
 Market View         Analyst: Stephen Taylor 

European equity markets have opened up stronger this morning following better than expected data out of 
Asia overnight. Asia continues to be the key driver of growth in the global economy in particular China. Last 
night’s better than expected PMI manufacturing data out China for the month of March highlights that the 
economy is continuing to grow strongly. While many commentators question the figures that come out of 
China, we prefer to look to what the CEO’s of the major multinational companies are seeing on the ground. 
The majority of the major companies that we track have been incredibly positive in relation to the growth 
prospects for China and have also looked to increase their presence in particular among technology and 
manufacturing companies. In addition to last night’s Chinese data, Japan’s Tankan survey also surprised to 
the upside indicating that manufacturers are the least pessimistic since they have been since 2008. Closer 
to home, international markets have been taking Ireland’s state banking plan positively with yields on the 
Irish 10-year falling by 0.08% to 4.47% since Tuesday’s announcement. In addition, international press 
including the Financial Times has begun to take a more positive light on the Irish economy due to the 
measures that the Government has taken. Central Bank Governor Patrick Honohan also has written a 
piece for the Financial Times this morning highlighting this week’s banking policy is an important mile-
stone on the road to recovery for the country. While there are difficult years ahead for the economy, it is 
important that the international investment community is becoming more positive on the country. As for 
today, the main focus will again be on economic data out of the US. Following yesterday’s disappointing 
ADP employment report today’s weekly Jobless figures will be closely watched with a slight improvement 
expected.  
 
 
 
 
 

Mothercare: FY 09 Results               Analyst Oliver Gilvarry 

 
 
 
 
 
 
 

Mothercare released a trading statement this morning providing details of Q4 trading. Group sales were up 
3.3% in the quarter driven by higher International Retail sales and Direct in Home sales. Sales in the UK 
were weaker on a like for like basis in the quarter, falling by 1.6% impacted by the poor weather. The 
group’s international expansion continues with 119 stores opened in 29 countries. Management also stated 
that further expansion in India will continue with at least 38 new stores to be opened in the coming year 
there. The group’s strategy of closing smaller shops to move to larger out of town locations is continuing 
with 29 small shops closed and 10 new larger stores opened in the UK. The wholesale partnership with 
Boots is on track and is due to launch in the Autumn. Similar to other UK retailers, management see an 
uncertain consumer environment, but the growth in sales driven by the international expansion is a key 
catalyst for the group.     
 
 
 
 
 
 
 

Tullow Oil: Buy     Previous Close 1250p     Pr ice Target 1450p     Analyst Brian Gallagher 

 
         
 
 
 
 
 

This morning Tullow Oil announced drilling results on the Likonde well which is located on-shore in Tanza-
nia. The rig encountered oil & gas sands intervals with a combined thickness of 250 metres. The company 
has since plugged the well due to pressure difficulties, but we view the announcement today as a positive 
for the oil and gas explorer as it increases the prospectivity of what is really a frontier basin. Furthermore, 
the fact that Tullow Oil encountered liquids as well as gas improves the probability that oil plays will be 
found in the area. This was becoming more and more unlikely as the recent discoveries in the area were 
gas based. Tullow Oil will now use the results to identify the optimum location for its next well which is 
scheduled for this year. Separately, the result today provides an interesting readthrough for Cove Energy 
which is another stock which we have a buy recommendation on. Cove Energy are currently drilling in the 
region and news that the oil structures have been found increases the likelihood of Cove Energy finding oil 
in Mozambique.   
 
 
 
 
 
 

 

Thursday 1st April 2010   

CONTENTS 

 

 

 

Market View: China’s continued 
growth pushes equities higher 

Mothercare: Group sales rise 
3.3% 

Tullow Oil: Likonde well update 

Company Note: Antofagasta 

Market Movers  

 

 

  

IRISH PAPERS TODAY 

INTERNATIONAL PAPERS TODAY 

 

Bailout for Anglo may exceed 
� 22 billion bank admits 
(The Irish Times) 

Inquiry to examine State’s sup-
port of bank 
(The Irish Times) 

“They thought they could walk on 
water”(Irish Independent) 

 

A plan to restore Ireland’s bank 
to health (Financial Times) 

“I’m ready” says Cameron 
(Financial Times) 

Greece plans new bond offering 
(The Wall Street Journal) 



 

 

Introduction 
 
The Chilean miner, Antofagasta, is a company which we highlighted in our last strategic review as it provides good exposure to 
our most favoured metal, copper. Antofagasta recently reported FY09 results which reinforced our investment thesis on the com-
pany and consequently we are confident in recommending new longs in the stock on the anticipation of the company’s expected 
production expansion in 2010 and 2011. This note gives a brief overview of Antofagasta’s main businesses and assets whilst also 
discussing the main factors currently driving the copper market. In addition, it examines Antofagasta’s own production capability 
and finally integrates the new information provided by the company at its results presentation into our valuation of the company. 
As always, we have provided a technical outlook for Antofagasta which we feel helps to optimise risk management when imple-
menting trading strategies.       
 
Investment Thesis 
 
Our investment thesis for Antofagasta is built around the following points: 
 

·  Copper market supply and demand fundamentals are extremely supportive of current copper prices as demand is expected 
to outpace supply over the coming years. This will mean that copper producers with high grade deposits and consistent pro-
duction like Antofagasta will have the advantage of selling into what will be a “tight” market. 

·  Antofagasta’s continued investment in capital expenditure throughout the downturn will allow the miner to increase produc-
tion to 700,000 tonnes over the next two years. This places the company in a unique position in relation to its peers who 
scaled back capex during 2008 & 2009 and are now scrambling to bring mothballed projects back online. 

·  The group’s balance sheet has a net cash position of over $1.6bn. This leaves significant room to manoeuvre in relation to 
existing and future expansion projects. Furthermore, we believe it also creates a significant potential for Antofagasta to in-
crease its dividend over the coming years, particularly with the company’s two major capital intensive projects expected to 
be completed in 2010.   

 
Company Background 
 
Antofagasta’s operations are broken down into five divisions; Copper production, Molybdenum production, Gold & Silver produc-
tion, Water Facilities and Railway Transportation. Copper is by far the largest contributor to company sales (See Figure 1.2) with 
approximately 85% of revenue stemming from this area. Molybdenum, Gold & Silver are byproducts of the copper mining function 
while the company’s water and railway businesses are ancillary operations that are now divisions in their own right. Antofagasta’s 
producing assets are located in Chile, however, more recently the company has looked abroad (See Figure 1.1) to secure its fu-
ture production by acquiring interests in North America, Asia, Africa and Europe. The stock is a member of the FTSE 100 and 
Chile’s Luksic family holds a majority stake in the company.  
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Figure 1.2 2009 Revenue Breakdown ($ mln) Figure 1.1 Antofagasta Global Operations 



 
  

 
 
 
 
 
 
 

Copper Market Fundamentals 
 
As mentioned earlier, one of the three reasons why we continue to recommend Antofagasta is the current supply and demand 
fundamentals at play in the copper complex. The global market is expected to be in deficit from the second half of 2010 through to 
2014. This mismatch between supply and demand is being driven by a number of factors which we have briefly discussed below. 
  
Supply 
 
We believe the factor that will really drive the copper deficit is an underinvestment in capital expenditure by the miners them-
selves. In an effort to protect balance sheets during the economic crisis, large miners slashed capital expenditure budgets result-
ing in a slow down in the development of new assets. In addition to this, miners cut maintenance costs and consequently were hit 
by production interruptions. The obvious example of this is BHP Billiton©s Olympic Dam mine however, Xstrata and Rio Tinto have 
had similar problems. The combination of these factors and the sudden pick up in demand has meant that copper miners have 
been left flat footed by the market and are now rushing to make up for lost time.  
 
Strikes and the threat of new strikes also continue to support the copper price. As miners scramble to get copper production back 
in line with demand, they are encountering labour disputes with workers demanding improved remuneration to reflect higher cop-
per prices and extra hours worked. We saw an example of this in Chile at the beginning of the year when miners from the state 
copper mining company, Codelco, downed tools resulting in a surge in copper prices. 
 
An ancillary reason for the tightness from the supply side has been a decline in the quality of copper ore being mined. This is a 
function of the type of mining techniques being utilised and the maturity of a number of the world’s largest copper mines.  
 
Demand 
 
The primary driving factor on the demand side is the process of urbanisation taking place in emerging economies like China, India 
and Brazil. This trend continues to gather momentum and we expect demand for industrial metals like copper to remain buoyant. 
What differentiates copper from other metals is that China, the primary contributor to this theme of urbanisation, has a substantial 
internal imbalance with regards to copper. This has led the country to become the world’s largest importer of the industrial metal 
and in 2009 it is believed that China accounted for approximately 35% of world’s copper consumption. This percentage is only 
going to increase further given the strong industrial production figures coming out of the world’s third largest economy. These 
trends were echoed by the management of the major mining companies at recent investor presentations. More specifically, Ka-
zakhmys and Antofagasta were positive on the current demand for copper from China indicating that the demand conditions that 
defined 2009 are likely to remain largely unchanged during 2010.  
 
A more recent trend which has bolstered demand for copper has been the uptick in demand from developed economies. This has 
been seen in Purchasing Manager Indices (PMIs) on both sides of the Atlantic which have surprised to the upside lately. We do 
acknowledge that demand growth from these economies is likely to be constrained over the coming years, however, the improve-
ment will only add further pressure on copper miners to deliver more and more product.   
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Figure 2.1 Exchange Inventories as Days of Consumption 

Source: Company Website 

Inventories 
 
Up until recently, copper inventories at the major exchanges have 
been building however, since the middle of March we have seen a 
marked reversal in this trend particularly at warehouses in more 
developed economies. On the 29th of March the London Mercan-
tile Exchange (LME) reported an 18th straight day of copper draw-
downs. This decrease in inventories has resulted in copper testing 
its recent highs and highlights the sensitivity of the market to news 
of copper shortages. 
 
Figure 2.1 is a graph which Antofagasta utilised at its recent re-
sults presentation. The graph displays exchange inventories as 
days of consumption. We believe it effectively illustrates how cop-
per inventories are well below historic highs and as a result, stock-
piles are vulnerable to the expected tightness in the copper com-
plex over the coming years.  
 
To sum, the supply, demand & inventory data available from the 
copper market is at least supportive of the current copper price 
and this will obviously have a positive impact on Antofagasta’s 
earnings over the coming years.  
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Figure 3.1 Copper Production (000 tonnes) 

Production Expansion 
 
Another core reason why we continue to recommend Antofagasta, 
is its expanding production profile. As mentioned earlier the miner 
has continued investing in its capital expenditure projects through-
out the downturn allowing the miner to steal a march on its rivals. 
This increase in production is clearly demonstrated in Figures 3.1, 
3.2 & 3.3. and is most evident in Copper and Gold. The additional 
production will come from two major capital expenditure projects at 
Los Pelambres and Esperanza. 
 
Los Pelambres is an existing mine which Antofagasta has oper-
ated since 2000. In 2009 the mine accounted for nearly 70% of  
the company’s production with the remainder coming from El Te-
soro (21%) and Michilla (9%). Antofagasta has been expanding 
production at Los Pelambres for a number of years and to date 
has spent $900mln of a total $1bn on the project. The project is 
expected to be completed in the second quarter of this year with 
the mine forecasted to deliver an additional 95,000 tonnes of pay-
able copper this year.  
 
Esperanza is a new mine which will constitute a major part of the 
future production profile of Antofagasta. The estimates for the first 
10 years production have been set at an average at 191,000 ton-
nes per year with the mine also expected to produce a significant 
amount of gold byproduct which will be used to offset costs from 
the primary copper function. As at end of 2009, the project was 
65% complete with Antofagasta spending $1.2bn of a total $2.3bn 
to date. The mine is expected to reach production capability by the 
end of 2010 however, Antofagasta has not integrated any produc-
tion from Esperanza into its 2010 production estimates.  
 
It is important to note that there is still some risk to the 2010 pro-
duction estimates as a result of the recent earthquake in Chile. 
This issue was the first thing that Antofagasta addressed at its 
results presentation. The company’s CEO Marcelo Awad stated 
that it still anticipated that Antofagasta would achieve its 2010 pro-
duction targets despite this, he did also guide that management 
would monitor these estimates closely.  
 
Although, the earthquake did not affect any of the company’s pro-
ducing assets it did damage a small power sub station which was 
being used to expand Los Pelambres. A further consequence of 
the earthquake is that many of the company’s staff have travelled 
south to visit relatives & assist with aid efforts around Concepcion.  
 
In light of issues we intend to also monitor developments relating 
to Antofagasta’s production closely nonetheless, we are relatively 
confident that the miner will deliver on its original estimates. The 
company has a history of consistent production and we also be-
lieve that its total estimates are conservative given the fact they 
haven’t included any production from Esperanza for 2010.  
 
On the whole we believe that the expansion in production will be a 
significant driver of the company’s share price over the next two 
years. Furthermore, we are now anticipating further expansion 
projects following, Marcelo Awad’s closing comments at the inves-
tor presentation. The CEO announced that the company’s long 
term goal is to raise group copper production to 1,000,000 tonnes 
over the next decade. This is not unrealistic when taking into ac-
count the company’s balance sheet capabilities and its existing 
exploration portfolio.  

 

Figure 3.2 Molybdenum Production (000 tonnes) 
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Figure 3.3 Gold Production (000 ounces) 
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Figure 4.1 Net Cash Position ($ mln) 

Balance Sheet, Cashflow & Valuation 
 
Antofagasta commands one of strongest balance sheet in the spe-
cialist mining sector. At the end of 2009 the company had a net 
cash position of $1.6bn. This figure fell substantially during 2009 
as a result of the company pressing forward with the capital ex-
penditure projects at Los Pelambres and Esperanza which will 
provide Antofagasta with a competitive advantage over its peers 
during the next number of years. Another reason for the drop in 
cash was a large special dividend which a result of an exceptional 
item in 2008 but was paid in 2009.  
 
According to consensus estimates for the next two years, this drop 
in cash will be a temporary one. Figure 4.1 demonstrates this, with 
Antofagasta’s net cash position expected to increase moderately  
in 2010 and then surge past its 2008 highs in 2011. There are a 
number of reasons for this increase however, one of the primary 
explanations is that Antofagasta’s capital expenditure will slow 
down markedly as Los Pelambres and Esperanza near comple-
tion. Based of guidance from Antofagasta’s management, Los 
Pelambres’ remaining capital expenditure is approximately $100m 
with a further $1.1bn expected to spent on Esperanza in 2010. It 
should be noted that Antofagasta has not funded these projects 
solely from its balance sheet but is utilising a combination of bank 
finance and the company’s excess cash. There are two other ma-
jor reasons for the anticipated increase in cash. Firstly, Antofaga-
sta will benefit from the additional cashflow created by the new 
production at Los Pelambras and secondly, the company has sig-
nificantly lower dividend commitments in 2010 than in it had in 
2009 (This is illustrated in Figure 4.2).  
 
Given Antofagasta’s 2010 and 2011 cash dynamics, we expect the 
company to consider implementing an increase in its special divi-
dend. This would not threaten the strength of Antofagasta©s bal-
ance sheet and would not be unusual for a company in which 
there is a majority stakeholder as is the case with Antofagasta. We 
also expect the company to continue to increase its exploration 
activities and would not rule out an announcement this year stating 
that it tends to implement one of the capital projects it is currently 
assessing. Regardless of what management chooses to do with 
the additional cash, one thing is evident and that is the company’s 
balance sheet affords management the flexibility it needs to pur-
sue the strategy that it deems appropriate.   
 
In terms of valuation, we have increased our price target from 
1150p to 1400p. Our new valuation is constructed using a combi-
nation of PE and EV/EBITDA multiples based off consensus earn-
ings estimates for 2011 (These estimates reflect the new produc-
tion at Los Pelambres). We have used a PE multiple of 11x and an 
EV/EBITDA multiple of 5x, both of which are below trend multiples 
for Antofagasta. We feel that the strength of Antofagasta’s earn-
ings growth beyond 2010 has yet to be identified by the market 
and we are confident that the company’s share price will trade 
aggressively towards our price target as next year’s earnings 
come into focus late in the year.  
 
The main risks to our valuation is a continued increase in the com-
pany’s cash costs (Figure 4.3) and production delays at the two 
main expansion projects. Nonetheless, even if these risks come to 
fruition, we believe that they will be marginal and temporary and 
will not materially affect our long term investment thesis on the 
Chilean copper miner.  
 

 

Figure 4.2 Dividend (Cents Per Share) 

Source: Company Data 

Source: Company Data 

Source: Company Data 

Figure 4.3 Group Cash Costs (Cents) 
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Antofagasta/Copper Technical Analysis 

A very strong rally in copper has resulted in the metal completing a bullish pennant formation as it broke $3.40/lb resistance. 
 
Price is now testing the top of its longer term trading range and key long term resistance at $3.55/lb. This level is critical and a 
break above here implies that price is most likely to continue its uptrend towards next major long term resistance at $4,00/4.01/lb. 
 
This completed bullish pennant pattern has not only resulted daily stochastic indicators turning bullish once more, but also sug-
gests $3.55/lb long term resistance will be broken and we will indeed push on toward $4.00/4.01/lb resistance over the medium 
term. However, we want to see a daily close above $3.55/lb for confirmation. 
 
Note a failure at $3.55/lb implies broader trading range remains intact and suggests initial retrace back to $3.40/lb breakout sup-
port and then $3.29lb support.  

The same principal applies to Antofagasta. The stock is trading right up at 1052p key resistance, after completing a bullish wedge 
continuation pattern. The suggests that 1052p will give way, however want to see daily close above 1052p resistance. 
 
Should we get such a close, this implies new all time highs for the stock, and therefore we must revert back to long term Fibo-
nacci projections for next resistance levels. The 138.2% projection level of 1131p is therefore next major resistance for the stock 
and this level also roughly corresponds to the return line of its long term upward channel. 
 
Near term support lies at 1015p, with stronger medium term support at 973p. Only a break below this level would spark any 
meaningful correction – most likely back to 915p long term trend support initially. 
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Date Company Region Event Date Event Region Estimate

01/04/2010 Mothercare PLC GB Q4 TRADE 01/04/2010 Retail Sales (MoM) GE - -
01/04/2010 MAN SE DE AGM 01/04/2010 PMI Manufacturing GE - -
06/04/2010 Banco Espirito Santo SA PT AGM 01/04/2010 PMI Manufacturing EC - -
07/04/2010 Finnair Oyj FI TRAFFIC 01/04/2010 PMI Manufacturing UK - -
07/04/2010 Air Berlin PLC DE TRAFFIC 01/04/2010 Initial Jobless Claims US - -
07/04/2010 British Airways PLC GB TRAFFIC 01/04/2010 Continuing Claims US - -
07/04/2010 Chloride Group PLC GB TRADE 01/04/2010 ISM Manufacturing US - -
07/04/2010 Marston©s Plc GB TRADE 02/04/2010 Change in Nonfarm Payrolls US - -
07/04/2010 Speymill PLC GB PRELIM 02/04/2010 Unemployment Rate US - -
07/04/2010 SAS AB SE AGM 05/04/2010 ISM Non-Manf. Composite US - -
07/04/2010 Family Dollar US Q2 05/04/2010 Pending Home Sales MoM US - -
07/04/2010 Monsanto Co. US Q2 06/04/2010 BoJ Monetary Policy Meeting JN - -
07/04/2010 Bed Bath & Beyond US Q4 06/04/2010 PMI Construction UK - -
08/04/2010 EasyJet PLC GB TRAFFIC 06/04/2010 Minutes of FOMC Meeting US - -
08/04/2010 Hays PLC GB TRADE 06/04/2010 ABC Consumer Confidence US - -
08/04/2010 Marks and Spencer Group PLC GB Q4 TRADE 07/04/2010 BOJ Target Rate JN - -
08/04/2010 Misys PLC GB TRADE 07/04/2010 Nationwide Consumer Confidence UK - -

08/04/2010 Vedanta Resources PLC GB KPIs 07/04/2010 PMI Services GE - -

08/04/2010 Victrex PLC GB TRADE 07/04/2010 PMI Services EC - -

08/04/2010 Renault SA FR S/HOLDERS 07/04/2010 PMI Services UK - -

08/04/2010 Telecom Italia Media SpA IT S/HOLDERS 07/04/2010 Official Reserves (Changes) UK - -

09/04/2010 SAS AB SE TRAFFIC 07/04/2010 Euro-Zone GDP s.a. (QoQ) EC - -
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