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FRIDAY 4th JANUARY 2008 

Yesterday’s Summary : With financial giant HSBC reporting first quarter results ahead of expectations and oil coming down from 
its recent record highs, the ISEQ finished in positive territory yesterday, albeit on low trading volumes, closing 0.89% higher at 
6,488.72. Benefiting from further  broker upgrades and improving investor confidence, C&C soared 10% to end the days trading at 
€5.38. Among the financials AIB was the best performer, adding 1.4% to €13.94. Bank of Ireland rose 1.1% to €9.20, while Anglo 
Irish Bank fell 1% to €9.50 on profit taking. Smurfit Kappa continued its freefall since results, shedding 7.1% to finish at €7.20.  
Overnight News : In China, the benchmark Shanghai Composite Index closed down 1.84% at 3,560.24, after yesterday's mas-
sive earthquake in the south-western province of Sichuan, as well as a 50 basis-point reserve requirement hike by the central 
bank. In Japan, the Nikkei 225 Stock Average tracked wall-street’s gains, ending up 1.5% at 13,953.73.  
Breaking News : Alliance & Leicester has said that it wrote down £391m on treasury assets , but that it has funding into the sec-
ond quarter of 2009 and arrears were significantly better than the industry average. Tullow Oil has announced that the Taitai-1 
exploration well has encountered five metres of net gas pay and at least eight metres of net oil pay. Travis Perkins, the British 
building materials group, has reported a 6.8% rise in fourth month sales and it warned that markets continue to slow. Travis Per-
kins said total turnover in the merchanting division rose 8.2%, while the retail division’s sales climbed 3.3%. Redrow, the UK 
housebuilder, has reported that at the end of April their order book in the homes operations was 26.5% down on last year and that 
lending criteria is continuing to tighten. Meanwhile, Societe Generale has posted a 23% drop in first quarter net profit. 

News                                                                                         ISEQ Performers/Losers    12/05/08 
 
“Qualceram first-half profits down on last year”-Qualceram Shires-(I.T) 
“Short-term borrowing rates show an easing of credit crisis”-(I.I) 
“C&C shares hit four-month high”-C&C-(Irish Examiner) 
“Asia growth helps offset home loan debts-HSBC-(I.E) 
“Shoppers positive on Tesco US stores”-Tesco-(Financial Times)  
 

 Market Themes and Movers 
 
UK inflation rises : Britain’s inflation rate has jumped the most since 2002, to its highest level in more than a year, the Office for 
National Statistics has said. The Consumer Price Index came in at 3%, compared with 2.5% in March and well ahead of econo-
mists forecasts of 2.6%. This latest data will cause some distress for the UK’s Monetary Policy Committee as inflation is now just 
0.1 percentage point away from their upper limit and as a result, it may not be plausible for them to continue their interest rate 
cutting policy. The Bank of England have reduced interest rates from 5.75% in December to 5% last month. The pound rose as 
much as 0.3% against the dollar after the report and traded as high as $1.9529. 
 
US April Retail Sales & Wal-Mart Q1 : The US Commerce Department will issue a report on US retail sales today and forecasts 
range between a decline of 0.9% and a rise of 0.6%. Predictions of a decline in US retail sales comes as the worst US housing 
recession for a quarter of a century and record oil prices have significantly damaged the real purchasing power of the US con-
sumer. Meanwhile, Wall-Mart Stores, the worlds largest retailer, is due to report first quarter results today and expectations are for 
an increase in profit as consumers struggling with the economic downturn, switch their shopping preferences to discount stores.  

 Daily Market Comment  
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     HBOS 

Stuart Draper BUY 
 
Target     £6.00 

Previous  (29/02/08) £8.50 

Current  £5.05
                      

FTSE 

Company Profile 
 
The Group's principal 
activity is providing bank-
ing and other financial 
services in the United 
Kingdom and overseas. 
The Group has five divi-
sions, Retail, Corporate, 
Insurance & Investment, 
International and Treas-
ury & Asset Management. 
Retail includes customer 
bank accounts, consumer 
credit and advances.  

Statistics 

 
Fundamental view : Last month, HBOS announced plans for a £4 bn rights issue, offering investors 2 new 
HBOS shares at £2.75 each for every 5 held. The £4.96 market price of the shares prior to the rights issue 
implies a theoretical ex-rights price (TERP) of £4.33. The EGM to approve the rights issue will take place in 
June, with the capital raising expected to be completed in time for the bank's H1 2008 results' announce-
ment on 31st July. The primary reason for the rights issue was a further £3.6 bn pretax provision against 
risk assets, £970m of which is being charged to the profit and loss account and £2.6 bn of which is being 
charged directly to reserves. HBOS is also strengthening its capital position to maintain a tier 1 ratio in the 
range of 8% to 9% by reducing its target dividend payout ratio to 40% from 46%, and by paying its H1 2008 
dividend in shares. However, HBOS also believes that all of the £4.4 bn of pre-tax provisions charged to 
date against its risk assets will reverse in due course, potentially leaving the bank in a surplus capital posi-
tion of c.£1.5 bn by 2010, above the top of its new tier 1 range. Despite the potential for further writedowns 
in the group's asset-backed securities (ABS) portfolio further damaging NAV, our view is that solid group 
profitability should ensure that NAV growth resumes in 2009. 
 
Next catalyst : As a result, we forecast that group NAV per share as at 31/12/09 will show 7.4% year on 
year growth to £4.35, from £4.05 as at 31/12/08. Given that management now expects to deliver 15% re-
turn on equity through the cycle, a price to tangible book multiple of 1.5x would still appear achievable, pro-
viding the basis for our new 12 month share price target of £6 (19% further upside), which is based on 1.5x 
year end 2008 NAV per share of £4.05. This new share price target is as a result of the major new share 
issuance from the £4 bn rights isssue, as well as the implied return on equity dilution. At the TERP of 
£4.33, HBOS will be trading at 7.2x 2009 eps of 60p, a 15% discount to the current sector average of 
c.8.5x, and the shares will also be paying a dividend yield of c.5.1%. Another cut in UK interest rates next 
month could act as a positive catalyst for the share price. As a result, we would recommend clients to take 
up their entitlements under the rights issue at £2.75 per share. 
 
 
 
 

 
 

Price Performance 

 

Profit by Division 

 

Bank 

Medium-term chart trend is negative with a continuing pattern of 
bearish breakdowns. Stock needs to consolidate and form a solid 
support base before it can contemplate sustaining any significant 
gains. Trend resistance comes in at 528 and a move above here 
should provide some short-term respite. The more important 573 
trend resistance level is likely to be difficult to overcome on the first 
attempt. On the downside a break of 491 would suggest that a 
move towards 457 is probable. 

Chart view: HBOS 
Support Primary: 491     
Support Secondary: 457     
Resistance Primary: 528    
Resistance Secondary: 573    
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Major Shareholders % Peer Group Multiples.
Alliancebernstein 8.96% Company name P/E 08 P/E 09 EPS Growth 08-09
Legal & General Invt. Mgt. 5.05% HBOS 9.0 8.4 7.14%
Standard Life Invt. 2.41% Lloyds 8.4 7.8 8.06%
M&G Invt. Mgt. 2.28% RBS 5.3 4.9 8.45%
Blackrock Invt. Mgt. 2.16%

Shares Outstanding 3,749m     

Share Data Financial Data 2007 2008e 2009e
Current Price (p) 505.50 Revenue (£m) 14,180 12,989 13,918
Mkt Cap (£m) 18,932 PBT (£m) 5,708 4,897 5,365
Reuters HBOS.L EPS (p) 106 56 60
Bloomberg HBOS LN P/E(x) 4.76 9.03 8.43
Sector Bank DPS (p) 48.90 48.64 50.46
Chairman Denis Stevenson Dividend Yield 9.67% 4.60% 9.98%
CEO Andy Hornby     
Website www.hbosplc.com    



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. 


