Set Your Sights on
Potential Takeover
Targets
One should never buy shares in a company just
because of a potential takeover. A bid may never
arise; therefore investors must have a fundamental
reason to invest in any company - whether for
income, growth or a combination of both.
Anticipating further Mergers and Acquisitions
Despite the rather buoyant equity markets as US and
UK move back to growth, it has been a surprise that
M&A activity has not been as active as you may have
thought. In the light of that and following the recent
Rexam bid from the Ball Corporation, we surmise
that other US suitors may be eyeing up UK
engineering companies, especially with the US Dollar
strength over past 12 months or so.
After the Rexham bid the Sunday Times mentioned a
number of potential targets including Weir Group,
IMI, Cobham, Meggitt, Senior, Spirax, Rotork, Smiths
and Smith & Nephew. The latter has been a
perennial bid target, and whilst it is possible, we
believe it is already highly valued and rate the
company as a Hold. From the purely engineering side
we prefer Weir Group and Senior.
Cobham and Meggitt could be Buys, not just because
of a bid but on fundamental grounds. During the
recession and beyond deficits have to come down
and UK defence spending has taken a hit as a
percentage of government spending. Most NATO
members will have suffered similar cuts.
Whilst not being alarmist, Russia’s aims in the Baltic
States were highlighted in the Daily Telegraph on 5th
February 2015, following a speech from ex-NATO
Chief:
“Anders Fogh Rasmussen, the former secretarygeneral of the Atlantic alliance, said the Kremlin’s
true goal is to shatter NATO solidarity and reassert
Russian dominance over Eastern Europe.

“This is not about Ukraine. Putin wants to restore
Russia to its former position as a great power,” he
told The Telegraph.
“There is a high probability that he will intervene in
the Baltics to test NATO’s Article 5,” he said, referring
to the solidarity clause that underpins collective
security.
“Putin knows that if he crosses the red line and
attacks a NATO ally, he will be defeated. Let us be
quite clear about that. But he is a specialist in hybrid
warfare,” he said.
The full article can be read here.
Some other potentially attractive companies that are
perhaps out of favour such as ‘recovery stocks’,
‘cyclically unattractive’ (mining companies), ‘profit
warnings’ (De La Rue, Balfour Beatty – Carillion bid
rejected almost 6 months ago) and perhaps the Oil &
Gas sector.

Four Potential Targets

Three or four years ago
AstraZeneca was unloved by
the institutions and the sell
side brokers and Glaxo was the
darling. Those positions have
now reversed.
Trading on 15x for a company with a large relatively
late stage pipeline of drugs is wrong. With a
background especially in the respiratory area, it also
has excellent positions in the vaccines market as well
as the consumer market. It deserves a higher rating.
It will attract a higher multiple as the company
delivers, but in the meantime other predators will
surely be running the slide rule over the company.
For your pains there is a 5% yield.

Following a number of profit
warnings the company has had a
dreadful two years falling from a
high in 2013 of 1044p to 891p in
2014 and today down to 515p.
The company released their Trading Statement this
morning in which they say that since September
2014, trading has been in-line with revised views.
Accordingly the Board continues to expect that the
Group's operating profit for 2014/15 will, as
previously announced, be approximately £20m lower
than the underlying operating profit of £89.3m

reported for 2013/14. The company reported that its
finance director is leaving in July 2015.
De La Rue sells not only high-security paper but also
printing technology for over 150 national currencies.
It also produces a wide range of other secure
documents, including Passports, Tax Stamps,
Traveller ’s Cheques, Driving Licences, Bank Cheques
and Postage Stamps.

It is a unique company in the FTSE All Share and has
been a specialist currency printer for nearly 200
years. Despite the cut dividend, the yield provides
some support at 4.9%.
Some of you may remember that in 2011, De la Rue
was approached by the French group, Oberthur,
making its first offer of 905p a share, or £896m, in
November, which it followed with an "oral indication"
over the weekend that it was prepared to raise its bid
to 935p - a level still comfortably below the £10 a
share that many in the City believe would be required
to coax De La Rue into discussions. De La Rue's
assertion at the time indicated that the increased
proposal significantly undervalues 'the strong
fundamentals of the company and its long-term
prospects'.

We believe the share price drop is a
buying opportunity. Others may as
well! Wednesday’s figures were in
the price, but further oil price falls
hammered the shares again. The
dividend cut should be applauded - who bought
Tullow for the divided? Decision delays on the

Uganda and Kenyan fields are prudent, putting off
any sanction into second half of next year.
There is positive news from offshore Ghana. Tullow's
operating costs per barrel in West Africa remain low
averaging $13/barrel and this will reduce further
through a focus on cost reductions and operating
synergies when TEN comes on stream, in 2016. On
the Revenue of $2.2bn the company generated
$1.54bn cash and, whilst cost reductions are planned
this year, Tullow will find it hard to match that. The
Company is well placed to survive these testing times
and should be backed.



Sensors and Electronics – equipment to
detect, disable and defeat the threats posed
by either concealed IEDs (improvised
explosive devices) unexploded ordnance,
electronic warfare, and chemical and
biological threats



Energetic Systems – military pyrotechnics and
a range of high reliability energetic
components for aircraft, missiles and space

In 2015, the Group will seek to grow market share in
Sensors & Electronics, particularly counter-IED. The
Company indicates they are well-positioned on
strategic programmes in the US, with success in
capturing research and development phases of both
counter-IED and chemical detection Programs of
Record. Chemring’s priorities are to secure orders in
NATO and the Middle East for US Sensors &
Electronics products, while continuing to improve the
performance of their manufacturing operations.
Carlyle Group withdrew a bid approach in November
2012 when the stock was over £4.00 and recently
there has been speculation that they may return
(Daily Mail article, published 10th February 2015).

2014 has been a challenging
year for Chemring characterised
by
a
stabilisation
and
subsequent improvement in
operational
performance,
coupled
with
a
strengthened position on major future US, NATO and
broader global programmes. Against a backdrop of a
subdued defence market, we see clear opportunities
for future revenue growth and improving margins,
although risks remain due to continued difficulty in
predicting the timing of orders.’ That is how the
Company put it in their Final results to 31 October,
2014, announced on 22nd January 2015.
Chemring is a market leading manufacturing business
supplying high technology electronics and energetic
products to over 60 countries around the world.
Chemring operates in three market sectors:


Countermeasures – protecting aircraft, ships
and land platforms against guided missile
threats

Harry Stevenson
13th February 2014
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