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Disclaimer

Publication of Merck KGaA, Darmstadt, Germany. In the United States and Canada
the group of companies affiliated with Merck KGaA, Darmstadt, Germany operates
under individual business names (EMD Serono, Millipore Sigma, EMD Performance
Materials). To reflect such fact and to avoid any misconceptions of the reader of the
publication certain logos, terms and business descriptions of the publication have
been substituted or additional descriptions have been added. This version of the
publication, therefore, slightly deviates from the otherwise identical version of the
publication provided outside the United States and Canada.
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Disclaimer
Cautionary Note Regarding Forward-Looking Statements and financial indicators
This communication may include “forward-looking statements.” Statements that include words such as “anticipate,” “expect,” “should,” “would,” “intend,” “plan,” “project,” “seek,”
“believe,” “will,” and other words of similar meaning in connection with future events or future operating or financial performance are often used to identify forward-looking statements.
All statements in this communication, other than those relating to historical information or current conditions, are forward-looking statements. We intend these forward-looking
statements to be covered by the safe harbor provisions for forward-looking statements in the Private Securities Litigation Reform Act of 1995. These forward-looking statements are
subject to a number of risks and uncertainties, many of which are beyond control of Merck KGaA, Darmstadt, Germany, which could cause actual results to differ materially from such
statements.
Risks and uncertainties include, but are not limited to: the risks of more restrictive regulatory requirements regarding drug pricing, reimbursement and approval; the risk of stricter
regulations for the manufacture, testing and marketing of products; the risk of destabilization of political systems and the establishment of trade barriers; the risk of a changing
marketing environment for multiple sclerosis products in the European Union; the risk of greater competitive pressure due to biosimilars; the risks of research and development; the
risks of discontinuing development projects and regulatory approval of developed medicines; the risk of a temporary ban on products/production facilities or of non-registration of
products due to non-compliance with quality standards; the risk of an import ban on products to the United States due to an FDA warning letter; the risks of dependency on suppliers;
risks due to product-related crime and espionage; risks in relation to the use of financial instruments; liquidity risks; counterparty risks; market risks; risks of impairment on balance
sheet items; risks from pension obligations; risks from product-related and patent law disputes; risks from antitrust law proceedings; risks from drug pricing by the divested Generics
Group; risks in human resources; risks from e-crime and cyber attacks; risks due to failure of business-critical information technology applications or to failure of data center capacity;
environmental and safety risks; unanticipated contract or regulatory issues; a potential downgrade in the rating of the indebtedness of Merck KGaA, Darmstadt, Germany; downward
pressure on the common stock price of Merck KGaA, Darmstadt, Germany and its impact on goodwill impairment evaluations; the impact of future regulatory or legislative actions; and
the risks and uncertainties detailed by Sigma-Aldrich Corporation (“Sigma-Aldrich”) with respect to its business as described in its reports and documents filed with the U.S. Securities
and Exchange Commission (the “SEC”).
The foregoing review of important factors should not be construed as exhaustive and should be read in conjunction with the other cautionary statements that are included elsewhere,
including the Report on Risks and Opportunities Section of the most recent annual report and quarterly report of Merck KGaA, Darmstadt, Germany, and the Risk Factors section of
Sigma-Aldrich’s most recent reports on Form 10-K and Form 10-Q. Any forward-looking statements made in this communication are qualified in their entirety by these cautionary
statements, and there can be no assurance that the actual results or developments anticipated by us will be realized or, even if substantially realized, that they will have the expected
consequences to, or effects on, us or our business or operations. Except to the extent required by applicable law, we undertake no obligation to update publicly or revise any forwardlooking statement, whether as a result of new information, future developments or otherwise.
This quarterly presentation contains certain financial indicators such as EBITDA pre exceptionals, net financial debt and earnings per share pre exceptionals, which are not defined by
International Financial Reporting Standards (IFRS). These financial indicators should not be taken into account in order to assess the performance of Merck KGaA, Darmstadt, Germany
in isolation or used as an alternative to the financial indicators presented in the consolidated financial statements and determined in accordance with IFRS. The figures presented in this
quarterly statement have been rounded. This may lead to individual values not adding up to the totals presented.
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Strategic roadmap
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STRATEGIC ROADMAP

Group
Strategic roadmap 2016-2022
2012-2015
Turnaround
in Healthcare

Efficiency
program

Portfolio
optimization
in LS and PM

3 strong
pillars

Leadership
in Performance
Materials
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Illustration

2016-2018
First pipeline
launches

Sigma
integration

Portfolio
management

New applications
beyond displays

2019-2022
Fully leverage
pipeline potential

Above
market growth
in Life Science

Digital
business models

TIME FOR EXECUTION

Healthcare
Operational excellence drives healthy growth of existing businesses
Historic organic sales growth development
Organic growth
for 20
consecutive
quarters

20 quarter Ø +4.0% org.

Organic
growth, %

7%
5%

4%

4%

5%

5%

4%

2%

5%
3%
0.3%

…2012

2013

2014

2%

2%

3%

2015

2016…

Qualitative organic sales growth guidance per product/franchise until 2018
Commitment to
at least stable
organic sales
until 2018
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Rebif®: Sales decline in line with
interferon market

Endocrinology: Low single-digit growth

Oncology: Stable sales

General medicine: Mid to high single-digit growth

Fertility: Mid single-digit growth

Consumer Health: Mid single-digit growth

Healthcare
Well on track to deliver the pipeline

Growth initiatives
and pipeline

Deliver the
pipeline

Potential pipeline sales

> €2 bn*

Existing
business

< €50 m*
2014

2017

2018E

2018…

…2022

Key investments
Increase
R&D spending

Avelumab

BTK – inhibitor

TGF-beta trap

9

Illustrations; *risk adjusted

R&D costs in 2017 expected to exceed 2016
Main moving parts:
-

Phase III progress of avelumab
Regular prioritization in view of market dynamics
Active partnering of selected pipeline assets (e.g. BTK-i)

Life Science
Above-market growth to be enhanced by top-line synergies
Merck KGaA, Darmstadt, Germany and Sigma-Aldrich organic growth rates versus market growth
Organic
growth, %

6.5%

5.5%

4.5%

3.8%
3.5%

2.6%

… 2012

Mid to high
single digit

2013

7.3%1

Sources of
market
outperformance
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1Growth

Long-term average
market growth2 ~4%

3.8%

2014

2015

Merck KGaA, Darmstadt, Germany

1

Above-market
growth

Portfolio composition

2016

2017+

Sigma-Aldrich

2

Top-line synergies

Exposure to biopharma

Best in class eCommerce

Highest share of consumables

Excellent service capabilities

Broad product offering

Global reach

for 9M 2015 (organic growth of $152 m on prior 9M 2014 sales of $2,080 m; 2Source: Merck KGaA, Darmstadt, Germany market intelligence and broker research

Life Science
Synergy upgrade driven by fast 2016 execution and top-line synergies
EBITDA pre impact of synergy ramp-up [€m]
~5

~105

~185

Sources
~280
+20

• Integration costs remain unchanged at ~€400 m
~260

Top-line synergies (from 2017)

~170

• Strong eCommerce and IT capabilities applied
to our products

~90

2015

2016

Net cost synergies

2017

Accelerated cost synergies

2018
Top-line synergies

Synergy upgrade of ~10% confirms strong
integration capabilities
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• Faster implementation of synergy measures
in all areas
• 2016 expected total cost synergies of ~€105 m

+15
+15

Cost synergy update (for 2016)

• Extensive Portfolio and customer
complementarity in Process and Applied Solutions
• Leverage Regional Group Asia and Sigma North
America footprint
• Expecting ~50-100 bps in additional
sales growth with average EBITDA pre margin

Performance Materials
The four pillars are set for future profitable growth
Business unit

Mid-term
growth trend

% sales

Display Materials

~50-60%

Pigments and
Functional Materials

~15-20%

Integrated
Circuit Materials

~15-20%

Advanced
Technologies

~5-10%

Driver
 SA-VA to launch in 2017
 LC-Windows expected from 2018
 LC market share assumed to normalize
 Uptake of new Meoxal coatings
 Strong growth of technical functionals
and active cosmetic ingredients
 Benefit from increasing complexity
and more layers (3D chip architecture)
 OLED capacity expansion
 Platform for continuous innovation

Well-founded medium-term low to mid single-digit growth profile
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Performance Materials
Four pillar strategy diversifies profit profile
Absolute EBITDA pre and organic sales growth development

Strong profitability
Leading market positions in all
segments
400

10%

300

5%

200

0%

100

-5%

0

-10%
Q3 2014

Q4 2014

Q1 2015

Q2 2015

EBITDA pre [€m]

Q3 2015

Q4 2015

Q1 2016

Q2 2016

Strong customer relations
Diversified profit pool from four
high-margin businesses
Continuous innovation improves
product mix (SA-VA in 2017)
Active cost management and
supply chain optimization

Organic sales growth [%]

Diversified portfolio and leading market positions provide earnings stability
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FRAMEWORK FOR LONGTERM VALUE CREATION

Deleveraging
Regaining financial flexibility through swift deleveraging
Net financial debt and leverage development

Swift deleveraging
• Strong focus on absolute
EBITDA pre improvement

[Net financial debt/
EBITDA pre]
4x

• Tighter net working capital
management
• Disciplined capex spending,
while preparing the ground
for profitable growth
• Conservative dividend payouts –
aiming for 20-25% of EPS pre

3x

3.5x

~2.8x*

2x

<2x

1x

• Improving structures and
processes
0x

2015

No acquisitions >€500 m in the next
2 years, unless financed by divestments
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*Preliminary

wrz.16
Net financial
debt

net financial debt (excluding pensions) as of September 30, 2016; EBITDA pre reflects last twelve months (H2 2015+H1 2016)

2016

2017
Net financial debt /
EBITDA pre

2018

Processes & Systems
Supporting value generation through operational excellence

1

Processes
 Shared Service platforms
 Continuous standardization
 Efficiency gains

2 Systems
Harmonization

of ERP systems

 Digital solutions as platform
to support processes

Analytics

 Big data enables linking of
internal & external data sets
 Predictive analytics

Cost discipline
 Cost consciousness
as part of our DNA

4

 Close monitoring of spending,
e.g. travel & entertainment

16
16
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Portfolio & Strategy
Active portfolio management is part of our DNA
Transaction volumes since 2002

Divestment criteria

Not supporting our
mid-term strategy
Not earning its cost of
capital in the mid term
Partnering is part of
regular pipeline
prioritization

Acquisition criteria

~€7 bn

~€31 bn

IRR exceeding
cost of capital
Immediately
EPS pre accretive
Preserving investmentgrade credit rating

Diversification is a strategic cornerstone, but we have no set business composition
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Portfolio management
Our past acquisitions have been financially attractive
Comparison of IRR versus WACC of past major M&A projects
Delta of internal
rate of return
(IRR) over
WACC
Risk-adjusted potential
from avelumab &
cladribine tablets

Ø Group
WACC* ~7%

Stronger Gonal-f
performance and
Rebif resilience
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*Average

Positive top-line
development

Over-delivery on
synergies and sound
business performance

Group WACC (weighted average cost of capital) estimated by sell-side analysts covering Merck KGaA, Darmstadt, Germany

Expected outperformance in
a growing market
as well as high synergies

EXECUTIVE SUMMARY

Executive summary
Well set for near-term priorities and long-term value creation

Near-term

operational priorities
progressing

Long-term
strategic framework
for value creation

HC

Maximize existing business and invest in pipeline success

LS

Manage Sigma integration and generate above-market growth

PM

Drive leadership through continuous innovation

Regaining financial flexibility by strong cash generation and swift deleveraging
Further improving processes and systems while focusing on cost discipline
Continue to actively manage the portfolio and generate value through M&A
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