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Daily Market Comment

Yesterday’s Summary : European stock markets had their largest gains in three weeks boosted by better than expected earn-
ings forecasts from Schneider Electric and Lonza Group which eased concerns that profit growth is slowing. Bradford and Bing-
ley also helped to boost the market after the bank said that it is ‘substantially prefunded’ for the second half of the year, easing
liquidity concerns sparked by higher credit costs.

Overnight News : Shares in Amazon fell by 9% in after hours trading following the group’s 3Q results. Net income surged by c.
300% to $80m, beating analyst expectations. Revenue rose by 41% to $3.26bn. For 4Q, Amazon expects to report revenue of
$5.1bn to $5.45bn versus expectations of $5.12bn. Shares in Amazon have gained c. 150% this year.

Breaking News : This morning, Friends Provident announced that new life and pension sales rose by 35% to £2.15bn beating
analyst expectations of £2.02bn. The company also said that should its agreed merger with Resolution materialise they plan to
return £2bn to shareholders by 2009.
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Paper Headlines

“Smurfit Kappa the latest to issue alert on earnings” - Smurfit Kappa —Irish Independent
“Icon reports 38% increase in third quarter® - Icon - Irish Times

“BP beats forecasts to spur hopes of turnround” - BP - Financial Times

“Nike to buy Umbro in €410m ‘merger made in heaven’” - Nike - Irish Examiner

Market Themes and Movers

Greenspan says ’state of fear’ in credit markets : At the Midwest ACG Capital Connection conference in Chicago yesterday,
Former Federal Reserve Chairman Alan Greenspan said that credit markets are in a ‘state of fear’ as he discussed the role of
commercial paper and structured investment vehicles. Greenspan also reiterated that he sees less than a 50-50 chance that the
US will go in to recession, commenting that he expects the country to avoid such an outcome. Greenspan did point out however
that ‘there is a long way to go’ before house prices stabilize.

Takeover activity returning : Takeover activity in equity markets is slowly starting to return to the market with deals emerging
between corporates rather than bids from private equity groups. Yesterday, Nike agreed to buy Umbro for £285m in what is Nike’s
first acquisition in three years. The offer is a 60% premium to Umbro’s share price on October 17th, the day before the group said
it had received a takeover approach. Meanwhile, shares in Cairn Energy added over 7% yesterday on rumours that BP may
make a bid for the company. This follows on the back of ENI's £1.5bn bid for Burren Energy on October 9th.

CDO writedowns set to increase: Merrill Lynch is due to release its third quarter earnings report today. Press reports overnight
suggest that the investment bank will add about $2.5bn of writedowns to the $5bn it has already disclosed due to losses related
collateralised debt obligations (CDO). Analysts expect Merrill Lynch to report a loss per share of $0.45.

Dolmen Squawk Box

e This day 10 years ago World stock markets plunged after an extraordinary 10% collapse in Hong Kong’s Hang Seng index.
The ISEQ outperformed by falling just 0.78%.

m Dolmen Securities Website : www.dolmenstockbrokers.ie
" 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
b C Theatre Court, Mallow St, Limerick, Ireland. Tel : +353 61 436 500 E-mail: Limerick@dsl.ie



m DOLMEN STOCKBROKERS

DAILY COMPANY

Royal Bank of Scotland

FTSE 100

Company Profile

RBS provides a range of
products and services to per-
sonal, commercial and large
corporate and institutional
customers. The Company's
activities are organized into
six business divisions: Corpo-
rate  Markets (comprising
Global Banking and Markets
and UK Corporate Banking),
Retail Markets (comprising
Retail Banking and Wealth
Management), Ulster Bank,
Citizens, RBS Insurance and
Manufacturing.
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Wholesale fears : There have been some fears recently over the extent to which the wholesale
banking revenues of RBS will slow, particularly given the group's increased exposure to this area
post the ABN acquisition. However, given RBS' lesser trading focus than Barclays Capital, and its
greater focus on customer lending, its current wholesale banking revenues remain on course to
deliver mid to high single digit growth in 2008. Even allowing for a 2008 decline of 7% in ABN's
wholesale revenues to reflect its greater focus on conduits, our current 2008 eps forecast of 72p
would still be achived. Given that the group's consensus 2008 dividend per share is expected to be
37p, this means that from 2008, the shares' dividend yield at 7.3% will be greater than its pe ratio at
7.1x.

Stuart Draper
NOTE

Target (issued 03/07/07)

Major synergies : RBS is paying c.€16 bn for ABN’s investment banking and Asian businesses, c.€5
bn of which will be financed from an equity placing. RBS has a track record over the past 10 years of
integrating its acquisitions well, generating synergies in excess of those initially targeted. Initial cost
savings and net revenue synergies from the ABN takeover by the end of 2010 of €1,319m and
€481m respectively would appear achieveable, generating earnings per share growth of 11% in both
2009 and 2010 to 80p and 89p respectively. In addition to the RBS bid initially representing a pre-
mium of ¢.10%, its high cash component of 93% increased its advantage over the Barclays’ all-stock
offer.

Acquisition growth : The ABN acquisition further extends RBS’ franchise in Asia and investment
banking, which helps build sustainable revenue growth and cash generation for the group. This in
turn creates the fire power for further bolt-on deals in the US without new capital having to be raised,
which would further boost earnings growth from the synergies generated. Even though the ABN deal
should boost group net profit by ¢.6% in 2008 to c.€7.4 bn, once the c.€1 bn new shares in issue post
ABN is considered, 2008 group eps is likely be flat on the 72p consensus forecast for 2007, repre-
senting current year earnings growth of 8%.

Major upside : As a result, our current 12 month share price target of £7.20 (41% further upside) is
based on 10x 2008 eps of 72p. The shares will also pay a current year dividend yield of ¢.6.5% for
waiting for this upside to be achieved. RBS’ US mortgage exposure is 100% prime and 99% secured,
with the associated credit risk described as “miniscule”. Earlier this year, HSBC stated at the time of
its sub-prime profit warning, that there was zero read across to its US prime business, which is posi-
tioned very similarly to RBS’ Citizens/Charter One business in the US mortgage market .

Meior Shareholders Noof Stares %

Legal and General 3904m 39 PEQ7 PEO03 EPSGowth 07-08

Bardays 380.5m 38 Royal Mof Scotland 72 69 0.00%

Capital Group 2.88m 29 Bardays 85 76 11.10%
HBOS 79 75 4.73%
Loyds 103 94 946%
Deutsche Bank 70 77 841%

Tota Shares Quistanding 9,940

Qurrent Price (£) 5.11 002 26111

IVkt Cap (Em) 50,793 PBT(£m) 9 186 9971 10885

Reuters RBSL EPS (p) 065 072 0.72

Bloomberg RBSLN P/E(X) 99 71 71

Sector Barks DPS 033 033 0.37

Chaimren TomMXKillop Yield 52% 6.5% 7.3%

CEO Fred Goodwin

CFO Guy Whittaker

Website wwwrbs.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
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 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. Investments denominated in foreign currencies are subject to fluctuations in exchange rates, which
may have an adverse affect on the value of the investments, 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 permission of Dolmen.

Dolmen Securities is a Member Firm of the London Stock Exchange, and is authorised by the Financial Regulator under
the Investment Intermediaries Act 1995. Dolmen Stockbrokers is a Member Firm of The Irish Stock Exchange, The
London Stock Exchange, and is authorised by the Financial 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 undertaken 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, related 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.



