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Bayer Gmup Key Data

12t Quarter =t Quinter Full Year—l
) - S0s Change 2005
€ million "
Nt sales ' &, 700 7,494 + T1.8% 27,383
Ch:.mg: in sxles
Vaolume - +2% +4% + 1%
{ Price + 805 + 04 : + 7%
}_Currunl:y - -2% | + 5% + 1%,
Partfalia + 8% + 1% | + 9%
EBITDA" 1,427 1,552 + 805 4,647
Special ilemgs ' {138; (18} (435)
ERITDA bofore ipeoial items 1,575 1,080 +6.7% 5, uﬁ{
Qperating resuit (ERIT) 1.004 1,108 +10_4%, 2, B2
Specigl Hems ] (1381 (128} (458}
| Operating resuft (EBIT) pefore speciul items 7,742 | 1,224 | + £20 3,300
Return on ssics R 15.0% 14.8% | 113.3'%4’
Han-sperating re=ult 13n 21 - 67.6% (613}
Mot ingotne G52 [A1]8) - B.d% 1,59'7_‘
| Earning= per share (€3¢ 0.89 _ 0.8 ‘ 219
| Gtoss cagh Aow’ T 1701 1,1*5;5\ . A8TI% | 3,47{‘
’E:t cash flow* ‘ ‘ (226} 128 . 3,542 |
| Capital expendityres (totall . _ 131 | 4Ty | + 131.5% i 1,389 |
Bezearch and developiment exponses - 422 J 450 + 7,30 { 1,886 ‘
Depreciation and amertization ' 433 F‘ 444 280 | 1,935
Number of cmplayees at and of periad . _ __93,=00 } B 23,600 + 0.3% 1 93,:?1:16
Personnel crpenses o 1,507 | 1617 | 17.3% | 5912

? EBITDA = cperaling result (ERIT) Rliss depreciation and amertization

2 Earnings par share =z dafined In 1435 33 net ineome divided by tha averoge number of sharas aylstandlng (730,34 milllon shares)

3 Grozs cash flow = oparating result (E8)1T) plus depreciation and amaortizstion, mings tncome taxes, fminus galms/Blus lpsmes on retirements of noneurrenl assets,
plus/minuy changus In pension pravisiony, The latler ltem Ingludes the slimination af NORgash campaner ts of the opprab n7 rezuit, Ik alss gontalns benwRt
Payments dyring the period.

4 Mot cash flow = cash flaw from aperating agtivities acgerding ta 1AS 7

Bayer Slockhaldars’ Newelel ler 16
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Dynamic start to 2006

Record quarter for Bayer

- Sales up 12 percent to €7.5 billion-
+ Best-ever operating performance

— EBITDA before special items €1.7 billion

~ EBIT before special items €1.2 billion

+ Plans to substantially expand the HealthCare business by acquiring Schering

Overview of Sales, Earnings and Financial Position

Bayer got off 1o a dynamie start in 2004, continu-
ing the previous year's positive trend. Group saleg
in the first quarter showed an 11.8 percent year-
on-year increase, from €6,704 million to €7,494
million. Growth was tnainly attributable to Health-
Care (+20.9 percent) and MaterialScience (+10.5
percent), with gales of the CropScienc e subgronp
1.5 percent above the high level of the prior-year
quarter. Adjusted for currency and portiolio effects,
Group sales grew .2 percent.

This gralifying busincss trend led 15 a record
operating performance, with Eerroa befors special
ilems up 6.7 percent to €1,580 million (Q1 2008:
1,675 million).

EBIT before sperial items advanced g.» percent 1o
€1,2z5 million (Q1 2005 €1,142 million), With
sales growth in all of the HealthCare divisions well
inte double digits, this was the main reason for the
#7.7 percent fumnp in this subyioup’s operating
result, while the 11.1 percent earnings improve
ment at MaterialSeiznce was primarily driven by
2clling price increases. Despire difficult market
conditieng in Brazil, CropSeience carnings slipped
by just .6 percent from the high figure for the firgt
quarter of 2o0s.

Bayei Slackhaiders” Mewsdeller 70106

First-quarter earnings were inpacted by special
items totaling €12¢ million (Q1 200s: €128 mil-
lion). These included an amount of €110 million
arising from a finding against Hayer in an arbitra-
tion proceeding in the United 3tates velating to
MaterialSricnce. Bayer will explore all possibiliies
for legal recourse in this matter and has also
assetted a dlaim to payment in a geparste arbitra-
tion proceeding,

After special items, EBITDA for thie rst quarter of

2006 rose 2:9 percent to €1,658% million {(Q1 2008:
€1,457 million), whi e Eerr advarced 10.4 percent
o €1,108 million (Q1 2o0s: €1 004 millian).

After a €213 million non-eperating loss, pre-tax
income improvr:d' slightly to ¢si95 million. The
non-opetsling result included net inferest expense
of €144 million (Q1 so0s: €20 million). The merease
in interest expense ‘was due to interest incurred
on retroactive tax payments in Germany and on
payment obligations arising sul of the above-men-
tioned U.s. arhitration proceeding. After tax cxpense
of €292 million, income from conlinuing operations
was €597 million (Q: 2008: €551 million). Group
net income after minority inter=sts amounted to
€600 million (Q1 2005: €652 million). The prioz-
year fignre included €55 rnillion in inecme from
discontinued operatisns (miainly Lamcess),
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Nct Sales by Market

_Uperating Result (EBIT}

€ milllon Tatal € million
oy 2005 B E&74 1 s o 205 [ 1,004 i
s 4297 ] 7,494 s | 1,108 ]
g o0 E 5,971 7,053 g 05 74 ]
004 2006
o 05 5,475 1 451 gy 2oos [ 570 i
2006 2008
qo D08 £077 B 7,095 gy 2005 (792
2008 20
I:l Foreign Domestig

Benefiting from the growth in esiT, first-quarter
gross cash flow improved a1 percent to £1,190
million {Q1 2oos: €1,101 million}, while net cash
flow came in a clear €354 million ahead of the
prior-year quarter, at €125 milljon,

Net debt on March 21, 2008 ameunted o €8.7
billien. Mis was €o0.2 billion higher than on

Takeover Offer for Schering AG

On March 28, 2006 we announesd our intention
Lo acquire Schering AG. The formal takcover offer
of €86 per Schering share or ans (American De-
positary Share) - representing a total transaction
volume of €16.5 billion — was published on April
12, 2004, In particnlar, the offer iz coptngent
Upon a Minimum acceptance threshald of 7 per-
cent of the outstanding shares of Schering AG by
the cnd of the offer period and ithe approval of
the antitrust authorities in the United Siates and
Burope. The acee¢ptance period ends on May 31,
2006.

The acquisition of Schering is cntirely consistent
with sur strategic objective of strengthicning the
HealthiCare business, especially in the areas of .
pharmaceutical specislties and CONSUmer care, in
order to substantially expand the role of the Bayer
HealthCare subgroup as the primary growth
engine of the Bayer Group ss a wholc.

Iayer Sloaekhalders” Mewsdeller 2008

December &1, 2008 €55 billoy and €1.4 billien
lower than on March 1, 2005 (£7.1 billion).

Provigions forpensions and ether post-employinent
benefits, at €¢.5 billion, were 0.0 billion lower
than on December 1, 2008, maialy as a result of
higher capita] market rates.

The acquisilion weld mise the specialty products®
shiare of Pharmaceuti=als Divisicr. sales from the
current level of 25 percent to arennd 7o Ppercent.
Ineluding Schering, pro forma combined pharma-
ceuticals sales in 2005 would have been in the
region of €9 billien, The merger would also give
us a balaneed portlolia of establizhed businesses
and digproportionate y fasi-growing franchises
such as encology;, carciology/hematology and gv-
necclogy. The biotecanslogy products provide
anothcr excellent platfsrm for fortlep growth, The
coinbined produet pip=ling thus has the potental
for sustained innovaticn. We plan o further opti-
Kize our upport for vorthwhile nrojects by sig-
nificantly increasing the research gad development
budget for the pharma seuticals oparmtons,
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It is intended 1o finance the transaction with &
combination of equity, debt ang hybrid capits]
instruments, In this cannection we fuecessfully

in April. We Plan to generage additional finaneing
by divesting H.C. Starck and Wolfr Walsrodcin the
Bayer MaterialScicnes subgroup, thys ¢neltring a
Realthy balance-sheet structure for the future, We
EXPect fo retain a gogd investment-grade credit
rating even after this rangaction,

Outlook

Despitep ersistently high Energy and raw material
prices we are anticipating furthep global ceonom-
ic growth in 2006, The U.5. economy should remajp
robust, although growth ay not be quite o sfrong
as of [ate. The uptrend that emerged in Europe
toward the end of Jagt year continued in 1he firgy
quarterof zone. We therefore expect this region's
CConoIny to grow slightly faster in 2006 than in

2005,

Haryet Slockhaldery” Mewsdallar 2015
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Net Cash Flow
€ milfior
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o4 2005 | . :__t_"_z"f—i]
2004
. —_—

At present we ape rot altering the guidance we
gave in March, On ke basis of fli2 ©Cconomic fore-
<ast outlined above, the Bayer Gronp iz stil] targei-
ing a slight icreage: in undedyiny gpry and ERITDA
In 2006 and ap underlying gy rrpa margin of
approximately 19 peicent for the )] year

The market ENvirentaent for oyr Present HealthCare
activities showld remai, favorable, with all divisions
able 1o grow at Least with the market. We expect
nnderying Epry 1o iy 'eage by mure than 14 per
cent from last yesr

We predict 3 5 ight expansion in the crop science
market this year, Espeeielly in light o recen Droduct
launches, we are targeting above markct sales
growth and an increase in underying gprr, F urther
restructuring is planneg to further improve |he
underlying enrrps margin.
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We also predict continuing pesitive markct condi-
tions for our MaterialScience buginess, which
should therefore continue to grow. Against this
background, underlying 5T for this subgroup
should remajn atan excellentievel in 2006 although
it could be somewhat lower than for 2008, We
expect the EBITDA margin for the full year to colne

lnfefini Report as of Mareh 21, 2006

in slightly below he 18 perzent tecorded for
2005.

The abave guidance does not tale into accomnt the
effects of the plann:d acquisition of Schering.

Performance by Subgroup and SEQment‘

Qur buginess activies are grouped in the H ealthCare, CropSeience and Materia)$eizace Eubgroups.

r . 15t Quarter | Proportion cf Ist Quarier | Proportion of
Salesby Subgroup and S'n.:grnent 2005 | Goup Sales 0 2106 | oeup Sales %
£ million .
HealthCare 2258 3 2581 =4

Pharmaceuticals o582 Tab 1,148 15

l Consumer Care _ 5232 # SAR 9

Diabstes Care, Diagrostics 451 ¥ ] 7
Animal Health 99 5 310 3
GropScicnce 1,744 24 1171 5{
Crop Protection B 1,417 21 10 %
Envirenmental Science, BiaSciznce 327 5] it 5
MaterialSaience ~ 2,544 38 2,411 3]
. Materials ‘3_23 14 1838 14
Systems _ 1,621 24 1775 24|
Reconciliation ~ za1 a 3 ‘I(
Bayor Group (continufng operations) - &, 704 100 - T4 'IEJ

Bayer Slockbolders’ Mowslelier 2008



Q

Bayer HealthCare |

. The Rayer HealthCare subgroup lifted sales 20,9

Percent year on year to €2,581 million {+€442¢6
million). Om & currency- and portfulio-adjusted
basis, gales rose 15,1 pereent. All divisions con-
tributed double-digit sales inereases. Rusiness in

" Neorth America showed particylarly strong growth,
EPBIT incresscd 124.0 bercent yearon vear to €410
milion. Before special itens, egpecially the expenses
recorded in the prior-year period for the termina-
tion &f a ¢co-promotion agreement for Levitra®,
EBIT moved ahead strongly, rising 7.7 percent to
£a16 million.

Pharmaceuticals

Sales of the Pharmacenticals scqment inereased
by €196 million, or 20.6 Parcent, yoear on year
to €1,148 million. Since Janoary 1, 2006 the
Fharmaceuticals Division has been divided into
three business units: Primary Care, Hematology/
Cardiology and Oncelogy.

The Primary Care buginess unit saw salcs expand
9-6 percent to €727 million. Strony growth in
Avelox®, Levitra® and other core Pproducty more
than offset the expected drop in sales of our ant-
biotic Cipro®™. Additional sales of this product to
government agencies had boosted sales in the fret
quarter of 2005.

Sales in the Hematology/Cardiology business unit
Tose 41,5 percent to €327 million. Koganare®, in
particular, posted strong growth of sz, percent,
benefiting from a substanlially higher volumes in
the United States and Evrope.

by Slackhatders’ Newdel les G
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Atthe same titic, we registercd a decline in gales
of Trasylol®, our sroduet for use in open heart
surgery. Two separate studies reparted 2 passible
link between the 15e of Trasylal® (aprotinin) and
severe renal dysfur cton or capdiovaseular or cere-
brovagcular problems (heart attack or girake) in
patients treated with tuis drug. However, the long-
lerm gtudies avail:ble 1o ug and our experience
with Trasyiel® indicate that it 5 ¢, safe and effective
medication when used correctly. The gtudies are
currently being evaluated by the Fpa and th

EMEA. '

The new Oneology buginess unit 1aized sales to €54
milion, the increase resulting wmainly from
the suceessful launch of our 1ow CANCET drug

Nexavar®.

Qur specialtics business {(Hematology/Cardiology
and Oncology) thus expanded by 54.3 percent
overall, ‘

EBFT for thie Pharmaceaticals segirent improved hy
€116 million to €20: millicn. Iy should be noted
here that a milestane Payment of €41 million for
the latc-stage development prodict alfimneprage,
made under the agreewment zonelyded ‘with
Nuvelo in January, was capitalize:d 25 an intangible
assef and thus did not impaet earnings. Adjusted
for special items, which in the PIEVious Year mainly
comprised expenses for terminating 1 co-promo-
ton agrecment, ERfT inercased LE.5 percent to
€207 million despite higher mareting and rap
expenses. The improvement in earaings was chiefty
due o the segments's goed sales performance.
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Bayer HealthCare

€ milllen

I=st Quarter
2005

Net alex

EBITDA*
Special ftems

Net coch flawt

—_——

_ .
Best-Szlling Bayer HealthCare Fro:lm:ts
— el s bl
Kogenat: (F’hurmaccutr:alﬂ)

Asenzish product line {Digbetes Cars

Axpirin® (Congumear Csrm’Pharma:cu ticals)

Adalat® (Fh _tFharmaceytieals)
—_

Advla Centagr® System (Diagnostics)

Ciprobay®/Cipra® (Pharmaceuticals)

—= ¥ Mipra” tPharma

Avalax®/Avelon® (Pharmaced tice I=)

Levitra® (Pharmaceuticals),
Glucohay® (Pharmaceutieals)
Advantag:"/f\dvanl:ix" {Animal Heajth)

Aleve®/naproxen (Concumer Care)
—— T TRen ftontumer

Conesten® (Conzumer Care)

Jrasylu!" {(Fharmaceulic alsy

Bayti)® 1Animal Heallh}

Rapidlab® Rapldpaint® (Dlagnusucsl
S et il L

Net =ales
Primary Care

—
HemaLn lo gy.-’(,'.ardmlogy
Cl'm:-:ulugy

EBITDA*
Speciofitems
EBITDA befu_msp ecigl ifem s
Operating rosult l_!_iEl'I',l
Sprclaliems
Dmmm&ﬁ befareEfaf items
—— = T 9ff0re speciul jtem

Gross cash Aow®
Net cosh flows

T far definltlon ges Bayer Group Key Dats on pane 2
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Consumer Care o
Sales of the Consnmer Care zegment in the fpst
quarter of 2006 advanced 2.5 bercent to €g40
million, Thig Pleasing trend was driven Imatnly by
Tapid expansion in Europe and North America, a
eontributory factor here being sursucecss in majn-
taining the growth mom entum of newly acquired
produets snch ag Rermie®, Bepanthen®/Bepantiol®
and Supradyn®, Sales of Aleye® surged 5o percent
compared with the Prior-year quarter, when they
were hampercd by the debate swrmounding non-
steroidal anti-inflanumatory drugs (NsAips), Alove®
thus became gur second-best-selling Congum er
Care product after Aszpirin®,

Segment gprT improved by €87 million to €osg
million. Before special items relating ro the inte-
grition of the Roche business, knT rose €67 mil-
lon, mainly dye 1o the growth in ayles. It should
be noted here that the fair-value measurement of
inventories acquired from Roche had 4 one-fime
impact on mAarging in the game period of zo05.

Daver Slockbnlder Neweste e 2064

Diabetes Care, D agnostics

Sales of the Dinbetes Care, Diagn estics Scgment roze
by €110 million, or 23,4 berzent, to €5%1 mil-
Hon, '

Compared with a vseak Prior-year quarter, Diabe-
tes Care reported g increase ¢ f €50 million +a35.0
percent), driven by substantiolly higher sales of
our Ascensia® Contyur® bload jlucoge moenitoring
system in North Ar erica, Sales of the Diagnogtics
Division expanded by €60 milliv, oy 18 9 percent,
chiefly due to growth in eurlak sratory systems in
North America.

Thanks to the strong sales perfurmance, seginent
EBIT improved by 5.z percent to €59 million,

Animal Health

Sales in the Animal Health segment advanced 10.¢
percent to €220 million ag volumes increased in
all regions, cspecially Burope, A1 the same tizne,
this segment benefited Irom the Burepean market
launch of Prefender® 4 new dewormer for cats,

ERIT of the segment increased sightly from an
afready high level 1o ¢351 million,




1

Interim Report as of Mareh 31,-2006‘

Consumer Care

£ million 15t Quarter 15t Quarier Change
20058 Znhs %
Het salex E23 !5 42 | +22.8
EEITDA* :I-_E 129 .
Specivl items (27} [¢H] |
EBITOA hefore special items L 130 + 7037
Operating rezult (EBIT) 11 98 -
Special ilefns (27} (1) |
pesating resuit (EBIT) hefore spm."iaf ilems 3 ik -
faross msh flow* T 37 “34 +127.4
Met cosh Aow® ai 9 -7%.3
Diabetes Care, Pingnostics _ i
Net zale=s 451 71 +23.9
Diabel=s: Care 14z 193 +35.0 |
Diagnostics FE W78 +18.9
EBIT DAY 77 102 +32.5
Special items it L u
EBITDA hefare special items 77 1azF + 324
Cperating result (EBIT) 37 ”_59' + 59 R
Speciol items 4 ¥
Operating resuit (ERITY before special ltems 37 a9 + Be5
Graoss cash ﬂnw‘.‘ . 56-" L 71 +26.3__
Net cazh flow? _ &l &3 +5.0
Animal Health
Net sales 7Y i} + 0.6
EBITDA* 55 57 +36
Special items i [
EBITDA befare special item s n 55 ) 57 + 2.8
Operating resolt {EBIT) 4f.' 3| + -_ﬂi
Special items ' " 0
Operating reselt (EBIT) befure specigl itams 40 51 v 4T
Gross ash ‘ﬂuw”“l : ah 39 +11.4
Net cash tlow™ B L |

= for definitlon ses Bayer Growg Key Data on page 2
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Bayer CropScien_ce

The Bayar CropScicnce subgroup gecrated sales
of €2,771 million in the first quarter of 2006 (41,5
percent). Currency- and Portolio-adiusted sales
declined by 5.8 petcent and garT slipped €4 mil-
lion to €408 miltion (—1.4 percent),

Crop Protection
First-gquarter sales in the Crop Protection pegmert
were almost unchanged Year on year at €1,415
million. After adinstinent for currency cifects, they
were dowIl 6.8 percent. While sales &f fungicideg
showed encouraging growth, business with insec-
ticides and sced treatment rroducts declined, Sales
of herbicides came in at around the pricr-year
level,

Qur erop protection business remains hampered
by tough market conditions, especially in Brazil,
where the continuing appreciation of the currcncy
15 holding back exports of famn produce. This has
clipped demand for agricultural inputs, egpecially
insecticides and fungicides, As expected, sales of
aur herbicides and seed treatment produets de-
clined in Europe due ta the reducton in sugar beet,
acreages foliowing the reform of the wir, sugar
market.

layer Stockhalders” Newsletlce 2006
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On the positive sids, sales of gur top ten produets
advanced 5.8 percant despite the diffieult overall
market situation. Also descrving special mention
ig the success of recent produei lannches such ag
the cereal fungicides Proline® : nd Fandango®, the
herbicide Atlants® and the ineveticides Oberon®
and Envidor®,

EEBTT of the Crop Protection seginent slipped 11.5
percent year on year to €285 million, mainly due
to g decline in business in Latin America that was
only partially offset y cost gavngs,

Environmental Science, BioSciznce

The Envirommental sicience, Bic%eience segment
lifted first- quarter salos 5.5 percent to €288 million.
Adjusted for currency effects, thic increase came
10 E.4 percent,

Sales of the Envirenmental Science unit msc by
10.2 percent to €493 million. Apart from positive
currency elfects, this was attrik utable to highey
sales of our praducts for brofessional wsers, The
BioScience Business Group increased sales by
7.8 percentto €165 mllioy, thanks largely to good
business with vegetatle secds.

Segment EBer advanced a7 pervent to €123 ynil-
lien, driven by the pesitive zajes trend and cost
savings.
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Bayer CropScicnec
€ miliian st Quarter st Gunrter Change |
2003 006 | %
| Not sales 1744 L7 +1.5 |
EBITDA* - 557 551 -1a
Special items ‘(-"J} a
ERITDA befare special ltems LT 1Y 557
Operating result (EBIT) I " iom
Special items T {1 a
| Oparuling resnit (EBIT) before sp acial items 4z 108
Gross cash flow* ELn 287 + 0.0
Hit cash Aows a7 - {360) + 7.7
Best-5elling Bayer CrapSgicnos Products
Confidor?/Gaucho®/Adntice " Marit®
{Inzecticidas/Seed Treatmant/Enviconmental Seience) 171 185 -31.5
Folicur®/Raxil® (Fungieides/Seed Treatment) __ KR g5 -21
Basta®/Liberly®™ (Herbicides) 3 72 +22.0
Puma® (Her bicides) &7 6 1.5
Praline® {Fungicides) 3| 58 TRE
Flint"/Stratege *Sphere® (Fungicid o) 45 49 0.0
Atlantis® (Herblcides] — 43 19 +16.7
Belanal® (Herhicides) _ 52 45 -13.5
Temik® (Insecticides) _ 40 44 +10.0
Decis®/K-Othrine® (Insecticides/Environmentsl Seivnee) .38 44 I ALEE:
Total T BE1 a9 +58
Propartion of Bayer CropScience sufes 7% ek
[Crop Fl:;te:ﬁun
Net sales 1,417 1,413 -0.3
lnsecticides . 364 348 -4.4
| Fungicides 347 178 1+ 8.9
| Herbicidez 554 LED -9
Serd Treatment B - 151 137 - 9.3
EBTDA: T 443 s -84
Special itlems o &
EBITOA hefore special ftems 452 108 -10.2
Operating result {EFIT) 322 T ams -11.5
Spectat ftems f? 4 ‘
Operating resuit (EBIT) before speciuf fleany 237 485 -13.2
Gross cash Row* B 207 | 285 -2
Net cash iow" _ 3231 12e9) +10.5
Environmental Scishce, BioScience T
Net sales - az7 ¥38 9.5
Envirornemertal Science o 174 193 +10.9
BioSclence 153 | 145 +7.8
EBITDA® T 114 145 +27.2
Speciofftems o o
EBITDA beforg special items I 745 +27.2
| rpora ting result (EBIT) B T 13 + 337
Special items o a [ )
| Operating resutt (ERIT) before 5p ectal Hets 97 .23 + 337
Gross msh flow? 80 1-"3_ +27.5
Net cash flow* L &1 -89

* for dalinltion see Bayer Group Key Data on page 7
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Bayer MaterialScience

The Bayer MaterialScjegen subgroup continged to
grow sales strongly in the first quarter of 200s,
posting a rise of 10,5 Percent year on year tg 2,811
million. Currency- and portivlio-adjusted saleg
WCTe Up 4.5 porcent, Afl business units contrib-
tted to this pasitive performance, rpyr Amounted
to €aag miltion, down £57 million, or 16,5 percent,
from the Prior-year quarler, but EayT befors apecial
items showed a Pleasing 11,1 peycent ncrease, to
€451 million,

Materials
‘Sales of the Materials segment came to 1,035 mi-
lion {4424 pereent). Following Jast Year's price
tises, the Increase in fipgt quapter sales came lapge-
ly from higher volumes in the Polycarbonates
Lusiness unit, We ajsq succesded in Iaising sales
through price increages, particulary at H.C.
Starck,

Segment EurT of €464 million was at the previons:

Year's high leve]. ‘

1haryen Slockhaldes Newstmller 2)ug

Systems .

In the Sysiems FegMment, sales sdvanced to €1, 774
million, which wa s 9.6 prreent above the Same
quarter oflastyear In jhe Polytrethanes Businesg
Unit, given 4 slight decline in valnmes and prices
for Moy, the improvement i, sales wag drivey
mainly by the Previously annousced price increag-
es for o1 and palye her. The Ceatings, Adhesives,
Sealants business it and the Inorganic Bagje
Chemicale unit ales made strong gains,

EBIT of the Systems segrnet, at 11 5g million, was
down €&s million or 27,5 pepger from the prior-
YE4F quarter, mainly becauge of €110 millien iy
one-time expenses arising from an arbitration
Preceeding in- the Usjted States COMcerning the
producton elpropylenc oxide, EELT before ypecial
items came in €44 milion, or 17,5 Pereent, abgve
the prioryear quarter, This eamings improvement
was manly due 10 the brice rigeg echieved, which
more than offget the increase il raw marerial
Cosls,
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Bayer MaterialScience

€ million Tst Quarter st Quarter Ch.ansit
zZoos 20 B
Het sales 2544 24 +10.58
EBITDA* 533 | 473 T-113
Specral ftems a 71z
EBITDA bafors spacial ltems 523 LB + B8
Operating rezult (EBITY _ 404 139 =45
Speclal items j_—' 112
Operating resull (EBITY before speciglilems 408 | A + 717
Grass cash flow* _ 341 84 -7
Net cash flaw* 0] 99 .
Materials ]
Net sales ___ 923 1,035 +12.1
Polycarbonatex _ EBE 317 [ )
Thermoplastic Polyurethanes 44 54 V174
Walff Walsrode ' 72 78 +8.3 |
H.C, Slarck Z'l"? w47 +13.2
EBITDA o 11 +1.9 |
Speciolilems [4 [1]
ERITDA before sprcial items 21 1 214 + 1.9
Operating result (EBIT) R 155 | 160 b
Egea‘antems i a
Operating result (EBIT) befoce spectal items 15¢ | 160 - L4
Gross cash flow* 145 163 +14.0 |
Nut cash flaw* _ .13 51 -47
?y';t:ms ) ‘ —
Net salss 1,62" 1,774 + 9.6 |
. Polyuresthanes LAvIS o Fii'é‘; RN
Coatings, Adhesives, Sealants - _azn 269 +15.3
Inorganie Basic Chemicals g 106 +21.8 |
_(E) thers ) _ s 32 +7782
(EBITDA: 321 257 - 199 |
Special fl-l."l"l"l's 0 1‘_1 12) |
EBITDA before special ilems 321 369 + 15.0
Dperating result (EBIT) 247 179 -27.5
Special items 1 112}
Operating resuil (EBIT) bchfz speciod (tents 24, il HI7E
Gross cash flow” T 273 191 -12.4
Et cazh Aow* o &4} 238 -

* [ar dufinition sex Bayer Group Key Data on page 2
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Performance by Regﬁbn

In the first quarter of 2006, salcs showed & year-
on-year increase of €790 million, or 11.8 percent,
to €7,494 million. After adjustment for carrency
cfiects, this was equivalent to a 6.7 percent rise.
The greater part the Group’s growth was gener-
ated in North America, where sales moved ahead
by €a96 million (+22.2 percent). Of this increase,
roughly half was due to currency effects. The
strongest sales growth in North America was posted
by our pharmaceuticals and diagmostics activities.
While currency-adjusted sales of the CropScicnee
subgroup were roughly unchanged year 0T year,
MaterialScience reported a 9.8 percent improve:
ment.

First-cquarter sales in Enrope advanced by &.4 per-
sent to €2,308 million, with the main impems
coming from the positive trend at HealthCare.
(ermany reported above-average expansion to
€1,197 million (+16.2 percent. Adjusted for port-
tolio effects, the improvement was around 11
percent in Germany and about 4 pereent in Burope
ag a whole.

Itayer Slockholders Mrweslel e 2006

In Asia/Pacifle sales rose 8.9 percent te €1,120
million, with the Bayer Health{are and Bayer
MaterislScience subgroups posting the strongest
gaing of 12.5 percent and 2.1 perzentresp ectively.
Pusiness in China ceveloped particnlardy well
{(+35 percent).

In the Latin America/a frica/Middle Fast regior, sales
rose 18.3 percent to 2877 million. On a currency-
adjusted basis the inc1ease amour.ted o 1.8 percent.
Business growth in HealthCare and MaterialScience
more than offset lower sales of ¢rop protectiont
products.
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Liquidity and Capital Resources

Cash provided by operating activities {net cash
flow) T
Thanks to the strong growth ir, business, gross
cach flow increased by 8.1 pereent to €1,190
million (Q1 zoos: €1,101 million). Wet cash flow
improved by €354 million, Lo £128 million (Q1
2g0s: minns €225 million). Despite its highersales,
MaterialScience succeeded in keeping working-
capital growth well below thelevel offhe prior-year
quarter. This more than compensated for the in-
crease sagociated with the expansion of business
at HealthCare.

Met cash used in investing activities

There was a net cash outflow of €192 million for
investing activifies (Q1 2005: €947 million). Capi-
tal expenditures for property, plant and cquipment
(€240 million) and intangible asscts (€177 million)
rose by a total of €zas millien to €419 million
{Q1 zo05: €181 million). This mainly includes the
purchase of the European marketing rights for the
blood pressure treatments Pritor® and PritorPlus®

1Bepyrt Slackbolders’ Newsdebie 2106

and cxpenditufes for {1¢ expansion of pur polymers
production facilities 1 Caoiing, (*hina. A payment
of €41 million [or tac late-stage development
product alfimeprage under our sgreement with
Nuvelo Inc. is also included hers, It ig capitalized
as an intangiblé assel

(ash gutflows for acquisitions, toliling oo million,
mainly inciude the durchase price paid for the
biotech company Ieon Genetics AG. The higher
interest receipts, as well as the higher interest
disbursements refliected in the financing cash flow,
are primarfly due to amounts received [rom, or
paid to, tax authorities. '
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In the first quarter of the previous year, cash out-
flows for acquisitions mainly comprised approxd-
mately €1.2 billion for the consumer health business
of Eoche. Cagh inflows of €1,000 milljen from fi-
nancial asgets were also registered jn that quarter,
mainly due to the scheduled repayment of loans
by Lamxess and the expiration of derivatives. Cash
receipts from the sale of property, plant and eemip-
prent totaling €256 million in the first quarter of
2005 mainly related to the divestiture of the plasma
business in the United States.

Net eash used in financing activities

The principal compenents of the €187 miilien (Q1
2005 2az0 million) cash outflow for financing
aetivities were €ous million in interest payments,

€124 million for the net repayments of debt and
241 million for dividend payients o nunerity
stockhelders of cubsidiaries. At the same time, &
eash inflew of €176 million reslted from the rc-
imbursement of advayice capital goins tax payments
made on intragroup dividends in 2004,

Jncluding marketabl 2 securitics and other nstm-
ments, the Bayer Group had liqu  assets of €3,162
million as of March 31, 2o0s. Of this amount, €ugn
million was held in escrow aceounts to be used
exdlusively for paymante relating to civil law setie-
ments in antitrust proceedings, n view of the re-
striction on its use, tis liquidity ‘was nat deducted
when caleulating net decbt.

o

Kty Cash Flew Data

£ milllan 'l!tQual"ﬂ::r st Quarter
Z1135 ZDDL

Groxzs cash flow* 1..'1‘1]1 1,190
Changes-in werking capital {1,327) ‘ (1,0621 |

Met gash provided by {used inl operating activities

st cash flow, continuing opcrations) 1126) 128

Neteazh provided by [u-aed in) operating actlvities

{ne! eash flaw, discontinued oper ations) 132} g |

Mct cash provided by (used in] operating activitics (net cazh flow, totall 1 258] 128 |

Net gosh provided by fused inl investing aativitics (total) 5471 19z}
[Hiet cash provided by (used in} financing activities (total} 14300 187}
| Change in cash and cash equivelents dug to business activities {total} {1,485} (2ET)
® for dal:nition sea Bayer Group Key Dol on page 2

o | s

€ million . —_
' Noncu rrent financial fiabilitios az per balanee sheeats

tinclitding derivatives) _ 0,874 7419 |

Curfent financlal abilithos as per balance sheels

{including derivatives) ;502 1,332

- Derivative receivables 1472 {170}

Financial liabilitics o 1, A58 8,581 |

— Liquid acsels a5 per balanas sheets feax mnouni oot freeky avallable (1,783} (2, 284)7

Nt debt ’ 7115 E717

* £3,844 millien = €2,163 milllan - £ 279 million
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Employees

On March 21, 2006 the Bayer Group had #5,600
employees, o0 mere than on Maxch 31, 2o0s.
Headeount was 10¢ lower than at year end 2005,
“This slight decline was basically the net resuit of
headcount reductions at CropScience and the
service companies, partly effrcl by increases at
MaterialSeience and HealthCara.

The number of employees in North America was
virtually unchanged compared with December 21,
2005, There were appoximate increases of 400 in
Asia-Pacific and 100 in the Latin America/Africa/
Middle East region. The numbcr of employees in
Europe declined by svo.

Personnel expenges showed a 7.2 percent year-
on-year rige in the first quarter of 2008, to €1,617
million. Adjusted for currency effects, the increase
came to 3.5 percent.

Hayer Slockbolders’ Mewslellee 2006

Legal Risks

Asa global company with a divetse business pﬁrt—
folio, the Bayer Group is exposcd to numerous
legyal risks.

Legal proceedings currently considered to invelve
particularly significent risks ar: outlined below.
The litigation referred to does not necessarily
reprasent an exhanstve list,

Lipobay/Bayeel: As of March 21, 2005, the number
of Lipohay/Baycol cases pending againgt Bayer
worldwide wag approximately 5,000 (approxi-
mately 4,900 of hem in the Unied States, includ-
ing several class actlons). A= of March 51; =008,
Bayer had setiled approximateiy 2,100 Lipobay/
Bayeol cases worldwide withew!: acknowledging
any liability and resrlting in set:icment payments
of approximately us$ 1,150 million. Bayer will
continue to offcr fair compensation to people who
experienced serfous side effects while tsking
Lipobay/Baycol om & voluntary asis and without

- eoneession of liability. In the United States five

cases have been tried to date 2l of which were
found in Bayer's favor.

After more than four years of litiyation we are cur-
rently aware of fewer than 50 pending cases in the
Uniked States that in our opiniorn hold a petential
for sctlement, altheugh we cannot rule out the
possibility that additional cases invalving serious
gide effects from Lipobay/Baycol may come to our
attention. In addifion, there conld be further setle-
ments of cases outside of the United States.

A further €43 million charge te e operating result
was recorded in 2035 in respect of settlements
already conciuded cr expected to be coneluded
and anticipated defense cosis. In addition, Bayer
recorded charges of €4.7 million to the operating
resull in theé firgt quarter of 2005 in respect of
settlements expectid to be conluded and antici-
pated defensc costs,
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PPA: Baver is a defendant in numerons product
lability lawsuits relating to phenylpropanelamine
(PPA), which was previously contained in a cough/
cold product of the company supplied in efferves-
cent-tablet form. The first Pra lawsuits wers filed
after the U.5. Food and Drug Administration
recommended in the fall of 2000 that manufactur-
13 voluntarily ceage marketing products contain-
ing this active ingredient. Plaintiffs are alleging
injuries related to the claimed ingestion of EPA.

Az of March 21, 2006, approximately 200 lawsuils
were pending in 1.8, federal and state courts against
Bayer, of which approximatcly 120 nanie Bayer as
the only manulacturing defendant. In addilion,
approximately 278 dismiszed claims are currently
gtill on appeal to a United States Court of Appeals.
That court has recently entered final orders dis-
missing appeals, affirming dismissal, and remand-
ing one claim back to Mississippi state court. No
lawsnits have been filed outside the United
States.

Three state cases have proceeded to trial. Two
have resulted in defense verdiots for Bayer. In one
case, the plaintiff was awarded damages of Usj
A400¢,000. This case was settled in July zoos while
on appeal.

As of March =1, 2006, Bayer had settled 289 cas-
es resnlting in payments of approvimately Us 46.5
million, without acknowledging amy liabilify. In the
fiacal year 2ous, Bayer recorded expenses in the
amount of €52 millisn for sclllements already
concluded or expected to be concluded and ex-
pected defense costs.

Rayer will defend itself vigorously in all Lipobay/
Baycol and £PA cages in which in our view no po-
tential for setflement exists or where an appropri-
ate settlement cannot be achieved.

Since the existing insurance coverage with respect
to the Lipobay/Baycol and PPA¢ases is exhausted
(insurance coverage for PEA exists for up to 5 per-
cent of fnture costs), it is possible — depending on
the future-progress of the litigation — that Bayer

Rayr Slackbolders” Mewsleller 2101104

could face further psyments thit are not covered
by the acconnting e agnres already taken. We will
reqularly review the possibility of further aceount-
ing measures depending on the progress of the
litigatior.

Cipro®: 29 putative class action lawsuits, one indi-
vidual lawsuit and one consume: protection greup
Iawguit (which has b zen dismiss cd) against Bayer
invelving the medication Cipro® have been flled
singe July 2000 in the United States. The plaintiffs
are suing Bayer and other compimnies alse named
a5 defendants, alleging that a settlement to end
patent litigation reached in 194 between Bayer
and Barr Lakoratories, In¢, violated antitrust
reemlations. The plaintiffe claim e slleged viola-
fon prevented the marketing of generic cipro-
floxacin ag of 1997, In particulas, they are seeking
triple damages undes i.s. law, Afzer (he settlement
with Barr the patent was the susject of & suecess-
ful re-exarmination by the .. Fatentand Trademark
Olfice and of successful defenscs in w.s. Federal
Courts. It hasg since axpu'c,d

All the actions pend ng in federal court were con-
solidated in federal district court in New York ina
multidistrict litigatian (MDL) proceeding. On March
#1, 2005, the courl granted Bayer's motion for
summary judgment and dismisid all of plaintifs’
claims in the MDL pvoceeding, The plaintiffs are
appealing this decision. Further cases are pending
before various state courte. Bayer believes that it
hag meritoricus delenges and intends to defend
these cazes vigoronsly,



~ A <imilar investigatien is still pending in Cenada.
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Rubber, polyester polyols, urethane:
Proceedings involving the formar rubber-related
lines of business

Investigations and proceedings by the g.u. Com-
mission and the U.s. and Canadian antitrust au-

thoritics for alleged anticompetitive conduct In-

volving certain products in the rubber field are
pending. In twa cases Bayer AG reached agree
ments with the U.s. Department of Justice in 2004
to pay fines, amounting to vs$ &6 million for an-
titmat violalions relating to rubber chemicals and
us$ 4.7 millien for those relaliny to acrylonitrile-
butadiene rubber (NER). In December 2oos, the
cu. Commission imposed a fine of £52.9 million
for anttrust violations in the area of rubber chemn-
jcals. The respective amount was paid at the end
of March 2oos. Further investigations by the
authorilies are ongoing,

Numerous ¢ivil claims for damages including class
actions are pending in the United States and Canada
against Bayer AG and cerlain of its subsidiaries as
well ag other companies. The Jawauits involve rub-
ber chemicals, EPDM, nBx and polychloroprens
rubber {CR). Bayer has reached agrecments or
agreements in prineiple to setfle a number of thege
conrtactions. Some of thege agreemen s or agree-
ments in prineiple remain subject to court approval.
Thege setflements do not resobve 21l of the pending
eivil litigation with respect to the aforementioned
products, nar de they preclude the b ringing of
additional claims-

Proceedings involving polyester poiyals,
urethanes and urethane chemicals

Bayer Corperation reached agreement with the
u.s. Department of Justice in 2004 to pay a fine of
115% 55 million for antitrust violations in the Urdt-
ed States relating to adipic-based polyester polyols.
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Similar actions are pending in Canada with respect
to polyester polyols.

Procecdings involving polyether polycls

and other precursors for urethane end-use
preducts

Baycr has been name:d as a defendant in multiple
putative ¢lass acHon jawsnits involving allegations
of price fixdng af, inter alia, poly¢ther polyols and
certain other precursors for urethane end-use
products. At the beginning of 200 Bayer reached
an agrecinent, subjest to court ipproveal, to setfle
all of the class actisn eases relating to claims from
direct purchasers of polyether polyols, MDI 07 TBI
(and related systems). The foregoing setflementsa
do not regolve all of the pending vl litigation with
respect to the aforementioned products, nor do
they preclude the bringing of additional claims. In
February zouvs Buye s was served with a subpocia
from the U.s, Depart nent of Juslice geeking infor-
malion relating to the manufacture and sale of
these products. '

Impact of antitrust proceedings on Bayer

in constderation of the portion alltcated to Lamvess,
¢xpenses in the amount of €sss million were
accroed in the cowrse of 2oos wiich led to the
establishment of a provision {or the previously
described civil proceedings in e amount of €235
millien as of Dioeerr ber a1, 2005, This provision
has been partially adusted upon tayment of certain
settlement amounts and stood at €250 million as
of March 21, 2006. After payment of the fine im-
posed by the £ U. Commission il the rubber chem-
jcals proceeding Bayer still reccynized a provision
of €91 million as cf that date in respect of the
rubber-related E.u. procecdings noted above,
although a reliable cstimate cariiot be made as to
the actual ameunt ¢ f any additicnal fines.




