OREEICLDIHRE (77 UX)
75 U AEE (Code de commerce)

L225-37

(RITER)

Dans les sociétés dont les titres financiers sont admis aux négociations sur un marché
réglementé , le président du conseil d'administration rend compte, dans un rapport joint au
rapport mentionné aux articles L. 225-100, L. 225-102, L. 225-102-1 et L. 233-26, de la
composition, des conditions de préparation et d'organisation des travaux du conseil, ainsi
gue des procédures de contrble interne et de gestion des risques mises en place par la

Société.

(=ER)

In companies that make public offerings, the chairman of the board of directors describes
the preparation and organisation of the board's work and the internal auditing procedures
put in place by the company in a report attached to the report referred to in Articles
L225-100, L225-102, L225-102-1 and L233-26.

(I=ER)

HETFHICLEGE L TWSARIZE N TIE, BERESREIEIAR— FOMBRBOERL TSR
L) R BEEFHIZDOLVT, L225-100 - L225-102 - L225-102-1 = L233-261ZH LV TH
ESNTVIREZIZHMT IHMEZ(CH LT LA TFNILE S AL,
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SELICK DKL (75 R)
75 U AEE (Code de commerce)

L225-235

Les commissaires aux comptes presentent, dans un rapport joint au rapport mentionné
au deuxieme alinéa de l'article L. 225-100, leurs observations sur le rapport mentionne,
selon le cas, a l'article L. 225-37 ou a l'article L. 225-68, pour celles des procédures de
contréle interne et de gestion des risques qui sont relatives a I'élaboration et au
traitement de l'information comptable et financiere.

(RER)

In a report attached to the report referred to in the second paragraph of Article L225-100, the
auditors present their observations on the report referred to in Article L225-37 or Article L225-68,
as applicable, concerning the internal auditing procedures relating to the preparation and

processing of accounting and financial information.

(RER)

L225- 100D F2ETERINTVWSAHREEICHRMT HAIMEZICHLTIE, BEEAIL
L225-37 * L225-68ICEWVNTER SN TWVWBIMEEIZH 1T DM FBEIBEHRDIERLIZ R 5 N ERKHHI
PYRYEBFHEICHT HRHICHT IHEBERE BN TNIEE S AL,
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OREHIZLMmE(FIY)
K1 Y% (Handelsgesetzbuch:HGB)

§ 289
(5) Kapitalgesellschaften im Sinn des 8§ 264d haben im Lagebericht die wesentlichen
Merkmale des internen Kontroll- und des Risikomanagementsystems im Hinblick auf den

Rechnungslegungsprozess zu beschreiben.

(&R

Corporations within the meaning of § 264d have to describe in the annual report, the
essential characteristics of the internal control and risk management systems in
relation to the financial reporting process.

(&R

FAYBESE 264 FAIZVDDSEARARHF IKRBEEIC, KEHHREBEICET H2RNEHEHIS T
LBLUVAFIRY IR A DR T LORE S ERR LR T NIXES0,

§ 315

(2) Der Konzernlagebericht soll auch eingehen auf:

5. die wesentlichen Merkmale des internen Kontroll- und des Risikomanagementsystems im
Hinblick auf den Konzernrechnungslegungsprozess, sofern eines der in den
Konzernabschluss einbezogenen Tochterunternehmen oder das Mutterunternehmen

kapitalmarktorientiert im Sinn des § 264d ist.

CEN)

(2) The consolidated report shall also in:
5. the main characteristics of internal control and risk management systems in
relation to the Group financial reporting process, provided one of capital market in
consolidated subsidiaries or parent company is in the sense of § 264d.
CEN)
Q)EFRFHMEECIT. UTZELCRLENDHD
5. FEHM R TERBRFREDOVT NN, FAYBEE264FKdICVSERSHTHHIGEE . £F
EFAORKFREBEICRETINMRHN AT LEIVREIRY IR DAV AT LOKRE
RI%FIE
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S EICKBREE(FM1Y)
KAV % (Handelsgesetzbuch:HGB)

§ 317 Gegenstand und Umfang der Priifung
(4) Bei einer bdrsennotierten Aktiengesellschaft ist auerdem im Rahmen der Prifung zu
beurteilen, ob der Vorstand die ihm nach § 91 Abs. 2 des Aktiengesetzes obliegenden
MafRnahmen in einer geeigneten Form getroffen hat und ob das danach einzurichtende
Uberwachungssystem seine Aufgaben erfiillen kann.
S EN)
§ 317 subject matter and extent of the Audit
(4) If a listed company is also in the examination to assess whether the Board has taken him
under § 91 para 2 of the Companies Act incumbent measures in an appropriate form and
then to be established whether the monitoring system can perform its tasks.

S EN)
EFHELTVAHMASHOEEANL, MBREROEED—IRT. HEAKASHIRIIFK2EICE
WTEBSNTLIREZLESTHEY . TORMEE L X T LNEHTH HHEHE LT L%
YA AN

§ 321 Prifungsbericht

(4) Ist im Rahmen der Prifung eine Beurteilung nach § 317 Abs. 4 abgegeben worden, so
ist deren Ergebnis in einem besonderen Teil des Prifungsberichts darzustellen. Es ist
darauf einzugehen, ob MaRnahmen erforderlich sind, um das interne Uberwachungssystem
zu verbessern.

CEN)

§ 321 Audit Report

(4) Has been made in the examination of an assessment under § 317 para 4, so the result is
presented in a particular part of the audit report. Reference must be made on whether
action is needed to improve the internal monitoring system.

(RER)

STTRARIZHEL, BEED—RTFHEZ1T o =158 (3. TORBRZEEREEICER LR THIEE
59, NEBEBE LA TLOREDLERICHLTOAA Y FEEURETH D,
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#e =% (Aktiengesetz)

§ 91 Organisation. Buchfiihrung
(2) Der Vorstand hat geeignete Mal3nahmen zu treffen, insbesondere ein
Uberwachungssystem einzurichten, damit den Fortbestand der Gesellschaft gefahrdende
Entwicklungen friih erkannt werden.
(fER)
§ 91 Organization. Accounting
(2) The Board shall take appropriate measures to establish in particular a monitoring
system to ensure the continued existence at risk trends are identified early.

(R ER)
Wi#RE, BULGHEE. RITEHOFEREENT YRV ZRHICKRTELIEEVATLER
L& ITnIEA 5730,

B
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As an inventor company Bayer aims for
innovation, supported by its 12,400-strong
global research and development team.
One member of that team is Dr. Xin Ma,
Head of the Global Drug Discovery
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photo shows the scientist preparing an
experiment during drug development.
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11. Future Perspectives

Management of
opportunities and risks
is essential for steering

the company

COMBINED
MANAGEMENT REPORT

11. Future Perspectives

11.1 Opportunity and Risk Report
Opportunity and risk management

Business operations necessarily involve opportunities and risks. Effective management of oppor-
tunities and risks is therefore a key factor in sustainably safeguarding a company'’s value.

Managing opportunities and risks is an integral part of the corporate governance system in place
throughout the Bayer Group, not the task of one particular organizational unit. Key elements of
the opportunity and risk management system are the planning and controlling process, Group
regulations and the reporting system.

At regular conferences held to discuss business performance, the opportunities and risks that are
evaluated both qualitatively and quantitatively in determining the strategies of the strategic busi-
ness entities and the regions are updated, and targets and necessary actions are agreed upon.

Opportunity management in the Bayer Group is based on the detailed observation and analysis
of individual markets and the early recognition and evaluation of trends from which opportunities
can be identified. Macroeconomic, industry-specific, regional and local trends are taken into
account. It is the task of the subgroups and strategic business entities to make use of strategic
opportunities arising in their respective markets. The strategic framework necessary for them to
do this is set, and the necessary financing and liquidity ensured, at the Group level. Opportunity-
based projects involving more than one subgroup are centrally coordinated and accounted for.

The principles of the Bayer Group's risk management system are set forth in a directive. The sub-
groups, service companies and the units of the holding company have nominated persons responsi-
ble for risk management at the upper managerial level as well as risk management coordinators, to
ensure that an effective system for the early identification of risks is implemented and maintained.

Corporate Auditing is responsible for coordinating the identification and documentation of risk
areas throughout the Group, enhancing the risk management system and monitoring its effec-
tiveness at regular intervals.

In addition, the external auditor assesses the risk management system within the scope of the an-
nual financial statements audit and informs the Group Management Board and the Supervisory
Board of the findings. These findings are taken into account as part of the continuous enhance-
ment of our risk management system.

internal control and risk management system for (Group) accounting and financial
reporting (Report pursuant to Sections 289 Paragraph 5 and 315 Paragraph 2 No. 5 of
the German Commercial Code (HGB))

Bayer has an internal control and risk management system in place under which appropriate
structures and processes for (Group) accounting and financial reporting are defined and imple-
mented throughout the organization. This system is designed to guarantee timely, uniform and
accurate accounting for all business processes and transactions. It ensures compliance with stat-
utory regulations, accounting and financial reporting standards and the internal accounting direc-
tive, which is binding upon all the companies included in the consolidated financial statements.
The relevance and consequences for the consolidated financial statements of any amendments to
laws, accounting or financial reporting standards or other pronouncements are continually ana-
lyzed, and the Group directives and systems are updated accordingly.
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Apart from defined control mechanisms such as system-based and manual reconciliation process-
es, the fundamental principles of the internal control system include the separation of functions
and compliance with directives and operating procedures. The accounting and financial reporting
process for the Bayer Group is managed by the Group Accounting and Controlling department of
Bayer AG.

The Group companies prepare their financial statements either locally or using the Group's
shared service centers and transmit them with the aid of a data model that is standardized
throughout the Group and based on the Group accounting directive. The Group companies are re-
sponsible for their compliance with the directives and procedures applicable throughout the
Group and for the proper and timely operation of their accounting-related processes and systems.
The employees involved in the accounting and financial reporting process receive regular train-
ing, and the Group companies are supported by headquarters personnel throughout the process.
As part of the process, measures are implemented that are designed to ensure the regulatory
compliance of the consolidated financial statements. These measures serve to identify and evalu-
ate risks, and to limit and monitor any risks that may be identified. For example, material new
contractual relationships are systematically tracked and analyzed.

The consolidated financial statements are prepared centrally on the basis of the data supplied

by the included subsidiaries. The consolidation, certain reconciliation operations and monitoring
of the related time schedules and procedures are performed by a dedicated consolidation unit.
System-based controls are monitored by personnel and supplemented by manual inspection. At
least one additional check by a second person is carried out at every level. Defined approval pro-
cedures must be observed at all stages in the accounting process. There is also a dedicated unit,
separate from the financial statements preparation process, for clarification of specific account-
ing-related questions or particularly complex issues.

Bayer's internal control system for financial reporting is based on the framework issued by coso
(Committee of the Sponsoring Organizations of the Treadway Commission). For IT processes, the
coBIT (Control Objectives for Information and Related Technology) framework is used accordingly.
The standards for the mandatory Group-wide internal control system (1cs) were derived from these
frameworks, defined centrally and implemented by the Group companies. The management of each
company is responsible for the implementation and oversight of the local i1cs. All ics-relevant
business processes, together with the related risks and controls, are documented in a uniform and
audit-proof manner in a Group-wide system and clearly mapped in a central iT system at the Group
level.

The role of Corporate Auditing includes verifying the accuracy of the accounting at German and
foreign companies, especially with regard to the following aspects:

« compliance with statutory regulations, directives of the Board of Management, and other inter-
nal regulations and procedures

« formal and substantial correctness of accounting and the corresponding reporting

« functioning and effectiveness of the internal control system to protect the company against
financial loss

« correctness of working procedures and adherence to economic principles.

Bayer AG has a standardized, Group-wide procedure to monitor the efficacy of the accounting-
relating internal control system. This procedure is systematically aligned to the potential risks of
misreporting in the consolidated financial statements and is based on the strict requirements of
the u.s. capital market set forth in Section 404 of the Sarbanes-Oxley Act.

The appraisal of the effectiveness of the accounting-related ics is based on a cascaded self-
assessment system that starts with the persons directly involved in the process, then involves the
principal responsible managers and ends with the Group Management Board. Corporate Auditing
performs an independent review of random samples of these self-assessments.
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The Group Management Board has examined the effectiveness of the internal control system for
accounting and financial reporting on the basis of the coso framework and its criteria. The exami-
nation confirmed the functionality of this internal control system for fiscal 2009. The effectiveness
of the internal control system is monitored by the Audit Committee of the Bayer AG Supervisory
Board in compliance with the German Accounting Law Modernization Act, which came into effect
in May 2009. However, it should be noted that an internal control system, irrespective of its de-
sign, cannot provide absolute assurance that material misstatements in the accounting will be
avoided or identified.

Opportunities

As an international enterprise, Bayer is exposed to a wide variety of developments in the various
national and international markets in which it operates in its three areas of business. Different
potential risks and opportunities arise within the existing operational framework according to the
business performance described in this report and the company's overall situation.

We aim to take maximum advantage of the opportunities that present themselves in our various
fields of activity. We continuously evaluate potential additional opportunities in all areas as an in-
tegral part of our strategy, which is described in detail in Chapter 11.2 “Strategy,” page 128ff.

Research and development present major opportunities, and we are working continuously to
find new products and improve existing ones. These activities are presented in detail in Chapter 8
“Research and Development,” page 100ff.

Various risks described in the following — particularly financial risks — are counterbalanced by the
opportunities that could result from positive trends.

Risks

Risk exposure

As a global company with a diverse business portfolio, the Bayer Group is exposed to numerous
risks. We have purchased insurance coverage — where it is available on economically acceptable
terms —in order to minimize related financial impacts. The level of this coverage is continuously
re-examined.

Significant risks for the Bayer Group are outlined in the following sections. The order in which the
risks are listed is not intended to imply any assessment as to the likelihood of their materialization
or the extent of any resulting damages.

Legal risks

We are exposed to numerous legal risks from legal disputes or proceedings to which we are
currently a party or which could arise in the future, particularly in the areas of product liability,
competition and antitrust law, patent disputes, tax assessments and environmental matters. The
outcome of any current or future proceedings cannot be predicted. It is therefore possible that
legal or regulatory judgments could give rise to expenses that are not covered, or not fully
covered, by insurers’ compensation payments and could significantly affect our revenues and
earnings.

Legal proceedings currently considered to involve material risks are described in Note [32] to the
consolidated financial statements, page 241ff.
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CONSOLIDATED FINANCIAL
STATEMENTS

Management’s Statement of Responsibility
for Financial Reporting

The consolidated financial statements of the Bayer Group have been prepared by the manage-
ment, which is responsible for the substance and objectivity of the information contained therein.
The same applies to the Group management report, which is consistent with the consolidated
financial statements and is combined with the management report of Bayer AG.

Our financial reporting takes place according to the rules issued by the International Accounting
Standards Board, London, as endorsed by the European Union.

Effective internal monitoring procedures instituted by Group management at the consolidated
companies along with appropriate staff training ensure the propriety of our reporting and

its compliance with legal provisions. Integrity and social responsibility form the basis of our
corporate principles and of their application in areas such as environmental protection, quality,
product safety, plant safety and adherence to local laws and regulations. The worldwide imple-
mentation of these principles and the reliability and effectiveness of the monitoring procedures
are continuously verified by our Corporate Auditing Department.

The Board of Management conducts the business of the Group in the interests of the stockhold-
ers and in awareness of its responsibilities toward employees, communities and the environment
in all the countries in which we operate. Our declared aim is to deploy the resources entrusted
to us in order to increase the value of the Bayer Group as a whole.

In accordance with the resolution of the Annual Stockholders’ Meeting, the Supervisory Board
appointed PricewaterhouseCoopers Aktiengesellschaft Wirtschaftsprifungsgesellschaft as the
independent auditor of the consolidated financial statements and of the statements’ compliance
with the International Financial Reporting Standards. The scope of the auditor’s report also in-
cludes Bayer's risk management system, audited in light of the German Law on Corporate Supervi-
sion and Transparency. The consolidated financial statements, the combined management report
and the auditor’s report were discussed in detail, in the presence of the auditor, by the Audit Com-
mittee of the Supervisory Board and at a plenary meeting of the Supervisory Board. The Supervi-
sory Board reports on this separately in the Report of the Supervisory Board in the Bayer Annual
Report 2009.

The Board of Management
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CONSOLIDATED FINANCIAL
STATEMENTS

Auditor’s Report

We have audited the consolidated financial statements prepared by Bayer Aktiengesellschaft,
Leverkusen, comprising the income statement and statement of comprehensive income, state-
ment of financial position, statement of cash flows, statement of changes in equity and the notes
to the consolidated financial statements, together with the group management report for the busi-
ness year from January 1, 2009 to December 31, 2009, which is combined with the management
report of the company. The preparation of the consolidated financial statements and the com-
bined management report in accordance with the IFrs, as adopted by the E.u., and the additional
requirements of German commercial law pursuant to § (Article) 315a Abs. (paragraph) 1 HGB
("Handelsgesetzbuch”: German Commercial Code) are the responsibility of the parent Company's
Board of Management. Our responsibility is to express an opinion on the consolidated financial
statements and on the combined management report based on our audit.

We conducted our audit of the consolidated financial statements in accordance with § 317 HGB and
German generally accepted standards for the audit of financial statements promulgated by the Insti-
tut der Wirtschaftsprufer (Institute of Public Auditors in Germany) (1Dw) and additionally observed
the International Standards on Auditing (1sA). Those standards require that we plan and perform the
audit such that misstatements materially affecting the presentation of the net assets, financial posi-
tion and results of operations in the consolidated financial statements in accordance with the appli-
cable financial reporting framework and in the combined management report are detected with rea-
sonable assurance. Knowledge of the business activities and the economic and legal environment of
the Group and expectations as to possible misstatements are taken into account in the determina-
tion of audit procedures. The effectiveness of the accounting-related internal control system and the
evidence supporting the disclosures in the consolidated financial statements and the combined
management report are examined primarily on a test basis within the framework of the audit. The
audit includes assessing the annual financial statements of those entities included in consolidation,
the determination of the entities to be included in consolidation, the accounting and consolidation
principles used and significant estimates made by the Company’s Board of Management, as well as
evaluating the overall presentation of the consolidated financial statements and the combined man-
agement report. We believe that our audit provides a reasonable basis for our opinion.

Our audit has not led to any reservations.

In our opinion based on the findings of our audit the consolidated financial statements comply
with the IFRs as adopted by the E.u., the additional requirements of German commercial law
pursuant to s 315a Abs. 1 HGB and give a true and fair view of the net assets, financial position
and results of operations of the Group in accordance with these requirements. The combined
management report is consistent with the consolidated financial statements and as a whole
provides a suitable view of the Group's position and suitably presents the opportunities and risks
of future development.

Essen, February 24, 2010
PricewaterhouseCoopers

Aktiengesellschaft
Wirtschaftsprifungsgesellschaft

Armin Slotta Anne Bocker
Wirtschaftsprifer Wirtschaftspruferin
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U.S. Securities and Exchange Commissio

Small Public Companies to Begin Providing Audited
Assessment of Internal Controls Over Financial
Reporting in Nine Months

FOR IMMEDIATE RELEASE
2009-213

Final Stage of Section 404 of Sarbanes-Oxley to Begin in June

Washington, D.C., Oct. 2, 2009 — The Securities and Exchange
Commission today announced that the smallest publicly reporting
companies will begin complying in nine months with the final portion of a
key provision of a 2002 corporate governance law that requires companies
to report to the public about the effectiveness of their internal control over
financial reporting.

Additional Materials

* Study on SOX Internal Controls
* Statement of Commissioner Luis A. Aguilar Regarding His Commitment to
Implementation of Sarbanes-Oxley Section 404(b)

Under the provisions of Section 404 of the Sarbanes-Oxley Act, public
companies and their independent auditors are each required to report to
the public on the effectiveness of a company’s internal controls. The
smallest public companies with a public float below $75 million have been
given extra time to design, implement and document these internal controls
before their auditors are required to attest to the effectiveness of these
controls.

This extension of time will expire beginning with the annual reports of
companies with fiscal years ending on or after June 15, 2010. This
expiration date previously had been for fiscal years ending on or after Dec.
15, 2009. The extension was granted so that the SEC’ s Office of Economic
Analysis could complete a study of whether additional guidance provided to
company managers and auditors in 2007 was effective in reducing the costs
of compliance. Because the study was published less than three months
before the December 15 deadline, the Commission determined that
additional time is appropriate and reasonable so that small public
companies and their auditors can better plan for the required auditor
attestation.

While the reporting and auditor-attestation grew out of the 2002 law
passed by Congress, all U.S. public companies have been required to
maintain internal accounting controls since 1977.

“Since there will be no further Commission extensions, it is important for all
public companies and their auditors to act with deliberate speed to move
toward full Section 404 compliance,” said SEC Chairman Mary L. Schapiro.

http://www.sec.gov/news/press/2009/2009-213.htm 2010/05/96
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