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CAUTIONARY FACTORS THAT MAY AFFECT FUTURE RESULTS
 
(Cautionary Statements Under the Private Securities Litigation Reform Act of 1995)
 
Our disclosure and analysis in this Form 10-Q contains some forward-looking statements that are based on management’s beliefs and assumptions, current
expectations, estimates and forecasts. Statements that are not historical facts, including state ments that are preceded by, followed by, or that include, words
such as “estimate,” “expect,” “intend,” “believe,” “plan,” “anticipate” and other words and terms of similar meaning are forward-looking statements. West’s
estimated or anticipated future results, product performance or other non-historical facts are forward-looking and reflect our current perspective on existing
trends and information.
 
Many of the factors that will determine the Company’s future results are beyond the ability of the Company to control or predict. These statements are subject
to known or unknown risks or uncertainties, and therefore, actual results could differ materially from past results and those expressed or implied in any
forward-look ing statement. You should bear this in mind as you consider forward-looking statements. We undertake no obligation to publicly update
forward-looking statements, whether as a result of new information, future events or otherwise.
 
Important factors that may affect future results include, but are not limited to, the following:
 
Revenue and profitability:
 
·      sales demand and our ability to meet that demand;
 
·      competition from other providers in the Company’s businesses, including customers’ in-house operations, and from lower-cost producers in emerging

markets, which can impact unit volume, price and profitability;
 
·      customers’ changing inventory requirements and manufacturing plans that alter existing orders or ordering patterns for the products we supply to them;
 
·      the timing, regulatory approval and commercial success of customer products that incorporate our products, including relevant third-party reimbursement

for prescription products, medical devices and components and medical procedures in which these products are employed or consumed;
 
·      average profitability, or mix, of products sold in any reporting period;
 
·      maintaining or improving production efficiencies and overhead absorption;
 
·      the timeliness and effectiveness of capital investments, particularly capacity expansions, including the effects of delays and cost increases associated with

construction, availability and cost of capital goods, and necessary internal, governmental and customer approvals of planned and completed projects, and
the demand for goods to be produced in new facilities;

 
·      dependence on third-party suppliers and partners, including our Japanese partner Daikyo Seiko, Ltd.;
 
·      the availability and cost of skilled employees required to meet increased production, managerial, research and other needs of the Company, including

professional employees and persons employed under collective bargaining agreements;
 
·      interruptions or weaknesses in our supply chain, which could cause delivery delays or restrict the availability of raw materials and key bought-in

components and finished products;
 
·      raw material and energy price escalation, and our ability to pass along the increased costs to our customers through sales price increases; and
 
·      claims associated with product quality, including product liability, and the related costs of defending and obtaining insurance indemnifying the Company for

the cost of such claims.
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Other Risks:
 
·      the cost and progress of development, regulatory approval and marketing of new products as a result of the Company’s research and development efforts;
 
·      the defense of self-developed or in-licensed intellectual property, including patents, trade and service marks and trade secrets;
 



·      dependence of normal business operations on information and communication systems and technologies provided, installed or operated by third parties,
including costs and risks associated with planned upgrades to existing business systems;

 
·      national, regional and local economic and business conditions;
 
·      the relative strength of the U.S. dollar in relation to other currencies, particularly the Euro, British Pound, and Japanese Yen;
 
·      changes in tax law or loss of beneficial tax incentives;
 
·      the conclusion of unresolved tax positions consistent with currently expected outcomes; and
 
·      the timely execution and realization of savings anticipated by the restructuring plan for certain operations and functions of the Tech Group, announced in

December 2007.
 
We also refer you to the risks associated with our business that are contained in our Annual Report on Form 10-K under Item 1A, “Risk Factors and
Cautionary Factors That May Affect Future Results,” as supplemented from time to time in subsequently filed Quarterly Reports on Form 10-Q, and other
documents we may file with the Securities and Exchange Commission.
 
All trademarks and registered trademarks used in this report are the property of West Pharmaceutical Services, Inc. and its subsidiaries, unless noted
otherwise.
 
Exubera® is a registered trademark of Pfizer Inc.
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PART I.         FINANCIAL INFORMATION
 
ITEM 1.          FINANCIAL STATEMENTS
 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
West Pharmaceutical Services, Inc. and Subsidiaries
(In millions, except per share data)
 
  

Three Months Ended
 

  
March 31,

 

  
2008

 
2007

 

Net sales
 

$ 270.7
 

$ 257.6
 

Cost of goods sold
 

187.2
 

177.2
 

Gross profit
 

83.5
 

80.4
 

Research and development
 

5.4
 

3.6
 

Selling, general and administrative expenses
 

40.1
 

37.0
 

Restructuring and other items (Note 2)
 

(0.1) 0.2
 

Operating profit
 

38.1
 

39.6
 

Interest expense
 

4.1
 

2.9
 

Interest income
 

(1.0) (0.6)
Income before income taxes and minority interests

 

35.0
 

37.3
 

Income tax expense
 

8.5
 

11.2
 

Minority interests
 

0.2
 

0.1
 

Income from consolidated operations
 

26.3
 

26.0
 

Equity in net (loss) income of affiliated companies
 

(0.1) 0.5
 

Net income
 

$ 26.2
 

$ 26.5
 

      
Net income per share:

     

Basic
 

$ 0.81
 

$ 0.81
 

Assuming dilution
 

$ 0.76
 

$ 0.77
 

      
Average common shares outstanding

 

32.2
 

32.7
 

Average shares assuming dilution
 

36.1
 

34.5
 

 
See accompanying notes to condensed consolidated financial statements.

 
5

 
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
West Pharmaceutical Services, Inc. and Subsidiaries
(In millions)
 

  

March 31,
2008

 

December 31,
2007

 

ASSETS
     

Current assets:
     

Cash, including cash equivalents
 

$ 93.6
 

$ 108.4
 

   



Accounts receivable, net 151.9 136.1
Inventories

 

119.3
 

111.8
 

Short-term investments
 

12.9
 

21.0
 

Deferred income taxes
 

6.1
 

5.3
 

Other current assets
 

36.0
 

29.7
 

Total current assets
 

419.8
 

412.3
 

Property, plant and equipment
 

945.1
 

897.7
 

Less accumulated depreciation and amortization
 

439.1
 

416.0
 

Property, plant and equipment, net
 

506.0
 

481.7
 

Investments in affiliated companies
 

33.6
 

31.7
 

Goodwill
 

107.5
 

109.2
 

Pension asset
 

12.3
 

13.0
 

Deferred income taxes
 

58.9
 

61.0
 

Intangible assets, net
 

52.5
 

55.0
 

Other noncurrent assets
 

20.2
 

21.7
 

Total Assets
 

$ 1,210.8
 

$ 1,185.6
 

      
LIABILITIES AND SHAREHOLDERS’ EQUITY

     

Current liabilities:
     

Notes payable and other current debt
 

$ 0.5
 

$ 0.5
 

Accounts payable
 

57.9
 

80.4
 

Pension and other postretirement benefits
 

1.8
 

1.8
 

Accrued salaries, wages and benefits
 

39.9
 

38.1
 

Income taxes payable
 

3.2
 

9.8
 

Taxes other than income
 

15.4
 

17.7
 

Deferred income taxes
 

2.4
 

2.5
 

Other current liabilities
 

34.6
 

32.1
 

Total current liabilities
 

155.7
 

182.9
 

Long-term debt
 

417.0
 

394.6
 

Deferred income taxes
 

46.2
 

46.6
 

Pension and other postretirement benefits
 

41.3
 

40.1
 

Other long-term liabilities
 

35.6
 

30.5
 

Total Liabilities
 

695.8
 

694.7
 

Commitments and contingencies (Note 11)
 

—
 

—
 

Minority interests
 

5.0
 

5.6
 

Shareholders’ equity
 

510.0
 

485.3
 

Total Liabilities and Shareholders’ Equity
 

$ 1,210.8
 

$ 1,185.6
 

 
See accompanying notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (UNAUDITED)
West Pharmaceutical Services, Inc. and Subsidiaries
(In millions, except per share data)
 

  
Common Stock

 
Capital in

   

Accumulated
other

 
Treasury Stock

   

  

Number
of shares

 

Common
Stock

 

excess of
par value

 

Retained
earnings

 

comprehensive
income

 

Number
of shares

 

Treasury
Stock

 
Total

 

Balance, December 31, 2007
 

34.3
 

$ 8.6
 

$ 64.3
 

$ 450.3
 

$ 33.6
 

(2.1) $ (71.5) $ 485.3
 

Net income
       

26.2
       

26.2
 

Stock-based compensation
     

1.2
         

1.2
 

Shares issued under stock plans
     

(4.2)
    

0.2
 

4.8
 

0.6
 

Shares repurchased for employee tax
withholdings

             

(2.8) (2.8)
Excess tax benefit from stock plans

     

2.2
         

2.2
 

Cash dividends declared ($0.14 per
share)

       

(4.6)
      

(4.6)
Changes – other comprehensive

income
         

1.9
     

1.9
 

Balance, March 31, 2008
 

34.3
 

$ 8.6
 

$ 63.5
 

$ 471.9
 

$ 35.5
 

(1.9) $ (69.5) $ 510.0
 

 
See accompanying notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
West Pharmaceutical Services, Inc. and Subsidiaries
(In millions)
 
   



Three Months Ended
March 31,

  
2008

 
2007

 

Cash flows from operating activities:
     

Net income
 

$ 26.2
 

$ 26.5
 

Depreciation
 

13.6
 

12.7
 

Amortization
 

1.1
 

1.3
 

Other non-cash items, net
 

4.4
 

1.2
 

Changes in assets and liabilities
 

(52.2) (38.4)
Net cash (used in) provided by operating activities

 

(6.9) 3.3
 

      
Cash flows from investing activities:

     

Capital expenditures
 

(22.8) (20.9)
Acquisition of patents and other assets

 

—
 

(4.2)
Proceeds from redemption of investments

 

7.8
 

—
 

Other
 

0.1
 

—
 

Net cash used in investing activities
 

(14.9) (25.1)
      
Cash flows from financing activities:

     

Issuance of convertible debt, net of costs
 

—
 

145.6
 

Borrowings (repayments) under revolving credit agreements, net
 

9.5
 

(11.0)
Changes in other debt, including overdrafts

 

(0.1) 1.7
 

Dividend payments
 

(4.5) (4.3)
Excess tax benefit from stock option exercises

 

2.2
 

—
 

Shares repurchased for employee tax withholdings
 

(2.8) (2.2)
Issuance of common stock

 

1.5
 

0.9
 

Net cash provided by financing activities
 

5.8
 

130.7
 

      
Effect of exchange rates on cash

 

1.2
 

0.6
 

Net (decrease) increase in cash and cash equivalents
 

(14.8) 109.5
 

      
Cash, including cash equivalents at beginning of period

 

108.4
 

47.1
 

Cash, including cash equivalents at end of period
 

$ 93.6
 

$ 156.6
 

 
See accompanying notes to condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

 
Note 1: Summary of Significant Accounting Policies
 
Basis of Presentation
The condensed consolidated financial statements included herein are unaudited and have been prepared in accordance with U.S. generally accepted
accounting principles for interim financial reporting and Securities and Exchange Commission (“SEC”) regulations. The year-end condensed balance sheet
data was derived from audited financial statements. Certain information and footnote disclosures normally included in annual financial statements prepared in
accordance with U.S. generally accepted accounting principles have been condensed or omitted. In the opinion of management, these financial statements
include all adjustments which are of a normal recurring nature, necessary for a fair presentation of the financial position, results of operations, cash flows and
the change in shareholders’ equity for the periods presented. The results of operations for any interim period are not necessarily indicative of results for the
full year. The condensed consolidated financial statements for the three month period ended March 31, 2008 should be read in conjunc tion with the
consolidated financial statements and notes thereto of West Pharmaceutical Services, Inc. (which may be referred to as “West”, “the Company”, “we”, “us” or
“our”), appearing in our 2007 Annual Report on Form 10-K.
 
Note 2:  Restructuring and Other Items
 
Restructuring and other items for the three months ended March 31 consist of:
 
($ in millions)

 
2008

 
2007

 

Restructuring and related charges:
     

Severance and post-employment benefits
 

$ 0.8
 

$ —
 

Asset write-offs
 

0.1
 

—
 

Other
 

0.1
 

—
 

Total restructuring and related charges
 

1.0
 

—
 

      
Other items:

     

Contract settlement proceeds, net of costs
 

(1.3) —
 

Foreign exchange losses
 

0.3
 

0.1
 

Loss on sales of equipment
 

—
 

0.3
 

Other, net
 

(0.1) (0.2)
Total other items

 

(1.1) 0.2
 

      
Total restructuring and other items

 

$ (0.1) $ 0.2
 

 



Restructuring and Related Charges
 
During the first quarter of 2008, we incurred $1.0 million in restructuring and related charges in connection with the Tech Group restructuring plan approved
by the Company’s Board of Directors in the fourth quarter of 2007. This plan was designed to align plant capacity and our workforce with the current
business outlook and longer-term strategy of focusing the business on proprietary products. We now expect to incur a total of $5 million to $7 million in
severance and related costs during 2008 as we consolidate our tooling operations into one facility and reduce other production, engineering and admini
strative operations.
 
The following table details activity related to our restructuring obligations:
 

($ in millions)
 

Severance
and benefits

 

Other
Costs

 
Total

 

Balance, December 31, 2007
 

$ 1.9
 

$ 0.3
 

$ 2.2
 

        
2008 charges

 

0.8
 

0.2
 

1.0
 

Non-cash adjustment
 

—
 

(0.1) (0.1)
Cash payments

 

(1.9) (0.2) (2.1)
Balance, March 31, 2008

 

$ 0.8
 

$ 0.2
 

$ 1.0
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All payments associated with the restructuring plan are expected to be completed by December 2008.
 
Other Items
 
In February of 2008, we entered into an agreement with our customer, Nektar Therapeutics, which provides for the full reimbursement of, among other things,
severance-related employee costs, inventory, purchased raw materials and components, and lease and other facility costs for maintaining and closing the
Exubera device production facility. During the first quarter of 2008, we received payments from Nektar, which more than offset related raw material,
severance and facility costs, resulting in a net gain of $1.3 million. In April of 2008, Nektar released us from our commitment to maintain the production
facility, and made a final payment reimbursing us for our contractual lease obligations, investment in equipment and other related costs.
 
Note 3:  Income Taxes
 
The tax rate used for interim periods is the estimated annual effective consolidated tax rate, based on the current estimate of full year results. Items not related
to pre-tax income in the current year are recognized as discrete items in the period in which they were deemed more likely than not to be realized. During the
first quarter of 2008, we completed an agreement with the Republic of Singapore which reduces our Singapore income tax rate for a period of 10 years. As a
result, we recorded a $1.0 million tax benefit in the first quarter of 2008, resulting from the remeasurement of our current and deferred income tax liabilities at
the new rate. In addition, we recorded an unrelated $0.1 million tax benefit resulting from the expiration of tax audit years in certain foreign jurisdictions.
 
During the first quarter of 2008, we recorded a reduction of our l iability for unrecognized tax benefits by $0.1 million, due to the closure of tax audit years, as
mentioned above. We anticipate that the amount of unrecognized tax benefits may change in the next 12 months; however, due to uncertainties in timing, it is
not reasonably possible to estimate a range of the possible change. During the first quarter of 2008, we recognized approximately $0.1 million in tax-related
interest expense and penalties. Accrued interest was $0.8 million at March 31, 2008.
 
Because we are a global organization, we and our subsidiaries file income tax returns in the United States (U.S.) federal jurisdiction and various state and
foreign jurisdictions. We are subject to examination in the U.S. federal tax jurisdiction for tax years 2004 through 2007. We are also sub ject to examination in
various state and foreign jurisdictions for tax years 2000 through 2007.
 
Note 4:  Fair Value Measurements
 
On January 1, 2008, we adopted Statement of Financial Accounting Standard No. 157, “Fair Value Measurements” (“SFAS No. 157”) for financial assets and
liabilities. SFAS No. 157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands
disclosures about f air value measurements. This standard does not require any new fair value measurements, but rather applies to all other accounting
pronouncements that require or permit fair value measures. The adoption of SFAS No. 157 did not significantly change our valuation of assets or liabilities. In
February 2008, the FASB issued Staff Position (“FSP”) No. 157-2, “Effective Date of FASB Statement No. 157.” This FSP delays the effective date of SFAS
No. 157 for all non-recurring nonfinancial assets and nonfinancial liabilities to fiscal years beginning after November 15, 2008.
 
SFAS No. 157 utilizes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad levels. The
following is a brief description of those levels:
 

·                  Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities.
 
·    � 0;             Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly. These include quoted prices for

similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are not active.
 

10

 
·                  Level 3: Unobservable inputs that reflect the reporting entity’s own assumptions.
 

The following table summarizes the bases used to measure certain assets and liabilities at fair value on a recurring basis in the balance sheet:
 

Balance at
March 31, Basis of Fair Value Measurements



($ in millions)
 

2008
 

Level 1
 

Level 2
 

Level 3
 

Assets:
         

Short- and long-term investments
 

$ 15.2
 

$ —
 

$ 15.2
 

$ —
 

 

 

$ 15.2
 

$ —
 

$ 15.2
 

$ —
 

          
Liabilities:

         

Interest rate swap contracts
 

$ 4.5
 

$ —
 

$ 4.5
 

$ —
 

Foreign currency forward exchange contracts
 

1.1
 

—
 

1.1
 

—
 

 

 

$ 5.6
 

$ —
 

$ 5.6
 

$ —
 

 
Note 5:  Inventories
 
Inventories are valued at the lower of cost or market. Cost is determined using the first-in-first-out (“FIFO”) method. Inventory balances are as follows:
 

($ in millions)
 

March 31,
2008

 

December 31,
2007

 

Finished goods
 

$ 50.7
 

$ 45.1
 

Work in process
 

19.9
 

16.5
 

Raw materials
 

48.7
 

50.2
 

 

 

$ 119.3
 

$ 111.8
 

 
Note 6:  Net Income Per Share
 
The following table reconciles net income and shares used in the calculation of basic net income per share to those used for diluted net income per share:
 

  

Three Months Ended
March 31,

 

($ in millions)
 

2008
 

2007
 

Net income, as reported, for basic net income per share
 

$ 26.2
 

$ 26.5
 

Plus: interest expense on convertible debt, net of tax
 

1.1
 

0.2
 

Net income for diluted net income per share
 

$ 27.3
 

$ 26.7
 

Weighted average common shares outstanding
 

32.2
 

32.7
 

Assumed stock options exercised and awards vested, based on the treasury stock
method

 

1.0
 

1.3
 

Assumed conversion of convertible debt, based on the if-converted method
 

2.9
 

0.5
 

Weighted average shares assuming dilution
 

36.1
 

34.5
 

 
Options to purchase 0.5 million and 0.3 million shares of our common stock for the three month periods ended March 31, 2008 and 2007, respectively, were
not included in the computation of diluted net income per share because their impact would be antidilutive.
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Note 7:  Comprehensive Income
 
Comprehensive income for the three months ended March 31 was as follows:
 
($ in millions)

 
2008

 
2007

 

Net income
 

$ 26.2
 

$ 26.5
 

Other comprehensive income, net of tax:
     

Foreign currency translation adjustments
 

4.3
 

0.3
 

Defined benefit pension and other postretirement plans
 

—
 

0.2
 

Unrealized losses on derivatives
 

(2.4) (0.2)
Other comprehensive income, net of tax

 

1.9
 

0.3
 

Comprehensive income
 

$ 28.1
 

$ 26.8
 

 
Note 8:  Stock-Based Compensation
 
At March 31, 2008, there were approximately 3,085,673 shares remaining in the 2007 Omnibus Incentive Compensation Plan (the “2007 Plan”) for future
grants. The 2007 Plan provides for the granting of stock options, stock appreciation rights, restricted stock, stock units, and performance awards to employees
and non-employee directors. A committee of the Board of Directors determines the terms and conditions of awards to be granted. Vesting requirements vary
by award.
 
In the first quarter of 2008, we granted 347,160 stock options at a weighted average exercise price of $41.70 per share to key employees under the 2007 Plan.
The exercise price represents the grant date fair value of our stock. Stock options granted to employees vest in equal annual increments over 4 years of
continuous service. All awards expire ten years from the date of grant. The weighted average grant date fair value of options granted during the first quarter of
2008 was $9.71 as determined by the Black-Scholes option valuation model using the following weighted average assumptions: a risk-free interest rate of
2.92%; expected life of 5 years; stock volatility of 24.7%; and a dividend yield of 1.3%. Stock volatility is estimated based on historical data as well as any
expected future trends. Expected lives are based on prior experience.
 
We also granted 124,460 performance vesting share (“PVS”) awards at a weighted average grant date fair value of $41.70 to key employees under the 2007
Plan in the first quarter of 2008.  Each PVS right entitles the holder to one share of Company stock if annual growth rate of revenue and return on invested
capital (“ROIC”) targets are achieved over a three-year performance period. PVS awards are granted at target levels assuming 100% achievement of the
revenue growth and ROIC goals over the performance period. The actual payout may vary from 0% to 200% of an employee’s targeted amount.  The fair
value of PVS awards is based on the market price of the Company’s stock at the grant date and is recognized as an expense over the performance period.
 



Note 9:  Benefit Plans
 
The components of net periodic benefit cost for the three months ended March 31 are as follows:
 

  
Pension benefits

 

Other retirement
benefits

 
Total

 

($ in millions)
 

2008
 

2007
 

2008
 

2007
 

2008
 

2007
 

Service cost
 

$ 1.8
 

$ 1.9
 

$ 0.2
 

$ 0.3
 

$ 2.0
 

$ 2.2
 

Interest cost
 

3.5
 

3.2
 

0.2
 

0.2
 

3.7
 

3.4
 

Expected return on assets
 

(4.1) (4.0) —
 

—
 

(4.1) (4.0)
Amortization of prior service credit

 

(0.3) (0.3) —
 

—
 

(0.3) (0.3)
Recognized actuarial losses

 

0.5
 

0.6
 

—
 

—
 

0.5
 

0.6
 

Net periodic benefit cost
 

$ 1.4
 

$ 1.4
 

$ 0.4
 

$ 0.5
 

$ 1.8
 

$ 1.9
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Pension benefits

 

Other retirement
benefits

 
Total

 

($ in millions)
 

2008
 

2007
 

2008
 

2007
 

2008
 

2007
 

U.S. plans
 

$ 1.1
 

$ 1.1
 

$ 0.4
 

$ 0.5
 

$ 1.5
 

$ 1.6
 

International plans
 

0.3
 

0.3
 

—
 

—
 

0.3
 

0.3
 

Net periodic benefit cost
 

$ 1.4
 

$ 1.4
 

$ 0.4
 

$ 0.5
 

$ 1.8
 

$ 1.9
 

 
Note 10:  Segment Information
 
Net sales and operating profit by reportable segment, corporate and other unallocated costs were as follows:
 

  

Three Months Ended
March 31,

 

($ in millions)
 

2008
 

2007
 

Net Sales
     

Pharmaceutical Systems
 

$ 207.5
 

$ 191.3
 

Tech Group
 

66.4
 

69.0
 

Eliminations
 

(3.2) (2.7)
Net Sales

 

$ 270.7
 

$ 257.6
 

Operating Profit
     

Pharmaceutical Systems
 

$ 43.6
 

$ 44.7
 

Tech Group
 

3.7
 

2.8
 

Corporate costs
 

(5.6) (5.9)
Restructuring and other items

 

0.3
 

—
 

Stock-based compensation costs
 

(2.4) (0.4)
U.S. pension and other retirement benefits

 

(1.5) (1.6)
Operating profit

 

38.1
 

39.6
 

Interest expense
 

4.1
 

2.9
 

Interest income
 

(1.0) (0.6)
Income before income taxes

 

$ 35.0
 

$ 37.3
 

 
Note 11:  Commitments and Contingent Liabilities
 
We have accrued the estimated cost of environmental compliance expenses related to soil or ground water contamination at current and former manufacturing
facilities.  We believe the accrued liability of $0.3 million at March 31, 2008 is sufficient to cover the future costs of these remedial actions.
 
Note 12:  New Accounting Standards

 

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations—a replacement of FASB Statement No. 141”. This statement establishes
principles and requirements for how the acquirer recognizes and measures assets acquired and liabilities assumed in a business combination. This statement
also provides guidance for recognizing and measuring the goodwill acquired and determines what information to disclose to enable users of the financial
statements to evaluate the nature and financial effects of the business combination. SFAS No. 141(R) is effective for annual periods beginning after
December 15, 2008. For the Company, SFAS No. 141(R) will be applied prospectively to business combinations entered into on or after January 1, 2009.
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In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—an amendment of ARB No. 51”. This
statement establishes accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. This
statement is effective for fiscal years beginning after December 15, 2008. It shall be applied prospectively, except for the presentation and disclosure
requirements, which shall be applied retrospectively for all periods presented. The adoption of this statement will require our minority interest balance to be
reported as a component of shareholders equity. Management is reviewing the additional requirements of this statement to determine the impact it may have,
if any, on our financial statements.
 
In December 2007, the FASB ratified Emerging Issues Task Force Issue No. 07-1, “Accounting for Collaborative Arrangements” (“EITF 07-1”). EITF 07-1
defines collaborative arrangements and establishes accounting and reporting requirements for transactions between participants in the arrangement and with



third parties. EITF 07-1 provides guidance on the classification of payments between participants of the arrangement, the appropriate income statement
presentation, as well as related disclosures. EITF 07-1 is effective for fiscal years beginning after December 15, 2008 and should be applied retrospectively to
all prior periods presented for all collaborative arrangements existing as of the effective date. Management is in the process of determining what impact, if
any, EITF 07-1 will have on our financial statements.
 
In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an Amendment of FASB Statement
133.” This statement enhances required disclosures regarding derivatives and hedging activities, including disclosures regarding how: (a) an entity uses
derivative instruments; (b) derivative instruments and related hedged items are accounted for under FASB Statement No.133, “Accounting for Derivative
Instruments and Hedging Activities;” and (c) derivative instruments and related hedged items affect an entity’s financial position, financial performance, and
cash flows. SFAS No. 161 is effective for fiscal years beginning after November 15, 2008. Management is reviewing the additional requirements of thi s
statement to determine the impact it may have, if any, on our financial statements.

 
14

 
ITEM 2.  MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.
 
Management’s discussion and analysis should be read in conjunction with the consolidated financial statements and accompanying notes.
 
COMPANY OVERVIEW
 
Our mission is to develop and apply proprietary technologies that improve the safety and effectiveness of therapeutic and diagnostic healthcare delivery
systems. We have manufacturing locations in North and South America, Europe and Asia, with affiliates in Mexico and Japan. Our business is conducted
through two segments: “Pharmaceutical Systems” and “Tech Group.” Our Pharmaceutical Systems segment focuses on primary packaging components and
systems for injectable drug delivery, including stoppers and seals for vials, and closures and disposable components used in syringe, intravenous and blood
collection systems. The Tech Group operating segment offers custom contract-manufacturing solutions utilizing plastic injection molding and manual and
automated assembly processes targeted to the healthcare and consumer products industries. Our global customer base includes the leadin g American and
European manufacturers of pharmaceuticals, biologics and medical devices.
 
In our Pharmaceutical Systems segment, we continue to see growth opportunities in pre-fillable syringe and other injection delivery systems which require
advanced packaging. Increasing regulatory and safety requirements, as well as demographic and related healthcare trends towards an aging population that is
more reliant on chronic drug therapies are also favorable factors in the demand for our products. Our near-term sales and operating profit growth in this
segment will be limited by the impact of regulatory and reimbursement issues affecting the demand for certain customer products, particularly in the
biotechnology field. We also anticipate a sales loss from a lower margin disposable medical prod uct component resulting from our decision to cease
production of these products. Despite the impact of these issues, we continue to expect operational sales growth of approximately 6-8% in 2008 for the
Pharmaceutical Systems segment, driven by customer conversions to our enhanced product offerings including advanced coated components and Westar®
processing and continued demand for pre-fillable syringe components and safety and administration systems.
 
Our Pharmaceutical Systems segment remains committed to expanding our manufacturing capacity and the geographic scope of our operations. Several of our
production facilities are operating at or near full capacity. In an effort to meet our customers’ increasing demand for our products, we are currently expanding
capacity at the foll owing plants: Germany; Serbia; France; Singapore; Clearwater, Florida and Kinston, North Carolina. A portion of the additional
manufacturing capacity from these projects will become available toward the end of 2008, with full completion of all projects expected by 2011.  We continue
to move forward with our plans to establish a manufacturing facility in China, and in the first quarter of 2008 we began the initial ground-breaking activities
for our new plastic production facility. We also continue to evaluate opportunities for a rubber manufacturing facility in China and to expand our presence in
India, including possible acquisitions or joint ventures with local manufacturers.
 
Our Tech Group segment is responding to a series of challenges resulting from decreasing demand for certain customer products, profitability improvement
programs, and innovation initiatives in proprietary products incorporating new technologies and advanced injection systems. In February of 2008 we entered
into an agreement with our customer, Nektar Therapeutics, which provided for the full reimbursement of our investment in materials, facilities, equipment,
personnel and other costs associated with the shutdown of manufacturing operations connected with the Exubera inhalation device. The agreement required us
to maintain the production facility for up to one year, while Nektar determined how to proceed with the product. During the first quarter of 2008, we received
payments from Nektar, which more than offset related raw material, severance and facility costs, resulting in a net gain of $1.3 million. In April of 2008,
Nektar released us from our commitment to maintain the production facility and made a final payment reimbursing us for our contractual lease obligations,
investment in equipment and other related costs.  We anticipate re-deploying some of these assets and personnel to other operations within the Tech Group
segment, and expect to record an additional net gain on the contract settlement in the second quarter of 2008.
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As a result of the loss of revenues from Exubera device sales, as well as an anticipated sales decline in an over-the-counter product launched by a customer in
2007, we expect 2008 net sales in our Tech Group segment to be approximately 10% lower than in the prior year.  In response to the current business outlook
for the Tech Group segment, we initiated a series of restructuring initiatives in 2007 designed to reduce our on-going operating costs. We expect to incur
between $5 million to $7 million in related severance and other costs during 2008 as we consolidate our tooling operations into one facility and reduce other
production, engineering and administrative operations. We anticipate completing these restructuring programs by the end of 2008, realizing $3 million of cost
savings within the year and annual operating savings thereafter of approximately $7 million. We believe that the combination of the leaner cost structure made
possible by these restructuring initiatives and the increased utilization of our recently completed Michigan production facility will more than offset the
operating profit impact resulting from the loss of the Exubera device sales and other revenue related reductions in 2008.
 
On a longer-term basis, we believe that the Tech Group segment will benefit from our innovation initiatives in proprietary products incorporating new
technologies and advanced injection systems. We continue to expect consolidated research and development spending in 2008 to reach $20 million,
approximately 25% more than what was incurred in 2007, and anticipate that the majority of these new injectable packaging and delivery systems will be
manufactured by our Tech Group segment and market ed by our Pharmaceutical Systems segment.
 



We believe that our commitment to develop and apply proprietary technologies that improve the quality, safety and effectiveness of therapeutic and diagnostic
healthcare delivery systems will result in continued long-term growth for our company.
 
NET SALES
 
The following table summari zes net sales by reportable segment:
 

  

Three Months Ended
March 31,

 

Net sales:
  

($ in millions)
 

2008
 

2007
 

Pharmaceutical Systems
 

$ 207.5
 

$ 191.3
 

Tech Group
 

66.4
 

69.0
 

Intersegment sales
 

(3.2) (2.7)
Total net sales

 

$ 270.7
 

$ 257.6
 

 
Consolidated first quarter 2008 net sales increased by $13.1 million, or 5.1%, over those achieved in the first quarter of 2007. Foreign currency translation
accounted for $16.2 million, or 6.3 percentage points, of the sales growth.  Excluding foreign currency translation, first quarter 2008 net sales decreased $3.1
million or 1.2% as compared to the prior year quarter.
 
In the Pharmaceutical Systems segment, first quarter 2008 net sales were $16.2 million, or 8.4%, favorable to those achieved in the prior year quarter. Foreign
currency translation accounted for $14.7 mil lion, or 7.7 percentage points, of the increase. Excluding foreign currency translation, first quarter 2008 net sales
in the Pharmaceutical Systems segment were $1.5 million, or 0.7%, above those achieved in the first quarter of 2007. Sales growth in the Pharmaceutical
Systems segment was limited by the impact of regulatory and reimbursement issues affecting the demand for certain customer products designed to treat
anemia in cancer patients, resulting in a $7.1 million decrease in first quarter 2008 vs. 2007 sales of components used in the packaging of these products. In
addition, sales of components used in blood collection systems were $3.9 million lower in 2008 than in 2007, resulting from our decision to cease production
of these components. These sales decreases were largely offset by a $6.7 million increase in sales of stoppers used in vial packaging for a variety of customer
products, and a $2.9 million increase in sales of safety and administration systems. Price increases contributed $2.9 million, or 1.5 percentage points, of the
quarter-to-quarter sales increase.
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Tech Group segment first quarter 2008 net sales were $2.6 million, or 3.7% below those reported in the first quarter of 2007. Foreign currency translation was
favorable by $1.5 million, or 2.2 percentage points, to the prior year quarter. Excluding foreign currency translation, first quarter 2008 net sales in the Tech
Group segment were $4.1 million, or 5.9 %, below those achieved in the first quarter of 2007. The majority of the decline in Tech Group segment sales is due
to the absence of any 2008 sales of the Exubera device, following an October 2007 decision by our customer’s licensing partner to discontinue marketing the
product. Net sales of the Exubera device were $9.9 million in the first quarter of 2007. In addition, the Tech Group segment experienced a $2.7 million
decrease in sales of packaging for a customer’s weight loss product launched in 2007. On the positive side, revenues from ou r new facility in Michigan
contributed to a net increase of $2.9 million in sales of IV and blood filter products, sales from our facility in Ireland were $1.6 million higher due largely to
increased sales of an intra-nasal delivery system used in a customer’s allergic rhinitis treatment which commenced commercial scale production in the second
quarter of 2007, and sales of other items ranging from components used in cardiac surgery, healthcare packaging and consumer products were a combined
$4.0 million higher than those achieved in the first quarter of 2007.  First quarter 2008 sales prices were approximately 1.0 percentage point higher than in the
prior year quarter.
 
GROSS PROFIT
 
The following table summarizes our gross profit and related gross margins by reportable segment:
 

  

Three Months Ended
March 31,

 

Gross profit:
  

($ in millions)
 

2008
 

2007
 

Pharmaceutical Systems Segment
     

Gross Profit
 

$ 74.9
 

$ 72.0
 

Gross Margin
 

36.1% 37.6%
      
Tech Group Segment

     

Gross Profit
 

$ 8.6
 

$ 8.4
 

Gross Margin
 

12.9% 12.2%
      
Consolidated Gross Profit

 

$ 83.5
 

$ 80.4
 

Consolidated Gross Margin
 

30.8% 31.2%
 
First quarter 2008 consolidated gross profit increased by $3.1 million over the 2007 first quarter, consisting of a $2.9 million increase in Pharmaceutical
Systems segment gross profit and a $0.2 million increase in Tech Group segment gross profit. Foreign currency translation was $5.4 million favorable in the
comparison of first quarter 2008 to 2007 gross profit; partially offset by higher material prices, overtime and production inefficiencies and an overall
unfavorable product mix.
 
In the Pharmaceutical Systems segment, our first quarter 2008 gross margin declined by 1.5 pe rcentage points from that achieved in the 2007 first quarter.
The majority of the decrease occurred within our North American operations reflecting the decline in sales of the higher margin components used in the
packaging of anemia products, production inefficiencies and overtime incurred to meet customer deadlines within our St. Petersburg, Florida facility and costs
incurred in transferring production between facilities for other products. Higher plant overhead costs related to increased staffing of manufacturing efficiency
initiatives and production support positions also decreased margins in North America. Margins were also lower in our European operations, largely due to
higher material costs, production inefficiencies and depreciation.
 
In the Tech Group segment, gross margins impr oved by 0.7 percentage points in the comparison of first quarter 2008 to first quarter 2007 results.  Increased
activity within our tooling and engineering facilities and a decrease in plant overhead resulting from our restructuring activities more than offset an overall



decline in our product mix related to the loss of Exubera device revenues.
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RESEARCH AND DEVELOPMENT (“R&D”) COSTS
 

  
Three Months Ended

 

Research and development (R&D):
 

March 31,
 

($ in millions)
 

2008
 

2007
 

Pharmaceutical Systems segment
 

$ 4.9
 

$ 3.1
 

Tech Group segment
 

0.5
 

0.5
 

Total R&D expense
 

$ 5.4
 

$ 3.6
 

 
Our first quarter 2008 research and development costs were $1.8 million above those incurred in 2007. The majority of the increase is connected with our
development of pre-fillable syringe systems that would utilize Daikyo’s Crystal Zenith®, a unique, transparent polymer that can be used to produce vials and
syringe barrels. Daikyo Crystal Zenith® is a registered trademark of Daikyo Seiko, Ltd of Japan, our 25% owned affiliate in Japan, and our partner in a long-
standing marketing and technology transfer agreement that enables West and Daikyo to develop products that help customers mitigate drug product
development risks and enhance patient safety. We are also continuing with our development efforts on an advanced injection system utilizing auto-injector
technology acquired in the f irst quarter of 2007.
 
SELLING, GENERAL AND ADMINISTRATIVE (“SG&A”) COSTS
 
The following table summarizes SG&A costs by reportable segment including corporate and unallocated costs:
 

  
Three Months Ended

 

Selling, general and administrative costs (SG&A):
 

March 31,
 

($ in millions)
 

2008
 

2007
 

Pharmaceutical Systems SG&A costs
 

$ 26.1
 

$ 23.7
 

Pharmaceutical Systems SG&A as a % of segment net sales
 

12.6% 12.4%
      
Tech Group SG&A costs

 

$ 4.5
 

$ 5.4
 

Tech Group SG&A as a % of segment net sales
 

6.7% 7.8%
      
Corporate costs:

     

General corporate costs
 

5.6
 

5.9
 

Stock-based compensation expense
 

2.4
 

0.4
 

U.S. pension and other retirement benefits
 

1.5
 

1.6
 

      
Total Selling, General & Administrative costs

 

$ 40.1
 

$ 37.0
 

Total SG&A as a % of total net sales
 

14.8% 14.4%
 
Consolidated SG&A expenses for the three month period ended March 31, 2008 were $3.1 million above those recorded in the corresponding period of 2007. 
Foreign currency translation accounted for $1.6 million of the increase.
 
In the Pharmaceutical Systems segment, first quarter 2008 SG&A expenses increased by $2.4 million over the prior year first quarter.  Foreign currency
translation accounted for $1.5 million of the increase. The remaining increase includes consulting costs for the preliminary design of new information
systems, as well as an overall increase in the staffing of information technology support functions.
 
First quarter 2008 SG&A costs in the Tech Group segment were $0.9 million below the prior year first quarter. A net reduction in headcount associated with
our restructuring efforts accounted for $0.6 million of the decrease. The remaining decrease was principally due to lower amortization expense of intangible
assets and bad debt recoveries, which more than offset $0.1 million of unfavorable foreign currency translation effects.
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General corporate SG&A costs include executive compensation and other costs, Board of Directors compensation, legal, compliance, finance and
communication expenses.  These costs were $0.3 million below those incurred in the prior year quarter, primarily due to lower legal costs.
 
Stock-based compensation costs for the first quarter of 2008 increased by $2.0 million from the 2007 first quarter, due primarily to an increase in West stock-
price indexed deferred compensation plan costs for our Board of Directors and a non-qualified deferred compensation plan for executive management. Our
stock price increased $3.64 per share during the first three months of 2008, closing at $44.23 per share on March 31, 2008. In 2007, our stock price decreased
$4.80 per share closing at $46.43 per share at March 30, 2007. The resulting change in the fair value of our deferred stock unit liabilities accounts for almost
all of the increase in the comparison of first quarter 2008 and 2007 stock-based compensation costs.
 
U.S. pension plan expenses in the first quarter of 2008 were $0.1 million lower than in the 2007 first quarter. We anticipate full year 2008 pension costs of
approximately $6.0 million, essentially equal to those incurred during 2007.
 
RESTRUCTURING AND OTHER ITEMS
 
Other expense, consisting of gains, losses or impairments of segment assets, foreign exchange transaction items, miscellaneous royalty and sundry
transactions are generally recorded within the respective operating segment. Certain costs deemed to be outside the control of segment management are not
allocated to our operating segments. The following table summarizes our restructuring and other items for each of the three month periods ended March 31,
2008 and 2007, respectively:
 

   



Three Months Ended
Restructuring and other items:

 
March 31,

 

($ in millions)
 

2008
 

2007
 

Pharmaceutical Systems segment
 

$ 0.3
 

$ 0.5
 

Tech Group Segment
 

(0.1) (0.3)
      
Unallocated charges (credits):

     

Contract settlement proceeds in excess of costs
 

(1.3) —
 

Restructuring and related charges
 

1.0
 

—
 

Total unallocated charges (credits)
 

(0.3) —
 

      
Total restructuring and other items

 

$ (0.1) $ 0.2
 

 
In February of 2008 we entered into an agreement with our customer, Nektar Therapeutics, which provides for the full reimbursement of, among other things,
severance-related employee costs, inventory, purchased raw materials and components, and lease and other facility costs for maintaining and closing the
Exubera device production facility. During the first quarter of 2008, we received payments from Nektar, which more than offset related raw material,
severance and facility costs, resulting in a net gain of $1.3 million.
 
During the first quarter of 2008 we incurred $1.0 million in restructuring and related charges as part of our plan to align the plant capacity and workforce
of our Tech Group segment with the current business outlook for the segment and as part of a longer-term strategy of focusing the business on proprietary
products. These charges consist of $0.8 million related to severance and post-employment benefits, $0.1 million in asset write-offs and $0.1 million in
other costs. We now expect to incur a total of $5 million to $7 million in severance and related costs during 2008 as we consolidate our tooling operations
into one facility and reduce other production, engineering and administrative operations.
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OPERATING PROFIT (LOSS)
 
Operating profit (loss) by reportable segment, corporate and other unallocated costs was as follows:
 

  
Three Months Ended

 

Operating profit:
 

March 31,
 

($ in millions)
 

2008
 

2007
 

Pharmaceutical Systems
 

$ 43.6
 

$ 44.7
 

Tech Group
 

3.7
 

2.8
 

Corporate and other unallocated items:
     

General corporate costs
 

(5.6) (5.9)
Stock-based compensation costs

 

(2.4) (0.4)
U.S. pension and other retirement benefits

 

(1.5) (1.6)
Other unallocated items

 

0.3
 

—
 

Consolidated operating profit
 

$ 38.1
 

$ 39.6
 

 
Our first quarter 2008 operating profit decreased by $1.5 million from that achieved in 2007. Foreign currency translation was $3.8 million favorable to the
prior year period, offset by higher stock-based compensation costs, increased research and development spending and product mix and other issues impacting
gross profit primarily within our Pharmaceutical Systems segment.
 
INTEREST EXPENSE (INCOME)
 
The following table summarizes our net interest expense:
 

  
Three Months Ended

 

Interest expense (income):
 

March 31,
 

($ in millions)
 

2008
 

2007
 

Interest expense
 

$ 4.6
 

$ 3.1
 

Capitalized interest
 

(0.5) (0.2)
Interest income

 

(1.0) (0.6)
Interest expense, net

 

$ 3.1
 

$ 2.3
 

 
2008 interest expense, before capitalized interest and interest income, is $1.5 million above that recorded in the first quarter of 2007. The majority of the
difference is associated with the timing of our issuance of $161.5 million in convertible debt in March and April of 2007, as the notes were outstanding for the
entire first quarter of 2008. The increase in interest income is also largely due to the timing of the convertible note issuance as a portion of the proceeds were
invested in money market and strategic cash management funds. The increase in capitalized interest is attributed to our Pharmaceutical Systems segment’s
expansion projects in Europe.
 
INCOME TAXES
 
Tax expense for the three month period ended March 31, 2008 was $8.5 million, or 24.2% of pre-tax income, compared to $11.2 million or 30.1% of pre-tax
income in same period of 2007. During the first quarter of 2008 we completed an agreement with the Republic of Singapore which reduces our income tax
rate in Singapore for a period of 10 years, provided we comply with certain capital spending and employment targets included in expansion plans for our
production facility in that country. The effective date of the agreement was retroactively applied to income earned after June 1, 2007. As a result of the
agreement, we recorded a $1.0 million discrete tax benefit in the first quarter of 2008 resulting from the re-measurement of our current and deferred income
tax liabilities at the new tax rate. In addition, we recorded an unrelated $0.1 million tax benefit resulting from the expiration of tax audit years in certain
foreign jurisdictions. Our annual effective tax rate for 2008, excluding discrete tax items, is estimated at 27.3%.
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EQUITY IN AFFILIATES
 
Our 25% ownership interest in Daikyo Seiko, Ltd. in Japan and a 49% ownership interest in three companies in Mexico produced a net $0.1 million loss in
the first quarter of 2008, compared to equity income of $0.5 million in the first quarter of 2007. The decline in results is mostly attributed to demolition and
disposal costs, and related production interruptions, incurred by Daikyo as part of an expansion project to increase production of their Crystal Zenith®
product line.

 

INCOME FROM CONTINUING OPERATIONS
 
Our first quarter 2008 net income from continuing operations was $26.2 million, or $0.76 per diluted share, compared to $26.5 million, or $0.77 per diluted
share, in the first quarter of 2007. Our 2008 results include a net gain on a contract settlement of $1.3 million ($0.8 million after tax) or $0.03 per diluted
share, restructuring costs of $1.0 million ($0.6 million after tax) or $0.02 per diluted share, and discrete tax benefits of $1.1 million ($0.03 per diluted share).
 
FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCES
 
Working capital at March 31, 2008 was $264.1 million compared with $229.4 million at December 31, 2007.  The ratio of current assets to current liabilities
at March 31, 2008 was 2.7 to 1.0.  Accounts receivable and inventory balances were $15.8 million and $7.5 million above year end 2007 levels. Much of this
increase reflects our normal business trend, as year-end working capital levels are typically lower due to decreased shipping and production schedules during
the last two weeks of December.  Our accounts receivable days-sales-outstanding (“DSO”) ratio was 51.1 days at Ma rch 31, 2008 compared to 48.7 days at
December 31, 2007. Our inventory turn-over ratios were 6.4 and 6.9 at March 31, 2008 and December 31, 2007, respectively.  Our sales order backlog at
March 31, 2008 was $267.0 million as compared to $255.8 million at March 31, 2007.  Foreign currency translation contributed $19.5 million of the increase,
offset largely by decreased demand for packaging components used in anemia products.
 
Cash flows used in operations were $6.9 million for the first quarter of 2008, compared to cash flow generated from operations of $3.3 million in the first
quarter of 2007. The decrease in 2008 operating cash flow is largely attributed to the payment of approximately $15 million in various tax related liabilities in
Brazil.
 
Cash flows used in investing activities for the three month period ended March 31, 2008 include capital spending totaling $22.8 million.  Approximately $9.0
million of our first quarter capital spending was incurred on major projects to increase our manufacturing capacity, including the expansion of our rubber
compounding capacity in Kinston, North Carolina, and ongoing plant expansion projects in Europe and Asia. First quarter 2008 capital for manufacturing
equipment replacement and tooling totaled $7.4 million. We also began the application and development of a new information system in North America,
accounting for the majority of our $6.4 million investment in information technology in the quarter. The first phase of this project, which concentrated on
replacing our financial reporting, cash disbursement and order-to-cash processes, was substantially completed during the quarter and placed in service on
April 2, 2008. A second phase of the project will commence in the second quarter of 2008, focusing on procurement and plant operations. We anticipate full
year 2008 capital spending will be approximately $145 million, including the construction of a plastic manufacturing facility in China.
 
Our 2008 investing cash flows include $7.8 million in redemptions of an investment we made in 2007 in a strategic cash portfolio fund. The fund was closed
to new investors by the fund manager with the intention to liquidate its assets. As of March 31, 2008, we have received $10.1 million in redemptions of our
initial $25 million investment in the fund and anticipat e that the majority of the remaining balance will be redeemed by the end of 2008.
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Cash flows provided by financing activities for the first quarter of 2008 include $9.5 million of increased borrowings under our revolving debt facility. These
funds were raised at the end of March 2008 and will be used to repay other revolving notes that mature in April of 2008.  Other cash flows used in financing
activities include the payment of cash dividends totaling $4.5 million ($0.14 per share) and the payment of $2.8 million of withholding taxes incurred upon
the vesting of stock-based awards resulting in the return of 64,780 shares of Company stock from employees. Other cash flows provided by financing
activities include $1.5 million from the exercise of employee stock options and $2.2 million in related tax benef its.
 
No significant changes to contractual obligations occurred during the first three months of 2008.
 
At March 31, 2008, our consolidated debt was $417.5 million, compared to $395.1 million at December 31, 2007, and our net debt (debt, less cash and cash
equivalents)-to-total invested capital (net debt, minority interests and shareholders equity) ratio was 38.6% compared to 36.9% at December 31, 2007.  Our
cash and cash equivalents balance was $93.6 million at March 31, 2008, compared to $108.4 million at December 31, 2007. Total shareh olders’ equity was
$510.0 million at March 31, 2008 compared to $485.3 million at December 31, 2007.  We believe that our financial condition, current capitalization and
expected income from operations will continue to be sufficient to meet our future expected cash requirements.
 
MARKET RISK
 
We are exposed to various market risk factors such as fluctuating interest rates and foreign currency rate fluctuations. These risk factors can impact results of
operations, cash flows and financial position. From time to time, we manage these risks using derivative financial instruments such as interest rate swaps and
forward exchange contracts.  Derivatives used by us are highly effective as all of the critical terms of the derivative instruments match the hedged item.
Effectiveness is measured on a quarterly basis.  In accordance with Company policy, derivative financial instruments are not used for speculation or trading
purposes.  All debt securities and derivative instruments are considered non-trading.
 
As of March 31, 2008, we have two interest rate swap agreements outstanding which are designed to protect against volatility in variable interest rates
payable on a $50.0 million note maturing on July 28, 2012 (“Series A Note”) and a $25.0 million note maturing July 28, 2015 (“Series B Note”).  The first
interest rate swap agreement has a notional amount of $50.0 million and corresponds to the maturity date of the Series A Note and the second interest rate
swap agreement has a notional amount $25.0 million and corresponds with the maturity date of the Series B Note.  Under each of the swap agreements, we
will receive variable interest rate payments based on three-month London Interbank Offering Rates (“LIBOR”) in return for making quarterly fixed payments.



Including the applicable margin, the interest rate swap agreements effectively fix the interest rates payable on Series A and B notes payable at 5.32% and
5.51%, respectively.  At March 31, 2008, the interest rate swap agreements were recorded as a noncurrent liability with a fair value of $4.5 million.
 
We have a series of enhanced forward contracts outstanding under an agreement with a bank which is designed to protect us against the variability in future
cash flows related to U.S. dollar (USD) denominated raw material purchases made by our European subsidiaries. As of March 31, 2008, there are nine
monthly contracts outstanding at $0.875 million each, which are recorded as a current liability with a total fair value of $1.0 million. The last contract ends on
December 15, 2008. Under the terms of the arrangement we have the right, but not the obligation, to sell Euro (EUR) at a rate of 1.4000 USD per EUR on the
expiry dates listed in the range collar document. If the spot rate trades at or outside the collar range of 1.3400 and 1.6000 USD per EUR, the Company agrees
to sell EUR at the base rate of 1.3750 USD per EUR on the expiration dates. We are protected against a strengthening USD outside the collar range by
restricting the exchange rate to the base rate. We would participate in gains caused by a weakening USD up to the outer limit collar range. There are no cash
payments required and no income statement effect of an exchange rate within the limit range. As of March 31, 2008, the EUR was equal to 1.5790 USD.
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We also have a series of enhanced forward contracts outstanding under an agreement with a bank which is designed to protect us against the variability in
future cash flows related to Yen-denominated product purchases made by our European subsidiaries. As of March 31, 2008, there are nine monthly contracts
outstanding at ¥33.5 million each, which are recorded as a current liability with a total fair value of less than $0.1 million. The last contract ends on
December 15, 2008. Under the terms of the contracts, we have agreed to buy Japanese Yen (JPY) at the base rate of 156.35 JPY per EUR on the expiry dates
listed in the range forward document. As of March 31, 2008, the EUR was equal to 156.799 JPY.
 
We have two notes payable in the total amount of €81.5 million, which are designated as a hedge of our investment in the net assets of our European
operations. A $28.6 million cumulative foreign currency translation loss on the €81.5 million debt is recorded within accumulated other comprehensive
income as of March 31, 2008. We also have a 2.7 billion Yen-denominated note payable which has been designated as a hedge of our investment in a
Japanese affiliate.  At March 31, 2008, a $4.4 million foreign currency translation loss on the Yen-denominated debt is included within accumulated other
comprehensive income.
 
In addition, the Company periodically uses forward contracts to hedge certain transactions or to neutralize month-end balance sheet exposures on cross-
currency intercompany loans. As of March 31, 2008, there are two forward contracts outstanding whose purpose is to hedge the Company’s exposure to
fluctuating foreign currency exchange rates on assets created by intercompany loans. The first contract has a notional amount of €6.0 million and terminates
on April 25, 2008. The fair value of this contract is $0.1 million and is recorded within accrued expenses. The second contract has a notional amount of 32.2
million SGD and terminates on April 28, 2008. The fair value of this contract is less than $0.1 million and is recorded within other current assets.
 
OFF-BALANCE SHEET ARRANGEMENTS
 
At March 31, 2008, the Company had no off-balance sheet financing arrangements other than operating leases and unconditional purchase obligations
incurred in the ordinary course of business and outstanding letters of credit related to various insurance programs and equipment lease guarantees as noted in
our Annual Report on Form 10-K for the year ended December 31, 2007.
 
NEW ACCOUN TING STANDARDS
 
On January 1, 2008, we adopted SFAS No. 157, “Fair Value Measurements”. This standard defines fair value, establishes a framework for measuring fair
value in generally accepted accounting principles (“GAAP”), and expands disclosures about fair value measurements. The adoption of SFAS No. 157 did not
significantly change our valuation of assets or liabilities. Please refer to Note 4 of the Notes to Condensed Consolidated Financial Statements included within
this report on Form 10-Q for the related disclosures. In February 2008, the FASB issued Staff Position (“FSP”) No. 157-2, “Effective Date of FASB
Statement No. 157.” This FSP delays the effective date of FASB State ment No. 157, “Fair Value Measurements,” for nonfinancial assets and nonfinancial
liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a recurring basis, to fiscal years beginning after
November 15, 2008. Management does not expect this FSP to have a material impact on our financial statements.
 
In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations—a replacement of FASB Statement No. 141”. This statement establishes
principles and requirements for how the acquirer recognizes and measures assets acquired and liabilities assumed in a business combination. This statement
also provides guidance for recognizing and measuring the goodwill acquired and determin es what information to disclose to enable users of the financial
statements to evaluate the nature and financial effects of the business combination. Statement No. 141(R) is effective for annual periods beginning after
December 15, 2008. For the Company, SFAS No. 141(R) will be applied prospectively to business combinations entered into on or after January 1, 2009.
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In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—an amendment of ARB No. 51”. This
statement establishes accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. This
statement is effective for fiscal years beginning after December 15, 2008. It shall be applied prospectively, except for the presentation and disclosure
requirements, which shall be applied retrospectively for all periods presented. The adoption of this statement will require our minority interest balance to be
reported as a component of shareholders equity. Management is reviewing the additional requirements of this statement to determine what i mpact it may
have, if any, on our financial statements.
 
In December 2007, the FASB ratified Emerging Issues Task Force Issue No. 07-1, “Accounting for Collaborative Arrangements” (“EITF 07-1”). EITF 07-1
defines collaborative arrangements and establishes accounting and reporting requirements for transactions between participants in the arrangement and with
third parties. EITF 07-1 provides guidance on the classification of payments between participants of the arrangement, the appropriate income statement
presentation, as well as related disclosures. EITF 07-1 is effective for fiscal years beginning after December 15, 2008 and should be applied retrospectively to
all prior periods presented for all collaborative arrangements existing as of the effective date. Management is in the process of determining what impact, if
any, EITF 07-1 will have on our financial statements.
 
In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an Amendment of FASB Statement
133.” This statement enhances required disclosures regarding derivatives and hedging activities, including disclosures regarding how: (a) an entity uses



derivative instruments; (b) derivative instruments and related hedged items are accounted for under FASB Statement No.133, “Accounting for Derivative
Instruments and Hedging Activities;” and (c) derivative instruments and related hedged items affect an entity’s financial position, financial performance, and
cash flows. SFAS N o. 161 is effective for fiscal years beginning after November 15, 2008. Management is reviewing the additional requirements of this
statement to determine the impact it may have, if any, on our financial statements.
 
ITEM 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
 
The information called for by this item is included in the text in Item 2, Management’s Discussion and Analysis of Financial Condition and Results of
Operations, under the caption Market Risk and should be read in conjunction with the Company’s Annual Report on Form 10-K for the year ended
December 31, 2007.
 
ITEM 4.  CONTROLS AND PROCEDURES.
 
Evaluation of Disclosure Controls and Procedures
The Company has established disclosure controls and procedures (as defined under SEC Rules 13a-15(e) and 15d-15(e)) that are designed to, among other
things, ensure that information required to be disclosed in the Company’s periodic reports is recorded, processed, summarized and reported on a timely basis
and that such information is made known to the Company’s Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosure.
 
The Company’s management, under the supervision and with the participation of the Chief Executive Officer and the Chief Financial Officer, has evaluated
the effectiveness of the Company’s disclosure controls and procedures as of the end of the period covered by this quarterly report, and based on such
evaluation, has concluded that such disclosure controls and procedures are effective.
 
Changes in Internal Controls
During the period covered by this report, there has been no change to the Company’s internal control over financial reporting that has materially affected, or is
reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II.  OTHER INFORMATION
 
ITEM 2.  UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
 
The following table shows information with respect to purchases of our common stock made during the three months ended March 31, 2008 by us or any of
our “affiliated purchasers” as defined in Rule&nb sp;10b-18(a)(3) under the Exchange Act:
 

Period
 

Total number
of shares

purchased
(1)(2)(3)

 

Average
price paid
per share

 

Total number of
shares purchased as

part of publicly
announced plans or

programs
 

Maximum number
of shares that may
yet be purchased

under the plans or
programs

 

          
January 1 – 31, 2008

 

218
 

$ 39.60
 

—
 

—
 

          
February 1 – 29, 2008

 

45,122
 

$ 43.68
 

—
 

—
 

          
March 1 – 31, 2008

 

87,405
 

$ 42.34
 

—
 

—
 

          
Total

 

132,745
 

$ 42.79
 

—
 

—
 

 

(1)   Includes 38,266 shares purchased on behalf of employees enrolled in the Non-Qualified Deferred Compensation Plan for Designated Officers (Amended
and Restated Effective January 1, 2004).  Under the plan, Company match contributions are delivered to the plan’s investment administrator, who then
purchases shares in the open market and credits the shares to individual plan accounts.
 
(2)   Includes 29,699 shares of common stock acquired from employees who tendered already-owned shares to satisfy the exercise price on option exercises
as part of the C ompany’s 2007 Omnibus Incentive Compensation Plan.
 
(3)   Includes 64,780 shares of common stock acquired from employees who tendered already-owned shares to satisfy withholding tax obligations on option
exercises, as well as on the vesting of incentive and restricted stock awards, as part of the Company’s 2007 Omnibus Incentive Compensation Plan.
 
ITEM 6.  EXHIBITS
 
See Index to Exhibits on page F-1 of this Report.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, West Pharmaceutical Services, Inc. has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized.
 
 



WEST PHARMACEUTICAL SERVICES, INC.
(Registrant)
 
 
By: /s/ William J. Federici

 

William J. Federici
Vice President and Chief Financial Officer
 
 
May 8, 2008
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EXHIBIT INDEX

 
Exhibit
Number

 
Description

3.1
 

Our Amended and Restated Articles of Incorporation effective December 17, 2007 are incorporated by reference from our Form 8-K dated
December 17, 2007.

   
3.2

 

Our Bylaws, as amended effective December 17, 2007 are incorporated by reference from our Form 8-K dated December 17, 2007.
   
4.1

 

Form of stock certificate for common stock is incorporated by reference from our 1998 10-K report.
   
4.2

 

Article 5, 6, 8(c) and 9 of our Amended and Restated Articles of Incorporation are incorporated by reference from our 1998 10-K report.
   
4.3

 

Article I and V of our Bylaws, as amended through March 6, 2004 are incorporated by reference from our 10-Q report for the quarter ended
March 31, 2004.

   
4.4

 

Instruments defining the rights of holders of long-term debt securities of West and its subsidiaries have been omitted.(1)
   
10.1

 

Form of 2008 Bonus and Incentive Share Award, issued pursuant to the 2007 Omnibus Incentive Compensation Plan.
   
10.2

 

Form of 2008 Non-Qualified Stock Option and Performance-Vesting Share Unit Award, issued pursuant to the 2007 Omnibus Incentive
Compensation Plan.

   
31.1

 

Certification by the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
   
31.2

 

Certification by the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
   
32.1

 

Certification by the Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

   
32.2

 

Certification by the Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

 

(1) We agree to furnish to the SEC, upon request, a copy of each instrument with respect to issuances of long-term debt of the Company and its subsidiaries.
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EXHIBIT 10.1
 

March 14, 2008
 

2008 Bonus and Incentive Share Award For:
 

«Name»
 

GRANT DATE:
 

February 26, 2008
VESTING DATE:

 

February 26, 2012
 

UNRESTRICTED SHARES (YOUR “BONUS SHARES”)
 

After-Tax Shares Distributable Immediately: «CS_Bonus_Shs» (“After-Tax Bonus Shares”)
   
Shares Deferred on a Pre-Tax Basis: «Deferred_Bonus_Shs» (“Deferred Bonus Shares”)
   
TOTAL Unrestricted Shares: «Bonus_Shares» (“Total Bonus Shares”)

 
RESTRICTED SHARES (YOUR “INCENTIVE SHARES”)

 
After-Tax Shares Distributable Upon Vesting: «CS_Inc_Shs» (“After-Tax Incentive Shares”)
   
Shares Deferred on a Pre-Tax Basis: «Deferred_Inc_Shs» (“Deferred Incentive Shares”)
   
TOTAL Restricted Shares: «Incentive_Shares» (“Total Incentive Shares”)
 

I am pleased to confirm the award made to you on February 26, 2008 by the Compensation Committee of the Board of Directors of Bonus
Shares and Incentive Shares of the Company’s common stock in the amounts set forth above.

 
Your Bonus Shares are immediately vested.  Your entire grant of Incentive Shares awarded to you will vest only if you remain employed by the

West and retain all of the Bonus Shares granted to you during the time period between the Grant Date and the Vesting Date.
 
The entire award of Bonus Shares and Incentive Shares are subject to the other terms and conditions specified in the West Pharmaceutical

Services, Inc. 2007 Omnibus Incentive Compensation Plan (the “Omnibus Plan”).  Enclosed with this award letter are a summary of important Terms and
Conditions applicable to your Bonus Shares and Incentive Shares and a Participant Information Statement for the Omnibus Plan.  You should review both
documents carefully.

 
If you wish to sell or withdraw any of the After-Tax Bonus Shares or vested Incentive Shares credited to your account, you should contact the

Company’s stock plan administrator, Computershare at +1.888.472.3073.  A Sale or Withdrawal of Shares form is enclosed for your convenience.
 
Your Deferred Bonus Shares are also subject to the restrictions contained in the Company’s Non-qualified Deferred Compensation Plan for

Designated Employees (the “Deferred Compensation Plan”) and the elections that you have previously made regarding distribution of your account under the
Deferred

 

 
Compensation Plan.  Therefore, you may not sell, transfer, pledge or otherwise dispose of your Deferred Bonus Shares or Deferred Incentive Shares.

 
This Award is governed by all of the terms and conditions contained in this award letter (including the Terms and Conditions), the Omnibus Plan

and, if applicable, the Deferred Compensation Plan.  In the event of a conflict between this award letter and the applicable Plans, the provisions of the
applicable Plan shall control for any and all purposes.

 
Please review the attached documentation carefully.  I would be happy to answer any questions about the terms and conditions of your awards.

 
 

  

Very truly yours,
  

  

Richard D. Luzzi
  

Vice President Human Resources
   
RDL/rmm

  

Attachments
  

 



 
Terms and Conditions for

Employee Bonus and Incentive Stock Awards
 
1.               After-Tax Bonus Shares are shares of Company stock awarded to you and are considered “Stock Bonuses” under the Company’s 2007 Omnibus

Incentive Compensation Plan.  After-Tax Incentive Shares are shares of stock that are subject to risk of forfeiture as explained below and are considered
“Restricted Stock” under the Omnibus Plan.

 
2.               Upon grant, the number of After-Tax Bonus Shares and After-Tax Incentive Shares shown on the accompanying grant letter will be held in an account

with Computershare on your behalf.  You will be permitted to indirectly vote their allocated after-tax shares through the Computershare
 
3.               You will be entitled to receive dividends and other distributions with respect to all of your Bonus Shares and Incentive Shares, except that dividends on

Bonus Shares and Incentive Shares will be reinvested automatically in additional shares of stock automatically.  If you forfeit your Incentive Shares, you
have no right to receive shares purchased through dividends paid on the restricted shares.

 
4.               All Incentive Shares are not vested on grant.  All of the Incentive Shares will vest 100% on the fourth anniversary of the grant date (the “Vesting Date”),

subject to the following events occurring:
 
Event

 
Effect on Incentive Shares

   
If before the Vesting Date,

 

 

   
. . . you sell, assign, exchange, pledge, hypothecate or otherwise encumbers
any of the Bonus Shares

 

. . . all of the Incentive Shares are immediately forfeited.

   
. . . you tender Bonus Shares as full or partial payment of the exercise price
of a stock option granted under a Company plan

 

. . . the Incentive Shares continue to vest according to the original schedule.

   
. . . you tender Bonus Shares to satisfy applicable tax withholding
requirements as permitted by the Plan

 

. . . the Incentive Shares continue to vest according to the original schedule.

   
If you terminate employment before the Vesting Date

 

 

   
. . . due to death, disability or retirement under a retirement plan maintained
by the Company

 

. . . the following percentage of the Incentive Shares will vest:

   
 

 

(i)    25%, if at least 1 but less than 2 years has elapsed since the Grant Date;
   
 

 

(ii)   50%, if at least 2 but less than 3 years has elapsed since the Grant Date;
and

   
 

 

(iii)  75%, if at least 3 years has elapsed since the Grant Date.
   
. . . for any reason other than death, disability or retirement

 

. . . all of the Incentive Shares are immediately forfeited.
 

 
5.               This Award granted hereunder is subject to the applicable terms and conditions of the Omnibus Plan, which are incorporated herein by reference, and in

the event of any contradiction, distinction or differences between this award letter and its summary and the terms of the Omnibus Plan, the terms of the
Omnibus Plan will control.

 
6.               If you have elected to defer some or all of the Bonus Shares and Incentive Shares under the Company’s Deferred Compensation Plan, these shares will be

credited to a bookkeeping account by Vanguard.  Your Deferred Bonus Shares and Deferred Incentive Shares are considered “Deferred Stock” under the
Omnibus Plan. You are not permitted to vote your Deferred Bonus Shares or Deferred Incentive Shares.  Additional restrictions regarding the distribution
of these deferred apply to these shares as set forth in the Deferred Compensation Plan.  In the event of a contradiction, distinction or difference between
this award letter and its summary and the terms Deferred Compensation Plan, the terms of the Deferred Compensation Plan will control.

 
7.               The Company may condition delivery of certificates for shares upon the prior receipt from Employee of any undertakings which it may determine are

required to assure that the certificates are being issued in compliance with federal and state securities laws.
 



EXHIBIT 10.2
 

 
March 14, 2008
 
«Name»
«Address1»
«Address2»
«Address3»
«Address4»
 
Dear Participant:
 
Congratulations.  On February 26, 2008, the Compensation Committee of our Board of Directors granted you the following stock option and performance-
vesting share units.
 
 

Stock Option Award: «Option_Shares»
 

    
 

Target PVS Units: «PVS»
 

 
The awards were made under the terms of our 2007 Omnibus Incentive Compensation Plan.  We have attached a summary of the terms of your awards. 
Please read it carefully.
 
I am pleased that you are a participant in this long-term incentive compensation program and trust that your participation will be beneficial to both you and
the Company.
 
Sincerely,
 

 
Enclosure

 

 
Summary of Your Stock Options
 
What is a stock option?
 
A stock option is the right to purchase a fixed number of shares at a set exercise price.  The option granted by this award is a non-qualified stock option.  The
stock option gains value when the price of our common stock exceeds the exercise price.
 
How many shares may I purchase and what is the price?
 
The number of shares you may purchase and the exercise price are as follows:
 

Exercise Price
 

Total shares that may
be purchased upon

exercise
 

    
$ 41.70

 

«Option_Shares»
 

 
May I purchase the shares immediately?
 
No.  So long as your employment with us continues, 25% of your option becomes exercisable – or “vests” – each year for the first four years following the
grant date.  At the end of the four-year period, you may exercise the entire option.  The following chart shows when and what portion of your option becomes
exercisable.
 

Date
 

Portion of the option
that becomes exercisable

 

February 26, 2008 (grant date)
 

0%
February 26, 2009

 

25%
February 26, 2010

 

50%
February 26, 2011

 

75%
February 26, 2012 and thereafter

 

100%
 
However, in no event will your option be exercisable after the Expiration Date.
 
When will my option expire?
 



The option expires on February 26, 2018, which will be referred to as the “Expiration Date.”  This means that once it becomes exercisable, the option may be
exercised until February 25, 2018.  In addition,

 
·        if you die, the option will remain exercisable for one year from your date of death;
 
·        if your employment terminates for any reason other than retirement, disability, death or removal for cause, the option will expire on 90 days after

the termination date;
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·        if we terminate your employment for cause, the option will expire on the commencement of business on your date of termination.

 
How do I exercise my stock option?
 
There are four ways to exercise a stock option.
 
·        Cash.  You write a check to the Company for the exercise price, plus any applicable withholding taxes.
 
·        Already owned shares.  You may deliver (or have the Company withhold) shares of common stock you own with a fair market value equal to the exercise

price, plus any applicable withholding taxes.
 
·        Combination of shares and cash.  You may use a combination of cash and stock.
 
·        Reduction of proceeds.  With the consent of the Committee, you may elect to have shares you would otherwise receive upon the exercise reduced by an

amount equal to the total exercise cost divided by the fair market value of the shares at the time of your exercise.  In effect, you would receive the “net”
shares otherwise due you after deducting for the exercise cost, plus applicable withholding taxes.

 
Enclosed with this award is an Information Sheet about Computershare, the Company’s stock plan administrator.  This contains important additional
information about how to exercise your Options.  Please review it carefully.
 
When do I have to pay for the exercise?
 
The full exercise price and applicable taxes must be paid within three days of exercise.
 
Are there any other restrictions on my ability to exercise my option?
 
All option exercise transactions by West’s officers who are subject to Section 16 of the Securities and Exchange Act of 1934 must comply with the
restrictions contained in our Securities Trading Policy, including review by and written pre-approval of our General Counsel.
 
Are there circumstances that would lead to a forfeiture of my award?
 
Yes, in certain situations you must give up amounts you receive as a result of the option you exercise.  These situations are described below.
 
If within (i) the term of the option or (ii) within 3 months following termination of employment or (iii) within 3 months after you exercise any portion of the
option, whichever is the latest, you directly or indirectly engage in conduct deemed to be any activity in competition with any activity of the Company, or
inimical, contrary or harmful to, or not in the best interests of, the Company or if you fail to comply with any of the terms and conditions of the Plan or this
award (unless the failure is remedied within ten days after having been notified of such failure), then any and all rights to exercise this option will terminate
and you must pay us an amount equal to any gain realized by you from exercising all or any portion of this option.
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We may also deduct from any amounts we owe you, such as amounts owed as wages or other compensation, fringe benefits, or vacation paid.  Whether or not
we elect to make any deduction, if we do not recover the full amount you owe, you agree to pay us immediately the unpaid balance.  By agreeing to accept
this award, you consent to our right to make these deductions.
 
Are there any other things I should be aware of?
 
This is a summary of the terms of your stock option award.  Your award is subject to the terms of the 2007 Omnibus Incentive Compensation Plan. This award
is being delivered with an Information Statement, which gives additional information about your award and the 2007 Omnibus Incentive Compensation Plan
under which it was granted.  We encourage you to read the Information Statement.  Additional terms and conditions may apply to your award under the terms
of the Omnibus Plan.
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Summary of Your Performance-Vesting Share Unit Award
 
What is a performance-vesting share unit?
 
A PVS Unit award represents the conditional right to receive a distribution of shares.  The number of shares you will receive depends on how well the
Company’s actual performance compares to specified performance goals at the end of the performance period.



 
What are the performance goals?
 
The performance levels are based on two equally weighted performance measures.  The two measures of Company performance are:
 

·        Average return on invested capital – also called “ROIC” – is measured by dividing the average of the Company’s net operating profit (without
regard to taxes) over the performance period by the average outstanding equity plus debt over that period.

 
·        Compounded annual revenue growth – also called “CAGR” – is the compound annual growth rate in net sales for the Company over the same

period.
 

What is the performance period?
 
The Company’s performance against the goals is measured over a three-year period that begins January 1, 2008 and ends December 31, 2010 (“Performance
Period VII”).
 
Your target PVS Units award presented on the first page of this letter is the number of shares of West Common Stock that you would receive if the Company
obtains 100% of both of the ROIC and CAGR performance targets.  Additional shares of Common Stock will be distributable under this PVS award if actual
performance exceeds the target performance level, and fewer shares of Common Stock will be distributable if actual performance falls short of the target
performance level.  No shares of Common Stock will be paid out if actual performance falls below the minimum acceptable level.
 
The following table shows the performance targets for CAGR and Average ROIC and the corresponding PVS Units payouts for Performance Period VII.
 

  
CAGR

 
Average ROIC

 

  
(applies to 50% of PVS Units)

 
(applies to 50% of PVS Units)

 

Performance Range
 

Performance
 

Payout
 

Performance
 

Payout
 

Maximum: 150% 15% 200% 15% 200%
 

125% 12.5% 150% 12.5% 150%
 

110% 11% 120% 11% 120%
Target: 100% 10% 100% 10% 100%
 

85% 8.5% 75% 8.5% 75%
Threshold: 70% 7.0% 50% 7.0% 50%
Less than 70%:

  

Less than 7.0% -0-
 

Less than 70% -0-
 

 
If actual CAGR or ROIC falls between any of the performance range percentages above, the payout for that portion of your PVS Units will be determined by
applying a mathematical formula
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to estimate the value based on the two nearest percentages.  For more information on the calculation, please see below.
 
Can my award be changed?
 
Yes, the Committee can change or revise the targets as it considers appropriate.  In the event of acquisitions or divestitures the Committee will on a case-by-
case basis determine the necessity to change or revise the performance targets.
 
When will I know how many shares I am eligible to receive?
 
The shares will be distributed to you in early 2011 after the ROIC and CAGR for the performance period are calculated. This will be done by the
Compensation Committee after review of the Company’s audited financial statements.
 
Will I receive dividends on my PVS Units?
 
During the Performance Period, your account will be credited with additional PVS Units as if the target PVS Units award had been reinvested in dividends
paid on Common Stock during the period.  At the end of the Performance Period, you may receive additional shares of Common Stock equal to the amount of
PVS Units credited through this dividend-reinvestment feature.  If performance falls below the target levels, you may forfeit some or all of these PVS Units.
 
May I defer receipt of my shares?
 
Yes.  Delivery of shares upon payout may be deferred under the Deferred Compensation Plan for eligible participants in certain countries.  If you are eligible,
you will receive details on this deferral opportunity before the end of each Performance Period.  You may similarly defer receipt of additional shares you
would otherwise receive due to the deemed dividend reinvestment feature.
 
Are there circumstances under which my right to receive shares would terminate?
 
You will not be entitled to receive a distribution with respect to any PVS Units granted by this award if:
 

1.                     Your employment terminates for any reason before the end of Performance Period ; or
 
2.                     If at any time during your employment or within 3 months following termination of your employment, you directly or indirectly engage in activity

harmful to, or not in the best interest of, the Company.  Such activity includes, without limitation:
 

·        conduct related to your employment for which either criminal or civil penalties against you may be sought;
 



·        acquisition of a direct or indirect interest or an option to acquire such an interest in any person or entity engaged in competition with the
Company’s business (other than an interest of not more than 5 percent of the outstanding stock of any publicly traded company);
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·        accepting employment with or serving as a director, officer, employee or consultant of, or furnishing information to, or otherwise facilitating

the efforts of, any person or entity engaged in competition with the Company’s business;
 
·        soliciting, employing, interfering with, or attempting to entice away from the Company any employee who has been employed by the

Company in an executive or supervisory capacity within one year before such solicitation, employment, interference or enticement;
 
·        violation of Company policies, including the Company’s insider-trading policy; or
 
·        using for yourself or others, or disclosing to others, any confidential or proprietary information of the Company in contravention of any

Company policy or agreement.
 

Are there any other things I should be aware of?
 
This is summary of your PVS Unit award.  Your award is subject to the terms of the 2007 Omnibus Incentive Compensation Plan.   This award is being
delivered with an Information Statement, which gives additional information about your award and the 2007 Omnibus Incentive Compensation Plan under
which it is granted.  We encourage you to read the Information Statement.  Additional terms and conditions may apply to your award under the terms of the
Plan.

 
7



EXHIBIT 31.1
 
CERTIFICATION
 
I, Donald E. Morel, Jr., Ph.D., certify that:
 

1.               I have reviewed this quarterly report on Form 10-Q of West Pharmaceutical Services, Inc.;
 
2.               Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 
3.               Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

4.               The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

 
(a)          Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,

to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

 
(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 
(c)          Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d)         Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

 
5.               The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

(a)          All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 
(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.
 
 

/s/ Donald E. Morel, Jr., Ph.D.
 

Donald E Morel, Jr., Ph.D.
Chairman of the Board and Chief Executive Officer
 
Date: May 8, 2008

 



EXHIBIT 31.2
 
CERTIFICATION
 
I, William J. Federici, certify that:
 

1.               I have reviewed this quarterly report on Form 10-Q of West Pharmaceutical Services, Inc.;
 
2.               Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 
3.               Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

4.               The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

 
(a)          Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,

to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

 
(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 
(c)          Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d)         Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

 
5.               The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

(a)          All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 
(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.
 
 
/s/ William J. Federici

 

William J. Federici
 

Vice President and Chief Financial Officer
 

  
Date: May 8, 2008

 

 



EXHIBIT 32.1
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF

THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report of West Pharmaceutical Services, Inc. (the “Company”) on Form 10-Q for the period ending March 31,
2008 filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Donald E. Morel, Jr., Chairman and Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
 
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
/s/ Donald E. Morel, Jr., Ph.D.

 

Donald E. Morel, Jr., Ph.D.
Chairman of the Board and Chief Executive Officer
 
 
May 8, 2008

 



EXHIBIT 32.2
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF

THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report of West Pharmaceutical Services, Inc. (the “Company”) on Form 10-Q for the period ending March 31,
2008 filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, William, J. Federici, Vice President and Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
 
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
/s/ William J. Federici

 

William J. Federici
Vice President and Chief Financial Officer
 
 
May 8, 2008

 




