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1 Market View

Equity markets enjoyed a broadly positive week as positive corporate newsflow from the US pushed the Dow to further record levels. The
corporate newsflow however was not so strong from the UK as pharmaceutical giants AstraZeneca and GlaxoSmithKline suffered product
difficulties which impacted negatively on their share prices and off-set very strong numbers from Royal Dutch Shell. The net result for the
index was an unchanged performance for the week. In economic news Q3 US GDP came in a little weaker than expected which resulted in
a dollar sell-off as it reduced the expectation for further interest rate increases in the US. This week sees the release of US Consumer
Confidence (Tuesday) and Non-Farm Pay Roll data on Friday which will be watched closely for signs of any underlying strength in the
economy. Else in Europe, the ECB meets on Thursday, but rates are expected to remain at their current 3.25% level.

Below are our current trading ideas

Trading ideas
BP

Last rec @ 602p
Current: 593p
Target: 660p
Stop-loss: 555p

Last week, BP announced its results for the 3 months ended 30/09/06. Underlying replacement cost net profit of $4.86 bn was c.3%
ahead of the consensus forecast of $4.7 bn, even though it was a year on year decrease of 9%. The main driver of the year on year
profit decrease was the shut down of 200,000 barrels a day from the Alaska Prudhoe Bay production of 450,000 barrels a day.
However, 400,000 barrels a day of this production has already been restored and the 12% share price decline since the end of July
may have already discounted this Q3 profitability decline. However, what is not yet discounted by the share price is the potential for
production growth to resume in 2007. BP has a large number of new production start-ups coming on stream over the next 12
months, which should result in overall production growth of ¢.5% being achieved for 2007. BP also announced that it will pay a Q3
dividend of 5.241p per share, going ex on 8th November. Our current 12 month price target for BP of £6.60 (12% upside) is based
on 11x 2007 eps of 60p, and BP will also pay a dividend yield of ¢.3.4% for waiting for this upside. BP’s ongoing share buyback
programme should continue to support the share price at current levels, with the most recent share buyback being the purchase for
cancellation of 7.47m shares yesterday at prices between 592.5p and 598p : BUY.

IN&M

Last rec @ €2.55
Current: €2.60
Target: €2.75
Stop-loss: €2.45

Last week, Independent News & Media (INWS) announced that, in conjunction with Providence Equity Partners and other private
equity providers, that it had approached the Board of APN regarding a possible leveraged buy-out of APN. INWS, which currently
owns 41% of APN, intends to reinvest sufficient proceeds from the offer to retain a 40% interest in APN. However, this change
means that APN will now be accounted for as an associate company of INWS rather than a subsidiary, implying that APN’s debt of
€470m will disappear off the INWS balance sheet. As a result of the new private company being a leveraged vehicle, it will only be
necessary for INWS to reinvest a fraction of the proceeds to retain its 40% interest. Even though the debt equity split of the private
company has not been disclosed, it has been estimated that the deal will release c.€400m of cash. Our new 12 month price target
of €2.75 (6% further upside) is based on 14.3x 2007 eps of 19.4c, and rates the shares at a deserved 10% premium to the current
sector average, given the company's stronger than sector average earnings growth. The shares also pay the attractive dividend
yield of c.4.6% for waiting for this upside to be achieved : BUY.

BG

Last rec @ 703p
Current: 703p
Target: 765p
Stop-loss: n/a

This Thursday, 2nd November, BG Group, formerly called British Gas, will report its results for the 3 months ended 30/09/06. The
consensus forecasts are for net profit and earnings per share of £335m and 9.8p respectively, representing year on year increases
of 9% and 13%. The major driver of the profit growth will be the E&P division where a 25% year on year production increase to 555,
000 barrels of oil equivalent per day (boe/d) is expected to drive similar year on year operating profit growth of ¢.25%. Such a Q3
result would keep BG on course for a 2006 eps of 51p, representing year on year earnings growth of 21%. Such continued stronger
than sector average earnings growth, combined with the group’s high quality management, has resulted in the share price trading
at an average premium to NAV of 13% since the company’s de-merger in 2000. This gives our current stand-alone 12 month price
target of £7.65, based on a 13% premium to NAV per share of £6.77. The high quality nature of BG's assets has also resulted in
some speculation that the company may receive a takeover approach from one of the oil majors. Royal Dutch Shell is most
frequently mentioned as having the greatest need for BG’s above average proven and probable reserve life of 19 years, and as
having the largest operational overlap : BUY

CRH

Last rec @ €26.90
Current: €27.35
Target: €30.00
Stop-loss: €24.30

Mexican cement group, Cemex, has announced a $12.8 bn takeover offer for Australia’s Rinker Group, valuing Rinker at 14.4x
forward earnings. Such a rating is in line with the 14x to 16x range at which deals in the cement sector have taken place in recent
years, and highlights the attractions of CRH’s current valuation of 11.7x forward eps, particularly given the Irish company’s
continued prospects for double digit earnings growth. The latest data from the US housing market showed that September new
home sales increased by 5% month on month, to 1.075m units. This was better than the consensus forecast of 1.04m, helped by
lower prices and lower mortgage payments. This is the second gain in the series in a row, the first time this has happened since
March 2005, providing further evidence of a recent stabilisation in US housing, an important sentiment issue for the CRH share
price. The American Road & Transportation Builders Association’s most recent quarterly survey of conditions showed particular
strength in the airport and bridge sector, with 40% of CRH'’s US sales, infrastructure, and only ¢.10%, new housing. Our current 12
month price target of €30 (10% further upside) is based on 13x consensus 2007 eps of €2.35. Our view remains that a multiple of
13x forward earnings is a fair rating for CRH, given the multiple range of 14x to 16x forward earnings at which deals continue to
take place in the cement sector, and given the group’s continued double digit earnings growth : BUY.

GSK

Lastrec @ 1451p
Current: 1405p
Target: 1650p
Stop-loss: 1350p

Last week, GlaxoSmithKline (GSK) announced its results for the 3 months ended 30/09/06. Profit before tax and earnings per
share of £2.022 bn and 24.7p respectively were 10% and 11% ahead of consensus forecasts of £1.836 bn and 22.2p, and were
year on year increases of 16% and 15%. The better than expected earnings growth was largely driven by a stronger than expected
operating margin of 35.9%. As a result, GSK upgraded its 2006 earnings growth guidance from 12% to “mid-teens”. However, the
share price has since given up all of the 6% gain it had made since the start of October as a result of negative pipeline news. While
some of the pipeline news was negative, it may be more of a sentiment issue than an earnings issue, as shown by the fact that
GSK upgraded its earnings growth guidance. The main negative pipeline news was that the US filing for Cervarix (cervical cancer
vaccine) has been delayed to April 2007 from the previously guided year end timeframe, and that Redona (DPP-IV inhibitor,
diabetes) may be discontinued following pre-clinical toxicity concerns, and that ‘773 (sepsis) is being discontinued. However, both
of these products have only a minor impact on earnings forecasts (likely to be offset by the ¢.0.5% eps accretion from the additional
£1 bn per annum share buyback), and the sales prospects from Cervarix still remain in tact for 2007 as the company is guiding that
approval will still be achieved before the back to school season next autumn, when the new vaccination campaign starts. There was
also some positive pipeline news released, such as the fact that GSK’s potentially major cancer vaccine (MAGE-3) has moved into
phase lll, that Promacta (thrombocytopenia) remains on track for a 2007 filing and that Pazopanib (renal cancer) is showing
promise. Our current 12 month price target of £16.50 (17% upside), values GSK at 16.6x consensus 2007 eps of 99.5p, a 13%
discount to the current European pharma sector average of 19x to reflect the group’s slightly slower than average earnings growth.
GSK also increased its share buyback programme from £1 bn per annum over the next 3 years to £2 bn per annum, yesterday
buying back 1.813m of its own shares at £13.98. This, combined with ¢.3.3% yield, provides some protection from further share
price downside : BUY.
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The Week Ahead
Date Region Event Period Consensus Prior
31/10/06 UK GfK Consumer Confidence Survey OCT -6 -7
31/10/06 us Employment Cost Index 3Q 0.80% 0.90%
31/10/06 us Consumer Confidence OCT 108 104.5
31/10/06 us Chicago Purchasing Manager OCT 58 62.1
1/11/06 UK PMI Manufacturing (survey) OCT 53.8 54 .4
1/11/06 us ISM Manufacturing OCT 53 52.9
1/11/06 us ISM Prices Paid OCT 58 61
1/11/06 us Pending Home Sales MoM SEP -0.90% 4.30%
2/11/06 EC ECB Announces Interest Rates NOV 3.25% 3.25%
2/11/06 us Nonfarm Productivity 3QP 1.20% 1.60%
2/11/06 us Unit Labor Costs 3QP 3.50% 4.90%
2/11/06 us Initial Jobless Claims Oct-28 310K 308K
2/11/06 us Factory Orders SEP 4.00% 0.00%
3/11/06 EC Euro-Zone Unemployment Rate SEP 7.80% 7.90%
3/11/06 CA Unemployment Rate OCT 6.40% 6.40%
3/11/06 CA Net Change in Employment OCT 15.0K 16.2K
3/11/06 us Change in Nonfarm Payrolls OCT 125k 51k
3/11/06 us Unemployment Rate OCT 4.60% 4.60%
3/11/06 us Change in Manufact. Payrolls OCT -5K -19K
3/11/06 us ISM Non-Manufacturing OCT 54.7 52.9
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2 Technical Analysis

Key Second Key @ Second Current Position
Comment Spprt Spprt  Resist Resist
Running of out steam near term- but bullish No position
Iseq Up trend intact —would buy the pullback to 8500 8220 8490 880 8620
Short @6190-
Market continues to trade sideways/lower near Stop at 6230- take
Ftse100 Up term. Think 6120 will contain 5875 6120 6275 6230 profit at 6120
Still in uptrend- unwinding over bought position- Short @6323-
Could move back another 100 points and still be Stop at 6335- take
Dax Up in an uptrend. 6140 6240 6330 2 profit at 6240
Called the top right last week at 12220- in No position
uptrend but still very overbought- need to head
Dow Up to high 11,000’s to unwind 11800 11900 12220
Short at 1.2554-
order to sell more at
Bounce gone into serious rally- could get to 1.2760 stop at
Euro/USD | Sideways | 1.2920 on this move- overbought on daily chart. 1.2560 1.2500 | 1.2920 1.2760 1.2920
Trading down- looks like we could see old lows No position
Euro/GBP | Down at 0.66 .6680 .6740 .6720
Long @116.67-
Stop @ 116.50- take
Sideways/ profit @ 117.45,
Bunds Down Trade worked well- bouncing from lows- 116.50 116.30 | 118.60 117.45 118.60
Reversing oversold position- rally on light Working sell order
volume- within striking distance of good shorting now, and at 61.75
Oil Down level. 56.25 60.25 62.10 64 with stop at 62.40
Sell at 1.36 and
May run at 138-140- would sell there near term- 1.40. stop when bid
Vodafone Sideways | quite overbought Volume lightening 1.30 1.2375 1.400 1.3625 1.42.
One to buy at 5.20-5.40 and lighten at 5.80-6.00. No position
Concern that Friday a key day reversal and
Lloyds Up momentum falling with MA crossover. 5.20 5.50 6.00 5.70
Correct that 10.50 held progress. Still biased to Buy order below
BHP Sideways | be long with 9.70 stop 9.70 8.50 10.50 11.00 market at 9.70
Momentum still positive- would buy in a move Working to buy at
Tullow Sideways | into the low 3.90s. 3.92 3.60 4.45 4.20 3.93
A move to 14.40 would necessitate some profit No Position
Anglo Up taking 13.50 13.00 14.40
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Last Week’s Moves

Equities

_Levels

Last week’s

moves

YTD
Move

EPS Growth-

FY1

_P/E-FY1 PIE-FY2

DOW
JONES
INDUS.
AVG

12143.17

1.21%

13.34%

ISEQ

2.55%

14.1%

12.0

10.5

S&P 500
INDEX

1385.08

1.23%

10.99%

UK

3.40%

15.5%

13.0

12.4

NASDAQ
COMPOSI

TE INDEX | 2373.53

1.42% 7.72%

uS

2.10% 10.9% 16.2 15.1

DJ STOXX

50 = PR 3689.33

0.10% 10.16%

Eur

3.19% 15.0% 12.7

FTSE 100
INDEX

6160.9

0.09% 9.65%

DAX

INDEX 6262.539

0.96% 15.80%

Sector*

Weekly YTD Move
Move % %

*Perf based on capital price moves only

Mining 0.81 46.54 change WID %
General Retailers 1.50 24.76
Construction -1.58 22.22 75
Utilities -0.94 19.54 jj
Banks 0.14 17.42 i
General Industrials -0.17 17.03 30 = = D>
Autos 2.92 16.12 sl — - — ——
Personal Goods 0.73 15.43 s s . o S o
Food Producers 0.96 11.78
Chemicals 0.81 10.49
Insurance -1.13 10.14 p—
Beverages 0.57 9.54
Media 0.57 8.43 50.0
Pharmaceuticals -4.19 7.42 :gg
Leisure Goods 0.65 6.17 200 i
Tobacco 1.40 5.78 s ﬂ:ﬁﬂ —
Telecom 5.69 5.26 00 = —
Oil & Gas 0.29 3.56 " ” m——
Technology 3.14 -1.54
Software -1.46 -2.82
Best/Worst Performers 20/10/06 — 27/10/06
Iseq FTSE
ISEQ FTSE
25.00% 10.00%
20.00% o,
0 e s .
10.00% %
|_| o B - = O
0.00% p— -15.00%
5.00% . I—I BT G P Reckitt Vedant H pl British  Ast
-10.00% Benck Reso Energy
WWwW ‘;(:::lr; Dragon Oil Fyffes plc Elan Corp Icon ple

The Iseq closed marginally higher last week, once again
outperforming the FTSE. The market was pushed along by
the second line stocks with positive news coming from CPL
resources for their forthcoming full year results, Paddypower
looking to expand into the European market, IN&M has
approached the Board of APN regarding a possible
leveraged buy-out and IAWS plans to establish a new
operating company, to concentrate on its original
agribusiness.

The London market was slightly higher than last after hitting
a five year high helped by a recovery in the commodity sector
with good results from Royal Dutch Shell. However, shares of
drug makers AstraZeneca and GlaxoSmithKline lost ground
in London on Thursday after some disappointing news
regarding pipeline drugs
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3 Commodity, Curency & Credit Markets

Current YTD Change Year End Forecast

GBP GBP EUR GBP
Base Rate 3.25% | 4.75% 5.25% 1.00% 0.25% 1.00%| 3.50%| 4.75%| 5.50%
3 Month 3.55% 5.18% 5.38% 1.00% 1.00% 0.46%| 3.61%| 5.15%| 5.45%
12 Month 3.87% 5.44% 5.37% 0.81% 0.87% 0.11%| 3.77%| 5.29%| 5.15%
5 Year 3.74% | 4.88% | 4.64% 0.68% 0.72% 0.30%| 3.80%| 4.80%| 5.00%
10 Year 3.80% | 4.60% | 4.68% 0.50% 0.50% 0.30%| 4.00%| 4.95%| 5.05%
EUR-USD X-RATE 1.27315 0.93% 1.300
EUR-GBP X-RATE 0.6712 0.16% 0.685
CRUDE OIL FUTR 60.57 -6.22%
NAT GAS FUTR 8.386 -27.43%
GOLD SPOT $/0Z 596.95 15.63%
SILVER SPOT
$/0Z 12.04 36.59%
LME ALUMINUM 2765 21.43%
LME COPPER 7450 69.51%

Comment:
Interest Rates The Euro-zone data was generally strong

over the week with the German IFO index
rising to 105.3 in October from 104.9 the
previous month. Factory orders also rose

5.50% a strong 3.7% for September which
pushed the annual growth rate to 14.3%.
>\ Euro-zone money supply accelerated in
5.00% — October with the annual growth rate rising
\——/ to 8.5% from 7.9% and this reinforced
) —USD market expectations of a further ECB

% 4.50% —GBP monetary tightening in December.

4

4.00% EUR The ECB will without fail leave interest

rates unchanged next week. It is also
pretty certain that the ECB will confirm the
3.50% signals that interest rates will be raised at
the meeting in December. But what will
the ECB do early in the new year?

3.00% T T T T T T T T T T T T At the last meeting, the ECB declined to
comment on the market's expectations of
interest rates in 2007. Also, the ECB was
slightly softer in its wording about the
Time need for further interest rate hikes. This
indicates that the ECB is prepared to
leave interest rates unchanged in early
2007 but that the bank has not yet made
up its mind.

DEC 06
MAR 07
JUN 07
SEP 07
DEC 07
MAR 08
JUN 08
SEP 08
DEC 08
MAR 09
JUN 09
SEP 09
DEC 09
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Currency Comment
Comment : EUR/USD
EUR/USD As expected, the US Federal Reserve left interest rates at 5.25%
following the latest policy meeting last week. For the third successive
13000 month, Fed Governor Lacker dissented and called for an immediate rate
increase to curb inflationary pressure. In the statement accompanying the
1.2000 decision, the Fed stated that there were still inflation risks, but it expected

core inflation to ease over the next few months. The Fed also expected
moderate growth with wider activity cooled by the housing sector. This

1.2800 N J \ ‘
\V4 V view of was confirmed on Friday with a weaker than expected GDP
1.2700 number, which came in at an uninspiring 1.6%, the weakest since March
2003. Delving further into the data, however, was an even greater
Vs

unsettling revelation: a notable decline in the Price Index and core PCE -
ominous suggestion that the US Fed may have stifled economic growth
through its aggressive rate hiking campaign during the past 2+ years.

1.2600

1.2500

1.2400 Last week's robust October German Ifo Business Climate Index (105.3 vs
\@\,La o oS i of m@“" \@\"‘@6 104.5 exp.) served as a catalyst for a EUR rally relativg to its US
i ® o counterpart last week. In the absence of any key economic data this

week, the EUR will likely take its cues from developments in America and
its currency.

The monthly employment report will dominate other data in the US. One
week after the Fed decided to leave interest rates on hold at 5.25%, and
stated its confidence that the worst of the economic slowdown has
passed, markets will be eyeing the labour market data for reassurance
that economic growth will rebound in the final quarter. Expect the
economy to have added 115,000 new jobs in September, slightly below
the 3-month average of 120,000. With the Fed still alert to upside inflation
risks, financial markets will also closely monitor developments in wages.
Any signs that the tight labour market is putting employees in a position to
negotiate higher salaries may stoke fears that US interest rates may still
have to rise to keep inflation under control.

Comment : EUR/GBP

There was little in the way of UK economic data last week, although there
was a significant deterioration in the latest CBI industrial survey. There
0.6950 was no significant shift in interest rate expectations with markets still
pricing in a November interest rate increase. Sterling was able to aintain
a firm position close to 0.67 against the Euro.

EUR/GBP

0.6900

0.6850
A busy data calendar for the UK lies ahead this week with surveys of
activity in manufacturing, services and retail sectors likely to stir
0.6750 discussions on the future path of UK interest rates. Consumer
0.6700 confidence, the latest Nationwide house price survey and the CBI
distributive trades' survey will be published today. The latter should offer
some indication about expectations for retail turnover ahead of the

0.6800

0.6650

06600 -SSR Christmas holiday period. The manufacturing and services PMI surveys
& & S & due later in the week will offer some guidance on activity in both sectors

& \Q\'LQ Qca\’& Qc,,\’v° Q@\'LQ Qq,\’v° Q&“ at the start of the fourth quarter. Expect the manufacturing PMI to have
A > 5 K N > a tracked the CBI industry trends lower in October, signalling a levelling off

in activity after solid gains earlier this year.
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Corporate Credit Markets

Rating-5 Sample Names Dec 2005 Current
Yr Bonds Yield Yield The Itraxx* tightened 2bps over the week to
o o close at  25.0bps. This represents
AAA Rabobank 3.65% 3.93% extraordinary spread tightening and is
attributable, for the most part, to high levels of
AA Deutsche Bank 3.95% 4.04% new CDO issuance (highly leveraged for the
) ’ most part). We remain watchful of the fall off
in issuance and a possible moderate spread
A Tesco 3.83% 4.12% widening to follow.
0 V]
BBB MKS 5.30% 5.68% *ITRAXX is an index of the 125 most liquid
investment grade corporate names in the
BB Royal Caribbean 5.73% 6.45% European market
Cruise lines

Sector Movements in week ended 27/10/2006:

e Auto: Mainly tighter in the sector — biggest mover was DCX, tightening 3bps, following the better
than expected results in the Mercedes unit and speculation that the Chrysler unit in the US might
be spun-off. French automakers Renault and Peugeot widened 2bps and 1bps respectively —
Renault benefited from an unexpected 31% increase in Nissan 2Q profit. In Germany VW tightened
1bps while BMW as unchanged. VW announced poor 3Q profits however YTD net profit is up 42%.
US automakers were slightly tighter over the week, Ford and GM tightened 3bps and 2bps
respectively in the 5 year CDS.

o Building materials: Tighter in the sector with Pilkington 3bps tighter; LaFarge 2bps tighter and
Heidelberg 1bps tighter. Saint Gobain was unchanged.

e Chemicals: Tighter in the sector, both Linde and Bayer tightening 2bps each over the week - BASF
was again unchanged. Linde tightened in advance of an estimated 11% increase in 3Q profits, to
be reported next week; while Bayer announced they are on target to meet integration targets in
their merger with Schering.

e Airlines: Tighter across the sector — both Lufthansa and British Airways tightened 3bps —
Lufthansa raised forecasts after beating 9 months analysts estimates. British Airways are expected
to announce a 12% increase in 3Q net income when it reports earnings Nov 3. Both BAA and
BAE tightened 2bps — BAE announced they would not pursue a large US merger until at least
2010, as there is no political support for further defense consolidation. Rolls Royce tightened 1bps
after the announcement of a €300m contract from Lufthansa and a €60m off-shore marine order.

e Food/Beverages: Primarily unchanged in the sector however Tesco managed to tighten another
1bps after announcing it may bid for a Malaysian retail chain; Compass tightened 1bps, taking the
spread to its tightest level in 18 months.

e Telecoms: Tighter across the sector — British telecom was 3bps tighter after announcing the
acquisition of a US network security company, helping to both bolster its security offering to
customers and expand its US reach. Elsewhere Deutsche Telecom was cheered by performances
at both Telenor and France Telecom, who reported 30% and 9% net income increase in Q3; DTE
reports Q3 results Nov 9",

e Retail: Tighter across the board in retail — Kingfisher and Boots both tightened 2bps; while MKS;
Dixons and GUS all tightened 1bps over the week. This week MKS announced they plan to open
furniture stores.

e Media: Mixed in the sector - EMI was the biggest mover, 3bps wider after the company
announced it had uncovered a one-off accounting fraud at its Brazilian office which had the effect of
reducing H1 revenues by £12m and operating profit by 5%. Elsewhere media continued to tighten
despite weaker than expected WPP results. WPP blame slower than expected growth in Eastern
European markets and a slump in ITV viewers, which caused a fall in advertising spending - BSkyB
tightened 2bps and Reuters tightened 1bps over the week.
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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
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