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Bayer Plc

Directors' Report
For the year ended 31 December 2007

The directors present thesr report and financial statements for the year ended 31 December 2007

Pancipal activities and review of the business

The company's prnncipal activity 1s the marketng of healthcare and polymer products manufactured by Bayer Group
companes and the provision of admumstration services to group companies as well as third parues

The company conunued to trade successfully during the year and consolidated 1ts posinon 1n its chosen healthcare markets

On 1st July 2007 the business and assets of Schenng Health Care Limited, a fellow subsidary, were transferred to the
company for a conaderation of £8,709,000

Dunng 2007 the turnover of the company mcreased by £58,220,000 (25%)

Anmal Health performed well with a 10% year on year growth in turnover Diabetes Care continued to increase its market
share, delivering an merease in sales of 25% above the previous year

The Pharmaceutical division mncreased sales by £533,000,000 (48%), as 2 result of the Schering integration from 30 June 2007

Consumer Diviston increased sales by 1% The consumer market contunued te be difficult dunng 2007, with downward price
pressure from our customers, mainly pharmacy retalers and national supermarkets

Durnng 2007 the Polymer products business achieved an increasing share of the dimurushing UK market, resulting 1n turnover
remaining stable

Principal nisks and uncertainties

The company has put 1 place internal controls to deter fraud and regularly revises these fraud prevention controls as part of
its Internal Controls Systems management process The company also momtors external fraud threats and internal threats via
1ts 'KonTraGG' sk management system and takes approprate nsk reduction actions

The company put in place a Fraud Response Plan during 2006 This consists of a Fraud Investigauon Protocol, which strictly
controls how fraud investigations are to be conducted and what admussible evidence 1s acqured  Fraud investiganons are
carned out mdependently, under the terms of the Protocel, by appropnately experienced and qualified persons within the
company, who are not members of the Finance department, and by Internal Audit staff of the Ultimate Parent No materal
investigations were undertaken dunng 2007

The company carnes out market research to ensure that its products are sold at competave pnces In the case of
pharmaceuncal products, the prices are regulated by the Pharmaceutical Price Regulation Scheme (PPRS) The OFT reported
on thewr mvestigation into the efficacy of the PPRS dusing 2007  As a result, the Department of Health (DOH) have agreed
with the industry body {ABPI) 1o renegotiate the 2005 Scheme The DOH have issued notice to tefrmiunate the current scheme
as at 31st August 2008

The company also mantains good Corporate Governance practice 1n educatng 1ts staff about avouding antt-compettive or
cartel-type practices  During 2007, there was a global imnatve to educate managers and employees on their responsibihttes for
"Corporate Complance” Supply Chain nisks (including price risks) are regularly monittored as part of the company's nsk
management practices

Financial Risk Management
The company's operations expose 1t to hrmted financial nsks that include credit nisk, hqudity nisk, interest rate risk and foreign
exchange sk Given the size of the company, the directors have not delegated the responsibility of momtonng financial nsk

management to a sub-commuttee of the board The policies set by the board of directors are implemented by the company's
finance department
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Bayer Plc

Directors' Report (continued)
For the year ended 31 December 2007

Price nisk

The company 1s exposed to commodity price nsk as a result of 1s operauons  Due consideration 1s given to forward
provistoning of key commodities when market conditions dictate  However, given the size of the company's operanons, the
costs of managing exposure to commoduy price nsk exceed any porenual benefits  The directors will revisir the
appropriateness of this policy should the company's operations change 1n size or nature

Credit nisk

The company has implemented polictes that requuire approprate credit checks on potental customers before sales are made
Credit insurance ts taken out where available

Liquidity nisk

The company actively matntains a mixwure of short-term mter-company and debt finance that 1s designed to ensure the
company has sufficient avadable funds for operanons and planned expansions

Intetest rate cash flow nsk

The company pays interest on 1ts exrernal debt at a variable rate, the debrt 15 not considered significant enough to warrant
hedging The directors will revisit the appropnatencss of this policy should the company's operations change in size or nature

Foregn exchange risk

The company's exposure to foreign currency rsk 1s not considered by the directors to be sigmificant because the majonty of its
goods purchased for the domestic business and internal sales made are invoiced i sterhng The company's exposure to nisk 1s
limired to the relatively few transactions made with external overseas vendors The company does not hedge against 1ts
forelpn exchange risk

4

IPosition of the company at the year end
The increase 1n working capital was mainly caused by the integration of the former Schering Healthcare business into Bayer Ple

The company takes management of working capital, and, in parncular, hquidity very senously  As well as monttoring these
nsks within the company, hqudity and working capiral management s also closely montored by the ulnmate parent, Bayer
AG

Analysis based on key performance indicators
The turnover 11 2007 rose by £58 2m (25 0%) compared to the previous year as a direct result of the Schering acqusitton n
the current year

Operatng profit margins fell from 3 6% to 1 9% mainly due to the Schenng restructunng costs of £8 933m in the year After
adjusting for exceptional items 1n both years the operatng margin in the current year was 4 9% compared to 5 5% 1n 20006, due
to lower costs of raw matenals and other consumabies in the previous year

The decrease mn profit before tax from £153,419,000 to £33,522,000 reflects the impact of the sale of Bayer Duagnostics
Manufactunng (Sudbury) Limited in the prior year The resulung profit on that wansacton was £139,321,000 1n 2006 and a
loss of £3,051,000 1n 2007

Bayer Plc staff numbers remained relatively constant starung the year at 608 and ending the year at 664, icreasing only by the
addional staff from the Schenng acquisition Staff turnover which excludes any redundancies or early retwrements remains low
by national standards

Each year traiming and development needs analysis 18 undertaken across all sites  In additton to training and development, the
UK undertakes an assessment of individuals to 1denufy candidates wth potential for sentor management  Thus information 1s
forwarded via the vanous parts of the UK organusation mio the Bayer Potennal and Organtsation Conferences (PCCs) which
take place on a regional and funcnonal basts
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Bayer Plc

Directors' Report (continued)
For the year ended 31 December 2007

Results and dividends
The results for the year are set out on page 7

The directors do not tecommend payment of an ordinary dividend (2006 £ml}

Research and development

The company 1s commutted to product tmprovement and does so through extensive product development Development in
the United Kingdom 15 carried out pomanly by the Pharmaceuncal Business Group Considerable other research and
development 1 carned out world-wide by other group comparues

Future developments

At present there are no acquisibon plans for 2008 and we see the year ahead as a wme for consolidaton of the newly acqured
Schenng business

Durectors
The following directors have held office since 1 January 2007

F-] Berners
M S Dawkins

Chantable donations

Durning the year, the sum of £4,821 (2006 £13,439) was donated to a number of United Kingdom chantable orgamsaons No
payments were made for polincal purposcs (2006 £nil)

Employee involvement

The company acuvely continues its policy of employee consultavon by way of a voluntary staff association elected by all
employees on 2 democranc basis

Meetngs are held regularly at all sites where the views of staff members are sought and management has an opportunity to
wnfotm staff of developments withun the company and its financial standimg and prospects Al staff are kept informed by way
of pubkshed mmutes of these meetings and also by way of the in-house magazine contanung aracles on the company's
performance and plans

Disabled persons

It 1s the company's policy to give full and fair consideration to applications for employment made by disable persons, to
continue whetever possible the employment of staff who become disabled and to provide equal opportunities for the training,
career development and promotions of disabled employees

Creditor payment policy

It 15 the company's policy to pay habihines to creditors within credit terms agreed with suppliers The company follows the
CBl's Prompt Payers Code (Copies are avalable from the CBI, Centre Pomt, 103 New Oxford Street, London, WC1A 1DU)

The number of days represented by trade credstors 1s 19 days (2006 24 days)

Auditors

The company has by elective resolution dispensed with the obhganon to appomt auditors annually in accordance with section
386(1} of the Compames Act 1985 Therefore, the auditors, PncewaterhouseCoopers LLP, will be deemed to be reappointed
for each succeeding financial year
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Bayer Plc

Directors' Report (continued)
For the year ended 31 December 2007

Disectors' responsibilitses

Company law requires the directors to prepare financal staterments for each financial year that give a true and fatr view of the
state of affars of the company and of the profit or loss of the company for that penod The durectors are required to prepare
the financial statements on the going concem basis, unless it 15 mnappropriate to presume that the company will continue 1n
business

The directors confirm that suitable accounting policies have been used and applied consisienty in the preparation of the
financial statements They also confirm that reasonable and prudent judgements and estimates have been made 1n prepanng
the financial statements for the year ended 31 December 2007 and that applicable accounting standards have been followed

The directors are responsible for keeping proper accounting records thar disclose with reasonable accuracy at any tune the
financial posiien of the company and enable them to ensure that the financial staterments comply wath the Companies Act
1985 They zre also responsible for safeguarding the asscts of the company and hence for talung reasonable steps for the

prevention and detection of fraud and other wrregulanties

Statement of disclosure to auditor
Each person who 15 a director at the date of approval of this report confirms that

{a) so far as the directors are aware, there 15 no relevant audit information of whitch the company's auditors are unaware, and

{b) they have taken all the steps that they ought to have taken as directors i order to make themselves aware of any relevant
audit information and to establssh that the company's auditors are aware of that information

By order of the board

M L‘/-'/L-'L-'o«\

M A Wilkinson

Secretary ’L? M o._n/l\ (Zpog .
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Bayer Plc

Independent Auditors’' Report
To the Members of Bayer Plc

We have audited the financial statements of Bayer Plc for the year ended 31 December 2007 which comprise the Profit and
Loss Account, the Statement of Total Recogrused Gains and Losses, the Balance Sheet, and the related notes These financial
statements have been prepared under the accounting policies set out therein

Respecuve responsibilities of the directors and auditors

The directors' responsibilities for prepanng the financial statements mn accordance with applicable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out in the Statement of Directors'
Responsibihties

Our responsibility 1s to audit the financial statements 1n accordance with relevant legal and regulatory requirements and
International Standards on Audiong (UK and Ireland) Thus repott, including the opinton, has been prepared for and only for
the company's members as a body in accordance with Section 235 of the Comparmes Ace 1985 and for no other purpose We
do not, 1n giving this optnion, accept or assume responsibility for any other purpose ot to any other person to whom ths
report 1s shown or into whose hands it may come save where expressly agreed by our prior consent in writing

We report to you our opimon as to whether the financial statements give a ttue and fair view and are properly prepared in
accordance with the Companes Act 1985 We report to you whether in our opinion the informaton given n the Directory’
Report 1s consistent with the financial statements

In addinon, we report to you 1f, 1 our opiuon, the company has not kept proper accounting trecords, if we have not recerved
all the informauon and explanations we require for our audit, or if mformanon speafied by law regarding directors’
remuneratton and other transactions ts not disclosed

We read the Directors’ Report and consider the implicatons for our report if we become aware of any apparent
misstatements within 1t

Basis of audit opimon

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued by the Audiang
Practices Board An audit mncludes examunation, on a test basis, of evidence relevant to the amounts and,disclosutes in the
financtal statements Tt also includes an assessment of the significant estimates and judgements made by the directors in the
preparaon of the financial statements, and of whether the accountng policies are appropnate to the company's
circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtam all the nformation and explanatons which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the financtal statements are free from matenal
musstatement, whether caused by fraud or other irregulanty or error In formung our opinion we also evaluated the overall
adequacy of the presentaton of mformation in the financl statements
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Bayer Plc

Independent Auditors' Report (continued)
To the Members of Bayer Plc

Opimon
In our opimnton

- the financial statements give a true and fair view, 1n accordance with United Kingdom Generally Accepted Accounung
Practice, of the company's affaurs as at 31 December 2007 and of tts profit for the year then ended,

- the financial statements have been properly prepared in accordance with the Companies Act 1985, and

- the information given 1n the Directors’ Report 15 consistent with the financial statements

PricewaterhouseCoopers LLP '

Chartered Accountants and Registered Auditors
Reading

Date 21 Wharzk 2008
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Bayer Plc

Profit And Loss Account

For the year ended 31 December 2007

Notes
Tumover 2
Continung operations 228,788
Acquisitions 61,987

Discontinued activities -

Change 1n stocks of finished goods and work n progress
Other operating tncome

Raw materials and other consumables

Other external charges

Staff costs 24
- Normal

- Speaial 5
Depreciation

Other operating charges

Restructuring costs 5

Operaung profit 4
Conunuing operanons 12,613

Acquisitions (7,200}
Discontinued activities -

{Lass)/profit on sale of subsidiary 5
Profit on sale of business group 5
Restructunng costs 5
Profit on ordinary activities before interest
Interest recervable and similar income 6
Other finance mcome 7
Interest payable and simular charges 8
Profit on ordinary activities before

taxation

Tax on profit on ordinary acavities 9
Retained profit for the financial year 19

2007

£000's

290,775
(764)
302

290,313

(188,826)
(1,793)

(53,508)

(958)
(30,882)
(8,933)

5,413

(3,051)
19,831

22,193

10,620
2,167
(1,458)

33,522

(12,414}

21,108

211,883
1,587
19,085

12,547
(3,049)
(1,036)

2006
(as restated)
£ 000's

232,555
(575)
54

232,034

(123,626
(6,202)

(41,486)
(4,400
(802)
(47,056)

8,462

139,321

(175)

147,608

7,142
1,708
(3,039)

153,419

{5,050)

148,369

There are no matenal differences between the profit on ordinary activities before taxation and the profit for the years stated

above and their historical cost equivalents
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Bayer Plc

Statement Of Total Recognised Gains And Losses
For the year ended 31 December 2007

Profit for the financial year

Actuanal gain on penston scheme
Movement on deferred tax relating to pension scheme

Total recogmised gains and losses relating to the year

Pror year adjustment

Total gains and losses recogmsed since last
financial statements

2007

Notes £ 000's
21,108

20,120
(6,038)

35,199

26 (11,130)

24,069

2006

(as restated)
£ 000's
148,369

277
83)

148,563
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Bayer Plc

Balance Sheet

As at 31 December 2007

Notes
Fixed assets
Intangible assets 11
Tangible assets 12
Current assets
Stocks 13
Debtors 14
Cash at bank and i hand
Creditors amounts falling due within one
year 15
Net current assets
Total assets less current habihiues
Provisions for habihues and charges 16

Net assets excluding pension scheme asset/(liabihity)
Pension scheme asset/(hability) 17

Net assets including pension scheme asset/ (habihty)

Capital and reserves

Called up share capital 18
Share premium account 19
Other reserves 19
Profit and loss account 19
Equuty shareholders’ funds 20

£000's

9,297
266,433
10,259

285,989

(114,842)

2007
£ 000's
26,836

5,420

32,256

171,147
203,403
(6,218)
197,185
12,295

209,480

25,062
10,655
7,373
166,390

209480

Approvad by the Board and authonised for issue on ‘L 7 hML %O g

M

M S Dawkins

Director

£000's

8,533
240,181
5,203

253917

(103,402)

2006
(as restated)
£ 000's

31,860

5,999

37,859

150,515
188,374

(2,963)
185,411
(11,130)

174,281

25,062
10,655
7373
131,191

174,281

page 9




12

13

14

15

16

17

18

Bayer Plc

Notes To The Financial Statements
For the year ended 31 December 2007

Accounting policies

Accounting convention

These financial statements are prepared on the gomg concern basis, under the histoncal cost convention and 1
accordance with the Compames Act 1985 and applicable accounting standards  The principal accounting policies are set
out below together with an explanation of where changes have been made to previous polictes on the adoption of new
accounting pobceies 1n the year

Changes 1n accounting policies

The company has taken early adoptton of the new provisions of FRS 17 'Retirement benefits’ and has also changed 1its
accounting policy m respect of the Bayer Group Pension Plan, disclosing it as a defined benefit scheme 1n accordance
with the full provisions of FRS 17 This scheme was previously reported as a defined contnbunion scheme, as the
scheme was a mulh-employer scheme where the assets and labilites were not separable between the participating
comparues

The full details of the changes are disclosed 1n note 26 to the accounts

Cash flow statement and related party disclosures

The company 1s a subsidiary of Bayer HeathCare AG which 1+ a wholly-owned subsidiary of Bayer AG and 15 included
tn the consolidated financial statements of Bayer AG, whuch are publicly available Consequently, the company has taken
advantage of the exemption from prepanng a cash flow statement under the terms of FRS 1 The company 15 also
exempt under the terms of FRS 8 from disclosing related party transactions with entiues that are part of the Bayer AG
group or investees of the Bayer AG group

Tumover

Turnover represents goods and services provided net of discounts and 15 recogrused when these goods have been
delivered and services have been received, and mecludes comimussion recervable from indent sales and excludes value
added tax Other operating income represents other muscellaneous income

Goodwnll

Purchased goodwall 15 determuned by companng the amount pasd on the acquisition of a business and the aggregate faur
value of s separable net assets It 1s caprrabsed and wntten off on a straight line basis over its estimated useful
economic life or 20 years, whichever 1s shorter

Marketng nghts

Markeung nghts are capitalised and stated at cost less accumulated amortisaton Amortsation 1s calculated to wrte off
the cost in equal annual mstalments over their estimated useful lives which are estimated to be 10 years

Research and development

Expenditure on research, development and clinical tnals 1s wotten off in the year in whach 1t 1s incurred

Tangible fixed assets and deprecianon

Tangible fixed assets are stated at cost less depreciavon Deprecution 1s provided at rates calculated o wrte off the
cost, less esnmated residual value of each asset over 1ts expected useful life, as follows

Land and butldings Leasehold 20 - 50 years dependent on lease term
Plant and machinery 2 - 15 years

Fixtures, fitangs & equpment 3-10 years

Rental equipment 3-5 years

No deprecraton 18 provided m respect of freehold land or assets 1 the course of construcuon until they have been
completed and ansferred to the relevent asser class
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Accounting policies (continued)
The cost of tangble fixed assets 1s their purchase cost together with any incidental costs of acquisition

Leasing
Rentals payable under operanng leasey are charged agamnst income on a straight-ine basis over the lease term

Income n respect of operatng leases 1s taken on 4 strajght-line basts over the lease term

Stock

Stocks are stated at the lower of cost and net realisable value after provisions for obsolescence In general, cost 1s
determuned on a moving average basis Stocks on consignment and their related obligations are recogrused when the nsk
and rewards of ownership pass to the company

Pensions

The company operates a defined benefit pension scheme for the benefit of its employees, the assets of which are held
seperately from those of the company 1n independently admnstered funds

Pension scheme assets are measured using market value Pension scheme lbilites are measured using the projected umt
actuanal method and are discounted at the current rate of return on a hugh quality corporate bond of equivalent terms
and currency to the habiity The increase in the present value of the Liabilites of the company's defined benefit pension
schemes expected to arise from employee service m the pertod 1s charged to operating profit The expected return on
the schemes' assets and the increase duning the year in the present value of the schemes’ liabiines ansing from the
passage of ume are included i other finance mcome Actuanal gans and losses are recogmsed 1n the statement of total
recognised gains and losses

Pension schemes' surpluses, to the extent that they are constdered recoverable, or defiaits are recognised 1n full and
presented on the face of the balance sheet net of the related deferred tax

‘The company operates a defined contribution pension scheme The assets of the scheme are held separately from those
of the company 1n an mdependently admimstered fund The pension cost charge disclosed m note 17 represents
conrmbunons payable to the company fund

Deferred taxation

Proviston 1s made for deferred tax liabilites and assets only to the extent that the directors consider it more lkely than
not that there will be sutable profits from which the future reversal of the uming differences can be deducted,
accordance with FRS 19

Deferred tax 1s measured at the average tax rates that are expected to apply in the periods m which the tuming
differences are expected to teverse, based on tax rates and laws that have been enacted or substannally enacted by the
balance sheet date Deferred rax 15 measured on a non-discounted basis

Foreign cutrency translation

Transactions denomunated in foreign currencies are translated into sterling at the rate of exchange ruling at the date of
the trarnsaction or at an average rate for the relevant month where that provides a close approximation

Monetary assets and labilines 1n foreign currencies are translated into sterling at the rates of exchange ruling at the end
of the financial year All exchange differences are dealt wath in the profit and loss account

Group accounts

The financial statements present mformation about the company as an individual undertaking and not about its group
The company has not prepared group accounts as it 15 exempt from the requirement to do so by section 228 of the
Compantes Act 1985 as 1t 15 2 subsidiary undertaking of Bayer AG, a company mncorporated i Germany, and ss included
in the consoldated accounts of that company
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Accounting policies (continued)

Impairment

Where events or changes in circumstances indicate that the carrying amount of a fixed asset or goodwill may not be
recoverable an impairment review 1s performed An impawrment write down 15 recognised to the extent that the carrying
amount of the asset exceeds the higher of net realisable value and value-in-use Esumated future cash flows are
discounted to present value using an approprate discount rate which represents an estimate of the rate that the market
would expect on an equally nisky investment

Provisions

Prowvisions are recogrused when the company has a present obliganon (legal or constructive) as a result of a past event, 1t
1s probable that the company will be required 1o settle the oblgation, and a reliable estimate can be made of the amount
of the obligation

The amount recogrused as a provision 1s the best estimate of the constderauon required to settle the present obligation
at the balance sheet date, taking into account the risks and uncertamties sutrounding the obligation

Where a provision 15 measured using the cash flows estimated to settle the present obhgation, its carrying amount 1s the
present value of those cash flows

Tumover

2007 2006
£ 000's £000's
Class of business
Marketing of HealthCare and Polymer products 256,718 206,996
Prowision of administranon services to group compares 34,057 25,559
290,775 232,555
Geographical market
2007 2006
£ 000's £ 000's
United Kingdom 235,075 188,287
Rest of Europe 55,700 44,268
290,775 232,555

The company's turnover originates entirely in the UK and 15 wholly attnburable to us principal trading actvittes as
discussed 1n the Director’s Report The company's net assets are enurely based 1n the UK.
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Expenditure analysis

2007 2006
as restated
Continuing Discontinued Total Continuing Discontinued Total
£000's £ 000's £ 000's £ 000's £ 000's £ 000's
Raw matenals and consumables 188,826 - 188,826 123,716 o0 123,626
Change m stocks of
finushed goods and work
n progress 764 - 764 575 - 575
Other external charges 1,793 - 1,793 3,638 2,564 6,202
Staff costs 53,508 - 53,508 32,559 8,927 41,486
Depreciation 958 - 958 733 69 802
Other operating charges 39,815 - 39,815 42,805 4251 47 056
Other operating mcome (302) - (302) 54 - (54
Special pension contributions - - - - 4,400 4,400
285,362 - 285362 203,972 20,121 224,093

On 30 June 2007, Bayer Plc purchased the wade and assets of Schenng Health Care Luimited The business previously
undertaken by Schenng Health Care Lamuted has been shown as an acquisitton 1n these financial staternents

The total figures for contunuing operations in 2007 include the following amounts relatng to acquisinons raw matenals
and other consumables £41,393,000 (2006 £ml), other external charges £241,000 (2006 fml), deprecianon {93,000
(2006 £587,000), other operating charges fnil (2006 £1,303,000), other operanng mcome Ll (2006 £26,000), and

special pension contnbunons fnd (2006 Loil)

Detaled informanon on staff costs 15 not avalable due to the sigmficant impact the acqumnon had on the exsting
business structure and the extended pertod over which this integration took place In the prior year staff costs imcluded

£5,326,000 relating to acquistiions
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Operaung profit 2007 2006
£000's £ 000's
Operaung profit 1s stated after charging
Amortisation of intangible assets 4,838 4916
Depreciavon of owned tangible assets 958 921
Loss on foreign exchange transactnons - 302
Research and development 3,066 870
Operating lease rentals
- Plant and machinery 460 1,482
- Other assets 1,359 1,296
Auditors’ remuneration 220 154
Remuneration of auditors for non-audit work - regulatory work 2 22

and after crediting

Profit on disposal of tangible assets - 17
Profit on foreign exchange transactuons (147 -
Depreciation recharged to group company - (11%)

Exceptional items

Sale of subsidiary undertaking

On 31 December 2006 the company sold the entire share capital in its substdiary undertaking, Bayer Diagnosucs
Manufactunng (Sudbury) Larmuted for consideration of EUR 233,755,000 The resulting profit ansing from this sale was
£139,321,000 Further costs incurred during 2007 relaung to this sale amounted to £3,051,000 The tax effect of this 1s
Ll

Special pension contnibutions

The sale of trade and assets mentioned above was a cessation event under the Pensions Act 1995 Following an
application for clearance on the transaction made to the Pensions Regulator, the company paid £4,400,000 into the
Bayer Diagnostics Pension Plan in the prior year as a specual contribution Any future labilines were transferred to the
vendors

Restructuning costs

Ansing from the sale of the Diagnosucs business group in the prior year were restructuring costs to prepare the
bustness group for divestment totaling £174,559 The tax effect of this was to create a tax credit of £52,000

On 30 June 2007 the company acquired the trade and assets of Schering Health Care Limuted  The costs relating, to the
integration amounted to £8,933,000 The assoaated tax credit 1s £2,679,000

Sale of business group

On 1 January 2007 the company sold us diagnostics business group to Siemens AG The profit resulung from thus 1s
£19,831,000 and rhe tax effect of this 1s a charge of £6,005,000
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Interest recervable and similar income 2007 2006
£ 000's £000's
Income from shares in group undertakings - 4,000
Interest recetvable from group comparues 10,002 3,123
Bank interest 618 19
10,620 7,142
Other finance income 2007 2006
£ 000's £ 000's
Net interest on pension scheme (note 17) 2,167 1,708
2,167 1,708
Interest payable 2007 2006
£ 000's £ 000's
On amounts payable to group compames 1,458 2,842
On bank loans and overdrafts - 197
1,458 3,039
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Taxation 2007 2006
£ 000's £ 000's

Domestic current year tax

U K. corporation tax 8,287 1,371

Adjustment for poior years 959 -

Current tax charge 9,246 1,371

Deferred tax

Deferred tax charge current year 3,923 3,372
Deferred tax adjustment for previous year (415} 307
Effect of change in corporation tax rate (340) -
Deferred tax charge 3,168 3,679
Total tax charge on profit on ordinary activities 12,414 5,050

Deferred tax charge 1s analysed as

Deferred tax re pensions 3,498 4,735
Deferred tax re capital allowances and other tming differences (note 15) (330) (1,056)
3,168 3,679

Factors affecting the tax charge for the year
Profit on ordinary activittes before taxation 33,522 153,419

Profit on ordinary achivibes before taxation multiphed by standard rate of UK

corporation tax of 30 00% (2006 - 30 00%) 10,057 46,026
Effects of
Non deducuble expenses 1,238 1,714
Non taxable UK dividends recesved - (1,200)
Non taxable gain on disposal of subsidiary 915 (41,797)
Accelerated capital allowances (3,923) (3,372)
Adjustments to previous periods 959 -
(811) (44,655)
Current tax charge 9,246 1,371

Factors that may affect future tax charges
Based on current capital invesiment plans, the company expects to continue to be able to claim capital allowances in
excess of depreciation in future years at a sunlar level to the current year

The standard rate of corporation tax in the UK changes to 28% with effect from 1 Apnl 2008
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Duwvidends on equity shares 2007 2006
£ 000's £ 000's

Ordinary internim paid - 10,000

The directors have not proposed a final dividend for 2007 (2006 fN#) The dividend per share for the prior year was
£040

Intangible fixed assets

Markeung Goodwll Total

Rights

£ 000's £ 000's £ 000's
Cost
At 1 January 2007 17,390 31,353 48,743
Dusposals (355} - (355)
At 31 December 2007 17,035 31,353 48,388
Agpregate amortisation
At 1 January 2007 10,616 6,267 16,883
Amorosation on disposals (169) - (169}
Charge for the year 1,703 3,135 4,838
At 31 December 2007 12,150 9,402 21,552
Net book value
At 31 December 2007 4,885 21,951 26,836
At 31 December 2006 6,774 25,086 31,860

Marketing rights and goodwill arose on the purchase of the UK and Insh OTC business of Roche 1n 2005 and are being
wiritten off over 10 years Other goodwill 13 being written off over 1ts esumated useful fe of 10 years
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Tangible fixed assets

Land and Plant and Fixtures, Rental Assets in the Total

buildings  machinery fitungs & equpment course of

Leasehold equpment construction

£ 000"s £ 000's £ 000's £000's £000's £ 000's

Cost
At 1 January 2007 4,755 32 7,534 458 33 12812
Additions - - - - 223 223
Transfer of assets under construction 98 - 105 - {203) -
Transfer from group companites - - 494 - - 494
Disposals - - (303) - - (303)
At 31 December 2007 4,853 32 7,830 458 53 13,226
Deprecianon
At 1 January 2007 798 29 5,687 299 - 6,813
Transfer from group companies - - 282 - - 282
On disposals - - - (247 - - (247)
Charge for the year 356 1 512 89 - 958
At 31 December 2007 1,154 30 6,234 388 - 7,806
Net book value
At 31 December 2007 3,699 2 1,596 70 53 5,420
At 31 December 2006 3,957 3 1,847 159 33 5,999

Transfer from group companies represents the assets transferred from Schering HealthCare Limuted, a fellow subsidiary

company

Stocks

Fiushed goods and goods for resale

2007
£000's

9,297

2006

£ 000's

8533

At 31 December 2007, the company held £25 2 mullion (2006 £29 3 mullion) of consignment stocks on a sale or rerurn
basis from Bayer SRL, Bayer Basle, BSP AG and Bayer Health Care AG Since these stocks reman the property of the
parent company until sold to third parties, they are included on the balance sheet of that company and not included 1n

Bayer Plc's assets
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Debtors 2007 2006

£ 000's £000's
Trade debtors 52,116 36,300
Amounts owed by parent and fellow subsidiary undertakings 207,493 195,214
Corporation tax - 2,387
Other debtors 5,221 6,030
Prepayments and accrued income 1,603 244

266,433 240,181

Included within amounts owed by parent and fellow <ubwdiary undertakings 15 an amount of 38,000,000 (20006
£25,000,000) owed by Bayer AGCO Liumuted and Bayer Agnculture Limuted These loans accrue interest at a rate of
6 1% and are repayable on 23 January 2008 There 1s also an amount of £145,000,000 (2006 £136,723,000) owed by
Bayer AG whuch accrues mterest at a rate of 5 8% and 1s repayable on 23 January 2008 All other amounts are repayable

on demand and are non interest bearing

Amounts owed by group companies are secured by the holding company

Creditors amounts falling due within one year 2007 2006

£ 000's £ 000's
Bank loans and overdrafis - 27,000
Trade creditors 16,672 10,993
Amounts owed to parent and fellow subsidiary undertakings 72,648 50,638
Corporation tax 5,421 -
Other taxation and social security 1,204 1,420
Other creditors 2,289 1,784
Accruals and deferred tncome 16,608 11,567

114,842 103,402

Included within amounts owed by parent and fellow subsidiary undertakings 1s an amount of £22313,000 (2006
£28,000,000) owed to Bayer CropScience Holdings Limted and Schering Holdings Limiuted These loans accrue interest
at rates of 5 8% and 5 4% respecavely and are repayable on 23 January 2008 There 15 also an amount of £1,175,000
(2006 fml) owed to Schenng HealthCare Limited which accrues interest at a rate of 58% and 1s repayable on 1

February 2008 All other amounts are repayable on demand and are non interest beaning

Amounts owed to group companies are secured by the holding company
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Bayer Plc

Notes To The Financial Statements (continued)

For the year ended 31 December 2007

Provisions for habilities and charges

Deferred tax Other Total
hability
£ 000's £000's £ 000's
Balance at | January 2007 439 2,524 2,963
Profit and loss account (345) 3,585 3,240
Transfers from group company 15 - 15
Balance at 31 December 2007 109 6,109 6,218
Other provisions represent bulding retirement obligations, restructuring and long term service awards
The deferred tax habihty 15 made up as follows
2007 2006
£ 000's £ 000's
Accelerated capital allowances 1,363 2,601
Other oming differences (1,254 (1,562)
109 439

Duning the year, as a result of the change in UK Cormporanon Tax rates which will be effecave from 1 Apnl 2008,
deferred tax balances have been temeasured Deferred tax relatnng to timung differences which are expected 10 reverse
pror to 1 Aprl 2008 1s measured at 30% and deferred tax relaung to urmng differences expected to reverse after 1 April

2008 15 measured at the tax rate of 28% as these are the tax rates that will apply on reversal
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Pension costs

Defined benefit - Bayer Group Pension Plan and Schenng Health Care Limited Pension Scheme

The company opetates two funded defined benefir pension schemes m the UK, the Bayer Group Pension Plan (BGPP)
and the SHCL Pension Scheme (SHCLPS) The assets of the funds are held separately from those of the company in
separate trustee admintstered funds Contributions to the funds are charged to the profit and loss account so as to spread
the cost of pensions over members' future working lives The contnbutions are deterrmned with the advice of an
independent qualified actuary on the basis of regular valuanons

The BGPP sponsoring companies have agreed to contnbunions of 21% of members' pensionable pay and to make
deficiency payments totalling £11 3m by 31 July 2007

For the SHCLPS, the company has agreed to match contibutions and pay an additional 10 5% of members' penstonable
pay towards admrusiration expenses

The company also operates an unfunded unapproved benefit arrangement for one employee of Bayer Plc
The actuamal valuations of the funds and the unfunded unapproved arrangement were updated to 31 December 2007 by

an independent quabfied actuary in accordance with FRS 17 As required by FRS 17, the defined benefit habilises have
been measured using the projected unit method

Defined contnbuuon - Bayer Group Pension Plan
Certain employees of Bayer Plc are part of the defined contribution section of the Bayer Group Pension Plan The cost of

the contributions to the scheme amount to £3,672,000 (2006 £615,000)

The amounts recogmsed 1n the profit and loss account are as follows

2007 2006
as restated
Defined benefit pension plans £ 000's £ 000's
Current service cost 2,605 4,467
Interest cost 16,358 12,654
Expected return on assets (18,917) (14,374)
Adjustment to return on assets for it in paragraph 41 of FRS 17 375 -
Penston expense before special events 421 2,747
Cost of curtalments 424 (4,680)
845 (1,933)

Split between
Charged/(credited) to operatng profit - staff costs 3,029 (213)
Credited to other finance income (2,184) (1,720)
845 (1,933)
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Pensions costs (continued)

Unfunded unapproved arrangement

Current service cost 32 25

Interest cost 17 12
49 37

Sphit between

Charged to operating profit - staff costs 32 25

Charged to other finance imncome 17 12
49 37

Statement of total recogmsed gains and losses (STRGL)

2007 2006
as restated
Defined benefit pension plans £ 000's £000's
Actuarial (gain) anising during the year (20,980} (331}
Effect of the it 1n paragraph 41 of FRS 17 953 -
Total gain recogrused via STRGL dunng the year (20,027} (331)
Cumulative actuanal loss recogrused in the STRGL at the year end 79,898 99,925
Unfunded unapproved arrangement
Actuanal (gain}/loss ansing dunng the year (102) 54
Total (gain)/loss recogrused via STRGL during the year (102) 54
Cumulatrve actuanal gamn recogrused in the STRGL at the year end (135) (33)
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Bayer Plc

Notes To The Financial Statements (continued)

For the year ended 31 December 2007

Pensions costs

(continued)

The pnncipal assumptons for the defined benefit plans and the unfunded plan used by the actuary were

Rate of increase in salanes

Rate of increase 1n pensions payment
LPI maximum 5%

LPI myrumum 3%, maxumum 5%

LPI maxamum 2 5%

Rate of increase for deferred pensioners
Discount rate

Inflation assumption

Long term rate of return on assets
Sigmificant demographic assumptions

2007
Y

470

320
340
250
320
580
320

650t0 670
PNMAOO /
PNFAGD +10 PNFAOO+10
year age ratmg year age tat:mg
medium cohort medmm cohort
improvements  lImprovements

2006
%

430

280
315
250
280
510
2 80
630 to 6 80
PNMAOO /

The overall expected tate of return on assets is determined as the average of the expected return of each major asset,

welghted by the assets allocared to each class

Development of the net balance sheet position

Defined benefit pension plans
Actuartal value of plan habiities
Fair value of assets

Surplus/(deficr) in the plans
Unrecognised past service cost
Amount not recognised as an asset due to the tmit 10 paragraph 41 of FRS 17

Penston asset / (habdity) recognised in the balance sheet

Unfunded unapproved arrangement
Actuarial value of plan habilines

Fair value of assets
Surplus/{deficit)
Unrecogrused past service cost

Amount not recogrused as an asset due to the lumt in paragraph 41 of FRS 17

Pension (ltability) recognised in the balance sheet

2007 2006
as restated
£'000s £'000s
{332,847 {293,364)
359,671 277,798
26,824 (15,566)
(9,467} -
17,357 (15,566)
(281) (334)
(281) (334
(281 (334

page 23




17

Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Pensions costs

Reconcibation to the balance sheet

Defined benefit pension plans

Net pension bability at 1 January

Transfer on acquisinon of Schening Health Care Lumited
Disclosed penston expense for year

Employer contributions

Gain recogmsed via the STRGL

Net penston asset/ (labthty) at 31 December before deferred tax
Related deferred tax (Labihity)/asset

Net pension asset/ (iability} at 31 December after defetred tax

Unfunded unapproved arrangement
Net pension hability ar 1 January
Dhsclosed penston expense for year

Gain/(loss) recognised via the STRGL

Net pension hability at 31 December before deferred tax

Related deferred tax asset

Net penston hability at 31 December after deferred tax

Expected contributions for the year ended 31 December 2008

Defined benefit pension plans
Employer

Unfunded unapproved arrangement
Employer

(continued)
2007 2006
as restated
£ 000's £ 000's
(15,560) (31,718)
1,526 -
(845) 1,933
12,215 13,888
20,027 33
17,357 (15,566)
(4,860) 4,670
12,497 (10,896)
(334) (243)
{49) (37)
102 (54)
(281) (334)
79 100
(202) (234)
£ 000's
1,651
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Pensions costs (connnued)
Plan asset information 2007 2006

as restated
Defined benefit pension plans £ 000's £ 000's
Equity securities 166,445 126,030
Debt securities 164,191 119,625
Property 26,294 30,475
Other 2,741 1,668
Fair value of assets 359,671 277,798

There were no amounts included in the fair value of scheme assets for the company's own financial instruments, nor for
pany
property occupted by, or other assets used by, the company

Five year history of assets, abilities and surplus or deficit in the plans

2007 2006
Defined benefit pension plans £ 000's £ 000"s
Asset expenence
Asset (gain)/loss dunng year 6,447 (128,565}
Asset (gamn)/loss expressed as a 180% (46 28%)
percentage of plan assets
Liability expenience
Liability {gan)/loss dunng year (27,427) 128,234
Liability {gain)/loss expressed as (8 20%) 4371%
a percentage of plan liabihites
Surplus/(deficit)
Actuartal value of plan Labilites (332,847 (293,364)
Fair value of assets 359,671 271,798
Surplus/(deficit) in the plan 26,824 (15,566}

Information relating to the defined benefit schemes’ assets, habihes and surplus/{deficity for 2005 and prior has not
been disclosed due to insuffictent actuanal information
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Notes To The Financial Statements (continued)

Bayer Plc

For the year ended 31 December 2007

Pensions costs

Unfunded unapproved arrangement

Asset expenence

Asset {gan)/loss during pertod
Asset {gain)/loss expressed as a
percentage of plan assets

Liability experience

Liabihity (gain)/loss during period
Liability (gain)/loss expressed as
a percentage of plan labihines

Surplus/(deficit)

Actuanal value of plan habiities
Faur value of assets

Surplus/(defien) n the plan

(continued)

2007 2006 2005

£ 000's £ 000's £000's
0% 0% 0%

(102) 54 62

(36 30%) 16 20% 25 50%
(281) (334 (243)
(281) (334) (243)

Information relating to the unfunded unapproved arrangement's asvets, habilittes and surplus/(deficit) for 2004 and

before has not been disclosed due to mnsufficient actuanal information

Change n plan habiliies

Defined benefit pension plans - wholly or partly funded

Plan liabdities at 1 January
Current service cost

Interest cost

Contributions from scheme participants

Actuanial (gain)/loss

Benefits paid from plan assets
Acqusittons/ divestitures
Curtailments

Plan habihines at 31 Drecember

2007 2006

as restated

£ 000's £ 000's
293,364 161,664
2,605 4,467
16,358 12,654
102 40
(27,427) 128,234
(12,087 (9,015}
59,508 -
424 {4,680}
332,847 293,364
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Pensions costs
Unfunded unapproved artangement - wholly unfunded

Plan liabiliies at 1 January
Current service cost
Interest cost

Actuanal (gan)/loss

Plan hiabilittes at 31 December

Change in plan assets

Defined benefit pension plans - wholly or partly funded

Fair value of assets at 1 Januvary
Expected return on assets
Actuanal gains and losses on assets
Employer contributions

Employee contnbutons

Benefits pad
Acqusttions/divesntures

Fair value of assets at 31 December

Share capital

Authonsed
30,000,000 Ordinary shares of £1 each

Allotted, called up and fully paid
25,062,356 Ordinary shares of £1 each

(continued)

334 243

32 25

17 12

(102) 54

281 334

2007 2006

as restated

£ 000's £000's

277,798 129,946

18,217 14,374

(6,447) 128,565

12,215 13,888

102 40

(12,087) (9,015)

69,173 -

359,671 277,798
2007 2006
£ 000's £ 000's
30,000 30,000
25,062 25,062
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Bayer Plc

Notes To The Financial Statements (continued)

For the year ended 31 December 2007

Statement of movements on reserves

Balance at 1 January 2006 as previously reported
Prior year adjustment (note 25)

Balance at 1 January 2006 as restated
Profit for the year as restated

Actuanal gains or losses on pension scheme assets
Movement on deferred tax relatung to pension asset
Diwndends paid

Balance at 31 December 2006

Balance at 1 January 2007 as previously reported
Prior year adjustment (note 25)

Balance at 1 January 2007 as restated
Profit for the year

Actuanal gains or losses on pension scheme assets
Maovement on deferred tax relatung to pension asset

Balance at 31 December 2007

General resetves
Balance at 1 January 2007 & at 31 December 2007

Share Other reserves Profit and loss

premium (see below) account
account as restated
£ 000's £ 000's £ 000's
10,655 7,373 15,001

- - (22,373)

10,655 7,373 (7,372)

- - 148,369

- - 277

- - (83)

- - {10,000)

10,655 7,373 131,191
10,655 7,373 142321
- - (11,130)

10,655 7,573 131,191

- - 21,108

- - 20,129

- - {6,038)

10,655 7,373 166,390

7,373
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Reconcihation of movements 1n shareholders' funds 2007 2006
(as restated)
£ 000's £ 000's
Profit for the financial year 21,108 148,369
Dividends - {10,000)
21,108 138,369
Actuartal gain on pension scheme 20,129 277
Movement on deferred tax relating to pension plans {6,038) (83)
Net addition to shareholders' funds 35,199 138,563
Opening equuty shareholders funds as previously reported 185,411 58,091
Prior year adjustment (note 206) (11,130) (22,373)
Opening equity shareholders' funds as restated 174,281 35,718
Closing equuty shareholders' funds 209,480 174,281
Contingent habihties

The company has, 1n respect of certan UK bank faciliues, entered into a cross-guarantee arrangement with fellow UK
subsidiartes of Bayer AG There was no contingent hability arsing from thus arrangetnent at 31 December 2007 (2006

Lrul)

Financial commitments

At 31 December 2007 the company was commutted 1o making the following payments under non-cancellable operating
leases m the year to 31 December 2008

Land and bwldings Other
2007 2006 2007 2006
£ 000's £ 000's £ 000's £ 000's
Operating leases which expire
Within one year - 200 115 16
Between two and five years - - 398 290
In over five years 2,277 2,578 - .

2271 2,778 513 306
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Directors' emoluments 2007 2006
£ 000's £ 000's
Remuneration 254 456
254 456
Emoluments disclosed above (excluding pension contabutons) include amounts patd
to
The hughest paid director 254 372
No retiremnent benefits have been accrued for the directors (2006 Nil) under the Bayer Group Pension Plan
The emoluments of the other directors dunng the current and pnor penod were pad by other group compames for
services to the group as a whole, and the directors received no separate emnoluments for their services to thus company
No recharge for any of these setvices was made to the company and no apporuonment of their total remuneranon for
these services 1s practicable  Where required by local legislation, their remuneration 1s disclosed m the accounts of their
employer
Employees
Number of employees
The average monthly number of employees (including directors) during the year was
2007 2006
Number Number
Sales and Markenng 389 399
Research and Development 84 67
General Admuustration 191 142
664 608
Employment costs 2007 2006
as restated
£ 000's £ 000's
Wages and salaries 43,624 37,2006
Soctal securnity costs 3,292 3,188
Other pension costs 6,592 1,092
53,508 41,486
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Bayer Plc

Notes To The Financial Statements (continued)
For the year ended 31 December 2007

Ultumate parent undertalang and controling party

At 31 Degember 2007, the company's immediate parent company is constdered by the dircctors to be Bayer HealthCare
AG, which 1s ncorporated m Germany The ulumate parent undertaking and controling party 15 Bayer AG which 1s
incorporated n Germany and 1s the parent undertaking of the smallest and largest group to consohdate these financtal
statements

Coptes of the financial statermnents of Bayer AG may be obtaned from

Investor Relations
Bayer AG
Kaser-Wilhelm Allee
51368 Leverkusen
Germany

Pror year adjustment

The company has previously applted the exemption from disclosing 1ts defined benefit schemes in accordance with the
provisions of FRS 17 'Reurement benefits' as 1t was a mult-employer scheme and it was not possible to obtam detatls
of the assets and habilines and related profit and loss account disclosure information 1n respect of each parncpatng
company The contribunons were previously reported as though the pension scheme was a defined contmbution
scheme Dunng the year the company obtaned the detaded information allocating the scheme assets and habilimes
actoss each partcipatung employer and so the Bayer Group Pension Plan and the Unfunded Unapproved pension
arrangement are now accounted for as defined benefit schemes 1n accordance wath the full provisions of FRS 17 Thus
change 1n accounung policy has been incorporated as a pnor year adjustment The effect of tdus adjustment is to
decrease reserves at 1 January 2006 by 22,373,000, increase pnor year profit by £11,049,000, increase gamns in the
statement of total recogmused gans and losses by £277,000 and to increase the net penston hability at 31 December 2006
by £11,130,000 The resultant change in the pnor year tax charge 1s £4,735,000

The inpact on the current year's profit and loss account has not been disclosed as 1t 15 tmpracticable to obtamn this
informanon
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