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The integrated Bayer Annual
Report 2017 is available in

a print version and in an aug-
mented online version (Annual
Report 2017 — Augmented
\ersion). The online version
contains the notes to the
consolidated financial state-
ments of the Bayer Group,
along with additional
information on the
management report.

The Annual Report 2017 - Augmented Version
can be found at www.bayer.com/AR17.

4 A

o

Cover photo: Farmer Aaron
Gingerich with his daughter
Kylie on one of his cornfields
in lllinois, United States.

You can read more in the
Magazine section, which
starts on page 8.
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Fiscal 2017

Bayer: business at prior-year
level — on track with strategy

Group sales €35.0 billion (Fx & portfolio adj. +1.5%)
Another record year for Pharmaceuticals

Weak business development at Consumer Health

L L ]

Crop Science business down against prior year due to
situation in Brazil - measures taking effect

EBITDA before special items €9.3 billion (- 0.3%)
Net income €7.3 billion (+61.9%)

Core earnings per share €6.74 (+1.0%)

AR

Covestro deconsolidated — additional cash
inflows of €4.7 billion

\2

Monsanto acquisition expected to close in
second quarter of 2018

— Further progress in implementing sustainability targets

— Group outlook for 2018: increase in sales (Fx & portfolio
adj.), EBITDA before special items and core earnings per
share at prior-year level due to currency effects



Key Data

Change
from

€ million 2016 2017 2016 (%)
Bayer Group
Sales 34,943 35,015 +0.2%
EBITDA' 8,801 8,563 -2.7%
EBITDA before special items 9,318 9,288 -0.3%
EBITDA margin before special items' 26.7% 26.5%
EBIT! 5,738 5,903 +2.9%
EBIT before special items' 6,826 7,130 +4.5%
Income before income taxes 4,773 4,577 -4.1%
Net income (from continuing and discontinued operations) 4,531 7,336 +61.9%
Earnings per share (from continuing and discontinued operations) (€)' 5.44 8.41 +54.6%
Core earnings per share (from continuing operations) (€)' 6.67 6.74 +1.0%
Net cash provided by operating activities
(from continuing and discontinued operations) 9,089 8,134 -10.5%
Net financial debt 11,778 3,595 -69.5%
Capital expenditures as per segment table ? 2,627 2,418 -8.0%
Bayer AG
Total dividend payment 2,233 2,315 +3.7%
Dividend per share (€) 2.70 2.80 +3.7%
Innovation
Research and development expenses 4,405 4,504 +2.2%
Ratio of R&D expenses to sales — Pharmaceuticals (%) 16.7 16.2
Ratio of R&D expenses to sales — Crop Science (%) 1.7 11.7
Employees in research and development 14,213 14,041 -1.2%
Employees
Number of employees?® (Dec. 31) 99,592 99,820 +0.2%
Personnel expenses (including pension expenses) (€ million) 9,459 9,528 +0.7%
Proportion of women in senior management (%) 31 32
Proportion of employees with health insurance (%) 98 98
Fluctuation (voluntary/total) (%) 4.8/13.2 4.8/10.4
Hours of vocational and ongoing training per employee 23.0 23.4 +1.7%
Safety & Environmental Protection
Recordable Incident Rate (RIR) for Bayer employees 0.40 0.45 +12.5%
Loss of Primary Containment Incident Rate (LoPC-IR)* 0.17 013 -21.4%
Total energy consumption (terajoules) 26,243 25,832 -1.6%
Energy efficiency (kWh/€1,000 external sales)® 130 125 -3.8%
Total greenhouse gas emissions (COz equivalents in million t)© 4.64 3.63 -21.8%
Specific greenhouse gas emissions (kg CO2 equivalents/€1,000 external sales)
according to the market-based method” 48.45 46.26 -4.5%
Water use (million m3) 93 98 +6.0%

2016 figures restated

" For definitions of the indicators see A 2.4

2 Group total 2016 including Covestro

3 Employees calculated as full-time equivalents (FTEs)

“Number of incidents in which chemicals leak from their primary container, such as pipelines, pumps, tanks or drums, per 200,000

working hours

5 Quotient of total energy consumption and manufactured sales volume; Bayer excluding Currenta
% Direct emissions from power plants, waste incinerators and production plants and indirect emissions from external supplies
of electricity, steam and cooling (according to the market-based method); portfolio-adjusted in accordance with the GHG Protocol

” Bayer excluding Currenta



Chairman’s Letter

People should know
what Bayer stands for

| am pleased to present to you Bayer’s new annual report. It reflects an
eventful year in which our employees around the world once again showed
great commitment to drive the success of our company. On behalf of the
Board of Management — and on your behalf as well I'm sure — | would like
to sincerely thank all our employees for their dedication.

The trust you have in our employees, in the members of the Supervisory
Board and Board of Management, and in me personally strengthens us in
our daily work. | would like to sincerely thank you and | am pleased that
we are once again able to let you participate in Bayer’s success. We are
therefore proposing to the Annual Stockholders’ Meeting an increase in
the dividend to €2.80 per share.

2017 was a year of ups and downs. We saw many advances, but also
experienced setbacks. We received new approvals, formed new collabo-
rations and celebrated encouraging successes. But we also had to deal
with unexpectedly high inventories in our Crop Science Division in Brazil
and with the weak business development of our Consumer Health Divi-
sion, which meant we had to adjust our guidance during the year. Overall,
sales and earnings in 2017 remained only on a par with 2016.
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Our share price reflected this development. Over the course of 2017, Bayer
stock delivered just over seven percent, which was less than the DAX and the
Euro STOXX 50. The ongoing regulatory process for the planned Monsanto
acquisition certainly played a role here. We are very confident that we will
receive final antitrust approval in the second quarter of 2018.

In 2017, we also benefited from the long-term realignment of our company
across the rest of the portfolio. Since the IPO of Covestro in October 2015,
we have been aiming to sell our shares step by step and to achieve full sepa-
ration from Covestro in the medium term. Last year, Bayer AG reduced its
direct interest in Covestro from 64.2 percent to 24.6 percent, generating cash
inflows of around €4.7 billion thanks to Covestro’s good share price perfor-
mance. Bayer’s strategic foresight has proved successful and we also have
had a lucky hand.

It is with the same long-term perspective that we are pursuing the Monsanto
acquisition. We are deeply convinced that both companies together can
create significant additional value for our customers and shareholders, as well
as for the society in which we live and whose acceptance we need. Providing
food in high quality, sufficient quantity and at affordable prices is crucial to
human coexistence. And we want to contribute to that.

In 2017, we made important progress in obtaining antitrust approval for the
planned acquisition. Of particular importance was the agreement with BASF
in October regarding large parts of our seeds business and the Liberty™/
LibertyLink™ herbicide platform. These are excellent businesses that have
been built up by our employees over the years. We regret having to divest
these businesses, but we are convinced that in BASF we have found a long-
term strategic purchaser and an employer with a first-class reputation.

Bayer reached another long-term decision in November by in-licensing

two development candidates from biotechnology company Loxo Oncology.
Both these candidates complement our existing oncology portfolio. Moreover,
it shows that we are keeping our word because we have always emphasized
that we will continue to invest in our other businesses regardless of the
acquisition of Monsanto.
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Covestro, Monsanto and Loxo are prime examples of how Bayer has demon-
strated its strategic foresight in 2017. Clear focus and long-term perspective
— that’s the way we run our company. We have aligned our business activities
to the main societal challenges in the fields of health and nutrition, and we are
convinced that we are able to provide substantial and sustainable solutions,
based on the highest standards and our responsibility to humankind and

the environment. This aspiration is conveyed by Bayer’s corporate purpose:
“Science for a better life.”

It is an aspiration that brings us together across borders and business activi-
ties. But what are the main societal challenges? And what could the solutions
to these look like?

For example, we are aware that human life expectancy is increasing with
every generation. But the older we get, the more susceptible we become to
illness. It is of enormous social importance that we address this development
with better preventive medicine and treatments. Shaping demographic
change through research and innovation in order to enable people to have
longer, healthier lives is one of the greatest challenges of our time.

Our Pharmaceuticals Division has dedicated itself to this task and also made
progress in 2017. In February, a Phase Il clinical trial involving rivaroxaban,
the active ingredient in Xarelto™, in combination with Aspirin™ was ended
ahead of schedule due to its outstanding efficacy. This combination can sub-
stantially reduce the risk of serious diseases such as heart attack or stroke.

Operationally, sales of Pharmaceuticals increased by a currency- and port-
folio-adjusted 4.3 percent in 2017. Clean EBITDA rose by 8.8 percent.

This performance was driven by another significant increase in sales of our
key growth products Xarelto™, Eylea™, Xofigo™, Stivarga™ and Adempas™,
which advanced by over 16 percent to more than €6 billion. This is a very
encouraging development.

We are also addressing long-term developments with our Consumer Health
Division for nonprescription medicines. There is a trend toward self-care,
which is being further strengthened by individualization and digitalization.

3
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People are becoming more aware of the importance of exercise and preven-
tive medicine, and are realizing that they need to do something for their own
health. After all, no-one knows us as well as we know ourselves. That’s why
we need a customized plan to protect our health — for example, against expo-
sure to the sun or allergies.

Our business is well positioned to address this trend. However, 2017 was
still a difficult year operationally. Competition in the United States in particu-
lar has had an impact on our business, as has a regulatory decision taken in
China. Overall, Consumer Health figures in 2017 were below the prior-year
level and also below our expectations. Sales declined by a currency- and
portfolio-adjusted 1.7 percent, while clean EBITDA decreased significantly
by 12.8 percent.

In agriculture, global challenges are raising particularly pressing questions.
How will we feed a continuously growing global population? How will we
ensure food security in light of climate change? And how will we facilitate farm-
ing practices that use finite resources in a sustainable and efficient way? All of
these questions are part of a challenge for humankind that farmers around the
world will have to tackle in the years ahead. As a partner to farmers — both
large companies as well as smallholders — Bayer wants to contribute to the
solution for this challenge.

Business development in our Crop Science Division in 2017 was shaped

by the difficult situation in Brazil, where several factors led to unexpectedly
high inventories of crop protection products. This meant that we had to
establish provisions and adjust our full-year business guidance in the second
quarter. We immediately initiated a number of measures to normalize the
situation and can already see these measures taking effect. Overall, Crop
Science sales in 2017 declined by a currency- and portfolio-adjusted

2.2 percent. Excluding figures for Brazil, however, business was above the
prior-year level. Clean EBITDA at Crop Science declined by 15.6 percent in
2017. Our Animal Health business delivered a positive performance, with
growth of 2.0 percent in currency- and portfolio-adjusted sales and 9.2 per-
cent in clean EBITDA.
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Clear focus and
long-term perspective —
that’s the way we

run our company.

Bayer CEO Werner Baumann

Chairman’s Letter

Augmented Version
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Having a long-term perspective also means continuously investing in the
future. Our company has kept investment at a high level, spending €4.5 bil-
lion on research and development in 2017. We are also investing in our sites.
Capital expenditures for property, plant and equipment amounted to €2.1 bil-
lion in 2017 and a similar level of investment is also planned for this year.

Moreover, with “Leaps by Bayer,” we are working on promising, pioneering
technologies. For example, in 2017, we set up a joint venture to improve
microbes so that they can provide crop plants with nitrogen via their roots,
potentially making nitrogen fertilizer no longer necessary one day. This would
reduce both soil pollution in fields and greenhouse gas emissions and would
be a milestone for greater sustainability in agriculture.

We are investing in our future. This also applies to us as an employer. Last
year, we went some way to ensure that Bayer remains a company where
people all over the world enjoy working. We promote a culture of trust and
mutual respect and offer our employees a variety of development opportu-
nities. In 2017, Bayer once again received numerous awards as a top
employer around the world, including in Germany, China and Brazil. In Ger-
many, we had a record number of applicants for our vocational training
places and, according to a survey of German school students, we are by far
the most popular company in the chemical and pharmaceutical industry.
We are proud of that.

We want people to know what Bayer stands for. This is especially important
now, given the particular focus on the Monsanto acquisition. In our view, the
current debate is often based on an emotional appeal to people’s fears rather
than on communicating facts. This is an approach we reject, especially when
it is applied as a business model and thus used to gain an advantage.

Our business model is different. We invent and create new and better prod-
ucts that meet people’s needs. These products must undergo meticulous
testing and can only be approved if they have a positive benefit-risk assess-
ment. To achieve this, we work to the highest standards in research, develop-
ment and production, for the benefit of customers and patients and to ensure
the sustainability of our activities.
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Our endeavor to find new solutions leads to innovations and social progress.
But the road we travel to get there often looks more like a steep path with
lots of bends and obstacles than a wide street that allows unhindered pas-
sage. Research and progress go hand in hand with uncertainty and depend
on effort and perseverance. Yet this steep path is the only way to achieve
progress as a society. This is something that | strongly believe. And following
this path is Bayer’s core competency.

As a global company, we have a responsibility that we accept and that we
are living up to through our commitment to the U.N. Global Compact and
our pursuit of clearly defined values. These include safety as our top priority.
We minimize health and environmental risks along the entire value chain.
We communicate to our customers how to use our products safely. We
stand for a culture of fair treatment and fair competition. We strictly comply
with the law and operate in accordance with the highest ethical standards.

We want to be measured against these values by others, including you, dear

stockholders. | would like to thank you for the trust you have placed in Bayer.

We will do everything we can to live up to this trust in 2018 as well.

Sincerely,

Werner Baumann
Chairman of the Board of Management of Bayer AG
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Gaining time

A cancer diagnosis often comes
from out of nowhere. And it’s a
life-altering experience. Research-
ers around the world are working
on finding more targeted ways

to fight different types of cancer.
Prostate cancer, the second most
common form of cancer among
men, is just one of them.

Page
Extra protection
Our skin is exposed to heat and
cold. It can also be harmed by
microorganisms. That’s why our
largest organ needs special care.
Page
Page

Two worlds

Two farmers, two worlds. Pappu Singh grows chili
peppers in India for the local market. He’s happy to be
able to feed his family. Aaron Gingerich produces corn in
the Midwestern United States. He faces global competi-
tion and has to run his farm as efficiently as possible.
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A cancer diagnosis often comes from out of nowhere. And it is a
life-altering experience. Researchers around the world are work-
ing on ways to fight cancer in a more targeted way. As part of
these efforts, Bayer’s scientists have developed a substance
that works through alpha radiation to treat patients with prostate

cancer, the second most common form of this disease in men
worldwide. Siegfried Stark has benefited from this approach.

Many things become more valuable as time
goes by. Siegfried Stark’s green racing bike is
one of those things. It’s a real collector’s item.
The retired bricklayer used to ride 3,000 kilo-
meters a year on it, over hill and dale. It's just
one of ten bicycles stored in the cellar of his
home in Gieboldehausen near Géttingen, Ger-
many. But the most precious thing — at least for
him — is that he associates many memories
with his bicycle.

Today the 77-year-old is very happy that he can
ride his bike again. That’s because three-and-a-
half years ago, he was diagnosed with prostate
cancer. The majority of newly diagnosed cases
of prostate cancer are diagnosed in men aged
above 70. In the case of Stark, the cancer had
already spread, or metastasized, to his pelvic
bones. “I was shocked when | got the diagno-
sis. | couldn’t believe it. I've always tried to lead
a healthy life,” says Stark. He underwent a rou-
tine cancer checkup every year after he turned
50. “When the diagnosis came, | had so many
thoughts going through my head. All of a sud-

Bayer Annual Report 2017

den death was a possibility. That wasn’t easy
for me and my family.” Especially considering it
wasn'’t the first time that Stark had had to deal
with the issue of cancer: His daughter Manuela
was diagnosed with lymphoma back when she
was at school — and then with breast cancer
in her mid-30s. She underwent chemotherapy
and an operation. Today, the 48-year-old ad-
ministrative specialist lives with her husband
and two children not far from her parents. “My
daughter survived cancer twice. That gave me
hope,” says Stark.

A father of three and a grandfather of two, Stark
initially received hormone suppression therapy in
order to suppress the growth of the cancer. After
that, the retiree underwent six cycles of chemo-
therapy, but tolerated it poorly. “I suffered from
side effects and severe pain,” he recalls. His PSA
level, which plays a role in cancer diagnosis

and monitoring, initially declined before climbing
again after his final round of chemotherapy. For
the active family man, who had worked physical-
ly hard all his life, the illness resulted in constant
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The retired bricklayer does what

he can to keep his house in good
condition, such as painting the
window frames. The garden provides
all the fruit and vegetables that
Siegfried Stark and his wife need.

ups and downs — until he was treated at Gottingen
University Hospital with a therapy that uses alpha
radiation to fight bone metastases while minimizing
damage to the surrounding tissue.

The alpha radiation emitted by radium-223 leads to
double-stranded DNA breaks which the cancer cells
cannot repair, eventually leading to cell death. In
Stark’s case, additional nuclear medicine imaging
techniques known as bone scans revealed that

the known bone metastases had regressed and no
new metastases had formed.

“The chemical structure of radium is similar to that
of calcium, so it accumulates in the body wherever
bone metabolism is particularly active — for example
in bone areas where there is uncontrolled growth of
cancer cells, as is the case with bone metastases,”
explains Scott Fields, head of Oncology Development
at the Pharmaceuticals Division. This approach has
been proven to be effective in advanced prostate
cancer, which often metastasizes to the bones. On
the basis of the clinical results from a major Phase |lI
trial with more than 900 patients, the compound has
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Staying active despite having cancer: Our
video at www.bayer.com/ar-prostatecancer
shows how Siegfried Stark lives a fulfilling life
despite his illness.

been approved in more than 50 countries worldwide.
Bayer scientists are now working on utilizing this
technology to treat other types of cancer. For this they
are investigating thorium-227 in initial clinical studies.
Thorium-227 also works by emitting alpha particles
that damage the DNA of cancer cells and which the
cells cannot repair. In order to selectively reach differ-
ent types of tumors, the thorium is attached to a car-
rier molecule, for example a cancer-specific antibody,
which in turn binds to cancer cells. “This could enable
us to fight other types of cancer as well, so we are
going to study this approach in several different tumor
types,” says Fields.

Siegfried Stark from Gieboldehausen was able to fight
back against his cancer, which stopped progressing
after being treated with the targeted alpha therapy
—and now he can still enjoy growing fruit and vege-
tables in the garden with his wife Marlies and keeping
their house in good condition. He also continues to
spend as much time as possible with his children and
grandchildren, and of course with his green racing
bike. “It would be nice if | could stay active for another
few years,” Stark says.
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Cancer patient Stark
cycling with his grandson
Adrian (photo right)

and having lunch with
his daughter Manuela
(photo above).
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[t would be nice
if | could stay active
for another few years.

Siegfried Stark

Siegfried Stark spends as
much time as he can with his
family. Here he is pictured
with his granddaughter
Vanessa (photo left) and his
wife Marlies (photo below)

in the garden.
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CONSUMER HEALTH

Extra

Drotectio

Our skin is exposed to heat and cold. It can also be
harmed by microorganisms. That’s why our largest
organ needs special care. We help protect and heal the
skin of all members of the family. Giorgia Pucci from
Italy knows how important that is.

Giorgia Pucci sees her skin as an asset. She is a
dancer, model and actress — and she also be-
came a mother two years ago. She is often in the
limelight, both in front of the camera and on stage.

Few people can say they have fulfilled their
childhood dream. Giorgia is one of them. She
always wanted to be a ballet dancer and was
allowed to take ballet lessons in her home town
of Umbertide in Italy from the age of four. Later,
she studied economics and then sports science
before setting up a gym with two friends. She
entered show business more or less by chance:
She was given a small part in an Italian television
production when she accompanied her sister
Carla to a TV casting session in Rome.

Discipline and rigorous training have been key
features throughout Giorgia’s life, from childhood
to motherhood. “I've never canceled a perfor-

mance,” she says. “Reliability is essential in our
profession.” Three years ago, she was doing
her normal 40-minute workout on a treadmill in
Germany, which is her second home. However,
after a relaxing sauna she suddenly felt dizzy
and lightheaded. She then fell and was left with
a nasty-looking wound above her eyebrow.

As a model, that was a big problem for her. She
was booked to make a video for a luxury hotel
in Dusseldorf five days later. “The team had
come over from London specially to make the
video so | had to turn up.” She therefore turned
to a product her family had had good experi-
ence with in the past: Bepanthen™. “l applied
the ointment several times a day and after a
few days it was much better. Shortly afterwards
| was able to wear normal make-up so | was
able to keep the appointment to make the video
as if nothing had happened.”
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That was partly thanks to dexpanthenol, the
active ingredient in Bepanthen™ ointment. It
stimulates regeneration of the skin and sup-
ports healing of superficial wounds. “It also
forms a breathable protective film over the
wound. That prevents it from drying out and
keeps it moist, which helps the healing pro-
cess,” explains Mandie Smart, Global Brand
Director for the Bepanthen™ product family.

Giorgia knew how effective dexpanthenol is
because her aunt Claudia had used Bepan-
thenol™ skincare products to protect the sen-

sitive bottom of her baby daughter Anna Giulia.

When Giorgia’s daughter Guendalina was born
in Perugia two-and-a-half years ago, she was
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able to draw on her aunt’s experience. “Like all
babies, Guendalina wore diapers constantly
in her first year, and that can easily cause red-
ness. | was able to prevent that,” she says.

The continuous development of Bepanthen™
plays a big part in this. First developed 70
years ago, it immediately won over physicians,
especially in Germany and Switzerland. Since
then, the product family has undergone con-
stant development around the world. Smart
says: “We always focus on consumers’ needs.
We help their skin regenerate — just as nature
intended.” Giorgia and her entire family have
relied on that for many years: “It’s reassuring
to know there’s always a remedy that helps.”

Giorgia Pucci is a dancer, model

and actress - but first and foremost
> a mother. Watch our video at
For the Puccis, good food plays a key role www.bayer.com/ar-skin to see how
in family life. Our photo shows Giorgia with - she protects her skin.

her sister Carla.

Bepanthen™ was launched in Switzerland in
1944 and subsequently rolled out to other
European countries and around the world.
Scientists and physicians alike were con-
vinced by how effective the active ingredient
dexpanthenol - a more stable version of the
pro-vitamin B5 - is at healing wounds. Today,
the Bepanthen™ family is one of Bayer’s
most successful Consumer Health brands.

Consumers’ needs have always been the
central focus in the ongoing development of
this wound healing ointment. Milestones
include:

/// the development of an antiseptic cream
and spray, a nose spray and a foam to treat
sunburn

/// products to treat and protect the skin of
babies and pregnant women

/// a scar treatment providing a unique formula-
tion and massage device

/// Bepanthol™ care products for the whole
family, ranging from face cream and lip balm
to washing lotion
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Giorgia started
learning ballet at
the “Centro Studi
Danza” dance
studio in Umbertide
when she was just
four years old.
Our photo on the
right shows the
model taking part
in a photo shoot.

Epidermis

Dermis
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Giorgia at home with her daughter Guendalina
(photo above) and at the gym (photo left).
She works out whenever she can.

A nutrient for the skin

1.5 to 2 square meters of skin protect us
from heat, cold and microorganisms.
Wounds interfere with the skin’s protec-
tive mechanism.

o Dexpanthenol helps wounds heal
faster. The active ingredient in Bepanthen™
wound healing ointment is converted into
pantothenic acid (vitamin B5) in the skin.

e Pantothenic acid supports the regener-
ation of the cells in the epidermis and
connective tissue and their migration to the
damaged tissue.

e The regenerated protective barrier
protects the surface of the skin from drying
out and the inner layers from damage,
pathogens, UV radiation and allergens.
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Two farmers, two worlds. Pappu Singh grows chili peppers

in India for the local market. He’s happy to be able to feed
his family and give his two daughters an education. Aaron
Gingerich produces corn in the Midwestern United States. He
faces global competition and has to run his farm as efficiently
as possible. Bayer helps both farmers achieve their goals.

Aaron Gingerich gets really enthusiastic when
he talks about digital farming. “We can’t control
the weather — but we can control how we re-
spond to it.” He’s sitting in the office of his farm
in Lovington, lllinois, in the United States and
runs his finger over the screen. The colors show
various strips of a corn field where he’s growing
different varieties. “Even before the harvest, we
know which variety grows best where and on
what soil,” says the 33-year-old, who is also a
father. He can then apply the findings to the
around 2,000 hectares of land he farms. “We
experiment with different seed, pesticides and
fertilizers,” he says. The data is available digital-
ly — on the computer in the office, in mobile
form on the tablet PC or smartphone, and in the
control units of the huge agricultural machines.

“Our field sprayers can then apply pesticide
precisely and in the right dosage. That cuts
costs and benefits the environment.”

Aaron Gingerich, who runs the farm with his
father Dannie and his father’s cousin Darrel,
has long been exploring the ideal combination
of seeds, pesticides and fertilizers on different
soils. He works with the passion and meticu-
lousness of a researcher and also cooperates
with scientists from the University of lllinois.
After all, his goal is for the farm to produce
corn as efficiently and sustainably as possible.
“Whereas the farm’s founders thought mainly
in local terms, we now face global competition,”
says Aaron’s father Dannie. It's no longer
enough to keep an eye on cultivation methods
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Aaron Gingerich is a passion-
ate farmer. He analyzes his
farm data and manages pro-
duction from his office (photo
right). His goal is to make his
farm as efficient as possible.
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Aaron Gingerich plays on the farm with
his children Kylie, Tyler and Spencer
(photo top left). During the harvest, the
family eat their food while out on the
field. Charity Gingerich serves the dinner
(photo left).
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in the United States alone, he adds. “Farms

in Brazil or Europe, for example, likewise pro-
duce large gquantities of high-quality cereals.
That impacts world market prices and thus our
profit. That’s why we have to keep on improv-
ing,” says Aaron.

Around 12,000 kilometers away as the crow
flies, Pappu Singh lives in a completely differ-
ent world. Global trade? It exists in India too,
of course, but it has no influence on how the
farmer in Uttar Pradesh works. Pappu Singh
grows green chili peppers, an ingredient
everyone in the region uses in cooking, on his
almost two-hectare farm. He sells them to a
middleman for the market in neighboring Vara-
nasi. The family experienced economic hard-
ship two years ago. “We had little money for
food and clothing,” says the 53-year-old farmer
from Mediya. He is angry at the system under
which small-scale chili growers in the region
suffer. “We can’t understand how prices are
arrived at, and unfortunately we don’t always
get the new and modern crop protection prod-
ucts that do a good job,” he adds.

Smallholder farmers like Pappu Singh — unlike
Aaron Gingerich in lllinois — lack knowledge
of efficient seeds, innovative pesticides and

Corn growers in the United
| 4 States face global competition.
Watch our video to find out
- more: www.bayer.com/ar-corn
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We can’t control the
weather — but we
can control how we
respond to it.

Aaron Gingerich

Indian farmer Pappu Singh (right) talking to
Harmanpreet Singh from Bayer in India.
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Middleman Rakesh Patel
(on the left in the photo)
sells Pappu Singh’s
harvest on the market

in Varanasi. After the
harvest, picker Surekha
Devi gets the sack full of
chili peppers ready for
transport (photo below).
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I'm very grateful to
Bayer for the support.
Now | know how to
treat my plants properly,
and | write everything

down.

Pappu Singh

fertilizers, sustainable cultivation methods, and
access to the market and microloans. That
can have very serious consequences. It is not
uncommon for the livelihoods of farmers and
their families to be left hanging by a thread if
their harvest is poor or is completely destroyed
by bad weather. Bayer has stepped up its sup-
port for these very people, teaming up with
partners in smallholder farming initiatives.
There are around 500 million smallholder farm-
ers worldwide — and they play a key role in
guaranteeing food security for a growing global
population. They produce around 80 percent of
food in developing countries.

Pappu Singh is sitting in front of his house, with
his dairy cows in sight, and is going through a
small blue book together with Anand Pratap
Shahi, the local representative from Bayer’s
Crop Science Division. He’s noted in it when he
planted which seed, which diseases and pests
he has encountered, and how he treated the
chili plants. Before, he had no idea about keep-
ing accounts of income and expenses — or
planning from cultivation to harvesting. “I'm
very grateful to Bayer for the support,” he says.
“Our plants often used to suffer from fungal and
viral diseases and only produced a small har-
vest or none at all. Now | know how to protect
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and treat my plants properly, and | write every-
thing down.”

Through Bayer and its partners, he learned
about the latest technology in crop protection
and seeds, nutrient management and drip irri-
gation, and became familiar with good agricul-
tural practices. As a result, he’s been able to
more than double his yield compared with the
previous year and obtain fair prices for his pro-
duce after Bayer introduced him to new food
retailers. That success gives Pappu Singh
cause to look to the future with optimism. He
can pay for an education for his two daughters,
Ritika and Anshika. His eldest daughter would

Sunita and
Manharan Singh,
Pappu Singh’s
aunt and uncle,
look after a dairy
cow on the farm.
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like to study medicine. He also has big plans
for his modest farm. “I'd like to buy two
hectares of extra land to give more people
from my village work.”

Back to lllinois, where Aaron Gingerich has
since brought in a good harvest. Like Pappu
Singh, he’s pleased to make use of Bayer’s
advice. “Our support is in demand, in particular
when it comes to containing weeds,” says Terry
Sorgenfrey from the Crop Science Division.
Bayer’s experts are part of the network that
Aaron Gingerich has built over the years. “We
always have questions,” says Aaron. “Bayer
supplies answers we can rely on.”

What are the challenges that chili
> growers face in India? Our video at
www.bayer.com/ar-chili shows how
Bayer supports smallholder farmers.

Aaron Gingerich works on his farm in the
Midwestern United States with the metic-
ulousness of a scientist. He continuously
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tries out new, innovative technologies and

trusts the advice of Bayer expert Terry

Sorgenfrey.
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Erica Mann'
Consumer Health

Erica Mann holds a degree in analyti-
cal chemistry and a marketing diplo-
ma from her studies in Johannesburg,
South Africa. She began her career
with Eli Lilly & Company and held po-
sitions at Johnson & Johnson, Lederle
Laboratories and Wyeth before
moving into senior management at
Pfizer in the United States. She be-
came head of Consumer Care at
Bayer HealthCare in 2011. She was
appointed to the Bayer Board of Man-
agement and head of the Consumer
Health Division in January 2016.

Dieter Weinand
Pharmaceuticals

Dieter Weinand studied pharma-
cology, toxicology and biology in
New York. After holding positions at
various companies in the pharmaceu-
tical industry, including Pfizer and
Bristol-Myers Squibb, he was Presi-
dent Global Commercialization &
Portfolio Management at Otsuka
Pharmaceutical Development & Com-
mercialization, Inc. in Princeton. In
2014, Weinand became head of the
Pharmaceuticals Division at Bayer.
He was appointed to the Bayer Board
of Management in January 2016.

Werner Baumann
Chairman

Werner Baumann studied econom-
ics in Aachen and Cologne, joining
Bayer AG in 1988. After holding po-
sitions of increasing responsibility
in Spain and the United States, he
became a member of the Board of
Management of Bayer HealthCare.
He was appointed to the Bayer
Board of Management in 2010, first
as Chief Financial Officer and then
as Chief Strategy and Portfolio Offi-
cer. Baumann has been Chairman
of the Bayer Board of Management
since May 2016.

Bayer Annual Report 2017

Johannes Dietsch?
Finance

Johannes Dietsch completed his
training with Bayer as a commer-
cial assistant and business ad-
ministrator in 1984. He subse-
quently held various managerial
positions within the company,
including one in Japan. In 2002,
Dietsch took over as head of the
Finance Department in the Corpo-
rate Center. He became Senior
Bayer Representative and CFO of
Bayer in China in 2011. He was
appointed to the Bayer Board of
Management in September 2014.

1 Erica Mann will be leaving the company effective March 31, 2018, after which Heiko Schipper will become head of the Consumer Health Division.
2 Johannes Dietsch will be leaving the company effective May 31, 2018. Wolfgang Nickl will become the new Chief Financial Officer from June 1, 2018.



Liam Condon
Crop Science

Liam Condon studied international
marketing in Dublin and Berlin.

He held various positions of increas-
ing responsibility with the former
Schering AG, Berlin, Germany, and
with Bayer HealthCare in Europe and
Asia, including Managing Director of

Bayer HealthCare China and head of
Bayer HealthCare in Germany. Con-
don became Chief Executive Officer
of Bayer CropScience in 2012. He
was appointed to the Bayer Board of
Management and head of the Crop
Science Division in January 2016.

Kemal Malik
Innovation

Kemal Malik studied medicine
and worked in a London hos-
pital. After holding different
positions of increasing re-
sponsibility at Bristol-Myers
Squibb, he joined Bayer in
1995. In 2007, Malik became
a member of the Executive
Committee, head of Global
Development and Chief Medi-
cal Officer of Bayer Health-
Care. He was appointed to the
Bayer Board of Management
in February 2014.

Dr. Hartmut Klusik®

Human Resources:Technology
Sustainability

Hartmut Klusik studied chemistry in
Marburg. After gaining a Ph.D., he began
his professional career at Wolff Walsrode
in 1984. He transferred to crop protection
production at Bayer in Brazil in 1990. Fol-
lowing assignments in the United States
and Australia and after holding posi-
tions of increasing responsibility at Bayer
CropScience, he was appointed to the
Board of Management of Bayer Health-
Care, with responsibility for Product Sup-
ply. He was appointed to the Bayer Board
of Management in January 2016.

3 Labor Director
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Report of the Supervisory Board

During 2017, the Supervisory Board monitored the conduct of the company’s business by the
Board of Management on a regular basis with the aid of detailed written and oral reports received
from the Board of Management, and also acted in an advisory capacity. In addition, the Chairman
of the Supervisory Board maintained a constant exchange of information with the Chairman of the
Board of Management and with the other Management Board members. In this way the Super-
visory Board was kept continuously informed about the company’s intended business strategy,
corporate planning (including financial, investment and human resources planning), earnings per-
formance, the state of the business and the situation in the company and the Group.

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

Changes on the Supervisory Board

The terms of office of the Supervisory Board members Werner Wenning, Dr. Paul Achleitner,

Dr. Clemens Borsig, Thomas Ebeling, Sue H. Rataj and Dr. Klaus Sturany ended at the end of the
Annual Stockholders’ Meeting on April 28, 2017. The Stockholders’ Meeting re-elected Werner
Wenning, Dr. Paul Achleitner, Thomas Ebeling and Dr. Klaus Sturany as members of the Super-
visory Board, in all cases until the end of the Annual Stockholders’ Meeting in 2022 except for
Dr. Klaus Sturany, whose term will run until the end of the Annual Stockholders’ Meeting in 2018.
As successors to Dr. Clemens Bdrsig and Sue H. Rataj, the Stockholders’ Meeting elected

Dr. Norbert W. Bischofberger and Colleen A. Goggins, likewise until the end of the Annual Stock-
holders’ Meeting in 2022.

Yiksel Karaaslan passed away on June 4, 2017. His seat on the Supervisory Board was taken
by the elected substitute member Detlef Rennings. Petra Kronen left the Supervisory Board
effective midnight on September 30, 2017, and was replaced by the elected substitute member
Sabine Schaab.

Work of the Supervisory Board

The full Supervisory Board met nine times during 2017 and resolved in writing on a special election
to the Human Resources Committee. No member of the Supervisory Board attended only half or
fewer than half of its meetings or those of the committees on which he/she served. The average
attendance rate by Supervisory Board members at the meetings of the full Supervisory Board and
of its committees held in 2017 was approximately 95 percent. A detailed overview of the attend-
ance of the individual members of the Supervisory Board at the meetings of the Supervisory Board
and its committees is shown in the “Further Information” section under “Governance Bodies.”

The members of the Board of Management regularly attended the meetings of the Supervisory
Board. Where necessary, the Supervisory Board met without the Board of Management or with
only the Chairman of the Board of Management present.
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Report of the Supervisory Board

Werner Wenning, Chairman of the Supervisory Board of Bayer AG

The deliberations of the Supervisory Board focused on questions relating to Bayer’s strategy,
portfolio, business activities and personnel issues. A particular focus of the Supervisory Board’s
work was the Monsanto transaction, including the progress of the merger control proceedings,
which were reported on extensively at several meetings. Between the meetings of the Super-
visory Board, this issue was also the subject of an extensive exchange of information between
the Chairman of the Supervisory Board and the Chairman of the Board of Management. The
discussions at the respective meetings in 2017 centered on various topics.

At its February meeting, the Supervisory Board discussed the Annual Report 2016, the agenda
for the Annual Stockholders’ Meeting 2017 and the Bayer Group’s risk management system, and
adopted resolutions on reducing the interest in Covestro and on questions relating to the com-
pensation of the Board of Management.

At an extraordinary meeting in April, the Supervisory Board passed a resolution to extend the
appointment of the Chief Financial Officer, Johannes Dietsch, until May 31, 2018. At a further
meeting in April, the Supervisory Board examined business performance to date in 2017, the
targets for the proportion of women on the Board of Management, and the upcoming Annual
Stockholders’ Meeting. At its constitutive meeting following the Annual Stockholders’ Meeting,
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the Supervisory Board held the necessary elections of the Chairman and Vice Chairman of the
Supervisory Board, and the Chairmen and members of the Supervisory Board committees.

At an extraordinary meeting in June, the Supervisory Board examined a further reduction of the
stake in Covestro and adopted a resolution on this.

At its September meeting, the Supervisory Board appointed Wolfgang Nickl to the Board of
Management effective April 26, 2018. Wolfgang Nickl will become Chief Financial Officer when
Johannes Dietsch leaves the Board of Management. Further, the Supervisory Board discussed
the development of the Brazilian Crop Science business, which had led to an ad-hoc statement
in June on an expected negative earnings impact. The Supervisory Board agreed to undertake a
further review of these occurrences, including the Board of Management’s handling of the matter.
At this meeting, the Supervisory Board also agreed to the conclusion of a control termination
agreement with Covestro to ensure its deconsolidation effective September 30, 2017, and also
decided to increase the size of the Innovation Committee to eight members.

At an extraordinary meeting in October, the Supervisory Board looked in detail at the planned
divestment of part of the Crop Science business in connection with the ongoing merger control
proceedings for the acquisition of Monsanto.

At another extraordinary meeting in November, the Supervisory Board appointed Heiko Schipper
to the Board of Management effective March 1, 2018. He will head the Consumer Health Division
when Erica Mann leaves the Board of Management. At this meeting, the Supervisory Board also
discussed the in-licensing of two development candidates from the U.S. biotech company Loxo
Oncology and the development of female managers in the Bayer Group.

At its meeting in December 2017, the Supervisory Board undertook the routine review of the
fixed compensation of the members of the Board of Management and the pension amounts of
the former members of the Board of Management. At this meeting, the Supervisory Board agreed
that Erica Mann could leave the Board of Management effective March 31, 2018. The Board of
Management furthermore presented its planning for business operations in the period 2018
through 2020 at this meeting, and reported on the financing concept for the Monsanto transac-
tion, Monsanto’s valuation and the impact of the transaction on the company’s credit rating. The
Supervisory Board approved the proposed financing framework for 2018. In addition, on the
basis of two detailed reports to the Audit Committee and the associated discussions, the Super-
visory Board held a further, final discussion on the developments at Crop Science in Brazil and
the action taken by the Board of Management. Finally, the Supervisory Board elected two further
members to the enlarged Innovation Committee and issued a new declaration on the German
Corporate Governance Code.

Committees of the Supervisory Board

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

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

Presidial Committee: This comprises the Chairman and Vice Chairman of the Supervisory Board
along with a further stockholder representative and a further employee representative. The Presid-
ial Committee serves primarily as the mediation committee pursuant to the German Codetermina-
tion Act. It has the task of submitting proposals to the Supervisory Board on the appointment of
members of the Board of Management if the necessary two-thirds majority is not achieved in the
first vote at a plenary meeting. Certain decision-making powers in connection with capital
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measures, including the power to amend the Articles of Incorporation accordingly, have also been
delegated to this committee. On a case-by-case basis, furthermore, the Supervisory Board can
delegate certain responsibilities to the Presidial Committee. Finally, the Presidial Committee may
also undertake preparatory work for full meetings of the Supervisory Board.

No meeting of the Presidial Committee had to be convened in 2017.

Audit Committee: The Audit Committee comprises three stockholder representatives and three
employee representatives. The Chairman of the Audit Committee in 2017, Dr. Klaus Sturany,
meets the statutory requirements concerning the expertise in the field of accounting or auditing
that a member of the Supervisory Board and the Audit Committee is required to possess. The
Audit Committee meets regularly four times a year.

Its tasks include in particular oversight of the accounting, the financial reporting process, the
effectiveness and ongoing development of the internal control system, the risk management
system, the internal audit system, the compliance system and the audit of the financial state-
ments. The Audit Committee prepares the resolutions of the Supervisory Board concerning the
financial statements and management report of Bayer AG and the proposal for the use of the
distributable profit, the consolidated financial statements and management report of the Bayer
Group and the agreements with the auditor (particularly the awarding of the audit contract, the
determination of the main areas of focus for the audit and the audit fee agreement). The commit-
tee submits a reasoned proposal to the full Supervisory Board concerning the auditor’s appoint-
ment, and takes appropriate measures to determine and monitor the auditor’s independence.
The audit focuses particularly on whether the financial statements have been prepared in compli-
ance with the statutory requirements and whether the financial reporting provides a true and fair
view of the financial position and results of operations of the company and the Group.

The Audit Committee discusses developments in the area of corporate compliance at each of its
meetings where necessary.

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

The meetings focused on a number of topics. At the February meeting, the Audit Committee
discussed the financial statements of Bayer AG and the consolidated financial statements of the
Bayer Group. It also carefully considered the risk report, which covers the risk early warning
system, the report on the internal control system (ICS) and ongoing developments, especially the
integrated risk management system. Further, the Audit Committee examined the development of
legal and compliance cases. Finally, the Audit Committee made a recommendation to the full
Supervisory Board concerning the resolution to be submitted to the Annual Stockholders’ Meet-
ing on the appointment of the auditor of the financial statements. The April meeting mainly dealt
with the yearly report of the Group Compliance Officer, a report on a compliance project in China,
the yearly report of the Internal Audit department and the determination of the main areas of
focus for the audit of the 2017 financial statements.

The July meeting looked at the interim financial report and, in particular, the development of
business at Crop Science in Brazil. Other topics discussed by the Audit Committee were infor-
mation security, CSR reporting and the status of the ongoing random sampling of the consolidat-
ed financial statements as of December 31, 2016, and the combined management report for the
2016 fiscal year by the German Financial Reporting Enforcement Panel, which was ultimately
completed without identifying any faulty reporting. Moreover, as at all meetings, legal and com-
pliance issues were discussed. At its meeting in October, the Audit Committee once more dis-
cussed the development of the Brazilian Crop Science business in addition to the regular items
on the agenda. Supplementary to its report at the July meeting, the Board of Management out-
lined the further development and responded to a number of questions that the Audit Committee
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had submitted following the report at the previous meeting. Furthermore, the Audit Committee
discussed the yearly report of the Tax department, the audit conducted pursuant to

Section 20 of the German Securities Trading Act (WpHG) (EMIR), the audit budget for 2018 and
the framework for non-audit services.

Human Resources Committee: On this committee, too, there is parity of representation between
stockholders and employees. It consists of the Chairman of the Supervisory Board and three other
Supervisory Board members. The Human Resources Committee prepares the personnel decisions
of the full Supervisory Board, which resolves on appointments or dismissals of members of the
Board of Management. The Human Resources Committee resolves on behalf of the Supervisory
Board on the service contracts of the members of the Board of Management. However, it is the
task of the full Supervisory Board to resolve on the total compensation of the individual members
of the Board of Management and the respective compensation components, as well as to regular-
ly review the compensation system on the basis of recommendations submitted by the Human
Resources Committee. The Human Resources Committee also discusses the long-term succes-
sion planning for the Board of Management.

The Chairman of the Board of Management regularly attended the meetings of the Human
Resources Committee where the issues discussed did not relate to him personally.

The Human Resources Committee convened on five occasions in 2017. The matters discussed
were the compensation and contracts of the members of the Board of Management, the exten-
sion of the appointment of Johannes Dietsch, the upcoming departure of Erica Mann and the
appointment of Wolfgang Nickl and Heiko Schipper to the Board of Management.

Nominations Committee: This committee carries out preparatory work when an election of stock-
holder representatives to the Supervisory Board is to be held. It suggests suitable candidates for
the Supervisory Board to propose to the Annual Stockholders’ Meeting for election. The Nomina-
tions Committee comprises the Chairman of the Supervisory Board and the other stockholder
representative on the Presidial Committee.

The Nominations Committee did not meet in 2017. The members of the committee had dis-
cussed the recommended nominations to the Annual Stockholders’ Meeting in December 2016.

Innovation Committee: The Innovation Committee is primarily concerned with the innovation
strategy and innovation management, the strategy for the protection of intellectual property, and
major research and development programs at Bayer. Within its area of responsibility, the commit-
tee advises and oversees the management and prepares any Supervisory Board decisions. The
Committee comprises the Chairman of the Supervisory Board and five other members of the Su-
pervisory Board, with parity of representation between stockholder and employee representatives.
The Chairman of the Board of Management and the member of the Board of Management re-
sponsible for Innovation regularly attend the meetings of the Innovation Committee.

The Innovation Committee convened twice in 2017. At its February meeting, it dealt with the re-
search and development process in the Pharmaceuticals Division, especially the organization and
strategy in the area of drug discovery. At its meeting in September, it examined the Consumer
Health Division’s innovation concept and open innovation at Pharmaceuticals and Crop Science.

Corporate governance

The Supervisory Board dealt with the principles of corporate governance at Bayer. In particular, at
its December meeting it discussed the implementation of the new recommendations of the Ger-
man Corporate Governance Code and adopted corresponding changes to its rules of procedure.
In December, the Board of Management and the Supervisory Board again issued an unreserved
declaration on the German Corporate Governance Code. Further, at the meetings of the Super-
visory Board the Chairman of the Supervisory Board gave a summary of his dialog with investors.
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Financial statements and audits

The financial statements of Bayer AG were prepared according to the requirements of the German
Commercial Code and Stock Corporation Act. The consolidated financial statements of the Bayer
Group were prepared according to the German Commercial Code and the International Financial
Reporting Standards (IFRS). The combined management report was prepared according to the
German Commercial Code. The auditor, Deloitte GmbH Wirtschaftsprifungsgesellschaft, Munich,
has audited the financial statements of Bayer AG, the consolidated financial statements of the
Bayer Group and the combined management report. The auditor responsible for the audit was Prof.
Frank Beine. The conduct of the audit is explained in the auditor’s reports. The auditor finds that
Bayer has complied, as appropriate, with the German Commercial Code, the German Stock Corpo-
ration Act and/or the International Financial Reporting Standards endorsed by the European Union,
and issues an unqualified opinion on the financial statements of Bayer AG, the consolidated finan-
cial statements of the Bayer Group and the combined management report. The financial state-
ments of Bayer AG, the consolidated financial statements of the Bayer Group, the combined man-
agement report and the audit reports were submitted to all members of the Supervisory Board.
They were discussed in detail by the Audit Committee and at a meeting of the full Supervisory
Board. The auditor submitted a report on both occasions and was present during the discussions.

We examined the financial statements of Bayer AG, the proposal for the use of the distributable
profit, the consolidated financial statements of the Bayer Group and the combined management
report. While examining the combined management report, we also examined in particular the non-
financial statement that is fully integrated in the management report. This statement was also ex-
amined by the auditor. We have no objections, thus we concur with the result of the audit.

We have approved the financial statements of Bayer AG and the consolidated financial statements
of the Bayer Group prepared by the Board of Management. The financial statements of Bayer AG
are thus confirmed. We are in agreement with the combined management report and, in particular,
with the assessment of the future development of the enterprise. We also concur with the dividend
policy and the decisions concerning earnings retention by the company. We assent to the proposal
for the use of the distributable profit, which provides for payment of a dividend of €2.80 per share
and for the distributable profit remaining after this payment to be carried forward.

The Supervisory Board would like to thank the Board of Management and all employees for their
dedication and hard work in 2017.

Leverkusen, February 27, 2018
For the Supervisory Board

Werner Wenning
Chairman
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Bayer stock delivers returns of 7.4% in 2017
Positive financing environment for bonds

Dividend increase to €2.80 per share proposed

Performance of Bayer Stock in 2017

Indexed; 100 = Xetra closing price on December 31, 2016, source: Bloomberg

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
130 —
120 :
110 :
100 :
90 :
— Bayer +7.4% — DAX +12.5% DJ EURO STOXX 50 +9.2%

The Stock Market in 2017

Stock markets achieve positive performance

2017 was a year of strong gains on stock markets. Buoyed by a growing global economy, perfor-
mance was yet again driven by expansionary monetary policy, with the European Central Bank
(ECB) in particular playing a key role here. As a result, interest rates in Europe remained at a low
level. In contrast, the U.S. Federal Reserve hiked interest rates three times, in a move that signals
a sustained departure from low interest rates in the United States. The impact of global uncertain-
ties, such as elections in Europe, Brexit risks and geopolitical factors, on the performance of the
stock markets began to fade over the course of the year. The German stock index DAX, for in-
stance, grew for the sixth year in a row. Share prices rose strongly through June, with the DAX up
by around 12 percent at almost 13,000 points, before it fell below 12,000 points in August. How-
ever, stocks started to rise again in September, with the index hitting a record high of around
13,500 points in November. The DAX stood at 12,918 points at the end of the last trading day of
the year, representing growth of around 13 percent over the course of the year.

Following a similar path, the European equities index EURO STOXX 50 (performance index) rose
around 9 percent, ending the year at roughly 7,049 points. Meanwhile, the S&P 500 and Nikkei
225 indices were up by around 19 percent, indicating that stock markets in the United States and
Japan also performed very strongly.
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Performance of Bayer stock

Bayer shares posted moderate gains through early April, when they hit the €108 mark, after which
they continued to rise until they reached their high for the year of €123.30 on July 19. The com-
pany’s share price then declined until early August, before rising again to around €120 in mid-
October. Bayer stock closed the year at €104. Including the dividend of €2.70 per share paid at
the end of April, Bayer stock delivered a return of 7.4 percent.

Bayer Stock Data

2016 2017
Earnings per share from continuing and discontinued operations € 5.44 8.41
Core earnings per share from continuing operations' € 6.67 6.74
Cash flow from operating activities in continuing operations per share € 7.78 7.99
Equity per share € 45.05 44.57
Dividend per share € 2.70 2.80
Year-end price? € 99.13 104.00
High for the year? € 111.25 123.30
Low for the year? € 84.42 100.00
Total dividend payment?® € million 2,233 2,315
Number of shares entitled to the dividend (Dec. 31) million shares 826.95 826.95
Market capitalization (Dec. 31) € billion 82.0 86.0
Average daily share turnover on German stock exchanges million shares 2.7 2.0
Price/EPS? 18.2 12.4
Price/core EPS? 14.9 15.4
Price/cash flow?2 12.7 13.0
Dividend vyield % 2.7 2.7

2016 figures restated

" For details on the calculation of core earnings per share see Combined Management Report, Chapter A 2.4

2 Xetra closing prices (source: Bloomberg)

31f the planned capital increase or other capital measures are completed by the 2018 Annual Stockholders’ Meeting, with the issue
of new shares carrying dividend rights for fiscal 2017, the total dividend payment will be increased by the total dividends to be paid
to the newly issued shares, with the dividend per share remaining unchanged.

Financing environment remains positive

2017 was a year that saw record demand for euro-denominated investment-grade bonds. Buoyed
by the ECB’s bond-buying program, risk premiums hit historic lows while premiums on new issues
were in single digits or even negative territory. As before, yields remain in negative territory for a
high range of maturities.

Bayer redeemed all bonds maturing in 2017 without direct refinancing, while also early redeeming
a €750 million bond that was originally due to mature in January 2018. JPY 20 billion in bonds
were issued in May as part of a private placement.

In addition, bonds that may alternatively be redeemed in Covestro shares were issued in June.
Maturing in 2020, they amounted to €1 billion. This exchangeable bond helps Bayer to implement
its goal of achieving full separation from Covestro in the medium term and to obtain financing at
highly advantageous conditions.

Further details of all outstanding bonds are given in the consolidated financial statements.
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Four percent dividend increase to €2.80 per share

The Board of Management and the Supervisory Board will propose to the Annual Stockholders’
Meeting that the dividend be increased by €0.10 to €2.80 per share. Through the move, we aim to
enable our stockholders to appropriately participate in the positive business performance of the
past fiscal year, despite the revised forecast following the second quarter and the planned capital
increase. The resulting payout ratio of around 42 percent! calculated on core earnings per share
exceeds our target corridor of 30 to 40 percent.

The dividend vyield calculated on the share price at year end 2017 amounts to 2.7 percent.

Dividends Per Share and Total Dividend Payments

2008

2009 2010 2011 2012 2013 2014 2015 2016 2017

3.0

€270 €2.80

€2.50

25

€2.25
€2.10

€1.90

2.0

€1.40

€1.40 €1.50

€1.65

15

1.0

0.5

€1,070 milion  €1,158 milion €1,240 million €1,364 million €1,571 million €1,737 million €1,861 milion €2,067 million €2,233 million €2,315 million’

Dividend per share (€)

w101l dividend payment (€ million)

"1 the planned capital increase or other capital measures are completed by the 2018 Annual Stockholders’ Meeting, with the issue of new shares carrying dividend rights for
fiscal 2017, the total dividend payment will be increased by the total dividends to be paid to the newly issued shares, with the dividend per share remaining unchanged.

GRI G4-26, G4-27

Intensive investor relations activities

Last year, our investor relations (IR) activities once again centered around providing capital
market participants with a continuous flow of information. Main areas of focus of our communica-
tions included the positive results from the COMPASS study on Xarelto™, the negative results for
anetumab ravtansine and Xofigo™, and explaining the development in Brazil at our Crop Science
Division, which, together with the challenging situation at Consumer Health, prompted us to
revise our forecast halfway through the year. Other topics included Bayer reducing its interest in
Covestro, while the planned acquisition of Monsanto continued to be addressed. Against this
backdrop, we received a great many questions from capital market participants, mainly concern-
ing the financing of the Monsanto acquisition. Here, questions on the capital increase scheduled
for 2018 and the progress made in reviews being conducted by antitrust authorities were particu-
larly prevalent.

At the Meet Management conference in London in March, institutional investors and analysts had
the chance to engage in direct dialogue with Bayer’s top management, as they have done in pre-
vious years. We took part in 19 conferences in total last year, as well as seven roadshows and one
field trip. New York, Boston, San Francisco, London, Paris, Zurich, Frankfurt, Stockholm, Copen-
hagen and Singapore were just some of the cities we went to.

Private investors also had an opportunity to find out about our company at various stockholder
forums at which the Investor Relations team was present.



Bayer Annual Report 2017 To our Stockholders

A sustainable investment

We continued our open communication with sustainability-oriented investors, analysts and rating
agencies in 2017. Against the backdrop of the planned acquisition of Monsanto, the focus of
capital market participants turned to business ethics, reputation and the future sustainability strat-
egy. Other important subjects included product stewardship and safety, access to medicines and
our responsibility toward the environment.

Bayer’s inclusion in the Dow Jones Sustainability World Index and FTSE4Good (Europe, Global
and Environmental Leaders Europe 40), two important sustainability indices, was confirmed. Bayer
also continues to be listed on the MSCI World Low Carbon Target Index, the STOXX® Europe
Sustainability Index and the STOXX® Global ESG Impact index. In addition, in 2017 Bayer was
again evaluated by the CDP (Carbon Disclosure Project) as one of the leading international phar-
maceutical companies in the areas of climate protection and sustainable water management.

Ratio switch in ADR Program

Bayer shares are traded in the United States under an OTC Level | ADR (American Depositary
Receipts) Program. The ratio of Bayer shares to Bayer ADRs was changed in September 2017.
Four Bayer ADRs now correspond to one Bayer share. The move improved tradeability, and by a
greater extent than we had anticipated.

International ownership structure

Our ownership structure continues to show the international distribution of our capital stock. The
highest proportion of our outstanding shares, almost 31 percent, is held by investors in the United
States and Canada, followed by Germany, with about 22 percent. Bayer has a 100-percent free
float as defined by Deutsche Bérse, the operator of the Frankfurt Stock Exchange. The number of
Bayer stockholders declined marginally in 2017. At the end of 2017, approximately 343,000
stockholders were listed in our share register — a decline of around 4 percent compared with the
previous year.

Shareholder Composition - Regional Allocation

4.7% Denmark, Finland,
Norway, Sweden 3.8% Not covered by survey

2.4% Benelux ‘

4.1% Austria, Switzerland, Liechtenstein “- 30.8% U.S.A. & Canada
4.1% Other countries "
9.0% France, Spain, Italy,

Portugal

21.9% Germany
19.2% U.K. & Ireland

Source: IPREO
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About this Report

This integrated Annual Report combines our financial and
our sustainability reporting. Our aim is to elucidate the
interactions between financial, ecological and societal
factors and underline their influence on our company’s

Legal principles and reporting standards

The consolidated financial statements of the Bayer Group
as of December 31, 2017, comply with the International
Financial Reporting Standards (IFRS), as adopted by the
E.U., valid at the closing date and with the provisions of
the German Commercial Code in conjunction with Ger-
man financial reporting standards (DRS). With due regard
to these provisions, the combined management report
provides an accurate overview of the financial position
and results of operations of the Bayer Group. The Com-
pensation Report for the Board of Management and the
Supervisory Board complies with the recommendations
of the German Corporate Governance Code. The consol-
idated financial statements and the combined manage-
ment report are published in the Federal Gazette in line
with the statutory disclosure requirement.

The Bayer Group’s sustainability reporting has been
aligned to the guidelines of the Global Reporting Initiative
(GRI) and the 10 principles of the U.N. Global Compact
(UNGQ) since 2000. The Annual Report 2017 was pre-
pared in accordance with the “comprehensive” option of
the GRI-G4 Guidelines. The detailed GRI content index
with the corresponding UNGC principles can be found in
the augmented online version of the Annual Report under
“C Further Information.” This index assigns Bayer’s areas

CSR Directive Implementation Act

Pursuant to the CSR Directive 2014 /95/EU published
in the Official Journal of the European Union, certain
publicly traded companies are required for the first time
to publish a nonfinancial statement for the fiscal year
beginning on or after January 1, 2017. The aim of this is
to achieve a better understanding of business develop-

Bayer Annual Report 2017

long-term development, thus providing our stakeholders
with comprehensive and transparent information on our
performance.

of activity derived from the materiality analysis to key GRI
aspects. This report also serves as a Communication on
Progress (COP) in line with the U.N. Global Compact.

%%, Global Compact

€ LEAD

PARTICIPANT

Our reporting is also aligned to international guidelines
and recommendations, including those on the definition
and selection of nonfinancial indicators and on reporting
such as those of the OECD and the ISO 26000 standards.
In selecting and measuring our key data we also take into
account the recommendations of the European Federa-
tion of Financial Analysts Societies (EFFAS) in the case of
nonfinancial indicators, and those of the Greenhouse Gas
Protocol regarding greenhouse gas emissions. We also
consider the recommendations of the World Business
Council for Sustainable Development (WBCSD) and the
European Chemical Industry Council (CEFIC).

ment and context as well as future developments of the
company. German lawmakers approved the implementa-
tion of the Directive as the CSR Directive Implementation
Act (CSR-RUG) and transposed it into German law
(Section 289 et seqq. of the German Commercial Code
for individual companies and Section 315b et seqq. of
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the German Commercial Code for consolidated financial
statements).

In addition to a brief description of the business model,
the Act requires the preparation of a nonfinancial state-
ment containing information relating to at least environ-
mental, employee-related and social aspects, as well as
respect for human rights, anticorruption and bribery
matters (Section 289c¢ of the German Commercial Code).
We have also prepared the nonfinancial statement in line
with GRI-G4 Guidelines (Section 289d of the German
Commercial Code).

On account of our reporting already being integrated, we
have included the nonfinancial statement in the combined
management report of our Annual Report, which covers
data for the Bayer Group and Bayer AG as the parent
company. The legality, accuracy and expediency of the

Versions of the report
We provide the integrated Bayer Annual Report 2017 in
two audited versions:

> in a print version (“Annual Report 2017”)

> and an augmented online version (“Annual Report 2017
— Augmented Version”).
The augmented version also includes additional
information in the management report as well as
Bayer’s consolidated financial statements.

The “Annual Report 2017 - Augmented Version” can
be found at www.bayer.com/AR17

About this Report 41

Augmented Version

nonfinancial statement has been verified by the Supervi-
sory Board.

An index to the nonfinancial statement pursuant to the
CSR Directive Implementation Act in A 4.6 provides an
overview of where you can find the disclosures required
by law (business model/concept and risks pertaining to
the aspects/diversity concept) in the combined man-
agement report. The index also provides an overview of
the corresponding areas of activity at Bayer in relation to
the aspects set forth in the Act.

Owing to the increased importance of Bayer AG within
the Group, the disclosure of significant nonfinancial infor-
mation is also mandatory for the parent company Bayer
AG. The relevant nonfinancial data and other key figures
for Bayer AG are contained in A 1.4.4.

The print version contains numbered s online annexes
which refer the reader to additional information in the
Augmented Version. You can enter these numbers in a
search mask on www.bayer.com/AR2017 to access the
desired information.

Both versions of the Annual Report are available in PDF
format for download from the Bayer website.

The app of the
“Annual Report 2017 -
Augmented Version”
is available on the
iTunes and Google
Play stores. Please
search for “Bayer
Integrated Reports.”
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Data collection and reporting thresholds

We collected the data of all relevant organizational units
and companies worldwide that fell within the scope of the
Bayer Group’s consolidated financial statements between
January 1, 2017, and December 31, 2017.

Bayer ceded de facto control over Covestro AG at the end
of the third quarter of 2017. Covestro is no longer a re-
portable segment of the Bayer Group and is now present-
ed as a discontinued operation until the date of its decon-
solidation.

In accordance with IFRS 5 (Non-current Assets Held for
Sale and Discontinued Operations), financial indicators are
given for continuing operations unless otherwise explicitly
indicated. The same applies to HR and HSE (health, safe-
ty and environment) indicators and our social data. Prior
years’ figures were restated as necessary.

We mainly use SAP systems to collect financial data
worldwide. We use the global SAP HR information system

External verification

The auditing company Deloitte GmbH Wirtschafts-
prifungsgesellschaft (Deloitte), Munich, Germany, has
audited the consolidated financial statements (including
the notes thereto) of Bayer AG, Leverkusen, and the
combined management report for the fiscal year from
January 1, 2017, to December 31, 2017, and has issued
an unqualified opinion (reasonable assurance). The audit
also includes the disclosures pertaining to the nonfinan-
cial statement pursuant to Section 315c¢ of the German
Commercial Code in conjunction with Section 289c¢ of the
German Commercial Code.

Additional information

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

B Cross-references within the
Annual Report

& References to websites

Bayer Annual Report 2017

and the associated reporting application — the Sustain-
ability Management Annual Reporting Tool (SMART) — to GRI

collect HR indicators and social data. G4-17
All HSE performance indicators for the Group are collated

in our Group-wide site information system (BaySIS). The

HSE data cover all fully consolidated companies in which

Bayer owns at least 50% of the shares. Data on occupa- GRI
tional injuries, transport accidents and environmental G4-22
incidents are collected at all sites worldwide. Environmen-

tally relevant indicators are measured at all production

sites and at relevant research and development sites.

Several nonfinancial indicators (particularly related to
employees and procurement) are reported only for our
significant locations of operation in line with the require-
ments of the corresponding GRI indicators. In 2017,
this covered 18 countries that accounted for more than
80% of total Bayer Group sales.

All the online annexes that supplement the management
report in the augmented online version of the Bayer
Annual Report 2017 (“Annual Report 2017 — Augmented
Version”) for the fiscal year from January 1, 2017, to
December 31, 2017, have been reviewed by Deloitte on a
limited assurance basis. The corresponding text passages
are marked in the augmented online version of the Annual
Report with “limited assurance.”

> For further guidance, the Annual Report contains
references to:

A Group target GRI references
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of the Bayer Group and Bayer AG
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1. Fundamental Information
About the Group

1.1 Corporate Profile and Structure

The foundation for our success: innovation strength

Bayer actively supports efforts to achieve U.N. Sustainable
Development Goals

Covestro no longer a part of operating business

1.1.1 Corporate Profile

Bayer is a life science company with a more than 150-year history and core competencies in
the areas of health care and agriculture. With our innovative products, we are helping find solu-
tions to some of the major challenges of our time. With life expectancy continuing to rise, we
improve quality of life for a growing population by focusing our research and development activi-
ties on preventing, alleviating and treating diseases. We are also making an important contribu-
tion to providing a reliable supply of high-quality food, feed and plant-based raw materials.

Our goal is to create value for our customers, stockholders and employees, while also strength-
ening the company’s earning power. We are committed to operating sustainably and addressing
our social and ethical responsibilities. Employees with a passion for innovation enjoy excellent
development opportunities at Bayer. All this goes to make up our corporate purpose: “Science
for a better life.”

Our corporate values guide us in our daily activities. Represented by the acronym LIFE (Leader-
ship, Integrity, Flexibility and Efficiency), these values apply to everyone at Bayer and are firmly
integrated into our global performance management system. Our value culture ensures a common
identity throughout the enterprise across national boundaries, management hierarchies and cul-
tural differences.

Augmented Version

43
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Bayer Worldwide 2017

North America

Sales €10,143 (2016: 10,066) million
Employees 13,001 (2016: 13,212)
R&D €1,015 (2016: 1,009) million

L atin America

Sales €3,847 (2016: 4,402) million
Employees 11,587 (2016: 12,120)
R&D ' €63 (2016: 70) million

Pharmaceuticals
Berlin

Headquarters Pharmaceuticals
Bayer Group A —— Cologne
Leverkusen Al —Berlin

A —— Wuppertal-Aprath
s« —— Wuppertal-Elberfeld

l« —— Bergkamen
Crop Science l —— | everkusen
i ; l« —— Weimar
Monheim am Rhein
Animal Health Consumer Health
Monheim am Rhein A —— Darmstadt
l« — Bitterfeld-Wolfen
l« —— Grenzach

A —— Monheim am Rhein

Al — Frankfurt am Main

l« — Dormagen Consumer Health

l« —— Hurth-Knapsack A —— Galllard

Animal Health Crop Science

A —— Monheim am Rhein A —— Lyon

b — Kiel A —— Sophia Antipolis
la — Villefranche

Pharmaceuticals

A —— San Francisco
A —— Whippany
Al — Berkeley

l« —— Saxonburg

Consumer Health

A —— Morristown
A —— Whippany
s —— Cleveland
s —— Myerstown

Crop Science

Consumer Health
l« —Lerma

A —— Morrisville

A —— Raleigh

s —— Kansas City

Animal Health
Al — Shawnee

2016 figures restated

Crop Science

l« —— Belford Roxo

A — Sa0 Paulo

Animal Health
A —— Séo Paulo

1 Research and development expenses

2 Transition to Kunming in 2018

A Significant research and development location (selection)
b Significant production location (selection)
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At1.1.11

EFurope/Middle East/Africa  Asia/Pacific

Sales €13,388 (2016: 13,062) million Sales €7,637 (2016: 7,413) million
Employees 52,380 (2016: 50,970) Employees 22,852 (2016: 23,290)
R&D ' €3,295 (2016: 3,182) million R&D ' €131 (2016: 144) million

Netherlands

Pharmaceuticals
A — Turku

Crop Science
A s« — Nunhem

Headquarters
Consumer Health
Basel

Pharmaceuticals
A —— Basel

m Belglum

Crop Science
A —— Ghent

Pharmaceuticals
A —— Oslo

Crop Science
l« —— Muttenz

Pharmaceuticals
l« —— Garbagnate

Pharmaceuticals

A —— Tokyo
A —— Osaka
e —— Koka

Pharmaceuticals
Al — Beijing

Consumer Health
A —— Chengdu?

Indonesia

Consumer Health
l« —— Cimanggis

Crop Science
s —— Vapi

New Zealand

Animal Health
A —— Auckland
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O

Vector control:
see Glossary

1.1.2 Corporate Structure

Corporate structure as of December 31, 2017

The Bayer Group is managed as a life science company with three divisions — Pharmaceuticals,
Consumer Health and Crop Science — and the Animal Health business unit, which are also our
reporting segments. The corporate functions, Business Services and the service company Currenta
support the operational business. In 2017, the Bayer Group comprised 237 consolidated compa-
nies in 79 countries throughout the world. As described in further detail below, Bayer’s interest in
Covestro AG stood at 24.6% as at the end of the reporting period. Covestro is no longer a report-
able segment and has been accounted for using the equity method as of the beginning of the
fourth quarter of 2017.

A1.1.2/1

Bayer Group Structure in 2017

Board of Management

Pharmaceuticals Consumer Health
Animal Health

Corporate Functions & Business Services

Currenta (60%)

The Pharmaceuticals segment focuses on prescription products, especially for cardiology and
women’s health care, and on specialty therapeutics in the areas of oncology, hematology and
ophthalmology. The division also comprises the radiology business, which markets diagnostic
imaging equipment together with the necessary contrast agents.

The Consumer Health segment markets nonprescription (OTC = over-the-counter) medicines,
medical products and cosmetics in the dermatology, nutritional supplement, analgesic, digestive
health, allergy, cold, foot care and sun protection categories.

Crop Science is a world-leading agriculture enterprise with businesses in crop protection, seeds
and nonagricultural pest control. The Crop Protection/Seeds unit markets a broad portfolio of
high-value seeds and innovative pest management solutions, while at the same time providing
extensive customer service for sustainable agriculture. The Environmental Science unit provides
products and services for professional nonagricultural applications, such as vector and pest con-
trol and forestry.

Animal Health ranks among the leading international innovators in its field. It develops and mar-
kets products and solutions for the prevention and treatment of diseases in companion and farm
animals.

The corporate functions and Business Services operate as Group-wide competence centers
in which business support services are bundled. Currenta is the service company responsible for
managing and operating the Chempark sites in Leverkusen, Dormagen and Krefeld-Uerdingen.
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A1.1.2-1/1

Products and Activities of the Segments

Indication/ Application/Business

Core activities and markets

Main products and brands’

Pharmaceuticals

Cardiology Hypertension, pulmonary hypertension, heart Xarelto™, Adalat™, Aspirin™ Cardio, Adempas™
attack and stroke, thrombosis

Oncology Liver cancer, renal cell carcinoma, thyroid Nexavar™, Xofigo™, Stivarga™, Aligopa™
carcinoma, prostate cancer, colorectal cancer,
gastrointestinal stromal tumors (GIST), follicular
lymphoma

Ophthalmology Age-related macular degeneration (AMD), Eylea™
diabetic macular edema (DME)

Hematology Hemophilia A Kogenate™/Kovaltry™

. Women’s health

Contraception, gynecological therapy

Mirena™ product family, Yaz™/Yasmin™/
Yasminelle™

Infectious diseases

Bacterial infections

Avalox™/ Avelox™, Cipro™, Ciprobay™

Radiology

Contrast agents; diagnostic imaging equipment
for use with contrast agents

Gadovist™, Ultravist™, Medrad Spectris Solaris™,
Medrad Stellant™

Other indications

Multiple sclerosis

Betaferon™ / Betaseron™

Consumer Health

Dermatology

Wound care, skin care, skin and intimate health

Bepanthen™, Canesten™

Nutrition Multivitamin products, dietary supplements One A Day™, Elevit™, Berocca™, Supradyn™,
Redoxon™
. Analgesics General pain relief Aspirin™, Aleve™

Digestive health

Gastric complaints

MiraLax™, Rennie™, Iberogast™

. Allergy

Allergies

Claritin™

Cough and cold

Cough and cold

Aspirin™, Alka-Seltzer™, Afrin™

Foot care

Foot care

Dr. Scholl’s™

Sun care

Sun protection

Coppertone™

Crop Science

Fungicides Biological and chemical products to protect Flint™, Fox™, Luna™, Nativo™, Prosaro™,
crop plants from fungal diseases Serenade™, Xpro™

Insecticides Biological and chemical products to protect BioAct™, Confidor™, Movento™, Sivanto™
crop plants from harmful insects and their larvae

Herbicides Chemical crop protection products to control Adengo™, Alion™, Basta™, Corvus™, Liberty™,
weeds Atlantis™

SeedGrowth Biological and chemical seed treatments to CropStar™, Gaucho™, Poncho™, Sonido™
protect against fungal infection and pests

Seeds Seeds and traits for cotton, canola, rice, Arize™, Credenz™, FiberMax™, InVigor™,

soybeans, wheat and vegetables

Nunhems™, Stoneville™

Environmental Science

Products for professional pest control, vector
control, forestry, golf courses and parks, railway
tracks

Ficam™, Maxforce™, Esplanade™, K-Othrine™

. Animal Health

Companion animals business

Veterinary medicines and solutions to protect and
maintain the health and wellbeing of companion
animals, focusing on antiparisitics and anti-
infectives

Advantage™ product family, Seresto™, Drontal™
product family, Baytril™

Farm animals business

Veterinary medicines and solutions to treat and
prevent parasitic diseases, anti-infectives,
immunostimulants, pharmacological treatments
and farm hygiene products

Baytril™, Cydectin™

" The order of the products listed is no indication of their significance.
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Field crops:
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Management functions of Bayer AG

As the parent company of the Bayer Group, Bayer AG — represented by its Board of Management
— performs the principal management functions for the entire company. This mainly comprises the
Group’s strategic alignment, resource allocation, and the management of financial affairs and
managerial staff, along with the management of the Group-wide operational business of the seg-
ments. Business lease agreements between Bayer AG on the one hand, and Bayer Pharma AG
and Bayer CropScience AG — the former parent companies of the respective divisions — on the
other, have been in place since the start of 2017 and govern the transfer of their operational busi-
ness to Bayer AG. This means that, alongside the holding company function it has performed to
date, Bayer AG also performs the corresponding parent company functions in relation to Pharma-
ceuticals and Crop Science.

Changes to the corporate structure in connection with Covestro

In fiscal 2017 we reduced our interest in Covestro AG from 64.2% to 24.6%. Over the course
of the year, we sold 35.6% of the shares in this company in four tranches, raising approximately
€4.7 billion in total. In addition, we deposited a further 4% of the shares in Bayer Pension Trust
e.V., which now holds an interest of 8.9%.

Furthermore, we sold an additional 10.4% of Covestro shares in January 2018, in a move that
reduced our direct interest to 14.2%. This transaction generated overall proceeds of €1.8 billion.

As a result of the reduction undertaken through September 30, 2017, and the conclusion of a
control termination agreement, Bayer ceded de facto control over Covestro AG at the end of the
third quarter. Accordingly, Covestro was deconsolidated and presented as an associate for the
first time. Covestro is no longer a reportable segment and is presented as a discontinued opera-
tion until the date of its deconsolidation. The financial information for the periods preceding the
deconsolidation, including the comparative prior-year figures, has been restated accordingly.

Changes to the corporate structure in connection with the planned acquisition
of Monsanto

On September 14, 2016, we signed a binding agreement to acquire the Monsanto Company.
Monsanto’s shareholders approved the merger on December 13, 2016, during an extraordinary
stockholders’ meeting. In 2017, Bayer received half of the regulatory approvals that it applied for,
obtaining clearance in Colombia, Ecuador, Israel, Paraguay, the Philippines and South Africa, for
instance. We are collaborating with the authorities and continue to work toward closing the trans-
action in the second quarter of 2018.

In October 2017, Bayer signed an agreement to sell selected Crop Science businesses to BASF
for €5.9 billion in light of the planned acquisition of Monsanto. The assets to be sold include
Bayer’s global glufosinate-ammonium business and the related LibertyLink™ technology for herbi-
cide tolerance, a substantial part of the field crop seed businesses, as well as respective research
and development capabilities. The transaction is subject to regulatory approval as well as the
successful closing of Bayer’s acquisition of Monsanto. Bayer will continue to own, operate and
maintain these businesses until the closing of this divestiture. The assets and liabilities are classi-
fied as held for sale. Aside from this, the company’s situation is presented in this report with the
respective Crop Science businesses included. The potential impact of the divestments will not be
outlined in further detail.

In connection with the planned acquisition of Monsanto and in preparation for the future combined
business, the structure of the Crop Science segment was adjusted as of January 1, 2018. In the
new structure, all the strategic business entities — including the Herbicides, Fungicides, Insecti-
cides and SeedGrowth businesses — are organizationally located directly below the Crop Science
segment. Crop Protection/Seeds will cease to exist, as will the intermediate Crop Protection level
below it. Moreover, the business entities within Seeds (including Traits) will from now on be re-
garded individually and not jointly. In line with this, Vegetable Seeds will be reported separately.
Given their current size, the other Seeds businesses — comprising Corn Seed & Traits, Soybean
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Seed & Traits, Cotton Seed & Traits, Oilseeds & Traits and Other Seeds & Traits — will be grouped
together under Other (Seeds & Traits). Environmental Science will be presented separately on the
same level as the other strategic business entities. The new reporting structure will be reviewed
again upon conclusion of the acquisition of Monsanto and will be modified in line with the frame-
work conditions prevailing at that point in time.

A comparison of the previous and new reporting structures of Crop Science is shown in
graphic A 1.1.2/2.

A1.1.2/2
Comparison of Previous and New Crop Science Structure
Structure until Dec. 31, 2017 Structure from Jan. 1, 2018
Crop Protection / Seeds -
Crop Protection -
Herbicides Herbicides
Fungicides Fungicides
Insecticides Insecticides
SeedGrowth SeedGrowth
Seeds -
- Vegetable Seeds
Environmental Science Environmental Science
- Other (Seeds & Traits)
Crop Science total Crop Science total
Reporting for fiscal 2017 applies the structure in place until December 31, 2017.
1.1.3 Value Creation
By delivering innovative products and solutions, Bayer creates value for its stakeholders at all O
stages of the value chain. We operate production sites worldwide, invest in research and devel- See also A 1.4.2

opment, work with international and local suppliers and contribute to the economic development
of our target markets. As an employer, we provide jobs in industrialized, emerging and developing
economies and create purchasing power through the salaries we pay. We contribute to public
finances and thus support public infrastructure through the payment of taxes and other levies.

A1.1.3/1

Value Chain Stages

Research,

development Production
and innovation

The value added statement shows the direct financial value our business activities create for our
stakeholders. We define value added as the company’s total operating performance in the previ-
ous fiscal year less the costs of procured and consumed goods and services, depreciation, amor-
tization, impairment losses and impairment loss reversals.
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A1.1.3/2
Bayer Group Value Added 2017
Total operating Value added
performance’
€2.7 billion Depreciation and amortization €9.5 billion Employees (63%)
1
My, €0.9 billion Reserves/other (6%)
€18.5 billion Material costs/ 86 2 7 5 O €2.3 billion Stockholders? (15%)
other expenses
€ I € 1
billion billion €0.7 billion Lenders (5%)

€1.6 billion Tax authorities (11%)

1 Total operating performance = sales + other operating income + financial income / equity-method income (loss)
2 Bayer AG dividend proposal for 2017

1.2 Strategy and Management

Corporate strategy targets long-term profitable growth
Group targets reflect our integrated business approach

Sustainability management underpins all business activities

1.2.1 Group Strategy and Targets

The steadily growing and aging global population presents fundamental challenges in health care
and nutrition. How will we feed up to ten billion people by 2050 while contending with the impact of
climate change? How will we ensure quality of life for an ever-increasing number of elderly people?

These are the challenges that we are looking to address. In line with our corporate purpose “Sci-
ence for a better life,” we are driving the development of better medicines and the production of
high-quality food through innovative solutions. Alongside our goal of achieving economic success,
we also seek to make a responsible contribution to the United Nations Sustainable Development
Goals of “Good Health and Well-Being” and “Zero Hunger” within the scope of our entrepreneurial
possibilities.

We strive to meet our responsibility to the environment and society, and to continuously develop
our businesses such that they assume leadership positions in their respective industries and seg-
ments to achieve long-term success for our company. We invest in a diversified portfolio of strong
businesses that create value. Our efforts are sustained by our employees and by our core compe-
tencies of innovation, customer focus, quality, process excellence and portfolio management.



Bayer Annual Report 2017 A Combined Management Report

1.2 Strategy and Management ///// 1.2.1 Group Strategy and Targets

Strategies of the Segments

Pharmaceuticals

Demographic change is impacting health care systems through the growing number of chronic
diseases and the increasing occurrence of multiple conditions.

We are seeking to contribute to medical progress through our focus on researching, developing
and marketing innovative medicines that provide significant clinical benefit and value primarily in
the therapeutic areas of cardiology, oncology, women’s health, hematology and ophthalmology.

Our medium-term growth is being primarily driven by our successfully launched products Xarel-
to™, Eylea™, Stivarga™, Xofigo™ and Adempas™. To safeguard long-term growth, we are con-
tinuing to invest in research and development (R&D). Here our efforts are focused on the areas in
which we see a substantial need for innovation and can make a major impact through the exper-
tise amassed by our researchers. This is true especially for cardiovascular diseases, cancer and
certain uses in women’s health. To supplement our R&D activities, we will continue to expand our
portfolio through acquisitions, licensing agreements and external collaborations while maintaining
a targeted approach.

To improve access to our products in developing and emerging countries (Access to Medicine -
ATM), we are implementing economically feasible concepts and further developing our com-
pounds for the treatment of neglected tropical diseases alongside our philanthropic activities.

~ Online Annex: A1.2.1-1
. As an innovative company, we improve people’s quality of life by developing products and solu-
. tions for preventing and treating disease. We also work on programs and initiatives with various
. partners so that people worldwide, regardless of their origin and income, have access to our
. products (Access to Medicine, ATM).

. For more than ten years, we have donated to the World Health Organization (WHO) two of our
. active ingredients and financial resources for the treatment of African sleeping sickness and

. Chagas disease, which is widespread in Latin America. As a 2012 cosignatory to the London
. Declaration on Neglected Tropical Diseases, we committed to providing these medications to
. the WHO until these diseases are either contained or eradicated.

. Moreover, we are developing a new formulation of the drug Nifurtimox (for Chagas disease) that
. is suitable for children and are researching whether weight-based dosing could reduce treat-

. ment time. In a product development partnership with DNDi (Drugs for Neglected Diseases Ini-
. tiative), we are examining whether the ingredient emodepside deployed by Bayer Animal Health
. could also be used to develop an innovative treatment for river blindness. As a member of the

. TB Drug Accelerator program, we are providing access to parts of our substance library in

. support of the search for new compounds to combat tuberculosis.

. We are additionally developing economically feasible family planning programs. For instance,

. we provide women in developing countries with better access to hormonal birth control. These
. programs make our products available to international development partners at preferential

. prices. To this end, we reduced the price of Jadelle™, a reversible, long-term contraceptive im-
. plant, by half. Before the program was originally scheduled to end, Bayer announced that it

. would be extended to 2023. Bayer’s family planning activities directly support “Good Health

. and Well-Being,” the third of the U.N. Sustainable Development Goals, since these activities

. address maternal and infant mortality as well as reproductive health.

Augmented Version
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ATM: see Glossary
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foodchain

. In some countries where sections of the population have no access to innovative medicines

. via health care systems, we establish patient assistance programs for selected products. These
. aim particularly to provide access to oncology and cardiovascular products and products to

. treat chronic diseases such as multiple sclerosis and hemophilia. Such programs exist in the

. United States, China, South Africa, a number of countries in Southeast Asia, and other regions.

Consumer Health

Increasing cost pressure on public health care systems and greater personal responsibility by con-
sumers are increasingly putting the spotlight on the benefits of self-care. In addition, advancing
digitization in the health care market necessitates a stronger focus on digital products and services.

We are tackling these changes by investing in innovation to reinforce our core brands Claritin™,
Aspirin™, Aleve™, Bepanthen™, Canesten™, Alka-Seltzer™, Dr. Scholl's™, One A Day™,
Coppertone™, Elevit™ and Berocca™. We are also expanding our digital range, as well as our
e-commerce activities.

Furthermore, we are focusing on increasing our presence in key markets such as the United
States, Germany, Brazil, Russia and China, as well as additional countries. We are also promot-
ing the transfer of prescription medicines and active ingredients to nonprescription status
(Rx-to-OTC switch), enabling them to be used in self-care. In so doing, we want to guarantee
consumers better access to medicines and give them the opportunity to take more responsibility
for their health, thereby improving their quality of life.

Crop Science

The need for food, animal feed and renewable raw materials is growing worldwide. At the same
time, however, the available arable land is limited and is increasingly endangered by the impact of
climate change. In addition, there is growing demand for sustainable farming practices. This re-
quires innovative solutions that can be leveraged to boost agricultural productivity and guarantee
food security.

As part of our strategy to develop holistic solutions, we aim to build on our expertise in the inte-
gration of seed technology with chemical and biological crop protection. We are also driving digiti-
zation. In the field of digital farming, we plan to develop a proprietary range of services with spe-
cific data models that simulate risk factors for crop disease outbreaks, among other things. Our
goal is to provide farmers with tailored recommendations on the targeted and correct use of our
products, thus helping them to improve their yields.

In line with our commitment to sustainable agriculture, we promote cost-effective and socially
viable farming practices that use resources efficiently and protect the environment. By providing
tailored solutions, we aim to help smallholder farmers in developing and emerging countries to
optimize agricultural production and improve their living standards. Moreover, as part of our Bayer
ForwardFarming initiative, we develop and promote innovative solutions for sustainable agricultural
practices in collaboration with farmers. As part of these efforts, we are continuously expanding
our network of ForwardFarms.
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As previously communicated, we are seeking to acquire the Monsanto Company. Together we see
ourselves being in a position to offer a broader portfolio of innovative products customized to
better meet farmers’ many challenges and individual needs. In the medium to long term, the com-
bined enterprise would be able to bring innovative solutions to the market faster and provide its
customers with better solutions and an optimized product offering on the basis of agricultural
analysis and supporting digital farming applications.

Animal Health

The development of the animal health market is primarily driven by a growing global population
and higher average incomes. In the companion animals segment, this leads to rising pet owner-
ship levels. In the farm animals segment, moreover, a growing aspiration to adopt Western lifestyle
habits is leading to higher meat consumption. Effective and safe animal medicines are therefore
increasingly in demand in both areas.

In the companion animals business, Animal Health holds a leading position in the global parasiti-
cide segment. We are focusing on maintaining the strong performance of the innovative Seresto™
collar, opening up new distribution channels and leveraging the brand equity of the Advantage™
product family.

In the farm animals business, we are focusing on antiparasitics and anti-infectives for the treat-
ment of infectious diseases. In addition to the products developed in-house, we also explore
opportunities to strengthen our business through acquisitions. For example, we expanded our
antiparasitics business in the United States through the successful integration of the Cydectin™
portfolio in January 2017.

Targets and key performance indicators

Our strategy is aimed at achieving economic growth balanced with our responsibility for the
environment and society. To advance the consistent implementation of our strategy, we have set
ambitious Group targets along the value chain. These targets are in the areas of growth and
profitability, innovation, sustainability and employees.

The current status of our progress in these areas is documented in the following table and the
respective chapters.

Augmented Version
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status of the Monsanto
acquisition
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A1.211

Bayer Group Targets

Target

Target attainment (as of 2017) New or adjusted target

() Growth and Profitability

Group sales (Fx & portfolio adj. change);
revised forecast in October 2017:
low-single-digit-percentage increase to €35 billion to €36 billion

1.5 % increase to €35.0 billion

Increase by a low- to mid-single-digit
percentage to around €35 billion

EBITDA before special items;
revised forecast in October 2017:
slightly above the level of the previous year

At the prior-year level (-0.3%)

At the prior-year level

Core earnings per share;
revised forecast in October 2017:
low-single-digit percentage decrease

1.0% increase

At the prior-year level

‘ Innovation

Group: Increase in R&D investment to €4.8 billion (2017)

€4.5 billion

R&D investment of
around €4.1 billion (2018)

Pharmaceuticals: transition of 10 new molecular entities (NMEs)
into development (2017)

10 new molecular entities (NMEs)
transferred

Transition of nine new molecular enti-
ties (NMEs) and one new indication or
one new formulation project into devel-
opment (2018)

Consumer Health: transition of 25 consumer-validated concepts
into early development (2017)

47 new concepts transferred

Transition of 25 consumer-validated
concepts into early development (2018)

Crop Science: transfer of three new molecular entities (NMEs),
plant traits or biologics into confirmatory technical proof-of-
concept field studies (2017)

Start of field studies on two new
molecular entities (NMEs)

Transfer of three to four new molecular
entities (NMEs), plant traits or biologics
into confirmatory technical proof-of-
concept field studies

D See A 1.3 for further information

@ Sustainability

Supplier management

Evaluation of all strategically important suppliers (2017)

99.5%
Target achieved

Bayer will conduct a new stakeholder
survey and materiality analysis in 2018.
This will be used to define new Group
targets.

Evaluation of all potentially high-risk suppliers with significant
Bayer spend (2020)

93%

Target unchanged

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

In implementation

Target unchanged

D See A 1.4.2.1 for further information
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A 1.2.1/1 continued

Bayer Group Targets

Resource efficiency

Improvement of 10% in energy efficiency (2020);
reference value 2015: 143 kWh/€1,000 external sales

125 kWh/€1,000 external sales
(12.6% improvement)

Target unchanged

Reduction of 20% in specific greenhouse gas emissions (2020);
new reference value 2015: 55.7 kg CO2¢e/€1,000 external sales

46.3 kg CO2e/€1,000 external
sales (-16.9%)

Target unchanged

Establishment of water management at all sites in water-scarce
areas (2017)

100%
Target achieved

Bayer will conduct a new stakeholder
survey and materiality analysis in 2018.
This will be used to define new Group
targets.

D See A 1.4.3.3 for further information

Safety

Reduction of 35% in occupational safety incident rate (Recordable
Incident Rate — RIR) (2020); reference value 2012: 0.50

RIR 0.45 (- 10%)

Target unchanged

Reduction of 30% in process and plant safety incidents
(Loss of Primary Containment Incident Rate — LoPC-IR) (2020);
reference value 2012: 0.21

LoPC-IR 0.13 (-38%)

Target unchanged

D See A 1.4.3.2 for further information

Product stewardship

Conclusion of assessment of hazard potential of all substances 76% Target unchanged

(>99%) used in quantities exceeding one metric ton per annum

(2020)

D See A 1.4.3.1 for further information

Compliance

Annual compliance training for virtually 100% of Bayer managers 97% Target unchanged

] See A 4.2 for further information

Continuous improvement in employee engagement; reference 79%!' Continuous improvement in employee

value 2012: 85% satisfaction; new reference value 2017:
79%

Increase in the proportion of women in senior management 32% Target unchanged

to 35%; (2020); reference value 2010: 21%

Increase in the proportion of senior managers from outside the 21% Target unchanged

European Union, the United States or Canada to 25% (2020);
reference value in 2013: 18%

D See A 1.4.1.1 for further information

"The figures are not comparable due to a change in the methodology used in the employee survey.
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1.2.2 Management Systems

One of the prime objectives of the Bayer Group is to achieve profitable growth in order to steadily
increase the enterprise value and sustain the company as a going concern. Economic planning
and management for the company takes place within a framework for the segments determined
by the Board of Management in the course of the strategic management process and translated
into specific targets during operational planning. Continuous monitoring of business developments
complements the planning and management process, and key management and performance
indicators are regularly updated. This process also involves implementing strategic objectives and
adopting countermeasures in the event of deviations from the budget. Moreover, the Board of
Management uses targets and performance indicators to steer the company’s sustainable align-
ment.

We use the following indicators to plan, manage and monitor the development of our business:

Operational management indicators

The main parameters in economic management within the Bayer Group at the operational level are
figures for sales, earnings and tied-up capital, which therefore also significantly affect short-term
variable compensation.

Growth is measured primarily in terms of the change in sales after adjusting for currency and port-
folio effects (Fx & portfolio adj.) in order to reflect the operational business development of the
Group and the segments. A key measure of profitability at the Group and segment levels is EBITDA
before special items. The EBITDA margin before special items, which is the ratio of EBITDA before
special items to sales, serves as a relative indicator for the internal and external comparison of
operational earning power. Another important profitability indicator for the Bayer Group is core
earnings per share, which is the core net income divided by the weighted average number of
shares.

Strategic value-based indicator: return on capital employed (ROCE)

Return on capital employed (ROCE), which measures the company’s economic success in relation
to the capital employed, supplements the operational management indicators. As a strategic indi-
cator, ROCE measures the periodic capital return. This can then be compared with the weighted
average cost of capital. If ROCE is greater than the cost of capital, this indicates that a contribution
is being made to increasing the enterprise value, as the expectations of the capital market have
been exceeded. Monitoring ROCE over time supports the analysis of long-term business develop-
ment, while comparing ROCE between business areas is a process that aids portfolio analysis.

1.2.3 Sustainability Management

To us, sustainability means safeguarding our future social and economic viability. Understood in
this context and as a part of our corporate strategy, sustainability is integrated into our day-to-day
procedures. We underline our mission as a company that acts sustainably through our commit-
ment to the U.N. Global Compact (UNGC) and the Responsible Care™ initiative, as well as
through our involvement in the World Business Council for Sustainable Development (WBCSD). In
our sustainability reporting we have followed the guidelines of the Global Reporting Initiative (GRI)
for many years.

Bayer is committed to the U.N. Sustainable Development Goals (SDGs) and has published a
company position detailing this. Our innovations, products and services contribute to overcoming
some of the biggest global challenges, including the goals of “Zero Hunger” (SDG 2) and “Good
Health and Well-Being” (SDG 3) in particular.
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Clear responsibilities and structures defined

As part of Bayer’s corporate strategy, sustainability is firmly established at Board level. Respon-
sibility for the Group’s sustainable orientation lies with the Board of Management member GRI G4-18
responsible for Human Resources, Technology and Sustainability in his role as Chief Sustainability &

Officer, and with the Sustainable Development Committee (SDC) under the auspices of the Health,

Safety & Sustainability function. The SDC sets targets and draws up initiatives, management www.bayer.com/policies
systems and corporate policies, and is responsible for their implementation. Operational imple-

mentation is effected with the help of nonfinancial targets and performance indicators throughout

the value chain, based on a clear definition of responsibilities in the corporate structure and the

identification of major areas of activity using a materiality analysis. Corporate policies ensure our

sustainability principles are firmly established in business operations and are implemented through

corresponding management systems, committees and processes. The review and revision of

these regulations and internal audits ensure that our management systems are continuously im-

proved and aligned to the respective requirements.

A1.2.3/1

Structure of Sustainability Management

Sustainability management
o : o Steering, measurement
Organization Major areas of activity .
and documentation

> Member of the Board of > Product and process innovation > Corporate policies on, for example,
Management responsible for > Access to medicine - human rights
Human Resources, Technology > Sustainable food supply — compliance
and Sustainability - Emol A - sustainable development

> Corporate Health, Safety & A0 [REEMISIS & CIIAS - responsible marketing

> Business ethics

Sustainability function > Targets/indicators

> Sustainable Development > Product stewardship > HSEQ management systems
Committee > Safety and audits
> Environmental protection/ > Opportunity and risk management

resource efficiency > Integrated Annual Report with

> Supplier management independent auditing
> Stakeholder engagement/ partnering

> Societal engagement

Legal requirements such as the CSR Implementation Directive and initiatives
such as WBCSD, GRI, UNGC and Responsible Care

Materiality analysis and areas of activity

We regularly analyze the expectations and requirements of our major stakeholders and compare
these with our own assessment of their relevance for Bayer. This enables us to identify at an early GRI G4-18, G4-23,
stage the latest developments along with sustainability-related opportunities and risks, which we G4-26, G4-27
can then incorporate into our strategy. We document the identified topics in a materiality matrix &

that we use to derive the main areas of activity for Bayer. In view of the separation of Covestro
and the planned acquisition of Monsanto, we will reexamine our areas of activity in 2018 using a
comprehensive materiality analysis.

www.bayer.com/
materiality

An online graphic shows our current areas of activity and their assignment to the stages of the
value chain.
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GRI G4-25, G4-26

GRI G4-24

v Online Annex: A 1.2.3-1

A1.23-1/1

. Areas of Activity Across the Different Stages of the Value Chain

Value chain stages

Research,
development,
innovation

Procurement
Production

Product and
process innovation

Access to medicines

Sustainable food supply

Employee relations &
development

Business ethics

Product stewardship

Safety

Environmental protection/
resource efficiency

Supplier management

Stakeholder engagement/
partnering

@ PP ®
® [®®®®®
® |® ®®
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Societal engagement

On our sustainability website we include a table giving an overview of our areas of activity with
definitions and the corresponding Group targets and GRI aspects. A detailed GRI content index
with the corresponding UNGC principles can be found under “C Further Information.”

Stakeholder dialogue promotes acceptance and business success

As a company, Bayer is a part of society and of public life. Through open dialogue with our stake-
holders we aim to build trust in our actions, our products and the social value of our services,
because the expectations and viewpoints of our stakeholders affect public acceptance of Bayer
and thus our commercial success. Stakeholder dialogue helps us to recognize important trends
and developments in society and our markets at an early stage and take this information into ac-
count when designing our business. The integration of various stakeholder groups is planned
within the scope of our stakeholder engagement process. This process also includes monitoring
the results of individual dialogue measures. In strategic decision-making processes such as in-
vestment projects and launches of new products, Bayer approaches key social and political play-
ers right from the start of a new project to canvass their support. The open dialogue makes it
possible to identify opportunities and risks early on. This process is in line with our Stakeholder
Engagement Directive and is supplemented by an internal information platform.

We fundamentally distinguish four stakeholder groups with which we engage in various dialogue
formats.
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Our Most Important Stakeholder Groups GRI G4-24

m Financial market participants Social interest groups Regulators

> Customers > Investors > General public > Lawmakers
> Suppliers > Banks > NGOs > Politicians

> Employees > Rating agencies > Local communities > Authorities
> Associations > Competitors

> Universities / schools

v~ Online Annex: A 1.2.3-2

Diverse stakeholders in focus
. Our stakeholder engagement process describes how the expectations of our stakeholders can

. be taken into account in a specific project, for example, and dialogue with them steered. The GRI G4-25, G4-26
. engagement process is regularly reviewed based on social trends.

A1.2.3-2/1

. Stakeholder Engagement Process

Preparation

Identifi-
cation

Charac-
terization

Strategy
development

Clustering

. Collaboration formats aimed at specific target groups
. Our regular stakeholder activities range from dialogue at local, national and international level

. and active involvement in committees and specialist workshops all the way through to compre-  GRI G4-26
hensive information programs, issue-related multi-stakeholder events and participation in inter-
national initiatives and collaborations.

Below and in the relevant chapters, we use examples to provide an insight into our engage-
ment in 2017 with respect to our four most important stakeholder groups.
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- Our partners
: Customers and suppliers
© More on this topic can be found in A 1.4.2.1 and A 1.4.2.3.

: Employees
© More information about internal communications can be found in A 1.4.1.1.

: Universities and schools

© Bayer’s research and development activities are enhanced supported by the international ex-

© change with leading universities, public-sector research institutes and partner companies. More
. about this can be found in A 1.3.

© You can find more information on our comprehensive activities in dialogue with school and uni-
. versity students in Online Annex A 1.4.1.3-1 of this Annual Report.

. Associations

. Bayer is an active member of, or holds leadership positions in, numerous associations and their
: committees. Examples include the Federation of German Industries (BDI; Presidential Board),

. the German Chemical Industry Association (VCI; Vice-Presidency), the German Equities Institute
. (DAI; Executive Committee and Board) and the European Chemical Industry Council (CEFIC;

. Executive Director Change Management). Bayer also currently provides the Chairman of the

. Executive Board of econsense, the Forum for Sustainable Development of German Business.

. Our segments are active members of their respective industry associations and committees.

. For example, Pharmaceuticals is on the boards of both the European (EFPIA) and the U.S.

. (PhRMA) pharmaceutical industry associations. Consumer Health has leadership functions in

. relevant industrial and trade associations. The member of the Bayer Board of Management re-

. sponsible for Consumer Health is on the Board of Directors of the WSMI (World Self-Medication
. Industry). Representatives of the segment are also on the boards of regional self-medication

. associations.

. Crop Science is represented, for example, on the board of the international crop protection as-
. sociation CropLife International, the European Crop Protection Association (ECPA) and the pre-
. sidium of the German agricultural industry association Industrieverband Agrar. Crop Science is
. represented on the Board of Administration and the Scientific Committee of the European Cen-
. tre for Ecotoxicology and Toxicology of Chemicals (ECETOC).

. Crop Science is also a supporter of the International Food Information Council (IFIC) and a

. member of the Biotech Innovation Organization (BIO), the world’s largest biotech trade associa-
. tion. Furthermore, Crop Science holds memberships in the North American Council for Bio-

. technology Information (CBI), the European Seed Association (ESA), the biotech lobbying or-

. ganization EuropaBio and the International Seed Federation (ISF), which represents the

. interests of the seed industry on a global level.

. Animal Health is represented on numerous boards of directors of national and international as-
. sociations for animal health such as Health for Animals.

. Financial market players

. Investors, banks and rating agencies

. More information on our dialogue with the capital market — stockholders, capital investment

. companies, institutional investors, banks and rating agencies — can be found in the “Investor In-
. formation” chapter of this Annual Report.
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. Regulators

. Legislators, authorities and politicians

. The framework for the company’s operations is essentially determined by authorities, legislators
. and politicians. The worldwide dialogue includes discussions with political decision-makers and
. active involvement in specialist committees and cooperation projects. Our active participation in
. political decision-making processes is explicitly sought by the key players involved. See the

. chapter on compliance for more on our rules for political engagement.

. Lobbying

. The Group’s Public and Governmental Affairs Committee develops the principles for the align-

- ment of Bayer’s political lobbying. This body establishes the company’s position with regard to
. relevant political and legislative decision-making processes, as well as advising the Board of

: Management on its position on important political issues. In 2017, Bayer’s global lobbying work
- focused on the issues of “innovation,” “access, reputation” and “freedom to operate.” In the

- area of “innovation,” Bayer advocates social discourse about good framework conditions for

- the development of innovative technologies, as well as strong protection of intellectual property.
- The issue of “access” deals with safe, fast and simple access by patients and consumers to
our products. In the area of “reputation” we want to position Bayer as a leading life science

- company. In this context, we actively seek dialogue with various societal players, particularly

- nongovernmental organizations and politicians. The term “freedom to operate” summarizes all

- activities with which Bayer advocates strictly science-based regulation and an intensive and

© results-oriented debate about new technologies. The Communications & Public Affairs Func-

- tion, in cooperation with the country companies, is responsible for the specific local implemen-
- tation of lobbying work, compliance with ethical and legal criteria and the creation of trans-

: parency.

» o«

- Social interest groups

- Nongovernmental organizations (NGOs), the public, the local community

- and competitors

- Bayer is involved in a variety of projects, stakeholder dialogues, thematic initiatives and special-
: ist conferences at a national and international level in order to play an active role in the com-

© mon task of shaping sustainable development. This includes discourse and cooperation with a
: broad range of NGOs and supranational organizations on various topics, as well as in particular
. dialogue with the public.

: NGOs play a role in forming the opinions of the public. For this reason, we have internally sys-
. temized collaboration with this stakeholder group. To this end, we look to understand the inter-
. ests of these groups, take their perspectives on board and enter into dialogue with the relevant
. experts. Exchange with the different NGOs is communicated to the Board of Management and
. its content is thereby incorporated into our considerations.

. Bayer is also actively engaged in the U.N. Global Compact and its initiatives, the CEO Water
. Mandate and Caring for Climate, as well as the Global Compact LEAD network and local net-
. works. We have also acted as a Gold Community member of the Global Reporting Initiative

. since 2004.

. All Bayer segments maintain open dialogue with the societal stakeholders of relevance to them
. and develop individual dialogue formats for this purpose.

. Dialogue with the local community builds trust

. An important part of our stakeholder dialogue takes place in the direct vicinity of our sites. We
. are working on being recognized everywhere as a reliable partner and attractive employer that
. is aware of its social responsibility. In the case of investment projects for example, the involve-
. ment of the local community plays a decisive role in ensuring their success.
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. In the communities near our production sites in particular, we maintain open dialogue between
GRI G4-26 . community members and local management, which is supported by the respective country or-
. ganization. This dialogue includes personal discussions with citizens’ initiatives, representatives
. of church communities and the regional press. This community dialogue is anchored in a glob-
. ally valid corporate policy on site management.

1.3 Focus on Innovation

Bayer and Ginkgo Bioworks form a new company to develop beneficial

@ microbes for plants
LifeHub in Boston, United States, reinforces our open innovation
network

Pharmaceuticals successful with further approvals; cooperation with
Loxo Oncology contributes to further expansion of oncology area

Crop Science cooperation network with many strategic partners
expanded

Innovation is one of our core competencies and therefore a cornerstone of our Group strategy.
We define innovations as new solutions that generate added value for our customers and society.
Our activities focus on innovative products based on our strong research and development (R&D)
competencies supplemented with targeted process, service and business model innovations.

A Our innovations help us contribute to solving global challenges in medical care and food security.
Group target 2017: In addition to the strong innovative capabilities of our employees throughout the company, our
increase in R&D invest- efforts concentrate on excellence in research and development, the use of new, groundbreaking

ments to €4.8 billion;

technologies and a broad open innovation network.
see also A 1.2.1

To further develop the innovation expertise of the entire organization, we set ourselves the goal in
2017 of training our employees in new methods, creating a central platform for innovation topics
and establishing an agile organizational structure to support employees in developing new ideas
and innovation projects. We have successfully implemented this and given around 950 employees
an introduction to new methods such as Design Thinking and Systematic Inventive Thinking. In
addition, we have established an innovation platform where employees can find information about
new trends and current projects and interconnect and exchange with each other on innovation
topics globally. An agile, global, cross-divisional network with innovation coaches supports our
employees in developing new ideas and pursuing projects. Our activities were honored with

the Learning 100! Excellence Award 2017 for innovation, where we achieved 16th place among
the top 100 companies worldwide and were the best life science company.

Excellence in research and development

Bayer’s success has always been based on excellence in research and development. Our re-
searchers develop new molecules and technologies in research-intensive fields to improve human,
animal and plant health. The R&D activities we pursue are aligned with the innovation strategies of
our segments. At Pharmaceuticals, Crop Science and Animal Health, these activities focus on the
research and development of safe and sustainable active ingredients to meet the need for new
pharmaceutical and crop protection products as well as of new seed products. Meanwhile, Con-
sumer Health concentrates first on the development of new, nonprescription products and solu-
tions, such as improved product formulations, packaging, technical applications and medical
devices. Second, the transition of prescription drugs to OTC status is a key tool for meeting the
growing desire of customers for self-care products.
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Bayer maintains a global network of R&D locations, which employ more than 14,000 B
researchers. In 2017, we increased our research and development investment by 3.1% (Fx adj.) to  Bayer AG key data:
€4,504 million. We plan to invest around €4.1 billion in R&D in 2018. see also A1.4.4
A1.3/1
Information on Research and Development in 2017
R&D expenses Share of R&D expenses
R&D expenses before special items R&D expenses before special items R&D employees
€ million € million % % of sales FTE
2016 2017 2016 2017 2016 2017 2016 2017 2016 2017
Pharmaceuticals 2,787 2,888 2,736 2,724 63.3 64.1 16.7 16.2 7,934 8,138
Consumer Health 259 240 234 228 5.9 5.3 3.9 3.9 331 368
Crop Science 1,164 1,166 1,156 1,120 26.4 25.9 11.7 11.7 5,631 5,174
Animal Health 140 155 140 145 3.2 3.4 9.2 9.2 308 333
Reconciliation 55 55 55 55 1.2 1.2 5.2 4.7 9 28
Total 4,405 4,504 4,321 4,272 100 100 12.4 12.2 14,213 14,041
2016 figures restated
Global open innovation network
Partnerships are integral to our innovation strategy. We enter into strategic alliances with various
partners such as universities, governmental agencies, start-ups, suppliers and industry. This gives
us access to complementary technologies and expertise that expand our framework conditions for
innovation.
Our open innovation network spans all parts of the company along the entire value chain. Our @
open innovation portal offers a platform for interdisciplinary collaborations between different or- https://innovate.bayer.com/
ganizational units. We also invest in venture capital funds that finance life science start-up compa- @
nies, among other projects. Our newly established, cross-segment LifeHub in Boston, Massachu- https://innovate.bayer.com/
setts, United States, reinforces our opportunities to work with leading partners to develop new what-we-offer/lifescience-
health care and nutrition solutions. ihub/

v Online Annex: A 1.3-1

. In addition to our cross-segment LifeHub in Boston, Massachusetts, United States, the seg-
. ments maintain their own innovation hubs in leading innovation centers throughout the world
. where global research partnerships are coordinated.

In the United States and Germany, we operate an incubator model for young life science
. companies under the ColLaborator™ name. The objective of the global CoLaborator™ concept
. is to offer these companies suitable laboratory and office infrastructure in the direct vicinity of
. Bayer’s own research facilities and the opportunity to exchange experiences with our experts.

In 2017, we continued the Grants4Indications™, Grants4Apps™, Grants4Targets™ and
PartnerYourAntibodies™ crowdsourcing programs at Pharmaceuticals, as well as

. Grants4Targets™ and Grants4Traits™ at Crop Science. Moreover, we launched a new

. Grants4Tech™ program with which we are seeking new technical production solutions.
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. Also in 2017, SRI-BAYER Discovery and Innovation Grants was launched in conjunction with

. the Society for Reproductive Investigation (SRI). The objective of these grants is to develop new
. treatment options for women’s health issues where there is a high medical need. Running for

. the duration of 2017, Bayer and the American Heart Association launched the AHA-Bayer Dis-

. covery Target Grants Program to advance scientific understanding and address unmet medical
. needs in cardiovascular disease.

. By investing in venture capital funds, we support up-and-coming companies in pharmaceutical
. and agricultural technologies. We have already set up various venture capital funds with part-

. ners such as Versant Ventures, HTGF, Flagship Ventures, Trendlines and Finistere Ventures,

. LLC. The Bayer Trendlines AG Innovation Fund has established IBI-AG, a company involved in
. the crop protection arena. The company’s goal is to discover and develop a novel, environmen-
. tally friendly pest management platform.

. Scientists from Bayer are engaged in constant dialogue with renowned research institutes and
. support partnership projects in the public and private sectors. In 2017, public funding worth

- more than €47.5 million was spent worldwide on Bayer R&D projects. This is equivalent to

- roughly 1.1% of our annual R&D expenses.

Use of groundbreaking technologies

Another key tool for achieving our strategic goals is the use of new, groundbreaking technologies.
We pursue such technologies through the activities of Leaps by Bayer (formerly Lifescience Cen-
ter) and our Life Science Collaboration program.

Leaps by Bayer has the strategic goal of establishing access to state-of-the-art technologies
through a new innovation and collaboration model. After making investments in defined research
applications for the CRISPR-Cas9 technology (Casebia) and in the development of highly efficient
induced pluripotent stem cell therapies (BlueRock Therapeutics) in the past two years, we entered
into our first agreement in the agricultural sector in September 2017. In conjunction with U.S.-
based Ginkgo Bioworks, Inc., Bayer founded a new company focused on the plant microbiome.
The primary focus of this research is the mechanism of nitrogen fixation for minimizing agricul-
ture’s environmental impact. This entry into microbiome research is part of Bayer’s innovation
strategy. The company will be located in Boston, Massachusetts, and Sacramento, California, in
the United States.

In addition, with the help of our Life Science Collaboration Program, we are conducting cross-
divisional evaluations of groundbreaking biological and technological innovations in the fields of
optogenetics and artificial intelligence, for example.

Patents protect Bayer’s intellectual property

Globally reliable protection of intellectual property rights is particularly relevant for an innovation
company like Bayer. Depending on the legal framework, we therefore endeavor to obtain patent
protection for our products and technologies in major markets. When we successfully market
patent-protected products, this enables us to reinvest the profits in sustainable research and de-
velopment. Several years can pass between the time we submit a product approval application
and market launch of a product, so only a few years are left for generating a return on the invest-
ment in this intellectual property. At the end of 2017, we owned approximately 48,100 valid patent
applications and patents worldwide relating to more than 4,700 protected inventions. The follow-
ing table shows the expiration dates for the Bayer Group’s significant patents.
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A1.3/2
Pharmaceuticals Patent Expiration Dates
Market
Switzer-
Germany France Italy land Spain U.K. China Japan Brazil Canada U.S.A.
Products
Adempas™
2027-
Active ingredient 2028 2028 2028 2028 2028 20232 2023 2028¢ 2023° 2023 20232
Production process/
intermediate 2030 2030 2030 2030 2030 2030 2030 2030 2030° 2030 2030
Eylea™
2021-
Active ingredient 2025 2025 2025 2025 2025 202072 2020 20234 2020° 2020 -
2028-
Formulation 2027 2027 2027 2027 2027 2027 2027° 20299 2027° 2027 -
Kogenate™
Active ingredient - - - - - - - - - 2021 -
Formulation 2017 2017 2017 2017 2017 2017 2017 2020 2020 2017 -
Kovaltry™
Active ingredient - - - - - - - - - 2021 -
Formulation 2017 2017 2017 2017 2017 2017 2017 2023¢ 2020 2017 -
Production process 2018 2018 2018 2018 2018 2018 2018 2023¢ 2023 2018 20182
Production process
(cell line/chaperone) 2029¢ 20242 2029¢ - 20242 20242 - 2028¢ - 2024 2024
Mirena™
Inserter 2029 2029 2029 2029 2029 2029 2029 2029 2029 2029 2031°¢
Nexavar™
2021-
Active ingredient 2021 2021 2021 2021 2021 2021 2020 20254 2025 2020 2020
Salt form 2022 2022 2022 2022 2022 2022 - - - - -
2025-
Polymorph 2025 2025 2025 2025 2025 2025 2025 2026¢ 2025° 2025 2027
2026-
Formulation 2026 2026 2026 2026 2026 2026 2026 20274 2026° 2026 2028¢
Stivarga™
Active ingredient 2028 2028 2028 2028 2028 20242 2024 2026¢ 2024° 2024 2031
Formulation 2025 2025 2025 2025 2025 2025 2025 2026¢ 2025° 2025 2031
Production process 2031 2031 2031 2031 2031 2031 2031 2031 2031° 2031 2031
Xarelto™
2022-
Active ingredient 2023 2023 2023 2023 2023 2023 2020 20254 2022 2020 2024
2025-
Formulation 2024 2024 2024 2024 2024 2024 2024 2028¢ 2024° 2024 2024
Xofigo™
Use 2024 2024 2024 2024 2024 2024 2019 20192 - 2019 2022¢
Production process 2031 2031 2031 2031 2031 2031 2031 2031 2031P 2031P 2031

a Current expiration date; patent term extension applied for

b Patent application pending

¢ Patent term revised

d Application-specific term extension(s)
e Patent term extension granted
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Group target 2017:
transition of 10 new
molecular entities
(NMEs) into develop-
ment; see also A 1.2.1

O

Bayer worldwide;
see also A 1.1.1/1

7 Online Annex: A 1.3-2
- Patent protection is essential
- Patent terms vary according to the laws of the country granting the patent. In view of the high
- investment required for product research and development, the European Union (E.U.) member
. states, the United States, Japan and some other countries extend patent terms or issue sup-
- plementary protection certificates to compensate for the shortening of the effective patent pro-
- tection period due to regulatory approval processes for new drugs.

- The term of a patent is normally 20 years. Since it takes an average of 12 years to develop a

- new medicine, only eight years of patent protection generally remain following the product’s

- approval. In most cases it would be impossible to cover the high costs incurred in the research
- and development of innovative medicines or of new indications or dosage forms for existing

- drugs without this protection. We are therefore committed worldwide to protecting both the in-
- ternational patent system and our own intellectual property.

Pharmaceuticals

Pharmaceuticals focuses on indications with high medical need in the areas of cardiovascular
disease, oncology, women'’s health care, hematology and ophthalmology. We conduct research
and development activities at several locations, mainly in Germany, the United States, Japan,
China, Finland and Norway.

In 2017, we achieved our target for the year and were able to transfer ten new molecular entities
from our research pipeline into preclinical development. We define a new molecular entity (NME)
as a new chemical or biological substance that has not been in development to date. In preclinical
trials these substances are examined further in various models with respect to their suitability for
clinical trials and the associated “first-in-man” studies. In 2017, we conducted clinical trials with
several drug candidates from our research and development pipeline. We strengthened products
that were already on the market through additional development activities to further improve their
application and/or expand their spectrum of indications.

Clinical trials are an essential tool for determining the efficacy and safety of new drugs before they
can be used to diagnose or treat diseases. The benefits and risks of new medicinal products must
always be scientifically proven and well documented. All clinical trials at Bayer satisfy strict inter-
national guidelines and quality standards, as well as the respective applicable national laws and
standards.

Pharmaceuticals publishes information on its own clinical trials both in the publicly accessible
register www.ClinicalTrials.gov and in its own “Trial Finder” database.
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. Transparency through publication of clinical trials

. Bayer publishes information about clinical trials in line with the respective applicable national
laws and according to the principles of the European (EFPIA) and U.S. (PhRMA) pharmaceutical
industry associations, these principles being defined in a joint position paper.

. In the case of approved products, summarized results of Phase Il, lll and IV clinical trials are
. accessible online through the “Trial Finder.” Upon request, scientists can receive access to
anonymized data at the patient level via the portal www.clinicalstudydatarequest.com.

Further information on our globally uniform standards, the monitoring of studies and the role of @

. the ethics committees can be found on the internet.

Progress in Phase Il clinical projects

www.bayer.com/ethics-
in-rnd

The following table shows our most important drug candidates currently in Phase Il clinical testing

projects.

A1.3/3

Research and Development Projects (Phase IlI)’

Projects

Indication

Anetumab ravtansine (mesothelin ADC)

Malignant pleural mesothelioma

BAY 1128688 (AKR1C3 inhibitor)

Endometriosis

BAY 1142524 (chymase inhibitor)

Heart failure

BAY 1193397 (AR alpha 2c rec ant.)

Peripheral artery disease (PAD)

BAY 1213790 (anti-FXla antibody)

Prevention of thrombosis

BAY 2306001 (IONIS-FXIRX)

Prevention of thrombosis?

Copanlisib (PI3K inhibitor)

Relapsed/ refractory diffuse large B-cell lymphoma

Larotrectinib (LOXO-101, TRK inhibitor)

Solid tumors?®

Neladenoson bialanate

Chronic heart failure

Nesvacumab (previously: Ang2 antibody) + aflibercept

Serious eye diseases*

Radium-223 dichloride

Breast cancer with bone metastases

Radium-223 dichloride

Multiple myeloma

Riociguat

Systemic sclerosis

Vilaprisan (S-PRM)

Endometriosis

" As of January 26, 2018

2 Sponsored by lonis Pharmaceuticals, Inc.

3 Sponsored by Loxo Oncology, Inc.

“Sponsored by Regeneron Pharmaceuticals, Inc.

The nature of drug discovery and development is such that not all compounds can be expected to meet the predefined project
goals. It is possible that any or all of the projects listed above may have to be discontinued due to scientific and/or commercial
reasons and will not result in commercialized products. It is also possible that the requisite U.S. Food and Drug Administration (FDA),
European Medicines Agency (EMA) or other regulatory approvals will not be granted for these compounds. Moreover, we regularly
review our research and development pipeline so that we can give priority to advancing the most promising pharmaceuticals
projects.
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Below are the most significant changes that occurred in 2017 compared with the previous year:

Phase Il studies with regorafenib, which are primarily sponsored by investigators, have been taken
out of the overview of the most important Phase Il projects. However, these studies are continu-

ing.

In February 2017, our partner Regeneron Pharmaceuticals, Inc., United States, decided to halt
development of rinucumab, a PDGFR antibody, in combination with aflibercept (tradename:
Eylea™) for the treatment of wet age-related macular degeneration, based on the results of the
CAPELLA Phase Il clinical trial after 28 weeks. The trial missed its clinical endpoint, which had
been for a statistically significant improvement in visual acuity after 12 or 28 weeks.

In the second quarter of 2017, based on the results of the GEMINI trial conducted by Janssen
Research & Development, LLC, which had tested rivaroxaban (tradename: Xarelto™) in connec-
tion with a single antiplatelet therapy (SAPT) for the secondary prophylaxis of acute coronary syn-
drome (ACS), the decision was made to stop pursuing the development of rivaroxaban in this
indication.

Bayer reported in July 2017 that a Phase Il clinical trial evaluating Bayer’s oncological develop-
ment candidate anetumab ravtansine, also known as BAY 949343, as a monotherapy in previously
treated patients with advanced malignant pleural mesothelioma (MPM) did not meet its primary
endpoint of progression-free survival. The safety and tolerability of anetumab ravtansine corre-
sponded with observations from previous trials. Anetumab ravtansine is currently being reviewed
in other Phase | clinical trials as both a monotherapy and in combination with other drugs, includ-
ing in a Phase Ib multi-indication study of six different types of advanced solid tumors and a
Phase Ib combination study with patients with recurrent platinum-resistant ovarian cancer.

Bayer began a Phase Il clinical trial in 2014 on the safety, tolerability and efficacy of riociguat in
adult cystic fibrosis patients with the delta F508 gene mutation. The preliminary analysis of select-
ed data from the first part of the trial indicated that there was no evidence of a positive trend in
the efficacy of riociguat. A continuation of the trial was not considered meaningful at that time. In
August 2017, Bayer decided to terminate the trial ahead of schedule. No concerns were raised
about the safety of riociguat.

In November 2017, our partner Regeneron Pharmaceuticals, Inc., United States, published data
from two Phase Il studies in which the angiopoietin2 (Ang2) antibody nesvacumab had been test-
ed in combination with aflibercept (tradename: Eylea™) against aflibercept monotherapy. One of
these studies investigated patients with diabetic macular edema, while the other focused on pa-
tients with wet age-related macular degeneration. Regeneron reported that the differences in the
improvement in visual acuity between the treatment groups did not justify Phase Ill development
with the goal of obtaining marketing approval in the United States. At the same time, the efficacy
of aflibercept monotherapy was confirmed for both indications. The results of the studies will be
analyzed further and submitted for presentation at a future medical congress.
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Progress in Phase lll clinical projects
The following table shows our most important drug candidates currently in Phase Il clinical testing
projects.

A1.3/4
Research and Development Projects (Phase IlI)!
Projects Indication
Copanlisib (PI3K inhibitor) Various forms of non-Hodgkin lymphoma (NHL)
Darolutamide (previously: ODM-201, AR antagonist) Castration-resistant nonmetastatic prostate cancer
Darolutamide (previously: ODM-201, AR antagonist) Hormone-sensitive metastatic prostate cancer
Finerenone (MR antagonist) Diabetic kidney disease
Molidustat (HIF-PH inhibitor) Renal anemia
Radium-223 dichloride Combination treatment of castration-resistant
prostate cancer
Regorafenib Colon cancer, adjuvant therapy
Rivaroxaban Anticoagulation in patients with chronic heart failure?
Rivaroxaban Prevention of venous thromboembolism in high-risk
patients after discharge from hospital?
Rivaroxaban Peripheral artery disease (PAD)
Rivaroxaban VTE treatment in children
Tedizolid Pneumonia
Vericiguat (sGC stimulator) Chronic heart failure®
Vilaprisan (S-PRM) Symptomatic uterine fibroids

" As of January 26, 2018

2 Sponsored by Janssen Research & Development, LLC

3 Sponsored by Merck & Co., Inc.

The nature of drug discovery and development is such that not all compounds can be expected to meet the predefined project
goals. It is possible that any or all of the projects listed above may have to be discontinued due to scientific and/or commercial
reasons and will not result in commercialized products. It is also possible that the requisite U.S. Food and Drug Administration (FDA),
European Medicines Agency (EMA) or other regulatory approvals will not be granted for these compounds. Moreover, we regularly
review our research and development pipeline so that we can give priority to advancing the most promising pharmaceuticals
projects.

Below are the most significant changes that occurred in 2017 compared with the previous year:

In July 2017, Bayer began the ASTEROID Phase lll clinical trial program to investigate the devel-
opment candidate vilaprisan in women with symptomatic uterine fibroids. Vilaprisan is a novel
orally dosed, selective progesterone receptor modulator developed by Bayer for enabling long-
term treatment of uterine fibroids.

In October 2017, Bayer and its development partner Janssen Research & Development, LLC,
announced that the Phase Il NAVIGATE ESUS trial had been terminated ahead of schedule. The
trial investigated the efficacy and safety of rivaroxaban (tradename: Xarelto™) for the secondary
prevention of strokes and systemic embolisms in patients who had recently suffered an embolic
stroke of unknown origin. Following a planned interim analysis conducted by the independent
Data Monitoring Committee (DMC), the DMC recommended that the trial be terminated early since
the efficacy of rivaroxaban compared with acetylsalicylic acid (ASA) was similar in the treatment
groups and offered only limited potential for clinical benefit to patients if the trial continued.

In November 2017, the results of the global Phase Il clinical study program INHALE, which inves-
tigated Amikacin Inhale in intubated and mechanically ventilated patients with Gram-negative
pneumonia in addition to standard treatment, were announced. Amikacin did not demonstrate any
clinical superiority versus the standard treatment in combination with an aerosolized placebo.
Neither the primary endpoint nor the secondary endpoints were achieved. Amikacin Inhale is the
development name for a drug-device combination comprising a specially formulated Amikacin
inhalation solution and a patented synchronized inhalation system with a vibrating mesh nebulizer.
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Bayer terminated its research into Amikacin Inhale and the associated cooperation with Nektar
Therapeutics, Inc.

Following the recommendation of an independent data monitoring committee, Bayer in November
2017 unblinded ahead of schedule a Phase Il trial of radium-223 dichloride in combination with
abiraterone acetate and prednisone/prednisolone in patients with metastatic castration-resistant
prostate cancer. The reason for this recommendation was the observance of an imbalance in
terms of more fractures and deaths in the treatment arm investigating radium-223 in combination
with abiraterone acetate and prednisone/prednisolone.

In December 2017, on the basis of positive Phase Il data, Bayer launched a Phase Il clinical
study program in Japan that investigates the development candidate molidustat in patients with
renal anemia. Molidustat is an inhibitor of the enzyme hypoxia-inducible factor-prolyl hydroxylase
(HIF-PH) that stimulates the production of erythropoietin and the formation of red blood cells.

There is currently a study program investigating the efficacy and safety of rivaroxaban for the
treatment and secondary prevention of venous thromboembolism in children. Timely and success-
ful completion of this program would extend patent protection for Xarelto™ in Europe and the
United States by a further six months.

Filings and approvals

We regularly evaluate our research and development pipeline in order to prioritize the most prom-
ising pharmaceutical projects. Following the completion of the required studies with a number of
these drug candidates, we submitted applications to one or more regulatory agencies for approv-
als or approval expansions. The most important drug candidates in the approval process are
shown below.

A1.3/5
Main Products Submitted for Approval’
Projects Indication
Damoctocog alpha pegol Europe, U.S.A., Japan: hemophilia A
(long-acting rFVIII)
Rivaroxaban Europe, U.S.A.: prevention of major adverse cardiac events (MACE), COMPASS
study
Rivaroxaban? U.S.A.: secondary prophylaxis of acute coronary syndrome (ACS), rivaroxaban

in combination with dual antiplatelet therapy (DAPT); ATLAS trial

" As of January 26, 2018
2 Submitted by Janssen Research & Development, LLC

In August 2017, Bayer received approval from the European Commission to modify the prescrib-
ing information for the oral Factor Xa inhibitor Xarelto™ (active ingredient: rivaroxaban) based on
data from the PIONEER Phase lII study. The information contains a dosage recommendation for
patients with nonvalvular atrial fibrillation who undergo percutaneous coronary intervention with
stent placement and require oral anticoagulation.
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Also in August 2017, the European Commission approved the oral multikinase inhibitor Stivarga™
(active ingredient: regorafenib) for an additional indication. The approval relates to the treatment of
adult patients with hepatocellular carcinoma (HCC) who had previously been treated with
Nexavar™ (active ingredient: sorafenib). Stivarga™ is the first medicine to show a significant im-
provement in overall survival in second-line treatment of patients with HCC for whom there was
previously no further treatment option. The product had been approved for second-line treatment
of HCC in the United States in April 2017 and in Japan in June 2017.

In early September 2017, Bayer applied for marketing authorization to the European Medicines
Agency (EMA) for the long-acting site-specifically PEGylated recombinant human Factor VIII
(damoctocog alfa pegol) for the treatment of patients with hemophilia A. The regulatory submis-
sion is based on the data from the PROTECT VIl trial. In that trial, damoctocog alfa pegol offered
patients protection from bleeds when used prophylactically once every seven days, once every
five days, or twice per week. Bayer had already submitted an application for an authorization to
manufacture biopharmaceutical products (Biologics License Application, BLA) for damoctocog alfa
pegol to the U.S. Food and Drug Administration (FDA) in August 2017. In October 2017, Bayer
submitted an application for the authorization of damoctocog alfa pegol in Japan as well.

In September 2017, the U.S. Food and Drug Administration (FDA) likewise granted Bayer approval
for copanlisib, which will be sold under the tradename Aligopa™ in the future, for the treatment of
previously treated patients with relapsed follicular B-cell non-Hodgkin lymphoma. The accelerated
approval was granted based on the results of the CHRONOS-1 Phase I trial including 142 pa-
tients with indolent non-Hodgkin lymphoma (INHL) whose disease had relapsed after two previous
treatments, of which 104 patients had follicular B-cell non-Hodgkin lymphoma. The approval

was issued on the basis of the overall response rate and must still be confirmed in a further trial.
Copanlisib is an intravenous pan-class | phosphatidylinositol-3-kinase (PI3K) inhibitor with pre-
dominant inhibitory activity against PISK-a and PI3K-& isoforms.

Based on data from the EINSTEIN CHOICE Phase Il study, in October 2017 Bayer and its devel-
opment partner Janssen Research & Development, LLC, received additional marketing approval
from the U.S. Food and Drug Administration (FDA) for the oral Factor Xa inhibitor Xarelto™ (active
ingredient: rivaroxaban) in the United States for a once-daily 10 mg dose of rivaroxaban for long-
term prevention of recurrent venous thromboembolism. The authorization is for patients at contin-
ued risk of deep vein thrombosis and/or pulmonary embolism who have already received at least
six months of standard anticoagulation therapy. The European Commission granted correspond-
ing approval for Xarelto™ in October 2017.

In November 2017, Bayer submitted a further application for Xarelto™ to the European Medicines
Agency (EMA) for a vascular dose of rivaroxaban in combination with acetylsalicylic acid (ASA) for
the treatment of chronic coronary artery disease (CAD) or peripheral artery disease (PAD). This
application is based on the results of the COMPASS Phase Il clinical study. This demonstrated
that a twice-daily dose of 2.5 mg rivaroxaban in combination with 100 mg ASA once a day
reduced the combined risk of stroke, cardiovascular death and heart attack by an unprecedented
24% (relative risk reduction) in patients with CAD or PAD, compared with a once-daily dose of
100 mg ASA. In the United States, the application for marketing approval was submitted to the
FDA in December 2017.

In December 2017, our cooperation partner Loxo Oncology, Inc., United States, initiated the
submission of a rolling New Drug Application (NDA) for larotrectinib in the United States. The NDA
relates to the treatment of unresectable or metastatic solid tumors with NTRK-fusion proteins

in adults and children who require systemic therapy, where the disease has progressed following
prior treatment and there is no acceptable alternative treatment. Bayer and Loxo Oncology are
jointly developing larotrectinib. The active ingredient is in clinical development for cancers where
the tropomyosin receptor kinase (TRK) gene becomes connected to other, unrelated genes (gene
fusion). The rolling NDA submission is expected to be completed in early 2018.
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Also in December 2017, Bayer obtained marketing approval in China for Stivarga™ (active ingre-
dient: regorafenib) for the treatment of adult patients with hepatocellular carcinoma (HCC) who
have previously been treated with Nexavar™ (active ingredient: sorafenib). In the Phase IlI
RESORCE study (REgorafenib after SORafenib in patients with hepatoCEllular carcinoma),
regorafenib demonstrated a significant and clinically relevant improvement in overall survival in
second-line treatment of patients with HCC compared with a placebo. Regorafenib is the first
product to be approved in China for second-line treatment of HCC.

In December 2017, Bayer received a Complete Response Letter from the U.S. Food and Drug
Administration notifying it that its application for approval of the investigational drug product
ciprofloxacin DPI (Dry Powder for Inhalation) for the treatment of adults with non-cystic fibrosis
bronchiectasis (NCFB) cannot be approved in the present form. Bayer decided to discontinue
development of Cipro DPI in NCFB for the time being and will evaluate possible further options
for this asset.

O Cooperations

See also A 1.3 We augment our own research capacities through collaborations and strategic alliances with ex-
“Global open innovation ternal industrial and academic research partners. In this way we gain access to complementary
network” technologies and external innovation potential.

In August 2017, Bayer and Vanderbilt University Medical Center in Nashville, Tennessee, United
States, signed a five-year strategic research alliance to fight kidney disease. Both partners will
work together on identifying and developing new potential compounds for treating kidney
diseases. The goal is to rapidly transfer innovative approaches from the laboratory to preclinical
development.

In November 2017, Bayer and PeptiDream Inc., a publicly listed Japanese biopharmaceutical
company, concluded a drug discovery cooperation agreement. Their collaboration covers various
therapeutic areas such as oncology and cardiology, as well as classes of drug targets. Using
PeptiDream’s Peptide Discovery Platform System technology, the partners will be working together
to identify novel drug discovery candidates for target structures that are difficult to address.

Also in November 2017, Bayer signed a global exclusive cooperation agreement with the bio-
pharmaceutical company Loxo Oncology, Inc., Stamford, Connecticut, United States, for the de-
velopment and commercialization of larotrectinib (LOXO-101) and LOX0O-195. Both compounds
are being investigated in global studies for the treatment of patients with cancers harboring tro-
pomyosin receptor kinase (TRK) gene fusions, which are genetic alterations across a wide range
of tumors resulting in uncontrolled TRK signaling and tumor growth.
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The following table shows examples of the main cooperations.

A 1.3/6

Main Cooperations in 2017

Partner Cooperation objective

Broad Institute Strategic partnership in the field of genome and drug research in
cardiology aimed at using findings from human genetics to develop new
cardiovascular therapies and in the field of oncology to identify and
develop active ingredients that target tumor-specific gene alterations

German Cancer Research Center (DKFZ)  Strategic partnership for the investigation and development of new
therapeutic options in oncology, especially in immunotherapy

Evotec AG Collaboration to identify development candidates for the treatment of
endometriosis and kidney diseases

ImmunoGen, Inc. Development of antibody-drug conjugates (ADCs) for novel tumor
therapies

Janssen Research & Development, Development of Xarelto™ (rivaroxaban)

LLC of Johnson & Johnson

Loxo Oncology, Inc. Development and marketing of larotrectinib (LOXO-101) and LOXO-195
for the treatment of cancer patients with a mutation of the TRK gene

Merck & Co., Inc. Development and marketing collaboration in the field of soluble guanylate
cyclase (sGC) modulation

MorphoSys AG Development of antibody-drug conjugates using MorphoSys’s HUCAL
technology

Orion Corporation Development of darolutamide (previously ODM-201) for the treatment of
patients with prostate cancer

PeptiDream Inc. Active ingredient research in various therapeutic areas and target classes
with the help of PeptiDream's Peptide Discovery Platform System
technology

Regeneron Pharmaceuticals, Inc. Development of Eylea™ (aflibercept) to treat various eye diseases

Development of a combination therapy of the angiopoietin2 (Ang?2)
antibody nesvacumab and aflibercept for the treatment of serious eye
diseases

Vanderbilt University Medical Center Strategic research alliance to identify and develop new potential active
ingredients for the treatment of kidney diseases

In April 2017, Bayer decided not to exercise its option for further development and marketing of
biopharmaceutical Wnt pathway inhibitors vantictumab (OMP-18R5) and ipafricept (OMP-54F28)
as part of the partnership between Bayer and OncoMed Pharmaceuticals, Inc., United States. The
small molecule program under the companies’ collaboration continues without change.
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. Other Cooperations in 2017

Partner

Cooperation objective

Biolnvent International AB

Access to antibody library with in-licensing of antibodies

. Compugen Ltd.

Collaboration for the research and development of new immunotherapy
approaches in oncology

Dimension Therapeutics, Inc.

Development of a novel gene therapy for hemophilia A

lonis Pharmaceuticals, Inc.

Clinical development of the antisense molecule IONIS-FXIRx for the
prevention
of thrombosis and development of IONIS-FXI-LRx in the preclinical phase

Leica Biosystems Ltd.

Development of diagnostic tests in personalized oncology treatment

Ludwig Boltzmann Institute

Research into lung vascular disease, especially pulmonary hypertension

Merck & Co., Inc.

Codevelopment of tedizolid to treat various infections

Nektar Therapeutics' Codevelopment of a targeted antibiotic inhalation therapy for lung
infections

(Amikacin Inhale)

Novartis AG Development of a targeted antibiotic inhalation therapy for lung infections

(ciprofloxacin DPI)

: OncoMed Pharmaceuticals, Inc. Discovery and development of novel anticancer stem cell therapeutics

- Onyx Pharmaceuticals, Inc.
. of Amgen, Inc.

Codevelopment of Nexavar™ (sorafenib) for various types of cancer

Peking University Research cooperation and establishment of a research center for joint

projects

Access to technologies for antibody-drug conjugates (ADCs) for novel

- Seattle Genetics, Inc.
. tumor therapies

. Tsinghua University Research cooperation and establishment of a research center for joint

projects

University of Oxford Strategic research alliance for the development of novel gynecological

therapies

. Ventana Medical Systems, Inc. Development of diagnostic tests in personalized oncology treatment

. Wilmer Eye Institute
- of Johns Hopkins University

Research and development of innovative drug products to treat serious
back-of-the-eye diseases

" Terminated in December 2017

Consumer Health

At Consumer Health, we concentrate on developing new nonprescription (OTC) products and
solutions that improve the health and well-being of consumers in the areas of pain relief, derma-
tology, dietary supplements, digestive health, allergy relief and cold symptoms, as well as foot
care and sun care. The focus lies on product developments that are aligned to the desires and
needs of consumers. Our innovations range from new product formulations and packaging to
technical applications and medical devices. In 2017, we developed around 50 new consumer-
validated concepts, significantly exceeding our plans for the year. Consumer Health maintains a
global network of research and development facilities, with sites in the United States, France,
Germany and China. Another important part of our strategy is transferring current prescription
medicines that are suitable for self-care to OTC status (Rx-to-OTC switches).

Crop Science

At Crop Protection, we pursue the goal of identifying and developing innovative, safe and sustain-
able active ingredients for use as insecticides, fungicides, herbicides and crop efficiency products
for foliar and soil application as well as seed treatment. These substances also undergo further
development for professional applications outside of farming (Environmental Science), such as in
pest control and vector control to combat diseases transmitted by mosquitoes. They are also
used to control weeds and maintain sport facilities and public parks. At Seeds, meanwhile, we are
conducting research and development for optimized plant traits and are developing new varieties
in cotton, oilseed rape/canola, soybeans, rice, wheat and vegetables. Our scientists are working
on increasing the yield potential of crops, enhancing their quality and developing new herbicide
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tolerance and insect resistance traits based on novel modes of action, and improving tolerance
against disease and extreme weather conditions.

Crop Science maintains a global network of research and development facilities. While research is
carried out centrally at a number of dedicated sites, development of crop protection products as
well as plant breeding and trait development activities take place both at these sites and at nu-
merous field testing and breeding stations in all regions. Our scientists working across the areas of
seed traits, seed technology, seed breeding, agricultural chemistry and biologics closely collabo-
rate as part of our integrated research approach. This optimally combines our complementary
expertise in chemistry and biology.

To provide farmers with sustainable agronomic recommendations, we develop digital products
and services that support them through the use of specific data models, among other things, in
evaluating conditions in the field. Our long-term goal is to help farmers to improve their yields by
providing them with tailored recommendations.

Research and development pipeline

Our product pipeline contains numerous new crop protection products, seed varieties and
enhanced products (life cycle management). We estimate the combined peak sales potential of
products with launch dates between 2015 and 2020 to be more than €5 billion. In 2017, we
launched confirmatory technical proof-of-concept field studies for two new active ingredients.
For 2018, we are setting ourselves the target of launching confirmatory technical proof-of-
concept field studies for three to four chemical/biological active ingredients or plant traits'. The
following table shows selected new products that are expected to be launched by 2020.

A 1.3/7

Product Innovation Pipeline'

Market launch Product group Indication/crop Product/plant trait

2018 Chemical and biological Insecticide/ SeedGrowth Poncho/VOTiVO 2.0
crop protection
2019 Seeds Rice Salt and flood tolerance (native trait)
2019 Chemical crop protection  Insecticide Tetraniliprole
2019 Chemical crop protection  Fungicide Tiviant™
2019 Seeds Oilseed rape/canola Herbicide tolerance
2019 Seeds Oilseed rape/canola New oil profile (native trait)
2019 Seeds Rice Dual disease tolerance (native trait)
2019 Seeds Soybeans Triple herbicide tolerance
2020 Seeds Oilseed rape/canola Dual herbicide tolerance (1)
2020 Seeds Oilseed rape/canola Dual herbicide tolerance (2)

" Planned market launch of selected new products
As of September 11, 2017

" We define a new plant trait as a specific characteristic that has not previously been available at Bayer for the crop plant in question.
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New products and registrations
In 2017, Crop Science received marketing authorization in numerous countries for new mixtures
and formulations, as well as for expanded indications for existing products.

In January 2017, the Ministry of Agriculture in China approved for import Balance™ GT soybeans
with the new herbicide tolerance trait. Crop Science and MS Technologies LLC, which owns the
rights to Balance™ GT, are codeveloping it as part of a cooperation agreement. The launch of
the full Balance™ GT/Balance™ Bean system, including the corresponding herbicide, is planned
for 2018 in the United States, the world’s top soybean producer, pending the U.S. Environmental
Protection Agency (EPA) commercial label registration of Balance™ Bean anticipated in 2018.

Furthermore, the new TwinLink™ Plus cotton technology was launched on the U.S. market in
2017. With three modes of action against insect pests added to the double herbicide tolerance,

it provides season-long protection and further improves resistance management. In April 2017,
Bayer received regulatory approval for the biological nematicide BioAct™ Prime DC in Greece.
The new substance is intended for use in a variety of fruit and vegetables and directly targets
eggs and larvae from nematode pests. Further approvals are planned in other European countries.

In May 2017, we launched a new rice seed in India that offers pest resistance and disease toler-
ance. The market launch in the Philippines is planned for 2018. In June 2017, we launched a rice
seed in Bangladesh that offers flood tolerance.

Major success can be achieved with vegetables and many broad-acre crops using conventional
and molecular plant breeding methods. As vegetables are intended especially to be marketed and
eaten fresh, merchants and consumers have particularly strict requirements and expectations
regarding their taste, appearance, nutrient content and shelf life. We continuously launch new
vegetable seed varieties with these quality traits, such as the Sweet Spark cantaloupe variety
developed in conjunction with U.S. retailer Walmart, Inc. In addition, we launch numerous new
broad-acre crop varieties every year.

Environmental Science also launched new products in 2017. These included the Exteris™ fungi-
cide for the maintenance of golf courses, as well as Altus™, which is designed to protect orna-
mental plants against insect pests. We also expanded our Maxforce™ product range by adding
insecticides for pest control. Bayer BEYOND, a new digital service platform, automates the work
performed by pest controllers and enhances rodent monitoring through predictive analysis.

Cooperations

Crop Science is part of a global network of partners from diverse segments of the agricultural
industry and academic research. In 2017, we entered into new research partnerships and extend-
ed existing collaborations. A selection of these is detailed below.

In June 2017, Bayer signed an agreement with Sumitomo Chemical Company Ltd., Tokyo, Japan,
for fungicide mixes used to control soybean diseases in Brazil. The goal of combining a new
Sumitomo Chemical fungicide with established Bayer fungicides is to develop an effective solution
for controlling widespread plant diseases such as soybean rust. The product registration applica-
tions were submitted in 2017 as expected.
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In June 2017, Bayer also signed a two-year research agreement with the Shanghai Institutes for
Biological Sciences (SIBS) of the Chinese Academy of Sciences to increase wheat yields using
new mathematical models and computer simulations for more efficient photosynthesis.

As part of their research cooperation, Bayer and KWS SAAT SE, Germany, granted a long-term
license to Belgian company SESVanderHave N.V. for their new CONVISO™SMART sugar beet
cultivation system in June 2017. The technology is based on conventionally bred sugar beet varie-
ties with tolerance toward certain herbicides and helps to ease weed management.

In July 2017, Bayer and the Israeli company Netafim Ltd., which is based in Tel Aviv, joined forces
to enhance the application of crop protection products. The new approach, called DripByDrip,

will enable farmers to water their fields and apply crop protection products in a more targeted way
using Netafim's drip irrigation technology. We expect the solution to be launched in Mexico in
mid-2018.

In August 2017, Bayer and the Citrus Research and Development Foundation (CRDF), a nonprofit
organization supporting citrus growers in Florida, United States, signed a research collaboration
agreement to find solutions to citrus greening plant disease currently threatening the global citrus
production and juice industry.

In addition, Bayer and Rothamsted Research, Harpenden, United Kingdom, formed a strategic
alliance in August 2017 to develop digital solutions aimed at detecting and sustainably managing
pests, pathogens and weeds.

Bayer and the nonprofit organization Quantified Planet, Vaxholm, Sweden, signed a licensing and
cooperation agreement in August 2017. Under the agreement, Bayer is providing proprietary,
crowd-sourced data from more than 70 countries on certain plant varieties and their location,
prevalence and distribution. Quantified Planet makes these data available worldwide for use in
scientific research in the field of biodiversity.

Bayer and Robert Bosch GmbH, Germany, signed a three-year cooperation agreement in Sep-
tember 2017, with the objective of developing a smart spraying technology to make the applica-
tion of crop protection products more efficient and facilitate a more targeted use of herbicides.

Bayer and the Greek Institute of Molecular Biology and Biotechnology, which forms part of the
Foundation of Research and Technology Hellas (IMBB-FORTH), announced a five-year research
collaboration in September 2017. This collaboration will seek to investigate insect gut physiology
for the development of new insecticides.
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The following table provides an overview of strategically important long-term cooperations that are
currently ongoing.

A1.3/8

Crop Science: Important Cooperations

Partner Cooperation objective

Citrus Research Development Search for solutions to citrus greening disease, which currently threatens the
Foundation global citrus production and juice industry

Commonwealth Scientific and Increase in wheat yields by means of native plant traits — discovery, validation
Industrial Research Organisation  and integration

(CSIRO)

Elemental Enzymes AG

Use of microbes to improve soil health and thereby increase crop productivity

Embrapa

Cooperation on several R&D objectives in various areas of relevance for
agriculture in Brazil, e.g. Asian soybean rust

Julich Research Center

Research collaboration focused on phenotyping for plant breeding, research into
plant traits and the development of biologicals

Grains Research and
Development Corporation
(GRDC)

Herbicide Innovation Partnership for the discovery and development of
innovative weed management solutions

Innovative Vector Control
Consortium (IVCC)

Joint development of new substances to control mosquitoes that transmit
diseases such as malaria and dengue fever

Quantified Planet

Licensing and cooperation agreement under which Bayer will make freely

available proprietary, crowd-sourced data from more than 70 countries on
certain plant varieties and their location, prevalence and distribution

Robert Bosch GmbH Research collaboration focused on developing a smart spraying technology to
make the application of crop protection products more targeted and thus more

efficient

Rothamsted Research Strategic framework agreement to support a digital revolution for detecting and

sustainably managing biotic threats such as pests, pathogens and weeds

Targenomix GmbH Development and application of systems biology approaches to achieve a better
understanding of metabolic processes in plants and facilitate the development of

new herbicides and safeners

You can find details of our open innovation initiatives Grants4Targets™ and Grants4Traits™ in
A 1.3 “Global Open Innovation Network.”

Animal Health

At Animal Health we focus our research and development activities on antiparasitics, antibiotics,
medicines to treat noninfectious disorders and nonantibiotic alternatives for infectious diseases.
We improve the health and well-being of companion and farm animals through innovations. Animal
Health pursues the “one health” concept: We offer animal health products that reduce the risk of
transmission of disease pathogens to humans, such as endoparasiticides for cats and dogs or
ectoparasiticides to protect especially against fleas and ticks. Through our initiative focusing on
companion vector-borne diseases (CYVBD™) and with the leading global scientists who participate
in this initiative, we are setting trends in basic research and the fight against vector-borne diseas-
es. In our central research activities, we cooperate closely with the research departments at
Pharmaceuticals and Crop Science.

New products and registrations

In January 2017, the European regulatory authorities approved PolyVar™ yellow, a new product to
protect honey bees against the Varroa mite. This decision was implemented in national law in
more than 20 countries during the year.

Cooperations

Animal Health also reinforces its business by continually identifying further product development
candidates through new and existing collaborations. We work closely together with our partners in
areas such as the development of innovative technologies, application innovations and lead struc-
ture optimizations.
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1.4 Sustainable Conduct
1.4.1 Commitment to Employees and Society

Attracting, developing and retaining the best employees

Defining our corporate culture through dialogue, diversity
and innovation

Advancing knowledge and leadership skills
Unreserved commitment to supporting human rights
Wide-ranging societal engagement

1.4.1.1 Employees

Bayer’s business success is based to a large extent on the knowledge, skills, commitment and
satisfaction of our employees. As an employer we offer our employees attractive conditions and
wide-ranging individual development opportunities such as a highly effective system of vocational
and ongoing training. Alongside professional training, we focus on conveying our corporate values
(LIFE) and establishing a dialogue-oriented corporate culture based on trust, respect for diversity
and equality of opportunity. Our responsible approach to structuring working conditions includes
fair treatment at work, a transparent and equitable compensation system, company pension
plans, the ability to combine working with family commitments, flexible worktime arrangements
and a working environment that fosters health.

These are the cornerstones of our global human resources strategy, which is designed to safeguard
and expand our business activities. They strengthen our competitiveness, and also reflect our so-
cial responsibility to provide secure employment and stable incomes, and to foster social cohesion.
In this way, we want to recruit and retain the best employees for Bayer. Responsibility for the hu-
man resources strategy falls within the remit of the primary decision-making body of Bayer’s HR
function, which sets binding policies and defines priorities for all regions and organizational units.

We measure employees’ satisfaction with Bayer as an employer with the help of institutionalized
feedback discussions and the Group-wide Employee Survey, which is usually conducted about
every two years. This enables us to monitor the effectiveness of our activities and make any nec-
essary improvements. Together with IBM as our new service provider, we have revised the con-
cept for as well as the structure and the content of our 2017 Employee Survey. For this reason,
the results cannot be compared with those of previous years. The survey was completed by 80%
of employees worldwide. Bayer’s score of 79% on the Employee Engagement Index — collated
from responses to questions about satisfaction, loyalty, advocacy and pride — was eight percent-
age points above the global benchmark of provider IBM.

Employee data

Slight increase in Group employee numbers

On December 31, 2017, Bayer employed 99,820 (2016: 99,592) people worldwide. In Germany
we had 31,620 (2016: 30,603) employees, which was 31.7% of the total Group workforce (2016:
30.7%).

There was a reduction in the number of employees in the Latin America, Asia/Pacific and North
America regions, but an increase in the Europe/Middle East/Africa region. While the number of
employees in the segments decreased, there was an increase in the number included in the Recon-
ciliation'. This change was mainly due to the reorganization of the Group initiated in 2016. Employ-
ees in service functions, which were previously part of a segment, were assigned to the respective
units in the corporate functions and country platforms in 2017. The breakdown by function

" Reconciliation encompasses all business activities — especially cross-segment service functions — that are not allocated to any of
our reporting segments
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Employee Data
2016 2017 in %
Total 99,592 99,820 0.2
by Region
Change
11.6% Latin America ’ 52.5% Europe/ 2016 2017 in %
Middle East/
Area Europe/ Middle
22.9% Asia/Pacific East/Africa 50,970 52,380 2.8
20 7 7 North America 13,212 13,001 1.6
Asia/ Pacific 23,290 22,852 -1.9
13.0% North America Latin America 12,120 11,587 -4.4
by Segment
Change
2016 2017 in %
25.5% Reconciliation 38.4% Pharmaceuticals Pharmaceuticals 40,093 38,295 _4.5
Consumer Health 12,821 11,760 -8.3
3.5% Animal Health 20 7 7 Crop Science 22,399 20,736 -7.4
‘ Animal Health 3,957 3,527 -10.9
Reconciliation 20,322 25,502 25.5
20.8% Crop Science 11.8% Consumer Health
by Function
Change
2016 2017 in %
9.5% General administration ’ 2
Production 40,288 39,669 -1.5
14.1% R&D Marketing &
39.7% Producti distribution 36,783 36,622 -0.4
20 7 7 7% _Production R&D 14,213 14,041 1.2
36.7% Marketing and General
distribution administration 8,308 9,488 14.2
by Gender
Women Men
2016 2017 2016 2017
59.8% Men Europe /Middle
East/Africa 20,577 21,366 30,393 31,014
North America 5,645 5,620 7,567 7,381
40.2% Women 2 O 7 7 ik
Asia/Pacific 8,804 8,758 14,486 14,094
Latin America 4,477 4,354 7,643 7,233
Total 39,603 40,098 60,089 59,722
by Age Group in % Fluctuation in %
30 30
30 — 27 27
o5 23 23 Voluntary Total
in % 2016 2017 2016 2017
15 — Women 5.2 5.2 13.3 10.1
10 — 4 5 Men 4.5 4.5 13.1 10.7
5— 0101 [ Total 4.8 4.8 13.2 10.4
<20 20-29 30-39 40-49 50-59 >60

2016 w2017

2016 figures restated; number of employees in full-time equivalents (FTE)

" Reconciliation encompasses all business activities — especially cross-segment service functions - that are not allocated to any of our reporting segments
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shows more employees working in administration and a slight decrease in the number employees
working in production and research and development. The proportion of women in the workforce
increased by 0.5 percentage points to 40.2%. In 2017, there was no significant change in the age
structure compared with the previous year.

On the reporting date, our employees had worked for the Bayer Group for an average of ten years.
The rate of employee-driven terminations (voluntary fluctuation) in 2017, at 4.8%, was level with the
previous year’s figure. The overall fluctuation rate was 10.4%, a decrease of 2.8 percentage points
compared with the previous year. This figure includes all employer- and employee-driven termina-
tions, retirements and deaths. This shows that we were again successful in retaining staff in the
company for long periods. Our workforce includes only a small number of employees on temporary
contracts (4.4%) and hardly any temporary employees from staffing agencies. Bayer uses tempo-
rary personnel from staffing agencies primarily in response to short-term personnel requirements,
fluctuations in order levels, temporary projects or long-term iliness.

v Online Annex: A 1.4.1.1-1

A1.4.1.1-1/1

Employees' by Employment Status, Region and Gender 2017
Permanent employees Temporary employees
Women Men Total Women Men Total
Europe/Middle East/Africa 20,209 29,449 49,658 1,156 1,566 2,722
North America 5,632 7,238 12,770 88 143 231
- Asia/Pacific 8,488 13,577 22,065 270 517 787
- Latin America 4,197 6,731 10,928 158 501 659
Total 38,426 56,995 95,421 1,672 2,727 4,399

" The number of employees on either permanent or temporary contracts is stated in full-time equivalents (FTE).
Part-time employees are included on a prorated basis in line with their contractual working hours.

: The next table contains further information on the breakdown of employee fluctuation by region,
: gender and age.

A1.4.1.1-1/2

Employee Fluctuation' by Region, Gender and Age

Europe/Middle

East/Africa North America Asia/ Pacific Latin America Total
in % 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017
Women 9.8 7.9 16.0 10.7 18.3 14.2 16.3 12.3 13.3 10.1
: <302 18.4 17.9 18.3 16.9 21.2 18.0 23.0 16.1 20.1 17.7
: 30-49 9.6 7.0 14.4 10.0 16.9 12.3 14.9 12.0 12.6 9.3
>=50°8 6.4 5.2 17.7 10.4 19.7 17.6 14.3 8.6 10.2 7.2
Men 7.9 7.0 16.2 11.3 20.1 15.0 17.7 17.2 13.1 10.7
T <302 19.7 16.3 23.9 20.0 29.5 22.9 28.9 39.5 25.3 22.3
© 30-49 7.0 6.1 12.5 10.2 18.1 13.3 14.0 13.3 1.7 9.6
¢ >=50° 5.9 5.7 19.5 111 13.4 10.5 21.3 12.3 10.0 7.5
: Total 8.6 7.4 16.1 11.0 19.4 14.7 17.2 15.4 13.2 10.4

. 2016 figures restated
" The data include all employer- and employee-driven terminations, retirements and deaths.
2 The comparatively high proportion of employees in the <30 age group is due to the inclusion of employees on temporary
contracts (working for 2—6 months of the year) and other short-term employees. It does not include apprentices.
3 The fluctuation rates for the >= 50 age group are mainly due to retirements.

In Germany, temporary staff make up 2.4% of the total workforce. At our significant locations of
operation, the average is 4.5%.

Augmented Version

O

Significant locations of
operation: see Glossary
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www.bayer.com/training
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Significant locations of
operation: see Glossary

Attracting, developing and retaining the best managers and employees
Employer branding targets both current and prospective employees

Innovations, changing customer requirements and a strong competitive environment are just
some of the reasons we welcome open-minded employees who question the status quo. Our
globally established employer brand “Passion to Innovate | Power to Change” describes our work
culture and makes clear what we expect of our employees and, at the same time, what we as a
company offer them.

We use our employer brand internally to enhance employee committment and externally to posi-
tion the company on the employment market. Our excellent reputation as an employer is shown
by numerous external surveys and awards, including being named best employer in Germany,
Brazil and China in 2017.

In total, the Bayer Group hired 11,731 new employees in 2017.

~ Online Annex: A 1.4.1.1-2

: A1.4.1.1-2/1
. New Hires' by Region, Gender and Age
Europe/Middle

East/Africa North America Asia/ Pacific Latin America Total
. 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017
. Women 2,148 2,595 681 510 1,176 1,224 593 573 4,598 4,902
. <30 1,057 1,162 171 121 652 669 315 303 2,195 2,255
. 30-49 986 1,273 348 283 500 535 275 259 2,109 2,350
. >=50 105 160 162 106 24 20 3 11 294 297
. Men 2,621 3,162 863 592 1,889 1,780 968 1,295 6,341 6,829
. <30 1,374 1,562 230 159 1,044 1,015 518 646 3,166 3,382
. 30-49 1,102 1,415 426 323 824 726 426 610 2,778 3,074
L >=50 145 185 207 110 21 39 24 39 397 373
. Total 4,769 5,757 1,544 1,102 3,065 3,004 1,561 1,868 10,939 11,731

2016 figures restated
. ' Converted into full-time equivalents (FTE)

High level of vocational and ongoing training

To meet the need for skilled employees, Bayer provides sound training in more than 20 different
occupations and offers more vocational training places than required to meet its needs. In 2017,
746 young people started a vocational training course at Bayer in Germany alone. In addition,
Bayer offers trainee programs in various areas for those embarking on a career and internships for
students around the world.

Furthermore, employees in all fields are able to take part in extensive ongoing training opportuni-
ties. We bundle our Group-wide continuing education offerings in the Bayer Academy, which of-
fers both continuous professional training and systematic development of managerial employees
and has received numerous international awards.

On average, employees at our significant locations of operation received 283.4 hours of vocational
and ongoing training in 2017. In 2017, the average cost of training per employee was €418.


www.bayer.com/career
www.bayer.com/training
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~ Online Annex: A 1.4.1.1-3

A1.4.1.1-3/1

: Training Activities in Hours in 2017 by Employee Group and Gender'
Women Men Total

© Employee group

Senior management 28.0 24.4 25.5
Junior management 321 27.5 29.5
Specialists 22.4 15.7 18.4
. Overall average 25.8 19.5 22.1

+ ' Selected training activities in the countries covered by the global training system, in which we generated approximately 80%
of our sales in 2017; the gender-specific averages assume 50% women and 50% men for the United States and Japan as
statutory regulations preclude differentiation by gender in these countries.

Feedback on employee performance

Specific and differentiated feedback forms the basis for positive personal development. Bayer
encourages a culture of candid feedback to help employees achieve their individual goals. This is
supported by a Group-wide performance management system.

In feedback discussions, employees have the opportunity to receive feedback from their supervi-
sors on fulfillment of their professional and behavioral objectives. This assessment also determines
one-third of their variable compensation. In 2017, about 70.6% of our total workforce participated
in these feedback discussions. Of the participants, 45% were female and 55% male.

Wide-ranging career opportunities

Thanks to our wide-ranging business activities, we offer employees throughout the Group good
opportunities for development. Regular Development Dialogues between employees and supervi-
sors provide an opportunity to discuss the employees’ further career development perspectives.
Some 36,112 Development Dialogues were held and documented in 2017. A total of 34% of
employees participated in Development Dialogues. Vacancies throughout the Bayer Group, from
nonmanagerial right up to management level, are advertised via a globally accessible platform.
International assignments are also an important element in employee development. Around 940
employees around the world participated in international assignments in 2017.

Corporate culture: dialogue, diversity, innovation

Ethical standards

Fairness and respect are central elements of our corporate culture. That includes observing
Group-wide standards of conduct and protecting employees from discrimination, harassment and
retaliation. These standards are set forth in our Corporate Policy “Fairness and Respect at Work.”
With the help of training, videos and our internal websites, Bayer employees around the world are
provided with guidance on how to comply with this corporate policy.

Child and forced labor are strictly prohibited at Bayer in accordance with the core labor criteria of
the International Labour Organization (ILO). This prohibition is set out in our binding Human Rights
Policy and applies Group-wide.

Communication at all levels

Employees can use the internal crowdsourcing platform WeSolve to pose questions relating to
internal matters at Bayer. These are then answered together with other employees with whom the
person asking the question does not normally have any contact.

We involve our employees in business processes through active dialogue. Informing staff promptly
and extensively about upcoming changes, in compliance with the applicable national and interna-
tional regulations, is very important to us. We engage in open and trustful dialogue with employee
representatives.

Augmented Version

O

Seealso A1.4.1.2
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Diversity, Group Leader-
ship Circle, senior man-
agement: see Glossary

A

Group targets 2020:
increase in the propor-
tion of senior managers
from outside the E.U.,
the U.S.A. and Canada
to 25%;

increase in the propor-
tion of women in senior
management to 35%

O

See also A 4.1
See also A 1.2.1

A1.4.1.1-5/2

Proportion of Women
in the Workforce 2017
in %

60 68

40

il

Total Senior
(99,820 FTEs) management
(10,195 FTEs)

e \\lOmen

~ Online Annex: A 1.4.1.1-4

. The main dialogue formats are regular employee assemblies, information events for managers

. and the European Forum, at which employee representatives from all European sites engage in
. discussion with the Board of Management on issues of central relevance to the company. Our

. employees have the opportunity to discuss company-specific issues and scope for optimization
. via various communication channels.

. To promote a culture of innovation at the workplace, two platforms for making work-related

. suggestions are available to employees in Germany: the Bayer Ideas Pool and the Ideas Forum.
. The suggestions made by employees on improving processes, occupational safety and health

. protection are rewarded and utilized. More than 3,200 ideas were submitted in 2017. Around

. 47% of the suggestions for improvement evaluated in 2017 were implemented. In the first year
. of implementation alone, those improvements that led to quantifiable benefits generated sav-

. ings of more than €1.5 million. In 2017, Bayer distributed bonuses of around €790 thousand for
. the implemented proposals.

Diversity and internationality are hallmarks of Bayer

We promote a diverse employee structure, through which we gain a better understanding of
changing markets and consumer groups, get access to a broader pool of talented people and
benefit from enhanced innovative and creative abilities.

That is why mutual understanding and a gender and cultural balance are important success fac-
tors at Bayer. Overall, the Group employs people from around 150 different nations. Around 21%
of our senior managers come from outside Western Europe, the United States and Canada. We
aim to increase this to 25% by 2020 in accordance with our Group target. At our significant loca-
tions of operation we hired 330 employees for senior management in 2017, 70% of whom are
employed in their country of origin. The Group Leadership Circle currently comprises 29 nationali-
ties, with around 66% of its members coming from the country in which they are employed.

Bayer for many years has endeavored to achieve a better gender balance in management.

By the end of 2017, Bayer had raised the proportion of women at senior management level to
more than 32% (2016: 31%). In line with our Group target, we aim to raise this to 35% by 2020.
Information on diversity in our Board of Management and our Supervisory Board can be found in
our Corporate Governance Report.

\ Online Annex: A1.4.1.1-5
- The next table shows the proportion of men and women in various employee categories.

A1.4.1.1-5/1
Bayer Group Workforce Structure’

Women Men Total
: 2016 2017 2016 2017 2016 2017
. Senior management 2,974 3,297 6,605 6,898 9,579 10,195
:Junior management 10,498 11,139 14,295 14,536 24,793 25,675
: Skilled employees 26,031 25,662 39,189 38,288 65,220 63,950
. Total 39,503 40,098 60,089 59,722 99,592 99,820
. Apprentices 703 649 1,416 1,386 2,119 2,035

. 2016 figures restated
* " Number of employees converted into full-time equivalents (FTE)

. The proportion of women also increased in the Group Leadership Circle. By year end 2017, it
. was made up of 18% women (2010: 7%) and 82% men (2010: 93%).
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As a signatory to the United Nations Women’s Empowerment Principles and the Diversity Charter
corporate initiative, we pursue an inclusive approach. Diversity is integrated into all relevant human
resources processes and driven forward by the management.

~ Online Annex: A 1.4.1.1-6

. The seven Women’s Empowerment Principles sum up how women can be strengthened in the

. workplace, on the employment market and in the community. Furthermore, our company is also
. a founding member of the German “Chefsache” network sponsored by German Chancellor

. Angela Merkel. Its members are committed to working together to develop practically oriented

. strategies to drive diversity and gender balance in their organizations.

As a socially responsible company, we are also committed to supporting the needs of people with
disabilities. We employ some 2,300 people with disabilities in 29 countries, representing around
2% of our total workforce. 40% are female and 60% male. Most employees with disabilities work
for our companies in Germany, where they made up 5.1% of the workforce in 2017.

Creating attractive working conditions

Competitive compensation and variable pay

Our compensation system combines a basic salary reflecting performance and responsibility with
elements based on the company’s success, plus extensive additional benefits. Adjustments based
on continuous benchmarking make our compensation internationally competitive. This includes,
among other things, the uniform evaluation of all managerial positions throughout the Group.

We attach great importance to equal pay for men and women, providing fair compensation and
informing our employees transparently about the overall structure of their compensation. Bayer
voluntarily pays employees on both permanent and temporary employment contracts in excess of
the statutory minimum wage in many of the countries in which we operate.

~ Online Annex: A 1.4.1.1-7

. Binding and transparent compensation structures

. At Bayer, individual salaries are based on each employee’s personal and professional abilities

. and the level of responsibility assigned to them. At the managerial level, this is based on uni-

. form evaluation of all positions throughout the Group using the internationally recognized Hay

. method. In areas of the Group and jobs that fall within the scope of a binding collective bar-

. gaining agreement, there are no differences in pay based on gender either. This also applies for
. the compensation of apprentices. In the Emerging Markets and developing countries, compen-
. sation levels are aligned to local market conditions. In the majority of cases, full- and part-time

85

. employees at our significant locations of operation receive the same rates of pay. The situation Significant locations of
. differs with regard to employees on temporary contracts as they are not entitled to long-term operation: see Glossary

. compensation components such as pension plans in some countries.

Our compensation concept also includes variable one-time payments. Approximately €640 million B

is earmarked for bonus awards to employees for 2017 under the Group-wide short-term incentive  Short-term incentive

(STI) program (2016: approximately €1,070 million for employees in continuing operations). In program: see Glossary

many countries, employee stock programs enable our staff to purchase Bayer shares at a dis-
count. We also offer senior managers throughout the Group “Aspire,” a uniform long-term com-
pensation program based on the development of the share price.

Bayer AG key data:
see also A1.4.4
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O Our personnel expenses for continuing operations amounted to €9,528 million in 2017 (2016:

See also Note 12 to €9,459 million). The change was mainly due to expenses related to compensation adjustments,

B Consolidated Financial  while bonus payments were considerably lower.

Statements

O Alongside attractive compensation for their work, Bayer contributes to the financial security of its
See also Note 25 to present and former employees after their retirement. Personnel expenses in 2017 included pen-

B Consolidated Financial  sjon expenses of €933 million. Payments of €1,051 million were made in 2017 to current retirees.
Statements The value of total pension obligations at the end of 2017 was €24,492 million.

Bayer AG key data:

see also A 1.4.4 A1.4.1.1/2

Personnel Expenses and Pension Obligations

€ million 2016 2017
Personnel expenses 9,459 9,528

of which pension expenses 880 933
Pension obligations 28,995 24,492
Pension benefits paid? 1,041 1,051

2016 figures restated

" Present value of defined benefit obligations for pensions and other post-employment benefits as at December 31; including
Covestro until December 31, 2016

2 Including Co