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Daily Market Comment

Yesterday’s Summary : Tumbling financials continued to lead markets lower yesterday. In early morning trading yesterday HBoS
was the catalyst sparking off yet another broad sell off as it entered merger talks with Lloyds TSB. Banks accounted for 80% of
volume traded on the ISEQ as it followed suit with Bank of Ireland issuing a trading statement in which it said that the bank would
be cutting its dividend and warned that profits would be down on the six months to September. Yesterday also saw a considerable
flight to safety as investors sought a haven in bullion, cash and short dated bonds. This saw the price of gold break through the
$860 level while US 3 month T-Bill yields plummeted to 0.02%, the lowest since 1941.

Overnight News: In the US, markets took little comfort in the government’s rescue of AIG as very negative market sentiment
prevailed, and investors turned their focus to the vulnerability of the two remaining US investment banks — Morgan Stanley and
Goldman Sachs. The Dow and S&P 500 closed at fresh YTD lows at 10609 (-449) & 1156 (-57) respectively.

Breaking News : Ryanair released its AGM statement this morning, raising its profit forecast and sees itself breaking even for
2008, having previously forecast a full year result of between breakeven and a loss of €60 million. The change in forecast is a
direct result from the sudden decline in oil prices. Shares have rallied c.6% this morning. Kingfisher released its interim results,
posting pre-tax profits of £206 million, beating analyst’'s expectations of £205 million. It forecasts “very tough times ahead” for the
sector, “especially in the UK” noting that the UK home improvement market has declined by 2%. Pernod-Ricard announced its
full year results, posting net profits of €840 million undershooting analyst’s expectations at €899 million. However, it lifted it divi-
dend 5% to €1.32 per share.
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“Bol halves dividend to weather the storm as bad debts spiral’-(Irish independent) |
“Gatwick likely to sell for €3.8bn as Bransen hovers’-(Irish Independent) P— i

Market Themes and Movers

Global Central Bank Action : The major Central Banks in the world have announced an injection of $180Bn into financial mar-
kets. The Central Banks included are the ECB, BOE, Federal Reserve and Swiss National Bank and the aim of the injection is to
reduce the pressures in USD money markets and to increase liquidity available to the banks. The funds have been injected to the
financial system through Repo transactions with banks posting eligible collateral such as government bonds in return for cash.

In a separate transaction the ECB have also announced a further injection of Euro funds on special 1-day tender providing extra
liquidity into the Euro-Zone financial system. This has helped reduce the overnight rate in Euros.

Morgan Stanley : According to various media reports, Morgan Stanley has entered into preliminary merger talks with Wachovia
group and other banks, as the seven straight decline in its share price sent the stock to its lowest level since 1998. The company
is battling extraordinary market pressures that have already pushed Lehman Brothers and Merrill Lynch into bankruptcy protection
or hasty merger deals. One of the perceptions hurting the investment bank shares is that they can no longer rely on deteriorating
global markets to replenish the cash necessary to fund their trading and lending businesses. Morgan Stanley has said it believes
it could stay independent because it doesn’t need immediate funding, but it has recongnised that confidence in an investment
bank is a precious commodity, that can wither quickly and must be preserved at any cost.
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HBOS

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.
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Major Shareholders

Oliver Gilvarry
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Current

Fundamental view

This morning Lloyds TSB announced the take over of HBOS with the agreement of the HBOS Board and the
deal is expected to be completed by December.

The purchase will be a paper based deal with HBOS shareholders receiving 0.83 Lloyds shares for each HBOS
share. Based on Lloyds TSB closing share price last night, the price paid per HBOS share is £2.32, valuing
HBOS at £12.2Bn.

The new merged bank will have a significant share of the UK mortgage market at 30% with a similar share of the
deposit market. The combined entity will have a branch network of over 3,300 branches and rationalisation of the
network is certain. The aim is to reduce the cost:income ratio below 40% for the new bank and achieve an addi-
tional £1Bn in pre-tax earnings by 2011.

Lloyds CEO stated this morning that the disposal of non-core assets will happen. This could include the Austra-
lian and Irish operations due to their heavy reliance on wholesale funding. The final dividend will be paid in paper
and Lloyds pre-merger high payout ratio will now drop to 40% going forward.

Valuation

The price paid for HBOS by Lloyds, based on yesterday’s closing prices, is at a 58% discount to Tangible Net
Asset Value (TNAV). This discount will add to the TNAV of Lloyds, increasing it from £1.96 to circa £2.80.

Reliance on wholesale funding was a concern about HBOS and its loan to deposit ratio was 1.77x, higher than
the ratio at Lloyds of 1.45x. The new bank will now have a ratio 1.64x highlighting a significant reliance on whole-
sale funding in the new bank. To reduce this reliance, asset disposals will have to be undertaken.

Lloyds has a higher credit rating than HBOS and the market expects it will retain its AA— rating post merger al-
lowing the group to fund at cheaper levels than HBOS. The merger doesn’t achieve any diversification in geo-
graphical exposure for the new bank and increases the exposure to a slowing UK economy.

A 12-month price target for Lloyds post merger is £2.80. Due to the continued reliance of the new entity on
wholesale markets and exposure to the UK economy, the price target is based on 1x TNBV.

With Lloyds offering 0.83 shares for each HBOS share, a price target based on Lloyds 12-month price target
results in a price target for HBOS of £2.32. Therefore, we are reducing our recommendation for HBOS from Buy
to Hold.

Next catalyst

Further up-dates are expected from both Boards over the next few days and this will hopefully clarify the future
plans for the new bank.

% Peer Group Multiples.

Private 10.81% Company name P/E 08 P/E 09 EPS Growth 08-09

Alliance Bertstein 10.78% HBOS 3.9 N/a N/a

Axa 10.30% Barclays 6.2 7.0 -12.90%

Legal & General 4.60% RBS 71 4.9 30.99%
Lloyds 71 6.5 8.87%

Shares Outstanding 5269m

Share Data Financial Data 2007 2008e

Current Price (p) 221 PBT (£m) 5,474 4,082

Mkt Cap (£m) 11,617 EPS (p) 106 56

Reuters HBOS .L P/E(x) 4.52 3.95

Bloomberg HBOS LN DPS (p) 49 21

Sector Bank Div Yield 6.73% 9.41%

CEO Andy Homby

CFO Mike Ellis

Website www.hbosplc.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. Oliver Gilvarry is Head of Research and David Dunk, Stephen Taylor and Edward Keeling
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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