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At a glance
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Who we are Why invest in Elementis?

Elementis plc is a global specialty chemicals o sireioy to grow the Spacialy Products

business and utihse strong balance sheet

company with Operations worldwide that to reinvest in growth and finance returns to

. . . shareholders (special dwvidend programms
serve customers in North and Latin America, pace
Europe and ASia in a Wide range Of markets Solid financial track record with well
and sectors. The Company has a premium oo oo e re profiatle
l'St'ng mn the UK on the London StOCK Broad differentiated product portfolio that 1s
Exchange and is a member of the FTSE 250 Lnderpinned by propritary techinology, seong
. customer relationships and supported by
and FTSE4Good Indices. innovation, know how and techmical expertise
QOperating in high margin, segmented marksts
and emerging economies, where products
have many applications and diverse end

users, and local market presence i1s supported
by strong global infrastructure

Company has strong governance and nisk
management controls and maintans a high
standard of business conduct, ethics and
corporate responsibility

Specialty Products Chromium Surfactants
Specialty Products provides high value Chromium is a leading producer of Surfactants manufactures a wide
functienal addrtives to the industral and chromum chemicals that make its range of surface active ingredients
decorative coatings, oilfield dnlhng and customers’ products more durable and products that are used as
personal care markets that improve the intermediates in the production
flow characienstics and performance of of chemical compositions

its customers’ products or production

processes

P Read more on page 8 P Read more on page 10 P Read more on page 10
$519.7m $203.8m  $66.9m
Revenue Revenue Revenue

Cautionary statement:

The Annual Report and Accounts for the financial year ended 31 December 2014, as contaned in this document (*Annual Report™),

contain information which viewers or readers might consider 1o be forward looking statements refating to or in respect of the financial
condition, results, operations or businesses of Elementis plc Any such statements involve nsk and uncertainty because they relate to future
events and circumstances There are many factors that could cause actual results or developments to differ matenally from those expressed
or mplied by any such forward looking statements Neathing in this Annual Report should be construed as a profit forecast
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Specialty Products

1. Centres of excellence
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Cur inncvation medel compnses 3 R&D
centres of excellence and 5 technical
service centres R&D centres focus on new
product development and the technical
service centres focus on ensunng these
new products deliver value In the customers'
formulations Together they generate a
searmless and synergistic process that
starts and ends with the customers’ needs

All R3D centres of excellence collaborate on
global projects and specialise in specific areas

Sites

SciPark, NJ, US

Rheology for all

P Rheological additives
P Qifield additives

P Personal care additves

Delden, Netherlands

Surface chemustry

P Specialty bulding blocks

P Specialty coatings additives
P Green solutions

Hsinchu, Tawan

Industnal additives

P Adhesion promoters

P Dispersing and wetting agents
P Sip and leveling agents

3. Organoclay leadership

iﬁg‘VrA‘

We have a strong network of facilites to
support our global organoclay business
which services vancus end use markets
industnal and decorative coatings, oilfleld
and personal care

Markets

Q Industnal Decorative
coatings coatings

o Qilfield e Personal care

Sites

St Lows, MO, US Livingston,
Scotland, UK

0006 ®00

Charleston, WV, US Any, Zhejiang

e Q o province, China
00
Newberry Springs,

Changxing,
CA, US Zhejang province,

0006 Céo

Chromium

2. Reaction chemistry capabiiity

lﬂv"‘

One of our key R&D focuses has been to
target the decorative coatings market and
in particular the $467 million* global market
for acrylic and associative thickeners

Our strategic $25 million investrment In our
New Martinsville site in the US anables us
to be a global supplier by having reaction
chemistry capability in all of our three global
regions Amencas, Europe and Asia

Sites

P New Martinsville, WV, US
P Watercryl, Brazil

P Lvingston, Scotland, UK
P Delden, Netherlands

P Shanghai, China

*  source Kusumgar Nerlfi and Growney - Global
coatings and ink additives September 2014

Our strategy of stable earnings and
cash flow 1s centred around a ftexible
manufactunng model that relies on
operational excellence ~ from strategic
sourcing and procurement to health,
safety and environment

Our principal facility in Castle Hayne,
North Carclina, 1s accredited in the

STAR programme which 1s the highest
recognition level under the US OSHA's
voluntary protection programme and
recognises the achievernent of exemplary
occupational health and safety
performance and standards

. |
Surfactants

Our shared site in Delden, Netherlands,
15 well managed and mantained and,
togethar with our expertise in surface
chemistry, 1s able to carry out a broad
range of chemical processes mcluding
polymensation and condensation
reactions, ethoxylation, propoxylaton,
phosphation, sulphation, sulphonation
and quaterrusation

. |
Key

® Execubive management headquarters
® Corporate head office

@® Specialty Products

® Chromum

® Surfactants

-

~ < -
v i .
1. Centres of excellence -~

L)
[ ] ® ..
Sy ® N
- .
N s
s =
SN
\ ..
A .
- ~
,
< ~
) AN
N
P
\

2. Reaction.chemistry
capability ° S

F

B

Ry N
N
e .
y ~
\\
: /
. J
“~




|
9 countries

30+ locations

1300+ employees

Our success factors are at
the heart of what we do.

Innovation

Intallectual property,
innovation and new
product development

Clear strategy

Clear aobjectives and
business strategies

To see how our key strengths

dnve our business
goto page 6

,f,:\k\

Relationships

Relationships with
customers, suppliers
and other stakeholders
based on trust and
collaboration

(o
(o
(e

Finance

Strong financial
resources, balance sheet
and cash generation

'y

Global
infrastructure ‘

Our global infrastructure i
and abtity 1o access
market channels

Leadership

Strong leadership,
govemance and nsk
managemeant




. Strategic report Corporate governance Financial statements

Highlights

» Group earnings per share* increased
by 8 per cent to 24.8 cents per share.

» Good growth in Specialty Products:

— North America coatings up 7 per cent.
- Asia Pacific coatings up 5 per cent.
— Personal care up 8 per cent.

» Another year of excellent cash generation:

— Net cash position increased to $64.2 million.

» Total dividends for the year increased
by 11 per cent to 15.40 cents per share:

— Special dividend increased by 19 per cent.

Financial summary

2014 2013 change_
Sales $790.4m $7768m +2%
Operating profit* $150.1m $146 6m +2%
Profit before tax* $141.9m $1360m +4%
Diluted earnings per share* 24.8c 230c +8%
Operating cash flow $144.4m $1439m -
Net cash $64.2m $541m +$101m
Profit for the year $175.4m $106 7m
Basic earnings per share 38.1c 23 3¢

| Dividends to shareholders

Interim dividend 2.70c 257¢ +5%
Final proposed 5.75¢ 550c +5%
Special dividend 6.95¢c 5 86¢c +19%
Total for the year 15.40¢ 13 93¢ +11%

*  before axceptonal itams

Shareholder information
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Chairman’s statement

Andrew Duff

p To read more on our objectives,
strategies and business model
gotopage 6

After my first year as Charrman, | am pleased

to report that 2014 has been another year of
sales and earnings growth for Elements Since
becoming Chairman | have enjoyed getting to
know the Group through visits to our varnous
sites around the globe, meeting our people and
engaging with the management team and my
fellow directors | have found the Group to be
well managed, with a clear strategy and people
around the world who are hardworking, talented
and enthusiastic about the Group and its
prospects

n 2014, Group sales were $790 4 million, an
improvement of 2 per cent over the previous
year, largely dnven by the further progress
achieved m Specialty Products white Chromium
and Surfactants delvered sales and cash
generation In ine with therr respectiva strategles
Group operating profit* for the year was

$150 1 million compared to $146 6 milion in

the pravious year, whilst the Group’s operating
margin” remained stable at 19 per cent Dhluted
earnings per share” for the year improved by

8 per cent to 24 8 cents

The Group is recording a number of psension,
tax and legacy items under the heading
‘Exceptional items’ in this year's income
statement These items are discussed more fully
In the Finance report on page 12 After taking
account of these items, Group operating profit
for the year was $156 4 million, compared to
$144 9 milion In the previous year, and diluted
earnings per share was 37 7 cents, compared
0 23 0 cents in 2013

Balance sheet

Cne of the Group's core strengths 1s its strong
balance sheet, supported by posiive cash

flow genaration In 2014 this was once again
demonstrated with the Group's net cash
posttion increasing from $54 1 mullion at the end
of 2013 to $64 2 milion at the end of 2014 This
was achieved despite financing a robust capital
expenditure programme and an additional one
time UK pension contnbution Under our currant
dvidend policy, this increase in net cash rasults
In a similar increase in the special dividend
Once again the deficit on Group retirement
plans, under IAS 19, improved in 2014, going
from $99 3 millon at the end of 2013 1o $65 8
millon at the end of 2014 The Improvement was
largely the result of favourable asset returns and
Company contnbutions

Dwidends

The Board 1s continuing with the dividend
policy introduced in 2012, which 1s to pay
approximately one third of earnings, before
excephonal tems, each year in a combination of
intenm and final dnadends In addition, a special
dividend I1s paid each year of up to 50 per cent
of thé net cash balance at the end of the year,
provided thers are no immedtate investment
plans for that cash Consaquently, the Board 1s
recommending a final dvidend for 2014 of § 75
cents per share {2013 5 50 cents) and a special
dmdend of B 85 cents per share or $32 1 mulion
(2013 5 86 cents or $27 1 millon} These will be
paid on 22 May 2015, in pounds sterling at an
exchange rate of £1 00 $1 5429 (equwvalent to a
starting amount of 8 2313 pence per share), 1o
shareholders on the register on 24 April 2015
This brings the total dradends for the year o

15 40 cents per share (2013 13 93 cents),
representing an increase of 11 per cent over

the previous year

| have enjoyed getting to know the Group
through visits to our various sites around the
globe, meeting our people and engaging with
the management team and my fellow directors.

| have found the Group to be well managed,
with a clear strategy and people around the
world who are hardworking, talented and
enthusiastic about the Group and its prospects.”

*  befora exceptional tems

Elementis ple Annual report and accounts 2014



Strategic report

Health, safety and the environment
Since becoming Chairman, it has been
gratfying to learn that the Group 1s achieving
high standards of performance, compared
to the industry, in this Important area of our
bustness and has developed a culture
throughout the organisation that recogrises
that zero incidents must be the ultmate goal
As such, lessons lsarmed from even the most
minor incidents are used to continuously
Improve our processes and activities, ensunng
that the protection of our employees and the
environment remans a hugh prionty

Board changes

As praviousty announced, lan Brindle ang

Kevin Matthews retred as Board members on
15 December and 31 October 2014 respectively
Both lan and Kevin were key members of

the Board since therr appointments in 2005
Kewin served as Charman of the Remuneration
Commuttes from April 2008 1o Septernber 2013,
while lan served as Chairman of the Audit
Comrrittes, Senior Independent Cirector and,
more recently, Charman of the Board On beha¥
of the Board, | would like to thank both of them
for ther dedication and support during ther
tenure as Board membaers

To replace lan and Kevin, | am dehghted to
walcome Nick Salmen and Steve Good 10 the
Board as from 20 October 2014 Both Nick

and Steve have mpressive backgrounds as
successful executives and directors and | look
forward to working closely with them in support
of the Group’s continuing success

Group revenue

s?790.4m

I
760.5
757.0
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Corporate governance

Governance

The Board considers that it has applied all

the principles and provisions of the Corporate
Governance Code (2012 version} in 2014, with
one exception on audit tenders explained on
page 28 Further information about this and
other aspects of our governance arrangements
are set out In the Corporate governance report
on page 28

People

The Group’s continued success 1S due i no
small part to the hard work, dedication and skill
of its people and | would therefore like to give
them my sincere thanks on behalf of the Board

Qutlock

As the new Chairman, | have inhented a Group
with a clear and ambitious strategy that focuses
on profitable growth, attractive returns con capital
and shareholder value These are all themes
that | wholly support and the Board is fully
engaged in helping the Group to deliver on this
strategy The qualty of our existing businesses,
combined with iis strong cash flow generation
and balance sheset, ensures that wa have both
the platform and the flexbility to make progress
and to pursue profitable opportunities, both
organic and inorganic as they arise

Andrew Duff
Chairman
24 February 2015

Total dividends per share

1?.400
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Financial statements

Shareholder information
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Group Chief Executive’s overview

David Dutro
Group Chief
Executive

> To read more on ocur cbjectives,
strategies and business model
gotopage &

Dear Shareholders,

Ongce again, it 1s my privilege to report that
Elementis has deliverad another year of solid
financial performance The Group's strategy 15
centred on creating its own growth opportunities
based upon ts strong and diverse market
postions This has been prvotal in enabling us

to delver a fifth consecutive year of EPS* growth,
a further improvament in our year end net cash
balance and a matenal increase in the total
dvidend This progress has baen achieved
despite uneven regional and market segment
growth, which further validates our strategy

and underiines the resilience of Elementis

We remain resolute In our commitment to
outperforrm the market and deliver profitable
growth across all stages of the economic cycle
and we have continued to invest to achieve that
objectve While our global capability enables

us to develop and leverage solutions for our
customers around the world, our local presence
allows us 1o truly understand our customers
and their specific needs

2014 highlights
* Another strong financial performance
- 5th consecutive vear of EPS™ growth
— Stable operating margin” at 18 per cent
~ 8trong cash flow from operations saw
net cash increase by $1G1 milion
- Final dividend increased by 5 per cent
- Special dwvidend paid for the 3rd
successive year and increased by
19 per cent

* Spacalty Products
- North Amenca coatings up 7 per cent,
driven in part by sales of iInnovative
products from the newly commissioned
decoratve coatings facilty
- Asia Pacific coatings up 5 per cent
with sales and profits from Chinese
manufactured organoclays reaching
ther highest levels to date
- Good internattonal sales growth from
Hi-Mar, our recently acquired US based
defoamer business
¢ Chromium
- Optimising product and sales mix to
produce stable earnings and cash flow
- Cash generation was 117 per cent of
operating profit*
» Mantaining a strong focus on improving our
excellent health and safety performance

Consistent with our strategic focus on growth,
Speaiaity Preducts introduced new products,
expanded Its geographic presence and made
further investments to serva our customers’
growing demand As a result of thase
inhiatives we

*  Achieved a record levet of new products
as a percentage of sales, with new products
accounting for 9 per cent of total revenue
In the Specialty Products business

* Opened a new sales office in Houston,
Texas, led by a new business director and
sales team in order to focus more intensely
on oifield customers

Elementis has delivered another year of solid
financial performance. The Group’s strategy

is centred on creating its own growth opportunities
based upon its strong and diverse market
positions. This has been pivotal in enabling

us to deliver a fifth consecutive year of EPS*
growth, a further improvement in our year end

net cash balance and a material increase in the

total dividend”

*  before excaptional itams

4 Elementis ple Annua! report and accounts 2014
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* Preparad Watercryl, our racently acquired

coatings additives company 1 Brazil, to
begin exporting throughout Latin Amenca,
which included the installabon of a
comprehensive ERP system

Expanded the scope of tha New Martingville
project to broaden its preduct range
capatilities for US decorative coatings

All 3 phases of construction are now
successiully completed and customer
approvals are ramping up quickly

Our manufactunng facility in Livingston,
Scotland, achieved certrfication for RSPO
(Roundtable for Sustainable Palm Qi) and
CGMP {consumer good manufacturing
practices), further differentiating and
protecting our ine of propnetary personal
care products

The Specialty Products business provides

high value functional addrtives used in coatings,
olffield and personal care applications that
improve the physical properties and performance
of our customers’ products or production
processes The business provides a strong
growth platform with its balanced geographic
exposure across both mature and emerging
economies, strong technology base and strategic
market diversification Specialty Products has

a significant technical service and application
support prasence In its chosen markets that

15 buift on long term relationships of trust,
collaboration and techrucal expertise We help
our customers improve the performancs of ther
products, lower costs or Improve regulatory
comphance by ntroducing additves that
represent a low percentage of the formula

cost but are critical to product performance

EPS and Group operating margin
24.8c
conts/%b

A ==

201

2012*

2013

Key

B Diuted earnings per share before exceptional items (cants)

= Group operating margin before axceptiona items (36)

* rastated foliowing the adoption of revised IAS 19 Employee
Benefits standard

Our diffgrentiated, innovative product offening
1s supported by excellent process technology
and ughtly held manufactunng know how
The majonty of our new products are covered
by intellectual property and, with over 2,500
products in cur portfolio, the business 1s well
pesitionad o be the indusiry's “one stop
solution provider”

The strategy of our Chrormium business 1s
focused on reducing cyclical luctuations and
consistently delvenng predictable and therefore
higher quality earmings and cash flow The
business operates at consistently high rates of
capacrity utisation and serves a diverse number
of customers, geographies and applications,
allowing it to quickly shift products and
resources towards market segments and
regions with the greatest ocpportunities

As the only locally based manufacturer of
chromium chemicals, the business is able to
provide its North American customers with a
differentiated and hughly valued closed loop
delivery modsl which offers them significant
advantages and benefits This model would be
extrermely difficult for a non-domestic supplier
to replicate and therefora provides a long term
competitive advantage The business hasa
significant proportion of its chromium chemicals
sales in North America and 65 per cent of its
sales were to customers In the region during
the year

Net cash

$64.2m

m
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Regardlass of the overall global econcmic
conditions, Elementis will continue its focus

on drmving continuous improvement in the areas
we can control, Including sustainable operating
improvements, market share gains, the
introduction of iInnovative new products and
expansion into new geographic markets We i
are positive about our future, due in large part
to the hard work, Ingenuity and unbounded
energy of the globa! Elementis team Every

day, throughout the year, our people deliver

the quahty and service that burllds customer
loyalty and market strength Although economic
uncertainties in Europe and evolving dynamics
in the oilfield sector reman evident, the current
year has started on a sold footing and we

are confident that the Group will make further
progress in the comeng year We are fully
committed and well positioned to maintain

our record of delivering profitable growth and
industry leadership and would like to thank

our shareholders and customers for their
continued confidence and support

David Dutro
Group Chief Executive
24 February 2015

2012

2013

2014




Our objectives, strategies and business model

Our objectives Qur strategies

Group

P Deliver year on year sustanable earnings growth

P Outperform the FTSE 250 Index for total shareholder retumn
over each successve annual and 3 year pernod

P Maintain a strong belance sheet to provide financial statiity

>

and support invastments in growth

Manage key comporate and business nsks and maintain high

Group

cash flow

standards in business conduct, ethics and corporate responsibility

P Offer added value, high quality solutions tailored to our customers
with strong tachnical support
P Manage businesses to deliver strong financiat performance and

P Maintain well Invested facities, operational excellence, strong
HSE performance and comply with laws and regulahons

Grow by focusing on new products, markets, applications and

geographies and complementary bolt on acquisitions

Optirmise capacity utiisation and operating efficiencies, manage cost
base, sarve higher margin markets and maintain margin discipiine

. ~
Specialty Products \\ Specialty Products
. Grow the Specialty Products business profitably /
Chromium \ Chromium
Manage the Chromium business to deliver stable
. earnings and cash flow

Surfactants

Transiion the Surfactants product portfolio

to higher margin specialty additrves

Who i1s Elementis, what does it do
Elementis s a global specialty chemicals
company Its largest and maost profitable
business, Elementis Specialty Products,
1$ the core of our growth strategy and
has the following key charactenstics

» Operating in diverse and highty
segmented markets

P Supplying products that are critical
ingredients In its customers' formulations
and essential to therr performance, whilst
repraesenting a smal proportion of the
overall cost

P Hawving a broad, differentiated and patent
protected product portfolio, coupled with
nnovation and new product development

P Long term relationships with customers that

are based on mutual trust and collaboration,

supported by strong technical service
and expertise

High sustainable oparating margins
and return on operating capital

v

P

\ Surfactants
~

/ Optirmise profitability, operating efficiencies and commercial focus

s

In addition, Elementis i1s the owner of the only

high rheology grade hectonte mine in the world,

which provides a key raw matenal and source
of competitive advantage

Elementis Chromium supplies chromum
chemicals that make its customers’ products

more durable and Elementis Surfactants supplies

a wide range of surface active ingredients
Common to all 3 businesses are the following
P Profitable, strong cash generation and

high level of return on capital
P Well invested manufactunng facities,

operational excellence and a broad product

offering to a wade range of customers
and markets

P Provision of a differentiated service to
customers, offenng talored solutions
and product innovation

P Strong leadership, clear business strategies

and high performance mutti-functional
business teams, underpinned by robust
governance and nsk management
frameworks, as well as a cufture of
mantaining high standards of business

conduct, ethics and corporate responstbility

] Elementis plc Annual report and accounts 2014

. and why?

Ultimately, the strategy of the Company 1s to
operate its portfolro of manufactunng assets
and exploit its propnetary technologies and
know how to supply products and seraces
to customers, thereby creating value for
sharaholders Key to achieving the above is
the allocation and management of human and
capital resources, as well as accessing and
leveraging the appropnate market channels
and supply chains The above describes our

ovarall busingss activities In terms of the inputs,

processes and outputs that make up our
business medel
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- Our business model

Key inputs

Key sales channels

iid

Key products

Key markets

Key inputs

» Clear strategies and business
prionties, strong leadership and
robust governance and risk
management frameworks,
policies and procedure

P Passionate and committed
global workforce and
an embedded culture
of performarnce and
customer service

P Long term customer
relationshps bull on trust,
strong focus on techmical
expertisa, product mnovation
and providing a ditferentiated
service to diverse markets

Excellent commercial,
procurement and supply chain
teamns supported by strong
global infrastructure

Financial and operating
disciphine, well maintained
facities and strong functional
support teams

Key products
b Specialty Products

Rheclogical modifiers,

specialty additves organociays,
defoamers, adhesion promoters,
waxes and resins, flow and
{aveling additives, colourants
and pigments, dispersing/
wetting/slip and coalescing
agents, and lanolin and other
natural ol dervatves
Chromium

Chromic acid, chromic oxide,
sodium dichromate and chrome
sulphate, with customised
delvery system

Surfactants

Wide range of surface active
ingredients and products

used as intermediates in

the production of chemical
compositions

Key sales channels

[ J

>

Specialty Products

Long term customer
relationships with global
MNEs as well as sales to
ragional and local customers
Global sales platform, solid
infrastructure with cross-selling
opportunities Manufactunng
tacilities, R&D centres and
technical service labs in the
Amencas, Europe and Asia
to support all our key markets
Chromum

Sales to tha North Amencan
market while selectively
supplying the Latin American,
European and Asian markets
Surfactants

Long term customer
relationships with global MNEs
as wall as sales to regtonal
and local customers

Elementis pic Annual report and accounts 2014

Key markets

Major regions supphed
North and Latin America,
Europe and Asia

Major segments/apphcations

P Speciafty Products
Industrial and decorative
coatings, oilfield dnlling and
personal care

» Chrommum
Metal finishing, metal alloys,
timber treatment, leather
tanning, pigments, caramics
and rafractory

P Surfactants
Qilfield production chemicals,

construction chemicals, texties
and leather, household, plastics,
resins and other mche markets




Our businesses

Group performance

Specialty

Products
Revenue
Etffect of Increase/
Revenue  exchange (decreass} Revenue
2013 rates 2014 2014
Smillion $rullion Smillion $million Greg McClatchy
Specialty Products 5028 14 155 5197 President of Elomentis
Chromium 2148 - 17 2165 Specialty Products and
Surfactants 722 03 (54 671 Elementis Surfactants
Inter-segment {13 0) 01 {12 9)
776 8 17 119 790 4
Operating profit Our performance
Operating Effect of Increase/ Operating 2014 2013
profit exchange (decrease) profit
5013 rates 2014 2014 Sales . $5197m  §5028m
$million $million $milion  $million Operating profit $98 5m $991m
Specualty Products 991 05 o 98 5 Operating margin® 19% 20%
Chromium 551 - 32 58 3 ROCE"" 35% 38%
Surfactants 56 - ©7 49 : before exceptional itams
- 1]
Central costs (132) ©8) 22 (116) bfore tax ed excluing goodu
146 6 1) 46 1501
*  belore exceptional items Spirt of sales revenue
Segment % Geographic %
@ Industrial coatngs ® North Amenca
@ Dacorative @ Asia Pacriic
@ Otfield driling @ Europa
\ @ Personal care @ Rast of the world
Our success factors

8 Elementis plc Annual report and accounts 2014

are at the heart of our

operations

Specialty Products provides high
value functicnal additives to the
industnal and decorative coatings
oiffield dniing and personal carg
markets that improve the flow
characteristics and performance
of Its customers products or

production processes
:"“" Innovation

B Relatonships

"" Global infrasuucture
@ Clear strategy

.ll Finance

* Leadership
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Key facts

* Wa accounted for 66 per cent of Group sales
and 66 per cent of Group operating profit*
n 2014

* We are based in 28 locations around the
world, in North and Latin Amenca, Europs
and Asia, and our sales are broadly splt
between North America, Europe and Asia

* Wa have over 800 employess globally,
13 manufacturing facilities, 3 research
centres of excellence (including a process
development facility}, 5 techrical service
centros and 11 dedicated sales offices

* Qur top 10 customers account for less than
22 per cent of total sales

* In each key segment, the business hag many
competitors from multinatonals to smaller
privately owned businesses

What we do

* We provide high value functional additives
to the industnal and decorative coatings,
oifield dnlling and personal care markets
that improve the flow charactenistics and
performance of our customers’ products
or production processes

+ We have significant expertise in the science
of rheclogy which, in its simplest form,
means aur technology imparts thickness
and wiscosity contro! For example, paint
without rheological additives would have
the consistency of water but paint with our
additives I1s smoeth, homogeneous angd
has a controlled, even spread on a surface

* The same requirements for rheclogical
additivas exist In personal care products,
such as creams and lotions, and n oiffield
dnliling applications, providing wiscosity
control to thicken and suspend solids
in dnling formulations and to stabilise
stimulation packages used in the
dnlling process

How and where we do it

For a descnption of what makes us successful,
who and where our customers are and a list of
our products and markets, refer to the Business
model section on page 6

A map of our global locations ts in the At a
glance section on the Inside Front Cover

*  before exceptional stems

Key product applications

¢ Industnal coatings protective applications
In automotive, containers, furniture, floonng,
marine, plastics and construction

¢ Decorative coatngs homes, offices and
similar environments

* Qilfield driling and fractunng fiuids utdised
n ol and gas extraction activities

* Personal care antiperspiranis, nail polish,
mascara, make-up, eye shadow, lipsticks,
creams, lotlons and suncare products

+ Construction concrete, plasters, mortars,
renderings, stuccos, floornng systems
and bullding adhesives

Koy sector drivers

¢ Industnal coatngs increasing demand from
customers for high performance coatings
that enhance thetr products and exposure
to higher growth emerging markets

* Deccrative coatings regulatory trend
towards low VOC and increasing consumer
sophistication in emerging markets

* Qilfield exposure to shale oll and gas
and extreme driling

* Personal care increasingly sophisticated
consumer demand and emerging market
development

2014 Performance

Sales in 2014 were $519 7 million comparad

to $502 8 million in the previous year, which is
an increase of 3 per cent Currency movements
had no matenal impact on sales for the year as
a whole, although euro exchange rates had a
positive influence for the first @ months of 2014
but this was offset in the final 3 months when the
value of the: euro declined aganst the US dollar
Overall pricing dunng the year was relatively
stabte and therefore higher volumes were the
man driver of the improved sales

* [n North Amenca, sales of coatings additives
improved by 7 per cent compared to the
premvious year The business expenenced
good sales growth throughout the year due,
n part, to new innovative preducts introduced
nto the decorative coatings market, utilising
the recently completed facility in New
Martnsvlle, US, and solid industral actvity
from the undertying economy

* In Europe, coatings additives sales improved
by 2 per cent over the previous year as the
busingss made good progress despite a
more challenging economic environment
The penod saw a marked reduction in
dermand in the final 3 months of the year as
European economic concerns resurfaced
Overall, the business continued to benefit
from strong customer relationships, new
product sales and additional sales into
the Middle East and Eastern Europe

» Sales of coatings additives in Asia Pacific
improved by 5 per cent as the business
benefited from its strong position in China
and expanding sales in the rest of Asia
Pacific, driven by a differentiated product
cffening, exemplary customer service
and tigh guality technical support

+ In Latin Amenca, coatings additives sales
wera 3 per cent lower than the previous
year as good progress in expanding
sales outside Brazil was offset by weak
underlying economic actmty and adverse
currency movements

Following a slow start to the year that was
impacted by poor weather in North Amenica,
Qilfield sales returned to robust growth in the
second half of the year with sales for the final

6 months 9 per cent ugher than the same
period last year This brought the full year result
to within 3 per cent of the previous year with
robust actmty evident in shale deep offshore
and seasonal Canadian drilling

In Personal care, sales were 8 per cent higher
than the previous year with particularty strong
growthn Latin Amenca and Asia Pacific, where
commercial resources were recently added

to further expand the geographic presence of
the business This attractive growth rate was
achieved despite a temporary downturn in
European dernand dunng the final 3 months

of the year, due to renewed concerns about

the European economy

Operating profit™ for the year was similar to the
previcus year at $98 5 millon There were no
matenal changes in raw matenal and energy
costs during the year, but the start-up sffects
of the recent investments In the coatings
additives plant In New Martinsvilla had a short
term darmpening afiect on operating margin®,
which ended the year at 19 0 per cent
compared te 19 7 per cent in the previous year
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Qur businesses

continued
Elementis
Chromium Our success factors are at
the heart of our operations
Chromium 15 a leading producar of chromium
chemicals that make its customers products
mors durable
Dennis Valentino »
President of Elementis "" Innovation IE Clear stratagy
Chromium
v Relationships .'I Finance |
' I Giobal igs Loadership |
wnfrastructure
|
I
Qur performance
2014 2013
Sales $216 5m 3214 8m
Operating profit* $583m  $551m |
Operating margin® 27% 26%
ROCE*" 58% 52%
*  before excepticnal lterms
** bafore tax and excluding goodwil
Spint of sales revenue
Segment % Geographic %
° ® Mstal firushing ® North America
- Other Asta Pacific
@ Timber treatment @ Rast of the world
y @ Pgmentary N @ Europe
® Leather tanning
Elementis
Surfactants Our success factors are at
the heart of our operations
Surfactants manufactures a wide range
of surfaca active ingredients and products
Our performance that are used as ntermediates in the
production of chemical compositions
2014 2013
S,
Sales $67.1m $722m "’ Innovation @ Glear strategy
Operating profit* $4.9m $56m
Operating margin® 7% 8% ‘v Relationships .gl Finance
ROCE™ 21% 25% & Global @i teadershp
* before excegtional itams infrastructure
** before tax and excluding goodwill
Spiit of sales revenue
Segrnent % Geographic %
<3
P @ Oftfiaid production @ @ Europe
chemicals Rest of the world
Other @ Asia Pacific
N ® Texctls & Loathor ® North Amorica
@ Water troatmant
Fead
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Key facts

We accounted for 26 per cent of Group sales

and 39 per cent of Group operating profit*
1n 2014

We ara the only domestic preducer of
chromium chemicals in the US and operate
from 2 major facilities in Castle Hayne, North
Carolina, and Corpus Chnisti, Texas, and

3 smaller processing faciities supplying
local tannenes

Wa have over 240 employees, most of
whom ars located in the US

Our top 10 customers account for less
than 59 per cent of total sales

The bustness has many compstitors

from multnationals to smaller privately
owned businesses

What we do

We provide chromium chemicals to
customers that make thewr products mora
durable and which are used in a wide range
of sectors and apphcations

Qur reputation for quality and operational
excellence, high levels of customer service
and tachnical support, as well as our
customised bulk delivery system, are key
diffgrentiating factors that enable us to
dewvalop long term, mutually advantagecus
relationships with our customers

How and whore we do it

For a description of what makes us successful,
who and where our customers are and a hst of
our products and markets, refer to the Business
medel section on page 6

L.
Key facts

We accounted for 8 per cent of Group sales
and 3 per cent of Group operating profit*
In 2014
We share a manufactunng plant in
Delden, the Netherlands, with Elementis
Specialty Products
We employ over 140 employees at our

" Delden stite
Our top 10 customers represent 83 per cent
of total sales
The business has many competitors
from muitinationals to smaller privately
owned businesses

What we do

*

We are In the process of franstioning

to more higher margin speciatty additives
Cur facility 1s equipped with both continuous
and mu-purpose batch reactors for

a vanety of chemical processes which,
together with our expertise, allow us

10 produce a wide range of compiex
products, customised to meet our
customers' requirements

bafore exceptional items

A map of our global locations i1s in the Ata
glance saction on the Inside Front Cover

Key products and applications

Chromic oxide as a pigment In paints,
plastics and roofing and ceramic tiles, n

the construction of high temperature and
abrasion resistant refractory brick for glass
and fibreglass, and in the production of
metal altoys for use In aeroplane and land
based turbinas

Chromic acid 1n plating metal and plastic

to produce a strong, tarnish resistant chrome
finish for appliances, automaobiles and

rnany other applicatrons, and as a wood
praservative for marine pilings, telegraph
poles, landscape timbers and other industnal
wood applications

Chreme sulphate In tanning to produce high
qualty leathers for a wide range of end uses

2014 Performance

Consistent with the strategy of delivenng stable
earnings and cash flow, sales in Chromium in
2014 were 1 per cent higher than the previous
year at $216 5 milhon, with similar volumes sold In
each year Currency movements had no matenat
impact on sales or operating profit as the majonty
of the business 1s transacted in US dollars

Following a slow start to the year due to
adversa weather conditions, sales In North
Amerca finished the year 14 per cent higher
than the previous year Strong demand for
refractory grade oxide and chromic acid for
timber treatment were the key drivers of the
improvement, while chrome sulphate sales into
leather tanning were relatively stabls, having
shown a weaker trend In previous penocds As
the strategy also includes the gptimisation of
Chrormiurn's flexible cperating base in North

* Sodwm dichromate as an intermediate
chemical to produce the above chromium
chemicals as well as pigments for industrial
coatings and traffic pant

Koy sector drivers

* Chromic oxide construction, coatings,
arcraft engines and gas turbines

» Chromic acid automotve, heavy/ight
machinery, construction and infrastructure

+ Chrome sulphate beef consumption

+ Sodwum dichromate all of the above

How and where we do it
For a descnption of what makes us successtul,
who and where our customers are and a hist of

our products and markets, refer to the Business

maodel section on page 6

A map of our global locations 1s in the At a
glance section on the Inside Front Cover

2014 Performance
Sales in Surfactants in 2014 were $67 1 milion
compared to $72 2 milion in the previous year,

which 1s a reduction of 7 per cent with volumes
tower by 11 per cent This i1s consistent with the

Group's strategy of utlising more of the Delden
faciity to produce higher margin additives for
the Specialty Products business and hence
gradually reduce the volume of surfactants
produced and sold

Amenca, uthsing a relatively fixed manufacturing

output, higher sales in North Amenca naturally
resufted in lower sales in both Europe and Asia

Pacific, where markets have generally been more
chalenging In 2014, 65 per cent of Chromium's

salas were in North Amenca, compared to 57
per cent in 2013

Operating profil” for 2014 was 6 per cent higher

than the previous year at $58 3 milion and
benefited from an enhanced sales mix, due
to the trends already descnbed, white
improverments in the overall cost base offset
marginally lower avarage seling pnces

Operating profit* in 2014 was $4 9 million

compared to $5 6 miflion In the previous year,
consistent with the lower sales volumes, while
average seling prices improved by 3 per cent
" response to higher raw matenal pnces

Currency movements had no matanal impact
on sales and operating profit, despite the fact
that the majonty of the business 1s transacted
In auros, because the average euro/US dollar

exchange rate was at a simifar level in both years
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Finance report

Brian Taylorson
Finance Director

Revenue
2014 2013
$million Smilion
Specialty Products 5197 5028
Chromium 216.5 2148
[ . Surfactants 671 722
Inter-segmant {12 9) (130
790 4 776 8
Operating profit
2014 2013
Underlying Undertying
Operating Exceptional operating Operating Exceptional operating
profit ltems profit profit tems profit
Smillion Smiltion $million $rnillion $million $mithion
Specialty Products 1001 {1 6} 885 938 07 991
Chromium 568 15 583 446 105 551
. Surfactants B2 {33 49 89 13 56
Central costs {87) {2 9) (11 6) 64) (6 8) {132
156 4 {6 3) 1501 144 9 17 146 6

Group results

Group sales In 2014 were $730 4 milkon compared to $776 8 milkon in
the previous year, an increase of 2 per cent with no matenal iImpact from
currency movernents Sales in Specialty Products improved by 3 per cent
on higher volumes whilg, n ine with thew respective strategies, sales in
Chromium were relatively stable and in Surfactants reduced by 7 per cent

Group operating profit” was $150 1 millicn compared to $146 6 milion
in the previous year, with no matenal impact from currency movements,
and Group operating margin” was stable at 19 per cent n sach year

Currency hedging

Although a large proportion of the Group's bustness is transactad in

US dollars, the Group also transacts in other currencies, In particular
euros, pounds sterling and Chinese renminbi In order to reduce earnings
volatlity from these currency exposures, the Group takes out cash flow
hedges each year where these ara readily avallable In 2014, overall
currency movemenis were such that the net impact of these hedge
transactions was a credt to operating profit of $1 9 milion, while In

2013 there was no matenal impact

Central costs

Central costs are those costs that are not identifiable as expenses of a
particular business and compnse expanditures of the Board of directors
and the corporate office In 2014 central costs” were $11 6 millon, which
was lower than the previous year by $1 6 millon due to a reduction in the
cost of vanabte compensation plans and other central provisions which
oftset an increase of $0 6 milion due to currency movements

*  before exceptional items
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Exceptional tems

A number of items have been recorded under ‘exceptional tems’ in the
2014 Consoldated income statement by virtue of therr size and/or one
time nature, in order to provide a better understanding of the Group's
results The net impact of these items on the Group profit before tax
for the year I1s a credit of $6 3 milion The befora tax 1tems fall into

3 categones, as summarised below

amploy:ce’ii Ermnonrental
Credit/icharge) benefits PIOMSIONS Other Total
Specialty Products 16 - - 16
Surfactants 33 - - 33
Chromium - (15) - (15
Central costs - (0 4) 33 29
Total 49 {19) 33 63

Post employment benefits - net credit of $4.9 miliion

In the Netherlands the arrangement with the previous insurers of the
defined benefit pension scheme came to an end on 31 December 2014
and the Group has contracted with a new industry wide pension fund

for 2015 onwards As a result, the plan wall in future be accounted

for as a defined contribution plan Consequently, a defict amount of

%4 1 million relating to the oniginal ptan has been raversed in 2014 and
the resutting credit recorded as an exceptional tem More details on this
can be found later in this report In addimon, a legacy provision of $0 8
mullion relating to a 2005 clam made by a group of pensioners n the
Nethertands has also been reversed and credited to Group profit because
the matter has now been settled The total amount of $4 @ million has
been allocated between Specialty Products and Surfactants in a manner
that 1s congistent with how fixed costs in the Netherlands are allocated
between these two businesses
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Environmental provisions - charge of $1.9 million

The Group's environmantal provisions are calculated on a discounted
basis, reflecting the tme period over which spending 1s estimated to take
place As arasult of a decline in the undertying market intarest ratas that
are utlised In the discount rate calculation, it was concluded that the
discount rate applied to future spending should be further reduced

This resulted in a charge of $1 9 milion in 2014 which was allocated
betwean Chromium and central costs based on the properties o

which the spending relates

Other adjustments - net credit of $3 3 million

The lguidations of a number of legacy subsidianes no longer Involved

In Group actvities resulted in one time credits totalling $3 3 mifion beng
recorded in Group profit

Taxation - net credit of $53 5 million

Tax related tems that resutt in a net credit of $53 5 mullion have also been
recorded as exceptional tems The net credit anses from the recognition
of UK advance corporation tax credits amounting to $42 0 milkon with an
additional credit of $12 3 milion i respect of UK tax assets The surplus
ACT arose in respect of tax paid under the pror mputation system which
allowed for ACT credits to be offset agamnst mainstream UK tax labilites
The ACT not previously used under that imputation system had been written
off at the tme when there was no UK corporation tax hability antepated in
the foreseeable future It 1s now the Board's view that taxable profits will
anse in the UK in the future and, as such, surplus ACT previously written
off should now be recognised as a tax asset Offsetting these credits is the
tax cost associated with the pre-tax exceptional tems listed above

Other expenses

Other aexpenses are admimstration costs incurred and paid by the Group's
pension schemes, whose members are pnmanly former employees of
legacy businesses Total costs were $1 9 million in 2014 compared to

$2 0 million In the previous year, reflecting the stable nature of this

cost category

Net finance costs

Taxation

Tax charge
2014 2013
Effactive Effective
rate rate
$mllllon  per cent Smillion per cent
Before exceptional tems 283 185 294 216
Exceptional tems {53 5) (36 9) (18) (1.0}
Total (27 2) {18 4) 276 206

The tax credit of $27 2 milion (2013 charge $27 6 milion) Includes

a significant UK exceptional tax credit of $54 3 millon Before this
excephional tax credit and the tax charge of $0 8 million in relation to
exceptional tems, the tax charge was $26 3 milion (2013 $29 4 million)
and represents an effective tax rate of 18 5 per cent (2013 21 6 per ¢ant)
The decrease In tax rate results from certain addional and permanent
tax benefits ansing from both overseas tax allowances as well as changes
In the geographic mix of profits

Earnings per share

Note 9 1o the Consolidated financial staternents sets out a number of
calculations of eamings per share To better understand the undertying
performance of the Group, earrungs per share reported under IFRS 18
adjusted for tems classified as exceplional

Diluted eamings per share, before exceptional tems, was 24 8 cents
compared to 23 O cents in the previous year, with the improvemeant
due mainly to an increase In operating profit, lower finance costs and
a reduction in the tax rate Basic earnings per shara was 38 1 cents
compared to 23 2 cents in 2013 and included 13 0 cents (2013 nil}
relating to exceptional items as descnbed earlier in this report

Distributions to shareholders

Dunng 2014 the Group paid a final dvidend in respect of the year ended
31 December 2013 of 5 50 cents per share (2013 5 32 cents) and a
spectal dvidend of 5 86 cents per share (2013 4 79 cents) An intanim
draidend of 2 70 cents per share (2013 2 57 cents) was paid on 3 October

2014 2013 2014 and the Beard 1s recommending a final dividend for 2014 of
$million $millon_ 575 cents per share and a special dvidend of 6 85 cents per share,
Finance income 03 02  both of which will be pad on 22 May 2015
Finance cost of borrowings {16) (2 5)
(13) 23 <Cashflow
The cash flow s summansed below
Net pension finance costs 31) 4 5}
Discount unwind on provisions {19) {18 2014 2013
{6 3) 86) $million $rnilion
EBITDA' 1753 1708
Net finance costs deciined by S2 3 mifion in 2014 to $6 3 mitlion, marmly Change n working capial 43 65
due to a dechne in the financial cost of pension deficits and a reduction n Captal expenditure {34 9) (350
Interest on bank borrowings Net pension finance costs were lower than Other {0 3) 19
the previous year largely because, under IAS 19, the charge 1s based on Operating cash flow 144.4 1439
the deficit value at the beginning of the year and the opening deficit In 2014 Pension deficit payments {49 5) (26 8)
was approxamately 28 per cent lower than it was in 2013 Finance cost of Interest and tax (13.3) (146
borrowings largely relate to amortised arrangement and commitment fees Other {0 8) {5
on unutiised borrowing faciliies, as the Group ls&;n a net cash postion, and Free cash flow 80.8 1010
came down as a result of the refinancing of the Group's main borrowing
faciity n the second half of 2013 Average borrowings in the year and 2;;?}?;3;?5 d disposals (6(: :; ‘(gg g;
borrowing rates were also marginally lower than the previous year Discount
on provisions relates to the annual tme value of the Group’s environmental Currency fluctuations (19) 02
provisions, which are calculated on a discounted basts Movement in net cash 101 101
Net cash at start of year 54.1 440
Net cash at and of year 64 2 541

1 EBITDA - earmings before interest tax exceptional items depreciation
and amortisation
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Finance report
continued

Graup cash flow was again positive for the year, Increasing the nat

cash balance at the end of the year by $10 1 milion to $64 2 milkon
Contributing to this positive outcome, EBITDA In 2014 was $4 8 million
huigher than the previous year at $175 3 millon, n Iine with the improved
operating profit for the year Cash flow relating to working capital was an
inflow of $4 3 mithon compared to an inflow of $6 5 million In the previous
year Inventones at the end of 2014 were $9 2 millon higher than the
previous year end, largely due to preduction and purchasing patterns
towards the end of the year Consequently creditor balances also
increased by a similar amount Trade debtor balances declined by

$4 8 milion over the same period, consistent with lower sales in the

final three months of 2014 as compared to the same penod in 2013 In
cormbination, these changes resulted in the working capital cash inflow
of $4 3 million for the year Capital expenditure in 2014 was similar to the
previous year at $34 9 millon, while total depreciation for the year was
$25 4 milion, including $3 6 million relating to amortisation of ntangibles
$11 2 milkon was invested in the year in growth projects in Specialty
Products (2013 $12 6 million), of which $8 O milion related to the third
phase of our new decorative additives facility n New Martinsville, US,
and S2 4 million related to plant upgrades in Asta Pacific Investments

n plant mantenance and productmty across the Group totalled

$23 7 million in 2014, compared to $21 8 millon in the previous year

Pension deficit payments in 2014 were $22 7 million higher than the
previous year at $49 8 milion and the increase included an additional one
time payment to the UK Scheme of $15 2 million and additional paymerits
to the US Scheme of $4 7 million Going forward, total contnbutions in
2015 are expected to be in the rangs $25-$30 milion Interest and tax
payments totalled $13 3 millon in 2014 compared to $14 6 mullion in the
previous year, of which $12 0 milton {2013 $12 3 milion) refated to tax
payments Thus leve! of tax outflow represents a relatively low rate of cash
tax {8 & per cent} and 1s a result of the Group being able to access certan
overseas tax credits Utilisabion of these credits 1s clese to an end and
theretore i 1s expected that the rate of cash tax will Increase going
forward The recognition and expected utiisation of the aforementionad
ACT and tax assets 1s not expected to have a matenal mpact on the
Group's cash tax rate Dividends paid in 2014 were $6 4 milion higher
than the previous year at $64 7 millon and represents the payment of the
final and special dividends for 2013 and the intenm dividend for 2014, all
of which were higher than in the previous year Acquisition spending in
2014 was $4 1 milllon and representsd the purchase of a mnonty interest
In a majonty owned business in China, while spending in 2013 of $32 8
million related to the acquisition of Hi-Mar in the US

Balance sheet

2014 2013
$million $million
Intangible fixed assets 373.0 3821
Tangble fixed assets 2117 2026
Working capital 1374 1437
Net tax labilities {41.4) 98 3)
Provisrons and retirement benefit obhkgations (100 8) (137 7)
Net cash 64 2 541
Total squity 644.1 54565

Group equity increased by $98 6 million in 2014 (2013 $64 7 million)
consistent wath the profit for the year, dwvidends paid and changes in
pension habilibes Intangibte fixed assets declined by $9 1 rrullon due
mostly to a cumrency translation cost of $6 6 million and amortisation
charges of $3 6 millon Tangible fixed assets increased by $9 1 million in
the year, largely as a result of caprtal spending for the year exceeding the
deprectation charge by $13 8 milion, while currency transiation reduced
the year on year balance by $5 5 milion Working capital decreased by
$6 3 million, with an Increase In Spectatty Products’ Inventones of

$10 5 milion to assist stock avalability being offset by an overall Increase
In trade and other payables of $10 9 millon and reduced trade and other
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debtors of $4 8 million Net tax habilities decreased by $57 9 milion, driven
by the recognition of UK advance corporation tax credits and deferred tax
assets Movements In provisions and retirement benefit obhigations are
discussed elsewhere in this report Net cash increased by $10 1 million

as described in the previous section

Tha main dollar exchange rates relevant to the Group are set out below

Year 2014 Year 2013

and Average end Average

Pounds sterling 064 060 0860 064
Euro 083 075 073 075

Provisions

The Group records a provision In the balance sheet when it has a present
obligation as a result of past events, which 1 expected to result in an
outfiow of economic benefits n order to settle the cbligation The Group
calculates provisions on a discounted basis At the end of 2014 the
Group held provisions of $35 0 milion {2013 $38 1 milkon}, consisting

of emaronmental provisions of $31 7 million (2013 $34 9 midiion) and

self nsurance provisions of $3 3 million (2013 $3 2 mulion) In 2014
environmental provistons reduced by $3 2 millon as a result of spending
of $51 million (2013 $5 2 million) and favourable currency moverments
of $1 3 milion {2013 unfavourable $0 3 milkon} These were partly offset
by increases in the provision due to a time value of money charge of

$1 9 milion (2013 $1 8 mulion) and a structural charge of $1 9 million

to reflect a change in the undertying ¢hiscount rate This latter charge s
treated as an exceptional item in the Group results as described earlier
i this report The self insurance provision represents the Group’s
estimate of its liability ansing from retaned habiites uncler the

Group's Insurance programme

Pensions and other post retirement benefits

2014 2013
$million $miliion
Net habilities
UK 284 661
us 311 231
Other 63 101
658 993
UK plan

The largest of the Group's retirement plans 1s the UK defined benefit
pension scheme (“UK Schema"} which had a deficit under IAS 19 of

$28 4 million at the end of 2014, compared to $66 1 million at the end of
2013 The UK Scheme s relatively mature, with approximately two thirds
of ts gross kabiiities represented by pensions n payment, and 1s closed
to new members The deficit under IAS 19 dechned in 2014 due manly
to a positive return on assets of 13 per cent (2013 7 per cent) and deficit
contnbutions from the Company of $41 9 million (2013 $21 4 million}
These more than offset the financial cost of the kiabiities of $35 6 milion
{2013 $30 6 million) and other habiity adustments of $70 7 million

{2013 $26 9 millon} Deficit contnbutions in 2014 were made as part of
the current funding agreement, which was concluded with the trustees of
tha scheme followang the tnennial valuation exercise as of 30 September
2011, and included an additional one tme payment of $15 2 milion Other
lability adjustments included the impact of a fall in real corporate bond
yields dunng the year by 60 basis points {2013 decline of 20 basis points}
The next tnennial valuation exercise will be completed dunng 2015, based
on a valuation as of 30 September 2014 Early indications are that the
deficit value at that date 1s In kne wath that anticipated by the current
funding agreement Under that agreement the Company has agreed to
make the following contributions in pounds sterling n order to bring the
funding deficit to zerc
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Amount
Year payable £million
2015 149
2016 10
2017 98
2018 9.8
US plans

Inthe US, the Group reports 2 post retirement plans under IAS 19 a
defined beneafit pension plan with a deficit value at the end of 2014 of

$23 7 milion (2013 $15 6 milliony), and a post retirement medical plan with
a lability value of $7 4 milion {2013 $75 milion) The US pension plan 1s
smaller than the UK plan and 1s closed to future accruals In 2014 the overall
deficit value increased by $8 0 milion {2013 decreased by $28 2 milion)
due to the anticipated financial cost of the babilkties of $5 6 million (2013

$5 1 miflion) and actuarial ncreases of $16 9 milion {2013 decrease of

$11 5 milion) Other habilty increases consistad mostly of a revision to
monrtality assumptions costing approximately $5 8 miflion and a dechine

in real corporate bond yields of 55 basis points (2013 increase of B0 basis
ponts) These ncreases In the kability were offset by positive asset retumns
of 7 per cant 2013 22 per cent) and employer contnbutions of $7 8 millon
(2013 $2 9 milion)

Other plans

In the Netherlands, the Group operated an insured defined benefits
pension plan as 1s custemary in that country On 1 January 2015 the Group
contracted with an industry wide pension fund in the Netherands to provide
pension benefits for its employees as they relate to future accruals This
fundt has a number of other participant companies and nsks are shared
across all of the participants  As such the fund 1s unabls to provide the
information required in the future to allow the Group to account for the plan
benefits as a defined benefit scherne under IAS 13 Censequently going
forward the Group will account for these benefits as though the plan was

a defined contnbution scheme, In accardance with |AS 19, recording future
contributions by the Group as an operating expense Under this method

of accounting the Group will no longer record any asset or liability relatve
to this plan and hence has recorded an income statement credit in 2014

of $4 1 milion in crder to reverse the llabilty that would have besn shown

at 31 December 2014 had this change in accounting not been made This
credit has been recorded as an exceptional item in 2014 and Is referred

to in the earlier section of this report that covers this topic A lability of

$3 7 millon was recorded in the Group balance sheet as of 31 December
2013 i relation to these pension benefits

Cther kabidities at 31 December 2014 amounted to $6 3 million
(2013 36 4 millon} and relate to pension arrangements for a relatvely small
number of employees in Germany and certain legacy benefits in the UK

Key performance indicators

The Group maintains a standard set of key performance
indicators (“KP1s") against which each business reports
on a monthly basis. The principal financial KPis are histed
below, The Group’s mam non-financial KPis relate to our
health, safety and environmental performance. These
KPIs are recordable incidents, iost time accidents and
environmental incldents which are descnbed more

fully in the Corporate responsibility report

Our short term incentives include targets agalnst the
annual operating plan for profit before tax, operating profit
and average trade working capital to sales ratio

Our long term incentives include targets against EPS and
total shareholder retumn which are a subset of the Group's
financial KPIs.

1 Operating profit/operating margin

Operating profit 1s the profit denved from the normal operations of
the business Operating margin is the ratio of operating profit, before
exceptional tems, 1o sales The Group achieved an operating profit”
ot $1501 milion for the year ended 31 December 2014 (2013

$146 6 million before exceptional tems} The Group’s operating
margin® was 19 per cent compared to 19 per cent in 2013

2. Average trade working capital to sales ratio

The trade warking capital to sales ratio is defined as the 12 month
average trade working caprtal divided by sales, expressed as

a percentage Trade workang capital cormpnses nventories,

trade recevables and trade payables tt specrficafly exciudes
prepaymernts, capital or interest related raceivables or payables, |
changes due to currency movements and items classified as other

recewables and other payables The Group's 12 menth average \
trade working capital to sales ratio at 31 December 2014 was

21 per cent (2013 20 per cent)

3 Retumn on oparating caprtal employed

The return on operating capital employed (*ROCE"}) i1s defined

as operating profit before exceptonal tems dmded by operating
capital smployed, expressed as a percentage Operating capital
employed compnses fixed assets (excluding goodwall}, warking
capital and operating provisions Opsrating provisions include self
insurance and environmenital provisions but exclude retirement
banefit ohligations The Group's ROCE was 42 per cent for the
year ended 31 Dacember 2014 (2013 43 per cent)

ROCE for the Group including goodwill was 22 per cent in 2014
(2013 22 per cent)

4 Contribution margin

The Group's contnbution margin, which is defined as sales
less all vanable costs, divided by sales and expressed as
a percentage, \n 2014 was 38 per cent (2013 37 per cent)

5 Operating cash flow

The operating cash flow is defined as the net cash flow from operating
actviies less net capdtal expenditure but exciuding ncome taxes paxd
or ecanved, interest paid or recened, pension contnbutions net of
current service cost and exceptional tems 0 2014 the operating cash
flow was $144 4 milion {2013 $143 9 mullion).

*  befors exceptional itemns
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Finance report
continued

Risk management report

The nsk management framework at Elementis 1s well defined internally with an established programme
of activities to monitor and manage the Group'’s prncipal nsks

The Board defines

strategic direction

conjunction with the

managsement team and

monitors the performance
' of the businesses In

all matenal aspects

of their operation

The Board sets the nsk

culture and levels of

appetite and tolerance

for nsk

The Board 1s rasponsible
for overseeing the creation
of value for shareholders,
while ensunng that the
Group's processes are

n comphance with
applicable laws and
regulations, and of a hugh
standard as regards
business conduct ethics
and its health, safety and
environmental
performance

The Audit Committee
supports the work of the
Board and 1s responsible
for ensunng the integnty
of financial Information
and processes, as well
as the protechon of
Group assets

Its focus 1s on financial,
operational and
comphance nsks and
controls (see also Audit
Committes report on
pages 32 to 34)

Management s responsitio
for all business actvities
and delvery of the Group’s
strategic objectves and
annual operating plans and
utmately shareholder value
This reguires entrfying
both cpportunity and sk
and leveraging these to the
Group's advantage

The management of nsk

15 Integrated into the general
management functon
which means all layers

of management have

a responsibility for
identtying, assessing and
communicating nsk upwards
n the chamn of management

To suppert this approach,
the Group has sk
managernent policies,
procedures and controls

n place In addtion, a
programme of compliance
audts and property surveys
exists, as well as the Internal
Audt programme

Below 15 a summary of nsk management actvties camed out throughout the year

c
o
2
2
T
@
E
L
ey
E

P Regular review of
pnncipal nsks at Board
meetngs through CEO,
Finance Director and
business reports and
presentatons

P Receipt and review
of incident notfication
reports as soon as
thase are published
following notifiable
group wide HSE
ncidents/near misses

P Review and approval
of annual Group
Insurance programme

P Formal nsk review
process at lsast
annually

P Review and approval
of annual and 3 year
business plans, as well
as review of updated
forecasts during
the year

> Review accuracy,
consistancy and
integrty of financial
reports

P Ovarsee work of the
internal auditors and
recewe reports from
the external auditors

P Monitor risk
managemsnt and
internal control
systems

P Consider quality
of management and
financial information
including related tax,
legal and compliance
matters
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P Regular review of
business performance
and matenal nsks
and the Group's
ability to deliver its
operating plans
P More in-depth review
of nsk at least twice
ayear
- Rewview of the
Group's business
continuty plans with
smulatorvscenano
testing and traning
at corporate and
sita level

~ Rewviewand
comprehensive nsk
assessment of the
Group's nsk register

P Rewiew and
assessment
of new business
and investment
opportunties

Manufacturing council

Our business takes HSE
very senously and our
Manufacturing Council,
chaired by our Global
Director of HSE & Process
Safety, holds monthly
mestngs to review this key
aspect of our business

This network of

HSE professionals 1s
responsible for shanng
knowledge and best
practice, raviewing
policies and procedures,
and advising on all
process, parsonal and
behawvioural safety matters,
including process hazard
reviews and behavioural
safety training

» Recommend and
implement changes/
updates to corporate
policy and standards
as necessary

P Advise on seting
HSE objectrves and
targets, nate training
programmes and assist
with the communicaton
of nsk and safety
awareness

P Manage and mondor
process and hazard
management
programmes, property
survey programms,
as well as corporate

comphance programme




Strategic report

Corporate governance

Financial statements Shareholder information

The nsk management framework at Elementis and examples of our
approach to nsk management are set out opposite Our nsk management
process follows an Enterprise Risk Management model compnsing the
followng steps

1 Risk dentificatron and communication

2 Risk evaluation and prioriisation

3 Risk management analysis and discussion {consideration of ali
optiens for prevention/mitigation/ treatment/transfer)

4 Risk strategy resourcing and implementation

S Monitonng, review and updating of the nsk management process

The management ¢f risk 15 a responsibiity that 1s ncorporated into the
general management function and shared between the different levels

of management, at the site, business and corporate level Certan nsks

or nsk areas are managed by more specialised teams or functions Legal
and compliance nisks, for example, are managed at a corporate level by
the General Counsel Finance and treasury risks tend also to be managed
at corporate level Supply chain and commercial nisks are usually managed
at business team level unless escatation 1S necessary Operational and HSE
nsk managemsnt 1s a shared responsibility at both site and corporate level
Risk communication, for example, in connection with our products 1s
rmanaged by our Global Product Stewardship and Quality teams Qur

flat managernent structure and nsk cutture mean that nsk Issues are
communicated to the business leadership and management teams
promptly, with defined procedures for ensunng that the Board 1s
appropnately notfied of mpartant nsk 1ssues and developments

As well as the day to day responsibilities for nsk management, there are
formal nsk review programmes operated throughout the year The Specialties
and Chromium business leadership teams meet separately at lsast twice a
year and dunng one of ther meetings a formal nsk review exercise 1s camed
out This assessment looks at the major nsks facing the business (strategic,
financial, operational, hazard and compliance), therr ikelhood of occurrence,
seventy of impact and mrigation controls (to reduce ikelihood as well as
financial smpact) The output from these reviews 1s consoldated into a Group
nsk register compnsing business nsks (which include supply chain and
operations/HSE nsk assessments) and nsks from corporate functions {legal,
financs, IT, HR and governance) The management team then carmes out

an annual nsk raview in one of ts bwo format risk review meetings each year,
focused on the Group nsk register and nsk maps Benchmarking and other
best prachce matenals are used to support its review process The output of
management’s annual review 1S submitted to the Board which carmes out its
nsk oversight review in December and the output s the table of pnncipal nsks
disclosed on pages 18 and 19

Strategic nsks are usually discussed at management and Board level and
programmes of meetings and agenda schedukng mean any developments
concerning principal nsks can be flagged and discussed as and when the
need anses, without having to wat for the next formal review meeting In
addition to risk discussions at regular Board meetings and its formal nsk
review In December, the Board schedules discussion of specific topics at
ntervals throughout the year so that more focus can be given to certain
aspects of the business

Financial and treasury nsks are well managed throughout the Group,
with clear delegated authonties supported by policies and procedures
The internal audit function plays an important role tn ensunng the
effectiveness of financial, operational and compliance controls However,
In recent years, our internal audit service prowmder has also broadened
the scope of its assurance services Last year, for example, it carmed out
a cyber-phishing exerciss to tast the effectiveness and resilience of IT
secunty controls More information about the role of internal audit 1s gven
in the Audit Committee report on page 34

One of the kay areas of focus of our risk management actvities 1s our HSE
performance At Elemeniis, safety and environmental complhiance is a high
prionty and, as a chemicals manufacturer, our faciliies are subject to many

regulations and are managed to a high standard Of our 18 operating

faciities, 8 have achweved ISO 9001 certrfication, 5 have achieved ISO

14001 certfication, 3 have achieved OHSAS 18001 certification and cur ‘
other sites are managed to similarty high standards We also strive to go I
beyond regulatory requirements  For example, our marn chromium facility 1
in Castle Hayne, North Carolina, has achieved the comprehensive :
performance based cntena to be accredited in the STAR programme '
This accomplishment i1s the highest recognition level under QSHA's .
voluntary protection programme which recognises employees and

employers who have achieved exemplary occupational safety and health

The paragraphs below provide additional commentary on the table of
prnncipal nsks The nsks disclosed have remained largely unchanged from
previous years, with the general nsk profile remaining fairly stable and no
new matenal nsks identfied This is despite a thorough nisk review process,
with reference to industry benchmarking The nsks inherent in our business
and the environment in which we operate are well known to management
and nisk reviews carried out In recent years looked at our major nisks going
as far back as 10 years ago

The principal nsks compnse a broad top 25 nsk grouping, analysing the nsk
profite for each (whether it 1s Increasing, decreasing or stable, by reference
to probability and seventy of impact pra and post rmitigation controls) The
composiion of this broad grouping 1s farly stable However, below this top
25, new nsks have been identified last year and there have also been some
changes in risk evaluations and profile, reflecting new or mprovements 1o
mitigation controls implemented

Of the nsks shown in the table of principal nsks below, the nsk profile [
for 3 nsks increased In 2014 aver the pravious year regulation, IT incident
and tax scrutiny The requirements of EU REAChH regulations and the
proliferation of the UN Globally Harmonised System hazard communications
standard are descnbed In the Corporate responsibiiity report on page 25
The increasing prominence of cyber nsks around the globe led 1o the
higher nsk score This s discussead below The inclusion of tax nsk and

the increasing nsk trend indicated reflect the current political ckmate both
In the UK and internationally as regulators look to increase the scrutiny of
corporate tax affars Its the policy of Elementis to comply fully with all
applicable tax laws This Is discussed balow

The nsk having the highest potential impact on the Group financially

15 the global economic environment and a key factor against this 1s our
broad geographic presence, miigating the wnpact of economic changes

in any one country Customer service, Innovation and delivenng talored,
differentiated sclutions remain the cornerstone of our strategy and this
helps us to stay competitive Another market nsk worth commenting on
brefly i1s the volatility of actmity in the oll and gas industry This nsk needs

to be put into a proper context Cur olfield business, which supplies drling
additives to the global ol service companias participating In conventional
oftshore and onshere dnlling including shale ol and gas dnling, accounted
for about 9 per cant of the Group’s sales in 2014 Cne of our strategic goals
over the medium to longer term 15 to increéase the see of this business but
wea recognise that, notwithstanding the excellent long term trends in the
global energy sector, the performance of our ollfield business 1 exposed,
to some extent, to volatiity from wider macro factors, such as geo-political
nsk or general industry destocking cycles However, like other parts of the
Specialty Products business, the ailfield business enjoys dversification

as wa supply products to muttiple segments that operate under different
economic divers cold climate, deep water, high temperature/high pressure
drifing and shale oil and gas dnling

Supply chain nisk continues to recaive appropnate attention as our abilty
to supply customers can be affected by disruptions due to economic
uncertainties or caused by severe weather patterns Our businesses have
worked hard over recent years to improve the resilience of our supply
chains in relation to the avalability of key raw matenals, ncluding working
on business rasitence and continuity with our supply chamn partners and
taking action to broaden our supplier base
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Finance report
continued

... ]
Risk management report (continued) |

As well as IT penstration tests, we have carried out cyber-phishing
exercises both to mprove our monrtonng technigues and to rasss
awareness among our employees

We are aware of the significance of cyber or IT nsks and, at Elementis,
our IT stratagy 1s focused on protecting our psopls, assets and enterprise
QOur securty controls include

Qur approach to taxation 1s to ensure that profits eamed in the countries

n which economic actvities are undertaken are properly subyect 1o taxn
accordance with the tax legislation that applies in each junsdicton We am
1o fully comply with the requirements of each of the relevant tax authonties
and to ensure that we deal with these authonties in an open and
transparent manner

Policies and procedures

Stalf awareness and traming

Risk management and compliance
System management and protection
Information management and protection
Process management

Continueus assessments and monitoring

Principal risks and uncertainties

1 Global economic P Sub-optimal global P Specialty Products 1s resiliant to a dsterioration in economic

conditions and
competitive pressura
N the marketplace

®

2 Growth opportunties
(including acquistions)
and product nnovation

economic conditions can
affect sales, capacity
utilsation and cash
generabion, as well as
increase competitie
pressure in the marketplace,
trnpacting profitabdity and
oparating margins

The resuttant non-delvery

of operating plans can lead

conditiens due to its balanced geographic footprint, broad
differantiated product otfering and the broad application of

its technology across different sectors

Chromium business model s flexible and can be adapted

to respond to vanances in regicnal demand patterns

Financsal performance (ncluding monihly sales, profit and

cash flows) 1s closely monitored with full yvear forecasts updated
3 tmes a year and vanances explaned and investigated
Cantingency and cost reduction plans can be implemented

in the event of an economic downtum to reduce operating

to markst expectations costs, Including freezing salanes and non-essential caprtal
of Group earnings not axpenditure tems
being met

Lack of growth opportunities
can lead to sub-optimal
financial performance and

Yy v v V¥

Organic and acquisitive growth 1s a priority for the Board and a key
arsa of focus for the management team
Experienced Board and managerment team, robust due diigence

may not materialise loss of shargholder value processes and support from professional advisers
Capacity expansion programmes are being implemented to ensure
Q the business can supply to high growth markets
Regular Board reports on new product pipeling and prograss
on R&D projects
3 Raw matenals/ Disruption to supply Raw matenals are sourced from a broad and diverse supplisr base

supply chain

4, Majpor regulatory
enfercament achon,
Imgation and/or cther
claims ansing from
products and/or histoncal
and ongoing operations

chain, key raw matenals,
infrastructure{a g IT
networks or transportation)
and energy pnce stability can
impact capacity utiisation
and/or aperating efficiencies
and add to operating costs

Can lead to higher
operating costs and
reputatonal damage
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Strategic holding of key raw matenals
Transport and carmer migation plans and insurance in place
Energy costs are hedged where possible

Active comphance and nsk management programmss in place
(including policies, procedures and training}

Insurance programme and nsk transfer strategy in place to mitgats
financial losses

Expenenced General Counsel supported by in-house and external
legat teams

Regular reviews of iigaton and compliance reports by the Board
and role of the Audit Committee, as well as the intermal audit
programme, help ensure these key nsks are managed effectively
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5 UK pension fund

®

Regulation/technological
advances

Corporate governance

» Volatile financial markets,

poor investment returns and
ncreased ife expectancy
can ali result m higher
funding costs

New technology, methods
of production or processas
can gwve competitors a

Financial statements

>

>
S

Shareholder information

Pension investment strategy includes significant element

of iability matching, including the use of interest rate and inflation
hedging nstruments

Options for pension de-nsking pericdically reviewed

Deficit funding plan agreed with UK pension scheme trusiees
through to 2018

R&D tearn aims to develop new products and technologies
for use in an evohing market to meet the changing neads of
our sophisticated customers

e Increased regulation market advantage P Active product stewardship including REACh programme in which
New regulations impacting the businesses participate in industry consortia, prowiding data and
QTechnology product manufactunng and information to regulators and experts, to support safety reviews
obsolescance application can lead to loss of our products in a broad range of applications

Major event or
catastrophe {e g IT fature
or operations ingident)

0 Transport incident

of sales and/or add to
operating costs

Such incidents can impact
capactty utiisation, add

to operating costs and
damage reputation

Good housekeeping, preventative maintenance and other safety
procedures help to mitgate the effects of a major ncident
Insurance programme and business continuity plans that are
tested regularly help to migate the effects of a major incident
HSE management programme with environmental complance
audits in place

Major disruption to Volatile financial markets P Company was in a net cash position at the year end with extensve
global or regional and/or major disruptions to borrowing facilities in place, so any impact 1s unhkely to matenalty
banking systems globa! or regional banking mpact on the ability to trade and fund operations

®

Increasing scrutiny of

systems can affact iguidity,
the abilty to access cash,
maka payments and fund
operations, and lead to
higher operating costs

Non-complance with

Company cash is deposited with a syndicate of banks wrth
acceptable credit approval ratings

P Company has a strong unleveragad balance sheet so could raise

alternative sources of funding in emergencies

Treasury policies implemeanted and compliance monitored, strong
focus on cash management with weekly cash reports so that cash
requirements are known in advance

Expenenced Finance Director supported by finance and tax team,

corporate tax aftars dus local tax regulations, poor as well as professional adwsers, with Board oversight ensures
to the current political forecasting of applicable tax planning and compliance I1s given appropriate attenton
and financial tax rate or miscalcutation P Group tax rate 1s monitored closely with at least 4 updated
environment of the appropnate amount forecasts sach year
of tax can negatvely mpact P Tax reparts and forecasts reviewed by the Board at laast twice
0 financial performance, aysar
ncur addrbonal costs and P Role of nternal audit and use of professional advisers with transter
damage reputation pricing arrangements and tax comphance

Key Risk trends

0 Risk stable c Risk increased e Risk decreased

These pnncipal nsks and uncertanties should be read in conjunction with the note on contingent habiites on page 92

Bnan Taylorson
Fimance Director
24 February 2015
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Corporate responsibility report

Introduction

Elementis recognises that
corporate responsibility (“CR”)
is a fundamental part of the
Company’s business activities,
which is why the Chief Executive
is responsible at Board level

for all CR matters.

Since September 2009 the Company has been a member of the
FTSE4Good index, a leading global responsible investment index, which
damonstrates the Gompany’s commtment to CR and that its actmties
and aspirations are aligned with the principles of the UN Global Compact
on human rights, labour, environment and anti-corruption Above 1S an
Mustration of the Company's CR framework

Dunng 2014, Elementis achieved a silver rating from EcoVadis which 1s
alsading giobal sustainability accreditation programme for supply chain
partners The rating puts Elementis in the upper quartile of 150 participants
inthe benchmark Assessments in the programme ranged from HSE

to employment and human nghts, as well as anti-bnbary and corruption
palicies and wider business, supply chain and procurement practices

In addiion, Elements recenved 1 of only 4 maugural UK awards made

by the Carbon Disclosure Project (*CDP™) The CDP works with some

of the largest corporations In the world to help them ensure that an effective
carbon emissions/reduchons strategy 1s made integral to ther businesses
The benchmarking last year was spiit into 10 sectors and Elementis was
categonsead in the matenals sector with 23 other companies including
mining and chemicals comparuas Our responses, which were analysed

by First Carbon Solutions as part of the CDP vernfication process,

resulted in a disclosure score of 8% with a performance band of B,

placing us overall In 7th postion out of 24 companies

Elementis continues to participate in the Repasack programme which
takes back and recycles used paper bags from trade and industry Our
participathion in 2013 was certified last year to have saved approximately
13,000 kg of resources In addmion, over 1,000 kg of greenhouse gas
emissions were avoided
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Business conduct and ethics

People

It 1s our peopla whe reman our most valuable asset and are a key
differentiator between Elementis and its competitors The long term success
of the Group depends on the passion, atitude, commitment and work

ethic of all our employees around the world

Elementis sets high expectations for all its global employees and these are
set out In the Group's Code of Business Conduct and Ethics {the “"Code

of Conduct™) The Code of Conduct s supplemented by policies, processes
and guidelnes covenng a wide range of compliance matters, such as
anti-bnbery and corruption, conflicts of nterest, far business practices and
compliance with local laws and regulations Comprehansve whrstieblowing
procedures are supported by an anti-retalistion policy All employees are
required to undertake traning on the Code of Conduct and certfy that they
understand and agree to be bound by its provisions The Board and
managament team consider the Code of Conduct to be cnbical to the
Group's continung succass and In how it meets ts corporate responsibiiies

Our traning pregramme on the Code of Conduct 1s translated into six
languages and supported with interactive online training to help employees
stay up to date with their responsibiliies under the Code of Conduct

Policies are updated as necessary and naw ones implemenited to take
account of the changing business emaronment with associated training
provided In 2014, a number of policies were updated including the Global
ant-comuption policy and a new Group computer usage standard
Incorporating a new social media policy and rewtsed information security
policy Online training on the nformation secunty policy was delivered to
over 1,300 members of staff
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Corporate governance

. ]

Diversity

Elementis continues to be fully committed to equality of opportunity

Our policy of non-discnmination applies throughout the Group and to

all aspects of our employment practices, excapt as t relates to a person's
abilty or potential in relation to the needs of a job A summary of our
employment policies appears on page 55 of the Directors’ report. Qur

total workforce {including contractors and temporary workers) numbers in
excess of 1,300 In thres regions (41 per centin the Amencas, 25 per centin
Europe and 34 per cent In Asia) In terms of gender diversity, out of our total
workforca (@xciuding contractors and temporary workers) as at the year end,
993 were male (76 per cent) and 314 were fernale (24 per cent) Of these
fernale employees, 45 {14 par cent} held managenal positions and 39

(12 per cent) held an executive management postion fwithin the four tiers
below Board level) At Board level 6 directors were male and 1 was female
and at senor manager leved (as defined under the prescnbed regulations)
19 were male The Group does not consider targets or quotas to be
appropnate for Increasing the percentage of women in managsment
pesitions, although it recognises the benefit of having women represanted
inall layers of managemant Staff turnover across the Group for 2014 was
70 per cent {2013 6 4 per cent ~ restated)

Human nghts

Elementis supports the prnciples of the UN Global Compact which includes
those on fundamental human nghts These are applisd in our employment
policies as well as to our business practices in relation to customers and
supphers, such as the nght to privacy, safety and to be treated fairly, with
digruty and respect QOur employment and business practices are supported
by Group policies, Including our ant-harassmant policy and gnevance
proceduras, and our Code of Conduct Elementis prohibits the use of

child and forced labour and 1s committed to the pnnciples of freedom of
association, equalty of treatment and non-discnmination Owver 40 per cent
of our employees are union members and over a fifth are subject to collectve
bargamning agreements

Customers, suppliers, supply chain, biodversity and quality
Each of our businesses 1s custormer cantric - soving Immadiate problems
today and working collaboratively to anticipate future needs This intense
customner focus keeps our techrucal service orgarisation best in class
and feads our iInnovative product development process with valuable and
differentated programmes We track our performance with metncs, for
example, the percentage of sales from new products which improved by
32 per cent from 2013 to 2014 Wa continue to devetop and nurture closs
customer relatonships through our kay account business process and
participation i trade shows and industry forums, as well as conducting
numMerous group workshops, traning serminars and hosting collaborative
laboratory sessions to work with customers on a one on one basis

Financial statements Shareholder information

We have continued to address questions from our customers on social
responshbiity and environmental awareness programmes and have
succassfully completed a number of surveys and informal audits As wall as
our participation in the EcoVadis programme, we became a member of the
Roundtable for Sustanable Palm Cil (RSPQ}) and our facility in Lsvingston,
Scotland, achieved the ngorous standards required to be certified to handle
palm oil denvatives via an audited mass balance systern whereby a specific
volume of sustainabte palm ol dervatives enters the supply cham and is
traced throughout

Our membership of RSPO means Elementis 1s committed to protecting and
conserving the nch biodversity found in tropical palm forests by using palm
ol sourced from sustanable palm plantations that are responstble and
respansive to the issues of soll degradaticn, biodiverstty, local peoples

and land nghts

The Livingston facilty, which 1s the pnmary manufacturing ste for our
Personal care business also achieved Good Manufactunng Practice (2012)
certification last year from the European Federation for Cosmetic Ingredients
{EFCI) In acheving the EFCI certification Elementis 1s affirming our
commitment to qualty, safety and mnovation for the personal care industry

Tramning woridwide for all procurernent members continues to ensure
compliance and adherence to our Purchasing Code of Practice and
anti-corruption policy Supplers are likewise expected to affirm ther
conformity to international labour laws, social and environmental responsible
legislation and best practices Conflict minerals continue to be absent

from cur supply chan

Usae of natural preducts within our supply chain increased from $171 mullion

n 2013 1o $17 7 milkion last year representing a nse of 4 per cent on fop
of the 8 per cent incraase achieved in 2013
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Corporate responsibility report
continued

Health, safety and environment

The health and safety of our employees, contractors and visitors, as well

as the preservation of the emaronment, remains a key area of focus for the
Board and management Biodversity 1s protected wherever possible by
reducing the potential for significant damage to sensitive species, habitats
and ecosystems The Group also recognises a shared responsibility globally
for conserving natural resources and reducing greenhouse gas emissions

The Group's health, safety, and ermronmental {*MSE") management
programmes conform to intermational standards and include documented
policy and procedures, iInternal and external auditing, nsk assessments,
managemant systams for employee and contractor training, incident
nvestigation and response, management of change, emergency planning
and nsk mitigation The effectiveness of these programmes, as well as
overall performancs, 1s continually evaluated through management reviews
to ensura they are current with regulatory requirerents and industry

best practces

Heaith and safety performance

The Group's pnonty 1s to stnve to eliminate accidents and injunes within
the workplace We seek to achieve this by maintaiming our strong focus
on and commitrmant to safaty design, a safe environment, setting and
communicating safety standards, traming, coaching safe behaviours
and developing a safsty culture

Ona of our additive reactors was impacted by an operating ncident which
resufted in some 1solated equipmant damage The engineenng and safety
systems operated according to plan and thers were no Injuries A number
of enhanced safety initiatves were mplemented following the mcident and
the HSE leadership team has used the expenence as a leaming opportunity
te further tmprove our process safety managemernt controls

The Group uses recordable incidents as its pnncipal measure of safety
performance Recordable incidents {as defined by the US Occupational
Safety & Health Administration} are basically work related injunes and
Ilnesses that require medical treatment beyond first aid, work restnctions

to normal duties or time away from work To monitor performance and
trands among more serious INjunes and linesses, the Group also records
lost tme accidents (*LTAs™) that require greater than 3 days away from work
not including the day of ncident The number of recordable ncidents across
the Group In 2014 was 12 (2013 12) Of the 12 recordable incidents only

2 required days away from work greater than 3 days (2012 3) Of particular
note 1s our hectorte mine in Southern Calformiz which now has an
outstanding racord of 23 ysars without a LTA and 10 years without a
recordable incident Our facility n Corpus Chnsti, Texas, has also achieved
the distinction of reaching 11 years wathout a recordable incident
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As well as the total number of recordable and LTAs, the Group uses

the overall recordable incident rate as a performance indicator The total
recordable incdent rate in 2014 was 092 per 200,000 hours worked (2013

0 95) Within the chermical industry, this sustaned performance of Elementis
15 comparable to companies that are generally viewed as having ‘ndustry
best’ safety performance (based on data for the Amencan Chemistry
Council — Rasponsible Care® members, who achieved 073 1n 2013), and s
significantly better than the general chemical Industry in the US (2 00 n 2013
based on the latest data avalable from the US Bureau of Labor Stabstics)

Becordable ncdent rate
Recordable ncidents per 200 00Q hours worked
3 '
—\
2
! —7-5—-\
o
2009 2010 20m 2012 2013 2014
Key

= Elsments

= Amencan Chemistry Council — Responsibla Care®

== US chemical industry

{2013 1s latest data available for ACC and US chemical)

Elementis applies the same high safety standards to on-site contractors
who are required to compiy with the same safety practices and procedures
expected of our employees In 2014, contractors suffered only 1 recordable
Injury {2013 5} across all manufacturing locations which equated to an
ncident rate of 0 49 per 200,000 hours worked (2013 2 35)

Health and safety initiatives

Dunng 2014, our health and safety leadership team has continued 1o

focus on reducing the nsks associated with handing and manufacturing
hazardous chemicals by promoting the use of iIndustry recognised process
safety programmes These include process hazard analysis (‘PHA" and
machanical integrity inspections and are conducted as a predictive and
preventative exercise to reduce the likelihood of incidents A formal
procedure for incident reporting and investigation (including near miss
reporting) exists and 1s a key management tool used for recognising unsafe
conditions and behawiours, and for communicatng globally any investigative
findings and corrective achions In addion, site leadership communicates
current safety concams and reinforcas commitmant to safety by a vanety
of means A good example is through safety stand-downs — meetings
where employees and management take tme dunng the workday to
address pertinent safety 1Issues In these stand-downs, anyone can raise

a safety concern The 1ssues are discussed and site management and
employees than work collaboratively to develop appropriate action plans
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Environmental performance

Minimising the impact of our aperations on the environment, complying
with all apphcable laws and contributing to a more sustanable future
rernain the focus of our efforts

Elementis records and categorises environmental incidents into tiers
based on the seventy or actions taken by regulatory authorities Tier 3
incidents are those that have an impact on the environment and require
reporting to an external authonty and where enforcernent action is likely
Tier 2 incidents have a minor impact and require natificatron but are (kely
to result N minimal or no action by the authonties Tier 1 Incidents require
no external reporting and are recorded internally and investigated so that
contnual Improvements can be made to reduce the ikekhood of future
Tier 2 and Tier 3 iIncidents

In 2014, Elementis had 1 Tier 3 and 0 Tier 2 ncidents (2013 0 Tier 3

and Tier 2) The reason for classifying the 2014 incident as Tier 3 was dus
to the omission of the waste water treatment tanks from the environmental
operating permit at our site In Charleston, West Virginia The site was
1ssued a consent order by the West Virginia Department of Environmantal
Protection requinng the addition of the tanks to the permit

Environmental impact

Elementis monitors key environmental statishcs for each manufactunng
faciity Water and energy consumption, air emissions, effluent discharges
and solid waste disposal will all vary according to production output —
which 1s a function of demand, as well as changes in fuel and production
procasses However, they are also affected by changes in product mix
and plant efficiencies related to operational requirements, and special
events {planned and unplanned)

As 1s standard practice in the chemical industry, emission values may be
calculated from energy use or based on representative sampling, as wall
as continuous montonng

Energy consumption

Depending on the location and requirements of the manufactunng sites,
prnneipal offices and laboratones, Elements consumes energy from several
sources [electneity, steam, natural gas, LPG, coal and o) For companson
purpases, energy consumption is converted INto consistent energy units,
Gigapoules ("GJ") Elementis seeks whergver practicable to improve its
energy efficiency in the plant and equipment used as illustrated in the
axamples of energy saving nitiatives descnbed below Energy consumption
1 shown below

Energy consumption

2014 2013 2012

Per Par Per
Absolute tonme of Absolte tonneof Absolute tonne ot
{000s) production {000s) production {000s) production

Energy
consumed
GJ) 5,046 121 5,102 130 4,910 129

Examples of 2014 energy intiatives that have improved
energy efficiency

Newberry Springs, Catifomia — Replacement of a bosler with a high
efficiency unit saving 35 per cent of gas used for heating water

East Windsor, New Jersey ~ Implementation of a building optimisation
system in the techrucal centre and managsment headquarters Energy
usage 1s momitored throughout the building and inked to an energy
managemaent system, which will reduce energy costs through a rapid
response to demand programme

Lmingston, Scotland - Upgrade of existing insulation within the
manufactunng process reducing thermat losses, as well as replacing two
air comprassors with new units that are approximatsty 10 per cent more
energy efficient

Hainchu, Taiwan — Replacement of a boller with a higher efficiency urut

Songpang, China — Installation of intemal cooling coils in two reactors
to improve process efficiency by reducing cooling time

Delfden, Netherands - Continuation of a 4 year energy efficiency ntiative
Current )mprovements made include to process ventilation and through
an operational excellence iNitiative In 2015, the nitrogen compressor unit
will be replaced and a planned investment In the boiler plant room in the
next 2 years will bring substantial energy savings

Other global iniatrves include replacing old ights with lower energy,
longer Ife LED {ight emitting diode) Iights, instaling vanable speed drives
on large electric metors, and improved opearating prachceas to minimise
the time squipment 15 idle
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Corporate responsibility report
continued

Greenhouse gas emissions

Elementis reports greenhouse gas {“GHG") emissians for ts global operatons as Scope 1 and Scope 2 according to the requirements of The Compantes

Act 2008 (Strategic Report and Drrectors’ Repoert) Regulations 2013

The pnncipal GHG due to operations at Etementis locations 1s carbon dioxide GHG ermussions have been converted into carbon dioxide equivalent
("CO.e") using official data provided by the Department for Ervironment, Food and Rural Affars (*DEFRAT) GHG emissions are reported for all

18 manufacturing sres, the pnncipal offices and laboratones, as well as a site undergoing closure procedures in Eaglesclifie, UK A number of much
smaller sales offices have been excluded because the level of CO,e emissions was desmed nct to make a matenal contnbution to the total

Elementis 1s prowding 2 mtensity rabos tonnes CO,e per tonne of production and tonnes CO,e per kWh of energy consumed Over a penod of years
both of these indicators should give a reliable indication of energy efficiency impravements including cleaner fuels consumed The energy reduction
programmes at the manufacturing sites {see above) should lead to a reduction in GHG emissions

These ratios are subject to vanations due to changes in the mix of preducts manufactured, volumes and energy efficiency improvements GHG emissions

are shown bslow
reen ISSIO)

Current reporting period (2014) Pror year and base year (2013}
Scope 1
Combustion of fusl and operation of facilities 221,420 Tonnes CO.e 221,076 Tonnes CO.e
Scope 2
Hectnoity, heat, steam and cooling purchased for own use 82,265 Tonnes CO.e 89,500 Tonnes CO.e
TOTAL
Scopes 142 303,685 Tonnes CO.e 310,576 Tonnes CO,e
Intensity ratio
tonnes CO,e/tonne production {*t/17) 073 t/t 077 tt
Supplementary intensity ratio
kg CO,e/kWh ensrgy consumed 0 27 kg/kWh 027 kg/kWh

in this second year of reporting, the total Scope 1 and Scope 2 COe
emissions decreased by 6,891 tonnes CO,e The total for Scope 1
emissions in 2014 was effactively unchanged, however, the year on year
production output iIncreased, gvng a Scope 1 intansity ratio of 0 53
tonnes CO.a per tonne of production {2013 0 55 t/t) The total Scope 2
emissions reduced by 8 per cent largely as a result of our Livingston
facility changing 1its purchasing of efectricity such that 100 per cent was
from renewable sources (mostly hydro and wind energy} Elementis has
incorporated this saving of over 4,000 tonnes CO,e In the Scope 2
emissions shown above

The Group continues to use cleaner energy sources such as natural gas
which represented almost 85 per cent of energy required for combustion
{with coal being just under 5 per cent) A significant change planned for
2015 1s in China where our organcclay sites at Changxing and A will
switch from using coal to biomass comprising renewable crganic
matenals, such as hamboo and wood powder, and combustible waste
as an enargy source

Other emissions to ar

Ermissions of the oxides of sulphur and nitrogen and volatle organtc
compounds {*VOCs") ansing from the Group's operations are controlled
to comply with regulatory permits As the volumes are not considered
to be significant, they are not reported separately here Any ermission

to air above regulatory permitted levels would be reported as an
environmenta!l incident

Discharges to water

The Group's production actvty generates process effluent that 1s
routinely tested to snsure that the quality meets strict permit imits prior

to discharge Typical analysis includes chemical and biological oxygen
demand and tetal suspended solids The volumes of these discharges are
not considered to be significant and are not reported here However, any
discharge to water above regulatory permitted levels would be reported
as an environmental incident

24 Etementis pl¢ Annual report and accounts 2014

Water consumption

Water 1s a valuable resource and the Company recoegnises the global
need to conserve it Water consumption is mintmised where possible
by treatment and recycling

Water consumption is related to production output, product mx, plant
utilisation and cleaning activities The net result in 2014 was a & per cent
reduchon {ses below)

Water consumption
2014 2013 2012
Per Par Per
Absolute tonneof Absolte tonneof Absolute tonne of
{000s) production (000s) production {000s) production
Water
consumed
{m% 1,811 708 1,908 748 1,928 797

Solid and hquid waste

As part of our commitment to sustainable development, Elementis seeks
to reduce the quantity of all types of waste The first concem s to reduce
the amount of waste that I1s classed as hazardous Beyond that non-
hazardous waste 1s mintmised and recycled Non-hazardous waste 1s
predominantly the inert residue from the chromate kiln operaticns, which
1s deposited In permitted impoundments and licenced landfilk sites
adiacent to the manufactunng fachties

Hazardous waste was reduced In 2014 (see table opposite) A particular
reason for the lower figure i 2014 was that improved mantenance
processes i Chromium resulted in a reduction in kiln refractory
replacements in the year
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Waste disposal
2014 2013 2012
Per 1,000 Per 1000 Per 1,000
Absolute tonnesof Absolute tonnesof Absoite tonnes of
{000s) production {000s) production [000s) production
Hazardous
wasta
disposed
(tonnes) 079 309 093 364 170 7o
Non-
hazardous
waste
disposed
{tonnes) 104 405 105 410 104 430

The gangue clay from the hectonte mine (the unwanted matenal that 1s
associated with the hectonite clay) provides a geod example of recycing
and reducing the mpact on land Residual clay is recovered from the
discharge water and blended back into the process with the hectorte
ore feedstock Tailings with minor clay content are sold for use as iner for
recreation ponds, fish reanng lakes and some agncultural applications
Seling overburden and optimising stockpile height has the addibional benefit
of reducing the overall area mpacted at the mine The Livingston site has
taken some of this waste hectonte clay and suppled it for agneuttural use
{to adjust soll pH) and waste bentonite clay as a landfill iner The

2 organoclay sites in China are planning to recycle clay from residue

R&D and sustainability
Our R&D efforts continue to support and contribute to a more sustainable
future with the glcbal R&D team driving its research towards

+ Reducton in the use of matenals that contnbute to greenhouse gases

* Davelopment of new biodegradable products for use in agueous
environments

* Expanded use of bio-based matenals in our products

s Faciitating the migration of all coatings to aqueous sclutions from
solvent based systems

The development and introduction of new polymers for rheological
additives used in decorative coatings have allowed for use of these
additives at much lower levels than current market standards These

high efficiency preducts effectively contribute to the reduced dependence
n the coatings industry on petroleumn dernvatives

Further reduction in dependence on petroleun dernvatives was achieved
through the mplementation of organic solvent recycling in new processes
New products that incorporate high levels of bio-based ingredients were
also introduced in our Personal care and Surfactants product lines

Product stewardship

Ensuring cur praducts are safe for intended use, transport and 10 people
and the environment throughout the product’s entire Iife cycle remains a
prionty for Elementis, as well as contributing to a more sustainable future

The Group's actvities in 2014 continued 1o be centrad on comiphying with
the global REACH regulatory requirements for our products during 2014,
as well as the United Nations GHS (Globally Harmomised Systern) hazard
communications standard which continues to ba implemented around
the world The Group continued to invest resources In its regulatory
compliance software system, the Wercs, which helps to automate
comphance and prepare the business for further mplementation of

GHS as it and other new REACh regulations prolderate across the globe

EU REACh regulations will require a major registration effort up to 2018
with significantly more substances being registered than were seen in the
combined 2010 and 2013 REAChH registration cycles In 2014, the Group
began its programme to comply with the 2018 EU REACH cycle of
registration in order to optimise resources and control costs while
ensunng full compliance by the Jure 2018 deadline

Dunng 2014, the Group began to provide GHS compliant safety data
sheets and labels for US products and will continue this programme
nto 2015 to meet the 1 June 2015 OSHA deadiine In addition, a more
robust internal product stewardship audit prograrmme, begun in 2013,
was fully ntegrated across our European businesses in 2014 This audit
programme will be further extended o our Asia operations in 2015

The Group has also expanded its enhanced export control management
system to its European business last year, to ensure compliance with
tha extensive and strict export regulations of both the US and EU

This programme 15 being extended to our Asia operations in 2015

Key components of this system include strong internal written policies,
proactive external auditing of the Group's freight forwarders and export
brokers, monitoring of US and EU trade sanctions and careful review

of all new customers against both US and EU ‘denied parbies’ lists

A growing component of cur product stewardship programme has
been to focus on and support other areas of our business n relation

to sustanability inttiatives As mentioned above, we have been working
In partnership with organisations such as EcoVadis and RSPO to assess
the sustainabiity of our supply chain

Community

QOur community programme remains centred on encouraging and
supporting employees to be active In their communities through volunteer
work or fundraising The Group understands the need to work with local
communities and be a responsible naighbour

Approval of Strategic report

The Strategic report comprises the following sections Chairman’s
statement, Group Chief Executive's overview, Our objectives, strategies
and business model, Our businesses, Finance report (iIncorporating
Key performance indicators and the Risk management report) and
Corparate responsibiity report (which incorporates information relating
to greenhouse gas emissions required to be included in the Directors’
report) The Strategic report was approved by the Board and has been
signed on its behalf by

Brian Taylorson
Finance Director
24 February 2015
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Board of directors

Koy

A. Audit Committes

N Nomination Committes

R Remuneraticn Commitige
{c} Charman of Committesa

1 Andrew Dutff Chairman Age 55

Committee membership Nic)

Andrew Duff joined the Board as a non-executive director and Deputy
Chairman on 1 Aprit 2014 and was appointed non-executive Charman
and Chairman of the Nomination Committee on 24 Apnil 2014, following
the conclusion of the AGM He has been non-executive chairman of
Severn Trent plc, the FTSE 100 water and waste treatment services
company, since July 2010 and was a non-exacutive director of Wolsaley
plc, the intarnational plumbing and bullding matenals company, betweaen
2004 and December 2013, where ha was also the senior Independent
dirgctor and chairman of the remuneration commuitee From 2003 until
20089, he was chief executive officer of npower, the successor entity to
Innogy plc which in 2000 was demerged from National Power and then
sold to RWE, the German electrnicity and gas company, where he was
also a member of the group executive committes Before that he spent
16 years at BP in downstream international markets He holds a BSc
{Honours) degree n mechanical engneernng and 1s a member of the CBI
Presidant's Committee, trustee of Macmilan Cancer Support and of
Earth Trust and a Fellow of the Energy Institute

2 David Dutro Group Chief Executive Age 59

Dawid Dutro was appointed Group Chief Executive in January 2007 He
Joined Elementis In November 1998 as President of Elementis Pigments
then became President and Chief Operating Officer of Elementis
Worldwide in October 2005 He was vice president and general manager
of Unvarsal Foods’ Dairy and Food Ingredient businesses {now Sensient
Technologies Corm), and also spent time with IClin their colours, polymer
addives and surfactants businesses David Dutro was bormn and
aducated n the US and holds a BSc degree in marketing

3 Brian Taylorson Finance Director Age 59

Bnan Taylorson was appointed Finance Director in Apnl 2002 He s
also a trustee of the Elementis Group Pension Scheme Before joining
Elemeantis he was head of the European chemicals M&A group at KPMG
Corporate Finance He joined KPMG in 2000 from the Dow Chemicat
Company where he held a number of pasitions in finance over a penod
of 17 years, Iving and working in several countries including the UK,
South Afnica, Switzerland, Canada and the US He holds an MA degree
in engineenng from Cambndge Uniersity, 1s a member of the Institute
of Chartered Accountants in England and Wales and a member of the
Association of Corporate Treasurers He was a non-executive director
of Fiberweb plc between September 2006 and August 2012

4 Andrew Christie Non-executive director Age 58

Committee membership: A, N, R(c)

Andrew Chnstie was appointed a non-executive director in August 2008
and Chairman of the Remuneration Committee on 1 October 2013

He has over 25 years of investment banking and international corporate
finance expenence He s a partner of Smith Square Partners LLP, a
corporate finance adwvisory firm, and before that was, untl March 2008,
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a UK managing director in the Eurcpean Investment Banking Group
at Credt Suisse In his pnor role at Credit Suisse, he was head of
Investment Banking, Asia Pacific, based n Hong Kong and, before
that held the same position with Barclays de Zoete Wedd Heis a
non-executive director of Heltos Underwriting plc and holds an MBA
and a BSc degree in engineenng

5 Steve Good Non-executive director Age 53

Committee membership A, N, R

Steve Good was appointed a non-executive director on 20 October 2014
Since 1 October 2014 he has been a non-executive director of Zotefoams
plc He was chief executive of Low & Bonar plc between September 2009
and September 2014 Pnor to that role, he was managing director of its
Technical Textiles division betwaen 2006 and 2009, director of new
business between 2005 and 2006, and managing dwector of its Plastics
Diviston between 2004 and 2005 Pror to joiming Low & Bonar he spent
10 years with BTP plc (now part of Clarant) in a varisty of leadership
postions managing international specialty chemicals businesses

Ha is a chartered accountant

8 Anne Hyland Non-executive director Age 54

Committee membership A{c), N, R

Anne Hyland was appointed a non-executve director in June 2013 and
Chairman of the Audit Committes on 1 August 2013 She 1s CFO of Kymab
Ltd a biopharmaceutical company funded by the Wellcome Trust and the
Bill & Melnda Gates Foundaton Most recently, she was CFO and company
secretary of BBl Diagnostics Group Ltd and FTSE-listed Vectura Group plc
Pror to her role at Vectura, she held a number of senior finance posttions
(including director of corporate finance) at then FTSE 100 Celltech Group
ple, Medeva pic and KPMG She 1s a chartered accountant (FCA), a
corporate tax adviser (CTA — AlT) and helds a degree in business studies
fromn Tnny College, Dublin She is also a trustes of the chanty Sustrans
(sustaimable transport) which campaigns for national cycling networks

7 Nick Salmon Senior Independent Director Age 62

Committee membership A, N, R

Nick Salmon was appotnted a non-executive director on 20 October 2014
and Senior Independent Director on 16 December 2014 Since August
2014 he has been a non-executive director of Interserve plc Hewas a
non-executive director of United Utilites Group plc batween April 2005
and July 2014, where he was also the semor independent director
between 2007 and 2014 He was chisf executive of Cookson Group plc
from July 2004 to December 2012 when Cookson demerged to create
two new listed companies, Vesuvius plc and the specialty chemicals
company, Alent plc He was formerly executive vice-president of Alstorn
S A and chief executve of Babcock International Group plc He held
other senior management positions ncluding at GEC and GEC Alsthom in
the UK and France and the China Light and Power Company, Hong Kong
He holds a BSc degree in mechanical engineerning and 1s a Fellow of the
Royal Academy of Engineenng
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8 Greg McClatchy President of Elementis Specialhes {compnsing
Elementis Specialty Products and Elementis Surfactants)

Greg McClatchy was appointed President of Elementis Specialties

n January 2007 He joined Elementis Pigments in 1999, served as
managing director of its Durham UK operations, and was appointed
President of Specialty Rubber in 2002 and President of Elementis
Chromium in 2005 He was previcusly with Universal Foods [now Sensient
Technologies Corp) and ICI's polymar additves business He completed
his undergraduate studies in chemistry and econormics at the University
of Delaware

9 Dennis Valentino President of Elomentis Chromium

Dennis Valentino joined Elementis as Prasident of Elementis Chromium

in April 2008 His previous positions at Elementts included managing
director of Asia Pacific and President of Elementis Pigments until it was sold
In August 2007 Pnor to Elementis, he joined Pfizer Pigments in 1975 and
held vanous postions thers including wice president of manufactunng and
wvice president of its North Amenca Ceatings business He complated his
undergraduate studies in chemical engineenng at the University of Missoun
—Rolla, and obtained his MBA from St Louis University

10 Walker Allen General Counsel and Chief Comphance Officer
Walker Allen joined Elementis as General Counsel in 1999 and was also
appointed Chief Compliance Officer in 2006 Prior to joining Elermentis,
he was associate general counsel with GE Amencom (a GE Capital
company) and before that serior business counse! with GE Plastics

(a dwision of General Electnc Company) He began his legal career as

a lawyer In pnvate practice with 2 leading New York City law firms, where
he specialisad In corporate law, secunties and mergers and acquistions
Ha s a member of the New York Bar and s admitted as in-house counsel
In New Jersey

h_ih
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11 Daniel Hughes Chief Information Officer

Daniel Hughes was appointed Chief Information Officer in September
2013 He has held vartous senior leadership roles in Elementis Specialties
since February 2007 Primarity he has served as Vice President, Globat
Procurement and Supply Chain and been deeply engaged in our
worldwide end to end business transacttons He also servad as
integrahon manager for the Deuchem, Yuhong, Fancor, Watercryt and
Hi-Mar acquistions He holds a BA (Honours) degree from the University
of East London and, prior to joining Elementis, heald vanous senior
procurement and supply chain positions at Engethard Corporation

and Ford Motor Company

12 Wai1 Wong Company Secretary

Wa Worg joined Elernentis and was apponted Company Secretary

In May 2007 He s also a trustes of the Elementis Group Pension Scheme
and rmanages nsurance, nsk and corporate responsibility matters at
Group level He s a Fellow of the Institute of Chartered Secretanes

and Administrators ("ICSAT) and a member of the Chartered Institute of
Public Retations Pnor to joning Elementis, he held a number of serior
company secretanal pos:tions including at John Menzies plc, ICSA and
PricewaterhouseCoopers He has a BCom {Monours} degree in commerca
and law from the University of Edinburgh and an LLM degree in corporate
and commercial law from Queen Mary College, University of London
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Corporate governance report

Chairman’s letter

The governance arrangements at Elemantis play a cntical role in how

our businesses are managed and our ability to deliver value to all our
stakeholders Your Board 1s commutted to strong governance and controls
that help our businesses to graw sustainably and operate in a responsible
manner At the centre of cur governance structure are the Board, Board
committees and the management team

Despita the changes to the Board over the past year, its role has remained
much the same The Board 1s responsible for defining strategy and the
pronties of the Company on the one hand, while on the other management,
led by our Chief Executive 1s responsible for executing strategy and the
attainment of set objectivas and prorties, with the Board and Board
committees providing support, guidance and exercising oversight
Oversight means {i) monitoring and reviewing management and financial
performancs, () ensunng resources are made avalable to the businesses
and that appropnate governance and nsk management systems and
controls are implemented throughout the Group, (i) setting high standards
for how we conduct our business actrviies globally, and (v} reporting to
our shareholders on how the Board has preserved and generated value
both in tha year being reperted on and over the longer term

Effective governance starts with peaple - setting the nght expectations,
leading by example, doing the nght thing and cuftivating a culture of trust
and responsibiity The Board operates within a framework of applicable
laws and regutations that includes the UK Corporate Governance Code

{the "Code™ The role and responsibilities of Board committees are set

out in defined terms of reference and the management team obtains s
authonty from service and employment contracts, role and responsibilty
specifications, delegated authonties from the Board {through the Board's
schedule of matters reserved for its decision as well as specific drection
from the Board) The expectations and values set by the Board and
management team are supported by our Group Code of Business Conduct
and Ethics which sets cut in writing our values and the standards we expect
of our employeas and third party contractors This document, together

with other Group policies, govern how we conduct our busingss and the
standards and responsibilittes expected of all our employaes Further
details on this can be found on our website at www elementisplc com
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| am conficdent that our governance arrangements at Bementis will continue
to evolve, due both to the Board's recent refreshment programme and the
ravised Code which applies from this yvear, and consequentty your Board
and the management team will be In a good posrtion to create and deliver
further value, as we builld on our strong foundation for sustainable growth
and the long term success of the Company

Statement of compliance

The Board is of the view that it has applied fully throughout 2014 all of the
provisions of the Code (2012 version) with the exception of Code Provision
C3 7 and otherwise intends to comply with tha provisions of tha new
Code (2014 version) dunng 2015 Code Provision C3 7 requires FTSE 350
companies to put the external audit contract out to tender at least every
10 years As our external auditors, KPMG, were first appointed in June
2004 a tender process should have been initiated last year However, owing
to the Board and therefore the Audit Committee refreshment programme
and in ing with the Financial Reportting Counci’s guidelnes for transrional
arangements for audit tenders to coincide with the audit engagement
partner's 5 year rotation, the directors decided to defer a tender but
agreed to keep thes position under review This Is disgussed further

In the Audit Committee report on page 33

The sections that follow descnbe how the Board has applied the principles
and prowvisions of the Code

Andrew Duff
Chairman
24 February 2015
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Compliance with the Code

Board composition

As dentified on page 26, the Board comprises 2 executive directors
{Chief Executive and Finance Director) and 5 non-executive directors
(including the Charman and Senwor Independent Director) The Chairman
1s rasponsible for leadership of the Board, while the Chief Executive 1s
responsible for running the Group's businesses The roles of Charrman
and Chief Executive are separate, clearly defined and well undarstood
by the Board, such that ne indwidual has unfettered powers of decision
The Charman s supported by the Senior Independent Director who 1s
avaiable to shareholders if the normal channe!s for raising any concern
prove to be ineffective or Inappropriate

The Charman’s role Is to lead and manage the Board and to set the style
and the tone in which the Board operates This includes ensuring that
there 15 a forum for constructive discussion and challenge, for an open,
frank and informed exchange of views, as well as creating a framework
and the conditions to enable the Board as a whole, and its indnidual
directors, to contnbute effectively In the performance of their role Such

a framework and conditions include access to nfermation, support and
development opportunties, understanding the views of shareholders,
and mantaining constructive relationships between executive and
non-executive members of the Board

Information about the executive directors’ service contracts and the
non-executive directors’ letters of appointment with the Company
{including remuneration and fee {avels) 1s set out in the Directors’
romuneration report All non-executive directors are appointed for
3 year terms that can be renewed by mutual agreement, subject

to annual re-election by shareholdars, satisfactory parformance
and meeting Independence requirements

Board diversity

Itis the Board's policy that appointments should be made on the basis
of qualfication and ment However the Board considers that diversity,
including gender diversity, 1s an impertant factor in Board effectiveness
and supports the Code's pnnciples and provisions on gender diversity
It 1s the Board's policy that in any recruttment process the retaned
adwviser 1is committed to ensunng that fsmale candidates are included
n any long hist presented for constderation and this was the case in
respect of alt 3 Board appointments made last year In relation to the
recommendations of the Davies Review into “Women on Boards', the
Board has not set a minimum target for the percentage of the Board
to be female

The Board has completed its refreshment programme and considers
that its composition contains the appropriate balance of qualdfications,
skills, expenence and personal attnbutes necessary to take the
Company through ts next stage of development Gender diversity
below Board level 1s discussed in the Corporate responsitility report

Information about the Beard's recrutment processes Is described
in the Nomination Committee report on page 31

Director attendance in 2014

Audt Nommation Remuneration
Board Committee  Committes Committes
Andrew Duff 6/6 - 5/5' -
Dawid Dutro 8/8 - - -
Brtan Taylorson 78 - - -
Andrew Christie 78 3/4 5/6 78"
Steve Good 2/2 1 1 2/2
Anne Myland 8/8 a/4* 6/6 /8
Nick Salmon 2/2 1/1 11 2/2
Former directors
lan Brindle 8/8 3/3 6/5 -
Kevin Matthews 77 /3 5/5 "7

1 Andrew Duff became Chairman of the Nommmation Committee on 24 Apni 2014
a role previously hefd by lan Bnndle until then
Chairman of Comrnittea

Board independence

The Board considers all the non-executive directors to be independent
in character and Judgement throughout 2014 and 1s satisfied that each
director exercises independent judgement The directors are required
at all times to avoid conflicts of interest, act for a proper purpose and in
the best interests of the Company, consistent with their statutory duttes
No indwidual or group dominates decision making

Board operation

The Board has a formal programme of activities that are undertaken

at scheduled meetings throughout the year and this 1s suppiemented
by ad hoc mestings, conference calls or other Board events, as

and when appropriate 8 formal meetings werg held in 2014 and the
attendance racords of the directors are shown in the table above The
Board 1s supported in its activibies by Board committees that have been
delegated specific responsibilities as set out In therr terms of reference
and a formal schedule of matters reserved for the Board allows certain
decisions to be delegated to the executive directors The schedule of
matters reserved to the Board includes approval of strategic and annual
operating plans, appreval of financial statements, acquisitions and
disposals, rnsk compliance and management programmes, as well

as insurance arrangements, major non-recurnng projects and major
capital expenditures, and major legal settlements and litgation

The Board reviews the business, financial and operational (*HSE")
performance of the Group at each of its formal meetings, including
major business initiatives, threats and epportunities, as well as progress
on product innovation and new customers More information about

the Board's oversight rofe in nsk management and concerning internal
controls can be found in the Risk management and Audit Committee
reports, raspectively, on pages 16 and 32

At least one of its meetings each year ts held in the technical centre and
management headquarters near Princeton, New Jersey, US, where both
business leadership teams as well as the management team are based,
which allows non-executve Board members 1o meet managenal staff at
levels below the Board In addition, a programme of site visits 1s planned
to enable the Board to see differant aperating locations arcund the globa

To assist the Board in carmying out its duties, information of an
appropnate qualty 15 1ssued i a timely manner ahead of Board and
committee meetings If there are any unresolved matters concerning
Board decisions, of which there were none in 2014, thess would be
recorded In the minutes of meetings
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continued

A programme exists o ensure new directors recewe appropnate induction
tarlored to therr needs For the 3 new directors, the induction programme
included meating the management team, other senior executives and
business leaders, meeting the internal and external auditors, mesting the
Company's joint corporate brokers, meeting major shareholders (where
appropriate), and undertaking a programme of site visits

All directors have access to the advice and services of the Company
Secretary and may take independent professional advica, as approprate,
at the axpense of the Company Directors are given the opportunity
throughout the year te undertake training and attend seminars to keep
therr skills and knowledge up to date, and recenve internal briefings on
technical and/or other regulatory developments that they need to be
made aware of The Company Secretary suppaorts the Chairman in
ansunng that the Board and Board commuittees operate within the
governance framework adopted and that communication and information
flows within the Board and its commuttees and between management
and non-executive directors are effective

Board evaluation

The Board carned out a questicnnare based evaluation of the performance
of the Board, ts committees and indwidual directors (including any training
needs) In its meetng n September The questionnaire was designed n-house
and feedback from the evaluation was discussed which concerned mainly
Board composition and operation following the refreshment programme,

the Group's strategy and growth plans, management development and
succession plans, nsk management and the review of incentve remuneration
Following this evatuation, the Board considers that each director continuas

to perform effectively and demonstrates appropnate commitment to his/her
role Shareholders are therefore asked to support the election/re-elaction

of all directors at the AGM

The Board did consider involving an external third party to assist ints
evaluaton process but decided this would be more appropnate in 2015
following the recenstitution of the Board The last extemal evaluation
ook place in 2012

Communications with shareholders

The Company maintains a programme of activities throughout the year
to ensure there 1s effectve commurication with shareholders, analysts
and the financial press that iInclude stock exchange announcements,
investor mastings, the Annual Report and updates cn the corporate
wabsite The AGM gives institutional and private shareholders the
opportunity 10 speak with the directors and the Chairmen of the Audit
and Remuneration Commiitees are avalable to answer questions
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It 1s our practice to ensure the Board recewves regular feedback from
shareholdars following mestings with management in results and other
invastor roadshows Analysts' forecasts and research reports about the
Company and the wider chemicals sector, as well as presentatons and
reports from the Company’s joint corporate brokers, are provided to all
directors on a tirmely basis, helping non-executive directors to develop

a clear understanding of the views of major shareholkders The Charman
and Senior Independent Director are avalable for contact by shareholders
at any tme

From time to time, where appropnate, the Charman and, in connection
with remuneration proposals, the Chawman of the Remuneration
Commuttee will orgaruse a programme of meetings with major
shareholders to update them on any sgnificant developments in business
strategy, corporate governance matters or consult them on proposals

for executive remuneration The Chairman met with a number of major
shareholders in June shortly following his appointment and will be
undertaking another programme of shareholder visits in March, with

the Senior Independent Dirsctor, to give major shareholders a further
opportunity to express their views to the Board leadership

In addition, major shareholders were consulted by the Chairman of the
Remuneration Committee towards the end of last year on proposed
changes to remuneration policy These changes are explaned in the
Directors’ remuneration report on page 35 which also describes the
Board's policy and approach to executive remuneration

Directors’ and officers’ hability insurance

The Cormpany maintains habtlity nsurance for the directors and officers
of the Company and its subsidianes Since 2008, the directors of the
Company have been in receipt of an iIndemnity from the Company in
respect of any llability or loss that may anse out of, or in connection with,
the execution of their powers, duties and responsibilities as directors

of the Company, or of any subsidiary, to the extent permitted under tha
Companies Act 2006 Copies of these indemnities, which continue to
remain in place, are avallable for iInspection at the Company's registered
office during normal business hours and will be available for inspection
at the AGM

By order of the Board

Wai Wong

Company Secretary
24 February 2015
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The Chairman and members of the Nomination Committee (the
“Committee”) are shown on page 26, together with their biographical
information 6 meetings were held dunng 2014 and the attendance
records of Committee members are shown on page 29 tisthe
Commitiee's policy that the Chief Executive is invited to attend all of its
meetings, except when the discussion concerns the Chief Executive
or when it 1s a meeting of non-executives only, and cther executives
are Invited to attend where appropnate

A copy of the Committee's terms of reference I1s available on the
Company's website and the following 15 a summary of its responsibilitties

* Reviewing the size and composition of the Board, together with
the skills, knowledge, expanence and diversity of its members
and making recommendations for change as necessary

* Carrying out an annual parformance evaluation of the Board,
1ts committees and indwmidual members

* Keeping succession planning for the Board and senior executive
team under review

The foliowing 1s a descnption of the work of the Committee to show
how 1 has discharged its respensibilibes n 2014

¢ Mat in Fabruary to discuss how the induction programme for
Andrew Duff, Chairman-Designate, was progressing

* MetinApril to appoint Andrew Duff as the Chatrman of the Committee
following his appointrment as Charman of the Board, confirm that
Korn/Ferry Whitehead Mann (*Korn/Ferry™) would be retaned to assist
the Commuttee in the recruitment of a replacement for Kevin Matthews,
approve a candidate role specification, discuss the new Charman's
govermnance roadshow planned for June, and recommend to the Board
the re-appointment of lan Bnndle as the Seniar Indepandent Cirector
for another year

*+ Metin June to discuss progress on recruitment, review a shortlist
of candidates (the long list having been reviewed and discusssd by
emall) and extend the process to include the Serior Independent
Director {SID) role, approve a SID role spacification, and consider
general management succession planning matters

+ Metin July to discuss progress on both recrutment processes
{the SID long list having been reviewed and discussed by email),
and recommend to the Board the re-appointment of Andrew Christie
for another 3 year term {subject to annual re-elaction by shareholders
and effectveness reviews)

* Matin September to discuss the preferred candidates in both '
recruitment processes, consider the balance of skills, expenence, !
independence, knowledge and diversity of the Board against the ,
different combination of final candidates, as well as the refreshment
of membership of Board committees, recommand to the Board the
appointments of Steve Good and Nick Salmon to the non-executive
director and SID roles, and review and approve draft letters
of appointment and indemnity letters, as well as an induction
programme The annual Board evaluation process wiich 1s usually
carned out by the Committee on behali of the Board was undertaken
by the Board last year and a descnption of this 1s given in the
Corporate governance report on the opposite page

* Met in December tc consider and approve revistons to the
Committea’s terms of reference, and review the Charman’s
performance (fast item was chared by the SID with the Charrman
absent from the discussions and both executive directors
in attendancs)

Shareholders may find the biographical information provided on

page 26 useful to help them understand how a director's background or
expenence influences the contribution he or she makes te the cperation
and eftectiveness of the Board Tius will also assist shareholders in
assessing the skifls and experience of the Board, as a whole, when
determining how to vote on certain resolutions at the AGM The
information should also be read In conjunction with the Notice of
Meeting accompanying this Annual Report proposing the slection/
re-election of all directors at the 2015 AGM

In connection with the retention of Korn/Ferry dunng 2014, the Board
confirms it has no other relabonship with the Company other than as
racruitment adviser

Andrew Duff
Chairman
24 February 2015 |
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Audit Committee report

The members of the Audit Committee {the "Committee”) are shown on page 26 together with their biographical information As well as being
Chairman, | am the Committee member with recent and relevant financial experience required under governance rules All Committee members

were considered to be independent throughout 2014 There were 4 meetings held and the attendance records of Committee members are shown on
page 28 It s the Committee’s policy that both executive directors and the external auditor (KPMG} are invited to attend all of its meetings, except when
the discussicn concerns KPMG or when 1t 1s a meeting without management prasent, and other finance stalf are rvted to attend where appropnate

The intemal audd service providers {PwC) report formally twice a year to the Committee and therefore attended 2 meetings last year

A copy of the Committee's terms of reference I1s avalable on the Company's website and the following 18 a summary of its responsibilities

Monitor the integnty of Group financial statements, financial reparting and related statements, as well as the clanty and completeness

of disclosures (including narrative reports and governance statements accompanying financial and related statements)
Ensure the appropriateness of accounting policies, any changes to thern and any significant estimates and judgemesnts made
Review the effectiveness of nternal control, compliance and nsk management systems (including whistleblowing arrangements)

Oversee all aspects of the retationship with the internal and external auditors, such as therr terms of appontment, the scope, manner
and programme of work, resaurcing, performance and effectivenass, indepsndence and objectivity and making recommendations

for therr dismussal or changes

The foliowing 1s a description of the work of the Committee to show how it has discharged its responsibiibes in 2014

February

present, and considered a proposal from management on non-audit services without KPMG being present

Reviewed in combination with KPMG's audit report the 2013 Annual Report (and associated press release accompanying the
preliminary results staternent), management representation letter to the audrtors, internal control and going concern statements,
Itigaticn and compliance reports (including whistleblowing) and the effectiveness, independence and objectivity of the auditors,
constdered the year end tax report, approved the descnption of the work of Committee in the Annual Report and recommended
to the Board the approval of the Annual Report as well as the reappointment of KPMG, met KPMG without management

June

statements, and received and discussed KPMG's audit strategy and plan for 2014

Rewviewed the half year report from PwC including reporting arrangements and a benchrnarking study on the mtemnal audit function,
discussed and confirmed that PwC had access to the Chairmen of the Committee and Board, and meets the forrmer without
managemant present at least twice a year, considered tha Committee’s activities, the rescurces available to it and also training
needs of and undertaken by Committee members, considered the FRC's consuitabon on going concern and nsk management

July

approved a policy for the recrutment of audtt staff

Reviewed In combination with KPMG's H1 rewiew report the 2014 intenm results announcement (incorporating a management
report and condensed financial statements and notes), management representation letter to the auditors and the half year Ihgation,
complance and tax reports, as well as the half year going concern statement, reviewed KPMG's amended letter of engagement
and proposed fees and delegated their approval to the Finance Director, discussed an updats on the Compary's anti-bribery and
corruption programrme, confirmed that KPMG did not require a meeting without management present, and considered and

Dacember

for 2015, and held a meeting without management being present

Reviewed update report from KPMG on therr audit plan, discussed EU rules on audit rotation and restnictions on non-audit
services, as well as UK audrt tender rules, considered and approved amendments to the Gommittee’s terms of reference, penodic
review of the Group's treasury policies and delegated authorty imits, carmed out an annual review of the internal audit programme,
recervad PwC's H2 report, approved the re-appointment of PwC as internal auditors and agreed fees and a programme of work

32
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Signrficant accounting 1ssues
The prnmary areas of accounting judgement considered by the Committes
in selation to the 2014 financial statements are listed below

* Provisions
Tha Committes reviewed the latest estimates for future spending
relating to the Group's environmental provisions recorded in the
Consohdated balance sheet These included some adjustments when
compared to estimates used at the prévious year end, based on a
report from a third party adwviser The Committee also reviewed the
discount rate used in calcutating the provision balances and concluded
that the rate should be reduced from the previous year's rate dus
to a declne in US borrowing rates

« Assumptions used to value penston scheme liabiities
The Committee reviewed the assumptions used to value the
labilities of the UK, US and Dutch defined benefit pension schemes,
as well as the US post retrement medical plan, which the Group's
actuarial advisers for each plan consicdered to be appropnate given
the charactenstics of each plan They noted that, as a resutt of
a change in pension provider In the Netherlands, the Dutch plan
would be accounted for under IAS 19 as a defined contribution
plan going forward

= Exceptional items
The Committeg reviewed a number of stems recorded in the
Consolidated income statement which it considered should be
separately disclosed because of therr size, nature and incidence,
theraby providing the reader with a better understanding of the
financial information presented It concluded that these tems should
be shown separately in the Consolidated income: staterment under
a column headed ‘Exceptional items’ Further details of these tems
are included in Note 5 to the Consolidated financial statements

« Taxation
Tha Committes reviewed the undertying assumptons to the Group's
2014 tax rate and, In particular, noted the exceptional tax credit relating
to legacy UK advance corporation tax and the retated deferred tax
assets The Committee noted that the basis for recognising these
credits arose from an increase in the level of UK profitability and a
consaquent iImprovement in the ikelihood that these legacy cradits
would be utilised in the foreseeabls future

Audit effectiveness

As Charman of the Commuitee | meet with the audit partner frequently,
inclucing for both audit planning and review meetings The Committes
meets the audit partner and the senior manager at afl four of its formal
mestings but it is the Finance Director and finance teams who have most
exposure to the audit team

To help the Committee carry out a formal review of KPMG's performance
a questionnare based evaluation 1s undertaken towards the end of

each year end audit cycle by members of our finance team globally The
questtonnairg used Is the template produced by KPMG's Audit Comrmittes
Institute which consders comprehensively different aspects of the audit
process Another way inwhich audit effectiveness can be monrtored by
the Committee 1s Audit Quality Inspection reports published by the FRGC

The Commuttee considers the auditor's performance to be satisfactory
and that the audit 1s effective as measured against therr letter of
engagement and the scope of services agreed

Audit rotation/tender, reappomtment, objectivity and independence |
Financial Reperting Council guidelings a year ago suggested that the
Committee would not need to undertake an audit tender process before
2018 {being within 5 years of the last partner rotation) Howaver, that
position has been revised by the Competiion and Markets Authorty
Crder which, under transitional rules, requires the Committee to complete
a tender before 17 June 2016 Thea EU also introduced new laws last year
on mandatory audsit rotation which suggests that our auditor must be
rotated by 17 June 20186, although national governments may be able

to modify the rotation requirement to one of a compulsory tender The
Committes discussed these 1ssues in Decembier and dacided that it
would be carrying out a tender process before June 2016

Following the review of KPMG's effectiveness, the Committee 1s
recommending to the Board that KPMG be re-appointed as the
Company's auditors at the AGM

The Committee considers the auditor's objectmty and independence

at least twice a year It receives reports from KPMG on its internal quality
control and independence rules, and keeps under review the level of
non-audit services KPMG provides

The Commuttese Is of the view that the auditors are objectiva and
indapendent notwithstanding the level of non-audit services provided
The Company's policy on non-audi services 1s more fully set out below

Non-audit services

In 2014, non-audit services of $0 6 million from KPMG were approved by
the Committee (2013 $0 6 milion) These services consisted mainly of tax
advisory services In relation to the US, UK, Netherlands, Germany, China,
Tawan and Brazt KPMG's knowledge of the business meant  could
provide these services cost effectivety and the safeguards explained
previously mean the Committee does not consider the prowsion of these
sarvices to affect the auditor's independence and objectmty

The Company's policy on non-audit services contans guidance on the
types of non-audit work that the external auditors may be considersd for
‘This guidance 1s in addition to other specified factors that must be taken
inte consideration, such as the expertise and resources of tha firm, whether
the services could nsk jsopardising audit ndependence and the fee relative
to the audit fee Examples of services that the external audttors may and
may not be alowed to perform under the policy can be found on the
Company's website www elementisplc com

Under our policy, the Finance Director may approve indvidual engagemsnts
where the fee 1s up to 15 per cent of the Group’s audt fee for the previous
year, provicied that the total non-audi tees In the year do not exceed

50 per cent of that Group audd fee Decisions above these thresholds

must be referrad to the Committes for determination
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Internal control and risk management system

The Committee’s formal remit includes reviewing the effectiveness of the
internal control, compliance and nsk management systems During 2014,
this formal review was undertaken by the Board who retain ultmate
responsibility for nsk management — see Risk management report for
further detals The focus of the Committee's work when 1t reviews intermal
audit reports 1s manly on financial, operational ardd compliance nsks PwC,
who provides an outsourced internal audtt function, plays a significant role
in the Group's Internal control process

The Comimittee’s prionties are to monitor and keep under revievy our
internal control and nsk management system which 1s designed for the
purposas of preventing matenal financial loss and fraud, safeguarding the
value of assets (including reputation) and ensunng comphance with laws,
regulations and Group policies

The Group's intemal control and nsk management systerm 1s only designed
to manage, rather than eliminate, the nsk of falure to achieve business
objectives and therefors the Board can only provide reasonable, and not
absolute, assurance aganst matenal mis-statement or loss The Board s of
the view that an ongoing process for identifying, evaluating and managing
sigruficant nsks faced by the Group was in place throughout the financial
year under review and up to the date that this Annual Report was approved
No significant ntemnal control failings or weaknesses were reported last year
50 none Is disclosed here

Set out below 1S a summary of the key features of the Group’s internal
control systemn

Control environment

The Group has policies and procedures that set out the responsibilities
of business and site management, Including authority levels, reporting
disciplines and responsibility for nsk management and internal control
In addition, annual compliance statements on internal control are
certified by each operating division

Risk identification and review
A formal nsk review process exists for the identification, evaluation
and monitoring of nsks See separate Risk management report

Financial reporting

The Group operates a comprehensive financial reporting system including
forecasts, consolidation and monthly reporting Board reports include
full management accounts, compnsing monthly and year 1o date profit
and loss statements, cash flow statements and balance sheet, with
segmental and indmdual business performance analyses, as well as
relevant performance indicators Actual monthly resuits are monitored
agamnst budget, forecasts and the previous year's results Any significant
varances are investigated and acted upon as appropriate As well as
monthly management accounts, each operating dvsion prepares an
annual and a 3 year operating plan which 1s approved by the Board
Thereafter a formal re-forecasting exercise 1s undertaken 3 times a year

Investment appraisal

There are clearty defined nvestment guidelines for capital expenditure
All investment expenditure 18 subject to formal authonsation procedures,
with major proposals being considered by the Board
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Internal audit programme

Aninternal audit programme 1s proposed by PwC In consultation with
the Finance Director and approved by the Audit Committee each year,
setting cut a programme of audits over the course of the next 12 months
The programme covers the monitoring of the effectiveness of nternal
controls and the design of processas to test the effectivenass of controls

Controls assurance
The controls assurance framework at Elementis (s threefold

* Board leadership supported by an open and transparent culturse
of 'no surprises’, good governance and comphance This means
knowing and understanding the businesses, qualty interactions
between the Board, management and business leadership teams
(including a regular programme of presentations and reperts
to the Board, as well as operational site visits)

* Internal and external audit programme, regular litigation ang
comphance reviews with the General Counsel and a programme
of comphance audits, regulatory inspections, environmentat
reviews and property surveys by external specialists

* (Code of Business Conduct and Ethics in which all employaes are
given training on and are required to self-certify compliance with,
supplementad by an enline comphance training programme,
an anti-bribery and corruption policy, which contractors are
also required to sign up to, whistleblowing arrangements and
an anti-retaliation policy

Fair, balanced and understandable

The Board and Committee understand the governance reguirements
for the Annual Report, taken as a whole, to be far, balanced and
understandabte, and that ‘far’ should mean reasonable and impartial,
‘batanced’ should mean even handed in tarms of being positive and
negative and ‘understandable’ should mean smple, ¢clear and free
from jJargon or unnacessary clutter

The Board and Committee consider the Annual Report for 2014, taken
as a whole, to be fair, balanced and understandable, with appropnate
signposting and emphasis being made, throughout the vanous sections,
to assist sharsholders understand the information and disclosures
contaned within them

Anne Hyland
Chairman, Audit Committee
24 Fabruary 2015




Strategic report

Corporate governance

Directors’ remuneration report

Shareholder information

Financial statements

Chairman’s annual statement on remuneration
Introduction

I am pleased to introduce the Diréctors' remuneration report for
2014 which has been prapared by the Remuneration Committee
{the "Committee™) and approved by the Board

As reported last year, the Committes decidsd to review executve
remuneration in two stages because of the Board refreshment
programme that was underway and the importance of ensuring
remuneration is linked to strategy and the nsk profile of the Company
The refreshment process, which 1s now complets, resuited in 3 new
directors being appointed last year, including the Chairman of the Board,
as wall as 2 non-executive directors who also became members of

the Committee Two of the earty prionties of the refreshed Board and
Committee have been to carry out a strategy review and conclude

the review of incentve pay, both of which have been done

This means that changes to vanable pay are being proposed to complete
the proposals on fixed pay that were approved by shareholders at last
year's AGM Subject to a successful shareholder vote at this year's AGM,
1t 1s not intended that shareholders will be asked to approve another
remuneration pohcy before 2018 1t 1s worth pointing out that the last
review, pnor to the current 2 stage review, was carned out more than

5 years ago and remuneration practices have developed considerably
since then, such as the introduction of bonus deferral, post-vesting
holding periods for long term incentves and recovery and withholding
provisions Presanting a rewised remuneration policy for approval at the
2015 AGM allows the Committee to Incorporate these new best practice
features, as well as make tha changes proposed

The revised remuneration policy, if approved, will be effective from the
date of approval and apply to the 2015 bonus scheme and LTIP awards

Background to the proposed changes

Under the leadership of our management team, Elementis has established
itself as one of the leading global speciatty chemicals companies,
delivering a total shareholder return of more than 450 per caent over

the last 5 years and generating strong profits and free cash flow

Elementis has benefited from extending its geographic footprint and
broadening its end markets, thereby creating a more complex and resilient
business despita ongoing vanable economic conditions The Group has
been successful in recent years in leveraging its key strengths to deliver
shareholder value, making a number of mportant strategic decisions
along the way that have enhanced its profitabie growth, the sustainability
of its operations and marging, as well as the strangth of its balance sheet
The Board 15 confident that the Group will continug to make progress

For the next phase of our development as a successful specialty
chemicals company, t 1s essential that the executive reward policy

takes account of the Company's complexity and global presence, that it
approprately rewards our current high calibre senor management team
and remarns #it for purpose within the context of nsk rmanagement and
succession planming In this regard it 1s essentiat that the policy contans
adequate flexibility, with appropnate safeguards for shareholders, and one
that 18 capable of attracting future talent where necessary (inctuding in the
US market where more than half of our operating facilities are located)

Following a review with a recently refreshad Board, our objective

15 to ensure that executive compensation 1s designed to incentivise
behawiour and performance that will deliver sustainable growth and
value over the longer term, with a closer and more transparent hnk
between performance targets and strategy, and structural changes
to bnng policy in line with best practice

The Committee has determined that the palicy should achieve closer
alignment with the interasts of shareholders by making performance
related pay a greater proportion of overall total pay, having a longer term
focus, and with a more significant share based element The Committes
will continue to set stratching targets as it histonically has done

Key findings of review

The Committee was assisted in ts review by New Bridge Strest,
its retained adwiser, and concluded that the overall structure of our
remuneration policy has worked well, but recognisad that several
areas needed to be addressed

* The current annual bonus opportunity 1s behind UK FTSE 250
market levels and significantly below comparable US peers and
the LTIP provision 1s alsc below US peers This ts particularly relevant
for Elementis given that {i) the current Chief Exacutive and both
Business Presidents are nationals of and based in the US, and
(i)} the Commitiea desires to have the potential flexibility to structure
appropniate packages for new senicr executives (where recruited
from the US), with a higher proportion of vanable pay If necaessary
Addressing this matter 1s a pnonty for the Committee

* Supporting investors' desire for greater afignment through share
ownership, more incentive pay should be delivered in shares,
with more deferral, a stronger share ownership requirement
and a post-vesting holding perncod for LTIP awards

* Legacy defined benefits pension arrangements need to be fully
transitioned to defined contnbution arrangements

* Other aspects of our remuneration arrangements require updating
to comply with bast practice such as a review of the operation
of our recovery and withholding {clawback) provision

Key changes to remuneration policy

The remuneration policy that follows in the next part of thus remuneration
report reproduces the current policy {(in its entirsty) which was approved
last year and incorporates the changes that are being proposed

A summary of the changes are set out below

Basi¢ salary,
No change In policy

Benefits
No change in policy
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Chairman’s annual statement on remuneration {continued)

Annual bonus scheme,

Maximum hmits Increased from current 100 per cent of basic salary
to 180 per cent and 125 per cent for the CEO and Finance Director,
respectively, for the duration of the 3 year policy in the case of
current directors A higher imit of up to 200 per cent of basic salary
may apply {for new recruits to provide flexibility to attract high calibre
tatent, if required

Bonus metncs and accrual For profit related performance measures,
targets will be set at threshold, plan and stretch level and the rate at
which any bonus will accrue shall be determined by tha Committee
gach year when reviewing annual business plans and approving
bonus scheme targets which may include quantifiable non-financial
metrics/targets

Bonus deferral 50 per cent of any bonus paid must be awarded in
shares and deferred for 2 years Deferred shares will be met from
recycled shares held by the Elemantis Employee Share Qwnership
Trust {"ESOT")

Recovery and withholding (Clawback) Triggers inctude errors,
mis-statement and gross misconduct (dismissal for cause) The
new provisions would apply from 2015 awards, for 3 years following
when bonus s earned (cash bonus pard) and be incorporated intg
the rules of the bonus scheme Recovery/withholding will be drafted
as flexibly as possible to ensure its effective operation and may be
made through withholding deferred annual bonus awards or future
vesting of ncentive payments (iIncluding a reduction of unpaid
bonuses or unvested share awards including deferred share awards)
or to seok racovery of sums already paid or transferred to the
employee from therr personal funds

Deferred shares would accrue dividends (n cash or further shares)
dunng the 2 year deferral penod and be paid in the normal manner

to the registered holder {if it 1s held in the ESOT) for further remittance
to a bereficial owner as appropnate For conditional awards and
options, dividends would be paid when shares are delivered

Deferred shares are only forfaitable in the event of disrmissal

for cause

Grant lavels will be Increased to 175 per cent of basic salary for
both the CEQ and the Finance Director The new policy limit of

175 per cent will apply to current directors for the duration of the

3 year policy A new higher mit of up to 250 per cent of basic
salary 18 ntroduced for new recruits to provide flexibility to attract
high calibre talent and this will be the shareholder approved imit
under the amended LTIP rules

Post-vesting holding period of 2 years Shares may not be sold when
awards vesl other than sufficient to meet tax and social secunty
labiites The batance of shares would be held under the ESOT
Recovery and withholding (clawback) Features and operation

to apply on a similar basis as descnbed for the bonus scheme
Dridends As for deferred shares under the bonus schems In the
case of nil cost options, dividends will only accrue on vasted shares
{o the extent they are paid dunng the 3 year vesting penod

A separate rasolution to approve changes to the LTIP rules will be
proposed at the AGM Thesae will include the change to the indmidual
limit and in respect of the new withholding and recovery, dvidend
and post-vesting holding penod provisions

Pengion,

The only change concems the value of annual benefit {cash salary
supplement) payable to the Finance Director from 1 December 2015
which 1s a reduction from 74 per cent to 30 per cent of his basic salary,
to bnng this legacy arrangement more i line with market practice
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Sharsholding guidelines,

Increasad from 100 per cent to 200 per cent of basic salary From 2015
no vested share awards may be sold, other than to mest tax habilities,
until the required level has been reached

The Committes consulted with its major shareholders, the IMA and ISS
on the proposed changes to remunaration, took on board ther views
and made changes accordingly

2014 overview

As a result of ancther reslient financial performance in challenging global
market conditions, the executive directors will recewe bonus payments
equal to 50 00 per cent (2013 55 91 per cent) of therr basic salanes

Under the LTIP, the performance pencd for the 2012 awards ended in
2014 and the percentage that will vest {in June 2015) under the EPS and
TSR conditions I1s 68 per cent and 62 per cent respectively, delivenng

a total reward outcome of 65 per cent (2013 100 per cent) Elementis
delivered shareholder return cver the 3 year period of 105 per cent,

compared to 39 per cent from the companies in the FTSE All Share Index

{excluding iInvestment trusts) EPS growth (on a like for like basis) over
the same pernod was more than 30 per cent

The Committee believes that this reward outcome 1s justified based on
the Company's performance over the penod and demonstrates that the
Cormmittes has and will continue to set performance targets under both
the short and long term incentives which t considers to be meanmngful
and appropnately stretching

2015 policy implementation

The following summarises the application of our remuneration policy In
the current year {some of which may be subject to shareholder approval
at the AGM)

s In line with the existing policy, the Committee awarded David Dutro
and Bnan Taylorson each a salary increase of 3 per cant with effect
from January 2015, which 1$ in line with the increase for the US,

UK and European workforces

= The annual bonus scheme wall generally operate on the same basis
as in 2014 (up to the proposed limits for the current directors and
incorporating the new provisions described above), except for
a fow adjustments
{) The extsting 75 25 weaighting in respect of the EPS and average

working caprtal {AWC) metncs will be adjusted to 8C 20 and the
EPS metric will be replaced with PBT {defined as Group profit

before tax bafors any exceptional items) The Committes ciscussed

the appropnateness of maintaining EPS as the profit based
measure for short term performance and has decided that PBT
would be a better measure of trading performance This thinking
follows a review of market practice on the most common metrics
used and the trend by FTSE 350 industnal companies to utiise a
profit based measure rather than EPS for the short term incentive,
whilg retaining EPS under the long term incentve

{i) In line with previous practice, targets for the new PBT metnc
will be set at threshold, plan and stretch levels, with threshold
normally being the prior year result and plan and stretch targets
set at levels considered to be approprately challenging Due to

commercial sensitivity, it 1s the Commuittee's normal practice to only

disclose these bonus targets retrospectively which it will continue

o do Bonus accrual remains unchanged and would be O per cent

and 100 per cent at thrashold and stretch, respectivaly, with
straight line vesting in between
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(u) Under the AWC condition, it Is proposed that the single target
structure introduced last year will be retained for 2015 The reason
for daing so 1s because the Committee considers that current
AWC performance levels are already strong relative to industry
benchmarks and the focus should be on growing revenue and
operating profit while ensuning that existing AWC performance
levels are maintaned As with last year, the single target means
achievement of the target would rasult in that component of bonus
opportunity subject to the AWC condition vesting in full, subject to
a PBT over-nde, such that AWGC 1s not tnggered unless PBT at plan
1smet The actual AWC target will also be disclosed retrospectively

* LTIP awards (up to the proposed 175 per cent limit for current
directors) to be made {after the 2015 AGM} will ba subject to

the same mix of challenging EPS and TSR based parformance

conditions {spiit 50 50) as the awards made in 2014 The Commitiee

reviewed both metrics and considers them to be appropnate In

the case of the EPS targets, these remain appropnately challenging

based on internal growth plans, but the Committes will continue to

be keep the EPS range under annual review o ensure It continues
to remain appropnate

* Therevised pension benefit imit will be applied to Brian Taylorson
from 1 December 2015 when his current arrangements expire

Link between strategy and remuneration

Uthimately, our principal strategic objective 1s to delver a superior
shareholder retum on a sustanable basis The policy changes baing
proposed should achieve closer akgnrnent with the interests of
shareholders by making performance related pay longer term,

and with a more significant share based element

The Company’s main financial KPIs are operating profit, operating and
contribution margin, AWGC to sales ratio, ROCE and operating cash flow
The setection of PBT and AWC metrics in the annual bonus scheme
ensures that the focus 1s on trading performance and the dnvers of longer
term value profitabiity and cash generation With regards to long term
performancs targets, EPS growth or ROCE targets may be used under
our current policy and these are aligned with the long term shareholder
value creation and efficient growth of the Company The Committes has
congidered whether a ROCE measure should be utiised but concluded
that rather than adopt both EPS and ROCE, or replace EPS with ROCE,

it would retain the existing EPS and TSR metncs to keep matters simple
and to proviie better consistency and transparency in performance
measurement aver ime The Committés considers that the man dnvers
of ROCE over a 3 year penod are EPS, capital iInvestment, working capital
and cash flow, and 3 of these elements are already captured in the annual
bonus and LTIP plans, while capital nvestments are reviewed on a case
by case basis The relative TSR condition ensures that there 1s clear
alignment between shareholders and executives

Summary

The changes bring our policy In line with market best practice and achieve
greater algnmeant betweaen management and shareholder interests The
Committee will continue to set meaningful performance targets that are
approprately challenging for both short and long term ncentves

The Committee has considered the above changes carefully and 1s
sabsfied that changes to incentive opportunity for current directors will
ensure that packages remain far and market competitive The flexibility
afforded by higher incentve plan limits for recruitment purposes i1s In the
best interests of the Company and therefore shareholders We have
strengthened abignment with shareholders through the introduction of a
robust recovery and withholding provision both in the annual bonus and
the long term plan, a higher share ownership requirement, deferred share
bonus element and a holding penod for vested LTIP awards

We are committed to structuning our remuneration policy In ine with UK
market practice even If, quantum wise, there may be a need to compete
for senior exacutive talent In other markets, such as in the US

Your directors were very pleased to receve a significant level of support
for our Remuneration report from shareholders at last year's AGM (for
both our remunaration policy and the rest of the remuneration report)
On behalf of the drrectors, | thank you for your continuing support

Signed on behalf of the Board by

Andrew Christie
Chairman, Remuneration Committee
24 February 2015
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Remuneration policy report

Effective date and duration of remuneration policy

This part of the Directors’ remuneration repert {the “Remuneration policy report”) sets out the remuneration policy for the directors of the Company that
1s being put to a binding sharsholder vote at the 2015 AGM  Subject to recening majonty shareholder support, thts Remunaration poltcy report will be
effective from the date of approval at the AGM on 22 Apnl 2015

Link between policy, strategy and structure

Our remuneration policy 1s principally designed to attract, motivate and retain the executive directors and business presidents to executs effectively
our corporate and business stratagies in order 1o deliver our annual operating plans and sustainable year on year profitable growth, as well as to
generate and preserve value for our shareholders over the longer term, without encouraging excessive leve!s of sk taking The principles and values
that underpin our remuneration strategy are applied on a consistent basis for all our Group employees It 1s our policy to reward all employees fairly,
responstbly and by reference to local markst practices, by providing an appropriate balance between fixed and vanable remuneration

The Committee’s policy 1s to adequately reward the directors if they meet or exceed the targets set under the vanable components of their
remuneration packages

The remuneration structure far executive directors 1s made up of 2 elements fixed remuneration {consisting of basic salary, benefits (including far
axample non-contributory heatth insurance and lifé assurance} and pensien provision), and varnable remuneration (annual bonus scheme and long term
share incentves)

Policy table
The information in the table below sets out the remuneration policy for the different elements that make up total remuneration appiying to directors

Changes to the policy from last ysar are highlighted in bold and underimed for eass of cross referencing
Purpose Targeted at a level to attract and retain the world class executves who are essential to dnve the business forward
and link to and deliver the Company's strategic goals
Company's
strategy
How it Formal salary review normally avery 3 years, with benchmarking analysis utlised for reference purposes aganst relevant
operates in market cormparators, as approprate, taking inte account the size of the Company {revenue and market capitabsation),
practice complexity of the roles (ncluding changes to both size and roles) and indvidual performance

Annual salary increases that are broadly m ine with the local workforce {iIn percentage of salary tarms), subject
to Commitiee approval

Increases beyond the average of those granted to the local workforce (in percentage of salary tarms} may be awarded
in certain circumstances, such as where there s a material change in responsibility or expenence of the indnidual, to
recognise exceptional performance over a sustained penod or a significant increase in the complexity, size or value of
the Company

Where new joiners or recent promotions have been placed on & below market rate of pay initally, a senes of increases
above those granted to the focal workforce {in percentage of salary terms) may be grven over the following few years
subject to Indwvidual performance and development in the role

Salanes are normally reviewed In December and any changes are effective from 1 January in the following year

Maximum There s no prescnbed maximum for salary increases The Committes will be gurded by the general increase for the
potential value local workforce and/or broader workforce as a whole, as well as the cincumstances listed above
Salanes for 2015,

Chief Executive $875.500 .
Finance Director £3386,215
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Benefits

Purpose To aid retention and to remain competitives in the marketplace
and link to

Company’s Healthcare benefits in order to minimise business disruption
strategy

Executive directors may also participats along with other employees in the Group's HMRC approved SAYE,
or other equivalent savings based, share schemes to share In the success of the Group

How it Life assurance and private medical health insurance are provided
operates in
' practice Provision of ether a company car (for business and personal purposes) or a car allowance, In both cases having '

a value that 1s consistent and commaensurate with the executive’s status and senionty

Participation in all employea/savings based share option schemes as above

In addition, benefits m the LIS, where 1t 18 standard, include cover for dental costs, accidental death and disablement,
long term disability and club membership

Maximum SAYE/savngs based schemes are subject to individual imits These are $2,000 per month in the US and in the
potential value UK up to the HMRC prescribad hrmit {£500 per month)

Other benefits the Committee will determine the level of benefit as it considers appropnate, taking into consideration
local markst practice

Annual bonus scheme

Purpose To incentivise the sentor management team to exceed the annual operating plans approved by the Board at the start
and link to of each financial year

Company's

strategy To ensure that a significant proportion of an executive's total remuneration 1s based on corporate/business financial

performance that 1s lIinked to the Company’s annual operating plan

Hownt An annual bonus 1s earned based on over performance against selected peﬂormance measures which are Inkad to
operates in the Company’s key performance indicators, g P g BYOMO gtrate B : =
practice
Bonus payments are pard following the approval of full year results Payments are based on salares at the tme
of payment
Maximum hietf Ex ve 1 | I

potential vatue
Fin. 12 t of bast ]
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Remuneration policy report (continued)

Annual bonus scheme (continued)

Framework
used to assess
performance

1 ] ’ f the overal n , '

Long term incentives

Purpose and The LTIP s the sole long term incentive mechanism and 1s intended to align the interests of the executives with the Group's
link to long term performance, business strategy and broader iInterests of shareholders

Company's

strategy When granting awards under the LTIP the Committee generally takes into consideration the need to motivate and retain the

exacutive directors and other participants

The numbar of options/conditional shares awarded, up to the maximum limt, is based on the average mid-market closing
price of a share on the date preceding the date of award

How it Nil cost options or conditional shares are awarded annually Options are exercisable 3 years from, and within 10 years of,
operates in the date of award Share awards vest on the 3rd anniversary of the date of award
practice

Tax rules mean US participants will generally exercise and sell at lsast part of any options/shares that vest on the date
of vesting, in order to meet tax habiliies This will continue to be our practice for aptions/shares not subject to the
holding penod

Awards are subject to the achievernent of challenging performance conditions and normally subject to continued senice
over the vesting penod
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Long term incentives (continued}

Maximum
potential value

Framework
used to assess
performance

Awards are subject to achievement of financtal {EPS, ROCE or any other relevant company financiat KPI) and/or relatve TSR
performance conditions measured over 3 financial years beginning with the financial year in which the award 1s made TSR
wiall be measured against the constrtuents of a broad equity index, or a bespoke group of appropriate comparator compantes

In deterrmining the target range for any financtal measures that may apply, the Committee ensures they are challenging by
taking into account current and anticipated trading conditions, the long term business pian and external market data For any
financial performance condition, threshold vesting will start from O per cent and for any relative TSR performance condition,
threshold vesting will start at 3 85 per cent In both cases this will Increase on a straight line basts with 100 per cent vesiing
for achieving the stretch targets, which for the TSR performance condmon will require at least upper guartile performance

Pension

'

Purpose
and link to
Company's
strategy

How it
operates In
practice

Maximum
potential value

To aid retention and remain compsetitive In the marketplace

To provide appropniate retrement benefits commensurate with local market practice, senicnity of the role and tenure with
the Company

Policy for new recrurts 1s a contribution to a non-company pension scheme and/or cash in lleu
The policy for the current Chief Executive and Finance Director 1s set out below

Group Chief Executive

Dawid Dutro receives an annual satary supplement of 20 per cent of his basic salary as part of his contractual entitiement
and as a US employee he also participates in 2 defined contribution schemes being (i) a US 401(k) Plan, which i1s similar
to a money purchase scheme, and (i) a Non-Qualfied Deferred Compensation Pian {the 'Defined Contnbution plans’)
The latter plan murrors the 401(k) Plan except it allows for contnbutions in respect of pensionable remuneration over an
annual compensation imit set by the US Internal Revenue Service (2013 $255,000) The employsr match under these
two plans includes a regular match of up to 4 per cent of total pensionable remuneration and a supplementat match

of up 1o 4 per cent, based on age and length of service

Finance Director
Up untit 30 Novernber 2015 when his current arrangement expires, Brian Taylorson will receive & single annual salary

supplement which broadly matches the value of his previous pension provision After that date the annual salary
supplement will be reduced to 30 per cent of basic salary, In line with the level for new recruits

The policy for new executives is for a company contnbution of up to 30 per cent of salary

Under the policy the maximum for the CEQ 15 20 per cent of his salary and up to 8 per cent of pensionable remuneration
depending on the amount of perscnal contnbutions made into the Defined Contnbution plans

The maxirnum for the Finance Director, until 30 November 2015 as per the previous approved policy, 1s 2 salary
supplement of 74 per cent of tus salary Thereafter, the annual salary supplement will be 30 per cent of his basic salary

Legacy arrangements exist for existing employees
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Remuneration policy report (continued)

Share ownership guidelines

To align an executive’s interests with those of shareholders and to encourage executives to participate and share in the
long term success of the Group

Purpose
and [ink to
Company's
strategy

How it
operates In
practice

The Committee monitors compliance with these guidelines and can make changes to them from time to time

Non-executive Chairman and directors’ fees

Purpose To attract individuals with the relevant skills, knowledge and expenence that the Board considers necessary in

and hink to order to mantain an optimal mix that ensures the seffectiveness of the Board as a whole in camying out s duties
Company's and responsibities

strategy

How it Non-executive drrectors’ fees are determined by the Chairman and the executive directors, having regard to fees pad
operates in to non-executive directors in other UK quoted companies and the time commitment and responsibilities of the role
practice

In the case of the Charman, the fee level 1s determined by the Committee As well as taking into consideration the above
factors, the Committee sets the fee at an appropriate level necessary to attract a role holder qualfied to effectively lead
the board of a company of a simiar size and prestige as Elementis

Fees are payable in cash and non-executive directors are not eligible to partrctpate in any pension, bonus or share
incentive schemes No individual Is allowed to vote on hig/her own remuneration

Choice of performance measures and approach to target setting
The performance metrics that are used for annual bonus and long term
incentive plans are drawn from a suite of Company KPls monitored by
the Board that are closely linked to the financial KPls on page 15

PBT (defin reported Group profit ore tax, before an
exceptional items) 1s a glear measure of the Company's trading
performance and AWC encourages the most efficient use of working
capital and ensures earnings are turned into cash These metrics are
aligned with the Company's objectives and strategy

with regards to long term perfermance targets, EPS growth or ROCE

targets may be used and these are aligned with the long term ievels of
sharehelder value creation and growth of the Company A relative TSR
condrtion ensures that there 1s clear alignment between shareholders

and executves

Where appropriate, targets are set based on shding scales that take
account of internal planning and external data Only mocdest rewards
are avalable for delivering performance at threshold levels or above with
maximum rewards requiring out performance of our challenging plans
approved at the start of each year
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The intencled targets for awards to be granted under the long term
Incentrve planin 2015 are consistent with the policy set out In the policy
table and are set out in the Annual report on remuneration on page 47
The Committee considers the EPS targets to be appropnately challenging
based on internal growth plans, but will continue to keep this EPS range
under annual review to ensure it continues to remain appropnate

The Committee does not incorparate corporate or business performance
In environmental, social and govarnance matters when setting targets

in the vanable parts of remuneration The safety and environmental
performance of Group businesses I1s accorded high importance and the
Committee considers that management should aspire to achieving high
standards in both safety and environmental performance without the need
for incentives Governance standards are set by the Board as a whole
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Differences in executive remuneration policy compared

to other employees

The Committee 18 made aware of pay structures across the wider

Group when setting the remuneration policy for executve directors The
Committee considers the general basic salary increase for the broader
Group and, in particular the employees based in the US, UK and Europe,
when determining salary increases for the executive directors

The same principles and valuss behind the design of remuneration

for the executive directors and bustness presidents apply to other

senior managers and employees throughout the rest of the Group, with
modifications to reflect local market practice and the leve!l of senionty and
ability to influence Group performance Overall, the remuneration policy
for executrve directors 18 more heavily weighted towards variable pay than
for other employees This ensures that there is a clear ink between the
value created for shareholders and the remuneration received by the
executive directors given It 1s the executive directors who are considered
to have the greatest potential to influence shareholder value creation

Reward scenario analysis

The level of vanable pay vanes by level of employee within the Group and
15 Informed by the specfic responsibilities of each role and local market
practice as appropriate

How the views of employees are taken into account

The Group does not actively consult with employees on executive
remuneration The Group has a diverse workforce operating in 9 different
countngs, with vanous local pay practces, which would make any cost
eftective consuttation impractical However, as noted above, when setting
the remuneration policy for executive directars, the Commitiee takes into
account the pay and employment conaitions for other employees in the
Group This process ensures that any annual increase to the basic pay
of executive directors 1s not out of proportion with that propesed for
other employees

Chief Executive Officer
£'000
2,500 2,435
2,000 38%
1,573
1,
500 o
3%
1,000 b2 5%
500
100% 45% 26%
]
Fixed On target Max
Key
Fixed
Annual Bonus
P

Fmance Director
£000

1,610

1,102 3%
1,000 2T%

595 1994 26%

Flxed On target Max

Koy
Fiad
Annual Bonus
e

The table above illustrates the potential pay opportunities for executive directors under 3 different scenanos for 2015 The CEQ's remuneration
has been converted into pounds sterling using the average exchange rate for 2014 ($1 65 £100)

1 Fixed Compnses fixed pay being the value of salary, benefits and pension (benefits and for the CEO employer’s matching contribution

to Dsfined Contribution plans are included at therr 2014 level)

2 Ontarget The amount raceivable assumes performance in which 50 per cent of annual bonus 1s payable and 50 per cent of long term incentive

awards vest

3 Maximum the maximurm amount recevable should all stretch targets be met and vesting under both the annual bonus scheme and LTIP

15 100 per cent

When valuing the LTIP options under the 'On target’ and ‘Maximum' scenanos, no account of any share price appreciation Is taken Into account
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Remuneration policy report (continued)

Recruitment policy
For executive director recruitment and/or promotion situations, the Committee will follow the policy outlined below

D X

Basic salary Basic satary levels will be set in accordance with the Company's remuneration policy, taking into account the expenence
and czalibre of the ndvidual {e g typically around market rates prevalent in companies of comparable size and complexity)
or salary levels may be set below this leve! (e g o the iIndvidual was promoted to the Board) Whera it 1s appropnate to offer
a below market rate of pay inttally, a senes of ncraases to the desred salary posthoning may be gven over the following
few years subject to indvidual performance and development in the role

Benefits New directors rmay be entitled to benefits such as Iife assurance, private medical health insurance, cover for dental costs,
accidental death and disablement, long term disability and provision of erther a company car {for business and personal
purposas) or a car allowance, or any cther appropriate benefit

Whaere necassary the Committes may approve the payment of reasonable relocation expenses to facilitate recruitment
for a maximum period of 12 months

Pension A company contnbution into a pension plan and/or cash supplement of up to 30 per cent of salary

Legacy pension arrangements for promotees which may include defined benefit or US style arrangements may continue
to operate on their existing terms

Annual bonus The annual bonus would operate as outhned for current executive directors but to awd recruitment where necessary
alary, Bonus will be pro-rated for the proportion of the year

served Dependmg on the ummg and raspons:bnmes of the appmment it may be necessary to set diferent performanca
measures and targets inially

Long term Awards under the LTIP will be granted in I|ne with the pohcy ou‘thnad for the current executive dlrectors on an annual basis
incentives ; ; 5 6 BCos g Br ce A sala
An award may be made shortly after an appomtment (subsect to the Company not beng in a prohibyted penad) For an
internal hire, existing awards would continue over their onginal vesting penod and remain subject to ther tarms as at the
date of grant In addition, if the grant of awards for that indmdual precedes his or her appointment as a Board director
for that financial year, the Committee’s policy would include fiexibility to top up awards for that year (subject to the overall
indwmidual salary imit) based on the executive's new salary
Buy out In the casa of an external hire, if it 15 necessary to buy out incentive pay or benefit arrangements (which would be forfeited
awards on leaving the previous employer), this would be prowded for taking nto account the form (cash or shares) and timing

and expected value (1e likelihood of meseting any existing performance critena) of the ramuneration being forfeited

Replacement share awards may be granted using the Company's LTIP (up to the ndividual imit) or outside of the LTIP
if necessary and as permitted under the Listng Rules
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Outside board appointments

The Company's pohcy 1s to support an executive should they wish to take
on an external board appointment, provided that there is no conflict of
mnterest and the role does not interfera with the executive’s commitment
or duties If an executive does take on an external appointment they

may retain any {ees pard and will be restncted generally o ¢nly one

such external appontment

Service contracts
Exacutive directors’ service contracts contain a termination notice penod
not exceeding 12 months

Name Date of contract MNotice peried
Bavid Dutro, CEQ 16 January 2007 12 menths
Bnian Taylorscn, Finance Director 5 Junea 2005 12 months

Policy on payment for loss of office

For the existing executive directors, the tarms covenng termination were
agreed at the date their contracts were made The Finance Director 1s
required, howsaver, to mitigate his loss in the event of loss of office by
making efforts to secure a new position Payments in isu of notice to
both the Chief Executive and Finance Director may be reduced or ceassd
i each secures a new position In the case of the Chief Executive, the
payments will onty be ceased If his salary in his new position 1s equal to
or more than his salary on termination, if not his monthly payments will
be reduced by the gross salary earned by the Chief Executive In his
new position each month

For any new appointments, It 1s the Company’s policy to follow current
market practice and preclude the inclusion of any payment (benefits,
bonus or pension) other than basic salary \n the calculation of termination
payments (being 1 year's salary} and a notice penod of 12 months
Payments will be phased on a monthly basis over the remaining notice
pencd and the Committee’s position 18 to ensure a director mitigates

the loss to the Company

Termination payments

Group Chief Executive

The maximum amount payable under Dawd Dutro’s contract I1s
basic salary during his notice pertod (12 months) and any bonus he
may be eligible to receive for the penod he was employed, subject
to performance

Alternatvely the Company may pay compensation in keu of the notice
penod of a lump sum of 50 per cent of tus basic salary, withupto a
further 50 per cent payable in 6 manthly Instalments after 6 months

(in both cases pro-rated for the actual notice penod) This would apply
if the Company terminates his contract for any reason other than for
cause or if he invokes a ‘good leaver’ reason for terminating his contract
{18 upon a change of control in which the successor company Is not
bound to honour his service cantract)

Finance Director

The maximum amount that would be payable to Brian Taytorson for
payment in heu of notice by the Company for any reason other than for
cause I1s an nrtial lump sum of 50 per cent of hig basic salary and other
benelits described below and up to a further 50 per cent payable ina
lump sum after 6 months, subject to the Committee being satisfied that
reasonable efforts to secure a new position have baen made dunng the
6 months following termunation Other benefits comprse i) the sums
that would normally be payable to him in respect of his pension benefits
pro-rated according {6 notice penod being gven/served, (i) the cost of
providing pnvate medical nsurance for him, his spouse and any children
under 21 for the 12 months following termtnation and (ii) his manthly car
allowance for a 12 month period

The above summary only addresses contractual rights to payments in
lieu of notice, or dunng the relevant director’s notice penod, and may not
reftect any settlement or compromise sums which are separately agreed
at the point of termination

Commnttee discretion with regard to incentive plans

For any outstanding LTIP awards these are governad by rules of the
plan and only in Imited crrcumstancas ts discration permitted In such
circumstances, the Committes retains the use of discretion in its
administration of the LTIP as contained in the plan rules

In the specific event of loss of office any discretion exercised would
depend on the circumstances at that time and the performance achieved
during the performance period [n the event of the death of an executive
director and an award has not yet vested the Committee, acting in its
absolute discretion, may determine vesting from matunty rather than
date of death If an executive director ceases employment due to injury,

1l health, disability, redundancy within the meaning of UK legistation or

its overseas equivalent, transfer out of the Group/sale of business or
retrament with employer's consent (a “*Good Leaver” event) and an award
has not yet vested the Committee acting in its absolute discretion may
allow early vesting at the date of cessation rather than at date of vesting
All such awards would still be subject to performance conditions, which
the Comrmittee may not wave as well as pro-rating for time whuch the
Committes, acting farty and reasonably, may wave in part or in full if it
considers acting fairly and reasonably it 1s appropnate to do so

Simiar provisions apply In the event of a change of control, with
performance maasured up to the date of the relavant event and
normally scaling back pro-rated for time

It s the Committee’s policy to exercise these discretions in a way that
wotld be in the best interasts of the Company and depending on the
ndividual circumstances of each case

If an executive director resigns or 1s dismissed LTIP awards lapse
and the Committee has no discretion under the rules
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The Company operates an annual cash bonus scheme in which
participation and payments are made subject to the discretion of the
Committee However, under his service contract, the Chief Executive
may be eligible to receive a bonus relating to the Company's financiat
performance dunng his 12 month notice perod, providad all performance
conditions have been met Where the Committee has any discretion its
policy 1s to exercise any discretion in the Company’s best interasts and
depending on the indmdual circumstances of each case

Following the mtroduction of bonus deferral requirements, the rules
of the annual bonus schems will be amended to Incorporate the
deferral requirement as well as recovery and withholding provisions
as summansed in the remuneration policy table The rules will nclude
a discretion for the Committee, acting farly and reasonably, to wave
deterral on the occurrence of a Good Leaver event

Under the amended rules of the LTIP, the holding penod will apply to

all participants who receive awards unless the Committee determines
otherwise in its discretion, for example for awards made to below Board
level partcipants The holding penod will expire on the earlier of 2 years
and the date of specific events, such as a Good Leaver event or a change
of control, atthough the Committes dees have a discretion to end the
holding penod for any other reason Thes discretion will not be applied

In a way that creates adverse tax consequences for US partictpants

For US participants, grants under the LTIP and Deferred Share Bonusg
Plan will be treated as “restricted stock units” o as to resutt in deferral

of US income taxation until the shares are delivered to the participants
However, US social secunty tax will apply to the value of the grants at
vesting (but not again on delivery of the shares) In order to avoid adverse
US tax consequences, certain of the LTIP and Deferred Share Bonus
Plan rules otherwise applicable to the holding/deferrat period have been
modified for US partcipants (e g delwery of shares will result from any
separation from serwice of the Company and s affilates regardless of
Good Leaver status)

Legacy matters

Once adopted, this Remuneration policy report will apply from the date
of approval by shareholders at the 2015 AGM Hawever, legacy awards
or other commitments, Including those made prior to 27 June 2012 but
not modified or renewed after that date, to current or former directors
may shll be paid notwithstanding that they have only been incorporated
by reference and not been fully descnbed in this Remuneration policy
report Thess legacy awards and commitments compnse the LTIP
awards made in 2013 and 2014, as more fully descnbed in the Annual
report on remuneration
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Non-executive directors’ terms of appomntment

Non-executive directors are appointed for a 3 year term, subject to annual
re-election by shareholders For non-executive directors who have served
for 9 years or more, they may be appointed for a further year at a tme
Each letter of appointment provides that the director’s appontment can
be terminated by the Company on 6 months’ nctice on any grounds
without clatm for compensation

Non-executive directors are not elgible to participate in any pension,
bonus or share incentive schemes No individual 1s allowed to vote on
his/her own remuneration

The table below provides further details of the letters of appointment
that the non-executive directors held with the Company during 2014

Date of Date of last Date of
Name appointment  reappomntmant expiry
Non-executive directors
A Duff! 01/04/14 N/A 19/04/17
A Christie 11/08/08 11/08/14 10/08/17
S Good 20110114 N/A 19/10/17
A Hyland 01/06/13 N/A 31/05/16
N Salmaon? 20/10/14 N/A 19/10/17
Past directors
| Bnindlg? 06/06/05 0B/06/14 -
K Matthews? 16/02/05 16/02/14 -

1 Appointed non-executive director, Deputy Chairman and Charrman-designate
on 1 Apnt 2014 and indapendent non executrve Charman following the 2014
AGM on 24 Apnl 2014

2 Appointed non-executive director on 20 October 2014 and Sanior Independent
Director on 16 December 2014

3 |an Bnndle and Kevin Matthews retired as directors on 15 December 2074
and 31 October 2014 respectively

Copies of the executve directors’ service contracts and all letters of
appointment of non-executive directors are available for ingpection at
the Company's registerad office dunng normal business hours and will
be avadable for inspection at the AGM

Shareholder engagement

The Committee encourages dialogue with the Company's shareholders
and would consult with major sharehelders ahead of any significant future
changes to remuneration policy Major shareholders and shareholder
representative bodies were consulted on the changes summarised in

the ‘Charman's annual statement on remuneration’
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Annual report on remuneration

This Annual report on remuneration shows how the Company’s policies
and practices on directors’ remuneraticn will be appled in 2015 and
how they were applied in relation to payments in respect of the financial
year endad 2014 Thig report and the Charrman's annual staterment

on remuneration will be put to an adwvisory shareholder vote at the

2015 AGM

Implementation of remuneration policy for 2015

This first section of the Annual report on remuneration dascnhes how the
Committee intends to implement the remuneration policy for the financial
year ending 31 December 2015

Basic salaries

The Committee considered carefully salary increases for 2015 and it was
decided to award David Dutro and Brian Taylorson with a salary increase
of 3 per cent which ts in line with the levels of Increases across the Group
as a whole

Salary as at Salary as at
1 January 2015 1 January 2014 Increase
David Dutro $875,500 $850,000 3%
Bnan Taylorson £338,215 £328,364 3%

Pension and benefits

For the year to 31 December 2015, Davtd Dutro will continue to participate
n the pension arrangements and receve the same benefits as for 2014

as set out In the Remuneration policy report

As explained in last year's Annual Report, Bnan Taylorson will recewve an
annual salary supplement of 74 per cent of his basic satary i leu of any
other pension benefits until 30 November 2015 following hus 60th birthday
after which this salary supplement will reduce to 30 per cent of his basic
salary His other benefits for 2015 will be the same as that for 2014 as

set out In the Remuneration policy raport

Annual bonus
The maximum bonus opportunity will be 150 per cant of basic salary
for David Dutro and 125 per cent of basic salary for Bnan Taylorson

Any bonus will be payable dependent on the achiovenent of PBT (defined
as reported Group profit before tax, before exceptional items) {80 per cent)
and AWC targets (20 per cent} For the PBT condition, the targets are sst at
threshold, plan and stretch level, with threshold being previous year actuat
and tha plan and stretch targets set at a level considered to be sufficiently
challanging alcove the prior year out-turn Bonus accrual is linear between
thrashotd and stretch

The AWC condition has a single target figure which results in 100 per cent
of the bonus subject to that condition vesting, except that the AWC
condiion would only be operative if the PBT target at plan level has
bean mat

Bonus payments are based on salanes at the tme of payment

The Commuttes considers that the targets themselves are commercially
sensitive and therefore plans to disclose them only on a retrospective
basis in next year's Directors’ remuneration report

All employee share plans

Executive directors wilt be antitled to participate in any all employee
share plans on the same terms as any other eligible employee
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LTIP

For the year to 31 December 2015, the CEO's and the Finance Director's

awards will be 175 per cent of their basic salanes

The performance targets that are intended to apply to the awards to be
granted in the current year are the same as for 2014 as set cut below

For the EPS condition, the chart shows that awards will vest on a linear
scale from O per cent to 100 per cent for average annual EPS growth of
APl + 4 per cent to RPI + 10 per cent, respectively For the TSR condition,
the chart shows that awards will vest on a linear scale from 3 85 per cent
1o 100 per cent for median to upper quartie performance, respectively
The TSR condition will be measured against the companies comprising

the FTSE All Share Index ([excluding nvestrment trusts)

Vesting schedu'e, EPS performance condition

Percentage of award subyact to EPS perferrmance vesting

100% vestng above 10% pa

100

80 /

g

/

-~

o_8 8

No vestng below 4% p /

2% I% 4% 5% 6% % 8% 9% 10%
Average EPS growth above RPI{% pa)

Yesting schedule. TSR performance condition

Percentage of award subject to TSR performanca vesting

100% vesting at Upper quartile or better

100

80 /

/

/

/

o 8 8 8

No vesting below Median /3 85% vasting at Medan

Median Upper quartile

Blements's positon relative to the FTSE Afl Share index (excluding nvestrment trusts)
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Non-executive directors’ remuneration

For the year to 31 December 2015, the fees payable to the Charman and
non-executive diractors will ba the same as for 2014 as shown below

2015 2014

£ £

Charman 175,000 175,000

Non-executive director 46,000 46,000
Additional fees

Senior Independent Director 8,000 8,000

Chairman of Audrt or Remuneration Committee 8,000 8,000
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Remuneration payable to directors for 2014
Although the Company reports its results in US dallars the remainder of this report on remuneration 1s presented in pounds sterling because the
majority of the directors are UK based and paid in pounds sterling

A braakdown of the directors’ emoluments for the year encled 31 December 2014 15 set out in the table below

Year Fixed Sub-total Performance related Sub-total Total
£'000 Salary/loes Benefits Panson Bonus LTIP
Executive directors
David Dutro' 2014 515 22 155 692 265 595 B60 1,552
2013 492 23 146 661 305 1,286 1,591 2,252
Brian Taylorson? 2014 328 19 243 590 169 453 622 1,212
2013 ki) 19 251 589 184 980 1,164 1753
Non-executive directors
Andrew Duff? {Chairman) 2014 123 - - 123 - - - 123
2013 - - - - - - - -
Andrew Chnistie 2014 54 - - 54 - - - 54
2013 1 - - 41 - - - L]
Steve Good! 2014 9 - - 9 - - - 9
2013 - - - - - - - -
Anne Hyland 2014 54 - - 54 - - - 54
2013 25 - - 25 - - - 25
Nick Salmon® 2014 ] - - 9 - - - 9
2013 - - - - - - - -
Past directors
lan Brindle? 2014 a0 - - a0 - - - 90
2013 83 - - 83 - - - 83
Kevin Matthews® 2014 as - - 38 - - - 38
2013 44 — — 44 — - - 44
Total 2014 1,220 41 398 1,659 434 1,048 1,482 3,141
Totat 2013 1,004 42 397 1443 489 2,2667 2,755 4,198

Notes
1 Dawid Dutre as Group Chief Executive who s based in the US and receves his salary in US dollars receved a salary of $350 000 {2013 $767.112)
His pension comprises 20 par cant of s salary and employer contnbutions to defined contribution pension schemes
2 Bnan Taylorson's pension comprises a single salary supplement of 74 per cent of his salary squwvalent to the value of his previous pension arrangements
3 Andrew Duff joined the Board on 1 April 2014 as Deputy Chairman and Charman-designate bacoming Chairman foltowing the 2014 AGM on 24 Apnl 2014
lan Brindle resigned as Chairman but remained a non-executive director and Senor Indepandent Director until bus retirement on 15 Decembar 2014 Each
recenved on a pro-rated basis the Chairman’s fee (£175 000 p &) and the non-executive director fee (€46 Q00 p a) lan Bnndle also receved the Senior Indepandent
Drector fes (£8 000 p a ) from the 2014 AGM up to his retirement from the Board
Steva Good joined the Board on 20 October 2014 as a non-executive director and received tha non-executive director fee (£46,000 p a } on a pro-rated basis
5 Nick Salmon joined the Board on 20 QOctober 2014 as a non-executive director and became Semicr Independent Director on 16 December 2014 He received
the non-executive director fee (£46,000 p a ) and Senior Independent Director fee (E8,000 p a ) on a pro-rated basis
5 Kevin Matthews, who retired from the Board on 31 October 2014 receved 10 months of the non-executive director fae {£46 000 p a)
The salary/fees figure reported above for 2013 has been restated as it only ncludes those directors who held office dunng 2014 tn addiion, a3 required by UK
remuneration reporting regulations the valuations of the exacutive directors’ LTIP awards for 2013 have been restated using the actual share price on date of vesting

IS

~
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Determination of annual bonus cutcome for performance in 2014
This section shows the performance targets set In respect of the 2014 annual bonus schermne, the level of performance achieved and the resultant

payments to directors The bonus targets were tested against the full year results and the full year bonus payment will be paid in February/March 2015
The maxamum jull year bonus opportunity was 100 per cent of bastc salary

FY 2014 bonus

Bonus receved as %

Relative
weighting of plan targets of basic salary
performance Actual Chuef Finance
Full year borus conditions  Threshotd Plan Stretch result Executive Director
EPS {cents) 75% 230 243 257 248 50 0% 50 0%
AWC (%) 25% - 204 - 210 ni% nil%
Total full year payment 100% — - - - 50 0% 50 0%

Bonus payments under the EPS performance condition last year increased on a Ingar basis with O per cent payabls for threshold performance and
100 per cent for stretch performance No discretion was exercised in respect of the above payments and there were no deferral raquirements under

the 2014 bonus scheme rules

Directors’ share based awards
Determination of 2012 LTIP awards

The awards made in 2012, shown In the table opposite headed Direclors’ share and scheme interests, have a vesting date of 27 June 2015

The performance conditions (EPS and TSR, split 50 50) relate to performance over the 3 financial years ended 31 December 2014 Under the EPS
condition, all of the awards subject to that condition would have vested in full f EPS grew during the 3 financial years ended 2014 by an average

of RPl + 10 per cent pa or more Under the TSR condition, all of the awards subject to that condiion would havea vested i full if the Company's
TSR performance (agamst the FTSE All Share index excluding investment trusts) in the 3 financial years ended 31 December 2014 was at or above
upper quartile QOver the performance penod, the Company's EPS grew by 31 7 per cent (versus 37 6 per cent needed for full vesting) and s TSR
performance was 105 per cent which placed it at the 35th percentile of companies in the FTSE All Share index Accordingly, 64 86 per cent of

the 2012 awards, subject to continued employment, will vest on 27 June 2015 For the purpose of the calculation of the LTIP component of the
total remuneration figure in the table on page 49, the awards have been valued using the average mid-market closing share price for the 3 months

penod from 1 October 2014 to 31 December 2014

LTIP awards granted in the year

LTIP awards made in 2014 are set out In the table below and are subject to EPS and TSR performance conditions (spit 50 50) over the 3 vears
to 31 December 2016 The vesting schedule and the performance conditions are the same as for the awards to be made in 2015 as shown

on page 48
The end A surnmary of
Type Face value of date of the performance
of share Number  award at grant Percentage that would vest performance targets and
award Grantdate  of awards £'000s' at threshold performance penod measures
David Dutro Nilcostoption 010414 267,507 766 0 percent of the award subject to the
EPS condrtion and 3 85 per cent of the
award subject 1o the TSR condition 311216 As above
Bnan Taylorson Nil¢ostopton 010414 193,663 555 0 per cent of the award subject to the
EPS condition and 3 85 per cent of the
award subject to the TSR condition 311216 As above

! For David Dutro this equates to 150 per cent of basic satary and for Brian Taylorson this equates to 174 per cent of his basic salary The share price used 1o
deterrmine the number of awards granted was 286 50p being the average mid-market closing share pnce on the dealing day preceding the date of grant

Details of awards In savings based share schemes are shown

Sourcing shares for our share plans

in the table opposite

Employee share plans comply with the Investment Association {previously ABI) guidelines on dilution which provide that overall Issuance of shares
under all plans should nct exceed an amount equivalent to 10 per cent of the Company’s 1ssued share capital ovar any 10 year period, with a further
kmitation of 5 per cent in any 10 vear pericd on discretonary plans Based on the number of awards that remain outstanding as at the year end,

the Company's headroom for all plans 1s 4 6 per cent and for discretionary plans 4 O per cent of Issued share capitaf
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Dwrectors’ share and scheme interests
The interests of the persons who were directors dunng the year in the 1ssuad shares of the Company werg

Scheme nterests Vasted but
Option Granted  Exercised Lapsed unexercised
Interest price dunng dunng duning share
type Grant date ) 010114 2014 2014 2014 311214 options
Executive directors
David Dutro A 3008 2012 184 62 13,144 - 12,502 642 -
A 2308 2013 22755 2,722 - - - 2,722
A 2208 2014 24293 - 9,523 - - 9,623
B 0404 2011 - 451,350 - 451,350 - -
B 26086 2012 -~ 359,846 - - - 359,846
B 0204 2013 - 289,750 - - - 289750
B 0104 2014 - - 267,507 - - 267507
Total scheme interests 1,116,812 277,030 463,852 642 929,348 nil
Brian Taylorson A 0110 2009 3552 43,778 - 43,7787 - -
A 1102014 216 58 - 8,311 - - 8,311
B Q404 2011 - 343,951 - 34395¥ - -
B 26086 2012 - 273,693 - - - 273,693
B 02042013 - 214,398 - - - 214,398
B 01042014 - - 193,663 - — 193,663
Total scheme interests 875,820 201,974 387,729 - 690,065 il
Share intergsts Guidelne
holding*
Interest met as at
type 010114 311214 311214
Executive directors
Oawid Dutro C 289,841 312,343 Yes
Brian Taylorson C 400,000 443,778 Yes
Non-executive directors
Andrew Duff C - 50,000 N/A
Andrew Christie Cc 10,000 10,000 N/A
Steve Good C - 10,000 N/A
Anne Hyland C 10,000 10,000 N/A
Nick Salmon C - 10,000 N/A
Past directors
lan Brindle® C 31,172 36,514 N/A
Kevin Matthews? C 11,633 11,633 N/A
A Savings based share ophons schemes are not subject to performance conditions David Dutro's options are hald under the US sharesave schame and would

-0

IS

ordinarly vest on the second anniversary of the grant date and expire 3 months thereafter Duning 2014 he was granted 9 523 savings based options The opticn
pnce shown 1s based on the mid-market closing share price on the date of grant gving a face value of £23 1k The options granted to Brian Taylorson dunng 2014
are 3 year options held under the UK SAYE scheme and would ordinanly vest on the third annivarsary of the grant date and expire & months thereafter The option
price shown 1s based on the average mid market closmg share pnce for the 5 days preceding the date of grant giving a face value of £18k Further details on these
schemes are shaw in Note 24 1o the 'Consolidated financial statements on page 90

LTIP awards are subject to performance conditions The same EPS growth and relative TSR performance conditions apply In respect of the awards made in 2012,
2013 and 2014, as descrbed in the Remuneration policy report These optons ordinanly vest on the third anniversary of the grant date and would expire on the
tenth annversary

Interest in shares, including of connected persons

Dawd Dutro retained 12,502 shares in 2014 (2013 4 929} following the exercise of savings based share options granted in 2012, the remaining 642 shares lapsed
due to currency movements between the grant and exercise dates The price on the date of exercise was 252 10 pence per share resulting In a notional gan of

¢ £6 5k In additon he exercised and sold 451,350 shares granted under the LTIP in 2011 which vested in full at a price of 277 60 pence per share, with a pre-lax
ganafc £125m

Bnan Taylorson retaned 43 778 shares (20173 68 904) following the exercise of 43,778 shares granted under the UK SAYE scheme in 2009 The price on the date of
exercise was 255 5 pence per share resulting in a notional gain of ¢ £96 3k In addrion, he exercised and sold 343 951 shares granted under the LTIP in 2011 which
vested.n full at a price of 277 60 pence per share with a pre-tax gain of ¢ €0 95m

Shares shown are held from the beginning of the year up until the dates of their retirement

Guideline holding at 31 December 2014 was 100 per cent of salary but 1s changing to 200 per cent of salary from 2015
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The market pnce of ordinary shares at 31 December 2014 was 261 8 pence (2013 268 9 pence) and the range dunng 2014 was 227 6 pence
to 297 8 pence (2013 210 2 pence to 275 0 pence)

As at 24 February 2015, the Trustee of the Company’s ESOT held no shares {2013 nilf As executive directors, David Dutro and Brian Taylorson,
as potential beneficianies under the ESOT, are deemed to have an interest in any shares that become held in the ESOT

As at 24 February 2015, no person who was then a director had any interest In any derivative or other financial nstrument relating to the
Company's shares and, so far as the Company I1s aware, none of therr connected persons had such an interest Between 31 December 2014
and 24 February 2015 there was no change in the relevant interests of any such directors nor, so far as the Company 1s aware, In the relevant
interests of any of their connected persons

Other than therr service contracts, letters of appointment and letters of indemnity with the Company, none of the directors had an interest in any
contract of significance in relation to the business of the Company or its subsidianes at any tme dunng the financial year

Retirement benefits
The table below shows the breakdown of the retirement benefits of the executive directors, compnsing employer contrbutions to defined contribution
plans, benefits under defined benefit schemes and salary supplements paid in cash

The amount shown for David Dutro under defined centribution plans reflacts total employer contributions in 2014 The amounts paid under these plans
were £52,206 (2013 £47,460) eguivalent to 6 O per cent (2013 6 0 per cent) of his total pensionable remuneration N 2014 The payment of a salary
supplemant 15 explamned in the Remuneration policy report on page 41 In addition, as a US salaried executive director, David Dutre participated in the
Elementis Career Reward Retirement Plan (“ECRRP”) for US employees On 1 May 2006 the plan was frozen (closed to future accruals) The ECRRP
15 & cash balance retirement plan which falls under the category of defined benefit pension plans in the US As the plan 1s closed to future accruals,
participants’ account balances are no longer credited with contributions, however, interest 1s credited each year at the LS Treasury 30 year bond rate
David Dutro’s accrued benefits under this plan are also shown in the table Dawd Dutra's normal retirement date under all his pension arrangements

15 65 The normal pensionable retirement age under the DB scheme for Bnan Taylorson is 60

Directors’ retirement benefits

Defined
contribution ptans Salary supplermants Defined benefit schemes
HMBC notienal Accrued  Accrued
Contractual earnings cap benehits benefits
2014 2013 2014 2013 2014 2013 311214 311213
£'000 £'000 £'000 £'000 £'000 £000 £000 £'000
Dawvid Dutro 52 a7 103 93 - - g 9
Brian Taylorson - - 243! 29 - 152 562 55

1 The benefit shown 1s In ing with the policy approved last year which is equivalent to 74 per cent of his salary
2 The change in accrued benefit Is dus to statutory revaluation rather than any accrual of benefits over the year
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Total shareholder returmn performance and change in CEQ’s pay
The graph below ilustrates the Company's total shareholder retum tor the
6 years ended 31 December 2014, relative to the FTSE 250 Index, along
with a table dlustrating the change in CEQ pay over the same period The
table alsc details the varying award vesting rates year on year for the
annual bonus schems and LTIP

As the Company's shares are denominated and listed » perice, the graph
below looks at the total return to 31 December 2014 of £100 invested in
Elementis on 31 December 2008 comparad with that of the total retum

of £100 invested in the FTSE 250 Index This index was selected for the
purpose of providing a relative comparison of performance because

the Company 1s a member of it

\

400
200 _———z ______._——-—
L] :
2008 2006 2010 2011 2012 2013 2014
Key
= Elementis plc

— FTSE 250 Index

2009 2000 2010 2012 2013 2014

CEOQ pay {total

remuneration — £'000s) 576" 1,031 2964 3,560 2,252 1,552
Annual bonus award aganst

MaxImum opportunity 0% 100% 100% B81% 56% 50%
LTIP vastng agamnst

maximum opporturity 88% 0% 100% 100% 100% 65%

1 Pror to being eppointed GEQ in 2007 Dawid Dutro as COO was awarded
ESOS options in 2008 which vestad n part in 2009 (as shown) However,
these options were underwater on the vesting date so have been valued
at nilin ine with FRC Lab guidelines

This also relates to ESOS options that were awarded 1o Dawvid Dutro in
2007 which a1l lapsed due to performance condiions net being met

2

Relative importance of spend on pay

The table below shows the total remuneration paid across the Group
together with the total dividends paid in respect of 2014 and the
preceding financial year

Bemuneration aganst distnputions.
2014 2013
Emillion Emillion change
Remuneration paid to all employees
{sea note B to the ‘Consolidated
financial statements’y 668 671 -0 4%
Total dividends paid in the year? 3ss 380 2 0%

*  The amounts for 2014 and 2013 have been converted from doltars into
pounds sterling using the average USD/GBP exchange rates for those years

2 2014 and 2013 include a special dvdend payment of $27 1 milion (£16 2 million)
and $22 milkon (€14 4 mullon) respectively

Percentage change in CEO’s pay

The following table shows the change from 2013 to 2014 of the CEO's pay
with regard to the three slements set out balow and the corresponding
changse of these elements across all employees within the Group

% Change from 2013 to 2014°

Salarias Benefits Bonus*™*
CEQ pay {total remuneration) 5% {4%) {13%)
All empiloyges (2%) 8% {23%}

* Al percentages are based on converting relevant local currencies into pounds
stering using the average rates for the respective year
** Change in bonus retates to payments in respect of the relevant financial years

Statement of shareholder voting

The resolutions to approve the 2013 Directors’ remuneration policy and
Directors' remuneration report (excluding the remuneration policy} were
passed on a poll at the Company's last AGM held on 24 Apnl 2014

Set out in the table below are the votes cast by proxy n respect of
those resolutions

Votes for % for Votes against % against Votes withheld

Policy 323,393,708 9752% 8217842 248% 6,521,006

Report 318,112,205 9697% 9,965,840 303% 9,054,511

Votes withheld are not included 1n the final figures as they are not
recogmised as a vote in law
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Annual report on remuneration (continued)

Other information about the Committee’s membership and operation
Committee composition

The Charrman and members of the Committee are shown on page 26,
togethar with thair biographical information 8 meetings were held dunng
2014 and the attendance records of Committee members are shown on
page 29 Al meetings were also attended by the Chairman of the Board
and the Senor Independent Duector, to ensure that all non-executive
Board members weare kept fully informed on the operation and work

of the Committee Both executie directors also attend meetings by
Invitation, as appropnate, atthough they are not present when their own
remuneration arrangements are discussed or, If they are, they do not
participate in the decision making process

Terms of reference

A full descnption of the Committes’s terms of reference, which was
reviewed and revisad last year, 1s avallable on the Company’s website
and the folowing 13 a summary of its responsibiibes

* Datermining the tevels of remunaration for the Chairman
and axecutive directors and keeping these under review

* Making awards under the annual bonus scheme and LTIP,
including setting performance targets

* Menitoring and making recommendations on the design,
structure and level of remuneration for all senior executives,
ensuring that thase are appropnately inked to the Group's
strategy and abgned with the Board s nsk profile

Evaluation, training and development

On an annual basis the Committee's effectivenass is reviewed as part of
the evaluation of the Board Folliowing the evaluation last year, there were
no major tssues to report

Dunng 2014 Committee members attended various external seminars on
the latest developments on executive remunseration and all Board members
received bnefings from the Company Secretary and the Committea's
remuneralion adwisers throughout the year, to keep them updated on
topical matters and developments relating to exaecutive remuneration
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Remuneration advisers

The Committes’s external adwisers are New Brdge Strest (*NBS") who
were appointed after a tender in 2008 This was reviewed again in 2013
and as a result they were retained as advisers The Committes 1s satisfied
that there 1s ne over rellance on NBS, who have no connaction with the
Company other than as remuneration advisers Total fees paid to NBS in
2014 amounted to ¢ £44,000 for advisory services mainly in connaction
with the review of executive remuneration and the Directors’ remuneration
report for comphance with regulations

Auditable sections of the Directors’ remuneration report

The sections of the ‘Anpual report on remuneration’ that are required
to be audited by law are as follows Remuneration payable to directors
for 2014 and Retirement benefits, and tables headed LTIP awards
granted in the year, Directors’ share and scheme interests and
Directors’ retirement benefits

Andrew Chnistie
Chairman, Remuneration Committee
24 February 2015
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Report and financial statements
The directors submit their report and the audited financial statements
for the year ended 31 December 2014

This Directors’ report includes the Corporate geovernance raports from
page 28 to 54

Strategic report, future development, GHG emissions and R&D
The Strategic report which the Company 1s required under law to prepare
can be found on pages 2 to 25 That report also includes information
required in this Directors’ report about (a) future developments in the
business of the Group and (b} greenhouse gas emissions

The Group undertakes on a continuing basis, R&D activities for new
products and to improve existing progucts

Takeover directive disclosures

The management report, for the purposes of the UK Listing Authonty’s
Disclosure and Transparency Rules, compnses the following sections
the Strategic report, this Directors’ report, the Directors’ responsibility
statement and the tiographical information on the directors on pagse 26

Dividend
Details about the final dvidend for the year, as well as a specal dvidend,
are disclosed in the Chairman's statement on page 2

Directors and their share interests

The directars of the Company who served during 2014 were Andrew Duft,
lan Brindle, Andrew Christie, Dawvid Dutro, Steve Good, Anne Hyland,
Kevin Matthews, Nick Salmon and Brian Taylorson Andrew Duff joined
the Board on 1 Apnl 2014 and both Steve Good and Nick Salmon joined
on 20 October 2014 Kevin Matthews and lan Brindle retired from the
Board on 31 October and 15 Decamber 2014 respectively Otherwise,

all of the directors served on the Board throughout the financial year
Biographical information about each director as at the year end I1s

shown on page 26

The interests of dwectors in the share capital of the Company are set
out i the Directors' remuneration report

Employment policies and equal opportunities

The Group s an inclusive and equal oppeortunity employer that relies on
HR specialists throughout its worldwide locations to ensure compliance
with all applicable laws governing employment practices and to advise
on all HR policies and practices, including for example recruitment and
selection, training and development, promotion and retirement

Elementis policies seek to create a workplace that has an open
atmosphera of trust, honesty and respect Harassment or discnmination
of any kind based on race, colour, rahgion, gender, age, national ongin,
crizenship, mental or physical disabilities, sexual onentation, veteran
status, cr any other similarly protected status 1s not tolerated This
principle applies to all aspects of employment from recrurtment and
promotion, through to termination and all other terms and conditions

of employment

It 1s Group policy not to discnminate on the basis of any unlawful cntena
and its practices include the prohibition on the use of child or forced
labour Employmeant pobcies are fair and equitable and consistent with
the skills and abiities of the employee and the needs of the business
Employees are free to join a trade union or participate in collectve
bargaining arrangements

It s also Group polcy, for employees who have a disability, to provide
continuing employment under normal terms and conditions, whete
practicable, and to provide training, career development and promotion,
as appropriate

Elementis supports the wider fundamenta! human rights of its employees
worldwide, as well as those of our customers and supplers, and further
details are sat out in the Corporate responsitility report

Employee communications and involvement

The Group has processes In place for communicating with all its
employees Employee communications nclude information about
the performance of the Group, on major matters affecting their work,
employment or workplace and to encourage them to get involved

In social or community events

As 18 common practice, the Company operates savings based share
option schemes In the US and UK to encourage employees to become
shareholders and share in the success of the Group Further details of
these schemes are set out on page 90

Going concern

The directors have assessed the Group as a going concem hawng gven
consideration to the factors ikely to affect its future performance and
development, the Group's financial position and the principal nsks and
uncertainties facing the Group, Including the Group's exposurs to cradst,
iquidity and market rigk and the mechanisms for dealing with thasa risks

The Group's net cash position at the year end of 2014 was $64 2 million
and it has access to a syndicated revolving credit facility of $100 midlion,
which expires in October 2018 There i1s a mechanisin in the agreement
for the facility to be increased by a further $100 million subject to

other terms

Under this pnincipal borrowing facility, the Group performs covenant tests
tor net debt EBITDA ratio, interest cover and net worth No breaches in
the required covenant tests were reported dunng the year The Group
also uses vanous short and medium term forecasts o monitor anticipated
future compliance and these inciude stress testing assumptions to idantify
the headroom on these covenant tests

The directors are satisfied that, after evaluating the covenant complance
modeling and the trading of the businesses, the Company and the Group
have adequate resources to continue to operate for the foreseeable future
as going concerns For this reason they continue to adept the going
concern basis In preparing these financial statements

Share capital

The Company's share capital consists of ordinary shares, as set out in
Note 7 to the Parent company financial statements on page 96 All of the
Company’s 1ssued ordinary sharas are fully pard up and rank equally in all
respects The rights attached to them, in addition {o those conferred on
their holders by law, are set out in the Company’s articles of association
{the “Articles™} Other than thoge specific provisions set out in the Articles,
there are no restnchons on the transter of ordinary shares or on the
axegroise of veting nghts attached to them From time to tme the ESOT
holds shares in the Company for the purposes of vanous share incentive
plans and the rnights attaching to them are exercised by independent
trustees, who may take into account any recommendation by the
Company As at 31 December 2014 the ESOT held no shargs in the
Company {2013 nil) A devidend waiver 1s In place in respect of all

shares that may become held by the ESOT
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Directors’ report
continued

Directors, Articles and purchase of shares

The directors’ powers are canferred on them by UK legislation and by
the Compary’s Articles Rules about the appointment and replacement
of directors are also set out in the Articles

The Board has the power conferred on it by shareholders to purchase
1ts own shares and 15 seeking renewal of that power at the forthcoming
AGM within the bmits set out in the Notice of Meeting

Sigmificant agreements - change of control

There are few significant agreements which the Company 1s party to

that take effect, alter or terminate in the event of change of control of the
Company The Company is a guarantor under the Group's $100 mil:on
revohling credit facility and, in the event of a change of control, any lender
among the facility syndicate, of which there are four with commitments
ranging from $20 million to $30 milion, may withdraw from the faciiity
and that lender’s participation in any loans drawn down are required

1o be repad

Under David Dutro’s service contract with the Company compensation

15 payable to lim equivalent to one year’s basic salary if he terminates his
contract upen a change of control, provided that the Company has not
first obtained a written agreement to be bound by his service contract
from any successor in a change of control There 1s no specific change of
control provision In Brian Taylorson’s service contract with the Company

The rules of the Company’s vanous share incentive schemes set out the
conseqguences of a change of control of the Company on the nghts of

the participants under those schemes Under the rules of the respective
schemags, participants would generally be able to exercise ther ocptions
on a change of control, provided that the relevant perfermance conditions
have been satisfied and, where relevant, options are not exchanged for
new options granted by an acquinng company

Substantial shareholders

As at 24 February 2015 the Company had been notified, in accordance
with Rule & of the Disclosure and Transparency Rules, of the following
Interests In its 1ssued ordinary capital

Parcentage

of 1ssued

Ordinary ordinary

shares share capital

AXA Investment Managers SA 28,739,014 623
BlackRogk, Inc 23,211,191 503
Amenprise Financial, Inc and its group 22,734,503 48z
Schroders plc 22,517,387 488

Auditors

A rasolution o appoint KPMG LLP as auditors of the Company will be
proposed at the forthcoming AGM to be held on 22 Apnl 2015 Detalls
about this proposal are set out in the Notice of Meeting accompanying
this Annual Report

Each director in office at the date of this Directors’ report confirms that
{a) so far as hesshe 1 aware, there 1s no relevant audit information of
which the Company’s auditors are unaware, and (b) he/she has taken
all the steps that he/she ought to have taken as a director to make
himself/herself aware of any relevant audit information and to establish
that the Company's auditors are aware of that nformation
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Paolrtical donations
The Group made no poltical donations during the year (2M3 nil)

A resolution 1s being proposed at the 2015 AGM to obtain authonsation
from shareholders for the Company and its subsidiaries to make poltical
donations or incur political expenditure up to a maximum annual imit of
£50,000 Information about this proposal 1s explained in the Notice of
Mesting accompanying this Annual Report

Directors' conflicts of nterest

Since 2008 Bran Taylorson, who 1s Finance Director and a trustee of

the Elementis Group Pension Scheme, has been the only director who
isn receipt of a conflict authonisation from the Company The conflict
authonsation enables him to continue to act as a trustee notwithstanding
that this role could give nse to a situation iIn which there 1s a conflict of
nterest The conflict authonsation 1s subject to annual review by the Board
and was renewed dunng 2014 for another year The terms of the conflict
authonsation have remaned unchanged since 2008 and detaills can be
found in the 2012 Annual Report which 1s available from

www elementisplc com

Other information

Informaticn about financial nsk management and exposure to financial
rarket nsks are set out N Note 21 to the Consolidated financial
statements on page 79

Annual General Meeting

The eighteenth AGM of the Company wifi be held on Wednesday
22 April 2015 The Notice of Meeting 1s included in a separate
decument sent to shareholders

By order of the Board

(e Clnd e,

Wai Wong
Company Secretary
24 February 2015
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Directors’ responsibility statement

The directors are responsible for prepanng the Annual Report and
consolidated and parent company financial siatements in accordance
with applicable law and regulations

Company law reguires the directors to prepare consolidated and parent
company financial staterments for each financial year Under that law
they are required to prepare the Consolidated financial staternents in
accordance with IFRSs as adopted by the EU and applicable law and
have elected to prepares the Parent company financial statéements in
accordance with UK Accounting Standards

Under company {aw, the directors must not approve the financial
statements unless they are satisfied that they give a true and far view of
the state of affars of the Group and parent company and of their profit
or loss for that peniod In prepaning each of the consclidated and parent
company financtat statements, the directors are required to

* Select sutable accounting policies and then apply them consistently

* Make judgments and estimates that are reasonable and prudent

* For the Consoldated financial staterments, state whether they have
been prepared in accordance with IFRSs as adopted by the EU

» For the parent company financial staternents, state whether
applicable UK Accounting Standards have been followed, subject
to any matenal departures disclosed and explained in the Parent
company financial statements

The directors are responsible for keeping adequate accounting records
that are sufficient to show and explain the parent company's fransactions
and disclose with reasonable accuracy at any time the financial postion
of the parent company and enable them to ensure that its financral
statements comply with the Companies Act 2008 They have general
responsibity for taking such steps as are reasonably open to them to
safeguard the assets of the Group and to prevant and detect fraud and
other uregutanties

Under applicable law and regulations, the directors are also responsible
for prepanng a Strategic report, Directors' report, Directors' remuneration
report and Corporate governance report that complies with that law and
those regulations

The directors are responsible for the maintenance and integrity of the
corporate and financial information inctuded on the Company's website
Legistaton in the UK governing the preparation and dissemmation of
financial statements may differ from legistation in other junsdictions

The directors, all of whom are shown on page 26, confirm that to the
best of therr knowledge

» The financial statements, prepared in accordance with the applicable
set of accounting standards, give a true and farr view of tha assets,
habilities, financial position and profit or loss of the Company and
the undertakings included in the consohdation taken as a whole

* The management report Includes a far review of the development
and performance of the business and the position of the issuer and
the undertakings included in the consokdation taken as a whole,
together with a description of the principal nsks and uncertamties
that they face

By order of the Board
Brian Taylorson

Finance Director
24 February 2015
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Independent auditor’s report to the members of Elementis plc only

Opinions and conclusions arising from our audit

1. Qur opinion on the financial statements 1s unmodified

We have audited the {financial statements of Elementis pic for the year
ended 31 December 2014 set out on pages 60 to 96 In our opinion

* the financral staterments give a true and far view of the state of
the Group's and of the parent company’s affars as at 31 December
2014 and of the Group's profit for the year then ended,

+ the Group financial statements have been properly prepared
in accordance with International Financial Reporting Standards
as adopted by the European Union,

* the Parent company financial statements have been properly
prepared In accordance with UK Accounting Standards, and

* the financial statements have been prepared in accordance with
the requirements of the Companies Act 2008 and, as regards
the Group financial statements, Article 4 of the IAS Regulation

2. Our assessment of nsks of material mis-statement

In arrving at our audit opinion above on the financial statements,
the nsks of matenal mis-statement that had the greatest effect on
our audit were as follows

VISIONS 1.7 rondl
Refer to page 33 (Audt Committes report), page 64 {accounting polcy)
and page 76 (financial disclosures)

* The risk — As a chemicals company, the possibility of legal
proceedings and environmental issues are Inherent within the
business Elementis has numerous operating and legacy sites
worldwide with provisions recognised for the future cost of the
environmental 1Issues The ameunts involved are potentially significant
and future cash flows are uncertain whilst the application of
accounting standards to deterrmine the amount of liability to
recognise or release, if any, for individual 1ssues requires judgement

*  QOur response — Our audit procedures included, cotrespondence
with the Group's external consultants on the current situation
and nisks regarding all identified significant environmental 1ssues
We obtaned confirmation of the qualifications of the consultants
We inspected the consultants’ reports documenting the forecast
future cash flows with regard to these 1Issues We compared the
Company's discount rate with extarnal market data and assessed
the unwinding of the prowvision recognised in finance costs
A sample, selected using statistical sampling methodology, of the
cash flows incurred in the year relating to the provisions were agreed
to the underlying documentation We considered the consistency
of forecast cash flows with previous estimates by comparning the
most recent actual cash flows wath the prior year external report
In addition, we inspected the Group litigation and comphance
reports and held discussions with the Group's internal counsel for all
significant issues We also assessed whether the Group's disclosures
detailing significant provisions and contingent labiliies adequately
disclose the potential rabiities of the Group
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Refer to page 33 {Audit Committee report), page 64 {(accounting policy) ‘
and page 85 {financial disclosures) \

* The nsk — Sigruficant estimates are made in valuing the Group's
post-retirement defined benefit schemes and small changes in
assumptions and estimates used to value the Group's net pension ‘
deficit would have a significant effect on the results and financial
position ¢f the Group

e Ourresponse - In this area our audit procedures included, testing a
sample of the UK and US schemes” membership data to the source
documentation We inspected the actuanal reports received by the
Group and with the support of our own actuanal specialists, we then
chaftenged the key assumptions applied to these data to determine
the group’s net deficit, being the discount rate, inftation rate and
maortaty/life expectancy This included a companson of these key
assumptions against extemally derved data Cash flows and funding
arrangemsnts have been agreed to the underying documentation,
whilst asset values have been agreed to external confirmations
We also considered the adequacy of the Group's disclosures In
respect of 1AS 18

ax asset recoverability ($56.4 million}
Refer to page 33 {Audit Committee report), page 67 {accounting policy)

and page 77 {inancial disclosures)

+  The risk — The group has now recognised significant tax assets
in respect of Advance Corporation Tax and UK tax losses There
15 Inherent uncertamty nvolved in forecasting future taxable profits
which support the extent to which tax assets are or are not
racognised The recoverability of these amounts 1s determined |
by the exisience of future taxable profits

* Qur response — Our audit procedures Included Inspecting the
group’s taxable profit forecasts and assessing the assumptions
in the forecasts We used our own tax specialists to assist us In
assessing the recoverability of the Advance Corporation Tax and
tax losses against the foracast future taxable profits, taking into
account the Group's tax position, the amount and tirming of forecast
taxable profits, and our knowledge and experience of the application
of relevant tax legislation This iIncluded assessing the Group's
tax structures and confirming the official clearance receved from
HM Revenue and Customs, where relevant

3 Our application of matertality and an overview of the scope
of our audit

The materiafity for the Group financial statements as a whole was set

at $7 0 mililon This has been determined with reference to a benchmark
of Group profit before taxation of $148 2 milhon {of which it represents
47 percent)

We report to the Audit Committee any corrected or uncorrected identified
mis-statements exceeding $0 35 million, in addition to other identified
mis-statement that warranted reporting on qualtatve grounds

Of the Group's 139 reporting components, we subjected 11 to audits

for Group reporting purposes and 29 to specified nsk focused audit
procedures The latter were not iIndividually financially significant enough
to require an audit for Group reporting purposes, but did present speciic
indmndual nsks that needed to be addressed
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The components within the scope of our work accounted for the following
percentages of the group's results

MNumber of Group Group profit  Group total
components revenua  befare tax assets
Audits for Group
reporting purposes 1 92% 101% 85%
Spectiied nsk focused
audit procedures 29 0% -4% 8%
Total 40 92% 97% 83%

The remaining 8 per cent of total group revenus, 3 per cent of group profit
before tax and 7 per cent of total group assets Is represented by 99 of the
reporting components, none of which indvdually represented more than
2 per cent of any of total Group revenue Group profit before tax or total
Group assets For the remaning components, we parformed analysis at
an aggregated group lavel to re-examing our assessment that there wera
no significant nsks of matenal mis-statement within these

The Group audit team instructed component auditors as to the significant
areas to be covered, ncluding the relevant rsks detalled above and the
Information to be reported back The Group audit team approved the
component materialities, which ranged from $0 4 million to $4 5 million,
having regard 1o the mix of size and nsk profile of the Group across the
components The work on 8 of the 40 components was performed by
component auditors and the rest by the Group audit team

The Group audit team wisited 2 component locations in the year Video
and telephone conference meetings were also held with these component
auditors and all others that were not physically visited At these visits and
meetings, the findings reported to the Group audit team were discussed
In more detail, and any further work raquired by the Group audit team

was then performed by the component auditor

4 QOur opimon on other matters prescrnibed by the Companies Act
2006 15 unmodified
In our opirion

» the part of the Directors’ remuneration repart to be audited has been
properly prepared in accordance with the Comparnes Act 2008, and

+ the information given in the Strategic report and the Directors’ report
for the financial year for which the financial statements are prepared
is consistent with the financial statements

5 We have nothing to report in respect of the matters on which
we are required to report by exception

Under ISAs (UK and Ireland) we are required to report to you If, based
on the knowledge we acquired during our audit, we have identified other
information 1n the annual report that contains a matenal Inconsistency
with either that knowledge or the financial statements, a matenal
mis-statement of tact, or that s otherwise misleading

In particular, we are required to report tc you if

+ we have identfied matenal inconsistencies between the knowledge
we acquired during our audit and the directors’ statement that
they constider that the annual report and financial statements
taken as a whole 1s fair, balanced and understandable and provides
the information necessary for shareholders to assess the Group’s
performance, busingss model and strategy, or

« the Audit Cormmittee report does not appropriately address
matters communicatad by us to the Audit and Risk Committes

Under the Companies Act 2006 we are required to report to you If,
1N Gur opINIoN

* adaquate accounting records have not been kept by the parent
company, or returns adequats for our audit have not been received
from branches not wvisited by us, or

= the Parent company financial statements and the part of the
Directors’ rermuneration report to be audited are not in agreement
with the accounting records and returns, or

s gertain disclosures of directors' remuneration specified by law are
not made,

* we have not receved all the nformation and explanatons we requye
for our audit, or

Under the Listing Rules we are required to review

* the diractors’ statement, set out on page 55, in relaton to
going concern,

+ the part of the Corporate governance statement on pages 28 to 30
relating to the Company's complance with the 10 prowvisions of the
2012 UK Carporate Governance Code specified for our review

We have nothing to report in respact of the above responsibilities

Scope and responsibilities

As explained more fully in the Directors' responsibility statement

set cut on page 57, the directors are responsible tor the preparation
of the financial statements and for being satisfied that they gve a
true and far view A descnption of the scope of an audtt of financial
statements 1s provided on the Financial Reporting Council's website
at www frc org uk/auditscopeukpnivate This report I1s made solely
to the Company’s members as a body and 15 subject to important
explanations and disclamers regarding our responsibilities, published
on our website at www kpmg com/uk/auditscopeukco2014a,
which are incorporated into this report as if set out in full and should
he read to provide an understanding cf the purpose of this report,
the work we have und L{en and the basis of our opinions

n Richmond (Senior Statutory Auditor)
foj/and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants
15 Canada Square
London
E14 5GL
24 February 2015
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Consolidated income statement
for the year ended 31 December 2014

2014 2013
Before Exceptional After Before Exceptional After
exceptional itams  exceptional exceptonal itams exceptional
itemns {note 5) itams itemns {note 5) tems
Nota Smillion Smillion Smillion $million $milhon $milion
Revenue 2 790 4 - 790 4 7768 - 7768
Cost of sales (486 1} - {486.1) (4877) - (4877)
Gross profit 304 3 - 3043 2891 - 2891
Distribution costs {92 3) - {92 3) {83 B) — (83 6)
Administrative expenses {€19) 63 {55 6) (58 9) (17 (60 6)
Operating profit 2 150.1 63 156 4 146 6 {17) 1449
Other expenses {19) - {19 20) - 20
Finance income 3 03 - 03 02 - 02
Finance costs 4 {6 6) - {6 6) (8 8) -~ (8 8)
Profit before iIncoma tax 141 9 63 148 2 1360 (17} 134 3
Tax 6 {26 3} 5356 272 (29 4) 18 {27 6)
Profit for the year 1156 598 175 4 106 6 01 1067
Attnbutable to
Equity holders of the parent 1156 598 1754 106 6 01 1067
1156 598 175 4 106 6 01 1067
Earnings per share
Basic (cents) 9 381 233
Diluted {cents) 9 3rr 230

Consolidated statement of comprehensive income
for the year ended 31 December 2014

2014 2m3
Smillion Smillllon
Profit for the year 175 4 1067
Other comprehensive income
ftemns that will not be reclassified subsequently to profit and ltoss
Remeasurements of retirernent benefit obligahions {18 5) 193
Deferred tax assoctated with retirernent benefit obligations 141 (10 3)
ltems that may be reclassified subsequently to profit and loss
Exchange differences on translation of foreign operations {11 6) 12
Effective poruion of changes in far value of cash flow hedges a1 03
Fair value of cash flow hedges transferred to iIncome statement (0 3} 05
Tax benefit associated with exercise of share options 28 44
QOther comprahenswe iIncome {13.4) 130
Total comprehensive income for the year 1620 1197
Atirbutabls to
Equity holders of the parent 1620 1197
Total comprehensive Income for the year 1620 1197
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Consolidated balance sheet !
at 31 December 2014 '

2014 2013
31 December 31 December
MNote Smillion $milhon
Non-current assets
Goodwill and other intangble assets 10 3730 3821
Property, plant and equipment kil 2117 2026
ACT recoverable 5 42.0 -
Deferred tax assets 16 144 86
Total non-current agssats 6411 53933
Current assets
Inventones 12 1375 128 3
Trade and other receivables 13 1214 126 2
Dervatives 07 04
Cash and cash egualents 20 737 645
Total current assets 3333 3194
Total assets 974 4 9127
Current liabilities
Bank overdrafts and loans 19 81) 87)
Trade and other payables 14 {122 0) {111 1)
Dervatives {0 2) {01)
Current tax habilhies (51) (14 4)
Provisions 15 67) Q)
Total current habilities (142 1) (140 3)
Non-current habilities
Loans and borrowings 12 (14 (17) ‘
Retirement benefit obligations 23 {65 8) (99 3) '
Deferred tax liabilities 16 92 7) (93 5)
Provisions 15 {28 3) {32 1)
Government grants - 03
Total non-current habilities {188.2) (226 9)
Total liabilities {330 3) (367 2)
Net assets 644 1 5455
Equity
Share caprtal 17 44 4 441
Share premium 187 167
Qther reserves 18 116.4 12989
Retained earnings 464.6 3532 '
Total equity attnbutable to equity holders of the parent 644 1 5439 !
Non-controlling interests - 18
Total equity 644.1 5455

1al statements on pages 60 to 92 were approved by theBoard on 24 February 2015 and signed on its behalf by

Dawvid Dutro Brnian Taylorsg
Group Chief Executive Finance Dired|
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Consolidated statement of changes in equity

for the year ended 31 December 2014

N -
Share Share Translation Hedging Qther Retained controlﬁ]r?g Total
capital premium resarve raserve reserves eanings Totat interest equity
Srrallion $milkon $miliion $million $million Srillion Smullion $rmililon $million

Balance at 1 January 2013 437 147 (27 6) (75) 1654 2905 479 2 16 4808
Comprehensive Income
Profit for the year - - - - - 1067 1067 - 1067
Other comprehensive Income
Exchange differences — - 12 - - - (12} - (12
Fair value of cash flow hedges
transferred to the iIncome statement —~ - - 05 - - 05 - 05
Effective portion of changes in fair
valug of cash flow hedges - - - 03 - - 03 - 03
Remeasurements of retiremeant benefit
ebligations - - - - - 193 123 - 193
Tax benefit asscciated with exercise
of share options - - - - - 44 4 4 —~ 44
Deferred tax adjustment an pension
scheme deficit - - - - - {10 3) {10 3} - (10 3)
Transfer - - - - {3 2) 32 - — -
Total other comprehgnsive ncome - - {12 OB 32 166 130 — 130
Total camprehensive Income - - {12) 08 32 1233 187 - 1197
Transactions with owners
Issue of shares by the Company 04 20 - -~ {02} - 22 - 22
Share based payments - - - - 34 - 34 - 34
Deferred tax on share based
payments recognised within equity - - - — - {2 5} (2 5) - (25
Dividends paid - - - - - (58 1) {58 1) - (581)
Total transactions with owners 04 20 - - 32 {60 6) (55 &) - (55 Q)
Balance at 31 December 2013 441 167 {28 8) 67) 165 4 353 2 5439 16 5455
Balance at 1 January 2014 441 167 (28 8) {67) 1854 353 2 543.9 16 545.5
Compreheansive Income
Profit for the year — - - - - 175 4 175 4 - 1754
Other comprehensive Income
Exchange differences - - {11 5) - {01) - {11 6) - {11 6)
Farr value of cash flow hedges
transterred to the income statement - - - (0 3) - - {0 3) - (0.3)
Eftective pertion of changes in fair
valug of cash flow hedges - - - 01 - - 01 - 0.1
Remeasurements of retrament benefit
obligations - - - - - {18 5) {18 5) - {18 5)
Tax benefit associated with exercise
of share options - - - - - 28 28 - 28
Deterred tax adjustment on pension
scheme deficid - - - - - 141 141 - 141
Transfer - - - - {41) 41 - - -
Total other comprehensive Income - - {11 5) {0 2) {4 2) 25 {13.4) - (13 4)
Total comprehensive Incoms - - {11 5) {0 2} 42 1779 1620 - 162.0
Transachions with owners
Issue of shares by the Company 03 20 - - {01) - 22 - 22
Share based payments - - - - 25 - 25 - 25
Deferred tax on share based
payments recognised within equity - - - - - {(18) {18) - {18)
Dnadends paid - - - - - (647} (64 7) - (64 7)
Change in ownershp nterests
subsidiaries - - - - - - - {16) (1.6)
Total transactions with owners 03 20 - - 24 {86 5) (61 8) {16) (63 4)
Balance at 31 December 2014 44 4 187 {40 3) 69 163 6 464 6 6441 - 6441
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Consolidated cash flow statement
for the year ended 31 December 2014

2014 2m3

Note Smillion $mition
Qperating activities.
Profit for the year 175 4 1067
Adjustments for
Other expenses 19 20
Finance incoma (0 3) 02
Finance costs 8.6 88
Tax (credit)/charge (27.2} 276
Depraciation and amortisation 25.2 239
Decreass in provisions (2.8) (15
Peansion payments net of current service cost {49.5) (26 8)
Share hased payments 25 34
Exceptional items (6.3) 17
Cash flow In respect of exceptional items excluding pensions 31 39
Operating cash fiow before movement in working capital 122 4 47
{Increase)/decrease In inventeries {12 7) 28
Increass in trade and other recevables (©1) @3
Increase in trade and other payables 174 80
Cash generated by operations 126 7 148 2
Income taxes paid (12 0) (123)
Interest paid (18} 28
Net cash flow from operating activities 1131 1331
Investing activities
Interest receved 03 05
Disposal of property, plant and equipment 09 06
Purchase of property, plant and sgquipment {35 4) {341)
Purchase of business {4.1) (32 8)
Acquistion of intangible assets (04) 05
Net cash flow from investing activities (38 7) 673)
Financing activities
Issue of shares by the Company and the ESOT 21 22
Dmidends paid 847 (683}
Recept of unclaimed divdends Q2 02
Decrease In borrowings {0 3) 87}
Net cash used in financing activities {62 7) (64 6)
Net increase in cash and cash equivalents "7 12
Cash and cash equivalents at 1 January 645 631
Foreign exchange on cash and cash equivalents 295) 02
Cash and cash equivalents at 31 December 20 737 645
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Notes to the Consolidated financial statements
for the year ended 31 December 2014

1 Accounting policies

Elementis plc 1s a company incorporated n the UK The Group financiat
statements have been prepared and approved by the directors In
accordance with International Financial Reporting Standards as adoptad
by the EU (“adopted IFRS”) The Company has elected to prepare its
parent company financial statements in accordance with UK GAAP
These are presented on pages 93 to 96

Basis of preparation

The financial staterents have been prepared on the historical cost basis
axcept that denvatve financial nstruments and financial instruments held tor
trading or available for sale are stated at their far value Non-currant assets
held for sals are stated at the lower of carrying amount and fair value less
costs to sell The preparation of financial statements requires the application
of estmates and judgements that affect the reported amounts of assets
and labilties, revenues and costs and related disclosures at the balance
sheet date The accounting policies set out balow have been consistently
appled across Group companies to all perods presentsd in thase
conschdated financial statements

The financial staterments have been prepared on a going concern basis
The rationate for adopting this basis 1s discussed in the Directors' report
on page 55

Reporting currency

As a consequence of the majonty of the Group's sales and earnings
onginating in US dollars or US dollar inked currencies, the Group has
chosen the US dollar as its reporting currency This aligns the Group's
axternal reporting with the profile of the Group, as well as with internal
management reporting

Crittcal accounting policies

Cntical accounting policies are those that require significant judgements
or estimates and potentially result in matenally different results under
ditferent assumptions or conditions [t1s considered that the Group's
cntical accounting policies are imted to those described below The
development of the estimates and disclosures related 1o each of thess
matters has been discussed by the Audit Committee

{a) Provisions
A provision Is recognised in the balance sheet when the Group has a
present legal or constructive obligation as a resutt of a past event, and
It 1s probabile that an outflow of economic benefits will be required 1o
settle the obligation If the efiect 1s matenal, provisions are determined
by discounting the expecied future cash flows at a pre-tax rate that
reflects current market assessments of the bme value of money and,
where appropriate, the nsks specific to the lability

A provision for réstructunng 1s recognised when the Group

has approved a detaled and formal restructuring plan, and the
restructunng has erther commenced or has been announced publicly
In accordance with the Group's smvironmental policy and applicable
legal requirements, a provision for site restoration in respect of
contaminated land 1s recognised when the land 1s contaminated
Provisions for environmental 1ssues ara judgemental by therr natura
and more difficult to estimate when they relate to sites no longer
directly controlled by the Group
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{b) Pension and other post retirement benefits
In respect of the Group's defined benefit schemnes, the Group's net
obligation n respect of defined benefit pension plans i1s calculated by
estimating the amount of future benefit that employees have earned
in return for their service in the current and prior penods, that benefit
IS discounted to determine its present value, and the farr value of any
plan assets is deducted The lLiability discount rate is the yiald at the
balance sheet date on AA credit rated bonds that have matunty datas
approxmating to the terms of the Group's obligations Pension and
post retrement abiltes are calculated by qualfied actuanes using the
projected unit credit method Following the introduction of the revised
IAS 18 Employee Benefits standard, the net interest on the defined
benefit lability consists of the interest cost on the defined benefit
obligation and the interest Income on plan assets, both calculated
by reference to the discount rate used to measure the defined benefit
cblgation at the start of the penod

Any difference between the expected return on assets and that
achisved 1s recognised in the statement of comprehensive Incoms
together with the difference from expenence or assumption changes
The Group recognises all such remeasurements in the penod in which
thay occur through the statement of comprehensive incoms Tha
Group also operates a small number of defined contnbution schermes
and the contributions payable duning the year are recognised as
incurred Due to the size of the Group's pension scheme assets

and habilities, relativety small changes in the assumptions can have

a signtficant impact on the expense racorded in the iIncome statement
and on the pension hability recorded in the balance sheet

Basis of consolidation

The consolidated financial statements include the financial statements

of the Company and its subsidianes for the percd iIFRS 10 Consolidated
Financial Statements introduces new principles for control which focus

on whether the Group 1s exposed to, or has rights 1o, vanable returns from
its involvement with entities and has the ability to affect those returns
through 1ts power over those entities The Group's consolidation scope
and the accounting treatment of its investments in other entities was
unaffected by the adopton of IFRS 10

The results of subsidianes acquired or disposed of dunng a penod are
neluded in the consolidated financial statements from the date that
control commences untit the date that control ceases

The Group adopted IFRS 3 (revised), Business Combinations, for
business combinations where the acquisition date was on or after

1 January 2010 This measures goodwill at the acquisition date as the
far value of the consideration transfarred, the recogrised amount of any
non-controling interests in the acquiree plus, if the busingss combination
15 achieved in stages, the far value of the existing equrty interast in the
acquires, less the far value of the identifiable assets acquired and
habilkties assumed Acquisition costs are accounted for as an expense
n the penod incurred  For acquisitions that were mads by the Group
between rts ivtial adoption of IFRS in 2005 and 31 December 2009
goodwill represents the excess of the cost of the acquisiion over the
Group's interest m the far value of the identifiable assets, labilities and
contingent habilttes of the acquired Transaction costs, other than those
associated with the 1ssue of debt or equity secunties, that the Group
ncurred in connection with business combinations were capitalised

as part of the cost of the acquisition

In accordance with the transitional rules of IFRS 1, the Company has

not restated business combinations that took place prior to the date

of transon to IFRS of 1 January 2004 As a consequence the Scheme

of Arrangement entered into In 1998 whereby the Company acguired
Elementis Holdings Limited and applied the true and farr override to
account for the transaction as a merger has not been restated under IFRS
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Financial statements

Intragroup balances and any unrealised gains and losses or income and
expenses ansing from intragroup transactons, are eiminated In prepanng
the consclidated financial statements Unreahised losses are eiminated in
the same way as urrealised gains, but cnly to the extent that there 1s no
evidence of mparrment

Foreign currency

{a) Foreign currency transactions
Transactions in foreign currencies are translated at the foreign
exchange rate ruling at the date of the transaction Monetary assets
and labilies denominated in foreign currencies at the balance sheet
date are translated at the foreign exchange rate ruling at that date
Foreign exchange differences ansing on translation are recogrised
In the Incoma statement Non-monetary assets and liabilities
denorrinated in foreign currencies that are stated at fair value
are translated at exchange rates ruhng at the dates the far value
was determined

(b) Financial statements of foreign operations
The assets and labilities of foreign operations, including goodwaill
and farr value adjustments ansing on consclidation, are translated
at exchange rates ruling at the balance sheet date The revenues
and expenses of foreign operations are translated at the average
rates of exchange rukng for the relevant penod Exchange differences
ansing since 1 January 2004 on translation are taken to the transtaton
reserve They are recognised in the income statement upon disposal
of the foreign operation The Group may hedge a portion of the
translation of its averseas net assets through pounds sterling and Euro
borrowings From 1 January 20085, the Group has elected to apply net
nvestment hedge accounting for these transactions where possible
Where hedging 1s applied, the effective portion of the gan or loss on an
nstrument used to hedge a net Investment 1s recognised in equity Any
ineffective portion of the hedge 1s recognised i1 the ncome statement

Associates

Associates are those entties in which the Group has significant influenca,
but not control over the financial and operating policies The consolidated
financial statements include the Group's share of the past-acquisition
total recogrsed gains and losses and the net assets of associates on an
equity accounted basis Whera the Group's share of losses exceeds its
Investment in an associate, the Group’s carrying amount 1s recfuced to nil
and recognition of further losses 1s discontinued except to the extent that
the Group has incurred a legal or constructive obbgation

Property, plant and equipment

ltems of property, plant and equipment are stated at cost less
accumulated depreciation and imparment losses Freehold land 1s not
depreciated Leasehold property 1s depreciated over the penod of the
lease Freehold buildings, plant and machinery, fixtures, fittings and
equiprment are depreciated over therr estimated useful lives on a straight
Ine basis Depreciation methods, useful ives and residual values are
assessed at the reporting date No depreciation is charged on assets
under construction until the asset Is brought into use

Estimates of useful lives of these assets are

Buildings 10-50 years
Plant and machinery 2-20 years
Fixtures, fittngs and equipment 2-20 years

The cost of replacing part of an item of property, plant and equipment

1S recognised in the carrying amount of the item if it 1s probable that the
future economic benefits embodied within it will flow to the Group and

its cost can be measured rellably The costs of the day to day servicing
of property, plant and equipment are recognised in the Income statement
as incurred

Management regularly considers whether there are any indications
of iImpairment to carrying values of property, plant and equipment
Impairment reviews are based on nsk adjusted discounted cash flow
projectons Significant judgement 1s applied to the assumptions
underlying these projections which nclude estimated discount rates,
growth rates, future selling prices and direct costs Changes to these
assumptiens could have a matenal impact on the financial positien

of the Group and on the result for the year

intangible assets

{a) Goodwill
All business combinations since the transition to IFRS on 1 January
2004 are accounted for by applying the purchase method In respect
of business acquisitions that have cccurred since the transition
date, goodwill represents the difference between the cost of the
censideration given and the fair value of net identifiable assets,
liabities and contingent iabiities acquired In respect of acquisitions
prior to this date, goodwill 1s included on the basis of its deemed cost,
which represents the amount recorded under previous GAAP
Goodwill 1s allccated to cash-generating units and tested annualty
for mparment Changes to the assumptions used in tmpairment
testing could have a matenal impact on the financial positon of the
Group and of the result for the year

{b} Research and development
Expenditure on research 15 recognised In the income statement
as an expense as Incurred Expenditure on development whers
research findings are applied to a plan or design for the production
of new ¢r substantially improved products and processes 1s capitalised
if the product or process I1s technically and commercially feasible
and the Group has sufficient resources to complete developrment
Expenditure capitalised s stated as the cost of materials, direct labour
and an appropriate proportion of overheads less accumulated
amortisation Other development expenditure 1s recognised in the
Income statement as an expense as incurred

(c) Other intangible assets
Other intangible assets are stated at cost or when ansing in a business
combination, estimated far value, less accumulated amortisation

{d) Amortisation
Amortisation s charged to the income statement en a straight ing
basis over the estimated useful ives of Intangible assets unless
such lives are indefinte On this basis there 1s no amoertisation of
intangible assets relating to brand Goodwill Is systematically tested
for impairment at each balance sheet date Other intangible assets,
comprising customer lists, trademarks, patents and non-compete
clauses, are amortised over their estimated useful lives which range
from 5-10 years

Impairment

The carrying amount of non-current assets other than deferred tax s
compared to the asset's recoverable amount at each balance sheet date
where there I1s an indication of impairment For goodwill, assets that have
an indefinrte useful Iife and mtangible assets that are not yet available for
use, the recoverable amount 1s estmated at each balance sheet date An
imparment loss 1s recognised whenever the carrying amount of an asset
or its cash generating unit exceeds its recoverable amount Impaiment
losses are recognised in the iIncome statement
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Notes to the Consolidated financial statements
for the year ended 31 December 2014 continued

1 Accounting policies {continued)

Imparrment losses recogrised in respect of cash generating unts are
allocated first to reduce the carrying amount of any goodwill allocated
to cash generating units and then to reduce the carrying amount of the
other assets in the unit on a pro-rata basis A cash generating unit 1s the
smallest identifiable group of assets that generates cash inflows that
are largely ndependent of the cash inflows from other assets or

groups of assets

The recoverable amount i1s the greater of their far value less costs to sell
and value In use In assessing valug In use, the estimated future cash
flows are discounted 1o therr present value using a pre-tax discount rate
that reflects current market assessments of the time valua of money and
the nsks specric to the asset For an asset that does not generate largely
independent cash inflows, the recoverable amount 1s determined for the
cash generating uret to which the asset belongs

Leased assets

Leases which result in the Group receving substantially all of the nsks
and rewards of ownership of an asset are treated as finance leases

An asset held under a finance lease 1s recorded in the balance sheet and
depreciated over the shorter of its estimated useful life and the lease term
Future instalments net of finance charges are included within borrowings
Minimumn lease payments are apportioned between the finance charge,
which 1s allocated to each period to produce a constant penodic rate of
interest on the remaining liability and charged to the income statement
and reduction of the outstanding labtlity Rental costs ansing from
opserating leases are charged con a straight ine basis over the penod

of the lease

Investments
Invastments compnsing loans and recevables are stated at amortised cost

Govemment grants

Grants against capital expenditure from government and other bodies are
shown separately tn the balance sheet Such grants are released to the
profit and loss account over the same penod for which the relevant assets
are depreciated

Inventortes

Inventones are stated at the lower of cost and net realisable value Net
realisable value 15 the estimated selling price, less estimated costs of
completion and seling expenses Cost, which 1s based on a weighted
average, includes expenditure ncurred in acquiring stock and bringing it to
its existing locaton and condition In the case of manufactured inventones
and work In progress, cost Includes an appropnate share of overheads
attnbutable to manufacture, based on normal operating capacity

Trade recewvables

Trade recevables are non interest beanng and are stated at theirr nominal
amount which is the onginal invoiced amount less provision made for bad
and doubtful recevables Estimated irrecoverable amounts are based

on the age:mng of recenvables and histoncal experience Individual trade
recevables are written off when management deem them no longer

to be collectable
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Non-current assets held for sale and discontinued operations

A non-current asset or a group of assets containing a non-current asset
{a disposal group), 1s classified as held for sale if its carrying amount will
be recovered principally through sale rather than through continuing use,
it 1S avallable for mmediate sale and i1s highly probable within one year
On iniial classification as held for sale, non-current assets and disposal
groups are measured at the lower of previous carrying amount and fair
value less costs to sell with any adjustments taken to profit or loss

The same applies to gains and losses on subsequent remeasurement

A discontinued operation 1s a component of the Group's business

that represents a separate major ine of business or geographic area

of operations or 1s a subsidary acquired exclusively with a view to resale,
that has been disposed of has been abandoned or that meets the
enteria to be classified as held for sale

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits
with an onginal maturity of three months or less Bank overdrafts that

are repayable on demand and form an integral part of the Group’s cash
management are included as a component of cash and cash equwvalents
for the purpose of the statement of cash flows

Borrowings

Borrowings are initially measured at cost (which 1s equal to the far value
at Inception) and are subsequently measured at amortised cost using the
effective intarest rate method Any difference between the proceeds, net
of transaction costs and the settlement or redemption of borrowings 1s
racognised over the terms of the berrowings using the effective Interest
rate method

Trade payables
Trade payables are non interast beanng borrowings and are inhially
measured at farr value and subseguently carried at amoertised cost

Share capital

Incremental costs directly attnbutate to 1ssue of ordinary shares and share

options are recognised as a deduction from eguty When share capital
recognised as equity Is repurchased, the amount of the consideration paid,
including directly attributable costs, 1s recognised as a deduction from
equity Repurchased shares by the Company are classified as treasury
shares and are presented as a deduction from total equity

Derivative financial nstruments

The Group uses dervative financial instruments to hedge its exposure

to foreign exchange and interast rate nsks The Group does not hold

or 1ssue dervative financial Instrurnents for trading purposes Howaver,
denvatives that do not qualify for hedge accounting are accounted for as
trading instruments Due to the requirement to measure the effectiveness
of hedging Instruments, changes in market conditions can result in the
recogrition of unrealised gains or losses on hedging Instruments in the
Income statement

Dervative financial instruments are recogrised nitially at fair value The
gain or loss on remeasurement to far value s racognised mmediately
in the income statement However, where derivatives qualfy for hedge
accounting, recognition of any resultant gain or loss depends on the
nature of the item being hedged The far value of forward exchange
contracts Is therr quoted market pnice at the balance shest date, being
the present value of the quoted forward price
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(a) Cash flow hedges
Where a dervative finanoial instrument 1s designated as a hedge of the
vanability in cash flows of a recogrised asset or liability, or a highly
probable forecast transaction, the effective part of any gain or loss on
the denvative financial Instrument 1s recogrised directly in the hedging
resarve Any ingffective portion of the hedge is recognised immediately
In the income: statement

{b) Fair value hedges
Whera a dervative financial instrument s designated as a hedge
of the varniability in a farr value of a recognised asset or lability or an
unrecegnised firm commitment, all changes n the far value of the
derwvative are recognised immediately in the income statement The
carrying value of the hedged tem 1s adjusted by the change in far
value that 1s attnbutable to the nsk being hedged {even if it 1s normailty
carned at cost or amortised cost) and any gains or losses on
remeasurement are recognised immediately in the iIncome statemant
{even if those gans would normally be recognised directly In reserves)

Termination benefits

Termination benefits are recognised as an expense when the Group
15 demonstrably committed, without realistic possibiity of withdrawal,
to a formal detalled plan to terminate employment before the normal
retrement date Termination benefits for voluntary redundancies are
recognised If the Group has made an offer encouraging voluntary
radundancy, it I1s probable that the offer will be accepted, and the
number of acceptances can be estimated rehably

Revenue

Revenue from the sale of goods 18 measured at the far value of the
consideration received or recevable, net of returns, trade discounts and
rebates Revenue I1s recognised in the incomeg statement only where there
1s evidence, usually in the form of a sales agreement, that the significant
nsks and rewards of ownerstup have been transtferred to the customer
and where the collectability of revenue s reasonably assured

Exceptional items

The Group presents certain tems separately as ‘exceptional’ These
are items which in management's judgement, need to be disclosed by
virtue of therr size and incidence in order for the user to obtain a proper
understanding of the financial nformation The determination of which
temns are separately disclosed as exceptional items requires a degree
of judgement

Other expenses

Other expenses are administration costs incurred and paid by the
Group's pensien schemes, which relate pnmarity to former employees
of legacy businesses

Finance income and finance costs

Finance mncome comprisas interest income on funds invested and
changes in the far value of financial assets at far value taken to the
Income statement [nterest ncome 1S recogrised as it accruss, using
the effectve interest method Finance costs comprise interest expense
on borrowings, unwinding of the discount on provisions, dvidends on
preference shares classified as liabilites, foreign currency losses and
changes In the farr value of financiat assets at farr value taken to the
income statement All borrowing costs are recognised in the income
statement using the effective interest method

Financial statements Shareholder information

Income tax

Income tax on the profit or loss for the year compnses current and
deferred tax Income tax 1s recognised in the Income statement except
to the extent that it relates to items recogrused directly in equity or in other
comprehensive Income Current tax 1s the expected tax payable on the
taxable income for the year, using tax rates enacted or substantvely
enacted at the balance sheset date, and any adjustment to tax payable

in respeact of previous years Deferred tax 1s provided on temporary
differences between the carrying amounts of assets and habilhes for
financial reporting purposes and the amounts used for taxation purposes
The following temporary differences are not provided for the intial
recogniton of goodwill, the inhial recognition of assets or liabdities that
affect neither accounting nor taxable profit other than i a business
combination, and differenceas relating to investments in subsidianes to
the extent that they will probabty not reverse in the foreseeable future
The amount of deferred tax provided 1s based on the expected manner
of realisation or settlement of the camying amount of assets and liabilities,
using tax rates enacted or substantively enacted at the balance sheet date
A deferred tax asset 1s recognised onlty to the extent that it 1s probable
that future taxable profits will bs avalable against which the asset can be
utised Defarred tax assets are reduced to the extent that it 1s no longer
probable that the related tax benefit will be realised

The Group 1s required to estimate the Income tax in each of the
Junsdictions i which 1t operates This requires an estimation of current
tax hability together with an assessment of the temporary differences
which anse as a conseguence of differant accounting and tax treatments
The Group operates In a number of countrnies in the world and s subject
to many tax junsdictions and rules As a consequence the Group 1S
subject to tax audits, which by therr nature are often complex and can
require several years to conclude Management's judgement 1s required
1o datarming the total proviston for ncome tax Amounts are accrued
based on management's interpretation of country specific tax law and
likehhood of settlement However the actual tax labilities could differ from
the position and In such events an adjustment would be required i the
subsequent period which could have a matenal impact Tax benefits are
not recognised unless it 1s probable that the tax positions are sustainable
Once censidered to be probable, managsment reviews each matenal
tax benefit to assass whethaer a provision should be taken against full
recognition of the benefit on the basis of potential settlement through
negotiation This evaluation requires judgements to be made including
thea forecast of future taxable iIncome

Share based payments

The farr valus of equity settted share eptions, cash settled shadow
options and LTIP awards granted to amployses s recognised as an
expense with a corresponding increase N equity The farr value 1s
measured at grant date and spread over the pernod dunng which the
employees become unconditionally entitled to the options/awards

The fair value ¢f the options/awards granted 1s measured using a binomial
model, taking Into account the terms and conditions upon which the
options/awards were granted The amount recognised as an employee
expense 1s adjusted to reflect the actual number of share options/awards
that vest except whaere forteiture 1s only due to share pricas not achieving
the threshold for vesting

Elementis plc Annual report and accounts 2014 67




Notes to the Consolidated financial statements
for the year ended 31 December 2014 continued

1 Accounting policies {continued)

Own shares held by Employee Share Ownership Trust (“ESOT")
Transactions of the Group sponsored ESQOT are included in the
consolidated financial statements In particutar, the ESOT's purchases
of shares in the Company are charged directly to equity

New standards and interpretations not yet adopted

New standards, amendments to standards and interpretations that are
not yet effective for the year ended 31 December 2014, and have not
besn applied In prepanng these consclidated financial statements, but
that become mandatory for the Group's 2015 financial statements are
as follows

Defined Benefit Plans Employee Contributions —- Amendments
to IAS 19

The amendments introducs a relief that will reduce the complexity
and burden of accounting for certain contnbutions from employses

or third parties

The Group has not yet determined the potential Impact of this new
nterpretaton on the 2015 financial statements
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2 Operating segments

Business segments

The Group has determined its operating segments on the basis of those
used for managsment, internal reporting purposes and the allocation

of strategic resources In accordance with the provisions of IFRS 8,

the Group's chiet operating decision maker 1s the Board of directors
Tha three reportable segments, Specialty Products, Surfactants and
Chromium, each have distinct product groupings and, with the exception
of Surfactants which shares a common managsment structure with
Specialty Products, separate management structures Segment results,
assets and llabilities inctude items directly attributable to a segment

and those that may be reasonably allocated from cerporate actnaties
Presentation of the segmental resufts 1$ on a basis consistent with those
used for reporting Group results Principa! activittes of the reportable
segments ara as follows

Specialty Products — Production of rheclogical and other specialty
additives, compounded products and colourants

— Production of surface active ingredients

— Preduction of chromiurm chemicals

Surfactants
Chromium

Inter-segment pricing I1s set at a level that equates to the manufacturing
cost of the product plus a commercially appropnate mark up

Unallocated tems and those relating to corporate functions such as tax
and treasury are presented in the tables below as central costs
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Segmental analysis for the year ended 31 December 2014

2014
Specialty Segment Central

Products Surfactants Chromium totals costs Total

Smillion Smitlion $million Smillion $million Smillion

Revenue 5187 671 216 5 803 3 - 8033
Internal revenue - 02) (127) {12 9) - (12 9)
Revenue from extarnal customers 5197 66 9 2038 790 4 - 7904
Operating profit before exceptionals 1007 52 592 1651 {15 0) 1501
Head office cost allocations 22) 03) 09) (3 4) 34 -
Excaptionals 16 33 {15) 34 29 63
Profit/(loss) before interest 1001 82 568 1651 87) 156 4
Other expenses - - - - (19) {19)
Finance mcome - - - - 03 03
Finance expense - - - - (6 6) {6 6)
Taxation — pre exceptonal - - - - (26 3) (26 3)
Taxation — exceptional - - —~ — 535 535
Profit for the penod 100 1 82 56 8 1651 103 175 4
Fixed assets 5058 201 690 584 9 (102} 5847
Inventorias 807 57 510 1374 01 1375
Trade and cther recewvables 736 BB 355 177 37 1214
ACT recoverable - - - - 420 420
Deferred tax assets - - - - 144 14 4
Derwatwves - — — — 07 07
Cash and cash equivalents - - - - 737 737
Segment assets 6601 344 155 5 850 O 124 4 974 4
Trace and other payables (69 8) {10 3) (34 6) (114 7) {73) (122 0)
QOperating provisions (15) (17) {129 {16 1) (189 {350)
Bank overdrafts and loans - - - — {8 5) {9 5)
Dervatives - - — - {02) {02)
Current tax labiities = - - - {51) 51
Retirement benefit oblgations = - - - {65 8) {65 B)
Deferred tax habilities - - - - {927) (927)
Segment habilities {71 3) {12 Q) {47 5) {130 8) {199 5) (330 3)
Net assets 5688 8 22 4 108 0 719.2 {75.1) 844 1
Capital additions 238 29 99 366 18 384
Depreciation and amortisation {15 2) 20Q) {72 (24 4) {0 8) (25 2)

North United Rest of Rest of the

America Kingdom Europe World Total

Information by geographic area Smillion $million $Smillion $million Smillion
Revenue from external customers 296 2 281 187 2 2789 7904
Non-current assets 4419 42 2 362 654 5847
Capital additions 256 21 43 64 384
Depreciation and amortisation {16 9) (14) {30) {39) (25 2)

Elementis pl¢ Annual report and accounts 2014 69




Notes to the Consolidated financial statements
for the year ended 31 December 2014 continued

2 Operating segments {continued)
Segmental analysis for the year ended 31 December 2013

2013
Specialty Segment Central
Products Surfactants Chromium totals costs Total
$milion Fmillion $million $million $milion Smillion
Revenue 5028 722 2148 780 8 - 789 8
Internal revenue - - {13 0) (130) - (130}
Revenue from external customers 5028 722 2018 7768 - 776 8
Operating profit before exceptionals 1009 59 56 0 162 8 (16 2) 146 6
Head office cost allocations {18} 03) 09 30) 30 -
Excaptionals 07 13 {10 5) {8 5) 68 a7
Profit/{loss) before interest 998 69 446 1513 (6 4) 1449
Other expenses - - = - 20 20}
Finance income - - — - 02 Q2
Finance expense - - - - {8 8} {8 8)
Taxation — pre exceptional - - - - (29 4) {29 4)
Taxation - exceptional - - - - 18 18
Profit/(loss) for the period 8998 69 44 6 1513 {44 6} 1067
Fixed assets 506 5 220 669 585 4 (107) 5847
Invaniones 702 76 505 1283 -~ 1283
Trade and other recervables 697 121 344 162 100 126 2
Deferred tax assets - - — - 86 86
Dervatives - - - - 04 Q4
Cash and cash equivalents - - - - 64 5 64 5
Segment assets 646 4 17 151 8 8399 728 9127
Trade and other payables (61 8) {14 1) 217) {97 B) {13 §) {111 1)
Operating provisions (12} 24) {120 (15 6} (22 5) {38 1)
Bank overdrafts and loans - - - - {10 4} (10 4)
Dervatives - - - - 1) 01
Current tax habilities - - - - (14 4) {14 4)
Retirement benefit obligations - — — — 99 3) (99 3)
Deferred tax liabites - - - - {93 5) (93 5)
Government grants - - - - {03) {0 3)
Segment liabilities (63 0) (16 5) (337) (113 2) (254 ) (367 2)
Net assets 583 4 252 1181 7267 {181 2) 5455
Capsal additions 224 49 72 345 12 357
Depreciation and amortisation {13 8) 21) {7 4) (23 3) 06) {23 8)
North Urited Rest of Rest of the
Amenca Kingdom Eurcpe World Total
Information by geographic area $rmullion Smiliion $rmilon $million $million
Revenue from external customers 2739 336 201 268 2 776 8
Non-current assets 434 0 441 380 676 5847
Caprtal additions 24 4 11 71 31 357
Depreciation and amortisation (15 8) {12) {31) (3 8) (23 9
3 Finance income
2014 2013
Smilliion $million
lnterest on bank deposits 03 02
4 Finance costs
2014 2013
Smillion $rnillion
interest on bank loans 16 25
Pension and other post relirement llabilities 31 45
Unwind of discount on provisions 19 18
66 88
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5 Exceptional tems

204 2013
$million $mullion
Post employment benefits 49 01
Envircnmental provisions {19) {02
Other 33 {16}
B3 {17}
Tax {chargse)/credit in relation to exceptional itiems (0 8) 18
Recogrition of further UK tax assets 123 -
Recognition of ACT 42 0 _
59 8 01

The Group has continued its separate presentation of certain tems as exceptional These are items which, In managament'’s judgement, need to

be disclosed separatety by virtue of therr size or incidence in order for the reader 1o obtain a proper understanding of the financial information

Post employment benefits

tn the Netherlands the arrangernent with the previous insurers of the defined benefit pension scheme came to an end on 31 December 2014 and

the Group has contracted with a new industry wide pension fund for 2015 onwards As a result, the plan will In future be accounted for as a defined
contrbution plan Consequently, a deficit amount of $4 1 millen relating to the onginal plan has been reversed in 2014 and the resulting credit recorded
as an exceptional tem In additon, a legacy prowision of $0 8 million relating to a 2005 clam made by a group of pensioners in the Netherlands has also

been reversed and credited to Group profit because the miatter has now been settled

Environmental provisions

The Group's environmental provisions are calculated on a discounted basss, reflecting the time penod over which spending 1s estmated to take place
As a result of a decline in the undertying market interest rates that are utihsed in the discount rate calculation, it was concluded that the discount rate

appled o future spending should be further reduced This resulted in a charge of $1 9 mullion n 2014

Other adjustments

The hquidations of a number of legacy subsidianes no longer involved in Group activities resulted in one time credits totaling $3 3 millon being
recorded in Group profit

Taxation - net credit of $53 5 million

Tax related items that result In a net credit of $53 5 milllon have also been racorded as excepttonal tems The net credit anses from the recognition of
UK advance corporation tax credits amounting to $42 0 mithon with an additional credit of $12 3 mullion in respect of further UK tax assets The surplus
ACT arose in respect of tax pard under the prior imputation system, which allowed for ACT credits to be offset against manstream UK tax labiities The
ACT not previously used under that imputation system had been written off at the time when there was no UK corporation tax hability anticipated in the
foreseeable future It 1s now the Board's view that taxable profits will arise in the UK in the future and, as such, surplus ACT previously written off should
now be recognised as a tax asset Offsetting these credits Is the tax cost of $0 B million associated with the pre-tax exceptional tems listed above

6 Income tax expense

2014 2013
$million $milion
Current tax
Recognition of UK Advance Corporation Tax credits (exceptional item) {42 0) -
Tax recoverable (exceptional iterm) (6 0) -
Qverseas corporation tax” 14 5 213
Adjustments in respect of pnor ygars
Overseas - {0 5)
Tatal currant tax {33 5) 208
Deferred tax
Recognition of further deferred tax assets (excepticnal item) {6 3) -
Unnted Kingdom 15 09
Adjustment in respect of pnor year - 04
Overseas” 14 11
Adjustments in respect of prior years 03 14
Total deferred tax 63 68
Incoms tax expense for the year {27 2) 276
Compnising
Before exceptional items 263 294
Exceptional items* {53 5) (18)
(272) 276
*  axcephonal debit of 80 8 mulion included within overseas corperation tax and overseas defarred tax
*+ sa8 Nota 5 for details of excaptional itams
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Notes to the Consolidated financial statements
for the year ended 31 December 2014 continued

6 Income tax expense {continued)

The tax charge on profit represents an effective tax rate on profit before exceptional items for the year ended 31 December 2014 of 18 5 per cent
(2013 21 6 per cent) As a Group involved In overseas operations, the amount of profitability in each junsdiction, transfer pricing regulations and local

tax rate changes, will affect future tax charges

The total charge for the year can be reconciled 1o the accounting profit as follows

2014 2014 2013 2013
$million per cent $milion per cent
Profit before tax 148 2 134 3
Tax on ordinary activities at 21 5 per cent (2013 23 25 per cent)* 319 215 312 233
Ditference in overseas effective tax rates 108 73 109 81
Income not chargeable for tax purposes {6 8) {4 8) 98 (73)
Expenses not deductible for tax purposes - - 05 04
Tax losses and other deductions {9 2) (6 2) 61) (4 5)
Tax rate adjustments to deferred tax 07 05 - -
Adjustments in respect of prior years {0 3) {0 2} 09 06
Recognrtion of exceptional tax items {54 3) {36 7) - —
Tax charge and efiective tax rate for the year 27 2) {18 4) 276 2086
*  tax rate reflects reduction in UK corparation tax rate from 23 per cent to 21 per cant with sffact from Apnl 2014 The UK corporation tax rate from 1 April 2015 has been
substaniively enacted at 20 per cent
7 Profit for the year
Profit for the year has been arnved at after chargingAcrediing)
2014 2013
Emillion $million
Employee costs 110.3 1047
Net foreign exchange gains 17) (18}
Research and development costs 8.0 76
Governmant grants (0.2) {©4)
Depraciation of property, plant and equipment 218 208
Amortisation of intangible assets 36 35
Total depreciation and amortisaton expense 254 24 3
Cost of inventones recognised as expense 3853 3856
Fees available to the Company's auditor and its associates
Audit of the Company's financial staterments 02 02
Augit of the Company's subsidianes 05 Q5
Augdtt related assurance services {half year review} 01 01
Tax complance services 02 03
Other tax advisory services 04 03
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8 Employees

2014 2mM3
$million $milion
Employee costs

Wages and salaries 971 926
Social security costs 84 76
Pension costs 48 45
1103 1047
Number Number

Average number of FTE employees®
Specialty Products 983 948
Surfactants 150 152
Chromtum 247 254
Central 14 13
Total 1,394 1,365

*  full tme equivalent including contractors

9 Earnings per share
The calculation of the basic and diluted earnings per share attnbutable to the ordinary equity holders of the parent is based on the following

2014 2013
$million Semiltion
Earnings
Earnings for the purpose of basic earnings per share 175 4 1067
Exceptional items net of tax (59 8) 01
Adjusted earnings 1156 1066
2014 2013
milllon million
Number of shares
Waighted average number of shares for the purpcses of basic earnings per share 4607 4569
Effect of dilutive share options 47 68
Woeighted average number of shares for the purposes of diluted earnings per share 465 4 4637
2014 2013
cents cants
Earnings per share
Basic 381 233
Diluted 377 230
Basic before exceptional items 251 233
Diluted betore exceptional items 248 230
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Notes to the Consolidated financial statements
for the year ended 31 December 2014 continued

10 Goodwill and other Intangible assets

Other
ntangible
Goodwill Brand assets Total
$million $rmillion Smullron Srrllion

Cost
At 1 January 2013 3211 199 249 3659
Exchange differences {01) {C 4) {08 {13
Acquisition of subsidiary 141 49 a7 287
Additions - - 15 15
At 31 Dacember 2013 3351 24 4 353 394 8
Exchange differences (48) (13) {0 5) (6 6)
Acguisition of minonty interest 07 - - o7
Additions - - 04 04
At 31 December 2014 3310 231 35.2 3893
Amortisation
At 1 January 2013 - — 92 92
Charge for the year — - 35 35
At 31 December 2013 - - 127 127
Charge for the year - - 36 36
At 31 December 2014 - - 16 3 16 3
Carrying amount:
At 31 December 2014 3310 231 18 9 3730
At 31 December 2013 3351 24 4 226 3821
At 1 January 2013 3211 199 157 3567

Goodwill acquired in a business combination is allocated, at acquisition, to the cash generating units (“CGUs") that are expected to benefit from that
business combination The carrying value of goodwil relates 1o Elementis Specialty Products $327 9 millort and Elernentis Surfactants $3 1 million
There 18 no goodwill associated with Elementis Chromium

The Group tests annually for mparment, or more frequently If there are indications that goodwill might be impaired  The recoverable amounts of

the CGUSs are determined from value in use calculations The key assumptions for the value in use calculations are those regarding the discount rates,
growth rates and expected changes to seling pnces and direct costs dunng the penod Management estimates discount rates using pre-tax rates
that reflect current market assessments of the time value of money and the risks specific to the CGUs In order to stress test the results over a wider
range of conditions, management has expanded its testing to include discount rates based on a variety of equity nsk premiums and different capital
structures that reflect the potential variability of nsk within the CGUs In this exercise a range of discount rates from 70 per cent to 8 5 per cent (2013
10 2 per cent to 16 © per cent) was used

The Group prepares cash flow forecasts derved from the most recent three year plans approved by management for the next three years and
extrapolates cash flows for the followtng seventeen years based on estmated growth rates of 0-2 & per cent The rates do not exceed the average
long term growth rate for the refevant markets and also take into account potential, future capacity imitations for the Chromium business Changes
in selling pnces and drrect costs are based on past practices and expectations of future changes in the mariket The results of the impairment testing
using the assumptions discussed show that there 1s no Indication that goodwitl might be tmpaired

The brand intangibles represent the value ascnbed to the trading name and reputation of the Deuchem, Fancor, Watercryl and Hi-Mar acguisitions
The Group considers these to have significant and ongoing value to the business that will be mantained and it 1s therefore considered appropriate
to assign these assets an indefinte useful Ife Brand intangibles are tested annually for imparment using stmilar assumptions to the goodwill testing
The remaining Intangible assets compnse of the value ascribed to customer lists, patents and non-compete clauses, which are being amortised
over periods of 5-10 years
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11 Property, plant and equipment

Fixtures,
Land and Plant and fittings and Under
bulldings machinery equpment  consiruction Total
$million $million $mullion $miliron Srnillson

Cost:
At 1 January 2013 148 3 5115 43 4 240 7272
Additions 03 31 - 306 340
Exchange differences 12 88 06 01 107
Acquisons - 23 - — 23
Disposals 03) {15) {0 3} - 21}
Aeclassifications 28 187 19 (23 4) -
At 31 December 2013 1523 5429 45 6 313 7721
Additions - 06 06 342 354
Exchange differences (64) (271) 17 {12) (36 4)
Acquistions 19 - - - 19
Disposals {0 5) 22 07) — 34)
Reclassiiications 38 231 52 {32 1} -
At 31 December 2014 1511 537.3 490 322 769 8
Accumulated depreciation
At 1 January 2013 96 6 4071 3.7 - 5404
Charge for the year 34 16 2 12 - 208
Exchange differences 14 80 05 - 98
Disposals {01 (12 {0 3} - {16}
Raclassifications — {01) 01 — -
At 31 December 2013 1013 4300 382 — 569 5
Charge for tha year 32 171 15 - 218
Exchange differences 47 {24 6) {16) - 309)
Disposals (0 5) {1 4) 0 86) - (2 5)
Reclassficatons — 02 02 — -
At 31 Decoamber 2014 993 4209 377 - 5579
Net book value
At 31 December 2014 518 116 4 13 322 2117
At 31 Dacember 2013 510 128 74 313 2026
At 1 January 2013 517 104 4 67 240 186 B

Group caprital expendiure contracted but not provided for in these financrat staterments amounted to $nil (2013 $ni
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12 Inventories

2014 2013
$million Smihon
Raw matenals and consumables 679 B30
Work in progress 99 i16
Finished goods and goods purchased for resale 597 537
1375 128 3
Inventones are disclosed net of provisions for obsolescence of $5 9 milhon (2013 $6 4 milion)
13 Trade and other receivables
2014 2013
Smillion $million
Trade recevables 1113 1158
Other recevables 38 48
Prepayments and accruad income 83 56
1214 126 2
14 Trade and other payables
2014 2013
$Smillion Srnullion
Trade payables 736 679
Other taxes and social security 11 12
QOther payables 70 66
Accruals and deferred income 40 3 354
1220 1111
15 Provisions
Ermironmental  Self insurance Total
Smilon $million Fmilkon
At 1 January 2014 349 32 381
Charged/{credited) to the iIncome statement
Excepltional items 19 — 19
Set up/(release) of provisions {0 B) 03 03)
Unwinding of discount 19 - 19
Utilsed dunng the year 51) 02 (53)
Currency translation differences {13) — {13}
At 31 December 2014 N7 33 350
Due within one year 65 02 67
Due after one year 252 31 283

Ervircnmental provisions relate to manufactunng and distnbution sites including certain sites no longer owned by the Group These prowvisions have
been denved using a discounted cash flow methodology and reflect the extent to which it 1s probable that expenditure will be incurred over the next
20 years Included within environmental provisions are amounts in respect of all anticipated costs related to the ¢losure and remedsation of the
Chromium UK site at Eaglescliffe Details of the $1 9 millon exceptional charge are set out in Note 5

Self nsurance provisions at 31 December 2014 represent the aggregate of outstanding claims plus a projection of losses incurred but not reported
The self nsurance provisions are expected to be utilsed within 5 years
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16 Deferred tax

Retrement Accelerated  Amortisation

benefit tax of US Temporary Unreleved
plans  depreciation goodwill differencas tax losses Total

$million $miltion Brrilion Srmillion $million $million
At 1 January 2013 234 (18 2) (92 9) 46 166 (66 5)
{Charge)/credit to the iIncoms statement 32 54) 01) 40 {21) {68)
Charge to other comprahensive Income {103) - - — — (10 3)
Charge to retained earnings - - — (2 5) - {2 5)
Currency translation ditferences 07 - - 19 - 12
At 1 January 2014 g2 (23 6) 930) a0 145 (84 9)
{Charge)/credit to the income statement (2 3} 03) (14) 51 (74) [(G)]
Credit to other comprehensive income 141 - - - - 141
Charge to retaned earmings - - - (18} - (18
Currency translation differences {01) 03 - 02 02 06
At 31 December 2014 209 {23 6) {94 4) 15 73 (78 3)
Deferred tax assets 78 06 - 24 386 144
Deferred tax liabilities 131 (24 2) {94 4) 91 37 {82 7)

Surplus UK ACT, previously noted as avaitable for offset against future UK profits, has now been fully recognised in the accounts Deferred tax assets
have been recognised to the extent that it 1s considered more likely than not that there will be taxable profits from which the {uture reversal of the
undertying tming differences can be deducted Where this 1s not the case, deferred tax assets have not been recognised There are no significant
temporary differences ansing in connection with interests in subsidianes and associates

17 Share capital

2014 2013

$million $rnillion

At 1 January 441 437
Issue of shares 03 04
At 31 December 44 4 441

Detalls of share capital are set out in Note 7 to the parent company financial statements
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18 Other reserves

Capital
rademption Transtation Hedging Share options

reserve reserve rgserve reservea Total

Srrllion $million $million Smilion $million
At 1 January 2013 158 8 (27 6) {75) 66 1303
Share based payments - - - 32 32
Exchange differences - (12) - - {12)
Dacraase n far value of denvatives — - 08 - 08
Transfer - - - (32 32
At 1 January 2014 158 8 (28 8) 67) 66 1299
Share based payments — - - 24 24
Exchange differances - {11 5) — -~ {115)
Decrease In farr value of derivatives - - 2} - 02
Transfer - - - {42 42
Balance at 31 December 2014 158 8 {40.3) 6 9) 48 116 4

The translation reserve compnses all foreign currency differences ansing from the translation of the financial statements of foreign operations as well
as from the translation of liabiities that hedge the Company’s net investment In a foreign subsidiary The hedging reserve compriseas the affective
portion of the cumulative net change in the far value of cash flow hedging instruments related to hedged transactions that have not yet occurred

19 Borrowings

2014 203
Smillion Smillion
Bank ioans 9.5 104
The borrowings are repayable as follows
Within one year 81 87
In the sacond year 14 15
In tha third year - 02
In the fourth year -
After more than five years - =
85 104
The weighted average interest rates paid were as follows
2014 2013
per cent par cant
Bank lpans 12 17
Group borrowings were dencminated as follows
US Dollar  Tarwan Dollar  Brazihan Real Other Total
Bank loans
31 December 2013 39 65 — - 104
31 December 2014 27 55 10 0.3 95

Of the US dollar borrowings, $0 7 mullion was unsecured {2013 $1 9 milkon), beanng nterest at the relevant interbank rates plus a margin The Tawan
dollar and remaning US dollar borrowings consisted of those secured by time deposits and those secured by charges over vanous land and buildings

n Tawan

20 Cash and cash equivalents

Cash and cash equivalents for the purpose of the consolidated cash flow statement comprise the following

2014 2013
$million Srmilion
Cash and cash equivalents 737 84 5
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21 Financial nsk management
The Group has exposure to the following nsks from its use of financial iInstruments

* Credt nsk
* Liquidity nsk
* Market nisk

The Board of directors has overall responstbility for the establishment and oversight of the Group's nsk management framework The Group's
rsk management policias are established to identfy and analyse the nsks faced by the Group, to set appropnate risk imits and controls, and to
moenitor nsks and adherence to imits  Risk management policies and systems are reviewed regularly to reftect changes in market conditions and
the Group's actvities

The Group's Audit Committes oversees how managemsent monitors compliance with the Group's nsk management policies and procedures and
reviews the adaquacy of the nsk management framework in relation to the nsks faced by the Group The Group's Audit Committee 1s assisted in its
oversight role by Internal Audit Internal Audit undertakes both regular and ad hoc reviews of risk management controls and procedures, the results
of which are reported to the Audit Committee

Credit rsk
Credit nsk 1s the risk of financial loss to the Group If a customer or counterparty to a financial instrument fails to meet its contractual obligation and
anses pnncipally from the Group's receivables from customers

Trade and other recelvables

The Group's exposure to credit nsk 1s influenced mainly by the iIndividual charactenstics of each customer The demographics of the Group's customer
base, including the default nsk of the industry and ccuntry in which customers operate, has less of an influence on credit nsk No single customer
accounts for a significant proportron of the Group's revenue

Each new customer 1s analysed indwdually for credtworthiness betore the Group's standard payment and delivery terms and conditions are offered
The Group's review includes external ratings, where avarlable, and in some cases bank references Purchase imits are established for each custorner,
which represent the maximum open amount without requinng approval frorm the Board Customers that fall to meet the Group’s benchmark
craditworthiness may transact with the Group only on a prepayment basis

The Group estabhshes an allowance for imparment that represents its estimate of incurred losses in respect of trade and other recewvables The
main components of this allowance are a specific loss component that relates to indwvidually sigrificant exposures, and a collective loss component
estabhished for groups of similar assets in respect of losses that have been incurred but not yet identified The collective loss allowance 1s determined
based on historical data of payment statistics for similar asssts

Investments

The Group mits its exposurg to credit nsk through a treasury policy that imposes graduated imits on the amount of funds that can be deposited
with counterparties by reference 1o the counterparties’ credit ratings, as defined by Standard & Poor's or Moody's Management does not expect
any counterparty to fal to meet its obligatons

Liqudnty risk

bLiquidity nsk s the nsk that the Group will not be able to meet its financral obligations as they fall due The Group's approach to managing lquidity
Is to ensure, as far as possible, that it will always have sufficient iquidity to meet its habilities when due, under both normal and stressed conditions,
without incurnng unacceptable losses or nsking damage to the Group's reputation The Group's funding policy 1S to have committed borrowings

n place to cover at least 125 per cent of the maximum ferecast net borrowings for the next 12 month pernod At the year end the Group had

$118 1 million (2013 $121 0 million) of undrawn committed faciities, of which $100 0 million expires after more than one year

Market risk

Market nsk is the risk that changes in market prices, such as foreign exchange rates and interest rates, wilt affect the Group’s Income or the value
of its holdings of financial instruments The objective of market nsk management 1s to manage and control market nsk exposures within acceptable
parameters, whist optimising the return on risk

The Group uses dervatives in the ordinary course of business, and also incurs financtal habilities, in order to manage market nsks All such transactions
are carned out within the guidelines set by the Board

Currency nsk

The Group 1s exposed to currency nsk on sales, purchases and borrowings that are denominated in a foresgn currency other than the respective
functional currencies of Group entiies, primanly the US dollar and the Euro Tha Group hedges up to 100 per cent of current and forecast trade
recervablas and trade payables denominated in a forexgn currency The Group uses forward exchange contracts to hedge its currency risk, most
with a matunty of less than one year from the reporting date
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21 Financial sk management {continued)

Interest on borrowings 1s denominated in currencies that match the cash flows generated by the underlying operations of the Group, primarly

US dollar, but also Euro and GBP This provides an economic hedge and no derivatives are entered into  In respect of other monetary assets and
labiities denominated n foreign currencies, the Group ensures that its net exposure is kept to an acceptable level by buying or selling foreign
currencies at spot rates when necessary to address short term imbalances The Group's investment in overseas subsidianes 1s hedged by US dollar
denominated drawdowns under the syndicated facility, which mitigates the currency nsk anising from the translation of a subsichary’s net assets

Interest rate nsk
The Group's policy 1s to borrow at both fixed and floating interest rates and to use interest rate swaps to generate the required interest profile
The policy does not require that a specific proportion of the Group's borrowings are at fixed rates of Interest

Other market price risk

Equity price nsk anises from avallable for sale equity securities held within the Group's defined benefit pension obligations In respect of the US
schernes, management morutors the mix of debt and eguity securities in its investment portfolio based on market expectations The pnimary goal of
the Group's mvestment strategy 1s to maximise investrment returns, without excessive nsk taking, in order to meet parhalty the Group’s unfunded benefit
obligatons, management 15 assisted by external advisors in this regard In respect of the UK scheme, the mvestment strategy 1s set by the trustees

and the Board 1s kept informed

The Group does not enter iInto commodity contracts other than to mest the Group’s expected usage and sale requirements, such contracts are not
settled net

Capital management

The Board's policy 1s to maintain a strong capital base so as to maintain investor, creditor and market confidence and to sustain future development
of the business The Board monitors the return on operating capital employed (*ROCE") both including and excluding goodwill, as defined on page 15
The Group's targst i1s to achieve a ROCE (ncluding goodwill) in excess of our weighted average cost of capital

The Board sncourages employees to hold shares in the Company through the Group's savings related share option schemes At present, employees,
including executive directars hold 0 3 per cent (2013 0 3 per cent) of ordinary shares, or 17 per cent (2013 2 O per cent) assuming that all outstanding
options vast or are exercised

Current dividend policy 1s to pay a progressive dividend of approximately one third of earnings per share before exceptional tems Addiionally if the
Group finishes the year in a net balance sheet cash position, and there are no immediate investment plans for that cash, the Group may recommend
an additional special dvidend of up to 50 per cent of the net cash amount These dvidend policies remain under review to ensure that they remain
appropnate to the circumstances and strategy of the Group

2014 2013

$milion Smilicn
Recogmised in profit or loss
Interest income on bank deposits 03 02
Net change in fair value of cash flow hedges transferred from equity 19 -
Financial ncome 22 02
Interest on bank loan {16) {2 5)
Net pension interest {3.1) {4 5)
Financial costs 47) {70)
Net financial costs (2 5) (6 8)
None of the above relates fo financial assets or labilities held at fair value through proiit and loss

2014 2013

$milion Smillion
Recognised directly in equity
Effective portion of changes in farr value of cash flow hedge 01 03
Fair value of cash flow hedges transferred to income statement {03) 05
Effective portion of change in far value of net Investment hedge {16) 1)
Foreign currency translation differences for foreign operations 99) ©1)
Recognised in
Hedging reserve (0 2) 08
Translation reserve {11 5) {12)

Denvatives used for hedging included within current assets amounted to $0 7 million at 31 December 2014 (2013 $0 4 million) and $0 2 million within
current labiities (2013 $0 1 million)
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Loans and borrowings

2014 2013
Smillion Smillicn
Current habilittes
Unsecured bank loan 07 19
Secured bank loan 74 68
Non-current habilities
Secured bank loan 14 17
Terms and debt repayment schedule
The terms and conditions of cutstanding loans were as follows
2014 2013
Carrying Carrying
Year of Face value amount Face value amount
Currency matunty Smillion $million S$raullion $mathion
Unsecured bank loan usp 2015 07 07 19 19
Securad bank loan Uso  2015-2017 20 2.0 21 21
Secured bank loan TWD 2015 55 5.5 64 64
Secured bank loan BRL 2015 10 10 — -
Secured bank loan EUR/APY 2015 03 0.3 - =
Total interest bearng habilitigs 95 9.5 104 104
The loans bear interest at interest rates of between 1 0 per cent and 2 8 per cent The secured bank loans are secured by guarantees provided by
subsidiary companies and against land and buildings in Tamwan with a carrying value of $9 1 milhion
Exposure to credit risk
The carrying amount of financial assets represents the maximum credit exposure The maximum exposure to credit nsk at the reporting date was
Carrying amount
2014 2013
Smillion $milion
Trade recevables M3 1158
QOther recevables 38 48
Cash and cash squivalents 737 845
188 8 1851
The maximum expesurs to credit nsk for trade recevables at the reporting date by geographic region was
Carrying amount
2014 2013
$million $mition
North Amenca 421 341
Europe 269 353
Rast of tha world 423 464
m3 1158
Impairment losses
The ageing of trade raceivables at the reporting date was
Gross Impairment Gross Impatrment
2014 2014 2013 2013
$million Smilkon Srmullion Sirnllion
Not past due 1031 (0 4) 1055 {095)
Past dug 0-30 days 59 - 101 -
Past due 31-120 days 27 {01) 07 -
Past dua > 121 days 04 ©3) g2 02
Totat 1121 (0 8) 1165 07)
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The movement 1n the allowance for mpairment in respect of trade recevablas dunng the year was as follows

2014 23

Smillion $million

Balance at 1 January 07 17
Impairment loss recognised 01 ag
Balance at 31 December 0.8 o7

The provision for mparment relates primarly to customers of Elementis Chromium who, due to their payment history and geographic location,
are assessed as having a higher exposure to credit nsk than 1s acceptable A prowision is therefore deemed to be appropnate

Liquidity nsk
The following are the contractual maturities of financial liabilities, including interest payments and excluding the impact of netting agreements

31 December 2014

Carrying Contractual 8 months 6-12 1 year
amount cash flows orless months or more
$millton $million Smillion $million Emillion

Non-denvative financial habilites

Unsecured bank loan 07 07 - 07) -

Sacured bank lean 88 {8 8) 4 2) (32) (14)

Trade and other payables” 817 817) B817) - -
912 {91 2) {85 9) {3 9) (1.4

*  excludes derivatives

31 December 2013

Carryng Contractuat 6 months 612 1 year
amount cash flows orless manths or more
Smillion $million Smillion $enillion $millkon

Non-dervative financial habilites
Unsecured bank loan 19 19 {10) {3 9) -
Secured bank loan 85 {8 5) (6 8} - 17)
Trade and other payables* 757 {75 7) {75 7) - -
861 {86 1) {83 5} 0 9) (17)

*  axcludes derivalivas

Bank loans have been drawn under committed facilities and can be re-financed on matunty fromn the same faciites The contractual maturities
indicated reflect the matunng of the loans rather than the end date of the faciites

Currency nsk

The Group's exposure to currency nsk was as follows based on notional amounts

2014 2013

UsD Euro Other usD Euro Other

Smillion Smillion $mullion $rnillton Smillion $million

Trade recevables 627 230 196 651 314 193
Trade payables {35 4) (20 1) {18 1) (320) (19 8) (161)
Gross balance sheet sxposure 273 89 1.5 331 116 32
Forward exchange contracts - (247) 247 - (24 9) 2489
Net exposure 273 (15.8) 26 2 331 {13 3) 281

The main exchange rates relevant to the Group are set out in the Strategic repart on page 14
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Sensitivity analysis

A 10 per cent strengthening of US dollar against the following currencies at 31 December would have increased/{decreased) equity and profit or loss
by the amounts shown below The analysis assumes that all other vanables, in particular interest rates, remain constant

Equity  Profit or loss

$million $million
31 December 2014
GBP {(30) 23
Euro {37) (2 8)
RMB (33} {0 9)
TWD {27) 02
31 December 2013
GBP 79 27
Euro @2 24
BMB 32 (19
TWD (24) 02

A 10 per cent strengthening of USD against all currenciss will have increased/{decreased) the carrying amount of vanable rate instruments as follows

Carrying amount

2014 2013
$million Smilion

Variable rate instruments
Financial labilities 07 06

Cash flow sensitivity analysis for variable rate instruments
A change of 100 basts points In Interest rates at ihe reporting date would have increased/{decreased) profit or loss by the amounts shown below
This analysis assumes that all other vanables, in particular foreign currency rates, remain constant

2014 2013
Profit or loss Profit or loss
100bp 100bp 100bp 100bp
Increase decrease increase decrease
$million $million Smillion $million
Vanable rate instruments - - - =

Fair values

The farr values of financial assets and liabilties, together with carrying amounts shown in the balance sheet, are as follows

31 December 2014 31 Decamber 2013
Carrying Carrying
amount Fair value amount Fair valus
$million $million $million Srmillion
Trade and other receivables 1151 151 1206 1206
Cash and cash equivalents 737 737 645 645
Dervative contracts used for hedging
Assets 07 07 04 04
Liabilities {0 2) {0 2) 01) {01)
Unsecured bank facility {07) {0 7) {19} {19}
Secured bank loan (8 8) {8 8) {85) {8 5)
Trade and other pavables” {122 0) (122 0) {111 1) {111 1)
578 578 639 639
Unrecognised gamn/{loss) - - = =
*  excludes dervatives
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Basis for determining fair values

The Group measures farr values in respect of financial nstruments in accordance with IFRS 13, using the following far value hierarchy that reflects
the significance of the Inputs used in making the measurements

Level 1 Quoted market price {unadjusted) In an active market for an identical Instrument

Level 2 Valuation techniques based on observable inputs, erther directly or indirectly

tevel 3 Valuation techniques using significant unobservable inputs

The following summarises the significant metheds and assumptions used in estimating the far values of financial instruments

Derivatives (level 2)

The fair value of forward exchange contracts is based on therr listed market price, If available If a hsted market price 15 not avallable, then farr value 1s
estimated by discounting the difference between the contractual forward price and the current forward price for the residual maturity of the contract
using a nisk-free interest (based on government bonds)

Non-derivatives financial hlabiities (level 2)
Farr value 1s calculated based on the present value of future principat and interest cash flows, discounted at the market rate of interest at the
reporting date

Trade and other receivables, Trade and other payables (level 3)
The far value of trade and other recevables 1s estirnated as the present value of future cash flows, discounted at the market rate of interest at the
reporting date

Interest rates used for determining fair value
The interest rates used to discount estimated cash flows, where applicable, are based on the government yield curve at the reporting date plus an
adequate constant credit spread, and were as follows

2014 2013
per cent per cent
Borrowings 10-28 18-24

The Group categonses its trade and other recevables and payables, excluding denvatives, within leve! 3 and all other financizl instruments, inctuding
cash, loans and derivatives within level 2 At both 31 December 2013 and 31 December 2014 there was no difference between the carrying value
and farr value of financial Instruments

22 Operating leases

2014 2013
Smillion Smillion
Minimuen lease paymants under operating leases recognised as an expense In the year 37 38

At the balance sheet date, the Group has outstanding commitments under non-cancellable operating leases, which fall due as follows

2014 2013

$million $million

Within one year 04 04
in the second to fifth years Inclusive 15 15
Aftar five years 213 221
232 240

Operating iease payments represent rentals payable by the Group for certain of its propertiss, plant and machinery Laases have varying terms
and renewal nghts
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23 Retiremeant benefit obligations

The Group has a number of contnbutory and non-contnbutory post retirement benefit plans providing retirement benefits for the majonty of employees
and executive directors At 31 December 2014 the main schemes in the UK, US and the Netherlands were of the defined henefit type, the benetit being
based on number of years of service and either the employee's final remuneration ar the employee’s average remuneration dunng a penod of years
before retirement The assets of these schemes are held in separate trustes administered funds or are unfunded but provided for on the Group balance
sheet In the Netherands the arrangement with the previous insurers of the defined benefit penston scheme came to an end on 31 December 2014 and
the Group has contracted with & new industry wide pension fund for 2015 onwards As a result, the plan will in future be accounted for as a defined
contnbution plan Details of an exceptional credit of $4 1 mdlion relating to this change can be found in Note 5

In addition the Group operates an unfunded post retirament medical benefit (*PRMB™) scheme in the US The entitlement to these banefits 1s usually
based on the employes remaining in service until retirament age and complstion of a minmum service penad

Other employes benefit schemes included in the table below relate to 2 unfunded pension schemes and a long term service award scheme i Germany
and a special benefits programme for a small number of former employees of the Eaglesclife plant

Net defined benefit hability
The net liability was as follows

Netherlands
UK pengion US pension US PRMB pension
scheme schemes scheme scheme Other Total
Smillion $million Smillion Smillion $million $million
2014
Jotal market value of assets 8137 1147 - 770 - 1,005 4
Prasent value of schema liabilities {842 1) (138 4) {7 4) {770) {6 3} {1,071 2)
Net hability recognised in the balance shest {28 4) {23 7) {7 4) - {6 3) (65 8)
Netherlands
UK pension US pension US PRMB pension
scheme schemes scheme scheme Other Total
Smillion $rdlion Smillion $mithon $miliion $milion
2013
Total market value of assets 7659 1079 - 637 - a375
Present value of scheme hiabilities (832 Q) (123 5) (75) (67 4) {6 4) (1,036 8}
Neat hability recogmised In the balance sheet {66 1) (15 6) (75) 37) {6 4) (993)

Employer contributions In 2014 were $41 9 milion (2013 $21 4 mithon) to the UK scheme, $7 8 milllon (2013 $2 9 millon) to US schemes and $1 9 mullion
(2013 $19 miltion) tn respect of the Netherdands scheme Contnbutions in 2015 are expected to be in the range $25-$30 millon Further detarls on
agreed future payments to the UK pension scheme are included in the Finance report
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23 Retirement benefit obligations {continued)
Movement in net defined benefit hability

The following table shows a reconciliation from the opering balances to the closing balances for the net defined benefit labiity and #ts components

Nethertands
UK pension  US pension US PRMB pension
scheme schames scheme scheme Other Total
Smillion $million $million $million $milllon $Smillion
2014
Balance at 1 January (66 1) {15 6) {75 (37) {6 4) (89 3)
Included in profit or loss
Current service cost {0 7) (0.5) {0 1) {14) 01) (2 8)
Running costs {13) {0 4) - {0.1) - {18)
Settlement - - - 49 - 49
Net Interest expense (2.0) {0 6) {03) (0.1) {01) (31)
(4 0) {15) (0 4) 33 {0 2) (2 8)
Included in other comprehensive income
Re-measurements
Return on plan assets excluding interest Income 687 30 - 198 - 95
Actuarial gains/losses ansing from demographic
assumptions - {61) - - - (6.1}
Actuanal gains/losses ansing from financial assumptions (76 4) {10 4) {05) (21 9) (0 6) (109 8)
Actuanal gains/losses ansing from expenence adjustment 57 {0.2) 03 01 - 59
Exchange differances 18 - - 05 05 28
0 2) (13 7) {02) {15) {0 1) {15.7)
Contnbutions
Employars 119 71 07 19 04 520
Deficit in schemes at 31 December {28 4) {23 7) (7 4) - {6 3) {65.8)
Netherlands
UK pension US pension us PRMB pension
scheme schemes scheme scheme Other Total
$milliocn $milion $million Smillion $million $milion
2013
Balance at 1 January {729) {42 8) {8 5) @ 8) (3 3) (137 4)
Included in profit or loss
Current service cost {0 8) {05 {01) {16} 01 31)
Past service costs - - - 06 32 (2 6)
Running costs (15) {0 4) - Q1) - 20
Settlement - — - 32 - 32
Net interest expense 24) (15) 03 01) @1 {4 4)
@47} {2 4) {0 4} 20 (3 4) 89
Included in other comprehensive Income
Re-measurements
Return on plan assets excluding inierest ncome 180 166 - (3 5) - 311
Actuanal gans/losses arising from demographic
assumptions - 03) - - - 03
Actuanal gans/losses ansing from financial assumptions 20 108 04 29 02 53
Actuanal gains/losses arising from éxpenence adjustment (17 9) 01 05 05 - {16 8}
Exchange differences {10) - = 03) (0 1)} {14)
99) 272 09 {0 1) 01 179
Contributions
Employers 214 24 05 4 6 02 291
Deficit n schemes at 31 December B61) {15 6} 75 37) (6 4) {99 3)
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Plan assets
Plan assets compnse

Netherlands
UK pension  US pansion US PRMB pension
scheme schemes schema scheme Total
$million Smillion $million $million $milhon
2014
Equities 2535 84 4 - - 3379
Bonds 504 8 28 8 - 770 6106
Cash/liquidity funds . 554 1.5 - - 969
8137 114 7 - 770 1,005 4
Netherlands
UK pension US pension US PRMB pensian
scheme schemes scheme scheme Total
$milkon $million $milion Smillion Smillion
2013
Equities 3300 805 - — 4105
Bonds 2018 267 - B37 2022
Cash/iquidity funds 1718 07 - - 1725
Other 623 - - - 623
76859 1079 - B37 8375

All equrties, bonds and bquidity funds have quoted prices In actve markets Other assets include nsured annurtes, an insurance fund and vanous swap products

Within the UK pension scheme, the current asset allocation 1s approximately 46 per cent in a lability matching fund consisting of gits {fixed interest and index
linked), bonds, cash and swaps and 54 per cent in an investment fund that includes various equity and equrty ke funds The aim of the trustees 1s to manage
the nsk relative to the liabilities associated with the scheme's investments through a combination of diversification, inflation protection and hedging of nsk
{currency, interest rate and inflation nsk) The US scheme currently has over 70 per cent of its asset value nwested in a range of equity furds designed to

targat higher returns and thus reduce the pension defict, with the balance invested in fixed income bonds and cash The strategy 1s that as the deficit reduces,
a greater proporticn of snvestments will be made into lability matching funds The Dutch scheme is fully nsured with 2 registered insurance companies

who guarantee the accrued nominal benefits, thus removing the downside nsks 1o the Group, and whe also decide the Investment strategy The assets

i the plan currently consist mainty of government bonds

Changes In the farr value of plan assets for the major schemes are as follows

Netherlands

UK pension  US pension US PRMB penslon

scheme schemes scheme scheme Total

$mithon Smillion $million Smillion $mitlion
2014
Opening far value of plan assets 7659 107 9 - 637 9375
Expected return 336 47 - 23 406
Running costs {13) {0.4) - o1 {18)
Actuarial gain 687 30 - 198 NS5
Contributions by employer 419 71 - 19 509
Contributions by employees 01 - - 09 10
Benefits pard {44 6) {7 6} - {17) (53 9)
Exchange differences (50 6) - - (9 8) (60 4)
Closing fair value of plan assets 8137 1147 - 770 1,0054

Elementis plc Annual report and accounts 2014 87




Notes to the Consolidated financial statements

for the year ended 31 December 2014 continued

23 Retirement benefit obligations (continued)

Netherlands
UK pension US pension US PRMB penston
scheme schemes scheme schems Total
$million $million $million Smillron $million
2013
Opening fair value of plan assets 7247 934 — 605 87886
Expected return 282 33 - 22 337
Running costs (15) (0 4) - {0 1) (20
Past service costs - - - 05 05
Actuanal gan/{loss) 180 166 - (3 4) 312
Contributions by employer 214 24 - 20 258
Contributions by employees 01 - - 08 10
Benefits paid {40 2) {7 4) - (16) {49 2)
Exchange differences 152 - = 27 179
Closing farr value of plan assets 7659 1079 - 637 93756
Defined benefit obhgation
Changes in the present value of the defined benefit obligation for the major schemes are as follows
Netherfands
UK pension  US pension US PRMB pension
scheme schemes sch heme Total
$million $rmllion $million Emillion $million
2014
Opening defined benefit obligation {832 0) {123 5) (7.5} {67 4) {1,030 4)
Service cost {07) {0 5) {0 1) {14) 27)
Interest cost {35 6) {53) (0.3} {2 5) {437)
Contrbutions by employees {0o1) - - {0 9) {10)
Actuanal losses {70 7) {16 7) (0.3} (219) {109 6)
Saenefits paid 44 6 76 08 1.7 54 7
Curtallments and settlements - - - 4.9 49
Exchange differances 52 4 - - 10.5 629
Closing defined benefit obligation (842 1) {138 4) (7 4) {77.0) (1,064 9)
Netherlands
UK pension US pension US PRMB pension
scheme schemes scherme scheme Total
Smillon $mdion $roilion Srmdiion $milion
2013
Opening defined bencfit oblhigation (797 6) {136 2) (8 5) {70 4) (1012 7)
Service cost 08) [0 5) {01) {16) 30)
Past service cost - - - 01 01
Interest cost (30 6) 4 8) {03} 23) {38 Q)
Contributions by employees Q1) - - {09 (10)
Actuanal losses (26 9) 106 09 23 (121)
Benefits paid 402 74 05 42 523
Curtalments and settlements = - - 32 32
Exchange differences (16 2) - - {30) (19 2)
Closing defined benefit obligation (832 0) {123 5) {7 5) (67 4) {1,030 4)
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Actuarial assumptions
A full actuanal valuation was carned out on 30 September 2011 for the UK scheme and at 31 December 2014 for the US and Netherlands schemes

Financial statements

The principal assumptions used by the actuanes {or the major schemas were as follows

Shareholder information

UK us Netherlands
per cent par cant par cant
2014
Rate of increase In salaries 400 345 200
Rate of increase in pensions tn paymant 2.90 N/A N/A
Discount rata 3.40 365 225
Inflation 3.00 225 200
2013
Rate of increase in salaries 440 345 200
Rate of increase in pensions in payment 330 N/A N/A
Discount rate 440 445 375
Inflation 340 250 200
The assumed Iife expectancies on retrement are
UK us Netherlands
2014 2013 2014 2013 2014 2013
yoears years yaars years years yaars
Retinng at 31 December 2014
Males 22 22 21 19 21 22
Females 24 24 22 21 23 23
Ratiring in 20 ysars
Males 25 25 21 19 24 23
Females 26 26 23 21 28 24

The main assumptions for the PRMEB scheme are a discount rate of 3 65 per cent (2013 4 45 per cent} per annum and a health care cost trend of

65 par cent {2013 6 5 per cant) per annum for clams pre age 65 reducing to 4 5 per cent per annum by 2020 (2013 4 5 per cent) Actuanal valuations
of retirement benefit plans in other junisdictions have either not been updated for IAS 19 purposes or disclosed separately because of the costs involved
and the considerably smaller scheme sizes and numbers of employees involved

At 31 December 2014, the waighted average duration of the defined benefit obligations for the major schemes was as follows

UK 14 years
US 12 years
The Netherlands 19 years

Sensitivity analysis

The sensitmties regarding the principal assumptions used to measure the scheme liabilties are set out below

Assumption Change in assumption

Impact on scheme llabilities

Discount rate

Rate of inflation

Rate of salary growth
Rate of mortality

Increasad/decreased by 0 5 per cent
Increased/decreased by 0 5 per cent
Increased/decreased by 0 5 per cent
Increased by 1 year

Decreased/increased by B per cent
Increased/decreased by 5 per cent
Increased/decreased by 1 per cent
Increased by 4 per cent

These sensitmties have been calculated to show the movement of the defined obligation following a change in a particular assumption in 1solation,
assuming no other changes in market conditions
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24 Share based payments
The Company has several share incentive schemes for certain diractors and employees of the Group

A Long Term Incentive Plan was adopted in 2008 {amended in 2010) (*2010 LTIP") for selected senior executives including the executive directors,
business presidents and general counsel Awards of nil cost share options or conditional share awards are normally made annually and the maximum
value of any grant to an indmdual 1s 1 5 times the CEO’s basic salary Awards vest after three years and are subject to EPS and TSR performance
conditions over a 3 year penod Vested awards are then exercisable for up to 7 years, subject to the rules of the ptan For US participants

{for tax reasons) the default practice is for options to be exercised at the date of vesting

As explamned in the Directors’ remuneration report {*DRR") on pages 36 and 37, the Company will be submitting for shareholder approval at the 2015
AGM proposed amendments to the rules of the 2010 LTIP Further details can be found in the DRR as well as in the explanatory notes to the Notice
of 2015 AGM accompanying this Annual Report

For cther executives, shareholders approved at the 2012 AGM an approved and unapproved executive share option scheme ("2012 ESQS") This
scheme replaced the previous approved and unapproved exacutive share option scheme (2003 ESCS™ which expired 1n 2013 The last awards made
under the 2003 scheme were In 2312 Under the 2003 and 2012 ESOS, options are usually granted annually to purchase shares in the Company at

an axercise price per shars based on the Company's average mid-market closing share pnice on the dealing day preceding the date of grant with no
discount applied The number of options that are granted are bassed on a percentage of the paricipant's basic salary Options vest after 3 ysars and
are subject to EPS and TSR performance conditions Vested ophons are then exercisable for up to 7 vears, subject to the rules of the schemes

The Company also operates a 2008 UK Savings Related Share Cption Scheme, which is a save as you eamn (*SAYE") scheme, under which UK
employees can entar Into contracts to save currently up to a maximum of £500 per month with a bank or bullding socisty for a penod of 3 or 5 years
and use the proceeds from thetr savings accounts to purchase shares in the Company on the exercise of therr options The savings imit was increased
n 2014 from £250 per month following the Governmant’s announcement to ratse the maximum savings Iimi# The option prce is the average mid-
market closing share price over the 5 working days preceding the invitation date, discounted by 20 per cent Options may be exercised typically within
6 months following the end of the sawngs penod A similar scheme exists for US employees Under the 2008 US Sharesave Scheme, US employees
can enter into contracts o save up to a maximum of $2.000 per month with a bank or similarly approved institution, for & penod of 2 years, and use the
proceads from ther savings accounts to purchase shares in the Company on the exercise of therr options The option price 1s the average mid-market
closing share pnce on the date of the grant, discounted by 15 per cent Options may be exercised typically within 3 months following the end of the
savings pencd Options granted under the 2 savings based schemes are held subject o the rules of the schemes

Opticns were valued (as shown in the table below) using the binomiat option pricing model The fair value per option granted and the assumptions
used in the cafculations are as follows

2014 2013
Fajr value per option {pence) 154 0 144 3
Expected volatility {per cent) 334 393
Risk free rate (per cent) 15 05
Expected dividend yiald (per cent) 20 20

Expected wolatiity was determined by calculating the histoncal volatiity of the Company’s share pnce over the previous 5 years The expected life used
In the model has been adjusted based on management’s best estimate, for the effects of non-transferability, exercise restrictions and behavioura!
considerations The Group recognised total expsenses of $2 5 million {2013 $3 4 millon) related to share based payment transactions during the year
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At 31 December 2014 the following options/awards to subscribe for ordinary shares werse outstanding

1 Januaf)t' 31 Decemb‘::
Exercise Exercisable 2014 Granted Exercised Expired 2014
Year of grant price {p) From To '000 '000 ‘000 ‘000 '000

UK savings related share option scheme
2009 3552 01/10/14 01/04/15 47 - 47) = -
2011 121 66 0110714 01/04/15 49 - {48} - 1
20M 12166 01/10/18 01/0417 4 - = - 4
2012 168 06 0111015 1/04/16 61 - - - 61
2012 168 06 01/10/17 01/04/18 5 — - - 5
2013 206 14 0110118 01/04/17 44 - - - 44
2013 206 14 01/10/18 /0419 3 - - - 3
2014 216 58 01/10/17 01/04/18 - 108 = - 108
213 108 {95) - 226

US savings related share option scheme
2012 184 62 30/08/14 30/11/14 225 - (208) (17) -
2013 22755 23/08/15 231115 259 - (5) {17} 237
2014 242 93 22/08/186 22/11/16 — 226 - (3} 223
484 226 (213) 37} 460

Executive share option schemes/awards granted under the Long Term Incentive Plan*

2004 3500 23/04/07 23/04/14 12 - {12} - -
2006 8550 04/04/08 04/04/16 27 ~ {27) - -
2009 2950 25/03/12 25/0319 13 - (13) - -
2010+ 5700 06/04/13 06/04/20 929 - (449) - 480
2011° 149 90 04/04/14 04/04/21 858 - (351) - 547
201" l 04/04/14 04/04/21 1,645 - (1 645) - -
2012¢ 194 30 27/06/15 27/06/22 768 - — {ar) 731
2012° jall 27/06/15 27/06/22 1,322 - — — 1,322
2013« 26070 02/04/16 02/04/23 670 - = (38) 632
2013 nil 02/04/16 02/04/23 1,058 - - - 1,058
2014° 286 50 a1/04/17 01/04/24 — 59 - {32) 559
2014* nil 01/04/17 22/04/24 - 937 - - 937
7,342 1,528 (2,497) {107) 6,266

+ Thass oplions includae cash settled shadow exacutive options grantad to a number of executives on the same basis as the executive options (with the sama parformancea
conditions and exercisa provisions) Thase shadow oplions are mcludad in the calcuiation of the total expenses recognisad by the Group relatad to share based payments
The 2H0 2011 2042, 2013 and 2014 options shown above iInclude approximatety 3118 000 66 000, 58,000 68 000 and 58 000 shadow options respectively

The weighted average exercise prnices of options disctosed in the previous table were as follows

2014 2013

Average Average

exercise axarcise

prica (p) price {p)

At 1 January 803 487
Granted 1330 1201
Exercisad 458 266
Expired 2358 163 3
At 31 December 104 9 803

The weighted average share price at the date of exercise of share options exercised dunng the year was 278 pence (2013 256 pence)
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Notes 1o the Consolidated financial statements
for the year ended 31 December 2014 continued

25 Related party transactions

The Company 1s a guarantor to the UK pension scheme under which it guarantees all current and future obligations of UK subsidianes currently
participating in the pension scheme to make payments to the scheme, up to a specified maxmum ameunt The maximum amount of the guarantee
15 that which 1s needed {at the tine the guarantes 1s called on) to bnng the scheme’s funding level up t¢ 105 per cent of s hatulities, calculated in
accordance with saction 179 of the Pensions Act 2004 This 1s also sometimes known as a Pension Protection Fund {*PPF™) guarantee, as having
such a guarantee In place reduces the annual PPF levy on the scheme

26 Movement in net cash/{borrowings)

2014 2013
$million $million
Changsa n net cash resulting from cash flows
Increase in cash and cash equivalents 117 14
{Increase)/decrease in borrowings repayable within ong yaar 06 (K1)
Decrease in borrowings repayable after one ysar 03 18
126 101
Currengy translation differences (2 5) -
Increase in net cash 101 101
Net cash at baeginning of year 541 440
Net cash at end of year 64 2 541

27 Dividends

Anntenm dividend of 2 70 cents per share (2013 2 57 cents} was paid on 3 October 2014 and the Group 1s proposing a final dvidend of 5 75 cents
per share (2013 5 50 cents) for the year ended 31 December 2014 and a special dvidend of 6 95 cents per share (2013 5 86 cents} The total dvidend
for the year, excluding the special dvidend, ts B 45 cents per share (2013 8 07 cents) and 15 40 cents per share (2013 13 93 cents) including the
special dividend

The armount payable for the final dvidend and special dvidend, based on the anticipated number of qualifying ordinary shares registered on tha recard
data, 15 $58 7 milicn

28 Key management compensation

2014 2013

$million $rmullion

Salaries and short term employee benefits 40 36
Other long term benefits 07 07
Share based payments 15 19
62 62

The key management compensation given above s for the Board and the two business presidents Directors’ remuneration s set out n the Directors’
remuneration report on pages 35 to 54

29 Contingent habiltties

As 1s the case with other chemical companes, the Group occastonally receves notices of litgation relating to regulatory and legal matters A provision
15 recognised when the Group believes it has a present legal or constructive obligation as a result of a past event, and it 1s probable that an outflow of
econpmic benefits will be required to settle the obligation Where it 1s deemed that an obligation 1s merely possible and that the probability of a maternal
outflow 1s not remote, the Group would disclose a contingent liability No contingent hiabiity was considered to be reportable at 31 December 2014

92 Elements plc Annual report and accounts 2014



Strategic report Corporale governance Financial statements Shareholder information

Parent company statutory accounts

The Group 18 required 10 present a separate balance sheet for the parent company, Elementis pic, which continues to adopt UK generally accepted
accounting principles  Its agcounhing policies are set out In Note 1 and its balance sheet 1s set out below

ELEMENTIS PLC

Balance Sheet
at 31 December 2014

2014 2013

Note £million Ernilkon
Fixed assets
Investments 764 8 7633
Current assets
Debtors 4 12 12
Creditors amounts falling due within one year
Creditors 5 {0 6) 05)
Net current assets 06 07
Total assets less current habilities 765 4 764 0
Creditors amounts falling due after more than one year
Amounts due to subsidiary undertakings {384.4) (3451)
Net assets 3810 14189
Capital and reserves
Called up share capital 7 231 228
Share premium account 8 105 93
Capital redemption reserve 8 833 833
Other reserves 8 815 815
Share option reserve 8 31 40
Profit and loss account 8 179 5 2179
Equity shareholders’ funds 3810 418 9

e financial statements of Elementis plc on s 93 to 96 were gpproved by the Board on 24 February 2015 and signed on its behalf by

Dawvid Dutro Bnan Taylorsop
Group Chief Executive Finance Direg
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Notes to the Company financial statements of Elementis plc
for the year ended 31 December 2014

1 Accounting policies

The following accounting policies have been applied consistently in
deahng with tems which are considered matenal 1 relation to the financial
staterments, except as noted below

Basis of preparation

The Company's financial statements have been prepared in accordance
with UK GAAP and under the historical cost accounting rules Under
section 408 of the Companies Act 2006 the Company 1$ exempt from
the requirement to present its profit and loss account As permitted by
FRS 8 Related Party Dhsclosures the Company has nct disclosed
transactions with wholly owned subsidianes

Foreign currencies

Transactions in foreign currencies are recorded at the rates of exchange
ruling at the date of the transaction Monetary assets and liabilities
denominated in foreign currencies are translated using the contracted
rate or the rate of exchange ruling at the balance sheet date and the gains
and losses on translation are included In the profit and loss account

Investments
Investments in Group undertakings are included in the balance shest at
cost less iImparrment

Dividends on shares presented within shareholders’ funds
Dividends unpaid at the balance sheet date are only recognised as a
kability at that date to the extent that they are appropriately authorised
and are nc longer at the discretion of the Company Unpad dvidends
that do not meet these criteria are disclosed in the notes to the
financial statements

Pensions and other post-retirement benefits

The Company parbcipates in the Elermentis Group defined benefit pension
scheme The assets of the scheme are held separately from those of the
Company The Company is unable to identify its share of the underlying
assets and labilities in the scheme on a consistent and reasonable basis
and as required by FRS 17, it has treated the scheme as if it were a
defined contribution scherme As a result, the amount charged to the
profit and less account represents the contnbutions payable for the year

Taxation

Deferred taxation s recognised without discounting, in respect of all
timing differences between the treatment of certain tems for taxation and
accounting purposes that have oniginated but not reversed at the balance
sheet date, except as otherwise required by FRS 18 Advance corporatton
tax recaverable by deduction from {uture corporation tax 1s camed
forward within deferred taxation or as ACT recoverable within debtors

as appropriate
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Share based payments

The fair value of share options granted o employees 15 recognised as

an expense with a corrasponding increase in equity Where the Company
grants options over its own shares to the employees of its subsidianes it
recognises In its individual financial statements an increase in the cost of
Investment in its subsidianes equivalent to the equity-settled share-based
payment charge recognised in its subsidiaries’ financial statements, with
the corresponding credit being recognised directty in equity The far value
18 measured at grant date and spread over the period durnng which the
employees become unconditicnally entitled to the options The far value
of the options granted 1s measured using a binocrmial model, taking into
account the terms and conditons upon which the eptiens were granted
The amount recognised as an expense 1s adjusted to reflect the actual
number of share options that vest except where forfature 1s only due

to share prices not achieving the threshold for vesting

Classification of financial mstruments 1ssued by the Company
In accordance with FRS 25, financial instruments 1ssued by the
Company are treated as equity only to the extent that they meet

the following two conditions

a) They include no contractual obligaticns upon the Company o deliver
cash or other financial assets or to exchange financial assets or
financial habdities with another party under conditions that are
potenhally unfavourable to the Company

g

Where the instrument will or may be settled in the Company's

own equity Instruments, it 1s either a non-dernvative that includes no
chligation to defiver a variable number of the Comparny’s own equity
nstruments or 1$ a dervative that will be settled by the Company's
exchanging a fixed amount of cash or other financial assets for a fixed
number of its own equity instruments

To the extent that the definition s not met, the proceeds of issue are
classified as a financial habiity Where the instrument so classified takes
the legal form: of the Company’s own shares, the amounts presented In
these financ:al statements for called up share capital and share premium
account exclude amounts In relation to those shares

Finance payments associated with financial labilities are dealt with as part
of interest payable and simitar charges Finance payments associated with
financial instruments that are classified as part of shareholders' funds,

are dealt with as appropriations In the reconciliation of movements in
shareholders’ funds

2 Profit for the financial year attnbutable to shareholders

As permitted by Section 408 of the Companies Act 2006, the Company has
not presented its own prefit and boss account A loss of £2 2 milion (2013
£2 3 millien loss) 1s dealt with In the financial statements of the Company
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3 Investments

Unhsted Capital
shares at cost Unbsted loans  contnbutions Total
Emillion £million gmillion Emillion
Cost at 1 January 2014 01 7580 42 7633
Additions - - 15 15
Net book value 31 December 2014 0.1 758 0 57 764 8
Net book valua 31 December 2013 01 7880 42 7633

Tha investment in unhsted loans is with Elementis Holdings Limited, an indirect wholly owned subsidiary The investments in unlisted shares are in
Elementis Group BV and Elementis US Investments Limited, both wholly owned subsidianes Capital contributions relate to share based payment

awards made to employees of subsidiary companies

The principal trading subsidiaries of Elementis plc, all of which are wholly owned, are as follows

Subsidiary undertakings

Country of incorporation
and operation

Elementis Chromium LLP Chromium chermicals United Kingdom

Elements UK Limited trading as

Elementis Speciatties Rheological additives, colourants, waxes, other specialty additives United Kingdom

Elemesntis Chromium Inc Chromium chemicals United States of Amenca
Elementis Speciaties Inc Rheological additives, colourants, waxes, other specialty additives United States of America
Elementis Deuchem (Shanghai) Chemical Co Lid  Addiives and resins People’s Republic of China
Elementis Specialties (Changxng) Ltd Rheological additves, colourants, waxes, other specialty additves People’s Republic of China
Elementis Speciatiies (Ang) Ltd Organoclays People’s Republic of China
Elementis Specialties Neatherlands BV Surfactants and ceatings additives The Nethenands

Deuchem Co, Ltd Additives and resins Tamwan

Deuchem {Shanghai) Chemical Co Ltd Addtves and resins People’s Republic of China

Elementis Speciatties do Brasil Quimica Ltda Coatings additives

Brazi

Notes

None of the undertakings are held drrectly by the Company

Equity capital 15 in ordinary shares and voting nghts equata to equity ownership
All undertetungs listed above have accounting periods ending 31 Decembar

Undertakings operating in the United Kingdom are mcarporated in England and Wales in the case of corporate undertakings other than in the United Kingdom their country

of oparation is also their country of Incorporation
All undertakungs listed above have besn included in the consolidated financial statements of the Group for the year

4 Debtors
2014 2013
Emillion £million
Group relief recevable 12 12
5 Creditors amount falling due within one year
2014 2013
Emillion £milhon
Accruals and deferred income 08 05
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Notes to the Company financial statements of Elementis plc
for the year ended 31 December 2014 continued

6 Retirement benefit obligations

The Company 1s a member of a multi-employer pension scheme providing benefits based on final pensionable pay Because the Company i1s unable

to identify its share of the scheme assets and labilities on a consistent and reasonable basis, as permitted by FRS 17 "Retirement benefits”, the scheme
has been accounted for as if the scheme was a defined contribution scheme The net deficit in the scheme at 31 December 2014 was £18 2 million
(2013 £399 mulion)

The latest full actuanal valuation was carned out at 30 Septamber 2014 and was updated for FRS 17 purposes to 31 December 2014 by a qualified
actuary The contribution for the year was £0 1 mulion (2013 £01 mulion)

Detalls of & guarantee given by the Company in respect of current and future obligations of UK subsidiaries currantly participating in the pension
scheme are sat out in Note 10 in the Company's financial statements

7 Called up share capital

2014 2013
Number 2014 Number 2043
000 £million '000 Ermillon

Called up allotted and fully paid

QOrdinary shares of & pence each

At i January 458,831 229 453,572 227
Issue of shares 2,806 02 5,259 02
At 31 December 461,637 231 458,831 229

Dunng the year a total of 2,805,823 ordinary shares with an aggregate nominal value of £140,291 were allotted and 1ssued for cash to vanous
employees at subscription prices between 30 pence and 228 pence on the exercise of options under the Group's share option schemes The total
subscnption monies receved by the Company for these shares was £1 4 millon The holders of ordinary shares are entitled to receve dvidends
and entitled to one vote per share at meetings of the Company

8 Reserves

Share Capital Share Profit

pramium redemption Other option & loss

account reserve reserves reserva account

Ermilion £milion £rmilion Emillion Ll

At 1 January 2014 93 833 815 40 2179

Retained loss for the year - - - - 22

Issue of shares 12 - - - —

Share based payments - - - - 15

Transfer - - - {0 9) 08

Dividend paid - - - - (38 6)

At 31 December 2014 105 833 815 31 1795
9 Reconciliation of movements in shareholders’ funds

2014 2013

£mllllon Emilion

Loss for the finarncial year {2 2) 2 3)

Dividends paid {38 6) (37 2)

Share based payments 15 20

Ordinary shares 1ssued 14 15

Net decrease in shareholders’ funds (37 9} (36 Q)

Opening shareholders’ funds 418 9 454 g

Closing shareholders’ funds 3810 4189

10 Related party transactions

The Company 1s a guarantor to the UK pension scheme under which it guarantees all current and future obligations of UK subsidiaries currantty
participating in the pension scheme to make payrmenits to the scheme, up to a specified maximum amount The maximum amount of the guarantee
15 that which 1s needed {at the time the guarantee 1s called on) to bnng the schemea's funding fevel up to 105 per cent of its liabities, calculated In
accordance with section 179 of the Pensions Act 2004 This 1s alse sometimes known as a Pension Protection Fund (“PPF”) guarantes, as having
such a guarantee in place reduces the annual PPF levy on the scheme
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ABI

ACC

ACT

AGM
AWC
Board
CEO
Co0o

co,
Company
CR

DB Scheme

DEFRA

EBITDA

EPA
EPS
ERP
ES0S
ESOT
EU
FRC
GAAP
GDP
GHG
GJ

Group

Association of British insurers
Amencan Chemistry Council
Advance Corporation Tax

Annual General Mesting

Avarage working capital

Board of directors of Elementis plc
Chief Executive Officer

Chief Operating Officer

Carbon dioxide

Elementis plc

Corporate responsibility

Defined benefit scheme
Department for Environment, Food and Rural Affars

Earnings before interest, tax, deprecration
and amortisation

Environmental Protection Agency
Earnings per share

Enterpnise resource planning
Executive share option scheme
Employee share ownership trust
European Union

Financial Reporting Council
Generally Accepted Accounting Principles
Gross domestic product
Greenhouse gases

Gigajoule

Elementis plc and its subsidiaries

HMRC

HSE

IFC

IFRS

IMA

1SS

KPI

kWh

LTA

LTIP

MNE

NIC

OHSAS

OSHA

pa

REACh

ROCE

RPI

SAYE

SID

TSR

UK

UN

us

vocC

HM Revenue and Customs

Health, safety and environment

Insida front cover

International Financial Reporting Standards
Investment Management Association
Institutional Sharehelder Services

Key performance indicator

Kilowatt hour

Lost time accident

Long term incentive plan

Multinational enterprise

National Insurance Contnbutions

QOccupational Health and Safety Assessment Senes
Occupational Safety and Health Administration
Per Annum

Registration, Evaluation, Authorisation
and restriction of Chemicals

Return on capital employed
Retall Price Index

Save as you earmn

Senior Independent Director
Total shareholder return
United Kingdom

United Nations

Urnited States

Volatile organic compounds
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Five year record

2014 2013 2012 20m 2010
rastated™”
$million Smilhon $million Smullion Smillion
Turnover
Specialty Products 5197 5028 4587 449 9 4108
Surfactants 66 9 722 725 843 881
Chromium 2038 2018 2258 2163 198 5
790 4 7768 7570 780 5 697 4
Operating profit before exceptional items
Specialty Products 98 5 991 901 897 718
Surfactants 49 56 48 54 61
Chromium 58 4 551 628 561 358
Central costs (117) (13 2) (13 8) {141) {114)
1501 146 6 143 9 1371 1023
Exceptional tems 63 (17) ~ 275 -
Profit before interest 156 4 1449 1439 164 6 102 3
Other expenses {19) {20) {2 5) - -
Net interest payable {6 3) {8 6) (8 0) 26} {63}
Profit before tax 148 2 1343 133 4 1620 960
Tax 272 {27 6) {33 1) (37 9 216
Profit attrnibutable to equity holders of the parent 175 4 1067 100 3 1241 741
2014 2013 2012 2014 2010
restated™
$million Srllion $million $million $mitlion
Basic
Earnings per ordinary share {cents) 381 233 222 278 167
Earnings per ordinary share before exceptional items {cents) 251 233 222 212 154
Diluted
Earnings per ordinary share {cents) 377 230 218 272 165
Earnings per ordinary share before exceptional items {(cents) 24 8 230 218 208 152
Dividend per ordinary share (cents) 15 40 1393 1256 70 49
Interest cover (imes)* 115 5 837 553 115 310
Equity atinbutahle to equity holders of the parent 6441 5439 479 2 449 2 3797
Net cash/{borrowings} 84 2 541 44 0 262 (79 3}
Weighted average number of ordinary shares in 1ssue durnng the year (million}) 4607 456 9 4518 446 5 443 5

*  rato of operating profit before exceptional items to intarest on net borrowings
** rastated following the adoption of rewsed IAS 18 Employee Benefits standard
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Shareholder services

Internet

The Group operates a website which can be found at www elementisplc com This site i1s frequently updated to provide shareholders with information
about the Group and each of its aperating dvisions In particular, the Group's press releases and announcements can be found on the site together
with copies of the Group's accounts

Registrars
Enguines concerning shares or shareholdings, such as the loss of a share certificate, consolidation of share certfficates, amalgamation of haldings
or dvidend payments, should be macde to the Company’s registrars

Equiniti Limited
Aspect House
Spencer Road
Lancing

Wast Sussex
BN99 6DA

Tel 0871384 2379 or +44 {0) 121 415 7043
Wabsite www shareview co uk
Calls to the above numbers cost 8 pence per menute plus network extras Lines are open 830 am to 5 30 p m, Monday to Friday

In any correspondence with the regrstrars, please refer to Elementis pic and state clearly the registered name and address of the shareholder
Please notify the registrars promptly of any change of addrass

Payment of dividends
It 1s in the best interests of shareholders and the Company for dndends to be paid directly into bank or bullding society accounts Any shareholder
who wishes to receve dividends in this way should contact the Company’s registrars to obtain a dividend mandate form

Registrars’ text phone
For shareholders with hearning difficutties

Callers inside the UK tslephone 0871 384 2255

Callers outside the UK telephone +44 (0} 121 415 7028

Web-based enquiry service

Equinit provides a range of shareholders’ services online The portfolio service provides access to information on share batances, batance movements,
indicative share prices and information on recent dvidends and also enables address and dvidend mandate details to be amended online For further

information and practcal help on transfernng shares or updating your details, please vist www shareview co uk

Equinit also provides a share dealing service that enables shares to be bought or sold by UK shareholders by telephone or over the intemiet
For telephone sales please call 0845 603 7037 between B 30am and 4 30 pm and for internet sales please visit www shareview co uk/dealing
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Corporate information

Company Secretary
Wal Wong

Registered office
10 Albemarte Street
London

W18 4HH

UK

Registered number
3299608

Financial calendar

Auditors
KPMG LLP

Joint Corporate Brokers
UBS Investment Bank
N+1 Singer

24 February 2015 Prelminary announcement of final results for the year ended 31 Decemnber 2014
22 April 2015 Annual Generai Meeting and First Intenm Management Statement

23 Aprl 2015 Ex-dividend date for final and special dvidend for 2014 payable on ordinary shares
24 Apnl 2015 Record date for final and special dividend for 2014 payable on ordinary shares

22 May 2015 Payment of final and special dwvidend for 2014 on ordinary shares

28 July 2015 Intenm results announcement for the half year ending 30 June 2015

10 September 2015” Ex-dwidend date for intenm dividend for 2015 payable on ordinary shares

11 September 2015”

Record date for interim dividend for 2015 payable on ordinary shares

2 October 2015”

Payment of interim dividend for 2015 on ordinary shares

30 October 2015~

Second intenm Management Statement

1 March 2016*

Preliminary announcement of final results for the year ending 31 December 2015

*  prowistonal date

Annual General Meeting

The Annual General Meeting of Elementis plc will be held on 22 Apnl 2015 at 11 00 am at The Royal Institutron of Great Brtaun, 21 Albemarle Street,
London W1iS 4BS The Notice of Meeting 1s included in a separate document Detalls of the ordinary and special business of the Annual General

Meesting are contained within the Notice

Principal offices

Elementis plc

10 Albemarle Street
London

W18 4HH

UK

Tel +44 (0) 20 7408 9300
Fax +44(0) 20 7493 2194

Email elementrs info@elementis com
Website www elementisplc com

Elementis Global

Elementis Specialty Products
Elementis Surfactants
Elementis Chromium

469 Old Trenton Road

East Windsor

NJ 08512

USA

Tel +1 609 443 2000
Fax +1 609 443 2422

Email contactsus web@elementis-na com
Website www elementis com
(Specalty Products and Surfactants)

Email chromium usa@elementis com
Website www elementischromium com
{Chromiumy
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