6

B
A

E
R

» COVER PICTURE
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This Annual Report combines
our financial and our sustain-
ability reporting. On page
30-31 you can find further
information about this report
and learn how to use it.
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click on its name.
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Bayer is a global enterprise with core competencies
in the fields of health care, agriculture and high-tech
polymer materials.

As an innovation company, we set trends in research-
intensive areas. Our products and services are designed
to benefit people and improve their quality of life. At the
same time we aim to create value through innovation,
growth and high earning power.

We are committed to the principles of sustainable
development and to our social and ethical responsi-
bilities as a corporate citizen.

Cover picture

Employees at the research and development laboratory in Memphis, Tennessee,

are working on formulations for non-prescription products. The laboratory now
belongs to Bayer following the acquisition of the consumer care business of U.S.
pharmaceutical company Merck & Co., Inc. Our cover picture shows Angie Robertson
and Patrick Williams inspecting a sample.

[ You can read more about Bayer’s range of non-prescription products in the
magazine section of this Annual Report beginning on page 10.



Key Data

2013 2014 Change

%

Change
€ million € million %

Bayer Group
Sales 40,157 42,239 +5.2
EBIT' 4,934 5,506 +11.6
EBIT before special items? 5,773 5,944 +3.0
EBITDA3 7,830 8,442 +7.8
EBITDA before special items? 8,401 8,812 +4.9
EBITDA margin before special items* 20.9% 20.9%
Income before income taxes 4,207 4,525 +7.6
Net income 3,189 3,426 +7.4
Earnings per share (€)° 3.86 4.14 +7.3
Core earnings per share (€)° 5.61 6.02 +7.3
Gross cash flow” 5,832 6,820 +16.9
Net cash flow® 5,171 5,810 +12.4
Net financial debt 6,731 19,612 .
Capital expenditures as per segment table 2,155 2,490 +15.5
Research and development expenses 3,406 3,574 +4.9
Dividend per Bayer AG share (€) 2.10 2.25 +7.1
HealthCare
Sales 18,924 19,975 +5.6
EBIT 3,260 3,581 +9.8
EBIT before special items? 3,973 3,912 -1.5
EBITDA3 4,858 5,186 +6.8
EBITDA before special items? 5,334 5,484 +2.8
EBITDA margin before special items* 28.2% 27.5%
Gross cash flow” 3,573 4,011 +12.3
Net cash flow® 2,980 4,444 +49.1
Sales 8,819 9,494 +7.7
EBIT 1,729 1,806 +4.5
EBIT before special items? 1,801 1,838 +2.1
EBITDA3 2,184 2,358 +8.0
EBITDA before special items? 2,248 2,360 +5.0
EBITDA margin before special items* 25.5% 24.9%
Gross cash flow’ 1,590 1,835 +15.4
Net cash flow® 682 950 +39.3
MaterialScience
Sales 11,238 11,651 +3.7
EBIT 435 555 +27.6
EBIT before special items? 429 598 +39.4
EBITDA3 1,101 1,149 +4.4
EBITDA before special items? 1,072 1,187 +10.7
EBITDA margin before special items* 9.5% 10.2%
Gross cash flow’ 887 961 +8.3
Net cash flow? 977 880 -9.9

Employees

Number of employees’ (Dec. 31) 112,366 118,888 +5.8
Proportion of women in senior management (%) 25 26

Number of nationalities in the Group Leadership Circle 31 35 +12.9
Proportion of employees with health insurance (%) 95 96

Proportion of employees covered by collective agreements

on pay and conditions (%) 54 52

Safety'®

Recordable Incident Rate for Bayer employees (RIR) 0.47 0.43 -9.4
Lost Time Recordable Incident Rate for Bayer employees (LTRIR) 0.26 0.22 =182
Loss of Primary Containment Incident Rate (LoPC-IR)" 0.35 0.23 -33.1
Number of transport incidents 11 12 +9.1

Environmental Protection

Direct greenhouse gas emissions (CO> equivalents in million t)'? 4.09 4.02 -1.7
Indirect greenhouse gas emissions (COz equivalents in million t)'2 4.29 4.70 +9.7
Volatile organic compounds (VOC)' (thousand ¥/a) 2.27 2.12 -6.5
Ozone-depleting substances (ODS) (t/a)'™ 15.65 14.79 -5.6
Total organic carbon (TOC) (thousand t/a) 1.53 1.20 -21.6
Total phosphorus in wastewater (thousand t/a) 0.11 0.10 -12.6
Total nitrogen in wastewater (thousand t/a) 0.69 0.76 +11.3
Hazardous waste generated (thousand t/a) 467 487 +4.4
Hazardous waste landfilled (thousand t/a) 53 65 +21.4
Water use (million m3/a) 361 350 -3.1
Primary energy consumption (petajoules/a)’® 47.58 45.57 -4.2
Secondary energy consumption (petajoules/a)'® 33.27 39.74 +19.5
Energy efficiency (MWh/t)'® 3.44 3.37 -2.3

2013 figures restated

EBIT = earnings before financial result and taxes

EBIT before special items and EBITDA before special items are not defined in the International Financial Reporting Standards and should therefore be regarded

only as supplementary information. EBITDA before special items is a more suitable indicator of operating performance since it is not affected by depreciation,

amortization, impairment losses, impairment loss reversals or special items. By reporting this indicator, the company aims to give readers a clear picture of the

results of operations and ensure comparability of data over time. See also Combined Management Report, Chapter 16.2 “Calculation of EBIT(DA) Before Special

Items.”

EBITDA = EBIT plus amortization and impairment losses on intangible assets, plus depreciation and impairment losses on property, plant and equipment, minus

impairment loss reversals. See also Combined Management Report, Chapter 16.2 “Calculation of EBIT(DA) Before Special Items.”

The EBITDA margin before special items is calculated by dividing EBITDA before special items by sales.

5 Earnings per share as defined in IAS 33 = net income divided by the average number of shares. For details see Note [16] to the consolidated financial statements.

Core earnings per share are not defined in the International Financial Reporting Standards. By reporting this indicator, the company aims to give readers a clear

picture of the results of operations and ensure comparability of data over time. The calculation of core earnings per share is explained in the Combined

Management Report, Chapter 16.3 “Core Earnings Per Share.”

Gross cash flow = income after income taxes, plus income taxes, plus financial result, minus income taxes paid or accrued, 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 remeasurement of already held assets in step acquisitions. The change in pension provisions includes the elimination of non-cash

components of EBIT. It also contains benefit payments during the year. For details see Combined Management Report, Chapter 16.5 “Liquidity and Capital

Expenditures of the Bayer Group.”

Net cash flow = cash flow from operating activities according to IAS 7

Full-time equivalents

10Percentage changes not based on rounded figures

1"LoPC-IR: rate of incidents in which chemicals leak from their primary container, such as pipelines, pumps, tanks or drums, per 200,000 working hours in areas
relevant to plant safety

2Portfolio-adjusted in accordance with the Greenhouse Gas Protocol

3Volatile organic compounds (VOC) excluding methane

140zone-depleting substances (ODS) in CFC-11 equivalents

151 petajoule = 10" joules

16Energy efficiency: quotient of total energy consumption and manufactured sales volume. For MaterialScience, only manufactured sales volumes that also form
the basis for calculating MaterialScience-specific emissions are taken into account.
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Chairman'’s Letter

Decisive step to create a pure
Life Science company

pﬁh SFFpekAterloteny Arit
Freinole 57 Ahe o gy

In 2014, just a year after our 150™ anniversary, Bayer opened up
a new chapter in its history: we initiated the decisive step toward
becoming a pure Life Science company. In the future we will
focus our entire innovative capability on designing molecules
and solutions that improve human health or nutrition. Never has
our mission “Bayer: Science For A Better Life” more truly
reflected who we are and what we do.

While we continued to harvest the fruits of our own science and
research in 2014 with the global marketing of our recently
launched pharmaceuticals as well as our crop protection products
and seeds, we also successfully acquired the consumer care busi-
ness of Merck & Co., Inc., United States — making us the global
number two in consumer care. This largely stable business now
helps us to compensate volatility in other businesses.



Bayer MaterialScience also performed well in 2014, successfully
addressing previous challenges. Against this background,
MaterialScience requested further significant investment in its
organic growth along with financial headroom for possible future
acquisitions.

In recent years, however, Bayer’s strategy and strong perfor-
mance have increasingly been driven by our success in the

Life Sciences. This has meant that MaterialScience is competing
for resources against businesses that we believe continue to
promise significantly higher returns. Therefore we decided to
demerge MaterialScience so that it will have independent
access to the capital market, while Bayer focuses solely on the
Life Sciences.

This is a turning point in Bayer’s history. But our action is con-
sistent with what our founders did and what the focus of our
research has been for more than 150 years. The best way we can
innovate is by inventing new molecules that ultimately lead to
innovative applications. The only thing that has changed over
time are the markets or fields of application in which our mole-
cules deliver the largest value contribution. Today, the focus is on
the Life Sciences. It is crucial for Bayer’s long-term success that
we continually adjust our business portfolio to market require-
ments and respond to the needs of customers and society.

In September 2014, the Supervisory Board unanimously approved
the demerger of MaterialScience, which we intend to float

on the stock market by mid-2016. We are all convinced that this
strategic decision will bring great benefits and opportunities —

for Bayer and for MaterialScience. The new, independent
company is set to retain leadership positions in all of its business
areas. We strongly believe in its future success.
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Dialogue with physicians: Bayer ceo Dr. Marijn Dekkers and Associate Professor Dr. Jiirgen Zumbé, Director of the
Urology Department at Leverkusen Hospital

As a pure Life Science company, Bayer will have a unique research
focus on the health of humans, animals and plants. And this re-
search shows us today that the similarities between the different



species are far greater than was generally assumed just a few
decades ago. This is especially true at the cellular biochemical
level at which our active ingredients operate. While we are still at
an early stage, we are in the best position to potentially leverage
many synergies from species’ common characteristics.

To continue innovating and help physicians to care for their
patients, veterinarians to look after animals and farmers to feed the
growing world population, we must increasingly invest in research
and development (rR&D). Our rR&D budget for the Life Sciences in
2014 was €3.2 billion. Overall we expect the rRg§D-to-sales ratio to
continue increasing in the coming years.

The success of our pharmaceutical products, in particular, has great
significance in this regard. We are among the fastest-growing of

the world’s major pharmaceutical companies. Last year we lifted
Pharmaceuticals sales by 11.2 percent on a currency- and portfo-
lio-adjusted basis. The increase was driven by our recently launched
products Xarelto™, Eylea™, Stivarga™, Xofigo™ and Adempas™.

CropScience, too, achieved a sales improvement of 11.2 percent
on a currency- and portfolio-adjusted basis, gaining market share
especially with the new products we brought to market in the past
few years.

Spurred by these successes, our company’s financial development
has also been outstanding. We can look back at another record
year for Bayer. Revenues increased in 2014 to over €42 billion,
which means we saw more than 7 percent growth after adjusting
for currency and portfolio effects. Our clean EBITDA amounted to
€8.8 billion, up by nearly 5 percent compared with the prior year.
Core earnings per share rose by 7.3 percent to €6.02.



Thanks to this successful development and the appreciation it
has brought from investors, Bayer for the first time became the
company with the highest market capitalization in the German
share index pDAX.

To continue strengthening our Life Science businesses, we

need not only organic growth but also bolt-on acquisitions. These
improve our regional positioning, round out our product portfolio
and can give us access to major new technologies. In 2014 we
spent a total of €13.5 billion for acquisitions.

The largest among these was Merck & Co., Inc.’s consumer care
business. This significantly strengthens Bayer’s business with
non-prescription products across multiple therapeutic categories
and geographies. We also acquired Dihon Pharmaceutical Group
Co. Ltd., China, a consumer care company specializing in derma-
tology products. And we successfully completed the acquisition
of Algeta Asa, Norway, with which we had already collaborated on
the development and commercialization of the cancer drug
Xofigo™ since 2009.

Acquisitions in CropScience include the Biagro group in
Argentina. Biagro’s portfolio comprises organic seed treatments
as well as crop protection products based on bacterial and fungal
strains. In addition, we acquired the seed business of Paraguayan
company Granar, which specializes in the breeding, production
and marketing of improved seeds, especially for soybeans.



I would like to emphasize at this point that our excellent
employees are our core business asset. Our corporate values of
Leadership, Integrity, Flexibility and Efficiency — represented
by the acronym LIFE — remain the cornerstones of our behavior.
Continuous learning is a fundamental part of our organizational
and talent development. Building specific skills, removing
organizational obstacles and making improvements every day
remain important elements of Bayer’s culture.

In the future we also intend to intensify the dialogue with our
various stakeholders. We are convinced of what we do and of the
value of our products. We will communicate even more effectively
to customers, society and politicians how our products improve
the lives of millions of people across the globe.

[ am concerned by the growing number of critical stakeholders
whose claims and demands are based on emotions and beliefs
rather than on scientific facts. It is up to all of us to ensure that
society creates the right framework for future innovations. In

this context it is also important to us that economic growth be
achieved in harmony with environmental and social responsibility.
We adhere to the fundamentals of sustainable development and
the ten principles of the Global Compact of the United Nations.

On behalf of the entire Bayer Group management team, I would
like to thank our employees for their dedication, motivation and
ingenuity. Bayer would not be the great company it is today
without them.
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We enter 2015 with continued optimism. Bayer’s innovations

have helped millions of people around the world and, in doing so,
have strengthened our leadership position. In 2014 we added more
innovative products to our portfolio and posted record financial
results. We are committed to continue with this approach in 2015
and beyond as we finalize our transformation into a pure Life
Science company and work to further improve people’s lives.

Finally, I would like to thank you, our stockholders, for your ongo-
ing support for our strategy and appreciation of our performance.

Sincerely,

,%ﬂ:mﬁﬁ Zl’g_éxé@f

Dr. Marijn Dekkers

Chairman of the Board of Management of Bayer AG
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LIFE SCIENCE

Bayer plans to focus entirely on
the Life Science businesses —
HealthCare and CropScience — in the
future and to float MaterialScience
on the stock market as a separate
company. This will create a global
leader in the Life Sciences with
extensive experience in science and
innovation and the ability to use
this expertise to improve human,

animal and plant health. S
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In recent years the Bayer Group’s
focus has increasingly shifted towards
the Life Science businesses. With our

products, doctors can help patients,
farmers can contribute to feeding people,
and veterinarians can treat animals.

PHARMACEUTICALS

Our Pharmaceuticals activities focus
on the areas of cardiology, oncology,
gynecology and hematology.
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At Environmental Science, we offer
~ consumers and professional users a
broad portfolio of products and services
for controlling pests and weeds.

MATERIAL
SCIENCE

MaterialScience will continue
to develop its competitive position
as a stand-alone company.
The business has an outstanding
starting position and is a market

leader in many areas.
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Sabine Hoffmann, technical assistant at Cologne University Hospital,
performs a lung function test on patient Christian Miller.
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Pharmaceuticals // Across the globe, people continue to
suffer from severe illnesses for which very few effective,
well tolerated treatments are available. Research-driven
pharmaceutical companies like Bayer are working on inno-
vations intended to benefit these patients. Take pulmonary
hypertension, for example. The treatment options for this
condition have recently improved to a significant degree.

Exercise is out of the question for Noémi Baert. Even a
staircase with 20 steps pushes her to the limit. A walk of
just a few hundred meters is more than she can manage.
The 13-year-old from Destelbergen in Belgium isn’t even
able to carry her own schoolbag. Since the age of six,
Noémi has suffered from pulmonary hypertension. This
life-threatening illness can affect people of any age.

It usually begins gradually. The patient tires more easily
than before, and any exertion leads to shortness of
breath. The symptoms remain non-specific as the condi-
tion progresses. They can include increasing shortness
of breath, a decline in physical strength, chest pains,
water retention in the legs, blue lips and fainting. These
symptoms are caused by a narrowing of the pulmonary
arteries, which can happen for a variety of reasons. As
other, comparatively common conditions involve similar
symptoms, it may be several years before a patient is
diagnosed with pulmonary hypertension. This is the
term physicians use to group together the various forms
of the disease. Noémi was lucky in one respect, as a
cardiologist quickly reached the correct diagnosis. “That
helped my daughter to get the right treatment,” says
Noémi’s mother, Danielle Verbrugghen.

However, Christian Miiller from Arnsberg had to wait many
years. His ordeal began in 2004 with a severe pulmonary
embolism caused by a vein thrombosis. Miiller, who was 36
at the time, spent several months in critical condition in the
hospital. Even during his subsequent rehabilitation, he just
wasn’t recovering properly. “I wasn’t able to do the exer-
cise section of the program,” recalls Miiller, who is trained
in wholesale and export trade. The doctors couldn’t pin-
point the cause and, to alleviate the symptoms, they pre-
scribed oxygen treatment. For the next three years, an oxy-
gen machine was Miiller’s constant companion. “I couldn’t
work anymore and it was impossible to live an indepen-
dent life,” he says. His parents helped him with day-to-day
tasks, but eventually he had to use a wheelchair. When
Miiller was admitted to the hospital in the spring of 2007

4
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Dr. Olivier Brandicourt,
Chairman of the Bayer HealthCare
Executive Committee, on the subgroup’s strategy

“Fueling growth through
diversification and research”

The acquisition of Merck & Co., Inc.’s non-prescription
business marked an important milestone for Bayer
HealthCare. Alongside strengthening our Consumer
Care division, this acquisition also reflects our commit-
ment to Bayer HealthCare's diversification strategy.
Whether it is human or animal health, innovative pharma-
ceutical products or self-medication, the breadth of our
business and portfolio enables us to respond to a rapidly
evolving environment. For example, the boundaries
between “patients” and “consumers” are increasingly
fading, with prevention and well-being becoming almost
as important as the treatment of diseases. The know-
how and expertise within and across our four divisions
enable us to capture our customers’ needs in what we
think is the best possible way.

One of the key pillars of our long-term strategy is research
and development (R&D) across our businesses, aimed at
driving innovation beyond 2020. Some of our current and
recently launched products will run out of patent between
2023 and 2025. It is therefore essential that the next
wave of innovation follow seamlessly to safeguard growth.
Our RrsD efforts in this regard focus on the areas in which
we excel and have a proven track record of success, for
example in cardiology, women’s health and some areas of
oncology.

Our strengths throughout our diversified businesses
coupled with the required investments will elevate our R6D
activities to the next level and ultimately enable us to intro-
duce customer-centric, innovative products to the market.
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An operation at Cologne
University Hospital: Professor
Stephan Rosenkranz and
surgical nurse Nina Kiipper

13-year-old Noémi suffers from pulmonary hypertension. Here in the Wupper-

tal laboratory, Bayer researcher Professor Johannes-Peter Stasch talks to
Noémi and her mother, Danielle Verbrugghen, about the disease.

following yet another pulmonary hemorrhage, a doctor
there suspected he was suffering from pulmonary hyper-
tension. “He sent me to the cardiac center at Cologne Uni-
versity Hospital for further tests,” Miiller explains.

The center is home to cardiologist Professor Stephan
Rosenkranz, one of the few experts on pulmonary hyper-
tension in Germany. He is in charge of the center’s pul-
monary hypertension outpatient clinic and knows from
experience that it can still take a long time before a pa-
tient with the condition gets to see a specialist. “Early di-
agnosis is very important for treating this condition — and
the treatment options have greatly increased over the past
few years,” he says. A complex diagnostic program has to

Cardiologist Professor Stephan Rosenkranz and his

colleague Dr. Joana Jesus during the morning rounds

be performed before treatment can begin. To confirm the
diagnosis, it is essential to measure the blood pressure in
the pulmonary arteries and examine the right ventricle of
the heart using a catheter. Further tests are needed to de-
termine the type of pulmonary hypertension affecting the
patient. In Miiller’s case, it turned out that his illness was
caused by the pulmonary embolism he had suffered back
in 2004. In this form of the disease, known as chronic
thromboembolic pulmonary hypertension (CTEPH), tiny
blood clots in the small pulmonary arteries are responsi-
ble for the increased pressure and associated symptoms.
CTEPH can occur as a rare complication of acute pulmo-
nary embolism, but the pathogenesis is not completely
understood. “In many cases, this form of pulmonary hy-
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The blood vessels in the lung
are constricted, so the heart has
to work harder to pump blood
through them.

This progressively weakens the
heart, thus reducing the body’s
oxygen supply.

pertension is potentially curable with special surgery,”
says Rosenkranz. That was true for Miller, too. Although
he still very much feels the effects of his disease, he can
now live without an oxygen machine again.

This type of surgery is not possible for young Noémi, as
she suffers from a different form of pulmonary hyperten-
sion called pulmonary arterial hypertension. She is
helped by various medications that lower the pressure by
expanding the pulmonary arteries and relieving the strain
on her heart. “There are now several drugs that have

this effect. The first member of a distinct substance class
has become available in addition. It is also the first active
ingredient that can significantly improve the condition

of patients with inoperable CTEPH or persistent or recur-
rent CTEPH after surgery,” Rosenkranz reports. Yet there
remains a great need for further research. “We haven't
achieved our goal yet,” he points out, adding that univer-
sities and the research-driven pharmaceutical industry
still have much work to do. “On the one hand, we must
continue to improve existing treatment options. On the
other, we need to identify new targets for active ingredi-
ents in order to develop new drugs that inhibit excessive
cell growth. This cell growth is partly responsible for

the narrowing of the pulmonary arteries.”

Developing drugs that can dilate arteries or address the
remodeling or increased formation of tissue in the inner
lining of the arteries is a core area of research at Bayer
HealthCare. Under a co-development and co-commer-
cialization agreement concluded last year, Bayer Health-
Care is collaborating with u.s. pharmaceutical company
Merck s Co., Inc. (known as MSD outside the U.s. and
Canada) in this field.

Bayer Annual Report 2014

PULMONARY HYPERTENSION //
There are several types of pulmonary hyperten-
sion (PH), in which the blood pressure in the
vessels of the lung is chronically elevated. Early
diagnosis and clear identification of the form of
the disease are essential to ensure the patient
receives the best possible treatment at an early
stage. A delay in starting treatment may greatly
reduce life expectancy.

Bayer scientists are also working on other important
approaches to therapy. These include active ingredients
for the specific treatment of various cancers, serious car-
diovascular conditions such as stroke and heart failure,
and certain renal function disorders. A further focus is on
the development of novel medicines to treat gynecologi-
cal diseases. “We are concentrating on innovative active
ingredients that represent real breakthroughs in the
treatment of a range of illnesses and that address high
unmet medical needs. The needs of patients who urgent-
ly require new treatment options are always at the fore-
front of our work. The successful launch of numerous
products over the past few years is the result of this long-
term focus on innovation,” says Dr. Jorg Moller, head of
Global Development at Bayer HealthCare.

The Bayer scientists are currently working to seamlessly
maintain this innovation flow. This year, the decision
could be made to transition five further candidates to
Phase 111 of clinical development. These active ingredi-
ents are intended to expand treatment options for various
serious illnesses, including a specific form of lymphoma;
anemia caused by certain renal disorders; different forms
of severe heart failure; and benign tumors of the uterus
(myomas). A number of early-stage research projects

are proceeding in parallel. “Our work in the field of cardi-
ology, for example, includes new approaches to treating
the causes of various vascular diseases, such as pulmo-
nary hypertension,” Bayer scientist Professor Johannes-
Peter Stasch reports. In carrying out this work, he and his
colleagues are fulfilling one of the greatest desires of
Noémi and her mother: “We very much hope that the
researchers will continue looking for treatments that will
help to stabilize Noémi's condition.” //
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atthe laboratoryintMemphis, Tennessee, which nowibelongs to Bayerfollowing th e
acquisition of the consumer care business of u.s. pharmaceuticals company Merck s Co., Inc.
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Consumer Care // With its range of non-prescription
and nutritional products, Bayer aims to help people do
more for their health and well-being. This not only
increases personal quality of life but can also greatly

reduce health care costs.

Human life expectancy is increasing. At the same time,
more and more people are making their own choice of
medicines for the prevention or treatment of day-to-day
ailments. And many people get information from the
internet. “It has never been easier — or so important —

to actively improve your own health,” says Erica Mann,
spokesperson for the World Self-Medication Industry
(wsmiI) and Head of the Consumer Care Division of Bayer
HealthCare.

According to forecasts by the u.s. Department of Health
and Human Services’ National Institute on Aging, the

over-65s are the fastest-growing section of the popula-
tion. That is causing health care costs to rise, and the
strain on physicians and care givers is growing. Compa-
nies in the health care industry have an important contri-
bution to make: “We need a new, innovative approach to
health care,” says Mann. “Instead of waiting until people
become ill before we treat them, we should be giving
them the products and the information they need to help
them stay healthy.” Non-prescription medicines — also
known as over-the-counter (0Tc) products — and nutri-
tional supplements play a key role in this, as do opportu-
nities to find out about various health-related topics.

Microbiologist Aldia Wims-Jones carries out a test in Bayer’s new research and development laboratory in Memphis, Tennessee.
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As a global leader in the oTc and nutritionals sector,
Bayer is in a good position to provide access to non-pre-
scription products worldwide. After all, the company

can look back on a tradition extending over one hundred
years, starting with probably the best-known painkiller of
them all — Aspirin™. Over the decades, the oTc portfolio

has been expanded to include everything from products
to treat skin problems, gastrointestinal conditions or
colds to nutritional supplements.

The company’s recent purchase of the consumer care
business of u.s. pharmaceuticals group Merck s Co., Inc.
- the second largest acquisition in Bayer’s history — has
added numerous leading products to this list, mostly in
the cold, allergy, sinus & flu, dermatology (including sun
care), foot health and gastrointestinal categories. “The
expansion of our portfolio makes us an even better part-
ner for consumers worldwide,” comments Bayer Health-
Care ceo Dr. Olivier Brandicourt.

Bayer is now the second-leading supplier of non-pre-
scription products globally and has risen to number one
in the u.s., the largest oTc market in the world. Following
the takeover of Steigerwald Arzneimittelwerk GmbH in
Germany, Bayer is now active in the area of herbal medi-
cines as well, while the acquisition of Dihon Pharma-
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Pollen dispersal can be simulated in the allergy
room at the Consumer Center in Memphis,
Tennessee. Venkat Venkatakrishnan (right)
monitors the pollen concentration in the room,
which is designed for up to 12 people.

ceutical, a leading company in the manufacture and mar-
keting of oTc products in China, opens the door to the
field of traditional Chinese medicine.

KNOWLEDGE IMPROVES HEALTH

Bayer HealthCare doesn’t only help people through its
products, but offers extensive information on improv-
ing and maintaining health. “As standards of living im-
prove around the world, health awareness is growing
along with people’s desire to boost their knowledge of
health issues,” explains Dr. Felix Reiff, a member of
Consumer Care’s global management team.

Bayer supports consumers with a wide range of services.
For example, the company works with the American
Heart Association to provide online information about
how people can lower their blood pressure by changing
their habits. Another website gives professional advice
on wound healing and baby care, and the “Skin Peace”
app helps people to calculate appropriate topical medi-
cine doses. Bayer is also actively involved in local, re-
gional and global industry associations to help ensure
the creation of a secure, reliable legal framework for the
non-prescription sector. Says division head Mann: “Cred-
ible information is the foundation for building consumer
trust in personal health care.” //
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Food for
the World

Bayer researchers Céline Zimmerli (left) and Dr. Catherine Baillon check on"the progress of
young wheat plants at Bayer's wheat breeding station.in Milly-la-Forét, south of Paris.
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CropScience // Bayer CropScience has an ambitious goal:
to find innovative answers to the challenges of the future.
In pursuit of that aim, the company spends some €1 billion
a year on agricultural research and development designed

to help feed the growing global population.

At the wheat breeding station in Milly-la-Forét, France,
researcher Dr. Catherine Baillon checks on the well-be-
ing of her charges — hundreds of tiny seedlings, which
she developed from plant embryos less than a millimeter
in size. “Any one of them could be a bull’s eye, with the
potential to help shape the future of farming,” Baillon
explains. To find this special seed, the research team in
Milly-la-Forét works with high-yielding, elite varieties
that are well adapted to the climatic conditions in France.
The mission now is to upgrade these premium varieties.
To that end, the Bayer CropScience researchers are
looking all over the world for exotic types of wheat with
special genes. Through cross-breeding and selection,
they create new varieties boasting increased resistance
to heat, drought, low temperatures, excessive precipita-
tion, diseases and pests.

“Today, wheat provides

about 20 percent of human

calorie requirements.”

Bayer CropScience ceo
Liam Condon

“This kind of process normally takes eight to ten years,”
Baillon says. “Here in Milly-la-Forét, we use the latest
methods to speed it up, such as molecular markers that
show us at a very early growth stage whether a seedling
possesses the target gene; or a new technology that helps
us to firmly anchor an exotic gene in a plant in a single
step, without time-consuming cross-breeding over several
generations.” This allows Bayer CropScience researchers
to develop wheat varieties that deliver excellent yields
even under increasingly adverse climatic conditions.

And their work is of critical importance because wheat
has a major role to play in feeding the more than 9 bil-
lion people who are expected to be living on the planet
by 2050. “Today, wheat provides about 20 percent of
human calorie requirements: from New York to Sao
Paulo, from Paris to Johannesburg,” says Bayer Crop-
Science ceo Liam Condon. Even in traditional rice-
eating countries like China and India, this grain is an
important part of people’s diets. However, long-term
trends currently indicate a widening gap between de-
mand and productivity. “Plant stress factors such as heat
are intensifying worldwide with the result that over the
next few decades, yields will fall below today’s level of
three tons per hectare, while the Food and Agriculture
Organization of the United Nations (FA0) estimates that
the demand will rise to 5.5 tons per hectare by 2050,”
Condon explains.

To close this gap, Bayer CropScience operates wheat
breeding stations in France and the major wheat-growing
areas of Australia, Canada, Germany, Ukraine and the
United States. “Our goal is to build a world-leading wheat
seed business based on high-yielding, robust varieties,”
says Steve Patterson, Cereals Crop Manager at Bayer
CropScience. “Our strategically located breeding stations
adapt highly efficient wheat varieties to local growing
and environmental conditions while also fulfilling the re-
gional and global needs of mills and bakeries.” The first
Bayer wheat seed is scheduled for commercialization in
Eastern Europe as of 2015.

The company has been a market leader in the global
cereals business for decades, supplying know-how and
integrated farming solutions tailored to local needs. The
crop protection portfolio for wheat includes herbicides,
seed treatments, insecticides and fungicides. Bayer
CropScience’s products also protect wheat immediately
post-harvest and during storage in grain silos against
losses due to diseases or pests.



» TABLE OF CONTENTS
Bayer Annual Report 2014 E——— s R

Focus on Life Science businesses // Magazine

Bayer researchers Dr. Catherine Baillon (left) and Ombeline Gouhier
inspect new seedlings at the wheat breeding station in Milly-la-Forét
before they are planted out.

Increasing stress factors, such as heat,

affecting plants worldwide will push crop
yields down below today's average of 3 tons Inspection of a wheat plant in the Bayer laboratory
per hectare, whereas the Food and
Agriculture Organization of the United
Nations (FAO) estimates that yields
of 5.5 tons per hectare will be
needed by 2050.
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CITRUS GREENING // Citrus greening, also known
as Huanglongbing or yellow dragon disease, was first
observed in China and has since spread to the two main
growing areas for juice oranges, Brazil and Florida. When
a citrus grove is infected, the quality of the fruit declines
and the trees die within three to five years.

\

This tiny insect can cause tremendous

damage: psyllids feed off orange trees
e and in doing so spread the bacterium

responsible for citrus greening

Citrus grower David Evans (left) inspects the damage to a grove in Florida together with Dr. Dennis Warkentin from Bayer CropScience.

NEW DISEASES CALL FOR NEW METHODS

When new challenges arise in farming, ready solutions
are not always at hand. Take citrus greening, for example,
a bacterial disease that prevents citrus fruits from ripen-
ing. “If a mature orange grove is infected, the trees de-
cline and lose productivity. Younger infected trees never
reach full production and may die within a few years,”
says Dr. Dennis Warkentin, a Technical Service Represen-

tative for Bayer CropScience in Florida. Citrus greening,
or Huanglongbing (HLB or “yellow dragon disease”), orig-
inated in China but has now spread to the two largest
producer regions for juice oranges: Brazil and Florida. In
Florida, 8o percent of all citrus trees are already infected,
and so far, there is no product to treat the disease. “The
very future of the orange juice industry is at stake here,”
says citrus grower David Evans, whose grandfather
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founded his family business over 100 years ago. But
Evans and his fellow farmers in the Florida Citrus Mutual
growers’ association are determined to fight for Florida's
future as the “Orange State.” Explains Evans: “We have
weathered many crises in the past, and we won't give up
this time either, because we believe that companies like
Bayer — with their global commitment to research — will
find solutions for us.”

Researchers at Bayer CropScience are focusing their
efforts on the development of products to fight the “yel-
low dragon.” To bridge the time to market, the specialists
are implementing different approaches, such as con-
trolling the disease vector — pinhead-sized insects called
psyllids. In cooperation with growers” associations, uni-
versities and the beverage industry, Bayer is currently
developing a combination of biological and chemical
solutions to combat this pest. “In early 2015, we plan to
launch a first systemic insecticide that controls psyllids
but protects beneficial insects in citrus groves. After that
we also plan to introduce purely biological solutions,”
explains Kai Wirtz, who is responsible for the global fruit
crop strategy at Bayer CropScience.

At the same time, Bayer CropScience is developing a

set of emergency measures for citrus growers like David
Evans. These measures include strengthening plant
health in the groves, monitoring psyllids and impeding
their spread by phytosanitary means. Growers in Florida
are determined to defy the “dragon” and are confidently
planting new citrus groves. “In the past, we've had annu-
al orange harvests totaling some 240 million boxes here
in Florida. Today we're down to just 105 million. But with
the help of companies like Bayer, we intend to restore the
Florida citrus industry to its former health and size,”

says Evans.

DIGITAL TECHNOLOGY IN AGRICULTURE

Bayer CropScience’s commitment to shaping the future
of farming does not stop at developing innovative seeds
and protecting crops. Together with partners, the compa-
ny is promoting the use of new digital technologies such
as high-resolution remote sensing. The growth of field
crops, for example, can be monitored with high precision
from space. Infrared images indicate which areas of a
field are suffering from stress factors — even before the
human eye can detect any external damage to the plants.
“The technology was used in 2014 in the American Mid-
west to compare new soybean varieties,” explains Tobias
Menne, who is working to advance this new area of activ-
ity at Bayer CropScience. “At any given moment, farmers
would know where remedial action was needed without
having to check the crops on-site in the field.” That opens
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up entirely new opportunities. “Technologies like this can
optimize the application of crop protection products and
fertilizers in industrialized nations — and can also bring
highly specialized expertise to the world’s poorest coun-
tries,” Menne says.

Providing innovations in many different areas, Bayer
CropScience is shaping the future of farming. The compa-
ny develops solutions both for large agribusinesses and
for the millions of small-holders around the globe, to help
achieve the aim of sustainably producing enough food for
the world. //

Liam Condon, Chairman of the
Executive Committee of Bayer CropScience,
on the future of crop protection

“Committing to research to ensure
abundant harvests”

The example of citrus greening shows only too clearly
how serious the situation can become if devastating plant
diseases spread unchecked. That’s why research-based
companies like Bayer CropScience are committed to the
development of innovative solutions to protect harvests
throughout the world. Together with partners from indus-
try and academia, we search for new, groundbreaking
technologies that protect people and the environment and
enable farmers and growers to produce safe food. The
high level of investment this involves means we have to be
able to rely on the regulatory framework.

So decisions about crop protection must not be politicized.
To overcome the challenges facing global agriculture, we
need decision-making to be based on scientific data and
cost-benefit analyses. Because farmers are relying on us to
deliver.
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Collaboration // Scientists at Bayer HealthCare and
Bayer CropScience are working on various joint research
projects aimed at finding solutions in the fields of health care
and nutrition as part of a cross-subgroup initiative to further
strengthen Bayer’s innovative capability.

Different species have many things in common — which
is immediately clear even at the cellular level. One of
the groundbreaking projects in terms of interdisciplinary
research collaboration involves looking at the mechan-
isms that cause cells to multiply or wither. “Cells have a
memory in the form of a chemical marking of pNa. This
memory effect is referred to as epigenetics,” explains
Dr. Klaus Tietjen, one of the first Bayer scientists to de-
vote himself to this area of research. The objective of the
project is to find new ways of curing diseases or enhanc-
ing stress resistance in plants by stimulating or blocking
identified target genes or proteins that are involved in
epigenetic processes.

Scientists at Bayer HealthCare aim to use these epigenetic
processes to discover novel therapeutic approaches in the
fight against cancer. Says project manager Dr. Bernard

Haendler: “Cells are programmed for a specific task when

they are generated, subsequently developing into a brain
cell, a skin cell or a liver cell, for example. Once they have
achieved this target state, certain genes are switched on
or off by epigenetic traits. If healthy cells later lose all or
part of this epigenetic marking, they no longer form part
of the whole system. They degenerate into cancer cells
and begin to divide ruthlessly and uncontrollably.” The
team of scientists is now investigating the extent to which
chemical active ingredients can be used to control the in-
dividual components of this epigenetic machinery and
thus prevent cancer cell division. The team headed by
Haendler has already come up with an initial candidate
for preclinical development.

Scientists at Bayer CropScience are working on influenc-
ing the signaling pathways of cells in a different way.
Their project is aimed at finding epigenetic mechanisms
that could enhance the stress resistance of plants. They
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Bayer’s scientists are working in interdisciplinary teams across subgroup
boundaries: for example, molecular biologist Dr. Wayne Coco (above) and his
team are working to design therapeutic antibodies for use in the treatment of
diseases such as cancer. Meanwhile, Dr. Bernard Haendler from Bayer
HealthCare in Berlin and Catherine Sirven from Bayer CropScience in Lyon
are conducting joint research into gene regulation (left).

are pursuing two complementary approaches. First,
teams of scientists are looking for substances that
strengthen the immune system of the cells and thus
increase the plant’s resistance to cold, heat, insects,
diseases and drought. Second, epigenetics offers new
approaches to plant breeding.

THE BAYER LIFE SCIENCE FUND
The Bayer Life Science Fund supports a total of 12
projects, bundling expertise to discover new approach-
es in the areas of health care and nutrition. “Innova-
tions can often be found at the interfaces between
scientific disciplines,” says Dr. Monika Lessl, Head of
Strategic Innovations. “That’s why these joint research
projects offer us new findings and perspectives and
thus support the development of groundbreaking
medicines, new plant cultivars with resistance traits,
or innovative crop protection agents.” These synergies

The joint substance libraries of Bayer HealthCare and
Bayer CropScience serve as the basis for these experi-
ments. The huge volumes of data generated by such tests
today can only be managed using computer analysis,
which is why the epigenetics team now also includes
bioinformatics experts like Dr. Mark Christoph Ott from
Bayer CropScience. He is fascinated by the opportunities
inherent in interdisciplinary collaboration with col-
leagues from other specialist units: “The cross-function
innovation culture that we have here at Bayer has bene-
fits for us all.” //

combined with the scientists” passion for research
enable Bayer to help in shaping the future of the life
sciences and thus contribute to improving the health of
all living organisms.
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MaterialScience // Innovative materials such as those pro-
duced and constantly improved by Bayer MaterialScience
are the driving force behind technological progress. The
planned demerger from the Bayer Group is expected to
make MaterialScience the fourth-leading chemical company
in Europe — and enable it to apply its strengths even more

effectively.

His eyes scrutinize it closely as he taps it a few times and
runs his hand over the gleaming black surface — Hans-Jorg
Dahmen nods in satisfaction. “A perfect sample,” he says,
putting the freshly pressed rectangle down in front of the
injection molding machine. Here at the technical center in
Leverkusen, the engineer from Application Development
at Bayer MaterialScience has just examined a new pan-
oramic roof for a car. The sample product is made from
high-performance polycarbonate and was produced in a
single process. And it’s 50 percent lighter than conven-
tional glass roofs. “Automotive manufacturers are grateful
for such developments because the less a vehicle weighs,
the greater its fuel efficiency and environmental compati-
bility,” Dahmen explains.

The automotive sector is just one of many key industries
for which Bayer MaterialScience produces and develops
materials, and polycarbonate is one of its main products.
It also supplies the components for polyurethanes, a high-
ly versatile class of plastics used in many everyday items
such as flexible foam for mattresses, car seats and up-
holstered furniture. And in the form of rigid foam, they
serve primarily as insulation for buildings and refrigera-
tion equipment. Polyurethane chemistry is also the basis
for precursors used in coatings, adhesives and sealants,
which also form part of the Bayer MaterialScience port-
folio. The company holds leading positions on the world
market in all of these segments.

Whether protective coatings, insulating foam or lightweight
polycarbonate: products like these can help to master the
challenges posed by climate change, increasing mobility
and the growth of cities. “With this in mind, we develop
sustainable solutions that contribute to preserving the en-
vironment, improve our quality of life and create value,”
says CEO Patrick Thomas. The foundations underlying all
this are a culture steeped in innovation and our proximity
to customers all over the world.

Added to these factors are a strategy aligned to technolog-
ical and cost leadership, along with highly modern, com-
petitive large-scale facilities in which the company contin-
ues to invest. In late 2014, for example, MaterialScience
commissioned a particularly efficient and environmentally
friendly plant at its site in Dormagen, Germany, for the

production of the polyurethane component Tp1. Total in-
vestment in the plant came to €250 million.

Independence is intended to put the company in a position
to apply its strengths even more effectively, rapidly and
flexibly against the global competition. Most importantly,
it will then be easier for MaterialScience to raise the capi-
tal it needs to continue developing its business and align
its organization, processes and corporate culture solely to-
ward its own industrial environment and business model.
The plans call for MaterialScience to be a stand-alone
company with a new name by mid-2016 at the latest —
likely as the fourth-largest chemical company in Europe,
with approximately 16,800 highly skilled employees who
have every reason to be optimistic for the future. //

Patrick Thomas, Chairman of the
Executive Committee of Bayer MaterialScience,
on the subgroup’s strategy

“Our company combines
many advantages”

Following the announcement of the planned flotation,

all eyes are now on Bayer MaterialScience and there are
high expectations — among employees, customers and
potential investors. I am convinced that we are optimally
equipped for the future. We know this because our com-
pany has many advantages: a consistent focus on innovati-
on and sustainability, outstanding employees, market-
leading positions, and locations close to its customers.
Then there are our advanced technologies and safe plants,
which ensure highly efficient, cost-effective production.
The materials we offer worldwide are first-class and help
people to overcome formidable challenges. I am looking
ahead with confidence, and I hope you share my enthu-
siasm as we set out on the road to independence.
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Integrated Annual Report

This integrated Annual Report combines our financial and our sustainability reporting. In this way
we make clear the interactions between financial, ecological and societal factors and underline their
influence on our company’s long-term development.

How to use this report

The sales, earnings and other financial data for the Bayer Group can be found in the Report on
Economic Position, which is color-coded in the table of contents on the back flap.

Our integrated report for 2014 is available in a print version, the “Annual Report 2014,” and an online
version containing additional information, the “Annual Report 2014 — Augmented Version.” The print
version refers the reader to numbered “Online annexes” in the Augmented Version. You can enter the
numbers in a search mask on any page of the online Annual Report to directly access the annexes.

pDF files of the print version and the Augmented Version are available for download from the
Bayer website.

® Online annexes
[ Cross-references within the Annual Report

é References to internet sites
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The Annual Report 2014 — The “Annual Report 2014" (print version)
Augmented Version can be found is also available as an app from the appstore
at WWW.BAYER.COM/AR14. under “Bayer Annual Report.”


http://www.bayer.com/ar14
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Reporting principles

This Annual Report provides comprehensive and
transparent information on all the topics we believe
are important for the company and its stakeholders.

The consolidated financial statements of the Bayer
Group were prepared according to the Internation-
al Financial Reporting Standards (1FRS) and the
applicable provisions of the German Commercial
Code. The combined management report complies
with the German Commercial Code and German
financial reporting standards.

The financial statements of Bayer AG were prepared
according to the requirements of the German Com-
mercial Code and Stock Corporation Act. The Com-
pensation Report for the Board of Management and
the Supervisory Board complies with the recommen-
dations of the German Corporate Governance Code.
The consolidated financial statements and the com-
bined management report are published in line with
statutory disclosure requirements.

The Bayer Group's sustainability reporting is aligned
to the G3.1 guidelines of the Global Reporting Initia-
tive (GR1) and the ten principles of the un Global
Compact (UNGC). The GrI has checked and confirmed
that level A+ has been maintained. The logo and a
GRI index listing the corresponding UNGC principles
can be found in the “Further Information” section

under “GRI Index and un Global Compact Principles.”

A comprehensive overview of the Gri indicators

and an outline of our progress in implementing the
10 UNGC principles (corresponding to the Advanced
Level) are available online. Our reporting is also
aligned to international guidelines and recommenda-
tions, including those on the definition and selection
of non-financial indicators and on reporting.

We follow the oecp guidelines and comply with the
1S0 26000 standard. In selecting and measuring our
key data we also take into account the recommenda-
tions of the European Federation of Financial Ana-
lysts Societies (EFFAS) in the case of non-financial
indicators, and those of the Greenhouse Gas Proto-
col regarding greenhouse gas emissions. We also
consider the recommendations of the World Busi-
ness Council for Sustainable Development (wBCSD)
and the European Chemical Industry Council (CEFIC).
This year we will again submit a declaration of
conformity with the German Sustainability Code.

@mﬂu | L
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DATA COLLECTION FOR FINANCIAL AND
NON-FINANCIAL INDICATORS

Credible reporting is based on transparency and data
validity. We collect the data of all relevant organiza-
tional units and companies worldwide that fall within
the scope of the Bayer Group’s consolidated financial
statements.

All HSE (health, safety and environmental protection)
performance indicators for the Group are collated

in our Group-wide site information system (BaySIS).
The HSE data cover all fully consolidated companies
in which Bayer owns at least 50% of the shares.

The performance indicators of these companies are
fully consolidated regardless of the exact proportion
of the shares held by Bayer. Data on occupational
injuries, transport accidents and environmental inci-
dents are collected at all sites worldwide. Environ-
mentally relevant indicators are measured at all pro-
duction sites.

We mainly use sap systems to collect financial data
worldwide. We use the global SAP HR information
system and the associated reporting application — the
Sustainability Management Annual Reporting Tool
(SMART) — to collect HR indicators and social data.

As the indicators in this report are stated in accor-
dance with commercial rounding principles, totals
and percentages may not always be exact.

EXTERNAL VERIFICATION

PricewaterhouseCoopers Aktiengesellschaft
Wirtschaftspriifungsgesellschaft has audited the
consolidated financial statements of Bayer AG,
Leverkusen, and the combined management report
for the fiscal year from January 1 to December 31,
2014, and has issued an unqualified opinion.

All of the online annexes that supplement the
management report in the augmented online ver-
sion of the Bayer Annual Report 2014 (“Annual
Report 2014 — Augmented Version”) for the fiscal
year from January 1 to December 31, 2014, and the
parts of the Annual Report 2014 entitled “Investor
Information” and “Reporting Principles” have been
reviewed by PricewaterhouseCoopers Aktienge-
sellschaft Wirtschaftsprufungsgesellschaft on a
limited assurance basis.
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Executive Council

The Executive Council, chaired by the Group ceo

and comprising the members of the Bayer AG
Board of Management and the CEOs of the three
subgroups Bayer HealthCare, Bayer CropScience

DR. OLIVIER BRANDICOURT" JOHANNES DIETSCH DR. MARIJN DEKKERS
Chief Executive Officer, Chief Financial Officer Chief Executive Officer
Bayer HealthCare of Bayer of Bayer

Olivier Brandicourt studied medicine ~ Johannes Dietsch completed his train- Marijn Dekkers studied chemistry
and biology in Paris and has worked ing with Bayer as a commercial assis- and chemical engineering in

as a practicing physician. Having tant and business administrator in 1984.  Nijmegen and Eindhoven. After
begun his industrial career in 1987 He subsequently held various manage- gaining a Ph.D., he began a career
at Parke-Davis/Warner-Lambert, he rial positions within the company, in- in research with General Electric
subsequently joined Pfizer, where he cluding one in Japan. In 2002 Dietsch in the United States. Having held
held positions of increasing respon- took over as Head of the Finance De- various positions in the United
sibility, becoming a member of its partment in the Corporate Center, and States, latterly as Chief Executive
Executive Leadership Team in 2010. in 2011 he became Senior Bayer Repre-  Officer and President of Thermo
Brandicourt took over as Chief Exec- sentative and cro of Bayer in China. Fisher Scientific Inc., Dekkers
utive Officer of Bayer HealthCare in He was appointed to the Bayer Board took over as Chief Executive Offi-
November 2013. of Management in September 2014. cer of Bayer in October 2010.

1 Dr. Olivier Brandicourt will leave the company on March 31, 2015. Werner Baumann will become Chairman of Bayer HealthCare
effective April 1, 2015 in addition to his function as a member of the Bayer Board of Management.

WERNER BAUMANN'
Strategy and Portfolio
Management - Europe region

Werner Baumann studied econom-
ics in Aachen and Cologne, joining
Bayer AG in 1988. After holding
positions of increasing responsibility
in Spain and the United States, he
became a member of the Board of
Management of Bayer HealthCare
and its Labor Director. He was ap-
pointed to the Board of Management
in 2010, first as Chief Financial Offi-
cer and from October 2014 as Chief
Strategy and Portfolio Officer.

PATRICK THOMAS
Chief Executive Officer,
Bayer MaterialScience

Patrick Thomas studied engi-
neering at Oxford University.
He began his career with Impe-
rial Chemical Industries (ic1).
Positions held by Thomas in-
clude that of ceo of 1ci Polyure-
thanes and Corporate Executive
Vice President of Huntsman
Matlin Patterson. Thomas took
over as Chief Executive Officer
of Bayer MaterialScience in
January 2007.

KEMAL MALIK
Innovation - North and Latin
America regions

Kemal Malik studied medicine

and worked in a London hospital.
After holding different positions of
increasing responsibility at Bristol-
Myers Squibb, he joined Bayer

in 1995. In 2007 Malik became a
member of the Executive Commit-
tee, Head of Global Development
and Chief Medical Officer of Bayer
HealthCare. He was appointed to
the Bayer Board of Management in
February 2014.

__and-Bayer MaterialScience

LIAM CONDON
Chief Executive Officer,
Bayer CropScience

Liam Condon studied International
Business at Dublin City University and
the Technical University of Berlin. He
held various positions of increasing re-
sponsibility with the former Schering
AG, Berlin, Germany, and with Bayer
HealthCare in Europe and Asia, in-
cluding Managing Director of Bayer
HealthCare China and Head of Bayer
HealthCare in Germany. Condon took
over as Chief Executive Officer of
Bayer CropScience in December 2012.

MICHAEL KONIG*

Human Resources - Technology
and Sustainability - Asia/Pacific,
Africa and Middle East regions

Michael Kénig studied chemical
process engineering in Dortmund,
joining Bayer in 1990. After holding
positions of increasing responsibility,
he transferred to China in 2000 as

a General Manager. In 2007 Kdnig
became Senior Bayer Representa-
tive, and from 2011 he headed up
the Polycarbonates Business Unit of
Bayer MaterialScience in Shanghai.
He was appointed to the Bayer

Board of Management in April 2013.

*Labor Director
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During 2014 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 Supervisory
Board and the Chairman of the Board of Management maintained a constant exchange of information.
In this way the Supervisory Board was kept continuously informed about the company’s intended busi-
ness strategy, corporate planning (including financial, investment and human resources planning), ear-
nings 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 prepa-
ratory work by the committees, or approved on the basis of documents circulated to the members. The
Supervisory 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 princi-
pal affiliated companies in Germany and abroad.

The term of office of Professor Ekkehard Schulz expired at the Annual Stockholders’ Meeting in April.
Dr. Simone Bagel-Trah was elected to be his successor. The Supervisory Board elected Dr. Helmut Panke
to succeed Professor Schulz as a member of the Audit Committee. Dr. Klaus Kleinfeld stepped down
from the Supervisory Board effective September 30, 2014. The Local Court of Cologne appointed Profes-
sor Otmar Wiestler as his successor.

Six meetings of the full Supervisory Board took place during 2014. The Supervisory Board adopted two
resolutions by way of a written vote, one on a planned acquisition and one on a divestment of part of a
business. Professor Wiestler was unable to attend the only meeting that took place after he assumed his
office. No other member of the Supervisory Board attended fewer than half of its meetings. The average
attendance rate by Supervisory Board members at the meetings of the full Supervisory Board and of its
committees held in 2014 was approximately 90 percent.

The members of the Board of Management regularly attended the meetings of the Supervisory Board.
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PRINCIPAL TOPICS DISCUSSED BY THE SUPERVISORY BOARD

The deliberations of the Supervisory Board focused on questions relating to the strategies and busi-
ness activities of the Group as a whole and of the subgroups, as well as personnel decisions. The
discussions at the respective meetings in 2014 centered on various topics. At the February meeting,
the Supervisory Board discussed the 2013 Annual Report and the agenda for the 2014 Annual
Stockholders’ Meeting. It also dealt at length with the planned acquisition of Dihon Pharmaceuticals
in China, the Bayer Group’s risk management system and matters relating to the Board of
Management’s compensation.

At an extraordinary meeting in April, the Supervisory Board discussed in detail the planned acquisi-
tion of the global consumer care business of the u.s. pharmaceutical company Merck & Co., Inc. At
a further meeting in April, the Supervisory Board reviewed the development of the business in the
first quarter and discussed the imminent Annual Stockholders” Meeting. It also adopted a resolution
on the acquisition of the consumer care business of Merck & Co., Inc. and a resolution on the divest-
ment of the Interventional device business.
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At an extraordinary meeting held in June, the Supervisory Board discussed matters relating to the
Board of Management. It extended the contract of Dr. Marijn Dekkers as Chairman of the Board of
Management until December 31, 2016 and appointed Johannes Dietsch as an additional member of
the Board of Management with effect from September 1, 2014. Effective October 1, 2014, the Super-
visory Board appointed Werner Baumann, previously Chief Financial Officer, as Chief Strategy and
Portfolio Officer and Johannes Dietsch as Chief Financial Officer.

At the September meeting, the Supervisory Board focused on the future strategic alignment of the
Bayer Group and approved the Board of Management'’s proposal to demerge the MaterialScience
subgroup.

At its meeting in December 2014, the Supervisory Board undertook the routine review of the fixed
compensation of the members of the Board of Management and the pensions of the former members
of the Board of Management. Also at this meeting, the Board of Management presented its planning
for the business operations, the finances and the asset and liability structure of the Bayer Group in the
years 2015 through 2017. In addition, the Supervisory Board resolved on the declaration concerning
the German Corporate Governance Code. Following the meeting, an information and discussion forum
took place entitled “Trends in pharmaceutical research and development.”

COMMITTEES OF THE SUPERVISORY BOARD

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

The meetings and decisions of the committees, 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 committee 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
Committee 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 also been delegated to this committee. The
Presidial Committee may also undertake preparatory work for full meetings of the Supervisory Board.

In 2014 the Presidial Committee was not required to convene in its capacity as the mediation commit-
tee. Based on an authorization granted by the Supervisory Board, the Presidial Committee adopted
three resolutions in 2014 on financing measures related to the acquisition of the consumer care busi-
ness of Merck & Co., Inc.

Audit Committee: The Audit Committee comprises three stockholder representatives and three em-
ployee representatives. The Chairman of the Audit Committee in 2014, 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 examining the company’s financial reporting along with 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 Board of
Management. On the basis of the auditor’s report on the audit of the financial statements of Bayer AG,
the consolidated financial statements of the Bayer Group and the combined management report, the
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Audit Committee develops proposals concerning the approval of the statements by the full Super-
visory Board. The Audit Committee is also responsible for the company’s relationship with the exter-
nal auditor. The Audit Committee submits a proposal to the full Supervisory Board concerning the
auditor’s appointment, prepares the awarding of the audit contract to the audit firm appointed by the
Annual 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.
In addition, the Audit Committee oversees the company’s internal control system — along with the
procedures used to identify, track and manage risk — and the internal audit system. It also deals with
corporate compliance issues and discusses developments in this area at each of its meetings.

The Chairman of the Board of Management and the Chief Financial Officer regularly attended the
meetings 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 statements.

The meetings focused on a number of topics. At the February meeting, the Audit Committee dis-
cussed the consolidated financial statements and the Group’s tax strategy and tax risks. It also care-
fully considered the risk report, which covered the risk management system, planning and market
risks, legal risks, corporate compliance, the report on process and organizational risks and the inter-
nal control system, and the report by Corporate Auditing. At this meeting the Audit Committee also
discussed 1T security and submitted a recommendation to the full Supervisory Board concerning the
resolution to be put before the Annual Stockholders’ 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 and with
determining the main areas of focus for the audit of the 2014 financial statements. At the July meeting,
the quarterly financial statements as well as legal and compliance issues were discussed as always.

At its meeting in October, the Audit Committee discussed the planned bidding process for the audit of
the financial statements in addition to the fixed items on the agenda.

Human Resources Committee: On this committee, too, there is parity of representation between
stockholders and employees. It consists of the Chairman of the Supervisory Board and three other
members. The Human Resources Committee prepares the personnel decisions of the full Supervisory
Board, which resolves on appointments or dismissals of members of the Board of Management. The
Human Resources Committee resolves 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 full Supervisory Board to
resolve on the total compensation of the individual members of the Board of Management and the
respective compensation components, 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 occasions and passed one written resolution.
The matters discussed at these meetings concerned the compensation and contracts of the members
of the Board of Management, the appointment of Johannes Dietsch to the Board of Management and
the extension of Dr. Marijn Dekkers’ term of office as Chairman of the Board of Management.

Nominations Committee: This committee carries out preparatory 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 Stockholders’ Meeting for election. The Nominations
Committee comprises the Chairman of the Supervisory Board and the other stockholder representative
on the Presidial Committee.

At one meeting and on several other occasions in 2014, the Nominations Committee discussed
candidates for the Supervisory Board elections that were necessary in 2014 as well as the mid-term
planning for the composition of the stockholder side of the Supervisory Board.
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CORPORATE GOVERNANCE

The Supervisory Board dealt with the ongoing development of corporate governance at Bayer, taking
into account the June 24, 2014 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 (1Frs). The combined management report was prepared according to the German Commer-
cial Code. The auditor, PricewaterhouseCoopers Aktiengesellschaft, Wirtschaftspriiffungsgesellschaft,
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
auditor’s reports. The auditor finds that Bayer has complied, as appropriate, with the German Commer-
cial Code, the German Stock Corporation Act and/or the International Financial Reporting Standards
endorsed by the European 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 consolidated financial statements of the Bayer Group, the combined management report
and the audit reports were submitted to 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 Board 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
distribution of the profit, which provides for payment of a dividend of €2.25 per share.

The Supervisory Board would like to thank the Board of Management and all employees for their
dedication and hard work in 2014.

Leverkusen, February 25, 2015
For the Supervisory Board:

éﬂyyu .-",:-*-'

WERNER WENNING
Chairman



» TABLE OF CONTENTS
Bayer Annual Report 2014 e 39

To our stockholders
Investor Information

Investor Information

Performance of Bayer Stock in 2014 [Graphic 2.11

(indexed; 100 = Xetra closing price on December 31, 2013; source: Bloomberg)
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The stock market in 2014

STOCK MARKETS END THE YEAR WITH GAINS FOLLOWING A VOLATILE PERFORMANCE
2014 was dominated by stock market gains, interspersed with considerable volatility. Sentiment was
held back by emerging economic concerns in Europe, the Ukraine crisis and the related sanctions, and
conflicts in the Middle East. By contrast, low capital market rates and the economic upturn in the United
States were sources of optimism. The pDAX topped 10,000 points several times in the first half of the year,
dropping back to below 8,600 in mid-October. It then rallied strongly to a new high for the year, reach-
ing 10,087 at the start of December, and ended the year up 2.7 percent at around 9,800 points.

The European equities index EURO STOXX 50 (performance index) rose 4 percent, ending the
year at 5,851 points. Share prices also rose in the United States and Japan. The ssp 500 index gained
11.4 percent, while the Nikkei 225 rose by 7.1 percent.

RETURN ON BAYER SHARES WELL ABOVE MARKET

Including the dividend of €2.10 per share paid at the end of April, the return on Bayer stock was

13.2 percent in 2014, a far better performance than most of the benchmark indices. The share price
performance in the second half of the year was particularly encouraging. Bayer stock ended the year at
€113.00, having reached a high for the year and an all-time high of €120.95 in late November and early
December.

The EURO sTOXX Health Care Index (performance index) rose by 8 percent in 2014, while the
EURO STOXX Chemicals Index (performance index) advanced by 3 percent.

More than 95 percent of the roughly 30 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 per share € 3.86 4.14
Core earnings per share’ € 5.61 6.02
Gross cash flow per share € 7.05 8.25
Equity per share € 25.16 24.45
Dividend per share € 2.10 2.25
Year-end price? € 101.95 113.00
High for the year? € 103.05 120.95
Low for the year? € 69.01 91.51
Total dividend payment € million 1,737 1,861
Number of shares entitled to the dividend (Dec. 31) million shares 826.95 826.95
Market capitalization (Dec. 31) € billion 84.3 93.4
Average daily share turnover on German stock exchanges million shares 2.1 2.1
Price / EPS?2 26.4 27.3
Price / core EPS2 18.2 18.8
Price / cash flow? 14.5 13.7
Dividend yield % 2.1 2.0

1 For details on the calculation of core earnings per share, see Combined Management Report, Chapter 16.3.
2 Xetra closing prices (source: Bloomberg)
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FAVORABLE FINANCING CONDITIONS FACILITATE EXTENSIVE BOND ISSUANCE BY BAYER
Issue volume on the corporate bond market was significant in 2014, with interest coupons at a historic
low, and demand from investors consistently high. Supply was mainly driven by increasing mergers and
acquisitions activity. Investors were interested in both short and medium-term maturities, depending on
how they expected interest rates to develop. At the same time, demand for subordinated debt remained
high throughout the year thanks to higher returns.

The development of risk premiums is apparent from the trend in credit default swaps (cps) shown in
Graphic 2.2. On the derivatives market, the price of these tradable insurance contracts, which are used
to hedge against default of a borrower, show how market participants rate a company’s credit standing.
As can be seen from the graphic, 2014 was characterized by little volatility and low rate levels. Looking
at the overall cost, there was a further drop in refinancing costs for companies compared with 2013
because credit premiums were relatively stable and the risk-free interest rate declined significantly
during the year.

Bayer used this attractive environment for strategic refinancing and issued several EMTNs with a total [ Note 27 to the

nominal volume of €3.0 billion, two hybrid bonds with a total nominal volume of €3.25 billion and, for consolidated

the first time since 1998, 144a/Reg$S bonds denominated in u.s. dollars with a total nominal volume of financial statements
1s . . . e of the Bayer Group

Us$7.0 billion. The issues comprised a total of eleven tranches with maturities of between two and ten

years and 60 or 61 years for the hybrids. Most were issued with fixed-rate coupons, although some of

the shorter maturities have floating-rate coupons based on the 3-month EURIBOR or 3-month USDLIBOR.

A €1.3 billion bond issued in 2009 matured in 2014 and was repaid. Further details of outstanding

bonds are given in Note [27] to the consolidated financial statements.

Rates for Five-Year Credit Default Swaps (CDS) 2014 [Graphic 2.2]
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Tsource: Bloomberg
2 iTraxx Europe is a CDS index comprising the CDS of 125 companies (including financial institutions) with investment-grade ratings.
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LONG-TERM RETURN ON BAYER STOCK WELL 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 €22,991 as of December 31, 2014, giving an
average annual return of 18.1 percent. This was well above the return on the pax and the EURO STOXX
50 (performance index) in the same period. Bayer stock also outperformed these indices on a three-year
view and in 2014.

Long-Term Returns on Bayer Stock in % p.a. (Dividends Reinvested) [Table 2.2]
% % %
Bayer 13.2 35.1 18.1
DAX 2.7 18.5 10.5
EURO STOXX 50 4 13.4 4.5

DIVIDEND INCREASE TO €2.25 PER SHARE

The Board of Management and the Supervisory Board will propose to the Annual Stockholders’
Meeting that the dividend be increased by €0.15 to €2.25 per share. Thus we once again intend that
our stockholders should participate in last year’s positive business performance. The resulting payout
ratio of 37.4 percent calculated on core earnings per share is within our target corridor of 30 to

40 percent (for details of the calculation of core earnings per share, see Chapter 16.3 of the Combined
Management Report).

The dividend yield calculated on the share price of €113.00 at year end 2014 amounts to 2.0 percent
and the total dividend payment to €1,861 million.

Dividends Per Share and Total Dividend Payments [Graphic 2.3]
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A SUSTAINABLE INVESTMENT
é www.bayer.com/ In 2014 Bayer again qualified for inclusion in major sustainability indices that assess companies on the
en/awards.aspx basis of environmental, social and governance (EsG) criteria: Dow Jones Sustainability World Index,

FTSE4Good Europe and rrsE4Good Global, msci Low Carbon Target Index, NYSE Euronext Low Carbon
100 Europe Index, sToxx® Global EsG Leaders, Access to Medicine Index (not a tradable index) and the
cpp Climate Performance Leadership Index (not a tradable index).
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We have a strong interest in a transparent and understandable assessment of our sustainability perfor-
mance. To enhance the efficiency of the work involved, we actively support initiatives to harmonize
sustainability ratings such as the Global Initiative for Sustainability Ratings (GISR). In 2014 we continued
our dialogue with current and potential investors who base their investment decisions on sustainability
criteria, for example, through special conference calls.

INTERNATIONAL OWNERSHIP STRUCTURE

An analysis of our ownership structure carried out in the fourth quarter of 2014 shows the international
distribution of our capital stock. The highest proportion of our outstanding shares, almost 30 percent, is
held by investors in the United States and Canada, followed by Germany with nearly 20 percent. Bayer
has a stable ownership structure that has altered only slightly in recent years.

Ownership Structure by Country [Graphic 2.4]

Not covered by survey 7.3%

Denmark, Finland,
Norway, Sweden 3.3%

Benelux3.2% —_— ‘ - US.A, Canada 29.1%
Austria, Switzerland,
Liechtenstein 3.9% ———

Other countries 4.8%
Germany 19.7%

France, Spain,
Italy, Portugal 10.2%

U.K., Ireland 18.5%

source: IPREO

At the end of 2014, approximately 260,000 stockholders were listed in our share register. Bayer has a
100 percent free float as defined by Deutsche Borse, the operator of the Frankfurt Stock Exchange.

ACCOLADES FOR EXCELLENT CAPITAL MARKET COMMUNICATION

Bayer’s investor relations activities in 2014 were dominated by structural and strategic decisions.
Investor interest focused on portfolio adjustments already undertaken or announced, such as the
decision on the planned stock market flotation of MaterialScience and the acquisitions of Algeta Asa,
Norway, and the consumer care business of Merck § Co., Inc., United States.

Our “Meet Management” conferences in Leverkusen, New York and London gave investors and analysts
an opportunity for direct dialogue with our top management. We were present at 18 brokers’ confer-
ences and conducted 30 roadshows. These activities took place in a total of 22 financial centers. As in
previous years, private investors also had an opportunity to find out about our company at various
stockholder forums at which the Investor Relations team was present.

We received a number of awards for our Ir work in 2014. For example, in the Thomson Reuters Extel
Survey 2014 we were awarded three first prizes in the chemicals sector: for the best cro, the best Ir
professional and the best 1r work in the sector. We were also ranked third among DAX 30 companies in
a report by the German Investor Relations Association (pIRK) and the German business magazine
Wirtschaftswoche.
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1. Bayer at a Glance

1.1 Corporate Profile

The Bayer Group [Graphic 3.1.1]

High-tech po\\l‘“e‘S

Bayer is a global enterprise with core competencies in the areas of health care, agriculture and high-
tech polymer materials.

Bayer AG, Leverkusen, Germany, acts as a strategic management holding company. It defines the
values, goals and strategies of the entire Group. It is also responsible for resource allocation and mana-
gerial appointments. Led by Bayer AG, the HealthCare, CropScience and MaterialScience subgroups
independently manage their business operations in line with preset objectives.

Bayer HealthCare is a world-leading innovation company in the area of prescription medicines
and consumer products. This subgroup researches, develops, manufactures and markets products to
improve the health of people and animals.

Bayer CropScience is one of the world’s leading research-intensive companies in the agricultural in-
dustry, offering a broad range of innovative chemical and biological products for improving plant health,
along with high-value seeds. It also provides extensive customer service to support modern, sustainable
agriculture. A further focus is on non-agricultural applications.

Bayer MaterialScience is a renowned supplier of high-tech polymers and develops innovative product
solutions for a wide variety of everyday uses. Products holding leading positions on the world market
account for a large proportion of its sales.
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For more information on the planned stock market flotation of Bayer MaterialScience, see Chapter 1.2
“Group Strategy.”

The holding company and subgroups are supported in their activities by the three service companies
Bayer Business Services, Bayer Technology Services and Currenta.

The Bayer Group in 2014 [Graphic 3.1.2]
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Today, the Bayer Group comprises around 300 consolidated companies in 75 countries throughout the
world. We have corporate locations in close proximity to our customers and markets worldwide, invest
locally and offer attractive jobs.

Mission and Values

OUR MISSION: “BAYER: SCIENCE FOR A BETTER LIFE"

Bayer is a world-class innovation company with a 150-year history. Our scientific successes are intend-
ed to help improve people’s lives. At the same time, our innovations form the basis for sustainable and
profitable business activity and are the key to maintaining or achieving leadership positions in all of our
markets.

Our products are helping to address some of today’s biggest challenges, including global population
growth, an aging society and the need to make efficient — and, wherever possible, sustainable — use of
natural resources.

« We are improving people’s quality of life by preventing, alleviating or curing diseases.

+ We are helping to provide an adequate supply of high-quality food, feed and renewable plant-based
raw materials.

» Our high-tech polymer materials are making significant contributions in areas such as energy and
resource efficiency for mobility, construction and home living.
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OUR VALUES
Bayer's values play a central role in our daily work and are intended to guide us in fulfilling our mission.
These values are represented by the word LIFE: Leadership, Integrity, Flexibility, Efficiency.

These values apply to everyone at Bayer and are firmly integrated into our global performance man-
agement system for managerial employees. Our value culture ensures a common identity within the
enterprise across national boundaries, management hierarchies and cultural differences.

We have also adopted a clearer position as we compete to attract the best talent, using the slogan:
“Passion to Innovate, Power to Change.” Further details can be found in the Chapter “Employees.”

1.2 Group Strategy

In line with our mission “Bayer: Science For A Better Life,” we aim to improve people’s quality of life.
For this endeavor, we focus on our core competency of developing and successfully commercializing
innovative products and solutions based on scientific knowledge.

ENTIRE FOCUS ON LIFE SCIENCE BUSINESSES

Bayer in future will focus entirely on the Life Science businesses — HealthCare and CropScience — and
intends to float MaterialScience on the stock market as a separate company by mid-2016 at the latest.
This move is designed to give MaterialScience direct access to the capital market for the continued
development of its business. MaterialScience will align its organizational and process structures and
corporate culture with its own industrial environment and business model in order to become a leading
polymers company.

OUR OBJECTIVE: PROFITABLE GROWTH
Our corporate strategy is aligned toward profitable growth that will increase corporate value in the long
term. We place special importance on developing new products and solutions that create significant
value for customers and patients, and on serving the Emerging Markets, particularly those of Asia and
Latin America. In this way we are giving more and more customers access to our products and estab-
lishing a solid basis for further growth.

THE FOUNDATION FOR OUR SUCCESS: INNOVATION
Bayer is steadily opening up new, attractive market segments in fast-growing and research-driven
areas of the Life Sciences. Our success is based on the development of new molecules, technologies,
processes and business models. In the long term we expect additional growth impetus to come from
interdisciplinary and interspecies research as we build on successful first steps in these areas. We aim
to drive growth in our established business areas through investment in research and development as
well as through acquisitions and collaborations. We are investing heavily to deliver organic growth in
all areas of activity. Bayer plans to invest a total of over €6 billion in research and development and
in property, plant and equipment in 2015.
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OUR ACTIONS: SUSTAINABLE
Sustainable business practices are essential to the Group'’s future viability. We therefore endeavor to
balance our economic objectives with social and ecological requirements in the development, manufac-
turing and marketing of our products. We aim to ensure broad social acceptance for our business
through responsible practices in the areas of compliance (e.g. anti-corruption and responsible market-
ing), human resources policy, product stewardship, health, environmental protection, safety and sup-
plier management and by taking into account the expectations of important stakeholders.

OUR MOST CRUCIAL RESOURCE: THE EMPLOYEES
Motivated employees are especially important for the successful development of our business. Bayer
embraces a performance- and development-oriented corporate culture, coupled with a pronounced
sense of social responsibility. We encourage human and cultural diversity within the company, placing
special importance on pleasant work environments, flexible working conditions and excellent vocational
and advanced training opportunities. We offer excellent career prospects and aim to continue attracting
the most talented people to support our company’s successful and sustainable development.

1.3 Targets and Performance Indicators

To consistently implement our strategy, we have set ourselves ambitious Group targets 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. Our 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 throughout the Group. The current status of our pro-
gress in these areas is documented in the following table and the respective chapters.
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[Graphic 3.1.3]

Definition of target

// Profitable Growth

arget rget attainment
year in 2014

Explanations of target

Increase in Group sales 2014 7.2% increase to Low-single-
(Fx & portfolio adj.); forecast €42.2 billion digit percent-
issued in February 2014: age increase
approx. 5% increase to approx. (Fx & portfolio
€41 billion - €42 billion adj.) to approx.
€46 billion
Increase in EBITDA before special 2014 4.9% increase Low- to mid-
items; forecast issued in February teens percent-
2014: low- to mid-single-digit per- age increase
centage increase
Increase in core earnings per 2014 7.3% increase Low-teens
share; forecast issued in February percentage
2014: mid-single-digit percentage increase
increase
// Innovation
Group: Increase in R&D invest- 2014 €3.6 billion Increase in
ment to approx. €3.5 billion R&D investment
to over
€4.0 billion
HealthCare: Transition of more 2014 12 new molecular Transition of A new molecular entity is a chemical or biological
than 10 new molecular entities entities (NMEs) were more than 10 substance that has not yet been developed at Bayer for a
(NMES) into development transferred into new molecular ~ SPecificindication.
development entities (NMEs)
into develop-
ment
CropScience: Transfer of at least 2014 5 new molecular Transfer of 2 A new plant trait is a specific characteristic that has not
6 new molecular entities (NMES) entities or plant traits  new molecular ~ yetbeen available or offered at Bayer for the crop plantin
or plant traits into conﬁrmatory entities (NMEs) questlon._ The target was not full_y achieved in 2014 due to
technical proof-of-concept field or plant traits changes in the legal framework in early selection.
studies into confirma-
tory technical
proof-of-
concept field
studies
MaterialScience: Improvement Contin- Improved production Unchanged This innovation target supports the achievement c’),f the
in production process technology  uous technologies intro- resource efficiency targets. More information on “efficient
to achieve better energy duced (e.g. Dream production” in Chapter 12.2 (Climate Program).
efficiency Production, new TDI
facility)
// Sustainability
Supplier Management
Evaluation of all strategically 2017 66%. A total of 253 Unchanged Strategically important suppliers are those with a major
important suppliers strategically impor- influence on business, including in terms of procurement
tant suppliers were spend and long-term collaboration prospects (3-5 years).
e Sustainability performance is evaluated in
S‘f]iéli;e YAULES assessments and audits.
Evaluation of all potentially 2020 61%. A total of 157 Unchanged Risk definition is based on a country- and material-based
high-risk suppliers with signifi- potentially high-risk approach. We define significant procurement spend as
cant Bayer spend suppliers were >E0 million pe
evaluated by the
end of 2014.
Development and establishment 2020 In implementation Unchanged The sustainability standard for our suppliers is to be driven for-

of a new sustainability standard
for our supply base

ward in tandem with relevant industry initiatives. We are cur-
rently working with the “Together for Sustainability” initiative
and the Pharmaceutical Supply Chain Initiative. The goals in-
clude standardizing and sharing sustainability assessments and
audits of suppliers in the same industry and describing clear
expectations regarding sustainability so as to establish appro-
priate sustainability practices among our suppliers.
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[Graphic 3.1.3 (continued)]

Definition of target Target
year

Resource Efficiency

get attainment
in 2014

Explanations of target

Improvement of 10% in Group- 2020 3.37 MWh/t Unchanged Energy efficiency is defined as the quotient of energy
wide energy efficiency. Reference (3.8% improvement) consumption in MWh per t manufactured sales volume.
year 2012: 3.50 MWh/t
Reduction of 20% in Group-wide 2020 1.02 t CO,/t (+4.3%) Unchanged Specific greenhouse gas emissions: measured in co,
specific greenhouse gas equivalents per t manufactured sales volume; special factor in
emissions. Reference year 2012: 2014: inclusion for the first time of the energy-intensive site in
06 4 @ .t . Maasvlakte in our environmental reporting. This exclusively
. 2/ produces intermediates that according to our definition are not
included in the manufactured sales volume.
Establishment of water 2017 In the first stage, 80%  Unchanged The definition of water management is based, among other
management at all sites in of the identified sites standards, on 1s0 14001; identification of water-scarce areas
water-scarce areas (35 sites) were inspected to according to wecsbp Global WaterTool™. As part of our analysis,
Ao wihaien we examined, for example, whether water-relevant strategies,
targets and initiatives and an appropriate risk management
water management system were already in place, for example. Based on this exam-
is in place, and if so, ination, specific steps to improve water management at the
in what form. individual sites will be agreed beginning in 2015.
Safety
Reduction of 35% in occupa- 2020 RIR 0.43 (—12.1%) Unchanged RIR (Recordable Incident Rate): number of reportable
tional safety incident rate. occupational injuries affecting Bayer employees with and
Reference year 2012: RIR 0.49 without lost workdays per 200,000 working hours. Until the end
: : of 2015, we will continue reporting on our success in achieving
our LTRIR (Lost Time Recordable Incident Rate) target, which
covers only occupational injuries with lost workdays per
200,000 working hours. The 2015 target is an LTRIR of 0.21.
The level in 2014 was 0.22.
Reduction of 30% in transport 2020 12 (+100%) Unchanged Transport incidents relate to both our own chemical transport
incidents. Reference year 2012: movements and those we commission and pay third parties to
6 incidents perform on our behalf.
Reduction of 30% in process and 2020 LoPC-IR 0.23 (—-38%) Unchanged LoPC-IR (Loss of Primary Containment Incident Rate): number of
plant safety incidents. Reference incidents in which chemicals leak from their primary container,
year 2012: LoPC-IR 0.38 such as pipelines, pumps, tanks or drums, per 200,000 working
hours in areas relevant to plant safety.
Product Stewardship
Conclusion of assessment 2020 55%. Approx. 32,000 Unchanged This globally harmonized Bayer standard also covers assessment
of hazard potential of all substances had been of such substances that are not subject to the REACH Regulation
substances (>999%) used in assessed by the end of N 02000 ) -
Aes GREsestinG G 2014 If no releva_nt datasgts are generaf(e_d W|th|nt_he scope of REACH,
gy . 9 . substance information and the ability to provide data on key sub-
metric ton per annum stance properties are to be determined to ensure and document
responsible handling of the substances (including in terms of sub-
stance characteristics, purity, intended use, toxicological data).

Compliance

Conducting of precautionary 2015 In implementation Unchanged Risk assessments are based on the integrated compliance man-

risk assessments in all three agement method developed by Ernst & Young. Integrated Com-

subgroups pliance Management@Bayer (icm@Bayer) preventively assesses
and addresses risks in the following compliance areas: fairness
in competition, integrity in business dealings, product-related
communication at BHC, BHC price reporting, insider trading,
foreign trade law, separation of corporate and private interests,
fair and respectful working conditions, and data protection.

From 2015 annual compliance Annu- In preparation Unchanged Managers will participate in specific training courses depending

training for all Bayer managerial ally on the risk area.

staff (>999%)

// Employees

Improvement in employee Contin- 87% Unchanged We measure employee engagement in line with the Towers

engagement (established using uous Watson engagement system. Engagement looks at how strongly

an employee survey conducted an employeje identifies with/feels attached_to his/her company

. by supporting corporate values and objectives, for example.

every two years; reference year

2012: 85%)

Increase in the proportion of 2015 26% Unchanged Senior managers are managers in the five highest management

women in senior management to grade levels.

30%; reference year 2010: 21%

Increase in the proportion of 2015 20% Unchanged Senior managers are managers in the five highest management

senior managers from outside
the European Union, the United
States or Canada to 25%;
reference year 2013: 18%

grade levels.
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[I See Chapter 16.4

[I See Chapter 16.2

Details of further key financial data are found in Chapter 20 “Future Perspectives.”

Information on our Group targets is also provided in the relevant chapters. This is indicated by the
reference to “Group target” in the margin.

1.4 Internal Management System

The economic planning and steering for the business units is carried out within a framework laid down
by the Group Management Board that is refined during the strategic planning process. 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
performance 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.

KEY INDICATORS
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
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. (See Chapter 16.4 “Value Management” for further
details.)

The principal economic steering parameters within the Bayer Group at the operational level are sales
and earnings figures. With regard to earnings, special attention is paid to EBITDA (earnings before finan-
cial result, taxes, depreciation and amortization) before special items. The EBITDA margin before special
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. (See Chapter 16.2 “Calculation of
EBIT(DA) Before Special Items” for further details.)

Targets and performance indicators are defined and established in areas such as innovation, supplier
management, safety and product stewardship to align the Group toward sustainability. Bayer AG, as the
strategic management holding company, has implemented management systems in close coordination
with the subgroups to steer the Group’s sustainable development.

1.5 Value Creation

The value added statement shows Bayer’s contribution to public and private incomes and is a measure
of the value the company’s business activities create for its stakeholders. We define value added as the
company’s total operating performance in the previous fiscal year less the costs of procured and con-
sumed goods and services, depreciation and amortization.

The total operating performance of the Bayer Group in 2014 was €43.3 billion. Value added increased
by 5% to €15.3 billion. Of the value added, €9.8 billion (64%0) was distributed to employees, €1.9 billion
(12%) to stockholders, €0.7 billion (5%) to lenders and €1.3 billion (9%) to governments. The remain-
der was allocated to reserves.
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In addition to direct cash flows, the company creates value for its stakeholders in various ways, in par-
ticular by focusing on innovative products and solutions in our core businesses. We operate production
sites throughout the world, invest locally in research and development, work with international and local
suppliers and contribute to the economic development of our target markets. As an employer, we pro-
vide jobs in industrialized, emerging and developing economies and create purchasing power through
the salaries we pay. We also support public infrastructure through payments of regional taxes.

Bayer Group Value Added 2014 [Graphic 3.1.4]

€2.9 billion
Depreciation,
amortization,
impairments

€9.8 billion (64%)

’7 Employees

€1.9 billion (12%)
«— Stockholders’

€43.3 villion

Total operating
performance?

€15.3 viltion 1

Value added ' .

€25.1 billion

€0.7 villion (5%)
Lenders

€1.3 billion (9%)
Taxes

4

Material costs/

Other expenses IE—

€71.6 billion (10%)
Reserves/Other

' Bayer AG dividend proposal for 2014
2 total operating performance = sales + other operating income + financial income/equity-method income (loss)

1.6 Corporate Environment

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

ECONOMIC ENVIRONMENT

Global economic growth in 2014 was at the level of the previous year but below expectations. While
the upswing in the United States continued, Europe’s economic recovery was hesitant. Development

in Europe was held back by continuing high unemployment, especially in the countries of southern
Europe. The pace of growth in the emerging markets declined. China continued to experience a high,
though weaker, rate of growth. Positive stimuli for the world economy came mainly from the persistent-
ly expansionary monetary policy of the industrialized countries and the drop in the oil price, which
strengthened private consumption.

Economic Environment [Table 3.1.1]
2013 2014
World +2.6% +2.7%
European Union +0.1% +1.3%
of which Germany +0.2% +1.5%
United States +2.2% +2.4%
Emerging markets? +4.8% +4.3%

2013 figures restated

" real GDP growth, source: IHS Global Insight

2Zincluding about 50 countries defined by Global Insight as Emerging Markets in line with the World Bank.
as of February 2015
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[ See Chapter 4 See Chapter 4 for more information on the economic environments of our subgroups.

SOCIAL ENVIRONMENT

As a commercial enterprise, Bayer is part of society, and the company’s business activity is therefore
closely linked with the social environment. The influence of stakeholders (see Graphic 3.1.5) on our
business activity has steadily increased in recent years. Their expectations regarding sustainable
development affect public acceptance of the company and thus our commercial success. We take the
wide-ranging requirements of our stakeholders seriously and consider them wherever possible in our
business activities. Evaluating their expectations and requirements provides significant impetus for the
continued development of our activities, our risk management and our reporting. At the same time,
open dialogue with our stakeholders gives us an opportunity to explain the value that our products and
services hold for society. This is of growing importance for the success of our business model.

Stakeholder Dialogue at Bayer: Our Most Important Interest Groups

[Graphic 3.1.5]

Partners

Suppliers

Customers
Employees
Associations
Universities /Schools

Social interest

Financial market
participants

Investors

Banks

Insurance companies
Rating agencies

Regulators

groups °°°°° Lawmakers
Public lalala) Politicians
NGOs Authorities
Local community
Competitors
[ See Chapter 6 Read more about Bayer’s commitment to its stakeholders in online annex 3-6-4 to

Chapter 6 “Sustainability Management and Governance.”
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Bayer AG, headquartered in Leverkusen, Germany, is the strategic management holding company
for the Bayer Group. Business operations are conducted by the HealthCare, CropScience and Material-
Science subgroups, supported by our three service companies.

Bayer Group Structure [Graphic 3.2.1]

BAYER

HealthCare
Pharma- Consumer
ceuticals Health

CropScience MaterialScience

Business

Services

Consumer Crop Protection/Seeds Polyurethanes
Care
Medical . . Technol
I Environmental Science Polycarbonates | [2echinology

are Services
Animal . . .
Health Coatings, Adhesives, Specialties

. . —e Currenta
Industrial Operations

The globally operating HealthCare subgroup is divided into two reporting segments: Pharmaceuticals
and Consumer Health. The Pharmaceuticals segment focuses on prescription products, especially for
women'’s healthcare and cardiology, and also on specialty therapeutics in the areas of oncology, hema-
tology and ophthalmology. Our Consumer Health segment includes the Consumer Care, Medical Care
and Animal Health divisions. The main focus of the Consumer Care Division is on non-prescription
medicines, dietary supplements and dermatology products. The Medical Care Division comprises the
Diabetes Care business unit, which markets blood glucose monitoring systems, and the Radiology busi-
ness unit, which offers contrast-enhanced diagnostic imaging equipment along with the necessary
contrast agents. The products of the Animal Health Division are destined for use in livestock and com-
panion animals.

CropScience has businesses in seeds, crop protection and non-agricultural pest control. It is organized
into two operating segments: Crop Protection/Seeds and Environmental Science. Crop Protection/
Seeds markets a portfolio of high-value seeds and traits along with chemical and biological pest man-
agement solutions, at the same time providing extensive customer service to the agriculture industry.
Environmental Science focuses on non-agricultural applications, with a broad portfolio of pest control
products and services for areas ranging from the home and garden sector to forestry.

MaterialScience develops, manufactures and markets high-tech polymer materials including polyure-
thane raw materials, polycarbonates, coating and adhesive raw materials, along with specialty chemi-
cals. This subgroup also manufactures and markets selected inorganic basic chemicals. MaterialScience
is organized into the Polyurethanes, Polycarbonates, and Coatings, Adhesives, Specialties business
units, and the Industrial Operations area.

55



56

2.

» TABLE OF CONTENTS COMBINED MANAGEMENT REPORT
L Bayer Annual Report 2014

Combined Management Report

Corporate Structure

Share of Sales by Segment 2014 [Graphic 3.2.2]

3% 3%)

Reconciliation

2.89%0 28%) |

MaterialScience

47% 7o

HealthCare
Pharmaceuticals 28% (28%)

e—— Consumer Health 19% (19%)

€42.2 vitiion

(€40.1 billion)

220/0 (22%) .

CropScience

2013 in parentheses

The service companies Business Services, Technology Services and Currenta are reported in the
reconciliation under “All Other Segments.” The reconciliation also includes the Corporate Center and
consolidation effects.

Key Data by Subgroup and Segment [Table 3.2.11
Sales EBIT EBITDA before special items’
€ million € million € million € million € million € million
HealthCare 18,924 19,975 3,260 3,581 5,334 5,484
Pharmaceuticals 11,188 12,052 2,031 2,371 3,490 3,699
Consumer Health 7,736 7,923 1,229 1,210 1,844 1,785
CropScience 8,819 9,494 1,729 1,806 2,248 2,360
MaterialScience 11,238 11,651 435 555 1,072 1,187
Reconciliation 1,176 1,119 (490) (436) (253) (219)
Group 40,157 42,239 4,934 5,506 8,401 8,812

' For definition see Chapter 16.2 “Calculation of EBIT(DA) Before Special Items.”
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HEALTHCARE

The rise in life expectancy and the associated increase in chronic diseases are driving the demand for [T See Chapter 1.2
innovative medicines. Due to the need to contain costs in the health care systems of the industrialized for Bayer Group
regions, particularly North America, Europe and Japan, cost carriers are exerting more and more pres- strategy

sure on drug prices and increasing their demands for the health care industry to demonstrate the value

added by new therapies. In the emerging economies, patients and consumers are gaining improved

access to health care and thus the opportunity to benefit from innovative medicines.

In this environment, our strategy is geared toward achieving above-average, profitable and sustained
growth by continuously developing innovative health care products with a positive cost-benefit ratio and
strengthening our consumer health business.

In our largest segment in terms of sales, Pharmaceuticals, we intend to step up our activities in car-
diology, oncology, gynecology, hematology and ophthalmology. To achieve our medium-term growth
targets, we are relying particularly on our recently launched products Xarelto™, Eylea™, Stivarga™,
Xofigo™ and Adempas™. We plan to steadily expand the indications for these medicines through com-
prehensive study programs and thus make them available to further patient groups. We also consider
entering into partnerships with other pharmaceutical companies.

To safeguard long-term growth, we will further increase our investment in research and development. Innovative products for
Among other projects, we plan to achieve crucial progress in the development of five drug candidates in ~ profitable and
cardiology, oncology and gynecology. In addition, we are selectively expanding and supplementing our ~ °Ust@inable growth
development portfolio through licensing agreements and acquisitions. In March 2014, we acquired

Algeta asa, Norway, which specializes in the development of novel cancer therapies. We had partnered

with Algeta in the development and marketing of Xofigo™ since 2009. In June 2014, we entered into a

licensing agreement with Orion Corporation, Finland, concerning the global development and market-

ing of the development candidate opm-201 for the treatment of prostate cancer.

This focus on certain therapeutic areas is supplemented by specific measures for key markets such as
Japan, Germany, Brazil, China and Russia. In the medium term, we aim to strengthen our presence in
the United States. We want to maximize the potential of our extensive portfolio of established products,
especially in the Emerging Markets.

We are developing concepts to facilitate access to our products, especially in developing and emerging
countries, as part of our “Access to Medicine” (aTm) activities.

® ONLINE ANNEX: 3-3-BHC-1:

In the field of hormonal contraception, we partner in family planning programs with international & www.bayer.com/
development organizations such as the United States Agency for International Development (USAID), cor-responsibility-
the United Nations Population Fund (uUNFPa) and the non-governmental organization International pharma
Planned Parenthood Federation (1ppF). We support the World Health Organization (wHO) in the fight

against neglected tropical diseases. In some markets where large segments of the population have no

access to innovative medicines, we offer patient assistance programs. Detailed information on all

events can be found on our website.

TARGETED FAMILY PLANNING

We support family planning programs by offering a broad range of hormonal contraception methods.
In addition to oral contraceptives, these products include monthly and three-monthly injections as
well as the Jadelle™ contraceptive implant, a reversible long-term contraceptive method used for a
period of up to five years. In 2014 we made available 25.8 million cyPps of oral contraceptives, injec-
tions and implants, an increase of 18.5% compared with the previous year. (The figures for 2011~
2013 were calculated using the Mms1 Impact Calculator version 1.2, while the figures for 2014 were
obtained using version 2.0. In order to compare the figures from the last two years, 2013 was recal-
culated using the most recent version. This resulted in an overall increase of 18.5%.) The indicator
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cyps (Couple Years of Protection) denotes the number of couples who used the contraceptives pro-
vided for a year.

In addition to our commitment to family planning programs run by aid organizations, we are finding
new ways to give women in developing countries secure, long-term access to our contraceptives. In
2009, for example, we established the Contraceptive Security Initiative (cs1) together with usamp and
introduced the oral contraceptive Microgynon™ Fe to the African market at a reduced price. In addi-
tion to subsidized aid programs, cst aims to make contraceptive pills available particularly to middle-
class couples in developing countries. Since January 2013, a partnership between HealthCare and
the Bill s Melinda Gates Foundation, United States, has expanded access to our contraceptive im-
plant Jadelle™. As part of this agreement, we reduced by more than half the price of the Jadelle™ im-
plant, which has been prequalified by the wHo. The agreement provides for up to 27 million women
in the world’s poorest countries to receive access to this reversible, long-term contraceptive method
by 2018.

Another cornerstone of our commitment is education for youths and young adults. Together with
the German Foundation for World Population, we have established an innovative education and
advancement program for young people. Adolescents between the ages of 10 and 14 receive age-
appropriate information on sexuality and contraception. The Young Adolescents Project (vap) was
launched in Uganda in 2009 and extended to Kenya in 2013.

TACKLING NEGLECTED TROPICAL DISEASES

Many diseases that primarily affect the poorest sections of the population can only be combated with
a substantial international effort. In 2012 prominent stakeholders such as HealthCare established the
biggest initiative to date in the fight against neglected tropical diseases. The goal of the London Dec-
laration on Neglected Tropical Diseases is to contain or, if possible, eliminate 10 of these tropical
diseases by 2020. For more than 10 years now, HealthCare has supported the wao by providing
medicines to treat African sleeping sickness and Chagas’ disease free of charge.

In the fight against river blindness, HealthCare and the non-profit organization DNDi (Drugs for
Neglected Diseases) have entered into a new collaboration to develop emodepside, a macrofilaricidal
drug, to treat this neglected tropical disease. Emodepside originates from the Japanese company
Astellas and was developed by HealthCare’s Animal Health Division for use in veterinary medicine.
This active ingredient may provide an effective way to treat river blindness by killing the thread-
worms that cause the disease in humans.

PROGRAMS FOR IMPROVED ACCESS TO MEDICINES

In some countries where large sections of the population have no access to innovative medicines,
patient assistance programs are being established for selected products. These programs, which are
carried out jointly with partners from local health systems and non-governmental organizations, help
to satisfy unmet medical needs. This applies both to treatment with innovative products, e.g. in on-
cology, and to therapies for chronic diseases such as multiple sclerosis and hemophilia. These pro-
grams are developed locally and regionally to do maximum justice to specific patient needs. Patient
assistance programs exist in the United States, China, India, certain south and southeast Asian coun-
tries, and a number of countries in southeastern Europe.
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Our investment in the Consumer Health segment is concentrated on fields of business in which we are
aiming for leadership.

The strategy of the Consumer Care Division is aimed at building on our position in the over-the-
counter (0Tc) medicines business. In 2014, we expanded our Consumer Care portfolio by acquiring the
consumer care business of Merck s Co., Inc., United States, adding leading brands such as Claritin™,
Coppertone™ and Dr. Scholl’s™. We also acquired Dihon Pharmaceutical Group Co. Ltd., China, which
offers self-medication products in the fields of dermatology and traditional Chinese medicine, and now
are primarily focusing on integrating these acquired business areas. We intend to continue exploiting
external growth opportunities through acquisitions and inlicensing as part of the global consolidation of
the otc industry.

To sharpen our regional focus, we are expanding our position in important markets such as the

United States, Brazil, Russia and China. We aim to strengthen our established brands, such as Aspirin™,
Aleve™ and Berocca™, through product line extensions and geographical expansion. We are also work-
ing to get certain prescription products transitioned to oTC status.

The Medical Care Division comprises two business units, Diabetes Care and Radiology.

At Diabetes Care, we are focusing on our core business of innovative blood glucose meters and develop-
ing strategic partnerships for further market penetration, such as the collaboration with Medtronic in
the United States.

In the Radiology business unit, we aim to defend our leading position through innovative product and
service offerings and by streamlining our portfolio. Against this background, we divested our Interven-
tional business with thrombectomy and atherectomy systems to Boston Scientific, United States, in Sep-
tember 2014.

Our Animal Health Division aims to strengthen its position in the already heavily consolidated market
for veterinary medicines. Here we rely not only on organic growth, such as through the increased use of
existing distribution channels, especially specialist retail chains, but are also adding to our portfolio
with targeted inlicensing and acquisitions.

CROPSCIENCE

Sustainable agriculture, higher crop yields and improved crop quality are becoming increasingly im-
portant. Global agricultural production must increase by approximately 60% by 2050 in order to ensure
adequate nutrition for a growing world population despite the limited amount of arable land and the
increased demand for animal feed and renewable raw materials. CropScience is aligning its corporate
planning to these long-term trends in the agricultural markets. Our aim is to help shape the future of the
agricultural industry, increase its productivity and thus generate profitable and sustainable growth for
our business. CropScience’s strategy is built on four key elements:

« enhancing the Crop Protection and Environmental Science portfolio, CropScience strategy
« increasing customer centricity along the entire value chain, based on four core

« leading the way in innovation, elements

+ and expanding the Seeds business.

Our activities focus on implementing these elements.

We aim to enhance our Crop Protection and Environmental Science portfolios by adding new and im-
proved products, concentrating on core brands and offering integrated solutions in major crops. Sup-
port for this endeavor is provided by our important technology platform for both chemical and biologi-
cal crop protection. We are investing heavily in the expansion of our production capacities to meet
rising demand for our products.
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MaterialScience
helps to address
global challenges

Another major part of our strategy is to strengthen customer centricity along the entire value chain and
continuously optimize distribution. In this context we are also steadily expanding the successful busi-
ness model of food chain partnerships in the form of collaborations with food processors and retailers.
This furthers our objective of sustainably increasing productivity through a joint effort with our custom-
ers. In these projects, CropScience works with all participants in the food chain to safequard and in-
crease yields, and to improve the quality of harvested produce. To strengthen customer centricity, we
are also increasing our commitment to direct cooperation with farmers as part of the Bayer Forward
Farming initiative. At these “ForwardFarms” we can demonstrate the advantages of our integrated
solutions and services to interested stakeholders.

To lead the way in innovation, we aim to build on our expertise in the integration of seed technology
with chemical and biological crop protection in order to develop holistic solutions. New areas of innova-
tion, such as digitization in agriculture, account for a major part of this.

Another key element in our strategy is the expansion of our Seeds business. We plan to further
strengthen our positions in our established crops — cotton, oilseed rape/canola, rice and vegetables —
and to build significant positions in soybeans and wheat. For example, we intend to gain long-term
access to high-quality breeding material through acquisitions, inlicensing and partnerships and to
steadily expand our existing breeding expertise.

MATERIALSCIENCE

MaterialScience, with its high-tech polymer materials and application solutions, is helping to address
the global challenges posed by population growth, the depletion of fossil resources, climate change and
increasing urbanization. We are steadily developing our product portfolio, which mainly comprises
components for polyurethane foams, high-tech polycarbonate plastics and raw materials for coatings
and adhesives. These products are supplied to key industry sectors such as automotive, construction
and electronics. Our innovations extend not only to products, but also to the production processes,
which we design to be as environmentally friendly and efficient as possible, always observing the high-
est levels of safety and reliability at our plants. Our activities are based on a comprehensive approach to
sustainability: we aim to burden the environment as little as possible, benefit society and create value.

Against this background, the strategy of MaterialScience is aimed at ensuring long-term, profitable
growth. We aim to sustainably earn a return that exceeds our capital costs and thus helps to increase
the company’s value. We intend to safeqguard or expand our leading competitive positions in world
markets in a challenging environment. This applies to the established core markets of Europe and the
United States, as well as to emerging countries such as China. Our investment policy there is aligned to
the needs of the market.

In the Polyurethanes (PUR) business unit, we intend to safeguard our strong position on the world
market as an integrated raw material and systems supplier, mainly for rigid and flexible foams. Demand
for these products is expected to rise further. 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 insulat-
ing material for buildings and refrigerated appliances, and thus helps to lower energy consumption and
greenhouse gas emissions. In the manufacture of polyurethane components, we are focused on achiev-
ing further improvements in the efficiency of our facilities through new process technologies. At the site
in Dormagen, Germany, for example, a large-scale, state-of-the-art facility was commissioned at the end
of 2014 for toluene diisocyanate (1D1), a key precursor for flexible foams. In the future we plan to pro-
duce the second polyurethane component, polyol, with the help of carbon dioxide, initially in limited
quantities. It is planned to build a production line for this purpose in Dormagen. co, can partly replace
the traditional raw material, oil, as the carbon base. In the rigid foam business, we further increased
capacities for the precursor mp1 (diphenylmethane diisocyanate) at the Shanghai, China, site in 2014 in
view of the demand situation in Asia.



» TABLE OF CONTENTS COMBINED MANAGEMENT REPORT
Bayer Annual Report 2014 L

Combined Management Report
4. Economic Environments of the Subgroups

The global polycarbonate market is focused on Asia. In this region, the Polycarbonates (pcs) business
unit operates several large-scale facilities for this high-tech plastic, which boasts numerous favorable
properties such as low weight, stability, durability and relatively high design freedom. We plan to grad-
ually raise production capacity in Shanghai to safequard our position in the world market. We also in-
tend to further improve the efficiency of our plants worldwide. It is planned to more closely align the
product portfolio to applications that make particularly high demands on the material - so that custom-
ers in the automotive, consumer electronics and other industries can derive maximum benefit from the
respective products.

The Coatings, Adhesives, Specialties business unit (cas) develops and manufactures polyurethane-
based raw materials, mainly for coatings and adhesives. The main areas of application include transpor-
tation and traffic, infrastructure and construction, and wood and furniture. Our aim is to maintain our
leading position in our core business. The focus here continues to be on market- and customer-centric
solutions for coating and adhesive applications that offer protection, attractive design and high func-
tionality in numerous areas. As one of the leading suppliers, we also offer a broad range of waterborne
polyurethane dispersions. We see these products as innovative system solutions and plan to replace
solvent-based coatings by waterborne solutions. In addition to our core business, we are working in
further growth areas such as cosmetics, medicine and textiles.

The Industrial Operations unit (10) supports the business units. It is responsible for ensuring a de-
pendable supply of raw materials and services, developing modern production technologies to enable
the efficient use of resources, and for the safety and reliability of operations. It also manufactures and
markets basic chemicals such as chlorine, sodium hydroxide solution and hydrochloric acid.

Further information on the planned stock market listing of Bayer MaterialScience is given in
Chapter 1.2 “Group Strategy.”

4. Economic Environments of the Subgroups

The economic environments in which the subgroups operate are outlined below. (The economic envi-
ronment for the Bayer Group as a whole is described in Chapter 1.6 “Corporate Environment.”)

Economic Environments of the Subgroups [Table 3.4.1]

Growth' 2013 Growth' 2014

HealthCare

Pharmaceuticals market +5% +8%
Consumer care market +5% +4%
Medical care market -3% -3%
Animal health market +3% +5%

CropScience

Seed and crop protection market +9% +6%

MaterialScience (main customer industries)

Automotive industry +4% +3%
Construction industry +3% +4%
Electrical/electronics industry +4% +5%
Furniture industry +3% +4%

2013 figures restated

1 Bayer's estimate, except pharmaceuticals. Source for pharmaceuticals market: IMS Health, IMS Market Prognosis. Copyright 2015.
All rights reserved, currency-adjusted; 2014 data provisional

as of February 2015
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HEALTHCARE

The pharmaceuticals market saw significantly higher growth in 2014 than in the previous year. In the
United States in particular, there was a marked increase in sales of pharmaceuticals, mainly as a result
of new product introductions and a smaller impact from patent expirations. Despite a persistently re-
strictive health policy environment, growth was stronger in a number of European countries due to the
launch of new products. Pharmaceuticals growth in the emerging markets was comparable with the
prior year.

Following the high growth in the previous year due to the strong cold season, the consumer care
market resumed a normal growth rate in 2014, which was thus slightly below the 2013 rate. The
shrinkage in the medical care market was due to the weakening of the diabetes care market, while the
market for contrast agents and medical equipment (Radiology business unit) nearly reached the previ-
ous year’s level. Growth in the animal health market in 2014 picked up in the second half of the year
and showed an increase for the year as a whole.

CROPSCIENCE

The global seed and crop protection market continued to show dynamic development in 2014. There
was a further tangible increase in the demand for high-value seeds. The global crop protection market
also expanded, albeit at a slower rate than in the prior year.

Growth in the global seed and crop protection market last year was again driven by Latin America,
particularly Brazil and Argentina. The European market also showed strong growth in 2014 thanks to
generally favorable weather conditions. While growth rates were moderate in the Mediterranean region,
they were above average in Eastern Europe despite the Ukraine conflict. In Asia/Pacific, too, the gener-
ally positive market trend persisted in 2014, with the Chinese and Indian crop protection markets show-
ing the strongest momentum. Growth rates in North America, however, were below the average for the
global market. This was mainly the result of a late start to the season in the corn- and soybean-growing
areas caused by adverse weather conditions.

MATERIALSCIENCE

Global development of the principal customer industries for MaterialScience (automotive, construc-
tion, electrical/electronics and furniture) in 2014 was slower than expected overall. This was partly due
to the continued weakening of the business environment in the eurozone. The slower growth in China
and some other emerging economies was offset by stronger-than-expected growth in North America.

The global automotive industry recorded moderate, albeit slightly slower, growth overall in 2014 than
in the previous year. Strong demand across all vehicle segments led to robust growth in North America
and Asia. Development in Western Europe was likewise positive, bolstered by a number of government
incentive programs and continued strong demand for premium class vehicles. By contrast, Latin Ameri-
ca, particularly Brazil and Argentina, posted considerable declines. In addition, 2014 was marked by
numerous vehicle recalls affecting all the main automakers in all geographies.

Growth in the global construction industry improved year on year. The development was characterized
by a sustained recovery in both Western and Eastern Europe, continuing positive development in the
United States and a stabilizing trend in Latin America. Growth in Asia was steady overall with a slight
weakening in China, the region’s most important market.

The global electrical and electronics industry posted robust growth once again in 2014. While the high
growth rates experienced in past years continued in Asia, driven mainly by China, growth in Europe and
North America was slower than in 2013.
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Growth of the global furniture industry improved in 2014 compared with the previous year, with the
industry benefiting from the progressive market recovery in North America and Europe. Growth in Latin
America, however, slowed. Market development in Asia was satisfactory, driven by exports. Domestic
demand in this region, however, increased only slightly.

5. Research, Development, Innovation

Innovation and the skills of our employees form the basis for our success as a company. We drive
innovation by continuously developing new molecules, technologies and business models in our re-
search centers, investing in research and development projects, supporting the development of our
employees and expanding our activities through acquisitions or collaborations with external partners.
Strengthening our innovative capability enables us to address the challenges of our time and achieve
profitable corporate growth.

In 2014 we raised our research and development spend by 5.3% (Fx adj].) to €3,574 million. Adjusted Group target 2014:
for special items of €2 million (2013: €212 million), this represented a 12.2% increase (Fx adj.). The increase in R&D
ratio of research and development expenses to sales before special items was 8.5%. Approximately gzstmﬁg;to approx.
14,000 employees worldwide work in this field.

[0 See Chapter 1.3
for Group targets

Research and Development Expenses Full Year 2014 [Table 3.5.1]
Research and Research and

development development expenses Share of R&D R&D expenses before
expenses before special items expenses special items/sales
€ million € million € million € million % % % %
HealthCare 2,229 2,301 2,039 2,297 65.4 64.4 10.8 11.5
Pharmaceuticals 1,771 1,878 1,653 1,876 52.0 52.6 14.8 15.6
Consumer Health 458 423 386 421 13.4 11.8 5.0 53
CropScience 861 974 858 974 253 273 9.7 10.3
MaterialScience 231 210 21 213 6.8 5.9 1.9 1.8
Reconciliation 85 89 86 88 25 25 7.3 7.9
Group 3,406 3,574 3,194 3,672 . 0 8.0 8.5

2013 figures restated
1 For definition see Chapter 16.2 “Calculation of EBIT(DA) Before Special Items.”

As well as investing in research and development, Bayer promotes an innovation culture based on
openness to new approaches and internal interdisciplinary cooperation. We are building a national and
international network of outstanding scientists to further increase our expertise and extending this
network through collaborations with external partners.

® ONLINE-ANNEX: 3-5-1

We offer our leading rR&D experts special opportunities for professional advancement through the
Expert Career initiative. In addition, the approximately 120-member Expert Club — headed by the
member of the Board of Management responsible for Innovation — promotes dialogue between scien-
tific experts from different subgroups.

We also ensure that special contributions by individuals or employee groups are announced and
honored. For example, we bestow research awards such as the Otto Bayer Medals, which are pre-
sented every two years to teams of scientists for outstanding achievements.



» TABLE OF CONTENTS COMBINED MANAGEMENT REPORT
64 Bayer Annual Report 2014

Combined Management Report

5. Research, Development, Innovation

é www.annualreport
2014.bayer.com/
political-position-ip

Scientists from our company are involved in constant dialogue with renowned research institutes,
support partnership projects in the public and private sectors (e.g. in rice growing with the Interna-
tional Rice Research Institute), hold professorships at universities worldwide (e.g. in Germany and
China) and regularly invite scientists, university students and schoolchildren to attend various events
such as symposiums on health topics or research days for school students. We also view this com-
mitment as an investment in the future, because as a research-based company, we rely heavily on the
availability of talented and highly trained people and on society’s acceptance of technology.

Our global internet platform WeSolve promotes joint problem-solving by employees from all sub-
groups and service companies. Topical issues in research and development, marketing or production
are announced via the WeSolve platform and jointly discussed to identify the best solution approach-
es. Employees use the Bayer Group’s suggestion system, known as the Bayer Ideas Pool, mainly to
propose improvements to methods or processes. In 2014 the employees once again displayed their
commitment to the company by submitting some 4,850 valuable suggestions to the Bayer Ideas Pool.
Of the suggestions for which processing was completed in 2014, 49% were put into practice, result-
ing in calculable savings of more than €5.1 million in the first year of their implementation. In 2014
we paid out a total of over €1 million in special employee bonuses for the suggestions implemented.

Our collaborations and alliances with leading universities, public research institutes and partner com-
panies are supplemented by incubators, crowdsourcing and science hubs in Asia and the United States
to tap into external innovative potential using the open innovation approach. Some of our collaborations
are supported by public funding.

® ONLINE-ANNEX: 3-5-2
In Germany alone, Bayer participated in more than 80 publicly funded projects in 2014, receiving a
total of about €8 million in grants. This is equivalent to roughly 0.3% of our annual R§D expenses.

Reliable, global 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 type and scope of the patent claim and the options available for enforcing our rights. At
the end of 2014, we owned approximately 68,200 valid patent applications and patents worldwide relat-
ing to some 8,300 protected inventions.

® ONLINE ANNEX: 3-5-3

Patent terms vary according to the laws of the country granting the patent. In view of the high in-
vestment required for product research and development, the European Union countries, the United
States, Japan and some other countries extend patent terms or issue supplementary protection certif-
icates 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 possible.

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.
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STRENGTHENING RESEARCH IN THE LIFE SCIENCES

Bayer is the only global company simultaneously researching improvements in human, animal and plant
health. Systematic and intensive collaboration among researchers from both Life Science subgroups is
providing new impetus. Researchers from HealthCare and CropScience are collaborating on projects
involving central biological processes such as gene regulation or energy metabolism. Such projects are
aimed at developing a better understanding of diseases, deciphering mechanisms of action, personaliz-
ing therapies or explaining resistance mechanisms. The joint use of technology platforms is being ex-
panded. These projects have been supported since 2012 by Bayer’s internal Life Sciences Fund and are
mostly implemented in collaboration with external partners.

HEALTHCARE

Research and development expenses at HealthCare rose by 3.6% (Fx adj.) in 2014 to €2,301 million.
Adjusted for special items of €4 million (2013: €190 million), this represented a 13.0% increase (Fx adj.)
and was equivalent to 11.5% of HealthCare sales. At the end of the reporting period there were 8,100
employees working in research and development at HealthCare.

PHARMACEUTICALS

Research areas and sites

Drug discovery in the Pharmaceuticals segment focuses on the areas of cardiology, oncology, ophthal-
mology, hematology and gynecology. We conduct research activities at six centers. Work in Berlin and
Wuppertal, Germany, focuses on the discovery, optimization and development of new active substances.
Research is also carried out at these sites in the fields of drug metabolism, pharmacokinetics, toxicology
and clinical pharmacology. On the other hand, our u.s. research and development activities in the
Mission Bay district of San Francisco and in Berkeley, California, are focused on hematology. In Turku,
Finland, polymer-based release systems are being developed for fertility control. At our site in Oslo,
Norway, we are carrying out research on Thorium Conjugate for use in cancer. We also operate innova-
tion centers in Beijing, China; Singapore; and Osaka, Japan, which focus on coordinating our research
partnerships in Asia.

Research activities in 2014

We conducted clinical trials with several drug candidates from our research and development pipeline [ See table 3.5.3
during 2014 to drive the development of new substances for treating diseases with a high unmet medi- for more details
cal need. At the focus of our clinical development are five active substance candidates currently in on our active
Phase 11 trials. These are finerenone, vericiguat and molidustat in the cardiology and cardiorenal syn- z:ﬁztlzr;i;
drome areas, copanlisib in oncology and vilaprisan in gynecology. We strengthen our already approved

products, such as the anticoagulant Xarelto™ (rivaroxaban), the cancer drugs Stivarga™ (regorafenib) Group target 2014:
and Xofigo™ (radium-223 dichloride), the eye medicine Eylea™ (aflibercept) and Adempas™ (riociguat) HealthCare — transition
for treatment of pulmonary hypertension, through life cycle management activities in order to further of more than 10 new

molecular entities
(NMEs) into
development

enhance their use and/or expand their spectrum of indications.

Some of our development candidates are being investigated for the treatment of illnesses that are
serious but at the same time very rare — also known as orphan diseases. For example, ciprofloxacin pp1
(dry powder for inhalation) for therapy of non-cystic-fibrosis bronchiectasis (NCFB) was classified by the
regulatory authorities as an orphan drug.
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Clinical trials account for a major portion of the development process for medicines. They are an essen-
tial tool for determining the safety and efficacy of new developmental products before they can be used
to treat diseases. The benefits and potential risks of new medicines must always b