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Daily Market Comment

Yesterday’s Summary : Although underperforming the majority of European markets, the ISEQ finished yesterday’s trading
session in positive territory, closing up 0.38% at 6,247.91. The Irish financials managed to recovery some of their recent losses
with Anglo Irish Bank gaining 1.15% to €8.80 and Irish Life & Permanent adding 1.6% to €12.80. After releasing full year results
which were mostly in line with expectations and a positive outlook for 2008, Independent News & Media soared 8.4% to €1.875.
Smurfit Kappa fell 2.4% to €7.34 as it announced it will close a board mill in northern Spain to reduce capacity.

Overnight News : In Japan, the Nikkei closed up 1.7 % at 12,820.47 as fund managers tidied up their portfolios ahead of the
closing of their books on March 31, the end of the current fiscal year. In China, the benchmark Shanghai Composite Index
closed 4.94% higher at 3,580.15, with heavyweights such as banks and PetroChina rebounding strongly amid speculation that
China will soon launch the long-awaited stock index futures. Australia’s S&P/ASX 200 closed 0.4% lower at 5,351.1.

Breaking News : The ECB has announced that it has noted increased tension in euro zone money markets towards the end of
the first quarter and said it was prepared to ease those difficulties by providing more liquidity if necessary. The Federal Re-
serve’s $75bn in short term loans of U.S government debt to investment firms today showed weaker demand by one measure
than recent Treasury Department auctions. Alliance & Leicester, the second worst performing bank stock in the past year, has
had its long term debt rating cut to A+ from AA- at Fitch ratings, which cited weaker access to funding. The changes reflect Alli-
ance & Leicester’s weak profit growth prospects for 2008 and 2009.
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Market Themes and Movers

Oil over $106 on Iraq pipeline explosion : The price of crude oil increased to over $106 a barrel yesterday after saboteurs blew
up a major pipeline in Iraq. This is the first time since 2004 that this southern supply route has been disrupted, where Iraq ex-
ported 1.54 million barrels per day from in February. Iraqgi officials have announced that efforts have already begun to get opera-
tions back to normal. Qil prices had already jumped $5 per barrel before this news amid the US weekly oil inventory report which
showed a decline in US oil inventories.

UK house prices fall for the fourth month running : British house prices dropped for the fifth successive month in March,
meaning the annual rate of increase rose 1.1% from a year earlier, the weakest annual increase since March 1996. The Nation-
wide Building Society said house prices fell 0.6% this month after a 0.5% decline in February. The pound fell to an all time low
against the euro on the news, with the euro rising as high as 79.14p.
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BT Group

Company Profile

BT Group provides tele-
communications services.
The group offers local and
long-distance telephone
call products and services
in the UK, international
telephone calls to and
from the UK, broadband
network solutions and
web hosting to corporate
customers, network
ADLS, ISDN, and IP ser-
vices to companies.

Price Performance
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Fundamental view : Since BT reported its third quarter results in February that were slightly light of ex-
pectations its shares have fallen by 18% to 215p. We believe that the shares have been harshly treated
despite the company reiterating that it still expects to grow revenue, earnings and dividends. To combat a
slowdown in fixed line revenue BT Group has been increasing its focus on new wave revenue providing
broadband solutions and IT services to corporates. At its third quarter report new wave revenue showed a
strong increase rising by 7% to £2bn and now accounts for 39% of group revenue an increase of 1% from
the second quarter. A further example of BT’s expansion into new wave services is that it recently an-
nounced that all of its BT Vision IPTV customers will able to receive high-definition television, gaming and
movies through Microsoft's Xbox 360 console. BT continues to remain the number one provider of Broad-
band in the UK. Over the third quarter there were 511,000 broadband internet connections in the UK, with
BT’s share of those net additions of 177,000 equating to 35% of the market. The company also pointed
out that it was seeing no sign that the economic slowdown was having an effect on its retail or corporate
customers. A factor that is continuing the weigh on BT Group is in relation to its pension situation. BT had
a pension surplus of £700m at the end of its third quarter compared to a pension deficit of £1.1bn for the
same period last year. While that surplus is likely to comedown due to recent declines in equity markets
BT Group has continued its de-risking strategy and further reduced the size of the pension scheme’s ex-
posure to equities from 50% to 40%. In May last year, BT group announced a £2.5bn share buyback pro-
gram to be completed by the end of March 2009. The company has completed over half of this buyback
program and in recent weeks appears to have stepped up the purchases an indication that it feels its
shares are undervalued. Like all telecom companies BT Group has a significant net debt position esti-
mated to rise to £9.4bn by the end of 2008. However the group has sufficient interest cover of 3.2x with a
debt to equity ratio of c. 50% which is broadly in line with the sector.
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Next catalyst : The next major catalyst for BT Group is on 15/05/2008 when it is due to report is fourth
quarter results. We expect the group to post a 3% rise in EPS to 5.95p with revenue increasing by 4% to
£5.4bn. BT shares currently trade at c. 30% discount to its peer group. While we do feel that shares in BT
deserve to trade at a discount given its lack of mobile and international exposure we believe that a 20%
discount is warranted. As a result this generates our new 12-month price target of 245p based on an earn-
ings multiple of 10x 2009 forecasted EPS of 24.5p. What should also support the stock is that it pays a
current year dividend yield of 7.3% with dividend cover of 1.5x.

Chart view: BT Group
Support Key: 200 area
Resistance Primary: 222
Resistance Secondary: 240

Medium-term trend is negative with stock continuously
failing to hold onto any gains. However, recent price ac-
tion has been encouraging and strong long-term support
in the 200 area should limit any downside. A break of
trend resistance at 240 would change chart sentiment
and suggest good upside to follow.

Major Shareholders % Peer Group Multiples.
Invesco 5.03% Company name P/E 08 PIE09 EPS Growth 08-09
Legal & General 4.68% BT Group 9.1 8.78 3.81%
Barclays 4.62% Vodafone 12.8 11.8 8.33%
Brandes Investment Fund 4.23% Deutsche Telekom 15.8 13.80 15.00%
BSkyB 20.6 15.6 31.91%
Shares Outstanding 7812m
Share Data Financial Data 2007 2008e 2009
Current Price (£) 215 Revenue (£Em) 20223 20,650 20935
Mkt Cap (£m) 16,814 Profit Before Tax (£m) 2,495 2,365 2,513
Reuters BT.L EPS (p) 2270 23.60 24.5
Bloomberg BT/ALN P/E(x) 9.47 9.11 8.78
Sector Telecom DPS (p) 15.10 15.63 16.29
CEO Ben Verwaayen Dividend Yield % 7.02% 7.271% 7.58%
CFO Hanif Lalani
Website www.btplc.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, 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.
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