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Daily Market Comment

Yesterday’s Summary : Despite an ECB board member Juergen Stark dampening speculation over a series of European inter-
est hikes and US mortgage applications rising after three weeks of declines, it was another brutal trading session yesterday, as
the ISEQ closed down 2% at 5,527.39. There was further downside for Irish financials, with investor sentiment ruthlessly deterio-
rating day by day. AIB lost 3.2% to €11.18, Bank of Ireland fell 3.6% to €6.37 and Anglo shed nearly 3% to €6.80. However hous-
ing related stocks were the biggest losers on the day, as a UK property downgrade by Merrill Lynch hit the sector hard. Mclnerney
Holdings declined 14% to €0.73, Abbey dropped 8% to €4.37, while CRH lost 3.08% to €20.42.

Overnight News : In Japan, the benchmark Nikkei dropped 2.1% to finish at 13,888.60, after a rebound in crude oil prices reig-
nited inflation fears. China’s benchmark Shanghai Composite Index closed down 2.21% at 2,957.53 amid high CPI growth levels.
Breaking News : HBOS has said that its £4bn rights issue is going according to plan and that current trading and specifically
mortgage arrears performance, is in line with their expectations. In response to a massive decline in its share price yesterday,
Barrett developments issued a statement indicating that they remain comfortable with market consensus forecasts for the year of
18,300 completions, and profit before tax and exceptional charges of £395m. Anthony O’Reilly, CEO of Independent News &
Media has said in their annual shareholders meeting yesterday that revenues for the year to date were slightly ahead in constant
currency terms, while advertising conditions remain volatile in the second quarter. Meanwhile InBev has offered to buy Anheuser-
Busch, the maker of Budweiser beer, for $46.3bn, which would create the world’s biggest brewer with half of the US market.
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“O’Reilly defends 'unique cocktail’ of IN&M board’-IN&M-(The Irish TiMes) |, ..o mreamnon E.

“ECB officials say if interest rate rises it will be a one-off’-(The Irish Times) .

“Permanent mortgages riding out the slump”-Irish Life & Permanent-(l.1) o ]
“Elan restarts trials of new Alzheimer’s drug”-Elan-(Irish Independent) i
“Smurfit Kappa on acquisition trial”-Smurfit Kappa-(Irish Independent) ToraLPRoDUGE ]

Market Themes and Movers

Europe watches as Ireland goes to the polls: Ireland goes to the polls today to decide the future of the European community.
Ireland which is regarded as the most pro-Europe nation in the EU could be about to reject the treaty, and cast the future of the
EU into doubt. Despite the backing of all the major political parties support for the treaty has been divided fairly equally between
the two camps, although a significant proportion of voters are still undecided. The campaign has had its share of controversy.
Both sides have interpreted the treaty in different ways, the Yes campaign claims Ireland will retain its Independence and control
over its Tax policies, while the No campaign claims that it is a step towards a Federal Europe, and a loss of Irelands low corporate
tax policies. A key factor behind the resistance to the treaty appears to stem from the confusion of the language of the treaty as
opposed to anti-Europe sentiment. As the only nation to vote on the treaty, all other countries ratified the treaty without voting, the
burden on the Irish voter is very great. A rejection of the treaty would lead to an uncertain future for Europe, as would its accep-
tance. Incredibly, the future of over 500 million Europeans will be decided by just over 3 million eligible Irish voters.
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Fundamental view

On 15/05/08 shares in BT Group rose by 6% to 235p after the group reported consensus beating
fourth quarter results. The shares have fallen back in the last number of weeks in line with the broader
equity market and we believe that this weakness offers an excellent buying opportunity.

To combat a slowdown in fixed line revenue BT Group has been increasing its focus on new wave
revenue. New wave revenue during the fourth quarter rose by 9% to £2.3bn and now accounts for 42%
of group revenue up from 39% last year. New wave revenue is mainly generated from networked IT
services, broadband and mobility. BT remains the number one supplier of broadband networks in the
UK with 12.7m customers at the end of March generating a 35% market share for the company. A fur-
ther example of BT’s expansion into new wave services is that it recently announced that all of its BT
Vision IPTV customers will be able to receive high-definition television, gaming and movies through

Microsoft's Xbox 360 console.
the UK, broadband net-

work solutions and web
hosting to corporate cus-
tomers, network ADLS,
ISDN and IP services to
companies.

e Like all telecom companies, BT Group has a significant net debt position that currently stands at
£9.5bn. However the group has sufficient interest cover of 3.2x with a debt to equity ratio of c. 50%
which is broadly in line with the sector as a whole.

e A factor that has weighed on BT Group’s share price is in relation to its pension situation. However the
group today reported a healthy pension surplus of £2.1bn compared with a deficit of £0.2bn for the
same period last year which should alleviate investor concerns.

Next catalyst

The next catalyst for BT Group will be on the 20/08/08 when the group’s final dividend of 10.4p
(representing 5% dividend yield) is due to trade ex. BT Group’s shares currently trade at c. 30% dis-
count to its peer group. While we do feel that the group deserves to trade at a discount given its lack of
international exposure we believe that a 20% discount is warranted. As a result this generates our 12-
month price target of 250p based on an earnings multiple of 10x 2009 forecasted EPS of 25p. What
should also underpin the group’s share price is that it currently has £1bn of its £2.5bn share buyback
programme remaining which is due to be completed by 31/03/09.

Price Performance

o

o o
S N
RN

340

290
Chart view: BT Group
Support Primary: 205
Support Secondary: 190
Resistance Primary: 227
Resistance Secondary: 240

Stock is approaching the lower end of its 5 month 205-240 trading
range and this would appear to offer an attractive long entry point.
However, the chart outlook is not yet positive and some caution may
be warranted in this area as a break of 205 may suggest a move to-
wards 190. Watch 205.
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Major Shareholders % Peer Group Multiples.
Invesco 5.08% Company name P/E 08 P/E 09 EPS Growth 08-09
Revenue by division Legal & General 4.98% BT Group 8.9 8.5 4.60%
Barclays 4.66% Vodafone 11.6 10.7 8.41%
Brandes 4.27% Deutsche Telekom 13.7 12.2 12.30%
BSkyB 19.9 15.2 30.77%
Shares Outstanding 7712m
Share Data Financial Data 2007 2008 2009
Current Price (p) 212.00 Revenue (£Em) 20,223 20,704 21,000
DINewWave Revenue 42% Mkt Cap (£m) 16,363 PBT (£m) 2495.0 2506 2900
Reuters BT.L EPS (p) 22.70 23.90 25.00
Bloomberg BT/A LN P/E(x) 9.34 8.87 8.48
EEMAPA58% Sector Telecom DPS(p) 15.10 15.80 16.30
Chairman Michael Rake Dividend Yield 712% 7.45% 7.69%
CFO Hanif Lalani
Website www.btplc.com
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Disclosures

This report has been prepared by Dolmen Stockbrokers (‘Dolmen’) for information purposes only to assist investors to make their own investment
decisions and is not intended to and does not constitute personal recommendations nor provide the sole basis for any evaluation of the securities
discussed. Specifically the information contained in this report should not be taken as an offer or solicitation of investment advice or, encourage
the purchase or sale of any particular security, option, future or other derivative investment. Not all recommendations are necessarily suitable for
all investors and Dolmen recommend that specific advice should always be sought prior to investment, based on the particular circumstances of
the investor.

Although the information in this report has been obtained from sources, which Dolmen believes to be reliable and all reasonable efforts are made
to present accurate information Dolmen give no warranty or guarantee as to, and do not 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 conse-
quence 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. Invest-
ments denominated in foreign currencies are subject to fluctuations in exchange rates, which may have an adverse affect on the value of the in-
vestments, 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 permis-
sion of Dolmen.

Dolmen Securities Limited is regulated by the Financial Regulator. Dolmen Securities Limited is a member firm of the London Stock Exchange.
Dolmen Stockbrokers is regulated by the Financial Regulator. Dolmen Stockbrokers Limited is a member firm of the Irish Stock Exchange and the
London Stock Exchange.

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 under-
taken 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, re-
lated to the specific recommendations or views expressed by that research analyst in the research report. Stuart Draper, David Dunk and Stephen
Taylor are responsible for the production of this report. Stuart Draper is Head of Research and David Dunk & Stephen Taylor are equity analysts.

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.
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