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News blowing in from the city
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Welcome to the latest edition of the
Beaufort Scale newsletter from the Beaufort
Research team.
The sector performance in the first quarter of 2016 show some
excellent and perhaps surprising returns with Mining (within Basic
Materials) achieving a return in excess of 20% and Banks (within
Financials) losing over 18%. On the Mining returns year to date we
must of course mention the near 50% losses in 2015.
What to make of the next quarter and then the second half of 2016?
The referendum vote takes place in June leading to some
uncertainty, and perhaps volatility. Again, on the political front,

Source: Bloomberg

there is the American Presidential Election in the final quarter of

Thank You

2016.

At The City of London Wealth

We comment later on our Tips for 2016 and their excellent results

Management Awards ceremony at The

for Q1-but there is a long way to go in 2016. Long term investors

Guildhall Beaufort Securities picked up

should see through the short term uncertainty and take advantage

the award for Best Market Newsletter.

of any strong falls but there is no guarantee that even they will
materialise. We view the rest of the year with cautious optimism.
Harry Stevenson, Beaufort Scale Editor
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Excellent Out-Performance To Date
Tips for 2016 Q1 Update
Total return was 21.4%, against a FTSE 100 rise of 4.1%
Price
12/01/16 (p)
940.00(2)

Price
31/03/2016
(p)
1700.00(3)

+23.80%

£1,000 invested now
worth
£1,238.00

Diageo

1,810.00

1,881.50

GlaxoSmithKline

1,371.50

1,412.00

+71.50

+3.95%

£1,039.50

+40.50

+2.95%

£1,029.50

68.97

68.02

-0.95

-1.38%

£986.20

4,120.00

3,960.00

-160.00

-3.88%

£961.20

Acacia Mining

185.90

281.30

+95.40

+51.32%

£1,513.20

Melrose Industries

281.40

356.50

+75.10

+26.69%

£1,266.90

Tullow Oil

138.90

196.90

+58.00

+41.76%

£1,417.60

UBM

518.00

601.00

+83.00

+16.02%

£1,160.20

HSS

76.25

85.00

+8.75

+11.48%

£1,114.80

DekelOil Public Limited

1.25

1.40

+0.15

+12.00%

£1,120.00

Hummingbird Resources

13.00

20.00

+7.00

+53.85%

£1,538.50

Motif Bio

45.25

43.25

-2.00

-4.42%

£955.80

5.88

9.75

+3.87

+65.96%

£1,659.60

+21.44%

£17,001.00

Company Name
BG Group/RDSB

(1)

Lloyds Banking Group
Whitbread

MySQUAR

Gain/Loss (p)

Total Return

We picked fourteen stocks, five
from the FTSE 100, four from
FTSE 250 and five small cap AIM
listed stocks. With no disasters
but some very punchy returns
from, MySQUAR, Hummingbird,
Acacia Mining and Tullow.
BG Group finally succumbed to
Shell and to date the return was
23.8%. The BUY on BG Group
now reverts to Shell for the rest
of the year.

are confident in the medium term
that its value will be recognised.
Whitbread fell 3.9% during the
quarter continuing its slide from
2015. At current levels we
believe it represents excellent
value. After a difficult quarter the
banks have rallied and we
maintain our view that we stated
in the original note to buy into
when the Government sells its
holding, subsequently delayed
due to market conditions.

% Gain/
Loss

outshone by the FTSE250 and
the Small Cap selection.
We would continue to
recommend the FTSE 100
selections and readers should
consider them for the new tax
year ISA. We are not changing
the year’s selection but it is never
wrong to take a profit. Speak to
your broker for our latest news
on each of the selections.

To read our original Tips for 2016
publication from 13th January
With Diageo and Glaxo at least in
2016 please click here.
positive territory, it appears our

On the negative side Motif Bio
fell 4.4%. The Phase III trial
underway, and with little news to
FTSE 100 selections have been
report interest has waned. We

Harry Stevenson

(1) Following the Royal Dutch Shell takeover of BG Group, the latter’s shares were de-listed on 12th Feb. The performance of BG to that date was +10.8% and the
subsequent move in RDS shares was +13 % hence the +23.8% gain overall.
(2) Price of BG Group shares as at 12th January 2016.
(3) Price of RDSB shares as at 31st March 2016.
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Watkin Jones
Speculative Buy — 108.65p

Following its recent Admission to
AIM, Watkin Jones provided a
trading update for
investors. While the excellent
progress detailed did not come as
a great surprise, it conveniently
reminded us that the
management is operating the
right business model at the right
time. The alternative asset class
of Privately Built Student

that is almost unique in the world
of residential development. With
just 6% of the UK’s total full-time
student population currently
occupying PBSA, at a time when
government legislation is limiting
HMO supply and introducing
higher stamp duty on buy-to-let
property, the sector is expected
to enjoy quite significant growth
for years to come while capital

2016E P/E of 8.8x, followed by
7.7x) for the next several years,
combined with a generous
progressive dividend. With
significant net cash in hand at
IPO, management was confident
enough to project a current yield
to September 2016 of over 4%
(based on second-half payment
only), followed by 6.2% for full
year 2016/17; beyond this,

Accommodation (PBSA) offers
both excellent cash flow visibility
and highly stable property-sector
yields from operations that tend
to be well insulated from
underlying economic activity. As
such, it is able to pre-sell and
forward-fund its projects through
a long list of hungry institutional
buyers – like M&G, L&G, AIG etc.

growth continues to sharpen
returns. Significant demand
headroom in all regions, suggests
little or no impact even in the
unlikely event of BREXIT
dissuading EU students from
seeking UK education. The
shares have performed
reasonably well since IPO, but
there is still more to go for. The

surplus generation could also find
its way into shareholder’s
pockets through specials as well.
Beaufort sees good value in
Watkin Jones and now formally
places a price target of 125p on
the shares, which it recommends
to both income and growth
investors.

- creating an ideal high return,
high visibility, capital light model

Group is set to deliver double
digit earnings growth (implying a

Barry Gibb

Beaufort Scale, 26th April 2016

Page 4

Hummingbird Resources
Speculative Buy — 24.50p
Hummingbird Resources is an
explorer and near-term gold
producer with, on aggregate,
6Moz gold resource and
5,000km2 of exploration ground
in Mali and Liberia. The Company
has two gold assets, Yanfolila and
Dugbe located in Mali and
Liberia, respectively. Yanfolila
offers near term production
exposure, while Dugbe could
potentially add long term
production scalability. A
Preliminary Economic
Assessment (PEA) on Dugbe was
completed in April 2013 and
calculated a NPV10% of
US$337m with an IRR of 43.4%
based on a US$1,500/oz gold
price. The Company is currently
optimising the project for a lower
price gold environment with a
DFS currently underway.
Management has recently
updated the economics on its
85% owned Yanfolila project in

Mali based on a revised mine
plan. Assuming a US$1,100/oz
gold price the NPV8% has
increased 24% to US$109m and
the IRR to 42%. The all in
sustaining cost (AISC) reduces to
US$686/oz. This compares with
an NPV8 of US$88m, IRR of 37%
and AISC of US$720/oz from the
DFS (16 January 2016). When
considering a US$1,250/oz the
updated economics delivers a
much higher NPV of US$162m,
an IRR of 60% and AISC of
US$695/oz.

Management is currently
negotiating a fully funded
package for the Yanfolila
project with Taurus Mining
Finance. Both parties have
recently extended the
existing US$15m bridge
facility to 8 September 2016.
Given the improved project
economics and the US$15m
bridge loan facility with
Taurus Mining Finance Fund
until 8 September 2015, we
believe Hummingbird is in a
stronger position to
negotiate the final funding
package for development of
the Yanfolila project.
Hummingbird offers lowcost, near-term gold
production and we expect a
re-rating of the stock once
financing of the US$79m
Yanofilia project has been
finalised over the next few
months.
Sheldon Modeland
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Sierra Rutile
Speculative Buy — 23.00p

Rutile is a titanium mineral with one of the highest
refractive indices of any crystal, making it perfect
in the production of high brightness and high
opacity pigments. Rutile pigments are also very
durable. They are used in high quality paints,
printing inks, plastics, paper, cosmetics,
toothpastes and numerous other products. As an
example, good quality single application paints (e.g.
Farrow & Ball) and architectural exterior paints
both contain high levels of rutile titanium dioxide.
Chemours (ex-DuPont) is the largest producer of
TiO2 for paint and its website provides some useful
insight into the industry (chemours.com/
businesses-and-products/titanium-technologies/).
Sierra Rutile is now the largest single producer of
natural rutile. It has a mineral sands operation in
Sierra Leone and in 2016 it is targeting production
of approximately 130Kt which should sell for

approximately $750/t. All being well, and including
the zircon and ilmenite bi-products, FY16e
revenues are forecast to be $114m. In terms of
profits, Sierra Rutile’s FY15 EBITDA was $16m
(reported last week) and consensus is estimating
FY16 EBITDA of $22m (Bloomberg).

As a mining investment opportunity, Sierra Rutile
stands out on a number of levels. It has a decent
balance sheet and an asset good enough to
generate a profit despite weak market conditions.
The company’s average realised rutile price in
2015 was $775/t which compares with $1,044/t in
2013 and $818/t in 2014. Like most other
commodities, the rutile price has been under
pressure.
Sierra Rutile’s deposit is good grade and circa 85%
of its production is rutile, the highest value of the
three major mineral sand products (ilmenite, zircon
Continued
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A limited amount of buying could move the stock
price significantly higher.
Regarding the rutile price, Sierra Rutile
management anticipate some softness in H1 2016
but expects a firmer market sometime towards the
end of 2016 or beginning of 2017.

and rutile). Although the market is somewhat
opaque, Sierra Rutile’s customers include all the
major pigment manufacturers and its marketing
team has already committed 90% of the mine’s
2016 production. Other positives include reducing
production costs (2016 guidance of $540-$590/t
versus $614/t in 2015), growing but flexible
production capacity and a long mine life (50y+).
There are currently some sizeable pigment
stockpiles around the world but these are
In terms of Sierra Rutile’s share price outlook there
expected to shrink during 2016 due a reduction in
are a few important points. Free float is limited,
global pigment production capacity. The
partly due to Pala (mining fund) owning c.56%,
combination of Sierra Rutile’s decreasing
while M&G Investment Management and JP
production costs and an improving rutile price in
Morgan Asset Management are also significant but
12 months’ time provides the investment case.
supportive shareholders. As a result finding large
Now is the time to start building a position.
amounts of stock can be challenging, although this
has the potential to work in the investors’ favour.
Charles Long

Largest single producer of natural rutile
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four Odeon sites had a limited impact on the
second half of the financial year.

The offering is delivering intimate and atmospheric
venues, with a blended ticket price circa 80% ahead
Everyman Media (16 Cinemas, 39 Screens)
of the UK average and there is an emphasis on food
produced an excellent set of full year results with
and drink menu. Programming content is broad
revenue up 44% to £20m, EBITDA up 25% to
from the best blockbusters, independent releases
£1.7m and a loss before tax of £734,000, reflecting and Event Cinema.
transaction fees and opening costs. Four Oden
The Group continues to invest in marketing activity
sites were converted to the Everyman brand.
that supports and credibly grows the brand. The
Admissions were up 50% on last year to 1.2m and
temporary "pop-up" venue at Selfridges, London,
spend per head up 3% on last year to £15.95.
Six new Everyman cinemas were opened during the continued trading through the first quarter of 2015
and the Company report that it delivered
year, growing the estate to 16 sites and the
Company is well positioned to continue expansion tremendous awareness and positive feedback.
with a new site in Bristol due to open in May 2016
and cinemas to open in Harrogate, Chelmsford,
Cirencester, Stratford-upon-Avon and Kings Cross,
in the next 24 months. It is worth pointing out that
the financial results include the full cost, but limited
contribution, from the new sites in Birmingham and
Canary Wharf, which were opened in the first half
of the financial year. Further, the acquisition of the
Continued
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Admissions were up 50% on
last year to 1.2m

In the summer of 2015 Everyman launched the
first Annual Everyman Music Film Festival and also
delivered launch event packages around key titles
such as 'Fifty Shades of Grey' and 'Spectre'.

Schroders plc hold 12.4%, Hargreave Hale 8.3%,
and Blue Coast Private Equity hold 19.1%. This is a
controlled but ambitious management team and
the shrewd investors should tuck the shares away
before it gets a re-rating.

The Company has a focus on hospitality and is a
key differentiator. There is a strong pipeline with 3 Harry Stevenson
cinema (13 screens) openings planned for 2016
and 3 for 2017 (11 screens). Everyman has heads
of terms on 5 other cinemas funded out of existing
cash and a new £8m debt facility.
A young and dynamic executive team and a
supportive experienced leisure and film nonexecutives, with the board shareholding of 21%,

Get in touch with a broker today
London - 020 7382 8300

Bristol - 0117 910 5500
Colwyn Bay - 01492 523 000
Newcastle - 0191 495 7950
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Recommendations
During the three months to end-March 2016, the number of stocks on which Beaufort Securities has published recommendations was 351,
and the recommendations were as follows: Buy - 112; Speculative Buy - 203; Hold - 36; Sell - 0.
Full definitions of the recommendations used by Beaufort Securities in its publications and their respective meanings can be found on our
website here.

Risk Warning and Disclaimer
This report is published by Beaufort Securities (“Beaufort Securities”).
Beaufort Securities is Authorised and Regulated by the Financial
Conduct Authority and is a Member of the London Stock Exchange.
This research is non-independent and is classified as a Marketing
Communication under FCA rules. As such it has not been prepared in
accordance with legal requirements designed to promote
independence of investment research and it is not subject to the
prohibition on dealing ahead of the dissemination of investment
research in COBS 12.2.5. However Beaufort Securities has adopted
internal procedures which prohibit analysts from dealing ahead of non
-independent research, except for legitimate market making and
fulfilling clients’ unsolicited orders.
RELIANCE ON THIS NOTE FOR THE PURPOSE OF ENGAGING IN
ANY INVESTMENT ACTIVITY MAY EXPOSE AN INDIVIDUAL TO A
SIGNIFICANT RISK OF LOSING ALL OF THE FUNDS, PROPERTY OR
OTHER ASSETS INVESTED OR OF INCURRING ADDITIONAL
LIABILITY.
By receiving this document, you will not be deemed a client or
provided with the protections afforded to clients of Beaufort
Securities. When distributing this document, Beaufort Securities is not
acting for any recipient of this document and will not be responsible
for providing advice to any recipient in relation to this document.
Accordingly, Beaufort Securities will not be responsible to any
recipient for providing the protections afforded to its clients.

Past performance is not a guarantee of future performance.
Investments may go down in value as well as up and you may not get
back the full amount invested. The listing requirements for securities
listed on AIM or ISDX are less demanding and trading in them may
be less liquid than main markets.
This document is based on information Beaufort Securities has
received from publicly available reports and industry sources.
Beaufort Securities may not have verified all of this information with
third parties. Neither Beaufort Securities nor its advisors, directors or
employees can guarantee the accuracy, reasonableness or
completeness of the information received from any sources consulted
for this publication, and neither Beaufort Securities nor its advisors,
directors or employees accepts any liability whatsoever (in negligence
or otherwise) for any loss howsoever arising from any use of this
document or its contents or otherwise arising in connection with this
document (except in respect of wilful default and to the extent that
any such liability cannot be excluded by the applicable law). This
document is not to be relied upon and should not be used in
substitution for the exercise of independent judgment.

This document includes certain statements, estimates, and projections
with respect to the anticipated future performance of securities listed
on stock exchanges and as to the market for these shares. Such
statements, estimates, and projections are based on information that
we consider reliable and may reflect various assumptions made
concerning anticipated economic developments, which have not been
independently verified and may or may not prove correct. No
representation or warranty is made as to the accuracy of such
Beaufort Securities may effect transactions in shares mentioned
herein and may take proprietary trading positions in those shares, and statements, estimates, and projections or as to its fitness for the
purpose intended and it should not be relied upon as such. Opinions
may receive remuneration for the publication of its research and for
other services. Beaufort Securities may be a shareholder in any of the expressed are our current opinions as of the date appearing on this
material only and may change without notice. Other third parties may
companies mentioned in this report. Accordingly, this document may
have issued other reports that are inconsistent with, and reach
not be considered as objective or impartial. Additionally, information
different conclusions from, the information presented in this report.
may be available to Beaufort Securities or the Group, which is not
Those reports reflect the different assumptions, views, and analytical
reflected in this material. The remuneration of the author of this
methods of the analysts who prepared them. This report has not been
report is not tied to the recommendations on any shares mentioned
disclosed to any of the companies mentioned herein prior to its
nor to the any transactions undertaken by Beaufort Securities or any
publication.
affiliate company. Further information on Beaufort Securities’ policy
regarding potential conflicts of interest in the context of investment
research and Beaufort Securities’ policy on disclosure and conflicts in The information contained in this document is confidential and is
solely for use of those persons to whom it is addressed and may not be
general are available on request. Please refer to
reproduced, further distributed to any other person or published, in
http://www.beaufortsecurities.com/important-info.
whole or in part, for any purpose. Other persons who receive this
document should not rely on it. Beaufort Securities, its directors,
This document is not an offer to buy or sell any security or currency.
officers and employees may have positions in the securities
This document does not provide individually tailored investment
advice. It has been prepared without regard to the individual financial mentioned herein.
circumstances and objectives of persons who receive it. The
appropriateness of a particular investment or currency will depend on
an investor’s individual circumstances and objectives. The
investments and shares referred to in this document may not be
suitable for all investors.

© Beaufort Securities Ltd
131 Finsbury Pavement, London EC2A 1NT

