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The Chartroom

» The Chinese stock exchange, the Shanghai composite has failed at overhead resistance
again overnight after rumours of further tightening of mortgage policy. Property agents
reported too that Shanghai flats vacancy rates are up to 50%, with some estate agents
reported to have up to 87.5% vacant flats.

+ The index sits right on its uptrend support that has been in place since early July. A break
below trend support is likely to see further selling pressure.

» Copper futures have declined approximately 2% in sympathy. Miners have again rallied to
the top of their recent trading range where profits should be taken.
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Irish Financials — Government unveils plan to split Anglo

* Yesterday the Irish government announced plans that they would split Anglo Irish Bank into a
“funding bank” and an “asset recovery bank”. The plan, which differs from the original plan,
will not allow Anglo to make new loans.

* The recovery bank will manage the remaining loans left in Anglo after the transfer to Nama.
This will consist of €38bn in loans and it will have €14bn of senior and subordinated bonds.
It is intended that the recovery bank will be sold or wound down over a period of time in a
way that maximises the return to the taxpayer. It may borrow money from the funding bank.
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» The funding bank will be a government-backed deposit bank which will contain Anglo’s
deposit book, currently amounting to €54bn, and any deposits from new customers. The
funding bank will not take on any new loans, but it may make loans to the recovery bank.
The funding bank will contain the €14bn Nama bonds within the bank.

» While the announcement begins to provide some clarity on the Anglo situation, there was no
mention of total cost or the timescale in the statement. Taoiseach Brian Cowen said that he
hopes the total cost will be revealed before the end of October.

Grafton - Homebase Ifl trends improve // Carpetright's outlook remains cautious

* Home Retail Group Q2 trading statement shows an improved performance at Homebase
with like for like sales flat in the period (Q1: -1.4%). At a group level (Homebase & Argos),
the company is guiding H1 PBT to be 20-25% lower year on year and for full year PBT to be
“in line with the bottom half of the current analyst range” of £250-275m. The revised
guidance is dependent on trading at Argos over the peak Christmas period. Previous
guidance had been for broadly flat year on year profitability which implied circa £293m.

+ At Homebase, the flat like for like sales outcome reflects growth in seasonal categories
(outdoor) and big ticket items (kitchens, bathroom). Sales within the core DIY category were
lower overall. The 75bps decline in gross margin reflected shipping rates and FX impact.

» Separately, Carpetright has parted with previous convention and released a statement to
coincide with its AGM which is to be held later today. However, the statement contains no
update on current trading. As before, the group is cautious in its outlook stating that it sees
economic conditions remaining challenging for the balance of the financial year (52 weeks to
1 May 2011).

» Grafton’s recent H1 results (31 August) showed that the UK merchanting sector is recovering
ahead of the retailing (Grafton does not operate in the retail sector in the UK). In the first half,
UK merchanting volumes at the group were ahead by 5% with this improving to 6.3% in July
and August. The recovery in Grafton’s UK merchanting business was led by its heavyside
and specialist branches which supply the new housing market, while demand in the RMI
market was reported to be stable.

DCC - HMV reports difficult trading in the UK & Ireland

+ HMV’s trading update for the 19 weeks ended 4 September 2010 sees the group comment
that trading remains difficult, particularly in HMV UK & Ireland. This is borne out by the like
for like sales reported for HMV UK & Ireland in the period which at -14.9% represents a
significantly deterioration on the -2.4% achieved for the full year ended 24 April 2010. HMV
reports that it is seeing some dilution in its market share within the video category due to
competitor discounting.

» Conditions at HMV clearly remains challenging which is of relevance to DCC SerCom (21%
group operating profit) given that HMV is a major customer (within the 1800+ customer base)
of its Gem retail distribution business. While HMV may be losing market share in videos this
business will not be lost to SerCom in that it has been successfully extending its services in
to retailers enjoying market share growth such as supermarkets, etailers and catalogue
based companies. Key to watch in this shift in customer mix will be any margin impact on
SerCom’s business.

Worldspreads - IG Group Q1 update; Group revenue +16%

» |G Group has reported a 16% increase in group revenues for the three months ended 31
August 2010 (Q1). Volumes were strong in the first half of the quarter reflecting a
continuation of the elevated volatility previously reported in May and early June. In the
second part of the quarter, volumes are reported to have been more subdued as volatility
returned to more normal levels.

* In the UK market, IG grew revenues by 8.5%. As expected higher revenue growth was
achieved in Europe which was ahead by 46%. All European offices contributed to this
outcome with Germany showing the strongest performance. Account opening levels were
similar to those achieved in the corresponding quarter last year, a period benefited from a
strong rally in equity markets.



Overall, IG’s update on the quarter from June to August are supportive of our full year
expectations for Worldspreads with high grow markets in Europe complimenting steady
growth in the more mature UK market.

Abbey - Redrow FY results

Redrow reported FY year results for the period ending 30" June and critically delivered a
return to profitability with PBT increasing to £0.7m from a loss of £44.2m in 2009. Operating
profit came in at £12.7m (2009: loss of £22.4m pre exceptionals) representing a 3.2%
operating margin.

Critically net debt was reduced substantially over the year declining from £214.6m to £47.1m
due to the rights issue and tighter control of cash.

The housing market continued its recovery during the first half of the financial year and
remained steady during the second half. As a result of both the improved market conditions
and the change in strategy, the group increased its legal completions by 22% year-on-year to
2,587 homes (2009: 2,113).

Management acknowledged the fact that it was still a period of tough economic conditions
and uncertainty. The new Coalition Government has announced a programme of
considerable spending cuts and tax increases which will have a negative impact on
everybody in the UK. The housing market has seen a reduction in the volume of
transactions since the election, both as a result of the economic uncertainty and the lack of
available mortgage finance.

They stated that short of a collapse of the market conditions from those that they have
experienced to date, the group expects to make further progress during the year. It's worth
noting that in volume terms, Redrow has seen a small reduction in the number of
reservations in the first ten weeks of its financial year.

The Economic Footnote

Bank of England to keep policy on hold today

The Bank of England is expected to hold interest rates at a record low of 0.50% today, and
probably well into next year, to keep the economic recovery on track in the face of a painful
fiscal squeeze and weakening global backdrop.

Not all the MPC members are comfortable with policy remaining so loose. Worries about
above-target inflation have prompted Andrew Sentance to vote for a quarter-point rate rise in
each of the last three months.

But there is little sign that other policymakers at the Bank are warming to this view and most
economists reckon UK rates will remained unchanged until the second quarter of 2011 at the
earliest.

Britain’s economy grew by 1.2% in the second quarter of this year, twice as fast as initially
expected. However, the rebound was flattered by weather-related disruption in the first
quarter and more timely indicators, notably PMI surveys, have painted a weaker picture.
House price surveys have also shown a weakening in the past few months, with demand
faltering and more supply coming onto the market. The Bank revised down its growth
forecasts in August and pointed to downside risks from a weaker global recovery and
upcoming fiscal tightening.

The main worry for the Bank remains the inflation outlook. Consumer price inflation eased to
3.1% in July, having fallen steadily from a 17-month high of 3.7% in April but looks set to
remain above the central bank’s 2.0% target for at least another year.

Bond markets continue to suggest a very benign outlook for inflation, but households’ price
expectations are pushing higher, and rising inflation may come back to haunt the Bank in the
months ahead. For today, though, it will be very much steady as she goes as regards
monetary policy.
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