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Daily Market Comment

Yesterday’s Summary : Despite American markets been closed for thanksgiving and most other European markets closing in
positive territory the ISEQ was once again down. Although some stocks had a bit of a rebound from Wednesdays lows the
banks once again weighed on the index which closed down 54 points.

Overnight News : The Australian market closed in negative territory for the fourth consecutive day, with trading subdued due
to the Thanksgiving holiday in the US and local investors sitting tight as they await tomorrow's federal election. While stock mar-
kets across Asia were mixed on Friday with Hong Kong gaining as investors sought bargains after recent declines, while Korea
pulled back as foreign investors reduced their holdings on continued uncertainty about the US market and economy.

Breaking News : Airtricity announced it expects to sell its business by early-to-mid 2008, but a spokesman refused to give de-
tails of any possible suitors. The company last month sold its US operations, which had 4,000 megawatts in development, for
$1.4bn to German energy company E.ON. Some analysts say the value of the company could now reach up to €2bn-plus.
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Paper Headlines

“McDonagh ups ThirdForce stake “ - ThirdForce - (Irish Independent)

“More bad news for ISTC as creditors call in collateral“- ISTC - (Irish Independent)
“Safety in AlIB’s numbers “ - AIB - (Irish Times)

“Legal & General Dublin unit to create 40 jobs” - Legal & General - (Irish Times)

Market Themes and Movers

UK third quarter GDP slows : UK economic growth unexpectedly slowed in the third quarter as service industries slowed and
factory production stalled. GDP showed a 0.7% increase in the three month period through September lower than a previous fore-
cast of a 0.8% gain. Bank of England Deputy Governor Rachel Lomax commented yesterday that the UK economy ‘does now
appear to be slowing’ which is posing a dilemma for policy makers as record commodity prices stoke inflation. The Bank of Eng-
land is due to meet for the last time this year on December 6th to decide on interest rates and expectations are growing in the
market that they may lower their benchmark interest rate by 25 basis points to 5.50%.

Duration of market turmoil difficult to assess : European Central Bank member and Governor of the Bank of Spain, Miguel
Angel Fernandez Ordonez, has said that the duration and consequences of the recent turmoil in financial markets still cannot be
assessed precisely. He commented that it is highly probable that the financial turbulence will end up leading to a greater than ex-
pected slowdown in the growth rate in the Euro-Zone although within an outlook which is still favourable overall.

Euro hits new highs against the dollar : The Euro hit a new all time high versus the dollar overnight at $1.4928 and is closing
in on the psychological $1.50 mark on continuing fears over the US economy on the fallout form the subprime mortgage market.
On Tuesday, the US Federal Reserve lowered its 2008 growth forecast for the US economy to 1.8-2.5% from a prior forecast to
2.5%-2.75%.

Dolmen Squawk Box

e  This day five years ago the ISEQ was pressured by the Financials in particular AIB, which closed the day down 41c at
€13.83. Its incredible to think that AIB’s earnings have grown by c. 65% since this and yet AIB’s share price is currently trad-
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FUSL2 Wholesale funding : The UK retail operations of HBOS slowed in H1 2007 as a re-

sult of lower mortgage lending growth, with the group’s market share of overall UK
net mortgage lending representing only ¢.8%. This is likely to have recovered in H2
2007 toward the group’s targeted 15% to 20% range, helped by the exit of North-
Company Profile ern Rock, which accounted for 19% of total UK mortgage lending in H1 2007. How-
ever, the funding pressure increase of recent months is likely to have squeezed
HBOS is a diversified finan- the UK retail division’s net interest margin by c.0.07% on an annualized basis,

cial services company provid-  giyen that HBOS has a 43% wholesale funding exposure.
ing retail services, corporate

banking and business bank-
ing to UK and International  Capital markets : During H1 2007, HBOS’ corporate division was the star per-

eroaces, cerson) lome, former, generating profit growth of 54% over H1 2006. However, slower fixed in-
business loans and financing, come capital markets will have reduced H2 2007 transaction volumes, even
ggglze:r?;usrzxg‘gslqu‘l’(;ts;‘;"rfé though asset write-downs in relation to the group’s £150m US sub-prime and
risk management and the £400m CDO exposures are likely to be only c.£30m.

sale of treasury products.

Earnings forecasts : The combined impact of these two factors will be to slow
group earnings growth to ¢.5% in 2007 and 2008, generating 2007 and 2008 group
eps to £1.06 and £1.11 respectively. There would also appear to be no threat to
the consensus 2007 and 2008 dividends per share of 48p and 52p respectively.
With the current share price rating the shares at 6.8x current year earnings, the
m impact of the above two factors would appear to have been overly discounted by
the current share price.
Price Performance
Major upside : Our current share price target of £10 values the shares at 9x 2008
earnings, a rating which we think is achievable over the next 12 months. This pro-
vides 38% upside potential from current levels, with the shares also paying a cur-
rent year dividend yield of 6.6% for waiting for this upside to be achieved. Our view
is that HBOS’ year end pre-close period trading statement next month, 13th De-
cember, and a cut in UK interest rates on 5th December, could both act as positive
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N S & catalysts in helping to start this share price recovery.
8 N S \lajor Shareholders % Peer Group Multiples.
> < S Axa 6.08% Company name P/EO7 P/E08 EPS Growth 07-08
Legal & General 5.07% HBOS 6.8 6.5 4.72%
PBT Breakdown Barclays 4.00% RBS 5.8 5.6 2.15%
Barclays 7.2 6.7 7.31%
Lloyds 8.7 7.9 9.56%
Shares Outstanding 3731.1m
Share Data Financial Data 2006a 2007e 2008e
Current Price (p) 725 Revenue (£Em) 14,211 12,973 13,530
Mkt Cap (Em) 27,050 PBT (£m) 5,537 5,811 6,060
Reuters HBOS.L EPS (p) 100.50  106.00 111.00
mrsAMS% Bloomberg HBOS LN P/E(x) 7.2 6.8 6.5
minteratioral 9% Sector Financial DPS(£) 4140  48.00 52.00
ORetal 3% CEO Andy Hornby Yield 571%  6.62% 7.47%
Q&% . CFO Dennis Stevenon
m Corporate UK38% 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 is a Member Firm of the London Stock Exchange, and is authorised by the Financial Regulator under the Investment Intermedi-
aries Act 1995. Dolmen Stockbrokers is a Member Firm of The Irish Stock Exchange, The London Stock Exchange, and is authorised by the Fi-
nancial Regulator under the Stock Exchange Act 1995.

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, Carl Bourke and Stephen
Taylor are responsible for the production of this report. Stuart Draper is Head of Research and Carl Bourke & 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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