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Event
SGS reported mixed H1 results with better than expected
revenues (CHF2.089 vs. our CHF2.067 forecast), but weaker
than expected operating margins (15.5% vs. our expected
16.3%). Guidance unchanged.

Key Points
• Sales were the bright point of the H1 release with revenue for

the half of CHF2.089b vs. our CHF2.067 estimate on organic
growth of 11.5% vs. our 11.1% estimate. Driving better than
expected sales were good results from the Industrial,
Government and Automotive divisions, while the Consumer,
Life Sciences and Agricultural businesses were weaker than
expected. (See page 2 for further detail)

• Despite the good top line, EBIT was a disappointing CHF324m
vs. our CHF336m forecast and reflecting an EBIT margin of
15.5% vs. our 16.3% forecast. Weakness in margins came in
large part due to mix (good growth in lower margin businesses
and regions – ie. non-Asian). By division, there was margin
weakness in consumer testing (22.1% margin vs. 23.5%
expected) as a result of the exceptional '06 RoHS business and
also in the Life Sciences (weaker volumes) and Environmental
businesses.

• Given the weaker than expected EBIT, EPS for the half was
CHF30.62 vs. our forecast of CHF31.82.

• Guidance maintained. While disappointed with the H1 margin
progression, we continue to see significant room for margin
expansion and were encouraged by management's optimistic
outlook for H2. Along with lesser headwinds in the consumer
business, management guided to margin expansion in the
majority of the company's 10 divisions. Looking further ahead,
management reiterated its 2008 guidance for CHF5b in
revenues, 17% EBIT margin and CHF80 in EPS which remains
well above consensus estimates (and our own).

• We have slightly adjusted our forward estimates to reflect the
H1 results, but continue to expect to see good margin
expansion through '08. We have also adjusted our top line to
reflect better than expected organic growth, the impact of which
is somewhat offset by slower than expected acquisitions.

Valuation/Risks
Our target price of CHF1800 implies a 23x multiple of '08
earnings - a premium to Intertek given what we see as SGS's
faster growth prospects and better margin expansion
opportunities. Key risks to our thesis include a downturn in the
global economy leading to reduced trade flows and/or lower
commodity prices.
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Investment Summary
While H1 results were underwhelming, the SGS story remains
intact with solid industry drivers (increased global trade flows,
outsourcing and regulation, along with a fragmented market)
mixed with professional execution.
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Market Data
52-Week Range: CHF1,628.00-CHF1,063.00
Total Entprs. Value (MM): CHF10,898.0
Market Cap. (MM): CHF11,286.0
Shares Out. (MM): 7.6
Avg. Daily Vol.: 23,667

Financial Summary

Net Debt (MM): (CHF388.0)
Net Debt/Capital: (20.0%)
Dividend Yield: 1.5%

CHF 2005A 2006A 2007E 2008E
Rev. (MM) 3308.0 3821.0 4337.0 4844.0
Prev. -- -- 4306.0 4811.0

EV/Rev. 3.3x 2.9x 2.5x 2.2x
EBITDA (MM) 642.0 800.0 893.0 1,024.0
Prev. -- -- 899.0 1,018.0

EV/EBITDA 17.0x 13.6x 12.2x 10.6x

EPS
FY Dec 48.90 58.40 65.89 76.79
Prev. FY -- -- 66.60 77.10

FY P/E 30.4x 25.4x 22.5x 19.3x
EBIT (MM) 502.0 624.0 697.0 808.0
Prev. -- -- 702.0 807.0

EV/EBIT 21.7x 17.5x 15.6x 13.5x
Net Profit 371.0 443.0 503.0 586.0
Prev. -- -- 506.0 --

Consensus — — 66.30 75.60

Alex Barnett, CFA, Eq. Research Analyst
33 1 5343 6714, abarnett@Jefferies.com
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Top-line Details. Revenue for the half was CHF2.089b, exceeding our estimate of CHF2.067 and driven by
organic growth of 11.5% vs. our 11.1% estimate. Contribution from acquisitions was 0.3% over the half vs. our
0.9% forecast (due to unannounced divestitures in the agriculture and industry businesses), while currency had a
positive impact in the half of +1.7%. By division, good performances in the period came from:
• Industrial Services (+19% LFL vs. our 12% forecast) which benefited from strong European demand, increased

business related to wind energy, and also good performance from SRS (leak testing for LNG vessels) which was
acquired in 2006;

• Government Services (+13.8% LFL vs. our -6% forecast) which benefited from the exit of the lost Nigerian and
Venezuelan contracts from the perimeter, the commencement of a new Angolan contract and from generally
good take-up of non-PSI services;

• Automotive Service (+7.5% LFL vs. our 3% forecast) which was driven by the start of black cab contract in
London;

• and the Environmental Services division (+13.1% LFL vs. our 7.5% forecast).
Disappointments over the period came from:
• Consumer Testing (+8.6% LFL vs. our 15% forecast) which had a tough comparable period due to very strong

'06 RoHS business (estimated at CHF11m in H1'06);
• Agricultural Services (+2.4% LFL vs. our 10% forecast) which was hindered by weak crop yields;
• and the Life Sciences division (+5.1% LFL vs. our 10% forecast) which experienced weakness in France with the

implementation of the European clinical trials directive in mid '06.
After significantly outperforming the other regions over the past five years the Asia Pacific region grew 13% LFL vs.
11.5% in EMEA and 10% in the Americas. Along with reflecting the RoHS situation and a slowly maturing Asian
business, this re-equilibrium by region is indicative of the ongoing global commodities boom which has particularly
benefited the non-Asian regions.

An acquisition update. Management's update on acquisition progress highlighted the challenges currently faced
by industry players. On the positive side, CEO Chris Kirk noted that SGS is currently looking at 41 transactions and
continues to expect to announce some progress shortly. However, price continues to be an issue, notably for larger
deals which are being aggressively pursued by private equity players. Management noted that it had been
interested in Applus+, but, like Bureau Veritas, are no longer in the running given the transaction's inflated price
tag. Finland based Inspecta, for which management had also recently noted interest, was also recently acquired by
3i.
In terms of a transforming deal, management reiterated that they could be interested in Bureau Veritas. As we have
noted in previous comments, we believe this transaction makes strategic sense for both players and believe SGS
could pay a price above its own multiple and still make the deal accretive.

SGSN VX
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Growth Analysis
H1 06 H2 06 FY 06 H1 07 H1 07 - Jef. 

Est.
Perimeter Effect % 4.3% 3.0% 3.6% 0.3% 0.9%
Currency effect % 3.8% -0.4% 1.6% 1.7% 0.0%
LFL % 10.4% 10.2% 10.3% 11.5% 11.1%
Total (%) 18.5% 12.9% 15.5% 13.5% 12.0%

Revenue - by Division H1 06 H2 06 FY 06 H1 07 H1 07 - Jef. 
Est.

Agricultural Services 156.7 160.2 316.9 167.7 173.2
% LFL Growth 9.3% 2.6% 5.7% 2.4% 10.0%

Minerals Services 225.3 241.7 467.0 259.6 260.4
% LFL Growth 18.1% 14.1% 15.9% 11.7% 15.0%

Oil, Gas & Chemical Services 374.3 409.1 783.4 434.1 429.0
% LFL Growth 13.4% 14.2% 13.2% 13.7% 13.0%

Life Sciences Services 94.0 99.4 193.4 98.4 103.4
% LFL Growth -1.8% 12.5% 9.2% 5.1% 10.0%

Consumer Testing Services 283.4 309.3 592.7 311.4 337.5
% LFL Growth 27.1% 17.1% 21.7% 8.6% 15.0%

Systems & Services Certification 151.4 167.3 318.7 170.1 169.6
% LFL Growth 15.7% 13.8% 14.7% 10.6% 12.0%

Industrial Services 240.2 270.2 510.4 298.4 275.7
% LFL Growth 11.5% 14.4% 13.1% 19.0% 12.0%

Environmental Services 125.0 124.2 249.2 133.4 124.5
% LFL Growth 6.9% 6.2% 6.5% 13.1% 7.5%

Automotive Services 111.5 108.8 220.3 121.7 114.8
% LFL Growth 3.3% 4.9% 4.0% 7.5% 3.0%

Trade Assurance Services 83.3 85.7 169.0 94.0 78.3
% LFL Growth -30.7% -20.9% -26.1% 13.8% -6.0%

Total Revenue 1845.6 1976.0 3821.6 2088.8 2067.0
Growth 18.5% 12.9% 15.5% 13.2% 12.0%
LFL Growth 10.4% 10.2% 10.3% 11.5% 11.1%

Operating Profit - by Division H1 06 H2 06 FY 06 H1 07 H1 07 - Jef. 
Est.

Agricultural Services 18.7 20.7 39.4 19.0 21.7
% Margin 11.9% 12.9% 12.4% 11.3% 12.5%

Minerals Services 37.6 42.9 80.5 43.2 46.9
% Margin 16.7% 17.7% 17.2% 16.6% 18.0%

Oil, Gas & Chemical Services 51.9 60.7 112.6 65.2 60.1
% Margin 13.9% 14.8% 14.4% 15.0% 14.0%

Life Sciences Services 11.4 13.2 24.6 11.0 14.5
% Margin 12.1% 13.3% 12.7% 11.2% 14.0%

Consumer Testing Services 64.6 72.2 136.8 68.7 79.3
% Margin 22.8% 23.3% 23.1% 22.1% 23.5%

Systems & Services Certification 27.7 31.2 58.9 28.5 31.4
% Margin 18.3% 18.6% 18.5% 16.8% 18.5%

Industrial Services 31.5 43.2 74.7 46.8 41.4
% Margin 13.1% 16.0% 14.6% 15.7% 15.0%

Environmental Services 11.3 12.8 24.1 11.8 13.7
% Margin 9.0% 10.3% 9.7% 8.8% 11.0%

Automotive Services 15.3 14.5 29.8 16.4 15.5
% Margin 13.7% 13.3% 13.5% 13.5% 13.5%

Trade Assurance Services 11.4 11.8 23.2 13.2 11.7
% Margin 13.7% 13.8% 13.7% 14.0% 15.0%

Total Operating Profit 281.4 323.2 604.6 323.8 336.0
% Margin 15.2% 16.4% 15.8% 15.5% 16.3%
Source: Jefferies Int'l

SGSN VX
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Income Statement (CHFm) 2004 2005 2006 2007E 2008E 2009E
Year to December
Turnover 2885.0 3,308 3,821 4,337 4,844 5,417 
% change 17.6% 14.7% 15.5% 13.5% 11.7% 11.8%
EBITDA 508.0 642.0 800.0 893.4 1,024.1 1,152.4 
margin % 17.6% 19.4% 20.9% 20.6% 21.1% 21.3%
EBIT 380.0 502.0 624.0 696.8 807.9 919.0
margin % 13.2% 15.2% 16.3% 16.1% 16.7% 17.0%
Pre-Tax 386.0 507.0 623.0 698.8 813.9 925.0
Net income 278.0 371.0 443.0 503.1 586.4 668.7
margin % 9.6% 11.2% 11.6% 11.6% 12.1% 12.3%

Balance Sheet (CHFm) 2004 2005 2006 2007E 2008E 2009E
Working Capital 139.0 223.0 219.0 321.6 401.2 448.6
WC as a % of turnover 4.8% 6.7% 5.7% 7.4% 8.3% 8.3%
Capital Employed & goodwill 936.0 1238.0 1519.0 1769.0 2004.6 2234.7
RoACE incl GW 44.9% 46.2% 45.3% 42.4% 42.8% 43.4%
ROE 25.2% 27.0% 30.6% 27.8% 26.6% 25.1%
Net Debt -438.0 -430.0 -216.0 -362.1 -546.8 -791.2
Gearing -37.7% -29.9% -14.1% -19.2% -23.8% -28.6%

Cash Flow (CHFm) 2004 2005 2006 2007E 2008E 2009E
Cash Flow 486.0 598.0 583.0 705.7 811.7 912.1
Capex -201.0 -205.0 -224.0 -251.2 -242.2 -270.8
WCR -61.0 -187.0 -31.0 -114.6 -79.5 -47.4
Free-Cash Flow 224.0 206.0 328.0 339.9 489.9 593.9

Key Valuation Ratios 2004 2005 2006 2007E 2008E 2009E
Shares Outstanding (m) 7.49 7.59 7.59 7.64 7.64 7.64
Stock Price (CHF) 721 956 1,226 1,480 1,480 1,480
Market Cap* 5395.8 7,260 9,307 12,065 12,065 12,065 
EPS net 37.1 48.9 58.4 65.9 76.8 87.6
PER net 19.4 19.6 21.0 22.5 19.3 16.9
CFPS 64.90 78.74 76.80 92.42 106.29 119.45
PCF 11.1 12.1 16.0 16.0 13.9 12.4
P/NAV 4.6 5.0 6.1 6.4 5.2 4.4
ROE 25.2% 27.0% 30.6% 27.8% 26.6% 25.1%
EV 4957.8 6,830 9,091 10,939 10,754 10,510 
EV / Sales 171.8% 206.5% 237.9% 252.2% 222.0% 194.0%
EBIT mg % 13.2% 15.2% 16.3% 16.1% 16.7% 17.0%
EV / EBITDA 9.8 10.6 11.4 12.2 10.5 9.1
EV / EBIT 13.0 13.6 14.6 15.7 13.3 11.4
Yield % 1.3% 1.2% 4.2% 1.4% 1.6% 1.8%
* historical datas are average figures
source: Jefferies International Ltd.

SGSN VX



Please see important disclosure information on pages 5 - 7 of this report.
Alex Barnett, CFA, Eq. Research Analyst, abarnett@Jefferies.com, 33 1 5343 6714 Page 5 of 7

Company Description
SGS provides inspection, testing, verification and certification services worldwide. Through its international network
of laboratories, the company inspects, samples and analyses raw materials, food, crops and consumer goods, as
well as certifying products and machinery for compliance with local and international standards. Based in Geneva,
SGS reported 2006 revenues of CHF 3.8b, and employs over 40,000 people worldwide.

ANALYST CERTIFICATIONS
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). I 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.

As is the case with all Jefferies International Ltd. 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 International Ltd. 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 or minus 15%
within a 12-month period.

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

Our focus on mid-capitalization and growth companies implies that many of the companies we cover are typically
more volatile than the overall stock market, which can be amplified for companies with an average stock price
consistently below $10. For companies in this category only, the expected total return (price appreciation plus yield)
for Buy rated stocks is 20% or more within a 12-month period. 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 International Ltd. policies.

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

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

Speculative Buy - Describes stocks we view with a positive bias, whose company fundamentals and financials are
being monitored, but for which there is insufficient information for Jefferies International Ltd. to assign a Buy, Hold
or Underperform Rating. At the discretion of the analyst, a Speculative buy-rated stock could also include stocks
with a price under $5, or where the company is not investment grade to highlight the risk of the situation.

Speculative Underperform - Describes stocks we view with a negative bias, whose company fundamentals and
financials are being monitored, but for which there is insufficient information for Jefferies International Ltd. to assign
a Buy, Hold or Underperform Rating. At the discretion of the analyst, a Speculative underperform-rated stock could
also include stocks with a price under $5, or where the company is not investment grade to highlight the risk of the
situation.

Restricted - Describes issuers where, in conjunction with Jefferies International Ltd. 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

SGSN VX
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Jefferies International Ltd. 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.
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This material has been issued and approved by Jefferies International Limited ("JIL"), a dealer authorized and
regulated in the United Kingdom ("UK") by the Financial Services Authority ("FSA"). Unless prohibited by the
provisions of Regulation S of the U.S. Securities Act of 1933, this material will be distributed in the United States
("US"), by Jefferies & Company, Inc. ("JEFCO"), a US-registered broker-dealer, which accepts responsibility for its
contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of 1934.
Transactions by or on behalf of any US person may only be effected through JEFCO. This material is intended for
use only by a person or entity that qualifies as an authorised person or exempt person within the meaning of
section 19 of the UK Financial Services and Markets Act 2000 (the "Act") or qualifies as a person to whom the
financial promotion restrictions imposed by the Act does not apply by virtue of the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "intermediate customer" for the
purposes of the Conduct of Business Rules of the FSA. None of the investments or investment services mentioned
or described herein are available to other persons in the UK and in particular are not available to "private
customers" as defined by the rules of the FSA or to anyone in Canada who is not a "Designated Institution" as
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defined by the Securities Act (Ontario).

The information set forth herein was obtained from sources believed to be reliable, but has not been independently
verified by either JIL or JEFCO. Therefore, except for any obligation under the rules of the FSA we do not
guarantee its accuracy. Additional and supporting information is available upon request. This is not an offer or
solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or
estimate constitutes the preparer's best judgment as of the date of preparation, and is subject to change without
notice. JIL, JEFCO, their associates or affiliates, and their respective officers, directors, and employees may have
long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments
mentioned or described herein, either as agent or as principal for their own account.

This material does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or
recommendation in this report is suitable for their particular circumstances and, if appropriate, seek professional
advice, including tax advice. The price and value of the investments referred to herein and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss
of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or
income derived from, certain investments.

JIL research reports are disseminated and available primarily electronically, and, in some cases, in printed form.
Electronic research is simultaneously available to all clients. This report or any portion hereof may not be reprinted,
sold or redistributed without the written consent of JIL. JIL has adopted a conflicts management policy in
connection with the preparation and publication of research, the details of which are available upon request in
writing to: The Compliance Officer, Jefferies International Limited, Bracken House, One Friday Street, London
EC4M 9JA; telephone +44 (0) 20 7618 3500; facsimile +44 (0) 20 7618 3760.
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