


The audiocast of Bodycote’s 2007 Interim Results presentation can be found in the Investor Relations section of the Bodycote website. 
We invite you to view and listen by visiting www.bodycote.com/audiocast

www.bodycote.com/audiocast

Cover image: Is representative of the growth of services provided by the Bodycote Testing Group and the continuing strengthening of the Bodycote Group.
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INTRODUCTION
Bodycote performed strongly in the first half of
2007 with further improvement, compared to
the first half of 2006, in the key areas of return
on capital employed (up 0.6%), headline*
operating margins (better by 0.7%), headline*
operating profit at constant exchange rates
(ahead 23.4%) and sales at constant currency
(better by 18.8%). Reported sales were
£317.6m (2006: £279.3m), ahead 13.7% and
operating profit was £47.6m (2006: £39.7m),
up 19.9%. Sales growth was driven by
outsourcing wins, with 118 new agreements
contributing an increase in sales of £16.2m
compared to the first half of 2006 and strong
market demand in Aerospace, Power
Generation, and Oil & Gas. 

The progress in European Heat Treatment
(organic growth 9.7 %), HIP worldwide
(organic growth 15.3 %) and the Materials
Testing/Engineering & Technology/
Measurement Technology (MEM) division
of Testing (organic growth 12.6 %) has been
particularly good. In the first half we acquired
four Thermal Processing and two Testing
businesses at a cost of £6.6m. Acquisition
activity, as planned, has been at a lower rate in
the first half whilst we focus on the integration
of 17 businesses in 52 facilities acquired last
year. Since the end of June we have acquired
a further two Thermal Processing companies
and, as previously indicated, we expect to
invest c£60m in acquisitions for the year as
a whole.

RESULTS FOR THE FIRST HALF OF 2007
Underlying sales growth was robust.
At constant exchange rates sales increased
by 18.8% in the first half of 2007 and reported
sales were £317.6m compared to £279.3m
in 2006, an increase of 13.7%. Of this
improvement 8.3% was organic on a like
for like basis, but was reduced to 6.3% after
the impact of closed or sold heat treatment
facilities. Acquisitions added 12.5%. The effect
of exchange rates on translation impacted
reported sales by 5.1%. 

Revenue from Strategic Partnerships and
Long Term Agreements increased to 22%
(2006: 20%) of Group sales and in absolute
terms this represents an increase of £16.2m
or 29.7% year on year.

Headline* operating profit increased by
23.4% at constant exchange rates. Statutory
operating profit increased 18.7% to £48.2m
(2006: £40.6m). The headline* operating
margin has improved from 14.5% to 15.2%.

Operating profit increased by £7.9m after
allowing for favourable changes to the rules
of the UK final salary pension scheme (£4.1m),
largely offset by goodwill impairment (£1.8m)
and bid response costs (£2.1m), each of which
is exceptional in nature. A charge of £1.1m
(2006: £0.5m) has been accrued in head office
for the Group’s share-based long term incentive
plan (LTIP). 

As the Group is targeting significant growth in
Asia, incremental management and business
development costs have been incurred, with a
spend in the first half of £0.6m (2006: £0.2m).
In addition, facilities which are in the start-up
phase in China, Singapore and India have
recorded operating losses of £0.5m in the
first half (2006: £0.1m). We expect levels
of expense to be similar in the second half.

REVIEW BY STRATEGIC BUSINESS
UNIT (SBU)
Thermal Processing SBU
Thermal Processing recorded increased sales
of 14.1% at constant exchange rates. This
was split 8.4% organic, -2.7% in respect of
closed plants and 8.4% from acquisitions.
Reported sales were £232.1m (2006: £211.9m)
after allowing for adverse exchange rate
movement of 4.6%. Return on Capital
Employed (ROCE) improved to 10.8%
(2006: 9.4%) and the headline* operating
margin was increased to 17.4% (2006: 15.9%).

In the first half of 2007 there were four
acquisitions in Thermal Processing; three
small businesses from the Group’s associate
undertaking SSCP Coating Sarl (SSCP), in
India, Brazil and Argentina and Techmeta SA,
an electron beam welding business in France.

Since the end of June we have acquired
two further businesses; Ruidahong Heat
Treatment Co. Ltd, which has two facilities
in the Ningbo region of China and provides
batch and mesh belt atmosphere heat
treating, and Nitruvid SA, which operates
from three sites in France and specialises
in patented plasma nitriding processes. 

Heat Treatment
Sales increased at constant exchange rates
by 14.0% compared to the same period in
2006, of which 4.7% was organic and, if the
impact of closing facilities in USA and UK
was excluded, would have been 7.7% on
a like for like basis. 

Sales were £210.8m (2006: £192.2m) and
headline* operating profit was £32.9m
(2006: £27.6m) and would have been £1.1m
higher had currency been constant. Headline*
operating margin rose to 15.6 % (2006: 14.4%),
driven by organic growth and the exit from
underperforming locations.

Organic sales growth in Europe was 9.7%,
on the back of robust demand in Germany
and Sweden and was enhanced by new
outsourcing wins in UK, France, Germany and
Sweden in the Automotive, Heavy Truck and
Mining sectors. Bodycote currently operates
in five countries in Eastern Europe, where
sales growth is in double digits and overall
profitability is good. The integration of the
recent acquisition in Turkey is progressing
according to plan. 

In North America, Aerospace, Power
Generation and Oil & Gas sectors are buoyant
and are anticipated to remain so. As expected
Automotive was weaker in quarter two than
quarter one, although half one sales to the
sector in constant currencies are up £1.6m
in ongoing facilities. Costs have been reduced
following the closure of two plants and the
sale of another. Operating margins have
improved but, as anticipated, sales were
reduced in the half year by £5.2m (at constant
exchange rates) which represents 8.9% of
half year sales in North America. In the
Brazilian heat treatment business acquired in
November 2006, sales are ahead of the same
period last year by 6.7%. In both North and
South America we continue to focus on
higher added value opportunities and more
advanced processing solutions to move the
mix more in line with our European business.

Our expansion into Asia continues at a
controlled pace as planned with Wuxi, China,
now in production and with the acquisition
of two facilities near Ningbo China and two
facilities in India. In addition, to service the
Oil & Gas sector, a greenfield thermal spray
facility in Singapore is now in production
and we are offering thermal spray and
K-Tech services in Dubai via a licensee.
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Operating Profit and Margins
Group reported headline* operating profit
increased by 18.7% and by 23.4% at constant
exchange rates. Heat Treatment increased
headline* operating profits by 19.2% (23.3%
at constant exchange rates). HIP by 25.0%
(28.1% at constant exchange rates) and Testing
by 19.8% (26.0% at constant exchange rates).

The overall Group operating margin increased
to 15.2% (2006: 14.5%). Demand was robust
in most of our markets in the first half of 2007
with the exception of Automotive in North
America. On average, selling prices have
increased by 2.3%, whilst labour rates have
increased year on year by approximately 3%.
Natural gas prices have fallen in the USA and
UK but electricity prices have continued to
rise in all regions except North America and
Scandinavia. As a result, total energy costs as
a percentage of Thermal Processing sales are
fractionally lower than in the same period in
2006, as the impact has been recovered in
selling prices. Energy cost changes in the
second half are expected to be small. 

In Heat Treatment, headline* operating margins
improved from 14.4% to 15.5% while HIP
continued to benefit from robust Aerospace
and Power Generation demand and headline*
operating margins moved ahead from 30.5%
to 35.2%. Testing headline* operating margins
fell back from 14.2% to 13.4% due to the
continuing impact of the lower margin
businesses acquired in 2006 and difficult
trading conditions in Health Sciences and
Environmental testing activities in the UK
and Western Canada.

SSCP Coating Sarl
At the beginning of the year, as part of the
refinancing of SSCP, its shareholders agreed
that £10.4m of new funding would have share
warrants attaching. Bodycote decided that it
was in the Group’s interest to maintain its
shareholding in SSCP and thus subscribed to
a pro rata share of the new funding, investing
£3.4m. The Group currently owns 23.0% of
the share capital of SSCP.

Bid Response Costs
In responding to the approach from Sulzer AG of
Switzerland, the Group incurred costs of £2.1m.

Pension Scheme Rule Changes
Following a review of the Group’s UK final
salary pension scheme, which has been closed
to new members since 2001 but allows benefit
accrual for members who remain employees of
the Group, an agreement was reached with the
trustees to cap increases in future pensionable
salaries at RPI or 3%, whichever is the lower.
The Scheme’s actuary has calculated that this
will reduce liabilities by £4.1m, an exceptional
item which has been credited to the income
statement in the first half of 2007 in line with
the requirements of IAS19.

Interest
The net finance charge for the Group was £5.0m
compared to £4.9m in 2006. The increase is a
result of higher average net debt levels resulting
from acquisitions in 2006 and 2007, offset by
the favourable impact of interest on debt
drawings in currencies other than sterling.
Interest cover is 10.7x (2006: 8.8x).

Profit before tax
Headline* profit before tax was £43.2m
compared to £35.1m in 2006. Profit before
tax was £42.6m as against £34.8m in 2006.

Taxation
The tax charge was £9.5m in the period,
£12.2m higher than in the same period of
2006. This increase is attributable to higher
taxable profits in 2007 and the benefit of a
£10.6m tax credit in 2006, which resulted
from settlements reached with Tax Authorities
in respect of earlier periods. The underlying
charge for the first half of 2007 at 23.4% 
(full year 2006: 22.5%) represents an underlying
effective tax rate for the Group, stated prior
to goodwill impairment and amortisation of
acquired other intangibles and before exceptional
items. The actual effective tax rate represents
the weighted average corporation tax rate
expected for the full financial year.

Earnings per share
Headline* earnings per share, after adding
back the post-tax effect of goodwill impairment,
amortisation of acquired intangibles, change
in pension scheme rules, bid response costs
and prior year exceptional tax benefits, rose
by 22.6% to 10.3p (2006: 8.4p). Basic earnings
per share for the half year were 10.1p (2006:
11.6p) and diluted earnings per share were
10.1p (2006: 11.6p). 

Dividend
The Board has recommended an interim
dividend of 2.75p (2006: 2.5p), a 10% increase.
The dividend is covered 3.7 times by headline*
earnings (2006: 3.4 times). This will be paid on
4 January 2008 to all shareholders on the register
at the close of business on 30 November 2007.

CAPITAL STRUCTURE
Net Debt
Group net debt was £163.0m (2006: £143.2m).
During the year additional loans of £3.5m
were drawn down under committed facilities.
The Group continues to be able to borrow at
competitive rates and therefore currently
deems this to be the most effective means
of funding. Gearing at end of June 2007 was
34% (2006: 31%).

Cash flow
Cash flow from operating activities was £48.6m
(2006: £47.7m). After allowing for interest and
significantly increased tax payments, the Group
generated free cash flow of £9.7m in the first
half of the year (2006: £17.5m). There has
been continued focus on cash collection and
debtor days have improved to 66 (2006: 68).
Acquisitions resulted in net cash outgoings of
£6.6m (2006: £51.0m). Due to the pattern of
trading, the Group tends to generate more cash
in the second half. This year is expected to
follow that pattern.

Capital Expenditure
As a result of the Group expanding into
emerging markets and continuing to invest in
ROCE enhancing outsourcing opportunities,
net capital expenditure for the first half year
was £33.9m compared to £25.3m in 2006.
The multiple of net capital expenditure to
depreciation was, as forecast, 1.3 times
(2006: 1.1 times). With buoyant demand in a
number of the Group’s markets, we anticipate
that capital expenditure will continue at this
level for the remainder of the year and in 2008.

Major projects that were started last year and
that have been continuing in 2007 include the
establishment of a combined Thermal Spray and
Testing facility in Singapore, expansion of the
HIP facility in Camas, USA, additional Kolsterising
capacity in southern Germany and France, the
development of greenfield heat treatment and
testing facilities in Mexico and the consolidation
of two laboratories in Manchester, UK. 
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Interim dividend for 2007 4 January 2008

Results for 2007 February 2008

Annual general meeting 30 April 2008

Final dividend for 2007 July 2008

Interim results for 2008 July 2008

Interim dividend for 2008 January 2009

Shareholder Enquiries

Enquiries on the following administrative matters can be addressed to the Company’s registrars, Capita Registrars, Northern House,
Woodsome Park, Fenay Bridge, Huddersfield HD8 0LA. Telephone: 0870 1623131 or +44(0)208 639 2157; Fax: +44(0)1484 600911;
and email: shareholder.services@capitaregistrars.com

- Change of address
- Lost share certificates or dividend cheques
- Dividend mandates
- Amalgamation of holdings

Forms for these matters can be downloaded from the registrars’ website at www.capitaregistrars.com, where shareholders can also check
their holdings and details.

Share Dealing Service

Information on a low cost share dealing service offered by our registrar is available from Capita on 0870 458 4577 or at www.capitadeal.com






