
 Market View            Analyst: Stephen Taylor 

European equity markets have opened higher this morning marking their 7th straight day of advances. Posi-
tive earnings results have been the key catalyst to get markets moving higher again and that trend contin-
ued overnight with Intel reporting blowout second quarter earnings and issuing better than expected guid-
ance for its third quarter. In addition, Expeditors International that provides air and ocean cargo services 
also pre released earnings that were well ahead of expectations after the US market closed. The company 
also signalled that it had experienced a ‘very’ significant year over year volume increases in both air freight 
and ocean freight business. With Intel and Expeditors both cyclical in nature adding to BMW’s raise of 
earnings guidance yesterday we take all results as a positive read across for the global economic picture. 
The results should provide comfort to investors that we are not facing into a double dip scenario in the 
global economy that has gained a lot of coverage lately. As for today it is relatively quite on the corporate 
front as we await further earnings over the coming days including; Google, JPMorgan and General Electric. 
On the macroeconomic front, UK unemployment data will be closely watched with the unemployment rate 
expected to stay static at 7.9%. In the US retail sales figures will also be in focus with the headline figure 
expected to show a month on month decline for June of -0.3%. Also key will be minutes from the FOMC’s 
last interest rate decision. Given economic data had been relatively weak over the period in particularl 
housing, we anticipate a relatively dovish statement from the Fed.  
  
 
 
 
 

Intel: Buy  Previous Close $21.01           Target $25.00           Analyst Stephen Taylor 
 
 
 
 
 
 
 
 

Last night Intel reported a strong set of second quarter earnings and issued an upbeat outlook signalling 
that it was seeing a resurgence in corporate spending. Intel reported EPS of $0.51 well ahead of market 
expectations of $0.43. Revenue increased by 34% to $10.8bn also well ahead of analyst estimates of 
$10.3bn. For the third quarter Intel expects sales to rise to $11.6bn + or - $400m compared to consensus 
estimates of $10.9bn. In addition, Intel anticipates gross margin, a key profitability measure, will be c. 67% 
for the quarter. Intel raised its full year gross margin forecast to 66% from 64%. Intel indicated that all of its 
geographies were performing strong and that corporate customers are beginning to replace their old desk-
top and notebook machines. In addition demand for servers is strong with corporates and internet providers 
increasing data capacity. We take this as a significant positive read through for Microsoft as corporates are 
clearly beginning to upgrade PCs and will likely have added Microsoft’s new products. We reiterate both of 
our buy ratings on Intel and Microsoft.  
 
 
 
 
 
 
 
 

Glanbia: Neutral            Previous Close � 3.12                       Analyst Oliver Gilvarry 

 
 
Glanbia has released a trading statement this morning. The group is on track for a very strong first half 
performance relative to 2009. This can be largely explained by a return to profitability of Irish Dairy Ingredi-
ents, which was loss making in the first half of 2009. This business has benefited from a sustained im-
provement in global dairy markets throughout the first six months of 2010. Consumer Products had a very 
tough first half in 2010. The Irish retail environment continues to be extremely competitive and operating 
margins in this business in the first half were impacted by higher milk costs and the effects of price reduc-
tions implemented at wholesale level in the second half of 2009. Implementation of the 2010 rationalisation 
programme across the Dairy Ireland businesses continues to plan. In its US Cheese and Global Nutrition-
als division, positive market trends continue. Demand for US cheese remains robust and markets were 
higher relative to 2009. Global Nutritionals had a very good first half with strong organic growth across all 
business segments. Operating margins for Global Nutritionals remain resilient, particularly in the context of 
ongoing investment in developing the Performance Nutrition brands. Overall, the Group is trading in line 
with expectations. Glanbia will announce its half year results on 25 August 2010. 
 
 
 
 
 

Persimmon: Buy         Previous Close 399p        Target 560p            Analyst Stephen Taylor 

 
 
 
 
 
 
 
 

Barratt Developments has issued a trading update for the twelve months to 30 June 2010 and profitability 
for the period is above management expectations. There has been an increase in the average selling price 
(ASP) primarily due to a significant change in product mix, with houses representing 60% of completions in 
the year versus 46% in the prior year. In addition, the group has seen an improvement in underlying selling 
prices. For the twelve months, ASP increased by around 11% to c. £174k, up from £157k in 2009. In the 
second half, ASP increased by around 18% on the prior year equivalent period to c. £181k. The group 
remains focused on optimising the ASP and feels it can achieve this by not seeking volume growth that 
could impact margins. Operating profit for the twelve months to 30 June 2010 is expected to be at least 
£85m up from £34.2m in 2009. The group©s operating margin for the twelve months to 30 June 2010 is 
expected to be at least 4%, up from 1.5% in the prior year. Going forward management remain cautious 
and has said the outlook for the new housing market in the UK is likely to remain challenging as a result of 
continued constraints on the availability of mortgage finance and overall economic concerns. Nonetheless 
this is a encouraging update and provides a positive read across for our preferred UK housebuilder Persim-
mon.   
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C&C: Buy             Previous Close � 3.30            Target � 3.90          Analyst Edward Keeling 

 
 
 

JD Wetherspoon, the UK pub group announced a trading statement this morning. For the 11 weeks to 11th 
July 2010, like-for-like sales increased by 1%. Total company sales over the same period increased by 
5.8%. In terms of outlook, sales, profit and cashflow continue to be resilient and the performance of its 
recently opened pubs is encouraging. In addition the group believes there are substantial opportunities to 
acquire sites at reasonable prices. The company is confident of a resilient performance for the next finan-
cial year. 

Wednesday 21st October 2009   
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Previous Close: 1150p                     Price Target: 1470p  
        

Fig 1.1 Tullow Oil Production Profile 
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Descriptive Stats

Price 1150p

Target 1470p

52 Week High 1375p

52 Week Low 843p

Shares Outstanding 887mln

Market Cap £10.1bn

Beta 1.22

Largest Shareholders %

Blackrock 12%

Prudential 8%

IFG INTL 4%

Legal & General 4%

Blackrock Group 2%

Introduction 
We continue to rate Tullow Oil as a buy maintaining our price 
target of 1470p. The market’s focus has returned to the explorer 
as the company released a trading update, received positive 
news relating to its development of its Uganda licences and 
hosted an analyst conference in Ghana. This note provides a 
brief overview of these events and outlines our investment thesis 
for the stock again. 
 
Trading and Operational Update 
On July 6th, Tullow Oil released a trading statement in respect of 
the first half of 2010 ahead of the group’s half yearly results 
which are expected on the 25th of August. The release also in-
cluded an operational update relating to the company’s produc-
tion, development and exploration activities.  The highlights were 
as follows: 
 
·  First oil from Jubilee remains on track for November or De-

cember of this year. A slight disappointment was that capital 
expenditure for the project will now be higher than an antici-
pated however, management guided that the additional 
spend will not exceed 10% of the original budget ($3.2bn). 

 
·  At the time of the release, approval from the Ugandan Gov-

ernment on the sale of Heritage Oil’s assets in Uganda to 
Tullow Oil was imminent. Confirmation of this approval was 
announced shortly after the release which means that Tul-
low Oil can now accelerate its farm down of its interests in 
Lake Albert to CNOOC and Total. Details on this deal are 
expected to be released over the coming fortnight. 

 
·  The statement provided an updated drilling and appraisal 

program for the second half of 2010. The schedule includes 
a number of high impact wells that could potentially unlock 
significant upside in the company’s NAV. 

 
·  Half year production came in at 55,800 barrels of oil per day 

(bopd). This was marginally better than the explorer was 
expecting and as a result Tullow Oil have moved up and 
tightened in its full year production estimate to 56,000-
57,000 barrels of oil. These figures do not take account any 
Jubilee production which is believed to begin in Q4. Figure 
1.1 highlights the impact of the Jubilee ramp up. 

 
·  Net debt at the end of the period fell to $200mln from 

$1.2bln. This reflects the placing Tullow Oil successfully 
completed at the start of 2010 when it issued approximately 
80million new shares at a price of 1150p, raising gross pro-
ceeds of £925mln. 

 
·  Capital expenditure in the period amounted to $600mln with 

the full year budget forecasted to be $1,500mln. 
 
·  Finally, Tullow Oil announced a low impact drilling success 

in Pakistan. This result is immaterial to NAV valuation met-
rics (less than 10p). 

 

Metrics 2010 2011

EPS 0.101 0.38

P/E 113x 30x

DPS 0.062 0.065

Div Yield 0.54% 0.57%

Sales £685mln £1280mln



 
  

 
 
 
 
 
 
 

 
 
 
 
 

Tullow Oil 
 

        

 
Trading and Operational Update Continued 
 
From an operational perspective, Tullow Oil’s trading update 
yielded few surprises. Production was slightly better than antici-
pated and the key financial metrics like net debt and capital ex-
penditure were inline with guidance and expectations. The most 
pertinent new information came in the form of the Ugandan’s 
Government announcement as it has the potential to unlock 
some of the upside in Tullow Oil’s African portfolio.  
 
Progress in Uganda  
 
As mentioned above the Ugandan Government announced to  
Heritage Oil that it had approved its sale of its 50% interest in 
blocks 1 and 3A to Tullow Oil. The completion of this transaction 
had been slowed down by a tax dispute between the Govern-
ment and Heritage Oil. It should be noted that issue is still out-
standing, nonetheless, news of the approval is a positive for 
Tullow Oil as it means that it can begin its farmout to Total and 
CNOOC once it finalises its transaction with Heritage Oil. 
 
This issue has been ongoing ever since Tullow Oil announced 
that it would pre-empt Eni’s bid for the in two licences in Q1 of 
this year. Heritage Oil had agreed to the sell their stakes to Eni 
for a total consideration of $1.5bn. In response to this, Tullow Oil 
announced that it had activated predefined clauses within the 
original licences and subsequently successfully lobbied the 
Ugandan Government’s approval to secure the deal. Following 
the pre-emption, the Ugandans reviewed presentations by Total 
and CNOCC on the development of the resources that have 
since received approval. Tullow Oil is now set to farmout 66.66% 
of blocks 1, 2 and 3A (Figure 2.1) which will result in an equal 
weight, three way partnership between the two International Oil 
Companies (IOCs) and Tullow Oil.  
 
It is estimated that the total consideration accruing to Tullow Oil 
following the two transactions will be $1.4bn ($2.9bn less the 
$1.5bn for the Heritage Oil’s licenses). This figure may be 
slightly larger in cash terms as $150mln of the consideration due 
to Heritage could also be paid in assets. The excess cash that 
Tullow Oil will net as result of the transactions will more than 
likely be set aside to develop the basin itself. At its March up-
date, Tullow Oil provided an estimated schedule for this develop-
ment with first oil expected to be produced as early as 2014. The 
combined production capability of these fields have been fore-
casted at 200,000bopd however, given recent comments made 
by management, there appears to be scope for these estimates 
to be moved upwards. 
 
Although it is difficult to fully asses the long term value of the 
farm-out without seeing the development plan, we are still happy 
with the recent progress being made and are confident that a 
three way split will benefit Tullow Oil given the company’s rela-
tively limited production knowledge. We also believe that the 
experience the company has gained in the development of Jubi-
lee field will transfer to this development program. 
 
Ghana Analyst Event  
 
Tullow Oil hosted a 3 day analyst event in Ghana at the start of 
July. The event included a tour of the facilities in the area, meet-
ings with local officials and a presentation on the development  
 

 

Figure 2.1 Uganda’s Lake Albert 

Source: Company Website 

Source: Company Website 

Commitment to offshore drilling infrastructure Q2 2010

Acclerated exploration and appraisal programme Q2 2010

Deliver basinwide development plan end Q2010

First commercial gas production - Nzizi Field Q4 2011

First commercial oil production - Kasamene Field Q4 2011

First locally refined oil products 2013/14

Greater than 200,000 bopd and export pipeline 2014/15

Figure 2.2 Lake Albert Projected Timeline 

Figure 2.3 Cross Section of Offshore Ghana 

Source: Company Website 



 
  

 
 
 
 
 
 
 

Ghana Analyst Event Continued 
 
and exploration of Tullow Oil’s Ghanaian licences. After reviewing the presentation which was made in Ghana and combining it 
with the latest information released at the trading update, there are a number of wells that will be drilled in the second half of the 
year which we have identified as critical to unlocking further value in Tullow Oil portfolio. Crucially, these two events also recon-
firmed the busy drilling schedule set out for H2 at the company’s last update. The schedule (displayed in figure 3.1) includes 15 
exploration and appraisal wells in Uganda and Ghana and 7 wells outside of the Uganda and Ghana. Some of the ex-Uganda/
Ghana prospects will not be drilled until the first half of 2011 but the schedule does illustrate the exploration upside still remaining 
in Tullow Oil’s portfolio. 
 
In Ghana, Owo is the key well in the short term. This a 60 day drill, that if successful, will go a long way to establishing the re-
source size of the Western portion of the Deep Water Tano License. Management stated the well represents a “make or break” 
moment for the P10 upside on this part of the field which currently stands at 1.4bn barrels of oil. This estimate includes two other 
wells (Ntomme & Tweneboa) and its success would materially increase the viability of the structure as a commercial prospect. It 
will also provide Tullow Oil with a better indication as to breakdown of the field between liquids and gas. The current estimated 
spilt is 60% liquids and 40% gas. Tullow Oil has attributed a 60% chance of success to this well and we expect news from Owo 
over the next two weeks. 
 
Also in Ghana, the Onyina prospect will be drilled later this year. This is the only eastern feeder prospect from Jubilee and it bears 
the same source rock as the mother discovery. It will be drilled directly after Owo and on a successful P50 basis, represents ap-
proximately of 140mln barrels of oil. Tullow Oil have hinted that the upside on this prospect could be considerably larger than the 
original stratigraphy suggested. Sapele, Teak and Dahoma were also highlighted as potential targets that could unlock the risked 
upside of 1.4bn barrels which Tullow Oil believes offshore Ghana still holds. These prospects will be drilled in Q4.   
 
Tullow Oil plans to drill 10 wells in Uganda in the second half. These prospects are not of the same size as the 5 wells being 
drilled in Ghana, however, they are less risky. The prospect that the company noted on the results conference call was the Song-
bird target. It is believed to be similar in formation to the Kingfisher however, when questioned management would not guide 
higher on the size of the prospect.   
 
Earlier in the year Tullow Oil committed to spending $500mln on pure exploration and Tullow Ol also guided that the company 
would take on riskier plays in areas like Mauritania, Sierra Leone, Liberia, Guyana and French Guiana. These drills will more than 
likely lower the company’s hit rate however this will be at the potential benefit of opening up the new plays. Key high impact wells 
in the coming months include Sidewinder in Mauritania  in Q3 and Cobalt in Liberia in Q4. 
 
Concluding 
 
After a relatively quiet first half which saw Tullow Oil focus much attention and resources on the development of Jubilee, we ex-
pect the stock to outperform in the second half as the company enters a catalyst driven period. The events over the last week 
have reinforced our rating of the stock as a premier explorer and we maintain our buy recommendation and price target of 1470p.    
 

Tullow Oil 
 

        

 

 

Figure 3.1 Tullow Oil 2010 H2 Drilling Schedule 

Source: Company Data 

Country Block Prospect Interest Spud Date

Ghana DwaterTano/West Cape 2 Well Campaign Various Q3-Q4 2010

DwaterTano/Greater Tweneboa 3 Well Campaign 49.95% Q1 2011

Uganda Block 1 Butiaba Campaign 50% In progress

Block 2 Butiaba Campaign 100% In progress

Sierra Leone SL-06/07 2 Well Campaign 10% Q3 2010 - Q1 2011

Liberia Block 17 Cobalt 25% Q4 2010

Gabon Arouwe Falcon North 35% Q4 2010

Omouyei Maroc Nord Campaign 7.5% Q3 - Q4 2010

Mauritania Block 6 Gharabi/Sidewinder 22.40% Q3 2010

Block 7 Pelican/Cormorant 16.20% Q4 2010

Netherlands Block E13b Muscovite Various Q3 2010

French Guiana Guyane Maritime Zaedyus 40% Q4 2010

Guyana Georgetown Block Jaguar 30% Q4 2010

Suriname Coronie/Uitkjik 7 Well Campaign 40% Q3 2010

Pakistan Kohat Shekhan/Kohat West Various Testing Q4 2010



Market Movers 

Date Company Region Event Date Event Region Estimate

13/07/2010 Iberia ES TRAFFIC 13/07/2010 RICS House Price Balance UK - -
13/07/2010 Burberry Group PLC GB TRADE 13/07/2010 CPI (MoM) UK - -
13/07/2010 Dunelm Group Ltd GB TRADE 13/07/2010 RPI (MoM) UK - -
13/07/2010 Northern Foods Plc GB TRADE 13/07/2010 DCLG UK House Prices UK - -
13/07/2010 British Airways PLC GB AGM 13/07/2010 ZEW Survey GE - -
13/07/2010 BTG Plc GB AGM 13/07/2010 ZEW Survey EC - -
13/07/2010 Intel Corp. US Q2 13/07/2010 Trade Balance US - -
13/07/2010 Yum! Brands US Q2 13/07/2010 Monthly Budget Statement US - -
13/07/2010 CSX Corp. US Q2 13/07/2010 ABC Consumer Confidence US - -
14/07/2010 Ashmore Group plc GB TRADE 14/07/2010 Jobless Claims Change UK - -
14/07/2010 Barratt Developments PLC GB TRADE 14/07/2010 ILO Unemployment Rate UK - -
14/07/2010 Acergy SA GB Q2 14/07/2010 Euro-Zone CPI (MoM) EC - -
14/07/2010 Rio Tinto PLC GB OUTPUT 14/07/2010 Euro-Zone CPI (YoY) EC - -
14/07/2010 Pirelli & C SpA IT MEETING 14/07/2010 Euro-Zone Ind. Prod (MoM) EC - -
14/07/2010 ICAP PLC GB AGM 14/07/2010 MBA Mortgage Applications US - -
14/07/2010 J Sainsbury PLC GB AGM 14/07/2010 Import Price Index (MoM) US - -
14/07/2010 Marks and Spencer GB AGM 14/07/2010 Advance Retail Sales US - -

14/07/2010 Marriott Intl. US Q2 14/07/2010 Business Inventories US - -

15/07/2010 Carrefour SA FR SALES 14/07/2010 Minutes of FOMC Meeting US - -

15/07/2010 Experian PLC GB TRADE 15/07/2010 GDP Year-to-Date (YoY) CH - -

15/07/2010 Novartis AG CH Q2 15/07/2010 Consumer Price Index (YoY) CH - -

15/07/2010 Mothercare PLC GB TRADE 15/07/2010 Retail Sales (YoY) CH - -
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