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Event
SGS held an upbeat analyst meeting following the publication of
its 2007 results.

Key Points
• 2007 results published yesterday by SGS were solid, with better

than expected metrics across the board. Sales of CHF4.37b
featured 12% organic growth vs. our 11.6% forecast with a
notable acceleration in lfl growth to 12.4% in H2 vs. 11.5% in
H1. Group operating margin of 16.3% was ahead of our 16.1%
estimate while normalized EPS of CHF67.37 handily beat our
CHF65.86 estimate. We have more fully over-viewed the results
on the following page.

• Guidance provided during the analyst meeting was upbeat.
While moving away (as expected) from the previous CHF80 in
'08 target, management noted that it expects 10%+ organic
growth in 2008 (vs. our previous 9.6% forecast) and also
expects to see further margin improvement. Longer term,
management set a goal for EPS of CHF105 in 2011 – an
earnings CAGR of 11.7%. We would view this target as a
minimum and believe it reflects solely organic expansion and
management caution following the issues surrounding previous
'08 guidance.

• Along with the guidance, other noteworthy elements of the
meeting were management's assertion that acquisition multiples
could come down in 2008 and also the company's discussion of
its exposure to cyclicality. The company highlighted; 1) that its
exposure to trade volumes is decreasing as it moves into higher
value added services, 2) the defensive nature of the pharma
and environmental businesses (>10% of revenues), and 3) the
ongoing strength in commodity markets (>40% of sales).

• While impressed by the results, we have made mixed
adjustments to our forecasts – reflecting potential
macroeconomic challenges in the year ahead. While increasing
our sales figures, we have decreased our margin assumptions
slightly for '08 and beyond and our EPS is slightly decreased on
lower expected financial income.

Valuation/Risks
Following the results release and positive stock reaction, we
continue to believe SGS is most attractive of the large testing
players. However, based on tougher market conditions, we have
decreased our target price to CHF1,600 reflecting the mid point
(21x) of SGS's 2007 trading range. That valuation is supported by
our CHF1,690 DCF.Trading at a 7% premium to BV's '08 PE we
believe the gap is justified given SGS's more limited exposure to
the current global macroeconomic headwinds.
Risks include a slowdown in the global economy or in global trade
flows.
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Battling Back to a Premium Valuation

Investment Summary
Solid 2007 results and encouraging guidance reinforce our belief
in SGS's top and bottom line expansion potential. Trading
significantly off 2007 highs and at a large discount to our DCF
valuation we reiterate our Buy recommendation.

Rating: BUY
Price: CHF1,291.00
Price Target: CHF1,600.00

Previous: CHF1,800.00

Bloomberg: VX: SGSN VX

Market Data
52-Week Range: CHF1,628.00-CHF1,199.00
Total Entprs. Value (MM): CHF9,202.6
Market Cap. (MM): CHF9,811.6
Shares Out. (MM): 7.6
Avg. Daily Vol.: 23,667

Financial Summary

Net Debt (MM): (CHF609.0)
Net Debt/Capital: (20.0%)
Dividend Yield: 2.5%

CHF 2006A 2007E 2008E 2009E
Rev. (MM) 3821.0 4372.0 4830.9 5435.8
Prev. -- 4337.0 4788.0 5395.0

EV/Rev. 2.4x 2.1x 1.9x 1.7x
EBITDA (MM) 800.0 908.0A 1,034.5 1,155.6
Prev. -- 893.0 1,031.0 1,159.0

EV/EBITDA 11.5x 10.1x 8.9x 8.0x

EPS
FY Dec 58.40 65.47A 75.83 87.06
Prev. FY -- 65.86 76.73 88.58

FY P/E 22.1x 19.7x 17.0x 14.8x
EBIT (MM) 624.0 690.0A 800.5 914.5
Prev. -- 697.0 805.0 922.0

EV/EBIT 14.7x 13.3x 11.5x 10.1x
Net Profit 443.0 500.0A 579.1 664.9
Prev. -- 503.0 586.0 676.0

Alex Barnett, CFA, Equity Analyst
33 1 5343 6714, abarnett@Jefferies.com
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As noted above, SGS's 2007 results were solid across the board. Sales of CHF4.37b were up 14.4% y/y and
ahead of our CHF4.34b forecast. Organic growth of 12% firmly outpaced our 11.6% forecast with a notable
acceleration in lfl growth to 12.4% in H2 vs. 11.5% in H1. Group EBIT before a CHF21m charge for restructuring
was CHF711m, well above our CHF697 forecast. Operating margin of 16.3% was ahead of our 16.1% estimate
with better than expected performance from the Consumer, Systems and Certification and GIS divisions. On the
bottom line, normalized EPS of CHF67.37 handily beat our CHF65.86 estimate. Reviewing by division:

• The Agricultural division reported sales of CHF356.5m, with organic growth of 4.3% vs. our 5.2% forecast. The
division was hit by export restrictions on agricultural exports from Eastern Europe in Q4 and by market upheaval
as a result of biofuels production. While sales were slightly disappointing, margin in the division increased 100bps
y/y to 13.4% and exceeded our 12.1% estimate. The division continues to benefit from its progress up the
agricultural value chain and at the same time margins are benefiting from a buoyant global agricultural pricing.

• The Minerals division was one of the key positive surprises on the year with organic sales growth of 17.3%, well
ahead of our 13.2% forecast. H2 organic growth exceeded 20% on the back of strong metals markets and an
aggressive global minerals exploration push. The division's 17.5% margin exceeded our 17.2% forecast as the
division appears to continue to enjoy strong pricing power. Looking forward the division should benefit from
significant capex undertaken in '07, but faces margin headwinds as a result of wage inflation in the minerals
industry.

• The Oil, Gas & Chemicals division was one of the few disappointments with organic sales growth of 12.5%
missing our 13.9% forecast despite extremely strong oil prices. FY margin in the division of 15%, while up 60bps
y/y was below our 15.5% estimate and marked a pullback from the 16% margin recorded in H1. Margin erosion in
the division was partly ascribed to higher labour costs in what is a very tight global market.

• The Life Sciences division reported organic sales growth of 4.2%, slightly below our 6.6% estimate as the
division ran into some delays in accreditation and challenges in the clinical research business. Operating margin
of 12% in the division was slightly below our 12.3% forecast as the division continues to be weighed down by
losses in its newly opened Asian facilities – which the company believes should be profitable this year.

• The Consumer Testing business provided mixed performance for the year with organic growth of 10.1% slightly
missing our 10.4% forecast, but better operating margin of 23.2% vs. our 22.6% forecast. While hit by a tough
comparison period which benefited from very strong RoHS revenues, good testing volumes and pricing stemming
from the H2 Asian recall crises buoyed results. Looking ahead, the company noted continued strong pricing
trends in the hardline and textile businesses as a repercussion of the Asian issues.

• The Systems & Certification division, while missing our organic growth forecast of 10.3%, reported a very
strong 18.4% margin which matched the FY'06 result. SGS did note pricing pressure in the ISO9000 business as
the standard matures, but 2008 should benefit from the 3yr. renewal cycle.

• The Industrial Services division reported a solid organic growth and margin uptick – in line with our forecasts for
the year. The business continues to benefit from extremely strong energy markets (particularly wind farm driven
revenues) and from good shipbuilding trends globally.

• The Environmental Services division reported solid organic growth of 13.8% for the FY, well ahead of our
11.6% forecast. The better result was driven by good environmental compliance business related to the mining
industry and a number of contract wins in Europe. Margin in the business, at 9.8%, was in line with our forecast.

• The Automotive Services division reported better than expected organic growth of 10.3%, driven by good trends
and market share gains in the statutory inspection business. Along with statutory inspection wins in Morocco and
China, the division also publicized an acquisition in Algeria in the statutory inspection market and one in Slovenia.
Margins in the division were flat y/y and in line with expectations.

• The Government & Institutions Services division was another positive surprise. The division reported organic
growth of 19.8%, well above our 11.9% forecast as the business recovered well from the lost contracts which hurt
2006 results. While the loss of the Ecuadorian business will impact growth in 2008 (transfer of customs functions
is expected in February), the transition to the scanners business appears to be progressing well.

Other notable elements of the earnings release were:
• A dividend payout of CHF35 (vs. our CHF23 estimate) composed of a CHF25 normal dividend and CHF10

special dividend. The company reiterated that it will return excess cash to investors if investment opportunities do
not materialize. Management did note that it expects the company's balance sheet to naturally re-lever in the
mid-term as a result of dividends, capex and a more rapid acquisition pace.

• Capex spending of CHF271 (6.2% of sales) vs. our CHF258 forecast. The capex level, which the company
expects to maintain between 5-7% over the longer term, reflects aggressive organic build-out of facilities given
the lack of reasonable priced external opportunities. Capex was heaviest in the Minerals (26% of total capex),
Consumer, and OG&C divisions where SGS is seeing firm markets.

• Solid cash management, with an inflow from working capital despite strong top line expansion. Net cash at year's
end was CHF378m vs. our CHF367 forecast.

SGSN VX
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FY 06 FY 07 FY 07 FY 06 FY 07 FY 07
Actual Actual Jefco Est. Actual Actual Jefco Est.

Agricultural Services Revenues 3,822 4,372 4,337
Sales 316.9 356.5 348.9 % Growth 15.5% 14.4% 13.5%
LFL Growth (%) 5.7% 4.3% 5.2% LFL Growth (%) 10.3% 12.0% 11.6%
Operating Profit 39.4 47.6 42.2 Perimeter Effect (%) 3.6% 0.9% 0.7%
Operating Margin 12.4% 13.4% 12.1% Currency Impact (%) 1.6% -1.5% 1.3%

Minerals Services Operating Profit 604.6 711.0 696.6
Sales 467.0 559.8 532.7 Operating Margin 15.8% 16.3% 16.1%
LFL Growth (%) 15.9% 17.0% 13.2%
Operating Profit 80.5 98.2 91.7 Net Profit 431.0 515.0 502.9
Operating Margin 17.2% 17.5% 17.2% EPS 56.83 67.37 65.86

Oil, Gas & Chemical Services
Sales 783.4 891.3 903.8 Source: Company data and Jefferies Research
LFL Growth (%) 13.2% 12.4% 13.9%
Operating Profit 112.6 133.4 140.3
Operating Margin 14.4% 15.0% 15.5%

Life Sciences Services
Sales 193.4 200.4 208.5
LFL Growth (%) 9.2% 4.2% 6.6%
Operating Profit 24.6 24.1 25.6
Operating Margin 12.7% 12.0% 12.3%

Consumer Testing Services
Sales 592.7 654.7 664.9
LFL Growth (%) 21.7% 10.2% 10.4%
Operating Profit 136.8 151.9 150.0
Operating Margin 23.1% 23.2% 22.6%

Systems & Services Certification
Sales 318.7 353.5 357.1
LFL Growth (%) 14.7% 9.0% 10.3%
Operating Profit 58.9 65.0 61.2
Operating Margin 18.5% 18.4% 17.1%

Industrial Services
Sales 510.4 624.7 620.8
LFL Growth (%) 13.1% 15.8% 16.4%
Operating Profit 74.7 100.6 100.0
Operating Margin 14.6% 16.1% 16.1%

Environmental Services
Sales 249.2 281.1 273.9
LFL Growth (%) 6.5% 14.1% 11.6%
Operating Profit 24.1 27.6 26.6
Operating Margin 9.7% 9.8% 9.7%

Automotive Services
Sales 220.3 249.2 238.8
LFL Growth (%) 4.0% 10.2% 6.8%
Operating Profit 29.8 33.8 32.2
Operating Margin 13.5% 13.6% 13.5%

Trade Assurance Services
Sales 169.0 200.4 187.2
LFL Growth (%) -26.1% 20.0% 11.9%
Operating Profit 23.2 28.8 26.7
Operating Margin 13.7% 14.4% 14.3%

Total

SGSN VX



Please see important disclosure information on pages 5 - 7 of this report.
Alex Barnett, CFA, Equity Analyst, abarnett@Jefferies.com, 33 1 5343 6714 Page 4 of 7

December year end 2002 2003 2004 2005 2006 2007 2008E 2009E 2010E

Income Statement (CHFm)
Turnover 2392.0 2454.0 2885.0 3308.0 3821.0 4372.0 4830.9 5435.8 6098.1
% change 2.6% 2.6% 17.6% 14.7% 15.5% 14.4% 10.5% 12.5% 12.2%
EBITDA 311.0 396.0 508.0 642.0 800.0 908.0 1034.5 1155.6 1316.2
margin % 13.0% 16.1% 17.6% 19.4% 20.9% 20.8% 21.4% 21.3% 21.6%
EBIT 127.0 293.0 380.0 502.0 624.0 690.0 800.5 914.5 1042.0
margin % 5.3% 11.9% 13.2% 15.2% 16.3% 15.8% 16.6% 16.8% 17.1%
Pre-Tax 140.0 303.0 386.0 507.0 623.0 692.0 804.2 919.9 1049.3
Net income 109.0 227.0 278.0 371.0 443.0 500.0 579.1 664.9 761.0
margin % 4.6% 9.3% 9.6% 11.2% 11.6% 11.4% 12.0% 12.2% 12.5%

Balance Sheet (CHFm) 2002 2003 2004 2005 2006 2007 2008E 2009E 2010E
Working Capital 216.0 196.0 139.0 223.0 219.0 191.0 213.3 240.0 269.2
WC as a % of turnover 9.0% 8.0% 4.8% 6.7% 5.7% 4.4% 4.4% 4.4% 4.4%
Capital Employed & goodwill 696.0 758.0 936.0 1238.0 1519.0 1645.0 1789.9 2035.1 2306.8
RoACE incl GW 17.7% 40.3% 44.9% 46.2% 45.3% 43.6% 46.6% 47.8% 48.0%
ROE 12.6% 21.9% 25.2% 27.0% 30.6% 27.0% 27.0% 25.8% 24.9%
Net Debt -402.0 -493.0 -438.0 -430.0 -216.0 -418.0 -609.0 -821.9 -1071.3
Gearing -44.8% -46.0% -37.7% -29.9% -14.1% -21.7% -27.2% -30.8% -33.8%

Cash Flow (CHFm) 2002 2003 2004 2005 2006 2007 2008E 2009E 2010E
Cash Flow 219.0 395.0 486.0 598.0 583.0 694.0 837.2 931.0 1061.1
Capex -121.0 -171.0 -201.0 -205.0 -224.0 -271.0 -279.8 -314.8 -353.2
WCR 32.0 -70.0 -61.0 -187.0 -31.0 12.0 -22.3 -26.7 -29.2
Free-Cash Flow 130.0 154.0 224.0 206.0 328.0 435.0 535.1 589.5 678.7

Key Valuation Ratios 2002 2003 2004 2005 2006 2007 2008E 2009E 2010E
Shares Outstanding (m) 7.8 7.7 7.5 7.6 7.6 7.6 7.6 7.6 7.6
Stock Price (CHF) 388.5 604.0 720.5 956.0 1,226 1,291 1,291 1,291 1,291
Market Cap* 3,020 4,644 5,396 7,260 9,307 9,859 9,859 9,859 9,859
EPS net 14.02 29.52 37.12 48.85 58.36 65.47 75.83 87.06 99.64
PER net 27.7 20.5 19.4 19.6 21.0 19.7 17.0 14.8 13.0
CFPS 28.2 51.4 64.9 78.7 76.8 90.9 109.6 121.9 138.9
PCF 13.8 11.8 11.1 12.1 16.0 14.2 11.8 10.6 9.3
P/NAV 3.4 4.3 4.6 5.0 6.1 5.1 4.4 3.7 3.1
ROE 12.6% 21.9% 25.2% 27.0% 30.6% 27.0% 27.0% 25.8% 24.9%
EV 2,618 4,151 4,958 6,830 9,091 9,441 9,250 9,037 8,788
EV / Sales 1.1 1.7 1.7 2.1 2.4 2.2 1.9 1.7 1.4
EBIT mg % 5.3% 11.9% 13.2% 15.2% 16.3% 15.8% 16.6% 16.8% 17.1%
EV / EBITDA 8.4 10.5 9.8 10.6 11.4 10.4 8.9 7.8 6.7
EV / EBIT 20.6 14.2 13.0 13.6 14.6 13.7 11.6 9.9 8.4
Yield % 1.6% 1.2% 1.3% 1.2% 4.2% 1.8% 2.7% 2.3% 2.7%

* historical datas are average figures
source: Jefferies International Ltd.
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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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Distribution of Ratings
IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [BUY/ SB] 495 57.16 59 11.92

HOLD [HOLD] 351 40.53 29 8.26

SELL [SU/ UNPF] 20 2.31 3 15.00

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.

© 2008 Jefferies International Ltd.
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