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EQUITY RESEARCH 

BG GROUP (BG) - BUY 

Royal Dutch Shell/ BG – merger will create largest co in UK 100 
During a Bloomberg conference call yesterday morning, Royal Dutch Shell CEO Ben 
van Beurden said BG made a compelling merger fit and that the timing of the 
acquisition (in the context of the oil price collapse) was the best in years. A merger 
between Shell and BG had been discussed “on and off” for a decade. 

 

BG adds 25% to Shell’s “proved” P1 oil reserves and 20% to oil & gas production 
whilst adding its LNG (liquefied natural gas) portfolio (c. 16% of global LNG) and its 
offshore assets in Brazil, Tanzania and Australia. The asset side combination 
diversifies Shell considerably adding growth assets principally in Brazil to offset 
declining production from Shell’s West African oil fields in Nigeria and Gabon.  

 

On the synergy side, in terms of capital expenditure adding the two budgets 
together gets to $42bn (BG spent $9.7bn in 2014). Shell expects to reduce capital 
spending by $2.5bn post-merger though it could reduce spending by c $4bn. The 
merger would mildly boost EPS in 2017 but strongly boost EPS in 2018 assuming 
Shell’s forecast assumption of $75 oil in 2017 and $90 in 2018-2020. 

 

Shell does not expect a change in its debt ratings (S&P AA, Moody Aa1) as its 
balance sheet gearing would have been c.20% using end 2014 numbers on a pro-
forma basis (ie. if both companies had been merged end 2014). It is worth noting 
though that both rating agencies have negative outlooks given the oil price context. 

 

The BG merger terms break down as follows; 9.52p interim dividend (ex 23rd April 
2015) plus 383p (cash per share) plus 0.4454 RDS (B) shares per BG share. This 
equates to a grossed up value of 1700.6p per RDS (B). Not only is this a 12.3% 
discount to Royal Dutch Shell B shares (2002p- 62p expected RD dividend) it offers 
a forward yield of 7.47% based on Shell’s promised $1.88 (127p) 2016 dividend.  

 

Recent FY14 results from BG Group, loss of $5.03bn after $8.9bn of asset write 
downs were uninspiring. Crucially BG’s production growth that, during 2010-2013 
had caused BG’s shares to trade at a premium to the oil sector, had ended. During 
Q4 2014 BG’s E&P production was 630k boepd (barrels of oil / oil equivalent per 
day) down 1%, over 2014 production was down 4%. BG has the quandry of further 
commitment to Egypt after losing $2bn in 2013 and a further $750m during 2014 in 
Egypt. Shell has rescued BG from problematic capital commitments in 2015. 

 

BG takeover premium of 50% is a massive premium. £47bn ($69.5bn) represents 
$40.4bn above (2.4x) BG’s end 2014 book value of $29.1bn. There are a number of 
oil companies at discounts or near to book value, (BP) that are cheaper. Has Shell 
overpaid? That was the kneejerk response in Shell yesterday and that looks clear. 

CONCLUSION 
“Deal risk” is attractively priced, at 1150p- BG is a cheap way into Royal Dutch Shell 
at 1700p with an attractive near 7.5% forward dividend yield. We see deal 
completion as at least six months away ie Q4 2015 assuming no delays/ deal failure. 

 

Key Risks to Price 
Target 
i) Given the merger 
terms BG Group shares 
are derivative of Shell 
B shares ie share the 
downside risks of Shell. 
 
ii) Profit/ estimated 
synergies from the 
merger will depend on 
oil & gas prices. 
 
iii) Risk of Shell merger 
being derailed, delayed 
or otherwise blocked. 
 
Please note the risk 
warnings and 
disclaimers on the last 
page of this document. 

 

BG is a UK based oil & 
gas major with 
significant 
hydrocarbon 
reserves offshore UK, 
Brazil, Egypt, 
Australia, Trinidad & 
Tobago. 
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Collins Sarri Statham Investments Ltd - Analyst Rating Definitions: 
 
 

BUY: A “buy” rating is applied to companies with established businesses that are profitable and where there is further profit growth 
expected. A “buy” recommendation means the analyst expects the share to reach the share price target on the note.  
HOLD: The company’s valuation appears to reflect investor expectations in the short-term. Alternatively the company is awaiting 
key developments that will impact on the share price. Investors are advised to await the resolution of these key developments.  
SELL: The company’s valuation appears too high having regard to material uncertainties, declining profit prospects or has sizeable 
funding requirements. A sell recommendation may also be applied where the board have failed in key objectives or appear to be 
frequently changing strategy. A sell recommendation means the analyst expects the share to fall to the price target on the note. 
NEUTRAL (Not Rated): The analyst does not maintain a view in either direction.  
 
 

Key to Material Interests: 
 
Please be aware that the following disclosures of Material Interests are relevant to this research note: 
 
BG Group   Relevant disclosures:  < 2>  
 
1. The analyst has a personal holding in the securities issued by the company or of derivatives linked to the price of the company’s 
securities. 
2. Collins Sarri Statham Investments Ltd has clients who hold either shares or CFD positions in this security. 
 
ANALYST CERTIFICATION:  
The report’s author certifies that this research report accurately states his personal views about the subject security, which is 
reflected in the ratings as well as the substance of the report.  
 
RECOMMENDATIONS:  
Collins Sarri Statham Investments Ltd (CSS) does not in any of its publications take into account any particular recipient's 
investment objectives, financial situation, and specific needs and demands. Therefore, all CSS publications are, unless otherwise 
specifically stated, intended for informational and/or marketing purposes only.CSS shall not be responsible for any loss arising 
from any investment based on a perceived recommendation. 
 
No publication (including recommendations) shall be construed as a representation or warranty that the recipient will profit, nor 
avoid sustaining losses, from trading in accordance with a trading strategy set forth in a publication. 
 
This research is non-independent and is classified as a Marketing Communication under FCA rules detailed in their Conduct of 
Business Rulebook (COBS). As such it has not been prepared in accordance with legal requirements designed to promote 
independence of investment research and it is not subject to the prohibition of dealing ahead of the dissemination of investment 
research outlined in COBS 12.2.5. 
 
RISK WARNING: 
Trading in the products and services offered by Collins Sarri Statham Investments Ltd (CSS) may, result in losses as well as profits as 
the value of investments may go down as well as up. You may not get back the full amount you have invested. Any reference to past 
performance should not be viewed as an indication of any future performance. Investments held in overseas markets are subject to 
the effects of changes in exchange rates which will impact on the value of the underlying investment. Leveraged products such as 
Contracts for Difference (CFDs), derivatives, commodities & Foreign Exchange (FX), carry a higher risk to your capital. They can lose 
their value rapidly and you may lose substantially more than your initial investment.  
 
 
SPECULATIVE TRADING IS NOT SUITABLE FOR ALL INVESTORS.  
 
The information contained herein is based on materials and sources that we believe to be reliable however we make no 
representation or warranty, either express or implied, in relation to the accuracy, completeness or reliability of the information 
contained herein. Please note that the figures shown may, in some instances, be rounded to the nearest penny. Prices can move 
sharply from those quoted in this document. Current prices can be verified by calling one of our brokers. CSS is under no obligation 
to update the information contained herein. Neither CSS, nor its affiliates, nor its employees shall have any liability whatsoever for 
any indirect or consequential loss or damage arising from the use of this document. 
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