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In this report “Lonza” and “the Group” refer to the whole group of Lonza companies, “Lonza Group Ltd” refers to
Lonza Holding.
The Annual Report of Lonza Group Ltd follows the guidelines issued by the OECD for multinational corporations.
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Dear Shareholders ‘

After completion of the efficiency improvement and cost reduction program started in 2003, Lonza
successfully rebased its business to reflect current market conditions in 2004. Custom manufactur-
ing activities continued to operate in a difficult environment, and high raw material and energy prices
affected all our other businesses. Group sales declined to CHF 2 182 million, a fall of 2.7 % compared
with 2003. Operating income before special items decreased as forecast, albeit to a disappointingly
low level of CHF 215 million, 28.8% down on the previous year. The discrepancy compared with the
guidance published at the beginning of the year was due to unexpectedly low niacin prices, a weak US
dollar as well as the postponement of some biopharmaceutical deliveries until early 2005. Net
income rose compared with 2003 by 51.6% to CHF 138 million, the previous year's result having been
affected by special after-tax items of CHF 107 million.

Our custom manufacturing activities were affected mainly by very low utilization of the 2000
and 5000 liter bioreactors, although loading recovered somewhat towards the end of the year and we
expect noticeable improvement in 2005. The commissioning of the three new 20 000 liter bioreactors
in Portsmouth, NH (USA) was completed on schedule. This enabled us to continue delivering success-
fully on our long-term supply agreements with Genentech and BMS. In response to strong customer
demand for biopharmaceuticals we have decided to add a fourth 20 000 liter bioreactor to the exist-
ing installation without further downstream purification capacity. We plan to bring this facility on
stream in 2006. A further major expansion is planned in Portsmouth, NH, as soon as we have secured
additional supply contracts. On the basis of past experience we are confident that such a project can
be completed in as little as 30 months.

Our Exclusive Synthesis business continued its slow improvement for the third consecutive semester
despite a persistently tough market environment. Strong pipeline management enabled us to stabi-
lize capacity utilization during the reporting year. We have strengthened our market presence in
China with a new research and development center in Guangzhou. Market conditions are expected to
remain difficult in 2005, with further de-stocking by large pharmaceutical companies; but at the
same time we expect positive impulses from clinical trial materials, peptides and selected active sub-
stances.

Profitability in the Organic Fine & Performance Chemicals division improved, but suffered from the
poor performance of our niacin business, a steep rise in energy and raw material prices and the
adverse US dollar exchange rate. The Performance Chemicals division successfully introduced
Carboquat®, the first chlorine-free fungicide for wood preservatives, to the North American market.
Four other new products for applications in personal care, disinfection and metal-surface treatment
were launched. While the competitive pressure facing the Organic Fine Chemicals business is
expected to remain high, Performance Chemicals should see an increase in capacity utilization
thanks to additional new products.

Operating income in the Polymer Intermediates business was affected by record high raw material
prices, despite an overall improvement in sales. We expect stability in demand for our Polymer Inter-
mediates and a modest improvement in operating margins in 2005.




In summer 2004, Stefan Borgas took over the position of Chief Executive Officer and — together With‘
the Management Committee and under guidance of the Board of Directors — initiated a strategy
review project.

Lonza's strategy for the next four to six years will focus on sustained, above-average, profitable
growth. A thorough review of all activities has shown that existing core strengths and competencies
provide excellent growth platforms on which to build. No further structural rightsizing is required. For
Lonza, the objective continues to be realignment and focusing on defined life science markets. Global
presence and value-chain management will be expanded in order to achieve accelerated profitable
growth. Operational excellence and tight cost management will be a necessary prerequisite for suc-
cess and a key element of our operational framework.

Today around 60% of Lonza's sales are in life science markets. Our long-standing partnerships with
leading innovative life science companies, outstanding regulatory track record, and strong innova-
tion capabilities in products and applications will be leveraged to build up our business in the health-
care, nutrition, personal care, hygiene and agriculture markets.

Exclusive Synthesis & Biopharmaceuticals will be the key drivers for achieving our profitability
growth targets over the next three to five years. Technological leadership, speed of execution and
further size and scale increases are key competitive advantages which will accelerate value creation.
The Biopharmaceuticals business will deliver the strongest growth in the short, medium and long
term. Biopharma services such as licensing, process development, contract plant engineering and
operations offer further attractive opportunities.

Organic Fine & Performance Chemicals is geared to enhance Lonza's growth in the longer term and
will strongly support our profitability objectives. Leveraging new product development capabilities
and strengthening application development are key factors in our efforts to target selected niche
markets in nutrition, cosmetics/personal care, hygiene/disinfection and preservation.

The strategic purpose of the Polymer Intermediates business in the Lonza mix is its cash generation
potential over the medium to long term. Value enhancement will be achieved by geographical expan-
sion in Eastern Europe and continuous improvement in the cost structure. Selected industrial part-
nerships are also envisaged as a way to strengthen the cash-generation profile of the business.

In the short term — over the next two years — operating income will increase to between CHF 300 mil-
lion and CHF 400 million, with the cash generated being fully reinvested to secure the next growth
phase. Medium term (four to six years) we expect sales to top CHF 3 hillion (10% growth p.a.), while
operating income is expected to be in excess of CHF 500 million (> 15% growth p.a.), with net debt
not exceeding current levels.

With the implementation of the strategic plan we will strengthen our position as a value-increasing
pre-eminent partner to our life science customers. Through our biotechnology and chemical plat-
forms we aim to achieve above-average, profitable growth. We have full confidence that our employ-
ees’ entrepreneurial skills, operating in Lonza's trust-based environment, will deliver these results.

Letter to Shareholders
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The Board of Directors will propose a dividend of CHF 1.30 per share. This is a 46 % dividend payout‘
ratio before special items. Viewed strictly in relation to the 2004 figures, the dividend of CHF 1.30 is
an exception to the Group's stated policy of distributing between 25% and 33% of consolidated net
income as dividends. But it is in line with the policy range taking future earnings potential into con-
sideration.

We would like to thank you, our shareholders, for the confidence you have placed in our Group during
the difficult economic situation over the past year. We would also like to express our gratitude to our
customers and to the employees of Lonza for their extraordinary commitment throughout a difficult
business year which has brought unique challenges.

44 »

Sergio Marchionne Stefan Borgas
Chairman of the Board Chief Executive Officer

Sergio Marchionne will not seek re-election as a director of the Company and will therefore resign
his position as Chairman at the next Annual General Meeting. The Board of Directors will propose
the nomination of Rolf Soiron as a new Board Member. He is expected to assume the position of
Chairman of the Board. The Board of Directors, Senior Management and the employees of Lonza
thank Sergio Marchionne for his leadership and guidance of the Group over the past six years.
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million CHF 2003 I 2004”
Sales 2242 2182
Operating income (before special items/goodwill amortization) 302 215
Special items net* (158) 2
Result from operating activities (EBIT) 139 212
Income before income taxes 115 179
Net income 91 138
Cash flow before change in net working capital 264 256
Investments in property, plant and equipment and intangibles (at cost) (424) (249)
Shareholders’ equity 1235 1285
Net debt 978 1027
Basic earnings per share before special items CHF 418 2.87
Basic earnings per share CHF 1.92 291
Book value per share CHF 26.07 2712
Dividend payout ratio before special items % 31 46
Dividend payout ratio % 68 45
Number of shares (par value CHF 1.00) 50450000 50450000
Share price (high/low) CHF 85.55/60.55 74.75/52.60
Market capitalization 3587 3229
Net income 312 201
Shareholders’ equity 1149 1288
Shareholders’ equity as a percentage of total assets % 67 69
Dividends 62 62
Dividend per share CHF 1.30 1.30

1see note 20
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million CHF 2003 I 2004 |
%
Sales by marketing area Switzerland 10 s
EU 43
Rest of Europe 1
North America 3]
Other areas 15
Total Group
%
Investments in property, plant Switzerland 42
and equipment and intangibles EU 17
?thcrgsdtl;ctlon area Rest of Europe 8
North America 2]
Other areas 12
Total Group
%
Investments in property, plant Exclusive Synthesis & Biopharmaceuticals 62
and equipment and intangibles Organic Fine & Performance Chemicals 29
by division (at cost) .
Polymer Intermediates 9
Holding and Others 0
Total Group
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Cash flow before change in net working capital — 500
Investments in property, plant and 400
equipment and intangibles — 300
200 3 2
100
0
(100)
(200) 2
o
(300) I~
(400) g
(500)
at 31 December %
Exclusive Synthesis & Biopharmaceuticals 4]
Organic Fine & Performance Chemicals 37
Polymer Intermediates 2]
Holding and Others 1l o

Total

Cash flow and investments

Employees by division

Financial Highlights
Lonza—Annual Report 2004 I 11






Activity Reports

Group Overview 14
Exclusive Synthesis & Biopharmaceuticals 16
Organic Fine & Performance Chemicals 20
Polymer Intermediates 24

Lonza—Annual Report 2004 I 13

Origami

From a simple piece of material, a complex object is created through a series of folds. The transformation occurs
according to rules which have evolved over a long period: experience is embodied in a tradition that is capable of
renewing itself and adapting to new forms. In much the same way, Lonza employs its experience and expertise in
chemical and biotechnological transformations to solve complex tasks, creating customized solutions from the
simple building blocks of nature.



Group Overview

Group performance — Group sales decreased in‘
2004 to CHF 2 182 million, down 2.7% (2% on a
currency-adjusted basis) on the previous year.
Group operating income (before special items
and amortization of goodwill) for 2004
decreased to CHF 215million, down 28.8%
against the previous year. Operating margins fell
t09.9% from 13.5% in 2003.

Group net income reached CHF 138 million, up
51.6% compared with CHF 91 million in 2003. Cash
flow before the change in net working capital
reached CHF 256 million, 3.0% below the prior year.

Net debt, capital expenditure and taxation — Lower
results and significant start-up costs for the
large-scale mammalian plant in Portsmouth, NH
(USA) were offset by lower capital expenditure,
leaving Group net debt basically stable at CHF
1027 million (CHF 978 million in 2003). Capital
expenditure of CHF 249 million was significantly
down on the previous year (CHF 424 million),
with the current investment cycle in biopharma-
ceuticals coming to an end.

Net financial expenses rose to CHF 33 million
(CHF 24 million in 2003) due to a higher level of
average net debt over the year and increased
interest rates compared with the previous year.
The tax rate of 23% (21% in 2003) is still at the
low end of the Group's expected range.

Our employees — At the end of 2004 the head-
count stood at 5668 worldwide, roughly the
same as the previous year (+0.2%). The increase
is attributed to investments in the biopharma-
ceuticals sector and the construction of the sec-
ond niacinamide plant in China. Without these
investments the number of employees would
have been 120 lower than the previous year as a
result of restructuring projects.

Outlook —In 2005 market conditions are expected
to remain difficult for Exclusive Synthesis. Fur-
ther de-stocking is expected, mainly by large
pharmaceutical companies in the areas of chem-
ical building blocks and active pharmaceutical

Activity Reports
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Registered trade marks per 31.12.2004: ACRAWAX, ALDO, ALDOSPERSE, AMPHOTERGE, AZOLAT, BARCHLOR, BARDAC, BARDAP, BARLENE, BARLOX, BARQUAT,
BIO-GENTLE, BIO-SURF, BROM-CHLOR, CARBOQUAT, CARSOQUAT, CARNICHROME, CARNIFEED, CARNIKING, CARNIPASS, CATAGARD, CELLMATE, CERAMID, CYTAIR,
DANTOBROM, DANTOCHLOR, DANTOCOL, DANTOEST, DANTOGARD, DANTOIN, DANTOSERVE, DANTOSPERSE, DIPLAST, DISTIFOAM, DISTIGEL, DISTITRON, DIS-
TITRONVE, EQUINOX, ETHOSPERSE, FMB, GEOGARD, GLYCACIL, GLYCHLOR, GLYCO, GLYCOLUBE, GLYCOMUL, GLYCONOL, GLYCOSERVE, GLYCOSPERSE, GLYCOSTAT,
GLYCOWAX, GLYCOX, GLYDANT, GLYDANT PLUS, GLYTEX, GS-SYSTEM, HMB, HYAMINE, ISOCIL, ISOPHAN, L-CARNIPURE, LONZA CROWN, LONZA FIT, LONZA PRIDE,
LONZA PRIMASET, LONZA STAR, LONZA VITAL, LONZABAC, LONZACHEL, LONZACURE, LONZAGARD, LONZAINE, LONZAMON, LONZAPOL, LONZASERVE, LONZASET,
LONZA-SOL, LONZASTAB, LONZEST, META, META SUPER, META THE MOLLUSCICIDE, NATRULON, NUTROCAMP, PEGOSPERSE, PEPZIN GI, POLIMIX, POLYALDO, PRI-
MASET, Q META QUALITY, RESELUTE, SPECTRADYNE, UNAMINE, UNIQUAT, XL-1000



ingredients. Growth is targeted for the supply of
clinical trial materials, peptides and selected
mature products. The Biopharmaceuticals assets
will see a better level of utilization with the three
20000 liter bioreactors now on stream on the
back of strong customer demand. Utilization of
the medium-sized vessels will improve over the
second half of 2004. In the Organic Fine Chemi-
cals business, the market situation will remain
competitive for many product lines. Performance
Chemicals is expected to enjoy favorable condi-
tions thanks to new products combined with
higher plant utilization. Demand for Polymer
Intermediates is expected to remain at satisfac-
tory levels, while raw material prices are not
expected to increase further, thus stabilizing and
improving operating margins.

We expect sales growth and a solid improvement
in earnings in 2005 in line with our short-term
(two-year) operating income targets of between
CHF 300 million and CHF 400 million.

Group Overview

Activity Reports
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Exclusive Synthesis & Biopharmaceuticals
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Our custom manufacturing activities were affected‘
by low capacity utilization in Biopharmaceuticals,
owing to slow refilling of the 2000 liter/5000
liter reactors after failures and delays of cus-
tomer products in late clinical development in
2003. The persistence of the tough business
environment in Exclusive Synthesis prevented a
major performance improvement. Divisional sales
decreased to CHF 676 million, 19.0% below the
previous year. Operating income (before special
items and amortization of goodwill) dropped from
CHF 147 million to CHF 61 million (=58.5%), with
operating margins declining from 17.6% to 9.0 %.

Exclusive Synthesis and Biotransformation —
Our chemical custom manufacturing business
continued to be adversely affected by the low rate
of new drug approvals, ongoing customer insourc-
ing, overcapacity and delayed product approvals.
We are seeing a trend towards short-term supply-
chain planning by many customers. A strong
pipeline of products in all clinical phases, repre-
senting a healthy mix of R &D projects, broadened
our customer base and dampened the effect of
lost projects. The peptide project pipeline grew
during 2004 and investment in the first success-
ful peptide project for the Solid Phase Peptide Syn-
thesis began. We have strengthened our market
presence in China with the start-up of an R&D
center in Guangzhou focusing on active sub-
stances and intermediates. The center will be
expanded stepwise in 2005. Our agrochemicals
business faced increased margin pressure with
older products, new products have had no impact
on profitability as yet.

High capacity utilization in our microbial fermen-
tation plant in Kourim (Czech Republic) was driven
by strong demand for L-Carnitine.

Biopharmaceuticals — The refilling of the 2000
liter and 5000 liter reactors in the mammalian
cell culture business ran into difficulties due to
customer project delays and lack of funding in the
biopharmaceuticals market. Results suffered a
severe setback as a consequence. The utilization
of these mid-sized vessels has increased slowly



Exclusive Synthesis & Biopharmaceuticals

but steadily throughout the year, without having ‘
a positive impact on the 2004 performance.

The start-up of the new state-of-the-art large-
scale plant proceeded, with only minor difficul-
ties, in accordance with our initial investment
expectations. Customer requests for large-scale
capacity are increasing. We are continuing to
deliver successfully on our long-term supply
agreements with Genentech and BMS. In direct
response to customer demand, we have decided
to install a fourth 20000 liter mammalian cell
culture bioreactor as a debottlenecking measure.
This will complement the three bioreactors
already in place without adding further down-
stream purification capacity. It is expected to go
on stream by mid-2006.

Demand for our R&D services and small-scale
pilot plant has picked up. Monoclonal antibody
yields have improved to more than 5 grams per
liter. Our core competencies of innovation, speed,
low-cost manufacturing, risk-sharing with cus-
tomers, business growth and regulatory track
record have proved to be strong advantages in
the face of growing competition.

We obtained the GMP production license from
Swissmedic for our small-scale microbial biophar-
maceutical plant in Visp (CH). This license will
enable us to manufacture both biopharmaceuti-
cals and recombinant vaccines.

Activity Reports
Lonza—Annual Report 2004 I 17



Exclusive Synthesis & Biopharmaceuticals

Exclusive chemical synthesis

Exclusive microbial fermentation
and biotransformation

Exclusive microbial
biopharma fermentation
Exclusive mammalian

cell fermentation

Key technologies

Activity Reports
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Products

Process development and
manufacture of intermediates and
active ingredients

Process development and
manufacture of intermediates,
active ingredients and
biopharmaceuticals

L-Carnitine (L-Carnipure®)

Process development and manu-
facture of therapeutic recombinant
proteins and antibody fragments

Process development and manu-
facture of therapeutic monoclonal
antibodies and recombinant
proteins, proprietary GS-expression
system

Asymmetric reactions

With transition metal catalysts
(hydrogenation, oxidation,
Heck/Aldol)

With biocatalysts

Racemic separations

Synthesis of chiral building blocks

Expertise in handling
hazardous and highly reactive
chemicals such as
Acetylene/ethylene
Cyclopentadiene
Ethylene oxide
HCN/CICN/chlorosulfonyl-
isocyanate
Ketene/diketene
Malononitrile

Phosgene (cGMP)/CO
SOCI,/Cl, (gas/liquid)

Organometallic reactions
Grignard

Heck reactions

With organolithium compounds
With organozinc compounds
Sodium in liquid ammonia

Main application

Life sciences industry,
pharmaceuticals and animal health
products

Life sciences industry,
pharmaceuticals and cosmetics

Sports nutrition, food,
pharmaceuticals and feedstuffs

Pharmaceutical and
biotechnology industry

Pharmaceutical and
biotechnology industry

Oxidations

With nitric acid

With oxygen/air

With peroxides

With transition metal catalysts
Ammoxidation

0zonolysis

Reactions under special conditions
High-pressure reactions
High-temperature reactions
Low-temperature reactions

Reductions
Catalytic hydrogenations

(homogeneous and heterogeneous)

With metal hydrides
With Raney nickel

Biotechnological processes
Mammalian cell fermentation

(GS and other expression systems,
protein purification and analysis)
Microbial fermentation

(batch and fed-batch mode)
Enzyme-catalysed reactions
(biotransformations)

For further information please visit our website: www.lonza.com

Market position

Among the leading producers

Among the leading producers

No 1 worldwide

Among the leading producers

No 1 worldwide

Peptide and oligonucleotide
technologies

Solid-phase synthesis

Liquid-phase synthesis
Recombinant technology
Large-scale downstream processing
(ion exchange, HPLC, lyophilization)



Exclusive Synthesis & Biopharmaceuticals

million CHF

Switzerland
EU

Rest of Europe
North America
South America
Asia

Others

Total

Production sites
Czech Republic
Germany

Great Britain
Switzerland

USA

Total

Research and development sites

China
Germany
Great Britain
Switzerland
Total

Sales offices

ON PR R R
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2003 I

2004 |

Sales by marketing area

Locations

Activity Reports
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Organic Fine & Performance Chemicals

Activity Reports
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The division’s sales increased to CHF 852 million,
up 3.1% on the prior year and 5.8% on a cur-
rency-adjusted basis. Operating income (before
special items and amortization of goodwill) at CHF
125million was on a par with the previous year’s
level, with operating margins barely declining
from 15.1% to 14.7%. Successful cost-manage-
ment measures prevented any further margin
deterioration.

Organic Fine Chemicals — Sales volumes of nico-
tinates (vitamin B3) were held back in the first
half of the year by avian flu, but recovered there-
after. Market prices came under significant pres-
sure due to strong competition. Results were
also affected by the higher prices for raw materi-
als and energy as well as the extremely weak US
dollar. Construction of the new 6 000 ton niaci-
namide plant in Guangzhou (China) progressed
according to plan with start-up expected in the
third quarter of 2005 at the latest. The new Lonza
technology for the direct oxidation of beta-pico-
line to niacin (vitamin B3) was further developed
and is now ready for scale-up.

Revenues from metaldehyde — a molluscicide —
were low during the first six months of the year
as a consequence of reduced customer orders
due to the dry summer of 2003. Volumes recov-
ered in the fourth quarter.

Diketene derivatives — organic intermediates
mainly used for vitamins and colorants — faced
competitive pressure from Asian producers.
Lonza permanently shut down the diketene
derivatives production facility in Pasadena, TX
(USA); the affected customers are now served
from the plant in Visp (CH). Prices and therefore
margins recovered considerably in the second
half as we were able to pass on high raw material
costs to customers on the back of strong end-
market demand and even higher raw material
and energy prices in China. At the end of Novem-
ber Lonza sold the assets of its Pasadena site to
Gulf Bayport Chemicals LP, Houston, TX (USA).
Sales of engineering polymers additives for high-
performance applications benefited from the
favorable market conditions in the electronics
industry.



Organic Fine & Performance Chemicals

Volumes of organic intermediates for vitamins
and other applications were satisfactory, but
prices came under pressure from low-cost coun-
tries. Several new products were launched in
2004. Process improvement and debottleneck-
ing projects have been completed.

Performance Chemicals — Spearheaded by the
successful introduction of Carboquat® to the pres-
sure wood treatment market, sales grew signifi-
cantly. In combination with the strong perform-
ance in wood protection, the other businesses
such as hygiene, personal care, water treatment,
functional chemicals and food additives profited
from better utilization rates and subsequently
outperformed their 2003 results. Price increases
— mainly for food additives (kosher esters) and
functional chemicals (plastic lubricants and tech-
nical esters) — partially offset the high prices for
oleochemical raw materials and energy costs.
Significant progress in development activities
was achieved thanks to four newly launched
products: Natrulon® OSF and Natrulon® HT are
both used in skin care applications; Carboshield™,
with its corrosion-inhibition and metal-surface-
cleaning features, is used for a broad range of
industrial metals; and Surfacine®, a biocide, pro-
vides long-lasting antimicrobial protection for
surfaces and has a more rapid disinfectant effect
than traditional biocides.

Activity Reports
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Organic Fine & Performance Chemicals

Organic Fine Chemicals

Performance Chemicals

Key technologies

Activity Reports
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Products

Niacin, niacinamide

Diketene derivatives

Hydrocyanic acid derivatives

Engineering polymer additives

Meta® — Metaldehyde

Microbiologically active substances

Quaternary ammonium
compounds

Halogenated hydantoins

Hydantoin derivatives

Oleochemical derivatives

Expertise in handling
hazardous and highly reactive
chemicals such as
Acetylene/ethylene
Cyclopentadiene
Ethylene oxide
HCN/CICN/chlorosulfonyl-
isocyanate
Ketene/diketene
Malonodinitrile

Phosgene (cGMP)/CO
SOCL,/Cl, (gas/liquid)

Organometallic reactions
Grignard

Heck reactions:

With organolithium compounds
With organozinc compounds
Sodium in liquid ammonia

Main application

Food and feedstuffs,
pharmaceuticals

Pharmaceuticals,
agrochemicals, colorants

Vitamins, optical brighteners,
agrochemicals

Electronics, aerospace industry,
coating

Snail and slug control agents

Disinfectants for household, indus-
trial and institutional applications,
including water treatment and wood
preservation

Biocides for water treatment,
pools and spas, and household
disinfection

Preservatives for personal care and
household products

Food ingredients, humectants and
emollients for personal care, pro-
cessing aids and lubricants for poly-
mer and textile industry, and indus-
trial defoamers

Oxidations

With nitric acid

With oxygen/air

With peroxides

With transition metal catalysts
Ammoxidation

0zonolysis

Reactions under special
conditions

High-pressure reactions
High-temperature reactions
Low-temperature reactions

Reductions

Catalytic hydrogenations
(homogeneous and heterogeneous)
With metal hydrides

With Raney nickel

Market position

No 1 worldwide for niacin

No 1 worldwide

No 2 worldwide

No 1 worldwide in PT resins,
No 1 worldwide in specialty
chain-extenders

No 1 worldwide

No 1 worldwide

Among the leading producers

Among the leading producers

Among the leading producers in
North America

Performance Chemicals
technologies

Amination and quaternization
for biocide production
Fatty-acid-based esterification
technologies

Hydantoin technology
Ethoxylation technology



Organic Fine & Performance Chemicals

million CHF 2003 I 2004 | ‘

Switzerland 20 Sales by marketing area
EU 25

Rest of Europe 0w

North America 4]

South America 2

Asia 12

Others 0

Total

Production sites Locations
China 2

Switzerland 1

USA 2

Total 5

Research and development sites
Switzerland

USA

Total

Sales offices 15

Activity Reports
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Polymer Intermediates

Activity Reports
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The volume recovery in some areas of our Poly-
mer Intermediates business increased sales to
CHF 649 million, up 12.3% compared with 2003
and 11.7% on a currency-adjusted basis. Raw
material prices at historical highs had a severe
impact on results. Significantly reduced exports
of higher-margin products to the USA and Asia
thanks to persistent weakness of the US currency
versus the euro was a further burden. Higher
demand for chemical commaodities, the positive
impact of the cost-cutting measures and price
increases only partially offset these negative
effects. Operating income (before special items
and amortization of goodwill) decreased by
12.2% to CHF 36 million, while operating margins
dropped to 5.5%, from 7.1% in 2003.

Sales of phthalic anhydride for unsaturated poly-
ester resins and plasticizers mainly used for PVC
applications improved thanks to the recovery of
the building sector in southern Europe. We were
able to pass on the high raw material prices for
oxo-alcohols and achieve a moderate margin
recovery. The shutdown of competitors’ plants for
phthalic anhydride in the United Kingdom and for
plasticizers in Spain temporarily shortened sup-
plies.

Sales of maleic anhydride and derivatives to the
unsaturated polyester sector in Europe achieved
volumes consistent with 2003. Exports to the
USA and the Far East suffered from a strong euro.
Escalating benzene costs and depressed market
conditions forced some producers to shut down
their benzene-based maleic anhydride units.
Lonza temporarily interrupted its benzene-based
maleic anhydride production at Scanzorosciate
(IT), but continued to supply the market from its
butane-based plant at Ravenna (IT).

The catalyst business was sluggish due to the
lack of new investment in phthalic and maleic
anhydrides production units as well as competi-
tive pressure. A new generation of catalysts for
maleic anhydride fluid-bed technology was devel-
oped inhouse and will be charged in the Ravenna



maleic anhydride plant in 2005, strengthening
our competitive position.

Trimellitic anhydride volumes were lower in com-
parison with last year due to currency effects and
subsequently reduced sales to the coating and
cable industry in USA and Asia. Competitors with
costs in US dollars were especially active in
Europe.

Special plasticizers continued their positive trend
with higher quantities and improved margins in
Europe. Growth drivers were new products re-
quested by the automotive and lube-oil sectors.
Resins performed well in terms of sales volumes;
however, margins were squeezed by high raw
material costs which take longer to pass on to cus-
tomers. Sales of compounds were boosted by
healthy demand from the electrical and trans-
portation industries.

Volumes of isophthalic acid in the debottlenecked
plant for PET applications in Singapore were buoy-
ant throughout the year. Margins remained at an
unsatisfactory level, however, due to high raw
material and energy prices and only partially real-
ized price increases.

Polymer Intermediates

Activity Reports
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Products

Dibasic acids and anhydrides:
phthalic anhydride, maleic anhydride,
pyromellitic anhydride, fumaric acid,
malic acid, trimellitic anhydride

Pure isophthalic acid and meta xylene

Succinic anhydrides,
hydrogenated anhydrides,
hardeners for epoxy resins,
tetrahydrophthalic,
diethylacetonylsuccinate,
tetrahydrophthalimide,
dimetylsuccinate, other esters.

General-purpose and special
plasticizers:

linear phthalates, polymerics,
trimellitates

Unsaturated polyester resins and
derivatives (gel-coats)

Technocompounds and molded
composites: BMC, SMC, TMC

Catalysts and technologies,
custom manufacturing of catalysts

Oxidation

Vapor phase (fixed and fluid bed)
Liquid phase

Epoxydation

Esterification

Hydrogenation

Diels-Alder reaction

Double-bond addition (hydration)

Main application

Unsaturated polyester resins,
plasticizers, adhesives, paints,
lubricants, additives for food and
feedstuffs, pharmaceuticals

Unsaturated polyester resins,
PET bottle grade, paints and
coatings

Electrical equipment and electronics,
paints and pigments,

additives in plastics, pharmaceutical
and agricultural products

Plasticizers for PVC, electrical
equipment, automotive,
furnishing, clothing, sport

Nautical engineering, construction
and transport industries,
electrotechnical equipment, sport,
furniture, sanitary wear

Electrical equipment and electronics,
construction and transport industries

Production of phthalic and
maleic anhydride,
pyromellitic anhydride and
formaldehyde

Isomerization

All technologies for the production
and development of heterogeneous
catalysts

Compounding technologies

For further information please visit our website: www.lonza.com

Market position

No 1 in Europe for trimellitic
anhydride and malic acid

No 1 in Europe and co-leader
worldwide for fumaric acid

Among Asia’s leading producers

No 1 worldwide

No 1 in Europe for special plasticizers

Among Europe’s leading producers

No 2 in Europe for technocompounds

No 1 worldwide: catalysts for
maleic anhydride

No 1 worldwide: fluid bed
technology for maleic anhydride
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Employees per region 2004

44 %
26 %
5%
17%
8%
0%

M

Employees per division 2004

41%

37%
21%
1%

()

Leadership and collaboration — Operational excel-
lence is the focus of our business strategy and
people are the key to operational excellence.
Developing a corporate culture of trust and entre-
preneurship is essential for people to perform at
their best. In pursuit of this we have developed
these principles so that wherever we work — we
work together.

We treat each other with trust and respect. We
recognize that diversity of ideas, style, back-
ground and culture enhance creativity and deci-
sion-making.

We benefit from the advantages of teamwork by
leveraging the individual's knowledge, skills and
abilities. Individuals can and often do contribute
good ideas, but really great ideas are most often
the product of collaboration. We create opportu-
nities for great ideas through cross-functional
teams that broaden the individual's knowledge of
other businesses and disciplines. We know that
teamwork boosts productivity, the capacity for
innovation and the competitiveness of our com-
pany, while also creating a more dynamic work
environment.

Talent management is critical. In order to meet
our business objectives now and in the future,
we maintain an organization staffed with the
right people and the right skills. Ongoing training
and staff development along with strategic
recruitment ensures that our company remains
aleader in our industry.

Responsibility extends beyond us and our com-
pany to our fellow human beings and society as a
whole. We deal with cases of hardship with
integrity. We recognize employee represen-
tatives as our partners in strengthening labor
relations and improving the corporate culture.
Leadership by example is critical to the accept-
ance of and compliance with these principles.
Human Resources is a service organization
within our company. It is the responsibility of the
human resource organization to provide tools,
systems and procedural guidelines to the busi-
ness groups to enable them to manage their
human resource requirements. The Human
Resources function is decentralized so that the

thttp://www.lonza.com/group/en/company/corporate/policies.html



support and services are seamlessly woven into
the business.

Itis the goal of these principles to ensure that we
meet our strategic objectives.

Human resources development — In December
2004 headcount stood at 5668 worldwide, after
adrop of 9% in 2003 as a result of the restructur-
ing program. This figure has risen again slightly
this financial year, by 0.2%. The increase is attrib-
uted to investments in the biopharmaceutical
sector and the construction of the second nia-
cinamide plantin China.

We continued to offer employee development pro-
grams throughout 2004 with an emphasis on
management development. In 2004 over 200
managers and management candidates attended
special events at which they invested an average
of ten working days in developing and improving
their management skills.

Specialist training courses were held in parallel,
ranging from security training to good manufac-
turing practice (GMP), technical, language and IT
modules training. Lonza's apprenticeship pro-
grams in Switzerland are also an important de-
velopment tool. The apprenticeship program is
run in collaboration with other companies from
the chemical and biotech industries. Currently,
we have 155 young adults enrolled in the three-
to four-year programs. In 2004, 45 participants
successfully completed their apprenticeship
training.

Compensation — Lonza's compensation is based
on job responsibility and performance criteria.
Compensation comprises a basic salary and other
variable components. The performance-related
components are part of a salary and wage sys-
tem that applies to all employees, whether they
have an individual or a collective employment
contract. The performance-related components
are part of a salary and wage system that applies
to all embloyees, whether they have an individual
or a collective employment contract. The perform-
ance incentive varies according to the manage-
ment level and the achievement of targets up to a

maximum of 40% of total annual income. In addi-‘
tion, we have long-term incentive plans in the
form of a stock option plan for executives in key
positions and a share purchase scheme for
employees. The latter was first issued in 2002,
revised in 2004. The revised program will be
implemented in the first quarter of 2005.

Outlook — As Lonza moves from a restructuring
phase to implementation of the strategic plan,
human resource activities will focus on support-
ing the ambitious growth targets. Reduction of
headcount will not be the primary focus. Effi-
ciency gains in many functions are a primary tar-
getin order to staff future growth initiatives. Sup-
porting our employees in continuously improving
capabilities and know-how is paramount for
future success. Led by a small global Human
Resources Group, Lonza's HR systems and HR
processes will be improved continuously to
reward successful entrepreneurship within the
company and strengthen the atmosphere of
trust.

Human Resources

Human Resources
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Safety, Health and Environment
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Efforts to improve industrial safety have con-
tributed significantly to Lonza Group’s record of
7.2 accidents per million hours worked in 2004, the
lowest rate for the last ten years. We are proud
to report that, as in the previous year, five of the
18 production sites reported no accidents in 2004.
All our production sites are intensively pursuing
accident-prevention programs.
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The Group’s total energy requirement in the year
under review was 11714 terajoules. Through
process optimization, systematic detection and
elimination of energy losses and investment in
energy-efficient components, we succeeded in
reducing overall energy consumption by 5%. The
reduction since the peak consumption recorded in
2000 is almost 18%. The main energy sources
used by Lonza are: utilization of waste (38%), nat-
ural gas (33%) and electricity (22%). Liquid fossil
fuels account for only 4% of the overall energy
consumption. Energy from hydroelectric genera-
tion belongs in the category of renewable energy
sources. Lonza obtains around 60% of its electri-
cal energy from hydroelectric sources.

Lonza is fully committed to the principles of sus-
tainable development in its industrial operations
in the chemical-pharmaceutical sector. We are
also aware that our use of natural resources and
our industrial activities has an impact on man,
nature and the environment. We therefore strive
to keep any negative effects to an absolute mini-
mum and reduce them further in a drive for con-
tinual improvement. At the same time, we are
doing all we can, in collaboration with our cus-
tomers, to enhance the benefits of our products
and services for the good of society. We commit
significant financial and human resources to the
achievement of this aim. For instance, 3% of our
more than 5600 employees, a total of 167 people,
work directly in the area of Safety, Health and
Environment (SHE). Capital expenditure on SHE
came to CHF 30.4 million in 2004, equivalent to
1.4% of sales and 12.8% of the Group's total
investment in fixed assets. The operating
expenses for SHE amounted to CHF 55.7 million,
on a par with the previous year’s level.

The preamble to our SHE policy states that Lonza
is committed to operations and practices which
prevent harm to people and damage to the envi-
ronment or property, and that the principles
applying to safety, health and environment which
result from the company’s ethical conviction
take precedence and apply throughout the
Group. To implement these principles, Lonza has
nominated people at all levels of line manage-
ment, with support from specialists in the corpo-
rate functions. In the reporting year, Lonza cre-
ated new regional SHE coordinators to ensure
that the standards stipulated by our SHE policy
can be implemented even more effectively. In
addition to the internal dialogue and shared
experience, Lonza strives to maintain a good and
balanced relationship with the authorities and
the neighboring population at all its locations. We
contribute to the safe handling of chemical sub-
stances and the sustainable use of raw materials
in particular through our commitment to the
Responsible Care® programs of the chemical
industry and our active participation in national
and international bodies working in the SHE area.



Rather than being manifested through major,
high-profile projects, progress and improve-
ments in the SHE area are often the sum of many
small and medium-scale technical and organiza-
tional measures. In the following, we present a
selection from the regions across the globe
where Lonza has production sites.

Asia — Targeted SHE training for all employees
and special measures to increase safety aware-
ness contributed significantly to the complete
absence of accidents resulting in lost working
time at our three sites of Guangzhou (China),
Liyang (China) and Singapore in 2004. The plant
at Guangzhou reached its goal of two thousand
days without an accident already in mid-2004 —
in other words, accident-free operation since pro-
duction started up in 1998. The Singapore plant
received recognition for its safety standards in
2004 — a silver medal awarded annually by the
Ministry of Labour for exemplary industrial
safety. The Singapore facility also succeeded in
reducing water consumption by 12% through
operational measures.

Europe — At the Group's largest works at Visp
(CH), the effects of investments in recent years
to reduce VOC emissions were apparent, with
emissions falling in 2004 to 220 metric tons, 15%
down on 2003 and as much as 35% lower than
the average for the previous three years. Also at
Visp, measures in conjunction with the extension
of the fire-prevention concept, at a total cost of
CHF 3.3 million, included replacement of the
alarm control room, installation of further fire-
fighting and alarm equipment, and the construc-
tion of a new engine room for the works fire
brigade. Work started on the construction of a
retention basin for contaminated cooling water,
marking a significant step forward in measures to
minimize the potential impact on watercourses in
the event of cooling-water contamination. This
was deemed necessary after risk analysis
required by the Swiss Federal Ordinance on Major
Accidents revealed the need for action. In the
energy sector, a wide-ranging study indicated

considerable optimization potential in niacin syn-‘
thesis. Accordingly, a new concept for energy
recovery will be implemented in this high-temper-
ature process. This will lead, via economies in the
amount of fossil fuels consumed, to a reduction
in carbon dioxide (CO2) emissions of more than
6500 metric tons per year.

At the film plant in Weil (D), numerous process
optimization measures were implemented to re-
duce diffuse solvent emissions. A large film-cast-
ing machine was retrofitted with a special filter to
enable cleaning without opening the machine. In
the reporting year, the company reached its tar-
get of cutting diffuse dichloromethane emissions
to below 2.5%.

At the Miehlen plant (D), sealed cleaning systems
started operation on two production facilities and
the individual washing bays in the production hall
were consolidated in a single central washing sta-
tion, significantly reducing solvent emissions. In
a second phase of construction in 2004, the stor-
age facility for flammable and water-hazardous
liquids was completed, giving the Miehlen plant a
central storage facility for these materials in a
secure area.

At the biopharmaceuticals plant in Slough (UK),
an asbestos program was implemented across
the entire site and all suspect materials analysed.
On the organizational level, the procedure for
works necessitating special authorization was
radically overhauled and implemented with appro-
priate training. A subsequent official verification
took place during the annual plant shutdown,
when intensive maintenance work is undertaken.
The new authorization procedure was praised by
the official inspectors as highly effective.

Safety, Health and Environment

Safety, Health and Environment
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In 2004 the total output of carbon dioxide (CO-)
fell compared with the previous year by 5%, main-
taining the positive trend. Emissions of the green-
house gas CO: produced by burning fossil fuels fell
by 9%, a disproportionately large contribution to
the downward trend. The proportion of these CO:
emissions in 2004 was still 26 %.

o O O

VOC emissions in metric tons
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Emissions of volatile organic compounds (VOC)
fell by a further 14% to 618 metric tons in the
reporting year. Here too, the downward trend was
sustained, thanks largely to technical measures
to optimize consumption as well as waste-air
treatment at the Weil and Visp sites. At 285 met-
ric tons, the proportion of halogenated VOCs rep-
resented less than half the total output. The film
plant at Weil was responsible for 80% of the halo-
genated VOC output.

o O O

At the four Italian production centers of Scan-‘
zorosciate, San Giovanni Valdarno, Ravenna and
Brembate, numerous measures arising from
process-risk analyses were implemented. Of par-
ticular note were the investments in excess of
CHF 1 million in Scanzorosciate to improve safety
in the bulk tank transfer station for flammable
organic compounds, for asbestos removal and
the replacement of concrete effluent ducts with
stainless steel pipes. All the Italian sites insti-
tuted measures in conjunction with the Euro-
pean ATEX legislation on explosion hazards.

After a long planning phase, remediation work
began at the disused site of the former Lonza-
Werke GmbH in Waldshut (DE). The site as a
whole covers 26 hectares in the industrial zone
and has numerous buildings previously used for
production of inorganic and organic chemicals.
The remediation measures are undertaken in
close collaboration with external experts and the
competent authorities, thus ensuring compli-
ance with the highest environmental and safety
standards. After completion of the work, the
present brownfield site will gain a new lease of
life as a business park.

USA — In April 2004 our site at Mapleton, IL, cele-
brated its sixth year without an accident result-
ing in lost working time. Up to the end of the year,
the plant had logged 79 successive accident-free
months, equivalent to 1 150 000 working hours,
demonstrating the high level of commitment to
safety culture. In the reporting year, a new,
patented process for the manufacture of an envi-
ronmentally friendly, chlorine- and arsenic-free
wood preservative, Carboquat, was introduced.

At our plant in Portsmouth, NH, important energy-
saving measures were realized as part of the
new large-scale production expansion project,
with investments of over USD 2.1 million. The air-
purification systems alone are expected to yield
total energy savings of 5.6 million kilowatt hours.



Incidents — On 22 February 2004 there was a
violent explosion in the tank storage area of a
production installation at Visp (CH). Fortunately,
no one was seriously injured, but there was
considerable material damage, and the incident
led to the shutdown of the installation for several
months. This incident shows once more that,
however exacting the safety standards, it is
never possible to exclude all risks. Lonza has
already taken steps to further reduce the risk of
incidents. There were no major incidents or
breakdowns at the other sites. Again in 2004, no
accident or damage was reported in connection
with the transportation of Lonza products and
raw materials.

Safety and environment performance

Complete details of all performance indicators
are posted on the Group website http://
www.lonza.com/group/en/company/activities/
she.html. We use absolute data for the consoli-
dated Group figures, since the indexed figures in
the form of efficiency indices are not particularly
meaningful owing to the very heterogeneous mix
of products and processes. Overall, 2004 was a
successful year as virtually all indicators show a
downward trend.
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The total quantity of waste produced by Lonza in
2004 was 163 000 metric tons, of which 103 000
metric tons consisted of special (hazardous)
wastes and 60 000 metric tons of non-hazardous
wastes or inert materials. The volume of waste
produced in both categories is subject to sub-
stantial annual fluctuations and influenced in
particular by investments in construction pro-
jects such as extensions and new buildings
involving large-scale excavations or remediation
of existing buildings and installations. In either
case, depending on the level of contamination,
special wastes or non-hazardous wastes may be
produced. Lonza has a specialized waste disposal
concept at all its sites, dedicated to the principle
of avoidance, recycling and environmentally
sound disposal.
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Final destination of special waste 2004
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In 2004, 92% of special waste materials were
incinerated or externally recycled. Only 8% went
to landfill. All the transportation, processing and
final disposal companies involved are known to
Lonza and are specially selected also in accor-
dance with SHE criteria. Needless to say, they are
all reputable firms which comply with all legal
requirements.

Safety, Health and Environment
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1. Group Structure and Shareholders

Operational Group structure
11

Principal shareholders
1.2
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Lonza Group Ltd, a holding company under Swiss law, is fully committed to good corporate governance.‘
As an internationally active company, Lonza complies with the local rules and regulations of all coun-
tries in which it does business. However, Lonza and its governance are measured against the SWX
Swiss Exchange “Directive on Information relating to Corporate Governance”. The principles and rules of
Lonza Group Ltd are laid down in the Company’s Articles of Association?, the Regulations Governing
Internal Organization and Board Committees including their Charters and the Code of Conduct®. The
Board of Directors reviews these principles and rules regularly in the light of prevailing best practices.

Detailed information on governance matters are also displayed on the company’s website
www.lonza.com.

Lonza is a life-sciences-driven company, headquartered in Basel, Switzerland, which operates 18
production and R&D facilities in eight countries. Its activities are organized in three divisions. The
divisions function as profit centers and bear full responsibility for their business activities. Lonza is
the leading custom manufacturer of active chemical ingredients, intermediates and biopharmaceu-
ticals solutions for the pharmaceutical and agrochemical industries. It also offers organic intermedi-
ates for a wide range of applications, antimicrobial and associated products, as well as polymer inter-
mediates and compounds. A detailed description of Lonza's worldwide activities is available on
Lonza’s website: www.lonza.com/group/en/company/overview.html.

Organizational structure

External Audit Board of Directors Internal Audit

Chief Executive Officer

Management Committee

Exclusive Synthesis & Biopharmaceuticals Organic Fine & Performance Chemicals Polymer Intermediates

Holding company, principal subsidiaries and associates — Lonza owns directly or indirectly all com-
panies belonging to the Group worldwide. The subsidiaries and associates are all non-listed entities.
The principal subsidiaries are listed on page 70 of this report and may also be downloaded from
Lonza’s website http://www.lonza.com/group/en/company/corporate/principal. They represent 99.4%
of the revenue of the Group.

The following table sets forth the identities of those Lonza Group Ltd shareholders and their respective
shareholdings with more than 5% of voting rights (according to information received from these
shareholders):

Principal shareholders

Number of shares at CHF 1 par value 20032 % 20042 %
EMS-Chemie Holding AG, Domat/Ems (Switzerland) 11359047 2252 | 9859047 19.54
Franklin Templeton Companies, LLC, Fort Lauderdale (USA) 5073774 10.06
Harris Associates L.P., Chicago (USA) 5065650 10.04

1 The specified documents may be downloaded from Lonza's website:
www.lonza.com/group/en/company/corporate.html.
2 At 31 December



2. Capital Structure

Lonza Group Ltd knows of no other shareholder that owned more than 5% of the total share capital of‘
Lonza Group Ltd as of 31 December 2004. To the best knowledge of Lonza Group Ltd, the above-men-
tioned shareholders are not linked by any shareholders’ agreement or similar arrangement with
respect to their shareholdings in Lonza Group Ltd or the exercise of shareholders’ rights.

Changes that occurred between the balance sheet date and the date of the Board of Directors’

authorization of the consolidated financial statements are recorded on page 89.

Lonza Group Ltd has not entered into any cross-shareholdings.

The share capital of Lonza Group Ltd as of 31 December 2004 is CHF 50 450 000, fully paid-in and

divided into 50 450 000 registered shares with a par value of CHF 1 each.

2003

Shareholder structure Shareholders Shares
% %

Switzerland 94.44 45.40
Great Britain 0.47 6.12
Germany 1.95 170
USA 0.56 4.36
Others 257 2.95
Shares in transit 33.38
Treasury shares without voting rights 0.01 6.09
Total 100.00 100.00
Total number of shares 50450 000

As of 31 December 2004, Lonza Group Ltd had no authorized or conditional capital at its disposal.

2.3.1 Share capital and registered shares

2002!
Share capital CHF 50450000
Registered shares 50450000
Par value/share CHF1

2.3.2 Changes in Lonza Group Ltd capital and reserves

CHF Financial year 2002
Share capital 50450 000
General legal reserve 25225000
Reserve for own shares 336311343
Available earnings brought forward 309557 096
Total capital and reserves 721543439
Net income for year 205247993

LAt 31 December

2003*

CHF 50 450 000
50450000
CHF 1

Financial year 2003
50 450 000
25225000

335958272
425147194
836 780 466
311915066

Cross-shareholdings

13

Share capital

21
2004
Shareholders Shares
% %
94.78 39.44
0.47 18.68
1.87 0.46
0.56 15.20
231 3.30
16.83
0.01 6.09
100.00 100.00
50450000

Authorized and conditional capital
2.2

Changes in capital

2004

CHF 50450 000
50 450 000
CHF1

Financial year 2004
50 450 000
25225000

335897598
675527 850
1087100448
201257 424

Corporate Governance
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Capital Structure
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Lonza Group Ltd registered shares, with a par value of CHF 1, are listed on the SWX Swiss Exchange‘
and included in the Swiss Market Index (SMI). They are traded on the virt-x, an electronic trading
system in London.

Lonza Group Ltd has not issued any participation certificates (non-voting shares).

Security number; 001384101 (valor), ISINCH0013841017, stock symbol: LONN (Telekurs)

On 31 December 2004 Lonza had a market capitalization of CHF 3 229 million (2003: CHF 3587 mil-
lion).

Lonza Group Ltd has not issued any non-voting equity security (Genussscheine, bonus certificate).

Purchasers of registered shares declaring that they have acquired these shares in their own name
and for their own account will be entered without limitation as shareholders with voting rights in the
share register. Persons who do not declare that they have acquired the respective shares in their
own name and for their own account are considered “nominees” and will be entered with voting
rights in the share register up to a maximum of 2% of the share capital unless the actually entitled
persons are revealed. The details are set out in Art.6 of the Company’s Articles of Association.

Convertible bond — In June 2002, Lonza Finance Limited, St. Helier, Jersey (GB), raised CHF 300 mil-
lion via a convertible bond, due 2006, with a 2% p.a. fixed interest rate. The bond is convertible into
Lonza Group Ltd shares from 1 July 2002 up to and including 21 June 2006 at a conversion price of
CHF 135 per share. Each bond of CHF 5 000 principal amount is convertible into initially 37.03704
shares with a par value of CHF 1. The purpose of the issuance of the convertible bond has been to
purchase shares under the share repurchase program and for general corporate purposes. The usual
risk with convertible bonds is the risk that the conversion will not be executed at the end of the con-
version period.

In conjunction with this convertible bond Lonza Finance Limited, St. Helier, Jersey (GB), purchased
2222 222 shares in Lonza Group Ltd, with a par value of CHF 1 each, in the period from 12—-25 June
2002. The average purchase price was CHF 118 net per registered share.

Options — Options granted to the members of the Board of Directors and the members of the Man-
agement Committee are mentioned under section 5.6. Disclosure of all options outstanding is pro-
vided in the notes to the consolidated financial statements (pages 84 and 85). No further options or
similar instruments have been issued by the Company or any of the Group entities.




The Board of Directors is made up of non-executive members and comprises two Swiss and three‘

non-Swiss members.

The members of the Board of Directors as of 18 February 2005 were as follows:

Name Nationality Year of birth Position held

Year of initial
appointment

Expiration of current
term of office

Sergio Marchionne
Canadian 1952
and Italian

Chairman of the Board

of Directors and Member
of the Nomination and
Compensation Committee

1999

2005

Bernard Mach
Swiss 1933

Vice-Chairman of the
Board of Directors
and Member of the
Nomination and
Compensation
Committee

2001

2005

Peter Kalantzis
Swissand 1945
Greek

Member of the

Board of Directors
and Member of the
Audit and Compliance
Committee

1999

2005

Sir Richard Sykes
British 1942

Member of the
Board of Directors
and Chairman of the
Nomination and
Compensation
Committee

2003

2005

Peter Wilden
German 1957

Member of the Board
of Directors and
Chairman of the
Audit and
Compliance
Committee

2004

2005

With the exception of Sergio Marchionne who has tendered his resignation from the Board of Direc-
tors with effect from the 2005 Annual General Meeting, all the other members of the Board of Direc-
tors will stand for re-election for a term of one year.

3. Board of Directors

Members of the Board of Directors
31
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Board of Directors
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Sergio Marchionne Licensed Barrister and Solicitor, Chartered Accountant and Certified General Accountant. Obtained
a Bachelor of Laws from the Osgoode Hall Law School, York University, Toronto, and holds a Master of Business Admin-
istration from the University of Windsor, Canada

— Chairman of the Board of Directors of Lonza Group Ltd, Basel (since October 2002)

—Member of the Board of Directors of Lonza Group Ltd, Basel (since September 1999)

— Managing Director and Chief Executive Officer of Lonza Group Ltd, Basel (November 1999-January 2002)
— Managing Director and Chief Executive Officer of Alusuisse Lonza Group Ltd, Zurich (1997-2000)

—Held various positions in Alusuisse Lonza Group

—Member of the Board of Directors of Fiat SpA, Turin (since May 2003), Managing Director and Chief Executive Officer
(since June 2004)

—Vice-Chairman of the Board of Directors of Société Générale de Surveillance Holding SA, Geneva (since 2004),
Managing Director and Chief Executive Officer (2002—2004), Member of the Board of Directors (since 2001)

—Member of the Board of Directors of Serono Ltd, Geneva (since May 2000)

Bernard Mach MD from the University of Geneva and PhD from Rockefeller University, New York. Until his retirement
in 1998, Bernard Mach was Professor of Molecular Genetics and Chairman of the Department of Genetics and Micro-
biology at the University of Geneva Medical School

— Vice-Chairman of the Board of Directors of Lonza Group Ltd, Basel (since October 2002)
—Member of the Board of Directors of Lonza Group Ltd, Basel (since March 2001)

—Founder and Chairman of Novimmune SA, Geneva (since 1998)

—Member of the Board of Directors of Serono Ltd, Geneva (since 1997)

— Founder and Chairman of the Scientific Board of Lombard Odier Immunology Fund, Geneva (since 1995)
— Founder and former Board member of Biogen Inc., Geneva, then Boston

—Member of the French Academy of Sciences (since 1995)
— President of the Union of Swiss Societies for Experimental Biology (1990-1993)
—Member of the Swiss Research Council (1969-1980)

Peter Kalantzis PhD in economics from the University of Basel. Industrial Consultant

—Member of the Board of Directors of Lonza Group Ltd, Basel (since September 1999)
— Executive Vice President of Alusuisse Lonza Group Ltd, Zurich (1991-2000)
—Held various positions in Lonza Ltd, Basel

— Chairman of the Board of Directors of Clair Finanz Holding Ltd, Cham (since 2004)
—Member of the Board of Directors of Lamda Development Ltd, Athens (since 2004)
—Member of the Board of Directors of Hansa AG, Basel (since 2003)

— Chairman of the Board of Directors of Mévenpick Holding, Cham (since 2001)

— Chairman of the Board of Directors of PrivatAir Holding SA, Geneva (since 2001)

—Acting President of the Swiss Society of Chemical Industries (2001-2002)
—Member of the Executive Board of economiesuisse (2001-2002)




SirRichard Sykes PhD in microbial biochemistry from Bristol University and DSc from the University of London. Fellow
of The Royal Society. Member of a number of government and scientific committees. Holds a number of honorary
degrees and awards from institutions both in the UK and overseas. Received his knighthood in the New Year Honours
List for services to the pharmaceutical industry (1994).

—Member of the Board of Directors of Lonza Group Ltd, Basel (since March 2003)

— Rector of Imperial College, London (since January 2001)

— Chairman and Chief Executive of Glaxo Wellcome plc, London (1997-2002)

— Deputy Chairman and Chief Executive of Glaxo plc (1993-1997)

—Deputy Chief Executive of Glaxo Group Research Ltd, London, and Group Research and Development Director of
Glaxo plc, London, and Chairman and Chief Executive of Glaxo Group Research Ltd (1987-1993)

— Vice-President, Infectious and Metabolic Diseases, Squibb Institute for Medical Research, Princeton, New Jersey
(1983-1986)

—Director of Microbiology and Associate Director, Squibb Institute for Medical Research, Princeton, New Jersey
(1979-1982)

—Head of the Antibiotic Research Unit of Glaxo Research Ltd, London (1972-1978)

—Served as President of the British Association for the Advancement of Science (1998-1999)

Peter Wilden Holds a degree in business administration and information technology, as well as a PhD in business
administration from the University of Kiel

—Member of the Board of Directors of Lonza Group Ltd, Basel (since March 2004)

— Executive Vice-President Finance and Chief Financial Officer of Ferring Pharmaceuticals in Lausanne (since 2000)

— Director of Group Finance at Ferring BV, Hoofddorp (1996—-2000)

— Director of the Board of the Ferring operations in Poland, Hungary and the Czech Republic and area manager for the
Indian sub-continent (1994-1996)

—Deputy Vice-President for Finance and Accounting and Technical Operations at Ferring Arzneimittel GmbH, Kiel
(1993-1996)

— Director of Finance with responsibility for administration, finance, controlling, IT and procurement at Ferring
Arzneimittel GmbH, Kiel (1991-1993)

—Consultant on a number of IT and related projects at Mak Data System, Kiel, and within the Krupp network
(1988-1991)

—Management Assistant with Krupp MaK Maschinenbau GmbH, Kiel (1986—1988)

— Scientific Assistant in the IT-Group of the Kiel Institute of World Economics (1983-1986)

—Tax inspector at the revenue office in Wilhelmshaven (1980-1981)

—Member of the Board of Trace Biotech AG, Braunschweig (1999-2002)

—Member of various scientific research organizations (Operations Research, economics, pharmaceutical manufac-
turing technology) in Germany, the United States and in the Netherlands.

None of the members of the Board of Directors had any cross-involvement or important business
connections with Lonza in the period under review. Sergio Marchionne was the only member of the
Board of Directors to have served on the Management Committee of Lonza. He resigned as Chief
Executive Officer (CEO) of Lonza on 1 February 2002.

Board of Directors

Cross-involvement
3.3

Corporate Governance
Lonza—Annual Report 2004 I 43



Board of Directors

Elections and terms of office
34

Internal organizational structure
35

Definition of areas of responsibility
3.6

Corporate Governance
44 I Lonza—Annual Report 2004

The members of the Board of Directors are elected at the Annual General Meeting for a term of one‘
year, re-election is possible. The Board constitutes itself and elects from amongst its members the
Chairman, the Vice-Chairman and the Board Committees.

In accordance with the law and the Articles of Association, the Board of Directors is the supreme
management body of the Group. It consists of the Chairman, the Vice-Chairman and the other mem-
bers. In accordance with the Articles of Association the number of members must be at least three.

The members of the Board of Directors sit on the following committees:

Nomination and Compensation
Audit and Compliance Committee Committee

Sergio Marchionne
Bernard Mach
Peter Kalantzis
Sir Richard Sykes
Peter Wilden

Chairman Member

The Board of Directors is responsible for the tasks assigned to it according to Art.18 of the Company’s
Articles of Association and the Regulations Governing Internal Organization and Board Committees.
It defines the strategic direction and is responsible for the ultimate management of Lonza and the
supervision of the persons entrusted with Group management, especially with regard to compliance
with the law, the Articles of Association, the regulations and the directives. The Board of Directors is
entitled to issue the necessary instructions. In compliance with the law and the Articles of Associa-
tion, it has delegated the management of the Company to the Management Committee, with the
exception of non-delegable and inalienable duties.

Organizational structures and control instruments — The Board of Directors continues to commit
itself to maintaining the highest standards of integrity and transparency in its governance of Lonza.
The Regulations Governing Internal Organization and Board Committees set out in detail the powers
and responsibilities of the Board of Directors, its Committees and the Management Committee. The
standing Board Committees in the areas of audit/compliance and nomination/compensation provide
modern corporate governance guidance and support to the Board of Directors. The Code of Conduct
expresses Lonza's core principles and values in professional business conduct, and provides assis-
tance in recognizing, understanding and complying with the laws and ethical standards that govern
Lonza’s business activities.

Broad supervisory and reviewing powers are held by the Board of Directors which is directly
supported by Internal Auditing.

The Regulations Governing Internal Organization and Board Committees confer on the CEQ the duty
to inform the Management Committee and — together with the Chairman — the Board of Directors on
the business activities and all important business transactions including risk issues. The Board of
Directors meets periodically with the Management Committee or its subcommittees for business
updates and decisions on actions to be taken.




Audit and Compliance Committee — The Audit and Compliance Committee meets and consults regu-‘
larly with the Management Committee, the internal auditors and the independent auditors to review
the scope and results of their work. The internal and independent auditors have full and free access
to the Audit and Compliance Committee. The Audit and Compliance Committee reviews the systems
of internal control and financial reporting and the compliance with laws and regulations.

Nomination and Compensation Committee — The Nomination and Compensation Committee is
entrusted, for example, with the review and recommendation of compensation policies and pro-
grams (e.g. incentive compensation and equity plans) as well as with the Chairman’s and the CEQ’s
compensation based on their performance as well as the compensation of the members of the Man-
agement Committee and key executives. Furthermore, the Nomination and Compensation Commit-
tee is permanently evaluating possible persons to become members of the Board of Directors.

Board meetings — During 2004, the Board of Directors met formally for full Board meetings on nine
occasions. In addition, the member of the Board of Directors supported the Management Committee
through regular contacts.

Lonza maintains a system of internal financial and accounting policies, procedures and controls to
provide a reasonable assurance, given the inherent limitations of all internal control systems, at
appropriate cost, that transactions are executed in accordance with company authorization, that
they are properly recorded and reported in the financial statements, and that assets are properly
safeguarded. Lonza’s internal auditors comprise two experts who continually evaluate the ade-
quacy and effectiveness of this system of internal accounting policies, procedures and controls,
and take appropriate action to correct deficiencies as they are identified. In 2004, they delivered
20 internal audit reports to the Audit and Compliance Committee.

In addition to the documents required to pass resolutions, the Board of Directors receives the

following reports:

—Monthly reports on the sales and earnings performance of the company with the relevant market
information in the same period since the beginning of the year, structured by divisions/business
sectors with the main sales areas and key product groups

— A monthly report on the cash flows, debt and debt-equity ratio, plus other relevant key figures for
the Group

—Regular qualitative assessments of the divisions/business sectors and major subsidiaries

— Audit reports prepared by the internal and Group auditors

—Regular analysis of the shareholder structure

— Annual overview of the Group’s key staff benefit schemes including pension funds

—In cases involving extraordinary events of considerable commercial relevance, the Board of Direc-
tors receives direct, immediate information.

The portraits of the members of the Management Committee are displayed on the Lonza website: www.lonza.com.

Board of Directors
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The Management Committee is appointed by the Board of Directors of Lonza Group Ltd. It performs‘
the duties assigned to it by the Board of Directors, either under the terms of the Regulations Govern-
ing Internal Organization and Board Committees or additional tasks as delegated. It is responsible for
leading Lonza, especially for developing and implementing the Lonza policy and strategy after
approval by the Board of Directors. It supports and coordinates the activities of the divisions and the
corporate functions. It is also responsible for leadership development and succession planning.

At 31 December 2004 the Management Committee consisted of six active members.

Name Nationality Year of birth  Current function

Stefan Borgas* German 1964 Chief Executive Officer

Beat In-Albon Swiss 1952 Head of Organic Fine & Performance Chemicals
Gerhard Klement ~ German 1952 Head of Biopharmaceuticals

Lukas Utiger Swiss 1963 Head of Exclusive Synthesis

Rosario Valido Italian 1952 Head of Polymer Intermediates

Roland Waibel Swiss 1958 Chief Financial Officer

Professional background

Stefan Borgas Holds a degree in business administration from the University of Saarbruecken and a lic. oec. HSG
degree (MBA) from the University of St. Gallen

— Chief Executive Officer (since June 2004)

—Worked in various functions for BASF Group (from 1990 until May 2004)
Group Vice-President, Regional Business Unit Fine Chemicals North America, BASF Corp. (2003—-May 2004)
Group Vice-President, Regional Business Unit Fine Chemicals Europe, Africa, Middle East, BASF AG, Ludwigshafen
(2001-2003)
Director Strategic Marketing Animal Nutrition, Fine Chemicals Division, BASF AG, Ludwigshafen (1998-2001)
Group Logistics Manager, Engineering Plastics, BASF Corp. (1995-1998)

Beat In-Albon Holds a PhD in economics from the University of Fribourg

— Member of the Management Committee (since November 1999)

—Head of Organic Fine & Performance Chemicals (since June 2003)

— Head of Organic Fine Chemicals (1998-May 2003)

—Joined Lonza in 1983 as assistant to the Head of the Agrochemical Department and subsequently held various
managerial positions at Lonza Ltd, Basel

tAs of 1 June 2004 Stefan Borgas was appointed Chief Executive Officer and thus replaced Markus Gemuend who
left the company at the same time.



Gerhard Klement Holds a PhD in biotechnology from the University of Agriculture in Vienna

— Member of the Management Committee (since July 2003)

— Head of Biopharmaceuticals (since February 2004)

— Chief Operating Officer Biopharmaceuticals (since June 2003)

—Joined Lonza in January 2003 as Head of the Portsmouth operations

—Worked in various functions for Centocor, Leiden and St. Louis, Laboratories Serono, Aubonne and Vevey and Ares
Serono, Geneva and Boston

Lukas Utiger Holds a PhD in chemical engineering from Imperial College, London

—Member of the Management Committee (since August 2001)

—Head of Exclusive Synthesis (since August 2001)

— Head of Research and Development for Exclusive Synthesis (October 2000—July 2001)

—Joined Lonza as R&D chemist in 1992 and became R&D group leader for fine chemicals in 1998
—Acquired his business experience at ICI Chemicals & Polymers Division in Runcorn (from 1988-1992)

Rosario Valido Chartered accountant with a degree from the University of Milan

—Member of the Management Committee and Head of Polymer Intermediates (since July 2002)

—Managing Director of Lonza SpA, Scanzorosciate and Chairman of Lonza Compounds, Brembate and Lonza Compos-
ites, Scanzorosciate (since July 2002)

— Deputy Head of Polymer Intermediates (2001—June 2002)

— General Manager of Anhydrides and Chemicals (1999-2001)

— General Manager of Resins and Compounds (1995-1999)

— General Manager of Resins business unit and Site Manager at San Giovanni Valdarno (1992-1995)

—Member of the Management Committee of Lonza Polymer Intermediates since 1992

—Joined Lonza in Italy in 1982 as Commercial Director of the Resins business unit

Roland Waibel Graduated in economics from the University of Berne with a PhD in Operations Research

—Member of the Management Committee (since November 1999)

— Chief Financial Officer (since April 2003)

— Group Controller (October 2001-March 2003)

— Responsible for Group IT (since November 1999)

—Head of Corporate Development (since November 1999)

— Director of Finance and Controlling of Lonza Ltd (since 1997)

—Joined Lonza in 1989 as Divisional Controller in the Plastics Division and held several positions in Alusuisse Lonza
Services Ltd, Zurich and Lonza Ltd in Basel and Visp

Lonza Group Ltd and its subsidiaries have not entered into management contracts with third parties.

Management Committee

Management contract
4.3
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The Nomination and Compensation Committee is responsible for the compensation of the Executives‘
of Lonza, and defines the general framework for the Incentive Plan and the Stock Option Plan.

The Nomination and Compensation Committee decides the terms of employment of the members of
the Board of Directors and the Chief Executive Officer. This Committee and the Chief Executive Officer
decide the terms of employment of the members of the Management Committee.

Compensation is based on periodical benchmarking to comparable enterprises with regard to basic
salaries and the incentive programs.

The Nomination and Compensation Committee consults with Human Resources on general matters
concerning compensation, pension and welfare benefit plans. The Lonza compensation programs
consist of the Lonza Salary Plan, the Incentive Plan, and the Share Option Plan for key employees.
The overriding objective of the Company's remuneration policy is to offer market- and performance-
oriented remuneration, and to align employees’ objectives to company objectives and thus increase
the value of our enterprise.

The members of the Board of Directors may elect payment in cash and/or shares, whereby the cash
portion cannot exceed 40%. The members of the Management Committee receive their basic salary
and their incentive — if the business objectives have been accomplished — in cash. The long term
incentive for the members of the Management Committee is granted in options (Stock Option Plan).
The members of the Board of Directors are reimbursed for travel and other related expenses asso-
ciated with the performance of their services for Lonza.

The acting members of the Board of Directors of Lonza Group Ltd received for their contributions and
time served in 2004 payments that totaled CHF 1.925 million, 23.63% or CHF 455 000 in cash and
76.37% in shares (number of shares: 26 130). The compensation system for members of the Board
of Directors allows them to choose either a payment in shares or a combination of cash and shares.
Shares granted are valued at 80% of the relevant market price as they are blocked for a period of
three years. Access to these shares is only available in the fourth and later years.

In 2004, there were seven members of the Board of Directors. On the occasion of the Annual General
Meeting on 31 March 2004 Rupert Gasser and Peter Matter relinquished their functions. At this Annual
General Meeting, Peter Wilden was elected as a member of the Board of Directors. The average number of
members of the Board of Directors during the year was 5.3 FTE (full-time equivalents).

The acting members of the Management Committee and those who gave up their functions in the
year under review received for their contributions and time served in 2004 CHF 4.021 millionin cash
and options.

In 2004, there were ten members of the Management Committee. Four of these relinquished their
functions in the year under review. The average number of Management Committee members during
the year was 6.3 FTE (full-time equivalents).

As of 1 June 2004 Stefan Borgas was appointed Chief Executive Officer, replacing Markus Gemuend
who left the company at the same time.

The members of the Board of Directors and the Management Committee did not receive any credits
or benefits in kind.

No severance payments were made to members of the Management Committee who gave up their
function in 2004.

Conflict of interest — No member of the Board of Directors benefits materially from any contract
between a Lonza company and a third party.

No compensation was paid to former members of governing bodies.




Compensation, Shareholdings and Loans

In the year under review, the members of the Board of Directors received shares as part of their total‘ Share allotment in the year under

remuneration. There were no further share allotments except as stated in section 5.2 of this report. reviSe\Z
Based on information available to Lonza Group Ltd, the members of the Board of Directors and par- Share ownership
ties closely associated with them* held 49 774 registered shares in Lonza Group Ltd at 31 December 5.5

2004. The members of the Management Committee and parties closely associated with them* held
1434 registered shares at 31 December 2004.

Under the various option schemes instituted since 2000, options were granted every year to Options
the members of the Board of Directors and the members of the Management Committee. As of 5.6
31 December 2004 the following options were held:

2000 2001 2002 2003 2004 Total
Board of Directors? 0 887 850 1614872 0 0 2502722
Management Committee? 125000 105000 522500 302370 350000 1404870
Ratio 10:1 101 101 10:1 10:1
Strike price in CHF 97.00 104.50 113.00 77.00 64.25

The options vest after three years from grant date and become exercisable thereafter for a period of
two years. After the exercise period, the options lapse without compensation.

Details on the development of the Lonza Option Plan are published on pages 84 and 85 of this report.
During the year under review, none of the members of the Board of Directors or the Management Additional remuneration

Committee or parties closely linked to such persons has billed honoraria or other remunerations to 5.7
Lonza Group Ltd or any subsidiaries for additional services performed.

No loans were granted, nor are there any loans outstanding from previous years. Loans granted by governing bodies

5.8
The highest compensation conferred on a member of the Board of Directors in 2004 was CHF 437 500, Highest total compensation
allin the form of Lonza shares (number of shares: 8 383; see section 5.2). 5.9

6. Shareholders’ Participation Rights

The shareholders’ participation rights are described in the Company’s Articles of Association. ‘

Only persons with valid entries in the share register are recognized as shareholders or usufructu- Voting-rights restrictions
aries. A shareholder may only be represented at the Annual General Meeting by a legal representative and fepresentatéoz

or — by way of written proxy — by another shareholder entitled to vote, the appointed representative of
the corporate body, the independent proxy or an assignee of proxy votes for deposited shares.

Each share has the right to one vote.

The shares held by Lonza Group Ltd are not entitled to vote at the Annual General Meeting and bear
no dividend.

Lonza used electronic voting for all the resolutions taken at last year's Annual General Meeting and is
planning to do so again in 2005.

Corporate Governance
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2Acting members



Shareholders’ Participation Rights

Statutory quora

Convocation of the Annual
General Meeting
6.3

Agenda
6.4

Entry in the share register
6.5

Except as otherwise stipulated by law, an absolute majority of the votes represented at the Annual‘
General Meeting is required for resolutions and elections.

Article 704 of the Swiss Code of Obligations provides for a two-third majority of votes cast repre-
senting an absolute majority of nominal values of shares represented for certain important matters
such as the change of the company purpose and domicile, the dissolution of the company without
liquidation, and matters relating to capital increases.

Annual General Meetings are called in accordance with the law and the Company'’s Articles of Associ-
ation. Extraordinary General Meetings must be called upon resolution of an Annual General Meeting
or if demanded by one or more shareholders representing at least 10% of the share capital.

Lonza posts the invitation to shareholders at least 20 working days before the Annual General Meet-
ing and publishes it on its website as well as in the Swiss Official Gazette of Commerce and several
newspapers.

One or more shareholders representing together shares with a par value of CHF 1 million may
request an item to be included in the agenda. The request to include an item must be submitted in
writing at least forty days before the meeting, stating the item to be included and the motions.

Purchasers of Lonza Group Ltd shares may submit a request to be entered, without limitation, as
shareholders with voting rights in the share register, provided they expressly declare that they have
acquired these shares in their own name and on their own account. Special rules exist for persons
who do not expressly declare in the entry application that they hold the shares on their own account
(nominees). See para 2.6.

There are no special statutory rules concerning a deadline for entry in the share register. The share
register is regularly closed three working days before the Annual General Meeting.

7. Changes of Control and Defense Measures

Duty to make an offer
71

Clauses on changes of control
72
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An offer to acquire all shares must be made in accordance with Art. 32 SESTA (Federal Act on Stock‘
Exchange and Securities Trading) if the threshold of 3354 of the voting rights is exceeded. No special
opting-out or opting-up dispositions are contained in the Company’s Articles of Association.

Clauses on changes of control are not part of any employment agreements or benefit plans.




Since 1999, KPMG Fides Peat, Badenerstrasse 172, CH-8026 Zurich 4, Switzerland, has held the‘
mandate as the independent statutory auditors of Lonza Group Ltd and the Group. The auditing com-
pany is elected for a term of one year.

Thomas Schmid from KPMG Fides Peat has been the auditor in charge since 1 January 2003.

The Board of Directors proposes that KPMG Fides Peat be re-elected as statutory auditors and Group
auditors for the business year 2005.

Head of Internal Auditing of Lonza: Brian Hamel, Basel (Switzerland)

Lonza Group paid KPMG CHF 1.439 million (2003: CHF 1.459 million) for professional services ren-
dered in connection with the audit of the Group’s annual financial statements and other audit-related
activities.

KPMG received a total fee of CHF 237 000 (2003: CHF 81 000) for other services rendered to Lonza.

The Audit and Compliance Committee is responsible for evaluating the external auditors on behalf of
the Board of Directors. In the reporting year, there were four joint meetings with the representatives
of the external auditors.

The Audit and Compliance Committee reviews Lonza’s financial reporting process on behalf of the Board
of Directors. Management is responsible for the financial statements and the reporting process, includ-
ing the system of internal controls. The independent statutory auditor, KPMG Fides Peat, is responsible
for expressing an opinion on the accounting records and the financial statements prepared in accor-
dance with Swiss law and the Company’s Articles of Association. As independent group auditors, KPMG
Fides Peat, is responsible for expressing an opinion on the consolidated financial statements (balance
sheet, income statement, cash flow statement, statement of changes in equity and notes) prepared in
accordance with the International Financial Reporting Standards (IFRS), issued by the International
Accounting Standards Board (IASB), and Swiss law. The Audit and Compliance Committee is responsible
for overseeing the conduct of these activities by Lonza management and the independent auditors.

Lonza pursues a proactive, integrated and professional communication policy*. Lonza Group Ltd‘
publishes price-sensitive information in accordance with the obligation to disclose price-sensitive
facts as required by the SWX Swiss Exchange.

Corporate Communications reports directly to the CEO. On basic matters of general corporate policy,
Corporate Communications receives its guidelines from the Management Committee.

Lonza Group Ltd provides all shareholders entered in the share register with the full and half-year
results and, on request, the printed annual report. These reports are available on the company’s
website www.lonza.com. The website is regularly updated and provides relevant information such as
share price development, news releases and presentations. It also contains an interactive version of
the annual report.

Press conferences and analyst meetings take place biannually at the Company’s headquarters or by
conference call. Lonza runs a program of investor meetings. Investors, potential investors and
financial analysts are also welcomed at the Company's headquarters in Basel.

twww.lonza.com/group/en/company/corporate/policies.htmi

8. Auditors
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8.1
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Consolidated Income Statement
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million CHF Note! 2003 I 2004“
Sales (see segment information) see pages 90-93 2242 2182
Cost of goods sold (1680) (1713)
Gross profit 562 469
Marketing and distribution (76) (71)
Research and development 24 (69) (71)
Administration and general overheads (124) (116)
Other operating income/(expenses) net 19 9 4
Operating income (before special items/
goodwill amortization) 302 215
Special items net: 20
Assets taken out of production/depreciation (100) 3)
Restructuring and other provisions (58) 4)
Reversal of impairments and profit/(loss)
from sale net 0 (158) 9 2
Goodwill amortization (5) (5)
Result from operating activities (EBIT) 139 212
Financial income 21a 21 14
Financial expenses 21b (46) 47)
Income from associates 22 1 2
Other investment income/(loss) 22 0 (24) 2) (33)
Income before income taxes 115 179
Income taxes 23 (24) (41)
Net income before minorities 91 138
Net(income)/loss attributable to minorities 0 0
Net income/(loss) 91 138
CHF CHF
Basic earnings per share before special items 28 4.18° 2.87°
Basic earnings per share 28 1.92 291
Diluted earnings per share before special items 28 4122 2.89°
Diluted earnings per share 28 2.00 2.93

1 See the accompanying notes to the consolidated financial statements

2Excluding net loss after tax from special items of CHF (107) million

*Excluding net gain after tax from special items of CHF 2 million




Consolidated Cash Flow Statement

million CHF 2003 I 2004“
Net income/(loss) 91 138
Adjustments for non-cash items:

Minority interests 0 0

Income taxes 24 41

Other financial (income) and expenses 24 33

Depreciation of property, plant and equipment 147 163

Amortization of intangibles 7 5

Reversal of impairment (5) (8)

Goodwill amortization 5 5

(Decrease)/increase of provisions 44 (37)

(Gain)/loss on disposal of assets 34 3

(Gain)/loss on disposal of investment 0 1)
Income taxes paid (75) 47)
Interests paid (32) (39)
Cash flow before change in net working capital 264 256
(Increase)/decrease inventories 35 (75)
(Increase)/decrease trade receivables 78 (24)
Increase/(decrease) trade payables (50) 6
(Increase)/decrease other net working capital 17) 40
Increase/(decrease) of other payables net (19) (25)
Net cash (used for)/provided by operating activities 291 178
Purchase of property, plant and equipment (420) (237)
Purchase of intangible assets 4) (12)
Proceeds from sale of tangible and intangible assets 36 8
Purchase of investments 3) (5)
Proceeds from sale of investments 0 7
(Purchase)/proceeds from sale of other assets 2 1)
Decrease/(increase) in loans and advances (15) 27
Interests received 20 12
Dividends received 3 1
Net cash (used for)/provided by investing activities (381) (200)
(Decrease)/increase of capital 1 0
Issue of bond 375 0
(Decrease)/increase in debt (194) 84
(Decrease)/increase in other long-term liabilitiest (11) 4)
Dividends paid (90) (62)
Net cash (used for)/provided by financing activities 81 18
Effect of currency translation on cash 1 1
Net (decrease)/increase in cash and cash equivalents (10) (5)
Cash and cash equivalents at 1 January 55 45
Cash and cash equivalents at 31 December 45 40

Consolidated Financial Statements
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1“(Decrease)/increase in other long-term liabilities” has been reclassified from the section “Net cash (used for)/
provided by investing activities” to the section “Net cash (used for)/provided by financing activities”.



Cash and cash equivalents — Cash includes cash in hand, in postal and bank accounts, as well as‘
short-term deposits and highly liquid funds which have an original maturity of less than three
months.

Deferred taxes — Tax expense is calculated using the balance sheet liability method. Additional de-
ferred taxes are provided wherever temporary differences exist between the tax base of an asset or
liability and its carrying amount in the consolidated accounts for the year.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to dif-
ferences between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases and operating loss and tax credit carry-forwards.

Deferred tax assets and liabilities are measured using enacted tax rates in the respective jurisdic-
tions in which Lonza operates that are expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled. In assessing the recoverability
of deferred tax assets, management considers whether it is probable that some portion or all of the
deferred tax assets will not be realized. For transactions and other events recognized directly in eg-
uity, any related tax effects are also recognized directly in equity.

Retirement benefits — Most of Lonza’s subsidiaries operate their own pension plans. Generally, they
are funded by employees’ and employers’ contributions.

A policy has been established whereby actuarial valuations are performed on a yearly basis. Ac-
tuarial gains and losses are recognized over a period not exceeding the expected remaining working
lives of the participating employees if the accumulated gains and losses exceed the corridor of 10%
of the greater of plan assets and projected benefits obligation.

Effective 1 January 1999, Lonza adopted the provisions of IAS 19 revised. This revised standard per-
mits companies to elect to amortize or immediately recognize any difference between the accumu-
lated pension cost at transition and the funded status if that difference is an additional pension lia-
hility consistent with IAS 8, as a change in accounting policy. Lonza elected to immediately recog-
nize the impact of the adoption of IAS 19 revised.

Provisions — A provision is recognized in the balance sheet when the Group has a legal or construc-
tive obligation as a result of a past event, and it is probable that an outflow of economic benefits will
be required to settle the obligation. If the effect is material, provisions are determined by discount-
ing the expected future cash flows at a pre-tax rate that reflects current market assessments of the
time value of money and, where appropriate, the risks specific to the liability.

A provision for restructuring is recognized when the Group has approved a detailed and formal re-
structuring plan, and the restructuring has either commenced or has been announced publicly. Fu-
ture operating costs are not provided for.

In accordance with the Group’s published environmental policy and applicable legal requirements, a
provision for site restoration in respect of contaminated land is recognized when the land is con-
taminated.

Option/share plans — Purchase and sale of own shares for the Lonza Share Option Plan (LOSOP) and
Employee Share Purchase Plan (ESPP) are reflected in equity. For the Option Plan no personnel costs
have been taken into account.

Research and development — Development costs are only capitalized when it is reasonably certain
that the related product will be commercially marketed at a profit. Fixed assets (buildings, machin-
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ery, plant, equipment) used for research purposes are valued similarly to other fixed assets. Such‘
assets are capitalized and depreciated over their estimated useful lives. Expenses for research and
development include associated wages and salaries, material costs, depreciation on fixed assets, as
well as overhead costs.

Net financing costs — Net financing costs comprise interest payable on borrowings calculated using
the effective interest rate method, dividend income, foreign exchange gains and losses, and gains
and losses on hedging instruments that are recognized in the income statement. Interest income
(expense) is recognized in the income statement as it accrues, taking into account the effective
yield of the asset or liability or an applicable floating rate. Dividend income is recognized in the in-
come statement on the date that the dividend is declared.

Interest income and expense include the amortization of any discount or premium or other differ-
ences between the initial carrying amount of an interest-bearing instrument and its amount at ma-
turity calculated on an effective interest rate basis.

Use of estimates — The preparation of financial statements and related disclosures in conformity
with International Financial Reporting Standards requires management to make estimates and as-
sumptions that affect the reported amounts of assets and liabilities and disclosure of contingent as-
sets and liabilities at the date of the financial statements and revenues and expenses during the pe-
riod reported. Actual results could differ from those estimates. Estimates are used in accounting for
allowances for uncollectible receivables, inventory obsolescence, depreciation, employee benefits,
taxes, restructuring provisions and contingencies. Estimates and assumptions are reviewed period-
ically and the effects of revisions are reflected in the financial statements in the period they are de-
termined to be necessary.

Special items — Special items are disclosed in the consolidated income statement separately if they
are related to a major restructuring activity, such as closing a plant or business line, or a fundamen-
tal reorganization with a material impact on the Group. All these measures must be based on a re-
structuring plan and be approved by Group Management. Special items include major impairments of
assets, value adjustments of inventories related to the restructuring activity, book gains or losses
from the sale of assets, as well as restructuring provisions.
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Exchange rates
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Financial instruments
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CHF 2003 | 2004l
The following exchange rates were used to translate the significant currencies used in Lonza:

Balance sheet year-end rates

EU Euro 1.5584 15431
USA Dollar 1.2363 1.1302
Great Britain Pound sterling 2.2035 21831

Income statement year-average rates

EU Euro 1.5207 1.5437
USA Dollar 1.3442 1.2425
Great Britain Pound sterling 21972 2.2757

Risk management activities — Lonza is exposed to market risk from changes in currency exchange
and interest rates. Lonza has established a treasury policy of which the objective is to reduce the
volatility relating to these exposures. Lonza enters into various derivative transactions based on
Lonza's treasury policy that establishes guidelines in areas such as counterparty exposure and
hedging practices. Counterparties to agreements are major international financial institutions. Posi-
tions are monitored using techniques such as market value and sensitivity analyses. There are no
separable embedded derivatives.

Interest rate management — Lonza’s policy is to manage interest cost using a mix of fixed and vari-
able rate debt. In order to manage this mix in a cost-efficient manner, Lonza enters into interest rate
swaps to exchange, at specified intervals, the difference between fixed and variable interest
amounts calculated by reference to a corresponding notional principal amount. Lonza adopts a
policy of having >4 of the debt on a short-term basis and %4 of the debt on a long-term basis. The mix
between floating and fixed rates depends on the market view of Lonza.

Foreign exchange management — In management of its exposure to fluctuation in foreign currency
exchange rates, Lonza has entered into a variety of currency swaps, foreign exchange contracts and
options. These agreements generally include the exchange of one currency for a second currency at
a future date. To hedge currency risk, forward contracts are designated as hedges for net invest-
ments and cash flow hedges. Lonza adopts a policy of hedging 100% of the committed contractual
exposure. The hedging of the planned contractual exposure depends on Lonza’s view of the market.
No hedges for forecasted transactions have been put in place.

The following table shows the contract or underlying principal amounts and fair value of derivative
financial instruments by type of contract at 31 December 2004 and 2003. Contract or underlying
principal amounts indicate the volume of business outstanding at the balance sheet date and do not
represent amounts at risk. The fair values are determined by using the difference of the prices fixed
in the outstanding derivative contracts from the actual market conditions which would have been
applied at the year-end if we had had to recover these trades.
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million CHF 2003 I 2004 | 2003 I 2004 | 2003 I 2004 | 2003 I 2004“

Financial instruments

Contract or underlying

principal amount
Negative fair values
Total net fair values

Positive fair values

Currency-related instruments
Forward foreign exchange

rate contracts 138 42 1 1 (1) 0 0 1
Currency swaps 603 724 19 42 (8} (5) 18 37
Total currency-related instruments 741 766 20 43 2) (5) 18 38

Interest-related instruments
Interest rate swap (straight bond) 375 375 3 5 0 0 3 5
(hedge accounting is applied)

Total financial instruments 11161 11411 231 48 | @)1 ®)1 211 431

Positive fair values of derivatives are included in the balance sheet caption “other receivables, pre-
paid expenses and accrued income”. Negative fair values of derivatives are included in the balance
sheet caption “other short-term liabilities”.

Financial instruments by currency

Forward foreign exchange rate contracts and currency swaps
usb 513 523
GBP 43 37
EUR 99 107
CZK 73 92
JPY 13 7

Total 741 766
Interest rate swap 375 375

Total financial instruments 11161 1141

Contract or underlying
principal amount Fair values
Financial instruments effective for hedge accounting purposes
Total value of cash flow/net investment hedge 0 | 683 | 0 | 34 |

Fair value changes of a net investment hedge on a designated loan were recognized in shareholders’
equity under the cash flow hedging reserve where they have been applied against corresponding
currency differences.

Fair value changes on the interest rate swap are recognized as financial income together with the
underlying interest expenses.
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Principal subsidiaries— A new legal entity was established in 2004 (Lonza Guangzhou Research‘
and Development Center Ltd). The principal subsidiaries are shown below.

European countries

Lonza Ltd

Lonza Sales Ltd

Lonza Finance Limited

Lonza Biotec sro

Lonza Compounds
GmbH & Co. KG

LOFO High Tech Film GmbH

Lonza GmbH
Lonza Group GmbH
Lonza Biologics plc
Lonza Group UK Ltd
Lonza SpA

Lonza Europe BV

Other countries

Lonza Guangzhou Ltd

Lonza Guangzhou
Nansha Ltd

Lonza (China)
Investments Co. Ltd

Registered office

Visp, CH

Basel, CH

St Helier, Jersey, GB
Kourim, CZ

Miehlen, D

Weil am Rhein, D
Weil am Rhein, D
Weil am Rhein, D
Slough, GB
Slough, GB
Scanzorosciate, IT
Breda, NL

Guangzhou, China
Guangzhou, China

Guangzhou, China

Lonza Guangzhou Research and

Development Center Ltd
Lonza Singapore Pte Ltd
Lonza America Inc.
Lonza Inc.

Lonza Biologics Inc.

Guangzhou, China
Singapore

Wilmington, DE, USA
Allendale, NJ, USA
Wilmington, DE, USA
(Portsmouth, NH, USA)

Purpose

Research/Applications

Production

Sales

Services/Financing

t All companies belonging to Lonza Group are non-listed entities
2 Abbreviation of currencies in accordance with ISO standards

Currency? Share capital % Holding % Holding

CHF
CHF
CHF
CZK

EUR
EUR
EUR
EUR
GBP
GBP
EUR
EUR

usb

usb

usb

usb

SGD

usb

usb
usD

in 000

60000
2000
12
137100

699
7671
511
25
4500
17000
51600
19

12000

6500

12350

1000
45500

464

direct
100

100
100

31

100

100

indirect

100

100
100
100
100
100
100
100
100

100

69

100
100

100
100
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million CHF als §
o 58
< *¥ o
3

At cost
Land 60 0
Buildings and structures 833 | (17)
Production facilities, machinery,

plant, equipment and vehicles 2719 | (71)
Construction in progress and

advances for property, plant

and equipment 498 2
Property, plant and equipment 4110 | (86)
Intangible assets 86 5)
Goodwill 86 3)
Other non-current assets and

deferred taxes net 174 1 (12)
Investments 24 0
Long-term loans and advances 3 0
Total fixed assets 4483 1(106)
Accumulated depreciation
Land (14) 0
Buildings and structures (422) 3
Production facilities, machinery,

plant, equipment and vehicles (1769) 30
Property, plant and equipment (2 205) 33
Intangible assets (69) 3
Goodwill (33) 1
Investments 2) 0
Long-term loans and advances 0 0
Total depreciation (2309) 37
Total fixed assets net 21741 (69)

Change in the scope of

consolidation

O O O o

o o O O o

O O O O O o o

Additions

o

20

81

136

237
12

o

(135)
(163)
5)
©)
)

0
(177)

82

Disposals and
adjustments

&)
(33)

(188)

(223)
(6)

(24)
®)

(258)

(40)

Transfers

157

336

(490)

®)
&)

(6)

®
C)

O O O O o o

3
E O
g =
E =
5
3
(l>)
&
58
960
2877
146
4041
84
83
139
20
11
4378
0 (16)
0 (427)
8 (1672)
8 (2115)
0 (65)
0 (37
0 (6)
0 0
8 (2223)
8 2155 I

Fixed assets net
at311204

42
533

1205

146
1926
19

46

139
14

11
2155

Insurance value
at311204 |

885

3568

154
4607

In 2003 impairment costs of CHF 71 million were incurred in relation to fine chemicals production as-
sets which Lonza decided to decommission due to overcapacity and the persistence of difficult market
conditions. Out of CHF 71 million impairment costs, CHF 36 million were incurred in the Segment Ex-
clusive Synthesis & Biopharmaceuticals and CHF 35 million in Organic Fine & Performance Chemicals.
In addition, a reversal of CHF 5 million included in “other operating income/(expenses) net” was
accounted for due to a revaluation of land which was previously impaired and thereafter rezoned.

In 2004, a reversal of impairment of a production facility was accounted for. The Group assessed in
2003 the recoverable amount of those assets as zero, so that the entire carrying amount was writ-
ten down. In 2004, the Group reassessed its estimates and CHF 8 million of the initially recognized

Movements in fixed assets
4
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Leases
5
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impairment was reversed in relation to equipment in the Exclusive Synthesis & Biopharmaceuticals‘
segment after the equipment had been modified on the basis of advanced negotiations with a cus-
tomer. The estimates of the recoverable amount were based on the historical cost value which was
entirely written down in the 2003 restructuring program.

Intangible assets include software purchased from third parties as well as related software imple-
mentation costs.

Commitments for capital expenditure in property, plant and equipment amount to CHF 39 million at
year-end 2004 (2003: CHF 64 million).

The carrying amount of fixed assets under finance lease contracts at year-end 2004 amount to CHF
1.4 million (2003: CHF 1.9 million). No additions, disposals and transfers were made in relation to
the leased assets in the year 2004.

million CHF 2003 1 20041

Finance lease liabilities — minimum lease payments:

Not later than 1 year 2 2
Later than 1 year and not later than 5 years 9 7
Later than 5 years 9

Total future minimum finance lease payments 20 13
Future finance charges on finance lease payments (8) 4)
Present value of minimum finance lease payments 12 9

The present value of finance lease liabilities is as follows:

Not later than 1 year 1 1
Later than 1 year and not later than 5 years 5 5
Later than 5 years 6 3
Present value of minimum finance lease payments 12 9
Operating lease liabilities — minimum lease payments:

Not later than 1 year 13 15
Later than 1 year and not later than 5 years 47 44
Later than 5 years 39 48
Total future minimum operating lease payments 99 107

Lonza leases production facilities under finance lease agreements in the USA expiring in 2012, as
well as in Switzerland, ending in 2007. The finance lease agreement in the USA is based on an inter-
est rate of 5.3 %. The lease contracts in Switzerland carry interest rates between 4.5 % and 5.6 %.
Lonza leases a number of warehouse and factory facilities as well as vehicles under operating
leases. The leases run for periods between one and five years with an option to renew the lease after
that date.
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million CHF 2003 I 2004”
% %

Raw materials 19 93 25 136
Work in progress and finished goods 61 295 57 312
Other 20 93 18 96
Total 100 | 481 100 544
By division

Exclusive Synthesis & Biopharmaceuticals 41 197 47 253
Organic Fine & Performance Chemicals 32 153 27 150
Polymer Intermediates 27 131 26 141
Total 100 | 481 100 544

The reported inventories are net of a total value adjustment amount of CHF 40 million (2003: CHF 35 million).
The value adjustment on inventories in 2004 included CHF 3 million which is related to the 2003 re-
structuring program in the Exclusive Synthesis & Biopharmaceuticals segment (see note 20). These
inventories will not be sold and therefore net realizable value is zero.

The 2003 restructuring program included inventory value adjustments of CHF 29 million that re-
present a write-down to a net realizable value of zero as it was expected that those inventories were
not salable. These write-downs were related to the business segments: Exclusive Synthesis & Bio-
pharmaceuticals (CHF 20 million) and Organic Fine & Performance Chemicals (CHF 9.0 million).

Development contracts — In the segment Exclusive Synthesis & Biopharmaceuticals the percentage of
completion method was applied to accounting for development contracts. The stage of completion is
estimated on the basis of costs incurred compared with total forecasted costs. This accounting method
is applied only to customer contracts with defined payment and delivery dates. Contract costs are usu-
ally recognized as an expense in the income statement in the accounting periods in which the work is
performed. An expected excess over total contract revenue for the contract is recognized as an ex-
pense as soon as it is apparent that total contract costs may exceed total contract revenue. The amount
of contract revenue recognized as revenue in the period amounted to CHF 7 million.

For contracts in progress at the balance sheet date of 31 December 2004, the aggregate amount
of costs incurred amounted to CHF 4 million, and the recognized profits (less recognized losses) to
CHF 3 million.

An amount of CHF 7 million was received as advances. No retentions were made.

At 31 December 2004, the gross amount due from customers for contract work was CHF 16 million
and due to customers nil.

Receivables from customers 428 453
Accounts receivable from associates 25 15
Value adjustments (6) (6)
Total 447 462

The credit risk is diversified due to the large number of entities comprising the Lonza customer base and
the dispersion across many different industries and regions. Management has a credit policy in place and
the exposure to credit risk is monitored on an ongoing basis. At 31 December 2004 there were no significant
concentrations of credit risk. The maximum exposure to credit risk is equal to the carrying amounts.

Inventories
6

Trade receivables
7
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Other receivables, prepaid expenses
and accrued income
8

Cash and cash equivalents
9

Pledges and assets under
reservation of ownership
10

Long-term provisions
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million CHF 2003 I 2004“
Other receivables 71 96
Prepaid taxes and social security costs 17 15
Prepaid expenses and accrued income 37 19
Total 125 130
Cash 45 40
Time deposits 0 0
Total 45 40

The assets pledged for security of own liabilities amounted to zero in 2004 (2003: CHF 1 million).
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Deferred taxes 438 (5) 0 0 (8] 0 432
Retirement benefits 85 4) 0 12 (13) 0 80
Environmental 11 0 0 0 (8 0 10
Restructuring 21 (1) 0 4 0 (6) 18
Other 22 0 0 7 (2 1) 16
Total 5771 (10) 0 23 (17) (17) 556

Environmental — The environmental provision reflects the estimated future expenses for environ-
mental measures for the plants in Waldshut (Germany) and in Visp (Switzerland), and is expected to
be utilized within ten years.

Restructuring — The opening balance of CHF 21 million represents the remaining amount of pre-
pension costs of Lonza AG with regard to a reduction in headcount of 149 employees relating to the
2003 restructuring program. The amount will be used over the following five years. The increase of
CHF 4 million refers to the cancellation fee for a leasing contract in Fair Lawn (USA) and will be
utilized within the following three years.

The transfer of CHF 6 million to other short-term liabilities covers the next year's expenses for pre-
pension costs of Lonza AG.

Other — Others include provisions for personnel, operating and commercial risks. The increase of
CHF 7 million includes provisions for a commercial risk provided for in Exclusive Synthesis & Bio-
pharmaceuticals. The transfer of CHF 11 million includes a reclassification to other payables
(CHF 7 million) and to accrued liabilities (CHF 4 million) for retirement obligations of Lonza AG due
within 12 months.






