Weekly Trader

Upcoming Market Opportunities and Events

Monday, 25" September 2017

Key Themes This Week

German Election weakens Merkel
Germany went to the polls over the weekend with the outcome being an

expected victory for Angela Merkel's CDU Party. However, her party
suffered a sharp drop in support, falling 8.5% to 33%. This was the party’s
worst election result since 1949. The main opposition party, the SPD, fell by
5.2% to 20.5%. This is their worst ever election result and the party will now
go into opposition, having previously been in coalition with the CDU. The
party that gained the most was the right wing AfD, up 7.9% to 12.6%
overall, driven mainly by Ms Merkel's open door refugee policy. Overall,
smaller parties did much better than expected which makes the formation of
a coalition government more difficult. This weakens Mrs Merkel’'s hand from
a wider European perspective. It also introduces a very pronounced Euro-
sceptic element into the German parliament. The euro moved lower today
as a result but we would expect this only to be a blip as European economic
fundamentals remain very strong. The general market reaction has been
muted. The implications from this election are like to be much more long-
term.

Trump and North Korea saga to roll on

Over the weekend the US military confirmed that bombers and fighter jets
had flown over waters east of North Korea, in a show of force designed to
get Pyongyang’s attention. The missions came at the end of a week that
saw North Korea threaten to detonate a hydrogen bomb in the Pacific and
Mr Trump stating that Mr Kim was on a suicide mission and the US would
totally destroy North Korea if it attacked the US or its regional allies. The
market reaction to these events has been restrained. We expect this type of
rhetoric and events to continue to occur in the short term as Pyongyang and
Washington go back and forth. China’s approval of recent sanctions and
instructions to Chinese banks to not do business with North Korea is
heartening. But this issue will more than likely go unresolved in the short
term as North Korea continue to push the envelope. During that timeframe it
will continue to be a source of volatility for financial markets.

FOMC Meeting more hawkish than expected

The recent FOMC Meeting was the first in a long while that was noticeable
for actual news. The Fed committed to reduce its balance sheet and laid out
some details as to how it would achieve this. The Fed also still suggested
one more hike this year and 3 more rate hikes in 2018, bringing the Federal
Funds Rate to 2.125% by end of 2018. The market remain sceptical
however and it now has that rate at 1.75% by the end of 2019. The Fed had
been attempting to guide the market away from its previous view and it was
somewhat successful. Prior to the meeting, markets had the rate at 1.5% by
the end of 2019. However, there still remains a large gap between the Fed’s
guidance and where the market sees rates goings. It remains to be seen
who is correct and what that may mean for financial markets and the wider
economy as a whole.

Stock Coverage This Week
AIB, BOI, European Banks, Kingspan, CRH, INM & Ryanair.
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INM - Management Meeting Update Closing Price: €0.109

William Heffernan | Investment Analyst
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We recently hosted INM management in our offices post the recent release of results. Management confirmed that the 10.7% decline
in print advertising revenue was in line with its expectations going forward. This is a substantial increase on previous guidance. Like-
wise on the digital side, management guided that the much slower growth of digital advertising revenue was likely in the medium term,
driven by move to mobile and programmatic advertising, both of which are much lower margin than traditional direct advertising sales.
There was positive news as the two major pension schemes are being wound up, giving some certainty over that issue. From a
Newspread perspective, the picture remains bright with growth in non-newspaper category revenue accelerating. However, it remains
doubtful whether growth in this part of the business allied with Digital growth will prove enough of a catalyst to offset continuing de-
clines in both print advertising and digital advertising prices. Management also confirmed that the M&A pipeline remains bleak, con-
strained by the regulatory environment in Ireland and high valuations on UK potential targets. The capital restructuring application to
the High Court is unlikely to proceed until next year. Management has ruled out any dividend or buyback strategy. Despite the substan-
tial cash on the balance sheet (c. €95m), it is difficult to see any catalyst in the near term which will see the stock re-rate further.

Stoxx600 Banks ETF - H2 tailwinds in place Closing Price: €18.325

Will Heffernan | Investment Analyst
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At the September 7th meeting Mario Draghi indicated that ECB was starting preliminary work on tapering solutions and hoped to have
it completed by the October meeting. Though we do not believe the ECB will actually implement rate rises until Q4 2018 or early 2019,
the initiation of a tapering program should is one step along the path of policy normalisation. Markets should front run this and we be-
lieve yields should appreciate gradually as a result. We had seen a drop in the German 10 year yield from 0.60% to 0.37%. It has
since moved back to 0.438% as inflation and we expect the German 10 year to move back to the top of that range. European banks
should outperform the market if this occurs. From a longer term perspective, the economic backdrop is the most favourable for Euro-
pean banks since 2008. Lending growth is accelerating while the average European consumer has increased spending and is feeling
more confident about future spending. Both in core and peripheral Europe banks are primed to take advantage of this European up-
turn. The sector continues to trade at attractive valuations due to historical legacy issues but we believe that these issues, including
NPLs, have been well managed and should be less of a headwind going forward.
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CRH - Earnings accretive acquisition Closing Price: €30.745

Will Heffernan | Investment Analyst
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Management announced last week that it had struck a deal to acquire Ash Grove Cement for $3.5bn. This continues management
state goal of recycling capital from lower margin, higher multiple business into lower multiple, higher margin businesses. Ash Grove is
a US based cement maker with 8 cement plants (capacity approx. 9mt) 52 ready mix plants, 25 sand & gravel plants and 20 limestone
quarries. It is a private company and CRH did not divulge many details as it has yet to be technically approved by Ash Grove’s share-
holders. We do not foresee any problems from this regard. The deal has yet to receive anti-trust approval either but again we would
have no worries in that regard. CRH expects the deal to close by year end 2017. This deal is likely to mean significant synergies for
CRH as it has large overlap with Ash Grove’s business and is in fact Ash Grove’s biggest customer. Therefore this vertical integration
makes sense and further increases CRH'’s presence in the higher margin US cement market. Ash Grove reported $1.3bn in revenue
and over $300m in EBITDA in FY16. This implies an EV/EBITDA of 11.3x. The recent divestment of their lower margin Americas Distri-
bution business was carried out at 16x EBITDA so this move holds true to management strategy. These multiples are likely to be fur-
ther improved when synergies between Ash Grove and CRH are taken into account. We estimate this deal could be earnings accretive
to the tune of 6-8% in 2018. At the same time CRH’s 2018 net debt/EBITDA is likely to remain around 1.2x due to the $2.6bn divest-
ment of its Americas Distribution business. This implies management retains substantial firepower for further M&A.

Ryanair — Cost base set to increase, but will maintain cost advantage over peers Closing Price: €16.445

Stephen Hall, CFA | Investment Analyst
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Last week was a hugely eventful week for Ryanair for all the wrong reasons which had to deal with the negative fall out of its recent 50
flights a day cancellations announcement, while trying to negotiate bonus and salary increase with its existing pilots base. News reports
from last Friday suggest that pilots from over 55 of Ryanair's 86 bases have rejected Ryanair offer so far and are demanding even bet-
ter pay conditions. Mr O’Leary admitted the airline is facing increased competition to retain pilots, but the primary cause of flight cancel-
lations was due to rostering errors not a shortage of pilots. The total cost of disruption will be €25m to the airline in FY18, however the
big unknown is the impact to reputational damage, and increased costs associated with higher pilot costs in the future it will have to
pay. Ryanair conducted a 1 million seat sales at the weekend in an attempt to improve its PR image. In future, Ryanair may set aside
150 staff on standby to avoid such schedule errors again in the future. Ryanair has maintained its net income guidance of between
€1.4bn to €1.45bn for FY18, however the consensus market expectations is €1.51bn which is 6% ahead of the mid-point of manage-
ment consensus. The airline also said that forward booking held up strongly since the ordeal broke which is probably the reason for its
share price has recovered since hosting its AGM. There will undoubtedly be negative noise surrounding Ryanair over the next several
weeks as its wage negotiations with pilots are leaked to the press, however management admitted its error and acted quickly to notify
and compensate affected passengers to save some face. We still believe in Ryanair's business model and feel its substantial cost ad-
vantage over competitors will enable to airline to have a competitive advantage on fares which should enable it to capture market share
from peers.
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Irish Banks - Rising European yields set to Irish Banks Closing Price: €6.772

Stephen Hall, CFA | Investment Analyst

Revenue (€'m) 3,004 3,033 3,109

EPS (€) 0.657 0.645 0.680

= Price/ Book 080« 077x 074
=

Div Yield 2.24% 3.71% 5.05%

e | o | |
BIRG ID -3.5% -0.8% -3.8%
= = = = = = = o e Sun £ R B3 Source: All data & charts from Bloomberg

Both Bank of Ireland and AIB which are members of our Core Portfolio lagged the rally in the European Banking Index (SX7P Index)
last week which benefitted from a rising yield environment as 10 year German bond yields moved higher to 0.46%. Global bond yields
have edged higher of late following relatively hawkish developments from the BOE and the Fed. From a macro perspective we think
the European economy is strong enough to warrant the ECB announcing a tapering of its QE bond buying programme at its next meet-
ing in October which should lift European bond yields higher which in turn should help sentiment towards European banks. Irish banks
have underperformed following AlIB’s recent SVR rate cut last week as competition for Irish mortgages intensives which could be a
headwind to NIM, however we think new lending growth in the future could offset lost income through rate cuts. Key focus for both
banks is the improvement of asset quality and the potential sale of books of NPLs which could be a positive development for both
banks in the near future. Bank of Ireland is a preferred trade of the two given its valuation discount relative to AIB and the broader Eu-
ropean Banking Index. We think both AIB and BOI can be viewed as sustainable dividend plays and both should attractive interest
from institutional investors given the positive economic backdrop in Ireland at present.

Kingspan — Management meeting reaffirms belief in outlook Closing Price: €33.955

Stephen Hall, CFA | Investment Analyst
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Last Friday we hosted Kingspan’s CFO, Geoff Doherty in our Dublin office for a general discussion on recent business developments
and the outlook for the future. This meeting reaffirmed our long term belief in the business. Management expects further MDI chemical
price increases in the second half of 2017 due to ongoing global supply constraints, however margin recovery is a key focus for man-
agement and it is confident in its ability to recover cost pressures. The Group entered into a new joint venture (JV) in Columbia which
opens up another brand new sales region in South America, which may present attractive growth opportunities over the long term, with
revenue potential in the hundreds of millions. Kingspan is becoming a truly global company given its expansion into Australia and Asia
in recent years opening up new end-user markets. India could be a new market to target in future years. Management said the acquisi-
tion pipeline is attractive but acknowledged valuations are lofty which is the primary reason for slower deal activity this year. The Group
remains focused on product innovation which has been a cornerstone of its growth strategy for many years and has enabled it to de-
velop best-in-class products to differentiate itself from its peers. We remain positive on the long term growth prospects for Kingspan
which is well positioned to capitalise on the structural trend of the construction of more energy and thermal efficient buildings. It is a
global leader in creating energy efficient buildings and manufactures innovative and high performance products. Despite trading close
to all-time highs, we think Kingspan’s share price can continue to post new all-time highs over the coming months.
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From the News - Monday’s Headlines

Global Emerging Markets lead the way on renewable energy

e US Donald Trump announces new US travel restrictions

e Europe Merkel wins 4th straight term but far-right makes gains

e UK Johnson aims to re-establish himself as key Brexiter

¢ Ireland Revenues fall at food group Aryzta

e Dublin Dublin faces glut of offices if construction continues at current levels

Current Stock Trading News

From a market trading perspective we are long Green REIT, Inditex, Royal Dutch Shell, Glanbia, and Kingspan and the positions re-
main in the money.
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This Weeks Market Events

Corporate Corporate Corporate Corporate Corporate
Aryzta NA NA Smurfit Kappa ex div. NA
Economic Economic Economic Economic Economic
NA US New Home Sales US Durable Goods EU Business CH Manufacturing
Orders Confidence, US GDP PMI, JP
Growth Rate. Unemployment Rate,
UK GDP.

Upcoming Events

02/10/2017 N/A 02/10/2017 EU Unemployment Rate, Manufacturing PMI.
03/10/2017 N/A 03/10/2017 NA

04/10/2017 N/A 04/10/17ECB Non Monetary Policy Meeting, US Non Manf PMI
05/10/2017 N/A 05/10/2017 US Balance of Trade.

06/10/2017 N/A 06/10/2017 US Non Farm Payrolls.

CantorinTheMedia

. United States stocks close mostly higher, Dow has 2nd positive week in a row—chief market strategist—Peter
Cecchini—Cantor Fitzgerald. Please click here to read full article
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Cantor Publications & Resources

Daily Note

Each day we produce a market commentary outlining critical economic and company developments. We
leverage off our global network of analysts and investment professionals to provide clients with critical
insights from our local teams first thing in the morning.

Click Here

Investment Forum

Through our investment Forum we bring you the latest market news, investment insights and a series of
informative articles from our experts.

Click Here

investment FORUM

CANTOR FITZGERALD IRELAND LTD 8


http://www.cantorfitzgerald.ie/research_dailynote.php
http://www.cantorfitzgerald.ie/research_dailynote.php
https://cantorfitzgerald.ie/category/investment-forum/
https://cantorfitzgerald.ie/category/investment-forum/

Weekly Trader Monday, 25" September 2017

Regulatory Information

Issuer Descriptions: (Source: Bloomberg)

Bank of Ireland: Bank of Ireland provides a range of banking, life insurance and other financial services to customers in Ireland and United Kingdom
AIB: Allied Irish Banks plc (AIB) attracts deposits and offers commercial banking services. The Bank offers mortgage, automobile, business, plant and
equipment purchase, and lease financing loans, investment banking, securities brokerage, asset management and treasury services, and discounts
invoices. AIB operates in Ireland, the United Kingdom, and the United States

Inditex: Industria de Diseno Textil, S.A. designs, manufactures and distributes apparel. The company operates retail chains in Europe, the Americas,
Asia and Africa.

Ryanair: Ryanair Holdings plc provides low fare passenger airline services to destinations in Europe.

ICG: Irish Continental Group plc markets holiday packages and provides passenger transport, roll-on and roll-off freight transport, and container lift on
and lift-off freight services between Ireland, the United Kingdom and Continental Europe.

Siemens: Siemens AG is an engineering and manufacturing company. The Company focuses on four major business sectors including infrastructure
and cities, healthcare, industry and energy. Siemens AG also provides engineering solutions in automation and control, power, transportation, and
medical.

Greencore: Greencore manufactures and distributes a diverse range of primary foods and related products, food ingredients and prepared foods to
the consumer and industrial sectors.

Daimler: Daimler AG develops manufactures, distributes and sells a wide range of automotive products mainly passenger cares, trucks vans and
buses. The Company also provides financials and other services relating to its automotive businesses.

Lloyds: Lloyds offers a range of banking and financial services including retail banking, mortgages, pensions, asset management, insurance services,
corporate banking and treasury services.

AIG: AIG is an international insurance organisation serving commercial, institutional and individual customers.

Allianz: Allianz, through it subsidiaries, provides insurance and financial services.

Facebook: Facebook Inc. operates a social networking site.

PayPal: PayPal operates a technology platform that enables digital and mobile payments on behalf of customers and merchants.

Alphabet: Alphabet provides web based search, advertisement, maps, software applications, mobile operating systems, consumer content and other
software services.

Amazon: Amazon is an online retailer that offers a wide range of products.

GE: General Electric is a globally diversified technology and financial services company.

Smurfit Kappa: Smurfit Kappa manufactures paper packaging products.

CRH: CRH is a global building materials group.

Kingspan: Kingspan is a global market player in high performance insulation and building envelope technologies.

Royal Dutch Shell: Royal Dutch Shell explores, produces and refines petroleum.

DCC: DCC is a sales, marketing, distribution and business support services company.

GlaxoSmithKline: GSK is a research based pharmaceutical company.

Kerry: Kerry Group PLC is a major international food corporation. The Group develops, manufactures, and delivers innovative taste solutions and
nutritional and functional ingredients.

GlaxoSmithKline: GlaxoSmithKline PLC is a research-based pharmaceutical company

iShares STOXX Europe 600 Banks UCITS ETF: iShares STOXX Europe 600 Banks UCITS ETF is an open-end, UCITS compliant exchange traded

fund incorporated in Germany. The fund aims to track the performance of the STOXX Europe 600 Banks index. The fund distributes income received
to shareholders .

AIB: Allied Irish Banks plc (AIB) attracts deposits and offers commercial banking services. The Bank offers mortgage, automobile, business, plant and
equipment purchase, and lease financing loans, investment banking, securities brokerage, asset management and treasury services, and discounts
invoices. AIB operates in Ireland, the United Kingdom, and the United States

Bank of Ireland: Bank of Ireland provides a range of banking, life insurance and other financial services to customers in Ireland and United Kingdom
Vodafone: Vodafone Group PLC is a mobile telecommunications company providing a range of services, including voice and data communications
Independent News and Media: Independent News & Media PLC (INM) is an international media group.

None of the above recommendations have been disclosed to the relevant issuer prior to dissemination of this Research.

‘W Dublin: 75 St. Stephen’s Green, Dublin 2. Tel: +353 1 633 3633.

email : ireland@cantor.com web : www.cantorfitzgerald.ie

4 Twitter : @cantorlreland i Linkedin : Cantor Fitzgerald Ireland
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Regulatory Information

Historical Record of recommendation

Kingspan: We have changed our rating for Kingspan from Not Rated to Outperform on the 14/03/2016

Ryanair: Ryanair was added to the Core Portfolio at inception in and have had an Outperform recommendation since then

AIB: We moved our rating from under perform to out perform on the 23/06/2017

Bank of Ireland: We have reinstated an outperform rating on Bank of Ireland as of 13/07/2016

Vodafone: We have been positive on Vodafone’s outlook since 04/02/14 and no changes have been made to this recommendation in the last 12
months

CRH: We have added CRH to our core portfolio on the 01/01/16, with a recommendation of Outperform

INM: We updated our recommendation to Market Perform from Outperform on 19/05/17.

All regulatory disclosures pertaining to valuation methodologies and historical records of the above recommendations can be found on the Cantor
Fitzgerald Ireland website here:

http://www.cantorfitzgerald.ie/research _disclosures.php

Cantor Fitzgerald Ireland Limited (“Cantor Ireland”) is regulated by the Central Bank of Ireland. Cantor Fitzgerald Ireland Ltd is a member firm of the
Irish Stock Exchange and the London Stock Exchange.

This communication has been prepared by and is the sole responsibility of Cantor Fitzgerald Ireland Limited of 75 St Stephens Green, Dublin 2, which
is an authorised person for the purposes of the European Communities (Markets in Financial Instruments) Regulations 2007 (as amended) in Ireland
or the Financial Services and Markets Act 2000 in the United Kingdom.

This material is approved for distribution in Ireland by Cantor Fitzgerald Ireland Ltd. It is intended for Irish retails clients only and is not intended for
distribution to, or use by, any person in any country where such distribution or use would be contrary to local law or regulation. Cantor Fitzgerald Ire-
land Ltd (“CFIL”) is regulated by the Central Bank of Ireland. Cantor Fitzgerald Ireland Ltd is a member firm of the Irish Stock Exchange and the Lon-
don Stock Exchange.

Where CFIL wishes to make this and other Cantor Fitzgerald research available to Retail clients, such information is provided without liability and in
accordance with our terms and conditions that are available on the CFIL website.

No report is intended to and does not constitute a personal recommendations or investment advice nor does it provide the sole basis for any evalua-
tion of the securities that may be the subject matter of the report. Specifically, the information contained in this report should not be taken as an offer or
solicitation of investment advice, or to encourage the purchased or sale of any particular security. Not all recommendations are necessarily suitable for
all investors and CFIL recommend that specific advice should always be sought prior to investment, based on the particular circumstances of the in-
vestor either from your CFIL investment adviser or another investment adviser.

Where CFIL wishes to make this and other Cantor Fitzgerald research available to Retail clients, such information is provided without liability and in
accordance with our terms and conditions that are available on the CFIL website.

CFIL takes all responsibility to ensure that reasonable efforts are made to present accurate information but CFIL gives 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. This is en-
tirely at the risk of the recipient of the report. Nor shall CFIL, its subsidiaries, affiliates or parent company or any of their 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 in-
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