Tuesday, 13th January 2015

Tips for 2015
Introduction: What does 2015 hold in store?
The FTSE 100 Index finished 2014 2.71% lower than it began. This figure may seem disappointing but it
conceals a year of wide swings and volatility in both market indices and share prices and for those of us
who attempt to time investment entry and exit points, 2014 was a year of great opportunity to generate
returns. The high-low range for the FTSE 100, which peaked in mid-May, was around 10% - much of this
achieved between early-September and mid-October.
A fuller review of 2014 with a comment on prospects in 2015 is available on our website in our report of
the 18th December titled ‘Challenges and opportunities for the Global economy and markets in 2015’.
Some of the key features driving the market neuroses of 2014 included military challenges in the Middle
East, Russia’s annexation of Crimea and the subsequent mutually-destructive imposition of sanctions by
the West, slowing economic growth in China and the Eurozone and falling commodity prices – particularly
for oil in the second half of the year. Overlaying all of this was growing speculation about how soon in
2015 the Federal Reserve Board and the Bank of England would begin to raise interest rates. On
occasions, it was particularly challenging to try to rationalise the rapidly-changing news landscape and
how markets and stocks should be expected to react. In this, Beaufort benefited from applying both
fundamental and technical research techniques in its assessments.
We enter 2015 with renewed concerns about the stability of the Eurozone as European Central Bank
President Mario Draghi struggles to introduce fuller quantitative easing in the face of German opposition
and as Greece edges towards a General Election on the 25th January which may prove inconclusive or
produce a majority for the anti-austerity party Syriza – neither option augurs well for investor confidence
as the country face huge debt repayments in the coming months. Continuing weakness in oil prices keeps
the pressure on the Russian economy although some stimulative benefits to other economies should be
expected to accrue. The failure in 2014 of Abenomics to engineer a sustained recovery in Japan has been
disappointing and creates concerns about the financial health of the world’s third largest economy.
In May, the United Kingdom faces a General Election which, given the recent ascendance of could-be
kingmaker minority political parties such as UKIP and the SNP, is too close to call although the prospect of
an uneasy coalition looks likely with the investment uncertainty this may bring. Currently, the consensus
for when interest rates will rise in the US and the UK is the middle of 2015 but the Central Banks are
unlikely to wish to risk jeopardising the recovery by moving too soon. After a year of near-13% gain in the
S&P 500 Index, the long-term technical view suggests that the index may be building up to peak and selloff in 2015 comparable to the falls of around 45% in 2000 and 2007. The possible trigger for this is far
from clear and may seem counterintuitive now given the strength of the US economy. Inevitably, if such a
move occurs it should be expected to have an impact on other global markets.
2014 began amid a wave of bullishness from many market observers. Unfortunately, after rising initially,
the FTSE 100 had fallen by over 4% by early-February after which the market provided a saga of
uncertainty and volatility for much of the year. Observers seem a little more cautious about 2015 in the
face of those obstacles that we already know about. Although the FTSE 100 peaked in mid-May, it has
evolved into a pronounced Bear phase since early-September. Investment timing will remain critically
important in 2015 for all investors but particularly for long-only investors if they are to benefit from rallies
rather than being able to pursue a strategy of buy-and-hold as in previous Bull phases. Undoubtedly, 2015
will bring opportunities. As in 2014, Beaufort aims to guide its clients towards them.
Mike Franklin, Chief Investment Strategist
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Our Equity Recommendations - January 2014
Market Movements for the year to 31st December 2014
Instrument
FTSE 100
FTSE All Share
FTSE 250
FTSE Aim All Share
Dow Jones Industrial Average
Nasdaq
CAC 40
Xetra Dax
Nikkei
Hang Seng
GOLD $
Oil Brent $ Feb

Value at close on 31/12/14
6,566.09
3,532.74
16,085.44
702.00
17,823.07
4,736.05
4,272.75
9,805.55
17,729.84
23,605.04
1,185.50
57.33

% Change since 31/12/13
-2.71%
-2.14%
+0.94%
-17.51%
+7.52%
+13.38%
-0.54%
+2.65%
+8.83%
+1.28%
-0.88%
-48.26%

As at Close on 31st December 2014

We recommended 11 stocks twelve months ago (click here to read our 9th January 2014 report). The table
below outlines the performance of the selections as at the Year End (31st December 2014).

Company Name
Avanti Communications
British American Tobacco
BG Group
BP
BT Group
Costain
Next
Parkmead
Pennon
SAB Miller
Whitbread

% Gain/Loss

Price
08/01/14 (p)
235.00
3,154.50
1,313.00
492.85
379.10
299.00
6,170.00
258.50
658.50
3,010.50
3,838.00

Price
31/12/2014 (p)
259.75
3,500.00
865.00
411.00
401.50
279.75
6,820.00
127.75
919.50
3,361.00
4,770.00

% Gain/(Loss)
+10.53
+10.95
-34.12
-16.61
+5.91
-6.44
+10.53
-50.58
+39.64
+11.64
+24.28

+0.52

Comment on the Results
The portfolio performance above may not be spectacular (particularly compared against the +24.9% gain
achieved by our Tips for 2013 as recorded at 31st December 2013), but against the context of the
benchmark FTSE-100 and FTSE All Share indices both ended the year lower than they started ending the
year in positive territory is no mean feat. Martin Waller of The Times published an article on 3 rd January
2015, I got my fingers burnt - and now I’m putting them in the fire again, in which he commented “there is
no point pretending that last year was anything other than disastrous for share tippers. A recent survey
found that four out of five active fund managers were under water.”
The figures quoted above do not take into account dividends and cash back to shareholders by way of
special dividends that may have been paid during the period.
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BG Group, BP and Parkmead have all suffered being oil related stocks as producers, explores and
developers. BG Group has had three profit warnings as well and BP still has the Gulf litigation claims as a
negative. There must be question marks over maintaining the dividends.
Parkmead, run by Mr Cross with a 20%+ stake is exposed to the North Sea, but well placed in a tough
environment with $49m cash against as at its year end. It is no consolation that I cannot recall any analyst
or oil expert predicting such a fall in the oil price, but will keep a watch on the sector. We maintain Buy
recommendations on the three at these levels, and whilst it may be a long game, consolidation and
rationalisation cannot be ruled out, as we may be witnessing in the case of Afren and indeed Ophir
Energy.
Of the successes, Whitbread continues to please as does Next, where its % rise excludes 3 x 50p per share
cash returns to shareholders (equivalent to a further 2.4% on its 10.53%) in addition to its normal
dividend in excess of a further 100p. Both are still on our Buy list.
Pennon has been due a re-rating for some time due to its strategic repositioning of Viridor from landfill to
its Energy Recovery (ERF) business. Anticipate ‘significant financial contribution in H2 2014/15’- (Company
interims, RNS of 28th November 2014). Despite the rerating we continue to have a Buy on the company,
although we would expect any bid talk to be over for now.
Harry Stevenson
Research Analyst
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Beaufort Securities’ Stock Pick for 2015
FTSE 100 Selections

BG Group (Retained)
Key Data
Recommendation:
Ticker:
Sector:

Speculative Buy
BG..L
Oil & Gas
Producers
Market:
FTSE 100
Market Cap:
£27,189m
Price:
800p
12 month High/Low: 1,355.5p/780.6p
Yield:
2.2%
P.E. Ratio:
20.93
P/E:
7.4x
Share price performance

BG is a proven industry-leading explorer
with a wide geological and technical
expertise with a unique LNG model and
in the latter case expects to be the
largest contracted supplier to China, the world’s fastest-growing
LNG market, by 2017. The strategy is focused on a portfolio of
10-15 high quality assets, many of which we believe are not
wholly understood by the market. The company actively
manages its portfolio to reinvest in growth and prioritises value
over growth. The company is focused on their major growth
projects in Australia and Brazil.
Unfortunately a series of trading issues have hurt the shares
along with the subsequent fall in the oil price. The hiring of the
new CEO highlighted an area of concern with corporate
governance issues over an excessive remuneration package,
which has subsequently been reduced. Whilst the new CEO,
Helge Lund, does not start as CEO until 2nd March 2015, he
boasts an impressive CV. Helge is currently the Chief Executive
Officer of Statoil, a $77 billion international energy company,
operating in 36 countries. Over the past 10 years, Helge has led
the transformation of the business into one of the world's
leading oil and gas companies.
Prior to his 10 years as CEO of Statoil, Helge served as the CEO of
Aker Kvaerner, an industrial conglomerate with operations in oil
and gas and shipbuilding. He previously also served in the roles
of Deputy CEO and Chief Financial Officer at the pharmaceutical
division of Hafslund Nycomed, an industrial conglomerate.
Brazil
BG group participate in 5 large pre-salt discoveries in the Santos
Basin - Lula, Iracema, Sapinoá, Iara and Carioca - and participate
as operator in 10 blocks in the Barreirinhas Basin. They have
invested US$5bn in Brazil's oil and gas sector since 1994 and
estimate that their activities will deliver 500,000 barrels of oil
equivalent per day by 2020. The potential value creation here is,
we believe not reflected in the share price.
In December 2014, BG Group announced a Declaration of
Commerciality (DOC) for the Iara area, to the Brazilian National
Agency of Petroleum, Natural Gas and Biofuels (ANP) for three
separate oil and gas accumulations in the Iara area, offshore
Brazil. As part of the DoC, the consortium has suggested that the
new fields be designated Berbigão, Sururu and Atapú West.
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All fields contain good quality oil, of approximately 24 to 30
degrees API. The DoC submission follows an exploration and
appraisal programme which began in 2008 and consisted of
acquiring 3D seismic data, drilling seven wells as well as
performing an extended well test. The encouraging results from
this programme continue to reinforce BG Group's view of gross
recoverable volumes in the BM-S-11 Iara area. The DoC
notification to the ANP includes the operator's estimates of total
recoverable volumes of the three accumulations.
The DoC is another major milestone in the first phase of
development of BG Group's significant interests in the region,
marking the start of the production period of the fields.
BG Group has a 25% interest in the BM-S-11 concession, offshore
Brazil (Petrobras, operator 65%, Petrogal 10%).
Egypt
The difficulties BG Group has experienced have been well noted
but in December 2014 there was welcome news. Following the
commitment from the Egyptian government to repay
outstanding debts to the energy industry, BG Group plc a world
leader in exploration and LNG, has received a further payment
equivalent to US$350 million. This reduces the company's
domestic receivables balance in Egypt to around US$920 million.
While the Group has been impacted by the reduction of LNG
exports from Egypt, the company continues to investigate
options for increasing the supply of gas and is working with the
government on resolving the outstanding receivable balance.
Australia
QGC, the Australian business of BG Group, is developing
Queensland Curtis LNG (QCLNG), which is scheduled to be the
world’s first project to turn gas from coal seams into liquefied
natural gas (LNG). QCLNG is one of Australia’s largest capital
infrastructure projects, involving US$20.4 billion of investment
from 2010 to 2014. The project will provide cleaner hydrocarbon
energy for export markets from 2014. The project involves
expanding production in the Surat Basin; building a 540kilometre pipeline network; and constructing a natural gas
liquefaction plant on Curtis Island, near Gladstone on the coast
of central Queensland. BG Group represents an excellent
investment at current levels.
In December 2014 the Company made two significant
announcements. Firstly it announced it has agreed to sell its
wholly-owned subsidiary QCLNG Pipeline Pty Ltd to APA Group
(ASX: APA), Australia's largest gas infrastructure business, for
approximately US$5.0 billion. The sale of this non-core
infrastructure is consistent with BG Group's strategy of actively
managing its global asset portfolio.
The pipeline was constructed between 2011 and 2014 and has a
current book value of US$1.6 billion. Tariffs payable on the
pipeline are set to provide a fixed rate of return on the asset
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base with the primary tariff components escalating annually with
US inflation indices. For the year ended 31 December 2016, the
pipeline tariff is expected to deliver to APA Group EBITDA of
approximately US$390 million.
Secondly, the Company announced that it has been loading the
first cargo of LNG from its Queensland Curtis LNG (QCLNG)
facility since 28 December. The vessel being loaded is the
Methane Rita Andrea.
The second cargo of LNG from the facility will be loaded onto the
Methane Mickie Harper which is expected in Gladstone in the
first week of January.
The project will expand further with the start-up of the second
train in the third quarter of 2015. At plateau production,
expected during 2016, QCLNG will have an output of around 8
million tonnes of LNG a year.
We are conscious of the underperformance of BG Group, but
believe to abandon the company as Brazil and LNG projects are
coming to production is foolhardy. Yes, there are still short term
risks, and the introduction of a new CEO can present potential
‘kitchen sink’ reactions. We are confident of the value of the
assets and the management of its non-core assets. We however
add it as a Speculative Buy in order to highlight the increased
risks of delivering what could be a valuable upside.
(Harry Stevenson)

British American Tobacco (Retained)
Key Data
Recommendation:
Buy
Ticker:
BATS.L
Sector:
Tobacco
Market:
FTSE 100
Market Cap:
£65,213m
Price:
3,522p
12 month High/Low: 3,806.5p/2,871p
Yield:
3.94%
P.E. Ratio:
17.37
P/E:
7.4x
Share price performance

In the face of original attacks and
major liability claims, particular
in the USA many years ago, BAT
has not only survived but grown
and believe will not only
continue to grow, but with exceptional cash flow will
enable share-buy backs to continue. BAT enjoys strong
brands, strong management, ongoing cost savings and an
enviable geographical spread, and in particular, its strong
emerging markets presence. With those strengths the
company deserves a premium to its peers. We are seduced
by the high dividend yield, EPS (underlying) growth, share
buyback and dividend growth. The Company’s own target
for EPS growth is high single digits, which in challenging
markets is to be envied. Recent currency has been negative
from the Ruble and other countries in Eastern Europe, but
mitigated from strength in the US $ and Indian Rupee. Buy
(HS)
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Vodafone Group (New)
Key Data
Recommendation:
Buy
Ticker:
VOD.L
Sector:
Mobile Telecoms
Market:
FTSE 100
Market Cap:
£60,030m
Price:
226.8p
12 month High/Low: 252.3p/179.1p
Yield:
4.62%
P.E. Ratio:
5.44
P/E:
7.4x
Share price performance

Vodafone Group PLC is engaged in
providing
voice
and
data
communications services for all
types of customers. The Company
has presence in Europe, the Middle
East, Africa, the Asia Pacific region and the United States.
Following the completion of the Verizon (VZ) disposal focus
now moves to Vodafone’s revenue performance.
As stated at the half year figures to 30th September 2014,
there are three priorities for the full year 2014/15:
Firstly deliver integration synergies from acquisitions:
Kabel Deutchland (KDG) - is on track; and at ONO,
integration has commenced);
Secondly Ensure Project Spring returns:
Vodafone’s UK 2G and 3G networks will be upgraded as
part of Project Spring and the Company firmly believe the
investment programme will eventually bear fruit. Indeed,
strong progress has been made, with capex to date £1.8bn
(76% mobile) and Europe high capacity backhaul 76% site.
On the retail side 26% of the retail sites upgraded. We see
significant growth in this project into 2016, with innovation
delivery with customers already beginning to notice the
difference.
Thirdly Emphasis on Cost Optimisation:
- with flat organic operating expenses at £5.2bn in H1
13/14 and same or H1 14/15
FY 14/15 net debt target remains c.£23bn
- Excluding VZ loan notes and further spectrum auctions
Post Project Spring capital intensity reverting to 13-14% of
annual revenue.
At the H1 stage company narrowed guidance for full year
14/15 (ex ONO) for EBITDA to the higher end of the
(narrower) range of £11.6-11.9bn, and positive Free cash
Flow after all capex.
With strong progress across the three main targets
together with a narrowed EBITDA rang, against a
competitive market with macroeconomic and regulatory
pressures and a healthy balance sheet we believe an
investment at these levels is compelling. Buy (HS)
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Whitbread (Retained)
Key Data
Recommendation:
Buy
Ticker:
WTB.L
Sector:
Travel & Leisure
Market:
FTSE 100
Market Cap:
£8,692m
Price:
4,774p
12 month High/Low: 4,805p/3,663p
Yield:
1.25%
P.E. Ratio:
26.16
P/E:
7.4x
Share price performance

Whitbread
recently
released
its
interim
management statement for the 13 weeks to 27th
November 2014. Total sales expanded 13.2%, with a likefor-like (LFL) growth of 6.4%. Costa led, with a total sales
rise of 17% and 5.2% on an LFL basis. Premier Inn sales
increased 15.4% with LFL sales widening by 8.5%. Hotels
and restaurant segment too contributed with a growth of
11% in total sales. Year-to-date total sales growth stood at
13% whereas the LFL sales were recorded at 6.7%. Premier
Inn reported a year to date rise of 14.9% in total sales and
Costa recorded a growth of 16.9%. In the year-to-date, the
company installed 623 Costa express machines and opened
2,177 UK rooms. The company remains on track to open
around 4,500 new Premier Inn UK rooms and around 230
net new Costa stores worldwide this year. The conclusion
of this expansion would take up the total capital
investment of the company to £575m for the year.
Separately, Whitbread announced that the head of its
restaurants and hotels business, Mr Patrick Dempsey,
would step down from his position on 28th February 2015
and would be replaced by Mr Paul Flaum, the head of
Whitbread’s restaurants business.
The upbeat trading statement instills confidence that
Whitbread is on track to achieve its 2018 milestones of
increasing the Premier Inn UK rooms to around 75,000 and
enhancing the global system sales for Costa to around
£2bn. The company has extensive expansion plans to open
new outlets and reinforce its workforce as its budget
friendly image bodes well for the customers in times of
economic uncertainty as shown by the encouraging
performance of the Premier Inn. Costa’s performance is an
indicator of how the company has successfully tapped the
UK’s coffee culture to enhance its business. The extensive
expansion plans are likely to bolster the top-line growth in
the medium term. Given the above and the company’s
undiminished reputation for dependable growth, we
reiterate a Buy rating. (HS)
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FTSE 250 Selections

Bovis Homes Group (New)
Key Data
Recommendation:
Ticker:
Sector:

Buy
BVS.L
Household Goods &
Home Construction
Market:
FTSE 250
Market Cap:
£1,097m
Price:
817.5p
12 month High/Low: 946p/717.4p
Yield:
1.22%
P.E. Ratio:
18.51
P/E:
7.4x
Share price performance

Beaufort
retains
its
overweight stance on both
the UK Building Materials
and Housebuildings sectors.
Good two year visibility and
low valuations for the
Housebuilders in particular
suggest that investors should ensure they have at least
some exposure. Of these, Bovis remains our pick, given its
continued discount to the peer group, its low PNAV
multiple and excellent strategic land holdings. The
business is also highly cash generative, meaning investors
should be able to collect healthy dividends during the year,
with its 2015 estimated yield approaching 4.5%
The UK Council of Mortgage Lenders’ annual forecast
(published in December) strongly supports this stance. It
forecasts a 7% increase in 2015 gross lending (to £222bn),
followed by 8% in the following year (to £240m). Although
slower than the near manic 17% seen during 2014, it
expresses of confidence amongst buyers in both the UK
economy in general and, more specifically, the longer-term
affordability of residential housing.
Group momentum is presently strong. Bovis itself has
recently confirmed that the Group anticipates a 30%
volume increase in 2015, with average selling prices up by
10%.
Taken together this is expected to spur an
improvement of 230bp on net profit margins which could
surpass 17.3% for the period. While the cost of raw
materials and labour costs are likely to match national price
rises, this is being offset by operational economies and
improved forward sales.
Based on a 2015E PER multiple of less than 8.5x, a P/TNAV
of 118 while operating at close to sector average net
margins, we see this virtually ungeared company sharply
narrowing its ROE gap (2015 14.3% vs. 17.2%) with its UK
peers in the coming year. We recommend the shares on
the basis of both undervaluation and prospective income.
Buy (HS)
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Greene King (New)
Key Data
Recommendation:
Buy
Ticker:
GNK.L
Sector:
Travel & Leisure
Market:
FTSE 250
Market Cap:
£1,685m
Price:
768p
12 month High/Low: 933.5p/712p
Yield:
3.51%
P.E. Ratio:
17.53
P/E:
7.4x
Share price performance

A
fully
integrated
brewer/pub operator, with
over 1400 tenanted and
leased pubs and 900
managed retail pubs. The
retail growth will come
from acquisitions, new builds and reverse transfers (from
the tenanted estate) as well as increasing the exposure to
the eating out market. Retail pubs include Hungry Horse,
Eating Inn and Old English Inns and Loch Fynne
Restaurants. In addition to those ‘Destination’ venues, the
company operates a Greene King branded ‘Local Pubs’
division. The brewery in Bury St Edmunds produces three of
the country's best-known cask ales: Greene King IPA, Old
Speckled Hen and Abbot Ale. In Scotland, the Belhaven
brewery in Dunbar produces some of the country's
favourite beers, including Belhaven Best, Scotland's no. 1
ale brand. We said last year that it had a good run, and we
say it again: quality integrated brewer, pub and restaurant
operator.
In November 2014, the Company announced an agreed
deal with Spirit Group. The Daily Telegraph recently
reported (3rd January 2015) that C&C Group was expected
to walk away from making a higher bid, leaving Greene King
to complete.
Greene King believes that the proposed acquisition of Spirit
represents a compelling opportunity to accelerate the
realisation of Greene King’s strategy by creating the UK’s
leading managed pub operator with significantly enhanced
quality and scale through a combined managed portfolio of
approximately 1,830 pubs. The Combined Group’s
managed business will operate a well-balanced, high
quality pub portfolio with industry-leading brands and
extensive national coverage, including a significant
presence in the attractive London and south east segment.
In addition, Greene King’s tenanted business will materially
benefit from the contribution of Spirit’s high quality leased
pubs and Greene King’s beer business will benefit from
additional routes to market for its industry-leading ale
brands.
We believe the shares are undervalued and trading at their
near low for the previous 52 weeks and should be bought.
Buy (HS)
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Melrose Industries (New)
Key Data
Recommendation:
Ticker:
Sector:

Buy
MRO.L
Industrial
Engineering
Market:
FTSE 250
Market Cap:
£2,856m
Price:
266.3p
12 month High/Low: 330.9p/234.5p
Yield:
2.89%
P.E. Ratio:
28.23
P/E:
7.4x
Share price performance

Melrose buys good manufacturing businesses with strong
fundamentals whose performance can be improved.
Melrose finances its acquisitions using a low level of
leverage, improves the businesses by a mixture of
investment and changed management focus, sells them
and returns the proceeds to shareholders.
Melrose is led by a management team which has a strong
track-record track-record in the successful implementation
of a disciplined strategy, which has seen the company grow
its market cap from £13 million since listing on the London
Stock Exchange in 2003, to over £4bn in 2013, with £3bn of
shareholder value created.
The management team has created substantial value for
shareholders, with an average annual return on investment
of 27%. Businesses in the portfolio benefit from substantial
investment and changed management focus in order to
improve operational performance and drive growth.
Melrose works with divisional managers to help improve
margins and generate sustainable cash flows and profitable
growth.
Businesses Owned
Elster is a world leader in measuring and improving the
flow of natural gas, electricity and water in more than 130
countries. With one of the most extensive installed revenue
measurement bases in the world and more than 200
million metering modules deployed over the course of the
last 10 years alone.
Revenues to 6 months to 30 June 2014 were £494m with
Operating Profit at £93m, + 10%.
Brush Turbogenerators is the world's largest independent
manufacturer of electricity generating equipment for the
power generation, industrial, oil & gas and offshore
sectors.
Other businesses owned include FKI, with many companies
within that group sold.
Dynacast and McKechnie were bought, improved and sold
in the case of Dynacast and the Aerospace and after market
of McKechnie sold, realizing in total nearly £500m.
We expect the businesses within the group to deliver 2014
year end with both margin and revenue upside in the Elster
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businesses but we look to 2015 for disposals, further
realising not only value, but further returns to
shareholders. We anticipate management to continue with
its next acquisition, and based on its track record we would
expect further value for shareholders in the future.
Following the sale of Bridon, management expects a return
to shareholders of approximately £200m in 2015.
Management should be backed based on an excellent track
record, with further potential in the medium and long
term. Buy (HS)

Poundland Group (New)
Key Data
Recommendation:
Sell
Ticker:
PLND.L
Sector:
General Retailers
Market:
FTSE 250
Market Cap:
£869m
Price:
347.7p
12 month High/Low: 401.5p/284.5p
Yield:
N/A
P.E. Ratio:
N/A
P/E:
7.4x
Share price performance

Poundland Group PLC is a
single price value general
merchandise retailer in
Europe. The Company operates a network of approximately
528 stores across the UK and Ireland.
The market appears to be convinced that the Poundland
story will run forever. The recent spike in the Group’s
share price has taken its rating to some 25x to 26x 2015
earnings – a multiple that suggests the Group operations
are both high-quality and defensible, while offering longterm visibility of earnings. The reality is that this is asking
just too much.
The simple fact is that the heavily populated ‘pound shop’
sector simple does not have a USP – a unique selling point.
Their business model is elementary to copy by both sole
traders and national chains. The fact is that High Street
space, most typically in third-tier and fourth-tier towns
across the UK (which is the pound shop’s natural home), is
in huge surplus. Routinely, new tenants can get 2 years
rent free just to move in. Stocking the shelves is
elementary too – pound shops all off the same produce –
confectionary, simple branded household and personal
consumables, bit of hardware, greetings cards etc. Bulk is
available for next day delivery from branded suppliers
through to international importers. Smaller operators do
not have the buying power of larger chain, but they also do
not have their overhead. It’s as simple as that.
Real life examples of this predicament are plentiful. A
single pound shop on the High street is full to bursting;
immediately a copy-cat outlet opens a few doors away, it is
anything but. The customer has absolutely no store loyalty
and only visits one single pound shop when visiting their
High Street. Just about all the true ‘plumb’ city centre
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locations across the UK now have one or more pound shop.
Every time there is a new opening in the same vicinity,
revenue per sq. ft. for existing outlets is hit hard.
Yet, almost in chorus, the larger chains are detailing
significant expansion plans for the next several years. It
has been estimated that by end-2018, there could be as
many as 7000 pound shops across the UK – that’s more
than twice the total number of Tesco outlets (big and
small).
There are only two UK quoted pound shops –
Poundland and B&M European Value; but there are many
other private players, including Poundworld, the 99p store,
Home Bargains, Poundstretcher, TJ Morris, G&B etc.,
before you even think about counting the hundreds of sole
traders also competing in the sector. This is so reminiscent
of what happened in the USA some 15 years ago – when
dollar stores first opened, quickly saturated, followed by
insolvencies and forced consolidation.
It is hard to imagine that a repeat of this will not be seen in
the UK over the next five or so years. Poundland generates
approximately 30% of its revenue and 50% of its EBITDA
during the Christmas quarter. If not this year, then most
certainly sometime during 2015, the market will become
aware that pound shop growth is getting harder to come by
and that earning visibility is starting to be undermined. At
this time, Poundland’s premium rating fails to reflect such
concerns. When it starts to, the shares will be hit hard.
Sell (Barry Gibb)
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FTSE AIM Selections

DekelOil Public Limited (New)
Key Data
Recommendation:
Speculative Buy
Ticker:
DKL.L
Sector:
Food Producers
Market:
FTSE AIM
Market Cap:
£16.46m
Price:
1.08p
12 month High/Low: 1.9p/0.875p
Yield:
N/A
P.E. Ratio:
N/A
P/E:
7.4x
Share price performance

DekelOil Public Ltd is the
operator of DekelOil Cote
D'Ivoire SA. It is engaged in
developing and cultivating palm oil plantations in Cote
d'Iloire for the purpose of producing and marketing crude
palm oil.
DekelOil announced that Biopalm Energy Ltd, its joint
venture partner in the Ayenouan palm oil project, has
agreed to put €1.2m into the business to maintain its 49%
share in the project. DekelOil has been making huge
investments in the Ayenouan palm oil project, specifically
with regards to planting company-owned estates and the
on-going roll out of logistics hubs. Fruit produced from these
company-owned plantations would provide an additional
source of feedstock for the company’s Crude Palm Oil (CPO)
extraction mill, which is touted to be one of largest CPO mills
in West Africa. DekelOil further informed that Biopalm may
match its investment in the new kernel crushing plant at
Ayenouan. DekelOil is the 51% owner of the vertically
integrated Ayenouan palm oil project in Côte d’Ivoire.
The company also announced in December 2014 an update
on its logistics operations at its project in Ayanouan, Côte
d’Ivoire, which includes a 60t/hr Crude Palm Oil (CPO)
extraction mill, one of West Africa’s largest. This update is in
line with the Company’s strategy to increase CPO production
at the recently commissioned Mill towards its 70,000 tonnes
per annum capacity.
A key part of the Company’s logistics strategy is the
establishment of a series of hubs surrounding the Mill to
facilitate the collection of higher quantities of fruit
harvested. Two hubs are fully operational and continue to
gain traction among local smallholders.
A third hub site is expected to be operational in time for the
next peak harvesting season - suitable location has been
secured and is under construction. The Company is looking
to procure and establish a fourth hub site by March 2015.
Expansion of company-owned truck fleet to 24 from nine to
operate alongside local truck contractors and a new office at
Mill site has opened providing a centralised headquarters for
the Company in Ayanouan.
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The Company also announced CPO production at the Mill is
in line with management’s expectations and that a
production update covering the Mill’s first year of
operations will be issued in January 2015.
Finally DekelOil has began supplying crude palm oil to
Société d’Investissement pour l’Agriculture Tropicale (SIAT),
an agro-industrial group of companies. DekelOil mentioned
that it was selling to SIAT at the factory gate, which is at a
premium of 10% to the CIF Rotterdam crude palm oil price.
The Company now has four sales partners in place in line
with its strategy to diversify its customer base. Notably, this
supply arrangement with SIAT will see the Company's first
sales for export and accordingly, two shipments have been
successfully completed.
Conclusion
The implementation of a comprehensive infrastructure
framework that connects local farmers to the Mill will
ensure a seamless and constant supply of fruit, delivered for
processing during the two peak harvesting seasons in the
Côte d'Ivoire. With four hubs due to be operational in time
for March when the next peak season commences,
combined with the expanded truck fleet, the company is
highly confident that the year ahead will see a significant
increase in CPO production volumes at the Mill.
We assign a Speculative Buy and regard the Company as
significantly undervalued. (HS)
Beaufort Securities acts as corporate broker to DekelOil
Public Limited
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Fox Marble Holdings (New)
Key Data
Recommendation:
Speculative Buy
Ticker:
FOX.L
Sector:
Mining
Market:
FTSE AIM
Market Cap:
£27.9m
Price:
19.5p
12 month High/Low: 26.08p/15.05p
Yield:
N/A
P.E. Ratio
N/A
P/E:
7.4x
Share price performance

Fox Marble Holdings is
engaged in the exploitation
of quarry reserves in the
Republic of Kosovo and the
company makes for a
compelling
investment
case. The concentration
amongst mineral producers forced by international giants
over the past 20 years or so has somehow passed the sector
of dimensional stone (in this case marble and granite)
miners by, to the extent that Fox Marble is presently the
only dedicated vehicle quoted on an international stock
exchange. Yet worldwide trade is estimated to be worth in
excess of US$15bn annually, with an outlook for
uninterrupted, long-term demand growth in a stable and
progressive pricing environment.
The fact that marble and granite cannot simply be
commoditised into a standard, uniform resource, that its
output quality varies significantly, while value is added
through expert finishing with demand driven by both
economics and fashion, means that production remains
something of a cottage industry. Yet, its open pit extraction
and processing remains elementary, yields are high and
resource concentration in certain locations (most
particularly where Fox Marble itself quarries) is huge.
Indeed, Fox’s exceptional high grade resource (on surface
while remaining open at depth) effectively provides infinite
supply and will be seen to place it, almost uniquely, as
wholesale supplier of choice for giant international prestige
construction projects (corporate headquarters etc.) that
require literally hundreds of square metres of perfect,
unblemished stone. 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. With the number of quarries in
production rising to six early in 2015, volume shipments
already underway, long-term offtake agreements in place
with exceptional interest being express from major buyers
around the globe, visibility is particularly high. The strategic
Sivec marble acquisitions announced in the summer simply
reinforces the Group’s strategic position still further.
With a strong, cash-rich balance sheet and production
expected to ramp up sharply over the next six months,
visibility for 2015 outlook appears solid enough for the
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Group to even hint at paying out a maiden dividend.
Adopting various cautionary assumptions into its DCF model,
Beaufort’s newly revised NPV10% calculation for Fox Marble
produces a valuation of €173m, whilst retaining obvious
gearing to the upside. Beaufort rates Fox Marble as a
Speculative Buy. (BG)
Beaufort Securities acts as corporate broker to Fox Marble
Holdings plc
Sources: FT.com, The Economist, ProQuote, Bloomberg, Sunday Times, Sunday Telegraph. Daily Telegraph, The
th
Times, Evening Standard, Company Websites. Share prices quoted correct as at the close on 12 January 2015.
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Recommendations
During the three months to end-December 2014, the number of stocks on which Beaufort Securities has published recommendations was 259,
and the recommendations were as follows: Buy - 76; Speculative Buy - 165; Hold - 17; Sell - 1.
Full definitions of the recommendations used by Beaufort Securities in its publications and their respective meanings can be found on our website
here.
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