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FRIDAY 4th JANUARY 2008 

Yesterday’s Summary : The ISEQ finished in negative territory yesterday, closing down 1.88% at 6,118.37, as hawkish interest 
comments from a European Central Bank council member, Kleis Liebscher, weighed heavily on investors. Despite reaffirming  
guidance for low single digit earnings growth in their AGM, AIB lost 0.9% to €13.03. Anglo reversed some of its recent gains, 
closing down 5.4% at €7.92. Bank of Ireland and Irish Life & Permanent fell 2.2% to €8.90 and 2.1% to €11.81 respectively. With 
soaring fuel prices continuing to erode airline’s earnings potential, Ryanir shed 4.7% to €2.63 and AerLingus fell 5.5% to €1.89. 
Overnight News : In Japan, the Nikkei 225 Stock Average finished up 0.2% at 13.579.16 as investors opted for caution ahead 
of the release of earnings by major companies starting Thursday. In China, the benchmark Shanghai Composite Index closed 
up 4.2% at 3,278.33, with investor confidence recovering due to hopes the government will announce more market-boosting 
policies. In Australia, the S&P/ASX 200 closed 1.6% higher at 5,652.9, on gains in the resource and financial sectors. 
Breaking News : In its AGM, AIB has said that it has no need to raise extra capital from shareholders and that it intends to 
maintain a progressive dividend policy, whereby it pays around 40% of the profit attributable to shareholders in dividends. BHP 
Billiton has announced that third quarter iron ore output rose 22% and steelmaking raw material increased to 28 million metric 
tons from 23 million tons a year earlier. These strong third quarter results are set to bolster its hostile $170bn bid for Rio Tinto 
group, who claimed their iron ore strategy is better than BHP’s. Ryanair has bought back 5.35 million of its own shares at €2.65 
each, while CRH has bought back 100,00 of its shares at prices between €23.42 and €24.29.   
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“AIB targets low earnings growth despite volatility”-AIB-(The Irish Times) 
“ECB talks tough on euro zone inflation”-(The Irish Times) 
“Bank of Scotland in €15bn rights issue”-(Irish Examiner) 
“Libor hits U.S. borrowers”-(The Wall Street Journal) 
“Ryanair victorious as report paves way for Stansted reform”-Ryanair-(I.I) 
 

 Market Themes and Movers 
 
Bank of England Minutes : The minutes of the Bank of England’s April meeting were released this morning and they show that 
the nine member Monetary Policy Committee voted 7 - 2 to cut interest rates by 25 basis points to 5.00%. The committee ac-
knowledged that it is facing a difficult balancing act as it tries to gauge the risk to growth from surging credit costs, while inflation 
accelerates. One member of the committee, David Blanchflower, voted for a half-point interest rate cut, as he felt the risk to long 
term growth continues to be strongly on the downside, while inflation difficulties will only persist in the short term.  
 
 
European Services Growth : Growth in European service industries has unexpectedly accelerated in April as the Eurozone Pur-
chasing Managers Index for the regions services companies, ranging from banks and airlines to cafes, rose to 51.8 in April, com-
pared with 51.6 for March and ahead of expectations for a decline to 51.4. Conversely, manufacturing activity declined to a near 
three year low, falling from 52.0 in March to 50.8 for April, its lowest since August 2005. The index has approached the all impor-
tant 50 mark which divides growth from contraction.   
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DAILY COMPANY NOTE  23/04/08 

  Royal Bank of Scotland 

Stuart Draper BUY 
 
Current                   £3.58 

Target                     £4.00 

Previous (28/02/08)     £5.75 
 

FTSE 

Company Profile 
The Group's principal 
activity is providing a 
range of banking, insur-
ance and other financial 
services. The Group's 
operation focuses on 
such areas as Global 
Banking & Markets, Cor-
porate Banking, Retail, 
Wealth Management, 
Ulster Bank and Citizens. 
Global Banking & Markets 
provides a range of debt 
financing, risk manage-
ment and investment ser-
vices to its customers. 

Statistics 

 
Fundamental view : In conjunction with its Interim Management Statement covering trading perform-
ance and capital, Royal Bank of Scotland (RBS) has announced  further asset write-downs of £5.9 bn pre-
tax and £4.3 bn post tax, spread quite evenly across CDO's, monoline exposures, US mortgages and lev-
eraged loans. Such additional write-downs required the bank to announce a £12 bn rights issue to 
strengthen its Tier 1 ratio to over 8% and its core Tier 1 ratio to over 6%. The fully underwritten rights is-
sue will involve 11 new RBS shares being offered at £2 per share for every 18 existing shares, implying a 
theoretical ex-rights price of £3.07. A further £4 bn of Tier 1 capital is planned to be raised through the 
disposal of non-core assets such as RBS Insurance. Even though the group's Global Banking & Markets 
division had a difficult March, the consensus current year eps guidance of 64p was maintained, implying 
an eps of 40p post the rights issue. Post the sale of RBS Insurance and further equity issuance from the 
bank's H1 dividend being paid in shares, 10% eps growth to 44p now appears achievable in 2009. The nil 
paid trading period is expected to commence in mid May and dealings in the new shares are expected to 
commence in June.    
 
Next catalyst :  The latest £5.9 bn of write-downs taken by RBS for 2008 should mean that this issue is 
now largely addressed and resolved, with the risk of further major write-downs significantly lower than 
sector average. The fully underwritten rights issue of £12 bn also means that RBS' capital risk is now sig-
nificantly lower than sector average. With management indicating that a payout ratio of at least 45% on 
underlying earnings will be maintained, the risk of 2008 and 2009 dividend per shares of 18p (5% yield) 
and 20p (5.6% yield) respectively being cut is also lower than sector average. Our view is that RBS' un-
derlying bad debts charge will not deteriorate to the same level as that reached at the end of the last ma-
jor UK recession in 1992. RBS' bad debts charge as a % of customer loans deteriorated from 0.57% in 
1989 to 2% in 1992, but we currently forecast this charge to be 0.8% in 2008, before recovering to 0.7% in 
2009. The group's 2007 bad debts charge reduced to 0.4% of loans from 0.46% for 2006. As a result, our 
new post rights issue 12 month share price target of £4 (12% upside) is based on 9x 2009 eps of 44p, 
with the shares also paying a dividend yield of 5% for waiting for this upside to be achieved. In addition to 
the upcoming rights issue timetable in May and June, any progress achieved over the coming months in 
relation to the sale of non-core assets could act as a positive catalyst for the RBS share price.  
 

Price Performance 

 

Profit by Region  
 

Banks 

Long-term trend remains negative and problems do not 
appear to be over. Stock needs to consolidate in this 
area and form a solid support base. However, weekly 
momentum indicators are improving and there is no ma-
jor upside obstacle until trend resistance in the 395 area.  

 Chart view: RBS 
Support Primary: 331.25 
Support Secondary: 298.75 
Resistance Primary: 395.00 
Resistance Secondary: 427.50 

Unit ed Kingdom 78%

Europe 12%

Unit ed St at es 7%

Rest  of  t he World 3

 

Major Shareholders % Peer Group Multiples.
Legal & General Invt. Mgt. 5.04% Company name P/E 08 P/E 09 EPS Growth 08-09
Standard Life Investments 3.06% RBS 5.2 4.7 10.35%
Barclays Global Investors 2.58% Barclays 7.1 6.2 9.85%
M&G Invt. Mgt. 1.96% Lloyds 8.4 7.8 6.53%
Barclays Global Investors 1.56%

Shares Outstanding 10,019.38m     

Share Data Financial Data 2007 2008e 2009e
Current Price (p) 358 PBT (£m) 10,300 10,488 11,467
Mkt Cap (£m) 37,222 EPS (p) 78.7 68.6 75.7
Reuters RBS.L P/E(x) 4.55 5.22 4.73
Bloomberg RBS LN DPS (p) 36 35 37
Sector Banks Dividend Yield 10.06% 9.78% 10.34%
Chairman Sir Tom McKillop     
CEO Sir Fred Goodwin    
Website www.rbs.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. 


