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A successful start

Dear Shareholder

1999 was an eventful year and a historical milestone for Lonza Group, with the debut
of algroup’s chemicals and energy businesses as an independent listed company on
the SWX Swiss Exchange. On 1 November Lonza Group began trading on the SWX Swiss
Exchange and was immediately included in the Swiss Market Index (SMI). The IPO
(Initial Public Offering) was well received by investors and analysts. The shares have
performed well since the IPO, evidencing the Group’s solid prospects as a leading
specialty chemicals company, with a strong balance sheet providing a healthy platform
for growth in the rapidly developing life science market. We will do our utmost in the
future to ensure a sustained increase in our company value to justify our shareholders’
confidence.

The IPO was realized after a very short preparatory phase. On 11 August 1999 the
Board of Directors of the Alusuisse Lonza Group (algroup) proposed to demerge the
chemicals and energy businesses and to integrate the aluminium and packaging
businesses in a three-way merger with Alcan and Pechiney. On 18 October 1999 the
Extraordinary Shareholders’ Meeting of algroup approved the demerger of the
chemicals and energy businesses and shortly afterwards the shareholders supported
the birth of Lonza Group by exercising their rights to acquire one Lonza Group share for
each algroup share at a price of CHF 10. None of this would have been possible without
the extraordinary efforts and the special contribution of all those individuals involved
in the demerger process. The Board of Directors and the Executive Committee of Lonza
Group would like to express their appreciation for those individuals’ support and
unwavering dedication to achieve the goal.

Lonza Group has recorded excellent results for 1999. Net income amounted to CHF
273 million, which is CHF 71 million or 35.1 % up on the previous year (CHF 33 million
or 16.3% on a comparable basis [see Note 25 on pages 53/54]). With flat revenues
over the prior year, operating income increased by 27.4% to CHF 358 million (by 9.3%
to CHF 307 million on a comparable basis). Operating margins rose from 13.1% to
16.4% (to 14.1% on a comparable basis). This shift was the result of the combined
impact of a much improved product mix and the benefits from improvements in oper-
ational efficiency implemented over the last two years in the fine chemicals busines-
ses. All these factors, together with the strong performance of the energy business,
more than offset the poor performance of our Intermediates and Additives division,
which was plagued by adverse market conditions throughout 1999 for the polymer
intermediates products and by the start-up problems of the isophthalic acid plant in
Singapore.

Martin Ebner Sergio Marchionne



Lonzagroup

The Group generated a cash flow of CHF 433 million. Capital expenditures were sub-
stantially down at CHF 278 million, 32.2% lower than 1998, reflecting the early com-
pletion of our Singapore investment and the reduction of the capital intensity of our fine
chemicals businesses.

As already announced in connection with the demerger of Lonza Group in October 1999,
the Board of Directors will recommend that a dividend of CHF 10 per share be ap-
proved by the shareholders.

The outlook for this year is expected to show uneven performance over the two semes-
ters, with the second half-year expected to yield much stronger plant loadings than the
first half and 1999. Depending on the performance of our Intermediates and Additives
businesses, whose competitive positioning and current performance remains unsatis-
factory for our Group, we expect the 2000 results to exceed those of 1999.

The terms of office of the Board members of Lonza Group are due to expire at the forth-
coming Ordinary Shareholders’ Meeting on 9 June, 2000. It is proposed to the Share-
holders’ Meeting to re-elect the incumbent Board of Directors for a further one-year
term in accordance with the Articles of Association.

We would like to express our appreciation for your support and confidence in Lonza
Group. We are grateful to our customers for their trust as business partners and their
contribution to our achievements in 1999. Special thanks are due to our 5697
employees for their dedication and continuing commitment to the achievement of best-
in-class performance. Without them, these results would simply not have been possible.

4 May 2000
- v i
t_‘~
Martin Ebner Sergio Marchionne
Chairman of the Board Managing Director and

Chief Executive Officer



Profile

Vision

Lonza Group’s Profile, Vision and Strategy

Lonza Group is one of the world’s leading specialty chemical companies, focused on
fine chemicals for the life science industry. It develops, manufactures and sells a
wide range of complex value-added organic fine chemicals with applications in phar-
maceuticals, agrochemicals, vitamins, food and feedstuffs, dyes and pigments,
adhesives, fragrances, as well as engineering polymers. Lonza Group is the world lea-
der in exclusive custom manufacturing of active ingredients and substances for life
science companies, and at the forefront of developments in the biotech field. The
performance chemicals business is focused mainly on microbiologically active sub-
stances known as biocides. Our intermediates and additives business is centred on
the manufacture of key chemical building blocks such as phthalic, maleic, trimellitic
anhydride and isophthalic acid, using proprietary catalysts and technologies, and
their derivatives such as plasticizers, unsaturated polyester resins and technocom-
pounds. In addition to these core chemical activities, we are involved in hydroelec-
tric power generation and supply.

Lonza Group has created a focused group of businesses with strong competitive
positions by concentrating on research and development in advanced areas of che-
mistry and biotechnology, continuous product and process development, substantial
investments in employees, state-of-the-art research and production facilities, and an
environmentally compatible infrastructure. At the heart of this success is a set of pri-
vileged relationships with customers who are all leaders in their respective sectors.

In 1999 net sales amounted to CHF 2 183 million (13 % in Switzerland, 40 % in other
European countries, 33 % in North America and 14 % in other parts of the world). The
Group had a global workforce of 5697 employees, 21 manufacturing facilities in 8
countries and 22 sales offices serving customers in more than 90 countries.

We want to be the leading specialty chemicals group, with each of its businesses
being “best in class” sharing best practices and a culture which relies on an
empowered workforce driven by an unrelenting passion for performance improve-
ment and customer service.

Our vision is a unifying force permeating all our activities and nurturing a culture that
is dedicated to business excellence. It provides the impetus for our work on leader-
ship, based on the belief that managers should lead and employees should manage.
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Strategy Building on a broad base of technologies and a strong track record as pioneers in
custom manufacturing we will continue to invest substantial efforts and funds in the
development of the fine chemicals sector. This will entail expanding our technology
base in all areas of advanced chemistry and biotechnology as well as widening our
geographical reach. One of our key objectives is to build on our current premier posi-
tion to become the preferred supplier and partner to the leading life science compa-
nies by capitalizing on their desire to outsource production of complex molecules or
new active substances. We will also evaluate opportunities for expansion beyond our
current scope, but always within broadly defined life science parameters.

The key area of growth in the specialty sector is the biocides business, where we
aspire to leadership in both market share and application know-how.

In the intermediates and additives area we will concentrate on strengthening our
business with chemical building blocks to further reduce the impact of economic
cycles on the operating performance, expanding the range of applications for pro-
ducts and oxidation technologies, as well as developing new derivatives. The conti-
nuing inclusion of these businesses in Lonza Group’s portfolio is under examination.

Internal growth initiatives, selective acquisitions and strategic alliances will be the
means to achieve our corporate goals. To ensure success, we will subject our busi-
nesses to continuous assessment using our own alva™ system, an economic value-
added measurement criterion.



Group highlights (see Note 25 on pages 53/54)

proforma
1998 1999
Group Combined sales million CHF 2153 2183
Combined operating income million CHF 281 358
Combined income before income taxes million CHF 277 355
Combined net income million CHF 202 273
Combined cash flow million CHF 383 433
Investments in property, plant and equipment (at cost) million CHF (410) (278)
Shareholders’ equity million CHF 1813 2498
Net debt (cash) million CHF 28 (399)
Net debt-equity ratio 0 na
Basic earnings per share? CHF 31.4 42.5
Book value per share? CHF 281.8 388.3
Cash flow per share® CHF 59.6 67.4
Dividend payout % - 23.4
Number of registered shares (par value CHF 10) - 6433985
Holders of registered shares at year-end 16 328
Market prices (high/low) registered share CHF 968/917
Market capitalization million CHF 6209
Lonza Group Ltd Net income for the year (16 3-31 12 99) million CHF - 82
Shareholders’ equity million CHF - 1894
Shareholders’ equity as a percentage of total assets % - 85.4
Dividends million CHF - 64
Dividend (CHF per share) CHF - 10

9 The Group issued 6433985 shares of common stock on 26 October 1999.
For comparative purposes basic earnings per share in 1998 for the Group have been calculated
using the same weighted average numbers of shares as for the year ended 31 December 1999.
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Group sales by
marketing area

Investments
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by production area
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M Switzerland 13 %
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M Investments inclusive of intangibles
(excl. acquisitions)
Cash flow

M Fine chemicals and specialties 78 %
M Intermediates and additives 21 %
Energy 1%

W Switzerland 91 %

W Great Britain/USA 1%
Germany 3%
Others 5%
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4438
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1999
4428
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58
16
5697

Holders
14841
108
569
810
16 328



