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Merck Chenucals Ltd
Directors ' report and financial statements
For the year ended 31 December 2011

Directors’ report

The directors present their annual report and the audited financial statements for the year ended 31 December 2011
Principal activities

The principal activities of the company during the year were the sale of speciality chemicals and the provision of
research and development services

Business performance and development

Generally the economy remamed weak 1n 2011, but increased business from key customers helped the company to
achieve sales growth of 7 8% over 2010

The operating profit of £1,250,000 (2010 loss £672,000) was adversely affected by two items additional payments
inte the defined benefits pension scheme in order to reduce the scheme deficit, and amortisation of goodwill
Excluding these items operating profit was £2,996,000 (2010 £1,474,000) and return on sales 9 7% (2010 5 1%)

Risks and uncertainties

The management undertake a constant and proactive review of the risks facing the company, and formally report on
these at Group level twice a year The risks considered include contractual nisk, risk to property and security, nsk to
employees and the public, business continuity, secunty of systems and data All risks are managed to a mimimum
level and no significant risks, financial or otherwise, which fall outside the usual risks faced by a business in this
industry, have been wdentified

Key performance indicators

The key measures of financial performance are turnover, gross profit margin, return on sales and return on capital
employed These are as follows

2011 2010
£000 £000
Turnover 30,878 28,631
Gross profit margin 30.7% 30 0%
{Gross profit expressed as a percentage of turnover)
Return on sales 4.0% (23)%
(Operating result expressed as a percentage of turnover)
Return on capital employed 10.9% (55)%

(Operating result expressed as a percentage of opening net assets employed)

In addition to these financial indicators the company montors other key performance ndicators including staff
statistics, marketing trends, freight and shipping statistics, and customer service levels

Results and dividends

The profit for the year after tax amounted to £238,000 (2010 loss £742,000) The directors do not recommend
payment of a dividend (2010 £nil)

Fixed assets

The movements 1n fixed assets are shown 1n note 11 to the financtal statements In the opinton of the directors the
value of the company’s properties does not matenally differ from that at which they are shown in the balance sheet
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Directors’ report (continued)

Directors and directors’ interests

The directors holding office during the year were as follows

Mr KR Bischoff (resigned 31 August 2011)

Mr DR Jeans

Mr S Becker (appointed 25 November 2011)
Mr MA Verrall (apponted 1 July 2011)

Mr RA Johnson (appointed 31 August 2011)
Mr JM Dove (resigned 31 October 2011)
Mrs SE Turner (resigned 31 January 2011)

Political or charitable donations

No contributions to political organisations were made dunng the year (2070 £mil)
Charitable donations totalled £1,207 (2070 £944)

Disclosure of information to auditors

The directors who held office at the date of approval of the Directors’ report confirm that, as far as they are each
aware, there 18 no relevant audit information of which the Company’s auditors are unaware, and each director has
taken all steps that he ought to have taken as a director to make himself aware of any relevant audit information and
to establish that the Company’s auditors are aware of that information

Auditors

Pursuant to Section 487 of the Companies Act 2006, the auditors will be deemed to be reappointed and KPMG LLP
will therefore continue 1n office

By, r of the board

Dated 28" March 2012
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Statement of directors’ responsibilities in respect of the Directors’ Report and the
financial statements

The directors are responsible for preparing the Directors’ Report and the financial statements 1n accordance with
apphcable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law they
have elected to prepare the financial statements in accordance with UK Accounting Standards and applicable law
(UK Generally Accepted Accounting Practice)

Under company law the directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the company and of the profit or loss of the company for that period In
prepanng these financial statements, the directors are required to

» select suitable accounting policies and then apply them consistently,
¢ make judgments and estimates that are reasonable and prudent,

e state whether applicable UK Accounting Standards have been followed, subject to any material departures
disclosed and explained n the financial statements, and

e prepare the financial statements on the going concern basis unless it 1S inappropnate to presume that the
company will continue 1n business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company’s transactions and disclose with reasonable accuracy at any tume the financial position of the company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the company and to
prevent and detect fraud and other wrregularities




Independent auditor’s report to the members of Merck Chemicals Ltd

We have audited the financial statements of Merck Chemicals Litd for the year ended 31 December 2011 set out on
pages 6 to |8 The financial reporting tramework that has been applied in thewr preparation 1s apphcable law and
UK Accounting Standards (UK Generally Accepted Accounting Practice)

This report 1s made solely to the company’s members, as a body, 1n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audn work has been undertaken so that we might state to the company’s members those
matters we are required 10 state to them 1n an auditor’s report and for no other purpose  To the fullest extent
permitted by law, we do not accept or assume responsibtlity 10 anyone other than the company and the company’s
members, as a body, lor our audit work, for this report, or lor the opinions we have formed

Respective responsibilities of directors and auditor

As explaimmed more fully 1n the Directors’ Responsthilities Statement set out on page 4, the directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and tair view  Our
responsthility 1s to audit, and express an opinion on, the financial statements 1n accordance with applicable law and
International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Practices Board's (APB’s) Ethical Standards 1or Auditors

Scope of the audit of the financial statements

A descrniption of the scope of an audit of financial statements s provided on the APB’s web-site at
www fre org uk/apb/scope/private cim.

Opinion on financial statements
In our opinion the financial statements

e give atrue and lair view of the state of the company’s affairs as at 31 December 2011 and of s profit for the
year then ended,

*  have been properly prepared in accordance with UK Generally Accepted Accounting Practice, and
*  have been prepared 1in accordance with the requirements of the Companmes Act 2006
Opimon on other matter prescribed by the Companies Act 2006

In our opimon the information given n the Directors’ Report for the {inancial year tor which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report n respect of the tollowing matters where the Companies Act 2006 requires us 1o report to
you tf, in our opimion

* adequale accounting records have not been kept, or returns adequate for our audit have not been receved from
branches not vistted by us, or

e the financial statements are not in agreement with the accounting records and returns, or
¢ certain disclosures of directors’ remuneratton specified by law are not made, or

e we have not recerved all the information and explanations we require lor our audit

g

CN Parkin (Senior Statutory Auditor)

Jor and on behalf of KPMG LLP, Statutory Auditor

Charrered Accountants Dated 28 March 2012
St Nicholas House

Park Row

Nottingham

NGI 6FQ
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Profit and loss account
Jor the year ended 31 December 2011

Note 2011 2010
£000 £000
Turnover 2 30,878 28,631
Cost of sales (21,393) (20,047)
Gross profit 9,485 8,584
Distnibution costs (6,080) (6,357)
Administration ¢xpenses (2,913) {3,507)
Other operating income 758 608
Operating profit before goodwill amortisation and additional pension
contrnbutions 2,996 1,474
Goodwill amortisation (780) (781)
Additional pension contributions {966) (1,365)
Operating profit/(loss) 3 1,250 (672)
Interest recervable and similar income 7 78 13
Interest payable and similar charges 8 (533) (336)
Profit/(loss) on ordinary activities before taxation 795 (995)
Tax on profit on ordinary activitics 9 (557) 253
Profit/{loss) for the financial year 238 (742)

In both the current and preceding year, the company made no material acquisitions and had no discontinued

operations

There were no recogmsed gains or losses 1n ither the current or preceding year other than those disclosed n the
profit and loss account and therefore no separate statement of total recognised gains and losses has been presented




Balance sheet
at 31 December 2011

Fixed assets
Intangible assets
Tangible assets

Current assets

Stocks

Debtors

Cash at bank and 1n hand

Creditors amounts falling due within one year

Net current assets

Total assets less current habilities
Creditors amounts falling due after one year

Provisions for liabilities and charges

Net assets

Capital and reserves
Equity

Share capital

Profit and loss account
Share premium account

Shareholders’ funds

Note

10
i1

i2

14

15

16

17

19

Merck Chemicals Lid

Directors’ report and financial statements
For the year ended 31 December 2011

2011

£000 £000

11,708

7,165

19,473
2,019
7,516
3,250
12,785
(4,761)

8,024

27,497

(14,014)

(1,777

11,706

3,300

(5,706)

14,112

11,706

£000

1,639
7,239
1,665

10,543

(4,623)

2010

£000

12,488
8,024

20,512

5,920

26,432
(13,814)

(1,150)

11,468

3,300
(5,944)
14,112

11,468

These financial statements were approved by the board of directors on 28" March 2012 and were signed on its

behalf by

|

Becker
wrector

Company number 00660457
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Notes

{forming part of the financial statements)

1 Accounting policies

The following accounting policies have been applied consistently in dealing with items which are considered
material in relation to the financial statements

Basis of preparation

The financial statements have been prepared m accordance with applicable accounting standards and under the
historical cost accounting rules

After making appropriate enquiries, the directors have a reasonable expectation that the company has adequate
resources to continue 1n operation for the foreseeable future and therefore continue to adopt the gomng concern basis
tn preparing the accounts

The company 1s exempt from the requirement of FRS 1 (revised) to prepare a cash flow statement on the grounds
that 1t 15 a wholly owned subsidiary undertaking and its ultimate parent undertaking includes the company 1n 1ts own
published consolidated financial statements

Turnover

Turnover represents net invoiced sales of goods excluding value added tax, in accordance with the principal activity
Other operating income represents recharges of costs incurred for people who are wholly or partly paid here but
working for another group company

Tangible fixed assets and depreciation

Fixed assets are stated at cost less depreciation Depreciation 1s provided to write off the cost less the estimated
residual value of tangible fixed assets by equal instalments over their estimated useful economic lives as follows

Leasehold property - over period of lease
Plant and machinery - between 10% and 20% per annum
Goodwill

Goodwill arising on the purchase of assets and trade 1s capitalised and 15 amortised to mi by equal instalments over
its estimated useful life, to a maximum of 20 years

Stocks and work in progress

Stocks are valued at the lower of cost and net realisable value Cost, 1n general, 15 determined on a weighted
average basis Provision 1s made for any obsolete or slow moving 1tems

Foreign currencies

Assets, habilities, revenues and costs denominated 1n foreign currencies are recorded at the rates of exchange ruling
at the dates of the transaction Monetary assets and habilities at the balance sheet date are translated at year end
rates of exchange Gains and losses on translation are included in the profit and loss account

Research and development

All revenue expenditure on research and development 1s written off in the profit and loss account 1n the year n
which 1t 1s incurred

Taxation

The charge for taxation 15 based on the result for the year and takes into account taxation deferred because of timing
differences between the treatment of certam items for taxation and accounting purposes

Deferred tax 1s recognised, without discounting, in respect of all timing differences between the treatment of certain
items for taxation and accounting purposes which have arisen but not reversed by the balance sheet date, except as
otherwise required by FRS 19
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Notes (continued)

1 Accounting polictes {continued)

Deferred tax assets are recognised only to the extent that the directors consider that it 1s more likely than not that
there will be suitable taxable profits from which the future reversal of the underlying timing differences can be
deducted

Pension scheme

The company participates 1 a funded defined benefit scheme, operated by a subsidiary of Merck KGaA, to which
the company and members make contributions Because the Company 1s unable to identify 1ts share of the scheme’s
assets and liabilities on a consistent and reasonable basis, as permitted by FRS 17 ‘Retirement Benefits’ the scheme
15 accounted for by the Company as 1f the scheme was a defined contribution scheme. The charge 1n the profit and
loss account represents the contributions payable to the scheme in respect of the accounting period The
contributions are held in separately administered funds from the company’s assets

Leased assets

Where the company enters into a lease or hire purchase contract which entails taking substantially all the nisks and
rewards of ownership of an asset, the asset 1s recorded in the balance sheet as a tangible fixed asset and 1s
depreciated over 1ts estimated useful hfe or the term of the contract, whichever 1s shorter Future 1instalments under
such contracts, net of finance charges, are included within creditors Rentals payable are apportioned between the
finance element, which 1s charged to the profit and loss account, and the capital element which reduces the
outstanding obligation for future instalments

All other leases are accounted for as ‘operating leases’ and the rental charges are charged to the profit and loss
account on a straight line basis over the life of the lease

Classification of financial instruments issued by the company

Financial instruments 1ssued by the company are treated as equity (1 ¢ forming part of shareholders’ funds) only to
the extent that they meet the following two condittons

(a) they include no contractual obligations upon the company to deliver cash or other financial assets or to
exchange financial assets or financial habilities with another party under conditions that are potentially
unfavourable to the company, and

(b) where the instrument will or may be settled in the company’s own equity nstruments, 1t is either a non-
derivative that includes no obligation to deliver a vanable number of the company’s own equity instruments or
1s a denvative that wall be settled by the company exchanging a fixed amount of cash or other financial assets
for a fixed number of its own equity instruments

To the extent that this defimition 1s not met, the proceeds of 1ssue are classified as a financial hability Where the
instrument so classified takes the legal form of the company’s own shares, the amounts presented n these financial
statements for called up share capital and share premium account exclude amounts 1n relation to those shares

Finance payments associated with financial habilities are dealt with as part of interest payable and similar charges
Fmance payments associated with financial instruments that are classified as part of sharcholders® funds (see
dividends policy), are dealt with as appropriations 1n the reconcihiation of movements in shareholders® funds

Dwidends on shares presented within shareholders’ funds

Dividends unpaid at the balance sheet date are only recognised as a liability at that date to the extent that they are
appropnately authorised and are no longer at the discretion of the company Unpaid dividends that do not meet
these critena are disclosed in the notes to the financial statements
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Notes (continued)

1 Accounting policies (coniinued)
Related party disclosures

As the company 15 wholly owned by Merck KGaA, 1t has taken advantage of the exemption in FRS & and has,
therefore, not disclosed transactions or balances with entities which form part of the group headed by Merck KGaA
The consolidated financial statements of Merck KGaA, within which this company 1s included, can be obtamed
from the address given 1n note 23

2 Turnover

Turnover represents the invoiced value of geods and services supplied by the Company, and 1s exclusive of VAT

2011 2010
£000 £000
Analysis of turnover by destination
United Kingdom 14,807 12,599
Europe 16,071 16,032
30,878 28,631
3 Operating profit
2011 2010
£000 £000
The operating profit/(loss) 1s stated afier charging
Research and development (see below) 9,171 8,188
Hire of plant and machinery under operating leases 128 254
Leasehold property rent 165 162
Depreciation of tangible fixed assets (note 11) 960 1,026
Goodwill amortisation (note 10} 780 781
Auditor’s remuneration
- audit of these financial statements 28 20

Substantially all the cost of research and development activity 1s recharged to group companies

4 Directors and employees
2011 2010
£000 £000
Staff costs during the year
Salanes and wages 6,225 5,630
Social secunty costs 679 577
Other pension costs (see note 20) 1,419 1,879
8,323 8,086

10
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Notes (conninued)

5 Number of employees

The average number of persons employed during the year, mcluding directors, was as follows

Average number of employees

2011 2010
Number Number
Research and development 83 66
Dustrnibution 70 67
Admmstration 10 11
163 144

6 Remuneration of directors
2011 2010
£000 £000
Directors’ emoluments 477 509
Pension contributions 43 45
520 554

The emoluments of the highest paid director were £235,000 (2010 £297,000) of which £18,000 relates to pensions
(2010 £16,000) He 15 a member of a defined benefit scheme The accrued pension as at 31 December 2011 1s
£26,878 per annum

Average number of directors

Retirement benefits are accrung (o the following number of directors under 2011 2010

Defined benefit schemes 2 1

Defined contnibution schemes 2 1
7 Other interest receivable and similar income

2011 2010

£000 £000

Other 3 13

Net exchange gains 75 -

78 13

11




Notes (continued)

8 Interest payable and similar charges

On loans from group undertakings, repayable within five years

Other
Net exchange losses

9 Taxation

Analysis of charge/{credu) in year

Current tax

UK Corporztion Tax on mcome for the year
Payment recerved for group relief surrendered
Adjustments i respect of previous periods

Tetal current tax
Deferred tax (note 16)

Ongination/reversal of tmmg differences
Adjustment 1n respect of previous years

Tax charge/(credit) on ordinary activities

Merck Chemicals Lid
Durectors ' report and financial statements
For the year ended 31 December 2011

2011 2010
£000 £000
396 288
4 33
133 15
533 336
2011 2010
£000 £000
136 -
- (294)
(206) 31
(70) (263)
(56) 10
683 -
557 (253)

The adjustments 1n respect of prior periods relates to the confirmation of final research and development claims

Factors affecting the tax charge/(credit) for the current year

The current tax credit for the year 1s higher (2010 lower) than the standard rate of corporation tax in the UK of

26 5% (2010 28%) The differences are explained below

Current tax reconctliation
Profit/ (loss) on ordinary activities before tax

Current tax at 26 5% (2010 28%)

Effects of

Expenses not deductible for tax purposes
Additional tax deduction on expenditure
Disallowable goodwill amortisation

Net differences between depreciation and capital allowances for the year

Adjustments 1n respect of previous periods

Total current tax credit (see above)

2011 2010
£000 £000
795 (995)
210 (279)
36 36
(373 (341)
207 219
56 71
(206) 31
(0) (263)

12
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Notes (continued)

9 Taxation {continued)

Factors affecting future tax charges

The Emergency Budget on 22 June 2011 announced that the UK corporation tax rate would reduce from 28% to
24% over a period of 4 years from 2011 A reduction 1n UK corporation tax from 26% to 25% has been
substantively enacted and will be effective from | Apnil 2012 This will reduce the company’s future tax charge

accordingly
10 Intangible fixed assets

Goodwill

£000

Cost
At ] January 2011 and 31 December 2011 15,610
Amortisation
At 1 January 2011 3,122
Charge for the year 780
At 31 December 2011 3,902
Net book value
At 31 December 2011 11,708
At 31 December 2010 12,488

13




Notes (continued)

11 Tangible fixed assets

Cost

At I January 2011
Additions
Transfers
Disposals

At 31 Decemnber 2011

Depreciation

At 1 January 2011
Charge for year
Disposals

At 31 December 2011

Net book value
At 31 December 2011

At 31 December 2010

The net book value of land and buildings 1s made up as follows

Leasehold
properties
£000

7,587
455

8,042

1,685
293

1,978

6,064

5,902

Plant and
machinery
£000

7,571
229
96

7,896

5,638
667

Short leaseholds with less than 50 years to run as of the balance sheet date

Long leascholds

12 Stocks

Funshed goods

Merck Chenucals Ltd

Payments on
acceunt and
assets in the

course of
construction
£000

189
17
(96}

110

110

189

Total
£000

15,347
701

16,048

7,323

2010
£000

117
5,785

5,902

The directors do not consider the replacement cost of stocks to be materially different from their carrying value

Durectors ' report and financial statements
For the year ended 31 December 2011
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Notes (continued)

13 Debtors

Trade debtors

Amounts owed by group undertakings
Other debtors

Prepayments and accrued income

14 Creditors: amounts falling due within one year

Trade creditors

Amounts owed to group undertakings
Taxation and social secunty

Other creditors

Accruals and deferred income

15 Creditors: amounts falling due after one year

Amounts owed to group undertakings
Accruals and deferred income

16 Provisions for habilities and charges

At 1 January 2011
Deferred tax charge for the year (see note 9)

At 31 December 2011

The elements of deferred tax are as follows

Infferences between depreciation and capital allowances

Merck Chemicals Lid

Directors ' report and financial statements
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201

1,274
2,360
332
10

4,761

2011

14,000
14

14,014

2011
£000

1,777

2010
£000

13,300
14

13,814

Deferred
tax

£000

1,150
627

1,777

15
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Notes (continued)

17 Share capital

2011 2010
£000 £000
Authorised, allotted, called up and fully paid
Equity share capital
3,250,000 ordinary shares of £1 each 3,250 3,250
50,000 non-cumulative 4% preference shares of £1 each 50 50
3,300 3,300

The preference shares have no voting rights On a winding up, the surplus assets of the company, remaining after
payment of its other liabilities, wall be used to repay the capital of the holders of the preference shares and ordmary
shares in that order

18 Reserves
Profit and
loss account
£000
At 1 January 2011 (5,944)
Profit for the year 238
At 31 December 2011 (5,706)
19 Reconciliation of movements in equity sharcholders® funds
Share
Share premum Profit and
capital account loss account Total
£000 £000 £000 £000
Opening shareholders’ funds 3,300 14,112 (5,944) 11,468
Profit for the financial year - - 238 238
Closing shareholders’ funds 3,300 14,112 (5,706) 11,706
20 Pension scheme

The total penston cost for the year ended 31 December 2011 was £1,419,000 (2010 £1,879,000)

The Company 1s a member of a pension scheme providing benefits based on final pensionable pay Because the
Company 15 unable to 1dentify 1ts share of the schemes assets and Liabilities on a consistent and reasonable basis, as
permitted by FRS 17 ‘Retirement Benefits’ the scheme 15 accounted for by the Company as 1f the scheme was a
defined contribution scheme

The pension cost 15 assessed in accordance with the advice of a professional qualified actuary using the projected
unit credit method The most sigmficant actuanial assumptions were a 4 5% (2010 5 8%} annual rate of return on
mnvestments and a 3 6% (20/0 4 3%;) annual increase 1 pay

16
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Notes (continued)

20 Pension scheme (continued)

A full valuation of the Merck Pension Scheme was carned out for funding purposes as at 31 December 2010 The
assets and liabilities were updated 1n an approximate way to 31 December 2011, and the update was based on the

following key assumptions

2011 2010
Inflatron (RP1) 3 1%pa 3 3%pa
Salary increases 3.6%pa 4 3%pa
Pensien increases 3 3%pa 3 5%pa
(on benefits earned before 1 July 2006)
Pension increases 3.1%pa 3 3%pa
(on benefits camned after 1 July 2006)
Discount rate 4.7%pa 53%pa

The update revealed a market value of assets £216 2 million and a value of labilities of £242 8§ milhon The
revealed deficit of £26 6 million has no direct impact on the company, but the company contributions being paid

reflect the £26 6 million deficit revealed by the funding valuation as at 31 December 2010

21 Commitments

(a) Capital commitments at the end of the financial year, for which no provision has been made, are as follows

2011 2010
£000 £000
Authorised but not contracted for - 80
Contracted 18 36
(b) Annual commitments under operating leases as follows
Land and buildings Plant and equipment
201 2010 2011 2010
£000 £000 £000 £000
Operating leases which expire
Within one year - - 17 12
In the second to fifth years inclusive 126 126 96 68
Over five years 38 38 5 -
164 164 118 80

22 Guarantees

The three participating employers of the Merck Pension Scheme, of which Merck Chernicals Ltd 1s one, entered into
a joint and several guarantee to cover the PPF labilities of the Scheme on 30" March 2011 No value has currently
been assigned to this guarantee, and any such amount would only be calculated it the event of a call on the

guarantee

17
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Notes (continued)

23 Ultimate parent undertaking

The company’s ultimate parent undertaking 15 Merck KGaA, a company registered in Germany This company 15
73 8% owned by E Merck, a general partnership formed pursuant to the laws of Germany, with the remaming
equity being quoted on the Frankfurt stock exchange The only group in which the results of the company are
consolidated 1s that headed by Merck KGaA The consolidated financial statements of this group are available to
the public and may be obtained from Frankfurter Strasse 250, D-64293 Darmstadt, Germany

18




