conversion of

primary energy sources into electricity, steam or refrigeration energy in our energy balance, in line
with the regulations of the GHG Protocol. Consequently, our absolute figures for greenhouse gas
emissions are higher than the actual emissions resulting from Bayer’s business activities. The level of
specific greenhouse gas emissions is a more meaningful statistic. This indicates only the greenhouse
gas emissions for which Bayer is directly responsible in relation to the manufactured sales volumes
of the three Bayer subgroups.

Greenhouse Gas Emissions by Subgroup and Service Company! fTable 3.10.3-11

Tatal direct and indirect emissions
in million metric tons of CO; equivalents

HealthCare S 0.60 057 057 0.57
CropScience h 0.96 0.99 ‘ 097 T s
Covestro 5.29 5.42 6.27 6.41
Currenta? 1.99 1.92 1.62 1.47

Specific greenhouse gas emissions at Covestro
{metric tons of CO7 equivalents per metric ton of
manufactured sales volume)* 0.93 0.97 1.03 1.10

* The indirect emissions were calculated according to the market-based melhod. Since the RE-DISS loclors needed for Lhis were only available
from 2012 on, the data are only indicated for the past 4 years.

2 Emissions from the Bayer Group's vehicle fleel have been recorded since 2012, but not specifie to any subgroup, and are assigned 1o the
direct Group emissions in Table 3.10.3. In 2015, fleet emissions amounted to 0.14 million metric tons of CO; equivalents.

1 The emissions reporled fer Currenta are attributable to the provision of energy to external companies at the Chempark sites.

4 The by-products sodium hydroxide selution and hydrochlorie acid generated during production ace not included in the manufactured sales
volume, nor are trade products.

5 The emissions from the production site in Belford Roxoe, Brazil, totaling 0.06 million metric tens of COz equivalents, are not included in this
table but are reported for the Group as a whole in Table 3.10.3.

In 2015, the waste incineration plants operated by Currenta generated just under 1 million metric
tons of steam from the incineration of more than 250,000 metric tons of hazardous waste from the
Chempark sites and some external production companies. Compared to using fossil energy sources,
the use of this steam enables appreximately 200,000 metric tons less €0, TO BE EMITTED per year.

The reporting of all relevant indirect emissions resulting from the value chain is bindingly reguiated by
the cHG Protocol Corporate Value Chain (Scope 3) Accounting & Reporting Standard. Following a thor-

ough examination, Bayer has identified nine essential Scope 3 categories, which we report on in detail

in the cpp Report. We take particular account of those emissions where there is significant potential for
reduction e.g. our transport-related emissions resulting from business trips.
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In 2015, the Bayer Group was involved in European emissions trading with 19 plants in total. The
greenhouse gas emissions of these plants amounted to approximately 2.32 million metric tons of co,
equivalents.

OTHER DIRECT EMISSIONS INTC THE AIR

Emissions of ozone-depleting substances {ops) fell by 2c.7%. Emissions of volatile organic compounds
excluding methane (vocs) decreased by 24.0%. The main source of both types of emissions remains the
CropScience site in Vapi, India, which accounts for 55.49% of voc emissions and 94.3% of 0ps emis-
sions. The project initiated there four years ago to reduce these emissions continues to have an impact.
voc emissions fell by a further 38.3%4. 0DS emissions there also decreased, by 21.1%. A central waste
air treatment system will go into operation at the Vapi site during 2016. This wiil bring together the
many different sources of emissions there and cause another significant reduction in these emissions.

Emissions of Ozone-Depleting Substances {QDS)! [Tahle 3.10.41
|
0DS in metric tons p.a. 16.3 16.3 15.7 14.8 n.7

1 Dzone-depleting substances {Q0S) in CFC-11 equivalents

Emissions of Volatile Organic Compounds {¥OCH {Table 3.10.5]
vOC in 1,000 metric tons p.a. 2.9 2.60 2.27 212 1.41
VOC in kg per metric ton of manufactured sales

vejume 0.2457 0.2316 0.2047 0.1864 Q.137¢9

! Volatile organic compounds (VOCI without methene

Emissions of sulfur dioxide fell by 4.1%. Particulate emissions also declined, in this case by 8.9,
caused by reductions at Covestro’s sites in Baytown, Texas, United States, and Caojing, China. Emis-
sions of nitrogen oxides, on the other hand, rose by 2.4% and of carbon monoxide by 2.194. Both
increases could essentially be attributed to differences in the types of coal used at the Uerdingen site
in Germany.

® ONLINE ANNEX: 3-10.3-2

Other Important Direct Air Emissions [Table 3.10.5-1]

1,000 metric tons p.a.

201 2012 2013 2014

co 1.31 1.00 0.94 0.91 0.93
NOx 3.6 107 .51 2.38 2.42
50x 2.27 1.85 132 122 117
Particulates 0.18 0.18 .16 B-E 0.23
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10.4 Use of Water and Emissions into Water

The continuous availability of clean water in sufficient quantities is essential for supplying our produc-
tion sites and the surrounding areas. However, this can no longer be taken for granted in many parts of
the world. We plan to design our water supply in such a way that industrial water usage continues not
to lead to local problems such as a shortage of water for the people living in the area.

Qur Water Position commits us to compliance with international and local legislation and to fulfilling the
strictest requirements worldwide while at the same time ensuring the reliable operation of our produc-
tion facilities. The goal is to protect water as a resource and use it efficiently.

In their respective directives, our subgroups have defined responsible water use, ranging from re-
source-friendly usage to appropriate disposal of wastewater, and anchored implementation in their HsEQ
management systems.

As part of our Water Position, we used the wacsp Global Water Tool™ to identify all Bayer sites that are
located in regions affected or threatened by water shortage. In line with our Group target, these sites
are to establish a water management system with local targets by 2zo17. The sites concerned are ana-
lyzed annually, including an evaluation of their water usage, quality and discharge data. In addition,
site-specific initiatives that enable the reuse of water and thus contribute to reducing water consump-
tion are alsc examined and evaluated. Results of the current analysis show that an effective water man-
agement system is already in place at around 584 of the sites examined,

Although the framework conditions for sites can differ very considerably according to region, some
measures successfully implemented at several sites have already been seen to be effective. These in-
clude both in-house water treatment planis to make river water usable and river water reservoirs to
avoid having to take drinking water from local water suppliers even when water levels are low. Further
effective steps for pursuing the water target include continuous analysis of wastewater in line with site-
specific performance indicators and training new employees in responsible water usage.

Awareness of this issue is being raised through ongoing Group-wide dialogue. Equally important in this
is active participation in forums and discussions on this subject with government officials and other
stakeholders. The next step will be to agree specific measures for the targeted development at those
sites with identified potential for improvement.

Bayer supports the CE0 Water Mandate of the u.n, Global Compact with the goal of working with key
stakeholders to develop sustainable strategies for water usage. In our annual response to the cop Water
Disclosure, we report in detail on our water usage, the company-specific water footprint and the associ-
ated opportunities and risks. This represents a progress report for the cEo Water Mandate.

WATER CONSUMPTION AND USAGE
In 2015, total water consumption in the Group fell by 1.1% to around 346 million cubic meters.

Some 739 of all water used by Bayer is cooling water. This water is only heated and does not come
into contact with products. It can be returned to the water cycie without further treatment in line with
the relevant official permits. The total volume of once-through cooling water was around 240 million
cubic meters in 2015. In our production activities, we endeavor o use water several times and to recy-
cle it. Water is currently recycled at 35 sites, e.g. in closed coeling cycles, or through the reuse of treat-
ed wastewater or the recirculation of steam condensates as process water. A total of 10.5 million cubic
meters of water were reusad in 2015.
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(® ONLINE ANNEX: 3-10.4-1
The diagram shows the distribution of the different types of water usage within the Bayer Group.

Water Use in the Bayer Group in 2015 {million m? {Graphic 3.10.0-1]
) R ,’.!;
Sources of water ﬁ%g /%%6’ g §‘f§f§ﬁ'&%/
— i @%@5 ﬂégﬁ f#%m S
Once-through 240 (76%)
Surface water 292 (81%) — Conling water 252473%) —* cooling water
1 L)
Boreholes/springs 118 (34%) L. fL"SSES due ta cuaporaticn 12 (4%)
rom cooling water circuits
of which 10 (3%}
Lo recycled/reused
Drinking water 1043%) _ | _, Process wastewater 50 (16%4)
supplies with subsequent treatment
. Q,
Other sources 61204} i~ Production? 94 (27%) — , Process wastewater 17 14%)

without subsequent treatment

' The differences between volumes of water consumed and water discharged can be explained, for example, by
unguantified losses due to evaporation, leaks, guantities of water used as raw materials in products and volumes of condensate
generated through the use of steam as a source of energy.

ZSum from production processes, sanitary wastewater and rinsing and cleaning processes in production

Water was essentially obtained from the same sources as in the previous year.

Net Water Intake by Source fTable 3,10.6
Water consumption {milliocn m? p.a.} 411 384 361 350 346
Proportion from surface water {%) 65 44 63 43 61
Proportion from boreholes/springs (%} 31 32 33 32 34

Propartion from public drinking water
supplies (%) 2 2 3 3 3

Proportion from other sources, generally
rainwater (%) 2 2 2 2 2

WASTEWATER AND WASTEWATER DISCHARGES

The total volume of process wasiewater fell by 7.7%. All wastewater is subject to strict menitoring and
analysis before it is discharged into disposal channels. 81.9% of Bayer's process wastewater world-
wide is purified at wastewater treatment plants (Bayer or third-party facitities). Following careful anal-
ysis, the remaining volume was categorized as environmentally safe according to official provisions,
Part of it contained nutrients and was therefore used to water gardens and agricultural land, as in the
previous year.

Volume of Process Wastewater {Taile 3.10.7]

72 65 63 66 &1

Volume of process wastewater {million m?3)

The goal is to minimize emissions into wastewater. Total emissions of nitrogen compounds into
wastewater fell by 26.1% in 2015. The main factors behind this reduction were the decrease in produc-
tion at CropScience’s Dormagen site in Germany and the fact that the denitrification process at
Covestro’s Baytown site in Texas in the United States operated witheut interruption again in 2015.
Discharges of phosphates into wastewater rose by 2.0% in 2015. Total organic carbon (T6€) emissions,
however, decreased by 3.3%4,
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Emissions inte Water [Table 3.10.81
Phosphorus {1,000 metric tons p.a.) 0.08 0.15 a.11 0.10 Q.10
Nitrogen {1,000 metric tons p.a.) 0.53 870 0.69 0.74 0.56
Nitrogen tkg per metric ton of manufactured B

sales volume) 0.0486 0.0624 0.0620 00671 0.0482
TOC (1,000 metric tans p.a.) 150 142 153 1.20 1.6
:I'OC (kg per metric tan of manufactured . o
sales volume} 0.137 0.126 0.138 0.105 0.100
Heavy metals {1,000 metric tons p.a.} 0.0108 0.0098 0.0091 0.0063 0.0064
Inerganic salts {1,000 metric tons p.a.} 926 o 164; 946 - -2.545” ) 927
COC? {1,000 metric tons p.a) T ast 425 458 3.59 3.48

1 Total organic carbon
2 Chemical oxygen demand; calculated value based on TOC figures {TOC x 3 = COD}

10.5 Waste and Recycling

Systematic waste management minimizes material consumption and disposal volumes. Safe disposal
channels with separation according to the type of waste and economically expedient recycling precess-
es serve this purpose. Production fluctuations and building refurbishment/land remediation work also
influence waste volumes and recycling paths.

In 2015, the total volume of waste generated rose by 4,9%. Althcugh the volume of nonhazardous waste
fell by 2.59%, the volume of hazardous waste generated rose by 11.1%». This contrast is largely due to
the re-categorization of fluidized bed ash from the power plant at the Chempark Leverkusen site, which
now has to be classified as hazardous waste. Increased production at the sites in Wuppertal, Germany,
and Muttenz, Switzerland, also led to greater volumes of hazardous waste.

Waste Generated’ [Table 3.10.9]
,

Total waste generated {1,000 metric tons p.a.) 958 1,014 399 896 940

Hazardaus waste generated? i 474 503 467 487 54l

of which hazardous waste from production 354 - 397 417 442 4388

Specific volume of hazardous production waste

(%) 3.23 354 3.77 3.89 418

 Waste gencrated by Bayer only
2 Definition of hazardous waste in accordance with the local laws in each instance

The volume of waste disposed of rose by 5.6%. This increase is mainly due to the construction of new
production facilities at the Knapsack site in Germany. More information about the distribution of waste
accerding to the different means of disposal is available in:
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Waste by Means of Disposal ITable 3.10.9-1)
Total volume of waste dispoesed of?

{1,000 metric tons p.a.) 965 1,021 915 598 949
Propartion removed to langfill (%) 38 36 7 28 26
Praportian incinerated (%) ' 33 33 38 40 39
Propartian recycled (%) 28 29 27 29 7
Others? (%) 1 2 2 3 4

1 Bayer serves as a certified waste disposal plant operator al various sites, At these locations, Bayer disposes nat only of its own waste but also
of waste from third parties {companies not helonging to the Bayer Group). For Lhal reason, the volume of waste dispesed of differs slightly
frem the volume of waste generated by Bayer,

* E.g. passed on (o third parlies (providers/waste disposal companies)

In zo1s, the volume of recycled waste was 295,826 metric tons. Expressed as a proportion of the to-
tal waste disposed of, this represented an increase from 299 in 2014 to 31% in 2015, Site-specific
reasons such as changes to the preduct portfolio, other production volumes, variations in the intensi-
ty of construction measures and recycling projects were key to this.

Hazardous Waste! Generated by Means of Disposal {Table 3.10.9-21

1.000 metric tons p.a.

Total volume of hazardous waste generated? 474 603 467 ) 487 541
Amount removed to landfill 122 175 53 65 75
Amount incinerated frecycled 352 428 414 422 466

" Waste generated hy Bayer only
* Definition of hazardous waste in accordance with the local laws in each instance

RECYCLING

In addition to satisfying economic and environmental criteria, the recycling and treatment of our mate-
rials also has to comply with legal requirements. This results in restrictions, in particular in the areas of
pharmaceuticais and crop protection. Throughout the Group, we are developing oppertunities for recy-
cling within the framework of legal reguiations. Examples of recycling measures provide proof of
Bayer’s commitment to recycling.

& ONLINE ANNEX: 3-10.5-2

Production-related recycling at HealthCare is conducted in line with the requirements of the relevant
production site. When determining the best means of disposal, recycling options are explicitly in-
cluded, and are to be considered preferable to landfilling or incineration.

Material-based recycling is important in CropScience’s active ingredient and intermediate product
production. For reascns of resource efficiency, solvents, catalysts and intermediates are repeatedly
processed and returned to the production process. Since these are recycling steps that are closely
iinked with the process, there is no global requlation. Material-based recycling is regulated separate-
1y at each production site and production plant. In the global process develepment of active ingredi-
ents and intermediates, material recycling is considered an important development criterion. In ac-
cordance with CropScience’s global Environment Policy, all CropScience sites are obliged to prevent,
recycle and reduce waste and dispose of it safely and in line with good environmental practices,
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The subgroups select the best means of disposal for any given waste type at the production site
based on the appiicable national or lecal legal requirements, the technical possibilities available cn
site, environmental protection aspects and the internal hierarchy of waste disposal.

No product-related recycling is possible for the HealthCare portfolic because pharmaceutical prod-
ucts are subject to strict quality requirements. Packaging materials are recycled in line with national
regulaticns as part of the national infrastructure for waste disposal.

CropScience dees not generally take back crop protection products it has sold. Packaging materials
are disposed of or recycled in line with national legislation. In many countries where there is ne legal
regulation, the industry has set up a returns system in collaboration with other providers.

Returns of obsclete stocks of crop pretectien products are only conducted in individual cases where
there is good reason. However, the crop protection product industry has set up voluntary initiatives

in various countries that enable farmers to ensure obsolete stocks are disposed of safely. As part of

its activities in the CropLife association, CrepScience is working with the United Natiens” Feod and

Agriculture Organization {Fao) and the World Bank to support the proper collection and disposal of

obsolete stocks in Africa.

[n its own production operations, Covestro also uses material recycled from plastic waste. These
kinds of high-quality secondary raw materials are used to manufacture certain grades of engineering
thermopiastics. A flame-retardant plastic compound for television set housings, for example, com-
prises 30% recycled pET water bottles.

The Global Sideline Business unit at Covestro sells unwanted plant and toels on the open market,
thus feeding them back into circulation. Approximately 150 tangible assets were sold to third parties
worldwide in 2015. Scrap metal from plants is returned te the material cycle. In 2015, this amounted
to around 1,600 metric tons in Germany alene.

Covestro is actively committed to recycling through its invelvement in associations such as
PlasticsEurope and to the avoidance of plastic granule wastage in industrial plants through the Zero
Peliet Loss initiative. The company is also a shareholder of Bkv GmbH, German industry’s compe-
tence platform for recycling plastic.

Using conventicnal recycling measures, Currenta was able to return approximately 45,000 metric
tons of building materials, FGD gypsum and slag, 14,300 metric tons of metal and 15,800 metric tons
of chemicals such as sulfuric acid and solvents to the material cycle in 2015.

10.6 Biodiversity

Qur Group-wide biodiversity position takes into account influences on bicdiversity throughout the entire
value chain. 1n this position, we commit ourselves to the United Nations Convention on Biclogical Di-
versity and its Nagoya Protecel, which regulates access te genetic rescurces and the fair and equitable
sharing of the benefits arising from their utilization. Qur CropScience subgroup passed an internal
regulation in 2015 to ensure that the company only acquires and uses genetic resources in harmony
with international and applicable national legislation.
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Biodiversity is essential for successful agriculture, as it promotes the resilience of ecosystems. Vari-
ous ecological enhancement measures are under discussion to support resilient ecosystems, such as
planting flower strips to provide a refuge for animals or the more extensive cuitivation of slopes to
protect against erosion. These measures can help farmers improve soil fertility and water requiation
in their fields, or boost the pollination activities of insects and thus increase their yields.

HealthCare also attaches great importance to maintaining biological diversity. As a member of the
Association of Research-Based Pharmaceutical Companies, it supports the association’s position on
the u.N. Convention on Biological Diversity. Among other things, this policy, which applies to all
HealthCare sites, takes into account that the subgroup concentrates on the chemical synthesis of
substances using state-of-the-art technologies in medicinal, combinatorial and computational chem-
istry. Research into naturai substances is not a focal point of its work, accounting for less than 5% of
research projects. If such substances are used during research into new pharmaceuticais, they are
first checked with respect to the Convention on Biological Diversity.

Group-wide directives stipulate that new preduction sites must not be sef up in areas that are protected
by statutory requirements of the countries concerned relating to natural characteristics, biodiversity or
other factors.

@ ONLINE ANNEX: 3-10.6-2

In 2013, Bayer Real Estate, the Bayer Group's real estate service provider, used its globat site regis-
ter to compare the geographical coordinates of relevant production sites against those of internation-
ally recognized protected areas (aASEaN Heritage, Barcelona Convention, UNESCO-MAB Biosphere Re-
serve, Wetlands and World Heritage Convention and Ramsar Convention). This comparison revealed
three sites that are less than three kilometers from the protected areas Schorren van de Benenden
Schelde, Belgium; the Wadden Sea of Lower Saxony, Germany; and Blesbokspruit, South Africa,
respectively. Qwing to major pertfolio changes in the Group (separation of Covestro, formerly
MaterialScience, sale of the Diabetes Care business and acquisition of the consumer care business of
Merck s Co., Inc.} we are planning a new coordinate comparison with an updated range of produc-
tion sites in 2016.

11. Social Commitment

Bayer's funding strategy focuses on people embarking on new approaches to problem-solving in the
natural and life sciences and in the key areas of hezlth, education and basic social needs, with the goal
of sustainably improving living conditions. This also applies to a further focus area, sports and culture.
With our support programs we see ourselves as investors, trendsetters and partners for initiatives and
projects that have model character, a long-term effect and thus the potential to achieve systemic
change.
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The Foundation s Donations Managementi Department within the Corporate Office of Bayer AG is re-
sponsible for strategically aligning and coordinating our socizl commitment, as well as for monitoring
and reporting activities. The Group-wide donation allocation and management regulations form the
basis for this. The country companies, in collaberation with partner organizations such as nongovern-
mental organizations, bear responsibility for implementing a large number of the initiatives. An inde-
pendent panel made up of internal and external judges generaily decides how project funding is allocat-
ed.

In 2015, we invested a total of €51 million (2014: €49 million) in charitable activities worldwide. This

was aimed at improving the quality of life at the company’s various locations and contributing to sclving
social challenges.

Social Commitment in 2015 [Graphic 3.11.11

Health and
aporis and Cultare Basic Social Needs

€ 1 9 million € 1 8 million

€5 million €710 millicn

Cultural affairs Pubfic health, health education,
patient groups

€14 miticn

€6 million

. . N
s Coummunity projects,
volunteering

Bayer sports clubs  —--

€2 million
we - Disaster aid
Education
and Science —‘
€ 1 4: million €2 million €3 million €06 million €3 mittion
Fostering Research Science education Scientific exceliance

of talent projecls in schocls

Further information can be found in
@ ONLINE ANNEX: 3-11-1

HEALTH AND BASIC SOCIAL NEEDS

[n 2015, the Bayer Cares Foundation awarded the Aspirin Social Award to the Jourvie charitable ini-
tiative. The first-place prize money of €15,000 will enable the already successful app for supporting
the treatment of eating disorders to be further developed and disseminated. The feundation entered
into a collaboration with the “Discovering Hands” initiative, which was a prize-winner in 2014. This
will introduce this exemplary social medicine project, which is already established in Germany, to
other countries. Blind women, trained as Medical Tactile Examiners, use their extraordinary sense of
touch to help with the early diagnosis of breast cancer in women. Colombia is the first pilot country
outside Germany. The Latin American Development Bark is another project partner.

Since the Bayer Volunteering Program began in Germany in 2007 and worldwide in 2013, the Bayer
Cares Foundation has provided support for 550 volunteering projects in 65 countries. Through these
projects, employees and citizens work toward improving living conditions in and around the compa-
ny’s sites. In 2015, the foundation brought 100 projects in 38 countries into the program, due pri-
marity to their innovative approaches, providing them with a total of around €304,000 in funding.
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Bayer is involved in an initiative aimed at eliminating or stemming the incidence of 10 negiected
tropical diseases, which threaten the lives of 1.4 billion people, by 2020. We provide medication to
tackle these diseases and participate in collaborations for developing new medicines. The World
Health Organization (WHO), governments, nongovernmental organizations and other companies are
partners in this global initiative. Focal peints that fit in with Bayer’s product portfolio are Chagas dis-
ease, African sleeping sickness, dengue and river blindness.

For mere than 10 years, we have donated our active ingredients for the treatment of African sleeping
sickness and Chagas disease, which is widespread in Latin America, to the wHo free of charge. In
2015, we again supplied one million Lampit™ tablets (active ingredient: nifurtimox 120 mg) to treat
Chagas disease, as well as providing us$300,00c for logistics and distribution. We are also currently
developing a nifurtimox tablet with a lower dosage that will make it easier to treat children with
Chagas disease.

We are pleased to report that the number of patients affected by the type of African sleeping sickness
primarily found in eastern and scuthern Africa is in steady decline. We were therefore able to reduce
the amount of Germanin™ supplied to the wio to 10,000 ampoules worth €114,000 in 2015. We
again provided 300,000 tablets of the active ingredient nifurtimox to be used in a combination thera-
py with an active ingredient from another manufacturer to treat the most widespread, West African
version of sleeping sickness. We also came to an agreement with the wHo to further expand support
for patients in the Democratic Republic of Congo, which is the country most severely affected by
sleeping sickness.

1n a new product development partnership with the Drugs for Neglected Diseases Initiative, we are
examining whether the active ingredient emodepside, which is currently used in veterinary medi-
cine, could alse be used io freat river blindness in humans and thus achieve a significant shortening
of treatment time.

[n 2015, Bayer was once again active in supporting people experiencing acute hardship as a result of
natural disasters. For example, we donated medication and money with a total value of €400,000 for
people affected by the earthquake in Nepal. We contributed money and water purification tablets
with a total value of €25,000 {0 help victims of the floods in Myanmar.

We donated antibiotics with the total value of just under €1.9 million to the aid organization Health
Partners International of Canada (kpIc) for the treatment of pecple in crisis areas and humanitarian
emergencies,

We also made drugs with a market value of just under €1.5 million available free of charge to aid or-
ganizations and authorities in Turkey, Greece and Austria fo treat refugees.

EDUCATEION AND SCIENCE
The Bayer Science & Education Foundation again awarded prizes in 2o1s with the primary goal of
recognizing and raising the profile of pioneering work in life sciences and basic medical research.

Winner of the Hansen Family Award 2015 is the French infection researcher Professor Emmanuelle
Charpentier from the Helmholtz Center in Braunschweig, Germany. She is responsible for key in-
sights in the field of genome editing. [n 2015, the Bayer Early Excellence in Science Award and the
Bayer Thrombosis Research Award - the two prizes that promote young scientists — went to young
researchers from Germany and the United States for their successes in the fields of medicine, biolo-
gy and chemistry, and specifically in thrombosis research.

WATSON LABORATORIES, INC., Ex. 1077, p. 148 of 361



146

Combined Management Repori

11. Social Commitment

GRI
G4-26

Baver Annual Report 2015

The company awarded 187 scholarships to talented students, postgraduates and trainees in the fields
of natural, life and agricultural science and medicine, with the particular goal of enabling projects
abroad. With regard to our support of schools, the “Making Science Make Sense” initiative in the
United States celebrated its 2oth anniversary. This program involves several hundred employees vol-
unteering regularly to visit elementary schools and use everyday experiments to communicate the
fascination and practical importance of science. Bayer implemented similar programs alse aitned at
young pecple in more than 20 countries in 2015,

To this end, our country companies cooperated with museums, universities and other educational in-
stitutions, invited schoolchildren to the company’s own student laborateries or took “research
trucks” to the schools.

In Germany, the focus was on funding innovative feaching projects with a total of €500,000 for 63
specific measures at 57 schools and other educational institutions in 31 towns and cities, plus the
awarding of travel scholarships and support of competitions for scheol students. In addition, the
Humboldt Bayer Mobil, a research laboratory on wheels, regularly visited schools and the four
Baylab student laboratories cffered scheol classes a professional infrastructure. More than zo,coc
schooichildren used these facilities alone in 2015.

Given the huge influx of refugees into Germany, the Bayer Science & Education Foundation has ex-
panded its range of scientific school education programs to alsc target refugee children. Along with
the Berlin Senate and other educational organizations, the foundation launched a unique pilot project
— the Sciencea4life Academy.

For the first time, teaching materials specifically for children with no knowledge of German are being
developed and introduced into science lessons, and teachers are receiving targeted training. Gur
company also offers talented schoolchildren the chance of individualized support in the form of in-
ternships and mentoring. Qur other activities to suppart refugees include a course preparing refu-
gees aged between 18 and 26 for work, involving language fraining and careers advice.

SPORTS AND CULTURE

In 2015, Bayer further expanded its range of cultural activities. We continued to focus particularly on
encouraging young talent, and brought new artists into the stART program. Another key point was to
enable ycung people to have greater access to theater. Bayer Arts & Culture also intensified dialogue
with the public. In total, Bayer staged around 120 events in the fields of music, dance, theater and
the fine arts in 2015.

The “Versionale” competition for theater direction, for example, chalienged creative theatrical and
cultural minds for the first time to develop short stage works on the topic of “Science For A Better
Life.”

The Bayer clubs again made a key contribution to the broad range of sporting activities near the
German sites in North Rhine-Westphalia. The major clubs also became more intensely involved as
professional service providers for the company’s occupational health management. In 2015, the
company previded funding of some €14 million for recreational, disabled and competitive sports ac-
tivities.

Bayer's involvement in professional soccer at Bayer 04 Leverkusen GmbH is not part of its social
sports sponsorship activities because it belongs to the company’s image advertising.
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FISCAL 2015:

i | Another record year for Bayer

e // 'Foeus on the Life Sciences following the successful
- stock market flotation of Covestro
S 5' /'/' __S:ﬁbs‘tantial sales and earnings increases at HealthCare
_’_-‘}__://' _'(j”(jod business development at CropScience despite a weaker
| market env1ronment
. _// Covestro posts strong earnings improvement
// _Group sales €46.3 billion (Fx s portfolio adj. +2.7%)
_ :} - J/EBIT €6.3 billion (+15.8%)
x / EBITDA before special items €10.3 billion (+18.2%)
/ Net income €4.1 billion (+20.0%o)
e :”// Core earnmgs per share €6.83 (+16.0%)

N Forecast for 2016: further growth in sales and earnings
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Group targets 2015:
Profitable growth

[1] See Chapter 1.4
for Group targets

12. Overview of Sales, Earnings
and Financial Position

TARGET ATTAINMENT 2015
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Group sales

EBITDA
before special items

Core earnings
per share

Farecast 2015 Adjusted forecast 20152

Low-single-digit
percentage increase?

Approx. €44 billion

Low- to mid-teens
percentage increase

Low-teens percentage
increase

Unchanged

Unchanged

High-teens percentage
increase

High-teens percentage
increase

2.7% increase’

€46.3 billion

18.2% increase

16.0% increase

1lissuad in Febryary 2015
7 Issued in October 2015
3 Currency- and portfolie-adjusted

FULL YEAR 2015

Bayer had a very successful year in 2015, both strategicaily and operationally. We achieved important
milestones on the path to becoming a Life Science company: In October 2015, we floated our subsidiary
Covestro {formerly MaterialScience) ~ in which we currently hold around 6994 — on the stock exchange.
With the new organizational structure and the realignment of the Board of Management, which took
effect on January 1, 2016, we set the course for the company’s further development. We also successful-
ly continued integrating the recently acquired consumer care businesses in our Consumer Health seg-
ment and continued to invest heavily in our research and development pipeline.

Our operating performance marked another new record in 2015. We registered higher sales and sub-
stantial earnings growth of around 18%, supported also by positive currency effects. HealthCare
showed a convincing performance, with strong sales and earnings growth. This was chiefly attributable
to the very good development of our recently launched pharmaceutical products and to expanded busi-
ness in all Consumer Health divisions. In particular, the products added through the recent acquisitions
contributed additionally to growth at Consumer Care. Despite a weaker market environment, sales at
CropScience were up against the prior year. Earnings aiso rose. Covestro significantly raised earnings,
due mainly to lower raw material costs, while sales receded as expected. Core earnings per share of the
Bayer Group advanced by 16%.

Changes in Saies [Table 3.12.71
%o k4l
Volume +6.8 +4.4
Price +0.4 -1.7
Currency -2.8 +5.9
Partfalia +0.8 +3.5
Total +5.2 +12.
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Group sales advanced by 2.79 on a currency- and portfolio-adjusted basis (Fx & portfolio adj.) in 2018,
to €46,324 million {reported: +12.1%; 2014: €41,339 million). Sales of HealthCare improved by 8.19%
(Fx s portfolio adj.; reported: +19.99%}. CropScience sales gained 1.7% {Fx & portfolic adj.; reported:
+9.29%} against the prior year. Sales at Covestro declined by 5.1% (Fx & portfolie adj.; reported:

+2.8%}.
Bayer Group Quarterly Sales (Graphic 3.12.1]
€ millign
10,352
u 11,879
02 2014 RIS 10,228
2015 12,090
03 POUEN 1,174 - F 9,967
2015 11,036
s 2014 y 10,752
2015 IERECR: ¥ 11,31¢
o 2014 4804 36,535 41,339
o5 o015 4946 #1378 16324

4 1,040 2,000 3400 4,000 5,000 4,000 7.000 2,000 5,000 10,000 11,000 12,000

S22 Germany % Other countries

2014 ligures restated

EBIT of the Bayer Group increased by 15.8% to €6,250 million (2014: €5,395 million) after net special
charges of €819 million (2014: €438 million). The special charges mainly included €280 millicn in ex-
penses for the consolidation of production sites, €227 million in integration costs for acquired business-
es and €212 million in expenses connected with the carve-out and stock market flotation of Covestro.
Further charges included e202 millicn in cosis for efficiency improvements, €91 millien for the revalua-
tion of other receivables, and impairment iosses of approximately e4o0 million in connection with a de-
velopment project. These ameunts were partly offset in EBIT by a special gain of around €300 million
from a litigation in connection with a breach of contract and patent infringement by Dow AgroSciences
(DAS), EBIT before special items rose by 21.2% to €7,069 million (2014: €5,833 million).

EBITDA before special items increased by 18.29% to €10,266 million (2014: €8,685 million). The good
sales development was accompanied by higher k5D expenses (up by around €740 miilion on the prior
year}. Positive currency effects buoyed earnings by about €sgo million. ER1TRA before special items at
HealthCare improved by 19.8% 1o €6,419 million (2014: €5,357 million). This increase was chiefly
attributable to the very good development of business at Pharmaceuticals and Consumer Health
including particularly the contribution from the acquired businessas at Consumer Care - and currency
effects of arpund e250 million. EBITDA before special items of CropScience rose by z.4% to

€2,416 million (2014: €2,360 million}, mainly because of higher volumes and a positive currency effect
of about €220 million, EBITDA before special items of Covestro rose by a substantial 39.8% to

€1,65% million (2014: €1,187 million}, primarily due to lower raw materiai and energy costs and posi-
tive currency effects of €240 million.
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Bayer Group Bayer Group
Quarterly EBIT iGraphic 3.12.21 Quarterly EBITDA Before Special Items [Graphic 2.12.31
£ mitlion € miktion
o 2018 X 2065 o 20148 2,703
2015 N 1,944 2015 I 2,941
2014 1,435 2014 IR 2,176
2 015 E— 1833 ¥ 2015 2,899
2014 &8 1,346 2014 WG 1,977
B 2015 E——— 1565 D 2015 EEEE— 2523
04 2014 EXEEA 549 o 2014 RN 1,829
2015 908 2015 I 1,903
2014 5,395 2014 8,685
o2l g s250 % 045 10,266
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2014 figures restated

After a financial result of minus e1,005 million (2014: minus €981 million), income before income
taxes was €5,245 million (2014: €4,414 million). Affer tax expense of £€1,227 million (2014:

€1,071 million), income from discontinued operations after taxes and noncontrolling interest, net in-
come for 2015 came in at €4,110 million {2014: €3,426 million). Earnings per share were €4.97 {2014:
€4.14), Core earnings per share from continuing cperations advanced by 16.0% to €6.83 (2014: €5.89),
calculated as explained in Chapter 14.3 “Core Earnings Per Share.”

Gross Cash Flow by Quarter [(Graphic 3.12.4] Net Cash Flow by Quarter [Graphic 3.12.5]

£ million € miilion

Q1 2014 HERNS 2,018 o 2014 BER 144

2015 I 2,011 2015 677

M 1.665 2014 1,569

R —— 21z P 2005 ma— 1,950

2014 BB . 1,466 2014 B 1,781

S 205 —— a7 P 2015 pE—— 2,306

2014 1,558 2014 2,203

215 DG 1z P 2015 EA— 1,914

2014 6,707 2019 5,697

Total - og1g 6999 % s 8,847
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2014 figures restated
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Gross cash flow from continuing operations climbed by 4.4% in 2015 to €6,999 million (2014:

€6,707 million}, mainty because of the improvement in EBITDA. Net cash flow {fotal) rose by 18.6% to
€6,890 million (2014; €5,810 million) due to a substantial decrease in additional cash tied up in working
capital. In 2015, we paid income taxes amounting to €1,699 million {2014: €1,835 million). We reduced
net financial debt by €2.2 billion against December 31, 2014, {0 €17.4 billion. The net defined benefit
liability for post-employment benefits - the difference between benefit obligations and plan assets -
decreased from €12.2 billion to €10.8 biilion over the same period, mainly due to a rise in long-term
capital market interest rates for high-quality corporate bonds.

Total assets as of December 31, 2015, increased by 5.29 to €73.9 billion. Noncurrent assets rose by
4.4% to €50,1 billion due mainly to currency effects. The carrying amcunt of current assets climbed to
€23.8 billion, mainly driven by higher trade accounts receivable. Equity increased by €5.2 billion to
€25.4 billion. This was primarily attributable to the net income of €4.1 billion, the €1.5 billion capital
increase at Covestro due to the stock market flotation, the €0.8 billion decline — recognized outside
profit or loss - in post-employment benefit obligations and the exchange differences of €o.7 billion. The
dividend payment of €1.9 billion had an opposing effect. Liabilities decreased by €1.5 billion compared
with December 31, 2014, to €48.5 billion,

Key Data by Subgroup and Segment [Table 3.12.2]
EBITDA
Sales EBIT befare special items?
€ million € million € million € mitlion € milion € million
HealthCare 19,075 22,874 3,470 4,050 5,357 6,419
Pharmaceuticals 12,052 13,745 2,371 2,807 3,699 4195
Consumer Health 7,023 9,129 1,099 1,243 1,658 2,224
CropScience 9,494 10,347 ) 1,806 2,103 2,340 2414
Covestro 11,651 11,982 555 635 1,187 1,659
Reconcillation T 1119 110 1436) (538) 219 (228)
Group ' 41,339 46,324 5,395 8,250 8,485 10,266

2014 figures restated
1 For definition see Chapter 14.2 "Calculation of EBITIDA) Before Special ltems,”

FOURTH QUARTER OF 2015

Group sales in the fourth quarter of 2015 rose by 2.4% (Fx & portfolio adj.) to €11,319 million (reported:
+4.9%}, Sales of HealthCare gained 8.5% {Fx & portfolio adj.) to €5,811 million (reported: +8.6%).
Business in the Pharmaceuticals segment expanded by 9.6% (Fx & portfolio adj.) to €3,571 million
(reported: +9.29), driven by the encouraging development of our recently launched products. Sales at
Consumer Health came in 6.9 % ahead of the prior-year quarter at €2,240 million {reported: +7.7%}.
CropScience sales rose by 5.39% (Fx & portfolic adj.) to €2,439 million (reported: +11.1%) due mainly to
increases at Crop Protection/Seeds. Sales of Covestro fell by 10.6% (Fx s portfolio adj.) to

€2,774 million (reported: -5,99), primarily because of much lower selling prices. On the other hand,
volumes increased slightly.
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I See Chapter 14.3
for an explanation
of the calculation

EBIT of the Bayer Group improved by a significant &5.49% in the fourth quarter of 2015 to €908 million
(04 2014: €549 million), reflecting special charges of €116 million (g4 2014: €442 miliion}. The special
charges mainly included €138 million in expenses for the consolidation of production sites, €114 million
for efficiency improvement measures, €50 million in integration costs for acquired businesses and

€49 million in expenses in connection with the carve-out and stock market flotation of Covesiro. Further
charges of approximately €40 million related to the impairment of a research project. These amounts
were partly offset by a gain of around e300 millien from a litigation. EBIT before specizl items increased
by 3.3% to £1,024 million (g4 2014: €991 million).

EBITDA before special items improved in the fourth quarter of 2015 by 4.0% to €1,903 million {4 2014:
€1,829 million}. This goed business development, especially at HealthCare, was accompanied by higher
reD and selling expenses. Positive currency effects contributed €zoo million to earnings. HealthCare
regisiered a 7.2% improvement in EBITbA before special items to €1,511 million (@4 2014:

€1,409 million). At CropScience, EBITDA befere special items fell by 9.5% to €334 million (a4 2014:
€369 million). Earnings of Covestro climbed by a substantial 18.4%% to €257 million (04 2014:

€217 million).

After a financial result of minus €164 millicn (Q4 2014: minus €347 million), income before income
taxes was €744 million {g4 2014: €202 million). The financial result mainly comprised interest cost of
€67 million (4 2014: €111 million) for pension and other provisions, exchange losses of €67 million
{04 2014: €66 million) and net interest expense of €46 million {4 2014: €148 miliion}. The decline in
net interest expense resulted primarily from interest income of €109 million related to a legal claim.
After income tax expense of €163 mitlion, income from discentinued operations after taxes and noncon-
trolling interest, net income in the fourth quarter of 2015 came to €613 million {94 2014: €224 million}.
Earnings per share improved to €0.74 (Q4 2014: €0.27). Core earnings per share from continuing opera-
tions fell to €1.07 (g4 2014: €1.17). Tax income was recorded in the previous year.

Gross cash flow from continuing cperations of the Bayer Group receded by 10.9% to €1,388 million
{Q4 2014: €1,558 million). Net cash flow (total) moved back by 15.8%% to £1,877 million {Q4 2014:
€2,230 million). The decline was mainly due to the deferred one-time payment of €793 million in the
previous year in connection with the sGC collaboration with Merck & Co., Inc., United States. In the
fourth quarter of 2015 we paid income taxes amounting to €482 million {04 2014: €415 million). Net
financial debt fell by €1.9 hiltion in the fourth quarter of zo15 to €17.4 billion (September 30, 2015:
€19.3 hillion), largely as a result of cash inflows from operating activities and the stock market flotaticn
of Covestro. The net defined benefit liability for post-employment benefits decreased by £0.8 billion
against September 30, 2015, to €1¢.8 billion, mainly due to a rise in long-term capital market interest
rates for high-quality corporate bonds.

Key Data by Suhgroup and Segment [Table 3.72.31
EBITDA
Sales EBIT before special items?
2014 2015 2014 2015 2014 2015
€ millien € million € million € miflien € million € milion
HealthCare 5,351 5,811 550 777 1,409 1,511
Pharmaceuticals N 3,571 o 75 55‘} : 939 - 7777;9”1 7
Consumer Health 2,080 2,240 175 226 470 520
E-rnpScience 2,195 2,439 Lbal 478 369 334
Covestro 2,948 2,774 o 43” 7 ”W(?T?) o 2'17 -“_ZE‘;'
Reconciliation 298 295 (235} (248} (166} (199}
Group 10,792 11,31 549 908 1,829 1,903

2014 figures restated
1For definition see Chapter 14.2 “Calculation of EBITIDA) Before Special ltems.”
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Sales of the HealthCare subgroup rose by 8.1% (Fx s portfolic adj.) in 2015, to €22,874 million (re-
ported: +19.9%). This encouraging growth was driven by our recently launched pharmaceutical prod-
ucts. Business expanded in all divisions of the Consumer Heaith segment. The considerable reported
sales increase was chiefly attributable to business with products acquired from Merck & Co., inc., United
States, and to currency effects.

HeatthCare Quarterly Sales {Graphic 3.13.1}
€ milfion

Q1 2014 BEEES 4,369
2015 B 5,504

2014 4,615

Q2 2015 5,908
3 2014 B 4,740
Q 2015 B 5,651
2014 B 5,351

Q4 2015 BRR 5,811

o 500 1,000 1.500 2,00 2,500 3,000 3,500 4,000 4,500 5,000 5,500 4,800

EBIT of HealthCare advanced by 16.7% in 2015 to €4,05¢ million. This figure reflected special

charges of €600 million {(2014: €331 million), EBIT before special items improved by a clear 22.39% to
€4,650 million. We raised EBITDA before special items by a substantial 19.8% tc €6,419 million. This
earnings growth resulted mainly from the very favorable development of business at Pharmaceuticals
and Consumer Health — at Consumer Health especially due to the contributions from the acquired busi-
nesses — and from positive currency effects of abcut €250 million. Earnings were diminished by in-
creased investment in research and development at Pharmaceuticals and higher selling expenses at
Consumer Health,

HealthCare HealthCara
Quarterly EBIT iGraphic 3.12.21 Quarterly EBITDA Before Special ltems [Graphic 3.13.31
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PHARMACEUTICALS

Key Data ~ Pharmaceuticals Table 3.13.2t
4th Quarter 4th Quarter Fufl Year Full Year
2014 2015 Change 2014 2015 Change
fxbp Fxbp
€ million € million Lyl adj. % € millipn € million % adj, %
Sales 3271 3,571 +9.2 +9.6 12,052 13,745 +14.0 +9.9
7 B - Fxadi. ’ Fx ad].

€ miltian € miltion % ) € miltian € millign L] )

Sales by region

Europe 1,176 1,294 +10.0 +10.0 4,396 4,869 +10.8 1110
North America 735 +12.0 27 2728 3,363 1233 e
Asia/ Pacific ' 884 +13.3 +60 3,778 3,868 472
Latin America/Africa/Middle East 476 ~50  +254 1,650 1,645 203 4159

EBIT 375 551 1469 2,37 2,307 +18.4

Special items (290) (149 (286) (254)

EBIT before special items’ o s65 700 +5.3 T 287 3,061 +152

EBITDA' 678 884 +304 3,446 3987 4157

Special items T 2w aen 253 (208

EBITDA before special items? . 939 991" +5.5 e 3,66;7 4,195 +13.4

EBITDA margin before special items’ 28.7% 27.8% 30.7% 30.5%

Gross cash flow? 843 546 -35.2 2,745 2,737 -0.3

Net cash flow? 1,719 784 -54.4 3,266 2,863 -12.3

Fx B p adj. = currency- and portfolio-adjusted; Fx. adj. = currency-adjusted
 For definition see Chapter 14.2 “Calculstion of EBIT{DA) Before Special ltems.”
2 For definition see Chapter 14.5 “Liquidity and Capital Expenditures of the Bayer Group.”

Sales of the Pharmaceuticals segment climbed by a substantial 9.9% (Fx s portfclio adj.) to

€13,745 million. This very good performance was driven by our recently launched products Xarelto™,
Eylea™, Stivarga™, Xofigo™ and Adempas™, which posted combined sales of €4,231 million (2014:
€2,908 million}). Qur Pharmaceuticals business registered encouraging growth in ali regions on a cur-
rency-adjusted basis. Business developed especially well in Germany, Japan and the United States.
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Best-5elling Pharmaceuticals Products [Table 3.13.3]
2014 2015 Change 2014 2015 7 Change
Frad), Fx adj.
€ miltion € miltion U % € million € million o5 L3
Xarelto™ ) 516 650 +260 274 1,679 2,252 +34.1 +34.2
Eylea™ 219 354 +616 +580 759 1,228 +618 +574
Kogenate™ El] 286 f__Si -6.0 1,309 1,155 +4.1 -1.1
Mirena™ product family 225 226 +0.4 -5z 819 968 182 457
Nexavarm T 21 4144 +109 773 892 +15.4 +7.4
Betaferon™/Betaseran™ B 1M 190 h -0.5 -4.5 7 823 824 +0‘-1--- -81
YAZ™™/Yasmin™/Yasminelle™ 198 1687‘ -15.2 -3.8 768 706 - -81 -4.7
Adalat™ 153 152 -0.7 +2.2 588 633 7.7 +1.2
Aspirin™ Cardia 130 131 £0.8 +2.3 436 524 +7.8 +2.3
Glucobay™ T 142 168 “1.6 443 523 181 124
Avalox™/ Avelox™ ' 9% 85 115 13 381 79 05 —23
Stivarga™ ' ) 63 77 +222 1124 224 313 1397 4245
Xofigo™ 29 69 1379 1105 157 257 +637 fa32
Levitra™ 56 &1 +8.9 111 25 226 ~78 80
Cipro™/Ciprobay™ 52 52 0.0 +6.8 191 182 -4.7 -3.2
Total 2,564 2,874 121 +m8 9,445 11,062 +471 +18
Proportion of Pharmaceuticals sales 75% 80% 8% 80%

2014 figures restated
Fx adj. = currency-adjusted

Sales of our oral anticoagulant Xarelto™ were up substantially in 2015, mainly as a resulf of expanded
volumes in Germany and Japan. We registered a strong sales gain in the United States, where Xarelto™
is marketed by a subsidiary of Johnson & Johnson. Following its approval in additional indications, sales
of our eye medicine Eylea™ posted substantial gains, particularly in Europe and Japan. Our cancer drug
Stivarga™ benefited from positive development in the United States and from the reversal of a rebate
provision in France. An encouraging contribution to sales growth was made by our cancer drug
Xofigo™, thanks primarily to the expansion of volumes in the United States. Sales of Adempas™ (2015:
€181 million; 2014: €89 millicn} to treat various forms of pulmonary hypertension rose substantially,
especially in the United States. This figure reflects the proportionate recognition of the one-time pay-
ment resulting from the sGC collaboration with Merck & Co., Inc., United States.

Growth in sales of the hormone-releasing intrauterine devices of the Mirena™ product family - Mirena™
and Jaydess™/Skyla™ - resulted especially from higher demand in the United States. The cancer drug
Nexavar™ posted sales gains, particularly in the United States and Germany. Adalat™ for the treatment
of hypertension and coronary heart disease, Aspirin™ Cardio for secondary prevention of heart attacks
and our oral diabetes treatment Glucobay™ continued to benefit from strong demand in China.

Sales of our blood-clotting medicine Kogenate™ were down slightly year on year, receding by 1.1%
{Fx adj.}, due mainly to the temporary use of production capacities to develop our next-generation he-
mophilia medicines, Increased competition caused sales of our multiple sclerosis drug Betaferon'™/
Betaseron™ to decline in all regions, mainly Europe and the United States. Business with our yaz™/
Yasmin™/Yasminelle™ oral contraceptives was held back especially by generic competition in Europe
and the United States. Sales of the antibiotic Avalox™/Avelox™ fell, particularly in Europe and the Unit-
ed States, following the expiration of patent protection during 2014. Sales of the erectile dysfunction
treatment Levitra™ also receded.
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EBIT of the Pharmaceuticals segment rose by a substantial 18.4% in 2015 to €2,807 million. Special
charges of €254 million {2014: €286 million) mostly comprised €126 million for efficiency improvement
measures, €67 million for the revaluation of other receivables and €43 million for the impairment loss on
a research project. EBIT hefore special items increased by 15.29% to €3,061 million. EBITDA before spe-
cial iterns improved by 13.4% to €4,195 million. This earnings increase was primarily attributable to the
very good development of business, particularly for cur recently launched products, and to positive
currency effects of about €140 million. As expected, earnings were diminished by higher research and
development expenses,

CONSUMER HEALTH

Key Data ~ Consumer Health [Table 3.13.4}
2014 2015 Change 2014 2015 Change
FxEp Fx&p
€ million € million L] adj. % € million E million Yo adj. %
Sates 2,080 2,240 277 +69 7,023 9,129 +30.0 +5.1
" Consumer Care 1,384 1,506 88 498 4,245 6,076 +431 6.1
Animal Health 300 319 +6.3 +3.0 1,318 1,493 +13.1 - +4.5
Medical Care’ 396 415 +4.8 ¢.0 1460 1,563 +7.1 +2.9
- Fx adj. Fi adj.
€ million € millian % % € million € million o o
Sales by region
" Europe 656 629 ~41 14 zarma 2,535 +25 +49
Narth America . 779 Ll | +15.7 +2.3 2,289 3,796 +65.8 +47.3
AsialPacitic 31 a4 +13.0 +7.3 1,149 1,474 +283  +193
Latin America/Africa/Middie East o 314 336 +7.0 +36.3 ’ 1,111 1,324 +1%9.2 +29.8
EBIT 175 224 +29.1 1,099 1,243 +13.1
Special items T sa) {1150 o (45) (346
EBIT befare special items? 261 341 +30.7 1,144 1,589 +38.9
EBITDA a w4 43 +12.2 1,613 1927 w95
Speciai items T Tme (39) T s (297)
EBITDA before special items? 470 520 +10.6 1,658 2,224 +34.1
EBITDA margin before special items? 22.6% 23.2% 23.6% 24.4%
Gross cash flow? 374 274 -26.7 1,153 1,384 +20.0
Net cash flow? 439 310 -29.4 1,065 1,458 +36.9

2014 figures restated

Fx & p ad). = currency- and portfalio-adjusted; Fx adj. = currency-adjusted

" Includes the business with centrast agents and medical devices

? For definition see Chapter 14.2 "Calculation of EBIT(DA} Before Special ltems.”

3 For definition see Chapter 14.5 "Liquidity and Capital Expenditures of the Bayer Group.”
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Sales of the Consumer Health segment advanced by 5.194 {Fx & portfelio adj.) in 2015 to
€9,129 million. All divisions contributed to this growth. The significant reported increase in sales in the
Consumer Care Division resulted from the products added through the recent acquisitions.

Best-Selling Consumer Health Products

[Tabte 3.13.5}

4th Quarter 4th Quarter
2014 2015

Full Yoar Full Year
Change 2014 2ms

Change
Fx adj. Fx adj.
€ millign € million b % € millian € million % o4
Claritin™ (Consumer Care}! 83 134 +61a +555 - 627
Advantage™ product family o 7 i
(Animal Health) 105 104 -1.0 -3.0 495 547 +10.5 -1.3
Aspirin™ {Consumer Care)? B 125 128 +2.4 +0.3 441 473 +7.3 +1.3
Aleve™ (Consumer Care) ' 105 105 0.0 +538 357 23 +15.7 148
Bepanthen™/Bepantho{™ - -
{Consumer Care} 85 85 .0 +10.1 346 3585 +2.6 +11.5
Ultravist™ {Medical Care) 84 a3 ~-1.2 +0.5 302 318 +5.3 +2.1
Gadovist™/Gadavist™
{Medical Care) 65 79 +21.5 +182 213 290 +245 +17.6
Canesten™ (Consumer Care) 80 86 +100 radt 253 267 455 +17.3
Dr Scholl's™ {Consumer Carel? B 47 62 +319 4190 - 253 .
Alka-Seltzer™ (Consumer Care) 74 81 +9.5 +0.5 225 251 +11.6 -1.7
Total 833 927 +11.3 +121 2,652 3,794 +43.1 +5.4
Proportion of Consumer Health sales 40% 41% 38% 42%

Fx adj. = curreney-adjusted
2074 figures reslaled
" Product acquired from Merck & Co., Inc.

2 Total sabes of Aspirin', also including Aspirin™* Cardio, which is reflected in sales of the Pharmaceuticals segment, increased by 7.6% (Fx adj. 1.8%) in 2075 to €997 million
(2014: €927 millionl. Total sales of this product in the fourth quarter of 2015 climbed by 2.0% (Fx adj. 1.3%]) to €240 million (Q4 2014: €255 million}
* Product acquired from Merck & Ce., nc.; trademark rights and distribution anly in certain countries outside the European Unien

Business in the Consurner Care Division improved by 6.1% (Fx & portfolic adj.) to €6,076 million. Sales
of our analgesic Aspirin™ were up slightly against the prior year, due particularly to gains in Latin
America and Europe that more than offset the decline in the United States. We grew sales of our anal-
gesic Aleve™, mainly because of price and volume increases in Latin America/Africa/Middle East. Our
skincare product Bepanthen™/Bepanthol™ posted considerably higher sales, particularly in the Emerg-
ing Markets. Business with our antifungal product Canesten™ showed pleasing development thanks to
expanded volumes in all regions. The Alka-Seltzer™ family of products to treat gastric complaints and
cold symptoms registered a decline in demand particularly in the United States that was due partly to a

weaker cold season.
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We achieved sales of €1,770 million in 2015 with the business acquired from Merck & Co., Inc., United
States, including €380 million in the fourth quarter of 2015 {Q4 2014: €289 million). We substantially
raised sales of our antihistamine Claritin™ compared with the fourth quarter cf the previous year, thanks
in part to an extended allergy season in the United States. Driven mainly by higher prices in the United
States, business with our Dr. Scholl’s™ foot care products also showed pleasing development.

Sales of the Medical Care Division increased by 2.9% (Fx s portfolio adj.) to €1,563 million, mainly as a
result of pesitive development in the United States. Business with our Mr: contrast agent Gadovist™
showed encouraging growth in all regions.

Sales of the Animal Health Division rose by 4.5% {Fx s portfolio adj.) to €1,490 million. Our Seresto™
flea and tick collar made a significant contribution to this development, particularly in the United States
and Europe. Sales of the Advantage™ family of flea, tick and worm conirol products receded slightly,
however, mainly due to increased competition.

EBIT of the Consumer Health segment improved by 13.1% in 2015 to €1,243 million. Special charges
amounted to €346 million (2014: €45 million} and mainly comprised €225 millicn in integration costs for
acquired businesses, €76 million for efficiency improvement measures and €41 million in costs associ-
ated with the relocation of a production facility. EBIT before special items significantly rose by 38.9% to
€1,589 million. EBITDA before special items improved by a substantial 34.1% to €2,224 million. The
earnings contributions frem the expansion of business in all divisions and positive currency effects of
€110 million were partly offset in particuiar by higher selling expenses associated especially with the
newly acquired consumer care businesses.

2 Qnly in cerlain countries outside the European Unton
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CropScience raised sales by 1.7¢% (Fx & portfolio adj.} in 2015, to €10,367 million (reported: +9.2%4).
We registered growth at both Crop Protection/Seeds and Environmental Science. Fungicides played a
major part in this sales increase. [n regional terms, business in Europe saw particularly encouraging
development.

CropScience Quarterly Sales {Graphic 3.13.4]
€ millian

o1 2014 2,900
2015 3,092

2014 B 2,470

Qz 2015 B 2,723
2014 1,829

Q3 2015 B 2113
2014 BB 2,195

Q4 2015 2,439

o 560 1.080 1.500 2,000 2,500 3,000 3,500

Sales in Crop Protection/Seeds increased by 1.5% (Fx & portfolio adj.}, to €9,548 million. Crop Protec-
tion posted gratifying sales gains at Fungicides and Herbicides but a distinct decline at Insecticides and
SeedGrowth. In the Seeds business, sales of soybean and canola seed developed particularly weil.

Business in Environmental Science advanced by 4.1% {Fx & portfolio adj.} to €819 million. There was a
sharp increase in business with products for professional users, while the consumer business came in at
the prior-year level.

Sales by Businass Unit ITable 3.13.71
2014 2015 Change 2014 2015 Change

Fx&p Frbp

€ million € million L] adj. % € milfion € millign %o adj. Y

Herbicides 517 650 +25.7 +19.6 2,549 2,830 +11.0 +5.4
Fungicides . 7 568 677 +19.2 +11.3 2,490 2,911 +14.9 +9.5
Insecticides . 482 430 -10.8 -16.6 1,695 1,596 -5.8 -14.0
SeedGrowth 254 252 -0.8 . 79 . 978 . ) 93; 745 77777710.6
Crop Protection 1,821 2,009 +10.3 +3.6 1712 8,271 +7.2 +0.4
Seeds 207 z21 +6.8 +15.4 1,104 1,277 +15.7 +8.8
Crop Protection/Seeds 2,028 2,230 - +10.0 +4.8 8,816 9,548 +8.3 +1.5
Environmental Science 167 209 +25.1 +11.4 478 819 +20.8 +4.1

Fx & p adj. = currency- and portfolio-adjusted

The sales development of CropScience varied by region.

Sales in Europe rose by .29 {Fx adj.) to €3,123 million, driven by the positive development at Crop
Protection/Seeds. Sales at Herbicides grew by a double-digit percentage, and business at Fungicides
also expanded significantly due to low inventories at the beginning of the year. In addition, we achieved
encouraging gains in our canocla and vegetable seed businesses. Environmental Science performed
positively due to sirong business with products for professional users.
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Sales in the North America region declined by 1.6% (Fx adj.} to €2,689 million. This decline was chief-
ly aitributable to the negative development at Crop Protection, particularly at SeedGrowth, which in turn
resulted from high inventories of already treated seed in the market. Business was also down for cotton
seed, fungicides and herbicides. On the cther hand, business with canola seed expanded briskly com-
pared with the prior year. Qur insecticides business alsc developed successfully. There was a very sig-
nificant increase in sales at Envirenmental Science, especially due to the acquisition of parts of the
DuPont land management business.

Sales in the Asia/Pacific region came in slightly above the prior year level at €1,531 million (Fx adj.
+1.3%). Coniributing to this increase in particular were our SeedGrowth and Herbicides businesses.
Sales of cotton and vegetable seed improved by double-digit percentages. Szles at Insecticides declined
slightiy against the previous year. Sales at Environmental Science were down year on year.

Despite a weakened market environment, particularly in Brazil, sales in Latin America/Africa/Middle
East were level year on year at e3,024 million (Fx adj. —0.5%). Sales at Insecticides receded sharply
as a resuli of declining business in Latin America that was mainly atiributable to lower infestation
pressure in Brazil. Business was also down at SeedGrowth, an effect that could not be fully offset by
double-digit-percentage growth in sales at Fungicides and a very gratifying performance of the Seeds
business, especially for soybean and vegetable seed. Sales at Envircnmental Science also moved
ahead by a double-digit percentage.

CropScience CropScience
Quarterly EBIT 1Graphic 3.13.5] Quarterly EBITDA Before Special items (Graphic 3.13.61
€ million € mitlion
Q1 2014 988 Q1 2014 1,098
2015 874 2015 1,040
2014 HENDRTRERRTR 470 2014 515
G2 2015 571 Q2 2015 733
03 2014 fERE 157 @ 2014 R 278
2015 e 80 2015 309
g4 2014 A 191 04 2014 ERREEEIRA 369
2015 478 2015 334

o 200 4041 604 500 1,000 o 200 M0 400 EOO 1000

EBIT of CropScience climbed by 16.4% in 2015, Tising from €1,806 miltion to €2,103 million. There
were net special gains of €222 million (2014: net special charges of €32 million), comprising mainly
damage and license payments in connection with the infringement of Bayer's rights to the LibertyLink
weed control system by Dow AgroSciences (pas). EBIT before special items increased by 2.39% to
€1,881 million. EBITDA before special items improved by 2.49% to €2,416 million. In addition to positive
earnings effects due to the satisfactory business development, including higher volumes and slightly
improved selling prices, there was a very positive currency effect of about €220 million. By contrast,
there was an increase in the cost of goods sold and in research and development expenses.
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{Table 3.13.8]

4th Quarter 4th
2014

Fult Year Full Year
Change 2014 2015

Change
Fx & p adj. Fx & p adj.
€ miltion € million Ya G € million € millian s By
Sales 2,928 2,774 -59 ~10.6 11,651 11,982 +2.8 -5
Change in sales
Volume +5.7% +1.8% +63% +2.8%
Price —02%  -124% ~1.5% —7.7%
Currency +4.1% +4.7% -0.8% +7.9% B
" Portfolio T 0% 0.0% —03% 0.0%
Sales
Polyurethanes 1,591 1,382 -13.1 -17.3 6,285 6,084 -3.2 -10.5
Polycarbonates kL 759 +2.4 -3.% 2,820 3,169 +12.4 +2.0
Coatings, Adhesives, Spacialties 460 477 ) +3.7 -13 1,915 —— 2,092 +%.2 +1.5
Other Covestro business 156 156 0.0 -2.6 431 437 +1.0 -2.7
Fx adj, i Fx adj.
€ million € million % %% € million € million % %
Sales by region
Europe 1,036 1,014 -2.1 -2.0 4,441 4,395 -1,0 -0.9
North America 673 672 -0.1 -12.5 2,593 2,885 +11.3 -7.0
" AsialPacific 885 798 -98  -182 3,245 3377 41 —105
Latin America/Africa/Middle East 354 290 ~18.1 ~134 1,372 1325 -34 -20
EBIT 43 o9 555 635 +144
Special items 22) (144) 143) 3321
EBIT before special items? 65 65 0.0 598 967 +61.7
EBITDA! 19 129 -342 1,149 1,368 +19.1
Speciaf items - 21 (128) 138) 291)
EBITDA before special items’ 217 257 +18.4 1,187 1,659 +39.8 -
EBITDA margin before special items’ 7.4% 9.3% 10.2% 13.8% -
Gross cash flow? 201 132 “243 961 1,113 +158
Net cash flow? 517 403 +16.6 880 1,452 +65.0

Fx B p adj. = currency- and portfolic-adjusted; Fx agf. = currency-adjusted

n see Chapter 14.2 “Calculation of EBITIDA) Before Special ltems.”

? For definition see Chapter 14.5 *Liguidity and Capital Expenditures of the Bayer Group.”

PHOTO // The scanning electron micrograph above shows 2 cross-section

through a Nlexible polyurethane foam — magnified about &8s times.
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Cavestro registered a 5.1% {Fx & portfolio adj.} decline in sales in 2015, to €11,982 millicn (reported:
+2.8%). This decline resulted from lower selling prices in all business units, particularly Polyurethanes.
On the other hand, Covestro expanded velumes in all business units.

Covestra Quarterly Sales [Graphic 3.13.7]
€ million

o 2014 2,803
2015 3,014

2014 2,864

ez 2015 3,185
2074 & 3,035

s 2015 3,009
2014 B 2,948

Q4 2015 2,774

0 faul) 1400 1,500 2,000 2,500 3.000 3,500

The Polyurethanes business unit saw sales fall by 10.5% (Fx & portfolio adj.) to e6,084 million. This
decline resulted from much lower selling prices for the three product groups toluene diisocyanate (TDI),
diphenylmethane diisocyanate {Mmp1) and polyether polyols (PET). Volumes came in slightly above the
pricr-year level overall.

The Polycarbonates business unit raised sales by 2.0% (Fx & portfolio adj.} to €3,169 million. This
growth was due to positive volume development, while selling prices were down only slightiy.

Sales in the Coatings, Adhesives, Specialties business unit moved forward by 1.5% (Fx & portfolio

adj.) to €2,092 miliion. Slightly higher volumes more than offset the effect of modestly lower selling
prices.
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Covestro Covestro
Quarterly EBIT iGraphic 3.13.81 Quarterly EBITDA Before Special tems tGraphic 3.13.91
€ million € million
2014 219 2014 366
o 2015 219 a 2015 424
2014 109 2014 270
@2 2015 278 Q2 2015 506
2014 184 2014 334
Q3 2015 217 a3 2015 472
2014 B 43 2014 217
o4 2015 -79 Q4 2015 257

-ae st 4 a0 W00 1S 200 250 300 (1) 100 200 200 A00 S0

EBIT of Covestro climbed by 14.4% in 2015 10 €635 million (2014: €555 million). This figure reflected
special charges of €332 million {zo14: €43 million} for restructuring measures, chiefly for the carve-out
and stock market flotation of Covestro and for the consolidation of production sites. BT before special
items climbed by a substantial 61.7% to €967 million. EBITDA before special items also clearly im-
proved by 39.8% to e1,659 million. Considerably lower raw material prices more than offset the decline
in selling prices. This was due to a more advantageous supply and demand situation, particularly at
Polycarbonates. We also expanded volumes. Furthermore, earnings were buoyed by positive currency
effects of about €240 miilion.
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Together with representatives of GLOBALG.A.P,, one of the world’s leading quality assurance systems,
CropScience has continued developing the BayG.a.p. program to provide smallholder farmers in de-
veloping countries and Emerging Markets, for example, with access to professional local and glebal
food markets. In 2015, pilot projects were carried out with food chain partners in the Asia/Pacific
and Latin America regions, The service program includes an intensive training course in good agri-
cultural practice (G.a.P.), individual cultivation advice and subsequent support in meeting the respec-
tive local 6.A.P. standard. The farmers can sell certified, high-quality produce at higher prices, thus
raising their incomes.

In cooperation with external partners, Covestro is evolving and implementing technical solutions to
heip low-income people in developing countries and Emerging Markets gain improved access to
high-quality, safe and easy-to-build yet affordable housing. These activities currently focus on Asia.

The company is mainly contributing its expertise in the field of rigid polyurethane foam for the con-
struction industry.

14. Earnings; Asset and Financial Position of
the Bayer Group

14.1 Earnings Performance of the Bayer Group

Payer Group Summary Income Statements [Table 3,14.1]
€ million € million %
Net sales 41,339 746,324 121
Cost of goods sold 19909 21,158 6.3
Selling expenses - T 10,669 12,367 15.9
Research and development expenses 3,537 4,281 210
General administration expenses 1,703 2,068 23.2
Other operating income (+} and expenses {-} {128) (170 (34.9)
EBIT? 5,398 6,250 15.8
Financial result ] o (981) {1,005} (2,4}
Income before income taxes 4,414 5,245 18.8
Income taxes B (1,071) (1,227) (14.6)
Income after income taxes (total)- 3,443 o 4,098 190_
of which attributable to noncoatrolling interest 17 12 -
of which attributable to Bayer AG stockholders {net income) 3,426 4,110 20.0

2014 figures restated
T EBIT = income after income Laxes, plus income taxes, plus financiat result

Sales of the Bayer Group rose to €46,324 million (+12.1%), The increase after adjusting for currency
and portfolio effects was 2.7%.

The cost of goods sold increased by 6.3% to €21,156 million, mainly due te currency and portfolio
effects that drove up costs. Lower raw material costs at Covestro had an opposing effect. The ratio of the
cost of goods sold to total sales was 45.7%0 (2014: 48.2%). The selling expenses of €12,367 million
(+15.99%) amounted to 26.7% of sales (2014: 25.8%). Research and development {R&D) expenses rose
in 2015 by 21.0% to €4,281 million, the increase being attributable above all to higher rR6D investment
at Pharmaceuticals. The ratio of R&6D expenses to sales was 9.2% (2014: 8.6%). General administration
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expenses climbed by 23.2% to £2,098 million, The ratio of general administration expenses to total
sales therefore increased to 4.5% (2014: 4,1%). The increased other operating expenses of

€170 million {(2014: €126 million) resulted mainty from negative effects from derivatives to hedge
planned sales that were partly offset by a special gain from damage and license payments in connection
with the infringement by Dow AgroSciences of Bayer’s rights to the Liberty Link™ weed control system.

EBIT climbed by 15.8% in 2015 to €6,250 miilion.

The financial result declined by 2.4% to minus €1,005 million. It comprised €455 million (2014:

€356 million) in net interest expense, €287 million {2014: €322 million) in interest cost for pension and

other provisions, and a €254 million (2014: €248 million) net exchange loss. The increase in net interest
expense was primarily attributable te higher financing cests in connection with the acquired consumer
care business of Merck & Co., Inc., United States.

Tax expense in 2015 increased to €1,227 million (2014: €1,071 million}. Inceme after income taxes
came in at €4,098 million. Income attributable to noncentrolling interest feli by €29 million to minus
€12 million. Bayer Group net income for 2015 was €4,110 million (2014: €3,426 million).

14.2 Calculation of EBIT(DA) Before Special Items

EBIT {income after income taxes, plus income taxes, plus financial result), which is not defined in the
International Financial Reporting Standards, is influenced by one-time special effects and by the amorti-
zation of intangible assets and depreciation of property, plant and equipment, along with impairment
losses and impairment loss reversals. To elucidate the effects of these parameters on the operational
business and facilitate the comparability of operational earning power over time, we determine additional
indicators: EBITDA, EBIT before special items, eBiTDA before special items and the EBI1TDA margin before
special items. These indicators also are not defined in the International Financial Reporting Standards.

EBITDA (EBIT plus the amortization of intangible assets and the depreciation of property, plant and
equipment, plus impairment losses and minus impairment loss reversals, recognized in profit or loss
during the reporting period) serves to characterize the operational business irrespective of the effects of
amortization, depreciation cr impairment losses/impairment loss reversals.

EBIT before special items and EBITDA before special items show the development of the cperational
business irrespective of the effects of special items - those that are nonrecurring or do not regutarly
recur or attain similar magnitudes. BT before special items and EBITDA before special items are deter-
mined by adding special charges and subtracting special gains. They constitute relevant key data for
Bayer.

The EBITDA margin before special items, which is calculated by dividing EsITDA before special items by
sales, serves as an indicator of relative operational earning power for purposes of internal and external
comparison.

Depreciation, amortization and impairment losses were 14.19% higher in 2015 at €3,333 million (2014:
€2,92¢ millien), comprising €1,802 mililon (2014: €1,581 million) in amortization and impairments on
intangible assets and €1,531 million (2014: €1,33% million) in depreciation and impairments on preper-
ty, plant and equipment. A total of €136 million (2014: €68 million) in impairments censtituted special
items.
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In 2015, the following special effects were taken into account in calculating epit and EpxTDA before
special items:

Special ltems Reconciliation [Table 3.14.21
EBIT [1:133 EBITDA EBITDA

Aath 4th EBIT EBIT 4th 4th EBITCA EBITDA

Quarter Quarter Fuit Year Full Year Quarter Quarter Full Year Full Year

2014 2015 2014 2015 2014 2015 20714 2015

€ million £ miltion € million € million & million € million € million € million
Befare special items 991 1,024 5,833 h 7,069 1,829 1,903 8,685 10,266—
HealthCare (376) (264) (331) (600} (347) 196) (298 {505
Impairment lasses/impairmentioss T e
reversals (29} (43} 29 43) - {h - {1
Restructuring - ass) - (243 - 129 - (o0
Litigatians 88) @) (83) 16 @8) @ 88 14)
Integration costs 186) (50) 1153) @27 88 50 (14%) 227
Settlemerﬁ of pre-existing relationshih - 35 - - - 35 -
Divestitures ; (73 - 196) 3 A7) - 196) 3
Revaluation of other receivables - a - - an - 74
CropScience 32 301 B2 222 @ 295 @ 222
Litigations o 303 T 285 " 303 i 285
Divestilures 30 - (31 (50 m 18 i (501
Revaluatich of other receivahles - {2) - (13} - {2y - (13)
Covestro ' 22 (148 @3 a32) @ e @8 @
Restructuring @2 (43 43 (329} e nzn 38 (288)
Revaluation of other receivables - 4] - {3} - (1 - {3}
Reconciliation a2 1 a2 (109 a2 ©) 32) 109
Restructuring a2 9 @32 76 2} 9 32) 76}
Litigations . - - 32) - - - @2
Revaluation ogcther receivables h - ) - - n - - o {1
Total special items ' w2y 18 (438) @19 382+ a8 a7 (683)
af which cost of goods sold (68) {169 B0 (4400 @37 (144} a9 (363)
of which sefling expenses ’ 50 118 63) 1198) @n oy @) gy

) of which research and development ’

expenses 1 51 ] 2) 67} 1 9 2) 23
of which general administration expenses 123 Wy s (203) 23) 143) )
loi"’“which other operating income/expenses (302} 265 (228) 89 (302) 265 {234) 8%

After special items 549 908 5395 6,250 1,447 1,865 8,315 9,583

2014 figures restated

14.3 Core Earnings per Share

Earnings per share according to 1Frs are affected by the purchase price allocation for acquisitions and
other special factors. To demonstrate the impact of these effects on earnings and facilitate the compara-
bility of our performance over time, we determine additienal indicators — core EBIT, core net income and
core earnings per share — which are not defined in the International Financial Reporting Standards.
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Core EBIT is determined by first eliminating from EBIT (income after income taxes, plus income taxes,
plus financial resuit), which is not defined in the International Financial Reporting Standards, all amorti-
zation and impairment losses/impairment loss reversals on intangible assets, impairment losses/im-
pairment loss reversals on property, plant and equipment, and special items {other than amortization
and impairment losses/impairment loss reversals}. This core £BIT is then used to calculate core net
income, which comprises the financial resuit {as per income statements), income taxes (as per income
statements), income after income taxes attributable to noncontrolling interest (as per income state-
ments), special items in the financial result, special items in income taxes, tax effects related to amorti-
zation, impairment losses/impairment loss reversals and special items, and the above-menticned ad-

justments attributable to noncontrelling interest.

From this core net income we calculate core earnings per share in the same way as earnings per share.
Core earnings per share form the basis for our dividend policy. Core earnings per share are determined
for both continuing and discontinued operations. In 2015, we improved core earnings per share from

continuing operations by 16.09% to €6.83 (2014: £€5.89).

Core Earnings per Share

[Tabte 3.14.3)

4ih Quarter
2074

Ath Quarter
2018

Fubl Year Full Year
P 2015

€ millicn € mitlion € million € million
EBIT (as per income statements) ) 549 908 5395 6,250
Amortization and impairment losses/|oss reversals
on intangible assets 504 529 1,581 1,802
Impairment losses/loss reversals on property, plant and
equipment 57 55 96 115
Special items {other than amortization and 7
impairment losses/loss reversais) 382 38 370 683
Core EBIT 1,492 1,530 7,442 8,850
Financial result {as per income statements) (347} (164} (981) (1,005}
Special items in the financial result 13 (120} 23 150
Income take.; -(Ias per inceme statements} 16 163 H,dﬂ) (1227)
Special items in income taxes 48 T {39 48 39}
Tax effects related to amortization, impairment losses/ioss B o
reversals and special items {245) (149} (573} {755}
I?\Eume after income taxes attributable to noncontrailing i
interest (as per income statements) o 6) 30 (17 12
Above-mentioned ;adjustments attributable o
to noncontrolling interest - 39 - (39
Core net income from continuing operations 971 886 4,871 5,647

Shares Shares Shares. Shares

Number of issued ordinary shares

826,947,808 826,947,808

826,947,808 B26,947,608

Core earnings per share from continuing operations (€} 1.17 1.07 5.89 6.83
Care earnings per share from discontinued operations (€) 0.02 0.01 0.13 0.12
Core earnings per share from cantinuing and

discontinued operations (€) 1.19 1.08 6.02 6,95

2014 figures restated

The calculation of earnings per share in accordance with IFrs is expiained in MOTE [156] to the consoli-

dated financial statements.
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7.6%

Cost of capital for the
Bayer Group

Positive CVA =
value created

14.4 Value Management

SYSTEM BASED ON CASH VALUE ADDED

The principal value-based steering parameters in the Bayer Group are the cash value added (cva) and
the cash flow return on investment (CFror). If the cva is positive, the respective company or business
entity has exceeded the minimum requirements of the equity and debt capital providers and has created
value. The cFroi is a ratio indicating the profitability of the Group or of individual business entities and
must be compared to the cost of capital.

CALCULATING THE COST OF CAPITAL

Bayer calculates the cost of capital according to the debt/equity ratio at the beginning of the year using
the weighted average cost of capital (wacc) formula. The cost of equity capital is the return expected by
stockholders, computed from capital market information. The cost of debt capital used in calculating the
wacC is based on the terms for ten-year Eurobonds issued by industrial companies with an “a-" rating.

To take into account the different risk and return profiles of our principal businesses, we calculate
individual capital cost factors after income taxes for each of our subgroups. These were 7.9% for
HealthCare, 7.3% for CropScience and 6.9% for Covestro. The capital cost factor for the Group as a
whole in 2015 was 7.6%.

GROSS CASH FLOW, CASH VALUE ADDED AND CASH FLOW RETURN ON INVESTMENT AS
PERFORMANCE YARDSTICKS

The gross cash flow is the measure of our internal financing capability. Bayer has chosen this parameter
because it is relatively free of accounting influences and is therefore a more meaningful performance
indicator.

Taking into account the costs of capital and of reproducing depletable assets, we determine the gross
cash flow hurdle. If the gross cash flow hurdle is exceeded, the cva is positive and thus the required
return on equity and debt plus the cost of assef reproduction has been earned.

The cFror is the difference between the gross cash flow and the cost of reproducing depletable assets,
divided by the capital invested. The capital invested is calculated from the statement of financial posi-
tion and basically comprises the property, plant and equipment and intangible assets required for op-
erations — stated at the historical cost of acquisition or construction — plus working capital, less interest-
free liabilities (such as current provisions}. To mitigate the effect of fluctuations in the capital invested
during the year, the cFro1 is cemputed on the basis of the average capital invested for the respective
year.

The gross cash flow hurdle for 2015 was €5,714 million.

Actual gross cash flow came in at €6,999 million, exceeding the hurdle by 22.59. Thus the entire cost
of capital and asset reproduction ccsts were earned in 2015. The positive cva of €1,285 million shows
that Bayer exceeded the minimum return and repreduction requirements and created value. A cFror1 of
9.69% was achieved in 2015.

Despite negative impact from special items in some cases, all the subgroups exceeded their required

returns (inciuding asset reproduction), achieved a positive cva and thus helped to increase the compa-
ny’'s vaiue.
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Value Management Indicators by Subgroup [Table 3.14.4]

HealthCare CropScience Covestro Hayer Group

€ million € million € million € millign € million € million € millign € miflion
Gross cash flow {GCF) 3,398 4,121 1,835 1,941 961 5,707 6.999
Gross cash flow hurdle 2,349 3,378 02 1,058 1,025 4,421 5714
Cash value added (CVA) 1,529 743" 933 883 (64)7 2,286 1,285
Cash flow return on investment
{CFROI} 13.1% 7% 15.3% 14.8%7 6.0% 11.7% 9.46%
WACC 7.9% 7.9% 7.3% 7.3% 6.9% 7.6% 7.6%
Average capital invested 26,634 37,919 10,841 11,813 10,524 11,156 48,784 61,69%
2014 figures restated
* For definition see Chapter 14.5 “Liguidity and Capital Expenditures of the Bayer Group.”
14.5 Liquidity and Capital Expenditures

of the Bayer Group

Bayer Group Summary Statements of Cash Flows {Table 3.14.5]

Full Year Fult Year
2n4 2015

€ million € miliien
Gross cash flow’ 6,707 6,999
Changes in working c.apital.’other noncash items (1,010 (152)
Net cash provided by (used in} operating activities (net cash flow), continuing operations 5,697 6,847
Net cash provided by (used in} operating activities (net cash flow), discontinued operations 113 43
Net cash provided by (used in) operating activities (net cash flow) (total} 5,810 6,890
Net cash provided by {used in) investing activities {total} {15,539} (2,762}
MNet cash provided by (used in) financing activities {tetal) T 9,736 {3,974)
Change in cash ;a-r1d cash equivalents due-to rbusiness activities 7 154
Cash and cash equivalents at begi;lning of period 1,662" 1,853
Change due to exchange rate movements and to ¢changes in scope of consolidation 184 {148}
Cash and cash eqguivalents at end of peried 1,853 1,85%

2114 ligures restated

! Gross cash flow = income afler income taxes, plus income taxes, plus financial result, minus income taxes paid or accrued, plus depreciation,
amortization and impairment lasses, minus impairment joss reversals, plus/minus changes in pension provisions, minus gains/plus losses on
retirements of noncurrent assets, minus gains from the remeasurement of already held assets in step acquisitions. The change in pension
provisions includes the elimination of noncash components of EBIT. It alse contains benefit payments during Lhe year, Gross cash flow is not

defined in the International Financial Reporting Standards.

OPERATING CASH FLOW

Gross cash flow is not defined in the International Financial Reporting Standards,

Gross cash flow from continuing operations climbed by 4.49% in 2015 to €6,999 million (2014:

€6,707 million), mainly because of the improvement in EBITDA. Net cash flow (total) rose by 18.6% to
€6,890 million (zo14: €5,810 million} due to a sharp decrease in additional cash tied up in working
capital. Income taxes paid in 2015 amounted to €1,699 million (z014: €1,835 million).

INVESTING CASH FLOW

Net cash outflow for investing activities in 2015 amounted to €2,762 million. Cash outflows for property,
plant and equipment and intangible assets were 6.2% higher at €2,517 million (2014: €2,371 million)
and included €969 million {2014: €832 million} at HealthCare, €722 million (2014: €686 million) at
CropScience and €508 million {2014: €605 miilion) at Covestro. The €176 million {2014:

€13,545 million} in outflows for acquisitions mainly related to the purchase of SeedWorks India Pvt. Ltd,,
Hyderabad, India, and further payments in connection with the purchase of the consumer care business

WATSON LABORATORIES, INC. , Ex. 1077, p. 175 of 361



174 Bayer Annual Report 2015

Caombined Management Report
14. Earnings; Asset ang Financial Position of the Bayer Group

of Merck & Co., Inc., United States. The latter was among the major acquisitions in 2014, alongside
that of Algeta asa, Norway. Cash outflows frem noncurrent and current financial assets amounted to
€370 millien (2014: €177 million), Inflows from interest and dividends totaled €106 million {2014:
€107 million}.

The principal strategic capital expenditures for property, plant and equipment in the
operating segments within the past two years are listed in the following table.

Capital Expenditures for Propertly, Plant and Equipment ITabie 3.14.6¢

CAPITAL EXPENDITURES 2015
Pharmaceuticals Expansion of production capacities for new rFactor VI therapies in Wupperlal,
Germany

Expansion of R&ED laboratory capacities in Wuppertal, Germany

Madernization of research facilities in Berlin, Germany

Modernization of site infrastructure in Wuppertal and Leverkusen, Germany

Expansion of production capacities in Beijing, China

Expansion of Quality Control Biologics in Berkeley, Califarnia, United States

Consumer Health -

CrapScience Capacity expansions for herbicides in the United States and Germany

Construction of production facilities for insecticides in India and Germany

Additional capacity expansions for fungicides in Germany

Expansion of RED facilities in Germany

Establishment of breeding stations for various plant species worldwide

Expansion of RED facilities in Nerth America

Covestro Canstruction of a preduction line for CO; based polyols in Dormagen, Germany
Continuation of projects started in 2014 for Polycarbonates and Coatings, Adhesives,
Specialties

CAPITAL EXPENDITURES 2014

Pharmaceuticals Expansion of Xarelto™ production capacities in Wuppertal and Leverkusen, Germany

Expansion of production capacities for new rFactor VI therapies in Wuppertal,
Germany

Expansion of R&D laboratory capacities in Wuppertal, Germany

Meodernization of research facilities in Berlin, Germany

Expansion of production capacities in Beijing, China

Expansion of Quality Centro! Biologics in Berkeley, California, United Slates

Consumer Health -

CropScience Completion of capacity expansion for fungicides in Germany and Switzerland

Completion of capacity expansion for herbicides in Germany

Establishment of breeding stations for various plant species worldwide

Lovestro Doubling of production capacities for polycarbonates in Shanghai, China

Doubling of proeduction capacities for hexamethylene diisocyanate {HDI} in Shanghai,
China

Comgpletion of capacity expansion for diphenylmethane diisocyanate (MDI) in
Shanghai, China

Construction of a world-scale production complex for toluene diisacyanate (TDI) based
on gas-phase phosgenation technelogy in Dormagen, Germany
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FINANCEING CASH FLOW

Net cash outflow for financing activities in 2015 amounted to €3,974 million, including net loan repay-
ments of €2,929 millicn (2014: net borrowings of €11,838 million). Net interest payments were go%o
higher at €652 millicn (2014: €362 million}. The cash outflow for dividends amounted to €1,869 million
{2014: €1,739 million). The stock market flotation of Covestro led to an inflow of €1,490 million.

LIQUID ASSETS AND NET FINANCIAL DEBT

Net Financial Debt {Table 3,14.71
2014 2015
€ million € millian
Bonds and notes/promissory not.eS 14,964 15,547
of which hybrid bonds' 4,552 4525
Liabilities to banks 3,835 2,779
Liabilities under finance leases 441 474
Negative fair values of hedges of recorded transactions 442 753
Other financial liabilities 1,976 349
Positive fail; v.a.l-ues of hedges of recorded transactions - oo (258) T _(353
Financial liabilities B ) 21,600 19,572 )
Cash and cash equivalents 7 (1,853) (1,859
Current financial assets’ {135) (244)
Net financial debt 19,612 17,449

¥ Classified as debt according to IFRS

? These include short-term loans and receivables with maturities between 3 and 12 months outstanding from banks and other cempanies as well as
available-for-sale financial assets and hefd-to-maturity financial investments that were recorded as current on initial recognition.

Net financial debt is not defined in the International Financial Reporting Standards and is calcuiated as
shown above.

[n 2015, net financial debt of the Bayer Group decreased by 11.0% to €17.4 billion, Cash inflows from
operating activities and the stock market flotation of Covestro were partly offset by cash outflows for
dividends and negative currency effects. As of December 31, 2015, the Group had cash and cash
equivalents of €1.9 billion (2014: €1.9 billien). Financial liabilities at the end of the reporting period
amounted to €19.6 billion (2014: €21.6 billion), with three subordinated hybrid bends reflected at
£4.5 billion overall. Net financial debt should be viewed against the fact that Moody's and Standard s
Poor's treat 5024 of the hybrid bonds with nominal volumes of €1.75 billion and €1.5 billien issued in
July 2014 and of the hybrid bond with a nominal volume of €2.3 billien issued in April 2015 as equity.
The hybrid bonds thus have a more iimited effect on the Group's rating-specific debt indicators than
conventional borrowings. Qur noncurrent financial liabilities declined in 2015 from €18.5 billion to
€16.5 billion, while current financial liabilities remained unchanged at €3.4 billion.

WATSON LABORATORIES, INC. , Ex. 1077, p. 177 of 361




Bayer Annual Report 2015

Combined Management Report

14. Earnings; Asset and Financial Position of the Bayer Group

14.6 Asset and Capital Structure of the Bayer Group

Bayer Group Summary Statements of Financial Position [Tabie 3.14.8]
2014 Change
€ million € miltion %
I.\-luni:urrent assets 48,007 50096 +4.4
Current assets i 22,227 o 23,624 +6.3
Assets held for sale ) - 197 ~
Total current assets ’ 22,227 23,821 +7.;
Total assets 70,234 73,917 T d+57
Equity ' 20218 25,445 +25.9
Noncurrent lizbitities 34513 31,492 8.8
Current liabilities 15,503 16,868 158
%;isions directly related to assets h.eld for sale - - - 112 -
Total current liabilities 15,503 16,980 +9.5
Liabilities 50,016 48,472 -3.1
Total equity and liabilities 70,234 73,917 +5.2

Total assets as of December 31, 2015, increased by 5.294 to €73.9 billion. Noncurrent zssets rose by
4.49% t0 €50.1 billion due mainly to currency effects. The carrying amount of current assets climbed to
€23.8 billion, due mainly to an increase in trade accounts receivable and other receivables.

Equity increased by €5.2 billion to €25.4 billion. The positive effects from the net income of €4.1 billion
(2014: €3.4 billion), the exchange differences of €o.7 billion (2c14: €1.4 billion) and the decline of

€0.8 billion (2014: negative effect from the increase of €3.5 billion) — recognized outside profit or loss —
in post-employment benefit obligations were offset by the dividend payment of €1.9 billion (2014:

€1.7 billion). In addition, the capital increase at Covestro as a result of the successful stock market flota-
tion increased equity by e1.s billion. The equity ratio (equity coverage of total assets) as of December
31, 2015 Was 34.4% (2014: 28.8%).

Liabilities decreased by €1.5 billion compared with December 31, 2014, to €48.5 billion, Decreases in
provisions for pensions and other post-employment benefits and financial lizbilities more than offset
increases in other provisions, trade accounts payable and tax liabilities.

Net Defined Benefit Liabitity for Post-Emptoyment Benefits [Table 3.14.9]
Dec. 31, Dec. 31,
2014 2015
€ million € million
Provisions for pensions and other post-employment benefits 12,236 10,873
Net defined benefit asset (41} 30
Net defined benefit liability for post-employment benefits 12,195 10,843

The net defined benefit lability for pensions and other post-employment benefits decreased from
€12.2 billien te €10.8 billien in 2015 due to an increase in long-term capital market interest rates for
high-quality corporate bonds.
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1Tahie 3.14.101

Cost of goods sold

2014 2015

Cost of sales ratio (o) 48.2 45.7
Sales
Research and development expenses
R & D expense ratio (%) 8.6 9.2
Sales
. Income after income taxes
Return on sales in {%)} 8.3 8.8
Sales
EBIT
EBIT margin (%) 131 13.5
Sales
- EBITDA before speciai items
EBITDA margin before special items (%) 21.0 22.2
Sales
Property, plant and eguipment
Asset intensity (%) + intangible assets 60.4 55,1
Total assets
Capital expenditures’
Reinvestment ratio (%) e — 165.1 153.1
Degreciation’
L Current liahilities
Liability structure (%) e — 31.0 35.0
Liabilities
MNet debt + pension provisions
Gearing -
Equity 1.6 1.1
MNet operating cash flow less cash outflows
Free operating cash flow (€ million} for property, plant and equipment and 3,332 4,334
intangible assets
Cost of goods soid
Inventory turnover _— 2.3 25
Inventories
Sales
Receivables turnover - 45 4.7
Trade accounts receivable
Cost of goods sold
Payables turnover T — 37 3.6
Trade accounts payable
Equity
Equity ratio {%) T 28.8 34.4
Total assets
income after income taxes
Return on equity (%) - 16.8 17.9
Average equity
Income before income taxes
Return on assets (%) and interest expense 8.4 B.4

Average total assets

2014 figures restated
1 Property, plant and equipment

14.7 Financial Management of the Group

The financial management of the Bayer Group is conducted by Bayer AG. Capital is a global resource,
generally procured centrally and distributed within the Group. The foremost objectives of our financial
management zre to help bring about a sustained increase in corporate value and tc ensure the Group’s
liquidity and creditworthiness. This invelves optimizing the capital structure and effectively managing
risks. The management of currency, interest rate, raw material price and default risks helps to reduce

the volatility of our earnings.
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The contracted rating agencies assess Bayer as follows:

Rating [Table 3.14.111
Leng-term rating Qutlnok Short-term rating

Standard & Poor's A stable A-2

Moody's A3 stable P-2

These credit ratings reflect the company’s high selvency and ensure access to a broad investor base for

financing purposes. It remains our goal to achieve and maintain financial ratios that support an “a
category rating in order to maintain our financial flexibility.

We pursue a prudent debt management strategy to ensure flexibility, drawing on a balanced financing
portfolio. This is based on bonds - predominantly a multi-currency European Medium Term Notes pro-
gram -, syndicated credit facilities, bilateral loan agreements and a global commercial paper program.

We use financial derivatives to hedge against risks arising from business operations or financiat transac-
tions, but do not employ contracts in the absence of an underlying transaction, It is our policy to dimin-
ish default risks by selecting trading pariners with a high credit standing. We closely monitor the execu-
tion of all transactions, which are conducted in accordance with Group directives.

Further details of our risk management objectives and the ways in which we account for all the major
types of hedged transactions — along with price, credit and liquidity risks as they relate to the use of
financial instruments — are given in Chapter 18.3 "Opportunities and Risks Report.”

15. Earnings; Asset and Financial Position
of Bayer AG

Until the end of 2015, Bayer AG functioned solely as the management holding company for the Bayer
Group. At the beginning of 2016, it assumed responsibility for the operations of its three divisions. As
the parent company of the Bayer Group, Bayer AG — represented by its Board of Management — per-
forms the principal management functions for the entire Group. These include strategic planning, re-
source allocation, executive management znd financial management. The performance of Bayer AG is
iargely determined by the business performance of the Bayer Group.

The financial statements of Bayer AG are prepared in accordance with the German Commercial Code
(uGBe) and Stock Corporation Act (AktG),
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15.1 Earnings Performance of Bayer AG

Bayer AG Summary Income Statements according to the German Commercial Code [Table 3.15.1]
€& million € milfion
income from investments in affiliated companies — net 3,213 2,444
Interest expense — net 341} (484)
Other financial income — net 12% 409
Other aperating income . ) o 128" 29
a;ﬁerm édministration expenses . (272) {324)
Other aperating expenses 140 77}
Income before income taxes 2,710 1,967
Income taxes (256) {606)
Net income B 2,454 1,361
Allocation to/Withdrawal from otr.w.ér retained earnings {593) 706
Distributabie profit 1,861 2,047

In fiscal 2015, the net income of Bayer AG was €1,361 million, down by €1,0693 million against the pre-
vious year {2014: €2,454 million). Earnings were held back above all by lower income from investments
in affiliated companies and higher tax expense.

The income from investments in affiliated companies declined year on year by €769 million to

€2,444 million (2014: €3,213 million). Bayer Pharma AG posted income of €1,793 million (2014:

€2,158 million), which, as in the previous years, was by far the largest contribution. Despite a substan-
tial increase in business, however, earnings of that company fell by €365 million, due partly to higher
reD and selling expenses. Bayer CropScience AG contributed €964 million {(2014: €787 million) to Bayer
AG’s income, an increase of €177 million. This was attributable to a slightly improved earnings contri-
bution from business operations and to one-time gains from a litigation, among other factors. Bayer AG
assumed a loss of €150 million from Covestro Deutschiand AG, the former Bayer MaterialScience AG
(BM3}, from its abbreviated fiscal year ending in August 2¢15. That company had made a positive earn-
ings contribution of €154 million in the previous year. The decline in earnings was mainly due to a
payment of €217 million to clear compensation claims from Bayer AG for the pension expenses of for-
mer Bms employees. Other significant earnings contributions comprised €149 million (2014: €146 mil-
lion} from a subsidiary that receives foreign dividend income. The service companies Bayer Business
Services GmbH and Bayer Technelogy Services GmbH assumed losses of €118 miliion (2014: €75 mil-
lion} and €12 million {2014: €18 million), respectively. The reported loss at Bayer HealthCare AG, the
holding company for the global health care business, was €231 million (2014: €207 million).

Net interest expense was €484 million, an increase of €143 million compared with the previous year.
After offsetting against gains from the fund assets, just the interest portion of the allocation to pension
provisions led to additional expense of €142 million, and thus to total expense of €276 million (2014:
€134 million). Of the remaining €208 million (2014: €207 million) balance of interest expenses and
income, €179 million was attributable to transactions with third parties and €29 million to intra-Group
transactions.

Other financial income and expenses yielded a positive balance of €409 million (2014: €129 million).
This marked increase was due particularly to a payment of €217 million received from Covestro
Deutschland AG to clear compensation claims from Bayer AG for the pension expenses of former BMs
employees. Income from the subgroups and service companies to cover pension expenses for retirees
remaining with Bayer AG following the hive-down of the operating business in 2602 and 2003 amount-
ed to €178 million (2014: €180 million). If due fo interest rates, pension expenses as such are recog-
nized under interest income/expense; otherwise they are recognized under other financial income and
expenses. There was income of €15 million in 2015 and expense of €1% million in the previous year.
Further income of €6 million (zo14: charges of €20 million} resulted from the translation of foreign
currency receivables and payables and from currency derivatives.
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General administration expenses refating to Bayer AG’s performance of its functions as the parent com-
pany of the Bayer Group amounted to €324 million (2014: €272 million). Miscellaneous operating ex-
penses relating to these functions, net of the respective miscellaneous operating income, came to €78
millien (2014: €19 million). Of the higher expenses totaling €111 million, €83 million was in connection
with the carve-out and stock market flotation of Covestro.

Pre-tax income decreased to €1,967 million {2014: €2,710 million}. Tax expense nonetheless increased
from €256 million to €606 million on account of effects associated with the formation of the Covestro
Group and lower tax-free income from investments in affiliated companies. After deduction of taxes, net
income was €1,361 million {2014: €2,454 millicn). A withdrawal of €706 million was made from other
retained earnings, leaving a distributable profit of €2,067 million.

The Board of Management and Supervisory Board will prapose to the Annual Stockholders’ Meeting on

April 29, 2016 that the distributable profit be used to pay a dividend of €2.50 per share (826,947,808
shares) on the capital stock of €2,117 million entitled to the dividend for 2015.

15.2 Asset and Financial Position of Bayer AG

Bayer AG Summary Statements of Financial Position according
ta the German Commercial Code

iTable 3.15.21

Dec. 31,2014 Bec. 31,2015

€ million € miltion
ASSETS
Noncurrent assets
Intangible assets, property, piant and equipment 18 31
Financial assets 40,919 43,737
B 40,937 43,748
CTJrre;.nt assets
Receivables from subsidiaries 2,729 3,159
Remaining receivables, other assets 4460 380
Cash and cash equivalents, marketable securities 1,243 629
4,432 4,148
Total assets 45,369 47,935
EQUITY AND LIABILITIES
Equity 15,532 15,032
Provisions 2,406 2,356
Other liabilities
Bonds and notes, liabilities to banks 7,210 7,203
Payables to subsidiaries 18,204 22,752
Remaining liabilities 2,017 593
27,431 30,548
:i:;tél equity and liabilities 45,369 47,936
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The asset and liability structure of Bayer AG is dominated by its role in managing the subsidiaries and
financing corporate activities as the parent company of the Bayer Group. This is primarily reflected in
the high level of investments in affiliated companies and of the receivables from, and payables to, Group
companies.

Total assets of Bayer AG as of December 31, 2015 were €48.0 billion, up from €45.4 billion at the start of
the year because of the €2.8 billion increase in noncurrent assets. By contrast, current assets decreased
by €0.3 billion in fiscal 2015.

Property, plant and equipment and intangible assets totaled €at million (2014: €18 million} and were
therefore of secondary imporfance. Financial assets increased by €2.8 billion to €43.7 billion (z014:
€40.9 hillion), principally as a resuit of capital increases ai subsidiaries. Investments in affiliated com-
panies continued to account for by far the largest item in total assets, amounting to 89.5% (2014:
88.3%).

Receivables from subsidiaries amounted to €3.2 billion {201 4; €2.7 billien) while payables to subsidiar-
ies totaled e22.8 billion {z014: £18.2 billion). These amounts accounted for 6.6 % of total assets and
47.5% of fotal equity and liabilities, respectively.

Including the deferred charges, the other receivables reflected in current assets, at €380 million, were
below the prior-year level of €460 million and were of cnly secondary importance in relation to total
assets, Cash and cash equivalents were €614 million lower than in the previous year at €629 million
(2014: €1,243 million} due to lower bank deposits.

Bayer AG had equity of €15.0 billion (zo14: €15.5 billion). The decline in equity, coupled with the in-
crease in total assets, caused the equity ratio to fall to 31.4%% (2014: 34.29b). Net income for 2015 was
€1,361 miilion while equity was diminished by the €1,861 millien dividend payment for zo14.

Provisions were level year on year at €2.4 billion. While pension provisions decreased by €306 millicn to
€1,562 million, tax provisions were €265 million higher at €s64 million. The other provisions were virtu-
ally unchanged at €130 million (2014: €139 million).

Other liabilities rose by €3.1 billion to €30.5 billion {net of deductible receivables; 2014: €27.4 billion),
mainly due ta the e2.1 billion increase in financial debt. In this connection, external debt of the Group
was reduced at the expense of higher debt to Group companies. [nternal financial debt rose by

€3.2 billion. Bonds in the same amount of €1.3 billion were issued and repaid in fiscal 2015. The use of
funds from the commercial paper program decreased by e1.1 billion. Total financial debt at year end
2015 was €30.3 billion (2z014: €28.2 billion). After deduction of cash and cash equivalents of €0.6 billion,
net debt was 2.7 billion higher than in the previous year at €29.7 billion {2014: €27.0 biliion}.
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16. Corporate Governance Report

This Corporate Governance Report also constitutes the report pursuant tc Section 3.10 of the German
Corpcrate Governance Code.

16.1 Declaration Concerning the German Corporate
Governance Code*

*not part of the audited management report

DECLARATION BY THE BOARO OF MANAGEMENT AND SUPERVISORY BOARD OF
BAYER AG

concerning the German Corporate Governance Code (May 5, 2015 version) pursuant to
Section 161 of the German Stock Corporation Act**

Under Section 161 of the German Stock Corporation Act, the Board of Management and the Super-
visory Board of Bayer AG are required to issue an annual declaration that the company has been,
and is, in compliance with the recommendations of the “Government Commission on the German
Corporate Governance Code” as published by the Federal Ministry of Justice in the official section
of the Federal Gazette (Bundesanzeiger), or to advise of any recommendations that have not been,
or are not being, applied and the reasons for this. An annual declaration was last issued in Decem-
ber 2014.

With respect to the past, the following declaration refers to the June 24, 2014 version of the Code.

With respect to present and future corporate governance practices at Bayer AG, the following
declaration refers to the recommendations in the May 5, 2015 version of the Code.

Pursuant to Section 161 of the German Stock Corporation Act, the Board of Management and Su-
pervisory Board of Bayer AG hereby declare as follows:

1.  The company has been in compliance with the recommendations of the Code since issuance
of the last annual compliance declaration in December 2014.

2.  All the recommendations of the Code are now being complied with in full.

Leverkusen, December 2015

For the Board of Management For the Supervisory Board
M Dakins J 8’4/( éwuu Au.wfu’/
DE. DEKKERS DIETSCH WENNING

** This is an Engtish transtation of a German document. The German decument is the official and cantrolling version, and Lhis English translation in
no event madifies, interprets or fimits the official German version
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16.2 Governance*

*not part of the audited management report

BAYER IN COMPLIANCE WITH THE RECOMMENDATIONS OF THE GERMAN CORPORATE
GOVERNANCE CODE

Bayer has always placed great importance on responsible corporate governance. This will remain the
case in the future. In 2015, the company was again able to issue a declaration that it had fully complied
with the recommendations of the German Corporate Governance Code in the past and continued to do
50.

In 2015, the Board of Management and Supervisory Board again addressed the question of compliance
with the German Corporate Governance Code, including the Code amendments of May 5, 2015. The
resulting declaration, which is reproduced on the previous page, was issued in December 2015 and
posted on Bayer’'s website along with previous declarations.

DUTIES AND ACTIVITIES OF THE BOARD OF MANAGEMENT

The Board of Management runs the company on its own responsibility with the goal of sustainably
increasing the company’s enterprise value and achieving the defined corporate objectives. The Board of
Management performs its tasks according fo the law, the Articles of Incorporation and the Board’s rules
of procedure, and works with the company's other governance bodies in a spirit of trust.

The Board of Management of Bayer AG defines the long-term goals and strategies for the company and
the Group and sets forth the principles and directives for the resulting corporate policies. It coordinates
and monitors the most important activities, defines the portfolio, develops and deploys managerial staff,
allocates resources and decides on the Group's financial steering and reporting.

The members of the Board of Management bear joint responsibility for running the business as a whole.
However, the individual members manage the areas assigned to them on their own responsibility within
the framework of the decisions made by the full Board. The allocatior of functions among the members
of the Board of Management is defined in a written schedule.

The full Board of Management makes decisions on all matters of fundamental importance and in cases
where a decision of the full Board is prescribed by law or otherwise mandatory. The rules of procedure
of the Board of Management contain a list of topics that must be deait with and resolved by the full
Board.

Meetings of the Board of Management are held regularly. They are convened by the Chairman of the
Board of Management. Any member of the Board of Management may also demand that a meeting be
convened. The Board of Management makes decisions by a simple majority of the votes cast, except
where unanimity is required by law, In the event of a tie, the Chairman has the casting vote.

According to the Board of Management's rules of procedure and the functional responsibilities assigned
to its members, the Chairman bears particular responsibility for leading and coordinating the Board's
work. He represents the company and the Group in dealings with third parties and the workforce on
matters relating to more than one part of the company or the Group. He also bears special responsibility
for certain corporate functions.

In 2015 special respensibility was assigned to different members of the Board of Management for each
of the following functions:

= Strategy and Portfolic Management

+ Finance

+ Humarn Resources, Technology & Sustainability (this member also serving as Labor Director)
« Innovation
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[ See Chapter 4 for
more about the
Bayer Life Science
Center

In addition, three of the members of the Beard of Management were each responsible for geographical
regions.

Effective January 1, 201s, functional responsibilities were reallocated in light of the Bayer Group’s sole
focus on the Life Science business and the enlargement of the Board of Management by three members.
In addition to the function of Board Chairman and the four other existing functions, three functions
were created that each have special responsibility for one of the operating divisions. Responsibilities for
the geographical regions were redistributed among four members.

A Deal Committee was established within the Board of Management to make the final decisions on
corporate acquisitions, divestments or licensing fransactions above a defined mediom size. The mem-
bership of this committee varies from case to case. The members responsible for Strategy and Portfelio
Management and for Finance always participate in its decision-making. The third member of the Board
of Management involved in the decisions of the Deal Committee is either the member responsible for
the division to which the trangaction reiates or — in the case of a transaction of the Bayer Life Science
Center — the member responsible for Innovation. There are no other committees within the Board of
Management.

SUPERVISORY BOARD: OVERSIGHT AND CONTROL FUNCTIONS

The rote of the 20-member Supervisory Board is tc oversee and advise the Board of Management. Under
the German Codetermination Act, half of the Supervisory Board's members are elected by the stockhold-
ers, and half by the company’s employees. The Supervisory Board is directly involved in decisions on
matters of fundamental importance to the company, reqularly conferring with the Board of Management
on the company’s strategic alignment and the implementation status of the business strategy.

The Chairman of the Supervisory Board coordinates its work and presides over the meetings. Through
regular discussions with the Board of Management, the Supervisory Board is kept constantly informed
about business policy, corporate pianning and strategy. The Supervisory Board approves the annual
budget and financial framework. It also approves the financial statements of Bayer AG and the consoli-
dated financial statements of the Bayer Group along with the combined management report, taking into
account the Teports by the auditor,

COMMITTEES OF THE SUPERVISORY BOARD
The Supervisory Board has the following committees:

Presidial Committee; This comprises the Chairman and Vice Chairman of the Supervisory Board along
with a further stockholder representative and a further employee representative. The Presidial Commit-
tee serves primarily as the mediation committee pursuant to the German Codetermination Act. It has the
task of submitting proposals to the Supervisory Board on the appointment of members of the Board of
Management if the necessary two-thirds majority is not achieved in the first vote at a plenary meeting.
Certain decision-making powers in connection with capital measures, including the power to amend the
Articles of Incorporation accordingly, have aiso been delegated to this committee.

Audit Committee; The Audit Committee comprises three stockholder representatives and three em-
plovee representatives. The Chairman of the Audit Committee in 2015, Dr. Klaus Sturany, satisfies the
statutory requirements concerning the independence and the expertise in the field of accounting or
auditing that a member of the Supervisory Board and the Audit Committee is required to possess. The
Audit Committee meets regularly four times a year. Its tasks include oversight of the company’s finan-

_cial reporting process, the effectiveness and ongoing development of the internal control system, the
risk management system, the internal audit system, the compliance system and the audit of the financial
statements. It prepares the decisions of the Supervisory Board pertaining to the financial statements of
Bayer AG, the consolidated financial statements of the Bayer Group, the combined management report,
the proposal for the use of the distributable profit of Bayer AG, and the interim financial statements and
management reports of the Bayer Group, all of which are prepared by the Beard of Management. On the
basis of the auditor's report or the audit of the financial statements of Bayer AG, the consolidated finan-
cial statements of the Bayer Group and the combined management repert, the Audit Committee devel-
ops proposals concerning the approval of both sets of financial statements by the fuil Supervisory
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Board. The Audit Committee is also responsible for the company’s relationship with the external audi-
tor. The Audit Committee submits a propesal to the full Supervisory Board cencerning the auditor's
appointment, prepares the awarding of the audit contract to the audit firm appointed by the Annuai
Stockholders’ Meeting, suggests areas of focus for the audit and determines the auditor's remuneration.
It also monitors the independence, qualifications, rotation and efficiency of the auditor.

Human Resources Committee: On this committee, too, there is parity of representaticn between stock-
holders and employees. It consists of the Chairman of the Supervisory Board and three other Superviso-
ry Board members. The Human Resources Committee prepares the personnel decisions of the full Su-
pervisory Board, which resolves on appoiniments or revocations of appointments of members of the
Board of Management. The Human Resources Committee resclves on behalf of the Supervisory Board
on the service contracts of the members of the Board of Management. However, it is the task of the fuil
Supervisory Board to resolve on the total compensation of the individuai members of the Board of Man-
agement znd the respective compensation components, as well as to reqularly review the compensation
system on the basis of recommendations submitted by the Human Resources Committee. The Human
Resources Committee also discusses the long-term succession planning for the Board of Management.

Nominations Committee: This committee carries out preparatory work when an election of stockholder
representatives to the Supervisory Board is to be held. It suggests suitable candidates for the Superviso-
ry Board to propose to the Annual Stockholders” Meeting for election. The Notninations Committee
comprises the Chairman of the Supervisory Board and the other stockholder representative on the Pre-
sidial Committee.

Innovation Committee: The Innovation Committee was established in September 2015. It is primarily
concerned with the innovation strategy and innovation management, the strategy for protection of intel-
lectual property, and major research and development programs. Within its area of respensibility, the
Committee advises and oversees the management and prepares any Supervisory Board decisions. The
Committee comprises the Chairman of the Supervisory Board and five other members of the Superviso-
1y Board, with parity of representation between stockhclder and employee representatives.

Detailed information on the work of the Supervisory Board and its committees is provided in the Report
of the Supervisory Board on page 34 of this Annual Report.

OBJECTIVES FOR THE COMPOSITION OF THE SUPERVISORY BOARD

The Superviscry Board should be composed in such a way that its members together possess the neces-
sary expertise, skills and professional experience to properly perform their duties. In view of Bayer AG's
global operations, the Supervisory Board has set itself the goal of always having several members with
international business experience or an international background. A further objective concerning the
composition of the Supervisory Board is that, absent special circumstances, a member should not hold
office beyond the end of the next Annual Stockholders’ Meeting following his or her 72nd birthday.
With a view to avoiding potential conflicts of interest, the Supervisory Board has set itself the goal that
more than half of the stockholder representatives be independent and also that at least three guarters of
the total Supervisory Board membership (stockholder and employee representatives) be independent.
The Supervisory Board assesses the independence of its members according to the recommendation
contained in Section 5.4.2 of the the German Corporate Governance Code. In assessing independence,
the Supervisory Board also considers the criteria given in the recommendation of the European Com-
mission of February 1s, 2005.% Finally, the Supervisory Board has set a standard limit on the duration of
any person’s membership of the Supervisory Board in line with the recommendation in Section 5.4.1,
Paragraph 2 (May 5, 2015 version of the Code}. Absent special circumstances, no person should remain
a member of the Supervisory Board for more than three full terms of office. For members of the Super-
visory Board serving at the time the standard limit was introduced (September 2015) who have already

* Annex 2 to the recommendation of the European Commission of February 15, 2005, on the role of nonexecutive or supervisory directors of listed
companies and on the committees of the {supervisary) board (2005/162/ECY
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exceeded this limit or will exceed it by the end of their current term of office, the limit will be applied
with effect from the conclusion of their current term of office.

The stated goals refer to the Supervisory Board as a whole unless specified otherwise. However, since
the Supervisory Board can only nominate candidates for election as stockholder representatives, the
goals can only be taken into account in these nominations.

Upon elections to the Supervisory Board to be held after January 1, 2016, it must be ensured that at
least 30% of the members are women and at least 309 are men.

Implementation status of the objectives

The Supervisory Board has several members with international business experience and cther interna-
tional connections. The objective that a member should step down from the Supervisory Board at the
Annual Stockholders” Meeting foliowing his or her 72nd birthday — absent special circumstances —is
being met. One member, Ernst-Ludwig Winnacker, who has been elected to serve until the Annual
Stockhclders” Meeting in 2016, had already reached 72 years of age at the time of the Annual Stock-
holders’ Meeting in 2014. However, he was proposed for reelection at that Meeting so that the Supervi-
sory Board would continue to have one member with particular expertise in research until one or more
members with similar experience can be appointed. One member of the Supervisory Board, Werner
Wenning, served as Chairman of the company’s Board of Management until 2010. (ne member, Ernst-
Ludwig Winnacker, has been a member of the Supervisory Beard since 1997, and thus has served more
than three terms of office. However, neither Werner Wenning nor Ernst-Ludwig Winnacker has any
personal or business relationship with the company or a governance body of the company that in the
opinion of the Supervisory Board gives rise to a material conflict of interest of a more than temporary
nature. There are no indications of any possible lack of independence in the case of the other Supervi-
sory Board members. Thus the Supervisory Board considers all of its members to be independent. The
proportion of women on the Supervisory Board is currently 20%. It is planned to nominate a further
female candidate for election to the Supervisory Board at the Annual Stockholders’ Meeting in 2016. If
this candidate is elected, the propertion of women among the stockholder representatives will rise to
30% and or the full Supervisory Board to 25vs.

TARGETS REGARDING THE PROPORTION OF WOMEN ON THE BOARD OF MANAGEMENT
AND THE FIRST TWO MANAGEMENT LEVELS

The Supervisory Board aims to ensure that there is at least one woman serving on the company’s Board
of Management. This corresponds to a share of 12.5% on the eight-member Board. The Board of Man-
agement has set targets of 209 women on the first management level and 28% women on the second
management level. These targets are to be attained by June 30, 2017. '

DISCLOSURE OF SECURITIES TRANSACTIONS BY MEMBERS OF THE BOARD OF
MANAGEMENT OR SUPERVISORY BOARD

Members of the Board of Management or Supervisory Board and their close relatives are required by
law to disclose all transactions involving the purchase or sale of Bayer stock where such transactions
total €5,000 or more in a calendar year. Bayer publishes details of such transactions immediately on its
website and also notifies the German Financial Supervisery Authority accordingly. This information is
provided to the company register for archiving. The following transactions in 2015 were reported to
Bayer AG:

WATSON LABORATORIES, INC. , Ex. 1077, p. 188 of 361



Bayer Annnal Reporl 2015

Combined Management Reposi

16. Corporate Governance Report

Securitles Transactions by Members of the Board of Management or Supervisory Board [Table 3.16.11
- Total

Financial i transaction

Datelplace. Name/function instrument I1SIN Transaction C Quantity veiume

March 3, 2015/ Werner Wenning, Shares DEOODBAY0Q17 Purchase EUR132.73 678 EUR 89,992.18

Xetra Supervisory Board

March 3, 20157 Dr. Klaus Sturany, Shares DEQOOBAYO017 Purchase EUR 132,73 452 EUR 59,994.77

Xetra Supervisory Board '

March 3, 2015/ . Dr. Paul Achleitner, Shares DEOODBAYOON7 Purchase  EUR 132.73 339 EUR 44,996.08

Xetra Supervisory Board

March 3, 2015/ Dr.Clemens Bérsig, Shares DEOOOBAY0017 Purchase EUR 132.73 226 EUR 29,997.39

Xetra Supervisory Beard

March 3, 2015/ Thomas Ebeling, Shares DEGCOBAY0017 Purchase  EUR 132.73 226  EUR 29,997.39
Xetra Supervisory Board
March 3, 2015/ Dr, Helmut Panke, Shares DEODOBAYQD17 Purchase  EUR 132.73 291 EUR 38,624.95
Xetra Supervisary Board
March 3, 2015/ Prof. Dr. Ernst-Ludwig Shares DEDOOBAY0017 Purchase  EUR 132.73 226 EUR 29,997.3%
Xetra Winnacker,

Su_pf_srviscry Board
March 3, 2015/ Prof. Dr.-Ing Thomas Fischer, Shares DEODOBAYQ017 Purchase  EUR 132.73 339 EUR 44,994.08
Xetra Supervisory Board
March 3, 2015/ Michael Schmidt-Kiessling, Shares DEQOOBAYQO17 Furchase EUR 132.73 226 EUR 29,997.39
Xetra Supervisory Beard
March 3, 2015/  Dr. Simone Bagel-Trah, Shares DEQDOBAY0O17 Purchase  EUR 132.73 152 EUR 20,175.23
Xetra Supervisory Beard
March 3, 2015/ Sue H. Rataj, Bayer AG US072730302 Purchase US$ 148.57 226 USS 33,576,82
Over the counter  Supervisery Board American
market (OTC) Depositary

Receipts (ADR)

[nformation filed with the company by members of the Board of Management and Supervisory Board
shows that, on the closing date for the financial statements, their total holdings of Bayer AG stock or its
derivatives were equivalent to less than 194 of the issued stock.

COMMON VALUES AND LEADERSHIP PRINCIPLES

Bayer has committed itself to the vaiues of Leadership, Integrity, Flexibility and Efficiency, or "LIFE” for
short. These values provide guidance to all Bayer employees, both for business dealings and for their
collaboration within the company. All employees are obligated to align their work to the L1FE values.
This is taken into account in human resources development and the regular performance evaluations.

SYSTEMATIC RISK MANAGEMENT

Risk management forms an integral part of cur control processes. It ensures that we are mindful of risks
involved in our activities and can identify any financial or nonfinancial risks at an early stage. We at-
tempt to avoid or mitigate risks by taking appropriate countermeasures, or to transfer them to third
parties {such as insurers} to the extent possible and economically acceptable.

The internat control system (1cs) applied to our accounting processes enables timely risk monitor-

ing. This ensures the accuracy of our financial reperting along with the prevention or, where necessary,
rectification of errors in the processing of business transactions. It also ensures the availability of relia-
ble data on the company’s financial situation.

However, the control and risk management system cannot provide absolute protection against losses
arising from business risks or fraudulent actions.
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GRI
54-26

DETAILED REPORTING

To maximize transparency, we provide regular and timely information on the Group's position and sig-
nificant changes in business activities to stockholders, financial analysts, stockholders” associations, the
media and the general public. Bayer complies with the recommendations of the Corporate Governance
Code by publishing reports on business trends, financial position, results of operations and related risks
four times a year.

In line with statutory requirements, the members of the company's Board of Management provide an assur-
ance that, to the best of their knowledge, the financial statements of Bayer AG, the consolidated financial
statements of the Bayer Group and the combined management report provide a true and fair view.

The financial statements of Bayer AG, the consolidated financial statements of the Bayer Group and the
combined management report are published within 90 days after the end of each fiscal year. In addition,
stockholders and other interested parties are kept informed of developments during the fiscal year by
means of financial reports issued for the half-year and the first and third quarters within 45 days after
the end of the respective reporting period. The half-year financial report is voluntarily subjected to an
audit review by the auditor, whose appointment by the Annual Stockholders’ Meeting also relates spe-
cifically to this audit review.

In addition, Bayer provides information at news conferences and analysts’” meetings, The company also
uses the internet as a platform for the timely announcement of the issue dates of major publicaticns,
such as the annual report and the quarterly financial reperts {interim reports}, and the date of the Annu-
al Stockholders’ Meeting.

In line with the fair disclosure principile, all stockholders and the other main target groups are freated
equally as regards the communication of valuation-relevant informaticn. All significant new facts are
disclosed immediately to the general pubtic. Stockholders also have immediate access to the information
Bayer publishes locally in compliance with the respective stock market requlations.

in addition to our regular reporting, we issue ad-hoc statements on developments that otherwise might
not become publicly known but have the potential to materially affect the price of Bayer stock.

16.3 Compliance

Bayer manages its businesses responsibly and in accordance with the statutory requirements of the
countries in which it operates.

We define compliance as legally and ethically impeccable conduct by all employees in their daily work,
because the way they carry out their duties affects the company’s reputation. Bayer does not tolerate
any violation of applicable laws, relevant codes of conduct cr internal requlations. Compliance is essen-
tial for our long-term economic success.
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CORPCORATE COMPLIANCE

The Board of Management is unreservedly committed to compliance, and Bayer will forgo any business
transaction that would violate our compliance principles. These principles are enshrined in our Corpo-
rate Compliance Policy, which is available in 42 languages and sets out our commitment to:

+ Fair competition

+ Integrity in business dealings ~ including zero tolerance of corruption

+ The principles of sustainability and product stewardship

» The upholding of foreign trade laws and insider trading laws

« The separation of business and personal interests

« Proper record-keeping and transparent financial reporting

« Fair and respectful working conditions and the avoidance of all forms of discrimination

Every employee is required to observe these rules and to immediately report any violation of the Corpo-
rate Compliance Policy. This general reporting requirement does not apply in France due to peculiarities
of national law. Managerial employees have a vital role to play in implementing the Corporate Compli-
ance Policy in the Bayer Group. As role models, they help to ensure this essential code of conduct is
actively adhered to. Managers may lose their entitlement to variable compensation compenents and be
subject to further disciplinary measures if systematic violations of applicable law have occurred in their
sphere of responsibility. Compliant and lawful conduct factors inte the performance evaluations of all
managerial employees.

Adherence to the Corporate Compliance Policy is among the subjects covered in zll audits conducted by
Bayet’s Internal Audit. Audits are planned using a function- and risk-based approach that also takes a
corruption awareness index into consideration. Audits of the major companies, which together account
for about 909 of Group sales, are planned to take place every three years. A total of 214 audits were
conducted in 2015. These included 38 preventive or incident-related compliance audits. The head of
Internal Audit regularly attends the meetings of the Audit Committee of the Supervisory Board, present-
ing a list of conducted audits and their cutcomes at least once a year.

COMPLIANCE QRGANIZATICON

The Bayer Group‘s compliance organization is headed by the Group Compiiance Officer, who regularly
reports directly to the Chairman of the Board of Management and te the Audit Committee of the Super-
visory Board. A central compiiance department supports the Group Compliance Officer in steering and
implementing the Group-wide compliance activities. In 2015 each subgroup and service company had
its own compliance cfficer, whose respensibilities included ensuring adherence to subgroup- or indus-
try-specific standards. A central compliance officer — supported where necessary by further compliance
functions - is available in every country or country group to answer questions from all employees te-
garding lawful and ethical behavicr in business-related situations.

The compliance organization operates in accordance with internationa! standards such as the oEcp

Recommendzations of the Council for Further Combating Bribery of Foreign Public Officials in Interna-
tional Business Transactions.
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Group target 2015:
conducting preventive
risk assessments in all
three subgroups

[ See aisa Chapter
1.4 for Group
targets

The mission and the goals of the Bayer Group’s compiiance organization are set forth in our Compliance
Charter, which forms the basis for proactive, risk-based, collaborative cooperation with the operational
business aimed at early prevention of compliance violations. For compiiance to continue developing as a
permarnent, active part of Bayer’s corporate culture, it must be integrated into all operational business
units and their work processes.

A Group-wide compliance management system serves the purpose of early prevention. This system is
based on partnership with the operational business and features dialogue, transparency and continuous
improvement, It also includes the punishment of compliance violations.

The preventive approach is driven by the Integrated Compliance Management (icM} project. This pro-
motes close, systematic cooperation between compliance experts and operational business managers.
With the help of 1cM, relevant business risks can be identified and minimized. A systematic process is in
place involving roundtable meetings to discuss identified compliance risks and coordinate steps to
mitigate them, The participants in these roundtables are the compliance functions and the operationat
business managers. The results of the roundtables are entered and tracked in a Group-wide compliance
risk management database.

[n line with our Group target, we had carried out comprehensive, preemptive risk assessments in the
holding company, all three subgroups and the country organizations by the end of 2015. The project
also includes reqular self-monitoring by the operational business units based on appropriate auditing
and inspection procedures. 1cM is focused on the areas of antitrust law, anticorruption measures, export
control, conflicts of interest, insider trading, antidiscrimination and privacy. At the beginning of 2016,
the project was transferred to the company’s compliance and privacy organization.

Compliance violations can be reported — anonymously if desired - via a central, global compliance hot-
line, which was switched in 2015 to a new international provider offering additional services. In 2015
the compliance organization received a total of 185 reports via this compliance hotline (121 of these
anonymous), which is also accessible to the general public. Of these reports, 10 came from Germany
and 175 from other countries, As an alternative to the compliance hotline, suspected compliance viola-
tions may alsc be reported to the compliance officer for the respective country organization or to Inter-
nal Audit.

All suspected compliance violations in the Group are recorded according to uniform criteria and dealt
with under the rutes set forth in Bayer’s Directive on the Management of Compliance Incidents.

& ONLINE ANNEX: 3-14.3-1

Where an investigation confirms that a compliance violation has occurred, the company has a gradu-
ated set of measures at its disposal. These include a verbal or written warning, transfer to a different
unit, cancellation of a planned promotion, a reduction in the short-term incentive payment, down-
grading to a lower collectively agreed pay rate or managerial contract Jevel, and ordinary or extracr-
dinary termination. This does not preclude the company from asserting further claims against the
employee concerned for cost reimbursement or damages or from initiating a criminal prosecution.
The action taken in each case depends on the gravity of the compliance violation and on applicable
law.
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COMPLIANCE TRAINING AND COMMUN{CATIONS Group target 2015:
Group-wide training programs tailered to requirements and target groups, along with extensive com- annual compliance
munications activites, help to further raise the employees’ awareness for compliance issues and the training for all Bayer

[
risks involved. In 2015, 38,609 Bayer managers, or 96.6% of the global total, took a compliance training ~™2"29%3 t=99%)

program. This was in line with the Group target.

® ONLINE ANNEX: 3-16.3-2 [ Seealso Chapter
The aim of these targeted training programs is to ensure that employees do not overstep boundaries :a":g:’t;Gm”p
out of ignorance or uncertainty. Our compliance training programs reflect the focus areas of the rcmM

project and are available in various formats to meet the needs of different employee groups. Some

take the form of web-based training (weT) programs, while others involve face-to-face training ses-

sions or workshops.

In zo15, we implemented a new global web-based training program in 83 countries on the subject of
conflicts of interest. This pregram, initially available in 10 languages, has already been completed by
26,163 employees.

New hires and employees switching to different areas of responsibility within Bayer are reqgularly in-
vited to participate in the training programs relevant to their functions. This ensures that all new em-
ployees receive the appropriate compliance training.

In view of the particularly strict compliance rules in the area of health care, we offer special training [ See Chapter 7.3
programs for the employees working in this field. Further details are given in Chapter 7 “Procure-
ment, Products, Logistics, Distribution,”

We again ran a broad-based communications campaign in 2015 to provide comprehensive infor-
mation te all employees about compliance and the availability of advice from compliance staff under
the new partnering concept, as well as to enhance their awareness for compliance-critical situations,
The communications activities in 2015 focused on conflicts of interest and preduct-reiated communi-
cations. A wide range of internal media cfferings was available on both topics. At the start of the
year, a quiz previded the opportunity for employees to refresh their knowledge of various aspects of
compliance.

16.4 Compensation Report

The Compensation Report describes the essential features of the compensation system for the mem-
bers of the Board of Management and the Supervisory Board and explains the compensation of the
individual members. The report conforms to the requirements of the German Commercial Code inciud-
ing the principles of German Accounting Standard Ne. 17 (DRS 17). It also complies with the recom-
mendations of the German Corporate Governance Code and with the International Financial Reporting
Standards (IFRS).
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16.4.1 Compensation of the Board of Management

OBIJECTIVES

The structure of the compensation system for the Board of Management of Bayer AG is aimed at en-
suring performance-oriented corporate governance and a long-term increase in the company’s value.
The core elements of the system include fixed compensation, which takes into account the tasks and
duties of the Board of Management members, and an incentivized component — the short-term incen-
tive {STI} —, which depends on the attainment of the annual corporate performance targets. In addition
to the compensation directly related to each year of service, there are two long-term stock-based com-
ponents that are directly related to the development of Bayer’s share price over time and thus are
intended to create an incentive for a sustained commitment to the company. The system is alsoe de-
signed to enable the company to successfully compete for highly gualified executives and to ensure
statutory and requlatory compliance. Board of Management compensation is in line with the basic
principles of the compensation structure for managerial employees in the Bayer Group. The appropri-
ateness of the system and the compensation level are regularly reviewed by the Supervisory Board,
which then makes any necessary adjustments.

COMPENSATION STRUCTURE UNTIL DECEMBER 31, 2015

The compensation paid to the members of the Board of Management inciudes both non-performance-
related and performance-related components. The compensation structure, based on average total
annual compensation and 100% target attainment, is as fcllows:

Board of Management Compensation Structure {German Commercial Code)? [Graphic 3.16.1

~ 309%

Fixed annua! compensation --———

~ 30%

Short-term variable
cash compensation
(50% STU

~ 40%

Long-term variable
cash compensation

~10% Aspire

e~ 30% Virtual shares
(50% STI

1 Exeluding fringe benefils and pension entitlements

The non-performance-related compensation comprises the fixed annual compensation along with fringe
benefits. The performance-related compensation partly comprises a variable component (s11), of which
50% takes the form of short-term variabie cash compensation and 50% consists of long-term cash
compensation involving a grant of virtual Bayer shares that are retained for three years. The other per-
formance-related compensation component serving as a long-term incentive is the stock-based cash
compensation program Aspire, where a four-year retention period applies.
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The individual performance-related components are capped at the grant date. The cap on the total com-
pensation is 1.8 times the respective target compensation and is determined annually when the fixed
compensation is set,

The members of the Board of Management also receive pension entitlements for themselves and their
surviving dependents.

Non-performance-related components

Fixed annual compensation

The level of the non-performance-related, fixed annual compensation takes into account the functions
and responsibilities assigned to the members of the Board of Management as well as market conditions.
The fixed compensation is regularly reviewed by the Supervisory Board in light of the consumer price
index and adjusted if necessary. It is paid out in twelve monthly installments.

Fringe benefits

This compenent mainly includes perquisites such as a company car with driver or the use of the com-
pany carpool, paymenis toward the cost of security equipment, and the reimbursement of the cost of
annual health screening examinaticns, Fringe benefits are reported at cost or the amount of the pecuni-
ary advantage gained.

Performance-related components

Short-term variable cash compensation

The short-term variable compensation (shert-ferm incentive, or 571} is based on a set percentage of the
fixed annual compensation (target value). This amount is adjusted according to the target attainments of
the Bayer Group, the subgroups and the individual Beard of Management member.

The Group component is determined in relation to core earnings per share of the Group, while the sub-
group components are geverned by the weighied average target attainments of the HealthCare, Crop-
Science and Covestro subgroups. The annual subgroup targets are derived from the respective business
strategies and cperational priorities. The target attainment for HealthCare and CropScience is mainly
based on the comparison of target and actual vaiues for the EBITDA margin before special items and
sales growth. At Covestro it is measured in terms of the cash flow return on investment (CFro1}. Target
attainment also takes into account qualitative objectives including safety, compliance and sustainability
aspects.

The target attainment for the individual component of the variable compensaticn is determined by the

Supervisory Board. One half of the stz for each year is paid cut in the second quarter of the following
year, while the other half is granted in the form of virtual Bayer shares.
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Short-Term Variable Compensation (5T1) Companents [Graphic 3,16.2]
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Long-term variable cash compensation based on virtual Bayer shares

Both the number of virtual shares granted and the amount of the payment at the end of the retention
period are based on the average official closing prices of Bayer shares over the last 30 trading days of the
respective year in the Xetra system of the Frankiurt Stock Exchange. A cash payment with respect to the
number of virtual shares held is made at the end of the three-year period according to the market price of
Bayer shares at that time. In addition, the members of the Board of Management receive an amount
equal to the total dividends paid on the equivalent number of real shares during the period. Payment is
made in January of the year following the end of the three-year retention period. This payment is capped
at 200% of the amount converted into virtual shares at the beginning of the three-year period. No option
exists for the Board of Management members to extend the retention period or defer the payout. When a
member leaves the Board of Management, the retention period for two-thirds of each tranche is short-
ened to two years. If the member leaves during a fiscal year, payment is made immediately with respect
to two-thirds of any tranche that has already been retained for more than two years. The remaining one-
third of each tranche continues to be subject to the three-year retention period.

Long-term stock-based cash compensation (Aspire 1)

Members of the Board of Management are eligible to participate in the annual tranches of the long-term
stock-based compensation program Aspire 1 ("Aspire"} on condition that they purchase a certain num-
ber of Bayer shares - determined for each individual according to spacific guidelines — as a personal
investment and for as long as they continue in the service of the Bayer Group. The payments made
under this program are based on the Aspire Target Opportunity, which is 2 contractually agreed per-
centage of fixed annual compensation. Depending on the performance of Bayer stock, both in absclute
tarms and relative to the EURO 5TOXX 50 benchmark index, participants are granted an award of be-
tween 0% and 300%s of their individual Aspire Target Opportunity at the end of the performance peri-
od. The payout/performance matrix according to the absolute and relative development of Bayer’s
share price is explained at HTTP.//WwWW.INVESTOR.BAYER.COM/EN/STOCK/STOCK-PROGRAMS/ASPIREY,
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Tranches of the Aspire Program {Graphic 3.16.31
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When a member of the Board of Management retires, current tranches may be shortened, thus reducing
their value. In this case, tranches up to the one issued in 2011 were shortenied on a pro-rated basis
according to the duration of the member’s active service on the Board of Management during the period
of the tranche; tranches issued in 2012 or later are shortened according to the duration of the member's
active service on the Board of Management during the first year of the tranche.

Expanded Share Ownership Guidelines

On top of the requirement for participants in the Aspire program to make a personal investment in
Bayer shares, the members of the Board of Management have undertaken to comply with expanded
Share Ownership Guidelines. These require the Chairman of the Board of Management to build a posi-
tion in Bayer shares to the value of 150% of his fixed annual compensation, and the other members to
the value of 10094 of their fixed annual salaries, within four years and to continue to hold them for as
long as they remain Board of Management members. Haif the number of virtual shares granted to them
through conversion of 50% of the sT1 into virtual shares counts toward this position. The Board of Man-
agement members must provide documentary evidence of their compiiance with this obligation for the
first time at the end of the four-year position-building period and again yearly thereafter. In the event of
significant changes in fixed annual compensation, the value to which shares must be held is adjusted
accordingly.

Pension entitlements {retirement and surviving dependents’ pensions)

The members of the Board of Management appointed prior to 2013 are generally entitled to receive a
lifelong company pension zfter leaving the Bayer Group, though not before the age of 0. This pension
is normally paid out in the form of a monthly life annuity. Dr. Marijn Dekkers has the option to receive a
capital sum in place of an annuity.

The annual pension granted equals at least 15% of final fixed annual compensation, This percentage
can increase with continuing service on the Board of Management up tc a maximum of s0%. The ar-
rangements for surviving dependents basically provide for a widow's pension amounting to 60%% of the
member’s pension entitlement and an orphan’s pension amounting to 15% of the member’s pension
entitlement for each child up to an age that has been contractually agreed or set out under insurance
conditions.

Future pension payments are annually reviewed and adjusted based on the development of consumer
prices. Pension rights are suspended if a member of the Board of Management works for a competitor
of Bayer AG or of another Group company before the age of 65 without the prior written consent of the
Supervisory Board.

The annual pension entitlement for members of the Board of Management appointed in 2013 or thereaf-
ter is based on contributions. Bayer provides a hypothetical contribution amounting to 334 of the
respective fixed compensation each year. This percentage is comprised of a 6% basic contribution and
a 27% matching contribution — three times the member’s personal contribution of 99%. The totzl annual
contribution is converted into a pensicn module according to the annuity table for the applicable tariff
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of the Rheinische Pengionskasse VVaG pension fund. The annual pension entiflement upon retirement
{at 62 years of age at the earliest) is the total amount of the accumulated pension modules including an
investment bonus. The investment bonus is determined annually based on the net return on the assets
of the Rheinische Pensionskasse VVaG minus the minimum return on the contributions that is guaran-
teed under the tariff and approved by the German Financial Supervisory Authority. Kemal Malik has
been granted, in addition, a vested entitlement to a fixed annual pension of €go thousand starting on his
&5th birthday. This is subject to a pro-rated reduction in the event that his term of office ends prior to
his &5th birthday under certain conditions.

The ultimate pension entitlement cannot be precisely determined in advance. It depends on the devel-
opment of the member's compensation, the number of years of service on the Board of Management
and the return on the assets of the Rheinische Pensionskasse VVaG. We currently estimate the achieva-
ble total pension entitlement at approximately 450 of a member’s annual fixed compensation immedi-
ately prior to retirement, with roughly 38%6 financed by the company and 7% by the member of the
Board of Management.

Certain assets are administered by Bayer Pension Trust e V. under a contractual trust arrangement (CTA),
providing substantial additional security for pension obligations resulting from direct commitments for
members of the Board of Management in Germany.

Benefits upon termination of service on the Board of Management

Post-contractual noncompete agreements

Post-contractual noncompete agreements exist with the members of the Board of Management, provid-
ing for compensatory payments to be made by the company for the two-year duration of these agree-
ments. The compensatory payment amounts te 100% of the average fixed compensation for the twelve
months preceding their departure. The post-contractual nencompete agreement with Dr. Marijn Dek-
kers was rescinded without compensation when his service contract was extended in June 2014 in line
with previcus practice in a simitar case.

Change of centrol

Agreements exist with the members of the Beard of Management providing for severance indemnity in
certain circumstances in the event of a change in control. The amount of any possible severance indem-
nity in the case of early termination of service on the Board of Management as a result of a change in
control is limited to the value of three years’ compensation in line with the recommendation in Section
4.2.3 of the German Corporate Governance Code. Such payments do not exceed the compensation
pavable for the remaining term of the service contract.

Unfitness for work

In the event of temporary unfitness for work, members of the Board of Management continue to receive
the contractually agreed compensation. Bayer AG may early terminate the service contract if the mem-
ber has been continuously unfit for work for at least 18 months and is likely to be permanently incapa-
ble of fully performing his duties (permanent incapacity to work), A disability pension is paid in the
event of contract termination before the age of 60 due to permanent incapacity to werk. For the mem-
bers appointed to the Board of Management prior to 2013, the disabitity pension, like the retirement
pension, amounts to at least 159 of the final fixed compensation and can increase with continuing
service on the Board of Management up to a maximum of 6c%. For members of the Board of Manage-
ment appointed in 2013 or thereafter, the amount of the disability pension under the service contract
corresponds to the entitlement accrued on the date of contract termination, taking into account a ficti-
tious period of service between that date and the member’s s55th birthday, where applicable.
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COMPENSATION OF THE BOARD OF MANAGEMENT IN 2015

The aggregate compensation for the members of the Board of Management in 2015 totaled €17,918
thousand {2014: €15,648 thousand), comprising €4,662 thousand (2014: €4,561 thousand) in non-
performance-related components and €13,256 thousand (2014: €11,087 thousand) in performance-
related components. The pension service cost amounted to €1,847 thousand (2014: €1,385 thousand).

There were no changes in the membership of the Board of Management or the terms of office of the
members in 2015.

Effective January 1, 201e, the Board of Management of Bayer AG was enlarged to eight members. In
addition to the existing functions, three further functions were created that bear special responsibility
for the newly defined operating divisions of the Group. The following new members were appointed to
the Board of Management:

e Dieter Weinand, responsible for the Pharmaceuticals Division
» Erica Mann, responsible for the Consumer Health Division
« Liam Condon, responsible for the Crop Science Division

Also effective January 1, 2016, Dr. Hartmut Klusik succeeded Michael Konig as the member of the
Board of Management responsible for Human Rescurces, Technology and Sustainability.

The following table shows the total compensation of the individual members of the Board of Manage-
ment who served in 2014 and/or 2015 according to the German Commercial Code:

Board of Management Compensation {Germap Commercial Code) [Table 3.16.2%

Lang-term
stock-hased
Short-term Loeng-term variable cash cash

Fixed annual variabte cash compensation based on virtual campensation Aggregate Pension

campensation Fringe benefits compensation Bayer shares! {Aspire) 2 compensation service cost?

€ € € € € € € [ € € E E € €

thou- thou- thou- thou- thou- thou- No. of thou- No, of thou- thou- thou- thou- thou- thou- thou-

sand sand sand sand sand sand shares sand shares sand sand sand sand sand sand sand

Serving members of the Board of Management as of December 31, 2015

Or, Marijn

Dekkers

(Chairman) 1363 1,374 42 40 1,828 1,995 15,809  1.828 14739 1,995 414 398 5475 5802 722 9467

Werner
Baumann* 899 906 67 47 1,051 1,237 9088 1,051 10,377 1237 273 262 3,341 3,689

lohannes
Dietsch 240 725 22 44 280 917 2424 280 7,698 917 - 210 822 2813 65 220
Michael
Kénig 719 725 222 34 841 917 7.2M 841 7.698 917 218 210 2,841 2,805 176 2nm

Kemal
Malik 659 725 72 40 771 97 6,665 771 7.498 917 - 210 2,273 2,809 216 222

Former members
Prof. Dr.
Wolfgang
Plischke® 238 - 18 - 280 - 2,485 287 - - 73 - 894 - 2 -

Total 4,118 4,455 443 207 5,051 5983 43,742 5458 §0.210 5,983 978 1,290 15,648 17,918 1,385 1,847

1 Fair value at conversion date

2 Fair value at grant date

¥1neluding company contribution to Bayer-Pensionskasse VVaG or Rheinische Pensionskasse YVaG

4 The increased variable compensatian for Werner Baumann resulted mainly frem his temporary duties as head of Bayer HealthCare in addition to his primary responsibilities as a
member of the Baard of Management.

SProf. Dr. Plischke stepped down from the Board of Management as of midnight on April 29, 2014. In return for his acceptance of the early change made to the system of variable
cash compensation in 2010, Prof. Dr. Plischke in 2014 received one additional virtual Bayer share resulting from the conversion of the ST| inte virtual Bayer shares.

Fixed annual compensation

The fixed compensation of the members of the Board of Management was adjusted in 2015, The total
fixed compensation of all the members was €4,455 thousand (2014: €4,118 thousand).
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Short-term variable cash compensation

The total short-term variable cash compensation {(short-term portion of the s13) for all the members of
the Board of Management in 2015 totaled €5,983 thousand (2014: €5,051 thousand) after deduction of
the solidarity contribution. Provisions of €5,983 thousand {2014: £4,771 thousand) were established for
paymenit of this compensation component to the members of the Board of Management serving as of
December 31, 2015. The solidarity contribution is made by all employees of the companies covered by
the respective agreements with the employee representatives to help safeguard jobs at the German
sites. For 2015 it amounted to 0.20% (2014: 0.27%/} of each members total sTi award.

Long-term variable cash compensation based on virtual Bayer shares
The conversion of 50 of the s11 for 2015 into virtual Bayer shares was based on an average price of
£€119.17 (2014 €115.66).

The long-term variable cash compensation based on virtual Bayer shares that is included in the aggre-
gate compensation according to the German Commercial Code was valued at €5,983 thousand (2014:
5,058 thousand). The aggregate compensation according to the ks also includes a change of €556
thousand {(2014: 1,559 thousand) in the value of existing entitlements.

Provisions of €18,663 thousand (2014: €17,775 thousand} existed as of December 31, 2015, for the
future cash disbursements to currently serving members of the Board of Management based on the
virtual Bayer shares granted in the respective year. This amount also contains the dividend attributable
to the respective prior year.

Long-term stock-based cash compensation {Aspire}

The long-term stock-based cash compensation under the Aspire program is included in the aggregate
compensation according to the German Commercial Code af its fair value of €1,290 thousand (2014;
€978 thousand) at the respective grant date.

According to the IFRs, the aggregate compensation includes the fair value of the partial entitiement
earned in the respective year. Grants of stock-based compensation with a four-year performance period
are therefore expensed at their respective fair values over four years starting with the grant year. The
aggregate compensation according to the IFRS also includes the change in the value of existing entitle-
ments under ongeing Aspire tranches granted in prior years as stock-hased compensation according to
the 1FRsS.

Board of Management Compensaticon - Aspire Program (IFRS) ITable 3.16.31
Serving members of the Beard of Management Former
as of December 31, 2015 members
Or. Marijn Prof. Br.
Dekkers Werner Johannes Michael Kemat Woltgang
{Chairman} Baumann Dietsch? Konig* Malik 2 Plischke Total
€ thousand E thousand € thousand € thousand € thousand € thausand € thausand
Stock-based
compensation
entitlements earned in 2015 980 597 225 265 263 - 2,330
the respective year’ 2014 1,186 684 78 248 247 1,161 3,602
Change in value of 2015 108 71 21 24 48 - 272
existing entitlements? 2014 272 154 18 43 56 144 687
Total 2015 1,088 668 246 289 3n - 2,602
2014 1,458 838 26 289 303 1,305 4,289

1 The newly earned entitlements ore derived from the 2012 — 2015 (20714: 2011 - 20714) tranches of the Aspire program because this compensation
was or is being earned over a four-year period, They are stated at their pro-rated fair values in 2014 and 2015, respectively.

2 This line shows the change in the value of the entitlements already earned in 2012, 2013 and 2014 (2014: 2011, 2012 and 2013},

3 The Aspire entitlements earned in 2014 and 2015 and the value changes for Johannes Dietsch, Michael Konig and Kemal Malik relate in parl to
Aspire tranches granted to them before they joined the Board of Management but not yet fully earned,
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Provisions of €7,110 thousand (2014: €7,155 thousand) were established for the Aspire entitlements of
the members of the Board of Management serving as of December 31, 2015.

Pension entitiements

The pension service cost recognized for the members of the Board of Management in 2015 according to
the German Commercial Code was €1,847 thousand (2014: €1,385 thousand), while the current service
cost for pension entitlements recognized according to the Irrs was €2,891 thousand (2014: €1,716
thousand).

The service cost and the settlement or present value of the pension obligations attributable to the indi-
vidual members of the Board of Management are shown in the following tabie.

Pension Entitlements (German Commercial Code and IFRS)

[Table 3.16.4

German Commercial Code

Seitlement vafue of

pension abligatien Service cost for

Pension service cost! as of December 31 pension entitlements

[FRS

Present value of defined
benefit pension obiigation
as of Decemsber 31

€ thousand € thousand € thousand € thousand € thousand € thausand _ME thousand £ thousand
Serving members of the Board of Management as of December 31, 2015
Dr. Marijn Dekkers ) 722 967 8,256 11,014 ) 877 1,418 12,812 14,106
Werner Baumann 204 227 5.738 7,022 259 385 10,701 10,131
Johannes Dietsch 65 220 2,160 2,681 85 355 4,133 3,9;;
Michael Knig ' 176 21 1,626 23711 222 361 3,259 3,559
Kemal Malik ' 216 22 2 516 273 372 1,343 1,700
Former members B ‘ h
Prof. Dr. Wolfgang Plischke” 2 - - - - - - -
Total 1,385 1,847 18,011 23,604 1,716 2,891 32,248 33,491

1 Including company contribution to Bayer-Pensionskasse VVaG or Rheinische Pensionskasse VWaG
2 Prof. Dr. Plischke stepped down from the Board of Management as of midnight on Aprit 29, 2014

The difference between the pension service cost according to the German Commercial Code and the
service cost for pension entitlements according to the 1FRS arises from the difference in the valuation
principles used in calculating the settlement value according to the German Commercial Code and the
present value of the defined benefit pension obligation according to the 1FRs.

Benefits upon termination of service on the Board of Management

It was agreed with Michael Konig that he be granted benefits of €1,131 thousand in connection with the
mutually agreed early termination effective December 31, 2015, of his service contract, which originally
ran until March 31, 2016, These benefits comprised fixed compensation, short-term variable compensa-
tion cemponents (511, Aspire and pension contributions - each for the period January 1 to March 31,
2016 -, along with the fair value of the accelerated vested portions of the existing Aspire tranches, The
fixed compensation and short-term variable compensation component, together amounting o €375 theou-
sand, will be paid during the first half of 2016. The payments from the Aspire franches will be made upon
expiration of each tranche based on the respective Aspire program parameters. In addition, a two-year
nen-compete agreement ending on December 31, 2017, exists with Michael Kdnig under his service
contract. The resulting compensatory payment of €725 thousand per year will be made to him in monthiy
instaliments.
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] See Chapter 1.2 for
details of Bayer's
new corporate
structure effective
2016.

The aggregate compensation according to 1FRS is shown in the following table:

Board of Management Compensation according to IFRS

Bayer Annual Report 2015

[Table 2.16.5)

€ thousand € thousand
Eixed annual compensation 4,118 4,455 '
Fringe banefits 443 207
Total short-term non-performance-related compensation 4,561 4,662
Short-term performance-related cash compensation - 5,051 5,983
Total short-term compensation 9,612 10,645
Stock-based compensation (vi.rtual Bayer shares} earned”i”n the respective year 5,058 5,983 '
Change in vatue of existiné entitlements to stock-hased compensation {virtual Bayer shares) 1,559 556_
Stock-based compensation {Aspire) earned in the respective year 3,602 2,330
Change in value of existing entitlements to stock-based compensation (Aspire) 687 272
Total stock-based compensation {long-term incentive) 10,906 9,141
Service cost for pension entitlements earned in the respective year 1,716 . 2,891
Total long-term compensation 12,622 12,032
Severance indemnity in connection with the termination of a service contract T 1,131.
Aggregate compensation (IFRS) 22,234 23,808

COMPENSATION STRUCTURE EFFECTIVE JANUARY 1, 2016

The structure of the compensation package for the Board of Management of Bayer AG and the compen-
sation level are intended to be sustainable, performance-based and appropriate. To ensure this, the
Supervisory Board regularly reviews the compensation systemn and adjusts it as necessary. The most
recent comprehensive review of the system, which the Supervisory Board performed in the third quarter
of 2015, revealed a need for adjustments, mainly in view of the new divisional structure and the increase
in the number of members of the Board of Management from five to eight. The review also showed that
adjustments were necessary in light of the target positioning in retation to the other pax companies.
The review and the new compensation structure are based on an expert report from an independent

compensation consultant.
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The target percentages for the short- and long-term variable compensation are in the future the same
for all the members of the Board of Management. The new structure featuring 10094 fixed compensa-
tion, 100% target armount for the short-term variable compensation and 150% for the long-term varia-
ble compensation is intended to provide even greater encouragement for performance-oriented govern-
ance geared to long-term success.

In the future, the short-term variable compensation of the Board of Management will still be based on
the attainment of targets set for three sub-components — a Group component, a segment cormponent
and an individual performance component — each of which will be given a weighting of one-third when
evaluating the performance of each member of the Board. The Group component, which is based on the
core earnings per share of the Group (including Covestro), and the individual performance sub-
comporients based on the responsibilities of each member of the Board are basiczlly unchanged. The
segment component will be incentivized based on the average performance of the operating segments,
with Pharmaceuticals having a 509 weighting, Consumer Health 2094 and Crop Science {including
Animai Health) 30%. In the case of the Board members responsible for an operating segment, however,
this one-third is incentivized based on the profitability of the respective business only. In light of the
iegal and economic independence of Covestro and its stock market flotation in October 2015, 1t is no
longer included in the evaluation of the segment-based component.

In addition, a new stock-based cash compensation program is being introduced from zo016. In the future
the target amounts — expressed in numbers of virtual shares — will be derived from the contractually
agreed target percentage and the individual sT1 payment factors of the Board members in the year prior
to the issuance of the respective tranche. The cash payment amounts will be determined after four years
based on the share price then applicable, the performance of the Bayer share relative to the EuroStoxx
50 and the dividends paid in the meantime. The cap on the payments to be made under this long-term
compensation program newly introduced from 2016 is 2609, compared to 300% under the predeces-
sor program. Thus the new compensation system maintains consistency between the Board of Man-
agement and other management levels. In the case of the Board of Management, however, an additional
payment hurdie related to the EuroStoxx 50 has been introduced for the LTI plan.

To reduce complexity and enhance transpareiicy, the long-term variable cash compensation component
based on the conversion of part of the sTI into virtual Bayer shares is now discontinued and the Share
Ownership Guidelines have been simplified. Caps continue to apply to each variable cash compensation
component and to the maximum total cash compensation for a given year in line with the recommenda-
tion in the German Corporate Governance Code.

The contribution-based pension has been adjusted in line with market conditions, Until now, Bayer has
provided to the members of the Board of Management appointed in 2013 or thereafter a hypothetical
contribution amounting to 3396 of the respective fixed compensation each year. This hypothetical con-
tribution has now been increased to 4294 of the respective fixed compensation, and, as in the past, is
converted into a pension module according to the annuity table for the applicable tariff of the
Rheinische Pensionskasse VVaG pension fund.
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16.4.3 Compensation of the Supervisory Board

The Supervisory Board is compensated according to the relevant provisions of the Articles of
Incorporation.

The members of the Supervisory Beard receive fixed annual compensation of €120,000 plus reim-
bursement of their expenses.

In accordance with the recommendations of the German Corporate Governarnce Code, additional com-
pensation is paid to the Chairman and Vice Chairman of the Supervisory Board and for chairing and
membership of committees. The Chairman of the Supervisory Board receives fixed annual compensa-
tion of €360,000, the Vice Chairman €240,000. These amounts also cover membership and chairman-
ship of committees. The other members receive additional compensation for committee membership.
The chairman of the Audit ComiInittee receives an additional €120,c00, the other members of the Audit
Committee €60,000 each. The chairmen of the remaining committees receive €60,000 each, the cther
members of those committees €36,000 each. No additional compensation is paid for membership of the
Nominations Committee. A Supervisory Board member who is a member of more than two committees
receives compensation only for the two committees with the highest compensation. If changes are made
to the Supervisory Board and/or its committees during the year, members receive compensaticn on a
pro-rated basis. The members of the Supervisory Board also receive an attendance fee of €1,000 each
time they personally attend a meeting of the Supervisory Board or a committee. The attendance fee is
limited to €1,000 per day.

The members of the Supervisory Board have given a voluntary pledge that they will each purchase
Bayer shares for 2504 of their pre-tax fixed compensation, including any additional compensation for
committee membership, and hold these shares for as long as they remain members of the Supervisory
Board. This does not apply to members who are prevented from purchasing shares due to a service or
employment contract with a company or who transfer at least 859 of their fixed compensation to the
Hans Bickler Foundation in accordance with the rules of the German Trade Union Confederation or
whose service or employment contract with a company requires them to transfer such compensation to
that company. If less than 859 of the fixed compensation is transferred, the voluntary pledge applies to
the portion not transferred. By voluntarily pledging to invest in and hold Bayer shares, the Supervisory
Board members reinforce their interest in the long-term, sustainable success of the company.
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COMPENSATION OF THE SUPERVISORY BOARD IN 2015
The following table shows the componenis of each Supervisory Board member’s compensation

for 2015.
Compensation of the Members of the Supervisory Board of Bayer AG in 2015 [Table 3.16.8)
Fixed cempensation Attendance fee Total

€ thousand € thousand € thousand € thousand € thousand € thousand

Members of the Supervisory Board as of December 31, 2015

Or. Paul Achleitner 180 180 5 5 185 185
Dr. Simone Bagel-Trah 81 120 3 4 84 124
Dr. Clemens Bérsig 120 120 4 4 124 124
André van Broich 120 129 5 [} 125 135
Themas Ebeling T 120 120 a 4 124 124
Dr. Thomas Fischer 7 180 180 - 97 ? 18% 189
Reiner Hoffmann 180ﬁ 180 8 5 188 185
Yiikse! Karaaslan 120 135 5 6 125 141
Petra Kronen 150 150 5 6 155 156
Frank Léllgen’ . - 19 - 1 - 20
Dr. Helmut P.a“nlée 155 h 180 5 8 160 188
Sue H. Ratgj T 20 120 4 5 124 125
Petra Reinbold-Knape T 120 130 4 B 5 B 17274" 135
Michael 5chmidt-Kiessling 120 120 5 5 125 125
Dr, Klaus Sturany 240 240 8 9 248 249
Werner Wenning {Chairman!} - 360 360 0 11 370 371
Heinz Georg Webers? - 60 ’ - 3 - 63
Prof. Dr. Gtmar D, Wiestler? B 49 [ 3 0 52
Prof. Dr. Dr. Ernst-Ludwig .

Winnacker 120 137 5 4 125 143
Oliver Ziihlke (Vice Chairman}? " 150 195 5 g 155 204
Members whao left the Supervisory Beard in 2014/2015 T
Peter Hausmann® 150 125 4 5 154 130
Thomas de Win* 240 119 7 4 247 123
Prof. Or. Ekkehard D. Schulz? ) - 3 - 62 -
Dr. Klaus Kleinfeld” o kil - 3 - Toz -
Total 3,175 3168 123 3,286 3,291

T Member of the Supervisory Baard since November 3, 2015

2 Member of the Supervisory Board since July 1, 2015

3 Prof. Dr. Wiestler has received compensation fer his membershig of the Supervisory Board since September 1, 2015, Previously, his office as
Chalrman of the Management Board of the German Cancer Research Center precluded his acceptance of this compensation.

4Vice Chairman of the Supervisory Board since July 1, 2015

S Member of the Supervisory Board until October 31, 2013

5 Member and Vice Chairman of the Supervisery Board until June 30, 2015

7 Mentber of the Supervisory Board untii 2014
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In addition to their compensation as members of the Supervisory Board, those employee representa-
tives who are employees of Bayer Group companies receive compensation unrelated to their service on
the Supervisory Board. The total amount of such compensation in 2015 was €741 thousand (zo14:
€737 thousand).

No compensation was paid or benefits granted to members of the Supervisory Board for personally
performed services such as consultancy or agency services, The company has purchased insurance for
the members of the Supervisory Board to cover their personal liability arising from their service on the
Supervisory Board.

16.4.4 Further Information

ADVANCES OR LOANS TO MEMBERS OF THE BOARD OF MANAGEMENT

OR SUPERVISORY BOARD

There were no advances or loans to members of the Board of Management or the Supervisory Board
outstanding as of December 31, 2015, not at any time during 2015 or 2014.

PENSEON PAYMENTS TO FORMER MEMBERS OF THE BOARD OF MANAGEMENT

OR THEIR SURVIVING DEPENDENTS

We currently pay retired members of the Board of Management a monthly pension equal to a maximum
of 80% of the fixed compensation received immediately prior to retirement. The pensions paid to for-
mer members of the Board of Managerment or their surviving dependents are reassessed annually and
adjusted, taking into account the development of consumer prices. The pensions paid to former mem-
bers of the Board of Management or their surviving dependents in 2015 totaled €13,416 thousand
{2014: €13,457 thousand}. These benefits are paid in addition to any amounts they receive under previ-
ous employee pension arrangements. The present value of the defined benefit pension ebligation for
former members of the Board of Management and their surviving dependents according to the 1Frs
amounted to €172,767 thousand {2014: €187,759 thousand), while the settlement value of the pension
obligation according to the German Commercial Code amounted 1o €148,632 thousand (2014: €146,341
thousand).

Events After the End of the
Reporting Period

17. Events After the End of the
Reporting Period

DIABETES CARE BUSINESS

Implementation of the agreement concerning the sale of the Diabetes Care business to Panasonic
Healthcare Holdings Co, Ltd., Tokyo, Japan, began on January 4, 2016, and thus after the closing date
for the financial statements. A payment of €0.9 billion was made in January 201s in connection with the
sale. Bayer has entered into further significant obligations, which are te be met over the next two years.

REDEMPTION OF FINANCIAL LIABILITIES

On January 25, 2016, Bayer AG redeemed at maturity a bond with a nominal volume of €500 million
issued under the multi-currency European Medium Term Notes program. In addition, commercial
paper and promissory notes in a total amount of €383 million were repaid in January and February,
2016, respectively.
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Report on Future Perspectives
and on Opportunities and Risks

18. Future Perspectives

18.1 Economic Outlook

GLOBAL ECONOMY

Economic Qutinok ITable 3.18.11
- Growth
Grawth b forecast!
2015 2016
World ' +2.5% +2.8%
European Union +1.8% +1.9%
of which Germany +1.5% +2.0%
United States - +2.4% +2.7%
Emerging markets? +3.7% +4.0%

Growth 2015 reslated

1 Real growth of gross domestic product, source: {HS Glabal Insight

2 Including about 50 countries defined by IHS Global Insight as emerging markets in line wilh the World Bank
As pf February 2016

We anticipate somewhat accelerated growth for the global economy in 2016 compared with the previ-
ous year. Although further interest rate hikes by the u.s. Federal Reserve are expected following the first
upward step in December 2015, interest rates will likely remain low overall worldwide, thus continuing
to help stimulate the economy. A supporting effect will come from the low oil price, which will provide
relief to consumers and strengthen private demand.

Impetus is expected above all from the United States, where employment and consumption will proba-
bly further increase. In Europe, too, we anticipate an ongoing recovery. While the pace of economic
growth continues to be held back by high unemployment, particularly in a number of southern Europe-
an countries, growth in Germany will presumably pick up further. In this connection, the eurozone
countries will benefit especially from the favorable euro exchange rate.

In the Emerging Markets as well, we expect rising growth rates again overall following a relatively weak

priar year. By contrast, we foresee a further slowdown in growth in China. Economic output in Russia
and Brazil will likely decline in 2016, albeit less severely than in the previous year.
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Economic Qutlook for the Segments [Table 3.18.2]
2M5

Pharmaceuticals market +9%

Cansumer health market +5%

Seeds and crop protection market =0%

Animal health market +5%

1 Bayer's estimate, except pharmaceuticals. Source for pharmaceuticals market: IMS Health, IMS Market Pragriosis. Copyright 2015,
All rights reserved; currency-adjusted; 2015 data provisional
As of February 2016

We expect growth in the pharmaceuticals market to be slower in 2016 than in the previous year. In
Europe we anticipate low-single-digit percentage growth that is beiow the prior-year level. The pace of
growth is likely to slacken in the Emerging Markets, while the Japanese pharmaceuticals market wili
probably stagnate. We are expecting positive momentum from the United Siates, where persistent
growth, supported above all by new product launches, is forecasted.

We anticipate that the consumer health market will grow somewhat more slowly in 2016 than in the
previous year. We expect the cold season to be weaker than in 2015 and anticipate that fewer products
will be reclassified as nonprescription products, particularly in the United States. Due to the economic
development in Brazil, Russia and China, we are assuming a lower pace of growth in these countries
than in the previous year.

Following a weak prior year, we predict that the global seed and crop protection market wili stagnate
overall in 2016 due to high inventcries and low prices for agricultural commodities. As in the previous
year, we expect positive growth impulses to come from Europe and the Asia/Pacific region. For Asia we
anticipate a further expansion of agricultural production. By contrast, we predict a tight market situation
in both North and South America, with growth slower than global development.

Following growth impetus in the animal health market over the past two years as a result of successful
product launches, especially in the companion animals segment, we expect a slightly slower pace of
growth for the market overall in zo16.

Covestro foresees an improved economic climate in 2016 for its main customer industries (automo-
tive, construction, electrical and electronics, and furniture), The company believes that growth impetus
in North America will come from an increase in private consumption and an increase in public spend-
ing. For the European Unicn Covestro anticipates a continuation of the economic recovery in view of the
ongoing expansicnary monetary policy and the weak euro. China will once again grow more slowly
overall due to industrial cvercapacities and a high debt level, while positive growth signals will come
from India and Japan.
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18.2 Forecast for Key Data

The following forecast is based on the business development described in this report, taking into ac-
count the potential risks and opportunities and assuming the inclusicn of the Covestro business for the
fuil year. It refers to the new organizational structure following the restructuring of the Bayer Group
with effect from January 1, 2016 (for more information see Chapter 1.2 "Corporate Structure™}.

Pro Forma Key Data by New Saegment (Table 3.18.3}
EBITDA
Sales befare special items?
€ million € milkiaa £ ;C:j.a“/f € miliion £ million %
Pharmaceuticals 13,512 15,308 ’ +13.3 +9.1 4,081 4,615 +13.1
Cansumer Heaith 4,245 6,076 +43.1 +6.1 991 1,456 +46.9
Crop Science 9,494 10,367 9.2 1.7 2,360 2,416 +2.4
Animal Health BRET) 1,490 131 +45 285 8 +221
Reconciliation? BEERET) 100 14 ~11 @19 (22w —41
Total Life Sciences®  Z9,688 34342 +15.7 157 7,498 8,607 +14.8
Covestro 11,651 11,962 +28 —51 1,187 1,659 +398
Group 41,339 46,324 +121 +2.7 8,585 10,266 +18.2

' For definition see Chapter 14.2 “Calculation of EBET{DA} Before Special ltems,”

? Reconciliation comprises the Business Services and Currenta service companies ["Other segments™, corporate functions and
consolidation effects.

* Including the service companies

Qur forecast for fiscal 2016 is based on the exchanges rates at the closing date on December 31, 2015,
including rates of Us$1.09 to the euro. A 1% appreciation (depreciation) of the eurc against all cther
currencies would decrease {increase) sales on an annual basis by some e300 million and eBrTpa before
special items by about €90 million.

BAYER GROUP

In 2016, we are planning sales of more than €47 billion for the Bayer Group, including Covestro. This
corresponds to a low-single-digit percentage increase on a currency- and portfolio-adjusted basis. We
plan to increase EBITDA before special items by a mid-single-digit percentage. We aim to increase core
earnings per share from continuing operations (calculated as explained in Chapter 14.3 “Core Earnings
Per Share™) by a mid-single-digit percentage as well. It should be borne in mind that only 699 of
Covestro will be reflected for the full year 2016. From the sale of the Diabetes Care business, we expect
core earnings per share of just under €0.40 for discontinued operations.
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LIFE SCIENCES TOTAL

We plan sales of approximately €3s billion for the Life Science activities, i.e. the Bayer Group excluding
Covestro. This corresponds to a mid-single-digit percentage increase on a currency- and portfolio-
adjusted basis. We plan to increase EBITDA before special items by a mid-single-digit percentage. Our
planning includes dissynergies of around €130 million from the legal independence of Covestro and
from divestments.

PHARMACEUTICALS

Despite declining price developments in some areas, we expect sales of approximately €16 biliion at
Pharmaceuticals - including the Radiology business. This corresponds to a mid-single-digit percentage
increase on a currency- and portfolio-adjusted basis. We plan to raise sales of our recently launched
preducts to more than €5 biilion. We expect a mid- to high-single-digit percentage increase in EBITDA
before special items. Also, we aim to improve the EBITDA margin before special items.

CONSUMER HEALTH

In the Consumer Health Division, we expect sales to come in at more than €6 billicn. We plan to grow
sales by a mid-single-digit percentage on a currency- and portfclio-adjusted basis. We aim to improve
EBITDA before special items by a mid-single-digit percentage.

CROP SCIENCE

At Crop Science we expect szales to be at the prior-year level. This corresponds to a low-single-digit
percentage increase on a currency- and pertfolic-adjusted basis, We plan to increase EBITDA before
special items by a low-single-digit percentage.

ANIMAL HEALTH

At Animal Health we expect sales slightly above the prior-year level. We plan a currency- and pertfolio-
adjusted sales gain and an increase in EBITDA before special items, each by a low- to mid-single-digit
percentage.

RECONCILIATION
For 2016, we expect sales to be level with the previcus year. We are planning EBITDA before special
items of roughly minus €o0.2 billion.

COVESTRO
For 2016, Covestro is budgeting szles at the prior-year level and a decline in gBrTDA after adjustment for
special items.

FURTHER INFORMATION AND BAYER GROUP KEY DATA

We expect to take special charges in the region of €0.5 billion in 2016, with the integraticn of the ac-
quired consumer care businesses and charges in cennecticn with the reorganization of the Bayer Group
accounting for most of this amount,
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Research and Development Budget 2014 [Graphic 3.18.1]
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We intend to increase our research and development spending in 2016 to approximately €4.5 billion.
We have budgeted capital expenditures of about €2.5 billion for property, plant and equipment and
€0.4 billion for intangible assets. Depreciation and amortization are estimated at about €3.1 billion,
including £1.s billion in amortization of intangible assets.

‘We predict the financial result to come in at around minus €1.2 billion. The effective tax rate is likely to
be about 24%%. We expect net financial debt to be below €16 billion at the end of 2016,

BAYER AG

As the parent company of the Bayer Group, Bayer AG derives most of its income from its subsidiaries.
The earnings of the major subsidiaries in Germany are transferred directly to Bayer AG under profit and
ioss transfer agreements, The earnings of Bayer AG are therefore expected to reflect the positive busi-
ness development anticipated in the Bayer Group. A concerted dividend policy within the Group ensures
the availability of sufficient distributable income. Based on these factors, we expect Bayer AG to report
a distributable profit that will again enable our stockholders to adequately participate in the Bayer
Group's earnings.
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18.3 Opportunities and Risks Report

// Opportunity and risk managemett is integral to Bayer’s Group-wide corporate
governance system,

/f No risks that could endanger the Bayer Group's continued existence are currently identified.

18.3.1 Group-wide Opportunity and
Risk Management System

Respensible corperate governance forms the basis for sustainable growth and profitability. Key ele-
ments of corporate governance are the systematic identification and use of opportunities and the avoid-
ance of risks to the company’s success.

Corporate Gevernance [Graphic 3.18.3}

Corperate Gevernance

Business processes

Opportunity Risk management
management

Internal control and monitoring systems

. Internat Compliance Risk early warning
Strategic
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{Process risks) (Compliance risks) {Risks that could endan-
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Identification // Evaluation // Management / Monitoring /# Reporting

Process-independent monitoring

The entrepreneurial decisions we make daily in the course of business processes are based on balanc-
ing opportunities and risks. We therefore regard opportunity and risk management as an integral aspect
of business management rather than the task of a specific crganizational unit. Our oppoertunity and risk
management is rooted in our strategy and planning processes. Based on these, we determine relevant
external and internal opportunities along with economie, ecological and social challenges. Opportuni-
ties and risks are identified by observing and analyzing trends along with macroeconomic, industry-
specific, regional and local developments. These cpportunities and risks are then evaluated and incor-
porated into business-specific strategic and operational frameworks. We attempt to avoid or mitigate
risks by taking appropriate countermeasures, or to transfer them to third parties (such as insurers) to
the extent possible and economically acceptable. We consciously accept and bear manageable and
controllable risks that stand in a reasonable relation to the anticipated opportunities. They are an aspect
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of general entrepreneurial risk, Opportunities and risks are continuously monitored so that changes in
the economic or legal environment, for example, can be identified at an early stage and suitable coun-
termeasures can be initiated if necessary.

To enable the Board of Management and the Supervisory Board to monitor materiat business risks as
legally required, the following systems are in place: an infernal control system ensuring proper and
effective financial reporting pursuant to Section 289, Paragraph s and Section 315, Paragraph 2, No. 5
of the German Commercial Code; a compliance management system; and a risk early warning system
pursuant to Section 91, Paragraph 2 of the German Stock Corporation Act.

The various management systems are based on different risk types, risk levels and timelines, Different
processes, methods and IT systems are therefore applied to identify, evaluate, manage, and monitor
risks. The principles underlying the various systems are documented in Group directives that are con-
tained in our Management Regulations (Margo) database and are accessible to all employees via the
Bayer intranet. System owners and coordinators are named at the management level in the divisions,
service companies, country companies and central functions of the Bayer Group. The overall responsi-
bility for the effectiveness and appropriateness of the systems lies with the Chief Financial Officer.

The different systems are described below.

INTERNAL CONTROL SYSTEM FOR (GROUP) ACCOUNTING AND FINANCIAL REPORTING
(Report pursuant to Sections 289, Paragraph 5 and 315, Paragraph 2, No. 5 of the German Commercial
Code)

Bayer has an internal control system {1cs} in place for the (Group) accounting and financial reporting
process, This process comprises defined structures and workflows implemented throughout the organi-
zation. The purpose of our Ics is to ensure proper and effective accounting and financial reporting in
accordance with Section 289, Paragraph 5 and Section 315, Paragraph 2, No. 5 of the German Commer-
cial Code.

The 1cs is designed to quarantee timely, uniform and accurate accounting for all business processes and
transactions based on appiicable statutory regulations, accounting and financial reporting standards and
the internal Group directives that are binding upon all consolidated companies.

The ics is based on the coso 1 {Comtnittee of the Sponsoring Organizations of the Treadway Commis-
sion) and coeit (Control Objectives for [Information and Related Technology) frameworks and addresses
misreporting risks in the consolidated financial statements. Risks are identified and evaluated, and steps
are taken to counter them. Mandatory 1cs standards such as system-based and manual reconciliation
processes and functional separation have been derived from these frameworks and promulgated
throughout the Group by the Accounting unit of Bayer AG.

The management of each Group company holds responsibility for implementing the ics standards at the
local level. Using Bayer's shared service centers, the Group companies prepare their financial state-
ments locaily and transmit them with the aid of a standard Group data model that is based on the Group
accounting directive. This ensures the regulatory compliance of the consolidated financial statements.
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The effectiveness of the 1cs processes for accounting and financial reporting is evaluated on the basis of
a cascaded self-assessment system that starts with the persons directly involved in the processes, then
involves the principal responsible managers and ends with the Board of Management. The system also
makes use of internal and external audits. An 1T application in use throughcut the Bayer Group ensures
uniform and audit-proof documentation and transparent presentation of all ics-relevant business pro-
cesses, focusing especially on the relevant risks, controls and effectiveness evaluations.

The Board of Management has confirmed the effective functioning of the internal control system for
accounting and financial reporting and the relevant criteria for the 2015 fiscal year. However, it should
be noted that an internal control system, irrespective of its design, cannot provide absolute assurance
that material misstatements in the accounting will be avoided or identified.

COMPLIANCE MANAGEMENT SYSTEM

Our compliance management system is aimed at ensuring lawful, responsible and sustainable conduct
by our employees. It is designed to identify potential violations in advance and systematically prevent
their occurrence. The compliance management system thus contributes significantly to the integration
of compliance into cur operating units and their processes.

in light of the Bayer Group’s diversified structure and international focus, we are active in different
industry sectors, markets and geographical regions worldwide, each of which has its own local legisla-
tion and industry codes. Compliance risks are identified by performing a trend analysis based on cases
reported from around the world. We embarked on the global implementation of an integrated compli-
ance management system in 2014. This system enhances the systematic and preventive identification
and assessment of risks. Risk identification is carried out both from the bottem up via the country or-
ganizations and from the top down via the global functions, taking global, local and business-specific
aspects into account. In addition, compliance program audits are performed by internal Audit. These
audits proactively evaluate the implementation of the Corporate Compliance Policy in the country organ-
izations. All the results are discussed by the local business units, the local compliance officers and rep-
resentatives of the headguarters functions at a round table and are entered into a risk database.

RISK EARLY WARNING SYSTEM PURSUANT TO SECTION 91, PARAGRAPH 2 OF THE
GERMAN STOCK CORPORATION ACT

A process known as BayRisk has been established to enable the early identification of any adverse de-
velopments that are material and/or could endanger the company’s continued existence, thus satisfying
the legal requirements regarding an early warning system for corporate risks pursuant to Section 91,
Paragraph 2 of the German Stock Corporation Act. This process is steered by a central urit within the
Corporate Center to ensure the implementation of a consistent framework and standards for Bayer's risk
early warning system,

The BayRisk process follows a bottom-up approach in order to identify corporate risks as fully as possi-
ble. The early identification, evaluation, management and reporting of risks is the responsibility of the
respective divisions, service companies and central functions. The process takes info account not only
risks that could directly impact our financial targets, but also those that could affect the achievement of
qualitative objectives such as the preservation of our reputation. Evaluation is based on both financial
and nonfinanciat criteria. Risk coordinators are appointed to evaluate, manage and monitor the identi-
fied risks.
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This results in 2 multidimensional evaluation which estimates the probability of occurrence, potential
damage and relevance for our external stakeholders. The following matrix illustrates the financial crite-
ria for rating a risk as high, medium or low.

Risk Rating Matrix According to Financial Criteria Tabie 3.18.4}

Likelihood of occurrence

K;:Eruﬁulated impact (€ million)

> 1,250 o H H H
500 - 1,250 M M H
<500 L L

H = high risk, M = medium risk, L = jow risk

All risks that exceed defined and annwally updated value thresholds, together with the respective coun-
termeasures, are entered in a Group-wide database. The risk portfolio is reviewed three times a year.
Significant changes are documented and reported to the Board of Management. The risk portfolio is also
documented in a management information system and is thus accessible to the members of the Group
Leadership Circle at all times. A report on the risk portfolic is submitted to the Audit Committee of the
Supervisory Board once a year.

PROCESS-INDEPENDENT MONITORING

The effectiveness of our management systems is audited and evaluated at regular intervals by Internal
Audit, which performs an independent and objective audit function focused on verifying compliance
with laws and directives. Internal Audit also supports the company in achieving its goals by systemati-
cally evaluating the efficiency and effectiveness of governance, risk managetnent and control processes
and helping to improve them. The selection of audit targets follows a risk- and cycle-based approach.
Internal Audit applies internationally recognized standards and performs reliable audit services. This is
confirmed by a quality assessment undertaken in 2012 by the American Institute of Internal Auditors
{11a). A report on the internal control system and its effectiveness is presented annually to the Audit
Committee of the Supervisory Board.

Risks in the areas of occupational health and safety, plant safety, environmental protection and product
quality are assessed through specific HSEQ {health, safety, environment and quality) audits.

in addition, the external auditor, as part of its audit of the annual financial statements, assesses the
basic suitability of the early warning system for identifying at an early stage any risks that could endan-
ger the company's continued existence. The auditor reqularly reports to the Board of Management and

the Supervisory Board on the identification of any weaknesses in the internal control system.

Audit outcomes are taken into account in the continuous enhancement of cur management processes.
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18.3.2 Opportunities and Risks

As a global enterprise with a diversified portfolio, the Bayer Group is constantly exposed to a wide
range of internal or externzl developments or events that could significantly impact the achievement of
our financial and nonfinancial objectives.

This chapter outlines the opportunities and risks which are classified in our risk matrix as “medium” or
“high.” Risks that cccur in comparable forms in different parts of the company are described in general
terms. The sequence int which the risks are listed does not imply any order of significance. The oppor-
tunities and risks described apply to all divisions unless otherwise indicated. Also outlined in the follow-
ing are risks that are of high relevance for the company but may be impossible to quantify directly,
accurately or in financial terms. The impact on the Bayer Group of risks attaching to the Covestro busi-
ness is affected by the size of Bayer’s shareholding in that company.

BUSINESS ENVIRONMENT

Ethical conduct is a matter of essential importance for society. Many stakeholders evaluate companies
according to whether they conduct themselves not just “legaliy” but also “legitimately.” The Bayer
Group is dedicated to sustainable development in all areas of its commercial activity. This voluntary
commitment is reflected in our responsible corporate governance, which is geared toward generating
not only economic but alsc ecologicai and sccietal benefit.

In the Emerging Markets — particularly Asia and Latin America — we see growth opportunities, such as
those arising out of increasing affluence and the associated rise in demand for pharmaceutical products.
Bayer is therefore systematically expanding its business in these regions in particular.

At the same time, however, the risk exists that our growth could be impeded by increasing global cost
pressure on health systems. Pharmaceutical products are subject to requlatory price controls and reqgu-
lations in many markets, and government reimbursement systems often favor less expensive generic
medicines over branded products. In addition, in some markets, major health care providers can exert
substantial pressure on prices. Price controls and pricing pressure reduce earnings from our pharma-
ceutical products and may occasionally make the market launch of a new product unprofitable. As a
result, it may be necessary to choose indirect marketing options in order to provide access to pharma-
ceuticals. We expect the current extent of regulatory controls and market pressures on pricing to persist
or increase. Changes in the business conditions in our key markets are continuously meonitored. De-
pending on the intensity of such price controls and the pressure on prices, it could be necessary to
adjust our business model.

In some countries the marketing rights for certain pharmaceutical products are held by third parties. An
inadequate performance by collaboration partners could adversely affect the development of our sales
and costs. Therefore, we have established an Alliance Management unit to monitor the maost important
collaborations and provide relevant support to the operational functions.

Further opportunities and risks may arise if actual market developments vary from those we predict in
Chapter 18.1 "Economic Qutlock.” Where macroeconemic developments deviate from forecasts, this
may either positively or negatively impact our sales and earnings expectations.

For Covestro, an economic downturn, changes in competitors’ behavior or the market entry of new

competitors may lead to more intense competition and thus to overcapacities or increased pressure on
prices.
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Continuous analysis of the economic environment and of economic forecasts enables us to pursue the
identified opportunities and to mitigate risks by adjusting our business strategy.

INNOVATION
We analyze global trends and develop innovative solutions to address them, thereby mastering the
challenges and taking advantage of the opportunities they provide.

Increase in life expectancy

Certain diseases, such as cancer or chronic cardiovascular disorders, are on the rise as a consequence
of higher life expectancy. In response to the growing demand for innovative health care products to
treat age-related diseases, Bayer's Pharmaceuticals Division is focusing its RgD activities on relevant
therapeutic areas such as oncology and cardiclogy.

Shortage of arable land and increasing demand for food

The challenges associated with ensuring an adequate food supply worldwide continue to increase,
driven by global population growth, the reduction in available arable land and the consequences of
climate change. In addition, the anticipated increase in affluence in the emerging countries is hoosting
the demand for animal-based foed products. We expect there to be an increasing need for high-value
seed and crop protection products to allow sufficient food and animal feed to be produced to satisfy
rising demand despite limited acreages. The Crop Science Division is therefore developing processes to
more effectively protect plants against climate and environmental stresses and increase crop yields, for
example.

Conserving natural resources and protecting the climate

The finite nature of certain natural resources and efforts to protect the climate are boosting the demand
for innovative products and technologies that reduce resource consumption and lead to lower emis-
sions. This trend is being reinforced by increasingly stringent regulatory requirements and growing
consumer awareness for the need to use resources sustainably. In this context, Covestro is developing
new materials that help to raise energy efficiency and reduce emissicns. For example, polyurethane
from Covestro is used in the construction industry for thermal insulation, giving a positive energy hat-
ance, while the company’s polycarbonate is used in the automotive industry to reduce vehicle weight.

To enhance our innovation strength, we attach special importance to networking and cooperation both
within and outside of our company. One example is interdisciplinary research at the interface between
human, animal and plant health, which is being driven forward by cur Life Sciences Fund. This enables
us to achieve research synergies and investigate new mechanisms of action that in the long term may
provide new impetus to product development. Our strategy also encompasses research projects with
outside partners from science and industry that give us access to complementary technologies and
external innovation potential.

For further information, see Chapter 4 “Research, Development, Inngvation” and Chapter 2 “Strategies
of the Divisions.”

Despite all our efforts, we cannot assure that all of the products we are currently developing or will
develop in the future will achieve planned approval/registration or commercial success. For example, a
drug candidate may fail to meet trial endpoints. The Bayer Group pursues a holistic portfolic manage-
ment strategy in order to estimate the probability of success and prioritize its development projects.
Furthermore, the expectations of the public and the regulatory authorities with regard to the safety and
efficacy of chemical and pharmaceutical products are constantly rising. Against this background, we
continue to anticipate increasing regulatory requirements for clinicat or (ecoltoxicological studies, for
example. This increases product development costs and the time it takes to obtain registration or mar-
keting approval. Special projects are set up to coordinate and ensure the successful implementation of
new regulations.
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ACQUISITIONS

Where it appears strategically advantageous, we supplement our organic growth by acquiring compa-
nies or parts of companies. Failure to successfully integrate a newly acquired business or unexpectedly
high integration costs could jeopardize the achievernent of qualitative or quantitative targets and ad-
versely impact earnings. Teams of experts therefore manage both the due diligence process and the
subsequent integration of acquired companies. Due diligence inciudes reviewing risk-relevant factors
such as compliance with applicable environmental regulations and occupational health and safety
standards at production sites.

PATENT PROTECTION

Patents protect cur intellectual property. When our products are successfully commercialized, some of
the profits can be used to continue investing in research and development. Due to the long period of
time between the patent application and the market launch of a product, Bayer generally cnly has a few
years in which to earn an adequate return on its investment in research and development. This makes
effective and reliable patent protection all the more important.

Most of our products, primarily in the Life Sciences, are covered by patents. Generic manufacturers, in
particular, attempt to contest patents prior to their expiration. Sometimes a generic version of a product
may even be launched “at risk” prior to the issuance of a final patent decision. We are currently in-
volved in legal proceedings to enforce patent protection for our products. Details of the risks arising
from these proceedings are given in NOTE [32] to the consolidated financial statements. When a patent
defense is unsuccessful, or if one of our patents expires, our prices are likely to come under pressure
because of increased competition from generic products entering the market. Legal action by third
parties for alieged infringement of patent or proprietary rights by Bayer may impede or even halt the
development or manufacturing of certain products or require us to pay monetary damages or royalties
to third parties. Qur patents department regularly reviews the patent situation in coilaboration with the
respective operating units and menitors for potential patent infringements so that legal action can be
taken if necessary.

PRODUCTS AND PRODUCT STEWARDSHIP

Bayer systematically and continuously evaluates the potential health and environmental risks of a prod-
uct aleng the entire value chain - from research and development, production, commercialization and
use by the customer to disposal.

Despite extensive studies prior to approvatl ot registraticn, it is possible that products could be partially
or completely withdrawn from the market due to the occurrence of unexpected side effects or other
factors, Such a withdrawal may be voluntary or result from legal or requlatory measures. Furthermore,
the presence of traces of unwanted genetically modified organisms in agricultural products and/or
foodstuffs cannot be entirely excluded. Potential payments of damages in connection with the above
risks may have a substantial negative impact on our earnings.

Our Life Science businesses counter these risks through a holistic organizational structure and process
organization in the areas of pharmaceutical and crop protection preduct safety and testing. In addition,
a comprehensive product stewardship program is in place in the Crop Science Division. For further
information, see Chapter & “Product Stewardship.”
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Another risk we face is that of illegal trading of counterfeit medicines and crop protection products by
criminal third parties. In most cases, the composition and/or the quality of counterfeit products do not
correspond to those of the original preducts. In addition, the fact that no local requlatory authority is
involved in assuring the quality of the manufacturing or distribution process precludes any official
product recall. Products originating frem illegal third-party manufacturing not enly endanger patients,
users, animais and the environment, but also jeopardize the good reputation of our company and prod-
ucts and undermine our competitive position.

Bayer actively assists authorities’ efforts to combat product counterfeiting by adopting preventive
measures and prosecuting offenders.

PROCUREMENT AND PRODUCTICN

To ensure the sustainability of cur activities along the entire value chain, Bayer has introduced a
Supplier Code of Conduct. This sets forth our sustainability principles, explains what we expect from
our partners and requires them to observe our standards in areas including environmental protection
and occupational safety. A further essential element is the respect of human rights. This means, for
example, that no form of child labor may be employed. Violations of the Code may harm our company’s
reputation, Through supplier assessments and audits, we verify whether our partners along the supply
chain actually implement and comply with our Cede of Conduct {see Chapter 7 “Procurement, Produc-
tion, Logistics and Distribution™.

Despite its modern facilities and optimized manufacturing processes, Bayer requires significant quanti-
ties of energy and petrochemical feedstocks for the production of chemicals. Procurement prices for
energy and raw materials may fluctuate significantly. This can provide opportunities but may also put
our preduct margins at risk when oil prices are low, for example. Experience has shown that higher
production costs cannot always be passed on te cur customers through price adjustments. This applies
especially to Covestro.

We attach great impertance not only to product safety but also to protecting cur employees and the
environment. Risks associated with the manufacturing, filling, storage or shipping of products are miti-
gated by means of integrated quality, health, environmental protecticn and safety management. The
materialization of such risks may result in personal injury, property and envircnmental damage, loss of
production, business interruptions and/or liability for compensation payments.

QOperations at our sites may be distupted by natural disasters, fires or explosions, sabotage or supply
shortages for our principal raw materials cor intermediates. Disruption may also result from pessible
regulatory or legislative changes in the respective countries, The complexity of multistage manufactur-
ing processes for active ingredients or biotechnology products strengthens the potential for disruption
and may limit product availability. If we are unable to meet demand, sales may undergo a structural
decline. We counter this risk by distributing production for certain preducts among muitiple sites or by
building up safety stocks. Furthermore, an emergency response system has been implemented for all
our production sites as a mandatory component cf our SEQ management. It is aimed at protecting
employees, neighbors, the environment and production facilities from the risks described. The Group
Regulation “Safety and Crisis Management” forms the basis for this.
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Increased ecological awareness creates cpportunities for Covestro in two ways. On the one hand, the
development of innovative materials for our customers (see Chapter 4 “Research, Development, Innova-
tion"} opens up market potential. On the other hand, if we succeed in increasing the energy efficiency of
our own production processes, we can mitigate environmental impacts and achieve cost savings at the
same time. By developing new production technologies and applying internationally recognized energy
management systems, we aim to help meet increasing environmental requirements, further reduce
emissions and waste, and increase energy efficiency. In this way we not enly contribute to sustainable
climate protection and the conservation of natural resources, but also achieve cost and competitive
advantages.

EMPLOYEES

Skilled and dedicated employees are essential for the company’s success. There is keen competition
among companies for highly qualified personnel, particularly in countries with full employment and in
the emerging economies of Asia and Latin America. If we are unable to recruit a sufficient number of
employees in these countries and retain them within Bayer, this could have significant adverse conse-
quences for the company’s future development.

Based on our analysis of future requirements, we design appropriate employee recruitment and devel-
opment measures. These include extensive employer marketing activities, such as our employer brand-
ing campaign, atmed at convincing our target groups of the advantages of working for Bayer, Competi-
tive compensation containing performance-related components as well as an extensive range of training
and development opportunities are among the essential elements of our human resources policies,
which are based on the principles enshrined in our Human Rights Position, our corporate values and
our Corporate Compliance Policy. In addition, our focus on diversity enables us to tap the full potential
of the employment market. In times of considerable strateqgic and organizational transition at Bayer,
deliberate and transparent change management forms an integral part of our human resources man-
agement, enabling us to motivate our employees for the long term and alleviate uncertainties.

For more information, see Chapter & “Employees.”

INFORMATION TECHNOLOGY
Business and production processes and the internal and external communications of the Bayer Group
are increasingly dependent on global 1T systems.

A significant technical disruption or failure of 1T systems could severely impair cur business and pro-
duction processes. Technical precautions such as data recovery and continuity plans are defined and
continueusly evolved in close cooperation with our internal 1T organization.

The confidentiality of internal and external data is of fundamental impertance to us. A loss of data con-
fidentiality, integrity or authenticity could lead to manipulation and/or the uncontrolled outflow of data
and know-how. We have measures in place to counter this risk, including an authorization system.

Furthermore, a committee has been established to determine the fundamental strateqy, architecture and

safety measures for the Bayer Group. These measures are desigred to provide optimum protection
based on state-of-the-art technology.
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LAW AND COMPLIANCE

The Bayer Group is expesed to risks from legal disputes or proceedings to which we are currently a
party or which could arise in the future, particulatly in the areas of product liability, competition and
antitrust law, patent law, tax law and environmental protection.

Investigations of possible legal or regulatory violatiens, such as potential infringements of antitrust law
or cerfain marketing and/or distribution metheds, may result in the imposition of civil or criminal pen-
alties — including substantial menetary fines — and/or other adverse financial consequences, harm
Bayer's reputation and ultimately hamper our commercial success,

Bayer has established a global compliance management system to ensure the sustainable observance of
laws and regulations {see Chapter 1.3 “Compliance”).

Legal proceedings currently considered to involve material risks are described in NoTE [32] to the con-
solidated financial statements.

FINANCIAL OPPORTUNITIES AND RISKS

The Bayer Group has financial opportunities at its disposal in the form of the market prices it can com-
mand, and is exposed to financial risks in the form of liquidity, credit and market price risks, as well as
risks resulting from pensicn chligaticns.

The following paragraphs provide details of these and other financial cpportunities and risks and how
they are managed.

The management of financial opportunities and risks takes place using established, documented pro-
cesses, One component is financial planning, which serves as the basis for determining the liquidity risk
and the future foreign currency and interest-rate risks and covers all Group companies that are relevant
from a cash-flow perspective. Financial planning comprises a planning horizen of 12 months and is
reqgularly updated.

Further information is provided in Chapter 14.7 “Financial Management of the Group.” 1 See Chapter 14.7

Liquidity risk

Liquidity risks result from the possible inability of the Bayer Group to meet current or future payment
obligations due te a lack of cash or cash equivalents. The liquidity risk is determined and managed by
the Finance department as part of our same-day and medium-term liquidity planning.

Payment obligations from financial instruments are explained according to their maturity in NOTE [30.2]1 [0 Consofidated

to the consclidated financial statements. Financial
Statemenls

Note 30.2
The Bayer Group holds sufficient liquidity to ensure the fulfillment of all planned payment obligaticns at e

maturity. In addition, a reserve is maintained for unbudgeted shortfalls in cash receipts or unexpected
disbursements. The amount of this iquidity reserve is reqularly reviewed and adjusted as necessary
according to circumstances.

Liquid assets are held mainly in the form of overnight and term deposits, Credit facilities also exist with

banks. These include, in particular, an undrawn €3.5 billion syndicated credit facility. Additionally, credit
facilities totaling €2.7 hillion are available to the Covestro Group.
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Credit risks

Credit risks arise from the possibility that the value of receivables or other financial assets of the Bayer
Group may be impaired because counterparties cannot meet their payment or other performance obli-
gations. The Bayer Group dees not conclude master netting arrangements with its customers for non-
derivative financial instruments. Here, the total value of the financial assets represents the maximum
credit risk exposure. In the case of derivatives, positive and negative market values may be netted under
certain conditions.

To manage credit risks from trade receivables, the respective inveicing companies appoint credit man-
agers who regularly analyze customers’ creditworthiness, Some of these receivables are collateralized,
and the collateral is used according to local conditions. It includes credit insurance, advance payments,
letters of credit and guarantees. Reservation of title is generally agreed with our customers. Credit limits
are set for all customers. All credit limits for debtors where total exposure is €10 million or more are
evaluated by local credit management and submitied to the Bayer Group’s Financial Risk Committee,

Credit risks from financial transactions are managed centrally in the finance department. To minimize
risks, financial transactions are only conducted within predefined exposure limits and with banks and
other partners that preferably have investment-grade ratings. All risk limits are based on methodical
models. Adherence to the risk limits is continuously monitored.

Opportunities and risks resulting from market price changes

Opportunities and risks resulting frem changes in market currency and interest rates are managed by
the central finance department. Risks are eliminated or mitigated through the use of derivative financial
instruments. Further details on derivatives are given in NOTE [30.3] to the consolidated financial state-
ments.

The type and level of currency and interest-rate risks are explained in the following paragraphs using
sensitivity analyses based on hypothetical changes in risk variables (such as interest curves) to deter-
mine the potential effects of market price fluctuations on equity and earnings. The assumptions used in
the sensitivity analyses reflect our view of the changes in currency exchange and interest rates that are
reasonably possible over a one-year peried. These assumptions are regularly reviewed.

Foreign currencies

Foreign currency opportunities and risks for the Bayer Group resuit from changes in exchange rates and
the related changes in the value of financial instruments (including receivables and payables) and of
anticipated payment receipts and disbursements in the functional currency.

Receivables and payables in liquid currencies from operating activities and financial items are generally
fully exchange-hedged through forward exchange contracts and cross-currency interest-rate swaps.

Anticipated exposure from planned payment receipts and disbursement in the future is hedged accord-
ing to the rules agreed between the Board of Management, the finance department and the operating
units. Hedging takes place through forward exchange contracts and currency options.

Sensitivities were determined on the basis of a hypothetical adverse scenario in which the euro depreci-
ates by 1094 against all other currencies compared with the year-end exchange rates. In this scenario,
the estimated hypothetical ioss of cash flows from derivative and nonderivative financial instruments
would have diminished earnings and equity (other comprehensive income) as of December 31, 2015 by
€303 million (December 31, 2014: €295 millicn), Of this amount, €108 million is related to the v.s. do}-
lar, €66 million to the Chinese renminbi, €41 millicn te the Japanese yen and €28 million to the Canadi-
an dollar, Currency effects on anticipated exposure are not taken inte account.
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Derivatives used to hedge anticipated currency exposure that are designated for hedge accounting
would have diminished other comprehensive income by €313 million.

Interest rates

[nterest-rate opportunities and risks result for the Bayer Group through changes in capital market inter-
est rates, which in turn could lead to changes in the fair value of fixed-rate financial instruments and
changes in interest payments in the case of floating-rate instruments,

[nterest-rate opportunities and risks are managed over a target duration established by management for
Bayer Group debt. This target duration is subject to reqular review. Interest-rate swaps are concluded to
achieve the target structure for Bayer Group debt.

A sensitivity analysis based on our net floating-rate receivables and payables position at year end 2015,
taking into account the interest rates relevant for cur receivables and payables in all principal curren-
cies, produced the following result: a hypothetical increase of 1 percentage point in these interest rates
(assuming constant currency exchange rates) as of January 1, 2015 would have raised our interest ex-
pense for the year ended December 31, 2015 by €29 mitlion (December 31, 2014: €53 miilion).

Financial risks associated with pension obligations

The Bayer Group has cbligations to current and former employees related to pensions and other post- [T consolidated
employment benefits. Changes in relevant measurement parameters such as interest rates, mortality Financial
Statements

and salary increase rates may raise the present value of our pension obligations. This may lead to in-
creased costs for pension plans or diminish equity due to actuarial losses being recognized as other
comprehensive income in the statement of comprehensive income. A large propertion of our pension
and other post-empioyment benefit obligations is covered by plan assets including fixed-income securi-
ties, shares, real estate and other investments. Declining or even negative returns on these investments
may adversely affect the future fair value of plan assets. Both these effects may negatively impact the
develepment of equity and/or the company's earnings and/or may necessitate additional payments by
the company. Further details are given in noTE [25] to the consolidated financial statements.

Note 25

‘We address the risk of market-related fluctuations in the fair value of our plan assets through batanced
strateqgic investment, and we constantly monitor investment risks in regard to our global pension obliga-
tions.

OVERALL ASSESSMENT GF OPPCRTUNITIES AND RISKS

The risks reported above do not endanger the company’s continued existence. Nor could we identify
any risk interdependencies that could combine to endanger the company’s continued existence.
Risks rated as “medium” or “high” did not change significantly compared with the previous year.
Based on our product portfolio, our know-how and our innovation strength, we are convinced that we

can take advantage of the opportunities resulting from cur entrepreneurial activity and successfully
master the challenges resulting from the risks stated above.
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19. Takeover-Relevant Information

Explanatory report pursuant to Sections 289, Paragraph 4 and 315, Paragraph 4 of the
German Commercial Code (HGB)

The capital steck of Bayer AG amounted as of December 31, 2015 to €2,117 million, divided into
826,947,808 no-par registered shares. The capital stock and the number of shares were thus unchanged
from the end of the previous year. Each share confers one voting right.

A small number of shares may be subject to temporary trading restrictions, such as retention periods, in
connection with employee stock participation programs.

We received no notifications in 2015 of direct or indirect holdings of shares in Bayer AG that exceed
10v%e of the capital stock. The company thus is not in possession of any nofifications of hoidings that
exceed 109 of the capital stock.

The appointment and dismissal of members of the Board of Management are subject to the provisions
of Sections 84 and 85 of the German Stock Corporation Act, Section 31 of the German Codetermination
Act and Section 6.0f the company’s Articles of [ncorporation. Pursuant to Section 84, Paragraph 1 of the
German Stock Corporation Act, the members cf the Board of Management are appointed and dismissed
by the Supervisory Board. Since Bayer AG falls within the scope of the German Codetermination Act,
the appointment or dismissal of members of the Board of Management requires a majority of two thirds
of the votes of the members of the Supervisory Board on the first ballot pursuant to Section 31, Para-
graph 2 of that act. If no such majority is achieved, the appointment is resclved pursuant to Section 31,
Paragraph 2 of the Codetermination Act on a second ballot by a simple majority of the votes of the
members of the Supervisory Board. If the required majority still is not achieved, a third ballot is held.
Here again, a simple majority of the votes of the members suffices, but in this ballot the Chairman of the
Supervisory Board has two votes pursuant to Section 31, Paragraph 4 of the Codetermination Act. Un-
der Section e, Paragraph 1 of the Articles of Incorporation of Bayer AG, the number of members of the
Board of Management is determined by the Supervisory Board but must be at least two. The Superviso-
ry Board may appoint one member of the Board of Management to be the Chairman of the Board of
Management pursuant to Section 84, Paragraph 2 of the German Stock Corporation Act and Section &,
Paragraph 1 of the Articles of Incorporation.

Any amendments to the Articles of Incorporation are made pursuant to Section 179 of the German Stock
Corporation Act and Sections 10 and 17 of the Articles of Incorporation. Under Section 179, Paragraph
1 of the German Stock Corporation Act, amendments to the Articles of Incorporation require a resolu-
tion of the Stockholders’ Meeting. Pursuant to Section 179, Paragraph 2 of the German Stock Corpora-
tion Act, this resolution myst be passed by a majority of three quarters of the voting capital represented
at the meeting, unless the Articles of Incorporation provide for a different majority. However, where an
amendment relates to a change in the object of the company, the Articles of Incorporation may only
specify a larger majority. Section 17, Paragraph 2 of the Articles of Incorporation of Bayer AG utilizes
the scope for deviation pursuant to Section 179, Paragraph 2 of the German Stock Corporation Act and
provides that resclutions may be passed by a simple majority of the votes cast or, where a capital major-
ity is required, by a simple majority of the capital represented. Pursuant to Section 10, Paragraph & of
the Articles of Incorporation, the Supervisory Board may resolve on amendments to the Articles of In-
corporation that relate solely to their wording.

Provisions of the Articles of Incorporation concerning Authorized Capital 1 and Authorized Capital 11 are
entered in the commercial register of Bayer AG. With the approval of the Supervisory Board and until
Aprit 28, 2019, the Board of Management may use the Authorized Capital 1 to increase the capital stock
by up fo a total of €530 million. New shares may be issued against cash contributions and/or contribu-
tions in kind, but capital increases against contributions in kind may not exceed a total of €423 million.
If the Authorized Capital I is used to issue shares in return for cash contributions, stockholders must
normally be granted subscription rights. The Board of Management may only exclude stockholders’
subscription rights to a volume of shares issued cut of the Authorized Capital 1 that did not represent
more than 20% of the existing capital stock at the time the respective resolution was adopted by the
Annual Stockholders’ Meeting on April 29, 2014. Absent a further resolution on the exclusion of stock-
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holders’ subscription rights, the Board of Management also may only exclude stockholders’ subscrip-
tion rights to a volume of shares issued under other authorizations regarding capital measures (Author-
ized Capital 11, bonds with warrants or convertible bonds, purchase and disposal of own shares} that did
not represent more than 20% of the existing capital stock at the time the respective resolution was
adopted by the Annual Stockholders” Meeting on April 29, 2014.

With the approval of the Supervisory Board and until April 28, 2019, the Board of Management is au-
therized to increase the capital stock by up to €212 million in one or more installments by issuing
shares out of the Authorized Capital 11 against cash contributions. The stockholders must normally be
granted subscription rights. However, the Board of Management is authorized, with the approval of the
Supervisory Board, to exclude subscription rights for stockholders provided the volume of shares issued
out of the Authorized Capital 11 against cash contributions does not exceed 10% of the capital stock
existing zt the time this authorization is registered or at the time the new shares are issued and the
issue price of the new shares is not significantly below the market price of the already listed shares.

Conditional capital of €212 million exists in connection with an authorization - valid through April 28,
2019 - to issue bonds with warrants or convertible bonds, profit-sharing rights or profit participation
bonds (collectively referred to as “bonds”} with a total face value of €s billion. The Board of Manage-
ment may, with the consent of the Supervisory Board and under certain conditions, exclude the bond
subscription rights that would otherwise be granted to stockholders. One of the conditicns is that the
total volume of shares required to service the bonds exceed neither 10%0 of the capital stock that exist-
ed at the time the respective resolution was adopted by the Annual Stockholders’ Meeting on April 29,
2014 nor 10% of the capital stock existing at the time this authorization is exercised. Any other shares
issued without granting subscription rights to the stockholders in direct or analegous application of
Section 186, Paragraph 3, Sentence 4 of the German Stock Corporation Act shall be credited against this
109 limit. Further, by resolution of the Annuai Stockhelders’ Meeting on April 29, 2014, the Board of
Management is authorized to purchase and dispose of own shares representing up to 10% of the capital
stock existing at the time the resclution was adopted. The authorization to purchase own shares also
includes the purchase of cwn shares using put or call options (derivatives) up to a volume of 5% of the
capital stock existing at the time the resolution was adopted or at the time the authorization is exer-
cised. This authorization also expires on April 28, 2019.

A materiat agreement that is subject to the condition precedent of a change of control pertains to the
undrawn €3.5 billion syndicated credit facility arranged by Bayer AG and its u.s. subsidiary Bayer Cor-
poraticn. This facility is available until December 202¢. The participating banks are entitled to terminaie
the credit facility in the event of a change of control at Bayer and demand repayment of any loans that
may have been granted under this facility up to that time. A similar clause is contained in the agreement
on a syndicated credit facility granted to Bayer subsidiary Bayer World Investments B.v., Netherlands, in
2014 and guaranteed by Bayer AG. The facility still amounts to us$9co million {(as of December 31, 2015)
and matures in May 2018.

The terms of the nominal €4.2 billion {as of December 31, 2015) in notes issued by Bayer in the years
2006 to 2014 under its multi-currency European Medium Term Notes program alse contain a change-of-
conirol clause. Holders of these notes have the right to demand the redemption of their notes by Bayer
AG in the event of a change of control if Bayer AG's credit rating is downgraded within 120 days after
such change of control becomes effective. The terms of the Us$v billion bond in 144a sReg § format
issued in October 2014 also contain a clause to this effect.

Agreements exist for the members of the Board of Management in compliance with Section 4.2.3 of the
German Corporate Governance Code to cover the eventuality of a takeover offer being made for

Bayer AG. Under these agreements, payments promised in the event of early termination of the service
contract of a Board of Management member due to a change of control are limited to the value of three
years” compensation and may not compensate more than the remaining term of the contract.
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{Tahle 4.1}
Note
7 € million € million
Net sales [71 41,339 44,324
Cost of goods sold (19,90%) (21,158}
Gross profit 21,430 25,166
Selling expenses _ B (10,669  (12,367)
Research and development expenses ) 91 {3,537 4,281}
General administration expenses (1,703} 2,098)
Other operating income {101 710 1,110
Other operating expenses 111 {836) {1,280}