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Ryanair –Rating under review                                    

Ryanair this morning issued a set of Q312 numbers ahead of market expectations and has upgraded 

FY12 (year end March) guidance. The company reported EPS of 1c versus market expectations of a loss 

of 1c per share, from a 13% increase in revenue to €844m. The net income beat (€30m) was a combina-

tion of greater revenue per passenger (€50.54 versus €49.10) and lower operating costs, in particular 

staff costs and airport handling charges, including reduced requirement for de-icing. Management has 

raised FY12 net income guidance by 9% to €480m from €440m, but which only represents a 7% increase 

on consensus going into the results. With €30m already accounted for in the Q312 beat, fourth quarter 

numbers will remain little changed. On use of cash, Ryanair will seek in March to extend the scope (not 

size) of its authorised share buyback programme to cover ADRs as well as ordinary shares.  Although this 

hints at possible use of cash, the deputy CEO this morning refused to be drawn on whether a special 

dividend is being considered. Although today’s beat should see share price appreciation, with the stock 

up 14% year to date, only a 7% upgrade to consensus, the caution that increased fuel costs will “pose a 

significant cost challenge for next year” and trading at a considerable premium to peers (12.2x on revised 

guidance versus easyJet on 9.9x), we see difficulty in this momentum continuing and would take profit. 

Smurfit Kappa - Buy                       Previous Close €6.32                Target €7.00 

Over the past two weeks there has been an improvement in the industry dynamics within the packaging 

sector which bodes well for Smurfit Kappa. The pricing environment looks more positive as three peers 

have announced they are seeking containerboard price increases while downtime has also been flagged 

by Europe’s fifth largest containerboard producer, which should also be price supportive. The increased 

concentration of market share among two producers (Smurfit Kappa and DS Smith c.40%) should also be 

positive for industry pricing in the long term. Smurfit Kappa could use the platform of its Q411 numbers 

next month to follow peers in announcing price increases along with potentially significant debt refinanc-

ing. We would look to pick up the stock on forecasted market weakness due to the improving industry and 

debt dynamics which should have a longer term positive impact on the company’s share price. 

Cove Energy - Buy    Previous Close 136p    Target 200p 

Cove Energy has announced a small deal with Wentworth resources that will allow it to focus on its ongo-

ing sale process. In an strategically important deal, Cove has agreed to sell its 16.38% and 20.475% 

interests in Mnazi Bay, Tanzania in exchange for 2 million shares in Wentworth and contingent payments 

of up to $8.5 million depending on future natural gas thresholds. However, crucially, Wentworth will relin-

quish its 4.95% royalty on Cove’s 8.5% Rovuma offshore Mozambique licence which makes the asset 

cleaner for sale. Our NAV holds no value for Mnazi Bay and therefore our 200p price target is unaffected. 

We view today’s announcement as an incremental positive and recommend holding Cove until the formal 

sale process completes.     

BP - Macondo Trial Approaches  

On the 27th of February, the civil litigation process relating to BP’s oil spill in the Gulf of Mexico will begin. 

This process will decide the level of fines BP could face as a result of the spill. The trial itself will hinge on 

two key rulings 1) whether BP’s actions were grossly negligent and 2) the amount of oil which was spilled. 

Due to the complexity of the trial and its connecting lawsuits, holding BP over the coming months will 

result in exposure to elevated levels of event risk. This leads us to advise clients that require exposure to 

global energy markets to consider divesting a proportion or all of their positions in BP and consider invest-

ing in Royal Dutch Shell. The latter will provide cleaner exposure to the oil market, combined with a 

steady production stream and a dividend in excess of 4%. We continue to rate BP as a Buy, however, 

due to the dynamics and structure of the trial process, we foresee negative headlines and instead recom-

mend trading the stock on the resulting weakness. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Trading Recommendations 

We believe equity markets are likely to pullback this week as the recent trend loses momentum and 

policy risk rises. Today’s EU Summit poses the biggest risk to the rally as politicians discuss and finalise 

the  details of the intergovernmental fiscal compact which came out of the last summit. Some of the key 

clauses and mechanisms within the treaty remain undecided leaving plenty of scope for bargaining 

between the member states. Moreover, the execution and path to ratification is unclear, with the risk of 

parliamentary votes and potential referenda yet to be navigated. Europe’s bailout funds are likely to 

attract attention, particularly given the recent calls for larger “firewalls” to protect stronger member states 

from contagion. The implementation of Europe’s permanent bailout mechanism, the ESM also presents 

execution risk. Its start up date has been brought forward to July however the capital required to provide 

it with €500bn of firepower is yet to be approved. Providing a more positive backdrop, the US economy 

continues to expand, last week recording growth of 2.8% in Q4. Sentiment towards the world’s largest 

economy was also boosted by a dovish statement from the Fed which left the door open for a third 

round of quantitative easing and suggested that rates are likely to stay on hold into 2014. The week 

ahead’s key economic updates will come from the US with scheduled reports on key manufacturing 

surveys, consumer confidence and employment.      
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