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Maintain Neutral 2 on valuation

B 2006 results—thedevil isin the details

Oerlikon reported strong yet in line 2006 results yesterday, with group net sales
rising 43% to CHF2.3bn, group EBIT rising aimost ten-fold to CHF329m, and
stated net income up nearly 13-fold to CHF300m. That said, organic revenue
growth was a moderate 6%, and adjusting for non-recurring gains & provision
releases, adj. net income was closer to CHF196m. This does not include the impact

of 1st time capitalised R& D (CHF49m) and atax rate of 0% (vs. 10% normalised).

B Turnaround continues...better earningsquality for 2007

While we think the pace of the turnaround has been enhanced by some aggressive
accounting, we note that “clean” operating margins (excl. Saurer) have improved
from 7.1% in H2 05 to 10.4% in H1 06 and 12.2% in H2 06. Furthermore, the
addition of Saurer should support an estimated CHF806m in EBITDA in 2007,
excl. any additional one-offs. With additional debt capacity of CHF1.4bn (ie, 3x
net debt/EBITDA) and treasury shares of CHF800+m, further acquisitions seem

likely.

B Retain Neutral 2 on valuation

Oerlikon trades on 16x 2008E PE and 14x 2008E EV/EBIT, or a 10% and 42%
respective premium to Euro Engineers. We retain our Neutral 2 rating on an
arguably rich multiple valuation, limited free float (c2%) and a weak information

policy.

B Valuation: New pricetarget of CHF745

Our price target remains DCF-based, with the increase largely reflecting a

reduction in WACC to 7.5% (from 8.5%) amid post-Saurer leverage.
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CHF745.00/US$613.72
Prior:CHF680.00/US$560.18

Price CHF720.00/US$593.13

RIC: OERL.VX BBG: OERL VX

Trading data (local/US$)

28 March 2007

52-wk range CHF775.38-280.39/US$637.93-226.24

Market cap. CHF10.2bn/US$8.39bn
Shares o/s 14.1m (REG)
Free float 33%
Avg. daily volume ('000) 165
Avg. daily value (CHFm) 1114
Balance sheet data 12/07E

Shareholders' equity CHF1.75bn
P/BV (UBS) 5.4x
Net Cash (debt) (CHF1.04bn)

Forecast returns

Forecast price appreciation +3.5%
Forecast dividend yield 0.0%
Forecast stock return +3.5%
Market return assumption 7.5%
Forecast excess return -4.0%
EPS (UBS, CHF)
12/07E 12/06

From To Cons. Actual
H1E - 13.42
H2E - 20.30 -
12/07E 34.35 33.84 32.08
12/08E 49.77 45.19 38.67

Highlights (CHFm) 12/05 12/06 12/07E 12/08E 12/09E
Revenues 1,605.00 2,290.90 5,411.88 6,092.22 6,711.12
EBIT (UBS) 8.00 225.10 583.67 739.66 840.14
Net Income (UBS) (2.20) 196.40 442.90 591.39 -
EPS (UBS, CHF) (0.16) 14.75 33.84 45.19 -
Net DPS (UBS, CHF) 0.00 0.00 0.00 0.00 0.00
Profitability & Valuation 5-yr hist av. 12/06 12/07E 12/08E 12/09E
EBIT margin % 1.4 9.8 10.8 12.1 125
ROIC (EBIT) % 2.6 10.9 175 21.6 24.1
EV/EBITDA (core) x 13.6 16.7 14.4 11.2 9.4
PE (UBS) x 932 25.3 213 15.9 -
Net dividend yield % 0.8 0.0 0.0 0.0 0.0

Source: Company accounts, Thomson Financial, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items.
Valuations: based on an average share price that year, (E): based on a share price of CHF720.00 on 28 Mar 2007 17:40 BST
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OERLIKON 28 March 2007

Low quality earnings in 2006...

Oerlikon's 2006 accounts confirm what we have feared throughout the 2006
interim reports, namely that the income statement includes many accounting
items and non-recurring gains that have significantly boosted stated earnings.
Firstly, sales were flattered by the first-time two month consolidation of Saurer,
which boosted net sales growth from 6% to 43%. At the ‘cost of sales’ line,
Oerlikon has significantly improved the gross margin of its POC accounted sales
(CHF222m in 2006, 10% of group sales) from 21% in 2005 to 51%. At the
‘R&D expenses' line, Oerlikon has begun to make use of IAS 38 and capitalised
CHF49m of R&D, or roughly 30% of its R&D cash costs for the year. In ‘other
operating income’, Oerlikon generated CHF96m in disposal gains of operating
real estate (CHF4m), securities (CHF76m), business activities (CHF12m) and
investment properties (CHF4m).Furthermore, the company booked an additional
CHF11m in impairment reversals here related to PP&E and real estate. Finally,
the company recognised tax |osses as deferred tax assets and reduced its income
tax to CHF1m, or arate of 0.1%.

Turnaround momentum nonetheless seems to continue...

What this all effectively means is that while stated net income improved by an
absolute CHF276m vyly, the true like-for-like improvement was closer to
CHF125m yly, again highlighting that while management’ s turnaround progress
is good, it remains in part largely driven by aggressive accounting, in our view.
That said, we have adjusted EBIT (eg, provison movements, non-recurring
gains, impairments, etc) since new management took over and the progress is
nonetheless measurable. Oerlikon reported an estimated “clean” EBIT margin of
7.1% in H2 2005, which improved to 10.4% in H1 06 and to 12.2% in H2 06
(excl. Saurer). This turnaround has been driven by low hanging fruit, such as as
organisational changes and streamlining of corporate functions, as well as the
more arduous work of systematically evaluating (i) the company’s various
opportunities for product leadership; (ii) gross margin improvements through
selective in-sourcing, product re-design, more efficient supply chain, lead time
reduction, etc; and (iii) realisation of better operating cost efficiencies.

Margin improvement - only 60bp y/y excl. accounting effects

Management indicated that roughly two-thirds of savings achieved in 2006 were
‘cost of sales' related and the rest were within operating costs. We note however
that accounting again played a relevant role here. For example, reported gross
margin improved from 31.2% to 33.8%. If we exclude Saurer, then the gross
margin for 2006 was even better at 35.4%, or arise y/y of 420bp. That said, if
we adjust for the impact of the change in POC accounting margin to 51% from
28%, then the like-for-like gross margin was closer to 31.5%, or an increase of
only 30bp y/y — that said, management does believe that 51% is the correct
margin on current projects being realised. Within operating expenses, if we
again exclude Saurer, operating expenses % sales (R&D, G&A & S&M only)
fell from 34.4% in 2005 to 26.9% in 2006. However, if we add back CHF49m in
capitalised R&D, this figure rises to 29.6%, implying a stated improvement of
750bp was actually a still respectable 480bp. However, if we strip out provisions
built in 2005 (CHF50mM) and released in 2006 (CHF12m), the y/y improvement
in costs % sales falls to a more dreary 30bp (30.7% in 2005 to 30.4% in 2006).
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Saurer - a good acquisition after all?

While we see no obvious rationale for the Saurer acquisition, we believe
management has indentified various soft factors that could be beneficial to the
combined group. The addition of the Saurer Textile unit does add a business
with a largely unrelated economic cycle to the other core units. The acquisition
does give Oerlikon access to magnetic bearing technology that should
significantly reduce the COGS within the Leybold Vacuum unit. Saurer does
also have significant production know-how that can be leveraged across into
Oerlikon's machine tool operations. Finaly, Saurer has firmly established
contacts in key emerging markets such as India and China, which Oerlikon can
utilise to drive sales growth in its core units. Finally, Saurer adds a new level of
scale to Oerlikon (COGS in 2005 of CHF1.1bn versus CHF3.9m in 2007E),
which should enable Oerlikon to realise significant savings in raw material
sourcing. That all said, we were disappointed that management did not provide
explicit synergy targets that would justify the premium they eventually paid for
Saurer - we estimate at roughly CHF100m. We also were surprised to learn that
Oerlikon used roughly CHF189m in treasury shares to help finance the
acquisition, we think putting into question the confidence in realising these
synergies and potentially revealing management’s view on the valuation of their
stock.

Cash is king...acquisitions looming?

As a confirmation of our aforementioned conclusion that the true like-for-like
improvement in earnings was only CHF125m, we look at FCF from operations,
which we believe improved from CHF28m in 2005 to CHF138m in 2006. We
believe that this metric will improve dramatically in 2007 to CHF356m when
adding a full 12-month contribution from Saurer and assuming some CHF200m
in organic operating profit increases. This implies that the EBITDA conversion
rate should improve to 44% from 32% in 2006, which should have a positive
impact on Oerlikon's credit worthiness. We continue to believe that the
company could leverage itself to 3x net debt / EBITDA, which for 2007 would
imply additional debt capacity of CHF1.4bn (CHF2.5bn for 2008), which when
combined with treasury shares of cCHF800m, implies a total “war chest” of
CHF2.2bn. We note that management has flagged potential bolt-on acquisitions
during H2 2007 in their analyst meeting presentation. As cashflows continue to
improve and given management’'s aggressive style, we believe that Oerlikon
could continue to grow quickly via acquisition in the medium-term, building a
portfolio of stable aggregrate cashflow.

Valuation - remains unappealing

In our opinion, it is only with this long-term horizon that one could be attracted
to Oerlikon. On a 12-18 month horizon, we bdieve that the valuation of the
group remains unappealing, with the market already discounting further value
creation via acquisitions (at uncertain conditions), implying risk which is
augmented by significant option-related background trading in the stock. At
14.6x 2008E EV/EBIT, Oerlikon trades at a 42% premium to the European
Engineering sector. We believe management’s aggressive cash management
strategy and ongoing premium earnings growth justifies a sizeable premium for
now. We continue to value Oerlikon with a DCF model, which allows us to
capture the valuation impact of a changing capital structure and operating
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margin outlook. Our new price target of CHF745 is derived using 6% medium-
term sales growth, a 10% medium-term EBIT margin assumption, 2% terminal
growth and a WACC of 7.5%, the latter of which we have reduced from 8.5%
following the added leverage during the Saurer transaction. We have adjusted
our EPS forecasts marginally after the 2006 results, cutting 2007 EPS by 2% and
2008 EPS by 9%. Given the rich valuation (based on multiples), low
transparency and limited free float (which we now estimate is effectively only

around 2%), we retain our Neutral 2 recommendation.

Table 1: Oerlikon Group - divisional forecast summary (CHFm)

OERLIKON Balzers Coating 2004 2005 2006 2007E 2008E 2009E
Order Intake 869 642 1195 1400 1692 2006
% yly -26% 86% 17% 21% 19%
Book-to-bill 0.80 1.46 1.18 1.03 1.00
Order book 259 101 477 687 743 739
Net sales 875 806 816 1190 1635 2010
% yly -8% 1% 46% 37% 23%
EBITDA 35 176 275 401 507
% margin 4.3% 21.6% 23.1% 24.5% 25.2%
EBIT -236 -20 135 215 320 409
% margin -26.9% -2.5% 16.5% 18.0% 19.5% 20.3%
OERLIKON Leybold Vacuum 2004 2005 2006 2007E 2008E 2008E
Order Intake 365 390 444 471 508 549
% yly % 14% 6% 8% 8%
Book-to-bill 1.02 1.03 1.03 1.02 1.02
Order book 36 45 59 75 83 92
Net sales 379 383 430 455 500 540
% yly 1% 12% 6% 10% 8%
EBITDA 5 56 67 85 93
% margin 1.3% 13.0% 14.8% 17.0% 17.3%
EBIT 6 4 47 57 73 79
% margin 1.6% -1.0% 10.9% 12.6% 14.5% 14.7%
OERLIKON Components 2004 2005 2006 2007E 2008E 2008E
Order Intake 543 423 437 473 526 563
% yly -22% 3% 8% 11% %
Book-to-bill 1.02 0.97 0.97 0.98 0.99
Order book 198 210 195 180 169 162
Net sales 596 416 450 488 537 570
% yly -30% 8% 8% 10% 6%
EBITDA 14 75 89 103 109
% margin 3.4% 16.7% 18.2% 19.2% 19.2%
EBIT -125 8 59 69 79 81
% margin -20.9% -2.0% 13.2% 14.2% 14.7% 14.2%

Source: Oerlikon, UBS estimates
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Table 2: Oerlikon Group - divisional forecast summary (continued) (CHFm)

OERLIKON Saurer Textile 2004 2005 2006 2007E 2008E 2008E
Order Intake 398 2292 2448 2619
% yly nm % %
Book-to-bill 1.01 1.04 1.06
Order book 825 848 935 1076
Net sales 438 2270 2360 2478
% yly nm 4% 5%
EBITDA 35 219 234 251
% margin 8.0% 9.6% 9.9% 10.1%
EBIT 24 153 161 172
% margin 5.5% 6.7% 6.8% 6.9%
OERLIKON Graziano Drive Systems 2004 2005 2006 2007E 2008E 2008E
Order Intake 154 1009 1059 1112
% yly nm 5% 5%
Book-to-bill 1.00 1.00 1.00
Order book 0 0 0 0
Net sales 154 1009 1059 1112
% yly nm 5% 5%
EBITDA 24 141 152 159
% margin 15.6% 13.9% 14.3% 14.3%
EBIT 14 80 85 89
% margin 9.1% 7.9% 8.0% 8.0%

Source: Oerlikon, UBS estimates
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OERLIKON

Income statement (CHFm) 12/02 12/03 12/04 12/05 12/06 12/07TE  %ch 12/08E  %ch 12/09E  %ch
Revenues 1,490.00 1,609.60 1,850.00 1,605.00 2,290.90 5,411.88 136.2 6,092.22 12.6 6,711.12 10.2
Operating expenses (ex depn) (1,423.50) (1,454.40) (1,693.00) (1,505.00) (1,961.80) (4,605.62)  134.8 (5,088.21) 105 (5,574.54) 9.6
EBITDA (UBS) 66.50 155.20 157.00 100.00 329.10 806.26 145.0 1,004.01 245 1,136.57 13.2
Depreciation (104.00) (96.00) (101.00) (92.00) (104.00) (222.59)  114.0 (264.35) 18.8 (296.44) 121
Operating income (EBIT, UBS) (37.50) 59.20 56.00 8.00 225.10 583.67 159.3 739.66 26.7 840.14 13.6
Other income & associates (22.50) (21.00) (56.80) 6.80 (18.20) (31.00) 70.3 (31.00) 0.0 - -
Net interest 15.00 7.00 3.00 5.00 (8.00) (55.00) 5875 (46.00)  -16.4 (44.00) 4.3
Abnormal items (pre-tax) 0.00 0.00 (348.00) 26.00 104.00 0.00 - 0.00 - 0.00

Profit before tax (45.00) 45.20 (345.80) 45.80 302.90 497.67 64.3 662.66 332 - -
Tax (8.00) (17.00) (26.00) (20.50) (0.50) (49.77)  9853.3 (66.27) 33.2 (76.71) 15.8
Profit after tax (53.00) 28.20 (371.80) 25.30 302.40 447.90 48.1 596.39 332 -
Abnormal items (post-tax) 0.00 0.00 0.00 0.00 0.00 0.00 - 0.00 - 0.00
Minorities / pref dividends 16.00 4.60 (6.00) (1.50) (2.00) (5.00)  150.0 (5.00) 0.0 (4.00)  -200
Net income (local GAAP) (37.00) 32.80 (377.80) 23.80 300.40 442.90 474 591.39 335

Net Income (UBS) 7.50 75.80 7.20 (2.20) 196.40 442.90 125.5 591.39 335

Tax rate (%) 37.61 - 44.76 0.17 10.00 5958.0 10.00 0.0

Pre-abnormal tax rate (%) 19.27 66.33 103.54 0.25 10.00 3918.0 10.00 0.0

Per share (CHF) 12/02 12/03 12/04 12/05 12/06 12/07TE %ch 12/08E %ch 12/09E %ch
EPS (local GAAP) (2.81) 2.49 (26.71) 175 22.56 33.84 46.6 45.19 335 - -
EPS (UBS) 0.57 5.76 0.51 (0.16) 14.75 33.84 129.4 45.19 335

Net DPS 2.00 2.00 0.00 0.00 0.00 0.00 - 0.00 - 0.00

Cash EPS 8.47 13.04 7.65 6.59 22.56 50.85 125.4 65.38 28.6 -

BVPS 112.00 112.91 85.84 70.78 104.65 133.98 28.0 179.14 337 23151 292
Balance sheet (CHFm) 12/02 12/03 12/04 12/05 12/06 12/07TE %ch 12/08E %ch 12/09E %ch
Net tangible fixed assets 597.00 591.00 566.00 567.00 1,336.00 1,369.11 25 1,370.29 0.1 1,353.01 -1.3
Net intangible fixed assets 345.00 287.00 199.00 214.00 1,949.00 1,988.42 2.0 2,029.91 21 2,074.16 2.2
Net working capital (incl. other assets) 479.00 446.00 393.00 356.00 638.00 662.48 5.5 684.93 4.8 729.29 9.0
Other liabilities (395.00) (289.00) (405.50) (308.00) (635.00) (632.30) 0.4 (637.74) 0.9 (642.69) 0.8
Operating invested capital 1,026.00 1,035.00 752.50 829.00 3,288.00 3,387.71 3.0 3,447.39 1.8 3,513.78 19
Investments 50.00 66.00 58.00 28.00 46.00 46.00 0.0 46.00 0.0 46.00 0.0
Total capital employed 1,076.00 1,101.00 810.50 857.00 3,334.00 3,433.71 3.0 3,493.39 1.7 3,559.78 19
Shareholders' equity 1,475.00 1,487.00 1,213.90 1,001.00 1,480.00 1,753.60 18.5 2,344.56 337 3,030.03 29.2
Minority interests 79.00 72.00 6.00 7.00 24.00 29.00 20.8 34.00 17.2 38.00 11.8
Total equity 1,517.00 1,529.00 1,192.90 998.00 1,482.00 1,760.60 18.8 2,356.56 338 3,046.03 29.3
Net debt / (cash) (687.00) (684.00) (627.40) (427.00) 1,223.00 1,04411  -146 507.84 514 (115.25) -
Debt deemed provisions 246.00 256.00 245.00 286.00 629.00 629.00 0.0 629.00 0.0 629.00 0.0
Total capital employed 1,076.00 1,101.00 810.50 857.00 3,334.00 3,433.71 3.0 3,493.39 17 3,559.78 19
Cash flow (CHFm) 12/02 12/03 12/04 12/05 12/06 12/07TE %ch 12/08E  %ch 12/09E  %ch
Operating income (EBIT, UBS) (37.50) 59.20 56.00 8.00 225.10 583.67 159.3 739.66 26.7 840.14 13.6
Depreciation 104.00 96.00 101.00 92.00 104.00 222.59 114.0 264.35 18.8 296.44 12.1
Net change in working capital 92.00 24.00 31.00 31.00 18.00 (24.48) - (22.45) -8.3 (44.36) 97.6
Other (operating) (8.00) (46.00) 346.00 (31.00) (51.00) 0.00 - 0.00 - 0.00 -
Operating cash flow 150.50 133.20 534.00 100.00 296.10 781.78 164.0 981.56 25.6 1,092.21 11.3
Net interest received / (paid) 15.00 7.00 3.00 5.00 (8.00) (55.00) 5875 (46.00)  -16.4 (44.00) 4.3
Dividends paid (27.00) (29.00) (33.00) 0.00 0.00 0.00 - 0.00 - 0.00 -
Tax paid (45.00) (19.00) (27.00) (20.50) (0.50) (49.77)  9853.3 (66.27) 33.2 (76.71) 158
Capital expenditure (74.00) (96.00) (128.00) (88.00) (161.00) (240.12) 49.1 (247.03) 2.9 (258.41) 4.6
Net (acquisitions) / disposals 47.00 10.00 4.00 111.00 (1,512.00) (177.000  -883 0.00 0.00

Other 75.00 28.60 (372.80) 31.30 83.80 (36.00) - (36.00) 0.0 -

Share issues 0.00 0.00 0.00 (202.00) 189.00 0.00 0.00 - 0.00

Cash flow (inc)/dec in net debt 141.50 34.80 (19.80) (63.20) (1,112.60) 223.89 586.27  161.9

FX /non cash items (246.50) (37.80) (36.80) (137.20) (537.40) (45.00)  -91.6 (50.00) 11.1 - -
Balance sheet (inc)/dec in net debt (105.00) (3.00) (56.60) (200.40) (1,650.00) 178.89 - 536.27  199.8 623.09 16.2
Core EBITDA 66.50 155.20 157.00 100.00 329.10 806.26 145.0 1,004.01 245 1,136.57 13.2
Maintenance capital expenditure (74.50) (80.48) (92.50) (80.25) (114.55) (270.59)  136.2 (304.61) 126 (335.56) 10.2
Maintenance net working capital (10.77) (10.05) 9.12) (8.19) (13.41) (14.14) 5.5 (14.82) 4.8 (16.15) 9.0
Operating free cash flow, pre-tax (18.77) 64.67 55.38 11.56 201.15 521.52  159.3 684.58 31.3 784.87 14.6

Source: Company accounts, Thomson Financial, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. Note: For some companies, the data represents an extract of the full company accounts.
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Rating Neutral 2 *
Price target CHF745.00 Valuation () SYrAvg 12005 1206 12/07E_ 12/08E _ 12/09E
PIE (local GAAP) 271.3 NM 19.1 25.1 18.8
PE (UBS) -93.2 <-100 25.3 21.3 15.9
Company proﬁ'e P/CEPS 17.3 25.9 16.6 14.2 11.0 -
o ) Net dividend yield (%) 0.8 0.0 0.0 0.0 0.0 0.0
OERLIKON specialises in thlln-fllm equipment systems for a hostl of P/BV 17 24 26 5.4 40 321
end markets. The group gonmsts of fqur dIVISIOlnSZ (1) Balzers Coaqng EVirevenue (core) 10 08 24 21 18 16
(51% of 2005 sales), with four business lunlts (Wafer Processing, EVIEBITDA (core) 136 134 167 144 112 04
Solar Technology, Data Storage and Coating Services; (2) Leybold EVIEBIT (core) NM NM 244 199 152 127
Vacuum (24% of 2005 sales); (3) Components (14% of 2005 sales); ' : ) '
. EV/OpFCF (core) NM NM 27.3 222 16.4 136
and (4) ESEC (12% of 2005 sales). The company is furthermore EVion. invested capital 17 17 97 - 13 a1
seeking control of Swiss industrial Saurer (24% stake), and has a op. Invested capita - - - - - -
stated intemlion to dive:;t its ESEC business qnit. OERLIKON is 47% Enterprise value (CHFm) 1205 1206 12/07E 12/08E 12/09E
owned by Victory Holding, with Renova Holding (10%) and Oerlikon Average market cap 241453 528039  10,634.78 1063478  10,634.78
(10%) also major owners. + minority interests 1050 36.00 43,50 51.00 57.00
+ average net debt (cash) (527.20) 398.00 1,133.55 775.97 196.29
+ pension obligations and other 286.00 629.00 629.00 629.00 629.00
- non-core asset value (844.79) (844.79) (844.79) (844.79) (844.79)
Core enterprise value 1,339.04 5498.60 11,596.05  11,245.97  10,672.29
Value (EV/OpFCF & P/E)
Growth (%) 5Yr Avg 12/05 12/06 12/07E 12/08E 12/09E
120¢ S 2000 Revenue 6.8 -13.2 0.7 136.2 126 10.2
100¢ v 4 — — O EBITDA (UBS) -12.8 -36.3 NM 145.0 24.5 132
B0« / EEZ EBIT (UBS) 377 -85.7 NM 159.3 26.7 13.6
60c o0 EPS (UBS) - - - 129.4 335
40 800x Cash EPS -19.5 -13.8 NM 125.4 28.6
)/ -1000¢ Net DPS
‘ ‘ ‘ ‘ 12000 BVPS -13.8 -175 47.9 28.0 33.7 29.2
12/05 12106 12007 12/08 12/09
EVIOpFCF (LHS) —— PJE (RHS)
Margins (%) 5Yr Avg 12/05 12/06 12/07E 12/08E 12/09E
EBITDA / revenue 74 6.2 14.4 14.9 16,5 16.9
Profitability EBIT / revenue 14 05 9.8 10.8 121 125
50 Net profit (UBS) / revenue 19 NM 8.6 8.2 9.7
2006 Return on capital (%) 5Yr Avg 12/05 12/06 12/07E 12/08E 12/09E
150 EBIT ROIC (UBS) 2.6 1.0 10.9 175 21.6 24.1
100% ROIC post tax - NM 109 15.7 195
Net ROE 2.3 (0.2) 158 27.4 28.9
0% 12/55 12006 1201(8) 1208(8) 1209(E) Coverage ratios (x) 5Yr Avg 12/05 12/06 12/07E 12/08E 12/09E
W EBIT margin (LHS) —— ROIC (RHS) EBIT / net interest - 27.9 10.6 16.1 19.1
Dividend cover (UBS EPS)
Div. payout ratio (%, UBS EPS) - - - - - -
ROE v PBR Net debt / EBITDA NM NM 3.7 13 0.5 NM
30.0% 8.0x
50 o0 Efficiency ratios (x) 5Yr Avg 12/05 12/06 12/07E 12/08E 12/09E
200% o Revenue / op. invested capital 17 2.0 11 16 18 19
150 5o Revenue / fixed assets 18 2.1 11 16 18 2.0
1:-3: I » Revenue / net working capital 44 5.6 6.4 11.8 12.6 13.0
00% 3 o Investment ratios (x) 5Yr Avg 12/05 12/06 12/07E 12/08E 12/09E
S0 12105 12106 12007(E) 12108(E) 12009(E) 2'0" OpFCF / EBIT 12 14 0.9 0.9 0.9 0.9
mmm ROE(LHS) —— PBR (RHS) Capex / revenue (%) 6.6 55 7.0 44 4.1 39
Capex / depreciation 11 1.0 15 11 0.9 0.9
Growth (UBS EPS) Capital structure (%) 5Yr Avg 12/05 12/06 12/07E 12/08E 12/09E
Net debt / total equity (46.8) (42.7) 82.6 59.5 217 (3.8)
Net debt / (net debt + equity) (88.1) (74.4) 45.2 37.3 17.8 (4.0
Net debt (core) / EV (34.9) (39.4) 7.2 9.8 6.9 18
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mmm Revenue (LHS) —— UBS EPS Growth (RHS)

* Exception to core rating bands; See page 9

Source: Company accounts, Thomson Financial, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items.
Valuations: based on an average share price that year, (E): based on a share price of CHF720.00 on 28 Mar 2007 17:40 BST Market cap(E) may include

forecast share issues/buybacks.

Yves Kissenpfennig, CFA

Analyst
yves.kissenpfennig@ubs.com
+41-44-239 7923
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= OERLIKON

OERLIKON specialises in thin-film equipment systems for a host of end
markets. The group consists of four divisions: (1) Balzers Coating (51% of 2005
sales), with four business units (Wafer Processing, Solar Technology, Data
Storage and Coating Services; (2) Leybold Vacuum (24% of 2005 sales); (3)
Components (14% of 2005 sales); and (4) ESEC (12% of 2005 sales). The
company is furthermore seeking control of Swiss industrial Saurer (24% stake),
and has a stated intention to divest its ESEC business unit. OERLIKON is 47%
owned by Victory Holding, with Renova Holding (10%) and Oerlikon (10%)
also major owners.

= Statement of Risk

Oerlikon’s businessis highly cyclical, ultimately a function of economic activity
and specifically business and consumer spending. Orders at Oerlikon are likely
to exhibit high levels of volatility, which will likely be reflected in share prices.
We furthermore see high competitive risk in certain areas of the portfolio, and
note that value-impacting M& A transactions seem likely at Oerlikon. We finally
note that Oerlikon valuation and forecasts reflect ongoing success at driving
profitability gains. Finally, we note that Oerlikon employs aggressive financial
management that could limit the sustainability of historic cashflows, and that
share price volatility is exacerbated by significant option-related trading in the
underlying. Overall, we believe Oerlikon is a risky asset and rate the shares with
a Predictability of 2.

= Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers; and (2) no part
of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the
research report.
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Required Disclosures

This report has been prepared by UBS Limited, an affiliate of UBS AG (UBS).

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/discl osures.

UBS Investment Research: Global Equity Ratings Definitions and Allocations

UBS Rating Definition UBS Rating Definition Rating Category Coverage' IB Services®
FSR is > 6% above the FSR is > 6% above the

Buy 1 MRA, higher degree of Buy 2 MRA, lower degree of Buy 44% 36%
predictability predictability
FSR is between -6% FSR is between -6%

Neutral 1 ﬁnd 6% of the MRA, Neutral 2 and 6% of the MRA, Neutral 43% 36%

igher degree of lower degree of

predictability predictability
FSR is > 6% below the FSR is > 6% below the

Reduce 1 MRA, higher degree of Reduce 2 MRA, lower degree of  Sell 13% 26%
predictability predictability

1:Percentage of companies under coverage globally within this rating category.
2:Percentage of companies within this rating category for which investment banking (IB) services were provided within the past
12 months.

Source: UBS. Ratings allocations are as of 31 December 2006.

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).

Predictability Level The predictability level indicates an analyst's conviction in the FSR. A predictability level of '1' means that
the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities. A predictability level of '2' means
that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.

EXCEPTIONS AND SPECIAL CASES

US Closed-End Fund ratings and definitions are:  Buy: Higher stability of principal and higher stability of dividends; Neutral:
Potential loss of principal, stability of dividend; Reduce: High potential for loss of principal and dividend risk.

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount;
Reduce: Negative on factors such as structure, management, performance record, discount.

Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Companies Mentioned or Company Disclosure table in the relevant
research piece.

Company Disclosures

Company Name Reuters Rating Price Price date
OERLIKON®>*> OERL.VX Neutral 2 (CBE) CHF752.36 27 Mar 2007

Source: UBS. All prices as of local market close.
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4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.
5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services

from this company/entity within the next three months.
20.  Because UBS believes this security presents significantly higher-than-normal risk, its rating is deemed Buy if the FSR
exceeds the MRA by 10% (compared with 6% under the normal rating system).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

OERLIKON (CHF)

Price Target (CHF) === Stock Price (CHF)
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1 1 T | T T 1 I T | T T 1 I T | T T 1 1
Buy2 I ]
Neutral 2 L ]  I—
Reduce 2 L ]! ] [ ]
No Rating 0 ./

Source: UBS; as of 27 Mar 2007

Note: On September 9, 2006, UBS adopted new percentage band criteria for its rating system. (See 'UBS Investment Research:
Global Equity Ratings Definitions and Allocations' table for details). Between October 13, 2003 and September 9, 2006 the
percentage band criteria used in the rating system was 10%. Prior to October 13, 2003, the UBS ratings and their definitions
were: Buy 1: Excess return potential >15%, smaller range around price target; Buy 2: Excess return potential >15%, larger
range around price target; Neutral 1: Excess return potential between -15% and 15%, smaller range around price target; Neutral
2: Excess return potential between -15% and 15%, larger range around price target; Reduce 1: Excess return potential < -15%,
smaller range around price target; Reduce 2: Excess return potential < -15%, larger range around price target. Excess return is
defined as the difference between the FSR and the one-year local market interest rate.
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Global Disclaimer

This report has been prepared by UBS Limited, an affiliate of UBS AG (UBS). In certain countries UBS AG is referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial situation or particular needs
of any specific recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. The report
should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this report are subject to change without notice and may differ or be
contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. The analysis contained herein is based on numerous
assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales
personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information
contained herein. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The
compensation of the analyst who prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is
not based on investment banking revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. Additional
information will be made available upon request.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market
maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out
in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are market
counterparties or intermediate customers (as detailed in the FSA Rules) and is only available to such persons. The information contained herein does not apply to, and should not be relied
upon by, private customers. UBS Limited is regulated by the FSA. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France
S.A. is regulated by the the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been
prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the
Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espafia SV, SA. UBS Securities Espafia SV, SA
is regulated by the Comision Nacional del Mercado de Valores (CNMV). . Russia: Prepared and distributed by the Moscow Representative Office of UBS Cyprus Moscow Limited.
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS lItalia Sim S.p.A.. UBS Italia Sim
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this report, the
report is also deemed to have been prepared by UBS Italia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the
South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised Financial Services Provider. United States: Distributed to US
persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a
“non-US affiliate”), to major US institutional investors only. UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US
affiliate when distributed to US persons by UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected
through UBS Securities LLC or UBS Financial Services Inc., and not through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of
the principal Canadian stock exchanges & CIPF. A statement of its financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by
UBS Securities Asia Limited. Singapore: Distributed by UBS Securities Pte. Ltd or UBS AG, Singapore Branch. Japan: Distributed by UBS Securities Japan Ltd to institutional investors only.
Australia: Distributed by UBS AG (Holder of Australian Financial Services Licence No. 231087) and UBS Securities Australia Ltd (Holder of Australian Financial Services Licence No. 231098)
only to “Wholesale” clients as defined by s761G of the Corporations Act 2001. New Zealand: Distributed by UBS New Zealand Ltd.

© 2007 UBS. All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written permission of UBS and UBS accepts no liability whatsoever for the
actions of third parties in this respect.
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