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Premier snaps up EnCore Oil
Fully listed Premier Oil has launched an
agreed bid for UK North Sea-focused oil
and gas explorer EnCore Oil, which could
mark the start of consolidation in the
sector. Takeover activity was predicted in
the sector by accountants Ernst & Young
in a recent publication. Declines in
valuations have made smaller oil and gas
companies attractive targets.
Smaller oil and gas companies have
found it more difficult to obtain debt
funding or equity for financing the
development of projects. This makes
them attractive targets for cashrich larger companies. Earlier this
year, EnCore had tried to spin off its

exploration activities into a separately
quoted AIM company.
EnCore’s board is recommending
a 70p a share cash bid from Premier,
which values the company at £221m
and represents a 55% premium on the
previous closing price. However, the
EnCore share price hit 151.5p earlier
in the year. Shareholders do have the
option of receiving 0.2067 of a Premier
share for each EnCore share. The
acquisition will take Premier’s stake in
the Catcher discovery in the UK North
Sea to 50%. EnCore has £31m of ringfenced tax losses and at the end of June
2011 it had cash of £18.3m.

ISA rule change e-petition
Investor David O’Hara has started
an e-petition to put pressure on the
government to change ISA rules to enable
investors to include AIM shares in their
self-select ISAs. In the first four weeks after
it was placed in the e-petition section of
the UK government’s website there were
788 signatories.
He argues that the current rules deny
investors the opportunity to invest
tax-free in AIM companies and the
companies themselves are not able to
take advantage of improved liquidity.
This effectively makes it more difficult
for AIM companies to raise cash at a time
when the government is preaching that
small companies need to lead increases in

employment and help the economy to
grow. “The current tax regime is directing
investors away from the place they are
most needed: Britain's small businesses,”
according to O’Hara.
If a company moves from the Main
Market to AIM then any investor who
holds that company's shares in an ISA
has to sell them within a specified
period. If an AIM company has a listing
on a regulated market in certain other
countries then its shares are allowed
to be held in an ISA. This can cause
confusion for investors.
Anyone wishing to sign the petition
can access it at http://epetitions.direct.
gov.uk/petitions/16111.
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Technology M&A comes
to the fore on AIM

Flat pay for
bosses

AIM technology companies are at the
forefront of bid activity at the moment.
Internet domain name management
and hosting company Group NBT
has agreed a 550p a share bid from
HgCapital and resource management
software developer Atlantic Global has
put itself up for sale.
Not all of the bids and proposed
bids are at generous levels. Retail
software supplier Clarity Commerce
Solutions has rejected a 23p a share
bid and the proposed management
buyout of Parseq does not appear
to take full account of the potential
of its Mobinetic mobile banking
software business. Parseq’s mobile
banking application is beginning to
start generating significant revenues
and there will be much more to
come when O2 launches its new
e-bank service, which will generate
transaction fees for Parseq.
The indicative offer from a bid
vehicle headed by Parseq chief

The latest survey from Thomson
Reuters offshoot IDSPay shows
that the median average earnings
of the chief executives of AIM
companies are less than one-tenth
of their FTSE 100 counterparts and
they are not growing.
The median of AIM chief
executive pay rises was zero but
FTSE 100 chief executives enjoyed
a median pay increase of 1.2%. AIM
bosses received a median bonus
of £22,000 whereas FTSE 100
bosses received median bonuses
of £1.14m, which is 140% of their
salaries. This bonus figure is double
the level recorded two years ago
and shows that, unlike their AIM
counterparts, large companies’
bosses continue to enjoy large
increases in remuneration.
The median total earnings
of AIM-quoted company chief
executives is £1.98m lower than the
level for FTSE 100 chief executives.

executive Rami Cassis is 7.5p a share.
Cassis and his private equity backers
hold around 35% of the Parseq share
capital and they are undertaking
due diligence at the moment. This
shareholding puts them in a strong
position when it comes to the bid.
Julian Tolley of Merchant Securities
forecasts a 2011 profit of £2.2m, rising
to £5.1m in 2012. That means that the
proposed bid values Parseq at less
than seven times 2102 prospective
earnings. The latest interims show how
well the software business is doing but
the overall figures were held back by
the poor performance of the services
business reversed into the company
last year by Cassis. Pro forma 2011
interims show underlying operating
profit improving from £800,000 to
£1m. The software business swung
from a loss of £76,000 to a profit
of £943,000, on revenues up from
£2.7m to £3.9m, as the services profit
contribution slumped.

General Electric backs Greenko’s
Indian wind power strategy
General Electric is investing $50m
in a joint venture with Indian power
generator Greenko. The joint venture
will be called Greenko Wind Project
Private Ltd (GWWP) and it will hold
all of Greenko’s Indian wind assets.
This sector is attractive because
there is a shortage of power in India
and the economy continues to grow
strongly.
GE is investing $25m in ordinary
shares and $25m in convertible
preference shares in GWWP. If they
are not converted before the fourth
anniversary of the investment the

preference shares will convert
into ordinary shares on a one-forone basis. The cash injection is
dependent on the reorganisation
of Greenko’s wind activities and the
commissioning of the Ratnagiri wind
energy project.
The cash will help to finance
the first 500MW of wind capacity
planned by Greenko, which has a
potential pipeline of 1.6GW. The
joint venture will raise more finance
in the future to add to this capacity.
Greenko had €36.3 million in the
bank at the end of March 2011,

while borrowings were €72.8 million.
Since then a further £50 million
before expenses has been raised via
a placing.
By the end of March 2011,
there was 183MW of generating
capacity on stream with a further
124MW of capacity due to
commence generating power by
next March.
Greenko intends to have 1GW of
capacity up and running by 2015.
The majority of this will come from
wind projects with hydro making up
most of the rest.
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Better first half for Cenkos Securities
Stock market conditions are tough
at the moment but broker Cenkos
Securities improved its performance
in the first half despite this
background. However, it warns that
activity levels have slowed in the
second half. Cenkos, which was voted
‘AIM broker of the year’ at the Growth
Company Awards 2011, believes that
if the tough conditions continue it
might prompt the consolidation in
the broking market that has been
talked about for some time.
Revenues improved from £25.1m
to £28.5m in the six months to
June 2011 with all the growth
coming from the corporate
finance operations. Revenues from
institutional share trading halved and
wealth management revenues also

fell. Pre-tax profit nearly tripled to
£5.33m. The balance sheet is strong
and there was £19.2m in the bank at
the end of June.
Despite the strong first half,
Edison forecasts a slump in fullyear profit from £12.4m to £6.6m,
with all divisions making a lower
contribution. A total dividend of 6.3p
a share is forecast.
Ambrian Partners moved from loss
to breakeven in the first half of 2011
as revenues improved from £2.71m to
£3.3m.There are potential transactions
in the pipeline but it is difficult to
judge whether they will go ahead
under current economic conditions.
There is little visibility for this business.
The size of the market-making
book has been reduced in order to

strengthen the balance sheet.
Evolution has agreed an all-share
bid from Investec and this leaves
a question mark over the future of
its broking business. Rival broker
Canaccord Financial Inc withdrew
from the bid battle. The offer is
0.23124 of an Investec share for each
Evolution share. On the day the bid
was announced this valued each
Evolution share at 100.24p and the
company at £233.2m.
Investec is most interested in the
Williams de Broë wealth management
business but it says that Evolution
Securities will also benefit from being
part of a larger group. If Evolution
Securities is merged with the Investec
investment banking business then
there are likely to be redundancies.

ADVISER CHANGES - SEPTEMBER 2011
COMPANY

NEW BROKER

OLD BROKER

NEW NOMAD

OLD NOMAD

Mediterranean Oil & Gas
MP Evans
Bowleven
		
Journey Group
Metals Exploration
VPhase
North River Resources
Synairgen
BP Marsh & Partners
Energetix Group
ZincOx Resources
Travelzest
Sefton Resources
Byotrol
China Food Company
STM Group
Sirius Minerals
Sagentia Group
West Pioneer Properties
Eros International
Falkland Oil and Gas
Angel Biotechnology
Japan Residential
Driver Group
EKF Diagnostics
Frontera Resources
		
GVC Holdings
NetDimensions (Holdings) Ltd
Sigma Capital Group
XCounter AB

Panmure Gordon/GMP
Peel Hunt
Bank of America
Merrill Lynch/Barclays
Singer
Fairfax IS
Panmure Gordon
Fairfax IS/Ocean Equities
finnCap
Panmure Gordon
Cenkos
finnCap/Ambrian
Merchant Securities
Northland/Dowgate
finnCap
Numis
finnCap
Macquarie/Liberum
Numis/Arbuthnot
Religare/Evolution
Peel Hunt/Investec
Jefferies/Oriel
Hybridan
Fairfax IS/Westhouse
Altium
Collins Stewart
Cornhill Capital/
Old Park Lane/Arbuthnot
Daniel Stewart
Panmure Gordon
Singer
Singer

WH Ireland/Panmure Gordon
Panmure Gordon
Bank of America
Merrill Lynch
Peel Hunt
Renaissance Capital
Ambrian
Ocean Equities
Matrix
Arbuthnot
Ambrian
Ambrian
Merchant Securities
Dowgate/Rivington Street
Arbuthnot
finnCap
finnCap/Evolution
Liberum/XCAP
Arbuthnot
Evolution
Evolution
Oriel
Hybridan/Matrix
Fairfax IS
WH Ireland
Matrix
Old Park Lane/Arbuthnot

Panmure Gordon
WH Ireland
Peel Hunt
Panmure Gordon
Bank of America
RBS Hoare Govett
Merrill Lynch		
Singer
Peel Hunt
Westhouse
Westhouse
Panmure Gordon
Ambrian
Strand Hanson
Strand Hanson
finnCap
Matrix
Panmure Gordon
Arbuthnot
Cenkos
Ambrian
Ambrian
Ambrian
Merchant Securities
Investec
Northland
Religare
finnCap
Arbuthnot
finnCap
finnCap
finnCap
Evolution
Macquarie
Beaumont Cornish
Numis
Arbuthnot
Evolution
Evolution
Evolution
Evolution
Oriel
Oriel
Grant Thornton
Grant Thornton
Smith & Williamson
Smith & Williamson
Altium
WH Ireland
Collins Stewart
Matrix
Strand Hanson
Strand Hanson

06/09/2011
06/09/2011
06/09/2011
07/09/2011
09/09/2011
12/09/2011
12/09/2011
13/09/2011
14/09/2011
15/09/2011
16/09/2011
16/09/2011
19/09/2011
20/09/2011
21/09/2011
21/09/2011
22/09/2011
22/09/2011
23/09/2011
26/09/2011
27/09/2011
27/09/2011
28/09/2011

Arbuthnot
Arden
Arbuthnot
Nomura Code

Daniel Stewart
Panmure Gordon
Singer
Singer

29/09/2011
29/09/2011
30/09/2011
30/09/2011

Arbuthnot
Arden
Arbuthnot
Nomura Code

DATE

01/09/2011
01/09/2011
06/09/2011
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Growth in funds under management
strengthens Brooks Macdonald’s market position
Wealth management
Wealth management group Brooks
Macdonald continues to grow
its funds under management
organically and through acquisitions.
This enabled the firm to improve
revenues by 49% to £52.2m in the
year to June 2011. Funds under
management rose 36% to £2.97bn,
with the majority of the growth
coming from new funds rather
than the rising market. Underlying
pre-tax profit rose 37% to £7.8m.
That does not include the £545,000
FCSC levy relating to the funding
of compensation for the collapse of
investment firm Keydata.
Property fund and estate manager
Braemar Group was acquired
during the period and part of this
business makes up the new fund
management division, which has
seven funds at the moment. Braemar
is losing money and will continue to

www.brooksmacdonald.com

Brooks Macdonald
gets 93% of its
revenues from fees

BROOKS MACDONALD (BRK)
12 MONTH CHANGE % + 32.8

lose money this year.
There is free cash of £13m in the
balance sheet. Dividend growth was
faster than profit growth, with a 67%
increase in total dividend to 15p a
share. There is more than enough
cash being generated to cover this
dividend comfortably.
Brooks Macdonald is in the process
of completing the acquisition
of the investment management
department of law firm Clarke
Willmott. That could add up to
£120m of funds under management
but the market has fallen since
the initial figure was announced.

1205p

MARKET CAP £m

130

Acquisitions need to fit in with
the existing operations and be at
an attractive price for them to be
considered.
Brooks Macdonald gets 93% of
its revenues from fees so the Retail
Distribution Review will not cause
any worries.
Peel Hunt forecasts a profit of
£9.6m for the year to June 2012,
although this is the most optimistic
forecast. The shares are still trading
on around 20 times these forecast
earnings so they have a relatively
high rating. Even so, Brooks
Macdonald is well placed to take
advantage of the changes in wealth
management sector over the coming
years.

Fraud detection expertise boosts Brightside
Insurance products broker
Insurance broker Brightside is
gaining market share on the back
of its technology that helps to weed
out car owners that are giving false
information so that they get lower
car insurance quotes. This is an
increasing problem due to online selfcertification and insurers have been
making large losses due to fraud.
Some insurers have pulled out of
areas where fraud is most prevalent.
They are liable for third-party claims
even if the motorist that they are
insuring has not supplied accurate
details. Brightside has reduced the
number of fraudulent applications
it accepts by using its Red Eye

www.brightsidegroup.co.uk
BRIGHTSIDE (BRT)
12 MONTH CHANGE %

23p
- 17.9

MARKET CAP £m 104.9

technology that monitors behaviour
during the online quote process. This
includes verifying claims history and
checking driving licences. Further
insurance companies are joining
Brightside’s eCar insurance panel due
to the company’s validation processes,
which also enable it to obtain
preferential terms. Brightside has no
underwriting risk.
Revenues grew 50% to £39.8m in
the six months to June 2011 through
a combination of acquisitions and

organic growth. Earnings per share
increased 69% to 1.1p a share. The
losses of the life assurance operations
have been stemmed. The business is
cash generative and there was £15.8m
in the bank at the end of June 2011.
There are £30m of facilities for the
support of primary finance activities.
The founders of the company still
have insurance businesses that they
have not injected into Brightside.
Brightside continues to benefit from
increasing insurance premium rates.
Edison forecasts an improvement in
profit from £12.3m to £17.9m in 2011.
That puts the shares on less than nine
times prospective 2011 earnings.
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Focused Animalcare generates benefits
from new pet medicines
Vet drugs supplier
Animalcare is benefiting from its focus
on veterinary medicines for pets and it
has a pipeline of new treatments that
will help it to continue to grow.
Revenues from continuing
operations improved from £11.2m to
£11.8m in the year to June 2011. The
growth came from the vet medicines
business and even existing drugs grew
sales by nearly 6%. It could have been
even better had revenues not been
held back by problems obtaining
supplies of the analgesic Buprecare,
which cost the group around
£450,000 last year. A new Buprecare
manufacturer will start supplying
Animalcare in the second half.
Companion animal ID sales were
slightly down because competition

www.animalcaregroup.co.uk

Four new products
should be launched in
the next few months
pushed prices lower.
Pre-tax profit edged ahead from
£3m to £3.1m. The disposal of noncore activities enabled Animalcare to
eradicate its debt and end the financial
year with cash of £1.2m. The business
is strongly cash generative so net cash
could double by the end of June 2012.
The total dividend was 4p a share
and this could rise to 4.4p a share this
year, giving a prospective yield of 2.6%.
House broker Brewin Dolphin

ANIMALCARE (ANCR)

167.5p

12 MONTH CHANGE % + 43.8

MARKET CAP £m

34.2

expects profit to improve to £3.4m
in the year to June 2012. The shares
are trading on 15 times prospective
earnings. Again, the growth will come
from the core business, where a
programme of new product launches
over the next two years should
ensure that revenues will continue
to grow. Four new products should
be launched in the next few months,
with another couple due before the
end of the financial year. Management
also plans to build export revenues.
Revenues from the other parts of the
business are likely to be flat.

RedHot reversal could transform business
Marketing services
Asia-focused advertising and
marketing services provider RedHot
Media International increased its
revenues significantly in the first half
of 2011 but profit did not follow suit
as the benefits of the gains in market
share will not show through until the
second half and beyond. Revenues
grew from RM16.4m to RM27.7m
(£5.6m), while pre-tax profit slipped
from RM4.86m to RM4.65m. Full-year
profit should improve, though.
RedHot’s strategy is to offer
advertising services to its clients
through a combination of media
buying and owning media content,
which can be swapped for advertising
space. RedHot wants to supplement
its growth by acquisitions. The

www.redhot.asia
REDHOT MEDIA INTERNATIONAL LTD (RHM) 24.75p
12 MONTH CHANGE %

- 69

MARKET CAP £m

9.05

purchase of a billboard owner has
been lined up.
Asian companies tend to have high
receivables because payment terms
are more generous than in Europe.
RedHot is no different although it
does generate cash and is by no
means as bad as some of its peers.
Cash generation was better in the
first half of 2011 and hopefully this
improvement will continue. Net cash
was RM1.51m at the end of June
2011. There were also RM3.31m of
redeemable preference shares and
deferred consideration of RM1.18m.

RedHot plans to reverse its
operating businesses into Malaysianlisted PUC Founder, which is an
offshoot of major Chinese IT
manufacturer Founder Group (70%
owned by Peking University). RedHot
will receive nearly 68% of PUC
Founder. PUC Founder provides the
group with opportunities to get more
involved in China. Even though the
deal was announced earlier this year
it will not be completed until near to
the end of 2011.
The uncertainties caused by
regulatory delays have not helped
the RedHot share price. Once the deal
is done it will be easier for investors
to assess the underlying attractions of
the business.
October 2011 5
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Tikit changes mix and makes more
money from its own software
Legal IT supplier
Selling more of its own software and
services enabled Tikit to increase
its first-half profit while reporting
flat interim revenues of £13.3m. This
has been achieved at a time when
the professional services market has
been tough.
A fall in revenues from third-party
software was due to the loss of
the rights to sell LexisNexis search
software to lawyers. That was lowmargin business and Tikit has put
more resource behind selling its own
higher-margin software. Tikit does
still sell Autonomy software but it
does not have any concerns about
Autonomy’s takeover by HewlettPackard. New software products will
generate revenues in the second half.
The Tikit Legal Office outsourced
software and services package is

www.tikit.com

The interim dividend has
been increased by 25%
yet to contribute and because it is
based on monthly payments it will
take time to build up to significant
revenues.
Improved operating margins due
to the change in revenue mix meant
that pre-tax profit increased from
£1.65m to £2.25m in the six months
to June 2011.
France and Spain are winning new
business but are not a large part of
the group. Management believes
that there is more scope for growth
in North America, where Tikit’s
eMarketing service is selling well.
Nearly all of the operating profit

TIKIT (TIK)

272.5p

12 MONTH CHANGE %

+ 38.7

MARKET CAP £m

40.1

was turned into cash and there is
little in the way of capital spending
required. Net cash increased from
£2.88m to £4.07m in the six months
to June 2011. The interim dividend
has been increased by 25% to 2.5p a
share.
Tikit continues to look for add-on
acquisitions but it has not found
anything at the right price. They
would need to provide a better
return than investment in the current
operations.
Tikit is on course for a 2011 profit
of £4.3m. The share price has risen
strongly over the past year and the
prospective 2011 multiple is 13.

Titan Europe returns to pre-recession business levels
Construction and agricultural vehicle wheels
Construction, mining and agricultural
wheels manufacturer Titan Europe
is continuing its recovery and in
many areas of its business demand
is back to pre-recession levels. The
business has a wide geographic
spread of revenues and all regional
markets have shown improvement.
Revenues were much higher than
the first half of 2010 and also better
than the second half of 2010. Yearon-year interim revenues jumped
from £166.9m to £253.2m and that
meant that there was a swing from a
loss of £2.41m to a profit of £15.8m.
Mining has been a particularly strong
sector.
6 October 2011

www.titaneurope.com

TITAN EUROPE (TSW)
12 MONTH CHANGE %

+ 20.2

85p
MARKET CAP £m

74.1

Management believes that
customers are not holding significant
levels of stock so this makes the
business less susceptible to any
major downturn in demand.
The requirement for additional
working capital due to the growth in
revenues meant that net debt moved
up to £138.8m. Titan Europe has a
strong relationship with its banks so
this level of debt is comfortable for
management. The bank facility has
been reorganised and repayments

have been halved to €11m in each
of the next three years – the 2011
payment was in the first half. The
subsequent two years’ repayments
will be €29.5m a year. As the business
strengthens the interest charge will
fall. Titan is considering restoring its
dividend when it is appropriate.
Order books are described as firm.
Analysts forecast a full-year profit of
£22m so Titan Europe is already well
on its way to that figure. That means
that the shares are trading on five
times prospective 2011 earnings.
Factories in Brazil, Turkey and China
will be the focus of expansion in the
coming years.
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Motivcom pursues progressive Dividend news
path despite events decline
Incentives, promotions and events			

Dividend
A decline in interim profit did not
prevent marketing services and
incentives provider Motivcom from
continuing to increase its dividend. The
interim was raised by 15% to 1.15p a
share and the full-year total dividend
is expected by house broker Numis
to be 3.68p a share. Motivcom has
consistently increased its dividend
since joining AIM in 2004, helped by a
record of 47% compound profit growth
since 2001.
Management is keen to retain a
progressive dividend policy even
though full-year profit is forecast to
be lower this year. The balance sheet
remains strong so Motivcom can afford
the dividend. Net cash was £7.2m
at the end of June 2011 although
since then £1.5m has been spent on
the acquisition of Goldserve, which
generates event enquiries and leads.

Business
The business is split into four divisions:
motivation, employee benefits, sales
promotion and events. Clients are keen
to maximise staff and customer loyalty
and want to outsource in order to
reduce direct costs.
The first half of 2011 was a
disappointment for Motivcom. Events
are highly operationally geared so
a fall-off in revenues can have a
significant effect on profit. Events had a
particularly sharp recovery last year and
were behind the strong result reported
for 2010. Events revenues improved
in the first half of 2011 but they did
not match expectations and could
not cover additional costs taken on in
anticipation of further growth. Sales
promotion was also disappointing. It
started the year well but did not have

www.motivcom.com

				

MOTIVCOM (MCM)

Price

67.5p

Market cap £m

19.6

Historical yield

4.7%

Prospective yield

5.5%

the expected repeat business from
two clients. Brands are becoming
more cautious about spending on
promotions.
The motivation division, which
incentivises employees and provides
customer loyalty schemes, had a strong
first quarter but this was followed by a
tougher second quarter. The pre-paid
cards business is doing well while the
rest of the business is steady.
Motivcom provides employee
benefits, such as childcare vouchers
and discount offers, and there was
an initial contribution from childcare
vouchers provider Allsave. Competition
is increasing in this area but it is also a
growing market. Motivcom has 3% of
the childcare vouchers market so there
is plenty of scope to increase this. There
is also the opportunity to sell other
benefits to Allsave customers.
Overall revenue grew from £47.3m
to £52.6m including a two-month
contribution from Allsave. Pre-tax profit
fell from £2.35m to £1.28m.
House broker Numis had expected
an improvement on the 2010 profit of
£4.7m but now forecasts a 2011 profit
of £3. 8m. Motivcom is still keen to
make acquisitions in order to balance
the organic and acquisitive growth
of the business. It has made two
purchases so far this year and believes
that there are more realistic valuations
and opportunities at the moment.
Management is keen to expand
internationally.

Vet practices operator CVS surprised
the market by declaring a maiden
dividend with its figures for the year
to June 2011. The 1p a share final
dividend is well covered by earnings
so there is scope for future growth in
the pay-out. Revenues improved 19%
to £101.5m, but most of its growth
came from acquisitions. Pre-tax profit
edged ahead from £3.84m to £4.25m.
Excluding amortisation, the profit
improved from £8.23m to £9.6m. Net
debt fell from £41.9m to £33.5m at
the end of June 2011. CVS is trying to
build its monthly recurring revenues
by developing pet loyalty schemes.
The main pet scheme and a puppy
and kitten scheme have more than
35,000 members.
Health benefits provider Personal
generated record new annualised
premiums of £4m in the first half of
2011. Pre-tax profit edged ahead from
£4.6m to £4.7m as Personal absorbed
the 1% increase in insurance premium
tax. Personal is looking for a new chief
executive following the departure of
the previous incumbent earlier in the
year. There was a payoff to the former
chief executive included in the firsthalf figures. Personal is on course to
pay a total dividend of 17.4p a share
this year, which should be covered 1.3
times by earnings. Cenkos forecasts a
2011 profit of £9.7m.
An eight-month contribution from
Ashley Commercial Finance helped
trade-finance provider Ultimate
Finance to more than double its profit
in the year to June 2011 but the full
integration and cost saving benefits of
the acquisition will show through this
year. Prior to the acquisition Ultimate
suspended dividend payments but
resumed them after the deal was
completed. Last year’s total dividend
was 0.7p a share and Ultimate intends
to pay a significant proportion of its
earnings in dividends. The shares yield
just over 4%.
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Value emerges in slumping markets
By WILL ARNSTEIN and EMILY ASHFORD

T

his month finnCap launched its
inaugural monthly exploration
and production (E&P) report,
which enables us to regularly update
the market on our views on the
sector, and in particular our coverage
universe. It has been published in the
midst of a major sell-off in equities,
which has seen valuations in the
sector tumble.
Many stocks trade at significant
discounts to their total NAV, which
means attractive opportunities are
emerging, with fully listed Premier’s
acquisition of EnCore a case in point.
We do not, however, believe corporate
M&A will pick up materially, with most
transactions likely at the asset level.

NAV reductions
Recent falls in commodity prices
driven by increasing fears of an OECD
recession are the principal drivers
for material cuts to valuations. The

We understand a stabilised rate of
2-4mmcfpd would be considered
positive, with flow rates likely to be
economic well below this, depending
on the volume of associated liquids.
The testing of Pg-10 will follow, Gas
encountered in the deeper ‘K’ sands,
could potentially add 35% (unrisked)
to our total NAV, with additional
upside possible if recoverable volumes
increase.

French Guiana
Northern Petroleum and fully listed
Tullow were the best-performing
stocks within our coverage universe
during September, rising 14% and
28% respectively. They benefited from
exposure to the Zaedyus well drilled
by Shell offshore French Guiana, which
encountered an impressive 72m of
net oil pay in two turbidite fans and
opens up a new hydrocarbon basin.
Further results are likely in December.

Many stocks are trading at significant discounts to NAV
Brent forward curve has fallen by 18%
for 2012 (from $118/bbl to $97/bbl)
since we last updated our numbers
and remain in backwardation in the
mid-term. In contrast, UK gas prices
remain robust, falling by just 4% (from
70p/therm to 67p/therm), although
future price inflation has decreased
markedly. The falls are partially offset
by a 5% decline in sterling.
Within our AIM coverage universe we
highlight Ascent and Resaca as looking
undervalued – both trade below core
NAV. We believe both companies need
to deliver positive operational news
flow to trigger re-ratings, with Ascent
set to announce critical testing results
from its Pg-11A well on the Petisovci
tight gas field onshore Slovenia
in late October or early November.

Well costs are already an eye-watering
$200m and expected to rise towards
$300m. Northern has a 1.25% interest
in the Guyane Maritime licence.
While the market is rightly
excited, little is known about the
reservoir quality and no flow tests
have been undertaken. As a result,
we are cautiously optimistic, but
await appraisal results that will be
critical in determining volumes and
commerciality, and for this reason we
maintain our Hold on Northern (cheap
but lacks catalysts to drive a re-rating).

Aurelian
The worst-performing stock in
September was Aurelian, which
fell a staggering 59% following

disappointing initial results from the
Trzek-3 well in the Siekierki tight gas
field onshore Poland. While our NAV
fell by a hefty margin to 41.3p a share,
we believe the stock is now over-sold
and presents an attractive opportunity
as it trades close to cash of 14p a share,
ascribing little value to gas discoveries.
We caught up with the Aurelian
management team on 4 October
to discuss the recent Trzek-3 results
and the near-term outlook for the
company. We believe a materially
higher valuation can be achieved with
only limited future success. Following
the meeting, we have identified three
drivers that could get the share price
moving higher:
Firstly, the company needs to fully
understand the results from Trzek-3
and how it affects the prospectivity of
the greater Siekierki area as a whole.
It can then form a development plan
for the existing proven gas, which
Aurelian estimates has a value of 5-6p
a share, and determine well designs
that can exploit this gas.
Secondly, Aurelian should consider
farming out some of its 90% working
interest in the Siekierki field to bring in
a technical partner with the financial
resources to drive the project forward.
This would put a market value on the
asset and may provide Aurelian with
a carry and back costs that can be
re-invested elsewhere.
Finally, while not something it can
control, it needs some success from
the 13 wells it is currently funded for.
We believe the three wells due to be
completed (Krzesinki, Niebieszczany
and Horodnic) before year end stand
the best chance of success, albeit
they do not have the greatest upside
potential.

i

WILL ARNSTEIN is finnCap’s research
director covering the oil and gas sector
and Emily Ashford is a sector analyst.
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AIM Awards 2011
The sixteenth AIM Awards were held at Old Billingsgate on 13 October with
more than 1,300 people attending the dinner and presentation. The awards
have been sponsored by accountants PwC for all those 16 years. As ever,
there was an array of deserving winners on the night.
COMPANY OF THE YEAR

May Gurney Integrated
Services
Outsourced services provider May
Gurney, which was founded in 1926,
won the Best Communications award in
2008 and 2009 but this is the first time it
has won the top award.
May Gurney, which joined AIM in
June 2006, supplies environmental,
facility, utility, rail and water services to
local authorities and utilities companies.
Its annual revenues were £571m in
2010-11. Despite the concerns about
future government spending, May
Gurney has a reputation for being a
dependable business, which must have
helped it to win the Company of the
Year award at a time when there is so
much uncertainty about the economy.
First-half trading was strong thanks to
an increase in highways maintenance
work and water companies starting
to ramp up their capital spending
in the latest regulatory investment
period (AMP5). The acquisition of Turiff
provides exposure to Scotland and the
UK gas sector. May Gurney’s order book
is worth £1.5bn. Revenues are forecast
to reach £600m in the year to March
2012 and underlying profit is set to
move up from £23.6m to £27m.
INTERNATIONAL COMPANY OF
THE YEAR

Skywest Airlines Ltd
Skywest is an airline that focuses
on Australia and South East Asia.

The core business is providing
charter services for mining company
employees but Skywest also operates
normal passenger routes.
A 10-year alliance has been signed
with Virgin Australia and this will
lead to Skywest providing 18 aircraft
on existing and new routes. The
third of the ATR 72-500 aircraft for
this partnership has recently been
delivered.
Skywest’s operating statistics for
the period since the end of June
2011 show a fall in the number
of passengers carried, excluding
charters, to 89,000 but a decline
in available seat kilometres means
that the load factor has risen from
56.6% to 59%. The number of charter
services increased from 707 to 832.
Skywest is registered in Singapore
and reports in Singapore dollars.
Revenues increased 11% to S$240m
(£120m) in the year to June 2011,
although there was slight decline
in pre-tax profit to S$13.6m due to
higher depreciation and amortisation
charges. Skywest has a progressive
dividend policy and paid 1.23
Singapore cents a share last year.
ENTREPRENEUR OF THE YEAR

Nick Robertson, ASOS
Online fashion retailer ASOS has
been one of the biggest successes
in AIM’s history and the trading
statement issued by the retailer the
day after the awards shows that
success continuing. Revenues were
49% higher at £110m in the three
months to September 2011. More

importantly retail margin is ahead of
the same time last year. UK sales were
flat, with nearly all the growth coming
from international sales, which
accounted for 57% of revenues in the
second quarter of the financial year.
First-half revenues were 56% ahead.
Three more country-specific sites have
been launched in Spain, Italy and
Australia, taking the total to seven.
Nick Robertson founded ASOS and
it joined AIM almost exactly ten years
ago. Over that time ASOS has grown
into a company valued at more than
£1bn even though the share price has
been hit by profit-taking in the past
few months. This year’s award follows
the AIM Company of the Year award
in 2010, which ASOS had previously
won in 2008. In 2006 ASOS won the
Best Communication award and it has
also won a further two awards for its
share price performance.
BEST NEWCOMER

Smart Metering Systems
Smart Metering Systems (SMS)
joined AIM on 8 July, when it raised
£10m gross at 60p a share, valuing
the company at £50m. Existing
shareholders sold £17m-worth of
shares. The awards cover the year to
31 July 2011 so it was one of the last
new entrants eligible for this award.
The share price had reached 93.5p by
the end of July.
SMS provides gas meter asset
management services and develops
smart meter technology. The cash
raised will go towards investment
in gas meters and the ADM smart
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metering device. The ADM smart
meter is designed to be used in the
gas and water markets in the UK and
internationally. A patent is pending
for the device and commercial trials
are ongoing. SMS believes the ADM
smart meter is less expensive than
competing products.
SMS is profitable and plans a
progressive dividend policy. The first
dividend will be paid in 2012.
BEST COMMUNICATION

NWF Group
Animal feeds, fuel and groceries
distributor NWF is no stranger to the
AIM Awards and it won the same
award back in 2000.
Strong profit growth in the feeds
division offset lower contributions
from food distribution and fuels
in the year to May 2011. Overall
revenues grew 22% to £464m, while
pre-tax profit was 7% higher at
£7.6m. Cash generation was strong
and net debt was cut by £2.6m to
£11.3m.
Commodity price rises helped
boost the revenues of the feeds
business but it also increased its
underlying volumes. Differing order
patterns and promotions made it
more difficult to make money from
food distribution. Shift patterns
have changed and customer pricing
is being adapted to more volatile
demand. Fuels did not get as much
of a boost from the cold winter
weather as it did in the previous year.
Shropshire-based Swan Petroleum,
which has three fuel depots, has
recently been acquired for £2.75m.
BEST TECHNOLOGY

DDD Group
3D software developer DDD has
been on AIM since the beginning of
2002. It has been a hard slog for the
company but it is now benefiting

from the trend towards 3D in film, TV
and PC software. Although the initial
cinema fad is past its peak there does
appear to be underlying demand in
the TV, PC and mobile markets.
Revenues grew 140% to $2.3m
in the first half of 2011, while the
overall loss was $861,000 – although
the majority of that loss comes
from withholding taxes and sharebased payments. For the first time,
DDD made a small operating profit
before share-based payments. It had
$3.3m in the bank at the end of June
2011. There was strong growth in
unit shipments for TV and PCs. The
mobile version of the technology
was launched in June and will make
a contribution in the second half.
DDD also plans to develop 3D
conversion services operations and
it could potentially win 1,000 hours
of conversion business at $9,000 an
hour. It will require investment in
equipment and additional staff. This
potential revenue is not included in
any forecasts.
Licence contracts already signed
will boost the second-half revenues.
One PC customer could generate
1m unit sales over the next 12
months. Edison forecasts a maiden
underlying pre-tax profit of $300,000
for 2011.
BEST USE OF AIM

Daisy Group
Daisy Group has used its
AIM quotation to advance its
consolidation strategy in the
business telecoms sector. In the
year to March 2011, Daisy secured
eight acquisitions and it has made
a further purchase since then. All
but one of these has already been
rebranded under the Daisy name.
Revenues reached £266.3m in the
12 months to March 2011. The full
benefits of the acquisitions are yet to
show through in the figures. Trading
for the six months to September
2011 is in line with expectations

and all the acquisitions have been
successfully integrated.
AIM TRANSACTION OF THE YEAR

Petra Diamonds Ltd
Petra has won this award two years
running. The latest deal is the
acquisition of the Finsch diamond
mine in South Africa from De Beers.
Finsch is one of the largest diamond
mines in the world and it will more
than double Petra’s production.
Finsch is expected to add 125,000
carats per month to Petra’s
production. The $192m acquisition
was announced in January but it was
not completed until 14 September.
A placing raised £205m ($325m) at
150p a share and this will help fund
capital expenditure on Finsch of
$330m over the next six years. Petra
has talked about moving from AIM to
the Main Market.
BEST PERFORMING SHARE

Condor Resources
The Condor share price has
recovered strongly over the
past year but the catalyst for the
improvement dates back to the first
half of 2010 when it was granted
five 25-year exploration concessions
in Nicaragua. In April, Macquarie
Bank subscribed for £3m of shares
at 9p each, which is still well above
the market price. Condor owns
100% of the La India project, whose
attributable JORC resource is 1.05m
ounces of gold at a cutoff point of 6
grams/tonne.
BEST PERFORMING SHARE

Edison Investment Research
Independent research provider
Edison has won this award in three
out of the past five years.
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Market Performance, Indices and Statistics
FTSE INDICES

AIM SECTOR INFORMATION
SECTOR NAME

% OF
% OF
MARKET CAP COMPANIES

Basic materials
Oil & gas
Financials
Industrials
Consumer services
Technology
Health care
Consumer goods
Telecoms
Utilities

21.3
21.1
18.8
10.4
8.2
7.5
5.5
4.7
1.5
1

14.5
11
22.5
18.6
10.8
9.9
5.4
5.2
1.1
1

4KEY AIM STATISTICS
Total number of AIM:

1,158

Number of nominated advisers

61

Number of market makers

59

ONE-YEAR CHANGES

INDEX

FTSE AIM All-Share
FTSE AIM 50
FTSE AIM 100
FTSE Fledgling
FTSE Small Cap
FTSE All-Share
FTSE 100

PRICE

% CHANGE

700.34
2916.57
3124
4302.3
2805.3
2654.38
5128.48

-10.5
-8.2
-12.7
+1.7
-5.8
-7.4
-7.6

COMPANIES BY MARKET CAP
MARKET CAP		

NO.

Under £5m
£5m-£10m
£10m-£25m
£25m-£50m
£50m-£100m
£100m-£250m
£250m+

264
156
248
202
119
116
53

TOP 5 RISERS OVER 30 DAYS
		
COMPANY NAME
SECTOR
PRICE (p)

CHANGE (%)

Angle

Technology

UniVision Engineering Ltd

Electronics

0.47

58

+119.9
+90

ClearStream Technologies

Health care

82

+78.3

Clarity Commerce Solutions

Software

22.25

+56.1

SimiGon Ltd

Software

8

+56.1

CHANGE (%)

Total market cap for all AIM:

£68.85bn

Total of new money raised

£76.05bn

Total raised by new issues

£34.80bn

		
COMPANY NAME
SECTOR
PRICE (p)

Total raised by secondary issues

£41.24bn

Carpathain

Property

€ 0.10

-67

Share turnover value (2011)

£28.34bn

GMA Resources

Mining

0.22

-68.6

4.01m

Norseman Gold

Mining

8.79

-66.8

Hightex Group

Construction

1.38

-65.6

Aurelian Oil & Gas

Oil and gas

16.5

-63.7

Number of bargains (2011)
Shares traded (2011)
Transfers to the official list

128.19bn
157

TOP 5 FALLERS OVER 30 DAYS

AIM - 1 YEAR INDEX CHANGE

Source: London Stock Exchange

1000
965
930
895
860
825
790
755
720
685
650

October 1st 2010

September 30th 2011

Data: Hubinvest Please note - All share prices are the closing prices on the 4th October 2011, and we cannot accept responsibility for their accuracy.
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finnCap is an independent, clientfocused institutional broker and
corporate adviser, whose chairman
is Jon Moulton. The firm is 95%
employee owned and it has a
dedicated small cap focus. finnCap’s
goal is to be the leading adviser and
broker in the small cap space. The
broker has a full service offering,
plus strong aftermarket care and
client service. A proactive team
approach means that there is
support from all departments for
all of the firm’s corporate clients.
This helped finnCap become the

fastest growing broker in both 2009
and 2010. finnCap is ranked as the
number two broker/nominated
adviser on AIM by overall client
numbers. It is number one ranked
in healthcare, technology and
industrials sectors.
finnCap was shortlisted for AIM
Broker of the year, AIM Adviser of
the year and Analyst of the year at
the 2011 Growth Company Awards.
It has also been shortlisted for
best research at the AIM Awards.
finnCap’s corporate broking and
sales trading teams have achieved

Extel Top 10 rankings for two years
running.
finnCap has a strong track
record of raising money for clients
and it has advised on £280m of
fundraisings and more than £300m
of M&A transactions since April
2009. More than £140m was raised
for clients in the year to April 2011.
Clients have a combined market
value of around £3bn, with an
average market capitalisation of
approximately £40m. The top 20
clients have an average market
capitalisation of more than £100m.
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