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Joint Administrators’ Proposals relating to

Phoenix Chemicals Limited (“the Company”) - In
Administration

Issued on: 17 March 2011



Chnstopher Ratten of RSM Tenon Recovery and Jeremy Nigel lan Woodside of RSM Tenon
Recovery are the Joint Administrators of the Company and these are the Joint Administrators’
statutory proposals relating to the Company

1. Statutory Information
Statutory information relating to the Company 1s attached at Appendix |
2. Circumstances leading to the appointment of the Joint Administrators

The Company was incorporated on 10 December 1898 under the name Phoerux (Wirral) Ltd,
with Meconic Plic owning the Company In 19989, Marshall Smalley, the managing director, led
a management buy-out of the Company with financial backing from Mr John Hollowood On
28 September 1999 the Company changed its name to Phoenix Chemicals Ltd

The Company's activities focused on the research, development and the manufacture of
complex organic chemicals used in the production of active pharmaceutical ingredients
("AP1s") by the pharmaceutical industry

The Company developed a leading position in the development of continuous flow processes
used in conjunction with enzyme biocatalysis to produce chiral matenals It patented
processes for continuous cyanation using hydrogen cyamtide and for the continuous
production and use of the highly explosive chemical reagent, diazomethane This gave the
Company a strong market position in the supply of intermediates into the atorvastatin supply
chain (Lipitor, the world's largest seling prescription drug) and for the production of protease
tnhibitor drugs for the treatment of HIV

From 2006, Mr Cann has, through the Cann family trusts, been the principal investor in the
Company, becoming the majonty shareholder in 2008

The Company’s customer base has included major pharmaceutical companies such as Pfizer,
GSK and Bristol Meyers Smith providing a mix of products for drugs that are either in the later
stages of clinical development (Phase 3) or that have been launched

Until 2009, the Company was solely based on a small research and manufacturing site at
Bromborough on the Wirral The site has limited ability to manufacture solid form products
and its largest product 1s a iquid product, ATS4, supplied to Pfizer for the manufacture of
Lipitor With patent protection for Lipitor ending in 2011 and the entry of generic suppliers into
the market, Pfizer informed the Company that they would be changing ther route of
manufacture to Lipitor and would cease to buy ATS4 in 2011 In the same period, a number
of genenc manufacturers approached Phoenix seeking supphes of ATSS, a solid form later
stage intermediate Based on this customer interest and with the financial support of the
Cann Trusts, the businesses acquired a large APl manufactunng site at Annan, Scotland with
a view to using the Company's novel continuous flow technology as the basis to convert
ATS4 manufactured at Bromborough through to ATS8 In the large scale assets avallable at
Annan

Funding of the acquisition and the asscciated trading losses for the start up period was
projected to come from additional loans to be provided by the Cann Trusts, a £2m increase In
the company’s banking faciity, a £2m working capital loan to be provided by a major Indian
generic manufacturer (Dr Reddy’s Laboratories) which they committed to make available
upon product qualification as well as cash flow generated from the core diazomethane
business and another major project being carried out

This purchase of the Annan site was completed in September 2009 and a number of the site’s
previous employees were recruited A new continuous flow rig was designed and built in
Bromborough and this was minstalled on the Annan site in the spring of 2010 Manufacture of
ATS8 commenced In the summer with the first tnal quantittes shipping in July Unfortunately
some nitial quality problems delayed customer acceptance and although these were resolved
following a change in the manufactunng process and a retreatment of the initial stock, it was
not until November 2010 that first commercial sales could be made |n the same perod with




the recessionary economic environment the business also saw significant delays in customer
demand for the core diazomethane based products produced at Bromborough and at the
same time the other major project was put on hold by the customer

Although the Cann Trusts had been supportive over the summer trading period, extending an
additional £5m of loans, as a consequence of the poor trading over the summer period In
September 2010, there was nsufficient working capital available under the Company’s
banking facilites The delays to the quality approval of the ATS8 product by Dr Reddy’s
meant that their loan had not been forthcoming In additton Dr Reddy’s decided they could
not extend the working capital loan without the Company providing some form of bank
guarantee, which the Company was not in a position to do

A summary of the Company’s recent trading performance 1s shown below

Management | Management Financial Financial
accounts accounts Statements | Statements
P/E 31 Y/E 30 Apnil Y/E 30 April | Y/E 30 April

August 2010 2010 2009 2008

£000 £'000 £'000 £°000
Turnover 1,494 5,154 8,007 4915
Cost of Sales (868) (2,978) (4,147) {3,341)
Gross Profit 626 2,176 3,860 1,574
Administrative Expenses {3,162) (8,412) (6,218) (5,706)
Other Income 175 - - -
Exceptional Items - - - 10,475
Interest Payd (71) (463) {553) (261)
Net Profit/(loss) before tax {2,432) {6,699) {2,909) 6,082

It should be noted that the management accounts have not been venfied for accuracy and
therefore may not reflect the Company’s true trading position

Against this background the Board looked to raise additional investment The Company was
unable to raise additional finance from the existing shareholder base but did receive a number
of expressions of interest from trade partners, however after imited due diligence it became
clear that it would not be possible to conclude a transaction that would keep the Company as
a going concern on terms acceptable to the existing secured loan providers

On 11 January 2011, the directors of the Company sought independent professional
insolvency advice from RSM Tenon Recovery Based con the information provided by the
directors, It was concluded that the Company should be placed into Administration

On 25 January 2011, Jeremy Nigel ian Woodside and | were apponted by the directors of the
Company, as Joint Administrators of the Company pursuant to paragraph 22 of Schedule B1
of the Insclvency Act 1986 The appointment permitted the Joint Administrators to take any
actions required either jointly or alone




3. Objectives of the Administration of the Company and the Joint Administrators’
strategy for achieving them

The purpose of an Administration I1s fo achieve one of the three objectives set out in the
insolvency legislation, which are to -

(a) rescue the company as a going concern, or

(b} achieve a better result for the company's creditors as a whole than would be likely
if the company were wound up (without first being in Administration}, or

(c) realise property in order to make a distnbution to one or more secured or
preferential creditors

Objective (a) could not be achieved as no purchaser could be found for the shares of the
Company and the nature of the Company’s trading and its financial circumstances meant that
a Company Voluntary Arrangement was not appropriate

As a result, | am seeking to achieve abjective (b) for the Company by intially trading the
business in the short term whilst seeking interested parties to acquire all or part of the
business and Its assets

The insolvency legislation has set a 12 month maximum duration for Administrations, unless
the duration 1s extended by the Court or the creditors If | am unable to complete the
Administration of the Company within 12 months then | will either apply to the Court, or hold a
meeting of creditors, in order to seek approval to extending the duration of the Administration

4 Actions of the Joint Administrators following appointment

On appointment, we attended the Company’s trading premises and immediately took control
of the business and assets The decision was taken to trade the business for a short perod
whilst a purchaser for the business was sought It was envisaged that this would maximise
asset realisations and achieve a better outcome than would have been achieved from an
immediate cessation of trade and sale of the assets and stock on a break up basis It would
also allow work tn progress to be converted in to saleable finished goods The Company has
continued to manufacture and sell product from both of its sites

Bank of Scotland Commercial Finance ("BOSCF") agreed to provide the Company with an
tnvoice discounting faciity during the Administration trading period, to assist with the cash
flow requirements of continued trade

Following an immediate review of staffing levels and costs, it was necessary to make a
number of redundancies and the staffing level across the two manufactuning sites reduced
from 112 tc 71 employees on 25 January 2011

Prior to the Administration appointment, a discreet marketing campargn was undertaken by
the proposed Administrators in an attempt to generate interest in the business and or assets
of the Company A database of firms who operate in the same sector as the Company,
including certain of the Company's customers, were contacted and provided with relevant
Company documentation If interested, subject to appropriate confidentiality agreements being
put in place

The Administrators have continued to market the business for sale following appointment
This has involved liaising with parties who had expressed interest prior to the Administration
and any parties who contacted the Admirustrators directly as a result of the Administration
An advert was placed in the Financial Times on 1 February 2011 in an attempt to generate
further interest

Detailed discussions have taken place with interested parties identified before and after the
date of Administration and a total of 33 parties had access to certain information concerning



the Company Following these discussions a deadline for best and final offers for the whole or
part of the business and assets was set for 21 February 2011 This resulted 1n 4 offers for the
whole business, one of which was subsequently withdrawn None of the remaining 3 offers
were considered acceptable as they were all significantly below our agents’ valuations and it
was considered that the best outcome for creditors would result from a sale of the intellectual
property and technology side of the business followed by the disposal of the properties and
tangible assets on a break-up basis

There are three parties we are currently in negotiations with concerning their interest in the
intellectual property and technology side of the business, together with associated items of
plant and machinery Each has indicated an ability to conclude a purchase by the end of
March and we are working towards concluding a sale Following this sale our agents will
assist with an orderly sale of the plant and machinery and the sale of the freehold properties

We are currently working on the site ¢losure plan, taking advice from a decommissioning and
environmental consultant, Winterhill Asset and the Company's operatons directer The
closure plan would be anticipated to take approximately 9 months and we would seek to
retain some of the Company's staff at each site to assist with the decommssioning of plant

5 Financial Position of the Company

| have asked the directors to prepare a summary of the Company's estimated financial
position as at 25 January 2011, which i1s known as a Statement of Affairs, but this has not yet
been finalised | have prepared an estimate of the financial position of the Company as at 25
January 2011 from the records of the Company, and that 1s attached at Appendix Il, together
with a list of names and addresses of all known creditors, and the amounts of their debts

My comments on the Statement of Affairs are as follows
5.1. Undisclosed realisable values

Estimated to realise values are stated as uncertain in the draft Statement of Affairs for those
assets for which sale negotiations are underway as disclosure could prejudice the
realisations

52. Factored Book Debts

The Company factored its book debts with Bank of Scotland Commercial Finance {(*"BOSCF"),
and as a result, they are held as secunty by BOSCF On appointment, the book value of
assigned debts was $1,093k, which has been translated to a Sterling value of £687,396
These debts have an estimated to realise value of £682,000 taking account of exchange rate
movements

The current account balance owing to BOSCF on appointment was $195k which equated to
approximately £123,079 Any surplus monies will be avalable to Bank of Scotland plc
("BOS"} as it 1s the same legal entity as (“"BOSCF")

53. Intellectual Property (“IP”)

The IP 1s subject to a BOS fixed charge The book value of the IP 1s £105,465 and the
realisable value of the IP 1s uncertain but we have received interest in it from a number of
parties

5.4, Plant and Machinery - Bromborough

The Company's plant and machinery located at the Bromborough facility 1s subject to a BOS
fixed charge as a result of a chattel mortgage in their favour The book value 1s £5,996,827
and the estimated to realise value I1s undisclosed Our agents will be assisting with an orderly
sale of the remaining plant and machinery after the initial sale of the R & D Business/ IP and




certain assets 1s concluded We will provide a more detailled update in our next report to
creditors

5.5. Freehold Land and Property - Bromborough

The Company's land and property located in Bromborough 1s subject to fixed charges In
favour of BOS, MSIF Mezzanine Fund No 2 and MSIF Venture Fund No 3 The Book value Is
£1,881,228 and the realisable value 1s undisclosed at this stage Our agents will be assisting
with the sale of the freehold land and property and we will provide a more detailed update in
our next report to creditors

5.6. Freehold Land and Property - Annan

The Company’s land and property in Annan 1s subject to a first ranking fixed charge in favour
of Shasun Pharma Solutions Ltd (“Shasun”} and a second fixed charge in favour of the
Trustees of H A Cann 1997 Trust (“Cann Trust”) The book value i1s £1,428,008 and
estimated to realise value I1s undisclosed at this stage Our agents will be assisting with the
sale of the freehold land and property and we will provide a more detalled update in our next
report to creditors

On appointment, the sums owing to Shasun and the Cann Trust were £625,000 and
£15,856,969 respectively

5.7. Plant and Machinery — Annan

The Company's plant and machinery located at the Annan faciity has a book value of
£2,251,116 and the realisable value i1s undisclosed at this stage Our agents will be assisting
with an orderly sale of the remaining plant and machinery after the initial sale of the R & D
Business/IP and certain assets 1s concluded and we will provide a more detailed update in our
next report to creditors

5.8. Motor Vehicles

The Company's balance sheet on appomntment included moter vehicles with a book value of
£12,774 The realisable value 1s currently undisclosed

59 Stock

At the date of appointment, the Company’s balance sheet included stock with a book value of
£2,277,560 This consisted of fintshed goods, work i progress and raw materals Some of
this stock was utilised dunng Administration trading period and the estimated to realise value
15 currently uncertain

510. Non-Factored Book Debts

The Company's debtor ledger also included some non-factored debts with a book value of
£485,718 on appointment It 1s estmated that non-factored book debt collections will total
£450,000

511 R&D Tax Refund

The Cempany has historically claimed R&D tax refunds !Investigation will be undertaken by
the Administrators as to whether further refunds can be claimed for the penod prior to the
Administration

5.12. VAT Refund

At the date of appointment, the Company’s balance sheet included a VAT refund due to the

Company with a book value of £98,722 The realisable value 1s shown as uncertain since this
1s expected to be subject to crown set-off in respect of the PAYE lability owed



5.13. Rates Refund

At the date of appointment, the Company’'s balance sheet included a rates refund with a book
value of £8,280 It 1s expected that the rates refund will be realisable in full

5.14. Preferential creditors

The only known preferential creditors are employees and former employees of the Company
who have claims for holiday pay and wage arrears owing together with the deficiency owing to
the pension scheme Preferential claims are subject to a maximum imit set by the insclvency
legisiation

515. Prescribed Part

There are provisions In the insolvency legislation that require an Administrator to set aside a
percentage of a Company's assets for the benefit of the unsecured creditors in cases where
the Company granted a “floating charge” over its assets to a lender on or after 15 September
2003 This s known as the "prescribed part of the net property ™ A Company's net property 1s
that left after paying the preferential creditors and costs and expenses of the administration,
but before paying the lender who helds a floating charge  An Administrator has to set aside

¢ 50% of the first £10,000 of the net property, and
¢ 20% of the remaining net property up to a maximum prescrbed part of £600,000

It 1s expected that the only secured creditor having to rely upon floating charge security will be
MSIF The Company granted a debenture in favour of MSIF on 21 June 2002 Given that it's
floating charge was created and registered prior to 15 September 2003, the prescnbed part
rules will not be applicable in this instance

6. Joint Administrators’ Receipts and Payments Account

| attach a summary of my receipts and payments relating to the Company for the penod from
when it entered Administration, 25 January 2011, to the date of these proposals, at Appendix
v

| would comment specifically as follows
6.1 Non-Factored Book Debts

The Company’s debtor ledger included some non-factored debts with a book value of
£485,718 on appointment To date, £292,207 has been collected together with a sundry debt
of £352

6.2 Trading Surplus

As discussed in section 4 of the report, the Company has continued to trade since the
Administrators’ appointment to allow work in progress to be converted In to saleable finished
goods and to allow the possibility of a going concern sale to be explored The sum of
£68,580 detaled on the receipts and payments account represents the trading surplus
received to date

A trading account 1s also provided at Appendix IV which details Administration sales,
purchases, other direct costs together with trading expenditure | would comment on the
trading account as follows

+ Sales receipts to date total £558,757
» Wage payments to date total £259,116 In addition arrears of pay totaling £120,880
have been paid to employees who have assisted with Administration trading




« All other payments are of trading purchases and expenses and are considered self
explanatory

7 Proposed Future Actions of the Joint Administrators to Achieve the Objective
of the Administration

In order to achieve the objective of the Administration of the Company, we propose te realise
the outstanding book debts, collect any outstanding balances in respect of Administrators’
sales, seftle any outstanding trading habilities, sell the research and development
businessintellectual property and certain assets, then sell the remaining stock, plant and
machinery and properhes with assistance from our agents

In addition, we will investigate the possibility of a R&D Tax refund and will realise the rates
refund

It 15 anticipated that as a result of the Administrators actions that BOSCF, BOS and Shasun
will be paid in fulll MSIF and the Cann Trust will receive significant distributions and
preferential crediters will be paid in full

The Company's financial position means there are insufficient assets to pay a dividend to
unsecured creditors It 1s expected that the Company will exit the Administration via a move
directly to dissolution

8. Meeting of Creditors

| am not convening a meeting of creditors as in the Administrators’ opinion the company has
insuffictent property to enable a distnbution to be made te unsecured creditors other than by
virtue of the prescribed part

However, creditors whose debts amount to at least 10% of the total debts of the company can
require me to call a meeting Such a request must be made to me on Form 2 21B within 8
business days of the date of the letter accompanying these proposals

If creditors do not require me to convene a meeting of creditors within that time period, then
my proposals will be deemed to have been approved

Creditors are also entitled at a meeting of creditors to establish a Creditors’ Committee should
they so wish, provided that there are no fewer than three and no more than five wishing to be
represented on the Committee

9 Pre-Administration Costs

Before a company enters into any form of insolvency proceedings, professional costs are
necessarily incurred in order to ensure that -

¢« The most appropriate form of proceedings 1s chosen, in the interests of creditors and

¢ To deal with the mechanics of initiating the proceedings and appointing an insolvency
practitioner

The basis on which these costs are to be paid vanes according to the nsolvency procedure
adopted In the case cf a company entenng into Administration, the Admimstrator must make
a ‘Statement of Pre-Administration Costs’, the content of which 1s prescribed by the
Insolvency Rules, and seek approval for thewr payment In this case, approval will be sought
from the secured creditors and from the preferential creditors

My statement of Pre-Administration costs i1s set out at Appendix V

In this case, further work was also done in the interests of creditors prior to my appeintment
as Administrator to prepare for trading the business and for the marketing and potential sale




of the business and assets It will be appreciated that, had this commercial opportunity not
been available, it would have still been necessary to obtain valuations and instruct agents and
sclicitors to assist in disposing of the assets following my appaintment, and for me to manage
and oversee the asset realisation process To that extent, these costs are not additional costs
that would have been saved, had the assets been disposed of later

| should point out that my request for payment of our Pre-Administration costs does not
comprise part of my formal Proposals for the conduct of the administration

10. Joint Administrators’ Remuneration and Expenses

| propose that our fees will be charged by reference to the ime properly spent by us and our
staff in dealing with the matters relating to the Administration of the Company This time will
be charged at the hourly charge out rate of the grade of staff undertaking the work at the time
the work 1s undertaken Information about current charge out rates 1s set out in Appendix tll

1 also propose that we are permitted to charge what are known as category 2 expenses
Information about category 2 expenses 1s also set out in Appendix il

As stated Iin section 8, | am not convening a meeting of creditors and consequently it will be
for the secured and preferential creditors to approve my remuneration and category 2
expenses

To the date this report 1s prepared, my time costs amount to £325,732, representing 1,564
hours work, at an average charge out rate of £208 Appendix lll contains information about
remuneration and expenses, including the total time spent on the affairs of the Company for
the period from when it entered Administration, 25 January 2011, to the dafte of these
proposals, and the cost of that tme based on the charge out rates of the staff undertaking the
work

Please go to http //www rsmienon com/creditorsguide and click on ‘Remunsgration Guidelines
Administration (post 6 Apri! 2010) if you require further infermation relating to Admenistrator's
Remuneration  The Guide also gives mportant information about Crediors’ Rights
Alternatively a copy I1s available free of charge upon request from the address below

11. Discharge from Lability

As there will be no return to unsecured creditors we will, in accordance with legislation, be
seeking a resolutton from the secured and preferential creditors, as appropnate for discharge
from labilty in respect of any action of ours as Administrators to take effect immediately
following our cessation to act as Administrators

12 Joint Administrators' Investigations

I have a duty to consider the conduct of those who have been directors of the Company at
any time in the three years preceding the Administration 1 am also required to investigate the
affairs of the Company in general in order to consider whether any civil proceedings should
be taken on its behalf | should be pleased to recewe from you any information you have that
you consider will assist me in this duty | would stress that this request for information forms
part of my normal investigation procedure

13. EC Regulation on Insolvency Proceedings

| consider that the EC Regulation on Insclvency Proceedings applhes and that these
proceedings are main proceedings as defined in Article 3 of the EC Regulations as the centre
of main interest of the company 1s In England and Wales

14. Joint Administrators’ Proposals




In order to achieve the objective set out at Section 3 above, Christopher Ratten of RSM
Tenon Recovery and Jeremy Nigel lan Woodside of RSM Tenon Recovery, the Joint
Administrators formally propose to creditors that

(a) they continue to manage the business, affairs and property of the Company in
order to achieve the purpose of the Administration In particular that they

()] Realise the outstanding book debts, collect any outstanding balances in
respect of Administrators’ sales, settle any cutstanding lhiabilities, sell the
research and development business/ intellectual property and certain
assets, sell the remaining stock, plant and machinery and properties with
the assistance of our agents, investigate the possibility of 2 R&D Tax
refund and realise the rates refund

() sell the Company's assets at such tme(s) on such terms as they
consider appropnate,

(m) investigate and, If appropnate, pursue any claims that the Company may
have against any person, firm or company whether in contract or
otherwise, including any cfficer or former officer of the Company or any
person, firm or company which supplies or has supplied goods or
services to the Company, and

(v} do all such things and generally exercise all their powers as
Administrators as they in therr discretion consider desirable or expedient
in order to achieve the purpose of the administration or protect and
preserve the assets of the Company or maximise the realisations of
those assets, or of any purpose incidental to these proposals

{b) If there are no funds available for distnbution to the unsecured creditors, the
company exits Administration by way of dissolution

{c) If there are funds avallable to be distnibuted to the unsecured creditors, the
company exits the Admenistration by way of a Creditors Voluntary Liquidation,
and that Christopher Ratten and Jeremy Nigel lan Woodside are appointed the
Joint Liguidators of the Company, and that they will act jointly and severally in
therr duties Creditors may nominate a different person(s) as the proposed
hquidator(s), but must make the nomination(s) at any time after receipt of these
proposals, but before they are approved Information about the approval of the
proposals is set out at Section 8

15. Further Information

Should you require any further information relating to these proposals or the Administration of
the Company please do not hesitate to contact Steven Colclough on the {elephone number

shown wcovenng letter enclosing these proposals
4

A Ju’%
Christopher Ratten

Joint Administrator
Licensed in the United Kingdom to act as an insolvency practiioner by the Institufe of Chartered Accountants
England and Wales

The affairs, business and property of the Company are being managed by the Adrinistrators




Company Information
Company Name
Previous Name
Company Number

Date of Incorporation

Trading Addresses

Current Registered Office

Former Registered Office

Principal Trading Activity
Appointment details
Date of Appointment

Appointment made by

Court Name and Reference

Administrators Appointed

Officers of the company

Directors

Company Secretary

Share Capital

Authorised

2,500,000,000 ordinary shares £0 01 each

Appendix |

Phoenix Chemicals Limited

Phoenix (Wirral) Ltd {Name changed on 28/09/1999)
03681753

10 December 1998

34 Thursby Road, Croft Business Park, Wirral, Merseyside,
CH62 3P

Three Trees Road, Newbie, Annan, Dumfrnieshire, DG12 5QH
Arkwright House, Parsonage Gardens, Manchester, M3 2LF

34 Thursby Road, Croft Business Park, Wirral, Merseyside,
CH62 3PW

Research, development and manufacture of chemicals

25 January 2011
Directors

High Court of Justice, Chancery Division, Manchester District Registry
No 54 of 2011

Chnistopher Ratten
IP Number 9338

Jeremy Nigel lan Woodside
IP Number 9515

Name Shareholding
Stewart Cairns 1,000,000
Stephen James Cann -
Colin Andrew Leece 1,629,823
Lee Proctor 666,667
Henry Marshall Smalley 22,949,716
Malcolm James Stewart -

Colin Andrew Leece

Allotted, called up and fully paid

1,486,502,100 ordinary shares of £0 01 each

ADMO106




Charges
Debenture dated 21 June 2002 1n favour of Merseyside Special Investments Mezzanine Fund No 2
Debenture dated 21 June 2002 in favour of Merseyside Special Investments Venture Fund No 3

Loan Agreement dated 20 February 2007 i1n favour of Herbert Anthony Cann, Ruth Amy Cann, Beverly
John Berrymann, Hugh Dawvid Turner and Carole Fahy

Loan Agreement dated 20 February 2007 in favour of Herbert Anthony Cann, Ruth Amy Cann, Beverly
John Berrymann, Hugh David Turner and Carole Fahy

Loan Agreement dated 7 June 2007 n favour of Herbert Anthony Cann, Ruth Amy Cann, Beverly
John Berrymann, Hugh David Turner and Carole Fahy

Debenture dated 18 August 2007 in favour of Merseyside Spectal Investments Mezzanmne Fund No 2

Deed of Confirmation and Recharge dated 19 March 2008 in favour of Merseyside Special
Investments Venture Fund No 3

Debenture dated 16 Apni 2008 0 favour of Bank of Scotland ple
Legal Charge dated 16 Apnl 2008 in favour of Bank of Scotland plc
Standard security dated 4 September 2009 in favour of Shasun Pharma Solutions Limited

Standard securnity dated 19 March 2010 in favour of the Trustees of the H A Cann 1997 Interest in
Progression Trust

Chattel Mortgage dated 4 January 2011 in favour of Bank of Scotland ple
Intellectual Property Fixed Charge dated 4 January 2011 in favour of Bank of Scotland plc
Chattel Mortgage dated 21 January 2011 in favour of Bank of Scotland plc

Debenture dated 1 February 2011 1n favour of Lloyds TSB Commercial Finance

ADMD1061




Appendix il
Directors’ Statement of Affairs

as at 25 January 2011




Appendix Il

NOTES TO THE DIRECTORS' STATEMENT OF AFFAIRS

As at 25 January 2011

1

The Directors' Statement of Affairs does not take into account the costs of the
Administration

The figures contained in the Directors' Statement of Affairs reflects information
obtained from the Company’s records

Winterhill Asset Management carmed out a valuation of the assets of the
company

Preferential creditors represent liabilities to employees




Phoénlx Chemicals Limited
Statement Of Affairs as at 25 January 2011

A - Summary of Assets

Estimated to

Assets Book Value Realise
£ £

Assets subject to fixed charge.

Factored Book Debts 687,396 00 682,000 00

Bank of Scotland Commercial Finance {123,079 00)
Intellectual Property 105,465 00 Uncertain

Plant & Machinery - Bromborough 5,996, 00 Uncertain
Freehold Land & Property - Brombor, e ™ ,881,2268M0 Uncertain

Bank of Scotland plc
MSIF Mezzanine Fund No 2
MSIF Venture Fund No 3

(1,182,057 00)
(223,437 00)
(1,000,000 00)

Deficiency c/d

(1,846,573 00)

Freshold Land & Pr G WY 428,008 00

Uncertain
{625,000 00)
(15,856,969 00)

(16,481,969 00)

Assets subject to

Plant & Machinery - A 2,251,116 00 Uncertain
Motor Vehicles 12,774 00 Uncertain
Stock 2,277,560 00 Uncertain
Non-Factored Book Debts 485,718 00 450,000 00
R&D Tax Refund Uncertain Uncertain
VAT Refund { - 98,722 00 Uncertain
Cash in hand ™ 146 00 146 00
Rates‘Reft:md 8,280 00 8,280 00
Uncharged assets

Estimated total assets available for preferential creditors 458,426 00

Signature Date




Phoenix Chemicals Limited
Statement Of Affairs as at 25 January 2011

A1 - Summary of Liabilities

Estimated to

Realise
£
Estimated total assets available for preferential creditors (Carried from Page A) 458,426 00
Liabilities
Preferential Creditors -
Employee Arrears of Pay and Holiday Pay 124,596 00
Pension Schemes 166,524 00
y 291,120 00
Estimated deficiency/surplus as regards préferepfia 167,306 00
"'K{.\_
Debts secured by floating charge pre 15
Deficiency b/d 1,846,573 00
(1,679,267 00)
Other Pre 15 September 2003 Flfatin
e [\,, NIL
(1,679,267 00)
Estimated prescribed p " e NIL
Estimated total ass ilangor T3, (1,679,267 00)
Debts secured b
= "y , NIL
Estimated defic 2%, S8 af {1,679,267 00)
Estimated prescribed part o NIL
Total assets available to unse NIL
Unsecured non-preferential claims (excluding any shortfall to floating charge holders)
Deficiency b/d 16,481,969 00
Shortfall to preferential creditors/F C's pre 15 Sept 2003 {brought down) 1,679,267 00
Trade & Expense Creditars 1,800,641 00
Employees PILCN and Redundancy Pay 592,688 00
HM Revenue & Customs - PAYE & NIC 722,709 00
Unsecured loans 8,445,956 00
29,723,230 00
Estimated deficiency/surplus as regards non-preferential creditors
(exciuding any shortfall in respect of F.C's post 14 September 2003) (29,723,230 00)
Estimated deficiency/surplus as regards creditors (29,723,230 00)
[ssued and called up capital
Ordinary Shareholders 14,865,021 00
14,865,021 00
Estimated total deficiency/surplus as regards members (44,588,251 00)

Signature Date




RSM Tenon Recovery
Phoenix Chemicals Limited
A2 - Secured Creditors Statement of Affairs Figures

Key Name

£

CBOP Bank of Scotland plc
Lloyds Banking Group, 4th Floor
Citymark
150 Fountainbridge
Edinburgh
EH3 9PE

Debenture dated 14 Apnl 2008

CCOoM Trustees of the HA Cann 1997 Trust
Activhouse
Philips Road
Blackburn
BB1 5RD

CLO6 Bank of Scotland Coafrmercizis: ks
No 1 Brookhill W,
Banbury
Oxon
0OX16 3EL

CMCF  MSIF Venture Fund
5th Floor
Cunard Building
Pier Head
Liverpool
L31DS

Debenture dated 21 June 2002

CMOG  MSIF Mezzanine Fund No 2
5th Floor
Cunard Building
Pier Head
Liverpecol

L3 1DS

Debenture dated 21 June 2002

CS08  Shasun Pharma Solutions Ltd
Dudley
Cramlington
Northumberland
NE23 7QG

Standard secunty dated 4 September 2009

1,182,057 00

15,856,969 00

123,075 00

1,000,000 00

223,437 00

625,000 00

6 Entries Totalling

19,010,542.00

Signature
Page 1 of 1 IPS SQL Ver 2010

15 March 2011 10 00



RSN Tenon Recovery
Phoenix Chemicals Limited

A4 - Preferential Creditors Statement of Affairs Ijilyes\

Key Name

£

CEOQ7 Employees Arrears of Pay and Holiday P

CS00 Scottish Widows
Corporate Stakeholder Pensions
PO Box 902
15 Dalkieth Road
Edingburgh
EH16 5BU

124,586 00
166,524 00

2 Entnies Totalling

291,120.00

i
/ <
H '3
Ny
- 9
A

Signature

Page 1 of 1 IPS SQL Ver 2010

16 March 2011 15 24
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Appendix Il

Information relating to the Joint Administrators’ Fees and Expenses

1.

Overview of Case
1.1. Appointment

We were appointed Joint Administrators on 25 January 2011 following an application by
the Company's directors pursuant to paragraph 22 of schedule B1 of the Insolvency Act
1988

1.2. Strategy

The strategy of the Administration was to continue to trade the business in the short term
in order to allow the possibility of a going concern sale of some or all of the business and
to allow work in progress to be converted into saleable fimshed goods Whilst no
acceptable offer was received for the business as a whole we are continuing to seek a
sale of the research and development business, intellectual property and associated plant
& machinery

Following the sale of the intellectual property etc, it 1s intended to carry out
decommissioning of the two sites in order to sell the remaining plant & machinery and the
Company's properties located at Bromberough and Annan

1.3. Staffing

Staff were chosen depending upon the appropriate level of experience required for the
activity they were required to undertake

In addition to RSM Tenon staff we have used the services of DLA Piper Solicitors for legal
advice, Winterhill Asset Management for valuation advice and assistance with the sale of
assets and Site Ops Ltd for environmental and decommissioning consultancy The fees of
DLA Piper Solicitors and Site Ops Lid will be agreed on a time cost basis whilst those of
Winterhill Asset Management are on a percentage of realisations basis All third party
fees will be regularly reviewed and disclosed to the Company's secured creditors

1.4. Existing fee arrangements

There are no exishing fee arrangements It 1s our intention to seek fee approval from the
Company's secured and preferential creditors on a time cost basis

1 5. Anticipated return to creditors

It 1s currently anticipated that significant returns will be paid to all secured creditors in this
matter with Bank of Scotland Commercial Finance, Bank of Scotland plc and Shasun
Pharma Solutions Ltd expected to be repaid in full

In addition, the preferential crediters are expected to be paid in full, preferential creditor
claims having already been reduced by approximately £80,000 as a result of payments of
arrears of pay made to employees during Administration trading

There are insufficient assets In this matter to allow a distnbution to unsecured creditors




Explanation of office-holders charging and disbursement recovery policies

1.6. Time recording

Work undertaken on cases Is recorded in 6 minute units in an electronic time recording
system Time properly ncurred on cases 1s charged at the hourly rate of the grade of
staff undertaking the work that applies at the time the work 1s done The current hourly
charge out rates are

£

Rates since 25

January 2011

Director and licensed Insclvency Practittoner 355
Associate Director 3565
Senior Manager 275-250
Manager 185-200
Senior Administrator 130-173
Administrator 115-121
Cashier 105-115

Secretarial and support staff are not charged to the cases concerned, being accounted
as an overhead of RSM Tenon Recovery

1.7. Disbursement recovery
Disbursements are categornised as erther Category 1 or Category 2

Category 1 disbursements will generally comprise external supplies of incidental services
specifically identifiable to the case Where these have initially been paid by RSM Tenon
Recovery and then recharged to the case, approval from creditors 1s not required The
amount recharged 15 the exact amount incuired

Examples of Category 1 expenses are postage, case advertising, specific bond
insurance, company search fees, invoiced travel and properly reimbursed expenses
incurred by personnel In connection with the case Also included will be services specific
to the case where these cannot practically be provided internally such as printing, room
hire and document stcrage

Category 2 disbursements include elements of shared or allocated costs incurred by RSM
Tencn Recovery and recharged to the estate, they are not attributed to the estate by a
third party invoice and/or they may include a profit element These disbursements are
recoverable n full, subject to the basis of the disbursement charge being approved by
creditors 1n advance Examples of category 2 disbursements are photocopying, internal
room hire, and internal storage

It 1s proposed that the following Category 2 disbursements are recovered by RSM Tenon
Recovery

Room hire £60 00
Envelope 42p
Paper (photocopties per sheet) 175p
Postage (depending on size and weight) At cost
Files and dividers (cost per 100 creditors) £2 00
Storage of archive box for one quarter £160
Travel (per mile) 40p

The costs recharged are based upon the actual cost of the materials used or the costs
which would have been incurred if that service had heen sourced externally




2. Description of work carried out

Section 3 of this appendix outlines the tme costs to date in relation to activites undertaken
dunng this matter These matters can be summarnsed as follows

2.1 Pre-appointment

Full details of our pre-appointment costs are set out separately in Appendix V
2.2 Administration and planning

The following activities have been undertaken

> Statutory dubies associated with the appointment including the filing of relevant
notices,

> Notffication of the appointment to creditors, members, employees and other
interested parties,

> Setting up case files,

> Reviewing available information to determine appropriate strategy,

> Setting up and maintaining bank accounts,

Staff of different levels were involved in the above aclivities depending upon the
experience required

2.3 Investigations
The time spentincludes

> Corresponding with the former directors and management,
> Review of questionnaires and comments provided by interested parties,
> Review of company documentation,

Due to the complex nature and mportance of the investigations, the staff utilised to
conduct such work involved expenenced members of staff

2.4 Realisation of assets
Please refer to the main body of the report but in summary the time spent includes

> Marketing the Company with the view to a sale as a going concern,
> Liaisen with solicitors and agents,

> Correspondence and meetings with interested parties,

> Reviewing offers,

> Agreement of contracts,

> Collecting the book debts of the Company,

> Selling the Company's stock

Staff were chosen depending upon the appropriate level of expenience required for the
activity they were required to undertake The sale of the business was particularly
complex and required extensive invelvement of the Admunistrators and senior staff

2.5 Trading

Trading activibes included,

> Planming appropnate trading strategy,
> Liaison with employees,

> Dealing with suppliers,
> Contact and negotiation with customers,




> Authornisation of comrmitments,
> Review of trading position,
> Paying suppliers,

Staff were chosen depending upon the appropriate level of experience required for the

activity they were required to undertake
2.6 Creditors
The time spent includes the following matters

Recording and maintaining the hst of creditors,
Dealing with employee related matters,
Dealing with retention of title claims,
Recording creditor claims

Reporting to creditors,

> Dealing with creditor queries,

> Reviewing and evaluating creditor claims,

> Reporting teo the secured creditors

VVVYVY

v

3 Time and chargeout summary

To date a total of 1,563 84 hours have been spent at an average charge out rate of £208 29

bringing the total cost to date to £325,732 40

A summary table 15 shown below

Hours
Classification of work  Insolvency Manager Other senior  Assistants and Total Time cost£ Average
function Practitioner/ professionals support staff Hourly rate
Director! £
Associate

Director
Administration and 3275 118 70 148 20 3135 33100 60,062 70 181 46
Planning
Creditors 525 27 00 125 37 000 157 62 28,330 35 179 74
Employees 12 30 50 90 15217 000 21537 40,543 00 188 25
Retention of Title 225 1075 47 35 000 6035 10,283 55 170 40
Secured Creditors 560 14 29 250 00c 22 30 6,558 00 294 13
Investigations 000 050 000 1225 1275 1,860 00 145 88
Book Debts 030 190 13 50 000 1270 3,276 50 257 99
Intangible Assets 3150 000 050 000 3200 11,269 00 352 16
Tangible Assets 43 85 63 90 22 80 000 13355 35,547 35 266 17
Trading 84 85 132 35 369 00 000 586 20 128,000 95 218 36
Total hours 218 65 420 20 881 39 43 60 1,563 84 <
Total fees claimed £ 77,62075 100,742 20 141,861 10 5,508 35 325,732 40 208 29

The above costs exclude VAT




Dishursements
4.1 Category 1

Category 1 disbursements incurred are outhned below

Incurred Paid

£ £

Mileage 5,590 Nil
Parking & Motor Expenses 276 Nil
Subsistence 94 Nil
Internet charges 55 Nl
Total 6,015 Nil

The above costs exclude VAT
4 2 Category 2 dishursements
No Category 2 disbursements (amounts payable or paid to RSM Tenon Recovery or to

any party in which the officeholder or RSM Tenon Recovery has an interest) have been
incurred or paid in this matter
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Phoenix Chemicals Limited
{In Administration)

Joint Administrators' Trading Account

To 14/03/2011

Sof AL £ £
POST APPOINTMENT SALES
Sales - UK 120,262 50
Sales - Ireland 438,495 36
558,757 86
PURCHASES
Purchases 6,348 01
(6,348 01)
OTHER DIRECT COSTS
Fue! Qil 43,681 48
Waste Removal 2,081 20
(45,762 68)
TRADING EXPENDITURE
Staff Wages 259,116 51
Other Staff Costs 2,703 88
Motor and Travel 461 05
Telephone 1,58173
Haulage Costs 3,442 34
Insurance 8,000 00
Licence Fees 17,969 06
Bank Charges 37500
Factoring Charges & Interest 16,377 26
Lease/HP Payments 4,336 31
Repairs & Maintenance 2,693 00
Sundry Expenses 130 89
Arrears of Pay 120,880 56

Page 1 0of 3

TRADING SURPLUS/(DEFICIT)

IPS SQL Ver 502

(438,067 59)

68,579.58

14 March 2011 19 30



Phoenix Chemicals Limited
(In Administration)

Joint Administrators’ Abstract of Receipts & Payments

To 14/03/2011

Sof A€ £ £
SECURED ASSETS
682,000 00 Factored Book Debts NIL
(123,079 00) Bank of Scotland Commercial Finance NIL
Uncertain Intellectual Property NIL
Uncertain Plant & Machinery - Bromborough NIL
Uncertain Freehold Land & Property - Bromborou NIL
(1,182,057 00) Bank of Scotland plc NIL
(223,437 00) MSIF Mezzanine Fund No 2 NIL
(1,000,000 00) MSIF Venture Fund No 3 NIL
Uncertain Freehold Land & Property - Annan NIL
{625,000 Q0) Shasun Pharma Solutions Ltd NIL
(15,856,969 00} Trustees of HA Cann 1997 Trust NIL
NIL
COSTS OF REALISATION
Insurance 4,000 00
(4,000 00)
ASSET REALISATIONS
Uncertain Plant & Machinery - Annan NIL
Uncertain Motor Vehicles NIL
Unceriain Stock NIL
450,000 00 Non-Factored Book Debts 292,206 79
Sundry Debts 352 50
Uncertain R&D Tax Refund NIL
Uncertain VAT Refund NIL
146 00 Cash in hand NIL
8,280 00 Rates Refund NIL
Trading Surplus/(Deficit) 68,579 58
361,138 87
COST OF REALISATIONS
Site Secunty Costs 400 00
Agents Disbursements 87000
Advertising bustness for sale 2,086 00
Statutory Advertising 7560
Insurance of Assets 3,812 86
(7,244 486)
PREFERENTIAL CREDITORS
{53,693 00) Employee Arrears of Pay and Holiday NIL
{166,524 00) Pension Schemes NIL
NIL
UNSECURED CREDITCRS
(1,800,641 00) Trade & Expense Creditors NIL
(144,095 00) Employees PILON and Redundancy P NIL
(722,709 00) HM Revenue & Customs - PAYE & NI NIL
(8,445,956 00) Unsecured loans NIL
NIL
DISTRIBUTIONS
(14,865,021 00) Ordinary Shareholders NIL
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Phoenix Chemicals Limited
(In Administration)
Joint Administrators' Abstract of Receipts & Payments
To 14/03/2011

Sof AE £ £
NIL
(44,068,755.00) 349,894.41

REPRESENTED BY

Vat Recevable 16,533 96
LioydsTSBCF Factoring Alc 68,989 05
Floating Deposit Afc 288,423 90
Vat Payable (24,052 50)

349,894.41
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Appendix V

Phoenix Chemicals Limited (“the Company”) — In Administration

Statement of Pre-Administration Costs

Pre-Administration costs are defined in the Insolvency Rules as fees charged and expenses incurred
by the administrator or his firm, or another person qualfied to act as an insolvency practitioner, before
the company entered administration but with a view to its doing so

Summary of the Joint Admiunistrators’ pre-Administration costs

The Jommt Administraters make the following statement in accordance with Rule 2 33 (2B) of the
Insolvency Rules 1986 as amended (“the Rules”) in relation to their pre-Administration costs

The Joint Administrators’ pre-Administratton costs comprise -

£
Pre — Administration time costs 36,856
Pre — Administration expenses
Legal costs None
Agents costs None
Pre - Administration disbursements
Category 1 None
Category 2 (see Appendix Ill) None
Total £36,856

In accordance with Rule 2 67A (3)(b) the Joint Administrators will be seeking approval for payment of
their Pre-Administration costs from the secured and preferential creditors

Further information on each category of pre-Administration cost 1s given below
Pre-administration time costs of the Joint Administrators

The Joint Admunistrators’ unpaid pre-appointment time costs total £36,856 at RSM Tenon Recovery's
standard charging rates (see Appendix N2)

These costs were all incurred pnor to the Admsnistration and in relation fo the following activities

Confirming that one of the statutory objectives of administrabion could be achieved
Liaising with secured creditors, key stakeholders and major creditors

Carrying out all necessary steps in order to place the Company into Administration
Preparation for the marketing and potential sale of the Company




A summary table 1s shown below

Hours
Classification of work  Insolvency Manager Other senior  Assistants and Total Time cost £ Average
function Practitioner/ professionals support staff Hourly rate
Drrector/ £
Associate

Director
Administration and 15 30 10325 840 025 127 20 32,425 45 25513
Planning
Creditors 8§10 000 250 000 10 60 3,308 00 31208
Investigations 000 000 000 ooe 000 000 N/A
Realisation of Assets 250 030 o070 000 350 1,095 60 31303
Trading 000 000 000 000 000 000 N/A
Total hours 2590 103 55 11 60 025 14130
Total fees clamed £ 9,194 50 2593120 1,700 10 3025 36,856 05 260 84

The agreement under which we incurred the pre-Administration costs was RSM Tenon Recovery's
Letter of Engagement from the Company dated 11 January 2011

None of these costs have been paid

Pre-Administration expenses

No pre-Administration expenses have been incurred

Pre-Administration disbursements

No pre appointment disbursements were incurred in this matter

Work done

The work undertaken by the Administrators prior to my appointment as Administrator was done in the
interests of creditors to prepare for trading the business and for marketing and potential sale of the
business and assets

Other persons entitled to claim

We are unaware of any additional costs incurred by any other professionals qualified to act as an
insolvency practitioner in respect of the Company Should any such claims subsequently come fo
light, they will be dealt with in the manner provided for by the Insolvency Rules

Not part of the Administrators’ Proposals

Please note that our request for payment of pre-Administration costs 1s separate to and does not form
pat of our Proposals to creditors for the conduct of the administration



Rule 2.37

(a) Insert full name and
address of the creditor
making the request

{b) Insert fuli name and
address of registered
office of the company

(c) Insert amount of clam

(d) Insert full name(s) and
address(es) of creditors
concurring with the
request (if any) and their
claims in the
administration if the

requesting creditor's
clam
1s below the required 10%

(e) Insert details of the
purpose of the meeting

Creditor’'s request for a meeting

Form 2.21B

Name of Company

Phoenix Chemicals Limited

Company number

03681753

In the
High Court of Justice, Chancery Division,

Manchester District Registry
(full name of court)

Court case number
54 of 2011

I(a)

request a meeting of the creditors of (b)
Phoenix Chemicals Limited

Arkwright House
Parsonage Gardens
Manchester

M3 2LF

My claim in the administration 1s {c)

(d)

cencur with the above request, and | attach copies of their written confirmation of

concurrence

The purpose of the meeting I1s (e)

Signed

Dated

Software Supplied by Turnkey Computer Technology Limited, Glasgow



CREDITORS QUESTIONNAIRE ON DIRECTORS CONDUCT

Company: Phoenix Chemicals Limited - In Administration

Creditor’s name and address.

Amount of claim. £

What was the authorised credit limit? £

If your claim exceeds the credit limit, on
what basis or terms was the credit
increased?

Please provide details of any comfort,
security or assurance given which
influenced your decision to continue to
supply on credit.

When were you first aware that there were
difficulties in obtaining payment and what
was the evidence of this?

Please provide details, including dates, of
any writs, summons, decrees or other
legal action you took to recover your debt.

Please provide details of any cheques
which were dishonoured, including dates
and amounts.

As there any particular matters you feel
should be reviewed? If so please provide
brief details.

Date

Signature

Name

Position

GEN1015a




Rule473

PROOF OF DEBT - GENERAL FORM

In the matter of

Phoenix Chemicals Limited - In Administration
and in the matter of The Insolvency Act 1986

Appointment Date — 25 January 2011

Form 4.25

Name of Creditor

Address of Creditor

Total amount of claim, including any Value Added Tax
and outstanding uncapitalised interest as at the date the
company went into hquidation {(see note)

Details of any document by reference to which the debt
can be substantiated [Note the hquidator may call for
any document or evidence to substantiate the claim at
his discretion]

If the total amount shown above includes Value Added
Tax, please show -

(a) amount of Value Added Tax
(b) amount of claim NET of Value Added Tax

If total amount above includes outstanding uncapitalised
interest please state amount

If you have filled in both box 3 and box 5, please state
whether you are claiming the amount shown in box 3 or
the amount shawn 1n box 5(b)

Give details of whether the whole or any part of the debt
falls within any (and If so which) of the categories of
preferential debts under section 386 of, and schedule 6
to, the Insolvency Act 1986 (as read with schedule 3 to
the Social Secunty Pensions Act 1975)

Category

Amount{s) claimed as preferential £

Particulars of how and when debt incurred

10

Particulars of any secunty held, the value of the secunty,
and the date it was given

11

Signature of creditor or person authcnsed to act on his
behalf

Name in BLOCK LETTERS

Posttion with or relation to creditor

Date

GEND631b




