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General Information

Creation of LANXESS

LANXESS is'a carporate group newly formed as a result of the spin-off (hereinafter referred to as
the “Spin-off”) from Bayer Aktiengeselischaft, Leverkusen (“Bayer AG"). The ultimate parent
company of this group is LANXESS Aktiengesellschaft (hereinafter also referred to as the
“Company’” or “LANXESS AG" and referred to as “LANXESS”, the “LANXESS Group” or the
"Group” together with its direct and indirect consolidated holdings within the group structure
after the Spin-off from Bayer AG to LANXESS AG takes effect), the operating business of which
has been consolidated into LANXESS Deutschiand GmbH, Leverkusen (hereinafter referred to as
“LANXESS GmbH"} and its subsidiaries.

At present, LANXESS AG is still a wholly-owned subsidiary of Bayer AG. LANXESS GmbH — in
which the majority of the Bayer Group’s chemicals activities and approximately one third of the
Bayer Group’s polymers activities were consolidated either directly or through subsidiaries — is
also currently a wholly-owned subsidiary of Bayer AG. By virtue of a spin-off and acquisition
agreement dated 22 September 2004 (hereinafter referred to as the “’Spin-off Agreement’’),
Bayer AG, as the transferring entity, and LANXESS AG, as the acquiring entity, agreed to transfer
to LANXESS AG the equity interests of Bayer AG in LANXESS GmbH and LANXESS AG, together
with other assets and liabilities, by way of a spin-off pursuant to section 123 (2) No. 1 of the
German Transformation Act (Umwandlungsgesetz, hereinafter also referred to as “UmwG"). In
return for this transfer, all of LANXESS AG’s no par value ordinary bearer shares (no-par shares)
will be granted to the stockholders of Bayer AG. One ordinary bearer share of LANXESS AG will
be issued for every ten Bayer AG shares. The Extraordinary Stockholders’ Meetings of Bayer AG
and LANXESS AG approved the Spin-off Agreement on 17 November 2004 and 21 December
2004, respectively. The Spin-off will become effective once it is registered in the Commercial
Register (Handelsregister) for Bayer AG at the Local Court of Cologne (Amtsgericht Ké/n), which
is anticipated to occur on 28 January 2005. See also “‘Further Details and Explanation of the
LANXESS Spin-off'.

Responsibility for the Content of the Listing Memorandum

LANXESS AG, Deutsche Bank Aktiengesellschaft, Frankfurt am Main (’Deutsche Bank”) and
Morgan Stanley Bank AG, Frankfurt am Main ("Morgan Stanley”, also referred to jointly with
Deutsche Bank as the “Global Co-ordinators’’) assume responsibility pursuant to sections 44 et
seq. of the German Stock Exchange Act (Bdrsengesetz) for the contents of this listing
memorandum (the “Listing Memorandum”) and hereby declare that, to their knowledge, the
information set forth in this Listing Memorandum is correct and that no material facts have been
omitted.

Inspection of Documents

The joint spin-off report of the Boards of Management of Bayer AG and of LANXESS AG (the
*Joint Spin-off Report™), the auditor’s report on the spin-off by the court-appointed joint spin-off
auditor Stiittgen & Haeb AG, Wirtschaftspriifungsgesellschaft, Dusseldorf, the report of PwC
Deutsche Revision Aktiengesellschaft, Wirtschaftspriifungsgesellschaft, with respect to audits on
the post-formation acquisition {Nachgriindung) and the capital increase conducted at LANXESS
Aktiengesellschaft, as well as the documents to be made available pursuant to section 18 No. 6 of
the German Stock Exchange Listing Regulations (Bérsenzulassungsverordnung), may be
inspected during regular business hours at the offices of the Company located at Building K 10,
Kaiser-Wilhelm-Allee 1, 51369 Leverkusen, at the offices of Deutsche Bank located at
Taunusanlage 12, 60325 Frankfurt am Main and at the offices of Morgan Stanley located at
Junghofstrasse 13-15, 60311 Frankfurt am Main. The Company’s future annual reports and
interim reports will be available from the Company and the paying agent named in this Listing
Memorandum (see “General Information on LANXESS Aktiengesellschaft — Notices, Paying
Agent and Depository Agent”’).




Subject Matter of the Listing Memorandum

The subject matter of this Listing Memorandum is 73,034,192 no par value ordinary bearer
shares (no-par shares) numbered 1 to 50,000 and 50,001 to 73,034,192 (the entire capital stock in
the amount of €73,034,192.00) of the Company, each representing a €1.00 portion of the capital
stock and carrying full dividend rights from 1 January 2004 (the “LANXESS Shares").

72,984,192 of the LANXESS Shares originate from a capital increase (hereinafter referred to as
the “Capital Increase’’), by which LANXESS AG’s capital stock will be increased by
€72,984,192.00 from €50,000.00 to €73,034,192.00 through the issuance of 72,984,192 no par
value ordinary bearer shares, in exchange for a contribution in kind consisting of the assets and
liabilities of Bayer AG to be transferred from Bayer AG to LANXESS AG by way of spin-off
pursuant to the Spin-off Agreement. The registration of the Capita! Increase, which occurred on
10 January 2005, is, pursuant to section 125 sentence 1, section 66 and section 130 (1) UmwaG, a
prerequisite for the registration of the Spin-off in the Commercial Registers for LANXESS AG and
Bayer AG.

In addition to the shares issued in the context of LANXESS AG’s Capital Increase for purposes of
implementing the Spin-off, the 50,000 no par value ordinary bearer shares transferred by
Bayer AG to LANXESS AG by way of the Spin-off will also be issued to the stockholders of
Bayer AG.

Forward-looking Statements

This Listing Memorandum contains forward-looking statements. All statements in this Listing
Memorandum that do not relate to historical facts and events constitute forward-looking
statements. This applies, in particular, to the statements set forth in the sections entitled
“Summary of the Listing Memorandum”, ""Risk Factors', '‘Management’s Discussion and
Analysis of Financial Condition and Results of Operations'’, "Information Concerning the
Business of LANXESS" and "Information Relating to Recent Business Developments and Outlook
for LANXESS"” and in those cther sections of the Listing Memorandum that contain information
on the future financial results, plans and expectations with regard to LANXESS' business or
information on growth, profitability and the general economic conditions to which LANXESS is
subject. Forward-looking statements may be identified by the use of the words “should”, ““may”’,
“will”, “believes”, “assumes’’, “expects”, “estimates”, “plans”, “intends’’, "is of the opinion”,
"to the knowledge of”, ““according to estimates’’ or similar phrases. Forward-looking statements
are based on current evaluations made by the Company to the best of its knowledge. They are
based on assumptions and factors and are subject to risks and uncertainties, the non-occurrence
or occurrence of which could cause the actual results, including the financial condition and
profitability of LANXESS, to differ materially from or be more negative than those expressed or
implied by such forward-looking statements. For this reason, investors are strongly advised to
read the sections entitled ““Risk Factors”, ""Management’s Discussion and Analysis of Financial
Condition and Results of Operations’’ and “Information Concerning the Business of LANXESS"',
which include a more detailed description of those factors that could have an impact on the
Company’s business development and on the industry sectors in which the Company operates.
These factors include the volatility and cyclical nature of the global chemicals and polymers
markets, intense competition, pending and future antitrust proceedings, obligations under
environmental laws and regulations, exchange rate fluctuations, the establishment of new
functions at LANXESS and the enforceability and success of planned restructuring steps, liability
arising from the Spin-off and its preparatory steps, tax consequences of the Spin-off, long-term
supply and service agreements, the behaviour of stockholders directly following the admission
to trading and other factors mentioned in this Listing Memorandum.

In light of the risks, uncertainties and assumptions, the possibility that the future events referred
to in this Listing Memorandum may not occur cannot be excluded. This also applies to the
forward-looking estimates and projections derived from studies conducted by third parties (see
also "— Notice Regarding Sources of Market Information and Technical Terms'’).

Consequently, neither the Company nor its management can give any assurance regarding the
future accuracy of the opinions set forth in this Listing Memorandum or the actual occurrence of
the projected developments. Furthermore, neither the Company nor the Global Co-ordinators
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assume any obligation to update such forward-looking statements and to adjust them in light of
future events or developments, save as required by law.

Notice Regarding Sources of Market Information and Technical Terms

A selective, industry-wide definition of the chemicals and polymers markets and their individual
markets and segments is not available due to the large number of different products, their varied
fields of application and the divergent market structures. For this reason and for purposes of this
Listing Memorandum, the segmentation of LANXESS sales markets corresponds to the product
offerings of the respective LANXESS business units. The information set forth in this Listing
Memorandum concerning the respective competitive positions of the business units is also
based on such segmentation. External studies by well-known market research institutes are, as a
rule, available only for specific market sectors of a certain size. For other market sectors {e.g.,
niche segments), the Company is therefore dependent on its own market analyses.
Consequently, use of the term “market” does not constitute a geographical or product market
definition that could be used as a basis for merger regulatory analysis.

Unless stated otherwise, the information set forth in this Listing Memorandum concerning the
market environment, market developments, growth rates, market trends, market position and the
competitive environment in the respective market sectors in which LANXESS operates is based
largely on assessments by the Company. These, in turn, are based partly on internal market
observations and partly on market studies commissioned by the Company (e.g., analyses by JHC
Partnership, Denbighshire, England, and Rabih Srour, Paris, France). This applies, in particular,
to the description of the market environment in the Performance Chemicals and Chemical
Intermediates segments. Other assessments by the Company — in particular, in the Chemical
Intermediates, Performance Rubber and, to some extent, Engineering Plastics segments — are
based on published data or figures from external and pubiicly-accessible sources. These include,
for example, various studies by SRl International, a non-profit company having its principal place
of business in Menlo Park, California, U.S.A. (hereinafter referred to as ““SRI”), The Freedonia
Group Inc., Cleveland, Ohio, U.S.A. (hereinafter referred to as “Freedonia Group”), the
international’ Institute of Synthetic Rubber Producers Inc., Houston, Texas, U.S.A. {hereinafter
referred to as “lISRP”’) and Chemical Market Associates Inc., Houston, Texas, U.S.A. (hereinafter
referred to as “CMAI"), including:

* various SRI studies from “Specialty Chemicals Update Program (SCUP)": “‘Electronic
Chemicals” {(November 2004), “Cosmetic Chemicals”” {August 2004), “Specialty Paper
Chemicals” (December 2003), “Antioxidants” (September 2003), “Rubber-Processing
Chemicals” (July 2003), ““Plastic Additives” (June 2003), “Textile Chemicals” (December
2001) and *‘Active Pharmaceutical Ingredients” (July 2001);

» various SRI studies from ““Chemical Economic Handbook (CEH)", such as ’Nylon Resins”
(October 2004), ““Benzyl Chloride” (September 2004), “’Styrene-Butadiene Elastomers”
(June 2004), “Phthalic Anhydride’ (April 2004), “Toluenes’ {November 2003), "“Benzene’’
(September 2003), “Polybutadiene Elastomers’ (May 2003}, “Chlorobenzenes” {January
2003), “Neopentyl Polyhydric Alcohols” (December 2002), “Oxo Chemicals’”’ (November
2002), “Maleic Anhydride” (August 2002}, “Cresols Xylenols and Cresylic Acid” (June
2002) and “Butyl Elastomers” (January 2002);

« various SRl studies from “China Report 2004, “Chemical Product Trends — Plastic
Additives” (2004) and “— ABS Resins” (2004);

* World Rubber Processing Chemicals — Study 1592 (Freedonia Group, September 2002);
» Worldwide Rubber Statistics (ISRP, 2003); and
» Capacity Database of CMAI (2004).

The studies fnentioned are updated at varying intervals. The most current issues were used in
each case.

The market information contained in this Listing Memorandum was largely summarised and
derived by the Company from a range of studies. Individual studies are cited only where the
relevant information may be drawn directly from the relevant study.
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The Company has not verified the figures, market data and other information on which third
parties have based their studies or the internal and external sources upon which the Company’s
assessments are based. The Company therefore makes no representation or warranty as to the
accuracy of any information in this Listing Memorandum which is derived from third-party
studies on market environment, market developments, growth rates, market trends and the
competitive environment or the accuracy of the information upon which its assessments are
based.

A glossary of technical terms and abbreviations is included at the end of this Listing
Memorandum.

Notice Regarding Financial Information in this Listing Memorandum

Unless stipulated otherwise, the financial data (including employee data) of the LANXESS Group
contained in this Listing Memorandum for the years 2002 and 2003 as well as for the first nine
months of the years 2003 and 2004 have been derived from the Combined Financial Statements.
The assets and liabilities to be transferred to the LANXESS Group were recognised and valued in
the Combined Financial Statements in accordance with the standards issued by the International
Accounting Standards Board (“IASB”), London, in effect as of the closing date of the financial
statements. The determination of the LANXESS Group’s financial data presented in this section
is based on certain assumptions with respect to the accounting and valuation methods described
elsewhere in this Listing Memorandum and in the Notes to the Combined Financial Statements.
The Combined Financial Statements generally present LANXESS as if the Group had already
existed in the past and had the structure defined for the Spin-off. Underlying the selected
financial data is an assumption that the role of LANXESS AG as the Group parent company and
the legal structure below this Company in effect after the Spin-off of the LANXESS Group takes
effect had already been in place as of 1 January 2002. In preparing the Combined Financial
Statements, several assumptions and estimates had to be made which have an effect on the
amounts and presentation of assets and liabilities, income and expenses and contingent
liabilities. Actual figures could differ from the estimates. The section ““Basis for Financial
Statement Reporting'” in the Notes to the Combined Financial Statements in the financial section
contains a more detailed description of the material allocation procedures and their limitations.




Summary of the Listing Memorandum

The following summary is supplemented by the information provided in other parts of this
Listing Memorandum and, in particular, by information set forth in the financial section and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations”, and
should be read in conjunction with this additional information. The summary does not contain all
of the information of importance to the investor. Therefore, investors should read the entire
Listing Memorandum carefully. With respect to certain considerations relevant to an investment
in the shares of LANXESS Aktiengeselischaft, reference is made to the section entitled “Risk
Factors”. A glossary of technical terms and abbreviations used herein is set forth at the end of
the Listing Memorandum.

i

LANXESS. Aktiengesellschaft

LANXESS is one of Europe’s major providers of polymers and chemicals with a comprehensive
product portfolio in the fields of polymers and basic, specialty and fine chemicals. With more
than 50 operating companies, LANXESS generated sales of approximately €6.3 billion in fiscal
year 2003 (sales figures based on the Combined Financial Statements). As of 30 September 2004,
the Group employed approximately 19,600 employees worldwide, of which approximately
10,100 were based in Germany. The global business activities of LANXESS are structured into 17
operating business units combined.into the four segments Performance Rubber, Engineering
Plastics, Chemical Intermediates and Performance Chemicals.

The following two diagrams show the LANXESS Group’s net sales in fiscal year 2003, broken
down by segment and by the geographical regions in which LANXESS operates.

Net Sales in Fiscal Year 2003 Net Sales in Fiscal Year 2003 broken down by
in € millions broken down by segment geographical region as a percentage of total sales

‘,’Performance Chemical ?ch:/a

' Rubber Intermediates .

1,375 141 \ Germany

: P 27%

America
25%

9

Endineering

Plastics Performance

1,401 Chemicals Europe/Mid Easv/Africa
1,925 {excluding Germany)

34%

Competitivé Strengths

The Company believes that LANXESS dlstmguushes itself from the competition with the
following competmve strengths:

Strong market position: With sales of €6.3 billion in 2003, LANXESS is expected to be the sixth-
largest publicly-listed chemicals company in Europe. The Company estimates that, based on
sales revenue or volume, in some two thirds of its business units, LANXESS holds one of the
leading positions in the respective markets worldwide.

Global presence: Represented by its foreign affiliates, LANXESS has a presence in all major
global chemicals and polymers markets and has production sites in 50 locations in 18 countries,
in particularin Germany, Belgium, the United States, Canada and the Peopie’s Republic of China,
most of which have the necessary critical mass and leading processes and technologies at their
disposal. Inithe Asian market, which is currently experiencing particularly dynamic growth,
LANXESS already has more than ten distribution and application technology centres as well as
eight production sites at its disposal. In all, nearly 50% of LANXESS employees are employed
internationally and approximately three quarters of LANXESS’ sales are generated outside of
Germany.




Diversified product portfolio: LANXESS has an extensive product portfolio ranging from solid
rubbers, plastics and synthetic fibres to high quality basic and fine chemicals as well as
chemicals for the leather, textile and paper industries. LANXESS’ customers include well-known
manufacturers particularly in the polymer processing and chemicals industry, the fields of
electronics and electrical engineering, the automobile and tyre industry, the construction
industry, life sciences companies, and the leather, textile and paper industries.

High level of customer orientation: Due to the close cooperation it enjoys with its customers and
the comprehensive know-how of its employees in the area of application technology, LANXESS
is able to offer its customers tailor-made products and thus meet their particular needs. The
Group’s research and development activities are also focused on the specific requirements of its
business activities and customers.

Performance-oriented corporate structure: The independence resulting from the Spin-off will
provide LANXESS with more flexibility and greater transparency, and enable it to strategically
restructure its product portfolio. The clear organisational structure consisting of business units
that have independent business responsibilities on a worldwide basis, as well as the planned
introduction of performance-oriented compensation schemes, will create the foundations
LANXESS needs for this purpose.

Corporate Strategy

The Company plans to use its new corporate independence intensively to increase the
profitability of the LANXESS Group. The earnings potential of all business activities will thus be
reviewed, and concerted cost-reduction, efficiency-enhancement and restructuring measures will
be implemented.

The four cornerstones of the Company's strategy are:

* Short-term measures for improving operational productivity through continued efforts to
reduce costs, optimisation of processes, improvement of the product and customer mix
and development of a new price-quantity strategy.

+ Systematic restructuring through, for example, consolidation, relocation or closure of
facilities, and measures to reduce personnel costs, particularly in those businesses and
product lines which are unlikely to attain a satisfactory level of profitability on the basis of
an implementation of the planned measures for improving operational productivity
alone.

* Active portfolio management through a review of cooperative ventures and divestitures
primarily in those business sectors where the Company is unable with its own resources
to attain, within a given timeframe, the strategic or financial position it desires.

* Selective organic growth in profitable businesses with attractive growth potential (e.g.,
the expansion of production capacities in butyl rubber) and in Asia, particularly in China.

Moreover, LANXESS intends to adapt its organisational and corporate legal structure to enable
better management of its strategic goals and, in particular, of the optimisation of its portfolio,
such adaptive measures to include the carve-out of individual units into separate independent
entities and, where appropriate, modifications to LANXESS' national organisations.

The Board of Management will also review whether profitability may be further increased by the
carving-out or outsourcing of services, existing distribution structures or other parts of the value
chain,

Through the consistent implementation of this strategy, the Company seeks to achieve —
assuming sales at the level of those in fiscal year 2004 — a 9 to 10% EBITDA margin before
exceptional items for fiscal year 2006. At the same time, the Company intends to limit capital
expenditures by LANXESS to approximately 4% of Group sales per annum by 2006, by means of
a systematic allocation of resources.




Selected Consolidated Financial Data

The selected consolidated financial data set forth below are merely a summary of the Combined
Financial Statements for the years 2002 and 2003 as well as for the first nine months of 2003 and
2004. These 'data should be read in conjunction with the section entitled 'Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and the LANXESS
Group’s Combined Financial Statements and the Notes thereto included in the financial section
of this Listing Memorandum. -

The following selected financial data for the years 2002 and 2003 as well as for the first nine
months of 2003 and 2004 have been derived from the Combined Financial Statements. The
assets and liabilities to be transferred to the LANXESS Group were recognised and valued in the
Combined Financial Statements in accordance with the standards issued by the International
Accounting Standards Board (“IASB”), London, in effect as of the closing date of the financial
statements. There are several material differences between the International Financial Reporting
Standards (“IFRS”) and U.S. Generally Accepted Accounting Principles (“U.S. GAAP").

The Combined Financial Statements generally present LANXESS as if the Group had already
existed in the past and had the structure defined for the Spin-off. Underlying the selected
financial data is an assumption that the role of LANXESS AG as the Group parent company and
the legal structure below this company in effect after the Spin-off of the LANXESS Group takes
effect had already been in place as of 1 January 2002. IFRS do not contain any rules for allocating
assets and liabilities in the Combined Financial Statements. The allocation of business activities
to the LANXESS Group was authoritatively based on the relevant provisions of the agreements
executed for the formation of LANXESS. The legal entities to be transferred (so-called “Share
Deals”) were accordingly reported in the Combined Financial Statements on the basis of their
respective legal structure. Business activities (so-called ““Asset Deals’’) were generally reported
on the basis of the reporting structures of the Bayer Group authoritative for financial controlling
purposes having regard to the contractual arrangements between LANXESS and the Bayer
Group. In preparing the Combined Financial Statements, additional assumptions and projections
had to be made which affect the amounts and the presentation of assets and liabilities, income
and expenses and contingent liabilities. Actual figures could differ from the estimates. The
section “‘Basis for Financial Statement Reporting’ in the Notes to the Combined Financial
Statements appearing in the financial section contains a more detailed description of those
allocation procedures and their limitations that are material in this context.

In the 2002 Combined Financial Statements contained in the Joint Spin-off Report, a portion of
property, plaht and equipment already existing as of 1 January 2002 was erroneously reported
as additions, thus leading to an error amounting to €94 million in the presentation of 2002 capital
expenditures and amounting to €40 million in the presentation of 2002 depreciation and write-
downs of property, plant and equipment. This technical error was corrected in the following
financial data and the 2002 Combined Financial Statements contained in the financial section of
this Listing Memorandum and did not have an effect on either the 2002 balance sheet and
income statement, or on the financial data and financial reports for subsequent periods. The
correction of'this error led most importantly to a decrease of €40 million in net cash provided by
operating activities, a decrease of €94 million in net cash used in investing activities and a
decrease of €54 million in net cash provided by (used in) financial activities. Segment data were
changed accordingly. The group financial statements (Combined Financial Statements according
to IFRS) of the LANXESS Group as of 31 December 2003 were audited and issued with an
unqualified audit opinion by PwC Deutsche Revision Aktiengesellschaft, Wirtschaftsprifung-
sgesellschaft;, Essen.




Consolidated Income Statement Data

All figures in € millions

Netsales ... i e
Costofgoodssold............... ... ... . ...,
Gross profit....... ...
Selling eXpPenses ...
Research and development expenses ..................
General and administrative expenses ..................

Other operating expenses, less other operating
INCOME .o e

Operatingresult.......... .. .. .. ... . ... ... ...
Non-operating result .................. ... .. .. L
Income (loss) before incometaxes .....................
INCOME taXes ... .. i e
Income (loss) after taxes ................oiiiiiiiiii..
Minority stockholders’ interest .........................
Net income (lOSS) ... .. ot

Consolidated Balance Sheet Data

All figures in € millions

Non-current @ssets . ...,

Current assets {including prepaid expense items and
deferred taxes) . . ... ..o

of which liquid assets .............. ... .. ... ... ...
Stockholders’ equity.............. ... ... ... ...

Liabilities (including deferred income items and deferred
BaXES) . e

of which long-term financial obligations..............
Provisions ... ...

of which provisions for pensions and other post-
employment benefits .. .......... ... ... ... ...

Consolidated Cash Flow Data

Alf figures in € millions

Cash inflow/(outflow) from operating activities..........
Cash inflow/(outflow) from investing activities ..........
Cash inflow/(outflow) from financing activities ..........

Change in cash and cash equivalents due to business
aCtiVItieS . . ... e

Fiscal year ending
31 December

1 January to
30 September

- audited - - unaudited -
2002 2003 2003 2004
6,763 6,315 4,828 5,047

(6,285) (5,211) | (3,919)  (3,937)
1,478 1,104 909 1,110
(985) {935) (683) (638)
(149) (168) (118) (95)
{(202) {257) {162) (196)
(261)  (1,041) (23) {105)
(119)  (1,297) {(77) 76
{89) (111) (92) (58)
(208)  (1,408) (169) 18
90 412 60 (21)
(118) (996) (109) (3)
(1) (1 (4) (5)
(119) (997) (113) (8

As of 31 December

As of 30 September

- audited - - unaudited -
2002 2003 2003 2004
3,021 1,690 2,724 1,675
2,598 2,841 2,793 3,008

10 13 14 80
2,465 1,358 2,294 1,366
2,427 2,317 2,404 2,359

446 209 173 336
688 813 778 924
324 408 361 412

Fiscal year ending
31 December

1 January to
30 September

- audited - - unaudited -
2002 2003 2003 2004
369 346 205 40
(347) (300) (148) 85
(25) (46) {56) {59)
{(3) 0 1 66




Other Financial Data

All figures in € miliions

!
Operating result (EBIT) ...
of which exceptional items* ... ... ... ... ... ... ..

Capital expenditures ........... ... ... ... o ..

Y

*

Fiscal year ending 1 January to

31 December 30 September

- audited - - unaudited -

2002 2003 2003 2004

(119} (1,297) (77) 76
(244}  (1,178) (42) (81)
507 180 300 325
(80) (131) {(25) {60)
393 312 193 158

EBITDA is defined as operating result {EBIT) plus depreciation and amortisation. EBITDA and exceptional items are

not financial data defined under IFRS and should not be considered in isolation as a substitute for net income,
operating result or other measures of financial performance under IFRS. Potential investors should be aware that
EBITDA and'exceptional items are not consistently applied or standardised, that there may be material differences in
the way in which companies calculate them and that they, considered in isolation, do not establish a basis for
comparison:with similarly-named performance measures of other companies.
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Transfer of the Major Parts of the Chemicals Business and of Parts of the
Polymers Business from Bayer AG to LANXESS AG by Way of Spin-off
(Abspaltung zur Aufnahme)

The LANXESS Group, headed by LANXESS AG, will continue to operate the majority of the
chemicals activities and approximately one third of the polymers activities of the Bayer Group.
As a first step, the relevant chemicals and polymers activities were combined within the Bayer
Group and will be transferred to LANXESS AG by way of spin-off.

First Step — Consolidation of the Major Parts of the Chemicals and of Parts of the
Polymers Activities

As a first preparatory step, Bayer Chemicals Aktiengesellschaft (hereinafter referred to as “’Bayer
Chemicals AG”) and Bayer MaterialScience Aktiengesellschaft (hereinafter referred to as “Bayer
MaterialScience AG”) transferred virtually all domestic business activities of the LANXESS
Group to LANXESS GmbH by way of a spin-off (Abspaltung zur Aufnahme) pursuant to
section 123 (2) No. 1 of the German Transformation Act (UmwG). In return therefor, Bayer AG
was in each case granted one share in LANXESS GmbH, which is currently 100% owned by
Bayer AG. The spin-offs were executed with economic effect as of 1 July 2004. Both spin-offs
took effect upon their registration in the Commercial Registers (Handelsregister) for Bayer
MaterialScience AG and Bayer Chemicals AG, respectively, on 30 September 2004.

The significant foreign chemicals and polymers activities were transferred to LANXESS GmbH
and its subsidiaries in the individual countries using legally different methods on the basis of
applicable local law. Each of the parties has, from an economic perspective, as a rule adopted the
same position as if the transfers had been effected as of 1 July 2004,

At the same time, certain operating units of the Bayer service companies were transferred to
LANXESS GmbH and its subsidiaries. On the basis of a previously-concluded but not yet
effective land purchase agreement between LANXESS GmbH and Bayer AG, LANXESS GmbH
will acquire virtually all of the domestic real property used by it. LANXESS GmbH acquired a 40%
interest in Bayer Industry Services GmbH & Co. OHG, the on-site management company of the
Bayer Group.

Second Step — The Spin-off

As a second step, the separation from the Bayer Group will be consummated by way of a spin-off
{Abspaltung zur Aufnahme) pursuant to section 123 (2} No. 1 UmwaG. In this regard, Bayer AG, as
transferring entity, will transfer its entire equity interest in LANXESS GmbH and certain other
portions of its assets in their entirety to the acquiring entity, LANXESS AG. In return for the spin-
off of the assets and liabilities to it, the latter will issue 73,034,192 shares to the stockholders of
Bayer AG. For purposes of implementing the Spin-off, Bayer AG and LANXESS AG entered into a
spin-off and acquisition agreement. The Stockholders’ Meetings of the companies approved the
agreement on 17 November and on 21 December, 2004, respectively. The Spin-off will become
effective once it is registered in the Commercial Register (Handelsregister) for Bayer AG, which is
anticipated to occur on 28 January 2005.
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Stock Exchange Listing

Subject Matter of the Stock Exchange Listing, Timetable, Publications

On 22 December 2004, the Company filed an application for the admission to trading on the
official market segment {(amtlicher Markt) and, simultaneously, the official market sub-segment
entailing additional post-admission obligations (Prime Standard) of the Frankfurt Stock
Exchange of:all 73,034,192 no par value ordinary bearer shares (no-par shares) (entire capital
stock) of the Company — which will be created upon registration of the Spin-off in the
Commercial Register for Bayer AG — each such no-par share currently representing a €1.00
portion of the capital stock. It is expected that the Frankfurt Stock Exchange will issue the order
approving the admission of the shares to trading on 28 January 2005. Trading in the shares on
the stock exchange is expected to commence on 31 January 2005.

At present, th:e timetable for the stock exchange listing and the issuance of the Company’s shares
is as follows:

}
28 January 2005............. Registration of the Spin-off in the Commercial Register for
Bayer AG
28 January 2005............. Order approving the admission of the shares to trading issued by
the Frankfurt Stock Exchange

29 January 2005............. Publication regarding the entry into effect of the Spin-off and the
: order approving the admission of the shares to trading
(supplement) in the Frankfurter Allgemeine Zeitung and, at a

later date, in the Federal Gazette (Bundesanzeiger)

29 January 2b05 ............. Publication of the allotment notice in the Frankfurter Allgemeine
' Zeijtung and, at a later date, in the Federal Gazette
31 January 2005............. First day of listing

The German:language version of the Listing Memorandum (Bérsenzulassungsprospekt) is
expected to be available starting 19 January 2005 at no charge from the Company as a download
from the Company’s web site (www.lanxess.com), from the Global Co-coordinators and from the
paying and depository agent disclosed in this Listing Memorandum (see “General Information
on LANXESS Aktiengesellschaft — Notices, Paying Agent and Depository Agent’) as well as
from the admission office of the Frankfurt Stock Exchange.

Capital stock following registration of the Spin-off

Following registration of the Spin-off in the Commercial Register for Bayer AG, the Company’s
capital stock will amount to €73,034,192.00.

General and Specific Information Regarding the Shares
Voting rights

Each share carries the right to one vote at the Company’s Stockholders’ Meeting. Voting rights
are not subject to any restrictions.

Dividend rights

The shares cérry full dividend rights from 1 January 2004, i.e., for the entire fiscal year 2004 and
for each subsequent fiscal year.
i

Form of shafres and share certificates

All shares of the Company will be issued as no par value ordinary bearer shares {(no-par shares).
Pursuant to section 5 (1) of the Company’s articles of association, the stockholders are not
entitled to receive share certificates. The shares will be represented by one or more permanent
global certificates which will be deposited with Clearstream Banking AG, Frankfurt am Main, as
depositary bank.
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ISIN/WKN/common code/ticker symbol

International Securities ldentification Number (ISIN) ....................... DE0005470405
German Securities Identification Code (WKN)......... ... ... .. .. ... ...... 547040
Common Code. .. ... i e S 020904992
Ticker symbol. ... e LXS

Selling Restrictions, Transferability

The Company's shares are freely transferable and are not subject to any selling restrictions.

Designated Sponsors

Deutsche Bank and Morgan Stanley has each assumed the role of Designated Sponsor. By
setting binding prices for the purchase and sale of the shares, the Designated Sponsors, in
particular, provide for greater liquidity in the stock.

Allotment Procedure

The Spin-off will enter into effect upon its registration in the Commercial Register
{Handelsregister) for Bayer AG at the Local Court (Amtsgericht) of Cologne, which is anticipated
to occur on 28 January 2005. Once the Spin-off enters into effect, all 73,034,192 shares of
LANXESS AG will be issued to the stockholders of Bayer AG at an allotment ratio of 10:1.
72,984,192 of these shares will originate from the Capital Increase of LANXESS AG to be effected
for purposes of implementing the Spin-off and pursuant to a resolution passed on 21 December
2004. The remaining 50,000 of these shares will be transferred by way of the Spin-off from Bayer
AG to LANXESS AG. Once the Spin-off becomes effective, the interest held by any given
stockholder in LANXESS AG will correspond to such stockholder’s interest in Bayer AG (a spin-
off maintaining proportionality of ownership).

Allotment ratio

Once the Spin-off enters into effect, Bayer AG stockholders will be issued one no par value
ordinary bearer share (no-par share} of LANXESS AG (ISIN DE0005470405/WKN 547040) — each
such no-par share currently representing a €1.00 portion of the capital stock and carrying full
dividend rights from 1 January 2004 — for every ten no par value ordinary bearer shares of Bayer
AG (ISIN DE0005752000/WKN 575200).

Fractional rights

By virtue of the 10:1 allotment ratio, those stockholders who hold Bayer shares in their securities
account in an amount not evenly divisible by ten will receive fractional rights in a LANXESS AG
share (fractional share). Stockholders cannot exercise stockholders’ rights on the basis of
fractional shares. The depositary banks and Deutsche Bank will endeavour to arrange for an
offset of fractional rights between the holders thereof. Stock exchange trading in fractional rights
is not planned. In the course of the LANXESS share allotment, stockholders of Bayer AG will be
requested by their depositary banks to indicate within two months of the Spin-off taking effect
whether they wish to sell the fractional rights that will be assigned to them or whether they wish
to acquire further fractional rights in order to convert their fractional rights into a full share.
Should a request concerning fractional rights not be made within two months of the Spin-off
taking effect, or should an offset of fractional rights not prove to be possible, the entire account
balance of fractional rights in shares of LANXESS AG will be consolidated after said date and
sold through a broker at the relevant stock market price for LANXESS shares. The net proceeds
of the sale will be credited to the holders of the relevant fractional rights in proportion to the
fractional rights held.
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Trustee

Bayer AG has appointed Deutsche Bank AG to handle the allotment as trustee pursuant to
section 125 sentence 1 and section 71 (1) UmwG. Prior to the Spin-off taking effect, Deutsche
Bank will hold the LANXESS shares to be issued in trust and, promptly upon registration of the
Spin-off, will allocate these to Bayer stockholders according to the 10:1 allotment ratio stipulated
in the Spin-off Agreement.

Execution of the allotment

Since all of Bayer AG’s shares are held in collective custody accounts at financial institutions,
Bayer AG stockholders need not take any action with respect to the allotment of the LANXESS
shares other than to deal with possible fractional rights {see ‘‘— Fractional rights’). The
allotment of the LANXESS shares is anticipated to occur on 28 January 2005 through
Clearstream Banking AG, Frankfurt am Main, in the ratio of 10:1 by way of a credit to the relevant
securities account. The allotted LANXESS shares will be credited to the securities account at
Clearstream Banking AG, Frankfurt am Main of the respective bank for the account of the
relevant stockholders. It is anticipated that the shares will be represented by one or more
permanent global certificates which will be deposited with Clearstream Banking AG, Frankfurt
am Main, as depositary bank.

The holders of American Depositary Receipts (“ADRs") of Bayer AG {hereinafter also referred to
as ““Bayer ADRs”) will be allotted shares in LANXESS AG through the depositary bank. The
Company presently does not intend to list its shares on any U.S. stock exchange, to register its
shares in the United States or to set up an ADR programme there. For this reason, the holders of
Bayer ADRs will, in the context of the Spin-off, be given the option until 27 January 2005 to either
accept or sell‘:the LANXESS shares. Should holders of Bayer ADRs not give any instructions as to
which option: they wish to pursue by this date, the depositary bank will deem such holders to
have opted to sell their LANXESS shares.

Once the Spin-off has been registered in the Commercial Register for Bayer AG, details as to the
execution of the allotment will be published without delay in the Frankfurter Allgemeine Zeitung
and, at a later date, in the Federal Gazette (“Aliotment Notice”). Furthermore, stockholiders of
Bayer AG will be informed of the allotment of the LANXESS shares by way of account
statements or other suitable notice from their depositary banks. Holders of Bayer ADRs will
receive corresponding information from the depositary bank.

+
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Risk Factors

In deciding whether to purchase the Shares, investors should carefully read and consider the
following risk factors together with other information contained in this Listing Memorandum.
The occurrence of one or more of these risks may have a material adverse effect on the financial
condition and results of operations of LANXESS. The Company’s share price could fall
significantly as a result of any of these risks, and investors could lose part or even all of their
investment. The risks described below are not the only risks to which LANXESS is exposed.
Additional risks and uncertainties not currently known to the Company, or which the Company
currently believes are immaterial, could likewise impair the business activities of LANXESS and
have a material adverse effect on its financial condition and results of operations. The order in
which the risks are presented below is not intended to indicate the probability of their
occurrence. The risk factors have furthermore been prioritised on the basis of assumptions that
could later prove to be false.

Risks relating to the Market

Volatility and cyclicality of the global chemicals and polymers markets and economic
fluctuations in customer industries important to LANXESS

The business of LANXESS is exposed to the volatile and cyclical nature of the chemicals and
polymers markets, especially in the Chemical Intermediates and Engineering Plastics segments.
Depending on the individual market, and to some extent the geographic region, the Group’s
business alternates between longer or shorter periods of high market growth and longer or
shorter periods of stagnation or market decline. The transition from market growth to market
decline can be very swift.

Additionally, developments in the chemicals and polymers markets track those in the industries
in which the Group’'s customers operate. A weak economic climate in the relevant customer
industries typically results in lower sales volumes and declines in prices for the chemical and
polymer products supplied by LANXESS. The Engineering Plastics segment is dependent to a
large extent on developments in the automobile industry and, more specifically, in the
automotive parts industry. Developments in the chemicals and plastics processing industries, the
construction industry, the life sciences industry, the electronics and electrical technology
industries, and the leather, textiles and paper industries also affect LANXESS. The industries in
which the Group's customers operate are, in turn, strongly influenced by global economic
developments.

The volatile and cyclical nature of the global chemicals and polymers markets together with
weak or declining growth in customer industries could lead to a reduction in prices and sales
volumes and thus affect sales growth and capacity utilisation at LANXESS, which could have
material adverse effects on its financial condition and results of operations. Such a scenario
could arise particularly if the Company’s expectations concerning the duration and
characteristics of such cycles, on which the business of LANXESS is based, do not materialise.

Intense competition, purchasing power and consolidation among large customers

As a rule, the global chemicals and polymers markets in which LANXESS operates are highly
competitive. A main reason for this high level of competition is the fact that most of the products
are classified as commodities. In recent years, intense competition in many sectors has led to
declining prices and substantial pressure on profit margins. This trend could also continue in
future. If it does, LANXESS could also be forced to reduce its prices.

The risks for LANXESS arising out of intense competition and the pressure on profit margins
could increase even further in future since new suppliers from emerging markets — especially
China and India — are increasingly entering many market sectors. This trend applies mostly to
products that are less technology and capital intensive and is reflected in the developments in
the Fibers, Fine Chemicals and Styrenic Resins business units. Moreover, existing competitors of
LANXESS could intensify efforts to increase their respective market share.
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With respect to certain customer industries, the global chemicals and potymers markets are
characterised. by a highly-consolidated customer base. This concentration particularly applies to
the rubber market sector (butyl rubber, polybutadiene rubber and specialty elastomers), which is
a significant market sector for LANXESS. The small number of customers (for rubber, they are
mainly companies in the tyre manufacturing industry) results in highly-concentrated purchasing
power. In future, especially in the market sector exhibiting consolidation trends, a growing
number of LANXESS customers could begin exploiting their purchasing power in order to force
down prices. Above all, companies in the tyre industry could be increasingly compelled to take
such action since they themselves face intense price pressure imposed by the large automobile
manufacturers.

Markets in which LANXESS operates and which until now have had a balanced customer
structure could change as a resulit of the current consolidation trend, which would translate into
increased purchasing power for the remaining companies.

The above factors could, either individually or in the aggregate, substantially affect selling prices,
profit margins and the market positions of LANXESS and have an adverse effect on LANXESS’
financial condition and resuits of operations.

Demand for chemicals and polymers in Asia

According to the Company’s assessments, which are based both on its own market observations
and on external market studies for the respective market sectors in which LANXESS operates,
the global chémicals and polymers markets are currently exhibiting moderate growth. To a large
extent, the current growth is fuelled by strong demand in Asia, particularly in China. This
demand, in turn, is critically dependent on the general economic growth in this region.

In view of the strong demand for chemicals and polymers in Asia, suppliers have rapidly
expanded their production capacity, especially in fibres, fine chemicals and styrenic resins. At
present, this production capacity serves primarily the local Asian market.

In future, should the economic growth in Asia, and particularly in China, slow down or should
this region slip into a recession, the possibility that Asian suppliers would focus more on serving
the European.and American markets in order to make use of freed-up production capacity cannot
be excluded. This would lead to a substantial price decline in those markets in which LANXESS
generates most of its sales. There is a risk that, in this case, LANXESS could face lower profit
margins and lose market share.

There is also a risk that Asian suppliers could increase their sales efforts in the European market
because of existing overcapacity or other factors. This trend could also accelerate due to
competitive advantages related to currency effects (such as result from manufacturing products
in the U.S. dollar zone and selling them in the euro zone) and other factors.

The above factors could have a material adverse effect on the financial condition and results of
operations of LANXESS.

Risks relating to the Business of LANXESS
Antitrust proceedings

As part of the Spin-off, the activities of Bayer AG’s former Rubber business group were
transferred to the LANXESS Group. Various products included in this business group are or have
been the subject of investigations conducted by antitrust authorities in the United States, Canada
and Europe. In the United States, Bayer AG pled guilty to charges of illegal price-fixing with
respect to rubber chemicals between 1995 and 2001 and with respect to nitrile rubber from May
to the end of December 2002. Bayer AG agreed to fines of U.S.$66 million and U.S.$4.7 million,
respectively. The court approved the underlying settlements. LANXESS established provisions
totalling €20 million in the Combined Financial Statements to cover its portion of these fines, as
determined by the terms of the Spin-off. Of this amount, a provision of €12 million was
established for the Technical Rubber Products business unit in the Performance Rubber segment
and a provision of €8 million was established for the Performance Chemicals segment, the bulk
of which related to the Rubber Chemicals business unit. Investigations into the same matters are
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still pending in Europe and Canada. The Company is expecting heavy fines to be imposed by the
European Commission. The Company believes it is also exposed to a risk of criminal fines in
Canada.

There are also other products which are or were allocable to the former Rubber business and in
respect of which investigations by antitrust authorities are still pending in several additional
cases, some of which concern exclusively Europe and two others that also concern the United
States and Canada. In all but one of these additional cases, Bayer AG was the first affected
company to file the relevant application with all competent antitrust authorities that have a
special cooperation programme (“leniency programme’”). The Company expects that a
significant fine will be imposed on it with respect to the investigation in which Bayer AG was not
the first company to cooperate with the authorities. It is currently impossible to estimate the
amount of this fine. With respect to the remaining investigations, the Company considers the
prospects good that no fine will be imposed on Bayer AG. ‘

Moreover, a number of lawsuits — both individual and class actions — have been filed in the
United States and Canada, in which Bayer AG and two subsidiaries of LANXESS, RheinChemie
Rheinau GmbH and RheinChemie Corp., Trenton, New Jersey, have been named as defendants.
The plaintiffs are seeking substantial damages (including treble and punitive damages). The
possibility that additional civil suits will be filed in the United States and Canada cannot be
excluded.

The financial risk associated with all of the proceedings mentioned above (with the exception of
criminal proceedings in which penalties have already been imposed), including the financial risk
associated with future civil damage actions, is currently not quantifiable. The Company expects
that significant expenses will be required during the further course of the criminal proceedings
and civil damage actions.

In a master agreement LANXESS AG and Bayer AG have agreed to specific terms and conditions
concerning the proceedings described above. With respect to all liabilities arising out of these
proceedings (whether in the form of penalties, fines, damages, punitive damages or claims for
the disgorgement of excess revenues arising from the antitrust violation) that had at least
commenced prior to 1 July 2004 or in respect of which a company had taken steps prior to
1 July 2004 before an antitrust authority with a view to commencing such proceedings,
LANXESS AG will bear 30% and Bayer AG 70% of such liabilities, as between themselves.
LANXESS AG’s liability is limited to a total of €100 million. In addition, any tax disadvantages
arising thereby due to limited deductibility for tax purposes, as well as legal defence costs, are to
be reimbursed. In accordance with the terms of a master agreement between them,
LANXESS AG and Bayer AG are to agree on rules for handling proceedings (for more details
concerning the master agreement, see the section entitled “Business Transactions and Legal
Relationships with Related Parties — Business Transactions and Legal Relationships with the
Bayer Group'').

Regulatory or court decisions or other matters in connection with the antitrust proceedings or
civil actions described above could result in additional costs that are not covered (in whole or in
part) by provisions. As of 30 September 2004, total provisions amounted to €35 million. The
Company considers it possible that the indemnity obligation agreed as between Bayer AG and
LANXESS AG and totalling €100 million, plus the tax indemnity described above, will fully
materialise. In this case, the indemnity payments would be limited to €50 million per calendar
year (for more details, see "' Further Details and Explanation of the LANXESS Spin-off’’). in the
case of adverse regulatory or court decisions, LANXESS could also suffer a loss of reputation
which, in turn, could diminish future earnings. In addition, the possibility that new antitrust
proceedings or civil actions will be instituted in future cannot be excluded. Therefore, the
possibility cannot be excluded that the financial condition and results of operations of LANXESS
will suffer material adverse effects as a result of the unfavourable outcome of one or more
antitrust proceedings or civil actions.
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Obligations arising from environmental protection laws and liability for pre-existing
contamination

As a company operating in the chemical industry, LANXESS is subject to extensive, constantly
expanding and increasingly stringent regulations on environmental protection and laws
governing chemicals and hazardous substances. In accordance with these requirements,
LANXESS imposes high technological and safety standards for the construction, operation and
maintenance of production plants. Nevertheless, the possibility that operating disruptions —
including those due to external influences such as natural disasters or terrorism — may occur
cannot be excluded. These could lead to explosions, to the release of poisonous substances or
substances otherwise presenting a health hazard, or to accidents causing personal injury or
damage to property or the environment. Such events could result in civil litigation or criminal
prosecution as well as loss of production capacity. LANXESS is insured against such risks to an
extent customary in the industry by means of insurance covering property damage, third-party
liability and production disruptions. Insurance coverage may not, however, be sufficient to cover
all claims, pecuniary prejudice and losses resulting from such events.

More stringent statutory environmental protection standards have already been enacted,
especially relating to the reduction of emissions. These legislative changes make it necessary for
LANXESS to ‘invest substantially in modernising its production plants. LANXESS estimates
that — as a result of the 2002 Technical Directives for Air {Technische Anleitung Luft 2002) and
other legal provisions on protecting against air pollution — it will have to spend approximately
€80 million on technological modernisation of its plants between 2005 and 2007. Because of
emerging changes in the law, LANXESS also anticipates investment requirements of
approximately €20 million with respect to wastewater treatment plants in the next few years.
Further tightening of the environmental and safety provisions with which LANXESS must
comply could'lead to considerable costs and liability outside its control. LANXESS does not have
the ability to foresee the extent of this risk.

LANXESS operates production sites, some of which — like those in Leverkusen, Dormagen and
Krefeld-Uerdingen — have been put to industrial use for decades and on which significant
contamination has occurred in the past, especially with regard to soil and groundwater. Costs
associated with existing and potential obligations to secure or remediate contaminated sites in
accordance with environmental protection regulations could have a material adverse effect on
the financial condition and results of operations of LANXESS.

LANXESS is responsible for numerous industrial sites partially consisting of contaminated areas
that must be remediated or secured, e.g., in Bushy Park, Charleston, South Carolina and in
Sarnia, Ontario, Canada. The liability of LANXESS may also extend to other real property if
pollution has spread undetected. The costs associated with such clean-ups are often almost
impossible to estimate and could dramatically affect LANXESS' financial condition. This risk
exists particularly for the sites that could be subject to the “Natural Resource Damages” initiative
of the New Jersey Department of Environmental Protection, most notably the sites in
Birmingham and Haledon, New Jersey, U.S.A. Under this programme, environmental damage
caused by past industrial use is evaluated — on the basis of presently unclear criteria — and
compensation exacted, by way of class action lawsuits, from those companies that bear a nexus
to the damaged environmental resource.

In connection with the groundwater contamination with chromium Vi compounds in Merebank,
South Africa, the extent of which became known in October 2004, LANXESS created a
€40 million provision. This provision was estimated on the basis of the remediation costs
foreseeable at the stage of the investigation completed at that time. Depending on the results of
the continuing investigations, the actual remediation costs could exceed this estimate. Moreover,
LANXESS may be exposed to third-party claims based on health threats or loss of enjoyment of
property. Chromium VI compounds are or were also used at other LANXESS production sites. At
these sites, there is a risk of environmental damage and thus of substantial remediation costs for
LANXESS.

Associated with many LANXESS production sites are landfills that could require substantial
remediation given the material deposited there in the past, an example being the Birrig-
Dhiinnaue landfill in the vicinity of the production site in Leverkusen. Although the Company at
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present does not consider it necessary or advisable to carry out any significant remediation, the
possibility cannot be excluded that such measures will be required in future, including such
measures as may be mandated by regulatory authorities.

As of 30 September 2004, LANXESS had set aside provisions totalling €85 million for
environmental protection obligations. Future costs for the remediation of existing contamination
and environmental damage, as well as for environmental protection as a whole, are difficult to
predict because there are numerous uncertainties, especially given the constantly changing
regulatory environment and the possible concomitant tightening of safety standards.

The factors mentioned above could, either individually or in the aggregate, have an adverse
effect on the financial condition and results of operations of LANXESS and could harm its public
image and customer relations.

Risks arising from exchange rate fluctuations

LANXESS transacts business in many different currencies and is therefore exposed to a variety
of risks associated with fluctuations in the relative values of these currencies, especially the
exchange rates between the euro and the U.S. dollar. Other important currencies are the
Canadian dollar and the Japanese yen.

Exchange rate risks exist when, for example, the receivables or payables of a LANXESS Group
company are denominated in a currency other than the company’s local currency.

Additional exchange rate risks occur if the sales of a LANXESS Group company are denominated
in currencies other than those in which the associated costs are denominated. This situation
leads to the creation of open currency positions in operations. More than half of the total
currency risks arising from outstanding and anticipated business transactions of LANXESS are
attributable to accounts denominated in U.S. dollars or currencies pegged to the U.S. dollar.

Since LANXESS attempts to minimise the potential effects of the above-mentioned currency
risks by using derivative financial instruments, the Company believes that a significant increase
or decrease in the exchange rate of the euro relative to other major currencies should not, in the
short term, materially affect its future cash flow. Over time, however, to the extent LANXESS is
unable to reflect exchange rate movements in, for example, the pricing of its products in local
currency, such exchange rate fluctuations could adversely affect its results of operations. At the
same time, LANXESS could suffer a competitive disadvantage vis-a-vis certain rivals to the
extent that such rivals both manufacture and sell their products in the U.S. dollar region and are
therefore not affected by exchange rate fluctuations.

LANXESS prepares its consolidated financial statements in euros. However, many of the
companies within the LANXESS Group are located outside the euro zone. For this reason,
fluctuations in the average exchange rate of the currency concerned from one accounting period
to another also impact the sales, income and assets reported in euros in the LANXESS
consolidated financial statements. Thus, for example, depreciation of the U.S. dollar against the
euro would — assuming a constant sales volume and constant nominal prices in U.S. dollars, for
example — result in LANXESS generating lower sales revenues after converting the figures into
euros. Unlike the effect of exchange rate fluctuations in the case of transaction risk, the
translation risk exposure does not affect LANXESS’ local currency cash flows.

Fluctuations in exchange rates, especially in the rate of the euro against the U.S. dollar or other
currencies relevant for LANXESS, could have an adverse effect on the financial condition and
results of operations of LANXESS.

Fluctuations in the prices for raw materials and energy

LANXESS depends on numerous raw materials for its production and requires large quantities of
energy from various sources. Prices for both raw materials and energy are subject to strong
cyclical volatility. The most important petrochemical raw materials for LANXESS, which are
heavily dependent on crude oil prices, are 1, 3 butadiene, acrylonitrile, benzene, C4 raffinate 1,
cyclohexane, isobutylene, styrene and toluene. In addition, the prices of other important raw
materials are also subject to strong cyclical volatility and in particular depend on the price of
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electricity and natural gas. These include chlorine, sodium hydroxide and ammonia. The costs of
raw materials and energy constitute a large proportion — in some business units more than
50% — of the total production costs for LANXESS.

LANXESS uses various methods to avoid and control the price risks for raw materials and
energy, including, among other things, long-term supply contracts with pricing formulas and
active inventory management. In addition, some of the energy requirements are secured by
means of forward contracts. A hedging of all price risk for raw materials and energy is
impossible, however. In 2004, LANXESS was able to pass on price increases for raw materials
and energy for many products by increasing prices. It is not possible, however, to pass on the
entire price 'increases for raw materials and energy in all of LANXESS' business areas.
Petrochemical raw materials in particular have been historically exposed to large price
fluctuations. The energy price risk to which LANXESS is exposed mostly relates to natural gas in
North America and fuel oil in Europe.

Should prices for raw materials and energy continue to rise and LANXESS be unsuccessful in
passing on these higher costs to its customers, this could have an adverse effect on the financial
condition and results of operations of LANXESS. This effect could be exacerbated by further cost
increases outside of the influence of LANXESS, triggered by future legislative changes such as
those relating to the ecology tax (Okosteuer) in Germany. In this respect, particular uncertainty
exists about the continued applicability beyond 2006 of the special regulatory treatment
accorded the manufacturing industry. Potentially more restrictive rules could affect all LANXESS
manufacturing companies in Germany, including companies in which it holds an equity interest.

Observations also show that, when prices for raw materials and energy fall, the selling prices of
chemical products, which LANXESS also supplies, often decline disproportionately in relation to
the raw materials and energy prices, due to the intense competition. If LANXESS is unsuccessful
in adapting to the changes in basic economic conditions through appropriate measures (e.g., by
reducing production costs), this could have an adverse effect on the financial condition and
results of operations of LANXESS.

Potential impairment of the health of persons due to harmful product characteristics

LANXESS’ product portfolio contains or contained, among other things, substances which are
classifiable or are classified as carcinogenic {cancer-causing), mutagenic, reproductively toxic,
generally toxic or otherwise hazardous to health. The possibility cannot be excluded that the
health of persons who come into contact with LANXESS products may be impaired, especially as
a result of incorrect use of such products or because of product characteristics that are as yet
unknown, and that such health impairments may even be life-threatening.

In addition, some substances used by LANXESS during construction and in the production
process are; the subject of litigation. This is the case, for example, with asbestos (see
"Information Concerning the Business of LANXESS — Litigation/Regulatory Proceedings’).

The factors mentioned above may, either individually or in the aggregate, have an adverse affect
on the financial condition and results of operations of LANXESS.

Changes in national or EU rules

The regulatory environment for the business activities of LANXESS is continuously changing at
the international and, above all, the supra-national and national levels, in light of technological
progress and the public’s increased safety needs and awareness with respect to quality and the
environment. The tightening of the regulations with which LANXESS must comply could subject
LANXESS to even more rigorous controls than at present with regard to its handling of
substances or hazardous materials, as well as the production, use, recycling or disposal thereof.
Such tightening could require significant capital expenditures and therefore have adverse effects
on the production costs and the product portfolio of LANXESS or expose LANXESS to
considerable liability risks.

Of great sigﬁificance for the business activities of LANXESS will be the implementation of the
proposed EC regulation on the Registration, Evaluation, Authorisation and Restriction of
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Chemicals (“REACh'), the draft of which was submitted by the European Commission on
29 October 2003. It will probably come into force at the end of 2006 or the beginning of 2007. On
the basis of the current draft of the regulation and on preliminary estimates, the costs that
LANXESS would incur for the complete registration of all the substances covered by the
regulation during the eleven years allocated for such registration would total €200 million.
LANXESS could also face additional future costs resulting from the implementation of the
“Environment and Health Strategy’” (the SCALE Initiative) proposed by the European
Commission in 2003. The aim of SCALE is to develop an EU-wide system for interlinking
information about the condition of the environment, the ecosystem and human health and
thereby to improve, among other things, the evaluation of so-called ““cocktail effects”, combined
strain and cumulative effects on human health. It is not currently possible to predict whether and,
if so, when the SCALE Initiative will lead to mandatory EU regulations.

Purchase of sufficient quantities of certain raw materials essential to operations

Certain raw materials and starting products on which LANXESS depends for its manufacturing
operations are not always available in sufficient quantities on the respective markets. This
currently especially applies to the raw materials 1, 3-butadiene, ammonia and bromine. In
addition, LANXESS production plants in some locations are networked with those of third parties
and, as part of these arrangements, raw materials, especially those which cannot be transported
over long distances, are purchased from such parties. Thus, for example, LANXESS purchases
carbon monoxide at the Dormagen site for use in the Basic Chemicals and Fine Chemicals
business units.

Given the implementation of the proposed EC regulation on the Registration, Evaluation,
Authorisation and Restriction of Chemicals ("REACh"), the possibility cannot be excluded that it
may no longer be economically feasible for suppliers to produce certain raw materials and that
therefore the supply of these raw materials will be adversely affected.

The inability of LANXESS to purchase sufficient quantities of the necessary raw materials could
have adverse effects on its business activities.

Shortages or disruptions of supplies to customers due to unplanned shutdowns of
production plants

Production plants of the LANXESS Group can come to a standstill as a result of technical failures,
strikes, natural disasters, regulatory actions and other factors. Shortages in the supply of
LANXESS products to customers can be mitigated in part by expanding production elsewhere,
and gaps caused by short-term interruptions can be bridged using existing inventory. If,
however, the manufacture of products is shut down for a prolonged period and products cannot
be manufactured (in part or entirely) at other plants (referred to as single source plants), such a
shutdown can result in a loss of sales revenues and damages claims and impairment of
customer relations. If the resulting losses are not covered by business disruption insurance, the
loss of production could have a material effect on the results of operations of LANXESS.

Quantitative adjustment for co-products

A frequent characteristic of chemical production is that one production stage may
simultaneously yield two or more substances {co-production). Ideally, all such substances can be
sold in the market, but often one or more co-products will generate disposal costs. The
possibility cannot be excluded that, over time, the demand for one co-product will decline but
adjustments to the quantity produced will not be feasible because of the effect on the other co-
product(s) that would otherwise result. This situation could particuiarly arise with respect to
some of the aromatics in the product portfolio of the Basic Chemicals business unit. A decrease
in marketability of the so-called “by-products” can negatively affect earnings further.
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2UuDSTUTUTION Oor LANALEOYO products witn new or improvea materials or technoliogies

In future, alternative materials and technologies could be developed, or existing materials and
technologies improved, which could be used in place of the products and technologies supplied
by LANXESS. Thus, for example, a material could be developed that is at once airtight and
flexible. Such a material could be used, like butyi rubber, for the manufacture of hoses and tyres.
Furthermore, certain agrochemicals and specialty elastomers could be replaced by new
products.

If new types of materials or technologies are offered at lower prices, have other favourable
characteristics or are advantageous for other, particularly regulatory, reasons, there is a risk that
customers could replace products offered by LANXESS with new types of materials or
technologies. If, in this case, LANXESS is not in a position likewise to offer new types of
materials or technologies, this could lead to substantial declines in sales, which could adversely
affect the financial condition and results of operations of LANXESS.

Restriction of the financial flexibility of LANXESS due to obligations entered into under
a syndicated credit facility

In order to refinance inter-company liabilities toward companies of the Bayer Group and to cover
its general liquidity needs, LANXESS AG entered into a syndicated credit facility for €1.5 billion
(the ““Credit Facility"'). The Credit Facility includes a €0.5 billion tranche structured as a revolving
credit line with a term of 364 days, which may be extended one or more times for additional 364-
day periods subject to the approval of the banks. In addition, the Credit Facility includes two
revolving tranches totalling €1.0 billion with terms ending in December 2009. The Credit Facility
contains restrictions with respect to the possibility of borrowings by companies in which
LANXESS has an ownership interest as well as restrictions on the right to provide collateral and
to sell assets. These restrictions, which are customary in the market, may result in an impairment
of LANXESS' entrepreneurial flexibility. In addition, under the terms of the Credit Facility, the
banks have ‘the right to call in the outstanding loan if the ratio of net debt (exciuding the
Convertible Bond) to adjusted EBITDA exceeds a certain level. The parties further agreed under
the terms of the Credit Facility that if the Company’s current credit ratings decline, it will have to
pay a significantly higher spread to the banks. The provisions of the credit facility could have an
adverse effect on the financial condition and results of operations of LANXESS.

Risks in connection with intellectual property

LANXESS has a large number of patents at its disposal that are very important for its business.
Even though patents are by operation of law presumed to be valid, the granting of a patent does
not necessarily mean that the patent is ultimately valid or that any patent claims are enforceable.
Moreover, there is absolutely no guarantee that each patent that LANXESS has applied for or has
planned for its new technologies will be granted. In addition, the possibility that third parties will
infringe patents held by LANXESS cannot be excluded. Inadequate protection or the actual
infringement of intellectual property rights may limit LANXESS’ ability to derive economic
benefit from the technological advances achieved or lead to a reduction in future income if other
manufacturers are, as a result, permitted to market products developed by the LANXESS Group
or its predecessors.

Furthermore, the possibility that LANXESS will infringe the patents of third parties cannot be
excluded since its competitors file applications to register numerous inventions as patents and
receive patent protection, just as LANXESS does. In the event of such infringement, LANXESS
could specifically be prevented from using certain technologies or from manufacturing or
marketing products and could be compelled to adapt its manufacturing processes, acquire a
licence or pay damages. Furthermore, competitors could prohibit LANXESS from producing or
distributing ,such goods in countries in which the competitors have higher-ranking patent
protection.

Non-patentable business secrets and confidential know-how -— especially in areas with
technicaily sophisticated products — are also important factors contributing to the success of the
LANXESS business. There is no guarantee that LANXESS can prevent the disclosure of business
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secrets or that thira partes wili not develop Or obtaln acCess 10 1he same Oor similar Khnow-now
independently of LANXESS.

LANXESS may be forced to rely on the use of the technologies of third parties through the
acquisition of licences for its business activities. The possibility cannot be excluded that, in
future, LANXESS will not obtain the necessary licences for its business activities or that existing
licences — especially reciprocal licences — will be invalid.

Each of these factors could have an adverse effect on LANXESS’ competitive position and
therefore its financial condition and results of operations.

Dependence on individual suppliers for certain raw materials or products

For some purchased raw materials or products, LANXESS relies on only a limited number of
suppliers. In exceptional cases, LANXESS is even dependent on a single supplier. This is the
case, for example, with respect to carbon monoxide at the Dormagen site, which is required for
use in the Basic Chemicals and Fine Chemicals business units. Supply disruptions or shortages
at these suppliers could have adverse effects on the business activities of LANXESS and on its
financial condition and results of operations.

Risks in connection with long-term contracts for the supply of goods and services

LANXESS has entered into a number of long-term agreements both with its raw material
suppliers and service partners and with its customers, particularly with companies belonging to
the Bayer Group. As a rule, these contracts have terms ranging from three to six years (see also
"“Business Transactions and Legal Relationships with Related Parties — Business Transactions
and Legal Relationships with the Bayer Group”). Many of these contracts contain so-called “sunk
costs provisions’ (Remanenzkostenregelungen) or so-called “take-or-pay’” provisions, pursuant
to which LANXESS may be under a duty to make compensation payments in the event of a
termination of the agreement or if the quantities of products purchased are less than the
minimum agreed amount. Moreover, some agreements — such as a supply agreement with a
LANXESS supplier and energy supply agreements — provide for minimum purchase
requirements (in the former case, even obligations on co-owners to assume the contractual
liabilities) over four-year and 15-year periods, respectively.

Most of the contracts contain provisions that allow certain terms such as price and quantity to be
adjusted to adapt to changes in general conditions. However, the possibility cannot be excluded
that certain long-term contracts will prove to be detrimental for LANXESS in future because of
changes in general conditions. Thus, changes in the prices for the goods and services it
purchases or the products it sells could adversely affect LANXESS.

Moreover, LANXESS could be specifically compelled to make compensatory payments or to
purchase goods or services beyond its actual requirements in accordance with the ““sunk costs”
and “‘take-or-pay’’ provisions.

Each of these factors could have an adverse effect on the financial condition and results of
operations of LANXESS.

Possible deterioration of business relations with distribution partners

In a number of countries in which LANXESS is not represented by a foreign affiliate, local
distributions are also conducted through companies of the Bayer Group (so-called “agency
companies”). This arrangement currently exists, inter alia, for the countries or regions of
Northern Europe (Sweden, Finland, Denmark, Norway and the Baltic states), Central and Eastern
Europe (Poland, Czech Republic, Slovakia and Hungary), and Russia and the other CIS states, as
well as for Korea and Taiwan in Asia. The Company anticipates that sales conducted through the
agency companies will amount to approximately €0.7 billion in fiscal year 2005. LANXESS also
distributes its products via numerous other external distribution partners, even in countries
where it has its own foreign affiliates.
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It agency companies or other distribution partners no longer perform to the desired extent or
standard of quality or at competitive rates, LANXESS would be forced to rely on other suppliers.
At the same time, the possibility cannot be excluded that one or more agency companies or
other distribution partners will decide in future to discontinue distributing LANXESS products.
Any changeover to other distributors as well any one-time payments or possible additional costs
could have an adverse effect on the business activities and results of operations of LANXESS.
Considerable additional costs could arise in fiscal year 2005, particularly in the event that agency
companies terminate their operations.

Risks relating to the Spin-off and Strategic Realignment of LANXESS

Tax consequences in connection with the Spin-off and the preparatory measures
implemented for this purpose

The German tax authority responsible for Bayer AG has issued an advance ruling in which it
confirmed that the factual elements serving as prerequisites to a spin-off pursuant to section 15
of the German Transformation Tax Act (Umwandlungssteuergesetz) have been met. The
statement of the facts on which this advance ruling was based also contained a description of the
establishment of a LANXESS Corporate Center within Bayer AG. This LANXESS Corporate
Center, which is relevant for demonstrating in connection with the Spin-off that LANXESS is an
operationally separate business division (Teilbetrieb), is being transferred to LANXESS AG. The
Company intends to continue this Corporate Center with respect to its functions and at least on
the same scale (in terms of its personnel) existing on the date the Spin-off takes effect, thereby
fulfilling the contractual duty to ensure the continuance of the LANXESS Corporate Center at
least until 31 December 2005. The advance ruling is binding only if and to the extent that the
supporting facts were correctly described. Otherwise, the Spin-off could be treated as a taxable
dividend distribution to the participating stockholders, from which Bayer would be required to
withhold the statutory withholding tax. The parties believe that, regarding the LANXESS
Corporate Center, there is no discrepancy from the facts as described in the application.

On the basis of the above-mentioned advance ruling, corporate income tax and trade tax loss
carry forwards incurred by Bayer AG may also pass to LANXESS AG on a pro rata basis by way
of the Spin-off. It is currently not certain whether and to what extent these loss carry forwards
can be utilised by LANXESS AG. The transfer of the pro-rated tax loss carry forwards pre-
supposes that the businesses or business divisions to which such apportionable past losses are
attributable will continue to operate for five years following the Spin-off date, as defined for tax
purposes, on a scale considered comparable in view of the overall economic circumstances. This
rule applies to the businesses or business divisions transferred to LANXESS as well as those
remaining with the Bayer Group. No agreement was made to the effect that the Bayer companies
refrain from undertaking restructuring measures during this period.

Irrespective thereof, LANXESS AG will not be able to utilise the loss carry forwards if more than
50% of LANXESS AG’s shares are transferred (for example, by virtue of the listing of the
LANXESS Shares on the stock exchange) and LANXESS AG receives predominantly new assets.
The possibility of such injections of new capital cannot currently be excluded, especially in view
of the current opinion of the German tax authorities that even the increase in cash resulting from
borrowing funds or issuing debt instruments, such as the issued Convertible Bond, could
constitute a receipt of new business assets. Should it emerge that the tax loss carry forwards of
LANXESS AG cannot be utilised, valuation adjustments would have to be made to the deferred
tax assets recorded in the consolidated balance sheet. This would lower LANXESS AG’s
consolidated net income and reduce the Group’s stockholders’ equity.

With respect to the amount of the loss carry forwards to be transferred to LANXESS AG, there is
a general risk that government tax audits could result in corrections for tax assessment periods
ending prior to the effective transfer date for tax purposes. Similarly, pursuant to the allocation
ratio confirmed by the tax authorities, the amount of the loss carry forwards to be transferred will
be determined by the ratio of the market capitalisation of Bayer AG (the average of the last ten
exchange trading days) before the initial stock exchange listing of LANXESS AG to the market
capitalisation of LANXESS AG beginning on the initial stock exchange listing of LANXESS (the
average of the first ten trading days). Therefore, price movements during this period, in
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particular a weakening In the LANXESS share price immediately following tnhe initial stock
exchange listing, could possibly have an adverse effect on LANXESS with respect to the amount
of the transferred loss carry forwards.

in connection with the preparatory spin-offs from Bayer Chemicals AG and Bayer
MaterialScience AG to LANXESS GmbH, the latter has, from a tax point of view, acquired assets
transferred to it as part of a capital contribution at the fair market value. The allocation of the
aggregate value of the capital contribution among the individual assets was conducted by the
participating Bayer companies and by LANXESS GmbH by mutual agreement and on the basis of
the existing valuation reports. Under this procedure, the necessary write-downs of book values
were allocated primarily to non-current economic assets. Nevertheless, the tax authorities are
bound neither by the figures computed in the valuation reports nor by the above-mentioned
allocation. Therefore, the possibility cannot be excluded that the tax authorities will calculate a
different aggregate value and/or a different apportionment of the aggregate capital contribution
among the individual assets acquired by LANXESS GmbH. If this situation occurs, the possibility
that future income tax charges will be imposed on LANXESS GmbH cannot be excluded,
particularly if some of its current assets are sold. Bayer AG and LANXESS GmbH entered into an
agreement under which the present value of such future additional income tax charges, as may
be conclusively determined in the context of a governmental tax audit and that result from a
different apportionment of the aggregate value, will be shared equally between both these
companies, insofar as these tax charges relate to current assets. In computing this cost-sharing,
the parties agreed to factor in any favourable tax effects with respect to non-current assets,
although the timing of the recognition of the favourable tax effect is stipulated depending on
type and irrespective of LANXESS GmbH’s actual future income situation.

Pursuant to the Spin-off Agreement and the master agreement concluded in connection
therewith between Bayer AG and LANXESS AG, Bayer AG or the relevant transferring
enterprises affiliated with it bears any income taxes based on actions taken on or before the
effective date of the Spin-off {1 July 2004) in order to establish the LANXESS subgroup. In
addition, the contractual provisions concluded in the context of the transfer of portions of the
LANXESS subgoup generally provide that the respective transferring Bayer company must bear
income taxes assessed for those periods that end on or prior to the effective date of the transfer
(as a rule 1 July 2004) to the extent the prior figures reported on the balance sheet are exceeded
and the present value of any tax relief effects from offsetting changes in income at LANXESS
cannot be set off against such tax liability. When calculating present value, rules based on type
will be applied with respect to the timing of the recognition of the reversal effect, irrespective of
LANXESS GmbH's actual income situation.

An exception to this principle applies in certain circumstances with respect to tax liabilities
arising from transfer-pricing adjustments involving foreign affiliates which were not transferred
as part of the spin-offs from Bayer Chemicals AG or Bayer Material Science AG. Transfer-pricing
adjustments normally arise when factual assessments by tax authorities differ from existing
assessments made by the audited company. In addition, sanctions that may be imposed
beginning in 2004 for failing to meet the documentation requirements prescribed under
section 90 (3) of the German Fiscal Code (Abgabenordnung) may apply. Although there is
currently no indication of this, the possibility that LANXESS could thereby be exposed to
material financial liability cannot be excluded.

Irrespective of these contractual provisions, the possibility cannot be excluded that the
transferee LANXESS companies will also be held liable vis-a-vis third parties for such taxes on
account of their joint and several liability in connection with the Spin-off. However, the
agreements entered into in the course of establishing the LANXESS subgroup and/or corporate
practices routinely provide that the transferee LANXESS company is entitled to be indemnified
against such liability by the respective transferor Bayer company.

Transfer taxes arising as a result of the measures taken to establish the LANXESS structure, such
as land transfer taxes, must be borne by LANXESS. The same applies to any land transfer tax
applicable upon the purchase of domestic real property by LANXESS GmbH. The land purchase
agreement concluded on 30 December 2004 will become effective upon the expiry of the first
calendar day following the Spin-off. At such time, the use and enjoyment of and the risks and
encumbrances relating to the land wili also be transferred. Consequently, in the opinion of the

24




Board of Management of LANXESS AG, LANXESS GmbH is not the economic owner of these
properties at the time of the Spin-off as a result of the condition precedent. Thus, the Spin-off as
such does not trigger any land transfer tax liability in addition to that arising from the separate
purchase agreement.

Limited informative value and comparability of the Combined Financial Statements and
possible changes in future financial reporting

The Combined Financial Statements of LANXESS reproduced eisewhere in this Listing
Memorandum were prepared with the goal of reflecting the Group structure, as defined for the
Spin-off, in the historical financial data. In preparing the Combined Financial Statements,
assumptions and estimates had to be made that affect the amounts and presentation of assets
and liabilities, income and expenses and contingent liabilities. Actual figures could differ from
the estimates. In particular, the reported deferred tax assets are expected to be different, and
corresponding changes in stockholders’ equity are anticipated, in future consolidated financial
statements of LANXESS following the Spin-off, since then only those loss carry forwards that
passed by law to LANXESS are to be recorded and further differences between the amounts
stated for tax purposes and the amounts shown in the consoclidated financial statements will
become effective.

Consequently, the Combined Financial Statements do not necessarily reflect the financial
condition and results of operations that would have resulted had the LANXESS Group already
existed as an independent group as of 1 January 2002 and the underlying transactions between
the LANXESS and Bayer companies thus been entered into between independent companies.

For the reasons set forth herein, the absence of historical unity and independence of the
LANXESS Group limits the informative value of the Combined Financial Statements. Therefore,
the Combined Financial Statements do not enable reliable forecasting of the future deve!opment
of the businesses combined in the LANXESS Group.

For a furtherdiscussion of the preparation of the Combined Financial Statements, see the section
entitled ““Management’s Discussion and Analysis of Financial Condition and Results of
Operations’” and the Notes to the Combined Financial Statements, reprinted elsewhere in this
Listing Memorandum.

The issues d“escribed in the following paragraphs could furthermore limit the comparability of
the Combined Financial Statements to future financial reporting:

in calculating fiscal year 2004 EBITDA for the business units affected by the impairments made as
of 31 December 2003, asset depreciation and amortisation amounts inciuded in the cost of
production of inventories in the balance sheet as of 31 December 2003 were added to EBIT for
the second quarter — contrary to the computation method generally applied by Bayer and
LANXESS — in order to obtain a presentation of EBITDA that permits comparisons to be made
over time.

In addition, it may become necessary to make adjustments in future reporting as a result of new
internal accounting rules — if, for example, income and expenses are aliocated differently
among functional units and reporting segments (particularly if Corporate Center costs are stated
separately), 'subsidiaries’ interest expense is restated or depreciation and amortisation are
reported differently in fiscal year 2004 than in the Combined Financial Statements.

At the end of 2004, LANXESS and the Bayer Group agreed to extend the payment due dates on
the delivery .of goods and services from the Bayer Group to LANXESS. The amount deferred
totalled approximately €130 million, the payment of which will be made on a rolling basis until
the third quarter of fiscal year 2006.

Liability consequences and obligations to provide security in connection with the Spin-
off and the associated preparatory measures

The Spin-off and the combining of the chemicals and polymers businesses in LANXESS GmbH
and its direct and indirect subsidiaries involve liability risks for the LANXESS Group (see also
""Further Details and Explanation of the LANXESS Spin-off").
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Pursuant to section 133 (1) and (3) of the German Transformation Act, LANXESS AG is jointly and
severally liabie for the performance of the obligations remaining with Bayer AG that had already
been established prior to the date the Spin-off took effect, if such obligations become due within
five years following the date on which the registration of the Spin-off in the Commercial Register
for Bayer AG is announced and such obligations give rise to claims against LANXESS AG that
are asserted in the manner prescribed by law. Bayer AG and LANXESS AG agreed in the Spin-off
Agreement that Bayer AG would indemnify LANXESS AG with respect to any claims enforced
against LANXESS AG on the basis of such obligations of BAYER AG. Nevertheless, if creditors
enforce such claims in future and Bayer AG is not in a position to comply with its indemnity
obligations, this could have a material adverse effect on the financial condition and results of
operations of LANXESS.

Furthermore, pursuant to sections 22, 125 and 133 of the German Transformation Act, creditors
of LANXESS AG may, within six months from the date the registration of the Spin-off in the
Commercial Register for Bayer AG is announced, demand that the Company furnish them with
collateral to secure their claims. This applies if such creditors are unable to demand satisfaction
of their claims at the respective time, that they provide written notice of the grounds and extent
of their claims and that they provide credible evidence that the Spin-off jeopardises the
satisfaction of their claims. Should LANXESS AG be obliged to provide collateral to some or all
of its creditors, this could have an adverse effect on the LANXESS Group’s financial condition
and results of operations.

The arrangements mentioned above with respect to liability also apply to the spin-offs from
Bayer Chemicals AG and/or Bayer MaterialScience AG to LANXESS GmbH which were carried
out in the course of combining the relevant chemicals and polymers activities in
LANXESS GmbH. Here, too, LANXESS GmbH is subject to joint and several liability under
section 133 (1) and (3) of the German Transformation Act for the performance of the obligations
remaining with Bayer Chemicals AG and/or Bayer MaterialScience AG that had already been
established prior to the date the spin-off took effect, if such obligations become due within five
years following the date on which the registration of the relevant spin-off in the Commercial
Register for Bayer Chemicals AG or Bayer MaterialScience AG, as the case may be, is announced
and such obligations give rise to claims against LANXESS GmbH that are asserted in the manner
prescribed by law. These obligations include those arising from the joint liability of Bayer
Chemicals AG and Bayer MaterialScience AG for Bayer AG’s former liabilities in connection with
the carve-out of the business activities from Bayer AG to these companies in 2002. As in the case
of the Spin-off from Bayer AG to LANXESS AG, Bayer Chemicals AG and Bayer MaterialScience
AG, on the one hand, and LANXESS GmbH, on the other, agreed that Bayer Chemicals AG or
Bayer MaterialScience AG will, respectively, indemnify LANXESS GmbH in respect of claims
asserted against it based on liabilities of Bayer Chemicals AG or Bayer MaterialScience AG.
Nevertheless, if Bayer Chemicals AG or Bayer MaterialScience AG, as the case may be, are
unable in future to comply with their indemnity obligations, this could have a material adverse
effect on the financial condition and results of operations of LANXESS.

Furthermore, pursuant to sections 22, 125 and 133 of the German Transformation Act, creditors
of LANXESS GmbH may, within six months from the date the registration of the spin-offs in the
Commercial Register for Bayer Chemicals AG or Bayer MaterialScience AG, as the case may be,
is announced, demand that the LANXESS GmbH furnish them with collateral to secure their
claims. This applies if such creditors are unable to demand satisfaction of their claims at the
respective time, that they provide written notice of the grounds and extent of their claims and
that they provide credible evidence that the spin-off jeopardises the satisfaction of their claims.
Should LANXESS GmbH be obliged to provide collateral to some or all of its creditors, this could
have a material adverse effect on the LANXESS Group’s financial condition and results of
operations.

Development of administrative, financial and other functions as well as other measures
in connection with the Spin-off

Until the Spin-off enters into effect, the Bayer Group will continue to provide administrative,
financial, legal, information technology and other services for the business operations combined
into LANXESS GmbH and its direct and indirect subsidiaries. The newly-established LANXESS
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Corporate Center currently performs the following functions, among others: board office,
corporate development, industrial & environmental affairs, treasury, tax, corporate controlling,
internal auditing, accounting, communications, law & intellectual property, investor relations
and human resources. Employees of LANXESS GmbH support the LANXESS Corporate Center in
the performance of its tasks.

There is a risk that the above-mentioned functions will not attain the requisite level of
independence in a timely manner and that, for example, during a transitional period, LANXESS
will not have adequately-functioning departments such as accounting, controlling, risk
management, cash management, its own patent, trademark and domain administration, or
equity participation administration.

In connection with the Spin-off, a number of data processing systems and IT networks of
LANXESS have been reconfigured or completely redesigned, particularly systems used by the
LANXESS accounting department (inciuding SAP systems). The Company plans to take
additional measures to adapt the data processing systems after the Spin-off. The possibility
cannot be excluded that the systems in question will not fulfil their functions or that they will fail
to do so in the anticipated manner during the transitional period or that additional costs will
arise. Moreover, in connection with the Spin-off and the ensuing independence of LANXESS,
additional costs could arise as a result of changeover and/or adjustment measures, for example
with respect to calibrated measuring instruments or other systems.

All the above-mentioned factors could, either individually or in the aggregate, have an adverse
effect on the: financial condition and results of operations of LANXESS.

Implementation of planned restructuring and cost-reduction measures

The Company plans to restructure the LANXESS Group and reorganise its business activities. To
this end, the Company will examine all business units and identify those which will belong to the
strategic core business of LANXESS in the medium and long term. The Company will continue to
carefully examine the earnings potential of those business units that are not classified as
strategic core business, with a view to potential partnering or possibly taking portfolio measures
once the specific restructuring and cost-reduction measures have been implemented. In addition,
LANXESS plans in the short term to implement performance programmes for improving
competitiveness as well as Group-wide programmes for optimising processes and reducing
costs. In regional terms, LANXESS aims for selective growth, particularly in China, possibly
together with suitable partners (see also “Information Concerning the Business of LANXESS —
Corporate Strategy'’). The measures undertaken by LANXESS in order to implement its strategic
realignment could significantly impact the Group’s results as early as fiscal year 2005.

There can be no assurance that LANXESS will succeed in achieving the extensive alignment of
the Group and the associated restructuring in a timely manner. The possibility cannot be
excluded that, for instance, due to the existing general legal framework, certain operations may
need to be continued or that LANXESS will be unable to implement portfolio measures because
the divestiture of certain business operations fails or because no suitable partner is found. As a
result of the Agreement to Safeguard Sites and Employment Il (Vereinbarung zur Standort- und
Beschéftigungssicherung Ill), to which LANXESS AG and LANXESS GmbH must adhere, and a
breakdown in negotiations on the modifications to or conclusion of other collective bargaining
agreements, the possibility cannot be excluded that potential necessary restructuring measures
may be delayed or prevented. In addition, actions relating to labour struggles in Germany or
abroad cannot be excluded. Likewise, the implementation of the restructuring measures may be
delayed or prevented because of existing production network structures, the complexity of
LANXESS' IT system or the inability to convey real property from Bayer AG to LANXESS GmbH
as planned. Furthermore, the possibility that the expenses incurred during the implementation of
the restructuring and cost-reduction measures will be higher than budgeted cannot be excluded.
This risk applies to, among other things, possible revaluations of LANXESS business operations
in connection with portfolio measures, which could necessitate impairments. In addition, the
Group may lose current synergies with other business operations if individual business activities
are sold.
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There is also a risk that LANXESS' growth strategy cannot be implemented in the Asian market
as planned because, for example, no suitable partners can be found there or because existing or
future partnerships turn out to be unsuccessful.

Shouid the Company not succeed in achieving the appropriate measures for implementing its
strategy or should the measures taken not be successful, this could have a material adverse
effect on the financial condition and results of operations of LANXESS.

Pending measures for the establishment of the LANXESS Group and actions in
connection with the Spin-off

A number of measures have been implemented for purposes of combining almost all of the
chemicals and parts of the polymers activities of the Bayer Group in LANXESS GmbH and its
subsidiaries. In addition to the spin-offs from Bayer Chemicals AG and Bayer MaterialScience AG
to LANXESS GmbH, the LANXESS Group’s foreign chemicals and polymers businesses were
transferred to LANXESS GmbH and its subsidiaries in the individual countries using different
legal methods (see "“Further Details and Explanation of the LANXESS Spin-off — First Step —
Combination of Major Parts of the Chemicals and Parts of the Polymers Activities”).

At present, the transfer of certain business activities — in particular in Brazil, India, South
Africa — has not yet been effected. This also applies to the Thane production site in India and the
Rustenberg mine in South Africa. The business operated at the Rustenberg mine cannot be
transferred to LANXESS until the latter has complied with the legal requirements for obtaining
the required licences and thus for operating the mine. Accordingly, the transfer of the land, the
machinery and the intangible assets will be subject to the condition precedent that such legal
requirements are met. On the other hand, the business’s accounts receivable and consumables
{such as spare parts) were transferred with effect from 1 August 2004. LANXESS already took
over the chromium distribution business with effect from 1 July 2004. Pending the final transfer
of all assets, LANXESS Mining (Pty) Ltd. will operate the mine on behalf of Bayer (Pty) Ltd. The
existing Bayer licence for the Rustenberg mine expires in 2007. The failure of LANXESS to obtain
its own licence by that time could have a material adverse effect on the business activities of
LANXESS in the area of leather chemicals.

The possibility also cannot be excluded that the transfer to LANXESS of interests in individual
joint ventures will require the consent of the respective joint venture partners and that such
consent may be withheld or delayed or that the transfer will trigger rights of first refusal.

The failure to transfer certain business activities and/or equity interests to LANXESS, or delays in
such transfer, could have an adverse effect on LANXESS business activities.

LANXESS GmbH continues to hold a 40% interest in Bayer Industry Services GmbH & Co. OHG.
Pursuant to the land and building use agreement dated 30 December 2004, Bayer Industry
Services GmbH & Co. OHG is obliged to demolish and remove — at Bayer AG’s request — the
buildings, plants and other installations located on certain parcels of land that had been used by
the business activities combined in LANXESS GmbH. This obligation owed by Bayer Industry
Services GmbH & Co. OHG could, in future, have a material adverse effect on the results of
operations of the company in which LANXESS GmbH holds a 40% ownership interest.

In addition, the conveyance of the real property and operating equipment on the basis of the land
purchase agreement dated 30 December 2004 between LANXESS GmbH and Bayer AG has not
yet been completed. The possibility cannot be excluded that the conveyance cannot transpire as
planned because, for example, regulatory permits have not been granted. In addition,
adjustments may be made to existing governmental permits and/or new governmental permits
may be required in connection with subdividing the relevant land, which in turn could lead to
additional capital expenditures and/or more costs. Furthermore, the possibility that these
properties may be subject to future revaluations cannot be excluded.

Obligation to make a public offer to purchase the shares of a listed subsidiary in India

In connection with the Spin-off, shares of LANXESS India Private Ltd., New Delhi, India, which, in
turn, holds shares in Bayer ABS Limited, Baroda, India, are being transferred by Bayer AG to
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LANXESS GmbH. As a consequence of this transaction, LANXESS GmbH will indirectly hold
50.97% of the shares of Bayer ABS Limited. Bayer ABS Limited is listed on the Bombay Stock
Exchange in India. Under the applicable Indian regulations, an obligation may exist, in
connection with the Spin-off, to make a public offer to purchase the remaining shares of Bayer
ABS Ltd. The costs for purchasing these shares would be determined by the share price as
calculated under the relevant regulations and the number of stockholders who accepted the
purchase offer.

There would be no assurance that the purchase price that may have to be paid by LANXESS in
connection with the public offer would reflect the value of the shares in Bayer ABS Limited that
are to be acquired.

Risks arising from the Admission to the Stock Exchange

Effects on the stock market price of LANXESS Shares resulting from the stockholders’
behaviour immediately following admission to the stock exchange

immediately after the Spin-off enters into effect, all shares of LANXESS AG will be held by Bayer
stockholders. From the investors’ point of view, however, the chemicals and polymers business
activities combined in the LANXESS Group have different risk profiles and therefore generally
appea! to different groups of investors than do the business activities remaining with the Bayer
Group. In addition, certain institutional investors may be forced by their investment guidelines to
sell their holdings in the Company, irrespective of their assessment of the prospects for
LANXESS shares. Therefore, the possibility cannot be excluded that some of Bayer's
stockholders, who will become simultaneous LANXESS stockholders when the Spin-off takes
effect, will decide immediately or shortly after the shares are listed to sell their LANXESS Shares
in accordance with their risk preferences, investment strategies or investment guidelines in effect
at the time. :

In connection with the Spin-off, the holders of Bayer ADRs have been given an option to choose
by 27 January 2005 whether they wish to receive the LANXESS Shares or arrange for them to be
sold. If no instructions with respect to the exercise of the option are issued by the holders of
Bayer ADRs by this date, the depositary bank will deem such holders to have elected to sell their
LANXESS Shares. Such LANXESS Shares, together with those with respect to which explicit
instructions ‘for sale have been received, will be sold on behalf of the depositary bank as
promptly as practicable following the delivery of the LANXESS Shares consistent with prevailing
market conditions. The Company assumes that this sale — which may, if necessary, be effected
in several tranches — will occur, subject to market conditions, within four trading days following
the delivery of the LANXESS Shares. Fractional rights will be aggregated and the whole shares
resulting therefrom will be sold. The proceeds from this sale will be remitted to the relevant
holders of Bayer ADRs. On 15 December 2004, Bayer ADRs constituted approximately 4.6% of
Bayer AG’s capital stock. The possibility that a large percentage of the LANXESS Shares allotted
to holders of Bayer ADRs will be sold in connection with the exercise of the option cannot be
excluded.

If a significant number of stockholders or holders of Bayer ADRs sell or arrange far the sale of
their LANXESS Shares within a short period of time or if the impression arises that such sales are
likely, then the market price of LANXESS Shares could decline.

On the basis of the stockhoider resolution dated 15 September 2004, LANXESS AG issued a
convertible bearer bond to Bayer AG in the nominal amount of €200 million with a term expiring
on 15 September 2007 (see also “Business Transactions and Legal Relationships with Related
Parties — Business Transactions and Legal Relationships with the Bayer Group''). Pursuant to
the terms and conditions of the convertible bond, the bondholder may convert the convertible
bonds into shares in LANXESS AG (conversion right) between 20 July 2005 and 20 July 2007. In
addition, the bondholder is obliged to convert the convertible bonds into shares in LANXESS AG
on 15 September 2007 (conversion duty). Should Bayer AG hold the convertible bond, either in
whole or in part, at the time the conversion right is exercised or the conversion duty arises, it will
obtain an ownership interest in LANXESS AG. The extent of the ownership interest will
significantly depend on the percentage of the convertible bond Bayer AG still holds at that time,
the initial market price of the LANXESS shares (in simplified terms, the average share price
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during the first ten trading days) and the market price of LANXESS shares on the date the
conversion right is exercised or the conversion duty arises, as the case may be (in simplified
terms, the average share price during the first 20 trading days prior to the exercise of the
conversion right or the date on which the conversion duty arises, as the case may be).

In the Joint Spin-off Report prepared in connection with the Spin-off, Bayer AG stated that, in the
event of a conversion, it does not intend to retain these LANXESS Shares for the long term. If
Bayer AG sells a significant portion of its LANXESS Shares thus acquired in a single transaction
or within a short period of time, or if the impression arises that such a sale is likely, then this
could have an adverse effect on the development of the share price of the LANXESS Shares.
Moreover, it could be difficult for LANXESS AG in such a situation to issue new shares at what it
considers to be a favourable time and at a reasonable price.

Development of a liquid market

No public trading existed in shares in LANXESS AG prior to the stock exchange listing. There is
no guarantee that, following the initial listing of LANXESS shares, a liguid market for trading in
these shares will develop and become established.

Volatility of the LANXESS share price

Following the commencement of trading, the price of shares in LANXESS AG may be exposed to
significant fluctuations, in particular as a result of fluctuations in the actual or projected results of
operations, changes in the earnings forecast or the failure to meet the earnings expectations of
securities analysts, changes in general economic conditions and other factors. In addition,
general share price volatility — particularly with respect to shares in companies in the chemicals
industry — could lead to pressure on the price of shares in LANXESS AG, without such pressure
necessarily being based on the business or the earnings prospects of LANXESS AG.
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Selected Consolidated Financial Data

The selectediconsolidated financial data set forth below are merely a summary of the Combined
Financial Statements for the years 2002 and 2003 as well as for the first nine months of 2003 and
2004. These data should be read in conjunction with the section entitled ““Management’s
Discussion and Analysis of Financial Condition and Results of Operations’” and the LANXESS
Group’s Combined Financial Statements and the Notes thereto included in the financial section
of this Listing Memorandum.

The following selected financial data for the years 2002 and 2003 as well as for the first nine
months of 2003 and 2004 have been derived from the Combined Financial Statements. The
assets and liabilities to be transferred to the LANXESS Group were recognised and valued in the
Combined Financial Statements in accordance with the standards issued by the International
Accounting Standards Board (“IASB”), London, in effect as of the closing date of the financial
statements. There are several material differences between the International Financial Reporting
Standards (“IFRS”) and U.S. Generally Accepted Accounting Principles (“U.S. GAAP”).

The Combined Financial Statements generally present LANXESS as if the Group had already
existed in the past and had the structure defined for the Spin-off. Underlying the selected
financial data is an assumption that the role of LANXESS AG as the Group parent company and
the legal structure below this Company, in effect after the Spin-off of the LANXESS Group takes
effect, had already been in place as of 1 January 2002. IFRS do not contain any rules for
allocating assets and liabilities in the Combined Financial Statements. The allocation of business
activities to the LANXESS Group was authoritatively based on the relevant provisions of the
agreements executed for the formation of LANXESS. The legal entities to be transferred (so-
called "Share Deals”) were accordingly reported in the Combined Financial Statements on the
basis of their legal structure. Business activities (so-called ““Asset Deals”’) were generally
reported on the basis of the reparting structures of the Bayer Group authoritative for financial
controlling purposes having regard to the contractual arrangements between LANXESS and the
Bayer Group. In preparing the Combined Financial Statements, additional assumptions and
estimates had to be made, which have an effect on the amounts and presentation of assets and
liabilities, income and expenses and contingent liabilities. Actual figures could differ from the
estimates. The section ““Basis for Financial Statement Reporting’’ in the Notes to the Combined
Financial Statements appearing in the financial section contains a more detailed description of
those allocation procedures and their limitations that are material in this context.

In the 2002 Combined Financial Statements contained in the Joint Spin-off Report, a portion of
property, plant and equipment already existing as of 1 January 2002 was erroneously reported
as additions, thus leading to an error amounting to €94 million in the presentation of 2002 capital
expenditures and amounting to €40 million in the presentation of 2002 depreciation and write-
downs of property, plant and equipment. This technical error was corrected in the following
financial data‘jand the 2002 Combined Financial Statements contained in the financial section of
this Listing Memorandum and did not have an effect on either the 2002 balance sheet and
income statement, or on the financial data and financial reports for subsequent periods. The
correction of this error led most importantly to a decrease of €40 million in net cash provided by
operating activities, a decrease of €94 million in net cash used in investing activities and a
decrease of €54 million in net cash provided by (used in) financial activities. Segment data were
changed accordingly. The Group financial statements (the Combined Financial Statements
according to IFRS) of the LANXESS Group as of 31 December 2003 were audited and issued with
an unqualified audit opinion by PwC Deutsche Revision Aktiengeselischaft, Wirtschaftspriifung-
sgesellschaft, Essen.
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Consolidated Income Statement Data

Fiscal year ending 1 January to
31 December 30 September
- audited - - unaudited -
All figures in € millions 2002 2003 2003 2004
Netsales ... i e 6,763 6,315 4,828 5,047
Costofgoodssold .................... . ... ... (5,285) (5,211) | (3,919) (3,937)
Gross profit. ... .. 1,478 1,104 909 1,110
Sellingexpenses ............ oot (985) (935) {(683) (638)
Research and development expenses .................. {(149) (168) (118) (95)
General and administrative expenses .................. {(202) {257) (162) (196)
Other operating expenses, less other operating income (261)  (1,041) (23) {105)
Operatingresult......... ... ... ... .. . i ... (119}  (1,297) (77) 76
Non-operating result ......... ... ... . ... . ... . ..., (89) (111) {92) (58)
Income (loss) before incometaxes ..................... (208)  (1,408) (169) 18
Income taxes ... ... 90 412 60 (21)
Income (loss) aftertaxes .............................. (118) (996) (109) (3)
Minority stockholders’ interest . ........................ (1) (1) (4) (5)
Netincome (loss) ......... ... ... i, (119) (997) {113) (8)
Consolidated Balance Sheet Data
As of As of
31 December 30 September -
- audited - - unaudited -
All figures in € millions 2002 2003 2003 2004
Non-currentassets ........ ... ... ..o .. 3,021 1,690 2,724 1,675
Current assets (including prepaid expense items and
deferred taxes).......... ... .. i 2,598 2,841 2,793 3,008

of which liquid assets ............................... 10 13 14 80

Stockholders equity............ ... . .. 2,465 1,358 2,294 1,366
Liabilities (including deferred income items and deferred
1AXES) .« i 2,427 2,317 2,404 2,359
of which long-term financial obligations .............. 446 209 173 336
Provisions . ... ... 688 813 778 924
of which provisions for pensions and other post-
employment benefits ............ ... ... ... .. ... 324 408 361 412

Consolidated Cash Flow Data

Fiscal year ending 1 January to
31 December 30 September
- audited - - unaudited -
All figures in € millions 2002 2003 2003 2004
Cash inflow/(outflow) from operating activities.......... 369 346 205 40
Cash inflow/(outflow) from investing activities .......... {347) (300) (148) 85
Cash inflow/(outflow) from financing activities .......... (25) (46) (56) (59)
Change in cash and cash equivalents due to business
activities .. ... ... (3) 0 1 66




Other Financial Data

All figures in € millions

Operating result (EBIT) .......

of which exceptional items*

EBITDA™ . ... ... ... ... ...

of which exceptional items”

Capital expenditures .........

*

Fiscal year ending
31 December

1 January to
30 September

- audited - - unaudited -
2002 2003 2003 2004
(119 (1,297) (77) 76
(244) (1,178) (42) (81)
507 180 300 325
(80) (131) (25) (60)
393 312 193 158

EBITDA is defined as operating result (EBIT) plus depreciation and amortisation. EBITDA and exceptional items are

not financial data defined under IFRS and should not be considered in isolation as a substitute for net income,
operating result or other measures of financial performance under IFRS. Potential investors should be aware that
EBITDA and exceptional items are not consistently applied or standardised, that there may be material differences in
the way in which companies calculate them and that they, considered in isolation, do not establish a basis for
comparison with similarly-named performance measures of other companies.

33




Management’s Discussion and Analysis of Financial Condition and
Results of Operations

The following discussion and analysis of financial condition and results of operations should be
read together with the Combined Financial Statements of the LANXESS Group and the related
Notes, which are reprinted elsewhere in this Listing Memorandum.

The forward-looking statements in this section are not guarantees of future performance of the
LANXESS Group. These statements entail both risks and uncertainties. Several factors could
cause the actual financial data of the LANXESS Group to differ materially from those anticipated
by these statements. Many of those factors are macroeconomic in nature or are otherwise
beyond the control of LANXESS AG's Board of Management. See “General Information —
Forward-looking Statements'.

The determination of the LANXESS Group’s financial data presented in this section is based on
certain assumptions with respect to the accounting and valuation methods described herein and
in the Notes to the Combined Financial Statements. For a more detailed description of these
assumptions, see the section entitled “— Overview — Discussion of critical accounting and
valuation policies and methods".

The LANXESS Group is a global chemicals company. Its portfolio includes basic, specialty and
fine chemicals as well as polymers. The LANXESS portfolio consists primarily of products that
have reached a relatively high level of market maturity and are therefore exposed to rather low
barriers to market entry and growth rates. Generally lower margins require the creation of lean
and simple structures and a commitment to optimising equipment and processes.

Overview
Bases for financial statement reporting

In order to reflect the structure of the LANXESS Group (as defined for the Spin-off) in the
historical financial data for the LANXESS Group, two steps were taken in preparing the financial
data for the LANXESS Group for the period from 1 January 2002 until 30 September 2004. The
first step was to define certain companies and business areas of the Bayer Group as LANXESS-
relevant business. The second step was to combine such companies and business areas.

The chemicals and polymers activities combined in LANXESS were first reported - under
“Discontinuing Operations™ in accordance with IAS 35 in the 2003 Bayer consolidated financial
statements. The LANXESS Group was first reported as an independent segment in the Bayer
Group’s quarterly report for the first quarter 2004. The Combined Financial Statements, which
are included in this section and which are derived from the Bayer Group’s consolidated
reporting, differ from the Discontinuing Operations data in terms of their stated objectives. The
objective of Discontinuing Operations reporting is to present the discontinuing business as an
integral part of the Bayer Group (i.e., after consolidating all intra-Group transactions), while the
Combined Financial Statements are intended to present the business on an independent group
basis. Thus, information concerning the future LANXESS Group’s historical financial condition
and results of operations is intended to be conveyed based on the fictitious assumption that the
structure of the future LANXESS Group had already existed in the past.

In principle, the demarcation of the business to be transferred is based on the consolidated
reporting structures and, therefore, the reporting units underlying those structures. For this
reason, diverging allocations of individual products below this level are not taken into account.
However, these deviations are the exception and, based on current knowledge, would not, in the
aggregate, result in any materially different statements for the LANXESS Group.

In preparing the Combined Financial Statements, assumptions and estimates must be made
which have an effect on the amounts and presentation of assets and liabilities, income and
expenses and contingent liabilities. Actual figures could differ from the estimates. The Combined
Financial Statements presented in this section therefore do not necessarily reflect the financial
condition and resulits of operations that would have resulted had the LANXESS Group already
existed as an independent group as of 1 January 2002 and the underlying transactions between
the LANXESS and Bayer companies thus been entered into between independent companies.
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Specifically, assumptions were made as to net debt and interest expense, which are dependent
on the capital structure of the future LANXESS Group. The section entitled “— Ligquidity and
Capital Resources — Financing and Liquidity" contains a description of the assumptions used to
calculate the interest expense. For the reasons set forth herein, the absence of historical unity
and independence of the LANXESS Group limits the informative value of the Combined Financial
Statements. Therefore, the Combined Financial Statements do not enable reliable forecasting of
the future development of the businesses combined in the LANXESS Group.

Supply and services relationships between the Bayer Group and the LANXESS Group

The material?supply and services relationships between the Bayer Group and LANXESS Group
are described in the section entitled “Business Transactions and Legal Relationships with Related
Parties — Business Transactions and Legal Relationships with the Bayer Group”.

Discussion of critical accounting and valuation policies and methods

Critical accounting and valuation policies and methods are those that are both most important to
the portrayal of the LANXESS Group’s financial condition and results of operations and that
require the application of difficult, subjective and complex judgments, often as a result of the
need to make estimates about the effects of matters that are inherently uncertain and may
change in subsequent periods. The Company’s Board of Management is not aware of any
reasonably possible events or circumstances, other than those disclosed in this Listing
Memorandum, that would result in the reporting of different figures and that would have a
material adverse effect on the financial condition and results of operations of the LANXESS
Group.

The significant accounting and valuation policies and methods of the LANXESS Group are
outlined in the Notes to the Combined Financial Statements. While not all of these significant
accounting policies require difficult, subjective or complex judgments, the Board of Management
of the Company believes that the following accounting policies could be considered critical.

)
Accounting for intangible assets and property, plant and equipment

Intangible assets {including goodwill) and property, plant and equipment are amortised over
their estimated useful lives. The estimated useful lives are based on estimates of the period
during which the assets will generate revenue.

Intangible assets and property, plant and equipment are tested for impairment whenever events
or changes in circumstances indicate that the carrying amount of the assets may no longer be
recoverable. impairment testing under IAS 36 {Impairment of Assets) requires the Board of
Management of the Company to compare the carrying value of the assets to the future
discounted estimated cash flows from the related assets. Determining the future discounted
estimated cash flows involves significant estimations, particularly with regard to future sales
prices and sales volumes, costs and risk-adjusted discount rates. The discounting process is also
based on assumptions and estimations relating to business-specific costs of capital, which, in
turn, are based on country risks, credit risks and additional risks resulting from the volatility of
the respective line of business as well as the relevant capital structure of the LANXESS company
in question.

As described in more detail in the section entitled “— Results of Operations — Factors
Influencing Net Sales, Results of Operations and Cash Flows of LANXESS — Most important
factors in fiscal year 2003 and the first nine months of 2004"', in November 2003 the Bayer Group
considered it necessary to review the carrying amount of its global assets as part of an
impairment test conducted in accordance with IAS 36.

Although the Company’s Board of Management believes that its estimates of the relevant
expected useful lives, its assumptions concerning the macroeconomic environment and
developments in the industries in which LANXESS operates and its estimations of the future
discounted cash flows are appropriate, changes in assumptions or circumstances could require
the LANXESS Group to change this analysis. This could lead to additional impairment charges or
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write-backs in future should the trends identified by the Board of Management of the Company
reverse {(or the assumptions or estimates of LANXESS AG’s Board of Management prove
incorrect). This would impact the future resuits of the LANXESS Group.

Until the end of 2004, LANXESS amortised goodwill in accordance with its scheduled useful life.
Beginning on 1 January 2005, scheduled amortisation will no longer be conducted, but instead
an annual impairment review will be performed. Beginning on 31 March 2004, under IFRS 3, any
goodwill recorded prior to that date will require an annual impairment review. In contrast, for
business combinations with closing dates on or after 31 March 2004, IFRS 3 must already be
applied, even if the acquisition occurs prior to 1 January 2005. In general, the process of
evaluating goodwill involves making adjustments and estimates relating to the projection and
discounting of future cash flows. These evaluations are linked closely to the assumptions made
by the Board of Management of LANXESS AG regarding the future development of the assets
concerned and any changes in the discount rate applied by the LANXESS Group. An increase in
the discount rate increases the likelihood of impairment charges.

Accounting for pensions and other obligations

The companies of the LANXESS Group offer pension and other retirement plans in various forms
to employees who meet the relevant plan’s eligibility requirements. These plans cover the
majority of LANXESS employees. LANXESS uses several statistical and other models that
attempt to anticipate future events in calculating the expenses and liabilities related to the plans.
Factors influencing the calculation include, for example, assumptions about the discount rate,
expected return on plan assets and rate of the participants’ future compensation increases.
Actuarial consultants also use statistical information, such as withdrawal and mortality rates, to
estimate these factors. The actuarial assumptions used may differ materially from actual results
due to changing market and economic conditions, higher or lower withdrawal rates, or longer or
shorter life spans of participants. Such differences could have a significant impact on the amount
of the pension income or expenses recorded in future years for the LANXESS Group.

Accounting for environmental provisions

As described in Note (27) to the Combined Financial Statements for fiscal year 2003, LANXESS’
business is subject to a variety of laws and regulations in the jurisdictions in which it does
business or maintains properties. Where such legislation relates to environmental protection, the
LANXESS Group may be compelled to remove or mitigate the effects of the disposal or release
of chemical substances at various sites. Provisions for expenses that may be incurred in
complying with such laws and regulations are set aside, if environmental investigations have
been ordered or safety and remediation measures are probable, the cost can be sufficiently and
reliably estimated, and no future benefits are expected from such measures. Significant factors
in estimating the costs include previous experiences in similar cases, expert opinions regarding
environmental programmes, current costs and new developments affecting costs, the
interpretation of current environmental laws and regulations by LANXESS management, the
number and financial condition of third parties that may become obliged to participate in any
remediation costs at the various sites on the basis of joint liability, and the safety and
remediation measures likely to be deployed. Changes in these factors could impact future
reported results. The material provisions of the master agreement concerning the apportionment
of contingent liabilities as between LANXESS AG and Bayer AG with regard to environmental
and other matters are described in the section entitled ““Business Transactions and Legal
Relationships with Related Parties — Business Transactions and Legal Relationships with the
Bayer Group — Master Agreement between LANXESS AG and Bayer AG". Environmental
provisions for the relevant reporting periods are presented in Note (27) to the Combined
Financial Statements for fiscal year 2003 (see also “Information Concerning the Business of
LANXESS — Environment"”').

Income tax accounting

The LANXESS Group is required to make estimates for purposes of determining provisions for
income taxes and deferred tax assets.
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In additon, estimates must pe made 1o gdetermine whnether valuation aliowances are required
against deferred tax assets in respect of the availability of tax loss carry forwards. Such valuation
allowances are recognised when it is no longer sufficiently certain that the advantages from tax
loss carry forwards will be realised. Uncertainties exist with respect to the interpretation of
complex taxiregulations and the amount and timing of future taxable income. Any differences
between actual results and the assumptions made by LANXESS or any future changes to such
assumptions' could result in an adjustment of the future tax expense of the LANXESS Group.
Currently existing tax-related risks are described in the section entitled ““Risk Factors — Risks
relating to the Spin-off and Strategic Realignment of LANXESS — Tax consequences in
connection with the Spin-off and the preparatory measures implemented for this purpose”.

Results of Operations
Factors Influencing Net Sales, Results of Operations and Cash Flows of LANXESS
General factors

The most important factors influencing net sales, results of operations and cash flows of
LANXESS are:

 currency exchange rate development of the euro, particularly relative to the U.S. doliar,
and

+ costs of raw materials and energy in connection with the manufacture of LANXESS
products.

The following sections describe these key factors.

Exchange rate fluctuations

Since a portion of the assets, liabilities, sales and earnings of LANXESS are denominated in
currencies other than the euro, such items are exposed to exchange rate fluctuations in the
values of these currencies relative to the euro. The Group is therefore subject to both transaction
risk (i.e., sales are generated in one currency but costs relating to those revenues are incurred in
a different currency) and translation risk (i.e., the risk connected with the necessary currency
translation of the annual financiai statements of non-euro zone subsidiaries when preparing the
consolidated financiai statements).

As a generdl rule, an increase in the value of the euro relative to the U.S. dollar and other
currencies as a result of transaction risks has two inter-related consequences;

* reduced or negative margins (in euros), if the costs were incurred in euros and the
relevant sales were generated in currencies weaker than the euro, and

¢ reduced competitiveness since the products manufactured in Europe were produced at
constant cost {in euros).

Over time, transaction risks could therefore adversely affect the cash flows and results of
operations of the LANXESS Group to the extent it is unable to reflect changes in exchange rates
in the pricirjg of the products in local currency. The effects of the transaction risks are not
quantified in the Combined Financial Statements.

Currency translation risks do not affect local currency cash flows or results of operations but do
affect the consolidated annual financial statements. In general, an increase in the euro value
relative to the U.S. dollar and other currencies will result in a lower euro value of the sales
generated in currencies that have depreciated relative to the euro. If the non-euro denominated
expenses do not match the non-euro denominated sales, this currency difference may have an
adverse effect on the operating result of the LANXESS Group.

Additional information on transaction and currency transiation risks are contained in the section
“— Management of Market Price Risks at LANXESS".
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Costs or raw materiais ana energy

The prices of raw materials for LANXESS products probably have the most significant effect on
Group costs. In order to reduce its. dependency on outside sources of supply, LANXESS
manufactures raw materials internally, to the extent commercially feasible. Petrochemical
products, which are not manufactured by LANXESS itself, are a key source material for a variety
of LANXESS products. For production at LANXESS, the most important petrochemical raw
materials by far include 1, 3-butadiene and styrene. Other important petrochemical raw materials
are acrylonitrile, benzene, C4 raffinate 1, cyclohexane, isobutylene and toluene. Other significant
raw materials include the basic chemicals ammonia, aniline, chiorine and sodium hydroxide.
Crude oil prices, which increased dramatically throughout 2004, especially during the third
quarter, are a particularly volatile variable for the above-mentioned petrochemical products.
Scarcity in raw materials due to increasing demand, capacity bottlenecks among suppliers of raw
materials and energy, and governmental and non-governmental regulations are significant
factors that have historicaily affected the volatility of raw material prices and could affect them
again in future. By entering into agreements with price escalation clauses to adjust its sales
prices based on increases in energy and raw materials prices and by executing corresponding
hedging transactions, LANXESS seeks to offset energy price increases. Nevertheless, since price
adjustment agreements have been concluded with only a limited number of customers and since
volatilities can only partially be eliminated through active financial management, fluctuations in
raw material prices could have an adverse effect on the LANXESS Group’s results of operations.
Moreover, contractually enforceable price adjustments can sometimes only be passed on to
customers partially or with delay. The possibility cannot be excluded that existing contracts may
not permit increases in raw material prices to be taken into account. While the Polybutadiene
Rubber business unit is largely able to pass on increases in raw materials prices to its customers
since sales agreements executed by that business unit are generally based on pre-set price
formulas, such agreements do not exist for most other business units. Among these business
units, the key factors determining the extent to which price adjustments can be made on the
basis of changes in the cost of raw materials are the respective market position of the LANXESS
business, market demand and capacity utilisation. This effect could be aggravated by additional
cost increases outside of LANXESS' control in the form of future legislative changes relating to
the environmental tax in Germany. In particular, it is uncertain whether the special regulations
governing the manufacturing industry will continue to apply after 2006. Additional obligations
may therefore arise for all German LANXESS manufacturing companies, including companies in
which they hold shares.

Most important factors in fiscal year 2003 and the first nine months of 2004

The most significant factors influencing LANXESS' results in fiscal year 2003 were the
impairment charges.

In November 2003, the Bayer Group considered it necessary to review the carrying amount of its
global assets as part of an impairment test conducted pursuant to IAS 36. The impairment test
was performed, in particular, in connection with unfavourabie economic developments in
various business lines. These developments were caused primarily by a number of anticipated
adverse external factors such as sustained unfavourableé price trends, especially higher raw
material costs, that could only be passed on to customers to a limited extent. An additional
underlying cause was lower sales volume growth as a result of tougher competition caused
partially by global overcapacities. Moreover, lower expectations regarding macroeconomic
growth and sustained unfavourable currency exchange rates played a role. For more details
concerning this impairment test, see the section entitled *“Global Impairment Testing Procedures
and Impact” in the Notes to the Combined Financial Statements contained in the financial
section of this Listing Memorandum. For the LANXESS Group, this impairment test yielded
impairment charges of €988 miilion in fiscal year 2003, compared to impairment charges of
€84 million in fiscal year 2002. The impairment charges in 2003 were recorded in the line item
"Other operating expenses’’. The write-downs related primarily to the Styrenic Resins and Fine
Chemicals business units and also the Technical Rubber Products business unit. In the first nine
months of 2004, net impairment charges amounted to €21 million.
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In 2003, the net sales and operating result of the LANXESS Group were also significantly affected
by changes in exchange rates, particularly between the euro and U.S. dollar. The euro strongly
appreciated relative to the U.S. dollar and other currencies in 2003. This trend continued until the
end of February 2004. Thereafter, the euro exchange rate stabilised at a level that remained, until
the end of the first nine months of 2004, higher than the average exchange rate for the prior-year
period.

in the first half of 2003, crude oil prices were about 10% higher than the previous year’s average.
in the second half of the year, prices declined to the levels of early 2002, which were somewhat
higher than the 2002 average. 2004 saw rapid increases in crude oil prices, with occasional smali
price declines, into October.

LANXESS Group

The following table shows the net sales and resuits of the LANXESS Group for the periods
specified.

1 January 1 January
Fiscal year Fiscal year 30 Se;:ember 30 Se:t,ember Change from
2002 2003 Change from 2003 2004 prior-year
- audited - - audited - prior year - unaudited- - unaudited - period
(in € millions) (in € millions} {%) (in € millions) {in € millions) (%)
Netsales.................oviiiiiniiian. 6,763 6,315 (6.6) 4,828 5,047 4.5
Costofgoodssold ....................... (5,285) (5,211) 1.4 (3,919) (3,937) (0.5)
Gross profit ... co.ooe it 1,478 1,104 (25.3) 909 1,110 221
as a percentage of net sales (%)......... 21.9 17.5 — 18.8 22.0 —
Selling expenses ......................... {985) {935) 5.1 (683) (638) 6.6
Research and development expenses...... (149) (168) (12.8) (118) (95) 19.5
General and administrative expenses .. .... (202) (257) (27.2) (162) (196) (21.0)
Other operating expenses, less other
operatingincome......................... (261) (1,041) * (23) (105) *
Operatingresult.......................... (119) (1,297) * (77) 76 —
as a percentage of net sales (%)......... — — — — 1.5 —
of which exceptional items** ... .. ... (244} (1,178} * (42) (81} (92.9)
Non-operating result...................... (89) (111) (24.7) (92) (58) 37.0
Income {loss) before income taxes ........ (208) (1,408) * (169) 18 —

Net income {loss)......................... (119) (997) * (113) (8) 92.9

*  Change of more than 100%.
** Exceptional items are not defined under IFRS.

The following table shows a geographical breakdown of net sales based on the regions in which
the LANXESS Group sold its products.

1 January
Fiscal year Change to 1 January to Change from
2002 Fiscal year 2003 from 30 September 2003 30 September 2004 prior-year
- audited - - audited - prior year - unaudited - - unaudited - period
{in € millions) (in € millions) (% total) (%) (in € millions) (in € millions}) {% total) (%}

Europe ......... B 3,606 3,565 56.5 (1.1) 2,720 2,804 55.5 3.1
North America. ............. 1,567 1,346 21.3 (14.1) 1,053 1,058 21.0 0.5
Asia/Pacific Rim .............. 1,018 887 14.0 (13.0) 672 750 14.9 11.6
Latin America/Africa/ Middle
East....... ... ... 571 517 8.2 {9.5) 383 435 8.6 13.6

Based on the LANXESS Group’s intended future segmentation of sales regions, sales in fiscal
year 2003 were generated as foilows: 25% in America, 34% in Europe, Middle East and Africa
(excluding Germany), and 14% in Asia (including Pacific Rim countries). Based on this new
geographic se‘gmentation, 27% of sales were generated in Germany in fiscal year 2003.

Fiscal year 2003 compared with fiscal year 2002

Net sales

Net sales represent the gross inflow of economic benefits received or receivable by the
LANXESS Group from the sale of goods and services. Net sales do not include rebates and
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discounts that LANXESS grants its customers, nor any amounts that it collects on behalf of third
parties such as sales taxes, goods and services taxes and value added taxes.

In 2003, the Group's net sales declined by 6.6% from the previous year — from €6,763 million to
€6,315 million — primarily as a result of unfavourable exchange rate effects (€353 million) and
portfolio effects (€58 million). The portfolio effect resulted from the sale of the Organic Pigments
product group in 2003. The Combined Financial Statements generally reflect the target structure
of the LANXESS Group. However, transactions completed after 1 January 2002 with respect to
individual product groups — primarily the sale of Organic Pigments — are included in the
Combined Financial Statements as of the date on which they took economic effect. Organic
Pigments was sold to the Sun Chemicals Group in the United States for a purchase price of
€46 million, which was offset against asset disposals totalling €41 million and transaction and
other costs in the amount of €5 million.

In 2003, net sales generated by the Chemical Intermediates segment as a percentage of
LANXESS Group net sales increased from 21.4% to 22.3% and the share generated by the
Performance Chemicals segment rose slightly from 30.4% to 30.5%. The Performance Rubber
segment’s percentage of Group net sales fell slightly from 21.9% to 21.8% in 2003, while that of
the Engineering Plastics segment remained at 22.2%.

Gross profit

Gross profit represents net sales after deducting the cost of goods sold. Cost of goods sold
includes both the production costs for the goods sold as well as the costs of goods purchased for
resale.

The cost of goods sold (cost of services provided) declined by 1.4% from €5,285 mitlion in 2002 to
€5,211 million in 2003. Currency effects more than offset cost increases triggered by higher
energy and raw material prices. Gross profit declined from €1,478 million to €1,104 million. This
represented a decline in the gross profit margin from 21.9% to 17.5%.

Operating result (EBIT)

Operating result represents gross profit after deducting selling expenses, research and
development expenses, general and administrative expenses and other operating expenses and
income.

In 2003, selling expenses declined by 5.1% or from €985 million to €935 million compared to the
previous year. This decline was caused primarily by currency effects.

Research and development expenses rose by 12.8% from €149 million to €168 million. This
increase can be attributed to, among other things, one-time charges for the closure of research
and development facilities. '

The 27.2% increase in general and administrative expenses (from €202 million to €257 million)
resulted primarily from a change in reporting necessitated by organisational changes. In the
formation of the subgroup, certain functions, for which expenses had previously been allocated
among various function costs, were centralised. These expenses are now reported under
administrative expenses, thereby reducing the amounts of the other function costs — especially
cost of goods sold and selling expenses. In addition, currency effects of €12 million, write-downs
on software made in the course of restructuring, and personnel expenses associated with
restructuring had negative impacts. ‘

Other operating expenses and income rose to €1,041 million. Other operating expenses totalled
€1,098 million, whereas other operating income accounted for €567 million. Other operating
expenses included primarily impairment charges totalling €988 million, litigation costs totalling
€15 million and restructuring charges of €12 million. In fiscal year 2002, other operating
expenses amounted to €337 million {including restructuring charges of €144 million, impairment
charges of €84 million and write-downs of software amounting to €8 million}, and other
operating income totalled €76 million. Notes {13) and (14) to the Combined Financial Statements
for fiscal year 2003 discuss the cost of materials and personnel expenses.
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Operating result deteriorated from a €119 million loss to a €1,297 million loss. This was caused in
particular by net exceptional items of €934 million. In fiscal year 2003, exceptional items totalled
€1,178 million (of which €131 million affected EBITDA}, while exceptional items in fiscal year
2002 totalled €244 million (of which €80 million affected EBITDA}. The €1,178 million in expenses
incurred in fiscal year 2003 were attributable to impairment charges (€988 miilion), asset write-
downs (€59 million) (of which €57 million related to software), expenses associated with the
early retirement programme implemented at the Group level {€67 million), site closure and other
restructuring expenses (primarily staff adjustment programmes) (€48 million), and litigation
costs (€15 million). Except for the 2003 exceptional items described in the preceding paragraph
and amounting to €1,015 million, the above-mentioned expenses were allocated among the
various function costs. An amount totalling €13 million relating to write-downs of software was
not allocable to any reporting segment. In fiscal year 2002, impairment charges of €84 million,
restructuring expenses of €72 million primarily relating to the closing of various sites and
production facilities, asset write-downs in connection with this restructuring amounting to
€72 million, write-downs of software totalling €8 million (all collectively reported in the line item
"other operating expenses'’), and miscellaneous reorganisation measures totalling €8 million
(allocated among the remaining function costs) were incurred. In 2002, an amount equalling
€6 million (of which €1 million was attributable to software write-downs) was not allocable to any
of the reporting segments.

Non—operaﬁng result

The non-operating result declined from a €89 million loss in fiscal year 2002 to a €111 million loss
in fiscal year 2003. This was predominantly attributable to losses from investments in affiliated
companies totalling €15 million (compared to a break-even result in 2002) and a €10 million
increase in interest expenses on pensions. This coulid only be partially offset by an increase in
interest income of €17 million.

Income (loss) before income taxes

Losses before income taxes worsened from €208 million in 2002 to €1,408 million in 2003.

1

Income taxes

Taxes paid or owed on income and other revenues in the individual jurisdictions, as well as any
deferred taxes, are reported under income taxes. In 2003, an income tax credit of €412 million
was reported, compared to an income tax credit of €90 million in 2002. The effective tax rate of
the LANXESS Group was 29.3% compared to 43.3% in the previous year. Future actual tax results
of LANXESS are dependent on the legal structure and tax strategy of the LANXESS Group as an
independent organisation. For additional details on income taxes, see Note (9) to the Combined
Financial Statements for fiscal year 2003.

‘,
Net income (loss)

In 2003, the LANXESS Group reported a net loss of €997 million after minority stockholders’
interest of €1 million. In the previous year, the Group reported a net loss of €119 million after
minority stockholders’ interest of €1 million.

First nine months of 2004 compared with the first nine months of 2003
Net sales

The LANXESS Group’s net sales in the first nine months of 2004 increased by 4.5% over the
prior-year period, from €4,828 million to €5,047 million. A €351 million increase in sales due to
higher prices and volumes was offset by negative currency effects amounting to €132 million
and arising primarily in the U.S. dollar regions.

Sales of the Engineering Plastics segment as a percentage of LANXESS Group sales increased in
the first nine months of 2004 over the prior-year period from 22.0% to 25.4%. In contrast, the
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Performance Rubber segment’s share of Group sales in the first nine months of 2004 declined
from 21.5% to 20.7% compared to the prior-year period, while the share of the Chemical
Intermediates segment fell from 22.4% to 21.8% and that of the Performance Chemical segment
declined from 31.1% to 28.9%.

Gross profit

Gross profit improved by 22.1% over the prior-year period, increasing from €909 million to
€1,110 miilion. The gross profit margin thereby increased by 3.2% to 22.0%.

The costs of goods sold (and of services provided) rose only slightly (0.5%) compared to the first
nine months of 2003, from €3,919 million to €3,937 million. The lower write-downs (by
€100 million) in connection with the impairment performed at the end of 2003 as well as the
lighter burden of currency effects on cost of goods sold (by €108 million) contributed to
offsetting most of the energy and raw material costs, which had risen in some cases.

Operating result (EBIT)

Selling expenses declined by 6.6% or from €683 million to €638 million in the first nine months of
2004 compared to the prior-year period. This decline resulted primarily from currency effects
(€13 million), cost reductions resulting from organisation-related reallocations of costs among
the line items (see notes to the general administrative expenses in the section entitled “— Fiscal
Year 2003 compared with fiscal year 2002""), a €3 million net drop in commission expenses,
licence expenses and other rebates and discounts and a €2 million reduction in advertising and
information expenses.

Compared to the first nine months of 2003, research and development expenses declined by
19.5% from €118 million to €95 million. The reduction in research activities initiated at the end of
2003 — primarily at the Leverkusen site — as well as the relocation of employees to other
functional areas were among the factors in this development.

The 21.0% increase in general and administrative expenses (from €162 million to €196 million)
was primarily attributable to cost increases resulting from organisation-related reallocations of
costs among the line items as well as the relocation of employees to other functional areas.
Currency effects had a partially offsetting effect.

Other operating expenses (reduced by other operating income) increased by €82 million from
€23 million to €105 million in the first nine months of 2004 compared to the prior-year period.
The main cause of this cost increase was the creation of environmental provisions (€40 million)
in the third quarter as well as the establishment of a litigation reserve (€20 million). Operating
result was moreover reduced by a goodwill impairment in the RheinChemie business unit of
€20 million and net impairment charges of €13 million (after write-backs totalling €56 million) in
the Fine Chemicals business unit. In contrast, net write-backs in the Styrenic Resins business unit
amounted to €12 million (after impairment charges of €12 million). In the first nine months of
2003, the line item “other operating expenses” included €12 million in restructuring costs
relating to the Antwerp site.

Operating result improved significantly by €153 million from a €77 million loss in the first nine
months of 2003 to a €76 million profit in the first nine months of 2004, primarily as a result of
increased sales, a proportionately smaller increase in the cost of goods sold and the reduction in
the remaining function costs. Charges relating to environmental protection, impairment and
restructuring, as well as costs incurred in connection with litigation, had a €39 million total
negative impact on earnings. Exceptional items in the first nine months of 2004 totalled
€81 million (of which €60 million affected EBITDA) and, as described above, were reported in the
line item “other operating expenses”. Exceptional items in the prior-year period amounted to
€42 million, of which €25 million affected EBITDA and of which restructuring costs totalling
€12 million were reported in “other operating expenses’. Exceptional items for the prior-year
period also included asset write-downs of €17 million (which, in turn, included write-downs of
software of €13 million, which could not be allocated to any individual segment) and expenses
relating to site closures and other restructuring measures, primarily related to the Marl site, of
€13 million. These items were assigned to the various function costs.
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Non-operating resuft

The non-operating loss improved by 37.0% from €92 million to €58 million primarily as a result of
an increase in net income from investments in affiliated companies, lower interest expenses
(regarding the determination of interest expenses please refer to the description in the section
entitled “— Liquidity and Capital Resources — Financing and Liquidity'’) and greatly improved
currency results.

Income (Loss) before income taxes

Income before income taxes improved from a loss of €169 million in the first nine months of 2003
to a €18 million profit in the first nine months of 2004.

Income taxes

Income tax expenses for the first nine months of 2004 were €21 million (compared to an income
tax credit of €60 million in the prior-year period). The increase in income tax expenses comprised
€57 million in taxes paid or owed and €24 million in deferred taxes. The effective tax rate for the
LANXESS Group was 116.6% compared to 35.56% in the prior-year period. The increase can be
attributed primarily to the non-deductibility of goodwill impairment charges.

Net income: {loss)

For the first nine months of 2004, the LANXESS Group reported a net loss of €8 million, after
taking into account €5 million in minority stockholders’ interest. The Group reported a net loss of
€113 million for the prior-year period, including a €4 million minority stockholders’ interest.

Segment Data

Performance Rubber

1 January to 1 January to
Fiscal year Fiscal year 30 September 30 September
2002 2003 Change from 2003 2004 Change from
- audited - - audited - prior year - unaudited - - unaudited - prior-year period

; {in € millions) (in € millions) (%) {in € millions) {in € millions) (%)

Netsales ............. 1,484 1,375 (7.3) 1,038 1,046 ) 0.8

Operating result’, ... ... (2) (246) * {51) 42 —

of which exceptional

items** ...l (80) (191 * (15) (12) 20.0

*  Change of more than 100%.

** Exceptional items are not defined under IFRS.

Fiscal year 2003 compared with fiscal year 2002

Net sales inithe Performance Rubber segment fell by 7.3% from €1,484 million in 2002 to
€1,375 million in 2003. This development can be attributed primarily to a decline in sales of
speciality rubber products in the Technical Rubber Products business unit and of synthetic
rubbers for the tyre industry in the Butyl Rubber business unit.

Operating result of the Performance Rubber segment declined from a €2 million loss to a
€246 million loss. The key contributing factors were impairment charges totalling €133 million
and €26 million in asset write-downs relating primarily to software. Other factors that depressed
the segment's operating result were litigation costs of €3 million, restructuring expenses of
€16 million relating primarily to the production site at Marl and expenses of €7 million relating to
the early retirement programme. In fiscal year 2002, operating result was affected by
restructuring expenses totalling €37 million related, above all, to the production site in Sarnia
{Canada), associated asset write-downs of €42 million and write-downs of software of €1 million.
No impairment charges were incurred in that year.
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First nine months of 2004 compared with the first nine months of 2003

Sales in the Performance Rubber segment in the first nine months of 2004 were €1,046 million or
0.8% higher than sales in the prior-year period {(€1,038 million). Increases in prices and volumes
compensated for the adverse exchange rate effects. The Technical Rubber Products business unit
increased sales by lifting volume sales of its core products. This development compensated for
the volume-related sales decline in the Polybutadiene Rubber business unit.

Operating result of the Performance Rubber segment rose dramatically by €93 miilion, from a
€561 million loss in the first nine months of 2003 to a €42 million profit in the first nine months of
2004. The increase is primarily due to the impairments made at the end of the previous fiscal
year and the resulting cost reductions. The establishment of provisions in connection with the
investigations conducted by antitrust authorities in the Technical Rubber Products business unit
negatively affected operating result by a total of €12 million. In the prior-year period, charges
relating to site closures and restructuring, primarily with regard to the Marl production site, were
€11 million, and associated write-downs totalled €4 million.

Engineering Plastics

1 January to 1 January to
Fiscal year Fiscal year 30 September 30 September Change from
2002 2003 Change from 2003 2004 prior-year
- audited - - audited - prior year - unaudited - - unaudited - period
{in € millions) (in € millions) (%) {in € millions) (in € millions) (%)
Netsales.................. 1,504 1,401 (6.8) 1,060 1,281 20.8
Operating result ........... (146) (488) * (57) 16 —
of which exceptional
items** ... (84) (408) * (10) 12 —

*  Change of more than 100%.
** Exceptional items are not defined under IFRS.

Fiscal year 2003 compared with fiscal year 2002

Net sales generated by the Engineering Plastics segment declined by 6.8%, from €1,504 million
in 2002 to €1,401 million in 2003, This decline can be attributed primarily to lower sales in the
Styrenic Resins and Fibers business units, which resulted from a decrease in prices triggered by
global overcapacities. The Semi-Crystalline Products business unit reported only slightly lower
sales.

Operating result of the Engineering Plastics segment fell from a €146 million loss to a
€488 million loss. The main cause for this development were the impairment charges totalling
€355 million in the Styrenics and Fibers business units, as well as write-downs of software
totalling €16 million. The segment also incurred charges of €12 million relating to the closing of
the Goch production site, other restructuring charges of €18 million, which refated primarily to
the Antwerp site, and expenses of €7 million in connection with the early retirement programme.
Of the restructuring expenses, €18 million were incurred by the Fibers business unit. The Fibers
business unit faced overcapacity and strong competitive pressure, particularly in Asia.
Impairment charges totalling €84 million had already impacted this business unit’s operating
result in 2002.

First nine months of 2004 compared with first nine months of 2003

In the first nine months of 2004, the Engineering Plastics segment generated sales of
€1,281 million, which represents a 20.8% increase over the prior-year period. The increase in
sales in the Styrenic Resins business unit and in the Semi-Crystalline Products business unit
{(which was triggered by both higher prices and volumes sold) more than compensated for the
slight decrease in sales in the Fibers business unit caused by global overcapacities and the
resulting pressure on prices. ‘

Despite significant increases in the cost of raw materials, operating result in the Engineering
Plastics segment rose from a €57 million loss in the first nine months of 2003 by €73 million to a
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€16 million profit in the first nine months of 2004. The primary causes of this favourable
development, apart from the significant increase in sales, were the €24 million in write-backs of
assets in the 'Styrenic Resins business unit (which were partially offset by additional impairment
charges totalling €12 million) and the reduced costs resulting from the impairments and
restructuring carried out in fiscal year 2003. During the prior-year period, restructuring charges
totalling €10 million — incurred primarily at the Antwerp site — impacted operating result.

As described in the section entitled "— Overview — Bases for financial statement reporting ",
allocations below the reporting unit ievel were not taken into account in preparing the Combined
Financial Statements. Based on current knowledge, on an aggregated basis, no materially
different statements would result for the LANXESS Group had they been taken into account.
Allocations of products diverging from the treatment of those products in the Combined
Financial Statements concern the Engineering Plastics segment in particular. Although the most
significant individual effect of these diverging allocations would be to substantially reduce
operating result of this segment, the aggregate of these divergences does not lead to any
materially different statements in respect of operating result because the gross effects largely
offset one another.

Chemical Intermediates

1 January to 1 January to
Fiscal year Fiscal year 30 September 30 September Change from
2002 2003 Change from 2003 2004 prior-year
- audited - - audited - prior year - unaudited - - unaudited - period
‘ {in € millions} {in € millions) (%) {in € millions) (in € millions) (%)
Netsales.................. 1,447 1411 (2.5) 1,080 1,102 2.0
Operating result . . ......... 5 (344) — 33 46 39.4
of which exceptional
items** ... oL (32) (366) * 0 (13) —

*  Change of more than 100%.
**  Exceptional iitems are not defined under IFRS.

Fiscal year 2003 compared with fiscal year 2002

The Chemical Intermediates segment generated net sales of €1,411 million in 2003. This
represented a decrease of 2.5% or €36 million from the previous year.

|

Increases in 'net sales in the Basic Chemicals business unit could not offset declines in the
Inorganic Pigments and Fine Chemicals business units. The decline at Inorganic Pigments was
primarily attributable to currency effects, while the Fine Chemicals business unit faced stronger
competition from Asian suppliers and the continued weakness of the photo chemicals market. As
a whole, the segment suffered from economic stagnation in Europe and a weak economy in
North America.

The impairment tests resulted in €332 million in impairment charges in the Chemical
Intermediates segment, primarily in the Fine Chemicals business unit. In addition, the segment
incurred €34 million in expenses related to the Group-wide early retirement programme. After
reporting an operating profit of €56 million in 2002, the segment sustained a €344 million loss in
2003, mostly‘as a result of these impairment charges and expenses. Operating result in 2002 was
especially affected by restructuring charges of €23 million in the Inorganic Pigments business
unit and asset write-downs of €9 million, primarily in connection with the above-mentioned
restructuring! In fiscal year 2002, the Chemical Intermediates segment did not report any
impairment charges.

First nine months of 2004 compared with the first nine months of 2003

Sales generated by the Chemical Intermediates segment during the first nine months of 2004
totalled €1,102 million, an increase of 2.0% over sales of €1,080 million in the prior-year period.
The Basic Chemicals business unit profited from increasing demand in core product areas. Sales
performance of the Inorganic Pigments business unit was affected by weaker demand in the
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construction industry in Europe and for toner oxides in Japan. The Fine Chemicals business unit
reported sales losses in a difficult market environment as a result of a continuing decline in
demand in its areas of operations, especially for photo chemicals.

The segment’'s operating result rose to €46 million in the first nine months of 2004 from
€33 million in the prior-year period. The impairments taken at the end of fiscal year 2003 enabled
the segment to report lower costs. Operating result was also reduced by impairment charges
totalling €18 million (reduced by write-backs of €5 million) in the Fine Chemicals business unit.

Performance Chemicals

1 January to 1 January to
Fiscal year Fiscal year 30 September 30 September Change from
2002 2003 Change from 2003 2004 prior-year
- audited - - audited - prior year - unaudited - - unaudited - period
{(in € millions} {in € millions) (%) (in € millions) (in € millions) (%)
Netsales.................. 2,055 1,925 (6.3) 1,501 1,459 (2.8)
Operating result ........... 67 (176) — 51 (8) —
of which exceptional

items** ... ... (42) (200) * (4) (68) *

*  Change of maore than 100%.

** Exceptional items are not defined under IFRS.

Fiscal year 2003 compared with fiscal year 2002

Net sales in the Performance Chemicals segment declined by 6.3% from €2,055 million in 2002 to
€1,925 million in 2003. Net sales in the Functional Chemicals and Material Protection Products
business units increased. However, these improved sales figures could not offset declining sales
in the other business units, in particular Textile Processing Chemicals. The reason for the decline
in sales was the unfavourable economic environment in Europe and a North American economy
weakened by high oil prices, especially in the first half of 2003.

Operating result fell from a €67 million profit in 2002 to a €176 million loss in 2003, primarily due
to impairment charges totalling €168 million. These charges related to the Paper, Rubber
Chemicals and Textile Processing Chemicals business units. In addition, this segment incurred
write-downs of software of €4 million, expenses of €18 million in connection with the early
retirement programme, litigation expenses of €6 million in the Rubber Chemicals business unit
and other restructuring charges of €4 million, primarily incurred at the Antwerp site. In 2002, the
segment reported restructuring charges of €15 million as well as asset write-downs of
€27 million, which related primarily to the Functional Chemicals business unit.

First nine months of 2004 compared with the first nine months of 2003

In the first nine months of 2004, net sales in the Performance Chemicals segment declined by
2.8% from €1,501 million in the first nine months of 2003 to €1,459 million. The decline was
attributable primarily to adverse currency effects. Increases in sales in the lon Exchange Resins,
Leather, Material Protection Products and RheinChemie business units could not offset the
decline in sales in the other business units.

The segment’s operating result dropped from a €51 million profit to a €8 million loss, due to the
establishment of environmental provisions of €40 million in the Leather business unit,
impairment charges of €20 million in the RheinChemie business unit and the establishment of
€8 million in provisions relating to an investigation by antitrust authorities in the Rubber
Chemicals business unit. Operating result for the prior-year period was influenced by
restructuring charges of €4 million incurred by the Rubber Chemicals business unit at the
Antwerp site.
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Liquidity and Capital Resources
Financial Condition
Fiscal year 2003 compared with fiscal year 2002

The cash flow statement shows the inflow and outflow of cash from operating, investing and
financing activities. Despite the income tax relief resulting from the pre-tax loss, the gross
operating cash flow declined by 47.3% or €200 million to €223 million in 2003. This decrease
largely mirrored the decline in operating business. Net operating cash flow in 2003 totalled
€346 million and was therefore 6.2% or €23 million lower than in 2002. The cash included in
working capital improved by €177 million over the previous year.

Cash used in investing activities was €300 million in 2003 and therefore 13.5% or €47 million
below the amount for 2002. This development can be attributed primarily to the fact that
expenditures; for property, plant and equipment were reduced by €81 million from €393 million
to €312 million as a result of strict capital discipline. Sales of property, plant and equipment
yielded a cash inflow of €65 million (2002: €62 miilion). Investments, mainly in the form of loan
grants to Bayer companies based on the internal Bayer Group financing model still in place at the
time, resulted in a cash outflow of €568 million (2002: €21 million).

Cash used in financing activities was €46 million. This amount consists of interest expense
(€69 million) less net borrowings (€23 million).

First nine months of 2004 compared with the first nine months of 2003

The gross operating cash flow was €252 million and therefore lower than in the prior-year period
(€316 million). It included a €57 million increase in tax payments due to the improved operating
result. Given the greater amount of cash included in working capital, net operating cash flow
declined by €165 million to €40 million. Cash included in working capital increased as a result of
higher sales, higher raw material prices as well as anticipated maintenance-related production
stoppages and the related increase in inventories.

Following a cash outflow from investing activities totalling €148 million in the first nine months
of 2003, the Group reported a cash inflow from investing activities of €85 million in the first nine
months of 2004, primarily as a result of income received from the repayment of a short-term loan
granted to the Bayer Group. The expenditures for property, plant and equipment fell by 18.1% to
€158 million. This item was partially offset by income received from the sale of property, plant &
equipment and other assets totalling €29 million.

Cash outflow from financing activities in the first nine months of 2004 totalled €59 million,
consisting of a net loan repayment of €11 million and interest expenses of €48 million. The net
loan repayment amount includes the cash inflow from the €200 miilion convertible bond issued
to Bayer AG in September 2004.
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The following table shows the cash flow statement for the LANXESS Group for fiscal years 2002
and 2003 as well as for the first nine months of 2003 and 2004:

1 January to 1 January to
Fiscal year Fiscal year 30 September 30 September Change from
2002 2003 Change from 2003 2004 prior-year
- audited - - audited - prior year - unaudited- - unaudited - period
(in € millions) (in € millions) (%) (in € millions)  (in € millions) (%)
Gross operating cash flow .. ..., ... 423 223 (47.3) ’ 316 252 (20.3)
Changes in working capital and : S ‘
other net current assets ......... {54) 123 — (111) (212) . 91.0
Net cash provided by {used in)
operating activities {net cash )
flow) ... 369 346 (6.2) 205 40 " (80.5)
Net cash provided by (used in)
investing activities .............. {347) (300) {(13.5) © o (148) 85 —
Net cash provided by (used in) :
financing activities .............. (25) (486} . 84.0 - {56) (59) 54.
Change in cash and cash
equivalents from business : ‘
activities. . .............. ... (3) 0 — 1 66 *
Cash and cash equivalents at the ‘
beginning of the period ......... 13 10 {23.1) 10 ) 13 : 30.0
Change in cash and cash
equivalents from changes in the
scope of consolidation and
exchange rate movements....... 0 3 — 3 1 (66.6)
Cash and cash equivalents at the
end of the period ............... 10 13 30.0 14 . 80 *
Marketable securities and other '
instruments..................... 0 0 — 0 0 —
- *

Liquid assets as per balance sheet 10 S 13 30.0 14 80

*  Change of more than 100%.

Financing and Liquidity
Presentation in the Combined Financial Statements

In the Bayer Group, liquidity and financial debt are not assigned to busmess units, but mstead
are managed centrally at the company or Group level.

Based on the net indebtedness envisaged for the LANXESS Group at the time of the Spin-off and
factoring in the expected free cash flow for 2004, a financing structure was computed
retroactively for the years 2003 and 2002,

The targeted net indebtedness was presented on the assumption that LANXESS GmbH
succeeded in making additional outside borrowings.

interest expenses for 2002 and 2003 are based on market interest rates for industrial bonds at the
lower end of the investment grade range. These interest rates were computed by averaging the
rates charged on a short-term instrument and on a five-year instrument. A risk premium was
added to account for non-euro denominated financing. For the first nine months of 2004, the
interest expense in the first six months was computed in accordance with the approach
described above. In the third quarter, the interest expenses recorded by the individual Group
companies in their account preparation were included in the interim financial statements.

Financing at the time of the Spin-off

In connection with the combination of major parts of the chemicals and parts of the polymers
activities of the Bayer Group in LANXESS GmbH and its direct and indirect subsidiaries
{hereafter, “LANXESS Subgroup”) and to the extent possible and economically practicable, the
financial debt was consoclidated into LANXESS AG or LANXESS GmbH. On 10 December 2004,
LANXESS AG, LANXESS GmbH and LANXESS Corporation (Pittsburgh, PA, U.S.A.) agreed a
€1.5 billion credit facility with an international bank syndicate led by the Bank of America,
Citigroup Global Markets Ltd., Commerzbank Aktiengeseilschaft and Deutsche Bank AG. Planned
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uses for this credit line include the repayment to Bayer Group companies — after the effective
date of the Spin-off — of financial debt owed toward such companies that were assigned to the
LANXESS Subgroup when it was set up. The credit facility includes a €0.5 billion tranche
structured as a revolving credit line with a term of 364 days, which may be extended one or more
times for additional 364-day periods subject to the approval of the banks. The credit facility also
includes two revolving tranches totalling €1 billion with terms ending in December 2009.

In addition, 'an asset-backed commercial paper programme (funded up to €200 million} was
created. Financial leases relating to the LANXESS Group that exist at the time of the Spin-off will
be transferred, either directly or indirectly to the LANXESS Group companies in the form of sub-
leases. In countries with heavily regulated capital markets, such as China, the LANXESS Group
will also finance itself through local bank loans.

Another component of the LANXESS Group's financing base will be the convertible bearer bond
issued by LANXESS AG to Bayer AG on 15 September 2004 with a face value of €200 million and
maturing on 15 September 2007. The bond may be converted between 20 July 2005 and 20 July
2007, with mandatory conversion at the end of the term. The convertible bond contains an
interest deferment right and the claims of its holder(s) will be subordinated to the claims of all
other creditors of LANXESS AG which are senior and not subordinated.

The LANXESS Group plans to take advantage of the currently favourable market conditions to
issue medium-term corporate bonds in 2005 in an aggregate amount customary in the market.
This measure would further improve the debt maturity schedule, considering that the syndicated
credit line could be partially repaid.

it is anticipated that net indebtedness in the form of financial debt owed to the Bayer Group
{including the convertible bond), bank debt and financial leasing, less any liquid funds and
excluding pension provisions for the LANXESS Group, will amount to €1.1 billion as of
31 December 2004. In October 2004, Standard & Poor’s assigned LANXESS AG a BBB-
{investment grade) rating with a stablie outlook. Standard & Poor’'s awards a BBB rating if the
relevant obligor has an adequate capacity to meet its financial commitment on its obligations,
but adverse economic conditions or changing circumstances are more likely to lead to a
weakened capacity of the obligor to meet its financial commitment on its obligations. The minus
sign represents the position within this category.

Capital expenditures

LANXESS generally finances its capital expenditures from operating cash flow and, if such funds
are insufficient, from other available cash sources and from the sale of short-term investments,
including cash equivalents and marketable securities. The Group finances its further capital
expenditures with borrowings. Capital expenditures totalled approximately €0.4 billion in 2002
and €0.3 billion in 2003.

In 2003, the focus was on the Engineering Plastics segment. Approximately two thirds of the
expenses incurred in 2002 and 2003 involved expenditures to preserve existing facilities,
whereas approximately one third related to expansion and rationalisation programmes. The
budget for capital expenditures in 2004 totalled approximately €0.3 billion. Approximately 60% of
the capital expenditures made in 2004 involved investments to preserve existing facilities, while
the remainder was spent on expansion and rationalisation measures. In 2004, from a regional
perspective, approximately 73% of the capital expenditures were made in Europe, approximately
15% in North America and the remainder in the other regions in which LANXESS operates.
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Major capital expenditures in 2002, 2003 and 2004 included:

Year Segment Description
2002 Performance Rubber Modernisation/rationalisation of the butyl rubber facilities; Zwijndrecht, Belgium
and Sarnia, Canada {(expenditures in 2002: approx. €12 million).
Engineering Plastics Expansion of capacities for ABS plastics; Tarragona, Spain and Map Ta Phut,
Thailand {expenditures in 2002: approx. €13 million).
Chemical Intermediates  Efficiency improvement in the integrated aromatics production network;
Leverkusen, Germany {(expenditures in 2002: approx. €15 million).
2003 Performance Rubber Modification of the butyl rubber production facilities; Zwijndrecht, Belgium and
Sarnia, Canada (expenditures in 2003: approx. €3 million).
Engineering Plastics Expansion of capacities for ABS plastics; Tarragona, Spain and Map Ta Phut,
Thailand (expenditures in 2003: approx. €10 million).
Engineering Plastics Polybutylene terephthalate (PBT} production facility operated jointly with DuPont
in Hamm-Uentrop (share of expenditures in 2002-2003: approx. €25 million).
Chemical Intermediates  Efficiency improvement in the integrated aromatics production network;
Leverkusen, Germany (expenditures in 2003: approx. €10 million).
2004 Chemical Intermediates  Modernisation and expansion of production facilities for precursors of specialty

Chemical Intermediates

Performance Chemicals

isocyanates; Leverkusen, Germany {approved expenditures for 2004: €14 million).
Conversion of facilities for the production of agrochemical intermediates;
Leverkusen, Germany (approved expenditures for 2004: €6 miilion). The project is
a response to the growth in the market for the new generation of fungicides from
Bayer CropScience.

Capacity expansion for biocide products; Dormagen, Germany (approved
expenditures for 2004: €5 million). This project should serve to expand the
business in the significantly growing industry for the cold sterilisation of specialty
beverages.

For 2005, the LANXESS Group is likewise budgeting approximately €0.3 billion for capital
expenditures. Approximately 60% of the expenditures budgeted for 2005 involve capital
expenditures to preserve existing facilities, while the remaining funds are budgeted for
expansion and rationalisation programmes. The Company expects that the regional allocation of
capital expenditures in 2005 will closely match those of the previous year. The following strategic
capital improvement projects are currently underway or planned:

Year Segment Description

2005 Performance Rubber Expansion of capacities for buty! rubber production (by approximately 25% to
250,000 tonnes per year); Sarnia, Canada and Zwijndrecht, Belgium (budgeted
expenditure for 2005: €24 million. Additional expenditures of €16 million are
anticipated for 2006 for these expansion projects).

Compounding facility for Durethan® and Pocan®, 1st phase, Wuxi, China:
approximately €6 million.

Modernisation and expansion of production facilities for precursors of specialty
isocyanates; Leverkusen, Germany {approved expenditures for 2005; €16 million),
Conversion of facilities for the production of agrochemical intermediates;
Leverkusen, Germany (approved expenditures for 2005: €5 million).

Expansion of capacity for biocide products; Dormagen, Germany (approved
expenditures for 2005: €6 million).

Engineering Plastics
Chemical Intermediates
Chemical Intermediates

Performance Chemicals

it is planned to finance these capital expenditures from current cash flow.

Off-balance sheet arrangements

The non-consolidated LANXESS companies are not deemed special-purpose vehicles and do not
constitute other off-balance sheet arrangements.

Seasonality

During the course of any typical fiscal year, the LANXESS business is not subject to any
significant seasonality. Nevertheless, certain markets and regions in which LANXESS sells its
products may be subject to certain seasonal volatilities. These include the construction industry
with its slow winter months, which can affect the Inorganic Pigments business unit, as well as
segments that manufacture starting products used in agrochemicals. This could affect the Fine
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Chemicals and Basic Chemicals business units. In addition, parts of Southern Europe report
slower summer months. Viewed in their entirety, the business units generate relatively constant
sales throughout the year. However, the Group tends to generate higher business volumes in the
first two quarters of any given fiscal year than in the two remaining fiscal year quarters.

Research and Development Expenses

The following table sets forth the total research and development expenses incurred by the
LANXESS Group for the years ending 31 December 2002 and 31 December 2003 as well as for
the first nine months of 2003 and 2004.

1 January to 1 January to Change
Fiscal year Fiscal year Change | 30 September 30 September from prior-
2002 2003 from prior 2003 2004 year
- audited - - audited - year - unaudited - - unaudited - period
(%) (%)
Research and development expenses:

Amount {in € millions) ............ ... 149 168 12.8 118 95 {19.5)
As a percentage of sales ................. 2.2 2.7 — 24 1.9 —

The largest share of research and development expenses of the LANXESS Group was incurred
by the Fine Chemicals, Semi-Crystalline Products and Technical Rubber Products business units.
In 2003, these business units accounted for 37.5% of the Group’s total expenditure on research
and development (2002: 27.5%). In the first nine months of 2004, the share equalied 40.0% (prior-
year period: 35.6%).

The higher research and development costs in 2003 are related to, among other things, the
relocation of central research activities and the allocation of the corresponding resources to the
individual business units in the same period. The relevant expenses in the first nine months of
2004 were reduced by 19.5% compared to the prior-year period, which was due to, among other
things, the restructuring of the research and development activities begun in 2003.

Managemént of Market Price Risks at LANXESS

The global nature of the LANXESS Group’s business exposes its operations, financial results and
cash flow to a range of market price risks. Certain risks to which LANXESS is exposed are
described in'more detail in the section entitled "’ Risk Factors’”’. The following section explains the
measures taken by LANXESS that are designed to identify, observe and reduce the
disadvantages arising from volatilities in market prices and other market-related indices. Such
market price risks include:

» Currency risk: LANXESS is exposed to exchange rate fluctuations between the euro and
other major currencies. The most significant currency fluctuation risk is between the euro
and the U.S. dollar.

* Interest rate risk: LANXESS is exposed to changes in interest rates. LANXESS' primary
interest rate exposure is to fluctuations in short-term and long-term European and
U.S. interest rates.

* Credit risk: LANXESS is subject to credit risks with respect to counterparties in its
transactions.

* Raw fnaterials and energy price risks: LANXESS is subject to possible increases in raw
material prices and energy prices.

In the past, LANXESS placed only limited reliance on hedging transactions to mitigate its
exposure to market price risks and only entered into such transactions in the context of its
pooling arrangements with the Bayer Group. Where Share Deal companies reported derivative
financial instruments, these instruments were transferred. With respect to Asset Deal companies,
the relevant financial instruments remained with the Bayer Group. In future, the LANXESS
Group's Board of Management will be responsible for replacing the financial instruments that
remain with the Bayer Group and for providing for ongoing hedging for all business allocable to
the LANXESS Group.
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The risks mentioned above could adversely affect the results of operations and the financial
condition of the LANXESS Group. The description below focuses on the individual market price
risks and on the LANXESS Group's risk management.

Currency Risk

Since the LANXESS Group transacts business in many different currencies, it is exposed to a
variety of risks associated with fluctuations in the relative values of these currencies. The
currency with regard to which the Group is exposed to the greatest exchange rate risk is the
U.S. dollar. In general, any appreciation in the value of the euro relative to other currencies has
an adverse effect on the reported sales and results of LANXESS. Depreciation in the value of the
euro, by contrast, has a positive effect.

Transaction risk

Currency risks (i.e., the potential depreciation in the value of a financial instrument as a result of
changes in the exchange rate} arise especially when receivables or payables are denominated in
a currency other than the Company’s local currency. Positions denominated in U.S. dollars,
Canadian dollars or Japanese yen are especially relevant to LANXESS. The risks arising from the
operating activities are systematically recorded and analysed. Decisions about the scope of
hedging of such risks are taken regularly. Such hedging may also cover anticipated transactions.
A material portion of the contractual and foreseeable currency risks is hedged by using
derivative instruments. Changes in the fair value of these instruments are recognised in the
income statement or, in the case of cash flow hedges, under “other changes in stockholders’
equity”. Since LANXESS enters into derivative transactions for a significant portion of its
currency risks, the Company believes that a significant increase or decrease in the exchange rate
of the euro relative to other major currencies would not, in the short term, materially affect its
future cash flow. Over time, however, if LANXESS is unable to reflect exchange rate movements
in, for example, the pricing of its products in local currency, such exchange rate fluctuations
could adversely affect its cash flows.

Currency risks from financial transactions, including interest, are generally hedged at 100%. With
respect to operating cash flows, LANXESS seeks to minimise currency risks by constantly
adjusting its portfolio of derivative instruments. Cross-currency interest rate swaps and forward
exchange contracts are the main hedging instruments used. In order to hedge operating cash
flow, LANXESS also enters into option transactions. In order to minimize currency risk,
investments in long-term securities and other loans are made primarily in the currency zone of
the Group company making the investment.

Translation risk

Many of the companies within the LANXESS Group are located outside the euro zone. Since the
euro is the Group’s financial reporting currency, the annual financial statements of these
subsidiaries were translated into euros for inclusion in the Combined Financial Statements.
Period-to-period changes in the average exchange rate for a particular country’s currency can
significantly affect the translation into euros of both sales and income denominated in that
currency. Unlike the transaction risk, the translation risk exposure does not affect the Group’s
local currency cash flows.

Outside the euro zone, LANXESS holds significant assets, liabilities and operations denominated
in local currencies, most notably the U.S. dollar, the Canadian dollar and the Japanese yen.
Although the long-term currency risk inherent in these investments is regularly assessed and
evaluated, LANXESS generally enters into foreign exchange transactions covering this type of
risk only when it is considering withdrawal from a specific venture and repatriation of the funds
that the withdrawal would generate. Nevertheless, the Group recognises in equity the effects of
currency fluctuations on the translation of net asset amounts into euros.
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Interest rate risk

Interest rate;risk, i.e., the possibility that the total return of a financial instrument will change due
to movements in market interest rates, primarily affects financial assets and liabilities. To the
extent the LANXESS Group does -not completely abstain from hedging against interest rate
fluctuations: due to favourable fixed interest rates, it primarily uses derivative financial
instruments to hedge interest rate risk, including interest and interest currency swaps. The
targeted net indebtedness of the future LANXESS Group is presented in terms of predominantly
centralised external borrowings. '

Interest expense computed for these purposes is based on the market interest rates for industrial
bonds at the lower end of the investment grade range. These interest rates were computed by
averaging the rates charged on a short-term instrument and on a five-year instrument. A risk
premium was added to account for non-etuiro denominated financing. Based on this assumption,
the Combined Financial Statements do not include any interest-rate derivative instruments.

Other loans primarily consist of loans to employees, most of which have been issued at market-
oriented, fixed interest rates. Due to their fixed interest rates, these loans are generally subject to
interest rate risk, which, because it is assumed for overriding reasons, is not hedged. More than
three quarters of the employee loans have terms of over five years.

Credit risk ;

Credit risk is the risk that counterparties cannot meet their obligations to the LANXESS Group in
transactions involving financial instruments. Since LANXESS does not conclude master netting
arrangements with its transaction partners; the total of the amounts recognised in assets
represents its maximum exposure to credit risk.

Raw materials and energy price risks

LANXESS operates in markets in which economic cycles often affect raw material and product
prices. Fluctuations in prices and availability of raw materials and commodities affect its
business units.

Consequently, LANXESS is exposed to market price risks with regards to commodities used in its
operating activities. For production at LANXESS, the most important petrochemical raw
materials by far include 1, 3-butadiene and styrene. Other important petrochemical raw materials
are acrylonitrile, benzene, C4 raffinate 1, cyclohexane, isobutylene and toluene. Other significant
raw materials include the basic chemicals ammonia, aniline, chlorine and sodium hydroxide.
Prices for petrochemical raw materials are exposed to strong cyclical volatility which arises,
among other things, from crude oil prices.

In order to ensure its supply of raw materials, LANXESS has entered into long-term supply
contracts, buys additional quantities on the spot markets and concludes swap agreements to
manage its supply and demand as needed. By means of pricing formulas incorporated in its
contracts, LANXESS can pass on to its customers a not insignificant portion of the price
fluctuations caused by such market price risks. The LANXESS Group typically uses the following
measures to avoid and manage pricing risks in purchasing raw materials:

* coverage of recurring requirements in part through long-term contracts to reduce the
price volatility of purchases on spot markets;

* incorporating pricing formulas (linked to economic indices) instead of fixed prices into its
contracts; and

* active inventory management, flexibility in the choice of supply sources and, wherever
possible, aiternative production plants to limit the risks of non-availability of raw
materials.

Petrochemical raw materials have historically been particularly exposed to strong price volatility.
Changes in value of approximately one third of these raw material purchases (total purchasing
volumes of petrochemical raw materials in 2004: approximately €1.2 billion) are passed on to
customers pursuant to contractual arrangements. In 2004, many raw material price increases
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were passed on to customers even in the absence of such agreements. In connection with the
Spin-off, LANXESS is in the process of developing a comprehensive strategy for minimising
these risks through financial transactions, including the use of derivative financial instruments.

In view of the increasing volatility of prices in the energy markets and the ensuing consequences
for LANXESS'’ production costs, these factors have been incorporated into the Group’s financial
risk management. The physical supply contracts for the purchase of gas and steam for the major
European sites are based on fuel oil and gasoline indices and, for sites in the United States and
Canada, on various U.S. indices for natural gas. The energy price risk to which the LANXESS
Group is exposed mainly relates to natural gas in North America and fuel oil in Europe.

The strategy for managing these risks with financial instruments is to achieve a cost average
effect within a stipulated risk spectrum by building up strategic hedging positions over time. It is
designed to significantly reduce volatility in results and to improve forecasting accuracy for
budgeting purposes.

Derivative financial instruments

Only derivative instruments used by existing legal entities that conducted solely LANXESS-
related business (Share Deals) were included in the Combined Financial Statements. In this
context, fair values totalling €4 million were recognised on the balance sheet in 2003.

The instruments used to hedge the risks mentioned above consist primarily of swaps and
options traded on OTC markets with counterparties with high levels of creditworthiness. For
accounting purposes, all hedging contracts are treated as instruments held for sale and their fair
value changes are recognised in the income statement.
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Information Concerning the Business of LANXESS
Overview

LANXESS is one of Europe’s major providers of polymers and chemicals with a comprehensive
product portfolio in the fields of polymers and basic, specialty and fine chemicals. With more
than 50 operating companies, LANXESS generated sales of approximately €6.3 billion in fiscal
year 2003 (sales figures based on the Combined Financial Statements). As of 30 September 2004,
the Group employed approximately 19,600 employees worldwide, of which approximately
10,100 were based in Germany. The global business activities of LANXESS are structured into
17 operating business units combined into the four segments Performance Rubber, Engineering
Plastics, Chemical Intermediates and Performance Chemicals.

The following two diagrams show the LANXESS Group’s net sales in fiscal year 2003, broken
down by segment and by the geographical regions in which LANXESS operates.

Net Sales in Fiscal Year 2003 Net Sales in Fiscal Year 2003 broken down by
in € millions broken down by segment geographical region as a percentage of total sales

Performance Chemical Asia

JRubber Intermediates 14%

1,375 1,41 \ Germany
— - 21%
‘ . \\/ A7
\ N \ e )

America
25%

Engineering
Plastics Performance . A
1,401 Chemicals Europe/Mld East/Africa
1,925 (excluding Germany)

34%

Competitive Strengths

The Company believes that LANXESS distinguishes itself from the competition through the
following competitive strengths:

Strong market position: With sales of €6.3 billion in 2003, LANXESS is expected to be the sixth-
largest publicly-listed chemicals company in Europe. The Company estimates that, based on
sales revenue or volume, in some two thirds of its business units, LANXESS holds one of the
leading positions in the respective markets worldwide.

Global presence: Represented by its foreign affiliates, LANXESS has a presence in all major
global chemicals and polymers markets and has production sites in 50 locations in 18 countries,
in particular in Germany, Belgium, the United States, Canada and the People’s Republic of China,
most of which have the necessary critical mass and leading processes and technologies at their
disposal. in the Asian market, which is currently experiencing particularly dynamic growth,
LANXESS already has ten distribution and application technology centres as well as eight
production sites at its disposal. In all, nearly 50% of LANXESS employees are employed
internationally and approximately three quarters of LANXESS’ sales are generated outside of
Germany.

Diversified product portfolio: LANXESS has an extensive product portfolio ranging from solid
rubbers, plastics and synthetic fibres to high quality basic and fine chemicals as well as
chemicals for the leather, textile and paper industries. LANXESS' customers include well-known
manufacturers particularly in the polymer processing and chemicals industry, the fields of
electronics and electrical engineering, the automaobile and tyre industry, the construction
industry, life sciences companies, and the ieather, textile and paper industries.

High level of customer orientation: Due to the close cooperation it enjoys with its customers and
the comprehensive know-how of its employees in the area of application technology, LANXESS
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is able to offer its customers tailor-made products and thus meet their particular needs. The
Group's research and development activities are also focused on the specific requirements of its
business activities and customers. :

Performance-oriented corporate structure: The independence resulting from the Spin-off will
provide LANXESS with more flexibility and greater transparency, and enable it to strategically
restructure its product portfolio. The clear organisational structure consisting of business units
that have independent business responsibilities on a worldwide basis, as well as the planned
introduction of performance-oriented compensatlon schemes, will create the foundations
LANXESS needs for this purpose.

Business Areas

The range of products offered by LANXESS comprises a comprehensive portfolio in the fields of
polymers as well as basic, specialty and fine chemicals.

Performance Rubber

The LANXESS Group's operations in the area of rubber manufacturing are consolidated within
the Performance Rubber segment. LANXESS is one of the world’s largest manufacturers of butyl
rubber and polybutadiene rubber which are used, in particular, in the manufacture of automobile
and truck tyres. LANXESS also produces a variety of synthetic rubbers for a broad range of
applications, e.g., for use in tyre compounds or plastics modification, as well as a series of
specialty elastomers which exhibit a high leve! of resistance to heat and abrasion and to
aggressive environmental influences. The Performance Rubber segment generated sales of
€1,375 million in fiscal year 2003. A categorisation of the business units of this segment based on
sales in 2003 can be illustrated as follows:

* Sales < €200 million

— None of the business units of this segment fall into this sales category
* Sales between €200 million and €500 million

— Butyl Rubber

— Polybutadiene Rubber

— Technical Rubber Products
» Sales > €500 million

— None of the business units of this segment fall into this sales category

Engineering Plastics

With its Engineering Plastics segment, LANXESS is one of the world’s major providers of
polymers. The. Group’s range of polymer products includes high-quality PBT (polybutylene
terephtalate) and PA (polyamide) plastics, as well as ABS (acryionitrile-butadiene-styrene),
ASA (acrylonitrile-styrene-acrylic esters), SAN (styrene-acrylonitrile)} and PA-ABS (polyamide-
acrylonitrile-butadiene-styrene} plastics. Potential applications for these plastics are to be found,
in particular, in the household goods, automobile, electronics and electrical engineering and
medical technology industries. Through its Fibers business, LANXESS offers high-quality brand-
name fibres for virtually all branches of the textile industry as well as polyamide-based
monofilaments for technical applications. In fiscal year 2003, the segment generated sales of
€1,401 million. A categorisation of the business units of this segment based on 2003 sales can be
illustrated as follows:

* Sales < €200 million
— Fibers
¢ Sales between €200 million and €500 million

— None of the business units of this segment fall into this sales category
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* Sales > €500 million
— Semi-Crystaliine Products

— Styrenic Resins

Chemical Intermediates

LANXESS’ operations in the area of basic and fine chemicals and inorganic pigments are
combined within its Chemical Intermediates segment. Intrinsic to the production of high-quality
industrial chemicals is a complex network of chiorination, nitration, hydrogenation,
phosgenation and isomer separation plants {the aromatics network), which enables the segment
to offer a broad range of products at low production costs. In the area of fine chemicals,
LANXESS’ production is focused primarily on custom manufacturing of, in particular, active
ingredients and intermediates for the pharmaceuticals and crop protection industries, starting
products for the electrical and electronics industry, as well as photo chemicals. LANXESS is thus
able to offer tailor-made products and development services. The inorganic pigments
manufactured by LANXESS, particularly iron oxide pigments, are used primarily in the colouring
of concrete building components and coatings. In fiscal year 2003, the Chemical Intermediates
segment generated sales of €1,411 million. A categorisation of the business units of this segment
based on 2003 sales can be illustrated as follows:

* Sales "< €200 million

— None of the business units of this segment fall into this sales category
* Sales Ybetween €200 million and €500 million

— Fine Chemicals

— Ino‘rganic Pign;nents
+ Sales > €500 million

— Basic Chemicals

Performance Chemicals

The applicatiéns-based business activities of the Group in the area of specialty chemicals are
combined within the Performance Chemicals segment. Specialty chemicals are used in a variety
of different areas. For example, LANXESS produces and markets biocides and material
protection agents for the areas of, for example, wood protection, disinfection and corrosion
protection. The Group offers a broad range of plastics additives {e.g., plasticisers, blowing
agents), rubber chemicals (e.g., antioxidants), organic and inorganic colouring agents as well as
other specialty chemicals (e.g., flame retardants) for the polymers processing and rubber and
lubricants industries. In addition, LANXESS’ multitude of chemical products makes it one of the
major providers of system solutions for the leather industry; it offers textile and textile
processing chemicals, in particular in the area of textile pre-treatment and dyeing auxiliaries and
also possesses a comprehensive range of products for the paper industry. One special area of
business is the production of ion exchange resins, adsorbers and functional polymers for the
treatment of aqueous solutions. In fiscal year 2003, the segment reported sales of €1,925 million.
A categorisation of the business units of this segment based on 2003 sales can be illustrated as
follows: ‘

* Sales < €200 million
— Jon Exchange Resins
— Material Protection Products

— Textile Processing Chemicals
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* Sales between €200 million and €500 million
— Functional Chemicals
— Leather
— Paper
— RheinChemie
— Rubber Chemicals
* Sales > €500 million

— None of the business units of this segment fall into this sales category

Corporate Strategy

The Company plans to use its new corporate independence intensively to increase the
profitability of the LANXESS Group. The earnings potential of all business activities will thus be
reviewed, and concerted cost-reduction, efficiency-enhancement and restructuring measures will
be implemented.

The four cornerstones of the Company’s strategy are:
¢ Short-term measures for improving operational productivity
* Systematic restructuring of busihesses with inadequate profitability
* Active portfolio management
» Selective organic growth in profitable business activities

For fiscal year 2006, assuming sales at the level of those in fiscal year 2004, the Company aims to
achieve an EBITDA margin before exceptional items of 9 to 10%. At the same time, the Company
intends to limit capital expenditures by LANXESS to approximately 4% of Group sales per
annum by 2006, by means of disciplined cash management and systematic allocation of
resources.

In the long term, the Company will also consider possible acquisitions and, where appropriate,
will strengthen LANXESS by making selective acquisitions. LANXESS intends to bridge the
profitability gap between it and comparable competitors with the help of an optimised portfolio.
At the present time, there are no plans for any significant growth through acquisitions.

To enable better management of its strategic goals and, in particular, to better manage the
optimisation of its portfolio, LANXESS furthermore intends to adapt its organisational and
corporate legal structure, including by carving out individual groups into separate independent
entities and, where appropriate, modifying LANXESS' national organisations.

The Board of Management will also review whether profitability may be further increased by the
carving-out or outsourcing of services, existing distribution structures or other parts of the value
chain. ‘

Short-term measures for improving operational productivity

In order to achieve lasting improvements in productivity, the Company plans to continue its
efforts to reduce costs, optimise processes, improve the product and customer mix and develop
a new price-guantity strategy. These measures are intended to increase the earnings potential of
all business units along the entire value chain (e.g., in relation to production, plant maintenance,
Jogistics and other services, marketing, distribution and applications technology).

As regards business units with commoditised product groups (i.e., product groups with products
in more mature markets), there are plans to implement cost-oriented performance programmes;
those units with a greater application technology orientation will focus on higher benefits to
customers.
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In order to increase profitability in individual cases, the Company is also prepared to consciously
forego sales in certain areas where profit margins are low.

Systematic restructuring of inadequately profitable businesses

The Company continues to plan a systematic restructuring of the business activities of the
LANXESS Group in order to achieve a sustained increase in the Group’s earning potential over
the long term.

Restructuring measures are particularly planned for those businesses and product lines which
are unlikely to attain a satisfactory level of profitability through implementation of the planned
short-term measures alone.

Restructuring measures to bring about an improvement in operating results of approximately
€25 million in fiscal year 2005 were already adopted and implemented in 2004. These
restructuring measures specifically include the shutdown of the polybutadiene rubber plant in
Marl, the shutdown of the yarn finishing factory in Goch, and the closure of the rubber
distribution site in Akron, Ohio, U.S.A. Product lines from the active ingredient production will be
discontinued in the first half of fiscal year 2005. These products are manufactured in the plants of
the Fine Chemicals business unit. The Company anticipates that the resulting shutdowns will
generate total costs of approximately €15 to €20 million.

In addition, the relocation of a facility for the production of hydrazine hydrate from Baytown,
Texas, U.S.A. to China has begun. Moreover, a restructuring programme has already been
established in the Styrenic Resins business unit for the reorganisation of its activities in Europe
and North America.

Other possible restructuring measures are the consolidation, relocation or closure of facilities.
Moreover, there are plans for a further cutback of personnel costs, for example, by reducing the
number of employees and a review of the schemes for payment of wages, social benefits and
working hours. The Company’'s Board of Management has already adopted resolutions
regarding specific personnel-refated issues. Initial talks and negotiations with employee
representatives in connection with the planned measures have commenced.

Active portfolio management

The Company will carry out an extensive review of its business and product portfolio, taking into
account strategic and profitability considerations. The aim is to achieve a marked increase in the
Company’'s average profitability by concentrating on those businesses that demonstrate
sustained profitability. Cooperative ventures or divestitures will primarily be sought in those
cases where the Company is unable with its own resources to attain, within a given timeframe,
the strategic or financial position it desires.

In this context, the above-mentioned restructuring programmes will be developed in the short
and medium'term with the aim of successfully improving those businesses that are not
performing satisfactorily, such as Fibers, Fine Chemicals and Styrenic Resins, or preparing them
for partnering. This should also increase flexibility for portfolio adjustments.

The Company will review all measures for portfolio adjustments that present themselves. The
Company will act on suitable opportunities that may arise for making divestitures and entering
into strategic ‘partnerships, even in the short-run and even in profitable business areas where
appropriate.

Selective organic growth in profitable business activities

In the short to medium term, the Company plans to use its own resources to develop its business
activities through selective internal growth, the emphasis of which will be on profitable
businesses with attractive growth potential. For example, a capital expenditure programme has
been developed for the Butyl Rubber business unit to enable the expansion of production
capacities by a projected 25% over the coming two to three years. To this end, there are plans to
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invest approximately €40 million in expanding existing productlon sites in Belgium and Canada
and in redressing shortages.

Moreover, the Company plans to strengthen its presence in Asia, particularly in China, where its
initial goal is systematic growth, through measures involving minimal capital expenditures, in
particular technology and production joint ventures. An example is the joint venture company
that was formed in September 2004 by LANXESS and the Chinese company Weifang Yaxing
Chemical Company Ltd. for the production of hydrazine hydrate. The Company plans to continue
to closely observe developments in the Asian market and, together with suitable partners, to
systematically strengthen the market positions of the LANXESS Group.

Market Environment and Competition

The structure of the international chemicals and polymers markets in which LANXESS sells its
products is characterised by a few major companies operating at a global level, each of which
does business in a range of different individual markets. These globally operating companies
commonly compete with a number of small and medium-sized providers, which primarily do
business in their respective local markets. Their customers likewise consist of a number of both
smaller and larger companies with very different purchasing volumes. The rubber market has its
own particular structure, which is characterised by a small number of customers mostly from
the tyre industry.

As a rule, the worldwide chemicals' and polymers markets in which LANXESS operates are
characterised by intense competition and significant pressure on margins due to the fact that
most of the products are highly commoditised. Assuming a generally high level of product
quality, sales prices and the quality of order processing (including delivery logistics),
particular, play an important role with respect to competition. In markets for specialty products,
application technology consulting services confer an additional important competitive
advantage. ’

The structures of the chemicals and polymers markets, which had been stable for a long time,
have in recent years become more dynamic. A decline in growth can be observed in the United
States and Europe. Increasing demand in Asia has prompted new chemicals and polymers
suppliers to enter local markets, particularly in those areas that are less technology- or capital-
intensive. These new suppliers, particularly those from China and India, are also extending their
business beyond their domestic markets into Europe and America. The trend for consolidation in
the chemicals industry continues due to the price competition dominating large parts of the
market, particularly with respect to commoditised product groups, and the resulting pressure on
margins.

Developments in the international chemicals and polymers markets are of a pronounced cyclical
nature. Depending on the individual market, longer or shorter periods of higher market growth
are interspersed with longer or shorter periods of stagnation or decline in the market. The
transition from market growth to market decline can be very swift. To some extent,
developments in.markets for products vary from region to region. As a rule, developments in the
global chemicals and polymers markets track those in the respective customer industries.

The international chemicals and polymers markets are currently experiencing a general upward
trend which the Company expects to peak in 2006 (see also World Petrochemical Conference of
CMAI, November 2004) or 2007. The LANXESS portfolio includes operations in the basic
chemicals and fine and specialty chemicals sectors. The latter two typically exhibit less
pronounced economic cycles. The Company believes that the basic chemicals business is
currently benefiting to a greater extent from recovery potential as regards price and volume
developments.

The sales development of the Engineering Plastics and Chemical Intermediates segments to a
large extent tracks the cycles of the global polymers and chemicals markets. The Engineering
Plastics segment is also heavily dependent upon developments in the automobile industry and,
in particular, in the automotive parts industry. In contrast, the Performance Chemicals segment,
with its highly-diversified product portfolio and a high number of niche markets, is less
dependent on general economic developments. The business development of the Performance
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Rubber segment, for which the tyre industry is the most important customer, is also less cyclical
since its products can be used both for tyres as OEM equipment as well as for the spare tyres
market sector.

With respect to its customer industries, LANXESS is furthermore dependent on the
developments in the chemicals and plastics processing industry, the construction industry, the
life sciences industry, the electronics and electrical engineering industry, as well as the leather
and paper industries.

A selective, industry-wide definition of the chemicals and polymers markets and their individual
markets and.segments above the level of individual products is not available due to the large
number of different products, their varied fields of application and the divergent market
structures. For purposes of this Listing Memorandum, the Company in the following section
breaks down its sales markets into segments corresponding to the product offerings of its
respective business units. The information provided concerning the respective competitive
positions of the business units is also based on such segmentation. Unless stated otherwise, the
following description of the market environment and the competitive positions reflect the
assessments of the Company (see also ““General Information — Notice Regarding Sources of
Market Information and Technical Terms”).

i

In the context of its worldwide business activities, LANXESS competes with a range of major
global companies and, depending on the business unit in question, with a number of smaller to
medium-sized companies primarily operating at the local level. The Company estimates that in
some two thlrds of the LANXESS business units, LANXESS holds one of the leading posmons in
the respectlve markets worldwide.

Performance Rubber
Butyl Rubber

The global halogen-free and halogenised butyl rubbers business is conducted by a few major
companies that focus on a few major global customers. The growth of the market is largely
driven by growth in the automobile tyre market, which in turn is determined by the rapidly-
increasing anber and use of automobiles in Asia, particularly in China. Market growth outside
of Asia is expected to be moderate. The number of suppliers is currently increasing as a result of
Russian and new Chinese suppliers. In important areas, LANXESS supplies a significant portion
of global demand for butyl rubber.and halobutyl rubber and, as such, ranks as one of the leading
suppliers worldwide (IISRP, Worldwide Rubber Statistics, 2003). The business unit’s. main
competitor is Exxon Mobil Corporation, New Jersey and Irving, Texas (hereinafter referred to as
“Exxon”’). Other important competitors are Japan Synthetic Rubber Co., Ltd., Tokyo, Japan
(hereinafter referred to as “JS'R”),; Sinopec Beijing Yan Hua Petrochemical Co. Ltd., Beijing,
People’s Republic of China (hereinafter referred to as “Yan Hua’'), and a number of Russian
companies. -

Polybutadiene Rubber

The Polybutadiene Rubber business unit operates in the field of polybutadiene and solution
styrene butadiene rubbers. In-house production by the large tyre producers accounts for
approximately two thirds of North America’s and approximately one third of Europe’s
requirements for these types of rubber. In addition, other so-called “merchant producers’ of
polybutadiene also supply the tyre industry. Growth in the global polybutadiene rubbers trade
goes hand in hand with economic growth, particularly in Asia (SRIl, Chemical Economics
Handbook, “Polybutadiene Elastomers’”’, May 2003). A growing number of customers are
building new production sites there and also at the same time in other low-wage regions such as
Latin American and Eastern Europe. The big tyre producers with their own production of
polybutadiene are increasingly withdrawing from the merchant market and relying on their own
production for supplies to the extent this is technically possible. The Polybutadiene Rubber
business unit is one of the world’s leading manufacturers of polybutadiene rubbers and, aione
among the so-called merchant producers, operates production plants on two continents (North
America and Europe). Its main competitors are Firestone Polymers LLC, Akron, Ohio, The
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Goodyear Tire & Rubber Company, Akron, Ohio, The Dow Chemical Company, Delaware, and
Midland, Michigan (hereinafter referred to as “Dow Chemical”), Polimeri Europa S.p.A., Milan,
ftaly, (hereinafter referred to as '‘Polimeri Europa”), JSR Corporation, Tokyo, Japan, UBE
Industries, Ltd., Tokyo, Japan (hereinafter referred to as “UBE"), Korea Kumho
Petrochemical Co., Ltd., Seoul, South Korea, Nippon Zeon Co., Ltd., Tokyo, Japan (hereinafter
referred to as “Nippon Zeon"), Yan Hua and Michelin, Clermont-Ferrand, France.

Technical Rubber Products

The Technical Rubber Products business unit serves the market sectors for specialty elastomers
based on chloroprene rubber (CR), nitrile rubber (NBR), hydrogenated nitrile rubber (HNBR),
ethylene-propylene-diene rubber (EPDM), emulsion-styrene-butadiene rubber (E-SBR), and
ethylene-vinyl acetate rubber (EVM). While the segments with more mature products report
moderate growth, the specialty product segments demonstrate higher growth rates. From a
regional perspective, the highest growth rates are observable in Asia. Consistent with the trend
among customer industries, relocation by a number of customers of production sites to these
regions is underway. The customer base of this business is highly fragmented. The Company
anticipates that, in the case of EPDM and NBR, the pressure on prices caused by supply
shortages will subside. The Technical Rubbers Products business unit is one of the world’s
leading companies in the field of specialty elastomers. Its main competitors are Nippon Zeon,
Polimeri Europa, DuPont Dow Elastomers, Wilmington, Delaware (a joint venture between E.l.
Du Pont de Nemours, Wilmington, Delaware (hereinafter referred to as “DuPont”) and Dow
Chemical, Royal DSM N.V., Heerlen, Netherlands (hereinafter referred to as “DSM'’), JSR and
Exxon.

Engineering Plastics

Styrenic Resins

The Styrenic Resins business unit produces and markets the thermoplastic ABS (acrylonitrile-
butadiene-styrene), SAN (styrene-acrylonitrile copolymer) and ABS+PA- and ABS+AES-
(acrylonitrile-ethylene-propylene-styrene) blends. The ABS segment accounts for most of the
waorldwide volume; more than half of which is generated in Asia. The Company anticipates that
volume growth in the ABS business will be slightly above that of the global economy, essentially
due to the positive developments in Asia (particularly in China). Business in Europe and North
America is experiencing moderate growth. Overcapacity as well as currency-dependent imports
from Asian suppliers are affecting margins, especially as regards standard ABS types. LANXESS
has one of the leading positions in the ABS business, particularly in Europe, North and South
America and India. The business unit possesses particular technological competence with
respect to dyed products and specialties. its main competitors are Chi Mei Corporation, Tainan
County, Taiwan, BASF Aktiengesellschaft, Ludwigshafen, Germany (hereinafter referred to as
“BASF"”), LG Chem, Ltd., Seoul, South Korea, Dow Chemical and GE Advanced Materials (a
division of General Electric Company, New York, New York and Fairfield, Connecticut.

Semi-Crystalline Products

The Semi-Crystalline Products business unit supplies the demand for polyamide- and polyester-
based engineering plastics. It also markets the starting products for these (caprolactam and
adipic acid) and glass fibres. The Company anticipates growth in the business to be above that of
the general economy due to, in particular, growth in Asia — above all China — and Europe. The
business is characterised by a heavily-fragmented customer base. Companies in the various
industries of its customers are also increasingly setting up production in Asia. Opportunities for
growth for the plastics marketed by the business unit also arise from the substitution of other
materials (e.g., hybrid technology by which plastics are processed together with metals). The
Semi-Crystalline Products business unit holds a significant position in Europe. In addition, it also
operates in niche markets in North and South America and Asia. Its main competitors are BASF,
DuPont, Rhodia, Paris, France (hereinafter referred to as ““Rhodia”), UBE and DSM. Together with
DuPont, Semi-Crystalline Products has a joint venture for the manufacture of polybutylene
terephthalates (PBT) in Hamm-Uentrop.
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Fibers

The markets for synthetic elastane fibre (spandex) and polyamide and polyester monofilaments
are highly competitive. The elastane fibres segment supplies the greater part of worldwide
demand (over 90%, based on sales); the polyamide and polyester monofilaments segments
constitute a specialty business. Asian suppliers, in particular, are continually expanding their
spandex capacities and individual suppliers are increasingly distributing their products in North
and South America and Europe. Growth rates here are significantly above those of the general
economy. Asia is by far the largest market and exhibits the highest growth rates. The business
unit holds one of the leading positions in Europe and North and South America. In the area of
textile fibres, the business unit's main competitors are Invista, Wichita, Kansas, Radici Fil SpA,
Casnigo, ltaly and Fillattice, Capriate S. Gervasio, ltaly, as well as a variety of companies in Asia,
such as Hyosung Corporation, Seoul, South Korea, Asahi Kasei Fibers Corporation, Osaka,
Japan, Yantai Spandex Stock Co. Lid., Yantai, the People’'s Republic of China, Tongkook
Corporation, Chung-gu, South Korea, and Taekwang Industries Company Limited, Seoul, South
Korea. In the area of monofilament fibres, LANXESS competes with, among others, Teijin
Monofilament Limited, Osaka, Japan, Filkemp Industria e Filamentos SA, Mem Martins, Portugal,
Hah!l Filaments GmbH & Co. KG, Munderkingen, Germany, Monofil-Technik GmbH, Hennef,
Germany, Rhodia Technical Fibers, Malmaison, France, Shakespeare Monofilaments and
Specialty Polymers, Columbia, South Carolina, SIAT Societa Italiana Applicazione Termoplastici
s.r.l., Caronno, Italy and MA.RE. S.p.A., Pilzone d'Iseo, Italy.

Chemical Intermediates
Basic CheMicaIs

The Basic Chemicals business unit supplies demand for aromatic basic chemicals
(chlorobenzenes, nitrotoluenes, chlorotoluenes, cresols and monoisocyanates), benzyl products,
polyols, amines and inorganic acids. The basic chemicals business environment is characterised
by the limited number of competitors, except in India and the People’s Republic of China.

Competition in the area of basic chemicals is increasing as a result of Asian suppliers. At the
same time, many customers are relocating their production facilities to Asia. Further
consolidation is anticipated in all areas. The Company assumes that existing overcapacities, e.g.,
in the area of nitrotoluenes, will persist in the next few years. At the same time, the Company
anticipates growth in the basic chemicals business to be slightly below that of the general
economy. The Basic Chemicals business unit holds one of the leading positions worldwide in
most of the product segments.

Due to its broad range of products, the business unit competes with a variety of different
companies, depending on the segment in question. The business unit's most important
competitors are BASF, Dow Chemical, Jiangsu Yangnong Chemical Group Company Limited,
Yangzhou, People’s Republic of China, Kureha Chemical Industry Co. Ltd., Tokyo, Japan, Merisol
U.S.A. LLC, Houston, Texas, Tessenderlo SA-MV, Brussels, Belgium, Perstorp AB, Perstorp
Kristianstad, | Sweden, Celanese Ltd., Dallas, Texas, Lonza Group Ltd., Basel, Switzerland
{hereinafter referred to as “Lonza"), and DSM.

Fine Chemicals

The Fine Chemicals business unit offers custom manufacturing services, particularly in the field
of agrochemicals as well as in the areas of pharmaceutical chemicals and specialties. Fine
chemicals are distributed on the global market without any further regional segmentation. As a
result of increased in-sourcing by the big pharmaceutical companies and the establishment by
competitors of numerous new facilities, there are currently overcapacities with respect to custom
manufacturing for pharmaceuticals. At the same time, Asian suppliers are increasingly
establishing themselves as suppliers of starting products. There is significant pressure on prices.
Consolidation in the market is continuing as a result of increasing competition. Developments in
the fine chemicals business have been very volatile in recent years. A focal point of the Fine
Chemicals business unit’s operations is in the area of complex chemical syntheses. In the area of
custom manufacturing (e.g., as regards agrochemicals), the business unit is one of the leading
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companies worldwide. Its main competitors are DSM, Lonza, Degussa AG, Dusseldorf, Germany
and Rhodia.

Inorganic Pigments

The Inorganic Pigments business unit operates in the synthetic iron oxide pigments and
chromium oxide pigments market sectors. Synthetic iron oxides comprise approximately one
third of the world’s volume of inorganic colour pigments (chromium oxide pigments comprise
less than 5%). Natural iron oxides and carbon blacks account for the remaining volume. In
keeping with the current trend towards cleanroom applications, LANXESS also distributes
granulated and compacted iron oxides. Business is growing at a steady rate slightly below that of
the general economy. The Company estimates that approximately 40% of iron oxide pigments
are currently being manufactured in China and marketed to some extent at very low prices. The
segment is characterised by a number of Chinese manufacturers and dealers who can readily
supply the construction industry with lower-quality products. Despite overcapacities at Chinese
manufacturers, there were still supply shortages in 2004 due to problems with the supply of raw
materials (scrap) and energy. Anticipated consolidation of competitors is intensifying
competitive pressure. A sizeable share of the market is in the hands of just a few companies. The
Company anticipates that, in future, the demand for iron oxide pigments will be met by European
and Chinese companies. Some competitors are beginning to relocate their production capacities
to China. The Inorganic Pigments business unit was able to reclaim a share of the market in 2004
and, with its broad product range, is currently one of the leading companies in the fields of iron
oxide and chromium oxide pigments.

The business unit's main competitors in the iron oxide pigments segment are Elementis plc,
Staines, Great Britain (“Elementis”’), Rockwood Specialities Group, Inc., Delaware and Princeton,
New Jersey, and a variety of Chinese producers, e.g., Hunan Three-Rings Corp. Ltd., Shaoyang,
People’s Republic of China, and Deqging Huayuan Pigment Co. Ltd. of Shenghua Group, Zhejiang,
People’s Republic of China. In the chromium oxide pigments segment, the main competitors are
Elementis, Nikon Denka, Japan, and suppliers from Russia, Kazakhstan and the People’s
Republic of China.

Performance Chemicals
Material Protection Products

The Material Protection Products business unit operates in the area of biocidal active ingredients
and formulations as well as material protection products for industriai preservatives,
disinfectants and personal care, for wood protection and anti-fouling, as well as in the area of
cold sterilisation for specialty beverages. In the area of biocides and material protection
products, moderate growth in line with that of the general economy is anticipated. The {argest
market for biocides and material protection products is in North America, followed by Europe
and Asia. The number of suppliers in this area is currently growing as a result of the infiux of new
Asian producers. The increasing statutory regulation of biocides and material protection
products, particularly in Europe, also poses a barrier to entry into the market, which could lead to
a strengthening of the position of the major market players. The business unit holds one of the
leading positions among the European suppliers. Its sales in the last three years have increased
substantially as a result of internal and external growth.

The primary competitors of the business unit are Arch Chemicals, Inc., Norwalk, Connecticut,
Dow Chemical, Lonza, Rohm and Haas Company, Philadeiphia, Pennsylvania (hereinafter
referred to as “Rohm & Haas’’}, and Thor GmbH, Speyer, Germany.

Functional Chemicals

The Functional Chemicals business unit operates primarily in niche markets for plastics additives,
water and specialty chemicals, colorants and flame retardants. The individual segments exhibit
very heterogeneous structures and growth in line with that of the general economy. With respect
to water and specialty chemicals, the trend towards consolidation continues. With respect to flame
retardants, there is a broader trend away from brominated flame retardants towards more
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environmentally-friendly halogen-free phosphorus-based flame retardants, which are one of the
focal points of the Functional Chemicals business unit. Larger manufacturers are particularly
profiting from this trend because of the high technological and structural requirements involved in
the development of new flame retardants. The Functional Chemicals business unit holds one of the
leading market positions in the sub-markets for auxitiaries for water conditioning and phosphorus-
based flame rretardants. Its primary competitors are BASF, Crompton Corporation, Delaware and
Middlebury, ' Connecticut (hereinafter referred to as “Crompton’”), Great Lakes Chemical
Corporation, Delaware and Indianapolis, Indiana, Ciba Specialty Chemicals Holding Inc., Basel,
Switzerland (hereinafter referred to as ‘’Ciba Specialty Chemicals”’), Clariant International Ltd.,
Muttenz, Switzerland (hereinafter referred to as “Clariant”’), Sun Chemical Group B.V., Weesp,
Netherlands, Akzo Nobel N.V., Arnheim, the Netherlands, Ferro Corp., Cleveland, Ohio, FMC Corp.,
Philadelphia, Pennsylvania, and Lonza.

Leather

LANXESS' Leather business unit operates in the leather chemicals business, particularly in the
market sectors for inorganic and synthetic tanning agents, preservatives and fat liquoring
agents, dyes:and tanning and finishing auxiliaries. The largest markets for leather chemicals are
in Asia, particularly in China. The Company anticipates that the automobile industry, in
particular, will provide the impetus for positive growth. The Leather business unit has given
LANXESS one of the leading positions in the global market for leather chemicals. Its main
competitors are BASF, Clariant, TFL Holding GmbH, Weil am Rhein, Germany, and Stahl Holland
B.V., Waalwijk, the Netherlands.

1

Textile Proéessing Chemicals

The textile and textile processing chemicals business (chemicals for pre-treatment, dyeing,
textile printing and finishing) is heavily fragmented. No one supplier holds a prominent position.
There are only a few major suppliers operating worldwide and they offer a portfolio of products
covering most aspects of textile processing. The development of the textile and textile
processing chemicals market sector is to a large extent determined by and the global textile
industry. This industry is growing along with the world’s population, however, and increased
productivity and substantial pressure on prices are reducing total revenues. The textiles business
is very regional in nature because product requirements and trends vary greatly from region to
region. Markets that have traditionally been important for textiles, such as Western Europe,
Japan and the United States, are saturated and are shrinking. The Textile Processing Chemicals
business unit, with its focus on textile pre-treatment, dyeing auxiliaries, finishing and textile
printing, is one of the few major suppliers operating internationally. Its portfolio comprises
products that essentially exhibit growth rates below that of the general economy. Compared with
other compahies worldwide, the business unit's production complies with strict environmental
standards. With respect to ink jet printing of carpets, the Company believes it holds one of the
leading positions in the market. The business unit’'s main competitors are BASF, Clariant, Ciba
Specialty Chemicals, CHT R. Beitlich GmbH, Tiibingen, Germany and Cognis Deutschland GmbH
& Co. KG, Dusseldorf, Germany.

Paper

The Paper business unit operates in the field of chemical additives for the paper industry
(particularly fluorescent whitening agents (FWAs), processing and functional chemicals as well
as dyes). The Company anticipates growth of the business with additives for the paper industry
to be in line with that of the general economy. The business is characterised by significant
pressure on prices due, in particular, to heavy competition, also with respect to technical add-on
services, as well as the emergence of new suppliers, particularly in Asia. Current overcapacities
will contribute to further consolidation of the market. In the FWA and liquid dye fields, the
business unit holds major positions. The business unit’s main competitors are BASF, Nalco
Holdings LLC, Delaware and Naperville, lllinois, Kemira Oyj, Helsinki, Finland, Ciba Specialty
Chemicals, Clariant, Hercules Incorporated, Wilmington, Delaware, and EKA Chemicals AB,
Bohus, Sweden.

65




RheinChemie

The business in the area of formulations and specialty chemicals for improving material
characteristics is characterised by a customer base made up of mostly small to medium-sized
companies from the rubber, plastics, polyurethane and lubricant industries. As regards suppliers
in the important polymer-based chemicals segment, only smaller companies operate on a
worldwide basis. The technical demands of customers, particularly those in Asia, Central and
Eastern Europe and Brazil, are increasing. At the same time, a growing number of customers are
reducing their capacities for application technology for cost reasons. In the Company’s
estimation, this will result in further potential for growth for suppliers who manufacture products
primarily according to customer specifications.

As a supplier of formulations and specialty chemicals for improving material characteristics, the
RheinChemie business unit is focused on small and medium-sized companies. In certain areas,
for example in its role as partner to the lubricant industry, RheinChemie also sees itself as a
leading supplier of other customers. RheinChemie is particularly strong in the business for
polymer dispersion agents for the rubber industry and hydrolysis protection agents for plastics
and polyurethanes. Its main competitors are Lubrizol Corporation, Wickliffe, Ohio, Raschig
GmbH, Ludwigshafen, Germany, Schill+Seilacher Aktiengesellschaft, Boblingen, Germany, Air
Products and Chemicals, Inc., Delaware and Allentown, Pennsylvania, and MLPC International,
Rion de Landes, France (subsidiary of Atofina, Paris, France).

Rubber Chemicals

The supply of rubber chemicals worldwide is concentrated in a small number of suppliers. The
largest producers are Flexsys N.V., St-Sevens-Woluwe, Belgium (hereinafter referred to as
“Flexsys’’), LANXESS and Crompton.

The rubber chemicals business is heavily dependent on the rubber processing industry. [n
particular, the pressure on prices exerted by the automobile industry on its suppliers is also
noticeable with respect to rubber chemicals. As a result of the recent significant increase in raw
material prices, margin pressure has increased even more markedly. The Company anticipates
that new opportunities will arise as a result of innovation and new fields of application. The
Rubber Chemicals business unit is one of the world’s leading companies in the rubber chemicals
field.

lon Exchange Resins

The lon Exchange Resins business unit operates in the areas of ion exchange resins, adsorbers
and functional polymers for the treatment of water and other liquids. As these products largely
represent capital assets, the business is characterised by clear development cycles. At the same
time, it exhibits a very heterogeneous customer base. It is already possible today to substitute
reverse osmosis technology for ion exchange resins in the construction of water treatment
plants. The Company assumes that this will not significantly affect the business unit’s sales in the
short to medium term. The business unit’'s main competitors are Dow Chemical, Purolite
International Limited, Pontyclun, Great Britain, Mitsubishi Chemical Corporation, Tokyo, Japan,
as well as Rohm & Haas.

Product Portfolio

The product portfolio of the LANXESS Group primarily comprises established and thus more
mature products from the polymers and basic, specialty and fine chemicals fields. However,
LANXESS also manufactures and markets less mature products with high innovative potential,
such as for high temperature-resistant applications in engine construction {structural
components, oil modules and oil pans, etc.).

The significant polymers activities of the LANXESS Group are combined in the Performance
Rubber and Engineering Plastics segments. The polymers and polymer additives of the
Performance Chemicals segment’s Functional Chemicals, RheinChemie, Rubber Chemicals and
lon Exchange Resins business units supplement the Group's overall competence with respect to
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polymers. In addition, the Performance Chemicals segment’s business units produce and
distribute, in particular, finishing agents and additives for the leather, textile and paper
industries, as well as material protection products. The Chemical Intermediates segment
encompasses activities in the fields of basic and fine chemicals, which are used as intermediates
in a number of fields of application, and inorganic pigments, which are used to colour, for
example, concrete components and coatings.

Performanq‘e Rubber
Butyl Rubb‘ér

The Buty! Rubber business unit produces high-quality rubber products for the tyre and rubber
industries. Butyl rubber is impermeable to air. The Butyl Rubber business unit builds on this
characteristic, producing and marketing butyl rubber, bromobutyl rubber and chlorobutyl
rubber. Bromobutyl and chlorobutyl rubbers are used in tubeless tyres for cars, trucks and
aircraft. Special applications include pharmaceutical packaging and protective apparel. Butyl
rubbers are found, for example, in bicycle inner tubes, truck inner tubes and balls. An interesting
niche applicgtion continues to be the chewing gum market.

Polybutadiéne Rubber

The Polybutadiene Rubber business unit supplies the general-purpose rubber grades PBR
{polybutadiene rubber) and S-SBR (solution-styrene-butadiene-rubber). The various synthetic
rubbers are 'sold under the brand name Buna™ CB/Buna™ VSL (not registered in the United
States) and Taktene®, and are primarily used in tyre components and plastics modification (HIPS/
high impact: polystyrene). They are also used in technical rubber goods, electronics and golf
balls. In addition to neodymium and cobalt-catalysed grades, the portfolio of products also
includes polybutadiene manufactured by lithium catalysis.

Technical Rubber Products

The Technical Rubber Products business unit is- one of the major suppliers of specialty
elastomers for the worldwide rubber processing industry. The business unit's products are
processed primarily into technical rubber goods outside the tyre industry, and are also used as
modifiers for plastics and adhesive raw materials. In this regard, abrasion and heat resistance
play an espécially important role, as does resistance to aggressive environmental influences.

The business unit’s key products are polychloroprene solid rubber and Latex (CR / Baypren®),
ethylene-propylene-diene-rubber (EPDM / Buna™ (not registered in the United States) EP), nitrile
rubber (NBR:/ Krynac®, Baymod® N, Perbunan®), hydrogenated nitrile rubber (HNBR / Therban®),
emulsion-ethylene-vinyl acetate rubber (EVM/Levapren®, Levamelt®, Baymod® L) and styrene-
butadiene-rubbers (E-SBR/Krylene®, Krynol™). The business unit's broad range of products is
tailored to, among other things, applications in the automobile, construction, electronics and
construction. engineering industries, as well as industrial plants, oil exploration, aviation,
household goods and footwear.

Engineering Plastics
Styrenic Resins

The Styrenic Resins business unit is a supplier of ABS, SAN and ABS+PA plastics operating at the
globa! level. The most important products of this business unit include the ABS brands
Novodur®, Lustran® ABS and Absolac™ with applications focusing on the areas of household
goods, automobiles, electronics and medical engineering. The SAN-grades Lustran® SAN and
Absolan™ are, for example, used in battery casings, lighters and cosmetic packaging. Activities
in the area of ABS+PA-blends are consolidated under the name Triax® and are opening up new
fields of application particularly in automotive engineering and for the electrical and electronics
industries. ASA and AES polymers are marketed in the United States under the brand Centrex®,
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specifically in the area of weatherproof outdoor applications such as mobile homes and
whirlpools.

Semi-Crystalline Products

The high-quality plastics Durethan® (based on polyamide 6 and polyamide 6.6) and Pocan®
(basis polybutylene terephthalates) as well as the starting products for these plastics
{caprolactam and adipic acid) and glass fibres comprise the Semi-Crystalline Products business
unit’s future-oriented product portfolio. Durethan® and Pocan® are marketed both in a non-
reinforced state and as compounds (in some cases reinforced with glass fibres). The most
important applications of these products are in the automobile industry, the electronics and
electrical engineering industries and the packaging industry. In hybrid technology, for example,
the plastics are processed with metals to produce high-strength components, which maintain
their shape even when exposed to heat.

Fibers

The Fibers business unit produces and markets high-quality brand-name fibres for nearly all
textile industries, and offers polyamide-based and polyester-based monofilaments for technical
applications. The business unit’s most important products include the elastane fibre Dorlastan®
for the clothing industry, sanitary goods and industrial fabrics, as well as polyamide
monofilaments such as Perlon®, Atlas® and Bayco® for use in paper machines, fishing lines and
the manufacture of cables and ropes. Technical fibre specialties (monofilaments) are subject to
different market trends than are elastane fibres (spandex). For this reason, the Company is
currently planning the transfer of the monofilaments business into a separate LANXESS
company.

Chemical Intermediates
Basic Chemicals

The Basic Chemicals business unit is a major manufacturer of high-quality industrial chemicals.
Noteworthy among its broad range of products are the products of the aromatics network
{chlorobenzenes, chlorotoluenes, nitrotoluenes, cresols, toluidines and monoisocyanates). The
business unit also produces amines, amino alcohols, benzyl products, hydrofluoric and sulphuric
acids, thio products such as thionylchloride and sulfurylchioride, fluoride compounds, oxidation
products such as phthalic anhydride and maleicanhydride and polyols such as
trimethylolpropane and hexandiol. The basis for the aromatics production is a network of
production facilities for chlorination, nitration, hydrogenation, phosgenation and isomer
separation which enables the business unit to offer a broad range of products.

Fine Chemicals

The Fine Chemicals business unit offers syntheses for fine chemicals in the area of custom
manufacturing. The business unit produces and markets numerous starting products and
intermediates for crop protection agents and active ingredients for pharmaceuticals as well as
other high-quality fine chemicals (e.g., vitamin precursors, starting products for cosmetics and
the electronics industry, and photo chemicals).

Inorganic Pigments

The Inorganic Pigments business unit is a global manufacturer of iron oxide pigments and
chromium oxide pigments, and has a broad range of products. The preferred areas of application
include the colouring of construction materials (e.g., of concrete and roof tiles), surface coatings,
plastics and numerous specialty applications. The business unit's most important products
include the iron oxide pigments Bayferrox®, Bayoxide®, Bayscape®, Colortherm® and chromium
oxide pigments (e.g. Chromoxid GN).
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Performance Chemicals
Material Protection Products

The Material Protection Products business unit offers a broad range of biocidal active ingredients
and material protection agents for applications in the areas of industrial preservatives,
disinfection, personal care, wood protection and anti-fouling, as well as in the area of cold
sterilisation of specialty beverages.

The most important product line is the Preventol® range. The bactericides, fungicides,
insecticides and corrosion inhibitors produced by the business unit are used in wood
preservation, as industrial, hospital and household disinfectants and in animal hygiene. Other
brand name products are Solbrol™ (preservatives for cosmetics), Velcorin® (cold sterilisation for
beverages containing fruit juice) as well as Tektamer®, Metasol® and Biochek®.

Functional ;C‘hemicals

The Functional Chemicals business unit has an extensive range of plastics additives {including
plasticisers, blowing agents and emulsifiers), phosphorus and specialty chemicals (flame
retardants, water chemicals, synthesis chemicals), and organic and inorganic colorants, i.e.,
dyestuffs and pigments (for colouring plastics and surface coatings in ink jet printing, but also for
specialty pigmentation, e.g., of crop protection agents). Other important fields of application for
the products are in the areas of polymers processing, office communication equipment, optical
data storage and water treatment, and flame retardants for plastics and polyurethanes or as
synthesis chemicals.

Among the business unit’s most important products are Baypure®(water conditioning, washing
powder and surface cleansers), hydrazine hydrate (for the synthesis of pharmaceutical
preparations and crop protection agents) and Levoxin™ (used for corrosion control in closed
steam generation and heating systems), Disflamoll®, Bayfomox®, Levagard™ (flame retardants),
phosphorus chloride (preliminary stage, e.g., for organicphosphoric esters/flame retardants),
Macrolex®, Bayplast® (organic pigments for plastics)) Mesamoll®, Adimoll®, Ultramoll®,
Unimoll®, Triacetin (specialty plasticisers for polymers processing), Bayhibit® (stone and
corrosion inhibitor for the treatment of water and for industrial cleansers) as well as Levanyl™
and Solfort™ (dyes).
1
Leather

The Leather. business unit is one of the major providers of system solutions for the leather
industry. It develops, produces and markets a number of products for leather manufacturing,
including inorganic and synthetic tanning agents, preservatives and fat liquoring agents, dyes
and tanning, and finishing auxiliaries for the shoe, furniture, automobile and clothing industries
and also provides on-site application technology support.

The business unit’'s products include tanning auxiliaries (Baymol®, Cismollan™, Preventol,
Baykanol® and Xeroderm®), mineral tanning and re-tanning agents {Baychrom®, Blancorol™,
Chromosal®), synthetic/organic tanning and re-tanning agents {Baykanol®, Levotan®, Tanigan®,
Retingan®), dyes (Aciderm®, Baygenal®, Levaderm®, Euderm®, Bayderm®, Baycolor™, Eukanol™)},
PU dispersions (Bayderm®, Aquaderm™, Hydrholac™), finishing auxiliaries (Baysin™, Euderm®,
Eusin®, Persiderm™), solvent-based top coats (Isoderm®) and special processes (Baygen™,
Levacast™).:

Collaborations with Rohm & Haas with its brands Leukotan®, Primal®, Lubritan™ and Acrysol™
(e.g., as polyacrylics for the wet end as well as finishing) and Seta S/A, Taquari, Brazil with its
brand Seta™ as a vegetable tanning agent serve to extend the range of products offered by the
business un“it. :
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Textile Processing Chemicals

The Textile Processing Chemicals business unit is an important supplier in the field of textiles
and textile processing chemicals. The business unit’s primary focus is on the area of textile pre-
treatment, dyeing auxiliaries, finishing and textile printing. In addition to standard products, the
business unit offers, particularly in Europe and North America, a number of specialty products
for sophisticated applications, such as flame-retardant textiles or in carpet printing. The business
unit offers brand-name products that include Diadavin® Tanaterge®, Baylase® Baysolex®,
Erkantol®, Levapon®, Plexene™ and Tannex® in the area of pre-treatment, and Astragal®,
Avolan®, Levegal®, Levogen®, Lubit®, Tanasperse™, Tanapal®, Tanadel™ and Tanede™ in the area
of dyeing auxiliaries. Brand-name products used in finishing and textile printing are, among
others, Baygard®, Baypret®, Persoftal®, Eulan™, Synthappret®, Acraconz™/Acraconc™, Acramin®,
Acrafix®, Tanaprint®, Nofome™ and Cellolube™.

Paper

The Paper business unit develops, produces and markets a comprehensive range of products for
the paper industry. Products include primarily liquid dyes for colouring paper, cardboard
{packaging material) and specialty papers (Levacell®/Pontamine®, Astra™/Verona™ Basic),
organic pigments (Halopont™, Ponolith®), a broad range of fluorescent whitening agents
(Blankophor®), process chemicals such as retention aids, fixation agents (Retaminol®, Levogen®),
functional chemicals such as sizes and wet strength agents {Baysize®, Baystrength™, Nadavin™,
Parez®) and products for the manufacture of micro capsules for carbonless copying paper
{Baymicron®).

RheinChemie

The RheinChemie business unit is a cross-industry manufacturer of custom-made formulations
and specialty chemicais for the rubber, lubricant, polyurethane and plastics industries, as well as
pigment pastes and coatings.

Important products of the business unit include additives for the rubber industry (Rhenogran®,
Rhenoslab®, Aktiplast®, Aflux®, Rhenosin®, Rhenopren®, Urepan™, Rhenoblend®, Rhenodiv®,
Rhenofit®, Rhenocure®, Antilux®), additives for the lubricant industry (Additin™), additives for the
polyurethane and plastics industry (RC-PUR®, Stabaxol®) as well as colour pastes, coatings and
pigment preparations (Isopur™/Bayflex™, Isothan™, Moltopren™).

Rubber Chemicals

The Rubber Chemicals business unit is a global manufacturer and supplier of rubber chemicals.
Rubber chemicals enable and facilitate the mixing and processing of elastomers, blends or their
rubber compounds, and help to achieve certain characteristics of the elastomers or finished
rubber or latex products, e.g., through vulcanisation, and protect an end product against
undesirable alteration of its physical properties or degradation, e.g., oxidation, under its
conditions of use.

The business unit’s most important products include antioxidants (Vulkanox®, Vulkazon®),
accelerators (Vulkacit®, NaMBT) and specialty chemicals (Vulkalent®, Zinkoxyd Aktiv’™, Cohedur®,
Vulcuren®, Emulvin®W, Vulkasil®, Renacit®, Vulkanol™, Coagulant WS, Colloidal Sulphur acid 95,
Zinc Oxide Transparent). The products are used particularly in the tyre industry and by
manufacturers of technical rubber goods.

lon Exchange Resins

The lon Exchange Resins business unit is one of the world’s major providers of ion exchange
resins, adsorbers and functional polymers which are used, in particular, for the treatment of
water and purification of glucose and starch solutions, as chemical catalysts and for the
treatment of chemical process streams. The products are sold worldwide under the brand names
Lewatit® and lonac®.
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Raw Materials, Suppliers and Service Partners

By far the most important petrochemical materials for the LANXESS Group’s production
activities are 1, 3-butadiene and styrene. Other important petrochemical raw materials include
acrylonitrile, benzene, C4-raffinate 1, isobutylene and toluene. In addition, the basic chemicals
ammonia, aniline, chlorine and sodium hydroxide are of major importance. The raw materials
are obtained from a large number of different companies, to some extent in the context of long-
term agreements. Chlorine and sodium hydroxide are supplied by Bayer Group companies to the
sites in the Lower Rhine region (Leverkusen, Dormagen and Uerdingen) (see also ‘‘Business
Transactions and Legal Relationships with Related Parties — Business Transactions and Legal
Relationships with the Bayer Group'). For fiscal year 2004, the company estimates that the ten
most important raw materials accounted for a total purchasing volume of approximately
€1.2 billion. This represents approximately 50% of the LANXESS Group’s total raw material
expenses.

The prices of petrochemical raw materials are exposed to strong cyclical volatility that is
dependent on, among other things, crude oil prices. This also applies to the prices of inorganic
chemicals which, in the case of chlorine and sodium hydroxide, are dependent on, among other
things, electricity prices and, for example in the case of ammonia and formaldehyde, on natural
gas prices (see also ““Risk Factors — Risks relating to the Business of LANXESS").

LANXESS procures its most important raw materials through its own centrally-managed global
procurement organisation in close coordination with the business units.

In 2004, the principal suppliers of petrochemical raw materials were BP p.l.c., London, Great
Britain, Shell (a joint venture between Royal Dutch Petroleum Company, The Hague,
Netherlands,.and The Shell Transport and Trading Company p.l.c., London, Great Britain), BASF,
Chevron Phillips Chemical Company LLC, The Woodlands, Texas, Huntsman LLC, Salt Lake City,
Utah, Repsol YPF, Madrid, Spain, Exxon, Dow Chemical, Nova Chemicals Corporation, Calgary
{Alberta), Canada, and the Bayer Group. At the same time, LANXESS obtains base chemicals
from BASF and the Bayer Group. The Company estimates that approximately 14% of the
LANXESS Group’s raw materials requirements in 2004 were met through the Bayer Group.

In Germany,. LANXESS obtains services to a large extent from the service companies of the
Bayer Group, namely Bayer Business Services GmbH (“BBS”’), Bayer Technology Services GmbH
(“BTS") and Bayer Industry Services GmbH & Co. OHG (“BIS"}, in which LANXESS GmbH holds
a 40% interest, and their subsidiaries. BIS' infrastructure services, such as energy, waste disposal
and logistics services, are largely provided locally in the chemical park sites, while the services of
BBS (economic management, administrative and IT services) and BTS (engineering and process
technology) are also provided outside Germany. LANXESS is contractually obliged to obtain a
range of services from BIS, BBS and BTS. Apart from these obligations, LANXESS is generally
free to obtain services from other companies. Moreover, foreign companies of the LANXESS
Group also utilise the services of the local Bayer companies, in particular, plant services and (T
services,

In addition to the services of the Bayer service companies, LANXESS also obtains services from
other Bayer companies. These services include, for example, infrastructure services of the Bayer
MaterialScience subgroup at the co-production plants in Antwerp, Belgium, Tarragona, Spain
and Map Ta Phut, Thailand. Furthermore, LANXESS utilises to a lesser extent the services of
other service partners, for example, the PC support provided by Borsu Computer GmbH,
Dusseldorf, Germany, and by Siemens Aktiengesellschaft, Berlin and Munich, Germany, at the
Leverkusen s"ite, and the procurement of energy services from TransAlta Corporation, Calgary,
Alberta, Canada at the Sarnia site in Ontario, Canada, and Sabine Corporation, Dallas, Texas at
the Orange, Texas site in the United States.

Production and Logistics

LANXESS is one of the major manufacturers of chemical and polymer products in Europe. At its
production plants, it can manufacture both the smallest quantities of products on the basis of
tailored customer syntheses as well as several thousand tonnes of basic, specialty and fine
chemicals and polymers.
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In organisational terms, the Group’s production operations are allocated to individual business
units. The most important production sites are located in Leverkusen, Dormagen and Uerdingen
in Germany, Antwerp in Belgium, Bushy Park and Addyston in the United States, Sarnia in
Canada, and Wuxi in China. LANXESS also has additional production sites in Argentina,
Australia, Belgium, Brazil, Canada, China, France, Germany, Great Britain, India, Italy, Japan,
Mexico, the Netherlands, South Africa, Spain, Thailand and the United States.

The production sites in Leverkusen, Dormagen, Uerdingen, Brunsbittel, Bitterfeld, Marl and
Bushy Park are operated as so-called “chemical park” sites. The site-related services for the
LANXESS operations in those locations are provided by the respective chemical park site
operators (Leverkusen, Dormagen, Uerdingen and Brunsbittel: Bayer Industry Services GmbH &
Co. OHG; Bitterfeld: a company of the Bayer Group; Marl: Infracor GmbH; Bushy Park: a company
of the LANXESS Group).

The Leverkusen site includes production operations for the Performance Chemicals, Chemical
Intermediates and Performance Rubber segments. As part of a network of various production
operations of the Basic Chemicals business unit at the Leverkusen site (the so-called ““aromatics
network”), a broad range of aromatic intermediates is manufactured from aromatic starting
products, in particular through chlorination, nitration, hydrogenation and isomer separation
(crystallisation and distillation). These include, in particular, chlorobenzenes, chlorotoluenes,
cresols, nitrotoluenes and amines.

The Uerdingen site includes, amongst other things, a production network of the Inorganic
Pigments business unit for the manufacture of pigments based of iron oxide and chromium
oxide bases which are used principally in the construction industry for colouring building
materials. Moreover, inorganic pigments for dyeing surface coatings, for colouring plastics and
for toner colour pastes, as well as polyols, oxidation products and benzyle products are
manufactured for the Basic Chemicals business unit. The high quality plastics Durethan® and
Pocan® are produced for the Semi-Crystalline Products business unit.

Dormagen includes, among other operations, a production network of the Styrenic Resins
business unit where the ABS plastics Lustran® and Novodur® are manufactured.

The production site in Antwerp, Belgium, is located in the middle of the Antwerp Harbour
chemical complex and is characterised by its excellent infrastructure. Several operations of the
Semi-Crystalline Products business unit which form a production network are located here.
Starting with organic and inorganic raw materials, the intermediates caprolactam and glass
fibres are produced for the manufacture of semi-crystalline thermoplastics such as Durethan®
and Pocan®. Moreover, production facilities of the Rubber Chemicals business unit for the
manufacture of additives for the rubber industry and the Butyl Rubber business unit are located
at the Antwerp site.

Production facilities for the Engineering Plastics and Performance Chemical segments are
located at the Bushy Park site in Charleston, South Carolina. Operations for the manufacture of
plastic fibres such as Dorlastan® and chemicals for the rubber and paper industry are located
here.

Production facilities for the Engineering Plastics segment are located at the Addyston, Ohio site.
The ABS plastics manufactured there are also used in the automobile industry.

The Wuxi production site is located in an industrial population centre in the south east of the
People’s Republic of China and, in addition to the production sites in Quingdao and Shanghai
{(also in the People’s Republic of China), is of strategic importance to LANXESS. Following the
development of the site in 1995, production capacity was gradually expanded. Currently, leather
chemicals of the Leather business unit are manufactured at the site. In addition, textile
processing chemicals of the Textile Processing Chemicals business unit are manufactured in
Wuxi for various types of processes in the textile industry, such as pre-treatment, dyeing
auxiliaries and textile printing.

The production site in Sarnia, Ontario, Canada, is assigned to the Performance Rubber segment.
Rubber products for the tyre and rubber industry are manufactured in the production operations
of the Butyl Rubber and Technical Rubber Products business units.
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The majority of LANXESS' operations use hazardous substances during production, involve
work with such substances or manufacture them. The safety of procedures and facilities, and
hence the safety of humans and the environment, constitutes an important objective for
LANXESS. LANXESS uses various methods and programmes to ensure safe operation of
facilities. ‘

1
LANXESS approaches both its safety inspections of industrial sites and ensuring of the safe
operation of inew facilities in a systematic manner. The approach is set forth in guidelines. The
status of safety inspections is recorded and updated. Moreover, regular training sessions are
conducted.

In all of its plants, LANXESS has taken technical and organisational precautions to minimise the
effects of possible incidents causing damage. The relevant precautions are specified in
emergency response plans which are constantly updated.

LANXESS focusses its manufacturing processes around safety, quality, profitability and
environmental protection. Therefore, LANXESS has set up an integrated management system
for most sites which meets the requirements of ISO 9001:2000 and 1SO 14001. Central quality
management is responsible for setting up and maintaining the management system, the
performance: status of which is reviewed by means of regular internal and external audits.

In order to ensure product quality, the respective plants inspect the materials and additives prior
to their use to check their identity and/or specification requirements. In order to achieve a high
level of process safety and keep reject levels to a minimum, the plants maintain their production
facilities in accordance with stipulated maintenance and servicing plan, and regularly train their
employees. The production plants identify quality-relevant process parameters and monitor
them during :production.

For the products manufactured by LANXESS and destined for sale, internal specifications or
written specifications prescribed by customers generally exist. Such specifications stipulate the
respective quality features and, where applicable, application features.

The customers of the LANXESS Group place their orders through 36 domestic and foreign
LANXESS cdmpanies, through 37 distribution agencies of the Bayer Group, as well as through
several hundred independent distribution partners (independent distributors and sales agents).
A number of customers also avail themselves of the opportunity to place orders via an Internet
portal for chemical products (“ELEMICA”) — a so-called “B2B" solution — or a LANXESS-
specific Internet tool (“LanxessONE”).

Newly-produced goods are either converted during production or retained in tanks for filling into
road and raill tankers, railway boiler cars or ships. The Company’s own storage facilities as well
as external storage facilities are used for intermediate storage. Goods are delivered to customers
from distribution warehouses, customers’ consignment warehouses or centrally from factory
warehouses. Due to the wide range of products manufactured in Europe, European customers
are supplied principally from the European LANXESS sites. As a rule, customers in other
regions — to the extent possible — are also supplied from regional production sites. The SAP R/3
computer system is used to support logistical handling of orders for customers to be supplied
from the European and most of the U.S. sites, while orders in other regions are processed using
local standard systems.

Export and import activities necessary for international goods transactions are handled by
regionally-centralised organisational units (so-called “Order Process Centers”). This applies both
to the direct! supply of customers — including the associated credit operations — and to the
supply of the LANXESS Group’s storage facilities. The Order Process Centers also assume
responsibility for procuring transport services provided by shipping companies operating both
regionally and globally. Deliveries to consignment warehouses are coordinated exclusively by
the Order Process Center in Europe. Other goods-related services, such as the filling or storage of
products, are managed centrally by LANXESS GmbH in the German Lower Rhine plants.

The regional'’Order Process Centers of the LANXESS Group are located in Cologne, Germany and
Pittsburgh, Q.S.A. In addition, Order Process Centers are currently being set up in Sao Paulo,
Brazil, Mexico City, Mexico, Hong Kong, Singapore, and Tokyo, Japan. The duties of these units
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will also include inventory management for local storage facilities and supply processing for
local business.

LANXESS also centrally monitors from Germany the Group’s worldwide receivables arising from
goods and services supplied to customers (receivables management). Nevertheless, customer-
related activities relating to the determination of payment terms, notice procedures and
determination of customer credit limits are carried out by the local LANXESS companies or
business units.

Customers, Marketing and Distribution

LANXESS distributes its products globally to several thousand customers in more than
140 countries. As a rule, these customers include the leading companies in their respective
industries. The LANXESS Group’s customer base is spread broadly: In 2003, the Company
generated less than 20% of its sales through its ten most important customers. In 2003, sales
generated by companies belonging to the Bayer Group constituted less than 10% of total sales.
Customers of the LANXESS Group operate especially in the chemicals and polymers,
automobiles and transport, tyres, construction, electrical engineering and electronics, and life
sciences industries. In addition, LANXESS companies supply enterprises in the leather, paper
and textile industries and are active in niche markets such as the market for halogen-free flame
retardants and cold sterilisation for beverages. The business units of the LANXESS Group and a
large proportion of its customers — particularly in Europe and North and South America — can
look back on many years of joint business relations which form the basis for today’s solid
customer loyalty.

The LANXESS Group’s activities in marketing and distribution are generally managed
independently by the respective business units using their own sales organisations. This
facilitates a high level of customer proximity and individual marketing strategies, which are
reviewed using customer satisfaction surveys and customer wish enquiries, among others.
Depending on customer needs and purchaser structures, customers are serviced globally on a
centralised basis by Key Account Managers (e.g., Technical Rubber Products) or (especially in
case of a large number of local customers) by regionally independent business units
(e.g., Styrenic Resins). In countries where certain business units generate only minor sales
revenue, local distribution organisations are generally not created for these business units and
several business units are jointly represented by joint sales representatives or external dealers.
In market sectors in which LANXESS provides additional services in the form of technical
application support (e.g., in the Textile and Leather segments), application technicians provide
on-site support to local distribution employees from regional or global technical centres. In
specific areas, a worldwide network of technical service laboratories is available for the support
of application technicians {(e.g., Material Protection Products). At present, LANXESS is not
participating in any major electronic auction procedures for customer orders. The possibility,
however, that LANXESS will take part in such procedures in future cannot be excluded.

In countries in which LANXESS is not represented through a foreign affiliate, LANXESS also
relies on the sales organisation of the Bayer Group. In this respect, local distribution is primarily
handled by Bayer Group companies on the basis of agency agreements offering the option of
independent distributorship. This distribution structure is currently used primarily in the
countries or regions of Northern Europe (Sweden, Finland, Denmark, Norway and the Baltic
States), Central and Eastern Europe (Poland, the Czech Republic, Slovakia and Hungary), Russia
and the other CIS states, as well as Korea and Taiwan in Asia. The establishment of LANXESS'
own distribution structures in certain regions is currently under review. The Company expects
that the corresponding sales will be approximately €0.7 billion in 2005 (see also ’Business
Transactions and Legal Relationships with Related Parties — Business Transactions and Legal
Relationships with the Bayer Group”).

In addition, LANXESS distributes its products via several hundred independent distribution
partners {independent distributors and sales agents) worldwide which are integrated into the
networks of the business units. In particular those customers only purchasing small quantities of
products are serviced in cooperation with local or regional distribution partners.
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Product-related marketing activities by the LANXESS Group are generally independently
managed by the business units. In this respect, central offices cooperate with the respective
business units in selecting new product names in order to achieve Group-wide agreement. In
future, LANXESS plans to provide particularly important products using word-picture marks. A
link to the name “LANXESS” is to be established by means of an X" supersign with a red bar.
LANXESS is:currently conducting a centrally-planned global campaign to establish the name
"LANXESS”.{ LANXESS' marketing activities also include participation in the key global industry
trade fairs and application-specific regional trade fairs.

Capital Expenditures

LANXESS bases the scope of its capital expenditures on its current cash budget. The funds are
allocated to the business units in accordance with strategic requirements. In this respect, the
Company takes into account both the need for so-called “basic capital expenditures' and for so-
called ““growth investments”. The basic capital expenditures serve to maintain business
operations and comprise the following types of expenditures:

* Expenditures for replacement and maintenance work in order to ensure continued
availability of the facilities;

* Expenditures to ensure safety at the production facilities;
+ Expenditures to improve quality and efficiency; and
. Exper}ditures to comply with environmental protection provisions.

In the case of growth investments, the Company takes into account both the return and
enhanced value generated by the investments, as well as the establishment and further
development of its business activities.

Details about the most important capital expenditures made in the last two fiscal years and about
the current and budgeted LANXESS capital expenditures are provided in the section entitled
““Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Liquidity and Capital Resources — Capital expenditures’'.

Research and Development

The research;and development activities of the LANXESS Group are aimed at further developing
the existing product range, developing new areas of application for products and improving
product quality by optimising production procedures and reducing production costs.

In organisational terms, the research and development units of the LANXESS Group are
allocated to the individual business units. This is intended to ensure that development activities
are strictly oriented around the business units’ requirements and those of their markets and
customers. Thus, for example, business units involving a high proportion of commodities
(products with a high level of market maturity), such as Basic Chemicals, concentrate on
constantly improving their production facilities and processes {process optimisation). Other
business units, such as Material Protection Products, Semi-Crystalline Products and Leather,
focus their research and development activities increasingly on optimising their products and
their products’ quality, as well as developing new products oriented around market requirements
and the special needs of customers. Through strict orientation around the requirements of the
respective business units, relinquishment of basic research, critical project selection and
systematic use of existing development synergies (e.g., by using application technologies that
have already been developed for substances with similar structures), LANXESS plans to
structure its research and development efficiently and to minimise R & D expenses as a whole.

Globally, LANXESS has research and development units at various locations, with principal sites
in Leverkusen, Dormagen, Krefeld-Uerdingen (all Germany) and Sarnia (Canada). Other R & D
centres are located in Madurai (India), Woodbridge (U.S.A.) and Ede (the Netherlands).

As at 30 September 2004, LANXESS employed approximately 800 employees in its worldwide
research and development units. In fiscal years 2003 and 2002, based on the Combined Financial
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Statements, the Group spent approximately €168 million (approximately 2.7% of sales) and
€149 million {approximately 2.2% of sales), respectively, on research and development.

in the Performance Rubber segment, the bulk of the research and development activities are
performed by the Technical Rubber Products business unit. The research and development
activities of this business unit focus on optimising existing products and processes and on the
ecological structuring of production processes. in addition, new products and product lines are
developed and supported untit they are ready for market launch. In this respect, LANXESS
cooperates with institutes at various universities. The most recent result of Technical Rubber
Products’ development activities was the new Therban® AT product line, introduced at the
K 2004" trade fair in October 2004.

The research and development activities of the Engineering Plastics segment focus on the
discovery and development of new areas of application for existing products. This applies, in
particular, to the thermoplastics Durethan® and Pocan®, and the plastic-metal hybrid technology
developed for them. In addition, the research and development units support ongoing business,
especially with respect to compound products — for example, by improving the ability to
process the products — and work on projects for quality and efficiency optimisation.

In the Chemical Intermediates segment, the R & D activities concentrate largely on the Custom
Manufacturing division of the Fine Chemicals business unit. Here, individual manufacturing
processes for customer-specific intermediate products are developed as a service, and the
relevant products are manufactured. Custom Manufacturing is intended to enable the customer
to concentrate on its own core competencies and to reduce development times. In contrast to all
other R & D activities conducted by the LANXESS Group, in this case development services thus
constitute an integral part of the service provided. The principal customers are pharmaceutical
companies, manufacturers of crop protection products and companies that market chemical
specialties such as electronic chemicals, aromas and flavourings. Development activities in
Customer Manufacturing are currently undertaken in Leverkusen by approximately 190
employees. In addition, new technologies are licensed from external partners, such as the
Massachusetts Institute of Technology, U.S.A., or the Max-Planck Institute for Coal Research
(Max-Pianck Institut fiir Kohlenforschung), Milheim, or developed with outside partners,
including the Max-Planck Institute for Coal Research, Ludwig-Maximilian University, Munich, and
the Swiss Coliege of Technology (Eidgendssische Technische Hochschule), Zurich.

In the Performance Chemicals segment, the focus is on application-related product optimisation.
In many markets — such as the textiles and leather markets — product life cycles are short and
products are subject to rapid changes, some of which are caused by developments in the fashion
industry. In order to be able to react quickly to such market changes, a need for constant and
flexible development work exists. For this reason, the development units of the Performance
Chemicals segment operate very close to the market, in some cases as part of joint projects with
customers.

Patents, Licences and Trademarks

The internationally-oriented industrial property rights strategy of LANXESS is aimed at effective
patent protection for its own inventions and effective trademark protection for its own product
names. LANXESS places high priority on protecting its own innovations through industrial
property rights. In this context, the Company believes that the loss of individual rights or licences
will not have a material adverse affect on LANXESS business activities. Monitoring of industrial
property rights is centrally managed fromm Germany, except with regard to industrial property
rights registered in the names of United States or Canadian affiliates. These industrial property
rights, which are principally attributable to the business managed from the United States or
Canada, are administered there independently.

Patents and know-how

The patent rights which are to be transferred as part of the Spin-off at the request of LANXESS
and within five years of the Spin-off taking effect cover all of the patents necessary for the
LANXESS business activities. In total, these entail approximately 1,800 patent families
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worldwide, with approximately 8,000 patents or patent applications in all important industrial
nations. The patent portfolio is wide-ranging and covers the various business units of the Group.
LANXESS acquires patent rights by asserting its rights to employee inventions and submitting
them for registration and by licensing third-party patents. In addition to patents, LANXESS
possesses confidential know-how.

Certain patehts are of particular importance to individual business units:

In the Performance Rubber segment, patents and patent applications are of particular
importance, inter alia, as regards polybutadiene rubbers, where they are of particular relevance
to anionic and Ziegler-Natta-catalysed polybutadiene rubbers (Polybutadiene Rubber).
Moreover, pétents and patent applications are particularly important with respect to technical
rubber products, rubber gels (Technical Rubber Products) and with respect to modified butyl
rubber compounds, which can be used for the manufacture of high quality rubber products for
the tyre and rubber industry (Buty! Rubber).

For business activities in the Engineering Plastics segment, patents and patent applications used
for the manufacture of ABS polymers and finished ABS products (Styrenic Resins) are of
particular importance, in addition to patents and patent applications with respect to stabilised
metal building components, the processing and treatment of glass fibres as fillers for polymers
and with reépect to the manufacture of polyamides and polybutylene terephtalate (Semi-
Crystalline Products). Fibre-related patents and patent applications are focused on additives and
stabilisers for fibre manufacture or application thereof (Fibers).

Important patents and patent applications of business units in the Chemical intermediates
segment principally concern the manufacture of starting and intermediate products for crop
protection, active ingredients used in pharmaceuticals and other high quality fine chemicals such
as starting products for cosmetics (Fine Chemicals), aromatics chemistry such as the production
of aromatic compounds for chlorination and nitration and amino compounds (Basic Chemicals)
and inorganic pigments for use in colouring construction materials and technical oxides, such as
iron oxide, for use as adsorbers in drinking water and wastewater {Inorganic Pigments).

For the business units of the Performance Chemicals segment, patents and patent applications
are particularly important with respect to wood preservation, industrial preservatives and
disinfection {(Material Protection Products), the manufacture of dichromate (Leather), textile pre-
treatment, dyeing auxiliaries and textile finishing (Textile Processing Chemicals) and paper dyes
and fluorescent whitening agents, process chemicals and functional chemicals (Paper).
Moreover, the patent portfolio includes, among other things, industrial property rights for the
production of monodisperser ion exchangers, for the manufacture of special ion exchangers for
water purification and their use in power plants, and patents and patent applications with respect
to the adsorption of heavy metals from groundwater and drinking water (ion exchange resins).
Finally, patents and patent applications with respect to additives for rubber, plastics and
lubricating oils (RheinChemie), in the area of specialty chemicals (e.g., for anti-reversion agents),
radiation protection agents, and vulcanisation activators (Rubber Chemicals), and with respect to
dyes for optical data storage and for plastics (Functional Chemicals) are of particular importance.

Trademarks?;

The trademark rights, which are to be transferred as part of the Spin-off at the request of
LANXESS, cover approximately 300 active trademark families and a total of approximately
8,700 trademark registrations. The trademark portfolio is currently being reviewed to determine
those trademarks important for LANXESS’ business activities. In future, the Group will, in
general, register new marks in all countries, in which significant sales of the relevant product are
expected. The business name “LANXESS” and numerous product markings are trademark
protected. Based on the Group’s four segments, the following trademarks are of particular
importance to LANXESS:

For the Performance Rubber segment, the trademarks Buna™ (not registered in the United
States) and Taktene® (Polybutadiene Rubber), Perbunan®, Therban® and Levapren® (Technical
Rubber Products) are particularly noteworthy. The trademark Buna™ is subject to an agreement
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with Buna Dow Leuna Olefinverbund GmbH, pursuant to which the parties grant each other a
licence to use Buna™ as a trademark and company name.

Important trademarks in the Engineering Plastics segment include Durethan® and Pocan® (Semi-
Crystalline Products); Novodur®, Lustran®, Absolac™, Absolan™, Triax® and Centrex® (Styrenic
Resins) and Dorlastan® and Atlas® (Fibers).

For the Chemica! Intermediates segment, the trademark Bayferrox® (Inorganic Pigments) is
particularly important.

For the Performance Chemicals segment, the most important product trademarks include
Preventol®, Tektamer®, Velcorin® Metasol® and Biochek® (Material Protection Products);
Chromosal®, Tanigan®, Levaderm® and Euderm® (Leather); Diadavin®, Tannex® and Tanaprint®
(Textile Processing Chemicals); Levacell®, Pontamine® and Astra™ (Paper); Rhenogran®, Aftux®
and Stabaxol® (RheinChemie); Vulkanox® and Vulkacit® {Rubber Chemicals} and Lewatit® and
lonac® (lon Exchange Resins) and Macrolex® (Functional Chemicals).

Licences

The patent licence agreements with Bayer MaterialScience AG are particularly important.
Pursuant to these agreements, the parties grant each other a licence (some exclusive, some non-
exclusive) with respect to certain patents, limited in scope to certain fields of activity of the
licensee (see “Business Transactions and Legal Relationships with Related Parties — Business
Transactions and Legal Relationships with the Bayer Group").

Moreover, the licence agreement concluded during the course of the Spin-off with Bayer AG,
granting the affiliated companies of the LANXESS Group an exclusive and royalty-free licence to
use certain marks containing the letter combination “BAY” for an indefinite period, is also
impartant (see the subsection herein entitled “— Products Portfolio”).

In addition, LANXESS is party to a large number of other licence agreements. The following
agreements are particularly important to individual business units:

Pursuant to a non-exclusive licence agreement with the Massachusetts Institute of
Technology, U.S.A., LANXESS is entitled to use the so-called “Buchwald Technology” which
relates to the coupling reactions for aromatics. The products manufactured under this procedure
constitute suitable starting materials for agricultural and pharmaceutical chemicals (Fine
Chemicals). Pursuant to licence agreements relating to ion oxides entered into with Toda Kogyo
Corp., Hiroshima, Japan, LANXESS has been granted a non-exclusive licence to manufacture
special magnetic particles for magnetic toners and non-exclusive licences in industrial property
rights for compacted ion oxide pigments which are used for colouring cement or mortar
{Inorganic Pigments).

Moreover, LANXESS has granted MeadWestvaco Corp., Delaware and Stamford, Connecticut, a
non-exclusive right to manufacture certain microcapsules in the United States and for the
worldwide distribution of carbonless copy paper (Paper). The patent and know-how licence
agreement with Weifang Weipeng Chemical Co. Ltd. (“Weifang Weipeng’’) which, as part of a
joint venture project with Weifang Yaxing Chemical Co. Ltd. (“Weifang'’) under which LANXESS
agreed to relocate its production of hydrazine hydrate to the People’s Republic of China was
originally executed by Bayer Chemicals AG and later transferred to LANXESS, grants Weifang
Weipeng a non-exclusive right, inter alia, to manufacture azodicarbonamide (ADC) and also
provides the necessary know-how for this purpose. ADC is used as a primary component for
blowing agents which LANXESS sells, for example, under the trademarks Porofor® and
Genitron®, Furthermore, a patent licence and know-how agreement was executed with LANXESS
Yaxing Chemiicals Co. Ltd, the joint venture company formed together with Weifang. Under this
agreement, LANXESS grants the joint venture company a non-exclusive right to manufacture
hydrazine hydrate and provides it with the necessary know-how (Functional Chemicals).

In addition, LANXESS GmbH is party to a variety of intra-Group licence agreements. These
licence agreements create a legal basis for other LANXESS companies (for example, those
having their registered office abroad) to use LANXESS GmbH's technology.
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With respect to its own trademarks, LANXESS GmbH will enter into new licence agreements with
LANXESS Group companies and, where applicable, with joint venture companies. Licence
agreements will continue to be concluded with downstream manufacturers (pursuant to so-
called “supporting trademarks’) as will agreements with respect to manufacturing and
distribution licences, except where LANXESS becomes party to agreements already in place.

Employees and Pensions

The followirig table provides an overview of the number of employees (headcount) of the
LANXESS Group as of 31 December 2002, 31 December 2003 and 30 September 2004, broken
down according to segments and functions:

‘ As of 31 December As of 30 September

Segment ; 2002 2003 2004

Performancei Rubber ... . ... .. ... 3,151 2,999 3,133
Engineering Plastics ............. ... ... ... ... ... .. ... 3,844 3,658 3,698
Chemical Intermediates............................... 4,265 4,059 3,925
Performance/Chemicals............................... 5,129 4,881 5,041
Service Functions and Corporate Center............... 5,071 4,826 3,822
Total ....... e 21,460 20,423 19,619

The decline in the number of employees is attributable above all to rules concerning age-related
retirement and to ordinary employee turnover. In the first nine months of 2004, the staff cutbacks
associated with the shutdowns of the plants in Marl and Goch {(Germany) also played a role. The
total number of employees also includes those employees currently distributing LANXESS
products pursuant to agency agreements entered into with the Bayer Group. As of 30 September
2004, this entailed approximately 400 employees. After the Spin-off takes effect, these
employees will continue to belong to the Bayer Group. As a result, the number of employees
attributable to the LANXESS Group will decline compared to the total number of employees
reported as of 30 September 2004.

In fiscal year 2002, an average of approximately 21,730 employees were attributable to the
business activities combined in the LANXESS Group, approximately 3,230 of whom were in the
Performance  Rubber segment, approximately 3,900 in the Engineering Plastics segment,
approximately 4,330 in the Chemical Intermediates segment and approximately 5,200 in the
Performance Chemicals segment, while approximately 5,070 held service and Corporate Center
positions. In fiscal year 2003, approximately 20,940 employees were attributable to the refevant
business activities, approximately 3,070 of whom were in the Performance Rubber segment,
approximately 3,750 in the Engineering Plastics segment, approximately 4,160 in the Chemical
Intermediates segment, and approximately 5,010 in the Performance Chemicals segment, while
approximately 4,950 held service and Corporate Center positions. Until 30 September 2004,
approximately 19,850 employees were in the LANXESS Group in 2004, approximately 3,170 of
whom were in the Performance Rubber segment, approximately 3,740 in the Engineering
Plastics segment, approximately 3,970 in the Chemical Intermediates segment, and
approximately 5,100 in the Performance Chemicals segment, while approximately 3,870 heid
service and Corporate Center positions.

In fiscal vyears 2002 and 2003, LANXESS AG, as a so-called “shelf company”
(Vorratsgesellschaft), did not have any employees. As of 30 September 2004, 56 employees were
employed at the LANXESS Corporate Center, which currently constitutes an organisational unit
within Bayer AG. Their employment contracts will pass to LANXESS AG when the Spin-off takes
effect. The Company assumes that the number of employees at the LANXESS Corporate Center
will increase to approximately 90 as a result of the creation of new functions once the Spin-off
takes effect.

LANXESS has made pension commitments in order to secure the retirement pensions of its
employees. In this regard, as of 31 December 2003, €283 million of the defined benefit
obligations for pensions were attributable to unfunded pension obligations, and €835 million
were attributable to funded pension obligations. As of the same date, the defined benefit
obligations for other post-employment benefits totalling €146 million were completely unfunded.
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The respective defined benefit obligations are faced in the balance sheet with provisions for
pensions and other post-employment benefits of €468 million, consisting of pension obligations
of €279 million and obligations similar to pension obligations of €129 million. Pension
obligations are faced on the asset side with other assets from pension commitments amounting
to €89 million. See the description in the section “Notes to the Balance Sheets — (26} Provisions
for pensions and other post-employment benefits” in the Notes to the Combined Financial
Statements for fiscal year 2003 in the financial section. The possibility of future increases in
pension provisions and annual contributions to the pension fund cannot be excluded. If
LANXESS continues to make additional pension commitments to executives under individual
agreements, further pension obligations on the part of LANXESS are created, which are not
covered by the above-mentioned pension provisions.

As part of the Spin-off, a General Works Agreement to Safeguard Sites and Employment il
{Gesamtbetriebsvereinbarung fiir Standort- und Beschédftigungssicherung IIl) (hereinafter
referred to as “SOS ') was concluded (see “'Further Details and Explanation of the LANXESS
Spin-off’’). The Company is currently reviewing all collective bargaining agreements applicable
to the LANXESS Group’s plants with a view to adapting such agreements to the changed overall
conditions. The Company’s Board of Management has already adopted resolutions regarding
specific personnel-related issues. Initial talks and negotiations with employee representatives in
connection with the planned measures have commenced. The parties to these talks and
negotiations have been unable to agree on individual issues to date.

Employee Participation Programme

In 2005, the Company plans to launch an empioyee participation programme in the form of a
stock purchase programme for LANXESS Group employees. The individual components of this
stock purchase programme are currently being developed. The Company is particularly
considering granting employees covered under collective bargaining agreements, as well as
lower and middle management employees, an opportunity to purchase at a discounted price
employee shares in LANXESS AG directly after disbursement of the annual profit sharing
payment. The shares purchased will be subject to a lock-up period. It is expected that the amount
of the price discount will be determined on the basis of the Company’s financial condition and
will be reset annually by the Company’s Board of Management. The number of shares offered for
purchase would be contingent upon the share price prevailing at the time at which they are
granted and the remuneration level of the qualified employee.

Programme for Executives

In order to establish an incentive system aimed at increasing the company’s value in the long
term, plans exist to offer a long-term incentive programme sometime in 2005 for employees at
the top management level of the LANXESS Group. This programme is to provide for variable
compensation depending on the stock market performance of LANXESS Shares and the
attainment of certain company financial targets. The programme is to consist of two
components, namely, a Stock Appreciation Rights Plan (virtuai stock option plan) and an
Economic Value Plan {long-term cash bonus based on an increase in company value). The
Company’s new Supervisory Board, which takes office at the expiry of the date on which the
Spin-off takes effect {(no sooner than the end of 28 January 2005), will begin discussing a stock
participation programme for the Board of Management after it takes office.

Real Property and Operating Sites

LANXESS operates production sites in 18 countries. Moreover, in a large number of countries,
the Group, as either owner or lessee, uses land with office buildings, warehouses, research and
development facilities and other facilities.

As of 30 September 2004, LANXESS GmbH and its direct and indirect subsidiaries owned total
land surface area of approximately 19,580,000 m?. Of this area, approximately 4,440,000 m? is
developed, and approximately 805,000 m? has been built upon. The foregoing figures do not
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include the approximately 1,114,000 m* of surface area at the site in Antwerp, Belgium, which
was transferred to LANXESS on 1 October 2004.

In addition, LANXESS uses real property with a total land surface area of approximately
500,000 m? — approximately 430,000 m? of which is developed, and approximately 220,000 m? of
which is built upon — under hereditary building rights (Erbbaurechten) or pursuant to foreign
long-term lease arrangements that are similar to a grant of hereditary building rights. The
following table provides an overview of the real property holdings used on the basis of such
arrangements as of 30 September 2004.

Hereditary E,Building Rights and Similar Long-Term Lease Arrangements*

Location : Area/Space (approx.)** Name of Owner Total Term
Antwerp (Belgium) ......... 96,500 m? Bayer Antwerpen NV 99 Years
Shanghai (PR China)........ 49,900 m? PR China 50 Years
Wauxi (PR China) ............ 35,800 m? PR China 42 Years
Wuxi (PR China) ............ 16,300 m? PR China 49 Years
Qingdao (PR China)......... 28,400 m* PR China 50 Years
Greppin (Germany) ......... 19,300 m? Bayer Bitterfeld GmbH Indefinite
Marl (Germany) ............ 117,800 m? Degussa 99 Years
Filago (Italy)f\; ................ 11,600 m? Bayer SpA ltaly 30 Years
Singapore (Singapore) ... ... 29,400 m? Juong Town Corporation 30 Years
Tarragona (Spain) .......... 80,000 m? Bayer Polimeros S.L 99 Years

2 Derivados Quimicos S.A 50 Years

Alcantarilla {Spain) ......... 17,000 m

* 56,000 m? df land at the Dormagen site, currently used under a hereditary building right held by Bayer AG, was sold
to LANXESS GmbH pursuant to the land purchase agreement between LANXESS GmbH and Bayer AG dated
30 December 2004,

** Rounded figures.

LANXESS GmbH currently also uses real property located at the factory site of the chemical park
sites in Leverkusen, Dormagen, Krefeld-Uerdingen and Brunsbittel, pursuant to lease
agreements with Bayer Industry Services GmbH & Co. OHG. On 30 December 2004, LANXESS
GmbH entered into a land purchase agreement with Bayer AG with respect to an area totalling
approximately 937,000 m? on the above-mentioned factory site, which will enter into effect at the
end of the first calendar day following the Spin-off. The area largely involves land parcels that
have not yet been surveyed. Approximately 552,000 m? of the land sold has been built upon. The
purchase price for the real property and operating equipment is approximately €256 million.
Possession, use and encumbrances pertaining to the land sold will pass to LANXESS GmbH
once the land purchase agreement enters into effect. Ownership of the land will be conveyed to
LANXESS foan as soon as the land register (Grundbuch) requirements for this purpose have
been met.

The transfer to LANXESS of foreign real property totalling approximately 74,000 m? is still
pending. Th¢ relevant agreements have already been concluded. The Company expects that the
conveyanceé will be effected during the course of 2005.
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The following table provides an overview of LANXESS’ most important sites as of 30 September
2004:

LANXESS’ Most Important Sites

Ownership/Lease/
Hereditary Building
Right/Purchased
Site Area (approx.)* from Bayer AG** Use of the Site

Leverkusen Chemical
Park Site................ 369,500 m?> Purchased from Production,

Bayer AG** administration,
marketing, research and
development, storage,
technical service

Dormagen Chemical
Park Site................ 225,800 m?> Purchased from Production,

Bayer AG** administration,
marketing, research and
development, storage,
technical service

Krefeld-Uerdingen
Chemical Park Site ...... 260,500 m?  Purchased from Production,

Bayer AG** administration,
marketing, research and
development, storage,
technical service

Antwerp (Belgium)*** ... 1,114,000 m¥ Ownership/Hereditary  Production,
96,500 m%  building rights/lease administration,
27,700 m? marketing, research and

development, storage,
technical service

Orange, Texas (U.S.A.)... 3,395,000 m?* Ownership Production, marketing,
technical service
Sarnia, Ontario (Canada) .. 1,926,000 m®> Ownership Production,

administration,
marketing, research and
development, storage,
technical service

*  Rounded figures.

** Land parcels that have not been surveyed on the factory sites of the chemical park sites in Leverkusen, Dormagen
and Krefeld-Uerdingen, and which were purchased by LANXESS pursuant to the land purchase agreement between
LANXESS GmbH and Bayer AG dated 30 December 2004.

*#¥ | and with an area of approximately 1,114,000 m? at the Antwerp site was transferred to LANXESS on 1 October 2004.

Environment

The acquisition, production and distribution of many products manufactured by LANXESS
require the use, storage, transport and removal of poisonous and hazardous materials,
chemicals and substances. LANXESS is subject to comprehensive environmental protection
laws, other statutes, technical rules and standards, which are constantly developing and
becoming ever more stringent. These concern, among other things, the restriction of air
pollution, discharges into above-ground and underground waterways, other emissions into the
environment, the production, handling, storage, transport, use and treatment or removal of
waste, and compliance with safety provisions at the work place to provide protection against
hazardous substances.
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One example of increased risk due to intensified environmental legislation is the Environmental
Liability Directive 2004/35/EC dated 21 April 2004, which must be implemented in EU Member
States by 30 April 2007. Pursuant thereto, companies in the chemicals industry will be subject to
extensive obligations to refrain from certain actions as well as duties of remediation with respect
to any events of hazard or damage that occur after 30 April 2007. This applies to damage to
biological diversity (protected species and natural living environments) in addition to soil and
waterways. The risks with regard to costs for companies in the chemicals industry will critically
depend on the implementing legislation of the Member States. Thus, for example, Member
States can restrict liability for approved emissions and development risks to cases of culpable
conduct. However, they are under no obligation to do so.

The extensive environmental statutes, regulations and other provisions applicable to the
LANXESS Group’s business may result in LANXESS having to remove or restrict contamination,
deposits or other effects from the emission of chemicals at relevant sites.

Given that L;ANXESS’ production plants have already been used for industrial purposes for a
long time —:in some cases for more than 100 years — significant contamination could be present
on LANXESS' sites. Within the LANXESS Group, there has been soil and groundwater
contamination at some sites in the past; the possibility that such contamination will occur or be
discovered at other locations cannot be excluded. In addition, LANXESS is responsible for a
large number of industrial sites containing, in some cases, pre-existing contamination requiring
securing or remediation. Frequently, the associated costs can hardly be estimated. Examples of
risks associated with pre-existing contamination to which LANXESS is exposed are described in
the section entitled “‘Risk Factors — Risks relating to the Business of LANXESS — Obligations
arising from_environmental protection laws and liability for pre-existing contamination’”. Claims
may be asserted by federal or state regulatory authorities, and also by private organisations and
individuals. In some countries in which the LANXESS Group operates, LANXESS could be
exposed to other legal consequences over and above the remediation of environmental damage,
such as the payment of damages or penalties. A particular liability risk with respect to
environmental damage exists for the LANXESS sites in New Jersey, U.S.A. Pursuant to the
“Natural Resource Damages’ initiative of the New Jersey Department of Environmental
Protection, all companies whose past industrial activities may have contributed to the
environmental damage, are held accountable for the remediation of such damage — on the basis
of unclear criteria — by way of class action lawsuits.

To the extent that cost estimates are presented below, they are generally based on assumptions
concerning the most likely extent of damage and the most likely cost of remediation ("'most likely
case”’). ‘

Increasingly: stringent legal provisions on the restriction of emissions of pollutants have
necessitatedf measures to reduce emissions at a number of LANXESS production sites. Such
provisions include, in particular, those contained in the VOC Directive {Directive 1999/13/EC on
the limitation of emissions of volatile organic compounds dated 11 March 1999) and also, for
German production sites, the pollution control rules of the Technical Instruction on Air Pollution
Control dated 24 July 2002 (TA Luft 2002). In the case of facilities that meet the requirements
under TA Luft 1986 but not, however, the requirements of TA Luft 2002 (so-called “existing
facilities’”’), the competent authorities may generally demand that the necessary remediation of
the facility be completed on or before 30 October 2007, and that all requirements be met by such
time. As a whole, LANXESS estimates the costs for the technological modernisation of its plants
at all sites until October 2007 pursuant to TA Luft 2002 and other emissions legislation at
approximately €80 mitlion.

The wastewbter treatment plants operated at LANXESS’ production sites must constantly be
adapted to qualitatively expanded discharge requirements. Because of emerging changes in the
law, LANXESS anticipates investment requirements of approximately €20 million for wastewater
treatment plants for all sites in coming years.

Financial risks arising from inspection and remediation liabilities also exist with regard to
approximatély 30 sites in the United States, which were or are owned by LANXESS or were
operated by LANXESS, or with regard to sites at which LANXESS' waste was stored or treated.
Liability on ithe part of LANXESS may arise, inter alia, pursuant to the U.S. environmental
protection act generally referred to as “Superfund” (Comprehensive Environmental Response,
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Compensation, and Liability Act or “CERCLA"), the Resource Conservation and Recovery Act
("RCRA") and similar U.S. state statutes and regulations. Pursuant to CERCLA, potentially both
the owner and the operator of the affected facility at the time of contamination are responsible
for a Superfund property. At most of the relevant U.S. sites, numerous companies — including
the LANXESS Group — have been advised that the U.S. Environmental Protection Agency
("EPA""), individual state authorities and private entities and individuals assume that the relevant
companies might be responsible for remediation pursuant to the above-mentioned legislation or
regulations thereunder. At other U.S. sites, the LANXESS Group is the sole responsible party.

A change in ownership of a given land parcel might also result in inspection and remediation
liabilities, e.g., as a result of an obligation on the part of the buyer to assume responsibility for
remediation and to provide security for any disposal costs.

As of 30 September 2004, LANXESS had set aside provisions for environmental protection
liabilities totalling €85 million. For other potential risks associated with environmental damage
events, see the section entitled “Risk Factors — Risks relating to the Business of LANXESS —
Obligations arising from environmental protection laws and liability for pre-existing
contamination’ .

In a master agreement concluded contemporaneously with the spin-off and acquisition
agreement, Bayer AG and LANXESS AG agreed on which of the contract parties, as between
themselves, bears the liability for property-related environmental contamination that was caused
or arose prior to the Spin-off date (1 July 2004). Generally speaking, the legal consequence of the
liability of a given contracting party is that it is generally required fully to indemnify the other
contracting party and its affiliated companies for any liability vis-a-vis authorities or other third
parties arising out of public and private law with respect to environmental contamination on the
relevant property. The provisions allocating liability for environmental damage essentially
attribute liability, based on the condition of a particular property (Zustandshaftung), to the
contracting party which used such property (or whose affiliated companies used such property)
as of the relevant date. The liability provisions also contain individual elements of the principle of
causation-based liability (Verursachungshaftung). In effect, liability attaches to the relevant
property concerned and, in simplified terms, differentiates as follows:

In principle (subject to any possibility of release that is foreseen), LANXESS AG is liable for any
and all environmental contamination on the so-called “LANXESS properties”. These essentially
entail real property used abroad by LANXESS on the effective date in Germany and abroad
which the companies of the LANXESS Group have, in some cases, particularly abroad, already
obtained, or will obtain from Bayer AG. Bayer AG is liable, in principle (also subject to any
possibility of release that is foreseen) for any and all environmental damage on the so-called
“Bayer properties”. These essentially entail any and all real property owned by Bayer AG or its
affiliated companies and used by LANXESS (with the exception of the LANXESS properties).
With respect to liability for environmental contamination on the real property of other third
parties, the contracting parties have agreed that LANXESS will be liable therefor if the
environmental contamination was caused by a LANXESS property via the groundwater. In
addition, the master agreement also contains special provisions for allocating liability in relation
to environmental contamination on specific properties (including landfills) and for liability for
environmental damage under certain acquisition agreements.

The master agreement caps LANXESS' liability for environmental contamination of real property
at €350 million. However, in simplified terms, this liability cap applies only to remedial action
ordered, agreed upon or actually carried out by the end of 2009. Otherwise, LANXESS AG and its
affiliated companies bear unlimited liability for environmental contamination.

Regulatory Provisions

The LANXESS Group is subject to applicable legislative and regulatory provisions that govern its
business operations in every country in which it operates. These include, in particular, provisions
concerning technical safety and environmental protection, provisions concerning filing,
registration and labelling, provisions concerning the handling of chemicals, building provisions,
employment law provisions and provisions governing job protection and work safety.
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Environmental regulations are of particular importance to the LANXESS business. The most
important ramifications of these laws are described in the section entitled “— Environment"".

The regulatory environment for companies in the chemicals and related industries is subject to
constant change and is continuously changing at the international, and, above all, the supra-
national and national levels, in order to conform to technological progress and the increased
safety needs and environmental awareness. This tightening of requirements could have adverse
effects on LANXESS' production costs and product portfolio.

Of great significance for the business activities of LANXESS will be the implementation of the
proposed EC regulation on the Registration, Evaluation, Authorisation and Restriction of
Chemicals (*REACh”), the draft of which was submitted by the European Commission on
29 October 2003. The current system for general industrial chemicals distinguishes between new
substances that were first brought onto the market after September 1981 and that must be
inspected and assessed for risks to human health and the environment in accordance with
Directive 67/548/EEC (deemed to be registered substances for purposes of REACh}), and so-called
“existing substances”, the existence of which in the market was known in September 1981. 99%
of all substances on the market are existing substances. Approximately 140 of these substances
currently count as prioritised substances and are subject to comprehensive risk assessments by
the authorities of the member states in accordance with the EC Regulation on the evaluation and
control of the risks of existing substances (Regulation (EEC} No. 793/93). In the Commission’s
opinion, the icurrent procedure for risk assessment is neither efficient nor effective and is to be
replaced by the REACh system.

+« REACH prescribes a general registration duty for substances manufactured or imported in
quantities in excess of one tonne. Under the Commission’s proposal, unregistered
substances may not be manufactured or imported.

+ With respect to substances giving rise to particular concern, an authorisation system for
use and market introduction of such applications will be launched. This affects
substances that fail into the following categories: ‘‘carcinogenic, mutagenic and
reproductively toxic” (CMR), “persistent, bio-accumulative, toxic”” (PBT) and ‘'very
persistent, very bio-accumulative” (vPvB). The requirements under the authorisation
procedure are risk-based: It is incumbent upon the applicant to prove that the risks in
relation to use of the relevant substance are reasonably controlled or that these are
outweighed by the socio-economic benefits of their introduction into the markets. A duty
to substitute these substances using appropriate alternative substances or technologies

may apply.

In order to facilitate the transition to the REACh system for those substances that are already on
the Common Market, the draft regulation provides for the gradual introduction of the registration
requirements over three years (for substances in the CMR group categories 1 and 2 in a quantity
in excess of "1 t/a and for other substances in a quantity of 1000 t/a), six years (substances in a
quantity of 100 to 1000 t/a) and up to eleven years (substances in a quantity in excess of 1 t/a and
hazardous substances in products) after the regulation enters into effect.

As a company in the chemicals industry, LANXESS will be affected by the additional technical,
organisational and financial expenses necessarily associated with the registration, evaluation
and authorisation mechanisms. Additional costs will arise specifically from the preparation of
chemical safety reports to be submitted for general registration purposes (Chemical Safety
Report — CSR), the substance safety assessments necessary for these purposes (Chemical
Safety Assessment — CSA), determining exposure and the expanded requirements for safety
data sheets (Safety Data Sheet — SDS). During the course of the authorisation procedure, it may
turn out that individual products of LANXESS will no longer be able to be manufactured
profitably.

The regulation is not expected to enter into effect before the end of 2006 or the beginning of
2007. During parliamentary debate, the draft regulation may yet be subjected to various
amendments or stopped entirely. Nevertheless, LANXESS has commenced preparations that
should facilitate application of the new regulatory framework contemplated in the Commission’s
proposal. Thus, for example, production quantities are being recorded in accordance with the
quantity thresholds for the planned registration procedure and classified according to
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substances and preparations. Moreover, LANXESS has commenced gap analyses in relation to
the chemical-physical and toxilogical properties of the chemicals. Computer systems are being
upgraded with a view to preparing CSR, CSA and SDS.

In total, LANXESS currently estimates that the costs associated with the launch of the REACh
system in the eleven years allocated for full registration of all substances subject to the
regulation will be €200 million.

The biocide products manufactured by LANXESS are exempted from the pilanned REACh
regulations. They remain subject to the special authorisation procedure for biocide products
under EC Directive 98/8/EC, which was implemented in Germany pursuant to sections 12a to12]
of the German Chemicals Act (Chemikaliengesetz). The inspection and authorisation
requirements will apply by no later than 2010, and in some cases prior to that date, with respect
to all biocide products brought onto the market Community-wide if the relevant active ingredient
was evaluated at an earlier time and included in Scheduie | of the EC Directive. LANXESS
assumes that this will be the case for wood preservation products.

Other future costs for companies in the chemicals industry could arise from the implementation
of the “Strategy for Environment and Health’”” proposed by the European Commission in 2003
(SCALE Initiative). The aim of SCALE is to develop a Community-wide system for interlinking
information about the condition of the environment, the ecological system and human health
and thereby to improve, among other things, the evaluation of so-called ‘“‘cocktail effects”,
combined pressures and accumulated effects on human health. It is currently unforeseeable if
and when the SCALE plan of action, which initially applies for the 2004 to 2010 period, will
become binding Community law.

Competition laws and regulations are also relevant to LANXESS’ business. Thus, for example,
advertising for hazardous substances and biocide products is subject to particular restrictions
pursuant to Article 26 of Directive 67/548/EEC on the approximation of the laws, regulations and
administrative provisions relating to the classification, packaging and labelling of dangerous
substances and Article 22 of Directive 98/8/EC (in Germany, in conjunction with the provisions of
the German Chemicals Act and the hazardous substances regulation (Gefahrstoffverordnung)).

Furthermore, the products manufactured and distributed by LANXESS are subject to numerous
product-specific laws and regulations, in particular under European Community law. In addition
to chemicals and hazardous substances laws, LANXESS must comply, above all, with the
Community legal framework for biocide products, crop protection products, pharmaceuticals,
medical products and for food and consumer goods, as well as EC Directive 2000/53/EC on End-
of-Life Vehicles, the detailed disposal and labelling provisions of which affect plastics used in
motor vehicles and thus indirectly affect LANXESS’ product portfolio. With respect to food law,
Directive 2002/72/EC relating to plastic materials and articles intended to come into contact with
foodstuffs, for example, is notable. The provisions of this directive concerning migration
thresholds must be observed in refation to LANXESS’ plastic consumer goods. Amendments to
the legal framework applicable to a given LANXESS product could be associated with significant
capital expenditures.

Litigation/Regulatory Proceedings

The Company is not currently aware, except with respect to the proceedings described below or
above under “"— Environment’”, of any court cases, arbitrations or proceedings before
administrative authorities to which either LANXESS AG or any of its subsidiaries is a party that
could have a material impact on the financial condition of LANXESS or did have such impact
within the last two fiscal years. The Company is also not aware of any threat of any such
proceedings.

Antitrust Proceedings

Bayer AG is involved in a number of antitrust-related regulatory proceedings and civil lawsuits in
the United States, Canada and Europe with respect to the LANXESS business.
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As part of the Spin-off, the activities of the former Rubber Business Group of Bayer AG were
transferred to the LANXESS Group. Investigative proceedings were and are being conducted by
antitrust authorities in the United States, Canada and Europe in relation to various products that
were or are attributable to such business activities. In the United States and Canada, a number of
private class actions and individual actions are pending in this regard. Additional actions for
damages can be expected in the United States, and also in Canada.

Commencing in September of 2002, the U.S. Department of Justice launched criminal
investigations against Bayer AG based on various violations of Section 1 of the Sherman Act.
The proceedings were based on the charge that Bayer AG had engaged in illegal price fixing with
respect to various chemicals for rubber production (the period 1995 to 2001) and nitrile rubber
(the period May 2002 until the end of December 2002). The investigations resulted in two
indictments before the U.S. District Court for the Northern District of California in San Francisco.
Bayer AG admitted its guilt to the Department of Justice in two separate settlements dated
14 July 2004 and 13 October 2004, and accepted fines of U.S5.$66 million for the price fixing with
respect to rubber chemicals and U.S5.$4.7 million for the price fixing with respect to nitrile rubber.
Both settlements were approved by the court. LANXESS established provisions totalling
€20 million in the Combined Financial Statements to cover its portion of these fines, as
determined by the terms of the Spin-off. Of this amount, a provision of €12 million was
established for the Technical Rubber Products business unit in the Performance Rubber segment
and a provision of €8 million was established for the Performance Chemicals segment, the bulk
of which related to the Rubber Chemicals business unit.

The antitrust investigations by the European Commission and by the Canadian Competition
Bureau with ﬁespect to the above-mentioned price-fixing arrangements are continuing. It is likely
that the European Commission will impose a significant fine. For this purpose, as well as for the
additional European investigation described below, with respect to which Bayer AG was not the
first company to cooperate with the authorities, LANXESS has established a provision of
€15 million. In light of the status of the proceedings — the European Commission has not yet
sent the so-called Statement of Objections containing a provisional summary of the charges — it
is currently impossible to make a more detailed reliable estimate as to any risk of a fine. The
Company believes that there is also the risk of a fine in Canada, which cannot yet be quantified.

Administrative antitrust investigations are also pending in some other cases against Bayer AG in
conjunction with various other products that are also attributable to the former Rubber Business
Group. In certain cases, only Europe is affected. in one case, the Commission is conducting the
investigation itself, while in another case it has left the proceedings to the antitrust authorities of
the Member States. Two other cases involve the United States and Canada in addition to Europe.
In all cases, Bayer AG is cooperating with the competent antitrust authorities. In all but one of
these additional cases, Bayer AG was the first affected company to file the relevant application
with all competent antitrust authorities that have a special cooperation programme (“leniency
programme’’). The Company expects that a significant fine will be imposed on it with respect to
the investigation in which Bayer AG was not the first company to cooperate with the authorities.
It is not currently possible to estimate the amount of this fine. With respect to the remaining
investigations, the Company considers the prospects good that no fine will be imposed on
Bayer AG.

In the United States and Canada, various class actions and individual actions are pending against
Bayer AG, several of its subsidiaries and two subsidiaries of LANXESS (RheinChemie
Rheinau GmbH and RheinChemie Corp., Trenton, New Jersey) with respect to the foregoing
violations of antitrust law. In these proceedings, the plaintiffs — direct and indirect purchasers of
the relevant rubber products — are claiming not-yet quantifiable damages (including treble and
punitive damages), which could be potentially significant. Additional lawsuits seeking damages
can be expected in both the United States and Canada.

The financial risk associated with all of the proceedings mentioned above (with the exception of
criminal proceedings in which penalties have already been imposed), including the financial risk
associated with future civil damage actions, is currently not quantifiable. The Company expects
that significant expenses will be required during the further course of the criminal proceedings
and civil damage actions.
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In a master agreement, LANXESS AG and Bayer AG have agreed to specific terms and conditions
concerning the antitrust proceedings relating to the former Rubber Business Group of Bayer AG.
With respect to liabilities arising out of proceedings (whether in the form of fines, damages,
punitive damages or claims on the disgorgement of excess revenues arising from the antitrust
violation) that had at least commenced prior to 1 July 2004 or in respect of which a company had
taken steps prior to 1 July 2004 before an antitrust authority with a view to commencing such
proceedings, LANXESS AG will bear 30% and Bayer AG 70% of such liabilities, as between
themselves. Furthermore, LANXESS AG's liability is limited to a total of €100 million. In addition,
any tax disadvantages arising thereby due to limited deductibility for tax purposes are to be
reimbursed. The reimbursement payments are limited to €50 million per calendar year. The
Company considers it possible that the indemnity obligation of up to a total of €100 million, in
addition to the tax indemnity, will fully materialise. In accordance with the terms of a master
agreemeni, LANXESS AG and Bayer AG are to agree on rules for handling the proceedings (for
more details concerning the master agreement, see the section entitled “Business Transactions
and Legal Relationships with Related Parties — Business Transactions and Legal Relationships
with the Bayer Group"').

A number of class actions were filed in the United States against RheinChemie Corp. and
RheinChemie Rheinau GmbH, in addition to Bayer Corporation, Pittsburgh, Pennsylvania and
other companies. The class actions are based on Section 1 of the Sherman Act and charge the
defendants with price fixing with respect to, among other things, adipic acid-based polyester
polyols during the period from February 1998 to 2002.

Ficobel

On 29 June 2002, the French company, Ficobel S.A.S., Puteaux, France, brought proceedings
against LANXESS Elastomeres S.A.S., Lillebonne, France (a wholly-owned subsidiary of
LANXESS GmbH) for payment of €9,688,324.62 plus interest based on a steam supply agreement
between the two companies relating to steam supply in the years 2000 to 2003. Alternatively, the
agreement should be renegotiated pursuant to the “hardship clause”. Should the negotiations
fail, LANXESS Eilastoméres S.A.S. should under the claim be ordered to pay a penalty of
€7,075,919.00 plus taxes. Moreover, the plaintiff asserted a claim based on procedural grounds
for €30,000.00. The defendant, LANXESS Elastoméres S.A.S., asserted a counterclaim for
damages of €675,000.00, repayments of €2,953,700.00 (in each case plus interest) as well as a
claim based on procedural grounds for €25,000.00. In addition, as security for enforcement of the
expected judgment, it filed an application that Finergaz S.A. — the parent company of
Ficobel S.A.S. which had provided a guarantee of performance of the agreement by
Ficobel S.A.S. in a comfort letter given to LANXESS Elastoméres S.A.S. — be joined to the
proceedings.

On 30 June 2004, the Tribunal de Commerce de Paris ordered LANXESS Elastomeres S.A.S. to
pay Ficobel S.A.S. €9,688,324.60 plus interest for the supply of steam and €20,000.00 for
procedural costs, and to pay Finergaz S.A., which had been joined to the proceedings, €2,000.00
in costs on procedural grounds. Defendant LANXESS Elastoméres S.A.S. filed an appeal against
the judgment with the Cour d’Appel on 13 October 2004.

Ficobel S.A.S. could assert additional claims associated with the explosion of one of the
generators used by Ficobel S.A.S. on the grounds of the production facility. In this respect,
Ficobel S.A.S. has commenced proceedings against LANXESS Elastoméres S.A.S. and other
parties to secure evidence.

PolymerLatex GmbH & Co. KG

In an extrajudicial dispute, settled by means of an agreement dated 28 October 2004, LANXESS
Elastoméres S.A.S. and PolymerLatex GmbH & Co. KG disputed the validity of a contract
manufacturing agreement in place between them. In accordance with the terms of the
settlement, the dispute was settled against payment of a net amount of €4.5 million by
PolymerLatex GmbH & Co. KG to LANXESS Elastomeéres S.A.S.
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Prosytec .

Since 1994, a total of 148 proceedings before various French courts have been instituted against
LANXESS S.A.S., Puteaux, France, Bayer AG and Bayer Polysar International S.A., Fribourg,
Switzerland, based on the delivery of allegedly faulty raw materials (Butyl XL 20/ Butyl XL 10000)
to Prosytec S.A. The proceedings were instituted by Prosytec S.A., its insurers and its end
customers. The amount at issue for all proceedings totalled approximately €150 miilion. With the
exception of a few minor proceedings, these disputes have since been decided at the highest
judicial level in favour of the defendants LANXESS S.A.S., Bayer AG and Bayer Polysar
International ' S.A. In particular, Prosytec’s appeal in the largest proceeding involving
approximately €104 million was dismissed in July 2004 by the Cour de Cassation. Only in a
counterclaim'for damages filed by LANXESS S.A.S. was LANXESS S.A.S. ordered to pay costs of
the other parties in the amount of approximately €85,000.00.

i

Ritgers Elbechemie GmbH

In connection with the sale of the H-acid production of the Bayer Group in Brunsbittel, Bayer AG
had promised Riitgers Elbechemie GmbH, Castrop-Rauxel, that it would assume the shutdown
costs in the event of the shutdown of production by Riitgers Elbechemie GmbH. Differences of
opinion concerning the amount of the payment due were settled by means of a settlement
agreement entered into in June 2004, pursuant to which Bayer Chemicals AG paid a final one-off
amount of €4.8 million. The agreement was assigned to LANXESS as part of the combination of
the chemicals and polymers activities in LANXESS GmbH and its subsidiaries.

Asbestos Litigation

The Bayer GFoup is currently involved in a number of asbestos-related disputes in the United
States. These disputes passed to the LANXESS Group as part of the Spin-off with respect to
several sites.

Silicon dioxide “Silica” Case

Lawsuits have been filed in Graves County, Kentucky, against Bayer Corporation — as the legal
successor to Mobay Corporation, New Jersey, of Miles, Inc., Indiana, and of Agfa Corporation,
New York — together with other defendants, by former employees and other third parties in
connection with alleged injury to health based on the alleged handling of materials containing
silicon or use of products containing silicon. Based on the current status of the proceedings, the
possibility that sites passing to LANXESS under the Spin-off will also be affected, thereby
triggering liability on the part of LANXESS, cannot be excluded.

Albemarle Corporation

Bayer Chemiéals Corporation, Pittsburgh, Pennsylvania filed for a declaratory judgment against
Albemarle Corporation, Richmond, Virginia ("“Albemarie”’) before a Federal District Court. The
court was asked to issue a binding declaration with respect to the contents of certain provisions
in a supply agreement between Albemarle and Bayer Chemicals Corporation. The District Court
ruled in favour of Bayer Chemicals Corporation. Albemarle filed a counter-claim and appealed
against the lower court’s decision. Should the Court of Appeals reverse the judgment of the
District Court and reach the opposite conclusion, such a ruling would result in a payment
obligation on'the part of LANXESS, inasmuch as LANXESS has become a party to the dispute by
virtue of the combination of the chemicals and polymers activities in LANXESS GmbH and its
subsidiaries.

National Drying Machinery Company

Bayer Chemicals Corporation, Pittsburgh, Pennsylvania brought an action for damages in state
court in Pennsylvania against National Drying Machinery Company, Philadelphia, Pennsylvania,
U.S.A. The complaint is based upon the delivery of an allegedly faulty pigment dryer at the end
of 1999, the faults in which were allegedly not cured in the subsequent period. Should the court
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rule against National Drying Machinery Company, LANXESS, as the legal successor to Bayer
Chemicals Corporation, could be awarded damages in a not insignificant amount, inasmuch as
LANXESS has become a party to the dispute by means of the combination of the chemicals and
polymers activities in LANXESS GmbH and its subsidiaries.

Troy Chemical Corporation

Troy Chemical Corporation Inc., New Jersey, U.S.A. (hereinafter referred to as “Troy Chemical
Corporation’), and Bayer AG had entered into a production, licensing and marketing agreement
for the Material Protection Products business unit (MPP), which now belongs to LANXESS.
Bayer AG terminated this agreement in 1998. in 2001, Troy Chemical Corporation instituted
arbitration proceedings before the International Chamber of Commerce and demanded, among
other things, damages of at least U.S.$3 million based on an alleged breach of contract. In
September 2003, the complaint was dismissed in full and Troy Chemical Corporation was
ordered to pay the costs incurred by all the parties. No further legal remedies are available to
Troy Chemical Corporation.

Bomanite Corporation/QC Construction Products LLC

On 5 January 2005, LANXESS Corporation was served with notice of a claim by Bomanite
Corporation, Madera, California, U.S.A. and QC Construction Products LLC, Delaware and
Madera, California, U.S.A. against LANXESS Corporation in the Superior Court of California,
Madera County. In addition to LANXESS Corporation, the suit also names, inter alia, Bayer
Corporation and Bayer Chemicals Corporation. The suit alleges various breaches of the duty to
supply Bomanite Corporation with products pursuant to an existing supply agreement,
misappropriation of trade secrets and breaches of other agreements for which damages in the
amount of at least U.S.$650,000, an unspecified amount of punitive damages, injunctive relief
and other types of remedies are sought.

LANXESS has agreed to indemnify Bayer Corporation and Bayer Chemical Corporation against
any and all liability possibly arising out of this litigation. As the litigation is at an early stage, it is
not possible to estimate potential liability at this time. However, if a judgment is entered against
Bayer Corporation, Bayer Chemicals or LANXESS, the ultimate payment liability could have an
adverse effect on LANXESS'’ financial position and results of operations.

TransAlta Energy Corporation

A long-term agreement is in place between LANXESS Inc. and TransAlta Energy Corporation,
Calgary, Alberta, Canada, (“TransAlta”) concerning the supply of steam and electricity to the
plant in Sarnia, Ontario, Canada. Pursuant to this agreement, LANXESS is obliged to purchase a
certain amount of steam annually. Should LANXESS purchase different amounts of steam from
those stipulated, LANXESS must pay damages to TransAlta for any shortfall. Due to the
shutdown of various operations, LANXESS purchased significantly lower amounts for the period
from October 2002 to December 2003 than had been agreed. At the beginning of 2004, TransAlta
claimed damages of CAN$156 million. LANXESS is countering this claim by asserting that
TransAlta had not provided sufficient proof of corresponding damage. At present, no litigation is
pending. The supply agreement provides for arbitration proceedings in the event of disputes.

LANXESS Rubber N.V., Belgium (Taxes)

LANXESS Rubber N.V., a wholly-owned subsidiary of LANXESS GmbH, having its registered
office in Belgium, was owned by the Polysar Group which Bayer purchased in 1990 from the
Canadian seller, Nova Chemicals Corporation. As part of an external audit conducted around that
time, the Belgian tax office evaluated various business activities with affiliated companies
differently and thereupon ordered back tax payments, currently amounting to approximately
€117 million (including interest) after deduction of payments already made. An appeal was filed
against the relevant tax assessment notices and a suspension of enforcement of the tax
assessment notices was granted against provision of security, which was provided in the form of
a guarantee by a Bayer company for the current and future suspension period. Based on the
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existing expert opinions provided by external consultants, it can be assumed that, taking into
account the payments already made, the actual tax risk related to the audit findings will not
exceed the amount of €1.7 million for which provisions have been established. Moreover, the
Bayer Group has an obligation towards LANXESS to bear any tax liability incumbent upon
LANXESS Rubber N.V. that exceeds the amount of the established provisions.

Insurance

Until the Spin-off takes effect, LANXESS AG and its future subsidiaries are insured through the
group umbrella coverage of Bayer AG against destruction of or damage to their plants and the
resulting operational disruptions under a property damage and business interruption insurance
policy. Within this framework, the Company and its future subsidiaries also have insurance
protection under business, product and environmental liability insurance policies and goods
transportation insurance policies. Under Bayer AG’s group insurance policies, the members of
the governing bodies of the Company and all subsidiaries furthermore enjoy directors’ and
officers’ insurance coverage. In the Company’s opinion, LANXESS enjoys reasonable insurance
protection, to an extent customary in the industry, prior to the Spin-off taking effect.

Before the Spin-off takes effect, the Company will acquire new insurance policies for itself and its
future direct and indirect subsidiaries, which policies will enter into effect no later than the
effective date of the Spin-off. The possibility that these changes in insurance coverage could
create certain additional expenses for LANXESS cannot be excluded. The Company believes
that, even after the Spin-off takes effect, the companies of the LANXESS Group will continue to
enjoy reasonable insurance protection, to an extent customary in the industry, under the
insurance policies newly to be acquired out by LANXESS AG.
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General Information on LANXESS Aktiengesellschaft

Formation, Company Name, Registered Office, Fiscal Year and Term of the
Company '

LANXESS AG was formed on 28 October 1999 under the name SIFRI Beteiligungs
Aktiengeselischaft, having its registered office in Frankfurt am Main. The company, formed as a
so-called “‘shelf company’” (Vorratsgesellschaft) without its own business operations, was
recorded in the Commercial Register (Handelsregister) on 18 November 1999. LANXESS AG is a
stock corporation under German law (Aktiengesellschaft).

The annual financial statements and management reports of the Company for the fiscal years
2001, 2002 and 2003 in accordance with the German Commercial Code (Handelsgesetzbuch or
“HGB"') are contained in the financial section of this Listing Memorandum. Since the Company
had no business operations of its own as of 30 June 2004, an interim report as of this date is not
included. Until 31 December 2004, the Company was not required to prepare consolidated
financial statements in accordance with HGB. In fiscal years 2001, 2002 and 2003 LANXESS AG,
as a shelf company, did not generate any sales.

Bayer AG acquired all the shares of the Company by means of a purchase and transfer
agreement dated 9 and 13 July 2004. On 13 July 2004, the Company’s Stockholders’ Meeting
resolved to change the company name to LANXESS Aktiengesellschaft and to move the
registered office to Leverkusen. These resolutions were recorded in the Commercial Register for
the Company on 3 September 2004. The Company was capitalised in accordance with case law
parameters concerning the capitalisation of shelf companies. As a precautionary measure, the
provisions of the German Stock Corporation Act (Aktiengesetz) concerning post-formation
acquisition were applied with regard to agreements with Bayer AG if the relevant preconditions
existed.

LANXESS AG is recorded in the Commercial Register of the Local Court of Cologne (Amtsgericht
Kéin) under registration number HRB 53652.

Its fiscal year ends on 31 December of each calendar year.

The Company has been formed for an indefinite term.

Corporate Purpose

Under the Company’s articles of association, the corporate purpose of the Company is to engage
in manufacturing, distribution and other industrial activities or the provision of services in the
chemicals and poiymers areas.

The Company is authorised to engage in any business that is related to, or directly or indirectly
serves, that purpose.

The Company may establish, acquire and take participating interests in other enterprises, in
particular those whose corporate purposes fully or partially cover the areas set forth above. It
may bring companies in which it holds a participating interest under its uniform control or
confine itself to the administration of such interest. It may carve out its operations, in whole or in
part, to affiliated companies or may permit affiliated companies to perform its operations.

Creation and Structure of the LANXESS Group

Once the Spin-off takes effect, LANXESS AG, as the ultimate parent company of the LANXESS
Group, will hold all of the shares in LANXESS GmbH — which itself is an operating entity and
holds interests in over 50 domestic and foreign operating companies — and will largely perform
the functions of a management holding company. An overview of the significant direct and
indirect equity interests of LANXESS AG after the Spin-off takes effect is included in the section
entitled “Description of LANXESS AG’s Capital Stock.” The Board of Management of
LANXESS AG plans to conclude a control and profit and loss transfer agreement with LANXESS
GmbH, as the dependent company, and LANXESS AG, as the controlling company, and possibly
to alter the legal ownership structure within the LANXESS Group.
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'ne basic structure ot the LANXESS Group atter the Spin-oft takes ettect will be as Tollows:

LANXESS AG

100%

LANXESS GmbH

Domestic and Foreign
Equity Interests

The LANXESS Group will continue the majority of the chemicals and approximately one third of
the polymers activities of the Bayer Group. These activities were consolidated in LANXESS
GmbH (for détails, see the summary of the business activities in the section entitled “Further
Details and Explanation of the LANXESS Spin-off”). In creating the LANXESS Group, Bayer AG,
as the transferring entity, will transfer to LANXESS AG, as the acquiring entity, all of the shares
held by it in. LANXESS GmbH by way of a spin-off (Abspaitung zur Aufnahme) pursuant to
section 123 (2) No. 1 UmwG together with other of its assets and liabilities. In return for the spin-
off of the assets and liabilities to it, LANXESS AG will issue 73,034,192 shares to Bayer AG's
stockholders. In order to implement the Spin-off, Bayer AG and LANXESS AG entered into a
notarised spin-off and acquisition agreement on 22 September 2004. This agreement entered
into effect with the approval of the Stockholders’ Meetings of Bayer AG and LANXESS AG held
on 17 November 2004 and 21 December 2004, respectively. The actual Spin-off will enter into
effect when the transaction is registered in the Commercial Register (Handelsregister) for Bayer
AG at the Local Court of Cologne (Amtsgericht Kéin). The registration is anticipated for
28 January 2005 (for details concerning the Spin-off, see the section entitled *'Further Details and
Explanation of the LANXESS Spin-off'’).

Stockholder Structure

As of the date of publication of this Listing Memorandum, Bayer AG, as sole stockholder, holds
all currently outstanding 50,000 no-par shares of LANXESS AG.

These shares of the Company will be transferred by way of a spin-off pursuant to the German
Transformation Act {anticipated for 28 January 2005) to LANXESS AG, which will issue them to
Bayer AG's stockholders together with the new shares created by means of the capitat increase
carried out for purposes of implementing the Spin-off. When the Spin-off takes effect, all
LANXESS AG shares will be held by Bayer AG stockholders. Any given stockholder will hold the
same percentage interest in LANXESS AG as in Bayer AG (a spin-off maintaining proportionality
of ownership).

Immediately after the Spin-off takes effect, LANXESS will therefore no longer be affiliated with
Bayer AG — a fact that is generally not affected by the mandatory convertible bearer bond issued
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by LANXESS AG to Bayer AG, which has a face value of €200,000,000, is divided into 2,000
individual bonds with a face value of €100,000 each and matures on 15 September 2007
(hereinafter referred to as the “Convertible Bond”). This bond does not as such provide Bayer AG
with any ownership interest in LANXESS AG. If, however, Bayer AG holds any or all individual
bonds on the date the conversion right is exercised, which can be at any time between 20 July
2005 and 20 July 2007, or on the date of mandatory conversion, which will occur at maturity,
Bayer AG will once again receive LANXESS AG shares. The extent of the ownership interest thus
created will largely depend on the average listing price of the LANXESS shares during the first
ten days of stock exchange trading and the average listing price of the LANXESS shares in the
20 trading days prior to exercise of the conversion right or the mandatory conversion date, as the
case may be (see the section entitled "Business Transactions and Legal Relationships with
Related Parties — Business Transactions and Legal Relationships with the Bayer Group —
Convertible Bond issued by LANXESS AG to Bayer AG”).

The Company assumes, based on the notices published to date pursuant to the German
Securities Trading Act (Wertpapierhandelsgesetz or "WpHG"”), that no stockholder holds 5% or
more of the voting rights in Bayer AG. If this situation were to remain unchanged until the Spin-
off takes effect, no stockholder would hold an interest in LANXESS AG equal to or exceeding 5%
at the time the Spin-off takes effect.

Earnings and Dividend Per Share, Dividend Policy, Distribution of Profits

The stockholders’ participation in profits is determined by the proportion of the capital stock they
hold. According to the Company’s articles of association, the Stockholders” Meeting may subject
the profit participation of new shares to different provisions in the event of capital increases.

The adoption of resolutions to distribute dividends on the Company’s shares for a given fiscal
year is a matter for the Annual Stockholders’ Meeting held in the subsequent fiscal year,
following a proposal by the Board of Management and the Supervisory Board. A dividend may
only be distributed for a given fiscal year on the basis of a balance sheet profit shown in the
Company’s unconsolidated financial statements. In determining the balance sheet profit
available for distribution, the result for the fiscal year, i.e., annual surplus, must be adjusted for
profits and losses carried forward from the previous year and for withdrawals from or allocations
to reserves. German law requires that certain statutory reserves be created.

According to the Company’s articles of association, the Board of Management and the
Supervisory Board are authorised, when approving the unconsolidated annual financial
statements, to allocate to other retained earnings, in whole or in part, the net income remaining
after deduction of the amount to be allocated to statutory reserves plus any loss carry forward.
Allocation of an amount greater than one half of the net income for the year to other retained
earnings shall not be permissible if, as a result of such allocation, the other retained earnings
would exceed one half of the capital stock.

As part of any resolution concerning the allocation of balance sheet profits, the Stockholders’
Meeting may allocate additional amounts to retained earnings or carry them forward as profits.
According to the Company’s articles of association, the Stockholders’ Meeting may resolve to
distribute the entire or part of the balance sheet profit to the stockholders by way of distribution
as dividend in kind.

All 73,034,192 no-par shares to be issued after the Spin-off enters into effect will carry full
dividend rights for the fiscal year commencing 1 January 2004 and for all subsequent fiscal
years.

Dividends are paid in compliance with the rules of the clearing system of Clearstream Banking
AG, Frankfurt am Main. Details about any dividends approved by the Stockholders’ Meeting and
the paying agents nominated by the Company in such case are published in the electronic
version of the Federal Gazette (Bundesanzeiger) and in at least one national publication
designated by the Frankfurt Stock Exchange for statutory stock market notices.
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The following overview shows the earnings and dividends per share of LANXESS AG for fiscal
years 2001, 2002 and 2003, although it must be noted that LANXESS AG, as a shelf company, did
not conduct its own operations throughout this time period:

2001 2002 2003
(in €) (in €) (in €)
Earnings per share (according to the German
Commercial Code (“Handelsgesetzbuch™)) ........... 0.000003  -0.000003  -0.000002
Cash dividend per share™ ............................. 0 0 0

*  Based on the issued capital stock admitted to trading after the Spin-off enters into effect, divided into 73,034,192 no-
par shares. .

The following overview shows the consolidated earnings of the LANXESS Group attributable to
each share based on the Combined Financial Statements for fiscal years 2002 and 2003:

2002 2003
(in €) (in €)

Earnings perlshare {Combined Financial Statements)™ ..................... -1.63 -13.65

*  Based on the issued capital stock admitted to trading after the Spin-off enters into effect, divided into 73,034,192 no-
par shares.

At present, no statements can be made concerning LANXESS AG's future dividend policy. At the
appropriate time, the Board of Management and the Supervisory Board of LANXESS AG will
establish their dividend policy, taking into account the Company’s results of operations, financial
condition, business outlook and other factors. The possibility cannot be excluded, however, that
LANXESS AG will not pay any dividends for the fiscal years ending 31 December 2004 and
31 December.2005.

Auditor

PwC Deutsche Revision Aktiengesellschaft, Wirtschaftspriifungsgesellschaft,
Hohenzollernring 21-23, 50672 Cologne (hereinafter referred to as “PwC’’) was appointed as the
Company’s auditor for fiscal year 2004. PWC Deutsche Revision Aktiengesellschaft, Wirtschaft-
sprifungsgesellschaft, Friedrich-List-Strasse 20, 45128 Essen has audited the group financial
statements (Combined Financial Statements according to IFRS) of the LANXESS Group as of
31 December: 2003 and has issued an unqualified audit opinion in connection therewith. The
unconsolidated financial statements of the Company as of 31 December 2001, 31 December 2002
and 31 December 2003 were audited by the auditor Diplom-Volkswirt Wolfgang Sell,
Leopoldsweg' 2, 61348 Bad Homburg, in accordance with the German Commercial Code
(Handelsgesetzbuch), and an unqualified audit opinion was issued in connection with each such
audit.

i

Notices, Paying Agent and Depository Agent

Pursuant to the Company’s articles of association, company notices are published in the
electronic version of the Federal Gazette (Bundesanzeiger). Any notices related to the shares will
also be published in the electronic version of the Federal Gazette and in at least one national
publication designated by the Frankfurt Stock Exchange for statutory stock market notices.
Notices required under German securities laws are published in a national publication
designated by the Frankfurt Stock Exchange for statutory stock market notices and in the print
version of the Federal Gazette.

Deutsche Bank AG, Frankfurt am Main, serves as the paying and depository agent.
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Description of LANXESS AG’s Capital Stock

Capital Stock and Shares

LANXESS AG's capital stock currently amounts to €50,000.00, divided into 50,000 ordinary no par
value bearer shares {no-par shares), each such no-par share currently representing a €1.00
portion of the capital stock. The capital stock in the amount of €50,000.00 is fully paid in. On
21 December 2004, the Company’s Extraordinary Stockholders’ Meeting resolved to increase the
Company’s capital stock in order to implement the Spin-off. The implementation of this capital
increase was registered in the Commercial Register (Handelsregister) for the Company on
10 January 2005. Once the Spin-off is registered in the Commercial Register for Bayer AG, which
is anticipated to occur on 28 January 2005, the Company’s capital stock will amount to
€73,034,192.00 and will be divided into 73,034,192 no-par shares, each such no-par share
representing a €1.00 portion of the capital stock.

Each share carries one vote at the Company’s Stockholders’ Meeting. There are no restrictions
on voting rights. The shares carry full participation rights from 1 January 2004, i.e., for the entire
2004 fiscal year, and for each following fiscal year. Should the Company be dissolved, the assets
remaining after the liabilities of the Company have been met will be allocated to the Company’s
shares on a pro rata basis.

All shares of the Company will be issued as no par value bearer shares (no-par shares). All
shares of the Company are intended to be represented by one or more permanent global
certificates deposited at Clearstream Banking AG, Frankfurt am Main, as depositary bank.
Section 5{1) of the articles of association of the Company precludes stockholders from
demanding individual certificates for their shares. The issuance of share certificates and all
related details are left to the discretion of the Board of Management (section 5(2}).

Development of the Capital Stock

The capital stock has amounted to €50,000.00 since the Company’s formation (see “— Capital
Stock and Shares"').

The capital increase, which will cause LANXESS AG’s current capital stock of €50,000.00 to
increase by €72,984,192.00 to €73,034,192.00 and will involve issuing 72,984,192 no-par bearer
shares, will be implemented against a contribution in kind consisting of the assets and liabilities
to be spun off, i.e., in particular, Bayer AG’s equity interest in LANXESS GmbH. The capital
increase was approved by the Company’s Extraordinary Stockholders’ Meeting on 21 December
2004 and was registered in the Commercial Register {Handelsregister) for the Company on
10 January 2005. Pursuant to sections 125 sentence 1, 66 and 130(1) UmwG, the registration of
the implementation of the capital increase is a prerequisite for the registration of the Spin-off in
the Commercial Registers for LANXESS AG and Bayer AG. The capital increase will take effect
once the Spin-off is registered in the Commercial Register for Bayer AG, which is anticipated to
occur on 28 January 2005.

Authorised Capital

On 15 September 2004, LANXESS AG’s Extraordinary Stockholders’ Meeting resolved to create
authorised capital (genehmigtes Kapital). The Board of Management was thereby authorised
until 30 August 2009, subject to the Supervisory Board’s approval, to increase the Company’s
capital stock by a total of up to €36,517,096.00 through one or more issuances of new no-par
shares against contributions in cash or in kind. The Stockholders’ Meeting directed the Board of
Management to apply to have the authorised capital entered in the Commercial Register
immediately after the capital increase that is to be implemented in connection with the Spin-off
has taken effect. An application to register the resolution concerning the authonsed capital in the
Commercial Register is to be made once the Spin-off has taken effect.

In the event that use is made of the above authorisation to increase the capital stock,
stockholders are generally entitled to subscription rights. However, the Board of Management is
authorised, subject to the Supervisory Board's approval, to exclude stockholders’ subscription
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rights in certain cases. In particular, the Board of Management is authorised to exclude
subscription rights in order to avoid fractionat amounts, to grant subscription rights to holders of
warrants or convertible bonds issued by the Company or its subsidiaries, and in the event of
capital increases against contributions in kind for purposes of acquiring companies, company
assets or participating interests in companies. In the case of capital increases against cash
contributions, the Board of Management is authorised to exclude subscription rights with
respect to no more than 10% of the capital stock existing at the time of the resolution regarding
the first use of the authorised capital, provided that the issue price of the new shares is not
substantially lower than the market price of the shares already listed. Furthermore, the Board of
Management may exclude subscription rights, with the Supervisory Board’s approval, in the
case of an exercise of conversion rights or upon performance of the Company’s conversion
obligation in connection with the convertible bond in the nominal amount of €200,000,000.00, to
the extent necessary to allow the issuance of new no-par shares to the holders of the convertible
bonds. This authorisation enables LANXESS AG, among other things, to service the conversion
rights or conversion obligations under the convertible bond (see also “Business Transactions
and Legal Relationships with Related Parties — Business Transactions and Legal Relationships
with the Bayer Group — Convertible Bond issued by LANXESS AG to Bayer AG").

Authorisation to Purchase Treasury Shares
|

By resolution dated 21 December 2004, LANXESS AG’s Extraordinary Stockholders’ Meeting
authorised the Board of Management, from the effective date of the Spin-off until 19 June 20086,
to purchase treasury shares amounting to up to 10% of the Company’s capital stock that exists
after the Spin-off takes effect. This resolution takes effect as soon as the capital increase takes
effect that was resolved upon in order to implement the Spin-off. The shares may only be
purchased on the stock exchange. In this context, the purchase price paid by the Company
(excluding incidental acquisition costs) may not deviate by more than 10% from the stock market
price of the shares of the Company on the stock exchange in Frankfurt am Main, as determined
during the opening auction in the Xetra trading system (or a similar successor system) on the
relevant tradihg day.

The Board of Management may exercise this authorisation either in full in a single transaction or
in parts over the course of several transactions. Shares may be purchased for any lawful purpose
or in pursuit of one or more of the purposes set forth in paragraphs (1), (2) or (3) below. In the
event that shares are purchased for any of the purposes set forth in (1) or {2) below, stockholders’
subscription rights shall be excluded. Specifically, the following arrangements have been
agreed:

{1) The Board of Management is authorised to sell the treasury shares purchased on the
basis of the authorisation other than via the stock exchange or pursuant to a share
offering to all stockholders. This authorisation is conditional upon the sale being made
against cash payment and the price not being substantially less, and in any case not
more than 5% less, than the stock market price of the Company’s shares at the time of
the sale. Far purposes of the foregoing sentence, the applicable stock market price is
the arithmetic mean of the Company’s share price on the Frankfurt Stock Exchange
over-the five trading days prior to the sale, as determined by the closing auctions in the
Xetra trading system (or a similar successor system) on those five trading days. This
authorisation is limited to a total of 10% of the capital stock. This 10% limit is reduced
by the amount of the capital stock represented by shares that are issued while this
authorisation is in force pursuant to a capital increase that excludes subscription rights
in accordance with section 186(3) sentence 4 of the German Stock Corporation Act
(Aktiengesetz, hereinafter also referred to as “AktG”). The 10% limit will also be
reduced by the amount of the capital stock represented by shares that are issued to
service warrant-linked bonds or convertible bonds, where such bonds are issued while
this ‘authorisation is in force to the exclusion of subscription rights based on an
analogous application of section 186(3) sentence 4 AktG.

(2) The Board of Management is authorised to transfer treasury shares purchased on the
basis of the authorisation to third parties, provided this is done for purposes of
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acquiring companies, company assets or participating interests in companies, or for
purposes of implementing mergers.

(3) The Board of Management is authorised to redeem the treasury shares purchased on
the basis of this authorisation without requiring another stockholders’ resolution.

The Board of Management may only exercise the authorisation described in paragraphs (1) and
(2} above with the consent of the Supervisory Board. Moreover, the Supervisory Board may
decide that the Board of Management must obtain the Supervisory Board’s consent regarding
measures to be taken on the basis of the resolution adopted at the General Stockholders’
Meeting concerning share buy backs.

The authorisation to acquire treasury shares is a general authorisation. LANXESS AG’s Board of
Management will have to decide whether and on what conditions this authority should be
exercised.

General Provisions concerning an Increase of Capital Stock

Pursuant to the German Stock Corporation Act, the capital stock of a stock corporation may be
increased by resolution of the Annual Stockholders’ Meeting, which must be adopted by a
majority of at least three quarters of the capital stock represented at the time the resolution is
adopted, unless the corporation’s articles of association specify a different majority.

In addition, the Stockholders’ Meeting may resolve to issue authorised capital. The issuance of
authorised capital requires a resolution to be adopted by a majority of three quarters of the
capital stock represented at the time the resolution is adopted, such resolution authorising the
Board of Management to issue shares up to a specific amount within a period not exceeding five
years. The nominal amount of the authorised capital may not exceed half of the capital stock
existing at the time of the authorisation.

Moreover, the Stockholders’ Meeting may resolve to create contingent capital for purposes of
issuing shares {i) to holders of convertible bonds or other securities convertible into shares of the
Company, (ii} as consideration in connection with a merger with another company or {(iii) to
executives and employees. Such resolution must be adopted by a three-quarters majority of the
capital stock represented at the time the resolution is adopted. The nominal value of the
contingent capital may not exceed half of the capital stock existing at the time the resolution is
adopted and, where the contingent capital is created for purposes of issuing shares to executives
and employees, may not exceed 10% of the capital stock available at the time the resolution is
adopted.

General Provisions concerning Subscription Rights

According te the German Stock Corporation Act, every stockholder in principle has subscription
rights to new shares (including convertible bonds, warrant-linked bonds, profit-sharing rights or
participating bonds) that are issued in a capital increase. Subscription rights are freely
assignable. Within a specified period prior to expiry of the subscription rights, trading of those
subscription rights may take place on German stock exchanges. The Stockholders’ Meeting may
exclude subscription rights by a resolution passed by a majority of the votes cast and at least
three quarters of the capital stock represented at the time the resolution is adopted. An exclusion
of subscription rights also requires a report by the Board of Management justifying the exclusion
of subscription rights by showing that the Company’s interest in excluding the subscription
rights outweighs the stockholders’ interest in such rights. Without such justification, the
exclusion of subscription rights upon the issue of new shares may be permissible if:

* the Company increases its capital stock against cash contributions;
+ the amount of the capital increase does not exceed 10% of the existing capital stock; and

» the issue price of the new shares is not substantially below the stock market price of the
shares.
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Stockholders’ Disclosure and Reporting Duties

Upon the admission of the shares to trading pursuant to official listing on the Frankfurt Stock
Exchange (see “Stock Exchange Listing — Subject Matter of the Stock Exchange Listing,
Timetable, Publications’), LANXESS AG, as a company listed on the stock exchange, becomes
subject to the provisions of the German Securities Trading Act (Wertpapierhandelsgesetz). The
German Securities Trading Act provides that any person whose voting interest in a listed
company attains, exceeds or falls below 5%, 10%, 25%, 50% or 75% through acquisition, sale or
by other means, must provide written notice to the Company and to the Federal Financial
Services Supervisory Authority (Bundesanstalt fiir Finanzdienstleistungsaufsicht) without undue
delay, but no later than within seven calendar days of his or her voting interest attaining,
exceeding or falling below the respective threshold. Such notice must also state the
stockholder’s current voting interest. The Company must publish this notice in an official
national publication for statutory stock market notices approved by the stock exchanges in the
Federal Republic of Germany without undue delay, but no later than nine calendar days
following receipt of the notice. In connection with this requirement, the German Securities
Trading Act contains several provisions designed to ensure that shareholdings are attributed to
those persons who actually control the voting rights associated with the shares. For example,
shares belonging to a company controlled by another are attributable to the controlling
company, as are shares held by the first company for the controlling company’s account or by a
company controlled by the first company. If the above-mentioned notice is not provided, the
stockholder is precluded from exercising the rights (including voting and dividend rights)
attached to the shares for so long as such default continues. In addition, a fine may be imposed
for the failure to comply with the notice requirements.

Equity Inte‘fests

The table below lists those of LANXESS AG's subsidiaries that have a book value of at least 10%
of the LANXESS Group’s stockholders’ equity and/or which contribute at least 2% of the
consolidated annual sales of the LANXESS Group or which are material for other reasons. The
table also sets forth important information relating to these subsidiaries. As the annual financial
statements for fiscal year 2003 were substantially affected by impairment charges, the
percentage of Group net income (loss) generated by a subsidiary in fiscal year 2003 is not a
meaningful measure of the subsidiary’s materiality to the LANXESS Group. Therefore, for
purposes of: assessing the materiality of subsidiaries, the primary indicators were the
subsidiary’s Book value as a percentage of the Group’s stockholders’ equity and the percentage
of the LANXESS Group’s external net sales generated by the subsidiary. In addition, companies
were taken into account if they were regarded as material for other reasons. The classification
was made on the basis of the Combined Financial Statements having regard to the respective
legal structures or, with regard to subsidiaries that were not legally formed until 2004, having
regard to the allocation of business activities under the relevant contractual agreements.

The Company will own, directly or indirectly, 100% of the capital stock of these subsidiaries once
the Spin-off has been implemented. The book value of these holdings is taken from the financial
statements of the LANXESS Group company that owns the equity interest {in most cases,
LANXESS Deutschiand GmbH). The earnings for the respective periods are taken from the
financial statements and/or accounting systems prepared or in place in accordance with
applicable national law.
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Company's

Book value receivables/
of interests {liabilities)
as of Reserves as from/to Net income/
Subscribed 30 Sept. 04 of 30 Sept. 04 subsidiaries (loss} for the  Income from
Area of Operations and capital as of  pursuant pursuant to as of most recent interests in
Name, Registered Office Segment 30 Sept. 04 to IFRS IFRS 30 Sept. 04  fiscal year fiscal year 2003

{in thousands)

LANXESS Deutschland GmbH,

Leverkusen.................... Manufacturing and distribution €20,000 i €1,796,013 €0 — 4
All segments

LANXESS Corporation,

Pittsburgh/Pennsylvania {U.S.A)  Manufacturing and distribution ~ U.5.$351,473  €119,841 $8,123  €197,762 -2 2
All segments

LANXESS Elastomeres S.A.S.,

Lillebonne {France} ............ Manufacturing and distribution €4,000 €0 €9,426 €0 €(16,206) €0
Performance Rubber

LANXESS HOLDING HISPANIA,

S. L., Barcelona (Spain) ........ Holding company €1,322  €18,871 £69,812 €0 _2 _2
All segments

LANXESS Inc.,

Sarnia, Ontario (Canada) ......, Manufacturing and distribution ~ CAN$61,000  €37,074 CAN$74,770 €0 - -2

Performance Rubber
LANXESS Internationat SA,

Fribourg (Switzerland) ......... Distribution €640 €229,933 £41,535 €0 2 -2
All segments

LANXESS N.V.,

Antwerp (Belgiumj............. Manufacturing and distribution £38,863 €179,963 €99,133 €0 -2 =

Engineering Plastics and
Performance Rubber

LANXESS Rubber N.V.,

Zwijndrecht (Belgium) ......... Manufacturing and distribution €3,350 €276,135 €79,862 €0 €24,339 €0
Performance Rubber

RheinChemie Rheinau GmbH,

Mannheim .................... Manufacturing and distribution €20,452 €26,716 €34,497 €0 €10,238 €0
Performance Chemicals

1) LANXESS Deutschland GmbH will become a subsidiary of LANXESS AG when the Spin-off takes effect because the
book value of the equity interest in LANXESS Deutschland GmbH will not be part of LANXESS AG’s assets until then.
The book value of the equity interest will be calculated based on the increase in the Company’s capital stock
associated with the contribution in kind.

2) The company was not legally established until fiscal year 2004, i.e., in fiscal year 2003 it functioned merely as a shelf
company with no operating business and its earnings were not connected with its current corporate purpose.
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Information on the Governance Bodies of
LANXESS Aktiengesellschaft

The governance bodies of the Company are the Board of Management (Vorstand), the
Supervisory Board (Aufsichtsrat) and the Stockholders’ Meeting (Hauptversammliung). The
powers of these governance bodies are governed by the German Stock Corporation Act
(Akiengesetz), the articles of association (hereinafter referred to as the “Articles”) and the rules
of procedure of the Board of Management and the Supervisory Board, both of which have yet to
be adopted.:

]

The Articles of the Company currently in effect, largely restated by the Extraordinary
Stockholders’ Meeting held on 1 December 2004, were amended by a resolution adopted at the
Stockholders’ Meeting held on 29 December 2004. The amendments will become effective only
after the Spin-off has taken effect and the so-called status proceedings (Statusverfahren) with
respect to the composition of the Supervisory Board, which are to be carried out subsequently,
have been concluded. The amendments were essentially made in view of the Company’s future
stock exchahge listing and the 16 member Supervisory Board to be formed in future in
accordance with the German Co-Determination Act (Mitbestimmungsgesetz) of 1976, The
following dlscussmn refers to the version of the Articles in effect after the Spin-off has taken
effect.

The Board of Management manages the business affairs of the Company in accordance with
applicable law, the Company’s Articles and the Board of Management’s rules of procedure,
which have Vet to be issued. It represents the Company as against third parties.

The Board of Management must ensure that reasonable risk management and risk controlling
are set up within the LANXESS Group, such that any developments that might jeopardise the
continued existence of the Company are recognised at an early stage. Moreover, the Board of
Management is obliged to report to the Supervisory Board on a regular basis — no less than
quarterly — concerning the course of the business, in particular, the sales and the condition of
the Company and its subsidiaries. At least once annually, the Board of Management must report
on the planned business policy and other fundamental issues concerning the Company’s and the
Group’s corporate planning. At the beginning of each fiscal year, the Board of Management must
submit the annual corporate plan. In addition, the Board of Management must report to the
Supervisory iBoard on transactions that might be of material importance to the Company’s
profitability or liquidity within a timeframe that enables the Supervisory Board to provide its
opinion before the transactions are effected. In important cases, the Board of Management is
obliged to report to the Chairman of the Supervisory Board. A transaction involving an affiliated
company which could have a material effect on the Company’s condition and of which the Board
of Management has become aware is deemed to be an important case for these purposes.
Pursuant to German law, individuals are prohibited from serving on a stock corporation’s Board
of Management and Supervisory Board at the same time.

The Supervisory Board appoints the members of the Board of Management and is entitled to
dismiss them for good cause. The Supervisory Board advises the Board of Management with
respect to the management of the Company’s operations and supervises its management.
Pursuant to the German Stock Corporation Act, the Supervisory Board is not permitted to
manage the Company. Pursuant to the rules of procedure for the Supervisory Board, which are
expected for 'the period following entry into effect of the Spin-off but which have not yet been
adopted, the'Board of Management must obtain the Supervisory Board’'s approval for specific
transactions and measures, usually before the relevant transaction or measure is effected. The
Supervisory Board’s approval is generally not required for transactions conducted between the
Company and its affiliated companies. The Board of Management must obtain the Supervisory
Board's approval if it takes part in certain measures implemented by a company dependent on
LANXESS AG.

The memberj‘s of the Board of Management and Supervisory Board owe fiduciary duties and
duties of care to the Company. In this respect, the members of these governance bodies must
protect a broad range of interests, in particular, those of the Company, its stockholders, its
employees and its creditors. Furthermore, the Board of Management must take into account the
stockholders” rights to non-discrimination (Gleichbehandlung) and equal disclosure. Should the
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members of the Board of Management or the Supervisory Board breach their duties, they will be
jointly and severally liable to the Company for damages. Insurance protection is in place for
members of the Board of Management and the current Supervisory Board under a D&O
insurance policy of the Bayer Group. For the period after the Spin-off takes effect, insurance
protection will be in place under a new D&O insurance policy (see “Information Concerning the
Business of LANXESS — Insurance”).

A stockholder generally has no possibility of proceeding directly against members of the Board
of Management or the Supervisory Board if the stockholder believes that the respective
members have breached their duties towards the Company. Only the Company is entitled to
demand damages from members of the Board of Management or the Supervisory Board. The
Company may waive or settle compensation claims only after a period of three years has passed
since the claim arose, and may do so only with the approval of the stockholders at the
Stockholders’ Meeting by a simple majority of votes cast and if no minority of stockholders,
whose combined shares equal or exceed 10% of the capital stock, lodge an objection on the
record.

Pursuant to German law, individual stockholders (as is the case for any other person) are not
permitted to exert influence on the Company for purposes of causing a member of the Board of
Management or the Supervisory Board to act to the detriment of the Company. Stockholders
with a controlling influence may not use such influence to cause the Company to act against its
own interests, unless the resultant detriment is compensated for. Any person who exercises his
influence to cause a member of the Board of Management or Supervisory Board, a commercial
attorney-in-fact (Prokurist} or an authorised representative to act to the detriment of the
Company or its stockholders must compensate the Company and its stockholders for any
resultant damage. In addition, the members of the Board of Management and of the Supervisory
Board are jointly and severally liable if they have acted in breach of their duties.

Board of Management

Subject to the requirement in the Company’s Articles that the Board of Management have at
least two members, the number of members of the Board of Management is determined by the
Supervisory Board. At present, the Company’s Board of Management has four members. The
Supervisory Board may appoint one member of the Board of Management as its Chairman and
another member of the Board of Management as the Deputy Chairman. Holders of proxies for
the members of the Board of Management may be appointed.

Members of the Board of Management are appointed by the Supervisory Board for a maximum
term of office of five years. Reappointment or extension of the term of office, in each case for a
maximum period of five years, is permissible. The current members of the Board of
Management were appointed by the Supervisory Board of LANXESS AG on 2 September 2004
for a three-year term. On 6 December 2004, the appointments of 2 September 2004 were
rescinded and the members of the Company’s Board of Management were newly appointed on
7 December 2004 by virtue of a Supervisory Board resolution for a three-year term commencing
when the Spin-off takes effect, but in any case expiring on 31 January 2008. The Supervisory
Board may revoke, for good cause, the appointment of a member of the Board of Management
prior to the expiry of his/her term of office, for example, in the event of a gross violation of duty
or if the Stockholders’ Meeting withdraws its confidence in the relevant member of the Board of
Management.

Pursuant to the Company’s Articles, the Board of Management may issue its own rules of
procedure to the extent they are not issued by the Supervisory Board. It is anticipated that the
Supervisory Board will adopt rules of procedure for the Board of Management prior to the Spin-
off taking effect. Pursuant to these rules of procedure, resolutions of the Board of Management
will be adopted by a simple majority of its members, unless applicable law or the Articles
mandate other majorities. In the event a vote is tied, the Chairman will have the deciding vote.

The Company is represented by two Board of Management members acting jointly, or one Board
of Management member acting jointly with a commercial attorney in fact.

The following individuals are currently members of the Company’s Board of Management:
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Dr. Axel Claus Heitmann (Chatrman of the Board of Management) {45 years of age): After
studying chemistry at the University of Hamburg and the University of Southampton (UK),
Dr. Axel Claus Heitmann was awarded a science doctorate in 1988. In 1989, he joined Bayer AG.
As part of a trainee programme, he held various positions between 1989 and 1991 in the Central
Research Division and in the Applications Development and Manufacturing sections of the
Rubber Business Group. After two years of management, he moved to Bayer UK Ltd., Newbury,
Great Britain, as head of the Rubber Business Group’s Bromsgrove site. In 1996, Dr. Axel Claus
Heitmann became head of Manufacturing and Technology of Polymer Latex, which was the joint
venture that had been newly-formed at that time by Bayer AG and Degussa AG. From March
1999 until 31 January 2002, he managed the Bayer subsidiary Wolff Walsrode AG. He then
became the general manager of the Rubber Business Group of Bayer AG before being appointed
to the Executive Committee of Bayer MaterialScience AG on 1 January 2002. Dr. Axel Claus
Heitmann has been the Chairman of the Company’s Board of Management since 2 September
2004.

Dr. Ulrich Koemm (member of the Board of Management) (54 years of age): After studying at the
Technical University of Munich and being awarded a science doctorate, Dr. Ulrich Koemm
initially worked as a scientist at the University of Kaiserslautern before being employed by
Bayer AG in 1980 as a laboratory manager in Inorganic Chemicals research (AC). From 1983 until
1986, he was a research team leader and then — in AC Manufacturing — manager of the chrome
plant and head of the fluorine department. In 1988, Dr. Uirich Koemm joined Bayer S.A., Sao
Paulo, Brazil, where he was responsible as the local general manager of the AC, LS and Pigments
and Ceramics (PK) Business Groups. After returning to Bayerwerk Leverkusen, he was made
head of manufacturing in the PK Business Group in 1992. In 1994, he was appointed head of
manufacturing in the Inorganics Business Group (Al) and, in 1997, he was appointed head of the
Inorganic Pigments Business Unit. In 1998, he became provisional head of the Inorganics
Business Group. From April 1999 until mid 2002, he was general manager of the Coatings and
Colorants Business Group(LS) of Bayer AG. Since 30 September 2003, Dr. Ulrich Koemm has
been Chairman of the Board of Management of Bayer Chemicals AG, Leverkusen. As of the date
the Spin-offitakes effect, Dr. Ulrich Koemm will resign his office at Bayer Chemicals AG by
agreement. Dr. Ulrich Koemm has been a member of the Company’s Board of Management
since 2 September 2004.

Dr. Martin Wienkenhéver (member of the Board of Management and Personne! Director)
(48 years of age): Dr. Martin Wienkenhover studied chemistry at the Westfalische Wilhelms
University in Minster. After being awarded his science doctorate, he commenced his career in
1985 at Bayer AG as head of a development and formulating laboratory in the then-existing Dyes
and Pigments Business Group. One year later he became a laboratory manager in dyes and
pigments research. In 1998, Dr. Martin Wienkenhover transferred to the Mobay Corporation,
Pittsburgh, U.S.A., which was a U.S. Bayer subsidiary at that time, where he initially worked as
group leader of research and development in the Dyes and Pigments Division and, from 1992, as
the head of research and development in the Organic Products Division. In 1993, he returned to
headquarters in Leverkusen where he initially headed dyes and pigments development and later
worked as a key account manager in marketing. Thereafter, he was responsible for the Reactive
Dyes Business Unit at DyStar Textilfarben GmbH, which was then a 50:50 joint venture between
Bayer and Hoechst. In April 1999, he became general manager of the Basic and Fine Chemicals
Business Group of Bayer AG. Since 30 September 2003, Dr. Martin Wienkenhodver has been a
member of the Board of Management of Bayer Chemicals AG, Leverkusen. As of the date the
Spin-off takes effect, Dr. Martin Wienkenhdver will resign his office at Bayer Chemicals AG by
agreement. Dr. Martin Wienkenhover has been a member of the Company’s Board of
Management since 2 September 2004.

Matthias Zachert (member of the Board of Management and Director of Finance (37 years of
age): After being trained as an commercial assistant at former Mercedes Benz AG in Stuttgart,
Matthias Zachert completed his studies in business administration from 1990 to 1995,
specialising in finance, and spent time abroad in the United States and France. He then joined the
young management programme of former Hoechst AG, where he was first appointed in 1996 as
head of the |PO project for the carve-out of the pharmaceuticals business Hoechst Marion Russel
(HMR). After holding other management positions at HMR, he was responsible in 1999 for
integrating the finance departments of the pharmaceuticals companies HMR and Rhone-Poulenc
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Rorer, which were consolidated into Aventis Pharma as a result of the merger between Hoechst
and Rhone Poulenc. In January 2000, Matthias Zachert was appointed chief financial officer of
the international region of this company, having its registered office in Paris. In summer 2002, he
transferred to Kamps AG in Dusseldorf, as director of finance, where he was involved in that
company’s restructuring. Mr Zachert has been a member of the Company's Board of
Management since 2 September 2004.

The members of the Board of Management may be contacted at the Company’s business
address.

The contracts with the members of the Board of Management provide for a three-year term
commencing on the date the Spin-off takes effect.

In fiscal year 2004, the members of the Board of Management did not receive any remuneration
from the Company. The remuneration paid to all current members of the Company’s Board of
Management by the companies of the Bayer Group totalled approximately €1,580,500. The Bayer
Group has established pension provisions totalling €4,954,618 for members of the Board of
Management.

After the Spin-off takes effect, the remuneration of the members of the Board of Management
will be based on a compensation system that provides for a base salary and supplementary
annual variable remuneration in the same amount. The total base salary of the members of the
Company’'s Management Board will amount to €1,869,000 per year on the basis of the current
agreements. The variable remuneration will be linked to the attainment of specified performance
targets.

No sanctions for violation of domestic or foreign criminal or securities laws have been imposed
on any member of the Board of Management in the past five years.

Dr. Ulrich Koemm and Dr. Martin Wienkenhover currently hold 1,700 and 3,400 Bayer shares,
respectively. Immediately after the Spin-off takes effect, they will hold 170 and 340 shares in
LANXESS AG, respectively, in accordance with the allotment ratio. Dr. Martin Wienkenhover
currently also holds an option to acquire a small number of additional Bayer shares, which may
be exercised from the beginning of 2005. The remaining members of the Board of Management
currently do not hold any Bayer AG shares and, for this reason, will not hold any shares in the
Company immediately after the Spin-off takes effect.

The Company currently has no loans outstanding to nor has it undertaken any guarantees or
sureties on behalf of members of the Board of Management. During the current or prior fiscal
years, the members of the Board of Management have not been and are not involved in any
transactions outside the scope of business of the Company or in any transactions of an unusual
nature, as regards either their form or substance, nor have they in earlier fiscal years been
involved in any such unusual transactions that have not yet been fully concluded.

Supervisory Board

The Supervisory Board of LANXESS currently has three members who were elected by the
hitherto sole stockholder, Bayer AG. Since LANXESS AG currently does not have any employees,
the statutory provisions on co-determination relating to employee representation on the
Supervisory Board do not yet apply, and no employee representatives are currently members of
the Supervisory Board.

The current members of the Supervisory Board are Klaus Kiihn, Cologne, Johannes Dietsch,
Wermelskirchen, and Dr. Roland Hartwig, Odenthal. All Supervisory Board members hold
various offices on supervisory bodies of companies affiliated with Bayer AG. Beyond this, they
do not hold any other Supervisory Board offices. The current members of the Supervisory Board
have, as agreed with the Company, resigned their office on expiry of the date on which the Spin-
off takes effect, and no sooner, however, than upon expiry of 28 January 2005. On 29 December
2004, the hitherto sole stockholder, Bayer AG, appointed the following three persons as new
Supervisory Board members, with effect from the day following the day on which the Spin-off
takes effect, but no sooner than with effect from 29 January 2005: Dr. Rolf Stomberg, Hamburg,
Dr. Friedrich Janssen, Essen and Mr Rainer Laufs, Kronberg.
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The names and principal occupations of the members of the Supervisory Board of LANXESS
Aktiengeselischaft who will serve on the Supervisory Board when the Spin-off takes effect are:

Additional Supervisory Board Appointments and
Appointments at Comparable German and Foreign

Name }: Position Supervisory Bodies of Business Enterprises
Dr. Rolf Stomberg Chairman of the Board of Member of the Supervisory Board of Deutsche BP AG,
‘ Directors of Management Hamburg
. Consulting Group plc, London  Member of the Supervisory Board of Biesterfeld AG,
Hamburg

Member of the Board of Directors of Reed Elsevier plc,
London, Great Britain

| Member of the Board of Directors of Smith & Nephew plc,
| London, Great Britain

‘ Member of the Supervisory Board of Reed Elsevier NV,
Amsterdam, the Netherlands

Member of the Supervisory Board of TPG Post Group,
Amsterdam, the Netherlands

Member of the Supervisory Board of Scania AB,
Sodertalje, Sweden

Dr. Friedrich Janssen Member of the Board of Member of the Supervisory Board of Gerling
; Management of E.ON Versicherungs-Beteiligungs-AG, Cologne
Ruhrgas AG, Essen Member of the Supervisory Board of HDI Rechtsschutz

Versicherungs-AG, Hanover

Member of the Supervisory Board of STEAG AG, Essen
Various appointments to the Supervisory Boards of
companies associated with E.ON Ruhrgas AG, Essen
Member of the Advisory Board of HD! Haftpflichtverband
des Deutschen Industrie Versicherungsvereins auf
Gegenseitigkeit, Hanover

Rainer Laufs Former Chairman of the Board Member of the Supervisory Board of WCM Beteiligungs-
of Management of Deutsche und Grundbesitz AG, Frankfurt am Main
Shell AG, Hamburg, currently  Member of the Supervisory Board of Klockner Werke AG,

! an independent consultant Duisburg

The appointment was made for the period ending upon the conclusion of the Stockholders’
Meeting at which the actions of the Supervisory Board for the fiscal year ending 31 December
2004 are formally ratified.

Once the Spin-off takes effect, the provisions of the German Co-Determination Act of 1976
(Mitbestimmungsgesetz 1976) will apply with respect to the composition of the Company’s
Supervisory Board. The Company will employ its own employees. Furthermore, employees
working at LANXESS Deutschland GmbH will be attributed to the Company. In the future, the
Supervisory Board will consist of a total of 16 Supervisory Board members, eight of whom will
be stockholder representatives, and eight of whom will be employee representatives. The
stockholder representatives will be appointed by the stockholders at the Stockholders’ Meeting
in accordance with the provisions of the German Stock Corporation Act. The future election of
the employee representatives will be constituted in accordance with the provisions of the
German Co-Determination Act of 1976.

Because the statutory provisions hitherto applicable with respect to the composition of the
Supervisory/Board will change once the Spin-off takes effect, the Board of Management is
obliged to conduct so-called ““status proceedings’ (Statusverfahren) pursuant to sections 97 et
seq. of the German Stock Corporation Act immediately after the Spin-off takes effect. During the
status proceedings, the Company’'s Board of Management will announce the new statutory
provisions governing composition of the Supervisory Board. Provided there is no objection to
the court having jurisdiction over the Company within one month of this announcement, the
Supervisory Board of LANXESS AG will be composed in accordance with such provisions.

The future Supervisory Board members that have already been elected will remain in office even
after the status proceedings. Their term of office will expire upon conclusion of the first
Stockholders’ Meeting of the Company called after the one-month period ends, but no later than
six months following expiry of the period. A judicial appointment in accordance with the rules of
the German Stock Corporation Act of the five stockholder representatives on the Supervisory
Board not yet appointed is planned following expiry of the one-month period under the status
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proceedings. The same is planned with respect to all eight employee representatives on the
Supervisory Board. Should the Court not establish the term of office of the court-appointed
Supervisory Board members, the stockholder representatives’ term of office will end upon
election of the stockholder representatives by the Company’s Stockholders’ Meeting, and the
term of office of the employee representatives will end upon completion of the election of the
employee representatives in accordance with the provisions of the German Co-Determination
Act of 1976. The new election of all stockholder representatives on the Supervisory Board is
anticipated to occur at the Annual Stockholders’ Meeting of the Company in 2005.

With a view to the expected status proceedings, the Company’s Stockholders’ Meeting already
resolved on 29 December 2004, among other things, that the provisions of the Articles
concerning the Company’s Supervisory Board be amended in light of the different legal
provisions governing composition of the Supervisory Board. The Board of Management was
instructed to apply for registration of the amendments to the Articles in the Commercial Register
after the Spin-off has taken effect and the one-month period under the status proceedings has
expired without any objections.

Unless indicated otherwise below, the following description relates to the Supervisory Board and
the Company’s Articles after the adopted amendments to the Articles have been registered and
the remaining stockholder representatives and all employee representatives have been judicially
appointed.

The members of the Supervisory Board may be contacted at the Company’s business address.

Unless the Stockholders’ Meeting provides for a shorter term at the time of the election, the
Supervisory Board members and, where applicable, their substitute members, will be elected in
accordance with the Company’s Articles and section 102 of the German Stock Corporation Act
for the term ending on conclusion of the Stockholders’ Meeting at which the actions of the
Supervisory Board for the fourth fiscal year following commencement of the term (not counting
the fiscal year in which the term commenced) are formally ratified.

If no elected substitute member is available, the election of a successor to a Supervisory Board
member who leaves office before the expiry of his term of office will be valid for the remainder of
the term of office of the vacating member, unless the Stockholders’ Meeting stipulates a shorter
term for the successor. At the time a Supervisory Board member is elected, a substitute may be
appointed who will join the Supervisory Board if the Supervisory Board member leaves the
board prematurely without any successor having been appointed. The term of office of any
stockholder representative on the Supervisory Board who joins the Supervisory Board in this
manner will expire no later than upon the expiry of the term of office of the vacating Supervisory
Board member.

According to the Articles, any member of the Supervisory Board may resign his office without
cause upon written two weeks' notice sent to the Chairman of the Supervisory Board or to the
Board of Management. Dismissal of a stockholder representative on the Supervisory Board
requires a majority of no less than three quarters of the votes cast. According to the rules of
procedure of the Supervisory Board, which have yet to be adopted, the term of office of a
Supervisory Board member shall in any event expire upon the conclusion of the Stockholders’
Meeting following the 72" birthday of the relevant Supervisory Board member.

The Supervisory Board will elect from its midst a Chairman and a Deputy Chairman in
accordance with section 27 paragraphs 1 and 2 of the German Co-Determination Act of 1976.
Unless a shorter term of office is stipulated at the time of their election, the term of office of the
Chairman and the Deputy Chairman shall be equivalent to their term of office as member of the
Supervisory Board. The election will be held following the Stockholders’ Meeting at which the
stockholder representatives on the Supervisory Board to be elected by the Stockholders’ Meeting
have been appointed; there is no special notice requirement for such meeting. Should the
Chairman or his Deputy prematurely leave office, the Supervisory Board shall elect a successor
at its next meeting.

The Supervisory Board Chairman is responsible for calling and chairing Supervisory Board
meetings. The Supervisory Board has a quorum if no less than half of the members of which it is
to be comprised in total participate in adopting the relevant resolutions. A member will also be
deemed to have participated in the adoption of a resolution if he or she abstains during the vote.
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The Supervisory Board can adopt resolutions by simple majority of the votes cast, unless
applicable law prescribes other majorities. Should a vote on the Supervisory Board result in a tie,
then the Chairman of the Supervisory Board will have two votes in a new election on the same
issue that is the subject of the resolution and such vote again results in a tie. The Deputy
Chairman of the Supervisory Board does not have a second vote.

According to the Company’s Articles, the Supervisory Board issues its own rules of procedure.
There are plans for the hitherto-serving Supervisory Board to issue its own rules of procedure
before the Spin-off takes effect, which rules are to comply with the provisions of the German
Corporate Governance Code.

According to the Articles of the Company currently in effect, the members of the Supervisory
Board each ireceive fixed annual remuneration in the amount of €5,000, in addition to the
reimbursement of their expenses. According to the Articles that will be in effect for the period
after the Spin-off takes effect, the members of the Supervisory Board will be reimbursed for their
expenses and will also receive fixed annual remuneration of €30,000. The remuneration for the
Chairman will be three times this amount, and that of the Deputy Chairman one and one half
times that amount. Any Supervisory Board members who are members of a committee will
additionally -receive one quarter of the mentioned remuneration, while Supervisory Board
members who chair a committee will further receive an additional quarter of such remuneration.
in any evenf, however, the maximum amount a given member of the Supervisory Board is to
receive is three times the annual remuneration of €30,000. The Company will reimburse the
Supervisory Board members for any expenses incurred in exercising the duties of their office,
including any value added tax imposed on remuneration and reimbursement of expenses.

In fiscal year 2004, the current Supervisory Board members did not receive any separate
remuneration for their work.

No sanctions for violation of domestic or foreign criminal or securities laws have been imposed
on any of the current or the already elected three future members of the Supervisory Board in the
past five yeadrs.

The future Supervisory Board member Dr. Stomberg currently holds 2,000 Bayer shares.
Immediately after the Spin-off takes effect, he will hold 200 shares in LANXESS AG in accordance
with the allotment ratio.

The Company currently has no loans outstanding to nor has it undertaken any guarantees or
sureties on behalf of the current and the already elected future Supervisory Board members.
During the current or prior fiscal years, the current and already elected future members of the
Supervisory Board have not been and are not involved in any transactions outside the scope of
business of the Company or in any transactions of an unusual nature, as regards either their
form or substance, nor have they in earlier fiscal years been involved in any such unusual
transactions that have not yet been fully concluded.

Stockholders’ Meeting

The Stockholders’ Meeting is held at the Company’s registered office or in a German
municipality- having more than 100,000 inhabitants. Each no-par share is entitled to one vote at
the Stockholders’ Meeting.

According to corporate law, resolutions of fundamental significance require, in addition to a
majority of votes cast, a majority of no less than three quarters of the capital stock represented at
the adoption of the relevant resolution. Resolutions of fundamental significance include
specifically: :

* capital increases where subscription rights are excluded;
. capitél reductions;

1
+ the creation of authorised or conditional capital;

+ split-up or a spin-off as well as the transfer of the Company's entire assets;

107




¢ the conclusion of inter-company agreements (in particular, control and profit and loss
transfer agreements);

* a change in the Company’s legal structure; and
* dissolution of the Company.

The Stockholders’ Meeting may be called by the Board of Management, the Supervisory Board
or by stockholders whose shares together constitute 5% of the capital stock. If it is in the
Company's best interest, the Supervisory Board must call a Stockholders’ Meeting. The Annual
Stockholders’ Meeting will be held within the first eight months of each fiscal year. According to
the Company’s Articles in effect for the period after the Spin-off takes effect, those stockholders
who depaosit their shares during business hours no later than the seventh day prior to the date of
the Stockholders’ Meeting with the Company, a German notary, a central depository for
securities or another depositary specified in the notice of the Stockholders’ Meeting and who
leave them there until the conclusion of the Stockholders’ Meeting are entitled to participate in
the Stockholders’ Meeting and to exercise their voting rights. The shares shall also be deemed to
have been deposited with one of the above mentioned depositaries if, with the consent of such
depositary, the shares are held for their account in a blocked bank account until the conclusion of
the Stockholders’ Meeting.

Neither German law nor the Company’s Articles restrict the right of foreign stockholders or
stockholders who are not residents of Germany to hold shares or to exercise the voting rights
attached thereto.
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Business Transactions and Legal Relationships with Related Parties

Business Transactions and Legal Relationships with the Bayer Group
Spin-off and Acquisition Agreement between LANXESS AG and Bayer AG

On 22 Septeémber 2004, Bayer AG and LANXESS AG entered into a notarised spin-off and
acquisition agreement. This agreement sets forth the assets and liabilities to be spun off and
governs details of the transfer of certain of Bayer AG’s assets and liabilities (in particular, the
entire equity interest in LANXESS GmbH) to LANXESS AG and of the shares in LANXESS AG
issued to Bayer AG stockholders in return for the transfer. The Stockholders’ Meetings of
Bayer AG and LANXESS AG on 17 November 2004 and 21 December 2004, respectively,
approved the spin-off and acquisition agreement. The Spin-off will become effective once it is
registered in. the Commercial Register {Handelsregister) for Bayer AG at the Local Court of
Cologne (Amtsgericht Ké/n). The Board of Management of LANXESS AG anticipates that the
registration will occur on 28 January 2005 (for more details concerning the Spin-off and the
actions taken'in preparation therefor, see * Further Details and Explanation of the LANXESS Spin-
off""). “

Master Agréement between LANXESS AG and Bayer AG

On 22 September 2004, at the same time, Bayer AG and LANXESS AG entered into a master
agreement which forms an integral part of the spin-off and acquisition agreement. Pursuant to
the Master Agreement, both parties intend, among other things, to ensure the combination of
the chemicals and polymers activities in LANXESS GmbH and its subsidiaries and that certain
minimum standards will be observed in such combination, to conclusively determine the
apportionment of liability as between LANXESS and the Bayer Group in the areas of
environment, antitrust and product liability, and establish certain reciprocal rules of conduct and

duties of cooperation for the period following the Spin-off.
\

Combinatioh of the major parts of the chemicals and parts of the polymers activities

The combination of the chemicals and polymers activities in LANXESS GmbH and its
subsidiaries was implemented by means of a number of individual measures both in Germany
and abroad (see "“Further Details and Explanation of the LANXESS Spin-off”’). Thus, in particular,
Bayer Chemicals AG and Bayer MaterialScience AG were spun off to LANXESS GmbH, and the
foreign business was transferred to subsidiaries of LANXESS GmbH using legally different
methods. The catch-all provisions of the Master Agreement were intended to ensure, above all,
that the LANXESS Group would in fact be established by means of the individual measures taken
and also that certain principles and minimum standards would be observed. The objective is to
ensure the worldwide ability to function of LANXESS.

Apportionmént of liability as between LANXESS and the Bayer Group

The master agreement also contains general provisions governing the apportionment of liability
as between LANXESS and Bayer Group. Pursuant to these provisions, LANXESS AG and its
affiliated companies {as defined in section 15 of the German Stock Corporation Act {”AktG"')) are
liable vis-a-vis the Bayer Group only for those liabilities existing at the time the Spin-off takes
effect and that were allocated to them in the context of the measures taken to combine the
chemicals and polymers activities. The equivalent applies to Bayer AG and its affiliated
companies (section 15 AktG). Furthermore, LANXESS AG and Bayer AG have entered into
additional agreements concerning the apportionment of liability as between themselves in other
areas (for example, with respect to the preparation of the Combined Financial Statements).

With regard to liability for environmental contamination and antitrust violations as well as
product liability, the master agreement provides the following special rules regarding the
apportionment of liability as between the contracting parties:
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Environmental contamination

With respect to liability for environmental contamination of real property which was caused or
arose before 1 July 2004, the master agreement generally provides for liability based on the
condition of the properties used by the relevant contracting party or its affiliated companies
(section 15 AktG) on or before 1 July 2004 (Zustandshaftung). To this extent, that contracting
party is generally required fully to indemnify the other contracting party and its affiliated
companies (section 15 AktG) for any liability arising out of public and private law. The master
agreement also contains individual elements of the principle of causation-based liability
{(Verursachungshaftung). If, for example, a party can provide evidence that the environmental
contamination was caused by property used by the other party on 1 July 2004, the former party
is exempt from liability as between the parties. As regards particular properties, the parties
provided for a different apportionment of liability as between themselves. LANXESS will also be
liable for environmental contamination in connection with certain sold companies, operations
and plants in accordance with the relevant purchase and acquisition agreements.

The master agreement caps LANXESS' liability for environmental contamination of real property
caused prior to 1 July 2004 at €350 million. However, in simplified terms, this liability cap applies
only to remedial action ordered, agreed upon or actually carried out by 31 December 2009.
Otherwise, LANXESS AG and its affiliated companies (section 15 AktG} bear unlimited liability
for environmental contamination.

Antitrust violations

Pursuant to the master agreement, LANXESS is generally liable vis-a-vis the Bayer Group for all
obligations and liabilities arising from antitrust violations which are allocable to the business
activities of LANXESS. Conversely, the Bayer Group will be liable vis-a-vis LANXESS for any
obligations and liabilities arising from antitrust violations which are allocable to its business
activities. Pursuant to the master agreement, the liable party must reimburse the other party for
any expenses incurred as necessary to discharge the antitrust liabilities.

The master agreement contains special provisions governing antitrust proceedings and civil
litigation in connection with products of the former Bayer AG Rubber business unit that are now
allocated to the LANXESS Group. If, prior to 1 July 2004, regulatory proceedings had at least
been commenced or if a company had taken steps before an antitrust authority with a view to
commencing proceedings, LANXESS will bear 30%, and the Bayer Group 70%, of any liability
resulting therefrom. The LANXESS Group’s liability in such proceedings is generally limited to a
total of €100 million. In addition, any tax disadvantages arising thereby due to limited
deductibility for tax purposes are to be reimbursed. Reimbursement payments will be limited to
€50 million per calendar year. Costs of external assistance in these antitrust proceedings are
likewise shared between the parties on a 30:70 basis but will not count towards the liability cap.

Product liability

The master agreement also contains provisions governing the apportionment of liability as
between LANXESS and the Bayer Group in respect of product liability claims brought by third
parties. Pursuant to these provisions, LANXESS is liable vis-a-vis the Bayer Group for any and all
product liability claims arising from or connected with defective products which those of its
businesses active as of 1 July 2004 introduced into the market prior to the taking effect of the
Spin-off. The Bayer Group is liable for any product liability claims relating to other products
which were introduced into the market prior to the taking effect of the Spin-off. The master
agreement provides special provisions in respect of apportionment of liability for products of
certain sold companies, operations, factories and plants.

Scope of application

The geographical scope of the master agreement extends directly to all worldwide business
activities of LANXESS but generally not to the business activities in the United States. However,
antitrust liability and environmental contamination allocable to LANXESS operations located in
the United States will count towards the relevant liability caps. As regards the operations of
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LANXESS located in the United States, agreements for the formation of LANXESS, particularly
with respect to the transfer of the LANXESS business activities, were entered into with
companies of the Bayer Group. To the extent the terms of these agreements are not entirely
congruent with all the terms of the master agreement, Bayer AG and LANXESS AG have
committed themselves, in the case of any material deviations, to ensure that the agreements in
the United States are modified to reflect the fundamental provisions of the master agreement.
The parties are currently making the relevant modifications.

Convertible Bond issued by LANXESS AG to Bayer AG

On the basis of the resolution adopted by its Stockholders’ Meeting on 15 September 2004,
LANXESS AG issued to Bayer AG a convertible bearer bond with a nominal value of €200 million,
divided into 2,000 individual bonds each with a nominal value of €100,000 and a maturity date of
15 September 2007 (hereinafter referred to as the ‘“Convertible Bond™).

Under the terms of the Convertible Bond, LANXESS AG is obliged to pay 6% annual interest.
However, since interest payments must be made on a quarterly basis, the effective interest rate is
6.136%. Nevertheless, LANXESS AG is entitled under certain conditions to defer interest
payments until the final maturity date of 15 September 2007, in which case the deferred interest
payments, together with any interest accrued thereon, will be payable upon exercise of the
conversion right. LANXESS AG’s obligations arising under the Convertible Bond to pay the
principal and interest as well as all other amounts arising under the individual bonds will be
subordinated to the senior and non-subordinated claims of all other creditors of LANXESS AG.

The bondholder — currently Bayer AG — may convert the Convertible Bond into shares in
LANXESS AG between 20 July 2005 and 20 July 2007 (conversion right (Wandiungsrecht)). In
addition, LANXESS AG is obliged to convert the Convertible Bond into shares on 16 September
2007 (conversion duty (Wandlungspflicht)). Save in exceptional cases, the Convertible Bond is
not redeemable in cash.

The conversion ratio — j.e., the number of shares to be delivered by LANXESS AG upon
conversion of the individual bonds — is contingent upon the arithmetic average of the volume-
weighted daily closing prices of the LANXESS shares as quoted on the XETRA-System of
Deutsche Bdrse AG for the 20 successive trading days ending on the third trading day
immediately preceding the mandatory conversion date {15 September 2007) or, in the event of
the exercise of the conversion right, the day the conversion right is exercised, rounded to the
nearest whole cent (’Reference Share Price”), which is calculated as follows: If the Reference
Share Price is less than or equal to the arithmetic average of the volume-weighted average
closing prices of the LANXESS shares as quoted on the XETRA-System of Deutsche Borse AG on
the first ten trading days of the LANXESS Shares beginning on and including the day of their
initial listing, rounded to the nearest whole cent (“Initial Share Price”), the conversion ratio will
be calculated by dividing the nominal amount of the individual bond by the Initial Share Price. If
the Reference Share Price is greater than or equal to the Initial Share Price multiplied by 1.15
(“Conversion.Price"), the conversion ratio will be the number of shares that result from dividing
the nominal value of the bond by the Conversion Price. If the Reference Share Price is neither
less than or equal to the Initial Share Price nor greater than or equal to the Conversion Price, the
conversion ratio will be the number of shares that result from dividing the nominal value of the
bond by the ‘Reference Share Price. The Initial Share Price and the Conversion Price will be
adjusted in the event that LANXESS AG undertakes certain capitalisation measures and provided
that LANXESS AG does not make use of other options.

In a joint letter dated 15 September 2004, Deutsche Bank Aktiengesellschaft and Morgan
Stanley & Co. International Limited have confirmed that the interest rate of the Convertible Bond
and the conversion premium as set out in the terms and conditions of the Convertible Bond are
broadly consistent with those of similar instruments that exist in the international capital
markets.

Should BayerAG hold the Convertible Bond, either in whole or in part, at the time the conversion
right is exercised or the conversion duty arises, it will obtain an ownership interest in
LANXESS AG. The extent of the ownership interest will significantly depend on the percentage
of the Convertible Bond that Bayer AG still holds and on the Initial Share Price and Reference

111




Share Price of the LANXESS shares at the time. In the Joint Spin-off Report prepared in
connection with the Spin-off, Bayer AG stated that, in the event of a conversion, it does not
intend to retain, for the long term, the LANXESS Shares to which it will become entitled.

Supply and Service Relationships

Overview

Extensive global business relationships are in place between LANXESS AG and the Bayer Group.
The Company estimates that in 2005 the Bayer Group will supply approximately €0.5 billion
worth of goods and services to LANXESS Group companies. This figure does not include
services provided by Bayer Industry Services GmbH & Co. OHG (BIS) and its subsidiaries. In
2005, LANXESS anticipates that it will obtain approximately €0.5 billion worth of site-specific
services at the chemical park sites from this company (including its subsidiaries). Furthermore,
the Company estimates that in 2005 the Bayer Group will purchase goods and services in the
amount of approximately €0.7 billion from LANXESS Group companies. Most of these goods
and services will be supplied to the Bayer MaterialScience and Bayer CropScience subgroups.

In a number of countries in which LANXESS does not have its own foreign affiliates, it conducts
its local distribution through Bayer Group companies. The Company anticipates that sales
realised in this manner will amount to approximately €0.7 billion in 2005. Conversely, companies
within the LANXESS Group distribute Bayer Group products in some countries on the basis of
commercial agency and exclusive dealer arrangements. These sales will, however, not be
significant.

The material individual supply and service relationships between LANXESS and the Bayer Group
are as follows:

Framework agreements for the supply of goods and services

Framework agreements between LANXESS GmbH, on the one hand, and Bayer MaterialScience
AG, Leverkusen, Bayer CropScience AG, Monheim, Bayer HealthCare AG, Leverkusen, Bayer
Industry Services GmbH & Co. OHG, Leverkusen, Bayer Technology Services GmbH, Leverkusen,
and Bayer Business Services GmbH, Leverkusen, respectively, on the other hand, form the basis
for the majority of the supply and service relationships.

The framework agreements generally — and to varying degrees — contain so-called “sunk
costs”’ provisions (Remanenzkostenregelungen) (in many cases staggered) and “take-or-pay”’
provisions. Under these provisions, in the event of a termination of the agreement or if the
quantities purchased are less than the minimum agreed amount, the customer must reimburse
the supplier for any fixed costs which cannot be directly defrayed or reduced upon termination of
the agreement or in the event of a shortfall in the quantities purchased. Moreover, the framework
agreements contain provisions as to limitation of liability according to amount and type of loss.

Supply and Service Relationships between LANXESS GmbH and companies of the
Bayer MaterialScience Subgroup

The framework supply agreements and the framework agreement for the provision of services
between LANXESS GmbH and Bayer MaterialScience AG have been entered into for an
indefinite term. The framework agreement for the provision of services may be terminated on an
annual basis; the framework supply agreements may not be terminated prior to 31 December
2009. This does not preclude shorter terms for individual supply and service relationships.

Individual agreements in accordance with the framework supply agreement between
LANXESS GmbH and Bayer MaterialScience AG

The following individual agreement as well as, in particular, other individual agreements in
respect of 1. 6-hexanediol, phthalic anhydride, poiybutylene terephthalates, trimethylof propane
and the conversion of nitrobenzol into aniline have been concluded and appended to the
framework supply agreement between LANXESS GmbH and Bayer MaterialScience AG.
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Adipic acid;

The most significant individual agreement in terms of sales is the supply agreement between
LANXESS GmbH and Bayer MaterialScience AG in respect of adipic acid. Pursuant to this
agreement, Bayer MateriaiScience is obliged to purchase a bulk of its requirements for adipic
acid as the minimum contractual quantity through LANXESS GmbH. The agreement expires on
31 December 2009.

Framework supply agreement between Bayer MaterialScience AG and LANXESS GmbH

Significant individual agreements have been concluded on the basis of the framework supply
agreement between Bayer MaterialScience AG and LANXESS GmbH, in particular in respect of
the supply of aniline, azeotrope nitric acid and polycarbonate by Bayer MateriaiScience AG to
LANXESS GmbH. An individual agreement in respect of the supply of formaldehyde with a five-
year term is currently being negotiated.

Agreementé outside the scope of the framework agreements

Agreements .outside the scope of the framework agreements between LANXESS GmbH and
Bayer MaterialScience AG include an agreement to supply products for the leather, paper and
textile industries as well as agreements for contract manufacturing in respect of polybutylene
and polybutylene terephthalate compounds (Bayer MaterialScience to LANXESS) and
polycarbonate/ABS-blends (LANXESS to Bayer MaterialScience). In addition, there are the
following material contracts for the supply of goods and services.

ABS-interméediates

A supply agreement in respect of ABS-intermediates has been concluded between various
LANXESS companies and certain companies of the Bayer MaterialScience subgroup. Under this
supply agreement, the contracting Bayer parties agree to purchase ABS-powder, ABS-pre-
compounds,: bulk-ABS and SAN exclusively from the LANXESS contracting parties. The
agreement has a minimum term ending on 31 December 2007 and provides for a right of
extraordinary termination by the contracting Bayer parties in the event that the LANXESS
business activities to which the ABS-Intermediates activities are allocable are transferred to a
third party outside the LANXESS Group which is in direct competition with the contracting Bayer
parties.

Alphamine ‘f(1, 5-naphthylenediamine)

As of 1 February 2005, an individual and a supplemental agreement is anticipated to take
effect between LANXESS GmbH and Bayer MaterialScience AG, pursuant to which Bayer
MaterialScience AG will be obliged to purchase from LANXESS GmbH specified minimum
guantities of alphamine (1, 5-naphthylenediamine) accounting for a large part of
its requirements. A formula will be used to calculate the supply price per unit. The agreement
is expected to have a binding minimum term which expires on 31 December 2015 and to include
a provision in respect of sunk costs. In order to assure the supply to Bayer MaterialScience AG of
alphamine (1, 5-naphthylenediamine), it will be entitled to acquire the intellectual property
rights to the alphamine manufacture on the termination of the agreement or shutdown of the
plants. In the event of a sale by LANXESS of the plants, the alphamine business, or the related
intellectual property rights by LANXESS, Bayer MaterialScience AG will be granted a purchase
right to the respective object of sale. These agreements will replace the agreement between
LANXESS GmbH and Bayer MaterialScience AG concerning the supply of alphamine
(1, 5-naphthylenediamine).

Electrolysis products (chlorine, sodium hydroxide, hydrogen and hydrochloric acid)

Pursuant to a supply contract between Bayer MaterialScience AG and LANXESS GmbH, Bayer
MaterialScience AG is obliged to supply certain minimum quantities of chlorine, sodium
hydroxide, hydrogen and technically-distilled hydrochloric acid. In return, LANXESS GmbH is
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obliged to supply Bayer MaterialScience AG with certain minimum quantities of hydrochloric
acid and saline solution. The term of the agreement expires on 31 December 2009.

Contract manufacturing of electronics chemicals

A contract manufacturing agreement in respect of certain electronics chemicals is in place
between LANXESS GmbH and H.C. Starck GmbH, pursuant to which H.C. Starck GmbH is
obliged to purchase a portion of its total requirements with regard to individual products from
LANXESS GmbH, which portion will decrease over the term of the agreement. The agreement
has a minimum term ending on 31 December 2009. The agreement may also be terminated early
if the parties fail to reach an agreement on requisite price adjustments. However, in this case,
H.C. Starck GmbH is obliged to reimburse to LANXESS GmbH the relevant sunk costs.

Supply and transport of carbon monoxide

The agreement in respect of the supply of carbon monoxide entered into by Bayer AG and
Messer Griesheim GmbH in 1999 and having a term of 15 years was assigned to Bayer
MaterialScience AG in the context of the 2002 carve-out of Bayer AG’s chemicals and polymers
business areas into independent companies. Bayer MaterialScience AG subsequently entered
into an individual agreement with Bayer Chemicals AG, a legal predecessor to LANXESS GmbH,
in accordance with the framework agreement between both parties in respect of the supply and
transport of carbon monoxide at the Dormagen site. In proportion to its share of the quantities,
Bayer Chemicals AG (and thus LANXESS GmbH) will assume the arrangements made in the
agreement with Messer Griesheim GmbH and will therefore be deemed, as between LANXESS
GmbH and Bayer MaterialScience AG, as if it were a contracting partner of Messer Griesheim
GmbH.

Polychloroprene

This agreement relates to polychloroprene in both solid and liquid form. Pursuant to the
agreement, LANXESS GmbH supplies Bayer MaterialScience AG with a stipulated annual
minimum quantity of polychloroprene. The agreement is binding upon the parties until
31 December 2009. Each party has a right of extraordinary termination if the other party transfers
the business unit to which the respective products are attributable to a third party outside the
LANXESS Group or outside the Bayer Group, which transferee also operates in the production or
sale of polychloroprenes. Bayer MaterialScience AG has a right of extraordinary termination
subject to an obligation to compensate for any sunk costs, provided that Bayer
MaterialScience AG was not in a position during the prior calendar year to purchase a defined
percentage of the agreed minimum quantity.

Supply and Service Relationships between LANXESS GmbH and companies of the
Bayer CropScience subgroup

The framework supply agreements which are currently still being negotiated as between
LANXESS GmbH and Bayer CropScience AG are anticipated to be for indefinite terms. These
agreements provide for minimum contract quantities and take-or-pay rules. They may not be
terminated before 31 December 2009. This does not preclude the possibility of shorter terms for
individual supply relationships. Provisions governing sunk costs have also been provided for in
individual cases.

Individual agreements in accordance with the framework supply agreement between
LANXESS GmbH and Bayer CropScience AG

Individual supply agreements will be concluded on the basis of the contemplated framework
supply agreement between LANXESS GmbH and Bayer CropScience AG in respect of the supply
by LANXESS GmbH of the foliowing to the companies of the Bayer CropScience subgroup:
1, 2-propylendiamin, 3-trifluormethylacetophenon, 3, 5-dichlorpheny! isocyanate and
benzylamine.
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Agreements outside of the scope of the framework agreements

The following are significant agreements for the supply of goods and services which are not
within the scope of the framework agreements between LANXESS GmbH and Bayer
CropScience AG:

Distribution agreement in respect of active ingredients

Bayer CropScience AG and LANXESS GmbH have entered into a distribution agreement relating
to chemical  substances used in material protection. Pursuant to this agreement, Bayer
CropScience AG has granted LANXESS GmbH the exclusive right to distribute defined products
in its own name and for its own account. In return, LANXESS GmbH is obliged to use, in defined
areas of application, exclusively products obtained from Bayer CropScience AG, provided that
Bayer CropScience AG is able to supply an appropriate product for the application in question.
Bayer CropScience AG has also granted LANXESS GmbH the right to use, free of charge, certain
Bayer CropScience AG trademarks for sales and distribution purposes. The agreement has a
minimum term which expires at the end of 2009. Should a third party outside the LANXESS
Group and in.competition with Bayer CropScience AG or one of its subsidiaries gain control over
LANXESS GmbH or its material protection business, Bayer CropScience AG will have a right of
extraordinary termination.

Agreement for the provision of regulatory services

In connection with the above-mentioned distribution agreement, the parties have entered into a
service agreement. Pursuant to this agreement, Bayer CropScience AG is obliged to allow
LANXESS GmbH access to data and registrations pertaining to certain chemical substances used
for material protection for purposes of marketing such products and to provide corresponding
services. In return, LANXESS GmbH is likewise obliged to allow access to its corresponding data
and registrations should Bayer CropScience AG require these for areas of application outside the
defined material protection applications. The agreement has the same term as the above-
mentioned distribution agreement.

i

Supply and Service Relationships between LANXESS GmbH and companies of the
Bayer HealthCare Subgroup

A framework agreement in respect of supplies to be made by LANXESS GmbH to Bayer
HealthCare AG is to be concluded between LANXESS GmbH and Bayer HealthCare AG. The
agreement will provide for a minimum term expiring on 31 December 2009.

LANXESS GmbH and Bayer HealthCare AG have entered into the following individual
agreements intended to be in accordance with the framework supply agreement:

Moxifloxacin

LANXESS GmbH and Bayer HealthCare AG have concluded a supply agreement in respect of
moxifloxacin, pursuant to which LANXESS GmbH is obliged, in 2005, to supply moxifloxacin and
Bayer HealthCare AG is in return obliged to purchase a specified quantity of the product at a
fixed price per unit. The agreement has a fixed term, which expires on 31 December 2005.

Agreement in respect of sunk costs

in the context of the relocation of moxifloxacin production from LANXESS GmbH to Bayer
HealthCare AG, the latter is obliged to pay certain contractually-stipulated sunk costs.

Pyrrolopipe}idine and trifluorchinoloncarbon acid

LANXESS GmbH and Bayer HealthCare AG have entered into agreements in respect of the
supply of pyrrolopiperidine and trifluorchinoloncarbon acid, preliminary phase substances of the
active ingredient moxifloxacin. Pursuant to these agreements, Bayer HealthCare AG is obliged to
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purchase specified minimum quantities ot the products frrom LANXESS GmbH annually. The
parties have agreed to index-linked prices dependent on the quantity supplied. The agreements
have fixed terms, which expire on 31 December 2008.

Supply and Service Relationships between LANXESS GmbH and Bayer Industry
Services GmbH & Co. OHG and its Subsidiaries

LANXESS and Bayer AG jointly use the chemical park sites in Leverkusen, Dormagen, Krefeld-
Uerdingen and Brunsbiittel. These are operated by Bayer Industry Services GmbH & Co. OHG
(“BIS"), in which LANXESS GmbH holds a 40% interest (for a description of LANXESS GmbH's
equity interest in BIS, see “— LANXESS GmbH'’s equity interest in Bayer Industry Services GmbH
& Co. OHG").

LANXESS GmbH and BIS have entered into a framework agreement governing the provision of
mandatory and elective services as defined in the framework agreement. The mandatory
services (Pflichtleistungen) comprise infrastructure services in respect of, for example, the basic
infrastructure of the chemical park sites, the electricity grid, the plumbing system, the site
railway network, the port facilities, sewage treatment plants, plant security and other mandatory
services. The agreement will apply for the same term as the site agreement for the chemical park
sites. In principle, each party has the right to routinely terminate, either in whole or in part, any or
all of the individual agreements concluded in accordance with the framework agreement in
respect of elective services (Wahlleistungen), however not before 31 December 2006.

In addition to the previously-concluded individual agreements in respect of the supply of energy
services described below, BIS and LANXESS GmbH will enter into, in particular, agreements in
respect of environmental services, technical services, infrastructure services,
security/environmental protection/regulatory approvals/chemical analysis and piant security in
accordance with the above-mentioned framework agreement.

Energy services

BIS and LANXESS GmbH have entered into an agreement for the supply of steam, electricity,
pressurised air, cooling air, natural gas, water for industrial use, nitrogen and oxygen to the
chemical park sites at Leverkusen, Dormagen and Krefeld-Uerdingen. The agreement has a term
of five years and an option to extend.

Agreement in respect of logistics services between Chemion GmbH and LANXESS
GmbH

Chemion GmbH is a wholly-owned subsidiary of Bayer Industry Services GmbH & Co. OHG and
provides logistics services, including tank farm-related services, to LANXESS GmbH. A
corresponding agreement is being negotiated. It will primarity concern logistics services to be
provided to the sites in the Lower Rhine region.

Supply and Service Relationships between LANXESS GmbH and Bayer Technology
Services GmbH

On the basis of a series of individual contracts in accordance with a framework agreement in
respect of the supply of goods and services, Bayer Technology Services GmbH provides
LANXESS GmbH with engineering and procedural services, for example in the areas of process
technology, materials technology, logistics, planning and construction of plants and process
analysis technology. LANXESS GmbH is obliged to purchase contractually-prescribed minimum
quantities of goods and services. Should the minimum quantities not be purchased, LANXESS
GmbH will be obliged to pay compensation therefor. The agreement has a minimum term, which
expires on 31 December 2008. Should LANXESS GmbH terminate the framework agreement
upon due notice or fail, beginning in 2009, to meet the minimum quantity requirements
prescribed for the year 2008, it will have to bear any sunk costs incurred by Bayer Technology
Services GmbH in connection with the termination or the purchase shortfalls.
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Supply and Service Helationships between LANXESS GmbH and bayer Business
Services GmbH

On the basis 'of a framework agreement entered into by Business Services GmbH and LANXESS
GmbH, Business Services GmbH provides services in the areas of information technology,
personnel management and consulting to LANXESS GmbH and LANXESS AG. The nature and
scope of these services are specified in individual agreements. The framework agreement
stipulates that, in the event of a premature termination of the agreement, LANXESS GmbH must
bear any sunk costs. The framework agreement has a minimum term, which expires on
31 December 2010.

By means of an individual agreement entered into in accordance with the above-mentioned
framework agreement, Bayer Business Services GmbH is obliged to provide services in respect
of SAP applications, comprising both SAP software support and hardware services. The
agreement has a term expiring on 31 December 2010. After a minimum three-year term and
allowing for payments of sunk costs, the agreement may be terminated either in whole or in part.

Other significant individual contracts govern services in respect of IT operations {e.g., networks)
and personnel systems.

Supply and Service Relationships between LANXESS N.V. and Bayer Antwerp N.V.

Until 31 December 2008, LANXESS N.V., Bayer Antwerp N.V. and Bayer International Comm.V.
make up a so-called ““technical operating entity’” under Belgian law. LANXESS N.V and Bayer
Antwerp N.V. entered into a framework agreement with an indefinite term which governs the
reciprocal services provided by the contracting parties at the site. This framework agreement
encompasses more than 50 service agreements with a total volume in excess of €50 miliion. The
terms of most of the agreements, concurrent with the duration of the technical operating entity,
expire at the end of 2008. The most sizeable individual agreement relates to the supply of energy,
primarily steam, by LANXESS to the Bayer Group, which has a term expiring in February 2015.

Supply and Service Relationships between LANXESS Corporation and Bayer
MaterialScience LLC and/or Bayer Corporate and Business Services LLC

Bayer MaterialScience LLC (BMS LLC) and LANXESS Corporation are parties to a framework
agreement on certain production-relevant services at formerly joint sites. The framework
agreement governs, among other things, the commercial and technical parameters of the
services, damages and liability.

The key individual contracts (“term sheets’’) relate to:

s Services provided by BMS LLC for the production of maleic anhydride for LANXESS
Corporation at the Bayer MaterialScience site in Baytown, Texas, U.S.A. The agreement
has a term expiring on 2 January 2013.

* The sale of excess steam from the production of maleic anhydride to BMS LLC.

» Services provided by BMS LLC to LANXESS Corporation for the production of iron oxide-
pigments at the Bayer MaterialScience site in New Martinsville, West Virginia, U.S.A. The
agreement has a term expiring on 30 June 2007.

In addition, LANXESS Corporation and BMS LLC and/or Bayer Corporate and Business Services
LLC (BCBS) have entered into framework agreements in respect of certain administrative,
laboratory and warehousing services which BMC LLC or BCBS provides for LANXESS
Corporation, primarily for the site in Pittsburgh, Pennsylvania, U.S.A. Of the great number of
individual contracts (“term sheets”), those governing information services are the most
important. Depending on the service covered, they typically have terms of one to six years.

Supply of sftyrene

Bayer MatefiaIScience LLC and LANXESS Corporation have entered into an agreement
governing the supply of styrene. Pursuant to this agreement, LANXESS Corporation has agreed
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10 purchase a contractualiy-prescrioea minimum guantity of styrene irom bayer lviaterialocience
LLC. The agreement has a minimum term, which expires on 31 December 2005.

Agency agreements between LANXESS GmbH and companies of the Bayer Group

In a number of countries in which LANXESS is not represented through a foreign affiliate, focal
distributions are also consummated through companies of the Bayer Group (so-called ““agency
companies’’). The agency companies function primarily as sales agents. In addition, some
agency companies also sell a range of LANXESS products as independent distributors. The
Company anticipates sales consummated through the agency companies to amount to
approximately €0.7 billion in fiscal year 2005.

The mostly standardised contracts with the agency companies grant a right to market and sell in
the respective regions. If products are sold as a result of an agency company’s brokering efforts,
the agency company will be paid a commission. LANXESS also has the right to make direct sales
to customers. In the event of such sales, however, LANXESS also has to pay a commission to the
relevant agency company. The agreements have been entered into for indefinite terms. They
may be terminated as of 30 September 2005 and thereafter at the end of each calendar year.
LANXESS also has the option of terminating the agreements with respect to certain products or
product groups. The agreement provide for a right of extraordinary termination in the event that
more than half the shares of a party are transferred to a third party outside the LANXESS or
Bayer Group. In general, the agency companies have the right to post-termination compensatory
claims in the event the agreements are terminated. The size of these claims will be based
generally on the average total annual commissions generated as well as the average annual
profits earned from the independent distribution business. In the event an agreement is
terminated during the first year of its term, the agency company may in the alternative seek a
compensatory payment based on sunk costs.

The companies of the LANXESS Group also distribute Bayer Group products on the basis of
agency and distribution agreements, albeit to a lesser extent. Thus, for example, LANXESS has
the sole distribution right for certain material protection products from the Bayer CropScience
subgroup.

Addendum Tax Agreement between LANXESS GmbH and Bayer AG

On 14 October 2004, LANXESS GmbH and Bayer AG entered into an addendum tax agreement.
This agreement governs the allocation of certain additional income tax charges which could
result from measures taken to combine the chemicals and polymers activities in
LANXESS GmbH. Under this agreement, if future income tax charges with respect to the current
assets transferred to LANXESS GmbH increase as a result of a change in valuation applied by the
tax authorities to the acquisition balance sheet which LANXESS GmbH filed for tax purposes, the
present value of such additional charges will be split on a 50:50 basis between Bayer AG and
LANXESS GmbH under certain conditions. Reduced tax charges on other balance sheet items
will be treated on a standardised basis (see also ""Risk Factors — Risks relating to the Spin-off
and Strategic Realignment of LANXESS — Tax consequences in connection with the Spin-off and
the preparatory measures implemented for this purpose’).

Agreements on industrial property rights

In connection with the Spin-off transaction, the tegal relations between the Bayer Group and
LANXESS with respect to industrial property rights were reorganised.

in addition to other assets and liabilities, rights (including licences and expectancies) to certain
domestic and foreign patents, utility patents, trademarks, domains, copyrights and registered
designs as well as any applications for the registration of such rights, to the extent such rights
affected the business activities that were spun off, were transferred by Bayer Chemicals AG and
Bayer MaterialScience AG to LANXESS GmbH by way of spin-off (see “Further Details and
Explanation of the LANXESS Spin-off — First Step — Combination of Major Parts of the
Chemicals and Parts of the Polymers Activities'').
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Pursuant to agreements dated 10 September 2004, Bayer AG alsg granted LANXESS GmbH the
right to demand that certain industrial property rights (patents, utility patents, registered
designs, trademarks and domains) be assigned or re-registered, to the extent such rights are
solely or primarily allocable to those business activities transferred by Bayer Chemicals AG and
Bayer MaterialScience AG to LANXESS GmbH.

In addition, Bayer AG and Bayer MaterialScience AG, on the one hand, and LANXESS GmbH, on
the other, entered into various licence agreements (all having the same date} for specific
industrial property rights. The legal relationship between the Bayer Group and LANXESS, as
regards these agreements, may be described as follows:

Patents, utility models and registered designs

LANXESS GmbH is entitled, within five years following the effective date of the Spin-off from
Bayer AG, to;demand the assignment and re-registration of industrial property rights (patents,
utility patents and registered designs), which are primarily or solely allocable to the LANXESS
business activities. Even prior to this date, LANXESS is entitled to use such industrial property
rights.

As against Bayer AG and Bayer MaterialScience AG, LANXESS enjoys a partially exclusive,
partially non:exclusive licence to use certain patents which were not assigned to LANXESS
GmbH because they are allocable primarily to Bayer MaterialScience AG’s remaining business
activities, but which nevertheless are used by LANXESS GmbH. The licence is limited to
LANXESS GmbH’s business activities. In return, LANXESS GmbH has granted Bayer
MaterialScience AG a partially exclusive and partially non-exclusive licence to certain patents
which were assigned to LANXESS GmbH because they are allocable primarily to its business
activities, but which nevertheless are also used by Bayer MaterialScience AG. The licence is
limited to Bayer MaterialScience AG’s business activities.

Pursuant to the spin-off and acquisition agreement between Bayer Chemicals AG and LANXESS
GmbH, LANXESS GmbH was granted an exclusive, royalty-free and transferable licence to use
those domestic and foreign industrial property rights (patents and utility patents) which, while
relating to the chemicals activities transferred by Bayer Chemicals AG, are nevertheless primarily
allocable to other operating areas of the Bayer Group. The above-mentioned licence to LANXESS
GmbH is limited to the chemicals activities transferred by Bayer Chemicals AG.

Finally, Bayer AG and Bayer MaterialScience AG, one the one hand, and LANXESS GmbH, on the
other hand, executed an option contract in which the parties have agreed under certain
conditions to'enter into negotiations with respect to granting non-exclusive patent licences. The
licences may:be used only with respect to the respective business activities conducted by the
licensee.

Trademarks and domains

Bayer AG has granted LANXESS GmbH and its affiliated companies (section 15 AktG) a non-
exclusive, worldwide, royalty-free and non-transferable licence to use all trademarks and/or
trademark registration applications of the word mark ‘‘Bayer’” and any trademarks containing the
word ““Bayer” or the "“Bayer cross’’ symbol for a period of one year beginning on the date the
Spin-off enters into effect. This licence is limited to the chemicals and polymers activities
transferred by the Bayer Group to LANXESS GmbH and is granted for purposes of identifying the
products manufactured or distributed and the services provided by LANXESS GmbH or its
affiliated companies (section 15 AktG) and identifying its business names. After the expiry of this
period, products that had already been manufactured by that date may be sold and distributed
for two additional years under the relevant trademarks. Any domains containing the word
"Bayer” will be maintained for an interim period.
1

Certain trademarks and trademark registration applications containing the word “Bay’” were
licensed by Bayer AG to LANXESS GmbH and its affiliated companies {section 15 AktG) on an
exclusive and royalty-free basis for an indefinite period of time. These licences relate to the
chemicals and polymers activities transferred by the Bayer Group to LANXESS GmbH.

P
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With respect to other trademarks or trademark registration applications and domains which
contain neither the word “Bayer’ nor the letters, words or symbols “’Bayer”, the ‘‘Bayer cross' or
“Bay” and which are allocable solely to LANXESS business activities, LANXESS GmbH is
entitled to demand, within five years following the effective date of the Spin-off, that these
industrial property rights be assigned to and re-registered in the name of LANXESS GmbH or
one of its third-party designees. Even prior to this date, LANXESS is entitled to use such
industrial property rights.

Land Purchase Agreement between LANXESS GmbH and Bayer AG

Pursuant to a notarised land purchase agreement dated 30 December 2004 between Bayer AG
and LANXESS GmbH, Bayer AG sold land parcels from its real property at the chemical park sites
in Leverkusen, Dormagen, Krefeld-Uerdingen and Brunsbittel to LANXESS GmbH, which parcels
have not yet been surveyed. The land purchase agreement will enter into effect upon the expiry
of the calendar day (anticipated to be 29 January 2005) following the day on which the Spin-off
between Bayer AG and LANXESS AG is recorded in the Commercial Register (Handelsregister)
for Bayer AG. The parcels for sale involve the vast majority of those areas that LANXESS GmbH
had previously used at the above-mentioned sites. The properties are to be sold together with all
rights and significant fixtures related thereto. Generaily also included in the sale are any
appurtenances relating to the relevant parcel as well as any operating equipment belonging to
the parcels and buildings, to the extent that Bayer AG owns these items. Operating equipment,
which does not qualify as significant fixtures, and appurtenances will not be sold with the
property, however, to the extent beneficially owned by Bayer HealthCare AG, Bayer Chemicals
AG, Bayer MaterialScience AG, Bayer CropScience AG, Bayer Industry Services GmbH & Co.
OHG, Bayer Business Services GmbH or Bayer Technologies GmbH, unless they are intended to
pass to LANXESS GmbH pursuant to the spin-off agreements concluded in September 2004
between Bayer Chemicals AG and LANXESS GmbH and between Bayer MaterialScience AG and
LANXESS GmbH. The properties are sold subject to a disclaimer of liability by Bayer AG with
respect to the size, quality and features of the parcels. Specifically, Bayer AG disclaims any
liability for any latent or hidden qualitative defects. The net purchase price for the real property
{including any buildings thereon, and the appurtenances and operating equipment sold
therewith) totals €256 million. The purchase price was determined on the basis of an appraisal
and is fixed. The purchase price will not be affected by any future surveys of individual parcels.
Possession, use, risk and encumbrances, as well as general duties to maintain pedestrian and
vehicular safety on the property, will pass to LANXESS GmbH when the land purchase
agreement becomes effective. The conveyance of title in performance of the agreement will be
made as soon as the relevant land register {Grundbuch) requirements are met, in particular, once
the surveys of the parcels have been completed. Should the land register requirements to
complete the conveyance of title not be met for legal reasons, either in whole or in part, Bayer
AG and LANXESS AG have agreed to find an alternative solution which, in terms of the
economic outcome, is as similar to a transfer of ownership as possible. Pursuant to the land
purchase agreement, LANXESS GmbH and Bayer AG consider that a suitable alternative
solution, in place of the transfer of title which cannot be carried out, would be to grant to
LANXESS GmbH various easements to the properties sold, according to which LANXESS GmbH
would be able to use the land for its own operating purposes to the exclusion of Bayer AG. In this
case, the purchase price would be reduced in accordance with a specified procedure. To this
extent, the parties have waived any rescission and damages claims.

Site agreement between LANXESS GmbH, Bayer Industry Services GmbH & Co. OHG
and Bayer AG

On 30 December 2004, LANXESS GmbH and Bayer AG and Bayer Industry Services GmbH & Co.
OHG (“BIS"') entered into a site agreement relating to the chemical park sites at Leverkusen,
Dormagen, Krefeld-Uerdingen and Brunsbiittel. This agreement will enter into effect
contemporaneously with the land purchase agreement, j.e., upon the expiry of the calendar day
following the day on which the Spin-off is entered in the Commercial Register (Handelsregister)
for Bayer AG. LANXESS AG is also party to the site agreement, however only insofar as it
accounts for the performance of the obligations of LANXESS GmbH under the site agreement.
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The site agréeement governs, among other things, the future use of chemical park land, as well as
the buildings, plants, infrastructure facilities and other installations thereon. In this connection,
the site agreement sets forth operating duties and establishes rules on environmental protection,
plant security and prevention of hazards. Pursuant to the site agreement, the contracting parties
also grant one another reciprocal status quo protection with respect to their respective uses of
the site to date. In this context, each of the contracting parties has the right in future to continue
the business activities in which they or their affiliated companies had previously been engaged
on the chemical park sites and to continue the use of the land, buildings, plants and other
installations in the current scope, and to do so both on their own property and on the property of
the other contracting party. To the extent that Bayer AG or LANXESS AG have elected to
discontinue their use of land, buildings, plants and other installations on the properties of the
other party, they are generally subject to an obligation to demolish and remove the buildings,
plants and installations previously used by them. BIS is obliged to demolish and remove the
buildings, plants and other installations on certain of Bayer AG’s properties.

The site agreement also contains provisions regarding future projects at the sites. Thus, the
contracting ‘!parties must coordinate and agree, using a specified procedure, on future
construction: projects, installation of plants and changes in use, with the objective of avoiding
any material Tharm being caused by the relevant projects to the other contracting parties’ interest
as a user of.the site and of enabling the existence and orderly continued development of the
chemical park site in future.

Furthermore] the site agreement governs the future role and responsibilities of BiS as the so-
called “chemical park site operator” and prescribes its rights and duties in this connection.
Pursuant to the site agreement, the companies of the Bayer Group and LANXESS Group must in
future purchase certain services from BIS in its role as the chemical park site operator (so-called
“mandatory services”). These services include primarily infrastructure services with respect to,
for example, the basic infrastructure of the chemical park site, the electricity grid, the pipeline
bridges and pipeline network, the railway and port infrastructure, the transfer and management

of wastewater, as well as plant security and chemical park site documentation.
i

LANXESS GmbH's equity interest in Bayer Industry Services GmbH & Co. OHG

Since 1 July 2004, LANXESS GmbH has held a 40% interest in Bayer Industry Services GmbH &
Co. OHG (”BIS”), which in turn holds all the shares of Chemion GmbH, a company affiliated
through a profit (loss) transfer agreement. The remaining 60% interest in BIS is held by Bayer
AG. LANXESS GmbH holds no shares in Bayer Industry Services Geschaftsfihrungs-GmbH,
which serves as the management company handling the business affairs of BIS.

In connectioh with the LANXESS GmbH’s equity interest in BIS, Bayer AG, Bayer Industry
Services Geschaftsflihrungs-GmbH and LANXESS GmbH entered into an admission and
shareholders’ agreement (Aufnahmevertrag und Gesellschaftervereinbarung) on 17 September
2004.

Bayer AG and LANXESS GmbH also entered into a shareholders’ agreement on 17 September
2004. On the basis of this agreement, LANXESS GmbH has the right to appoint a managing
director of Bayer Industry Services Geschaftsfiihrungs-GmbH as well as two members of the
supervisory board of this company. Moreover, the parties agreed that LANXESS GmbH and its
affiliated companies (section 15 AktG) should receive the services from BIS on terms and
conditions that are no less favourable than those, which BIS grants to Bayer AG or any
companies in which Bayer AG holds, either directly or indirectly, a majority interest.

On the basis of the BIS partnership agreement, LANXESS GmbH is entitled to certain voting,
inspection and disclosure rights, which allow it to exert influence as a minority partner over BIS
management. Thus, for example, a list of certain significant transactions may only be entered
into by BIS with the approval of LANXESS GmbH. The partnership agreement furthermore
imposes a non-compete covenant on LANXESS GmbH. According to this covenant, LANXESS
GmbH and its affiliated companies (section 15 AktG) may not — either themselves or through
others — engage in any business activities at the chemical park sites in Leverkusen, Dormagen,
Krefeld-Uerdingen and Brunsbiittel that compete with BIS business activities. Exceptions to
these covenants primarily involve certain transactions required to meet the parties” own needs
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{specifically energy supply and procurement, water supply and ventilation or waste disposal,
maintenance work and training services), business activities that had been conducted by
LANXESS GmbH or its affiliated companies (section 15 AktG) on 1 July 2004 within the scope
existing on that date and the leasing and marketing of LANXESS parcels on the chemical park
sites.

Additional agreements

In addition, the following significant agreements are currently being negotiated or have already
been executed between LANXESS and Bayer:

A so-called “shareholder agreement’” is expected to be executed between LANXESS (Pty) Ltd.,
South Africa, Bayer (Pty) Ltd., South Africa, and Bayer Mining Holdings (Pty) Ltd., South Africa,
and is intended to govern the rights of LANXESS (Pty) Ltd. and Bayer (Pty) Ltd. as the
stockholders of Bayer Mining Holdings (Pty) Ltd.

At the end of 2004, LANXESS and the Bayer Group agreed to extend the payment dates with
respect to the supply of selected goods and services by the Bayer Group to LANXESS. This
payment extension covered a volume of approximately €130 million, scheduled on a rolling basis
until the third quarter of fiscal year 2006.

The Management Boards at LANXESS AG and Bayer AG have reached an agreement that the
sponsorship volumes attributable to LANXESS in fiscal year 2004 (€4.9 million) would be
continued and progressively lowered from that level over the next three years — 75% in fiscal
year 2005, 50% in fiscal year 2006 and 25% in fiscal year 2007. In this regard, a cooperation
agreement is currently being prepared. Furthermore, the LANXESS Board of Management has
announced its intention that, in regard to donation funding of non-profit company organisations,
the donations made in fiscal year 2004 and attributable to LANXESS (€5 million) would be
continued from 2005 until 2007 commensurately with the reductions made under the
sponsorship programmes.

RheinChemie GmbH and Bayer MaterialScience AG are currently negotiating small portfolio
adjustments. These adjustments relate to the reciprocal transfer of certain business activities
relating to additives in the polyurethane chemicals area. The Company expects that the relevant
agreements will be executed in the first half of 2005.

In connection with the €200 million Convertible Bond issued to Bayer AG, the Company entered
into an agreement with Bayer AG, pursuant to which Bayer AG would initially waive a portion of
the 6% interest owed to it under the Convertible Bond. The waiver is subject to a condition
subsequent, namely, if and when the Spin-off enters into effect. As a matter of precaution, the
rules concerning post-formation acquisitions (Nachgriindungen) were observed.

An agreement is in place between Bayer AG and LANXESS GmbH on the basis of which Bayer
AG, acting through the LANXESS Corporate Center established within Bayer AG, provides
services to LANXESS GmbH that are allocable to the areas of activity of the LANXESS Corporate
Center. The LANXESS Corporate Center is an independent organisational department of Bayer
AG’'s Corporate Center in which the principal management and control functions of the
LANXESS Group are combined and administered.

Business Transactions and Legal Relationships with Other Related Parties
Indemnification of Company Management Board Members

Pursuant to agreements entered into between Bayer AG and members of the Company’s Board
of Management, Bayer AG is obliged to indemnify the Management Board members with
respect to possible personal liability for breach of the duties incumbent upon them as members
of the Management Board. The obligation to indemnify relates, in particular, to breach of duty as
to the use of financial information in connection with the Spin-off and the listing of the LANXESS
shares. There is no duty to indemnify board members if the liability is based on a grossly
negligent {(grob fahrldssig) or intentional breach of duty. The fact that the financial information
prepared by Bayer AG may not have been subjected to an otherwise customary intensive review
constitutes neither gross negligence nor intentional breach. If and to the extent a claim for
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indemnity exists, Bayer AG will also forbear from taking action against the members of the Board
of Management for breach of their employment or service contracts.

Positions on Supervisory or Management Bodies

The Company's Management Board members — Dr. Axel C. Heitmann, Dr. Ulrich Koemm,
Dr. Martin Wienkenhover and Matthias Zachert — hold various positions on the supervisory
bodies of companies affiliated with LANXESS GmbH. In addition, Dr. Ulrich Koemm and
Dr. Martin Wienkenhdéver are members of the Bayer Chemicals AG (Leverkusen) Board of
Management. At the close of the day on which the Spin-off enters into effect, both Board of
Management members will resign amicably their offices in Bayer Chemicals AG.

The current Supervisory Board members continue to hold various positions on supervisory
bodies of companies affiliated with Bayer AG.
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Further Details and Explanation of the LANXESS Spin-off

In accordance with the concept for the strategic realignment of the Bayer Group resolved upon
by the Board of Management of Bayer AG in November 2003, the Bayer Group will in future
concentrate on its core business areas health, nutrition and high-tech materials, which are
primarily driven by innovation and technology, through its subgroups Bayer HealthCare, Bayer
CropScience and Bayer MaterialScience. The LANXESS Group, headed by LANXESS AG, will
continue to operate the majority of the chemicals activities and approximately one third of the
former polymers activities of the Bayer Group which are no longer part of the Bayer Group's
strategic core business.

In simplified terms, the realignment of the Bayer Group is being implemented in two steps.

As a first step, implemented over the course of 2004, almost all of the chemicals and polymers
activities to be continued within the LANXESS Group, including the foreign businesses and
certain service and corporate center functions, were combined within LANXESS GmbH {(which is
currently 100% owned by Bayer AGj and its direct and indirect subsidiaries.

As a second step, the entire equity interest in LANXESS GmbH will be spun off into LANXESS AG
pursuant to the German Transformation Act. As part of the transaction, Bayer AG stockholders
will receive shares in LANXESS AG.

First Step — Combination of Major Parts of the Chemicals and Parts of the
Polymers Activities

Spin-offs from Bayer Chemicals AG and Bayer MaterialScience AG

The domestic business activities of the LANXESS Group originate almost entirely from Bayer
Chemicals AG and Bayer MaterialScience AG. These business activities were transferred
together with all rights and obligations to LANXESS GmbH by way of spin-offs (Abspaltung zur
Aufnahme) pursuant to section 123 {2) No. 1 Umwa@G. In return therefor, Bayer AG was in each
case granted one share in LANXESS GmbH. Each spin-off was executed with economic effect as
of 1 July 2004.

In the case of Bayer Chemicals AG, the transfer was implemented pursuant to a Spin-Off and
Acquisition Agreement concluded in September 2004 between Bayer Chemicals AG as
transferring entity and LANXESS GmbH as acquiring entity. Such transfer covered the majority
of the chemicals activities of Bayer Chemicals AG. Bayer Chemicals AG’s equity interests in GE
Bayer Silicones Verwaltungs GmbH, GE Bayer Silicones GmbH & Co. KG, DyStar Holding Inc.
and Wolff Walsrode AG were not transferred.

In the case of Bayer MaterialScience AG, the transfer was implemented pursuant to the Spin-off
and Acquisition Agreement concluded in September 2004 between Bayer MaterialScience AG as
transferring entity and LANXESS GmbH as acquiring entity. The transfer covered the polymers
activities of the strategic business units BR/Butyl, Technical Rubber Products, Rubber Chemicals,
RheinChemie, Fibers, Semi-Crystalline Products and the ABS/SAN portion of the strategic
business entity Styrenics of Bayer MaterialScience AG.

Both spin-offs took effect upon their registration in the Commercial Registers (Handelsregister) at
the respective domiciles of Bayer MaterialScience AG and Bayer Chemicals AG on 30 September
2004,

In addition to the other current and non-current assets, Bayer Chemicals AG and Bayer
MaterialScience AG transferred to LANXESS GmbH, in particular, any rights allocable to the
relevant business activities (including rights of use and contingent rights) in domestic and
foreign patents, utility models, trademarks, domains, copyrights and design patents and
applications for such rights {hereinafter referred to as “Industrial Property Rights’’) as well as all
rights in the Industrial Property Rights held by Bayer AG as trustee for Bayer Chemicals AG and
Bayer MaterialScience AG. Furthermore, all rights in software allocated to the respective
business activities — to the extent that these were not subject to any third-party rights — and all
other know-how was transferred. in addition, new agreements governing the use of certain other
Industrial Property Rights were executed between Bayer AG, Bayer Chemicals AG, Bayer
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MaterialScience AG and the Bayer service companies, on the one hand, and LANXESS GmbH, on
the other hand (see “Business Transactions and Legal Relationships with Related Parties —
Business Transactions and Legal Relationships with the Bayer Group'").

In addition, the liabilities from operating activities allocable to the respective business activities,
as well as certain financial obligations that were separately allocated, were also transterred to
LANXESS GmbH in the context of the spin-offs.

Claims by LANXESS GmbH against Bayer Chemicals AG or against Bayer MaterialScience AG in
relation to the nature or amount of the assets and liabilities transferred were excluded to the
extent legally permissible.

The spin-offs from Bayer Chemicals AG and Bayer MaterialScience AG to LANXESS GmbH have

had an effect on the liability of LANXESS GmbH (see “'— Effects on Liability"').
]

Consolidation of the Foreign Business

To the extent.that foreign business activities had not already been transferred in the context of
the spin-offs from Bayer Chemicals AG and Bayer MaterialScience AG to LANXESS GmbH,
primarily due to different legal frameworks, the foreign chemicals and polymers business in the
individual countries was transferred to LANXESS GmbH and its subsidiaries on the basis of
applicable local law using different legal methods.

Where foreign companies were already engaged solely or predominantly in business activities
allocable to LANXESS, such companies’ shares were generally transferred to LANXESS GmbH
or to one of its direct or indirect subsidiaries.

Otherwise, transfer generally took place by a multistep process. As a first step, the relevant
chemicals and polymers activities were transferred to a country company assigned to LANXESS.
Subsequently, the shares of the relevant country companies were transferred to LANXESS
GmbH or one of its direct or indirect subsidiaries.

In other cases, LANXESS GmbH initially established a subsidiary, to which the relevant
chemicals and polymers activities were subsequently transferred (as in France and the United
States, for example). In certain cases, other configurations were chosen for legal and/or tax
reasons.

The transfers of the foreign business were substantially effected as of or after 1 July 2004.
Irrespective thereof, each of the parties has, from an economic perspective, as a rule adopted the
same position as if the transfers had been effected as of 1 July 2004. At present, certain business
activities have yet to be transferred (see "“Risk Factors — Risks relating to the Spin-off and
Strategic Realignment of LANXESS — Pending measures for the establishment of the LANXESS
Group and actions in connection with the Spin-off"’).

Transfers from the Bayer Service Companies

Certain service-related operating units of the service companies Bayer Business Services GmbH,
Bayer Industry Services GmbH & Co. OHG and Bayer Technology Services GmbH were
transferred to LANXESS GmbH and its subsidiaries at the same time as the spin-offs from Bayer
Chemicals AG'and Bayer MaterialScience AG took effect. All of the transfers were carried out
with economic effect as of 1 July 2004. Likewise, in various foreign countries, service functions
were transferred to LANXESS companies.

LANXESS GrhbH’s Equity Interest in Bayer Industry Services GmbH & Co. OHG

With economic effect as of 1 July 2004, LANXESS GmbH acquired a 40% interest in Bayer
Industry Services GmbH & Co. OHG against a cash contribution (see "' Business Transactions and
Legal Relationships with Related Parties — Business Transactions and Legal Relationships with
the Bayer Group'').
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Land Purchase Agreement

Bayer AG and LANXESS GmbH entered into a land purchase agreement on 30 December 2004,
pursuant to which LANXESS GmbH will acquire virtuaily all of the real property it currently uses
in Germany as well as additional real properties in Germany (together with any fixtures and
appurtenances) (regarding the land purchase agreement, see ''Business Transactions and Legal
Relationships with Related Parties — Business Transactions and Legal Relationships with the
Bayer Group'’). Ownership of almost all of the foreign real properties used by LANXESS has
been transferred to LANXESS.

Formation of the LANXESS Corporate Center

A separate, organisationally independent department has been established within the Corporate
Center of Bayer AG. The principal management and control functions of the LANXESS Group are
combined and administered within this department ("LANXESS Corporate Center”). As of 30
September 2004, a total of 56 employees worked at the LANXESS Corporate Center. The four
members of LANXESS AG’s Board of Management who also have contracts of employment with
Bayer AG, which terminate upon the taking effect of the Spin-off, presently head the LANXESS
Corporate Center.

Second Step — The Spin-off

After the combination of the chemicals and polymers activities in LANXESS GmbH and its direct
and indirect subsidiaries, the separation from the Bayer Group will be consummated by way of a
spin-off (Abspaltung zur Aufnahme} pursuant to section 123 (2) No. 1 UmwG. Pursuant to this
provision, Bayer AG, as transferring entity, will transfer its entire equity interest in LANXESS
GmbH and other portions of its assets and liabilities in their entirety to the acquiring entity,
LANXESS AG. In return for the spin-off of the assets and liabilities to it, LANXESS AG, as
acquiring entity, will issue shares in LANXESS AG to Bayer AG’s stockholders.

In the course of the Spin-off, Bayer AG will essentially transfer the following assets and liabilities
in their entirety to LANXESS AG:

« Bayer AG’s entire equity interest in LANXESS GmbH;
* all 50,000 no-par bearer shares in LANXESS AG held by Bayer AG;

* all assets and liabilities, together with all rights and obligations, allocable to the
LANXESS Corporate Center; and

* two loans receivable of Bayer AG in the total nominal amount of €100 million.

For purposes of implementing the Spin-off, Bayer AG and LANXESS AG entered into a notarised
Spin-off and Acquisition Agreement on 22 September 2004. The Spin-off and Acquisition
Agreement sets forth the details of the transfer of Bayer AG's above-mentioned assets and
liabilities to LANXESS AG. The so-called spin-off balance sheet (Abspaltungsbilanz) appearing
below was made an exhibit to this Spin-off and Acquisition Agreement. It solely serves to
determine, and only shows, those assets and liabilities of Bayer AG that are part of the assets
and liabilities to be spun off from Bayer AG pursuant to the Spin-off and Acquisition Agreement.
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ASSETS ‘

NONCURRENT ASSETS

Property, Plant and

Equipment

Furniture, fixtures and
other equipment ..... ..

Investments

Investments in affiliated

CURRENT ASSETS

Receivables from
affiliated companies. ...

Otherassets . ............

(€)

11,250.00

738,838,720.41
69,845.19

738,908,565.60
738,919,815.60

100,000,000.00
36,050.00

100,036,050.00

838,955,865.60

Spin-off Balance Sheet as of 1 July 2004

STOCKHOLDERS' EQUITY
AND LIABILITIES
STOCKHOLDERS' EQUITY
Capital stock.............
Capital reserve...........

PROVISIONS

Provisions for pensions
and other post-
employment benefits. ..

Other provisions . ........

(€)

73,034,192.00
763,213,707.28

836,247,899.28

2,023,433.00
684,533.32

2,707,966.32
838,955,865.60

The spin-off balance sheet was derived from the balance sheet of Bayer AG prepared as of 30
June 2004, 24:00 hours, which had been, within the framework of the spin-off, submitted to the
Commercial Register as the so-called final balance sheet (Schlussbilanz) of the transferring entity
in accordance with the provisions of German transformation law. As a result of its function, the
spin-off balance sheet was neither the subject of an auditor’s opinion nor subject to an auditor’s
review.

In accordance with the arrangement between the Company and Bayer AG contained in the Spin-
off and Acquisition Agreement, the spin-off balance sheet contains only the value of the spun-off
assets and liabilities that is, at the time the Spin-off takes effect, to be recognised in the
Company’s commercial accounts as of 1 July 2004, 0:00 hours. The capital stock existing
immediately .after the Spin-off takes effect is shown in the line item ‘‘Capital stock” under
Stockholders’ Equity. Any net assets contributed in excess of this amount were reported in
“Capital reserve” in accordance with the arrangement in the Spin-off and Acquisition
Agreement. The spin-off balance sheet does not make a statement about the net assets and
financial position of the Company as of 1 July 2004, 0:00 hours, or any time thereafter.

Bayer AG and LANXESS AG entered into a so-called master agreement simultaneously with the
Spin-off and ‘Acquisition Agreement. Among the aims of the parties in concluding the master
agreement were to ensure implementation of the combination of the chemicals and polymers
activities in LANXESS GmbH and its subsidiaries and that certain minimum standards will be
observed in such combination, conclusively determine the apportionment of liability as between
the Bayer Group and the LANXESS Group in the areas of environment, antitrust and product
liability, and :establish certain reciprocal rules of conduct and duties of co-operation for the
period after the Spin-off (regarding the master agreement and the other agreements concluded
in connection with the Spin-off, see “Business Transactions and Legal Relationships with Related
Parties — Business Transactions and Legal Relationships with the Bayer Group"').

The Spin-Off and Acquisition Agreement became effective with the approval of the Stockholders’
Meetings of Bayer AG and LANXESS AG on 17 November 2004 and on 21 December 2004,
respectively. However, the Spin-off itself will only become effective once it is registered in the
Commercial Register (Handelsregister) for Bayer AG at the Local Court of Cologne (Amtsgericht
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Kéin). LANXESS AG’s Board of Management anticipates that the registration in the Commercial
Register for Bayer AG will occur on 28 January 2005.

As between Bayer AG and LANXESS AG, the assets and liabilities to be spun off are to be
transferred with economic effect as of 1 July 2004. As between Bayer AG and LANXESS AG,
from that point onward, transactions pertaining to the assets and liabilities of Bayer AG that are
to be spun off will be carried out for the account of LANXESS AG.

As part of the Spin-off, no-par bearer shares in LANXESS AG will be granted to the stockholders
of Bayer AG at the time the Spin-off takes effect. In addition to shares issued in the context of an
increase in LANXESS AG’s capital, which was approved by the Stockholders’ Meeting on
21 December 2004, for purposes of implementing the Spin-off, the 50,000 no-par bearer shares
transferred by Bayer AG to LANXESS AG in the course of the Spin-off will also be issued to
Bayer AG stockholders. The capital increase, which will cause LANXESS AG’s current capital
stock of €50,000.00 to increase by €72,984,192.00 to €73,034,192.00 and will involve issuing
72,984,192 no-par bearer shares, will occur against a contribution in kind consisting of the assets
and liabilities to be spun off, j.e., in particular, the equity interest in LANXESS GmbH. One
LANXESS AG share will be issued for every ten Bayer AG shares {regarding the allotment
procedure and fractional interest arrangement), see “Stock Exchange Listing — Allotment
Procedure’).

The Spin-Off and Acquisition Agreement, together with its annexes, was audited in draft form by
the auditing firm Stiittgen & Haeb AG, Dusseldorf, which was appointed by the Regional Court of
Cologne (Landgericht Kéin) to act as the joint auditor for the Spin-off. The auditing firm
Stuttgen & Haeb AG declared the following with respect to the audit results in the Spin-off audit
report dated 20 September 2004:

“The draft Spin-Off Agreement prepared on September 20, 2004 contains the complete and
accurate information required by 8§ 126 German Transformation Act (Umwandlungsgesetz). In
particular, the transferred assets and liabilities are clearly defined or definable in the draft Spin-
Off Agreement and its appendices.

Given that all shares of LANXESS AG, Leverkusen, will be issued to the stockholders of
Bayer AG, Leverkusen, company valuations are irrelevant for the determination of the
subscription ratio. This being said, we confirm that we have no objections regarding the
subscription ratio according to which the stockholders of Bayer AG will receive one registered
no-par share of LANXESS AG in exchange for every 10 registered no-par shares of the
Company.”

In the context of LANXESS AG’s capital increase against contribution in kind carried out for
purposes of implementing the Spin-off, an audit of the capital increase against contribution in
kind was conducted. At the same time, a post-formation acquisition audit was conducted. Both
audits were conducted by PwC Deutsche Revision Aktiengesellschaft, Wirtschaftsprifung-
sgesellschaft, Essen. In the report dated 30 November 2004 and prepared by PwC Deutsche
Revision Aktiengesellschaft, Wirtschaftspriifungsgesellschaft with respect to the audit of the
capital increase against contribution in kind and with respect to the post-formation acquisition
audit, both conducted at LANXESS Aktiengesellschaft, Leverkusen, PWC stated as follows with
respect to the audit results:

“After concluding our duly-conducted audit pursuant to section 125 and section 67 UmwG
(analogous), section 52(4) and section 34 AktG (analogous), sections 125 and 69 UmwG and
sections 183(3) and 34 AktG on the basis of the certificates, books and writings, as well as the
clarifications and backup material, provided to us, we confirm that the value of the contribution
in kind to be made in connection with the Spin-off equals the minimum issuance amount of the
shares to be issued in consideration therefor. The information contained in the report of the
Supervisory Board with respect to the post-formation acquisition is accurate and complete. The
value of the assets and liabilities to be acquired equals the amount of the consideration to be
granted therefor.”

Bayer AG’s closing balance sheet for the period ending 30 June 2004 was also audited by
PwC Deutsche Revision Aktiengeselischaft, Wirtschaftsprifungsgesellschaft, Essen, and was
issued with an unqualified auditor’s opinion.
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The Company is responsible for the expenses incurred in connection with the implementation of
the capital increase and amounting to approximately €100,000. Above and beyond this, Bayer is
responsible for the expenses incurred in connection with the Spin-off and the external expenses,
including the remuneration of the Global Coordinators, incurred in connection with the
admission of the LANXESS shares to the stock exchange.

The Spin-off from Bayer AG to LANXESS AG wiill have an effect on the liability of LANXESS AG
(see “— Effects on Liability").

General Works Agreement to Safeguard Sites and Employment lll

In the context of the Spin-off of LANXESS, the Boards of Management or managing directors, as
the case may be, of Bayer AG, Bayer HealthCare AG, Bayer CropScience AG, Bayer
MaterialScience AG, Bayer Chemicals AG and the service companies Bayer Business
Services GmbH, Bayer Technology Services GmbH and Bayer Industry Services GmbH &
Co. OHG each concluded a largely identical so-called General Works Agreement to Safeguard
Sites and Employment Il (Gesamtbetriebsvereinbarung fiir Standort- und Beschiéftigung-
ssicherung Ill) (hereinafter referred to as “SOS IIlI”") with the Bayer general works council in June/
July 2004. Among other things, SOS lil generally precludes the dismissal of employees for
operational reasons (betriebsbedingte Beendigungskiindigungen)} until 30 December 2007. Since
SOS Wl continues to apply as a collective agreement, this preclusion applies to all employees of
LANXESS AG and LANXESS GmbH.

Effects on Liability
The Spin-off Will affect LANXESS AG’s liability as follows:

Pursuant to section 133 (1} and (3) UmwG, LANXESS AG is jointly and severally liable for the
fulfilment of obligations that remain incumbent upon Bayer AG and that existed before the Spin-
off took effect, provided that such obligations mature within five years from the date of the
announcement that the Spin-off has been registered in the Commercial Register for Bayer AG,
and that claims against LANXESS AG based on such obligations are asserted as prescribed by
law. Bayer AG and LANXESS AG have agreed as between themselves that Bayer AG will
indemnify LANXESS AG against claims based on obligations incumbent upon Bayer AG.

Pursuant to sections 22, 125 and 133 UmwG, creditors of LANXESS AG may, within a period of
six months after the Spin-off takes effect, demand collateral from the Company to secure their
claims. This applies if the creditors are unable to obtain satisfaction of their claims at the
respective time, give written notice of the grounds and quantum of their claims and provide
credible evidence that the Spin-off jeopardises the satisfaction of their claims.

The spin-offs from Bayer Chemicals AG and Bayer MaterialScience AG to LANXESS GmbH will
have the following effects on liability:

Pursuant to section 133(1) and (3) UmwG, LANXESS GmbH is jointly and severally liabie for the
fulfilment of. obligations that remain incumbent upon Bayer Chemicals AG and Bayer
MaterialScience AG and which existed before the respective spin-off took effect, provided that
such obligations mature within five years from the date of the announcement that the respective
spin-off has been registered in the Commercial Register for Bayer Chemicals AG or Bayer
MaterialScience AG, as the case may be, and such obligations give rise to claims against
LANXESS GmbH which are asserted in a lawsuit. Bayer Chemicals AG, Bayer
MaterialScience AG and LANXESS GmbH have agreed that if LANXESS GmbH is sued on the
basis of the obligations incumbent upon either of the other two companies, the relevant
company will'indemnify LANXESS GmbH.

Pursuant to sections 22, 125 and 133 UmwG, creditors of LANXESS GmbH may, within a period
of six months after the announcement that the respective spin-off has been registered in the
Commercial Register for Bayer Chemicals AG or Bayer MaterialScience AG, as the case may be,
demand collateral from LANXESS GmbH in order to secure their claims. This applies if the
creditors are unable to obtain satisfaction of their claims at the respective time, give written
notice of the grounds and quantum of their claim, and provide credible evidence that the spin-off
jeopardises the satisfaction of their claims.
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Taxation in the Federal Republic of Germany

The following section contains a short summary of certain key German tax principles that may be
or may become relevant with respect to the acquisition, holding or transfer of shares. This
summary does not purport to be a comprehensive or exhaustive description of all German tax
considerations that may be relevant to stockholders. The summary is based upon the domestic
German tax laws in effect as of the date of the preparation of this Listing Memorandum and upon
the double taxation treaties currently in force between Germany and other countries. Provisions
in both areas may change, possibly with retroactive effect.

Prospective purchasers of the shares offered herein are advised to consult their tax advisors as
to the tax consequences of the acquisition, holding and transfer of shares, and as to the
procedures that must be followed to receive a refund of German withholding tax
{Kapitalertragsteuer). Such tax advisors will be able also to appropriately consider the particular
tax situation of each individual stockholder.

Taxation of the Company

Profits earned by German corporations, whether they are distributed or retained, are generally
subject to a uniform corporate income tax (Kdrperschaftsteuer) at the rate of 25%, plus a
solidarity surcharge (Solidaritdtszuschlag) of 5.5% thereon (resulting in a total tax liability of
approximately 26.4%).

95% of dividends or other profit shares received by the Company from domestic or foreign
corporations are generally exempt from corporate income tax. The remaining 5% of such income
is considered non-deductible operating expenses and, as such, are subject to corporate income
tax (plus solidarity surcharge). The same applies to profits earned by the Company from the sale
of shares in another domestic or foreign corporation.

In addition, German corporations are subject to trade tax (Gewerbesteuer) with respect to
income from permanent business establishments in Germany. The effective rate of the trade tax
depends on the local municipalities in which the Company maintains its permanent business
establishments. Trade tax generally amounts to between approximately 15% and 25% of the
trade tax base, depending on the local tax multiplier (Hebesatz) of the municipality. Trade tax
qualifies as a deductible business expense for purposes of calculating the corporate income tax
base and trade tax base.

Profit shares received from domestic or foreign corporations and capital gains from the sale of
shares in other corporations generally are afforded the same treatment for trade tax purposes as
for income tax purposes. Nevertheless, 95% of profit shares are tax-exempt only if the Company
has held at least 10% of the capital stock of the distributing corporation at the beginning of the
relevant tax assessment period. Additional limitations apply with respect to profit shares
received from foreign corporations.

Effective 1 January 2004, tax losses carried forward for corporate and trade tax purposes, to the
extent these exceed €1 million, may only be set off against up to 60% of taxable income. Tax loss
carry forwards that are not utilised may be carried forward indefinitely and can generally
neutralise future taxable income subject to the above-mentioned 60% limit. This provision
already applies to LANXESS for fiscal year 2004. ‘

Taxation of Stockholders

Stockholders are taxed in connection with the holding of shares (taxation of dividends), the sale
of shares (taxation of capital gains) and the royalty-free transfer of shares (estate and gift tax).

Taxation of Dividends

Dividend withholding tax

The Company must generally withhold and remit to German tax authorities, for the account of its
stockholders, a withholding tax (Kapitalertragsteuer) in the amount of 20% on dividends
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distributed by the Company, plus a solidarity surcharge of 5.5% on the amount of the
withholding tax (a total of 21.1%). The withholding tax base is the amount of dividends approved
for distribution by the Company’s Stockholders’ Meeting.

Withholding tax is generally withheld regardless of whether and, if so, to what extent dividends
are tax-exempt at the level of the stockholder and regardless of whether the stockholder is a
resident or non-resident of Germany.

Where dividends are distributed to a company domiciled in another member state of the
European Union within the meaning of Article 2 of the so-called Parent-Subsidiary Directive (EC
Directive 90/435/EEC of the Council dated 23 July 1990), the withholding of the withholding tax
may be waived entirely upon application, provided that additional requirements are met. This
also applies to dividends distributed to a permanent business establishment located in another
European Union member state of such a parent company or of a parent company that is a tax
resident of Germany.

The withholding tax rate for distributions to non-resident stockholders is reduced in accordance
with the applicable double taxation treaty, if any, between Germany and the stockholder’s
country of residence, provided that the stockholder's shares are not held as assets of a
permanent German business establishment or fixed base in Germany or as business assets for
which a permanent representative in Germany has been appointed. The withholding tax is
generally reduced by refunding to non-resident stockholders, upon application to the German
tax authorities (Bundesamt fiir Finanzen, Friedhofstrasse 1, 53225 Bonn), the difference between
the total amount withheld, including solidarity surcharge, and the amount of withholding tax
actually owed under the applicable double taxation treaty (generally 15%). Forms for the refund
procedure may be obtained from the Bundesamt fiir Finanzen (www.bff-online.de) or the
German embassies or consulates.

Resident stbckholders

If a stockholder {natural person or corporation) is a tax resident of Germany {(i.e., a person or a
corporation whose residence, habitual abode, registered domicile or place of management is
located in Germany), any withholding tax {including solidarity surcharge) withheid and remitted
to the German tax authorities by the Company will be credited against the stockholder’s personal
income or corporate income tax liability or, if the withholding tax exceeds the amount of the
stockholder’s, personal income or corporate income tax liability, is refunded to the stockholder in
the amount of the overpayment.

if a natural: person who is a tax resident of Germany holds shares as non-business
(private) assets, 50% of all dividends are included in taxable investment income (the so-called
“half-income method”). These taxable dividends are subject to a progressive income tax rate (up
to 42% beginning in 2005), plus a 5.5% solidarity surcharge thereon (assuming that the
maximum tax rate of 42% applies, the total tax liability would be approximately 44.3%). Only one
half of the expenses economically connected with these dividends are tax-deductible. Certain
Company dividend distributions, which are deemed a repayment of capital for tax purposes, are
not subject to dividend tax at the stockholder level, but may be taxable as capital gains. This
could apply, for example, to future distributions of capital reserves by the Company.

Natural persons who hold shares as non-business (private) assets are entitled to a so-called
“savers’ exemption’’ (Sparerfreibetrag) in the amount of €1,370.00 (or €2,740.00 for married
couples filing jointly) per calendar year with respect to their investment income. In addition, such
persons are entitled to a blanket deduction in the amount of €51.00 (or €102.00 for married
couples filing jointly) for income-producing expenses (Werbungskostenpauschale), unless proof
of higher income-producing expenses is furnished. 50% of the stockholder’s dividends and other
investment income are subject to taxation only if and to the extent they exceed the savers’
exemption after deduction of actual income-producing expenses (in the case of dividends, only a
50% deduction applies) or the blanket deduction for income-producing expenses.

If the shares ‘are held as business assets, taxation depends upon whether the stockholder is a
corporation, sole proprietor or partnership.
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{i) Subject to certain exceptions for companies in the finance and insurance industry,
generally 95% of dividends received by resident corporations are exempt from corporate
income tax and the solidarity surcharge, while the remaining 5% of dividends are
considered non-deductible business expenses and, as such, are subject to corporate
income tax (plus solidarity surcharge). Moreover, actual business expenses directly related
to the dividends are deductible. No minimum equity interest limit or minimum holding
period applies. However, the full amount of any dividends remaining after deduction of
business expenses economically connected with the dividends is subject to trade tax,
unless the corporation held at least 10% of the Company’s capital stock as of the beginning
of the relevant tax assessment period.

(i) If the shares are held as business assets of a sole proprietor, 50% of dividends are
considered income for purposes of calculating the stockholder’s corporate income tax
liability. Only 50% of business expenses economically connected with the dividends are
tax-deductible. If the shares are held by a permanent business establishment maintained in
Germany by a trade or business, dividends are also subject to trade tax in the full amount,
unless the taxpayer held at least 10% of the Company’s capital stock as of the beginning of
the relevant tax assessment period. Trade tax is generally credited against the stockholder’s
personal income tax liability in accordance with a blanket tax credit method.

(iii) If the stockholder is a partnership, personal income tax or corporate income tax is assessed
only at the level of each partner. Taxation of each partner depends upon whether the
partner is a corporation or natural person: if the partner is a corporation, 95% of dividends
are generally tax-exempt (see subparagraph (i) above). If the partner is a natural person,
50% of dividends are subject to personal income tax, plus solidarity surcharge (see
subparagraph (ii) above). If the shares are held by a permanent business establishment
maintained in Germany by a trade or business of the partnership, the dividends are subject
to trade tax at the level of the partnership. The personal income tax and corporate income
tax exemptions described above — 95% exemption on dividends for corporations, 50%
exemption on dividends for natural persons — apply here accordingly if the partnership
held at least 10% of the Company’s capital stock at the beginning of the relevant tax
assessment period. Otherwise, the dividends are subject to trade tax in the full amount. If
the partner is a natural person, then the trade tax paid by the partnership is generally
credited against the partner's personal income tax liability in the form of a blanket tax
credit.

Non-resident stockholders

If a stockholder (natural person or corporation) who is subject to non-resident taxation in
Germany holds shares as business assets of a permanent German business establishment or
fixed base in Germany or as business assets for which a permanent representative in Germany
has been appointed, withholding tax (including solidarity surcharge) withheld and remitted to
the German tax authorities by the Company is credited against the stockholder's personal
income or corporate income tax liability or, if the withholding tax exceeds the amount of the
stockholder’s personal income or corporate income tax liability, is refunded to the stockholder in
the amount of the overpayment. In all other cases, the withholding of withholding tax discharges
any tax liability of the stockholder in Germany. A tax refund will be paid only if a double taxation
treaty applies and if the dividends are distributed to a company domiciled in a member state of
the European Union within the meaning of Article 2 of the so-called Parent-Subsidiary Directive
(EC Directive 90/435/EEC of the Council dated 23 July 1990), or to a permanent business
establishment located in another European Union member state of such a parent company or of
a parent company which is a tax resident of Germany.

If the shares are held by a natural person as business assets of a permanent German business
establishment or fixed base in Germany or as business assets for which a permanent
representative in Germany has been appointed, 50% of dividends received by the stockholder are
subject to German income tax, plus solidarity surcharge. If the shares are held as assets of a
permanent business establishment maintained by a trade or business in Germany, dividends are
also generally subject to trade tax in the full amount after deduction of any business expenses
economically connected with the dividends, unless the taxpayer held at least 10% of the
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Company's capital stock at the beginning ot the relevant tax assessment period. Irade tax paid is
generally credited against the stockholder’s personal income tax liability in the form of a blanket
tax credit.

Subject to certain exceptions for companies in the finance and insurance industry, generally 95%
of dividends received by foreign corporations subject to non-resident taxation in Germany are
exempt from corporate income tax and the solidarity surcharge, while the remaining 5% of
dividends are considered non-deductible business expenses and, as such, are subject to
corporate income tax (plus solidarity surcharge). If the shares are held as assets of a permanent
business establishment in Germany, dividends are also subject to trade tax after deduction of
any business expenses economically connected with the dividends, unless the corporation held
at least 10% of the Company’s capital stock at the beginning of the relevant tax assessment
period.

Taxation of Capital Gains
Resident stockholders |

Capital gains from the sale of shares held as non-business (private) assets by a natural person
who is a tax resident of Germany are generally subject to income tax plus solidarity surcharge, if
the shares are sold within one year of the date of acquisition. The tax base is generally 50% of the
capital gains. Capital gains are not taxed if, in combination with other profits from personal sales
transactions in the same calendar year, they total less than €512.00. Losses from the sale of
shares may be offset only by gains from personal sales transactions in the same calendar year
or, absent such gains, by gains from personal sales transactions in the previous year or
subsequent years if certain requirements are met.

If the shares are held as non-business (private) assets of a natural person who is a tax resident of
Germany, 50% of capital gains from the sale of shares are subject to taxation based upon the
applicable individual income tax rate, plus a solidarity surcharge in the amount of 6.5% thereon,
even after expiry of the above-mentioned one-year period, if the natural person or, in the event
of a royalty-free transfer, the natural person’s legal predecessor or, in the event of several
successive royalty-free transfers, any legal predecessor of the natural person, has, at any point
during the five years immediately preceding the transfer, held a direct or indirect interest in the
Company of ‘at least 1%. Generally, only 50% of the losses from the sale of shares and 50% of
expenses economically connected with such sale may be claimed as tax deductions.

If the shares ‘are held as business assets, then taxation depends upon whether the stockholder is
a corporation, sole proprietor, or partnership.

(i) ~ Subject to certain exceptions for companies in the finance and insurance industry, 95%
of capital gains earned by taxpayers subject to corporate income tax are generally,
irrespective of the amount and holding period of the investment, exempt from
corporate income and trade tax (including solidarity surcharge), while the remaining
5% of capital gains are considered non-deductible business expenses and, as such, are
subject to corporate income tax (plus solidarity surcharge) and trade tax. Losses from
the!sale of shares or any other reductions of profits related to the sold shares generally
do not qualify as tax-deductible business expenses.

(i) If the shares are held as business assets of a sole proprietor who is a resident of
Germany for tax purposes, any capital gains are subject to income tax and the
solidarity surcharge, and, if the shares are held as assets of a permanent business
establishment maintained in Germany by a trade or business, are also subject to trade
tax, regardless of whether the shares are sold within one year of the date of acquisition
and regardless of whether the seller or, in the event of a royalty-free transfer, any of the
seller’s legal predecessors held an interest in the Company of at least 1%. The tax base
is 50% of the capital gains from the sale of shares. Generally, only 50% of losses from
the sale of shares and 50% of expenses economically connected therewith may be
claimed as tax deductions where applicable. Trade tax is, in general, credited against
the: stockholder’s personal income tax liability in accordance with a blanket tax credit
method. Provided that certain requirements are satisfied, capital gains from the sale of
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shares In corporations may, for a himited period of time, be deducted from the
acquisition costs of certain other assets up to the amount of €500,000.00.

{iii) If the stockholder is a partnership, personal income tax or corporate income tax is
assessed only at the level of each partner. Taxation depends upon whether the partner
is a corporation or natural person: if the partner is a corporation, 95% of capital gains
are, in general, tax-exempt {see subparagraph (i) above). If the partner is a natural
person, 50% of capital gains are subject to income tax, plus solidarity surcharge {see
subparagraph (ii) above). If the shares are held as assets of a permanent business
establishment maintained in Germany by a trade or business of the partnership, capital
gains from the sale of shares are subject to trade tax at the level of the partnership. The
personal income tax and corporate income tax exemptions described above (only 50%
tax basis for capital gains from the sale of shares or 95% capital gains exemption) also
apply accordingly for purposes of trade tax if the partnership is owned by natural
persons or corporations. If the partner is a natural person, the trade tax apportionable
to that partner and paid by the partnership is generally credited against the partner’s
personal income tax liability in accordance with a blanket tax credit method.

Non-resident stockholders

If the shares are sold by a natural person who resides abroad but is subject to non-resident
taxation in Germany and if (i) such natural person holds the shares as business assets of a
permanent German business establishment or fixed base in Germany or as business assets for
which a permanent representative in Germany has been appointed or (ii) such natural person or,
in the event of a royalty-free transfer of the shares, his or her legal predecessor held, at any point
during the five years immediately preceding the sale of the shares, a direct or indirect interest of
at least 1% in the Company, 50% of capital gains will be subject to German income tax, plus a
5.5% solidarity surcharge thereon, and, if the shares are held as assets of a permanent business
establishment maintained in Germany by a trade or business, 50% of capital gains will also be
subject to trade tax. However, except in {i) above, most double taxation treaties provide for full
exemption from German taxation.

Subject to certain exceptions for companies in the finance and insurance industry, 95% of capital
gains earned by foreign corporations subject to non-resident taxation in Germany are generally
exempt from trade and corporate income tax, while the remaining 5% of capital gains are
considered non-deductible business expenses and, as such, are subject to corporate income tax
(plus solidarity surcharge). Losses from the sale of shares or other reductions of profits related to
the sold shares generally do not qualify as tax-deductible business expenses.

Special treatment of companies in the financial and insurance industry as stockholders

If financial institutions or financial services providers, including those domiciled in another
member state of the European Community or another contracting state to the EEA Agreement,
hold or sell shares which are allocable to the trading book (Handelsbuch) pursuant to
section 1 (12) of the German Banking Act (Kreditwesengesetz), neither the dividends nor capital
gains will be subject to the half-income method or the 95% exemption from corporate income tax
and from any applicable trade tax, unless the dividends are accorded favourable tax treatment
under the so-called Parent-Subsidiary Directive (EC Directive 90/435/EEC of the Council dated
23 July 1990). The foregoing sentence also applies correspondingly to shares, which are
acquired by a financial enterprise within the meaning of the German Banking Act for purposes of
realising short-term gains from proprietary trading, and to shares, which life insurance or health
insurance companies would classify as a capital investment or which are held by pension funds.

Estate and Gift Tax

The transfer of shares to another person by gift or causa mortis is generally subject to German
estate or gift tax only if:

(i) the decedent, donor, heir, donee or any other transferee maintained a residence or had
his or her habitual abode in Germany at the time of the transfer, or is a German citizen
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who had spent no more than Tive consecutive years outsige Germany without
maintaining a residence in Germany; or

(i) the shares were held by the decedent or donor as business assets for which a
permanent business establishment was maintained in Germany or for which a
permanent representative in Germany was appointed; or

(iii) the decedent or donor, either individually or collectively with related parties, held,
directly or indirectly, at least 10% of the Company’s capital stock at the time of the
inheritance or gift.

The few German double estate tax treaties currently in force usually provide that German estate
or gift tax may be assessed only in the cases described in subparagraph (i) and, subject to some
limitations, subparagraph {ii).

Special rules apply to certain German citizens who neither maintain a residence nor have their
habitual abode in Germany.

Other Taxés

No German transfer tax, value-added tax, stamp duty or similar taxes are assessed on the
purchase, sale or other transfer of shares. In certain circumstances it is possible, however, that
business owners may opt for the payment of value-added tax on transactions that are otherwise
tax-exempt. No net wealth tax or trade tax on capital is currently assessed in Germany.
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LANXESS Subgroup

Combined Statements of Income

Dec. 31, 2002

Dec. 31, 2003

Note
Netsales................ i, (1)
Costofgoodssold .......... ... . ... . i,
Gross Profit . ............ooiiiiii
Selling eXPeNsSes . ... i e
Research and development expenses ....................... (2)
General and administrative expenses .......................
Other operating income . ................. i ... (3)
Other operating expenses ........... ... i, (4)
Operating Result (EBIT) ................ ... ................ (5)
income (expense) from investments in affiliated
COMPANIEBS — NBL .. ... (6)
Interest expense — Net ... ... i (7)
Other non-operating expenses —net ....................... (8)
Non-operatingresult. . ............ .. ... . ... .. ... ... ......
Income (loss) before income taxes .........................
INCOME TaXES . . .\ttt e e e e e (9)
Income (loss) aftertaxes ...................................
Minority stockholders’ interest.............................. (1)
Netincome (loss).......... ... ... .. ... ... ...
Earnings pershare (€) ............................... {(12)
Diluted earnings pershare (€) .............................. (12)
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{in € millions)

6,763
(5,285)

1,478
(985)
(149)
(202)

76
(337)

(119)

0
(71)
(18)

(89)

(208)
90

(118)
(1
(119)
(1.63)
(1.63)

6,315
{5,211)

1.104
(935)
(168)
(257)

57
{(1,098)

(1,297)

(15)
(54)
(42)

(111

(1,408)
412

(996)
(1)
(997)
(13.65)

(13.65)




LANXESS Subgroup
Combined Balance Sheets

Dec. 31, 2002

Dec. 31, 2003

Note
ASSETS
Noncurrent assets
Intangible assets.......... ... (16)
Property, plant and equipment .............. . ... . ... .. (17)
INVeStMENtS . ... (18)
Current assets
NVENTOMIES . ..o {19)
Receivables and other assets

Trade accounts receivable .............................. (20)

Short-term 10ans ... o e (21)

Other receivables and other assets ..................... (21)

Marketable securities and other instruments ............

Cash and cash equivalents .............................
Liquid a@ssets ........ .o (22)
Deferred taxes. . ... (9)
Deferredcharges ............ ... .. e, (23)
Totalassets ................. ... .......... EETTTTPI
STOCKHOLDERS’ EQUITY AND LIABILITIES
Stockholders’ equity
Capital .. ...
Netincome (I0SS) ... e i
Currency translation adjustment ..........................
Miscellaneous items ... . . e

{24)
Minority stockholders’ interest ........................... {25)
Liabilities
Long-term liabilities

Long-term financial obligations......................... (28)

Miscellaneous long-term liabilities . ..................... {30)

Provisions for pensions and other post-employment

benefits . ... . e (26)

Other long-term provisions. . ............ ... ..o, (27)
Short-term liabilities

Short-term financial obligations ........................ (28)

Trade accounts payable ................. ... ........... (29)

Miscellaneous short-term liabilities ..................... (30)

Short-term provisions . .. ........ ..o (27)
Deferred taxes. .. ........... i, (9)
Deferredincome. ... ... .. ... ... .. . ... (32)

Total stockholders’ equity and liabilities ..................
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{in € millions)

2,848
(119)
(264)

2,465
39

446

324
171

942

974
428
212
193
1,807

2,749

5,619

2,729
(997)
(374)

0

1,358
_ 43




LANXESS Subgroup
Combined Statements of Changes in Stockholders’ Equity

Net Currency
income translation Miscellaneous
Capital {loss) adjustment items
| {in € millions)

December 31,2001 .................. 2,848 0 (158) 0
Dividend payments ..................
Allocation to“; retained earnings .......
Exchange differences .............. .. (106)
Other differences ....................
Net income (loss).................... (119) o .
December 31,2002 .................. 2,848 (119) (264) )
December 31,2002 .................. 2,848 (119) (264) 0
Dividend payments ..................
Allocation to retained earnings ....... (119) 119
Exchange differences ................ {(110)
Other differences ....................
Net income (loss).................... (997) L .
December 31,2003 .................. 2,729 (997) (374) _0
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LANXESS Subgroup
Combined Statements of Cash Flows*

Note

Operating result (EBIT) . ... ...
INCOME 18XES . .. o
Depreciation and amortization ............. . ... ... ... ... . ...

Change in provisions for pensions and other post employment
benefits . ...
Losses on retirements of noncurrentassets ................ ... ......

Gross cash provided by operating activities .........................

Increase in INVENTOMES . . ... . i e
Decrease in trade accounts receivable ...............................
Increase in trade accounts payable ......... ... . ... .. L
Changes in other working capital . .................... ... . .........

Net cash provided by operating activities ........................... (36)

Cash outflows for additions to property, plant and equipment ........
Cash inflows from sales of property, plant and equipment............
Cash outflows for investments ..................... ... ... ...........
Cash outflows for acquisitions less acquiredcash ....................
Interest and dividends received ............. ... . ...
Net cash inflow (outflow) from marketable securities .................

Net cash provided by (used in) investing activities ................... {37)

Changes in stockholders equity ............ ... ... .. ..
Issuances of debt......... . ... .. .
Retirements of debt ... ... ... .. ... . . .
Interest paid ............ .

Net cash provided by (used in) financing activities ................... (38)

Change in cash and cash equivalents due to business activities ......
Cash and cash equivalents at beginningofyear .................. ...
Change in cash and cash equivalents due to changes in scope of
consolidation. . ... .. . e
Change in cash and cash equivalents due to exchange rate
MOVEMIENES L ..t e e e e e e
Cash and cash equivalents atendofyear ........................... (39)
Marketable securities and other instruments .........................
Liquid assets as per balancesheets .................................

2002 2003
{in € millions)
(119) (1,297)
(70) 12
626 1,477
(20) 25

6 6
423 _ 223
(77} (565)
43 29
130 42
{150) 107
369 346
(393) (312)
62 65
(21) (58)
0 0

5 5
_0 _ 0
(347) (300)
0 0
171 159
(120) (136)
{76) (69)
(25) (46)
(3) 0
13 10

0 3

0 0

10 13

0 0]

10 13

* In the 2002 Combined Financial Statements contained in the Joint Spin-off Report, 2 portion of property, plant and
equipment already existing as of January 1, 2002 was erroneously reported as additions, thus leading to an error
amounting to €94 million in the presentation of 2002 capital expenditures and amounting to €40 million in the
presentation of 2002 depreciation and write-downs of property, plant and equipment. This technical error was
corrected in‘the 2002 Combined Financial Statements and did not have an effect on either the 2002 balance sheet and
income statement, or on the financial data and financial reports for subsequent periods. The correction of this error
led most importantly to a decrease of €40 million in net cash provided by operating activities, a decrease of
€94 million in net cash used in investing activities and a decrease of €64 million in net cash provided by {used in)}

financing activities. Segment data were changed accordingly.
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| Notes Subgroup LANXESS
Key Data by Segment and Region

Key Data by Segments

. Chemical Performance Engineering Performance

b Intermediates Chemicals Plastics Rubber Reconciliation LANXESS
Segments : 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003

{in € millions)
Netsales ..............i........... 1,447 1,411 2,055 1,925 1,504 1,401 1,484 1,375 273 203 6,763 6,315
Intersegment sales ................. 105 88 il 7 2 1 1 2 (119} (98)
Operating result (EBIT) . 5 (344) 67 (176) (146) (488) (2) (248) (43) (43) (119) (1,297)
Net cash flow ....... .00 0o 85 203 98 92 102 80 131 24 47} (53) 369 346
Total assets ............ioeein... 1,220 300 1,391 1,148 1,353 1,051 1,305 1,030 350 402 5,619 4,531
Capital expenditures. . ... e 141 79 102 63 72 85 78 78 7 393 312
Amortization and depreciation ...... 149 463 129 272 171 474 163 250 14 18 626 1,477
Liabilities ........... ... il 195 230 353 419 294 348 294 349 1,979 1,784 3,115 3,130
Number of employees (as of
Dec.3M) .ol 4,265 4,059 5,129 4,881 3,844 3,668 3,151 2,999 5,071 4,826 21,460 20,423

Key Data by Reéions

i Latin America/

North Africa/Middle
Europe America Asia/Pacific East Reconciliation LANXESS
Regions 4 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003
; {(in € miilions)
Net sales by market ... .. ,‘ ............ 3,606 3,565 1,567 1,346 1,019 887 571 517 6,763 6,315
Total assets . ............ L. 3,522 2,977 1,441 879 353 266 189 181 114 228 5,619 4,531
Capital expenditures. . ... [P 289 242 82 47 14 19 8 4 393 312
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History of the Spin-off and Spin-off Process

In November 2003, the Board of Management and the Supervisory Board of Bayer AG resolved
to demerge major portions of the Bayer Group’s chemical and polymer activities, which have
since been combined into the LANXESS Subgroup, one demerger option being to transfer the
activities concerned to LANXESS AG by way of a spin-off (Abspaltung zur Aufnahme) pursuant
to the German Transformation Act (Umwandlungsgesetz). In July 2004, Bayer's Board of
Management decided to pursue the demerger by way of a spin-off. Accordingly, BAYER AG and
LANXESS AG intend to enter into a Spin-Off and Acquisition Agreement in September 2004, a
draft of which is currently available. This agreement, in order to become effective, must be
approved by the stockholders’” meetings of both BAYER AG and LANXESS AG.

In contrast to the remaining core business lines of the Bayer Group, the LANXESS portfolio
consists primarily of products that have reached a high level of maturity in the market and are
therefore exposed to lower barriers to market entry and growth rates. Generally lower margins
require the creation of lean management structures with low complexity and a commitment to
optimizing equipment and processes. The Board of Management of Bayer AG believes that the
spin-off will form the basis for a greater commitment to implementing the necessary courses of
action more consistently and establishing optimized structures and processes to account for the
special needs of the chemical and polymer activities.

The spin-off of the Bayer Group’s chemical and polymer activities, which have been combined in
the LANXESS Subgroup, will be conducted in two steps. In a first, preparatory step, the Bayer
Group’s chemical and polymer activities have been or will be transferred to LANXESS
Deutschland GmbH {a wholly-owned subsidiary of BAYER AG) and its subsidiaries. The second
step will consist of transferring Bayer AG’s shares in LANXESS Deutschland GmbH to
LANXESS AG by way of a spin-off pursuant to the German Transformation Act. As between
Bayer AG and LANXESS AG, the transfer of the assets subject to spin-off is intended to take
economic effect as of July 1, 2004. The spin-off will become legally effective once it has been
registered in the commercial register for Bayer AG. As consideration for the transfer,
LANXESS AG will grant shares to the stockholders of BAYER AG. These LANXESS AG shares are
to be admitted to the official market (amtlicher Markt} of the Frankfurt Stock Exchange in
Germany with a simultaneous admission to the Prime Standard segment of the official market.
Chapter lll of the Joint Spin-Off Report prepared by the Boards of Management of both Bayer AG
and LANXESS AG contains a description of the spin-off process and a detailed explanation of the
reasons for the spinoff. A draft of the Joint Spin-Off Report is available for review.

Corporate Structure and Segmentation

The Bayer Group’s chemical and polymer activities that have been combined in the LANXESS
Subgroup primarily consist of independently managed strategic business units of the Bayer
Group. They specifically include the operations of the former Bayer Chemicals subgroup, with
the exception of H.C. Starck GmbH and Wolff Walsrode AG, as well as the polymer business units
Rubber Chemicals, Semi-Crystalline Products, Styrenics, BR/Butyl, Technical Rubber Products
and Fibers. The "“Blends’ reporting unit within the ““Styrenics’” business unit will not be
transferred, but will remain part of the Bayer Group. The equity investments held by Bayer
Chemicals AG in DyStar Holding Inc., DyStar Textilfarben GmbH, GE Bayer Silicones GmbH & Co.
KG and GE Bayer Silicones Verwaltungs-GmbH, which are reported ‘“‘at equity’” in Bayer's
consolidated financial statements, have not been included in the chemical and polymer activities
combined within the LANXESS Subgroup.

Also included in the LANXESS Subgroup, apart from the operating units assigned to it, are
certain cross-subgroup service functions and a self-contained organizational unit of the Bayer
Corporate Center comprising functions that perform services for the polymer and chemical
businesses.

The principal transfers from Bayer Business Services GmbH consisted of parts of the following
functions: Business Consulting, Development of IT-based Systems, Development and Support of
Research Systems, Procurement, Law and Patent Services, and HR Recruiting Services. The
plant-related Engineering and Maintenance Services department was transferred from Bayer
Industry Services GmbH & Co. OHG, and sections of the Engineering, Plant Management,

F-10




Process Engineering, Construction Management and Construction Planning departments were
transferred from Bayer Technology Services GmbH. In addition, certain accounting services
attributable to the LANXESS Subgroup were transferred from Euroservices Bayer GmbH, a
subsidiary of Bayer Business Services GmbH. Service functions in various foreign countries were
also transferred to the LANXESS Subgroup.

The LANXESS Subgroup consists of 17 operating business units which, based on their
operational management and internal reporting structures, are grouped into the four segments
Performance: Chemicals, Chemical Intermediates, Performance Rubber and Engineering Plastics
in accordance with the requirements of IFRS. For the sake of comparison, the following diagram
shows the future reporting structure of the LANXESS Group with respect to the activities to be
transferred, compared with the existing reporting structure of the Bayer Group.
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Chapter IV of the Joint Spin-Off Report provides a detailed description of the business activities
of the LANXESS Subgroup. A draft version of the Joint Spin-Off Report is available for review,

Basis for Financial Statement Reporting

As the Bayer Group did not prepare separate financial statements for the business activities of
the LANXESS Subgroup prior to the spin-off and the LANXESS Subgroup did not previously
constitute an independent reporting unit, the so-called combined financial statements
(hereinafter “Combined Financial Statements’) of the LANXESS Subgroup for the years 2002
and 2003 have been derived from the consolidated accounts of the Bayer Group. The relevant
terms in the agreements concluded for the purpose of establishing the LANXESS Subgroup
prescribe which business activities are to be allocated to the LANXESS Subgroup. The assets
and liabilities to be transferred to the LANXESS Subgroup were recognized and valued in the
Combined Financial Statements in accordance with the standards issued by the International

F-12




Accounting Standards Board (“IASB”), London, in effect as of the closing date of the financial
statements. .

The purposé of the Combined Financial Statements is to reflect the business activities to be
spun-off as if the LANXESS Subgroup had already existed in the structure defined for the spin-
off. Accordingly, the business activities to be spun off were assumed to have been included in
the LANXESS Subgroup for all periods presented, and the financial statements for 2002 and 2003
reflect the assets and liabilities (including income and expenses) which were necessary to
conduct these business activities or which were incurred in connection therewith. In this respect,
central costs that were not historically allocated to the business units being transferred, but were
incurred in connection with the activities of these business units, have been reflected in the
Combined Financial Statements. This was also the case for the services provided by BAYER AG's
Corporate Cénter, which housed departments with management and control functions for the
LANXESS Subgroup, such as the Board Office, Corporate Development, Industrial &
Environmental Affairs, Treasury, Tax, Corporate Controlling, Accounting, Communications, Law
& Patents and Human Resources. For this purpose, expenses amounting to € 26 million in 2002
and € 24 million in 2003 were recorded in the Combined Financial Statements. These expenses
are based on the LANXESS Subgroup’s pro rata share of historical costs.

In preparing.the Combined Financial Statements, assumptions and projections must be made
that have an effect on the amounts and presentation of assets and liabilities, income and
expenses and contingent liabilities. Actual results could differ from the estimates. The Combined
Financial Statements published here therefore do not necessarily reflect the financial condition
and results of operations that would have resulted had the LANXESS Subgroup already existed
as an independent group as of January 1, 2002 and the underlying transactions between the
LANXESS and Bayer companies had thus been entered into between independent companies.
For the reasons set forth herein, the absence of historical unity and independence of the
LANXESS Subgroup limits the informative value of the Combined Financial Statements.
Therefore, the Combined Financial Statements do not enable reliable forecasts concerning the
future development of the businesses combined in the LANXESS Subgroup.

Preparation of the Combined Financial Statements

In principle, the demarcation of the business to be transferred is based on the consolidated
reporting structures and, therefore, the reporting units underlying those structures. For this
reason, diverging allocations of individual products below this level are not taken into account.
However, these deviations are the exception and would, based on current knowledge, not, in the
aggregate, result in any materially different statements for the LANXESS Subgroup.

The financial statements of the entities included in the Combined Financial Statements were
prepared based on uniform accounting and valuation principles. Values assigned on the basis of
tax regulations are not incorporated in the Combined Financial Statements. The statements of
the individuél consolidated companies were prepared as of the same closing dates as the
Combined Financial Statements. The amounts shown in the Combined Financial Statements are
in millions of euros (€ in millions). The income statement was prepared using the cost-of-sales
method. Individual items have been grouped together in the income statement and balance
sheet for the sake of clarity, as explained in the notes. According to IAS 1 (Presentation of
Financial Statements), a distinction is made in the balance sheet between long-term and short-
term liabilities. Liabilities and provisions are deemed to be short-term if they mature within one
year. Income taxes were generally assigned to each reported period on the basis of the
respective contributions of the business divisions of the LANXESS Subgroup to be transferred to
the results of the LANXESS Subgroup. In the future, the actual tax position of the LANXESS
Group will depend on the legal structure and tax strategies of the LANXESS Group as an
independent company.

The Combined Financial Statements include all business activities of existing legal entities (share
deals) as well as individual groups of assets and liabilities to be transferred (asset deals),
including the services to be transferred.
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Business Activities of Existing Legal Entities (Share Deals)

The Combined Financial Statements include 34 companies that were exclusively engaged in
LANXESS-related business. The shares in these companies have aiready been or will be
transferred to LANXESS Deutschland GmbH or to one of its direct or indirect subsidiaries. Each
of these companies was included in the Combined Financial Statements on the basis of its
historical financial statements for the years 2002 and 2003. Accordingly, only intra-group
transactions between the remaining part of the Bayer Group and the LANXESS Subgroup were
examined and, if necessary, reclassified.

Four other companies, which primarily operate businesses allocable to the LANXESS Subgroup,
were also included in the Combined Financial Statements on the basis of their historical financial
statements, however, the business units or business activities originally contained in these
companies which were allocable to the remaining part of the Bayer Group were transferred to a
new or existing Bayer company.

Business Activities to be Transferred (Asset Deals)

In the case of an additional 28 companies, which were primarily engaged in business activities
that were to remain with the Bayer Group, but whose LANXESS-related business was to be
transferred to legally independent units, the respective individual assets were removed from the
existing companies in order to reflect the LANXESS-related business. In this respect, the fact that
transactions with business units remaining within the Bayer Group now had to be reported as
transactions with third parties was specifically taken into account. To this end, separate financial
statements were prepared for the business units to be transferred, and then included in the
Combined Financial Statements.

The classification of assets and liabilities necessitated by this treatment was based on the
following criteria. As a general rule, the assets and liabilities to be transferred pursuant to the
relevant agreements were allocated to the various operating activities on the basis of use
{assets) or accountability (liabiiities). With respect to non-current and current assets, which will
not be legally transferred to the LANXESS Subgroup but are nevertheless necessary for the
LANXESS Subgroup’s business operations to continue, the necessary utilization rights will be
granted to the LANXESS Subgroup. Where assets transferred to the LANXESS Subgroup are
required in order to continue the business activities remaining with the Bayer Group, the
LANXESS Subgroup will grant the Bayer Group the necessary utilization rights; this particularly
relates to shared land and buildings.

Liabilities relating to individual business units {such as trade accounts payable, advance
payments and debt instruments) were generally allocated on the accountability principle, i.e.,
liabilities were allocated to the business units in which they arose. Generally, provisions,
including reserves for environmental matters and restructuring measures, were also recognized
on the basis of accountability. This also applies to provisions for environmental matters and
restructuring measures. For pensions and similar obligations, see the section ‘“Pensions and
other post-employment benefits’” below. Financial obligations were assigned in the manner
described in “Capital Structure’.

Tax receivables and liabilities assessed prior to the spin-off will generally stay with the Bayer
Group and were not reported in the Combined Financial Statements of the LANXESS Subgroup,
unless the underlying transaction was clearly allocable to a business division of the LANXESS
Subgroup and the applicable national tax laws allow the transfer of tax receivables to another
taxpavyer.

Deferred taxes were determined in the Combined Financial Statements on the basis of the
temporary differences between the carrying amounts of assets and liabilities in the accounting
and tax balance sheets. The calculation is based on the tax rates anticipated in the individual
countries for the time of realization. These tax rates are generally based on the statutory rates in
effect or enacted, as the case may be, as of the balance sheet date and may deviate from the
actual tax rates that would have applied had the business units of the LANXESS Subgroup in fact
been operated as separate entities during the respective periods.
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otmilar to assets anda hablities, IncCome anda expenses were also generaliy aliocated 1o the
business unit responsible for generating the income or incurring the expense. In the case of
shared areas such as Distribution and Research and Development, expenses were allocated
according to the “‘primary use” principle. In addition, so-called term sheets govern reporting and
accounting for jointly-used services (power plants, laboratories and production and storage
facilities). Thus, the so-called “costs of doing business” principle was followed in the preparation
of the historical financial data of the LANXESS Subgroup, although it should be noted that the
amounts allocated to the LANXESS Subgroup reflect the income and expenses that would have
been allocated on the basis of this principie to the LANXESS Subgroup as an entity of the Bayer
Group.

Service and Agency Companies

For consolidation purposes, separate financial statements were also prepared for the business
divisions to, be transferred from seven Bayer service companies that previously provided
services to the LANXESS Subgroup.

In countries in which the Bayer Group did not maintain extensive chemical or polymer
operations for transfer to the LANXESS Group, the future LANXESS Group is likely to use the
existing distribution network of the Bayer Group pursuant to commercial agency agreements
and authorized dealer agreements. In these cases, the historical costs were taken into account in
the Combined Financial Statements. The so-called agency companies will continue to be
included in Bayer AG’s consolidated financial statements.

Pensions énd Other Post-Employment Benefits

For the periods ending December 31, 2002 and December 31, 2003, separate actuarial opinions
were prepared for the presentation of pension obligations in the Combined Financial Statements
and the obligations to be transferred. Each of these opinions was based on personnel lists
detailing the employees to be transferred to the LANXESS Subgroup. The obligations were
therefore calculated primarily on a person-by-person basis. Only in exceptional cases were
obligations allocated proportionately based on the number of employees.

Country or dompany-specific rules exist in relation to the vested pension claims of employees
who had retired or left the organization prior to July 1, 2004. These rules are discussed below
insofar as they relate to the pension schemes in Germany, the U.S. and Canada, which are of key
relevance to'the LANXESS subgroup.

With regard to Germany, the agreements concluded and yet to be concluded in order to establish
the LANXESS Subgroup stipulated that all pension obligations to active employees to be
transferred to the LANXESS Subgroup as of July 1, 2004 will be transferred to the LANXESS
Group. At the same time, the Bayer Group will remain responsible for all obligations owed to ex-
employees with vested claims who left the organization prior to July 1, 2004.

By contrast, the pension obligations in the United States were allocated on the basis of the
existing pension plans. In the case of plans which give rise to obligations to former employees as
well as to active employees and could be allocated to the LANXESS Subgroup for financial
reporting purposes, the respective obligations were transferred to the LANXESS Subgroup in
full. Furthermore, plans were allocated to the LANXESS Subgroup under which only the
obligations to active employees were transferred, while the remaining obligations remain with
the Bayer Group, analogous to the arrangement in Germany. The pension obligations under yet
another category of plans fully remain with Bayer.

In Canada, o“bligations to active employees, retirees and ex-employees with vested claims were
transferred to the LANXESS Subgroup.

Capital Structure

Liquidity and financial debt are not assigned to existing business units of the Bayer Group, but
are instead managed centrally at the company or group level. The liquidity as well as the equity
and debt structure shown in the Combined Financial Statements are based on the target net
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Indebtedness level as of the aate the spin-off takes effect, with the goal of achieving an
investment grade rating. The financing structure for the years 2002 and 2003 was handled
accordingly.

The first step was to allocate all directly allocable receivables and financial obligations affecting
liquidity. In order to achieve the desired level of financing for the LANXESS Subgroup, an
external funding arrangement was assumed to be in place for LANXESS Deutschland GmbH in a
second, supplementary step. Interest expenses for 2002 and 2003 are based on market interest
rates for industrial bonds at the lower end of the investment grade range. These interest rates
were computed by averaging the rates charged on a short-term instrument and on a five-year
instrument. A risk premium was added to account for non-euro denominated financing.

Effects of the New Accounting Standards

Since 2002, international Financial Reporting Standards (“IFRS"’) is the term used to describe the
entire body of accounting standards issued by the IASB, and thereby replaces the earlier term
used, “IAS” or “International Accounting Standards.” With respect to individual accounting
standards that the |ASB issued prior to this change in terminology, the prefix “IAS’ continues to
be used.

In February 2004, the IASB issued International Financial Reporting Standard (IFRS) 2 — Share-
based Payment — which was intended to govern accounting for share-based payments,
including employee share purchase plans. IFRS 2 governs the way in which corporations account
for share-based payments and requires that such payments be recorded in the corporation’s
income statement and in the balance sheet. IFRS 2 applies to fiscal years commencing on or after
January 1, 2005.

In March 2004, the |ASB issued IFRS 3 — Business Combinations — which superseded the
previous IAS 22. According to IFRS 3, all business combinations are to be accounted for in
accordance with the purchase method of accounting; the pooling of interests method is not to be
applied. Identifiable assets and liabilities must be recognized at fair value at the acquisition date.
Goodwill may no longer be amortized, but must be tested annually for impairment. IFRS 3
applies to all business combinations for which the agreement date is on or after March 31, 2004.
In the case of goodwill or intangible assets that were acquired in connection with a business
combination occurring prior to March 31, 2004, the standard must be applied beginning with the
fiscal year commencing immediately following March 31, 2004.

In March 2004, the IASB issued IFRS 4 — Insurance Contracts. This standard applies to virtually
all insurance contracts that give rise to an insurance obligation on the part of a corporation, as
well as to all of a corporation’s reinsurance contracts. IFRS 4 applies to fiscal years commencing
on or after January 1, 2005.

In March 2004, the IASB issued IFRS 5 — Non-current Assets Held for Sale and Discontinued
Operations. According to IFRS 5, assets intended for disposal are to be recorded at the lower of
the assets’ carrying amounts or fair value less selling costs. The standard also stipulates when
certain operating segments of an entity are to be classified as discontinued operations. IFRS 5
applies from January 1, 2005.

In March 2004, the IASB issued an amendment to International Accounting Standard (IAS) 39 —
Financial Instruments: Recognition and Measurement — which governs fair value hedge
accounting for portfolio hedging 