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Monsanio's Commitments

Monsanto Company makes and markets high-
value chemical and agricultural products, pharma-
ceuticals, low-calorie sweeteners, industrial process
equipment, man-made fibers, plastics and other
performance materials.

In doing so, we are committed to serving the
interests of all our stake holders around the
world by:

® Aiming for a consistent and superior return on
equity for our shareowners,
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Trademarks of Monsante and its subsidiasies ave indicated by iratics
theooinas this publication,
Tiwrfe photo at p. 13 courtesy of 1. Dept. of Conservation,
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@ Meering the needs of customers with the highest
standards of value, quality and service,

@ Providing employees with safe and rewarding
wotk in an environment where each has an equal
opportunity to succeed, and

& Striving for a lasting and rewarding partnership
with neighbors.
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Operational Highiights

(Deollars in millions, except per share) 1988 1987 1986
Met Sales $ 8,293 $ 7,639 $ 6,879
Net Income $§ 591 $ 436 3 433
Per Share:
Net Income 5 827 § 5863 8 555
Dividends 2.95 275 2,575
Shareowners' Equity 55.21 52.65 48.69
Depreciation and Amortization $ 703 § 679 $ 780
Cash Provided by Operations $ 1,304 $ %02 $ 960
Research and Development Expenses $ 575 § 557 $ 523
Return on Shareowners’ Equity 15% 11% 12%
Percent of Total Debt to Total Capitalization 34% 35% 5%
Shareowners (year-end) 66,066 68,032 70,367
Shares Outstanding (year-end, in millions) 69 74 78
Employees (ycar-end) 45,635 49,734 51,703
‘l“.Sal:slnlhe w“.... .' ......
{dollars in billions) United Staces {dallars in millions) fpertent of toral safesy
W Sales in ail
other countries 1984 1948
84 $6,000
Agricultuee 0% 19%
5,000 '
Capital Equipment 13% 14%
3500
Construction and
Home Furnishings 19% 12%
3,000
Mocor Vehicles - 9% - 12%
2000 Food 2% 1%
1,000 Pharmageuticals 1% 11%
r— Personal Praducts 19% %
0 1984 1985 1986 1987 1988
B Value Added {sales less encrgy and.
raw materials)
e emogyy *minisraien ot Oover B
1984 1985 -fl.'tchnology (3¢ and Otther
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Harbison, Jr,
President and COQO

0701869

TOWOLDMONO0015481



In 1988 Mansanto turned in its best financial
performance ever. Net income reached

$591 million, one-third more than in any other
year in our history.

Those results moved the Company significantly
forward toward the goal we announced “to become
one of the great industrial enterprises of the world.”
Financial performance, which enables us to reward
all the stake holders in Monsanto, moved toward our
target of 20 percent return on shareowners’ equity
(ROE) in the early 1990s.

When we first announced that financial goal a few
years ago, many observers of our industry were
skeptical. However, we are meeting, even exceeding,
the intermediate targets on the way to our ROE
goal. The strategy carefully constructed and put into
place during the past decade is working, thanks to
46,000 Monsanto people worldwide.

# ROE improved in 1988 to more than 15 percent
from 1987's 11 percent, putting us a full year ahead
of our plans.

® Value added — the difference between selling price
and the cost of raw materials and energy — increased
to 70 percent of sales in 1988. We expect continued
increases in this measure in the years ahead.

® Customers rewarded our renewed commitment

to quality, innovation and service by buying a record
$8.3 billion of our products, 43 percent of which
were sold ontside the United States,

Strong financial results, however, are only one
measure of greatness. We must also behave in the
manner of the very best. Last year, in a book for
employees, A Commitment to Greatness, | explained
how Monsanto as a great company must behave.,

I wrote that greatniess rests on commitment ta the
highest of standards and principles. Those include
safety in the workplace and protection of the
environment. All employees must have an equal
opportunity to succeed, and then be empowered by
their management to ger the job done. The people
in a great company have a drive for results and
complete dedication to serving customers, wherever
they are around the world. Above all, we must do
the right thing in all circumstances,

Our commitment to these principles must endure
through bad times as well as good. Certainly,
economic conditions in 1988 generally were
favorable around the world; indeed, most chemistry-
based companies performed well. However, the
measure of financial strength isn't one good year,
but consistently good years. We're not recession-
proof, but we are now far more recession-resistant.

To achieve that, we have focused on less cyclical
markets and on products linked directly to our
customers’ view of value. In 1988, one-third of

our sales were to end-use markets closely linked to
industrial business cycles. In 1980, it was two-thirds.

This course delivered outstanding results in 1988,
and we sec continuing market gains in 1989 across
the corporation.

In the agricultural business, sales volumes of
products based on glyphosate (the active ingredient
in Roundup herbicide) increased by 29 percent over
1987 volumes. These products are tailored to the
cost and performance needs of specific groups of
customers. Growing residential and turf markets
increase the prospects for these products.

The chemicals unit, one of the top-performing
chemical companies in the world, met its financial
targets, as it has now done three years running. The
chemicals, fibers and plastics businesses received
quality-supplier awards from Goodyear, Chrysler,
Pillsbury, Sony, Smith-Corona, 3M and General
Electric, among others. I see more dedication 1o
customers’ needs, service and quality at Monsanto
today than ever before. That close attention to the
people who pay the bills is an absolute requirement
of a value-added business.

The Chemical Company in 1988 developed a new
modified version of Saflex plastic interlayer, called
Solarflex, to reduce heat buildup in automotive
interiors. The chemicals unit also introduced new
high-performance thermoplastic alloys and new
premium fibers.

For G.D. Searle & Co., Calan anti-hypertensive drug
had sales of more than $240 million in 1988, and it
continues to grow: Cytofec anti-ulcer drug received
approval in the United States, which joined a
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number of other nations that have approved its use.
Cytotec is the only drug available to prevent or treat
ulcers caused by anti-pain or anti-inflammatory
drugs used by millions of people suffering from
arthritis and other illnesses.

Sales of diet soft drinks containing 100 percent
NutraSweer brand sweetener continued to increase
dramatically. Also in 1988, NutmaSweet received
approvals in France, Brazil and the Sovict Union,
Prospects for growth remain strong.

Fisher's strategy of marketing integrated manu-
facturing solutions began yielding results in

1988. Record levels of total incoming orders were
received, and PROVOX instrumentation turned
profitable afeer several years of market development,
Fisher entered 1989 with its highest backlog ever.

In 1988, we continued to prune under-performing
assets and announced the sale of our silicon wafer
business to Huels AG. The employees of that
business delivered the quality and service that
normally produce satisfactory business resules,
and the business earned money in 1988, But some
corporate decisions during the past decade weren't
s successful, and the business never performed
consistently well. Huels has the necessary
commitment to the bosiness to succeed.

Financial markets gave the Company good marks
for the year, with one troublesome exception. In the
third quarter, news from a Minnesota court case
involving G.D. Searle & Co. caused Monsanto's
stock to drop sharply. Fear of a surge of similar suits
led many investots to overreact. The surge did not
oceur, and our stock has recovered most of the lost
value. We repeat here for our shareowners that any
product claims arising from these Searle suits will
have no material financial impact on the Company.

This situation was yet another unfortunate result
of the unique U.S. liability system, which often
discourages new-product development and limits
the competitiveness of U.S.-based companies in
worldwide markets. There are signs of change, but
this issue continues to hold my personal interest
and to prompt my public efforts because of its
implications for a science and technology company.

Also of great personal interest is Monsanto's top
priority for the future — new products. We must

develop more of them and bring them to market
more quickly than ever, We're making good
progress. Some examples:

The launch of Cyretec anti-ulcer drug in the Unired
States will be followed shortly by an impressive list
of new pharmaceuticals.

Dimension herbicide, a crabgrass killer that really
works, will be commercialized within 12 months,
It's the first product from a promising new family
of chemistry. Bovine somatotropin {BST), which
improves efficiency in milk production, is awaiting
approval by the U.S. Food and Drug Administration
{FDA). It will be our first biotechnology product,
and it has major worldwide potential.

The NutraSweet Company is expected in 1989 to
introduce a major product, Simplesse all-natural fat
substitute. A good-tasting substitute for fat in ice
cream, salad oil and other products, Simplesse is
cleared for sale in the United Kingdom and West
Germany, and is under review by the U.S. FDA.

These products, and many more after them,
constitute a central component in the corporate
strategy. Our new-product pipeline is as robust as it
ever has been. We're spending a great deal of money
on R&D to fill that pipcline. We recognize the cost,
but we also recognize the leverage it has on our
future, We will produce results from this investment.

The redirection of the Company is clear. A fecling
of excitement and accomplishment is building across
the Company, and it’s well carned. Now we must
have the discipline to keep the momentum going.
We must deliver the resules that provide rewards to
all our stake holders — shareowners, employees,
customers and neighbors. And we must have the
vision to lock beyond today and seize the oppor-
tunities that are emerging around the world.

The strategy is working.

Richard J. Mahoney
Chairman and Chief Executive Officer
Matrch 6, 1989
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Monsanto’s corporate strategy is working. The
steady financial progress of recent years, particularly
the best-ever results of 1988, shows we are on course
toward our financial goals,

But the numbers show only the results, not the
strategy itself in action. They da not show 46,000
Monsanto employees finding better ways of doing
business every day — all to move this Company
toward the greatness it can achieve.

In this report, we spotlight Monsanto's strategy

at wotk. This includes optimizing income from
cusrrent assets through impressive productivity gains.
Don Bell, a prime architect of a strategy that has
revolutionized manufacturing, tells the story.

The strategy includes creating unique value for our
customers through internal R&D. Will Carpenter
and Lee Miller show how rejuvenated chemical
herbicide research and pioneering biotechnology
are leading to new agricultural products.

Licensing, acquisitions and joint ventures all
complement research as routes to new products.
Ronald Goode and Hendrik Verfaillie tell how G.D.
Searle & Co. and Monsanto Agricultural Company
follow those rontes.

In today's global cconomy, we must respond to the
specific needs of distinct geographical markets. Kim
Dong Sung and James Misbet highlight our activities
in Korea and Brazil.

Earning the right to operate is basic to our corporate
strategy. Hal Corbett points to Monsanto's achieve-
ments in environmental stewardship.

These cases show our strategy at work, bur they are
not unique. Rather, they represent numerous instances
of thousands of Monsanto employees accepting the
challenge of greatness. Nor do these case studies

tell the whole Monsanto story. The overview of
operating company performance is presented in the
financial review and statements, on pages 19-43.

These cases do show the strategy being put into
practice by Monsanto people around the world —
excited and determined people who will place
Monsanto among the handful of the warld'’s great
industrial enterprises.
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Great productivity
improvements come
from employee
tnvolvement, a focus
on quality, and
advanced technology,
as in production of
Saflex interlayer

in Springfield,
Massachuserts.
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by Dan Bell, Directar, Fiber Manufacturing,
Mansanfo Chemical Company®

To succeed in global competition, we need to use
manufacturing as a competitive weapon in ways we
haven't done before.

One of the critical needs is carning recognition in the
industrics we serve as a quality producer — to build
partnerships with our customers that benefit both
them and oursclves.

These improvements have been taking place in
plants throughout Monsanto with some dramatic
results. | know firsthand the changes in our fibers
manufacturing, which makes a good case study.

To be a successful manufacturer of nylon and acrylic
fiber for Wear-Dated carpet and apparel, we identified
two challenges: improve productivity by 50 percent
in three years, and improve quality dramatically
while making it 3 line responsibility.

These simple objectives represent multimillion-
dollar challenges of a magnitude we've never faced
before. The response has been threefold: enlightencd
personnel management, a sysiematic approach to
quality improvement, and advanced computer-
integrated manufacturing.

Each of these changes would be beneficial by itsclf,
but the “Plant of the *90s”" combines all three. That's
what we installed in the plants at Pensacola, Florida;
Decatur, Alabama; Greenwood, South Carolina; and
Chocolate Bayou in Alvin, Texas.

Workers Given Mors Freedom, Responsibillty

W gave our employces more freedom and bolstered
their commitment by creating self-directed work
groups that climinated one layer of supervision. We
asked our people to usc their minds as well as their
hands. We invited them to meet with the people
who use our products, so our
employces could define
doing a good job in

the same terms as

the customer. 4

*ifiectine Jaucary 1, 1989, Bell
Dbecame group viee presidend,
Mewsirement and Process
Instnomentation, as Fisher Custtrols
lutermationaf Iuc, , @ Monsanre
shsidiary

We improved the guality and quantity of business
information available to line employees so that they
could sce the priorities for themsclves and work on
real-life solutions. In some instances, our operators
can now look at a control screen and determine —
immediately — whether or not the process is
making moncy.

Quatity Emphasized

We provided training in the Total Quality approach
to continuous improvement, which emphasizes
improving systerns and processes to deliver consis-
tent results. Joint teams of Monsanto people and
their customers were formed to improve quality and
yiclds all the way through to the ultimate consumer.

The cost of fixing, recycling or
throwing away imperfect products
was reduced 65 percent.

Fisher Technalogy Inlegral lo Improvements
We provided tools, including
PROVOX process controls from
Monsanto’s Fisher Controls Interna-
tional subsidiary. Fisher is a stratcgic
partner in the Plant of the *90s, and
worked with major computer
vendors — including Digital Equip-
ment, Hewlett-Packard and 1BM —
te develop a coordinated manufac-
turing strategy. Along with process
controls, this strategy combines
itrformation systems and clectronic
communications in a fully inte-
grated network.

The results speak for themsclves:
Decatur doubled cost savings;
productivity at Chocolate Bayou is
up over 50 percent; and
both Pensacola and
Greenwood have demon-
strated significant
improvement in the
consistency of our
nylon carpet fibers.

0701874

Other Plamts ol the '90s

The same synergy

ameng people, technology
attd Total Quality is
dramatically improving
productivity and customer
service at Monsante plants
Jfrom Soda Springs, ldahe,
1o Annwerp, Belgium.
Some examples:

& New rechnolopy at the
Muscatine, Towa, plant
is designed to reduce
emissions of hazardons
chemitals by 85 percent.
and repay the investment
by salvaging material.

® A new ulitity contrat,

PROVOX instrumen-

tation and software,

and empleyee quality

improvement teams com-
bined to allow the Soda

Springs, Maha, phos-

phorus plant to opentie

above ils mted capacity.

With statistical process

controls, the Amtwerp,

Belgium, plant produeed

Santoflex rubber pro-

cessing chemicals at

135 percem of preuions

capaecy.

& The commitment of
the peaple at the Nitro,
West Virginia, plant
has increased oulput per
employce by 40 percent
since 1985,

A PROVOX controls are

ceniral to the fully inte-
grated manmfacturing
process.
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by Will D, Carpenter, Vice President, Tech-

nology Division, Monsanto Agricultumi
Company, and Lee A, Miller, Vice President, Animal
Seiences Division, Monsanto Agrieuliural Company

An ever-increasing stream of internally generated
new products is an essential component of
Monsanto's strategy. At Monsanto Agricultural
Company (MAC), we've renewed our research and
development program through reinvigorated chemi-
cal research and pioneering work in the new science
of biotechnology.

We have 1,000 professionals working with a budget
of more than $140 million a year. Thanks to their
efforts, MAC's new-product pipeline has more
candidates now than at any time in the past 15 years.
Most have come from our own labs, bolstered by
some technologies we've licensed or acquired.

Thirteen products are on an accelerated commer=
cialization track, and the first of these will come to
market during 1989. Anather 14 will be evaluated in
1989 for the fast track, and 20 more will be taken to
field tests, the last step prior to the decision to take
them to market.

New Chamistry Yields Crabgrass Killer

In chemistry, five herbicide candidates are rapidly
moving to commercialization. The first will be
Dimension crabgrass killer, which we anticipate will
be tested in the United States in 1989, Superior to
cxisting products, Dimension is harmless 1o desirable
grasses and effective season-long. This product
comes from a whole new class of herbicide chemis-
try that has also yielded commercialization-track
products for rice, cotton, soybeans, peanuts, trees,
nuts and vines,

The market demand to control plant diseases is big
and growing, and we have several fungicide
candidates under development,
Onc that protects rice is
already on the commer-
cialization track. We also
have discovered a chemi-
cal hybridizing agent that

- -

increases yields in wheat strains grown in Europe; it
too is on a commercialization track,

Bioteehnelogty Promises Unprecedented Products

Our other approach to discovering new products is
based on the science of biotechnology, which is
delivering unprecedented potential products for the
animal and plant sciences.

The first product from this program is bovine soma-
totropin, or BST, a naturally occurring protein that
increases the cfficiency of milk production in dairy
cows, lowering costs for dairy farmers. BST is
awaiting approval by the U.S. Food and Drug
Administration.

Porcine somatotropin, or PST, enhances feed effi-

ciency in hogs and delivers to health- ) .
conscious consumers leaner pork oo T T T
with less far. Regulatory approval Tty Mrches

. . if genetically engineered

is expected in the early 1990s. "{;ffmbn m"m fmm,m
We are also developing genetically pratect plants fram insecis
engineered varieties of crops that }':ii’::f;;:‘:::f:: st
resist certain viruses or insects. ‘nicrobes behave in soil.
Virus- and insect-resistant plants Do they stay in place, or
should be introduced toward the do they mignace? How lang

i : do they survive? Suck
mid-1990s. In laboratories, we gicstions are cemnh 1o both

recently engineered cotton for 16515~ fhe tecting and marketabil-
tance to certain caterpillars. ity of genetically

.. imeered microbes.
One of the most lant g
promising pan Monsaito Is the research

areas is the engincering of crops that | 0/ ansuering these
tolerate Roundup herbicide, This questions, Our scienfists
would benefit farmers by allowing have engineered a marking
them substantially increased flexibil-  system ottfo a commen

o . sthain of soif bacteria
ity in their weed control programs. ablowing their fites o be

By the mid-1990s, we plan to intro-  observed. Thit technigue
duce varieties of soybeans, cotton beas bein tested successfully

and canola tolerant to ::;r:,{:-::,d;f:“::h’?:;‘:{

Roundup. We're also tories to which we have
working on even larger made our wosk freely
worldwide crops, whear ~ vailable. These tests are

nd corn, t ake them proving the effieacy and
a ro, to m value of ouer microbial

tolerant to Rowndup. marking method as a

research tool,

efficiency of mith production -
in dairy eows will be
Moaisanto's first biotech-
nology produd,
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Many new producrs,

steh as Expedite
pesticide applicators,
conte from external
sources,
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by Ronald L. Goode, Ph.D., Senior Vice
President, Corporte Commercial Develap-
mrm‘ G.D. Searle & Co., and Hendrik A. Verfaillie,
Vice President, Cummrrrmi' Development, Monsanto
Agricultum! Company

Monsanto intends to increase shareowner value with
new and better products. Some come from our own
rescarch, but some equally important products come
from licensing, acquisitions and joint ventures.

At G.1). Searle & Co., our goal is for such exter-
nally derived products to provide $2 billion in sales
by the mid=1990s, Sales of such products came to
$416 million in 1988, In Monsanto Agricultural
Company, acquired and licensed products will
provide 25 te 30 pereent of MAC's sales by the mid-
19905, compared with less than 5 pereent in 1988,

Licensing Fllls Short- and Long-Term Needs

Some licensing cfforts at MAC fill short-term prod-
uct necds. That was the case when we recently
bought the distribution, patent and technology
rights for Expedite pesticide applicator outside the
United Kingdom. That was also the reason we
obtained U.S, distribution tights for Clipper tree
growth regulator and access to a cercal fungicide

in Europe,

Looking to the longer term, we now have several
licensed herbicides and fungicides vnder commercial
development, and we regularly evaluate new
candidates,

Licensing at Searle has already produced one big
winner. The family of Cafan cardiovascular drugs
has become Searle’s biggest seller, accounting for
more than $240 million in 1988 sales. Another
licensed product, lomefloxacin, looks

especially promising. This anti-

infective belongs to the third-largest

and fastest-growing segment of the

established a worldwide group whose sole mission
is the development of licensed compounds. Its struc-
ture and mission discourage the “not invented here™
syndrome, in which licensed compounds get treat-
ment inferior to that pf in-heuse discoveries. About
cvery 10 days, Scarle looks at another new com-
pound from cxternal sources.

Acquisitions, Mergers Add Products, Market Position

Acquisitions and mergers are ways to obtain new
products and to establish a new market position.

To complement Roundip lawn and garden herbicide,
MAC in 1988 bought the lawn- and garden-care
product line sold under the Greensweep brand. We
also bought the Western Hemisphere rights to Rohm
and Haas chemical hybridizing
agents, which improve the hybridi-
zation process. One such agent
promises to deliver higher yields

in North American wheat strains,

Also in 1988, Searle merged it ltal-
ian affiliate, Scatle Italia, with the
ethical pharmaceurical division of
Schiapparclli Farmaceutici S.p. A.

to get a larger presence in the Italian
pharmaceutical market, the world’s
fifth-biggest. One of Searle’s priori-
ties is an acquisition in West
Germany, the world’s third-biggest
pharmaceuticals market, where we
are now undet-represented.

Joint ventures, another uscful strat-
cgy, spread risks of new product
development. Lorex, Searle’s joint
venture with a French pharmacenti-

cal firm, has been developing new W Sales of Searle
products since 1982, We are close to discavered products
commercializing the first of B Sules of licensed and

these, Kerlone acquired products

market, quinolones. (betaxolol)
During the past year alone, Searle _hYP‘:”:"'
licensed 10 compounds that will sive drug.
be developed as ethical drugs. Searle_npw
. . has 13 joint
Unlike any other major pharma-
. ventures.
ceutical company, we have
A [n-vitro tests demanistrare
the superior anti-infective
efficacy of tomefloxacin,
which was recently
livensed by Searle,
oro1878 n
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right ra operate fiom
neighbars, such as
those whe fish in
the Tennessee River
next to our Decatur,
Alabama, plant.
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by Harold J. Corbett, Senior Vice President,
Environment, Safery and Health,
Monsanto Company

Monsanto's environmental vision is simply stated:
Monsanto will do the right thing and be known for
doing the right thing.

We will do the right thing first and foremost because
that'’s the kind of company we are, and we expect it
of outselves. Furthermore, it is what the public
cxpects, and it is the public from whom we eamn the
right to operate.

That vision was cxpressed in our 1988 goal to reduce
toxic air emissions worldwide by 90 percent by the
cnd of 1992. That aggressive initiative follows a
serics of programs during the last five years that
demonstrate our determination to protect human
health and the environment.

In 1984, Monsanto approved $100 million for
cleanup of waste sites in which the Company was
involved. That same year, following the tragedy at
Bhopal, we became the first company to offer to the
public our Material Safety Data Sheets on all prod-
ucts and raw materials. We also cstablished the
High Hazard Materials Task Force to analyze and
reduce potential risks at all manufacturing facilitics
wotldwide. That task force continues to make
recommendations to the operating divisions, which
have the responsibility for implementation. And in
1988, going far beyond the requirements of the
Emergency Planning and Community Right-to-
know Act, we actively communicated our data on
emissions to air, water and land to a broad range of
national and local publics.

Alr Emissions Reduced Across Monsanto

Al! of Monsanto’s operating divisions and subsid-
iaries arc involved in the 90 percent reduction
program. Teams of manufacturing cxperts,
environmental experts, cnginecrs and

others have been formed to make recom-
mendations for specific projects.

Generally, these projects fall into
three categoties: product substitu-
tion, in which less volatile

materials can be substituted to reduce air emissions;
process change and modification; and installation of
new pollution control technology. These projects
will be implemented during the next four years.

Goal Is Reduction of All Wastes

Because reducing emissions to the air can increase
cmissions to water, land or other media, and because
our goal is a net reduction of all wastes, we are also
formalizing a general waste elimination program,
with specific goals and checkpoints. Each operating
division is developing specific plans and recommen-
dations. These include process revisions and material
substitutions to eliminate hazardous waste; recycling
and reuse within the processor plant; and waste treat-
ment through such technologies as
ittcingration and biotreatment.
Outright elimination and recycling
take much longer to achieve, but are
more environmentally desirable.
Thetefore, we are encouraging
process research focused on these
methods, rather than exclusively on
the easier “end-of-pipe” treatment.

Old Waste Sites Cleaned Up
Significant progress has been made

. Having Monsante a5
on cleanup of a number of major a rieighbor has been the
Superfund waste sites. Cleanup good fortune of Decatur,

is scheduled to begin this year at
the Motco site in Texas and the
Seymour, Indiana, site. We expect
a consent decree to be concluded here and have never
shortly for the Brio/Dixie Proces- deviated," Dukes says.
sors site in Texas. A consent decree Parvofthat record is envi-
for cleanup at the Woburn Induseri- ~ rowmental: According io
plex site in Massachusetts has been the mayor, some of the

. A Company's standards
lodged in federal court. Monsanto is  xeeed those af the Envi-
the praject managet for cleanup at vonmental Protection

I four sites. Agency. Part is philan-
2 T siees thropie: A Monsanto Pund

All these Monsanto programs, along  giff helped build a cancer
with the 90 percent air reduction center for-the Decarur
cffort, have been undertaken Generl Hospital.

to fulfill our vision for The record also includes

h - community service by
the environment. Monisanto employees in

activities mmging from the
Chamber of Commetce to
kids' softball teams.
““Mansanto,” Mayor
Dukes says, “is unusuatly
community-minded. "’

mayor, Bill Dukés.
“They've set a good exam-
ple since their first days

0701880
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v mented by new

: Korea Ltd. was

The 20-year part-
nership betiween
Monsanto and Korea
is continually aug-

businesses. Searle

added to the
Monsanto family
in 1985.

=)
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by Kim Dong Sung, Country Director,
Monsanto Korea Inc.

Monsanto’s 20 years in Korea have been a partner-
ship with the history of modern Korea itself. As
Korea has grown and modernized, the Company has
supplied many of the nation’s basic needs and grown
with it. Today, Korea has become an economic force
that ne global company can ignore.

Monsanto came to Korea in 1968, At that time,

we were a nation still recovering from nearly four
decades of occupation by a foreign power and two
destructive wars. The second was for us the more
tragic, since in it Koreans killed Koreans. When the
killing stopped in 1953, my country had little left
but its mountains and rivers . . . and the pcople who
remained. The people barely survived from one day
to the next.

Through the 19605, we depended heavily on inter-
national aid. And we suffered from several chronic
economic diseases — trade deficit, government debt,
currency devaluation and double-digit inflation.

Today those chronic problems are virtually gone.
Our economy is growing more than 8 percent each
year, and our products are now known for quality
and value throughour the world. Many sec Korea
as an economic miracle.

Before 1968, Monsanto sold a few products through
agents. There were no Monsanto employees in
Korea, and no Monsanto products were made here.
Today, Monsanto has grown to more than 380
employees in Korea. If we count their spouses and
children, Monsanto paychecks support an extended
family of more than 1,650 people.

Last year, sales of Monsanto products amounted
ta nearly $115 million, including $50 million from
sales of preducts marketed by our joint ventures.

Monsanto Products Met Spacial Needs

From the beginning, Monsanto's products provided
special value to the Korean nation at each stage of
growth. When | was
hired in August 1968,
Monsanto wanted

someone to mtroduce two miraculous new herbi-
cides, Lasso herbicide for upland crops and Machete
herbicide for rice and batley.

At the time there was serious overpopulation in rural
areas, creating a high jobless rate in the off season.
And here was Monsanto wanting to replace 5,000-
yeat-old labor-intensive hand weeding with labor-
saving products! But this almost magical chemical
weed control helped increase food production for a
population moving to the industrializing cities where
there were good jobs.

Korea was the first country to use Macheie on batley
and rice, and it was quickly adopted by our farmers.
The first sales of liquid Machete in 1970 brought in
$35,000. When we introduced the granular form a

year later, the demand was so great
that we placed an order 100 times
the volume of the previous year.

First Investment an Agricultural Joint Venture

This progress led Monsanto o
invest in Korea. The result was
KORAG, a 50-50 joint venture with
Han-Nong Corporation, Korea's
largest agricultural chemicals
distributor. KORAG was an imme-
diate success. During the first full
year of production, it earned more
than twice the initial investment.

As Monsanto grew and gained
experience in Korea, the growing
Korean economy needed other
new products. When Korea began
manufacturing electronic goods,
Monsanto supplied silicon wafers
to that budding industry through
another joint venture. Although
there is a healthy market for
electronic materials in Korea,
Monsanto's electronic materials
business overall has not been able to
) sustain profitability
: and no longer fits
the Company's
¢ (continued on
page 18)

Ssarle Soaring in Korwa
G.D. Searle’s business in
Korea is soaring. Sales
grew 113 percent from 1986
to 1987, and 59 percemt
Jrom 1987 to 1988. They
are expected to grow
anather 50 peveent in 1989,

Beginning with the estab-
tishsient of Searle Korea
Lid. in 1982, the mpid
growth was fusled by local
mawsfacturing, which
began in 1985 in an
award-winning plant.

QF its two dozen products,
the besi-setling preseription
#rugs ore Aldactons
diuretic and Cyroter
ulcer medication..

Searlt Korea is the only
phammaceutical joint ven~
ture in Koree with an
extensive licensing pro-
gram. Seven licensed
products are sold there -
wnder the Searle name,
including its two overtli
best sellers, both non-
prescription products.
Searte Korea’s prospecis
are bright in a market
that is growing at almost
20 peroent a year.

0701832
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" Monsanto has done
well in Brazil's
complicated econ-
omy. The Company
mianufactures many
products there,
including Roundup
herbicide, used
extensively on
coffee plantations.
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by James H. Nisbet, President,

Monsanto Brazif
Brazil has become a major world area for Monsanto,
and it will grow in importance as our Company
becomes more global. We have done well during
the 25 years we have been in this huge and compli-
cated land.

It's risky to gencralize about Brazil. Highly indus-
trialized and wealthy in the South, where the
economy has long revolved around the sophisticated
citics of Rio de Janciro and Sio Paulo, Brazil is also
a young, emerging fronticr nation in the western
interiot,

Often viewed as a potential power, Brazil is in many
respects already an economic giant. It produces
almost half of South America’s goods, nearly three
times as much as the next-largest economy on that
continent.

A market economy prevails, yet the government is
a major cconomic force. The gevernment controls
imports and exports, and it has created special
“market reserves” to encourage the growth of
certain Brazilian industries.

The government’s presence is felt in another way.
That's in the form of hyperinflation — nearly 1,000
percent in 1988. Government borrowing contributes
ta the inflation, but it has attempted to atrack the
problem — with wage and price-control “‘shock
treatments,” for example, and indexation of prices
and wages. The problem remains to be solved, but
unlike most countries, Brazil has kept growing in
spite of it.

Monsanto has also grown by learning how to do
business in this variable and unpredictable economy,
which sometimes frustrates managers schooled in the
business practices of Europe and North America. To
succeed, we've learned the value of being flexible,
informal, tolerant, adaptable and agile. Above all,

we must be patient and look to the long term, for
itis only over time that the complexities

can be managed and the results
measured with accuracy.

First Significant Investment in 1973

Monsanto entered the Brazilian market in 1963
with the opening of a sales office in $3o Paulo. We
increased our presence in 1973, when we made our
first significant investment there in the form of a
minority interest in a local company. Within a year,
we also invested in a manufacturing facility at Sio
José dos Campos.

Since then, a steady pace of investment — running
today at $20-$25 million a year — has created
perhaps the most comprehensive range of Monsanto
operations in any country outside the United States.

From our initial investments in rubber chemical and
phosphate production and later investments in poly-
styrene and herbicide production, the $3o José dos

Campos facility has grown into a
complex network of process units
making many Monsanto products.

Agricultural, Aulomotive Markets Largest
Monsanto do Brasil sales, excluding
our joint ventures, have climbed
from $5 million in 1974 to 8188
million in 1988, with industrial
chemicals and agricultural products
leading the way. Brazil is the world’s
No. 1 coffee producer, and coftee
growing constitutes the largest
Brazilian market for Routidup
herbicide. Brazil, in fact, is the
third-largest country for Roundup
in the world.

Destined to become an even larger
market for Monsanto products is the
automobile industry. Brazil today
ranks eighth in the world as an auto-
mobile manufacturer. By the mid-
1990s, it is expected to rank fourth.
Already Monsanto is the leading
producer of rubber chemicals in
Brazil, and the expected growth in
the anto market will fuel sales of
rubber chemicals.

{continwed on page 18)

ﬂTI.ﬁB#

Laad of Sugar

Bzl is a land of sugar.

The average Brazilian con- .

sumes 25 kgs (55 lbs) of
sugar each year, compared
with 7 kgs (15 ths) for
each person in the United
States.

Until early 1988, wse of
HOR-SUZAT SWIECIPNErs in
Brazil was restricted ta o
small number of products.
The NutwSweel Com-
pany sought to change that

through an informational

campdign,

First, The NutmaSweet
Company became a regiiar
souree of stientifie informa-
tion for government
officials. Sevond, it entisted
the support of potential
customers in the ¢ffort to
make NutraSweet sweet-
etier available to Bazilian
consumers,

The strategy succeeded.
NutraSweet is nowr
approved for sale in

Brazil. I will soon be
tany factured there,

1
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Globallzation: Kosea (continued)
stratcgies and objectives.
It is being sold.

Joint Venture for Automative
Market Formed

Korea also has emerged
as one of the world's
major automotive mar-
kets. In 1985, we began
talks with Korea's largest
tire maker, Kumho, who
was attracted to our
superior rubber chemi-
cals and other first-rate

n it b

- r .
Momsanto’s fargest Korean market.

Frerging as Brazil's langest customer for
Monsanto products is the aurg inthisory,

products for the automo-
tive market, like Saflex interlayer in safety glass and
Santoprene thermoplastic rubber. The upshot was
Monsanto's latest Korean joint venture, Kumho
Monsanto Company, founded in 1987.

Globalization: Bradll (continued)

The same market will
become a major con-
sumer of Saflex plastic
interlayer for laminated
safety glass. Beginning
in 1991, Brazilian law
will require laminated
safety glass in all new
autos, That's why we
are building a plant to
manufacture Saffex.

Automobiles will also
be the leading market for
Santoprene thermoplastic
rubber, which we will
soon be supplying from a new production unit ar
$30 Jos¢ dos Campos.

NutraSweet brand sweetener is another product with
large market potential. Until recently, non-sugar
sweeteners were highly restricted by the Brazilian
government. But a new legal status for these sweet-
eners changed that in carly 1988 (sce sidebar on
page 17). Now NutraSweet is being sold and a plant

The Monsanto family in Korea gained another
member in 1983, when the Company acquired

G.D. Searle & Co. (sce sidebar on page 15). This
new business is also in step with the increasing mod-
ernization of the Korean cconomy and socicty.

Thus, Monsanto has evolved and prospered in
harmony with Korea, assisting in each stage of
Korean development while doing a profitable
business. Monsanto continues to develop new
products that will help boost Korean agricultural
production. Feasibility studies are also under
way to determine appropriate investments to
supply the automotive market.

Monsanto and Korea arc good for cach other. We
Koreans have a can-do attitude. Our spiritual heri-
tage encourages us not to dwell on problems but
instead to seek opportunities. Monsanto will abways
find new opportunities for profitable business as
Korea grows and prospers.

is being built at S3o José dos Campos to satisfy the
extraordinary sweet tooth and fit-and-trim atcitudes
of the Brazilian people.

Quality Gives Gompetitive Edge

To take full advantage of these and other opportuni-
ties in Brazil, we have initiated a Total Quality
program. Not only do we expect quality-improve-
ment programs to result in cost savings, but we arc
convinced that improved quality throughout our
operations will also give us a significant competitive
advantage. For as Brazil develops further, increased
domestic consumption and exports to other coun-
tries will lead to demands for higher-quality
products, We intend to be the preferred supplicr in
our targeted markets of the highest-quality products
to thosc customers.

We expect Monsanto's record of success in Brazil 1o
continue, The population is young — 50 percent are
below the age of 18. This will provide a growing
consumecr base and an eager work force. Further-
more, many of the major growth markets in Brazil
are oncs that Monsanto is well equipped to supply.
The future looks promising.

0701885
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Principal Acquisitions and Divestitures

Managemen Report

Monsanto Company management is responsible for
the fair presentation and consistency of all financial
data included in this Annual Report in accordance
with generally accepted accounting principles.
Where necessary, the data reflect management's
best estimates and judgments.

Management also is responsible for maintaining

a system of internal accounting controls with the
objectives of providing reasonable assnrance that
Monsanto's assets are safegnarded against material
loss from unauthorized use or disposition and that
authorized transactions are properly recorded to
permit the preparation of accurate financial data,
Cost~benefit judgments are an important
consideration in this regard, The cffectiveness of

W Monsenio Company and Subsidiaries

Unless otherwise indicated by the context, *'Monsanic" means
Monsameo Company and consolidared subsidiaries, and ''the Company*
means Monsanto Company only. Al dotlavs are in millions, extept per
share data.

internal controls is maintained by: (1) personnel
selection and training; (2) division of responsibilities;
(3) establishment and communication of policies; and
{4) ongoing internal review programs and audits.
Management believes that Monsanto's system of
internal controls as of December 31, 1988 is

effective and adequate to accomplish the above
described objectives.

At

Richard J. Mahoney Francis A. Stroble
Chairman and Senior Vice President and
Chief Executive Officer  Chief Financial Officer

February 24, 1989

0701887
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Audit Committee Report

The Audit Committee is composed of five non-
employee members of the Board of Directors and
met three times in 1988, It reviews and monitors
Monganto's internal controls, financial reports,
accounting practices and the scope and effectiveness
of the audits performed by the independent auditors
and internal auditors. The Committee also
recommends to the full Board of Directors the
appointment of Monsanto’s principal independent
auditors and approves in advance all significant audix
and non-audit services provided by such auditors.
As ratified by shareowner vote at the 1988 Annual
Meeting, Deloitte Haskins & Sells was appointed

as independent auditors to examine, and express

an opinion as to the fair presentation of, the
consolidated financial statements. This opinion
appears below.

The Audit Committee discusses audit and

financial reporting matters with representatives

of the Company's financial management, its internal
auditors and Deloitte Haskins & Sells. The internal

Indepondent Auditors' Opinion

To the Shareowners of Monsanto Company:

We have audited the accompanying statement

of consolidated financial position of Monsanto
Company and Subsidiaries as of December 31, 1988
and 1987, and the related statements of consolidated
income, shareowners’ equity and cash flow for each
of the three years in the period ended December 31,
1988, These financial statements are the responsibility
of the Company's management. Qur responsibility
is to exptess an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with
generally accepted auditing standards. Those
standards require that we plan and perform the
audit to obtain reasonable assurance about whether
the financial statements are free of material
misstatemnent. An audit includes examining, on

a test basis, evidence supporting the amounts and
disclosures in the financial stacements. An audit

auditors and Deloitte Haskins & Sells meet with
the Committee, with or without management
representatives present, to discuss the results of
their examinations, the adequacy of Monsanto's
internal accounting controls and the quality of
financial reporting. The Committee encourages
the internal auditors and Deloitte Haskins & Sells
to communicate directly with the Commitree.

The Audit Committee has reviewed and approved
the financial section of this Annual Report. Pursnant
to the recommendation of the Audit Committee,
the Board of Directors also has approved the
financial section.

Buck Mickel
Chairman, Audit Committee

February 24, 1989

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 consolidated financial
statements present fairly in all material respects
the financial position of Monsanto Company and
Subsidiaries at December 31, 1988 and 1987, and
the results of their operations and their cash flows
for each of the three years in the period ended
December 31, 1988, in conformity with generally
accepted accounting principles.

Rttt Wkl 1 St

Deloitte Haskins & Sells
Saint Louis, Missouri

February 24, 1989
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Statomant of Consolidated Income

(Dallars in mittions, except per share) 1988 1987 1986
Net Sales $8,293 $7,639 36,879
Cost of goods sold 4972 4,755 4,344
Gross Profit 3,321 2,884 2,535
Marketing expenses 1,013 918 816
Admimistrative expenses 474 424 428
Technological expenses 648 615 596
Amortization of intangible assets 231 225 218
Restructuring expense (income) — net (32) (158)
Operating Incoms 955 734 635
Interest expense (174) (172) (201)
Interest income 46 42 41
Other income — net 66 69 161
incoma Bators Income Taxes 893 673 636
Income taxes n 237 203
Nat Income § 591 5 436 $ 433
Earningy per Share $ 8.27 $ 5.63 $ 5.55
The above siatewment should be read in comjunction with pages 37 through 92 af this report.
ey Financisl Stafistics 1988 1987 1986
Petcent Change from Prior Year:
Net Sales % 11% 2%
Operating Income 30 16 -
Net Income k. 1 -
Earnings per Share 47 1 —
As a Percent of Net Sales:
Gross Profit 40 k) 7
Markering, Administrative and Techmological Expenses 26 26 27
Research and Development Expenses 7 7 8
COperating Income 12 10 9
Net Income 7 6 [
Effective Income Tax Rate M4 35 32
Return on Shareowners’ Equity 15 11 12
0701889
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Review of Consolidated Results of Operations

1998 Wasa Racord Yoar

The strategies established in prior years and the
continued economic growth in Monsanto’s key
markets throughout the world produced strong sales
demand, whici resulted in record earnings in 1988,
Net income for 1988 was $591 million compared
with 3436 million in 1987, a 36 percent increase.
Earnings per share for 1988 were $8.27 versus
$5.63 in 1987, a 47 percent increase. In addition to
the strong income performance, earnings per share
penefited from the reduction in the number of
common shares outstanding as a result of the
treasury stock purchase program.

$ates Demand Strong Across Al Segments

Net sales increased 9 percent in 1988. Sales volume
was 6 percent higher than 1987, The volume
improvement was experienced across all operating
units. The improvement in sales volume and mix
contributed an additional $2.47 per share to 1988
earnings per share, Demand was strong for both
U.S. export and ex-U.S. produced goods as these
sales increased 12 percent and comprised 43 percent
of Monsanto’s total net sales in 1988. New applica-
tions and market expansion contributed to robust
demand for established agricultural products such
a5 Roundup and Lasso herbicides. Alimet animal feed
supplement had a record sales year with a substantial
inctease in volume. Products such as Saflex plastic
interlayer and Lustun ABS thermoplastics experi-
enced vigorous demand from the automotive and
housing industries. Sales demand for Wear-Dated
stain-resistant carpet fibers continued to grow. The
volume growth of NutmSweet brand low-caloric
swoeetener reflected the continued strength of the
U.S. diet carbonated soft drink market and further
penetration of international markets. Sales of the
Calan family of pharmaceurical products increased
79 percent.

The overall impact of selling price increases was
favorable in 1988, Strong demand supported selling
price increases for a number of products. However,
the Roundup herbicide global marketing strategy,
which included reducing selling prices, contributed
to increased market penetration and development of
new markets, which resulted in substantial volume
increases. Internationally, the continued weakness

of the U.S. dollar gave U.8.-produced goods a com-
petitive advantage in certain world area markets. The
currency translation of ex-U.8. denominated sales
into U).S. dollars also produced a favorable effect.

Grozs Margin Improved

Gross profit was 40 percent of sales in 1988, a good
improvement compared with 38 percent for the prior
year. Monsanto's strategy to exit from cyclical

commodity chemicals businesses in favor of higher
value-added products has improved the quality of
the product portfolio. This shift to higher margin

roducts contributed significantly to the gross profit
improvement in 1988. In addition, benefits were
realized from continuing manufacturing cost reduc-
tion projects. The effect of higher selling prices
(3240 million) exceeded the effect of raw material
cast increases (3140 million).

Marksting and Adminisirative Expenses
Altecled by Higher Sates and Profitability

Marketing expenses increased 10 percent in

1988. Of this increase, about one-fourth was from
higher agents’ sales commissions resuiting from the
higher sales level. Another one-fourth of the increase
was the effect of ex-U.S. currency translation, and
the remaining increase generally was due to infla-
tion. Marketing expenses as a percent of net sales
were 12 percent in 1988, unchanged year-to-year.
Marketing expenses as a percent of net sales differ
substantially between operating units, the highest
being in Pharmaceuticals and the lowest being

in Chemicals.

Administrative expenses increased 12 percent

in 1988, About one-half was from higher employee
incentive compensation resulting from the record
profitability. The remainder of the increase was
due to inflation and the effect of ex-U.S.

currency translation.

Research Commitment Continues

Monsanto continues to commit significant

resources to research with technological expenses
of $648 million in 1988, 5 percent higher than 1987.
Significant expenditures were in the areas of life
sciences — pharmaceuticals and agriculture, A
strategy of in-house research complemented by
university collaboration and aggressive licensing
programs sustains the momentun established in
recent years. As a result, Crop Chemicals has more
potential new products in the pipeline than at any
time in the past 15 years. Pharmaceuticals has
numerous products in various stages of research and
development, some of which are now awaiting regu-
latory approval for commercialization. Cytotec anti-
ulcer drug was approved in the United States in late
1988 and will be commercially launched in 1989.
Animal Sciences’ bovine somatotropin and The
NutraSweet Company's Simplesse all-natural fat
substitute are anticipated to be introduced in 1989.
Monsanto also has devoted significant research effort
to cxisting product lines, focusing primarily on
improving the technology and expanding product
applications, such as 2 Saflex plastic interlayer that
can screen out heat-causing solar radiation.

0701890 Monsanta Company and Subsidiaries 2
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Review of Consolidated Results of Operations {continued)
Operating Income Up 30 Percent

Operating income was $955 million in 1988, up

30 percent from $734 million in 1987. The operating
profit margin improved to 12 percent of net sales in
1988 as compared to 10 percent in the prior year.
Sales volume and selling price improvements
favorably affected operating income; but rising

raw material and marketing costs had an unfavor-
able impact.

ROE Improved to 15 Parcant

The 15 percent return on shareowners’ equity
(ROE) in 1988 represents considerable improvement
aver the 11 percent attained in 1987 and demonstrates
continuing progress toward management'’s target of
a 20 percent return on equity by the early 1990s. The
1988 improvement was primarily due to the higher
profit performance, supplemented by the treasury
stock purchase program.

1087 Showed Inyrovernent

Net sales increased to $7,639 million in 1987,
an 11 percent increase over 1986, Sales volume
increased 8 percent in 1987. Worldwide selling
prices increased 3 percent.

The gross profit margin in 1987 was 38 percent
versus 37 percent in 1986 duc to increased sales of
products with higher margins (Pharmaceuticals and
Crop Chemicals). Chemicals margins were lower
because of a selling price/raw material cost squeeze.
Monsanto's total raw material costs increased
approximately 13 percent. The gross profit margin
was adversely affected in 1986 by the $90 million
obsolescence charge for the Electronic Materials
property write-down,

Net income of $436 million in 1987 was up margin-
ally from $433 million in 1986. Included in 1986 net
income, however, was $85 million of net gains asso-
ciated with unusual items resulting from the sale,
closure or impairment of facilities and businesses as
well as other unusual income and expenses. Only
$18 million was included in 1987 for gains from
similar items.

The countries in which Monsanto operates have
experienced varying degrees of inflation; therefore,
the historical cost of certain assets is generally lower
than current cost. Generally accepted accounting
principles require financial statements 1o be prepared
at historical cost, Consequently, the depreciation
expense reported in the Statement of Consolidated
Income is less than that which would be reported
using current cost.

M Monsamo Company and Subsidiaries

Anatysis of Change In Earnings par Share — Better (Worse)

1988 ve. 1987 vs.
1987 1986
Sales Relntad Factors:
Selling prices 5178 §12]
Sales volume and mix 247 212
Totst Sales Relsled Factors 4.25 3.33
Cost Rstated Faciory:
Raw material costs {1.02) (1.70)
Other manufacturing costs 019 0.07)
Marketing, adminiserative and
technological expenses {1.30) 0.93)
Nonrecurring 1986 costs 0.98
Toisl Cost Related Faciors 2.13) (1.72)
Dther Factors:
Restructuring — net (0.24) (1.01)
Divestitures 0.26) 0.13)
Total Other Factors (0.50) 1.14)
Oparating Income 1.62 0.47
Interest expense {0.01) 0.19
Interest income 0.03 0.01
Other income — net 02 (087
Change in income taxes 038 0.25
Change in shares di 0.64 0.03
Change In Eamnings per Shars $264 5008
Stles Volume index
(1985 = 1.0y
1.2
11
1.0
0.9
0.8
Salling Price Index
(1985 = 1.0)
1.2
1.1
1.0
0.9
0.8 1986 1987 1988
Ruw Material Cost index
{1985 = 1.0}
1.2
1.1
1.0
0.9
0.8 1986 1987 1988
0701891
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Operating Research
Net Sales Income {Loss) and Development
1988 1987 1986 1988 1987 1986 1988 1987 1986

A sr"culmﬂl Products:
Crop Chemicals 1,377 31,178 51,067 $434 3350 suMB $110 $94 39N
Animal Sciences 169 127 86 am 43 (35 43 47 41
Chemicals 3,989 3858 3548 486 450 613 108 108 105
Electronic Materials 209 1BS 154 1 (8} (139 ] B 15
Fisher Controls 840 749 645 29 26 (66} 19 18 21
NutraSweet 736 722 m 154 145 142 5 K} 25
Pharmaccuticals 973 820 665 62) (119 M9 198 199 177
Biotechnology Product Discovery 4N (43) (4t) 47 43 3
Corporate 3 ) (36 (38 9 2 6
Totel consolideted $8,2931 $7,639 %6879 3955  §234 3635 $575 8557 8523
Capital Depreciation

Total Assets Expendi and Amortizari

1988 1987 1986 1988 1987 1986 1988 1987 1986

Agn’cultlml Products:
Crop Chemicals $L,001 % 918 § 939 $101 $71  §55 $85 s82 s84
Animal Sciences 260 221 217 2 21 oy ] 25 xn 21
Chemicals 2,883 285 2,704 329 287 244 235 EL0! 236
Electronic Matcrials 217 234 228 10 1 51 20 17 122
Fisher Controls 682 654 612 25 2 38 7 34 36
NutraSweet 1,484 1,724 1,883 36 3 39 209 206 205
Pharmaceuticals 1,604 1,484 1,394 56 50 83 % 75 o7
Biotechnology Product Di ¥ 67 78 50 7 6 6 1 8 7
Corporate 263 286 42 4 6 1 2 4 2
il consalialod $8.461 $8,455 $8,26% $590  $505 8520 $703 8679 8780

The above dat showld be read in comjunction with the Segment Information note 1o the fimancial siatements on pages #1 and 42.

Chemicals operating income was favorably affected NetSates
(1988 percent of total)

by unusual items of $149 miilion in 1986 and
$30 miilion in 1987 from the actions instituted under
the 1985 restructuring program. The Electronic

Materials operating loss in 1986 included asset Crop Chemiaals

impairment costs of $90 million.

The following describes the principal factors for the

operating units’ strong overall performance in 1988

and 1987, along with the factors that are expected to

affect operating results in 1989, Chemical
Electronic Marerials
Fisher Controls

Pharmaceuticals

oroL892
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Crop Chemicals

1988 1987 1986
Net Salex 31,377 $1,178  $1,067
Operating Income 434 59 M8

The Crop Chemicals operating unit is a leading
worldwide producer and marketer of agricultural
herbicides, including Roundup, Lasso, Avadex

and Machete herbicides. Mare than half of Crop
Chemicals net sales are in markets outside the
United States.

Crop Chemicals et Saies
{dollars in millions)

$1,380
1,035
690
M5
0 1986 1987 1988
BUS Hex-US,

C;&? Chemicals achieved significant increases in

1988 net sales, up 17 percent, and operating income,
up 21 percent, Roundup herbicide set a record for
sales volume in 1988. Crop Chemicals had signifi-
cant sales volume gains outside the United States.
Operating resnlts also were favorably affected by
the translation of ex-U.S. currencies into the U.S.
dollar, Price reductions for Roundup herbicide, part
of a continuing global marketing strategy begun in
1985, facilitated further market expansion. The
resulting volume-related gains more than compen-
sated for the lower selling prices. Net sales of Lasso
herbicide for control of grassy weeds in corn and
soybean crops improved in 1988 duc to increased
planted acreage in the United States coupled with
an aggressive marketing program.

Besides herbicides, Crop Chemicals research
programs are focused on the discovery and develop-
ment of fungicides and insecticides, as well as plants
genetically engineered to have a resistance to insects
and viruses, or tolerance to Roundup herbicide. In
various stages of research and development are
several new herbicides and soybean and cotton
plants, which have a resistance (o Roundup herbicide.

In 1987, Crop Chemicals net sales increased
10 percent and operating income improved
13 percent. The increase was accomplished through
innhovative marketing programs which increased the

#  Monsanio Company and Subsidiaries

sales volume of Roundup herbicide. Both Roundup
and Avadex herbicides had strong demand outside
the United States. Lower U.S. planted cotn acreage
and increased competition contributed to lower Lasso
herbicide sales and operating income in 1987.

Outiook — Crop Chemicals

The devastating 1988 drought in the United States
significantly lowered yields of corn, wheat and
soybeans-and depleted surplus grain stocks. Plant-
ings of these crops in the United States are expected
to increase substantially in 1989 as a result of lower
government requirements for idled acres and
stronger commodity prices. New applications and
cxpansion of ex-U.S. markets are also expected to
grow sales volume in 1989. The acquisition of the
Greensweep lawn and garden care business in 1988
also is expected to facilitate additional growth in
U.S. residential sales. Continuing the Rowndup her-
bicide global marketing strategy, price reductions
effective in 1989 have been announced in several
ex-U.S, markets. .

Animal Sciencas

............. own o o
Net Sales $169. 3127 186
Operating Income {Loss) (10 43} 295

The Animal Sciences business focuses on animal
nutrition and growth products. The major commer-
cial products are Alimet animal feed supplement and
Santoguin antioxidant.

Animal Sciences had record sales in 1988. Net sales
increased 33 percent due to an increase in sales
volume of Alimet animal feed supplement. The ease
of handling Alimet versus competitive products and
innovative marketing programs were the principal
reasons for the record level of sales.

Significant research expenditures continue for bovine
somatotropin (BST), a naturally occurring protein
produced through biotechnology that enhances the
efficiency of milk production in dairy cows, which
is awaiting regulatory approval in the United States
and market introduction. Monsanto also is develop-
ing a porcine somatotropin (PST) which research
demonstrates improves the feed efficiency and
growth rate of hogs and results in leaner pork.

The increased eamings from the record 1988

sales level and lower manufacturing start-up costs
reduced the operating loss significantly. However,
the continuing high BST/PST funding resulted in
an operating loss,

0701893
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W Uit Segment Deta (continued)

s for 1987 increased 48 percent over 1986
:‘;ai:ievolumc of Alimet animal feed supplement
. ereased significantly. The increase in 1987 research
Tnd development expenses and BST manufactur-
ing start-up costs was greater than th; effect of
the highet profits resulting from the increased

sales of Alimet.

Outipok - Animal Sciences

BST is awaiting approval by the U.S. Food and
Drug Administration. This product is expected to
bring significant value to the dairy industry through
the reduction of milk production costs. The poultry
market that Alimet serves is expected to grow as diet
trends continue to move toward consumption of
white meat. Pricing actions by ex-U.S. competitors
may eesult in Alimet selling prices being lower in
1989 to maintain a competitive position.

Chemicsls
T 1988 1987 1986
Net Sales:
Detergents and phosphates $ 513 5 494 3 53
Engincered products 109 200 205
Man-made fibers 962 950 856
Plastics 887 804 639
Resin products 677 645 584
Rubber chemicals and
instruments a7 365 kL
Specialty chemicals 424 399 409
Toual $3,989 43,858  §3,548
Openating Income 486 450 613

The Chemicals unit produces a wide range of chemi-
cals, plastics, fibers and other products listed in the
table above, The unit's principal strengths are nylon
carpet fiber, high-performance plastics, Saflex plastic
interlayer, detergents and phosphates, rubber cheri-
cals and maleic anhydride.

Chomicals Not Sales

{dollars in millions)
#.000
3.000
2,000
1,000
0 1986 1987 1988
WU.s Wex-US

Net sales increased 3 percent in 1988, However,
excluding businesses subsequently divested, 1988
net sales increased 9 percent principally from strong
demand across the continuing pmfruct lines. Parti-
cularly robust were the ex-U.S. markets for most
business lines. For continuing product lines, U.S.
export sales increased 22 percent and ex-U.S. manu-
factured sales increased 16 percent. The translation
of ex-1.8$. financial results into U.S. dollars also
had a positive effect. Higher 1988 sales volume

and selling prices generated solid income gains.

The selling frice increases were in response to higher
raw material costs. Plant capacity utilization was

83 percent in 1988 versus 80 percent in 1987, This
higher plant utilization also contributed to improved
1988 operating income. Overall, operating income
in 1988 was up 8 percent.

Because of strong worldwide demand, net sales of
plastics were vigorous and increased 10 percent over
1987 in spite of the Australian business divestiture in
1988, Lustran ABS thermoplastics and high perfor-
mance alloys and blends benefited from an increase
in worldwide motor vehicle production. The high
demand permitted some increases in selling prices,
which were necessary to recover escalating raw
material costs.

Resin products net sales increased 5 percent in 1988.
Saflex plastic interlayer, used primanly in automo-
bile windshields, bencfited from the hugh level of
worldwide antomobile production and expanded usc
in architectural markets. Net sales of specialty resins,
plasticizers and resins for adhesives and paint addi-
tives were also strong,

Fibers net sales increased only 1 percent over 1987,
However, Wear-Dated stain-resistant carpet fibers
continued to generate strong consumer acceptance
and demand. Advertising and promotional expenses
were higher to maximize consumer response to
thcs; ;;ain-resistam carpet fiber products introduced
in 1987.

In the other Chemicals businesses, specialty chemi-
cals net sales increased 6 percent driven largely by
maleic anhydride performance. Led by surfactants
and phosphorus derivatives demand, detergents and
phosphates net sales increased 4 percent in 1988,
Rubber chemicals and instruments 1988 net sales
were 14 percent ahead of 1987. Engincered products
net sales declined primarily due to the 1987 divesti-
ture of the polyethylene bottle business (net sales of
approximately $60 million in 1987).

0701894
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Operating Unit Segment Data (continued)

Chemicals research continues to focus primarily on
improving the technology and broadening the appli~
cations for existing products to meet customers’
changing needs. The success of these programs is
seen in the commercial strength of Monsanto’s
improved carpet fibers, maleic anhydride, Saflex
plastic interlayer, plastic alloys and specialty resins.

Net sales of the Chemicals unit in 1987 increased

9 percent driven by a 33 percent increase in U.S.
exported products. Ex-U.S. selling prices were
favorably affected by currency translation, while
U.S. selling prices decreased. Operating income
of $450 million was down versus $613 million in
1986, However, operating income in 1986 included
$149 million of restructuring income versus

$30 million mn 1987,

Qutlook - Chemicals

The Chemicals unit has a solid portfolio of products
that provide value to customers. Rationalization of
capacity and cost reduction actions have lowered the
capacity udilization break-cven point, The carpet
fiber technology (with ““locked-in" stain blockers)

is a generation ahead of the competition by applying
protection as the fiber is produced. Saflex plastic
interlayer was 50 years old in 1988 and continues

to be an exceptional product, New applications for
automotive use arc in advanced stages of develop-
ment and architectural applications continue to
expand, Additional ex-U.S, manufacturing capacity
for Saflex plastic interlayer is under construction to
supply the demand from worldwide motor vehicie
markets. Other new manufacturing facilities
completed in 1988 include a Santoprene thermoplastic
rubber facility in Brazil. Also, a cooperative agree-
ment to produce and market maleic anhydride in
Taiwan has been signed.

Electronic Materigts

1988" 1087 1986
et Sales $209 3185 $154
Operating Income (Lass) 11 (5) {139}

*For the ten-monih pevied January-October.

Monsanto has signed an agreement to sell this busi-
ness to Huels AG, subject to governmental approvals
in the various countries where facilities are located.
This approval and the recording of the salc are
expected to occur in the firse part of 1989, Monsanto

B Monsanto Company and Subsidiaries

has not reported this business as a discontinued oper-
ation in the Statement of Consolidated Income as the
effect is immaterial.

The 1988 operating income was 2 record for Elec-
tronic Materials. This strong performance resulted
from the growth in worldwide semiconductor
demand and greater penetration in ex-1.5. markets.
Sales in 1987 increased 20 percent and operating
performance improved substantially, moving from
an operating loss of $139 million in 1986 ro nearly
break-cven in 1987, The 1986 results included a

$90 million asset impairment write-down.

Figher Conirols

1988 1987 1986
Net Sales 3840 $749 8645
Operating Income (Loss) 29 26 {66)

Fisher Controls is a leading wotldwide producer of
industrial valves and regulators, as well as PROVOX
clectronic process instrumentation and gas separa-
tion systems.

Net sales increased 12 percent in 1988 on the
strength of customer demand and improved selling
prices, Fisher Controls markets began to revive late
in 1987 and continued to improve through 1988, In
addition, this unit benefited from the favorable
currency effect of a weaker U.S. dollar. Operating
income increased 12 percent in 1988 despite raw
material cost increases for specialty metal castings
and electronic components and adverse inventory
adjustments in part of the ex-U. 5. operations.

Net sales increased 16 percent in 1987 due to sales
volume and selling price improvements. Operating
income was $26 million in 1987 versus a $66 million
operating loss in 1986, The 1986 loss resulted princi-
pally from depressed sales to the chemical and oil
and gas industries and from actions taken late in 1986
to lower future operating costs.

Outlook - Fisher Controts

Fisher Controls business is dependent primarily
upan capital expenditures in the chemical, oil and
pulp and paper industries. Sophisticated control
va)ves and systems may take months to produce.
As 3 result, booked orders for production is 2 key
indicator for fiuture business performance. Booked
orders in the process control business at the end of

0101899
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wm W Segment Data (continued)

re up 8 percent from the end of 1987. In
133?“':’;, sclfin price increases for valve and inseru-
p entation products have been announced to be
mﬂ‘e ctive at the beginning of 1989, reflecting higher
¢ al costs experienced in 1988,

paw materi
HuraSwost
""" 1988 1987 1986
Net Sales $736  $7R2 §711

154 145 142

Ogg"'i“E ncome
The NutraSweet Company manufactures and
markets MutmSweet brand low-calorie sweetener
which is sold worldwide, The company also markets
wal low-calarie tabletop sweetener throughout the
United States. A new product, Simplesse all-natural
fat substitute, has been announced and is awaiting
affirmation of its Generally Recognized As Safc
{GRAS) status by the U.S. Food and Drug
Administration (FDA} and regulatory authorities
in other countrics.

Qperating income in 1988 increased 6 percent
compated to 1987 principally due to production
cost reductions and 10 percent higher NutraSweer
sales volume attributable to the growth of the diet
carbonated soft drink market wotldwide. While
sales volume was higher, net sales increased only

2 percent because of lower worldwide average sell-
ing prices. Operating expenses increased as a result
of higher marketing costs and expanded technologi-
cal exp iated with Simplesse.

This unit's 1987 net sales and operating income were

up slightly from the prior year. Sales volume of

NutmSweet brand low-calorie sweetener increased

9 percent. Continued strong growth in the United

States of diet carbonated soft drinks and further

manufacturing cost reductions were countered by

the effects of lower worldwide average selling

Erices. some customer inventory reductions and
igher administrative and technological expenses.

Dutiook -~ NutraSwest

The U.S. diet carbonated soft drink market will
continue to be the principal market for NutnaSweet
in 1989 and is expected to grow: Internationatly,
the company expects strong unit sales growth.
However, worldwide average selling prices ace
expected to continue to decline in response to
competition, It also is anticipated that regulatory
authorities will allow Simplesse to be sold in several
markets in 1989,

Net Sales Al 3820 $665
Operating Income (Loss) (62) (119 {119)

G.D. Searle & Ca. is a research-based, worldwide
pharmaceuticals business concentrating on drugs for
the treatment of cardiovascular, gastrointestinal,
infective and central nervous system diseases. In

1988, cardiovascular products accounted for 56 percent
of worldwide net sales. Over half of Searle's net sales
were outside the United States.

(dollars in millions)
$1,000
750
500
250
0 1986 1987 1988
BUS BMex-US,

Pharmaceuticals sales growth of 19 percent in 1988
was driven by increasing demand for the Calan
family of calcium channel blocker products for
hypertension (a 79 percent increase) in the United
States and Canada. A wide range of products
contributed to the 13 percent ex~U.S. sales growth.
Several strategically important mergers, joint
ventures and restructurings were completed in 1988
to strengthen Searle’s presence in the key world
markets in Germany, [taly, the United Kingdom and
Brazil. As a result of the above factors, the operating
loss in 1988 was reduced dramatically (48 percent)
from 1987.

Research and development expenses were

$198 million in 1988, level with 1987. This research
effort is concentrated on molecular and cell biclogy
and traditional chemical discovery methods. As part
of its R&D strategy, Searle has also acted to acceler-
ate the process of bringing new products to the
market by actively pursuing various licensing oppor-
tunities to complement its in-house product
portfolio. Among the many licensing agreements
signed by Searle during the past two years, the two
having greatest potential for near-term impact are
lomefloxaciti, a quinolone class anti-infective, and
oxaprozin, a néw once-a-day non-steroidal anti-
inflimmatory drug for the treatment of theumatoid

Qr0108%6
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Operating Unit Segment Data (continued)

arthritis and osteoarthritis. Also, the ongoing
collaborative rescarch program with Oxford
University in the United Kingdom is focused

on developing glycobiological compounds for the
treatment of AIDS, arthritis and other diseases.
Glycobiology is a newly emerging area of scientific
inquiry involving the role of various sugars in a
variety of biological processes.

In 1987, Pharmaceuticals sales increased 23 percent,
primarily due to streng growth for Calan SR. The
operating loss in 1987 was the same as 1986 as
increascg income from higher sales was invested in
higher research and development and increased
marketing expenses for new product launches.

Dutinok - Pharmaceuticals

In 1989, Searle expects further growth for the Calan
family of products. In December 1988, the FDA
approved the marketing of Cytotec, an anti-ulcer
drug for the prevention and treatment of ulcers that

are often associzted with the use of many arthritis
medicines. Cylotec is already marketed in many
ex-U.S. countries and will be introduced in the
United States in 1989, Kerlone, 2 new beta blocker
for the treatment of high blood pressure, is antici-
pated to receive ULS. regulatory approval in 1989.

Biotechnology Product Discovery

The Company conducts basic and applied biotech-
nological research in the life sciences businesses for
discovery of new biotechnology-based product
opportunities. This rescarch is coordinated with the
strategic direction of the life sciences businesses:
Crop Chemicals, Animal Sciences and Pharma-
ceuticals, Discoveries are further developed and
commercialized by those businesses. The cost of
biotechnology product development effort directly
related to Crop Chemicals, Animal Sciences and
Pharmaceuticals is included as an expense in

those segments.

Geographic Data
Net Sales to Operating

Unaffiliated C Income (Loss] Total Assers
1988 1987 1986 1988 1987 1986 1988 1987 1986
United States $5219 $4.883 354,638 $638 $501 8506 $6,240 36,431 46,608
Europe-Africa 1,801 1,537 1,231 +5 181 117 1,447 1,256 1.013
Canada mn ) 290 37 A 26 W9 16 118
Latin America 304 293 283 27 2 6 242 235 243
Asia-Pacific 592 597 437 74 49 16 470 513 385
Intec-aren Eliminations (26) 6 2 (358 (383 (338)
Corg (40) $36) (38) 263 286 42
Total consolidated $8.293  §7,639 36,879 $955 74 3635 8,461 85,455 38,269

The data above are prepared on an “entity basis,”
which means that net sales, operating income and
assets of a leEal entity are assigned ta the grographic
area where the legal entity is located (¢.g., a sale
from the United States to Latin America is reported
as 2 United States sale). inter-area sales between
Monsanto entities have been excluded from the
above table, but are shown in the Segment Informa-
tion note to the financial statements on pages 41 and
42. The reported operating income for the ex-U.S.
geographic areas does not include the full profit-
ability gencrated by sales of Monsanto products
imported from other locations, principally from

the United States.

N Monsante Company and Subsidiaries

United States Domestic and Export Sales Incroasad

Net sales by entitics in the United States increased
7 percent over 1987 and operating income increased
by 27 percent. The year-to-year improvement in
sales and profitability was experienced across all
business segments. Crop Chemicals herbicides,
Alimet animal feed supplement, certain Chemicals
products and Pharmaceuticals products, primarily
Calan SR calcium channel blocker, generated the
maost pronounced improvement. U.S. export sales
volume, especially for Crop Chemicals and Chemi-
cals, expanded during 1988 because of worldwide
economic conditions and competitive pricing. Direct
sales from the United States to ex-ULS. third party
customers were $502 million, $408 million and
$279 million for 1988-1986, respectively.
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M Oate (continued)
s in 1987 increased 5 percent over 1986.

g;::lﬁns income was positively affected by the

wih of Roundup herbicide and improved profit-
ability of Fisher Controls and Electronic Materials,
However, Chemicals unit profit margins were
Jower: In addition, Lasso herbicide experienced
lowe selling prices and volumes, Operating income
in 1986 included $155 million of restructuring
income and a $90 million write-down of Electronic
Materials assets. Operating income in 1987 included
$32 million of restructuring income, Excluding these
unusual items, operating income increased 6 percent
in 1987.

Furope-Africa Had Record Resulis

Net sales increased 17 percent in 1588 and operating
income was up 35 percent; both were new records,
selling price reductions, expansion of differentiated

roducts and innovative marketing 5mgrams
produced 3 significant gain it Roundup herbicide
sales volume and profit. Lustmn ABS thermoplastics,
Seftex plastic interlayer, rubber chemicals and phar-
maceutical products also had improved performance
in both sales volumes and profits due to strong
market demand.

Net sales in 1987 in Europe-Africa improved

25 percent over 1986, while operating income
increased 55 percent. Net sales and operating income
benefited in 1987 from increased sales volumes of
U.S.-ptoduced Chemicals products resold in
Europe-Africa and higher Pharmaceuticals and Crop
Chemicals net sales. Operating income in 1986
included expenses associated with the fixed cost
reduction program of Fisher Controls.

Canada Herbicide Sales Growth Continted

Led by Crop Chemicals, net sales increased

15 percent in 1988 and operating income increased
19 percent. Roundup and Avadex BW herbicides
continued to be the principal products contributing
to Canada’s improved financial results. Pharmaceuti-
cals had record sales and Fisher Conrrols sales and
operating income rebounded. Sales and operating
income continued to benefit from the translation of
a stronger Canadian dollar into the U.S. doliar.

Net sales and operating income in 1987 increased

13 percent and 19 percent, respectively, over 1986.
Most business segments improved over 1986, led by
strong sales volumes of Roundup and Avadex BW
herbicides and Chemicals prodncts. The effect of
translating stronger Canadian dollar-denominated
eperating results into U. 5. dollats helped 1987 sales
and operating income.

Latin America Improved (n All Businesses

Net sales increased 4 percent over 1987 in Latin
America and operating income grew significantly.
Increases in Roundup and Lasso herbicides sales
volume contributed to the sales and profit im-
provement. The rubber chemicals business also
experienced performance gains. Pharmaceuticals
profitahility improved with the restructured Brazil-
lan operations,

{n Brazil, a Santoprene thermoplastic rubber facility
was completed and a rubber chemicals raw material
plant is under construction. Projects for manufactur-
ing Saffex plastic interlayer and NutmSweet brand
low-calorie sweetener in Brazil also were approved.

Latin American operating income does not include
the equity income from Monsanta's joint venture
companies in Latin America. Such equity income is
reflected in *‘Other income — net” in the Statement
of Consolidated Income.

Latin American sales in 1987 increased 4 percent,
but operating income declined. Sales volumes of
Roundup herbicide, Lustrex polystyrene and rubber
chemicals improved in 1987, but an unfavorable
change in product sales mix coupled with the impact
of currency devaluation in Argentina resulted in a
year-to-year decline in operating income. In addi-
tion, Brazilian import restrictions hampered
Pharmaceuticals commercial activities.

Asia-Patific Markets Prospersd

Economic growth in the Asia-Pacific world area
continued to escalate, Operating income increased

51 percent in 1988 despite a slight decline in net

sales brought about by the sale of the Australian
commodity chemicals and plastics businesses early in
1988. The higher 1988 profitability was principally
generated from higher Crop Chemicals and
Electronic Materials sales. Crop Chemicals volume
continued to increase in all major Asia-Pacific coun-
tries. Electronic Materials sales benefited from
strong semiconductor demand. Selid financial
performance was achieved by the Chemicals busi-
ness, led by plastics and speciaity chemicals. The sale
of the Australian businesses represented another step
in Monsanto’s strategy to divest from cyclical, capi-
tal-intensive commodity chemicals businesses.

Asia-Pacific net sales and operating income improved
37 percent and 206 percent, respectively, in 1987.
Sales and profitability of styrene, phenol and Lustrex
polystyrene businesses, which were divested in 1988,
were particularly strong in Australia, Fisher
Controls and Pharmaceuticals also had significant
sales and operating income improvements. In addi-
tion, sales volume of Roundup hetbicide was higher
in all major Asia-Pacific countries.

Monsante Company and Subsidiaries 3%
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Statoment of Consolilated Financia! Pesition

(Dallars in mittions, excepr per share) At December 31,
Asuats 1988 1987
Currant Agsels:
(ash, time deposits and certificates of deposit $ 203 $ 180
Short-term securities, at cost which approximates market 18 43
Trade receivables, net of allowances of $28 in 1988 and $38 in 1987 1,234 1,209
Miscellaneous receivables and prepaid expenses 284 325
Deferred income tax benefit 188 165
Inventories 1,170 1,081
Total Current Assets 3,097 3,003
Intangible Assets, net of accumulated amortization of

$798 in 1988 and $566 in 1987 1,790 1,953
lwestments in Affiliates 205 240
Other Assets 223 183
Property, Plant and Equipment:
Land i1 112
Buildings 1,122 1,007
Machinery and equipment 5,388 5,242
Construction-in-progress 305 279
Total property, plant and equipment 6,926 6,730
Less accumulated depreciation 3,780 3,654
Net Property, Plant and Equipment 3,146 3,076
Total Assats $8,461 $8,455
Linbitities and Shareowners' Equity
Cuont Liabllitkes:
Accounts payable $ 545 § 485
Wages 208 175
Income and other taxes 124 101
Miscellaneous accruals 547 500
Short-term debt 556 539
Total Current LisbllHies 1,980 1,800
Long-Term Debi 1,408 1,564
Dslarrad Income Taxes 588 584
Other Liabllitles 685 606
Sharsowners' Equity:
Common stock — authorized, 200,000,000 shares, par value §2;

issued, 82,197,097 shares in 1988 and 1987 164 164
Additional contributed capital 874 872
Accumulated cuttency adjustment 52 100
Reinvested earnings 3,662 3,282
Treasury stock, at cost (13,364,917 shares in 1988 and 8,099,580 shares in 1987) (952) (517)
Total Shaveownevs’ Equity 3,800 3,901
Total Liabilities and Shareowners' Equity $8,461 $8,455
The above statement should be read in conjunction with pages 37 through 42 of this report.

0701899
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peview of Liquiditty 2nd Capltat Resources

Mmsmto's financial position remained strong

in 1988, Financial resources were readily available
to support existing businesses and fund new
pusiness opportunities,

[n order to maintain adequate financial flexibilicy
and access to debt markets wotldwide, Monsanto
management intends to maintain a debt rating in the
United States of “A” or equivalent. An important
factor in establishing that rating is the interest cover-
age ratio which improved to 5.5 in 1988 from 4.5

in 1987.

Monsanto utilizes both the domestic and interna-
rional financial markets for its financing needs and
has available various short- and medium-term bank
credit facilities, which are discussed in the notes to
financial statements (page 39). These credit facilities
provide the financing flexibility to take advantage of
investment opportunities that may arise and satisfy
future funding requirements.

Management believes that a total debt to rotal
capitalization ratio of approximately 35 percent is
appropriate. At year-end 1988, that percentage was
34 percent versus 35 percent in 1987.

The current ratio was 1.6 at year-end 1988,
compared with 1.7 at year-end 1987. Working capital
was 81,117 million, $86 million lower than year-end
1987. Trade receivables increased $25 million
primarily because of higher sales levels. Inventories
at year-end increased 389 million from 1987, with a
turnover ratio approximating 4 times per year.
However, trade accounts payable and accrued liabili-
ties increased §163 million.

Intangible assets declined due to amortization,
principally The NutraSweet Company's aspartame
patent. Intangible assets of $50 million were
acquired in G.D. Searle & Co.'s merger of its Italian
business with a local firm. Net property, plant and
equipment increased in 1988 as capital additions
exceeded depreciation, normal retirements and
reductions due to divestitures of several businesses,

Other liabilities increased $79 million principally
due to the higher minority interest from G.D. Searle
& Co.'s [talian merger.

The Financtal Accounting Standards Board has
issued new accounting rules that change the method
of calculating deferred income taxes. These new
rules must be adopted by 1990, The new rules

will have no effect on cash flow and, under existing

tax laws, are not expected to have a material effect
on Monsanto’s financial position or future resuits
of opetations.

Monsanto is subject to various laws and govern-
mental regulations concerning employee health,
product safety and environmental mattets. It can be
anticipated that increasingly stringent requirements
will be imposed upon Monsanto and the chemical
industry. Monsanto is dedicated to a long-term envi-
ronmentzl protection program which reduces
emissions of hazardous materials into the environ-
ment, as well as the remediation of identified
existing environmental concerns. Monsanto showed
leadetship in the industry by announcing its goal to
reduce its hazardous air emissions by 90 percent by
1992, Achieving this target will require the develop-
ment and installation of new technology. The cost to
accomplish this target is not expected to affect oper-
ating results materially,

In 1988, Monsanto spent $36 million on environ-
mental capital projects and approximately $207 mil-
lion for operation and maintenance of environmental
protection facilities. Monsanto is negotiating with
various government agencies concerning Superfund
clean-up sites. The Company spent §19 millioa

in 1988 for remediation of old waste disposal sites
and expenditures of a similar or greater amount can
be expected in future years. Monsanto's liquidity,
financial position or results of operations are not
expected to be martetially affected by the cost of
clean-up of Superfund and old waste disposal sites.

Monsanto’s commitments and contingencies are
described in the notes to financial statements on
page 41.

Monsanto continually evaluates risk tetention

and insurance levels for product liability, property
damage and other potential areas of risk. Monsanto
devotes significant effort 1o maintaining and
improving safety and internal control programs,
which reduce exposure to certain risks. Based on
the cost and availability of insurance and the likeli-
hood of a loss occurring, management decides the
amount of insurance coverage to purchase from
unaffiliated companies and the appropriate amount
of risk to retain, This risk includes being insured in
the liability area on the “claims made™ policy basis.
Management believes that the curtent levels of risk
retention are appropriate and ate consistent with
those of other companies in the various induseries in
which Monsanto operates.

1988 1987

Key Financial Statistics

Worklng Capltal (Current assets less current liabilities) §1,117 81,203
Current ABIlD (Current assers divided by current liabilities) 16 1.7
Pareant of Total Do to Totat Capliitzation* 070190 3% ¥5%

" Total capitalization is the sum of shari-term debr, long-term debt and shareawaers' equity.
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Statsment of Consolidated Cah Fiow

{Dollars tn uittions)
Incraase (Docrease) in Cagh and Cash Equivalents 1988 1987 1986
Oparating Activities:
Net income $ 591 $ 436 § 433
Add income tax expense kli] 237 203
Income before income taxes 893 673 636
Adjustments to reconcile to Cash Provided by Operations:
Income tax payments {235) (229 {221)
Items that did not use (provide) cash:
Depreciation and amortization 703 679 780
Restructuring income — net (32) {158)
Other 14 37
Working capital changes that provided (used) cash:
Accounts receivable (46) (172) 117
Inventaries {136) (22} {2)
Accounts payable and accrued liabilities B§ 13 {173)
Other 67 (19) 80
Nonoperating gains from asset disposals (before tax) (42) {26) (90)
Lash Provided by Operations 1,304 902 960
ivesting Aciivities:
Property, plant and equipment purchases (590) (505) {520)
Acquisition and investment payments (100} (59) (29)
“Investment and property disposal proceeds 121 75 503
Cash Usad In investing Aciivities (569 (489) (46)
Financing Activties:
Net change in short-term financing 53 150 (315)
Long-term debt proceeds 2 26 675
Long-term debt reductions (167) (122) (1,139)
Treasury stock purchases 457 (339)
Dividend payments (211) (212) {199)
Other financing activities 24 33
Cash Used in Financing Aclivities (737) (464) {933)
Doorease in Cash and Cash Equivalenty 2 (1) {19
Cish and Cash Equivalenis*:
Beginning of year 223 274 29
End of year $ 221 $ 223 3 274

The above statement should be read in conjunction with pages 37 through 42 of this report.
The effect of exchange rate changes on cash and cash equivalents was not material,

Cash payments for imierest (net of amounts apitalized) wese 3167 million, $167 miltion and $173 mitlion for the years 1988-1986, vespectivety.

*Inctudes cash, time deposits, certificates of deposit and short-term securities,

M Monsanto Compary and Subsidiaries
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Raview of Cash Fiew
Monsanto's cash flow for the threc-year period 1988-

1986 is shown in the Statement of Consolidated
Cash Flow on the preceding page.

bd'l MHMW .............
{dallars in millions)
$1,400
1,050
700
350
o 1986 1987 1988

Recond Cash Pravided by Operations

Cash provided by operations was $1,304 million
in 1988, an increase of 45 percent over 1987 due
peimarily to the record profit performance. The
Chemicals, Crop Chemicals and NutraSweet busi-
nesses continued to demonstrate excellent cash
generating capabilities.

Major uses of cash included capital expendi-

tures, treasury stock purchases and dividends.
Monsanto's ca{pital expenditures of $590 million

in 1988 were focused on improved technology and
ex-U.S. capacity expansions. The more significant
expenditures were for expanded glyphosate and
Saflex plastic interlayer capacity and a new deter-
gent product facility.

Monsanto's operations have generated sufficient
cash to fund existing businesses, growth-related
research and investments. Management expects cash
provided by operations supplemented by periodic
borrowings to be adequate to fund its future oper-
ating requirements.

Stock Purchase Program Continued

In 1987 and 1988, the Company's Board of Dircctors
authorized the purchase of up to 13 million shares of
Monsanto common stack. Through December 31,
1988, the Company purchased 9.7 million shares for
$796 million under these authorities. Management
believes the treasury stock purchase program repre-
sents a sound economic investment for Monsanto’s
shareowners. In addition, these share purchases
favorably affect earnings per share and augment
profitability improvements as a means of achieving
management’s return on equity target.

Dividends Increase for the 161h Consecutive Year

The Company has paid dividends on its common
shares without interruption or reduction since 1928
and has increased the dividend in each of the past
sixteen years. Dividend payout for 1988 was

16 percent of cash provided by operations and

36 percent of net income. The Company's dividend
policy reflects a desired long-term payout percentage
based on Monsanto's expectation of future growth
and profitability levels. In any individual year, addi-
tional consideration is given to expected financial
position and results, working and fixed capital needs,
scheduled debt repayments and economic conditions,
including inflation.

Monsanto’s common stock is traded principally on
the New York Stock Exchange. The number of
shareowners of recotd as of February 24, 1989, was
64,804 and the high and low common stock prices
on that date were $89 and $88%.

0701902
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Statomant of Consolidated Sharsowners' Exulty

{Dollars in mittions, except per share) 1988 1987 1986
Common Stock:
Balance, January 1 and December 3 $ 164 $ 164 § 164
Additionst Contributed Capiial:
Balance, January 1 $ 872 $ 861 $ 854
Employee stock plans 2 11 7
Balancs, Dacomber 31 $ 874 § 872 $ 861
Currency Adjustmant:
Balance, January 1 $ 100 $ (98) $ (191)
Translation adjustments (53} 197 103
Income taxes 5 1 (10}
Balancs, December 31 $ 52 § 100 $ (98)
Balance, January 1 $3,282 $3,058 $2,824
Net income 591 436 433
Dividends (211) (212) (199)
Balance, Dacember 31 $3,662 $3,282 $3,058
Troasury Slocic
Balance, January 1 $ (517) $ (204) § (244)
Shares purchased (5,605,300 and 4,120,100 shares in 1988 and
1987, respectively) 457 (339)
Shares issued under employee stock plans (339,963; 558,528 and
" 906,536 sharcs in 1988-1986, respectively) 22 26 40
Balance, Daoamber 3t $ (952) 3 (517) $ (204)
The above statement should be read in conjunction wich pages 37 through 42 of this repost,
Kny Financlal Stalistics 1988 1987 1986
Stock Price® High 5 9% 31004 $  Blw
Lew T3 57 44,
Year-end 8% 83 64
Per Share Dividends 2.95 2.7% 2.575
Shareowners' Equity 55.21 52.65 48.69
Average Daily Share Trading Volume (thousands of shares) 32 372 269
*Based on daily reported high and low stock priges,
0701903
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Nales to Financial Statements
Signilicant Accounting Policles

Monsanto’s significant accounting policies are itali-
cized in the following Notes to Financial Statements.

Basis of Conselidation

The consolidated financial statements include the Company
and its majority-owned subsidiaries. Intercompany trans-
actions have been eliminated in consolidation. Other
companies in which Monsanto has a significant ownership
interest (generally greater than 20 percent) are included in
“Investments in Affiliates™ in the Statement of Consoli-
dated Financial Position, and Monsanito’s share of these
companies’ income or loss is included in “Other income —
ttet”’ in the Statement of Consolidated Income.

Currency Translation

Most of Monsanto's ex-U.S. entities’ financial statements
are tmnslated into U.S. dollars using current exchange
rates. Unrealized currency adiustments in the Stat

aof Consolidated Financial Position are accumulated in
shareowners' equity. The financial statements of ex-U.S.
entities that operate in hyperinflationary ec ies, inclied-
ing Braxil, Mexico and Argentina, are translated at either
current or historical exchange rates, as appropriate. These
currency adfustments are included in net income,

Major currencies are the U.5. dollar, British pound
sterling and Belgian franc. Other important curren-
cies include the Brazilian cruzado, Canadian dollar,
French franc, Japanese yen, Mexican peso and

West German mark, Currency restrictions are not
expected to have a significant effect on Monsanto's
cash flow, liquidity or capital resources.

Principal Acquisilions and Divestitures

Monsanto has signed an agreement to sell the
Electronic Materials business, subject to governmen-
tal approvals in the countries where that business has
facilities. These approvals and the recording of the
sale are expected to occur in the first part of 1989 and
the income effect will be immaterial.

Monsanto'’s Australian commodity chemicals and
plastics businesses (with net sales of $60 million for
the first quarter of 1988 and $164 million for the fuli-
year 1987) were sold in March 1988, The gain on this
divestiture was not material.

G.D, Searle & Co.'s [talian subsidiary was
merged with an Italian pharmaceuticals company
in September 1988, This transaction increased
intangible assers $50 million. Pro forma operating
results of this acquired business are not presented
due to immateriality.

Rastructuring

In October 1985, the Company implemented a
restructuring and reorganization program. The
actions included the withdrawal from selected low-
return businesses and production facilities, the sale of
certain assets that no longer had strategic importance
and reductions in the number of employees,

The 1986 gain included in “'Restructuring expense
(income) — net" resulted from the sale of product
lines that were planned for divestiture under the 1985
restructuring program. The principal sale was
product lines of the Texas City, Texas petrochemicals
plant that were part of the restructuring program.
The impact on 1986 net income from the restructur-
ing gain was $97 million (after related taxes), or
$1.25 per share.

1988 1987 1986

Depreciation §435 $421 8423
Amortization of intangible assets 231 225 218
Obsolescence k1 3 139
Total $703 $679 S780

Property, plant and equipment is recorded at cost. The cost
of plant and equipment is depreciated over weighted aver-
age periods of 23 years for buildings and 12 years for
machinery and equipment, using the stmight-line method.

Intangible assets are recorded at cost less accumulated
amortization. The components of intangible assets,
and their estimated remaining useful lives, were
as follows:

Estimaced
ining Life* 1988 1987
Patents 5 5 864 51,057
Goodwill M 653 639
Other intangible assets 22 Fif] 257
Total $1,790  $1,953

*Weighted avemge, in years, at December 31, 1988,

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 legal lives. Goodwill is the cost of acquired busi-
nesses in excess of the fair value of their identifiable net
assets and is amortized over the estimated periods of benefir
{5 to 40 years). The cost of other intangible assets (prinei-
pally product rights and trademarks) is amortized over
their estimated usefil lives.

0761904
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Notes to Financlal Statsments (continued)

Obsolescence in 1986 included a $90 million charge
(846 million after tax, or $0.59 per share) to write
down property, plant and equipment values of the
Electronic Materials segment to amounts expected
to be recovered from future cash flows.

Inventory Valuation

Inventories are stated at cost or market, whichever is less,
Actwal cost is used to value raw materials and supplies;

dard cost, which approximates actual cost, is used to
value finished goods and goods in process. Standard costs
include divect labor, raw material and manufacturing over-
head based on practical capacity. The cost of 56 percent
of all inventories is determined using the last-in, first-out
(LIFQ) method, generally reflecting the effects of inflation
or deflation on cost of goods sold soomer than other inven-
tory cost methods. The cost of other inventories genenily
is determined using the first-in, first-oni (FIFO) method.

The components of inventories were as follows:

1988 1987

Finished goods $ 662 3 689
Goods in process 333 261
Raw materials and supplies 545 461
Inventories, at FIFQ cost 1,540 1,411
Excess of FIFQ over LIFO cost 370) (330}
Total $1,170  $1.081

inventories at FIFO cost approximate current cost.

Inite Taxes
The components of income before income taxes were:
1988 1987 1986
U.S. 81 422 $462
Ex-U.S. 412 251 174
Tota] $893 3673 $636

‘The components of income tax expense were:

1988 1987 1986

Current: Federal s $ 82 320
State it} 14 12

Ex-U.S. 139 72 88

268 168 120

Deferred: Federal 0 3 74
State 1 9 13

Ex-U.S. 2 2 ()

34 [ 83

Total $302 $237 $203

¥ Monsanto Company and Subsidiaries

Deferred taxes result from timing differences in
the recognition of revenue and expense for tax and
financial statement purposes. The source of these
timing differences and the tax effect of each were
as follows:

1988 1987 1986

Depreciation and obsolescence $28 $ 46 $(61)
Restructuring program k| 43 161
Employee henefit plans u 15 (10
Other : 03 (35) @
Total iM 369 $83

Factors causing Monsanto's effective tax rate to differ
from the United States federal statutory rate were:

1988 1987 1986

Federal statutory rate % 40% 46%
Higher (lower) ex-U.S. tax rates - m 1
Investment and other tax credits - 1)) (6]
Capital gains bencfirs - @ ®
Benefits ateributable to:

United States cxport carnings 2 ) {3)

Puerto Rico operations 0] 2) (3
Other 3 3 3
Effective i tax rate M% 5% 32%

Investment tax credits were available in 1986 and earlier
years as a reduction of the United States federal income
tax liability. Such credits were recorded as a reduction of
income tax expense in the year they reduced the United
States fedem! income tax lability. Investment tax cred-
its, net of recapture, were $15 million for 1986.

Income and remittance taxes have not been recorded on
$499 million of undistributed earnings of subsidiaries,
either because any taxes on dividends would be offset
substantially by }om‘gn tax credits or because Monsanto
intends to indefinitely reinvest those eamings, [ncome
and remittance taxes on these earnings would be
approximately $50 million at December 31, 1988,

Various ex-U.S. subsidiarics have tax loss carry-
forwards for which no tax benefits have been
recorded. These carryforwards totaled 360 million
at December 31, 1988, a substantial portion of which
has an unlimited carryforward period.

As mentioned under Review of Liquidity and
Capital Resources, Monsanto has not yet adopted
Statement of Financial Accounting Standards No, 96,
the new income tax accounting standard, which is
effective beginning in 1990.

0701905
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Motas Yo Financlal Stsments (continucd)
Short-Tarm Dabt and Credit Arangements
Short-term debt was:

1988 1987

Notes payable:

Banks L 3. $127

Commaercial paper 228 157
Bank overdrafts 121 136
Current portion of long-term debt 128 119
Total $556 $539
Maximum amount of notes payable

snd bank overdrafts outstanding

at any month-end $588 $428
Average notes payable and bank

overdrefis outstanding 411 25
Weighted average interest rate

during the year 99%  8.1%
Weighted average interest mte

at D ber 31 1.9% 7.6%

Certain ex-U.S. subsidiaries have aggregate short-
term loan facilities of $277 million, under which
loans totaling $79 million were outstanding at
December 31, 1988. Interest on these loans is related
to various ex-U. S, bank rates. Monsanto’s world-
wide unused short-term loan facilitics were

$198 million at December 31, 1988,

Long-Term Debt
Long-term debt (exclusive of current maturities) was:
1988 1987

Industrial develop bond oblig

weighted average interest rate of 7%4%,

due 1990 to 202 $ 256 §$ 262
9¥% Eurodollar notes due 1951 101 10
1014% notes duc 1992 150 150
9%% notes due 1996 150 150
B2% sinking fund debentures due 2000 127 127
B¥% sinking fund debentures due 2008 169 169
11%% sinking fund debentures due 2015 214 225
QOther 241 380
Total $1.408 51,564

Marurities and sinking fund requirements on
long-term debt are 3128 million, $54 million,
$139 million, $187 million and $40 million for
1989-1993, respectively.

A $750 million intermediate-term credit facility
expires ratably from 1991 to 1994, There were no
borrowings undet chis facility at December 31, 1988,

The credit facility is used to support the issuance

of commercial paper ($228 million outstanding at
December 31, 1988). Interest on amounts borrowed
under this agreement would likely be at money
market rates determined by competitive bidding,
Alternatively, interest may also be at, or at a margin
above, the Citibank, N. A, base interesr rate, or at

a margin above the rates paid on either certificates
of deposit or the London Interbank Offered Rate
(LIBOR).

Covenants under this credit facility restrict maxi-
mum borrowings. It is not anticipated that future
borrowings will be limited by these restrictions.

Pension Benelite

Most Monsanto employees are covered by noncon-
tributory pension plans. The components of pension
cost were as follows:

1988 1987 1986
Service cost for bencfits carned
during the year $ 65 § 64 $ &0
Interest cost on projected benefit
obligation 2 212 202
Assumed return on plan assers® {246) {37 (208)
Amortization of gnized
net gain (38) 32 21y
Total 3 4 $ 7 5§

“Atiwal return om plan dssets was 8340 million im 1988, $187 miltion in 1987 and
3458 mitlion in 19536,

Pension benefits are determined based on the
employee’s years of service and compensation

level. Pension plans are funded in accordance with
Monsanto's long-range projections of the plans’
financial conditions, considering benefits earned

and expected to be earned in the future, anticipated
future returns on pension plan assets and income tax
and other regulations.

The excess of the fair value of plan assets over the
projected benefit obligation as of January 1, 1986

for each plan is being amortized over the average
expected future service period of employets (ranging
generally from 14 to 18 years), The fair value of plan
assets was used to calculate the assumed return on
plan assets. Pension expense was lower in 1987
compared with 1986 due principally to the effect

of favorable investment performance of plan assets
in 1986.

0701906
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Nlml to'HmneIall mﬁem (continued)
Pension Bensfits {continued)

Assumptions used for the principal plans were
as follows:

Discount rate % %% 8%
Assumned bnTmm rate of
return on plat assers 8% %3 L)

Annual rates of salary increase
(for plans that base benefits

on final comg level) 64 64 6%

The funded status of Monsanto's pension plans at
year-end was:

1988 1987

Actusrisl present value of plan benefits:
Vesred  $2202 82,124

18,100 individuals retired from active service were
eligible to participate in these programs, These other
postemployment benefits are not jEand and are expensed
as benefits are paid. The 1988-1986 expensc recorded
for other postemployment benefits was $38 million.
$37 million and $26 million, respectively.

Stock Ogtion Plans

As an incentive to increase shareownet value, key
officers and employees have been granted Monsanto
stock options under the Company’s 1974, 1984 and
1988 Management [ncentive Plans and the Scarle
Monsanto Stack Option Plan (Searle Plan). Infor-
mation about the status of such stock options is
presented below.

Shares Price

Nanvested 110 154 Exercisable O ding __ per Share
Ace lated benefit obligati 2,32 2,278 December 31, 1986 1,295,094 2,484,167 $26.16-$79.31
Effect of projected future salary increases k] 337 198%: Granted 620,200  66.56- 94.19
Projected benefit obligation o0 32615 Exetcised (550,559) 26.16- 69.00
= £, Expired (28,751)  41.75- 94.19
Plan assets at fair value $3,169 33118 L
. December 31, 1987 1,203,305 2,525,057  26.16- 94.19
Excess of plan assets aver projected
benefit obligation $ 529 3 503 1988: Granted 1,226,582  75.88- 89.M4
Less: Exercised (370,451) 26,16~ 79.31
Unrecognizad net gain at January 1, 1986 186 422 Expired (67,83%)  45.63- 94.19
Subseg ized net gain 302 257 December3h, 1988 1,319,795 33355 26.16- 94.19
Accrued pension lisbility $ 159 8 176

Projected benefit obligations and plan asscts included
it the above table for the principal United States
plans were approximarely 52,437 million and

$2,838 million, respectively, at December 31, 1988.
Plan assets consist principally of common stocks and
United States government and corporate obligations.
Because the Company's pension plans are well-
funded, contributions to the Company’s principal
plans were neither required nor made in 1988-1986.

For some employee savings plans, employee
contributions are matched in part by Monsanto.
The 1988-1986 expense recorded for such plans
was $34 million, $33 million and $35 million,
respectively.

Other Postemployment Benefits

Monsanto provides certain health care and life insur-
ance benefits for retired employees, Substantially

all of Monsanto's regular, full-time United States
employees and certain employees in other countries
may become eligible for these bencfits if they reach
retirement age while employed by Monsanto,

At December 31, 1988, approximately 28,600 active
employees were eligible upon retirement to partici-
pate in these programs. In addition, approximately

& Monsanto Company and Subsidiaries

Under the 1988 Management Incentive Plans and
the Searle Plan, 3,894,061 shares remain available
for grant.

Stock appreciation rights (SARs) have been
authorized to be granted to Monsanto officers in
tandem with stock options under the Plans, includ-
ing retroactive grants for uncxercised options. SARs
may be exercised in lien of stock options included in
the table above. Ac December 31, 1988, SARs related
to stock options for 1,141,296 shares were outstand-
ing, of which 250,702 options were exercisable.
During 1988, SARs related to stock options for
536,266 shares were granted and for 108,570 shares
were exercised.

Earnings per Shara

Earnings per share were computed using the
weighted average number of common shares and
common share equivalents outstanding each year
(71,501,322; 77,498,752 and 77,957,975 in 1988-1986,
respectively). Common share equivalents (344,986
645,527 and 616,178 in 1988-1986, respectively)
consist primarily of common stock issuable upon
exercise of outstanding stock options. Earnings per
share assuming full dilution were not significantly
different from the primary amounts.

0701507
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MUM mm (co.ntix.xuuc.l) .
Capital Stock

At December 34, 1988, there were 7,207,977 common
shares reserved for employee stock options,

In January 1986, the Company’s Board of Directors
declared a dividend to shareowners consisting of one
Common Stock Purchase Right on each outstanding
share of the Company’s common stock. A right will
also be issued with cach share of the Company's
common stock that becomes outstanding prior to
the time the rights become exercisable or expire. If
a person ot group acquires beneficial ownership of
20 percent or more, or announces a tender offer that
would result in beneficial ownership of 30 percent
ot more, of the Company's outstanding common
stock, the rights become exercisable and each right
will entitle its holder to purchase one share of the
Company’s common stock for $150. If Monsanto is
acquired in a business combination transaction, each
right will entitle its holder to purchase, for $150,
common shares of the acquiring company having a
market value of $300. Alternatively, if a 20 percent
holder were to acquire Monsanto by means of 2
reverse merger in which Monsanto and its stock

Monsanto is a party to a number of lawsuits, which
iris vigorously defending, atising in the normal
course of business. Certain of these actions seek
damages in very large amounts. While the results
of litigation cannot be predicted with certainty,
management believes, based upon the advice of
Company counsel, that the final cutcome of such
litigation will not have a material adverse effect on
Monsanto’s consolidated financial position,

Supplemental Data
Supplemental income statement data were as follows:

P T T T L T

1988 1987 1986
Raw material and energy costs 2,587  $2,383 82,023

survive or were to cngage in certain “'self-deali

transactions, each right not owned by the 20 percent
holder would entitle its holder to purchase, for $150,
common shares of the Company having a market
value of $300. The Company can redeem each right
for 5 cents at any time prior to its becoming excrcis-
able. The rights expire in 1996. Thesc rights may
cause substantial ownership dilution to a person or
group who attempts to acquire the Company with-
out approval of the Company's Board of Directors.
The rights should not interfere with a business
combination transaction that has been approved by
the Beard of Directors. As of December 31, 1988,
68,832,180 rights were outstanding.

Commitmants and Contingencies

Commitments, principally in connection with
uncompleted additions to property, were approxi-
mately $150 million at December 31, 1988, Monsanco
was contingently liable as guarantor of bank loans
and for discounted customers’ receivables totaling
approximately $94 million at December 31, 1988.
Future minimum payments under noncancellable
operating leases and unconditional inventory
purchases are $73 million; $66 millien; $62 million;
$57 million and $56 million for 1989-1993, respec-
tively, and $196 million thereafter.

Employee compensation and
benefits 3,022 1,955 1,937
Current income and other taxes 527 298 356
Rent expense 115 108 59
Technological expenses:
Research and development 575 587 523
Engineering. commercial
lop and patent ) 38 73
g" Total technological exp 648 615 596
Interest expense:
Total interest cost ) 193 188 215
Less capitalized interesk {19 {16} {14)
Net interest expense 174 172 201
Equity in affilintes’ income (loss) {5) 7 12
Currency gains (losses) including
equity in affiliates’ currency .
gains and losses {20) (11) 3

Sepgment Information

Certain operating unit segment data and geographic
data for 18;8—1986 nppcargon pages 25 and 30 and are
integral parts of the accompanying financial state-
ments. The principal product lines included in each
operating unit are shown in the operating unit
segment data.

Sales between operating units were not significant.
Inter-area sales, which are sales between Monsanto
locations in different world areas, were made on a
market price basis.

Certain corporate expenses, primarily those related
to the overall management of Monsanto, were not
allocated to the operating units or geographic areas.
Corporate asscts principally include certain miscella-
neous receivables and investments.
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Notes to Financial Statements (continued)

Segment information (continued) Following is a reconciliation of ex-U.S. operating
N . income and total assets to the net income and net
Jnter-area sales by entities in cach geographic assets of consolidated ex-U. 8. subsidiaries.
arca were: R T T PR
1988 1087 1986
Inter-area Sales (Between Operating income $ 23 8§ %3 § 165
Meonsanto Enti Interest exp G4 (52) (42)
1988 1987 1986 Interest income 45 38 40
World ares shipped from: :.)ther income — net 8 2 (16)
United States $ 85 3 624 § 527 [ncomeraxes a4 (] o)
Europe-Africa 167 103 82  Netincome of consolidated
Canada 13 8 4 ex-U.5. subsidiaries $ 21 518 §$ 77
Latin America 2 12 5  Total operating assets $2316 52,120 $1,757
Asln—?lclﬁc_ o k] 35 26 Total liabilities 1,040 s BS5
Inter-area Eli (1,096) (782) (644) Nt assets of comsolidated
Total Y 3 - 8 - s - ex=1).5. subsidiaries $1,226 §1,319 % 902
Quarterly Data

First Second Third Fourth Total
Quarter  Quarter  Quarter  Quarter Year

Not Sales 1968 82,127 32,263 52,022  $1881 38,203

1987 1,866 2025 1902 1846 7,639
Gross Proiit 1988 890 g7 T64 690 321
1987 765 801 684 6M 2,884
Dpérating income 1988 2 365 187 74 958
1987 250 251 164 3 734
Net Insome 1988 210 220 116 45 591
) 1987 138 154 100 4 436
Eamings per Share 1988 286 3.04 167 070 8.27
1987 1.76 1.95 1.30 0.62 5.63
Dividends: per Shar 1988 0.70 0.75 0.75 0.75 295
1587 0.65 0.70 070 070 2.75
Common ook Price
1588 High #9% 89w W% 8% 9w
Low 74 75% 3% 75 V5
1987 High 7% B9% 9% 100% 100v4
Low 73 1% 83 57 57
Net sales and net income for cach quarter of 1988 The only significant unusual item affecting net
were higher than the comparable 1987 quarter. income was the 1987 restructuring income of
Monsanto’s net income is historically higher during ~ $1 million, $7 million and $10 million in the sccond,
the first half of the year attributable primarily to a third and fourth quarters, respectively.
concentration of the generally more profitable Crop
Chemicals sales in the first half of the year.
0701909
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 Faancial Summary

{Dollars in millions, except per share) 1988 1987 19862 1985 1984
Operstiag Results
Net Sales $8,293 $7.639 $6,879 $6,747 $6,691
Operating Income (Loss) 955 734 635 (598) 677
As a Percent of Net Sales 12% 10% 9% (9% 10%
Income (Loss) Before Extmrdmary Gain 591 436 433 (128) 439
Net [ncome (Loss) 591 436 433 (98) 439
As a Percent of Net Sales 7% 6% 6% ()% 7%
Return or Shareowners' Equity 15% 1% 12% {3)% 12%
Earninga par Share
Before Extraordinary Gain $ 827 $5.63 $ 5.55 $(1.67) $ 5.42
Net Income (Loss) 8.27 5.63 5.55 {1.27) 5.42
Yoar-ynd Rinancial Position
Total Assets $8,461 $8,455 $8.269 $8,877 $6,373
Working Capital 1,117 1,203 1,092 899 1,395
Property, Plant and Equipment
Gross $6,926 $6,730 $6,326 $6,840 $6,919
Net 3,146 3,076 2,913 3,034 3.374
Long-Term Debt $1,408 $1,564 $1,630 $2,087 $ 824
Shareowners’ Equity 3,800 3,901 3,781 3,407 3.634
Current Ratio 16 1.7 1.6 1.4 2.2
Percent of Total Debt to Total Capitalization 34% 35% 35% 45% 23%
Other Data
Property, Plant and Equipment Purchases $ 590 $ 505 $ 520 $ 645 $ 614
Depreciation and Amortization 703 679 780 599 503
Interest Expense 174 172 201 178 100
Research and Development Expenses 575 557 523 470 370
Income Taxes 302 237 203 (170) 268
Cash Provided by Operations 1,304 902 960 535 915
Stock Price High $ 0% $100% $ B1W $ 55% $ 5%
Low 73 57 4% 40% 40%
Year-end 81% 83 76V2 4% 4
Price/Earnings Ratio on Year-end Stock Price 10 15 14 — B
Per Share
Dividends $295 $ 275 $2.575 $ 245 $225
Shareowners' Equity 55.21 52.65 48.69 44.38 45.43
Shareowners (year-end) 66,066 68,032 70,367 72,081 71,343
Shares Outstanding (year-end, in millions) 69 74 78 77 78
Employecs (year-cnd) 45,635 4974 51,703 56,103 50,754

1) Net income for 1987 includes net vestructuring income of 818 million (80.24 per share).

2) Net ingome for 1986 includes §85 million (81.10 per share) pj' m gmm. pnnnpai!y jmm the sale of the Texas City, Texas petrochemicals plant

and related assets, pnrrwﬂ'y o_ﬂhl by rlltEImromt Material

($0.32 per share) from adopting the of 5 nf Financial A
3) Net los; for 1985 includes et mm«mnng expense of $542 million (37.04 per xhdre), the gain from the sale aﬂhe ‘oil and gas npmnom of

Standards No. 87, “'Ey

. In addition, net :nonm was iniveased $25 million

P A ing for Pensions. "

5201 million ($2.61 per share) and an extmordinary gain of 830 million ($0.40 per share) from vepayment of debt.
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ﬁoﬁauﬁ's Buni of blra'ntnrs

PR

Monsanto’s sharcowners are represented by a Board
of Directors drawn from diverse backgrounds and
experiences, including business management,
university administration, government service,
scholarship and teaching, military command and
other functions in ficlds such as manufacturing,
banking, insurance, public utilities, construction
and technology.

This diversity of experience and knowledge is ¢ritical
to guiding a company that sclls to a broad range of
markets in more than 100 countries.

Monsanto's board represents the interests of all stake
holders — customers, neighbors and employees, as
well as shareowners. This requires independence and
objectivity, and for that reason, outside directors
predominate, Currently, 13 of the 15 members of the
board are outside directors.

While it is essential to have the breadth of experience
and the independent objectivity of a board composed
mainly of outside directors, board decisions should
also have the benefit of an intimate and detailed
knowledge of the Company's ongoing operations.
For that reason, six of Monsanto's semar executives
serve as non-voting advisory directors.
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Boart of Directors

Richard J. Mahoney
St Lous
Charman and Chi
Muonsanmo Company

Ape: 53

Monsaurs Divector: 1) years

xeeutive Officer,

1Yanald C. Carroll, Ph1>.

King of Thussia, Fennsylvania
Chairnn, Schuleo, Ing;

Retired Dean, The Wharten School,
University of Pennsylvania

Ape: 58

Mosanre Pirector: 14 prars

John W. Hanley
Zihin Cliry, Florida
Chairman, Thanley Hazelden Center,

Retired Chainman and Chicf Execunive
CHilicer. Monsano Company

Apur 67

Monsata Divector: 16 years

#  Mowante Company amd Subsidiaries

Marguerite Ross Barnert, Ph.D.
St. Louis

Chanceller,

University af Missouri~8t, Louis
Age: 46

Mausante Director: 1 year

C, Raymond Dahl

San Francisce

Retired Chairman and Chiel Executive
Officer, Crown Zellerbach Corporation
Agu: 67

Monesamia Director: 11 years

Earle H. Harbison, Jr.

St Louis

President and Chict Operating Oftieer,
Mensanto Company

Age: 6l

Aonsanio Divecior: 3 years

Joan E. Bok

Westharough, Massachusetis

Chairmun, New England Elecuic System
A Y

Mosanrs Divecron: ¥ pears

Richard 1. Fricke
Moantpelicr, Yermont
Chairman,
Natienal Lite Insnrance Company
Age 6

Momsno D frector: 14 years

xecytive Commitier,

Robert M. Heyssel, M.D.

Baltimore

President and Chicf Executive Officer,
The Johns Hopkins tlealth System and
The Johns Hopkins Hospital

Ape: 6l

Monsanto BDirector: less than | year
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Howard M. Love

Pitisburgh

Chairman and Chiet’ Exvewtive Officer,
Natsonal Intergroup, doc.

Apc: 58

Munsanto IDivevsor: 1 yrars

William D. Ruckelshaus
Houstan

Chuirman and Chicf Executive Officer,
Browning-Fereis Industries. Inc.;
Farmer Admiuistratot,

LLS, Environmental Protection Agency
Ape: 56

Monsanto Direetor: 4 years

Richard W. Duesenberg
Senior Viee President,

General Counsel and Sceretary,
Mansarte Company

Age: 58

Buck Mickel

Greenville, South Caroling

Chairman and Chief Exccutive Officer,
R.S.L Corp.; Retired Viee Chairnaan,
Fluot Corp.; Chairman, Ixanicl
fntermational Corp,, a Fluor subsidiary
Age: 63

Monsaute Director: 14 years

John B. Slaughter, Ph.D.

Los Angcles

President, Occidental College;
Former Director, Mational
Science Foundation

Age: 54

Monsanto Dircctor: 8 years

John S. Reed

DNew York

Chairman, Citicorp and Citibank, N.A.
Ague: &)

Monsante Directar: 4 years

Admiral Stansfield Turner

(U.S. Navy, Retired)

McLean, Virginia

Lecturer and Writer; Former Director,
U, Centtal Intelligence and Ceneral
Intelligence Agency

Age: 65

Mossauto Divector: 8 years
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Advisory Directors

Robert L. Berra

51 Lowis

Senior Vice President, Admimstration,
Muemsante Conipany

Ape:

Advisory Dircctor: 7 years

Nicholas L. Reding
St owns

Exeautive Viee President, Monsanta
Company: President, Monsanto
Agricultural Company

Apu: 54

Addvisory Birector: 7 prars

8 Mo € oy and Sichgidiarivs

Harold ]. Corbett

S1, Lows

Senior Viee President, Environment,
Safery & Health,

Monsanto Company

Age: bl

Advisory Diretior: 4 years

Howard A. Schnciderman, Ph.DD.
St. Louis

Senicrr Vice President,

Research & Development,
Monsanto Company

Aper 62

Advisory Director: 7 years

Rohert G. Potter

St. Lowis

Group Viee President,

Monsanto Company:

President, Monsanto Chemical Company
Ape: 49

Advisory Ditettor: 3 pears

Francis A. Stroble
St. Lomis

Senior Viee President and
Chief Financial Officer,
Monsante Company
Age: 58

Advisory Divector: 7 years
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Commitiess of the Board
Aundit C

Buck Mickel, Chaitman
Joan T. Bok

Robert M. Heysscl, M.D.

William D. Ruckelshaus
John B. Slaughter, Ph.D.

Corporate Social Responsibility Committee
Admiral Stansficld Torner, Chairman
Joan T. Bek

William D. Ruckelshaus

John B. Slaughter, Ph.D,

Executive C

John W Hanley, Chairman
Marguerite Ress Barnett, Ph.DD.
Earle H. Harbison, Jr.

Richard }. Mahoncy

Executive Compensation

and Develop Committee

Officers

Chairman and Chief Executive Officer

Richard J. Mahoney
President and Chief Operating Officer

Earle H. Harbison, Jr.
Executive Vice President

Nicholas L. Reding

Senior Vice Presidents

Robert L. Berra

Harold J. Corbett

Howard A. Schoeiderman, Ph,]13,

Senior Vice President and Chief Financiat Officer
Francis A. Stroble

Senior Vice President, Secretary and General Counsel
Richard W. Duesenberg

Group Vice President
Robert G. Power

Howard H. Love, Chairman
Richard I. Fricke

John W. Hanley

Buck Mickel

Finance Committee

Donald C. Carrall, Ph.D., Chairman
Marguerite Ross Barnett, Ph.D.
C. Raymond Dahl

John W, Hanley

Richard j. Mahoney

John S. Reed

N,
I

ing Committee

Vice Presidents

Earl N. Brasficld

Leonard A, Cohn

A. Nicholas Filippello, Ph.D.
S. Allen Heininger, Ph.D.
Martin ). Kallen

Thomas H. Lafferre
Philip Needleman, Ph.D.
Richard A. Overton
James H. Senger

David L. Sliney

Virginia V., Weldon, M.D.

Vice President, Finance

Buck Mickel, Chairman
C. Raymond Dahl
Howard M, Love

Pension and Savings Funds Committee
Richard |, Fricke, Chairman

Donald C. Carroll, Ph.D.

Earle H. Harbison, Jr.

Adiniral Stansficld Torner

Shareowner Information

Annual Meetin

The next annuafnwcting of the sharcowncrs of Monsanto
Company will be held at 1:45 p.m., Friday, April 28,
1989, in K Building ac the Company’s World Headquarters,
800 N, Lindbergh %lvd.. St. Louis, Missouri. A formal
notice of the meeting, together with a proxy statement, is
being mailed to each shareowner,

10-K Report,

Corporate Data Book and Investor News

A copy of Monsanto Company's 1988 Form 10-K Report
filed with the Sccurities and Exchange Commission;

1984 Corporate Data Book, which contains additional
information relating to Monsanta; and Investor News

can be obtained by writing to:

Investor Relations Department

Monsante Compan:

#00 N, Lindbergh Blvd.

St. Louis, Missouri 63167

Lawrence B. Skatoff

Vice President and Controller
B. Clare Harris

Vice President and Treasurer
Juanita H, Hinshaw

Stock Symbol — MTC
Stock Exchanges/Bourses

United States: Europe:

New York Amsterdam London

Chicago (options)  Brusscls Paris
Frankfurt Zurich
Geneva

Transfer Agent

and Registrar

The First National Bank of Boston

Box 644

Boston, Massachuseirs 02102
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Monsanto Company
800 North Lindbergh Boulevard
St. Louis, Missouri 63167
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