DOLMEN STOCKBROKERS

Dolmen Daily

Thursday 28th August 2008
DAILY COMPANY NOTES — Paddy Power & IL&P See page 2 for full deta;ils

Daily Market Comment

Yesterday’s Summary : With the Irish earnings season in full flow and better than expected German inflation data, the ISEQ
crept into positive territory yesterday, closing 0.76% higher at 4,380.20. Irish Life & Permanent had an encouraging trading ses-
sion, adding 6.7% to €5.79 amid interim results that were not as bad as the market had feared. Kingspan was among the outper-
formers, soaring 8% to €7.55, as the house builder reported a robust first half performance. Paddy Power dropped 5.6% to €15.15
as it warned that earnings may suffer as a result of a new pricing strategy. Anglo Irish Bank jumped 8.7% to €5.72.

Overnight News : US stocks closed higher last night after new figures showed a surprise rise in orders for durable goods. The
news offset another big jump in oil prices and continued worries about the outlook for the US economy. The Dow Jones Industrial
Average ended up 0.8% at 11,504.14, while the technology oriented Nasdaq Composite gained 0.83% to 2,381.67.

Breaking News : Diageo has announced net profit for the year to June 30 grew 2% to £1.52bn. Net sales rose to £8.09bn from
£7.48bn, a rise of 7% stripping out currency movements, while operating profit was up 9% at £2.3bn. Diageo also lowered full
year guidance, stating that this reflected worrying trends in Great Britain and Europe. Premier Foods, Britain’s largest food manu-
facture, has said adjusted pretax profit for the six months to June 28 rose to £60m, which was in line with market expectations.
However, reflecting restructuring costs, its debt rose to over £1.8bn by the end of June from £1.6bn at the end of 2007. The group
also said it is on track to deliver the analysts’ forecasts for full year average underlying pretax profit of £212m. Air Berlin has re-
ported that turnover for the second quarter increased from €814.8m to €869.5m. Despite EBIT decreasing from €18.7m to
€13.8m, the airline remains optimistic about achieving a positive operating income for the current year.
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Mcinerney Holdings Interim Results

Mclnerney has reported an operating loss before tax and exceptional items of €22.1m for the first six months of 2008, which com-
pares to an operating profit before tax of €9.2m for the corresponding period in 2007. Mclnerney will not pay an interim dividend
and its dividend policy will be reviewed based on the outcome for the year. The group also announced that it was taking a €27.6m
write-down against the carrying value of certain cites in its landbank. Total unit completions at the group declined to 423 from 703
last year. In light of the downturn, Mclnerney has taken extensive cost cutting measures to provide annualised cost reductions of
€47m. The group also announced details of changes to its banking covenants that have come under pressure in light of the down-
turn in the housing market. In Ireland, Mclnerney has successfully converted its covenant structure to be based on cash collec-
tion and sales, rather than earnings with a similar facilities being negotiated in the UK.

Aer Lingus Interim Results

Aer Lingus has posted a net loss for the six months ended June 30 of €20.6m, compared with a net profit of €6.81 for the same
period last year. Total revenue rose 10.2% to €632.9m, passenger revenue increased 10.4% to €606.2m, while fuel costs for the
company were 48.7% higher at €172m.The airline also announced a cashflow of €120m was generated from operations, creating
a strong balance sheet with net cash of €802.6m. There was a strong ancillary performance, with related revenue up 38.2% at
€69.7mm. Ancillary revenue per passenger was up from €11.47 to €14.35.
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Paddypower

Fundamental View
Paddypower released its interim results this morning for the six months ended 30 June 2008. The results for
the first half of the year were strong with EPS of €0.823, up 17% from the same period last year. Operating
profit increased 10% to €45.1m. Sports results for the period ran in the bookie favour, although not to the same
extent as in 2007. Offsetting this was the decline in Sterling denominated profits which impacted operating
profit by €2.5m.

Company Profile The online division performed particularly well with operating profit growth of 43%. The trading environment for
the online division is challenging due to the intense level of competition from peers. Amounts staked increased
The Group's principal 28% on a constant currency basis. Profit from the online division accounted of just less than 47% of group
activity is providing sports profit. The retail division has seen a 6% increase in amounts staked, but a decline in gross win from 14.7% to
betting services through a 14%. The UK retail division showed a profit for the period of €0.5m against a loss of the same amount in H107.
chain of licensed betting o ) o ) ] ]
offices, Paddy Power 1he most significant portion of the interim statement was the guidance given for full year profit. Paddypower
Bookmaker, together with aré now guiding for full year operating profit of €75m, down from €82m. This is particularly disappointing given
telephone byetting Dial-a- that it was only a few short mon_ths ago that_ the company raised guidance for the year. Of the_ €7m shortfa_ll
Bet. and online in:[eractive from previous guidance, €4.5r_n is b_elng attributed to unfayourabl_e sports resylts. The remaining shortfall is
bett,in services ddv- attributed to a weaker economic environment as well as an increasing level of discounts for customers by Pad-
9 » Ppaddy dypower in the Irish retail market.
power. com. It provides

online gaming services paqggypower has effectively started a price war in the Irish retail sector with its aggressive pricing strategy. The

through paddypower.com ish bookmaker market is arguably oversaturated, with a increase of over 30% of bookmaker shops in 6 years.

and This is a long term strategy for Paddypower, with the aim of increasing market share, discouraging new en-

'paddypowercasino.com’'  trants as well as forcing closures among weaker competitors. It is no coincidence that Paddypower stepped up
its pricing efforts at a time when the economy is slowing and consumers are under pressure.

Next Catalyst
m Following on from today's results the next catalyst for Paddypower will likely be the results from major sporting

events as well as results from its peers. Paddypowers competitors may be forced to adopt a similarly aggres-
sive pricing strategy which may result in the exit of weaker participants from the market.

Price Performance

Valuation
We are reducing expected earnings for Paddypower to €1.37 for 2008 and €1.44 for 2009. Paddypower is now

27 trading at a 2008 earnings multiple of 11.1x compared to a sector multiple of just over 7x. However given Pad-
dypower’s net cash position, the company is best evaluated on a EV/EBITDA basis. Paddypower trades in line

with its peers on 2008 EV/EBITDA multiple of slightly less than 7x. Our revised 12 month target of €18 reflects
Paddypower’s superior branding and online portal.

5 . Chart View: Paddy Power Chart outlook is negative with the stock starting to show a series of
S P Support Primary: €14.52 bearish breakdowns. Caution is warranted with further medium-term
\g&” \(13” \Qv\"’ Support Secondary: €11.90 weakness not unlikely. However, oversold levels are being ap-
L Resistance Primary: €16.25 proached and a short-term upward correction may soon be due.

Resistance Secondary: €18.00

- Major Shareholders % Peer Group Multiples.

Profit by Geography 53 10.20% Company name P/E 08 PIE09  EPS Growth 08-09
David Power 9.10% Paddypower 11.1 10.5 5.11%
Deutsche Bank 3.98% Ladbrokes 5.2 7.7 -32.16%
Nordea 3.81% Wiliam Hill 7.2 6.7 7.00%
Shares Outstanding 48.332m
Share Data Financial Data 2007 2008 2009e
Current Price (€) 15.15 Revenue (€m) 2,028 2,250 2,450
Mkt Cap (€m) 721 PBT (€m) 76 80 84
Reuters PAP.I EPS (€) 1.27 1.37 1.44
O Retail 38% B Non Retail 627% Bloomberg PWL ID P/E(x) 11.93 11.06 10.52

Sector Gaming DPS (€) 0.51 0.55 0.59
CEO Patrick Kennedy Dividend Yield 3.37% 3.63% 3.89%
Cfo Jack Massey
Website www.paddypowerplc.com
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Irish Life & Permanent

Company Profile

The
activity is providing finan-

Group's  principal

cial services in Ireland.
The Group operates
through its Insurance and
Investment, Banking,
General Insurance and
Other segments. Insur-
ance and Investment in-
cludes long term savings
products including pen-
sions to both individuals
and group schemes.

Price Performance
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Profit by Geography
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Chart View: Irish Life & Permanent
Support Primary: €4.97

Support Secondary: €4.32
Resistance Primary: €6.85

Oliver Gilvarry

Buy

€7.05
€14
€6.06

Target
Previous (14/12/07)

Current

Fundamental View:

Irish Life and Permanent (IPM) released results for the first half of the year yesterday morning. The results were
in line with consensus with EPS for the period at 95.7c, a fall of 7% from the same period in 2007.

As guided in June, the interim dividend is maintained at 22.5c with a strong possibility for no increase in the final
dividend. Net Interest Margin (NIM) fell to 108bps for the half compared to 117bps for FY07 and the fall was due
to increased funding costs for the bank from wholesale and deposit funding. Guidance for the full year on NIM is
between 98 and 100bps.

Loan growth for the first six months of the year was 5% and this was due to pipeline business from the end of
2007, growth for the full year will be low single digit. Impairments charge for the half year is 3.4bps and the bank
is guiding 8bps impairments for the full year mainly from the personal finance and UK buy to let book.

Life sales fell by 16% compared to the same period in 2007 with retail sales down 32%. The comparison with the
H107 is misleading as it included the maturity of SSIA deposits and the majority of the fall in retail sales was due
to lower sales of lump sum investments. Corporate business sales did increase by 12%, but the group is facing
reduced demand for investments and savings products due to weakness in equity and property markets.

Next Catalyst:

At the results presentation the group outlined a plan to release capital from the Life Business through Financial
Re-Insurance and Value in Force Securitisation. The re-insurance will generate €100m capital for the group in
2009 and possibly €100m each year in 2010 and 2011 and will allow the group to “withstand whatever the cur-
rent economic cycle may throw at us” according to management.

On funding, deposit growth was 7.5% compared to year end and the ratio of deposits to loans fell to 2.81x from
2.88x, but is still significantly higher than the average of 1.77x at other Irish banks. The dependence on whole-
sale funding within IPM is creating pressure on the NIM due to the fact the bank is not growing loans and is un-
able to pass on higher funding costs to the back book. The recent funding cost the group 115bps over 3-month
EURIBOR proving how expensive the reliance on wholesale funding is for IPM.

The poor result from the Allianz Ireland Associate with slowing sales in investment products will affect EPS over
the next year. Due to these negatives and the effect increased impairments will have on earnings, FY09 EPS is
estimated at €1.41.

A P/E multiple of 5.5x reflects the lower growth prospects the company is facing and will give a 12-month price
target of €7.70 implying an up-side of 27% from the current share price. The strong capital base and the well
covered dividend implies a low risk of the current dividend been cut while waiting for this up-side.

Daily momentum continues to improve and there is little reason why the
stock cannot target resistance at €6.85 in the short-term. However, it
should be noted that the longer-term chart outlook remains negative and
the necessary conditions for a sustained rally have yet to be formed.

Resistance Secondary: €8.35

Major Shareholders

Peer Group Multiples.

AXA 4.65% Company name P/E 08 P/E 09 EPS Growth 08-09
Capital Group 4.13% IPM 4.3 4.3 0.00%
BOIAM 3.93% Aviva 7.7 6.6 16.67%
UBS Investments 3.76 % Friends Provident 6.6 71 -7.58%
Capital Research 2.61%

Shares Outstanding 268.5m

SHEICHBELE] Financial Data 2007 2008e 2009e
Current Price (€) 6.06 PBT (€m) 590 528 457
Mkt Cap (€m) 1,624.3m EPS (c) 1.94 1.41 1.41
Reuters IPM.L P/E(x) 5.70 4.30 4.30
Bloomberg IPM LN DPS (c) 0.75 0.75 0.75
Sector Insurance Div Yield 6.80% 12.38% 12.38%
CFO Denis Casey

Chairman Peter Fitzpatrick

Website www.irishlifepermanent.ie
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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 Limited is regulated by the Financial Regulator. Dolmen Securities Limited is a member firm of the London Stock Exchange.
Dolmen Stockbrokers is regulated by the Financial Regulator. Dolmen Stockbrokers Limited is a member firm of the Irish Stock Exchange and the
London Stock Exchange.

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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