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Novartis Pharmaceuticals UK Limited

Strategic Report
for the year ended 31 December 2018

The Directors present their Strategic Report of the Company for the year ended 31 December
2018.

Review of business and future developments

The results for the Company show a profit for the financial year of £9,844,821 (2017:
£8,559,000 profit) and turnover of £653,877,000 (2016: £631,149,000).

The Company had net assets of £62,438,000 as at 31 December 2018 (2017: £72,936,000).
During the year a dividend payment of £25,000,000 was recommended by the Directors in
relation to the year ended 31 December 2018 (2017: nil).

In 2019, the Company will continue to drive sales in the strategic brands and recent launches
within our existing portfolio. The Company will also be preparing to execute successful launches
in the Oncology, Ophthalmology and Neuroscience therapeutic areas.

Principal risks and uncertainties

An inherent risk to the pharmaceutical industry is the entry of generic competition. In addition,
the government continues to closely monitor pharmaceutical pricing and profitability, with
pressure to control spending on NHS medicines.

The Company manages these risks by having a strong pipeline, ensuring that it brings innovative
products to market and using competitive pricing strategies while closely monitoring costs.

The Board of Novartis Pharmaceuticals UK Limited has proposed relocating the UK head
office from its Frimley site to London in late 2019 which decision has been decided in 2018
and with on-going discussion as to the future use of the Frimley site. Detailed planning and a
generous timeline for the move, with discussions ongoing with all associates, are underway to
ensure key information flow between the business and employees for business continuity.



Novartis Pharmaceuticals UK Limited

Strategic Report
for the year ended 31 December 2018 (continued)

Key performance indicators (“KPIs”)

The Company operates in a highly complex environment and management use and review many
performance measures.

Four of the Company’s KPIs in line with the long term strategies are as follows:

KPI's 2018 2017 Comments
Overall growth of strategic
Increase in turnover (%) 3.6 2.5 and new brands offset by

patent loss on key brands
Improvement in product mix

Gross margin (%) 30.5 255 & supply chain efficiencies
Market share remains

Market share (%) 45 45 constant as.growth of new
and strategic brands offsets
patent losses.

Number of new launches 3 2 Aimovig, Rydapt, Kymriah

On behalf of the Board

J Brooks
Director

Date: ()2 See ﬂéﬂ%\q .



Novartis Pharmaceuticals UK Limited

Directors' Report
for the year ended 31 December 2018

The Directors present their report and the audited financial statements of the Company for the
year ended 31 December 2018. These financial statements are prepared under United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice), including
Financial Reporting Standard 101 Reduced Disclosure Framework (FRS 101).

Directors

The Directors who held office during the year and up to the date of signing these financial
statements were as follows:

H Kirsch (Resigned 10 July 2018)

B Palatchi (Resigned 19 March 2018)
H Ahmad

MF Tschudin (Resigned 22 May 2019)
O Lacaze (Resigned 9 May 2019)

M Scheiffele (Appointed 9 May 2018)
Jason Brooks (Appointed 9 May 2019)

Future Developments

Commentary over future developments of the business has been included in the Strategic
Report.

Research and Development
The Company conducts clinical trials and undertakes other research and development activities

aimed at developing new products and new processes. The amounts spent by the Company on
research and development activities are shown in the Profit and Loss Account on page 11.

Political and Charitable Donations

No charitable donations (2017: nil) were made to local charities during the year. No political
donations were made (2017: nil).

Dividends
An interim dividend of £25,000,000 was paid during the year. (2017: nil)

The Directors do not recommend the payment of a final dividend (2017: None)



Novartis Pharmaceuticals UK Limited

Directors’ Report
for the year ended 31 December 2018 (continued)

Employees

The Company gives full and fair consideration to applications for employment received from
disabled persons, having regard to their particular aptitudes and abilities and wherever possible
the Company continues the employment of, and arranges for the appropriate training of,
employees who become disabled persons whilst employed by the Company. Disabled employees
are treated no differently from other employees as regards training, career development and
promotion opportunities. This policy was operated by the Company, where appropriate,
throughout the year.

The Company recognises the importance of keeping employees informed of the progress of the
business. During the year employees were regularly provided with information regarding the
financial and economic factors affecting the performance of the Company and on other matters of
concern to them as employees. Regular consultations take place with employee representatives.
The employee share scheme introduced in 2002 continued to be available in 2018 to encourage
employee involvement in the Company’s performance. The share scheme relates to shares in
Novartis AG, the ultimate parent company of Novartis Pharmaceuticals UK Limited.

Directors Indemnity

The Company has entered into qualifying indemnity arrangements for the benefit of all its
Directors in relation to certain losses and liabilities which they may incur to third parties in the
course of acting as directors of the Company and in compliance with the requirements of the
Companies Act 2006. It has been in place at any time during the financial year and at the date of
approval of the Directors’ Report.



Novartis Pharmaceuticals UK Limited

Directors' Report
for the year ended 31 December 2018 (continued)

Statement of Directors’ responsibilities in respect of the financial statements

The Directors are responsible for preparing the Annual Report and the financial statements in accordance
with applicable law and regulations.

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 101 “Reduced
Disclosure Framework”, 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 101, have been
followed, subject to any material departures disclosed and explained in the financial statements;

» make judgements and accounting estimates that are reasonable and prudent; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the Company will continue in business.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company's transactions and disclose with reasonable accuracy at any time the financial
position of the Company and enable them to ensure that the financial statements comply with the
Companies 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.

In the case of each Director in office at the date the Directors’ Report is approved:

e 5o far as the Director is aware, there is no relevant audit information of which the Company’s
auditors are unaware; and

e they have taken all the steps that they ought to have taken as a Director in order to make
themselves aware of any relevant audit information and to establish that the Company’s auditors
are aware of that information.

On behalf of the Board

J Brooks

Dree8y  CPTEIREL 7t



Novartis Pharmaceuticals UK Limited

Independent auditors' report to the members of Novartis
Pharmaceuticals UK Limited

Report on the audit of the financial statements

Opinion
In our opinion, Novartis Pharmaceuticals UK Limited’s financial statements:
e give a true and fair view of the state of the company’s affairs as at 31 December 2018 and of its profit for the
year then ended;

¢ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards, comprising FRS 101 “Reduced Disclosure Framework”, and
applicable law); and '

e have been prepared in accordance with the requirements 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 Balance Sheet, the Profit and Loss Account and Statement of Comprehensive Income
and the Statement of Changes in Equity; the accounting policies; and the notes to the financial statements.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (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 obtained is sufficient and
appropriate to provide 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
1SAs (UK) require us to report to you when:

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

o thedirectors 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.

We have nothing to report in respect of the above matters.

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. For example, the terms on which the United Kingdom may withdraw
from the European Union are not clear, and it is difficult to evaluate all of the potential implications on the company’s
trade, customers, suppliers and the wider economy.



Novartis Pharmaceuticals UK Limited

Independent auditors' report to the members of Novartis
Pharmaceuticals UK Limited (continued)

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
statements 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 responsibilities.

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

Based on the responsibilities 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.

Strategic Report and Directors’ Report

In our 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 2018 is consistent with the financial statements and has been
prepared in accordance with applicable legal requirements.

In 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 Statement of directors’ responsibilities in respect of the financial statements set out on
page 7, 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 preparation of financial 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 objectives 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.



Novartis Pharmaéeuticals UK Lim_ited

‘lndepéndent auditors' report to the memBers of
‘Novartis Pharmaceuticals UK Limited (continued)

- Other required reporting

- Companies Act 2006.exception reporung

Under the Companies Act 2006 we are requlred to report to you 1f in our op1n10n

)

we have not received all the 1nformat10n and explanations we require for our audit; or _

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

" certain disclosures of Dlrectors remuneration spemﬁed by law are not made; or

\

_ the financial statements are not in agreement with the accountjhg records and réturns.

) ' . - ey ©
We have no exceptions to report arising from this responsibility.

for and or behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

Gatwick

.2 September 2019

~
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Novartis Pharmaceuticals UK Limited

Profit and Loss Account
for the year ended 31 December 2018

2018 2017

Note £'000 £'000

Turnover 3 653,877 631,149
Cost of sales (454,548) (469,993)
Gross profit 199,329 161,156
Administrative expenses (25,630) (23,571)
Selling and marketing costs (138,506) (121,297)
Research and development costs (26,085) (25,501)
Other operating income 23,336 19,946
Operating profit 4 32,444 10,733
Exceptional items - relocation to London office 4 (19,318) -
Interest payable and similar expenses (net) S (397) (229)
Profit on ordinary activities before taxation 12,729 10,504
Tax on profit on ordinary activities 6 (2,884) (1,945)
Profit for the financial year 9,845 8,559

The notes on pages 15 to 42 are an integral part of these financial statements.

11



Novartis Pharmaceuticals UK Limited

Statement of Comprehensive Income
for the year ended 31 December 2018

2018 2017

Note £'000 £'000

Profit for the financial year 9,845 8,559
Actuarial gain on pension obligation 16 5,946 44,275
Deferred tax on actuarial gain 16 (1,011) (7,527)
Net gain not recognised in the Profit and Loss Account 4,935 36,748
Total comprehensive income 14,780 45,307

The notes on pages 15 to 42 are an integral part of these financial statements.

12



Novartis Pharmaceuticals UK Limited

Balance Sheet as at 31 December 2018 ‘

2018 2017
Note £'000 £'000

Non-current assets
Tangible assets 7 7,625 24,116
Investments 8 28,100 28,100
Deferred tax asset ’ 9 10,491 9,021
Financial Assets 10 S0 S0
46,266 61,287

Current assets

Stocks : 11 93,679 111,943
Debtors 12 108,387 126,410
Current tax asset ) 244 1,206
Cash at bank and in hand 4,227 3,129

206,537 242,688
Creditors - amounts falling due within one year

Financial liabilities: borrowings 13 3,498 37,760

Creditors 14 146,250 134,396

Provisions for liabilities 15 4,446 9,793

154,194 181,949

Net current assets 52,343 60,739
Creditors - amounts falling due after more than one year

Retirement benefit liability 16 34,631 48,888

Provisions for liabilities 15 1,540 202

36,171 49,090

Net assets . 62,438 72,936

Capital and reserves

Called up share capital 17 . 5,400 5,400
Share option recharge reserve (1,925) (1,647)
Profit and loss account 58,963 69,183
Total shareholders' funds : 62,438 72,936

The notes on pages 15 to 42 are an integral part of these financial statements.
The financial statements of Novartis Pharmaceuticals UK Limited (registered no: 119006) on
2018, pages 11 to 42 were ap ed by the Board of Directors and were signed on its behalf
by&p

<
J Brooks
Director

Date: WA QWAH(L% Z@ﬂ .

13



Novartis Pharmaceuticals UK Limited

Statement of Changes in Equity
for the year ended 31 December 2018

Called up Share  Profit and Total

share option loss shareholder

capital recharge account s' funds

reserve

£'000 £'000 - £'000 £'000

At 1 January 2017 5,400 (1,113) 23,876 28,163

Profit for the year - - 8,559 8,559
Actuarial gain on retirement benefit

schemes - - 44275 44275

Deferred tax on actuarial gain on

retirement benefit schemes - - (7,527) (7,527)

Share options - (534) - (534)

At 31 December 2017 5,400 (1,647) 69,183 72,936

At 1 January 2018 5,400 (1,647) 69,183 72,936

Profit for the year - - 9,845 9,845
Actuarial gain on retirement benefit

schemes - - 5,946 5,946

Deferred tax on actuarial gain on

retirement benefit schemes - - (1,011) (1,011)

Dividends - - (25,000) (25,000)

Share options - (278) - (278)

At 31 December 2018 5,400 (1,925) 58,963 62,438

The share option recharge reserve represents shares and options purchased on behalf of qualifying
employees, from either the open market or the ultimate parent company, which are still to vest
in future years. The share options and any recharges made by the parent company in respect of
options granted are expensed over the vesting period of the options with the corresponding
amount being taken to share option reserve.

The notes on pages 15 to 42 are an integral part of these financial statements.

14



Novartis Pharmaceuticals UK Limited

Notes to the Financial Statements
for the year ended 31 December 2018

1 Principal accounting policies

The principal accounting policies adopted 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. These financial statements were prepared on a going concern basis.

General information
The Company is a limited company, domiciled and incorporated in the United Kingdom.
Basis of preparation

These financial statements have been prepared in accordance with United Kingdom Accounting
Standards, in particular, Financial Reporting Standard 101 Reduced Disclosure Framework (FRS
101) and the Companies Act 2006 (the Act) as applicable to companies using FRS 101. FRS 101
sets out a reduced disclosure framework for a ‘qualifying entity’ as defined in the standard which
addresses the financial reporting requirements and disclosure exemptions in the individual
financial statements of qualifying entities that otherwise apply the recognition, measurement and
disclosure requirements of EU - adopted IFRS.

The Company is a qualifying entity for the purposes of FRS 101. Note 21 gives details of the
Company’s ultimate parent and from where its consolidated financial statements prepared in
accordance with [FRS may be obtained.

The Company has adopted the intermediate parent exemption under section 401 of the
Companies Act 2006, whereby it is not required to prepare consolidated financial statements as
the ultimate parent company prepares publicly available consolidated financial statements in
accordance with IFRS.

The disclosure exemptions adopted by the Company in accordance with FRS 101 are as follows:
- Statement of cash flows

- Capital risk management

- Related party transactions

- Accounting standards issued but not yet effective

- Reduced disclosures in relation to share options

The financial statements have been prepared under the historical cost convention. A summary
of the more important accounting policies is set out below. :

15



Novartis Pharmaceuticals UK Limited

Notes to the Financial Statements
for the year ended 31 December 2018 (continued)

1 Principal accounting policies (continued)

The preparation of financial statements in conformity with FRS 101 requires the use of estimates
and assumptions that affect the reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Although these estimates are based on management’s best knowledge of the amount,
event or actions, actual results ultimately may differ from those estimates.

Consolidation

These separate financial statements contain information about Novartis Pharmaceuticals UK
Limited as an individual company and do not contain consolidated financial information as the
parent of a group. The Company has taken advantage of the exemption under section 401, of the
Companies Act 2006 from the requirement to prepare consolidated financial statements as it and
its subsidiaries are included by full consolidation in the consolidated financial statements of its
ultimate parent, Novartis AG.

Turnover

Turnover represents amounts received for packaged drugs sold primarily in the UK, net of trade
discounts, rebate provisions, VAT and other related taxes.

From January 1, 2018, with the implementation of the new standard IFRS 15 Revenue from
Contracts with Customers, the Company’s accounting policy for turnover recognition is as follows:

All turnover is recognised at the date of delivery when the contractual promise to a customer
{(performance obligation) has been fulfilled by transferring control over the promised goods to the

customers.

Prior to the adoption of IFRS 15 on January 1, 2018, the Company’s accounting policy for turnover
recognition was as follows:

All turnover is recognised at the date of.delivery when the risks and rewards have been transferred
to the customers. '

Rebate provisions are calculated to represent management’s best estimate of the likely rebate
payments that will be required, taking into account historical rebate rates and expected drug efficacy.

Other operating income
Other operating income represents the reimbursement of costs from other group companies,

primarily relating to certain costs incurred in research and development activities. These amounts
are recognised at a mark up when research and development costs are incurred.

16



Novartis Pharmaceuticals UK Limited
Notes to the Financial Statements
for the year ended 31 December 2018 (continued)

1 Principal accounting policies (continued)
Research and development

Research and development expenditure incurred on behalf of the ultimate parent company in
Switzerland is written off to the Profit and Loss Account in the year in which it is incurred unless
the development project meets the recognition criteria specified in IAS 38 Intangible Assets in which
case these costs are capitalised. This expenditure is recovered from the ultimate parent company
and recorded in other operating income.

Exceptional items

When items of income or expense, either individually, or if similar, in aggregate are considered
material due to their size or nature, they are separately disclosed and classified as exceptional
items.

Leases

Costs in respect of operating leases, that is where the risks and rewards of ownership remain with
the lessor, are charged net of any incentives received from the lessor on a straight line basis over the
term of the lease in arriving at the operating profit for the year.

Tangible assets

All property, plant and equipment are carried at cost less accumulated depreciation and impairment
losses. Cost represents the original purchase price of the asset and any costs attributable to bringing
the asset to its working condition for its intended use. No provision is made for depreciation on
freehold land. Depreciation is calculated so as to write off the cost less estimated residual value of
other assets on a straight line basis over the expected economic useful lives, commencing when the
assets are first brought into use. The principal annual rates used for this purpose are:

Buildings 20 - 40 years
Plant, machinery and equipment 3 - 1S years
Assets under construction Not depreciated until brought into use

The residual values and the remaining useful economic lives are reviewed on an annual basis.

Assets are tested for impairment wherever events or changes in circumstances indicate that the
carrying amount may not be recoverable. An impairment loss is recognised for the amount by which
the assets carrying amount exceeds its recoverable amount. The recoverable amount is the higher
of an asset’s fair value less costs to sell and value in use.

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount

and are recognised within Other Operating Income/Administrative Expenses in the profit and loss
account. :

17



Novartis Pharmaceuticals UK Limited

Notes to the Financial Statements
for the year ended 31 December 2018 (continued)

1 Principal accounting policies (continued)
Investments

Investments are stated at cost unless, in the opinion of the Directors, an impairment in the value
of the investment has occurred. In these circumstances the investment is stated at its written
down value and the related impairment is charged to the Profit and Loss Account. Directors
perform an impairment review annually.

Inventories

Finished goods and materials and consumables are valued at the lower of cost and net realisable
value.

Cost includes expenditure which is incurred in the normal course of business in bringing the product
or service to its present location and condition and a due proportion of overhead expenses. Net
realisable value is the estimated selling price less all further costs to completion and estimated selling
costs.

Provision is made for obsolescent, slow moving and defective stock.
Trade and other receivables

Debtors are recognised initially at their invoiced amounts, including any related sales taxes less
adjustments for estimated revenue deductions such as rebates, chargebacks and cash discounts.

From January 1, 2018, with the adoption of IFRS 9 Financial Instruments, provisions for
expected credit losses are established using an expected credit loss model (ECL). The provisions
are based on a forward-looking ECL, which includes possible default events on the trade
receivables including amounts owed by fellow group undertakings over the entire holding period
of the trade receivables. These provisions represent the difference between the trade receivable’s
carrying amount in the Balance Sheet and the estimated collectible amount. Charges for doubtful
trade receivables are recorded as “Selling and marketing costs”. Management has assessed the
impact of the adoption of IFRS 9 on the financial statements and they consider there to be no
material impact.

Prior to the adoption of IFRS 9, the Company’s accounting policy for provisions for doubtful

trade receivables was as follows:

A provision for impairment of trade receivables is established when there is objective evidence

that the Company will not be able to collect all amounts due according to the original terms of

the receivables. Significant financial difficulties of the debtor, probability that the debtor will

enter bankruptcy or financial reorganisation, and default or delinquency in payments (more than"”
180 days overdue) are considered indicators that the trade debtor is impaired. The amount of

the provision is the difference between the asset’s carrying amount and the present value of

estimated future cash flows, discounted at the original effective interest rate.

18



Novartis Pharmaceuticals UK Limited
Notes to the Financial Statements
for the year ended 31 December 2018 (continued)

1 Principal accounting policies (continued)

Trade and other receivables (continued)

The carrying amount of the asset is reduced through the use of an allowance account, and the
amount of the loss is recognised in the Profit and Loss Account within ‘Selling and marketing
costs’.

When a debtor is uncollectible, it is written off against the allowance account for debtors.
Subsequent recoveries of amounts previously written off are credited against ‘Selling and
marketing costs’ in the Profit and Loss Account.

Cash at bank and in hand

Cash at bank and in hand comprise deposits with banks. In the Balance Sheet, bank overdrafts are
included in borrowings in current liabilities.

Employee benefit costs

The Company contributes to the group defined contribution and defined benefit pension schemes,
which are operated by Novartis UK Limited.

The liability recognised in the Balance Sheet in respect of defined benefit pension plans is the
present value of the defined benefit obligation at the Balance Sheet date less the fair value of plan
assets, together with adjustments for any actuarial gains or losses and unrecognised past service
costs.

The defined benefit obligation is calculated annually by independent actuaries using the projected
unit credit method.

The present value of the defined benefit obligation is determined by discounting the estimated
future cash outflows using interest rates of high quality corporate bonds that are denominated in
the currency in which the benefits will be paid, and that have terms to maturity approximating
the terms of the related pension liability.

The Company recognises, in accordance with IAS 19R Employee Benefits, actuarial gains and
losses arising from experience adjustments and changes in actuarial assumptions in full as they
arise, outside of the Profit and Loss Account. They are presented in the Statement of
Comprehensive Income, with the exception of gains and losses arising from changes in the
benefits regarding past services, which are recognised in the Profit and Loss Account.

Past service costs are recognised immediately in the Profit and Loss Account unless the changes
to the pension plan are conditional on the employees remaining in service for a specified period
of time. In this case, the past service costs are amortised on a straight line basis over the vesting
period.

The amounts charged or credited to Finance costs is the net interest amount calculated by
applying the liability discount rate to the net defined benefit liability or asset. :

19



Novartis Pharmaceuticals UK Limited

Notes to the Financial Statements
for the year ended 31 December 2018 (continued)

1 Principal accounting policies (continued)
Employee benefit costs (continued)

The contributions to defined contribution plans are recognised as an expense as the costs are
incurred. Prepaid contributions are recognised as an asset to the extent that a cash refund or a
reduction in the future payments is available. Amounts in respect of these plans are held in
separately administered funds.

Trade and other payables

Creditors are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Creditors are classified as current liabilities if payment is due
within one year or less. If not, they are presented as non-current liabilities.

Current taxation

The current income tax charge is calculated on the basis of the tax laws enacted or substantively
enacted at the Balance Sheet date. Management periodically evaluates positions taken in tax
returns with respect to situations in which applicable tax regulation is subject to interpretation
and establishes provisions where appropriate on the basis of amounts expected to be paid to the
tax authorities.

Provisions for liabilities
Provisions are recognised when the Company has a present legal or constructive obligation as a
result of a past event, it is probable that an outflow of resources will be required to settle the

obligation and the amount can be reliably measured.

Post retirement medical benefits are paid to certain former employees and full provision is made
in the financial statements.

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 obligation. The increase in the provision due to the passage
of time is recognised as interest expense.

Borrowings

Borrowings are'recognised initially at fair value, net of transaction costs incurred.

<
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1 Principal accounting policies (continued)
Deferred taxation

Deferred tax is recognised, using the liability method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying amounts in the financial statements.
However, the deferred tax is not accounted for, if it arises from initial recognition of an asset or
liability in a transaction other than a business combination that at the time of the transaction
affects neither accounting nor taxable profit or loss. Deferred tax is determined using tax rates
(and laws) that have been enacted or substantively enacted by the balance sheet date and are
expected to apply when the related deferred tax asset is realised or the deferred income tax
liability is settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilised.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred tax assets and liabilities
relate to taxes levied by the same taxation authority on either the taxable entity or different
taxable entities where there is an intention to settle the balances on a net basis.

Share capital

Ordinary shares are classified as equity.

Share-based payments

The fair value of the equity-settled share-based payments to employees is determined at the date
of grant and is expensed on a straight line basis over the vesting period based on the estimate of
shares and options that will eventually vest. In the case of options granted, fair value is measured
by use of the trinomial model. Further details are set out in note 18.

Dividends

Dividends are recorded in the financial statements once they have been authorised and the
Company is committed to making the payment. Interim dividends are recorded when paid.

Foreign currencies

Foreign currency transactions during the year are translated into sterling at the rates of exchange in
force at the time they arise. Both the functional and presentational currency is sterling.

Monetary assets and liabilities denominated in foreign currencies are translated into sterling at rates

of exchange ruling at the balance sheet date. Translation differences are taken to the Profit and Loss
Account.
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1 Principal accounting policies (continued)
New IFRS standards effective as of January 1, 2019

IFRS 16

IFRS 16 Leases substantially changes the financial statements as the majority of leases for
which the company is the lessee will become on-Balance Sheet liabilities with corresponding
right-of-use assets on the Balance Sheet. The lease liability reflects the net present value of the
remaining lease payments, and the right-of-use asset corresponds to the lease liability,
adjusted for payments made before the commencement date, lease incentives and other
items related to the lease agreement. The standard replaces IAS 17 Leases.

Upon adoption of the new standard, a portion of the annual operating lease costs, which is
currently fully recognised as a general and administration expense, will be recorded as
interest expense. Given the leases involved and current low interest rate environment, the
Company does not expect these effects to be significant.

The Company will implement the new standard on January 1, 2019, and will apply the
modified retrospective method with right-of-use assets measured at an amount equal to the
lease liability, adjusted by the amount of the prepaid or accrued lease payments relating to
those leases recognised in the balance sheet immediately before the date of initial application
and will not restate prior years.

Results of our impact assessment

The undiscounted operating lease commitments as of December 31, 2018 disclosed in note
19 amounted to GBP 11.5m. The Company expects to recognise on January 1, 2019, lease
liabilities and right-of-use assets of approximately GBP 5.9 m.
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2 Critical accounting estimates and assumptions

The Company makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the actual related results. Estimates and judgements are
continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. The
estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying value of assets and liabilities are addressed below:

Defined Benefit Pension Scheme

The present value of the pension obligations depends on a number of factors that are
determined on an actuarial basis using a number of factors including life expectancy, salary
increases, asset valuations and the discount rate. The assumptions used in determining the net
cost for pensions include the discount rate. Any changes in these assumptions will impact the
carrying amount of pension obligations.

The Company determines the appropriate discount rate at the end of each year. This is the
interest rate that should be used to determine the present value of estimated future cash outflows
expected to be required to settle the pension obligations. In determining the appropriate discount
rate, the Company considers the interest rates of high quality (AA rated) bonds that are
denominated in the currency in which the benefits will be paid and that have terms to maturity
approximating the terms of the related pension liability. Other key assumptions for pension
obligations are based in part on current market conditions, additional information is disclosed in
note 16.

3 Turnover

The Directors consider that the operations of the Company fall into one business class, being the
sale of goods.

The categories of turnover are as follows:

2018 2017

£'000 £'000
Sale of goods 653,877 631,149

653,877 631,149

23



Novartis Pharmaceuticals UK Limited

Notes to the Financial Statements
for the year ended 31 December 2018 (continued)

4 Operating Profit and Exceptional Items

2018 2017
£'000 £'000
The following items have been charged in arriving at operating profit:
Employee benefit expenses (note 18) 92,286 80,814
Depreciation of property, plant and equipment (note 7) 2,062 2,722
Impairment of property, plant and equipment (note 7) - 3,323
Other operating lease rentals payable (note 19) 2,644 2,461
Exchange rate differences 34 76
Restructuring costs 568 1,978
Audit fees payable to the Company auditors
- Audit services™ 472 375
- Audit related assurance services 38 38,
* Audit related assurance service fees for all entities in the UK are borne by Novartis
Pharmaceuticals UK Limited without recharging to the group undertakings.
Exceptional Items
2018 2017
£'000 £'000

Relocation to London office 19,318

In 2019, the Board of Novartis Pharmaceuticals UK Limited is relocating the UK head office from

its Frimley site to London which has been decided in 2018 and currently with an on-going

discussion as to the future of the Frimley site. The provision relates to the assets; property, plant
and equipment pertaining to the Frimley site and employees that could not be redeployed or

retained with redundancy terms being agreed.

5 Interest payable and similar expenses - net

2018 2017

£'000 £'000
Interest payable on bank overdraft and loans (15) (8)
Interest payable on other loans (385) (221)
Interest payable and similar expenses (400) (229)
Interest receivable on loans to group undertakings 3 -
Interest receivable and similar income 3 -
Finance costs - net (397) (229)
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6 Tax on profit

Analysis of charge/ (credit) in the year 2018 2017

£'000 £'000
Current tax - continuing operations '
- UK corporation tax on profit of the period 5,133 94
- Under/(over) provision in respect of prior period 232 (106)
Total current tax 5,365 (12)
Deferred tax _ '
Origination and reversal of timing differences 604 2,433
(accelerated capital allowances and other)
Adjustment in respect of prior years (3,085) (476)
Total deferred tax (note 9) ' (2,481) 1,957
Total tax charge 2,884 1,945
Tax on items charged to equity 2018 2017
£'000 £'000
Deferred tax charge on actuarial gains 1,011 7,527

The charge for the year can be reconciled to the profit per the Profit and Loss account as follows:

2018 2017
£'000 £'000
Profit before taxation 12,728 10,504
Profit before taxation multiplied by effective rate of corporate tax 2,418 2,022
in the UK of 19% (2017: 19.25%)
Effects of:
Expenses not deductible for tax purposes 3,389 827
Effects of rate changes (70) (322)
Adjustments in respect of prior years - income tax 232 (106)
Adjustments in respect of prior years - deferred tax (3,085) (476)
Total charge for the year 2,884 1,945

Factors that may affect future tax charge:

The standard rate of corporation tax in the UK stands at 19% with effect from 1 April 2017.
Accordingly the Company’s profits for this financial year are taxed at an effective rate of 19%.

The Finance Act 2016 enacted on 15 September 2016 will reduce the rate of UK corporation
tax to 17% effective from 1 April 2020. The rate of 17% has been used to measure deferred
tax balance in these financial statements.
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7 Tangible Assets

Freehold Buildings Plant,  Assets Under Total
Land Machinery &  Construction
Equipment

£'000 £'000 £'000 £'000 £'000
Cost '
At 1 January 2018 11,259 22,919 15,859 1,141 51,178
Additions at Cost - - 863 1,008 1,871
Transfers - 379 384 (763) -
Disposals - - (2,205) (278) (2,483)
At 31 December 2018 11,259 23,298 14,901 1,108 50,566
Accumulated Depreciation
At 1 January 2018 - (13,315) (13,464) (283) (27,062)
Depreciation charge - (1,057) (1,005) - (2,062)
Impairment charge (7,375) (8,929) - - (16,300)
Disposals - -~ 2,208 278 2,483
At 31 December 2018 (7,375) (23,297) (12,264) (5) (42,941)
Net Book Value
31 December 2017 11,259 9,604 2,395 858 24,116
31 December 2018 3,884 - 2,637 1,103 7,625

Included in tangible assets are the following;:
(a) Capitalised interest at cost amounting to £523,000 (2017: £523,000)
(b) Assets with a cost of £2,051,156 (2017: £2,379,157) are fully depreciated but still in use.
(c) Impairment of assets due to the proposed relocation of the UK head office to London of

£16,300,000. The impairment is based on independent third party valuation received as well as
the management's proposed future plan for Frimley site.
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8 Investments

Investments
The investment in subsidiary undertakings is made up as follows:
2018 2017
£'000 £'000
Investment at 1 January 28,100 28,100
Investment at 31 December 28,100 28,100

% of Voting rights and ~ Nature of Registered Office

Issued Share capital Business
(ordinary shares)
Neutec Pharma Limited 100% Non-trading 200 Frimley Business

Park, Frimley,
Camberley, Surrey,
GU16 7SR

The Company acquired NeuTec Pharma Limited from Novartis Pharma AG on 18 November 2011
for £28,100,000. NeuTec Pharma Limited is a non-trading entity with total net assets of
£28,892,000 (2017: £28,865,000) as at 31 December 2018. Neutec Pharma is registered in the
United Kingdom.

The Directors believe that the carrying value of the investment is supported by its underlying assets.
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9 Deferred tax liabilities and assets

The following are the major deferred tax liabilities and assets recognised and movements thereon
during the current and prior year.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the

year when the asset is realised or the liability is settled, based on tax rates and tax laws that have

been enacted or substantively enacted by the Balance Sheet date. As such, deferred tax assets
and liabilities have been recognised at the rate of 17% (2017: 17%). '

The analysis of deferred tax assets is as follows: 2018 2017

£'000 £'000
At 1 January (9,021) (18,504)
Income statement charge (2,481) 1,957
Tax charged/(credited) directly to equity 1,011 7,527
At 31 December ’ (10,491) (9,021)

The movement in deferred tax assets and liabilities during the year without taking into
consideration the offsetting of balances within the same tax jurisdiction, is as follows:

Deferred tax assets Accelerated Retirement Share Total
tax benefit Options
depreciation  obligation

£'000 £'000 £'000 £'000
At 1 January 2017 3,090 (19,036) (2,558) (18,504)
Charged / (credited) to the income )
statement (1,160) 3,199 (82) 1,957
Charged directly to equity - 7,527 - 7,527
At 31 December 2017 1,930 (8,310) (2,640)  (9,021)
Charged / (credited) to the income
statement ‘ ) (3,159) 900 (222)  (2,481)
Charged directly to equity - 1,011 - 1,011
At 31 December 2018 (1,229) (6,400) (2,862) (10,491)
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10 Financial assets — lendings

2018 2017
£'000 £'000

Non current
Secured loans to 3rd parties due after one year 50 S0
50 S0

The carrying value of lendings approximates to fair value as the impact of discounting is not
significant.

The note above analyses the Company’s financial assets into relevant maturity groupings based
on the remaining period at the balance sheet to the contractual maturity date. The amounts
disclosed are the contractual undiscounted cash flows.

11 Stocks
2018 2017
£'000 £'000
Materials and consumables 51 332
Finished goods 93,628 111,611

93,679 111,943

The Company consumed £477,196,000 (2017: £466,850,000) of stocks during the year.

The Company has increased the stock provision to £4,507,730 (2017: £2,879,575) to reflect
changes in stock management, slow and obsolete stock
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12 Debtors
Amounts falling due within one year: 2018 2017
£'000 £'000
Trade debtors (financial assets) 92,191 111,561
Less: Provision for impairment of trade debtors (131) (27)
Net Trade Debtors 92,060 111,534
Amounts owed by fellow group undertakings 11,850 10,697
Other receivables 2,778 690
Prepayments and accrued income 1,699 3,489
Total trade and other debtors 108,387 126,410

Concentrations of credit risk with respect to trade debtors are limited due to the Company's
customer base being large and unrelated. Due to this, management believes there is no further
credit risk provision required in excess of normal provision for doubtful debtors.

All debtors are stated at book value which approximate to fair value and are denominated in
pounds.

Amounts owed by fellow group undertakings are charged interest at the HSBC base rate plus 1%

which at 31 December 2018 was 1.75% (2017: 1.5%) where the related party is part of the
HSBC borrowing group. These balances are unsecured and repayable on demand.
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13 Financial liabilities — borrowings

2018 2017
£'000 £'000
Current
gnsecured loans from group undertakings due within one year or on 3,498 37.760
emand
Total financial liabilities - borrowings 3,498 37,760

The Company is party to a composite cross guarantee arrangement in relation to the bank
overdrafts, as referred to in note 20. The balance above relates to a group cash pooling
arrangement. This amount is interest free and due on demand.

The carrying value of borrowings approximates to fair value as the impact of discounting is not
significant.

The note above analyses the Company’s financial liabilities into relevant maturity groupings
based on the remaining period at the balance sheet to the contractual maturity date. The amounts
disclosed are the contractual undiscounted cash flows. Balances due within 12 months equal
their carrying balances as the impact of discounting is not significant.
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14 Creditors

2018 2017
, £'000 £'000
Trade creditors (financial liability) 32,329 25,643
Amounts owed to fellow group undertakings (financial liability) 67,992 65,056
Other tax and social security payable 11,262 15,460
Other creditors (financial liability) 4,878 8,327
Accruals and other liabilities (financial liability) 29,789 19,910

146,250 134,396

Creditors are stated at book value which approximates to their fair value. No security has been
given by the Company in respect of the payables detailed above. The Company has standard
payment terms for trade suppliers of settlement of account by last day of the following month.
These payment terms are on all purchase orders raised by the Company and there are no material
creditors subject to different terms. The Company has no derivative financial liabilities.

The above creditors including amounts owed to fellow group undertakings are due within one
year based on the remaining period at the balance sheet date to the contractual maturity date.
The amounts disclosed are the contractual undiscounted cash flows. Balances due within 12
months equal their carrying balances as the impact of discounting is not significant. These
balances are unsecured .
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15 Provisions for liabilities

Post Sales Restructuring  Dilapidation Total
Retirement Deductions
Medical
Benefit
£'000 £'000 £'000 £'000 £'000
At 1 January 2018 202 7,815 1,978 - 9,995 -
Additional provisions 20 - 3,586 2,178 " 5,784
Utilised in the year - - (1,978) - (1,978)
Reclassified in the year - (7,815) - - (7,815)
At 31 December 2018 222 - 3,586 2,178 5,986

Analysis of total provisions for liabilities:

' 2018 2017
Current 4,446 9,793
Non-current 1,540 202
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16 Retirement benefit liability

The Company operates pension schemes (with defined benefit and defined contributions sections)
for the UK employees of the wider Novartis Group, with assets held in a separately administered
fund. The defined benefit costs and contributions attributable to the Company are calculated on
a pro-rata basis on employee numbers. Towers Watson are the actuarial advisors to the
Company. All actuarial gains and losses are recognised through the Statement of comprehensive
income, with the exception of gains and losses arising from changes in the benefits regarding past
services, which are recognised in the Profit and Loss Account.

The defined benefit section is closed to future accrual with no member contributions nor
company service cost contributions in 2018 (2017: nil).

Pension costs for defined contribution schemes are as follows:

2018 2017
£'000 £'000
Defined contribution schemes ) 8,861 5,653

Defined benefit plans

In calculating the liabilities of the defined benefit scheme, the following financial assumptions have
been used:

2018 2017

Y% pa Y%pa
Discount rate 2.75% 2.50%
Salary growth n/a n/a
RPI 3.30% 3.20%
Pension-in payment increases 3.30% 3.20%
Post retirement mortality assumption SINMA SINMA

Current life expectancy for a 65 year old male/female 22.7125.5 22.6/25.4

(1) These are standard Self-Administrated Pension Scheme (SAPS) mortality tables as published by
the Institute and Faculty of Actuaries' Continuous Mortality Investigation (CMI) unit. The standard
tables have been projected forward in line with CMI 2013 default projections (converging to a long
term rate of 1.25% pa) from 2002 onwards based on each members' year of birth.

() Following the closure of the scheme, pension payments are linked to RPI rather than salary
growth and hence this measure is no longer applicable.
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16 Retirement benefit liability (continued)

Under the current pension scheme rules, retiring employees are allowed to take up to a maximum
of 25% of the value of their pension fund as a lump sum. The scheme valuation has assumed a
19% (2017: 19%) conversion rate since it is not expected that all employees will take the
maximum cash lump sum.

Changes in the actuarial assumptions can result in significant volatility in the accounting for the
Company's pension obligations. This can result in substantial changes in the Company's
recognised gains and losses and long-term liabilities and pension costs.

The defined benefit obligation (DBO) is significantly impacted by assumptions regarding the
rate that is used to discount projected benefit payments. This rate is based on yields of high
quality corporate bonds. A decrease in corporate bond yields will lead to lower discount rates
which in turn will result in a higher DBO and a lower funded status.

The impact of decreasing interest rates on scheme assets is more difficult to predict. A
significant portion of scheme assets is invested in bonds. Bond values usually rise when interest
rates decrease and may, therefore, partially compensate for the decrease in funded status.

_ Furthermore, the scheme assets also include significant holdings of equity instruments. Share
prices tend to rise when interest rates decrease and, therefore, often counteract the negative
impact of the rising DBO on the funded status although correlation of interest rates with
equities is not as strong as with bonds, especially in the short term.

The expected rate for pension increases, which in turn depends on the expected rate of future
inflation, significantly affects the DBO. Higher expected pension increases decrease the funded
status. A proportion of the scheme assets are hedged against changes in the expected rate of
future inflation. For the remaining assets, in the short-term, there is no strong correlation
between the value of the scheme assets and pension/inflation increases.

Assumptions regarding life expectancy significantly impact the DBO with an increase in
expected longevity increasing the DBO. There is no offsetting impact from the plan assets as
no longevity bonds or swaps are held by the pension scheme. The assumptions allow for
anticipated future improvements in longevity.

The following table shows the sensitivity of the Company’s DBO to the main actuarial
assumptions for its participation in the Novartis UK Pension Scheme on an aggregated basis
_ which is being allocated to Novartis Pharmaceuticals UK Limited based on the number of its
employees and individual pension schemes:
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16 Retirement benefit liability (continued)

The following table shows the sensitivity of the Company’s DBO to the main actuarial
assumptions for its participation in the Novartis UK Pension Scheme (on an aggregated basis):

Change in
2018 year
end defined
benefit
obligation
£'000
25 basis point increase in discount rate (34,725)
25 basis point decrease in discount rate 36,922
1 year increase in life expectancy 24,614
25 basis point increase in rate of pension increase 32,409
25 basis point decrease in rate of pension increase (30,842)
The major categories of assets as a percentage of total plan assets are as follows:
Asset Category 2018 2017
£'000 % £'000 %
Equities and hedge funds 124,871 20.5% 168,279 27.1%
Bonds 380,705 62.5% 378,782 61.0%
Other 103,552 17.0% 73,894 11.9%
609,128 100% 620,954 100%
The amounts recognised in the Balance Sheet are determined as follows:
2018 2017
£'000 £'000
Fair value of plan assets 609,128 620,954
Present value of defined benefit obligation (643,759) (669,842)
Deficit in the Balance Sheet (34,631) (48,888)

The Directors have recognised the pension deficit as at the year-end of £34,631,000

(2017: £48,888,000 deficit).
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16 Retirement benefit liability (continued)

The amounts recognised in the Profit and Loss Account are as follows:

2018 2017
£'000 £'000
Administrative cost 938 928
Interest cost 16,607 17,139
Interest income on plan assets (15,543) (14,527)
Past service charge / (credit) 2,716 (8,051)
Total 4,718 (4,511)
Change in the defined benefit obligation:
2018 2017
£'000 £'000
Present value of defined benefit obligation at start of year 669,842 690,886
Administrative cost 938 928
Interest paid 16,607 17,139
Actuarial gain (22,167) (9,077)
Benefit payments (24,177) (21,983)
Past service charge / (credit) 2,716 (8,051)
Present value of defined benefit obligation at end of year 643,759 669,842
Change in plan assets:
2018 2017
£'000 £'000
Fair value of plan assets at start of year 620,954 580,597
Interest income on plan assets 15,543 14,527
Actual return less expected return on assets (16,221) 35,198
Employer contributions 13,029 12,615
Benefit payments including administrative cost (24,177) (21,983)
Fair value of plan assets at end of year 609,128 620,954
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16 Retirement benefit obligations (continued)

Amount recognised in the Statement of Comprehensive Income:

2018 2017
£'000 £'000
Actuarial gain on defined benefit obligation 22,167 9,077
Actual return less expected return on assets (16,221) 35,198
Actuarial gain - net 5,946 44275
Deferred tax on actuarial gain (1,011) (7,527)
NeF actuarial gain recognised in the Statement of Total Recognised 4,935 36,748
Gains and Losses
The history of experience losses / (gains):
2018 2017 2016 2015 2014
Experience (gains)/losses on plan
aats (6000 (16,221) 35,198 84,662  (10,813)  (63,497)
Percentage of plan assets (%) (2.66%) 5.58% 14.58% (2.26%) (13.51%)
Experience gains/(losses) on plan
liabilities (£'000) 22,167 9,077 (162,806) (4,308) 57,985
Percentage of plan obligation (%) 3.44% 1.36% (23.56%) (0.83%) 11.23%
Fair value of plan assets (£'000) 609,128 620,954 580,597 477,601 469,895
f g?ggr(‘)t) value of plan obligation 643,759 669,842 690,886 519,911 516,503
Deficit (£'000) (34,631)  (48,888) (110,289) (42,310) (46,608)

The liabilities of the scheme are gradually settled over time until all members have left. As per
the wind-up rule, any remaining assets must be distributed to the companies in the scheme.

The Company expect to contribute £13,210,000 to the Group pension scheme in 2019.
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17 Called up share capital

Authorised 2018 2017
£'000 £'000
6,000,000 ordinary shares of £1 each 6,000 6,000
6,000 6,000
Issued and fully paid 2018 2017
shares £'000 shares £'000
Ordinary shares of £1 each 5,400,000 5,400 5,400,000 5,400
5,400,000 5,400 5,400,000 5,400
18 Employees and Directors
Employee benefit expenses during the year 2018 2017
£'000 £'000
Wages and salaries 68,939 70,063
Share based payments 888 1,288
Social security costs 8,880 8,321
Other pension costs - defined contribution plans 8,861 5,653
Other pension costs - defined benefit plans (note 17) 4,718 (4,511)
92,286 80,814
Average monthly number of people employed (included executive 2018 2017
directors)
no. no
Research and development 176 171
Administration and marketing 647 650
823 821
Directors aggregate emoluments 2018 2017
£'000 £'000
Aggregate emoluments 1,421 1,189
1,421 1,189

Mr H Kirsch, Mr G Guidi and Mr L Prat are remunerated by the ultimate parent company in
Switzerland for their services in the Novartis Group and no recharge is made to the Company.
Their remuneration is therefore not included in the above figures.
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18 Employees and Directors (continued)

No Director (2017: none) who is remunerated in the UK exercised options and no Director
(2017: none) received shares under a long term incentive scheme in 2018.

Aggregate emoluments for the highest paid Director were £556,029 (2017: £662,375). The
accrued pension for the highest paid Director was £ nil (2017: £ nil) per annum under the defined
benefit scheme and £ nil (2017: £ nil) accrued lump sum under the money purchase scheme at
the end of the year. Share options exercised by the highest paid Director were £nil (2017: £ nil).
No shares were received by the highest paid Director in respect of qualifying services under a
long-term incentive scheme during the year (2017: none).

No Director (2017: None) is accruing benefits under the ultimate parent company’s defined
benefit scheme, the costs of which are recharged to the Company. No Directors (2017: none) are
accruing benefits under defined contribution schemes.

Employee share participation plans

Employee and management share participation plans consist of both share option plans and share
plans.

Senior management share plans

Under the current plan, tradable share options and restricted stock are granted annually as part
of remuneration of executives and other employees, as selected by senior management and
reviewed and agreed by the Equity Schemes Board of Novartis International AG. Both the option
and restricted stock grants have a three year vesting period. Options must be exercised within
10 years from grant date. Each option entitles the holder to acquire one Novartis AG share at
the exercise price, being the market value of the shares on grant date.

The Novartis Share Incentive Plan (“SIP”) is an HMRC approved plan open to all UK permanent
employees. Eligible employees may contribute up to £150 each month and the trustee of the plan
uses the money to buy shares on their behalf. For every two shares purchased the Company
purchases another matching share at market price on grant date. The shares received under this
plan have a three year vesting period. UK based Directors are eligible to participate in the SIP.

General employee share plans

The Incentive Conversion Plan provides incentive for certain employees where 50% of the annual
bonus can be converted to shares. All options were granted at an exercise price which was equal
to or greater than the market price of the Groups shares at the grant date. In 2018 employees

received 3,331 (2017: 3,205) shares under the scheme.

The market value of the shares held in trust at year end was £10,180,510 (2017: £8,943,931).
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18 Employees and directors (continued)

All options were granted at an exercise price which was equal to or greater than the market price

of the Group's shares at the grant date.

The expenses recorded in the 2018 Profit and Loss Account related to the general employee share

plans amounted to £888,195 (2017: £1,288,000).

The weighted average exercise price for options that were sold or exercised in the year was CHF

55.92.

The following table summarises information about the share options outstanding at

31 December 2018:

Options Outstanding

Options exercisable

Range of Number Weighted Weighted Number Weighted
exercise outstanding average average exercisable average
prices remaining  exercise price exercise price
CHF contractual life

50-59 166,491 1.00 54.73 166,491 54.73
60 - 69 33,767 2.00 61.80 33,767 61.80
Total 200,258 1.50

55.92 200,258 55.92

The weighted average exercise prices and the fair value of options granted are quoted in Swiss
Francs (CHF), the currency of issue of such options in the ultimate parent company.

19 Operating lease commitments — minimum lease payments

The total commitment of the company in relation to operating leases for fixed assets is as follows:

2018 2017
£'000 £'000
Vehicles and other assets
- within one year 1,526 2,232
- two to five years 1,815 2,020
3,341 4,252
Buildings and land
- within one year 962 971
- two to five years 7,243 2,912
8,205 3,883
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20 Contingent liabilities

The Company is party to a composite cross-undertaking to its principal banker (HSBC plc) to
secure the liabilities to the bank of its fellow UK group companies. The contingent liability is
limited to the net cash position of the Company's own bank accounts of £4,227,000 (2017:
£3,129,000), to the extent that it is required to cover the total liabilities of the group companies
who are party to the cross guarantee.

The maximum potential liability for the total UK group is limited to the overdraft position of the
UK companies’ bank accounts, calculated on cleared funds. As at 31 December 2018 the net
surplus of the UK companies was £5.1m (2017: £3.4m).

The total facility for the total UK group is a £6m overdraft facility (2017: £6m overdraft facility).

21 Ultimate parent company and controlling party

Novartis AG, a company incorporated in Switzerland, is the Company's ultimate parent
undertaking and controlling party. Copies of the group financial statements can be obtained

from Novartis AG, Building S-210, CH-4002, Basel, Switzerland.

Novartis AG is the parent undertaking of the largest and smallest group of which Novartis
Pharmaceuticals UK Limited is a member and for which group financial statements are drawn

up.

Novartis UK Limited, incorporated in Great Britain, is the parent undertaking of the smallest

group of which Novartis Pharmaceuticals UK Limited is a member.
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