IPOs – The
Bandwagon is
Rolling
The wheels of the UK IPO bandwagon began to pick
up speed again last year – and investors who got
involved did very well! High profile retail offerings,
including Royal Mail, Merlin Entertainments, Esure,
and Infinis Energy certainly whetted the appetite for
equity investments. This is good news, as 2014 is
shaping up to be a bumper year for new offerings.
Recent press articles have listed a myriad of
companies; many are well known names, which are
expected to achieve a listing on the London Stock
Exchange this year. In no particular order, they
include:















Poundland – The booming, one price, high
street discount retailer
Saga – The giant pensions, insurance and
travel services operation
Pets at Home – The retail outlets providing
everything for your pets
Zoopla – The UK and overseas property
search and pricing website
Fat Face – The outdoor lifestyle and clothing
brand
House of Frazer – The department store
chain
TSB – Lloyds banking Group is set to spin off
its rebranded retail banking unit
Phones4U – The mobile telephone and
electrical goods retailer
Lenta – One of Russia’s largest supermarket
groups
Just Eat – The international online takeaway
food delivery service
Virgin Money – High Street banking emerging
from the old Northern Rock
DFS – Possible relisting of the sofa retailer
that de-listed back in 2004
Game Group – Video game retailer emerges
from its 2012 bankruptcy
United Biscuits – The internationally
renowned maker of biscuits and snacks

While media reports are often seen to table such
offerings as being ‘imminent’, in reality some of those
detailed may never actually come to market. There is
no guarantee or definitive schedule for investors to
rely on. Indeed, the actual details of any proposed
flotation only genuinely comes to light with release of
the company’s ‘Announcement of Intention to Float’.
Typically, this will detail highlights of the offer and
the intended use of funds raised together with an
indication of the expected timetable. A weighty
Prospectus will follow in due course, in which the
final pricing and risk factors associated with the
investment will be confirmed. Investors then wishing
to get involved will need to have their interest
confirmed and submitted (typically through their
Broker) by the closing time/date.

Above: The major UK IPOs of the last 18 months

Interest in large public offerings coming from the
London Stock Exchange can be very high. In such
circumstances,
when
an
IPO
has
been
oversubscribed, individual allocations can be
significantly scaled back, or even zeroed, based on
the decision of the lead advisors to the offering and
the
company’s
management.
Significant
oversubscription is, nevertheless, generally seen as a
good hint that the shares will achieve a healthy
premium in early trading. Should you wish to register
an interest in being kept informed about forthcoming
IPOs, please speak to your broker or click here to visit
our IPO & Share Offers section of our website
(www.beaufortsecurities.com/IPOs).
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The recent slide towards the end of January was
prompted by exiting from emerging markets and
Turkish and South African currency markets were
main losers. It is imperative that global monetary
authorities co-operate in order to reduce any
negative consequences of tapering.
And yet closer to home things are improving in the
economy, on jobs and the more general outlook that
GDP will exceed 2% and perhaps be over 2.5%. Falls
in stocks represent opportunities for the long term
investor.

Company
Round-up
The objective of 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
explain why, but provide details only of the previous
month’s news. Further information is available from
your Beaufort Securities broker upon request.

January News
On 30th January 2014, British Sky
Broadcasting released its unaudited
results for H1 2014 ended 31st
December 2013. Total adjusted
revenue rose 7.6% to £3.75bn after accounting for
the loss of discontinued revenues from ESPN, with
strong growth in both retail and commercial
operations. Retail subscription revenue grew 8% to
£3.1bn on continued product and customer growth,
benefit of price increases and 46% surge in
transactional revenues. Sky Store revenues doubled
to £14m with investment in new connected services.
In the commercial division, advertising revenue rose
7% to £231m with improving market conditions and
new product introduction; wholesale subscription
revenue edged up 2% to £198m. Adjusted operating
profit declined 8% to £595m. Adjusted profit after tax
lowered 7.3% to £429m to lead to a 3.5% fall in the
basic EPS to 27.3p. Subscription product growth
stood at 873,000 in Q2, up 42% from the previous
year. The average revenue per unit (ARPU) also rose
by £12 to £570. The triple-play penetration advanced
3 percentage points to 36%. The standout
performance came from Sky Sports, which benefitted
from the live coverage of Manchester United versus
Arsenal in the Premier League and generated record
share of viewership over the period. The company
announced its new partnership with HBO to capitalise
on the success of Sky Atlantic. This week, BSkyB had
also announced a new partnership with ITV to
provide its customers better access to ITV
programming including a new pay TV channel, ITV
Encore. The board raised its interim dividend by 9%
to 12p.
Left:
‘Transfer
Deadline
Day’ has
become a
major
event in
the Sky
Sports
calendar

Our view: BSkyB revenues got a major boost from
increasing sales of HD TV services, on-demand movies
and box-sets in the Christmas period. However,
profitability took a hit due to higher marketing and
sports rights costs. The five year deal with HBO gives
the company access to some of the highest rated
shows such as Game of Thrones, while also helping it
to avoid entry of its competitor BT into the
entertainment and films – BSkyB’s key segments. The
recent deal with ITV would boost the transactional
revenues of the company. Despite the strong
competitive pressures, a robust marketing strategy
and strong foothold in the UK broadcasting market
give a stable picture about the company’s future
prospects. We remain Buyers of the stock.

January News
On 30th January, Magnolia
Petroleum reported an
operational update for its
portfolio of interests in North Dakota and Oklahoma.
Blaser 1-10H well in Mississippi Lime and Linda 1-4
well in Wilcox reported production at a net initial
production rate (IPR) of 13.3 barrels of oil per day
(boepd) and 2.5 boepd, respectively. Magnolia had a
net revenue interest (NRI) of 9.375% in both the
wells. Besides, the company also increased its NRI to
1.22% from 0.937% at Giles 1-6H well at Mississippi
Lime in Oklahoma.
Left:
One of Magnolia
Petroleum’s wells at
Mississippi Lime in
Oklahoma.

Our view: Magnolia continues to build a strong base
of producing assets since its AIM listing in November
2011 and boasts of 142 producing wells with the
recent addition of two. Magnolia’s strategic
expansion and diversification could result into further
upgrade in its net 2P reserves of 1,437 million barrels
(mmbls) of oil & condensate and 5,124 million cubic
feet (mmcf) of gas. Along with these positives, a
strong base of 60 wells under development stage and
the association of well-known partners such as Devon
Energy present a meaningful upside opportunity for
the company. We retain our Speculative Buy rating
on the stock.

January News
On 29th January, Naibu
Global
International
Company announced a
trading update for the year ended 31st December
2013. For the year, group revenues advanced 15% to
CNY1.9bn with 53.6% contribution from shoes sales
(CNY1bn), 43% from clothing sales (CNY829m) and
3.4% from accessories sales (CNY66m). Naibu
remained on track to shift to its new production
facility at Quangang by February-end, which would
result in an increased capacity of ten production lines
from current eight production lines. The
management is confident of achieving its unaudited
annual results in line with expectations. The stock
price has risen recently but we still favour the
company.
Left:
43% of Naibu’s group
revenues in 2013 came
from clothing sales

Our view: Naibu seems to have made good progress
across its core footwear and clothing business during
the year to register a solid 15% sales growth. A
favourable response for the sales fair held in October
2013, to showcase Naibu’s spring and summer
collection for 2014, highlights the prospective
demand for its products. Going forward, the
commencement of new Quangang factory and
construction of another factory at Dazhu is likely to
push the sales numbers and overall trading
performance of the company higher. In light of these
positives, and we recommend a Speculative Buy
rating for the stock.

January News
Northcote Energy
provided an update
on its interests in
Oklahoma, covering
6,058 net mineral acres, including an overview of its
2014 drilling/frack and well workover programmes
targeting the producing Mississippi Lime Formation.
The company successfully achieved the 2013
objective to increase production to over 100 net
barrels of oil equivalent per day (boepd) and expand
the oil and gas portfolio to over 6,000 net mineral
acres. Since the company’s listing in January 2013,
the count of producing wells has increased to over 40
from 12 and proven net reserves increased to 2.49
million barrels of oil equivalent (mmboe) from 0.94
mmboe. In Osage and Kay Counties, over 40 potential
drilling locations with +20 new drilling locations have
been added since listing. Besides, more than 14 low
cost workover opportunities have also been added
during the period. There are still at least 6 remaining
fracture stimulation opportunities of Mississippian
wells. By 31st July 2014, production is expected to
reach 250 net boepd, up from 100 boepd achieved in
2013. For 2014, at least three new wells are planned
to be drilled, including the first Mississippian well at
Horizon and new wells at Zink Ranch. Due to an
adverse weather, the workover of at least 14 existing
wells and continuation of the fracture stimulation
programme at Horizon, commencing February 2014

with the frack scheduled for December 2013, got
delayed.

Above: Northcote’s Big Hill well at the Horizon project, Osage
County, Oklahoma

Our view: The latest update highlights the rapid pace
of development of Northcote’s producing assets in
North America post its listing in January 2013,
wherein the company reported more than doubling of
its producing wells and the overall production levels.
The set of recently acquired acreages pave the way
for a busy work programme for the current year,
providing opportunity for further value generation
from its assets with higher production and cash flow
levels. Besides, the planned programme of well
workovers and fracking could also create further
value for the shareholders and lay a perfect base for
the company to achieve its future production targets.
With a rapid expansion strategy and recent successes
in tapping productive assets, we believe there is an
opportunity for a significant upside for the company
and thus, retain a Speculative Buy.

Arria is a software
development business.
Its target is to be the

global leader in the development and deployment of
mission critical, core industrial, enterprise level
natural language generation ("NLG") software
technologies. The Group's core product is known as
the Arria NLG Engine.
Although the Group is at an early stage, the
technology is already deployed, monitoring large
scale industrial machinery located on oil and gas
production platforms in the Gulf of Mexico and is also
in use at the UK Met Office. It has been utilised in a
premature baby unit in Scotland (‘Babytalk’).
What is NLG?
The Arria NLG Engine is a form of artificial
intelligence, specialised for communicating in natural
language information which is extracted from
complex data sources.



Explore expansion of Healthcare narratives
beyond BabyTalk

The company came to AIM in November as an
‘Introduction’. I was most impressed with the
management and the potential for a computer
utilising clients’ data to perform critical written
reports (for a range of users) within seconds
compared to human report writing. I urge readers to
look at their website (www.arria.com) and the
presentation given at the Society of Petroleum
Engineers in Dubai, in the autumn of last year. I was
extremely impressed and think this company may be
onto something special and unique.

The NLG software embodies two things:
1. Expert knowledge of the domain in which it
operates,
2. Deep knowledge about language and
communication
It is an advanced computational linguistics software
application into which the “best practice” knowledge
and expertise of a company’s experienced most
senior analysts is captured and communicated
articulately in narratives that one would think were
written by a human.
COMMERCIAL FOCUS
Oil & Gas Industry
 Agree terms of support to our oil & gas super
major’s global expected rollout of NLG into all
of their upstream and downstream assets
(Shell)
 Add next Oil & Gas client
 Focus NLG Engine development to complete
the vision of “The Articulate Oil Platform”
Financial Services Global Players
 Add our first global scale financial services
client
 Present at SIBOS conferences
Weather Service and Healthcare
 Build commercial partnership with our major
meteorology client for the commercialisation
of NLG weather applications

Above: Dr Robert Dale’s speech at the Society of Petroleum Engineers
Conference in Dubai on 28th October 2013 (click the image to view)

The company raised $20m in 2012, at $1.00, $4.5m in
Feb 2013 at $1.25 and $15.7m at $1.60 in August
2013 (with $6.1m conditional on the placing). There
are 9.8m outstanding warrants (expire 2017 at excise
price $1.33). Revenues to 30 Sept 2013 were $816k
and the company reported a loss of $12m.
Speculative Buy

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).
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