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Royal Bank of Scotland

Breaking News

SAP to acquire Business Objects for c.€4.8bn

SAP has agreed to a cash offer to buy software group Business
Objects for about €4.8bn in the face of an aggressive acquisition
spree by rival Oracle. SAP said on Sunday the primary driver for the
acquisition, its biggest and a reversal of its avowed organic-growth
strategy, was the potential to gain new business. SAP is racing to
more than double its customer base to 100,000 by 2010, mainly by
winning more small and medium-sized companies as clients. Its €42
per-share offer represents a 20% premium over Business Objects’
closing price on Friday and values Business Objects at about
€4.07bn. SAP said the transaction including costs was worth just
over €4.8bn and would be financed through cash and loans.

Northern Rock share price moves on positive news
Northern Rock shares moved higher today after weekend reports of
increased interest from private equity groups and that Citigroup, the
world's biggest bank, was planning to offer the troubled UK
mortgage lender a £10bn loan. The Sunday Times reported without
citing sources that the "exact terms of the loan are still being
hammered out” but that the funding will be "linked to the three-
month inter-bank, or Libor, lending rate.” The Wall Street Journal
said that Northern Rock had received interest from potential
private-equity buyers, adding that Prime Minister Gordon Brown's
decision Saturday not to call for early elections could speed up an
auction process for the bank. A Northern Rock spokeswoman said
Monday that the lender was still considering a variety of options for
the business, but she declined to be more specific.

US non farm payroll data better than expected
The US Labour Department gave a much rosier picture for the US job
situation in the past two months, reporting an increase of nearly
200,000 jobs in the period after earlier estimates that the economy
lost jobs in August. The economy gained 110,000 jobs in September,
ahead of the 100,000 increase expected by economists. Also revised
was August's surprise 4,000 drop in payrolls to a gain of 89,000.

Breaking News

RBS (£5.70) Building sustainable revenue growth Stuart Draper

Target : £7.20 (03/07/06; previously £7.50, issued 20/12/06)

e ABN acquisition : Following Barclays’ announcement on Friday
of the withdrawal of its offer for ABN AMRO, the Royal Bank of
Scotland (RBS) consortium would appear to be the winner of
the 7 month takeover battle for the Dutch bank. RBS will pay c.
€16 bn for ABN’s investment banking and Asian businesses, c.€5
bn of which will be financed from an equity placing.

e  Major synergies : RBS has a track record over the past 10 years
of integrating its acquisitions well, generating synergies in
excess of those initially targeted. Initial cost savings and net
revenue synergies from the ABN takeover by the end of 2010 of
€1,319m and €481m respectively would appear achieveable,
further boosting group eps by 2% in 2009 to 80p and by 7% in
2010 to 89p. In addition to the RBS bid initially representing a
premium of c.10%, its high cash component of 93% further
increased its advantage over the Barclays’ all-stock offer.

e Acquisition growth : The ABN acquisition further extends RBS’
franchise in Asia and investment banking, which helps build
sustainable revenue growth and cash generation for the group.
This in turn creates the fire power for further bolt-on deals in
the US without new capital having to be raised, which would
further boost earnings growth from the synergies generated.

e Accelerating growth : Even though the ABN deal should boost
group net profit by c.6% in 2008 to c.€7.4 bn, once the c.€1 bn
new shares in issue post ABN is considered, 2008 group eps is
likely be flat on the 72p consensus forecast for 2007. However,
group eps of 80p in 2009 and 89p in 2010, driven by the ABN
synergies explained above, would represent the resumption of
year on year earnings growth of 11% in both years, with a 2007
eps of 72p representing current year earnings growth of 8%.

e  Major upside : As a result, our current 12 month share price
target of £7.20 (26% further upside) is based on 10x 2008 eps of
72p. The shares will also pay a current year dividend yield of
c.6% for waiting for this upside to be achieved. RBS’ US
mortgage exposure is 100% prime and 99% secured, with the
associated credit risk described as “miniscule”. Earlier this
year, HSBC stated at the time of its sub-prime profit warning,
that there was zero read across to its US prime business, which
is positioned very similarly to RBS’ Citizens/Charter One
business in the US mortgage market : BUY.

Business Press

e Last month worst for construction sector in four years (IT)
e Putting two and two together makes Fyffes (IT)
e Vodafone deal brings broadband expansion (IE)

Investment Press

e Flowers on rocky ground: So much for reputational risk. The
argument on Wall Street has long run something like this: pri-
vate equity buyers will have to follow through on the deals
they signed during the heady days of the credit bubble
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Disclosures

This report has been prepared by Dolmen Stockbrokers (‘Dolmen’) for information purposes only to assist investors to
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accept responsibility for, the correctness, completeness, timeliness or accuracy of the 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
consequence of any use of, or reliance upon, the information. Any person acting on the information contained in this
report does so entirely at his or her own risk.

All estimates, views and opinions included in this report constitute Dolmen’s judgment as of the date of the report but
may be subject to change without notice. Changes to assumptions may have a material impact on any
recommendations made herein.

Unless specifically indicated to the contrary this report has not been disclosed to the covered issuers(s) in advance of
publication.

Past performance is not necessarily a guide to future returns. The value of investments and the income from them can
fall as well as rise. Investments denominated in foreign currencies are subject to fluctuations in exchange rates, which
may have an adverse affect on the value of the investments, sale proceeds, and on dividend or interest income.
Investors may not necessarily recoup the full value of their original investment. Investors should be aware that
forwarding looking statements and forecasts may not be realised.

This report may not be reproduced (in whole or in part) altered, transmitted or made available to any other person
without the prior written permission of Dolmen.

Dolmen Securities is a Member Firm of the London Stock Exchange, and is authorised by the Financial Regulator under
the Investment Intermediaries Act 1995. Dolmen Stockbrokers is a Member Firm of The Irish Stock Exchange, The
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Conflicts of Interest & Share Ownership Policy

Dolmen, its employees, directors or related companies, may have a shareholding in the securities (or related
investments/ derivatives) of certain companies covered in this report, or may provide/ solicit investment banking or
other services to/ from them.

It is noted that research analysts' compensation is impacted upon by overall firm profitability and accordingly may be
affected to some extent by revenues arising other Dolmen business units including Corporate Finance, Fund
Management and Stockbroking. Revenues in these business units may derive in part from the recommendations or views
in this report. Notwithstanding, Dolmen is satisfied that the objectivity of views and recommendations contained in
this report has not been compromised.

Dolmen permits research analysts to own shares and/ or derivative positions in issuers they publish research, views and
recommendations on and accordingly analysts involved in the production of this report may own stocks in a company
covered in it. Any own account staff trading is undertaken in strict compliance with Dolmen’s own account internal
rules and therefore Dolmen is satisfied that the impartiality of research, views and recommendations remains assured.

Analyst Certification

Each research analyst responsible for the content of this report, in whole or in part, certifies that: (1) all of the views
expressed accurately reflect his or her personal views about those securities or issuers; and (2) no part of his or her
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by
that research analyst in the research report. Stuart Draper, Carl Bourke and Stephen Taylor are responsible for the
production of this report. Stuart Draper is Head of Research and Carl Bourke & Stephen Taylor are equity analysts.
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