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Market View

Analyst : Edward Keeling

European equity markets are broadly flat this morning following declines in the US overnight. Both the S&P
and the Dow Jones finished lower as disappointing results from financials Wells Fargo and Morgan Stanley
weighed on investor sentiment. In addition, profit taking has begun to halt equity market's progress. The
Nasdaqg however, predominately a technology oriented index, finished higher posting its 11th straight day
of gains. Both Apple and Ebay reported stronger than forecasted earnings. Despite such a strong run, we
are comfortable with our overweight recommendation for the technology sector with Microsoft, Intel and
Cisco our preferred picks. In Asia, stocks climbed to a 10 month high last night led by automakers and
technology companies as a weaker yen boosted the prospects for Japanese export earnings. Looking
ahead to today’s session, there is another raft of earnings releases. This morning we saw Credit Suisse
post Q2 profits that were ahead of analysts’ forecasts with a net profit of CHF1.6bn reflecting a strong
investment banking performance. In the US, McDonalds, AT&T and UPS will all report Q2 results before
the bell while American Express and Microsoft will post earnings after the close. On the economic front,
we will be paying close attention to the US weekly jobless claims at 13:30 and US existing home sales
data at 15:00.

Vodafone : Buy Current Price (114p) Price target (150p) Analyst : Stephen Taylor

This morning two of Vodafone’s peers Telenor and KPN reported earnings. Telenor reported net profit that
declined to NOK1.38bn from NOK3.54bn a year ago, while revenue increased by 3.3% to NOK3.3bn,
broadly in line with expectations. The group’s CEO pointed out that the trends from its first quarter had
continued into the second quarter amid difficult economic conditions. As a result, Telenor lowered its reve-
nue forecast slightly and now expects revenue for 2009 to be slightly below 2008 down from its previous
guidance of flat on 2008. Meanwhile KPN reported second quarter profit that increased by 5.1% to €371m
beating analyst expectations of €348m. Revenue declined by 6.9% to €3.41bn. The group also lowered its
full year 2009 earnings forecast and now expects 2009 sales to be between €13.6bn to €13.8bn compared
to its previous forecast of revenue to be ‘in line’ with 2008 of €14bn. However on the positive side the com-
pany reiterated that it was on track to deliver €2.4bn of free cash flow in the second half of 2009. We are
not surprised that two of Vodafone’s peers have lowered revenue guidance today. Vodafone was the first
telecom company to warn on top line revenue pressures and as result we believe a lot of that negativity is
already factored into the company’s share price. Vodafone is due to issue an interim management state-
ment tomorrow for the quarter ending June 2009. Of key focus will be Vodafone’s guidance in relation free
cash flow and any further cost savings initiatives in addition to margins.

IN&M: Neutral Current Price (€0.25) Price target (€0.45) Analyst : Stephen Taylor

Independent News & Media (INM) has announced that it has disposed of its 18.07% stake interest in
Cashcade to Partygaming for an aggregate cash consideration of c. €15.3m, net of costs. INM also said
that subject to certain earnings targets being met, it will receive incremental proceeds in 2010 and 2011.
The disposal is part of the group’s continuing deleveraging strategy, with proceeds being retained pending
a resolution of the ongoing restructuring discussions and in accordance with the terms of the prevailing
standstill agreement. We expect a further update from INM tomorrow in relation to its bond refinancing with
press speculation over last number of days indicating that there will be a further extension. We recently
downgraded IN&M to Neutral from a speculative Buy reflecting our view that the risk reward is now less
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favourable.
Company 1-day%  YTD %
Aryzta 14% 74%
BP 0.0% -3.9% GSK: Neutral Current Price (1150p) Price target (900p) Analyst : David Dunk
CRH 06% 43%
DCC 2% 39.7% GlaxoSmithKline released its second quarter earnings update at midday yesterday. Earnings of £0.31 per
E.ON 1.0% -13.0% share were ahead of analyst expectations for earnings of £0.30 per share. Sales for the period were
0 ) £6.75bn, ahead of expectations of £6.67bn. Net income was in-line with expectations of £1.4bn. The per-
HPQ 06% 12.4% formance of key drug Adair was slightly weak, with sales of £1.2bn compared to £1.21 expected. Reve-
IL&P 34% 100.0% nue’s for the 2" quarter was impacted by the performance of the US pharmaceutical business. Vaccines
INM 43% 40.6% sales increased 14% to £0.8bn, as a result of the outbreak of swine flu. GlaxoSmithKline has seen a dra-
’ ’ matic increase in orders for Tamilflu, which will have a positive effect on sales in the coming quarters. As a
J&J -05% -1.1% result the company is optimistic, and expects a strong performance in the second half of the year. Sepa-
JPMorgan -03% 16.8% rately drug maker Bristol-Myers Squibb has announced the takeover of Biotech research company Me-
) darex for $2.4bn, in a move to boost revenues ahead of the patent expiry of one of the company’s key
Microsoft -01% 27.6% drugs
Vodafone 1.0% -17.9%




Rio Tinto
Buy

Current Price: £23.90 DOLMEN STOCKBROKERS

Price Target: £28.00 Analyst: David Dunk
Thursday 23rd July 2009

e Since the start of the year Rio Tinto has rallied over 80%, driven by Descriptive Stats = — Shareholders =
efforts to delever its balance sheet, and a more optimistic outlook Yearto date 92% Shining 7:9%
f . X ’ - i, 52 Week High £45.52 Schroders 5.0%
or markets. We retain a bullish outlook on mining commodities, 50 Week L 0829 Leqal & G | 3.3
and see the potential for materially higher prices in the medium and eek Low ’ ega enera ’ °°
long term. Our view is driven by the expected industrialisation of .Bl29mberg RIOLN _ Capital Research 3.3%
developing economies, as well as the structural underinvestment in
the sector in recent years. In addition the unprecedented levels of _
fiscal and monetary stimulus currently being injected into the global 12/07 12/08  12/09e
economy is likely to be a cause of inflation once major economies Revenue ($m) 29,700 54,264 38,628
return to growth. Operating Profit 8,374 15,489 8,498
EPS ($) 47 2.4 26
¢ Rio Tinto’s recent $15bn rights issue has dramatically eased the DPS ($) 1.12 1.12 0.711
pressure on its balance sheet. In addition the proposed joint ven- Div Yield 2.9% 2.9% 1.8%
ture with BHP Billiton to combine the Western Australian mining
operations will be beneficial to both companies. BHP will pay
$5.8bn to Rio Tinto, reflecting the larger proportion of production Peer Analysis P/E 08 P/E 09 Div Vield
stemming from Rio Tinto’s operations. Additionally we expect Rio BAP Billiton 11.7 14.0 3.4%
Tinto to benefit from cost synergies of up to $5bn. The deal is non- Anglo American 71 231 1.3%

binding, with a mutual break-fee of $275.5m. As a result we expect
Rio Tinto’s debt to drop from $40bn to $20bn over the current year.

® We expect a positive outcome from the ongoing iron price negotia-
tions between Rio Tinto and Chinese steelmakers. Rio Tinto is
offering iron ore at levels 33% below last years prices, while Chi- 2008 Revenues by Product
nese steelmakers are looking for a reduction of 40-50%. Given Rio
Tinto’s willingness to sell iron ore into the spot markets, and the
agreements reached with customers in Korea and Japan, the likeli-
hood of Rio Tinto making further material concessions is low. We 8%
do not anticipate the recent detention of 4 company executives in
China will have a material impact on Rio Tinto.

e Rio Tinto released its second quarter production report last week.
Iron ore production was particularly strong, with volumes up 8%
compared with the second quarter of 2008. Half of the iron ore pro-
duction of the current year was sold in to the spot market as op-
posed to on a fixed contract basis. Production of copper and coal
was also greater than expected. Aluminium production declined in
line with expectations, reflecting the continuing difficult conditions
for the metal. Rio Tinto noted that it expects the recovery in the 30%
Chinese steel market to continue in the second half of the year. °

43%

® We rate Rio Tinto a buy and have a £28 price target. Rio Tinto is .
currently trading at about 10.8x current year EV/EBITDA multiple. @ Aluminum
Given that we believe 2008 represents trough in the current cycle
for earnings we see this as attractive. Our £28 price target is based
on a current year P/E of 18x and an EPS of $2.57, below the his- @ Iron Ore
torical P/E multiple of 20x. Rio Tinto like most miners is a high beta
stock, with significant price volatility. We therefore recommend our )
clients buy into the stock on periods of weakness. Upcoming cata- [} Energy & Minerals
lysts for Rio Tinto include the half year results, due on August 20th,
as well as M&A activity in the sector, and commodity price move-

ments. O Copper & Diamonds
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International Equity Markets Sector Performances
Index Value 1-Day YTD Sector Index 1-Day YTD
ISEQ 2,731 0.6% 17.4% Construction 222 0.0% 9.1%
FTSE 4,494 0.8% 1.3% Technology 171 0.8% 12.2%
Dow Jones 8,881 04% 1.2% Oil & Gas 293 0.1% 9.9%
S&P 954 0.1% 5.6% Finandals 191 -0.1% 28.0%
Nikkei 9,793 0.7% 10.5% Retail 224 0.4% 21.9%
Stoxx 50 2,529 04% 3.4% Food & Drink 251 0.4% 7.3%
Commodity Prices Currency Exchange Rates
Commaodity Index 1-Day YTD Commaodity Index 1-Day YTD
Crude Oil 65.4 0.3% 16.2% €/$ 1422 0.1% 1.8%
Copper 252.6 3.0% 75.6% €/£ 0.863 -0.2% -10.8%
Gold 951.4 0.3% 8.1% £/$ 1.649 0.2% 11.4%
Silver 13.7 1.6% 21.7% $/IPY 93.67 0.1% 3.9%
Wheat 522.0 24% -19.6% €/IPY 133.17 0.1% 5.6%
Cattle 89.8 -1.5% 1.0% €/SFR 1515 0.0% 1.7%
5Yr Credit Spreads Money Market Rates
Commodity Index 1-Day YTD Rate EUR UK us
Invest Grade 118.3 -6.3% -34.6% Overnight 0.4% 0.4% 0.2%
High Yield 749.3 0.7% -27.8% 3-Month 0.9% 0.9% 0.5%
Finandals 94.7 -1.3% 21.2% 1-Year 1.3% 1.2% 0.8%
Bol 360.4 -04% 50.8% 2-Year 1.7% 2.2% 1.4%
AIB 367.9 0.1% 83.4% 5-Year 2.8% 3.6% 2.9%
RBS 148.1 0.0% 6.7% 10-Year 3.6% 4.2% 3.7%
Date Company Region Event Date Event Region  Estimate
23/07/2009 American Express Co. us Q2 23/07/2009 ECB Euro-Zone Current Accc EC --
23/07/2009 AT&T us Q2 23/07/2009 Retail Sales (MoM) UK 0.40%
23/07/2009 Chubb Corporation us Q2 23/07/2009 Initial Jobless Claims us 558K
23/07/2009 CIT Group us Q2 23/07/2009 Existing Home Sales MoM us 0.60%
23/07/2009 Kimberly Clark us Q2 24/07/2009 IFO - Business Climate GE 86.5
23/07/2009 McDonald's Corporation us Q2 24/07/2009 GDP (QoQ) UK -0.30%
23/07/2009  Philip Morris Intl. us Q2 24/07/2009 U. of Michigan Confidence us 65
23/07/2009 The New York Times Cc us Q2 24/07/2009 PMI Manufacturing GE 42
23/07/2009 UPS us Q2 24/07/2009 PMI Services GE 46
23/07/2009 Wyeth us Q2 24/07/2009 PMI Manufacturing EC 434
23/07/2009 Xerox Corporation us Q2 24/07/2009 PMI Services EC 452
23/07/2009 Microsoft us Q4 27/07/2009 GfK Consumer Confidence &  GE --
23/07/2009 Imperial Tobacco Groug GB TRADE 27/07/2009 New Home Sales MoM us --
23/07/2009 Kingfisher PLC GB 2 TRADE 28/07/2009 S&P/CaseShiller Home Price ~ US --
23/07/2009 Aminex Plc IE EGM 28/07/2009 Consumer Confidence us --
23/07/2009 Scania AB SE Q2 28/07/2009 Richmond Fed Manufact. Inc us --
23/07/2009 Roche Holding AG CH H1 28/07/2009 ABC Consumer Confidence us --
23/07/2009 Credit Suisse Group AG CH Q2 29/07/2009 Euro-Zone M3s.a. (YoY) EC - -
23/07/2009  Britvic Plc GB TRADE 29/07/2009 Net Consumer Credit UK --
23/07/2009  Daily Mail and General - GB TRADE 29/07/2009 M4 Money Supply (MoM) UK --
23/07/2009 Capita Group PLC GB H1 29/07/2009 MBA Mortgage Applications us --
24/07/2009 Danone SA FR Q2 29/07/2009 Durable Goods Orders us --
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