
 Market View       Analyst : Stephen Taylor  
 

European equity markets are stronger this morning following gains in Asia overnight and better than ex-
pected results from Barclays (discussed below) this morning. Credit Default Swaps (CDS) for peripheral 
European nations are also tighter this morning indicating that in the short-term concerns surrounding sover-
eign debt have receded somewhat. Yesterday, European Finance Ministers told Greece to take further 
deficit measures by March 16th in order to reduce their budget deficit to 8.7% in 2010 from 12.7% last year. 
Eurogroup Chairman Jean Claude Juncker said that if the Greek government’s efforts do not satisfy the 
commission, the EU will impose additional measures. Over the weekend, US investment group Blackrock 
said that it believes fears around Greece are overdone and that it has an overweight position on Greek 
bonds. As for today the main focus will be on economic data. UK CPI data is expected to show a strong 
increase. In Germany, the market will be looking closely at business confidence figures in the form of the 
ZEW reading. Expectations are for a sizeable decline in February to a reading of 41 from 47.2 previously. 
With data out of Europe disappointing recently, it will be important for equity markets that this number 
comes in ahead of expectations. In the US, Empire Manufacturing data is expected to show further im-
provements. In general, manufacturing data in the US has surprised to the upside and we expect a further 
positive outcome from today’s figure. On the earnings front, earnings from Kraft and Abercrombie and Fitch 
are due to be release before the US market opens.  
 
 
 
 

Barclays : Buy          Previous Close  275p         Target  415p         Analyst Oliver Gilvarry 

 
              
 

 
Barclays released full year results this morning beating market expectations. Full year net profit was £9.4bn 
compared to the market expectation of £8.6bn. The beat was helped by higher revenues and lower impair-
ment charges. Impairment charges for the year came in at £8.1bn, compared to management guidance 
earlier in the year of £9bn. Management now expect a moderate impairment decline overall with some 
increases in certain areas, particularly commercial lending. The group looks to have experienced the peak 
in impairments in 2009. UK Retail Banking reported a PBT of £612m which was impacted by lower Net 
Interest Margins (NIM) due to the higher cost of deposits plus impairments on the loan book. The main 
drivers of impairments were consumer lending and current accounts. Mortgage impairments remained low. 
The group continued to grow the loan portfolio by 3.46% to £62.7bn. Barclaycard reported PBT of £761m 
offset by higher impairments charges, but the rate of increase was lower than on H1. Revenues in BarCap 
were £17.862bn, slightly ahead of expectations with a miss in FICC offset by better than expected equity 
revenues. Costs to net income were better than expected at 73% for the year, offsetting the poor result in 
Q3. On capital the group reported core tier 1 of 10% higher than expected due to lower Risk Weighted 
Assets (RWA). RWA for the year were £383bn lower than the circa £405bn expected. The decline was due 
to currency moves and a reduction in the size of the balance sheet, with an active reduction in derivative 
balances. Tangible Net Asset Value (TNAV) for the year was also higher than expected at £3.37 and a final 
dividend of 1.5p was announced. Management were positive on the outlook for 2010. Run rate on a PBT 
basis is stronger so far compared to 2009. The result his morning were very strong and delivered in areas 
such as capital, impairment charges and BarCap turnover where the market was concerned. We maintain 
our BUY rating on the stock. An investor presentation will be held at 9.30 this morning.         
 
 
 
 
 
 
 
 

Kerry Group: Buy       Previous Close �21.55      Target �22.50       Analyst Oliver Gilvarry 
 
 
 
 
 
 
 
 

Givaudan’s, Swiss flavours maker and international peer of Kerry group, has reported full year results this 
morning. Net profit for the period rose to CHF199m, from CHF111m a year earlier and in line with market 
consensus estimates. In terms of outlook Givaudan expects to outgrow the underlying market thanks to its 
strong product pipeline. In addition ,it is confident it can achieve its savings target of CHF200m by 2010 
and return to its operating margin level of 23% by the end of the year. It has proposed a final dividend of 
CHF20.60, better than analysts’ forecasts of 19.43 francs. Kerry group remains our preferred play in the 
sector and we are buyers of the stock ahead of its full year results announcement on February 23rd.   
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• With NAMA moving towards a conclusion with loans to begin moving in the next number of weeks the recapitalisation and the restructure of the Irish banking 
system will follow shortly. Bank of Ireland (BKIR) will not be immune to these changes and faces a number of difficult challenges in the years to come. For exam-
ple we expect the decline in Net Interest Margins (NIM) to continue in 2011, but this will be trough year. Margins will begin to pick up in 2012 to 1.52% as the 
economy recovers and more normalised pricing for BKIR debt will be available following recapitalisation. Part of the reason for these declines will be the higher 
cost of refinancing the �10bn of maturing term funding this year plus the continuing competition for deposits within the Irish system.  

• Lower NIM during the next two years will impact on operating profit in the group, which only in part will be offset by a reduction in the cost:income ratio. 
Cost:income ratios in the group over the last number of years have been on average 57%. Management will in our opinion look to reduce this over the next two 
years by further cost cutting with staff reductions part of this. This reduction will lower the cost:income ratio to 53% by 2012.  

• Loan growth will remain weak over the next two years as the Irish consumer will be reluctant to borrow and we estimate loan growth in only the Irish mortgage 
and the SME books over the next two years. Property portfolios will continue to contract and consumer lending will also be weak. The loan book will fall by 14% 
to �117bn by 2012 including the transfer of loans into NAMA. 

• Pre-provision profits of the group will fall to a low of �1bn due to the pressures of lower margins and a falling loan book, but offset by better cost:income ratios. 
The impact from the loss of performing loans to NAMA will be offset by the coupons receivable on the NAMA bonds.         

• On impairments, we estimate the bank will have impairment charges of circa �8.4bn of the loan book including transfer to NAMA and impairments on other parts 
of the loan book between 2009 and 2012. The lack of strong operating profits due to a declining loan book and falling NIM will result in the group remaining loss 
making till 2012. A larger driver of impairments in FY 2011 will be the impact from NAMA.  

• The Minister for Finance guided the system wide average discount would be 30% in September, but given the delay in implementing NAMA this average in our 
opinion will move higher. We still believe BKIR’s haircut will be lower than others in the Irish system due to a better quality loan book, but it will still be 27%. This 
will result in a �2.5bn impairment charge in FY2011 relating to NAMA. Provisions of circa �1.4bn have already been taken by the group on loans moving to the 
agency.  

• The sensitivity of the group to NAMA can be seen if we estimate the haircut to be in the range of 45%, with an impairment charge over the same period of 
�11.2bn, 1.3x greater than our base case. 

• Once the loans move from the balance sheet, the weak economic conditions will mean impairment charges on the residual portfolios will be high. Impairment 
charges on the SME and Corporate portfolios will be 4% between 2010 and 2012 with consumer loan losses of 10.5% in the same period. 

• Given the problems facing the group outlined above, a significant capital raise will be required. The requirement for higher capital levels hits the Irish banks at the 
time they are working through the collapse of the Irish property market. We believe the capital ratio needed by BKIR is 7.00%, requiring a capital raise of �2.9bn. 
Part of this requirement will be financed in part from buyback/conversion of hybrid debt, which has already begun with the announcement last week. The current 
buyback raised �405m plus we have modelled another �578m following a buyback/conversion of Tier 1 and Upper Tier 2. This will reduce the capital requirement 
to �1.9bn.     

• This level of capital is 1.5x the bank’s current market cap, making it extremely difficult for the group to raise all of this from the market. We expect the capital will 
be raised from conversion of part of the Government preference shares resulting in State Ownership moving towards 40%, assuming the Government convert 
the preference shares into ordinary equity at current market prices. 

• We do not rule out the possibility of the group raising some of its capital requirement from the market, but the full amount in one transaction will be difficult. Any 
private capital raise will be a positive for the stock as it will limit dilution compared to our analysis here. 

• Under our extreme scenario of a haircut of 45%, the capital raise is significantly higher, with almost �5bn of capital needed or 4x the current market cap. As we 
discuss below this has a significant impact on shareholder dilution.       

• Tangible Net Asset Value (TNAV) of the group will fall from current levels following the dilution due to an increased share base. Under our base case scenario, 
TNAV hits �1.55 in 2011 moving to �1.70 in 2012. Under our extreme scenario we have TNAV of �0.84 and �0.89 in the same period as the capital requirement 
will be more dilutive to shareholders.      

• With low levels of ROE generated by the group plus lack of growth in the loan book over the next two years, valuation of the group must be based on a discount 
to TNAV as the group will struggle even in our base scenario to generate ROE significantly above 10% even after 2012. With such a low ROE the shares should 
trade a 15% discount to TNAV, when based on FY2012 TNAV gives a price target of �1.50.  

• Under our extreme case, the ROE will be so low compared to the bank’s current cost of equity of 17.80%, the TNAV multiple would be 0.5x or �0.45.  

• The outcome of the haircut placed on the loans transferring into NAMA is key determinant of our valuation. For example each 1% fall in the haircut; it adds 8c to 
the TNAV in 2012. On an opposite move, it reduces the TNAV by 7c.  

• Despite the uncertainties surrounding the bank we place a BUY recommendation on the stock, but it is high risk with a large number of variables both domesti-
cally and externally that will impact the stock. Based on our assessment, we believe our base case is more probable, but our extreme scenario highlights the risk 
to the shareholders value if NAMA haircuts move above 30% or economic conditions in Ireland deteriorate further.  
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Year to date -7.09% Harris Associates 8.04%
52 Week High 3.50 Bank of Ireland Asset 2.99%
52 Week Low 0.12 Irish Life 2.99%
Reuters BKIR.I Capital Research 1.58%
Bloomberg BKIR ID Capital Research & Man 1.00%

FY09 FY10e FY11e
Revenue �m 3,670 2,109 1,737
Pre Tax profit -7 -1,071 -2,743
DPS 0.00 0.00 0.00
Div Yield 0.00% 0.00% 0.00%

Descriptive Stats Shareholders

Key Company Info 



Market Movers 

Date Company Region Event Date Event Region Estimate

16/02/2010 Abercrombie & Fitch Co. US Q4 16/02/2010 CPI (MoM) UK - -
16/02/2010 Genuine Parts US Q4 16/02/2010 RPI (MoM) UK - -
16/02/2010 Kraft Foods US Q4 16/02/2010 DCLG UK House Prices (YoY) UK - -
16/02/2010 Aeroports de Paris SA FR TRAFFIC 16/02/2010 ZEW Survey (Econ. Sentiment) GE - -
16/02/2010 Deutsche Boerse AG DE PRELIM 16/02/2010 ZEW Survey (Econ. Sentiment) EC - -
16/02/2010 Fiat SpA IT RESULTS 16/02/2010 Empire Manufacturing US - -
16/02/2010 Novestra AB SE Q4 16/02/2010 ABC Consumer Confidence US - -
16/02/2010 Barclays PLC GB PRELIM 17/02/2010 Bank of England Minutes UK - -
16/02/2010 Intercontinental Hotels Group Plc GB PRELIM 17/02/2010 ILO Unemployment Rate (3mths) UK - -
16/02/2010 Premier Foods Plc GB PRELIM 17/02/2010 Construction Output SA MoM EC - -
17/02/2010 Analog Devices US Q1 17/02/2010 Euro-Zone Trade Balance EC - -
17/02/2010 Deere & Co. US Q1 17/02/2010 MBA Mortgage Applications US - -
17/02/2010 Hewlett-Packard US Q4 17/02/2010 Import Price Index (MoM) US - -
17/02/2010 Devon Energy Corp. US Q4 17/02/2010 Housing Starts US - -
17/02/2010 BNP Paribas SA FR FINAL 17/02/2010 Building Permits US - -
17/02/2010 Euler Hermes SA FR FINAL 17/02/2010 Industrial Production US - -
17/02/2010 PUMA AG Rudolf Dassler Sport DE FINAL 17/02/2010 Capacity Utilization US - -

17/02/2010 ING Groep NV NL Q4 17/02/2010 Minutes of FOMC Meeting US - -

17/02/2010 Assura Group Ltd GB TRADE 18/02/2010 Public Sector Net Borrowing UK - -

17/02/2010 Thorntons PLC GB INTERIM 18/02/2010 M4 Money Supply (MoM) UK - -

17/02/2010 Legal and General Group PLC GB NEW BIZ 18/02/2010 Euro-Zone Consumer Confidence EC - -

17/02/2010 Acergy SA GB FINAL 18/02/2010 Producer Price Index (MoM) US - -
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75 St. Stephen’s Green, Dublin 2, Ireland.  Tel : +353 1 633 3800/1890 400 300      E-mail: info@dsl.ie 
45 South Mall, Cork, Ireland  Tel : +353 21 422 2122         E-mail: cork@dsl.ie           
Theatre Court, Mallow St, Limerick, Ireland. Tel : +353 61 436 500         E-mail: Limerick@dsl.ie 

Regulatory Information 
Dolmen Securities Limited is regulated by the Financial Regulator. Dolmen Securities Limited is a member firm of the London Stock Ex-
change. Dolmen Stockbrokers is regulated by the Financial Regulator. Dolmen Stockbrokers Limited is a member firm of the Irish Stock Ex-
change and the London Stock Exchange. 
 
This report has been prepared by Dolmen Stockbrokers (‘Dolmen’) for information purposes in order 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, com-
pleteness, 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 issuer(s) in advance of publication. 
 
Past performance is not a reliable guide to future performance. The value of your investment may go down as well as up.  Investments de-
nominated in foreign currencies are subject to fluctuations in exchange rates, which may have an adverse affect on the value of the invest-
ments, sale proceeds, and on dividend or interest income. The income you get from your investment may go down as well as up. Figures 
quoted are estimates only, they are not a reliable guide to the future performance of this investment. Investors should be aware that forward-
ing looking statements and forecasts may not be realised. 
 
This report is the property of Dolmen and may not be reproduced (in whole or in part) altered, transmitted or made available to any other per-
son without the prior written permission of Dolmen. 
 
 
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 busi-
ness 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 the companies they publish research, views and recommenda-
tions on. Accordingly analysts involved in the production of this report may have positions in any securities herein. Dolmen ensures that all 
staff dealing is undertaken in strict compliance with Dolmen’s internal staff dealing procedures. Therefore Dolmen is satisfied that the imparti-
ality 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. Oliver Gilvarry,  
Stephen Taylor, Edward Keeling & Brian Gallagher are responsible for the production of this report. Oliver Gilvarry is Head of Research and 
Stephen Taylor, Edward Keeling & Brian Gallagher 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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