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Hexion UK Limited
Strategic Report for the year ended 31 December 2019

The directors present their Strategic Report on the Company for the year ended 31 December 2019.

Principal activities
The Company manufactures and sells adheswes and resins for use in a wide variety of applications,
which are broadly categonzed into Forest Product Resins, Formaldehyde and Performance Resins.

Rev:ew of the busmess

Hexion UK Limited continues as the main trading entity for the Hexion business in the UK. The results
for the financial year are set out in the Income Statement on page 10. Sales in the year has dropped
by 12.5% to £105.9 million (2018: £121.1 million). The operating profit for.the year 2019 is £7.3 million
(2018: loss of £4.2 miillion) including a restructuring charge of £109,000 (2018: £5.3 million) and an
impairment charge of £nil (2018: £2 million). The sales volume has declined from the prior year
-primarily due to the.exit of the wax business as a result of Peterlee plant closure and partially due to
the weak market demand. The company’s contribution margin has improved as a result of the Peterlee
plant closure, partially offset by unfavourable raw material costs in 2019. )

As part of the Cbmpany s BREXIT plans, the Botlek oberations was moved into a separate new-
subsudlary Hexion Botlek B.V. (see Note 13).

The financial position of the Company at the year-end is set out in the Statement of Financial Position
on page 11. The directors do not recommend the payment ofa dwldend for the year (2018:
£10 000,000).

Dunng the year a restructuring charge of £457, 000 was made in respect of orgamzatlonal changes
within Hexion's global operations. (see Note 18)

In July 2018, the Company announced the demsmn to close its Peterlee plant. The announced closure
would be in the interest of the Company s and the wider Hexion Group’s overall business and would -
improve the overall performance of the Group'’s European forest products operations. Details-of the

" closure provisions are provided in Note 18.

In 2019 the company’s parent Hexion Inc., Hexion Holdings LLC, Hexion LLC and certain of Hexion
Inc.’s subsidiaries filed voluntary petitions on 1 April 2018 for reorganization under Chapter 11 of the
United States Bankruptcy Code in the United States Bankruptcy Court for the District of Delaware. On
1 July 2019, in accordance with the terms of the Plan and the Confirmation Order, the Plan became :
effective and the Debtors emerged from bankruptcy, with a new ultimate parent undertaking. The .
European entities including the company were not part of this filing and were unaffected by this.

Future developments

The directors expect the Company to perform satisfactorily dunng the forthcoming fi nanCIal year

In order to remain competitive in the future economic environment, the Company will continue to
develop and enhance the relationship with all customers and focus efforts around productivity and cost
reductions in both manufacturing and services.

. Brexit
On 23 June 2016 a referendum was held and the outcome of the vote determined that the Umted
Kingdom would leave the European Union, At-the time of the signing of the statutory financial
statements, the United Kingdom has left the European Union at midnight on 31 January 2020. A
transition period is in place untit 31 December 2020. During this period, all EU rules and regulations
will continue to apply to the UK. The company continues to monitor the developments and potenhal
impacts of BreX|t



Hexion UK Limited

Strétegic Report for the year ended 31 December 2019 (continued)
Future developments (continued) .

COVID-19

In March 2020, the World Health Organlzatlon categonzed COVID-19 as a global pandemic.
Subsequent to March 31, 2020, the global regions where the Company operates, continue to be
impacted by COVID-19. During this pandemic, apart from guidelines published by local governments,
the Company has implemented extra guidelines to further protect the health and safety of its
employees as the Company continues to operate with its suppliers and customers. For example, the
_Company is following all legislatively-mandated travel directives in the various countries where it
operates, and the Company has also put additional travel restrictions in placé for its associates
designed to reduce the risk from COVID-19. Additionally, the Company is utilizing extended work from
home options to protect its office associates, while adjusting its meeting protocols and processes at its
manufacturing sites. Overall, the Company expects COVID-18 impacts to chaIIenge our business
results throughout the remainder of 2020.

Principal risks and uncertainties :

The directors believe that the Company’s activities expose it to a number of financial risks, malnly
around raw material pricing risk. Raw materials pricing remains competitive and it is not always
possible to pass directly any increases to the end customer due to contractual or competitors’ pricing
policies. Also, the general economic environment continues to provide challenges to the business.

The financial risks the Company's operations are exposed to include price, credit, liquidity and cash
flow risks. The directors apply Hexion Group policies that seek to limit any adverse financial effects of
these risks and these policies are implemented by the Hexion Europe Finance Department. The
Hexion Group has standard policies which set out specific guidance on how credit risk is managed.
Liquidity risk is managed through a Hexion Europe cash pooling arrangement, which is used to
maintain the working capital requirements of the Company on a day to day basis. Currency risk
through trading in export markets in foreign currency is managed through forecasting sales and
purchases.,No hedge accounting |s applied.

Financial key performance indicators

The directors focus on operating profit and measures to improve overall profitability, including by
changing the product mix from commodity to specialty products and continuing to focus efforts around
productivity and cost reductions in both manufacturing and service. These are kept under regular
review by the directors and appropriate action taken as requ1red

Non-financial key performance indicators

The directors believe that the use of non-financial KPIs is not necessary for an understandlng of the
results and operations of the business. ,

This report was reviewed by the Board and signed on its behalf by:

Ao Meptens

Arno Mertens {Dec 17, 2020 08:36 GMT+1)

A. Mertens
Director
Date: 17 December'2020



Hexion UK lelted

'Dlrectors Report for the year ended 31 December 2019

The directors present their Annual Report and the audited financial statements for the year ended
31 December 2019. All amounts disclosed in the fnancral statements are rounded to the nearest
£'000. .

Directors
The directors of the Company who were in offlce during the year and up to the date of signing the
financial statements are disclosed on page 1.

Branches outside the UK - : :

Hexion UK Limited operates in the-Netherlands, where the Company owns a plant in Rotterdam that
specializes in the production of formaldehyde. During the year, the company transferred Botlek
operations from a branch into a new subsidiary, Hexion Botlek B.V. (see Note 13).

Employees

The Company supports the pnncrple of equal opportumtles Its policy is that there should be no unfalr
discrimination on the grounds. of sex, religion or race. Applications for employment by disabled
persons are always fully considered, bearing in mind the respective aptitudes and abilities of the
applicant concerned. In the event of members of staff becoming disabled, every effort is made to
ensure that their employment with the Company continues and the appropriate training is arranged. It
is the policy of the Company that the training, career development and promotion of a disabled person
should, as far as possible, be |dent|cal to that of a person who does not suffer from a dlsablllty

Consultation with employees or their representatlves has continued at all levels, with the aim of )
ensuring that their views are taken into account when decisions are made that are likely to affect their
interest. Employees are made aware of the financial and economic performance of their business unit
and of the Company as a whole. Communication with emp!oyees continues through briefing groups
and newsletters. .

Health and safety

In all of Hexion operations product safety, employee health and safety, and en\nronmental care are
important elements in the development of the Company strategy. It is the responsibility of each Hexion
company to ensure that corporate environmental policy is put into practice. This includes protecting
the environment by limiting the environmental impact of operations, meeting the requrrements of

. legislation and training employees on environmental health and safety concerns.

Dividends :

The directors did not recommend dividend payments for the year ended 31 December 2019 (2018:
£10,000,000).

Financial risk management

Details of the Company’s financial risk management policies can be found wuthln the Pnnclpal rlsks
and uncertalntles section of the Strategic Report :

- Going concern

After making enquiries, the directors confirm that the going concern basrs has been adopted in
prepanng the Directors’ Report and financial statements.

Research and development
The Company incurred expenditure amountlng to £367 000(2018: £423 000) on research and
development during the year.

" Political and charitable donations .

The Company made no political or charitable donations in the year (2018: £nil).

Qualifying third 'party indemnity provision : -
The directors have an insurance policy in place to provide them with indemnity cover: The insurance
policy was in force throughout the financial year and remains in force at the date of this report.



Hexion UK'Limited

Directors’ Report for the year ended 31 December 2019 (continued)

Statement by the directors in performance of thelr statutory dutles in accordance with s172(1)
of the Companies Act 2006 .

Directors duties

Directors of the Company, as those of all UK companies, must act in accordance with a set of general
duties. These duties are detailed in section 172 ofthe UK Companies Act 2006 which is summarised as -
follows:

“‘a director of a company must act in the way they consider, in good faith, wouId be most Iikely to promote
the success of the company for the benefit of its shareholders as a whole and, in doing so have regard
(amongst other matters) to:
- the likely consequences of any decisions in the Iong—term
« the interests of the company’s employees
+ the need to foster the company s business relatlonshlps with suppliers, customers and others;
- =the impact of the company’s operations on the community and environment,
- « the desirability of the company mamtalnlng a reputation for high standards of business conduct;
and .
« the need to act fairly as between shareholders of the company.’

The following oaragraphs summarise how the Directors’ fulfil their duties:

Risk Management

We are a solutions provider utlllsmg amino and phenolic resin technologies in order to serve and

develop the needs of customers. Key markets served are construction, composites, briquetting and

speciality adhesives in UK & Eire and other parts of the world. Customers are supplied through both

internal manufacturing assets and tolling manufacturing partnerships that have been developed in order’
o adapt to changing market conditions. We need to ensure that the manufacturing operations are safe,

flexible, reliable and sustainable with minimum waste. Managing risk is fundamental to our operational

strategy and operating successfully. We consider the main risks are those associated with business

outage, raw material availability, health and safety, compliance with regulatory standards, climate
change and loss.of business due to customer issues. Given the nature of our products and the

regulatory environment we operate in we have a no risk appetite for breaches of policy and controls in

critical areas, such are regulatory standards and health and safety issues. We have well defined review

processes and controls to monitor and meet these goals. We also are able to draw on the wider Hexion

corporate standards where required to help meet our objectives.

Our People : ) ¢ .
We are committed to operating a responsible busmess in ‘an ethical manner. We recognise that we
need a high performance team to succeed and people are at the heart of our business. For our business
to succeed, we need to develop existing talent and bring new talent through whilst ensuring we operate -
as safely and efficiently as possible. All employees have annual training plans to ensure they are
competent to perform their roles.. We had an anonymous third party employee survey during the year
and have developed action plans to address the matters raised by this. All employees attend regular
Health and Safety meetings during the year. In line with company policy all accidents are reported to
the corporate body under OSHA reporting regulatlons No recordable accidents were recorded in 2019
on any of our UK sites.

Business Relatlonshlps

The company has a long history of resin production and we support our customers with close technical
" relationships helping them to achieve continuing success. ‘Our principal customers have been trading
with us for many years and our excellence in technical service, flexibility, and continuity has enabled
long term volume growth. Close relationships with our major customers have required re-formulations
and plant trials, delivering success in many areas. In 2019, new formulations were developed to reduce
end use emissions including-low emission wood binders for the Forest Products market. Regular and
detailed communication between sales, technical and operations are scheduled to ensure customer
needs are considered throughout the supply chain and manufacturing process. During the current year
our strategy has been to targeted business growth in resins for foam and composite applications.



"Hexion UK Limited

Directors’ Report for the year ended 31 December 2019-(continued)

Statement by the directors in performance of their statutory duties in accordance with s172(1)
of the Companies Act 2006 (continued)

Commumty and environment : :
We enable our employees to support the local communmes around us.. At Barry, in response to recent
local flooding, we are an active member of the local community action panel and flood prevention group
which consists of local businesses, regulators, members of the public, and the council. As part of our
support, we regularly clear the local water course to assist with this effort. We recognise as part of our -
strategy our manufacturing operations need to be sustainable with minimum waste, which we continually
improve via our capital expenditure program and ongoing other environmental efforts to reduce energy
consumption. We comply with all env1r0nmenta| regulatlons and are certified to ISO standards where
appllcable .

CuIture and values

"We recognise the importance of having the right culture throughout the organisation. Our long-term
success depends on achieving our strategic goals in the right way. ‘We have a corporate culture which .
promotes ‘Responsible Chemistry’ looking for ‘Responsible solutions that shape our future’ and this
governs the way we develop our business. We promote an open and honest culture and included in our
core competences are empowerment, trust and teamwork and authenticity. All employees undertake
regular training on ethics and integrity, ensuring standards are well communlcated and a knowledge of
good practice underpins all decisions.

Shareholders

. We'maintain a continuing effectlve dialogue with our shareholder and parent company. Our strategy and
‘objectives are developed in conjunction with the-wider Hexion Inc strategy. We do this by understanding
the needs of our diverse customer base and the supply of high quallty products backed by excellent
service and support .

Statement of Directors’ Responsibilities

The directors are responssble for preparing the Annual Report and the fnancral statements in
accordance with applrcable law and regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that
law the directors have prepared the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards, comprising FRS 102 “The
Financial Reporting Standard applicable in-the UK and Republic of Ireland’, and applicable law).
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 preparing the financial statements, the directors are required to: -

» select suitable accounting policies and then.apply them consistently;
o state whether applicable United Kingdom Accounting Standards, comprising FRS 102, have
been followed, subject to any material departures drsclosed and explamed in the financial
" statements;
s make Judgements and accountlng estimates that are reasonable and prudent; and
e preparé the financial statements on the going concern basns unless |t is |nappropr|ate to
presume that the company will continue in business. .
The directors are responsible for keeping adequate accounting records that-are suffcaent to show and
explain the company's transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companles Act 2006.

The directors are also responsible for safeguarding the assets of the company and hence for taking-
reasonable steps for the prevention and detection of fraud and other irregularities.



Hexion UK Limited
Directors’ Report for the year ended 31 December 2019 (contrnued)

Disclosure of information to audrtors
Each of the persons who are directors at the time this Directors’ Report is approved have confirmed
that:

e so far as that director is aware, there is no relevant audit information (i.e. mformatron needed
by the Company’s auditors in connection with preparing their report) of which the Company ]
auditors are unaware; and

« that director has taken all steps that they ought to have taken as a director in order to make
himselif aware of any relevant audit information and to establish that the Company’s audltors
are aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of Section 418
of the Companies Act 2006. ’

Post balance sheet events

On 27th September 2020, Hexion Inc. announced an agreement to sell its Phenohc Specialty Resins,
Hexamine and European-based Forest Products Resins business-to Black Diamond Capital
Management, LLC and Investrndustrral including the Company. The transaction is due to complete in
Q1 2021.

Independent auditors

The auditors, PricewaterhouseCoopers LLP, will be proposed for reappointment in accordance wrth
section 485 of the Companies Act 2006. PricewaterhouseCoopers LLP have indicated their -
willingness to continue in office. ’

On behalf of the Board

Apro Mertent

Arno Mertens (Oec 17, 2020 08:36 GMT+1}

A. Mertens
Director
Date: 17 December 2020



Hexion UK Limited
Independent auditors’ report to the members of Hexion UK Limited

Report on the audit of the financial statements

Opinion
In our opinion, Hexion UK Limited’s financial statements:

e  give atrue and fair view of the state of the company’s affairs as at 31 December 2019 and of its profit for the
year then ended; :
e have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
* (United Kingdom Accounting Standards, comprising FRS 102 “The Financial Reporting Standard applicable
in the UK and Republic of Ireland”, and applicable law); and
e  have been prepared in accordance with the requireménts of the Companies Act 2006.

We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual
Report”), which comprise: the statement of financial position as at 31 December 2019; the income statement, the

. statement of comprehensive income, the statement of changes in equity for the year then ended; and the notes to the
financial statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Audltlng (UK) (“ISAs (UK)") and applicable

- law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the
financial statements section of our report. We believe that the audit evidence we have obtamed is sufﬁc1ent and
appropriate to prov1de a basis for our opinion.

Independence

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit
of the financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. .

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relatlon to which ISAs (UK) require us to report to
you where:

o the directors’ use of the going concern basis of accounting in the preparation of the financial statements is
not appropriate; or

« the directors have not disclosed in the financial statements any identified material uncertainties that may
cast significant doubt about the company’s ability to continue to adopt the going concern basis of accounting
for a period of at least twelve months from the date when the financial statements are authorised for issue.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the
company’s ability to continue as a going concern.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and
our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the financial
statemenits does not cover the other information and, accordingly, we do not express an audit opinion or, except to
the extent otherwise explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial statements or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent material
inconsistency or material misstatement, we are required to perform procedures to conclude whether there is a
material misstatement of the financial statements or a material misstatement of the other information. If, based on
the work we have performed, we conclude that there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report based on these responsibilitiés.

With respect to the Sfrategic Report and Directors’ Report, we also considered whether the disclosures required by
the UK Companies Act 2006 have been included. .

Based on the respon51b111t1es described above and our work undertaken in the course of the audit, ISAs (UK) require
us also to report certain opinions and matters as described below.



Hexion UK Limited

Independent audltors report to the members of Hexion UK Limited
(continued) ‘
Strategic Report and Directors’ Report

Inour opinion, based on the work undertaken in the course of the audit; the information given in the Strategic Report
and Directors’ Report for the year ended 31 December 2019 is consistent with the financial statements and has been
prepared in accordance with applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtained in the course of the audit,
we did not identify any material misstatements in the Strategic Report and Directors’ Report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Directors’ Responsibilities Statement set out on page 6, the directors are responsible
for the preparation of the financial statements in accordance with the applicable framework and for being satisfied
that they give a true and fair view. The directors are also responsible for such internal control as they determine is
necessary to enable the preparatlon of ﬁnanc1al statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as
a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the company or to cease operations, or have no realistic
alternative but to do so.

. Auditors’ responsibilities for the audit of the financial statements

Our objecnves are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website
at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving these
opinions, accept or assume responsibility for any other purpose or to any other person to whom this report is shown
or into whose hands it may come save where expressly agreed by our prior consent in writing.

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to rep'ort to you if, in our opinion:

e  we have not received all the information and explanations we require for our audit; or i
¢ adequate accounting records have not been kept by the company, or returns adequate for our audit have not

) been received from branches not visited by us; or

e certain disclosures of directors’ remuneration specified by law are not made; or

o the financial statements are not in agreement with the accounting records and returns.

. We have no exceptions to report arising from this responsibility.

SE_A_

Jonathan Bound (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants'and Statutory Auditors
Cardiff :
-7 December 2020



" Hexion UK Limited

" Income Statement

Year ended

Year ended

Note
_ 31 December . 31 December
A' 2019 ) 2018 .
 £000 £:000
Turnover 5 105,925 121,096
Cost of sales (88,431) (105,205)
Gross profit 17,494 15,891
 Distribution costs (2,962) (4,028) -
‘Administrative expenses (7,566) (13,885)
Closure release / (provision) - 348 (2,179)
‘Operating profitl(ioss) 6 7,314 . (4,201)
Profit on sale of business 8 2 401
-Profit/(loss) before interest and taxation 7,314 (3,800)
Interest receivable and similar income 9 1 T12

. Interest payable and similar charges 9 (78) (178)

* Net interest (expense) 9 (77) (166)
'Profitl.(los's) on ordinary activities before taxation L1287 (3,966)
Tax on profit/(loss) on ordinary activities 10 - (1,065) 512 4

. Profit/(loss) for the financial year 6,172 (3,454)
‘Statement of Comprehensive Income

' Year ended Year ended
31 December . 31 December
2019 - 2018
£’OOQ £'000
Profit/(loss) for the financial year .6,172 - (3,454)
. Total comprehensive incBme / (expense) for the financial
" year S 6,172 . (3.454)

-10-



Hexion UK Limited

Statement of Financial Position

Note As at As at
: 31 December 31 December
2019 2018
£'000 - £'000
Fixed assets
Intangible assets 11 - 65 81
Tangible assets 12 6,360 9,869
Investments 13 4,125 -
" 10,550 9,950
Current assets : .
Inventories ' . 14 3,975 3,923
Debtors : amounts falling due within one year 15 14,733 18,062
Debtors : amounts falling due after more than one year 15 ' 645 -
Cash at bank and in hand ‘ 4,476 254
23,829 22,239
Creditors: amounts falling due within one year 16 (15,572) (15,294)
Net current assets 8,257 6,945
Total assets less current liabilities ‘ 18,807 _16,895
Creditors: amounts falling due’ after more than one 17 (34) (334)
year :
Provisions for other liabilities 18 (852) ' (4,812)
Net assets 17,921 11,749
Capital and reserves
Called up share capital 20 2 : 2
Retained earnings 21 17,919 11,747
17,921 11,749

Total equity

The notes on pages 13 to 32 are an integral part of these financial statements.

The financial statements were approved and authorised for issue by the Board of directors on l7 December

2020 and were signed on its behalf by
Aro Mertens

Arno Mertens (Dec 17,2020 08:36 GMT+1)

A. Mertens

Director

Hexion UK Limited Registered No. 00867053

-11-



" Hexion UK Limited .

Statement of Changes in Equity

~ Called-up .

Share

. . Retained
share  premium earninas
capital account £’ogo Total
£000 £000 £000
At 1 January 2018 2 25,127 74 25213,
Loss for the financial year - - (3,454) (3,454)

- Total comprehensive income for the year - - (3,454) (3,454)
Reduction of Capital - (25127) . 25127 -
Dividends paid ’ - - (10,000)  (10,000)
At 31 Decembeij 2018 2' - 11,747 11,749
At 1 January 2019 2 - 11,747 11,749
Profit for the financial year - - 6,172 6,172

" Total comprehensive income for the year - - 6172 - 6172

2 . 17,921

At 31 December 2019

17,919

-12-



Hexion UK Limited
Notes to the financial statements

1. General information

Hexion UK Limited (‘the Company’) designs and manufactures chemicals. The Company has
manufacturing plants in the UK and sells primarily to the UK and the rest of Europe. The Company is
incorporated and domiciled in the UK and is part of Hexion Inc., a world leader in specialty chemicals.
The address of its registered office is Sully Moors Road, Penarth, South Glamorgan, CF64 5YU.

2. Statement of compliance

The individual financial statements of Hexion UK Limited have been prepared in compliance with United
Kingdom Accounting Standards, including Financial Reporting Standard 102, “The Financial Reporting
Standard applicable in the United Kingdom and the Republic of Ireland” (“FRS 102”) and the Companies
Act 2006.

3. Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise stated.

(a) Basis of preparation . '
These financial statements are prepared on a going concern basis, under the hlstoncal cost convention,
as modified by the certain financial assets and liabilities measured at fair value through profit or loss.

The preparation of financial statements in conformity with FRS 102 requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying -
the Company’s accounting policies. The areas involving a higher degree of judgement or complexity, or
areas where assumptions.and estimates are significant to the financial statements are disclosed in Note
4. : ’ e

(b) Going concern

The Company meets its day-to-day working capital requwements through the group’s centrallzed treasury
arrangements and shares a cash pooling arrangement with other Hexion operations in Europe. The
directors, having assessed the responses of the directors of the Company’s parent Hexion Inc., have no
reason to believe that a material uncertainty exists that may cast significant doubt on the ability of Hexion
Inc. to continue as a going concern or its ability to continue with the current banking arrangements.

On this basis of this assessment, the directors have a reasonable expectation that the Company has
adequate resources to continue in operational existence for the foreseeable future. The Company
therefore continues to adopt the going concern basis in preparing its financial statements.

(c) Exemptlons for qualifying entities under FRS 102

The Company has taken advantage of the exemption, under FRS 102 paragraph 1.12(b), from preparing
a statement of cash flows, on the basis that it is a qualifying entity and its parent company, Hexion Inc.,
includes the Company’s cash flows in its own consolidated financial statements. In addition, the
Company has taken advantage of the exemption, under FRS 102 paragraph 26.18(b), 26.19 to 26.21 and
26.23, concerning group equity instruments and has not disclosed the share-based payments of any
director as they are share-based payment arrangements which concern equity instruments of the Hexion
group entity. Equivalent disclosures have been made in the group’s consolidated financial statements.

(d) Foreign currency
(i) Functional and presentational currency
The Company’s functiona! and presentational currency is the pound sterling.

(i) Transactions and balances

Foreign currency transactions are translated into the functional currency using the spot exchange rates at
the dates of the transactions. :
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Hexion UK Limited
Notes to the' financial statements

3. Summary of significant accounting policies (continued)

At each period end foreign curréncy monetary items are translated using the closing rate. Non-monetary
items measured at historical cost are translated using the exchange rate at the date of the transaction
and non- monetary items measured at fair value are measured using the exchange rate when fair value

' was determined.

Foreign exchange gains and losses resulting from the settlement of transactions and from the translation
at period-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognized in the Income Statement except when deferred in other comprehensive income as qualifying
cash flow hedges

Foreign exchange gains and losses that relate toborrowrngs and cash and cash equivalents are
presented in the Income Statement within ‘finance (expense)/income’. All other foreign exchange galns
and losses are presented in the lncome Statement wrthln ‘other operatlng (Iosses)/galns

(e) Turnover recognition

Turnover is measured at the fair value of the consideration received or receivable and represents the
amount receivable for goods supplied or services rendered, net of returns, discounts and rebates allowed
by the Company and value added taxes.

The Company bases its estrmate of returns on historical results, taking into consrderatlon the type of
customer, the type of transaction and the specifics of each arrangement.

The Company recognizes turnover when (a) the signiﬁcant risks and rewards of ownership have been
transferred to the buyer; (b) the Company retains no continuing involvement or control over the goods; (c)
the amount of turnover can be measured reliably; (d) it is probable that future economic benefits will flow
to the entity and (e) when the specific criteria relatrng to each of the Company's sales channels have
been met, as described below.

(i) Sale of goods :
The Company shall recognrse turnover from the sale of goods when all the followmg conditions are
satisfied:

' (a) the Company has transferred to the buyer the 5|gn|f|cant risks and rewards of ownershlp of the
goods;
(b) the Company retains neither contlnumg managerial mvolvement to the degree usuaIIy associated
with ownership nor effective control over the goods sold;
" (c) the amount of turnover can be measured reliably;
(d)itis probable that the economic benefits associated with the transaction will flow to the entity; and
(e) the costs incurred or-to be incurred in respect of the transaction can be measured reliably.

<(||) Interest income
Interest income is recognized using the effective interest rate method. -

{f) Exceptional items

The Company classifies certain one-off charges or-credits that have a material impact on the Company's
financial results as ‘exceptional items’. These are disclosed separately to provrde further understandlng of .
the financial performance of the Company '

(g) Employee benefits :
The Company provides a range of benefits to employees, mcludmg annual bonus arrangements, pald
hollday arrangements and a contnbutlon pension plan

(i) Short term benefits
Short term benefits, including holiday pay and other similar non- monetary benefits, are recognlsed as an
expense in the period in which the service is received.

-14 -



Hexion UK Limited
Notes to the financial statements
3. Summary of significant'accéunting policies (continued)

(i) Defined contribution pension plans.

The Company operates a defined contribution plan for its employees. A def ned contribution planis a -
pension plan under which the Company pays fixed contributions into a separate entity. Once the
contributions have been paid the Company has no further payment obligations. The contributions are
recognized as an expense when they are due. Amounts not paid are.shown in accruals in the Statement
of Financial Position. The assets of the plan are held separately from the Company in mdependently
administered funds. .

(iii) Annual bonus plan

The Company operates an annual bonus plan for employees. An expense is recogmzed in the Income
Statement when the Company has a legal or constructive obligation to make payments under the plan as
. aresult of past events and a rellable estimate of the obligation can be made.

(h) Taxatron

Taxation expense for the period comprises current and deferred tax recognlzed in the reporting period.
Tax is recognized in the Income Statement, except to the extent that it relates to items recognized in
other comprehensive income or directly in equity. In this case tax is also recognlzed in other
comprehensive mcome or directly in equity respectively.

Current or deferred taxation assets and liabilities are not discounted.

(i) Current tax '

- Current tax is the amount of income tax payable in respect of the taxable proft for the year or prior years.
Tax is calculated on the basis of tax rates and laws that have been enacted or substantlvely enacted by
the penod end.

Management periodically evaluates positions taken in tax returns with respect to situatio_ns in which
applicable tax regulation is subject to interpretation. It establishes provisions where appropriate on the -
basis of amounts expected to be paid to the tax authorities. )

(ii) Deferred tax !
Deferred tax arises from timing drfferences that are d|fferences between taxable profits and total
comprehensive income as stated in the financial statements. These timing differences arise from the

" inclusion of income and expenses in tax assessments in periods different from those in WhICh they are
recogmzed in financial statements.

Deferred tax is recognized on all timing di_fferences at the reporting date ext:ept for certain exceptions.'
Unrelieved tax losses and other deferred tax assets are only recognized when it is probable that they will
be recovered against the reversal of deferred tax liabilities or other future taxable profits.

Deferred tax is measured using tax rates and laws that have been enacted or substantively enacted by
the period end and that are expected to apply to the reversal of the timing difféerence.

(|) Intangible assets

Computer software is stated at cost Iess accumulated amortization and accumulated |mpa|rment losses.
Software is amortized over its estimated useful I|fe of between three and five years, on a straight line
basis.

" Where factors, such as technological advancement or changes in market price, indicate that residual
value or useful life have changed, the residual value, useful life or amortization rate are amended
prospectively to reflect the new circumstances. .

The assets are reviewed for impairment if the above factors indicate that the carrying amount may be
impaired.
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Notes to-the financial statements

3. Summary of significant act:ounting.pblicies (continued)

(j) Tangible’ assets ;

Tangible assets are stated at cost (or deemed cost). less accumulated depreciation and accumulated

impairment losses. Cost includes the original purchase price, costs directly attributable to bringing the

asset to its working condition for its intended use, dlsmantllng and restoration costs and borrowing costs
- capitalized. .

(|) Land and buildings :
Land and buildings include freehold manufacturlng srtes and offices. Land and burldlngs are stated at
“cost less accumulated depreciation and accumulated impairment losses. .

(i) Plant and machinery :
Plant and machinery are stated at cost less accumulated deprecnatlon and accumulated |mpa|rment
‘losses.

(iii) Depreciation and residual values
. Land is not depreciated. Depreciation on other assets is calculated, using the straight- -line method, to
- allocate the cost to their residual values over their estimated useful lives, as follows

¢ Freehold land and buildings — over perlods up to 50 years
e Plantand machlnery 5- 30 years

During the year the company undertook areview of the useful economic lives of all its individual fixed
assets. As a result, there were minor changes which resulted in an additional depreciation of charge of
£28k.

(iv) Subsequent additions and major components ) .

"Subsequent costs, including major inspections, are included in the assets carrying amount or recognized
as a separate asset, as appropriate, only when it is probable that economic benefits associated with the
item will flow to the Company and the cost can be measured reliably. ’

_The carrying ¢ amount of any replaced component is derecognized. Major components are treated as a
separate asset where they have significantly different patterns of consumptlon of economic benefits and
are depreciated separately over its useful life.

" - 'Repairs,’ malntenance and minor mspectlon costs are expensed as incurred. -

(v) Assets in the course of construction . '
Assets in the course of construction are stated at cost. These assets are not depreuated until it is
avarlable for use. :

(vi) De- recognltlon

Tangible assets are derecognlsed on disposal or when no future economic benefts are expected On
disposal, the difference between the net dlsposal proceeds and the carrying amount is recognlsed in
profit or loss.

(k) Investments .
Investments in subsidiary companles are held at cost Iess accumulated |mpa|rment Iosses

(I) Leased assets
At'inception the Company assesses agreements that transfer the rlght to use assets. The assessment
-considers whether the arrangement is, or contains, a lease based on the substance of the arrangement.

(i) Operatlng leased assets
Leases that do not transfer all the risks ‘and rewards of ownership are classified as operatlng leases. .
Payments under operating leases are charged to the Income Statement on a straight-line basis over'the

- period of the lease. .
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Hexion UK Limited

Notes to the financial statements

3. Summary of significant accounting policies (continued)

(m) Inventories

Inventories are stated at the lower of historical cost and estimated selling price Iess costs to complete
. and sell. Inventories are recognized as an expense in the period in which the related revenue is

recognized.

Cost is determined on the first-in, first-out (FIFO) method. Cost includes the purchase price, including
taxes and duties and transport and handling directly attributable to bringing the inventory to its present

_ location and condition. The cost of manufactured finished goods and work in progress includes design
costs, raw materials, direct labour and other direct costs and related production overheads (based on
normal operating capacity).

At the end of each reporting period, inventories are assessed for impairment. If an item.of inventory is
impaired, the identified inventory is reduced to its selling price less costs to complete and sell and an
impairment charge is recognised in the Income Statement. Where a reversal of the impairment is
recognised the impairment charge'is reversed, up to the original impairment loss, and is fecognised as a
credit in the Income Statement. .

(n) Cash at bank and in hand

Cash at bank and in hand includes cash in hand, deposits held at call with banks other short-term highly
liquid investments with original maturities of three months or less and bank overdrafts. Bank overdrafts .
are shown within borrowings in current liabilities.

(o) Group relief
Group relief is surrendered to/received from other group companies for no consideration. -

In specifi c'circumstances individual group companies may reach agreement between themselves to
surrender and/or receive group relief for consideration within the tax on prof it on ordinary activities in the
Income Statement

Should group relief be surrendered to/received from other group companies for consideration, the
consideration paid will reflect, at a minimum, the corporation tax amounts surrendered and/or received.
These amounts are reported as expenses or benefits within the tax on profit/(loss) on ordinary activities
within ‘Retained earnings’.

On a discretionary basis, group companies, may agree to compensate for amounts in excess of the
corporation tax amounts surrendered and/or received. In this instance, the excess over the corporation
tax amount is shown as a separate movement within the ‘Retained earnings’ reserve on the Statement of
Financial Position.

(p) Impairment of non-financial asset

At each Statement of Financial Position date non-financial assets not carried at fair value are assessed to
determine whether there is an indication that the asset (or asset's cash generating unit) may be impaired.
If there is such an indication the recoverable amount of the‘asset (or asset's cash generating unlt) is
compared to the carrying amount of the asset (or asset's cash generating unit).

The recoverable amount of the asset (or asset’s cash generating unit) is the higher of the fair value less
costs to sell and value in use. Value in use is defined as the present value of the future cash flows before
interest and tax obtainable as a result of the asset's (or asset's cash generating unit) continued use.
- These cash flows are discounted using a pre-tax discount rate that represents the current market risk-
free rate and the risks inherent in the asset.

If the recoverable amount of the asset (or asset’s cash generating unit) is estimated to be lower than the
carrying amount, the carrying amount is reduced to its recoverable amount. An impairment loss is
recognised in the Income Statement, unless the asset has been revalued when the amount is recognised
in other comprehensive income to the extent of any previously recognlsed revaluation. Thereafter any
excess is recogmsed in profit or Ioss
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Hexion UK~Limited
Notes to the financial statements

3. Summary of significant accounting policies (continued)

If an impairment loss is subsequently reversed, the carrying amount of the asset (or asset's cash

generating unit) is increased to the revised estimate of its recoverable amount, but only to.the extent that

the revised carrying amount does not exceed the carrying amount that would have been determined (net

of depreciation or amortisation) had no impairment loss been recognised in prior periods. A reversal of an
impairment loss is recognised in the Income Statement.

"~ (q) Provisions and contingencies

(i) Provisions :

Provisions are recognized when the Company has a present legal or constructlve obligation as a result of
- past events; it is probable that an outflow of resources quI be required to settle the obligation; and the
amount of the obligation can be estimated reliably.

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined.by considering the class of obligations as a whole. A provision is recognized
even if the likelihood of an outflow with respect to any one item mcluded |n the same class of obllgatlons
may be small .

In partrcular:

(a) Restructuring provisions are recognized when the Company has a detailed, formal plan for the
restructuring and has raised a valid expectation in those affected by either starting to implement the plan
or announcing its main features to those affected and therefore -has a legal or constructive obligation to
carry out the restructunng and .

(b) Prowsron is not made for future operating losses.

' ©) Envrronmental provisions are recognlzed when there is a legal of constructive obligation as a result of
past events. The provision is based on management's best estimate of the liabilities.

LAl provisions are measured at the present value of the expenditures expected to be required to settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and

- the risks specific to the oblrgatron The increase in the provision due to passage of time is recognized as

a finance cost.

(i) Contingencies

Contingent liabilities, ansmg asa result of past events, are not recognized when (i) it is not probable that
there will be an outflow of resources or that the amount cannot be reliably measured at the reporting date
or (ii) when the-existence will be confirmed by the occurrence or non-occurrence of uncertain future
events not wholly within the Company’s control. Contingent liabilities are disclosed in the financial
statements unless the probability of an outﬂow of resources is remote. '

Contingent assets are not recognized. Contingent assets are drsclosed in the financial statements when
an inflow of economic benefits. is probable. .

(r) Share capltal
Ordinary shares are classified as equity. Incremental costs directly attrlbutable to the issue of new
ordinary-shares or optlons are shown in equrty as a deduction, net of tax, from the proceeds.

(s) Distributions to equity holders :
Dividends and other distributions to Company’s shareholders are recognlzed asa I|ab|I|ty in the financial
statements in the period in which the dividends and other distributions are approved by the Company ]
shareholders These amounts are recognrzed in'the Statement of Changes in Equity.

(t) Related party transactions

The Company discloses transactions with related parties which are not wholly owned within the same
group. it does not disclose transactions with members of the same group that are wholly owned. .
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Hexion UK Limited
Notes to the financial statements
3. Summary- of significant accounting policies (continued)

(u) Fmanclal instruments

. The Company has chosen to adopt the Sections 11 and 12 of FRS 102 in respect of fnanmal
|nstruments .

~ Financial assets
-The Company only-enters into basic financial assets, nncludmg trade and other debtors and cash and
-bank balances. These are initially recognised at transaction price, unless the arrangement constitutes a
- financing transaction, where the transaction is measured at the present value of the future recelpts '
discounted at a market rate of interest.

* Such assets are subsequently carried at amortised cost using the effec':tive interest method.

At the end of each reporting penod ﬁnanual assets measured at amortised cost are assessed for

objective evidence of impairment. If an asset is impaired the impairment loss is the difference between-
the carrying amount and the present value of the estimated cash flows dlscounted at the asset s orlgmal :
effective interest rate .The impairment loss is recognlsed in profit or loss. .

If there is a decrease in the impairment loss ansmg from an event occurrlng’ after the impairment was
recognised the-impairment is reversed. The reversal is such that the current carrying amount does not
exceed what the carrying amount would have been had the impairment not previously been recognised.
The impairment reversal is recognised in prof it or Ioss

Financial liabilities :

Basic financial creditors, including trade and other credttors bank loans and balances due to from fellow
group companies, are initially recognised at transaction price, unless the arrangement constitutes a
financing transaction, where the debt instrument is measured at the present value of the future receipts
discounted at a market rate of interest. ' ‘

v) Consolldated financial statements ]
Thefinancial statements contain information about Hexion UK Limited as an individual company and do
not contain consolidated financial |nformat|o‘n as the parent of a group. The company is exempt under

" section 401 of the Companies Act 2006 from the requirement to prepare consolidated financial
statements as it and its subsidiary undertakings are included by full consolidation in the consolidated
financial statements of its ultimate parent company, Hexion Inc. a company |ncorporated in the United"
States of America (“USA”) see Note 27.

4. Critical accounting judgements and estimation uncertainty

In applying the accounting polices detailed above, decisions sometimes have to be'made as to the likely
outcome of future events. Those judgements and estimates made in preparing the financial statements
are based on historical experience and assumptions that the directors belleved were reasonable in the
circumstances.

(i Useful economic lives of tangible assets

The annual depreciation charge for tangible assets is sensitive to changes in the estimated useful
economic lives and residual values of the assets. The useful economic lives and residual values are re-
assessed annually. They are amended when necessary to reflect current estimates, based on
technological advancement, future investments, economic utilisation and the physical condition of the
assets. See Note 12 for the carrying amount of the property plant and equipment, and Note 3 for the
useful economic lives for each class of assets. :
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- Notes to the financial statements
-4,  Critical ac“counting judgements and estimation uncertainty (continued).-

(ii) lnventory provisioning

The Company manufactures and sells adhesives and resins for use in a wide variety of applications. As a
result it is necessary to consider the recoverability of the cost of inventory and the associated
provisioning required. When calculating the inventory provision, management considers the nature and
condition of the inventory, as well as applying assumptions around anticipated salability of finished goods
and future usage of raw materials. See Note 14 for the net carrying amount of the mventory and
associated provision.

(|||) Impairment of debtors

The.Company makes an estimate of the recoverable value of trade and other debtors. When assessmg
impairment of trade and other debtors, management considers factors including the current credit rating
of the debtor, the ageing profile of debtors and historical experience. See Note 15 for the net carrying

. amount of the debtors and assomated |mpatrment prowsmn

‘5. Turn_over

Analysis of turnovér by geographyz ' .
’ 2019 - -.2018

£000 £000
United Kingdom , o _ : 56,969 64,577 -

Rest of Europe - o o . 47,136 - 56,199
Other o L : © 1,820 1320

105,925 121,096

' Anaiysis of turnovér by category: .

: ~ 2019 2018

_ £000  £000
. sales of goods - 105925 121,09 -

105925 121,09
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. Notes to the financial statements

6.- - Operating profit/(loss-)

Operatmg profit / (loss) is stated after charging/(crediting):

Note 2019 ' 2018
N £'000 £'000
Wages and salaries ‘ ' 9,182 8,730
Social security costs ' o o , . 922 1,025
Pension costs 23 ' 533 . 567 .
Total staff costs ] - 10,637 10,322
Reorganisation (release) / expenses _ 18 - (348) . 5,300
Redundancy expenses .. 18 : 457 ) -
(Gain)/loss on disposal of fixed assets . (115) ) 9
Operating lease rentals: . L
- vehicles ’ : : 50 - 54 .
- plant and eqmpment - - . ' -156 - 136 -
- land and buildings . ' . 58 39
Foreign exchange loss o . : 186 . 60 -
Audit fees payable to the Company’s audltors ) _ 79 66
Research and development written off . 367 . 423
Depreciation of owned fixed assets - ) ) : . 997 1,821
Inventory recognised as an expense : : . . 88,114 - 104,994
Impairment of inventory (included in cost of sales) : 67 . . 146
.. Impairment of Fixed Assets . ' Co- 1,975

In accordance with SI 2008/489 the Company has not dlsclosed the fees payable to the Company’s.
auditors for ‘Other services’ as this information is included in the consolidated financial statements of
Hexion Inc. The company bears the audit fees for the other UK subsndlanes .

Administrative expenses mcluded corporate recharges of £3,289,000 (2018 £4,094,000).
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Notes to the fmanC|aI statements
7. Employees and dlrectors

Employees

The average monthly number of persons (including executlve dlrectors) employed by the Company
during the year was:

By Activity o o : 2019 .. 2018 .

. » . No. No.:
Production . - ) o ‘ 98 120

~ Sales. o T ' - 10 12
Administration T . 19 - 25
127 - 157

During the year, 1 director received emoluments from the Company (2018 1), being J V Baker.
‘Emoluments in respect of other directors’ services are not recharged to the Company as thelr servnces :
" are con5|dered incidental to their services to the Group as a whole.

" Directors
The directors' emoluments were as follows: . - - - . -~ 2019 2018
3 TR L ) L - £'000 - £'000
Aggregate- emoluments - ’ 1T 143
Company contrlbutlons to defi ned contrlbutlon schemes ’ . S 42 ’ 43
213 186
o . 2019 - 2018
: L No. " No.
Post-employment benefits are accruing.for the followidg directars, ' 1 § 1

who are members of defined contribution schemes
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Notes to the financial statements

8. Profit on sale of business

2019 4 2018

£000 a £000

Profit on sale of ATG business ' . oL 311
Profit on sale of Wax business’ . ’ - . 90

' : ' ‘ - 401

On January 11, 2018, the Hexion group sold its Additives Technology Group (ATG) business to
MUNZING CHEMIE GmbH (MUNZING), a privately-owned speciaity additive company headquartered in
Abstatt, Germany: The ATG business operated within Hexion's Forest Products Resins Segment.

In November 2018, the Company entered into an asset transfer agreement with GOVI NV. As a result of

. the agreement, the Company transferred its ownership of Wax Emulsions assets to GOVI in November
2018. Lo ' : ’

9. Netinterest (expense)

Interest receivable and similar income .
2019 . 2018

£000 £000

Interest receivable on inter-company loans ) - oM
Bank interest receivable - . : o 1 .

Total interest receivable and similar income C 1 12
‘Interest payable and similar charges o

2019 2018

£'000 £000

Interest payable on overdrafts and bank loans : (78) (178)

Total interest payable and similar chérges ’. ' ) (78) (178)
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Notes to the financial statements
9. Nét interest (expense) (continued)

Net interest (expense)

2019 2018
£'000 £000
Interest receivable and similar income 1 12
Interest payable and similar charges (78) - (178) -
Total net interest (expense) (77) (166)
10. Tax on profit / (loss) on ordinary activities
a) Tax expense / (credit) included.in the Income Statement
Note 2019 - 2018
‘£'000 - ~_£'000
Current tax -
©. - UK Corporation tax on profit for the year 728 -
- Adjustment in respect of previous periods : (92) (132)
- Foreign'tax suffered 57 . 34
" Total current tax 693 - (98) .
Deferred tax: .
-+ Origination and reversal of timing differences 448. (319)
- . Adjustmentin res'péct of previous pevriods ) (29) (128)
- Effect of changes in tax rates (47) . 33
Total deferred tax ' 22 372 (414)
Tax on profit/ (loss) on ordinary activities 1,065 (512)

)
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Hexion UK Limited

Notes to’ the financial.statements
10 Tax on profit / (Ioss) on ordinary act|V|t|es (contmued)

b)" Reconcmatlon of tax charge / (credlt)

.Tax assessed for the year is lower (2018: hlgher) than the standard rate of'corporativon tax in the UK for -

the year ended 31 December 2019 of 19% (2018: 19%). The differences are explained below:

2019 2018

. . £'000 . £000. .
Profit / (loss) on ordinary activities before taxation o 1,237 (3,966)
Profit / (loss) on ordinary activities before taxation multiplied by the -~ 1.375 (754)"
'standard rate in the UK of 19% (2018 19%) . ’
Effects of: ,
- Expenses not deductible for tax purposes . - - 58 434
- Income not taxable : : - - (39) -
- Effect of Branch exemption : : ' (257) 4 -
- Transfer priging adjustments ‘ o _ - : 39
- Impact of double tax relief ' T _ 57 - 35
- Adjustment in respect of previous perlods e ' L : (121) . (260)
- Tax rate changes . - . (47) . 33
Tax charge / (credit) for the year o . 1,065 (512)

Factors that may affect future tax charges

The Finance Act 2015 introduced a reduction in the main }_ate of corporation tax from 20% to 19% with .
effect from 1 April 2017 and the Finance Act 2016 announced a further reduction in the main rate of
corporation tax'to 17% from 1 April 2020. UK deferred tax balances had previously been measured at 17%
to reflect-the rate at which they were expected, to be reversed.

The Chancellor confirmed, in the Budget on 11 March 2020, that the rate of corporatlon tax wnll remain at
19% from 1 April 2020.. This measure (cancelling the enacted cut to 17%) will be made under a Budget
resolution which has statutory effect under the provisions of the Provisional Collection of Taxes Act 1968.

A As such, it is substantively enacted for UK GAAP. As a result, the deferred tax.balances have been

remeasured at 19% for the penod ended 31 December 2019.
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Notes to the financial statements

11. Intangible assets -

Software
£'000
At 1 January 2019
Cost 613
-Accumulated amortization (632)
_Netbookamdunt 81
Year ended 31 December 2019 o
. Opening net book amount 81 .
Amortization chafge (14)
Transfer to subsidiary (2
Closing net book amount . 65
At 31 December 2019
Cost - 566
" Accumulated amortization and
. impairment (501)
Net book amount 65
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Notes to the firiancial statements ,
-12. " Tangible assets | |

Note Freehold Plantand Assets Total

lahd and  equipment under

buildings ) ~construction o

- - £000 £'000 . £000 £'000
At 1 January 2019 . '
Cost , Lo 5318 . 70,052 543 75913
Accumulated depréciation and ) g . . o
_impairment .. - B . (3,356) - (62,688) - (66,044)
Net book value - , 1,962 7,364 543 9,869.
Year ended 31 December 2019 . _ A .
Opening riet book value _ L 1962 7364 543 . 9,869
Additions R , 0 - 121 599 - 760
Transfers - : o 84 215 - (299) . -

- Transfer to subsidiary -~ ' S ~ (159) ‘ (2,840) (226). - (3,225)

Disposal o ' ‘ ) R ) - (47)
Depreciation charge' o o : ‘ (133) - (864) - (997)
Closing net book value . L - 1,791 3,952 617 6,360
At 31 December 2019 . ‘
Cost - . . 4,384 39,822 617 44,823
Accumulated depreciation and’ : ‘ - S ’
impairment o ' - (2,593) (35,870) - (38,463)
Closing net book value o 1,791 .. 3,952 617 . 6,360
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Notes to the financial statements

_ 13. Fixed asset investments

- Shares in
subsidiaries

£'000

. At1 January 2019 -
Additions . 4125
At 31 Decembgr 2019 4,125

During the year, the dompany transferred its Botlek branch operations into a new.subsidiary Hexion-

Botiek B.V.. The company contributed and transferred the business in Botlek branch to the subsidiary by
way of a non-cash contribution on shares issued by the subsidiary. The investment in the subsidiary is

satisfied by acquiring 2 ordinary shares at the nominal value of €1.00 each. '
The shares of Hexion Botlek B.V. are pledged to JP Morgan Chase Bank N.A.

‘Fix'ed asset investments comprise equity shares in the above company which are not publicly traded.

The following companies are directly held by Hexion UK Limited.

*100% ordinary

Entity Country of incorporation/ | Proportion of | Principal Activity
’ .Registered office voting rights and .
share capital
: -held .
Hexion Botlek B.V. Chemiestraat 30° Manufacture and sale of

‘3197 KB Botlek Rotterdam Formaldehyde.
the Netherlands ‘
14. Inventories
2019 2018
£'000 £000
Raw materials and’consumables 2,'745 2,090
Work-in-progress : 525 680 -
Finished goods and goods for resale 705 1,153
3,975 3,923

There is nb signiﬁcant'd@ﬁerence between the replacement cost of work in progress and finished goods
and goods for resale and-their carrying amounts. Inventories are stated after provisions for impairment of
. £67,000 (2018: £220,000). Inventory is pledged as security against the group’s bank loan.
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15. Debtors
Amounts falling due within one year

. Note 2019

2018

£'000 £'000
Trade debtors ' a 7331 10,865
Amounts owed by group undertakings o C .

- - fellow subsidiary companies . ] E . 5,598 4,689
Deferred tax asset . L 2 . 143 1,160
Other debtors - ) o : : : 1,312 445
Prepayments and.accrued income . _ . : 349 ~ 828
Corporation tax recoverable ) - ) - 75

- 14,733 18,062
Amounts falling due after more than one year
‘ Deferred tax asset . . 22 3 645 -

645

Y

A J

Trade debtors are stated after provision for |mpa|rment of £61 000 (2018: £115 000)

Amotints owed by fellow subsidiaries comprise trade recelvables of £1,286,000 (2018: £3,027 000) loans
receivable under the European cash pooling arrangement of £4,312,000 (2018: £1,662,000). The cash
~ pooling arrangement is unsecured bearing interest at an average rate of 0.18% (2018: 0. 16%) and are

payable on demand

16. Creditors: amounts falling due withinio'ne year.

2018

2019

"£'000 £'000

Trade creditors .. ‘ . 8,197 10,497
‘Amounts owed to group undertaklngs . . L :

] - fellow subsidiaries. - ) . - . S 3,213 148
Other creditors ) . 2,400 2,975
Accruals and deferred income o e 1,115 1,674
Corporation tax ' ) : B 647 -

. ) : ) 15,572 15,294

Amounts owed to fellow subsidiaries are unsecured, interest free, do not have a fixed date of repayment-

and are repayable on demand.

17. Créditors: amounts falling due after more than one year

- 2019 2018 .

£'000 £'000

Ac_cruals and deferred income ' : ' : 34 ~.-334
34 334
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18, Provisions for other liabilities

Restructuring - - Peterlee
provision Closure Total
£'000 -£°000 £'000 -
At1 January 2019 : o - ag12 4,812
Income Statement charge / (release) - ) 457 (348) . 109
Utilisation : ’ 4 (457) (3.612) (4,069)
At 31 December 2019 - ' : - . 852 852

In 2018, the Company announced closure of the Peterlee site and cessation of production. At 31
December 2018 the directors estimated that a provision of £4,812,000 would be required in respect of the
costs associated with ceasing production, including site closure, clean-up costs and severance. At 31
December 2019, the directors re-evaluated the provision required based upon the latest forecasts and
consider that a provision of £852,000 is required to cover the remaining activities. There was a favourable
outcome to certain site closure and clean-up activities that resulted in the current year release. The

. outstandlng provision is expected to be fully utilised in 2020.

The provision for restructunng comprises severance payments £457,000. The redundancy plan was
made as part of the organizational changes within Hexion’s global operations.

19. Financial instrhments

~ The Company has the following financial in_struments:

2019 2018
£000 £'000
Financial assets that are debt instruments measured
at amortised cost o : . o
- Trade debtors ' . 7,331 10,865
- Amounts owed by group undertaklngs ' . ) 5,598 4,689
- Other debtors . N 1,312 _ 445
' 14,241 15,999
. Financial liabilities measured at amortised cost . '
- Trade creditors ‘ 8,197 10,497
- Amounts owed to group undeﬂaklngs . 3,213 - 148
- Other creditors _ . A 2,400 . 2,975
13,810 13,620

"~ The Company has no denvatlve financial instruments (2018 £nil). Tangible fi xed assets, mventory and
trade debtors are pledged as security against the group’s bank loan. .
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- 20. Called up share capital

2019 2018

£'000 £000.

. Called'up, issued, allotted and fully paid oo
20 2

1,995°(2018: 1,995) ordinary shares of £1 each

: There is a single class of ordinary shares There are no restrictions on drstnbutrons of dividends and the

repayment of capital.
.21, Reserves

Share premium account

The share premium account represents the consideration recerved on. the issue of shares in the
Company in excess of the nominal value of those shares net of share issue costs, ‘bonus issues of

shares and any subsequent capital reductions.

Retained earnings

The retained earnirigs represent the accumulated profrts Iosses and- drstnbutlons of the Company

Dividends

The company made £n|l dividend payment for the year ended 31 December 2019 (2018: £10,000,000)

22 Deferred tax asset

2018

2019 .

£'000 £'000
Fixed assets timing differences 778 . 909 -
Short term timing differences 10 128
Losses - 123
Deferred tax 788 1,160
Recoverable within one year 143 . ‘ 1,160 .
Recoverable after more than one year . 645 -

' 788 11,160

Deferred ta)t

Provision for deferred taxation

Deferred tax

asset

_ £'000
At 1 January 2019 1,160

' Charge to’Income Statement (372)
788

- At 31 December 2019 :

There are ho unrecognised tax losses or unused tax credits.
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23. Post-employment benefits -

The Company provides a gtoup personel pension arrangement for its employees. The amount

recognised as an expense for this defined contribution arrangement was £533,000 (2018: £567,000).
There was an amount of £nil outstanding at the year-end (2018: £nil).

24, Capitat and other eommitments :

"The Company had the following minimum lease payments under non- cancellable operatlng leases for
each of the following periods: .

. 2019 2018

£'000 £'000
Within one year ' . _ 327 817
Within two to five years i . : 474 2,961
After five years . 429 1,000
1,230 4,778

"The contracts authorized for future capital expenditure not provided in these financial statements was £nil
(2018 £nil). The Company had no other off-balance sheet commltments

25. Contingentliabilities

In the oplnlon of the directors, there were no matenal contingent Ilabllltles or commltments requmng
disclosure. .

26. Related party disclosures

The Company is exempt from disclosing transactions with members of the group headed by Hexion Inc..
that are wholly owned within the group. - Key management, in addition to the directors, include a number
of senior managers who have the authority and responsibility for planning, directing and controlling the
activities of the Company. The total compensation paid to key management personnel for services

: prowded to the Company was £406,257 (2018 £339 ,379).

27. Controlling parties
The immediate barent undertaking is Hexion UK Holding Limited.

The smallest and largest group which consolidates the results of the Company is that headed by Hexion
Inc. The consolidated financial statements of Hean Inc. are available from 180 East Broad Street ’
" Columbus, Ohio 43215, :

The uitimate parent undertaking is Hexion Holdings Corporation, following a reorganisation in the year
‘and emergence from Chapter 11 in July 2019. Prior to this, the ultimate parent undertakmg was Apollo
Management, LLP, a private investment firm based in the USA.

28. Controlling parties

On 27th September 2020, Hexion Inc. announced an agreement to sell its Phenolic Specialty Resins,
Hexamine and European-based Forest Products Resins business to Biack Diamond Capital
Management, LLC and Investindustrial, including the Company The transaction is due to complete in Q1
2021.
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