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LIFE SCIENCE
& PERFORMRANCE
MRATERIRLS
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1668 50,000 €1.7 bn €11.3 bn

founded countrles employees  invested in R&D sales in 2014
in 2014




What We Do

Life Science

Prescription medicines to treat, for Innovative tools and laboratory A wide range of specialty chemicals,
example, cancer, multiple sclerosis supplies for the life science industry such as for displays,
and infertility, over-the-counter that make research and biotech for coatings and
pharmaceuticals for everyday health  production easier, faster and more cosmetics, or

protection or to provide fast relief of successful. for the electronics industry.

colds and pain, as well as innovations
in the areas of allergies and
biosimilars.
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HR’s Operating Model

Subject Matter Expert

HR Centers e Enable BP via technical

of Expertise expertise

e Ensure globally consistent
implementation of HR
processes and solutions

ts

HR Business
Partners
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Standard Service Provider
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e Enable business (Services) e Ensure global consistency of
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Why is a Payroll Transformation Necessary in China?

Project Background

Payroll Operating is a critical

(o{0)

mponent of HR Service

Delivery.

However, the current payroll

op

eration faces some challenges :

13 legal entities follow
different payroll cycle
resulting in process
inconsistency;

Aging technology unable to
support an integrated payroll
end-to-end process
Excessive manual work
required for daily payroll
management;

Poor efficiency and
effectiveness of Payroll
operations.

Mission Statement

Key Objectives

Identify improvement areas
and define the future state
of Payroll Operational
Excellence

Integrate multiple payroll
cycles across 13 legal entities;
Harmonize and standardize
end-to-end Payroll processes
within China and HK

Outsource standardized
payroll process to outsourced
vendor

Enhance global governance
of payroll process and service
delivery, including data
accuracy/ integrity, service
metrics transparency

MERRUK



EXCELLENCE AWARDS

How will the Payroll Transformation Achieved?

Phase II Implement Harmonized Process

Baselining Research Oct 2015 - Apr 2016

and Process Design
Phase III Enable Outsourcing

Jul - Sep 2015 Nov 2015 - Jun 2016 From Jun 2016

Normat Attendance

Phase I

Phase IV
Future Operation

Pasitive Time & Attendance: TBD

Online E-Leave/OT Management; Feb 2016
Automatic Interface to Payroll System: Jun 2016

Support needed from
Finance & Accounting

...........

: Support needed from
Leadership & HRBP
"

Go live SAP payroll system to
automate payroll processes,

Define nationwide end-to-end Conduct change actions with
payroll processes where control relevant stakeholders and
points/ segregation of duties well implement outsourcing solution

defined enabled by SAP

where T&A, reporting functionality
seamlessly integrated

MERRUK



Roles and Responsibilities in the Project

Execute & Advocate

Support & Facilitate

Core Project Team Members

*Manage and execute day-to-day xtended Project Team Member
project activities;
*Required to attend all _ _
Workshops & Discussion * Optional attend project ntingency Project Team Membet
* Full advocate on Payroll * Provide full support in terms o . "
Harmonization Project; data/knowledge sharing & i(ilr;::?ael ggee:ttetﬁ;acnltate
consultations; S _
- Provide inputs & feedback communications when required;
‘ * Logistic support to project team

&
‘ MEBRTK



To-be Process Highlight

Collect Pay Process & Validate Review & Distribute v Payroll Accounting Closing &

Data Inputs Payroll Approve Payroll Payments & Reconciliation Filing

« Payroll calendar » Simulate payroll » Generate Variance » Generate Bank - Generate tax » Generate GL « Exit Payroll
& . Pay data cut off » Release payroll Report Transfer Reports reports posting & finance « Identify documents
»}  Reminder « Start Payroll « Generate + Online tax reports of HR status change
el . Acceptance of pay » Generate & check Summary Report declaration » Reconciliation
c data inputs detail Report for final approval » Reconcile finance
VN . Suspicion data check » Generate other « Identify problems requests
> B Submit payroll data reports
» Data lock  Correct errors
- Pay data collection . Validate & « Review and » Upload bank files to » Expatriates tax * Validate & review « Paper filing of payroll
- Submit to confirm detail confirm Variance eBanking system administration reports & tax reports
outsourced vendor report Report + Notify Finance for » Online tax « Forward payroll « EE P-filing
« Reconcile Data « Review error log « Review and final payroll funding declaration accounting reports + Confirm & feedback
Error approval « Approve and release = * Notify Finance for to Finance on vendor SLA
Summary Report payment tax funding  Upload reports to
» Fund transfer Finance System

MERRUK

» Get Tax Receipt + Reconciliation
» Confirm payment  Reconcile finance
requests
- Issue discussion « Analyze & resolve » Analyze & resolve * Analyze & resolve » Review feedback &
« Action reserved problems problem problem continuous
for next cycle improvement



Merck is building up a comprehensive system landscape surrounding
payroll outsourcing module, which increased integrity and
transparency

Merck Core HR
System

(SAP PA/OM)

Outsourcing
Platform

(SAP PY/PT) Legend:

Attendance
. Payroll Vendor’'s System

Other Vendor’s System

J' . Merck’s System

—p System Interface
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A typical Payroll Operation Procedure through outsourcing module

Merck HR Provides
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In future, Highest Cost Efficiency will be realized through Tiered
Support Module in more aspects besides payroll service
+ Optimized efficiency and cost; @e@ T, Tier T Customer Suppert Employes Contact Center ﬁmm

Merck Employees E-mail

» Highest employees and managers satisfaction;
+ Maximum scale effect based on standardization. —

cessing Center 34 Party Vendors

Staffing Service

Tier 2
Tier 3

@@ |:> (LW | Administration
Employee, Manager, \//mtte
HR, Applicant, eso\“f\o“
Retiree, etc. oo ®

HR Inquiry Process COE / HR BP
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What are the Measurable Benefits?

v" Reduce administrative efforts

* Up to 3,510 man/hours per year.

e Comparing with built up in- house
system, outsourcing solution could
save up to USD370,000, within 5-
year period

v' Improve reporting capabilities

» Reduce # of payroll accounting
reports from 45 to 6

* Improve operational capability to
scale quickly during
reorganizations, mergers and
acquisitions.

v Improve operational efficiency

* Reduce pay cycles from9to 1

* Reduce multiple payment
calendars from 9to 1

* Reduce customer service
turnaround time

v' Avoidance of overpayments &
fines

 Avoid fraudulent overpayments
from overstatement of time or
abuse of Paid Time Off

» Avoid overpayments from
overstatement of salary or other
forms of compensation

* Avoid exposure to lawsuits and
regulatory fines

v' Enhance compliance in payroll
operation

* Review policies and processes to
improve compliance level
« Simplify and streamline wage

types

v Improve modeling capabilities

* Improve capability to gather or
consolidate data to support HR/
Business decisions

* Improve customer service and
employee experience

* Improve ability to detect process
improvement opportunities from
continuous improvement perspective
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