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Sustainable Development Report 2006

This year’s Sustainable Development Report continues our Group’s longstanding

tradition of environmental and sustainability reporting that began with the publication

of our first environmental report in 1976.

The Sustainable Development Report 2006 is de-
signed to give an insight into our sustainability
activities to stockholders, business partners, em-
ployees and the media. However, the publication
also addresses non-governmental organizations,
suppliers and authorities with whom we want to
engage in dialogue to develop solutions to eco-
logical and social challenges.

The Report is also intended to demonstrate to the
general public how we achieve a balance between
ecological, economic and social needs and which
steps we take to meet global challenges such as
climate protection, clean water or human rights.

In this context we are committed to the ten prin-
ciples of the United Nations Global Compact.
Through this publication we also follow the 0OECD
Guidelines for Multinational Enterprises, 2000 re-
vision (“Disclosure”), and have aligned ourselves
to the guidelines of the Global Reporting Initiative
(GRI). An index at the end of the Report indicates
where in the Report we provide information on
individual GrI indicators, known as “G3” in their
October 2006 revision.
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Further information on the Internet

In the selection of topics this year we took account
of our ongoing dialogue with stakeholders, spe-
cific feedback on our previous Report and a recent
stakeholder survey (see page 20). In each of the
sections we also focus on a specific issue. We have
selected these four topics because of their rele-
vance to the Group; the statements were subjected
to an assurance process by Deloitte (see page 81).

The statements provided here apply to all sites
and activities of the Bayer Group. Our environ-
mental and safety data cover all companies in
which we have a share of at least 51 percent.
The Report takes into account activities and data
for the business acquired from Schering, Berlin,
Germany.

This Report is published in German, English and
Spanish. The editorial deadline was June 4, 2007.
Our next Sustainable Development Report is due
to be published in 2008.

The Report is supplemented by further information given on our website. The Report contains references
to enable easier access: Under www.sd2006.bayer.com you will find a page entitled “Additional Info Links.”
Here, all references are listed with a corresponding code number. By clicking on these you will go to the

desired information.



2005 2006 Change
€ million € million %

Bayer Group
Net sales 24,701 28,956 +17.2
EBITDA 4,122 4,675 +13.4
EBITDA before special items 4,602 5,584 +21.3
EBIT? 2,514 2,762 +9.9
EBIT before special items 3,047 3,479 +14.2
Income before income taxes 1,912 1,980 +3.6
Net income 1,597 1,683 +5.4
Earnings per share (€)* 2.19 2.22 +1.4
Gross cash flow* 3,114 3,913 +25.7
Net cash flow® 3,227 3,928 +21.7
Capital expenditures 1,210 1,739 +43.7
Research and development expenses 1,729 2,297 +32.9
Dividend per Bayer AG share (€) 0.95 1.00 +5.3
Bayer HealthCare
Net external sales 7,996 11,724 +46.6
EBITDA 1,280 1,947 +52.1
EBITDA before special items 1,487 2,613 +75.7
EBIT? 923 1,313 +42.3
EBIT before special items 1,177 1,715 +45.7
Gross cash flow* 923 1,720 +86.3
Net cash flow?® 1,087 1,526 +40.4
Capital expenditures 225 576 +156.0
Bayer CropScience
Net external sales 5,896 5,700 -3.3
EBITDA 1,284 1,166 -9.2
EBITDA before special items 1,273 1,204 -5.4
EBIT? 690 584 -15.4
EBIT before special items 685 641 -6.4
Gross cash flow* 964 900 -6.6
Net cash flow® 904 898 -0.7
Capital expenditures 201 197 -2.0
Bayer MaterialScience
Net external sales 9,446 10,161 +7.6
EBITDA 1,721 1,499 -12.9
EBITDA before special items 1,764 1,677 -4.9
EBIT? 1,250 992 -20.6
EBIT before special items 1,293 1,210 -6.4
Gross cash flow* 1,254 1,166 -7.0
Net cash flow?> 1,337 1,281 -4.2
Capital expenditures 642 753 +17.3

2005 figures restated.

1T EBITDA = EBIT plus amortization of intangible assets and depreciation of property, plant and equipment. EBITDA, EBITDA before special items and
EBITDA margin are not defined in the International Financial Reporting Standards and should therefore be regarded only as supplementary information.
The company considers underlying EBITDA to be a more suitable indicator of operating performance since it is not affected by depreciation, amortization,
write-downs/write-backs or special items. The company also believes that this indicator gives readers a clearer picture of the results of operations and
ensures greater comparability of data over time. The underlying EBITDA margin is calculated by dividing underlying EBITDA by sales.

2 EBIT as shown in the income statement.

3 Earnings per share as defined in IAS 33 = net income divided by the average number of shares.

4 Gross cash flow = income after taxes from continuing operations plus income taxes, plus/minus non-operating result, minus income taxes paid, plus
depreciation, amortization and write-downs, minus write-backs, plus/minus changes in pension provisions, minus gains/plus losses on retirements of
noncurrent assets, plus non-cash effects of the remeasurement of acquired assets. The change in pension provisions includes the elimination of non-cash
components of the operating result. It also contains benefit payments during the year.

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



Bayer AG defines common values, goals and strategies for the entire Group. The subgroups
and service companies operate independently, led by the management holding company.
The Corporate Center supports the Group Management Board in its task of strategic leadership.

Bayer HealthCare

Bayer HealthCare is among the world’s foremost innovators in the field of pharmaceutical
and medical products. This subgroup’s mission is to research, develop, manufacture and market
innovative products that improve the health of people and animals throughout the world.

) i
Bayer CropScience

Bayer CropScience, with its highly effective products, pioneering innovations and keen customer
focus, holds global leadership positions in crop protection and non-agricultural pest control.
The company also has major activities in seeds and crop plants with genetically optimized properties.

B\ . .
Bayer MaterialScience
R

Bayer MaterialScience is a leading supplier of high-performance polymer materials for a wide range of everyday uses.
Products holding top positions on the world market account for a large proportion of its sales.

B\ . .
Bayer Business Services

Bayer Business Services is the Bayer Group’s international competence center for 1T-based services.
The focus of this company’s offering is on integrated services in the core areas of 1T infrastructure and applications,
procurement and logistics, human resources and management services, and finance and accounting.

Bayer Technology Services

Bayer Technology Services is engaged in process development and in process and plant engineering,
construction and optimization. As the technological backbone of the Bayer Group worldwide, this service
company offers integrated solutions throughout the life cycles of facilities, processes and products.

B\ .
Bayer Industry Services

Bayer Industry Services offers chemical and technical services including utility supply, waste
management, infrastructure, safety, security, technical services, analytics and vocational training.
This service company — a joint venture between Bayer and Lanxess — operates Bayer’s Chemical
Parks at Leverkusen, Dormagen and Krefeld-Uerdingen in Germany.



Working to create value
through innovation and growth

Bayer is a global enterprise with core competencies in the fields of health care,

nutrition and high-tech materials. Our products and services are designed to

benefit people and improve their quality of life. At the same time we want to create

value through innovation, growth and high earning power.

We are firmly aligned to our Mission Statement
“Bayer: Science For A Better Life” and continue
to optimize our portfolio, concentrating our ac-
tivities in three high-potential, efficient subgroups
with largely independent operations: HealthCare,
CropScience and MaterialScience, supported by
three service companies. Our operating compa-
nies provide us with access to major global growth
markets.

As an inventor company, we plan to continue set-
ting trends in research-intensive areas. Innovation
is the foundation for competitiveness and growth,
and thus for our company’s success in the future.

Our expertise and our products are helping to di-
agnose, alleviate or cure diseases, improving the
quality and adequacy of the global food supply,
and contributing significantly to an active, modern
lifestyle. All these aspects define the fascination
of Bayer.

We are committed to the principles of sustainable
development, and to our role as a socially and eth-
ically responsible corporate citizen. For us, there
is a clear link between technical and economic
expertise and our responsibility to work for the
benefit of humankind, become socially involved
and make a lasting contribution to sustainable
development. At Bayer, we regard economy, ecol-
ogy and social commitment as objectives of equal
rank.

We seek to retain society’s confidence through
performance, flexibility and open communication
as we work in pursuit of our overriding goals: to
steadily create corporate value and generate high
value-added for the benefit of our stockholders,
our employees and the community in every coun-
try in which we operate.

EA‘;}ER Science For A Better Life
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The photo pages of this edition of the Report feature some men and women with completely different
interests and personal circumstances. Yet one characteristic unites them — they all demonstrate high
achievements in their studies or professions. That is also the reason why Bayer has rewarded each
one in a special way. With a scholarship from the Bayer Foundations, the students included have been
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able to develop their specialist knowledge at renowned institutes around the world. Read their reports on this. Professor Magda-
lena Gotz and Professor Alois Furstner have enjoyed a great deal of success in their own scientific fields. Both researchers have
received a substantial award from the Bayer Foundations for their pioneering work. Read more about the Group’s Foundations
on page 58 et seq. or on the Internet at www.bayer-foundations.com




Successtul sustainable
development — in balance with
social needs and goals

Dear readers,

Our company is coming off a record year 2006. We have also made a good start in 2007 and offer very
attractive perspectives for the future.

Yet Bayer doesn’t just measure success by good business figures. Anchored in our Mission Statement is
the philosophy that our technological and commercial expertise involves a responsibility to work on be-
half of humankind. And of course we uphold this responsibility with our products in the areas of health
care, nutrition and high-tech materials.

We also want to become active in social issues and make a lasting positive contribution to sustainable,
environmentally friendly development. We thus are committed to the principles of sustainable develop-
ment and the United Nations Global Compact and expressly embrace our role as a socially and ethically
responsible corporate citizen. Of special significance in this connection is corporate compliance, which
involves the observation of our corporate guidelines. We do not tolerate illegal conduct anywhere in
the world.

Numerous activities of our company are dedicated to an issue that is currently occupying the entire
world: climate change. As you can read in detail in this Sustainable Development Report, we are very
well positioned in terms of the climate-friendly deployment of resources and production efficiency. One
of the accolades Bayer received last year as a result of these accomplishments was our inclusion in the
Climate Leadership Index of the Carbon Disclosure Project — an internationally acknowledged ranking.
Here we were named the world’s best company in our sector.

Our products contribute in many ways to solving climate problems — in keeping with our slogan “Bayer:
Science For A Better Life.” We recently initiated a comprehensive project, the Bayer Climate Challenge
Program, which will aim to demonstrate how our company can make an even greater contribution to
solving climate protection problems and dealing with the consequences of climate change.

Our commitment to environmental protection also includes our partnership with the United Nations
Environment Programme (UNEP). The long list of cooperation projects maintained by these two partners
is headed by Bayer’s Young Environmental Envoy Program, in the context of which young people from
around the world travel to Germany to learn about environmental protection in theory and practice.



Werner Wenning, Chairman of
the Board of Management of Bayer AG

Another highlight is on the horizon, as this year for the first time we will host a UNEP youth environmen-
tal summit in Leverkusen.

Bayer places special emphasis on numerous projects in the field of health care. For example, the com-
pany participates in the Global Business Coalition on HIvV/AIDS, Tuberculosis and Malaria in order to
intensify the fight against these three major epidemics. Bayer is also working together with the u.s.-
based non-profit organization The Global Alliance for T8 Drug Development on the development of a
novel anti-tuberculosis drug designed to shorten the current duration of treatment. What’s more, Bayer
HealthCare is supporting the World Health Organization (wno) in the fight against Chagas disease by
providing 2.5 million tablets of the medicine Lampit as well as additional funding.

We also act as a good corporate citizen in the field of education. After all, Bayer’s achievements as an
inventor company are based on advances in science and research. That’s why we support outstanding
scientific achievements and talented young researchers, for example through awards and scholarships
presented by the newly established Bayer Science & Education Foundation. A selection of the award-
winners and scholarship recipients and their projects is presented in this Sustainable Development
Report.

Our 2005 publication was last year named “Best Sustainable Development Report” by the German
Chamber of Certified Accountants. We were very pleased about this. The jury found that we displayed
a high level of honesty, used clear language and found a good way of dealing with critical themes. This
year we have once again aligned our sustainability reporting to the guidelines of the Global Reporting
Initiative (Gr1). We are convinced that this time again, we are giving you interesting and meaningful
insights into our company’s multifaceted activities in the area of sustainability and corporate social

responsibility.
é{,u pve @r/ Ve



News 2006 to 2007

Award for commitment to climate protection

Once again, Bayer was included in 2006 in the Climate Leader-
ship Index - the first global index of its kind — as it was in 2005.
The Carbon Disclosure Project makes the awards to the world’s
best companies in climate protection in the relevant industry.
Bayer was rated as “best in class” in its sector. Climate pro-
tection also plays an increasingly important role in the leading
sustainability indices, in which the Bayer share is listed (see
page 33).

Class actions involving genetically modified rice

Since August 2006, numerous lawsuits, including putative
class actions, have been filed by rice farmers and distributors
against Bayer CropScience Lp with Federal and state courts in
the United States. The plaintiffs are suing the company, alleging
that they have suffered economic losses after traces of geneti-
cally modified rice were identified in samples of conventional
long-grain rice grown in the United States. Bayer believes it
has meritorious defenses and intends to defend these cases vig-
orously. Because of the imponderables connected with these
proceedings it is currently impossible to assess the scope of the
possible liability.

Start-up of new production plants in Shanghai

In September 2006, Bayer MaterialScience’s production ca-
pacity on the site of the Shanghai Chemical Industry Park rose
significantly when the existing facilities were joined by a world-

scale polycarbonate plant with an initial capacity of 100,000 t/a,

a first polyurethane plant at this site with a capacity of 80,000
t/a, and a production facility for Hp1 (hexamethylene diisocya-
nate) with an initial capacity of 30,000 t/a. The new plants are
part of the largest investment project Bayer has ever executed
outside Germany.

Human resources reorganized

Bayer is currently restructuring its human resources seg-
ment. The first step in October 2006 was the opening of the
Human Resources Shared Service Center Europe (ssc Europe)
in Leverkusen. The center will look after central HR services
for the German sites and other European countries in which
Bayer operates (see page 50). In April 2007, the ssc for America
started up in Pittsburgh, while the center for Asia is set to open
in 2008/2009.

Award for equal opportunities

For its policy relating to equal rights for men and women in the
employment world, Bayer received the rating “Total E-Quality”
from the German association of the same name for the fourth
time. At the award ceremony in October 2006, the jury praised
the gender specific analyses of the performance assessments
and Bayer’s models for flexible working hours (see page 53).

Award for Sustainable Development Report

For its Sustainable Development Report 2005, Bayer received
the “German Environmental Reporting Award” (DURA) from the
Chamber of Public Accountants in November 2006. The jury

Best in class: In 2006, Bayer was
again rewarded for its efforts in
the field of climate protection — the
photo shows a plant in the Krefeld-

Uerdingen Chemical Park. burgh.

Opening: Dr. Attila Molnar (left),
CEO of Bayer Corporation, and HR
head Jan Peters (right) in the new
Shared Service Center in Pitts-

Total E-Quality: Dagmar Diergarten,
responsible at Bayer for equal op-
portunities, and Wolfgang Schenk
from HR with the certificate.



especially underlined the clear language, the honesty in deal-
ing with challenges and the description of the attainment levels
of the company objectives. It also said that the Report clearly
reflected the company’s firm principles for preparing its balance
sheets.

Product portfolio extended through Schering acquisition
The entry in the commercial register on December 29, 2006,
marked the launch of the new Bayer Schering Pharma AG, Ber-
lin, Germany. A comprehensive range of products from Scher-
ing from the fields of women’s health care, diagnostic imaging,
oncology and specialized therapeutics has now been added to
the Bayer HealthCare portfolio. The takeover of Schering AG is
the largest acquisition in Bayer’s history (see page 34).

Support for climate initiatives

In February 2007, the Global Roundtable on Climate Change
made an urgent appeal to politicians to formulate serious and
scientifically founded targets for reducing greenhouse gas emis-
sions in the period after expiry of the Kyoto Protocol. Bayer also
signed the position paper “The Path to Climate Sustainability.”
A few weeks before, in January 2007, Bayer and a number of
other companies publicly presented the project “3c: Combat
Climate Change.” To slow down climate change, the initiative
sets out to help politicians set a global framework for reducing
emissions that ensures fair competition for all companies (see
page 38).

Stakeholders questioned

As a globally operating chemical and pharmaceuticals group,
Bayer is constantly confronted with a wide variety of require-
ments. To document and evaluate them systematically, we con-
ducted in March 2007 a worldwide online survey among some
500 stakeholders. You can read more about the survey and the
results on page 20.

Publications on Trasylol®

Two separate observational studies reported on a possible cor-
relation between the administration of Trasylol®, our product
for use during open-heart surgery, and severe renal dysfunction
and vasoconstriction (myocardial infarction and stroke). A fol-
low-up study to one of them reported on a possible correlation
between administration of this product and increased long-term
mortality. Based on our study data and many years of experi-
ence with Trasylol®, Bayer believes that this product is a safe
and effective medicine when used correctly. We are cooperating
closely with the relevant regulatory authorities to resolve the
questions that have arisen.

Fight against Chagas disease

Bayer HealthCare supports the World Health Organization
(WHO) in its fight against Chagas disease. A new agreement to
provide 2.5 million tablets of the drug Lampit® and additional
financial support was signed in April 2007. As a result, the sup-
ply of Lampit® is secure for the next five years. This is the third
agreement between Bayer HealthCare and the wHO to improve
the supply of Chagas patients in Latin America with the effective
medication — irrespective of the economic situation of the pa-
tients. Chagas disease is a fatal parasitic infection that is wide-
spread in many countries of Central and South America.

Best sustainability report: Dieter
Ulrich, President of the Chamber
of Public Accountants (left), with
Ursula Mathar and Michael Schade

from Bayer. AG, is launched.

Largest ever acquisition: With the
entry in the commercial register
on December 29, 2006, the new
company, Bayer Schering Pharma

Agreement: Arthur Higgins, Chair-
man of the Board of Management
of Bayer Schering Pharma (left),
and Dr. Jean Jannin from the WHO.
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Development.

The greatest experience during my scholarship was

a birth | assisted at. Initially, | wasn’t actually supposed
to work in gynecology and midwifery at the University
Hospital in Florianopolis, but rather in surgery. But |
don’t regret it — my time in Brazil developed not only
my career but also my character. In the six weeks

of my stay | learned how to improvise, keep calm and
cope. Those are qualities that will benefit me in the

future too.

JOHANNES LORSCHEIDER

Medical student,

scholarship from the Bayer Foundations for clinical
practice at the Universidade Federal de Santa Catarina,
Floriandpolis, Brazil



Responding to challenges

Health care, nutrition and high-tech materials are our core competencies. Although

the major challenges of sustainable development differ in each of these areas,

Bayer has a clear goal for all three: to provide innovative products that benefit

people, improve the quality of life and create value.

Bayer AG has always been dedicated to the goal
of ensuring sustainable development. Founded
in 1863, the Bayer Group is headquartered in
Leverkusen, Germany, and has around 350 com-
panies on five continents. Including last year’s
acquisition of Schering AG, Berlin, Germany, the
Group had roughly 106,000 employees worldwide
at year-end 2006.

The Bayer Group is headed by a management
holding company. This sets the strategic frame-
work for the subgroups and service companies,
which operate as independent entities. The opera-
tional business is performed by three subgroups:

Sales by subgroup in 2006 (in € million)

Total 28,956

Reconciliation
1,371

Bayer CropScience
5,700,

Bayer HealthCare

11,724

Bayer MaterialScience
10,161,

Bayer HealthCare AG, Bayer CropScience AG and
Bayer MaterialScience AG, while central service
functions are grouped at three service companies:
Bayer Business Services GmbH, Bayer Technol-
ogy Services GmbH and Bayer Industry Services
GmbH & Co. OHG. One of the main changes that
took place in 2006 was Bayer HealthCare’s acqui-
sition of Schering, which now operates as Bayer
Schering Pharma AG (see page 34).

The Bayer Group generated sales of around €29
billion with its portfolio of around 5,000 products
in 2006 and Group net income increased five per-
cent to €1.7 billion. That was good for the compa-
ny’s stock: The share price rose 15.2 percent dur-
ing the year. Including the dividend of €0.95 per
share paid in 2006, our stock achieved an overall
performance of more than 18 percent. In the first
quarter of 2007 too, Bayer stock made positive
progress, with the share price on March 31, 2007
being 17.7 percent higher than the closing price
on December 31, 2006.

A recent survey established that 73 percent of the
capital stock identified was held by foreign inves-
tors, underlining the international orientation of
the Group and the importance of Bayer stock on
international finance markets. The countries with
the most Bayer stock held were the United States
and the United Kingdom.



Bayer HealthCare:
Focusing on people

Arthur Higgins,
Chairman of the
Executive Committee
of Bayer HealthCare AG

Bayer HealthCare believes that sustainable business
means taking account of the needs of both present
and future generations. This applies especially in
health care, but also in environmental protection,
safety and comprehensive product stewardship. Yet
the social responsibility of our research-based com-
pany, which is one of the world’s leading specialty
pharmaceutical companies, goes well beyond these
considerations.

Bayer HealthCare believes that it has an obligation
to consider in full the ethical aspects of using mod-
ern biotechnology in medical applications, and to
find solutions to enable as many people as possible
to have access to life-saving drugs, particularly in
developing countries. Another, increasingly impor-
tant challenge facing the subgroup is the growing
life expectancy in many societies and the associated
increase in medical needs.

Headquarters: Leverkusen (Germany)

Headcount: 51,400 (2006), 28,200 (2005)

Sites: in over 100 countries

Sales: €11.7 billion (2006), €8 billion (2005)
Specific directives: “Policy on Health, Safety, Envi-
ronment and Quality,” 2004

Management systems: HSE systems for health,
safety and environmental matters are in place at all
sites worldwide. Our drug products are manufac-
tured and monitored in compliance with mp (Good
Manufacturing Practice) standards.

Website: www.bayerhealthcare.com

Bayer CropScience:
For sustainable and efficient agriculture

Professor Friedrich
Berschauer, Chair-
man of the Board of
Management of Bayer
CropScience AG

Bayer CropScience, with its highly effective prod-
ucts, pioneering innovations and keen customer
focus, holds global leadership positions in crop
protection and non-agricultural pest control. The
company also has major activities in seeds and crop
plants with biotechnologically optimized properties.

Bayer CropScience’s technologies provide the basis
for healthy nutrition and contribute to efficiency im-
provement and yield security of agricultural crops
worldwide. Through various initiatives in rural areas,
we promote good agricultural practices, for instance
in capacity building initiatives or through partner-
ships.

Aspects such as environmental protection and hu-
man rights are integral components, in as far as they
are within the subgroup’s sphere of influence.

Headquarters: Monheim (Germany)

Headcount: 17,900 (2006), approx. 18,500 (2005)
Sites: in over 120 countries

Sales: €5.7 billion (2006), €5.9 billion (2005)
Specific directives: Bayer CropScience’s voluntary
self-commitment to quality, health, safety and en-
vironmental protection (QHSE), 2002; Policy guide-
lines and key requirements for responsible product
stewardship, 2004

Management systems: Bayer CropScience has
introduced an integrated management system for
quality, health protection, safety and the environ-
ment that is in line with the global principles of Re-
sponsible Care and sustainable development. This
system is continuously being developed further.
Website: www.bayercropscience.com



Bayer MaterialScience:
Energy efficiency as an area of business

Patrick W. Thomas,
Chairman of the
Board of Management
of Bayer Material-
Science AG

Like the other subgroups, Bayer MaterialScience
holds to the belief that safety, environmental pro-
tection, product and process quality and economic
efficiency are factors of equal importance in the
drive for commercial success. Sustainability is
therefore seen as a fundamental principle for all
employees and characterizes both our production
and our product portfolio. For example, materials
from Bayer MaterialScience make a significant
contribution to the improvement of energy effi-
ciency in both building insulation and automotive
construction.

Climate protection has become a major challenge
for all sectors of industry. In the past Bayer Ma-
terialScience has already endeavored to increase
the energy efficiency of its production processes.
At the same time, climate protection opens up new
growth opportunities for Bayer MaterialScience,
which it wants to utilize with innovative and en-
ergy-efficient solutions. In this way the subgroup
can also make an important contribution to sus-
tainable development.

Headquarters: Leverkusen (Germany)
Headcount: 14,900 (2006), approx. 14,100 (2005)
Sites: in over 30 countries

Sales: €10.2 billion (2006), €9.4 billion (2005)
Specific directives: “Policy for Health, Safety, En-
vironment and Quality,” 2004

Management systems: Based on the principles
set out in the Responsible Care Global Charter, the
company has an integrated management system
in place covering all aspects of health protection,
safety, environmental protection and quality.
Website: www.bayermaterialscience.com

Bayer Business Services:
IT-based services

Dr. Andreas Resch,
Chairman of the
Executive Board of
Bayer Business
Services GmbH

Bayer Business Services, as a Shared Service Center,
performs 1T-based services for the Group all over the
world. It also offers these services to external com-
panies and public authorities. Bayer Business Ser-
vices focuses on the core areas of 1T infrastructure
and applications, procurement and logistics, human
resources and executive personnel services, and fi-
nance and accounting. One of the services provided
is the Bayer Site Information System (Baysis®) that
Bayer Business Services has developed itself. This
is a universal program for recording and evaluating
environmental and safety data.

Headquarters: Leverkusen (Germany)
Headcount: 4,400 (2006), 4,300 (2005; figures ex-
cluding local services and trainee pool)

Sites: Argentina, Brazil, PR China, Germany, Sin-
gapore, Spain, United Kingdom, United States
Specific directives: Voluntary undertaking of Re-
sponsible Care by Bayer Business Services, 2003
Website: www.bayerbbs.com




Bayer Technology Services:
Technological backbone

Achim Noack,
Managing Director
of Bayer Technology
Services GmbH

Bayer Technology Services forms the Bayer
Group’s global technological backbone for pro-
cess development and the planning, construction
and optimization of processes and plant. Bayer
Technology Services plays a role in meeting the
responsibility for Group-wide ecological and so-
cial concerns throughout the world. This includes
implementing international standards at all sites,
investing in state-of-the-art technology and plan-
ning and building facilities.

Headquarters: Leverkusen (Germany)
Headcount: 2,200 (2006), 2,100 (2005)

Sites: Belgium, pr China, Germany, Mexico, Swit-
zerland, United States

Specific_directives: Policy: “Health protection,
safety, environmental protection and quality at
BTS GmbH”; HSEQ management system for health
protection, safety, environmental protection and
quality

Website: www.bayertechnology.com

Bayer Industry Services:
Chemical Park operator

Dr. Klaus Schafer,
Chairman of the
Executive Board of
Bayer Industry Services
GmbH & Co. OHG

Bayer Industry Services — a joint venture between
Bayer and Lanxess — is the operator of Germany’s
largest Chemical Park network, with sites at
Leverkusen, Dormagen and Krefeld-Uerdingen.
Bayer Industry Services offers chemical and tech-
nical services such as utilities, waste management,
infrastructure, safety and security, technical ser-
vices, analytics and training. The company serves
more than 60 companies that have set up business
in the Bayer Chemical Parks. In addition, the Bay-
er Chemical Start-Up Initiative helps young entre-
preneurs to successfully implement their business
ideas at one of the Chemical Parks. Among other
tasks connected with personnel management in
the Bayer Group, Bayer Industry Services handles
the company suggestion plan, the “Bayer Ideas
Pool.”

Headquarters: Leverkusen (Germany)
Headcount: 6,600 (2006), 7,400 (2005; both
figures excluding trainees)

Sites: Leverkusen, Dormagen, Krefeld-Uerdingen
(all Germany)

Specific directives: “Policy on Health Protection,
Safety, Environmental Protection and Qual-

ity,” 2004, “RC Commitment of Bayer Industry
Services,” 2003

Management systems: An integrated manage-
ment system for health protection, safety, envi-
ronmental protection and quality has been intro-
duced. This system is continually optimized.
Website: www.bayerindustry.com
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1 Certifications and memberships of the sub-
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Living innovation,

sustainability
and values throughout the Group

described our perspectives for the future, our strategy and our values. The values

and leadership principles formulated in this Mission Statement serve as a basis for

the day-to-day activities of our employees. Through dialogue with them and our

external stakeholders, we aim to improve our sustainability management and align

it to current challenges.

The values established in our Mission Statement
include a will to succeed; a passion for our stake-
holders; integrity, openness and honesty; respect
for people and nature; and the sustainability of our
actions. As a guideline for our corporate strategy,
the Mission Statement shows our stockholders,
customers and the public what they can - and
should - expect from Bayer.

We have communicated to our new employees at
Bayer Schering Pharma, Berlin, Germany, both
our Mission Statement and the “Program for
Legal Compliance and Corporate Responsibility at
Bayer” (Corporate Compliance Program), a code
of conduct that contains binding, Group-wide

rules for our conduct in the market and
toward competitors and each other
(see page 30).

Corporate governance

Responsible corporate management (corporate
governance) has had a high priority at Bayer
for a very long time. The Board of Management
and Supervisory Board were once again highly
focused on complying with the requirements of
the German Corporate Governance Code in 2006
—including in particular the new provisions intro-
duced on June 12, 2006. As a result, we were able
to publish a statement of compliance in December
2006: Bayer once again satisfies all recommenda-
tions of the Code.

In 2005 we commissioned corporate auditing firm
PricewaterhouseCoopers (PwC) to review our risk
management system. The report presented by
PwC at the beginning of 2006 confirms that Bayer
has undertaken the measures necessary to estab-
lish a suitable early warning system and that the
monitoring system is suitable for identifying at an
early stage developments that could endanger the
existence of the company.
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2 Mission Statement “Bayer: Science For A
Better Life”

3 Program for Legal Compliance and Corporate
Responsibility

4 Corporate governance at Bayer



Sustainability management

Our Group-wide values, leadership principles and
policies are supplemented by the Bayer Sustain-
able Development Policy, which lays down our
sustainability strategy. The Bayer Group and its
subgroups and service companies have under-
taken to pursue a sustainable and value-oriented
business policy, in part through their commit-
ment to the global Responsible Care initiative of
the chemical industry and to the United Nations
Global Compact. We also adopted a Group-
wide “Bayer Human Rights Position” in May 2007
(see page 52).

Under the umbrella of the Group-wide sustainable
development strategy, objectives are established
each year and coordinated between all partici-
pants. The management systems and instruments
in place throughout the Group must perfectly inter-
lock to ensure that these objectives are met. After
all, consistent steering is required if opportunities
are to be taken advantage of and risks avoided.

Management of sustainability at Bayer

Group-wide control of this task is handled by the
Bayer Corporate Sustainability Board, the most
important committee for sustainability manage-
ment at Group level. The Bayer Corporate Sustain-
ability Board is made up of the members of the
management boards of the subgroups responsible
for research and technology and the heads of the
Corporate Center departments Corporate Human
Resources & Organization, Communications and
Environment & Sustainability. Chaired by the
Group Management Board member responsible
for Innovation, Technology and Environment, this
body meets regularly to jointly establish the sus-
tainability strategy and objectives, adopt Group
sustainability-related directives and decide on key
initiatives such as the signing of the international
climate protection campaign “Global Roundtable on
Climate Change” in February 2007 and our involve-
ment in the “3c¢: Combat Climate Change” initiative
in January 2007 (see page 38). A cornerstone in
the implementation of these decisions is the Envi-

Sustainability manage-
ment is integrated into all
levels of the Bayer Group.

Group level:
sustainability

Subgroup and
service company
level (including
regions and
countries)

Policies, goals and strategies
HSEQ management systems and audits
Responsible Care programs and initiatives
Opportunity and risk management



ronment & Sustainability Department, which coop-
erates closely with the sustainable development
officers in the subgroups and service companies
within the context of the Bayer Community Man-
agement concept: An internal Bayer Group policy
governs cooperation between the various responsi-
ble parties in the subgroups and service companies
through specialist committees. This ensures the
optimal use of synergies within the Bayer Group
and the coherent implementation of decisions.

The subgroups and service companies have estab-
lished effective management systems for health,
safety, environmental protection and quality
(HSEQ). Also in place are systems and rules for
specific requirements of individual subgroups
and service companies, such as Good Manufac-
turing Practice (GMP) for drug products at Bayer
HealthCare. Our “Health, Safety, Environmental
Protection and Quality (HSEQ) Audits” Directive
took effect in October 2005, according to which

_

the subgroups and service companies conduct
HSEQ audits based on specific plans (see page 66).
The holding company reserves the right to partici-
pate in selected audits and require that it be given
access to audit reports.

A number of existing rules, such as the Directive
on Transport Safety, were revised or replaced in
the reporting period through the Community
Management system. Rules governing health
protection and workplace safety are particularly
important, and have thus been adapted. In 2006,
we also once again updated the rules concerning
the storage of substances and products and pro-
cess and plant safety.
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5 Bayer Sustainable Development Policy
6 Implementation of Sustainable Development
at Bayer (organizational chart)

Our path to becoming a sustainable company:

External evaluations 1999: Bayer stock included for the first time in the
Dow Jones Sustainability Index (DJSI) and the Store-

brand Principle Funds

2001: Bayer stock included for the
first time in the FTSE4 Good Global
100 and in the ASPI Eurozone Index



_

Supplier management

The Bayer Group’s annual purchasing volume
currently amounts to about €13 billion, which is
distributed among approximately 40,000 suppli-
ers. The roughly 1,000 employees of our global
Procurement Community also evaluate supplier
offers according to minimum standards as regards
social, employee-related and ecological aspects as
our Policy from 2005 stipulates.

In 2006, a cross-organizational-unit supplier sur-
vey process was initiated (see page 22), which is
currently focusing on suppliers from the non-0oecp
countries. There we have begun surveying 143 se-
lected suppliers about the basic principles of their
sustainability strategy. These suppliers represent
about 80 percent of our purchasing volume in the
non-oECD countries, with the Bayer CropScience
subgroup procuring many of these goods.

In addition to this cross-organizational-unit evalu-
ation system, Bayer CropScience, for example,
launched a supplier qualification project in China
in 2005 that has since been introduced through-
out that subgroup’s daily operations. Through this,
Bayer CropScience checks which of its suppliers
have acceptable HSEQ standards, and suppliers
obtain feedback on their performance, sugges-
tions for improvement and offers of training. Also
in China, Bayer MaterialScience has established
a team to closely check transport and distribution
safety.

_ww |

7 Procurement Community

8 Additional information on the projects of
Bayer CropScience and Bayer MaterialScience
in China

~ [2003-2004 2005 - 2006 By 2010

2005: Inclusion for the first time in the
Climate Leadership Index of the Carbon
Disclosure Project

2005: Bayer presented with the Low Car-
bon Leaders Award by the climate protec-
tion organization “The Climate Group”
2006: German Environmental Reporting
Award 2006 for the best sustainability
report in Germany

Continual improvement in strategy,
initiatives, performance and reporting
with the aim of achieving recognition
among our stakeholders



* Percentage of answers
with ratings 4 or 5,
with scale ranging from
"1 = unimportant” to
"5 = very important”

** Percentage of answers
with ratings 4 or 5,
with scale ranging from
“1 =should not be
covered” to “5 = should
be covered very widely”

Stakeholder dialogue

In addition to the continuous exchange of ideas
with our employees, we aim to expand and sys-
tematize dialogue with investors, customers,
government representatives, non-governmental
organizations (NGOs) and consumer associations
in the coming years. After all, not only does their
opinion of our activities have an increasingly sig-
nificant impact on our business success, through
dialogue with these stakeholders we also hope
to gain insight into how to further increase our
contribution to sustainable development and thus
reduce risks.

By learning to understand what drives our stake-
holders, we gain insight into the justification and
urgency of their demands, as well as their ability
to influence our company. In this way we prioritize
stakeholder demands and use them in the defini-
tion of our fields of action. In this connection, we

Results of the stakeholder survey

orient our decisions to short- and long-term busi-
ness interests — including our reputation.

We also enter into dialogue with our stockholders
each year at our Annual Stockholders’ Meeting,
where each stockholder is authorized to speak or
make counterproposals.

Stakeholder survey:

Tremendous interest in climate protection

To further improve our sustainability management,
we carried out an online survey on the topic of
sustainability in the spring of 2007 that provided
us with important information concerning the
demands placed by our stakeholders on reporting
by the company. The global project addressed the
entire spectrum of social groups. In cooperation
with Globalpark GmbH, we surveyed representa-
tives of non-governmental organizations, unions,

General importance of sustainable development*

R s

Topics that stakeholders would like to see in the Sustainable Development Report**

Climate protection resulting from the use of energy-efficient

of renewable raw materials

products 86
Research to protect freshwater and drinking water resources 82
Optimization of integrated environmental protection 82
Climate protection resulting from increased energy 81
efficiency of production processes

Reduction in the use of fossil fuels due to development 78

Advances in biotechnology to enhance food production

74

Improvement in the supply of medicines to developing countries 71

Selection of and collaboration with vendors on the basis

of sustainable development criteria 64
Social standards and working conditions 64
Development of medicines to treat rare diseases 64

Optimization of product properties through advances in
nanotechnology

57

Social commitment (aid for people in need; sponsorship
of education, science, culture and sports)

52




authorities and media, along with employees, ana-
lysts, investors, customers, suppliers, consultants,
scientists and politicians. The results of this study
highlight the tremendous interest that our stake-
holder groups show in this issue.

95 percent of those surveyed generally consider
sustainable development in the chemical and
pharmaceutical industry to be important or very
important. Overall, the readers are in favor of
reporting on the specified topics. In the stakehold-
ers’ opinion, there should be a primary focus on
the issues of climate protection, freshwater and
drinking water conservation and the improve-
ment of environmental protection in production.
More than half of those surveyed would like to see
reporting focusing heavily or very heavily on the
topic of corporate social responsibility.

Three quarters of those surveyed were familiar
with the Bayer Sustainable Development Report.
The readers pay close attention to the content, as
more than two thirds said they read many of the
articles in detail. With respect to the Sustainable
Development Report’s layout, the readers prefer a
compact, concise presentation with graphics and
short texts.

Stakeholder dialogue:

Group-wide policy planned

As we announced in the Sustainable Development
Report 2005 (page 19), we have since begun
implementing a Group-wide “Stakeholder Dia-
logue Directive.” In this connection we received
key input from the stakeholder survey. We plan to
publish this document in 2007.

Stakeholder engagement:

Broadly based solutions

Stakeholder engagement at different levels is an inte-
gral part of Bayer CropScience’s business approach.
Bayer CropScience is committed to an open dia-
logue with stakeholders, consults with them and
cooperates in multi-stakeholder initiatives, includ-
ing public-private partnership projects (Ppps) to
develop locally adapted solutions for agriculture, for
example. In 2006, Bayer CropScience organized the
scientific forum “Science and Society” on the topic
“Caring for Future Needs.” More than 100 lead-

ing scientists and representatives from different
stakeholder groups participated in the discus-
sions. These focused on global challenges such as
climate change and population growth, and their
resulting impact on natural resources.

An internal Bayer CropScience Policy on stake-
holder engagement was drafted in 2006 with the
help of all the regions. It is expected to be more
widely communicated in 2007.

Participation in associations:

Learning from one another

An important opinion-leading role is played by
organizations — be they national, European and
international industry associations or conventional
non-governmental organizations. As a leading com-
pany in its industry sector, Bayer participates in
numerous industry associations. We are also active
in the Global Reporting Initiative (Gr1). In October
2004, we became the first German company in our
sector to join the GRI as an “Organizational Stake-
holder,” thus contributing our experience to the
international discussion concerning the future of
corporate sustainability reporting. Furthermore,
Bayer participates intensively in the exchange of
ideas between Global Compact members.

We are very pleased that the new U.N. Secretary-
General Ban Ki-Moon is continuing this initiative
of his predecessor Kofi Annan. We supported the
establishment of the “Foundation for the Global
Compact” in April 2006 with a donation. We
eagerly await the announced publication of the
“Business Guide to Partnering with NGos,” which
we hope will provide us with further incentives for
our stakeholder directive.
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9 Bayer CropScience forum on
the topic “Science and Society:
Caring for Future Needs”

10 Membership of associations



“Procurement plays
a central role in a
company’s sustain-
ability policy.”

Professor Christopher
Jahns from the
European Business
School (EBS) in
Oestrich-Winkel

Focus on procurement:
Managing
sustainability criteria

Bayer is one of the major purchasers of raw materials, goods and services in the

world market today. This is why procurement plays a central role in the company’s

sustainability policy. The internal risk management processes undergo continual

development and are designed to ensure that suppliers meet high social and

ecological standards.

Bayer purchases 500,000 raw materials, products
and services from 40,000 companies in 80 coun-
tries around the world. In 2006, the purchasing
volume amounted to some €13 billion. These fig-
ures illustrate the key role procurement plays in
the Group-wide sustainability policy. Professor
Christopher Jahns from the European Business
School (EBS) in Oestrich-Winkel, Germany, points
out the importance of procurement for a com-
pany’s value contribution, and believes that this
contribution must be safeguarded accordingly.
“This includes meeting specific requirements
that include minimum social and ecological stan-
dards,” explains Jahns, Professor for purchasing,
logistics and supply chain management. “A vio-
lation of these minimum requirements can have
adverse effects on reliability of supply and on the
image of the procurement department.” In addi-
tion, concrete requests come from customers to
manage procurement according to sustainability
criteria.

This is why Bayer takes great care when selecting
its suppliers. Clear principles control cooperation
with suppliers throughout the entire Group. “We
expect suppliers to support the principles of our
‘Program for Legal Compliance and Corporate
Responsibility” and that they operate their business
accordingly,” explains Dr. Udo Murek, spokesman
for the Group-wide “Bayer Procurement Com-

”

munity.” “Our publication ‘Requirements for sup-
pliers’ lets prospective business partners know
that internationally recognized, ethical principles
regarding human rights, working conditions, envi-
ronmental protection and the fight against corrup-
tion must be upheld in areas that come under the
Group’s sphere of influence,” he adds.

Bayer also takes further precautions. The Bayer
Procurement Community has launched a system-
atic cross-divisional procedure in which suppliers
are questioned about the basic principles of their
sustainability policy. Almost 95 percent of Bayer’s
purchasing volume derives from countries that are
members of the Organization for Economic Coop-
eration and Development (OECD). “In the first step,
we assume that these suppliers meet the minimum
ecological and social standards,” explains Murek.
“It is more difficult to establish whether suppliers
from non-0ECD countries with greater social and
political risks meet these high standards. That is
why we have started our survey with them.”

To ensure that suppliers indeed operate in accor-
dance with Bayer’s principles, the Supplier Rela-
tionship Management System (SUPREME) was
introduced in spring 2003. “SUPREME allows Bayer
to assess suppliers according to social commit-
ment and ecological activities as well as to aspects
of price and quality,” says Murek.



Managing purchasing risks professionally
Professor Jahns believes that this type of system
is “essential to make sure that all suppliers meet
the minimum standards.” He helps companies
such as Bayer to identify all their supply risks and,
if necessary, introduce measures to safeguard
their standards. “One of the biggest challenges
in this respect is to convince companies of the
importance of supply risk management in the first
place,” explains Jahns. He is aware that as long as
there are no problems that damage the company’s
image, most believe that their suppliers’ commit-
ments are sufficient. However, Jahns is convinced
that a separate supply risk management system
would pay off in the long term.

Checking suppliers

The Bayer Group has already realized the expe-
diency of introducing a supply risk management
system. So that each subgroup does not have to
develop its own supplier management system,
the Global Community Support staff division of
Bayer Business Services assumes this function
for the entire Group. “When short-listing suppli-
ers, purchasing agents must determine whether
the company that wants to do business with us
is committed to sustainability as we understand
it,” explains Udo Murek. “If this is not the case,
we usually exclude the supplier from the remain-
ing selection process.” Criteria which we consider
totally unacceptable are child labor and forced
labor since they contradict our values and our
Human Rights Position (see page 52).

Bayer assesses particularly important strategic
suppliers approximately every three years. The
aim is to establish long-term partnerships. “Before
terminating an agreement with a supplier whose
services are considered inadequate in the area of
sustainability, we check ways in which they could
improve the situation,” states Murek. “This is
already a concrete component of our communica-
tions with our suppliers.” Projects by the Bayer
CropScience and Bayer MaterialScience subgroups
to qualify suppliers and monitor transport and
distribution safety are already in place in China
(see page 19). A consistent approach to suppliers
and customized programs can make an important
contribution to reducing child labor, even in a dif-

ficult social environment, as the programs that
Bayer CropScience has undertaken with Indian
cotton seed smallholders illustrate (see page 55
et seq.).

Further developing supply risk management
Risk management in the Group’s procurement
departments is to be revised by 2010 as part of the
“Procurement Roadmap 2010.” The roadmap will
focus on whether all the supply risks have been
identified, whether the safeguards are working
properly, and whether Procurement’s contribution
to the Group’s social and ecological objectives has
to be defined more precisely. At the same time,
Murek believes it is important to take cooperation
with suppliers to a new level, for example by involv-
ing them in development discussions and conduct-
ing internal and external audits. Bayer aims to
develop its strategies in cooperation with external
partners, including the European Business School’s
Supply Management Institute headed by Professor
Jahns and other industrial companies.

Jahns believes that a procurement department
that champions this topic could play a pioneer-
ing role: “Supply risk management has not yet
been established in most companies.” Bayer has
already solved an important conflict of objectives
that Jahns is familiar with from many other compa-
nies — in cases of doubt when procurement depart-
ments are faced with the question of whether they
should choose the company offering the cheaper
product or the one that complies with ethical prin-
ciples, they can now make their decision based
on clear in-house specifications. “Bayer places
greater value on company principles relating
to sustainability than on short-term profit,” says
Murek.

“SUPREME allows
Bayer to assess
suppliers according
to social commit-
ment and ecological
activities as well as
to aspects of price
and quality.”

Dr. Udo Murek,
spokesman for the
Group-wide purchasing
organization, the
"“Bayer Procurement
Community”



Dr. Wolfgang Plischke,
member of the Bayer
Management Board
responsible for Innova-
tion, Technology and
Environment, and for
the Asia-Pacific region

Bayer Management Board member Dr. Wolfgang Plischke

on climate protection and other sustainability projects:

Responsible action

at all levels

Dr. Plischke, the issue of sustainable develop-
ment is playing an increasingly important role
in public debate. What particular tasks do you
see for your company and for society in this con-
nection?

We are confronted with a wide range of demands.
In the current situation in particular, however, our
society is faced with a major challenge — I'm talking
about climate change, which will undoubtedly be the
dominant ecological problem worldwide in the long
term. Bayer has maintained an intensive commit-
ment to climate protection in the past in the context
of its sustainable development strategy. Nonetheless,
it is essential that we contribute our expertise as an
inventor company and problem-solver to work even
more strongly in this area in the future. Against this
background, we have established the Bayer Climate
Challenge Program, which will definitely result in
further innovative and economic approaches.

When do you expect to see the first results
here?

[ anticipate that specific findings and proposals
will be presented by this fall. They will most likely
involve further efficiency improvement for our pro-
cesses — but I expect that they will also identify
opportunities for more strongly linking successful
sustainability management to our business.

What role do innovation and technology play in
this connection?

A very important role. Just look at our innovative
products such as thermal insulation materials in
buildings and refrigeration appliances, as well as

lightweight materials in cars. Here we see consider-
able further development potential for a significant
contribution to energy savings and resource con-
servation.

These examples involve Bayer MaterialScience.
Do the other subgroups also offer products that
will help to protect our climate in the long term?
I can give you a number of examples. For instance,
products from Bayer CropScience play an out-
standing role in the cultivation of many crops that
are used as renewable and thus climate-friendly
raw materials for a new generation of fuels: bio-
fuels. In addition, our InVigor® canola seed is an
ideal candidate for producing biodiesel because
of its very high yields and the composition of its
oil. These are merely two of many examples where
climate protection plays a major part.

Environmental scientists are becoming increas-
ingly concerned about the global water crisis,
which will become more and more acute as a
consequence of climate change. Are you active
in this area?

Yes, and in different ways. First, we are constantly
searching for means of further reducing water
consumption in our production processes. And
secondly, our research can also help — for exam-
ple through the genetically engineered production
of seed for stress-tolerant plants that require less
water or can more easily cope with high tempera-
tures. And we are also participating in the search
for solutions to the global water problem beyond
our own research activities.



What efforts are you specifically referring to?
I'm talking about our partnership with National
Geographic, with whom we are jointly promoting
innovative ideas to conserve drinking water via the
Global Exploration Fund. Out of a total of 94 proj-
ects submitted, we selected nine research projects
for financial support. Together with our partner, we
are making available a sum of €250,000 for this
purpose.

The Bayer Foundations too for a long time have
played an important role in connection with the
issue of support for science. Why were two new
foundations recently established?

With the Bayer Science & Education Foundation and
the Bayer Cares Foundation, we aim to intensify our
support for education and science, as well as for
social programs, and to pool our previous founda-
tion activities. Through the Bayer Cares Foundation,
we have established a special program to support
charity work — particularly by our employees — in
the communities where our production sites are
located. The Bayer Science & Education Foundation
supports school curricula and vocational training in
the focus areas of science and medicine through
scholarships and endowed professorships. This
foundation also supports scientific symposia and
important school projects at the Bayer sites.

Bayer has also been supporting scientific edu-
cation outside of its foundations. Will this
change?

Absolutely not, especially in light of the fact that
we are very successful in this area. One example
is our international “Making Science Make Sense”
program. Several thousand Bayer employees in the
United States volunteer their time to visit schools
and demonstrate to the children how exciting sci-
ence can be. Similar programs exist in Japan, the
United Kingdom, Ireland and, since 2006, France
as well, among other countries. In the United
States we have been honored on several occasions
for this initiative. In Germany, Bayer for many
years has supported a prominent youth research
competition. We also offer school classes the
opportunity to supplement their science curricula
with practical experience in laboratories specially
equipped for this purpose. We plan to further
expand these activities.

With a further Bayer Group initiative — “Triple-
i” — you aim to strengthen the innovative capa-
bility of the company as a whole. The goal here
is to use the creativity of Bayer's employees
around the world for the development of new
business ideas. Have you been successful in this
endeavor?

Absolutely. We are very satisfied with the extremely
high level of participation. More than 2,200 ideas
have been submitted in the just over one year since
the initiative was launched. This response under-
scores how well our employees are accepting the
initiative. With their inspiration and ideas, they
support the innovation capability of the enterprise
as a whole. And since this initiative has been so
successful, we will maintain it. We are planning to
organize special Triple-i events and intensify our
interaction with those submitting ideas.

In closing, let’s talk about the numerous joint
projects you organize with the United Nations
Environment Programme uNEP. The focus in
recent years has been on the Young Environmen-
tal Envoys and the children’s painting competi-
tion in particular. Are there new activities that
are especially important to you?

All of our projects are important to me, but I'd
like to talk about two of them in particular. We
are already looking forward to welcoming about
200 young people from more than 100 countries to
Leverkusen at the end of August for a UNEP youth
environmental summit. I also consider the current
“Plant for the Planet: The Billion Tree Campaign”
initiative of our partner UNEP to be very special.
UNEP aims to plant one billion trees in 2007. Bayer
will support this goal with several hundred thou-
sand trees.

Why do you consider this initiative to be so
special?

On the one hand, the planting of a tree has sym-
bolic, life-giving meaning; on the other, it is also
highly relevant to climate protection. Through this
initiative, we are upholding our responsibility as a
good corporate citizen. We are addressing the cur-
rent challenges, and particularly climate change,
as a sustainably operating and innovative company
— with a view to the creation of value-added both
for the company and for society at large.
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Award.

Regardless of whether cell death is caused

by old age or injury, stem cells are on hand as a
spare parts store for most organs. They help

the body replace damaged tissue and dead cells,
as stem cells have the ability to continue to
divide and to reproduce all the cells of an organ.
This property also makes them a source of hope
to me in developing new therapeutic approaches
for brain injuries. | am delighted my work has
received recognition in the form of the Hansen

Family Award.
PROFESSOR MAGDALENA GOTZ

Director of the Research Center for Environment
and Health at the Institute for Stem Cell Research,
Neuherberg, Germany; Chair of the Institute of
Physiology at Ludwig-Maximilians University,
Munich, Germany; received the Hansen Family
Award in 2007



Innovations create value

Our commercial success depends to a large extent on our innovative capability and

the long-term focus of our corporate policy. In 2006, we rigorously pursued the

optimization and strategic development of our portfolio. The year was dominated

by the acquisition and integration of Schering.

Including the figures from Schering, Berlin, Ger-
many, we spent €2.3 billion on research and
development in 2006, putting us at the head of
the German chemical and pharmaceutical indus-
try. Alongside constant optimization of our prod-
uct portfolio and production processes, special
attention is paid to developing product innovations
that strengthen our core business. On average, we
submit three new patent applications every work-
ing day. That testifies to the achievements of our
employees and especially of the more than 10,000
people who work in research and development.

All employees worldwide are expected to come
up with innovative business ideas. The “Triple-i’
initiative introduced throughout the Bayer Group
in spring 2006 stands for inspiration, ideas and
innovation. It has been extremely well received by
our employees and around a year after its launch
more than 2,200 suggestions for new products
had been submitted. These are currently being
evaluated. One proposal, for example, focuses on
utilizing progress in cell therapy to develop new
therapeutic agents. In future, encapsulated cells
whose metabolic profile has therapeutic properties
could be implanted without being rejected by the
human immune system. Many of the ideas submitt-
ed relate to specific suggestions for new products
in the subgroups and are currently being pursued
further in the business units.

3

Other challenges which we are looking to meet
with innovative business ideas are big issues

such as climate change, demographic trends and
the related scarcity of natural resources such as
water. Our aim is to contribute to sustainable
development by introducing new medicines,
innovative materials and products that secure
yields and improve crop quality, and thereby to
position Bayer on the markets of the future.

Innovations: Market success

Further new products launched in 2006 are
already proving very successful. One example is
our new cancer drug Nexavar®, which generated
sales of around €130 million in its first year on the
market.

Active substances introduced by CropScience in
its core markets since 2000 achieved their sales
target of €1 billion in 2006. Constant innovations
are being made in crop protection as a result of
research and development in response to feedback
from the markets and the registration authorities.
Innovative products include, for example, seed
dressings which allow very targeted use of crop
protection products. At the same time, we often
discontinue the sale of less suitable products by
replacing them with others with improved biologi-
cal efficiency and better environmental and health
profiles. This includes the gradual replacement of
wHO Class 1 formulations, an undertaking to which
Bayer CropScience committed itself in 1995. All
these measures optimize Bayer CropScience’s
product range and are an important requirement
for sustainable development in agriculture.



More detailed information on these and other
successful products can be found in our Annual
Report.

Counterfeits: Action taken

Counterfeit drugs have become a serious problem
worldwide in recent years. They can pose a threat
to the health of patients or even put lives at risk.
For the manufacturers of the original products
they result in a considerable loss of revenues and
may cause damage to their reputation. The extent
of counterfeiting activity and the products affected
vary widely around the world. In the western
world, for example, the most common targets are
expensive prescription-only drugs and so-called
“lifestyle” drugs.

Bayer has an extensive concept for countering coun-
terfeit drugs. For example, it uses modern security
technology for the packaging of Nexavar®, its new
cancer drug, and Kogenate® for the treatment of
hemophilia. Information on the possible risks of
counterfeit drugs and how to recognize original
products also plays a central role in Bayer Health-
Care’s security concept. A special website has been
established to provide information for patients.

A strategy for combating counterfeit products is
provided by Bayer Technology Services in the
form of Protexxion®. This innovative identifica-
tion technology for the forgery-proof authentica-
tion of objects and packaging was presented with
the Hermes Award in April 2007. This is Europe’s
leading innovation prize.

Opportunities for innovation: Biotechnology and
nanotechnology

Biotechnology and nanotechnology offer enormous
opportunities for innovation. Already, every fourth
pharmaceutical product introduced by Bayer is
a biopharmaceutical based on active ingredients
produced in bioreactors. Many new medicines,
including products used to treat cancer, are mono-
clonal antibodies. These proteins and vaccines can
also be generated in plants, an area where Bayer
leads the world.

Rising production of biofuels from canola, sugar
cane, soya, wheat and corn is opening up new

niche markets. Bayer sustainably supports the
efficient production of these crops, for instance
through seeds and crop protection. In addition,
we have special expertise in the planning and
construction of biofuel production facilities at our
Chemical Parks. An investor is currently planning
to build a facility for the production of biofuel in
Leverkusen in Germany. Bayer experts are work-
ing on all stages of this construction project, from
initial planning to start-up.

We are also convinced that nanotechnology offers
attractive scope for innovation. Examples include
dirt-repellent surfaces and self-regenerating coat-
ings. In spring 2007, Bayer started production of
carbon nanotubes which are marketed as Bay-
tubes®. These minute tubes are prime examples of
nanotechnology: Although their mass is only one-
quarter of the mass of steel, they can withstand
mechanic strain five times better. Applications
include lighter, longer and thus more resistant
rotors for wind turbines. When applying nanotech-
nology we also pay attention to the safety aspects
of this new technology (see page 42).
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Competitive conduct

A major focus of our lobbying activities in 2006
was the new European chemicals legislation,
REACH (Registration, Evaluation and Authorization
of Chemicals). REACH came into effect on June 1,
2007 and stipulates that producers and importers
of chemicals must systematically test their impact
on health and the environment. This Regulation
relates to chemicals manufactured or imported in
quantities of more than one metric ton annually.
Across the EU it affects some 30,000 substances.
Bayer companies have to compile information on
around 700 chemicals and notify this to the Euro-
pean Chemicals Agency in Helsinki, Finland. The
cost to Bayer in the next 11 years is expected to be
in the upper double-digit million range.

Following seven years of preparation and tough
debate, the REACH legislation is certainly a very
comprehensive law. Compared with the original
drafts, the final Regulation has achieved a rea-
sonable balance between environmental consid-
erations, the protection of health and economic
requirements.

Major improvements were achieved with respect
to registration in particular. The data level required
for substances used purely as industrial intermedi-
ates has been adjusted. More data are required for
substances produced or imported in quantities of
100 metric tons or more and for substances used
in consumer products.

The main cause of concern is the new authoriza-
tion process for substances with particularly haz-
ardous properties. The new statutory substitution
requirements will result in the replacement or ban-
ning of hazardous substances per se, even if they
could be used safely.

Political donations: Clear guidelines

The Bayer Group has issued a clear directive which
states that no donations may be made to politi-
cians, political parties or related institutions. In the
United States, individual employees make private
donations to the Bayer Corporate Political Action
Committee (BAYPAC) which supports individual
candidates for election to parliament. In 2005/2006

a total of Us$ 226,000 was donated to 240 candi-
dates in various election campaigns. These dona-
tions are independent of party lines.

Providing financial support for specific patients’
organizations on the basis of clear and transparent
guidelines that prevent influence being brought
to bear is an integral part of corporate policy at
Bayer HealthCare. Bayer HealthCare also supports
the European Federation of Pharmaceutical Indus-
tries and Associations (EFPIA) in its endeavors to
draw up a corresponding self-commitment on the
part of the industry.

As in the past, German employees who are elected
to the European Parliament, German parliament,
a regional parliament or local council are covered
by our “Officeholders Directive” (see Sustainable
Development Report 2005, page 31).

Bayer CropScience openly shares its views on
current multinational policy issues and topics of
importance to the company on the Internet under
“Corporate Positions” as “To the point” discus-
sions focusing on issues such as water, biodiver-
sity and human rights.

Group-wide compliance management:
Systematic action to counter violations
Corporate compliance has become a central factor
in the creation of value. Bayer AG, its subgroups
(Bayer HealthCare, Bayer CropScience and Bayer
MaterialScience) and its service companies each
have a Compliance Officer and Compliance Com-
mittees. A working group at Group level ensures a
constant exchange of information.

Their daily work comprises raising awareness of
Bayer’s code of conduct and training employees
in specific aspects. They are also responsible for
adopting effective controls and, if necessary, sanc-
tions. If employees at the company’s sites in Ger-
many have reasonable grounds to suspect that the
code of conduct is being infringed in their sphere of
activity, they can call an external law firm — anony-
mously if they wish — via a special telephone hot-
line. Employees called the law firm in ten instances



in 2006, compared with nine cases in the previous
year. The reports are passed on to the Compliance
Officer at Bayer AG on an anonymized basis. Similar
reporting facilities are being set up in other coun-
tries. In the United States, for example, there is a
telephone hotline (“Integrity Line”) to an ombuds-
man which operates analogously to the German
hotline.

Special attention is paid to infringements of anti-
trust and anticorruption law because these can
cause substantial financial damage to the com-
pany as well as damaging its reputation. Bayer
has openly communicated violations and serious
financial consequences, including the fact that
two employees in the United States had been
given prison sentences.

We have stepped up training in antitrust law and
introduced more stringent internal regulations.
Moreover, antitrust legislation was one of the
issues addressed during “Compliance Awareness
Week” in October 2006, when Bayer employees
in the United States were given extensive infor-
mation on legal conduct.

The state prosecutor in Cologne, Germany, is
currently investigating allegations of overpay-
ment and invoicing for services not rendered in
the technical divisions of the company. These
relate to employees of Bayer and external com-
panies.

To reinforce its policy, Bayer has declared 2007
the year of anticorruption.

In Mexico, Bayer has a particularly good repu-
tation for legal and responsible conduct. Evi-
dence was provided by a report published by
“Tranparencia Mexicana,” the national section
of Transparency International, in January 2007.
Bayer came out top in the chemical/pharma-
ceutical industry category in Mexico and was
ranked fifth overall.

Political lobbying: Reorganized

To step up our activities to represent the Bayer
Group’s interests at political level, we have reorga-
nized this area internally and have set up a Politics

Community Council (cc Politics) to structure and
coordinate our activities in this field. It draws on
information, for example, from our liaison offices
and Senior Bayer Representatives, who help place
our views in the political debate.

The current political issues have been identified,
evaluated and assigned to the responsible experts
(caretakers). The subgroups assume responsibility
for issues closely related to their business. Over-
arching political issues of relevance to the entire
Group are assigned to the relevant Corporate Cen-
ter departments.
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Reorganization of Bayer’s political activities

N

Permanent members

— Corporate Center departments:
Regional Coordination (lead)
Environment & Sustainability
Communications
Corporate Office

— Heads of Berlin, Brussels, Beijing and Washington liaison offices

— Issue caretakers at the subgroups

Other political caretakers attend meetings of the Politics Community
Council as required.



Contribution to regional economic development

Bayer helps small to mid-sized suppliers get in
shape for global competition through a range of
projects designed to put its social and ecological
requirements into practice. Without such partner-
ship, globalization could easily result in further
restriction of development opportunities in less
advanced regions. One of these projects was com-
pleted in 2006 and a new one was started.

Suppliers: Prepared for certification

Under the acronym BIGAS (Bayer CropScience
Integrated Environmental Gains Along the Supply
Chain for Sustainable Agriculture), Bayer Crop-
Science and the Asia-Pacific Roundtable for Sus-
tainable Consumption and Production (APRSCP)
have established an initiative to help suppliers in
the Philippines introduce social and environmen-
tal management systems. This initiative receives
financial support from the German development
financing agency DEG. 24 small to mid-sized agri-
cultural suppliers on the islands of Luzon and
Panay (Visayas) attended a range of seminars
organized by a public-private partnership to help
them prepare for certification under the Filipino
version of British Standard 8555 (PNS BS 8555).
20 of them successfully passed the audit and have
been awarded the certificate. The guidelines for
the introduction of integrated management sys-
tems in agricultural organizations developed dur-
ing the project were a completely new concept in
the Philippines.

Small-scale farmers: “Green World” launched

A similar public-private partnership project named
“Green World” is run by Bayer CropScience and
the German technical development agency GTZ
in Kenya. It aims to train around 150 technical
advisors and small distributors in good agricul-
tural practices, including the responsible use of
crop protection products. Once trained they will
act as multipliers and by the end of 2007 about
4,000 small-scale farmers will have been reached
through this process. The project started in 2006
and is initially planned to run for five years.
Through the Green World project, Bayer Crop-
Science also strives to support farmers and help
them be able to produce more high-quality crops.

The high quality of the yields will increase sales
opportunities and will therefore also improve
their incomes and their livelihood as they will
gain a long-term foothold in the important
Kenyan export business. They will also have a
competitive edge in local markets.

In addition, Bayer signed a Memorandum of
Understanding with Tongji University in Shanghai
in 2006 to found a Chair for Sustainable Devel-
opment and establish a special training program.
Focusing on developing and newly industrializing
countries, students from China and other coun-
tries are to be given management know-how that
is essential for maintaining sustainable develop-
ment processes.
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Sustainability indices and sustainability funds

Bayer is included in a number of indices and invest-
ment funds which only list companies that apply
the principles of sustainable development. This is
an acknowledgement of our corporate strategy. In
addition to purely economic criteria such as return
on investment, a long-term responsible approach
to resources and corporate governance criteria are
important factors for investors looking to invest in
sustainability funds.

In 2006, Bayer stock was again listed on the Dow
Jones Sustainability Index (pys1) World and the Euro-
pean p1s1 STOXX. The company has been included in
both indices as “best in class” since their inception.
In last year’s review of the companies included in
the pJsi, which is performed by the sam Group in
Zurich, Switzerland, Bayer obtained top scores for
environmental protection and compliance with anti-
trust law. It also ranks among the world leaders in
product safety, employment relationships and sus-
tainability reporting among other areas.

We have also been listed continuously on the
FTSE4Good index series since 2001. FTSE, an
independent company established in 1995 by
the Financial Times and London Stock Exchange,
is one of the world’s leading providers of bond
and equity indices. Bayer’s place in the bench-
mark FTSE4Good Europe and FrSE4Good Global
indices was confirmed by the half-year review in
March 2007. These indices list companies with a
particularly good performance in environmental
protection, human rights and social standards.

In addition, in May 2007 Bayer was included in the
new FTSE4Good Environmental Leaders Europe 40
Index. This lists the 40 largest companies in terms
of market capitalization who fulfil the FTSE4Good’s
environmental protection criteria.

As in previous years, in the latest sustainability
reviews by Storebrand (Norway), Bayer is among
the leaders in its sector.

In 2005, Bayer was included in the Climate Lead-
ership Index, the first global index of its type,
which is published by the Carbon Disclosure Proj-
ect. In 2006, we were even rated the best com-
pany in our sector. In the year under review, more
than 200 financial service-providers with assets
under management of more than uss$31 trillion
were involved in the Carbon Disclosure Project.
They use the index as a basis for investment deci-
sions. The index contains the top ten percent of
the world’s 500 largest listed companies.
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“The main priority in
mergers is to ensure
that the new com-
pany has the ability
to make decisions
and take action as
well as to avoid
creating a sense of
insecurity among the
employees.”

Dr. Johannes Riegg-
Stlirm, Professor

of Business Adminis-
tration at the Uni-

versity of St. Gallen,
Switzerland

Focus on Bayer and Schering:

Integrating strong
corporate cultures

The acquisition of Schering AG, Berlin, Germany, for approximately €17 billion

significantly changed the face of the Bayer Group in the past fiscal year. The new

company, Bayer Schering Pharma AG', Berlin, Germany, is one of the world’s

leading companies in the field of pharmaceutical specialties, and as such will

strengthen the HealthCare business and thus the Bayer Group as whole. The key

to economic success here is a smooth fusion process and the ongoing integration

of the two corporate cultures.

Bayer quickly and vigorously embarked on
the integration of Schering right from the first
announcement concerning the acquisition on
March 23, 2006. Bayer integration manager Lam-
bert Courth, who had previously successfully han-
dled the assimilation of Roche’s self-medication
business, underlined the importance of deadline
pressure. He and his team, composed of mem-
bers of both companies, were able to transfer all
key functions into the new organizational and
management structure as of February 1, 2007.
“We’ve been working as one company ever since,”
says Courth.

The goal is joint success

Professor Johannes Riiegg-Stiirm, who teaches
business administration at the University of St.
Gallen in Switzerland, confirms the necessity for
rapid integration: “It would naturally be preferable
to first learn about all resources in detail in order
to make optimal use of them. But the main prior-
ity in mergers is to ensure that the new company
has the ability to make decisions and take action
as well as to avoid creating a sense of insecurity
among the employees.” Courth is convinced that
Bayer has accomplished just that: “We were able
to integrate Schering into the Bayer Group quickly.

Now we are well on the way to developing a coop-
erative, performance-oriented and clearly struc-
tured style of working.”

In order to succeed, it is crucial that everyone
affected be convinced of the new company’s
chances on the market and actively contribute to
the integration process. Professor Riiegg-Stiirm,
who specializes in organizational behavior,
regards the key task as convincing the involved
employees of the strategic reasoning for the
merger. “This reasoning is based on market
demands and customer needs.” The main rea-
sons for a takeover are usually new challenges
in a changing environment, he adds.

Making the integration fair

Bayer estimates that the merger will generate
approximately €700 million in synergy effects per
year. In addition, the company expects to reap
sustained benefits from the expanded product
portfolio and well-filled research and development
pipeline. Right from the start, however, Group
management has pointed out that the merger will
yield not only opportunities but also the need to
eliminate 6,100 jobs worldwide by 2009. Since
fusion processes are associated with hardships



for individual employees, Professor Rilegg-Stiurm
always calls for the difficulties and the opportu-
nities of corporate mergers to be spread across
the entire workforce as fairly as possible. “This
enables the company to lastingly secure its social
capital, i.e. the voluntary loyalty and motivation of
its employees.” Courth can only confirm that state-
ment. Company management remains aware of
this challenge at all times, says the Bayer expert.
And the management will stand by its promise to
make sure that personnel adjustments are socially
compatible and as balanced as possible.

1,500 of the jobs to be eliminated are in Germany.
In March 2007, the Board of Management of the
new Bayer Schering Pharma AG signed a com-
pany agreement with the Works Council. The
agreement is initially valid until late 2009 and
outlines the key points in the socially compatible
elimination of jobs at the Berlin headquarters. It
envisages part-time work plans for older employ-
ees and early retirements, severance agreements
with compensation payments as well as part-time
offers and an internal job center. Added to this
are offers to transfer to new positions within the
Bayer Group. The Group has assured the employ-
ees at Berlin headquarters that there will be no
dismissals for operational reasons before mid-
2008. Nor is there a “winning” or a “losing” side
in the selection of managers for the new Bayer
Schering Pharma AG, according to the integra-
tion specialist. “53 percent come from Schering,
47 percent from Bayer,” says Courth. “I think that
is a very balanced proportion.”

Corporate culture as a success factor

The creation of a sustainable, joint corporate
culture will play a decisive role in the success of
Bayer Schering Pharma. Professor Riiegg-Stiirm
also regards a strong and sustainable corporate
culture, conveyed through mutual respect and joint
strategic challenges and attractive future areas of
activity, as an important requirement for economic
success. A strong corporate culture, according to
Riilegg-Stiirm, is the “life form of an organization’
as expressed in “self-evident factors” such as “day-
to-day approaches of cooperation and manage-
ment applied in dealing with customer requests,
suggestions for improvement and criticism.”

3

The fact that both companies have developed simi-
lar “self-evident factors” is significantly simplify-
ing the integration process, says Courth. These
self-evident factors include basic management
and behavioral principles such as those outlined in
the Bayer Group’s Mission Statement and Sustain-
ability Policy as well as management systems for
environmental protection and work safety. Courth
is therefore convinced that a new “Bayer Scher-
ing Pharma culture” will develop, “uniting the
strengths of both companies. It will be future ori-
ented, committed to business success and inspire
motivation to reach ambitious goals.”

Uniting past tradition and future perspectives
Another goal of the Schering integration is to take
people on both sides “into the new future.” It is
important to honor tradition while at the same
time “taking leave of some things,” underscores
Riilegg-Stiirm. The St. Gallen Professor adds: “Eco-
nomic success depends just as much on employ-
ees’ identification with the company as it does on
their ability to accept new developments.” Dur-
ing an integration process, it is therefore of great
importance to shift focus onto the resources and
strengths of both partners and to emphasize new
possibilities and perspectives. Courth underscores
this point as well: “Discovering common ground
is just as important as a goal-oriented alignment.
This is why we quickly initiated internal projects,
e.g. on Bayer Schering Pharma corporate culture,
in which employees from both companies are
working together, applying their respective meth-
ods in an effort to reach the targets set.”

1) The names “Bayer Schering Pharma” or “Sche-
ring” as used in this publication always refer to
Bayer Schering Pharma AG, Berlin, Germany, or
its predecessor, Schering AG, Berlin, Germany,
respectively. The reference to Bayer Schering
Pharma AG or Schering AG also includes busi-
ness conducted by affiliated entities in countries
outside Germany. Bayer Schering Pharma AG
and Schering-Plough Corporation, New Jersey,
United States, are unaffiliated companies that
have been totally independent of each other for
many years.

“We were able to

integrate Schering
into the Bayer
Group quickly.”
Lambert Courth, in
charge of integrat-
ing Schering into the
Bayer Group
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Freedom.

The scholarship gives me a great deal of freedom. It also provides
me with the extra investment that | need for the different

stages of my clinical studies. My personal highlights certainly
include my time in the Department of Surgery at New York
Downtown Hospital. In my eight weeks here | have been

able to broaden my specialist knowledge and gain an insight into
the U.S. health care system. The positive experience with the
country and its people has reinforced my decision to go abroad

for a period after my exams.

ARASCH WAFAISADE

Medical student,

scholarship from the Bayer Foundations for
an internship at the Department of Surgery at
New York Downtown Hospital, United States



Today’s solutions for
tomorrow’s problems

Bayer develops, utilizes and sells products and processes that enable us and our

customers to use energy and material resources sparingly. A responsible approach

to potential risks is particularly important for us.

Our environmental policy is currently centered
around our commitment to climate protection. In
2006 — the year covered by this Report — we suc-
ceeded in keeping greenhouse gas emissions more
or less constant despite a 4.4 percent increase in
production volume (see page 65).

Bayer is participating in numerous interna-
tional initiatives to support climate protection. In
response to an urgent appeal by the Global Round-
table on Climate Change in February 2007, Bayer
also signed the position paper “The Path to Cli-
mate Sustainability,” which calls on politicians to
define serious, scientifically founded targets for
reducing greenhouse gas emissions in the period
after the expiry of the Kyoto Protocol (2012). It
advocates a globally regulated climate protection
policy that includes all the relevant nations, tak-
ing into account their respective capabilities. The
reduction targets should not endanger economic
development and economic growth. The Global
Roundtable on Climate Change, which includes
not only industrial companies but also many asso-
ciations and scientific institutions, was initiated in
January 2005 by Professor Jeffrey Sachs, Director
of the Earth Institute at New York’s Columbia Uni-
versity (United States).

In January 2007, Bayer and a number of other
companies had publicly launched the project
“3c: Combat Climate Change.” This campaign,
too, aims to limit climate change and sets out to
help politicians set a global framework for cutting
emissions that offers all companies around the
world fair competitive conditions.

Only recently, the Bayer Climate Challenge Pro-
gram was established. It aims to identify solutions
that will enable Bayer to contribute to climate pro-
tection and deal with the consequences of climate
change (see pages 4, 24 and 46).

Energy-saving innovations:

Tried and tested in Europe, introduced in China

In the international research institutions, Bayer
engineers are working intensively on developing
new technologies that lower costs and reduce the
burden on the environment. Bayer MaterialScience
is currently testing, for example, innovative pro-
cesses for the production of two polyurethane
starting products in Antwerp (Belgium) and Dor-
magen (Germany). One is aniline, which is used for
the production of diphenylmethane diisocyanate
(MpI) and toluene diisocyanate (Tbp1). The two pro-
cesses consume up to one third less energy than
their conventional counterparts. The test phase
has been successfully concluded and the processes
will in future be deployed on an industrial scale at
Bayer’s site near Shanghai, China.

The world’s largest hydrochloric acid recycling
unit is under construction in Shanghai. It will be
able to produce 215,000 metric tons of chlorine
from hydrochloric acid every year and will use
the oxygen depolarized cathode technology (0DC).
The plant is scheduled to go on stream in 2008.
A hydrochloric acid electrolysis plant using the
opc technology with an annual capacity of 20,000
metric tons of chlorine already went on stream in
Brunsbiittel in 2003 (see also Sustainable Develop-
ment Report 2005, page 64). The advantage of this



process is the enormous energy saving: Compared
with the established membrane process, the opc
process requires about 30 percent less electricity.
The technical principle corresponds to that of a
fuel cell. By feeding in oxygen gas, the electrolysis
can be performed at a far lower voltage.

We are currently further refining this process
with the support of the German Federal Ministry
of Education and Research (BMBF) to enable us
to also apply the increase in energy efficiency to
the production of chlorine from sodium chloride
(chlorine-alkali electrolysis).

Saving fuel:

Creative solution developed

Our company contributes to climate protection not
only by improving existing processes, but above
all through its innovative products. Polyurethane
insulating materials, for example, ensure that the
amount of energy needed to heat or cool buildings
is significantly reduced. Also, Bayer CropScience
offers numerous solutions for use in the field of
renewable raw materials (see page 24).

Another major challenge in this connection is to sig-
nificantly reduce energy consumption in transport,
because the number of vehicles and the amount of
traffic is increasing at an enormous speed all over
the world. Bayer MaterialScience experts are work-
ing on a particularly creative solution, although it
is initially only suitable for niche markets: In con-
junction with Swiss automotive visionary Frank
M. Rinderknecht and his firm Rinspeed, they have
developed a “glass” concept car with a completely
transparent body and floor made of Makrolon® plas-
tic. The two-seater fuel economy model is called
“eXasis” and was presented for the first time at
the Geneva Motor Show in March 2007 — 40 years
after Bayer first attracted attention in the automo-
tive industry in 1967 with its “K67” concept model,
the world’s first all-plastic car.

The low fuel consumption of the eXasis comes
from Bayer MaterialScience’s exceptionally light-
weight but stable plastics. Nearly every part of the
subgroup participated in the development of the
vehicle, with products such as surface coatings and
polyurethanes being involved.

Customer relations: Competitive advantage
through environmental protection

Sony recently presented Bayer MaterialScience
with the “Excellent Supplier Award.” Bayer Material-
Science is the main supplier of the flame-retardant
polycarbonate blend Bayblend®, which is used, for
example, in flat LCD Tvs. Bayblend’s flame-retardant
packages are free of bromium, chlorine and anti-
mony. In addition, Bayer MaterialScience is listed
with Sony globally as a “Green Partner” under the
so-called “Green Partner Environmental Quality
Approval Program.”
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Greenhouse gas emissions under the international GHG Protocol

To be able to compare the greenhouse gas emissions data from companies worldwide, which had previously
been collected using a variety of different methods, the World Resources Institute (WRI) and the World Business
Council for Sustainable Development (WBCSD) got together to develop an international standard known as the
Greenhouse Gas Protocol (GHG).

The GHG Protocol takes into account not only the direct emissions of a company —i.e. all emissions connected
with its own activities — but also indirect emissions resulting from the generation of electricity and heat by
external suppliers. A third category covers extended indirect emissions from starting products, logistics, the
utilization and disposal of a company’s products, business travel and employee commuting.

A major change has been made to the definition of emissions limits: Conventional reporting is performed for
a company'’s consolidated activities in accordance with its annual report. According to the GHG Protocol, the
greenhouse gas emissions for all previous years must be related to a company’s structure in the current year
and must be retroactively calculated to take account of that structure. By doing this, the GHG Protocol should
ensure that emissions and reductions can always be unambiguously accounted for. This is a challenge insofar
as companies such as Bayer develop dynamically over the course of time: They take over other enterprises, sell
parts of the company or carve out certain operations. Consequently, the greenhouse gas emissions data have to
be recalculated retroactively each time.

Measures to reduce greenhouse gas emissions

Since 1990, Bayer has carried out wide-ranging measures to reduce direct and indirect greenhouse gas emis-
sions. Significant investments and efficiency increases have contributed to this.

Some milestones:

[ Between 1997 and 2002, the chlorine-alkali electrolysis units were gradually converted from the mercury-cell
to the membrane process (reduction: 0.4 million metric tons CO,e/year).

1 Up to 1999, the heat network of the sites was optimized with the aid of the “pinch point method” (reduction:
0.5 million metric tons CO,e/year).

1 In 2000, two outdated coal power plants were closed; since then, the power has been supplied by a modern
gas and steam turbine plant from RWE AG (shift from 1.2 million metric tons direct to 0.6 million metric tons
indirect CO,e/year)

Steps that were taken to reduce emissions in areas of production that now no longer belong to Bayer are, under
the GHG Protocol, eliminated from Bayer’s emissions data reports. Instead, any measures undertaken in newly
acquired companies before their integration into Bayer are covered by the retroactive adjustment of the emis-
sions at Bayer.

Another significant advance made by Bayer with regard to climate protection since 1993 has been the incinera-
tion of the N,O generated in the production of adipic acid, and the utilization of the resultant energy for the
production process (4 million metric tons CO,e/year). In 2005, the plant was transferred to Lanxess following
the carve-out and is now no longer considered in Bayer's figures.

Bayer’s greenhouse gas emissions according to the GHG Protocol
(in million metric tons CO, equivalents)

Greenhouse gas emissions 2004 2005 2006
Direct 4.30 4.06 4.05
Indirect 3.49 3.70 3.85

Total 7.79 7.76 7.90



Solutions for global water management

Efficiency is also the key issue when it comes to
one of our most precious natural resources, water.
At present, some 70 percent of the world’s fresh-
water taken from lakes, rivers and aquifers is used
in agriculture, and the figure is rising. Global
warming will make the water shortage even worse.
Bayer AG’s three subgroups have initiated projects
on sustainable water management in their differ-
ent business units.

At Bayer MaterialScience, a new process has been
developed for the production of polycarbonate,
enabling considerable volumes of process water
to be saved.

Bayer CropScience, too, must adapt to changes in
cultivation methods or in the use of agricultural
crops. To discuss the effects of increasing water
shortages and possible countermeasures, Bayer
CropScience organized a workshop in October
2006 attended by representatives from its many
different departments as well as external stake-
holders.

Bayer CropScience is already involved in numer-
ous projects to foster the efficient use and protec-
tion of water. Here are some examples:

d Providing solutions for healthy plants as these
use water more efficiently,

d Introduction of integrated water protection
methods in the areas of research, development
and product stewardship,

1 Encouraging land management programs to
support better water management.

Supply networks:

Relined with new materials

In the United Kingdom, the provision of adequate
drinking water supplies has become a problem,
especially in the big cities. One of the reasons is
old, leaking water pipes. In London, for example,
one third of the expensively treated drinking water
is lost because of leakages. A new coating system
is now being used to reline damaged drinking
water pipes on a permanent basis (see Sustain-
able Development Report 2005, page 61). Thanks
to this coating, which is based on raw materials

from Bayer MaterialScience, pipelines can be
relined permanently and also very much faster
than before. The modern generation of inliners
was used for the first time in 2005 in maintenance
work in the United Kingdom. In 2006, the technol-
ogy received the Queen’s Award in the “Innova-
tion” category, and, by the end of 2006, had also
proved itself in other projects in Ireland, Norway,
Spain and India.

Pharmaceutical residues in the water:
Investigations continued

Before we launch a new product onto the mar-
ket, we carry out wide-ranging analysis, in the
course of which we investigate its eco-toxicologi-
cal potential for example. That also applies to our
active pharmaceutical ingredients. With the intro-
duction of environmental risk assessments for
the licensing of new drugs in the EU, which has
been obligatory since the end of 2006, the effects
on the environment are now also regulated. We
also evaluate on an ongoing basis active ingre-
dients that are already on the market, especially
hormones, antibiotics and contrast media. Toxi-
cologists and ecotoxicologists at our company are
very much involved in the scientific evaluation of
environmental risks of our active pharmaceutical
ingredients by carrying out research of their own.
Based on present knowledge, there is no reason
to suppose that either the x-ray contrast media or
the antibiotics or hormones constitute any risk to
the environment.
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Responsible handling of potential risks

The REACH Regulation requires all manufactur-
ers and users of chemicals to accept responsibil-
ity for the safe handling thereof. As far as Bayer is
concerned, this means that, for all substances and
preparations we produce, we must provide product
information and recommendations for their safe
handling in all the applications known to us and
should pass this on to downstream users. The same
applies to our suppliers.

In order to implement the necessary registra-
tion, evaluation and, if necessary, authorization of
chemicals in line with the Regulation, the Group
Management Board is planning an internal Direc-
tive entitled “REACH Implementation in the Bayer
Group,” which will come into force in 2007. It will
define responsibilities and necessary organizational
and infrastructure conditions and give recommen-
dations for implementation.

Pharmaceuticals, crop protection products and
biocides are exempt from the compulsory legis-
lation under the EU REACH legislation passed in
December 2006 because they are already subject
to their own comprehensive licensing regulations
(see page 30).

Environment and health strategy:

Prepared for dialogue

The European Environment and Health Strategy
published in June 2003 sets out to determine on
a broad basis any connections between environ-
mental influences (e.g. chemicals) and health
impairments. This gave rise to the SCALE Initiative,
which focuses on children as a particularly sen-
sitive section of the population. SCALE stands for
“Science, Children, Awareness, Legal instruments,
Evaluation.” In the first step, which is scheduled to
last until 2010, the initiative will focus on gaining
a better understanding of the causes of respiratory
diseases, asthma and allergies, and cancer as well
as development anomalies and hormone malfunc-
tions in children. This year, the European Commis-
sion will publish an intermediate report. So far, the

priority has been on collecting data, but the phase
of political evaluation and implementation is now
about to begin.

With its product portfolio, Bayer contributes in
many ways to improving the living conditions
of children. Moreover, Bayer shares the opinion
of the European Commission that evaluating the
effects of industrialization and industrially manu-
factured substances is an important step towards
safeguarding the health of children. We are con-
vinced that this should be done on the basis of the
existing risk assessments, which contain all the
necessary elements to ensure the safe handling of
chemical substances. At the same time, it is impor-
tant, in the scientific studies on possible risks such
as for children’s health, to take account of all the
key aspects. Through its commitment to many pro-
grams like the international chemical associations’
Long-Range Research Initiative, Bayer is partici-
pating in important research projects in this field.

An important part of any product development is
the evaluation of the benefits and possible risks
of a new technology or a new product. Bayer
has been involved, for example, for a long time
in safety research in the field of nanotechnol-
ogy. Through its active membership of industrial
associations — Bayer is a founding member of the
DECHEMA working group “Responsible Production
and Use of Nanomaterials” — and its participation
in publicly sponsored projects, the company is
amassing a wealth of fundamental knowledge in
this field. In Germany, it is involved in two ongo-
ing projects, NanoCare and TRACER. Both projects
are supported by the German Federal Ministry
of Education and Research (BMBF) as part of its
“WING” initiative (“Materials Innovations for Indus-
try and Society”) and focus on the safety aspects of
nanomaterials. In addition, Bayer MaterialScience
is currently implementing a product stewardship
program for carbon nanotubes, Baytubes®, in
which their mode of activity is being analyzed and
clarified. This will make an important contribution



to the further development of the test methods
needed to ensure product safety.

Environmental compatibility:

New concept for sustainability check

Based on our experience with the Bayer Eco-
Check introduced in 2000 for assessing prod-
uct risks, we are developing a new tool that will
enable us to present our activities on sustainable
development in an overall context and thus track
the changing demands of our stakeholders.

Added together, the many measures implemented
throughout the company make an important con-
tribution to easing the burden on the environment.
Bayer is active in a number of fields. For example,
the media services provider Dynevo (a subsidiary
of Bayer Business Services) has been certified by
the Forest Stewardship Council (Fsc) and the Pro-
gram for the Endorsement of Forest Certification
Schemes (PEFC), and can now offer its custom-
ers the printing of publications on FSC/PEFC-certi-
fied paper. In return, Dynevo had to prove that
the company is able to track every single stage of
the production of printed media printed on cer-
tified paper — from the forest enterprise via the
paper manufacturer and paper wholesaler to the
consumer.

Genetic engineering:

Product safety ensured

Safety and environmental compatibility are the
overriding considerations for our genetically engi-
neered products, too. We do not sell such products
or processes unless their safety and environmental
compatibility can be ensured to the extent made
possible by state-of-the-art science and technology.
This is the commitment expressed in our “Policy
guidelines for responsible use of genetic engineer-
ing,” which were issued in 1998 and revised most
recently in 2006/2007.

Kogenate® from Bayer HealthCare is one example
of a successful health care product that has been
produced for many years using genetic engineer-
ing methods. This drug product for the therapy of

hemophilia contains over 2,300 amino acids and
is the most complex protein molecule being manu-
factured using this technology.

Our canola seed, sold under the brand name
InVigor®, demonstrates convincingly that plant
biotechnology is safe; it has held a leading posi-
tion in growing regions in North America since it
was launched ten years ago. This seed, developed
by Bayer CropScience, combines high yields and
tremendous resistance to disease and unfavorable
weather conditions with LibertyLink herbicide
tolerance, and has become the most successful
canola variety in the United States and Canada.
Moreover, strong demand in the food industry for
oil pressed from InVigor® canola is being driven
by its positive nutritional profile.

High-quality canola oil with tailored properties is
not only a useful component in a healthier diet but
also points the way to solutions for increasingly
urgent questions surrounding the future, such
as climate protection and raw material supply
issues. Against this background, research activi-
ties at Bayer CropScience are focused particularly
on increasing yields — also under difficult climatic
conditions — and developing plants which can pro-
vide energy.

Sustainable farming:

A balance between economy and ecology

The aim of the products supplied by Bayer Crop-
Science is to increase the productivity of crops,
improve their quality, and reduce loss of yield
due to pests, diseases and weeds. In this way, the
company can contribute to making optimal use of
natural resources like soil and water, thus creating
an efficient agricultural basis for a healthy food
supply. The principle of integrated crop manage-
ment, which Bayer CropScience supports, helps
to further this goal. Its objective is to combine cul-
tivation techniques, crop rotation, the selection of
crop varieties, fertilizers, crop protection products
and harvesting techniques in a way that best suits
the individual location. This also means for crop
protection that biological, biotechnological and



chemical methods of pest and weed control must
be used in concert with each other. Chemical crop
protection is used in a very targeted way. Land
use in the context of integrated crop management
helps to maintain and establish habitats, for exam-
ple by encouraging the creation of field margins,
which in turn leads to sustained biodiversity.

Crop protection products:

Support in dealing with obsolete stocks

Large quantities of obsolete pesticides have accu-
mulated particularly in those countries where
procurement was governed by planned econo-
mies rather than in response to farmers’ needs. In
Africa, many stocks are left-overs from pesticide
donations provided under international develop-
ment assistance programs, often decades ago.
The products come from a variety of manufactur-
ers. Bayer CropScience has played an important
part in ensuring that over 10,000 tons of these
obsolete crop protection products have been dis-
posed of safely since 1990.

Further progress is expected to be achieved by the
“Africa Stockpiles Programme.” This 15-year multi-
stakeholder project, in which the World Bank, the
UN Food and Agriculture Organization, the UN
Environment Programme, the conservation orga-
nization wwr, the non-governmental organization
PAN (Pesticide Action Network) and industry are
involved, is intended to help with the disposal of
obsolete pesticides from Africa. A meeting of all
stakeholders, at which Bayer CropScience was
also represented, was held in September 2006 in
Cape Town, South Africa. Future action and spe-
cific measures to be taken were determined for
the seven designated priority countries: Ethiopia,
Mali, Morocco, Nigeria, South Africa, Tanzania
and Tunisia.

Animal studies:

Reduced as much as possible

Studies involving animals — mainly rats and mice —
are legally stipulated and will continue to be an
indispensable part of developing safe new active
substances and products. The requirements of the

EU’s new REACH Directive in fact reinforce the need
for these studies. This subject concerns all three
Bayer subgroups. The company is part of a broad-
based industrial coalition whose aim is to improve
the welfare of animals used in studies and to con-
tinue reducing the number of animals used in each
test (see also the Sustainable Development Report
2005, page 36).

Erapharm (Environmental Risk Assessment of
Pharmaceuticals) is a project supported by the
European Union. Experts from Bayer Schering
Pharma, Berlin, Germany, are involved in the
project as scientific advisors. The emphasis is on
identifying potential environmental risks associ-
ated with human and veterinary pharmaceuticals.
The first results of the project will be presented at
a conference in September 2007. The long-term
impact of hormones is another important topic.
Bayer Schering Pharma is carrying out ecotoxi-
cology studies with fish to establish the effect of
hormones on their development and reproduction.
The objective of these studies is to evaluate con-
centrations of these substances which are relevant
to the environment as they can be transferred to
surface waters from effluent cleaning plants. Estro-
gens have been characterized in detail, and studies
are now being expanded to cover progestins.

Germany:

Current topics from the Chemical Parks

The Trianel Group is planning, on behalf of public
services and regional utilities, to build a coal-fired
power plant in the Krefeld-Uerdingen Chemical
Park. It will supply the Chemical Park with process
steam and electricity, and local households and
companies in the region with electricity. The bene-
fit of combined heat and power units is their effici-
ent, environmentally friendly generation of energy.
When the project is finished, two older coal furnaces
in the Chemical Park will be able to be switched off.
The new power plant will have higher efficiency,
better energy yield and — in relative terms — lower
CO, emissions. The power plant will thus make an
active contribution to climate and environmental
protection. In the region, it could help to safeguard



the competitiveness of the site and thus help to save
jobs. The permit procedure has been initiated by
the Trianel Group.

Carbon monoxide (CO) is an important chemical
building block. Bayer needs it to manufacture
high-grade materials. To ensure a reliable supply
of raw materials, Bayer MaterialScience has decid-
ed to build a 70 km pipeline for transporting car-
bon monoxide gas between the Chemical Parks
in Dormagen and Krefeld-Uerdingen. To ensure
safe operation of the pipeline, comprehensive safe-
ty precautions, a modern leakage alarm system
and an emergency response plan will be put in
place. Not only do these precautions go beyond
the legally required level, the pipeline will also
contribute to reducing emissions: With the aid of
modern production processes, CO, generated in
the Dormagen Chemical Park can be used for CO
production and, for example, fed to the production
plant in Krefeld-Uerdingen. This means an annu-
al saving of 70,000 metric tons of CO, emissions.
In addition to this, the pipeline will enhance the
competitiveness and safeguard the future of the
Chemical Park. In February 2007, Bayer received
official approval for the plans to build the pipeline.
The aim is to have the CO pipeline up and running
before the end of this year.

Mercury:

Solution to a global problem

The increasing mercury content of the atmosphere
is becoming a serious problem throughout the
world, because the concentration of this toxic
heavy metal is increasing by around 1.4 percent a
year. More than 70 percent of it nowadays stems
from the gases generated by industrial combus-
tion processes (primarily coal), and less than
30 percent from natural sources.

To remove mercury from flue gas, use is generally
made of activated carbon filters at the end of the
flue gas treatment operation. However, the pro-
cess is rather cost-intensive and, even in modern
German power plants, reduces the mercury output
by only 70 percent. In contrast, the Environmen-

tal Services Business Unit of Bayer Industry Services
has been using a process of its own in its incinera-
tion plants that eliminates up to 99.9 percent of the
mercury from the flue gases. The process is highly
effective and also relatively inexpensive, with the re-
sult that this innovation from Bayer Industry Services
has been put forward for the German Environmental
Award 2007.
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“Companies can
and must solve the
problems by becom-
ing increasingly
energy-efficient and
developing new
technologies.”

Matthias Machnig,
State Secretary at the
German Federal Minis-
try for the Environment,
Nature Conservation
and Nuclear Safety

Focus on climate protection:

Improving energy efficiency
with Bayer materials

Climate change is developing into one of the biggest threats to man and the environ-

ment. Bayer has been well aware for many years of the need to act, and is constantly

striving to reduce greenhouse gas emissions in all its production processes. A far

greater role with regard to climate protection, however, is played by some of the

modern-day materials produced by Bayer MaterialScience that help to minimize the

amount of energy consumed in buildings, appliances and vehicles.

Matthias Machnig, State Secretary at the German
Ministry of the Environment, speaks of “historic
resolutions” when asked about the European cli-
mate protection targets. The EU has resolved to
cut its emissions by the year 2020 to 30 percent
below their 1990 level. Machnig is convinced
that Germany, as Europe’s largest industrial
nation, can assume a pioneering role in this:
“The successes achieved by German industry in
the field of energy efficiency show that invest-
ments in climate protection are well worthwhile
from both an ecological and an economic point
of view.”

Peter Vanacker, a member of the Executive
Committee of Bayer MaterialScience and Head
of the Polyurethanes Business Unit (PUR), can
categorically confirm this: “Through our global
environmental management system, we have
been able to considerably reduce absolute and
specific energy consumption.” Climate protec-
tion is not just a benchmark of the responsibility
for tomorrow, underlines Vanacker, “because we
also lower our energy costs in the process.” This
is not exactly an unimportant argument, because
chemical production is highly energy-intensive:
At present, the provision of energy accounts for
around five percent of overall production costs
worldwide.

For the next few years, Bayer has therefore set
itself an important goal: By 2015, the specific
energy consumption and therefore also the vol-
ume of specific greenhouse gas emissions per
metric ton of product sold will be cut by a fur-
ther ten percent (based on 2005). One key area
of investment will be that of gas phase phosgena-
tion. “With this innovative process for the last
reaction step in the production of toluene diiso-
cyanate (TDI), we can achieve energy savings of
around 40 percent,” explains Vanacker. TDI is
a key raw material in the production of flexible
polyurethane foam, which is used throughout the
world in enormous volumes. “In addition to this,
we are continuously optimizing our conventional
production processes,” continues Vanacker, “for
example through the use of waste heat to gener-
ate steam.”

Climate protection: A growing market

Yet the positive economic effect of climate protec-
tion is not restricted to improved ecology in pro-
duction. In fact, the demand for new technologies
and materials is opening up new markets for inno-
vative companies: “Market studies carried out by
strategy consultants Roland Berger put the world
market volume for energy efficiency technolo-
gies at around €450 billion,” says Matthias Mach-
nig. “This shows that the assumption that growth



is bad for the environment is simply outdated:
Companies can and must solve the problems by
becoming increasingly more energy-efficient and
developing new technologies.” Peter Vanacker
also sees such opportunities: “Our products can
make a major contribution to slowing down cli-
mate change. Bayer MaterialScience, in particular,
supplies materials that help to reduce power con-
sumption in buildings and transport” — two areas
to which State Secretary Machnig also attaches
considerable importance: “In the entire build-
ing heating sector, at least 40 million metric tons
of co= a year can be saved throughout Germany
through building modernization and renovation
measures.” The German government therefore
quadrupled its subsidies for improving the energy
efficiency of buildings to €1.4 billion in 2006.

Plastics enhance energy efficiency

Against this background, Peter Vanacker says that
the most important product in the Bayer portfolio
with regard to climate protection is raw materials
for rigid polyurethane foam, which has been suc-
cessfully used for many years to provide highly
effective insulation in refrigerators, pipelines and
buildings. The Bayer expert sees enormous mar-
ket potential above all in the growth markets of
Asia, the Middle East and eastern Europe.

“Since the manufacture of some of these materials
uses up considerable amounts of energy,” says
Matthias Machnig, “it is important to look at the
entire lifecycle of the product. After all, six per-
cent of the crude oil consumed in Germany goes
into the production of plastics.” In turn, however,
a large proportion of these plastics serves to
reduce energy consumption. In the case of poly-
urethane, the lifecycle assessment is extremely
positive: Vanacker estimates that the reduction of
C0= emissions attributable to polyurethane insula-
tion currently in place is at least 90 million metric
tons a year.

In future, the field of application for polyure-
thanes will expand. For example, Bayer is
working on processes for the more economical
production of photovoltaic modules. “At present,
the encapsulation of the solar cells in an alumi-
num frame accounts for around 30 percent of the

selling price of solar panels,” explains Vanacker.
“This problem could be alleviated by using a time,
cost and energy-saving frame made of Bayflex®
polyurethane foam.” In addition, Bayer is switch-
ing over increasingly to the use of renewable raw
materials, for example in the production of poly-
ols, an important raw material for polyurethane.
Some polyols already contain up to 25 percent
sugar. “Fairly recently, successful trials have also
been performed with the introduction of veg-
etable oils so that the content of renewable raw
materials in some polyol grades could in future
be increased to as much as 60 to 70 percent,”
adds Vanacker.

Fuel savings through lightweight materials

The second concern of climate protection experts
is the worldwide increase in public and goods
transport. In Germany, vehicles already account for
around one fifth of total carbon dioxide emissions.
The German Federal Environment Ministry wants
to stimulate innovation in vehicle engineering at
a European level: “The average cO2 emissions of
new cars should be lowered by an EuU Directive
to 130 g co= per kilometer by 2012,” says State
Secretary Machnig.

Since the weight of a vehicle has a major influ-
ence on its fuel consumption, it opens up an
enormous field of activity for Bayer: “We are
performing intensive and successful research
on new lightweight, high-performance plastics
that further reduce the weight and thus the fuel
consumption of vehicles,” explains Vanacker. For
every 100 kg of weight saved, consumption goes
down by up to half a liter per 100 km.

“Our products can
make a significant
contribution to
slowing down
climate change.”

Peter Vanacker, member
of the Executive
Committee of Bayer
MaterialScience and
Head of the Polyure-
thanes Business Unit
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Prize-winner.

The Otto Bayer Prize is one of the most renowned

awards for scientists in Germany. Now to be among the
winners fills me with pride and gratitude. Such awards are
more than ever proof that basic research is receiving
sufficient recognition. | very much hope that our advances
in catalysis research will also help develop new active
ingredients. The possibility of now being able to

produce a natural anti-tumor substance synthetically is

a good start.

PROFESSOR ALOIS FURSTNER
Director at the Max Planck Institute

for Carbon Research, Mulheim an der Ruhr;
awarded the Otto Bayer Prize in 2006



Respecting, challe
supporting people

nging and

Bayer is a socially responsible company that respects and applies all international

labor standards and offers its workforce a wide range of attractive additional ben-

efits. Our CSr activities are also recognized worldwide.

Bayer’s dynamic human resources policy was
reflected in a number of far-reaching changes in
2006. In addition to mastering the biggest chal-
lenge - the integration of the employees of Scher-
ing, Berlin, Germany, into the Bayer Group (see
page 34) — we adopted a Group-wide “Bayer
Human Rights Position” in May 2007 (see page 52)

Employees by region (Dec. 31, 2006)
Total 106,000

Latin America/ '
Africa/Middle East 13,700

Europe 57,800

North America 17,200 |

Asia/Pacific 17,300 |

that was developed in harmony with our Sustain-
able Development Policy. This document estab-
lishes a foundation for the working conditions of
our employees and specifies positions on matters
such as harassment at the workplace, discrimina-
tion or child labor. We have also reorganized our
human resources system across the Group. As a
result, the following functions will be introduced by
the end of 2009:

O “Human Resources Self Services” enable em-
ployees, for example, to use the intranet to
change their own personal data, register their
vacation dates and take advantage of company-
sponsored social benefits and continuing edu-
cation offers. This significantly simplifies these
processes for the employees.

O Regional “Human Resources Shared Service
Centers” (HR sSCs) serve as direct contact
points for employees in all personal matters,
and thus considerably shorten information
paths in many cases.

Q In the individual Bayer Group companies, “Hu-
man Resources Business Partners” have been
advising management on strategic issues since
October 2006. This ensures a close link be-
tween the new human resources organization
and the operating units’ needs.

Q Since October 2006, four “Human Resources
Centers of Expertise” integrated into the Cor-
porate Center have developed strategies, con-
cepts and instruments for all areas of the Bayer
human resources organization. They ensure a
globally uniform human resources policy.



We reached an important milestone in October
2006 with the launch of the Shared Service Center
Europe (ssc Europe). The staff at the ssc in
Leverkusen will initially be responsible for recruit-

ment, payroll accounting, foreign transfers, perfor-
mance evaluations and continuing education in
Germany. It is planned for the ssc Europe to suc-
cessively assume additional tasks for the Bayer
Group in Germany and other European countries
beginning in 2008. In April 2007, the ssc for
America was successfully launched in Pittsburgh.
The respective launch in Asia is planned for
2008/2009.

Employees’ rights at Bayer:

Established worldwide

At all international Bayer sites, employees have the
right to elect their own representatives. Around
the world, the working conditions of roughly two
thirds of our employees are bindingly established
in collective or company bargaining agreements.
This applies to the approximately 41,000 employ-
ees in Germany, for example, who with only a few
exceptions are subject to the collective bargaining
agreements of the chemical industry. In Brazil, the
conditions for all of our employees are based on a
collective bargaining agreement, while this applies
to 90 percent of our Chilean workforce and 85 per-
cent of our employees in Venezuela. In the Neth-
erlands, on the other hand, there is no collective
bargaining agreement negotiated by unions; here,
working conditions are agreed directly between
management and the works council. These exam-
ples show that Bayer respects the employees’ rep-
resentatives as working partners.

Supplementing the national employee representa-
tion bodies, the Bayer European Forum (BEF) was
established in 1992 as a platform for social dia-
logue between the employer’s and employees’
representatives from the European Bayer compa-
nies (see the Sustainable Development Report
2005, page 47). In 2002, the Forum adopted a
social charter that defines minimum social stan-
dards for Bayer employees around the world. In
November 2006, Bayer adopted a comprehensive
Declaration on Diversity (see page 52).

Vocational training opportunities:

Agreed targets exceeded

In the context of a vocational training initiative
sponsored by the German government, the social
partners of the chemical industry signed the col-
lective bargaining agreement “Future Through
Vocational Training” in 2003. According to the
terms of this agreement, the companies agreed to
increase the number of vocational training slots by
seven percent through the end of 2007. The Ger-
man chemical industry had already exceeded this
target by 2006, increasing the corresponding fig-
ure by eight percent. Bayer played a role in this
achievement in 2006 in Germany, employing more
than 3,000 trainees at the German sites and with
its German affiliates. Including the trainees at our
sites outside Germany, the total number of train-
ees is well above what we actually need, at nearly
3,100. We also established 30 additional voca-
tional training positions in 2006 as a contribution
to the national pact between the German govern-
ment and industry as regards vocational training
and the development of young managers. Includ-
ing the approximately 140 Schering trainees,
about 1,050 young people began a vocational
training course at Bayer in the summer of 2006.
Thus we continue to fill more vocational training
positions than the company requires to cover its
own needs. For trainees to whom we are unable
to offer a permanent employment contract, we
provide active support in the search for a job
through our trainee pool and the Bayer subsidiary
job@ctive.

In the context of the Marketing and International
Business Studies (MIBS) program, approximately
20 trainees each year take part in a course of study
outside of Germany. In addition, about 20 trainees
annually take part in exchange programs at Bayer
Group companies outside Germany as part of their
training.
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Bayer Human Rights Position

International framework and corporate management

Bayer supports the United Nations” Universal Declaration of
Human Rights and a number of globally recognized declara-
tions for multinational enterprises’. We also fully endorse the
principles of the United Nations Global Compact initiative.
Promoting human rights standards internally and throughout
all of Bayer’s business operations is in line with our company’s
Values and Leadership Principles and our Sustainable Devel-
opment Policy. Bayer’s commitment to foster the implementa-
tion of human rights is supported through our Program for
Legal Compliance and Corporate Responsibility. It is in effect
in all Bayer locations and it applies to Bayer’s business opera-
tions worldwide.

We will use this position as a framework to guide our decision-
making and constructive engagement within our sphere of
influence, while the responsibility of the governments of the
various countries for protection of human rights is respected.

Employees: Working conditions

We provide our employees with fair and competitive compen-
sation and benefits. Our wages meet or exceed local market
conditions and thus ensure an adequate standard of living for
our employees and their families. Our compensation systems
are linked to company and individual performance. Pension
provision is a key element of our total compensation packages
worldwide.

We encourage our employees to fully utilize their potential by
offering ample training and education opportunities. Access to
qualification and training measures is based on the principle
of equal opportunities for all employees.

We comply with all applicable laws and agreements on work-
ing time and paid leave. We respect the right to rest and lei-
sure, including vacation with pay, and the right to family life,
including maternity leave. Where possible we will aim to offer
more flexible work patterns to enable our employees to bal-
ance company with personal demands.

Harassment and discrimination

Equal treatment of all employees is a fundamental principle of
our corporate policy. No person is to be unfairly disadvan-
taged, favored or ostracized because of ethnic or racial status,
color, nationality, descent, religion, caste, gender, age, physi-
cal characteristics or appearance, sexual orientation, union
membership, political affiliation, HIV/AIDS or parental status.
Harassment of any kind is forbidden. We expect our employ-
ees to be friendly, objective and fair in their dealings with col-
leagues and third parties. Under comparable prerequisites, we
provide equal pay for equal work.

Freedom of association and collective bargaining

We are committed to an open and constructive dialogue with
our employees and their representatives. Our employees are
free to join organizations of their choice that represent them.
These organizations may engage in collective bargaining
according to the applicable legal regulations. At all Bayer sites
worldwide, employees have the right to elect their own repre-
sentatives. Employees who act as representatives are neither
disadvantaged nor favored in any way. In locations where
employees have decided not to appoint representatives, we
will ensure direct and open communication between employ-
ees and management.

Child labor

We follow a clear ‘zero tolerance to child labor’ policy in our
business operations worldwide. We do not tolerate child labor
in our supply chain either, where we take action against known
cases of violations. Our efforts to fight against child labor are
consistent with the ILO’s? (International Labor Organization)
core labor standards and the United Nations Global Compact
principles.

Health and safety

We ensure uniformly high health protection, safety, environ-
mental protection and quality standards (HSEQ) at our sites
through the implementation of appropriate management sys-
tems. HSEQ regulations are consistently applied worldwide to
minimize the occurrence of accidents and incidents. Experts
on occupational safety support line management in preventing
illnesses and accidents by implementing appropriate mea-
sures. Our sites offer their employees an ample range of health
care services, including measures going beyond health care at
the place of work.

Bayer strictly believes that the respect for people is mandatory
for business excellence. With this position we confirm our
commitment to internationally recognized principles in the
areas of human rights and labor conditions. We expect the
conduct of our employees and business partners worldwide to
reflect this commitment.

" e.g. “Tripartite Declaration of Principles concerning Multinational Enter-
prises and Social Policy” of the International Labor Organization (ILO),
“Guidelines for Multinational Enterprises” of the Organization for Economic
Cooperation and Development

2 Minimum Age Convention 1973; (No. 138); Worst Forms of Child Labour
Convention, 1999, (No. 182)



Embracing equal opportunity

Our most important principles include equal
opportunity for all employees at Bayer. In October
2006 in Warsaw, Poland, the leadership of the
Bayer European Forum adopted the “Declaration
on Diversity at Bayer,” in which all participants
once again pledged their commitment to actively
promote equal opportunity. The document thus
once again underscores the principles of the Social
Charter of 2002 and the Values and Leadership
Principles of Bayer AG: The selection and advance-
ment of our employees are determined solely
according to their specialist qualifications, devel-
opment potential and individual performance. The
principle of fair and equal treatment for all employ-
ees is also an integral element of the new “Bayer
Human Rights Position.”

Our special joint employer-employee committee,
in which representatives of the company and the
workforce from all German sites and subgroups
participate, also provides important impulses for
equal opportunity (see the Sustainable Develop-
ment Report 2005, page 45). The effectiveness of
this and other equal opportunity initiatives is dem-
onstrated by accolades such as the award pre-
sented by the organization “Total E-Quality.” In
October 2006 —as in 1997, 2000 and 2003 — Bayer
was once again honored by this independent orga-
nization for its efforts to promote equal opportu-
nity at the workplace for women and men. The
jury was particularly impressed with the compa-
ny’s gender-specific analysis of performance eval-
uations and its offer of flexible worktime models.

The German Equal Opportunity Act (AGG) came
into force in August 2006. We took this as an
opportunity to offer web-based training on this
matter to all managerial staff in Germany.

In the United States, Working Mother magazine
each year publishes an analysis of how companies
help employees to balance career and family
demands. In October 2006, our U.S. subsidiary for
the fourth time placed among the country’s top
100 employers for working mothers. Bayer Corpo-
ration received top marks for childcare and in the
categories “Family-Friendly Programs” and “Cor-

porate Culture.” The wide range of services offered
by Bayer in the United States to employees with
children include childcare and learning aids, as
well as teleworking and part-time employment
models.

The President and cEo of Bayer MaterialScience’s
U.S. subsidiary was personally honored for his
efforts to promote equal opportunity for the dis-
abled: In February 2007, Greg Babe received the
Tony Coelho Award, which is presented by Bender
Consulting each year in the United States to a per-
son from industry or politics who displays a par-
ticular commitment on behalf of people with
disabilities.

Despite numerous acknowledged achievements
and strict internal Bayer Group standards, we aim
to improve further in the future. The last two man-
agerial employee surveys provided us with valu-
able information about existing deficiencies and
with proposals for change. We therefore are once
again planning to carry out a survey of our more
than 10,000 managerial staff worldwide in 2007.
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Exemplary working conditions worldwide

Our employees are essential to the success of our
company. That is why, along with ensuring equal
opportunity for our employees, we regard the indi-
vidual advancement of their potential and the bal-
ancing of career and private goals as the crucial
basis of our personnel development at all Bayer
sites, including those in developing and newly
industrializing countries. We received numerous
national and international accolades in 2006 that
testify to the successful implementation of these
and other principles.

We received two awards in Asia, where we have
been steadily expanding our business activities for
a number of years. For example, the Corporate
Research Foundation named Bayer one of China’s
best employers in 2007. An international jury had
previously closely examined the working condi-
tions, compensation systems, employee develop-
ment and corporate culture of selected employers
in the boom region of Shanghai.

Bayer is also one of the most popular companies
in Indonesia. For the second time, we took second
place in a survey on “Indonesia’s Most Admired
Companies 2006.” BusinessWeek magazine asked
about 1,500 managers, investors and journalists to
rate companies with respect to the aspects quality,
performance, Responsible Care and attractiveness
as an employer.

We also believe that our role as a responsible
employer involves providing our employees around
the world with a high level of social safeguard. Our
employees in every country in which we are pres-
ent are health-insured according to the respective
national laws. Wherever a state-run health care
system is not in place or can only guarantee basic
care, we endeavor to provide our employees with a
higher standard of care. In Romania, for example,
Bayer has signed an agreement with a private hos-
pital administrator to provide modern basic medi-
cal care to our employees via these facilities. Bayer
assumes the costs for this care.

In Brazil, too, Bayer assumes the costs of basic
medical care for all its employees. We also offer a

more extensive medical care model in that country
in connection with an employee contribution com-
ponent. In Spain and Portugal, we supplement the
benefit range of the national health system with
accident insurance for all Bayer employees.

Significantly more than 80 percent of all Bayer
employees worldwide have access to the company
pension benefits of their employer, usually in addi-
tion to their state pension system. In countries
where we maintain a large workforce, such as Ger-
many, the United States, Brazil and Japan, the
share of employees with company pensions is
even higher, at almost 100 percent. Some of these
pension systems involve mandatory contributions
by the employees, while others involve a voluntary
commitment. In Germany, for example, the
employees are obligated to contribute to payments
into the company pension funds.

Shaping growth socially:

The Chinese example

Our successful human resources policy in develop-
ing and newly industrializing countries is based on
intensive dealings with the economic, political and
cultural aspects of these countries. This also
applies to the People’s Republic of China, which
for a number of years has been of central impor-
tance within our business strategy and as a pro-
duction base. Our Bayer MaterialScience subgroup
in particular is currently considerably expanding
its production capacities there. At the Shanghai
Chemical Industry Park alone, we will invest
roughly €1.8 billion through 2009 — more than at
any other site outside of Germany.

The massive build-up of production capacities in
China of course also involves rapid growth in the
size of our Chinese workforce. In recent years, the
number of staff in China has increased by approx-
imately 30 percent a year — from about 2,000 to
currently 6,000 employees.

All of these employees have access to both state
and company health insurance, as well as addi-
tional social benefits. For example, our Chinese
employees are also paid wages on national holi-



days, and we have set up bus transfers to their
places of employment, which in many cases lie a
great distance from residential areas. In China as
in all other countries, of course, working hours are
established contractually; our employees there
work 40 hours a week.

The strict observation of the respective labor law
framework is, of course, obligatory for us in China
as well. We have defined internal rules and stan-
dards for personnel management to supplement
the labor law regulations existing in that country.
For example, we have implemented a China-wide
human resources governance code that estab-
lishes the fair, open and just treatment of all
employees. Furthermore, we endeavor to intro-
duce the Chinese employees to our corporate val-
ues in a gradual process. In this context, we
proceed very carefully, taking into account unique
cultural aspects. The cooperative management
style practiced at Bayer changes antiquated mind-
sets, enables participation and thus heightens the
employees’ motivation and loyalty. The low rate of
employee fluctuation in China testifies to the suc-
cess of a human resources policy oriented around
local circumstances, such as we practice in many
other countries.

The situation at our Chinese sites also serves as an
example of our high global standards in the areas
of occupational safety, environmental protection
and sustainable development, which always satisfy
or even exceed statutory requirements. For exam-
ple, the Health, Safety and Environment (HSE)
teams that we have introduced throughout China
are not required by law. The activities of these
teams represent an important contribution to the
safety of our employees and the communities sur-
rounding our sites.

In order to provide our employees with optimal
support, we maintain a continuous commitment to
their vocational training and continuing education.
This naturally also applies to our employees in
China, where we offer course programs that are
specially tailored to all employee groups. New
employees are first familiarized with our corporate
values, the most important processes and our busi-
ness ethics. The entire spectrum of continuing

education measures is open to the employees:
from languages through technical and social skills
to management expertise. Since 2002, Bayer has
cooperated closely with local institutes of learning
as regards the training of future employees. In a
special Bayer class at Shanghai Petrochemical
Academy, Chinese school graduates receive well-
founded vocational training according to German
curricula. This vocational training model provides
all participants with numerous advantages: The
students receive systematic vocational training,
thus laying a strong foundation for their further
career development. Furthermore, the attractive
training system improves the facilities and appeal
of the learning institute and Bayer gains qualified
specialists for its ultra-modern production facili-
ties. In addition, Bayer in this way makes an
important contribution to the transfer of knowl-
edge as regards vocational training and industrial
production.

Multi-stage program:

Measures to address child labor

Child labor is a very emotional matter in the context
of which Bayer was just a few years ago subjected
to criticism from certain non-governmental organi-
zations. In 2002, Bayer CropScience bought the
Indian seed company Proagro as part of the Aventis
CropScience acquisition. As is customary in India,
Proagro entrusts the production of its hybrid seed
to farmers in whose fields seed for high-quality
hybrid plants is produced by the hand pollination of
two parental lines. Proagro is confronted with the
problem that this task is often completed by girls
and boys who — despite the government’s compul-
sory education policy — are forced to contribute to
the modest income of their needy families at the
expense of their own school education.

Bayer strictly rejects child labor, as it contradicts
the company’s values and principles and our
Human Rights Position. Just a year after the Pro-
agro acquisition, therefore, Bayer CropScience
began developing a multifaceted program of initia-
tives aimed at protecting children and combating
poverty in India.

The program is based on a clear ban on child labor
as well as on continuous information campaigns



aimed at changing attitudes among farmers, par-
ents, children and members of the village commu-
nities. Farmers who produce cotton seed for Bayer
CropScience must agree in their supply contracts
not to employ children as laborers. Production
without child labor is publicly rewarded.

The process begins anew each planting season. In
order to ensure continuity, a graduated system of
financial incentives and sanctions strengthens the
honoring of contracts over a period of several
planting seasons: The company pays a bonus on
the purchase price that amounted to five percent
in the 2005/2006 season and 7.5 percent in
2006/2007. Violations of the ban on child labor are
met with graduated penalties which range from
spoken warnings to cancellation of the contracts.
These measures are clearly communicated to
the farmers before the season begins. At the
same time, they receive technical and financial
support in the form of training measures to
increase their productivity and thus also their prof-
itability, advanced training in the proper handling
and use of crop protection products and the oppor-
tunity to receive small loans at favorable condi-
tions.

A further key element of Bayer CropScience’s
multi-layered program of initiatives is the coopera-
tion agreement entered into in April 2005 with the
Indian-based charity organization “Naandi,” which
means “a new beginning” in Sanskrit. The two
partners regard qualified education as an opportu-
nity for a new beginning and thus a chance to
lastingly improve living conditions. First of all,
therefore, Bayer CropScience has participated in
the creation of education programs for children in
the heavily agricultural state of Andrah Pradesh,
as well as projects aimed at increasing awareness
among parents about the need for a school educa-
tion and supporting training and continuing edu-
cation for teachers. A network of “Creative
Learning Centers” prepares the children for
attending state-run schools. Naandi has estab-
lished a total of 19 such centers in Andrah Pradesh
on behalf of Bayer. Almost every child who
received instruction in the centers has gone on to
attend a state-run school having completed the
preparative course.

According to an Indian study, on average six or
more children were employed per cotton field acre
(approx. 0.4 hectares) industry-wide in the 2003/
2004 planting season. In 2005/2006, the figure
was roughly one child per acre for Proagro’s sup-
pliers, and the average declined significantly in the
following year. During the 2006707 season, no
children were found in the fields of Proagro’s con-
tract partners in Andhra Pradesh during the last
three checks carried out jointly with NGos. For the
monitoring period as a whole, fewer than two of
every hundred field workers were under 15 years
of age.

For monitoring and identification of further opti-
mization potential, Bayer CropScience contracted
the auditing firm Ernst & Young to review its pro-
gram in 2006/2007. This company’s intensive
analyses have so far confirmed the significant
decline in child labor rates for Proagro contract
partners and the effectiveness of the monitoring
system.
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Occupational safety and health protection

Throughout the Group, the injury rate rose slightly
in the reporting period (see page 77). The occupa-
tional injuries and illnesses reported here are
compiled worldwide in our Baysis® 1T system
according to Bayer’s standard definitions.

Occupational safety and health protection are
essential objectives for our Group. In 2006/2007,
we reviewed our Group-wide regulations for these
areas, supplementing them with specific targets
and programs for overcoming weaknesses and for
continual improvement. The Group-wide exchange
of best practices as part of our internal Community
Management program contributes to this.

Bayer MaterialScience received the Responsible
Care Award 2006 from the Northern Section of the
German Chemical Industry Association (vcr) for its
occupational safety concept at the Brunsbiittel site.
Bayer South East Asia was presented with the
Achievement Award for Community Awareness
and Emergency Responsible Care in Singapore in
March 2007, and in April 2007 Bayer Taiwan won
the Award of Outstanding Contribution from the
Taiwan Responsible Care Association.

Bayer CropScience has established in a QHSE
guideline the offer of medical examinations follow-
ing a six-week absence due to illness. This offer is
valid independent of whether the absence was due
to a work-related accident or not. Furthermore, all
Bayer CropScience sites are required to organize
yearly initiatives on general health promotion. The
spectrum of activities ranges from stress manage-
ment through fitness courses to preventive medi-
cal check-ups and examinations for early detection
of cancer.

Bayer HealthCare plans to update its HSEQ man-
agement systems in all sections by 2010.

The construction project at the Bayer Integrated
Site Shanghai (B1ss) in China was an outstanding
success as far as occupational safety is concerned.
Construction of the chemical industrial park began
in 2001. In a total of 13.6 million working hours,
there was not one single injury, even though more

than 4,000 people were working on the site at
peak times. One of the biggest challenges was to
sensitize the workers, who came from all parts of
China, to the subject of safety.

On September 26, 2006, an intermediates tank
belonging to Bayer MaterialScience exploded at
the industrial park in Baytown, Texas, United
States, resulting in the most severe accident dur-
ing the reporting period. Bayer MaterialScience is
investigating the precise cause of the incident
together with the authorities.

Health care for the workforce:

Investing in competitiveness

Especially in the chemical and pharmaceutical
industry, caring for the health of the workforce is
of major importance. Bayer regards this not as a
cost item but as a long-term investment in the pro-
ductivity of the employees. Bayer Industry Ser-
vices ensures that health management is organized
on a holistic basis with particular focus on factors
such as stress, working atmosphere and health
risks.

Since January 2006, the Health Protection Depart-
ment of Bayer Industry Services with the support
of German consulting institute BIT has been offer-
ing seminars for supervisors throughout the Bayer
Group to keep them informed of these health
aspects. In all, around ten percent of employees
with a management function have attended the
1.5-day workshops so far.

In the United States, Bayer is in the process of
launching “Wellness Works” — a new health and
wellness initiative for employees and family mem-
bers insured through Bayer. The goal is to improve
quality of life through targeted health courses and
wellness programs, and thus reduce company
spending on medical procedures.



Our responsibility as a good corporate citizen

In 2006, we underscored our role as a responsible
and socially committed company with a number of
activities in the fields of education and research,
environment and nature, health care and social
needs, and sports and culture. In keeping with our
goal of being a good corporate citizen, we further
developed the contents of some of our main proj-
ects while expanding others to additional coun-
tries and also launching new initiatives. In this
context, we pay heed to the balanced use of fund-
ing both in a thematic and a regional respect.

Health projects:

New focus on family planning

The promotion at Bayer Schering Pharma, Berlin,
Germany, of family planning programs in develop-
ing countries is a new focus of our social activities.
Bayer is thus continuing a 45-year-old tradition at
Schering with programs in more than 125 coun-
tries. By supplying hormonal contraceptive sys-
tems at cost price, we offered family planning
options and a choice of contraceptive methods to
many needy people in developing countries again
in 2006. In cooperation with multilateral, state and
private organizations worldwide, we provided
about 60 million cycles of oral contraceptives and
roughly ten million units of one- and three-month
injectable contraceptives and organized accompa-
nying information campaigns.

Foundations:

Promoting science and social well-being

Carl Duisberg established the first Bayer founda-
tion for medical students in 1923. In the decades
that followed, a broadly based foundation culture
developed under the Bayer name that concen-
trated on supporting education and science on the
one hand and disabled athletes on the other. Bayer
has now pooled and expanded its traditional foun-
dation activities with the establishment of two new
organizations, the Bayer Science & Education
Foundation and the Bayer Cares Foundation.

Both foundations orient their philanthropic activi-
ties around the Bayer Mission Statement “Bayer:
Science For A Better Life” and underscore Bayer’s
self-image as a good corporate citizen. The Bayer

Science & Education Foundation mainly aims to
support talented schoolchildren, ambitious stu-
dents and outstanding scientists. Personal com-
mitment and specialist excellence are regarded as
central criteria for selection. Activities that qualify
for support could include such endeavors as school
programs at our production sites, innovative proj-
ects initiated by students and scientific symposia.
Bayer makes available an additional foundation
budget of €10 million for school projects. The Otto
Bayer Prize and the Hansen Family Award con-
tinue to be presented in recognition of outstanding
research achievements in the fields of science and
medicine. The Hermann Strenger Foundation
sponsors foreign assignments by trainees.

The Bayer Cares Foundation aims to help improve
living conditions at our sites and solve central
social problems. A key role here is played by the
sponsoring of voluntary commitment in the local
communities surrounding our sites. Our newly
established Corporate Volunteering Program pro-
vides funding and advice to employees looking to
become involved in local charitable projects. A
special area of focus involves support for retired
Bayer employees who would like to contribute
their expertise to international development efforts
or to the provision of science education at insti-
tutes of learning. The Bayer Cares Foundation also
provides donations to quickly help those placed in
a position of need following natural disasters, for
example. Bayer’s traditional support for disabled
sports will continue to be maintained in the future
by the Herbert Griinewald Foundation. Bayer has
recently consolidated its commitment to amateur
and youth sports. In 2006, some 50,000 people
were members of 27 company societies and 50
sports clubs. These receive funding of €14 million
every year.

Education projects:

Worldwide network set up

Our Making Science Make Sense program (MSMS)
was initiated more than ten years ago to encour-
age interest in the natural sciences among U.S..
school students. More than 1,200 Bayer employ-
ees now support scientific education in these



countries by regularly volunteering their time to
help teach at elementary schools. In 2006, Bayer
was awarded the Ron Brown Award for Corporate
Leadership by the u.s. President for this initiative,
the first non-u.s. company to receive this prize. In
the meantime, this educational initiative has been
extended to Bayer sites in France, Ireland, Italy,
Japan and the United Kingdom.

Bayer signed an agreement in 2006 with Tongji
University in Shanghai, China, to fund a Chair for
Sustainable Development. Bayer will support this
initiative with material and financial funding total-
ing us$ 1 million for an initial period of five
years.

As partner to the United Nations Environment Pro-
gramme (UNEP), Bayer supported the organization
of a global youth environmental conference in
August 2006 in Malaysia, providing personnel,
material and financial resources. Furthermore, the
company provided funding to help develop the
structures for the United Nations’ global youth
environmental activities through the establishment
of additional regional networks for young environ-
mentalists in Asia and the organization of the first
ever youth environmental conferences in Latin
America and Africa. The Young Environmental

Realignment of foundation management

Awarding of scholarships
Scientific awards
School programs

University chairs

Scientific symposia

Envoy Program, which in 2006 saw Bayer again
invite about 50 young people from Asia, Latin
America, Africa and eastern Europe to attend a
week-long study trip to Germany, was expanded to
include Malaysia, Vietnam and Turkey — increas-
ing to 17 the number of participating countries.
The company spent a total of €1 million last year
on activities organized in the context of its suc-
cessful partnership with UNEP.

Together with National Geographic, the world’s
biggest charitable scientific organization, we last
year supported nine research projects aimed at
drinking water conservation from the jointly
funded €250,000 Global Exploration Fund. This
scientific collaboration is unique, as Bayer is the
first private-sector partner with which National
Geographic has entered into a theme-related part-
nership outside of its home country, the United
States.
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“We are finding that
our customers are
farming more
successfully when
we advise them in
detail about safety,
responsibility and
quality.”

Aureliano de Barros
Cavalcante, Manager of
Juagro Comércio e
Representacoes Ltda.
in Juazeiro, Bahia,
Brazil

Focus on the food chain:

Production of
high-quality food

Bayer is one of the world’s major suppliers of crop protection products, seeds and

plant biotechnology. The company helps its customers to produce the high quality

expected by a growing number of consumers. The focus is always on observing

good agricultural practice in the production of high-quality foods. These and the

daily availability of fresh produce such as fruit and vegetables even outside regional

growing seasons form the basis of a healthy diet.

By the time a food product lands in a shopper’s
basket it has already passed through many links in
the food chain. Each of the stages on its journey
“from farm gate to plate” helps to ensure the qual-
ity of the product; those involved include food pro-
ducers, shippers, traders and processors. Bayer
CropScience is initiating partnerships throughout
the food chain; their aim is to provide the consumer
with sufficient high-quality food all year round.

“We help the people who use our products to fol-
low good agricultural practice in their efforts to
produce the high quality demanded by consumers
and food processors,” explains Sagar Kaushik,
Head of Marketing and Development at Bayer
CropScience Asia Pacific in Singapore, summariz-
ing the goal of the food chain partnerships. “Bayer
CropScience works on projects with partners in
the food chain, providing them with innovative
products and its specialists’ extensive knowledge
of good agricultural practice, and also enabling
them to collaborate with Bayer CropScience
branches throughout the world.”

Safety for users
Innovative crop protection products make a major
contribution to profitable farming and the cultiva-

tion of quality products. They protect harvests from
pests, weeds and diseases, enabling farmers to cul-
tivate a wide variety of fruits and vegetables profit-
ably. “Without modern crop protection, over 50
percent of harvests would be lost,” Kaushik says.

Yet Bayer CropScience is aware that the correct
use of crop protection products is crucial. “This is
why we give top priority to providing our custom-
ers with product information,” Kaushik explains.

Partnerships in all the world’s regions

Bayer CropScience has routinely been training
farmers to handle crop protection products for
years. Training programs are in place in practi-
cally every country in which Bayer products are
sold, with the majority being held in newly indus-
trializing countries.

In Latin America, for example, the “AgroVida”
training program has been running successfully
since 1995. It targets mainly small-scale farmers
and agricultural workers, but also welcomes deal-
ers, teachers and students.

“In another partnership, ‘Distribucdo Brazil,’
Bayer CropScience communicates to Brazilian



farm-product dealers the basics of sustainable
agriculture and the safe use of crop protection
products,” explains Aureliano de Barros Caval-
cante, Procurement Manager at JUAGRO, a com-
pany that sells farm products and services
including crop protection products in Brazil.

The dealers act as multipliers and pass on their
knowledge to their customers, the farmers. “In addi-
tion to information about new and innovative prod-
ucts and how to use them throughout the season
until the produce is harvested, dealers are also
taught how to use crop protection products safely
and learn about the quality requirements that farm-
ers have to meet if they want to export their pro-
duce,” he reports. Aureliano de Barros Cavalcante is
convinced that the program is a good idea: “We find
that our customers are farming more successfully.”

Another example is China, where experts are train-
ing a growing number of dealers every year as part
of the “Bayer Key Retailer” project; the dealers
subsequently pass on their new-found knowledge
to their customers, the farmers. Bayer CropScience
set up the “Green World” project in Kenya in the
summer of 2006, and is now training local farm-
product dealers to provide better support for
small-scale farmers in their efforts to meet the
strict requirements imposed by European food
importers on agricultural produce from Kenya.

Trade with illegal crop protection products
Global agriculture and the food-processing indus-
try is facing a major challenge that has been very
difficult to overcome in the past: the proliferation
of counterfeit and imitation crop protection prod-
ucts. It is estimated that in Europe between five
and seven percent of the crop protection products
in circulation are counterfeit or do not have regu-
latory approval; in Asia the figure is between ten
and 20 percent. In Brazil, de Barros Cavalcante
believes that counterfeit products “are one of the
main problems facing producers and users of crop
protection products today.” He estimates the pro-
portion of counterfeit and smuggled products in
Brazil at around 30 percent.

“The active ingredients in counterfeit products
usually don’t comply with the exact, carefully opti-

mized specifications of original products, or they
contain substances which do not have regulatory
approval and which may be highly toxic or com-
pletely ineffective,” Sagar Kaushik explains. In
addition to quality problems that operators may
encounter, counterfeit crop protection products
may pose a risk to the health of farmers and con-
sumers and a hazard to the environment.

Raising awareness of the problem

Bayer CropScience is expending major effort on
the development of innovative products, particu-
larly packaging solutions, which it is hoped will
make illegal trade more difficult (see page 29). But
the companies cannot solve this problem on their
own. Kaushik wishes that the authorities would
make a greater effort to help beat the people who
manufacture and deal in illegal crop protection
products. In many regions of the world Bayer is
working with national and international associa-
tions which represent the crop protection industry
to raise the authorities’ awareness of the problem.
De Barros Cavalcante points to the partnership
with Distribu¢do Brazil, through which meetings,
advertisements and press liaison work are orga-
nized to educate farmers about the risks associ-
ated with products of unclear origin. He is certain
“that the number of counterfeit Bayer CropScience
products on the Brazilian market has been declin-
ing since this project was launched.”

Partnerships between agriculture and the food
industry can help to suppress the use of illegal
crop protection products in the longer term.

“We help the people
who use our
products to meet
the wishes of the
end users and food
processors and
thereby to maximize
their sales opportu-
nities.”

Sagar Kaushik, Head of
Marketing and
Development at Bayer
CropScience Asia-
Pacific in Singapore
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The fact that a Bayer Foundation is supporting me is major
recognition for what | have achieved in my studies. And what
Is particularly nice is that it relieves a burden from my parents,
who have another three children to look after. | wanted to do
my clinical practice in Rarotonga because here | see different
disease profiles than at home. Medicine here is not equip-
ment-based. Your own senses are the instruments of choice
for diagnosis. Basically all activities here are a new experience.
The most important thing for me has to be the motto of the

happy, friendly islanders: “Enjoy life.”



PERFORMANCE INDICATORS AND SUSTAINABILITY PROGRAM

“Our self-commit-
ment and increasing
external require-
ments are, together,
augmenting the
meaningfulness of
our performance
indicators. This
year, we have
become one of the
first companies

to include indirect
greenhouse gas
emissions in our
reporting and

are thereby present-
ing a comprehen-
sive climate
balance sheet for
our Group.”

Dr. Wolfgang Grosse
Entrup, Head of Envi-
ronment & Sustainabil-
ity at Bayer AG

Management of objectives
and performance indicators

With our Sustainability Program and this data section, we detail the Group’s most
important objectives and performance indicators in the 2006 reporting period.
These indicators comprise data for environmental, social, and economic
performance. Our self-commitment and increasing external requirements are,

together, augmenting the meaningfulness of our performance indicators.

This year, we have become one of the first companies to include indirect greenhouse gas emissions
in our reporting and are thereby presenting a comprehensive climate balance for our Group. We have
also decided to newly include the social security coverage of our employees worldwide. Progress rather
than stagnation is at the heart of our commitment. And the performance indicators are the yardstick
against which we allow ourselves to be judged. The latter also entails the subjection of our data to an
independent assurance process.

Bayer has captured data from all of the relevant organizational units and companies worldwide in which
the Group held a participating interest of at least 51 percent in 2006. The performance data for these
affiliated companies have been fully consolidated, regardless of the exact share held by Bayer in each
company. We have based our selection and measurement of these indicators on the international rec-
ommendations and current guidelines of the Global Reporting Initiative (Gr1), the World Business Coun-
cil for Sustainable Development (wBcSD), and the European Chemical Industry Council (CEFIC).

As in previous years, HSE data were captured using an electronic questionnaire and consolidated in
our Group-wide site information system, Baysis®. We have used various internal systems to compile
employee-related data.

The auditing company Deloitte was commissioned by the Bayer Group to perform an audit of the data
capture and reporting processes in order to confirm their quality and credibility (assurance process).
The audit was performed between February and May 2007. The Assurance Statement issued by Deloitte
has been included on page 81 of this Report.



Key changes in 2006

The acquisition of Schering AG, Berlin, Germany, was completed in spring 2006. In addition, a decision
was taken to sell off the companies Wolff Walsrode and H.C. Starck belonging to Bayer MaterialScience,
as well as Bayer HealthCare’s Diagnostics Division. We have based our presentation of sustainability in-
dicators on the requirements of financial reporting: Continuing operations are reported for 2006, mean-
ing that Schering is included from June 23, 2006, while Wolff Walsrode, H.C. Starck and the Diagnostics
Division are excluded. The values for the previous year 2005 have been similarly aligned.

To enable comparison with years prior to 2005 and to thereby increase the transparency of our report-
ing, we include for 2005 and 2006 an additional figure for the Group excluding Schering but including
Wolff Walsrode, H.C. Starck and Diagnostics (“previous operations”).

The effect of the carve-out of Lanxess AG on the development of HSE performance was shown in
past Reports by presenting Lanxess’s share separately for the reporting year 2004. In the follow-
ing, we give figures for the Bayer Group for 2004 that exclude Lanxess but include Wolff Walsrode,
H.C. Starck and Diagnostics.

Classifying performance indicators

When interpreting changes in the figures over time, it should be borne in mind that these changes
depend on various influences. In addition to technical measures aimed at reducing emissions, waste
levels and resource consumption, fluctuations in production volume and structural changes also play a
part. The latter include the acquisition and sale of sites in full or in part, as well as the outsourcing of
upstream production services.

Structural changes through adaptation of the portfolio are highlighted in the following diagrams through
the separate indication of previous and continuing operations, as mentioned above. In addition, we
place the performance indicators in the context of production volume: Since there is a causal relation-
ship between emissions, waste levels and resource consumption on the one hand and production on the
other, the development of production volume gives an indication of the reasons for the way performance
indicators have changed over time. The production volume of Bayer AG’s continuing operations rose
in 2006 compared to 2005. In some cases therefore, there was an increase in performance indicator
values.

Production volume (in million t/a)

Soos M 10.1

10.3
Soos EE—— 9.7 M Bayer Group, continu-
9.9 ing operations
2004 9.1 Bayer Group, previous
operations
2003 12.8

Bayer Group before
2002 12.8 2004



Management systems

Our objective is to address health, safety, environmental protection and quality (HSEQ) to an appropriate
degree and to achieve a consistent level of HSEQ management throughout the Group. We have therefore
continued to improve our established HSEQ management systems in 2006. These systems are subject
to regular audits as set out in a Group-wide Audit Directive; this Report presents additional data for the
first time to illustrate the percentage of sites with management systems that are subject to independent
Bayer audits. This was the case for almost two thirds of the production sites in the Group’s continuing
operations in 2006.

Where it makes sense in specific locations, the internal audits performed on our management systems
are supplemented by external certification. For example, we will also in future arrange certification in
accordance with the environmental management standard 1S0 14001. We are in an increasing number
of cases arranging for certification in accordance with the equivalent standard for health and safety
management, OHSAS 18001 (Occupational Health and Safety Management System).

HSE audits (percentage of production sites)

* continuing operations
** "based on external standards” includes:
* management systems certified to ISO 14001 or EMAS
- systems and certifications in accordance with national standards, such as “Industria Limpia” in Mexico




Ecological indicators

Energy use

Energy use by the Bayer Group in 2006 increased by about five percent compared with the previous
year (continuing operations). This correlates primarily with the production volume.

Energy use (in petajoule/a)

200497

2003 141
2002 146

* This figure differs from the one given in the Annual Report owing to improved knowledge.

Energy balance sheet (in terajoule/a)

Steam from waste
heat (8,917)

Primary energy

conversion (power

stations, steam Secondary
generators, waste energy use
utilization units

and other facilities)

Electricity procured
(balance 16,939)

W Bayer Group, continu-
ing operations

' Bayer Group, previous
operations

Bayer Group before
2004

Steam sold
(balance
-11,610)

Refrigeration
energy sold
(balance
-851)

The total energy use for the Bayer Group of 86 petajoules (= 86,000 terajoules) is calculated from the
sum of primary energy use, electricity procured and waste heat, minus the amount of steam and refrig-

eration energy sold on balance.



Direct greenhouse gas emissions

Direct emissions of greenhouse gases in 2006 remained at almost the same level as in 2005, despite an
increase in production volume. Greenhouse gases include carbon dioxide (co,), methane (cH,), dinitro-
gen monoxide (N,0), halogenated hydrofluorocarbons (HFCs), perfluorocarbons (PFcs), and sulfur hexa-
fluoride (sF,). Using substance-specific equivalence factors, non-co, emissions are converted to CO,
equivalents. In 2006, 98.6 percent of greenhouse gas emissions were c0, emissions. These emissions
are composed of emissions from power stations and from production and waste incineration plants in
which the Bayer Group holds a participating interest of at least 51 percent. Dinitrogen monoxide (laugh-
ing gas) accounted for 1.1 percent of the emissions.

Direct greenhouse gas emissions (in million t CO, equivalents/a)

So0g . 38

3.9
So0s e 38 W Bayer Group, continu-
3.9 ing operations
2004 4.2 Bayer Group, previous
operations
2003 5.4

Bayer Group before
2002 6.1 2004

In spite of an increase in production, specific greenhouse gas emissions have fallen by four percent
(continuing operations). We are on course for our target of a ten percent reduction in specific emissions
of greenhouse gases by 2015.

Specific greenhouse gas emissions/production volume

120 M Specific emis-
100 — sions of green-
\_,/\ house gases
80 o Production
60 volume
40
20
v | | | | |
2002 2003 2004 2005 2006 Index 100 =
cont.* cont.* value in 2002

* cont. = continuing operations. For the sake of clarity, only data from continuing operations in 2005 and 2006 are presented
in the above graph.

The figures from prior to 2004 include data from Lanxess, while Lanxess data are not included in the
figures for 2004 and onwards. This is why the “Specific greenhouse gas emissions/production volume’
graph shows a drop in production volume and an increase in specific emissions from 2003 to 2004. If
Lanxess data had been included, the level of specific greenhouse gas emissions in 2004 would have
been 75 percent.

il



Indirect greenhouse gas emissions

Bayer procures some of its electricity and steam from external suppliers. At the same time, we also sell
off large amounts of these types of energy to external purchasers. We are including so-called indirect
emissions for the first time in this Report; these are emissions that result from the external production
of electrical and steam energy. These indirect emissions are calculated from the amounts of electricity
and steam purchased and sold (excluding steam generated from waste heat) at each individual Bayer
production site. Greenhouse gas emissions from the generation of electricity and steam result predomi-
nantly from the incineration of fossil fuels such as coal, oil or gas. Typically, co, comprises more than
99 percent of all greenhouse gas emissions resulting from such combustion processes in terms of co,
equivalents. We have therefore restricted ourselves to co, emissions in the calculation. Data from the
energy balance sheet are used as the basis for the calculations (see page 67). These energy figures are
multiplied by a specific emission factor to obtain the level of co, emissions from external electricity
and steam generation. Thus, indirect co, emission levels are determined for each individual produc-
tion site. These are then added together in order to calculate the total indirect co, emissions. In order
to ensure that energy passed on to other users or sold on is not included in the balance sheet, this
energy is subtracted from the Bayer energy balance sheet up to a maximum level equal to the amount
of energy purchased. The methodology used to calculate indirect carbon dioxide emissions is based
on “The Greenhouse Gas Protocol — A Corporate Accounting and Reporting Standard, Revised Edition,”
published by the World Business Council for Sustainable Development (wBcsD) in collaboration with
the World Resources Institute (WRI).

In 2006, Bayer met about 20 percent of its energy requirements by purchasing electricity from external
suppliers. Bayer is a net exporter of steam (excluding steam generated from waste heat): In relation
to its total energy use, Bayer supplies on balance around 13 percent in the form of steam to external
purchasers.

It is clear from the results that total greenhouse gas emissions have remained more or less constant over
the past three years. Since this was achieved during a period in which production volume was grow-
ing, specific emissions actually fell 13 percent between 2004 and 2006. To put it more simply, indirect
emissions from the consumption of externally generated electricity and steam account for about the
same amount of emissions again as Bayer’s own direct emissions. In order to achieve our goal of further
reducing greenhouse gas emissions, we have developed a climate strategy, further details of which are
presented on page 38 et seq.

Sum of direct and indirect greenhouse gas emissions (in million t CO2 equivalents/a*)

2006 cont. 3.8 3.6 7.4

2006 3.9 |87 7.6

2005 3.9 [ 8 7.5 et
2004* 42 34 7.5 indirect

*  The summary parameters shown may differ from the sum of the partial amounts indicated owing to rounding-up effects.

@ 40 Detailed description of the methodology used for calculation, including the appli-
cable emission factors

1 Steam from waste heat is a separate item in the balance sheet, as this steam is generated by processes not primarily
intended for energy generation (such as exothermic chemical reactions).



Specific and absolute greenhouse gas emissions (direct and indirect)

2006 0.73
cont. 7.4
0.74
2006 76
0.76 total emissions of
2005 ' 75 CO, in million t/a
spec. total emissions of
2004 0.82 . CO, in t per t production
volume

Emissions of volatile organic compounds

Volatile organic compounds (vOoCs) are organic chemicals with a specific vapor pressure that contribute
to the formation of smog and ground-level ozone.

The downward trend identified in 2005 has continued. During the reporting year, voc emissions fell by
15 percent in continuing operations. This positive development is primarily attributable to the continued

efforts at the Vapi site in India.

VOC emissions (in 1,000 t/a)

Y 29
2.9
m_ 3.4 W Bayer Group, continu-
3.6 ing operations
2004 4.5 Bayer Group, previous
operations
2003 10.7
Bayer Group before
2002 11.4 2004

Other air emissions

Other emissions primarily include sulfur dioxide (S0,) and nitrogen oxides (NOy), most of which origi-
nate from incineration processes, but some of which are also generated during production processes.
Particulates are released both during energy generation and during production processes such as the
pneumatic extraction of solid granules.

In order to be able to record comparative data regarding the harmful effect of substances on the ozone
layer, each of these substances is categorized in terms of its ozone depletion potential and is presented
as a relative quantity compared with the control substance trichlorofluoromethane (CFc-11) (equivalent).
All of the substances that have the potential to cause damage to the ozone layer are then added together
to give the total number of crFc-11 equivalents. In 2006, this figure fell by just under 25 percent. This
reduction is attributable to process optimization measures, above all at the Vapi site.



Further air emissions (in 1,000 t/a)
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*  Bayer Group, continuing operations
**in CFC-11 equivalents

Water

Water use by the Bayer Group in 2006 remained at the same level as in the previous year. Cooling water
fed into production accounted for the highest share of this use at 0.75 million cubic meters (m?) per day.
Since this water is merely heated up and not affected in any other way when used within the Group,
it can subsequently be discharged back into the water supply without any further treatment, provided
that the water is kept below a maximum safe ecological temperature. The sites take more than half of
the water they need from surface water, with around one third being drawn from underground sources
(generally groundwater).

Water use (in million m3/d)
T —
1.
1.2 ing operations
2004 13 " Bayer Group, previous
operations
2003 21 peret
- Bayer Group before
2002 26 2004

NN

Water use according to origin

Bayer Group, continuing
operations 2004 2005 2006*

* Since the individual entries are rounded off, the total does not equal 100 percent.



Wastewater

The most important parameters used to record water pollution caused by Bayer are the total loads
of phosphorus, nitrogen and organic compounds. In 2006, phosphorus discharge levels increased by
about eight percent over the previous year (continuing operations). This increase is attributable to in-
creased sales and a changed product mix.

The nitrogen load (nitrates and ammonium nitrogen) also increased in 2006, but continued to remain in
a low range as previously. This increase can be explained by a capacity expansion at our Dormagen site
and by the fact that more wastewater containing nitrogen has been generated by the waste air treatment
system in one waste incineration plant in Leverkusen.

During the past year, the discharge of organic compounds into wastewater has remained at the same
level as in the previous year. We have been using a different method of analysis since 2003: Because it
is easier to determine the level of organic compounds in wastewater as total organic carbon (Toc), we
no longer use chemical oxygen demand (cop) as an indicator.

Wastewater heavy metal levels fell during the reporting period. Discharge levels of inorganic salts re-
mained roughly at the same level as in the previous year (all data regarding changes are taken from

continuing operations).

Emissions into wastewater

2005 2006
2002 2003 2004 2005 2006

Phosphorus, 1,000 t/a 0.76 0.75 0.74 0.81 0.81
Nitrogen, 1,000 t/a 3.4 3.2 0.9 0.7 0.6 0.8 0.7
NOIE, 1 o il - 6.4 2.2 175 149 1.7 1.49
organic carbon

Heavy metals, t/a 30 29 28.2 12.0 11.6 9.3 8.0
Inorganic salts, _

million t/a 1.5 1.6 0.8 0.8 0.9 0.8

*  Bayer Group, continuing operations



Waste

After the comparatively large amount of waste generated in 2005 resulting from large quantities of con-
struction waste and excavated soil, the amount of waste generated in 2006 fell back to the 2004 level.

Total waste generated (in 1,000 t/a)

I 649
2006 s

005 " 760

M Bayer Group, continu-

858 ing operations
2004 704 Bayer Group, previous
operations
2003 1,041
Bayer Group before
2002 1,290 2004

Hazardous waste generated

We have been keeping Group-wide records of the amount of “hazardous waste” generated since 20032.
The definition of hazardous waste differs from one to country to another; the data captured for the Bayer
balance sheet are therefore calculated in accordance with national definitions. In Germany, hazardous
waste includes items such as sludge from the company’s own wastewater treatment processes, as well
as distillation and solvent residues. After an increase in 2005 compared to 2004 due to isolated large
amounts of excavated soil and construction waste, levels fell again in 2006. The increase in the amount
of hazardous waste generated by production operations since 2004 can be attributed to the change in

product mix.

Generation of hazardous waste (in 1,000 t/a)

S0 — 336

338 M Bayer Group, continu-
S0 —— 3s1 ing operations
377 Bayer Group, previous
2004 302 operations
2003 456 Bayer Group before

2004

Generation of hazardous waste in production processes (in 1,000 t/a)

oo 234
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I N 2 m Bayer Group, continu-
224 ing operations
Bayer Group, previous
2004 209 y p. p

operations

2 From 2003 the data capture procedure has been revised on successive occasions to bring it into line with current require-
ments.



Waste disposal
The proportion of waste from Bayer’s continuing operations removed to landfill sites fell. The propor-
tions of incinerated and recycled waste each increased.

Waste disposed of according to means of disposal

Bayer Group, continuing operations 2005 2006

Total amount of waste disposed of in 1,000 t 848 654
Removal to landfill sites 52 % 44 %
Incineration 28 % 32 %
Recycling 18 % 22 %
Waste that cannot be categorized definitively* 1% 3%

* It was not possible to assign this waste to a specific category or the means of disposal could not be recorded. Proper dis-
posal is also ensured in this case. In 2006, a large amount of wastewater containing a high degree of salt was generated at
a former Schering site. This wastewater was subjected to chemical and physical treatment and was therefore not assigned
to one of the categories recorded to date. We shall review the definition of means of disposal and thereby the allocation
for future years.

Hazardous waste removed to landfill sites
The amount of hazardous waste removed to landfill sites fell by almost 40 percent compared with the

previous year. The figures for 2005 were affected by a comparatively large amount of mineral materials
removed to landfill sites in excavated soil and construction waste.

Removal of hazardous waste to landfill sites (in 1,000 va)
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Reportable environmental incidents

Since the reporting year 2003, we have described environmental incidents of a specific level of severity
collectively as “reportable environmental incidents,” based on a unified set of criteria. This designation
covers incidents resulting in materials being released into the environment. Depending on the amount
and nature of the material, the level of resultant damage, the impact on the local population, and press
reporting, these incidents are divided into two categories:

Level 1 incidents (severe environmental incidents): This category is based on criteria such as costs in
excess of €2 million resulting from damage to plants, rehabilitation costs, etc.

Level 2 incidents (significant environmental incidents): Examples of level 2 incidents include those that
have resulted in costs of at least €100,000 and up to €2 million.



Up to 2002, we reported data on those incidents at production sites that had to be notified to the authori-
ties based on local regulations. For example, in 2002, we recorded 53 “notifiable environmental inci-
dents” and four “incidents resulting in damage.” Due to different definitions, comparisons with earlier
years can only be made to a limited extent.

In 2006, there was a considerable increase in the number of environmental incidents from two to eight.
These included two level 1 incidents and six level 2 incidents. All incidents have been subjected to a de-
tailed analysis and appropriate measures have been implemented to avoid similar damage in the future.

Environmental incidents and incidents resulting in damage (number per year)

I I N TN T T

Notifiable environmental incidents 53 = = = =
Incidents resulting in damage 4 = = = =
Reportable environmental incidents = 21 6 2 8

*  Bayer Group, continuing operations

Transportation incidents

We define transportation accidents as incidents if they occur during paid shipments of chemicals origi-
nating from Bayer while these shipments are outside Bayer sites®. Incidents are described as transpor-
tation incidents if they result in death or serious injury, if specified amounts of the chemicals being
shipped are released into the environment, or if the incident results in severe traffic delays. Since the
reporting year 2003, data for this parameter have been captured at all of the Group’s sites, including in
locations such as warehouses.

The number of transportation incidents in 2006 was up from 2005, with nine incidents occurring in
2006 against three in 2005. The analysis of each individual case does not reveal any pattern that would
suggest that any individual causes or circumstances behind transportation incidents are occurring more
frequently than others. In this case, too, all incidents were analyzed and the appropriate steps taken.

Transportation incidents according to means of transport (number per year)

I N N T T T

Road 23 28 10 2 6
Rail 2 0 0 1 3
Inland waterways 0 0 0 0 0
Sea 0 0 0 0 0
Air 0 0 1 0 0
Pipeline 1 = = 0 0
Total 26 28 11 3 9

*  Bayer Group, continuing operations

3 Prior to the reporting year 2005, the definition of a transportation incident was based on the ownership of the goods being
shipped. Accidents during shipments were only classed as transportation incidents if the goods being shipped were owned by
Bayer.



Social indicators

For the first time, we have collected data for the social security systems covering our employees (last
updated on March 31, 2007). Data have been collected for 98,093 FTEs (full-time equivalents), that
is 93 percent of 106,000 FTEs. All of our employees worldwide from whom data were collected using
the questionnaire have contractually established work hours of at most 48 hours per week and health
insurance. 85 percent of the employees are entitled to participate in a company pension program and
63 percent of the employees for whom data were collected are subject to collective agreements with
regard to their working conditions (see page 54).

It has been established that not all employees in the various regions benefit equally from the generally
high social standards of the Group. The task in the coming months will be to analyze the reasons for this
and, if necessary, to formulate suitable objectives and measures.

Regional distribution of social security indicators (in percent)

Region/Area Percentage of full- | Percentage of Percentage of em- | Percentage of
time employees employees with ployees entitled employees who
with contractually [health insurance** |to a company pen- | are covered by
agreed working sion program or a | collective agree-
time of max. 48 pension program | ments****, espe-
hours per week* financed by the cially on wages

company*** and working
conditions

Europe 100 100 91.2 92.6

North America 100 91 100 10

Latin America/ 100 100 53.4 42.4

Africa/Middle East

Asia/Pacific 100 100 67 20.8

Total for Bayer 100 98.6 84.6 63.3

Group

* standard contract, excluding exempts, ** statutory or employer/employee-funded, *** also in addition to the statutory
pension program, **** tariff or wage or shop agreements

Since 2005, we have been collecting data for indicators in the categories of diversity and opportunity,
and of training and continuing education. Personnel expenditure in 2006 amounted to approximately
€6,630 million, with 2.2 percent of this total, about €146 million, being devoted to employee training
and continuing education, which equates to approximately €1,400 for each individual. The increase in
personnel numbers seen in all regions can be attributed to the transfer of former Schering employees.
Without the inclusion of the latter, staff numbers would have fallen in all regions.



Further social indicators

Percentage of women in senior man-
agement* within the Bayer Group = = S

Diversity and opportu- Number of different nationalities in

nity

senior management within the Bayer 17 17 17
Group

Training and continuing  Training and continuing educa-

education tion costs as a percentage of total 2.3 2.3 2.2
personnel expenditure
Number of employees per region (permanent and fixed term job con-
tracts) as of the cut-off date (December 31, 2006)
Total for the Bayer Group 93,700 82,600 106,000

Employment Europe 52,400 45,700 57,800
North America 16,200 13,100 17,200
Asia/Pacific 13,900 13,200 17,300
Latin America/Africa/Middle East 11,200 10,600 13,700

* All positions in the Group Leadership Circle are classed as belonging to senior management. This equates to approxi-
mately 340 positions within the Bayer Group. The Group Leadership Circle consists of managers who perform a prominent
function for the Group in the holding company, subgroups or service companies.

Occupational injuries

The number of injuries resulting in days lost (MAQ, the number of occupational injuries resulting in days
lost for every one million hours worked) is a key indicator. In 2006, this number increased slightly over the
previous year to 2.8 injuries for every one million hours worked. This statistic includes injuries involving
staff on fixed-term contracts, part-time employees and contractors reporting directly to Bayer personnel.

Reportable injuries include all injuries requiring medical treatment beyond first aid measures. These
injuries are counted regardless of whether or not they resulted in days lost. This figure, which has been

recorded for all sites since 2003, was 4.3 in 2006 (2005: 4.1).

For contractors?, the MAQ increased, returning to about the 2004 level. We shall carefully examine the
reasons for this increase and work to further improve our safety management procedures for contractors.

Occupational injuries affecting Bayer personnel resulting in days lost (MAQ*)

Sooy e 28
2.8
B 2.7 M Bayer Group, continu-
2.7 ing operations

2004 2.7 Bayer Group, previous

operations
2003 34

Bayer Group before
2002 855 2004

* MAQ = injuries resulting in days lost for every one million hours worked (million working hour quota)

4 The data provide information about occupational injuries involving employees of contractors who do not report directly
to Bayer personnel. In order to be counted, injuries must have resulted in at least one day lost.



Reportable occupational injuries affecting Bayer personnel (MAQ*)

ooy e 43
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1 Bayer Group, previous
2004 4.7 operations
Bayer Group before
o 72 2004

* MAQ = injuries resulting in days lost for every one million hours worked (million working hour quota)
These data were first collected in the reporting year 2003.

Injuries involving contractors resulting in days lost (MAQ*)

4.1
m_ 2.2 M Bayer Group, continu-
22 ing operations
2004 4.2 Bayer Group, previous
operations
2003 3.4

Bayer Group before
2002 6 2004

* MAQ = injuries resulting in days lost for every one million hours worked (million working hour quota)

Fatal occupational injuries

Unfortunately, Bayer suffered nine fatal occupational injuries in 2006, five of which involved Bayer em-
ployees and four of which involved employees of contractors.

A total of five employees and contractors were killed in traffic accidents in various countries. The cir-

cumstances of the other four fatal accidents were as follows:

L An employee was killed in a forklift accident in a warehouse in Indonesia.

[ A security guard working for a contractor was killed during a raid on a Bayer site in Pakistan.

U In Colombia, an employee working for a contractor fell from a 15-meter scaffold.

U In India, an employee working for a contractor died as the result of a snake bite he suffered while
working.

None of the injuries was attributable to factors specific to the chemical industry.

Fatal occupational injuries

Fatal occupational injuries
Bayer employees 0 1

Contractor employees 1 1 1 1 4



Economic indicators

Business sustainability

The significant increase in sales in fiscal 2006 was primarily due to the acquisition of Schering, Berlin,
Germany. 2006 was also a particularly successful year in terms of after-tax income, with a 14.1 percent
return on stockholders’ equity. Moreover, important parameters for mid- and long-term business sus-
tainability, such as personnel expenses and pension obligations, remained at a constant and healthy
level. As a result of the Schering acquisition, net debt increased to €17.5 billion. However, despite the
purchase price of approximately €17 billion for Schering, net debt rose by only €12 billion from the
previous year.

Economic indicators (in € million)

Net sales 29,624 28,567 23,278 24,701 28,956
Sales outside Germany 86.4 % 85.8 % 86.9 % 84.4 % 84.4 %
Income (loss) before income 956 -1,994 1,222 1,912 1,980
taxes
Income (loss) after taxes 1,063 -1,349 682 1,595 1,695
Return on stockholders’ equity 6.5 % -9.7 % 6.1 % 14.4 % 14.1 %
Personnel expenses 8,176 7,906 6,026 5,318 6,630
of which pension expenses 544 531 771 1,009 1,414
Pension obligations* 13,375 14,192 15,025 15,561 16,708
Net debt 8,861 5,952 5,422 5,494 17,539

Figures for 2002 — 2004 as reported, 2005 figures restated (continuing operations).
* present value of the defined benefit obligation for pensions and other post-employment benefits

Income taxes

Included under income taxes are those paid or accrued in the individual countries, plus deferred taxes.
The reduction in tax expense was principally due to the first-time recognition of deferred tax assets
on loss carryforwards relating to structural changes in the Bayer Group, which were agreed with the
relevant tax authorities.

Bayer Group income taxes (in € million)

Income taxes paid orac-  (763) [ 20081

crued (463) 2005
120061 I 309

Deferred taxes (75) 2005

(454) [ 20081

Income taxes (538) 2005



Net sales by subgroup and segment

The rise in sales in fiscal 2006 due the Schering acquisition also contributed to substantial growth at
Bayer HealthCare. This subgroup’s sales from continuing operations grew by €3.7 billion (+46.6 percent)
in 2006. The marked rise in the relative importance of the Pharmaceuticals segment was also attributable
to the Schering acquisition and made Bayer HealthCare the largest subgroup in terms of sales. Following
the Schering acquisition the pharmaceuticals business also gained significantly in importance for Bayer
HealthCare, accounting for about two thirds of subgroup sales, compared to one half in 2005. Bayer
HealthCare’s stronger position did not mean, however, that this subgroup dominated the Bayer Group as
a whole.

Net sales by subgroup and segment (in € million)

2005* 2005 2006* 2006
share of Group share of Group

HealthCare 7,996 11,724

Pharmaceuticals 4,067 16 7,478 26
Consumer Health 3,929 16 4,246 14
CropScience 5,896 24 5,700 20
Crop Protection 4,874 20 4,644 16
Environmental 1,022 4 1,056 4
Science, BioScience

MaterialScience 9,446 38 10,161 35
Materials 2,837 11 2,925 10
Systems 6,609 27 7,236 25
Reconciliation 1,363 6 1,371 5
Group 24,701 100 28,956 100

* continuing operations

In 2006, the Bayer Group invested a total of €2,297 million in research and development (compared
with €1,729 million for continuing operations in 2005). Of this amount, Bayer HealthCare accounted for
62 percent, Bayer CropScience for 27 percent and Bayer MaterialScience for 10 percent. Here, too, the
increase at Bayer HealthCare is largely attributable to the acquisition of Schering.

Research and development expenses (in € million)

2,297
Total - 1729

of which 2006 1,426
Bayer HealthCare 2005 834
of which 2006 614
Bayer CropScience 2005 664
of which 2006 227
Bayer MaterialScience* 2005 214
. R 2006 30
of which reconciliation 2005 17

* without R&D together with customers



ASSURANCE STATEMENT

ASSURANCE

Bayer Sustainable Development Report 2006

Deloitte.

Independent Assurance Statement to Bayer AG Group Management

Introduction

We have reviewed the data collection procedure and certain
chapters of the Bayer AG Sustainable Development Report 2006
(the ‘Report’). The Report and the subject matters reported are
the responsibility of the Management of the Company. Our re-
sponsibility is to draw a conclusion based on our review.

We have based our approach on emerging best practice for in-
dependent assurance of Sustainability Reports, including ISAE
3000 (“Assurance Engagements other than Audits or Reviews
of Historical Financial Information”), issued by the Interna-
tional Auditing and Assurance Standards Board (IAASB). The
objective and scope of the engagement were agreed with the
Management of the Company and included those subject mat-
ters on which we have concluded below.

Procedures

Based on an assessment of materiality and risks, our work in-
cluded analytical procedures and interviews as well as a review
on a sample basis of evidence supporting the subject matters.
We have performed interviews with management representa-
tives and employees at Bayer AG Group headquarters and sub-
group levels; and with respect to the HSE data procedures, at
10 reporting objects: Bayer Industry Services Dormagen (Ger-
many), Bayer MaterialScience Dormagen (Germany), Bayer
CropScience Dormagen (Germany), Bayer MaterialScience Nii-
hama (Japan), Bayer Schering Pharma Bergkamen (Germany),
Bayer Schering Pharma Berlin (Germany), Bayer CropScience
Institute (United States), Bayer Business Services Leverkusen
(Germany), Bayer Technology Services Caojing (China) and
Bayer HealthCare Gaillard (France).

We believe that our work provides an appropriate basis for us
to conclude, with a limited level of assurance, on the subject
matters. In such an engagement, less assurance is obtained
than would be the case had an audit-level engagement been
performed.

Conclusions

In conclusion, in all material respects, nothing has come to our

attention that causes us not to believe that:

1. Bayer AG at Group level has applied detailed and systematic
procedures, as described in ‘Management of objectives and
performance indicators’ (pages 64-65), for the purpose of
collecting, compiling and validating:

a. Health, Safety, and Environment (HSE) 2006 performance
data from reporting objects,

b. Human Resources (HR) 2006 data on the total number,
gender and nationality of the Group Leadership Circle;
training and development cost; and total number of em-
ployees.

2. The HSE performance data and the HR data mentioned above
have been appropriately presented in the Report (pages 65-
78) in accordance with principles stated in ‘Management of
Objectives and Performance Indicators.’

3. HSE performance data from the reporting objects that we
have tested has been reported according to the procedures
noted in item 1 and is consistent with source documentation
presented to us.

4. Bayer AG at Group level is implementing its Sustainable De-
velopment (SD) Policy as asserted by Management on the
following subject matters:

a. Supply Chain Management (pages 22-23): The develop-
ment and implementation of a management practice in
accordance with stated policies and programs.

b. Integration of Schering AG (pages 34-35): The integration
with Bayer HealthCare to Bayer Schering Pharma with
respect to HR and HSEQ in accordance with the stated
objectives.

c. Energy Efficiency and Climate Protection (pages 46-47):
The Bayer AG position, 2015 objective, and actions stated
with respect to Bayer MaterialScience assert the current
SD Policy implementation level.

d. Food Chain Management aspects (pages 60-61): The de-
velopment and implementation within Bayer CropScience
of a management practice for customer training, product
communication, and against illegal trade assert the cur-
rent SD Policy implementation level.

5. Bayer at Group level applies a Sustainability Reporting
practice in accordance with its objectives and principles
for reporting, as described in the ‘Sustainable Development
Report 2006’ at the front flap, and aligned with the GRI re-
porting principles. The GRI Index presented on the back
flap appropriately reflects the extent to which the Report
aligns with the indicators in the GRI Sustainability Report-
ing Guidelines. The references made in the “Global Compact
Reporting” table on page 88 are consistent with the Report.

Copenhagen, June 4, 2007

Deloitte
Statsautoriseret Revisionsaktieselskab

"y

Preben J. Soerensen
State Authorized Public Accountant
Environment & Sustainability Services



Group Sustainability Program
for 2006 onwards

Our Sustainability Program is based around the key areas of innovation, product stewardship,

excellence in corporate management, social responsibility and responsibility for the environment.

Within each of these areas of action, specific measures are assigned to each objective to ensure

that it is achieved by the deadline. The objectives of all the subgroups and service companies

have been incorporated into the Group Sustainability Program. Their Boards of Management and

Executive Committees are responsible for the successful implementation of the objectives.

Our objectives by 2010 (unless indicated otherwise)

Objective
Area of action: Innovation

Promotion of a culture of innova-
tion so that creative business ideas
beyond existing areas of work can
become utilizable for the Group.

Promotion of research projects on
protecting drinking water and fresh-
water.

Contribution to safeguarding the
food supply of a growing world
population.

Tapping potential of renewable
resources.

Measure

Long-term, Group-wide innova-
tion initiative: Implementation of
the “Triple-i” program (Inspiration,
Ideas and Innovations).

Provision of funding and participa-
tion in project management for the
National Geographic Global Explo-
ration Fund set up by Bayer and
National Geographic; in 2006/2007
initiation of socially relevant and
innovative projects by external re-
search groups on the new recovery,
conservation and fair distribution of
water resources.

Further development of plant bio-
technology; development of plants
with improved stress tolerance of dry
conditions and creation of health-
promoting types of canola.

Research work and technological
developments for promising applica-
tions.

*) We report on the state of implementation for those objectives regarding which we have already achieved signifi-
cant progress in the first year of the five year period.



Objective

Selective, resource-optimized
production of active pharmaceutical
ingredients.

Provision of improved anticancer
drugs.

Provision of a drug to combat dan-
gerous circulatory disorders.

Extension of the duration of efficacy
of Kogenate®, a drug recombinant to
treat hemophilia.

Molecular imaging.

Research into new methods of treat-
ing multiple sclerosis.

Identification of new mechanisms of
action for fertility control.

Energy conservation by reducing
the weight in vehicles using poly-
mer materials, e.g. for windows and
structural parts.

Preservation of vital resources by
developing innovative polyurethane
systems.

Measure

Creation and preparation of thera-
peutic proteins from plants (plant-
made pharmaceuticals).

Extension of indications of the
anticancer drug Nexavar® to include
liver, skin and lung cancer.

Provision of thrombosis prophylaxis
in the form of the oral Factor xa
inhibitor (BAY 59-7939).

New formulation based on liposome
technology.

Joint research and development
within a partnership network to
develop new methods for early
detection of cancer, inflammatory
processes in the nervous system,
and Alzheimer’s disease.

Development of Campath® to treat
multiple sclerosis.

New approaches to non-hormonal
contraception.

Pilot projects with selected car mak-
ers and suppliers, for example for
roof modules.

Ensuring the availability and high
quality of water through the use of
innovative and high-quality poly-
urethane systems for the simple,
economical and time-saving rehabili-
tation of drinking water pipes.

*) We report on the state of implementation for those objectives regarding which we have already achieved signifi-
cant progress in the first year of the five year period.



Objective

Energy conservation in production
processes.

Development of solutions for infec-
tious tropical diseases such as
malaria, dengue fever, etc.

Area of action: Product stewardship

Ongoing work to secure substance
information and its availability for all
of our products.

Implementation of the objective
formulated at the United Nations’
World Summit on Sustainable
Development in Johannesburg on
the globally harmonized classifica-
tion and labeling of substances and
preparations.

Improvement in biological effective-
ness of crop protection products,
coupled with a favorable environ-
mental and health profile.

Permanent ongoing safeguarding of
compliance with regulations on drug
safety and quality assurance with
regard to human drugs.

Ensuring environmental compatibil-
ity of pharmaceuticals.

Measure

Optimization of a production process
for monomeric MpI (MDI = methylene
diphenyl diisocyanate, a raw mate-
rial used to make polyurethane) for a
new large-scale plant in China with

a target energy saving of approx. 15
percent.

Cooperation with stakeholders who
are following holistic approaches, in
order to broaden our spectrum.

Continuous updating of data records
for own production > 1 metric ton,
in line with changes to the product
portfolio.

Support of political interpretation
and implementation in conjunction
with other relevant regulations (GHS
= globally harmonized system).

Management and further develop-
ment of the Bayer CropScience
product portfolio.

Implementation and monitoring of
the policy on detailed information
obligations, procedures and contact
partners for drug safety and quality
assurance.

Several measures, including a study
program to assess the ecotoxicologi-
cal characteristics of levenogestrol.

*) We report on the state of implementation for those objectives regarding which we have already achieved signifi-
cant progress in the first year of the five year period.



Objective

Timely implementation of the REACH
Regulation in the Group.

Area of action: Excellence in corporate management

Employment: Ongoing improve-
ment of internal work processes and
employee motivation.

Management of process to imple-
ment the Directive on Health, Safety,
Environment and Quality (HSEQ)
Audits.

Improvement of communication

within the global Bayer organization.

Improvement of performance of all
managers.

Measure

Implementation of the Regulation in
the subgroups; establishment of a
Group-wide REACH platform.

Continuation of regular worldwide
satisfaction analysis of manage-
rial staff; implementation of global
leadership principles coupled with
performance assessment, utiliza-
tion of the experience gained from
country piloted.

Implementation of subgroup-spe-
cific HSEQ management systems and
complete auditing of these in all
regions.

Full implementation of English as
Group working language among
managers including through the in-
troduction of broadly based training
programs.

Further extension of 360° Feedback
processes to include employees with
managerial responsibility.

*) We report on the state of implementation for those objectives regarding which we have already achieved signifi-
cant progress in the first year of the five year period.



Objective

Area of action: Social responsibility

Worldwide promotion of environ-
mental knowledge among young
people.

Strengthening of basic understand-
ing of natural science in schools.

Promotion of access to school and
vocational education for children
and young people, particularly in
newly industrializing and developing
nations.

Promotion of education in sustain-
able development and improvement
of environmental awareness in newly
industrializing countries (capacity
building) in line with voluntary un-
dertaking by the chemical industry
based on the Johannesburg Declara-
tion and the 1CCM (SAICM).

Support for education, science and
research.

Investigation whether the duration
of treatment for tuberculosis can be
reduced by around half by using the
active substance moxifloxacin.

Responsible approach to genetic
engineering.

Measure

Expansion of cooperation with the
United Nations Environment Pro-
gramme (UNEP), including strength-
ening of youth environmental
networks and capacity building pro-
grams in Latin America and Africa.

Establishment in other countries of
the “Making Science Make Sense”
program founded in the United
States.

Cooperation with regional organiza-
tions, initiating programs to protect
and educate young people. Raising
of awareness in relevant locations,
such as India.

Development of a training program
and financial and HR support for the
establishment of a Chair for Sustain-
able Development at Tongji Univer-
sity in Shanghai, China.

Reorganization of Bayer Foundations
focusing more strongly on promot-
ing knowledge and increasing the
budget.

Bayer is collaborating with The
Global B Alliance to supply the
active substance moxifloxacin free
of charge for a global study pro-
gram. If the trials are successful,
the intention is to have moxifloxacin
approved for the indication TB and
to make it available to patients in
developing countries at affordable
prices.

Implementation of new Bayer posi-
tion on genetic engineering and
specific regulations in the subgroups
and service companies.

*) We report on the state of implementation for those objectives regarding which we have already achieved signifi-
cant progress in the first year of the five year period.



Objective

Occupational safety: Reduction in
number of occupational injuries with
lost days per 1 million hours worked
(MAQ < 2).

Diversity: Consistent implementation
of our corporate values in the area of
equal opportunities for all, regard-
less of gender, nationality, color,
religion, sexual persuasion or age.

Area of action: Responsibility for the environment

Water emissions: Ten percent
reduction in discharge of Tocs (total
organic carbon) and nitrogen into
receiving waters per metric ton of
sales product.

Air emissions: 30 percent reduction
in voc emissions per metric ton of
sales product.

Air emissions: Further ongoing
optimization of energy efficiency in
our production plants with the goal
of reducing emissions of greenhouse
gases by ten percent per metric ton
of sales product (by 2015).

Air emissions: Compliance with a
maximum limit for ops emissions
(Ozone Depleting Substances) of less
than 20 metric tons per year (CFC-11
equivalents).

Waste: Reduction in the volume of
hazardous production waste to less
than 2.5 percent per metric ton of

sales product.

Energy consumption: Ten percent
reduction in specific energy con-
sumption per metric ton of sold
product by 2015.

Measure

Continuation of our consistent safety
management approach.

Consistent implementation of Group-
wide Program for Legal Compliance
and Corporate Responsibility of

May 2004; full implementation of a
globally harmonized compensation
system for Group Leadership Circles
1to 3.

For competition reasons we do
not publicize our measures in
this area.

*) We report on the state of implementation for those objectives regarding which we have already achieved signifi-
cant progress in the first year of the five year period.



Progress report on the implementation
of the principles of the Global Compact

With our support of the United Nations Global Compact, we want to raise standards in the fields of human rights,
labor rights and environmental protection. In the year covered by the Report, one of the main activities centered on
cooperating with suppliers in India and China to strengthen human rights. Another related to the propagation of tech-
nical innovations to reduce CO, emissions. The following table shows which of the policies, programs and manage-
ment systems already introduced at Bayer support the ten principles of the Global Compact, what practical measures
we took last year in this respect, and to what extent we were able to register concrete achievements or results in the
period under review. Information on the Global Compact can be found at www.unglobalcompact.org

Principle 1:
Support of human rights

Principle 2:
Exclusion of human rights
violations

Principle 3:

Observance of the right of
workers and employers to
freedom of association

Principle 4:
Abolition of all forms of
forced labor

Principle 5:
Abolition of child labor

Principle 6:

Elimination of discrimination

Principle 7:

Precautionary environmental

protection

Principle 8:
Specific commitment to
environmental protection

Principle 9:

Diffusion of environmentally

friendly technologies

Principle 10:

Measures to fight corruption

Systems

0 Human Rights Position
(p. 52)

Q Procurement Community
Policy (p. 19)

Q Supplier Relationship
Management System
(p. 22/23)

0 Human Rights Position
(p. 52)

Q Group Works Council (p.
51)

Q Bayer European Forum
(p. 51)

0 Human Rights Position
(p. 52)

0 Human Rights Position
(p. 52)

Q Supplier Relationship
Management System
(p. 22/23)

Q Supplier Relationship
Management System
(p. 22/23)

0 Human Rights Position
(p. 52)

Q Social Charter (p. 51)

0 Human Rights Position
(p. 52)

0 Bayer Sustainability
Check (p. 42)

0 HSEQ management
systems (p. 66)

0 Group Sustainability
Program (p. 82)

Q Core business of BMS

and BIS (p. 39, 41, 45-47)

0 Conduct code (p. 30)

Measures

0 Health care programs in
the world’s poorest countries
(p. 7)

QO Monitoring of the 143 most
important suppliers in non-
OECD countries (p. 19)

Q Careful encouragement of
freedom of speech in China
while observing the legal
regulations (p. 55)

0 No measures necessary

Q Incentives and control system
for suppliers in India (p. 56)

Q Fair procedures in Schering
integration (p. 34/35)

Q e.g. restructuring of Bayer
Sustainability Check (p. 42)

Q e.g. support of 24 suppliers in
the Philippines with the
introduction of integrated
social and environmental
management systems (p. 32)

Q e.g. introduction of energy-
saving oxygen depolarized
cathode (ODC) technology for
chlorine production in
Dormagen (Germany), also in
China (p. 38)

0 2007 - the year of anticorrup-
tion (p. 31)

Achievements

Q Presentation of a human rights
policy throughout the Bayer
Group (p. 52)

Q Prevention of child labor among
Indian cotton seed suppliers
(p. 56)

0 Successful cooperation with
employee representatives, e.g. in
the Schering takeover (p. 35)

Q Prevention of child labor among
Indian cotton seed suppliers
(p. 56)

Q Implementation of a HR Gover-
nance Code for all employees in
China (p. 55)

Q e.g. increasing the number of
production sites with certified
HSE management systems (p. 66)

Q e.g. further reduction in specific
CO, emissions (p. 68)

Q e.g. reduction of the mercury
content in flue gases by 99.9
percent using a new process in
BIS facilities (p. 45)

Q “Transparency International
Mexico” study gives Bayer top
results (p. 31)
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Forward-Looking Statements

» »

This Sustainable Development Report contains forward-looking statements. These statements use words like “believes,” “assumes,” “expects” or similar formulations. Various known
and unknown risks, uncertainties and other factors could lead to material differences between the actual future results, financial situation, assets, development or performance of our
company and those either expressed or implied by these statements. These factors include, among other things:

downturns in the business cycle of the industries in which we compete;

new regulations, or changes to existing regulations, that increase our operating costs or otherwise reduce our profitability;
increases in the price of our raw materials, especially if we are unable to pass these costs along to customers;

loss or reduction of patent protection for our products;

liabilities, especially those incurred as a result of environmental laws or product liability litigation;

fluctuation in international currency exchange rates as well as changes in the general economic climate; and

other factors identified in this Sustainable Development Report.

ooocoooo

These factors include those discussed in our public reports filed with the Frankfurt Stock Exchange and with the U.S. Securities and Exchange Commission (including our Form 20-F).
In view of these uncertainties, we caution readers not to place undue reliance on these forward-looking statements. We assume no liability whatsoever to update these forward-looking
statements or to conform them to future events or developments.

Important Information from Bayer AG

This is neither an offer to purchase nor a solicitation of an offer to sell shares or American depositary shares of Bayer Schering Pharma AG (formerly Schering AG). Bayer Scher-
ing GmbH (formerly Dritte BV GmbH) filed a tender offer statement with the U.S. Securities and Exchange Commission (SEC) with respect to the mandatory compensation offer on
November 30, 2006, the time of commencement of the mandatory compensation offer. Simultaneously Bayer Schering Pharma AG (formerly Schering AG) filed a solicitation/recom-
mendation statement on Schedule 14D-9 with the SEC with respect to the mandatory compensation offer. Investors and holders of shares and American depositary shares of Bayer
Schering Pharma AG (formerly Schering AG) are strongly advised to read the tender offer statement and other relevant documents regarding the mandatory compensation offer that
have been filed or will be filed with the SEC because they contain important information. Investors and holders of shares and American depositary shares of Bayer Schering Pharma
AG (formerly Schering AG) will be able to receive these documents free of charge at the SEC’s website (www.sec.gov), or at the website www.bayer.com.

These documents and information contain forward-looking statements based on assumptions and forecasts made by Bayer Group management as of the respective dates of such
documents. Various known and unknown risks, uncertainties and other factors could lead to material differences between the actual future results, financial situation, development or
performance of the Bayer Group and/or Bayer Schering Pharma AG (formerly Schering AG) and the estimates contained in these documents and to differences between actions taken
by the Bayer Group with respect to its investment in Bayer Schering Pharma AG (formerly Schering AG) and the intentions described in these documents. These factors include those
discussed in reports filed with the Frankfurt Stock Exchange and in our reports filed with the U.S. Securities and Exchange Commission (including on Form 20-F). All forward-look-
ing statements in these documents are made as of the dates thereof, based on information available to us as of the dates thereof. Except as otherwise required by law, we assume no
obligation to update or revise any forward-looking statement to reflect new information, events or circumstances after the applicable dates thereof.

The names “Bayer Schering Pharma” or “Schering” as used in this publication always refer to Bayer Schering Pharma AG, Berlin, Germany, or its predecessor, Schering AG, Berlin,
Germany, respectively.

Please note that Bayer Schering Pharma AG is not legally related to Schering-Plough Corporation, New Jersey, United States. The two companies have been totally independent of
each other for many years.
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indicators is based on a consideration of the relevance of the indicators and the availability of the data.

Jumps in the numbering are due to the fact that GRI additional indicators are not included in the index.

Application level for Bayer Sustainable Development Report 2006: self-assessment level B+.



Social responsibility and sustainability are integral to Bayer’s corporate policy.
$ This commitment is also evidenced by the company’s participation in numer-
H H ous initiatives and projects around the world. (Logos relating to a selection of
these activities appear in the left margin in the order in which the activities are

described below. See also page 33.)

‘World Business Council for

sustaimaple pevelopment Bayer has long practiced the concept of Responsible Care, and in 2006 was
among the first signatories to the new Responsible Care Global Charter. A mem-

econsense ber of the World Business Council for Sustainable Development since 1997,
Forum Hachhaltips Sindcbieng Bayer is also a founding member of German industry’s sustainable develop-
ment forum “econsense.” Bayer is active as an organizational stakeholder of the

G Global Reporting Initiative.
The company places maximum importance on climate protection. For example,

in 2006 Bayer again received the “best in class” award of the Carbon Disclo-
sure Project (cpp) and was ranked as the best-performing chemical company,
retaining its place in the cpp’s Climate Leadership Index. Bayer was also one

ESTETTE
of the 17 co-founders of the climate protection initiative “3c: Combat Climate

Change.”

Bayer is a founding member of the Global Compact initiative of the United
Nations, actively promoting its principles through numerous projects. In Brazil,
T GrOBAL for example, Bayer supports the Abrinq Foundation in its efforts to combat child
COMPACT labor and also contributes projects of its own to the Brazilian government’s
“Zero Hunger” program. Bayer’s partnership with the United Nations Environ-
ment Programme (UNEP) is widely regarded as setting a new trend in public-
private partnerships. One of the joint activities, the program known as “Bayer
Young Environmental Envoy in Partnership with UNEP,” has now been extended
to 17 countries on four continents.
ML) 00
In 2006, Bayer funded nine research projects on global drinking water pro-
————— tection out of the Global Exploration Fund it set up jointly with National Geo-
graphic, the world’s largest non-profit scientific organization.
(&) Partners for You 2

For years, Bayer has also been an active member of the Global Business Coali-
tion on HI1V/AIDS, Tuberculosis and Malaria, which is committed to the fight

i, JE9 against these three epidemic diseases. The company is cooperating with the
By Global Alliance for TB Drug Development, a U.S. non-profit organization, to

develop a new remedy for tuberculosis.

Financial Calendar

Q2 2007 Interim Report August 7, 2007
Q3 2007 Interim Report November 6, 2007
Annual Stockholders” Meeting 2008 April 25, 2008

Payment of Dividend April 28, 2008
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The two Freiburg medical
students Frauke Schaffrath
and Lars Roddiger (large

photo) are being funded by

a Bayer Foundation for their
clinical practice at

St. George’s University
General Hospital in

Grenada. Sonja Tattermusch
(small photo left), student of
biochemistry, is writing her
diploma dissertation at the
Pasteur Institute in Paris, and
ergotherapist Martina Knittel
(small photo right) is work-
ing in a children’s hospital

in South Africa. Read more
about the scholarship holders
and the Group's foundation
activities on page 3.






