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AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION ON JANUARY 14, 2002

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

Amendment No. 1 to
FORM 20-F

<Table>
<S> <C> <C>
(Mark One)
[X] REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR 12(g) OF
THE SECURITIES EXCHANGE ACT OF 1934
OR
[ ] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
OR
[ 1] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
Commission file number
</Table>

BAYER AKTIENGESELLSCHAFT
(Exact name of Registrant as specified in its charter)
BAYER CORPORATION*
(Translation of Registrant's name into English)
FEDERAL REPUBLIC OF GERMANY
(Jurisdiction of incorporation or organization)

BAYERWERK, GEBAUDE W1
KAISER-WILHELM-ALLEE
51368 LEVERKUSEN, GERMANY
(Address of principal executive offices)

Securities registered or to be registered pursuant to Section 12 (b) of the

Act.
<Table>
<Caption>
TITLE OF EACH CLASS: NAME OF EACH EXCHANGE ON WHICH REGISTERED:
<S> <C>
American Depositary Shares representing Bayer AG
ordinary shares of no par value..............o.u.. New York Stock Exchange
Bayer AG ordinary shares of no par value........... New York Stock Exchange**
</Table>

Securities registered or to be registered pursuant to Section 12(g) of the
Act.

None
(Title of class)

Securities for which there is a reporting obligation pursuant to Section
15(d) of the Act.

None
(Title of class)

Indicate the number of outstanding shares of each of the issuer's classes
of capital or common stock as of the close of the period covered by the annual
report.

As of December 31, 2000, 730,341,920 ordinary shares, of no par value, of
Bayer AG were outstanding.

Indicate by check mark whether the Registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days.

Yes [ ] No [ ] Not applicable.
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Indicate by check mark which financial statement item the registrant has
elected to follow:

Item 17 [ ] Item 18 [X]

* Bayer Corporation is also the name of a wholly-owned subsidiary of the
registrant in the United States.

** Not for trading, but only in connection with the registration of American
Depositary Shares.
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FORWARD-LOOKING INFORMATION

This registration statement contains forward-looking statements that
reflect our plans and expectations. These forward-looking statements involve
known and unknown risks, uncertainties and other factors that may cause our
actual results, performance, achievements or financial position to be materially
different from any future results, performance, achievements or financial
position expressed or implied by these forward-looking statements. These factors
include:

- Cyclicality in our industries;

- Reduced demand for older products in response to advances in
biotechnology;

- Increasingly stringent regulatory controls;

- Increased raw materials prices;

- The expiration of patent protections;

- Environmental liabilities and compliance costs;

- Failure to compete successfully, integrate acquired companies or develop
new products and technologies;

- Risks from hazardous materials;
- Litigation and product liability claims; and

- Fluctuations in currency exchange rates.
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A discussion of these and other factors which may affect our actual
results, performance, achievements or financial position is contained in Item 3,
Key Information -- Risk Factors, Item 5, Operating and Financial Review and
Prospects and elsewhere in this registration statement.

ENFORCEABILITY OF CIVIL LIABILITIES UNDER U.S. FEDERAL SECURITIES LAWS

We are a German corporation. All of our directors and executive officers,
and the experts named in this Registration Statement, are residents of Germany.
A substantial portion of our assets and those of such individuals is located
outside the United States.

As a result, although a multilateral treaty to which both Germany and the
United States are party guarantees service of writs and other legal documents in
civil cases if the current address of the defendant is known, it may be
difficult or impossible for you to effect service of process upon these persons
from within the United States.

Also, because these persons and assets are outside the United States, it
may be difficult for you to enforce judgements against them in the United
States, even if these judgements are of U.S. courts and are based on the civil
liability provisions of the U.S. securities laws.

If you wish to execute in Germany the judgement of a foreign court, you
must first obtain from a German court an order for execution
(Vollstreckungsurteil). A German court may grant an order to execute a U.S.
court judgement with respect to civil liability under the U.S. federal
securities laws if that judgement is final as a matter of U.S. law. In granting
the order, the German court will not enquire whether the U.S. judgement was, as
a matter of U.S. law, correct. However, the German court must refuse to grant
the order if:

- the U.S. court lacked jurisdiction, as determined under German law;

- the person against whom the judgement was obtained did not receive
service of process adequate to permit a proper defence, did not
otherwise acquiesce in the original action and raises the lack of
service of process as a defence against the grant of the execution
order;

- the judgement would conflict with the final judgement of a German court
or with the final judgement of another foreign court that is
recognizable under German law;

- recognition of the judgement would violate an important principle of
German law, especially basic constitutional rights; or

- there is a lack of reciprocity between Germany and the Jjurisdiction
whose court rendered the original judgement.

You should be aware that German courts hold certain elements of some U.S.
court judgements, for example punitive damages, to violate important principles
of German law. Judgements for ordinary compensatory damages are generally
enforceable, unless in an individual case one of the reasons described above
would forbid enforcement.

If you bring an original action before a German court based on the
provisions of the U.S. securities laws and the court agrees to take jurisdiction
over the case, the court will decide the matter in accordance with the
applicable U.S. laws, to the extent that these do not violate important
principles of German law. However, the court may refuse to accept jurisdiction
if another action is pending before a U.S. or other foreign court in the same
matter. Furthermore, the court might decide that, for a lawsuit brought by a
U.S. resident under U.S. law against a defendant that, like Bayer, has a
significant presence in the United States, a U.S. court would be the more proper
forum.

PART I
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS
DIRECTORS AND SENIOR MANAGEMENT
The following table sets forth information about the members of our Board
of Management (Vorstand). The address of each person listed is c/o Bayer AG,

51368 Leverkusen, Germany.

<Table>
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<Caption>
NAME

<S>

Dr. Manfred Schneider.....................
Dr. Attila Molnar........oeuiiiiunennnnenn.
Dr. Frank Morich............ .. .. i,
Dr. Udo Oels. ...ttt
Werner SpPinner.........i.iiiiieeneneennnnn
Werner Wenning.......o .o tnineeneeeennnnn
Dr. Gottfried Zaby.....c.uiiiiiiininnann.

</Table>
AUDITORS

<Table>
<Caption>
NAME

<S>

POSITION

<C>

... Chairman, Board of Management
... Member, Board of Management
... Member, Board of Management
... Member, Board of Management
... Member, Board of Management
... Member, Board of Management
... Member, Board of Management

ADDRESS

<C>

PwC Deutsche Revision Aktiengesellschaft
Wirtschaftsprufungsgesellschaft
</Table>

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION
SELECTED FINANCIAL DATA

We derived the following selected financial data for each of the years in
the five-year period ended December 31, 2000, from our consolidated financial
statements and for the six month periods ended June 30, 2001 and 2000 from our
unaudited consolidated financial statements. We have prepared our consolidated
financial statements in accordance with International Accounting Standards, or
IAS and where indicated, in accordance with U.S. Generally Accepted Accounting
Standards or U.S. GAAP. Note 44 to our consolidated financial statements and

Note 7 to our unaudited consolidated financial statements included in Item 18 of

this registration statement describe the reconciliation of significant
differences between IAS and U.S. GAAP.

Since January 1, 1999, we have prepared our financial statements in
European Union euros (E). We originally prepared our consolidated financial
statements for the years ending December 31, 1997 and 1998, in German marks
(Deutsche Mark, or DM). We have restated these financial statements in euros,

converting German mark values to euro values at the irrevocably fixed conversion

rate of DM 1.95583 = E1.00. These restated financial statements depict the same
trends and relationships among our financial accounts as do the corresponding
original financial statements that we reported in German mark amounts prior to
the introduction of the euro. Unless otherwise indicated, we have expressed all
monetary amounts (except per share amounts) in the consolidated financial
statements and in the notes in millions of euros.

In this registration statement we have translated certain euro amounts into
U.S. dollar amounts at the rate of $0.8474 = E1.00, the noon buying rate on June

29, 2001. We have translated these amounts solely for your convenience, and you
should not assume that, on that or any other date, one could have converted
these amounts of euros into dollars at that or any other exchange rate.

The financial information presented below is only a summary. You should
read it together with the consolidated financial statements included in Item 18.

CONSOLIDATED INCOME STATEMENT DATA

<Table>
<Caption>
SIX MONTHS ENDED
JUNE 30,
2001 2001 2000 2000
S E E $
(IN MILLIONS,
(UNAUDITED)
<S> <C> <C> <C> <C>
IAS:
NET SALES . i ittt ettt ettt e et tae et 13,535 15,972 15,238 26,245
Of which discontinuing operations............ 300 354 739 1,263
OPERATING RESULT . .t vttt ittt tinneeinneeennnns 1,416 1,671 1,994 2,785
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YEAR ENDED DECEMBER 31,

EXCEPT PER SHARE DATA)

<C> <C> <C>
30,971 27,320 28,062
1,491 2,973 5,586
3,287 3,357 3,155

<C>

28,124
5,497
3,077

<C>

24,853
4,980
2,306
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162
(23)
2,283
(878)
1,405
(11)
1,394
707.01

<C>

25,283
4,579
10,532
14,517
1,615
2,036

Of which discontinuing operations............ 267 315 73 131 155 1,178 403 468
Non-operating result....... ..o (195) (230) (218) (252) (297) (521) (427) (465
Income before income taxes........eeeeeeeen.. 1,221 1,441 1,776 2,534 2,990 2,836 2,728 2,612
TNCOME LAKES . i vttt it ittt eeeneen it eneennan (370) (437) (732) (973) (1,148) (818) (1,113) (1,102)
Income after taxesS......iueiiiinin e 851 1,004 1,044 1,561 1,842 2,018 1,615 1,510
Minority stockholders' interest.............. (2) (2) 11 (22) (26) (16) (1) (6
NET INCOME. .t ittt it itieiieinenenneneenenn 852 1,006 1,033 1,539 1,816 2,002 1,614 1,504
Average number of shares in issue............ 730.34 730.34 730.34 730.34 730.34 730.34 726.81
Basic net income per share................... 1.17 1.38 1.41 2.11 2.49 2.74 2.21 2.07
Diluted net income per share................. 1.17 1.38 1.41 2.11 2.49 2.74 2.21 2.07
Dividends per share.........uoiiiiineenennnnnn -= -= -= 1.19 1.40 1.30 1.02 0.97
U.S. GAAP:
Net InCOmMe. vttt ittt ittt i it enean 789 931 1,006 1,512 1,783 1,967 - --
Basic and diluted net income per share....... 1.08 1.28 1.38 2.07 2.44 2.69 -= -
</Table>
6
CONSOLIDATED BALANCE SHEET DATA
<Table>
<Caption>
SIX MONTHS ENDED
JUNE 30, YEAR ENDED DECEMBER 31,
2001 2001 2000 2000 2000 1999 1998 (1) 1997 (1
S E E $ E E E E
(IN MILLIONS, EXCEPT PER SHARE DATA)
(UNAUDITED)
<S> <C> <C> <C> <C> <C> <C> <C> <C>
IAS:
TOTAL ASSETS . ittt it ittt ittt et enennnn 33,316 39,315 33,850 30,889 36,451 31,279 29,377 27,697
Of which discontinuing operations............ 206 243 1,002 980 1,157 950 4,788 4,825
Stockholders' equUity....vviuii i iinneennn 14,657 17,296 15,156 13.677 16,140 15,006 12,568 12,009
Liabilities . ittt i 18,572 21,916 18,504 17,011 20,074 16,097 16,598 15,465
Of which long-term financial obligations..... 2,746 3,240 3,015 2,375 2,803 2,359 2,404 2,150
Of which discontinuing operations............ 64 75 483 486 574 476 2,246 2,062
U.S. GAAP:
Stockholders' equity...ovviiininin e, 15,981 18,859 17,941 16,194 19,110 17,177 - --
Total @SSELS .ttt ittt ittt ittt 34,032 40,160 35,957 32,828 38,740 32,769 - --
</Table>
(1) The 1998, 1997 and 1996 figures have been restated from German marks into
euro at the irrevocably fixed conversion rate of DM 1.95583 = E1.00.
DIVIDENDS
The following table indicates the dividend amount per share we paid for the
years 2000, 1999, 1998, 1997 and 1996. The table shows dividend amounts in euro
for each of the years indicated. The table also reflects the related tax credits
available to German taxpayers who receive dividend payments. Shareholders who
are U.S. residents should be aware that they will be subject to German
withholding tax on dividends received. See Item 10, Additional Information --
Taxation.
<Table>
<Caption>
2000 1999 1998 1997 1996
(IN EUROS)
<S> <C> <C> <C> <C> <C>
Total dividend (E in millions) ......euivuniiininnnennnn 1,022 949 747 710 629
Dividend per share........ ..ttt 1.40 1.30 1.02 0.97 0.87
Tax Credit. ...ttt it ettt 0.45 0.08 0.33 0.41 0.37
</Table>
See also "Dividend Policy and Liquidation Proceeds" in Item 8, Financial

Information.
EXCHANGE RATE DATA

The following table shows, for the periods and dates indicated, the
exchange rate of the euro to the U.S. dollar based on the noon buying rate of
the Federal Reserve Bank of New York. For periods prior to the introduction of
the euro on January 1, 1999, we have converted the then-prevailing German
mark/U.S. dollar rates to a notional euro/dollar rate at the irrevocably fixed
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euro/mark rate of E1.00 = DM 1.95583. Fluctuations in the exchange rate between
the euro and the dollar will affect the market price of the shares and the ADSs,
the dollar amount received by holders of shares and the ADSs on conversion by
the Depositary of any cash dividends paid in euro and the dollar translation of
our results of operations and financial condition.

<Table>
<Caption>
YEAR PERIOD END AVERAGE HIGH
<S> <C> <C> <C>
R 1.0871 1.1287 1.2690
1008 . i ittt e e e e e e e e e e e 1.1733 1.1132 1.2178
1000 . it e e e e e e e e e 1.0070 1.0655 1.1812
2000 e e e e e e e e e e e 0.9388 0.9233 1.0335
200 e e e e e e e e e e e, 0.8901 0.8909 0.9535
</Table>
7
<Table>
<Caption>
PREVIOUS SIX MONTHS HIGH LOW
<S> <C> <C>
TULY 2000t ottt ittt i i e e i e et e e 0.8797 0.8370
AUGUSE 2001 . ittt ittt it i e e e e e e et e 0.9194 0.8775
September 200l . ..ttt i e e et e e e e 0.9310 0.8868
October 200l . .ttt ittt ittt i et e e e e e 0.9181 0.8893
November 2001 . ...ttt ittt ittt ettt ennn 0.9044 0.8770
December 200l .. ...ttt ittt ittt it e e e, 0.9044 0.8773
</Table>
CAPITALIZATION AND INDEBTEDNESS
<Table>
<Caption>
SEPTEMBER 30, 2001
(EUROS IN
MILLIONS)

<S> <C>
IAS:
Short-term debt. ...ttt ittt ettt ettt ettt ieaeennn 4,956
Long-term debt. ...ttt ettt ettt e i e e 3,003
Shareholders' equity:

Capital stock: 730,341,920 ordinary shares of no par

value;
E256 million authorized, E83 million conditional....... 1,870

Capital IFeSEerVeS . . ittt ittt ittt ettt ittt 2,942

Retained earningsS. ...t ittt ittt ittt it 10,137

Net InCOmMe . o vttt i i ittt i ittt 823

Translation differences....... ... iininnnnn. 533

Shareholders' equUity. ...ttt ittt i eeeeenn 16,305

Minority shareholders' interest.......... ... 102
Total capitalization.........i it iinnenns 24,366
</Table>

RISK FACTORS

An investment in our shares or ADSs involves a significant degree of risk.
You should carefully consider these risk factors and the other information in
this registration statement before deciding to invest in our shares or ADSs. The
risks described below are not the only ones that may exist. The occurrence of
any of these events could seriously harm our business, operating results and
financial condition. In that case, the trading price of our shares or ADSs could
decline and you could lose all or part of your investment.

CYCLICALITY MAY REDUCE OUR OPERATING MARGINS OR CAUSE OPERATING LOSSES

Several of the industries in which Bayer operates are cyclical. In
particular, these industries include chemicals and polymers. Typically,
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increased demand during peaks in the business cycle in these industries leads
producers to increase their production capacity. Although peaks in the business
cycle have been characterized by increased selling prices and higher operating
margins, in the past these capacity increases have led to overcapacities because
they have exceeded demand growth. Low periods in the business cycles are then
characterized by decreasing prices and excess capacity. These factors can
depress operating margins and may result in operating losses.

We believe that several areas within the chemical and polymer industries
currently show overcapacity, especially those areas, such as basic chemicals,
that are subject to commoditization, and we expect that there may be further
capacity additions in the next few years. We cannot assure you that future
growth in demand will be sufficient to absorb current overcapacity or future
capacity additions without significant downward pressure on prices and adverse
effects on operating results.

The agriculture sector is moreover subject to seasonal and weather factors
and fluctuations in crop prices, which can make its operations less predictable
than those of our other business segments.

ADVANCES IN BIOTECHNOLOGY MAY REDUCE DEMAND FOR SOME OF OUR OLDER PRODUCTS

The growing importance of biotechnology, especially in the pharmaceutical
and crop protection fields, could reduce market demand for some traditional
products. In particular, new agrochemical compounds that achieve similar or
improved results with less toxicity and smaller doses may reduce market demand
for traditional chemical products.

REGULATORY CONTROLS AND CHANGES IN PUBLIC POLICY MAY REDUCE THE PROFITABILITY OF
NEW OR CURRENT PRODUCTS

We must comply with a broad range of regulatory controls on the testing,
manufacture and marketing of many of our products. In some countries, including
the United States, regulatory controls have become increasingly demanding. We
expect that this trend will continue and will expand to other countries,
particularly those of the European Union. A proposed new EU chemicals policy
could mandate a significant increase in the testing and assessment of basic
chemicals and chemical intermediates, leading to increased costs and reduced
operating margins for these products. Although we have adopted measures to
address these stricter regulations, such as increasing the efficiency of our
internal research and development process in order to reduce the impact of
extended testing on time-to-market, we cannot assure you that stricter
regulatory regimes will not delay product development or restrict marketing and
sales.

Our Pharmaceuticals and Consumer Care & Diagnostics segments are subject to
particularly strict regulatory regimes. Failure to achieve regulatory approval
of new products can mean that we do not recoup our research and development
investment through sales of that product. Withdrawal by regulators of an
approval previously granted can mean that the affected product ceases to
generate revenue. This can occur even if regulators take action falling short of
actual withdrawal. For example, the U.S. Food and Drug Administration issued a
recommendation to all manufacturers of products containing phenylpropanolamine
(PPA). As a result, we voluntarily discontinued marketing our Consumer Care
products that contained this substance. In addition, in some cases we may
voluntarily cease marketing a product even in the absence of regulatory action,
as in the case of our cerivastatin anti-cholesterol drugs.

Pharmaceutical product prices are subject to controls or pressures in many
markets. Some governments intervene directly in setting prices. In addition, in
some markets major purchasers of pharmaceutical products (whether governmental
agencies or private health care providers) have the economic power to exert
substantial pressure on prices. Price controls limit the financial benefits of
growth in the life sciences markets and the introduction of new products. We
cannot predict whether existing controls will increase or new controls will be
introduced, further limiting our financial benefits from these products.

Similarly, international negotiations currently ongoing at the World Trade
Organization may affect the agriculture policy of the European Union. For
example, a change in EU agricultural policy leading to an increase in "set
aside" acreage could reduce the overall market for agricultural products in the
European Union. Additionally, a radical review and reduction of pricing support
in the European Union could affect customer and pricing structure and harm our
operating results. It is impossible at present to determine precisely what
changes, if any, may occur or when. We expect the operating results of our Crop
Protection and Animal Health segments to reflect the uncertainties of this
industry.

OUR OPERATING MARGINS MAY DECREASE IF WE CANNOT PASS INCREASED RAW MATERIAL
PRICES ON TO CUSTOMERS OR IF PRICES FOR OUR PRODUCTS DECREASE FASTER THAN RAW
MATERIAL PRICES
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Significant variations in the cost and availability of raw materials and
energy may reduce our operating results. Bayer uses significant amounts of
petrochemical-based raw materials in manufacturing a wide variety of our
products. We also purchase significant amounts of natural gas, coal, electricity
and fuel oil to supply the energy required in our production processes. The
prices and availability for these raw materials and energy vary with market
conditions and may be highly volatile. There have been in the past, and may be
in the future, periods during which we cannot pass raw material price increases
on to customers. Even in periods during which raw material prices decrease, we
may suffer decreasing operating profit margins if the prices of raw materials
decrease more slowly than do the selling prices of our products. In the past, we
have entered into hedging arrangements with respect to raw materials prices only
to a limited extent. If the market for these hedging arrangements attains
sufficient liquidity and we can obtain their protection at a reasonable cost, we
would consider making more extensive use of these hedge instruments.

THE LOSS OF PATENT PROTECTION MAY RESULT IN LOSS OF SALES TO COMPETING PRODUCTS

During the life of its patent, a patented product is normally only subject
to competition from alternative products. After a patent expires, the producer
of the formerly patented product is likely to face increased competition from
generic products entering the market. This competition is likely to reduce
market share and sales revenue. See Item 4, Information on the Company --
Intellectual Property Protection, for a discussion of the scheduled expiration
dates of our significant patents. In addition, generic drug manufacturers,
particularly in the United States, may seek marketing approval for
pharmaceutical products currently under patent protection by attacking the
validity or enforceability of a patent. If a generic manufacturer succeeds in
voiding a patent protecting one of our products, that product could be exposed
to generic competition before the natural expiration of the patent. See Item 8,
Financial Information -- Legal Proceedings, for a discussion of several
important patent-related proceedings in which we are involved.

The extent of patent protection varies from country to country. In some of
the countries in which we operate, patent protection may be significantly weaker
than in the United States or the European Union. Piracy of patent-protected
intellectual property has often occurred in recent years, particularly in some
Asian countries. In addition, in an effort to control public health crises, some
developing countries, such as South Africa and Brazil, have recently announced
plans for substantial reductions in scope of patent protection for
pharmaceutical products. In particular, these countries could facilitate
competition within their markets from generic manufacturers who would otherwise
be unable to introduce competing products for a number of years. Furthermore, in
response to the recent bioterror attacks in the United States, the U.S. and
Canadian governments contemplated compulsory licensing of our ciprofloxacin
antibiotic -- in effect, permission to generic manufacturers to market
ciprofloxacin before the expiry of our patent rights. Although we reached
agreements with the two governments intended to ensure adequate supplies of
ciprofloxacin while preserving our existing patent rights, we cannot assure you
that these or other governments would not impose compulsory licensing in future
in response to
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renewed or increased bioterror attacks. We do not currently expect any proposed
patent law modifications to affect us materially. Nevertheless, if a country in
which we sell a substantial volume of an important product were to effectively
void our patent rights in that product, our revenue could suffer.

FAILURE TO COMPETE SUCCESSFULLY OR INTEGRATE NEWLY ACQUIRED BUSINESSES MAY
REDUCE OUR OPERATING PROFITS

Bayer operates in highly competitive industries. Actions of our competitors
could reduce our profitability and market share. In some commodity areas
(especially within our Plastics & Rubber, Polyurethanes, Coatings & Colorants
and Chemicals segments), we compete primarily on the basis of price and
reliability of product and supply. All of our segments, however, also compete in
specialty markets on the basis of product differentiation, innovation, quality
and price. Significant product innovations, technical advances or the
intensification of price competition by competitors could harm our operating
results.

From time to time we acquire all or a portion of an established business
and combine it with our existing business units. Integration of existing and
newly acquired businesses requires difficult decisions with respect to staffing
levels, facility consolidation and resource allocation. We must also plan
carefully to ensure that established product lines and brands retain or increase
their market position. In October 2001, we announced the acquisition of Aventis
CropScience from Aventis SA and Schering AG for E7.25 billion. This price
consists of both cash that we will pay to Aventis and Schering and outstanding
debt of Aventis CropScience that we will assume. This acquisition marks the
single largest acquisition in our history, and the integration of Aventis
CropScience with our Crop Protection segment will pose formidable management
challenges. Any failure to combine these businesses successfully could harm our
operating results.

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

FAILURE TO DEVELOP NEW PRODUCTS AND PRODUCTION TECHNOLOGIES MAY HARM OUR
COMPETITIVE POSITION

Bayer's operating results significantly depend on the development of
commercially viable new products and production technologies. We devote
substantial resources to research and development. Because of the lengthy
development process, technological challenges and intense competition, we cannot
assure you that any of the products we are currently developing, or may begin to
develop in the future, will become market-ready and achieve substantial
commercial success. If we are unsuccessful in developing new products and
production processes in the future, our competitive position and operating
results will be harmed.

RISKS FROM THE HANDLING OF HAZARDOUS MATERIALS COULD HARM OUR OPERATING RESULTS

Bayer's operations are subject to the operating risks associated with
pharmaceutical and chemical manufacturing, including the related storage and
transportation of raw materials, products and wastes. These hazards include,
among other things:

- pipeline and storage tank leaks and ruptures;
- explosions; and
- discharges or releases of toxic or hazardous substances.

These operating risks can cause personal injury, property damage and
environmental contamination, and may result in the shutdown of affected
facilities and the imposition of civil or criminal penalties. The occurrence of
any of these events may significantly reduce the productivity and profitability
of a particular manufacturing facility and harm our operating results.

Although we maintain property, business interruption and casualty insurance
that we believe is in accordance with customary industry practices, we cannot
assure you that this insurance will be adequate to cover fully all potential
hazards incident to our business.

For more detailed information on environmental issues, see Item 4, Business
Overview -- Governmental Regulation.
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ENVIRONMENTAL LIABILITIES AND COMPLIANCE COSTS MAY HAVE A SIGNIFICANT NEGATIVE
EFFECT ON OUR
OPERATING RESULTS

The environmental laws of various jurisdictions impose actual and potential
obligations on Bayer to remediate contaminated sites. These obligations may
relate to sites:

- that we currently own or operate,
- that we formerly owned or operated, or
- where waste from our operations was disposed.

These environmental remediation obligations could significantly reduce our
operating results. In particular, our accruals for these obligations may be
insufficient if the assumptions underlying these accruals prove incorrect or if
we are held responsible for additional, currently undiscovered contamination.
See Item 4, Business Overview -- Governmental Regulation.

Furthermore, Bayer is or may become involved in claims, lawsuits and
administrative proceedings relating to environmental matters. An adverse outcome
in any of these might have a significant negative impact on our operating
results.

Stricter environmental, safety and health laws and enforcement policies
could result in substantial costs and liabilities to Bayer and could subject our
handling, manufacture, use, reuse or disposal of substances or pollutants to
more rigorous scrutiny than is currently the case. Consequently, compliance with
these laws could result in significant capital expenditures as well as other
costs and liabilities, thereby harming our business and operating results.

LITIGATION AND PRODUCT LIABILITY CLAIMS COULD HARM OUR OPERATING RESULTS AND
CASH FLOWS

Bayer AG or its subsidiaries have been named as defendants in various
lawsuits. Companies like Bayer have historically been subject to large product
liability claims, especially with respect to pharmaceutical and similar
products. We are currently involved in a number of lawsuits that could involve
substantial claims for damages. These include claims alleging product liability
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(as in the case of our cerivastatin anticholesterol products and our products
formerly containing phenylpropanolamine) as well as claims alleging antitrust
violations (as in the case of our ciprofloxacin and nifedepine pharmaceuticals) .
We are also involved in lawsuits to enforce our patent rights in the latter two
products. If we are not successful in these various actions, it is possible that
the ultimate liability or other unfavorable outcome could be material to our
results of operations and cash flows. See Item 8, Financial Information -- Legal
Proceedings.

In cases where we believe it appropriate, we have established provisions to
cover potential litigation-related costs. We may establish such provisions for
additional cases, if we believe that developments in those proceedings make it
appropriate to do so. We believe that these provisions (together with insurance
proceeds in cases where our liability would be covered by insurance) would
substantially cover judgements for damages against us in these cases. We cannot
assure you, however, that our litigation provisions will be adequate or that we
will fully recover claims under our insurance policies. Furthermore, if some of
our key products lose their patent protection, we would expect our revenue from
those products to decline as generic competitors enter the market. As a result,
adverse decisions in the lawsuits in which we are involved could harm our
results of operations or cash flows in any given year.

FLUCTUATIONS IN EXCHANGE RATES MAY AFFECT OUR FINANCIAL RESULTS

Bayer conducts a significant portion of its operations outside the euro
zone. Fluctuations in currencies of countries outside the euro zone, especially
the U.S. dollar, can materially affect our revenue as well as our operating
results. For example, changes in currency exchange rates may affect:

- the relative prices at which we and our competitors sell products in the
same market; and

- the cost of items we require for our operations.
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Although these fluctuations can benefit us, they can also harm our results.
From time to time, we may use financial instruments to hedge our exposure to
foreign currency fluctuations. As of December 31, 2000, we had entered into
forward foreign exchange contracts and currency swaps with a total notional
value of E3.42 billion. See Item 11, Quantitative and Qualitative Disclosures
About Market Risk.
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ITEM 4. INFORMATION ON THE COMPANY
HISTORY AND DEVELOPMENT OF THE COMPANY

Bayer Aktiengesellschaft, or Bayer AG, is a stock corporation
(Aktiengesellschaft) organized under the laws of the Federal Republic of
Germany. In this registration statement, "Bayer AG" refers solely to the
ultimate parent company of the consolidated Bayer Group.

Bayer AG was incorporated in 1951 under the name "Farbenfabriken Bayer AG"
for an indefinite term and adopted its present name in 1972. Bayer AG's
registered office (Sitz) and principal place of business are at the Bayerwerk,
51368 Leverkusen, Germany. Its telephone number is +49 (214) 30-1 and its home
page on the World Wide Web is at www.bayer.com. Reference to our website does
not incorporate the information contained on the website into this registration
statement.

Although Bayer AG was incorporated in 1951, it traces its roots to Friedr.
Bayer & Co., an aniline dye works founded in Wuppertal, Germany in 1863 by
Friedrich Bayer and Johann Friedrich Weskott. This company achieved a leading
position in its industry, opening facilities and agencies in the United States
and in other European countries. Friedr. Bayer & Co. made numerous discoveries,
most notably of aspirin (acetylsalicylic acid), perhaps the best-known and most
widely used medication in world history.

In 1925 the original Bayer company merged with five other leading German
chemical and pharmaceutical companies, including the ancestors of today's
Aventis and BASF, to form I.G. Farbenindustries AG. After the second World War,
the Allied High Commission, formed by the United States, the United Kingdom,
France and the former Soviet Union to administer occupied Germany, seized the
assets of I.G. Farben. Pursuant to Law No. 35 of the Allied High Commission,
some of these assets were later distributed among 12 newly formed companies,
including the present Bayer AG.

After World War I, the U.S. government expropriated the U.S. rights to the
Bayer name and trademarks as "enemy property". In 1986, Bayer reacquired the
U.S. rights to the Bayer trademark with respect to products for the
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manufacturing industry and, in 1994, reacquired full U.S. rights to its name and
trademarks, including the "Bayer cross".

Friedr. Bayer & Co. established operations in the United States as early as
1870. In 1992, Bayer AG's U.S. subsidiaries Mobay Corporation, Miles Inc. and
Agfa Corporation merged with the management holding company Bayer USA Inc. to
form a new operating company, Miles Inc. In April 1995, Miles Inc. changed its
name to the current form, Bayer Corporation.

Since 1998, we have incurred capital expenditures as follows:

<Table>
<Caption>
2000 1999 1998
(MILLIONS OF EUROS)
<S> <C> <C> <C>
Pharmaceuticals. vttt ittt i e 553 525 366
Consumer Care & Diagnostics 192 205 123
Crop ProteCtion. ...ttt e ettt et ettt e 233 184 102
Animal Health. ... .. i i i i i i i i 50 33 42
Plastics & RUDbEr. ... ittt i i i it i i i i e aeas 652 575 677
Polyurethanes, Coatings & Colorants...........cooiiiuiinennnn. 359 446 529
[0 01 11 < T = 470 521 512
</Table>

In 1998 we spent E1.4 billion on acquisitions, mainly for Chiron
Diagnostics. In 1999 we spent E0.4 billion on acquisitions. Major projects in
1999 included the acquisition of the plastic sheet businesses of the chemical
companies DSM-Axxis N.V. and Sheffield Plastics; the purchase of the business
and assets of Elastochem Inc.; and an 11.3 percent equity investment in LION
Bioscience AG. In 2000, we spent a total of E4.2 billion on acquisition
activity, mainly in further aligning our polymers and chemicals activities
toward specialties through the acquisitions of Lyondell Chemical Company's
polyols business, Sybron, CSM Holding, Inc. and Cytec's sizing and strength
paper chemicals business. In the life science area we strengthened our crop
protection business by acquiring the Flint (R) strobilurin product line.
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In October 2001, we entered into an agreement to acquire Aventis
CropScience from Aventis and Schering. The consummation of this transaction is
conditioned upon antitrust and competition reviews in the United States and the
European Union. Assuming that we receive the requisite regulatory approvals, we
expect to complete this acquisition by the end of the first quarter of 2002. See

below, -- Crop Protection -- Segment Strategy and "Aventis CropScience
Acquisition" in Item 5, Operating and Financial Review and Prospects -- Recent
Developments and Trend Information -- Outlook.

In 1998 our major divestments included the sale of our citric acid
business, the sale of Agfa's copying systems business unit, the placement of our
titanium dioxide business into a joint venture with Kerr-McGee Chemical LLC, the
combination of the silicones activities of Bayer and GE Plastics into another
joint venture and the sale of our zeolites business. Major divestments in 1999
included our flotation of 70 percent of the former Agfa business segment. In
2000, the addition of a new partner in the DyStar joint venture reduced our
capital share in that joint venture to 35 percent; since then we consider DyStar
a non-core business and classify it under "Discontinuing Operations". We
continued to streamline our portfolio through 2000, divesting our animal health
biologicals, acrylic fibers and solar-grade silicon businesses, Troponwerke
GmbH, and Basics, our generic pharmaceuticals business in Germany. We divested
our investments in Myriad Genetics Inc. and in Schein Pharmaceuticals, a U.S.
generics business. In the first half of 2001, we also sold our acrylic fiber and
spandex yarn product lines, a part of our Fibers business group, now classified
under "Discontinuing Operations". In May 2001, we sold our interest in the EC
Erdolchemie joint venture, which we had previously classified under
"Discontinuing Operations". In December 2001, we announced plans to divest
Haarmann & Reimer from our business group, as we no longer consider it to be
part of the Chemicals segment's core activities.
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BUSINESS OVERVIEW

We are a global company offering a wide range of products, including
ethical pharmaceuticals, diagnostics and other health-care products;
agricultural products; polymers; and chemicals.

Bayer comprises the parent company, Bayer AG of Leverkusen, Germany, and
over 250 consolidated subsidiaries. We are organized into seven business
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segments -- Pharmaceuticals; Consumer Care & Diagnostics; Crop Protection;
Animal Health; Plastics & Rubber; Polyurethanes, Coatings & Colorants; and
Chemicals.

In December 2001, the Supervisory Board approved plans to transform Bayer
AG into a management holding company structure. We expect to implement this
plan, which must still be approved by our shareholders, with effect from January
1, 2003. This holding company structure, which evolves out of our historical
"four pillar" strategy, calls for the establishment of four new, independently
operating subsidiaries. Each of these will comprise one or more current business
segments. The new subsidiaries will be:

- Health Care (comprising the current Pharmaceuticals, Consumer Care &
Diagnostics and Animal Health segments);

- Crop Protection (consisting of our current Crop Protection segment);

- Polymers (comprising the current Plastics & Rubber and Polyurethanes,
Coatings & Colorants segments); and

- Chemicals (consisting of our current Chemicals segment) .

Under the new structure, the Management Board of Bayer AG would continue to
determine the overall strategy of the Bayer Group, control resource allocation,
and nominate the management of the subsidiary Group companies. These new
entities will be wholly owned by Bayer AG, although we may consider strategic
partnerships, particularly for our Health Care businesses. If we do form any
strategic partnerships, we would expect to maintain both majority ownership and
operational control.

For the year ended December 31, 2000, Bayer reported total sales of E31.0
billion, an operating result of E3.3 billion, and net income of E1.8 billion.
Sales from continuing operations amounted to E29.0 billion. Europe accounted for
47.2 percent of these sales in 2000. Our activities in North America accounted
for 32.4 percent of sales. The Asia/Pacific region contributed 12.7 percent to
sales, while Latin America, Africa and the Middle East accounted for 7.7
percent. As of December 31, 2000, we employed 122,100 people worldwide,
including employees in our discontinuing operations.

By continuing to align our portfolio strategically in favor of the more
profitable life sciences, we aim to increase Bayer's overall operating margin to
above 15 percent. We plan to achieve this shift in our portfolio by maintaining
our existing strategy of selective life science acquisitions like those of
Chiron, Gustafson and Flint, the expected acquisition of Aventis CropScience,
and through strong organic growth. In our Health Care businesses we are aiming
to win market share and grow profitability without stifling our growth potential
at the same time.

We will strive to continue expanding the strong market position of our
Polymers businesses. After integrating Lyondell's polyol business, our main
focus will be on expansion in Asia, where we see opportunities for above-average
growth, and on developing new applications for our products. In the Chemicals
segment, we plan to focus on further improving our margins. Our plan for
achieving this goal calls for the further streamlining of our portfolio and the
expansion of our specialties, including by means of selected acquisitions.

We aim to avoid accidents, to prevent our activities from harming human and
animal health and to tailor our product range to the tenets of sustainability.
Bayer's long-term strategy and activities are guided by the principles of
sustainable development. Our objective is to meet the economic, ecological and
social needs of today's society without compromising the ability of future
generations to meet their own needs. We contribute to sustainable development by
participating in the worldwide Responsible Care(R) initiative developed by
companies in the global chemical industry.
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PHARMACEUTICALS
OVERVIEW

Our Pharmaceuticals segment focuses on the development and marketing of
ethical pharmaceuticals, or medications requiring a physician's prescription and
sold under a specific brand name. The following table shows the segment's
performance for the last three years.

<Table>
<Caption>
2000 1999
(EUROS IN MILLIONS)
<5> <C> <C> <C>
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External net SalesS. ... i ui ittt eeeeeeeeeeeeeeeeeeeeeenns 6,140 5,003 4,340

Percentage of total sales (continuing operations)......... 21.4 21.2 20.1
Intersegment SAleS. ...ttt ittt et eeeneeeneeeneeeenens 39 51 34
Operating result before exceptional items................... 1,165 922 751

Percentage of total operating result (continuing

{03 o1 = e o ) 32.8 29.5 23.9
</Table>

The following table shows our revenue during the past three years from the
products that we regard as material to the revenue of the segment as a whole.

<Table>
<Caption>
2000 1999 1998
REVENUE REVENUE REVENUE
(EUROS PERCENTAGE OF (EUROS PERCENTAGE OF (EUROS PERCENTAGE OF
IN SEGMENT IN SEGMENT IN SEGMENT

PRODUCT MILLIONS) REVENUE MILLIONS) REVENUE MILLIONS) REVENUE
<S> <C> <C> <C> <C> <C> <C>
Cipro. .t 1,785 29.1 1,519 30.4 1,295 29.8
Adalat....oiiiiiiiiiiiin., 1,155 18.8 1,021 20.4 967 22.3
</Table>

SEGMENT STRATEGY

We plan to hold all our Health Care businesses (including Pharmaceuticals,
Consumer Care & Diagnostics and Animal Health) as a separate wholly owned direct
subsidiary of Bayer AG. See -- Business Overview. To better focus our management
of the Pharmaceuticals segment, we also plan to organize it into two business
groups: Ethical Products and Biological Products.

Our strategic priorities for the Pharmaceuticals segment are improving
profitability and gaining market share. At the end of 1998, we began an
extensive restructuring program in the segment that includes divesting
activities we no longer regard as strategic core businesses. By means of the
various elements of this restructuring program, we aim by 2003 to reduce costs
in the Pharmaceuticals segment by as much as E415 million compared with their
level in 1998. Following the withdrawal of our Lipobay/Baycol cerivastatin
products, we are currently considering further restructuring of our
Pharmaceuticals business.

Life cycle management, enabling us to extend the commercial success of
established products, is a strategic priority. At the same time, we will provide
the necessary marketing support for new products, with the goal of making every
product launch a success. Through international cooperations with numerous
leading biotechnology companies we seek to ensure a leading position in all key
technologies as well as enhanced research productivity.

In 2000, the Pharmaceuticals segment spent ES553 million on capital
expenditures. We recently expanded our pharmaceutical research center at West
Haven, Connecticut. We aim to strengthen our biologicals business by increasing
our production capacity.

We allocate the largest portion of our research and development budget to
the Pharmaceuticals segment. Our activities in this field focus on:

- innovative drug products for the treatment of conditions for which
current therapeutic options are either inadequate or unavailable, such
as arteriosclerosis, diabetes and cancer; and

- alliances with leading biotech firms to expand our high-tech research
platform.
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PRODUCTS

The following table lists the major products of the Pharmaceuticals
segment.

<Table>

<Caption>

BRAND NAME ACTIVE INGREDIENT INDICATION

<S> <C> <C>

ANTIINFECTIVES
Cipro. . i it Ciprofloxacin Bacterial infection
AVElOX .ttt iii i it Moxifloxacin Bacterial infection

CARDIOVASCULARS
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Adalat......coovien.. ... Nifedipine Angina, hypertension

Trasylol Aprotinin Perioperative blood loss
BIOLOGICAL PRODUCTS

Kogenate Factor VIII Hemophilia

Gamimune Human immune globulin Immunodeficiency

Prolastin............oo.. al-antitrypsin Emphysema
CENTRAL NERVOUS SYSTEM

Nimotop..v'v e Nimodipine Subarachnoid hemorrhage/CNS
METABOLIC DISEASES

Precose/Glucobay.......... Acarbose Type 2 diabetes mellitus
</Table>

Ciprofloxacin, marketed under the trademark Cipro(R) in the United States
and Ciproxin(R), Ciproxine(R), Ciprobay(R) and Ciflox(R) in other countries, is
a broad-spectrum antimicrobial agent. It is the leading representative of the
fluoroquinolone class. We launched Cipro in 1986 and have since marketed it in
more than 100 countries.

Cipro's main uses are in the treatment of urinary tract infections and in
severe hospital infections, where it competes with other fluoroquinolones as
well as with antibiotics of other classes. Cipro is our leading pharmaceutical
product and is among the top 20 leading pharmaceutical brands worldwide (source:
International Medical Statistics MAT III, 2000). Physicians have used Cipro in
over 300 million patient treatments; it has been the subject of more than 35,000
scientific papers. We believe that Cipro's success and continued growth are the
result of its proven efficacy and excellent safety record.

Bayer's continuous and effective life cycle management program reflects our
strong commitment to Cipro. We are currently conducting clinical development of
a single-daily-dose formulation intended to further improve dosing convenience
and patient compliance.

Avelox (R) (moxifloxacin), marketed in Germany under the name Avalox(R), is
an antibiotic used to treat common bacterial respiratory tract infections.
Launched in Germany and the United States in 1999, Avelox has since obtained
approvals in most major markets (except Japan, where we expect to obtain
approval in 2003). We currently market Avelox in 61 countries. Avelox is
indicated for the treatment of community-acquired pneumonia, acute exacerbations
of chronic bronchitis and acute sinusitis. Avalox's launch was the most
successful of any antibiotic in Germany (source: IMS). It has established itself
as one of the leading respiratory antibiotics in Germany, and we expect it to
develop into one of the leading products in its class in other countries as
well. In several major markets, we have entered co-promotion/co-marketing
programs to realize the full potential of this product. Avelox complements our
other leading antibiotic, Cipro, which is a leading product for the treatment of
urinary tract infections and severe hospital-acquired infections.

In November 2000, we applied for regulatory approval in Europe and the
United States for the use of Avelox i.v.(R) in treating community-acquired
pneumonia in the hospital setting. In November 2001, the U.S. Food and Drug
Administration approved Avelox i.v. We expect to launch this product in the
United States and (subject to regulatory approval) in Germany by the end of the
first quarter of 2002.

Adalat (R) is the brand name for nifedipine, the first representative of the
dihydropyridine class of calcium antagonists. Calcium plays an important role in
the body's regulation of blood pressure and the supply of blood to the heart
tissues. By doing so, it reduces blood pressure and improves blood supply to
heart tissue. Adalat is an important cornerstone in Bayer's cardiovascular risk
management portfolio. We launched Adalat in 1975; it is currently available
worldwide.
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Clinical trials have shown that Adalat can:

- reduce the risk of illness and death from heart attack and stroke in
patients with high blood pressure and other risk factors, as well as
improving symptoms of atherosclerosis, or hardening of the arteries, in
these patients; and

- improve endothelial function, which is essential for the proper balance
of blood vessel constriction and dilation. Endothelial dysfunction,
present in many cardio-vascular diseases, increases constriction and can
contribute to the development of atherosclerosis.

Adalat has faced strong competition from other calcium antagonists for a
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number of years. More recently, generic once-daily nifedipines as well as such
other classes of drugs as beta-blockers, diuretics, ACE inhibitors and A II
antagonists have begun to compete with Adalat.

The antihypertensive market totaled approximately E33 billion in 2000; we
expect this market to grow to more than E42 billion by 2005. Of this total,
calcium antagonists represented a market of approximately E10.8 billion in 2000.
We expect this portion of the total market to decrease to approximately E10.1
billion by 2005 as the result of increased pressure from generic products.

Kogenate (R) FS (Kogenate (R) Bayer in the EU) is a genetically engineered
recombinant version of Factor VIII (fVIII), a protein essential to blood
clotting. The human body normally produces an adequate supply of fVIII
naturally. Patients with hemophilia A, a genetic disorder that affects males
almost exclusively, cannot produce sufficient fVIII, and their blood therefore
cannot clot properly. If left untreated, hemophilia can trigger bleeding into
organs and joints, causing severe pain, disabilities and even death. Physicians
have successfully treated hemophilia for a number of years by administering
fVIII. All fVIII for medical use originally derived from the plasma of blood
donors; plasma-derived fVIII is still in use. Kogenate FS, however, is a
recombinant fVIII, synthesized from the protein's basic genetic components.
Because recombinant products do not derive from human donors, the risk that
their users will inadvertently contract infection with HIV, hepatitis or other
viruses occasionally present in plasma-derived products is greatly reduced. We
expect that the fVIII market will grow at a compounded rate of 13-15 percent
over the next three to five years, driven by:

- single-digit growth in the patient population,

- more aggressive prophylactic (preventive) dosing.

Along with Bayer there are three major multinational companies that market
recombinant fVIII products -- Baxter, Aventis Behring and Genetics Institute (a
division of American Home Products). We supply recombinant fVIII to Aventis
Behring, which markets it under the brand name Helixate FS(R). Kogenate FS and
Helixate FS are significant brand names in their market segment. We produce
recombinant fVIII under licenses from Genentech and another licensor, which
together give us worldwide production rights.

Glucobay (R), Precose(R) (in the United States) and Prandase(R) (in Canada)
are our trade names for acarbose, an oral antidiabetic product that delays
carbohydrate digestion. Glucobay improves metabolic control in diabetics alone
or in combination with other antidiabetic drugs.

Glucobay was approved in Germany in 1990 as the first drug of its class.
The drug received approvals in the United States in 1995 and in Japan in 1993;
it is now available in more than 95 countries worldwide. Although Glucobay
continues to hold a strong position in Europe and Japan, it faces increasing
competition from GlaxoSmithKline and Takeda/Eli Lilly, which have entered the
market for oral antidiabetic products based on new therapeutic principles.
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Gamimune (R) /Polyglobin(R) is a plasma-derived concentrate of human
antibodies (Intra-Venous Immunoglobulin G, or IVIG) registered in 33 countries
worldwide, including the United States, Canada, Germany and Japan. Physicians
use it to treat immune system deficiencies as well as for the treatment of some
autoimmune disorders, in which the immune system mistakenly attacks the body's
own tissues. We position Gamimune/Polyglobin as a high-end, convenient product,
contrasting its high concentration and ready-to-use liquid formulation against
the lower-concentration powdered products that currently make up more than 60
percent of the worldwide market. According to both the Market Research Bureau
and our own internal studies, this brand has been the leader in world sales
since 1999. Physicians typically use this drug to treat patients with
insufficient or impaired antibody protection caused by such conditions as:

- Primary Immunodeficiency Diseases,

- Secondary Immunodeficiency Diseases,

- Pediatric HIV (anti-infection prophylaxis), and

- Bone marrow transplantation.

IVIG is currently approved for use in the therapy of such autoimmune
diseases as Idiopathic Thrombocytopenic Purpurea and Kawasaki's Disease, and

there is also increasing evidence that IVIG will prove a strong therapeutic
option for other autoimmune diseases. We believe that the most promising area is
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the treatment of neurological diseases like Myasthenia Gravis and Multiple
Sclerosis (MS). Canada and Germany recently granted the first approvals for the
use of Gamimune/Polyglobin in treating Guillain-Barre syndrome, a neurological
condition, and we are currently conducting studies in an effort to obtain
approval of the drug for the treatment of MS.

There are currently no recombinant substitutes available for IVIG, and we
do not expect any such substitutes to become available in the foreseeable
future. We therefore expect that demand for this drug will continue to exceed
supply. We anticipate launching our next-generation IVIG product in the United
States in 2002. In addition to further improvement in product performance, we
expect our new, patented purification process to enable us to make significantly
greater amounts of this scarce product available.

Prolastin(R) (al-proteinase inhibitor human) is a plasma-derived product
approved for use in the United States, Canada and several European countries. It
is used for chronic therapy in individuals with emphysema related to congenital
al-antitrypsin (AAT) deficiency. AAT deficiency is an inherited disorder that
causes insufficient AAT in the body. This deficiency can cause serious lung
disease and, ultimately, emphysema.

We recently entered into a collaboration with PPL Therapeutics to develop a
recombinant AAT from the milk of genetically modified sheep. In addition, Bayer
and PPL Therapeutics are developing an aerosolized formulation that patients
take by inhalation. We expect aerosol delivery to make delivery of the drug more
convenient and reduce the amount needed for treatment. In addition to its
indication for genetic deficiency of AAT, we are investigating whether
aerosolized recombinant AAT treatment may benefit patients suffering from cystic
fibrosis. PPL Therapeutics has obtained orphan drug designation for the new
product for both these indications.

We launched Nimotop (R) (nimodipine) globally in the mid-1980s. A member of
the dihydropyridmine class of calcium antagonists developed by Bayer
researchers, Nimotop improves the stability and function of nerve cells
following certain types of hemorrhage in the brain by inhibiting calcium influx
into the cells. Nimotop is the only product approved for the treatment of
aneurysmatic sub-arachnoid hemorrhage, a serious condition involving bleeding in
the brain beneath its outer protective membrane following the rupture of a blood
vessel.

We derive our Plasbumin(R) and Plasmanate (R) fluid management products from
fraction V of human plasma. Plasbumin is a highly purified albumin solution;
Plasmanate contains albumin as well as alpha and beta globulins. These products
draw fluid from body tissues into the bloodstream, thereby helping to stabilize
blood pressure and circulation in patients who have lost large amounts of blood
through trauma, disease or surgery. Health care professionals use our fraction V
products primarily in treating shock victims.
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Trasylol (R) is a natural proteinase inhibitor obtained from bovine lung
tissue. Used prophylactically, it reduces blood loss during coronary bypass
surgery, reducing the patient's need for blood transfusions. We supply Trasylol
as a colorless, sterile isotonic solution for intravenous administration.

Marketing withdrawal of Cerivastatin products

Baycol (R) /Lipobay (R) (cerivastatin) is a statin, one of a class of
medications used to lower elevated blood levels of cholesterol and other lipids,
or fatty substances. We launched cerivastatin in its original dosages of 0.1 mg,
0.2 mg and 0.3 mg in 1997. We later obtained regulatory marketing approval for
higher dosages, up to 0.8 mg.

Statins are powerful medications that can reduce the risk of coronary heart
disease. However, they can also cause significant side effects, including
rhabdomyolosis. This is a serious condition which, in its most severe form, can
lead to life-threatening kidney failure.

Rhabdomyolysis has been reported more frequently in patients taking
cerivastatin than other statins. This was particularly true in patients taking
cerivastatin in combination with gemfibrozil, another lipid-lowering medication,
and in patients taking cerivastatin in the 0.8 mg dosage. We are currently aware
of approximately one hundred patients diagnosed with rhabdomyolysis while taking
cerivastatin who have died.

We had provided prescription information that warned of the risk of
rhabdomyolysis and contained strong warnings and a contraindication against the
combination of cerivastatin and gemfibrozil. However, we continued to receive
reports of this condition in patients who had been taking cerivastatin.
Accordingly, we voluntarily ceased marketing cerivastatin in August 2001 and do
not intend to reintroduce the drug.
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Microbial resistance to antibiotics

The development by microbes of resistance to antibiotics, especially to
fluoroquinolone and other quinolone-class products, has been a cause of concern
for the medical and pharmaceutical communities in recent years. Nonetheless, a
number of studies have shown that resistance has not materially impaired the
effectiveness of our two key quinolone products, ciprofloxacin and moxifloxacin,
against their respective primary target microbes. Ciprofloxacin remains
effective against over 90 percent of the key bacteria causing urinary tract
infections, Similarly, moxifloxacin has shown over 99 percent effectiveness
against S. pneumoniae and H. influenzae.

We encourage health care professionals to adopt standards of appropriate
antibiotic use to avoid facilitating the development of resistance.
Inappropriate use of antibiotics is one factor that facilitates the development
of microbial resistance. We have initiated the LIBRAINITIATIVE.COM project to
provide physicians and patients with information on how they can use antibiotics
appropriately, which should contribute to these drugs' continued therapeutic
effectiveness.

Resistance development is, however, a natural process whose outcome we
cannot predict, and it is almost certainly impossible to eliminate it
altogether. Emergent ciprofloxacin or moxifloxacin resistance could become a
problem on an isolated, individual-patient basis. Nevertheless, we do not
believe that microbial resistance will impair the general clinical usefulness of
these two quinolones in large patient populations in the foreseeable future.

Ciprofloxacin: increased demand and governmental agreements following bioterror
attacks

Cipro (ciprofloxacin) has been approved for the treatment of anthrax since
2000 in the United States and since November 2001 in Germany. Set off by the
impending higher demand for Cipro following anthrax bioterror attacks in the
United States, we have increased our global production of this antibiotic to
provide the quantities required. In order to ensure that sufficient antibiotics
will be available from U.S. governmental stockpiles, and in addition to donating
four million Cipro tablets, Bayer Corporation has entered into an agreement with
the U.S. government to supply up to 300 million Cipro tablets, the first 100
million tablets to be delivered by the end of 2001 at a price of $0.95 per
tablet. Further orders by the U.S. government for 2002 would be optional and at
a price of $0.85 per tablet for the second 100 million tablets and $0.75 per
tablet for the third 100 million tablets. In Canada, Bayer Inc. -- in addition
to donating 200,000 Cipro tablets -- has agreed to supply one million tablets of
Cipro within 48 hours upon request from the Canadian government and has assured
that it can meet the current
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and future demand of Cipro in Canada. We are also currently involved in
discussions with the Israeli authorities about additional supplies of Cipro.
MARKETS AND DISTRIBUTION
The Pharmaceuticals segment's principal markets are North America, Western

Europe and Asia (especially Japan). The segment's sales by region and total, for
the past three years are as follows:

<Table>
<Caption>
2000 1999 1998
(EUROS IN MILLIONS)
<S> <C> <C> <C>
B a0 1,698 1,571 1,518
NOXth AMEriCa. vt ittt ittt ittt ettt ittt it e e 2,812 2,135 1,735
ASI1A/PACIE i e it e ittt e et e e et 1,159 883 689
Latin America/Africa/Middle East....ueeeuinetinneenneeennns 471 414 398
o o= 6,140 5,003 4,340
</Table>
The following table sets forth the segment's sales for the last three
years, broken down by key products.
<Table>
<Caption>
2000 1999 1998
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(EUROS IN MILLIONS)

<S> <C> <C> <C>
(G5 o3 o O T o) o X- Y2 1,785 1,519 1,295
2o == 1,155 1,021 967
BayCOLl/Li oAy e v v ittt i e e e 636 350 114
2o T 10 o E= 491 377 386
GamimuUNe Nttt ittt it it ittt it ittt ettt 350 287 186
LR BT o) o 2 311 277 246
2ot == i 5 o 140 74 69
2 132 12 -
A 10T oo < TR 129 127 128
Fraction V produCts. ...ttt ittt ittt et ettt eneeenns 118 109 101
B o= o 104 74 65

Sum of top eleven ProduCtsS.......iei ittt it enenns 5,351 4,227 3,557

All other ProduCES. ...t ittt ittt ittt ittt ineneennn 789 776 783

o o= 6,140 5,003 4,340
</Table>

Among the factors that have affected, or may affect, our Pharmaceuticals
business are:

- in Europe and North America, increasingly competitive price pressures as
managed care groups, health care institutions, government agencies and
other purchaser groups seek price discounts and rebates for
pharmaceutical products;

- the impact of competing generic products entering the European and North
American markets;

- in Europe, currency effects resulting from transactions in countries
outside the euro zone;

- competition from large pharmaceutical companies in the North America
market with substantial resources for research, product development and
promotion;

- in Japan, regulation of pharmaceutical prices and mandatory price
reductions stipulated by the Japanese Ministry of Health and Welfare;

- 1in Japan, extensive periods of time historically required for the
development and the approval of new drug applications by the Japanese
Ministry of Health and Welfare.

We currently produce the active ingredients for our ethical pharmaceutical
products almost exclusively at the Bayer facilities in Wuppertal and Leverkusen,
Germany. We obtain the raw materials for these ingredients partly
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from Bayer's Chemicals business segment and partly from third parties in Europe
and Asia. Strategic reserves of our products as well as the planned long-term
buildup of our production capacity help us ensure an unbroken supply chain.

We produce biological raw materials and, under a license from Genentech,
recombinant fVIII at our facilities in Clayton, North Carolina and Berkeley,
California in the United States. We obtain raw plasma as well as some
intermediates and supplies for plasma-derived products from third-party U.S.
suppliers. The availability of raw plasma depends on the available donor base,
purchases from other fractionators, regulatory procedures and ongoing
consolidation with larger collectors. In late 2000 we received reports from the
U.S. Food and Drug Administration following FDA inspections of our Clayton and
Berkeley sites. The FDA reports contained observations on production issues,
particularly with regard to data integrity, management and record-keeping as
well as technical production issues. In responding to the reports, we conducted
follow-up investigations that identified certain technical problems affecting
the manufacture of recombinant fVIII products. In July 2001, after receiving our
response, the FDA issued a so-called warning letter, identifying items on which
it requires further action. Although we cannot currently state when we will be
able to return to full production capacity, we are taking action to rectify
these issues. As a result of these issues, our total production of recombinant
fVIII products for 2001 was significantly less than in 2000, leading to periods
of shortage in these products on the market.

Bayer facilities throughout the world compound our raw materials and
package the finished product for shipment. Our main pharmaceutical production
facilities are in Leverkusen, Germany; Garbagnate, Italy; Berkeley, California
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and West Haven, Connecticut; and Shiga, Japan. We also operate regional
production facilities in Mexico, Brazil, China and Indonesia. We use contract
manufacturers in some countries and for certain special technological processes.

We obtain additional ingredients and packaging materials from diverse
suppliers on a worldwide basis. As a rule, we approve several suppliers for each
required material. At the same time, we are increasingly entering into global
contracts in order to secure advantageous pricing. Where a required material is
available from only one supplier, our policy is to amass a strategic reserve,
typically equal to a 90-day supply, while mounting an intensive search for
potential alternative suppliers.

We generally distribute our products through wholesalers, pharmacies and
hospitals as well as, to a certain extent, directly to patients. Where
appropriate, we actively seek to supplement the efforts of our sales force
through co-promotion and co-marketing arrangements. In November 2001, we entered
into a co-promotion agreement with GlaxoSmithKline for our erectile-dysfunction
medication vardenafil, currently in late-stage development. We plan to introduce
vardenafil to the market in the near to medium term, subject to obtaining
regulatory approvals following the U.S. Food and Drug Administration's
assessment. We expect the results of this assessment in the second half of 2002.

We encounter competition in all of our geographical markets from large
national and international competitors. In the antibacterial products market,
our main competitors are GlaxoSmithKline, Pfizer and Abbott Laboratories.
Pfizer, Merck & Co. and AstraZeneca dominate the area of hypertension and
coronary heart disease therapy. The market leader for oral antidiabetics is
Bristol-Myers Squibb. Baxter, Bayer and Aventis are the leaders in the blood
coagulation market. Together with Novartis, these three companies also play the
major role in the markets for proteinase inhibitors and immunoglobulins.

Important competitive factors include:

- product characteristics and dependability (including safety, efficacy,
range of indications, dosage form and convenience);

- product price and demonstrated cost-effectiveness;
- customer service;

- sales force size and expertise;

- advertising and promotion;
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- production and manufacturing costs; and
- research and development of new products and processes.
RESEARCH AND DEVELOPMENT

Within the Pharmaceuticals segment, we focus our research and development
activities on therapeutic areas in which we believe there is a high degree of
inadequately met medical need and where we expect our research and development
investment to yield high productivity. Our established areas of core competency
are bacterial infections as well as cardiovascular diseases and related
disorders such as lipid abnormalities and diabetes. In order to increase the
breadth and depth of our portfolio we are expanding into selected additional
areas: cancer, respiratory diseases (chronic obstructive pulmonary disease --
COPD -- and asthma); neurological disorders (stroke, traumatic brain injury,
chronic pain), neurodegenerative disorders (Parkinson's disease and Alzheimer's
disease), benign prostate hyperplasia/urinary incontinence and viral infections
(with a particular focus on HIV, cytomegalovirus and hepatitis), as well as such
promising newly evolving markets as the treatment of erectile dysfunction.

In recent years we have supplemented our internal research activities,
especially in the pharmaceuticals field, through research cooperations with
third parties. As a result of these cooperations, we have significantly
increased the number of new development candidates that we identify each year,
while reducing our research costs per candidate. See Item 4, Information on the
Company -- Research and Development -- Research Cooperations.

The segment's primary research and development facilities are located in
Wuppertal, Germany; West Haven, Connecticut; Berkeley, California; Kyoto, Japan;
and Stoke Court, United Kingdom.

Life cycle management
We have adopted life cycle management measures to optimize our return on

investment for current major drugs. Life cycle management influences our
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planning long before patents expire. These measures have contributed to the
maintenance of our leading position in antibacterials (Ciprofloxacin) as well as
in the cardiovascular area (Adalat). Adalat is a prime example of successful
life cycle management: the drug generated E1.16 billion in sales 15 years after
the patent protection for nifedipine, its key component, expired.

Major current life cycle management projects include:

- development of single-daily-dose and pediatric dosages of Ciprofloxacin;
and

- development of an intravenous formulation of the quinolone antibiotic
Avelox. We submitted this formulation for registration in major markets
in November 2000; it was approved in the United States in November 2001.

New products

We currently have four projects in late stages of clinical development. In
September 2001, we submitted our vardenafil product for the treatment of
erectile dysfunction to the FDA for approval. If we receive FDA approval, we
would expect to launch vardenafil in the United States during the second half of
2002. Depending on positive Phase II/III clinical trial results, we expect to
launch the remaining three products in the years 2003-2006. These products are:

<Table>

<Caption>

PRODUCT/ BRAND NAME INDICATION

<S> <C>

TS B o Y e w5 o Acute ischemic stroke and TBI
Bl Y0 o U= Bacterial infections

PDE4 inhibitor. ... ...t iiie s COPD

</Table>

Bayer AG licenses Faropenem from Suntory Limited on an exclusive basis
outside Japan and on a semi-exclusive basis in Japan.
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CONSUMER CARE & DIAGNOSTICS
OVERVIEW

Our Consumer Care & Diagnostics segment comprises the Consumer Care and
Diagnostics business groups.

The following table shows the segment's performance for the last three
years.

<Table>
<Caption>
2000 1999 1998
(EUROS IN MILLIONS)
<S> <C> <C> <C>
EXternal Nel SAleS.uuiiietnnettneeeeeeeeeneeeneeeneeeenennn 3,888 3,364 2,68
Percentage of total sales (continuing operations)......... 13.6 14.2 12.
Intersegment SAleS. ...ttt ittt tteeeenneenneeeneeeenens -- 1
Operating result before exceptional items................... 311 173 24
Percentage of total operating result (continuing
{3 TSN = i e o ) 8.7 5.5 7.
</Table>

SEGMENT STRATEGY

We plan to incorporate all our Health Care businesses (including, Consumer
Care & Diagnostics Pharmaceuticals and Animal Health) through a wholly owned
direct subsidiary of Bayer AG. See -- Business Overview.

Our strategic priorities for the Consumer Care & Diagnostics segment are
improving profitability and gaining market share. In the Consumer Care business
group, our goal is to consolidate production site targeting to realize
cumulative savings of E100 million over five years. In Diagnostics we concluded
the integration of Chiron Diagnostics' activities in 2000; we are aiming to
realize the synergy potential of E125 million savings annually by 2001.

Our research and development activities in this segment focus on:

- the optimization and extension of the indications of over-the-counter
medicines such as Aspirin; and

- the development of efficient and cost-effective tests and systems for
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medical diagnostics.

CONSUMER

OVERVIEW

CARE

Our Consumer Care business group develops and markets over-the-counter

(OTC) medications (analgesics,
gastrointestinal remedies),
insecticides.

PRODUCTS

cough and cold, dermatological and
vitamin and nutritional supplements and

The following table lists the major products of the Consumer Care business

group.

<Table>

<Caption>
BRAND NAME

<S>

Analgesics

</Table>

<Table>

<Caption>
BRAND NAME

<S>

Cough/cold
Alka-Seltzer Plus..........cvovuvn..

Tabcin

Aleve Cold & Sinus..........cvvuun.

Dermatologicals
Canesten.......iiuiiiiiiiiiiinnn

Gastrointestinals
Alka-Seltzer......ooiiiiiiiiiinnnn

Phillips' Milk of Magnesia.........

Talcid

Nutritionals

Flintstones (R),

Bugs Bunny (R) and

Scooby-Doo (R) Chewable Children's
Vitamins.....oeviiiininiininnns

Household

ACTIVE INGREDIENT

<C>
Acetylsalicylic acid
Acetylsalicylic acid, Vitamin

C
Naproxen sodium

Ibuprofen, Acetaminophen,
Pamabrom, Pyrilamine Maleate
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ACTIVE INGREDIENT

<C>

Chlorpheniramine maleate,
Dextromethorphan hydrobromide,
Doxylamine succinate,
Phenylephrine hydrochloride,
Acetaminophen

Acetylsalicylic acid,
Chlorpheniramine maleate,
Phenylephrin

Naproxen sodium,
Pseudoephedrine hydrochloride
Clotrimazole, Bifonazole,
Hydrocortisone

Clotrimazole, Butoconazole

Pyrethrum extract,
butoxide

Piperonyl

Acetylsalicylic acid, Sodium

bicarbonate, Citric Acid,
Simethicone, Calcium carbonate
Magnesium hydroxide
Hydrotalcite

Vitamins A, C, D, E, K, B6,
B12, Thiamin, Riboflavin,
Niacin, Folic Acid,
Pantothenic Acid, Biotin,
Calcium, Iron, Zinc, Iodine,
Magnesium, Selenium, Copper,
Manganese, Chromium, Chloride,
Molybdenum, Potassium,
Phosphorus

Vitamins A, C, D, E, B6, Bl2,
Thiamin, Riboflavin, Niacin,
Folate, Iron, Pantothenic
Acid, Calcium, Phosphorus,
Iodine, Magnesium, Zinc,
Copper

PRINCIPAL APPLICATION

<C>

Pain relief; heart attack
prevention

Relief of cold symptoms
Pain relief; fever reduction
Pain relief

PRINCIPAL APPLICATION

<C>

Relief of cold and flu
symptoms

Relief of cold and flu
symptoms

Pain relief/decongestant

Vaginal yeast infection
treatment, treatment of
athlete's foot and other
dermatological indications
Vaginal yeast infection
treatment

Head lice treatment

Relief of heartburn, acid
indigestion, sour stomach,
with pain relief
Constipation relief

Control of gastro-intestinal
acid

Dietary supplement

Dietary supplement for

children
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BaAY GO e v vt e et et et e Bayothrin, Propoxur, Insecticide
Cyfluthrin, Phoxim
2N G = o Diethyltoluamid, Bayrepel Insect repellent
</Table>

Analgesics

The analgesics market comprises pain relief products both in oral form (for
example, pills and tablets) and for topical use (for example, creams and
salves). We estimate the total market to be E10.4 billion. We concentrate
primarily on the oral products segment; we expect this segment to grow at
approximately 2 percent per year over the next five years. Our main competitors
are Johnson & Johnson (Tylenol, Motrin), GlaxoSmithKline (Panadol), Bristol
Myers Squibb (Efferalgan, Bufferin, Excedrin) and American Home Products
(Advil) . Our OTC products
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also face competition from prescription drugs, for example from such
next-generation pain relievers as cyclooxygenase (COX-II) inhibitors.

Aspirin(R) (Bayer (R) brand aspirin in the United States) is a nonsteroidal
anti-inflammatory drug (NSAID). It is used for pain relief and the prevention of
second heart attacks. Bayer first synthesized aspirin in 1893 and began
marketing it in powder form in Germany in 1900. We introduced the familiar
Aspirin tablets in 1910. Aspirin currently ranks second in the analgesic
category globally (source: International Medical Statistics (IMS) 2000).

Aleve (R) was launched in June 1994 by a Procter & Gamble/Syntex partnership
as an OTC analgesic and is the only branded product on the market with an 8-12
hour dosing. It is a nonprescription strength of Anaprox, a fast-acting form of
the medicine in Naprosyn. Bayer now markets Aleve in the United States through a
joint venture with its producer, Roche Laboratories. Aleve is a long-lasting
pain reliever, and can be used for fever reduction. Aleve ranks fourth in the
U.S. analgesic category (source: Information Resources Inc. (IRI) 2000).

Our Midol (R) product family, which competes in the menstrual pain relief
category, comprises several unique product positions, e.g., Maximum Strength
Menstrual Formula, Teen Formula and Night Time Formula. Midol originally entered
the market in 1910. We sell Midol products only in the United States and Canada.
Midol is the U.S. leader in the menstrual analgesics segment (source: IRI 2000).

Cough/Cold

The total cough and cold market is very large, representing approximately
E10 billion in 2000. The cold/flu remedy segment comprises approximately 42
percent (E4.2 billion) of the total category. We expect the cold/flu segment to
grow at approximately 1.8 percent per year through 2005.

Our main competitors globally are Pfizer (Actifed, Sudafed, Benadryl),
Johnson & Johnson (Tylenol), Procter & Gamble (Vicks brands, including Nyquil),
Schering-Plough (Chlor-Trimeton, Drixoral, Desenfriol, Demazin, Claritin) and
American Home Products (Dimetapp, Dristan, Advil Cold & Sinus). The OTC category
faces threats from "non-medicinal" remedies (e.g., nutritional or herbal
products such as zinc supplements and echinacea) as well as from preventive
medicines available by prescription or under development.

Alka-Seltzer Plus(R) is an effervescent product to relieve symptoms
accompanying the common cold. We market Alka-Seltzer Plus in the United States
and Canada. Tabcin(R) 1is a line of products similar to Alka-Seltzer Plus; we
market it primarily in Latin America. We launched Alka-Seltzer Plus in 1969.
Subsequent reformulations brought even more cold and flu symptom relief,
providing temporary relief of nasal and sinus congestion, body aches and pains,
runny nose, headaches, sneezing, fever and scratchy sore throat. In 1994, we
introduced a line of Alka-Seltzer Plus in Liqui-Gel form. In late 2000, in
response to a recommendation from the U.S. Food and Drug Administration to all
manufacturers of products containing phenylpropanolamine, we discontinued
marketing Alka-Seltzer Plus and similar products containing phenylpropanolamine
in all of Consumer Care's markets. We began our launch of reformulated products
with Alka-Seltzer Plus in the United States in 2001 and expect to complete the
worldwide relaunch during 2002.

Aleve (R) Cold & Sinus was launched in the United States in 2000 as the
first long-lasting combination of analgesic naproxen sodium and nasal
decongestant.

Dermatologicals

The dermatological category includes a broad range of skin treatments. The
products include medical cures, symptom relief aids, as well as additional
caring items to enhance the treatment of skin problems. The total market
represents approximately E6.1 billion. Within this market, we focus on the
antifungal category, which in turn consists of three sub-segments:
gynecological, dermatological and general topical/other antifungals. We estimate
the antifungal portion of the dermatologicals market at approximately E2.3
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billion, and that this market will grow at 2.6 percent per year through 2005.

Our main global competitors in OTC dermatologicals are: Johnson & Johnson,
Novartis, Schering Plough and Roche. All topical dermatologicals face
significant threats from the prescription drug area -- the next generation
antifungals (Lamisil), oral treatments (Diflucan, Sporanox), and potential
switches of shorter duration
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topical treatment products (Lamisil). Increasing competition also arises from
locally marketed generic products and low-price brands.

Canesten(R) is treatment for vaginal yeast infections, athlete's foot and
other dermatological problems. Our pharmaceuticals business group launched
Canesten in 1973 as a prescription drug; since 1990, it has been switching to
OTC status on a country-by-country basis. The gynecological products include
six-, three- and one-day therapies. The dermatological line includes creams,
powders, sprays and solutions. Canesten is the number two ranked topical
antifungal brand worldwide (source: IMS 2000) .

Mycelex (R) 1s a treatment for vaginal yeast infections. It is available in
seven- and three-day treatments. Mycelex was previously available only with a
prescription; it became an OTC medication in 1992.

Rid(R) is a topical head lice treatment. We acquired this brand from Pfizer
(Warner-Lambert) in 2000. Rid has the largest unit market share in the United
States (source: IRI 2000).

Gastrointestinals

The gastrointestinal (GI) category includes antacids (H2 blockers, proton
pump inhibitors and other substances that regulate excessive stomach acids),
anti-gas products, digestives, laxatives and anti-diarrheals. Most proton pump
inhibitors, however, currently remain under prescription, while H2 blockers have
switched to OTC status only in the United States and a few other countries. Our
primary focus within this category includes all non-prescription segments except
laxatives and anti-diarrheals. In 2000, the global category (excluding those two
segments) was valued at approximately E4.2 billion. We estimate that it will
grow at 2.5 percent per year through 2005.

Our main competitors in the OTC GI category are Johnson & Johnson/Merck,
GlaxoSmithKline and Pfizer. Longer term, all OTC GI products will face threats
from related business areas including products switching from prescription to
OTC status, OTC brand expansion from related categories (e.g., anti-diarrheal
brands extending or re-positioning to cover the antacid segment) and possible
future preventative or curative therapies (e.g., products that eradicate or
manage the ulcer-causing bacterium H. pylori).

Alka-Seltzer (R) was developed in the late 1920s by Miles Laboratories, Inc.
and began U.S. national distribution in 1931. Alka-Seltzer is used for speedy
relief of acid indigestion, sour stomach or heartburn with headache, or body
aches and pains. Today, we market Alka-Seltzer in close to 100 countries.

Phillips' Milk of Magnesia(R) is a saline laxative used as an overnight
remedy for constipation and acid indigestion, heartburn or sour stomach that may
accompany it. The original Phillips' formulation entered the U.S. market in
1873.

Talcid(R) was originally a prescription medication developed and sold by
our Pharmaceuticals segment. Since 1988, it has obtained OTC status in several
countries in Europe, Asia and South America. Talcid is used for the relief of
symptoms from heartburn and acid indigestion.

Nutritionals

The nutritionals category is very broad, encompassing vitamins, minerals,
multi-vitamins/minerals, herbals, sports nutrition and specialty supplements in
many different forms (tablets, powders, tonics, etc.). Applicable regulations
vary greatly, both from country to country and across nutritional segments
(e.g., herbals vs. vitamins). As a general rule, however, regulation of
nutritionals tends to be less stringent than that of other OTC products. For
example, numerous countries permit us to introduce vitamin supplements to the
market as food supplements rather than OTC medications. Distribution channels
for nutritional products are also very broad, usually broader than for other OTC
products, and vary considerably from region to region. Bayer's primary interests
in the nutritionals field are in the vitamin and mineral (especially
multi-vitamins/minerals) and herbals segments.

The total vitamin, mineral and herbal market represented approximately E10
billion in 2000. Herbals represented the largest segment, at E3 billion, with
multivitamins accounting for E2.6 billion. We expect the multivitamin market to
grow at approximately 4.7 percent per year through 2005.
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Global competition is varied and fragmented in the vitamin and mineral
market, with local competitors playing a significant role in many countries.
Major international companies in the nutritionals category are American Home
Products, Roche and Bristol-Myers Squibb.

One-A-Day (R) multivitamins entered the marketplace in 1940. In 1994, we
restaged the franchise to include the Men's, Women's, 55 Plus, Maximum and
Essential formulas. This restage enabled One-A-Day to position itself as the
right vitamin choice for a variety of differing individual needs. In 1998,
One-A-Day introduced a line of multivitamin/herbals blends to target specific
health concerns (e.g., Energy, Tension, Prostate and Menopause). One-A-Day ranks
number two in the U.S. vitamin category (source: IRI 2000) and has a small
presence in various other countries worldwide.

Flintstones(R) are multivitamin dietary supplements containing 10-19
(depending on type) essential nutrients for children ages 2-12. They were
introduced nationally in the U.S. in 1969, and are currently the children's
chewable vitamin category leader (source: IRI 2000). Bugs Bunny(R) children's
multivitamin were introduced in 1971 in the United States. It is the only
national brand to position itself as sugar free. To strengthen our position in
the children's vitamin market, we launched Scooby Doo(R) children's vitamins in
the United States in 2001.

Household

The Household category consists of various products that kill, repel or
control harmful or annoying insects and protect humans and their personal
environment. The category is valued at E4.7 billion globally; we expect it to
grow at approximately 3 percent per year through 2005.

International players such as Bayer, S.C. Johnson, Sara Lee, Reckitt
Benckiser and Clorox represent 42 percent of the world household market. We do
not market insecticides in North America.

Baygon (R) is a line of household insecticides that target crawling, micro
and flying insects, including moths. Globally, it is the number two insecticide
brand (source: A.C. Nielsen, 2000).

Autan(R) 1s an insect repellent used for protection, skin care and
after-bite care. It is the number two global insect repellent brand (source:
A.C. Nielsen, 2000).

MARKETS AND DISTRIBUTION
Our Consumer Care business group focuses on two main markets:

- OTC, medicinal products that consumers may generally purchase without a
prescription. In some European markets, this category also includes
products sold to consumers on a prescription basis and later reimbursed
under an insurance plan.

- Insect Control, consumer insecticides used to combat crawling or flying
insects in the household and insect repellents used for personal
protection.

Our internal market studies estimate that the total OTC market represents
approximately E54 billion worldwide, with 2.9 percent growth forecast through
2005. On a regional basis, the forecast annual growth for this period is 2.5
percent in the United States and 3.5 percent in Asia.

On a worldwide basis, the Insect Control market represents approximately
E4.7 billion, with a forecast annual growth of 3 percent through 2005. The
annual growth forecast for this period is 4.1 percent in Asia and 1.1 percent in
South America.
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The business group's sales by region and total for the past three years are
as follows:

<Table>
<Caption>

2000 1999 1998

(EUROS IN MILLIONS)

<S> <C> <C> <C>
G et} 465 434 434
NOXth AMEricCa. ottt ittt ittt ittt it e 749 685 619
ASI1A/PACIE i . it e ittt e e e e et 207 156 129
Latin America/Africa/Middle East.....oeeuineiinnnnnneennn. 502 408 419
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</Table>

The following table sets forth the business group's sales for the last
three years, broken down by category of activity.

<Table>
<Caption>
2000 1999 1998
(EUROS IN MILLIONS)
<S> <C> <C> <C>
Analgesics 731 640 620
Cough/Cold 110 150 132
Dermatologicals . vt ittt ittt e e e et e e e e e 225 172 153
Gastrointestinals 239 199 183
ol e I e o = T = 179 163 144
HOUSERO LA . o vttt et ettt et et ettt ettt e ettt e 399 338 351
[0 o T 40 21 18
0 o PP 1,923 1,683 1,601

</Table>

Although the business group is not generally subject to seasonality, the
tendency of consumers to purchase more OTC medications in the cough/cold area
can have an impact on this business in the United States, Canada, Mexico and
Argentina, where these products form a significant part of our local OTC product
portfolio. Similarly, Insect Control product sales in Europe can be sensitive to
weather factors.

Consumer Care procures many high-volume raw materials, such as Propoxur,
Bayothrin, acetylsalicylic acid, Bayrepel, and clotrimazole, internally from
other Bayer business groups and companies. This high degree of vertical
integration limits volatility. Our major externally procured high-volume raw
materials are sodium citrate, sodium bicarbonate, citric acid and ascorbic acid.
These are readily available commodities and are usually not subject to
significant price fluctuations. Changes in o0il and energy prices can affect a
few key items, such as acetylsalicylic acid, phenol, aerosol cans and aluminum
foil. We diversify our raw materials sources internationally to help balance
currency exchange rate risk.

The typical sales and marketing channels of the business group worldwide
are supermarkets and other mass marketers. In Europe, however, pharmacies are
the usual distribution channel for OTC products.

We regard the following companies as our major competitors in the Consumer
Care business:

- OTC: Johnson & Johnson, GlaxoSmithKline, American Home Products and
Pfizer. Worldwide, we rank fifth, after Pfizer (source: Nicholas Hall
OTC Yearbook 2001) .

- Insect Control: S.C. Johnson, Reckitt Benckiser, Clorox and Sara Lee.
Worldwide, we rank second, after S.C. Johnson (source: A.C. Nielsen,
2000) .

RESEARCH AND DEVELOPMENT

The Consumer Care business group focuses its research and development
activities on developing and implementing products and programs to contribute to
business growth, including:

- efficient development of new products to support current brands; and

- aggressive clinical and regulatory strategies to creatively pursue
ingredient prescription-to-OTC transitions and technology programs.
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The business group's primary research and development facilities are
located in Morristown, New Jersey and Leverkusen and Monheim, Germany.

We currently have six products in late stages of development. Depending on
approval by regulatory authorities and completion of internal prelaunch
activities, we expect to launch these products by 2002. These products are:

<Table>

<Caption>

PRODUCT/BRAND NAME PRINCIPAL APPLICATION STATUS

<S> <C> <C>

Aspirin Dry GranulesS.......e it eneenennns Pain relief Registration approved,
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launch expected during

2002
Aspirin + Pseudoephedrine.................... Congestion, pain relief Registration file
submitted
Bayer Women's Aspirin Plus Calcium........... Osteoporosis and heart Launch expected during
regimen 2002
Alka-Seltzer Plus Nose + Throat.............. Runny nose, sore throat Launch expected in late
2002

Aspirin/Bayer Migraine.............coieuinin... Pain relief Registration approved.

European launch commenced

in 2001
Alka-Seltzer Morning Relief.................. Relief for headache, upset Launch commenced during
stomach and lethargy 2001

</Table>

Bayer Corporation is involved in a 50 percent joint venture with
Hoffmann-LaRoche to market and sell Aleve, Mycelex, Femstat, Vanquish and Midol
in the United States. Both partners are actively involved in the research and
development planning for these products.

DIAGNOSTICS
OVERVIEW

With more than 8,000 employees worldwide, Bayer Diagnostics, based in
Tarrytown, New York, is one of the largest diagnostics businesses in the world.
We support customers in over 100 countries with an extensive portfolio of
products for the central laboratory, near patient testing, and self-testing
environments. These products serve in the assessment and management of health in
such areas as infectious diseases, cardiovascular disease, oncology, virology,
women's health and diabetes.

PRODUCTS

The following table lists the major products of the Diagnostics business

group.

<Table>

<Caption>

BRAND NAME DESCRIPTION PRINCIPAL APPLICATION

<S> <C> <C>

ADVIA. ittt it ittt ittt Family of immunoassay, clinical Automation of routine clinical
chemistry, hematology, and lab tests in the central laboratory
automation platforms for the
laboratory testing environment

Versant.......oueiiiiiininnan. Nucleic Acid Diagnostics (NAD) Highly specific assays for

Clinitek and Multistix.........

Rapid Systems.........ooiiin..

Glucometer..........coiiiiinn.

</Table>

Central Laboratory Testing

assays

Family of urine chemistry
analyzers and strips

Family of instruments used for
the measurement of blood gases/
electrolytes and coagulation
Family of instruments for the
measurement of whole blood
glucose in diabetics
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infectious diseases
HCV)

Hospital and physician's office
screening for indications of
disease

Monitoring of patients in
critical care environment

(HIV, HBV,

Diabetes monitoring through
patient self-testing and
hospital whole blood glucose
testing

The ADVIA family of products is the centerpiece of our laboratory testing

portfolio,
The ADVIA family includes:

- The ADVIA Centaur (R)
system.
substances as proteins,

Immunoassay System,

steroids,

which provides a wide range of solutions for the central laboratory.

a high-throughput immunoassay
Immunoassays are important diagnostic tools that measure such
drugs and antibodies in patients'

blood. These immuno-diagnostic systems provide physicians with
information to detect and monitor a wide variety of diseases. ADVIA

Centaur has a comprehensive test menu that can perform up to 240 tests
per hour. A survey conducted by Enterprise Analysis Corporation rated
the ADVIA Centaur system number one in the United States for ease of
use, efficiency and productivity;

- The ADVIA(R) 1650 Clinical Chemistry System, a medium-to high-throughput
system with a broad test menu that can perform up to 1650 tests per
hour. Its reduced reagent volume can improve cost efficiency, optimize
workflow, and enhance patient management;
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- The ADVIA(R) 120 Hematology System, a high-volume hematology analyzer
with five-part differential that can analyze up to 120 samples per hour,
as well as the ADVIA(R) 70, a medium-sized version that we launched in
2001; and

- The ADVIA WorkCell(R), a laboratory automation solution connecting
instruments from different disciplines for high-volume laboratories.

In addition to our ADVIA family of products, we also offer the ACS:180(R)
and Bayer Immuno 1(R) immunodiagnostic analyzers as well as the Clinitek
Atlas (R) urine chemistry system for high volume urinalysis testing. For highly
specific testing of infectious diseases, we offer a family of DNA probes under
the Versant (R) brand for the testing of HIV and Hepatitis B and C.

Near Patient Testing

We offer a variety of solutions for the near patient testing environment,
both in the hospital and in physicians' office laboratories.

For the critical care environment, we offer the Rapid(R) family of
instruments and reagents for the measurement of Blood Gases/Electrolytes and
Coagulation. Among our major products in this category are:

- Rapidlab 800(R), a fully automated critical care system covering key
critical care whole blood parameters, and offering comprehensive
on-board information management;

- Rapidpoint 400 (R), our newest blood gas/electrolyte analyzer,
specifically developed for the hospital point-of-care environment;

- Rapidpoint Coag(R), a portable, battery-operated coagulation monitor
which provides rapid assessment of pre- and post-operative bleeding at
the point of care; and

- RapidLink(R), our critical care information management system.

In the field of urinalysis, we offer the Multistix(R) family of reagent
strips for visual reading of up to 10 parameters and the Clinitek(R) line of
instruments for automated readings.

We also offer the DCA 2000+ (R) for use in physicians' offices to complement
our diabetes self-testing products. The DCA 2000+ analyzer allows doctors to
rapidly assess the effectiveness of diabetic patients' self-monitoring over a
period of time.

Self-Testing

Our key self-testing products include:

- The Glucometer Dex/Esprit(R), meters that incorporate a 10-test
cartridge to provide more convenience to patients who test their blood
sugar levels several times per day; and
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- The Glucometer Elite(R), our best-selling diagnostics product, a
versatile blood glucose meters that serves a wide spectrum of patient
needs.

MARKETS AND DISTRIBUTION

Our Diagnostics business group markets its products in over 100 countries

worldwide, both directly and through a network of distributors. Our principal

markets include North America, Western Europe and Japan.

The business group's sales by region and total, for the past three years
are as follows:

<Table>
<Caption>
2000 1999 1998
(EUROS IN MILLIONS)
<S> <C> <C> <C>
el 1 700 607 445
NOrth AmMericCa. ..ttt ittt ittt ittt it 868 716 474
ASI1a/PaCIEiC . st ittt it e e e e e e 307 301 134
Latin America/Africa/Middle East.......euiiiiiinninnneennn. 90 57 34
B0 o 1,965 1,681 1,087
</Table>

The following table sets forth the business group's sales for the last
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three years, broken down by category of activity.

<Table>
<Caption>
2000 1999 1998
(EUROS IN MILLIONS)
<S> <C> <C> <C>
Laboratory testing (excl. NAD) .ot v ittt it ittt ennenenennennns 776 674 376
J 2 B o w1 o Y 65 63 5
Near patient testing. .. ...ttt ittt ittt et tieeeeennan 419 352 188
T e wl = ol 1 ¢ 705 592 518
o o 1,965 1,681 1,087
</Table>

In 2000, the worldwide diagnostics market amounted to nearly E20 billion.
Although this market contains both mature and high-growth segments, we expect
the market as a whole to grow at 5 to 6 percent per year through 2005.

Laboratory testing represents almost two thirds of the global diagnostics
market, with a value of E13 billion in 2000, and is growing at a rate of 4
percent per year. Abbott leads the traditional laboratory testing market segment
(excluding nucleic acid diagnostics, or NAD), primarily driven by its
established position in the immunoassay market. Roche holds second position in
this segment, due to its strong position in clinical chemistry. We are the fifth
largest company in this category, but have been building a strong position in
immunodiagnostics over the past several years.

Nucleic acid diagnostics is a rapidly expanding area of clinical laboratory
testing that focuses on detection of nucleic acids such as DNA and RNA that can
indicate the presence of infections and other diseases in patients. Although the
NAD segment of the diagnostics market amounted to only E750 million in 2000, it
is growing at over 20 percent per year. Roche leads the NAD market, followed by
GenProbe. We are in fourth position, focusing on tests for Hepatitis C virus
(HCV) and Human immunodeficiency virus (HIV).

The near patient testing markets that we serve include critical care (blood
gas/electrolyte), urinalysis and hospital coagulation systems. In 2000, this
market had a value of approximately E1.2 billion and is growing at 7 percent per
year. We have leading positions in critical care and urinalysis, followed by
Roche.

The market for diabetes testing amounted to nearly E4 billion in 2000 and
is growing at 11 percent per year. Roche is the market leader, followed by
Johnson & Johnson. We are in third position, followed by Abbott. (Sources: SG
Cowen, Clinica, Boston Biomedical Consultants, Merrill Lynch, company annual
reports.)

We market our laboratory testing and NAD products, as well as most of our
near patient testing products of the segment, directly to customers, which are
primarily laboratories and hospitals. We channel our self-testing
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products to the consumer market through distributors and large pharmacy and
retail chains. In the near patient testing segment, we market urine chemistry
strips primarily through distributors.

We manufacture or assemble a significant portion of our own products,
relying on a vendor management process to supply both raw materials and
sub-assemblies. In addition, we source a number of products from original
equipment manufacturer, or OEM, suppliers. Our most significant OEM relationship
involves our Glucometer Elite blood glucose meter and test sensors. Matsushita
manufactures this equipment in Japan; our supplier is Arkray. Diagnostics sales
typically slow down in the third calendar quarter due to traditional vacation
time in Europe and North America, but show strong performance in the fourth
quarter as customers push to spend budgeted funding before the end of the year.

Our primary competitors in the diagnostics market are:

- Laboratory testing: Abbott, Roche, Beckman Coulter, Dade Behring and
Johnson & Johnson;

- NAD testing: Roche and Abbott;

- Near patient testing: Roche and Radiometer; and

- Self-testing: Roche, Johnson & Johnson (Lifescan) and Abbott.
RESEARCH AND DEVELOPMENT

Our Diagnostics business group focuses its research and development
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activities primarily on strengthening its core product lines and in expanding
into high growth/high margin segments of the market:

In Laboratory Testing, through internal development and in-sourcing of

the ADVIA family of systems and in the expansion of high value assays.

- In NAD testing, through menu expansion of assays for infectious disease

and cancer testing.

- In Near Patient Testing; through enhancements of our Rapid systems, a

new hospital point-of-care platform,

and new multiples for urinalysis.

- In Self-Testing, through internal development and in-sourcing of mass
market, user-friendly whole blood glucose systems and by focusing
research in minimally- and non-invasive technologies.

The business group's primary research and development facilities are

located in the United States: in Medfield and Cambridge,
and Emeryville,

Tarrytown, New York; Elkhart, Indiana;

Massachusetts;
California.

We currently have a number of products in late stages of development.
Depending on completion of clinical trials and subsequent grant of any necessary
FDA approvals, we expect to launch these products during the periods indicated

below. These products are:

<Table>
<Caption>
PRODUCT/BRAND NAME

<S>
ADVIA IMS (R)Integrated Modular

ADVIA Centaur (R)and ACS:180(R) menu
eXLENSIoN. vt vttt it i i e

VERSANT HIV 3.0...0 i

VERSANT HCV 3.0. .0 tiiinininnnnenns

</Table>

<Table>
<Caption>
PRODUCT/BRAND NAME

<S>
VERSANT HCV TMA. ... ..t iiiiiinnennnnn

RapidLab 800 Enhancement.............

MULTISTIX PRO..... .ttt

Next-generation Glucometer system....
</Table>
CROP PROTECTION

OVERVIEW

PRINCIPAL APPLICATION

<C>

Modular platform, combining
immunodiagnostic and clinical

chemistry on a single

instrument with a broad assay

menu

Extension of immunoassay menu

for disease diagnosis

Quantitative detection of HIV

Quantitative detection of
hepatitis C
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PRINCIPAL APPLICATION
<C>
Quantitative detection of
hepatitis C

Blood gas/electrolyte
analyzer for laboratory
testing

Addition of proprietary
microalbumin and creatine
reagent pads for improved
screening for kidney
dysfunction

"Less Pain" whole blood
glucose system

STATUS

<C>

Launch planned for 2003

Launch planned for 10
additional methods in 2002

Awaiting FDA approval trials

Undergoing FDA clinical

trials; approved outside the

United States

STATUS

<C>
Undergoing FDA clinical

trials; approved outside the

United States
Launch planned for 2003

Launch planned for 2002

Launch planned for 2003

Our Crop Protection segment develops and markets conventional chemical crop

protection products (insecticides, fungicides and herbicides).

Using functional

genomics, a discipline that analyses the functional effects of differing genetic
structures, we also develop new chemical structures for conventional active
ingredients, creating new modes of action for enhanced effectiveness against
pests, weeds and fungi. The following table shows the segment's performance for

the last three years.

<Table>
<Caption>

2000 1999
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(EUROS IN MILLIONS)

<S> <C> <C> <C>
External net SaleS. ... ittt ittt eeeeeeeeeeeeeeeeeeeeeennn 2,456 2,177 2,045

Percentage of total sales (continuing operations)......... 8.6 9.2 9.5
Intersegment SalesS. ...ttt ittt ittt ittt 97 83 76
Operating result before exceptional items................... 401 383 439

Percentage of total operating result (continuing

{03 o1 arc i e o = ) 11.3 12.3 14.0
</Table>
The following table shows our revenue during the past three years from the
product that we regard as material to the revenue of the Crop Protection segment
as a whole.
<Table>
<Caption>
2000 1999 1998
REVENUE PERCENTAGE REVENUE PERCENTAGE REVENUE PERCENTAGE
(EUROS 1IN OF SEGMENT (EUROS IN OF SEGMENT (EUROS 1IN OF SEGMENT

PRODUCT MILLIONS) REVENUE MILLIONS) REVENUE MILLIONS) REVENUE
<S> <C> <C> <C> <C> <C> <C>
Imidacloprid (Confidor, Gaucho,

Admire, Provado)*.............. 560 22.8 464 21.3 414 20.
</Table>

* Also used in our Animal Health segment's Advantage product.
SEGMENT STRATEGY

We plan to incorporate our Crop Protection business as a separate wholly
owned direct subsidiary of Bayer AG. See -- Business Overview. This new Crop
Protection subsidiary will combine our current business and the business that we
expect to acquire upon completion of the Aventis CropScience acquisition (see
below) .

We intend to continue expanding our crop protection franchise through
ongoing life cycle management. We significantly strengthened our position in
this field by acquiring Zeneca's seed treatment business, as well as through our
acquisition of 50 percent of the U.S. company Gustafson in 1998. In the Home
Garden Market we seek to be a market leader by fully utilizing our existing
portfolio and product pipeline, as well as through strategic joint ventures and
acquisitions.
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Because we consider chemical crop protection to be the main driver of
growth in the crop protection market, we will concentrate our product
development activities on research in innovative chemistry. For example,
developed imidacloprid into one of the world's leading insecticides by steadily
expanding the indications for which it is approved. Genetically modified
organisms (GMOs) include plants modified to increase crop output or resistance
to certain diseases. Historically, we have not developed GMOs. However, we
believe farmers are willing to pay for products that help protect their sizable
investments in GMO technology. We therefore market crop protection products
designed for use on GMOs. We have concluded that entry into the GMO market would
be attractive if it offered both strategic and economic benefits. We believe
that the successful consummation of the Aventis CropScience acquisition will
provide an opportunity for us to enter this market.

we have

In 2000, the Crop Protection segment spent E233 million on capital
expenditures. We acquired the Flint line of strobilurin products from Novartis
for approximately E880 million. We believe that this acquisition makes us number
two in the world fungicides market and reinforces our crop protection business
for the long term. We are also investing approximately E110 million on a
multi-purpose facility for crop protection active ingredients at our Dormagen,
Germany site.

Our Crop Protection segment's research and development activities seek to
increase agricultural productivity worldwide by developing innovative crop
protection products that excel in terms of efficacy, user-friendliness,
environmental compatibility and cost-effectiveness. To gain access to innovative
technologies, we have entered into collaborations with and invested in several
agrobiological companies. We aim to launch at least two new products in this
segment each year.

In October 2001, we agreed to acquire Aventis CropScience from its current
owners, Aventis and Schering. In November 2001, the U.S. Federal Trade
Commission began an in-depth analysis of the proposed acquisition, and in
December 2001, the European Commission announced that it would subject the
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transaction to a detailed investigation to determine whether the acquisition

violates EU competition law. Approval by the applicable antitrust and
competition authorities is one of the conditions to consummating the

acquisition. These regulations could also condition their approval on the
divestiture of individual business lines from the combined enterprise.

We do not

believe that these investigations will delay our expected closing by the end of

the first quarter of 2002.

Assuming the successful closing of our Aventis CropScience acquisition, we
would not expect to make additional major acquisitions in our Crop Protection

segment in the near term. For a description of the planned acquisition,

see

"Acquisition of Aventis CropScience" in Item 8, Operating and Financial Review

and Prospects -- Recent Developments and Trend Information -- Outlook.

PRODUCTS

The following table lists the major products of the Crop Protection

segment.
<Table>
<Caption>
ACTIVE INGREDIENT BRAND NAMES
<S> <C>
Insecticides
Imidacloprid.....coeii i Confidor, Gaucho, Admire.
Provado
Cyfluthrin/beta-cyfluthrin......... Baythroid, Bulldock
Fungicides
Tebuconazole. . ...ttt eeennn Folicur, Raxil
Trifloxystrobin.......... ... ... .... Flint
</Table>
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<Table>
<Caption>
ACTIVE INGREDIENT BRAND NAMES
<S> <C>
Herbicides
Metribuzin......... .. i, Sencor
Metamitron.....ooeuein i nnnns Goltix
Flufenacet.....oui it iinnennnnn Axiom, Domain
Garden/Professional Care
Imidacloprid. ... ..o Premise, Merit
</Table>
Insecticides

PRINCIPAL APPLICATION

<C>

Broad spectrum insecticide,
primarily against sucking insects
Broad spectrum insecticide,
primarily against biting insects

Fungicide used as spray, seed
treatment and for special
applications

Fungicide against main plant
diseases in various crops

PRINCIPAL APPLICATION

<C>

Control of broadleaf weeds and
grasses

Control of broadleaf weeds and
grasses 1in specialty crops
Control of grass weeds

Grub and termite control

Imidacloprid, the first active ingredient in a new class of chemicals

(chloronicotinyls syn. neonicotinoids), represented an agricultural

breakthrough. It answers the current consumer demand for effective insecticides
with low toxicity and environmental impact. Imidacloprid helps control many

pests, including aphids, thrips, whiteflies, leafhoppers, locusts,

leafminers,

wireworms, and many species of beetles, and is suitable for a wide variety of
application methods, including foliar spray, soil drench, seed treatment and

drip irrigation. Imidacloprid's broad spectrum of activity and flexible
application have made it a leading insecticide in worldwide agriculture
Wood Mackenzie Agrochemical Service, Companies Section, June 2000) .
imidacloprid in our Gaucho (R), Confidor(R), Admire(R) and Provado (R)

products.

We launched imidacloprid in 1991 and now market it in more than 120

(source:
We use
brand

countries for use on over 140 crops. Competitors have recently launched three

products of the same class. We expect the launch of two further competing
compounds within the next three years. To strengthen our position in this

market, we launched a second compound of this class in 2001 and are working
together with Takeda on a third compound, which we expect to launch in 2003.
With these developments, we aim to secure and build upon our current leading

position.

Cyfluthrin (Baythroid(R)) and beta-cyfluthrin (Bulldock(R))

broad-spectrum insecticides. Although used primarily against biting insects,

they are also effective against various sucking pests. Both compounds,
introduced in the 1980s, belong to the chemical class of pyrethroids.

Their

rapid initial action and long lasting residual activity have been particularly

useful to U.S. cotton farmers. Cyfluthrin and beta-cyfluthrin are also
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registered for use on a broad range of other crops, including potatoes,
soybeans, cereals, sugarcane and sunflowers.

We expect the market for cyfluthrin and beta-cyfluthrin to remain stable.
On the one hand, we plan to expand the applicability of these products to
additional crops, creating the potential for growth in new and existing markets.
On the other hand, we expect that price pressure from generic pyrethroids and
the broad acceptance of BT cotton (a GMO cotton that produces its own natural
insecticide) will offset this growth, at least in part.

Fungicides

Folicur (R) and Raxil (R) contain tebuconazole, a fungicidal compound that
plants transport upward through their internal flow of fluids in the case of
seed treatments and towards the leaf tip in the case of spray treatments. Like
all triazole fungicides, tebuconazole prevents the targeted fungus from
synthesizing vital components of its cell membrane.

Tebuconazole belongs to the new generation of triazole fungicides, which
are highly effective against a wide range of pathogens. Tebuconazole can be used
as spray (Folicur and related product brands), as a seed treatment (Raxil) and
in special applications, such as sealing wounds in woody plants and in material
protection. In addition, tebuconazole has certain plant growth-regulatory
properties that are useful in raising certain crops, particularly oilseed rape.

Folicur formulations are registered in over 70 countries for use on more
than 80 crops. Tebuconazole was first introduced in 1988. It is currently Crop
Protection's second most successful compound after imidacloprid.

Tebuconazole faces competition from such new-generation triazole compounds
as epoxiconazole, metconazole and difenoconazole.

37

Flint (R) contains trifloxystrobin, a second generation broad-spectrum
strobilurin-type fungicide with improved protective and curative properties
against main plant diseases in cereals, fruits and nuts, grapes, rice, bananas
and turf.

Strobilurins are a class of broad-spectrum fungicide developed by modifying
a core chemical originally isolated from cultures of the mushroom Strobilurus
tenacellus. The main advantages of the strobilurins are their novel mode of
action, high efficacy against the major groups of fungal diseases, activity on a
wide range of crops, systemic action with outstanding preventive effect, and
excellent safety and environmental profile. Trifloxystrobin represents an
important new addition to Bayer's fungicide portfolio, supplementing our
triazole-based products and extending our capabilities in the specialty cereal
fungicide sector.

Although strobilurin fungicides are used on a wide variety of crops,
cereals represent the most important crop class in terms of strobilurin sales.
Trifloxystrobin first entered the market under the Flint brand name in
Switzerland in 1998 and South Africa in 1999. Trifloxystrobin is currently
registered in 35 countries. We anticipate full commercial roll-out by 2003. Our
goal is to establish a broad portfolio of fungicides by integrating
trifloxystrobin with Bayer's existing fungicide line, notably tebuconazole. We
aim thereby to increase our position in the fungicide field.

Herbicides

Bayer's herbicide portfolio encompasses both mature and growing products as
well as compounds under development that we expect to introduce over the next
few years.

According to our internal market studies, Sencor(R), our major metribuzin
brand, is a leader in the potato market and occupies a major position in the
tomato market. Introduced in 1972, metribuzin is a soil- and leaf-active
herbicide used against broadleaf weeds and grasses. The product can be used on
more than 36 different crops. Despite metribuzin's maturity, we have extended
its lifecycle by using the product as a mix partner with other key herbicides,
thereby increasing our position in the corn and soybean herbicide market.

Flufenacet is our new pre-emergence herbicide for the control of grass
weeds. It is effective in low dosages for the protection of numerous crops,
including corn, soybeans, potatoes, cereals and rice. Flufenacet entered the
worldwide market in 1998. We believe it has a strong potential for growth.
Axiom(R), Domain(R) and Epic(R), our major flufenacet brands in the United
States, are innovative solutions for a changing market environment. For example,
Domain, a flufenacet/metribuzin mix, is a specific herbicide developed for the
protection of "Roundup Ready" soybeans, which have been genetically modified to
resist certain herbicides.

Goltix (R), launched in 1978, is a specialty herbicide, used primarily on

sugar beets to control a range of broadleaf and some grass weeds. Although
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Goltix has maintained its number one position in the sugar beet herbicide market
segment (source: Phillips McDougall Agriservice, Crops Section, May 2000), it
faces competition from generic metamitron-based products, most of them from
India. In response to this competition, we have implemented new pricing and
market segmentation strategies.

Garden/Professional Care (GPC)

Premise (R) is an imidacloprid-based termiticide launched in 1996 in the
United States. It was the first liquid non-repellent termiticide. We now market
Premise in the United States, Japan, Australia, South Africa and South East
Asia, covering more than 80 percent of the global termiticide market. Premise
provides excellent termite control with low toxicity, has favorable soil
characteristics and is odorless. Its chief competition is from
chlorpyriphos-based products, pyrethroids and the recently introduced,
fipronil-based Termidor (R). Premise sales have increased significantly during
the last four years. Our goal is to establish Premise as the leading liquid
termiticide worldwide.

We launched Merit(R), an imidacloprid-based compound for the turf and
ornamental market, in 1994 in the United States. Merit is a low-toxicity
insecticide of the new chloronicotinyl class. It is broad-spectrum, systemic and
effective in low doses. It shows excellent season-long control of
soil-inhabiting and crown-inhabiting insects on turf grass, as well as of
sucking and biting insects on ornamental plants. Competitor products are
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organophosphates, such as chlorpyriphos and pyrethroids. We believe that Merit
is currently the number one product for grub control in the U.S. turf market
segment.

MARKETS AND DISTRIBUTION

In 1999, the global market for crop protection products shrank by 1.4
percent to a value of E26.8 billion. Herbicides for the major arable crops such
as cereals, corn, cotton and soy represented 47 percent of this total. The
market share for insecticides increased to 26 percent and for fungicides to 20
percent, primarily reflecting increased use in the cereal-growing regions of
Europe and in the cultivation of fruit, wine and vegetables.

During the same period, and despite difficulties caused by low commodity
prices and a drop in farm incomes, we increased our market share. Despite
continuing consolidation in this market, we rank second in insecticides (source:
Phillips McDougall Agriservice, Companies Section Part I, May 2000).

Europe has traditionally been Bayer's strongest crop protection market.
This region accounted for 41 percent of our sales in this market in 1999. During
the same period, Europe represented 27 percent of the total world market. The
significance of the European market for Bayer is, however, declining in favor of
other regions.

The largest market in the world is the NAFTA region, including Canada, the
United States and Mexico, accounting for 31 percent of the total in 1999. In
that year, the NAFTA region accounted for 22 percent of our Crop Protection
business, up from 19 percent in 1998. Bayer has also improved its market
position in Latin America in recent years and has experienced an increase in
demand from South-East Asia, Japan and India.

In 2000, the global market for crop protection products grew to a value of
E30.3 billion, an increase of 13.4 percent compared to 1999. Herbicides
represented 46 percent, insecticides 26 percent and fungicides 20 percent of the
total.

Europe accounted for 36 percent of our sales in 2000. We are seeking to
achieve sales balance by increasing our market significance in other,
non-European markets. For example, in 2000 the NAFTA region accounted for 25
percent of our Crop Protection business, up from 22 percent in 1999.

The segment's sales by region and total for the past three years are as
follows:

<Table>
<Caption>
2000 1999 1998
(EUROS IN MILLIONS)

<S> <C> <C> <C>
et 886 881 856
NOrth AmMEricCa. ...ttt ittt ittt ittt e e 557 442 358
ASia/PACIE i .ttt ittt et e e e e e e e e 517 399 326
Latin America/Africa/Middle EaSt....ei it iininnininennens 496 455 505

Bl 2,456 2,177 2,045
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</Table>

The following table sets forth the segment's sales for the last three
years, broken down by category of activity.

<Table>
<Caption>
2000 1999 1998
(EUROS IN MILLIONS)
<S> <C> <C> <C>
Insecticides 1,026 929 891
Fungicides . ittt i i e i e e e 722 638 570
Herbicides............. 451 416 435
=Y 257 194 149
o o= 2,456 2,177 2,045
</Table>

Because nearly 80 percent of Bayer's crop protection business is located in
the northern hemisphere, our business is affected by the seasonality of the
various crop cycles.

We obtain the bulk of our raw materials from within the Bayer Group. We
also enter into minor long-term contracts with non-Bayer companies, for example
for toll manufacturing, when we believe that these arrange-
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ments meet our quality standards at competitive prices. We believe that our
supply strategy provides our production, formulation and distribution units with
high-quality raw materials and end products at competitive prices with a high
degree of availability and low volatility.

We typically market our Crop Protection products through a one- to two-step
marketing distribution system. Under this system, we sell to wholesalers, who in
turn sell to retailers, as well as to large-scale retailers. The retailers
supply end users with our products as well as with advice on their use. We
believe that our new e-commerce platform, launched in the United States in late
2000, will fit well into this marketing strategy, helping us to improve service
while satisfying customer demand.

Our main competitors in the insecticide, fungicide and herbicide businesses
are Syngenta, Aventis, Monsanto, BASF, Dow AgroSciences and DuPont. Scotts is
our primary competitor in the home garden business while Aventis, Syngenta and
Dow AgroSciences are our main competitors in professional garden care products.

RESEARCH AND DEVELOPMENT

The Crop Protection segment focuses its research and development activities
on developing new active ingredients for insecticides, fungicides and
herbicides. We also seek to develop new formulations for existing active
ingredients, expanding their applicability to additional crops and countries and
thereby augmenting their sales potential.

The segment's primary research and development facilities are located in
Monheim, Germany, Kansas City, Missouri, and Yuki, Japan.

During 2001 we began the launch process of four new active ingredients, and
expect to launch two additional active ingredients in 2002. These products are:

<Table>

<Caption>

PRODUCT/ BRAND NAME APPLICATION STATUS

<S> <C> <C>

Iprovalicarbh . vttt it e e e e e e Fungicide Launched in 2001
ThiaClopPrid. v ot ittt ettt et et e e ettt et e e e Insecticide Launched in 2001
Fentrazamide...... .ottt Herbicide Launched in 2001
Flucarbazone-Sodium. .. .. ...t Herbicide Launched in 2001
Propoxycarbazone-Sodium (proposed) Herbicide Launch expected in 2002
Methoxyfenozide. ... ... ittt Insecticide Launch expected in 2002

</Table>
ANIMAL HEALTH
OVERVIEW

Our Animal Health segment develops and markets such animal health products
as veterinary medicines, environmental health products and nutritionals for the
health care of both companion animals and commercial livestock/poultry. In
addition, the segment develops products for insect and rodent control. The
following table shows the segment's performance for the last three years.
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<Table>

<Caption>
2000 1999 1998
(EUROS IN MILLIONS)
<S> <C> <C> <C>
External nNet salesS. ...t ittt ittt ininiineneens 999 917 886
Percentage of total sales (continuing operations)......... 3.5 3.9 4.1
Intersegment SalesS. . ...ttt ittt tteeeeeneeeneeenneennens 6 6 1
Operating result before exceptional items................... 157 137 124
Percentage of total operating result (continuing
{3 TS = i e o ) 4.4 4.4 4.0
</Table>

SEGMENT STRATEGY

We plan to hold all our Health Care businesses (including Animal Health,
Pharmaceuticals and Consumer Care & Diagnostics) as a separate wholly owned
direct subsidiary of Bayer AG. See -- Business Overview.
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To ensure early access to frontline technologies, we have entered into
several collaborations and invested in innovative agrobiological companies whose
biotech-based expertise is broadly applicable to the agricultural industries. We
aim thereby to continue our current pipeline output of at least two new product
launches each year. The segment plans to investigate substances developed by our
Crop Protection and Pharmaceuticals segments with a view to adapting these
substances for animal health applications. Through this approach we aim to
exploit synergies within Bayer's life-science network.

In 2000, the Animal Health segment spent E50 million on capital
expenditures. The segment's research and development activities seek to increase
agricultural productivity worldwide by developing innovative animal health
products that excel in terms of efficacy, user-friendliness, environmental
compatibility and cost-effectiveness.

PRODUCTS

The following table lists the major products of the Animal Health segment.

<Table>
<Caption>
BRAND NAME ACTIVE INGREDIENT INDICATION
<S> <C> <C>
PARASITICIDES
AdVantage . v it ittt e Imidacloprid Flea control, cats & dogs
ey o Y o e I Praziquantel (plus combinations) Dewormer, cats & dogs
Drontal
Bayticol. ...ttt i, Flumethrin Tick control
BaYCOX e ittt ittt et e e Toltrazuril Therapy of coccidiosis
ANTIMICROBIALS
Baytril. ..ot Enrofloxacin Broad spectrum therapy of
bacterial infections
BIOLOGICALS
Bayovac FMD vaccine................ Various FMD virus strains Immunization against foot-and-
mouth disease
Bayovac IBR Marker vaccine......... Gene-deleted IBR virus strain Immunization against bovine

respiratory diseases

ENVIRONMENTAL HEALTH PRODUCTS

Blattanex. ...ttt Cyfluthrin Control of flying insects

Solfac

Responsar

Tempo
</Table>

Parasiticides

Advantage is a flea control product in easy-to-use, spot-application form.
Its main competitor is Frontline, produced by Merial. We expect this market to
develop further, especially for anti-flea products combined with products for
such other indications as ticks, heartworm and intestinal worms. Advantage,
which we launched in 1996, remains one of the leading anti-flea products
(source: Wood Mackenzie, Top 30 Veterinary Pharmaceutical Products, info-fax of
June 30, 2000).

The Droncit and Drontal product family offers solutions for the control of
tapeworm and roundworm in various formulations and combinations. This product
family is a leader in its market segment (source: Wood Mackenzie, June 2000). We
are currently conducting a promotion campaign for prophylactic deworming in an
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effort to create further market growth.

Bayticol is a highly effective topical treatment against all forms of ticks
in livestock animals. Its main com