B
A
BAYER

E
R

Science For A Better Life




Fiscal 2016:

Another record year for
Bayer — good progress
with the acquisition of
\Vonsanto

> Group sales €46.8 billion (Fx & portfolio adj. + 3.5%)

> Substantial sales and earnings increases at Pharmaceuticals

> Consumer Health grows with competition

> Crop Science successful in a difficult market environment
> EBITDA before special items €11.3 billion (+ 10.2%)

> Net income €4.5 billion (+10.2%)

> Core earnings per share €7.32 (+ 7.3%)

> QOperating cash flow €8.3 billion (+20.8%)

> Forecast for 2017: further growth in sales and earnings

Cover picture: The digitization of farming aims to support the efficient and sustainable use of resources.
Our cover shows Charles Godoy on his farm near the town of Cataldo in Brazil. He monitors his fields on a
daily basis so that he can react quickly to problems.

D You can read more in the Magazine section of this Annual Report beginning on page 9.



Key Data

Change

from 2015
€ million 2015 2016 (%)
Bayer Group
Sales 46,085 46,769 +1.5
EBITDA' 9,573 10,785 +12.7
EBITDA before special items 10,256 11,302 +10.2
EBITDA margin before special items' 22.3% 24.2%
EBIT! 6,241 7,042 +12.8
EBIT before special items ' 7,060 8,130 +15.2
Income before income taxes 5,236 5,887 +12.4
Net income (from continuing and discontinued operations) 4,110 4,531 +10.2
Earnings per share (from continuing and discontinued operations) (€) 4.97 5.44 +9.5
Core earnings per share (from continuing operations) (€)' 6.82 7.32 +7.3
Net cash provided by operating activities (from continuing and discontinued operations) 6,890 9,089 +31.9
Net financial debt 17,449 11,778 -32.5
Capital expenditures as per segment table 2,511 2,578 +2.7
Bayer AG
Total dividend payment 2,067 2,233 +8.0
Dividend per share (€) 2.50 2.70 +8.0
Innovation
Research and development expenses 4,274 4,666 +9.2
Ratio of R&D expenses to sales — Pharmaceuticals (%) 16.0 17.0
Ratio of R&D expenses to sales — Crop Science (%) 10.7 11.7
Employees in research and development 14,753 15,229 +3.8
Employees
Number of employees? (Dec. 31) 116,600 115,200 -1.2
Personnel expenses (including pension expenses) (€ million) 11,176 11,357 +1.6
Proportion of women in senior management (%) 28 29
Proportion of employees with health insurance (%) 96 98
Fluctuation (voluntary/total) (%) 5.0/13.9 4.6/12.3
Hours of vocational and ongoing training per employee 20.0 221 +10.5
Safety & Environmental Protection
Recordable Incident Rate (RIR) for Bayer employees 0.42 0.39 -7.1
Loss of Primary Containment Incident Rate (LoPC-IR)® 0.22 0.32 +45.5
Total energy consumption (terajoules) 83,182 84,494 +1.6
Energy efficiency (MWh/t)* 6.34 6.77 +6.8
Total greenhouse gas emissions (CO2 equivalents in million t)° 9.71 9.87 +1.6
Specific greenhouse gas emissions (CO: equivalents in t/manufactured sales volume in t),
according to the market-based method® 1.69 1.54 -8.9
Hazardous waste generated (thousand t) 541 547 +1.1
Water use (million m3) 346 330 -4.6

2015 figures restated; figures for 2012-2014 as last reported
" For definitions of the indicators see Chapter 2.4
2 Employees calculated as full-time equivalents (FTEs)

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

4 Quotient of total energy consumption and manufactured sales volume; Life Sciences only

5 Direct emissions from power plants, waste incinerators and production plants and indirect emissions from external supplies of electricity, steam and
refrigeration (according to the market-based method); portfolio-adjusted in accordance with the GHG Protocol

6 Life Sciences without Currenta



At a Glance
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Chairman’s Letter

Innovation Is our
core competence

Decy Sleclileoledesy anee
prouds o Baypn:

| am pleased to present to you Bayer’s annual report for fiscal 2016.
It has been a very exciting and intensive year — for me personally as well
because | became Chairman of the Board of Management in May.

| would like to thank the entire Board of Management, which started
working in its new constellation at the start of last year, for its commit-
ment to the company. Creating an integrated organizational structure
and appointing the heads of the divisions to the Board of Management
have proven to have been the right steps at the right time. We have a
very good management team that works extremely well together.

| would also like to thank the members of the Supervisory Board for our
trust-based cooperation and all our employees, who displayed great
commitment and personal dedication in making 2016 another successful
year for Bayer.



In 2016, we again substantially raised both sales and earnings and thus
posted a new record for our operating performance. Group sales
increased by a currency- and portfolio-adjusted 3.5 percent to €46.8 bil-
lion and clean EBITDA rose by 10.2 percent to €11.3 billion. Core earn-
ings per share advanced by 7.3 percent to €7.32.

At Pharmaceuticals, sales rose by an encouraging 8.7 percent on a
currency- and portfolio-adjusted basis, with our five key growth
products again making a significant contribution to growth. Xarelto™,
Eylea™, Xofigo™, Stivarga™ and Adempas™ posted combined sales
of €5.4 billion, compared with €4.2 billion in 2015. We raised our
assessment of the combined peak annual sales potential of these five
products from our previous estimate of at least €7.5 billion to more than
€10 billion.

Adjusted for currency and portfolio effects, sales at Consumer Health
advanced by 3.5 percent. This division posted substantial gains in Latin
America and Asia/ Pacific in particular.

Despite a weak market environment, Crop Science sales matched the
prior-year level. Seeds expanded business significantly and Environmen-
tal Science also posted gratifying sales gains. Animal Health grew sales
by a currency- and portfolio-adjusted 4.8 percent.

Covestro remains fully consolidated on account of our continued
majority interest of around 64 percent at present. This business posted
currency- and portfolio-adjusted sales on a level with the prior year.

We are very pleased with the way Covestro has developed since its
stock market listing in October 2015. It confirms that separating the two
enterprises was the right move for both of them. Thanks to its very
good business performance, Covestro has successfully established a
good position on the capital market in its first year of independence;
Bayer has excellent growth perspectives resulting from its focus on the



Bayer CEO Werner Baumann

Life Sciences. It remains our intention to divest our entire interest in
Covestro in the medium term.

A particular highlight of 2016 was the agreed acquisition of Monsanto,
which is intended to further strengthen Bayer as a Life Science company
and create substantial additional value in the long term for you, our



stockholders, through more innovation, stronger growth and greater
efficiency. The two businesses are highly complementary, both in terms
of their geographical fit and their product portfolios.

It is a good step for Bayer as a whole since the two companies’ com-
bined expertise will improve our ability to help address one of the most
urgent issues of our time: how to feed the some ten billion people who
are expected to be living on our planet by 2050.

Together with Monsanto, we would be better able to provide farmers
worldwide with a product offering that is tailored to their needs and
offers them genuine added value: from the right choice of seeds through
seed treatment to controlling weeds, pests and plant diseases. With
regard to the increasing digitization of farming, Monsanto will give us
valuable expertise.

We are confident that we will be granted all the necessary antitrust
clearances enabling us to close the transaction before the end of 2017.
The acquisition is to be financed through a mix of debt and equity. In
November 2016, we successfully placed mandatory convertible notes as
a first equity measure in this connection.

Despite the large investment being made to acquire Monsanto, we

will continue to pursue organic growth in Pharmaceuticals, Consumer
Health and Animal Health. The necessary funding will also be available
for investments at our sites as well as for smaller acquisitions and
in-licensing.

It goes without saying that this applies to research and development as
well. In 2016, we again increased R&D spending in the Life Science
areas to €4.4 billion. And we are planning a further increase in the cur-
rent fiscal year because innovation is our core competence. In the Life
Science areas in particular, there is great demand for new products



and solutions. For example, better treatments are needed for conditions
such as cancer and cardiovascular disease. Likewise, solutions are
required to achieve the necessary increase in agricultural productivity
and feed the growing world population. In addition, investments in self-
care are designed to keep our aging population healthy and contribute
to the sustainability of public health care systems around the world.

Our investments in research together with targeted in-licensing are the
basis for our long-term growth — as shown by the projects which have
made it into our development pipelines. At Pharmaceuticals, for example,
we estimate the combined peak annual sales potential of six promising
product candidates in the mid- to late-stage pipeline to be at least €6 bil-
lion. And the combined peak sales potential of Bayer’s crop protection and
seed technology pipelines should total more than €5 billion from products
that have been or will be brought to market between 2015 and 2020.

Today, any company wishing to remain at the cutting edge of scientific
and technological development needs excellent partners. For this rea-
son, we maintain a network of collaborations and strategic alliances with
leading universities, public research institutes, partner companies and
start-ups. Last year, for example, we concluded a cooperation agree-
ment with Danish company FaunaPhotonics. Together we are seeking to
develop novel sensor solutions which will improve farmers’ ability to
monitor the development of pest populations and thus control pests
more effectively.

Another example is the joint venture named BlueRock Therapeutics

we established with Versant Ventures with combined funding of
US$225 million to develop stem cell therapies for curing a range of
diseases. BlueRock Therapeutics is the second large investment made
by the Bayer Lifescience Center, which has the mission to rapidly
uncover, encourage and unlock fundamental scientific breakthroughs in
medicine and agriculture.



We are aware that our employees are the basis for everything we do.

It is their creativity, knowledge and commitment which shape Bayer’s
performance ability. We therefore invest a great deal of effort in recruit-
ing and retaining the best employees for Bayer. To this end, we provide
an attractive working environment and have built a creative corporate
culture that is characterized by diversity and internationality, customer
focus, experimentation, collaboration and trust.

Another reason our people enjoy working for Bayer is because they
know that sustainability and social responsibility are firmly anchored in
our corporate culture. We have committed to upholding the basic tenets
of sustainable development and the Ten Principles of the United Nations
Global Compact. Each year, we contribute to society through our
wide-ranging humanitarian commitment and social sponsorship activi-
ties. One example of this is our range of initiatives aimed at supporting
refugees living in Germany. At our sites in Leverkusen and Berlin, we
have established projects to prepare young refugees for subsequent
vocational training.

Our commitment to social responsibility is also shown through our daily
collaboration with smallholder farmers across the world. We support
them through numerous initiatives, especially in Africa and Asia. Our
expertise helps them to grow more food and market their produce more
effectively — thus generating a higher income.

As you can see, Bayer is making good progress in every respect. How-
ever, we need a reliable regulatory environment if we are to remain suc-
cessful in the long term. To this end, legislators will have to make clever
decisions focused on growth and prosperity. We need a Europe that is
flourishing and fit for the future so we will have to inject new strength



into the European ideal. The debate on how to achieve this has only just
begun. We view it as a matter of course that we as a company should
actively, openly and transparently contribute to the discourse on impor-
tant social and political issues.

On behalf of the entire Board of Management, | would like to thank you —
our valued stockholders — for the continuing confidence you have placed

in Bayer.

Sincerely,

Le 64 Botutmoien

Werner Baumann
Chairman of the Board of Management of Bayer AG
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Innovation Is a cornerstone of Bayer's
SUCCESS anda critical to achieving our
mission of "Science For A Better Life!
Through our innovations, we are helping
to solve the major challenges of our

time. With a view 1o further strengthening
Sayer's culture of innovation, we have
identified four Focus Behaviors: customer
focus, collaboration and experimentation
— all underpinned by trust



Customer Focus

Experimentation

Trust

Collaboration




Experimen-
tation

Passion to innovate: research scientist
Lara Kuhnke from Bayer’s Pharmaceuticals
Division in a Berlin laboratory.

Trust

Patient Prasanna Oommen
trusts her physician and
Bayer’s innovative medicines.




Customer
Focus

Disseldorf pharmacist Petra Jeremias
advises a customer.

Collaboration

Working toward a common goal:
Jose-Miguel Robles-Turiel from Bayer’s Crop Science Division
and colleague Mira Begic in a meeting.
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Research issues have become
so complex that no one scientist
alone is able to resolve the

Dr. Ruth Wellenreuther, alliance manager at the DKFZ

-ighting cancer

Oncology research at Bayer is committed to improving the lives of
cancer patients. Bayer’s researchers are working together with external
partners to develop new therapeutic approaches to this disease.
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I You will find a video of the two Heidelberg-based
cancer researchers in our Online Annual Report at
www.bayer.com/ar-cancer

We develop therapies that enable the patient’s
body to detect cancer cells and then defeat
them itself.

' '

Dr. Rafael Carretero, cancer researcher at Bayer

L4

In the Heidelberg
laboratory run
jointly by Bayer
and the German
Cancer Research
Center (DKFZ):
Alliance manager
Dr. Ruth Wellen-
reuther (left)

and Dr. Rafael
Carretero (right).



www.bayer.com/ar-cancer

14 Magazine

O
O

Antibody-drug conjugates
Certain proteins occur more frequently on
the surface of cancer cells than in healthy

cells. Bayer researchers are developing
molecules called antibody-drug con-
jugates which recognize these proteins.
Like a Trojan horse, they dock onto the
cancer cells and destroy them with a cell
toxin. Antibody-thorium conjugates work
in a similar way and transport radioactive
thorium-227 to the cancer cells. The re-
sulting energy-rich alpha particles destroy
the cancer cells. By using different anti-
bodies, conjugates can be developed for
various tumor types.

Areas of oncology research at Bayer

7

Blocking oncogenic signaling pathways
in specific tumor types
The multiplication of cancer cells is to be
halted by intervening in their key molecular
processes. One approach aims to block the
signaling pathways which prevent cancer
cell death and often result in mutations,
while another approach seeks to exploit the
differences in the metabolic activity of tumor
cells. A third approach is investigating can-
cer stem cells that may result in the develop-
ment of resistance mechanisms and the fail-
ure of chemotherapy and radiation therapy.
And a further approach is focused on the
epigenetic changes which play a role in ma-
lignant cancers. Bayer scientists are working
to understand these processes better so
they can reverse harmful modifications in
diseased cells.

Bayer Annual Report 2016

Immuno-oncology
Every day, cancer cells are formed in the
human body because of a genetic predis-
position or as a result of exposure to ciga-
rette smoke, UV radiation or other envi-
ronmental influences. They are usually
eliminated by the immune system’s cells.
In certain cases, however, they can evade
the immune response and become a
harmful tumor. Bayer researchers are
working mainly in collaboration with scien-
tists from the DKFZ on approaches lead-
ing to a reactivation of the immune system
to eliminate the tumor cells without affect-
ing healthy nontumoral cells. The immune
system’s memory function may result in
long-term therapeutic success.

he moment my best friend was told his
mother had died is one I'll never forget.
We were at school together at the time,”
remembers Dr. Rafael Carretero. Rafael
and Francisco were like brothers. They
lived close to each other in the same neighbor-
hood in Granada, Spain, played soccer in the
street and spent the summers together with their
parents, either hiking in the Sierra Nevada or

We are working to develop innovative treat-
ments for patients with serious diseases such
as cancer in order to extend their lives and
improve their quality of life.

Professor Andreas Busch, head of Drug Discovery at Bayer

on the beach at La Herradura. But then Rafael
experienced how his best friend’s warm-hearted
and cheerful mother suffered the side effects of
chemotherapy and radiation therapy before dy-
ing — much too young — of breast cancer. “That
hit me really hard and was one of the reasons
why | decided to devote my life to fighting cancer
— so that other people would be spared this
fate,” says the Bayer researcher.

Carretero is now 33, a molecular biologist and sci-
entific manager of a laboratory run jointly by Bayer
and the German Cancer Research Center (DKFZ).
Its 12 employees on the sixth floor of the DKFZ’s
state-of-the-art building in Heidelberg, Germany,
are conducting research to determine how the
body’s own immune system can be reactivated to
combat tumor cells. This approach was also the
subject of Carretero’s PhD at the Hospital Univer-
sitario Virgen de las Nieves in Granada. The battle
against cancer has been the common thread
through his life. “We want to develop therapies
that enable the patient’s body to detect cancer
cells and then fight them itself without harming
healthy cells at the same time,” he explains.

What's special about the laboratory in Heidelberg
is that scientists from both Bayer and the DKFZ
work side by side. “This allows us to pick up on
novel research findings as early as possible so
that they can be channeled into drug develop-
ment,” explains Dr. Ruth Wellenreuther, alliance
manager at the DKFZ. “Research issues have
become so complex that no one scientist alone is
able to resolve them. Our scientists identify po-
tential new drug targets, and Bayer has extensive
libraries of substances and antibodies. The two
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parties’ respective expertises complement
each other ideally, which enables us to reach our
objective more quickly.”

The joint laboratory is one aspect of a partner-
ship that has been in existence since 2009.
Wellenreuther was involved in developing the
framework for the collaboration. “This is an alli-
ance between equals. We clarified all the struc-
tural and legal issues right at the beginning, so
when we identify a new target we can move
straight on to searching for suitable active ingre-
dients.” The partnership has already been suc-
cessful: The first active ingredient to treat brain
tumors and leukemia has been undergoing clini-
cal testing in patients for several months now.
The substance recognizes proteins that are
found only in cancer cells in a subset of patients,
an approach that could enable the development
of effective, patient-specific therapies.

“We are working to develop innovative treat-
ments for patients with serious diseases such as
cancer in order to extend their lives and improve
their quality of life,” says Professor Andreas

Magazine
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Busch, member of the Executive Committee

of Bayer’s Pharmaceuticals Division and head
of Drug Discovery. “Our particular strength at
Bayer is that we have strong expertise in identi-
fying active ingredients and taking them through
all phases of clinical development up to and
including drug approval, for the benefit of the
patients.”

In the battle against cancer, Bayer is pursuing
three main approaches (see page 14): blocking
signaling pathways that lead to uncontrolled cell
division; selectively docking molecules onto
cancer cells to trigger their targeted destruction;
and reactivating the immune system to eliminate
cancer cells itself. This latter approach is the
focus of the research by Carretero and his col-
leagues. “Our understanding of cancer is con-
stantly improving, but there are still plenty of
unanswered questions,” says Carretero, before
turning his attention to the next test findings
from the laboratory. “Our goal is to make cancer
curable or be able to transform it into a chronic
disease by providing therapeutics that keep
tumor cells in check.”

82 million

people died of cancer in 2012,

according to the World Health Organiza-
tion (WHO). In the same year, 14.1 million
people were newly diagnosed with cancer.

Vears

In 2012, according to WHO, 32.6 million
people worldwide had been living with
cancer for five years.

Source: International Agency for Research

on Cancer, World Health Organization

Dr. Rafael Carretero (left) from Bayer in conversation with Dr. Ruth Wellenreuther
and Dr. Stefan Pusch from the German Cancer Research Center in Heidelberg,
Germany.
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Allergies —

a common disorder

Between 10 and 20 percent of people worldwide
(with regional variations) have upper respiratory
allergies, the symptoms of which often impact their
daily lives. Bayer markets well-known and easy-
to-use products to effectively relieve these allergy
symptoms.

ulu knows she shouldn’t be on the sofa. “Get down from there!”

commands Jennifer T. Lulu understands straight away. The black

bulldog mix with the trusting eyes knows she has done something

wrong and shoots a guilty glance at her owner before exiting the

room. All that remains on the sofa are black dog-hairs, and until a
few years ago this would have been a major problem. Jennifer is allergic to
dogs and cats.

It took her a while to realize this. When she was a student at New York
University, she caught a cold - or at least, she thought that was what she
had. The symptoms suggested as much, but they refused to go away even
after several weeks. An internist in Manhattan correctly diagnosed the
then 22-year-old’s condition: Her immune system overreacts to normally
harmless substances. Like many other sufferers, she is allergic to pollen
and animal hair. “Finally | knew what was going on. But it was also a
shock. I grew up spending tons of time outdoors with my German Shep-
herd, a Yorkshire Terrier and a Labrador. Now | could no longer even visit
friends who had pets.”

Jennifer quite simply doesn’t have time for allergies. The single mother
lives with her daughters Molly (9) and Lindsey (6) about an hour by car
from New York City. The 42-year-old’s days are tightly scheduled. The
alarm clock rings shortly before 7. Mom makes breakfast, gets her daugh-
ters ready for school and then goes jogging or heads over to her gym or
her yoga school, both of which are only a few minutes away. “I don’t have
time for long drives.” Then she starts work in her office adjacent to her
kitchen. Jennifer is vice president of an association that helps students
repay their loans. Her clients attend colleges on the East Coast of the
United States, from Maine to Maryland. Once a month, she travels to the
association’s headquarters in the Midwest.

Allergies and their treatment
with antihistamines

Allergen
§ (1
< W/
(2]

' Mast cell

Antihistamine

* o e Histamine

— Histamine
receptor
— Tissue cell

An allergy is a hypersensitive reaction

of the body’s immune system to ordinarily
harmless substances known as allergens.
The immune system responds to these
substances as if they were dangerous.
They trigger a defense reaction by the body
to, for example, pollen protein. Following
initial contact with the allergen, the body
develops corresponding antibodies.

1 —If an allergen comes into contact
with the body again, it is recognized by
the mast cells of the body’s defense
system, which are found especially in
the mucous membranes.

2 — Already sensitized by the initial contact,
the mast cells have formed large num-
bers of special receptors for the aller-
gen. Mast cells release histamine, which
serves as a messenger for the sur-
rounding tissue.

3 — Histamine then docks onto the recep-
tors in the tissue cells, which then
trigger the immune response. The body
reacts with allergy symptoms.

4 — Antihistamines like loratadine, the
active substance in Claritin™, block
histamine from docking onto its recep-
tors, thereby hindering the cascade
triggered by allergens.
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Regular relaxation:
as often as possible
Jennifer T. attends a
yoga class with
instructor Fiona.

Despite her very busy professional life, Jennifer is also a class mom at her daughters’ school
and a Girl Scout Daisy Troop leader. She lives an active life despite her allergies — and now
she has Lulu, a two-year-old crossbreed she got from an animal sanctuary. “l want my
daughters to grow up with a pet. Dogs provide unconditional love and teach us how to take
responsibility. That’s important to me.”

For Jennifer, spring is a particularly difficult time. “I used to have to sneeze all the time, my
nose would run.” She tried out lots of things to control her allergy symptoms. “Then | started
using Claritin™. It’s exactly right for me. | can be there for my children and | can do my job
and live my life without my allergies holding me back.”

“We know the symptoms that affect allergy sufferers: itchy, watery eyes, sneezing, a runny

or itchy nose. They can have an enormous impact on their daily routine and quality of life,”
says Jay Kolpon, Global Category Business Unit Leader, Allergy. “We want to relieve sufferers
from these symptoms. Our purpose is to enable them to embrace life with all their senses.
Jennifer’s story is a wonderful example of how our products help people live a better life.”
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Family time in the
garden: Jennifer with
daughters Molly (right)
and Lindsey (left) on
their climbing tree —
Lulu the dog often

Our video shows how Bayer’s nonprescription
medicines help patients lead an active life:
www.bayer.com/allergy
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Round the clock

Bayer’s Claritin™ family of products is available in more
than 100 countries worldwide. Claritin™ is the market
leader in the world’s largest OTC market, the United
States. Indications and trademarks vary from country to
country. In the United States, Claritin™ provides 24-hour
nondrowsy relief from runny nose, sneezing, itchy,
watery eyes, and itchy nose or throat, helping sufferers
to actively enjoy their daily lives both indoors and out-
doors. Claritin-D™ 12- and 24-hour products relieves
the same symptoms as Claritin™, plus nasal congestion
and sinus congestion and pressure.

Allergies are
on the rise

Up to 30 percent of all O O O

adults suffer from allergic

rhinitis according to the

World Allergy Organiza- m m m
tion and these figures are

set to rise.

Best-selling

product

Claritin™ is the Consumer
Health Division’s best-selling
brand globally.

1399

Consumer Health can look back on a long
tradition in the self-care market. It began
in 1899 with the launch of Aspirin™,
Bayer’s world-renowned iconic brand.



www.bayer.com/allergy
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smart fields

The world’s population is growing, but the amount of
farmland available per head is shrinking. Agricultural
productivity will have to increase if we want to safe-
guard our food supply in the long term. Digitalization
in farming can help us deploy our resources efficiently
and sustainably, enabling farmers to get the best out
of their fields with minimal environmental impact.

Agnculture is”in the grip of a revolution. Modern fa@g;&
are using digital informatiorf to optimize harvest yke}ds"{
Al of this information is stored in a cloud so it can, be §
_accessed by farmers.on the move. The photo shows
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umming quietly, the drone hovers over the

field, the lens of its camera surveying the

ground below it. Not 200 meters away, a

twin-engined Piper stands in its hangar. The

propeller plane is much faster, but the drone
is better for this job. The remote-controlled aircraft’s
camera delivers high-resolution images from every cor-
ner of the soy fields, much better than the Piper could.
If a problem comes up, Ediney Afonso Dias can react
immediately. The Brazilian agronomist can then take
targeted action to control weeds, fungal diseases and
pests without having to treat the entire field. “Cutting-
edge, sustainable agriculture needs lots of accurate
information,” says Dias. “Now we don’t have to use
crop protection agents on large areas when only cer-
tain sections are affected. That’s good for us farmers
and for the environment.”

Dias, a graduate of the Universidade Estadual de
Goias in Brazil, has been working on Francisco and
Charles Godoy’s farm near the town of Cataléo in the
South American country for four years. A look at his
office reveals the 24-year-old’s structured approach to
farm management. On the walls are whiteboards for
each of the ten farms belonging to the Agricola Godoy
company, which have a total area of 12,500 hectares.
Each farm is divided into plots. For each plot, Dias has
noted in detail how the soil was prepared for sowing,
which soybean variety was planted, and what fertilizers
and crop protection products have been deployed. The
information on the walls is the roadmap for a success-
ful harvest in 2017.

Dias’ desk overlooks the barn used to store the har-
vest, which is currently still empty as the big harvesters
wait for their turn to get to work. Everything is well
prepared for achieving ambitious objectives. Dias plans
to increase this harvest’s yield by around five percent,
without having to use any additional farmland. “Our
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The soybean plants look healthy to
Joao Miguel (right) and Daniel Tablas,
Bayer’s representative in Cataléo,
Brazil. The farm plans to increase
yields using modern technologies.

7@% 996 million

New technologies and the internet will make In 2024, 27 billion interconnected devices will be in use
it possible to increase agricultural worldwide in the most varied of applications.
productivity by up to 70 percent through 225 million will be used in agriculture (Machina Research).

2050 (Beecham Research).
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Farm manager Ediney Afonso Dias (photo
left) in his office. Data are transmitted to
the on-board systems of tractors con-
trolled by GPS technology (below). The
photo at right shows Francisco Godoy
(2nd from left), his son Charles (right) and
his grandsons Charles Francisco and José
Victor next to his twin-engined Piper.

objective is to increase productivity from 66 to 68 or
70 bags per hectare,” he explains. An important goal,
given that the amount of agricultural land available
per head worldwide is falling while the global popula-
tion is growing.

New digital technologies can enhance efficiency.

“We monitor our fields every day so that we can quickly
intervene if there is a need for action,” says Charles
Godoy, who is in charge of the farm’s operational busi-
ness and 40 employees. The 43-year-old has been pas-
sionate about farming ever since he was 12. “In the old
days, we would simply drive through the fields in the
tractor and pull out any weeds. Now we can use data
from satellites and drones to boost our productivity.”

Infrared images, for example, provide information about
the status of the plants. Healthy plants have a higher
chlorophyll content and appear red in the images. In
addition to the satellites and drones, sensors on the
state-of-the-art tractors and harvesters provide vital
data on soil condition and plant health. These data flow
into the digital applications that Bayer is developing to
help farmers around the world pursue efficient, sustain-
able agriculture.
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A video demonstrating the use of new technologies
on Charles Godoy’s farm in Brazil can be found at
www.bayer.com/farming

“We provide information which enables farmers to
rapidly take decisions tailored to each individual field,”
explains Tobias Menne, head of Digital Farming at
Bayer. “It ranges from helping them to select the right
crop variety to determining the ideal time for crop pro-
tection measures and recognizing plant stress factors
at an early stage.” All of this information is compiled by
the farm manager and transmitted to the tractors and
machinery in the fields which already today are con-
trolled using GPS technology. The driver in the cab
knows at all times exactly where an active ingredient
has to be applied. This is precision agriculture, with no
waste of resources. “Digital farming offers enormous
opportunities,” says Menne. “We can compare the cur-
rent data with the values from previous growing peri-
ods, allowing farmers to react earlier to changes, initi-
ate counter-measures in good time and thus prevent
harvest losses. And it can be used by both small-scale
and large operations.”

Charles Godoy has just one goal: “I| want to leave my
two sons Charles Francisco and José Victor a farm that
is operating to the highest technical standards.” And
then he will just use his plane for fun.


www.bayer.com/farming
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This integrated Annual Report combines our financial and
our sustainability reporting. Our aim is to elucidate the
interactions between financial, ecological and societal
factors and underline their influence on our company’s
long-term development, thus providing our stakeholders
with comprehensive and transparent information. The
consolidated financial statements of the Bayer Group as of
December 31, 2016, comply with the International Finan-
cial Reporting Standards (IFRS) valid at the closing date
and with the provisions of the German Commercial Code
in conjunction with German financial reporting standards.
With due regard to these provisions, the combined man-
agement report provides an overview of the financial posi-
tion and results of operations of the Bayer Group. The
Compensation Report for the Board of Management and
the Supervisory Board complies with the recommenda-
tions of the German Corporate Governance Code. The
consolidated financial statements and the combined man-
agement report are published in line with statutory disclo-
sure requirements. The Bayer Group’s sustainability

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, 2016, and December 31, 2016. Covestro has
established its own corporate organization that functions
according to a similar system and comparable processes
to those at Bayer. Facts and figures pertaining to Covestro
are included in all chapters unless otherwise stated.

We mainly use SAP systems to collect financial data
worldwide. We use the global SAP HR information system
and the associated reporting application — the Sustaina-
bility Management Annual Reporting Tool (SMART) - to
collect HR indicators and social data. All HSE (health,
safety and environmental protection) performance indica-
tors for the Group are collated in our Group-wide site

Bayer Annual Report 2016

reporting complies with the “comprehensive” option of the
G4 Guidelines of the Global Reporting Initiative (GRI) and
is aligned to the ten principles of the U.N. Global Compact
(UNGQ). The detailed GRI content index with the corre-
sponding UNGC principles can be found in the “Further
Information” section in the augmented version of the An-
nual Report. Online we also publish a separate PDF file
with a summary of the U.N. Global Compact Progress
Report based on the criteria of the Blueprint for Corporate
Sustainability Leadership.

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 Federation
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 (Conseil Européen de
I’Industrie Chimique — CEFIC). For 2016 we will again
submit a declaration of conformity with the German Sus-
tainability Code.

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

Data on occupational injuries, transport accidents and
environmental incidents are collected at all sites world-
wide. Environmentally relevant indicators are measured at
all production sites and at relevant research and develop-

ment sites. In accordance with IFRS 5 (Non-current Assets

Held for Sale and Discontinued Operations), financial indi-
cators are given for continuing operations unless other-
wise explicitly stated. The same applies to HR indicators
and our social data. In the case of HSE indicators, the
value shown is the total for the Bayer Group unless other-
wise reported. In 2016, the Bayer Group amended its
regions. Europe is reported together with the Middle East

GRI
G4-17,
G4-22
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and Africa. Latin America is a separate region. This re-
flects the regional responsibilities of the individual mem-
bers of the Board of Management of Bayer AG. The prior-
year figures are restated accordingly. As the indicators in

External verification

PricewaterhouseCoopers AG Wirtschaftsprifungsgesell-
schaft 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, 2016, to December 31, 2016, and has
issued an unqualified opinion. All the online annexes that

Additional information

The integrated Bayer Annual Report 2016 is available in a
print version (“Annual Report 2016”) and in an augmented
online version (“Annual Report 2016 — Augmented Ver-
sion”). The online version contains the notes to the con-
solidated financial statements of the Bayer Group, along
with additional information. The print version contains
numbered online annexes which refer the reader to addi-

tional information in the Augmented Version. You can enter

D Cross-references within the
Annual Report

s Online annexes

The “Annual Report 2016 — Augmented Version” can
be found at www.bayer.com/AR16

& References to websites
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this report are stated in accordance with commercial
rounding principles, totals and percentages may not al-
ways be exact.

supplement the management report in the augmented
online version of the Bayer Annual Report 2016 (“Annual
Report 2016 — Augmented Version”) for the fiscal year
from January 1 to December 31, 2016, have been
reviewed by PricewaterhouseCoopers AG Wirtschafts-
prufungsgesellschaft on a limited assurance basis.

these numbers in a search mask on any page of the online
Annual Report to directly access the annexes. Both ver-
sions of the Annual Report are available in PDF format for
download from the Bayer website. For further guidance,
the Annual Report contains references to other chapters,
to (Bayer) websites and, in the Augmented Version, to

GRI G4 Materiality Disclosures.

A Group target

The app of the “Annual Report 2016 — Augmented Version” is available on the
iTunes and Google Play stores. Please search for “Bayer Integrated Reports.”


www.bayer.com/ar16
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Erica Mann
Consumer Health

Erica Mann holds a degree in
analytical chemistry and a market-
ing diploma from her studies in
Johannesburg, South Africa. She
began her career with Eli Lilly &
Company and held positions at
Johnson & Johnson, Lederle Labo-
ratories and Wyeth before moving
into senior management at Pfizer
in the United States. She became
head of Consumer Care at Bayer
HealthCare in 2011. She was
appointed to the Bayer Board of
Management in January 2016.

Johannes Dietsch
Finance

Johannes Dietsch completed

his training with Bayer as a com-
mercial assistant and business
administrator 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.

Werner Baumann
Chairman

Werner Baumann studied econom-
ics in Aachen and Cologne, joining
Bayer AG in 1988. After holding
positions of increasing responsibil-
ity in Spain and the United States,
he became a member of the Board
of Management of Bayer Health-
Care. He was appointed to the
Bayer Board of Management in
2010, first as Chief Financial Officer
and then as Chief Strategy and
Portfolio Officer. Baumann has
been Chairman of the Bayer Board
of Management since May 2016.
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Dieter Weinand
Pharmaceuticals

Dieter Weinand studied pharma-
cology, toxicology and biology in
New York. After holding positions at
various companies in the pharma-
ceutical industry including Pfizer
and Bristol-Myers Squibb, he was
President Global Commercialization
& Portfolio Management at Otsuka

Pharmaceutical Development &

Commercialization 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.

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.
Following assignments in the United
States and Australia and after holding
positions of increasing responsibility at
Bayer CropScience, he was appointed to
the Board of Management of Bayer
HealthCare with responsibility for Product
Supply. He was appointed to the Bayer
Board of Management in January 2016.

* Labor Director

Kemal Malik
Innovation

Kemal Malik studied medicine
and worked in a London hos-
pital. After holding different
positions of increasing
responsibility at Bristol-Myers
Squibb, he joined Bayer in
1995. In 2007, Malik became a
member of the Executive
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.

Liam Condon
Crop Science

Liam Condon studied interna-
tional marketing in Dublin and
Berlin. He held various positions
of increasing responsibility with
the former Schering AG, Berlin,
Germany, and with Bayer Health-
Care in Europe and Asia, includ-
ing Managing Director of Bayer
HealthCare China and head of
Bayer HealthCare in Germany.
Condon became Chief Executive
Officer of Bayer CropScience in
2012. He was appointed to the
Bayer Board of Management in
January 2016.
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Jear §tockfolctors :

During 2016, 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 respective
Chairman of the Board of Management and with the other Management Board members. In this
way the Supervisory Board was kept continuously informed about the company’s intended busi-
ness strategy, corporate planning (including financial, investment and human resources planning),
earnings performance, the state of the business and the situation in the company and the Group
as a whole.

Where Board of Management decisions or actions required the approval of the Supervisory Board,
whether by law or under the Articles of Incorporation or the rules of procedure, the draft 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 individual
organizational units and the principal affiliated companies in Germany and abroad.

Changes on the Supervisory Board and the Board of Management

The Supervisory Board memberships of Prof. Dr. Ernst-Ludwig Winnacker and Dr. Helmut Panke
ended as of midnight on April 29, 2016, the date of the Annual Stockholders’ Meeting. The Annual
Stockholders’ Meeting elected Johanna (Hanneke) Faber and Prof. Dr. Wolfgang Plischke to suc-
ceed them.

The terms of office of the heads of the divisions newly appointed to the Board of Management in
connection with the reorganization of the Bayer Group — Dieter Weinand (Pharmaceuticals), Erica
Mann (Consumer Health) and Liam Condon (Crop Science) — began with effect from January 1,
2016. Dr. Hartmut Klusik (Human Resources, Technology & Sustainability) also joined the Board of
Management effective January 1, 2016. The previous Chairman of the Board of Management,

Dr. Marijn Dekkers, resigned his office effective April 30, 2016. The Supervisory Board appointed
Werner Baumann as his successor.

Work of the Supervisory Board

The full Supervisory Board met five times during 2016 and resolved in writing on a special election
to the Audit 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 com-
mittees held in 2016 was approximately 97 percent. A detailed overview of the attendance 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.
The deliberations of the Supervisory Board focused on questions relating to Bayer’s strategy,

portfolio and business activities. The discussions at the respective meetings in 2016 centered on
various topics.
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Werner Wenning, Chairman of the Supervisory Board of Bayer AG

At its February meeting, the Supervisory Board dealt with the departure of Dr. Marijn Dekkers as
Chairman of the Board of Management effective April 30, 2016, and the appointment of Werner
Baumann as new Chairman of the Board of Management for a duration of five years. The Super-
visory Board also discussed the Annual Report 2015, the agenda for the Annual Stockholders’
Meeting 2016, the Bayer Group’s risk management system and the status of the Pharmaceuticals
pipeline. At its April meeting, the Supervisory Board examined the business performance to date
in 2016 and the imminent Annual Stockholders’ Meeting.

At an extraordinary meeting in May, the Supervisory Board dealt in detail with the planned acquisi-
tion of Monsanto, including the associated financing. Following up on deliberations at earlier Su-
pervisory Board meetings, the strategic aspects of the possible acquisition and the question of
Monsanto’s valuation were discussed at length. At its September meeting, the Supervisory Board
once again dealt in detail with the acquisition of Monsanto and resolved on the final offer condi-
tions for the acquisition. At this meeting, the Supervisory Board also extended the term of office
of Kemal Malik on the Board of Management by an additional five years. In the intervals between
its meetings, the Supervisory Board was regularly informed in writing about the respective status
of the planned acquisition of Monsanto. In addition to the customary reports, the Chairman of the
Supervisory Board was also kept constantly informed in detail about all major developments.
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At its meeting in December 2016, 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 for-
mer members of the Board of Management. Also at this meeting, the Board of Management pre-
sented its planning for the business operations in the years 2017 through 2019. The Supervisory
Board approved the proposed financing framework for 2017 and also dealt with the strategy of
the Bayer Group and possible courses of action with regard to the remaining interest in Covestro.
In addition, the Supervisory Board resolved to issue an unqualified declaration of compliance with
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 Commit-
tee, were prepared on the basis of reports and other information provided by the Board of Man-
agement. Reports on the committee meetings were presented at the meetings of the full Super-
visory Board.

Presidial Committee: This comprises the Chairman and Vice Chairman of the Supervisory

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

In 2016, the Presidial Committee was not required to convene in its capacity as the mediation
committee. At a meeting in November 2016, it approved the issue of a mandatory convertible
bond in connection with the financing of the planned acquisition of Monsanto based on a corre-
sponding authorization by the full Supervisory Board.

Audit Committee: The Audit Committee comprises three stockholder representatives and three
employee representatives. The Chairman of the Audit Committee in 2016, Dr. Klaus Sturany, satis-
fies 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 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 statements. The Audit Commit-
tee 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 con-
solidated 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 committee submits a proposal to
the full Supervisory Board concerning the auditor’s appointment, 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 compliance with the statutory requirements and
whether the financial reporting provides a true and fair view of the financial position and results of
operations of the company and the Group.

The Audit Committee discusses developments in the area of corporate compliance at each of its
meetings where necessary.
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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 covered the risk management
system, operational risks, planning and financial market risks, legal risks, corporate compliance,
process and organizational risks, and the internal control system. At this meeting, the Audit Com-
mittee also made a recommendation to the full Supervisory Board concerning the resolution to be
submitted to the Annual Stockholders’ Meeting on the appointment of the auditor of the financial
statements.

The April meeting mainly dealt with the yearly reports of the Group Compliance Officer and the
Internal Audit department and with determining the main areas of focus for the audit of the 2016
financial statements. At its July meeting, the Audit Committee addressed the audit budget for
2017 and the scope of non-audit-related services by the external auditor. As at each meeting, it
also discussed the interim financial report and legal and compliance issues. At its meeting in Oc-
tober, the Audit Committee dealt with the regular agenda items and with the tax strategy of the
Bayer Group, value management, the audit conducted pursuant to Section 20 of the German
Securities Trading Act (WpHG) (EMIR), the new requirements for the Independent Auditor’s Report
pursuant to ISA 700/ 701, and the upcoming change of external auditor.

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 Human Resources Committee convened on three occasions in 2016. The matters discussed
at these meetings concerned the compensation and contracts of the members of the Board of
Management, as well as the preparation of the departure of Dr. Marijn Dekkers as Chairman of the
Board of Management and the appointment of Werner Baumann as his successor.

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.

During four conference calls in 2016, the members of the Nominations Committee discussed
candidates for the special elections to the Supervisory Board that took place at the 2016 Annual
Stockholders’ Meeting and for the elections to the Supervisory Board at the 2017 Annual Stock-
holders’ Meeting.

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.

Augmented Version
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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 2016. At its February meeting, it dealt with innova-
tion management at Bayer and the development of the Bayer Lifescience Center. At its September
meeting, it dealt once again with the development of the Bayer Lifescience Center, as well as with
digital innovations at Bayer.

Corporate governance

The Supervisory Board dealt with the principles of corporate governance at Bayer. Among the
topics discussed were the scope of dialogue between the Chairman of the Supervisory Board and
investors. In December, the Board of Management and the Supervisory Board issued a new
declaration concerning the German Corporate Governance Code.

Financial statements and audits

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

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

We have approved the financial statements of Bayer AG and the consolidated financial statements
of the Bayer Group prepared by the Board of Management. The financial statements of Bayer AG

are thus confirmed. We are in agreement with the combined management report and, in particular,
with the assessment of the future development of the enterprise. We also concur with the dividend
policy and the decisions concerning earnings retention by the company. We assent to the proposal
for the use of the distributable profit, which provides for payment of a dividend of €2.70 per share.

The Supervisory Board would like to thank the Board of Management and all employees for their
dedication and hard work in 2016.

Leverkusen, February 21, 2017
For the Supervisory Board:

& Lo ps oy

Werner Wenning
Chairman
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> Long-term return on Bayer stock still ahead of the market despite a
decline in the share price in 2016

> €4 billion in mandatory convertible notes issued as a financing component
for the agreed acquisition of Monsanto

> Dividend increase to €2.70 per share proposed

Performance of Bayer Stock in 2016

Indexed; 100 = Xetra closing price on December 31, 2015; source: Bloomberg
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The Stock Market in 2016

Stock markets post moderate gains after a turbulent year

Fiscal 2016 was characterized by significant price fluctuations. At the beginning of the year, the
financial markets were unsettled by growth concerns in China. The decline in oil prices, the Brexit
vote in the United Kingdom, the U.S. presidential election and the monetary policy of the central
banks caused significant fluctuations on the capital markets over the course of the year. The
European Central Bank maintained its zero-interest policy and initially decided to expand its bond
purchasing program. With a further interest rate hike, the U.S. Federal Reserve maintained its
effort to implement a controlled departure from the phase of extremely low interest rates.

The German stock index DAX saw a decline of more than 15 percent in the first two months of
2016, falling below the 9,000-point mark in February. A phase of recovery then set in, followed
by a volatile lateral movement that lasted through the beginning of December. After a strong finish
in December, the DAX closed the year at 11,481 points - its fifth consecutive profitable year of
growth. This equates to growth of about 6.9 percent for 2016.

Following a similar path, the European equities index EURO STOXX 50 (performance index)
rose 3.7 percent, ending the year at 6,458 points. Share price performance in the United States
and Japan varied. The S&P 500 index climbed by 9.5 percent, while the Nikkei 225 was largely
unchanged.
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Bayer share price declines

Bayer Annual Report 2016

Including the dividend of €2.50 per share paid at the beginning of May, Bayer stock earned a
negative return of minus 12.3 percent in 2016 after several years of what in some cases were

substantial gains. Bayer stock ended the year at €99.13, thus underperforming the reference

indices. The EURO STOXX Chemicals Index (performance index) climbed by 7.8 percent in 2016,
while the EURO STOXX Health Care Index (performance index) rose by 2.4 percent.

Bayer Stock Data

2015 2016
Earnings per share € 4.97 5.45
Core earnings per share from continuing operations' € 6.82 7.33
Equity per share € 30.77 38.57
Dividend per share € 2.50 2.70
Year-end price? € 115.80 99.13
High for the year? € 146.20 111.25
Low for the year? € 108.00 84.42
Total dividend payment € million 2,067 2,233
Number of shares entitled to the dividend (Dec. 31) million shares 826.95 826.95
Market capitalization (Dec. 31) € billion 95.8 82.0
Average daily share turnover on German stock exchanges million shares 2.3 2.7
Price/EPS? 23.3 18.2
Price/core EPS?2 17.0 13.5
Price/cash flow? 14.0 9.9
Dividend yield % 2.2 2.7

2015 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). The calculation is based on the indicator “Net cash provided by (used in) operating

activities, continuing operations.”

Positive financing environment for Bayer in receptive markets

2016 began very weakly for issuers of corporate bonds. Investor behavior was characterized

by uncertainty and reticence until the market environment improved at the end of the first quarter.
Thereafter, the bond purchasing program of the European Central Bank also served to further
improve financing conditions and costs. The interest levels for many maturities dipped into the
negative zone and did not rise again substantially until the fourth quarter, although the absolute
level remained at a historic low. Volatility remained very high at times before easing considerably

in the second half of the year.

Bayer redeemed all bonds maturing in 2016 without refinancing. In November, €4 billion in three-
year mandatory convertible notes were issued. This was the largest transaction of this kind to

date for a European nonfinancial company. Through this issue, Bayer implemented a major com-
ponent of the planned equity financing for the agreed acquisition of Monsanto. Further details of
outstanding bonds are given in Note [27] to the consolidated financial statements.

Long-term return on Bayer stock still ahead of the market

A long-term investor who purchased Bayer shares for €10,000 five years ago and reinvested all
dividends would have seen the value of the position grow to €22,546 as of December 31, 2016,

giving an average annual return of 17.7 percent. That was above the return on the DAX (plus

14.2 percent) and the EURO STOXX 50 (plus 10.5 percent, performance index) in the same period.
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Dividend increase to €2.70 per share

The Board of Management and the Supervisory Board will propose to the Annual Stockholders’
Meeting that the dividend be increased by €0.20 to €2.70 per share. Thus we once again intend
that our stockholders should participate in last year’s positive business performance. The result-
ing payout ratio of 37 percent calculated on core earnings per share is within our target corridor
of 30 percent to 40 percent.

The dividend vyield calculated on the share price of €99.13 at year end 2016 amounts to 2.7 per-
cent and the total dividend payment to €2,233 million.

Augmented Version
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See Chapter 2.2.1 of the
Combined Management
Report for core EPS

Dividends Per Share and Total Dividend Payments

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
3.0
270 €
2.50€ ©
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0.5
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Investor relations focused on the acquisition of Monsanto

Last year our investor relations (IR) activities focused on the announcement made and the agree-
ment reached regarding the acquisition of Monsanto. In this connection, there were many ques-

tions from capital market participants pertaining to strategic alignment, financing and value crea-
tion.

Bayer’s management and the Investor Relations team last year communicated directly with inves-

tors and analysts during roadshows and investor conferences. Our Meet Management conference
in September gave investors and analysts an opportunity to engage in direct dialogue with Bayer’s
top management. As in previous years, private investors also had an opportunity to find out about
our company at various stockholder forums at which the Investor Relations team was present.

A sustainable investment
We continued our intensive dialogue with sustainability-oriented investors, analysts and rating
agencies in 2016. Our discussions focused on business ethics, product stewardship and safety.

In 2016, Bayer again qualified for inclusion in major sustainability indices, including the Dow Jones
Sustainability World, the FTSE4Good (Europe, Global and Environmental Leaders Europe 40) and
the STOXX® Global ESG Leaders. In addition, Bayer was once again evaluated by the CDP as one
of the leading international pharmaceutical companies in the areas of climate protection and sus-
tainable water management.

GRI G4-26, G4-27

S/

www.bayer.com/awards
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A growing number of stockholders

Our ownership structure continues to show the international distribution of our capital stock. The
highest proportion of our outstanding shares, almost 29 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 rose substantially in 2016. At the end of 2016, approximately 360,000 stock-
holders were listed in our share register — an increase of more than 20 percent compared with the
previous year.

Shareholder Composition - Regional Allocation

4.2% Denmark, Finland,
Norway, Sweden 6.1% Not covered by survey

2.5% Benelux ‘

4.4% Austria, Switzerland, 28.6% U.S.A. & Canada
Liechtenstein ‘-

&
4.5% Other countries .

9.6% France, Spain, Italy,
Portugal

\ 22.4% Germany
17.7% U.K. & Ireland

Source: IPREO
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Combined
Management Report

of the Bayer Group and Bayer AG as of December 31, 2016

1. Fundamental Information
About the Group

1.1 Corporate Profile and Structure

> Health care and nutrition: Bayer helping to solve global challenges
> Innovations drive the success of the Life Science businesses
> New structure supports implementation of corporate strategy

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 contributing to finding
solutions to some of the major challenges of our time. A growing and aging world population re-
quires an adequate supply of food and improved medical care. Our research and development
activities are therefore focused on improving people’s quality of life by preventing, alleviating and
treating diseases. At the same time, we are making an important contribution to providing a relia-
ble supply of high-quality food, feed and plant-based raw materials. Our understanding of the
biochemical processes in living organisms helps us address these demanding challenges.

Our goal is to achieve and maintain leadership positions in our markets. In this way we create
value for our customers, stockholders and employees, at the same time strengthening the com-
pany’s earning power. We are committed to operating sustainably and addressing our social and
ethical responsibilities. We also respect the interests of all our stakeholders. Employees with a
passion for innovation enjoy excellent development opportunities at Bayer. All this goes to make
up our mission — Bayer: Science for a Better Life.

In fulfilling our mission, we are guided by our corporate values. Represented by the acronym LIFE
(Leadership, Integrity, Flexibility and Efficiency), these values apply to everyone at Bayer and are
firmly integrated into our global performance management system for managerial employees. Our
value culture ensures a common identity throughout the enterprise across national boundaries,
management hierarchies and cultural differences.

Augmented Version
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1.1 Corporate Profile and Structure

Bayer Annual Report 2016

Bayer Worldwide 2016

North America

Latin America

Sales €12,806 (12,621)" million Sales €5,108 (5,494)" million
Employees 15,800 (16,000)' Employees 12,500 (13,000)"
R&D? €1,081 (1,051)" million R&D? €71 (65)" million
Germany
Headquarters Pharmaceuticals Crop Science
Bayer Group A —— Cologne A —— Monheim am Rhein France
Leverkusen Al —Berlin A s — Frankfurt am Main
Ph tical Al — Wuppertal l« —— Dormagen
5 ell'rmaceu icals « —— Bergkamen s —— Knapsack Consumer Health
erin e —— L everkusen Animal Health A — Gaillard
Crop Science lu Weimar nimat Heafth ) Crop Sci
Monheim am Rhein A —— Monheim am Rhein rop science
Consumer Health e — Kiel A — Lyon
Animal Health A — Darmstadt c ¢ A — Sophia Antipolis
Monheim am Rhein W —— Bitterfeld-Wolfen =~ ©©VeStro
™ Grenzach Al — Leverkusen
Covestro l« —— Brunsbuttel
Leverkusen lu Dormagen
l« —— Uerdingen
U.S.A.
Pharmaceuticals
A —— San Francisco
A —— Whippany
Al — Berkeley
l« —— Indianola
Consumer Health
A —— Memphis Mexico
A —— Morristown
l« — Cleveland
l« —— Myerstown Consumer Health
l« —Lerma
Crop Science
A —— Lubbock
A —— Morrisville
A — Raleigh Brazil
A —— Sacramento
b —K Cit
ansas LIty Animal Health
Animal Health A —— Sé&o Paulo
Al — Shawnee
Covestro
A — Pittsburgh Argentina
l« —— Baytown

2015 figures in parentheses
12015 figures restated
2 Research and development

A Significant research and development location

M Significant production location

Consumer Health
l« —— Pilar
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Asia/ Pacific

Sales €17,823 (17,707)" million Sales €11,032 (10,263)" million

Employees 59,500 (58,800)' Employees 27,400 (28,800)'

R&D? €3,285 (2,944)" million R&D? €229 (214)" million
Finland Netherlands

Pharmaceuticals
A — Turku

Crop Science
A — Nunhem

Norway

Belgium

Switzerland

Pharmaceuticals
A — Oslo

Crop Science

A —— Ghent
Covestro
l« —— Antwerp

Headquarters
Consumer Health
Basel

Italy

Pharmaceuticals

India

New Zealand

s —— Garbagnate
Japan
Pharmaceuticals
A — Tokyo
A —— Osaka
l« —— Shiga
China
Thailand Pharmaceuticals
Al —Beijing
Covestro Consumer Health
lka —— Map Ta Phut A —— Chengdu
Covestro
Al — Shanghai
Indonesia

Consumer Health
l« —— Cimanggis

Crop Science
la —— Vapi

Animal Health
A —— Auckland
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1.1 Corporate Profile and Structure

1.1.2 Corporate Structure

Following the stock market flotation of Covestro, we reorganized the Bayer Group effective Janu-
ary 1, 2016, and are now focusing on our Life Science activities. These businesses hold leading
positions in innovation-driven, rapidly growing markets. Together, the Life Science businesses
make up a strong, attractive and balanced portfolio that is resistant to fluctuations in demand and
to potential risks. Our operations are managed in three divisions — Pharmaceuticals, Consumer
Health and Crop Science — and the Animal Health business unit, which are also reporting seg-
ments. Bayer still holds about 64% of Covestro AG. Covestro therefore also remains a fully con-
solidated reporting segment. The operational business is supported by the corporate functions —
including Technology Services, which was integrated into Bayer AG effective July 1, 2016 — Busi-
ness Services and the service company Currenta.

The following changes were made to the corporate structure in the past fiscal year:

> In April 2016, Bayer AG deposited shares it held in Covestro AG in Bayer Pension Trust e.V.
The number of shares deposited amounted to 10 million, or 4.9%, of the shares outstanding.

> In May 2016, Crop Science signed an agreement to divest the Consumer business of
Environmental Science, which has since been reported retrospectively for 2015 and 2016 under
discontinued operations. Environmental Science therefore now comprises only the business for
professional users. The divestment was closed at the start of October 2016.

At1.1.211

Bayer Group Structure in 2016

Board of Management

Pharmaceuticals Consumer Health
Animal Health

Corporate Functions & Business Services

Currenta (60%) Covestro (around 64 %)

In 2016, the Bayer Group comprised 301 consolidated companies in 78 countries throughout the
world.

Reporting of the regions in the Annual Report has been adjusted to reflect the distribution of re-
sponsibilities on the Board of Management. Africa/Middle East is now no longer reported together
with Latin America but with Europe.
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The Pharmaceuticals segment focuses on prescription products, especially for cardiology and
women’s healthcare, and on specialty therapeutics in the areas of oncology, hematology and oph-
thalmology. The division also comprises the radiology business, which markets diagnostic imaging
equipment together with the necessary contrast agents.

The Consumer Health segment markets mainly nonprescription (OTC = over-the-counter) prod-
ucts in the dermatology, nutritional supplement, analgesic, gastrointestinal, cold, allergy, sinus and
flu, foot care and sun protection categories.

The Crop Science segment is a world-leading agriculture enterprise with businesses in seeds,
crop protection and nonagricultural pest control. The Crop Protection/Seeds operating unit mar-
kets 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 operating unit provides products and services for professional nonagricultural applica-
tions, such as vector and pest control and forestry.

The Animal Health segment ranks among the leading international innovators in its field. It devel-
ops and markets products and solutions for the prevention and treatment of diseases in compan-
ion 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.

Covestro is one of the world’s leading suppliers of high-tech polymer materials and develops inno-
vative product solutions for a wide variety of everyday uses.

Augmented Version
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A1t1.1.2-1/1

Product and Activities of the Segments

Indication/Application/Business

Core activities and markets

Main products and brands’

Pharmaceuticals

Cardiology Hypertension, pulmonary hypertension, heart attack Xarelto™, Adalat™, Aspirin™ Cardio, Adempas™
and stroke, thrombosis
Oncology Liver cancer, renal cell carcinoma, prostate cancer, Nexavar™, Xofigo™, Stivarga™
colorectal cancer, gastrointestinal stromal tumors
(GIST)
Ophthalmology Age-related macular degeneration (AMD), diabetic ~ Eylea™
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™

Gastrointestinals

Gastric complaints

MiraLax™, Rennie™, Iberogast™

Allergy

Allergies

Claritin™

Cough and cold

Cough and cold

Aspirin™, Alka-Seltzer™, Afrin™

Footcare

Footcare

Dr. Schol’s™

Suncare

Sun protection

Coppertone™

Crop Science

Fungicides Biological and chemical products to protect crop Flint™, Fox™, Luna™, Nativo™, Prosaro™,
plants from fungal diseases Serenade™, Xpro™
Insecticides Biological and chemical products to protect crop Belt™, BioAct™, Confidor™, Movento™,
plants from harmful insects Sivanto™
Herbicides Chemical crop protection products to control weeds Adengo™, Alion™, Basta™, Corvus™, Liberty™
SeedGrowth Biological and chemical seed treatments to protect CropStar™, Gaucho™, Poncho™
against fungal infection and pests
Seeds Seeds and traits for cotton, canola, rice, soybeans, Arize™, Credenz™, FiberMax™, InVigor™,

wheat and vegetables

Nunhems™, Stoneville™

Environmental Science

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

Esplanade™, Fludora™, Interface™, K-Othrine™,
Maxforce™, Pistol™, Signature™

Animal Health

Companion animals business

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

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

Farm animals business

Veterinary medicines and solutions to treat and
prevent parasitic diseases, anti-infectives,

immunostimulants, pharmacological treatments and

farm hygiene products

Baytril™

Covestro

Polyurethanes

Raw materials for flexible and rigid foams and for
thermoplastics

Diphenylmethane diisocyanate (MDI), toluene
diisocyanate (TDI) and polyether polyol product
groups

Polycarbonates

Granules, sheets and films

Polycarbonate product group

Coatings, Adhesives, Specialties

Raw materials for surface coatings and adhesives
and specialties

Hexamethylene diisocyanate (HDI) product group

" The order of the products listed is no indication of their significance.



Bayer Annual Report 2016 A Combined Management Report 47

1.2 Strategy and Management Augmented Version

1.1.3 Value Creation

By delivering innovative products and solutions in its core businesses, Bayer creates value for its
stakeholders at all stages of the value chain. We operate production sites worldwide, invest in
research and development, work with international and local suppliers and contribute to the eco-
nomic 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 ]
See also A 1.4.2

Distribution
and
marketing

Research, Procurement

development and Production
and innovation supply chain

Logistics

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
previous fiscal year less the costs of procured and consumed goods and services, depreciation,
amortization, impairment losses and impairment loss reversals.

A1.1.3/2
Bayer Group Value Added 2016
€3.7 billion  Depreciation, amortization, impairment losses

and impairment loss reversals €11.4 billion Employees (62%)

€2.2 billion Stockholders' (12%)

\‘ €0.7 billion Lenders (4%)

€18.2 billion
Value added ' €1.6 billion Tax authorities (9%)

I €2.3 billion Reserves/other® (13%)
1 Bayer AG dividend proposal for 2016

2 Total operating performance = sales + other operating income + financial income / equity-method income (loss)
3 Includes dividend for minority shareholders of Covestro AG

€25.9 billion Material costs/

€47.8 billion
other expenses

Total operating
performance?

1.2 Strategy and Management

> Corporate strategy targets long-term profitable growth
> Group targets include financial and nonfinancial data
> Sustainability management integrated in all processes

1.2.1 Group Strategy and Targets

Our mission “Bayer: Science For A Better Life” guides our endeavors to address some of today’s
most pressing global challenges in health and nutrition through better medicines and a sufficient
quantity of high-quality food for a steadily growing and aging population. Together with our part-
ners, we are developing innovative solutions to tackle these challenges and thus improve people’s
quality of life.
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1.2 Strategy and Management

We want to safeguard our company’s long-term success in balance with ecological responsibility
and societal acceptance. Sustainability is embedded in all our business practices as a fundamen-
tal condition for achieving this.

Our diversified portfolio of Life Science businesses delivers profitable growth. We continuously
strive to develop our businesses such that they assume leading positions in the respective indus-
tries and segments. This development is sustained by our core competencies of innovation, cus-
tomer focus, quality, process excellence and portfolio management, and by our people.

To advance the consistent implementation of our strategy, we have set ambitious group targets for
our company in the areas of growth and profitability, innovation, sustainability and employees.
These targets are explained in more detail on the following pages.

Strategies of the Segments

Pharmaceuticals

At Pharmaceuticals, our largest segment in terms of sales, we focus on researching, developing
and marketing specialty-focused innovative medicines that provide significant clinical benefit and
value, primarily in the therapeutic areas of cardiology, oncology, gynecology, hematology and
ophthalmology. In this way, we are addressing the growing requirements of patients, physicians,
health care payers and regulatory agencies.

We will continue to drive growth with our successfully launched products Xarelto™, Eylea™,
Stivarga™, Xofigo™ and Adempas™. We are continuing to expand the use of these medicines
through comprehensive clinical development programs — some of them in collaboration with other
pharmaceutical companies — and to make them available to further patient groups.

To drive sustainable growth, we are continually increasing our investment in research and devel-
opment, focusing on the areas with the greatest potential for innovation such as cardiology, on-
cology and gynecology. We aim to continue supplementing our own innovation strength through
targeted external collaborations. In addition, we are expanding and supplementing our develop-
ment portfolio through licensing agreements and acquisitions.

Moreover, we are seeking to further increase our efficiency as a means of ensuring the availability
of resources for investment in innovation.

To improve access to our products in developing and emerging countries (Access to Medicine),
we are implementing economically feasible concepts and further developing our compounds for
the treatment of neglected tropical diseases alongside our philanthropic activities.
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v Online Annex: A1.2.1-1
. Target: improving people’s quality of life
. As an innovation company, we are addressing current challenges by improving people’s quality

. of life through disease prevention and therapy. Within the scope of our entrepreneurial possibili-

. ties, we seek to make a responsible contribution to the benefit of society. Our Access to Medi-
. cine (ATM) activities are aligned to our company’s expertise and our specific product portfolio.

. Here we distinguish between not-for-profit and economically feasible activities. The former in-
. clude our efforts in respect of neglected tropical diseases (NTDs). Having signed the London

. Declaration, Bayer is collaborating with other pharmaceutical companies and stakeholders to

- help control or if possible eliminate 10 of these tropical diseases by 2020. Each of the compa-
- nies involved contributes its respective expertise. In this connection, we have been providing

- the WHO (World Health Organization) free of charge with two of our active ingredients to treat
African sleeping sickness and Chagas disease for more than 10 years. In 2016, we supplied

- one million tablets of Lampit (active ingredient: nifurtimox) for the treatment of Chagas disease
- and additionally contributed €300,000 for logistics and distribution. Given the gratifying and

- continuous decline in the number of patients suffering from African sleeping sickness, the

- 10,000 Germanin ampoules we supplied in 2015 will be sufficient for treatment through 2018.
- Since 2013, we have also been supporting WHO mobile intervention teams in the Democratic
© Republic of Congo, the country with the highest incidence of African sleeping sickness.

. Additionally, we are working with DNDi (Drugs for Neglected Diseases Initiative) to develop a
. new treatment for river blindness. As part of the TB Drug Accelerator program, Bayer is open-

. ing parts of its substance library to support the search for new compounds to combat tubercu-

. losis. In 2016, we formed a collaboration with the University of Dundee, Scotland, and the Uni-
. versity of Cape Town, South Africa, to study an approach resulting from that program. We are

. optimizing a special formulation of our active ingredient nifurtimox that will allow more accurate,

. weight-based dosing in the treatment of Chagas disease, especially for children. The related
. Phase lll study was launched in 2016 in Argentina, Colombia and Bolivia.

. Improved access to medicines

. Our family planning programs are economically feasible and facilitate improved access to hor-
- monal contraceptives for women in developing countries. These programs make our products
available to international development partners at preferential prices.

- In some countries, where sections of the population have no access to innovative medicines via

health care systems, we have established patient assistance programs for selected products.
- These aim particularly to provide access to oncology and cardiovascular products and prod-

- ucts to treat chronic diseases such as multiple sclerosis and hemophilia. Such programs exist
- in the United States and China, for example, as well as in a number of countries in South and
© Southeast Asia and Southeastern Europe.

- Every two years, the Access to Medicine (ATM) Index analyzes the top 20 research-based
. pharmaceutical companies in terms of their efforts to improve access to medicines and health

. care in developing countries. The rating mainly focuses on infectious diseases such as HIV, ma-

. laria and neglected tropical diseases, indications for which Bayer’s portfolio has a limited offer-

. ing. In 2016, Bayer placed 12th (10th in the 2014 ranking) with its access programs for hormo-

. nal contraceptives, its collaboration with the WHO and other development projects.

Augmented Version
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Consumer Health

The growing and aging world population represents an increasing challenge to public health care
systems. For this reason, the issue of self-care is gaining importance for millions of people, as well
as for governments, health care systems and health care payers.

Our Consumer Health segment is responding to this change with its mainly nonprescription (OTC)
brand products to treat and prevent diseases and to improve well-being, providing consumers
with the corresponding self-care solutions. Our strategy is aimed at further building on our strong
position in the market for over-the-counter medicines, nutritional supplements and other self-care
products in selected categories.

Increasing competition for consumer attention combined with ongoing industry and distribution
channel consolidation require a stronger focus on brand building, key markets and consumer-
centric innovation. In order to drive the organic growth of our core brands, such as Claritin™,
Aspirin™, Aleve™, Bepanthen™, Canesten™, Alka-Seltzer™, Dr. Scholl's™, One a Day™,
Coppertone™, Elevit™ and Berocca™, we are investing in product innovation and geographical
expansion. We additionally intend to further strengthen our positions in key markets such as the
United States, Brazil, Russia and China through product developments, marketing innovations
and new digital offerings.

We also plan to continue selectively pursuing external growth opportunities that arise from the
progressive consolidation of the OTC industry in order to expand our presence in strategic focus
categories and markets by way of acquisitions.

Crop Science

Our Crop Science segment is aligned to the long-term trends of the agricultural markets. Our aim
is to help shape the future of the agricultural industry with innovative offerings that enable the
production of sufficient high-quality food, animal feed and renewable raw materials for a growing
world population despite the limited amount of available arable land. We want to contribute to
global food security through an environmentally friendly and sustainable increase in agricultural
productivity. Our innovation strength is intended to benefit both our customers and society as a
whole and be the source of our long-term growth. Crop Science’s strategy is built on three cor-
nerstones: leading the way in innovation, increasing customer centricity and promoting and further
developing sustainable farming practices.

To lead the way in innovation and develop holistic solutions, we aim to build on our expertise in
the integration of seed technology with chemical and biological crop protection. In so doing, we
support our customers with improved and innovative solutions tailored to specific local require-
ments. Innovative technologies are increasingly being applied in research and development in
order to enhance our product portfolio. Examples here include new breeding technologies to im-
prove yields or computational life sciences for the collection, processing and analysis of extensive
research and development data as the basis for faster and more customer-focused development.



Bayer Annual Report 2016 A Combined Management Report

51

1.2 Strategy and Management

Another major part of our strategy is customer centricity along the entire value chain, which is
coupled with the continuous optimization of distribution. We aim to offer our customers integrated
solutions for the most important crops. In response to the increasing digitization of agriculture, we
plan to develop a proprietary digital platform and specific data models in the area of digital farm-
ing so that we can give farmers more customized and sustainable agronomic recommendations
for improving their yields. We are also seeking to support smallholder farmers in developing and
emerging economies with specially tailored and sustainable solutions that help them optimize their
agricultural production methods and improve their standard of living.

In line with our commitment to sustainable agriculture, we promote and improve corresponding
farming practices. Moreover, we are steadily expanding our successful food chain partnerships. In
these projects, Crop Science works with all participants in the food chain to sustainably safeguard
and increase yields, and to satisfy the quality criteria in the food chain. With the Bayer Forward
Farming initiative, we cooperate with farmers to develop and promote innovative solutions for the
respective crops and facilitate sustainable agriculture. We plan to establish model operations
known as “ForwardFarms” in all major agricultural markets by 2018.

Cooperation is crucial to the implementation of these strategic priorities. To find innovative and
sustainable solutions to the challenges facing the agricultural industry, we maintain numerous
collaborations and partnerships with leading research institutes and partners from the public and
private sectors.

On September 14, 2016, as the logical next step in our evolution as a Life Science company, we
signed a binding agreement to acquire Monsanto Company. Monsanto’s shareholders approved
the merger at an extraordinary shareholders’ meeting held on December 13, 2016. Subject to
receipt of the required regulatory approvals, successful closing of the transaction is anticipated by
the end of 2017. Together we would be able to offer a broader portfolio of innovative products
customized to serve farmers’ many needs and individual requirements. In the medium to long
term, the combined enterprise would be able to bring innovations 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

Driven by an increasing world population and higher incomes, the animal health market remains
very attractive. In the companion animals segment, we are benefiting from growing pet ownership
rates. In the farm animals segment, moreover, the aspiration to adopt Western lifestyle habits is
leading to higher meat consumption.

In the companion animals business, Animal Health has a strong position in the field of parasiti-
cides. To safeguard and further expand this position, we are focusing on maintaining the strong
performance of the Seresto™ collar, opening up new distribution channels and leveraging the
brand equity of the Advantage™ product family.
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In the farm animals business, we are focusing on parasiticides and anti-infectives for the treatment
of infectious diseases. We are striving to develop new options for the prevention and treatment

of diseases in livestock. In this connection, we recently launched the innovative, nonantibiotic
immunostimulant Zelnate™. Additionally, we strengthened our antiparasitics business in the United
States with the acquisition in January 2017 of the Cydectin™ endectocide portfolio.

Covestro

As a global supplier of high-tech polymer materials and associated application solutions for many
areas of modern life, Covestro supplies key industry sectors such as the automotive, construction
and electronics industries. Driven by macro trends such as climate change, the diminishing availa-
bility of fossil resources, the expanding global population, urbanization and increasing mobility, the
company is seeking to achieve profitable growth in the long term. Through its products — along-
side polycarbonates especially raw materials for polyurethanes, coatings, adhesives and sealants
as well as speciality products — Covestro aims to help master these challenges in line with its
vision “To make the world a brighter place.” It operates efficient, safe and environmentally friendly
production facilities and processes that are capable of serving the anticipated growth in demand.
Covestro intends to further optimize cost structures and efficiency throughout the company.

Targets and key performance indicators

Our strategy is aimed at achieving economic growth balanced with our responsibility for the envi-
ronment and society. We measure our progress in this on the basis of ambitious Group targets
along the value chain. These targets are in the areas of growth and profitability, innovation, sus-
tainability and employees.

In this way, we aim to make clear the challenges we have identified in our core business in the
context of sustainable development, and at the same time to highlight the continuous improve-
ments we are committed to making throughout the Group. The current status of our progress in
these areas is documented in the following table and the respective chapters.
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Bayer Group Targets'

Target

(&) Growth and Profitability

Target attainment (as of 2016) New or adjusted target

Increase in Group sales (Fx & portfolio adj.); forecast issued in 3.5% increase to €46.8 billion
February 2016: low-single-digit percentage increase to more than

€47 billion

Low- to mid-single-digit percentage
increase (Fx & portfolio adj.) to more
than €49 billion

Increase in EBITDA before special items; forecast issued in 10.2% increase

February 2016: mid-single-digit percentage increase

Mid-single-digit percentage increase

Increase in core earnings per share; forecast issued in February 7.3% increase

2016: mid-single-digit percentage increase

Mid-single-digit percentage increase

Innovation

Group: increase in R&D investment to €4.5 billion (2016) €4.7 billion

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

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

12 new molecular entities (NMEs)
transferred

Transition of 10 new molecular entities
(NMEs) into development (2017)

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

30 new concepts transferred

Transition of 25 consumer-validated
concepts into early development (2017)

Start of field studies on
4 new molecular entities (NMEs)
and 1 new plant trait

Crop Science: transfer of 3 new molecular entities (NMEs), plant
traits or biologics into confirmatory technical proof-of-concept field
studies (2016)

Transfer of 3 new molecular entities
(NMEs), plant traits or biologics

into confirmatory technical proof-of-
concept field studies

See A 1.3 for more information

@ Sustainability

Supplier management

Evaluation of all strategically important suppliers (2017) 98%

Target unchanged

Evaluation of all potentially high-risk suppliers with significant Bayer 83%

spend (2020)

Target unchanged

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

In implementation

Target unchanged

See A 1.4.2.1 for more information

T All targets other than “Growth and Profitability” and R&D investment targets do not include Covestro.
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A 1.2.1/1 continued

Bayer Group Targets'

Resource efficiency

Improvement of 10% in energy efficiency (2020);
reference value 2012: 8.86 MWh/t

6.77 MWh/t (24% improvement) Improvement of 10% in energy
efficiency (2020); reference value 2015:
143 kWh/€1,000 external sales

Reduction of 15% in specific greenhouse gas
emissions (2020); reference value 2012: 1.88 t CO./t

1.54 1 CO2/t (-18%) Reduction of 20% in specific
greenhouse gas emissions (2020);
new reference value (2015):
54.5 kg CO2/€1,000 external sales

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

95% Target unchanged

See A 1.4.3.3 for more information

Safety

Reduction of 35% in occupational safety incident rate (Recordable

Incident Rate — RIR) (2020); reference value 2012: 0.50

RIR 0.40 (-20%) 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 0.17 (-19%) Target unchanged

See A 1.4.3.2 for more information

Product stewardship

Conclusion of assessment of hazard potential of all substances
(>99%) used in quantities exceeding one metric ton per annum
(2020)

66% Target unchanged

See A 1.4.3.1 for more information

Compliance

Annual compliance training for virtually 100% of Bayer managers

97% Target unchanged

See A 4.2 for more information

‘ Employees

Continuous improvement in employee engagement; reference
value 2012: 85%

87% Target unchanged

Increase in the proportion of women in senior management
to 35% (2020); reference value 2010: 21%

31% Target unchanged

Increase in the proportion of senior managers from outside the
European Union, the United States or Canada to 25% (2020);
reference value 2013: 18%

21% Target unchanged

See A 1.4.1 for more information

" All targets other than “Growth and Profitability” and R&D investment targets do not include Covestro.
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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 divisions 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 tracking the implementation of the
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 com-
pany’s sustainable alignment.

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 & p. adj.) in order to reflect the operational business development of the Group
and the divisions. A key measure of profitability at the Group and division levels is EBITDA before
special items. The EBITDA margin before special items, which is the ratio of EBITDA before spe-
cial items to sales, serves as a relative indicator for the internal and external comparison of opera-
tional 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.

New value-based indicator: return on capital employed

At the strategic level, Bayer introduced the return on capital employed (ROCE) for fiscal 2016. This
indicator of value-based performance replaces the cash value added (CVA) and cash flow return
on investment (CFROI). The periodic capital return is measured by comparing ROCE with the
weighted average cost of capital. This supports the management in evaluating long-term business
development.

Management of the Covestro segment

The principal indicators used for internal management in the Covestro segment are core volume
growth, return on capital employed (ROCE) and free operating cash flow. These indicators also
serve as the basis for short-term incentive awards to all Covestro employees. For management
at Group level, however, the indicators used by Covestro are converted into those defined for
Bayer above.

1.2.3 Sustainability Management

To us, sustainability means safeguarding our future viability and, as part of corporate strategy, is
integrated into everyday procedures. We underline our mission as a company that acts sustaina-
bly through our commitment to the U.N. Global Compact and the Responsible Care™ initiative,
and through our active global involvement in leading initiatives such as the World Business Council
for Sustainable Development (WBCSD). Bayer is committed to the U.N. Sustainable Development
Goals (SDGs) and released a position outlining the company’s stance on these in 2016. Our inno-
vations, products and services make a contribution to overcoming some of the biggest global
challenges, including the SDGs of zero hunger and good global health care 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. Responsi-
bility for the Group’s sustainable orientation lies with the Board of Management member responsi-
ble for Human Resources, Technology and Sustainability in his role as Chief Sustainability Officer,
and with the Corporate Health, Safety & Sustainability function introduced in 2016. Operational
implementation 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 key areas of activity using a materiality analysis. Corporate policies ensure
our sustainability principles are firmly established in business operations and are implemented
through management systems, committees and processes. The ongoing review and revision of
directives and regular internal audits ensure that our management systems are continuously im-
proved and aligned to the specific respective requirements.

Covestro has established its own sustainability organization that functions according to a similar
system and comparable processes to those at Bayer. The following information in this chapter
does not include Covestro, unless otherwise indicated.

A1.231

Structure of Sustainability Management

Sustainability management
S 8 o Steering, measurement
CERIFE]] Major areas of activity .
and documentation

> Member of the Board of > Product and process innovation > Group policies on, for example,
Management responsible for Human > Access to Medicine — human rights
Resoqrcesl,lTechnology and > Sustainable food supply - complhance
Sustainability ol | . - sustainable development
> Employee relations evelopment : :
> Corporate Health, Safety & Ay 2 - responsible marketing

> Business ethics

Sustainability function > Targets / indicators

> Product stewardship

> Group committees focusing on > HSEQ management systems

sustainability and HSEQ issues > Safety and audits
> Environmental protection / resource > Opportunity and risk management
efficiency > Integrated Annual Report with
> Supplier management independent auditing
> Stakeholder engagement /
partnering

> Societal engagement

Commitment to standards and organizations such as WBCSD, GRI, U.N. Global Compact, Responsible Care

Materiality analysis and areas of activity updated

We regularly analyze what the major stakeholders expect and require and match this against our
own assessment. This enables us to identify at an early stage the latest developments along with
sustainability-related opportunities and risks, which we can then incorporate into our strategy.
After Covestro became independent and Bayer realigned itself as a Life Science company, we
examined our areas of activity in 2016. This involved reviewing the issues in our last materiality
analysis and assessing their relevance in view of the reorganization. Selected internal and external
stakeholders evaluated the relevance to Bayer of the issues identified in respect of sales, costs,
risk and reputation. The results were entered into a materiality matrix in line with the internal and
external perspectives. The next step was to condense the issues relevant to Bayer, leading to 11
areas of activity. The Board of Management approved the entire process. The following graphic
shows our areas of activity and their assignment to the stages of the value chain.
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A1.2.3/2

Areas of Activity Across the Different Stages of the Value Chain

Value chain stages

Areas of activity

Product and
process innovation

Research,
development,
innovation

Production

Logistics

Distribution
and
marketing

Access to Medicine

Sustainable food supply

Employee relations &
development

Business ethics

Product stewardship

Safety

Environmental protection/
resource efficiency

Supplier management

Stakeholder engagement/
partnering

® OO ®

® | ®0R®®®

Societal engagement

® | ¥R ®®®

P |® O ®®
® ® |®G

The content index of the Global Reporting Initiative (GRI) with the corresponding U.N. Global
Compact principles and the key GRI aspects assigned to our areas of activity can be found in the
augmented version of the Annual Report. There we indicate whether we are able to exert influ-
ence within or outside the company. An overview of our areas of activity, their definitions, the
corresponding Group targets and the assigned GRI aspects is available on our sustainability

website.

Stakeholder dialogue promotes acceptance and business success

As a company, Bayer is a part of society and of public life. Ongoing and systematic dialogue with
our stakeholders is therefore particularly important to us. Their expectations and viewpoints affect
public acceptance of Bayer and thus our commercial success. They enable us to recognize trends
and developments in society and our markets at an early stage and provide input for the continu-
ing development of our business activities, risk management and reporting. We take the wide-
ranging requirements of our stakeholders seriously and consider them in our business operations.
The open dialogue with them also enables us to build trust in our products and the social value of
our services. We distinguish four main stakeholder groups with which we interact.
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GRI G4-24

GRI G4-25

GRI G4-26

Stakeholder Dialogue: Our Most Important Interest Groups

Bayer

Flna.n?lal Harke Social interest groups Regulators
participants

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

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

> Universities / schools

v Online Annex: A 1.2.3-1

. Diverse stakeholders in focus
We involve our interest groups, among other means, on the basis of our Stakeholder
Engagement Process. This describes how their expectations, regarding a particular project for
example, can be charted and dialogue with them steered. The engagement process is regularly
reviewed based on social trends.

A1.23-111

Stakeholder Engagement Process

Preparation

Identifi-
cation

Controlling

. Charac-
Interaction terization

Strategy
development

Early and open dialogue for new projects

To ensure the long-term acceptance and appreciation of our business, we seek to link the in-
terests of our stakeholders to our corporate strategy. Bayer approaches key social and political
players 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. We use a manual to guide our stakehold-
er engagement in strategic decision-making processes such as investment projects and
launching new products. The associated internal platform, the Virtual Resource Center, pro-
vides corresponding online tools. The concept is currently being applied to various projects at
Bayer and undergoing continuous further development based on the practical experience ob-
tained. In addition, senior managers are receiving systematic training to improve interaction
with critical stakeholders.
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. Collaboration formats aimed at specific target groups

. Bayer’s 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 GRI G4-26
. comprehensive information programs, issue-related multi-stakeholder events and participation

. ininternational initiatives and collaborations. Our stakeholder dialogue also involves systematic

. monitoring.

. Below and in the relevant chapters, we use examples to provide an insight into our engage-
. ment in 2016 with respect to our four most important stakeholder groups. GRI G4-24

. Our partners
. Customers and suppliers
- More on this topic can be found in Chapter A 1.4.2.1 and A 1.4.2.3.

. Employees
. More information about internal communications can be found in Chapter A 1.4.1.

. Universities and scientific institutions

. Bayer’s research and development activities are supported by international collaborations with
. leading universities, public-sector research institutes and partner companies. More about this
. can be found in Chapter A 1.3.1.

. Schools and universities
- You can find more information on Bayer’s comprehensive activities in dialogue with school and
. university students in Online Annex A 1.4.1-15 of this Annual Report.

. Associations

. Bayer is an active member of, or holds leadership positions in, numerous associations and their
- committees. Examples include the German Chemical Industry Association (VCI; Vice-

: Presidency), the German Equities Institute (DAI; Presidency) and the European Chemical Indus-
: try Council (CEFIC; Executive Director Sustainability). Bayer also currently provides the Chair-
man 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 American
(PhRMA) pharmaceutical trade associations. Consumer Health has leadership functions in rele-

- vant industrial and trade associations. The member of the Bayer Board of Management respon-
- sible for Consumer Health is on the Board of Directors of the WSMI (World Self-Medication In-

- dustry) federation. Representatives of the segment are on the boards of regional self-

- medication associations in the United States, Latin America and Europe, where Bayer currently

- holds the vice-presidency.

Crop Science is represented on the boards of the international crop protection association

: CroplLife International, its regional associations CropLife America, Asia, Latin America and Afri-
- ca & Middle East, the European Crop Protection Association (ECPA) and the presidium of the

- German agricultural association Industrieverband Agrar.

Animal Health is represented on the Board of Directors of the international association Health
- for Animals and the International Federation of Animal Health (IFAH-Europe) among other or-
* ganizations.
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. Covestro holds the Presidency of PlasticsEurope, the association of European plastics manu-
. facturers, and is represented on the Executive Committee of the World Plastics Council. It is
. also represented on the Executive Committee of CEFIC and the Board of VCI.

. 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.

. Regulators

. Legislators, authorities and politicians

. The framework for the company’s operations is essentially determined by authorities, legislators
- and politicians. The dialogue with authorities and ministries worldwide 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.

. Lobbying

- In its Corporate Policy “Code of Conduct for Responsible Lobbying,” Bayer sets out binding

- rules for its involvement in political matters, aiming to ensure transparency in any collaboration

. with the representatives of political institutions. The Group’s Public and Governmental Affairs

. Committee established the principles for the alignment of Bayer’s political work. This especially
- includes developing the company’s political positions as well as determining the position of the
. Board of Management on important political issues. In 2016, Bayer’s political lobbying focused
. among other things on social debate regarding good framework conditions for developing inno-
. vative Life Science technologies and products, evidence-based regulation and the necessary

. reforms for the regulatory approval of crop protection products and in the area of seeds. A fur-
. ther focal point was submitting proposals for creating sustainable health care systems and

. strengthening self-care as a key factor in this process. Bayer also promotes the prevention of

. additional burdens for innovation and is involved in various policy areas: from energy, chemicals
. and trade policy to climate protection and sustainability. In addition, the company actively sup-
. ports the protection of intellectual property — a key prerequisite for continuing to invest signifi-

: cantly in the development of innovative products. More information on our political principles

. and positions can be found on the internet.

- Our liaison offices in Berlin, Brussels, Washington, Moscow, Brasilia and Beijing are key touch-
: points between the company and political stakeholders. Bayer actively participates in existing

: transparency initiatives. It publishes details of costs, employee numbers and any of the other

- statistics required in each country, e.g. in the transparency registers of the European institu-

- tions and the U.S. Congress. Bayer goes far beyond the statutory requirements in doing so. For
- instance, the Group also publishes data for countries such as Germany where there is no legal

: requirement to publish such information. In 2016, the costs incurred at the liaison offices for

- human resources, material and projects totaled approximately: €1.4 million in Berlin, Germany;

- €1.9 million in Brussels, Belgium; €7.3 million in Washington, United States; €0.2 million in
Moscow, Russia; €1.3 million in Brasilia, Brazil; and €1.1 million in Beijing, China.

: According to our corporate policy, we have committed not to make any direct donations to

: political parties, politicians or candidates for political office. However, some associations to

- which the Group belongs make donations on their own initiative, in compliance with statutory
: regulations.
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. In the United States, a number of our employees use the Bayer Corporation Political Action @

. Committee (BayPac) to make private donations supporting candidates for parliamentary office. www.fec.gov
. Political action committees in the United States are state-regulated, legally independent em-

. ployee groups. In the United States, companies are legally prohibited from donating to political

. candidates in Federal elections directly. In many cases, such direct donations by companies are

- legally prohibited for elections at state and local level too, but irrespective of the legislation

. Bayer’s internal regulations do not permit them anyway. Donations through BayPac are there-

. fore not corporate donations. The BayPac contributions are regularly reported to the U.S. Fed-

- eral Election Commission and can be viewed on its website.

- Social interest groups

. Nongovernmental organizations, the public, the local community and competitors

- Bayer is involved in a variety of projects, thematic initiatives and specialist conferences at a na-
- tional and international level in order to play an active role in the common task of shaping sus- GRI G4-26
- tainable development. Alongside exchange and cooperation with nongovernmental organiza-

tions (NGOs) and supranational organizations, this primarily involves dialogue with the public.

Among other involvement, Bayer is actively engaged in the U.N. Global Compact and its initia-
- tives, the CEO Water Mandate and Caring for Climate, as well as the Global Compact LEAD

- network and local networks. We have also acted as an organizational stakeholder in the Global
- Reporting Initiative since 2004.

- As a co-initiator of the “Zukunft der Industrie” (Future of Industry) group, Bayer was involved in
- several events in Germany during the Week of Industry initiative that took place for the first time
: in 2016. This demonstrated the impressive performance and innovative spirit of industry as well
- as its vital contribution to the prosperity of German society.

. Segments develop specific dialogue formats

: Pharmaceuticals is an active participant in the social dialogue addressing sustainability issues
: and creates forums to encourage exchange and develop viable problem-solving approaches GRI G4-26
. together with partners. Pharmaceuticals supports the International Dialogue on Population and

. Sustainable Development conference in close collaboration with various governmental and

© nongovernmental organizations. Here, approaches for tackling internationally relevant issues in

. reproductive health are worked on and experiences of implementing the U.N. Millennium Devel-

. opment Goals are shared.

. As part of their partnership, Consumer Health and the U.S. NGO, the White Ribbon Alliance

. (WRA), make a joint contribution to the U.N.’s “Every Woman Every Child” campaign. Its goal is
. to work at local level to reduce the mortality rate of mothers, infants and children. Consumer

. Health also supports the United Nations Population Fund’s (UNFPA) “Safe Birth” campaign.

. Crop Science has initiated various dialogue formats to improve knowledge transfer in agricul-

. ture, highlight the improvements in sustainable agriculture and increase communication with

. stakeholders such as farmers, public-sector decision-makers and society as a whole. For in-

. stance, Bayer has joined forces with industry business partners to organize numerous visits to
- Hof ten Bosch, a farm near Brussels, Belgium, with the goal of providing E.U. representatives,

. journalists and other stakeholders with a practical example of how digital farming works and

. can be further expanded. Crop Science sees great potential in digitizing agriculture and is

. therefore working with partners, for example, to develop digital farming applications for farmers
. that support them in decision-making processes and help them to optimize their work routines.
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. Crop Science pursues an intensive societal dialogue about the benefits of science and innova-
. tion in agriculture today. The Agricultural Education program is primarily aimed at encouraging

. young people to take a greater interest in agriculture and food production. In addition to practi-
. cal exercises in student laboratories, the program also includes scholarships for agricultural

. science students and the sharing of ideas about the future of agriculture at international youth

. conferences such as the Youth Ag-Summit. And AgLearn, a new online offering, offers a practi-
. cal approach to learning with online experiments relating to plant growth.

. Dialogue with the local community builds trust

. Animportant 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. The involvement of the local community plays a decisive

. role, for example, in the success of any investment project.

. Dialogue with neighbors in the communities surrounding our production sites is anchored in a
. corporate policy on site management. Community dialogue is jointly maintained by the sites

. and the relevant country organization. In Germany, dialogue with the local community is han-
. dled via the Chempark neighborhood offices among other means.

. For Pharmaceuticals and Consumer Health, exchange with neighbors at the production sites is
. a particularly high priority as it helps make the operation of the facilities in question transparent.
. It involves organizing guided tours and dialogue events and providing informational material for
. various stakeholder and age groups. Regular exchange is also maintained in networks with rep-
. resentatives of local governments and other resident companies. Crop Science regularly uses

. forums, print media and personal discussions with citizens’ initiatives, representatives of church
. communities and the regional press to keep its neighbors continually informed, for instance at

. the Dormagen, Frankfurt-Hoechst and Knapsack sites in Germany. Close dialogue with stake-

. holders is also taking place in the communities around sites in other countries, such as in the

. United States.

. Covestro initiates dialogue with neighbors, the public and nongovernmental organizations

. (NGOs) on a case-by-case basis. In the United States, for example, dialogue takes place

. through the Community Advisory Panels (CAPs). These organize regular meetings, for example
. with local government or the community, in order to provide information on current issues.

. Covestro enters into direct dialogue with social interest groups in particular when commission-
. ing new facilities.

1.3 Focus on Innovation

> Excellence in research and development
> Groundbreaking technologies in the Life Sciences
> Global open innovation network

Innovation is a cornerstone of our mission “Science For A Better Life” and a core element of our
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 develop-
ment competencies. They are accompanied by process, service and business model innovation.
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With our innovative solutions, we are responding to the global challenges in medical care and the
need to safeguard an adequate food supply. Here we focus on three key elements: excellence in
research and development, the application of groundbreaking technologies, and open innovation.

Excellence in research and development

The success of our company is based on excellence in research and development (R&D). The
know-how and skills of our employees are our most valuable resource in this endeavor. We devel-
op new molecules and technologies in the research-intensive fields of medicine and modern agri-
culture and invest continuously in research and development projects.

We maintain a global network of research and development locations, where more than 15,000
scientists are employed. The focus of the research projects is determined by the R&D strategies of
our segments. In 2016, we increased our research and development investment by 9.8% (Fx adj.)
to €4,666 million. We plan to invest around €4.8 billion in research and development in 2017.
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A1.311

Research and Development Expenses in 2016

R&D expenses R&D expenses

before Share of before
R&D expenses special items R&D expenses special items R&D employees
€ million € million % % of sales FTE
2015 2016 2015 2016 2015 2016 2015 2016 2015 2016
Pharmaceuticals 2,450 2,787 2,402 2,736 57.3 59.7 15.7 16.7 8,003 7,934
Consumer Health 250 259 232 234 5.8 5.6 3.8 3.9 347 331
Crop Science 1,082 1,164 1,082 1,156 25.3 24.9 10.7 11.7 5,073 5,631
Animal Health 134 140 134 140 3.1 3.0 9.0 9.2 285 308
Reconciliation 96 55 96 55 2.2 1.2 8.7 5.2 40 9
Life Sciences 4,012 4,405 3,946 4,321 93.7 94.4 11.6 12.4 13,748 14,213
Covestro 262 261 261 261 6.3 5.6 2.2 2.2 1,005 1,016
Group 4,274 4,666 4,207 4,582 100 100 9.1 9.8 14,753 15,229

2015 figures restated

Patents protect Bayer’s intellectual property

Globally reliable protection of intellectual property rights is particularly relevant for an innovation
company like Bayer. We therefore endeavor to obtain patent protection for our products and tech-
nologies in the major markets depending on the legal framework. At the end of 2016, we owned
approximately 50,800 valid patent applications and patents relating to some 5,000 protected
inventions worldwide.

v Online Annex: A 1.3-1

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 substantial 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 international patent system and our own intellectual property. The following table

. shows the expiration dates for the Bayer Group’s significant patents.

S
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Pharmaceuticals Patent Expiration Dates
Market
Switzer-
Germany France U.K. Italy Spain Japan China land Brazil U.S.A. Canada
Products
Adempas™
Active ingredient 2028° 2028 20232 2028 2028 2027 2023 2028 2023° 20232 2023
Production process/
intermediate 2030 2030 2030 2030 2030 2030 2030 2030 2030° 2030 2030°
Eylea™
2021-
Active ingredient 20202 2025 20202 2025 2025 2023¢ 2020 2025 2020° - 2020
2028-
Formulation 2027 2027 2027 2027 2027 2029¢ 2027° 2027 2027° - 2027
Kogenate™
Active ingredient - - - - - - - - - - 2021
Formulation 2017 2017 2017 2017 2017 2020 2017 2017 2020 2016 2017
Kovaltry™
Active ingredient - - - - - - - - - - 2021
Formulation 2017 2017 2017 2017 2017 2020 2017 2017 2020 2016 2017
Production process 2018 2018 2018 2018 2018 20182 2018 2018 2023 2017 2018
Mirena™
Inserter 2029 2029 2029 2029 2029 2029 2029 2029 2029° 2029° 2029
Nexavar™
2021-
Active ingredient 2021 2021 2021 2021 2021 20259 2020 2021 2025 2020 2020
Salt form 2022 2022 2022 2022 2022 - - 2022 - - -
2025-
Polymorph 2025 2025 2025 2025 2025 2026¢ 2025 2025 2025° 2027 2025
2026-
Formulation 2026 2026 2026 2026 2026 20279 2026 2026 2026° 2026' 2026
Stivarga™
Active ingredient 2028 2028 20242 2028 2028 202649 2024 2028 2024° 2031 2024
Formulation 2025 2025 2025 2025 2025 2026¢ 2025 2025 2025° 2031°¢ 2025
Production process 2031 2031 2031 2031 2031 2031 2031 2031 2031° 2031 2031
Xarelto™
2022-
Active ingredient 2023 2023 2023 2023 2023 20259 2020 2023 2022 2024¢ 2020
2025-
Formulation 2024 2024 2024 2024 2024 20284 2024 2024 2024° 2024 2024
Xofigo™
Use 2024 2024 2024 2024 2024 20192 2019 2024 - 20208 2019
Production process 2031 2031 2031 2031 2031 2031 2031 2031 2031° 2031 2031°

@ Current expiration date; patent term extension applied for
° Patent application pending

¢ Patent term revised

4 Application-specific term extension(s)

¢ Patent term extension granted

 Notice of allowance received
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Groundbreaking technologies in the Life Sciences

With our strategic innovation unit, the Bayer Lifescience Center (BLSC), we focus on new ground-
breaking technologies. In May 2016, Bayer and ERS Genomics, Ireland, signed an agreement
giving Bayer access to ERS’s CRISPR-Cas9 genome-editing patents. The agreement granted
Bayer rights for defined research applications of this technology in selected strategic areas. In
August 2016, Casebia Therapeutics, a company established by Bayer and CRISPR Therapeutics
in March 2016, launched operations in Cambridge, Massachusetts, and San Francisco, California,
United States. The goal of Casebia Therapeutics is to develop new, trend-setting therapeutics to
treat blood diseases, blindness and congenital heart disease. In December 2016, Bayer and Ver-
sant Ventures established the company BlueRock Therapeutics, which will be active in the area of
regenerative medicine. The company plans to develop highly efficient therapies based on induced
pluripotent stem cells (iPSCs) to cure various cardiovascular diseases, neurological disorders and
diseases of the central nervous system.

Global open innovation network

Partnerships are integral to our innovation strategy. That is why we work within a network of alli-
ances with start-ups, academic institutes, industry, suppliers and other partners. Our open inno-
vation network spans all parts of the company along the value chain. Our open innovation portal
offers a platform for collaborations in all parts of the company. We also invest in venture capital
funds that finance life science start-up companies, among other projects.

v Online Annex: A 1.3-2

. Scientists from Bayer are involved in constant dialogue with renowned research institutes

. and support partnership projects in the public and private sectors. In 2016, public funding

. worth more than €12 million was spent on more than 50 projects worldwide. This is equivalent
. to roughly 0.3% of our annual R&D expenses. We also participate in industry associations, as-
. sume professorships at universities worldwide and regularly invite scientists, university and

. school students to attend events such as symposiums on health topics or research days for

. school students. We view this as an investment in our own future.

Pharmaceuticals

Pharmaceuticals focuses on indications with high medical need in the areas of cardiovascular
disease, oncology, gynecology, ophthalmology and hematology. We conduct research and devel-
opment activities at several locations, mainly in Germany, the United States, Japan, China, Finland
and Norway.

In line with our targets for 2016 we transferred 12 new molecular entities from our research pipe-
line into preclinical development in the reporting year. 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 linked “first-in-man” studies. In 2016, we conducted clinical trials with several
drug candidates from our research and development pipeline. We strengthened products that
were already on the market through life cycle management activities to further improve their appli-
cation and/or expand their spectrum of indications.

Progress in clinical Phase Il projects
The following table shows our most important drug candidates currently in Phase Il of clinical
testing:
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Research and Development Projects (Phase II)’

Projects

Indication

Anetumab ravtansine (mesothelin ADC)

Cancer

Ang2 antibody + aflibercept

Serious eye diseases?

BAY 1142524 (chymase inhibitor)

Heart failure

BAY 2306001 (IONIS-FXIRX)

Prevention of thrombosis ®

Copanlisib (PI3K inhibitor)

Recurrent/resistant non-Hodgkin lymphoma (NHL)

Molidustat (HIF-PH inhibitor)

Renal anemia

Neladenoson bialanate (BAY 1067197)

Chronic heart failure

PDGFR-beta + aflibercept

Wet age-related macular degeneration?

Radium-223 dichloride

Breast cancer with bone metastases

Radium-223 dichloride

Cancer, various studies

Regorafenib

Cancer

Riociguat

Diffuse systemic sclerosis

Riociguat

Cystic fibrosis

Rivaroxaban

Secondary prevention of acute coronary syndrome (ACS)*

Vilaprisan (S-PRM)

Symptomatic uterine fibroids®

Vilaprisan (S-PRM)

Endometriosis

" As of January 31, 2017

2 Sponsored by Regeneron Pharmaceuticals, Inc.

3 Sponsored by lonis Pharmaceuticals, Inc.

“Sponsored by Janssen Research & Development, LLC

5 Based on positive Phase Il study data, the decision was taken to initiate Phase Il studies.

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 2016 compared with the previous year:

In March 2016, we expanded our existing cooperation with Regeneron Pharmaceuticals, Inc.,
United States, to jointly develop a combination therapy of the angiopoietin2 (Ang2) antibody
nesvacumab and aflibercept for the treatment of serious eye diseases. Two ongoing Phase Il clini-
cal studies are evaluating the combination therapy as a single intravitreal injection in patients with
wet age-related macular degeneration or diabetic macular edema.

Also in March 2016, the study involving BAY 1007626, or progestin IUS (contraception), was
discontinued. Clinical development of roniciclib (cancer) was discontinued. Bayer does not intend
to pursue the development of refametinib (cancer) and the project will be returned to Ardea

BioSciences, Inc., United States.

In May 2016, we terminated our Phase Il study investigating riociguat (tradename: Adempas™)
in patients with pulmonary hypertension associated with idiopathic interstitial pneumonia (PH-IIP)
following the recommendation of an independent data monitoring committee (DMC).

We also will not further pursue the development of BAY 98-7196 + anastrozole (intravaginal ring)

for the indication endometriosis.
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In September 2016, our partner Regeneron Pharmaceuticals, Inc., United States, published the
first data from a clinical Phase Il study investigating the treatment of wet age-related macular
degeneration with rinucumab, a PDGFR-B antibody, in combination with aflibercept (tradename:
Eylea™). Although the study failed to meet its primary endpoint, a statistically significant improve-
ment in visual acuity after 12 weeks, Regeneron will, however, continue the study as planned.
Further data will be analyzed after 28 weeks and following the conclusion of the trial (after 52
weeks). Bayer will then examine the available data and decide on the next steps.

Progress in clinical Phase lll projects
The following table shows our most important drug candidates currently in Phase Ill of clinical
testing:

A1.3/3

Research and Development Projects (Phase IllI)’

Projects Indication

Amikacin Inhale Pulmonary infection

BAY 1841788 Nonmetastatic castration-resistant prostate cancer

(ODM-201, AR antagonist)

BAY 1841788 Metastatic hormone-sensitive prostate cancer

(ODM-201, AR antagonist)

Ciprofloxacin DPI Non-cystic fibrosis bronchiectasis

Copanlisib (PI3K inhibitor) Various forms of non-Hodgkin lymphoma (NHL)

Damoctocog alfa pegol Hemophilia A

(BAY 94-9027, long-acting rFVIII)

Finerenone (MR antagonist) Diabetic kidney disease

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

Regorafenib Colon cancer, adjuvant therapy

Rivaroxaban Prevention of major adverse cardiac events (MACE)

Rivaroxaban Anticoagulation in patients with chronic heart failure?

Rivaroxaban Long-term prevention of venous thromboembolism

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

Rivaroxaban Embolic stroke of undetermined source (ESUS)

Rivaroxaban Peripheral artery disease (PAD)

Tedizolid Pulmonary infection

Vericiguat Chronic heart failure®

(BAY 1021189, sGC stimulator)

" As of January 31, 2017

2 Sponsored by Janssen Research & Development, LLC

3 Sponsored by Merck & Co., Inc., United States

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 2016 compared with the previous year:

In the first quarter of 2016, we decided to focus our development activities for finerenone on the
indication of diabetic kidney disease. A study in the indication of chronic heart failure will therefore
not be carried out.
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In May 2016, a clinical Phase Il study investigating regorafenib (tradename: Stivarga™) in unre-
sectable liver cancer reached its primary endpoint, a statistically significant improvement of overall
survival. The study investigated regorafenib in patients with hepatocellular carcinoma whose dis-
ease had further progressed during prior treatment with sorafenib (tradename: Nexavar™). Based
on these data, we submitted regorafenib for marketing authorization for the treatment of unresec-
table liver cancer in Europe, Japan and the United States in the third quarter of 2016.

In June 2016, we agreed with Orion Corporation, Espoo, Finland, to expand the global clinical
development program for the novel androgen receptor (AR) antagonist BAY-1841788 (ODM-201).

A new clinical Phase Ill study is evaluating BAY-1841788 in men with newly diagnosed metastatic
hormone-sensitive prostate cancer (MHSPC) who are starting first-line hormone therapy.

In June 2016, we formed a new research partnership with the U.S. National Surgical Adjuvant
Breast and Bowel Project (NSABP), a leading clinical trials cooperative group. A clinical Phase llI
study will investigate regorafenib as a single agent for adjuvant treatment following completion of
standard adjuvant chemotherapy in patients with advanced but not yet metastatic colon cancer.

In September 2016, a new clinical Phase llI trial was initiated to evaluate vericiguat, a soluble
guanylate cyclase (sGC) stimulator, in patients suffering from chronic heart failure with reduced
ejection fraction. The development and commercialization of vericiguat are part of the worldwide
strategic collaboration between Bayer and Merck & Co., Inc., United States (through a subsidiary),
in the field of sGC modulation.

In February 2017, the Phase Il COMPASS study with Bayer’s rivaroxaban in patients with coro-
nary or peripheral artery disease showed overwhelming efficacy and met its primary endpoint
early.

Clinical trials are an essential tool for determining the efficacy and safety/tolerability of new devel-
opmental products 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 international guidelines and quality standards, as well as the respective
applicable national laws and standards.

~ Online Annex: A 1.3-3

. 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
. associations, these principles being defined in a joint position paper.
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. Pharmaceuticals publishes information on its own clinical trials both in the publicly accessible
. register www.ClinicalTrials.gov and in its own “Trial Finder” database. In the case of approved
. products, summarized results of Phase Il, Il and IV clinical trials are accessible online through
. the “Trial Finder.” Upon request, scientists can receive access to anonymized data at the pa-
. tient 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.

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:

A1.3/4

Main Products Submitted for Approval’

Projects Indication
Regorafenib Europe, Japan, U.S.A.: second-line treatment for unresectable liver cancer
Rivaroxaban 2 U.S.A.; secondary prophylaxis of acute coronary syndrome (ACS)

" As of January 31, 2017
2 Submitted by Janssen Research & Development, LLC

In February 2016, Bayer received approval from the European Commission for Kovaltry™

(Bay 81-89-73) for the treatment of hemophilia A in patients of all age groups. Kovaltry™ is an
unmodified recombinant factor VIII product that in clinical trials has demonstrated efficacy and
tolerability as an on-demand therapy and for prophylactic use two or three times per week by
hemophilia A patients. In March 2016, Kovaltry™ was approved by the U.S. Food and Drug Ad-
ministration (FDA) and the Japanese Ministry of Health, Labour and Welfare (MHLW).

In March 2016, the Japanese MHLW granted marketing authorization for Xofigo™ (radium-223
dichloride) for the treatment of adult patients with castration-resistant prostate cancer and bone
metastases.

In May 2016, the U.S. Food and Drug Administration (FDA) approved Gadavist™/Gadovist™
(active ingredient: gadobutrol) as the first contrast agent for use with magnetic resonance angi-
ography (MRA) to evaluate known or suspected supra-aortic or renal artery disease in patients of
all ages.

In September 2016, the U.S. Food and Drug Administration (FDA) approved our new low-dose
levonorgestrel-releasing intrauterine system with the brand name Kyleena™. The new system
releases the lowest daily hormone dose in an intrauterine system for up to five years of effective
protection against pregnancy. It uses the smallest T-shaped body available today for implantation
in the uterus for the purpose of contraception with active ingredient-releasing systems. In October
2016, furthermore, we successfully completed the corresponding decentralized registration pro-
cedure for the European Union. On this basis, it is expected that the health authorities of the E.U.
member states will grant national marketing authorizations in the coming months.
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In November 2016, an expansion of indications was filed for Stivarga™ (active ingredient:
regorafenib) in the United States, Japan and Europe. The filings pertain to the second-line treat-
ment of patients with unresectable hepatocellular carcinoma. Stivarga™, an oral multikinase in-
hibitor, is already approved under this brand name in numerous countries for the treatment of
metastatic colorectal cancer and unresectable or metastatic gastrointestinal stromal tumors. The
U.S. Food and Drug Administration (FDA) granted priority review status to regorafenib in the regis-
tration process for the expansion of indications (supplemental New Drug Application, sSNDA). The
Japanese Ministry of Health, Labour and Welfare (MHLW) granted priority review status for the
registration filing in January 2017.

Cooperations

We augment our own research capacities through collaborations and strategic alliances with
external industrial and academic research partners. In this way we gain access to complementary
technologies and external innovation potential. The following table shows examples of the main
collaborations:

A1.3/5
Main Cooperations in 2016

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  Strategic partnership for the development of new therapeutic options in

(DKF2) oncology, especially in immunotherapy

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

ImmunoGen Inc. Cooperation in the field of antibody-drug conjugates (ADCs) for novel tumor
therapies

Janssen Research & Development of Xarelto™ (rivaroxaban)

Development,
LLC of Johnson & Johnson

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 ODM-201 for the treatment of patients with prostate cancer

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

Development of a combination therapy of rinucumab, a PDGFR-beta
(beta-type platelet derived growth factor receptor) antibody, and aflibercept for
the treatment of wet age-related macular degeneration

Development of a combination therapy of the angiopoietin2 (Ang2) antibody
nesvacumab and aflibercept for the treatment of serious eye diseases
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. Other Cooperations in 2016

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

Inception 4, Inc.

Research into new approaches for the treatment of various eye
diseases

lonis Pharmaceuticals, Inc.

Development of an antisense molecule for the prevention of thrombosis

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

. Seattle Genetics Inc.

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

. Science and cooperation centers

In addition to these cooperations, we operate our own science and innovation centers. We co-
. ordinate primarily our research partnerships in Asia through our innovation centers in Beijing,

. China; Singapore; and Osaka, Japan. In Berlin, Germany, and San Francisco, California, United
. States, we operate the Colaborator™, an incubator model for young life science companies.

- The objective of the global ColLaborator™ concept is to offer these companies suitable labora-
tory and office infrastructure in the direct vicinity of Bayer’s own research facilities and the op-
portunity to exchange experiences with Bayer experts.

- In the area of crowdsourcing, we established another global initiative named

- Grants4Indications™ in February 2016. This program promotes the exploration of new thera-

- peutic indications for Bayer’s active ingredients. We are also continuing the Grants4Apps™,

: Grants4Targets™ and PartnerYourAntibodies™ programs. In 2016, we launched the AACR-
 Bayer Innovation and Discovery Grants together with the American Association for Cancer Re-
© search (AACR). The objective is to develop new treatment options for cancers with high medi-
- cal need. In addition, the East Coast Innovation Center was established in 2016 in Cam-
bridge/Boston, Massachusetts, United States.

In the area of venture capital, we are active with the “High-Tech Grinderfonds” and Versant

" Ventures.
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1.8 Focus on Innovation

Consumer Health

Our development activities for nonprescription (OTC) products focus primarily on the areas of
dermatology, dietary supplements, pain relief, gastrointestinal complaints, allergy relief and cold
symptoms, as well as foot and sun care products. Developments aligned to the desires and
needs of consumers range from new formulations, delivery forms and solutions for specific cus-
tomer requirements to new packaging designs, technical applications (apps, Custom Fit Kiosk for
Dr. Scholl’s™ products) and medical devices. Consumer Health maintains a global network of
research and development facilities, with sites in the United States, France, Germany and China.

Transitioning of current prescription medicines to OTC status (Rx-to-OTC switches) forms an inte-
gral part of our innovation strategy designed to offer new self-care solutions to consumers. In
2016, we were able to realize 30 new consumer-validated concepts and thus exceeded the target
we had set.

In 2016, we introduced a number of new product line extensions for existing brands in various
markets, including as follows:

The April 2016 expansion of our Claritin™ portfolio in the United States included ClariSpray™, a
24-hour nasal spray for treatment of allergy symptoms.

We began marketing Aleve™ Direct Therapy in the United States in June 2016, thereby expanding
our range of analgesic products. This medical device for transcutaneous electrical nerve stimula-
tion is used to help relieve lower back pain and tension.

We expanded our Alka-Seltzer™ product family in the United States in July 2016 to include an-
other cold medicine in the Alka-Seltzer Plus™ line.

We launched the new 2-phase system for Elevit™ (Elevit™1 and Elevit™2) in Germany in October
2016. These two complementary products for the healthy development of babies are specially
tailored to the increased nutrient requirements of women in the conception and pregnancy phases.

Crop Science

Crop Science maintains a global network of research and development facilities. While research is
carried out centrally at a few dedicated sites, development of crop protection products as well as
plant breeding and trait development activities take place both at these sites and at numerous
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 collaborate as
part of our integrated research approach. This optimally combines complementary technical ex-
pertise from chemical and biological research and development.

To develop better agronomic recommendations for farmers, we develop, for example, digital prod-
ucts and services that help them with analyses and the evaluation of conditions in the field and
provide them with extensive geographical information that enables better decision-making for
mastering a variety of challenges.

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
by foliar and soil application as well as seed treatment. Here, we use research methods such as
high-throughput screening and computational life sciences for the identification and optimization
of new chemical and microbial leads. In addition, we expand the area of applications for our active
ingredients and their performance through new mixtures and through the development of innova-
tive formulations.
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In Seeds we are conducting research to optimize plant traits and are developing new varieties in
cotton, oilseed rape/canola, soybeans, rice, wheat and vegetables. Our researchers are working
both on increasing the yield potential of crops and on enhancing the quality of the crop. Examples
include altering the profile of rapeseed/canola oil or enhancing the properties of cotton fibers. We
are also targeting the development of plants that deliver higher yields under occasionally adverse
climatic conditions. Further areas of focus include developing new herbicide tolerance and insect
resistance traits based on novel modes of action, and improving disease tolerance.

Environmental Science further develops substances either from our own agricultural portfolio
or from external partners for professional uses in non-agricultural areas. This includes solutions
for controlling pests such as cockroaches or rodents in public areas and the food industry, or to
control weeds on roads or railways. In the area of vector control, we develop solutions with re-
sistance-breaking properties for controlling mosquitoes that can transmit malaria, dengue fever

or Zika.

Research and development pipeline
Our product pipeline contains numerous new crop protection products, seed varieties and en-
hanced 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 2016, we
launched confirmatory technical proof-of-concept field studies for four active ingredients and one
new crop trait, thus exceeding our Group target. A new plant trait is a specific characteristic that
has not yet been available or offered at Bayer for the crop plant in question. The following table
shows selected new products that are expected to be launched by 2020.

A1.3/6

Product Innovation Pipeline’

Market launch

Product group

Indication/crop

Product/plant trait

2017 Biological crop protection Insecticide BioAct™ Liquid

2017 Seeds Cotton Glytol TwinLink Plus™
(dual herbicide tolerance and insect
resistance)

2017 Seeds Rice Pest resistance and disease tolerance
(native traits)

2017 Seeds Rice Flood tolerance (native trait)

2017 Seeds Soybeans Balance™ GT
(dual herbicide tolerance)

2018 Seeds Oilseed rape/canola Dual herbicide tolerance

2018 Seeds Rice Salt 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

" Planned market launch of selected new products

As of January 30, 2017

A

Group target 2016:
transfer of 3 new molec-
ular entities (NMEs),
plant traits or biologics
into confirmatory tech-
nical proof-of-concept
field studies;

see also A 1.2.1
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New products and registrations

In 2016, Crop Science received marketing authorization in certain countries for new mixtures and
formulations, as well as for expanded indications for existing products. For example, we were
granted authorization to market the herbicide indaziflam and its core brand Alion™ in Brazil and
the new herbicide mixture DiFlexx™ Duo in corn in the United States. The herbicide active ingredi-
ent triafamone and its Council™ formulations were approved in Japan. We also received further
marketing authorizations and the approval of expanded indications for the biological fungicide
Serenade™ ASO in various countries and for the nematicide Velum™ prime in southern Europe
and Africa.

In July 2016, furthermore, the European Commission approved the dual herbicide tolerance trait
Balance™ GT in soybeans for food and feed uses. Balance™ GT is owned by MS Technologies
and is being codeveloped through a joint development agreement between that company and
Bayer. The launch of soybeans with this new trait is planned for 2017, pending approval by the
regulatory authorities.

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. In addition, we launch numerous new broad-acre
crop varieties every year.

Environmental Science expanded its product range for forestry in Indonesia, Argentina and Brazil
by launching the herbicide Esplanade™ F. Furthermore, the two new products Derigo™ and
Pistol™ Flexx supplemented our portfolio for vegetation control in noncrop areas. We are continu-
ously expanding our range of products for the maintenance of golf courses by developing and
introducing various innovative solutions such as the nematicide Indemify™ and the fungicide
Exteris™ in the United States. We are also supporting professional pest control around the world
by expanding the Maxforce™ range of insecticides.

Cooperations
Crop Science is part of a global network of partners from diverse segments of the agricultural
industry and academic research.

A1.3/7

Crop Science: Important Cooperations

Partner Cooperation objective

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

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

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

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

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

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

Planetary Resources International Decision-making aids for farmers that enable more targeted deployment of

crop protection products in fields using satellite technology
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- We formed new partnerships in 2016: in April 2016, Crop Science announced a five-year re-

. search partnership with the Institute of Geography and the Department of Informatics of the

. University of Hamburg that is aimed at jointly developing new digital solutions for agriculture

. based on geoinformatics methods and models. These enable the IT-based visualization of the

. consequences of agricultural processes using relevant geobasic data such as soil, climate, land
. relief and usage parameters. In September 2016, Crop Science announced a five-year research
. partnership with the Jilich Research Center in Germany that is focused on phenotyping for

. plant breeding, research into plant traits and the development of biologicals. In October 2016,

. Bayer and the Chinese Academy of Agricultural Sciences announced a research collaboration

. aimed at better understanding the genetic factors that impact wheat yields so that these can

. beincreased.

. In our open innovation initiatives Grants4Targets and Grants4Traits, we invite partners from ac-

. ademic research institutes, start-ups and other companies to join us and together drive innova-
. tion in the areas of crop protection and trait development. By investing in venture capital funds,
. furthermore, we support up-and-coming companies in agricultural technologies. We have de-

. veloped various venture capital funds with partners such as Flagship Ventures, Trendlines and

. Finistere Ventures LLC.

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 endeavor to improve the health and well-being of companion and farm animals through inno-
vations that also include digital solutions. Here Animal Health also pursues the “one health” con-
cept: 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
(CVBD) and with the leading global scientists who participate in this initiative, we are setting
trends in the establishment of scientific principles and the fight against vector-borne diseases.

Our central research activities are conducted through the Life Sciences platform in conjunction
with the research and development department at Pharmaceuticals and in close collaboration with
Crop Science.

New products and registrations

In January 2017, the European regulatory authorities approved a new product to protect honey
bees against the Varroa mite. Before the product can be marketed, this decision must be imple-
mented in national law.

Cooperations
Animal Health reinforces its business by continually identifying further product development candi-
dates through new and existing collaborations.

In May 2016, we entered into an agreement with BioNTech AG, Germany, to develop novel mRNA
vaccines and therapeutics specifically for veterinary medicine applications.

Also in May 2016, we signed a global license agreement with TransferTech Sherbrooke, Quebec,
Canada, to advance a novel vaccine candidate developed at Université de Sherbrooke. The new
vaccine is intended to help protect dairy cattle from mastitis caused by the bacterium Staphylo-
COCCUS aureus.
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Covestro

Innovation is a core element of Covestro’s strategy. The company is accounting for current and
future needs and trends through systematic innovation management, a strong global presence
with major innovation centers and pronounced customer centricity.

With the objective of maintaining and building on its own competitive position, Covestro continu-
ously works to achieve innovations and improvements in products and in production and pro-
cessing techniques, as well as with respect to business models and processes. The main goals
here are to improve the performance of products and processes, increase their cost efficiency and
open up new areas of application.

The focus in the Polyurethanes Business Unit (BU) is partly on increasing the flame retardance and
insulation properties of the materials it supplies. The business unit is also researching alternatives
to petrochemical raw materials. The Polycarbonates BU focuses mainly on reducing the weight of
the relevant materials, increasing their energy efficiency and safety, and expanding design options.
The Coatings, Adhesives, Specialties BU concentrates on further developing its own technology
platforms and the related products in order, for example, to increase their efficiency and sustaina-
bility.

Cooperation is integral to the innovation management concept of Covestro. The company closely
cooperates with customers, scientific institutions, start-up companies and academic spin-offs.

1.4 Sustainable Conduct
1.4.1 Commitment to Employees and Society

> Attracting, developing and retaining the best managers and employees

> Corporate culture: dialogue, diversity, innovation

> Creating attractive working conditions

> Wide-ranging societal engagement

Our business success is based to a large extent on the knowledge, skills, commitment and satis-
faction of our employees. As a modern international employer, we offer our employees attractive
conditions and wide-ranging individual development opportunities. The key to this is our highly
effective system of vocational and ongoing training, which we are continuously extending. Along-
side 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 oppor-
tunity. That plays a part in employee satisfaction — along with our responsible approach to struc-
turing working conditions, which includes fair and respectful treatment at work, a transparent,
competitive 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.
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Our global human resources strategy is designed to help us meet business needs in the future as
well. It is adopted by the primary decision-making body of Bayer’s HR function, the HR Leader-
ship Team, which also sets binding policies and defines priorities for all regions and organizational
units. The HR Leadership Team is led by the Head of Human Resources & Organization. Our
Group-wide Employee Survey, which is normally conducted about every two years, and our insti-
tutionalized feedback discussions and analyses aim to achieve a steady rise in satisfaction with
Bayer as an employer. They enable us to monitor the effectiveness of our activities and make any
necessary improvements. Focal areas include strengthening our innovation culture, which provides
a trustful basis that encourages creativity, experimentation, collaboration and customer focus in all
areas. In the most recent Employee Survey we received an employee satisfaction rating of 87%,
thereby achieving our Group target.

As well as promoting our competitiveness, our forward-looking human resources strategy reflects
our social responsibility to provide secure employment and stable incomes, and to foster social
integration. We are also committed to supporting the general well-being of our employees with a
wide range of projects and initiatives in the central areas of health, education and meeting basic
social needs.

Employee data

Slight reduction in Group headcount

On December 31, 2016, Bayer employed approximately 115,200 people worldwide (2015:
116,600), a slight decrease from the prior year. In Germany we had some 37,000 employees
(2015: approximately 36,600), which was 32.1% of the total Group workforce (2015: 31.4%).

There was a reduction in the number of employees in the Asia / Pacific, Latin America and North
America regions, but a slight increase in the Europe / MiddleEast / Africa region. While the head-
count in the Consumer Health, Crop Science, Covestro and Pharmaceuticals segments de-
creased, there was an increase in the number of employees included in the Reconciliation and at
Animal Health. The breakdown by function shows fewer employees working in sales and more in
R&D. The proportion of women in the workforce was unchanged from the previous year at 37%.
Similarly, in 2016 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 eleven
years. The level of voluntary fluctuation (employee-driven terminations) was 4.6% in 2016 (2015:
5.0%), slightly below the previous year’s figure. The overall fluctuation rate was 12.3%, a decrease
of 1.6 percentage points compared with the previous year. This figure includes all employer- and
employee-driven terminations, retirements and deaths. This shows that we were again successful
in retaining staff in the company for long periods. Our workforce only includes a small number of
employees on temporary contracts and hardly any temporary employees from staffing agencies.

Augmented Version
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A1.41/
Employee Data
2015 2016 in %
Total 116,600 115,200 -1.2
by Region
Change
10.9% Latin America 51.6% Europe/ 2015 2016 in %
’ Middle East / Africa Europe/
Middle East/Africa 58,800 59,500 +1.2
25.8% Asia/Pagific 2016 North America 16,000 15,800 13
Asia/Pacific 28,800 27,400 -4.9
Latin America 13,000 12,500 -3.8
13.7% North America \
by Segment Change
2015 2016 in %
183.5% Covestro 34.8% Pharmaceuticals PATETEGEEE ~0,500 Seh D — 0
’ Consumer Health 13,500 12,800 -52
Crop Science 23,300 22,400 -3.9
17.6% Reconciliation 2016 Animal Health 3,800 4,000 +5.3
Reconciliation 19,700 20,300 + 3.0
3.5% Animal Health ' , Life Sciences 100,800 99,600 -1.2
\ 11.1% Consumer Covestro 15,800 15,600 -1.3
19.5% Crop Science Health
by Function e
8.3% General administration 2015 2016 in %
‘ Production 50,600 50,200 -0.8
13.2% R&D Marketing and
distribution 41,700 40,200 -3.6
201 6 43.6% Production R&D 14,700 15,200 +3.4
34.9% Marketing and
distribution Gengrgl ‘
administration 9,600 9,600 0.0
by Gender Women Men
2015 2016 2015 2016
62.6 % Men Europe/
Middle East/Africa 22,100 22,300 36,700 37,200
37.4% Women 201 6 North America 6,200 6,200 9,700 9,600
Asia/ Pacific 10,400 10,000 18,500 17,400
Latin America 4,900 4,600 8,100 7,900
Total 43,600 43,100 73,000 72,100
by Age Group in % Fluctuation in %
30 30
30 — 28 27
— 23 24 Voluntary Total
20 — 15 1a In % 2015 2016 2015 2016
15 — Women 5.8 5.2 13.9 12.9
0= 4 5 Men 4.5 4.3 13.9 12.0
57 0.1 0.1 | Total 5.0 4.6 13.9 12.3
<20 20-29 30-39 40-49 50-59 >060

2015 = 2016

2015 figures restated; values rounded to the nearest hundred; number of employees in full-time equivalents (FTE)
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A1t1.4.1-1/1

: Employees' by Employment Status, Region and Gender 2016

Permanent employees Temporary employees

Women Men Total Women Men Total

. Europe/Middle East/Africa 21,200 35,800 57,000 1,100 1,400 2,500
- North America 6,100 9,500 15,600 100 100 200
- Asia/Pacific 9,700 16,900 26,600 300 500 800
: Latin America 4,400 7,000 11,400 200 900 1,100
Total 41,400 69,200 110,600 1,700 2,900 4,600

: " The number of employees on either permanent or temporary contracts is stated in full-time equivalents (FTE) and rounded to the
nearest hundred. 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.

A1.4.1-1/2

Employee Fluctuation' by Region, Gender and Age Group
Europe/Middle

East/Africa North America Asia/Pacific Latin America Total

% 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016

- Women 8.3 9.4 15.7 15.5 22.2 17.6 19.2 15.9 13.9 12.9

: <302 20.4 17.8 36.1 22.8 24.9 21.0 29.1 22.7 24.5 20.0

30-49 7.0 9.2 14.1 13.7 20.4 16.1 17.4 14.5 12.6 12.2

>=50° 5.5 6.2 13.2 16.5 291 18.9 12.9 14.3 9.1 9.8

Men 8.0 7.3 13.2 14.3 23.6 18.6 19.2 17.4 13.9 12.0

¢ <80° 28.7 17.9 35.8 25.6 31.3 27.6 31.4 28.3 30.7 23.8

: 30-49 6.1 6.2 10.0 111 21.7 16.5 16.0 13.8 12.3 10.7

>=50°% 5.2 5.8 12.8 15.8 17.2 13.8 19.4 20.5 8.7 9.3

. Total 8.1 8.1 14.2 14.8 23.1 18.3 19.2 16.8 13.9 12.3

" 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.

. % The fluctuation rates for the >=50 age group are mainly due to retirements.

. At our significant locations of operation, we use temporary personnel from staffing agencies on
. a small scale, primarily in response to short-term personnel requirements, fluctuations in order
- levels, temporary projects or long-term illness. In Germany, temporary staff make up 2.4% of

. the total workforce. At our significant locations of operation, the average is 3.5 %.

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 why we welcome open-minded employees who question the status quo. A profes-
sional approach to attracting suitable talents is key to this. In 2016, we established our uniform
employer brand “Passion to Innovate | Power to Change” around the world. This expresses what
we expect of our employees and, at the same time, what we as a company offer them. We use
our employer branding internally to enhance employee identification and externally to position the
company on the employment market. In total, the Bayer Group hired 12,012 new employees in
2016.
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A1.4.1-21

New Hires' by Region and Gender
Europe/Middle

East/Africa North America Asia/Pacific Latin America Total

: 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016

. Women 2,513 2,318 1,024 754 1,569 1,265 666 599 5,772 4,936

<30 1,179 1,147 308 220 937 697 375 318 2,798 2,383

30-49 1,221 1,058 515 366 611 543 286 278 2,634 2,245

>=50 114 113 201 168 21 24 5 3 341 308

Men 3,480 3,057 1,406 1,008 2,762 2,026 1,082 986 8,729 7,076

<30 1,815 1,634 503 316 1,709 1,114 611 523 4,638 3,587

30-49 1,452 1,246 597 478 1,009 888 452 437 3,509 3,049

>=50 212 177 307 214 45 23 19 26 583 440

. Total 5,994 5,375 2,430 1,762 4,330 3,291 1,748 1,584 14,502 12,012

. 2015 figures restated
- The figures also include the discontinued operations.
" Converted into full-time equivalents (FTE)

. Our excellent reputation as an employer is shown by numerous external surveys, awards and
- accolades.

High level of vocational and ongoing training

Vocational training plays a key role at Bayer in order to meet the need for skilled employees. We
provide sound training in more than 20 different occupations and offer more vocational training
places than required to meet our needs. In Germany alone, around 1,145 young people embarked
on a vocational training course at Bayer in 2016. In addition, Bayer offers trainee programs in
Germany in areas such as financial management, human resources and engineering. Furthermore
we give young people an opportunity to gain an early insight into a practical work environment.
Overall, we provided some 2,800 professional internships for students around the world in 2016.

A key aim of our personnel development strategy is to create an environment where all employees
have the opportunity to develop their full potential. In the spirit of “lifelong learning”, we help em-
ployees in all fields broaden their knowledge and skills and keep up with the latest changes
throughout their working lives. Support ranges from knowledge sharing and peer learning to pro-
grams that take up new trends and perspectives. On average, employees at our significant loca-
tions of operation received 22.1 hours of vocational and ongoing training in 2016.

~ Online Annex: A 1.4.1-3

. At the heart of our ongoing training concept is the Group-wide Bayer Academy, which bundles

. our extensive continuing education offerings for employees and which was once again honored

. with the renowned Brandon Hall Group Excellence Award in bronze in 2016. Alongside system-

. atic development of managerial employees, it offers continuous professional training through

. various functional academies. In 2016, the average cost of training per employee was approxi-
mately €409. The next table contains a further breakdown of vocational and ongoing training.
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A1.4.1-311

Training Activities in Hours in 2016 by Employee Group and Gender
Women Men Total

Employee group

Senior management 24.3 16.7 18.6
Junior management 30.9 28.5 29.5
Specialists 20.2 15.8 17.5
Overall average 23.7 19.6 21.2

- The figures also include the discontinued operations.
" Selected training activities in the countries covered by the global training system, in which we generated approximately 72% of
our sales in 2016; 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.

Development Dialogue and feedback on performance

The aim of the Development Dialogue is to define possible perspectives for further career devel-
opment as a basis for a development plan that fosters employees’ personal strengths and ad-
dresses areas in which they would like to develop further. Some 31,000 Development Dialogues
were held and documented in 2016.

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 within
the framework of corporate targets. This is supported by our Group-wide performance manage-
ment system, which includes obligatory feedback discussions where employees receive meaning-
ful feedback from their supervisors on fulfillment of their professional and behavioral objectives.
This assessment also determines the level of their variable compensation. In 2016, this system
covered about 63% of our total workforce. 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. Vacancies throughout the Bayer Group, from nonmanagerial right
up to senior management level, are advertised via a globally accessible platform. In 2016, around
11,700 vacancies in 63 countries were posted here. International assignments are also an im-
portant element in employee development. Around 1,000 employees around the world participat-
ed in international assignments in 2016.

Corporate culture: dialogue, diversity, innovation

Ethical standards established

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 retalia-
tion. These standards are set forth in the corporate policy on Fairness and Respect at Work.

Communication at all levels

We involve our employees in business processes through active dialogue and further develop
employee communication formats. The previously separate intranet sites for different countries
and companies have been combined in a single platform covering all employee needs. Informing
staff promptly and extensively about upcoming changes, in compliance with the applicable nation-
al and international regulations, is very important to us. We engage in open and trustful dialogue
with employee representatives.
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© The main dialogue formats are regular employee assemblies, information events for managers
- and the European Forum, where employee representatives from all European sites engage in
- discussion with the Board of Management on issues of central relevance to the company.

- Our employees actively use opportunities to discuss company-specific issues and scope for

: optimization via various communication channels. For example, Bayer fosters a culture of inno-
. vation at the workplace through two platforms for employee suggestions: the Bayer Ideas Pool
- and the Ideas Forum. The suggestions made by employees on improving processes, occu-

: pational safety and health protection are rewarded and utilized. In total, 3,408 ideas were sub-
© mitted in 2016. Around 45% of the suggestions for improvement evaluated in 2016 were im-

- plemented. In the first year of implementation alone, those improvements that led to

: quantifiable benefits generated savings of more than €13 million. In 2016, Bayer distributed bo-
- nuses of around €1.7 million for the implemented proposals. Another example of employee par-
. ticipation is the Board of Management's appeal to all employees to submit suggestions on im-
. proving the Group-wide performance management system via the “WeSolve” platform.

Diversity and internationality are hallmarks of Bayer

A diverse employee structure is vital for our company’s competitiveness. By embracing diversity
we improve our understanding of changing markets and consumer groups, gain access to a
broader pool of talented people and benefit from the enhanced innovative and problem-solving
abilities that are demonstrably associated with high cultural diversity. Mutual understanding and a
gender and cultural balance, especially at management level, are important success factors. We
have an inclusive approach: diversity is integrated into all relevant human resources processes
and driven forward by the management.

~ Online Annex: A 1.4.1-5

. Bayer has officially adopted the United Nations’ Women’s Empowerment Principles, a set of

. seven principles that sum up how women can be strengthened in the workplace, on the em-
. ployment market and in the community. The company is also a founding member of the Ger-
. man “Chefsache” network sponsored by the 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.

Overall, the Bayer 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 locations of
operation we hired 390 employees for senior management, 70% of whom are employed in their
country of origin.

Group-wide, Bayer had raised the proportion of women at senior management level to around
29% by the end of 2016 (2015: 28%). Without Covestro the proportion was 31%. Our aim is to
raise this to 35% by 2020.

~ Online Annex: A 1.4.1-6

. Of the members of our Group Leadership Circle — the senior management level below the

. Board of Management — in which 31 nationalities are currently represented, around 67% come

. from the country in which they are employed. The proportion of women also increased in the

. Group Leadership Circle. By year-end 2016, it was made up of 84% men (2010: 93%) and 16%
. women (2010: 7%).
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. The next table shows the proportion of men and women in various employee categories.

Augmented Version

A1.4.1-6/1 A1.4.1-6/2

. Bayer Group Workforce Structure’ Proportion of Women in the
Workforce 2016
Women Men Total %

' 2015 2016 2015 2016 2015 2016 63 71
: Senior management 3,100 3,300 8,000 8,100 11,100 11,400 37 29
. Junior management 11,300 11,400 16,600 16,600 27,900 28,000 I
. Skilled employees 29,200 28,400 48,400 47,400 77,600 75,800 Tonl !emor
* Total 43,600 43,100 73,000 72,100 116,600 115,200 (115200 FTEs) management
. Apprentices 800 800 1,800 1,800 2,600 2,600 (11,400 FTEs)

- 2015 figures restated
" Number of employees converted into full-time equivalents (FTE) and rounded to the nearest hundred

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.

We attach great importance to equal pay for men and women, providing fair and competitive
compensation and informing our employees transparently about the overall structure of their com-
pensation.

s Online Annex: A 1.4.1-7

© 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 managerial level, this is based on uniform

. evaluation of all positions throughout the Group using the internationally recognized Hay meth-
. od. In areas of the Group and jobs that fall within the scope of a binding collective bargaining

. 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, too, com-

. pensation levels are aligned to local market conditions. In the majority of cases, full- and part-
. time employees at our significant locations of operation receive the same rates of pay. The situ-
. ation differs with regard to employees on temporary contracts as they are not entitled to long-
. term compensation components such as pension plans in some countries.

Our compensation concept also includes variable one-time payments. More than €1,400 million is
earmarked for bonus awards to employees for 2016 under the Group-wide short-term incentive
(STI) program. In many countries, employee stock programs enable our staff to purchase Bayer
shares at a discount. We also offer senior managers throughout the Group “Aspire,” a uniform
long-term compensation program based on the development of the share price.

Our personnel expenses for continuing operations amounted to €11,357 million in 2016 (2015:
€11,176 million). The change was mainly due to salary adjustments and higher employee bonus-
es, which together outweighed currency effects.

m— \\lOMeEN
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Significant locations of
operation: see Glossary

O

Short-term incentive
program: see Glossary

O

See also Note 12 to
B Consolidated Financial
Statements
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Alongside attractive compensation for their work, Bayer contributes to the financial security of its
present and former employees after their retirement. The present value of total pension obligations
at the end of 2016 was €28,995 million. Personnel expenses in 2016 included pension expenses of
€1,064 million. Payments of €1,131 million were made in 2016 to current retirees.

A1.4.1/2

Personnel Expenses and Pension Obligations
€ million 2012 2013 2014 2015 2016
Personnel expenses 9,194 9,430 9,693 11,176 11,357
of which pension expenses 681 897 834 1,060 1,064
Pension obligations 22,588 20,682 27,771 26,809 28,995
Pension benefits paid 887 925 942 997 1,131

2015 figures restated; figures for 2012-2014 as last reported
" Present value of defined benefit obligations for pensions and other post-employment benefits

Work-life balance

Present and future employees attach great importance to achieving a balance between employ-
ment and their personal and family lives. In many countries our commitment in this area goes well
beyond the statutory requirements. We offer our employees flexible working hours and support in
child care and caring for close relatives.

In 2015, Bayer introduced uniform conditions for short-term mobile working in Germany through a
new General Works Agreement with the Works Council. In addition, employees in Germany can
convert part of their salary into free time through the “BayZeit” long-term account. There are simi-
lar programs in other countries as well.

In 2016, the Bayer Group had some 10,700 part-time employees, in particular in Europe. This
figure represents 9% of the total headcount.

v Online Annex: A 1.4.1-8

A1.4.1-8/1

Percentage of Part-Time Employees by Region and Gender
Women Men Total
% 2015 2016 2015 2016 2015 2016
Europe/Middle East/Africa 23.0 23.8 11.6 12.2 16.0 16.7
North America 1.2 1.8 0.2 0.1 0.6 0.6
. Asia/ Pacific 2.1 2.6 0.1 0.2 0.8 1.1
- Latin America 0.1 0.1 0.0 0.0 0.0 0.1
- Total 12.7 13.5 6.0 6.5 8.5 9.1

2015 figures restated

Bayer enables both men and women to take parental leave. Since national parental leave regula-
tions vary widely from country to country, we only compile data for our significant 