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BHP Billiton - Buy                            Previous Close 2125p                               Target 2900p 

Contrary to market consensus, the start of 2012 has seen high beta sectors like the miners deliver im-

pressive returns. For instance our chosen play in the mining sector, BHP Billiton, has already returned 

circa 13% year to date. This highlights that well run large cap companies with emerging market focus can 

deliver returns in the face of weaker growth in Europe. As the largest resource company in the world BHP 

Billiton fits the aforementioned parameters and as a result, we recommend using any weakness in the 

coming week to top up positions in the miner. The Australian based company recently delivered a solid 

production update which has derisked its upcoming fiscal H1’12 numbers on the 8th of February. More-

over, recent trade balance and GDP data from China indicated that demand for copper and iron ore re-

mains strong which will allow BHP Billiton to drive earning throughout 2012. Trading at circa 8x earnings, 

we believe that it represents both short term and long term value and would suit clients looking to gain 

direct exposure to the macro economic trends of emerging markets.  

William Hill - Buy   Previous Close 225p                Target 275p 

William Hill issued a strong FY11 trading update last Thursday, which saw the stock ramp up 6% on the 

day, finishing up 11% in the year to date. In the update, the company is expected to report FY11 operat-

ing profit of c.£274m (market expectations £271.4m), broadly in line with last year (£276.8m). The stated 

6% increase in revenue implies a top line of £1.14bn, in line with consensus. At the divisional level, Online 

continues to outperform (net revenue +28%, operating profit +17%) while Retail was impacted by adverse 

football results (net revenue up 1%). The Telephone channel, which is now a minor element of the com-

pany’s offering, is expected to report an operating loss of c.£4m, predominantly on football betting losses. 

Over the long term we see considerable upside through FY12 as the higher margin Online business con-

tinues to increase its relative contribution to both revenue and earnings. As such, our long term call on the 

stock remains unchanged at Buy and a price target of £2.75. However, the rapid share price momentum 

at the start of the year may not be sustainable over the short term and we would look to take profits at the 

£2.30 level, looking to pick the stock up again on any consolidation towards £2.10. 

Cove Energy - Buy                          Previous Close 135p                Target 200p 

Cove Energy announced last week the results of the Lagosta 2 appraisal well offshore Mozambique. The 

well delivered a positive result and is a boost for the East African explorer, which is currently in the proc-

ess of selling itself. The well encountered over 237m of net pay which is the largest section of gas discov-

ered on the block to date. This puts pressure on prospective bidders to finalise bids as every successful 

drilling update derisks existing finds. Cove also hinted that the result combined with the upcoming testing 

programme could lead to further resource upgrades. We view last week’s result as another incremental 

positive and recommend that clients continue to hold the stock until the sale process is completed.  

Tullow Oil - Buy                               Previous Close 1361p                           Target 1720p 

As expected Tullow Oil delivered a disappointing operational update last Wednesday announcing another 

delay to the ramp up of production at the Jubilee field in Ghana and failing to complete its $2.9bn Ugan-

dan farmdown. The former issue has turned into a real bugbear for Tullow as the field now looks like it will 

miss its original plateau deadline by close to 18 months. The impact of the delay to NAV is small, however 

the lower than expected production has weakened the explorer’s balance sheet particularly as net debt 

rose to $2.8bn at 2011 year end. Moreover, the increased cost of remedial work at Jubilee has caused 

2012 capital expenditure guidance to increase. This makes the resolution of the Ugandan deal a must in 

the first half of 2012 as the expected $2.6bn in net proceeds will deleverage the company’s balance 

sheet. We remain a buyer of the stock given its best in class status, however we expect the market will 

continue to discount the explorer’s new balance sheet dynamics until Uganda is resolved. As a conse-

quence entries closer to 1300p are achievable in our view.  

     

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Trading Recommendations 

Markets are likely to continue their liquidity driven rally into next week’s EU summit however we see 

scope for some weakness in the early part of this week as markets approach key technical levels and 

traders discount the lack of resolution at the Greek debt talks over the weekend. In the US, earnings 

season will continue to be the primary focus of market attention with household names such as 

McDonalds, Apple and Johnson & Johnson all due to report. US markets will also cast an eye to key 

policy announcements during the week with Obama’s State of the Union address and the Fed’s rate 

decision both coming out on Wednesday. The Fed will outline its new communications strategy at this 

meeting, which will include interest rate forecasts of individual committee members. The expectation of 

an announcement of further Quantitative Easing looks misplaced however given the solid economic 

data emanating from the US in recent months. This should be confirmed later in the week with Q4 GDP 

numbers likely to add credence to the view that a nascent economic recovery is underway. In the Euro-

zone, outside of the Greek debt talks markets will also be paying close attention to comments from Eu-

rozone leaders as they add the finishing touches to the text of an intergovernmental treaty ahead of the 

EU Heads of State Summit next week. From an economic standpoint both Eurozone PMI data and Ger-

man IFO will give an insight into the future direction of the Eurozone economy. In the UK, the main item 

of note will be the Bank of England minutes on Wednesday, which could point to further easing being on 

the near term horizon. 
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