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Exchange under the symbol “MON.”

See “Risk Factors” beginning on page 10 to read about factors you should consider
before buying shares of the common stock.

Neither the Securities and Exchange Commission nor any other regulatory body has
approved or disapproved of these securities or passed upon the adequacy or accuracy of this
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Monsanto is a leading global provider of
technology-based solutions and agricultural products
that improve farm productivity and food quality.

MONSANTO




PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this document. This summary does
not contain all of the information that you should consider before investing in our common stock. You
should read the entire prospectus carefully, especially the risks of investing in our common stock
discussed under “Risk Factors.”

” o« LLINTS

In this prospectus, the terms “we,” “us,” “our” and “Monsanto” refer to both the issuer in this
offering and our predecessor, the agricultural products business of the former Monsanto Company
(we refer to the former Monsanto Company as “old Monsanto™). In connection with the merger of old
Monsanto and Pharmacia & Upjohn, Inc., old Monsanto changed its name from “Monsanto
Company” to “Pharmacia Corporation.” The term “Pharmacia” refers to Pharmacia Corporation
following the merger.

Monsanto, our logo and other trademarks, trade names and service marks of Monsanto
mentioned in this document, including Roundup®, Roundup Ready®, Roundup Ultra®, Roundup Dry®,
Posilac®, Lasso®, Harness®, Machete®, Maverick®, Latitude®, DEKALB®, Hybritech®, Holden's®,
YieldGard®, MaisGard®, Bollgard®, NewLeaf®, Asgrow®, Hartz®, Avadex® and Enviro-Chem® are the
property of, or are licensed by, Monsanto, Pharmacia or a subsidiary of Monsanto or Pharmacia.

Our Company

We are a leading global provider, based on sales, of technology-based solutions and
agricultural products for growers and downstream customers, such as grain processors and
consumers, in the agricultural markets. The combination of our herbicides, seeds and related genetic
trait products provides growers with integrated solutions to more efficiently and cost effectively
produce crops at higher yields, while controlling weeds, insects and diseases. Our base business, led
by Roundup and coupled with the latest tools in biotechnology, genomics and molecular breeding,
gives us a unique set of assets and capabilities.

Our family of Roundup herbicides provides a strong foundation for our overall business. Over
the past three decades, we have grown our Roundup herbicide into the world’s best-selling herbicide.
While Roundup competes with numerous other herbicides sold by a variety of companies, its sales in
1999 were more than five times those of the next largest selling herbicide. Our sales volumes of
Roundup and other glyphosate-based herbicides have grown at an average annual growth rate of
approximately 20% over the last 10 years. In this same period, these products maintained an
average sales growth rate of approximately 11%, even as we reduced prices significantly and our
patents expired in countries outside the United States. Roundup’s success is based on its ability to
provide growers with improved economic and environmental benefits, as well as our low-cost
manufacturing position and formulations expertise.

With respect to the crops on which we have chosen to focus, we hold leading positions by
acreage in seeds, seed traits and genetic technologies that protect crops from insects and that
provide effective weed control options. Our global seed infrastructure enables us to coordinate our
agricultural chemicals and seeds and traits research to introduce new products more rapidly and
efficiently to our customers. In 1999, we held the No. 1 or No. 2 seed market share position in key
markets for corn and soybeans, as well as the No. 1 position in the European wheat market. Acreage
planted with our seed traits grew from approximately 3 million in 1996 to approximately 86 million in
1999, accounting for over 70% of the worldwide acres planted with herbicide-tolerant and insect-
resistant traits. We estimate that our acreage of biotechnology traits in the United States for 2000
increased by approximately 5%. Our trait products are available through an extensive network of
seed companies which have licensed our technologies. We also have one of the largest efforts in the
amount spent on conventional plant breeding for the crops on which we have chosen to focus.




Over the last several years, we have made a major change in our research and development to
focus on gene-based capabilities. Our integrated efforts in this area are threefold. First, our genomics
research and development helps us understand the structure and function of genes as well as how
those genes are activated. Second, our molecular breeding effort combines our genomics capabilities
and conventional breeding expertise to significantly speed up commercialization of new seeds with
desired attributes, without genetically modifying plants. Finally, our biotechnology research and
development focuses on genetically enhancing crops via incorporation of tailored genes to add
specific benefits. We have integrated our products and technologies to provide customers with
unique solutions. As a result, we believe we are well positioned to maintain our leadership positions
and to take advantage of industry developments.

Strategy

Our goal is to create and deliver integrated agricultural solutions that substantially increase the
volume and quality of global food production while reducing economic costs and environmental
effects. We aim to achieve this by integrating our traditional agricultural products with advanced
technological tools, including genomics, biotechnology and molecular breeding. Our strategy is built
around the following focus areas:

» Continuing to develop integrated solutions for growers. We are continuing to integrate
our agricultural chemicals with our seed and technology products to offer agricultural solutions
to growers that meet their production needs.

* Maximizing the growth of the Roundup business. We aim to increase our sales and
income from Roundup by:

+ Encouraging expanded adoption of conservation tillage techniques by growers
worldwide. We estimate that conservation tillage is currently practiced on only
approximately 200 million of the estimated approximately 740 million acres in developed
countries on which this farming technique could potentially be practiced. Roundup is the
herbicide of choice in most conservation tillage markets today, and we will work to
expand our position in this key area.

* Increasing sales of Roundup Ready crops, which tolerate Roundup herbicide for
effective weed control. We expect additional weed control opportunities for Roundup
with the introduction of Roundup Ready crops into new markets and with the
development of new products with the Roundup Ready technology.

» Introducing additional proprietary formulations of Roundup.

» Selectively reducing prices to encourage increased usage of Roundup. We have
implemented a pricing strategy for Roundup in which we have selectively reduced prices
to encourage increased use. Historically, our net sales of Roundup have increased as
the growth in volumes has more than offset our price reductions.

» Maintaining our position as a low-cost, high-quality producer of glyphosate, the
active ingredient in Roundup.

» Building on our relationships with our distribution partners. Our business is
supported by a network of wholesalers, distributors and retailers that offer an array of




Monsanto products. We expect to continue to focus on and strengthen these
relationships.

» Accelerating the development and commercialization of new products. We expect to
remain a leader in the development and introduction of new technologies for food and
agricultural production by:

* Reducing the time and cost of discovering new products.

» Using genomics capabilities to speed invention and development of new
technologies. We expect our genomics capabilities to reduce the time and cost
of discovering new products by accelerating the identification of genes for crop
improvement and by expanding the available pool of genes for new product
development.

+ Expanding our technological expertise via strategic relationships.

» Using our global seed infrastructure and diverse germplasm to accelerate the
commercialization of new products to our broad customer base.

» Helping to broaden public understanding and acceptance of new technologies and
products. We continue to address concerns of consumers, public interest groups and
government regulators regarding the agricultural and food products developed through
biotechnology. We hope to broaden public understanding and acceptance of biotechnology
through a number of initiatives we have launched that educate the public on the safety and
benefits of plant biotechnology.

Risk Factors

The principal risks we face in implementing our strategy are:

- failing to maintain or secure consumer confidence in, or to maintain or receive
governmental approvals for, our products developed through biotechnology;

* increasing generic and branded competition for Roundup, on which our business is
substantially dependent, following the expiration of our U.S. patent protection in September
2000; and

» the other risks described in “Risk Factors.”




Our Relationship with Pharmacia Corporation

On December 19, 1999, old Monsanto entered into a merger agreement with Pharmacia &
Upjohn, pursuant to which a wholly owned subsidiary of old Monsanto merged with and into
Pharmacia & Upjohn, with Pharmacia & Upjohn surviving as a wholly owned subsidiary of old
Monsanto. In connection with the merger, old Monsanto changed its name from “Monsanto
Company” to “Pharmacia Corporation.” The merger became effective on March 31, 2000. We were
incorporated in Delaware on February 9, 2000 as a wholly owned subsidiary of old Monsanto under
the name “Monsanto Ag Company.” On March 31, 2000, we changed our name to “Monsanto
Company.”

Until the completion of this offering, we will continue as a wholly owned subsidiary of
Pharmacia. After the completion of this offering, Pharmacia will own approximately 86.3% of our
outstanding common stock, or 84.5% if the underwriters exercise their over-allotment option in full.
Pharmacia has informed us that it has no present plans to dispose of its interest in our common
stock.

Prior to this offering, we entered into agreements with Pharmacia related to the transfer of our
business operations from Pharmacia. These agreements provided for, among other things, the
transfer from Pharmacia to us of assets and the assumption by us of liabilities relating to our
business, which have been substantially completed. For more information regarding the assets and
liabilities transferred to us, see “Arrangements Between Monsanto and Pharmacia,” “Merger and
Reorganization Transactions Occurring Prior to This Offering,” “Pro Forma Condensed Combined
Financial Statements” and our combined financial statements and the notes to these statements that
are included elsewhere in this document.

The agreements between us and Pharmacia also govern our various interim and ongoing
relationships. See “Risk Factors—Risks Related to Our Relationship with Pharmacia” and
“Arrangements Between Monsanto and Pharmacia.”




The Offering

Common stock offered............ 35,000,000 shares

Common stock to be outstanding
immediately after this offering .... 255,000,000 shares

Common stock to be held by
Pharmacia immediately after this
offering ......... ... ... .. ..., 220,000,000 shares

Dividend policy . ................. Our board of directors intends to declare quarterly dividends
on our common stock. We expect that the quarterly dividend
rate will be $0.12 per share (an annual rate of $0.48 per
share). We expect that a prorated fourth quarter dividend will
be declared in January 2001 and paid on February 1, 2001.
See “Dividend Policy.”

Use of proceeds................. We expect to use the $665 million of net proceeds from this
offering to pay off a substantial portion of the commercial
paper obligations issued by Pharmacia that are to be
assumed by Monsanto. If the overallotment option is
exercised in full, we expect to use the approximately $99.8
million of additional net proceeds to reduce further such
commercial paper obligations. See “Use of Proceeds.”

New York Stock Exchange symbol ..  MON

Unless we specifically state otherwise, the information in this document does not take into
account the possible issuance of up to 5,250,000 additional shares of our common stock, which the
underwriters have the option to purchase from us solely to cover over-allotments. If the underwriters
exercise this option in full, there will be 260,250,000 shares of our common stock outstanding
following this offering. See “Underwriting.”

We expect to grant options to employees and directors as of the date of this offering to
purchase an aggregate of approximately 24.1 million shares of our common stock at an exercise
price equal to the initial public offering price. See “Management—Incentive Plans—Monsanto 2000
Management Incentive Plan” and “—Monsanto Broad-Based Stock Option Plan.”

We were incorporated in Delaware on February 9, 2000 as a wholly owned subsidiary of old
Monsanto under the name “Monsanto Ag Company.” On March 31, 2000, we changed our name to
“Monsanto Company.” Our principal executive offices are located at 800 North Lindbergh Boulevard,
St. Louis, Missouri 63167, and our telephone number is (314) 694-1000. Our website is
www.monsanto.com. The information and content contained on our website are not part of this
document.




SUMMARY HISTORICAL AND PRO FORMA FINANCIAL DATA

The following summary historical and pro forma financial data should be read together with “Pro Forma
Condensed Combined Financial Statements,” “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and our historical combined financial statements and the notes to those combined
financial statements included elsewhere in this prospectus. The combined operating results data, cash flow
measures and other selected data set forth below for the six months ended June 30, 2000 and 1999 and the
combined financial position data as of June 30, 2000 are derived from our unaudited combined financial
statements included elsewhere in this document. The combined operating results data, cash flow measures and
other selected data set forth below for the years ended December 31, 1999, 1998, and 1997 are derived from
our audited combined financial statements included elsewhere in this document. The combined operating
results data, cash flow measures and other selected data for the years ended December 31, 1996 and 1995
are derived from our unaudited combined financial statements that are not included in this document. In the
opinion of management, these unaudited financial data have been prepared on a basis consistent with the
audited financial statements included in this document and include all adjustments, which are only normal,
recurring adjustments, necessary for a fair statement of the operating results and financial position for the
unaudited periods.

The historical financial information may not be indicative of our future performance and does not
necessarily reflect what our financial position and results of operations would have been had we operated as a
separate, stand-alone entity during the periods presented. Financial information for the first six months of 2000
should not be annualized. We have historically generated the majority of our sales during the first half of the
year, primarily due to the timing of the planting and growing season. As a result, in each of the last two years
all of our operating income was generated in the first half of the year and we incurred operating losses in the
second half of the year. See Note 17 of Notes to Combined Financial Statements. Consistent with this, cash
used in operations has historically been higher during the first half of the year, which has resulted in higher
borrowings than at year end.

Six Months Ended

June 30, Year Ended December 31,

2000 1999 1999 1998 1997 1996  1995(4)
Operating Results: (in millions)
NetSales ......... ... ... $3,290 $3,136 $5,248 $4,448 $3,673 $2,928 $2,429
Income from Operations(1) ............... 635 746 610 55 13 506 512
Income (Loss) Before Income Taxes ....... 479 581 263 (60) 1 531 544
Net Income (LOSS) . ..., 269 369 150 (125) 31 319 365
Cash Flow Measures:
Net Cash Provided by (Used in)

Operations . .........oviiiiiiiinin.n. $(822) $(513) $ 120 $ (528) $ 248 $ (518) N/A
Net Cash (Used in) Investing Activities . .... (424)  (290) (415) (4,544) (1,878) (223) N/A
Net Cash Provided by Financing Activities... 1,261 837 284 5,073 1,581 825 N/A
Other Selected Data:

Capital Expenditures .. .................. $ 325 $ 263 $ 632 $ 432 $ 298 $ 216 98
Depreciation and Amortization ............ 275 251 547 368 245 148 142
EBIT(2). ..o 607 717 506 34 21 530 517
EBIT (excluding unusual items)(2)(3) ....... 764 717 607 638 654 610 N/A
EBITDA(2) ... oot 882 968 1,053 402 266 678 N/A
EBITDA (excluding unusual items)(2)(3) .... 1,039 968 1,154 1,006 899 758 N/A
June 30, 2000
Pro
Actual Forma(5)
(in millions)
Financial Position:
TOtAl ASSBES . . . o ittt $12,351 $12,399
Working Capital . . . . ... 1,917 2,043
Short- and Long-Term Debt of Parent Attributable to Monsanto Company

AgriCUUral BUSINESS . . . . vttt e e e e e 5557 2,690

EQUILY ..t e e e 4943 7,446




1)

(2)

3)

(4)
(5)

Income from operations for the six months ended June 30, 2000 included $157 million in costs associated
with our plan to focus on key projects, resulting in the termination of certain research and development
programs and the reversal of restructuring reserves; for 1999 included $50 million for accelerated business
integration costs and the reversal of restructuring reserves established in 1998; for 1998 included $583
million for restructuring charges and the write-off of acquired in-process research and development; for
1997 included $633 million for the write-off of acquired in-process research and development; for 1996
included restructuring and other unusual charges of $95 million; and for 1995 included net restructuring
expenses and other unusual items of $17 million.

EBIT is defined as earnings before interest and taxes. EBITDA is defined as earnings before interest,
taxes, depreciation and amortization. EBITDA eliminates the effect of depreciation of tangible assets and
amortization of intangible assets, most of which were acquired in seed company acquisitions accounted for
under the purchase method of accounting. The presentation of EBIT (excluding unusual items) and
EBITDA (excluding unusual items) is intended to supplement investors’ understanding of our operating
performance. It is not intended to replace net income, cash flows, financial position or comprehensive
income, and it is not a measure of financial performance as determined in accordance with accounting
principles generally accepted in the United States. EBITDA (excluding unusual items) may not be
comparable to other companies’ EBITDA performance measures because those companies may not
exclude unusual items.

Unusual items for the six months ended June 30, 2000 included $157 million in costs associated with our
plan to focus on key projects, resulting in the termination of certain research and development programs
and the reversal of restructuring reserves; for 1999 included $101 million for accelerated business
integration costs, failed merger costs, restructuring reversals and a gain on the sale of a business; for
1998 included $604 million for restructuring costs, the write-off of acquired in process research and
development and charges to cancel DEKALB Genetics Corporation stock options; for 1997 included $633
million for the write-off of acquired in-process research and development; for 1996 included $80 million for
restructuring and other unusual charges which were patrtially offset by minority interest associated with certain
asset impairments; and for 1995 included net restructuring expenses and other unusual items of $17 million.

The cash flow measures for 1995 are not available because it is not practicable to prepare.

The pro forma financial position data presented above are derived from our unaudited pro forma
condensed combined financial statements included elsewhere in this document. They are presented for
illustrative purposes only and illustrate the estimated effects of the separation of our businesses from
those of Pharmacia, this offering and related transactions described in the notes to our unaudited pro
forma condensed combined financial statements as if these transactions had occurred on June 30, 2000.




RISK FACTORS

You should carefully consider the following risks and the other information contained in this
document, including the financial statements and related notes, before investing in our common
stock. The trading price of our common stock could decline due to any of these risks, and you could
lose all or part of your investment. If any of the events described below were to occur, our business,
prospects, financial condition, results of operations or cash flow could be materially adversely
affected.

Risks Related to Our Business

Negative publicity concerning, opposition to, and legal developments affecting, products
developed through biotechnology could have a negative impact on our sales, profits or stock
price

The commercial success of our products developed through biotechnology may be adversely
affected by claims that genetically modified plant products are unsafe for consumption, pose risks of
damage to the environment and create legal, social and ethical dilemmas. The development and
sales of our products have been, and may in the future be, delayed or impaired because of adverse
public perception or regulatory concerns about the safety of our products and the potential effects of
these products on other plants, animals, human health and the environment. For instance:

» some countries, primarily in the European Union, have instituted a de facto moratorium on the
planting of some genetically modified seeds or on the import of grain produced from these
seeds;

» some countries, including Japan, and the European Union have imposed labeling
requirements on genetically modified agricultural and food products, which may affect the
acceptance of these products;

 court decisions in Brazil have delayed planting of Roundup Ready soybeans in that country;

+ two university studies have found that a competitor’s Bt corn, which contains traits resistant to
certain insects, is harmful to the Monarch butterfly, a non-target species, and these findings
could lead to further restrictions on the planting of Bt corn generally;

» the FDA recently enforced Kraft Foods’ original voluntary nationwide recall of taco shells after
tests indicated the presence in certain samples of genetically modified corn approved for
animal feed use but not for human food. While all Monsanto biotechnology products currently
being sold have been approved for feed and food use, the impact of this issue has resulted in
broader negative responses by the regulatory agencies, could negatively affect grain trade,
food company use and public acceptance of biotechnology products, and has precipitated the
introduction of proposed legislation;

 partly in response to criticism by opponents of biotechnology, the Clinton Administration has
recently announced steps to strengthen science-based governmental regulation of agricultural
biotechnology products and consumers’ access to information about the products of
agricultural biotechnology;

» companies in food-related industries, such as the Archer Daniels Midland Company, have
paid premiums for non-genetically modified crops, and other companies, such as Gerber
Products Company, have announced that they will not use genetically modified crops; and

» advocacy groups have engaged in publicity campaigns and filed lawsuits in various countries
against companies, including ours, seeking to halt biotechnology approval activities or
influence public opinion against products developed through biotechnology.

Failure to maintain or secure consumer confidence in, or to maintain or receive governmental
approvals for, our products could have a significant negative impact on our sales, profits or stock
price.
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Our heavy dependence on sales of our Roundup herbicides could adversely affect our
business and place us at a competitive disadvantage

Our business is substantially dependent upon the sale of our family of Roundup and other
glyphosate-based herbicides, which in 1999 accounted for approximately 73% of our Agricultural
Productivity segment sales and approximately 50% of our total sales. Further, our agricultural
chemicals business is less diversified with respect to product offerings than the agricultural chemicals
businesses of our principal competitors, which may give these competitors an advantage in meeting
customer needs. Should an event occur that adversely affects nonselective herbicides in general, or
Roundup in particular, our business would be adversely affected and our competitors that offer a
broader array of products may have a competitive advantage.

Increased generic and branded competition for Roundup herbicides following the expiration
of our U.S. patent protection in September 2000 could negatively affect our sales and profits

Our sales and profits could be adversely affected because our patent protecting glyphosate, the
active ingredient in Roundup, expired in the United States on September 20, 2000. Sales of the
family of Roundup herbicides protected by this patent in the United States, excluding our Roundup
lawn and garden products, represented approximately 20% of our total company sales in 1999.
Following the expiration of our patent, these herbicides are likely to face increasing competition from
lower-priced generic and branded glyphosate products.

Our sales and profits may decline as we reduce our prices on Roundup herbicides. We reduced
our prices on Roundup products in the United States by 16% to 22% in September 1998 for the
following growing season and expect to reduce such prices further. There is no assurance that any
increase in volumes will offset price reductions. If they do not, our profits will decline.

Our product development efforts depend on new technologies that may not be successful,
which could have a negative impact on our growth

Our failure to develop successful new or improved products, which require substantial time and
resources to develop, could adversely affect our sales, business growth and stock price. We invested
$409 million, $536 million and $695 million in research and development in 1997, 1998 and 1999,
respectively. Our substantial investments may not result in significant increased revenues, particularly
over the next several years. To date, companies have developed and commercialized relatively few
genetically enhanced agricultural products. Commercialization requires years of development and
involves risks of failure inherent in the development of products based on innovative technologies.
These risks include the possibility that:

+ these technologies or any or all of the products based on these technologies will be
ineffective, or otherwise will fail to receive necessary regulatory clearances;

+ the products will be difficult to produce on a large scale or will be uneconomical to market;

+ proprietary rights of third parties will prevent us or our collaborators from marketing products;
and

« third parties will market superior or equivalent products or will reach the market with their
products first.

The value of our intellectual property could diminish due to technological developments or
challenges by competitors, making our products less competitive

The increasing importance of technology development and intellectual property protection in the
agricultural industry increases the risk that technological advances by others could render our
products less competitive.

Our intellectual property rights are material to the operation of our business. We rely on a
combination of patents, copyrights, trademarks and trade secrets, confidentiality provisions, Plant
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Variety Protection Act registrations and licensing arrangements to establish and protect our
intellectual property. However, our business could be negatively affected by any of the following:

» our pending patent, Plant Variety Protection and trademark registration applications may not
be allowed or may be challenged successfully by our competitors;

 our products may rely on the technology of others and, therefore, require us to obtain
intellectual property licenses from other parties in order for us to sell our products;

« we may be unable to obtain such intellectual property licenses that are necessary or useful to
our business on favorable terms, or at all; or

« litigation involving our intellectual property rights may have adverse results.

Claims of intellectual property infringement may require us to enter into costly royalty or license
agreements, subject us to substantial damage claims or cause us to stop using such technology
absent a license agreement. See “Business—Legal Proceedings” for a summary of our material
pending litigation.

Third parties may infringe on our intellectual property rights, and we may expend significant
resources enforcing our rights or be competitively disadvantaged

If we fail to protect our intellectual property rights from infringement by third parties, our
competitive position could suffer, which could harm our profits. We spend significant resources to
monitor and deter unauthorized use of our intellectual property rights. We may not be able to detect
or prevent infringement or may lose our competitive position in the market before we do so. See
“Business—Legal Proceedings” for a summary of material suits we have filed against our
competitors alleging patent infringement.

The scope of patent protection for our biotechnology and genomics intellectual property is
uncertain, and changes in patent law could diminish the value of our intellectual property

Patent positions in biotechnology and genomics generally are uncertain and involve complex
legal and factual questions that will determine which company has the right to develop a particular
product. Our competitors may be able to commercialize our biotechnology or genomics discoveries.
Very little case law now exists regarding the enforceable breadth of claims in biotechnology and
genomics patents. There has been, and continues to be, intense debate on the scope and
appropriateness of patent protection for both partial gene sequences and full-length genes. The
biotechnology and genomics patent situation outside the United States is even more uncertain and
currently is undergoing review and revision in many countries. Changes in either the patent laws or in
interpretations of patent laws in the United States and other countries may diminish the value of our
intellectual property.

Failure to obtain regulatory approvals could delay or prevent sales of our products

The field-testing, production and marketing of our products are subject to extensive regulations
and numerous governmental approvals, which vary widely among jurisdictions where our products
are sold and substantially increase our costs and the time it takes to bring our products to market.
Regulatory authorities can block the sale or import of our products or order a recall of products
already on the market, which could adversely affect our business. For example, we failed to obtain
approval to market our bovine growth hormone in the European Union. As a result, our bovine
growth hormone has not yet been sold in the European Union and will not be sold unless approval is
obtained. Regulatory authorities also can impose conditions that delay production and sale of our
products, or that make the sale of our products technically or commercially unfeasible. For instance,
legal, regulatory and political hurdles have delayed approval of the planting or importing of our
Roundup Ready corn in the European Union and our Roundup Ready soybeans in Brazil.
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Regulation of agricultural biotechnology is rapidly evolving and new, more burdensome
regulatory requirements may adversely affect our business

Biotechnology in seed is relatively new and the biotechnology seed industry is emerging, so the
regulation of biotechnology seed quality is rapidly evolving. As a result, regulatory authorities may
impose new requirements that increase our costs or adversely affect our business. The proliferation
of Bacillus thuringiensis (Bt) products, which contain traits resistant to certain insects, in multiple
crops could result in significant regulatory restrictions on the total acres planted with such crops in
order to prevent the development of insect resistance. For example, the U.S. Environmental
Protection Agency (EPA) imposed limitations on the planting of Bt corn, including minimum acreage
requirements for non-genetically modified corn. Separately, the U.S. Department of Agriculture
(USDA) has proposed a rule defining the term “organic” that excludes genetically modified crops.
The scope and content of these types of regulations and regulatory actions are subject to varying
degrees of controversy, public interest and political circumstances, and, as a result, such regulations
have changed and may change substantially in the future. For example, the EPA has required us and
other Bt producers to conduct additional monitoring of the effects of Bt-related products on non-target
species. The U.S. Food and Drug Administration (FDA) has announced that it will strengthen its
review of foods produced from agricultural biotechnology to include a mandatory procedure for
notification of the FDA at least 120 days prior to marketing a product, to make supporting scientific
information available to the public, and to include guidelines for voluntary labeling of non-biotech
food. The potential establishment of new organizations at the national and international levels
responsible for monitoring or studying the safety and environmental effects of genetically modified
crops and foods could lead to the adoption of more burdensome regulations.

Concerns about seed quality, including the possible presence of unintended biotechnology
material, may result in claims against us or new regulatory requirements

The detection of unintended biotechnology material in pre-commercial seed, commercial seed
varieties or the crops and products produced can result in unmarketability of crops grown, potential
liability for us as seed producers or technology providers, or governmental regulatory compliance
actions such as crop destruction or product recalls. For instance, the presence of Roundup tolerance
in conventional canola seed in the European Union resulted in government-mandated destruction of
growing crops in some countries, and more recently, the reported presence of a competitor’s Bt gene
not approved for food use in taco shells in the United States has resulted in government scrutiny and
a voluntary nationwide product recall. Concerns about seed quality related to biotechnology could
also lead to additional regulations on our business, such as regulations related to testing procedures,
mandatory governmental reviews of biotechnology advances, or the integrity of the food supply chain
from the farm to the finished product. Efforts to establish practical science-based regulation and
appropriate testing programs and detection methods are affected by the conflicts over public
acceptance.

We face aggressive competition in all areas of our business, and if we do not compete
effectively, our business will be harmed

The agricultural industry is highly competitive, rapidly changing and undergoing consolidation,
and we may not be able to compete effectively. Our principal competitors are major international
agrochemical and agricultural biotechnology corporations, including companies that are part of much
larger pharmaceutical or chemical companies, with substantially greater resources than we have for
research and development, production or marketing. In addition, we face competition from
biotechnology and genomics companies, from academic research institutions, and from seed and
food companies with conventional biotechnology research and development programs. We are
unable to predict what effect consolidations in the industry may have on price, selling strategies,
intellectual property or our competitive position.
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As new products enter the market, our products may become obsolete or our competitors’
products may be more effective, or more effectively marketed and sold, than our products. Changes
in technology and customer preferences may result in short product life cycles. To remain
competitive, we will need to develop new products and enhance our existing products in a timely
manner. We anticipate that we may have to adjust prices on many of our products to stay
competitive and our profit margins may fall. In addition, new competitors may emerge, and entire
product lines may be threatened by new technologies or market trends that reduce the value of these
product lines. Our failure to maintain our competitive position could have a material adverse effect on
our business and results of operations.

Our business is highly seasonal and we have historically incurred losses in our third and
fourth quarters

The sale of agricultural chemicals and seeds is dependent upon the planting and growing
season, which varies from year to year, resulting in both highly seasonal patterns and substantial
fluctuations in our quarterly sales and profitability. For example, in 1999, approximately 60% of our
sales were recorded in the first half of the year, which corresponds to the period that farmers in the
northern hemisphere purchase most of their seeds and chemicals for the planting season. We had
net income of approximately $369 million in the first half of 1999 compared to a net loss of
approximately $219 million in the second half of 1999. The net loss for the second half of 1999
included $81 million of unusual items. See Note 17 of Notes to our Combined Financial Statements
included elsewhere in this document. The third quarter falls after the end of the northern hemisphere
agricultural season and before the beginning of the main selling season in the southern hemisphere.
As a result, historically, we have our lowest quarterly net sales levels in the third quarter and we
have historically had net losses. We expect a similar level of sales and a loss in the third quarter of
2000.

Unexpected fluctuations in our quarterly operating results may cause our stock price to
decline

A large proportion of our costs, including our selling, general and administrative expenses,
research and development costs, and production costs, do not vary directly in relation to sales. Thus,
declines in revenue, even if small, could disproportionately affect our quarterly operating results,
could cause such results to differ materially from expectations and could cause our stock price to
decline.

We require a substantial amount of short-term financing to fund our working capital; any
downgrade in our credit rating could negatively affect our profitability and sales

Like many other agricultural companies, we regularly extend credit to our customers to enable
them to acquire agricultural chemicals and seeds at the beginning of the growing season. Our credit
practices, combined with the seasonality of our sales, make us dependent on our ability to obtain
substantial short-term financing to fund our cash flow requirements. Our need for short-term financing
typically peaks in the second quarter, varying with the timing of the planting season for a particular
year. For example, our short- and long-term debt increased from $4.4 billion on December 31, 1999
to $5.6 billion on June 30, 2000.

We expect to continue to access the commercial paper market to meet our seasonal financing
needs in the future. Because our customer base depends upon our ability to extend credit that we
finance with short-term borrowing, downgrades in our credit rating or other limitations on our ability to
access short-term financing would increase our interest costs and adversely affect our sales to
customers and our profitability.
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The majority of our debt consists of variable-rate, short-term obligations, which creates
interest rate and refinancing risks

As of the closing of this offering, the majority of our debt will consist of variable-rate, short-term
obligations that we will assume from Pharmacia on or before the closing of this offering, which will
expose us to interest rate and refinancing risks. Changes in interest rates could adversely affect our
results of operations, particularly in the second and third quarters, when our short-term debt levels
are highest. We may over time refinance all or part of our commercial paper with medium- and/or
long-term debt with fixed interest rates, subject to market conditions. We expect any such refinancing
would be at higher interest rates than that for short-term commercial paper. There is no assurance
that we will be able to refinance our debt when it matures.

We expect to incur substantial charges that will negatively affect our reported net income
(loss)

We expect to record pretax charges of between $275 million and $325 million over the twelve-
to eighteen-month period beginning July 1, 2000, of which approximately $130 million to $150 million
is expected to be taken in the third and fourth quarters of 2000, which will negatively affect our
reported net income (loss) over this period. These charges, as well as $157 million of net pretax
charges we recorded in the first six months of 2000, are primarily associated with our plan to
stringently focus our research and development programs on the four key crops of corn, soybeans,
wheat and cotton and our plan to streamline our operations. Our plan includes charges to eliminate
certain non-core programs, such as laureate oil and wheat quality programs, and facility shut-down,
asset impairment and employee termination costs. While we anticipate these actions totaling $425
million to $475 million pretax will yield future annual cash savings, the timing of the charges as well
as the timing and the amounts of any savings realized may vary from our estimates.

Our business is subject to weather conditions, commodity prices and other factors beyond
our control, which may negatively affect sales of our products

Factors beyond our control may adversely affect the volumes and prices of the agricultural
chemicals and seeds we sell. Our business is sensitive to weather conditions, including extremes
such as drought, and to natural disasters, each of which affect commodity prices, product
performance, seed yields and decisions by growers regarding purchases of seeds, traits and
chemicals. Commaodity prices, government agricultural programs and consumer preferences also
affect growers’ decisions about the types and amounts of crops to plant. All of these factors may
negatively influence sales of our products and affect our pricing opportunities, selling strategies and
collection practices. If we fail to forecast accurately and manage inventory effectively, there could be
an unexpected shortfall or surplus of our products, which could have a material adverse effect on our
business.

We may not prevail in ongoing litigation and may be required to pay substantial damages

We are involved in several major lawsuits regarding contract disputes, intellectual property
issues, biotechnology, antitrust allegations and other matters. An adverse outcome in any of these
lawsuits could have a material adverse effect on our cash flow and results of operations. Litigation is
costly and time-consuming, and diverts our management and key personnel from our business
operations. Material pending litigation includes:

» a $65 million April 1999 jury verdict, which we are appealing, in favor of Aventis CropScience
S.A. (formerly Rhone Poulenc Agrochimie S.A.) for compensatory and punitive damages in
connection with our Roundup Ready corn;

» October 1998 lawsuits by Pioneer Hi-Bred International, Inc. claiming misappropriation of
trade secrets related to corn breeding, patent law violations and other matters;
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» December 1999 and February 2000 class action lawsuits made on behalf of purchasers of
some of our genetically modified crops containing our patented technology and growers of
non-genetically modified crops;

» a January 2000 lawsuit by Delta and Pine Land Company seeking unspecified compensatory
damages for lost stock market value of not less than $1 billion, as well as punitive damages,
arising from the failure of our proposed merger with Delta and Pine Land; and

» two March 2000 lawsuits by E.I. DuPont de Nemours and Company seeking damages and
equitable relief for alleged federal antitrust and state law violations in connection with
glyphosate-related and glyphosate-tolerant soybean business matters.

We have generally not established reserves for the foregoing matters. These and other pending
litigation matters are discussed under “Business—Legal Proceedings.”

Our products may lose their effectiveness, which would render them less attractive to our
customers and could result in claims for losses from our customers

It is possible that weeds could develop resistance to Roundup or our other herbicides. It is also
possible that pests could develop a resistance to one or more of the pest protections in our plant
products. In either case, our products would become less attractive to our customers and our profits
might decline. In addition, we may be held liable if any product we develop, or any product that is
made with the use or incorporation of any of our technologies, causes injury or damages, which may
adversely affect our business or profits.

We derive a substantial portion of our revenues from foreign markets, which subjects us to
additional business risks

Changes in exchange rates between the U.S. dollar and other currencies will result in increases
or decreases in our costs and earnings, and also may affect the book value of our assets outside the
United States and the amount of our shareholders’ equity. We record our transactions and prepare
our financial statements in U.S. dollars, but a significant portion of our earnings and expenditures are
in other currencies. Operations outside the United States provided approximately 45% of our 1999
net sales. To the extent we sell our products in U.S. dollars in foreign markets, currency fluctuations
may result in our products becoming too expensive for foreign customers. Our international
operations could also be adversely affected by changes in political and economic conditions, trade
protection measures and changes in regulatory requirements that restrict sales of our products or
increase our costs.

If we lose key management or other personnel, our business may be adversely affected

We depend on the experience and expertise of our senior executive officers and other
personnel. We do not have employment agreements with most of our key personnel. Competition
among biotechnology and genomics companies for qualified employees is intense, and the loss of
qualified employees or an inability to attract, retain and motivate additional highly-skilled employees
required for our activities could hinder our ability to conduct research activities successfully and
develop marketable products.

Our current and former operations expose us to risks of environmental liabilities

Increasingly stringent environmental regulations restrict the amount and types of pollutants that
can be released from our operations into the environment. Compliance with these and any future
regulations could require significant capital investments in pollution control equipment or changes in
the way we make our products. In addition, because we use hazardous and other regulated materials
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in our product development programs and manufacturing processes, we are subject to risks of
accidental contamination, personal injury claims and civil and criminal fines, any of which could be
material to our cash flow or earnings. For example,

» we have remediated, and currently are remediating, some of our operating plant sites, as well
as certain properties that we have sold;

+ we are funding, along with other potentially responsible parties, the cleanup of approximately
10 Superfund sites where we (or our predecessors) and others disposed of wastes in the
past;

» we have agreed to indemnify Pharmacia for any liability associated with contamination from
past operations at all properties to be transferred from Pharmacia to us and at certain sites
used in old Monsanto’s former businesses; and

* we are responsible for the environmental liabilities that Solutia Inc., old Monsanto’s former
chemicals businesses, assumed from old Monsanto on September 1, 1997, in the event that
Solutia Inc. is unable to satisfy its legal obligations with respect to these liabilities. Solutia has
publicly disclosed that, as of December 31, 1999, it had accrued liabilities of $88 million for
plants no longer in operation and third-party sites for which it assumed responsibility from old
Monsanto, $81 million for solid and hazardous waste remediation and for post-closure costs
at Solutia’s operating locations, and $32 million related to Superfund sites. Solutia estimated
that its future expenses with respect to these matters could be as much as an additional $20
to $30 million based upon uncertainties related to evolving government regulations, the
method and extent of remediation, and future changes in technology.

These and other environmental matters are described in more detail under “Business—
Environmental Matters.”

We may no longer have access to Pharmacia financial support

In the past, we operated our business as an unincorporated division of old Monsanto and our
business was able to rely on the financial support of our parent company. Upon the closing of this
offering, we will be assuming from Pharmacia commercial paper issued by Pharmacia. We have no
other financing arrangements with Pharmacia and, following this offering, we may no longer have
access to Pharmacia’s financial or other resources.

Risks Related to Our Relationship with Pharmacia

Our agreements with Pharmacia may be less favorable to us than if they had been negotiated
at arm’s-length

Our agreements with Pharmacia were finalized while we were a wholly owned subsidiary
of Pharmacia. Each of these agreements may be less favorable to us than if it had been negotiated
at arm’s-length.

Our relationship with Pharmacia may impair our ability to pursue new business opportunities
successfully

Our ability to take advantage of specific business opportunities is subject to procedures in our
certificate of incorporation relating to allocation of business opportunities between Pharmacia and us.
Our certificate of incorporation provides that, unless otherwise provided in a written agreement
between us and Pharmacia, Pharmacia will have no duty to refrain from engaging in the same or
similar activities or lines of business as our company engages in or proposes to engage in at the
time of this offering. Furthermore, subject to applicable law, Pharmacia has no duty to communicate
or offer to us any corporate opportunities that come to its attention. As a result, it may be more
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difficult for us to pursue successfully new business opportunities available to both Pharmacia and us,
which could limit our potential sources of revenue and growth. In addition, we have established
procedures in our certificate of incorporation that govern should one of our directors or officers who is
also a director or officer of Pharmacia acquire knowledge of a corporate opportunity for both us and
Pharmacia. See “Arrangements Between Monsanto and Pharmacia—Allocation of Corporate
Opportunities” for a description of allocation of business opportunities between the companies.

We may have business conflicts with Pharmacia with respect to our past and ongoing
relationships that could harm our profitability

Conflicts of interest may arise between Pharmacia and us relating to our past and ongoing
relationships. For example, we and Pharmacia may dispute the nature and magnitude of tax,
employee benefit, indemnification and other obligations arising from the separation of our businesses
from those of Pharmacia, which could result in our making payments to Pharmacia related to the
separation in excess of what we expect. Conflicts may arise over the ownership and use of our or
Pharmacia’s intellectual property, subjecting us to the risk of losing valuable patents and licenses and
the risk of having to provide Pharmacia with licenses to our intellectual property, which could
adversely affect our revenues and profits. In addition, disputes may occur over the nature, quality
and pricing of services that we and Pharmacia provide to each other, potentially leading to services
payments higher than we anticipate.

We may not be able to resolve any potential conflicts, and, even if we do, the resolution may be
less favorable than if we were dealing with an unaffiliated party. See “Arrangements Between
Monsanto and Pharmacia—Separation Agreement—Arbitration and Dispute Resolution.” The
agreements we have entered into with Pharmacia may be amended upon agreement between
Pharmacia and us.

Because of their ownership of Pharmacia common stock and positions with Pharmacia, our
directors and executive officers may have conflicts of interest that could negatively impact
our stock price and increase our exposure to litigation

Ownership of Pharmacia common stock by our directors and officers after the separation of our
businesses from those of Pharmacia and the presence of Pharmacia officers and directors on our
board of directors could create, or appear to create, potential conflicts of interest when directors and
officers are faced with decisions that could have different implications for Pharmacia and us.
Investors may perceive these conflicts of interest as a burden on our operations, negatively affecting
our stock price. These conflicts of interests could also lead to increased litigation based on
stockholder claims that our directors or officers have breached their fiduciary duties. For information
regarding directors’ and officers’ ownership of Pharmacia common stock, see “Management—Stock
Ownership of Directors and Executive Officers.” A majority of our directors following this offering will
be directors or officers of Pharmacia.

Control by Pharmacia will limit your ability to influence the outcome of matters requiring
stockholder approval and could discourage potential acquisitions of our company by third
parties

As long as Pharmacia owns a majority of our outstanding common stock, Pharmacia will
continue to be able to elect our entire board of directors and take stockholder action with respect to
any matters without the vote of any other stockholder. Such matters could include:

» the composition of our board of directors and, through it, decisions with respect to our
business direction and policies, including the appointment and removal of officers;

« any determinations with respect to mergers or other business combinations;

18



 our acquisition or disposition of assets;
 our capital structure;

+ changes to the agreements relating to the separation of our businesses from those of
Pharmacia;

» payment of dividends on our common stock;
» determinations with respect to our tax returns; and

+ other aspects of our business direction and policies.

In addition, while Pharmacia owns a majority of our common stock, a supermajority approval by
at least 80% of our directors is required with respect to specified matters with significant financial or
strategic consequences. See “Management—Board Structure and Compensation—Governance
Provisions.”

Pharmacia’s voting control and board influence may have the effect of discouraging many types
of transactions involving a change of control, including transactions in which you as a holder of our
common stock might otherwise receive a premium for your shares over the then-current market price.
Furthermore, Pharmacia is not prohibited from selling a controlling interest in us to a third party.

Risks Related to the Securities Markets and Ownership of Our Common Stock

The price of our common stock may be subject to wide fluctuations and may trade below the
initial public offering price

Before this offering, there has not been a public market for our common stock, and an active
public market for our common stock may not develop or be sustained after this offering. The market
price of our common stock could be subject to significant fluctuations after this offering. Among the
factors that could affect our stock price are the preceding risk factors, as well as reports in the press
or investment community regarding acceptance of biotechnology, and strategic moves by us or our
competitors, such as acquisitions or restructurings.

Stock markets in general, and the markets for biotechnology and genomics stocks in particular,
have experienced extreme volatility that has often been unrelated to the operating performance of a
particular company. These broad market fluctuations may adversely affect the trading price of our
common stock. In particular, we cannot assure you that you will be able to resell your shares at or
above the initial public offering price, which was determined by negotiations between the
representatives of the underwriters and us. See “Underwriting” for a discussion of the factors
considered in determining the initial public offering price.

Provisions in our certificate of incorporation and bylaws may delay or prevent an acquisition
of our company that stockholders may consider favorable, which could decrease the value of
your shares

Our certificate of incorporation and bylaws and Delaware law contain provisions that become
effective if we are no longer controlled by Pharmacia that could make it harder for a third party to
acquire us without the consent of our board of directors. These provisions include a classified board
of directors and limitations on actions by our stockholders by written consent. In addition, our board
of directors has the right to issue preferred stock without stockholder approval, which could be used
to dilute the stock ownership of a potential hostile acquiror. These provisions apply even if the offer
may be considered beneficial by some stockholders.
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Our share price may decline because of the ability of Pharmacia and others to sell shares of
our common stock

Sales of substantial amounts of our common stock after this offering, or the possibility of such
sales, could adversely affect the market price of our common stock and impede our ability to raise
capital through the issuance of equity securities. See “Shares Eligible for Future Sale” for a
discussion of possible future sales of our common stock.

After this offering, Pharmacia will own 86.3% of our outstanding common stock, assuming the
underwriters’ overallotment option is not exercised in full (84.5% if the underwriters’ overallotment
option is exercised in full). Pharmacia has advised us that its current intention is to continue to hold
all of our common stock it beneficially owns. However, Pharmacia has no contractual obligation to
retain its shares of our common stock, except for the 180-day period after the date of this document
during which it has agreed not to sell any of its shares without the consent of Goldman, Sachs & Co.
on behalf of the underwriters, as described under “Underwriting.” Subject to applicable federal and
state securities laws, after the expiration of this 180-day waiting period (or before, with such
consent), Pharmacia may sell any and all of the shares of our common stock that it beneficially owns
or distribute any or all of these shares of our common stock to its stockholders. In addition, after the
expiration of this 180-day waiting period, we could sell additional shares of our common stock,
subject to Pharmacia’s preemptive rights described under “Arrangements Between Monsanto and
Pharmacia—Corporate Agreement.” Sales or distributions by Pharmacia or us of our common stock
in the public market or to Pharmacia’s stockholders, or the perception that such sales or distributions
could occur, could adversely affect prevailing market prices for the shares of our common stock.

In connection with this offering, we intend to file a registration statement on Form S-8 to register
approximately 25.2 million shares of our common stock that are or will be reserved for issuance
under our stock incentive plans.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING INFORMATION

You should not rely on forward-looking statements in this prospectus. These statements involve
known and unknown risks, uncertainties and other factors that may cause our actual results, levels of
activity, performance or achievements to be materially different from any results, levels of activity,
performance or achievements expressed or implied by any forward-looking statement. These factors
include, among other things, those listed under “Risk Factors” and elsewhere in this prospectus. In
some cases, you can identify forward-looking statements by terminology such as “may,” “will,”
“should,” “could,” “expects,” “i plans,” “anticipates,” “believes,” “estimates,” “predicts” or

Mo Mo "o ” o

intends,
“potential,” or the negative of these terms or other comparable terminology. Although we believe that
the expectations reflected in forward-looking statements made by the Company are reasonable, we
cannot guarantee future results, levels of activity, performance or achievements. We assume no
obligation to update any of the forward-looking statements after the date of this prospectus.

Recent Published Reports

News wire stories dated October 12 and 13, 2000 published the views of an analyst of J.P.
Morgan Securities Inc., one of the underwriters, regarding this initial public offering. The stories
reported that the analyst was expecting us to achieve 5% to 7% sales growth over the next few
years, with Roundup volumes increasing by 18% amid price cuts of 12-15%. He also estimated that
we would achieve 15% growth in earnings per share, and earn $1.55 a share in 2000 and $1.80 a
share in 2001. The stories also reported the analyst’s speculation regarding Pharmacia’s future plans
for its Monsanto shares. These views were publicly expressed by the analyst without our knowledge
or consent, and you should not consider them to be our views or those of Pharmacia.

Projections of future operating results are generally based upon a humber of estimates and
assumptions and are inherently subject to significant uncertainties and contingencies, including the
public acceptance of our products, the effect of expiration of Roundup patent protection in the United
States and the strength of our competitors. The analyst’s projections may not have been prepared
with a view toward compliance with published guidelines of the Securities and Exchange
Commission, the American Institute of Certified Public Accountants or generally accepted accounting
principles. Projections are necessarily speculative in nature, and it can be expected that one or more
of the estimates on which these projections may have been based will not materialize or will vary
significantly from actual results, and such variances may increase over time. Accordingly, actual
results during the periods discussed by the analyst may vary materially and adversely from the
analyst's financial projections. For these reasons, you should only consider these views and
projections, or the projections of any other analysts, after carefully evaluating all of the information in
this prospectus, including the risks described under “Risk Factors.”
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MERGER AND REORGANIZATION TRANSACTIONS OCCURRING PRIOR TO THIS OFFERING

The Merger

On December 19, 1999, old Monsanto entered into a merger agreement with Pharmacia &
Upjohn, pursuant to which a wholly owned subsidiary of old Monsanto merged with and into
Pharmacia & Upjohn, with Pharmacia & Upjohn surviving as a wholly owned subsidiary of old
Monsanto. In connection with the merger, old Monsanto changed its name from “Monsanto
Company” to “Pharmacia Corporation.” The merger became effective on March 31, 2000.

Our Formation

Old Monsanto and Pharmacia & Upjohn stated their intention in the merger agreement that, as
promptly as practicable following the merger, the combined company would reorganize the
agribusiness unit under the Monsanto name as a direct or indirect subsidiary and sell up to 19.9% of
that subsidiary by means of an initial public offering of its common stock to be listed on the New York
Stock Exchange.

Until the completion of this offering, we will continue as a wholly owned subsidiary of
Pharmacia. We and Pharmacia entered into agreements providing for the separation of our
businesses from those of Pharmacia as of September 1, 2000, including a separation agreement.
These agreements generally provide for, among other things:

« the transfer from Pharmacia to us of assets and the assumption by us of liabilities primarily
relating to our business;

+ the transfer and licensing to us of intellectual property relating to our business; and

+ various interim and ongoing relationships between the parties, including support services that
we and Pharmacia will provide to each other.

These agreements were made in the context of a parent-subsidiary relationship. The terms of
these agreements may be more or less favorable than those we could have negotiated with
unaffiliated third parties. For more information regarding the separation arrangements, see
“Arrangements Between Monsanto and Pharmacia.”

Our Capitalization

The debt on our historical Statement of Combined Financial Position represents the amount of
debt incurred by old Monsanto that was specifically attributable to us, primarily for seed company
acquisitions. Pharmacia will retain substantially all of the debt that was attributable to us, and these
debt obligations will not be assumed by us, except for approximately $500 million of obligations
relating to variable-rate, medium-term notes, approximately $50 million of debt owed by our
subsidiaries and approximately $40 million of debt associated with our employee stock ownership
plan. In addition, upon the closing of this offering, we will assume from Pharmacia an amount of
commercial paper equal to the sum of approximately $1.8 billion plus the net proceeds we receive
from this offering assuming no exercise of the overallotment option. The proceeds of this offering will
be used to repay a portion of the commercial paper assumed from Pharmacia. We also expect to
repay a portion of the commercial paper assumed from Pharmacia by the end of this year with a
portion of the cash flows from our business. The factors considered in determining our initial
capitalization include the amount of debt incurred by old Monsanto that was specifically attributable to
us, our expected financing requirements for working capital and capital expenditures, as well as our
desired credit ratings.
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Benefits of the Reorganization

We believe that we will realize benefits from the separation of our businesses from those of
Pharmacia, including the following:

» Greater strategic focus. As a result of having our own board of directors and separate
management team, we expect to have a sharper focus on our business and strategic
opportunities.

» Incentives for employees more closely tied to our business. We expect the motivation
of our employees and the focus of our management will be strengthened by incentive
compensation programs tied to the market performance of our common stock. The separation
will enable us to offer our employees compensation directly linked to the performance of our
business, which we expect to enhance our ability to attract and retain qualified personnel.

» More focused investor base. As a separate company, we will provide an opportunity to
invest in a business focused on agriculture and biotechnology. Our company will be followed
by analysts who focus on this sector. We expect that this will allow for a more efficient equity
valuation of our business than if it were to be valued as a part of a larger pharmaceuticals
company.
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USE OF PROCEEDS

Our net proceeds from this offering will be $665 million, after deducting underwriting discounts
and commissions. If the underwriters exercise their over-allotment option in full, our net proceeds will
be approximately $764.8 million. We plan to use the net proceeds from this offering to repay a
portion of the commercial paper that we will assume from Pharmacia contemporaneously with the
closing of this offering. The maturity and interest rate of the commercial paper to be repaid with the
proceeds of this offering will not be known until after the date of this document.

DIVIDEND POLICY

Our board of directors intends to declare quarterly dividends on our common stock. We expect
that the quarterly dividend rate will be $0.12 per share (an annual rate of $0.48 per share). We
expect that a prorated fourth quarter dividend will be declared in January 2001 and paid on
February 1, 2001. The declaration and payment of dividends by us is subject to the discretion of our
board of directors. Our board of directors will take into account such matters as:

» general economic and business conditions;

 our strategic plans;

+ our financial results and condition;

 contractual, legal and regulatory restrictions on our ability to pay dividends; and

» such other factors as our board of directors may consider to be relevant.
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CAPITALIZATION

Set forth below as of June 30, 2000 is our unaudited actual capitalization and pro forma
capitalization that gives effect to the pro forma adjustments described in “Pro Forma Condensed
Combined Financial Statements.” Historically, due to the seasonality of our business, cash provided
by operations has not been sufficient in the first half of the year to fund our working capital
requirements, resulting in an increase in borrowings relative to our year end debt levels. You should
read the information below together with “Selected Financial Data,” “Pro Forma Condensed
Combined Financial Statements” and the notes to the pro forma financial statements, our historical
combined financial statements and the notes to those statements, and “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” included elsewhere in this
prospectus.

June 30, 2000

Actual Pro Forma(1)
(in millions)
Short-term debt of parent attributable to Monsanto Company Agricultural
BUSINESS . ..o $ 1912 $ 1,698
Long-term debt of parent attributable to Monsanto Company Agricultural
BUSINESS . o 3,645 992
EQUILY . .o 4,943 7,446
Total Capitalization . ............. .. $10,500 $10,136

(1) Reflects pro forma adjustments giving effect to the separation of our businesses from those of
Pharmacia, this offering and related transactions as if these transactions had occurred on
June 30, 2000 as described in the “Pro Forma Condensed Combined Financial Statements” and
the notes to those statements.
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MONSANTO COMPANY AGRICULTURAL BUSINESS
PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

On December 19, 1999, old Monsanto and Pharmacia & Upjohn entered into a definitive merger
agreement to combine in a merger of equals transaction, with the combined entity following the
merger being renamed “Pharmacia Corporation.” In connection with the merger agreement, the
parties announced a plan to create a wholly owned subsidiary, to be named “Monsanto Company,”
and to offer up to 19.9% of Monsanto in an initial public offering. Upon completion of Monsanto’s
initial public offering, Pharmacia will own over 80.1% of Monsanto’s outstanding common stock.
Monsanto is comprised of the former Agricultural Products segment of old Monsanto and certain
smaller research and business operations. These operations are referred to in these pro forma
condensed combined financial statements as Monsanto Company Agricultural Business
(“Monsanto Ag”), a division of Pharmacia Corporation and the predecessor to Monsanto Company.

We prepared the following pro forma condensed combined financial statements of Monsanto Ag
as of and for the six months ended June 30, 2000 and for the year ended December 31, 1999 to
illustrate the estimated effects of the separation of our businesses from those of Pharmacia, this
offering and related transactions described in the notes to pro forma condensed combined financial
statements as if they had occurred as of the beginning of each period presented for purposes of the
Pro Forma Condensed Combined Statement of Income, and on June 30, 2000, for purposes of the
Pro Forma Condensed Combined Statement of Financial Position. The pro forma adjustments are
based on currently available information and upon estimates and assumptions that management
believes provide a reasonable basis for presenting the significant effects directly attributable to the
separation of Monsanto Ag from Pharmacia, this offering and related transactions.

The pro forma condensed combined financial statements should be read together with the
historical combined financial statements and the notes to those statements and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” included elsewhere in
this prospectus.

The pro forma condensed combined financial statements are presented for illustrative purposes
only. The Pro Forma Condensed Combined Statement of Income is not necessarily indicative of the
results of operations that Monsanto Ag would have attained had the separation of the businesses,
this offering and the related transactions been completed as of the beginning of each period
presented, nor is it indicative of future operating results. Financial information for the first six months
of 2000 should not be annualized. We have historically generated the majority of our sales during the
first half of the year, primarily due to the timing of the planting and growing season. As a result, in
each of the last two years all of our operating income was generated in the first half of the year and
we incurred operating losses in the second half of the year. See Note 17 of Notes to Combined
Financial Statements. Consistent with this, cash used in operations has historically been higher
during the first half of the year, which has resulted in higher borrowings than at year end.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders of
Monsanto Company:

We have examined the pro forma adjustments reflecting the transactions described in the Notes
to Pro Forma Condensed Combined Statements of Income and the application of those adjustments
to the historical amounts in the accompanying pro forma condensed combined statement of income
of the Monsanto Company Agricultural Business (“Monsanto Ag”) for the year ended December 31,
1999. The 1999 historical condensed combined statement of income is derived from the 1999
historical combined financial statements of Monsanto Ag, which were audited by us, appearing
elsewhere herein. Such pro forma adjustments are based upon management’s assumptions
described in the Notes to Pro Forma Condensed Combined Statements of Income. Our examination
was made in accordance with standards established by the American Institute of Certified Public
Accountants and, accordingly, included such procedures as we considered necessary in the
circumstances.

The objective of this pro forma financial information is to show what the significant effects on
the historical information might have been had the transactions described in the Notes to Pro Forma
Condensed Combined Statements of Income occurred at an earlier date. However, the pro forma
condensed combined statement of income is not necessarily indicative of the results of operations
that would have been attained had the transactions described in the Notes to Pro Forma Condensed
Combined Statements of Income actually occurred earlier.

In our opinion, management’s assumptions provide a reasonable basis for presenting the
significant effects directly attributable to the transactions described in the Notes to Pro Forma
Condensed Combined Statements of Income, the related pro forma adjustments give appropriate
effect to those assumptions and the pro forma column reflects the proper application of those
adjustments to the historical combined statement of income amounts in the pro forma condensed
combined statement of income for the year ended December 31, 1999.

/s] DEeLOITTE & ToucHE LLP

St. Louis, Missouri
September 19, 2000
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REVIEW REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders of
Monsanto Company:

We have reviewed the related pro forma adjustments reflecting the transactions described in the
Notes to Pro Forma Condensed Combined Statements of Income and Notes to Pro Forma
Condensed Combined Statement of Financial Position (collectively, the “Pro Forma Notes”) and the
application of those adjustments to the historical amounts in the accompanying pro forma condensed
combined statement of financial position of the Monsanto Agricultural Business (“Monsanto Ag”) as
of June 30, 2000, and the related pro forma condensed combined statement of income for the six
months then ended. The June 30, 2000 historical condensed combined financial statements are
derived from the unaudited June 30, 2000 historical combined financial statements of Monsanto Ag,
which were reviewed by us, appearing elsewhere herein. Such pro forma adjustments are based on
management’s assumptions as described in the Pro Forma Notes. Our review was made in
accordance with standards established by the American Institute of Certified Public Accountants.

A review is substantially less in scope than an examination, the objective of which is the
expression of an opinion on management’'s assumptions, the pro forma adjustments and the
application of those adjustments to the historical combined financial information. Accordingly, we do
not express such an opinion on the pro forma adjustments or the application of such adjustments to
the historical condensed combined statement of financial position of Monsanto Ag as of June 30,
2000, and the historical condensed combined statement of income for the six months then ended.

The objective of this pro forma financial information is to show what the significant effects on
the historical information might have been had the transactions described in the Pro Forma Notes
occurred at an earlier date. However, the pro forma condensed combined financial statements are
not necessarily indicative of the results of operations or related effects on financial position that
would have been attained had the transactions described in the Pro Forma Notes actually occurred
earlier.

Based on our review, however, nothing came to our attention that caused us to believe that
management’s assumptions do not provide a reasonable basis for presenting the significant effects
directly attributable to the above-mentioned transactions described in the Pro Forma Notes, that the
related pro forma adjustments do not give appropriate effect to those assumptions, or that the pro
forma columns do not reflect the proper application of those adjustments to the historical financial
statement amounts in the pro forma condensed combined statement of financial position as of
June 30, 2000, and the related pro forma statement of income for the six months then ended.

/s/ DEeLOITTE & ToucHE LLP

St. Louis, Missouri
October 17, 2000

28



Monsanto Company Agricultural Business
Pro Forma Condensed Combined Statements of Income

Six Months Ended June 30, 2000
(unaudited) Year Ended December 31, 1999

Pro Forma

Historical Historical Pro Forma
Monsanto Ag Adjustments As Adjusted Monsanto Ag Adjustments As Adjusted

(in millions, except per share amounts)

Net Sales ............... $3,290 — $3,290 $5,248 — $5,248
Costof goods sold . ....... 1,486 — 1,486 2,556 — 2,556
Gross Profit............. 1,804 — 1,804 2,692 — 2,692
Operating Expenses . ... ... 1,169 — 1,169 2,082 — 2,082
Income from Operations .. 635 — 635 610 — 610
Interest expense—net. .. ... (128) 89 (a) (39) (243) 183 (a) (60)
Other expense—net . ...... (28) — (28) (104) — (104)
Income Before Income

Taxes.........oooovn. 479 89 568 263 183 446
Income tax provision. . .. ... (210) 34)(a) (244) (113) (70)(a) (183)
Net Income ............. $ 269 $ 55 $ 324 $ 150 $113 $ 263

Basic and Diluted Net
Income per Share of

Common Stock ........ $ 1.27 $ 1.03
Shares of Common Stock

Outstanding

(in millions) ........... 255 (b) 255 (b)

@)

(b)

Notes to Pro Forma Condensed Combined Statements of Income

To reflect the reduction of interest expense and the associated increase in income tax expense
resulting from the reduction in short- and long-term borrowings as described in notes (b) and (f)
of Notes to Pro Forma Condensed Combined Statement of Financial Position. The related
increase in income tax expense has been calculated assuming a combined federal and state
income tax rate of 38%.

The number of shares of common stock outstanding was computed using the number of shares
we expect to have issued and outstanding immediately following this offering. Stock options
expected to be issued upon completion of this offering have not been included as common
stock equivalents because they will be granted with exercise prices equal to the per share price
of this offering and, accordingly, will not be dilutive.

The number of shares of common stock outstanding was computed as follows:

Common stock to be held by Pharmacia immediately after

thisoffering . ... i e 220,000,000 shares
Common stock included inthe offering . ......................... 35,000,000 shares
Common stock to be outstanding immediately after the offering ... ... 255,000,000 shares
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Monsanto Company Agricultural Business

Pro Forma Condensed Combined Statement of Financial Position

(in millions)

ASSETS

Cash and cash equivalents . .. ....................

Trade receivables—net . .........................
Deferredtax assets . .......... ... ..
INVENLONIES . . .ot e
Miscellaneous receivables and other current assets . ..

Total Current Assets ............ccvivinn..

Property, plant and equipment—net ................
Goodwill—net . . ... ...
Other intangible assets—net . . ....................
Otherassets. ...

Total ASSetS . . ...

LIABILITIES AND EQUITY

Short-term debt of Parent attributable to Monsanto Ag . .
Accounts payable. .. ........ ... .. L
Accrued compensation and benefits . . ... ...........
Restructuring reserves . . . ...
Miscellaneous short-term accruals .................

Total Current Liabilities .....................
Long-term debt of Parent attributable to Monsanto Ag . .

Other liabilities .. ........ .. .

As of June 30, 2000 (unaudited)

Historical
Monsanto Ag

$ 41

3,485
152
1,222
321

5,221

2,585
2,918
859
768

$12,351

$ 1,912
332

141

41

878
3,304

3,645

459

Pro Forma
Adjustments As Adjusted
$665@ $ 41
(665)(b)
— 3,485
(13)(c) 139
— 1,222
— 321
(13) 5,208
(47)(d) 2,538
— 2,918
— 859
94 (c) 876
34 (d)
(20)(e)
$ 48 $12,399
$(214) ()  $ 1,698
79 (d) 411
29 (d) 170
— 41
(33)(d) 845
(139) 3,165
(665)(b) 992
(2,028)(f)
40 (9)
(15)(c) 796
27 (d)
111 (h)
214 (i)
2,503 (j) 7,446
$ 48 $12,399

The accompanying notes are an integral part of these pro forma financial statements.
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(@)
(b)
()

(d)

()

(f)

(9)

(h)

Monsanto Company Agricultural Business

Notes to Pro Forma Condensed Combined Statement of Financial Position

Represents the receipt by Monsanto Ag of $665 million in net proceeds from this offering.
To reflect the use of net proceeds from this offering to reduce debt.

To record the deferred taxes associated with the pro forma adjustments referred to in notes (d), (h)
and (i).

To record the transfer of certain corporate assets and liabilities of Pharmacia, which had been related
to the joint operations of Pharmacia’s agricultural and pharmaceutical businesses but which, pursuant
to the separation agreement, will be contributed to or assumed by Monsanto Ag. These assets and
liabilities principally consist of aircraft, certain information technology assets, accounts payable,
accrued compensation and benefits, environmental liabilities, and other miscellaneous corporate
assets and liabilities. Adjustments also include the transfer from Monsanto Ag to Pharmacia of current
taxes payable that Pharmacia will pay and certain research and development facilities.

To transfer deferred financing costs related to debt attributable to Monsanto Ag that will be retained by
Pharmacia pursuant to the separation agreement.

To reflect the reduction of short- and long-term debt attributable to Monsanto Ag resulting from the
separation agreement.

To transfer debt related to Monsanto Ag Employee Stock Ownership Plan (ESOP) to Monsanto Ag
from Pharmacia.

To record the estimated accrued net pension liabilities associated with certain pension plans
sponsored by old Monsanto and attributable to employees of Monsanto Ag and certain former
employees terminating employment with old Monsanto prior to 1995. Such net liabilities will be
assumed by Monsanto Ag pursuant to the employee benefits allocation agreement. The net liabilities
relate to certain ex-U.S. funded pension plans which Monsanto Ag will sponsor, as well as certain
unfunded U.S. pension plans that Pharmacia will sponsor, but that will operate in a manner analogous
to multiple-employer plans. Monsanto Ag is expected to retain costs related to its active employees
and certain former employees terminating employment with old Monsanto prior to 1995. Prospectively,
Monsanto Ag’s pension plans will have the same basic features as the old Monsanto plans in which
Monsanto Ag has participated; accordingly, future pension costs for Monsanto Ag are likely to be
comparable to the historical amounts.

To record the estimated accrued liabilities relating to employee postretirement benefit plans sponsored
by old Monsanto and attributable to employees of Monsanto Ag and certain former employees
terminating employment with old Monsanto prior to 1995. Such liabilities will be assumed by Monsanto
Ag pursuant to the employee benefits allocation agreement. The liabilities relating to the
postretirement benefit plans have been allocated to Monsanto Ag based upon the estimated
percentage of the accumulated postretirement benefit obligations related to such employees in
proportion to the accumulated postretirement benefit obligation of old Monsanto. The liabilities relate
to plans that Monsanto will sponsor. Monsanto Ag is expected to retain costs related to its active
employees and certain former employees terminating employment with old Monsanto prior to 1995.
Prospectively, Monsanto Ag’s postretirement benefit plans will have the same basic features as the
old Monsanto plans in which Monsanto Ag has participated; accordingly, future postretirement benefit
costs for Monsanto Ag are likely to be comparable to the historical amounts.
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() To reflect the effect on equity related to the pro forma adjustments referred to in notes (a), (c), (d), (e),
), (9), (h) and (i) as follows (in millions):

Proceeds from this offering. .. ........ ... ... .. . . . $ 665
Debt attributable to Monsanto Ag retained by Pharmacia............ 2,242

Subtotal . ... 2,907
Deferred taxes relating to the pro forma adjustments . .............. 96
Transfer of certain corporate assets and liabilites ................. (115)
Transfer of deferred financingcosts. ............................ (20)
Transfer of debt related to Monsanto AQESOP ................... (40)
Transfer of assets and liabilities relating to pension plans ........... (111)
Transfer of liabilities relating to postretirement benefit plans ......... (214)

Netincrease inequity .. ...... ...t $2,503
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SELECTED FINANCIAL DATA

The following selected historical financial data should be read together with “Pro Forma
Condensed Combined Financial Statements,” “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and our historical combined financial statements and the notes
to those statements included elsewhere in this document. The combined operating results data, cash
flow measures and other selected data set forth below for the six months ended June 30, 2000 and
1999 and the combined financial position data as of June 30, 2000 are derived from our unaudited
combined financial statements included elsewhere in this document. The combined operating results
data, cash flow measures and other selected data set forth below for the years ended December 31,
1999, 1998, and 1997 and the combined financial position data as of December 31, 1999 and 1998
are derived from our audited combined financial statements included elsewhere in this document.
The combined operating results data, cash flow measures and other selected data for the years
ended December 31, 1996 and 1995 and the combined financial position information as of
December 31, 1997, 1996 and 1995 are derived from our unaudited combined financial statements
that are not included in this document. In the opinion of management, this unaudited financial data
has been prepared on a basis consistent with the audited financial statements included in this
document and include all adjustments, which are only normal recurring adjustments, necessary for a
fair statement of the operating results and financial position for the unaudited periods.

The historical financial information may not be indicative of our future performance and does not
necessarily reflect what our financial position and results of operations would have been had we
operated as a separate, stand-alone entity during the periods presented. Financial information for the
first six months of 2000 should not be annualized. We have historically generated the majority of our
sales during the first half of the year, primarily due to the timing of the planting and growing season.
As a result, in each of the last two years all of our operating income was generated in the first half of
the year and we incurred operating losses in the second half of the year. See Note 17 of Notes to
Combined Financial Statements. Consistent with this, cash used in operations has historically been
higher during the first half of the year, which has resulted in higher borrowings than at year end.

Six Months
Ended June 30, Year Ended December 31,
2000 1999 1999 1998 1997 1996  1995(4)
(in millions)

Operating Results:
NetSales .......... ..., $3,290 $3,136 $5,248 $ 4,448 $ 3,673 $2,928 $2,429
Gross Profit ........ ... ... . . 1,804 1,753 2,692 2,299 1,944 1591 1,284
Selling, general and administrative

EXPENSES . ..ttt 688 603 1,237 1,135 869 722 550
Research and development expenses . . ... 291 338 695 536 409 210 200
Acquired in-process research and

development............ ... ... ..... — — — 402 633 — —
Amortization and adjustments of goodwill .. 149 66 128 77 20 10 8
Restructuring and other unusual items . . . .. 41 — 22 94 — 143 14
Income from Operations(1) . ............. 635 746 610 55 13 506 512
Income (Loss) Before Income Taxes ...... 479 581 263 (60) 1 531 544
Net Income (LOSS) .. ...t 269 369 150 (125) 31 319 365
Cash Flow Measures:

Net Cash Provided by (Used In)

Operations ...............c.couiuno.. $ (822)$ (513)$ 120 $ (528)$ 248 $ (518) N/A
Net Cash (Used In) Investing Activities .... (424) (290) (415) (4,544) (1,878) (223) N/A
Net Cash Provided by Financing Activities.. 1,261 837 284 5,073 1,581 825 N/A
Other Selected Data:

Capital Expenditures . .................. $ 325% 263 % 632 % 432 % 298 3% 216 $ 98
Depreciation and Amortization ........... 275 251 547 368 245 148 142
EBIT(2). ... 607 717 506 34 21 530 517
EBIT (excluding unusual items)(2)(3) .. .. .. 764 717 607 638 654 610 N/A
EBITDA(2) ... 882 968 1,053 402 266 678 N/A
EBITDA (excluding unusual items)(2)(3) ... 1,039 968 1,154 1,006 899 758 N/A



As of June 30, As of December 31,

2000 1999 1998 1997 1996 1995
(in millions)
Financial Position:
Total Assets. . ..., $12,351 $11,101 $10,891 $5,123 $3,650 $2,851
Working Capital . .. .................... 1,917 2,323 1,879 1,000 719 416
Short- and Long-Term Debt of Parent
Attributable to Monsanto Ag ............ 5,557 4,367 4,710 1,390 — —

Equity ....... . 4,943 4,645 4,125 2,386 2,193 1,109

1)

(2)

3)

(4)

Income from operations for the six months ended June 30, 2000 included $157 million in costs
associated with our plan to focus on key projects, resulting in the termination of certain research
and development in programs and the reversal of restructuring reserves; for the year ended
1999 included $50 million for accelerated business integration costs and the reversal of
restructuring reserves established in 1998; for the year ended 1998 included $583 million for
restructuring charges and the write-off of acquired in-process research and development; for the
year ended 1997 included $633 million for the write-off of acquired in-process research and
development; for 1996 included restructuring and other unusual charges of $95 million; and for
1995 included net restructuring expenses and other unusual items of $17 million.

EBIT is defined as earnings before interest and taxes. EBITDA is defined as earnings before
interest, taxes, depreciation and amortization. EBITDA eliminates the effect of depreciation of
tangible assets and amortization of intangible assets, most of which were acquired in seed
company acquisitions accounted for under the purchase method of accounting. The
presentation of EBITDA (excluding unusual items) is intended to supplement investors’
understanding of our operating performance. It is not intended to replace net income, cash
flows, financial position or comprehensive income, and it is not a measure of financial
performance as determined in accordance with accounting principles generally accepted in the
United States. EBITDA (excluding unusual items) may not be comparable to other companies’
EBITDA performance measures because those companies may not exclude unusual items.

Unusual items for the six months ended June 30, 2000 included $157 million in costs
associated with our plan to focus on key projects, resulting in the termination of certain research
and development in programs and the reversal of restructuring; for 1999 included $101 million
for accelerated business integration costs, failed merger costs, restructuring reversals and a
gain on the sale of a business; for 1998 included $604 million for restructuring costs, the write-
off of acquired in-process research and development and charges to cancel DEKALB Genetics
Corporation stock options; for 1997 included $633 million for the write-off of acquired in-process
research and development; for 1996 included $80 million for restructuring and other unusual
charges which were partially offset by minority interest associated with certain asset impairments;
and for 1995 included net restructuring expenses and other unusual items of $17 million.

The cash flow measures for 1995 are not available because it is not practicable to prepare.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Background

Our combined financial statements have been prepared on a carve-out basis using old
Monsanto’s historical accounting records because, prior to the separation of our businesses from
those of Pharmacia, the agricultural businesses that were transferred to us on the separation date
were a division of old Monsanto. Old Monsanto provided general and administrative services for our
businesses, including finance, legal, treasury, information systems, public affairs, regulatory and
human resource services. The costs of these services have been allocated to us and included in
our combined financial statements based upon the relative levels of use of these services. All of the
allocations and estimates in the combined financial statements are based on assumptions and
estimates that management believes to be reasonable under the circumstances. These allocations
and estimates, however, are not necessarily indicative of the costs and expenses that would
have resulted if we had operated as a separate entity. For information relating to our relationship
with Pharmacia and services that Pharmacia will provide to us following the separation, see
“Arrangements Between Monsanto and Pharmacia.” For more information regarding these and other
allocations made in connection with the preparation of our combined financial statements, see Note 1
to the combined financial statements and the other notes to those statements.

The results of operations and changes in financial position included in our combined financial
statements, which are discussed below, reflect the historical results of operations and cash flows of
the businesses that were part of old Monsanto during each respective period and that are being
transferred to us; however, they do not reflect any significant changes that will occur in our
operations or funding as a result of the separation of our businesses from those of Pharmacia. This
discussion and analysis should be read together with the selected financial data and the combined
financial statements and accompanying notes to those statements included in this prospectus.
Financial information for the first six months of 2000 should not be annualized. We have historically
generated the majority of our sales during the first half of the year, primarily due to the timing of the
planting and growing season. As a result, in each of the last two years all of our operating income
was generated in the first half of the year and we incurred operating losses in the second half of the
year. See Note 17 of Notes to Combined Financial Statements. Consistent with this, cash used in
operations has historically been higher during the first half of the year, which has resulted in higher
borrowings than at year end. The third quarter falls after the end of the northern hemisphere
agricultural season and before the beginning of the main selling season in the southern hemisphere.
As a result, historically, we have our lowest quarterly net sales levels in the third quarter and we
have historically had net losses. We expect a similar level of sales and a loss in the third quarter of
2000.

We manage our business in two segments: Agricultural Productivity, and Seeds and Genomics.
The Agricultural Productivity segment consists of our crop protection products, animal agriculture and
environmental technologies businesses. The Seeds and Genomics segment is comprised of our
global seeds and related traits business and our genetic technology platforms.

In the first half of 2000, we recorded a net pretax charge of $157 million to operating expenses,
primarily associated with our plan to focus on key research and development projects, resulting in the
elimination of certain programs. Additional charges are expected to be incurred as we plan to
continue to stringently focus our research and development programs and streamline our operations.
Total pretax charges from this plan are expected to be approximately $425 million to $475 million,
including $157 million of net charges incurred in the first half of 2000. The remaining restructuring
charges we expect to incur relate primarily to facility closures and employee severance. We expect to
incur approximately $130 million to $150 million of these costs during the second half of 2000, with
the remainder being incurred during 2001, when plans are finalized and approved and the
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appropriate communications with employees occur. We expect to implement these actions by the end
of 2001 and we anticipate they will yield annual cash savings of approximately $100 million
thereafter.

In 1997, we began to implement a strategy to create a global seed infrastructure to provide the
breeding and distribution capabilities for our seed traits. To build this capability, we acquired a
number of seed companies in 1997 and 1998, including the Asgrow Agronomics business, Holden’s
Foundation Seeds Inc., Corn States Hybrid Service, Inc., Sementes Agroceres S.A., Plant Breeding
International Cambridge, certain international seed operations of Cargill, Incorporated and DEKALB
Genetics. The amortization of goodwill and increased interest expense related to these acquisitions
significantly reduced net income in 1998 and 1999. In addition, a number of unusual items, including
in-process research and development expense related to the acquisitions, significantly lowered net
income in each of the three years from 1997 to 1999.

Use of EBITDA (excluding unusual items)

The primary operating performance measure for our two segments is earnings before interest
and taxes (EBIT). EBIT was $607 million for the six months ended June 30, 2000, $717 million for
the six months ended June 30, 1999, $506 million in 1999, $34 million in 1998 and $21 million in
1997. However, in recent years unusual items significantly affected our results. Moreover, our recent
seed company acquisitions have resulted in a substantial increase in amortization expense
associated with goodwill and other intangible assets. Accordingly, management believes that
earnings before interest, taxes, depreciation, amortization and unusual items (EBITDA (excluding
unusual items)) is an appropriate measure for evaluating the operating performance of our business.
EBITDA (excluding unusual items) eliminates, among other things, the effect of depreciation of
tangible assets and amortization of intangible assets, most of which resulted from the seed company
acquisitions accounted for under the purchase method of accounting. In particular, it also eliminates
the effect of the items described under “—Events Affecting Comparability.” The presentation of
EBITDA (excluding unusual items) is intended to supplement investors’ understanding of our
operating performance. EBITDA (excluding unusual items) may not be comparable to other
companies’ EBITDA performance measures. It is not intended to replace net income, cash flows,
financial position or comprehensive income, as determined in accordance with accounting principles
generally accepted in the United States.

Results of Operations

Six Months
Ended Years Ended
June 30, December 31,
2000 1999 1999 1998 1997
(in millions)
Netsales.......... .. $3,290 $3,136 $5,248 $4,448 $3,673
Netincome (I0SS) .. ..., $ 269 $ 369 $ 150 $ (125)$ 31
Add: Interest expense—(net) ................. 128 136 243 94 20
Income tax provision (benefit) ............ 210 212 113 65 (30)
EBITQ) . ... 607 717 506 34 21
Add: Unusual items ........................ 157 — 101 604 633
EBIT (excluding unusual items)........ 764 717 607 638 654
Add: Depreciation .. ............ ... 127 112 238 205 184
Amortization of goodwill and other intangible

aSSetS . ... 148 139 309 163 61

EBITDA (excluding unusual items)(2) ... $1,039 $ 968 $1,154 $1,006 $ 899

(1) Earnings before interest and taxes.
(2) Earnings before interest, taxes, depreciation and amortization and unusual items. See “—Use of
EBITDA (excluding unusual items).”
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For the Six Months Ended June 30, 2000

Net sales increased 5% to $3.3 billion for the six month period ended June 30, 2000, compared
to $3.1 billion for the same time period in 1999. This increase was primarily due to an 8% increase in
glyphosate product sales, driven by a 19% increase in product volumes that was partially offset by a
9% reduction in prices. Also contributing to the increase in revenues, to a lesser degree, were
increased sales of Roundup lawn and garden products, increased sales in our selective chemistries
business and increases in technology fee revenues. Offsetting these gains was a 7% decline in our
seeds business revenue, most of which was due to the divestiture of the Stoneville Pedigreed Seed
business in December 1999.

Cost of goods sold increased 7% to $1.5 billion for the six month period ended June 30, 2000
from $1.4 billion for the same period in 1999. The primary reason for this increase was a 19%
increase in glyphosate sales volumes. Start-up expenses associated with our new Posilac
manufacturing facility in Augusta, Georgia also contributed to increased cost of goods sold.

Gross margin declined one percentage point to 55% of net sales for the first six months of 2000
from 56% of net sales for the first six months of 1999. This decline was the result of a slight decline
in gross margin in the Agricultural Productivity segment, primarily in glyphosate products, partially
offset by a modest gain in our Seeds and Genomics segment, resulting from increased technology
fees. The decline in the gross margin of glyphosate products was due to an overall decline in the net
selling price of our glyphosate family of products as a result of our continued strategy to selectively
reduce glyphosate prices to encourage increased usage. This decline was partially offset by reduced
production costs.

Selling, general and administrative expenses increased 14%, to $688 million for the six month
period ended June 30, 2000 compared to $603 million for the six month period ended June 30, 1999.
Approximately $20 million of this increase was attributable to increased spending on biotech
acceptance and education programs in 2000. Our higher overall selling, general and administrative
expenses were also a result of increased agency fees payable to The Scotts Company in our
Roundup lawn and garden business due to the 48% increase in sales of these products during the
first six months of 2000. See “Our Agreement with The Scotts Company” for further details.

Research and development expense decreased 14% to $291 million for the six month period
ended June 30, 2000 compared to $338 million for the six month period ended June 30, 1999 due to
a decision to increase the focus of our research programs on our four core crops of corn, soybean,
cotton and wheat and to reduce our spending on our nutrition and non-core programs and crops.

In the six months ended June 30, 2000, we wrote down $84 million of goodwill associated with
the decision to terminate the nutrition programs at Calgene. Excluding this write-down, amortization
and adjustments of goodwill were relatively flat in the six months ended June 30, 2000 compared to
the same period in 1999.

Other expense-net declined $1 million to $28 million for the six month period ended June 30,
2000, compared to $29 million for the six month period ended June 30, 1999 due primarily to a tax
imposed on foreign currency transaction gains in Brazil in the first half of 1999, partially offset by
increased equity losses from affiliates (primarily Renessen) in the first half of 2000.

Income tax expense for the first half of 2000 was relatively flat compared to the first half of
1999, although pre-tax income, including unusual items, declined approximately $100 million. The
increase in the effective tax rate to 44% for the six months ended June 30, 2000 from 36% for the
six months ended June 30, 1999 was primarily the result of the non-deductibility of the $84 million
write-down of goodwill in the second quarter of 2000.

Net income declined 27% to $269 million for the six months ended June 30, 2000 compared to
$369 million for the six months ended June 30, 1999 primarily due to the after-tax impact of $123
million of unusual items recorded in the first half of 2000. These unusual items are discussed in

37



detail below. Excluding unusual items, net income for the six month period would have been $392
million, a 6% increase over net income of $369 million for the period ended June 30, 1999. There
were no unusual items recorded in the first six months of 1999.

For the Years Ended December 31, 1999, 1998 and 1997

Net sales increased 18% in 1999 to $5.2 billion from $4.4 billion in the prior year, primarily
reflecting the inclusion of a full year of sales from seed companies acquired late in 1998. Excluding
the 1998 seed company acquisitions and the divestiture of the tomato business, net sales increased
3%. The increase in net sales reflected increased sales of the family of Roundup herbicides and
increased trait fee revenues, partially offset by decreases in revenues in our environmental
technologies business and our Roundup lawn and garden business. Net sales increased 21% in
1998 to $4.4 billion from $3.7 billion in 1997, led by a significant increase in Roundup and other
glyphosate product sales, and the inclusion of a full year of seed sales from seed companies
acquired in 1997 and increased trait fee revenues. Excluding seed company acquisitions in 1997 and
1998, net sales increased 17%.

Cost of goods sold for 1999 increased 19% to $2.6 billion from $2.1 billion in the prior year,
primarily reflecting the inclusion of a full year of the results of seed companies acquired in 1998.
Gross margin for 1999 declined one percentage point to 51% compared with 52% of net sales in
1998. This decline was the result of a slight decline in gross margin in our Agricultural Productivity
segment, primarily in glyphosate products, partially offset by a modest gain in gross margin in our
Seeds and Genomics segment, where an increase in seed trait revenues and improved seed gross
margin drove up the gross margin. Cost of goods sold for 1998 increased 24% to $2.1 billion from
$1.7 billion in 1997, primarily reflecting increased glyphosate volumes. Gross margin for 1998
declined one percentage point to 52%, compared with 53% of net sales in 1997. This decline was
the result of the same factors that caused the change from 1998 to 1999.

Selling, general and administrative expenses increased 42% to $1.2 billion from $869 million
over the three-year period from 1997 to 1999 as a result of the inclusion of a full year of operating
expenses of the acquired seed companies and increased general and administrative services
provided to our business, mainly in the area of information technology, regulatory and biotech
acceptance programs. In addition, our 1999 results were negatively affected by an increase in bad
debt expense to $70 million, as compared to $45 million in 1998 and $30 million in 1997. This
increase in bad debt expense was primarily the result of weak economic conditions in Brazil, Eastern
Europe and the Commonwealth of Independent States. In response to these events, we shifted the
business in parts of Central Europe and the Commonwealth of Independent States primarily to a
cash basis and increased our focus on collections in Brazil. Research and development expenses
increased 70%, to $695 million in 1999, from $409 million in 1997, again due to the inclusion of a full
year of the operating expenses of the acquired seed companies, and due to increased spending on
genomics research and biotechnology. Amortization and adjustments of intangible assets increased
five fold during the same period due to higher goodwill amortization from seed company acquisitions.

Other expenses increased $83 million to $104 million in 1999 compared to $21 million in 1998,
primarily as a result of costs associated with the failed merger with Delta and Pine Land of $85
million combined with litigation costs. Other income decreased $29 million in 1998 compared to 1997
primarily due to the inclusion in 1998 of a $20 million charge related to the cancellation of employee
stock options in connection with the DEKALB Genetics acquisition.

Net interest expense increased from $20 million in 1997 to $94 million in 1998 and $243 million
in 1999 as our long-term debt increased significantly to $4.3 billion at December 31, 1999 from $1.0
billion at December 31, 1997 in connection with the seed company acquisitions. While our 1998
results included interest on the higher debt level for a short period of time, 1999 earnings reflected a
full year of interest on approximately $4.3 billion of long-term acquisition related debt.
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Income tax expense for 1999 of $113 million increased from income tax expense for 1998 of
$65 million, primarily from the increase in pretax income and due to the non-deductibility of a portion
of goodwill. Income tax expense for 1998 of $65 million increased from an income tax benefit for
1997 of $30 million, primarily due to the fact that a portion of in-process research and development
write-offs in 1998 were nondeductible for tax purposes. The income tax benefit of $30 million on $1
million of pretax income in 1997 was primarily the result of the U.S. tax benefit on export sales. (See
Note 8 to our combined financial statements.)

Net income in 1999 was $150 million and included a full year of operating results, amortization
and interest expense related to the seed companies purchased late in 1998. Our net loss in 1998
was $125 million, compared with net income of $31 million in 1997, reflecting higher interest and
amortization expenses in 1998.

Unusual Items (before tax)

For the six months ended June 30, 2000 and in each of the past three years, our results have
included unusual items that significantly affected net income. In addition to the discussion below,
further details regarding the specific impact to the Statement of Combined Income (Loss) can be
found under “—Events Affecting Comparability.” The pretax income (expense) components of the
unusual items were as follows:

Six Months
Ended Year Ended
June 30, December 31,
2000 1999 1999 1998 1997
(in millions)
Restructuring charges ........................ $ (45) $— $ — $(143) $ —
In-process research and development write-offs . .. — — — (402) (633)
Accelerated integration costs . .. .............. .. — — (B3) — —
Failed merger costs . ......... ... ... .. — — (85) — —
Gain on the sale of Stoneville Pedigreed Seed
Company . ... — — 35 — —
Reversal of restructuring reserves. .. ............ 4 — 11 — —
Write-off of obsolete inventory . ................. 32) — — — —
Write-off of goodwill . ........... ... ........... 84) — (8) 39 —
Other . ... — — Q) (200 —
Total unusualitems . ...................... $(157) —  $(101) $(604) $(633)

For the Six Months Ended June 30, 2000

In the first half of 2000, we recorded a net pretax charge of $157 million to operating expenses,
primarily associated with our plan to focus on key research and development projects, resulting in the
elimination of certain programs. The plan encompassed a decision to more stringently focus on our
four key crops of corn, soybeans, wheat and cotton and included the elimination of certain food and
biotech research programs, including laureate oil and wheat quality programs. Additionally, we
decided to streamline and realign our commercial and administrative operations in Western Europe
and the Commonwealth of Independent States. Of the $157 million of charges, $84 million was for
the write-off of goodwill associated with the nutrition programs acquired from Calgene and $32 million
was included in cost of goods sold for the write-off of obsolete inventory also associated with the
nutrition program. The restructuring charges of $45 million included $31 million of involuntary
employee separation costs for 375 employees worldwide, including positions in both administration
and research and development. The remaining $14 million of restructuring charges consisted of
equipment write-offs of $11 million and $3 million of various license and germplasm write-offs
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associated with the eliminated research programs. In addition, in the first half of 2000, we reversed
restructuring liabilities of $4 million related to the 1998 restructuring plan, largely as a result of lower
actual severance expenses than originally estimated. Our 1998 restructuring plan is substantially
complete.

Cash payments to complete the 2000 plan will be funded from operations and are not expected
to significantly impact our liquidity. Additional charges are expected to be incurred as we plan to
continue to stringently focus our research and development programs and streamline our operations.
Total pretax charges from this plan are expected to be approximately $425 million to $475 million,
including $157 million of net charges incurred in the first half of 2000. The remaining restructuring
charges we expect to incur relate primarily to facility closures and employee severance. We expect to
incur approximately $130 million to $150 million of these costs during the second half of 2000, with
the remainder being incurred during 2001, when plans are finalized and approved and the
appropriate communications with employees occur. We expect to implement these actions by the end
of 2001 and we anticipate they will yield annual cash savings of approximately $100 million
thereafter.

For the Years Ended December 31, 1999, 1998 and 1997

In 1999, we recorded a net pretax charge of $101 million that included $61 million of costs
associated with the accelerated integration of our agricultural chemical and seed operations and $85
million related to a failed merger with Delta and Pine Land. These costs were partially offset by a
pretax gain of $35 million on the divestiture of Stoneville Pedigreed Seed Company and an $11
million reversal of restructuring liabilities established in 1998.

In 1998, we recorded pretax restructuring charges of $182 million as part of our overall strategy
to cut costs and to integrate our acquired seed businesses via the closure of certain facilities,
reductions in work force, and sale of our tomato business, the operations of which were no longer
consistent with our strategic objectives. We also recorded a pretax charge of $20 million related to
the cancellation of employee stock options in connection with the DEKALB Genetics acquisition. In
addition, we recognized $402 million of in-process research and development write-offs primarily
arising from our purchases of DEKALB Genetics, Plant Breeding International and the international
seed operations of Cargill. We incurred a $633 million in-process research and development write-off
in 1997 related to our acquisitions of Asgrow, Holden’s, Corn States, Agroceres and the remaining
minority interest in Calgene, Inc., which conducts biotechnology research in cotton and produce.

Amortization and adjustments of goodwill and other intangible assets increased five-fold during
the period from 1997 to 1999 due to higher goodwill amortization from seed company acquisitions. In
1999, an adjustment to goodwill and other intangible assets of $8 million resulted from a charge
related to the termination of several research programs, compared with a $39 million charge in 1998
related to a decision to exit the tomato business. There were no adjustments of goodwill and other
intangible assets in 1997.

Agricultural Productivity Segment

Our Agricultural Productivity segment consists of our crop protection products (glyphosate
herbicides and selective chemistries) and our animal agriculture, Roundup lawn and garden, and
environmental technologies businesses.

Six Months Ended Year Ended
June 30, December 31,
2000 1999 1999 1998 1997
(in millions)
Net sales
Glyphosate products, excluding Roundup lawn and
garden productS . ... $1,521 $1,405 $2,482 $2,289 $1,979
Allother . . ... . e 773 695 1,104 1,211 1,131
Totalnetsales .......................... $2,294 $2,100 $3,586 $3,500 $3,110




Agricultural Productivity Net Sales

For the Six Months Ended June 30, 2000

Net sales for our Agricultural Productivity segment increased 9% to $2.3 billion for the six month
period ended June 30, 2000, as compared to $2.1 billion for the six month period ended June 30,
1999. This increase was primarily due to a 19% increase in glyphosate product volumes, excluding
Roundup lawn and garden products, and to a lesser degree resulting from increased sales of
Roundup lawn and garden products and selective chemistries. Glyphosate product sales increased
primarily in the United States due to incremental Roundup Ready acres and the continued adoption
of conservation tillage. Roundup lawn and garden sales increased 48% in 2000 primarily due to
improvements over reduced 1999 sales levels that reflected a change in the distribution method for
these products. Sales of selective chemistries increased 10% during the six months ended June 30,
2000 compared to the same period of the prior year primarily due to increased acetochlor product
sales in the United States. Sales in our environmental technologies business, Enviro-Chem, declined
14% during the six months ended June 30, 2000 compared to the same period of the prior year, due
to continued depression in the fertilizer and metal commodity markets. This sales decline partially
offset sales gains in the rest of our Agricultural Productivity segment.

For the Years Ended December 31, 1999, 1998 and 1997

Net sales of our Agricultural Productivity segment increased 2% in 1999 to $3.6 billion
compared to $3.5 billion in 1998 as lower prices for our family of Roundup herbicides, excluding
Roundup lawn and garden products, were more than offset by higher sales volumes of these
products. Sales were also affected by a decline in other Agricultural Productivity product revenues
due to decreases in selective chemistry sales and Roundup lawn and garden product sales, and due
to a decline in our environmental technologies business offset in part by higher sales of our animal
agriculture products, primarily Posilac. Net sales in 1998 increased 13% to $3.5 billion from $3.1
billion in 1997, mainly due to higher sales volumes of our Roundup herbicides, including Roundup
lawn and garden products, and increased sales of animal agriculture products and selective
chemistry products. Sales for our environmental technologies business in 1998 decreased compared
to 1997, partially offsetting some of the aforementioned gains.

Net sales of glyphosate products (excluding Roundup lawn and garden products) grew 8% to
$2.5 billion in 1999 compared to $2.3 billion in 1998 and 16% in 1998 compared to $2.0 billion in the
prior year. During both 1999 and 1998, volumes from glyphosate products, excluding Roundup lawn
and garden products, grew at a rate slightly above the past decade’s 20% average annual volume
growth rate, principally due to strong volume growth in the United States, Argentina, Brazil, Australia
and Canada. Higher sales volumes in the United States in 1999 were largely offset by lower selling
prices announced in late 1998. We also reduced selling prices of Roundup over this three-year
period in most markets outside the United States in response to generic competition in those regions.
Outside the United States, the effect of lower selling prices was more than offset by increased sales
volumes. Sales volume growth during the period resulted from increased adoption of conservation
tillage, use of Roundup in new applications and increased use of Roundup over the top of Roundup
Ready crops.

Our business results are affected by changes in foreign economies and foreign currency
exchange rates, as well as by climatic conditions around the world. Our sales growth was adversely
impacted by weak economic conditions in certain world areas, which lessened the demand for
herbicides, especially in Eastern Europe and the Commonwealth of Independent States in 1999 and
in Southeast Asia in 1998. Drought conditions in key areas of Brazil during the 1999 planting season
decreased demand for herbicides and limited sales volume growth of Roundup in 1999. Although we
have operations in virtually every region of the world, our Agricultural Productivity business is
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principally conducted in the United States, Argentina, Brazil, Canada, Australia, France and Japan.
Accordingly, changes in economic conditions, foreign exchange rates and climatic conditions in those
parts of the world generally have a more significant impact on our operations than similar changes in
other places.

Net sales of our other Agricultural Productivity products declined 9% to $1.1 billion in 1999 from
$1.2 billion in 1998. The primary driver of this decline was a drop in net sales in our Roundup lawn
and garden business and in our environmental technologies business, Enviro-Chem, and, to a lesser
extent, a decrease in our selective chemistries sales, partially offset by increased net sales in our
animal agriculture business. Net sales of our Roundup lawn and garden products were negatively
affected in 1999 by a change in our distribution method. In connection with the change in distribution,
distribution channel inventories declined during the year. As a result of a downward trend in metal
and fertilizer prices that began in 1997, Enviro-Chem net sales declined by approximately 37% and
15% in 1999 and 1998, respectively. Our worldwide selective chemistries sales declined 5% in 1999
from 1998, reflecting the downturn in the agricultural economy in the United States as well as the
continued poor economic environment in the Commonwealth of Independent States. Net sales in our
animal agriculture business grew due to a 14% increase in Posilac sales volume from 1998 to 1999.

Net sales of Agricultural Productivity products other than glyphosate increased 7% to $1.2
billion in 1998 from $1.1 billion in 1997 due to increased net sales in the Roundup lawn and garden,
animal agriculture and selective chemistries businesses. Partially offsetting these gains was a decline
in the environmental technologies business, due to the decline in metal and fertilizer prices, as
previously mentioned. Animal agriculture sales gains were due to a 24% increase in Posilac volumes
and selective chemistries sales increases caused by increased volumes in Western Europe and Latin
America.

Agricultural Productivity EBIT and EBITDA (excluding unusual items)

Six Months
Ended Year Ended
June 30, December 31,
2000 1999 1999 1998 1997
(in millions)
EBIT(L) .ot $803 $706 $ 897 $ 869 $ 888
Add: Unusual items. . ........ .o 9 — 27 45 —
EBIT (excluding unusual items) ................... 812 706 924 914 888
Add: Depreciation . ......... . 97 78 178 169 160
Amortization of goodwill and other intangible assets . . 2 3 7 6 7
EBITDA (excluding unusual items)(2) .................. $911 $787 $1,109 $1,089 $1,055

(1) Earnings before interest and taxes.
(2) Earnings before interest, taxes, depreciation, amortization and unusual items. See “—Use of
EBITDA (excluding unusual items).”

For the Six Months Ended June 30, 2000

EBIT (excluding unusual items) for the Agricultural Productivity segment increased 15%, to
$812 million for the six month period ended June 30, 2000 compared to $706 million for the six
month period ended June 30, 1999.

Gross profit for the Agricultural Productivity segment increased 7% for the six month period
ended June 30, 2000, as compared to the period ended June 30, 1999, driven by the increased
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sales of Roundup, Roundup lawn and garden products, and selective chemistries. However, the
gross margin of glyphosate products declined one percentage point due to an overall decline in the
net selling price of our glyphosate family of products as a result of our continued strategy to
selectively reduce glyphosate prices to encourage increased uses.

Operating expenses for the Agricultural Productivity segment remained relatively flat for the first
six months of 2000 compared with the first six months of 1999, despite the increase in net sales for
the segment. Other expense declined $21 million for the six months ended June 30, 2000 compared
to the same period last year. This drop in expense in 2000 was due primarily to a tax imposed on
foreign currency transaction gains in Brazil in the first half of 1999, and to a lesser extent due to
losses from an unconsolidated equity investment included in other expense for the six months ended
June 30, 1999, but which was consolidated beginning in the second quarter of 2000 because we
acquired a controlling ownership interest.

For the Years Ended December 31, 1999, 1998 and 1997

EBIT (excluding unusual items) for our Agricultural Productivity segment increased 1% in 1999
to $924 million compared to $914 million in 1998 and increased 3% in 1998 from $888 million in
1997. Cost of goods sold for our Agricultural Productivity segment increased 23% during the period
1997 to 1999, while sales volumes for our family of Roundup herbicides and Posilac increased by
56% and 41%, respectively, over the period.

Agricultural Productivity segment gross profit improved slightly in 1999 on higher overall volume
and lower unit cost in our family of Roundup herbicides. Gross margin declined one percentage point
in this segment due to decreased glyphosate prices. The increase in gross profit, coupled with a
slight decline in operating expenses led to an overall increase in EBIT in 1999 for the Agricultural
Productivity segment.

In 1998, Agricultural Productivity segment gross profit grew 7% on higher overall product
volumes and improved unit costs in our Roundup family. Gross margin declined two percentage
points in this segment due to decreased glyphosate prices. An overall increase in operating
expenses offset gross profit gains, resulting in a 2% decline in EBIT for the Agricultural Productivity
segment. The increase in 1998 operating expenses was due largely to increases in general and
administrative services provided to our business, including information technology, regulatory and
public affairs services. Other (expense) income-net was relatively unchanged from 1997 to 1998.

Seeds and Genomics Segment

Our Seeds and Genomics segment consists of our global seeds and related traits business and
our genomics technology platforms.

Seeds and Genomics Net Sales
For the Six Months Ended June 30, 2000

Net sales for the Seeds and Genomics segment declined 4% to $996 million for the six months
ended June 30, 2000 from $1,036 million for the six months ended June 30, 1999. Seed net sales
declined 7% primarily due to the sale in late 1999 of the Stoneville Pedigreed Seed business, which
had sales of $29 million in the first six months of 1999. This decrease was partially offset by an 8%
increase in technology fees.
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For the Years Ended December 31, 1999, 1998 and 1997

The financial results of our Seeds and Genomics segment were significantly affected by the
seed company acquisitions made in 1997 and 1998. We acquired Asgrow, Holden’s, Corn States and
Agroceres in 1997 for a total cost of $1.3 billion. In 1998, we acquired DEKALB Genetics, Plant
Breeding International and certain international seed operations of Cargill for a total cost of $4.1
billion. These acquisitions were part of our strategy to build a global seed infrastructure to provide
breeding and distribution capabilities for our seed traits.

Net sales of the Seeds and Genomics segment were $1.7 billion in 1999, compared with $0.9
billion in 1998 and $0.6 billion in 1997. The $0.8 billion increase in 1999 primarily reflected the
inclusion of our 1998 seed company acquisitions for a full year, and to a lesser extent an increase in
trait fee revenues. The growth in 1998 was largely driven by increased demand for our seeds and
seed traits developed through biotechnology and, to a lesser degree, due to the inclusion of a full
year of operations for the 1997 seed company acquisitions. Seed and technology trait fee revenues,
particularly for products containing Roundup Ready technology, increased strongly during the period.
The number of acres planted with Roundup Ready soybeans increased 227% in 1998 and 46% in
1999, the product’s third and fourth years in the marketplace, respectively. Revenues from technology
fees, both in connection with our seed sales and from licensing our technology to other seed
companies, increased 45% in 1999 and 160% in 1998 as the number of acres planted with crops
possessing biotechnology traits increased. Roundup Ready soybeans, Roundup Ready cotton and
YieldGard insect-resistant corn showed the most significant increases.

Seeds and Genomics EBIT and EBITDA (excluding unusual items)

Six Months
Ended
June 30,
2000 1999 1999 1998 1997
(in millions)
EBIT(L) ..o $(196) $ 11 $(391) $(835) $(867)
Add: Unusual items . . ... .. 148 — 74 559 633
EBIT (excluding unusual items). .. ................... (48) 11 (317) (276) (234)
Add: Depreciation .. ...... ... ... 30 34 60 36 24
Amortization of goodwill and other intangible assets .. .. 146 136 302 157 54
EBITDA (excluding unusual items)(2) .................... $128 $181 $ 45 $ (83) $(156)

(1) Earnings before interest and taxes

(2) Earnings before interest, taxes, depreciation, amortization and unusual items. See “—Use of
EBITDA (excluding unusual items).”

For the Six Months Ended June 30, 2000

EBIT, excluding unusual items, was a loss of $48 million for the six month period ended
June 30, 2000 versus earnings of $11 million for the six month period ended June 30, 1999. This
decline was attributable to flat total gross profit and increased selling, general and administrative
expense and non-operating expense.

Seeds and Genomics gross profit excluding unusual items increased 2% in the first six months
of 2000 as a lower gross profit on seed sales was offset by higher gross profit from increased
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technology fees. The overall gross margin, excluding unusual items in 2000, increased 2 percentage
points due to proportionally higher margin technology fees. Cost of goods sold for the Seeds and
Genomics segment, excluding unusual items, decreased 7%, for the period ended June 30, 2000
compared to the same period ended June 30, 1999. This decline was due to reduced seed sales,
primarily conventional soybean seed units, in the United States, and, to a lesser degree, as a result
of the sale of Stoneville in late 1999.

Selling, general and administrative expense increased in total for the six months ended
June 30, 2000 compared to the same period last year due primarily to increased spending on biotech
acceptance and educational programs. Additionally, amortization of other intangibles increased
$10 million compared with the six month period ended June 30, 1999 due to increases in genomics-
related intangible assets. Savings realized in research and development due to the focusing of
programs on our core crops and reduction of our nutrition program helped to mitigate our increased
operating expenses. Non-operating expense increased $19 million due primarily to a $7 million
increase in equity affiliate losses from Renessen.

For the Years Ended December 31, 1999, 1998 and 1997

EBIT for the Seeds and Genomics segment in 1999 was a loss of $391 million, compared with
a loss of $835 million in 1998 and a loss of $867 million in 1997. Seeds and Genomics segment cost
of goods sold as a percentage of sales improved from 59% to 51% from 1997 to 1999 due to trait
revenue growth and synergies from seed business integration. Operating expenses, excluding
unusual items and amortization, increased primarily due to the inclusion of a full year of operating
expenses in 1999 from the seed companies acquired in 1998 and 1997. Additionally, we continued to
expand our investment in genomics and biotechnology.

In 1998 and 1997, EBIT was significantly negatively affected by costs related to our seed
company acquisitions and restructuring actions. In 1998, unusual items included in-process research
and development write-off expense of $402 million and restructuring expense and other unusual
charges of $157 million, which included $20 million related to the cancellation of DEKALB Genetics
stock options in connection with the DEKALB Genetics acquisition. The $633 million unusual charge
in 1997 was the result of in-process research and development write-off expense for seed companies
acquired in that year. EBIT in 1999 and 1998 was also negatively affected by intangible asset
amortization of $302 million and $157 million, respectively. The increase in intangible asset
amortization was due primarily to increased goodwill from the seed company acquisitions.

Our Agreement with The Scotts Company

During 1998, we entered into an agency and marketing agreement with Scotts with respect to
our Roundup lawn and garden business. Under the agreement, beginning in the fourth quarter of
1998, Scotts was obligated to pay us a $20 million fixed fee each year to defray costs associated
with the Roundup lawn and garden business. Scotts’ payment of a portion of this fee owed in each of
the first three years of the agreement is deferred and required to be paid at later dates, together with
interest. Monsanto Ag is accruing the $20 million fixed fee per year owed by Scotts ratably over the
periods during which it is being earned as a reduction of selling, general and administrative
expenses. We are also accruing interest on the amounts owed by Scotts and including such amounts
in interest income. The total amount owed by Scotts, including accrued interest, was $35 million as of
June 30, 2000. Scotts is required to begin paying these deferred amounts at $5 million per year in
monthly installments beginning October 1, 2002. We would forfeit our right to receive the deferred
fees if Scotts terminated the agreement due to our material breach of the agreement, material fraud
or material willful misconduct, or if we terminated the agreement upon our change of control or our
sale of the Roundup lawn and garden business. In such cases, we would also have to pay Scotts a
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termination fee of up to $150 million ($185 million if we terminated prior to September 30, 2003). In
addition, we would forfeit our right to receive the deferred fees, but would not have to pay a
termination fee, if Scotts terminated the agreement upon our sale of the Roundup lawn and garden
business, or if we terminated the agreement due to specified defaults by Scotts.

Events Affecting Comparability
2000 Events

In the six months ended June 30, 2000, Monsanto recorded a net pretax charge of $157 million
($123 million after tax) to operations, primarily associated with our plan to more stringently focus on
key programs within research and development, net of a reversal of restructuring reserves. The plan
encompassed a decision to focus on our four key crops of corn, soybeans, wheat and cotton and
included the elimination of food and biotech research programs, including laureate oil and wheat
quality programs. The plan also includes the realignment of our commercial and administrative
operations in Western Europe and the Commonwealth of Independent States.

The charge of $161 million was comprised of asset impairments of $129 million, workforce
reduction costs of $31 million and other exit costs of $1 million. This charge was partially offset by
the reversal of $4 million of the 1998 restructuring liability, largely as a result of lower actual
severance expense than originally estimated. The net charge was recorded in the Combined
Statement of Income in the following categories:

Unusual Restructuring

charges reversals Total
(millions)
Costofgoods sold. ........... i, $ (32) $— $ (32)
Amortization and adjustment of goodwill ............. ... ... . ..., (84) — (84)
Restructuring and other unusual items . ........... ... ... ... .... (45) 4 (41)
Income (loss) before incometaxes . ............ . .. (161) 4 (157)
Income tax benefit (provision) . ......... .. . 35 Q) 34
Net INCOME (LOSS) . .t v et e e e e e $(126) $ 3 $(123)

The asset impairments consisted of $32 million for laureate oil inventories, $86 million for
intangible assets, and $11 million for equipment write-offs. The workforce reduction charge reflected
involuntary employee separation costs for 375 employees worldwide and included charges of
$18 million for positions in administration, and $13 million for positions in research and development.
The affected employees are entitled to receive severance benefits pursuant to established severance
policies or by governmentally mandated labor regulations. As of June 30, 2000, none of the planned
employee terminations were completed. We expect the employee reductions to be completed by
June 2001. The other exit costs included expenses associated with contract terminations and
equipment dismantling. As of June 30, 2000, none of these costs had been paid. Payments to
complete the remaining restructuring actions will be funded from operations and are not expected to
significantly impact Monsanto’s liquidity. The actions taken to focus on key programs in research and
development and to streamline our commercial and administrative operations in Western Europe and
the Commonwealth of Independent States, namely workforce reductions, are expected to result in
annual pretax cash savings of $49 million.

During the first half of 2000 costs charged against prior established reserves were $17 million
primarily related to workforce reductions. Our prior restructuring plans are substantially complete.

Additional charges are expected to be incurred as we plan to continue to stringently focus our
research and development programs and streamline our operations. Total pretax charges from this
plan are expected to be approximately $425 million to $475 million, including $157 million of net
charges incurred in the first half of 2000. We expect to implement these actions by the end of 2001
and we anticipate they will yield annual cash savings of approximately $100 million thereafter.
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1999, 1998 and 1997 Events

In 1999, we recorded a net pretax charge of $101 million ($81 million after tax) resulting from
the failed merger with Delta and Pine Land and costs associated with the accelerated integration of
agricultural chemical and seed operations which were partially offset by the reversal of restructuring
liabilities established in 1998 and the gain on the sale of Stoneville.

The 1999 net unusual items were recorded in the statement of combined income (loss) in the
following categories:

Unusual Restructuring

charges reversals Total
(in millions)
Costofgoodssold . ............. . .. $ (20) $— $ (20)
Amortization and adjustments of goodwill . . .................... (8) — (8)
Restructuring and other unusual items . ....................... (33) 11 (22)
Other (expense) income—net . ........ ..., (51) — (51)
Income (loss) before income taxes . ............ ... .. ... (112) 11 (101)
Income tax benefit (provision) ......... ... ... .. . . 24 (4) 20
Net INCOME (LOSS) .« ottt et ettt $ (88) $ 7 $ (81

During 1999, we recorded in “Other (expense) income—net” a one-time pretax charge of $85
million equal to the amount of a termination fee and other expenses associated with a failed merger
with Delta and Pine Land. We also recorded a pretax charge of $61 million principally associated
with our continued focus on improving operating efficiency through accelerated integration of our
agricultural and seed operations. The charge of $61 million was comprised of facility shutdown
charges of $39 million, workforce reduction costs of $12 million and asset impairments of $10 million,
and was recorded in the statement of combined income (loss) as cost of goods sold of $20 million,
amortization of goodwill of $8 million and restructuring expense of $33 million. The affected
employees are entitled to receive severance benefits pursuant to established severance policies or
by governmentally mandated labor regulations.

The facility shutdown charges included $14 million for contractual research and other
commitments, $9 million for intangible assets, $8 million for inventories, $6 million for leasehold
termination costs and $2 million for property, plant and equipment write-offs. During 1999, these
actions resulted in cash payments of $2 million for contractual obligations and asset write-offs of $19
million. Commitments of $18 million resulting from these actions were reclassified to other liabilities.

As part of the decision to accelerate the integration of our chemical and seed operations, we
recognized a workforce reduction charge of $12 million, consisting of involuntary employee
separation costs for 305 employees worldwide and included charges for positions in administration of
$8 million and research and development of $4 million. As of December 31, 1999, 125 of the planned
employee eliminations had been completed; approximately 55 of these employees received cash
severance payments totaling $2 million in the aggregate during 1999, and 70 employees elected
deferred payments totaling $4 million, which were paid in January 2000. At December 31, 1999,
these deferred payments were classified in the Statement of Combined Financial Position as other
liabilities. The remaining balance for employee severance relating to 180 positions was $6 million at
December 31, 1999. These employee reductions were completed by June 2000.

Cash payments to complete the remaining accelerated integration actions will be funded from
operations and are not expected to significantly impact our liquidity. The accelerated integration
actions are expected to result in annual pretax cash savings of $24 million.

Offsetting the restructuring and unusual charges in 1999 was a pretax gain of $11 million from
the reversal of restructuring reserves established in 1998. These restructuring reversals were
principally required as a result of actual severance and facility shutdown costs that were lower than
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originally estimated. In addition, we recognized a pretax gain of $35 million on the sale of Stoneville
and miscellaneous other expense of $1 million which was recorded in “Other (expense) income—
net.”

1998 and 1997 Events

In 1998, we recorded in-process research and development, net restructuring and other unusual
items of $604 million ($504 million after tax), which were recorded in the statement of combined
income (loss) in the following categories:

Work Force  Facility Asset
Reductions Closures Impairments  Other Total
(in millions)
Costofgoodssold ................. $— $ (5) $(43) $— $ (48)
Acquired in-process research and
development .................... — — — (402) (402)
Amortization and
adjustments of goodwill ........... — (1) (38) — (39)
Restructuring and other
unusualitems ................... (63) (31) — — (94)
Other (expense) income—net ........ — — (1) (20) (21)
(Loss) before income taxes .......... (63) (37) (82) (422) (604)
Income tax benefit ................. 21 12 17 50 100
Net(loss) ............coiin... $(42) $(25) $(65) $(372) $(504)

In December 1998, the old Monsanto board of directors approved a plan to reduce costs and to
integrate our acquired seed businesses. The plan included the closure of certain facilities, reductions
in the current workforce and the sale of our tomato business. The plan provided for the elimination of
approximately 710 jobs, primarily in manufacturing and administrative functions, by the end of 1999,
at a total cost of $69 million. This amount included workforce reduction costs of $6 million related to
60 positions originally accrued as part of a restructuring plan approved in 1996. Those workforce
reductions had been delayed principally as a result of a failed merger with American Home Products
Corporation; old Monsanto remained committed to accomplishing these workforce reductions and
transferred the remaining accrual to the 1998 plan. The employees affected by the 1998 restructuring
plan were entitled to receive severance benefits pursuant to established severance policies or by
governmentally mandated labor regulations.

The plan also included pretax amounts for asset impairments, primarily for property, plant and
equipment, intangible assets and inventories, totaling $82 million. These asset impairments were
recorded because of the decision to sell the tomato business. As a result, the net assets of this
business were reclassified as assets held for sale and carried at their net realizable value at
December 31, 1998 based on estimated sale proceeds of approximately $33 million. This business
was sold during the second quarter of 1999. It produced net income of $11 million in 1998 and a net
loss of $5 million in 1997. The aftertax effect of suspending depreciation on assets held for sale was
not material in 1999, 1998 or 1997.

The December 1998 restructuring amounts also included pretax charges of $37 million for the
shutdown or rationalization of certain production and administrative facilities. Rationalization entails
the consolidation, shutdown or movement of facilities to achieve more efficient operations.
Approximately 40 facilities, located primarily in the United States, Europe and Latin America, were
affected by these actions. Charges for these shutdowns included $17 million for property, plant and
equipment, $1 million for intangible assets, and $4 million for inventories. Leasehold termination
costs of $8 million and various facility closure costs of $7 million, principally for facilities shutdown
costs and equipment dismantling, are also included in the shutdown charges. The closure or
rationalization of these facilities was completed by December 31, 1999.
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Through December 31, 1999, cash payments of $39 million were made to eliminate
approximately 460 positions. Employee severance payments of $8 million in connection with the
elimination of 125 positions were deferred and paid in January 2000. Eighty positions contemplated
in the plan were eliminated through attrition. As of December 31, 1999, the remaining reserve
balance for employee severance related to approximately 45 positions was $10 million. We expect
these employee reductions to be completed by June 2000. In addition, $9 million in facility shutdown
payments were incurred in connection with the 1998 restructuring plan.

Cash payments to complete the 1998 plan will be funded from operations and are not expected
to significantly impact our liquidity. The restructuring actions are expected to result in annual pretax
savings of $60 million.

In 1998, we also recorded pretax charges of $422 million related to the acquisition of Plant
Breeding International, DEKALB Genetics and certain international seed operations of Cargill, of
which $402 million related to the write-off of acquired in-process R&D and $20 million related to the
cancellation of DEKALB Genetics stock options in connection with the DEKALB Genetics acquisition.
Management believed that the technological feasibility of the acquired in-process R&D had not been
established and that the research had no alternative future uses. Accordingly, the amounts allocated
to in-process research and development were required to be expensed immediately under generally
accepted accounting principles.

In-process research and development charges for the seed companies acquired in 1997 and
1998 covered numerous seed breeding projects, no single one of which was significant, as is typical
in the seed industry. These projects consisted of conventional breeding programs for corn, wheat and
other hybrids; conventional breeding for soybean varieties; and the development of crops modified
through biotechnology. The in-process research and development projects were valued by a
discounted cash flow method with risk-adjusted discount rates, generally from 12% to 20%, which
took into account the stage of development of each in-process research and development category.
Successful commercialization of products developed through these projects is expected to occur five
to nine years after program initiation. Although there are risks associated with the ultimate completion
and commercialization of these research projects (see “Risk Factors”), the failure of any one project
would not materially affect the total value of the research programs. The in-process projects were at
various stages of completion at the dates of acquisition. In 1999, we had expenses of $82 million for
biotechnology-related activities and $47 million for conventional breeding activities related to
completing these in-process research and development projects. During the next eight years,
management expects to spend approximately $275 million on biotechnology-related activities and
approximately $175 million on conventional breeding activities to complete these in-process research
and development projects, as follows:

Acquired In-Process Research and Development
Expected Spending
(in millions)

Acquired In-Process

Research and Development 2000 2001 2002 2003 2004 Thereafter Total
1998 Acquisition-related Conventional Seed
Programs .............c.iiiiii. $ 45 $ 40 $35 $30 $20 $5 $175
1998 Acquisition-related Biotechnology
Programs . ....... ... . i 40 3% 25 20 15 15 150
1997 Acquisition-related Biotechnology
Programs . ....... ... . i 40 30 20 10 10 15 125
Total Expected IPR&D Spending .............. $125 $105 $80 $60 $45 $35 $450



We intend to fund these costs, consisting primarily of salary and benefit expenses for research
and development employees, with cash generated from existing businesses. Revenues from the
in-process research and development projects related to the 1998 acquisitions began in 1999.
Revenues from the in-process research and development projects related to the 1997 acquisitions
began in 1998.

During 1997, we acquired several seed companies that specialize in various stages of seed
production. These acquisitions included Asgrow, Holden’s, Corn States and Agroceres. We also
acquired the remaining interest in Calgene. The company recorded pretax charges of $633 million
($404 million aftertax) for the write-off of acquired in-process research and development related to
these acquisitions. In-process research and development charges for the 1997 seed company
acquisitions cover numerous seed breeding projects, no single one of which was significant, as is
typical in the seed breeding industry. These projects consist of conventional breeding programs for
corn, wheat and other hybrids; conventional breeding for soybean varieties; and the development of
transgenic crops.

Financial Condition, Liquidity and Capital Resources
For the Six Months Ended June 30, 2000

Our working capital as of June 30, 2000 decreased to $1.9 billion from $2.3 billion at year-end
1999, primarily because of increases in accounts receivable and inventories, partially offset by a
decrease in accounts payable. Short-term debt increased $1.8 billion primarily to fund seasonal
working capital requirements and to reflect the reclassification of approximately $633 million of
maturing long-term debt to short-term. Trade receivables increased approximately $1.5 billion and
inventories decreased $218 million largely because of higher sales levels in the first half of 2000.
Accounts payable and miscellaneous short-term accruals decreased $424 million primarily because
of payments made to seed growers in the first half of 2000. Our operations used cash of $822 million
in the first half of 2000 compared to a use of cash of $513 million in the first six months of 1999
primarily reflecting the increase in trade receivables and reduction in accounts payable, partially
offset by a 1999 currency devaluation in Brazil.

Investing activities in the first six months of 2000 used $424 million of cash primarily related to
property, plant and equipment purchases. Capital expenditures in the first half of 2000 largely were
used for capacity expansion and improvements of manufacturing facilities in the United States and
Latin America. Acquisition and investing activities of $99 million were related to equity investments in
plant biotechnology and the purchase of an additional ownership interest in an equity affiliate.

For the Year Ended December 31, 1999

Our working capital increased $0.4 billion to $2.3 billion at year-end 1999, compared with
$1.9 billion at the end of 1998, primarily because of an increase in trade receivables and decreases
in short-term debt. Trade receivables at the end of 1999 increased $379 million, or 23%, compared
with the prior year end largely because of higher sales levels. Our operations provided cash of
$120 million in 1999 compared to a use of cash of $528 million in 1998 primarily reflecting improved
management of working capital and increased net income, partially offset by the effect of a currency
devaluation in Brazil. To the extent our cash provided by operations was not sufficient to fund our
cash needs at certain times during the year, old Monsanto contributed cash from other operations or
used borrowings to finance these requirements, including the seed company acquisitions. Such
borrowings were specifically attributed to us. See Note 9 to our combined financial statements.

Improved working capital management, proceeds from divestitures, and funds from old
Monsanto were used to reduce debt by $343 million in 1999 (short-term debt was reduced by $233
million and long-term debt was reduced by $110 million).
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In the three years presented, property, plant, and equipment purchases largely were related to
capacity expansions and improvements of manufacturing facilities in the United States, Latin America
and Western Europe. Agricultural Productivity segment capital expenditures of approximately $450
million in 1999 primarily were used to expand our manufacturing facilities to meet increasing sales
volumes for our family of Roundup herbicides and for Posilac. Seeds and Genomics segment capital
expenditures of $184 million primarily were related to modernization and upgrade of recently acquired
seed production facilities. As a result of these investments, net property, plant and equipment at the
end of 1999 was approximately $370 million higher than at year end 1998.

Acquisitions and investments of $108 million in 1999 primarily included joint ventures and equity
investments in plant biotechnology. Major investments in 1998 of $4.1 billion included the acquisitions
of DEKALB Genetics, Plant Breeding International and certain international seed operations of
Cargill. Major investments in 1997 of $1.6 billion included the acquisitions of Holden’s, Corn States,
the remaining interest in Calgene, Asgrow and Agroceres. See Note 4 to our combined financial
statements for further details. Major sources of cash in 1999 were investment and property disposal
proceeds which included a net refund of approximately $290 million, representing a portion of the
original Cargill purchase price.

Debt Capitalization and Available Financing Sources

The debt on our historical Statement of Combined Financial Position represents the amount of
debt incurred by old Monsanto that was specifically attributable to us, primarily for seed company
acquisitions. Pharmacia will retain substantially all of the debt that was attributable to us, and these
debt obligations will not be assumed by us, except for approximately $500 million of obligations
relating to variable-rate, medium-term notes, approximately $50 million of debt owed by our
subsidiaries and approximately $40 million of debt associated with our employee stock ownership
plan. In addition, upon the closing of this offering, we will assume from Pharmacia an amount of
commercial paper equal to the sum of approximately $1.8 billion plus the net proceeds we receive
from this offering assuming no exercise of the overallotment option. The proceeds of this offering will
be used to repay a portion of the commercial paper assumed from Pharmacia. We also expect to
repay a portion of the commercial paper assumed from Pharmacia by the end of this year with a
portion of the cash flows from our business. The factors considered in determining our initial
capitalization include the amount of debt incurred by old Monsanto that was specifically attributable to
us, our expected financing requirements for working capital and capital expenditures, as well as our
desired credit ratings.

We expect to finance our operations through the issuance of commercial paper for seasonal
working capital needs. Our working capital needs are the highest in the first and second quarters, as
we extend credit to our customers to enable them to acquire agricultural chemicals and seeds on
terms that permit payment following the sales of their crops after harvest. These credit practices,
combined with the seasonality of our sales, make us dependent upon our ability to obtain substantial
short-term financing to fund our cash flow requirements. We believe that we have sufficient financial
flexibility to finance these requirements and to access the global capital markets on terms and in
amounts satisfactory to us, although there can be no assurance that this will be the case.

We also expect to assume certain liabilities related to our employees’ and retirees’ participation
in unfunded pension and postretirement benefit plans sponsored by Pharmacia. Prospectively, our
separate pension and postretirement benefit plans are expected to have the same basic features as
the old Monsanto plans now sponsored by Pharmacia; accordingly, our future pension and
postretirement costs are likely to be comparable to historical amounts. See Notes (h) and (i) to our
Pro Forma Condensed Combined Statement of Financial Position.

In addition, we expect financing obtained through this offering and other short-term sources to
be sufficient to satisfy our working capital, capital expenditures, research and development, and debt
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service requirements during the next 12 to 18 months. We expect cash flows from operations and
access to capital markets to satisfy our financing needs beyond that period.

On August 8, 2000, we entered into two credit facilities: a $1 billion, 364-day facility, and a $500
million, five-year facility. These agreements will support and back up our issuance of commercial
paper. We expect interest on any amounts borrowed under these agreements to be at money market
rates. Covenants under these facilities will restrict our maximum borrowings. However, we expect to
be able to satisfy our currently anticipated borrowing requirements under the terms of these facilities.

New Accounting Standards

In June 1998, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards (SFAS) No. 133, “Accounting for Derivative Instruments and Hedging
Activities.” SFAS 133 requires all derivatives be recognized as assets or liabilities on the balance
sheet and measured at fair value. Monsanto Ag expects to adopt SFAS No. 133 as of January 1,
2001, and is currently assessing the impact of adoption on its financial position and results of
operations.

In December 1999, the Securities and Exchange Commission (SEC) released Staff Accounting
Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements,” which provides
guidance related to revenue recognition. Implementation of this guidance is required no later than the
fourth quarter of this year. Monsanto Ag is currently in the process of analyzing the implications of
the document on previously reported revenues. Prior to the March 31, 2000 merger, old Monsanto
had effected an accounting change with respect to SAB No. 101 in response to a specific dialogue
with the Securities and Exchange Commission related to the sale of certain agency rights. The
financial statements of Monsanto Ag have been retroactively adjusted to recognize the $32 million of
proceeds from the sale over 20 years.

SAB 101 allows companies to report any changes in revenue recognition related to adoption of
its provisions as an accounting change at the time of implementation. Companies must adopt
SAB 101 no later than the fourth quarter of 2000, effective as of January 1, 2000. Monsanto Ag is
currently determining the impact this statement will have on its financial position and results of
operations.

Outlook

Our family of Roundup herbicides continues to face competition from generic producers in
certain markets outside the United States. Patents protecting Roundup expired in various countries
in 1991. As our patent protection on Roundup has expired in countries outside the United States, we
have implemented, and expect to continue to follow, a pricing strategy in which we have selectively
reduced prices to encourage new usage. Compound per se patent protection for the active ingredient
in Roundup herbicide expired in the United States on September 20, 2000. Consistent with our global
pricing strategy, we reduced our prices on the family of Roundup products in the United States by
16% to 22% in September 1998 in anticipation of patent expiration. The effect of the volume growth
in 1999 more than offset the effect of the price decrease in the United States. As other agricultural
chemical suppliers have access to glyphosate in the U.S., their pricing policies may cause downward
pressure on prices. In the post-patent environment, we expect to continue our pricing strategy of
selectively reducing selling prices to encourage new uses and to increase our sales volumes.

Management expects technological advances in manufacturing processes and formulations, as
well as rapidly expanding production capacity, to continue to improve our glyphosate manufacturing
cost structure and to help maintain our leadership position. We aim to increase our sales and income
from Roundup by encouraging expanded adoption of conservation tillage techniques by growers
worldwide; increasing sales of Roundup Ready crops, which tolerate Roundup herbicide for effective
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weed control; introducing additional proprietary formulations of Roundup; selectively reducing prices
to encourage new uses for Roundup; maintaining our position as a low-cost, high-quality glyphosate
producer; and building on our relationships with our distribution partners.

The U.S. patent expiration and the continuation of our pricing strategy in the U.S. will likely
result in a near term modest reduction in our gross margin, consistent with the last three years. We
expect that increased glyphosate sales volumes and growth in our other business lines will enable us
to grow our total gross profit in the future above 1999 levels. While there can be no assurance that
any increases in volumes will offset price reductions, this generally has been our experience in
glyphosate post-patent environments outside of the United States.

We continue to address concerns of consumers, public interest groups and government
regulators regarding the agricultural and food products developed through biotechnology. We are
investing significant amounts in 2000 to address these concerns, including participating in an
integrated, industry-wide initiative involving major companies with an interest in agricultural
biotechnology. This initiative includes using consumer media to provide consumers with improved
information sources on biotechnology. For more information on biotechnology, see “Risk Factors” and
“Business—Acceptance of Plant Biotechnology.”

In April 1999, a jury verdict was returned against DEKALB (which became a wholly-owned
subsidiary of old Monsanto during December 1998), in a lawsuit filed in U.S. District Court in North
Carolina. The lawsuit was brought by Aventis CropSciences S.A. (formerly Rhone Poulenc
Agrochimie S.A.), claiming that a 1994 license agreement was induced by fraud stemming from
DEKALB's nondisclosure of relevant information and that DEKALB did not have the right to license,
make or sell products using Aventis’ technology for glyphosate resistance under this agreement. The
jury awarded $15 million in actual damages for unjust enrichment and $50 million in punitive
damages. DEKALB has appealed this verdict and believes it has meritorious grounds to overturn the
verdict and intends to vigorously pursue all available means to have the verdict overturned. No
provision has been made in our combined financial statements with respect to the award for punitive
damages. Management expects intellectual property disputes with several parties regarding
biotechnology products will continue to occur as the agricultural biotechnology industry evolves. See
“Risk Factors” and “Business—Legal Proceedings” for further discussion.

Risk Management

We continually evaluate risk retention and insurance levels for product liability, property
damage, and other potential areas of risk. We devote significant efforts to maintaining and improving
safety and internal control programs, which reduce our exposure to certain risks. Management
decides the amount of insurance coverage to purchase from unaffiliated companies and the
appropriate amount of risk to retain based on the cost and availability of insurance and the likelihood
of a loss. Since 1986, our liability insurance has been a “claims made” policy form. Management
believes that the current levels of risk retention are consistent with those of comparable companies in
the industries in which we operate. There can be no assurance that we will not incur losses beyond
the limits of, or outside the coverage of, our insurance. We do not expect our liquidity, financial
position and profitability to be affected materially by the levels of risk retention that we accept.

Euro Conversion

On January 1, 1999, 11 of the 15 member countries of the European Union established fixed
conversion rates between their national currencies and the euro. During the transition period, from
January 1, 1999, until June 30, 2002, both the national currencies and the euro will be legal
currencies. Beginning July 1, 2002, the euro will be the sole legal tender for transactions in these
countries.
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In September 1997, we formed a cross-functional team and engaged a consultant to address
issues associated with the euro conversion. As of January 1, 1999, we began to engage in euro-
denominated transactions and were legally compliant. We expect to have all affected information
systems fully converted by April 2002. We do not expect the euro conversion to have a material
effect on our competitive position, business operations, financial position or results of operations.

Market Risk Management

We are exposed to market risk, including changes in commodity prices, currency exchange
rates and interest rates. To manage the volatility relating to market risks, we entered into various
derivative transactions and participated in old Monsanto’s currency risk management programs. We
do not hold or issue derivative financial instruments for trading purposes.

After the separation of our businesses from those of Pharmacia, we plan to continue to manage
our own commodity price exposure as we have in the past. We also plan to establish a foreign
currency risk management program under which we intend to manage currency risk in a manner
substantially the same as under old Monsanto’s currency risk management programs in which we
participated in the past. The objective of this program will be to protect us from adverse fluctuations
in foreign currency exchange rates versus our functional currencies. Currency forward contracts will
be used to hedge recorded transactional exposures (primarily for receivables and payables
denominated in currencies other than Ex-U.S. entities’ functional currencies). Currency option
contracts and forward contracts will be used to manage currency exposures related to forecasted
cash flow transactions (for example, forecasted export sales revenue denominated in a currency
other than an entity’s functional currency).

The tables below provide information about derivative instruments and other financial
instruments that are sensitive to changes in commodity prices and interest rates. The financial
instruments are grouped by market risk exposure category. Instrument denominations are indicated in
parentheses. For instruments denominated in currencies other than the U.S. dollar, the information is
presented in U.S. dollar equivalents.

Commodity Price Risk-Sensitive Instruments

Commodity futures and options contracts are used to hedge the price volatility of certain
commodities, primarily soybeans and corn. This hedging activity is intended to manage the price paid
to production growers for corn and soybean seeds.
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The following significant commaodity price risk-sensitive instruments, all of which are expected to
mature in 2000 and 2001, were specifically attributable to us as of June 30, 2000 and December 31,
1999:

June 30, 2000
Purchased Corn Futures Contracts:

Contract volumes (million bushels) .......... .. . . . . 13.7
Weighted average price (per bushel) . . ... ... .. . $ 2.33
Contract amount (in millioNs) . .. ... . e $32
Contract fair value as of June 30, 2000 (in millions) . . .. ... ... .. ... $28
Purchased Soybean Futures Contracts:
Contract volumes (million bushels) . ....... ... . . . . . . . . 125
Weighted average price (per bushel) .. ...... ... ... .. . . $ 5.28
Contract amount (in millioNs) . .. ... ... . e $66
Contract fair value as of June 30, 2000 (in millions) . . ........ ... ... ... ... $60
Sold Lean Hogs Futures Contracts:
Contract volumes (million pounds) . ... 9.7
Weighted average price (Per pound) . .. ...ttt $ 0.57
Contract amount (in MillioNS) . ... ... e $ (6)
Contract fair value as of June 30, 2000 (in millions) . . .. ... ... ... ... $ (6)

December 31, 1999

Purchased Corn Futures Contracts:

Contract volumes (million bushels) .......... . . . . 13.6
Weighted average price (per bushel) . ........ ... . $ 2.05
Contract amount (in millioNs) . . . ... ... e $28
Contract fair value as of December 31, 1999 (in millions) ......................... $28
Purchased Soybean Futures Contracts:
Contract volumes (million bushels) . ...... ... .. .. . . . 15.9
Weighted average price (per bushel) .. ...... ... ... .. . . $ 4.89
Contract amount (in millioNs) . .. ... ... . e e $78
Contract fair value as of December 31, 1999 (in millions) ......................... $75
Sold Lean Hogs Futures Contracts:
Contract volumes (million pounds) . ... 16.0
Weighted average price (Per pound) . . ...ttt e $ 0.54
Contract amount (in MillioNS) . ... ... e $(9)
Contract fair value as of December 31, 1999 (in millions) ............... ... ....... $(9)

Contract amounts are used to calculate the contractual payments and quantity of the commaodity to
be exchanged.

Currency Exchange Rate Risk-Sensitive Instruments

Until the separation of our businesses from those of Pharmacia our foreign currency risk was
managed by Pharmacia jointly with foreign currency risks of other Pharmacia businesses, and it is
not practicable to determine foreign currency risks specifically attributable to us. Pharmacia’s policy
was to purchase currency option contracts to manage currency exposure for anticipated transactions
(for example, expected export sales in the following year denominated in foreign currencies), and to
use currency option and forward contracts to manage other currency exposures (primarily for
receivables and payables denominated in currencies other than a specific Monsanto entity’s
functional currencies). This hedging activity was intended to protect old Monsanto from adverse
fluctuations in foreign currencies compared with the entities’ functional currencies. Following the
separation of our businesses from those of Pharmacia, we plan to continue to manage our currency
risk, either through our own risk management programs or through those maintained by Pharmacia.
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Certain Interest Rate Risk-Sensitive Instruments

The following significant interest rate risk-sensitive instruments were legal obligations of
Pharmacia as of June 30, 2000 and old Monsanto as of December 31, 1999. See “Merger and
Reorganization Transactions Occurring Prior to This Offering.”

Even though these instruments represent debt that was specifically attributable to us, most of
these obligations will not be assumed by us and will remain obligations of Pharmacia. See “Merger
and Reorganization Transactions Occurring Prior to This Offering—Our Capitalization.”

As of June 30, 2000

Long-Term Debt:
Fixed rate

Principal amount .......
Average interest rate . . ..

Variable rate

Principal amount .......
Average interest rate(2) . .

Short-Term Debt:
Variable rate

Principal amount .......
Average interest rate(2) . .

As of December 31, 1999

Long-Term Debt:
Fixed rate

Principal amount .......
Average interest rate . . ..

Variable rate

Principal amount(1) .. ...
Average interest rate(2) . .

Short-Term Debt:
Variable rate

Principal amount .......
Average interest rate(2) . .

Expected Maturity Date

Fair Value
as of
June 30,
2000 2001 2002 2003 2004 Thereafter Total 2000
(dollars in millions)
— $500 — $700 — $1,993 $3,193 $3,073
— 54% — 6.0% — 6.2% 6.2% —
— $ 31 $56 $365 — — $ 452 $ 476
— 5.6% 5.6% 5.5% — — 5.5% —
$1,849 $27 — — — —  $1,876 $1,878
6.7% 56% — — — — 6.7%  —
Expected Maturity Date
Fair Value
as of
December
2000 2001 2002 2003 2004 Thereafter Total 31, 1999
(dollars in millions)
— $500 — $700 —  $1,993 $3,193 $2,839
— 5.4% — 6.0% — 6.2% 6.2% —
— $664 $56 $365 — — $1,085 $1,112
— 59% 5.2% 5.2% — — 5.6% —
$69 — — - — — $ 69 $ 72
7.5% — — —_ — — 7.5% —

(1) Includes commercial paper that is assumed to be renewed through 2001 when Pharmacia’s $1.0

billion credit facility expires.

(2) Average variable rates are as of June 30, 2000 and December 31, 1999. Actual rates may be

higher or lower.
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BUSINESS
Introduction

We are a leading global provider, based on sales, of technology-based solutions and
agricultural products for growers and downstream customers in the agricultural markets. The
combination of our herbicides, seeds and related genetic trait products provides growers with
integrated solutions to more efficiently and cost effectively produce crops at higher yields, while
controlling weeds, insects and diseases. Our base business, led by Roundup and coupled with the
latest tools in biotechnology, genomics and molecular breeding, gives us a unique set of assets and
capabilities. Our integrated product offerings seek to improve farm productivity and food quality
developed through our broad technology platform. Our product innovations have transformed farming
practices and create value for growers and other agricultural customers around the world.

The foundation of our business is the family of Roundup herbicides, which provides growers
with effective weed control at a competitive price. Over the past three decades, we have grown our
Roundup herbicide business, the core of our Agricultural Productivity segment, into one of the most
recognized global agriculture brands. Roundup is the world’s best-selling herbicide, with sales in
1999 more than five times those of the next largest selling herbicide. Our sales volumes of Roundup
and other glyphosate-based products have grown at an average annual rate of approximately 20%
over the last 10 years. In this same period, these products maintained an average annual sales
growth rate of approximately 11%, even as we reduced prices significantly. In 1999, our sales of
glyphosate exceeded the sales of the next eight leading herbicides combined. Recently, much of the
growth in the use of Roundup has come from the adoption of conservation tillage, a farming practice
that reduces soil erosion and moisture evaporation while increasing farm efficiency by replacing
plowing with the judicious use of herbicides to control weeds. We seek to continue to expand sales
volumes of Roundup primarily through competitive pricing, expanded adoption of conservation tillage,
development of new, proprietary formulations, introduction of crops developed through biotechnology
that are tolerant of Roundup and other glyphosate-based herbicides, and maintaining our position as
a low-cost, high-quality glyphosate producer. In addition to Roundup, our Agricultural Productivity
segment includes our selective chemistries and animal agriculture businesses.

Through our Seeds and Genomics segment, we offer seeds, traits and genetic technologies.
Our research efforts in our Seeds and Genomics segment focus on developing capabilities that add
value for growers, processors and consumers through biotechnology and advanced gene-based
breeding techniques. In 1999, we held the No. 1 or No. 2 seed market share position in key markets
for corn and soybeans, as well as the No. 1 position in the European wheat market. We have
introduced more new biotechnology traits than any of our competitors, including traits for herbicide-
resistance and traits that protect crops from insects, viruses and diseases. As a result, in 1999,
seeds with Monsanto traits accounted for over 70% of the acres planted with herbicide-tolerant or
insect-resistant traits. We use our seed assets, including a broad, high-quality collection of genetic
material, referred to as germplasm, and our global production and distribution infrastructure to
accelerate product development and expand our market access.

Looking ahead, the agricultural industry faces the challenge of meeting the growing demand for
food, while facing limitations on the availability of productive farm land due to global urbanization,
changes in farming practices driven by environmental concerns and a limited supply of farm labor in
developed countries. Technological innovations are an important tool in helping to address these
challenges. To meet growers’ needs for new technologies, we have made significant investments in
research and development to create a leading, integrated plant genetics system, with platforms in
biotechnology, plant genomics and molecular breeding. Integration of these platforms creates a highly
efficient, world-class system for producing improved plants of high commercial value.
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Industry Overview

The crop input industry includes machinery, fertilizers, chemical crop protection products, and
seeds and associated traits. Throughout most of the twentieth century, growers have benefited from
the development of improved inputs and farming practices as well as the introduction of new
farmlands, which enabled food production to keep pace with the growing demand for food. More
recently, however, the rate at which growers have been able to further improve crop productivity has
declined as improved farming practices have become more fully implemented around the world, as
land in developed countries available for conversion to farming has declined, and as concerns about
the environmental impact of farming have increased. At the same time, the global demand for food
has continued to increase with population growth and increasing wealth.

New technologies that provide growers with additional options to increase productivity began to
emerge in the 1990s. Key among these technologies have been biotechnology innovations that are
beginning to allow growers to take greater advantage of the genetic potential of crops. Nonselective
herbicides, which control all vegetation, are being combined with enhanced, herbicide-tolerant seeds
to replace traditional selective herbicides, while insect-resistant seeds can reduce the use of
chemical insecticides. Grower acceptance of these gene-based technologies is transforming the
traditional agricultural inputs industry by further linking the seed and chemical crop protection
industries. In addition, increased research is resulting in the development of powerful genomics-
based capabilities that are likely to increase the power of biotechnology and breeding and accelerate
the development of novel crop and animal-based products that create value for growers, processors,
food companies and consumers.

Crop Protection Chemicals

Crop protection products, including herbicides, insecticides and fungicides, are used to protect
the yield and increase the quality of crops by controlling weeds, insects and diseases. Sales of these
products grew significantly in the 1960s, 1970s and 1980s with the introduction of new, more
effective chemistries and an increasing demand for food. In recent years, the growth in agricultural
chemical sales has slowed because fewer innovative chemical products have come to market, seeds
enhanced through biotechnology have reduced the need for chemical treatments, and the number of
production acres has declined in developed countries. Global sales of crop protection products in
1999 are shown below.
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AGRICULTURAL CHEMICAL SALES

Global sales of agricultural
chemicals by region — 1999

Total = $28.1 billion

Global sales of agricultural
chemicals by category — 1999

Total = $28.1 billion
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Worldwide sales of herbicides, which are used to control weeds, were approximately $14.3
billion in 1999. There are two types of herbicides:

+ selective herbicides, which represented 74.2% of 1999 global herbicide sales, control only
certain weeds and do not harm crops for which they are designed; and

» nonselective herbicides, which represented 25.8% of 1999 global herbicide sales, control a
broad spectrum of vegetation including crops, unless the crops have been specifically
designed to tolerate the herbicide.

The global herbicide market share of nonselective herbicides has grown from approximately
14.3% in 1991 to approximately 25.8% in 1999 while the market share of selective herbicides has
correspondingly declined. Glyphosate, a chemical that we discovered and patented and continue to
market under the trademark Roundup, is now the largest selling single product in the global crop
protection market.

Global sales of insecticides, used to control insects that feed on crops, were approximately $7
billion in 1999. Fungicides, used to prevent and treat crop diseases, accounted for approximately $6
billion in global sales in 1999.

Crop Seeds and Traits

Seeds constitute a major component of the global agricultural input industry. The global
commercial seed trade market was worth over $23 billion in 1999. While the rate of yield increases
from hybrids has slowed in the last two decades, the application of biotechnology and genomics to
seed development is dramatically increasing innovation in the seed industry. Biotechnology enables
gene-by-gene analysis and enhancement of crops and is augmenting traditional breeding by enabling
faster, targeted development of performance-enhancing traits. Traits are generally categorized as
“input” or “output” traits, depending on whether they create value at the input stage of production or
after harvesting.
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Key input traits to improve agronomic qualities include:

» Herbicide Tolerance. Herbicide-tolerant crops enable growers to spray their fields with
nonselective herbicides that control weeds while leaving the crop unharmed.

 Insect Resistance. Biotechnology traits that confer resistance to certain insects minimize
applications of chemical insecticides. An example of this is the insertion of a gene of a
common soil microorganism, Bt, which has created crops resistant to certain insects.

» Disease Resistance. Virus-resistant crops enable growers to protect their plants from
damaging viral diseases for which there are often no effective agricultural chemical solutions.

Traits that produce herbicide-tolerant or insect-resistant crops first became commercially available in
the mid-1990s and now can be purchased in a number of crops, including corn, canola, soybean and
cotton. Also, traits that produce virus-resistant crops are now available for potato. In addition to these
commercially available traits, scientists are working on developing traits to increase the amount of
grain produced on a given acre of land by increasing plants’ abilities to withstand adverse conditions
and by selecting for high-growth characteristics.

Output traits have begun to be introduced into the market. These traits currently are designed to
create higher-quality animal feed and in the future are expected to include human nutritional benefits.

Growers have rapidly adopted the first generation of seed traits with acres planted. The number
of global planted acres of herbicide-tolerant and insect-resistant crops grew from less than 5 million
acres in 1995 to approximately 120 million acres in 1999. Despite this rapid growth, the total number
of acres covered currently represents only a small fraction of the approximately 3 billion acres of
crops cultivated worldwide. We believe additional growth will come from further adoption of currently
available traits and the development of new input and output traits.

We expect that plant genomics, which is the study of the genetic structure of plants, will
substantially accelerate the development of traits. Genomics tools allow the identification and
characterization of thousands of genes in parallel as well as the tracking of genes throughout the
breeding process. This capability substantially increases the power of biotechnology tools and the
traditional breeding process. As a result, researchers can more rapidly identify genes that may
enhance the performance of crops in the field or improve the nutritional content of harvested crops.
The application of plant genomics to biotechnology and plant breeding should allow faster
introduction of desired attributes into crops that, in turn, we expect will result in more rapid
commercialization. We believe that future applications of plant genetic technology may extend
beyond traditional agricultural applications. Increasingly, technological capabilities, such as genomics
and biotechnology, are expected to be important for success in the industry.

Strategy

The growth in world population combined with a general increase in global prosperity are
creating an increasing demand for food. Our goal is to create and deliver integrated agricultural
solutions that substantially increase the volume and quality of global food production while reducing
economic costs and environmental effects. We expect to achieve this by integrating our traditional
agricultural products with advanced technological tools, including genomics, biotechnology and
molecular breeding. Our strategy is built around the following focus areas:

» Continue to develop integrated solutions for growers. We are continuing to integrate our
agricultural chemicals with our seed and technology products to offer agricultural solutions to
growers that meet their production needs. The integration of our seed assets with our seed
and chemical field operations began in 1999. As this initiative progresses, we will continue to
look for opportunities to more effectively and efficiently develop and deliver value-added
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innovations to our customers. For example, we expect that the combining of diverse input and
output traits into the best seed varieties will offer significant additional value to growers.
These and other integrated solutions have the potential to significantly alter crop production
systems. We are well positioned to take advantage of this opportunity, given our global seed
infrastructure, current portfolio of seed trait products and integrated genetic technology
system.

Maximize the growth of the Roundup business. We aim to increase our sales and
income from Roundup by:

» Encouraging expanded adoption of conservation tillage techniques by growers
worldwide. We will continue to promote the adoption of conservation tillage through
selective price reductions as well as through education of farmers on the environmental
and cost benefits of converting to conservation tillage.

* Increasing plantings of Roundup Ready crops, which tolerate Roundup herbicide for
effective weed control. We expect additional weed control opportunities for Roundup
with the introduction of Roundup Ready crops into new markets and with the development
of new products with Roundup Ready technology.

* Introducing additional proprietary formulations of Roundup. We expect to continue to
develop new, improved proprietary formulations that provide growers added benefits.

» Selectively reducing prices to encourage new uses for Roundup and to increase
volumes. We have implemented a pricing strategy for Roundup in which we have
selectively reduced prices to encourage increased use. Historically, the growth in volumes
has more than offset price decreases.

« Maintaining our position as a low-cost, high-quality glyphosate producer.
« Building on our relationships with our distribution partners.

Accelerate the development and commercialization of new products. We expect to
remain a leader in the development and introduction of new technologies for food and
agricultural production by:

* Reducing the time and cost of discovering new products.

» Using genomics capabilities to speed invention and development of new
technologies. We expect our genomics capabilities to reduce the time and cost of
discovering new products by accelerating the identification of genes for crop improvement
and by expanding the available pool of genes for new product development. We also are
applying genomics techniques to the commercialization of improved plant varieties through
a process known as molecular breeding.

+ Expanding our technological expertise via strategic relationships. We have
established numerous strategic relationships that expand the scope of our research and
provide access to new technologies and markets.

« Using our global seed infrastructure to accelerate the commercialization of new
products. Our seed assets provide a rich source of diverse germplasm and accelerate
the introduction of our seed traits developed through genomics and biotechnology.

Help to broaden public understanding and acceptance of new technologies and
products. We have a number of initiatives to educate consumers on the safety and benefits
of plant biotechnology. We are investing significant amounts in 2000 to address these
concerns, including participating in an integrated, industry-wide initiative involving major
companies with an interest in agricultural biotechnology. This initiative includes using
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consumer media to provide consumers with improved information sources on biotechnology.
We also continue to support a rigorous review process for new products by regulatory bodies
worldwide.

Products

Financial information about our Agricultural Productivity segment and our Seeds and Genomics
segment can be found under “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Agricultural Productivity Segment,” “Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Seeds and Genomics Segment” and Note 15 to
our historical combined financial statements included elsewhere in this prospectus.

Agricultural Productivity

Our Agricultural Productivity segment consists of our crop protection products, animal
agriculture and environmental technologies businesses. In 1999, this segment accounted for
approximately 68% of our net sales.

Crop Protection Products

Our crop protection business focuses on the herbicide market and includes our family of
Roundup herbicides, the leading worldwide agricultural herbicide brand in terms of sales; glyphosate
sold to other major herbicide manufacturers; and selective chemistries used primarily for weed
control in corn, wheat and rice. Our global herbicides business is the largest in the world, with 1999
market share of approximately 19%.

Roundup

Roundup, which is sold in more than 80 countries, is the world’s best-selling herbicide, with net
sales in 1999 more than five times greater than those of the next largest selling herbicide. We
discovered glyphosate in 1970, and began marketing it under the Roundup brand in 1976. Today,
Roundup herbicides are sold for agricultural, industrial and residential weed control.

We have developed a broad family of Roundup herbicides to meet grower needs, including
formulations that:

» more effectively control difficult-to-kill weeds;
+ are absorbed more rapidly to minimize losses due to rain; and

 allow faster visual indication of weed control.

We continue to invest to grow this business. We are using our strong capabilities in the area of
formulation technology and our understanding of the interactions between seed genetics, chemicals,
biotechnology traits and growing conditions to develop proprietary Roundup herbicides and more
powerful glyphosate-based solutions. In addition, we are implementing proprietary improvements to
our glyphosate production processes to reduce marginal costs and increase capacity.

Specifically, we seek to expand the use of Roundup through the following initiatives:

+ Expand Adoption of Conservation Tillage. Roundup is the herbicide of choice in the U.S.
conservation tillage market and is used widely in other major conservation tillage markets.
Conservation tillage is a farming practice that replaces plowing with the judicious use of
herbicides to control weeds, which reduces soil erosion, moisture evaporation and labor,
energy and equipment costs for growers. As a nonselective herbicide, Roundup is an
excellent fit for conservation tillage since it effectively controls a variety of weeds and can be
applied before a crop emerges without any residual effect.
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Price reductions for Roundup have reduced the costs of conservation tillage for growers, thus
contributing to the growth of this practice globally. As the adoption of conservation tillage has
expanded, and growers have substituted the use of nonselective herbicides for plowing, sales
of Roundup have increased. While we estimate that global acreage under conservation tillage
grew from approximately 90 million acres in 1995 to approximately 200 million acres in 1999,
we believe this represents only approximately 27% of the estimated crop acres in developed
countries on which conservation tillage could potentially be practiced. Developing countries
contain approximately 750 million additional acres, many of which we believe are suitable for
conservation tillage.

We intend to promote the expansion of conservation tillage globally through a combination of
selective price reductions for Roundup and continued education of growers about the
economic and environmental benefits of conservation tillage.

 Increase Sales of Roundup Ready Crops. Roundup and other glyphosate herbicides can be
applied over the top of our Roundup Ready crops, controlling weeds without injury to the
crop. This integration of agricultural chemicals and enhanced seeds offers growers a cost-
effective solution for weed control. To date, we have introduced Roundup Ready soybeans,
corn, canola and cotton. In 1999, approximately 65 million acres were planted with Roundup
Ready crops. We expect to continue to introduce new Roundup Ready crop technology,
including Roundup Ready sugar beets, Roundup Ready wheat and second-generation
Roundup Ready corn, each subject to completion of field trials and receipt of regulatory and
other governmental approvals.

We have significantly increased our herbicide sales in key geographic areas by offering an
integrated weed control system using Roundup Ready technology. As a result, over 50% of
U.S. and over 80% of Argentine post-emergent soybean weed control now allows use of
nonselective products like Roundup rather than selective herbicides. We believe more
herbicide-tolerant crops will be developed and approved for planting in various countries, and
additional business will shift from selective to nonselective herbicides.

» Pursue Our Pricing Strategy. Price decreases in Roundup historically have been followed by
substantial expansion in the use of Roundup. As Roundup has become more economical,
growers have used Roundup in new applications, have treated more acres with Roundup in
existing applications and have used higher amounts of Roundup per treated acre. This
historical growth in volumes has more than offset our decline in prices, causing sales to grow
and reinforcing our pricing strategy for the brand. For example, we believe that the 1999
global average price decline in Roundup of approximately 11% was a key factor in an
approximately 20% increase in global volumes in that year. We expect to continue to
implement this pricing strategy globally to increase sales volumes for Roundup.

» Develop Proprietary Formulations. We expect to continue to enhance our family of Roundup
herbicides and to maintain premium pricing for our proprietary brands relative to generic
competition, even though our patent for Roundup has expired in the United States. We have
competed with generic glyphosate products for many years outside the United States and
retained a substantial share of global sales, suggesting that growers are loyal to our branded
Roundup herbicides. According to one recent journal article, Roundup is one of the most
recognized agricultural chemical names. In addition, growers have demonstrated a willingness
to purchase our premium brands, such as Roundup Ultra. We also have developed products
like Roundup Dry, which offers more convenience to growers by reducing packaging disposal
and increasing ease of product handling.

Between 1992 and 1999, we expanded our glyphosate production capacity more than four-fold
and reduced our per-gallon cost of manufacturing glyphosate by more than 35%. We plan to continue
to expand our capacity for producing glyphosate to meet expected volume growth. We also expect to
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continue to develop and implement proprietary manufacturing process enhancements to reduce our
unit costs. In addition, we have entered into agreements with eight other major agrochemical
manufacturers to supply them with glyphosate. We believe that these manufacturers’ interest in
establishing these purchasing relationships with us evidences the cost advantage of our production
process.

Our glyphosate patent in the United States expired on September 20, 2000. Although we have
not had glyphosate patent protection outside the United States for several years, our global sales
volumes of Roundup and our other glyphosate herbicides have consistently increased, with more
than 70% of our glyphosate sales volume in 1999 coming from outside the United States. In 1999,
sales of our glyphosate exceeded the sales of the next eight leading herbicides combined.

The Roundup lawn and garden business sells Roundup that is formulated and sized for
homeowner use. On October 1, 1998, we entered into an agency and marketing agreement with The
Scotts Company with respect to the Roundup lawn and garden business. Pursuant to this agency
and marketing agreement, Scotts has global responsibility for marketing, sales, product distribution
and finance for our Roundup lawn and garden products. The Roundup lawn and garden business
holds the market-leading position in the United States, Canada, France and Australia in the
non-selective category.

Selective Chemistries

Our selective chemistries business primarily serves growers in the corn, rice and wheat
markets. Our Lasso, Harness and related brands of herbicides collectively hold the No. 2 acetanilide
position in total area treated for pre-emergent control of grassy weeds in the United States. We also
sell Machete, a herbicide for the control of grasses in rice production, primarily in Asian markets, and
Avadex, an herbicide for control of wild oats, a significant weed problem in North American wheat
production. These products have established strong market positions based on performance,
competitive pricing and field support.

We recently have launched two new products for wheat in certain markets: Maverick, a post-
emergent herbicide for control of several key weeds; and Latitude, a fungicide for management of
“take all” disease in wheat, which, until Latitude’s introduction, could not be effectively controlled. We
expect the use of these products to grow significantly once regulatory approval is received in other
markets in the next two years. In addition, selective chemistries play an important role in rounding
out the portfolio of products we offer to growers.

Animal Agriculture

We produce the largest selling U.S. brand of recombinant bovine growth hormone, which
increases milk production in dairy cows. We market this product under the brand name Posilac in the
United States, and license the product for sale outside the United States. Nearly one-third of the over
nine million dairy cows in the United States are in herds supplemented with Posilac. These cows
have shown an average increase in milk production of roughly nine pounds per day, or approximately
15%.

Our animal agriculture business focuses on improving animal productivity in the dairy and swine
industries. We use our expertise in biotechnology and genomics to develop innovative products that
improve the productivity of dairy cattle and swine. We also are the second-largest swine genetics
company in the United States in terms of market share, operating under the DEKALB Choice
Genetics brand name. DEKALB Choice Genetics offers several improved swine genetic lines that
increase swine producer productivity measures, such as fertility and pigs per litter. We expect to use
our expertise in biotechnology and genomics to continue to develop innovative products in animal
agriculture, and expand our market share.
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We have a highly efficient sales and marketing model for Posilac, unique in the industry,
pursuant to which we sell and ship our products directly to customers. We believe this model allows
us to provide superior customer service at a lower cost.

Enviro-Chem

Enviro-Chem is a full-service engineering and construction company that specializes in
engineering, procurement and construction of sulfuric acid, nitric acid and urea plants using
proprietary process technology. It also sells a portfolio of unique products and systems to solve
industrial air pollution problems. Enviro-Chem serves clients in fertilizer, chemical, metallurgical,
refinery, power generation and other process industries.

Seeds and Genomics

Our Seeds and Genomics segment represented approximately 32% of our 1999 net sales. This
segment is comprised of our global seeds and related traits business and our genetic technology
platforms.

Seeds and Related Traits

Our global seeds and associated traits business is based on our ability to deliver valuable,
technology-based products to growers of major crops around the world. We primarily focus on
serving the markets for corn, soybeans, cotton and wheat. In 1999, we held the No. 1 or No. 2 seed
market share position in key markets for corn and soybeans as well as the No. 1 position in the
European wheat market.

We are a leading provider by acres planted of biotechnology seed traits, which are
characteristics expressed in plants, such as herbicide tolerance or insect resistance. We are
developing such traits using biotechnology and genomics tools and seed breeding. We currently
make our traits available through our seed products or by licensing the traits to other seed
companies for sale in their seeds. Fees from these licenses represent a significant portion of our net
sales from traits.

Growers have embraced our seed traits, paying fees or premiums above conventional seed
prices for traits, and market penetration has been rapid. For example, Roundup Ready soybeans,
introduced in 1996, represented over 50% of the approximately 70 million acre U.S. soybean market
and over 80% of the approximately 18.5 million acre Argentine soybean market in 1999. In
aggregate, the acreage of our Roundup Ready, YieldGard and Bollgard products has grown from
approximately 3 million acres in 1996 to approximately 86 million in 1999. We estimate that our
acreage of biotechnology traits in the United States for 2000 increased by approximately 5%.

Growth of Monsanto worldwide Monsanto trait acreage by
biotech trait acreage region — 1999
million acres % million acres
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Because seeds are the delivery vehicle for traits, we have built a global seed infrastructure to
provide the backbone for our breeding, production and distribution activities. We built this
infrastructure by acquiring and consolidating a number of seed company operations around the world
and integrating the sales and service functions of this global seeds enterprise with our agricultural
productivity operations. This infrastructure enables us to coordinate our agricultural productivity and
seeds and traits research to introduce new products to our customers rapidly and efficiently.

Corn. Globally, corn is one of the largest crops by seed value and represents our major crop
focus. Our major corn seed brands are DEKALB Genetics and Asgrow, which together hold the No. 2
position in the U.S. market, accounting for approximately 13% retail market share in 1999. Through
Corn States, we license our germplasm and traits to nearly 200 seed corn companies that sell to
growers representing an additional 35% of the corn acres in the United States. Our brands also hold
the No. 1 position in the three major Latin American hybrid corn markets (Brazil, Argentina and
Mexico), accounting for more than 45% of 1999 sales in those markets. In addition, we have a
significant position in corn in Asia.

We have introduced corn input trait products directed toward meeting grower needs by
improving crop performance and reducing input costs. Our first input traits include Roundup Ready
corn and YieldGard insect-resistant corn. Roundup Ready corn provides superior weed control by
protecting corn against over-the-top applications of our Roundup herbicide and other glyphosate
herbicides. YieldGard provides resistance to European corn borers, which historically have cost U.S.
growers an estimated $1 billion annually in crop yield losses and pest control expenditures. In 1999,
we commercialized YieldGard corn in Argentina under the registered name MaisGard, and currently
plan, subject to regulatory approval, to commercialize corn with both YieldGard and Roundup Ready
traits throughout Latin America.

Soybeans. Soybeans represent our second largest crop focus. To date, our primary market for
soybean seeds and Roundup Ready soybeans has been in North America. We sell our soybeans
under the Asgrow, DEKALB Genetics and Hartz seed brands in the United States, and the First Line
Seeds brand in Canada. Combined, our brands hold the No. 1 seed share position in the U.S.
soybean market, accounting for approximately 25% of 1999 market sales. We also license the traits
for Roundup Ready soybeans to both large and smaller seed companies in the United States.
Outside North America, Roundup Ready soybeans are sold in Argentina and we have filed for
regulatory approval in Brazil. In Brazil, we are the second largest supplier of seed germplasm.

Cotton. Our third major crop focus is cotton. We have licensed the traits for our Roundup
Ready cotton, our Bollgard insect-resistant cotton and combinations of these traits to Delta and Pine
Land, a leading breeder, producer and marketer of cotton seeds. Currently, we are involved in a
lawsuit brought by Delta and Pine Land, which seeks unspecified compensatory and punitive
damages arising from the failure of our two companies to merge. On December 20, 1999, old
Monsanto announced that it had withdrawn its filing for U.S. antitrust clearance of the proposed
merger in light of the Department of Justice’s unwillingness to approve the transaction on
commercially reasonable terms. Regardless of litigation between the two companies, we expect that
Delta and Pine Land will continue to have the same economic incentive to market our cotton
products and, accordingly, that the litigation should not adversely affect our marketing relationship
with Delta and Pine Land. We also license these traits to Stoneville, a company that we sold in
December 1999, and other smaller cotton seed companies. Bollgard insect-resistant cotton protects
against several of the most economically damaging insects, including the cotton bollworm. U.S.
cotton growers have widely adopted both the Roundup Ready and Bollgard traits. In addition, our Bt
cotton has been adopted elsewhere, including Australia and China.

Wheat. Wheat represents our fourth major crop focus. We hold the No. 1 seed share position
in the European wheat market. Currently, our wheat crop activity is located primarily in Western
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Europe and consists of the breeding and licensing activities of our Plant Breeding International
conventional seed in the United Kingdom, France and Germany, and the sale of our Hybritech brand
hybrid wheat seeds, primarily in France. We are developing Roundup Ready wheat and other traits
for the wheat market in the United States and Canada.

Other Crops. We hold leading market positions in several other crops, including sunflower,
sorghum and canola seed, in major markets around the world. In addition, we sell Roundup Ready
canola in both the United States and Canada.

Genetic Technology System

Our integrated genetic technology system is targeted at developing a deep understanding of the
genetic makeup of plants and other organisms, and using that knowledge to improve crop production.
We believe that our expertise in improving crops provides us with unique competitive tools.

We believe we are now in a position to build upon our earlier agrochemical and biotechnology
successes to accelerate our advances in improving food production. We have created a genomics
capability that substantially expands the power of biotechnology to identify and improve genetic
material and that provides a significant increase in the ability of breeding technologies to incorporate
enhanced traits into crops. Integration of our breeding, biotechnology and genomics capabilities
through highly developed management systems promises to provide us with the ability to produce
improved plants of high commercial value in the future.

Technology

Our integrated technologies for understanding and improving plant genetics provide us with a
significant ability to invent and develop improved crops. We base our technology strategy on the
convergence of three major platforms: biotechnology, genomics and molecular breeding.

Integration of these platforms creates what we believe to be the world’s strongest system for
producing improved plants of high commercial value. We believe this integrated technology platform
has transformed and will continue to transform the agricultural industry, resulting in market expansion
and increased market share for our products.

Biotechnology

Genes are the fundamental genetic instructions determining what an organism is, how it
behaves and how it responds to its environment. Biotechnology refers to capabilities that began to
emerge in the 1970s to isolate, understand and modify genes. We committed early to applying this
technology toward the study and improvement of plants. Our specific biotechnology accomplishments
include:

« identifying one of the first genes that would confer a commercially useful trait in a plant;

* inventing the capability to efficiently insert new genes into plants, commonly called plant
transformation; and

+ creating one of the first stable genetically transformed plants.

We continue to pursue the cutting-edge application of biotechnology to plants. We employ more
than 400 scientists at our principal research facilities in St. Louis, Missouri and at our wholly owned
subsidiaries, Calgene, Agracetus, Inc., DEKALB Genetics and Plant Breeding International (now part
of Monsanto PLC). Currently, we have substantial expertise and capacity in critical areas of plant
biotechnology, including:

» Plant Transformation. We possess advanced capabilities to introduce valuable genes into
major crops. We are able to conduct over 20,000 independent plant transformations annually.
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» Gene Expression. We possess an advanced capability to regulate when and in what plant
tissues specific genes are turned on or off. This enables us to direct genetic improvement to
specific parts of the plant.

» Metabolic Engineering. We have a proven capability to regulate the basic functions and
characteristics of plants through genetic improvements.

» Gene Stacking. We have proven experience in combining genes to achieve multiple traits or
in achieving single complex traits requiring multiple genes.

» Field Testing. We have substantial capacity to test plants under both greenhouse and field
conditions. We have obtained more than twice as many field trial approvals from the U.S.
Department of Agriculture as our nearest competitor, which we believe is an indication that
our research and development capabilities are broad and deep relative to those of our
competitors.

» Regulatory Management. We have obtained regulatory approval for more agricultural
biotechnology products than any of our competitors.

Genomics

Genomics enhances the results we can achieve through our breeding and biotechnology
platforms by allowing us to analyze thousands of genes simultaneously. This genomics approach,
which is more efficient than the biotechnology approach of identifying useful genes one by one,
represents the culmination of converging advances in biology, chemistry, robotics and computing. As
a result, it is now possible to decipher the entire genome of a plant. By understanding all the genes
in an organism, we can apply biotechnology to an even greater range of products than was
previously possible. Examples of potential resulting products include drought-tolerant corn and high-
protein soybeans.

In order to increase our ability to understand the biological processes of commercial organisms,
we made a strategic commitment to become a world leader in developing and applying genomics
technologies to the discovery and development of products based on the genetic improvement of
crop plants. The three components of our genomics strategy are to:

+ build an internal and external network of collaborative centers of excellence in genomics;
+ integrate genomics with biotechnology, molecular breeding and our germplasm assets; and

» create commercial value by applying genomics technologies to crop plants, microbes and
animal breeding.

This platform creates an unprecedented potential to improve crops to meet the needs of our
growing world population. Agricultural genomics could potentially create products improving food and
feed safety, crop productivity and animal agriculture, non-arable land utilization, quality of consumer
food products and pharmaceutical manufacturing.

The integration of genomics and breeding reduces the uncertainty inherent in traditional
breeding. We believe that this capability will enable us to enhance the performance of our seed
products and reduce product cycle times. In 1999, we identified thousands of new DNA markers and
analyzed over 5 million genotypes.

We invested $695 million in research and development in 1999, $536 million in 1998 and $409
million in 1997. We have created one of the largest and most effective genomics programs in the
world, involving approximately 500 of our employees and the dedicated efforts of 200 additional
scientists through our partnerships. Internal operations include:

» Cereon Genomics LLC (Cambridge, Massachusetts). Cereon is our wholly owned
subsidiary. Through an agreement with Millennium Pharmaceuticals, Inc., we and Cereon
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have been granted an exclusive license to all of Millennium’s technology related to genomic
processes and genomic products, such as DNA sequences, for use in the areas of plant
agriculture and dairy cattle. In return, any improvements to these genomic processes and
products made by Cereon are licensed to Millennium for use in the area of pharmaceuticals.

Monsanto Research (St. Louis, Missouri). In St. Louis, our genomics capabilities are
focused on the commercial application of genomics technology and are closely integrated
with our biotechnology program.

DEKALB Genetics (Mystic, Connecticut). DEKALB Genetics focuses on the analysis of gene
function for the improvement of corn.

Monsanto Research (Ankeny, lowa). In Ankeny, we have built a state-of-the-art plant
molecular breeding facility, with a world-class capacity to analyze genetic characterizations on
crop samples.

Monsanto Research (Bangalore, India). In Bangalore, our genomics capabilities are focused
on bioinformatics, the application of computer hardware and software to biological
information.

Our external network includes:

Millennium Pharmaceuticals. Millennium Pharmaceuticals is a leader in human genomics
and Cereon’s collaborative partner in genomics research and development. Millennium
Pharmaceuticals has granted us an exclusive, perpetual license to its extensive genomics
technologies for use in the areas of plant agriculture and dairy cattle.

Mendel Biotechnology. Mendel Biotechnology is a company focused on the analysis of gene
function, established by world-leading academic scientists. In exchange for funding, Mendel
provides us with licenses to classes of proprietary genes for the development of commercial
traits in our core crops. These licenses are in force for the life of the patents which are filed
during the term of the collaboration, with patent expiration dates ranging from the year 2018
through 2021.

Paradigm Genetics. Paradigm Genetics is a company focused on the analysis of gene
function, established by world-leading plant scientists. In exchange for funding, Paradigm
provides us with perpetual licenses to functional characterizations of our proprietary genes.

Incyte Pharmaceuticals Inc. Incyte Pharmaceuticals is an established genomics company. In
exchange for funding, Incyte has provided us with licenses that expire in October 2000 to all
of its corn and soybean genomics databases for use in our research, and a perpetual, non-
exclusive license to commercialize products developed using database information. We are
seeking to renew these licenses and gain access to other Incyte databases.

University Relationships. Hundreds of agreements with universities provide us, in exchange
for funding, with access to emerging genomics technologies and capabilities developed by top
university scientists. Most of these agreements provide us with licenses or options to license
developed technologies. Many of these licenses are exclusive. The licenses are generally in
force for the life of the relevant patents.

We intend to use these genomics capabilities to discover genes that will create new traits in
crops, such as:

resistance to insects and disease;

resistance to environmental stresses, such as drought, heat and cold;
higher crop yields;

increased content of oil, protein and other nutrients; and

modified nutritional composition of oils.
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Germplasm and Molecular Breeding. Our seed companies have thousands of seed varieties,
called germplasm, for our crops. The diversity of our germplasm enables our breeders to be effective
at selecting commercial varieties with traits of value to farmers.

Plant breeders create new varieties by pollinating one plant with another. Historically, plant
breeding has been done without any direct knowledge of the genes that underlie desired
characteristics, such as grain yield. Today, we are applying our genomics technology to make the
plant-breeding process faster, more cost effective and with more predictable outcomes. In 1999, at
our world-leading breeding center in Ankeny, lowa, we analyzed more than 2.5 million genetic
characterizations on crop samples.

This novel, technology-driven breeding process allows us to use varieties of crops that have not
traditionally been part of the plant breeding process. Many untapped varieties may contain better
versions of genes for yield, disease resistance, drought tolerance or other traits. Genomics allows
plant breeders to integrate these genes into commercial crop varieties efficiently. Our breeders are
currently using this approach in corn, soybeans and cotton. This new ability to improve crops is
complementary to the biotechnology approach to crop improvement.

These technology-driven breeding and gene discovery efforts are dependent on the strength of
our ongoing plant breeding operation. In conjunction with the establishment of our genomics platform,
we have created one of the world’s largest plant breeding platforms, encompassing more than 1,000
people located at over 150 breeding stations in over 15 countries. At these stations, our breeders
manage over 3.5 million test plots per year, continually investigating plant yield and other
characteristics in our core crops.

Comprehensive Gene-to-Seed Capabilities. Our leading technology position has resulted in
the planting of seeds with Monsanto traits on more than 70% of the acres planted with herbicide-
tolerant and insect-resistant traits in 1999. We have integrated our strong position in biotechnology
with germplasm, genomics and molecular breeding to create a more efficient “gene-to-seed”
capability for the discovery, development and commercialization of industry-transforming products for
agriculture. We have a team of over 200 bioinformaticians, biostatisticians and computer scientists,
as well as proprietary knowledge management systems that enable increasingly rapid discovery and
development of improved crops.

As a result of our comprehensive gene-to-seed capabilities, we have a promising pipeline of
new products. Two examples of products that we are planning to introduce, subject to completion of
field trials and receipt of regulatory and other governmental approval, include corn rootworm-resistant
corn and second-generation Bollgard insect-resistant cotton.

We have designed our corn rootworm-resistant corn to offer protection against the corn
rootworm and related insects. Losses from corn rootworm are significant and currently available
insecticides have limited effectiveness in controlling this underground pest. Second-generation
Bollgard insect-resistant cotton contains a combination of insect-resistant traits to help growers
improve their insect-resistance management programs.

Acceptance of Plant Biotechnology

The safety of food and the health of consumers is our first priority, regardless of whether the
product is a traditional pesticide or a biotechnology trait. Recently, advocacy groups have challenged
the safety of foods produced from biotechnology crops, and have raised concerns about their
potential effect on consumers and the environment. See “Risk Factors—Risks Related to Our
Business.” However, biotechnology has enjoyed and continues to enjoy substantial support from
members of the scientific community, based on the testing and safety of these products.
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In 1999, we received more than 25 separate regulatory approvals (food, feed or environmental)
in eight different countries (Argentina, Bulgaria, Canada, China, Japan, Romania, Russia and the
United States) for production and/or import of our plant biotech products. Additionally, the major U.S.
grain handlers (ConAgra, Inc., Cargill and Archer Daniels Midland) have committed to accepting
biotech grain for the 2000 growing season. While a few food companies have chosen to remove
genetically modified ingredients from their products, the Grocery Manufacturers of America continues
to support biotechnology as “a safe way to produce healthier food in greater quantities, as well as to
ensure a cleaner environment.”

We believe that most consumers in the United States support the benefits associated with plant
biotechnology, including reduction of insecticide use, higher yielding crops and the promise of more
nutritious foods. Our market research indicates that the most consistent food safety concern across
several countries (Brazil, Canada, France, Germany, Japan, the United Kingdom and the United
States) is the presence of pesticides and agricultural chemicals in food. In addition, based upon our
studies, more consumers are most concerned about nutritional content of food, healthfulness of food
and artificial ingredients in food than they are about biotech foods.

We have undertaken several initiatives to provide consumers information about the safety of
these products, and support essential testing, safety procedures and regulatory review systems for
biotech crops. Independent market research indicates that the more consumers know about
biotechnology, the more likely they are to support it. Therefore, we and other major companies with
an interest in agricultural biotechnology have plans to spend up to $50 million over the next few
years in an integrated, industry-wide initiative to provide consumers with information regarding the
safety of plant biotechnology. This initiative will use consumer media (television, newspapers,
magazines, consumer hotlines and other materials) to provide consumers with sources of more
information about biotechnology, such as websites.

We are committed to maintaining an open dialogue with all those interested in plant
biotechnology. In addition, we expect that as we continue to develop biotechnology products with
direct benefits to consumers, such as foods with improved nutrition, taste or texture, consumer
acceptance of biotechnology will broaden.

Strategic Alliances

We use strategic partnerships and alliances to augment our access to innovative and enabling
technologies, to expand the use of our technology platforms into new arenas and to improve the
market access of our products.

Our technology partnerships generally provide preferred access to leading edge, pre-
commercial technological developments. For example, in 1997, we established an innovative and
fully-integrated genomic agricultural company, Cereon, in conjunction with Millennium
Pharmaceuticals. Through this five-year alliance, Millennium Pharmaceuticals has granted us an
exclusive license to use its genomics technologies in the field of plant agriculture. We have
developed additional alliances with other leading genomics institutions, including Mendel
Biotechnology, Incyte Pharmaceuticals and Paradigm Genetics, to further extend and deepen our
access to technology.

In September 1998, we entered into an agreement to form the Renessen LLC joint venture with
Cargill to develop and market enhanced crops for the grain processing and animal feed industries.
Renessen began operations in January 1999 and has no specified term. We and Cargill each have a
50% interest in Renessen. Renessen is managed by a governance board on which we and Cargill
have equal representation. With respect to Renessen, we and Cargill (1) have committed to make
equal contributions to fund Renessen’s approved business plan, (2) have granted Renessen a world-
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wide, fully paid-up, non-exclusive, non-royalty-bearing right and license to our and Cargill's respective
patents and intellectual property relevant to Renessen'’s activities in the grain processing and animal
feed industries, (3) receive rights to use intellectual property developed by Renessen in other
specified areas and (4) receive preferential rights to provide specified services to Renessen. This
joint venture combines our seed assets and technology capabilities with Cargill's global grain
processing, marketing and risk management infrastructure. Renessen’s products under development
include seeds designed to enhance processing efficiency and corn, soybean and wheat products
designed to deliver better nutrition in animal feed. Other alliances, such as with Savia, S.A. de C.V,,
a leading global vegetable seeds company, provide additional avenues for commercialization of
Roundup Ready products and other technology platforms. Pursuant to our non-exclusive, ten-year
agreement with Savia, we provide Savia with access to our discoveries for use in fruits and
vegetables in return for royalties.

We will continue to use this network of relationships to enhance our ability to offer outstanding
integrated solutions to our customers, thereby strengthening our leadership position within the
agricultural industry.

Sales and Marketing

We have a worldwide distribution and sales and marketing organization that reaches growers
throughout the world. We have consolidated the sales forces of our crop protection and seeds and
traits operations, creating a sales and service force that is one of the industry leaders in size and
capability. In North America, we sell our crop protection products and seeds and license our traits to
growers through more than 13,000 retail and dealer locations. In addition, we license a broad
package of our trait products to more than 300 seed companies that do business in the United States
and certain international markets. For instance, we have granted a license for our Roundup Ready
cotton, our Bollgard insect-resistant cotton and combinations of these traits to Delta and Pine Land,
which allows Delta and Pine Land to market these products to growers. These growers, in turn, enter
into licensing agreements through which they pay a fee for use of our products. This fee is then
divided between us and Delta and Pine Land. In other parts of the world, we sell our crop protection
products and seeds and license our traits products through a combination of distributors and
retailers, as well as directly to growers. We sell and ship our animal agriculture products directly to
dairy growers.

We market our Roundup products for residential use through Scotts, a leading provider of lawn
and garden products. Scotts receives a commission for its services as our agent based on a varying
percentage of the earnings before interest and taxes related to the Roundup lawn and garden
business. Scotts is also responsible for contributing annually towards the expenses of the Roundup
lawn and garden business.

We support our products in all global markets with a sales and product development
organization that educates growers about our newest products, innovative farming practices and the
integration of new products with existing ones. We also use marketing programs to promote our
products. These include advertising, public relations, sales promotion, event marketing and direct
marketing programs. For these purposes, we maintain a proprietary database of crop protection
products and seeds and traits customers in North America and several other key markets.

Customers

We sell to a variety of customers in the agricultural industry, including individual growers, seed
companies, independent retailers and agricultural cooperatives, as well as to other major agricultural
chemical producers. While no single customer represents more than 10% of our consolidated
revenues, our three largest U.S. agricultural distributors represented, in aggregate, approximately
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17% of our net sales in 1999. We seek to build strong partnerships with our customers, and we have
signed multiyear contracts and supply agreements with many of our larger customers. Consistent
with industry practice, we regularly extend credit to our customers to enable them to acquire
agricultural chemicals and seeds at the beginning of the growing season.

Intellectual Property

We seek patent and other intellectual property protection for most of our important discoveries
and improvements that are likely to be incorporated into our products or that give us a competitive
advantage. We rely on a broad portfolio of patents in the United States and many foreign countries to
obtain intellectual property protection for our products and processes. We have patented many of the
tools and processes by which our seeds containing biotech traits are created.

Patents protecting Roundup herbicide have expired in most countries, and key patent protection
for the active ingredient in Roundup herbicide expired in the United States on September 20, 2000.
We have several patents on our glyphosate formulations and manufacturing processes, some of
which will not expire until 2015 and beyond. Our insect-resistant plant products, including our
NewLeaf potato, YieldGard corn and Bollgard cotton, are protected by patents that extend at least
until 2013. Our herbicide-tolerant plant products, including Roundup Ready cotton, corn, canola and
soybeans, are protected by patents that extend at least until 2014. Our Posilac bovine growth
hormone is protected by a United States patent that expires in 2008 and by patents in other
countries, most of which expire in 2005. Other patents protect various aspects of bovine growth
hormone manufacturing in the United States and expire as early as January 2003 and as late as
March 2012, with corresponding patents in other countries of varying terms.

We also obtain licenses from other parties relating to certain products and processes as
necessary. For example, we have obtained perpetual licenses to chemicals for our Harness herbicide
and to manufacturing technology for our bovine growth hormone, and have licensed gene
transformation technology for our Roundup Ready soybean and corn products until patent expiration
in 2007. In addition, we file trademark applications for our branded products to preserve our products’
identity and enhance customer loyalty. Most, but not all, of our branded products are covered by
either issued or pending trademarks.

Materials

We are both a producer and significant purchaser of a variety of basic and intermediate raw
materials. Our major raw materials are typically purchased through long-term contracts of 10 years or
longer. We are not dependent on any one supplier for a significant amount of any raw materials, but
certain important raw materials are obtained from a few major suppliers. Additional capacity exists for
all major raw materials either from different suppliers or from alternate manufacturing locations.

We purchase all of our North American supply of elemental phosphorus, a key raw material for
the production of Roundup herbicide, from P4 Production, LLC, a joint venture formerly 40% owned
by Solutia and operated by Solutia under an operating agreement with P4 Production. Effective
March 31, 2000, we acquired nearly all of Solutia’s 40% ownership interest in P4 Production and
took over operation of the facilities. We now own a 99% interest in P4 Production and have a right to
purchase the remaining 1% from Solutia at any time, subject to regulatory requirements. Solutia has
the right to sell its 1% interest to us at any time subject to regulatory requirements. Alternate sources
of elemental phosphorus are available from other sources based in the United States, the
Netherlands and China.

We also produce directly, or contract with third parties for the production of, hybrid corn seed,
soybean seed and wheat seed in growing locations throughout the world. Cotton seed is produced
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through international joint ventures with Delta and Pine Land. The availability and cost of seed is
primarily dependent upon seed yields, weather conditions, grower contract terms, commodity prices
and global supply and demand. We attempt to minimize the risks related to weather by producing
seed at multiple growing locations, where practical.

In general, where we have limited sources of raw materials, we have developed contingency
plans to minimize the effect of any interruption or reduction in supply. These would include supplier
inventories, dedicated excess manufacturing capacity, substitute materials and approved alternate
sources of supply. While temporary shortages of raw materials may occasionally occur, these items
are generally sufficiently available to cover current and projected requirements. Global sourcing
strategies for key materials help ensure that new capacity is installed by our suppliers in time to meet
our growing requirements at competitive prices. However, to some extent availability and price are
subject to unscheduled plant interruptions caused by shortages of energy and petrochemical
supplies.

Competition

The global markets for our agricultural products are highly competitive. We expect competition
to intensify as the result of continuing industry consolidation, patent expiration for Roundup in the
United States and increased expenditures on the development and commercialization of
biotechnology traits.

Competitive success in crop protection products is dependent upon price, product performance,
the quality of solutions offered to growers, and the quality of service to distributors and growers. Our
major competitors in the agricultural productivity market are Novartis AG and AstraZeneca PLC
(which plan to combine their agribusinesses as a new company, to be called Syngenta), Aventis,
BASF AG (which this year acquired American Cyanamid, another competitor), DuPont, and Dow
Agrosciences which, with us, represent over 70% of worldwide agrochemical sales in 1999.
Significant competition for Roundup also has come from glyphosate producers in China, that sell to
both local and export markets. The experience in China demonstrates that new glyphosate facilities
can be developed at relatively modest cost. Manual control of weeds by growers is a primary
alternative to herbicides in many developing countries. Control of weeds by plowing competes with
conservation tillage in developed countries. In developed countries, the number of acres that are
farmed organically, although small in magnitude, has grown rapidly in the last few years.

The industry has seen substantial growth in the use of nonselective herbicides, particularly of
Roundup and other glyphosate products, at the expense of selective herbicides, which control only
certain types of weeds. A key reason behind this shift has been the development of crops tolerant of
Roundup, which allow the spraying of glyphosate-based products after planting. As a result, these
products are increasingly displacing the selective herbicides traditionally applied over these crops.
Other companies (including Aventis, American Cyanamid, DuPont and Novartis) have developed or
are developing crops tolerant of their herbicides.

We are the primary supplier of glyphosate to most of our largest competitors. Competition in the
U.S. glyphosate market will increase, given that our patent expired on September 20, 2000. As other
agricultural chemical suppliers have access to glyphosate in the U.S., their pricing policies may
cause downward pressure on prices. However, although our main glyphosate products outside the
U.S. have been without patent protection for more than five years, we have retained leadership in
most major countries in terms of volume sold.

Our largest competitors in the seeds business are Pioneer, a subsidiary of DuPont, and
Novartis. Although the seed industry has consolidated in recent years, hundreds of small seed
companies compete with us in local and regional markets. Product performance (in particular, crop
yield), customer service, intellectual property and price are important determinants of market
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success. In addition, strong distributor and grower relationships have been important in the United
States and other countries.

Our traits compete directly with traits developed by other companies as well as with agricultural
chemicals. Currently, Aventis, BASF AG/American Cyanamid, Dow, Novartis and DuPont are
significant competitors in trait development, and other agrichemical marketers produce chemical
products that compete with some of our Roundup and Roundup Ready systems. Academic
researchers and smaller biotech companies are other likely sources of new traits. The primary factors
underlying the competitive success of traits are public acceptance, performance, timeliness of
introduction, value and environmental friendliness.

Competition for the discovery of new agricultural traits based on biotechnology and/or genomics
is likely to come not only from firms already in the business but from academic researchers, biotech
boutiques and the numerous firms that are investigating gene function with principal focus on human
applications.

Seasonality

Historically, we have recorded our highest levels of sales and income in the first half of the year,
consistent with the purchasing and growing patterns of growers in North America, our largest market.
We historically have had net losses during the second half of the year. In recent years, sales in the
third and fourth quarters have increased compared to the corresponding periods in prior years
because of significant growth in South America driven by the adoption of conservation tillage.
However, this trend has not altered our prevailing sales and income pattern worldwide. Sales and
income may shift somewhat between quarters depending on variations in when a grower chooses to
plant crops, which in turn is dictated by the grower’s desire to achieve ideal growing conditions.

Employees

As of September 1, 2000, we had approximately 14,700 employees worldwide. Roughly half our
employees are based in the United States. Other employees are located in over 60 countries around
the world, with concentrations in Brazil and Belgium. In the United States, ho employees are
represented by unions. Outside the United States, various local agreements apply. We believe we
have a satisfactory relationship with our employees.

Facilities and Properties

Our general offices are located in St. Louis County, Missouri. We also lease additional research
facilities in St. Louis County. We and our subsidiaries own or lease manufacturing facilities,
laboratories, agricultural facilities, office space, warehouses and other land parcels in North America,
South America, Europe, Asia, Australia and Africa. In addition to the facilities in St. Louis County,
Missouri, our principal properties include chemicals manufacturing facilities at the following locations:
Alvin, Texas; Antwerp, Belgium; Augusta, Georgia; Fayetteville, North Carolina; Luling, Louisiana;
Muscatine, lowa; Rock Springs, Wyoming; Sao Jose dos Campos, Brazil; Soda Springs, Idaho; and
Zarate, Argentina. Another significant chemicals manufacturing facility is under construction in
Camacari, Brazil. Our principal properties are suitable and adequate for their use. Utilization of these
facilities may vary with seasonal, economic and other business conditions, but none of the principal
properties is substantially idle. The facilities generally have sufficient capacity for existing needs and
expected near-term growth, and expansion projects are undertaken as necessary to meet future
needs. Most of these properties are owned in fee. However, we lease the land underlying facilities
that we own in Alvin, Texas. In addition, we lease the manufacturing facility at Augusta, Georgia, with
an option to buy, pursuant to an industrial revenue bond financing. In certain instances, we have
granted leases on portions of plant sites not required for current operations.
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Government Regulation

We are subject to extensive laws and regulations governing pesticides, new plant varieties and
food and feed safety in the countries in which we manufacture or sell our products. In virtually all
countries, we must obtain regulatory approvals prior to marketing our products.

Prior to marketing any product derived using agricultural biotechnology in the United States,
numerous field tests and commercial applications are conducted under EPA and USDA supervision.
Additionally, we study and summarize the properties and safety of the food products from
biotechnology as compared to conventional food products, and consult with the FDA. This
consultation process is used to establish the safety and equivalence of the foods and feeds derived
from biotechnology to that of non-biotechnology foods and feeds. Under the new Agricultural Risk
Protection Act of 2000, which updates the Plant Pest Act, the previous authority for USDA regulation
on agricultural biotechnology, the USDA regulates all potential plant pests. Products derived using
modern biotechnology are regulated and supervised until the USDA determines that they pose no
risk as a plant pest. Once that determination has been made, and the registration and consultation
processes at the EPA and the FDA, respectively, if applicable, have been completed, product
commercialization may commence.

Current FDA policy is to apply the same statutory safety standards to foods from plant varieties
developed through biotechnology as are applied to foods from plant varieties developed through
traditional plant breeding. FDA policy describes the process for food and feed safety review of new
plant varieties, including those derived through the application of modern biotechnology. FDA policy
does not require that foods derived from biotechnology plants be labeled as such, unless those foods
have been modified in a way that results in relevant nutritional or safety information, such as:

+ foods that are not substantially equivalent in nutrition and composition to foods produced
from traditionally bred varieties;

+ foods that have been modified to include an allergen or toxin; or

*  basic varieties that have been changed.

Consumer and environmental opponents of the technology and at least two sympathetic members of
Congress have urged that labeling be required based solely on the use of modern biotechnology
techniques.

The FDA held three public hearings to discuss and receive comments on its current policy on
foods developed through biotechnology. Subsequently, the Clinton Administration and the FDA
announced that the FDA will require notification of the FDA 120 days prior to the introduction of
biotechnology food products, that the scientific data submitted for review will be made available to
the public, and that the FDA will develop guidelines for voluntary labeling of non-biotech foods. We
have assessed the safety of all our commercial agricultural biotechnology products, submitted those
assessments to the FDA, and voluntarily consulted with the FDA pursuant to its 1992 Policy on New
Plant Varieties. The Commissioner of the FDA has reaffirmed that its current policy is effective, and
that all foods from plants developed through biotechnology presently in the market are safe.

In the European Union, the environmental safety of biotechnology products is regulated by the
90/220 Council Directive, while foods and food ingredients, including those derived from
biotechnology, are regulated by the Novel Foods and Food Ingredients Regulation (NFR). Under
Directive 90/220, the European Commission’s Directorate-General of the Environment regulates
environmental releases of biotechnology products for research and development, as well as
placements of biotechnology products on the market. Under the NFR, there are two procedures for
regulating foods and food ingredients: (1) a simplified notification procedure that applies to products
that are substantially equivalent to existing foods and food ingredients and (2) a full authorization
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procedure for products that are not substantially equivalent. During the initial implementation of the
NFR, the simplified notification procedure for substantially equivalent products took approximately
one year to complete. Eleven products have been notified to date, including two Monsanto products:
oil from Roundup Ready canola and processed corn ingredients from YieldGard corn. Six other
Monsanto products are currently pending notification; several of these products have been pending
since 1997. To date, no products have been approved under the full authorization procedure and,
therefore, it is not possible to estimate the amount of time required to complete this process. As of
July 2000, nine applications were pending at different stages of the full authorization procedure. To
qualify for the simplified notification procedure, an appropriate European authority must issue an
opinion that the food or food ingredient is substantially equivalent to a traditional food or food
ingredient. We believe that all of our current and proposed commercial products are subject to the
simplified notification procedure under the NFR because these products are the same in terms of
nutrients, anti-nutrients and relative physical properties as their conventional counterparts. It is
unclear whether the European Union will concur with our opinion that the simplified process applies.
Once a product is approved, it is cleared for marketing and consumption in all European Union
member states. Commercial cultivation of biotechnology crops in the European Union requires further
authorization through registration as an official plant variety in the national catalogue of each member
state where planting will occur. There is no European Union-wide legislation for variety registration,
but rather, individual decisions are taken at the national level.

The European regulatory process is extremely complex because of the involvement of 15
countries. The European Commission is in the process of revising Directive 90/220 and has not
authorized an agricultural biotechnology crop product for import since April 1998. The proposed
revisions would introduce a number of measures designed to improve public confidence, such as
labeling, monitoring, traceability and transparency. In June 1999, five countries announced their
intention to suspend all future authorizations until new comprehensive European Community rules
are in place for labeling and traceability.

Our regulatory organization is comprised of over 300 scientists and regulatory affairs experts
located throughout the world to support our agricultural chemical, biotechnology, seed and animal
health products. We employ premier scientists in several disciplines, including environmental
sciences, product safety assessment, ecology, product characterization and statistics, to ensure that
the safety data supporting our products meets the highest standard. We work closely with other
scientists during the new product discovery and development phases to assure that all questions
regarding food, feed and environmental safety are addressed early in the development and
commercialization processes. Our success in obtaining regulatory approvals for biotechnology-
derived products has been clearly demonstrated. In the United States, we have obtained from the
USDA more of the approvals that are necessary to permit the commercialization of our products
since 1988 than all of our competitors combined. In addition, nearly half of the biotechnology food
products that have completed the full process of discussion and consultation with the FDA have been
our products. Globally, our products have been the first biotechnology products approved in
numerous countries. We are actively involved in international regulatory organizations that promote
the need for harmonized data requirements and the use of science-based, risk-based assessments in
the regulatory decision-making process.

Environmental Matters

Our operations are subject to environmental laws and regulations in the jurisdictions in which
we operate. Some of these laws restrict the amount and type of pollutants that can be released from
our operations into the environment. Other laws, such as the U.S. Superfund law, can impose liability
for the entire cost of cleanup upon any former or current site owners or operators or parties who sent
waste to these sites, without regard to fault or the lawfulness of the original disposal activity. These
laws and regulations may be amended from time to time and become increasingly stringent. We are
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dedicated to long-term environmental protection and compliance programs that reduce and monitor
emissions of hazardous materials into the environment, as well as to the remediation of identified
existing environmental concerns. While the costs of compliance with environmental laws and
regulations cannot be predicted with certainty, we do not expect such costs to have a material
adverse effect upon our capital expenditures, earnings or competitive position.

We are a potentially responsible party at several Superfund sites, where we or our
predecessors have disposed of wastes in the past. We have settled our liability at a number of these
sites, but may on occasion continue to receive notices alleging potential liability under the Superfund
law. Under the terms of the separation agreement, we are responsible for remedial liabilities at
existing and former manufacturing locations and certain off-site disposal and formulation facilities. We
maintain approximately $6.5 million in environmental reserves for remedial liabilities, which includes
amounts for remediation at several of our operating plants.

On March 7, 2000, the U.S. Department of Justice filed suit on behalf of the EPA in U.S. District
Court for the District of Wyoming against old Monsanto, Solutia and P4 Production, seeking civil
penalties for alleged violations of Wyoming's environmental laws and regulations, and of an air permit
issued in 1994 by the Wyoming Department of Environmental Quality. The permit had been issued
for a coal coking facility in Rock Springs, Wyoming that is currently owned by P4 Production. The
United States sought civil penalties of up to $25,000 per day (or $27,500 per day for violations
occurring after January 30, 1997) for the air violations, and immediate compliance with the air permit.
In light of the government’s lawsuit, the companies have voluntarily dismissed a declaratory judgment
action that they had previously brought, and have raised the same issues as an affirmative defense
to this action, arguing that it is precluded by the doctrine of res judicata because the companies have
already paid a $200,000 fine covering the same Clean Air Act violations pursuant to a consent
decree entered in the First Judicial District Court in Laramie County, Wyoming on June 25, 1999. On
April 12, 2000, the Department of Justice revised its settlement demand, from $2.5 million to
$1.9 million plus injunctive relief to ensure P4 Production’s compliance with the Clean Air Act. On
April 21, 2000, the companies filed a motion for dismissal or summary judgment on the grounds of
claim preclusion, including the doctrines of res judicata and release. Pursuant to the separation
agreement, we have assumed any liabilities resulting from this matter.

In the early 1980s, old Monsanto was identified as a potentially responsible party at three
landfills in West Virginia including the Heizer Creek landfill, the Poca Strip Mine landfill and the
Manila Creek landfill. As a result, Monsanto entered into Consent Orders with the EPA and
implemented remedial actions at each of those sites to address dioxin contamination, all of which
were completed in the mid-1980’s. The EPA is currently investigating over 20 sites in the Kanawha
river valley to determine potential sources of dioxin discharges into the river. As a part of that
process, the EPA is conducting preliminary assessments at the 20-plus sites including the three sites
mentioned above and has notified Monsanto of its potential liability at the Heizer Creek landfill.
Depending on the outcome of the EPA’s preliminary assessments, Monsanto could receive notices of
potential liability at the other two sites, although we have not received any such notices at this point
in time.

On September 28, 1999, we entered into a consent order with the EPA whereby we agreed to
immediately investigate contamination at the Heizer Creek landfill near Nitro, West Virginia and to
propose a remedy based on our results. We used the Heizer Creek landfill for approximately one
year between 1958 and 1959 to dispose of plant waste from our former Nitro, West Virginia
manufacturing location. In 1999, the EPA identified elevated levels of dioxin in one sample taken at
the former landfill. We recently completed the investigation and submitted the results to EPA. We are
in the process of evaluating remedial action options and will submit a recommendation to EPA
shortly. We cannot accurately estimate the cost of remediation until EPA approves a remedy for the
site.
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Legal Proceedings

Pursuant to the separation agreement, at the time of the separation of our businesses from
those of Pharmacia, we assumed liabilities for legal proceedings primarily related to the agriculture
business. As a result, although Pharmacia or old Monsanto may remain the named defendant in
these cases, we will manage the litigation and indemnify Pharmacia for costs, expenses and
judgments arising from this litigation. In addition, we also will manage litigation primarily related to the
agriculture business in which Pharmacia or old Monsanto is the named plaintiff, and we will pay the
fees and costs of, and receive any benefits from, this litigation. The following describes proceedings
to which Pharmacia or we are a party and for which we will assume any liabilities or receive any
benefits.

Proceedings Related to Biotechnology Rights

On May 19, 1995, Mycogen Plant Sciences, Inc. filed suit against old Monsanto in the U.S.
District Court in California alleging infringement of its patent involving synthetic Bt genes, and
seeking unspecified damages and injunctive relief. On November 10, 1999, the court granted
summary judgment in our favor and dismissed all of Mycogen’s patent claims, finding Mycogen’s
patent invalid on the basis of our prior invention. Previously, the court had also held that products
containing Bt genes made prior to January 1995 did not infringe Mycogen’s patent. Mycogen has
filed an appeal with the Court of Appeals for the Federal Circuit seeking to overturn the dismissal and
oral argument on the appeal is scheduled for November 16, 2000.

Old Monsanto is also a party in interference proceedings against Mycogen in the U.S. Patent
and Trademark Office to determine the first party to invent certain inventions related to Bt technology,
and has requested a stay of the interference proceeding pending determination of Mycogen’s appeal.
Under U.S. law, patents issue to the first to invent, not the first to file for a patent on, a subject
invention. If two or more parties seek patent protection on the same invention, as is the case with our
Bt technology, the U.S. Patent and Trademark Office must hold interference proceedings to identify
the party who first invented the particular invention in dispute. On September 29, 2000, the U.S.
Patent and Trademark Office found in our favor and against Mycogen regarding patent rights to
tomato plants tranformed to contain full-length Bt gene technology. It is expected that Mycogen will
contest this outcome via judicial proceedings.

On March 19, 1996, old Monsanto filed suit in the U.S. District Court in Delaware seeking
$76 million in damages and injunctive relief against Mycogen Plant Sciences, Inc., Agrigenetics, Inc.
and Ciba-Geigy Corporation (now Novartis Seeds, Inc.) for infringement of our patent relating to
synthetic Bt genes. Trial of this matter ended June 30, 1998, with a jury verdict that while the patent
was literally infringed by the defendants, the patent was not enforceable due to a finding of prior
invention by another party and was not infringed due to the defense of the reverse doctrine of
equivalents. On September 8, 1999, the district court affirmed in part the jury’s verdict on the issue of
prior invention but overturned the finding of non-infringement on the reverse doctrine of equivalents.
The matter is now on appeal to the Court of Appeals for the Federal Circuit and oral argument on the
appeal is scheduled for November 16, 2000.

In June 1996, Mycogen Corporation, Mycogen Plant Sciences, Inc. and Agrigenetics filed suit
against old Monsanto in California State Superior Court in San Diego alleging that we failed to
license, under an option agreement, technology relating to Bt corn and glyphosate-tolerant corn,
cotton and canola. On October 20, 1997, the court construed the agreement as a license to receive
genes rather than a license to receive germplasm. Jury trial of the damage claim for lost future profits
from the alleged delay in performance ended March 20, 1998, with a verdict against us awarding
damages totaling $174.9 million. On June 28, 2000, the California Court of Appeal for the Fourth
Appellate District issued its opinion reversing the jury verdict and related judgment of the trial court,
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and directed that judgment should be entered in our favor. Mycogen’'s subsequent motion for
rehearing has been denied and, on August 7, 2000, Mycogen filed a petition with the California
Supreme Court requesting that further appeal to that court should be granted. We have opposed the
discretionary appeal sought by Mycogen.

On October 22, 1996, Mycogen Corporation filed suit against old Monsanto, DEKALB Genetics
(subsequently acquired by us) and Delta and Pine Land in the U.S. District Court in Delaware
alleging infringement of two Bt-related patents. The jury trial concluded on February 3, 1998, with a
verdict in favor of all defendants. Mycogen’s patents were invalidated on the basis that we were a
prior inventor. On September 8, 1999, the district court issued a revised order that upheld the jury
verdict and ruled that Mycogen’s patents were invalid due to their prior invention and lack of
enablement. On December 6, 1999, Mycogen filed an appeal in the Court of Appeals for the Federal
Circuit and oral argument on the appeal is scheduled for November 16, 2000.

On March 27, 1997, Pioneer filed an action against old Monsanto claiming unspecified
damages, which was transferred to the U.S. District Court for the Eastern District of Missouri, alleging
contractual breach by Monsanto and license rights to certain DEKALB Genetics corn transformation
patents that DEKALB Genetics has asserted against Pioneer in litigation (see the Rockford Litigation
discussed below). The court denied and dismissed all of Pioneer’s license claims but retained
jurisdiction to consider a counterclaim asserted by Monsanto alleging that Pioneer had breached a
1993 license agreement for Bt corn technology under which Pioneer now sells YieldGard insect-
resistant corn. Monsanto asserted the license should be terminated in view of Pioneer’s breaches.
On July 28, 2000, the court found that Pioneer had breached the 1993 license agreement in several
respects, including the stacking of the licensed technology together with other traits. On August 24,
2000, a jury determined that five independent contract breaches by Pioneer were material. Under the
terms of the 1993 license, if a material breach occurs, the non-breaching party may request
termination of the agreement. In addition to that remedy, which will be addressed in the post-trial
remedy phase of the case, Monsanto has filed a request for bifurcated trial seeking monetary
damages for pre-termination sales by Pioneer and motions for further equitable relief associated with
Pioneer’s misuse of technology as established through jury trial. Monsanto and Pioneer have
announced that the current YieldGard product sold by Pioneer will remain available to farmers under
a royalty bearing license with Monsanto, final terms of which have not yet been set. Pioneer has
stated that it will appeal the jury verdict.

On November 20, 1997, Aventis filed suit in the U.S. District Court in North Carolina against old
Monsanto and DEKALB Genetics alleging that because DEKALB Genetics failed to disclose a
research report involving the testing of plants to determine glyphosate tolerance, Aventis was
induced by fraud to enter into a 1994 license agreement relating to technology incorporated into a
specific type of herbicide-tolerant corn. Aventis also alleged that DEKALB Genetics did not have a
right to license, make or sell products using Aventis technology for glyphosate resistance under the
terms of the 1994 agreement. On April 5, 1999, the trial court rejected Aventis’s claim that the
contract language did not convey a license. Jury trial of the fraud claims ended April 22, 1999, with a
verdict for Aventis and against DEKALB Genetics. The jury awarded Aventis $15 million in actual
damages and $50 million in punitive damages. The trial was bifurcated to allow claims for patent
infringement and misappropriation of trade secrets to be tried before a different jury. Jury trial on
these claims ended June 3, 1999, with a verdict for Aventis and against DEKALB Genetics. The
district court had dismissed old Monsanto from both phases of the trial prior to verdict on the legal
basis that it was a bona fide licensee of the corn technology. On or about February 8, 2000, the
district court affirmed both jury verdicts against DEKALB Genetics, and enjoined DEKALB Genetics
from future sales of the specific type of herbicide-tolerant corn involved in the agreement (other than
materials held in DEKALB's inventory on June 2, 1999). Judgment was entered March 10, 2000. On
March 8, 2000, Aventis filed with the Court of Appeals for the Federal Circuit its notice to appeal
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certain district court rulings that denied claims for further equitable relief against us. DEKALB
Genetics has also filed an appeal of the jury verdict with the U.S. Court of Appeals for the Federal
Circuit, and submitted its initial appellate brief on July 31, 2000. We, our licensees and DEKALB
Genetics (to the extent permitted under the district court’'s order and an agreement with Aventis)
continue to sell the specific type of herbicide-tolerant corn pursuant to a royalty-bearing agreement
with Aventis, entered prior to the June 3, 1999 jury verdict. In addition, we and DEKALB Genetics
have announced our intention, as of 2001, to replace this specific type of herbicide-tolerant corn with
new technology not associated with Aventis’s claims in this litigation. The district court held an
advisory jury trial which ended with a verdict in favor of Aventis on September 1, 2000, regarding
claims that certain employees of Aventis should be named as “co-inventor” on two patents issued to
DEKALB Genetics. No monetary relief was sought. DEKALB Genetics continues to deny that Aventis
employees should be named as “co-inventor” on the two patents since those individuals made no
inventive contribution. The parties have submitted proposed findings of fact and conclusions of law
on the verdict. DEKALB will appeal any final decision or judgment.

On October 28, 1998, Pioneer filed two related lawsuits seeking injunctive relief and unspecified
damages against DEKALB Genetics and Asgrow, another of our subsidiaries, in the U.S. District
Court in lowa alleging misappropriation of Pioneer trade secrets related to corn breeding. On October
8, 1999, Pioneer added us and the prior owners of DEKALB Genetics and Asgrow (Pfizer Inc. and
The Upjohn Company, respectively) as defendants in the litigation. In addition to state law trade
secret misappropriation claims, Pioneer alleges Lanham Act and patent law violations. Pioneer also
asserts that the defendants have violated an unspecified contractual obligation not to conduct
breeding using Pioneer germplasm. On July 17, 1999, the court denied without prejudice the
defendants’ motions to dismiss the initial trade secret claims. On January 4, 2000, the district court
allowed Pioneer to amend its claims to assert that the defendants infringed its patents. Pursuant to
agreement of the parties dated June 1, 2000, the parties entered into a partial settlement agreement
that will dismiss a portion of Pioneer’s claims against old Monsanto, DEKALB Genetics and Asgrow.
The stipulation for dismissal of this claim has not yet been filed with the court.

On November 30, 1999, old Monsanto filed suit against Pioneer in the U.S. District Court for the
Eastern District of Missouri to terminate a technology license for glyphosate tolerant soybeans and
canola granted by it to Pioneer, on the ground that Pioneer had improperly assigned the license in
connection with its merger with DuPont. Old Monsanto alleges that the assignment resulted in
unauthorized sales, and therefore infringed old Monsanto’s patents and violated its trademark rights.
On June 27, 2000, the court held that Pioneer had assigned our intellectual property license in
connection with the merger, and denied Pioneer’s motion to dismiss the complaint. A jury trial is set
to commence in March 2001.

On December 22, 1999, Mycogen Plant Sciences, Inc. filed a patent suit seeking injunctive
relief and unspecified damages against our subsidiary Monsanto Australia Limited, and against
DeltaPine Australia Limited, in the Federal Court of Australia, Victoria District Registry. The suit
alleges that we have infringed two of Mycogen Plant Science’s Australian patents associated with Bt
technology. These patents are Australian counterparts to patents and inventions found invalid in other
jurisdictions.

On March 27, 2000, DuPont filed a suit against old Monsanto in the U.S. District Court for the
District of South Carolina, seeking unspecified damages and injunctive relief for alleged violations of
federal antitrust acts and state law in connection with glyphosate-related business matters. The
complaint asserts that a DuPont herbicide product has not been successfully introduced into the
marketplace due to alleged anticompetitive practices that have enhanced our sales of Roundup
herbicide and Roundup Ready cotton. DuPont has sought leave to amend its complaint to add a
cause of action based upon an alleged violation of the Lanham Act relating to some of our
advertising campaigns. Old Monsanto entered into a glyphosate supply agreement with DuPont in
December 1999. A jury trial is scheduled to commence in October 2001.

81



On March 30, 2000, DuPont filed a suit against old Monsanto and Asgrow in the U.S. District
Court for Delaware, seeking damages and equitable relief including the divestiture of Asgrow by
Monsanto for alleged violations of federal antitrust acts and state law in connection with glyphosate-
tolerant soybean business matters. The complaint asserts that Asgrow breached certain contract
obligations and that old Monsanto tortiously interfered with those obligations, and as a consequence
DuPont is asserting previously resolved claims that Asgrow misappropriated intellectual property of
DuPont. The complaint also alleges that Asgrow’s actions improperly accelerated old Monsanto’s
development of glyphosate-tolerant soybeans. DuPont has sought leave to amend its complaint to
add a cause of action based upon an alleged violation of the Lanham Act relating to some of our
advertising campaigns. Monsanto has filed to dismiss the lawsuit based on statute of limitations and
estoppel.

Enforcement of DEKALB Genetics’ Patents

DEKALB Genetics, which we acquired in December 1998, has filed legal actions to enforce its
patents. On April 30, 1996, DEKALB Genetics filed patent infringement actions in the U.S. District
Court for the Northern District of lllinois against Pioneer, Mycogen Corporation and two of Mycogen'’s
subsidiaries, and on August 27, 1996, against several Hoechst Schering AgrEvo GmbH entities
(these actions are referred to as the “Rockford Litigation™). The suits relate to DEKALB Genetics’
patents involving herbicide-resistant and/or insect-resistant fertile, transgenic corn. In particular, the
DEKALB Genetics patents cover:

« fertile, transgenic corn plants expressing genes encoding Bt insecticidal proteins;

» the microprojectile method for producing fertile, transgenic corn plants covering a bar or pat
gene, as well as the production and breeding of progeny of such plants;

* methods of producing either herbicide-resistant or insect-resistant transgenic corn; and

« transgenic corn plants containing a bar or pat gene (all lawsuits related to this patent have
been stayed pending resolution of an interference proceeding at the U.S. Patent and
Trademark Office).

In each case, DEKALB Genetics has asked the court to determine that infringement has occurred, to
enjoin further infringement and to award unspecified compensatory and exemplary damages. By
order dated June 30, 1999, a special master construed the patent claims in a manner largely in
accord with the position of DEKALB Genetics. The judge has adopted the findings of the special
master and appointed a settlement mediator to conduct discussions among the parties. Jury trials on
certain of DEKALB Genetics’ patent claims are set to commence January 3, 2001 against Mycogen
and February 12, 2001 against Pioneer.

On July 2, 1999, DEKALB Genetics sued Pioneer in the U.S. District Court for the Northern
District of lllinois in a patent interference action to declare that DEKALB Genetics was the first
inventor of the microprojectile method of producing fertile transgenic corn. The court has denied
Pioneer’s motion to dismiss. On July 30, 1999, DEKALB Genetics moved to consolidate this suit with
the remainder of the Rockford Litigation for purposes of trial, but the request has been provisionally
denied.

On November 23, 1999, Pioneer sued old Monsanto, DEKALB Genetics and Novartis Seeds,
Inc. in the U.S. District Court for the Eastern District of lowa for alleged infringement of Pioneer’s
patent pertaining to the microprojectile transformation of corn. This suit has been transferred at old
Monsanto’s request to the U.S. District Court for the Northern District of Illinois for consolidated
treatment with the Rockford Litigation. On the same date, DEKALB Genetics filed an interference
action in the U.S. District Court for the Northern District of lllinois seeking a declaration that DEKALB
Genetics was the first inventor of the microprojectile method of producing fertile transgenic corn and
the related suits have been assigned to that court for disposition.
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Grower Lawsuits

On November 8, 1999, a class action lawsuit claiming unspecified damages was filed against
old Monsanto in the U.S. District Court for the Northern District of Mississippi by a single plaintiff
purporting to represent a class of purchasers of genetically modified soybeans that contain our
patented technology. The complaint asserted claims under the Racketeer Influenced and Corrupt
Organizations Act and various antitrust acts, and claims for breach of contract. The plaintiffs seek an
award of antitrust damages, treble damages, compensatory damages and attorneys’ fees. On June
21, 2000, the case was transferred to the U.S. District Court for the Eastern District of Missouri. On
July 28, 2000, plaintiff filed a motion for leave to amend his complaint to withdraw all antitrust and
RICO claims and class action allegations. Plaintiff's only remaining claim relates to performance of
products that he purchased.

On December 14, 1999, a class action lawsuit claiming unspecified damages was filed against
old Monsanto in the U.S. District Court for the District of Columbia by six farmers purporting to
represent a class composed of purchasers of genetically modified soybean and corn seed and
growers of non-genetically modified soybean and corn seed. The complaint alleges that we violated
various antitrust laws and unspecified international laws through our patent license agreements,
breached an implied warranty of merchantability and violated unspecified consumer fraud and
deceptive business practices laws in connection with the sale of genetically modified seed. The
plaintiffs seek declaratory and injunctive relief in addition to antitrust, treble, compensatory and
punitive damages and attorneys’ fees. Old Monsanto filed a motion to dismiss this lawsuit with
prejudice, and on March 7, 2000, plaintiffs filed a motion to voluntarily dismiss without prejudice. On
May 21, 2000, this case was transferred to the U.S. District Court for the Southern District of lllinois
and Monsanto has filed to transfer the litigation to the U.S. District Court for the Eastern District of
Missouri.

On February 14, 2000, a class action lawsuit claiming unspecified damages was filed against
old Monsanto in the U.S. District Court for the Southern District of lllinois by five farmers purporting
to represent various classes of farmers. The complaint alleges claims virtually identical to those in
the Mississippi and District of Columbia cases. We have filed to dismiss and transfer the litigation to
the U.S. District Court for the Eastern District of Missouri.

Proceedings Related to Delta and Pine Land Company

On December 30, 1999, following old Monsanto’s announcement that it had withdrawn its filing
for U.S. antitrust clearance of the proposed merger with Delta and Pine Land in light of the
Department of Justice’s unwillingness to approve the transaction on commercially reasonable terms,
two alleged holders of Delta and Pine Land common stock filed a derivative and class action lawsuit
against old Monsanto, Delta and Pine Land and members of the Delta and Pine Land board of
directors in the Delaware Court of Chancery. Plaintiffs allege that Delta and Pine Land has been
harmed by the termination of the effort to complete the merger and that the individual defendants
have a continuing duty to seek a value-maximizing transaction for the stockholders, and requested
unspecified compensatory damages, costs, disbursements and fees. On January 18, 2000, Delta and
Pine Land reinstituted a suit against old Monsanto in the Circuit Court of the First Judicial District of
Bolivar County, Mississippi, seeking unspecified compensatory damages for lost stock market value
of not less than $1 billion, as well as punitive damages, resulting from our alleged failure to exercise
reasonable efforts to complete the merger. The parties have agreed that following the dismissal of
certain shareholder litigation initiated against Delta and Pine Land and Monsanto in Delaware, all
remaining litigation between the companies will proceed in Mississippi.
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Other Legal Proceedings

Since the 1984 termination of the class action litigation against various manufacturers, including
old Monsanto, of the herbicide Agent Orange used in the Vietham war, old Monsanto has
successfully defended against various lawsuits associated with the herbicide’s use. A few matters
remain pending, including three separate actions, now consolidated, filed against old Monsanto and
The Dow Chemical Company in Seoul, Korea in October 1999. Approximately 13,760 Korean
veterans of the Vietham war allege they were exposed to, and suffered injuries from, herbicides
manufactured by the defendants. The complaints fail to assert any specific causes of action, but seek
damages of 300 million won (approximately $250,000) per plaintiff. Pharmacia is also subject to
ancillary actions in Korea, including a request for provisional relief pending resolution of the main
lawsuit. On December 2, 1999, plaintiffs filed a class action lawsuit against old Monsanto and five
other herbicide manufacturers in the U.S. District Court for the Eastern District of Pennsylvania. The
plaintiffs purport to represent a class of over 9,000 Korean and 1,000 U.S. service persons allegedly
exposed to the herbicide Agent Orange and other herbicides sprayed from 1967 to 1970 in or near
the demilitarized zone separating North Korea from South Korea. The complaint does not assert any
specific causes of action or demand a specified amount in damages. The Judicial Panel on
Multidistrict Litigation has granted transfer of the case to the U.S. District Court for the Eastern
District of New York for coordinated pretrial proceedings as part of In re “Agent Orange” Product
Liability Litigation, which is the multidistrict litigation proceeding established in 1977 to coordinate
Agent Orange-related litigation in the United States.

We are involved in other legal proceedings arising in the ordinary course of our business. While
the results of litigation cannot be predicted with certainty, we do not believe that the resolution of the
proceedings that we are involved in, either individually or taken as a whole, will have a material
adverse effect on our financial position, profitability or liquidity.
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MANAGEMENT

Directors and Executive Officers

Set forth below is information concerning our directors and executive officers. Unless otherwise
indicated, each position was with Monsanto or its predecessor. In addition, within three months
following this offering, we intend to add an additional director who is unaffiliated with Pharmacia.
Ages are as of September 21, 2000.

Name Age  Position(s)

Frank V. AtLee Il ................. 60 Chairman of the Board and Director

Hendrik A. Verfaillie ............... 55 President, Chief Executive Officer and Director

Hakan Astrom .................... 53 Director

Christopher J. Coughlin ............ 48 Director

Michael Kantor ................... 61 Director

C. Steven McMillan. . .............. 54 Director

William U. Parfet. . ................ 53 Director

JohnS.Reed .................... 61 Director

Martin E. Blaylock . . ............... 59 Vice President, Manufacturing

CarlCasale ...................... 39 Vice President, North America

Terrell K. Crews .................. 44 Executive Vice President and Chief Financial Officer
Steven L. Engelberg . . ............. 58 Senior Vice President, Government Affairs

Robert T. Fraley, Ph.D. ............ 47 Executive Vice President and Chief Technology Officer
Hugh Grant .............. ... .... 42 Executive Vice President and Chief Operating Officer
Janet M. Holloway ................ 46 Chief Information Officer

R. Williamide Il .................. 60 Senior Vice President, Secretary and General Counsel
Cheryl Morley .................... 45 President of Animal Agricultural Group

John M. Murabito ................. 41  Senior Vice President, Human Resources

Frank V. AtLee lll has served as chairman of our board of directors since June 2000. Mr. AtLee
has served as president of American Cyanamid Company and chairman of Cyanamid International
from 1993 until his retirement in January 1995. Mr. AtLee is a director of Takeda Italia Farmaceutici
S.p.A.

Hendrik A. Verfaillie has served as our President and Chief Executive Officer and as one of
our directors since February 2000. From 1997 to March 2000, Mr. Verfaillie served as President of
old Monsanto. From 1999 to March 2000, Mr. Verfaillie also served as Chief Operating Officer of old
Monsanto. From 1995 to 1997, Mr. Verfaillie served as Executive Vice President and Advisory
Director of old Monsanto. Mr. Verfaillie has served in a variety of management positions since he
joined old Monsanto in 1976.

. Hakan Astrom has served as one of our directors since June 2000. Since March 2000,
Mr. Astrdm has served as Senior Vice Presigent, Corporate Strategy and Investor Relations of
Pharmacia. From 1995 to March 2000, Mr. Astrém was Senior Vice Presigent, Corporate Strategy
and Investor Relations of Pharmacia & Upjohn. Since January 1999, Mr. Astrém has served as
Chairman and Managing Director of Pharmacia & Upjohn AB. Since 1995, Mr. Astrom has been
responsible for Corporate Strategy and Investor Relations of Pharmacia & Upjohn AB.

Christopher J. Coughlin has served as one of our directors since March 2000. Since March
2000, Mr. Coughlin has served as Executive Vice President and Chief Financial Officer of Pharmacia.
From 1998 to March 2000, Mr. Coughlin served as Executive Vice President and Chief Financial
Officer of Pharmacia & Upjohn. From 1997 to 1998, Mr. Coughlin served as the President of Nabisco
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International. From 1996 to 1998, Mr. Coughlin was the Executive Vice President of Nabisco
Holdings Corp. and of Nabisco Inc. and from 1996 to 1997, he also served as Chief Financial Officer
of these companies. From 1995 to 1996, Mr. Coughlin worked as a consultant.

Michael Kantor has served as one of our directors since June 2000 and has been a director of
old Monsanto or Pharmacia since 1997. Since 1997, Mr. Kantor has been a partner at the law firm
Mayer, Brown & Platt. From 1996 to 1997, Mr. Kantor served as the U.S. Secretary of Commerce.
Prior to becoming Secretary of Commerce, from 1993 to 1996, Mr. Kantor served as the U.S. Trade
Representative. In 1992, Mr. Kantor was the national chairman for the Clinton/Gore presidential
campaign. From 1975 to 1992, Mr. Kantor was a partner at the law firm Manatt, Phelps, Phillips and
Kantor.

C. Steven McMillan has served as one of our directors since June 2000 and has been a
director of Pharmacia & Upjohn or Pharmacia since 1998. Effective July 1, 2000, Mr. McMillan
became President and Chief Executive Officer of Sara Lee Corporation. In March 1997, Mr. McMillan
became President of Sara Lee and, in December 1997, became its Chief Operating Officer. From
1993 to 1997, Mr. McMillan was an Executive Vice President of Sara Lee. Mr. McMillan is a director
of Sara Lee and Dynergy Inc.

William U. Parfet has served as one of our directors since June 2000 and has been a director
of Pharmacia & Upjohn or Pharmacia since 1995. Since 1995, Mr. Parfet has been Co-Chairman of
MPI Research, LLC. From 1993 to 1996, Mr. Parfet served as President and Chief Executive Officer
of Richard Allan Medical Industries. Mr. Parfet is a director of CMS Energy Corporation, the Financial
Accounting Foundation, Stryker Corporation and Sybron International.

John S. Reed has served as one of our directors since June 2000 and has been a director of
old Monsanto or Pharmacia since 1985. From 1998 to April 2000, Mr. Reed was the Chairman and
Co-Chief Executive Officer of Citigroup Inc. From 1984 to 1998, Mr. Reed served as Chairman and
Chief Executive Officer of Citicorp and Citibank, N.A. Mr. Reed is a director of Philip Morris
Companies, Inc. Mr. Reed also is a member of The Business Council.

Martin E. Blaylock has served as our Vice President, Manufacturing since February 2000 and
held the same position at old Monsanto since 1995. Mr. Blaylock joined old Monsanto in 1962.

Carl Casale has served as Vice President, North America since August 2000. From July 2000
to August 2000, Mr. Casale served as our North American Business Lead. From July 1998 to March
2000, Mr. Casale was Managing Director, U.S. Ag for old Monsanto. From October 1996 to July
1998, Mr. Casale served as Director, Marketing for Ceregen, a business unit of old Monsanto. From
October 1995 to July 1996, Mr. Casale also held the position of Director, Channel Strategy of old
Monsanto. From 1994 to 1995, Mr. Casale served as Western Region Sales Director of old
Monsanto. Mr. Casale joined old Monsanto in 1984 as a sales representative for the Agricultural
Group in Walla Walla, Washington.

Terrell K. Crews has served as Executive Vice President since August 2000 and as our Chief
Financial Officer since February 2000. From July 1999 to March 2000, Mr. Crews was Chief Financial
Officer of the Agricultural Sector of old Monsanto. From December 1998 to July 1999, Mr. Crews
served as Global Finance Lead for the Global Seed Group of old Monsanto. From June 1997 to
December 1998, Mr. Crews served as the General Auditor and, prior to that, was the Finance Lead
for the Asia Pacific region of old Monsanto. Mr. Crews served in a variety of other accounting and
finance positions since he joined old Monsanto in 1977.

Steven L. Engelberg has served as Senior Vice President, Government Affairs since August
2000. From June 2000 to August 2000, Mr. Engelberg served as our Global Government and Public
Affairs Lead and a member of the Life Sciences Business Team. From January 1996 to March 2000,
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Mr. Engelberg served as Senior Vice President of old Monsanto. From January 1994 to January
1996, Mr. Engelberg served as Corporate Vice President, Worldwide Government Affairs of old
Monsanto.

Robert T. Fraley, Ph.D., has served as Executive Vice President since August 2000 and as our
Chief Technology Officer since February 2000. From 1997 to March, 2000, Dr. Fraley served as Co-
President of the Agricultural Sector of old Monsanto. From 1995 to 1997, Dr. Fraley served as
President of Ceregen, a business unit of old Monsanto. Dr. Fraley has served in a variety of research
positions since he joined old Monsanto in 1980. Dr. Fraley is a board member of Renessen, a joint
venture between Cargill and our company, which develops and produces products for the food
industry.

Hugh Grant has served as Executive Vice President since August 2000 and as our Chief
Operating Officer since February 2000, and from March to June 2000, served as one of our directors.
From 1998 to March 2000, Mr. Grant served as Co-President, Agricultural Sector of old Monsanto.
From 1995 to 1998, Mr. Grant served as General Manager of the Agricultural Sector for Southeast
Asia, Australia, New Zealand and South Korea. From 1996 to 1998, Mr. Grant also served as
Managing Director for all our business units in Southeast Asia.

Janet M. Holloway has served as Chief Information Officer for Monsanto and its predecessor
since 1999. From 1997 to 1999, Ms. Holloway was Co-Lead, IT of the Agricultural Sector of old
Monsanto. From 1995 to 1997, Ms. Holloway served as Director, IT of old Monsanto’s Crop
Protection business. Ms. Holloway has held a variety of positions since she joined old Monsanto in
1984.

R. William Ide IIl has served as Senior Vice President since August 2000, as our General
Counsel since June 2000 and as our Secretary since February 2000. From February 2000 to June
2000, Mr. Ide served as Vice President. From 1996 to March 2000, Mr. Ide served as Senior Vice
President, General Counsel and Secretary of old Monsanto. From 1993 to 1996, Mr. Ide was a
partner at the law firm Long, Aldridge & Norman. From 1993 to 1994, Mr. Ide served as the President
of the American Bar Association.

Cheryl Morley has served as President of the Animal Agricultural Group of Monsanto and its
predecessor since 1997. From 1995 to 1997, Ms. Morley was responsible for leading the strategic
planning and commercial development efforts of the Animal Agriculture Group of old Monsanto. Ms.
Morley joined old Monsanto in 1983. She is a director of the Animal Health Institute.

John M. Murabito has served as Senior Vice President, Human Resources since August 2000.
From June 2000 to August 2000, Mr. Murabito served as Vice President, Human Resources. From
March 2000 to June 2000, Mr. Murabito served as our Global Human Resources Leader. From 1998
to March 2000, Mr. Murabito served as the Human Resources Team Leader for the Agricultural and
Nutrition Sectors of old Monsanto. From 1997 to 1998, Mr. Murabito served as Human Resources
Operations Team Leader of old Monsanto. From 1995 to 1997, Mr. Murabito was Group Vice
President, Human Resources for Frito-Lay Companies Eastern U.S. Division.

Board Structure and Compensation

Compensation

In addition to receiving at the time of the offering a grant of options to purchase 10,000 shares
of our common stock under the 2000 Plan (discussed below), each of our directors who is not an
employee of Pharmacia or us will receive an annual retainer pursuant to the Director Plan (discussed
below) having a value of $110,000, with an additional $10,000 paid to each committee chair and an
additional $40,000 paid to the chairman of our board of directors. Half of this compensation will be
payable in deferred stock, and the remainder will be payable in the form of non-qualified stock
options, restricted common stock, deferred common stock, current cash and/or deferred cash, at the
election of each director.
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We have entered into a consulting agreement with Frank V. AtLee covering the period
beginning on June 22, 2000 through the annual meeting of our shareholders occurring in 2003.
Under this agreement, Mr. AtLee has agreed to provide us with consulting services as requested by
our board or our chief executive officer, including advice regarding policies, long-term strategies and
general business and industry issues.

Under this agreement, Mr. AtLee will earn a consulting fee of $400,000 per year, less the
amount of his retainer fees that he receives as a member of the Board. We will pay this fee to him at
the termination of the consulting term, with interest at the Moody’s Baa Bond Index Rate, or under
any deferred compensation plan that may be provided to our directors, except as noted below. We
will also reimburse Mr. AtLee for expenses he incurs in providing his consulting services.

If the consulting term is terminated before our 2003 annual meeting as a result of his death or
permanent disability, or by us other than as a result of his breach of the agreement, we will pay Mr.
AtLee the fee he would have earned through the date of our 2003 annual meeting in a lump-sum
payment.

Governance Provisions

On certain matters with significant financial or strategic consequences, a supermajority approval
by at least 80% of our directors is required. These matters include:

 transactions, capital expenditures, additional debt or other non-ordinary course financial
commitments, including litigation settlements, valued at $100 million or more, other than
matters already approved as part of our annual operating or capital budgets;

+ any issuance or repurchase of equity securities or other equity interests, except pursuant to
employee stock options or stock appreciation rights or under compensation plans approved
by our board of directors, unless the aggregate amount of equity interests issued or
repurchased since this offering without supermajority approval would not exceed one percent
of our common stock outstanding on the date of such proposed issuance or repurchase;

 approval of our annual operating and capital budgets and annual strategic plan;
 selection, compensation and removal of our Chief Executive Officer;
+ any change in the size of our board of directors; and

 any certificate of incorporation or bylaw amendments.

After such time that Pharmacia owns less than 50% of our common stock, no supermajority
approval will be required for the items listed above.

Committees

Our board of directors has the following six committees: (1) executive, (2) audit and finance,
(3) people, (4) pricing, (5) public policy and (6) science & technology. The membership and function
of each committee are described below. Our entire board of directors acts on nominations for
directors, and therefore we do not have a nominating committee.

Executive Committee. Messrs. AtLee, Coughlin and Verfaillie are members of our executive
committee. Our executive committee has the powers of our board of directors in directing the
management of our business and affairs in the intervals between meetings of our board of directors
(except for certain matters otherwise delegated by our board of directors, or which by statute, our
certificate of incorporation or our bylaws are reserved for our entire board of directors). Actions of the
executive committee are reported at the next regular meeting of our board of directors.
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Audit and Finance Committee. Messrs. McMillan, Parfet and Reed are members of our audit
and finance committee. Our audit and finance committee assists our board of directors in fulfilling its
responsibilities to oversee our accounting, auditing and financial reporting practices, internal control
policies and procedures and corporate compliance policies. The audit and finance committee
recommends to our board of directors the selection of our independent auditors; reviews our annual
financial statements and discusses them with our auditors and our internal financial staff prior to their
submission to our board of directors; reviews the independence of the independent accountants
conducting the audit; reviews the services provided by the independent accountants; reviews the
scope of our internal audit program; discusses with our management and the auditors our accounting
system and related systems of internal control; reviews our compliance programs; and consults, as it
deems necessary, with the independent accountants, internal auditors and our internal financial staff.
The audit and finance committee recommends the annual operating and capital budgets, long-range
plans and financing plans to our board of directors.

People Committee. Mr. McMillan is a member of our people committee and we expect to
name to our people committee the additional director to be added to our board after this offering. Our
people committee recommends to our board of directors the establishment and modification of our
management incentive plans and corporate governance practices. Our people committee administers
and interprets our management incentive plans and approves the establishment, modification, and
termination of other compensation and benefit plans and agreements. Our people committee reviews
plans for executive succession, determines the salaries of all our executive officers and monitors our
performance as it affects employees, including issues such as diversity and morale.

Pricing Committee. Messrs. AtLee, Coughlin, McMillan, Reed and Verfaillie are members of
our pricing committee. Our pricing committee has authorized the issuance and sale of our common
stock in this offering. The pricing committee has determined the initial public offering price, the
number of shares of our common stock to be offered and sold in this offering and underwriters’
discounts and commissions. The pricing committee may take all such other actions in connection
with this offering as the board of directors could take.

Public Policy Committee. Messrs. Astrém, Kantor and Reed are members of our public
policy committee. Our public policy committee reviews and monitors our performance as it affects
communities, customers and the environment. Our public policy committee also identifies and
investigates emerging issues that will affect our impact on society, including public acceptance of
biotechnology.

Science and Technology Committee. Messrs. Coughlin and Kantor are members of our
science and technology committee. Our science and technology committee reviews and monitors our
science and technology initiatives in areas such as information technology, technological programs,
research and agricultural biotechnology. Our science and technology committee also identifies and
investigates significant emerging science and technology issues.
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Stock Ownership of Directors and Executive Officers

The following table sets forth the options to purchase Monsanto common stock, the Pharmacia
common stock and the options to purchase Pharmacia common stock held by our directors and
certain of our executive officers as of the date of this offering. The options to purchase Monsanto
common stock will be granted as of the date of this offering at an exercise price equal to the initial
public offering price. The information relating to Pharmacia common stock and options to acquire
Pharmacia common stock is as of September 15, 2000.

Number of

Shares of Shares of

Shares of Pharmacia Pharmacia

Monsanto Common Common Common

Stock Underlying Stock Stock
Options to Beneficially  Underlying
Name be Granted(1) Owned(2) Options
Number Percentage

Frank V. AtLee lll ........ ... ... ... ... .. ... 10,000 * 1,198 —
Hendrik A. Verfaillie (3) ........................... 1,066,670 * 232,002 1,057,032(4)
Hakan Astrom .. ........ o — * 12,353 385,180(5)
Christopher J. Coughlin . ....... ... ... ... ... .... — * 35,547 565,300(6)
Michael Kantor ........... ... ... ... ... ... ... ... 10,000 * 3,000 21,818(4)

C.Steven McMillan .. ............ ... .. . .. 10,000 * 6,000 —
Willam U. Parfet . . ......... ... ... .. . . 10,000 * 831,115(7) 10,170(4)
JohnS.Reed ....... ... ... . . . i 10,000 * 91,947 29,630(4)
Steven L. Engelberg (3) ....... ... .. i, 124,450 * 44,641 621,267(4)
Robert T. Fraley, Ph.D. (3) ........... ..., 391,120 * 54,121 337,662(4)
Hugh Grant (3) ... e 480,000 * 1,761 222,596(4)
R.WilliamIde 1 (3) ......... o — * 51,714 282,208(4)
All directors and executive officersasagroup .......... 3,001,160 1.2% 1,660,244 4,176,270(8)

*  Represents holdings of less than one percent.

(1) Options will vest during 2002 and 2003.

(2) Excludes options to acquire Pharmacia common stock, all of which are listed separately in the last column.

(3) Such officers participated in the old Monsanto premium stock option purchase program in 1999. Under this
program, the officers were granted an opportunity to purchase premium stock options from old Monsanto at
$7.77 per option with cash or through base salary or bonus reduction over a four-year period. Participating
officers also received an additional premium stock option grant in 1999. Both stock option grants have a
$75 exercise price per share of Pharmacia Common Stock. The total number of premium priced options
under contract (including the additional grant) are: Mr. Verfaillie, 139,768; Mr. Engelberg, 46,564; Dr. Fraley,
51,151; Mr. Grant, 49,874; and Mr. Ide, 44,003.

(4) All these options currently are exercisable.

(5) 322,180 of these options are currently exercisable. The balance becomes exercisable in three equal annual
tranches commencing June 1, 2001.

(6) 440,300 of these options are currently exercisable. The balance becomes exercisable in three equal annual
tranches commencing June 1, 2001.

(7) Includes 821,948 shares held by various trusts of which Mr. Parfet acts as trustee. Mr. Parfet disclaims
beneficial ownership of such shares.

(8) All of these options are currently exercisable, except as described in notes (5) and (6).

Certain Relationships and Related Transactions

Mr. Kantor is a partner at the law firm of Mayer, Brown & Platt, which provided services to old
Monsanto in 1999 and has been retained to provide services to Pharmacia, including the agricultural
business, in 2000.

Until his retirement in April 2000, Mr. Reed served as Chairman and Co-Chief Executive Officer
of Citigroup Inc., the parent company of Salomon Smith Barney Inc., an investment banking firm
which provided services to old Monsanto in 1999 and is providing services to Pharmacia in 2000,
including in connection with this initial public offering.

We have entered into a consulting agreement with Mr. AtLee that is described above under
“Board Structure and Compensation—Compensation.”
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Compensation

Our compensation plan is designed to motivate employees to deliver outstanding business
results by aligning their interests with those of our stockholders. Our people committee is charged
with approving the overall compensation plan for all employees, setting pay for executive officers,
administering our incentive plans, and making awards to executive officers under our incentive plans.
Compensation is variable and based on contributions and delivered results. Only when long-term
stockholder value is created will total compensation be at or near the top of the market.

Employee compensation for both executives and non-executives will consist of three basic
components: (1) base pay, (2) performance rewards and (3) benefits. Base pay is set to reflect the
external market value of the experiences and qualifications that an individual brings to his or her role
as well as the responsibilities of the individual. Base pay is targeted at the median of the market,
which includes representative companies from general industry, as well as the agriculture and biotech
industries. Performance rewards may include both an annual incentive bonus and long-term
incentives in the form of stock options or other awards. Benefits will be delivered through a flexible
menu of competitive benefits with the current plan design expected to remain in place through
December 2001.

Incentive Plans
Monsanto 2000 Management Incentive Plan

The material features of the Monsanto 2000 Management Incentive Plan, referred to as the
“2000 Plan,” are outlined below.

Authorized Shares. The total number of shares that may be delivered pursuant to awards
under the 2000 Plan and the Director Plan (discussed below) may not exceed the number that
equals 8.85% of the outstanding shares immediately after the initial public offering of the shares
assuming no exercise of the underwriters’ over-allotment option (subject to adjustment in the event of
a stock split, merger, consolidation, sale of assets, liquidation, spinoff, distribution of stock or assets
or other change in capitalization).

Administration. The 2000 Plan will be administered by our people committee, or another
committee of our board of directors, which will be composed of two or more non-employee directors.
The people committee may delegate the administration of the plan, except as it relates to those
officers subject to the reporting requirements of Section 16(a) of the Securities Exchange Act of 1934
or the limits on deductibility imposed by Section 162(m) of the Internal Revenue Code.
Determinations of our people committee or its delegate concerning any matter arising in connection
with the 2000 Plan are final, binding and conclusive on all interested parties.

Persons Eligible for Grants. Our people committee may grant awards under the 2000 Plan
to any of our directors and employees and to employees of Pharmacia or any affiliates of either
company. In any three-year period, the total number of shares for which awards may be made to any
one participant under the 2000 Plan cannot exceed 15% of the total number of shares for which
awards may be made under the 2000 Plan.

Company Options. Our people committee has broad authority to establish the terms and
conditions of the options granted under the 2000 Plan, including the ability to specify the employees
and directors who will be granted options and whether or not they will be incentive stock options
eligible for special tax treatment. Under the 2000 Plan, the exercise price of any option must be no
less than the fair market value, as defined in the 2000 Plan, of our common stock on the grant date.

The 2000 Plan permits our people committee to include various terms in the options in order to
enhance the linkage between stockholder and management interests. These include permitting
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participants to deliver shares of our common stock in payment of the exercise price, offering
participants the opportunity to elect to receive a grant of options instead of a salary increase or
bonus, offering participants the opportunity to purchase options, and making the exercise or vesting
of options contingent upon the satisfaction of performance criteria. The 2000 Plan also permits the
granting of dividend equivalent units in connection with option grants.

The 2000 Plan provides that the term of any option granted may not exceed 10 years and that
each option may be exercised for such period as may be specified by our people committee in the
grant of the option.

Options granted under the 2000 Plan are not transferable except by will, the laws of descent
and distribution, or upon the holder’s death pursuant to a beneficiary designation. All options may be
exercised during the holder’s lifetime only by the holder or the holder’s guardian or legal
representative.

In connection with this offering, we expect to grant options to our executive officers and
directors to purchase a total of approximately 1.2% of our shares of our common stock, including
grants of options to each of our non-employee directors to purchase 10,000 shares of our common
stock, effective as of the date of this offering at an exercise price equal to the initial public offering
price.

Amendment or Termination. Our people committee may amend or terminate the 2000 Plan
at any time, provided that no grants previously made under the plan are adversely affected without
the consent of the affected participants, except as a result of changes in law or other developments.
Amendments to change the number of shares authorized for use under the 2000 Plan must be
approved by our board of directors.

Stock Appreciation Rights. The 2000 Plan authorizes the grant of stock appreciation rights.
It is expected that stock appreciation rights will be granted primarily in lieu of options to employees
who are foreign nationals or are employed by us outside the United States, and who are precluded
from receiving stock options by virtue of local law, tax policy or custom or other reasons as
determined by our people committee.

Restricted and Unrestricted Shares. The 2000 Plan authorizes the grant of restricted or
unrestricted shares. Our people committee may set the terms and conditions of restricted stock
awards, including restrictions against sale, transfer or other disposition, and may make the lapse of
such restrictions contingent on the achievement of performance goals. Our people committee also
may grant an award of dividend equivalent units in connection with a restricted stock award.

Non-U.S. Participants. To accommodate differences in local law, tax policy or custom, awards
granted to employees who are not U.S. nationals or who are employed outside the United States
may be subject to special terms, conditions and documentation as provided by our people committee.
Our people committee may also grant substitutes for awards to non-U.S. employees.

Registration and Compliance with Applicable Law. If our people committee determines
under U.S. federal, state or local or foreign law or practice, that government approval or the
registration, qualification, or listing of shares of our common stock is desirable in connection with the
granting of awards or their exercise, or the purchase or receipt of shares pursuant to awards, no
shares pursuant to an affected award may be purchased or received before our people committee is
satisfied that the desired actions have been completed. Our people committee will not be required to
issue any shares of our common stock pursuant to an award before it has received all required
information and determined that such issuance is in compliance with all applicable laws and
securities exchange rules.
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Change of Control. The 2000 Plan provides that, unless our people committee determines
otherwise at the time of grant, all awards will vest, and any restrictions and other conditions
applicable to awards will lapse, if we undergo a change of control immediately following which
Pharmacia does not own more than 50% of our common stock. Similarly, unless our people
committee determines otherwise at the time of grant, such vesting will occur if a change of control of
Pharmacia occurs immediately following which it still owns more than 50% of our common stock, and
one of the following occurs within one year thereafter:

+ the award holder’'s employment is terminated without cause or by the award holder for good
reason,

» the employment of a majority of the members of our leadership team is terminated without
cause or for good reason,

» our headquarters is relocated by more than 35 miles, or a decision to effect such a relocation
is publicly announced, or

+ a decision is announced that Pharmacia will dispose of its majority ownership of our stock or
otherwise take steps that will result in a change of control of our company and such steps
have not been approved by a majority of our leadership team.

Such accelerated vesting could result in a participant’s being considered to receive “excess
parachute payments” (as defined in Section 280G of the Internal Revenue Code), which payments
are subject to a 20% excise tax imposed on the participant. If so, the participant would generally be
entitled to be made whole for such excise tax under our excess parachute tax indemnity plan, and
we would not be able to deduct the excess parachute payments or any such indemnity payments.

Monsanto Broad-Based Stock Option Plan

The material features of the Monsanto Broad-Based Stock Option Plan, referred to as the
“Monsanto Broad-Based Plan,” are outlined below.

Authorized Shares. The total number of shares that may be delivered pursuant to options
under the Monsanto Broad-Based Plan may not exceed the number that equals 1.05% of the
outstanding shares immediately after the initial public offering of the shares assuming no exercise of
the underwriters’ over-allotment option (subject to adjustment in the event of a stock split, merger,
consolidation, sale of assets, liquidation, spinoff, distribution of stock or assets or other change in
capitalization).

Administration. The Monsanto Broad-Based Plan will be administered by our people
committee, or another committee of our board of directors, which will be composed of two or more
non-employee directors. Our people committee may delegate the administration of the plan.
Determinations of our people committee or its delegate concerning any matter arising in connection
with the Monsanto Broad-Based Plan are final, binding, and conclusive on all interested parties.

Persons Eligible for Grant. Our people committee may grant options under the Monsanto
Broad-Based Plan to any of our employees and any employees of Pharmacia or any affiliate of either
company, other than officers subject to the reporting requirements of Section 16(a) of the Securities
Exchange Act or to the limits on deductibility imposed by Section 162(m) of the Internal Revenue
Code.

Company Options. Our people committee has broad authority to establish the terms and
conditions of the options granted under the Monsanto Broad-Based Plan, including the ability to
specify the employees who will be granted options. Under the Monsanto Broad-Based Plan, the
exercise price of any option must be no less than the fair market value, as defined in the Monsanto
Broad-Based Plan, of our common stock on the grant date. The term of options granted under the
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Monsanto Broad-Based Plan may not exceed 10 years, and each option may be exercised for such
period as may be specified by the people committee in the grant of the option.

Options granted under the Monsanto Broad-Based Plan are not transferable except by will, the
laws of descent and distribution or, upon the holder’s death pursuant to a written beneficiary
designation. All options may be exercised during the holder’s lifetime only by the holder or the
holder’s guardian or legal representative.

Amendment or Termination. The Monsanto Broad-Based Plan may be amended or
terminated by our people committee at any time, provided that no options previously granted are
adversely affected without the consent of the affected participant, except as a result of changes in
law or other developments. Amendments to change the number of shares authorized for use under
the Monsanto Broad-Based Plan must be approved by our board of directors.

Non-U.S. Participants. To accommodate differences in local law, tax policy or custom, options
granted to employees who are not U.S. nationals or who are employed outside the United States
may be subject to special terms, conditions, and documentation as provided by our people
committee. Our people committee may also grant substitutes for options to non-U.S. employees.

Registration and Compliance with Applicable Law. If our people committee determines,
under U.S. federal, state or local or foreign law or practice, that government approval or the
registration, qualification, or listing of shares is desirable in connection with the granting of options or
their exercise, no affected option will be exercisable before our people committee is satisfied that the
desired actions have been completed. Our people committee will not be required to issue any shares
of our common stock pursuant to the exercise of an option before it has received all required
information and determined that such issuance is in compliance with all applicable laws and
securities exchange rules.

Change of Control. The Monsanto Broad-Based Plan provides that unless our people
committee determines otherwise at the grant, all options will become exercisable in connection with a
change of control of Monsanto or Pharmacia on the same basis as described above for the 2000
Plan.

Non-Employee Director Equity Incentive Compensation Plan

The material features of the Monsanto Non-Employee Director Equity Incentive Compensation
Plan, referred to as the “Director Plan,” are outlined below.

Participation. Any of our directors who are not also our employees or employees of our
affiliates will participate in the Director Plan.

Authorized Shares. All options, deferred stock and restricted stock provided for under the
Director Plan will automatically be granted under the 2000 Plan, and will reduce the number of
shares available for awards under the 2000 Plan (subject to adjustment in the event of a stock split,
merger, consolidation, sale of assets, liquidation, spinoff, distribution of stock or assets or other
change in corporate capitalization).

Administration, Amendment and Termination. The Director Plan will be administered by a
committee consisting of our chief financial officer, our general counsel, and our corporate vice
president—human resources. The committee administering the Director Plan has broad authority to
interpret the plan. Both the committee and the board of directors have the ability to amend the
Director Plan, and the board of directors may terminate the plan at any time.

Deferred Stock. Deferred stock means shares of our common stock that are delivered at a
specified time in the future. Under the Director Plan, half of the annual retainer for each non-
employee director will automatically be paid in the form of deferred stock.
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Elective Amount. The half of each director’'s annual retainer that is not automatically paid in
deferred stock may be received in the form of nonqualified stock options, restricted common stock,
deferred common stock, current cash, and/or deferred cash, at the director’s election.

Options. Under the Director Plan, the exercise price of any stock option will be the fair market
value, as defined in the Director Plan, of our common stock on the grant date. The Director Plan also
provides that the term of any options granted will be 10 years. Options may be exercisable for a
shorter period as a result of a director’s death or termination of service.

Options granted under the Director Plan are not transferable except by will, the laws of descent
and distribution, or upon the holder’s death pursuant to a beneficiary designation. All options may be
exercised during the holder’s lifetime only by the holder or the holder’s guardian or legal
representative.

Restricted Stock. Restricted stock means shares of our common stock that vest in
accordance with specified terms after they are granted. Dividends and other distributions with respect
to restricted stock will be held in escrow to be delivered with the restricted stock as it vests.

Vesting of Options. Under the Director Plan, the options granted to a director for the term to
which the director was elected will vest in installments on the last day of each plan year, but only if
the director remains a member of the board of directors on that day, based on the percentage of the
term that is included in the plan year. When a director’s service terminates before the last day of a
plan year, a pro rata portion of the director’s options that otherwise would have vested on the last
day of the plan year will vest on the termination date, based on the percentage of the plan year that
elapsed before the termination date.

Vesting of Deferred Stock and Restricted Stock. Under the Director Plan, the deferred
stock and any restricted stock granted to a director for the term to which the director was elected will
vest in installments on the last day of each plan month, but only if the director remains a member of
the board of directors on that day, based on the percentage of the term that is included in the plan
month.

Cash. Under the Director Plan, any portion of a director’s annual retainer that is not paid in
the form of deferred stock, options or restricted stock will be paid in cash, either monthly during the
term or on a deferred basis, as elected by the director. Any deferred cash will be credited to a cash
account that will accrue interest at the average Moody’s Baa Bond Index Rate, as in effect from time
to time.

Phantom Share Agreements

We have entered into phantom share agreements with Pharmacia and each of Hendrik
Verfaillie, Hugh Grant, Robert Fraley and one other executive, pursuant to which each of these
executives has agreed to the termination of his change-of-control employment agreement with
Pharmacia as of the closing of this offering. Under the change-of-control employment agreements
that were triggered upon the merger of Pharmacia & Upjohn, Inc. with a wholly owned subsidiary of
old Monsanto on March 31, 2000, each of these executives would have been entitled to substantial
severance benefits from Pharmacia if his employment were terminated by his employer without
cause or by him for “good reason” during the three years following the merger. A termination for
“good reason” would have included a termination by the executive as a result of adverse changes in
the terms and conditions of his employment or for any reason during the 30-day period beginning on
the first anniversary of the merger. In connection with this offering, we have replaced these change-
of-control employment agreements with the phantom share agreements to provide these key
executives of our company with a more powerful incentive to remain with us for the long term and to
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build the value of our stock after the offering. The phantom share agreements were designed to
achieve these goals by providing incentive pay tied to the performance of our common stock,
generally conditioned upon the executives’ remaining employed by us or our affiliates through
October 1, 2002.

Each of the new phantom share agreements becomes effective upon the close of the offering,
at which time the executive’s current change-of-control employment agreement will be superseded.

At the time of the offering, we will credit to a phantom share account for the executive a number
of phantom shares of our common stock equal to the cash severance and value of benefits
continuation he would have received as a result of the termination of his employment under his
change-of-control employment agreement, divided by the offering price. The relevant amounts for the
named executive officers are as follows: Mr. Verfaillie, $7,231,000; Mr. Grant, $3,441,000; and
Mr. Fraley, $3,533,000. The phantom share account will also be credited periodically with deemed
dividends, which will be treated as reinvested in additional phantom shares, and will be adjusted as
appropriate for stock splits, mergers, and other corporate transactions affecting our common stock.

The phantom share account will generally vest on October 1, 2002, generally subject to:

» Achievement of the performance goal specified in the phantom share agreements that we
have positive net income for 2001; and

» The executive remaining employed by us or our affiliates through October 1, 2002.

The phantom share account will also vest if:

» The executive’'s employment is terminated before December 31, 2001, without cause, for
good reason, or because of death or disability, whether or not the performance goal has
been met.

» The executive’'s employment is terminated on or after December 31, 2001 without cause, for
good reason, or because of death or disability and the performance goal has been met.

In addition, the phantom shares will vest upon a change of control of our company or following
a change of control of Pharmacia under the same circumstances as those described above for the
vesting of awards under the 2000 Plan.

Payment of the value of the phantom shares held in the account will be made to the executive
within 30 days after the last to occur of:

» Vesting of the account;

* The date our people committee certifies achievement of the performance goal if such
certification is a condition to vesting; and

» Date of shareholder approval.

We plan to seek shareholder approval of the material terms and conditions of the phantom
share agreements (including the performance goal) at the 2001 annual meeting of our shareholders,
for purposes of exempting the phantom shares from the deduction limitation of Section 162(m) of the
Internal Revenue Code. If shareholder approval is not obtained, no payments would be made, unless
there were a change of control before the 2001 annual meeting. Pharmacia, by signing the phantom
share agreements, has approved their material terms and conditions and agreed to vote its shares in
favor of the phantom share agreements at the 2001 annual meeting.

Change-of-Control Employment Agreements

We have entered into change-of-control employment agreements with 21 key executives. These
agreements have terms that initially end on June 30, 2001 and are automatically extended one year
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at a time, unless we give the executive a notice that no extension will occur. If a change of control of
Monsanto occurs during the term of an agreement, or if a change of control of Pharmacia occurs
during the term at a time when Pharmacia owns more than 50 percent of our common stock, then
the agreement becomes operative for a fixed three-year period.

The agreements provide generally that the executive’s terms and conditions of employment,
including position, location, compensation and benefits, will not be adversely changed during the
three-year period after such a change of control. If, during this three-year period, we terminate the
executive's employment other than for cause, death or disability, or the executive terminates for good
reason, or if we terminate the executive’'s employment without cause in connection with or in
anticipation of a change of control, the executive is generally entitled to receive:

+ a specified multiple of the executive’s annual base salary plus an annual bonus amount and
an amount to reflect our employer matching contributions under various savings plans,

» accrued but unpaid compensation,
+ continued welfare benefits for a specified number of years,

» alump sum payment having an actuarial present value equal to the additional pension
benefits the executive would have received if he or she had continued to be employed by us
for a specified number of years,

« if the executive has reached age 50 at the conclusion of a specified nhumber of years
following employment termination, receipt of lifetime retiree medical benefits, and

 outplacement benefits.

The specified multiple and the specified number of years is three for our named executive officers,
and two for all other executives. In addition, the executive is generally entitled to receive a payment
in an amount sufficient to make him or her whole for any federal excise tax on excess parachute
payments.

Messrs. Blaylock, Engelberg and Ide are parties to change-of-control employment agreements
with Pharmacia, which provide similar benefits to those described above. These agreements became
effective on March 31, 2000, when the merger involving old Monsanto and Pharmacia & Upjohn took
place. Accordingly, if any of these executives experiences a termination of employment without cause
or for good reason on or before March 31, 2003, he will be entitled to severance benefits similar to
those described above. In addition, he would receive the same severance benefits if he chooses to
terminate his employment for any reason during April of 2001. We estimate that the cash severance
benefits payable under these agreements would be approximately $2,400,000 for Mr. Blaylock,
$3,100,000 for Mr. Engelberg and $4,500,000 for Mr. Ide. Pharmacia has retained all severance
liabilities under these agreements. If Mr. Blaylock’s new change-of-control agreement (as discussed
above) becomes operative before March 31, 2003, it would replace his former change-of-control
employment agreement.

Excess Parachute Tax Indemnity Plan

We have adopted the Excess Parachute Tax Indemnity Plan, which provides that if any of our
non-employee directors or any of our employees who is not a party to a change of control
employment agreement described above is subject to the federal tax on excess parachute payments
received in connection with a change of control, we generally will pay him or her an amount to
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make him or her whole for the tax, and will pay any legal fees he or she may incur to enforce his or
her rights under the plan or in connection with any Internal Revenue Service audit related to the
excise tax.

Pension Plans

The named executive officers (as well as other of our employees) are eligible for retirement
benefits payable under Pharmacia’s tax-qualified and non-qualified defined benefit pension plans,
which were formerly old Monsanto’s plans. We intend to establish our own cash balance pension
plan and non-qualified plans, to provide benefits to our employees beginning at a future date to be
determined by Pharmacia. Our pension plans will have the same basic features as the Pharmacia
pension plans.

Effective January 1, 1997, the old Monsanto defined benefit pension plan was amended. The
old Monsanto non-qualified pension plan that provides benefits to executives that cannot be provided
under the old Monsanto qualified plan because of limitations under federal tax law was similarly
amended. The amended old Monsanto defined benefit pension plans each consists of two accounts:
a “prior plan account” and a “cash balance account.”

The opening balance of the prior plan account was the lump sum value of the executive's
December 31, 1996 monthly retirement benefit earned at old Monsanto prior to January 1, 1997
under the old defined benefit pension plan described below, calculated using the assumption that the
monthly benefit would be payable at age 55 with no reduction for early payment. The formula used to
calculate the opening balance for employment with old Monsanto was the greater of 1.4% (1.2% for
employees hired by old Monsanto on or after April 1, 1986) of average final compensation multiplied
by years of service, without reduction for Social Security or other offset amounts, or 1.5% of average
final compensation multiplied by years of service, less a 50% Social Security offset. Average final
compensation for purposes of determining the opening balance was the greater of (1) average
compensation received during the 36 months of employment prior to 1997 or (2) average
compensation received during the highest three of the five calendar years of employment prior to
1997.

For each year of the executive’s continued employment with old Monsanto, Pharmacia or our
company, the executive’s prior plan account will be increased by 4% to recognize that prior plan
benefits would have grown as a result of pay increases.

For each year that the executive is employed by old Monsanto, Pharmacia or our company after
1996, 3% of annual compensation in excess of the Social Security wage base and a percentage
(based on age) of annual compensation (salary and annual bonus) will be credited to the cash
balance account. The applicable percentages and age ranges are: 3% before age 30, 4% for ages
30 to 39, 5% for ages 40 to 44, 6% for ages 45 to 49, and 7% for age 50 and over. In addition, the
cash balance account of executives who earned benefits under old Monsanto’s old defined benefit
pension plan will be credited each year (for up to 10 years based on prior years of service with old
Monsanto or Pharmacia), during which the executive is employed after 1996, with an amount equal
to a percentage (based on age) of annual compensation. The applicable percentages and age
ranges are: 2% before age 30, 3% for ages 30 to 39, 4% for ages 40 to 44, 5% for ages 45 to 49,
and 6% for age 50 and over.

In addition to the retirement benefits for Mr. Verfaillie and Mr. Grant based on their years of
service as our employee in the United States, Mr. Verfaillie and Mr. Grant are also eligible for regular
retirement benefits based on their respective years of service as our employee outside the United
States. In addition, Mr. Verfaillie and Mr. Grant participate in Pharmacia’s regular, non-qualified
pension plan designed to protect retirement benefits for employees serving in more than one country.
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However, their total retirement benefits from the combined plans, when considering their total service,
are expected to be generally comparable to the benefits described in this section.

Mr. Ide has an individual supplemental retirement arrangement with Pharmacia under which Mr.
Ide is entitled to a supplemental retirement benefit, subject to certain conditions, which is designed to
produce a total retirement benefit from Pharmacia at age 65 comparable to that which a Pharmacia
employee with 30 years of service would receive (taking into account the value of any pension
benefits earned as an active employee of Pharmacia and of Monsanto and pension benefits received
from prior employers). We will assume all liabilities under this agreement.

Mr. Engelberg also has an individual supplemental retirement arrangement with Pharmacia
under which Mr. Engelberg is entitled to a supplemental retirement benefit, subject to certain
conditions, which is designed to produce an annual retirement benefit from Pharmacia at age 65
equal to 45% of his average total earnings, reduced by the amount of any benefit received under
Pharmacia pension and parity pension plans and by an additional amount. We will assume all
liabilities under this agreement.

The estimated annual benefits payable as a single life annuity beginning at age 65 (assuming
that each executive officer remains employed by us until age 65 and receives 4% annual
compensation increases) are as follows: Mr. Verfaillie, $785,296; Dr. Fraley, $708,969; Mr. Grant,
$583,785; Mr. Ide, $353,505; and Mr. Engelberg, $309,093.

Limitation of Liability and Indemnification Matters

As permitted by applicable Delaware law, we have included in our certificate of incorporation a
provision to generally eliminate the personal liability of our directors for monetary damages for breach
or alleged breach of their fiduciary duties as directors. However, this provision does not eliminate or
limit liability of a director for a director’s breach of the duty of loyalty, for acts or omissions not in
good faith or that involve intentional misconduct or a knowing violation of law, for any transaction
from which a director derived an improper personal benefit and for certain other actions. In addition,
our bylaws provide that we are required to indemnify our officers and directors under a number of
circumstances, including those circumstances in which indemnification would otherwise be
discretionary, and we are required to advance expenses to our officers and directors as incurred in
connection with proceedings against them for which they may be indemnified. At present, we are not
aware of any pending or threatened litigation or proceeding involving a director, officer, employee or
agent of ours in which indemnification would be required or permitted. We believe that these
indemnification provisions are necessary to attract and retain qualified individuals as directors and
officers.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be
permitted to directors, officers or persons controlling us under the foregoing provisions, we have
been informed that, in the opinion of the SEC, this indemnification is against public policy as
expressed in the Securities Act and is therefore unenforceable.
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ARRANGEMENTS BETWEEN MONSANTO AND PHARMACIA

We have provided below a summary description of the material terms of the separation
agreement and the key related agreements between Monsanto and Pharmacia. You should read the
full text of these agreements, which are filed with the SEC as exhibits to the registration statement of
which this prospectus is a part.

Separation Agreement

The separation agreement contains the key provisions relating to the separation of our
businesses from those of Pharmacia and this offering. The separation agreement identifies the
assets transferred to us by Pharmacia and the liabilities assumed by us from Pharmacia. The
separation agreement also describes when and how these transfers and assumptions occurred. In
addition, we have entered into additional agreements with Pharmacia governing various interim and
ongoing relationships between Pharmacia and us following the separation date. These other
agreements include:

* a corporate agreement;

+ a tax sharing agreement;

+ an intellectual property transfer agreement;

« an employee benefits and compensation allocation agreement; and

* a services agreement.

Asset Transfer

Effective on September 1, 2000, which we refer to as the separation date, Pharmacia
transferred the following assets to us, except as provided in one of the ancillary agreements:

« all assets reflected on our balance sheet as of June 30, 2000 or the accounting records
supporting our balance sheet, as adjusted by the pro forma adjustments set forth in this
document and all assets acquired by Pharmacia between June 30, 2000 and the separation
date that would have been included on our balance sheet as of June 30, 2000 had they been
owned on June 30, 2000;

« all other assets primarily related to our business or the former agriculture or chemical
businesses of old Monsanto;

« the corporate offices in St. Louis, Missouri (Creve Coeur campus) and other real property
primarily used by our business;

« the subsidiaries, partnerships, joint ventures and other equity interests primarily related to our
business;

« all computers, desks, furniture, equipment and other assets used primarily by Pharmacia
employees who will become our employees due to the separation;

« any contingent gains that are primarily related to our business or the former agriculture or
chemical businesses of old Monsanto, or otherwise specifically allocated to us;

* 57% of unknown contingent gains arising as of or prior to the separation date that are not
primarily related to our business, the former agriculture or chemical businesses of old
Monsanto, Pharmacia’s business or former Pharmacia businesses, which we expect would
generally consist of unknown corporate-level gains not primarily related to any of these
businesses; and

 other assets agreed upon by us and Pharmacia.
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Assumption of Liabilities

Effective on the separation date, we assumed the following liabilities from Pharmacia, except as
provided in one of the ancillary agreements:

all liabilities reflected on our balance sheet as of June 30, 2000 or the accounting records
supporting our balance sheet, as adjusted by the pro forma adjustments set forth in this
document and all liabilities of Pharmacia incurred or arising between June 30, 2000 and the
separation date that would have been included on our balance sheet as of June 30, 2000 had
they arisen or been incurred on or prior to June 30, 2000;

all other liabilities primarily related or arising primarily from (1) any asset that is transferred to
us pursuant to the separation, (2) our business, (3) the former agriculture or chemical
businesses of old Monsanto or (4) the disposition of any of these former agriculture or
chemical businesses;

liabilities for worker’'s compensation or third party claims incurred prior to the separation date
at a site transferred to us pursuant to the separation;

all liabilities for environmental remediation or other environmental responsibilities related to
our business and the former agriculture or chemical businesses of old Monsanto, and all real
property transferred to us as part of our assets;

all liabilities for products of our business or the former agriculture or chemical businesses of
old Monsanto sold to third parties;

all liabilities relating to the approximately $500 million of medium-term bank notes issued by
Monsanto do Brasil Ltda., and all liabilities relating to the approximately $50 million of non-
intercompany debt for which our subsidiaries organized or operating outside the United States
are the obligors;

all of our liabilities relating to a $1 billion, 364-day credit agreement and a $500 million, five-
year credit agreement;

all liabilities of old Monsanto that were assumed by Solutia or any of its subsidiaries on
September 1, 1997 in connection with its spinoff from old Monsanto, to the extent that Solutia
fails to pay, perform or discharge these liabilities;

any contingent liabilities that are primarily related to our business or the former agriculture or
chemical businesses of old Monsanto, or otherwise specifically allocated to us;

57% of unknown contingent liabilities arising as of or prior to the separation date that are not
primarily related to our business, the former agriculture or chemical businesses of old
Monsanto, Pharmacia’s business or former Pharmacia businesses, which we expect would
generally consist of unknown corporate-level liabilities not primarily related to any of these
businesses; and

other liabilities agreed upon by us and Pharmacia.

Shared Contingent Gains and Liabilities

The separation agreement provides for the division of “shared” contingent gains and liabilities,
which are those contingent gains and liabilities arising as of or prior to the separation date that are
not primarily related to our business, the former agriculture or chemical businesses of old Monsanto,
Pharmacia’s business or former Pharmacia businesses.

Shared contingent gains and liabilities are allocated as follows:

any benefit that may be received from any shared contingent gain will be allocated 43% to
Pharmacia and 57% to us. Pharmacia has the authority to prosecute, settle or waive any
shared contingent gain;
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 any responsibility for any shared contingent liability, except for environmental remediation, will
be allocated 43% to Pharmacia and 57% to us, adjusted for insurance proceeds and other
offsetting amounts received by either company. Pharmacia will assume the defense of, and
may seek to settle or compromise, any third party claim that is a shared contingent liability,
and any costs and expenses incurred will be included in the total amount of the shared
contingent liability;

+ any shared contingent liability for environmental remediation or other environmental
responsibility will be borne by each company in proportion to its respective contribution to the
site giving rise to the shared contingent liability; and

+ we and Pharmacia will form a committee for the purpose of resolving issues regarding shared
contingent gains and liabilities.

Financing Arrangements

We and Pharmacia will arrange a commercial paper facility prior to the closing of this offering,
under which Pharmacia will issue assumable commercial paper in the amount equal to the sum of
approximately $1.8 billion plus the net proceeds we receive from this offering assuming no exercise
of the overallotment option. The proceeds of such commercial paper obligations will be used by
Pharmacia to repay Pharmacia indebtedness, a substantial portion of which was incurred in
connection with our acquisitions of seed companies, and for Pharmacia’s general corporate
purposes. The separation agreement provides that all liabilities under the commercial paper facility
will be assumed by us on the closing of this offering. We also assumed from Pharmacia on the
separation date the obligations relating to variable-rate, medium-term bank notes in the aggregate
principal amount of approximately $500 million, which mature in 2003 and had an average interest
rate of 5.5% as of June 30, 2000. In addition, on the separation date, we indirectly assumed
approximately $50 million of debt owed by our subsidiaries.

The Ex-U.S. Plan and Delayed Transfers

The transfer of international assets and the assumption of international liabilities will be
accomplished through agreements between international subsidiaries. The separation agreement
acknowledges that circumstances in some jurisdictions outside of the United States may require the
timing of part of the international separation to be delayed past the separation date.

Indemnification

In general, under the separation agreement, we will indemnify Pharmacia and its
representatives and affiliates from all liabilities that we assume under the separation agreement,
including, as of the closing of this offering, the indebtedness under the assumable commercial paper
facility, and any and all losses by Pharmacia or its representatives or affiliates arising out of or due to
our failure to pay, perform or discharge in due course these liabilities. In general, Pharmacia will
indemnify us and our representatives and affiliates from all liabilities that Pharmacia retains under the
separation agreement and any and all losses by us or our representatives or affiliates arising out of
or due to Pharmacia’s failure to pay, perform or discharge in due course these liabilities. All
indemnification amounts would be reduced by any insurance proceeds and other offsetting amounts
recovered by the indemnitee.

Access to Information
Under the separation agreement, the following terms govern access to information:
* prior to or as promptly as practicable after the separation date, Pharmacia will deliver to us all
corporate books and records related to our business;
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» from and after the separation date, subject to applicable confidentiality provisions or
restrictions, we and Pharmacia will each give the other reasonable access and the ability to
duplicate information developed or obtained prior to the separation date within each
company’s possession relating to the other’s businesses, or for audit, accounting, claims,
intellectual property protection, litigation and tax purposes, as well as for purposes of fulfilling
disclosure and reporting obligations;

+ after the separation date, we and Pharmacia will each use reasonable efforts to provide
assistance to the other for litigation and to make available to the other employees for the
purpose of consultation, or directors, officers, other employees and agents as witnesses, in
legal, administrative or other proceedings;

+ the company providing information, consultant or witness services under the separation
agreement will be entitled to reimbursement from the other for reasonable expenses;

» we and Pharmacia will each retain all proprietary information in its possession relating to the
other’s business for a period of time and if the information is to be destroyed, the destroying
company will give the other company the opportunity to receive the information at the other
company’s expense;

» we and Pharmacia will each agree not to disclose or otherwise waive any privilege relating to
it or to the other without consent, unless the privilege relates solely to its own business,
assets or liabilities; and

» from and after the separation date, we and Pharmacia will agree to hold in strict confidence
all information concerning or belonging to the other obtained prior to the separation date or
furnished pursuant to the separation agreement, subject to applicable law.

Arbitration and Dispute Resolution

Under the separation agreement, if disputes arise between Pharmacia and us, the following will
occur:

+ the parties will first attempt to resolve the dispute by direct discussions and negotiation,
including, if either party elects, among senior executives;

« if the parties cannot resolve their dispute within 30 days after notice calling for negotiation
among senior executives, the parties will attempt to settle the dispute through mediation;

« if the dispute is not resolved within 60 days after initiation of mediation, either party may
demand that the dispute be resolved by binding arbitration; and

+ the parties will bear their own expenses and attorneys’ fees in resolving the dispute and will
share equally the costs and expenses of any mediation or arbitration.

No Representations and Warranties

Pursuant to the separation agreement, we understand and agree that Pharmacia did not
represent or warrant to us as to the assets to be transferred to us, the liabilities to be assumed by
us, our business, the former agriculture or chemical businesses of old Monsanto, our balance sheet
or as to any consents or approvals required in connection with the consummation of the transactions
contemplated by the separation agreement. We took all assets “as is, where is” and bear the
economic and legal risk relating to conveyance of, and title to, the assets.

Insurance

Under the terms of the separation agreement, our assets will include any and all rights of an
insured party, including rights of indemnity and the right to be defended by or at the expense of the
insurer and to receive insurance proceeds with respect to all of our insured claims under insurance
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policies held by either us or Pharmacia. Each company is responsible for its own deductibles, self-
insured retentions, retrospective premiums, claims handling and other charges owed under the
insurance policies.

Non-Competition Provisions

For a two-year period following the separation date, we will be obligated to refrain from
commercializing, by selling or transferring for sale or use by the end user, products in the businesses
retained by Pharmacia. For a two-year period following the separation date, Pharmacia will be
obligated to refrain from commercializing products in the businesses transferred to us.

Expenses

Pharmacia will pay all reasonable and customary out-of-pocket costs and expenses directly
related to the preparation, execution and delivery of the separation agreement and other agreements
related to the separation, and the consummation of the separation and this offering. These costs and
expenses will consist of fees and expenses of external advisors (including independent public
accountants, consultants and attorneys), expenses directly related to this offering (other than
underwriting discounts and commissions), transfer and other costs, registration and filing fees,
printing and mailing costs, and any other costs, fees or charges imposed by a governmental entity.

Other Agreements

If there is a conflict or inconsistency between the provisions of the separation agreement and
the provisions of any other agreement related to the separation, the provisions of the separation
agreement will control over the inconsistent provisions of the other agreement as to matters within
the scope of the separation agreement.

Corporate Agreement

The corporate agreement provides Pharmacia Corporation with continuing shareholder rights
with respect to us following this offering, including preemptive rights, registration rights and rights
associated with Pharmacia’s auditing obligations.

Preemptive Rights

Under the terms of the corporate agreement, Pharmacia has a continuing preemptive right to
purchase common stock from us in order to allow Pharmacia to own at least 80.1% of our
outstanding equity and voting power on a fully diluted basis. The exercise price for these shares
would be at prevailing market prices measured by the volume-weighted average for the 20
consecutive trading days prior to notice of exercise or, in the case of a public offering of our common
stock for cash, a price per share equal to the initial public offering price less underwriters’ discounts
and commissions. The preemptive right would terminate in the event Pharmacia sells or disposes of
its shares to reduce its ownership interest of our outstanding equity and voting power to less than
80.1% on a fully diluted basis.

Registration Rights

Under the corporate agreement, Pharmacia has the right to require us to register for offer and
sale all or a portion of our common stock held by Pharmacia, so long as the common stock
Pharmacia requires us to register in each case represents at least 5% of the aggregate shares of
common stock then issued and outstanding. Pharmacia’s registration rights terminate on the first date
on which Pharmacia ceases to hold at least 5% of our outstanding shares on a fully diluted basis.
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Piggy-Back Registration Rights

If we at any time intend to file on our behalf or on behalf of any of our security holders a
registration statement in connection with a public offering of any of our securities on a form and in a
manner that would permit the registration for offer and sale of common stock held by Pharmacia,
Pharmacia has the right to include its shares of our common stock in such offering.

Unregistered Offerings

Under the terms of the corporate agreement, Pharmacia has the right to require us to prepare
an offering memorandum in connection with the offer and sale in an unregistered offering of all or a
portion of our common stock, but not less than 5% of our outstanding shares in any one offering,
held by Pharmacia. Pharmacia’s rights and limitations with respect to such unregistered offerings are
comparable to those rights and limitations applicable to Pharmacia in registered offerings. In addition,
we have agreed to grant customary registration rights to third parties who purchase our stock from
Pharmacia in such an unregistered offering.

Registration Expenses

We are responsible for the registration expenses in connection with the performance of our
obligations under the corporate agreement. Pharmacia is responsible for all of the fees and expenses
of counsel to Pharmacia, any applicable underwriting discounts or commissions, and any transfer
taxes.

Indemnification

Pursuant to the corporate agreement, we will indemnify Pharmacia against any liabilities that
may result from untrue statements or omissions in the registration statement. Pharmacia will
indemnify us against liabilities that arise out of untrue statements or omissions in the registration
statement based on written information furnished by Pharmacia.

Auditing Practices

So long as Pharmacia is required or permitted to consolidate our results of operations and
financial position in Pharmacia’s financial statements, the companies agree to the following terms
relating to auditing practices:

« we will not select a different independent accounting firm than Deloitte & Touche LLP to serve
as our independent certified public accountants without Pharmacia’s prior written consent;

» we will use reasonable best efforts to enable our auditors to (1) complete their audit such that
they will date their opinion on our audited annual financial statements on the same date that
Pharmacia’s auditors date their opinion on Pharmacia’s audited annual financial statements,
and (2) complete their quarterly review procedures on our quarterly financial statements on
the same date that Pharmacia’s auditors complete their quarterly review procedures on
Pharmacia’s quarterly financial statements;

» we will provide to Pharmacia on a timely basis all information that Pharmacia reasonably
requires to meet its schedule for the preparation, printing, filing and public dissemination of its
annual and quarterly financial statements;

« we will authorize our auditors to make available to Pharmacia’s auditors both (1) the
personnel who performed or will perform the annual audits and quarterly reviews of our
financial statements, and (2) work papers related to the annual audits and quarterly reviews
of our financial statements;
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» we will provide Pharmacia’s internal auditors with access to our books and records; and

+ we will give Pharmacia notice of any proposed significant changes in accounting estimates or
principles from those in effect on the separation date.

No Discrimination

Under the terms of the corporate agreement, we agree that, for so long as Pharmacia owns at
least 50% of our outstanding common stock, we will not, without the prior written consent of
Pharmacia, take any action which has the effect of restricting or limiting the ability of Pharmacia
freely to sell, transfer, assign, pledge or otherwise dispose of shares of our common stock or would
restrict or limit the rights of any transferee of Pharmacia as a holder of our common stock. In
addition, we agree that we will not, without the prior written consent of Pharmacia, limit the legal
rights of, or deny any benefit to, Pharmacia as our stockholder in a manner not applicable to our
stockholders generally.

Accounting Treatment

Pursuant to the corporate agreement, we agree to refrain from taking any actions that could
adversely affect Pharmacia’s ability to account for the recent merger transaction involving old
Monsanto and Pharmacia & Upjohn as a pooling of interests.

Tax Sharing Agreement

Following this offering, Monsanto and some of its subsidiaries will be included in Pharmacia’s
consolidated group for U.S. federal income tax purposes (the “Pharmacia Federal Group”) as well as
in consolidated, combined, unitary or other similar consolidated returns that include Pharmacia and
its subsidiaries for state and local income tax purposes (a “Pharmacia State Group”). As of the
separation date, we and Pharmacia entered into a tax sharing agreement.

Pursuant to the tax sharing agreement, with respect to tax returns for any taxable period in
which we and any of our subsidiaries (collectively, the “Monsanto Group”) are included in the
Pharmacia Federal Group or any Pharmacia State Group, we generally will be obligated to pay to
Pharmacia the amount of taxes (including estimated taxes) that would be due and payable by us
determined, subject to adjustment by Pharmacia, as if the Monsanto Group filed its own tax returns
that did not include Pharmacia or other members of the Pharmacia Federal Group or the Pharmacia
State Group, as the case may be. If, for any taxable period in which the Monsanto Group is included
in the Pharmacia Federal Group or any Pharmacia State Group, the Monsanto Group has a net
operating loss or tax credit that reduces the taxes of the Pharmacia Federal Group or any Pharmacia
State Group, as the case may be, below the amount that would have been payable if the Monsanto
Group had not incurred such loss or tax credit, Pharmacia must pay to us the amount of the
reduction in taxes attributable to the loss or tax credit. We will be responsible for any taxes with
respect to tax returns that include only the Monsanto Group.

Pharmacia will be responsible for the preparation and filing of all tax returns for any taxable
period in which the Monsanto Group is included in the Pharmacia Federal Group or any Pharmacia
State Group. Pharmacia may elect at its discretion to include the Monsanto Group in any Pharmacia
State Group when inclusion is not required by law. We will be responsible for the preparation and
filing of all tax returns that include only the Monsanto Group.

Pharmacia generally will have sole responsibility for, and control over, all audits with respect to
any tax return for the Pharmacia Federal Group and any Pharmacia State Group and we generally
will have sole responsibility for, and control over, all audits with respect to all tax returns that include
only the Monsanto Group.
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With respect to tax periods beginning on or after the separation date, in the event of any
adjustments to the tax returns of the Pharmacia Federal Group, any Pharmacia State Group or the
Monsanto Group, the liability of Pharmacia or us, as the case may be, under the tax sharing
agreement will be redetermined by giving effect to such adjustment, and Pharmacia or we, as the
case may be, will be obligated to pay to the other party any differences between the original liability
and the redetermined liability.

With respect to tax periods beginning before the separation date, we are responsible for tax
liabilities attributable to DEKALB Genetics Corporation and its subsidiaries. We will also be
responsible for the tax liability arising from transactions pursuant to which the Monsanto Group’s
pharmaceutical assets in foreign jurisdictions are separated from the Monsanto Group’s agricultural
assets in foreign jurisdictions (“Separation Transactions”). This liability will be reduced by the present
value of any tax asset created as a result of such transactions. Except for the DEKALB tax liabilities,
taxes attributable to Separation Transactions and property and sales and use taxes attributable to our
assets or businesses, Pharmacia will be responsible for and will indemnify and hold us harmless
from all taxes incurred by any member of the Monsanto Group prior to the separation date.

Pharmacia and we will provide each other all information and other assistance reasonably
requested by the other party in connection with the preparation and filing of any tax return pursuant
to the tax sharing agreement. Disputes arising between Pharmacia and us relating to matters
covered by the tax sharing agreement are subject to resolution through third-party dispute resolution
provisions.

We will be included in the Pharmacia Federal Group for all taxable periods during which
Pharmacia beneficially owns at least 80% of the total voting power and value of our outstanding
common stock. Each member of a consolidated group for U.S. federal income tax purposes is jointly
and severally liable for the U.S. federal income tax liability of each other member of the consolidated
group. As such, although the tax sharing agreement provides for the sharing of liabilities between
Pharmacia and us, during the period in which we are included in the Pharmacia Federal Group, we
could be liable for any U.S. federal income tax liability that is incurred, but not discharged, by any
other member of the Pharmacia Federal Group.

Employee Benefits and Compensation Allocation Agreement

The employee benefits and compensation allocation agreement sets forth the agreement
between Pharmacia and us as to the allocation of employees and their compensation and benefits
following the separation date.

In general, employees who work exclusively in the businesses being transferred to us were
transferred to us and our subsidiaries as of the separation date, and employees who work exclusively
in the businesses being retained by Pharmacia remained with Pharmacia and its other subsidiaries.
Outside the United States, employees who work as staff employees supporting all of the businesses
generally were allocated to the primary businesses in each country, unless factors dictated otherwise.
In the United States, staff employees working in St. Louis, Missouri generally were allocated to us
and staff employees working in Chicago, lllinois generally were assigned to Pharmacia, unless
certain factors dictated otherwise. In some cases, staff employees of Pharmacia working in St. Louis
will provide services to both Pharmacia and us under the services agreement. In some cases, the
staff employees assigned to one company will provide support services to the other company under
the services agreement. See “Services Agreement.” For example, in the United States, the staff
employees transferred to us may continue to provide services to Pharmacia. Former employees of
old Monsanto who had been employed in the United States were generally allocated to us if they
retired before 1995. Former employees of old Monsanto who had been employed outside the
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United States were generally assigned to us if they either had been working primarily in the
agricultural business at the time they retired or were members of the corporate staff in countries
where the agricultural business was the primary business of old Monsanto unless local law or other
factors dictate otherwise.

We assumed responsibility for all obligations under any individual employment letters or similar
agreements between Pharmacia and employees who transferred to us other than the severance
liabilities under change-of-control employment agreements between Pharmacia and each of
Messrs. Blaylock, Engelberg and Ide and one other executive. See “Management—Change-of-
Control Employment Agreements.”

It is expected that some of the staff employees will be terminated following this offering. The
employee benefits and compensation allocation agreement provides that the severance benefits for
such employees who are terminated within two years after our offering will be borne by Pharmacia.

In the United States, employees and former employees allocated to us will continue to
participate in the old Monsanto Company Pension Plan, the related ERISA Parity Pension Plan and
the old Monsanto Company Supplemental Retirement Plan, each of which will continue to be
sponsored by Pharmacia for a period of time following our offering, and we will bear the costs of their
participation. The period of this continued participation will last until such time as we are able to
establish our own qualified pension plan with benefits similar to those provided under the old
Monsanto Company Pension Plan, and obtain a determination letter from the Internal Revenue
Service that the qualified pension plan meets the requirements for tax qualification, or such later date
as Pharmacia may determine. When the continued patrticipation of our employees in the old
Monsanto Company Pension Plan does cease, our new pension plans will assume liability for the
pension benefits of our employees and the former employees allocated to us, as described above,
and assets to fund the liabilities under the qualified pension plan on an accrued-benefits-obligation
basis will be transferred from the trust for the old Monsanto Company Pension Plan to the trust for
our qualified pension plan. If, at the time of the plan split, the assets of the Monsanto Company
Pension Plan have a value at least equal to its total accrued benefit obligations, then our plan will
receive assets having a value at least equal to the accrued benefit obligation for the liabilities it
assumes. If the Monsanto Company Pension Plan has surplus assets in excess of its total accrued
benefit obligation, Pharmacia will determine whether to transfer any portion of the surplus to our plan.
If Pharmacia determines to transfer a portion of surplus assets to our plan, the amount of surplus
transferred will equal either:

» our proportionate share of the surplus, based upon the percentage of the total accrued
benefit obligations of the Monsanto Company Pension Plan that our plan assumes, or

+ the lesser of our proportionate share of the surplus or the amount of the projected benefit
obligation for the liabilities our plan assumes,

as determined by Pharmacia. If, at the time of the plan split, the assets of the Monsanto Company
Pension Plan have a value less than its total accrued benefit obligations, then our plan will receive a
proportionate share of those assets, based upon the percentage of the total accrued benefit
obligations of the Monsanto Company Pension Plan that our plan assumes. Before this split takes
place, we will bear the costs of providing benefits to our employees and former employees allocated
to us under the old Monsanto Company Pension Plan.

We will establish a qualified savings and investment plan, which will be a qualified defined
contribution plan similar to the old Monsanto Company Savings and Investment Plan, and a related
nonqualified plan, which will be similar to the old Monsanto Company ERISA Parity Savings and
Investment Plan, to provide benefits to our employees on January 1, 2001, or as soon as is
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administratively feasible after that date. The accounts of our employees under the old Monsanto
Company Savings and Investment Plan will be transferred to our new plan. In connection therewith, a
portion of the employee stock ownership plan component of the old Monsanto Company Savings and
Investment Plan also will be transferred to our plan. Our qualified savings and investment plan will
assume a percentage of the debt obligations of the old Monsanto Company Savings and Investment
Plan, and receive the same percentage of the employer securities financed by that debt, based upon
the relative eligible pay of our employees participating in the plan as compared to the Pharmacia
employees participating in the plan.

Pension plans maintained outside the United States in which both our employees and those of
Pharmacia participate will generally be divided between the two companies. If such plans are funded,
the assets will generally be split in proportion to the relative projected benefit obligations of the two
separate plans, except to the extent otherwise required by law.

Effective as soon after the separation date as is administratively feasible, we will assume
sponsorship of all of old Monsanto’s U.S. medical, life, disability and other welfare benefit plans, and
Pharmacia will be a participating employer in those plans. Outside of the United States, the company
that is going to assume sponsorship of the benefit plans in which both Pharmacia and our employees
will participate will generally be designated as the host company. Pharmacia will bear the cost of the
continued participation in the plans assumed by us by Pharmacia employees and by former
employees allocated to Pharmacia, and we will bear the costs of the continued participation plans by
our employees and by former employees allocated to us in plans assumed by Pharmacia. There may
be some deviations from these general rules where appropriate because of local law or other local
considerations.

Cost-sharing for the benefits provided to one company’s employees by plans sponsored by the
other company generally will be based upon actual cost of providing the benefits to each company’s
employees and former employees. In addition, the employee benefits and compensation allocation
agreement provides that we and Pharmacia will share any costs or liabilities involving the old
Monsanto employee benefit plans and relating to compliance issues arising before this offering or,
after this offering, if such issues involve the plans in which we and Pharmacia both participate.

Intellectual Property Transfer Agreement

The intellectual property transfer agreement, referred to as the “IPTA,” is a master agreement
encompassing several agreements which allocates between Pharmacia and Monsanto rights relating
to patents, patent applications, invention disclosures, unpatented technology (such as know-how),
technology agreements, trademarks, copyrights and other forms of intellectual property. The IPTA
generally provides that both parties agree not to disclose confidential information of the other party.
Further, each party agrees not to use the information except when such use has been agreed to by
the other party.

Patent Rights

Under the terms of the IPTA, Pharmacia assigned to us ownership of patents, patent
applications and invention disclosures directed to technology related exclusively to the businesses
transferred to us. If the technology is used by both Pharmacia and us, but primarily by Pharmacia,
such patents, patent applications and invention disclosures were retained by Pharmacia and licensed
to us for use in our business field. If the technology is used by both Pharmacia and us, but primarily
by us, such patents, patent applications and invention disclosures were assigned to us and a license
provided to Pharmacia for use in Pharmacia’s business field.

The IPTA provides that both parties will assist each other in (1) the filing of patent applications,
(2) the prosecution of the patent applications and (3) any patent litigation. Expenses for such
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assistance will be borne by the party requesting assistance. Further, the IPTA specifies that for a
period of three years both parties will be obligated to correct any bona fide error made in allocating
the rights between the parties.

We believe that all material patent rights necessary to conduct our business have been either
assigned or licensed to us by Pharmacia under the IPTA.

Unpatented Technology

Unpatented technology that relates exclusively to our business as of the separation date was
assigned to us. Unpatented technology used by both Pharmacia and us, but primarily by Pharmacia,
was retained by Pharmacia and licensed royalty-free to us. Unpatented technology used by
Pharmacia and us, but primarily by us, was assigned to us and licensed royalty-free to Pharmacia.

Technology Agreements

Pharmacia has entered into numerous agreements with third parties relating to patents, patent
applications and/or technology. To the extent such agreements can be identified as relating
exclusively to us, and to the extent assignment is allowed to be made, Pharmacia assigned to us
such agreements relating exclusively to our business. If the subject technology is used by both
Pharmacia and us, but primarily by us, such agreements were assigned to us and a license provided
to Pharmacia for use in Pharmacia’s business field. In any case and to the extent that the agreement
is used by both businesses, we and Pharmacia will continue to permit the agreement to be used by
both businesses to the extent the agreement allows. Royalty payments under these technology
agreements will be allocated between us and Pharmacia on a prorated basis, based on the use of
the technology.

Trademarks

Pharmacia assigned to us at the separation date trademarks used exclusively by us. Pharmacia
also assigned to us all marks relating to the Monsanto name, as well as the block M and the Food,
Health and Hope logo. We will provide a license to Pharmacia, limited to six months, for Pharmacia
to utilize trademarks, including the Monsanto name, the block M and the Food, Health and Hope
logo. After six months, Pharmacia will no longer have the right to use those trademarks.

Copyrights

Pharmacia assigned to us all copyrights that are primarily used in our business as of the
separation date.

First Right to Negotiate

Also, for two years after the separation date, we and Pharmacia will each be obligated to
offer the other a first right to negotiate a license for technology developed after the separation date
that has a use in the other’s business field. The term for initiating such negotiation will expire three
years from the separation date. Such negotiation will be conducted in good faith and will reflect
commercially reasonable license terms. Further, the financial terms of such license will be no less
favorable than financial terms granted to any third party for the subject technology in a similar field
of use.

Services Agreement

The services agreement governs the provision by Pharmacia to us and by us to Pharmacia of
support services, such as financial management, accounting, tax, payroll, legal, investor relations,
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human resources administration, financial transaction support, information technology, data
processing, procurement, real estate management and other general administrative functions. The
terms of these services are generally until December 31, 2001, subject to exceptions. We anticipate
that we will negotiate a new agreement with Pharmacia for the continued provision of some of these
services for some period after December 31, 2001, but we cannot guarantee that we will be able to
do so.

Allocation of Corporate Opportunities

Our certificate of incorporation provides that, unless otherwise provided in a written agreement
between us and Pharmacia, Pharmacia will have no duty to refrain from engaging in the same or
similar activities or lines of business as our company engages in or proposes to engage in at the
time of this offering, and, to the fullest extent permitted by law, neither Pharmacia nor any officer or
director of Pharmacia (except as provided below) will be liable to us or our stockholders for breach of
any fiduciary duty by reason of any such activities of Pharmacia. In the event that Pharmacia
acquires knowledge of a potential transaction or matter which may be a corporate opportunity for
both Pharmacia and us, Pharmacia will, to the fullest extent permitted by law, have no duty to
communicate or offer such corporate opportunity to us and will, to the fullest extent permitted by law,
not be liable to us or our stockholders for breach of any fiduciary duty as a stockholder of our
company by reason of the fact that Pharmacia pursues or acquires such corporate opportunity for
itself, directs such corporate opportunity to another person, or does not communicate information
regarding such corporate opportunity to us.

In the event that one of our directors or officers who is also a director or officer of Pharmacia
acquires knowledge of a potential transaction or matter which may be a corporate opportunity for
both us and Pharmacia, such director or officer will, to the fullest extent permitted by law, have fully
satisfied the fiduciary duty of such director or officer to us and our stockholders with respect to such
corporate opportunity if such director or officer acts in a manner consistent with the following policy:

. a corporate opportunity offered to any person who is an officer of our company, and who
is also a director but not an officer of Pharmacia, will belong to us;

. a corporate opportunity offered to any person who is a director but not an officer of our
company, and who is also a director or officer of Pharmacia, will belong to us if such
opportunity is expressly offered to such person in his or her capacity as a director of our
company, and otherwise will belong to Pharmacia; and

. a corporate opportunity offered to any person who is an officer of both our company and
Pharmacia will belong to us if such opportunity is expressly offered to such person in his
or her capacity as an officer of our company, and otherwise will belong to Pharmacia.

These corporate opportunities provisions will expire once Pharmacia owns less than 20% of our
common stock and once no person who is a director or officer of our company is also a director or
officer of Pharmacia.
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PRINCIPAL STOCKHOLDER

Prior to this offering, all of the outstanding shares of our common stock were owned by
Pharmacia. After this offering, Pharmacia will own approximately 86.3% of our outstanding common
stock, or approximately 84.5% if the underwriters exercise their over-allotment option in full. Except
for Pharmacia, we are not aware of any person or group that will beneficially own more than 5% of
our outstanding shares of common stock following this offering.
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DESCRIPTION OF CAPITAL STOCK

General

We are authorized to issue 1,500,000,000 shares of our common stock, $.01 par value, and
20,000,000 shares of undesignated preferred stock, $.01 par value. The following description of our
capital stock is subject to and qualified in its entirety by our certificate of incorporation and bylaws,
which are included as exhibits to the registration statement of which this prospectus forms a part,
and by the provisions of applicable Delaware law.

Common Stock

Prior to this offering, there were 220,000,000 shares of our common stock outstanding, all of
which were held of record by Pharmacia.

The holders of our common stock are entitled to one vote per share on all matters to be voted
upon by our stockholders. Subject to preferences that may be applicable to any outstanding preferred
stock, the holders of our common stock are entitled to receive ratably such dividends, if any, as may
be declared from time to time by our board of directors out of funds legally available for that purpose.
See “Dividend Policy.” In the event of our liquidation, dissolution or winding up, the holders of our
common stock are entitled to share ratably in all assets remaining after payment of liabilities, subject
to prior distribution rights of our preferred stock, if any, then outstanding. The holders of our common
stock have no preemptive or conversion rights or other subscription rights. There are no redemption
or sinking fund provisions applicable to our common stock.

Preferred Stock

Our board of directors has the authority, without action by the stockholders, to designate and
issue our preferred stock in one or more series and to designate the rights, preferences and
privileges of each series, which may be greater than the rights of our common stock. It is not
possible to state the actual effect of the issuance of any shares of our preferred stock upon the rights
of holders of our common stock until the board of directors determines the specific rights of the
holders of our preferred stock. However, the effects might include, among other things:

* restricting dividends on our common stock;
+ diluting the voting power of our common stock;
 impairing the liquidation rights of our common stock; or

« delaying or preventing a change of control of us without further action by our stockholders.

At the closing of this offering, no shares of our preferred stock will be outstanding, and we have
no present plans to issue any shares of our preferred stock.

Anti-Takeover Effects of Our Certificate of Incorporation and Bylaws and Delaware Law

Some provisions of Delaware law and our certificate of incorporation and bylaws could make
the following more difficult, although they have little significance while we are controlled by
Pharmacia:

+ acquisition of us by means of a tender offer;
+ acquisition of us by means of a proxy contest or otherwise; or

» removal of our incumbent officers and directors.

113



These provisions, summarized below, are expected to discourage coercive takeover practices
and inadequate takeover bids. These provisions also are designed to encourage persons seeking to
acquire control of us to first negotiate with our board of directors. We believe that the benefits of
increased protection give us the potential ability to negotiate with the proponent of an unfriendly or
unsolicited proposal to acquire or restructure us and outweigh the disadvantages of discouraging
such proposals because negotiation of such proposals could result in an improvement of their terms.

Election and Removal of Directors

Our certificate of incorporation provides that directors may be removed only by the vote of
holders of at least 70% of our outstanding shares of common stock and, once Pharmacia owns less
than 50% of our common stock, directors may be removed only for cause. After such time that
Pharmacia owns less than 50% of our common stock, our board of directors will be divided into three
classes. The directors in each class will serve for a three-year term, one class being elected each
year by our stockholders. This system of electing and removing directors may discourage a third
party from making a tender offer or otherwise attempting to obtain control of us if Pharmacia no
longer controls us because it generally makes it more difficult for stockholders to replace a majority
of the directors.

Elimination of Stockholder Action by Written Consent

Our certificate of incorporation eliminates the right of stockholders other than Pharmacia to act
by written consent without a meeting. Pharmacia will lose this right once it owns less than 50% of our
common stock.

Amendment of Certificate of Incorporation Provisions

The amendment of any of the above provisions in our certificate of incorporation would require
approval by holders of at least 70% of our outstanding common stock.

Stockholder Meetings

Under our bylaws, only our board of directors and, until Pharmacia owns less than 50% of our
common stock, Pharmacia, may call special meetings of our stockholders.

Requirements for Advance Notification of Stockholder Nominations and Proposals

Our bylaws establish advance notice procedures with respect to stockholder proposals and
nomination of candidates for election as directors, other than nominations made by or at the direction
of our board of directors or a committee of our board of directors.

Amendments to Our Bylaws

Our bylaws may only be amended by our board of directors or by the vote of holders of at least
70% of the outstanding shares.

Delaware Anti-Takeover Law

Our certificate of incorporation provides that Section 203 of the Delaware General Corporation
Law, an anti-takeover law, does not apply to us until Pharmacia owns less than 15% of our
outstanding common stock.

In general, Section 203 prohibits a publicly held Delaware corporation from engaging in a
“business combination” with an “interested stockholder” for a period of three years following the date
the person became an interested stockholder, unless the “business combination” or the transaction in
which the person became an interested stockholder is approved in a prescribed manner. Generally, a
“business combination” includes a merger, asset or stock sale, or other transaction resulting in a
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financial benefit to the interested stockholder. Generally, an “interested stockholder” is a person who,
together with affiliates and associates, owns or within three years prior to the determination of
interested stockholder status, did own, 15% or more of a corporation’s voting stock. Section 203 is
not applicable to business combinations with Pharmacia. The existence of this provision after
Pharmacia no longer owns at least 15% of our outstanding shares may have an anti-takeover effect
with respect to transactions not approved in advance by the board of directors, including
discouraging attempts that might result in a premium over the market price for the shares of common
stock held by stockholders.

No Cumulative Voting

Our certificate of incorporation and bylaws do not provide for cumulative voting in the election of
directors.

Undesignated Preferred Stock

The authorization of undesignated preferred stock makes it possible for our board of directors to
issue our preferred stock with voting or other rights or preferences that could impede the success of
any attempt to change control of us. These and other provisions may have the effect of deferring
hostile takeovers or delaying changes of control of our management.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is anticipated to be ChaseMellon
Shareholder Services LLC.

New York Stock Exchange Listing

The common stock has been approved for listing, subject to official notice of issuance, on the
New York Stock Exchange under the symbol “MON.”
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SHARES ELIGIBLE FOR FUTURE SALE

All of the 35,000,000 shares of our common stock sold in this offering will be freely tradable
without restriction under the Securities Act, except for any shares that may be acquired by an affiliate
of us, as that term is defined in Rule 144 under the Securities Act. Persons who may be deemed to
be affiliates generally include individuals or entities that control, are controlled by, or are under
common control with, us and may include our directors or officers as well as our significant
stockholders, if any. Persons who are affiliates will be permitted to sell the shares of our common
stock that are issued in this offering only through registration under the Securities Act, or under an
exemption from registration, such as the one provided by Rule 144.

The shares of our common stock held by Pharmacia are deemed restricted securities (as
defined in Rule 144) and may not be sold other than through registration under the Securities Act or
under an exemption from registration. We have granted registration rights to Pharmacia. See
“Arrangements Between Monsanto and Pharmacia—Corporate Agreement—Registration Rights.”
Pharmacia, our directors and executive officers and we have agreed not to offer or sell any shares of
our common stock, subject to exceptions, for a period of 180 days after the date of this prospectus,
without the prior written consent of Goldman, Sachs & Co. on behalf of the underwriters. See
“Underwriting.”
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UNDERWRITING

We and the underwriters named below have entered into an underwriting agreement with
respect to the shares of our common stock being offered. Subject to certain conditions, each
underwriter has severally agreed to purchase the number of shares indicated in the following table.
Goldman, Sachs & Co., Salomon Smith Barney Inc., J.P. Morgan Securities Inc., Morgan Stanley &
Co. Incorporated, Bear, Stearns & Co. Inc. and Merrill Lynch, Pierce, Fenner & Smith Incorporated
are the representatives of the underwriters.

Number of
Underwriters Shares
Goldman, Sachs & CO. ... ... 6,584,375
Salomon Smith Barney INC. ... ... e e 6,584,375
J.P. Morgan Securities INC. .. ... e 6,584,375
Morgan Stanley & Co. Incorporated . . .. ... . e 6,584,375
Bear, Stearns & CO. INC.. . ... .. e 1,378,125
Merrill Lynch, Pierce, Fenner & Smith Incorporated . .................. ... ........ 1,378,125
Chase SeCUNtIES INC. . ... e e 656,250
Commerzbank Capital Markets Corporation ........... ... i, 656,250
Deutsche Bank Securities INC. . . ... .. e e 656,250
A.G. Edwards & Sons, INC. . ... i 656,250
ING Barings LLC . . . ..o 656,250
Edward D. Jones & Co., L.P. ... 656,250
PaineWebber Incorporated . . . ... 656,250
Robertson Stephens, INC. . .. ... e e 656,250
SG Cowen Securities Corporation . . ... ...t e e 656,250

Ot . 35,000,000

Under the terms and conditions of the underwriting agreement, the underwriters agree to
purchase all of our shares being offered pursuant to this offering, if any shares are purchased. If the
underwriters sell more shares than the total number set forth in the table above, the underwriters
have an option to buy up to an additional 5,250,000 shares from us to cover such sales. They may
exercise that option for 30 days. If any shares are purchased pursuant to this option, the underwriters
will severally purchase shares in approximately the same proportion as set forth in the table above.

The following table shows the per share and total underwriting discounts and commissions to
be paid to the underwriters by us. Such amounts are shown assuming both no exercise and full
exercise of the underwriters’ option to purchase 5,250,000 additional shares.

Paid by Monsanto

No Exercise Full Exercise
Per Share. . ... .o $ 1.00 $ 1.00
Total . .o $35,000,000 $40,250,000

Shares sold by the underwriters to the public initially will be offered at the initial public offering
price set forth on the cover of this prospectus. Any shares sold by the underwriters to securities
dealers may be sold at a discount of up to $0.60 per share from the initial public offering price. Any
such securities dealers may resell any shares purchased from the underwriters to certain other
brokers or dealers at a discount of up to $0.10 per share from the initial public offering price. If all the
shares are not sold at the initial offering price, the representatives may change the offering price and
the other selling terms.

We are undertaking a directed share program pursuant to which we will direct the underwriters
to reserve up to 1,750,000 shares of our common stock for sale at the initial public offering price to
our employees, officers and directors, and officers and directors of Pharmacia. The number of shares
of our common stock available for sale to the general public in the public offering will be reduced to
the extent these persons purchase any reserved shares. Any shares not so purchased will be offered
by the underwriters to the general public on the same basis as the other shares offered hereby.
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We, our executive officers and directors and Pharmacia have agreed with the underwriters not
to dispose of or hedge any of their shares of our common stock or securities convertible into or
exchangeable for shares of our common stock during the 180-day period following the date of this
prospectus, except with the prior written consent of Goldman, Sachs & Co. on behalf of the
underwriters. See “Shares Eligible for Future Sale” for a discussion of certain transfer restrictions.

Prior to this offering, there has been no public market for the shares of our common stock. The
initial public offering price was negotiated between us and the representatives. Among the factors
considered in determining the initial public offering price of the shares, in addition to prevailing
market conditions, were our historical performance, estimates of our business potential and earnings
prospects, an assessment of our management and consideration of the above factors in relation to
market valuation of companies in related businesses.

The common stock has been approved for listing, subject to official notice of issuance, on the
New York Stock Exchange under the symbol “MON.” In order to meet one of the requirements for
listing our common stock on the NYSE, the underwriters have undertaken to sell lots of 100 or more
shares of common stock to a minimum of 2,000 beneficial holders.

In connection with the offering, the underwriters may purchase and sell shares of our common
stock in the open market. These transactions may include short sales, stabilizing transactions and
purchases to cover positions created by short sales. Short sales involve the sale by the underwriters
of a greater number of shares than they are required to purchase in the offering. “Covered” short
sales are sales made in an amount not greater than the underwriters’ option to purchase additional
shares from us in the offering. The underwriters may close out any covered short position by either
exercising their option to purchase additional shares or purchasing shares in the open market.
“Naked” short sales are any sales in excess of such option. The underwriters must close out any
naked short position by purchasing shares in the open market. A naked short position is more likely
to be created if the underwriters are concerned that there may be downward pressure on the price of
the common stock in the open market after pricing that could adversely affect investors who
purchase in the offering. Stabilizing transactions consist of various bids for or purchases of common
stock made by the underwriters in the open market prior to the completion of the offering.

The underwriters may also impose a penalty bid. This occurs when a particular underwriter
repays to the underwriters a portion of the underwriting discount received by it because the
representatives have repurchased shares sold by or for the account of such underwriter in stabilizing
or short covering transactions.

Purchases to cover a short position and stabilizing transactions may have the effect of
preventing or retarding a decline in the market price of our common stock, and together with the
imposition of the penalty bid, may stabilize, maintain or otherwise affect the market price of our
common stock. As a result, the price of our common stock may be higher than the price that
otherwise might exist in the open market. If these activities are commenced, they may be
discontinued by the underwriters at any time. These transactions may be effected on the NYSE, in
the over-the-counter market or otherwise.

The underwriters do not expect sales to discretionary accounts to exceed 5% of the total
number of shares of our common stock offered.

We estimate that the total offering expenses, excluding underwriting discounts and
commissions, will be approximately $8,500,000 which will be paid by Pharmacia.

We have agreed to indemnify the underwriters against specified liabilities, including liabilities
under the Securities Act.

From time to time, some of the underwriters and their affiliates have provided, and in the case
of Monsanto and Pharmacia may continue to provide, investment banking services to old Monsanto,
Monsanto and Pharmacia, including in connection with the merger of old Monsanto and Pharmacia &
Upjohn, for which they have received customary compensation. Citibank, N.A. and Salomon Smith
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Barney Inc., affiliates of Citigroup, Inc., serve as administrative agent and arranger/book manager,
respectively, for both our $1 billion, 364-day credit facility and our $500 million, five-year credit facility.
In addition, Citibank, N.A. and Salomon Smith Barney Inc. have committed to provide a 120-day
standby credit facility of up to $1 billion. These credit facilities will be used to support and back up
our issuance of commercial paper. Citibank, N.A. and Salomon Smith Barney Inc. will receive
compensation for these services.

Michael Kantor, a director of Monsanto and Pharmacia, is a partner at the law firm Mayer,
Brown & Platt. Mayer, Brown & Platt is currently retained by Morgan Stanley & Co. Incorporated.

John S. Reed, a director of Monsanto and Pharmacia, resigned as Chairman and Co-Chief
Executive Officer of Citigroup Inc. effective as of April 18, 2000. Citigroup is the parent company of
Salomon Smith Barney Inc., one of the underwriters.

LEGAL MATTERS

Wachtell, Lipton, Rosen & Katz, New York, New York will pass upon the validity of our common
stock being sold in this offering and other legal matters for us. Cravath, Swaine & Moore, New York,
New York will pass upon a number of legal matters relating to this offering for the underwriters. Each
of these firms has in the past represented and continues to represent one or more of the
underwriters and Wachtell, Lipton, Rosen & Katz has in the past represented old Monsanto on a
regular basis and in a variety of matters other than this offering.

EXPERTS

The combined financial statements of the Monsanto Company Agricultural Business as of
December 31, 1999 and 1998, and for each of the three years in the period ended December 31,
1999, included in this prospectus have been audited by Deloitte & Touche LLP, independent auditors,
as stated in their report appearing herein, and have been so included in reliance upon the report of
such firm given upon their authority as experts in accounting and auditing.

The statement of financial position of Monsanto Company as of February 9, 2000 included in
this prospectus has been audited by Deloitte & Touche LLP, independent auditors, as stated in their
report appearing herein, and has been so included in reliance upon the report of such firm given
upon their authority as experts in accounting and auditing.

With respect to the unaudited interim financial information of the Monsanto Company
Agricultural Business as of June 30, 2000 and for the six month periods ended June 30, 2000 and
1999, and the pro forma condensed combined statement of financial position of Monsanto Ag as of
June 30, 2000 and the related pro forma condensed combined statement of income for the six
months then ended, which are included herein, Deloitte & Touche LLP have applied limited
procedures in accordance with professional standards for reviews of such information. However, as
stated in their reports included in this Registration Statement on Form S-1 included herein, they did
not audit and they do not express an opinion on that interim financial information and pro forma
financial information. Accordingly, the degree of reliance on their reports on such information should
be restricted in light of the limited nature of the review procedures applied. Deloitte & Touche LLP are
not subject to the liability provisions of Section 11 of the Securities Act of 1933 for their reports on
the unaudited interim financial information and pro forma financial information because those reports
are not “reports” or a “part” of the registration statement prepared or certified by an accountant
within the meaning of Sections 7 and 11 of that Act.
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The pro forma condensed combined statement of income of the Monsanto Company
Agricultural Business for the year ended December 31, 1999 included in this prospectus has been
examined by Deloitte & Touche LLP, independent public accountants, as stated in their report
appearing herein, and has been so included in reliance upon such firm given upon their authority as
experts in giving such reports.

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the SEC a registration statement on Form S-1 under the Securities Act with
respect to our common stock offered in this prospectus. This prospectus does not contain all of the
information set forth in the registration statement and the exhibits and schedules to that registration
statement. For further information with respect to us and our common stock, we refer you to this
registration statement and its exhibits and schedules. With respect to statements contained in this
prospectus as to the contents of any contract or other document reference is made to the copy of
that contract or document filed as an exhibit to the registration statement, each of these statements
being qualified in all respects by that reference. You may read and copy the registration statement,
including exhibits to the registration statement, at the SEC’s public reference room at 450 Fifth
Street, N.W., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the public reference room. Our filings with the SEC are also available to the public
through the SEC's Internet site at http://www.sec.gov.

Upon completion of this offering, we will be subject to the informational requirements of the
Securities Exchange Act and, in accordance with those requirements, will file reports, proxy and
information statements with the SEC. You may inspect and copy these reports, proxy and information
statements and other information at the addresses set forth above.

We intend to furnish to our stockholders our annual reports containing combined financial
statements audited by our independent auditors and quarterly reports containing unaudited
consolidated financial statements for each of the first three quarters of each fiscal year.
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INDEPENDENT ACCOUNTANTS’ REPORT

To the Board of Directors and Stockholders of
Monsanto Company:

We have reviewed the accompanying statement of combined financial position of the Monsanto
Company Agricultural Business (“Monsanto Ag”) as of June 30, 2000, and the related combined
statements of income and cash flows for the six-month periods ended June 30, 2000 and 1999.
These financial statements are the responsibility of Monsanto Company’s management.

We conducted our reviews in accordance with standards established by the American Institute
of Certified Public Accountants. A review of interim financial information consists principally of
applying analytical procedures to financial data and of making inquiries of persons responsible for
financial and accounting matters. It is substantially less in scope than an audit conducted in
accordance with auditing standards generally accepted in the United States of America, the objective
of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to
such combined financial statements for them to be in conformity with accounting principles generally
accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the
United States of America, the statement of combined financial position of Monsanto Ag as of
December 31, 1999, and the related statements of combined income, cash flows, equity, and
comprehensive loss for the year then ended; and in our report dated March 22, 2000, except as to
Notes 14 and 19 as to which the date is August 7, 2000, we expressed an unqualified opinion on
those combined financial statements. In our opinion, the information set forth in the accompanying
statement of combined financial position as of December 31, 1999 is fairly stated, in all material
respects, in relation to the statement of combined financial position from which it has been derived.

/s/ DEeLOITTE & ToucHE LLP

St. Louis, Missouri
August 14, 2000
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MONSANTO COMPANY AGRICULTURAL BUSINESS

STATEMENT OF COMBINED INCOME
(in millions)

(Unaudited)
Six Months
Ended
June 30,
2000 1999

Net SalES .. i $3,290 $3,136
Cost of goods SOId . ... .. .o 1,486 1,383
Gross Profit ... 1,804 1,753
Operating Expenses:

Selling, general and administrative expenses. .. ............ ... 688 603

Research and development expenses ............ .t 2901 338

Amortization and adjustments of goodwill . ... ....... ... ... oL 149 66

Restructuring and other unusual items ........... ... ... ... . ... 41 —
Total operating eXPENSES . . . ..ttt 1,169 1,007
Income from Operations ........... .. 635 746
Interest expense (net of interest income of $15 and $10

in 2000 and 1999, respectively) . ... .. (128) (136)

Other eXpense—Nel . ... ... (28) (29)
Income Before INCOme Taxes . ... ...t e 479 581
INCOME taX PrOVISION . . . oot e e e e e e (210) (212
NEt INCOME . .. e e e $ 269 $ 369

The accompanying notes are an integral part of these financial statements.
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MONSANTO COMPANY AGRICULTURAL BUSINESS

STATEMENT OF COMBINED FINANCIAL POSITION

(in millions)

ASSETS
Current Assets:

Cash and cash equivalents ........... ... ... . ..

Trade receivables (net of allowances of $163 in 2000 and $151 in

1999 .. e e
Miscellaneous receivables . . ......... i
Deferred tax asSetl. . . ... .ottt
INVENIOMIES . . . o e
Other CUImeNt aSSetS . . ..ottt e e e e

Total Current ASSEetS . . oo vt t

Property, Plant and Equipment:

Land. ..
BUIIdINGS ... . e e
Machinery and equipment . ......... . ...
Computer SOftware . .. ... ...
CoNStruction iN ProgresSs . . .. v v vttt

Total property, plant and equipment. . .......... ... . . i
Less accumulated depreciation . ........ ... .. . ... ..

Net Property, Plant and Equipment .. ......... ... . . . .. ...

Goodwill (net of accumulated amortization of $233 in 2000 and $183 in

1999 . . e e

Other Intangible Assets (net of accumulated amortization of $450 in 2000

and $362 0N 1999) . . ...t
Other ASSEtS . . .o ot

Total ASSELS . .ottt

LIABILITIES AND EQUITY
Current Liabilities:

Short-term debt of Parent Attributable to Monsanto Ag ...............
Accounts payable . ... ... e
Accrued compensation and benefits ............. ... ... .. L.
ReSIrUCIUNNG FESEIVES . . . oottt
Accrued marketing programs .. ...t e
Miscellaneous short-term accruals . ... ... . i

Total Current Liabilities .......... .. i,

Long-Term Debt of Parent Attributable to Monsanto Ag ... ..............
Other Liabilities . . . ... e

Commitments and Contingencies (Note 4)
Equity:

Accumulated other comprehensive loss. . ......... ... .. ... ... ...
Parent company’s netinvestment ............. ... ... . ..

Total EqQUItY ..o
Total Liabilities and Equity . .. ......... ... i

The accompanying notes are an integral part of these financial statements.
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As of As of
June 30, December 31,
2000 1999
(unaudited)
$ 41 $ 26
3,485 2,028
216 350
152 130
1,222 1,440
105 53
5,221 4,027
73 82
795 708
2,448 2,187
167 155
799 726
4,282 3,858
1,697 1,639
2,585 2,219
2,918 3,081
859 935
768 839
$12,351 $11,101
$ 1,912 $ 89
332 466
141 147
37 26
452 256
430 720
3,304 1,704
3,645 4,278
459 474
(324) (281)
5,267 4,926
4,943 4,645
$12,351 $11,101




MONSANTO COMPANY AGRICULTURAL BUSINESS

STATEMENT OF COMBINED CASH FLOWS
(in millions)
(unaudited)

Six Months Ended
June 30,

2000 1999

OPERATING ACTIVITIES:
Income before iInCome taxes . ...t $ 479 $ 581
Adjustments to reconcile to Cash Provided by (Used in) Operations:

Items that did not use (provide) cash:

Depreciation and amortization ............... .. . . .. i . 275 251
Restructuring and other unusual items. ........... ... .. ... .. ... ...... 157 —
Working capital changes that provided (used) cash:
Trade receivables . ... ... .. e (1,457) (1,164)
INVENIOMIES . . o 186 229
Accounts payable and accrued liabilities ............. ... ... ... .. .... (450) (204)
Other . 46 —
Brazil currency devaluation. . ........... .. — (223)
Other IBMS . . e (58) (6)
Net Cash (Used in) Operations . ...t (822) (536)
INVESTING ACTIVITIES:
Property, plant and equipment purchases . ............ . ..., (325) (263)
Acquisitions and iNVESIMENLS . . . ... ...t (99) (58)
Investment and property disposal proceeds . ........ ... .. .. — 31
Net Cash (Used in) Investing Activities . ........... .. .. ... (424) (290)
FINANCING ACTIVITIES:
Net change in short-term financing . .......... ... . . i 1,823 589
Long-term debt proceeds . . ... ... — 306
Long-term debt reductions . ........... . (633) —
Net transactions with parent. .. ... ... . 71 (58)
Net Cash Provided by Financing Activities .......... . ... ... ... .. ..... 1,261 837
NET INCREASE IN CASH AND CASH EQUIVALENTS .......... ... . ... .... 15 11
CASH AND CASH EQUIVALENTS:
Beginning of year . ... ... e 26 37
End of period . . . ... $ 41 $ 48

The effect of exchange rate changes on cash and cash equivalents was not material.

The accompanying notes are an integral part of these financial statements.
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MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO UNAUDITED INTERIM COMBINED FINANCIAL STATEMENTS

Note 1: Basis of Presentation

Basis of Presentation

These financial statements should be read in conjunction with the Basis of Presentation and
Significant Accounting Policies as set forth in Notes 1 and 2, respectively, to the Combined Financial
Statements of Monsanto Company Agricultural Business (“Monsanto Ag”) as of December 31, 1999
and 1998 and for each of the three years in the period ended December 31, 1999, included
elsewhere in this document.

The accompanying unaudited interim combined financial statements reflect all adjustments
which in the opinion of management are necessary to present fairly the financial position, results of
operations and cash flows for the interim periods reported. Such adjustments are of a normal,
recurring nature. Financial information for the first six months of 2000 should not be annualized.
Monsanto Ag has historically generated the majority of its sales during the first half of the year,
primarily because of the concentration of sales due to the timing of the planting and growing season.
As a result, during 1999 and 1998 all of Monsanto Ag's operating income was generated in the first
half of the year and operating losses were incurred in the second half of the year. See Note 17 of
Notes to Combined Financial Statements. Consistent with this, cash used in operations has
historically been higher during the first half of the year which has resulted in higher borrowings than
at year end.

On February 9, 2000, a newly formed, wholly owned subsidiary of Pharmacia Corporation
(*Pharmacia”) was incorporated in Delaware as the successor to Monsanto Ag. The new subsidiary
was renamed Monsanto Company effective March 31, 2000. This “new” Monsanto Company was
established for the purpose of receiving the assets and liabilities of Monsanto Ag that are expected to
be contributed to it.

Note 2: New Accounting Standards

In June 1998, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and Hedging
Activities.” SFAS No. 133 requires all derivatives to be recognized as assets or liabilities on the
balance sheet and measured at fair value. Changes in the fair value of derivatives should be
recognized in either Net Income or Other Comprehensive Income, depending on the designated
purpose of the derivative. This statement will be effective for Monsanto Ag on January 1, 2001.
Monsanto Ag is currently determining the impact this statement will have on its financial position and
results of operations.

In December 1999, the Staff of the Securities and Exchange Commission (“SEC”) issued Staff
Accounting Bulletin No. 101 (“SAB 101"), “Revenue Recognition in Financial Statements,” which
provides guidance related to revenue recognition. SAB 101 allows companies to report any changes
in revenue recoghnition related to adoption of its provisions as an accounting change at the time of
implementation. Companies must adopt SAB 101 no later than the fourth quarter of 2000, effective
as of January 1, 2000. Monsanto Ag is currently determining the impact this statement will have on
its financial position and results of operations. Prior to the March 31, 2000 merger, old Monsanto had
effected an accounting change with respect to SAB No. 101 in response to a specific dialogue with
the SEC related to the sale of certain agency rights. The financial statements of Monsanto Ag have
been retroactively adjusted to record the $32 million proceeds from the sale over 20 years.
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MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO UNAUDITED INTERIM COMBINED FINANCIAL STATEMENTS—(Continued)
Note 3: Inventory
Components of inventories were:

June 30, December 31,

2000 1999
(in millions)
Finished goods .. ...... ... $ 603 $ 705
GOoOdS IN PrOCESS . .\t vt e e 319 412
Raw materials and supplies . . ........ ... i i 335 346
Inventories, at FIFO cost . .......... . ..., 1,257 1,463
Excess of FIFO over LIFO cost ... ... .. (35) (23)
Total. . o $1,222 $1,440

Note 4: Commitments and Contingencies

Pharmacia is a party to a number of lawsuits and claims relating to Monsanto Ag, for which
Monsanto Company will assume responsibility effective on the separation date and which Pharmacia
and Monsanto Ag are vigorously defending. Such matters arise out of the normal course of business
and relate to a variety of issues. Certain of the lawsuits and claims seek damages in very large
amounts. Although the results of litigation cannot be predicted with certainty, it is Pharmacia and
Monsanto Ag managements’ belief that the final outcome of such litigation will not have a material
adverse effect on Monsanto Ag’s financial position, profitability or liquidity.

In April 1999, a jury verdict was returned against DEKALB (which became a wholly owned
subsidiary of old Monsanto during December 1998), in a lawsuit filed in U.S. District Court in North
Carolina. The lawsuit was brought by Aventis CropScience S.A. (formerly Rhone Poulenc Agrochimie
S.A) (“Aventis”), claiming that a 1994 license agreement was induced by fraud stemming from
DEKALB'’s nondisclosure of relevant information and that DEKALB did not have the right to license,
make or sell products using Aventis’s technology for glyphosate resistance under this agreement.
The jury awarded Aventis $15 million in actual damages for unjust enrichment and $50 million in
punitive damages. DEKALB has appealed this verdict, believes it has meritorious grounds to overturn
the verdict and intends to vigorously pursue all available means to have the verdict overturned. No
provision has been made in Monsanto Ag’s combined financial statements with respect to the award
for punitive damages.

Note 5: Comprehensive Income

Comprehensive Income was $226 million and $118 million for the six months ended June 30,
2000 and 1999, respectively.

Note 6: Segment and Geographic Data

Monsanto Ag manages its business in two segments: Agricultural Productivity, and Seeds and
Genomics. The Agricultural Productivity segment consists of the crop protection products, animal
agriculture and environmental technologies business lines. The Seeds and Genomics segment is
comprised of the global seeds and related traits businesses and genetic technology platforms. Sales
between segments were not significant.
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MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO UNAUDITED INTERIM COMBINED FINANCIAL STATEMENTS—(Continued)

Seeds
Agricultural and
Productivity Genomics Total
(in millions)
For the six months ended June 30
Sales
2000 .. $2,294 $ 996 $ 3,290
1999 .. 2,100 1,036 3,136
Earnings (loss) before interest and taxes
2000 .. $ 803 $ (196) $ 607
1999 .. 706 11 717
As of June 30
Total Assets
2000 .. $6,480 $5,871 $12,351

Note 7. Restructuring and Unusual Items

In the first half of 2000, Monsanto Ag recorded a net pretax charge of $157 million to operating
expenses primarily associated with its plan to focus on key projects, including the elimination of
certain research and development programs. Additionally, Monsanto Ag decided to realign its
commercial and administrative operations in Western Europe and the Commonwealth of Independent
States. The plan encompassed a decision to more stringently focus on the four key crops of corn,
soybeans, wheat and cotton and included the elimination of food and biotech research programs,
including laureate oil and wheat quality programs. In conjunction with the elimination of these
projects, inventories and intangible assets (including goodwill, product rights and licensed
technologies) were written off.

In total, the net charge of $157 million was comprised of asset impairments of $129 million,
workforce reduction costs of $31 million and other exit costs of $1 million, net of prior restructuring
reserve reversals of $4 million. The costs were recorded in the Statement of Income (Loss) as cost
of goods sold of $32 million, amortization of goodwill of $84 million and restructuring expense of
$41 million. The asset impairments consisted of $32 million for laureate oil inventories, $86 million for
intangible assets, and $11 million for equipment write-offs.

The workforce reduction charge reflected involuntary employee separation costs for 375
employees worldwide and included charges of $18 million for positions in administration, and
$13 million for positions in research and development. The affected employees are entitled to receive
severance benefits pursuant to established severance policies or by governmentally mandated labor
regulations. As of June 30, 2000, none of the planned employee terminations were completed. The
other exit costs included expenses associated with contract terminations and equipment dismantling.
As of June 30, 2000, none of these costs had been paid. The company expects the employee
reductions, asset dispositions and other exit activities to be completed by June 2001. Payments to
complete the remaining restructuring actions will be funded from operations and are not expected to
significantly impact Monsanto’s liquidity.
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MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO UNAUDITED INTERIM COMBINED FINANCIAL STATEMENTS—(Continued)

The costs were recorded in the Combined Statement of Income in the following categories:

Unusual Restructuring

charges reversals Total
(in millions)

Costofgoods sold . . ... .. i $ (32) $— $ (32)
Amortization and adjustment of goodwill ........................ (84) — (84)
Restructuring and other unusual items . ......................... ﬂ) 4 ﬂ)
Income (loss) before incometaxes . ........... ... $(161) $ 4 $(157)

Activities related to restructuring and other actions for the six months ended June 30, 2000
were as follows:

Workforce Facility Asset
Restructuring & Unusual Items: Reductions Closures Impairments Total
(in millions)
January 1, 2000 Reserve Balance ..................... $24 $2 $— $ 26
Costs charged againstreserves . ............. ..o (15) (2) — a7
Reversal of reserves related to pre-1998 plans .. ......... 4) — — 4)
Addition for 2000 actions . ...........ciiiiiii 31 1 129 161
Reclassification of reserves to other balance sheet
accounts: — —

INVENtOreS . ... . e — — (32) (32)

Property . ... — — (12) (12)

Goodwill . ... .. — — (84) (84)

Other intangible assets .. ......... ... .. . ... . .... — — 2 (2)
June 30, 2000 Reserve Balance ...................... $ 36 $1 $— $ 37
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Monsanto Company:

We have audited the accompanying statement of combined financial position of the Monsanto
Company Agricultural Business (“Monsanto Ag”) as of December 31, 1999 and 1998, and the related
statements of combined income (loss), cash flows, equity and comprehensive income (loss) for each
of the three years in the period ended December 31, 1999. These financial statements are the
responsibility of Monsanto Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such combined financial statements present fairly, in all material respects, the
financial position of Monsanto Ag as of December 31, 1999 and 1998, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 1999, in
conformity with accounting principles generally accepted in the United States of America.

/s/ DELOITTE & TOUCHE LLP

St. Louis, Missouri
March 22, 2000, except as to Notes 14 and 19
as to which the date is August 7, 2000
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MONSANTO COMPANY AGRICULTURAL BUSINESS

STATEMENT OF COMBINED INCOME (LOSS)
(in millions)

Year Ended December 31,

1999 1998 1997

Net Sales ... e $5,248 $4,448 $3,673
Costofgoods sold . ...... ... 2556 2,149 1,729
Gross Profit. ... 2,692 2,299 1,944
Operating Expenses:

Selling, general and administrative expenses .................... 1,237 1,135 869

Research and developmentexpenses . ..............ccvvinn... 695 536 409

Acquired in-process research and development . ................. — 402 633

Amortization and adjustments of goodwill ....................... 128 77 20

Restructuring and other unusual items. . ........................ 22 94 —
Total operating eXPEeNSES . . . . oottt e 2,082 2,244 1,931
Income from Operations ........... .t 610 55 13
Interest expense (net of interest income of $26, $27 and $28 in 1999,

1998 and 1997, respectively) . . ... .. (243) (94) (20)
Other (expense) iNnCOMe—nNet . ...t (104) (22) 8
Income (Loss) Before Income Taxes ..., 263 (60) 1
Income tax (provision) benefit .......... ... .. (113) (65) 30
Net INCOME (LOSS) .ottt et e e e e $ 150 $(125) $ 31

The accompanying notes are an integral part of these financial statements.
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MONSANTO COMPANY AGRICULTURAL BUSINESS

STATEMENT OF COMBINED FINANCIAL POSITION
(in millions)

As of December 31,

1999 1998
ASSETS
Current Assets:
Cash and cash equivalents . . ........... ... e $ 26 $ 37
Trade receivables (net of allowances of $151 in 1999 and $83 in 1998) ... ... 2,028 1,649
Miscellaneous receivables. . .. ... ... . 350 390
Deferred tax assets . .. ..ot 130 212
INVENIOMIES . . .t e e e 1,440 1,400
Other CUrreNnt @SSetS . . ..o e 53 60
Total CUIrent ASSELS .. it e 4,027 3,748
Property, Plant and Equipment:
Land . . 82 86
BUIIdINGS . . . .o 708 573
Machinery and equipment . .. ... ... . e 2,187 2,083
Computer SOftWaAre .. ... i e 155 94
COoNSLrUCHON IN PrOgrESS . . v vttt et e e e e e 726 479
Total property, plant and equipment . . ... .. .. 3,858 3,315
Less accumulated depreciation . ........ ... .. . . e 1,639 1,466
Net Property, Plant and Equipment .. ... . i 2,219 1,849

Goodwill (net of accumulated amortization of $183 in 1999 and $64 in 1998). . .. 3,081 3,586
Other Intangible Assets (net of accumulated amortization of $362 in 1999 and

B104 0N 1998) . . .. 935 976
Other ASSEES . . ottt e 839 732
Total ASSEES ..ot $11,101 $10,891

LIABILITIES AND EQUITY
Current Liabilities:

Short-term debt of Parent Attributable to Monsanto Ag . ................... $ 89 $ 322
Accounts payable . ......... . e 466 572
Accrued compensation and benefits . . . ........ ... 147 121
ReSHrUCIUNNG rESEIVES . . . . e 26 84
Accrued marketing programs . . ... ... 256 200
Miscellaneous short-term accruals . ........... ... i 720 570
Total Current Liabilities . ......... . 1,704 1,869
Long-Term Debt of Parent Attributable to Monsanto Ag .. ................... 4,278 4,388
Other Liabilities .. .. ... 474 509
Commitments and Contingencies (see Note 14)
Equity:
Accumulated other comprehensive 0SS . . ... . (281) (24)
Parent company’s netinvestment . . ........... .. i e 4,926 4,149
Total EQUILY . . .o 4,645 4,125
Total Liabilities and Equity . .......... ... $11,101 $10,891

The accompanying notes are an integral part of these financial statements.
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MONSANTO COMPANY AGRICULTURAL BUSINESS

STATEMENT OF COMBINED CASH FLOWS
(in millions)

Year Ended December 31,
1999 1998 1997

OPERATING ACTIVITIES:
Income (loss) before incometaxes ... ..., $263 $ (60) $ 1
Adjustments to reconcile to Cash Provided by (Used in) Operations:

Items that did not use (provide) cash:

Depreciation and amortization .. .............. .. .. .. . 547 368 245
Acquired in-process research and development expense .......... — 402 633
Restructuring and other unusual items . ........................ 50 202 —
Working capital changes that provided (used) cash:
Trade receivables . . ... (370) (578) (75)
INVENIONIES . . o oo (35) (139) (42)
Accounts payable and accrued liabilities . . . ............ ... ... ... (108) (779) (339)
Other . . (29) 27 (164)
Brazil currency devaluation .. ......... ... ... . . (223) — —
Other ItemMS . . . 25 29 (11)
Net Cash Provided by (Used in) Operations ...................... 120 (528) 248
INVESTING ACTIVITIES:
Property, plant and equipment purchases . ......... ... . ... ... ..... (632) (432) (298)
Acquisitions and investments . ........... ... (108) (4,112) (1,598)
Investment and property disposal proceeds . ............ ... .. 325 — 18
Net Cash (Used in) Investing Activities ............. ... ... .. .... (415) (4,544) (1,878)
FINANCING ACTIVITIES:
Net change in short-term financing . . ............ ... ... ........... (233) (69) 390
Long-term debt proceeds ......... ... . . . e — 3,276 1,000
Long-term debt reductions. . . ........ ... . . e (110) — —
Net transactions with parent . ......... ... ... .. . . .. 627 1,866 191
Net Cash Provided by Financing Activities ....................... 284 5,073 1,581
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS. .. (11) 1 (49)
CASH AND CASH EQUIVALENTS:
Beginning of year . . ... .. 37 36 85
End of year. . ... $ 26 $ 37 $ 36

The effect of exchange rate changes on cash and cash equivalents was not material.

The accompanying notes are an integral part of these financial statements.
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MONSANTO COMPANY AGRICULTURAL BUSINESS

STATEMENT OF COMBINED EQUITY
(in millions)
Year Ended December 31,

1999 1998 1997
ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS):
Accumulated Currency Adjustment:
Balance at January 1, . ........ .ot $ (43)$ 35 % 7
Translation adjustment . . ... .. (250) (8) (42)
Balance at December 31,. ... ... . . (293) (43) (35)
Unrealized Net Gains on Investments:
Balance at January 1, ..........c. i e 19 13 16
Unrealized gains (losses) oninvestments .. ............ ..., .. ©) 6 3)
Balance at December 31, . ... ... . . . 12 19 13
Total accumulated other comprehensive income (loss) ................ (281) (24) (22)
PARENT COMPANY’S NET INVESTMENT:
Balance at January 1, ..........c. i e 4,149 2,408 2,186
Net income (I0SS) . ..ot i 150 (125) 31
Net transactions with parent . ......... ... ... . ... .. . ... 627 1,866 191
Balance at December 31, . ... ... . . . 4,926 4,149 2,408
TOTAL EQUITY—
Balance at December 31,. ... ... . . $4,645 $4,125 $2,386

STATEMENT OF COMBINED COMPREHENSIVE INCOME (LOSS)
(in millions)
Year Ended December 31,

1999 1998 1997
Net INCOME (LOSS) .+ vttt it ettt et e et e et $ 150 $ (125) $ 31
Other Comprehensive (Loss) Income:
Foreign currency translation adjustments . ...................... (250) (8) (42)
Unrealized net holding (losses) gains
before tax. .. ... (11) 10 (5)
Related income tax (provision) benefit. .. ......... ... ... ... ... 4 (4) 2
Total other comprehensive (I0SS) . .. ... .. i e e (257) (2) (45)
Total Comprehensive (LOSS) .. oo ot $ (107) $ (127) $ (14)

The accompanying notes are an integral part of these financial statements.
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MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO COMBINED FINANCIAL STATEMENTS

Note 1. Background and Basis of Presentation

On December 19, 1999, Monsanto Company and Pharmacia & Upjohn, Inc. announced that
they had entered into a definitive agreement to combine in a merger of equals transaction, with the
combined entity following the merger being renamed “Pharmacia Corporation.” Monsanto Company
prior to the merger is hereinafter referred to as “old Monsanto,” and Pharmacia Corporation
subsequent to the merger is hereinafter referred to as “Pharmacia.” On December 19, 1999, old
Monsanto and Pharmacia & Upjohn, Inc. announced a plan to create a wholly owned subsidiary, to
be named Monsanto Company, and to offer up to 19.9% of Monsanto Company in an initial public
offering. On February 9, 2000 a newly formed, wholly owned subsidiary of Pharmacia Corporation
was incorporated in Delaware as the successor to Monsanto Ag. This “new” Monsanto Company
was established for the purpose of receiving the assets and liabilities of Monsanto Ag that are
expected to be contributed to it. Upon completion of Monsanto Company'’s initial public offering,
Pharmacia will own at least 80.1% of Monsanto Company’s outstanding common stock. Monsanto
Company will be comprised of the former Agricultural Products Segment of Pharmacia and certain
smaller research and business operations. These operations are referred to herein as Monsanto
Company Agricultural Business (“Monsanto Ag”), a division of Pharmacia Corporation and the
predecessor to Monsanto Company. Monsanto Ag manages its business in two segments:
Agricultural Productivity, and Seeds and Genomics. The Agricultural Productivity segment consists of
the crop protection products, animal agriculture and environmental technologies business lines. The
Seeds and Genomics segment is comprised of the global seeds and related traits business and
genetic technology platforms.

Monsanto Company and Pharmacia will enter into a separation agreement and other
agreements that will provide for, among other things, the assets to be contributed to and the liabilities
to be assumed by Monsanto Company. The accompanying combined financial statements have been
prepared on a basis which reflects the historical assets, liabilities, operating results and cash flows of
Monsanto Ag and have been prepared using old Monsanto’s historical bases in such assets and
liabilities, as well as old Monsanto’s historical results of operations.

Old Monsanto provided certain general and administrative services to Monsanto Ag, including
finance, legal, treasury, information systems, public affairs, regulatory and human resources.
Although it is not practicable to determine what the cost of these services would have been had
Monsanto Ag operated on a stand-alone basis, these costs have been included in the combined
financial statements and were allocated to Monsanto Ag based on methodologies that management
believes to be reasonable. Costs associated with finance, information systems, and human resources
were allocated based on the number of people in those functions assigned to support Monsanto Ag
while public affairs, legal, and regulatory costs were driven by work effort and projects specific to the
business. Treasury costs were allocated based on Monsanto Ag’'s sales as a percentage of total old
Monsanto sales. The allocation methodologies followed in preparing the combined financial
statements do not necessarily reflect what the results of operations, cash flow, or financial position
would have been had Monsanto Ag been a separate stand-alone public entity. Following the
completion of the initial public offering, Monsanto Company will be responsible for these general and
administrative services using its own resources or purchased services (including those initially
purchased from Pharmacia pursuant to the transition services agreement) and it will be responsible
for the costs and expenses associated with the management of a public entity.

As described in Notes 10, 11, 12 and 13, Monsanto Ag employees and retirees participate in
various pension, health care, savings and other benefit plans. The costs related to those plans and
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attributable to Monsanto Ag are included in Monsanto Ag's combined financial statements generally
based upon the percentage of Monsanto Ag’'s payroll costs to total old Monsanto payroll costs. In
connection with the separation of Monsanto Company’s businesses from Pharmacia, an employee
benefit allocation agreement will be established to set forth benefit provisions following the
separation.

Note 2: Significant Accounting Policies

Basis of Combination

The combined financial statements are presented on the basis of accounting principles
generally accepted in the United States of America. All significant intercompany accounts and
transactions have been eliminated. Other agricultural companies in which Pharmacia has a significant
ownership interest (generally greater than 20%), and which are to be contributed to Monsanto
Company, are included in “Other Assets” in the Statement of Combined Financial Position. Monsanto
Ag's share of these companies’ net earnings or losses is included in “Other (expense) income—net”
in Monsanto Ag's Statement of Combined Income (Loss).

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements and that affect revenues and expenses during the period
reported. Estimates are adjusted to reflect actual experience when necessary. Significant estimates
and assumptions are used to account for restructuring reserves, environmental reserves, self-
insurance reserves, employee benefit plans, asset impairments, in-process research and
development, the allocation of corporate costs, business acquisitions and contingencies. Actual
results may differ from these estimates and assumptions.

Revenue Recognition

Revenues are recognized when title to finished goods inventories is transferred and goods are
delivered to customers. Where the right of return exists, sales revenues are reduced at the time of
sale to reflect expected returns which are estimated based on historical experience. License
revenues and revenues from the sale of product rights are recognized when the rights have been
contractually conferred to the licensee or purchaser. Additional conditions for recognition of revenue
are that the collection of sales proceeds is reasonably assured and that there are no further
performance obligations under the sale or license agreement. Interest income from providing
customers extended financing terms is included in revenues as earned, generally based upon the
passage of time, with appropriate reductions for amounts whose collection is considered doubtful.

Income Taxes

Monsanto Ag’s operating results historically have been included in the consolidated federal and
state income tax returns filed by old Monsanto and its subsidiaries in various U.S. and ex-U.S.
jurisdictions. Following completion of both the merger and the initial public offering described in
Note 1, Monsanto Ag will continue to be included in the Pharmacia consolidated group for all taxable
periods during which Pharmacia beneficially owns at least 80% of the total voting power and value of
Monsanto Company’s common stock. The tax provisions reflected in Monsanto Ag’s Statement of
Combined Income (Loss) have been computed as if Monsanto Ag were a separate company.
Deferred tax assets and liabilities are recognized for the expected tax consequences of temporary
differences between the tax bases of assets and liabilities and their reported amounts.
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Earnings per Share

Historical earnings per share have not been presented as Monsanto Ag was wholly owned by
Pharmacia, not a separate, legal entity and did not have capital shares.

Marketing and Advertising Costs

Marketing and advertising costs are expensed as incurred. Marketing program liabilities are
accrued based upon specific performance criteria achieved by distributors, dealers and/or farmers,
such as purchase volumes, promptness of payment and/or market share increases. The associated
cost of marketing programs is recognized as a reduction of gross sales in the Statement of
Combined Income (LosS).

Cash and Cash Equivalents

All highly liquid investments with a maturity of three months or less at the date of purchase are
considered to be cash equivalents.

Short-term Investments

Investments in debt securities are classified in the Statement of Combined Financial Position as
either short-term (with maturities of greater than three months but less than one year) or long-term
(with maturities beyond one year). Monsanto Ag also has investments in equity securities, all of
which are considered to be available for sale and are classified as other non-current assets.

Fair Values of Financial Instruments

The recorded amounts of cash, trade receivables, investments in securities, miscellaneous
receivables, third-party guarantees, commodity futures contracts, accounts payable, and short-term
debt approximate their fair values. Fair values are estimated by the use of quoted market prices,
estimates obtained from brokers, and other appropriate valuation techniques based on information
available at year-end. The fair value estimates do not necessarily reflect the values that could be
realized in the current market.

Inventory Valuation

Inventories are stated at the lower of cost or market. Actual cost is used to value raw materials
and supplies. Standard cost, which approximates actual cost, is used to value finished goods and
goods in process. Standard cost includes direct labor and raw materials, and manufacturing
overhead based on practical capacity. The cost of certain inventories (approximately 51% as of
December 31, 1999) is determined by using the last-in, first-out (LIFO) method, which generally
reflects the effects of inflation or deflation on cost of goods sold sooner than other inventory cost
methods do. The cost of other inventories generally is determined by the first-in, first-out (FIFO)
method. Inventories at FIFO approximate current cost.

Goodwill and Other Intangible Assets

Goodwill, the excess of cost over the fair value of net assets acquired, is being amortized using
the straight-line method over various periods not exceeding 40 years. Monsanto Ag periodically
reviews goodwill to evaluate whether changes have occurred that would suggest that goodwill may
be impaired based on the estimated undiscounted cash flows of the assets acquired over the
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remaining amortization period. If this review indicates that the remaining estimated useful life of
goodwill requires revision or that the goodwill is not recoverable, the carrying amount of the goodwill
is reduced by the estimated shortfall of cash flows on a discounted basis. Trademarks that are
included in other intangible assets are assessed for impairment whenever events indicate a possible
loss. Such assessment involves a review of undiscounted cash flows over the remaining useful life of
the trademark. If this review indicates that the remaining estimated useful life of the trademark
requires revision, the carrying amount of the trademark is reduced by the estimated shortfall of cash
flows on a discounted basis. Patents obtained in a business acquisition are recorded at the present
value of estimated future cash flows resulting from patent ownership. The cost of patents is
amortized over their remaining legal lives and the cost of other intangible assets (principally seed
germplasm and product rights) is amortized over their estimated useful lives.

Property, Plant & Equipment

Property, plant and equipment is recorded at cost. Additions and improvements are capitalized
and include all material, labor, and engineering costs to design, install or improve the asset. Interest
costs are also capitalized on significant construction projects. These costs are carried in Construction
in progress until the asset is ready for its intended use, at which time the costs are transferred to
Land, Buildings or Machinery and equipment. Routine repairs and maintenance are expensed as
incurred. The cost of plant and equipment is depreciated over weighted-average periods of 18 years
for buildings and 10 years for machinery and equipment using the straight-line method for financial
reporting purposes. Long-lived assets are reviewed for impairment whenever conditions indicate a
possible loss. Such impairment tests are based on a comparison of undiscounted cash flows to the
recorded value of the asset. If an impairment is indicated, the asset value is written down to its fair
market value or using discounted cash flows, if fair market value is not readily determinable.

Environmental Remediation Liabilities

Monsanto Ag follows Statement of Position 96-1, “Environmental Remediation Liabilities,” which
provides guidance for recognizing, measuring and disclosing environmental remediation liabilities.
Monsanto Ag accrues for these costs in the period in which responsibility is established and when
costs are probable and reasonably estimable based on current law and existing technology. Post-
closure and remediation costs for hazardous and other waste facilities at operating locations are
accrued over the estimated life of the facility as part of its anticipated closure cost.

Foreign Currency

The financial statements for most of Monsanto Ag's ex-U.S. operations are translated into U.S.
dollars at current exchange rates, the year end rate for assets and liabilities and the average rate for
the period for revenues, expenses, gains and losses. Unrealized currency adjustments in the
Statement of Combined Financial Position are accumulated in equity as a component of Accumulated
Other Comprehensive Loss. The financial statements of ex-U.S. operations in highly inflationary
economies are translated at either current or historical exchange rates, as appropriate. These
currency adjustments are included in net income.

Currencies in which Monsanto Ag has significant exposures are the euro (which, as of
January 1, 1999, replaced the Belgian franc, German mark, Italian lira, and eight other European
currencies), Brazilian real, Argentine peso, and the U.K. pound sterling. Other currency exposures
include the Japanese yen and the Canadian dollar. Currency restrictions are not expected to have a
significant effect on Monsanto Ag’s cash flow, liquidity, or capital resources.

F-18



MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued)

Monsanto Ag designated Ecuador, Turkey, Russia, Romania, and Venezuela as
hyperinflationary countries as of January 1, 1999. Monsanto Ag designated the Brazilian economy as
non-hyperinflationary as of January 1, 1998, and established the Brazilian real as a functional
currency.

Derivative Financial Instruments

Monsanto Ag uses derivative financial instruments to limit its exposure arising from changes in
commodity prices and participates in a foreign currency risk management program sponsored by
Pharmacia. Monsanto Ag does not use derivative financial instruments for trading purposes, nor does
it engage in commodity or interest rate speculation. Monsanto Ag monitors its underlying market risk
exposures on an ongoing basis and believes that it can modify or adapt its hedging strategies as
needed. Gains and losses on contracts that are designated and effective as hedges are deferred and
are included in the recorded value of the transaction being hedged. Gains and losses on contracts
that are not designated as and effective as hedges are included in net income immediately.

Reclassifications

Certain balances have been reclassified to conform with the June 30, 2000 financial statement
presentation.

Note 3: New Accounting Standards

In June 1998, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and Hedging
Activities.” SFAS No. 133 requires all derivatives to be recognized as assets or liabilities on the
balance sheet and measured at fair value. Changes in the fair value of derivatives should be
recognized in either Net Income or Other Comprehensive Income, depending on the designated
purpose of the derivative. This statement will be effective for Monsanto Ag on January 1, 2001.
Monsanto Ag is currently determining the impact this statement will have on its financial position and
results of operations.

In December 1999, the Securities and Exchange Commission (SEC) released Staff Accounting
Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements,” which provides
guidance related to revenue recognition. SAB 101 allows companies to report any changes in
revenue recognition related to adoption of its provisions as an accounting change at the time of
implementation. Companies must adopt SAB 101 no later than the fourth quarter of 2000, effective
as of January 1, 2000. Monsanto Ag is currently determining the impact this statement will have on
its financial position and results of operations. Prior to the March 31, 2000 merger, old Monsanto had
effected an accounting change with respect to SAB No. 101 in response to a specific dialogue with
the Securities and Exchange Commission related to the sale of certain agency rights. The financial
statements of Monsanto Ag have been retroactively adjusted to recognize the $32 million of proceeds
from the sale over 20 years.

Note 4: Principal Acquisitions, Mergers and Divestitures

On December 29, 1999, Monsanto Ag completed the sale of Stoneville Pedigreed Seed
Company. Proceeds were $92 million, resulting in a pre-tax gain of $35 million.
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On December 20, 1999, old Monsanto withdrew its filing for U.S. antitrust clearance of its
proposed merger with Delta and Pine Land Company in light of the U.S. Department of Justice’s
unwillingness to approve the transaction on commercially reasonable terms. On January 3, 2000,
Monsanto Ag paid Delta and Pine Land $80 million in cash, equal to the amount of a termination fee
set forth in the merger agreement, plus reimbursement of $1 million in expenses. In addition,
Monsanto Ag incurred $4 million of other expenses in 1999 related to the failed merger with Delta
and Pine Land, resulting in a total charge of $85 million.

On October 20, 1999, Monsanto Ag and Cargill, Incorporated (“Cargill”) announced that they
had reached an agreement that resolves outstanding issues related to Monsanto Ag’s purchase of
certain international seed operations of Cargill as discussed below. Under terms of the agreement,
Cargill made a cash payment of $335 million, including $28 million for reimbursement of expenses
incurred, to Monsanto Ag for the lost use of certain germplasm and for damages caused by the delay
in integrating the acquired seed operations and for legal expenses. Additionally, Monsanto Ag and
Pioneer Hi-Bred International, Inc. (“Pioneer”) announced a resolution of the litigation between them
stemming from Monsanto Ag’s purchase of these Cargill international seed operations. Under terms
of this agreement, Monsanto Ag was required to destroy genetic material derived from Pioneer’s
seed lines and pay damages to Pioneer of $42 million. As a result, the purchase price for certain
international seed operations of Cargill was reduced by $307 million and a liability of $42 million was
recorded. Monsanto Ag also recorded $28 million in the 1999 Statement of Combined Income (Loss)
as a reduction of incremental costs incurred.

In 1998, Monsanto Ag made strategic acquisitions of several seed companies. In July 1998,
Monsanto Ag acquired Plant Breeding International Cambridge Limited (“Plant Breeding
International”) for approximately $525 million. In October 1998, Monsanto Ag announced the
acquisition of certain international seed operations of Cargill in Asia, Africa, Central and South
America, and Europe, excluding certain operations in the United Kingdom, for approximately $1.4
billion. In December 1998, Monsanto Ag completed its acquisition of DEKALB Genetics Corporation
(“DEKALB") for approximately $2.3 billion. Monsanto Ag accounted for these acquisitions as
purchases. Monsanto Ag's final purchase price allocations for the principal acquisitions made during
1998 were to goodwill, $2,686 million; germplasm and core technology, $505 million; trademarks,
$222 million; in-process research and development, $402 million; exit costs and employee
termination liabilities, ($64) million; inventories and other individually insignificant tangible assets and
liabilities, $212 million. The final purchase price allocations were based on final valuation studies.
The following pretax charges were recorded in 1998 for the write-off of acquired in-process research
and development (R&D) related to these acquisitions: approximately $60 million for Plant Breeding
International, approximately $150 million for DEKALB and approximately $190 million for certain
Cargill international seed operations. Management believed that the technological feasibility of the
acquired in-process R&D had not been established and that it had no alternative future uses.
Accordingly, the amounts allocated to in-process R&D were required to be expensed immediately
under accounting principles generally accepted in the United States.

At the time of and in connection with the 1998 seed company acquisitions, Monsanto Ag
established a plan to integrate the acquired businesses. Monsanto Ag is in the process of closing or
rationalizing (consolidating, shutting down or moving facilities to achieve more efficient operations)
certain assets or facilities and eliminating approximately 1,400 jobs, primarily in manufacturing and
administrative functions, as part of this integration plan. Approximately 300 of these positions related
to Monsanto Ag’s existing seed operations and were therefore included in the December 1998
restructuring plan discussed in Note 5. The costs related to 1,000 positions and the other actions
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were originally estimated to be $78 million, and were recognized as liabilities in 1998. As of
December 31, 1999, over 900 positions had been eliminated at a cost of approximately $50 million.
The remaining 200 positions (including an estimated 100 additional positions identified in 1999) are
expected to be eliminated by the third quarter of 2000 at a cost of $14 million, which will complete
the original plan. In addition, the original liability established in 1998 was reduced during 1999 by $14
million as a result of lower actual severance costs resulting in an adjustment to the final purchase
price allocations to goodwill.

In 1997, Monsanto Ag also acquired several other seed companies. In February 1997,
Monsanto Ag completed its acquisition of the Asgrow Agronomics seed business for approximately
$250 million. Monsanto Ag completed its acquisition of the remaining shares of Calgene Inc. that it
did not already own for approximately $270 million during May 1997. In September 1997, Monsanto
Ag completed the acquisitions of Holden’s Foundation Seeds Inc. and Corn States Hybrid Services
Inc. for approximately $1.0 billion, and in December 1997, Monsanto Ag acquired controlling interest
in Sementes Agroceres S.A., a Brazilian seed company, for approximately $160 million. Monsanto Ag
recorded the following pretax charges in 1997 for the write-off of acquired in-process research and
development related to these acquisitions: approximately $102 million for Asgrow, approximately $21
million for Calgene, approximately $435 million for Holden’s and Corn States and approximately $75
million for Agroceres.

The in-process R&D charges for the 1998 and 1997 seed company acquisitions cover
numerous seed breeding projects, no single one of which was significant, as is typical in the seed
industry. These projects consist of conventional breeding programs for corn, wheat and other hybrids;
conventional breeding for soybean varieties; and the development of transgenic crops. Successful
commercialization of products developed through these projects is expected to occur five to nine
years after program initiation. The in-process R&D projects were valued using a discounted cash flow
method with risk-adjusted discount rates generally ranging from 12 percent to 20 percent, which took
into account the stage of completion and the appropriate development cycle of each in-process R&D
category. The in-process projects were at various stages of completion at the dates of acquisition.
Revenues from the in-process R&D projects related to the 1997 acquisitions began in 1998, and
revenues from the in-process R&D projects related to the 1998 acquisitions began in 1999. On
average, a new seed technology is in the research process or developmental stage for approximately
eight years before it is launched in a commercial product. Additionally, based on historical
experience, Monsanto Ag assumed that approximately one eighth of the products in the in-process
pipeline would be released or launched each year for the next eight years. From this information, a
weighted-average percent complete was computed. The present value of future cash flows was then
multiplied by the estimated percentage complete as of the valuation date to determine the value of
the acquired in-process R&D.

F-21



MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued)

The following unaudited pro forma condensed combined financial information combines the
consolidated results of operations of Monsanto with those of Plant Breeding International, DEKALB,
and certain Cargill operations as if these acquisitions had occurred at the beginning of each period
presented:

1998 1997
(in millions)
SaAlBS .. $5,146 $4,367
Income (loss) from operations. . ... 181 (217)

The pro forma results give effect to certain purchase accounting adjustments, including
additional amortization expense from goodwill and other identified intangible assets, and increased
interest expense and additional shares outstanding related to debt and common stock issued to
finance the acquisitions. Pro forma income from operations for 1998 excludes unusual aftertax
charges of $371 million, primarily for the write-offs of in-process R&D related to these acquisitions of
$351 million, and $20 million for the cancellation of stock options in exchange for cash related to the
DEKALB acquisition. These charges were excluded because of their nonrecurring nature.

This pro forma financial information is presented for comparative purposes only. It is not
necessarily indicative of the operating results that actually would have occurred had the acquisitions
occurred on the earliest day of the periods presented. In addition, these results are not intended to
be a projection of future results. Pro forma income from operations for 1998 includes aftertax
restructuring and special charges of $239 million. Pro forma loss from operations for 1997 includes
aftertax unusual charges of $404 million related to in-process R&D.

Note 5: Restructuring and Unusual Items

In 1999, Monsanto Ag recorded a net pretax charge associated with restructuring and other
unusual items of $101 million ($81 million aftertax) resulting from the failed merger between
Monsanto Ag and Delta and Pine Land, combined with costs associated with the accelerated
integration of agricultural chemical and seed operations. These charges were net of the reversal of
restructuring liabilities established in 1998 and the gain on the sale of Stoneville Pedigreed Seed
Company. The 1999 net unusual items were recorded in the Statement of Combined Income (Loss)
in the following categories:

Unusual Restructuring

Items Reversals Total
(in millions)
Costofgoodssold ............. ... .. ... $ (20) $— $(20)
Amortization and adjustments of goodwill .. .............. (8) — (8)
Restructuring and other unusual items .................. (33) 11 (22)
Other (expense) income—net .............. ... uu... (51) — (51)
Income (loss) before income taxes ..................... (112) 11 (101)
Income tax provision (benefit) . ........... ... ... .. 24 (4) 20
Net INCOME (LOSS) vt vi it $(88) $ 7 $(81)

During 1999, Monsanto Ag recorded in “Other (expense) income—net” a one-time pretax
charge of $85 million equal to the amount of a termination fee and other expenses associated with
the failed merger between Monsanto Ag and Delta and Pine Land. Monsanto Ag also recorded a
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pretax charge of $61 million principally associated with the continued focus on improving operating
efficiency through accelerated integration of its agricultural and seed operations (“the accelerated
integration plan”). The charge of $61 million was comprised of facility shutdown charges of $39
million, workforce reduction costs of $12 million, and asset impairments of $10 million, and was
recorded in the Statement of Combined Income (Loss) as cost of goods sold of $20 million,
amortization of intangible assets of $8 million and restructuring expense of $33 million. The affected
employees are entitled to receive severance benefits pursuant to established severance policies or
by governmentally mandated labor regulations.

The facility shutdown charges included $14 million for contractual research and other
commitments, $9 million for intangible assets, $8 million for inventories, $6 million for leasehold
termination costs, and $2 million for property, plant and equipment write-offs. During 1999, these
actions resulted in cash payments of $2 million for contractual obligations and asset write-offs of
$19 million. Commitments of $18 million resulting from these actions were reclassified to other
liabilities.

The workforce reduction charge reflected involuntary employee separation costs for 305
employees worldwide and included charges for positions in administration of $8 million and research
and development of $4 million. As of December 31, 1999, 125 of the planned employee eliminations
were completed; approximately 55 of these employees received cash severance payments totaling
$2 million during 1999, and 70 employees elected deferred payments of $4 million which were paid
in January 2000. At December 31, 1999, these deferred payments were classified in the Statement
of Combined Financial Position as other liabilities. The remaining balance for employee severance
related to 180 positions was $6 million at December 31, 1999. These employee reductions were
completed by June 2000.

Offsetting the restructuring and unusual items in 1999 was a pretax gain of $11 million from the
reversal of restructuring reserves established in 1998. These restructuring reversals were principally
required as a result of lower actual severance and facility shutdown costs than were originally
estimated. In addition, Monsanto Ag recognized a pretax gain of $35 million for the sale of Stoneville
Pedigreed Seed Company and miscellaneous other expense of $1 million which was recorded in
“Other (expense) income—net”.

In 1998, Monsanto Ag recorded in-process research and development charges, net
restructuring and other unusual items of $604 million ($504 million aftertax). The 1998 net
restructuring and unusual items were recorded in the Statement of Combined Income (Loss) in the
following categories:

Work Force  Facility Asset
Reductions Closures Impairments Other Total
(in millions)
Costofgoodssold ................. $— $ (5) $(43) $— $(48)
Acquired in-process research and
development .................... — — — (402) (402)
Amortization and
adjustments of goodwill ........... — Q) (38) — (39)
Restructuring and other
unusual items . ....... ... . ... ... (63) (31) — — (94)
Other (expense) income—net ........ — — (1) (20) (21)
(Loss) before income taxes .......... (63) (37) (82) (422) (604)
Income tax benefit ................. 21 12 17 50 100
Net (IosS) . ........cocvvvinn... $(42) $(25) $(65) $(372) $(504)
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In December 1998, the old Monsanto’s board of directors approved a plan to reduce costs and
to integrate its acquired seed businesses. The plan included the closure of certain facilities,
reductions in the current workforce and the sale from its tomato business. The plan provided for the
elimination of approximately 710 jobs, primarily in manufacturing and administrative functions, by the
end of 1999, at a total cost of $69 million. This amount included workforce reduction costs of $6
million related to 60 positions originally accrued as part of a restructuring plan approved in 1996.
Those workforce reductions had been delayed principally as a result of a failed merger of old
Monsanto with American Home Products Corporation; old Monsanto remained committed to
accomplishing these workforce reductions and transferred the remaining accrual to the 1998 plan.
The employees affected by the 1998 restructuring plan were entitled to receive severance benefits
pursuant to established severance policies or by governmentally mandated labor regulations.

The plan also included pretax amounts for asset impairments, primarily for property, plant and
equipment, intangible assets and inventories, totaling $82 million. These asset impairments were
recorded because of the decision to sell the tomato business. As a result, the net assets of this
business were classified as assets held for sale and were carried at their net realizable value at
December 31, 1998 based on estimated sale proceeds of approximately $33 million. This business
was sold during the second quarter of 1999. It produced net income of $11 million in 1998 and a net
loss of $5 million in 1997. The aftertax effect of suspending depreciation on assets held for sale was
not material in 1999, 1998 or 1997.

The December 1998 restructuring amounts also included pretax charges of $37 million for the
shutdown or rationalization of certain production and administrative facilities. Rationalization entails
the consolidation, shutdown or movement of facilities to achieve more efficient operations.
Approximately 40 facilities, located primarily in the United States, Europe and Latin America, were
impacted by these actions. Charges for these shutdowns included $17 million for property, plant and
equipment, $1 million for intangible assets, and $4 million for inventories. Leasehold termination
costs of $8 million and various facility closure costs of $7 million, principally for facilities shutdown
costs and equipment dismantling are also included in the shutdown charges. The closure or
rationalization of these facilities was completed by December 31, 1999. In addition, $9 million in
facility shutdown payments were incurred in connection with the 1998 restructuring plan.

Through December 31, 1999, cash payments of $39 million were made to eliminate
approximately 460 positions. Employee severance payments of $8 million in connection with the
elimination of 125 positions were deferred and paid in January 2000. Monsanto Ag also recorded
pretax charges of $422 million relating to its 1998 seed company acquisitions, of which $402 million
related to the write-off of in-process research and development and $20 million related to the
cancellation of DEKALB stock options associated with that acquisition. For further discussion of these
charges, see Note 4.

As of December 31, 1999, the remaining reserve balance for employee severance related to
approximately 45 positions was $10 million. Monsanto Ag expects these employee reductions to be
completed by June 2000. An additional 80 positions originally contemplated in the plan were
eliminated through attrition. Cash payments to complete the 1998 plan will be funded from operations
and are not expected to significantly impact Monsanto Ag'’s liquidity.
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Activity related to the 1999 accelerated integration plan, and the 1998 and 1996 restructuring

plans and certain unusual items were as follows:

Restructuring & Unusual Items:

January 1, 1997 Reserve Balance. .. ............ ... ... .. ......
Costs charged against reserves ..............c.ouiiiiinnnnn..

December 31, 1997 Reserve Balance . .........................

Costs charged against reserves . ...........c..coiuiiiiiennen..

1998 Restructuring & Unusual Iltems(1) ...............covin...

Reclassification of reserves to other balance sheet accounts:
INVENIONIES . . . o e
Property . ..
Intangible Assets. . ... .

December 31, 1998 Reserve Balance . .. .......................

Addition for accelerated integration costs .......................

Costs charged against reserves:

1998 Plan ... .

Accelerated integration plan ... ......... ... . i i
Reversal of reserves related to 1998 Plan ......................
Reclassification of reserves to other balance sheet accounts:

1998 Plan—Other AsSets . .. ... oot

Accelerated integration plan:

INVENTOTIES . . . ottt e e
PrOpeItY . o
Intangible @ssets . . ...
Other liabilities . . ... ...

December 31, 1999 Reserve Balance . .........................

Work

Force Facility Asset

Reductions Closures Impairments Total
(in millions)

$41 $ 1 $— $ 42
(@3 &) -
$18 $— s— 818
(12) — — 12)
63 37 82 182
- 4) - 4)
— @a7) (44) (61)
= @) @) (39
$60 815 s— s
12 39 10 61
(39) 9) — (48)
@ @) - 4
(12) 1 — (11)
- ©) - ©)
— (8) — (8)
- @) (10) (12)
- 9) - 9)
_@ as) - @
$24 $ 2 $— ﬁ

(1) Restructuring reserves recorded in 1998 did not include the charges for the cancellation of the
DEKALB stock options and the write-off of acquired in-process research and development.

As part of restructuring actions approved prior to 1998, Monsanto Ag reorganized its worldwide
operations, closed a Canadian production facility and made final payments to complete contractual
commitments as part of a United States production facility shutdown. These actions eliminated

approximately 130 positions and were completed by December 31, 1998.

Note 6: Inventories

Components of inventories were:

1999 1998
(in millions)
Finished goods . ...... ... . i $ 705 $ 867
GOOAS IN PrOCESS . . . v oottt e e e e e e 412 252
Raw materials and supplies .......... . . 346 316
Inventories, at FIFO COSt. . .. ... i e 1,463 1,435
Excess of FIFO over LIFO COSt ... ... it (23) (35)
Total . .o $1,440 $1,400
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Commodity futures and options contracts are used to hedge the price volatility of certain
commodities, primarily soybeans and corn. This hedging activity is intended to manage the price paid
to production growers for corn and soybean seeds. Gains and losses on contracts that are
designated and effective as hedges are deferred in inventory and are included in cost of goods sold
when the underlying seed products are sold. As of December 31, 1999, futures contracts to purchase
$106 million of corn and soybeans were specifically attributable to Monsanto Ag. The excess of FIFO
over LIFO cost decreased $12 million due to reduced inventory levels and lower average cost of
inventory which favorably affected 1999 net income by $7 million.

Note 7: Investments

As of December 31, Monsanto Ag had investments in securities as follows:

1999 1998
(in millions)
Aggregate fairvalue .............. . . $54 $66
Gross unrealized holding:
GaINS . 22 31
LOSSS 2 —

Note 8: Income Taxes

The components of income (loss) before income taxes were:

1999 1998 1997

(in millions)
United States . .. ...t $198 $ 44 $(171)
Outside United States . ... e i 65 (104) 172
Total ... $263 $ (60) $ 1

The components of income tax provision (benefit) were:

1999 1998 1997

(in millions)
Current:
U.S. federal . ....... .. .. $ 14 $154 $92
U.S. State ..o e 4 16 9
Outside United States . ......... . i 53 60 78
71 230 179
Deferred:
US.federal ...... ... . 74 (68) (167)
U.S. State . ... 7 ™ @7
Outside United States . .......... ... .. (39) (90) (25)
42 (165) (209)
Total . .o $113  $ 65 $(30)
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Factors causing Monsanto Ag’'s income taxes to differ from the U.S. federal statutory rate were:
1999 1998 1997

(in millions)

U.S. federal statutory rate .. ............c.cuiuirirunnnannnnn.. $92 $(21) $—
U.S. eXport @arnings .. ...ttt e e (20) (24) (22)
US.R&D taxcredit . ...... ... e (6) B —
Higher (lower) ex-U.S. rates . ..., (8) 8 9)
Nondeductible goodwill .. ...... ... .. .. . . . . 46 24 4
Acquired in-process R&D .. ... ... .. — 71 7
Equity IoSs (iNCOMeE) . . . . ..o — 9 (2)
State iNCOMEe taxXeS . ...t 7 6 (5)
Other . . e 2 3) 3)
INCOME TAXES ..ttt it e e e e e e e e e $113 $65 $(30)
Deferred income tax balances were related to:

1999 1998

" (in millions)
Employee fringe benefits .. ......... ... . $13 $ 75
RESITUCIUNNG FESEIVES . . . . ottt e e e e 10 29
VN0 . . ot 14 3
Net operating loss and tax credit carryforwards . ...................... 305 133
Intangibles . ... e 157 179
Other o 106 135
Valuation allowance . . ... . (62) —
Total Deferred Tax ASSetS . .. ..ot $543  $554
PrOPEIY ot e e e $203 $163
Other 12 21
Total Deferred Tax Liabilities ............. ... . ... . ... . ... ... ..... $215 $184
Net Deferred Tax ASSetS ... ...ttt i e $328 $370

A $62 million valuation allowance was established in connection with operations in 1999 in
Brazil. Monsanto Ag’'s management concluded that it was more likely than not that Monsanto Ag
would not be able to realize a portion of deferred tax assets in Brazil. This valuation allowance had
no effect on the 1999 effective tax rate because it was recorded in the parent company’s net
investment due to the fact that the losses related primarily to the effect of Brazil’'s currency
devaluation on an intercompany loan not expected to be repaid in the foreseeable future. As of
December 31, 1999, old Monsanto had available approximately $287 million in net operating loss
carryforwards in the United States which were specifically attributable to Monsanto Ag. These expire
from 2017 through 2019. As of December 31, 1999, old Monsanto also had available approximately
$453 million in net operating loss carryforwards outside the United States specifically attributable to
Monsanto Ag, the majority of which do not expire.

Income taxes and remittance taxes have not been recorded on the undistributed earnings of
foreign operations of Monsanto Ag, either because any taxes on dividends would be offset
substantially by foreign tax credits or because Monsanto Ag intends to reinvest those earnings
indefinitely. It is not practical to estimate the income tax liability that might be incurred if such
earnings were remitted to the United States.
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The purpose of the above information is to show Monsanto Ag’'s current and deferred tax
amounts as if it had been a separate company for the years 1999, 1998 and 1997. Monsanto Ag did
not make any cash payments for taxes in these years since Monsanto Ag’s operating results were
included in the Pharmacia consolidated federal and state tax returns for those years (see Note 2).

Note 9: Debt and Other Credit Arrangements

The historical financial statements include the portion of old Monsanto’s total debt specifically
attributable to Monsanto Ag. The amounts included in Monsanto Ag’s financial statements reflect
borrowings of approximately $5.4 billion which were used to finance various seed business
acquisitions during 1997 and 1998 (see Note 4). Each of the acquisitions was originally financed by
borrowings of old Monsanto. Since the time the debt was incurred, approximately $991 million has
been repaid by old Monsanto, primarily through the use of net proceeds received from the issuance
of common stock in the fourth quarter of 1998 ($944 million).

Short-term debt specifically attributable to Monsanto Ag at December 31 was:

1999 1998
(in millions)
Notes payable tobanks .......... ... ... .. ... . . . $21 $276
Bank overdrafts . . ... . e 20 1
Current portion of long-termdebt . . ....... ... ... . . 48 45
Total .. $89 $322
Weighted average interest rates of notes payable as of December 31:
Banks (1) . ..ot 12.8% 8.3%

(1) Includes the effect of notes in certain countries which have interest rates which are higher than
those in the United States.

Aggregate short-term loan facilities specifically attributable to Monsanto Ag as described above
were $22 million at December 31, 1999, under which loans totaling $21 million were outstanding as
of that date. Interest on these loans is related to various bank rates. A $1.0 billion credit facility,
expiring in 2001, allowed old Monsanto to request that lenders increase their commitments up to an
aggregate of $1.6 billion, and was also specifically attributable to Monsanto Ag. In August 1999, old
Monsanto entered into a $1.5 billion, 364-day credit facility. There were no borrowings by old
Monsanto or Monsanto Ag under these credit facilities as of December 31, 1999. These facilities are

used to support the issuance of commercial paper. Covenants under these credit facilities restrict
maximum borrowings.
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Long-term debt (exclusive of current maturities) specifically attributable to Monsanto Ag at
December 31 was:

1999 1998
(in millions)
Commercial PaPer . . . ..ot $ 605 $ 668
53% notes due 2001 . ... ... 500 499
5.95% junior subordinated deferrable debentures due 2003 ........... 700 700
Variable-rate medium-term notes due 2003 . ............ ... ..., .. 480 528
5.75% notes due 2005 .. ... .. e 599 598
578% notes due 2008 . .. ... .. 199 199
6.5% debentures due 2018 ... ... ... . 498 498
6.6% debentures due 2028 . ... ... .. 697 698
Total . .. $4,278 $4,388

Maturities and sinking-fund requirements on long-term debt specifically attributable to Monsanto
Ag as described above, excluding commercial paper, are $48 million in 2000, $558 million in 2001,
$56 million in 2002, $1,065 million in 2003, and zero in 2004. The weighted-average maturity of long-
term debt as of December 31, 1999, was approximately 10 years. Commercial paper balances of
$605 million and $668 million as of December 31, 1999 and 1998, respectively, were classified as
long-term debt because old Monsanto had the ability and intent to renew these obligations
beyond 2000.

The estimated fair value of long-term debt specifically attributable to Monsanto Ag at
December 31 was:

1999 1998

Recorded Fair Recorded Fair
Amount Value Amount Value

(in millions)

Long-termdebt ....... ... .. ... ... ... $4,278 $3,951 $4,388 $4,590

All interest expense on debt specifically attributable to Monsanto Ag is included in the
Statement of Combined Income (Loss). However, no cash payments for interest were made by
Monsanto Ag during 1999, 1998 or 1997 due to the fact that all interest payments during these years
were made by old Monsanto.

Interest expense for Monsanto Ag was:

1999 1998 1997

(in millions)
Interest expense:
Total interest CoSt. . .. ... vt $291 $130 $57
Less capitalized interest . ... ... (23) 9
Net interest eXPense . ... ..ot $268 $121 $48
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Note 10: Postretirement Benefits—Pensions

Monsanto Ag’s employees participate in certain of Pharmacia’s noncontributory pension plans.
No detailed information regarding the funded status of the plans and components of net periodic
pension cost, as it relates solely to Monsanto Ag, is available. Accordingly, the corresponding net
pension asset or liability has not been included in Monsanto Ag’'s Statement of Combined Financial
Position. Total pension cost related to Monsanto Ag employees in 1999, 1998 and 1997 and included
in the Combined Statement of Income (Loss) was $49 million, $48 million and $29 million,
respectively. The information that follows relates to the old Monsanto pension plans in which
Monsanto Ag employees participate. The components of pension cost for these plans were:

1999 1998 1997

(in millions)
Service cost for benefits earned during theyear ............... $ 65 $ 58 $ 61
Interest cost on benefit obligation . ........... ... ... ... ... 171 170 148
Assumed returnon plan assets . .. ... e (200) (156) (167)
Amortization of unrecognized netloss........................ 49 22 13
Total L $ 8 $ 94 $ 55

Pension benefits are based on an employee’s years of service and/or compensation level.
Pension plans were funded in accordance with old Monsanto’s long-range projections of the plans’
financial conditions. These projections took into account benefits earned and expected to be earned,
anticipated returns on pension plan assets, and income tax and other regulations.

Pension costs were determined through the use of the preceding year-end rate assumptions.
The following assumptions, calculated on a weighted average basis, were used as of December 31
for the principal plans in which Monsanto Ag employees participate:

1999 1998 1997

(in millions)
Discount rate . ... 7.75% 6.75% 7.00%
Assumed long-term rate of return on plan assets .............. 9.50% 9.50% 9.50%
Annual rates of salary increase (for plans that base benefits on
final compensationlevel) . ........... ... ... L 450% 4.00% 4.00%
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The funded status of old Monsanto’s pension plans, in which Monsanto Ag employees
participate at year-end, was:

1999 1998
(in millions)

Change in benefit obligation
Benefit obligation at beginning of year .. ....... ... ... oL $2,655 $2,483
SBIVICE COSE . . ottt e e 65 58
INtErest COSt . . . ... 171 170
Plan Participants’ Contributions . ............. . ... . . ... 1 1
AMENdMENTS . ... e 6 10
Actuarial (Qain)/loss . . . ... (143) 146
Acquisitions/divestitures . . . . .. ... — 9
Settlements . .. ... 15 —
Benefits paid . ......... ... e (248) (222)
Benefit obligation atend of year . .......... ... ... i 2,522 2,655
Change in plan assets
Fair value of plan assets at beginningofyear ...................... 2,146 2,029
Actual returnon plan assets ...........cc i e 411 310
Employer contribution . ........... .. . . 24 17
Plan Participants’ Contributions . ............. ... .. ... 3 3
Acquisitions/divestitures. . .. ... . e — 9
Settlements . ... (4) —
Fair value of benefitspaid . ... ....... ... . (248) (222)
Plan assetsatend of year .......... ... ... . . i 2,332 2,146
Unfunded status. . . ... ..o 190 509
Unrecognized initial netgain . . ........ ... 9 15
Unrecognized prior Service CoSt .. ...... ..ot (82) (94)
Unrecognized subsequent gain (I0SS) . .. ... 371 (22)
Accrued net pension liability ............. ... .. ... . L $ 488 $ 408

The projected benefit obligation, the accumulated benefit obligation (ABO) and fair value of plan
assets for pension plans with ABOs in excess of plan assets for old Monsanto were $319 million,
$315 million and zero, respectively, as of December 31, 1999; and $2.1 hillion, and $2.0 billion, and
$2.0 billion, respectively, as of December 31, 1998. Plan assets consist principally of common stocks
and U.S. government and corporate obligations.

Note 11: Postretirement Benefits—Healthcare and Other

Monsanto Ag employees participate in certain of Pharmacia’s benefit programs which provide
certain health care and life insurance benefits for retired employees. No detailed information
regarding the components of the total cost and obligations, as it relates solely to Monsanto Ag, is
available. Postretirement benefit costs related to Monsanto Ag employees in 1999, 1998 and 1997
were $23 million, $22 million and $20 million, respectively. The information that follows related to old
Monsanto’s benefit programs in which Monsanto Ag employees participate. Substantially all regular,
full-time U.S. employees and certain employees in other countries may become eligible for these
benefits if they reach retirement age while employed by old Monsanto or Monsanto Ag. These post-
retirement benefits are unfunded and are generally based on the employees’ years of service and/or
compensation level. The costs of postretirement benefits are accrued by the date the employees
become eligible for the benefits.
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As of December 31, the components of the cost of old Monsanto’s postretirement benefits in
which Monsanto Ag employees participate, principally health care and life insurance, were:

1999 1998 1997

(in millions)
Service cost for benefits earned duringtheyear.................... $16 $13 $10
Interest cost on benefit obligation .............. ... .. ... . L. 27 27 27
Amortization of unrecognized net (gain) loss. . ............ .. ....... 15 1) B
Total . $58 $39 $34

Postretirement costs were determined by using the preceding year-end rate assumptions. The
following assumptions, calculated on a weighted average basis, were used as of December 31 for
the principal plans:

1999 1998 1997

DiSCOUNt rate . . . . ot e e e e 7.75% 6.75% 7.00%
Initial trend rate for health carecosts . ........... ... ... ...... 5.25% 5.75% 7.00%
Ultimate trend rate for health carecosts ....................... 5.25% 4.75% 5.00%

A one percent increase in the assumed trend rate for health care costs would have increased
the cost of 1999 postretirement health care benefits for these plans by $1 million and the
accumulated postretirement benefit obligation by $9 million as of December 31, 1999. A one percent
decrease in the assumed trend rate for health care costs would have decreased the cost of 1999
postretirement health care benefits for these plans sponsored by old Monsanto by $1 million and the
accumulated postretirement benefit obligation by $11 million as of December 31, 1999.

As of December 31, the status of old Monsanto’s postretirement health care and life insurance
benefit plans and of its employee disability benefit plans in which Monsanto Ag employees patrticipate
was:

1999 1998

(in millions)
Change in benefit obligation
Benefit obligation at beginning of year .. ....... ... ... . L $403 $383
SEIVICE COSE . . ot e 16 13
INtEresSt COSt . . . .. e 27 27
Actuarial (Qain)/loss . . .. ..o (20) 6
Benefits paid .. ....... . (16) (26)
Benefit obligation atend of year .. ........... ... . . ... ... 420 403
Unfunded status . . ... ..o 420 403
Unrecognized prior Service CoSt .. ... ...t 6 10
Unrecognized subsequent (I0SS) . .. ..ot (3) (31
Accrued postretirement liability .. .......... ... .. ... $423 $382

Note 12: Employee Savings Plans

The information that follows relates to old Monsanto’'s Employee Stock Ownership Plan (the
“ESOP”), in which Monsanto Ag employees participate. The ESOP held 14.7 million shares of old
Monsanto’s common stock as of December 31, 1999. At its inception, the ESOP acquired shares by
using proceeds from the issuance of long-term notes and debentures guaranteed by old Monsanto,
and a loan from old Monsanto. Dividends on the common stock owned by the ESOP are used to
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repay the ESOP borrowings, which were $100 million as of December 31, 1999. A portion of the
ESOP shares is allocated each year to employee savings accounts as matching contributions. In
1999, 1,302,590 shares were allocated to participants under the plan. An additional 634,548 shares
were released in 1999 awaiting allocation to participants, leaving 7.3 million unallocated shares as of
December 31, 1999. Compensation expense is equal to the cost of the shares allocated to
participants, less cash dividends paid on the shares held by the ESOP. Compensation expense
related to Monsanto Ag employees and included in the Combined Statement of Income (Loss) in
1999, 1998 and 1997 was $11 million, $5 million and $3 million, respectively. The following
information relates to the old Monsanto ESOP plan in which the Monsanto Ag employees participate
for the year ended December 31.

1999 1998 1997

(in millions)
Total ESOP BXPENSE . .. o\ i ittt et $31 $21 $18
Interest portion of total ESOP expense .. ........... ..., 9 10 12
Cash contribution . ... 37 14 6
Dividends paid on ESOP shares held ............... ... ... ...... 2 2 8

Note 13: Stock Option Plans

The following information, except pro forma net income (loss), relates to the old Monsanto stock
option plans in which eligible Monsanto Ag employees participate. Old Monsanto granted stock
options to Monsanto Ag employees under two fixed plans. Under the Monsanto Management
Incentive Plan of 1996, key officers and management employees may be granted stock-based
awards, including stock options, of up to 87.6 million shares of common stock. Under this plan, the
exercise price of each option equals not less than the market price of the stock on the date of grant.
An option’'s maximum term is 10 years. Options are granted at the discretion of the people committee
of the Board of Directors or its delegate. Options generally vest upon the achievement of business
performance targets or the ninth anniversary of the option grant date, whichever comes first. Certain
options granted to senior management vest upon the attainment of pre-established prices within
specified time periods. Under the Monsanto Shared Success Stock Option Plan, most regular full-
time and regular part-time employees of old Monsanto were granted options on 330 shares in 1997
and 500 shares in 1998, and most new regular full-time and regular part-time employees were
granted options on 300 shares in 1999. The maximum number of shares for which stock options may
be granted under this plan is 27.3 million. The exercise price of each option is determined by the
Committee and generally equals the market price of the stock on the date of grant. An option’s
maximum term is 10 years.

As permitted by SFAS No. 123, “Accounting for Stock-Based Compensation,” Monsanto Ag has
elected to follow the guidance of Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees,” for measurement and recognition of stock-based transactions with employees.
Accordingly, no compensation cost has been recognized in relation to the old Monsanto option plans
in which Monsanto Ag employees participate. Had the determination of compensation cost for these
plans been based on the fair value at the grant dates for awards under these plans for employees of
Monsanto Ag, consistent with the method of SFAS No. 123, Monsanto Ag’'s net income (loss) would
have been adjusted to the pro forma amounts indicated below for the year ended December 31:

1999 1998 1997

(in millions)
Net income (loss):
Asreported ... ... $150 $(125) $31
Proforma. ... ... 113 (164) 16
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The pro forma compensation expense may not be representative of compensation expense that
will be incurred on a pro forma basis in future years.

In computing the pro forma compensation expense, the fair value of each option grant is
estimated on the date of grant by using the Black-Scholes option-pricing model. The weighted-
average fair values of options granted to employees of Monsanto Ag during 1999, 1998, and 1997
were $13.99, $16.94 and $9.57, respectively. The following weighted-average assumptions were
used for grants:

1999 1998 1997
Expected dividend yield. .. ............. ... ... .. ... 0.34% 0.25% 0.29%
Expected volatility ............... ... ... ... ... .. ... 395% 30.0% 27.0%
Risk-free interestrates ............ .. ... ... . . . ... 4.4% 5.6% 6.4%
Expected option lives (years) ............... ... ...... 4.1 4.0 4.3

Note 14: Commitments and Contingencies

Commitments, principally in connection with uncompleted additions to property, were
approximately $11 million as of December 31, 1999. Old Monsanto was contingently liable as a
guarantor for bank loans and for miscellaneous receivables directly attributable to Monsanto Ag
totaling approximately $56 million as of December 31, 1999, and $81 million as of December 31,
1998. Future minimum payments under noncancelable operating leases, unconditional inventory
purchases, and R&D alliances are $76 million for 2000, $48 million for 2001, $45 million for 2002,
$16 million for 2003, $14 million for 2004 and $35 million thereafter. Rent expense was $72 million,
$54 million and $62 million for the years ended December 31, 1999, 1998 and 1997, respectively.
The more significant concentrations in Monsanto Ag’s trade receivables at year-end were:

1999 1998

“(in millions)
U.S. agricultural product distributors . . .. ........ ... ... . $709 $514
Customers in Latin American Southern Cone Countries . ................ 807 565
European agricultural product distributors . ........... ... ... o L 328 305
Customers iN Canada .. ...ttt 86 59
Customers in the former Soviet Union ... ... ... .. 74 97
Customers in Southeast Asia ........... ... i 56 41

Management of Monsanto Ag does not anticipate losses on its trade receivables in excess of
established allowances.

The patent protecting glyphosate, the active ingredient in Roundup, expires in the United States
on September 20, 2000. Sales of the family of Roundup herbicides protected by this patent in the
United States, excluding our Roundup lawn and garden products, represented approximately 20% of
total company sales in 1999.

Monsanto Ag's Statement of Combined Financial Position includes accrued liabilities of $7
million as of December 31, 1999 and 1998, for the remediation of identified waste disposal sites.
Monsanto Ag’s future remediation expenses for waste disposal sites are affected by a number of
uncertainties. These uncertainties include, but are not limited to, the method and extent of
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remediation, the percentage of material attributable to Monsanto Ag at the sites relative to that
attributable to other parties, and the financial capabilities of the other potentially responsible parties.
Monsanto Ag does not expect the resolution of such uncertainties to have a material adverse effect
on its financial position, profitability or liquidity.

Pharmacia is a party to a number of lawsuits and claims relating to Monsanto Ag, for which
Monsanto Company will assume responsibility effective on the separation date and which Pharmacia
and Monsanto Ag are vigorously defending. Such matters arise out of the normal course of business
and relate to a variety of issues. Certain of the lawsuits and claims seek damages in very large
amounts. Although the results of litigation cannot be predicted with certainty, it is Pharmacia and
Monsanto Ag managements’ belief that the final outcome of such litigation will not have a material
adverse effect on Monsanto Ag'’s financial position, profitability or liquidity.

In April 1999, a jury verdict was returned against DEKALB (which became a wholly owned
subsidiary of old Monsanto during December 1998), in a lawsuit filed in U.S. District Court in North
Carolina. The lawsuit was brought by Aventis CropScience S.A. (formerly Rhone Poulenc Agrochimie
S.A)) (“Aventis”), claiming that a 1994 license agreement was induced by fraud stemming from
DEKALB's nondisclosure of relevant information and that DEKALB did not have the right to license,
make or sell products using Aventis’s technology for glyphosate resistance under this agreement.
The jury awarded Aventis $15 million in actual damages for unjust enrichment and $50 million in
punitive damages. DEKALB has appealed this verdict, believes it has meritorious grounds to overturn
the verdict and intends to vigorously pursue all available means to have the verdict overturned. No
provision has been made in Monsanto Ag’s combined financial statements with respect to the award
for punitive damages.

On March 20, 1998, a jury verdict was returned against old Monsanto in a lawsuit filed in the
California Superior Court. The lawsuit was brought by Mycogen Corp., Agrigenetics Inc. and
Mycogen Plant Sciences Inc. claiming that old Monsanto delayed providing access to certain gene
technology under a 1989 agreement with Lubrizol Genetics Inc., a company which Mycogen Corp.
subsequently purchased. The jury awarded $174.9 million in future damages. This jury award was
overturned on appeal by the California Court of Appeals for the Fourth Judicial District. Mycogen
Corp.’s subsequent motion for rehearing has been denied and, on August 7, 2000, Mycogen Corp.
filed a petition with the California Supreme Court requesting that further appeal to that court should
be granted. Monsanto Ag will oppose the discretionary appeal sought by Mycogen Corp. No
provision had been made in Monsanto Ag’s combined financial statements with respect to this
verdict.
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Note 15: Segment and Geographic Data

Monsanto Ag manages its business in two segments: Agricultural Productivity, and Seeds and
Genomics. The Agricultural Productivity segment consists of the crop protection products, animal
agriculture and environmental technologies businesses. The Seeds and Genomics segment is
comprised of global seeds and related traits businesses and genetic technology platforms. Sales
between segments were not significant.

Agricultural  Seeds and

Productivity Genomics Total
(in millions)
Net Sales
1999 . $3,586 $1,662 $ 5,248
1998 3,500 948 4,448
1997 3,110 563 3,673
Earnings (Loss) before interest and taxes (1)
1999 . $ 897 $(391) $ 506
1998 . 869 (835) 34
1997 888 (867) 21
Depreciation and amortization expense
1999 . $ 185 $ 362 $ 547
1998 . 175 193 368
1997 167 78 245
Total Assets
1999 . $5,340 $5,761  $11,101
1998 .. 4,508 6,383 10,891
Capital Expenditures
1999 .. $ 448 $ 184 $ 632
1998 .. 344 88 432

(1) A reconciliation of earnings before interest and taxes to net income (loss) for each year
follows.

1999 1998 1997

(in millions)
Earnings before interestand taxes. . ......... ... . it $506 $ 34 $21
Interest expense—net . . ... (243) (94) (20)
Income tax (provision) benefit. ... ....... ... L (113) (65) 30
NEet INCOME (LOSS) . . v oot e et e e e e e e $ 150 $(125) $31

Although inflation is relatively low in most of Monsanto Ag's major markets, it continues to affect
operating results. To mitigate the effect of inflation, Monsanto Ag has implemented measures to
control costs, to improve productivity, to manage new fixed and working capital, and to raise selling
prices when government regulations and competitive conditions permit. In addition, the current costs
of replacing certain assets are estimated to be greater than the historical costs presented in the
financial statements. Accordingly, the depreciation expense reported in the Statement of Combined
Income (Loss) would be greater if it were stated on a current-cost basis.
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Net sales and long-lived assets are attributed to geographic areas based upon the location of

each of Monsanto Ag'’s legal entities. For example, a sale from the United States to a customer in
Latin America is reported as a U.S. export sale.

u.s. Ex-U.S. Total

Net Sales (in millions)

1990 .. $2,895 $2,353 $5,248

1998 .. 2,515 1,933 4,448

1997 1,988 1,685 3,673
Long-Lived Assets

1990 .. $5,062 $1,593 $6,655

1998 .. 5,043 1,763 6,806

Note 16: Other (Expense) Income—net
The significant components of Other (Expense) Income—net were:

1999 1998 1997

(in millions)

Equity affiliate (expense)income . .............coiiiiiiiian... $ (18) $(31) $ 6
Gain (loss) on sale of businesses and assets. ................... 37 1) 24
Failed merger CostS . ... ... e (85) — —

Foreign currency 10SSes . . . ... .o (25) (15) (33)
Royalty iIncome . .. ... 11 12 4
Other miscellaneous (expense) income ...............c.c.vuuu... (24) 14 7
Other (EXPENSE) INCOME . . . . oottt et e e $(104) $(21) $ 8

Equity affiliate (expense) income includes investments in a number of affiliates that are
accounted for using the equity method. The most significant of these in 1999 was equity expense of
$14.6 million from Renessen LLC, a 50/50 joint venture between Monsanto Ag and Cargill
Incorporated. Equity affiliate expense in 1998 included $20 million related to the cancellation of
DEKALB Genetics Corp. stock options associated with the acquisition of the remaining 60% interest
in DEKALB that Monsanto Ag did not previously own. Equity affiliate income in 1997 included $7
million from the 40% interest in DEKALB that Monsanto Ag owned at that time.
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Note 17: Quarterly Data
Quarterly Data (Unaudited)

First Second Third Fourth Total
Quarter  Quarter Quarter Quarter Year

(in millions)

Net Sales

1999 ... $1,483 $1,653 $983 $1,129 $5,248

1998 ... 1,172 1,490 916 870 4,448
Gross Profit

1999 ... $ 784 $ 969 $426 $ 513 $2,692

1998 ... 662 845 465 327 2,299
Income (Loss) from Operations

1999 ... $ 289 $ 458 $(141) $ 4 $ 610

1998 ... 284 429  (129) (529) 55
Net Income (Loss)

1999 ... $ 126 $ 243 $(127) $ (92) $ 150

1998 ... 193 288  (174) (432) (125)

Historically, Monsanto Ag has generated the majority of its sales during the first half of the year,
primarily due to the timing of the planting and growing season. As a result, in each of the last two
years all of its operating income was generated in the first half of the year and it incurred operating
losses in the second half of the year.

Net Income for the third quarter of 1999 included a net aftertax charge of $44 million primarily
related to the accelerated integration of agricultural and seed operations. The fourth quarter of 1999
includes an aftertax charge of $53 million for a termination fee and other expenses associated with
the failed merger with Delta and Pine Land. Also included in the fourth quarter of 1999 was an
aftertax gain of $7 million principally resulting from the reversal of restructuring liabilities established
in 1998. These restructuring liability reversals were required as a result of lower actual severance
and facility shutdown costs incurred than were originally estimated. In addition, the fourth quarter
included an aftertax gain of $7 million for the sale of the Stoneville Pedigreed Seed Company.

Net Income for the third quarter of 1998 included an aftertax charge of $188 million for the
write-off of in-process research and development for the acquisition of Plant Breeding International.
Net Income for the fourth quarter of 1998 included an after-tax charge of $316 million for
restructuring, write-off of in-process R&D and cancellation of DEKALB stock options. The write-off of
in-process R&D in the fourth quarter of 1998 was for the acquisition of DEKALB and certain
international seed operations of Cargill, net of a revision of the amount of in-process R&D written off
in the third quarter related to the acquisition of Plant Breeding International made in accordance with
the SEC's clarified guidance at that time on in-process R&D.

Note 18: Marketing and Advertising Costs

Marketing and advertising expenses were:
1999 1998 1997

(in millions)
Marketing and Advertising expenses . ................... $96 $71 948




MONSANTO COMPANY AGRICULTURAL BUSINESS
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued)

Note 19: Subsequent Events

On February 9, 2000, a newly formed, wholly-owned subsidiary of Pharmacia Corporation was
incorporated in Delaware as the successor to Monsanto Ag. The new subsidiary was re-named
Monsanto Company effective March 31, 2000. This “new” Monsanto Company was established for
the purpose of receiving the assets and liabilities of Monsanto Ag that are expected to be contributed
to it. Additionally, the merger transaction discussed in Note 1 between old Monsanto Company and
Pharmacia & Upjohn, Inc. became effective on March 31, 2000.

F-39



INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareowner of
Monsanto Company:

We have audited the accompanying statement of financial position of Monsanto Company (formerly
Monsanto Ag Company) as of February 9, 2000. This financial statement is the responsibility of the
Company’s management. Our responsibility is to express an opinion on this financial statement
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the balance sheet is free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statement. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, such statement of financial position presents fairly, in all material respects, the
financial position of Monsanto Company at February 9, 2000, in conformity with accounting principles
generally accepted in the United States of America.

/s/ DEeLOITTE & ToucHE LLP

St. Louis, Missouri
September 1, 2000
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MONSANTO COMPANY
STATEMENT OF FINANCIAL POSITION

June 30, February 9,

2000 2000
(unaudited) (date of
inception)
SHAREOWNER'’S EQUITY
Capital Stock (issued and outstanding: 1,000 shares, par value $1.00) . ..... $1,000 $1,000
Receivable from Pharmacia Corporation ................ ... ... ... ..... (1,000) (1,000)
TOtal. .o $ — $ —

The accompanying notes are an integral part of this financial statement.
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NOTES TO STATEMENT OF FINANCIAL POSITION

ORGANIZATION AND PURPOSE—Monsanto Company (the “Company”), formerly Monsanto Ag
Company, was incorporated in Delaware on February 9, 2000 as a wholly owned subsidiary of
Pharmacia Corporation for the purpose of receiving the assets and liabilities of Pharmacia
Corporation’s Agricultural Business that are expected to be contributed to it. The Company has
undertaken no operations since its formation; accordingly no statements of income, cash flows,
comprehensive income or changes in shareowner’s equity are presented.

SHAREOWNER'S EQUITY—The Company is authorized to issue 1,000 shares of $1.00 par
value capital stock. The Company has issued 1,000 shares to Pharmacia Corporation; and has
recorded a receivable from Pharmacia Corporation of $1,000 related to this purchase. Under the
Company’s bylaws, while Pharmacia owns a majority of the Company’s common stock, a
supermajority approval by at least 80% of the directors is required with respect to specified
matters with significant financial or strategic consequences. The Company has approved the
Monsanto 2000 Management Incentive Plan, pursuant to which the people committee of the
Board of Directors or its delegate may grant awards of non-qualified and incentive stock options,
stock appreciation rights, restricted stock and unrestricted stock to any of our directors and
employees and to employees of Pharmacia or any affiliates of either company. The total number
of shares that may be delivered pursuant to awards under the Plan may not exceed the number
that equals 8.85% of the common shares outstanding immediately after the initial public offering.
The term of stock options granted under the Plan may not exceed ten years and each option
granted may be exercised for a period as specified by the people committee. Under the Plan,
the exercise price of any option must be no less than the fair market value, as defined in the
Plan, of the common stock on the grant date. The terms of the other stock-based awards will be
set by the people committee or its delegate.

SUBSEQUENT EVENTS—On March 31, 2000, a wholly owned subsidiary of Monsanto
Company merged into Pharmacia & Upjohn, Inc. and the former Monsanto Company changed its
name to Pharmacia Corporation. On September 1, 2000, the assets and liabilities of Pharmacia
Corporation’s Agricultural Business were transferred to the Company in accordance with the
terms of agreements between the Company and Pharmacia Corporation. The material terms of
these agreements include asset transfers and liability assumptions, corporate tax sharing,
intellectual property transfer, employee benefits and compensation allocation, and services
arrangements.
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No dealer, salesperson or other person is
authorized to give any information or to
represent anything not contained in this
prospectus. You must not rely on any
unauthorized information or representations.
This prospectus is an offer to sell only the
shares offered hereby, but only under
circumstances and in jurisdictions where it is
lawful to do so. The information contained in
this prospectus is current only as of its date.
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