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1 Market View

Equity markets continued to encounter resistance at the top end of their recent trading ranges as some mixed economic data send out
confusing signals over the future direction of US interest rates. Earlier in the week some weaker than expected manufacturing data raised
expectations of possible Fed easing in early 2007 in order to avert a 'hard landing' for the US economy. These expectations were
extinguished quite rapidly as higher than expected unit labour costs and a sharp revision upwards in the employment data raised concerns
that the Fed may actually need to raise rates again. Equity markets will continue to trade in a narrow range as investors evaluate further
data releases, however newsflow on the economic front is slow this week

Below are our current trading ideas

Trading ideas
BP

Last rec @ 592p
Current: 590p
Target: 660p
Stop-loss: 555p

BP recently announced that it will pay a Q3 dividend of 5.241p per share, going ex this Wednesday, 8th
November. Our current 12 month price target for BP of £6.60 (12% upside) is based on 11x 2007 eps of 60p,
and BP will also pay a dividend yield of ¢.3.4% for waiting for this upside to be achieved. BP’s ongoing share
buyback programme should also continue to support the share price at current levels, with the most recent share
buyback being the purchase for cancellation of 5.35m shares last Thursday at prices between 584.5p and 591p.
BP's results for the 3 months ended 30/09/06 showed underlying replacement cost net profit of $4.86 bn, c.3%
ahead of the consensus forecast of $4.7 bn, even though it was a year on year decrease of 9%. The main driver
of the year on year profit decrease was the shut down of 200,000 barrels a day from the Alaska Prudhoe Bay
production of 450,000 barrels a day. However, 400,000 barrels a day of this production has already been
restored and the 12% share price decline since the end of July may have already discounted this Q3 profitability
decline. However, what is not yet discounted by the share price is the potential for production growth to resume
in 2007. BP has a large number of new production start-ups coming on stream over the next 12 months, which
should result in overall production growth of c.5% being achieved in 2007 : BUY. .

GSK

Lastrec @ 1451p
Current: 1,402p
Target: 1,650p
Stop-loss: 1350p

GlaxoSmithKline recently announced its results for the 3 months ended 30/09/06. Profit before tax and earnings
per share of £2.022bn and 24.7p respectively were 10% and 11% ahead of consensus forecasts of £1.836 bn
and 22.2p, and were year on year increases of 16% and 15%. The better than expected earnings growth was
largely driven by a stronger than expected operating margin of 35.9%. However, the company's share price has
since given all of the 6% gain it had made since the start of October as a result of negative pipeline news. While
some of the pipeline news is negative for sentiment, it largely has a negligible effect on earnings forecasts, as
shown by the fact that GSK has upgraded its earnings growth guidance. There was also some positive pipeline
news overlooked, such as the fact that GSK’s potentially major cancer vaccine (MAGE-3) has moved into phase
I, that Promacta (thrombocytopenia) remains on track for a 2007 filing and that Pazopanib (renal cancer) is
showing promise. Our current 12 month price target of £16.50 (17% upside), values GSK at 16.6x consensus
2007 eps of 99.5p, which is a 13% discount to the current European pharma sector average of 19x, to reflect the
group’s slightly slower than average earnings growth : BUY

BG

Last rec @ 673p
Current: 685p
Target: 765p
Stop-loss: n/a

Last week, BG Group, formerly called British Gas, announced its results for the 3 months ended 30/09/06. Net
profit and earnings per share of £342m and 10p respectively were largely in line with consensus forecasts of
£335m and 9.8p, and were year on year increases of 11% and 16%. The major driver of the profit growth was
the E&P division where a 22% year on year production increase drove similar 21% year on year operating profit
growth. These Q3 results keep BG on course for a 2006 eps of 51p, representing year on year earnings growth
of 21%. Such continued stronger than sector average earnings growth, combined with the group’s high quality
management, has resulted in the share price trading at an average premium to NAV of 13% since the company’s
de-merger in 2000. Using the reasonably conservative assumptions of $41 long term oil and a 10% discount
rate, gives a BG Group NAV per share of £6.77, which at a 13% premium gives our current stand-alone 12
month price target of £7.65 (12% upside). Such a target would value the shares at 15x 2006 eps of 51p, an
achievable rating for 2006 earnings growth of 21%. Further progress in converting new discoveries into proven
reserves also creates the potential for further NAV growth : BUY.

CRH

Last rec @ €27.45
Current: €27.47
Target: €30.00
Stop-loss: €24.30

Mexican cement group, Cemex, recently announced a $12.8bn takeover offer for Australia’s Rinker Group,
valuing Rinker at 14.4x forward earnings. Such a rating is in line with the 14x to 16x range at which deals in the
cement sector have taken place in recent years, and highlights the attractions of CRH’s current valuation of
11.7x forward eps, particularly given the Irish company’s continued prospects for double digit earnings growth.
The latest data from the US housing market also showed that September new home sales increased by 5%
month on month, to 1.075m units. This was better than the consensus forecast of 1.04m, helped by lower prices
and lower mortgage payments. This is the second gain in the series in a row, the first time this has happened
since March 2005, providing further evidence of a recent stabilisation in US housing, an important sentiment
issue for the CRH share price. Our view remains that a multiple of 13x forward earnings is a fair rating for CRH,
given the multiple range of 14x to 16x forward earnings at which deals continue to take place in the cement
sector, and given the group’s continued double digit growth. This generates our current 12 month price target of
€30, which is based on 13x consensus 2007 eps of €2.35 : BUY.

AlIB

Last rec @ €20.90
Current: €20.79
Target: €23.00
Stop-loss: €20.70

Last week, we had a visit from AIB management, highlighting the growth potential of the group’s Polish business,
as well as the potential capital release from the group’s M&T shareholding when needed. Following the visit, we
upgraded our 12 month price target from €21.50 to €23, based on a sum of the parts analysis that values the
core Irish, UK and Capital Markets businesses at 12x 2006 earnings of €1.25 bn, the US and Polish businesses
at current market values of €2.52 bn and €2.61 bn respectively, and the Ark Life joint venture with Aviva at
€300m. AIB’s pre-exceptional H1 2006 profit before tax and eps of €1.064 bn and 93.7c respectively were 7%
and 9% ahead of consensus forecasts of €998m and 86.3c, and were both year on year increases of 29%. In
addition to more robust than expected credit quality, the bank’s net interest margin of 2.29% was more resilient
than the 2.2% expected, resulting in the very strong group loan growth of 24% translating into 29% eps growth.
The underlying operating profit growth of the group’s Capital Markets division (26%) and Polish division (62%)
were particularly strong. In conjunction with these H1 results, AIB raised its guidance for 2006 earnings growth to
“over 20%”. AIB's "meet the management" day in London this Wedenesday, 8th November, Bank of Ireland's
first half results' announcement on 16th November and Anglo Irish Bank's full year results' announcement on 6th
December, could all act as positive near term catalysts for the AIB share price : BUY.
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The Week Ahead
Date Region Event Period Consensus Prior
6/11/06 EC Euro-Zone PPI (MoM) SEP -0.50% 0.10%
6/11/06 EC Euro-Zone PPI (YoY) SEP 4.60% 5.70%
9/11/06 UK Trade Balance Non EU25 GBP/Mn SEP -£4000 -£4230
9/11/06 UK Total Trade Balance (GBP/MIn) SEP -£4300 -£4421
9/11/06 UK BOE ANNOUNCES RATES NOV-09 5.00% 4.75%
9/11/06 us Trade Balance SEP -$66.0B  |-$69.9B
9/11/06 us U. of Michigan Confidence NOV P 93.4 93.6
9/11/06 UK Leading Indicator Index (MoM) SEP - - 0.20%
Paper Company Comment
Last week private equity firm Alchemy quietly
announced it is buying the independent Lloyds
insurer Cathedral Capital for £113m - With private
] equity firms flush with cash, this deal is unlikely to be
Sunday Times | Lloyds the last
In the sharewatch section Blohxhams Pramit Ghose
] has Sony at "Hold", and Anglos Richard Radcliffe has
Sunday Times | Sony it as "Avoid"
Spain will probably used bt Maurice Pratt as the first
attempt to launch Magners in Europe. Citigroup says
a successful launch in another market is crucial to
keep forward momentum as its fizzy drinks & snack
) foods division is struggling, and its cider competitors
Sunday Times | C&C in the UK are likely to sharpen their acts.
SBP Davy DAVY Executives free to sell stake in four years
Waterford
SBP Wedgwood Executive delight as Wedgwood bounces back
SBP South Wharf DAVY Investors part of Irish glass deal
SBP Aer Lingus Pressure on Mannion to deliver
Sunday Tribune | ACC Concern over ACC's €500mIn lending frenzy
Sunday Indep C&C The froth in C&C shares
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2 Technical Analysis

Comment

Key
Resist

Still positively biased. Sell off as anticipated No position No position
and has corrected overbought position. See
consolidation +/- 100 pts from here before
Iseq Uptrend moving higher 8210 8405 8725
Seller at 6240 Short @6190-
with stop at Took pofit at
Reversing overbought position- however 6280 Buyer at 6120
needs to hold at 6100 so as not to turn 6110- stop at
Ftse100 Uptrend momentum/m.av’s negative 5890 6105 6250 6085
Remains buoyant- sell off short lived. Buyer Buy at 6105, Short @6323-
but prefer to wait for more substantive stop at 6000 took profit @
Dax Uptrend correction 6105 6208 6350 6240
Very little resistance and orderly correction Buy at 11940 No position
from highs. See move to 11900’s before stop at 11890
Dow Uptrend moving higher. 11850 11940 12200
Overbought but trading well- still a ways to Short at 2 N/a
go to break out of sideways trend but bias @1.2657- stop
Euro/USD Sideways remains up unless we trade into low 1.26’s 1.2510 1.2680 1.2800 1.2920 at 1.2860
As we thought heading to old lows at 0.66- Buy at 0.6660 N/a
should hold there very overbought- worth with stop
Euro/GBP Down short term long trade with tight stop. 0.6600 0.6660 .6720 0.6770 at.6590
Sell at 118.20 Long
Caught the bounce- looks overbought with with 118.80 stop 2@116.67-
Sideways/ maybe KDR Friday- no value in positioning Took profit @
Bunds Down here- think we will trade back to lows 116.55 118.30 118.90 117.45
Buy at 57.80 | Short 60.57 took
with stop at profit @ 59.00
55.90- sell at 60
Oversold but bounce short lived- need to with stop at
Qil Down lower move to buy again for risk/reward 57.80 56.00 60 62 60.90
Short at 1.36 N/a
Sideways/ | Overbought- tight range this week of 1.33 to work 1.40 stop-
Vodafone Up 1.39. 1.27 1.30 1.39 buy at 1.27
Sideways/ Little value in trade here- biased to trading No position N/a
Lloyds Up 530/580 levels 530 550 565 600
Overbought and struggling to take out Go short with N/a
BHP Sideways resistance. 850 10.20 10.80 10.45 10.70 stop
Long at 3.93 N/a
stop at 3.78 take
Tullow Uptrend Remain positive — expect to retest highs 4.13 4.01 3.93 3.60 profit at 4.13
Very overbought- but can sustain such No Position N/a
levels for a while. On balance expect
Anglo Uptrend consolidation 13.70 13.90 114.60
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Last Week’s Moves

Div
Last week’s YTD Yield- EPS Growth-
Levels moves Move FY1 FY1 P/E-FY1 P/E-FY2

Equities

DOW

JONES

INDUS.

IAVG 11979.4 -0.92% 11.77% ISEQ 2.55% 14.1% 12.0 10.5
S&P 500

INDEX 1362.64 -1.03% 9.21% UK 3.40% 15.5% 13.0 12.4
NASDAQ

COMPOSI
TE INDEX | 2319.98 -1.29% 5.21% uUs 2.10% 10.9% 16.2 15.1
DJ STOXX

50 = PR 3679.12 -0.28% 9.85% Eur 3.19% 15.0% 12.7 11.9
FTSE 100

INDEX 6148.098 -0.21% 9.42%

DAX

INDEX 6241.148 -0.34% 15.40%

Sector*® Weekly YTD Move *Perf based on capital price moves only

Move % %

Mining 1.25 48.55 -

General Retailers -1.29 23.05 ehange WID %

Construction 0.49 22.69 s

Autos 3.73 20.11 301

Utilities -0.47 18.96 W qj B I I — E—
Banks -0.56 16.74 151 ]

Personal Goods -0.67 14.75 ol

Food Producers 0.41 12.05 75

|nSUI’aI’]CG 1 65 1204 Auto Tobacco Insurance Sof tware Technology Industrials
Chemicals -0.49 9.88

Beverages -0.09 9.29 Change YTD %

Gen. Industrials -6.81 9.06 0

Media -0.56 7.86 600

Tobacco 1.68 7.49 50.0 |

Pharmaceuticals -0.34 7.31 400

Telecoms 0.27 5.26 30.01 _ _

Leisure Goods -1.04 5.07 o

Oil & Gas -0.63 2.87 00 = = =
TeChnOlOgy -250 -399 100 Mining Retail Construction oil Technology Softws
Software -1.34 -4.09

Best/Worst Performers 27/10/06 — 03/11/06

Iseq FTSE
ISEQ FTSE

15.00%

% 10.00%
5.00% | | M
0.00%
flemess=— el I e = ne na 5 2
-00% -10.00%
% British Friends
South Wharf Energy

Lonimin DSG
International

Wolseey Rexam

Peteroceltic Minmet Glanbia C&C Group Elan Provident

The ISEQ closed marginally down on last week.
Anglo Irish Bank held up well after a very strong run,

The insurance stocks kept the FTSE virtually flat with
positive news coming from Friends Provident better

as did CRH. C&C was down with talk that UK pub
chains will not re-stock for the winter and Elan’s
continued poor performance weighted heavily on the
market

than expected sales results and speculative merger
and acquisition activity in Standard life. For a second
week running GlaxoSmithKline and AstraZeneca

pulled the market down.
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3 Commodity, Cuarency & Credit Markets

Current YTD Change Year End Forecast
GBP ,  GBP EUR GBP usD
Base Rate 3.25% 4.75% 5.25% 1.00% 0.25% 1.00% | 3.50% | 5.00% | 5.25%
3 Month 3.57% 5.20% 5.37% 1.01% 1.03% 0.49% | 3.60% | 5.19% | 5.40%
12 Month 3.84% 5.43% 5.27% 0.80% 0.89% 0.20% | 3.77% | 5.43% | 5.30%
5 Year 3.72% 4.88% 4.69% 0.66% 0.71% 0.34% | 3.62% | 4.80% | 4.65%
10 Year 3.77% 4.58% 4.72% 0.46% 0.49% 0.33% | 3.69% | 4.60% | 4.66%
EUR-USD X-RATE 1.2707 6.71% 1.300
EUR-GBP X-RATE 0.66867 -2.85% 0.685
CRUDE OIL FUTR 59.26 -8.11%
NAT GAS FUTR 7.97 -30.35%
GOLD SPOT $/0Z 628.6 -6.50%
SILVER SPOT $/0Z 12.6 21.37%
LME ALUMINUM 2756 42.83%
LME COPPER 7245 21.04%
Comment:
Interest Rates The gap between European two- and 10- year bond

yields narrowed for a third consecutive week last
week after the European Central Bank declined to
550% rule out the need for further interest rate increases

next year to curb inflation. Benchmark debt slid by the
most in two weeks yesterday after ECB President
5.00% Jean-Claude Trichet pledged “strong vigilance" on

—— D inflation. As expected, the ECB left interest rates
4.50% unchanged at 3.25% following the latest council
—GBP meeting. In the statement following the decision, the

EUR bank stated that monetary policy was still
accommodative and that strong vigilance would be
needed. Markets remained very confident that a rate
3.50% increase to 3.50% would be sanctioned in December.

Rate

4.00%

3.00% : : : : : : : : : : : : With little data out of the Euro-zone this week
expected markets to take their lead from the US. In
the short term expect yields to move higher as long
positions continue to be unwound on the back of the
Time strong non-farm payroll number last week.

DEC 06
MAR 07
JUN 07
SEP 07
DEC 07
MAR 08
JUN 08
SEP 08
DEC 08
MAR 09
JUN 09
SEP 09
DEC 09
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Currency Comment

Comment : EUR/USD

EUR/USD The dollar found support close to 1.28 against the Euro and strengthened
to 1.27 after the Friday payroll data. Following the weak third-quarter
GDP data two weeks, the US data continued to have a soft bias for much
of last week, although the pattern was disrupted on Friday. The regional
12000 Chicago PMI index weakened sharply to 53.5 in October from 62.1 the
previous month while the national ISM index fell to a three-year low of
51.2 for October from 52.9 the previous month. The headline US payroll

j \/ \ I/.'\ growth was weaker than expected at 92,000 for October, but the
A l N\
WV

1.3000

September increase was revised up to 148,000 from 51,000 previously
while the unemployment rate fell to 4.4% from 4.6%. As expected, the

1.2700

1.2600 ECB left interest rates unchanged at 3.25% following the latest council
meeting. In the statement following the decision, the bank stated that

1.2500 monetary policy was still accommodative and that strong vigilance would
be needed. Markets remained very confident that a rate increase to

1.2400 3.50% would be sanctioned in December.

_hp"\w w«a"‘w “,ga"‘ﬂ _h,u"‘w Wu‘l‘w There is little in the way of significant US data this week with traders

watching the US Trade Balance to see if the recent elevated levels
continue. Expect EURUSD to remain in the recent trading range though
as traders are reluctant to put significant positions on ahead of the
Veterans day holiday in the US.

Comment : EUR/GBP

The Euro-zone data was generally firm with the PMI index for the
EUR/GBP manufacturing index rising to 57.0 in October from 56.6 the previous
month. There was also a 67,000 decline in German unemployment for the
0.6950 month. The UK economic data was generally firm, but failed to have a
significant impact. The CIPS index for the manufacturing sector fell to
53.7 in October from 54.5 the previous month while the prices index rose
o ~ . over the month. The services sector data was stronger with the index

rising to 59.3 from 57.0 in September. The housing-market data remained
0.6750 / robust with further evidence of rising prices. There was no shift in market
0.6700 expectations for a Bank of England interest rate increase in November.

0.6900

0.6850

0.6650 Sterling remained firm against the Euro, closing the week below the key
0.6600 |- .6700 level.
\q,QQ% \q,QQ% \W@b \W@b \W@b The Bank of England meets this week and is expected to raise rates by
o ) O QO N . . .
\.\\Q D.\\Q (99 o Qo_,\\ 25bps. The tone of the statement will be watched to assess the likelihood

of further raises in the New Year. Expect sterling to remain strong with
little Euro-zone data to strengthen the Euro.
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Corporate Credit Markets

Rating-5 | Sample Names Dec Current
Yr Bonds 2005 Yield The Itraxx* tightened another 2bps over
Yield the week to close at 23.0bps. This
AAA Rabobank 3.65% 3.82% significant tightening is being attributed to
the technical bid, high demand for new
0 0 structured products. The investment
AR Deutsche Bank 3.95% 3.92% grade index has tightened 22% since the
September rollover — compared to 13%
A Tesco 3.83% | 3.99% | for the high yield index, which tells us that
investors still have a stronger appetite for
BBB MKS 5.30% 5.55% higher quality bonds.
BB Royal Caribbean | 5.73% | 611% | | IRAXX is an index of the 125 most
Cruise lines !IQUId investment grade corporate names
in the European market

Sector Movements in week ended 6/11/2006:

e Auto: Tighter across the sector — biggest movers were DCX and Renault. Renault reported higher car and
truck sales in September, attributed to the improving economic picture in France, which has seen
unemployment fall to 8.8%, from 9% in September. Despite a rating downgrade by S & P from A- to BBB+,
Peugeot managed to tighten 3bps. BMW and VW also tightened 2bps and 1bps respectively — BMW
tightened despite reporting Q3 results roughly in line with expectations — however the market was satisfied
that the weaker cash flow generation reported was due to inventory build up ahead of new product launches.
US automakers were also tighter, with both Ford Motor Credit and GMAC approximately 10bps tighter in the
5 year term however in the near term (1 yr) FMC saw a significant move, going 32bps tighter while GMAC
tightened 9bps.

e Building materials: Tighter in the sector - LaFarge tightened 5bps following a Morgan Stanley target price
upgrade. Elsewhere Pilkington and Saint Gobain tightened 2bps each, following Saint Gobains very
successful bond issuance used to refinance acquisition debt. The issuance was 4.5 times oversubscribed.
Heidelberg also tightened, 1bps over the week.

e Chemicals: Tighter in the sector, both Linde and Bayer were active — Bayer tightening 6bps on reports that
that the company has allocated €1.9b to R & D. Linde tightened after Q3 results reported a 9% sales growth
and lower debt levels, prompting target price increases.

e Airlines: Tighter across the sector — the biggest move by far was seen in British Airways which tightened
8bps over the week, having tightened 10bps in the run up to the Q3 results, the credit markets were
disappointed on Friday and widened 2bps after the company missed analysts estimates, blaming the August
terror alert. Lufthansa continued it's tightening trend, closing the week another 4bps tighter, this is 45%
tighter than the July highs of 61bps. BAA tightened 3bps after announcing that Ferrovial plans a 50% sale of
the BAA property fund. Elsewhere BAE tightened 3bps while Rolls Royce managed to move 1bps tighter.

o Food/Beverages: Slightly tighter in the sector with Tesco, Sainsbury’s and Carrefour all 1bps tighter over
the week. The biggest mover was Compass, tightening 3bps, having tightened 54% since its June high and
an incredible 75% over the past year.

e Telecoms: Significantly tighter across the sector, with both British Telecom and Deutsche Telecom
tightening 5bps over the week, while Vodafone was 4bps tighter. The sector is being closely watched,
despite ongoing shareholder friendly strategies there is talk of telcom’s breaking up, under that assumption
that the sum of the parts is greater the value of the whole.

e Retail: Tighter across the board in retail — despite falling consumer confidence in the UK non-food retailers
tightened over the week — MKS is expected to report strong Q3 earnings on Tuesday, as the revamp in the
stores is reflected in the bottom line.

e Media: Mixed in the sector - EMI continues to be the only name moving wider — the company tightened
another 18bps this week after Universal Music requested EU approval to buy the publishing arm of BMG, a
move that would damage EMI's competitiveness in publishing. Elsewhere BSkyB and WPP tightened 2bps
and 3bps respectively.
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particular security, option, future or other derivative investment. Not
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information provided or its transmission. Nor shall Dolmen, or any of
its employees, directors or agents, be liable to for any losses,
damages, costs, claims, demands or expenses of any kind
whatsoever, whether direct or indirect, suffered or incurred in
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accurately reflect his or her personal views about those securities or
issuers; and (2) no part of his or her compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or
views expressed by that research analyst in the research report.

For US Persons Only

This report is only provided in the US to major institutional investors
as defined by s. 15 a-6 of the Securities Exchange Act, 1934 as
amended. A US recipient of this report shall not distribute or provide
this report or any part thereof to any other person.

Dolmen Weekly Outlook - 11/6/06




