
 

 

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 secretary-
general 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. 
 
 

http://www.telegraph.co.uk/news/worldnews/europe/russia/11393707/Putin-could-attack-Baltic-states-warns-former-Nato-chief.html
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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 

http://www.beaufortsecurities.com/quote?epic=GSK
http://www.beaufortsecurities.com/quote?epic=DLAR
http://www.beaufortsecurities.com/quote?epic=TLW


 

 

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. 
 

 
 

 
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 

 

 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). 
 

 
 
 

Harry Stevenson 
 13th February 2014 

 
  

http://www.beaufortsecurities.com/quote?epic=CHG
http://www.chemring.co.uk/our-business/countermeasures.aspx
http://www.chemring.co.uk/our-business/sensors-electronics.aspx
http://www.chemring.co.uk/our-business/energetic-systems.aspx
http://www.thisismoney.co.uk/money/markets/article-2948414/MARKET-REPORT-Revived-takeover-talk-lifts-Hampsire-based-defence-group-Chemring.html


 

 

  



 

 

 

 
 

Recommendations 

During the three months to end-January 2015, the number of stocks on which Beaufort Securities has published recommendations was 281, and the 
recommendations were as follows: Buy - 81; Speculative Buy - 172; Hold - 23; Sell - 5. 
 
Full definitions of the recommendations used by Beaufort Securities in its publications and their respective meanings can be found on our website here. 
 

Risk Warnings and Disclaimers 
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. 
 
Beaufort Securities may effect transactions in shares mentioned herein and may take proprietary trading positions in those shares, and may receive 
remuneration for the publication of its research and for other services. Beaufort Securities may be a shareholder in any of the companies mentioned in this 
report. Accordingly, this document may not be considered as objective or impartial. Additionally, information may be available to Beaufort Securities or the 
Group, which is not reflected in this material. The remuneration of the author of this report is not tied to the recommendations on any shares mentioned 
nor to the any transactions undertaken by Beaufort Securities or any 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 general are available on 
request. Please refer to http://www.beaufortsecurities.com/important-info.  
 
This document is not an offer to buy or sell any security or currency. This document does not provide individually tailored investment advice. It has been 
prepared without regard to the individual financial 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. 
 
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 willful 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 statements, estimates, and projections or as to its fitness for the purpose 
intended and it should not be relied upon as such. Opinions expressed are our current opinions as of the date appearing on this material only and may 
change without notice. Other third parties may have issued other reports that are inconsistent with, and reach different conclusions from, the information 
presented in this report. Those reports reflect the different assumptions, views, and analytical methods of the analysts who prepared them. This report has 
not been disclosed to any of the companies mentioned herein prior to its publication. 
 
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 reproduced, 
further distributed to any other person or published, in whole or in part, for any purpose. Other persons who receive this document should not rely on it. 
Beaufort Securities, its directors, officers and employees may have positions in the securities mentioned herein. 
 
© Beaufort Securities Ltd 
131 Finsbury Pavement, London EC2A 1NT 
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