Welcome
Welcome to the second edition of the new monthly
newsletter from the Beaufort Securities Research
team, The Beaufort Scale.
Inside this edition my colleague, George Hope writes
about the difference in performance of various
sectors and specific companies for the year to-date
and asks the questions about the possible moves for
the rest of the year.

Stock Market Exuberance
In January of 2013 we wrote about our views on the
forthcoming year entitled ‘Equity Markets are cheap
by any measure... Growth, Balance Sheet Strength
and Dividend Yield’. We concluded thus:
‘There has been plenty written about the recession,
and although growth will revert to norm, it will take
time. Equity markets are a good indicator of where
the economy is heading, and believe the risk is on the
upside. Many pension funds that have bought gilts to
ensure the future liabilities are matched have actually
had to buy more as a result of quantitative easing.
When that unravels there could be a stampede into
the high yielding equity markets. With a large and
active hedge fund community that actually shorts
stock, any strong move into equities could provide a
bigger upside than just your average correction. The
evidence to BUY UK Equities is compelling.’
The bond yields across the globe have been rising on
fears that an improving economy will prompt the Fed
to withdraw its stimulus. Nervous bond investors may
thus be tempted to switch to equities.
In the UK all the main indices are performing well,
but leading the pack is the FTSE 250 with a rise to
date of 16.0%, followed by the FTSE Small Cap at
15.7%. Is it time for FTSE AIM All Share to catch up? If
equity gains continue, and with risk appetite
returning, bottom fishers will be on the hunt for AIM
bargains.
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Small Cap
Round-up
Our objective in the Round Up is to highlight a
number of stocks we have seen and to be open about
our thoughts and views. In addition we will highlight
a few Companies we are particularly keen on and
why, but detailing only on the previous month’s
news. Further information is available from your
Broker upon request.

May News
On 24th May,
Wishbone Gold
announced its
full year results
for the period
ended
31st
December 2012. During the year, highly encouraging
results were obtained from the preliminary sampling
programmes at Wishbone II and White Mountain
licences, confirming the presence of significant gold
mineralisation. Additional sampling combined with
ground magnetics at both Wishbone II and White
Mountain is currently ongoing, and the company is
seeking to achieve multiple drill targets at both
concessions. In March 2013, Wishbone was granted

additional licences to two tenements (Wishbone III
and Wishbone IV) covering an area of 23,600
hectares adjacent to the Wishbone II licence.
Wishbone IV is located along the same major trend as
the Welcome Deposit, where significant gold
mineralisation at depth was recently discovered by
Resolute Mining Ltd. Along with the presence of
extensive surface geochemical anomalies, numerous
shows of poly-metallic mineralisation have been
discovered throughout both the concessions. The
company now holds a total of 34,700 hectares across
historic, gold bearing regions. On 16th July 2012,
Wishbone was admitted to trading on AIM,
successfully raising £515,000. A further £420,252 was
raised via the conversion of Convertible Loan Notes
issued in a pre-IPO fundraising, which converted into
around 30 million new shares on admission. As of
December 2012, Wishbone Gold held cash balances
totalling US$589,116.
Left:
The Wishbone field
team, Dr. Beams, Mr.
Campbell, and
Chairman Poulden at
the White Mountain
site (left to right).

Our view: During the year, Wishbone has made
strong progress towards delivering on its strategy of
acquiring new licenses and advancing its existing
portfolio of highly prospective gold projects. The
granting of the two new licences, Wishbone III and
Wishbone IV, in March 2013, has expanded
Wishbone's total portfolio to over 34,700 hectares in
the highly prospective and producing region of northeast Australia. The company has already initiated an
exploration program to include ground magnetic
surveys at these two sites with a view to establishing
drill targets. Substantial gold mineralisation was
recently discovered at the Welcome Deposit, which
lies in close proximity to Wishbone II, with exceptional
diamond drill intercepts including 18m at 3.92 grams
per tonne (g/t) gold from a depth of 215m. The
management is confident that the prolific nature of
the multi-element mineralisation across the
company's prospects will enable it to become a
competitive player not only in gold but also other

metals like copper and zinc. We remain optimistic
that Wishbone Gold could build a diversified portfolio
of quality assets that generate shareholder value. We
maintain a Speculative Buy on this stock.
Beaufort Securities is Corporate Broker to Wishbone
Gold.

May News
In May, Nostra
Terra Oil & Gas
announced an
update on the
Richfield Oil &
Gas Company. On 14th April 2011, Richfield had
issued to Nostra a US$1.3m secured loan note which
has been accruing interest until maturity on 31st
January 2012. The note was secured against certain
producing leases located in Kansas and certain nonproducing leases located in Utah. On 1st February
2012, Nostra Terra commenced a lawsuit in Kansas
District Court to enforce the note and foreclose on
the collateral. In addition to the unpaid balance of
the note and interest, Nostra was seeking to recover
its costs of collection, including attorney's fees. On
2nd April 2013, a judgment was passed in favour of
Nostra Terra on its claims against Richfield for around
US$1.5m, plus attorneys' fees and collection costs,
for an amount still to be decided by the court. In
addition to this judgment, the court ordered that
certain production proceeds owed to Richfield by
National
Cooperative
Refinery
Association,
amounting to around US$215,000, be paid to Nostra
as part of the funds due to Nostra Terra under the
judgment. This payment has now been received.
Our view: Nostra Terra receiving a US$215,000 cash
boost, indirectly from Richfield Oil & Gas is good news
for the company. Nostra Terra is soon to receive
around US$1.5m plus additional collection costs, for
having won the lawsuit against Richfield. The funds
collected from Richfield will aid Nostra to further fast
track its existing drilling program where it anticipates
increasing production levels significantly this year. On
9th May, Nostra Terra announced that it had
increased its stake in the High Plains venture in Texas

from 5% to 6.5% after encouraging early results. The
region is expected to yield multiple formations with
possible wells flowing over 1,000 barrels per day. The
company has also decided to participate in a fifth well
on the Chisholm Trail play, in Oklahoma. The fourth
well at Chisholm Trail exceeded expectations, flowing
at 505 barrels per day over ten day. Over the past few
months, all the previous three wells at Chisholm Trail
play have produced oil ahead of expectations. With
the company approaching its initial target of 125
barrels of oil per day, it is now focusing towards its
next target of 250 barrels. Given Nostra Terra's strong
track record, we are optimistic that the company will
deliver rapid payouts with continued strong
production. We maintain a Speculative Buy for the
stock.

May News
On 28th May,
Anglo
Asian
Mining released
its final results
for the year
ended
31st
December 2012 (FY 2012). Revenues stood at
US$73.5m, compared with US$83.8m last year. Gross
profit dipped to US$36.1m from US$43.0m in 2011.
Profit before tax fell to US$28.6m from US$31.6m in
2011. Total gold production declined to 50,215
ounces (oz) from 57,068 oz in 2011, in line with
management's expectations. The drop in production
was due to the lower gold grades in the ore-body and
the need for longer leaching cycles in the existing
heap leaching process. Gold sales totalled 42,557
ounces at an average price of US$1,666 per oz, an
improvement from US$1,573 per oz in 2011. Gold
was produced at an average cash operating cost of
US$668 per oz, much higher compared with US$448
per oz last year. Silver dore production fell to 20,133
oz from 39,086 oz in 2011. Total copper concentrate
produced 502 tonnes of copper, 98,158 oz of silver
and 86 oz of gold (2011: 611 tonnes of copper,
134,240 oz of silver and 200 oz of gold). First gold
production from the Gosha Contract Area, just 50
kilometres from Gedabek, is tipped for H1 2014.
Since the year end, Q1 2013 gold production totalled

8,585 oz, and the company remains on target to
produce around 60,000 oz in FY 2013. In June 2012,
Anglo Asian defined its maiden JORC reserve estimate
of 744,038 oz of gold at Gedabekto. The company is
focused on exploring the upside potential at Gedabek
with 28,872m of drilling completed. A JORC
compliant ore reserve update is expected to be
complete by Q2 2013. The new agitation leaching
plant at its Gedabek mine, which is expected to
bolster gold production and recovery as well as lower
operating costs, is now in the process of full scale
commissioning.
Left:
Agitation
Leaching Plant
Development
at Gedabek

Our view: Despite the lower gold output for the full
year, the management has reiterated its production
target of 60,000 oz for FY 2013, an almost 20%
increase from the previous year. This target is derived
assuming the commissioning of the new agitation
leaching plant at its Gedabek mine, which is in the
final stages of its development and is on track for
commissioning in H1 2013.The new plant will improve
gold recoveries of both oxide and sulphide ores to
85% and 69%, respectively. The production in 2014 is
forecast to increase to 80,000-90,000 oz as the new
prospect at Gosha moves into production. The
company continues to explore the greater Gedabek
area with the aim of delineating further resources
and reserves to increase the life of the mine. Gedabek
has a JORC compliant resource of more than 1 million
oz of gold in the measured and indicated categories
as well as a maiden reserve estimate in excess of
700,000 oz. Despite the economic turmoil in the
market that most resource companies are currently
facing, we remain optimistic about the longer term
fundamentals for gold mining companies. Also, with
the company taking rapid strides to build its position
as a mid-tier gold producer in Caucasia and Central
Asia, we remain optimistic about the company's
shareholder value creation potential. We maintain a
Speculative Buy rating on the stock.

May News
In May, Genel
Energy announced
that a successful
side track of the
original Ber Bahr-1 exploration well in the Kurdistan
Region of Iraq, has confirmed the existence of a
commercial oil discovery. The Genel operated Ber
Bahr exploration well was drilled to a total depth
3,933m in the upper Permian Chia Zairi formation
and it encountered good oil shows over a 300m
interval. The initial testing had failed to produce oil
flows. However, a sidetrack has been tested and has
produced sustainable flows at a rate of 2,100 barrels
of oil per day from the Middle Jurassic age Sargelu
Formation. Genel Energy and Gulf Keystone each own
a 40% stake in the Ber Bahr block, while the Kurdistan
Regional Government owns the other 20%.

Above: Taq Taq – “A potential billion barrel field”

Our view: This latest discovery at the Ber Bahr well
adds a further commercial oil discovery to Genel's
already significant resource base. The company plans
to commence a phased development of the field in H2
2013. Genel's total un-risked prospective resource
base currently stands at 3.9 billion barrels of oil
equivalent (bboe) with 2P (proven and probable)
reserves of 445 million barrels of oil equivalent
(mboe). Output from its two producing oil fields Taq
Taq and Tawke in Kurdistan is expected to reach

140,000 barrels by next year. The completion of
Kurdistan's oil pipeline north through Turkey is now
almost within touching distance. Once complete, this
new pipeline, with the capacity to transport one
million barrels of oil per day, will provide Genel
Energy a new export route for transporting crude to
energy hungry neighbour Turkey, resulting in a
possible doubling of its oil sales. Earlier this month,
Genel secured the Noble Paul Romano deep-water
semi-submersible rig which will be available in Q4
2013. This rig is capable of drilling all of Genel
Energy's off shore wells in the African region. The
company also confirmed an additional oil section in
the Chia Surkh-10 well in Kurdistan. Sustained flow
rates of 3,200 barrels of oil and 8.4 million cubic feet
of gas per day were seen. Considering the company's
highly prospective base of assets across Kurdistan,
Morocco, Malta, and the Ivory Coast we are
optimistic the company is likely to deliver strong
production growth in the near future. We assign a
Speculative Buy on the stock.

May News
In
late
May,
Nighthawk
Energy
announced
a
production update for
its 100% controlled and operated Smoky Hill and Jolly
Ranch projects in the Denver-Julesburg Basin,
Colorado. The Big Sky 4-11 well, located on the
Arikaree Creek oil-field, started production on 24th
May 2013. The initial production rates were ahead of
the company's expectations and have been in the
range of 300-400 barrels of oil per day (bbl/d) with no
water production. Production from the Steamboat
Hansen 8-10 well, also located on the Arikaree Creek
oil-field, continues at a steady rate of 280-300 bbl/d
with no water production. Additional producing wells
on the Jolly Ranch project are currently contributing a
further 80-100 bbl/d in total. Nighthawk Energy
anticipates further increases in production from the
ongoing drilling and work-over programs.
Our view: The initial production rates at the Big Sky 411 well coming in at 300-400 bbl/d, ahead of the
company's expectations, is positive news for

Nighthawk Energy. The Big Sky well was drilled on the
same structure as the Steamboat Hansen 8-10
discovery well, and has confirmed a significant northeast extension of Nighthawk's Arikaree Creek oilfield.
The pay interval encountered by the Big Sky 4-11 well
is similar in size and characteristics to the productive
interval in the Steamboat Hansen 8-10 well. The
company has also de-risked the next well in its
programme, the Taos 1-10, and the total production
from these three producing wells in the field is
expected to take the company closer towards its next
production target of 1000 bbl/day. With the current
level of production and oil prices, Nighthawk expects
to generate significant free cash-flow after operating
costs and overheads, laying a strong platform for
further growth. Given the potentially sizeable oilfield
with strong production characteristics at the
company's existing acreage, we believe there is a
significant opportunity for the company to expand
production. We assign a Speculative Buy rating to the
stock.
Left:
A Nighthawk Energy well in
production

Whitbread (WTB) announced a positive set of
numbers for the full year with total revenue rising
14.2% to just over £2bn and underlying pre-tax profit
up to £356.5m from £320.1m a year ago. Costa
Coffee was once again the star performer, with sales
jumping 24.1%, thanks to rising popularity of the
brand across the Asian and Middle-east markets.
Left:
Costa Coffee “a
strong performer”

Premier Inn also recorded a robust performance with
total sales growth of 13.1%. Revpar at Premier Inn
outperformed the mid-scale and economy segments,
despite the absence of any major global event in the
UK. Whitbread has expanded rapidly over the last few
years on increasing demand for more affordable
hotels during the economic downturn and a rising
popularity across UK for coffee on the go. Core
holding.
Ophir Energy (OPHR) has seen strong operational
progress in the first half of 2013 with the successful
appraisal and testing programmes across assets in
Tanzania. The completion of DST on the Mzia-2 was a
milestone for the company, increasing the estimated
recoverable resources from the Mzia field to 4.5 tcf.
This test result will boost expected production rates
and improve development economics for this asset, a
key step towards achieving Tanzania's first LNG
development project. Furthermore, the recent Jodari
flow test demonstrated the excellent reservoir
deliverability potential of the younger Tertiary
reservoirs in Tanzania, with the mean recoverable
resource estimate increasing by 700 bcf to 4.1 tcf.
Ten seismic programmes were acquired last year and
the company has entered into two new countries,
Kenya and Ghana. The additional seismic
programmes acquired are expected to start paying
off with the identification of significant new plays
which could materialise once drilling commences
later this year. Considering Ophir's high quality
acreage and drilling success rates, we maintain our
Buy rating on the stock.
Left:
Ophir’s
African
assets

Direct Line Group (DLG) announced strong first
quarter results with pre-tax profit soaring 47% and
combined operating ratio improving to 98%, despite
a drop in total gross written premiums. The UK
market has remained highly competitive, particularly
in motor segment. Direct Line made some calculated
choices in the quarter that led to reducing its motor
premiums, in order to achieve the necessary balance
between managing risk and protecting value. This in
turn has improved underwriting profitability, albeit at
the expense of volume. The company has seen a
continued strong momentum in its pricing and claims
transformation programmes, contributing to higher
underwriting result, including significant prior year
reserve releases. Good growth in the International
division, particularly in Germany, augurs well for the
company. New customer propositions and refreshed
marketing campaigns for the Group's key brands Direct Line, Churchill and Green Flag - to align it more
closely with its target customer segments, is likely to
drive growth going forward. It would also lead to
improved customer retention and cross-sell. The
management reiterated that it was on track to
achieve its target of 15% return on tangible equity
and a 98% combined operating ratio for the full year
2013.

Right:
“Oh yes.”
Direct Line say
they are on
track to achieve
its target of
15% return on
tangible equity
and a 98%
combined
operating ratio
for the full year
2013.

Fastnet Oil & Gas (FAST) – featured as a Speculative
Buy in our May issue - announced the award of a
new licensing option in the North Celtic Sea, namely
East Mizzen and is contiguous with and extending
eastwards from the previously awarded Mizzen
Licence Option 12/3.

It also gave an update on the Deep Kinsal farm in
area, with the acquisition of 50 sq km of 3D seismic,
with an Aggregated Unrisked Gross P50 Best Case
Prospective resources for Deep Kinsale of 2.365
billion barrels of oil in-place; Risked Potential
Resources Estimates of oil in-place for Deep Kinsale in
the range of 134 mm barrels to 691 mm barrels,
reflecting the early stages of evaluation and analysis.
An independent assessment of the Company's
potential prospective resources for the Deep Kinsale
has been completed by SLR Consulting.
Finally in May the Company executed an exclusive
option agreement with Oil and Gas Investments
Funds (a local exploration company) to farm into
eight Exploration Blocks comprising the Tendrara
Lakbir Petroleum Agreement onshore Morocco.
Ithaca Energy (IAE) gave an update following the
acquisition of Valiant. The Company has now
substantially reduced its exposure to all remaining
firm UK exploration well expenditure commitments
transferred as part of the Acquisition. The Message
the company is conveying is one of development and
increasing bopd output and scaling back on
exploration. It has added a very experienced exChairman of Statoil to the board as a non-exec
director. We maintain our BUY stance.

If you would like to find
out more information
about any of the
companies featured in the
Small Cap Round-up
please contact your
broker on 020 7382 8300
(London) or 0117 910
5500 (Bristol).

Two Legs Are
Better Than One

positive for the bulls, but talks of over-valuations are
creeping in from various commentators and cyclically
adjusted PE ratios are above longer term averages, in
the US at least.

It has been described as a ‘hated rally’. Not language
solely from the bear camp as you might expect, but
expressed from both sides of the investment
battleground. Such rhetoric betrays the fact that few
long only managers had foreseen such a pronounced
rally in equity markets whilst calls of a top from the
bears have been commonplace since the first
daffodils peeked out. Yet still the market soars.
Above: FTSE 350 Aerospace & Defense Index (White);
FTSE 350 Mining Index (Orange)
Source: Bloomberg

Above: FTSE 100 Index
Source: Bloomberg

The market has born witness to some huge share
price appreciations (EZJ 58%, ARM 24%) in the year to
date, but has been remarkably discriminatory in
which sectors have enjoyed a spring growth spurt and
those that have shriveled. This dichotomy in
performance has underlined the importance of a
diversified strategy for those that cannot afford to
miss out and also the rewards on offer for those who
are happy to be more selective. Automobiles & Parts
have rallied 32.30% YTD in contrast to a 14.56%
decline in Mining. Aerospace & Defense up 29.35%,
Oil Equipment and Services a paltry 0.75% higher. So
clearly this is a market place of Ying and Yang
distinctions and not the broad appreciation in values
the casual observer might reasonably expect.
So the eternal question of ‘when will the rally end?’
may be more difficult to analyse than ever before.
The rally has been unusual in its nature and will be
surely offer more surprises before the year is done.
Gradual improvements in the jobs market both at
home and abroad have been welcomed by investors
and a continued improvement in housing data is a

One might very well assume therefore that little but
scraps are left for the latecomer to the table. But I am
not so sure. Whilst non-cyclicals and many of the
higher yielding stocks in the UK markets are trading
at valuations that would give reason to pause for
thought it could be argued that there is enough unburnt fuel in cyclical sectors to propel valuations
forward yet. As investors seek out value (and bank
gains!) a collective gaze may well fall upon quality
names amongst unloved sectors, in particular those
cyclicals that also offer reasonable yields. Rio Tinto is
one such name that having fallen 21.37% since the
beginning of 2013 is now paying an inflation beating
yield and trades on an undemanding PE.
Keep on buying? Well, not quite. But for those willing
to be selective and take on the risks of such a
strategy then there is a compelling proposition
offered by lagging sectors in this most divided of
market rallies. A second leg cannot therefore be ruled
out entirely.
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