Economic Recovery
to continue into
2014
In January 2013, we wrote about equity markets
being undervalued and urged clients to buy equities
(click here to read our 4th January 2013 report).
During the year we were critical of official statistics
that indicated the economy was returning to
recession: the official statistics of GDP growth (or lack
of) were regularly revised upwards and as a
consequence the economy was moving forward and
the Chancellor was proved correct in sticking to his
austerity plan of reducing the deficit and relying on
the private sector to pull the economy round. Many
economists were skeptical of that view.
It is pleasing to see the economists finally believe the
recovery is sustainable1, and at Beaufort Securities
we agree. However there is perhaps some concern
that as they have got it wrong before, we should
consider the opposite of the economists’ new
enlightenment!
We argued in the January 2013 article, that equities
were fundamentally undervalued in the medium
term, and that an early resumption to GDP could in
fact push equities to higher valuations. We still
believe this to be the case, with the growth in the UK
economy in 2014 and beyond likely to be better than
consensus forecasts. Why are we bullish?
1. Improving confidence from improving
growth;
2. Recovery in housing market - prices up 5.5%
in 12 months to October 2013;
3. Increasing consumer confidence - consumers
feeling better off;
4. 2014 to see a turning point in living
standards;
5. Recovery is across services, manufacturing
and construction;
6. With BIG UK PLC flush with cash we could see
some significant M&A activity.

Some may argue we are being simplistic, but we
believe things are not complicated as politicians and
bureaucrats often make it appear. The risks, we
believe, are therefore on the upside.
Beaufort’s Tips for 2014 research document was
published on 9th January 2014 and contains
recommendations, ranging from the FTSE-100 to
AIM, on companies which we believe will perform
well in the coming twelve months (click here to read
the report).
The 11 companies featured in the report are as
follows:
FTSE 100
- BG Group (BG.)
- BP (BP.)
- British American
Tobacco (BATS)
- BT Group (BT.A)
- Next (NXT)
- SAB Miller (SAB)
- Whitbread (WTB)

Happy New Year!

1. http://www.ft.com/ukeconomy.

FTSE 250
Pennon (PNN)
FTSE Small Cap
- Costain Group (COST)
FTSE AIM
- Avanti Communications
Group (AVN)
- Parkmead Group (PMG)

The Markets in
2013

Small Cap
Review of 2013

Instrument

Value

FTSE 100
FTSE All Share
FTSE 250
FTSE Aim All Share
Dow Jones Industrial
Average
Nasdaq
CAC 40
Xetra Dax
Nikkei
Hang Seng
GOLD ($)

6,749
3,610
15,935
851
16,577

% Change
since
31/12/12
14.4
16.7
28.8
20.3
26.5

4,177
4,296
9,552
16,291
23,306
1,196

38.3
18.0
25.5
56.7
2.9
-27.7

Oil Brent Jul ($)

110.80

-0.3

As at close on 31st December 2013, except Xetra Dax
and Nikkei as at close on 30th December 2013.

24.9% Gain on
our 2013
Selections

% Gain/Loss

Price
Price
04/01/13 (p) 31/12/2013 (p)
436
488.05
3125
3238
236
260.65
628
2196
2530

379.4
277
880.5
2280
3751

Nostra Terra Oil & Gas
(NTOG.L, 0.28p) - The
uncertainty related to the
collection of monies due from Richfield has affected
the timing of developing the company’s own
prospects. However, with the positive resolution of
settlement the company can continue to grow its
portfolio of both non-operational and operated
interests. The Chisholm Trail prospect continues to
develop positively and the Hunton Limestone is now
regarded as a resource play. As successful wells
continue to come on-stream, the company
anticipates more operators to increase the pace of
development in the play. Moreover, the Mississippian
wells are also now being drilled and tested within the
same area which augurs well for the company’s
production growth in 2014.
Left: Nostra
Terra’s Chisholm
Trail prospect

We recommended 7 stocks twelve months ago (click
here to read our 4th January 2013 report) and £1,000
invested in each would have returned £8,738 from an
initial investment of £7,000. A Capital Return of
24.9% (26.7% total return including dividends).
Company
Name
BP
British & American
Tobacco
BT Group
Costain Group
Greene King
Royal Dutch Shell ‘B’
Whitbread

The objective of the round-up is to highlight a
number of the stocks we have covered in the past
twelve months and to be open about our thoughts
and views. Further information is available from your
Beaufort Securities broker upon request.

% Gain/Loss
+11.9%
+3.6%
+60.8%
+6.3%
+40.2%
+3.8%
+48.2%

+24.9%

Another stock we like is Fox
Marble (FOX.L, 20p). The
global market for quarried
marble and processing is
supplied through a highly
fragmented base of miners. The concentration of
mineral production forced by international giants
over the past 20 years has somehow passed the
sector by, to the extent that Fox Marble is presently
the only such dedicated vehicle quoted on an
international stock exchange. Yet worldwide trade in
dimensional stone is estimated to be worth in excess
of US$15bn annually, with an outlook for

uninterrupted long-term demand growth in a
relatively stable pricing environment. Coming with a
very substantial, high quality JORC compliant
resource, elementary open pit working, low cost
labour and excellent infrastructure against a
backdrop of Kosovo’s prospective EU accession, Fox
Marble dispels most of the fears normally associated
with early stage producers. Recent highlights include:
Four quarries now operational; high quality marble
found in the new Suhogerll quarry; first sales of
marble made, including Sivec marble from
Macedonia; factory site development on track with
expected completion by Q1 2014; distribution
agreement in the US agreed.

drilling programme in August 2013, the project has
registered impressive progress. The results of the
underground drilling will also be used to plan its 2014
drill programme, which it is envisaged will include
further underground resource and exploration drilling
at the Rotgulden mine, along with a surface drill
programme at the Altenberg target, 2km to the south
of the Rotgulden underground mine. With more than
£2m in treasury and a significantly reduced cash
burn, the company is well placed to advance its 100%
owned highly prospective gold and precious metals
projects in south central Austria.

The global market for
quarried marble and
processing is supplied
through a highly
fragmented base of
miners
Above: Gold production at Rotgulden

We are pleased with the
management at Nighthawk
Energy (HAWK.L, 10.25p) for
delivering as promised and we still believe there is
more to go for. We expect to report more fully at an
opportune moment early in 2014, but are still
positive on the company.
Ariana Resources (AAU.L,
1.25p) progresses nearer to
Gold production in Turkey,
following
an
announcement on 30th December 2013 that for the
Kiziltepe Sector of the Red Rabbit gold-silver project
in Western Turkey, the Ministry of Environment and
Urban Planning has now formally approved the EIA
for the initial mine at Kiziltepe. Good news indeed.
Beaufort Securities are Joint Corporate Broker to
Ariana Resources
Noricum Gold’s (NMG.L, 0.93p)
current set of drilling results
highlight the lucrative potential
of its flagship, Rotgulden
project. Since the start of

Caledonia Mining
Corporation
(CMCL.L, 46p) has
announced it will pay an aggregate 6c dividend on a
quarterly basis through FY14, with the first
CAD$0.015 dividend declared in January 2014. This
represents a yield of 7.5%. This dividend policy
cements management’s intention to pay out to
shareholders on a regular basis. Furthermore, we
forecast that Caledonia’s ability to pay out dividends
will grow with its ramp-up to a 76koz production
capacity by 2016, with the 52koz production target
for FY15 potentially allowing for a 7.25c-7.5c dividend
to be paid (based on of a circa 16% payout ratio),
representing a growing yield of circa 9%- 9.5%.
Caledonia Mining mines gold at its main operating
asset, the 49%-owned Blanket gold mine in southern
Zimbabwe. It also holds large-scale mining licences
for base metals (primarily copper and cobalt) at its
Nama project in Zambia.
Caledonia Mining, through its new dividend policy,
brought in cheerful news for the investors. On the
operational front, the company delivered strong
production levels in Q3 2013. Production at its
flagship Blanket project in Zimbabwe is likely to rise
to 48,000 oz gold in 2014 and 52,000 oz gold in 2015.

Besides, the company boasts of a strong cash
position, with gross cash of over US$25m outside
Zimbabwe at the end of September. Considering
Caledonia’s continuous focus on reducing its
operating cost, a strong productivity displayed in the
third quarter, and high possibility of further cash
returns to shareholders, we believe deserves a
significant re- rating.
Left: A
conveyor belt
feeding the
two Surface
Primary Jaw
Crushers

Alecto Minerals (ALO.L, 2.05p)
provided
an
exploration
update in late autumn 2013 for
the Kossanto gold project,
covering 207 sq km, in the Kenieba Inlier in western
Mali. The company signed a contract with Amco
Drilling (UK) Limited for 2,000m diamond core drilling
and 4,500m Reverse Circulation (RC) drilling to
improve structural information at the Gourbassi East
and Gourbassi West prospects. The UDR 650 drill rig
would be placed on the site from 1st December 2013
to start the drilling activities. Further investigation of
new gold discovery at the Massakama prospect in the
west of Kossanto block, reported earlier, confirmed a
significant structure with a NE orientation
characterised by high-grade smoky quartz veins with
visible gold. Additional new targets were identified
through the reprocessing of Induced Polarisation (IP)
survey data, with further follow-up IP surveys
planned to provide 2D and 3D geophysical
investigation. Besides, Alecto is hopeful of further
developments at its Ethiopian gold assets and at the
Mauritanian copper/gold projects.

Right: The Kossanto
gold project, in
western Mali

The proposed drilling is likely to provide a significant
boost to the resource estimates for the Gourbassi
East prospect, currently reported at 107,000 ounces
(oz) gold. Drilling at Gourbassi prospects is likely to
execute smoothly, with strong financial backing
through the recently raised £1m equity. In Ethiopia,
the involvement of Centamin has lent further
credibility to the quality of the associated projects.
Alecto is operating in highly prospective, underexplored and mineral-rich regions, boasting an
impressive set of commercial deposits. Alecto, with a
diverse commodity and geographical exposure, is
likely to experience an upside after the start of the
drilling programme on the Kossanto prospect. We
look forward to regular newsflow in the near to
medium term.

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).

Recommendations
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