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Indices Value as at
31/05/10

FTSE 100 Share 5188.43
FTSE All Share 267317
Dow Jones 10136.63
DJ Euro Stoxx 50 ° 2610.26
Nikkei 225 9768.70
Z]l'lssEt:CESrltlsh Government 155.11

Bad times, sad times, strange times

The crisis that unfolded in Greece was clearly bad, for
Europhiles the demise of the Euro and potentially the
Eurozone is definitely sad, but the subsequent reaction

is perhaps rather strange. This is because sovereign

debt is now back in vogue over the month, but from

Gilts to Bonds, the yields hardly represent an attractive
investment opportunity, particularly given the latest
inflation data in the UK. It seems that we have already
forgotten that an issue with regard to sovereign debt
sparked the latest sell-off in the first place! Since then,
the yield on the FTSE 100 has risen above the yield on

the 10-year Gilt for the first time since last Autumn, as
despite the massive deficit, Government bond yields
remain anchored by the prospect of a prolonged

period of exceptionally low interest rates. Therefore,

the real question for longer term investors prepared to
take a different type of risk (less or more - people are
currently arguing the case for both!) is whether blue chip
businesses offer a more attractive return? Their dividends
alone are attractive, but the balance sheets are also
strong, they are globally diverse and have scope for future
earnings growth, a potential hedge against rising inflation.
The real Bears continue to dismiss the current inflation
numbers as a short term blip and believe that deflation is
still waiting around the corner. Yet for fans of conspiracy
theories, inflation is really great when most in debt...

% Change % Change 2010 % Change on
on Month year to date 12 Months
-6.57% -4.15% 17.44%
-6.64% 317% 18.67%
1.92% 2.80% 19.25%
1.33% -12.00% 6.49%
-11.65% 1.37% 2.59%
1.37% 1.96% 1.69%

Those who cried only a month ago that the market was

in an upward Bull trend have already turned on their
heels and lean towards the extension of the ongoing Bear
market, with a FTSE100 target of 4,500 in their sights. If
history is any guide, being too judgemental based on one
month’s movements would be foolish indeed...

News

Just to cheer Gordon Brown up, Tony Blair has been
demonstrating that there is life after being Prime
Minister, with Tony now set to become a senior adviser at
Khosla Ventures, a venture capital firm based in Silicon
Valley that focuses on green technology. Whilst the cash
keeps rolling in for Tony, the reverse is true for Tidjane

at Prudential, which after scrapping its bid for AlA, looks
set to be hit by costs of around £450 million! With around
£220 million spent on advisory fees, £153 million spent
on the break fee and an additional £81 million spent on
underwriting and arrangement fees, Tidjane Thiam, Pru’s
CEO, now looks a marked man.

Staying with other popular chaps of the moment, Tony
Hayward, CEO of BP, must be wondering what's next, as
the US launched a criminal investigation into the leak.
BP's management is also under real pressure to reassure
investors about the company's future and the security of
dividend payments. The shares have fallen further over
the month and are likely to remain unsettled until the
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well is plugged. With the FBI's involvement BP has been
ordered to preserve records that could shed light on what
led to the disaster, and lawyers from the US Department
of Justice have been dispatched to look for evidence of
‘malfeasance’ in the run up to the explosion.

AMEC reported that year-to-date trading is in-line

with expectations, with an order book of £3.55 billion
(December 2009: £3.17 billion). New order intake was up
some 20% compared to last year and net cash before
further acquisitions is expected to be circa £650 million.
Hamworthy released positive full year results ahead of
expectations. Trading remains challenging across its
end markets, but there are initial signs of improvement
in some sectors with order enquiry levels picking up.

In the US Apple announced that it has sold over 2 million
iPads in less than two months. That puts it on track to beat
even optimistic analyst estimates of 2.5 million iPads for
the quarter. It seems the only thing holding back iPad sales
is Apple being able to produce them fast enough!

BA's strikes continue to cripple the company and
despite all the talks there has been no indication that
any progress has been made. More strikes are planned
and the story looks set to run and run. Meanwhile,
Ryanair has swung back into profit, reporting pre-tax
profits of £289 million for the year to March, bouncing
back from its first annual loss this time last year. The
airline also said it planned to pay a one-off dividend to
shareholders for the first time.

Scottish and Southern Energy has said it is no longer
interested in acquiring a major stake in the electricity
networks owned by EDF. These networks supply nearly
eight million homes in the south of England and have been
put up for sale by EDF to help cut its debts after its takeover
of British Energy. SSE said it was not interested in a major
stake which may require it to issue new shares to pay for it,
but it has not ruled out taking a smaller interest.

Staying with a ‘cash required’ theme, National Grid
announced a fully underwritten, £3.2 billion rights issue.
We understand that the issue will be used to support
funding for a significant increase in capital expenditure

over the next five years, to £22 billion, compared

with £14 billion in the five years to March 2010. The
group also announced strong results for the year, with
operating profit increasing 7% to £3,121 million.

Northumbrian Water has said the level of business
failures among its customers seems to have stabilised.
These comments came as it reported an 11.5% rise in
pre-tax profits to £170.2 million for the year to the end
of March. In November, the company said it had been
hit by business closures in the north-east of England
leaving it with bad debts of £1.7 million.

Barclays has snapped up a carbon trader for £98 million,
increasing its exposure to the carbon market by buying
Sweden’s Tricorona. Comprised primarily of cash, the deal
represented a 40% premium over the closing share price.

Marc Bolland, the former CEO of Morrison’'s joined M&S
as chief executive at the beginning of May. Stuart Rose
said Bolland will present his strategy with the group’s
interim results in November, with analysts expecting
arenewed focus on the food division and also the
potential for cost cutting. Meanwhile his old boss has
been less than complimentary in the papers.

Liberty International has now split itself in two via

a demerger. The subsequent businesses are Capital
Shopping Centres, a UK REIT focused on prime regional
shopping centres, aiming to deliver strong long term
returns through income and capital growth; and Capital
& Counties, a central London property company,
focusing on total return opportunities in London's real
estate market.

Elsewhere, Rightmove reported a 35% increase in
property listings on its website in the seven days following
the Government's abolition of home information packs
(HIPS). Travis Perkins has announced the proposed
acquisition of BSS, which makes good strategic sense on
two fronts. Firstly, pushing Travis up to joint market leader
in UK heating and plumbing (alongside Wolseley), with an
estimated 20-25% market share provides major purchasing
benefits and secondly, it should provide efficiency
improvements and cost savings to their existing operations.
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