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Executive Summary 

The purpose of this thesis is to find the fundamental value of the offshore drilling company 

Seadrill Limited. A strategic and a financial analysis were conducted to find the fair value of 

the company. 

The findings from the strategic analysis indicate that the offshore drilling industry has a 

positive market outlook. The oil and gas prices have increased steadily since the economic 

downturn in 2008 and this has led to higher budgets for exploration of oil. New, big fields 

finding over the last years have pushed a further boost into the industry. Deepwater drilling 

will be the future because onshore and shallow based fields are starting to decline in 

production. Seadrill has specialized in deepwater drilling and has heavily invested in a new 

and modern fleet to meet the demand. 

The financial analysis shows that Seadrill has grown tremendously since its founding in 2005. 

Heavy investments in newbuildings and acquisitions have left the company with a very high 

debt. Seadrill is profitable, but pay out the highest dividend in the industry and borrow money 

to grow. The high risk of this business model must be taken into consideration in the 

valuation. 

The valuation was conducted using DCF-model and supported by a multiple valuation. The 

opportunity cost of capital (WACC) was found to be 8%, which is used to discount the future 

cash flow. The value of the share was found to be USD 45,3. The closing price at cut-off date 

was USD 40,08, giving a potential upside of 13%. The value is highly sensitive to changes in 

the WACC, growth in the terminal period and changes in day rates, drilling units and 

utilization rates. The value is therefore tested for changes in these parameters through a 

sensitivity analysis. 

Taken the high risk of the industry and Seadrill’s debt structure, the thesis concludes that the 

strong market outlook outweighs the risk and it is recommended to buy Seadrill’s share as it is 

undervalued. 
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1. Introduction 
 

Oil is the lifeblood of all activity that takes place in the world today. Its demand is driven by 

an increasing population, economic activity and transportation needs. The general trend for 

the demand for oil has been bullish since the time oil was first discovered. Although many 

alternative fuel sources have been discovered over the course of the last few decades, oil still 

remains as the top contender for ensuring economic stability. As the world is running out of 

cheap oil, fluctuations in global oil prices have become more frequent. This has not only 

created more challenges for the oil and gas exploration and drilling companies; it has also 

provided them with golden opportunities. 

Due to increased global energy demand aided by advanced technology, that in turn is reducing 

costs and improving safety, the tide has turned and it has become economical for companies 

to pursue deep-water reserves. As leading major E&P1 companies such as Exxon, Chevron 

and Petrobas have increased their presence in deep-water regions, they have increased 

CAPEX spending to support these developments. Over the next five years, the offshore 

drilling services market is expected to grow from $73.1 billion in 2013 to $121.1 billion by 

2018. 

A company that has set itself up very well to capitalize on this trend is Seadrill 

Limited. Seadrill is a leading offshore deepwater drilling company, aiming to be their 

customers' most important partner in making oil and gas available in a safe and cost-effective 

manner. The company operates a versatile fleet of 69 units that comprises drillships, jack-up 

rigs, semi-submersible rigs and tender rigs for operations in shallow to ultra-deepwater areas 

in hard and benign environments. 

With a strong global ultra-deepwater market along with Seadrill's newer fleet that has 25 new 

rigs under construction waiting in the wings, the future looks promising for the company, but 

all of these construction commitments have come at a cost. So what about the debt? 

 

Based on the above, I believe the offshore drilling industry is a particularly interesting 

industry to analyze at the current time. The topic of this paper is financial statement analysis 

and valuation of the offshore drilling company Seadrill Limited. I have an interest in the oil 

                                                            
1 Oil exploration and Production Companies 
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service sector, and hence I find Seadrill as a leading oil service company in rapid growth a 

natural choice of company. 

Seadrill is especially appealing due to the special history with aggressive growth (through 

many acquisitions and a large newbuilding fleet). Seadrill has grown to be one of the largest 

companies in terms of market capitalization on the New York Stock Exchange (NYSE) and 

Oslo Stock Exchange (OSE), and one of the largest offshore drillers globally since their 

listing in November 2005. 

 

1.1 Problem statement 
The problem statement is: 

What is the fair value of Seadrill Limited, given the company- and the industry’s outlook? 

 

1.1.1 Sub-questions 
In order to answer the problem statement above we need extensive background knowledge 

about the company, industry and valuation framework. The sub questions below are for high 

relevance and follow the structure of the thesis. 

To begin with we introduce Seadrill and find out what are the characteristics of Seadrill and 

how has the company evolved? We then move over to the strategic analysis where we ask 

how is the competitive environment in the industry? And what characterize the offshore 

drilling industry? What factors influence Seadrill’s revenue? What factors influence Seadrill’s 

cost? 

In the financial analysis we will find out how has Seadrill’s historical profitability evolved, 

and what drives profitability in Seadrill? Is Seadrill’s financial position satisfying, making 

them able to continue to make profitable investments? By the end of the financial analysis we 

will connect the analyses and find out what are the most important value drivers for Seadrill? 

How will the recognized value drivers evolve in the future will be analyzed in the forecast 

chapter. In the final chapter of valuation we will find out which framework is the most 

suitable in valuating Seadrill’s stock? Which WACC represents the expected return on 

alternative investment if investing in Seadrill? How sensitive is the estimated share price in 



 
   7 
 

relation to the WACC and growth? And finally, how is Seadrill priced compared to its 

competitors? 

1.2 Methodology 
The sources for collection of data and theory as well as the study design are presented in this 

section. 

1.2.1 Theory 
I assume that the readers are familiar with basic economic theory. In general, there have been 

used well-known strategic models and methods that will be presented if believed necessary. 

1.2.2 Collection of data 
I am writing this thesis from a private investor’s perspective. Accordingly I have only 

considered public available information and no interviews have been made with employees or 

owners of Seadrill. The data material extends primarily from ultimo 2006 to 2013. 

The primary sources of information are Seadrill’s annual reports. Along with this there have 

been collected statistical data from various web pages as Bloomberg, Reuters and Nasdaq. 

Furthermore, the companies’ websites, new reports, analyst’ reports, and industry reports are 

used. Academic and literature books are used as a supplement. I am aware of that information 

from secondary sources can be based on subjective opinions and consequently biased. 

1.2.3 Study design 
The thesis is based on a classical fundamental analysis. The forecast is based on the findings 

from the strategic and financial analysis, where Seadrill’s strengths and weaknesses 

strategically and financially have been established. The study design of the thesis is displayed 

in figure 1-1 on the next page. Due to possible differences in accounting quality between 

Seadrill and its peer Group, there will be performed a thorough analysis of peers. 

The valuation will be performed as 27 December 2013. The theoretical approach used to 

perform the valuation is the Discounted Cash flow model (DCF) and as a supplement a 

relative valuation will also be performed. Common for these models are that they require 

extensive background knowledge to facilitate valuable information. The strategic analysis 

mainly includes and discusses the current strategic position and future growth opportunities. 

The financial analysis is performed to investigate Seadrill’s past performance and outline the 

predictions for the forecast period. By using the above mentioned theoretical valuation 

approaches combined with a thorough strategic- and financial analysis this will hopefully 



 
   8 
 

yield a fair and theoretically correct value of Seadrill; and therefore satisfy the main problem 

definition. 

It is referred to appendixes directly in the text to ensure that the readers are made aware of the 

supplementary information, 

Figure 1-1: Study Design with main chapters 
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1.3 Delimitations 
Due to the time limits and the size of the paper several limitations have been made during the 

process. 

The valuation is conducted as minority investor and intended to find the fair value of Seadrill. 

It is assumed that the readers has general knowledge of economic aspect, and knows the 

theoretical model regarding strategy, accounting and valuation. I have analyzed Seadrill as a 

consolidated company, hence not divided the company into the different segments or involved 

the associated companies. This is due to limited information in the annual report, and it is 

therefore impossible without inside information.  

I have used 6 years if historical data in the historical period, which I believe provides a good 

picture and is the most relevant years for Seadrill looking forward. Seadrill has international 

operations exposing them to currency risk. However, currency risk will not be addressed in 

the thesis due to the difficulty of estimating currency fluctuations in the expected future cash 

flows and wish to keep the red line throughout the paper.  

Seadrill is listed at both NYSE and OSE. However, since the company’s financial is listed in 

U.S dollar, the thesis takes NYSE as the main stock exchange for simplicity and consistency 

throughout the thesis. 

A constant cost of capital (WACC) is assumed, hence a continuous rebalancing of debt and 

equity. It is assumed that the historical capital structure is representable for future periods. 

Given that acquisitions are a big part of Seadrill’s growth strategy, it will not be model 

potential acquisitions explicitly in the forecast  

 

1.4 Seadrill Limited 
Seadrill Limited was incorporated in Bermuda on May 10, 2005. The company is an offshore 

drilling contractor providing offshore drilling services to the oil and gas industry. The primary 

business is the ownership and operation of jack-up rigs, tender rigs, semi-submersible rigs and 

drillships for operations in shallow, mid and deepwater areas, and in benign harsh 

environment. Seadrill has developed into one of the world’s largest international offshore 

drilling contractors and had an aggressive growth through a number of acquisitions of other 

companies and contracts of newbuildings.  
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Seadrill generates revenue from renting its drilling rigs to oil and gas companies based on a 

day-rate price per rig. Increases in gas and oil prices stimulated demand for drilling activity, 

resulting in higher average day-rates. While Seadrill's operating expenses have remained 

consistent, its operating income and total revenues have skyrocketed as a direct result from 

the rising worldwide demand for energy, especially oil and natural gas.  

Seadrill is controlled by John Fredriksen, which holds approximately 24,5% of the shares. 

Fredriksen also serves as president, director and chairman of the board. CEO and president of 

Seadrill is Fredrik Halvorsen. 

Seadrill has some 7,600 skilled and highly competent employees, representing over 75 

nationalities, operating in 15 countries on five continents. 

The company owns and operates a fleet of 69 offshore drilling units, which consist of 15 

semi-submersible rigs, 7 drillships, 19 jack-up rigs and 3 tender rigs. This is including 25 

newbuildings currently under construction, which consist of 8 drillships, 4 semi-submersible 

rigs, and 13 jack-up rigs. The majority of deliveries schedule to be completed in 2013. 

Figure 1-2: Overview over Seadrill’s operations 

 

Source: Seadrill.com 

http://www.wikinvest.com/wiki/Oil
http://www.wikinvest.com/wiki/Gas
http://www.wikinvest.com/wiki/Gas
http://www.wikinvest.com/wiki/Oil
http://www.wikinvest.com/wiki/Rising_worldwide_demand_for_energy
http://www.wikinvest.com/wiki/Oil
http://www.wikinvest.com/wiki/Natural_gas
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The company is listed under the symbol “SDRL” on Oslo Stock Exchange since November 

2005 and on the New York Exchange since April 2010, with a market capitalization of 

approximately NOK 122,39 bn 

The company has developed into a leading offshore driller through its strategy: “to focus our 

company on modern state-of-the-art offshore drilling units with our main focus on deepwater 

operations”. The strategy has been to develop a fleet of new premium offshore drilling units 

through newbuild orders and targeted acquisitions of modern assets. They are not interested in 

older equipment and this gives them an advantage when bidding for contracts. 

Segments 

From first quarter of 2011 Seadrill reports their business in following segments floaters, jack-

up rigs and tender rigs. 

Figure 1-3: Seadrill’s organization 

 

 

Source: Own construction, Seadrill’s annual report 2012 

 Before that the segment were divided into mobile units, tender rigs and well services. The 

change in operating segments occurred following a review of the internal structure and was 

due to significant growth in operations through acquisitions of new rigs, newbuildings orders 

and the deconsolidation of Arher Limited (well services) in early 2011. 

The water depth capacities for the various drilling rig types depend on rig specifications, 

capabilities and equipment outfitting. All offshore rigs are capable of working in benign 

environment, but there are certain additional requirements for rigs to operate in harsh 

environments due to extreme marine and climatic conditions, as well as temperatures. The 

Seadrill Ldt 

Floaters Jack-up Rigs Tender Rigs 

Associates & Other 
Investments 
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number of units outfitted for such operations are limited and the present number of rigs total 

40 units. 

The company’s core assets are 32 Ultra deepwater units built after 2000, 2 midwater semi-

submersible, 29 high-specification jack-up rigs built after 2005, 3 harsh environment Jack-ups 

and 3 tender rigs. They also have financial investments in various associated companies like 

12% of SapuraKencana, 50,11% of Sevan Drilling and 39,9% of Archer. 

 

Floaters 

Floaters are the most important segment for Seadrill. Both in percent of revenue and for future 

demand from the oil companies. Floaters consist of semi-submersible rigs and drillships for 

harsh and benign environment in mid-, deep- and ultra-deep waters. These rigs and ships can 

operate in water depths up to 12000ft. 

Semi-submersible rigs 

There are two types of semi-submersible rigs, moored and dynamically positioned. Moored 

semi-submersible rigs are positioned over the wellhead location with anchors, while the 

dynamically positioned semi-submersible rigs are positioned over the wellhead location by a 

computer-controlled thruster system. These rigs are generally operated with crews of 65 to 

100 people 

Drillships 

Drillships are self-propelled ships equipped for drilling in deep waters. They are suitable for 

drilling in remote locations because of their mobility and large load-carrying capacity. These 

ships are generally operated with crews of 65 to 100 people 

Jack-up rigs 

Jack-up rigs are mobile, self-elevating drilling platforms equipped with legs that are lowered 

to the ocean floor. These rigs are generally suitable for water depths of 450 feet or less and 

operate with crews of 40 to 60 people. Premium jack-up rigs are defined as jack-up rigs with 

water depth capacity greater than 350ft built after year 2000. 
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Tender rigs 

Self-erecting tender rigs conduct production drilling from fixed or floating platforms. There 

are two types of tender rigs, barge type and semi-tender type. They are both equipped with 

similar equipment but the semi-tender can operate in rougher weather conditions. The semi-

tender can also work in water depths up to 6000ft, while the barge type has a limited to 410ft. 

They generally operate with crews of 60 to 85 people. 

 

Dividends 

Seadrill has developed a very dividend friendly policy and has an objective to generate 

competitive returns for shareholders. This objective will be supported by frequent distribution 

of cash dividend. The major shareholder, John Fredriksen is known to be shareholder friendly.  

Seadrill has the highest dividend yield of all the offshore drillers, currently pushing 9% and 

clearly intends to keep paying out dividends in the future.  However investors could view the 

company's leverage ratio as a possible red flag since Seadrill uses its cash from operations to 

cover the dividend while using debt to grow the firm. 
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2. Strategic analysis 
 

The strategic analysis is important in order to perform a good valuation. The world is in 

constant change, entailing change of markets, change in politics, change in products, change 

in knowledge and change in how companies need to act in order to survive. The objective of 

the strategic analysis is to identify strategic factors Seadrill can exploit in order to attain 

higher margins in the future. In order to identify potential for improvement, growth 

opportunities, and further gain of competitive advantage, one need to understand the 

dynamics affecting the business on a micro and macro-level. 

This strategic analysis has an untraditional framework. This is because I believe the set-up is 

more comprehensible for the reader by painting a complete picture of Seadrill’s strategic 

standing without unnecessary repeating in order to fulfill the standard model. Further, the 

most important thing with the strategic analysis is to outline the strategic value drivers. I 

believe this set up therefore is more suitable in a valuation context. It is inspired by Porters 5 

forces and PESTEL, thus the different subjects in the strategic analysis will cover both 

external and internal factors affecting Seadrill and the offshore drilling industry. The 

framework of the strategic analysis is displayed in figure 2-1. 
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Figure 2.1: The strategic analysis framework 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Own construction 
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2.1 Peer group and industry rivalry 
The objective of this section is to provide the reader with an overview of Seadrill’s peer 

companies and the competitive environment Seadrill is situated in. It is essential to have 

knowledge of the industry as a whole in order to determine competitive advantages and 

disadvantages Seadrill has relative to its competitors. The competitive climate is one of many 

factors one needs to consider in order to determine the possibilities for Seadrill’s further 

growth. The peer group and competition section is written as the first part of the strategic 

analysis. 

 

The offshore contract drilling industry is cyclical and volatile. Global energy demand is on the 

way up, led primarily by emerging markets. Therefore, opportunities abound in the energy 

sector. The industry is highly competitive, with market participants ranging from large 

multinational companies to small locally-owned companies. Of the publicly traded stocks that 

provide rigs, as well as other products and services to the offshore drilling industry, there are 

five, including Seadrill, that are firing on all cylinders right now and are poised to deliver 

strong returns going forward.  

2.1.1 Peer Group 
The companies chosen for the peer Group analysis are considered Seadrill’s most comparable 

companies. These companies are also the one’s analytics are using as peer Group in their 

analyses. At the moment the drilling market is dominated by five drilling operators; Seadrill, 

Transocean, Nobel, Diamond and Ensco These companies are alone controlling close to 50% 

of the world’s ultra-deepwater fleet and are therefore chosen. They will be described shortly. 

The companies are chosen due to their standing in the industry, and with respect to the 

multiple analyses, where it is important that the companies have similar conditions as Seadrill, 

regarding performance (yield) and growth (Koller, 2010, p. 313) 

It would have been ideally to compare Seadrill to its peer Group throughout the whole 

analysis. I have chosen not to do so, as a thorough analysis of peers would be a thesis in itself 

as there are many sources of noise (different risk, accounting policies, special items, impact of 

acquisitions, and different terminology of financial ratios) which should be controlled upon 

prior to calculating and analyzing financial data and ratios (Plenborg & Petersen 2010, p. 64-

65).  
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Transocean  

Transocean holds the largest worldwide rig fleet, with 80 rigs in operation. In addition, 

Transocean has an impressive $27.3 billion in backlog, meaning business conditions should 

remain strong in the future. However, there is major risk surrounding. Transocean has an 

ongoing legal trouble pertaining to the 2010 Gulf of Mexico oil spill. Some progress on this 

front has already been made, as Transocean pleaded guilty to violating the Clean Water Act 

and was forced to pay $400 million in 2011. In total, the company reached a settlement with 

the Department of Justice in the amount of $1.4 billion, paid over five years. That being said, 

Transocean has more than enough financial flexibility to withstand the financial damages 

stemming from the spill. Revenue is up 3.5%, and the company booked more than $1 billion 

in operating profit over the first six months alone.  

Noble 

Noble has grown this year right alongside its competitors. In addition, Noble offers a unique 

proposition in that its operations are highly diversified geographically. The company has very 

effectively spread its bets across the globe. No single geographic area represents more than 

31% (the Gulf of Mexico) of the company's revenue. In addition, Noble generated 20% of its 

revenue from Brazil, 19% from the Middle and Far East, 14% from Europe, and 10% from 

Mexico. This strategy has clearly worked to Noble's advantage.  

Ensco 

Ensco has had a remarkable progress made since 2008. The company has drastically 

restructured itself over the past five years. In 2008, Ensco was exclusively involved in jack-

ups, which accounted for 96% of its revenue. Today, the company is much more diversified, 

and jack-ups represent a much more reasonable 35% of revenue. Floaters now comprise the 

majority of the company's revenue mix. Since 2008, revenues have doubled, to $4.6 billion 

today. The company's market capitalization has grown from $5 billion in 2008 to $17 billion 

today. 
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Diamond 

Diamond Offshore is a global offshore oil and gas drilling contractor with a fleet of more than 

40 offshore drilling rigs, consisting of about 30 semisubmersibles, 7 jack-ups and 5 drillships. 

 

2.1.2 Industry rivalry 
It has been a relatively high competition among the drilling operators the last years. We have 

seen new operators coming into the market, and many of the smaller players have been 

acquired even before having any units ready for drilling. There has been a clear consolidation 

trend over the last years, and this can be illustrated by acquisitions such as Awilco Offshore 

(by COSL), GlobalSantaFe (by Transocean) and Smedvig (by Seadrill). This consolidation 

trend is a clear indication of high internal competition in the industry (Barney, 1997). 

However, the barriers for entry are somewhat high as the building cost for one unit ranges 

from $200m (one jack-up unit) to around $700m (one UDW-floater). Hence, this reflects that 

the market for entries is very dependent on the financing market and the market conditions for 

the drillers.  

Seadrill lags behind Transocean in terms of rigs currently in operation but it has 25 rigs 

currently under construction. However, Seadrill has a big competitive advantage over its 

competitors by having the highest floater utilization per year. Having the highest utilization 

means less downtime on the rigs and makes Seadrill the most efficient company. Less 

downtime means also more money for their customers and makes them therefore attractive in 

contract bidding. Operational excellence translates into pricing power. 
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Figure 2-2: Total Floater Utilization 

 

Source: ODS Petrodata, Seadrill.com 

 

The drilling operators offer quite similar services to the oil companies, which have been 

leading to a fierce competition in price. The drilling operators try to differentiate themselves 

from one another, by operating in different geographical areas (such as pre-salt Brazil, U.S 

GoM and Artic environments), operate in harsh environment or in different segments. Many 

firms also build strong relationships with major customers 

Seadrill is in the midst of a major newbuild program which has 25 units expected to be 

delivered over the next few years. This fleet build-out gives the company the most modern 

fleet of all the offshore drillers. That is important because it means less downtime, which is 

something exploration and production companies strongly prefer. Figure 2-3 shows that 

Seadrill has an average Floater age of 5 years. Diamond is the weakest part with an average 

age of over 30 years 

 

 

 

 

 

 



 
   20 
 

Figure 2-3: Average Floater age 

 

Source: ODS Petrodata, Seadrill.com 

 

Transocean's fleet is substantially larger, but it is also much older, which is at the crux of what 

makes Seadrill an attractive company. Even if demand does level off, Seadrill's more 

advanced, newer ships will have an advantage versus older fleets like Transocean and 

Diamond, in both capability and being safer to operate in harsh environments. Factored 

together, Seadrill's growth upside and historically strong dividend seem to outweigh the risk 

of permanent capital loss, and make it more attractive than Transocean, which pays a lower 

dividend yield and will have to invest heavily in its fleet in the coming years, just to remain 

competitive. However, due to the competitive nature of this business and the potential risks 

involved, a little moderation in your position size is probably a good idea. 

 

Despite the growth of alternate energies, oil and gas are likely to remain in considerable 

demand for the foreseeable future. And with lots of low-hanging fruit already plucked, oil and 

gas companies are often in need of specialized drilling services to get at trickier-to-access 

reserves. Seadrill has developed a specialty in ultra-deepwater drilling, which distinguishes it 

from more diversified competitors, such as Transocean and Noble, which is focused on 

shallow-water drilling. One advantage of this is that deepwater contracts tend to be longer-

term than others, providing more reliable income streams. However, deepwater disasters, such 

as the one in the Gulf of Mexico a few years ago, will lead to a reining in of deepwater 

drilling. Another big disaster could cause big problems for the companies involved. 

http://www.fool.com/investing/general/2011/04/08/offshore-drilling-is-back-in-play.aspx
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Figure 2-4:  Deepwater and Ultra-Deepwater Fixture 

 

Source: ODS Petrodata, Seadrill.com 

Demand for deepwater drilling is high, and in a second-quarter 2013 report, Seadrill’s CEO 

stated: "Since our last reporting we have secured new contracts with an estimated revenue 

potential of US$7.6 billion, reflecting both our clients' satisfaction with our operations and the 

strong demand for high-specification quality equipment." He also cited a "record high" order 

backlog and a "strong market outlook."  

Transocean has the largest UDW fleet (36 units), with Seadrill as the second largest UDW 

player. However, when it comes to EBIDTA contribution Seadrill has by far more exposure to 

the UDW-segment than its peers. The UDW units are presented in figure 2-5. 

Figure 2-5: Ultra-Deepwater Units 

 

Source: ODS Petrodata, Seadrill.com 
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However, Seadrill’s fleet has the highest UDW exposure in the industry, when considering 

percentage of total fleet. Seadrill has over 90% UDW units of total floaters, while Ensco and 

Noble are around 50%, and Transocean has 45%. The UDW segment is expected to stay 

stronger than the other segments, both in the short-term view and in a longer perspective. This 

is a clear advantage for companies exposed to the UDW segment. 

 

Figure 2-6: % UDW of Total Floaters 

 

Source: ODS Petrodata, Seadrill.com 

It is clear that the fleet is valuable to Seadrill and in the industry quite rare because of the age 

and exposure. However, it is not impossible to imitate this strength. This will take time and be 

costly for the other established peers such as Diamond, Noble and Transocean. This enables 

Seadrill to maintain competitive advantage when considering their fleet for some years. Over 

the time there is no indication that Seadrill can keep a physical capital advantage. 

Even though UDW is the premium segment for Seadrill, they also stand strong in jack-up 

comparison with its peers. This is shown in figure 2-7. 
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Figure 2-7: Overview Jack-ups 

 

 

Source: ODS Petrodata, Seadrill.com 

 

Seadrill seems to have an advantage in their fleet compared to their peers as they have a much 

younger fleet, higher exposure to a favorable market (i.e. the ultra-deepwater market) and 

solid contract coverage, especially for their UDW-floaters.  

 

 

2.2 Revenue drivers 
Seadrill’s revenue drivers are divided into three main sections: price of oil, demand and 

supply. However, it is important to understand that demand, supply and the price of oil has an 

interdependent relationship; the oil price influences demand, demand influences the price of 

oil, price of oil influences supply, supply influences the price of oil, and in turn demands. 

Operating revenues may fluctuate as a function of changes in supply of offshore drilling units 

and demand for contract drilling services, which in turn, affect daily rates, and the economic 

utilization and performance of the fleet of drilling units.  

Supply and demand are mainly macroeconomic exogenous factors in which Seadrill has 

minor influence of. Factors affecting demand and supply are the level of activity in oil and gas 

exploration, development and production in offshore areas worldwide, the availability of 

quality drilling prospects, exploration success, relative production costs, the stage of reservoir 

development and political and regulatory environments affect the customers’ drilling 

programs. Oil and gas prices and market expectations of potential changes in these prices also 
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significantly affect this level of activity and demand for drilling units. Each of these factors 

will be further discussed in the following sections. 

 

2.2.1 Oil price 
Seadrill’s business in the offshore drilling sector depends on the level of activity in the 

offshore oil and gas industry, which is significantly affected by, among other things, volatile 

oil and gas prices, and may be materially and adversely affected by decline in the offshore oil 

and gas industry. Hence, the drilling companies are highly correlated to the oil price. Figure 

2-8 presents the development in the oil price (brent bland) 

 

Figure 2-8: Oil price development from 1988-2013 

 

Source: U.S. Energy Information Administration, eia.com 

The above figure shows that oil price peaked just before the financial crisis in 2008. However, 

lately new discoveries have increased the price again from its bottom low in 2009.  

The availability of oil and gas and the production and discovery of new findings are a key 

topic when it comes to estimating the oil price. When discussing the discovery and production 

there are two main theories; the peak-oil by Hubbert and the cornucopian view that oil 

resources are infinite and the efficiency of extracting oil will weigh out the declining reserves 

(Blanchard, 2005) 

Hubbert’s peak-oil theory originally states that in a known oil province production starts with 

a rapid growth before it peaks, and then will fall at the same speed as it grew (Maugeri, 2006). 
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This theory has been extended to also include discoveries, which have a similar curve but 

comes some years before the production curve (Blanchard, 2005) 

Figure 2-9: Hubbert’s peak oil theory 

 

Source: Hubbert 195: 32 

However, the peak-oil theory assumes that most of the oil reserves have been discovered, and 

that there is no significant oil deposits left. 

Oil and gas prices are extremely volatile and are affected numerous factors beyond Seadrill’s 

control shown in table 2-1. 

Table 2-1: Factors affecting oil and gas prices 

• Worldwide production and demand for oil 

and gas 

• The cost of exploring for, developing, 

producing and delivering oil and gas 

• Expectations regarding future energy prices 

• Advances in exploration, development and 

production technology 

• Accidents, severe weather, natural disasters 

and other similar incidents relating to the oil 

and gas industry 

• The ability of OPEC to set and maintain 

levels and pricing 

 

• The level of production in non-OPEC 

countries 

• Government regulations, including 

exploration and development of their oil and 

gas reserves 

• The worldwide political and military 

environment, including uncertainty or 

instability resulting from an escalation or 

additional outbreak of armed hostilities or 

other crises in the Middle East or 

geographic areas or further acts of terrorism 

in the United States or elsewhere. 

 

Source: Own construction, Seadrill Annual report 2012 
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Declines in oil and gas prices for an extended period of time, or market expectations of 

potential decreases in these prices, could negatively affect Seadrill’s business. Sustained 

periods of low oil prices typically result in reduced exploration and drilling because oil and 

gas companies’ capital expenditure budgets are subject to cash flow from such activities and 

are therefore sensitive to changes in energy prices. These changes in commodity prices can 

have a dramatic effect on rig demand, and periods of low demand can cause excess rig supply 

and intensify of competition in the industry which often results in drilling units, particularly 

older and less technologically-advanced drilling units, being idle for long periods of time.  

Seadrill cannot predict the future level of demand for their services or future conditions of the 

oil and gas industry. Any decreases in exploration, development or production expenditures 

by oil and gas companies could reduce the revenues and materially harm the business and 

results of operations. Hence, the drilling companies are highly correlated to the oil price. 

Figure 2-10 presents the development in the oil price (brent bland) compared to the 

Philadelphia Oil Service index (OSX). 

Figure 2-10: Brent bland vs OSX 

 

Source:Nasdaq.com 

 

2.2.2 Demand 
Seadrill provides operations in oil and gas exploration and development in region throughout 

the world. The company’s customers have experienced higher oil prices and significantly 

increased revenues over the last decade. The increase has been related to higher demand for 

oil and limited increase in available oil production to offset the growth in demand. Over the 
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same period, the depletion rate for existing oil production has risen and replacement rates for 

oil reserves have fallen for most oil producers, highlighting the shortfall in exploration and 

production spending to meet future demand.  

Figure 2-11: Global Liquids Supply/Demand 

 

Source: ODS Petrodata, Seadrill.com 

 

In response to this development, oil producers, particularly super-majors, majors and national 

oil companies have devoted more of their activities to identifying replacements for existing 

production in new geographical areas at increasing water depths. This has translated into an 

increased focus on frontier deepwater, not only in existing offshore regions such as Brazil, the 

U.S. GOM, Europe and West Africa but also expanding to India, Southeast Asia, China, East 

Africa, the Mexican GOM, Australasia and the Mediterranean. Significant exploration success 

in these areas has translated into higher demand for rigs. Customers demand for new 

technology leads to better performance and safety of new equipment. 
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Figure 2-12: Resources discovered and produced 2000-2012

 

Source: ODS Petrodata, Seadrill.com 

 

Drilling programs and exploration of new oil 

The demand for offshore drilling services is driven by oil and gas companies’ exploration and 

development drilling programs. These drilling programs are affected by oil and gas 

companies’ expectations regarding oil and gas prices, anticipated production levels, 

worldwide demand for oil and gas products and many other factors. The availability of quality 

drilling prospects, exploration success, availability of qualified rigs and operating personnel, 

relative productions costs, availability and lead time requirements for drilling and production 

equipment, the stage of reservoir development and political and regulatory environments also 

affect the customers’ drilling programs. In 2012 the marked had the best year ever for 

deepwater and ultra-deepwater discoveries. Not only did the energy industry's 52 finds 

overtake the old record by 40%, but those discoveries were spread across the globe off the 

coasts of 14 nations. 

 

 

 

 

 

 

 

http://www.fool.com/investing/general/2013/02/05/best-year-ever-for-deepwater-discoveries.aspx
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Figure 2-13: Discovered resources 1980-2013 

 
Source: Rystad Energy, Seadrill.com 

 

Oil and gas prices are volatile, which historically led to significant fluctuations in 

expenditures for the customers. Variations in market conditions during cycles impact Seadrill 

in different ways, depending primarily on the length of drilling contracts in different regions. 

For example, contracts in shallow waters for jack-up activities are shorter term, so a 

deterioration or improvement in market conditions for such units tends to quickly impact 

revenues and cash flows from those operations. On the other hand, contracts in deepwater for 

semi-submersible rigs and drillships tend to be longer term consequently a change in market 

conditions tends to have a delayed impact. Accordingly, short-term changes in these markets 

may have a minimal short-term impact on revenues and cash flows, unless the timing of 

contract renewals coincides with short-term movements in the market. 

Offshore drilling contracts are generally awarded on a competitive bid basis. In determining 

which qualified drilling contractor is awarded a contract, the key factors are pricing, rig 

availability and sustainability, rig location, condition of equipment, operating integrity, safety 

performance record, crew experience, reputation, industry standing and client relations. 

In addition to oil and gas prices, the offshore drilling industry is influenced by additional 

factors like shown in table 2-2. 
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Table 2-2: Factors affecting the drilling industry 

• the availability of competing offshore 

drilling units 

• the level of costs for associated offshore 

oilfield and construction services 

• oil and gas transportation costs 

• the level of rig operating costs, including 

crew and maintenance 

• the discovery of new oil and gas reserves 

• the cost of non-conventional 

hydrocarbons 

• regulatory restrictions on offshore 

drilling 

Source: Own construction, Seadrill annual report 2012 

 

 

Deepwater drilling  

The fundamental outlook for the offshore industry remains positive. Oil produced from 

deepwater has doubled in the last five years to 5 million barrels a day, according to numbers 

from IHS Cambridge Energy Research Associates. By 2020 it is expected to double yet again, 

making up 10% of total world oil supply.  

Figure 2-14: Production growth to come from deepwater 

 

Source: Rystad Energy, Seadrill.com 

Moreover, in 2008 over half of all new oil and gas discoveries came from deepwater fields. 

The surge in activity is specific to deep water drilling. Oil production in shallow water is 

actually expected to decline to 14 million barrels a day in 2015 from 18 million barrels a day 

in 2010. Leading the deepwater development are projects in the U.S. portion of the Gulf of 
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Mexico. Despite an absence of new permits and only the recent resumption of drilling on 

wells already started before the BP blowout, the region is currently producing over 1.6 million 

barrels of oil a day, more than anywhere else in the world.  

 

New strategic markets 

Africa is predicted to be a strong contributing factor to the demand for ultra-deepwater rigs 

over the next few years. West Africa is another hot spot. In Angola and Nigeria a backlog of 

exploration work and several large discoveries to be developed are expected to result in a 

sharp increase in drilling activity. According to numbers from the Energy Policy Research 

Foundation, Angola produces about 1.2 million barrels a day from deepwater fields, and 

Nigeria another 600 000. It is also expected to see increasing activity in East Africa where 

Mozambique, Tanzania and Kenya are amongst the countries with active exploration 

programs under consideration. At just under 400,000 barrels a day, Norway is another big 

producer, and smaller amounts are coming from India, Malaysia and Australia. 

Brazil runs a close second. The country produces nearly the same amount as the United States 

and is busy developing one of the biggest new discoveries in recent years, its huge, ultra deep 

Tupi field.  A desire by Petrobras to high grade their floater fleet leaves Seadrill confident that 

they will continue to require the services of at least their exciting fleet of high specification 

floaters. The first block auction in 5 years raised a record 2.8 billion Reals with most of the 

block in frontiers regions or unexplored areas. Together with exploration successes, these new 

block awards are expected to result in increased demand in the region. 

In the US GOM, there is an increasing amount of development work as the market returns to 

normal operating conditions following BP blowout. In 2013, currently out of 33 ultra-

deepwater rigs, 23 are working on exploration projects. It is expected that this development 

work will accelerate leading to longer duration drilling contracts. In 2013 ConocoPhillips and 

its partners announced two discoveries in the Gulf of Mexico. ConocoPhillips is planning to 

drill five exploration and appraisal wells in 2014, but that plan could be expanded by three 

more wells. Given its success, it would not be a surprise if the company devotes more capital 

to its deepwater projects. 

 

http://money.cnn.com/2010/12/13/smallbusiness/bp_claims_fast_track_payment/index.htm
http://www.fool.com/investing/general/2013/03/20/what-does-conocophillips-gulf-of-mexico-discovery.aspx
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The market for harsh environment drilling rigs remain very tight and increasing demand  

Northern Norway, Russia and Arctic regions is likely to tighten this further. 

Asia and the Middle East continue to be the primary source of demand for high specification 

jack-up rigs. However, West Africa and Mexico GOM have seen an increase in contracting 

activity, a trend which is expected to continue into 2014 and 2015. In 2013 Seadrill has 

contracted operations in Venezuela at attractive terms and the company continues to see 

increasingly attractive opportunities developing outside Asia and the Middle East. 

Mexico presents a particularly interesting opportunity. During the last ten years, 552 wells 

have been drilled offshore Mexico while 4653 wells have been drilled in the US GOM. With 

similar geology, this highlights the enormous potential for the Mexican portion of the Gulf 

and experts believe the first leg of the growth story will occur in the shallow water. Seadrill 

sees Mexico as a strategically important market going forward. They currently have solid 

operational performance with the deepwater unit, and expect to be active pursuing Jack-up 

opportunities in the future. 

 

New technology 

The trend seen during the last few years in which the major oil companies focus their E&P 

investments to deepwater areas is likely to continue. At the same time oil and gas companies 

continue to demonstrate their preference for newer, more capable rigs. 6 th generation ultra-

deepwater floaters are preferred for their greater efficiencies, dual BOP capabilities, higher 

variable deckloads, and increased lifting capacities. Similarly, higher specification jack-ups 

are preferred for their increased water depth, hoisting and deck load capacities. Newer and 

more capable rigs are better suited to drill a wide range of well designs and provide safer 

work environment and more efficient well delivery than typical older generations. Over the 

long term it would be expected that the market to increasingly demonstrate bifurcation in 

terms of both day rate and utilization for newer, more capable rigs over older commodity 

assets.  

Technology is one reason deepwater drilling has taken off. Prior to 1990 hardly any oil was 

produced in deepwater, most came from shallow water wells where drilling and production 

platforms could stand on stilts anchored to the sea floor. That changed largely thanks to the 
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advent of GPS technology, which allows drilling rigs and ships to stay precisely positioned 

over a well using satellite navigation and micro-thrusters. Rigs can now stay in an exact 

position for months on end, which is how long it takes to lay the miles and miles of pipes 

necessary to tap deepwater resources. All this of course costs money, and many of today's 

deepwater projects were not economical pre-2004, when oil traded in the $20-$30 range. 

Now, some of the more expensive deepwater projects need oil prices of $75 to $85 a barrel to 

be economically viable. Some older oil fields, such as those found in the Middle East, can be 

economical with oil prices around $5 or $10 a barrel.  

 Necessity is perhaps the biggest reason these deepwater fields are being developed as big 

onshore oil fields are getting harder to find. The big undeveloped ones are often in OPEC 

countries or other places that restrict or outright ban the world's international oil firms, 

companies like Exxon Mobile, Royal Dutch Shell and BP . "It's getting harder and harder to 

get access to these lands," said Leta Smith, director of oil and gas supply at Cambridge 

Energy Research Associates. "These big companies want big discoveries, and big discoveries 

are getting harder to find onshore2. 

 

Customers 

Seadrill’s customers include major oil and gas companies, state-owned national companies 

and independent oil and gas companies. Their five largest customers Petrobras, Total, Shell, 

Exxon and Statoil accounted for approximately 60% of the future contracted revenues or 

backlog. As shown in figure 2-15 the customers are big and have good credit ratings which 

ensure Seadrill that they will get their money. 

 

 

 

 

 

                                                            
2 Money.cnn.com 
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Figure 2-15: Seadrill’s biggest customers 

 

Source: ODS Petrodata, Seadrill.com 

 

However, there is an associated risk with having a limited number of customers. The results 

of operations could be affected if any of the major customers fail to compensate Seadrill for 

their services, were to terminate contracts with or without cause, failed to renew its existing 

contracts or refused to award new contracts to Seadrill and they are unable to enter into 

contracts with new customers at comparable daily rates. 

 

 

The demand for the different segments 

Floaters 

The demand for dynamically positioned drillships and semi-submersible rigs has seen strong 

growth since 2005. As mentioned before, this increase in demand has been related to growth 

in deepwater activities by oil companies. In addition to increased, the oil companies have also 

required higher operational capacities and technical specification of the units. In order to meet 
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the demand a significant number of new rigs have been built since 2005 increasing the 

number of dynamically positioned drillships and semi-submersible rigs with ultra-deepwater 

capabilities from 28 to 123. 

Figure 2-16: The ultra-deepwater is replacing aging deepwater fleet. 

 

Source: Rystad Energy, Seadrill.com 

In order to justify the significant investments, daily rates increased from approximately 

$290 000 in May 2005, when the first new units were ordered, to more than $600 000 at the 

height of the market in September 2008. The financial downturn in the latter part of 2008 and 

subsequent drop in oil prices effectively halted the order flow for new deepwater vessels. In 

response to this oil price development, oil companies held back on new spending and 

investments in deep water, resulting in daily rates decreasing to the low $400 000s in 2010. 

Since then, higher oil prices and improved economic outlook has spurred a higher activity 

level from oil companies that has increased the demand for ultra-deepwater units resulting in 

renewed interest for construction of further new ultra-deepwater units, as well, pushing daily 

rates up. At present the levels for daily rates are in the range of $550 000 to $650 000. 
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Figure 2-17: New equipment is commanding higher day rates 

 

Source: Rystad Energy, Seadrill.com 

Tendering and contracting activity continued at a solid and stable pace during the first half of 

2013. As a result, there is no remaining newbuild ultra-deepwater capacity available in 2013. 

During the same period, the number of available newbuilds in 2014 has been reduced from 20 

to 10 with a number of awards still pending. Seadrill is confident that the current newbuild 

order book will be effectively absorbed into the operating fleet. 

 

Jack-up rigs 

Despite the high demand for deepwater drilling, the supply/demand gap for premium jack-ups 

is increasing. The fleet continues to operate at greater than 95% utilization rates in 2013. The 

demand gap continues to grow as evidenced by the increase in number of open tenders, 

upward pressure on day rates and increased contract durations worldwide. 

Daily rate for jack-up rigs depends on country, region, water depth, capabilities, technical 

specification, contract length and overall contract terms. For harsh environment jack-ups 

operating in Norway, currently daily rates are in the range of $340 000 to $370 000 for newer 

rigs, whereas daily rates for harsh environment jack-ups in the UK and Canada are in the 
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range of $210 000 to $240 000. For benign environment jack-up rigs, daily rates are in the 

range of $140 000 to $180 000for new premium rigs and in the range of $80 000 to $130 000 

for older jack-up rigs. 

Figure 2-18: Jack-ups day rate 

 

Source: Rystad Energy, Seadrill.com 

 

The pace of retirements continues to accelerate with more than 30 rigs leaving the market 

over the past two years, well in excess of the number scrapped in the prior ten years. With 

approximately 60% of the global contracted fleet more than 30 years old it is a positive 

outlook for the newbuild jack-ups.  

For Seadrill in order to maintain its position as the largest and youngest high specification 

jack-up operator and to capitalize on this developing and attractive market, they continued to 

invest in additional 8 jack-ups newbuilds in 2013. 
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Tender rigs 

In recent years, a combination of tender rigs and floating platforms has been used in the 

development of deepwater oilfields, which has increased the market for tender rigs. In 

general, daily rates are up to approximately $135 000 for modern tender barges and up to 

$235 000 for modern semi-tenders.  

 

2.2.3 Supply 
 

Drilling units 

The global fleet of offshore drilling units consists of total 825 units including 86 drillships, 

217 semi-submersible rigs, 492 jack-up rigs and 30 tender rigs. In addition, there are 72 

drillships, 103 jack-up rigs, 20 semi-submersible rigs and 13 tender rigs under construction. 

An over-supply of offshore drilling units may lead to a reduction in daily rates and can 

therefore materially impact the revenues and profitability of Seadrill. During the recent period 

of high utilization and high daily rates, industry participants have increased the supply of 

drilling units by ordering construction of new drilling units. Historically, this has resulted in 

an over-supply of drilling units and has caused a subsequent decline in utilization and daily 

rates when the drilling units have entered the market, sometimes for extended periods of time 

until the new units have been absorbed into the active fleet.  

The market value of Seadrill’s current drilling units and those they are acquiring in the future 

may decrease, which could cause incur losses if the company decides to sell them following a 

decline in their market values. The fair market value of the drilling units that Seadrill 

currently own or may acquire in the future may increase or decrease depending on a number 

of factors, including; general economic and market conditions affecting the offshore contract 

drilling industry, including competition from other offshore contract drilling companies, 

types, sizes and ages of drilling units, supply and demand for drilling units, costs of 

newbuildings, prevailing level of drilling services contract daily rates, governmental or other 

regulations and technological advances. If Seadrill sell any drilling unit at a time when prices 

for drilling units have fallen, such a sale may result in a loss. 
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A relative large number of the drilling units currently under construction have not been 

contracted for future work, which may intensify price competition as scheduled delivery dates 

occur and lead to a reduction in daily rates as the active fleet grows. Lower utilization and 

daily rates could adversely affect the revenues and profitability. Prolonged periods of low 

utilization and daily rates could also result in the recognition of impairment charges on 

Seadrill’s units if future cash flows estimates, based on information available to management 

at the time, indicate that the carrying value of these drilling units may not be recoverable 

Floaters 

The world fleet of semi-submersible and drillships currently totals 303 units. In addition, there 

are 92 units under construction. Of the total fleet, 152 units were built before 1998. These 

units are mainly moored units and have an average age of 33 years. For the existing 151 rigs 

built after 1998, the majority have been outfitted with thrusters allowing for dynamic 

positioning. 141 of 151 units are capable of operations in deepwater and 128 of the 141 units 

are capable of operations in ultra-deepwater. Of the 92 under construction, 74 will be able to 

work on ultra-deep water, which would bring the total fleet to 212 units.  

 

Jack-up rigs 

The world fleet of jack-up rigs total 492. In addition, there are 103 units under construction. 

165 rigs are capable of drilling in water depths higher than 350ft. The average age for the 

existing fleet is currently 24 years for the benign environment units and 17 years for the harsh 

environment units, the overall utilization rate for the jack-up rigs is 85%, respectively 92% 

and 98% for benign environment and harsh environment built after 2005. 

 

Tender rigs 

There is currently a supply of 47 tender rigs in the world. The utilization rate for tender rigs is 

85%. 

 

 



 
   40 
 

Suppliers 

Consolidation of suppliers may increase the cost of obtaining supplies, or restrict the ability to 

obtain needed supplies. Seadrill rely on certain third parties to provide supplies and services 

for the offshore drilling operations, including but not limited to drilling equipment suppliers, 

caters and machinery suppliers.  

Recent mergers have reduced the number of available suppliers, resulting in fewer alternatives 

for sourcing key supplies. With respect to certain items, such as blow-out preventers (BOP), 

Seadrill is dependent on the original equipment manufacturer for repair and replacement of 

the item or its spare parts. For instance, Seadrill experienced an interruption of operations in 

early 2013 as a result of a defective batch of connector bolts procured by a supplier of BOP 

equipment. And the only source of approved replacement bolts was the same supplier. Such 

consolidation, combined with high volume of drilling units under construction, may result in 

shortage of supplies and services thereby increasing the cost of supplies and/or potentially 

inhibiting the ability of suppliers to deliver on time. These costs increases or delays could 

have an effect on the results of operations and result in rig downtime and delays in the repair 

and maintenance of the drilling rigs. 

 

Political and environmental problems 

Seadrill operates in various regions throughout the world. As a result of their international 

operations they may be exposed to political and other uncertainties shown in table 2-3. 

Table 2-3: Political and other uncertainties affecting the drilling industry 

• Terrorist acts, armed hostilities, war  and 

civil disturbances 

• Acts of piracy, which have historically 

affected ocean-going vessels, trading in 

regions of the world such as the South 

China Sea and in the Gulf of Aden off 

the coast of Somalia and which have 

increased significantly in frequency since 

2008 

• Repudiation, nullification, modification 

or renegotitation of contracts 

• Limitations on insurance coverage, such 

as war risk coverage in certain areas 

• Political unrest 

• Foreign and U.S. monetary policy and 

foreign currency fluctations and 

devaluations 

• The inability to repatriate income or 
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• Significant governmental influence over 

many aspects of local economies, 

seizure, nationalization or expropriation 

of property or equipment 

• Import-export quatos, wage and price 

controls, imposition of trade barriers 

• Changing taxation policies, including 

confiscatory taxation 

 

capital, complications associated with 

repairing and replacing equipment in 

remote locations 

• U.S. and foreign sanctions or trade 

embargoes  

• Regulatory or financial requirements to 

comply with foreign bureaucratic actions 

• Other forms of government regulation 

and conomic conditions that are beyond 

Seadrill’s control, government 

corruption. 

 

Source: Own construction, Seadrill annual report 2012 

In addition, international contract drilling operations are subject to various laws and 

regulations of the countries in which they operate in, including laws and regulations relating 

to the equipping and operation of drilling units, repatriation of foreign earnings and exchange 

controls, oil and gas exploration and development, taxation of offshore earnings and the 

earnings of expatriate personnel and the use and compensation of local employees and 

suppliers by foreign contractors. 

Some foreign governments favor or effectively require the awarding of drilling contracts to 

local contractor or to drilling rigs owned by their own citizens, the use of a local agent or 

foreign contractors to employ citizens of, or purchase supplies from, a particular jurisdiction. 

These practices may affect Seadrill’s ability to compete in those regions. It is difficult to 

predict what governmental regulations may be enacted in the future that could affect the 

international drilling industry. The actions of foreign governments, including initiatives by 

OPEC, may affect ability to compete. Failure to comply with applicable laws and regulations, 

including those relating to sanctions and export restrictions, may subject Seadrill to criminal 

sanctions or civil remedies, including fines, denial of export privilieges, injunctions or 

seizures of asset. 
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2.3 Cost drivers 
The cost drivers represent microeconomic dynamics Seadrill to some degree will have 

influence on. Operating revenues, as seen above, may be affected as a function of changes in 

demand, supply and price of oil. However, the operating costs are generally related to the 

numbers of units in operation and the cost level in each country or region where the units are 

located.  

Rig operating expenses accounts for approximately 80% of Seadrill’s total costs. These costs 

are associated with operating a drilling rig that is either in operation or stacked, included the 

remuneration of offshore crews and related costs, rig supplies, insurance costs, expenses for 

repairs and maintenance as well as costs related to onshore personnel in various locations 

where the rigs are operated and expenses as incurred. However, Seadrill does not divide these 

costs up any further. Therefore it will only be possible to speculate which of these factors in 

this cost will affect the rig operating expense further. 

Which factors influence these costs will be further explained in the following section. 

 

2.3.1 Rig and maintenance costs  
Competition for offshore drilling rigs is generally on a global basis, as rigs are highly mobile. 

However, the cost associated with mobilizing rigs between regions is sometimes substantial, 

as entering a new region could necessitate upgrades of the unit and its equipment to specific 

regional requirements. In particular, for rigs to operate in harsh environments, such as 

offshore Norway and Canada, as opposed to benign environments, such as the U.S. GOM, 

West Africa, Brazil, the Mediterranean and Southeast Asia, more demanding weather 

conditions would require more costly investment in the outfitting and maintenance of the 

drilling units. 

The increase in rig expenses over the past years has mainly been as a result of the increase in 

the number of rigs in operations. However, a smaller part of the increase was due to downtime 

on a number of rigs due to technical issues and several rig transfers. As mention in previous 

section, newer and better technology will improve the downtime on rigs. This will be an 

argument that rigs expenses will decrease in the future. However, new and better technology 

also allows the rigs to operate in harsher environment which will be riskier and therefore 

increase costs, especially within maintenance. It is therefore hard to predict how the cost will 
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develop. However, over the last years it has remain constant to revenue and this probably 

explain that the pros and cons outweigh each other and we got a constant cost to revenue. 

2.3.2 Human resources 
Seadrill requires highly skilled personnel to operate and provide technical services and 

support for the business. Competition for skilled and other labor required for the drilling 

operations has increased in recent years as the number of rigs activated or added to the 

worldwide fleet has increased. The number of rigs in operation is continuing to grow as new 

units are being delivered. Furthermore, additional rigs currently under constructions are 

expected to increase the future demand for offshore drilling crews.  

In some regions such as Brazil and Western Africa, limited availability of qualified personnel 

in combination with local regulations focusing on crew composition, are expected to further 

increase demand for qualified offshore drilling crews, which can result in increased costs for 

Seadrill. A continued expansion of the rig fleet, improved demand for drilling services in 

general, coupled with shortages of qualified personnel could further create and intensify 

upward pressure on wages and make it more difficult for Seadrill to staff and service their 

rigs.  

Furthermore, as a result of any increased competition for people and risk for high turnover, 

Seadrill can experience a reduction of the experience level of the personnel, which again 

could lead to higher downtime and more operating incidents. However, in response to these 

labor market conditions, Seadrill has increased their effort related to recruitment, training, 

development and retention programs as required to meet the anticipated personnel needs. 

2.3.3 Accidents 
Seadrill’s operations are subjected to hazards inherent in the drilling industry, such as 

blowouts, reservoir damage, loss of production, loss of well control, lost or stuck drill strings, 

equipment defects, punch-throughs, craterings, fires, explosions and pollution. Contract 

drilling and well servicing require the use of heavy equipment and exposure to hazardous 

conditions, which may subjects the company to liability claims by employees, customers and 

third parties. These hazards can cause personal injury or loss of life, severe damage to or 

destruction of property and equipment, pollution or environmental damage, claims by third 

parties or customers and suspensions of operations.  
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Seadrill’s offshore fleet is also subject to hazards inherent in marine operations, either while 

on-site or during mobilization, such as capsizing, sinking, grounding, collision, damage from 

severe weather and marine life infestations. Operations may also be suspended because of 

machinery breakdowns, abnormal drilling conditions, failure of subcontractors to perform or 

supply goods or services or personnel shortages. Seadrill customarily provide contract 

indemnity to their customers for claims that could be asserted by the company to damage or 

loss of Seadrill’s equipment, including rigs and claims that could be asserted by Seadrill or 

their employees relating to personal injury or loss of life. 

A final risk, and perhaps the company's greatest unknown, is that of disaster similar in size 

and scope to the one that hit BP and Transocean in the Gulf of Mexico. Not only did the 

disaster have a devastating effect of the Gulf region but it also greatly affected the operations 

of both BP and Transocean. That is why the overall risk of a similar disaster for Seadrill or 

one of its competitors remains to something to watch. Damage to the environment could result 

from Seadrill’s operations, particularly through spillage of fuel, lubricants or other chemicals 

and substances used in drilling operations, or extensive uncontrolled fires.  

 

Seadrill may also be subject to property, environmental or other damage claims by oil and gas 

companies. Seadrill’s insurance policies and contractual rights to indemnify may not 

adequately cover losses and they do not have insurance coverage or rights to indemnity for all 

risks. Consistent with standard industry practice, Seadrill’s clients generally assume, and 

indemnify them against, well control and subsurface risks under daily rates contracts. These 

are risks associated with the loss of control of a well, such as blowout or cratering, the cost to 

regain control of or re-drill the well and associated pollution. However, there can be no 

assurance that these clients will be willing or financially able to indemnify Seadrill against all 

these risks. In addition, a court may decide that certain indemnities in their current or future 

contracts are not enforceable, Seadrill maintain insurance coverage for property damage, 

occupational injury and illness, and general and marine third-party liabilities. However, 

pollution and environmental risks are generally not totally insurable. 

 

If a significant accident or other event occurs that is not fully covered by Seadrill’s insurance 

the occurrence could adversely affect the consolidated statement of financial position, results 

of operations or cash flows 
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2.4 Sub conclusion 

What drives the market conditions for the offshore drilling market is the E&P 

spending/budget by the oil companies. This is more or less directly influenced by the oil and 

gas prices, and hence this is the key value driver for the drilling companies. In recent years 

there have been discovered many new oil fields which have sparked to higher spending in oil 

exploration and investment in drilling units. 

Deepwater drilling is the future to satisfy the growing global demand for oil. New discoveries 

and modern technology make it possible to drill in an environment that was not possible 

before. Deepwater drilling will be the future and Seadrill has developed a specialty for this 

segment. A young and modern fleet helps Seadrill to drill in harsh and deep environment and 

consequently makes them attractive to customers in contract bidding. A young and modern 

fleet also results in higher floater utilization which again results in higher day rates. Seadrill 

therefore has a big competitive advantage with the highest floater utilization in the industry.  

However, there are also many risks operating in this industry. The competition is high and 

Transocean is Seadrill’s biggest competitor. The drilling companies are currently investing 

heavily in newbuildings to meet the future demand. However, a potential economic downtime 

will result in lower day rates and an over-supply of rigs. Seadrill could also face increasing 

costs with the future shortage of qualified personnel and is always in risk of ending up in a big 

disaster similar to the one in Mexico GoM. 

Despite the risks, Seadrill’s future looks positive with a strong market outlook, high backlog, 

big customers and many new favorable strategically markets. 
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3. Financial analysis 
 

Understanding Seadrill’s past is essential in forecasting its future. The financial analysis is the 

second step in preparing precise estimates of future performance. The objective of the 

financial analysis is to reveal the historical development and level of financial performance in 

the historical period, 2007-2012. 

A reformulation of Seadrill’s income statement and balance sheet is necessary in preparing 

key financial ratios for analyses. The next section will go through the reformulation. 

 

3.1 Reorganizing the accounting statements 
When calculating financial ratios to measure a firm’s profitability it is important so separate 

financial items and operational items in the financial statement. This is essential because the 

company’s operations are the primary driving force behind value creation. It is what makes 

the company unique, whereas financial activities on the other hand are much easier to 

duplicate. For example, investors consider operating profit as the primary source of value 

creation and lenders consider operating profit as the primary source to service debt (Plenborg 

& Petersen p. 70). Further it is necessary to find out if the items are transitory or permanent in 

practice (Plenborg & Petersen, p. 346). The reformulated analytical statements for Seadrill are 

displayed in appendix. 

 

3.1.1 Formulating the analytical income statement 
To determine a company’s after tax operating profit (the profit from core operations), NOPAT 

needs to be computed, which is the net operating profit after tax. Whereas net income is the 

profit to equity holders, NOPAT is the profit to all investors. 

Income from investments in associates is included in operations, since all associated firms 

operate in the core business- the oil drilling industry. It is therefore included in invested 

capital. 

The accounting item taxation relates to operating as well as financing items. Since accounting 

practice do not distinguish between tax on operations and tax on financial items, it is 

necessary to divide tax expenses into tax on financing and tax on operating items in the 
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analytical income statement (Plenborg, T & Petersen, C 2012, p.76). This isolation is 

accomplished by estimating the tax shield from net financial items, financial expenses are tax 

deductible, and therefore reported tax is positively affected by net financial expenses, and thus 

will be needed to be adding back the tax advantage (tax shield) that the net financial expenses 

give. Transitory items also affect reported taxes and needs to be adjusted. This is done by 

multiplying all removed items net value with the company’s effective tax rate. By subtracting 

the tax shield (from nonrecurring and non-operating items) from the company’s reported tax; 

tax from core operations is left. 

Since Seadrill is a Bermuda company they have 0% tax and have this exempt from taxation 

until March 2035. However, certain subsidiaries operate in other jurisdictions where income 

taxes are imposed. Consequently income taxes have been recorded in these jurisdictions when 

appropriated. The only applicable tax rate for Seadrill is the effective tax rate. The tax rate 

varies a lot over the analyzed period and it is also impossible to forecast the rate in the future 

when it depends on where the rigs operate which again varies from year to year. An average 

tax rate from the last 3 years is therefore applied in further calculations in this thesis. 

Gain on decline in ownership interest, gain on bargain purchase, loss on debt extinguishment, 

gain on loss of control in subsidiary, gain on realization of marketable securities, gain on 

sale of associated companies and gain on issuance of shares by subsidiary are all 

nonrecurring and transitory financial items by nature and are therefore removed. 

 

3.1.2 Formulating the analytical balance sheet 
As in the analytical income statement it is necessary to isolate operating items from financial 

items in the analytical balance sheet. It is crucial to match the items in the analytical income 

statement with the related items in the analytical balance sheet to achieve symmetry. The 

collective investment in a company’s operating activities is called invested capital and equals 

the sum of operating assets less operating liabilities (Plenborg & Petersen 2012, p. 73). Thus, 

the definition of NOPAT in the income statement has to be estimated with consistency with 

the definition of invested capital so it only includes profits generated by invested capital. 

Deferred tax liabilities arise due to temporary differences between book values and tax 

values. Authorities have made tax incentives to boost investments; for instance, the 

government typically use accelerated depreciation to determine company tax burden, whereas 
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accounting statements are prepared using straight-line depreciation (Koller, 2010 p. 146). 

Many argue that this item can be classified as equity equivalent (part of invested capital) if 

investments continue to increase from year to year. Thus, the deferred tax will never have to 

be paid. On the other side it can be argued to be part of operating liabilities (Plenborg & 

Petersen p. 88). In Seadrill’s case it will be classified as an operating liability. 

Other short-term liabilities consist of accrued interest expenses, derivative financial 

instruments, accrued taxes & vacation payment, accounts payable and other accruals. Accrued 

interest expenses and derivative financial instruments are financial liabilities, included in in 

interest bearing debt. The remaining other liabilities are classified as operating liabilities. 

Share in associated companies are part of Seadrill’s core operations and is therefore included 

in invested capital. It matches the item income from investment in associates in the income 

statement, thus it needs to be classified as operations here as well. 

Cash and cash equivalents should preferably be divided into operating cash and excess cash 

(Koller, 2010 p. 143). However, Seadrill does not disclose how much cash they deem 

necessary for operations. Therefore, all cash and cash and equivalents are classified as excess 

cash. 

Restricted cash will never be liquid and is therefore not a financial item. It is enough cash on 

this account to operate the business and it is therefore an operating item. 

Other long-term liabilities are accrued pension, deferred mobilization revenues and 

unfavorable contract values. The item pension liabilities is interest bearing since it is 

discounted to present value. Consequently it is logical to treat it as part of financing activities. 

The rest are classified as operating liabilities. 
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3.2 Profitability analysis 
 

The profitability analysis is one of the key elements of financial analysis. A strong 

profitability is a sign of economic strength and support maintaining a positive relationship 

with stakeholders. Further, measuring a firm’s historical profitability is a chief element in 

defining future outlooks for a company. When performing analyzes of financial ratios it is 

important to consider two aspects: the level and the trend of the ratios. 

The ratios analyzed in this section are interconnected in the way displayed in figure 3-1. The 

analysis will start up with analyzing return on invested capital, ROIC. Subsequently, it will be 

decomposed into profit margin (PM) and turnover rate of invested capital to explain whether a 

better revenue and expenses relation or an improved capital utilization drives Seadrill’s 

profitability. Index and common-size analyses will be used where most relevant. 

 

Figure 3-1:  Structure of profitability analysis, DuPont model 

 

Source: Own construction, Plenborg & Petersen, 2012, p. 120 
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3.2.1 Return on Invested Capital 
Return on invested capital (ROIC) is the primary measure in assessing a firm’s profitability. 

In general, ROIC is a better measure in assessing company performance than return on equity 

(ROE) or return on assets (ROA), because it focuses solely on a company’s operations. It 

relates to how much operating profit a firm is able to generate in relation to the amount of 

investments that have been carried out. The greater a company can raise its ROIC, and the 

longer it can sustain a rate of ROIC higher than its cost of capital, the more value it will 

create. Consequently, being able to recognize and predict what drives and sustains ROIC is 

critical to all strategic and investment decisions. 

ROIC is defined as: 

ROIC = NOPAT/invested capital 

Source: Plenborg & Petersen p. 94 

Because profit is measured over an entire year (income statement), and capital is measured 

only at one point at a time (balance sheet) it is recommended to calculate ROIC with the 

average starting and ending invested capital (Koller, 2010 p. 164). This is also what has been 

done in this paper’s ROIC calculation and with all other balance sheet items used in 

calculating financial ratios. 

From figure 3-2 one can see that Seadrill is creating value for its shareholders 

(ROIC>WACC) in year 2007-2010 by comparing ROIC with the cost of capital (WACC). In 

relation to the cost of capital, it is assumed that the calculated WACC later on in this thesis is 

valid for the analyzed period.  The average level of ROIC through the period is 10,1%, which 

is above the estimated cost of capital (8%). It peaks in 2009 with a return on invested capital 

on 12,5%. 
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Figure 3-2: WACC vs ROIC 

 

Source: Annual reports 2007-2012 

However, Seadrill has had a decreasing ROIC since its peak and over the last two years it has 

been slightly lower the cost of capital. The reason is that Seadrill has been investing heavily in 

newbuildings the last 2-3 years, as mentioned in the strategic analysis. In this business, ROIC 

is often a lagging metric because of build time. The number dip as work intensifies on its new 

ship construction. A majority of the newbuildings was schedule for delivery in 2013 and 

Seadrill will therefore consequently see an increasing ROIC following. 

An alternative method of assessing the level of ROIC is to benchmark Seadrill’s ROIC with 

its competitors in a cross-sectional analysis. However, as mentioned, peers in the thesis will 

not be used due to the many sources of noise (different risk, accounting policies, special 

items, impact of acquisitions, and different terminology of financial ratios etc.) which should 

be controlled upon prior to calculating and analyzing financial data and ratios.  

 

3.2.1.1 Decomposition of return on invested capital 
Although ROIC is the overall measure of profitability it does not explain whether profitability 

is driven by improved capital utilization or by a better revenue and expenses relation. To be 

able to find out what drives Seadrill’s ROIC we need to decompose the ratio into the turnover 

rate of invested capital and the profit margin, see table 3-1. 

The turnover rate of invested capital refers to how the firm utilizes its invested capital to 

generate revenue, in other words, how long capital is tied up in operating activities. The ratio 
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largely depends on which industry the firm operates in, due to vast differences in core 

activities between industries, tying up different amounts of capital. The profit margin of the 

other side, refers to how much operating earnings a firm translate its revenue into, it therefore 

reflects the relation between revenue and expenses. 

Table 3-1: Decomposition of ROIC 

  2007 2008 2009 2010 2011 2012 Average 
ROIC 9,8 % 11,2 % 12,5 % 11,5 % 7,7 % 7,7 % 10,1 % 
Profit margin 39,7 % 46,8 % 41,4 % 36,4 % 28,6 % 29,4 % 37,1 % 
Turnover rate 0,25 0,24 0,30 0,32 0,27 0,26 0,27 
Source: Annual reports 2006-2012 

The decomposition express that Seadrill’s ROIC is primarily driven by the revenue and 

expense relation from the profit margin. Seadrill profit margin decreased in 2011 and 12. This 

means that the company had a worse revenue to expenses relation. However, the reason for 

the down turn was a decline in fair value of the associated company Archer. This resulted in 

an impairment loss under the item share in results from associated companies. If one look 

away from this decline, the profit margin keep more or less constant over the historical period 

which means that Seadrill’s revenue to cost relation stays the same. Also, despite the decline, 

Seadrill significantly outperformed against the industry according to various analysts. 

Heavy investment companies like Seadrill are characterized by a high proportion of fixed 

costs, often have low turnover rates. To be able to attract capital to the industry, it is necessary 

to generate higher profit margins to compensate for the low turnover rate (Petersen & 

Plenborg, p.109).  

A further decomposition of the profit margin is necessary to understand why the ratio has 

evolved as it has. This can be done by index and common-size analyses. 

 

3.2.1.2 Analysis of profit margin 
To be able to identify level and trend for revenues and expenses, index and common-size 

analyses will be made. The index number reveals the trend; however, it does not show the 

relative size of each item. Therefore, will common-size analysis be used for this objective. 

From the index analysis, table 3-2, one can see that revenue increases by 288% during the 

historical period, while total operating expenses only increase by 172,3%. The main reason 
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for higher revenue and expense are due to more rigs in operations. EBIDTA can be important 

financial driver and it is interesting to see that it has grown by 420%. This big numbers show 

what an aggressive growth Seadrill has gone through since its establishment in 2005. 

 

Table 3-2: Index analysis 2006-2012 

Source: Annual reports 2006-2012 

 

To get a better understanding of what generates revenue in Seadrill and where it comes from 

the index- and common-size analyses are divided up into the different segments. As a result 

from Seadrill changing their segment definition it is only possible to generate numbers from 

2009. However, these are the most relevant years as the previously years were the startup 

period for Seadrill. As seen, the well segment is in-calculated till year 2011.   

From what we learned from the strategic analyze, floaters was the most important segment for 

Seadrill and has the strongest market outlook. By looking at table 3-3 we can see that floaters 

generate 64% of total revenues. This segment dominates the company for the whole historical 

period and is Seadrill’s core operation. However, Seadrill also sees the jack-up segment as 

strategically important and it is this segment that has grown the most by 122% since 2009. 

The common-size analysis confirms that the operating expenses have more or less stayed 

constant to revenue since 2009 on an average of 47%. 

 

 

2006 2007 2008 2009 2010 2011 2012
Revenue 100 134 182 282 350 363 388
Vessel and rig operating expenses 100 128,5        173,8        213,1        273,1        269,6        281,7        
Reimbursable expenses 100 134,8        151,5        149,8        173,1        87,0          160,5        
General administrative expenses 100 157,5        180,5        213,9        255,4        289,8        358,7        
Total operating expenses 100 132,0        171,4        204,6        257,9        246,7        272,3        
Gain on sale of assets 100 224 180 171 126 122 n/a
Share in results from associated companies (loss)/gain 100 87,2          58,6          347,4        180,5        -1 578,9   -827,1      
EBIDTA 100 165,3        213,5        442,7        512,3        456,1        520,1        
Depreciation and amortization 100 262,4        334,6        568,0        688,7        807,7        882,4        
EBIT 100 146,0        189,5        417,8        477,2        386,2        448,1        
Tax on EBIT 100 368,7        1 148,7    -423,0      -721,7      -545,5      -901,8      
NOPAT 100 162,5        260,5        355,5        388,4        317,2        348,1        
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Table 3-3: Index and common-size analysis per segment 

 

Source: Annual reports 2006-2012 

 

 

3.2.2 Return on equity 
In the previous section Seadrill’s operating profitability was analyzed. Return on equity 

(ROE) measures the profitability taking into account both operating and financial activities 

(Petersen & Plenborg p. 117). Roe is defined as: 

ROE = ROIC + spread x FGEAR 

Source: Plenborg & Petersen p. 117  

 

Table 3-4: ROE 

 

Source: Annual reports 2006-2012 

 

Seadrill’s ROE has varied significantly over the period, but in the end is around the same 

percentage in 2012 as in 2007. The extremely low ROE in 2008 is due to a huge impairment 

Income statem 2009 2010 2011 2012
Floaters 57 % 56 % 64 % 64 %
Jack-up rigs 12 % 14 % 19 % 19 %
Tender rigs 12 % 12 % 14 % 17 %
Well services 19 % 18 % 3 %
Total opr rev 100 % 100 % 100 % 100 %
Floaters 21 % 20 % 24 % 27 %
Jack-up rigs 5 % 8 % 11 % 11 %
Tender rigs 5 % 5 % 7 % 9 %
Well services 16 % 16 % 3 %
Total opr exp 48 % 49 % 45 % 46 %

Income statem 2009 2010 2011 2012
Floaters 100 121 145 153
Jack-up rigs 100 149 200 222
Tender rigs 100 123 150 193
Well services n/a
Total opr rev 100 124 129 138
Floaters 100 119 146 173
Jack-up rigs 100 194 280 311
Tender rigs 100 115 172 217
Well services
Total opr exp 100 126 121 133

2007 2008 2009 2010 2011 2012
Net borrowing cost -2,4 % -14,6 % 0,1 % -1,7 % -4,3 % -2,1 %
Spread (NBC-FGEAR) 12,20 % 25,80 % 12,40 % 13,10 % 12 % 9,80 %
FGEAR (NIBD/Equity) 0,89 1,53 1,69 1,39 1,55 1,78
ROE 16,40 % 6 % 33,60 % 25,10 % 12,90 % 17,60 %
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loss on marketable securities, higher financial gearing and the downturn of the financial 

crises.  

The most interesting factor is how the financial gearing has evolved. The debt structure of 

Seadrill is really important to understand to follow their business model. Why this has 

happened and what risk this comes with will be further explained in the following section. 

 

3.2.2.1 Financial leverage and Spread 
Financial leverage (FGEAR) measures the degree to which firm’s activities are funded by 

owner’s funds versus creditor’s funds. It is defined as net interest bearing debt (NIBD) 

divided by the book value of equity. NIBD is measured as the difference between interest 

bearing debt and interest bearing assets from the analytical balance sheet (see appendix). 

There is no clear model for deciding a company’s optimal leverage ratio, although academic 

researchers have investigated the issue for decades (Koller, 2010 p. 476) 

The financial gearing has increased dramatically over the period from 0,89 to 1,78. As shown 

in the strategic analysis there is a secular shift of global oil activity into greater underwater 

depths. Underwater drilling operators must take advantage of this trend to grow earnings. 

Seadrill is working to do this, but its capex efforts have had to be financed. Seadrill has been 

aggressively building up the size of its drilling fleet during the past years, buying new, high-

technological ultra-deepwater, drilling units faster than any of its peers. All of these orders 

have been funded with debt as a major financing component, with the belief that strong 

demand for drilling units will ensure utilization remains near 100% and the company can 

service its rapidly growing debt pile. The amount of debt Seadrill has could limit their 

liquidity and flexibility in obtaining additional financing and in pursuing other business 

opportunities.  

As of December 31, 2012, Seadrill had $11 billion in principal amount of interest bearing 

debt, representing approximately 62% of their total market capitalization. Their current and 

future indebtedness that may occur, could affect future operations as portion of their cash flow 

from operations will be dedicated to the payment of interest and principal on such debt and 

will not be available for other purposes. Covenants contained in Seadrill’s debt agreement 

require them to meet certain financial tests, which may affect their flexibility in planning for, 

and reacting to, changes in their business, compete with others in their industry for strategic 

http://www.dailyfinance.com/2013/11/15/is-rowan-companies-about-to-turn-a-corner/?source=edddlftxt0860001
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opportunities and capital expenditures. Seadrill’s ability to meet their debt service obligations 

and to fund planned expenditures will depend upon the company future performance, which 

will be subjected to general economic conditions, industry cycles and other financial, business 

factors. 

Figure 3-3: Seadrill Total Long Term Debt 

 

Source: Ycharts.com 

The question is if Seadrill can sustain this level of growth without additional borrowing. 

Seadrill could eventually run out of headroom on its credit facilities, and creditors might 

soon start asking if the company can sustain its current level of borrowing. Without its 

aggressive borrowing and acquisitions, would Seadrill be able to grow that much faster than 

its peers? 

It would appear that Seadrill could have a problem on its hands if the market for oil and gas 

drilling units slows significantly. One could question if Seadrill only has been able to 

achieve its rapid rate of growth during the past five years solo because it was borrowing 

heavily. When the company reaches its credit limit, it is likely that Seadrill's growth will 

slow and the company will have to work very hard to repay debt. 

Seadrill’s total debt has increased since 2009 where the company reported a total debt of 

$7 396 bn. Over the past 4 years, Seadrill’s total debt has increased by 54%. 
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Whether financial gearing is valuable to investors depends on the spread. The spread is the 

difference between a company’s return on invested capital and net borrowing cost (NBC). If 

the difference between ROIC and NBC is positive, an increase in FGEAR will be beneficial. 

NBC rarely correspond to the firm’s actual borrowing rate, and should therefore be treated 

with caution (Petersen & Plenborg, p. 117).  

The spread has been positive for the entire period. This tells us that Seadrill is able to make a 

profit from its debt. 

 

3.3 Sub conclusion 
 

Seadrill has had a strong growth since its foundation in 2005. The historical profitability has 

been positive with a higher ROIC than cost of capital. However, the last two years ROIC has 

been suffering from the heavy investments. Due to the industry characteristics with capital 

investments the drilling companies have to invest heavily and first later will see the result 

from the investments.  

How healthy the financial aspect of Seadrill is can be discussed. They have enough cash flow 

to cover their high debt. However, the company rather pays out high dividend and borrows 

more money to invest. If this is sustainable is hard to tell. Given that UDW has such a strong 

market outlook and we saw that this was the biggest segment for Seadrill in the common-size 

analysis they can be fine with their business model. What we are seeing right here is a 

company taking a risk: Adding debt to grow earnings in a multi-year. Seadrill is taking 

advantage of the predictable trend of increasing deepwater rig demand. 

Revenue growth is the most important financial driver as most of the factors control the 

revenue growth.  
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4. Connecting the analyses 
 

In the previous financial and strategic analysis we found the value drivers for Seadrill. A 

SWOT analyses will summarize what strengths, weaknesses, opportunities and threats 

Seadrill is facing. 

Table 4-1 – SWOT analysis 

Strengths Weaknesses 

• Large and modern fleet, which 
suits future industry demands in 
deeper waters and harsher 
environment 
 

• Established presence in all major 
offshore basins 
 

• Financially strong and 
committed long-term owner 
 

• Large backlog 
 

• Financially strong and big 
customers 
 

• Highest floater utilization in the 
industry 

• A highly leveraged balance sheet 
combined with a shareholder-
friendly dividend policy 
 

• Large capex program with a 
speculative nature 
 

• Strong appetite for acquisitions 
and opportunistic ordering of 
new vessels 

Opportunities Threats 

• Strong market outlook especially 
for modern assets 
 

• New strategic markets 
 

• Many new oil field discoveries 
 

• Increasing oil and gas price 

• High cyclical and capital 
intensive industry 
 

• Few suppliers 
 

• High risk for accidents which 
can cause huge financial, 
environmental and human lives 
loss 
 

• Over-supply of drilling units 
 

• Shortage of qualified personnel 
 

 
Source: Own construction 
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5. Forecast 
 

Forecasting future performance is necessary in order to perform the valuation. The financial 

analysis together with the findings in the strategic analysis will provide the foundation for the 

forecast. No one can predict the future, hence forecasting is a subjective matter and reflect the 

views of the individual analyst.  

The forecast has a top down approach. It will put extra emphasis on forecasting revenue, as 

several items in the spreadsheet will be directly or indirectly affected by revenue (Koller, 

2010, p.191).  

Preferably, one should forecast the company’s development for all future.  However, as this is 

very difficult in practice it is recommended that the forecast should be split into two parts:  the 

explicit forecasting period and a terminal period. 

In the explicit forecasting period one tries to forecast the company’s proforma statements 

relatively detailed, by combining knowledge gained in the strategic and financial analysis, 

while in the terminal period one assumes that the company has reached a “steady state” where 

the company will grow at a constant rate. 

The forecast period will be five years which is chosen, as a longer period raises the difficulty 

of forecasting individual items for a longer time into the future. As such this chapter will 

include a forecast for 2013-2017 and 2018 will be the year that Seadrill is assumed to have 

reached a steady state. 

It is of course not given that Seadrill will reach a steady state in 2018, but making the explicit 

forecasted period longer will create more uncertainty in the valuation which in turn will not 

make the valuation any better.  

For forecasting the financial statements several assumptions have been made. On several of 

the items historical relationships have been used. 
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5.1 Revenue growth 
Seadrill’s revenue growth is the most important driver to forecast as for everything is 

dependent on how the revenue is developing. Seadrill’s revenue growth is dependent on the 

demand for drilling rigs. As discussed in the strategic analysis the demand is heavily 

dependent on oil price which then again controls the exploration for new oil. The main value 

driver for Seadrill’s revenue growth is deepwater drilling which shown from the strategic and 

financial analysis is the biggest and most important segment. New strategic markets and 

drilling units will also be forecasted in the following section. 

5.1.1 Deepwater drilling 

To meet growing global demand, the world's oil production will have to grow by between 1-

1.5% per year. This comes at a time when the biggest oil companies in the most oil-rich areas 

in the world are having difficulty even maintaining onshore production. As a result, both 

national oil companies and supermajors alike have been turning to deepwater and ultra-

deepwater to augment and grow production. 

Seadrill predicts a steadily growing demand for deepwater rigs which greatly exceed today's 

supply. An additional 147 rigs will have to be built to meet expected 2020 demand. There's a 

lot of work to do for Seadrill and others. 

Due to increased Global energy demand aided by advanced technology, that in turn is 

reducing costs and improving safety, the tide has turned and it has become economical for 

companies to pursue deep-water reserves. As leading major E&P companies such as Exxon, 

Chevron and Petroleo Brasileiro SA or Petrobas have increased their presence in deep-water 

regions, they have increased CAPEX spending to support these developments. Over the next 

five years, the offshore drilling services market is expected to grow from $73.1 billion in 2013 

to $121.1 billion by 2018. This is an expected growth of $48 billion or a compounded annual 

growth rate of 10.6%. 

The long-term prospects for deepwater and ultra-deep water drilling are positive given the 

expected growth in oil consumption from developing nations, limited or negative growth in 

oil reserves, and high depletion rate of mature oil fields. These factors will continue to 

provide incentives for the exploration and development of deepwater fields, particularly in 

view of recent geological successes in Brazil, GOM, East and West Africa, as well as, other 

regions, along with improving access to new promising offshore areas and new, more efficient 

technologies. 



 
   61 
 

However, there is also an additional demand from mature fields. A reservoir will experience 

production declines by approximately 5% per year if it is not constantly drilled. There are 97 

new field development projects at NCS for the period 2013-2020. Several fixed platforms are 

reaching maximum number of wells possible to drill from their templates. Tie back solutions 

will be necessary. 

5.1.2 Drilling units 
There is growing demand for oil, and much of the offshore oil that's out there is being found 

in growingly deeper water, often beyond the capabilities of most drillships currently 

operating. And despite the growing production of both oil and natural gas reserves in onshore 

shale, and the slipping demand for oil in North America, global demand isn't shrinking 

Seadrill has 25 rigs still under construction, representing 36% of the current fleet and 

significant growth potential. So far, Seadrill's management has proven their ability to execute 

on growing income and revenues by keeping the fleet operating under contracts. I think that 

trend continues. 

Figure 5-1: Rig deliveries 2013-2015 

 

Source: Seadrill.com 

However, there could be trouble brewing as Seadrill's peer, Transocean, revealed at the end 

of November 2013 that it had 14 deepwater drilling units coming off contract during 2014, 

and 39 units were coming off contract industrywide. According to industry analysts, this is 
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an unusually high number of units to come off contract in a single year. Contracts usually run 

for five years or more within the industry, so it is odd for a whole bunch of units to come off 

contract at once. Seadrill has five rigs coming off contract during 2014, and Ensco has eight 

rigs coming available. 

Furthermore, according to Terry Bonno, Transocean's senior vice president for rig marketing, 

the rig business is cyclical and customers often strategically wait for over-supplied markets 

before pressing ahead with drilling, helping to secure long-term contracts at low rates. Bonno 

also cited a customer who said recently that there was a cold wind blowing in the rig market, 

presumably this means that demand for drilling units is slowing. 

This cold wind could leave Seadrill credit freeze. Specifically, Seadrill's aggressive, debt-

funded growth has left it exposed to high interest repayments, as well as the prospect of 

higher interest rates when rates finally start to move up. 

The trend is for oil companies to gradually replace older jack-up rigs with new, modern and 

efficient rigs due to wells becoming technically more challenging and consequently more 

demanding with respect to rig equipment capabilities. Such oil companies are requiring, 

among others, units that can offer higher hook-loads, water depth capacities and increased 

flexibility for offline activities. This development provides for a sound market outlook for 

jack-up rigs. 

Figure 5-2: Jack-ups replacement 

 

Source: Rystad Energy, Seadrill.com 

As the jack-up fleet is starting to become very old, this segment may start seeing replacement 

of rigs. The jack-up segment is normally much more volatile than the deepwater market as the 
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cost of newbuild is lower, contracts shorter and the operators of shallow water oilfields are 

smaller and independent oil companies with need for financing. 

In 2015 more than 220 of the currently contracted Jack-up fleet will be more than 30 years old 

and 90 units will be more than 35 years old. Scrapping and conversion of older units increased 

in 2011 and 2012 which is a trend expected to continue. Aging fleet is ready for renewal.  

Figure 5-3: Average fleet age 18 years 

 

Source: Rystad Energy, Seadrill.com 

5.1.3 New strategic markets 
From the strategic analysis one saw that Seadrill had many important strategic markets with a 

lot of potential. In addition, significant growth in investments is expected in the artic and 

harsh environment market going forward. The North Atlantic and Artic region represents the 

most active harsh environment market. It is estimated that this region consist of 13% of 

world’s undiscovered oil and 30% of undiscovered gas. 

Figure 5-4: High potential revenue growth in the Artic 

Source: Rystad Energy, Seadrill.com 
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 It is therefore expected to be the focus area for E&P companies over the next decade. The 

E&P spending in the region has grown at 11% p.a. over the last decade and is expected to 

increase by 8% p.a. in 2013-2018.  

Figure: 5-5: Increasing E&P spending 

 

Source: Rystad Energy, Seadrill.com 

North Atlantic Drilling for Seadrill achieves an average economical utilization of 96% and 

generates US$ 143,7 million in EBIDTA for the third quarter 2013. There is a few assets 

suitable for harsh environment and it is here Seadrill can gain a competitive advantage by 

keeping up their fleet for this kind of operations. 

 

Figure 5-6: Lack of suitable harsh environment assets 

 

Source: Rystad Energy, Seadrill.com 
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5.1.4 Calculating revenue growth 
The operating revenues have been calculated by taking total unit for each rig and multiplied it 

with day rates and utilization rates guided by the company. Table 5-1 shows how many 

drilling units Seadrill is expected to have for the forecasted period. In 2016 all newbuilding 

are expected to be delivered.  

Due to the positive market outlook it is assumed that the current high day rates will not 

change. As mentioned in the strategic analysis, UDW’s have longer contracts and therefore a 

change in the market will have a delayed impact on this segment. It is also assumed that 

Seadrill will not order any more drilling units for the period. However, as seen above there is 

a risk for over-supply of rigs which will decrease day rates and affect the revenue growth. It 

can also go the other way that Seadrill will order more drilling units and day rates will 

increase even more. I therefore chose a scenario that is in between these two and is the most 

realistic given the information we have to work with. How the stock price will react to a better 

or worse scenario will be tested in the valuation chapter. 

Table 5-1: Expected drilling units deliveries from 2013-2018  

Source: Own construction, Seadrill.com 

One of Seadrill’s strength is that they have a strong backlog which further back up the 

assumptions that all their drilling units will be contracted for the forecasted period. As figure 

5-7 shows the contract coverage for the next two years is at 100% and 94%, while for 2015 

and 2016 approximately over half over the drilling units are already under a contract.   

Figure 5-7: Contract coverage 2013-2016 

 

Source: Seadrill.com 

2013 2014 2015 2016 2017 2018
Jack up 23 24 29 32 32 32
Semi 16 17 19 19 19 19
Drillship 7 11 15 15 15 15
Tender 3 3 3 3 3 3
Total 49 55 66 69 69 69
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Figure 5-8: Current backlog 

 

Source: Seadrill.com  

Contract backlog remains robust and has roughly doubled from 2010 levels. Seadrill has had a 

very high utilization rate due to a modern and high technological fleet. The utilization rate has 

been around 95% the last 3 years, as figure 5-9 shows. It is expected that Seadrill will keep up 

with this rate, especially since they are awaiting 25 new fleets. A utilization rate of 95%, 

which result in 347 operating days in a year, is therefore used to calculated revenue growth 

for the forecasted period. 

Figure 5-9: Economic utilization 

 

Source: Seadrill.com 

However, Seadrill cannot grow at the same pace as today’s speed and when all the new 

drilling units are delivered in 2016 it is expected that the growth will slow down. A 3% 

growth rate is therefore set as an expected growth rate for when all the units are delivered and 

for the terminal period.  
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5.2 Operating expenses 
Operating expenses are assumed not to change since the main reason for increasing operating 

expenses the last years has mainly been to increasing rigs in operations. The historical average 

from the last four years has been used at a rate at 47%. 

5.3 Tax rate 
The tax rate will always be very hard to forecast for a company like Seadrill. To be consistent, 

the tax rate used in other parts of the thesis will be used for the forecasted years. That is the 

historical average for the last 3 years at a rate of 13,7%. It will not be unreasonable wrong to 

assume this tax rate for the forecasted years. 

5.4 Balance sheet 
For the balance sheet several of the items have been estimated based on common size. The 

interest-bearing debt is estimated based on a target capital structure. There are no indications 

that Seadrill will lower their high dividend to down pay their debt. Therefore today’s capital 

structure of a debt of 65% is used for the forecasted period. 

 See appendix 9-12 for further details on the calculated forecast reformulated financial 

statement and balance sheet. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
   68 
 

6. Valuation 
 

This chapter aims to estimate the theoretical value of Seadrill using the DCF model. In the 

previous chapters we have analyzed Seadrill’s strategic environment and historical 

performance to make qualified assumptions on the company’s future performance. The 

quality of these data is therefore essential for the accuracy of the valuation. I realize that 

several of the value drivers are based on my subjective meanings; therefore a sensitivity 

analysis will be made in order to test the value of the stock, this also makes it easier for other 

stakeholders to valuate Seadrill differently from this paper. 

With this in place we are prepared to make the actual valuation and herby answer the problem 

statement: finding the theoretical value of Seadrill’s stock. 

6.1 Valuation framework 
When valuing companies a variety of different approaches can be used. The can generally be 

divided into four approaches; present value, relative valuation, liquidation and real option 

models (Plenborg & Petersen p. 211). In this valuation, a present value model- the discounted 

cash flow (DCF) model- will be used first. Then a relative valuation model, based on trading 

multiples in the industry, will be employed. 

6.1.1The discounted cash flow 
The DCF model is by far the most popular present value approach among practitioners and 

academics. The DCF model uses the concept of the time value of money and calculates future 

earnings back to net present value using a certain discount rate, called the weighted average 

cost of capital (WACC). After finding the net present value of the earnings in the budget 

period, Gordon’s growth model is used to find the terminal value of the cash flow.  The 

growth is expected to have reached a “steady-state” in the terminal period. This means that 

the growth is constant at the time and all forecasted assumptions will not change. To find the 

market value, net interest bearing debt is subtracted from the enterprise value. The value of 

the stock is the found and divided by the number of outstanding shares. 
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The two-stage DCF model used can be expressed in the below formula: 

 

Source: Plenborg & Petersen 

Since the WACC is used to discount all future cash flow, the choice of WACC is of great 

importance. As will be shown in the sensitivity analysis, small changes in this estimate will 

have great effect on the final value of the company being analyzed. 

6.2 Cost of capital 
Cost of capital is a central concept in the financial analysis. Firms must take risk in order to 

survive and obtain excess profits. On the other hand, stakeholders are risk averse and want to 

be compensated for carrying risk. 

There are different ways of measuring cost of capital and the estimation is a subjective 

measurement, thus uncertain and complicated (Plenborg & Petersen, p. 246). A corporation’s 

cost of capital should reflect the required rate of return the stakeholders would achieve in 

investments with the same share of risk. Hence, the opportunity cost of capital for investment 

in the firm’s assets, and therefore the appropriate discount rate for the firms’s average-risk 

projects. (Brealey, Myers & Allen, 2008). 

The weighted average cost of capital, WACC, is used as the measurement of cost of capital. 

Furthermore, WACC is used in valuation to discount the free cash flow to the firm in the DCF 
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model. The WACC is tested in the sensitivity analysis in Appendix, in order to see how 

sensitive the model is to the respective WACC. 

6.2.1 WACC 
A company’s assets are financed by either debt or equity. WACC is the average costs of these 

sources of financing, weighted by its respective use in the given firm. By definition, WACC is 

the overall required return on the firm as a whole, and thus represent how much interest the 

company pays for every US dollar it finances. 

 

This is illustrated by the following formula: 

 

 

In the following sections each of the elements included in the calculation of the WACC is 

discussed and determined in order to compute the financial calculation of cost of capital. 

6.2.2 Capital structure 
The capital structure is the foundation of Seadrill’s cost of capital and should be measured in 

market values. Intuitively, the reason for using market values is that if management decides to 

return capital to investors without changing its capital structure it could repay debt and 

repurchase outstanding shares (market value) (Koller, 2010, p. 234) 

The cost of capital should rely on target weights of the capital structure (Ibid, p. 236). Seadrill 

does not mention a specific capital structure target. Hence, the best guess on future capital 

structure is the current capital structure.  

For the equity weight the market value of Seadrill at the time of writing has been used. For the 

debt weight the target book value has been used as a proxy for the market value. It is common 
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practice to use NIBD in the calculations of WACC, due to the difficulty of estimating market 

values of debt (Plenborg & Petersen, 2010, p.246). 

Debt = 11551/30941= 37 %, Equity = 19390/30941 = 63 % 

6.2.3 Corporate tax rate 
In general it is favored to use the marginal corporate tax rate over the effective tax rate for 

several reasons. The use of the effective tax rate rests on a large numbers of assumptions, 

which may be difficult to fulfill in practice. For example, the use of the effective corporate tax 

rate assumes that the company’s borrowing costs are distributed in the same way as the firm’s 

operating earnings. Moreover, the effective corporate tax rate is affected by different tax 

depreciation schemes for different types of assets (Plenborg & Petersen, 2012, p.265). 

However, this rule becomes complicated in Seadrill’s case where the marginal tax rate is 0% 

since the company, as previously mentioned, is registered in Bermuda. It is impossible to 

forecast what the effective tax rate will be for the coming years. 

On this background and in awareness of how these assumptions create uncertainty, I have 

chosen to use the average effective tax rate for the last 3 years in the calculation of WACC. It 

is assumed that the tax rate will be stable around the average from the past 3 years. 

The tax rate used to calculate the WACC will be:  

Table 6-1: Seadrill’s last 3 years tax rate 

2010 2011 2012 Average 

12,10% 11,30% 16,10% 13,70% 

Source: Own construction, Annual report 2012 

 

6.2.4 Cost of debt 
The cost of debt is defined by Damodaran (2002: 208) as a measure of “the current cost to the 

firm of borrowing funds to finance projects. The cost of debt is determined by three factors; 

the risk-free rate, the default risk and the tax advantage to debt. 

As a company acquires debt through various bonds, loans and other forms of debt, the cost of 

debt metric is useful, because it gives an idea as to the overall rate being paid by the company 

to use debt financing. 



 
   72 
 

This measure is also useful because it gives investors an idea as to the riskiness of the 

company compared with others. The higher the cost of debt, the higher the risk. 

The cost of debt is estimated on the basis of SEB’s credit research synthetic rating3. Seadrill is 

rated to be BB+. According to the S&P rating guide, the BB+ rating is – “Considered highest 

speculative grade by market participants”4. With a risk-free rate of 2,81%, the risk-premium 

is 2,75%.  

Total net cost of debt (before tax) is then: 2,81% + 2,75% = 5,56% 

With a tax rate of 13,17%, the after tax cost of debt is: 5,56% * (1-13,17%) =4,8% 

 

6.2.5 Required rate of return on equity 
The required rate of return on equity reflects the expected return on an investment with a 

given risk. When estimating owners required return on equity the regular method is using the 

Capital Asset Pricing Model (CAPM) (Plenborg & Petersen, 2010, p. 249, Koller 2010). The 

general idea behind CAPM is that investors need to be compensated in two ways: time value 

of money and risk. The risk-free rate and market risk premium are common to all companies. 

Only the beta estimate varies across companies. 

 

According to CAPM, the investors required rate of return is: 

 

 

The components required to calculate return on equity will be discussed in the following 

sections. 

                                                            
3 Sebgroup.com 
4 http://www.standardandpoors.com/ratings/definitions-and-faqs/en/us/ 

http://www.standardandpoors.com/ratings/definitions-and-faqs/en/us/
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6.2.6 The risk free rate 
The risk-free interest rate expresses how much an investor can earn without acquiring any risk 

(Plenborg & Petersen, 2010, p. 247). The risk-free rate is normally regarded as bonds issued 

by the government since these in most cases have no default risk. They come in different 

maturities and each cash flow should be discounted using a government bond with the same 

maturity. The nomination of the cash flow from the investment (or the firm) must be 

equivalent to the risk-free rate used in the CAPM. Damodaran (2002: 156) explains that: “If 

cash flows are estimated in nominal U.S dollar terms, the risk-free rate will be the U.S 

Treasury bond rate”. 

Ideally, each cash flow should be discounted using a government bond with similar maturity 

as the cash flow. In practice this would require a recalculation of the cost of capital in each 

forecast year, which would be a time consuming process, 30-year o 10-year Treasury bonds 

are the most commonly used. However, using government bond with 30 years to maturity can 

be affected by illiquidity, cause stale prices, and yield premiums (Ibid). Thus I have chosen to 

use a U.S. 10-year Treasury bond as a proxy for the risk free rate. 

Currently, interest rates are at 3%. This rate is the highest level in two years, where the 

interest rate has been historical low5. The average 10-year Treasury bond for the last 30 years 

has been 4% (Damodaran). However, for the forecasted period the market indicates that the 

rate will not increase and a 3% is used for this calculation. 

6.2.7 Beta 
Beta represents the co-variation between an asset and the overall market. It shows how much 

of the risk cannot be removed by diversification. A beta above 1 indicates that the return of 

the stock will be more volatile than the general market return. The beta is not a fixed number; 

it will vary according to the timeframe and the density of the observations. 

To find beta, the return of the stock is compared with an index representing the market 

portfolio, S&P’s 500. The slope of the trend line indicates the beta of the stock. The return is 

based on weekly observations over the past three years. This is considered adequate to give a 

representative measure of the beta (Koller, 2010). Figure 6-1 shows that beta is 1,25 

 

                                                            
5 http://www.bloomberg.com/news/2013-12-27/u-s-10-year-yield-is-near-3-month-high-on-fed-recovery-
signs.html 

http://www.bloomberg.com/news/2013-12-27/u-s-10-year-yield-is-near-3-month-high-on-fed-recovery-signs.html
http://www.bloomberg.com/news/2013-12-27/u-s-10-year-yield-is-near-3-month-high-on-fed-recovery-signs.html
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Figure 6-1: Beta 

 

Source: Own construction, Nasdaq.com 

It is recommended to compare the estimated beta with an industry beta. Damodarian has 

estimated the unleveraged beta, for the “Oilfield service and equipment” industry to 1,35 

(Damodarian, stern.nyu.edu, Website)6 

The unlevered beta is only measuring the beta for assets, thus operating risk. In order to 

estimate the systematic risk of Seadrill we lever the Damodarian asset beta using Seadrill’s 

capital structure: 

 

   1,35 + (1,35-0) * 0,6 = 2,16 

 

                                                            
6 http://pages.stern.nyu.edu/~ADAMODAR/New_Home_Page/datafile/Betas.html 
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We get at levered beta for Seadrill at 2,16. As the oil service industry has very little fixed 

costs in relations to variable costs, it is assumed that the industry has around the same level of 

operating leverage as Seadrill. Hence, it is not adjusted for operating leverage. 

The average equity beta used for Seadrill is then  

 (1,25+2,16)/2 = 1,70 

This is a fairly high beta, but reflects Seadrill’s relatively high leverage. Especially compared 

to U.S listed drillers and oil service companies (which compromise the industry beta). Seadrill 

has a high financial leverage. 

 

6.2.8 Market risk premium 
The market risk premium is defined as the difference between markets expected return and 

the risk-free rate (Koller, 2010, p242). The market risk premium is not easy to determine, 

although several professors and researchers have produced studies that suggest otherwise. The 

market premium also depends on the time series analyzed.  

S&P’s average market return from 1950-2012 is 7%. This rate will therefore be used. 

 

Summary return on equity 

The required return on equity for Seadrill is the estimated to  

𝑅𝑒 = 3%+ 1,7*(7%-3%) = 9,8% 

 

6.2.9 Summary WACC 
All of the parameters in the WACC estimation are now estimated and WACC can be 

calculated: 

 

                    = ((0,37*0,056)*(1-0,137))+(0,63*0,098) = 8% 
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As there a several uncertainties in the WACC calculation, all dependent on assumptions 

taken, a sensitivity analysis on the WACC will be included later in this paper.  

 

6.3 Valuation according to DCF 
Based on the information calculated above the theoretical fair value of one Seadrill share will 

be calculated according to the DCF-model. 

Figure presents Seadrill’s estimated share price by using the DCF model. The estimated result 

in a theoretical share price of Seadrill’s stock of USD 45,3 per 27 December 2013. Seadrill’s 

stock was traded on New York Stock Exchange, 27 December 2013, at USD 40,08. Based on 

the calculations, I recommend private investors to buy Seadrill’s stock as it is undervalued by 

13%. 

Table 6-2: DCF valuation 

 

Source: Own construction based on above calculated numbers 

 
 

2013 2014 2015 2016 2017 2018
FCFF -279                           -1 106               -1 934               2 307                 2 140                 2 204                 
t (medio) 0,01                           1,01                   2,01                   3,01                   4,01                   
Discount factor 1,00                           0,93                   0,86                   0,79                   0,73                   
PV(FCF) -279                           -1 023               -1 657               1 830                 1 571                 44 078              

Valuation date 27.12.2013
WACC 8,00 %
Growth % 3,0 %

PV(FCF) 442,03
Terminalvalue 32364,62
EV 32806,65

NIBD 11 551,00

Equity value 21255,65

Number of shares, mio. 469,25

Target price 45,3
Price 27 Des2013 40,08
Upside/downside 13,0 %
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6.4 Relative valuation 
 

A second approach to value the equity for Seadrill is a relative valuation compared to its 

peers. As there are several problems with relative valuation, this will work only as a test for 

the DCF value and not as a separate valuation on its own. 

A relative valuation estimates the value of a company according to how similar companies are 

valued in the market. The valuation has two components. The first relates to finding the value 

of an asset on a relative basis. This means that the values must be standardized by translating 

prices to multiples of earnings, the book value or the sales price. The second includes finding 

similar companies within the same industry. Together, these companies will form an industry 

average that will be compared with Seadrill. This will give a simple and uncomplicated 

impression of whether the stock can be considered “expensive” or “cheap”. 

Seadrill has been concluded to have some competitive advantage in regards to their young 

fleet, strong order backlog, good contract coverage, good clients and the highest deepwater 

exposure (see strategic analysis). Based on this Seadrill should trade at a premium compared 

to its peers.  

There are a number of different multiples instruments to employ. I have chosen two multiple 

instruments: P/E (price earnings) and EV/EBIDTA. The multiples are calculated on a 

forward-looking basis. This is because forward-looking multiples are consistent with the 

principles of the valuation. Forward-looking multiples are based on future cash flows and not 

on historical profits. They are found to be more accurate. 

6.4.1 P/E Price Earnings 
Price earnings is defined as the purchase price for receiving one dollar of a company’s 

earnings and calculated as the market value of a share divided with earnings per share after 

taxes. 

Investors are more interested in the fluctuation in P/E ratio rather than the value itself. 

Normally a high P/E ratio indicates that the market has high expectation regarding a 

company’s future earnings and a low P/E ratio the opposite. 
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One should notice that P/E consists of income after taxes, which infers that it is sensitive 

towards differences in accounting practices, which might influence the result. Seadrill’s value 

per share is calculated as: 

 

 

Table 6-3: P/E multiples estimates 

 

Source: Own construction, Reuters and own estimations 

Seadrill goes from having the lowest P/E multiples in 2013 to the highest in 2014 compared to 

the industry average. One reason for this is that Seadrill got delivered the majority of its 

newbuildings in 2013 and this will result in higher expected earnings in 2014 as the drilling 

units go into operation. 

 

6.4.2 EV/EBIDTA 
EV/EBIDTA has two major advantages over P/E. first, because it derives from enterprise 

value, it is not affected by capital structure. Second, the benefit of applying EBIDTA is that it 

is calculated before non-operating gains, losses and depreciation. Therefore, it is less affected 

by different accounting methods (Koller, 2010, p.369). 

EV/EBIDTA multiples is calculated by dividing the calculated enterprise value from DCF 

valuation with the future estimated EBIDTA. Seadrill’s value per share is calculated by 

multiplying Seadrill’s expected EBIDTA with the peer group’s weighted average and divided 

with shares outstanding. 

 

P/E Multiples 2013 2014
Seadrill 7,1 11,1
Diamond 13,1 10,6
Ensco 9,4 8,3
Noble 11,5 8,5
Transocean 11,7 8,5
Industry avg 10,56 9,4
Value per share 56,5 59,5
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Table 6-4: EV/EBIDTA Multiples 

 

Source: Own construction, Reuters and own estimations 

Seadrill has the highest multiple in both 2013 and 2014. Multiplying the EBIDTA with the 

industry average shows that the stock price should be 28% above the current stock price. 

When weighted, these multiples give a stock value of USD 54,65 

Table 6-5: Weighted price 

Multiples Valuation 
in % of current stock 
price 

P/E 58 45 % 
EV/EBIDTA 51,3 28 % 
Weighted price 54,65 37 % 
Source: Own construction 

The stock price found in the relative valuation is USD 54,65, which is 21% above the price 

found in the fundamental analysis. This can indicate that the market is more pessimistic about 

future developments, compared with the forecast and predictions made in the fundamental 

analysis.  

According to the multiples valuation Seadrill’s current share price is undervalued. 

 

6.5 Sensitivity analysis 
The main valuation, the DCF, is sensitive to a numerous of factors. The most important are 

tested for sensitivity to give a view of the impacts of changes in market conditions and to get 

a more expanded view on what could be the fair value of Seadrill. 

EV/EBIDTA Multiples 2013 2014
Seadrill 11,3 9,5
Diamond 7,4 6,5
Ensco 7,6 6,8
Noble 7,6 6,0
Transocean 7,3 6,1
Industry avg 8,2 7,0
Value per share 51,1 51,4
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6.5.1 WACC and long-term growth 
As already explained the valuation is extremely sensitive to the WACC. The sensitivity to 

WACC has been applied with 0,5% intervals.  

Table 6-6: Sensitivity analysis: WACC & long-term growth 

Grow
th 

    WACC       
  7,00 % 7,50 % 8 % 8,50 % 9,00 % 

2,00 % 48,1 40,3 33,8 28,3 23,7 
2,50 % 56 46,7 39 32,7 27,3 

3 % 66 54,5 45,3 37,8 31,6 
3,50 % 78,8 64,2 53 44 36,6 
4,00 % 95,8 76,8 62,5 51,5 42,6 

Source: Own construction 

Looking at table 6-6 we can clearly observe the value being very sensitive to changes in the 

WACC and plays a larger role in the final valuation of the theoretical value than the estimated 

Growth factor. A change of +/- 0,5% in WACC has between 16-20% effect on the theoretical 

share price while a +/- 0,5% change in the growth factor has between 13-17% effect on the 

theoretical share price. 

Looking at consensus the WACC used varies from 7% to 10%. The differences between the 

WACC estimates can come from different assumptions on beta, equity risk premium, cost of 

debt, tax rates and target capital structure. 

6.5.2 Scenario analysis 
The market condition presented in chapter 5.1.4 has been used through the paper as the base 

case scenario. There are clearly uncertainties as to the estimates of the day rates, especially as 

time increases. The base case thus represents the expected development, but the real 

development may very well fluctuate from the estimates. To test for this a sensitivity analysis 

on day rates estimates have been performed. Two scenarios; one worst-case and one best-case 

have been implemented. Other factors such as EBIDTA margins could also have been tested 

for in these scenarios, but are being held fixed. 

Worst-case scenario: 

This scenario assumes an economic downtime with lower E&P spending and an over-supply 

of drilling rigs which result in decreasing day rates and stacked up rigs for several years. The 

worst-case scenario implements 30% lower day rate estimates from 2012 and a utilization rate 

of 70% 
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The NPV for Seadrill is in the worst-case scenario reduced to USD 28,3 per share, -29,3% 

from the current level. 

Best-case scenario: 

The best-case scenario assumes a very favorable development in the offshore drilling market, 

and the strong market outlook develops without any downturn. This scenario implements 30% 

higher day rates than the base case going forward. In addition, 10 new UDW floaters and 10 

Jack-ups are ordered and delivered by 2018. 

The NPV for Seadrill given the best-case is USD 61,6, + 53,7% from the current level. 
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7. Conclusion 
 

The purpose of this thesis was to find the fair price of Seadrill Limited given the company- 

and market outlook. The findings in the strategic and financial analyses created the foundation 

for the forecast and thereby the opinion of the fundamental value of Seadrill. 

The fair value of the share is estimated to be USD 45,3. The current stock price at cut-off date 

was USD 40,08. After my calculations I therefore recommend to buy Seadrill shares as they 

are undervalued.  The fair value is based on the expected values of the analysis. However, the 

estimates include a high degree of uncertainty, related mostly to the WACC, the level of 

growth and the changes in day rates, drilling units and utilization rates in the valuation. 

Consequently, the sensitivity analysis is a very good tool for the investors to evaluate the 

change in share value when the various market parameters are changing. 

Seadrill and the industry have a promising and positive outlook as the production of oil is 

moving from onshore to offshore. Deepwater drilling will be the new way to find more oil. 

Seadrill has specialized in this segment and has heavily invested in a new and modern fleet. 

This strategy has given them a competitive advantage since they have a much more suitable 

fleet, compared to its competitors, for the coming demand of deepwater drilling. 

However, it is important to keep in mind that this industry has many opportunities, and with 

great opportunities come great risks. Seadrill and the business are extremely volatile for 

negative advents to happen. There are so many factors that can affect the oil and gas price and 

if it is declining, the whole drilling industry will be greatly affected. Also, the drilling 

operations are a high risk activity. A good example is to see what happened with Transocean 

in the Mexico Gulf. The disaster did tremendously damage not only to Transocean’s financial 

statement, but also on the environment. Seadrill would be very sensitive if something similar 

happened to one of their rigs. 

Seadrill has had an aggressive growth strategy since its founding in 2005, which have made 

them into one of the biggest players in the industry. However, this does not come without a 

cost. Seadrill’s debt structure is a big worry. In good times as it seems to be now, Seadrill 

manages to handle its high debt and pay out high dividends. However, it will be a more 

difficult situation if any of the above advents happen. 
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Seadrill has taken a risk, but a calculated one. In this business one needs to go big to survive. 

As the market outlook looks now I think the opportunities outweigh the risk, and therefore 

one should buy Seadrill’s share as it is undervalued. 

 

8. Thesis in perspective 
 

My background knowledge of the offshore drilling industry was very limited before I started 

to write this thesis. However, I am very happy that I chose this industry, and Seadrill as a 

company, since it is a highly relevant and very interesting industry to follow today and in the 

future. 

However, this does not mean that it was an easy company to analyze. With a company that 

operates in so many different countries, does not have an official tax rate and has their 

financials spread all over the world, there were many challenges and many assumptions to be 

made for the final valuation. 

The thesis is aimed at two different readers (investors and academic evaluators) and it can be 

read without any prior knowledge of the company itself or the industry. When valuating 

companies in the drilling industry, the importance of macroeconomic factors should be 

emphasized and the reader should bear in mind that the industry is highly sensitive to shift in 

the general economy. 

Due to limited time and space, I had to cut down on some elements. In extension of the thesis 

it would be interesting to do an explicit analysis of potential acquisitions as this is a big part 

of Seadrill’s growth strategy. In addition, it would also be very interesting to analyze 

Seadrill’s peer Group in order to assess Seadrill’s performance in relation to its competitors.  
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Appendix 1: Reported income statement 

 

 

 

 

 

 

 

 

 

Income statement 2007 2008 2009 2010 2011 2012
Operating revenues
Contract revenues 1318,5 1867,8 3044,9 3823 4095 4295
Reimbursables 146,6 163,5 166 192 96 180
Other revenues 87 74,5 43 26 1 3
Total operating revenues 1552,1 2105,8 3253,9 4041 4192 4478
Gain on sale of assets 124,2 80,1 71,1 26 22
Operating expenses
Vessel and rig operating expenses 755,4 1021,6 1252,8 1605 1585 1656
Reimbursable expenses 139,4 156,6 154,9 179 90 166
Depreciation and amortization 182,9 233,2 395,9 480 563 615
General administrative expenses 109,8 125,8 149,1 178 202 250
Total operating expenses 1187,5 1537,2 1952,7 2442 2440 2687
Net operating income 488,8 648,7 1372,3 1625 1774 1791
Financial items
Interest income 23,6 30,9 78,1 42 21 25
Interest expenses -112,7 -130 -228,4 -312 -295 -340
Share in results from associated companies (loss)/gain 23,2 15,6 92,4 48 -420 -220
Imapairment loss on marketable securities -615 -15 -10
Gain/(loss) on derivative finacial instruments 6,9 -353,3 129,6 -92 -346 3
Foreign exchange (loss) -52,9 130,8 -25,4 -26 -18 -70
Other financial items 9,8 22,2 54,5 39 9 -6
Gain on re-measurement of previously held equity interest 111
Gain on decline in ownership interest 169
Gain on bargain purchase 56
Loss on debt extinguishment -145
Gain on loss of control in subsidiary 540
Gain on realization of marketable securities 416 85
Gain on Sale of associated companies 150,5
Total financial items -102,1 -748,3 100,8 -294 -103 -354
Income before income taxes 386,7 -99,6 1473,1 1331 1671 1437
Income taxes 78,3 -48,3 -120 -159 -189 -232
Gain on issuance of shares by subsidairy 50 25,2
Net income 515 -122,7 1353,1 1172 1482 1205
Net income attributable to the non-controlling interest 13 41,7 91,9 55 81 97
Net income attributable to the parent 502 -164,4 1261,2 1117 1401 1108
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Appendix 2: Reported balance sheet 

 

 

 

 

 

Balance Sheet 2007 2008 2009 2010 2011 2012
Assets
Current Assets
Cash and cash equivalents 1012,9 376,4 460 755,1 483 318
Restricted cash 280,7 142,1 155,4 232 184
Marketable securities 240,4 134,7 742,3 598,2 24 333
Accounts receivables 220,5 341,1 451,6 696,5 720 917
Amounts due from related party 115 137,9 140,1 185 293
Other current assets 223,1 415,9 327,1 537,7 323 309
Total current assets 1696,9 1663,8 2261 2883 1967 2354
Non-current assets
Investements in associated companies 176,1 240,1 321 205,3 721 509
Newbuildings 3339,8 3660,5 1430,9 1247,2 2531 1882
Drilling units 2451,9 4645,5 7514,3 10795,3 11223 12894
Goodwill 1509,6 1547,3 1596 1676,5 1320 1320
Other intangiable assets 20,1 23,5 56,6
Restricted cash 345,9 371 304,9 250 218
Deferred tax assets 3,7 9,7 13,4 29,6 33 13
Equipment 83,1 115,1 158,4 25 40
Amounts due from related party 90
Other non-current assets 115,1 88,5 95,2 140,6 234 402
Total non-current assets 7596,2 10640,7 11570,4 14614,4 16337 17278
Total assets 9293,1 12304,5 13831,4 17497,4 18304 19632
Liabilities and Equity
Current liabilities
Current portion of long-term debt 746,1 774,1 980,6 1419 2066
Trade accounts payable 119,8 84,7 94,7 38 72
Short-term deferred taxes 10 6
Short-term debt to related party 19 131
Short-term interest bearing  debt 484,1
Other current liabilities 670,6 1191,9 1175,3 1439 1285 1338
Total current liabilities 1154,7 2057,8 2034,1 2514,3 2771 3613
Non-current liabilities
Long-term interest bearing debt 4116,4 6690,7 6621,8 8175,8 8574 8695
Long-term debt due to related parties 435 435 935
Deferred taxes 96,1 125 124,5 180,8 34 77
Other non-current liabilities 198,1 209 238,1 254,7 188 288
Total non-current liabilities 4410,6 7024,7 6984,4 9046,3 9231 9995
Equity
Common shares of par value 796,9 798 886,2 935 938
Additional paid in capital 2778,5 35,9 164,2 1216,4 2097 2332
Contributed surplus 1955,4 1955,4 1955,4 1956 1956
Accumulated other comprehensive income/(loss) 152 0,9 359,5 323,3 -5 194
Accumulated earnings 692,7 -159,9 901,9 1016,2 994 83
Non-controlling interest 104,6 592,8 633,9 539,3 325 521
Total equity 3727,8 3222 4812,9 5936,8 6302 6024
Total liabilities and equity 9293,1 12304,5 13831,4 17497,4 18304 19632
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Appendix 3: Analytical income statement 

 

 

 

 

 

 

 

 

Income statement 2006 2007 2008 2009 2010 2011 2012
Contract revenues 942,30 1 318,50 1 867,80 3 044,90 3 823,00 4 095,00 4 295,00
Reimbursables 109,00 146,60 163,50 166,00 192,00 96,00 180,00
Other revenues 103,30 87,00 74,50 43,00 26,00 1,00 3,00
Total operating revenues 1 154,60 1 552,10 2 105,80 3 253,90 4 041,00 4 192,00 4 478,00
Vessel and rig operating expenses 587,80 755,40 1 021,60 1 252,80 1 605,00 1 585,00 1 656,00
Reimbursable expenses 103,40 139,40 156,60 154,90 179,00 90,00 166,00
General administrative expenses 69,70 109,80 125,80 149,10 178,00 202,00 250,00
Total operating expenses 760,90 1 004,60 1 304,00 1 556,80 1 962,00 1 877,00 2 072,00
Gain on sale of assets 0,00 124,20 80,10 71,10 26,00 22,00 0,00
Share in results from associated companies (loss)/gain 26,60 23,20 15,60 92,40 48,00 -420,00 -220,00
EBITA 420,30 694,90 897,50 1 860,60 2 153,00 1 917,00 2 186,00
Depreciation and amortization 69,70 182,90 233,20 395,90 480,00 563,00 615,00
EBIT 350,60 512,00 664,30 1 464,70 1 673,00 1 354,00 1 571,00
Tax on EBIT -28,05 -103,42 -322,19 118,64 202,43 153,00 252,93
NOPAT 378,65 615,42 986,49 1 346,06 1 470,57 1 201,00 1 318,07
Interest income 14,00 23,60 30,90 78,10 42,00 21,00 25,00
Interest expenses -79,80 -112,70 -130,00 -228,40 -312,00 -295,00 -340,00
Imapairment loss on marketable securities 0,00 -615,00 0,00 -15,00 -10,00 0,00
Gain/(loss) on derivative finacial instruments 6,90 -353,30 129,60 -92,00 -346,00 3,00
Foreign exchange (loss) -52,90 130,80 -25,40 -26,00 -18,00 -70,00
Gain on re-measurement of previously held equity interest 111,00
Other financial items 80,00 9,80 22,20 54,50 39,00 9,00 -6,00
Total financial items 14,20 -125,30 -914,40 8,40 -253,00 -639,00 -388,00
Tax shield 25,31 370,49 0,68 -41,38 35,82 -21,57
Net financial expenses after tax 14,20 -150,61 -1 284,89 7,72 -211,62 -674,82 -366,43
Net earnings 364,45 766,03 -298,41 1 338,34 1 258,95 526,18 951,64
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Appendix 4: Analytical balance sheet 

 

 

 

 

 

 

 

Balance Sheet 2 006 2 007 2 008 2 009 2 010 2 011 2 012
Restricted cash (current) 0,00 280,70 142,10 155,40 232,00 184,00
Accounts receivables 194,10 220,50 341,10 451,60 696,50 720,00 917,00
Amounts due from related party 0,00 115,00 137,90 140,10 185,00 293,00
Other current assets 246,20 223,10 415,90 327,10 537,70 323,00 309,00
Operating assets 440,30 443,60 1 152,70 1 058,70 1 529,70 1 460,00 1 703,00

Trade accounts payable 0,00 0,00 -119,80 -84,70 -94,70 -38,00 -72,00
Short-term deferred taxes 0,00 0,00 0,00 0,00 0,00 -10,00 -6,00
Short-term debt to related party 0,00 0,00 0,00 0,00 0,00 -19,00 -131,00
Other current liabilities -477,20 -633,50 -989,70 -1 037,10 -1 225,10 -841,00 -887,00
Deferred taxes -324,80 -96,10 -125,00 -124,50 -180,80 -34,00 -77,00
Other non-current liabilities -199,00 -140,70 -153,20 -200,40 -179,90 -145,00 -233,00
Operating liabilities -1 001,00 -870,30 -1 387,70 -1 446,70 -1 680,50 -1 087,00 -1 406,00

Net working capital -560,70 -426,70 -235,00 -388,00 -150,80 373,00 297,00

Investements in associated companies 238,10 176,10 240,10 321,00 205,30 721,00 509,00
Newbuildings 2 025,40 3 339,80 3 660,50 1 430,90 1 247,20 2 531,00 1 882,00
Drilling units 2 293,30 2 451,90 4 645,50 7 514,30 10 795,30 11 223,00 12 894,00
Goodwill 1 256,50 1 509,60 1 547,30 1 596,00 1 676,50 1 320,00 1 320,00
Other intangible assets 0,00 0,00 20,10 23,50 56,60 0,00 0,00
Restricted cash 0,00 0,00 345,90 371,00 304,90 250,00 218,00
Deferred tax assets 109,70 3,70 9,70 13,40 29,60 33,00 13,00
Equipment 0,00 0,00 83,10 115,10 158,40 25,00 40,00
Amounts due from related party 0,00 0,00 0,00 90,00 0,00 0,00 0,00
Other non-current assets 63,10 115,10 88,50 95,20 140,60 234,00 402,00
Non-operating assets 5 986,10 7 596,20 10 640,70 11 570,40 14 614,40 16 337,00 17 278,00

Invested capital 5 425,40 7 169,50 10 405,70 11 182,40 14 463,60 16 710,00 17 575,00

Equity 2 927,00 3 727,80 3 222,00 4 812,90 5 936,80 6 302,00 6 024,00
Long-term interest bearing debt 2 559,30 4 116,40 6 690,70 6 621,80 8 175,80 8 574,00 8 695,00
Long-term debt due to related parties 0,00 0,00 0,00 0,00 435,00 435,00 935,00
Current portion of long-term debt 0,00 0,00 746,10 774,10 980,60 1 419,00 2 066,00
Short-term interest bearing  debt 255,40 484,10 0,00 0,00 0,00 0,00 0,00
Accrued pension liabilities 0,00 57,40 55,80 37,70 74,80 43,00 55,00
Other current liabilities financial 0,00 37,10 202,20 138,20 213,90 444,00 451,00
Cash and cash equivalents -210,40 -1 012,90 -376,40 -460,00 -755,10 -483,00 -318,00
Marketable securities -105,90 -240,40 -134,70 -742,30 -598,20 -24,00 -333,00
Net Interestbearing Debt 2 498,40 3 441,70 7 183,70 6 369,50 8 526,80 10 408,00 11 551,00
Invested capital financing side 5 425,40 7 169,50 10 405,70 11 182,40 14 463,60 16 710,00 17 575,00
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Appendix 5: Analytical cash flow statement 

 

Appendix 6: Financial ratios 

 

Appendix 7: Common-size analysis 

 

Analaytical cash flow statement 2006 2007 2008 2009 2010 2011 2012
NOPAT 615                  986                     1 346                 1 471                 1 201                 1 318                  
+ Depreciation and amortisation 183                  233                     396                     480                     563                     615                     
- Change in NWC: -134                 -192                   153                     -237                   -524                   76                        
- Net investments -1 909             -2 888                -1 119                -3 734                -1 728                -1 652                
FCFF -1 245             -1 860                776                     -2 021                -488                   357                     
+New net financial liabilities 943                  3 742                 -814                   2 157                 1 881                 1 143                  
-Net financial expenses after tax -151                 -1 285                8                         -212                   -675                   -366                    
FCFE -452                 597                     -31                     -75                     719                     1 134                  
- Dividends 452 -597 31 75 -719 -1134
Cash surplus 0 0 0 0 0 0

Finacial Ratios 2 007 2 008 2 009 2 010 2 011 2 012
Average invested capital 6 297,45 8 787,60 10 794,05 12 823,00 15 586,80 17 142,50
Average equity 3 327,40 3 474,90 4 017,45 5 374,85 6 119,40 6 163,00
Average NIBD 2 970,05 5 312,70 6 776,60 7 448,15 9 467,40 10 979,50

Operation ratios
Ebitda-margin (EBIDTA/sales) 44,8 % 42,6 % 57,2 % 53,3 % 45,7 % 48,8 %
Profit-margin (after tax) (NOPAT/sales) 39,7 % 46,8 % 41,4 % 36,4 % 28,6 % 29,4 %
Asset turnover (sales/av.inv.cap) 0,25 0,24 0,30 0,32 0,27 0,26

Financing ratios
% FGEAR (NIBD/Equity) 0,89 1,53 1,69 1,39 1,55 1,78
% NBC (finc exp after tax/av-inv.cap) -2,4 % -14,6 % 0,1 % -1,7 % -4,3 % -2,1 %

Profitability meassures
% ROIC (NOPAT/av.inv.cap) 9,8 % 11,2 % 12,5 % 11,5 % 7,71 % 7,69 %
% ROIC (excl goodwill) RONOA
ROE 16,4 % 6,0 % 33,6 % 25,1 % 12,9 % 17,6 %
% CFROI -19,8 % -21,2 % 7,2 % -15,8 % -3,1 % 2,1 %
WACC 8 % 8 % 8 % 8 % 8 % 8 %
SPREAD (ROIC-WACC) 2 % 3 % 4 % 3 % -0,3 % -0,3 %
SPREAD (ROIC-NBC) 12,2 % 25,8 % 12,4 % 13,1 % 12,0 % 9,8 %

2007 2008 2009 2010 2011 2012
Total operating revenues 100 % 100 % 100 % 100 % 100 % 100 %
Vessel and rig operating expenses 49 % 49 % 39 % 40 % 38 % 37 %
Reimbursable expenses 9 % 7 % 5 % 4 % 2 % 4 %
General administrative expenses 7 % 6 % 5 % 4 % 5 % 6 %
Total operating expenses 65 % 62 % 48 % 49 % 45 % 46 %
Gain on sale of assets 8 % 4 % 2 % 1 % 1 % 0 %
Share in results from associated companies (loss)/gain 1 % 1 % 3 % 1 % -10 % -5 %
EBITA 45 % 43 % 57 % 53 % 46 % 49 %
Depreciation and amortization 3 % 3 % 4 % 4 % 4 % 4 %
EBIT 33 % 32 % 45 % 41 % 32 % 35 %
Tax on EBIT -7 % -15 % 4 % 5 % 4 % 6 %
NOPAT 40 % 47 % 41 % 36 % 29 % 29 %



 
   95 
 

Appendix 8: Index analysis, income and balance sheet 

 

 

2006 2007 2008 2009 2010 2011 2012
Revenue 100 134 182 282 350 363 388
Vessel and rig operating expenses 100 128,5        173,8        213,1        273,1        269,6        281,7        
Reimbursable expenses 100 134,8        151,5        149,8        173,1        87,0          160,5        
General administrative expenses 100 157,5        180,5        213,9        255,4        289,8        358,7        
Total operating expenses 100 132,0        171,4        204,6        257,9        246,7        272,3        
Gain on sale of assets 100 224 180 171 126 122 n/a
Share in results from associated companies (loss)/gain 100 87,2          58,6          347,4        180,5        -1 578,9   -827,1      
EBITA 100 165,3        213,5        442,7        512,3        456,1        520,1        
Depreciation and amortization 100 262,4        334,6        568,0        688,7        807,7        882,4        
EBIT 100 146,0        189,5        417,8        477,2        386,2        448,1        
Tax on EBIT 100 368,7        1 148,7    -423,0      -721,7      -545,5      -901,8      
NOPAT 100 162,5        260,5        355,5        388,4        317,2        348,1        

Balance Sheet 2006 2007 2008 2009 2010 2011 2012
Restricted cash (current) 0 281 142 155 232 184
Accounts receivables 100 114 176 233 359 371 472
Amounts due from related party 0 115 138 140 185 293
Other current assets 100 91 169 133 218 131 126
Operating assets 100 101 262 240 347 332 387
Trade accounts payable 0 0 -120 -85 -95 -38 -72
Short-term deferred taxes 0 0 0 0 0 -10 -6
Short-term debt to related party 0 0 0 0 0 -19 -131
Other current liabilities 100 133 207 217 257 176 186
Deferred taxes 100 30 38 38 56 10 24
Other non-current liabilities 100 71 77 101 90 73 117
Operating liabilities 100 87 139 145 168 109 140

Net working capital 100 76 42 69 27 -67 -53

Investements in associated companies 100 74 101 135 86 303 214
Newbuildings 100 165 181 71 62 125 93
Drilling units 100 107 203 328 471 489 562
Goodwill 100 120 123 127 133 105 105
Other intangible assets 0 0 20 24 57 0 0
Restricted cash 0 0 346 371 305 250 218
Deferred tax assets 100 3 9 12 27 30 12
Equipment 0 0 83 115 158 25 40
Amounts due from related party 0 0 0 90 0 0 0
Other non-current assets 100 182 140 151 223 371 637
Non-operating assets 100 127 178 193 244 273 289

Invested capital 100 132 192 206 267 308 324

Equity 100 127 110 164 203 215 206
Long-term interest bearing debt 100 161 261 259 319 335 340
Long-term debt due to related parties 0 0 0 0 435 435 935
Current portion of long-term debt 0 0 746 774 981 1419 2066
Short-term interest bearing  debt 100 190 0 0 0 0 0
Accrued pension liabilities 0 57 56 38 75 43 55
Other current liabilities financial 0 37 202 138 214 444 451
Cash and cash equivalents 100 481 179 219 359 230 151
Marketable securities 100 227 127 701 565 23 314
Net Interestbearing Debt 100 138 288 255 341 417 462
Invested capital financing side 100 132 192 206 267 308 324
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Appendix 9: Pro forma income statement 

 

 

Appendix 10: Pro forma balance sheet 

 

 

 

 

Pro Forma Income statement 2013 2014 2015 2016 2017 2018
Total operating revenues 5299 6270 7618 7780 8013 8254
Total operating expenses 2490 2947 3581 3656 3766 3879
Gain on sale of assets 159 188 229 233 240 248
Share in results from associated companies (loss)/gain -53 -63 -76 -78 -80 -83
EBITA 2914 3449 4190 4279 4407 4539
Depreciation and amortization 645 763 927 946 975 1004
EBIT 2270 2686 3263 3332 3432 3535
Tax on EBIT 311 368 447 457 470 484
NOPAT 1959 2318 2816 2876 2962 3051
Total financial items -636 -752 -914 -934 -962 -990
Tax shield -86 -102 -123 -126 -130 -134
Net financial expenses after tax -550 -651 -791 -808 -832 -857
Net earnings 2509 2969 3607 3683 3794 3908

 Pro Forma Balance Sheet 2013 2014 2015 2016 2017 2018
Operating assets 2014 2383 2895 2956 3045 3136
Operating liabilities -2331 -2759 -3352 -3423 -3526 -3632

Net working capital -318 -376 -457 -467 -481 -495

Investements in associated companies 585 692 841 859 885 911
Newbuildings 2331 2759 3352 3423 3526 3632
Drilling units 13671 16177 19655 20072 20674 21294
Goodwill 2846 3368 4092 4178 4304 4433
Other intangible assets 27 32 39 40 41 42
Restricted cash 408 483 587 599 617 636
Deferred tax assets 26 31 37 38 39 40
Equipment 114 135 164 167 172 177
Amounts due from related party 24 29 35 36 37 38
Other non-current assets 288 341 414 422 435 448
Non-operating assets 20320 24046 29216 29835 30730 31652

Invested capital 20002 23670 28759 29368 30249 31156

Equity 7001 8284 10066 10279 10587 10905
Net Interestbearing Debt 13001 15385 18693 19089 19662 20252
Invested capital financing side 20002 23670 28759 29368 30249 31156
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Appendix 11: Pro forma cash flow statement 

 

Appendix 12: Forecasted financial ratios 

 

 

Analaytical cash flow statement 2013 2014 2015 2016 2017 2018
NOPAT 1959 2318 2816 2876 2962 3051
+ Depreciation and amortisation 645 763 927 946 975 1004
- Change in NWC: 615 58 81 10 14 14
- Net investments -3497 -4245 -5758 -1525 -1811 -1866
FCFF -279 -1106 -1934 2307 2140 2204
+New net financial liabilities 1450 2384 3308 396 573 590
-Net financial expenses after tax -550 -651 -791 -808 -832 -857
FCFE 621 627 583 1896 1881 1937

Pro Forma Income statement 2013 2014 2015 2016 2017 2018
Total operating revenues 18 % 18 % 21 % 2 % 3 % 3 %
Total operating expenses 47 % 47 % 47 % 47 % 47 % 47 %
Gain on sale of assets 3 % 3 % 3 % 3 % 3 % 3 %
Share in results from associated companies (loss)/gain -1 % -1 % -1 % -1 % -1 % -1 %
EBITA 55 % 55 % 55 % 55 % 55 % 55 %
Depreciation and amortization 4 % 4 % 4 % 4 % 4 % 4 %
EBIT 43 % 43 % 43 % 43 % 43 % 43 %
Tax on EBIT 13,7 % 13,7 % 13,7 % 13,7 % 13,7 % 13,7 %
NOPAT 37 % 37 % 37 % 37 % 37 % 37 %
Total financial items -12 % -12 % -12 % -12 % -12 % -12 %
Tax shield 13,7 % 13,7 % 13,7 % 13,7 % 13,7 % 13,7 %
Net financial expenses after tax -10 % -10 % -10 % -10 % -10 % -10 %
Net earnings 47 % 47 % 47 % 47 % 47 % 47 %

 Pro Forma Balance Sheet 2013 2014 2015 2016 2017 2018
Operating assets 38 % 38 % 38 % 38 % 38 % 38 %
Operating liabilities -44 % -44 % -44 % -44 % -44 % -44 %
Net working capital -6 % -6 % -6 % -6 % -6 % -6 %
Investements in associated companies 11 % 11 % 11 % 11 % 11 % 11 %
Newbuildings 44 % 44 % 44 % 44 % 44 % 44 %
Drilling units 258 % 258 % 258 % 258 % 258 % 258 %
Goodwill 54 % 54 % 54 % 54 % 54 % 54 %
Other intangible assets 1 % 1 % 1 % 1 % 1 % 1 %
Restricted cash 8 % 8 % 8 % 8 % 8 % 8 %
Deferred tax assets 0,5 % 0,5 % 0,5 % 0,5 % 0,5 % 0,5 %
Equipment 2 % 2 % 2 % 2 % 2 % 2 %
Amounts due from related party 0,5 % 0,5 % 0,5 % 0,5 % 0,5 % 0,5 %
Other non-current assets 5 % 5 % 5 % 5 % 5 % 5 %
Non-operating assets 383 % 383 % 383 % 383 % 383 % 383 %
Invested capital 377 % 377 % 377 % 377 % 377 % 377 %
Equity 35 % 35 % 35 % 35 % 35 % 35 %
Net Interestbearing Debt 65 % 65 % 65 % 65 % 65 % 65 %
Invested capital financing side 377 % 377 % 377 % 377 % 377 % 377 %
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Appendix 13: Calculated growth rate 

 

 

Appendix 14: WACC 

 

Appendix 15: DCF- valuation 

Base case 

 

Revenue growth 2013 2014 2015 2016 2017- 3% growth 2018- 3% growth Days 347
Jack up 1237055000 1290840000 1559765000 1721120000 1721120000 1721120000 Day rate
Semi 2581680000 2743035000 3065745000 3065745000 3065745000 3065745000 Jack up 155000
Drillship 1323805000 2080265000 2836725000 2836725000 2836725000 2836725000 Semi 465000
Tender 156150000 156150000 156150000 156150000 156150000 156150000 Drillship 545000
Total 5 299 6 270 7 618 7 780 8 013 8 253 Tender 150000

Debt 0,37
Equity 0,63
Tax 13,70 %
Market risk premium 7 %
Risk-free rate 3 %
Return equity 9,80 %
Return debt 5,56 %
Beta 1,7
WACC 8 %

2013 2014 2015 2016 2017 2018
FCFF -279                           -1 106               -1 934               2 307                 2 140                 2 204                 
t (medio) 0,01                           1,01                   2,01                   3,01                   4,01                   
Discount factor 1,00                           0,93                   0,86                   0,79                   0,73                   
PV(FCF) -279                           -1 023               -1 657               1 830                 1 571                 44 078              

Valuation date 27.12.2013
WACC 8,00 %
Growth % 3,0 %

PV(FCF) 442,03
Terminalvalue 32364,62
EV 32806,65

NIBD 11 551,00

Equity value 21255,65

Number of shares, mio. 469,25

Target price 45,3
Price 27 Des2013 40,08
Upside/downside 13,0 %
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Worst case 

 

 

Best case 

 

 

 

 

 

 

2013 2014 2015 2016 2017 2018
FCFF 7 836                         -569                  -995                  1 187                 1 101                 1 134                 
t (medio) 0,01                           1,01                   2,01                   3,01                   4,01                   
Discount factor 1,00                           0,93                   0,86                   0,79                   0,73                   
PV(FCF) 7 829                         -526                  -852                  941                    808                    22 674              

Valuation date 27.12.2013
WACC 8,00 %
Growth % 3,0 %

PV(FCF) 8200,37
Terminalvalue 16648,66
EV 24849,03

NIBD 11 551,00

Equity value 13298,03

Number of shares, mio. 469,25

Target price 28,3
Price 27 Des2013 40,08
Upside/downside -29,3 %

2013 2014 2015 2016 2017 2018
FCFF -5 293                       -1 437               -2 514               -1 639               3 186                 3 282                 
t (medio) 0,01                           1,01                   2,01                   3,01                   4,01                   
Discount factor 1,00                           0,93                   0,86                   0,79                   0,73                   
PV(FCF) -5 288                       -1 330               -2 154               -1 300               2 339                 65 634              

Valuation date 27.12.2013
WACC 8,00 %
Growth % 3,0 %

PV(FCF) -7732,25
Terminalvalue 48191,81
EV 40459,56

NIBD 11 551,00

Equity value 28908,56

Number of shares, mio. 469,25

Target price 61,6
Price 27 Des2013 40,08
Upside/downside 53,7 %



 
   100 
 

Appendix 16: Fleet concept 
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