
 Market View       Analyst : Stephen Taylor 
 

European equity markets are slightly lower this morning following mixed closes in Asia overnight. After the 
US market closed last night Alcoa reported fourth quarter results, the first Dow Jones component . While 
revenue was well ahead of expectations, earnings disappointed following higher energy costs and unfa-
vourable currency effects. Its shares declined by 5% after hours. While the bottom line was disappointing 
we are encouraged by the strong revenue performance and in particular the company’s positive comments 
in relation to emerging markets. In the UK the RICS house price survey released this morning was also a 
slight disappointment falling month on month and also missing expectations. Persimmon remains our pre-
ferred UK house builder given its strong balance sheet & land bank. While the UK consumer has shown 
signs of strength and mortgage approvals are slowly beginning to rise, we do see some risk to a slight dip 
in the UK housing market in the second half of the year as the fiscal position in the economy becomes 
more difficult. As for today it is relatively quiet on the economic front with trade figures out of both the UK 
and US due for release before the US market opens.   
 
 
 
 
 

Tesco : Buy     Yesterday’s Close  417p      Pr ice Target : 465p    Analyst : Stephen Taylor 
 
 
 
 
 
 
 
 
 
 

Tesco this morning issued a strong trading statement covering its Christmas period. UK same-store sales 
increased by 4.9% well ahead of analyst expectations of 3%. The group pointed out that its ‘Finest’ range 
saw strong growth over the period and also noted that it had been its best Christmas period in three years. 
Internationals sales for the group increased by 4.1%. Like for like sales in Asia, Europe and the US contin-
ued the improving trend that the company saw in the third quarter.  Tesco remains our preferred UK retail-
ers as its benefits from its low cost product offering in addition to its international exposure with an increas-
ing focus on emerging markets. We also see the potential for its banking arm to grow over the coming 
years given the brand loyalty associated with the company.  
 
 
 
 
 
 
 
 
 
 

Cadbury/Kraft Merger               Analyst : Edward Keeling 

 
 
 
 
 
 
 
 
 
 

Cadbury has this morning published its second response document following the updated offer from Kraft 
foods on December 4th 2009. Cadbury’s board has unanimously rejected Kraft’s offer and continues to 
recommend that shareholders take no action in relation to it. It believes Kraft’s offer undervalues the Cad-
burys with the offer price valuing it at 12 times 2009 EBITDA, lower than any other comparable transaction 
in the sector. Cadbury have also indicated that since Kraft’s approach, Cadbury’s value has risen further. 
In conjunction with this announcement Cadbury has also provided a trading update. It has indicated that its 
2009 performance is well ahead of market expectations, driven by strong growth in the fourth quarter. 
There was a 6% base revenue growth for the second half of the year and its full year dividend growth is 
expected to be 10%. Looking forward into 2010, its targeting revenue growth within its 5-7% range as it 
drives to achieve mid-teen margins by 2011.  
 
 
 
 
 
 
 
 
 

Bank of I reland EGM              Analyst : Oliver Gilvarry 

 
 
 
 
 
 
 
 

Bank of Ireland (BOI) holds its Extraordinary General Court (EGC) today where it will have four resolutions 
to put before shareholders. The most important relates to allowing the group to apply to become a Partici-
pating institution in NAMA and to carry out all actions this will entail. Another resolution relates to changing 
the requirems a number of votes to pass for certain resolutions to a simple majority rather than the current 
75% in favour. The remaining resolutions relate to the notice period for calling an EGC from 21 days to 14 
days. We don’t expect any surprises at the EGC, as any statements will provide nothing new. The positive 
from the meeting will be that NAMA continues to move along with the first loans to begin moving by the 
middle of February. There are also reports this morning that BOI will issue � 1bn debt under the Eligible 
Liabilities Guarantee (ELG). This will be the second issuance under the scheme following Irish Life and 
Permanent’s USD issue last week.  
 
 
 
 
 
 

US Economy : Government considers new financial levy          Analyst : Oliver Gilvarry 

 
 
 
 
 

 
 

The US Government is reported to be considering a new tax or levy on the financial system to help cut the 
Federal Deficit and recoup part of the cost of the bailout of the US financial system. The imposition of such 
a tax would be negative for US banks, but already there is comments that is would be very difficult to im-
pose. This can be seen in the UK where the Government there is struggling to make a tax of 50% on bank 
employee bonuses over £25k work. No details have been provided on how the tax or levy would be struc-
tured, but it will not include any tax on Wall Street bonuses or financial services transactions. We see it as 
very difficult to impose such a tax on US banks as they will find ways to avoid or reduce the burden of the 
tax as we have seen occur in the UK.   
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Tullow Oil is an oil and gas exploration company with operations in Europe, Africa, South America and Asia. The company is 
headquartered in London and produced over 55,000 barrels of oil equivalent per day in 2008. The group has over 85 licences in 
22 countries with exploration mainly focused on its African assets. This note outlines our investment thesis on Tullow Oil, covering 
the macro economic fundamentals affecting the stock, the major sector trends within the upstream oil & gas complex and the 
method we have utilised to ascertain our price target. In addition to this, we have included a technical strategy on page three 
which we feel will facilitate more effective trading of Tullow Oil from a risk management perspective.  
 
Investment Thesis Overview 
 
·  Tullow Oil’s exploration & appraisal portfolio remains one of the most exciting in the sector with a busy 2010 drilling schedule 

set to provide the required catalysts to push the stock higher.   
·  Upstream oil companies like Tullow Oil offer the best value in 2010 as supply and demand fundamentals confine oil prices to 

a $70-$90 range.  
·  The reopening of credit markets will benefit Tullow Oil as larger oil players renew their pursuit of suitable oil sources. Recent 

M&A activity underscores this trend with high quality assets like Tullow Oil’s African projects obvious targets.  
·  Tullow Oil commands an industry leading exploration success rate which we believe justifies the company trading at a pre-

mium to NAV.  
·  Balance sheet strength and secure capital expenditure financing will allow Tullow Oil to pursue its exploration & appraisal 

projects without interruption . 
 
Production and Exploration Asset Quality 
 
Tullow Oil continues to hold one of the most attractive exploration and appraisal (E&A) portfolios within the sector. The primary 
focus of the company’s E&A operations centres around two regions in Africa with the most successful project to date being the 
Jubilee field located off the coast of Ghana. Jubilee is expected to reach production capability by the end of 2010 unlocking the 
first portion of the estimated 1.7 billion barrels which the field is expected to produce. These production revenues will make Tullow 
Oil’s P/E valuation more reasonable and will enhance the company’s future exploration & appraisal projects by providing another 
source of finance. Furthermore this area still offers E&A upside with Tullow Oil due to finish work on the satellite fields of Twene-
boa and Odum in 2010.  

Outside of Jubilee, Tullow Oil is in possession of a number of high impact drilling licences which were derisked earlier this year 
when the successful Venus B-1 drill in Sierra Leone coastal waters confirmed the potential existence of a petroleum system that 
stretches 1,100km from the Venus well to the Jubilee field. The new formation has been named West African Transform Margin 
(WATM) and a number of Tullow Oil’s 2010 drills are scheduled in this area thus providing important catalysts. Other Tullow Oil 
2010 exploration opportunities include the company’s assets in South America which have shown potential recently and Tullow 
Oil’s Ugandan licences which have not been derisked fully yet. Tullow Oil’s drilling schedule as at half year is displayed below. 
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Price Target : 1450p  
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West Africa Transform Margin (WATM) 

 



Oil Industry Fundamentals 
 
World oil prices will obviously have an impact on the future prospects of Tullow Oil and consequently we have integrated our 
house view on the commodity into our analysis of Tullow Oil. At Dolmen, we believe that the price of a barrel of oil will rise over 
2010 and 2011. However, it is also our opinion that the commodity’s 2010 upside potential will be limited by high OECD invento-
ries (Chart 2.1) & mixed supply & demand fundamentals (Chart 2.2). We do acknowledge that expanding emerging market de-
mand will offset some of the weakness that we have seen in developed economies but we do not believe that it will be enough to 
push oil above $90 for a sustained period next year. The implication of this analysis is that we prefer upstream oil and gas assets 
like Tullow Oil over larger integrated options which are more dependent on rising oil prices.   

Tullow Oil 
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M&A Activity 
 
The quality of Tullow Oil’s assets has recently been reinforced by merger & acquisition activity surrounding a number of its li-
cences. For instance last month we saw further developments in relation to a bid by Eni for a 50% share in two Ugandan licences 
in which Tullow Oil also has a 50% stake. This bid follows a separate approach by BP and Exxon Mobil in Autumn for another 
licence in which Tullow Oil holds a significant share. In addition to this, earlier this year Tullow Oil successfully completed the sale 
of a 25% stake in one of its licences to Total in French Guiana and the company is currently concluding a farm out process on 
some of its Ugandan licences. All of these examples are symptomatic of a trend developing within the sector whereby the reopen-
ing of credit markets has allowed SuperMajors like BP & Exxon Mobil to renew their pursuit of assets that will ensure their produc-
tion requirements into the future. This trend is being accentuated by the emergence of state owned oil companies who are also 
looking to secure viable energy sources with assets like Tullow Oil’s Ugandan and Ghanaian discoveries prime targets. The re-
gion’s growing stability is an added boon especially when you consider the issues oil and gas companies have experienced re-
cently in Columbia & Russia.  
 
Project Delivery & Balance Sheet Capabilities  
 
The primary reason for Tullow Oil’s impressive performance has been its unmatched exploration success rate. The company has 
delivered on 80+% of its drills in 2009 by harnessing its own in house E&A expertise alongside its drilling partners skillsets. We do 
acknowledge that a more modest success rate is probably a more realistic outcome in the future however we believe that the 
company’s acquired knowledge should not be overlooked. Tullow Oil’s successful placing in 2009 has left the company with a 
relatively low gearing. In its most recent interim management statement, the company reported that net debt stood at a £664mln 
which equates to a 6% debt to market capitalisation as at 4th of January 2010. This lack of leverage means that Tullow Oil will be 
able to complete its drilling schedule without the need for additional capital. It will also afford Tullow Oil the option of exploring 
other capital expenditure projects and will act as a buffer should the macro environment turn sour once again. 
 
Valuation 
 
We continue to recommend Tullow Oil at these levels and have placed a 1450p price target on the London listed oil and gas ex-
plorer. This is based off Tullow Oil’s trading at a premium to consensus NAV which currently stands at just over 1330p. We attrib-
ute this premium to the following factors: Firstly, we believe that Tullow Oil’s portfolio still holds meaningful upside which stems 
from the company’s project delivery and the quality of the E&A assets within the portfolio. Secondly, a proportion of the premium 
reflects what we believe is a realistic chance of a outright bid for the company. Failing this, we feel that Tullow Oil’s licences will at 
least attract partial M&A interest via direct bids for specific licences. Finally, we do acknowledge that the materialisation of our 
price target will be predicated on continued drilling success and should the initial high impacts drills prove unsuccessful we will be 
forced to reassess our valuation.  

Source : OPEC Source : US Department of Energy 
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Tullow Oil 

Technical Strategy 
 

      
 

 

Technical Strategy 
 
·  Tullow’s long term uptrend continues to dominate, and shows no signs of failure as the stock has broken above prior 

near term range resistance at 1300p. Note that this 1300p level acts as support. 
 
·  Due to the fact that the price is trading at all time highs, one must use Fibonacci projection levels to derive next upside 

resistance.  
 
·  Doing this we see that next resistance lies at 1389p (61.8% Fibo) and resistance after that lies at 1478p (76.4% Fibo). 
 
·  The latter level of 1478p is our current technical target for the medium term, but ultimately over the long term we see the 

current uptrend continuing to drive Tullow higher to 1620p over the next 12 months – which is the stock’s 100% range 
projection level. 
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Date Company Region Event Date Event Region Estimate

12/01/2010 Deutsche Lufthansa AG DE TRAFFIC 12/01/2010 BRC December Retail Sales Monitor UK
12/01/2010 Metro AG DE TRADE 12/01/2010 RICS House Price Balance UK - -
12/01/2010 SAS AB SE TRAFFIC 12/01/2010 Total Trade Balance (GBP/Mln) UK - -
12/01/2010 Debenhams Plc GB TRADE 12/01/2010 DCLG UK House Prices (YoY) UK - -
12/01/2010 Xyratex Ltd GB Q4 12/01/2010 Trade Balance US -$35.0B
12/01/2010 Signet Group PLC GB TRADE 12/01/2010 ABC Consumer Confidence US - -
12/01/2010 Bank of Ireland IE EGM 13/01/2010 GDP (Annual Growth Rate) GE - -
12/01/2010 Linear Tech. US Q2 13/01/2010 Industrial Production (MoM) UK - -
12/01/2010 Supervalu US Q3 13/01/2010 Euro-Zone Ind. Prod. sa (MoM) EC - -
13/01/2010 Game Group PLC GB TRADE 13/01/2010 MBA Mortgage Applications US - -
13/01/2010 Ashmore Group Ltd GB Q2 TRADE 13/01/2010 Monthly Budget Statement US -$66.5B
13/01/2010 SIG PLC GB TRADE 13/01/2010 Fed©s Beige Book US - -
13/01/2010 Reed Elsevier PLC GB EGM 14/01/2010 Consumer Price Index (MoM) GE - -
14/01/2010 Pernod Ricard SA FR TRADE 14/01/2010 ECB Announces Interest Rates EC 1.00%
14/01/2010 Carrefour SA FR Q4 SALES 14/01/2010 Import Price Index (MoM) US -0.10%
14/01/2010 Barratt Developments PLC GB TRADE 14/01/2010 Advance Retail Sales US 0.40%
14/01/2010 Halfords Group Plc GB Q3 TRADE 14/01/2010 Initial Jobless Claims US - -

14/01/2010 HMV Group PLC GB TRADE 14/01/2010 Business Inventories US 0.00%

14/01/2010 Home Retail Group plc GB TRADE 15/01/2010 Euro-Zone CPI (MoM) EC - -

14/01/2010 Misys PLC GB INTERIM 15/01/2010 Euro-Zone Trade Balance EC - -

14/01/2010 Mothercare PLC GB Q3 TRADE 15/01/2010 Consumer Price Index (MoM) US 0.20%

14/01/2010 Premier Foods Plc GB TRADE 15/01/2010 Empire Manufacturing US 10.00
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