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Highlights from Investor Day — LT
Opportunities Shine Through the Smoke

Key Takeaway

Long-term trends in SGS’s business remain compelling and the group appears
to have partly side-stepped the pitfalls seen by its peers YtD. This remains a
good long-term holding, in our view, but given the demanding valuation we
see little room for near-term relative outperformance. We reiterate HOLD.

YtD growth robust despite some external shocks. SGS has seen high single-digit LFL
expansion YtD despite a number of negative external shocks (Ivory Coast stoppage, North
African unrest, Japanese tsunami fallout). That said, revenue growth is slightly below our
published forecast and SGS's 2010 exit rate, but we do not see this as a surprise given recent
Bureau Veritas and Intertek Group updates. The company saw growth in all 10 divisions and
across all its regions.

Investment plan not as depressing as feared. Along with good revenue growth,
SGS’s management highlighted relatively strong margin performance YtD — suggesting
profitability has held up despite the ramp-up in investment. While partly a function of lagged
costs related to investments, it is also increasingly clear that guidance for a significant dip in
margins in the early stages of the 2014 plan was excessively cautious.

M&A imminent. After issuing a significant chunk of debt, expectations are high for SGS
to make a number of more sizeable acquisitions. The company did little to dispel those
expectations, noting a full deal pipeline and that last week’s operating council meeting was
heavily M&A focused. Management did, however, point to rising deal multiples and stressed
that it remains very disciplined on price.

While short-term trends were the most newsworthy takeaway, longer-term trends were
the key focus of SGS’s investor event. Key themes across the presentations and lab tours
were the push upstream, increased bundling of services, and SGS’s scale and technology
advantages. While we continue to believe this cycle will be less robust than the last for SGS
and its peers, the presentations did serve to highlight the growth opportunities across the
business and the work left to be done in optimising operations.

Valuation/Risks

We have modestly adjusted our estimates for slightly slower than expected growth, but
better margin evolution. Our CHF1,600/share target price continues to be derived by
applying a 13x EV/EBIT multiple to forward EBIT. The key risk is the roll-out of the 2014
investment plan, and some potential flops along the way.
]

CHF Prev.  2010A Prev.  2011E Prev.  2012E Prev. 2013E
Rev. (MM) 4,757.0 5,093.1 4,936.0 5,753.7 5,580.0 - 6,289.0
EBITDA (MM) 1,061.0 1,109.7 1,093.0 1,300.2 1,272.0 - 1,487.0
EBIT (MM) 836.0 874.1 857.0 1,013.5 991.0 - 1,150.0
Net Profit 588.0 612.8 592.0 709.6 680.0 - 789.0
EPS

FY Dec 77.64 80.94 78.13 93.73 89.75 - 104.28
FY P/E 21.4x 21.2x 18.5x 15.9x
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Consumer - No structural changes afoot

Given the recent consumer division challenges highlighted by Intertek and Bureau Veritas,
that division was in the limelight at the investor event, despite not officially being on the
agenda. While confirming some issues surrounding a longer Chinese New Year, SGS’s
consumer division head suggested the impact on the business was less severe than that
highlighted by the peers. Revenues YtD in the division are up, but only modestly given the
lack of regulatory catalysts and the New Year issue, and profitability is down just a touch.

More importantly, in our view, management also stressed that it was seeing no structural
changes in the consumer business — which is in contrast to some of the noises being
made by BV. The group suggested that the trend toward multi-sourcing of consumer
testing business is one which has largely played out at this point — and not a new found
source of pricing pressure — with relatively few single source contracts remaining.
Management also seemed sanguine on the impact of Chinese wage inflation and the
move inland and outside China for manufacturing. Migration of capacity is expected to be
gradual, and the trend was seen as an opportunity for the group, as smaller testing rivals
do not have the resources and knowhow to follow the manufacturing base.

Upstream in action

The site visits on SGS’s two-day investor event highlighted not just the group’s traditional
testing business, but also provided some insight into the push towards upstream and into
more consulting/R&D related services.

The visit to the group’s Lakefield minerals site demonstrated the group’s complete mine
cycle offering, with the more traditional geochemistry lab work being complimented by
upstream discovery related services and also full process development services. While
geochem is a scale-driven business, the orebody modelling and process development
services allow the group to get more deeply embedded with miners and take an
increasing share of mine development spend.

Other noteworthy presentations were from the oil & gas division, which highlighted new
technological innovations that are capable of dramatically reducing sample turnaround
time on rigs and also the potential in port outsourcing work; the agriculture division that
highlighted the growing CRO opportunity in crop research and increasing demand for
precision farming; and the industrial division that highlighted significant potential for
mobile workflow management systems to improve efficiency.

Alex Barnett, CFA, Equity Analyst, 44 (0) 20 7029 8053, abarnett@jefferies.com
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Exhibit 1: SGS Income statement
December year end! 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011E__2012E _ 2013H

Income Statement (CHFm)

Turnover 2392.0 2454.0 2885.0 3308.0 3821.0 4372.0 4818.0 4712.0 4757.0 4936.3 5580.4 6289.0]
% change 2.6% 26% 17.6% 14.7% 155% 14.4% 10.2% -2.2% 1.0% 3.8% 13.0% 12.79%
EBITDA 311.0 396.0 508.0 642.0 800.0 908.0 1024.0 1022.0 1061.0 1092.5 1271.9 1487.5
margin % 13.0% 16.1% 17.6% 19.4% 20.9% 20.8% 21.3% 21.7% 223% 22.1% 22.8% 23.7%
EBIT 127.0 293.0 380.0 502.0 623.8 690.0 937.0 794.0 836.0 857.5 990.7 1149.8
margin % 53% 11.9% 13.2% 152% 16.3% 158% 19.4% 16.9% 17.6% 17.4% 17.8% 18.3%)
Pre-Tax 140.0 303.0 386.0 507.0 622.8 692.0 933.0 791.0 829.0 836.9 964.0 1123.0
Net income 109.0 227.0 278.0 371.0 442.8 500.0 692.0 566.0 588.0 591.5 679.5 789.5
margin % 4.6% 9.3% 9.6% 11.2% 11.6% 11.4% 14.4% 12.0% 12.4% 12.0% 12.2% 12.6%
Balance Sheet (CHFm) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011E_ 2012E 2013E
Working Capital 216.0 196.0 139.0 223.0 252.0 256.0 274.0 224.0 208.0 212.3 240.0 270.4
WC as a % of turnover 9.0% 8.0% 4.8% 6.7% 6.6% 5.9% 5.7% 4.8% 4.4% 4.3% 4.3% 4.3%)
Capital Employed 1317.0 1404.0 1561.0 1994.0 1980.0 2337.0 2558.0 2773.0 2998.0 3773.5 4098.5 4481.1
Net Debt -402.0 -493.0 -438.0 -430.0 -215.0 -378.0 -248.0 -476.0 -259.0 -156.5 -139.7 -211.5
Gearing -44.8% -46.0% -37.7% -29.9% -13.8% -19.5% -13.6% -23.0% -12.5% -7.2% -5.7% -7.5%)
Cash Flow (CHFm) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011E_2012E 2013H
Cash Flow 219.0 395.0 486.0 598.0 582.8 694.0 802.0 827.0 816.0 852.6 990.7 1161.9
Capex -121.0 -171.0 -201.0 -205.0 -2240 -271.0 -278.0 -209.0 -250.0 -358.4 -418.5 -408.8
WCR 32.0 -70.0 -61.0 -187.0 -31.0 12.0 -22.0 13.0 -33.0 -4.3 -27.7 -30.5
Free-Cash Flow 130.0 154.0 224.0 206.0 327.8 435.0 502.0 631.0 533.0 490.0 544.5 722.7
Key Valuation Ratigs 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011E_2012E 2013H
Shares Outstanding (n) 7.8 7.7 7.5 7.6 7.6 7.6 7.6 7.5 7.6 7.6 7.6 7.6
Stock Price (CHF) 388.5 604.0 720.5 956.0 1,226 1,452 1,250 1,197 1,518 1,660 1,660 1,660
Market Cap* 3,020 4,644 5,396 7,260 9,307 11,085 9,496 8,975 11,493 12,568 12,568 12,568
EPS net 14.02 29.52 37.12 48.85 58.33 65.47 76.19 75.48 77.64 78.13 89.75 104.28
PER net 27.7 20.5 19.4 19.6 21.0 22.2 16.4 15.9 19.6 21.2 18.5 15.9
CFPS 28.2 51.4 64.9 78.7 76.8 90.9 105.6 110.3 107.8 112.6 130.9 153.5
PCF 13.8 11.8 11.1 12.1 16.0 16.0 11.8 10.9 14.1 14.7 12.7 10.8
P/NAV 3.4 4.3 4.6 5.0 6.0 5.7 5.2 4.3 5.6 5.8 5.1 4.5
ROCE 9.2% 21.5% 25.6% 28.2% 31.4% 32.0% 33.1% 29.8% 29.0% 253% 25.2% 26.8%
ROE 126% 21.9% 25.2% 27.0% 29.9% 26.8% 39.1% 28.5% 29.7% 28.5% 28.8% 29.3%
EV 2,618 4,151 4,958 6,830 9,092 10,707 9,248 8,499 11,234 12,411 12,428 12,356
EV / Sales 1.1 1.7 1.7 2.1 2.4 2.4 1.9 1.8 2.4 2.5 2.2 2.0
EV / EBITDA 8.4 10.5 9.8 10.6 11.4 11.8 9.0 8.3 10.6 11.4 9.8 8.3
EV / EBIT 20.6 14.2 13.0 13.6 14.6 15.5 9.9 10.7 13.4 14.5 12.5 10.7
Yield % 1.6% 1.2% 1.3% 1.2% 4.2% 1.6% 2.8% 4.2% 4.2% 3.9% 3.1% 3.5%

* historical data are average figures

Source: Jefferies International Ltd.
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Company Description

SGS is the largest global inspection, testing, verification and certification player. Through its international network of laboratories, the
company inspects, samples and analyzes raw materials, food, crops and consumer goods, as well as certifying products and machinery for
compliance with local and international standards.

Analyst Certification

I, Alex Barnett, CFA, certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and
subject company(ies). | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations
or views expressed in this research report.

Registration of non-US analysts: Alex Barnett, CFA is employed by Jefferies International Limited, a non-US affiliate of Jefferies & Company, Inc.
and is not registered/qualified as a research analyst with FINRA. This analyst(s) may not be an associated person of Jefferies & Company, Inc., a FINRA
member firm, and therefore may not be subject to the NASD Rule 2711 and Incorporated NYSE Rule 472 restrictions on communications with a subject
company, public appearances and trading securities held by a research analyst.

As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments discussed in this report receive
compensation based in part on the overall performance of the firm, including investment banking income. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Aside from certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst's judgement.

Meanings of Jefferies Ratings

Buy - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.

Hold - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 10% within a 12-month period.
Underperform - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month
period.

The expected total return (price appreciation plus yield) for Buy rated stocks with an average stock price consistently below $10 is 20% or more within
a 12-month period as these companies are typically more volatile than the overall stock market. For Hold rated stocks with an average stock price
consistently below $10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For Underperform
rated stocks with an average stock price consistently below $10, the expected total return (price appreciation plus yield) is minus 20% within a 12-
month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/
or Jefferies policies.

CS - Coverage Suspended. Jefferies has suspended coverage of this company.

NC - Not covered. Jefferies does not cover this company.

Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy or applicable securities
regulations prohibit certain types of communications, including investment recommendations.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on
the investment merits of the company are provided.

Valuation Methodology

Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected total
return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Risk which may impede the achievement of our Price Target

This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the
financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based
upon their specific investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of
the financial instruments recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial
and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.

Other Companies Mentioned in This Report

* Bureau Veritas (BVI FP: €57.31, HOLD)
* Intertek Group (ITRK LN: p1,997.00, HOLD)
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Distribution of Ratings
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Rating Count Percent Count Percent
BUY 609 52.40% 41 6.73%
HOLD 501 43.10% 28 5.59%
UNDERPERFORM 52 4.50% 3 5.77%
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