
 Equity Indices change on day                     Currency daily % change Oil/Gold daily % change 

FRIDAY 4th JANUARY 2008 

Yesterday’s Summary :  Despite posting a negative session yesterday, the ISEQ outperformed its European peers, closing 
down 32 points at 2,507. Volumes on the index remained light. The focus for the day was on Ryanair’s bid for Aerlingus, whose 
offer came in at €1.40 a share. Ryanair closed down 4.8% at €2.79, while Aerlingus closed up 14.3% at €1.28. The financials 
were relatively quiet on the day, as Irish Life closed up 1.1% at €1.70, while Bank of Ireland dropped back 1.4% to close at €1.42.  
 

Overnight News : US indices dropped back considerably in yesterday’s session. Financials and retailers were the worst perform-
ing sectors, led down by Macy’s which tumbled by 13.6% to close at $6.41. Fed chairman Ben Bernanke reinforced the gloomy 
US economic outlook, as he highlighted that the US remained under considerable economic strain in his speech yesterday. Dow 
Jones: -7.7% at 8,149, S&P 500: -8.9% at 816, NASDAQ: 1,398.  
 

Breaking News : JPMorgan Chase said Monday it will eliminate about 9,200 jobs at the former Washington Mutual. The cuts 
amount to more than 21% of the work force at WaMu, which ended June with 43,198 employees. Tesco reported a rise in annual 
profit of 12 percent, beating analysts' estimates, on higher revenue in Asia and eastern Europe and stronger domestic sales in the 
current year. Net income climbed to 2.1 billion pounds ($4.2 billion) or 26.61 pence a share. Aer Lingus on Monday night rejected 
the Ryanair’s second bid in two years. The Irish government, which holds a 25% stake, responded cautiously, in contrast to its 
immediate rejection of the first bid two years ago. 
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“O’Leary to press on with Aer Lingus bid”-(Irish Independent) 
“Merged Aryzta has recipe for success as sales up 8.7pc”-(I.I) 
“Funding costs raise fears over earnings”-(Financial Times) 
“Steep falls spark talk of deeper rate cuts”-(Financial Times) 
“US in recession since 07”-(The Wall Street Journal) 
 

 Market Themes & Movers  
 
 
 
Australian and Japanese central bank action : The Reserve Bank of Australia lowered its interest rates by 1% last night  to 
4.25%, which was more than economists had forecasted. This represents a six year low for Australian interest rates and the fourth 
rate reduction in as many months. While the Australian economy has held up relatively well when compared with most advanced 
economies, its gross domestic product is expected to have slowed to 0.2% in the second quarter. This would cut annual growth to 
1.9%, the smallest gain since the second quarter of 2002. Elsewhere the Bank of Japan has temporarily broadened the range of 
collateral it would accept to include lower grade corporate debt for loans of up to three months. The types of debt accepted in-
clude bonds, commercial paper and discount bills. This latest move is designed to help companies that are in danger of running 
out of cash during the year end funding squeeze. The Bank of Japan has less room to maneuver in terms of monetary ploicy as 
Japanese interest rates stand at just 0.3%. The new measures will be in effect until April 30 and the Japanese finance minister is 
also meeting with heads of commercial banks to discuss funding for small firms. 
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DAILY COMPANY NOTE  02/12/08 

 Aer Lingus 

Edward Keeling      Buy  
     
Target:   €1.76 

 

Current:  €1.27 

ISEQ 

Company Profile 
The Group's principal 
activity is providing pas-
senger transportation 
services. The Group oper-
ates a single economy 
class service on its short-
haul network and it also 
provides cargo transpor-
tation services on its pas-
senger aircraft, primarily 
on its long-haul routes, as 
well as a range of ancil-
lary services to its pas-
sengers  
 

Statistics 

 

Fundamental view  

• Yesterday Ryanair announced it had made a new merger proposal to Aer Lingus, offering an all cash deal of 
€1.40 a share, representing a 28% premium over the average price of an Aer Lingus share for the 30 days to 28 
November 2008. It was subsequently rejected by the company’s board, with the group stating the offer signifi-
cantly undervalues Aer Lingus. The new proposal is a 50% discount to the €2.80 a share Ryanair previously 
offered in 2006 and values Aer Lingus at €748m. Under the terms of the deal, the Aer Lingus ESOT and em-
ployee shareholders would receive €137m, while the Irish government would collect over €188m.  

• Ryanair proposes to merge the two airlines into one Irish group under common ownership, with both airlines 
operating as separate companies with distinctive brands. Ryanair has made a commitment to double the size of  
Aer Lingus’ short haul fleet to 66 aircraft over the next five years and as a result, create 1,000 new jobs in Aer 
Lingus. In addition the Aer Lingus chairman will be invited to join the board of Ryanair.  

• While the board’s rejection of the deal still leaves room for a hostile takeover, we believe the majority sharehold-
ers will not accept the offer and the deal will not go through. Firstly, we would agree with the board that the €1.40 
share offer undervalues the airline. With net cash of €767m, and considering Aer Lingus’ 23 heathrow slot pairs 
are estimated to be worth in excess of €300m, we do not envisage Aer Lingus’ majority shareholders selling at 
this price. In addition, despite recently negotiating a €50m staff cost cutting programme, it is likely Aer Lingus’ 
employees would not be willing to move away from the comforts a highly unionised and state backed company 
can provide.  

• Secondly, under the assumption the government’s has not been offered significant holdings in the new structure, 
we would suggest the state would be reluctant to sell its stake. Notwithstanding its strategic interest in the groups 
Heathrow presence, we believe the government places considerable value, certainly in excess of €1.40 a share,  
on its influence in the country’s national flag carrier. Lastly, while the current macroeconomic environment has 
led to easing in the regulatory environment, doubt still remains weather the European Commission would ap-
prove such a move on competition grounds.  

Valuation 

• Despite holding a negative stance towards the possibility of a deal in its current state being agreed, we are up-
grading Aer Lingus to buy with a price target of €1.76, based on 1.0x book value per share. While significant 
headwinds remain in terms of earnings and operating costs, we believe the airline will be more focused than ever 
on realising shareholder value over the coming 12 months. In addition, there is also the possibility of a further 
improved bid from Ryanair which, if sufficiently higher, might be better received. While we do acknowledge that 
the task of fundamentally restructuring the airlines inefficient cost base is not going to be easy, we would take 
comfort from the airlines recent success in this respect.   

Price Performance 

Airline 

 

Revenue by Region 

Europe 66%

Rest  of  World 34%
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Major Shareholders % Peer Group Multiples.
Ryanair Holdings 29.82% Company name P/E 08 P/E 09 EPS Growth 08-09
Minister for Finance 25.12% Aer Lingus n/a n/a n/a
ESOT 14.23% Ryanair n/a 12.0 n/m

Air France 7.0 8.9 -21.35%

  
Shares Outstanding 536.35m

Share Data Financial Data 2007 2008e 2009e
Current Price (€) 1.28 Revenue (€m) 1,301 1,359 1,347
Mkt Cap (€m) 687 Net Profit (€m) 102 -20 -25
Reuters AERL.I EPS (€) 0.17 0.00 0.00
Bloomberg AERL ID P/E(x) 9.56 n/a n/a
Sector Airline
CEO Dermot Mannion
CFO Séan Coyle     
Website www.aerlingus.ie    
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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. Oliver Gilvarry, David Dunk, Stephen 
Taylor and Edward Keeling are responsible for the production of this report. Oliver Gilvarry is Head of Research and David Dunk, Stephen Taylor 
& Edward Keeling 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. 


