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European markets have opened slightly higher this morning reversing some of the large declines from
yesterday’s session. Despite the announcement of the 110bn Eurozone/IMF bailout of Greece, concerns
over the possibility of further contagion from the Greek debt crisis rose once again yesterday. Portuguese
10 year bond yield spread over German equivalents rose by over 25bps to 230bps, while Spanish yields
rose 12bps to over 110bps. As a result the euro sell off continued against the dollar, breaking down below
the 1.30 level. Although the bailout ensures Greece will meet its debt funding requirement over the next
three years, the market is concerned that the austerity measures necessary to bring Greek’s debt to GDP
ratio in line are too aggressive. Investors are worried that the result of such harsh reforms will be anaemic
growth, not strong enough to put Greece on a self sustainable debt repayment path. As a result, many
market commentators are calling for a controlled Greek debt restructuring. The resulting impact of such a
sovereign debt restructure on international bank’s balance sheets and credit markets is currently very diffi-
cult to quantify. For now investors looking to hedge against any further volatility in markets we recommend
shorting the FTSE either through futures contract or an ETF (XUKS LN). As we indicated at the start of the
year, indices in the US remain our preferred play and we expect them to continue their outperformance this
week. On the economic front today the main focus will be on the US with the ADP employment number
providing a read across for the all important non-farm payroll figure on Friday. The ISM non-manufacturing
data will also be closely watched.

Pfizer: Buy Previous Close $17.26 Target $21.00 Analyst Stephen Taylor

Yesterday, Pfizer reported better than expected earnings. EPS came in at $0.60 ahead of the $0.53 market
consensus. Revenue also beat expectations at $16.75bn compared with $16.6bn expected. Pfizer reiter-
ated its 2010 EPS and revenue forecasts. The company did lower its 2012 revenue target range by $800m
due to the recent healthcare bill; however it reiterated its EPS forecasts. Pfizer also confirmed that it is on
track to have cost savings of $4bn to $5bn by 2012. Pfizer recently raised its dividend by 12.5% and also
signalled it will raise it dividend in the future. Given the current turbulence in equity markets we have moved
to a more defensive recommendation in our equity markets and see Pfizer as an excellent investment op-
portunity. We reiterate our buy rating.

CRH: Buy Previous Close 20.03 Target 20.50 Analyst Stephen Taylor

CRH has issued an interim management statement this morning ahead of its AGM today. As previously
indicated trading conditions in January and February were particularly difficult due to exceptionally harsh
weather conditions in Northern Europe and North America. As a result group like for like sales declined by
23.5% year on year. However, more normalised weather conditions in March and in April together with a
rebound in activity saw like for like sales decline by 7% resulting in a 14% decline in sales for the first four
months of the year. CRH expects the continuing decline in sales to moderate over the coming months and
sees sales down 10% for the first half of the year implying a high-teen percentage decline in EBITDA
(2009: 0.65bn). In relation to Europe, CRH highlighted that economic news flow relating to European
economies continues to be mixed with heightened concerns relating to fiscal deficits in a number of coun-
tries. There are some bright spots however with improving trends seen in Poland and Finland, while the
group’s Swiss operations have benefited from major tunnel projects in the country. In the US CRH was
more upbeat with the recent improvement in economic indictors feeding through to its business. In particu-
lar, at its Materials business volumes in March and April were higher year on year, while the company indi-
cated it is seeing a bottoming in the US housing market. As a result of improving conditions in particular in
the US and lower restructuring charges ( 131m in 2H09), the group expects EBITDA in the seasonally
more important second half will be ahead of last year (2009 : 1.15bn). Given the difficult first number of
months of the year, we expect estimates to come down slightly this year. We will have a detailed note on
CRH tomorrow. CRH will issue a trading statement and development update for the six months ending
June 30" on Wednesday July 7"

Aviva: Buy Previous Close 331p Target 500p Analyst Oliver Gilvarry

Legal & General (LGEN) released an Interim Management Statement (IMS) reporting new business of
£388m compared to consensus of £368m. UK retail business was strong with sales of £144m, up from
£60m in the same period last year. UK risk business was slightly weaker than expected mainly due to
lower bulk sales of annuities. Life and pension savings for the UK were in line with expectations. Manage-
ment stated they expect further recovery in their core UK risk and savings markets during 2010. Capital
increased further in the quarter with the IGD surplus at £3.4bn after the payment of the final dividend, an
increase of £300m from year end. The recovery in savings and risk business in the UK is positive for the
sector and ahead of Aviva’s up-date next week. On a separate note Prudential cancelled a planned confer-
ence call for 7.30 this morning. The call was to inform the market on the proposed acquisition of AIA. The
delay is due to talks with the FSA on the IGD capital position. The company has stated it is “entirely com-
mitted” to the deal and will look to close in Q3. Once the discussions are completed with the FSA, Pruden-
tial will release the prospectus on the deal along with an IMS.




BP

Introduction

On the 20th of April, BP announced that the rig drilling the
Maconda well in the Gulf of Mexico (GOM) had exploded. The
accident caused the deaths of 11 workers and has resulted in a
race against time to avoid an environmental disaster. Despite
these developments, we maintain our buy recommendation on
the oil and gas producer primarily because we feel the market’s
reaction overstates the eventual costs of the incident.

Cost Estimates

Currently estimates on the cost of the disaster to BP range from
$2bn-$8bn. These figures were calculated by combining the cost
of the current operations with eventual cost of the effects to the
local fishing and tourist industry. It should be acknowledged that
these estimates are highly subjective and the eventual costs will
be dependant of factors like the weather which cannot be accu-
rately forecasted. At this point we do know that BP is spending
approximately $7million a day in the maintenance and operation
of a flotilla of ships as well as 6 planes. The cost of operating this
program could reach as high as $630m if the leak at the well is
not staunched before a relief well can be completed (c.3 months).
The new well itself will cost approximately $100min to drill and
there may be a requirement for two wells in order to completely
stem the flow. If this was the case then it would cost under $1bn
to get the well under control which highlights that the estimates
produced up until now include a significant allowance relating to
the clean up and impact on local industries. We agree that if it
takes BP longer than anticipated to seal the well the costs will
reach the upper end of the of the $2bn-$8bn range. However, if
BP manages to control the well in the next couple of weeks, the
costs have the potential to be drastically lower than the market
has priced in. The company can realistically achieve this in the
following three ways. It could reactivate the failed blowout pre-
venter, it could stop the flow by using submersible craft and fi-
nally the successful installation of a Drill Pipe Riser could limit oil
dispersal until a relief well is drilled.

Valuation

Since April 20th BP’s market cap has dropped by almost $29bn.
Although not all of this drop can be attributed to the incident in
the GOM, it is still safe to assume that the market is being ex-
tremely pessimistic in its assessment of the situation. We do ac-
knowledge that cost estimates do not factor in the reputational
impact on BP, nor do they value what the impact of the event will
be to future regulation of the oil industry. Despite this we feel that
BP has so far acquitted itself well in its response and we would
also not rule BP initiating legal proceedings against a number of
its partners who may have been at fault. Furthermore, the acci-
dent in the Gulf of Mexico will not signifcantly affect BP's annual
production. The Maconda well, which is estimated to be flowing
at a rate of 5,000 barrels oil per day, equates to less than 1% of
the group’s total production. This means that the company’s 2010
guidance will not be hampered by the events in the GOM and as
a result revenue forecasts will be met. In light of all of these fac-
tors we have deducted $3bn (after tax) from this year’ and next
year's earnings leaving eps for 2010 & 2011 of £0.58 & £0.72
per. Using a combination of both eps’ and historical PE valuation
of 10x earnings we have downgraded our price target to 650p.

Previous Close: 558p Price Target: 650p
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Figure 1.1 Affected Area
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Source: Company Website

Figure 1.3 Drill Pipe Riser System

~ Drill Pipe Riser System
* Containment chamber #1 (14’ x 24 x
40’) installed over riser leak

‘= Containment funnel installed on base
of 6-5/8” drill pipe riser

= 6-5/8” drill string riser up to
Enterprise

= 6-5/8”Drill string connected to surface
separation on Enterprise

Source: Company Website
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Date Company Region Event Date Event Region  Estimate
05/05/2010 Nokia Oyj Fl AGM 05/05/2010 Nationwide Consumer Confidenc UK --
05/05/2010 Chesapeake Energy Corp. us Q1 05/05/2010 PMI Services GE --
05/05/2010 CBS Corp. us Q1 05/05/2010 PMI Services EC --
05/05/2010 Time Warner us Q1 05/05/2010 Euro-Zone Retail Sales (MoM) EC --
05/05/2010 Babcock & Brown Air Ltd IE Q1 05/05/2010 MBA Mortgage Applications us --
05/05/2010 Swisscom AG CH Q1 05/05/2010 ADP Employment Change us --
05/05/2010 Sage Group PLC GB INTERIM 05/05/2010 1SM Non-Manf. Composite us --
05/05/2010 Next Plc GB Q1 TRADE 06/05/2010 PMI Services UK --
05/05/2010 Mobistar SA BE S/HOLDERS 06/05/2010 Official Reserves (Changes) UK --
05/05/2010 Allianz SE DE AGM 06/05/2010 Factory Orders MoM (sa) GE --
05/05/2010 CRH PLC IE AGM 06/05/2010 ECB Announces Interest Rates EC --
05/05/2010 Kerry Group PLC IE AGM 06/05/2010 Nonfarm Productivity us --
05/05/2010 Xstrata Plc CH AGM&Q1 06/05/2010 Unit Labor Costs us --
05/05/2010 JPMorgan American Investment” GB AGM 06/05/2010 Initial Jobless Claims us --
05/05/2010 Savills Plc GB AGM 06/05/2010 Continuing Claims us --
05/05/2010 Dragon QOil PLC IE AGM 07/05/2010 PPI Input NSA (MoM) UK --
05/05/2010 Axa SA FR Q1 SALES 07/05/2010 Industrial Production MoM (sa) GE --
05/05/2010 Telecom ltalia SpA IT Q1 07/05/2010 Industrial Prod. YoY (nsa wda) GE --
05/05/2010 COMMERZBANK AG DE Q1 07/05/2010 Unemployment Rate us --
05/05/2010 Antofagasta CH Q1 07/05/2010 Change in Nonfarm Payrolls us --
05/05/2010 Prudential Fincl. us Q1 10/05/2010 BoJ Monetary Policy Meeting Mir JIN --
05/05/2010 BNP Paribas SA FR Q1 10/05/2010 Trade Balance GE --
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