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EXECUTIVE SUMMARY 
The main objective of this master thesis is to conduct an in-depth strategic and financial analysis of Prosafe 

SE (hereafter referred to as Prosafe), and subsequently investigate a variety of valuation approaches and 

models to determine its fair value. 

 

Established in Norway in 1997, Prosafe is the largest owner and operator of semi-submersible 

accommodation vessels in the world with global operations and experience. Based on strong market outlooks 

given historically high oil prices, increasing demand for their services and significantly higher E&P spending 

by the oil and gas industry, Prosafe ordered and commenced the building of 4 new vessels in the period 

between 2011-2013 with expected delivery during 2015 and 2016. The current market outlook, however, is 

quite different as oil prices went from trading steadily over 90USD/bbl over the last 4 years to dropping 

under 50USD/bbl during the autumn of 2014. This development has severely impacted Prosafe’s operations 

and profitability and has resulted in Prosafe’s share price plummeting to half of its trading price during 2014. 

Nevertheless, Prosafe has shown great resilience in the market by restructuring their debt and exploring 

potential new markets. The restructuring of their debt portfolio facilitates funding for the new incoming 

vessels as well as the refurbishment of some of the older vessels in the existing fleet. This allows Prosafe to 

offer current and emerging markets one of the youngest and most versatile semi-submersible accommodation 

fleets in the industry. After undertaking a comprehensive strategic and financial analysis of the company, it 

is clear that the company is performing well despite the prevailing trends in the market, and is able to utilize 

their market position and reputation to maneuver the market in the best possible way. However, given the 

surplus of semi-submersible accommodation vessels going forward and the indicated decreased spending by 

the oil and gas industry, Prosafe will be faced with the challenge of reviving the historic demand for their 

services. This indicates slower growth prospects for Prosafe, and as a result, the profitability margins will 

most likely remain fairly stable in the years to come.  

 

After carefully reviewing ‘Real Option Value’ theory and its applicability for this thesis, it is my conclusion 

that there is no significant real option value attached to Prosafe’s stock. As a result, the more deterministic 

valuation models such as the ‘Discounted Cash Flow Model’, ‘The Economic Value Added Model’, ‘The 

Dividend Discount Model’, ‘The Equity Approach Model’ and the ‘Relative Valuation Approach’ are used 

to determine the share price. The conclusion drawn from using these models is that Prosafe is slightly 

undervalued as of May 1st 2015 with a target price of 28NOK, the only exception being the ‘Relative 

Valuation Approach’, which presents inconclusive and insubstantial results. With an observed price of 

26.8NOK on May 1st 2015, the estimated target price signifies that the market is currently undervaluing 

Prosafe’s share price by approximately 5%.  
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1. Introduction 
The oil and gas industry is in continuous change with highly cyclical demand and supply needs as 

well as considerable volatility in return on capital. This coupled with rapid structural changes, 

increased environmental laws to facilitate for sustainable development and ever changing market 

dynamics makes the oil and gas industry an interesting analytical subject, where only the players 

that are able to adapt can survive (Prosafe Annual Report 2014). Additionally, the oil and gas 

industry now faces challenges coming from the back of a period of high growth and investments 

facilitated by oil prices having traded steadily above 90USD/bbl (per barrel) for the last four years 

before dropping drastically in the last quarter of 2014 (EIA(a), 2015). This development has meant 

a rapid turnaround for many companies that had forecasted high steady growth and increased their 

investment strategies to take advantage of the favorable market conditions that have prevailed the 

last few years. Consequently, many companies in the oil and gas industry now face tougher times, 

with less demand and higher supply, while simultaneously having to deal with many financing 

issues arising due to their investments strategies. Prosafe is one of the companies that have 

encountered such issues. Prosafe, which is listed on the 

Oslo Stock Exchange and is one of the most heavily 

traded stocks in the Norwegian market, grew steadily 

over the last few years. However, the company felt the 

impact of the oil price drop in the fourth quarter in 2014, 

as seen in figure 1.1 (Oslo Stock Exchange(a)).  

 

Oil and gas are currently the most valuable and needed energy sources, and world demand for oil 

and gas is presently at an all-time high, especially in emerging markets (EIA(a), 2015). This 

coupled with the fact that the UN estimates a steady increase of the world population with one of 

the main challenges ensuring that energy commodities are discovered and extrapolated (Rogers, 

Jalal, & Boyd, 2008), means that Prosafe as well as the entire oil and gas industry play a vital part 

in ensuring that future energy needs are met. In 2013, Norway was the 3rd largest exporter of 

natural gas in the world after Russia and Qatar, and the 12th largest net exporter of oil, making it 

one of the major players in the oil and gas industry (EIA(b), 2014). Prosafe then, listed on the Oslo 

Stock Exchange and being a major player in both the industry overall as well as this niche segment 

in addition to having 4 newbuilds under construction makes them an interesting case study in the 

current market climate.  
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2. Problem statement  
The purpose of this master thesis is to utilize and implement different valuation methods to 

comprehensibly and precisely assess the true and fair value of Prosafe. This is in order for the thesis 

to provide the best platform for investment decisions and investors seeking exposure in the energy 

sector of the Oslo Stock Exchange. Consequently, the thesis must encompass many strategic and 

financial elements not only on a company level but also on an industry level. Based on this outset, 

the following problem statement has been formulated. 

 

What are the main value drivers of Prosafe and its surrounding industry and what is the 

theoretical value of Prosafe May 1st 2015 using a variety of valuation approaches?  

3. Methodology  
The aim of this paper is to appropriately comprehend not only the industry and the company in 

question, but also the nuances, limitations and opportunities that exists and has an impact on 

valuation. The methodology therefore implemented in this paper is a process-based approach, in 

which the reader should understand that valuation is based on estimations and constantly changing 

variables (Bruner, 2004). Hence, the paper aims to show how valuation is more of a development 

and progression in which several methods and approaches can be employed instead of being viewed 

as an accurate science with an exact answer. Consequently, using available data and theory as well 

as a high degree of intuition, assessments and evaluations will drive the estimations and variables 

presented in this thesis. Furthermore, since valuation is first and foremost about seeing the major 

changes to industries and companies, it is instrumental to demonstrate how these industries and 

businesses connect. Hence, by mapping the effects and consequences of the change of any of the 

major driving forces in an industry enables us to better comprehend not only how the company in 

question responds, but also the industry and economy as a whole. 

 3.1 Research design  
To be adequately capable of answering the problem statement this paper has been comprised of two 

main sections. The first section is a strategic and financial analysis in order to introduce and capture 

the fundamentals of the industry and Prosafe. The second section encompasses the budgeting, 

forecasting and valuation of Prosafe in order to determine the theoretical share price. To make the 

analysis more transparent and fluid, each of the sections are assigned several sub questions. These 
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questions will serve as a formal outline to the thesis and enable the reader to follow a structured 

series of arguments and discussions before the problem statement is answered. Figure 2.1 shows the 

graphical exposition of the research design. 

Background Information & Company, Market & Peer Presentation 

What are Prosafe’s unique characteristics and how have they developed?  

• An introduction to the market, industry and company history as well as core competences of 

Prosafe is presented. 

Who are Prosafe’s peers and competitors?  

• A peer analysis is presented along with an assessment of the competitive environment 

through the Porters 5 forces framework. 

Strategic analysis 

What characterizes the oil & gas services industry and which external macroeconomic factors can 

affect Prosafe and its performance? 
• The Shipping Market Model coupled with elements of the PESTEL model will evaluate the 

macroeconomic environment and give indications of the future growth and profitability 

outlooks in the oil and gas industry.  

What microeconomic factors can affect Prosafe and its performance? 
• Porter’s 5 forces framework and a market overview from a geographical perspective analyze 

the industry and forces at play and provides insights to the microeconomic !environment.  

Financial analysis  

How profitable has Prosafe been over the selected historical period and what are the risks associated 

with an investment in Prosafe compared to their competitors?  
• A peer review coupled with a profitability analysis serves to benchmark Prosafe’s to its 

industry and assess its historic financial performance. 

• A variety of ratios, key figures and multiples are reviewed to appropriately assess and depict 

the financial solidity, liquidity and risk profile of Prosafe. 
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Forecasting  

How is a functional forecasting conducted in a company in the oil & gas service industry? 
• The forecasting will be made up by one segment, which will incorporate historical and 

forward-looking information as well as assess the growth opportunities of the company.  

How sensitive is Prosafe’s forecasting to changes in key value drivers? 

• Key Value Drivers in Prosafe are scrutinized according to their strength, stability and 

expected growth patterns. Scenario and sensitivity analyses are presented to show how 

changes in key variables will affect the estimate in the forecasting section.  

What Cost of Capital is connected with an investment in Prosafe? 

• The cost of capital for Prosafe is estimated through the Weighted Average Cost of Capital 

(WACC) formula. The WACC is calculated through the Capital Asset Pricing Model 

(CAPM) to capture the cost of equity, by reviewing Prosafe’s historic and future debt 

obligations (for the purposes of estimating the required return on debt return) and by 

analyzing Prosafe’s capital structure. 

• The cost of capital is further estimated through a three-pronged approach, which combines 

historical data with the assessment of the forward-looking trends in the market as well as 

incorporating theoretical arguments. 

Valuation, Conclusion & Reflection 

What are the suitable models for undertaking a valuation of Prosafe?   

• ‘The Discounted Cash Flow’, ‘Economic Value Added’, ‘Equity Valuation Approach’, 

‘Dividend Discount Model’ and a ‘Relative Valuation Approach’ are applied and analyzed 

in order to provide a solid foundation on which to assess the true and fair value of Prosafe. 

• Additionally, a theoretical approach to the ‘Real Option Value’ of Prosafe will be evaluated 

and if found relevant and applicable be added to the estimation of Prosafe’s share value as it 

can better help understanding the underlying opportunities present in the company.  

How sensitive is the determined value of Prosafe to fluctuations or changes in the central value 

drivers? 

• Various sensitivity and scenario analysis are prepared in order to assess the legitimacy and 

solidity of the findings. 

What conclusion can be made about the value of Prosafe? 

• A conclusion is offered based on the arguments presented in the strategic section and the 

findings in the financial analysis combined with the various valuations approaches 
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calculated with the estimates made in the forecasting section to offer a holistic approach of 

the estimated theoretical value of Prosafe.  

What reflections can be provided when reviewing the thesis in hindsight? 

• A reflection is offered in order to assess the solidity of the thesis as whole, as well as to 

discuss limitations and alternative approaches that could have been applied in the thesis. 

3.2 Theoretical approach & Data collection  
In order to examine the problem statement in the best possible way and capture all important 

information and data available, this thesis will rely on both firm specific data and market data. 

Thus, the theoretical approach to this paper is the investment approach as set forth by Bruner 

(2004), wherein he argues that if the valuation process is careful and comprehensive, it can shed 

light on reasonable courses of actions for parties involved in the company. I further make the 

assumption that the market is semi-strong efficient as the research presented by Brealey, Myers & 

Allen (2004) estimates that markets are not perfectly efficient, which can explain why deviations of 

the estimated price to that of the market price occurs.  

 

As the valuation of Prosafe includes both strategic as well as financial aspects, both qualitative and 

quantitative sources are used. For the industry and market specific financial and statistical data 

collection in this paper, sources such as the Oslo Stock Exchange, New York Stock Exchange and 

the U.S Energy Information Administration are used. The annual and quarterly statements of 

Prosafe are also extensively used, and will be crosschecked with neutral sources to ensure validity 

and preciseness of its reporting. Furthermore, I use Bloomberg’s database when engaging in the 

peer evaluation and analysis to ensure comparability. These statistical and financial sources will be 

complemented with concepts, models and theories from books and articles to underline the 

theoretical foundation of the paper. Secondary articles about financial theory as well as the industry 

and company are also included in this thesis in order to support the author’s arguments, but will still 

be assessed for their credibility and objectivity.  

3.3 Criticism of sources  
The criticism of sources is a central part of any paper, since weak sources puts limitations to the 

validity of the thesis in question. As some information published by the company itself is used in 

this paper, especially their annual and quarterly reports as well as company presentations, there will 

always be some biases that can appear as Prosafe naturally have incentives to promote themselves 
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as an attractive company in order to enhance their image. However, as Prosafe is a listed and 

audited company, there are some limitations to the degree of misrepresentation the company can 

engage in. However, I will treat any company source cautiously in order to ensure validity of 

arguments and the thesis as a whole. Furthermore, most of the statistical and historical data used is 

collected from several independent sources to prevent biases in the estimates as well as ensuring 

comparability and standardization to peers. Other sources that are used in this thesis are reports 

from investment banks and market analyses made from various market participants all of whom 

have a different stakeholder position to Prosafe and its industry. These sources are also scrutinized 

in order assess their trustworthiness and accuracy keeping in mind any prejudices they might 

encompass. Other secondary articles are used to complement the author’s own argumentation, but 

are nevertheless also assessed on a continuous basis for biases and other potential shortcomings.  

3.4 Delimitations  
This thesis will take an in-depth look into different methods of valuation to give a comprehensive 

picture of the current value of Prosafe. These valuation methods will be empirically investigated 

and scrutinized with consideration of potential bias and limitations. Thus, in order to build a solid 

foundation to assess the environment of Prosafe, a strategic as well as a financial analysis will be 

performed of the company and its respective industry. The thesis will, however, not review 

corporate governance issues in the company nor discuss the effectiveness of management and its 

decisions. Additionally there will be no assessment of new alternative operational segments Prosafe 

could enter to increase profitability. This is because alternative paths of increasing growth and 

profitability are numerous and the point of the thesis is not to point out a potential new strategic 

direction for the company. Consequently, the thesis is limited to reviewing more thoroughly the 

strategic and financial elements of conducting a valuation. Furthermore, I make certain assumptions 

on what the important industry drivers are and review their effect on both company and industry. It 

is, however, not part of the scope of the paper to prove empirically or theoretically why or why not 

certain drivers have been included or excluded. Finally, a cut-off period is set to be 1st May 2015, 

which means that all information made available after this point in time will not be considered or 

included in the thesis.  
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4. Presentation of the Market and Prosafe 
In the following sections my aim is to make the reader familiar with Prosafe and its environment. 

Therefore, I will explain what semi-submersible accommodation vessels actually are and how their 

daily operations work as well as provide an introduction of how the industry is structured. Further, I 

will present Prosafe and its peers and discuss the market outlook of the industry and company. 

Lastly, I will review the past performance of the company, as it can be a helpful indicator of the 

future. Past performance will however play a smaller role in the actual estimations for the 

forecasting part dealt with in section 8, since extrapolating information purely from the past can 

have some detrimental effects (Bruner, 2004). 

4.1 What are Semi-submersible accommodation vessels?  
Semi-submersible accommodation vessels main 

function is to offer services such as additional 

accommodation, create extended engineering 

possibilities, provide the opportunity to 

undertake certain construction and/or 

maintenance needs or facilitate added storage 

capabilities to offshore operations (Prosafe 

Annual Report 2013). Thus, these 

accommodation vessels serve a valuable added function for offshore operations in that they are able 

to help expand the operations in place. The idea behind why offshore operations wish to utilize this 

service is that they are able to accommodate a short-term need for added capabilities without a fixed 

long-term investment to the existing offshore operation. As seen in figure 4.1 (Marshall, 2013) the 

vessels are positioned alongside the host installation and connected by means of a telescopic 

gangway such that personnel can walk safely between the two vessels. This procedure allows the 

offshore operation to expand and operate more efficiently, whilst maintaining safe conditions.   

 

The semi-submersible accommodation vessels that are offered to the customers in the oil and gas 

industry meet extremely stringent safety and equipment regulations. This is due to the nature of 

offshore operations, as the vessels continuously have to endure harsher weather conditions and are 

faced with more inaccessible terrains as well as deeper ocean depths. Due to these factors and the 

wish to facilitate the needs of the industry, Prosafe and its competitors must continuously upgrade 
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their vessels in order to meet the governmental regulations and to stay competitive in the industry 

by offering a young and versatile fleet. 

4.1.1 Prosafe’s product offering 

The vessels offered by Prosafe have large accommodation capacities ranging from 306-812 people 

and offer high quality welfare and catering facilities, storage, workshops, offices, medical services, 

deck cranes as well as lifesaving and fire fighting equipment (Prosafe Annual Report 2013). 

Furthermore, Prosafe’ operations are not limited to just providing the vessel in question, as they 

also offer “maintenance and modification of installations on fields already in production, hook-up 

and commissioning of new fields, tie-backs to existing infrastructure and decommissioning” 

(Prosafe Annual Report 2013). This means that Prosafe offers a universal service that is highly 

sought after in the offshore industry.  

4.2 Industry Structure  
The oil and gas services industry offers a wide variety of services to companies in the oil and gas 

industry such as transport, drilling, equipment, accommodation and maintenance. As a result of this, 

several of the largest companies in the industry are vertically integrated offering a wide range of 

services, whilst other companies are more pure-play and specialized within one area. The semi-

submersible accommodation segment of this industry can be characterized as one that is highly 

specialized, with high density and few key players. Prosafe is currently the leader in providing the 

offshore industry with accommodation vessels in harsh and semi-harsh environments (Prosafe(a)). 

In terms of market capitalization Prosafe is also one of the most valuable global purebred semi-

submersible accommodation vessel companies (Bloomberg(a), 2015). !
!
Furthermore, the oil and gas services industry is commonly associated with huge initial investments 

from both vertically integrated companies as well as highly specialized players. This is because the 

oil and gas market is still growing 

even though alternative energy 

sources are being heavily 

researched. Figure 4.2 shows the 

development of the oil and gas 

supply as well as the consumption 

patterns over the last few years 



Thomas Scott Lie    
 

 14 

(EIA(a), 2015). Additionally, the supply of oil is believed to 

grow further in the upcoming years as consumption is not 

believed to stagnate any time soon (figure 4.3). This gives 

the indication that the industry will still be profitable for 

many years to come (Eyton, 2014). 

4.3 Prosafe company presentation and history  
Established in 1997, Prosafe was created as a result of a merger between Procon Offshore ASA and 

Safe Offshore ASA and was listed on the Oslo Stock Exchange the same year (Prosafe(b)). The 

resulting company started with 3 vessels and grew exponentially over the next decade. Prosafe 

expanded its operations in many diverse and environmentally challenging areas, such as the 

Mexican gulf, the North Sea and the coast outside of Brazil to mention a few. Operations in these 

geographically and environmentally different areas give Prosafe almost unequaled experience and 

competence in how to manage operations and accommodate vessels in some of the roughest and 

most inaccessible offshore regions. Operationally, Prosafe focuses on its core values such as 

profitability, respect, ambition, and innovation and builds upon these values to meet their business 

principles of maintaining a leading position within Health, Safety and Environment (Prosafe(c)). 

Prosafe perceives these attributes as vital to efficiently increase operation output throughout the 

organization and to maintain their solid reputation in the market. 

  

Divestments and spin-offs have lead Prosafe to become a 

focused pure-play accommodation service vessel 

company (Prosafe(b)) and has from 2008 become the 

company as we recognize today. At present, Prosafe is 

the “world's leading owner and operator of semi-

submersible accommodation and service vessels” (Oslo 

Stock Exchange(a)) with a strong global presence. 

Furthermore, Prosafe has a solid position in the market as 

the 12th largest firm in the energy sector of the Oslo stock 

exchange as seen in figure 4.4 (Oslo Stock Exchange(f)), while their stock trades with high volume 

and frequency (among the 30 most traded shares on the Oslo Stock Exchange in 2014 (Oslo Stock 

Exchange(f))). This signifies that the company has a high market capitalization, while the stock 

simultaneously being fairly liquid and attractive in the Norwegian stock market. Prosafe also strives 

Name Market Capitilization (MNOK)
1 Statoil 462,852.35
2 Seadrill 44,644.05
3 Subsea 7 25,309.84
4 TGS-NOPEC Geophysical Company18,755.10
5 DNO 15,052.42
6 Aker Solutions 11,657.40
7 Petroleum Geo-Services 9,650.16
8 BW LPG 7,754.22
9 Det norske oljeselskap 7,740.03

10 Höegh LNG Holdings 6,284.87
11 Ocean Yield 6,197.57
12 Prosafe 5,615.87
13 Akastor 4,802.54
14 Avance Gas Holding 4,329.04
15 BW Offshore Limited 4,311.14
16 Fred. Olsen Energy 4,247.53
17 Tanker Investments 3,290.76
18 Bonheur 2,732.88
19 Frontline 2,703.99
20 Ganger Rolf 2,289.83

Top 20 Energy Firms on the Oslo Stock Exchange (February 2015)

Figure 4.4: Source; Oslo Stock Exchange
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to be “a leading and innovative provider of technology and services in selected niche segments of 

the global oil and gas industry” (Prosafe(c)). Consequently, due to Prosafe’s narrow operational 

scope of focusing solely on the semi-submersible accommodation vessel sector of the industry, they 

can be defined as a pure play firm. This is further supported by the fact that Prosafe uses only one 

operating segment to report its revenues and costs. This segment is called the ‘chartering and 

operation of accommodation/service vessels’ (Prosafe Annual Report 2014) and will be further 

reviewed in the forecasting and budgeting section of this thesis.  

 

Prosafe’ approach to creating market success is to establish a platform that enables them to deliver 

high performance services through the changing business cycles, and by providing consistent 

returns to shareholders. Moreover, since Prosafe’s operations mostly take place in the end of the oil 

and gas industry’s life cycle as seen in figure 4.5, they are able to withstand the worst fluctuations 

in the industry (Prosafe(d)). In sum this provides Prosafe with a sustainable competitive advantage, 

which is reflected by the high productivity and capacity of their current fleet. The combination of a 

vessel investment strategy, an operational strategy and a financial strategy sets the foundation of the 

abovementioned platform. This platform provides Prosafe with the opportunity to only engage in 

projects where they feel they can establish productivity differentiation and obtain satisfactory return 

on capital (Prosafe Annual Report 2013).  

4.4 Peer group  
A vital part of the presentation of Prosafe is the comparison to their main competitors. Due to the 

nature and specificity of Prosafe’s operations, it is imperative that the selected peers are as 

comparable as possible with regards to core operating activities, capital structure as well as their 

scope and scale. This is necessary to get an accurate benchmark of performance (Koller, Goedhart, 

& Wessels, 2005). After carefully reviewing the competitive landscape of the semi-submersible and 

accommodation segment of the oil and gas service industry, it is necessary to point out that Prosafe 
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is a clear market leader both when it comes to their extent of market operations and number of 

vessels. This is supported by the fact that Prosafe currently owns and operates 11 of 20 of the 

world’s purebred semi-submersible accommodation vessels (Prosafe(e), 2014). Prosafe is currently 

the only listed company of the competitors defined within this specific and narrow market segment. 

Thus, a financial comparison and an analysis of stock market movements within this specific niche 

segment is next to impossible. Consequently, companies that have slightly different operations, size 

and capital structure are analyzed in the peer review. Given this premise, a peer analysis might only 

provide an illustration of the competitive landscape and any extracted information must be reviewed 

thoroughly for validity, reliability and solidity before any conclusions are drawn. Even though this 

limits the findings that I am able to draw from the peer and financial analysis, the chosen listed 

companies do have some of the same product and service offerings as Prosafe as well as other 

company specific similarities. A brief overview of companies that are found to be the closest peers 

to Prosafe is provided below. The actual benchmarking of the peer group will be completed in the 

financial analysis section.  

 

Diamond Offshore is a leading drilling and offshore service provider and 

has operations worldwide. The company is listed on the New York Stock 

Exchange and is, in terms of market capitalization, a much larger company 

than Prosafe. Although its product offering is more extensive than that of Prosafe, it has been 

chosen due to its diverse vessel fleet within semi-submersibles, its operating areas and its client 

portfolio all of which mirror Prosafe (New York Stock Exchange(a)).  

 

Fred Olsen Energy is a global provider of offshore exploration and 

production services. Fred Olsen Energy does have a more extensive product 

portfolio than Prosafe, but is similar to Prosafe in both market capitalization 

and the fact that it is also listed on the Oslo Stock Exchange. Furthermore, 

with its headquarters in Norway, Fred Olsen Energy has many of the same market exposures and 

clients as Prosafe and can therefore serve as an appropriate benchmark (Oslo Stock Exchange(b)).  

 

Ocean Rig is an international offshore drilling contractor providing oilfield 

services for offshore oil and gas exploration. It provides many of the same 

services as Prosafe and in many of the same markets. Ocean Rig is listed 
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on the New York Stock Exchange and has offices in all the major offshore markets around the 

world. Ocean Rig’s market capitalization is close to 940 million USD, thus slightly larger than 

Prosafe, but should nevertheless serve as a good indicator (New York Stock Exchange(b)).  

 

Seadrill is by far the largest company in terms of market capitalization of 

the peer group and also has the most widespread operations and diverse 

fleet. In relation to Prosafe, Seadrill specializes in deep-water drilling, but 

still offers many different offshore platforms, including semi-submersible 

accommodation vessels. Although Seadrill provides a large specter of services, Seadrill has been 

included in the peer analysis since its operating areas mirror those of Prosafe. Seadrill is also cross-

listed on the Oslo Stock Exchange and the New York Stock Exchange, which means exposure to 

many of the same market influences as Prosafe (Oslo Stock Exchange(c)).  

 

Songa offshore is an Oslo Stock Exchange listed company with a 

significantly smaller market capitalization than Prosafe. The company is a 

drilling contractor specializing in the North Sea and operates purely with 

semi-submersible vessels. Songa Offshore is included in the peer analysis 

as it also has 4 newbuilds on order to be delivered in 2015, and serves many of the same markets 

and clients as Prosafe (Oslo Stock Exchange(d)).  

 

As figure 4.6 (New York Stock Exchange(a,b) & Oslo Stock Exchange(a,b,c,d)) indicates, the 

competitors and peers follow the same trends due their similar exposure to the macroeconomic 

environment, the exception being Songa Offshore, which significantly underperforms compared to 

the other companies. Consequently, we can see that Prosafe does not seem to outperform their 

competitors with regards to stock price movements, but neither do any of the other firms. Prosafe 

does however seem to be less volatile compared to their competitors, which can indicate that 

Prosafe has had less market exposure and possibly less leverage, minimizing their losses during bad 

periods, but also limiting their potential upsides in good times. A more thorough peer analysis will 

be provided in the financial analysis section. 
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4.5 Past performances  
On the back of an excellent 2013, Prosafe faced some 

challenges in 2014 due to a drastic oil price drop which is 

seen in figure 4.7 (EIA(a), 2015) and more conservative 

spending and cost-cutting initiatives from customers. As the 

Norwegian Stock Exchange is a very oil, gas and energy 

heavy stock exchange, benchmarking Prosafe’s performance 

to the overall index should give a good indication of its 

performance compared to that of the overall market. The 

energy index is also included in the benchmarking to show 

how Prosafe performs compared more specifically to the 

industry norms and not only the overall market. The quick 

drop in share price and indexes as illustrated in figure 4.8 

(Oslo Stock Exchange(e)) demonstrates the immediate 

impact these aforementioned changes had on Prosafe as well 

as the market. What can be further deduced by figure 4.8 is 

that Prosafe has had more volatile movements than both benchmark indexes. This implies that 

Prosafe has a more risky profile than that of the overall market as well as other energy companies 

on the Oslo Stock Exchange. This hypothesis will however be more carefully reviewed in the cost 

of capital section. It is worth noting that it is evident that both the financial crisis and the oil price 

decline in 2014 hit Prosafe harder than the overall market. Prosafe has however always been able to 
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restructure its debt obligations and been able to turn around operations when hard times have hit 

due to their financial position and strength in the market (Pareto Securities AS(a), 2015).  

5. Strategic Analysis  
In this section I will conduct a strategic analysis by assessing both the macro- and microeconomic 

environment of Prosafe and its industry. The macroeconomic environment is analyzed through ‘The 

Shipping Market Model’ as presented by Stopford (2009) in combination with certain elements of 

the traditional PESTEL (Political, Economical, Social, Technological, Environmental and Legal) 

framework. These models are combined in order to capture the respective strengths and limit the 

weaknesses in each of the particular models. For instance Stopford’s model better explains the 

value drivers in an industry with a high scale of offshore and maritime activities (Stopford, 2009), 

whilst some of the components of the PESTEL model offer more insight into the underlying threats, 

opportunities, market outlook and structure of the industry (Brealey, Myers, & Allen, 2014). As we 

move from the bigger picture and the macro-economic overview that the ‘Shipping Market Model’ 

and ‘PESTEL Model’ presents to us, ‘Porter’s 5 forces framework’ will be applied to the analysis in 

order to appropriately assess the microeconomic environment of Prosafe and its industry. Porters 5 

Forces Framework is the preferred approach to assess industry forces as it gives the best insight to 

how individual companies perform and survive within the industry (Brealey, Myers, & Allen, 

2014). The final parts of this section will present some of Prosafe’s active and possibly active 

markets divided into geographical segments in order to give a complete presentation of Prosafe’s 

business environment.   

5.1 Macroeconomic Overview  
In order to understand the balance between supply and demand in the semi-submersible 

accommodation market we need to identify the value drivers. A strategic analysis using the 

shipping market model created by Stopford (2009) coupled with certain elements of the PESTEL 

model will therefore be presented in the following sections. The findings reached in this section and 

the relationship between day- and utilization rates will be used as a basis for the argumentation 

presented in the forecasting section. Additionally, the findings should further enhance the 

understanding of the industry forces in play and the attractiveness of the industry as a whole. 
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5.1.1 Demand for Semi-submersible accommodation vessels 

As the demand for any service/product provided by the oil and gas service companies is highly 

dependent on the oil and gas price, we will start by looking at the factors affecting the oil and gas 

price. The growth of the world economy is most commonly thought to be one the most important 

factors affecting oil demand, and the relationship between the GDP growth and oil demand has 

strengthened over the last 20 years (ABG Sundal Collier ASA, 2013). Even though the financial 

crisis caused a downturn in the global economy, causing negative growth in several developed 

markets, the oil price remained high due to increasing demands for oil and gas coming from the 

non-OECD countries (EIA(a), 2015). This holds true today, because even though the oil price has 

fallen sharply due to oversupply during the autumn of 2014, it has not changed the demand 

forecasts substantially. This is supported by fact 

that the forecasted growth in consumption of oil 

was 2.8% in 2014, is believed to reach 2.4% in 

2015 and expected to accelerate further in 2016 

as seen in figure 5.1 (EIA(a), 2015).  

 

Consequently, the price fall of oil was not due to decreased demand needs but rather due to 

oversupply. With regards to the demand for semi-submersible accommodation vessels, there will be 

no immediate shock to the operations as most of the companies have fixed long-term contracts in 

place and are located at the later stages of the business cycle (see figure 4.3) where historically the 

shocks of oil price changes have less impact (Prosafe(d)). However, a continued or persistent 

downturn in the market will mean more difficult contract negotiations going forward as the 

investments made by oil and gas companies will shrink and fewer projects will be launched.   

5.1.2 Random Shocks 

The impact of random shocks, such as weather, wars/political instability (the Middle East Region 

and the Crimean Crisis being examples of this) as well as commodity price changes are necessary to 

keep in mind when analyzing Prosafe and the oil and gas industry. The most important influence on 

the demand for semi-submersible accommodation vessels is economic shocks that disturb the 

business cycle (Stopford, 2009). There are several examples of how these events may impact 

business environment, such as the oil crisis in 1979 and the financial crisis in 2008, during which 

economic growth severely stagnated. Other, more recent examples could be the drastic drop in oil 

price during the autumn in 2014. Such economic shocks usually force the weakest companies and 
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the companies with the largest exposure to exit the market, leaving opportunities for new companies 

to enter the market and existing companies to increase market share. However, due to the nature 

and specificity of Prosafe’s operation areas, it takes several years and substantial investments to 

enter this particular market, subsequently making it hard for potential new entrants to react quickly 

to random shocks. This topic will be more extensively covered in the ‘Porters 5 forces analysis’ 

under ‘threat of new entrants’ section. However, as random shocks are by definition unsystematic 

and thus difficult to predict and counteract, they will not impact the analysis conducted in this thesis 

noteworthy. They are mentioned in order to recognize the scope of events that can affect Prosafe as 

a company and the industry it operates in.  

5.1.3 Exploration & Production (E&P) Spending 

There are several factors influencing the demand for semi-submersible accommodation vessels, the 

most important of these being the global E&P spending by the oil and gas industry. According to 

Barclays annual survey on E&P spending, this is the 7th time during a 30 year long survey period 

where global E&P spending is predicted to fall, but Barclays further notes that “after almost every 

decline spending rose by more than 10 % the following year” (Reuters, 2015). This view is 

supported by other surveys, which also expect a decrease in E&P spending, but further indicate that 

these trends historically speaking are short-term (Dittrick, 2015). As the oil and gas prices are the 

most important factors affecting E&P spending, the revenues of the semi-submersible 

accommodation vessels companies is considered to be a positive function of the global E&P 

spending. Consequently, an important measure is the break-even rate of production, since when the 

oil price drops below this break-even point, exploration and developments of new fields are scaled 

down, as the cost per barrel is higher than the sales price. Due to this, E&P spending should be 

expected to fall after the drastic drop in oil price in the autumn of 2014 as some oil fields will be 

expected to cease operations until prices become more favorable. Therefore, big banks such as 

Barclays and other market specialists view the current market trends as quite negative when 

considering further or increased E&P spending by the oil and gas industry in the near future. The 

consequence of this decrease in spending is that the entire industry and especially the service 

industries will have a decline in profitability, as fewer oil and gas platforms will be operational. 

However, as Prosafe is located at the later stages of the E&P business cycle, they are more robust to 

cuts in the E&P spending compared to companies located early in the cycle as for instance seismic 

survey companies (see figure 4.5) (Prosafe(d)). This robustness is further supported by the fact that 

there is a 6-18 months time lag for revising the E&P budgets for changes in the oil price, allowing 
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Prosafe to adapt to new market conditions more smoothly (Den Norske Bank, 2013). Due to this, 

short-term revenues are easier to estimate for Prosafe, which arguably makes it easier for them to 

commit to future investment projects. Summarizing these arguments, E&P spending by oil and gas 

companies are believed to decrease in the upcoming years, though the major changes in the current 

operations of Prosafe and its peers will not be as affected in the initial years due to a time lag. 

5.1.4 Commodity Prices 

In order to give a complete presentation of the current and future market conditions of Prosafe, this 

section conveys the historic oil and gas prices over the last two decades as well as portraying the 

future belief in the commodity price movements of oil and gas. This analysis is prepared because 

these two commodities are the most significant value drivers of E&P spending and thus also for 

Prosafe and its industry. Furthermore, as the gas market has many of the same drivers as the oil 

market, oil and gas are often considered to be substitutes. This is due to that an increase in price of 

oil will lead to an increase in demand for gas, and consequently drive the prices in the same 

direction. This is seen in figure 5.2 (EIA(a), 2015), which shows that oil and gas prices normally 

follow the same trends. However, the movements of the oil and gas prices in the aftermath of the 

financial crisis in 2008 changed as the oil prices rose more significantly than the gas prices. This 

price increase from 2009 lead to an oversupply of oil and it wasn’t before the oil price drop in the 

fall of 2014 that the two commodity prices began converging and trending in a similar fashion 

again.   

In the years preceding the oil price drop in the fall of 2014 the price of oil rose markedly due to two 

main factors. First there was an upward pressure from growing populations and rising GDP in non-
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OECD countries, which was not offset by efficiency improvements in the petroleum industry 

(EIA(a), 2015). This resulted in increases in demand and thus price increases. The second factor 

was that the cost of producing oil rose rapidly, mainly due to more expensive and technologically 

advanced offshore operations as well as harsher operating environments, which further pressured 

the price up and making the industry more lucrative and supply bigger (EIA(a), 2015). This 

however meant that supply was growing faster than demand and this oversupply eventually created 

the drop in oil prices in 2014.  Consequently, given the volatility of the oil prices, the need for 

assessing the future commodity price movements is necessary to be able to understand the market 

outlook for the industry. Figure 5.3 (Worldbank, IMF, EIU & EIA) offers a presentation of how 

various institutions predict that the oil prices will move in the near future and it is worth to note that 

all parties believe in a upward trend in the oil price, but not a swift one.  

5.1.5 Supply of Semi-submersible accommodation vessels  

The semi-submersible accommodation market has until this point experienced a faster growth in 

demand than in supply as seen by the ordering of many newbuilds from both Prosafe and its peers. 

However, given the current trends in the market there seems to be an oversupply in the market. 

Consequently, estimating the demand and supply of semi-submersible accommodation vessels is 

cumbersome and difficult as elaborate forecasts must be prepared given the vessels’ slow response 

characteristics to demand. These forecasts must be done carefully, given that the construction time 

for these types of vessels range between 1-3 years and once built they have a physical life of 30-45 

years (Prosafe Annual Report 2013). Looking at the current declining market conditions (especially 

within E&P spending), it is easy to comprehend why some of these new units with delivery in 2015 

and 2016 will struggle to find operations. This means that responding to a fall in demand is a 

lengthy business (Stopford, 2009), particularly when there is a large surplus to be removed, which 

can be argued for being the case at the moment. This oversupply of newbuilds will therefore take its 

toll on Prosafe and the semi-submersible accommodation vessel segment in the upcoming years. 

 

Institution 2015 2016 2017 2018 2019 2020
World Bank 53.2 56.9 60.8 65.0 69.4 74.1

IMF 58.1 65.7 69.2 71.8 73.1 74.0
EIU 54.4 71.4 86.1 93.9 N/A N/A
EIA 54.3 65.6 N/A N/A N/A N/A

Average 55.0 64.9 72.0 76.9 71.3 74.1

Oil Price Forecast in US Dollars

Figure 5.3: Source; World Bank, IMF, EIU & EIA
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The growth of the world fleet is therefore highly correlated with the world economic performance 

and E&P spending. Moreover, as the existing fleet of pure breed semi-submersible accommodation 

vessels is not as big as one might believe (20 vessels in 2014) (Prosafe(e), 2014) it was expected 

that the growth in the offshore industry could facilitate the increase in supply of semi-submersible 

accommodation vessels in many years to come. The current market conditions however, indicate 

more toward the conclusion that the manufacturing orders for newbuilds should be declining over 

the next couple of years. Furthermore, the supply of semi-submersible accommodation vessels is 

reliant on the balance between deliveries of new vessels and removals from the fleet in the form of 

vessels that are scrapped. Most semi-submersible accommodation vessels have a scrapping age 

between 30-45 years (Prosafe Annual Report 2014), but predicting when these vessels will actually 

be scrapped is a complex process incorporating many determinants as vessels have different 

specifics and operational functions that need to be considered (Stopford, 2009). This in addition to 

the increasing demand for high-spec vessels, mainly due legislative circumstances, means that the 

oldest vessels will eventually be forced out of operation by either regulatory decisions or from a 

pure cost perspective given the frequency of upgrades and repairs. However, as scrapping of semi-

submersibles is sporadic and infrequent, it should not impact future operations for Prosafe or its 

peers significantly. 

5.1.6 Day-Rates & Utilization 

In order to better understand the underlying factors driving the industry of Prosafe, besides 

commodity prices and its competitors, the following section will present an overview of the 

relationship between the day-rates and utilization percentages of semi-submersible accommodation 

vessels. There are two types of markets available to Prosafe and it’s peers: the spot-market, 

categorized as contracts lasting less than thirty days, and the term-market, which consists of 

contracts lasting longer than thirty days. The choice of market, which depends on the interaction 

between supply and demand, will have an impact on the day-rates charged by the various market 

participants (Stopford, 2009). Demand is relatively inelastic to price changes as it only accounts for 

a small part of the oil and gas companies’ expenses and due to the fact that there are few substitutes 

available (both of these topics are discussed more thoroughly in the Porters 5 forces framework). 

This is further supported by supply being more sensitive to price changes, given their dependence 

on capital for newbuilds. However, as supply has little difficulty keeping up with demand in the 

long-term, the upside potential in form of changes in day-rates is limited (Stopford, 2009). 
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Prosafe and its peers use the two markets for different purposes, the term-market to cover long-term 

demand, and the spot-market for short-term operations. The day-rates in the two markets can vary 

considerably, as the bargaining power of the vessel owner is significantly greater in the spot-market 

since the oil and gas companies needs a service done quickly (Stopford, 2009). For Prosafe and its 

competitors, the downside of using the spot-market is the risk of getting lower utilization rates on 

their vessels, since idle vessels decreases revenues and increases costs. The term-market on the 

other hand often offers lower day-rates, but over a longer term, which contrastingly limits idle time 

for the vessels. This means that companies operating in this segment must balance between the two 

markets to find the optimal distribution of higher day rates and utilization rates of the vessels. 

Utilization is measured by how many days the vessel is active versus how many days it stands idle 

in a port or in a yard for service. However, as it is most common for the industry to operate in the 

term market, utilization usually varies around 70-95% for most of these types of companies 

(Stopford, 2009). This is further supported by Prosafe having utilization rates varying from 75-90% 

during the last few years (Prosafe Quarterly Reports 2010-2014). However, there is a significant 

difference in utilization between the new high-specification vessels and the old less advanced 

vessels. This is due to the increase in demand for semi-submersible accommodation vessels with 

high-tech specifications that can operate in areas which were previously inaccessible, and because 

older vessels needs refurbishment and upgrades more often. Keeping utilization rates high is 

therefore of great importance for the industry, as the vessels are costly to upkeep in ports and not to 

mention the fact that they are not earning any revenues while standing idle. For Prosafe and its 

peers it is therefore vital to ensure that long-term contracts are in place and that any excess capacity 

is covered in the spot market to accommodate any short-term needs of the oil and gas companies.   

5.1.7 Disruptive Technologies 

Disruptive technologies are newly acquired know-how or equipment within an industry or company 

that permanently changes or disturbs the current mechanisms of that industry or company. This is 

important as it can severely alter the cost structure of the industry and create disruption in the 

economic environment. Examples of this can be seen in the innovative strides in both hydraulic 

fracturing (fracking) of shale gas operations and the arrival of practically unmanned facilitates both 

on- and offshore. Another element that is vital to assess, is oil and gas companies’ ability to quickly 

commence and cease operations when commodity prices are unfavorable. These new industry 

trends thus better facilitates for the sensitivity and volatility of oil and gas prices and increases the 
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flexibility of oil and gas companies, but leaves companies in the oil and gas service segment such as 

Prosafe more vulnerable to quick shutdowns and terminated contracts. 

5.1.8 Political Issues & Legal Requirements 

No macro-economic overview is complete 

without looking at the political landscape and 

the numerous legal requirements companies 

in the oil and gas industry meets worldwide. 

Firstly, it would be remiss not to mention the 

political power of The Organization of the 

Petroleum Exporting Countries (OPEC). The 

member countries in this organization, which 

excludes the influence of the western 

hemisphere, has wielded considerable market power with regards to supply and demand. This can 

for instance be seen with the embargo of the United States of America in 1973 due to the political 

issue of the Yom Kippur War. It is important to realize that since the oil and gas industry produces 

a highly regulated commodity the whole world is dependent on, there are numerous political issues 

that arise between countries when market outlooks change. The market power is also very 

centralized market as three countries, namely Russia, Saudi Arabia and the US control around 40% 

of the world’s oil production and any decisions they take, be it political, economical or legal with 

regards to oil and gas will have big effects on the world supply and demand for these commodities. 

Figure 5.4 (EIA(b), 2014) shows which countries produced and consumed the most oil in 2013 and 

it is apparent that countries such as the US and China are the most vulnerable to political embargos 

as they have consumption patterns that are much higher than their own production levels. 

Furthermore, it is also worth mentioning the differences between onshore and offshore operations. 

As offshore operations have very different cost structures (usually higher) than onshore operations, 

their respective break-even point for profitability are different. This means that since most onshore 

operations are located in the Arab and Russian regions, the companies in these countries wield 

considerable more power when it comes to pricing and production opportunities when times are 

bad, which in turn affects Prosafe’s profitability as they are based on solely offshore operations.  

 

In order to assess the macro-economic environment thoroughly, a short summary of the legal 

requirements that Prosafe and its industry meet is provided. Due to the environmental and weather 

# Country Production # Country Consumption
1 United States 12 343      1 United States 18 961         
2 Saudi Arabia 11 702      2 China 10 303         
3 Russia 10 764      3 Japan 4 531           
4 China 4 459       4 Russia 3 515           
5 Canada 4 074       5 India 3 509           
6 United Arab Emirates 3 441       6 Brazil 2 998           
7 Iran 3 192       7 Saudi Arabia 2 968           
8 Iraq 3 058       8 Canada 2 431           
9 Mexico 2 908       9 Germany 2 403           
10 Kuwait 2 812       10 South Korea 2 324           
11 Brazil 2 694       11 Mexico 2 044           
12 Venezuela 2 689       12 Iran 1 870           
13 Nigeria 2 372       13 France 1 767           
14 Qatar 2 067       14 Indonesia 1 635           
15 Angola 1 889       15 United Kingdom 1 508           

Top World Oil Consumers, 2013Top World Oil Producers, 2013
(Thousand Barrels per Day) (Thousand Barrels per Day)

Figure 5.4: Source; U.S Environmental Information Administration
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conditions that offshore operations encounter, health and safety requirements are not only important 

but also mandated by the overseeing governments. In the case of Prosafe, we also see that they meet 

different legal requirements depending on their operating area. For instance, of the four newbuilds, 

only two of them will meet the requirements for North Sea operations. This means that it can be 

cheaper to operate in areas that are less stringent in certain mandated requirements. The flip side 

however, means that the company can get a reputation for having less focus on eco-conservational 

and safety measures. This would be counterproductive as one of Prosafe and indeed most of its 

peers main aims is “having the best operational and HSE (Health, Security and Environmental) 

performance in the accommodation industry” (Prosafe Annual Report 2013). It is therefore natural 

to assume to be a front-runner in the industry, industry participants must not solely meet the legal 

requirements, but create new and improved ways of increasing the HSE performances.  

5.1.9 Conclusion 

Based on the Stopford’s shipping market model with elements of the PESTEL model it is possible 

to form an opinion of the macro-economic environment of Prosafe’s industry. Summarizing the 

previous sections into a clear overview, we can conclude that the semi-submersible accommodation 

vessels segment has a challenging outlook for the upcoming years. This is due to the current level 

of oil prices given a long preceding period of oversupply and the likely decrease in E&P spending 

by oil and gas companies going forward. Additionally, as the semi-submersible accommodation 

vessels companies have to continuously update and renew their fleet more frequently than earlier to 

remain competitive, it can be a costly interim period under the current market conditions. There are 

however, many opportunities for Prosafe in the market with the arrival of new vessels and the 

potential to take a bigger position in the spot-market. It also follows that the demand for semi-

submersible accommodation vessels doesn’t drastically change overnight due to changing industry 

drivers. This is mainly due to that Prosafe is located further along the oil and gas service life cycle 

and are consequently more robust towards the volatility of the oil and gas prices and other value 

drivers. Moreover, as the owners and operators of the newer and more advanced vessels are going 

to demand a higher day-rate than what is in place today for their superior product; the revenue per 

vessel should be increased in the near future.  

5.2 Porters 5 forces  
In order to appropriately comprehend industry competition and profitability,  one must analyze the 

underlying structure of the industry by looking at the five forces that shape industry competition 
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(Porter, 2008). Porter (2008) argues that understanding your 

competitors and industry drivers is the key in creating 

sustainable profitability and economic prosperity. The 

reasoning behind this is that it helps in understanding the 

true profitability prospects and hence the attractiveness of an 

industry. These five forces of industrial competition are; 

threat of substitute products/services, threat of new entrants, 

bargaining power of buyers, bargaining power of suppliers 

and competitive rivalry (Porter, 2008). Figure 5.5 shows a 

graphical exposition of the different market forces. In order to keep a structured overview of 

Prosafe’s competitive environment each of these will be analyzed in turn with regards to the 

industry that comprises of semi-submersible accommodation vessels. 

5.2.1 Threat of substitute services  

Porter (2008) asserts that substitutes are always present, but that they can be easily overlooked, 

since they can appear in many forms and can seem to be different from the industry’s own product 

offerings. Given this premise it is vital to understand the underlying factors that can indicate the 

threat of substitute services. To help understand these underlying factors, Porter (2008) puts 

forward two signals that can demonstrate a high threat of substitutes services. The first being if the 

substitute offers an attractive price-performance trade-off for industry products/services and the 

second being switching costs. For Prosafe the first signal can be discredited as being high due to the 

nature of the service Prosafe and its competitors provides. This is due to the distinctiveness and 

specific capabilities the vessels in the industry provide. It therefore seems unlikely that any new 

company can merely distinguish themselves as a safe and trusted provider of accommodation 

vessels, since there are very stringent rules and regulations that apply to the industry. The second 

point encompasses the matter of switching costs, which can also safely be assumed to be high. This 

argument is supported by the fact that the long-term contracts (being the industry norm) are usually 

very costly to terminate. It is also further difficult finding short-term replacements that are cheaper 

than the contract already set in place. Consequently, high switching cost due to the concentrated 

market segment, which Prosafe operates in, discourages buyers to change service. However, where 

threat of substitutes can be present is the opportunity of buyers to extend their own operations or 

build their own vessels. This will however be more closely examined upon in the bargaining power 

of buyers section of this thesis. Conclusively it can be assessed that the two main indications of 
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‘high threat of substitute services’ are almost non-present and it is therefore argued that the threat of 

substitute services is low.  

5.2.2 Threat of new entrants  

When ‘threat of new entrants’ is assessed we are actually more precisely reviewing the barriers to 

enter and industry. Porter (2008), argues that barriers to entry into an industry is one of the major 

advantages that the existing companies in the industry have and distinguishes several different 

benefits that can be pertinent. In this thesis I will only review the advantages that are applicable to 

Prosafe and its industry. The first and foremost advantage is capital requirements. In this type of 

industry the requirement to capital is extremely high, due to the large initial investments of the 

vessels and the ability to fund losses in the initial phases of operations. These capital requirements 

will likely deter many entrants. Even companies that have that kind of capital available will be 

apprehensive of initiating a process to enter the industry, due high risk and uncertainty. Another 

reason can be attributed to government intervention, this is not due to that the governments restricts 

entry into the industry, but more so that they have stringent rules concerning vessel specifications 

with regards to safety and environmental issues. The last main benefit that can be raised is the 

technological advantage as well as retinue with the oil and gas companies that existing companies 

in the industry will have. The knowledge of superior operation processes and solid track records of 

offshore operations will count in favor of established companies compared to prospective new 

entrants. Subsequently, we can determine that given the strong advantages current market players 

have that the threat of new entrants is low.  

5.2.3 Bargaining power of buyers  

“Buyers are powerful if they have negotiating leverage relative to industry participants, especially 

if they are price sensitive, using their clout primarily to pressure price reductions” (Porter, 2008). 

The accommodation vessels industry has many buyers from large oil and gas companies that needs 

lasting long-term contracts to facilitate certain necessities as well as oil and gas companies needing 

short-term contracts in order to facilitate anything from temporary storage space, accommodation 

capacities or anything else they would deem essential at the time. Porter argues that when there are 

many vendors, potential low switching costs and the buyers can exhibit strength in negotiation due 

to their size, bargaining power is likely to be high. The switching cost variable has already been 

covered in threat of substitutes section and was determined to be fairly high. Number of vendors is 

not an invalid argument, but there are few pure-play companies in the industry and even fewer that 
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have excess supply in the services they provide, due to the nature of contract negotiations 

happening some time in advance. The changes that occur in the industrial climate will therefore not 

change the current contracts set in place unless they have put into place contingencies or are willing 

to have large switching or terminating costs. Moreover, since many companies cannot mirror the 

value proposition that Prosafe and its peers offer without vertically integrating, which entails big 

initial investments as discussed earlier, the industry can promote a unique service that is not easily 

replicated. This argument is further supported by the fact that buyers should only vertically 

integrate when they believe vendors to be too profitable (Stuckey & White, 1993). As a result there 

seems to be low possibilities for the buyers to play one vendor against another. Furthermore, a 

buyer group is price sensitive if the service they purchase from the industry is a significant fraction 

of its cost structure or procurement budget (Porter, 2008). In the case of oil and gas companies it 

can be argued that the cost of hiring semi-submersible accommodation vessels is not a big fraction 

of their total E&P spending and it can be concluded that the buyers are in fact not that price 

sensitive. Summarizing the above-mentioned arguments of the negotiation power and price 

sensitivity of the oil and gas companies, I conclude that the buying power is low to moderate. 

5.2.4 Bargaining power of suppliers  

Semi-submersible accommodation companies depend 

on a wide range of different suppliers for inputs.  

However, in this thesis I will consider the most 

important supplier, which is the shipyards constructing 

the semi-submersible accommodation vessels, as these 

suppliers are the most crucial element to the Prosafe and 

its peers value creation and operations. The vessels are 

also the main capital investment driver for Prosafe and thus have a major impact on the profitability 

of the firm. The shipbuilding industry is viewed as one of the most profitable industries in the 

world, with the Asian market and especially South Korea showing the best business models with 

regards to both size and profits (Marine Insight, 2012). As a result of this, the shipbuilding 

companies do not depend heavily on the semi-submersible accommodation vessel segment alone, as 

most of its revenues originate from building vessels for other segments in the offshore and shipping 

industries. Figure 5.6 (Offshore Energy Today, 2014) shows Prosafe’s newbuild ‘Safe Boreas’ 

being built at the Jurong Shipyard in Singapore. Porter (2008) reasons that when an industry is not 

solely reliant on a single industry for revenues their bargaining power increases. This is due to the 
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fact that most contract negotiations for new vessels happen when financial times are good and the 

forecasts are positive, which gives the shipyards more negotiation power in that they will choose 

the most beneficial contracts from a wide spectrum of clients. However, the reverse is true in 

economic recessions and as the cost of semi-submersible accommodation vessels is substantial, the 

companies operating in this industry are highly price sensitive. This is further supported by the fact 

that ship/vessel owners have more interest in spending money on expanding their fleet when prices 

are low (Stopford, 2009). The negotiation power is also limited by the fact that there are many 

shipbuilding companies offering the same type of services. This means that the industry is not 

consolidated enough for the shipyards to create an impact of being one of few vendors and having 

the selling point of presenting major product differentiation benefits. Summarizing the conclusions 

drawn above, I conclude that the supplier power is moderate.  

5.2.5 Competitive Rivalry  

There is no clear distinction between the overlapping of segments and operating areas in the semi-

submersible accommodation industry as covered in the peer group analysis. The consequence of 

this is that the division of market share becomes blurred as some of the companies are more 

vertically integrated than other, or companies who’s main focus is other operations than that of 

providing semi-submersible accommodation vessels. It could be assumed existing rivalry between 

competitors is fairly low, given Prosafe’s current position being the leader in the provision of 

offshore accommodation vessels in harsh and semi-harsh environments, as well as controlling and 

owning over half the vessels offering this type of services (Prosafe(e), 2014). However this would 

be an inaccurate portrayal as the competition is increasing with many new companies vying for 

market share, especially through Private Equity players making investments in the industry (Axis 

Offshore, 2012). It can be debated that rivalry can have a positive effect, as it can actually increase 

the average profitability of an industry. Porter (2008) argues that this occurs when “each competitor 

aims to serve the needs of different customer segments, with different mixes of price, products, 

services, features, or brand identities”. In the semi-submersible accommodation industry such 

competition can therefore possibly increase profitability and develop the industry further, as the 

needs of more oil and gas companies are better met.  

 

Nevertheless, given a slowdown in investments and E&P spending by oil and gas companies as 

covered earlier, the creation of a more intensified competition will become apparent in the next few 

years as supply will increase and new contracts/charters will be issued less frequently. Furthermore, 
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in periods of excess capacity, exit barriers of an industry have significant importance as the 

profitability of healthy competitors suffers because the sick ones hang one (Porter, 2008). The exit 

cost in the semi-submersible accommodation vessel segment is very high due to the specificity and 

custom making of semi-submersibles accommodation vessels, which makes it hard to depart the 

industry in the second-hand market. This holds true even though there is a well-developed second 

hand market for various vessels organized through shipbrokers (Stopford, 2009). This is due to the 

fact that there is a constant focus on having the newest and most modern fleet possible. As an 

ending argument, Porter (2008) puts forth that the industry’s profit potential is dependent on the 

intensity of competition and the basis of which the companies compete. Using this train of thought 

it can be argued that the rivalry between existing companies is moderate. 

5.2.6 Conclusion  

In this analysis the micro factors that shape the industry environment through Porters five forces 

have been analyzed. The analysis shows that the threat of substitute services is low due to their 

being no direct substitutes available for the buyers. The threat of new entrants is also low, as there 

are significant barriers to entry. This is a result of semi-submersible accommodation vessel initial 

cost, time frame for building and complexity of operations. The bargaining power of buyers is 

considered to be low to moderate as the negotiating power of the buyers is considered to be modest, 

while simultaneously not being very price sensitive. The supplier power is moderate since the semi-

submersible accommodation companies are highly price sensitive and can choose between several 

suppliers. The competitive rivalry is also currently moderate, but can possibly increase to a higher 

classification due to the slowdown in E&P spending by the oil and gas companies and the arrival of 

new vessels in the upcoming years. This comes in addition of the high costs of exiting the industry. 

Figure 5.7 offers a visual representation of the various market forces and their significance for the 

attractiveness of the industry as discussed above. The overall assessment of the competitive 

environment is that there is a great potential for existing players, whilst being unattractive for 

potential new players.  
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5.3 Demand & Supply by Geographical Segments  
In order to provide a thorough and complete 

presentation of the macro- and microeconomic 

environment it is necessary to look at the 

demand and supply opportunities in the different 

geographical segments. Consequently, I will 

now review not only Prosafe’s current operating 

areas, but also the offshore sites experiencing a 

high growth and with need of semi-submersible 

accommodation vessels in their offshore operations. Figure 5.8 (Prosafe(i)) is a map of Prosafe’s 

current operating areas and office locations, whilst figure 5.9 (EIA(b), 2014) below portrays the 

growth in oil production and consumption by regions during a ten-year period (2003-2013). As we 

can deduce from the findings in figure 5.9 is that some regions have higher growth patterns than 

others and thus offers more potential for Prosafe. Even though the Middle East and Eurasia areas 

show great promise in terms of both production and consumption growth they are excluded from 

the geographical segmentation analysis. The reason for this is that these areas have mainly onshore 

facilities and Prosafe and its peers cater purely to offshore operations. 
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Historically, Prosafe’s main operating area with regards to incoming revenues and vessel utilization 

is within their North Sea operations. This operating area however seems to meet more uncertainty 

than other new emerging markets as well as meeting more stringent legislation and falling demand 

forecasts. Due to these factors there are more discussions in the marketplace about the uncertainty 

in the oil and gas industry in the North Sea area, as the future potential and outlook is bleaker 

(Pareto Securities AS(b), 2015). Given this premise, Prosafe is looking more actively outside its 

core operating areas, (Mexico, Brazil and the North Sea) for more promising markets, which could 

at the moment be found in Australia, Africa and the US gulf where new territories and operations 

are commencing (Prosafe Annual Report 2014).  

5.3.1 The European market  

In Europe the main market for semi-submersible accommodation vessels is in the North Sea, with 

Norwegian waters being the biggest segment within this area. Prosafe being listed on the Oslo 

Stock Exchange and having primarily a Norwegian management has many advantages in exploiting 

key contacts in the Norwegian market as well as having a well-renowned reputation to get the major 

and most profitable mandates. For Prosafe this is the region that has historically created the highest 

revenues and is also where most of the vessels are located. Two of the vessels that Prosafe has 

ordered are specifically designed for operations in the North Sea and are arguably the most 

advanced semi-submersible accommodation vessels ever made. However, over the last ten-year 

period the oil production in Norway has decreased by almost 50% (EIA(c)), making other markets 

more attractive when it comes to the growth of production in the oil and gas sector.  

5.3.2 The Americas Market 

The geographical area we define with the Americas market is the offshore operations located in the 

Gulf of Mexico as well as the US gulf. This area has traditionally been one of the major 

contributors of revenues for Prosafe and they have had presence in the area for over 10 years and 

have contracts extending several years into the future making this geographical segment for Prosafe 

extremely important. The future outlook is also positive as the offshore operations in Mexico has 

Growth Of Production Crude Oil (2003-2013) Growth Consumption Crude Oil (2003-2013
North America 24 % -3 %

Central & South America 22 % 34 %
Europe -48 % -12 %
Eurasia 32 % 24 %

Middle East 19 % 50 %
Africa 9 % 32 %

Asia & Oceania 7 % 33 %
World 14 % 14 %

Figure 5.9: Source; U.S Environmental Information Administration
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historically been in shallow waters and now new fields might be opened in deeper waters, which 

can open up increased demand for semi-submersible accommodation vessels (Prosafe(e), 2014). 

Additionally, new licensing rounds in both the Mexican gulf and in the US provides the offshore 

industry with many new opportunities for growth and profitability. The timing and length of these 

potential new offshore operations can not only ensure continued operations for Prosafe, but also 

provide Prosafe with a better foundation to position themselves as the major semi-submersible 

accommodation vessel provider in the region. 

5.3.3 The Australian & Asian Market  

Prosafe has had decreasing demand and operations in the Australian and Asian markets as 

suggested by their income revenues. However, while there are still possibilities in the older fields in 

Australia for maintenance and upgrade related work, most of the demand that arises from the region 

arises from a need for hook-up and commissioning operations (Prosafe(e), 2014). This suggests that 

there are still many opportunities in the region and Prosafe’s Singapore office is strategically 

located to efficiently take advantage of any forthcoming offshore mandate or operation. 

5.3.4 The African Market  

The African market and especially Angola, which is one of the fastest growing economies in the 

world having extensive oil and gas resources offshore, is a going to be an important market in the 

years to come (Offshore Technology, 2015). As for Prosafe specifically this means new demands 

within hook-up and commissioning projects (Prosafe(e), 2014). There are however uncertainties in 

these markets due widespread corruption, which makes the markets more risky then the other 

principal geographical areas that Prosafe operates in (Standard & Poors(a)). Nevertheless, the 

market potential is not to be mistaken and it can be assumed that many market participants’ wishes 

to get market share in this fast growing region. 

5.3.5 The Brazilian Market 

Brazil is one of the fastest growing economies in the world and due to this growth; Brazil has a 

rising need for oil and gas (EIA(c)). This trend can facilitate in increased exposure for Prosafe in 

the region. This can be argued as the need for semi-submersible accommodation vessels from other 

operators than Petrobas might be arising with new mandates and charters being issued by the 

Brazilian Government. Currently, the profitability in the area is low due to expensive operations 

low day-rates compared to other operating areas, but the trend is turning with the opening and 

expansion of the Campos and Santos Basins (Prosafe(e), 2014). 
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5.3.6 Prosafe Supply capabilities  

As discussed frequently in previous sections, Prosafe has four newbuilds arriving during in the 

period 2015-2016. This increases the vessel fleet of Prosafe from 11 to 15 and having done major 

refurbishments on most of their older vessels, Prosafe offers one of the most diverse, versatile as 

well as youngest fleets within the segment of semi-submersible accommodation vessels. 

Consequently, given the current outlook of low demand, Prosafe has the ability to supply the 

current market need and should also be able to accommodate further supply if market outlooks 

change and demand increases.  

6. Financial and Profitability Analysis 
The financial and profitability analysis is prepared to offer an insight to Prosafe’s economic 

performance as well as its strengths and weaknesses compared to those of its competitors. The 

analysis is therefore used as a supplement to the strategic analysis and serves as a foundation for the 

forecasting section of the thesis. In the subsequent sections various ratios, margins and risk 

parameters will be therefore be reviewed to facilitate an understanding Prosafe’s current and 

potential financial opportunities and threats. The peer group used to benchmark Prosafe’s 

performance is as discussed earlier biased both with regards to operations, size and capitals 

structure. Given this premise all limitations and shortcomings are assessed on a continuous basis, I 

will however use the overall indications the various analysis’ provides to establish some arguments 

of Prosafe’s performance. Furthermore, as financial risk parameters and other key financial and 

economic ratios are numerous and including all of them in an analysis is very comprehensive and 

outside the scope of this thesis a few key central indicators of historical performance are assessed in 

order to make some estimations on the future outlook of Prosafe. Subsequently, the ratios and 

parameters indicating Prosafe’s financial position are selected with the thought of minimizing 

weaknesses with any one single ratio and in order to give a holistic picture of Prosafe’s and the 

industry’s financial condition. With this in mind, I have chosen the DuPont Model as the main 

financial analysis model in this section, as it is one of the most popular methods of calculating 

return on equity, while simultaneously identifying the existing constraints of the firm (Brealey, 

Myers, & Allen, 2014). This coupled with the findings of several margin analysis’, liquidity ratios 

and insights to the ROIC should appropriately encompass the value drivers in the industry and 

indicate the financial strengths and weaknesses of Prosafe and its industry.  
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6.1 Margins  
The various margins presented in this section are analyzed due to their impact on determining 

cyclicality and operational efficiency of both Prosafe and its peers. The margins also serve as a 

basis for both the forecasting and cost of capital sections. The first margin to be assessed is the ‘Net 

Income Margin’ (Eq. 6.1), which portrays how Prosafe performs to its peers by assessing how much 

of each dollar netted by the company is converted into profits (Brealey, Myers, & Allen, 2014). 

!". 6.1:!!"#!!"#$%&!!"#$%& = !"#!!"#$%&
!"#"$%"&  

Figure 6.1 (Bloomberg(b), 2015) 

shows that Prosafe has had a better 

Net Income Margin than the industry 

average, but it is further noteworthy to 

see that the trend of Prosafe has been 

downwards, whilst the industry has on average from 2012 had an upward trend.  The industry 

average becomes biased however by poor performances of Songa Offshore in the period 2012-2014 

and very good performances of Seadrill in the period 2013-2014. Nevertheless, the Net Income 

Margin does provide some insight to Prosafe’s ability to turn revenues into profits, which can be 

viewed as comparably stronger than the industry overall.  

 

Another margin to be assessed is the ‘Operating Margin’ (Eq. 6.2), which provides a different 

insight to the company as it portrays the operational efficiency of a company by conveying its 

pricing strategy as well as its ability to cover its fixed costs and interest payments (Brealey, Myers, 

& Allen, 2014).  

Eq. 6.1:!O!"#$%&'(!!"#$%& = !"#$%&'()!!"#$%&
!"#!!"#$%  

The importance of a ‘healthy’ operating 

margin can therefore not be stressed enough 

due to the aforementioned arguments and as 

figure 6.2 (Bloomberg(c), 2015) shows, 

Prosafe has the best operating margin 

compared to its peers. This might be due to the 

nature of some of their differences in scope of 

operational activity, but the finding does 

2010 2011 2012 2013 2014 Average
Prosafe 50 % 39 % 42 % 42 % 33 % 41 %
Songa 29 % 24 % -52 % -28 % -11 % -8 %

Seadrill 28 % 33 % 25 % 51 % 88 % 45 %
Ocean Rig 33 % 14 % -14 % 5 %  N/A 10 %
Diamond 29 % 29 % 24 % 19 % 14 % 23 %

Fred Olsen 32 % 32 % 27 % 25 % 11 % 25 %
Average 33 % 29 % 8 % 19 % 27 % 23 %

Net Income Margin

Figure 6.1: Source; Bloomberg
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nevertheless emphasize the solidity of Prosafe’s operational flexibility compared to that of its peers.  

 

The last margin to be covered in this section is 

the ‘EBITDA margin’ (Eq. 6.3). The 

‘EBITDA margin’ is included to cover more 

the core profitability of Prosafe and its 

industry, as it excludes elements such as 

depreciation and amortization (Brealey, 

Myers, & Allen, 2014).  

Eq. 6.3:!!"#$%&!!"#$%& = !"#$%&
!"#"$%"& 

Figure 6.3 (Bloomberg(d), 2015) provides an overview of the findings and as can be seen Prosafe 

has a much higher EBITDA margin compared to that of its competitors (somewhat biased with poor 

performances from Songa Offshore). Prosafe’s higher EBITDA margin indicates that less operating 

expenses affect the company's bottom line, which leads towards a conclusion that they have a more 

profitable operation than their peers.  

6.2 Return on Invested Capital (ROIC)  
‘ROIC’ (Eq. 6.4) assesses how efficiently Prosafe and its respective industry allocate their 

employed capital in operational activities, and value driver divisions. An apparent issue with this 

measurement is that it does not provide insight to where the returns are being generated. 

Nevertheless, a higher ROIC stipulates easier access to capital and lower borrowing costs, thus 

resulting in a higher value of the company  (Plenborg & Petersen, 2012).  

Eq. 6.4:!!"#$%&!!"!!"#$%&$'!!"#$%"& = !"#!!"#$%&!− !"#"$%&$'
!"#$%!!"#$%"&  

As can be seen from figure 6.4 (Bloomberg(e), 2015) some data points are N/A (not available) and 

a thorough and comprehensive analysis becomes more difficult when figures are missing. Still, 

there are possibilities to draw indications and smaller conclusions from the available figures and as 

we can see Prosafe has on 

average the highest ROIC in the 

peer group. It could therefore be 

suggested that Prosafe is one of 

the preferred companies to invest 

2010 2011 2012 2013 2014 Average
Prosafe 18 % N/A 17 % 17 % 15 % 17 %
Songa 15 % N/A N/A N/A N/A 15 %

Seadrill 10 % 10 % 9 % 9 % 8 % 9 %
Ocean Rig 5 % 3 % N/A 3 % N/A 4 %
Diamond 19 % 18 % 13 % 8 % 6 % 13 %

Fred Olsen 17 % 17 % 16 % 14 % N/A 16 %
Average 14 % 12 % 14 % 10 % 10 % 12 %

Figure 6.4: Source; Bloomberg

Return on Invested Capital
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in. Furthermore, comparing the various companies’ ROIC with its cost of capital (WACC) uncovers 

whether invested capital was used effectively. As can be seen from the findings in section 9 of this 

thesis, Prosafe’s WACC (8.6%) is in fact much lower than the average ROIC estimate of both the 

company itself as well as the industry average. This indicates that the invested capital was utilized 

in such a way to generate the better returns; since if ROIC is greater than WACC it could be 

assumed that growth adds value (Brealey, Myers, & Allen, 2014). 

6.3 Financial Leverage and Spread Analysis  
Financial leverage ratios analyze how Prosafe finances its activities. These ratios are applied 

whenever we wish to evaluate whether a company or industry prefers to finance its activities using 

equity or debt financing. As this directly correlates with bottom line earnings per share, since higher 

debt financing leads to higher interest payments, it is imperative to assess to what extent the 

industry and Prosafe utilizes debt for its operating activities. The ratio we look at is the ‘Financial 

Leverage Ratio’ (Eq. 6.5)’ (Brealey, Myers, & Allen, 2014).  

Eq. 6.5:!!"#$#%"$&!!"#"$%&"!!"#$%! = !!"#$%&#!!""#$"!"#$%&#!!"#$%& 

This ratio can represent more precisely the company's methods of financing than other financial 

leverage ratios can, while simultaneously be used as a measure of its ability to meet its financial 

obligations. Furthermore, it can depict whether or not the financial risk exposure in the company is 

deteriorating or improving.  Figure 6.5 (Bloomberg(f), 2015) shows that Prosafe is highly leveraged 

as its assets are on average almost thrice that of its equity. The financial leverage trend of Prosafe is 

however downward and in fact approaching the industry average as can be seen in the last years of 

Prosafe’s operations. This is a good 

trend for Prosafe, as they will receive 

more beneficial interest payments while 

simultaneously enabling them to 

renegotiate and restructure current debt 

contracts if needed.  

 

The financial spread is calculated as Net Borrowing Costs (NBC) subtracted from the ROIC and 

indicates if financial gearing is beneficial for a company or not. A positive spread points toward a 

conclusion that a company can increase shareholder return by increasing their financial gearing 

(Plenborg & Petersen, 2012).  As seen in figure 6.6, Prosafe has had a fairly stable financial spread 
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over the forecasted period. It is however important not to conclude how financial gearing should be 

optimized based solely on the spread, since the borrowing rate is rarely the same as the actuary-

borrowing rate. It can however be determined that Prosafe has created an advantageous financial 

gearing structure, given that 

that it has stayed so stable over 

the reviewed period.  

6.4 Return on Equity (ROE) through the DuPont Model  
While ROIC measures the operating profitability, 

ROE estimates overall profitability of the firm. It also 

examines the financial leveraging effect, which was 

elaborated upon in section 6.3. The ‘DuPont Model’ 

(figure 6.7) will serve as the indicator for ROE as the 

various components of the DuPont model arrives at 

the value of ROE (Eq. 6.6) (Brealey, Myers, & Allen, 

2014).  

Eq. 6.6:!!"#$%&!!"!!"#$%& = !"#!!"#$%&!!!"#$%!×!!""#$!!"#$%&'#!×!!"#$#%"$&!!"#"$%&"!!"#$% 

The various components have been covered previously and The ‘Net Income Margin’ and the 

‘Financial Leverage Ratio’ can be seen in figure 6.1 and 6.5 respectively, whilst the ‘Asset 

Turnover’ figures for Prosafe and its peers’ is depicted in figure 6.8 (Bloomberg(g), 2015). 

Summarizing the findings from these figures through the ‘DuPont Model’ equation presented above 

(Eq. 6.6) depicts the ROE estimate (figure 6.9). The 

calculations show that Prosafe has the highest ROE 

average over the analyzed period. This coincides 

with the fact that Prosafe is one of the most 

leveraged firms as well as having high operational 

profitability, which of course ROE also takes into 

account. A high ROE for Prosafe compared to its 

peer’s means that they are better at generating 

profits with the money shareholders have invested 

(Brealey, Myers, & Allen, 2014).  

 

2010 2011 2012 2013 2014 Average
ROIC 18 % N/A 17 % 17 % 15 % 17 %

Net Borrowing Cost 6 % 6 % 6 % 6 % 6 % 6 %
Spread 12 % N/A 11 % 11 % 9 % 11 %

Financial Spread

Figure 6.6: Source; Bloomberg & Prosafe Annual Rapports
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6.5 Financial Risk Analysis  
In order to fully evaluate 

Prosafe’s financial health, 

two liquidity ratios are also 

analyzed and compared to 

that of its peers to assess 

Prosafe’s strengths and 

weaknesses in contrast to the 

industry with regards to financial risk. The first ratio reviewed is the ‘Current Ratio’. This ratio 

gives an indication of how well the company is able to meet it short-term obligations and liabilities 

with its short-term assets (Brealey, Myers, & Allen, 2014). As can be seen in figure 6.10 

(Bloomberg(h), 2015), Prosafe has a strong Current Ratio. This is due to the fact that Prosafe’s 

current ratio is on average better than the industry average. Furthermore, having an average ratio in 

the high ones (1,85x) portrays Prosafe’s ability to meet their short-term liabilities nearly two times 

over being very solid for the oil and gas service industry. 

 

The second ratio is the ‘Quick 

Ratio’ or ‘Acid-Test Ratio’, 

which even further indicates 

the liquidity strength of a 

company. The ratio does this 

by incorporating only the most 

liquid assets such as cash and 

securities to assess how well the company could pay of its short-term liabilities under financial 

2010 2011 2012 2013 2014 Average
Prosafe 1.87       2.16      1.30       2.55       1.35      1.85      
Songa 1.58       0.93      1.05       1.45       0.82      1.17      

Seadrill 1.15       0.71      0.65       0.74       0.75      0.80      
Ocean Rig 1.01       1.19      1.18       1.86       N/A 1.31      
Diamond 2.98       4.66      4.39       3.65       1.05      3.35      

Fred Olsen 1.66       2.05      0.87       0.65       0.79      1.20      
Average 1.71       1.95      1.57       1.82       0.95      1.60      

Current Ratio

Figure 6.10: Source; Bloomberg

2010 2011 2012 2013 2014 Average
Prosafe 1.58       1.68      0.94       2.23       0.67      1.42      
Songa 0.81       0.30      0.05       0.86       0.71      0.55      

Seadrill 0.87       0.44      0.43       0.58       0.50      0.56      
Ocean Rig 0.18       0.86      0.92       1.65       N/A 0.90      
Diamond 2.69       4.21      4.09       3.44       0.83      3.05      

Fred Olsen 0.76       1.05      0.69       0.49       0.57      0.71      
Average 1.15       1.42      1.19       1.54       0.66      1.19      

Figure 6.11: Source; Bloomberg

Quick Ratio
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duress (Brealey, Myers, & Allen, 2014). As with the Current Ratio, a higher Quick Ratio indicates a 

stronger ability to repay short-term liabilities in a swift manner.  As portrayed in figure 6.11 

(Bloomberg(i), 2015) Prosafe has a somewhat varying ratio, ranging from over 2x times the ability 

to pay to less than 1x. Yet, on average it seems to be able to quickly pay back its short-term 

liabilities as it outperforms it’s peers significantly with the exception of Diamond Offshore, which 

has a Quick Ratio figure that can be said to be uncommon in the industry and can be classified as an 

outlier compared to the rest of the peer group.  

 

These findings can be a result of dissimilar operations, size and capital structure, but does 

nevertheless indicate that Prosafe is maintaining solid Current- and Quick Ratios. This leads to the 

conclusion that Prosafe is financially healthy and liquid and should have a solid financial position 

going forward.  

6.6 Conclusion on Financial and Profitability Analysis  
After reviewing the key ratios and benchmarking the industry, it can be concluded that Prosafe has 

historically had a good profitability and sound financial health. It can furthermore be stated that the 

industry as a whole is profitable and that Prosafe is in fact one of the superior contributors to the 

industry averages. However, it is important to stress as mentioned repeatedly, that the peers 

reviewed in this section do not mirror Prosafe’s operations, size or capital structure perfectly and 

the conclusions drawn from the analysis are purely for an indicative purpose. 

7. SWOT Analysis  
In this section a brief SWOT analysis is presented to summarize the findings of both the financial 

and strategic analysis of Prosafe and its environment. For the purpose of facilitating clarity for the 

reader, strengths and weaknesses are characterized as internal factors, and opportunities and threats 

are seen as external factors. The main findings of the SWOT analysis are summarized in figure 7.1. 

7.1 Strengths  

Prosafe’s main strength is in their financial solidity and market position. Prosafe has had solid 

profitability returns over the last couple of years and has additionally shown solid financial health 

mainly through being able to restructure their debt covenants when markets has turned against 

them. Furthermore, Prosafe has a respectable status and position in the market as well as 
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capabilities and expertise few of their competitors can match. This position in the industry further 

allows Prosafe to exploit scale investments and to be present globally.  

7.2 Weaknesses 
One of the main weaknesses in Prosafe’s operation is their exposure to reductions in total capacity. 

This could occur for any number of reasons, varying from technical problems leading to increased 

yard time to a decrease in demand from the oil and gas companies due to market prospects. This 

problem can be further intensified as Prosafe’s vessels are also very specialized and it is difficult to 

utilize them in an alternative way if the oil and gas industry stagnates. Given this, the vessel 

utilization rate is of vital importance to ensure that profitability does not suffer.  

7.3 Opportunities  

The opportunities for Prosafe lie in new emerging markets and the increased capacity of the new 

and increasingly specialized vessels that enable Prosafe to offer accommodation services in harsher 

environments and new territories. As mentioned in the strengths analysis, Prosafe’s position and 

financial strength in the market also fittingly facilitates the possibility of taking benefit of a growing 

world market and as a result the potential of expanding their business horizon. 

7.4 Threats  
The main threat of Prosafe is its dependency on the oil and gas industry. Being classified as a 

service company to this industry they are extremely reliant on the demand requests of the oil and 

gas companies and as a result on the forecast of their E&P spending as well as the oil and gas price 

movements. Another threat for Prosafe is the existing competitive rivalry in the industry and the 

competition to acquire the best contracts. This can for instance be supported by the fact that some of 

the areas with the largest amount of opportunities are subject to new licensing rounds whose 

outcomes is very uncertain. Other threats are the underlying possibilities of random shocks on the 

economy and the potential political issues as well as governmental corruption that exist in some 

emerging markets. Environmental and HSE requirements might also decrease profitability as 

vessels must continuously be upgraded and therefore becomes more costly to maintain.  
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8. Forecasting  
This section will discuss the future outlook for Prosafe with regards to the forecasting and 

budgeting assumptions that are prepared to appropriately set the stage for the cost of capital and 

valuation sections of this thesis. These assumptions and estimations are supported by the strategic 

analysis and financial analysis conducted previously and is linked to the forecasting section when 

applicable. As presented in the company overview Prosafe’s operation and total revenue income is 

based on solely one segment and this will also be the case for the forecasting completed in this 

section. Prosafe’s segment is called the ‘chartering and operation of accommodation/service 

vessels’ (Prosafe Annual Report 2014). Additionally, it is argued that a budgeted period between 

10-15 years is the appropriate time frame in order to get a representative picture of both the history 

and the outlook of the company in question (Copeland, Koller, & Murrin, 2000). The period 

between 2007-2023 is therefore reviewed and forecasted to accurately encompass historic trends as 

well as future outlooks. The forecasted period therefore allows us to look at not only company 

specific variations, but also overall changes in the industry over time.  
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8.1. Earnings Assumptions 
As discussed in the Shipping Market Model, one the main revenue drivers of the semi-submersible 

accommodation vessel industry are the oil and gas prices. The oil and gas prices are so vital because 

they drive the E&P spending of the oil and gas industry, which again influences the supply and 

demand for Prosafe services. Looking at Prosafe’s ‘chartering and operation of 

accommodation/service vessels segment’ it can be seen that profits are driven by day-rates and 

operational expenditure-rates (OPEX-rates). As day-rate pricing is the reporting standard for the 

industry, as it is one of the few methods that can accurately and adequately encompass the different 

dynamics that occur in a variety of operations it is also what will be used to forecast Prosafe’s 

revenue streams in this thesis. These arguments holds similarly true for the cost structure and an 

OPEX-rate will be applied to accurately assess the cost levels for Prosafe. Consequently, due to the 

variety of the contract lengths, the different levels of costs in different regions as well as the 

specific day-rates historically employed for various vessels, it is important to distinguish each 

vessels earning potential. This means that each vessels will be represented with it’s own 

individually forecasted day-rate to reflect the specifications of the vessels given its operational area 

and technical specifications.  

 

The average price level (figure 8.1 (Prosafe Annual Reports 2007-2014)) for day-rates in the period 

2007-2014 was slightly above USD 120’/day. This level is expected to be higher in 2015 due to 

contracts already in place coupled with the delivery of two of the four newbuilds. The average day-

rate will however fall in 2016 due to fewer contracts in place and hardened negotiation regarding 

day-rate pricing. Nevertheless, going forward into 2017 and beyond, the market conditions are 

expected to improve, with oil prices expected to rise (figure 5.3), which should lead to higher E&P 

spending from oil companies. I expect this spending to lead to higher pricing and margins for 

Prosafe and it’s peers. Furthermore as semi-submersible accommodation vessels is only a small 

fraction of the E&P spending, demand is inelastic to price changes, causing further upward pressure 

on price. Accordingly, it can be projected that the day-rate prices should grow and trend toward the 

2015 levels throughout the forecasting period. Given these factors, the revenues (day-rates) of 

Prosafe are therefore assumed to grow in tandem with that of the general economy in Norway 

(Prosafe has its biggest market exposure here), which is expected to be fairly stable at 2.5% from 

2017 and onwards (OECD, 2014). Consequently, it is my assumption that the revenues in the 

forecasted time period of 2017-2022 will follow the movements of the real growth of the economy. 
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This can in parts be supported by demand needs in emerging markets as argued more extensively in 

section 5.3 and also by the fact that new charters and territories are opening up in new areas 

(Prosafe Annual Report 2014). The forecasted OPEX-rate is believed to grow at the same pace as 

revenues in the selected time period and can be seen in figure 8.1 as well.   

When it comes to specific vessel day-rates, this varies firstly from the operating areas where the 

vessels operate and secondly from the specifications of the vessel used. Looking at operating areas 

first, it is found that the Norwegian North Sea operations has historically typically offered day-rates 

between USD 250-350’/day, whilst the UK North Sea operations have charged day-rates around 

USD 25-50’/day less than this. The Brazilian and Mexican operations has historically offered much 

lower day-rates varying from USD 20-90’/day, but have in contrast been offered longer contracts, 

leading to higher utilization rates and lower idle times (Prosafe Annual Report 2014). As I 

mentioned earlier in the day-rates and utilization sections, there is a fine balance between utilization 

and day-rates in order to increase profitability. This is due to that it is the allocation of the vessels, 

not including yard and steaming time (moving from one job to the other) that determines the 

revenues and costs for Prosafe. Given this premise, I forecast that the vessels that have historically 

had North Sea operations as well as having contracts in place for the forecasted period in this 

operating area will be projected to have day-rates varying from USD 160-390’/day in the forecasted 

period. Vessels forecasted to remain or are contractually obligated to operate in the Mexican, 

Brazilian and potential other operational areas are estimated to charge day-rates varying from USD 

40-100’/day. This is due to the lower operational and regulatory costs that exist in these areas, 

which enables Prosafe and it’s competitors to charge lower day-rates than in the North Sea. The 

large specter of day-rates applied to all the operating areas might seem far stretched, but is actually 

implemented in order to properly portray the difference in short- vs. long-term contracts, which 

employs different pricing schemes. Additionally the range of day-rates accommodates for the 

historic day-rates movements, as well as the forecasted growth of day-rates for Prosafe’s various 
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vessels. This scope of day-rates also allows for the newbuilds due to their technological superiority 

and operational flexibility to request higher day-rates than the historical averages. Figure 8.2 

(Prosafe Annual Reports 2007-2014) depicts the changing day-rates for each vessel in the 

forecasted period.  

 

Consequently, the day-rates for all of 

the respective areas are made through 

a combination of historic averages, 

potential future earnings of specific 

vessels with regards to contracts in 

place, option contracts for further 

utilization and operational areas. 

These contracts can be seen in 

Prosafe’s own vessel utilization 

overview, portrayed in figure 8.3 

(Prosafe(f), 2014) where the contracts 

in place are shown as well as the potential options several of the vessels has, in addition to their 

planned and historic yard times. During the period between 2007-2014 Prosafe had an average 

utilization rate of 83%, reaching 88% in 2014 (Prosafe Annual Reports 2007-2014). This is higher 

than my own estimate for the forthcoming years and is due to the current market outlook of 

oversupply and uncertain demand in the years to come. Moreover, it can be argued that since the 

market is larger today than it has been in the preceding budgeted period in relation to the supply 

increase mentioned earlier, it will be difficult to reach the historic utilization rates quickly. 

Additionally, it can be seen in figure 8.4 (Prosafe Annual Reports 2007-2014), that the historic day-

rates and utilization is more often than not, negatively correlated when looking at yearly changes. 

Although correlation does not mean causality it does indicate that in certain periods where there has 

Semi Submersible 
Accomodation Vessel

Average      
2007-2014

2015 2016 2017 2018 2019 2020 2021 2022 2023

Safe Zephyrus N/A 300 000.00      343 000.00       303 750.00       307 546.88      311 391.21  315 283.60       319 224.65    323 214.95      324 831.03    
Safe Boreas N/A 338 000.00      300 000.00       303 750.00       307 546.88      311 391.21  315 283.60       319 224.65    323 214.95      324 831.03    

Regalia 244 718.75    300 000.00      200 000.00       202 500.00       205 031.25      207 594.14  210 189.07       212 816.43    215 476.64      216 554.02    
Safe Astoria 138 565.29    200 000.00      160 000.00       162 000.00       164 025.00      166 075.31  168 151.25       170 253.14    172 381.31      173 243.22    

Safe Bristolia 166 655.84    297 000.00      160 000.00       162 000.00       164 025.00      166 075.31  168 151.25       170 253.14    172 381.31      173 243.22    
Safe Scandinavia 246 352.49    362 555.56      389 000.00       300 000.00       303 750.00      307 546.88  311 391.21       315 283.60    319 224.65      320 820.77    
Safe Caledonia 187 326.39    237 826.09      240 000.00       243 000.00       246 037.50      249 112.97  252 226.88       255 379.72    258 571.96      259 864.82    
Safe Concordia 128 132.65    163 000.00      163 000.00       165 037.50       167 100.47      169 189.22  171 304.09       173 445.39    175 613.46      176 491.53    

Jasminia 42 515.63     42 750.00        45 000.00         45 562.50         46 132.03        46 708.68    47 292.54        47 883.70     48 482.24       48 724.65      
Safe Hibernia 47 833.33     60 000.00        55 000.00         55 687.50         56 383.59        57 088.39    57 801.99        58 524.52     59 256.07       59 552.36      
Safe Lancia 62 406.25     62 000.00        62 000.00         62 775.00         63 559.69        64 354.18    65 158.61        65 973.09     66 797.76       67 131.75      

Safe Regency 65 000.00     60 000.00        60 000.00         60 750.00         61 509.38        62 278.24    63 056.72        63 844.93     64 642.99       64 966.21      
Safe Britannia 74 989.58     80 000.00        80 000.00         81 000.00         82 012.50        83 037.66    84 075.63        85 126.57     86 190.65       86 621.61      

Safe Notos N/A N/A 75 000.00         75 937.50         76 886.72        77 847.80    78 820.90        79 806.16     80 803.74       81 207.76      
Safe Eurus N/A N/A 75 000.00         75 937.50         76 886.72        77 847.80    78 820.90        79 806.16     80 803.74       81 207.76      

Prosafe's Day-Rates (USD)

Figure 8.2: Source; Prosafe Annual Rapports & Own Forecasting
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been an increase in day-rates there has been a corresponding fall in utilization. One possible 

explanation for this is the fact that short-term contracts usually get higher day-rates but shorter 

contracts (read utilization) and vice versa for long-term contracts as I have discussed more 

thoroughly in section 5.1.3. However, given the sporadic changes from year to year and the low 

correlation in some years, the findings can be interpreted as being market driven and determined 

based on factors such as demand and supply of semi-submersible vessels and therefore not 

determined by the movements of each other. This argument can hold a sway, particularly due to 

current market conditions of decreased demand needs in the industry and the present situation of 

oversupply of semi-submersible accommodation vessels.  

 

As I mentioned above, I believe that the revenues will trend with the overall economy in the period 

following 2017. Accordingly, as utilization and day-rates are what determine revenues, the sum of 

growth each of these components must equal 2.5%. Given these factors I believe in a utilization of 

rate in the forecasted years between 70-80% with a firm conviction that it will not go below 70%, as 

it has not done this in any previous years, even when the financial markets went into a recession 

after the financial crisis in 2008 (see figure 4.6). This is further supported with the contracts 

currently in place as well as Prosafe’s strong market position. It is because of these contracts that 

the 2015 and 2016 utilization rates are somewhat higher than what we find in 2017. However, from 

2017 onwards, Prosafe will meet more difficult contract negotiations due to the decreased E&P 

spending by oil and gas companies (being late cyclical for Prosafe and its industry) and given the 

inflows of new semi-submersible accommodation vessels, leading to oversupply in the market. 

There will however be a steady increase in the utilization rates and they will trend toward their 

historic averages throughout the rest of the forecasting period. Figure 8.5 (Prosafe Annual Reports 

2007-2014) gives an overview of the estimated yearly average utilization rates. The utilization rate 

employed is therefore fairly stable varying from 70-80%, increasing with about 1.25% (day-rates 

Price Δ in Day-Rates Δ in Utilization Price Δ in Day-Rates Δ in Utilization Δ in Day-Rates Δ in Utilization Δ in Day-Rates Δ in Utilization Δ in Day-Rates Δ in Utilization
Regalia 5 % 83 % -8 % 11 % 38 % -34 % 17 % -13 % -12 % 50 %

Safe Astoria 0 % 0 % N/A* N/A* N/A* N/A* N/A* N/A* N/A* N/A*
Safe Bristolia 263 % -30 % -77 % 14 % 0 % 52 % 233 % -10 % 34 % -36 %

Safe Scandinavia -6 % -14 % 0 % 74 % 18 % -10 % 6 % -9 % -10 % -20 %
Safe Caledonia 23 % -26 % 10 % 35 % 0 % -75 % 25 % 167 % -4 % 13 %
Safe Concordia N/A* N/A* N/A* N/A* 0 % 52 % 0 % 0 % 7 % 0 %

Jasminia 0 % 0 % -6 % 0 % 0 % 0 % -1 % 0 % -4 % 0 %
Safe Hibernia 0 % 0 % 0 % 0 % 0 % 0 % 0 % 0 % 0 % 0 %
Safe Lancia -4 % 0 % -8 % 0 % 0 % 0 % 0 % 0 % -6 % 0 %

Safe Regency 0 % 0 % 0 % 0 % 0 % 0 % 0 % 0 % -20 % 0 %
Safe Britannia 0 % 0 % 0 % 0 % 0 % 0 % -4 % 0 % -2 % 0 %
Correlation 

between Day-
Rates & 

Utilization
*N/A means that the vessel had no activity in either of the years in question

Figure 8.4: Source; Prosafe Annual Rapports 2009-2014

Vessel

-0.36 0.10 -0.33 -0.06 -0.58

2013-20142012-20132011-20122010-20112009-2010
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grow by the same amount) from 2017 throughout the forecasted period. This reflects the current 

market conditions with regards to demand as well as the potential increase in demand that is 

predicted to occur in the forecasted period. This means that I believe utilization and day-rates to 

grow in tandem together to meet the expected growth rate of 2.5% from 2017 throughout the 

forecasting period. 

With regards to investment assumptions, it is assumed that incoming vessels in 2015 of a combined 

cost of USD700m and the two incoming vessels in 2016 of a combined cost of USD400m will 

substantially increase Prosafe’s tangible assets and strengthen their balance sheet (Prosafe(e), 2014) 

with other investment activities forecasted to follow the historic trends of Prosafe. In the years 

following these large investments, no newbuilds have been announced by Prosafe, but I have 

forecasted that the investment cash outflow will be stable at USD80m (incorporating both sales and 

purchases of tangible assets) following the investment trends in periods where Prosafe has not 

undertaken any substantial investments (figure 8.11). Depreciation is predicted to follow the set 

depreciation rates of Prosafe, taking into account the newbuilds arriving on the balance sheet in 

2015 and 2016 respectively and remain fairly stable thereafter as no new acquisitions have been 

announced (Prosafe Annual Report 2014). Depreciation in goodwill is assumed to be zero, whilst 

buildings and equipment also follows the historic trends of Prosafe’s depreciation policy with 

regards to these items. Figure 8.6 (Prosafe Annual Reports 2007-2014) portrays Prosafe’s historic 

and estimated depreciation rates.  
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General and administrative cost is estimated as a steady 19.4% of revenues throughout the forecast 

period as this was the historic average in the period 2012-2014 (3 year period) and can therefore 

serve as a benchmark going forward. The forecast of interest incomes and expenses is covered in 

the debt profile section. Other profit & loss, cash flow and balance sheet items are assumed to 

follow the average trend from the preceding 3-5 years. Based on the drivers discussed above, I 

therefore believe that the Prosafe’s operating segment has the following outlook (figure 8.7 (Prosafe 

Annual Report 2014)) with a healthy EBITDA going forward.  

8.2. Company Performance  
The earnings assumptions calculated trough vessels 

utilization, prices of day-rates and operational 

expenditures present an overview of what we can 

expect in the future. As shown in figure 8.8 

(Prosafe Annual Reports 2007-2014) revenues is 

expected to grow rapidly the first year due to the 

new vessels being operational with high day-rate 

contracts already agreed upon. This high growth 

trend nevertheless changes from 2017 and 

onwards, as the revenue stream will then start to follow the economic growth prospects discussed 

earlier. The ‘Net Profit Margin’ (figure 8.9 (Prosafe Annual Reports 2007-2014)) will drop slightly 

in the initial years of the forecasting sections due to the market situation, but will recover and 

slowly trend upwards during the forecasted period. The Net Profit Margin is further assessed to be 

Earnings Assumptions: Chartering & Operation of Accomodation/Service Vessels
Revenue USDm

Other Operational Revenues "
Cash Operating expenses "

Gross margin "
General & Administrative "

EBITDA "
Depreciation "

EBIT "
Operations

Total Operating Days #
Average Number Operating of days "

Average Day-rate USD/day
Average OPEX-rate USD/day

Utilization %
Vessels used #

Figure 8.7: Source; Prosafe Annual Rapports & Own Forecasting

2014 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E
497 660 631 616 632 648 664 681 698 705
52 0 0 0 0 0 0 0 0 0

-133 -140 -170 -164 -170 -176 -183 -190 -197 -203
416 521 461 453 462 471 481 491 501 502
-111 -128 -123 -120 -123 -126 -129 -132 -136 -137
305 392 338 333 339 345 352 358 365 365
-64 -76 -88 -89 -89 -90 -91 -92 -93 -94
241 316 251 244 250 255 261 266 272 271

3516 3530 4089 4019 4069 4120 4172 4224 4277 4298
320 272 273 268 271 275 278 282 285 287

141 352.74      187 081.11      154 350.76      153 312.50      155 228.91      157 169.27      159 133.88      161 123.06      163 137.10      163 952.78     
37 729.36       39 615.83       41 596.62       40 719.53       41 737.51       42 780.95       43 850.48       44 946.74        46 070.41        47 222.17       
88 % 74 % 75 % 73 % 74 % 75 % 76 % 77 % 78 % 79 %

11 13 15 15 15 15 15 15 15 15
Figure 8.7: Source; Prosafe Annual Rapports & Own Forecasting
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healthy and if we look at the figure 6.1 in the 

financial margin analysis, which shows the 

historical numbers of Prosafe and its peers 

had in this period (2010-2014), we can see 

that Prosafe has a respectable Net Profit 

Margin compared to its competitors 

historically speaking as well. Prosafe has also 

generally had a high ‘EBITDA Margin’ as 

can be seen in figure 8.10 (Prosafe Annual 

Reports 2007-2014) and the forecast estimates 

that the ‘EBITDA Margin’ to remain fairly 

stable around 55% throughout the forecast period, further following the trend discovered in the 

financial analysis prepared earlier.1 

 

A limited cash flow overview for Prosafe is depicted in figure 8.11 (Prosafe Annual Report 2014) 

and it can be seen that Prosafe’s ‘Free Operating Cash Flow’ (FOCF) is healthy and stable 

throughout the forecasted period, generating positive operating cash flows in the future. It can 

further be seen that the investment activities are set to decline from 2015 and 2016 levels as no 

newbuilds have been announced after the delivery of the ones currently under construction.  

The financing of the incoming newbuilds is done completely by debt, which will be more 

thoroughly reviewed in the debt profile section. Due to this, I assume that there will not be issued 

any new equity or introduced any share buyback program in the forecasted period. This can also be 

supported historically, as this type of remuneration policy to shareholders is uncommon, as Prosafe 

prefers to distribute dividends in its place. In fact, Prosafe has a dividend policy of distributing up to 

75% of net income to its shareholders (Prosafe Annual Report 2013) and has during the budgeted 

period of 2007-2014 on average distributed approximately 74.5% of its net income as dividends. 

Prosafe did however announce in late 2014 that the dividend would be cut in the foreseeable future, 
                                                
1 It is worth to note that the numbers in both figure 8.9 and 8.10 comes from my own forecasting section, whilst the Net 
Profit Margin and EBITDA Margin covered in figure 6.1 and 6.3 was numbers extracted from Bloomberg to ensure 
comparability to peers, so some differences in the presented numbers between the sections do arise. 

Cash Flow
Change in operating assets & liabilities USDm

Cash Flow from Operations (OCF) "
Cash Flow From Investments (ICF) "

Free Operating Cash Flow (FOCF) "
Dividend payments "

Share Buybacks & New Equity Issues
Net Change in Interest Bearing Debt "
Cash Flow From Financing (FCF) "

Net Change in Cash & Liquid Assets "
Figure 8.11: Source; Prosafe Annual Rapports & Own Forecasting

2014 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E
50 (65) 32 (5) 13 22 (10) 8 9 9
248 262 309 269 296 313 289 313 323 325

(210) (681) (381) (80) (80) (80) (80) (80) (80) (80)
38 (419) (71) 189 216 233 209 233 243 245

(126) (72) (94) (69) (85) (89) (92) (115) (119) (123)
-                   -                   -                   -                   -                   -                   -                   -                   -                   -                   

134 480 188 (124) (124) (124) (124) (124) (124) (124)
(29) 409 94 (193) (209) (213) (216) (239) (243) (247)

9 (10) 22 (4) 7 20 (8) (6) 1 (2)
Figure 8.11: Source; Prosafe Annual Rapports & Own Forecasting
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but that it should revert back to its trend in the upcoming years (Prosafe(g)). With this in mind and 

given the current market conditions it therefore seems unlikely that Prosafe will distribute up to 

75% of net income to its shareholders any time soon. I therefore predict that Prosafe will continue 

with its now current payout policy of distributing 40% of its net profit to its shareholders increasing 

this by 10% every three years, providing a dividend yield ranging between 8-14%. 

8.3 Sensitivity Analysis of the Forecasting Section 
Reviewing the sensitivity of the forecasting assumptions is a discussion of both positive and 

negative changes that can occur in value drivers. This is done in order to familiarize the reader with 

the changing nature of forecasting, as the forecasting numbers themselves are static and fixed when 

first decided upon, whilst the market forces and value drivers change continuously. As the services 

and goods from oil and gas service companies are often the expenditures that get cut first when 

petroleum and other oil and gas companies tighten their budgets, small changes in several key 

variables can significantly change the outcome of the forecasting section. 

8.3.1 Sensitivity of Day-Rates 

As discussed earlier one of the main value drivers for 

the industry are the oil and gas prices. Consequently, 

a lower than expected oil and gas price 

will reduce the oil and gas companies’ inclination for 

added services and goods. The E&P spending 

outlook of the major companies in the industry is 

therefore closely linked to the performances of not 

only Prosafe, but also its peers and related industries. 

As a result, declining E&P spending will result in 

weaker order books, which leads to lower revenues. 

Figure 8.12 portrays 2016 as an example year to depict the EBITDA’s sensitivity to changing day-

rates, with USD 154’/day being the average day-rate estimate for 2016. 

8.3.2 Sensitivity of Utilization 

Another scenario that could influence Prosafe’s performance is varying utilization rates, which 

could be due to increasing yard/steaming time, reduced spending on high-tech vessels or 

over/undersupply of vessels in the market. Since Prosafe’s fleet will consist of fifteen vessels from 

2016, problems with one of the vessels would heavily impact total capacity and thus utilization 
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rates. There is also the possibility of some 

rigs/vessels (mostly the older ones that have not been 

refurbished in a couple of years) that might not be 

fully utilized if the market doesn’t come back (not 

necessarily scrapping, but cold stacked). Figure 8.13 

shows how a lower utilization rate in 2016 will 

impact the total EBITDA. The forecasted utilization 

rate for Prosafe this year is approximately 75% and 

the figure portrays how minor changes to the 

utilization rate will affect the incoming cash streams for Prosafe.  

8.3.3 Sensitivity of OPEX-rates 

As might be expected when dealing with a sensitivity 

analysis many of the factors have opposite effects. 

For example improved day-rates increases profits, 

whilst increased operational expenditures leads to 

worse margins. When looking into OPEX-rates or the 

cost side of the forecasting section, there are some 

elements that can cause changes to the determined 

estimate. For instance added regulatory decrees, 

which increases cost could make current and future 

operations unprofitable. On the flip side however, there can be a potential upside in reduction of 

operational expenditures. Prosafe boasts cost efficiency as one of its core focus areas and measured 

in terms of unit production cost, no other fleet in the industry delivers comparable cost and 

effectiveness (Prosafe Annual Report 2014). Furthermore, the delivery of the new vessels might 

also contribute in lowering the cost, as they are more technologically advanced and perhaps might 

have lower maintenance and repair costs than forecasted. As can be seen in figure 8.14 around USD 

41’/day is the estimate for Prosafe’s OPEX-rate in 2016, portraying how a decrease/increase in 

OPEX-rates affects the EBITDA in the year in question.  

8.3.4 Geographical risks 

Since Prosafe operates in several international markets, there is a geographical risk that can 

influence their overall performance. This holds especially true if Prosafe enters any of the emerging 
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markets in Africa, which offers probably the most upside potential in terms of growth, but also a 

downside risk in political instability. Likewise, Brazil also offers further upside potential as new 

oilfields are discovered frequently and new charters are regularly offered to foreign companies. 

However, the downside risks are the increased regulatory requirements and intensified competition 

in the region, which can impact and deteriorate the future growth opportunities. Given that two of 

the largest operating areas for Prosafe from a geographical standpoint are the North Sea and the 

Americas, which are both well-developed and mature markets the growth prospects are in these 

areas bleaker than what is the case for more developing economies as covered in section 5.3, but 

offer contrastingly more stability with regards to regulatory and political issues. However, these 

regions have an added risk given a larger exposure to bad weather, hurricanes and other natural 

disasters of which Prosafe’s fleet must facilitate. This means that the Prosafe’s semi-submersible 

accommodation vessels, which boast technological superiority and top of the line safety equipment, 

might not be compulsory in geographical areas that are less affected by bad weather. Accordingly, 

entering some of the new market with high growth prospects could be difficult for Prosafe has the 

product and price mix they try to offer might not be compatible to the need of the buyer in certain 

geographical regions that is less exposed to extreme weather.  

8.4 Debt Profile 
Prosafe is financed by secured bank debt and unsecured bond loans. As the main objective of this 

thesis is to assess Prosafe’s theoretical value, it is important for the sake of both the forecasting and 

valuation sections that we have an underlying understanding of the structure of the debt and how it 

will inevitably affect the value of Prosafe. The first thing to note is that the total debt level has 

increased significantly just these last few months due to the refinancing of their current loan 

facilities coupled with the investments costs to buy the four newbuilds as well as refurbishing their 

existing fleet. Prosafe financed these investments by taking on more debt, thus upholding their low 

cost of capital. This is in line with ‘Pecking Order Theory’ wherein it is discussed the preferred 

methods for companies to finance new investments and of which debt is always preferred to issuing 

new equity (Myers & Majluf, 1984). This means as mentioned earlier new equity issues as well as 

share buybacks are assumed to be zero in the forecast period, which can be seen in figure 8.11 

above. The payment method for the new vessels as well as the refurbishment of the old fleet is 

using credit facilities of respectively USD 1300m, in 2015 and USD 288m in 2016, with a balloon 

payment of USD 380m due immediately after the restructuring of their loan agreements. These loan 

contracts have been re-negotiated in the aftermath of the drop in oil price in late 2014 to ensure 
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favorable loan terms and solid financing throughout the forecasted period and there seems to be no 

refinancing needs in the foreseeable future as a result of this. Although Prosafe has always secured 

attractive financing, their current margins and covenants are impressive, especially given the 

current market environment (Pareto Securities AS(b), 2015) and undoubtedly result from Prosafe’s 

position in the market as financially 

solid company as was analyzed in the 

financial analysis section of this 

thesis. The findings from that section 

are also supported by Moody’s 

assessment of Prosafe’s risk profile, 

which further suggests Prosafe’s financial solidity (figure 8.15 (Moody's)).  

 

Figure 8.16 shows Prosafe’s outstanding bonds, credit and loan facilities. These credit 

facilities’/loan agreements in tandem with Prosafe’s outstanding bonds are what determine the 

interest expenses for Prosafe. The interest expenses, which can also be seen in figure 8.16 (Prosafe 

Annual Report 2014), have a fixed rate in addition to following the trends of the NIBOR2 

(Norwegian Central Bank) and LIBOR3 (Bank of England), which I assume to remain stable at their 

current levels throughout the forecasted period. I further assume that the credit facilities are paid in 

accordance with their loan agreements, whilst outstanding bonds are replaced with equal bonds in 

terms of value and structure when they mature. This is done in order for the capital structure to 

follow its historic trend as well as being in line with what could be portrayed as the industry 

average.  

 

                                                
2 Norwegian InterBank Offered Rate 
3 London Interbank Offered Rate 

Investments and financing assumptions
Outstanding debt

PRS07MNOK 500MNOK 500Feb 20163m Nibor3.50 % USDm 67.3 67.3 67.3 67.3 67.3 67.3 67.3 67.3 67.3
PRS08MNOK 500MNOK 500Feb 20173m Nibor3.75 % " 67.3 67.3 67.3 67.3 67.3 67.3 67.3 67.3 67.3
PRS09MNOK 500MNOK 500Jan 20203m Nibor3.75 % " 67.3 67.3 67.3 67.3 67.3 67.3 67.3 67.3 67.3
PRS10MNOK 700MNOK 700Oct 20183m Nibor2.95 % " 94.2 94.2 94.2 94.2 94.2 94.2 94.2 94.2 94.2
PRS11MNOK 700MNOK 700Sep 20193m Nibor3.10 % " 94.2 94.2 94.2 94.2 94.2 94.2 94.2 94.2 94.2

Credit Facility 1300MUSD LIBOR1.9% 0-5Y LIBOR2.15% 5-7Y " 1300 1200 1100 1000 900 800 700 600 500
Credit Facility 288MUSD 7Ymaturity LIBOR2.25% " 0 288 264 240 216 192 168 144 120

Withdrawal of Initial Balloon Payment from Total Debt " -380 -380 -380 -380 -380 -380 -380 -380 -380
Total debt " 1310.3 1498.3 1374.3 1250.3 1126.3 1002.3 878.3 754.3 630.3

Interest Payments 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E
PRS07MNOK 500MNOK 500Feb 20163m Nibor3.50 % USDm 3.4 3.4 3.4 3.4 3.4 3.4 3.4 3.4 3.4
PRS08MNOK 500MNOK 500Feb 20173m Nibor3.75 % " 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5
PRS09MNOK 500MNOK 500Jan 20203m Nibor3.75 % " 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5
PRS10MNOK 700MNOK 700Oct 20183m Nibor2.95 % " 4.2 4.2 4.2 4.2 4.2 4.2 4.2 4.2 4.2
PRS11MNOK 700MNOK 700Sep 20193m Nibor3.10 % " 4.3 4.3 4.3 4.3 4.3 4.3 4.3 4.3 4.3

Credit Facility 1300MUSD LIBOR1.9% 0-5Y LIBOR2.15% 5-7Y " 28.3 26.2 24.0 21.8 19.6 17.4 17.0 14.6 12.1
Credit Facility 288MUSD 7Ymaturity LIBOR2.25% " 0.0 7.3 6.7 6.1 5.5 4.9 4.2 3.6 3.0

Total Interest Paid " 47.3 52.4 49.6 46.8 44.0 41.3 40.2 37.2 34.1
Figure 8.16: Source; Prosafe Annual Rapports, Norwegian Central Bank, Bank of England & Own Forecasting

2020E 2021E 2022E 2023E2015E 2016E 2017E 2018E 2019E
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9. Cost of Capital  
Prosafe’s cost of capital should mirror the required rate of return owners and investors can expect 

from an alternative investment with similar risk exposure. This is because it is according to Brealey, 

Myers & Stewart (2014) natural to assume that all stockholders are risk averse and need to be 

compensated for bearing risk. To accommodate for this Prosafe’s cost of capital is calculated as a 

weighted average cost of capital (WACC) between equity and debt investors since both are present 

as stakeholders in the company. The WACC method presented below therefore accordingly 

incorporates the required rate of returns from the two different types of investors and serves as the 

estimation of Prosafe’s cost of capital (Brealey, Myers, & Allen, 2014).  

 
Given that valuations and estimations in share price are highly sensitive to changes in WACC, the 

parameters will be described, analyzed and scrutinized in the following sections. 

9.1 Capital Structure 
Prosafe states that their main objectives with regards to managing their capital structure is 

to safeguard the company’s ability to  continue as a going concern and provide returns for 

shareholders  (Prosafe Annual Report 2013). Consequently, Prosafe tries to find the optimal capital 

structure to reduce the cost of capital and state outright that they have the lowest cost of capital 

within the accommodation market (Prosafe Annual Report 2013). It is important to note that it is 

‘Net Interest-Bearing Debt’ and not ‘Total Debt’ and ‘Shareholder Equity’ and not ‘Total Equity’ 

that needs to be used when estimating the capital structure (Eq. 9.2) as well as when calculating the 

required return on debt and equity (Plenborg & Petersen, 2012).  

!". 9.2:!"#$%&!!"#$% = !ℎ!"#ℎ!"#$%!!"#$%&
!ℎ!"#ℎ!"#$%!!"#$%& + !!"#!!"#$%$&#!!"#$%&'!!"#$ 

The illustration of the historical capital 

structure and the forecasted belief of the 

future capital structure in figure 9.1 (Prosafe 

Annual Reports 2007-2014) provide the 

foundation for the estimation of the capital 

structure to be employed in cost of capital 

calculation. It is worth noting that the change 

from being to a larger extent equity financed to debt financed in 2015 is due to the large incoming 

credit facilities to accommodate the purchase of the new vessels. However, as the overall 



Thomas Scott Lie    
 

 57 

movements in capital structure has a fairly small variance from the average seen over the entire 

period (2007-2023) it seems appropriate that the average capital structure throughout the entire 

forecasting period could be applied to serve as the benchmark capital structure for the purposes of 

calculating Prosafe’s cost of capital. Consequently, the average ‘Equity Ratio’ of 52% arrived at 

using equation 9.2 and portrayed in figure 9.1 will be used.  

9.2 Debt Cost of Capital  
“The cost of debt is the rate of which the company can borrow long-term today and is composed of 

the risk free rate and a default spread, corrected for the tax benefits it gets for interest payments” 

(Damodaran, Debt and Value: Beyond Miller-Modigliani). Koller, Goedhart and Wessels (2005) 

using this premise propose two approaches of estimating the cost of debt capital to the firm. The 

first one handles the availability of long-term bonds outstanding. This is because as the yield to 

maturity of these outstanding bonds can be used to calculate the company’s pre-tax cost of debt. 

However, as Prosafe’s bonds are of relatively shorter maturities 1-5 years, they won’t adequately 

depict the long-term cash flows of Prosafe. The second approach put forth by Koller, Goedhart and 

Wessels (2005) is utilizing the company’s credit rating and associated default spread to estimate the 

cost of debt. The reasoning is that the credit rating gives an indication of how likely the firm is to 

default, and the associated default spread represents the lenders risk premium required to cover their 

exposure to default!risk. Peterson and Plenborg (2012) provide the following equation (Eq. 9.3) to 

explain how a company’s pre-tax cost of debt can be determined.!!

Eq. 9.3:!!! = !! + !! 
Bank of America Merrill Lynch estimated that US BB rated companies (Prosafe is rated BB) had 

default spread of 3.02% as of May 1st 2015 (Federal Reserve Bank of St. Louis) indicating a cost of 

debt estimate of 5.79% (!! + !! = !! = 2.77%+ 3.02% = 5.79%). However as this is an estimate 

for US companies and Prosafe is not a US company the approximation provided by Bank of 

America Merrill Lynch is not completely precise and might not depict the true cost of debt for 

Prosafe. Consequently, as I am unable to locate relevant and valid data for the two methods 

suggested by Koller, Goedhart and Wessels (2005), I will use the ‘Net Interest Rate’ (Eq. 9.4) paid 

by the company over the entire forecasted period as a proxy for the company’s cost of debt 

assuming that all fixed interest rates are swapped for a short-term variable interest rate. Even 

though this might not be the correct way of estimating the cost of debt (Damodaran, Debt and 

Value: Beyond Miller-Modigliani), it can serve as an indicator of Prosafe’s cost of debt (Brealey, 

Myers, & Allen, 2014). 



Thomas Scott Lie    
 

 58 

Eq. 9.4:!!"#!!"#$%$&#!!"#$ = ! !"#$%$&#!!"#$%&$&
!"#$%&#!!"#!!"#$%$&# − !"#$%&'!!"#$! 

 Figure 9.2 (Prosafe Annual Reports 2007-2014) portrays the net interest rate over the forecasted 

period and calculates that Prosafe’s pre-tax ‘cost of debt’ is 5,19%. This is slightly lower than the 

estimate provided by the Bank of America Merrill Lynch and should give a more objective 

indication, as it is company specific and not benchmarked to US companies, which might hold a 

higher premium than Norwegian listed companies given slightly higher country specific risks 

(Standard & Poors(b)). Subsequently, 5.19% is my estimate for Prosafe’s pre-tax cost of debt.!

9.2.1 Corporate Tax Rate  

Given that Prosafe has its headquarters in Larnaca, Cyprus it is for tax purposes applicable to use 

the prevailing tax rate that exist for corporates there. According to KPMG, the corporate tax in 

Cyprus is 12,5%, up from 10% in 2012 (KPMG, 2015). Accordingly, for the purposes of both 

forecasting estimations and WACC calculations a tax rate of 12,5% will be implemented. An 

argument that this tax rate should remain stable for WACC calculations and discounting purposes 

over the forecasted period is that government legislation is what is needed to change the corporate 

tax rate. With this being done as recently in 2012, it can be natural to assume that the tax rate 

should remain stable throughout the forecasted period since governments tend not to change tax 

rates too frequently to ensure stability in the economy. 

9.3 Equity Cost of Capital  
For the approximation of the required rate of return of equity, the Capital Asset Pricing Model 

(CAPM) as put forth by (Sharpe, 1964) and (Lintner, 1965) is applied. The model they present has 

numerous underlying assumptions that are highly critiqued. These assumptions include, but are not 

limited too the fact that the model for instance does not incorporate inflation and that the model 

assumes equal borrowing and lending rates which is highly unlikely (Brealey, Myers, & Allen, 

2014). Despite the criticism the method and model meet by certain economists, it is un-doubtfully 

the most commonly preferred model to estimate the relationship between return and risk due it’s 

simplicity and ability to capture almost all relevant elements (Brealey, Myers, & Allen, 2014). 

Furthermore, Bruner (2004) argues that the CAPM model by embodying the risk-return logic, 

2007 2008 2009 2010 2011 2012 2013 2014 2015
Net Interest Rate % 4.94 % 5.73 % 5.71 % 6.27 % 6.67 % 6.02 % 5.04 % 5.43 % 4.96 %

2016 2017 2018 2019 2020 2021 2022 2023 Average
Net Interest Rate % 4.09 % 3.81 % 3.97 % 4.23 % 4.53 % 5.07 % 5.53 % 6.22 % 5.19 %

Debt Cost of Caital

Figure 9.2: Source; Prosafe Annual Rapports & Own Forecasting
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which is central to most investment decision-making, makes this method essential in the estimation 

of equity cost of capital. I will however make an amendment to the original model by further 

including if applicable a liquidity premium to the company’s stock as suggested by Plenborg & 

Petersen (2012), the reasons for which will be further elaborated upon in section 9.3.4. Given the 

aforementioned argumentation, I would like to define the following security market line (Eq. 9.5) in 

order to estimate the equity cost of capital (Plenborg & Petersen, 2012). 
Eq. 9.5:!!"#$%&!!"!!"#$%& = !"#$!!"##!!"#$ + !"#$!"#$%&' !×! !"#$%&!!"#$!!"#$%&$ + !"#$"%"&'!!"#$%&$!"#$%&' 

Where the risk-free interest rate and the liquidity premium are added to the systematic risk of equity 

(Beta), which is multiplied by the market risk premium (‘Return on market’ – ‘Risk-free interest 

rate’). Each of these components will be further analyzed in the following sections. 

9.3.1 Risk-free interest rate  

The risk-free interest rate indicates the rate of return an investor can get without incurring any risk 

(Hull, 2012). However there are two definition issues I need to resolve before approximating the 

risk-free rate. The first issue encompasses whether T-bills or long-term government bonds serve as 

the better indicator of the risk-free rate of the company. Brealey, Myers & Allen (2014) argue that 

T-bills are the best indicator of a risk-free rate, as they almost have zero percent chance of 

defaulting. However, as the T-bills is a very short-term liquidity instrument, and in that sense does 

not reflect the long-term financing choices of a typical corporation, it may not serve as the most 

accurate long-term benchmark for the risk-free rate. Plenborg & Peterson (2012) argues that to 

model the long-term financing choices of the firm, one should ideally look for bonds with equal 

maturity as the financing in question. However, as this is exceedingly difficult to do accurately, it 

would be a second best option to use the longest maturity government bonds available in the 

market, since I am trying to model the long-term financing decisions of Prosafe. 

 

The second issue deals with what country’s T-bills or bonds one should use to estimate the risk-free 

rate. In the academic community it is held that if capital markets are completely integrated and fully 

internationalized it does not matter what T-bills or bonds one should use (Brealey, Myers, & Allen, 

2014). However, as capital markets is not believed to be perfectly integrated (Bekaert & Harvey, 

1995), I believe that the Norwegian Central Bank will provide the best estimate of Prosafe’s risk-

free rate, as this is the country in which Prosafe is listed and has it largest market exposure.  
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To adequately capture the time variations of the risk-

free rate and understand the cyclicality as well as the 

prevailing trends of historically low interest rates in 

the Norwegian market, a 5-year average and not a 10-

year average of the 10-year government bonds is 

used to benchmark the risk-free rate in this thesis. As 

figure 9.3 (Norwegian Central Bank) shows, the 5-

year average of 10-year Norwegian Central Bank 

Treasury Bonds is 2.77%, which will be used as the 

risk-free rate estimate for the purposes of thesis.  

9.3.2 Beta  

Beta quantifies the risk/return relationship for a stock. This means that the higher systematic risk 

(Beta) there is in a company, the larger returns investors demand in compensation for an investment 

in that company (Hull, 2012). Consequently, no implied risk (Beta=0) corresponds to a risk-free 

return investment, whilst a beta of 1 would signify an investment that mirrors the market portfolio. 

Given the instability of Beta values due to variations over time, coupled with uncertainty in the 

statistical patterns that exists, there is no benchmark time frame or method to solve the systematic 

risk in the company. Consequently, I must accept some potential problematical issues with the way 

I choose to solve the problem at hand as any method will have shortcomings. However, a popular 

method of estimating the Beta of a company is regressing it toward the market it operates (Brealey, 

Myers, & Allen, 2014). Accordingly, I will therefore approximate Prosafe’s Beta based on the 

historical returns between the Oslo Stock Exchange Index (OSEBX) and Prosafe as this should 

serve as a fairly decent indicator of what Prosafe’s Beta might look like in the future. The reason I 

have used the OSEBX as a proxy for the market portfolio is because it should represent the most 

accurate benchmark of the entire market compared to a specific index. This is due to the fact that 

the OSEBX is an oil, gas and offshore heavy stock exchange, all sectors/segments Prosafe can be 

defined to operate in. Consequently, the OSEBX should have the relevant structure to provide an 

accurate estimate of Prosafe’s Beta.  

3-year 5-year 10-year
2014 1.52 % 1.82 % 2.52 %
2013 1.63 % 1.93 % 2.58 %
2012 1.44 % 1.59 % 2.10 %
2011 2.24 % 2.56 % 3.12 %
2010 2.46 % 2.83 % 3.52 %
2009 2.71 % 3.33 % 4.00 %
2008 4.53 % 4.43 % 4.47 %
2007 4.79 % 4.77 % 4.78 %
2006 3.74 % 3.90 % 4.07 %
2005 2.90 % 3.27 % 3.74 %
2004 2.95 % 3.61 % 4.36 %

Last 5-year Average 1.86 % 2.15 % 2.77 %
Last 10-year Average 2.73 % 3.09 % 3.57 %

Norwegian Central Banks Treasury Bonds
Risk Free Interest Rate

Figure 9.3: Source; Norwegian Central Bank
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Figure 9.4 (Oslo Stock Exchange(e)) presents the findings of the regression between the OSEBX 

and Prosafe in the period March 2013- March 2015 (2 year period). This time period is chosen to 

more appropriately reflect the current state of the company, while simultaneously showing some 

variations over time. The regression produces a raw beta value of 1.882. Calculating the standard 

deviations and correlations of Prosafe and OSEBX and applying the beta formula can also produce 

this estimate (Eq. 9.6) (Hull, 2012). 

Eq. 9.6:!!"#!!"#$%&' =
! !"#$%&',!"#$% ×!!!"#$%&' !×!!!"#$%

!!"#$%! = !0.527!×!0.099!×!0.0280.028! ≈ 1.882 

However, operating with a raw beta can be a potential pitfall as it only encompasses historical data 

(Blume, 1971) and “in principle we are interested in the future beta of the company’s stock” 

(Brealey, Myers, & Allen, 2014). Blume (1971) examines the stationarity of the Beta coefficient 

and offers suggestions for how to improve the coefficient to better indicate the future state than an 

unadjusted raw historical beta would. Blume further postulates that the true Beta coefficient will 

regress toward the mean Beta of 1 in the long-term and for a more accurate estimation of the 

company’s future Beta this needs to be facilitated for in some way (Blume, 1975). This can be 

further supported by the findings portrayed in Appendix 7 where a regression for the entire period 

Prosafe has been listed on the Oslo Stock Exchange was run and shows a Beta value of 

approximately 1. A risk profile over such a long time period might not be representative of 

Prosafe’s current or future outlook, but it nevertheless offers some signs that over time Prosafe’s 

Beta lies around the market average. Due to the aforementioned argumentation I therefore 

implement Bloomberg’s adjusted Beta theory (Eq. 9.7) as it tries to facilitate a better indication of 

the security’s future Beta by incorporating the believed long-term movements of Beta. The theory 
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subsequently also follows Blume’s (1971 & 1975) hypothesis that a security’s true beta will move 

towards the market average over time. Bloomberg adjusted Beta estimation facilitates this 

hypothesis by adding one standard deviation from the mean (67%) to the raw data and 33% to the 

market Beta of 1 (Bloomberg(k), 2015). 

Eq. 9.7:!!"#$%&'"!!"#$%&' = !
2
3 !×!1.882+ !

1
3×!1 = 1.588 

Consequently, for the purposes of calculating the equity cost of capital through CAPM a Beta of 

1.588 is implemented.  

9.3.3 Market Risk Premium 

The market risk premium is the return of a portfolio over the risk free rate required by an investor 

(Brealey, Myers, & Allen, 2014). As with stocks’ expected returns, the market risk premium 

is unobservable and it is difficult to determine an exact value. According to Koller, Goedhart & 

Wessels (2005) there is no single model estimating the market risk premium that has widespread 

recognition, but further argues that historical returns and surveys are two common methods for 

estimating the market risk premium. This thesis will therefore base the approximation of the market 

risk premium based on findings from these two methods. Since Prosafe is listed on the OSEBX, the 

Norwegian market is the preferred market in which to estimate the market risk premium. I have 

therefore collected the findings of research conducted by PWC Norway, NYU Stern Business 

School and IESE Business School has done on the Norwegian market risk premium. PWC’s 

research has combined both historical returns and surveys of both major and minor market 

participants and can thus serve as an appropriate indicator of the market risk premium in Norway. 

PWC Norway found over the course of its research that the average market risk premium value has 

actually remained unchanged from 2011-2014 at 5% with a median market risk premium portraying 

a slightly higher estimate at 5.6% (PWC, 2013-2014). NYU Stern Business School has researched 

extensively almost all existing stock markets including Norway and found a slightly higher estimate 

of the market risk premium at 5.75% (NYU Stern Business School(a), 2015). IESE Business School 

research paper on the other hand has a different approach than the two other papers as it asks for the 

required and not expected market risk premium and found that the applicable market risk premium 

for Norway should be 5.8% (Fernandez, Linares, & Acin, 2014). The findings from these researches 

are reinforced by the arguments set forth by Koller, Goedhart & Wessels (2005), who argues that 

average market risk premiums should lie between 4.5-5.5 percent and those by Brealey, Myers and 

Allen (2014) that approximates the market risk premiums lie in the region of 7%. Accordingly, 
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since the market risk premium should lay in the region between the middle region of 4% to the 

highest theoretical estimate of 7% it seems to hold true that there is no specific answer to this 

question and that the market risk premium will most likely vary over time. However, using the 

specific market research on the Oslo Stock Exchange and prevailing theory I will incorporate as my 

estimate a market risk premium of 5.7%. This is because 5.7% serves as a middle value between 

PWC research of 5.6%, NYU Stern Business School estimate of 5.75% and that of IESE Business 

School at 5.8%, while at the same time being in the range of the prevailing theoretical estimations.   

9.3.4 Liquidity Risk Premium  

As stated previously, Prosafe is a highly traded stock on the Oslo Stock Exchange (one of the 30th 

most traded stocks in 2014). This signifies that the stock is liquid, but only to a certain point, as any 

major bulk sale will have a major impact on the stock price and it should therefore be added as a 

premium to the cost of equity. This argument coupled with the findings set forth by Plenborg & 

Peterson (2012) that companies’ with different market capitalization should have a liquidity 

premium attached to their stock. This liquidity premium argument is further supported by the same 

survey that PWC did for the market risk premium discussed in the preceding section. In this survey 

major market participants are asked whether or not a liquidity premium should be added for firms in 

varying sizes, in which 83% of the respondents answered ‘yes’ (PWC, 2013-2014). Figure 9.5 gives 

an overview of what liquidity premiums Plenborg & Peterson (2012) and PWC (2013-2014) believe 

should be applied to companies of varying sizes. Assessing the current market capitalization of 

Prosafe (5,875 MNOK as of April 20th 2015 according to the Oslo Stock Exchange), coupled with 

historic and forecasted numbers as well as the arguments presented above a liquidity premium of 

0,5% is added to the cost of equity. The liquidity premium of 0,5% is given due to Prosafe’s market 

capitalization is located within 

the boundaries set forth by 

Plenborg & Peterson (2012) and 

just outside the boundaries 

suggested by PWC (2013).  

9.3.5 Conclusion on Equity Cost of Capital  

In conclusion we can see that the estimated equity cost of capital for Prosafe is 12.32% (Eq. 9.8). 
Eq. 9.8:!!"#$%&!!"!!"#$%& = !! + !!!"#$%&'×!!"# + !"#$"%"&'!!"#$%&$!"#$%&' = 2.77% + 1.588!×!5.7% + 0.5% = 12.32% 

As shown in the formula above this number is calculated using the CAPM formula and is based on 

estimations, assumptions and surveys that incorporate historical and forward looking information, 

Market Capitilization Liquidity Premium Market Capitilization Liquidity Premium
MNOK 0-50 4-6% MNOK 0-100 4-5%

MNOK 50-250 2-4% MNOK 100-500 3-4%
MNOK 250-500 2-3% MNOK 500-1,000 2-3%

MNOK 500-3,500 1-2% MNOK 1,000-2,000 1-2%
MNOK 3,500-7,500 0-1% MNOK 2,000-5,000 0-1%

MNOK >7,500 0 % MNOK >5,000 0 %

Petersen & Plenborg PWC Survey

Figure 9.5: Source; Plenborg & Peterson (2012) & PWC MRP Research (2013)
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based on the forecasting done in section 8. It also includes theories and surveys by economists and 

respected financial institutions as presented in the previous sections. 

9.4 Weighted Average Cost of Capital (WACC)  
Having determined the input factors, we can estimate the WACC of Prosafe using equation 9.1, 

which was presented earlier. The calculated WACC is firm specific and unchanging, implicitly 

assuming that the future operational risk and capital structure of the company matches these values 

(Brealey, Myers, & Allen, 2014). Equation 9.9 shows the results of the calculations. 

!". 9.9:!!"## = 0.48!×!5.19%!× 1− 12.5% + 0.52!×!12.32% = 8.6% 

The calculations and estimations completed in the previous sections thus yields a WACC of 8.6%, 

which will be applied to the various valuation models in the following sections. The WACC 

estimate seems sensible and realistic given not only Prosafe’s own opinion regarding their WACC 

varying around 8% (Prosafe Annual Report 2014), but also Bloomberg’s estimate of 8.9% 

(Bloomberg(a), 2015). If we additionally keep in mind that Prosafe argues having the lowest cost of 

capital in the semi-submersible accommodation market(Prosafe Annual Report 2013), it is natural 

to assume that they have a lower average cost of capital compared to the rest of the oil and gas 

service industry at 9.5% (NYU Stern Business School(b), 2015).  

10. Valuation  
In theory it is proven that different valuation methods such as the ‘The Discounted Cash Flow 

Model’, ‘The Economic Value Added Model, ‘ The Dividend Discount Model’ and ‘The Equity 

Approach’ under certain stringent conditions and in well functioning, perfect capital markets should 

match each other (Plenborg & Petersen, 2012). If this hypothesis holds true certain theorists argue 

that the valuation approach applied makes no difference given that final value will be the same 

(Møller, 2005). In practice however it is true more often than not that the different valuation 

approaches and the real world application of these might not always match up, due to a variety of 

reasons among which could be that the markets might not be perfectly efficient (one of the initial 

assumptions in this thesis), rounding errors, as well as other variations that can arise due to the 

accounting biases that might occur in the different approaches (Brealey, Myers, & Allen, 2014). 

Bending these assumptions can still produce the same value, but it might require adaptations, which 

might not always coincide with the actual argumentation or numbers presented in the preceding 

analysis’. Making these valuation approaches match perfectly to each other, might therefore not be 
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worth the analyst’s time, since searching for the small variations in the estimates doesn’t provide 

any fruitful conclusion on the actual value of the company (Bruner, 2004). It is much more 

worthwhile to see how the different approaches yield results close to each other when applied 

appropriately and discuss why there are differences and the strength and weaknesses of the different 

valuation methods. Consequently using them as complements instead of substitutes, a much more 

precise value of Prosafe can be depicted. Below each valuation approach will be discussed and 

evaluated before a final conclusion is made. However, before we look into the specific valuations 

approaches applied in this thesis two more variables should be discussed. These two variables is the 

exchange rate between USD and NOK and the terminal growth rate applied in the various valuation 

approaches.  

10.1. Exchange Rate 
As Prosafe operates with US dollars as their accounting 

currency with regards to all income, cash flow and 

balance sheet statements while their market 

capitalization and stock price is represented in the 

Norwegian Krone it is worth mentioning the 

movements of the exchange rate as it can affect the 

portrayed share price. Figure 10.1 (Oslo Stock 

Exchange(g)) depicts the movement between the US Dollar and the NOK over the last year and as 

we can see the NOK has weakened compared to the US dollar over this period. This exchange rate 

movement favors Prosafe as their stock price is increased with an increase in the US dollar in terms 

of the NOK. It is however outside the scope of the thesis to discuss to what extent exchange rate 

movements impact the true value of the firm, but it is worth to note that major changes in the 

exchange rate can have effect on the overall value as it is presented in one currency (US Dollar) and 

valued in another (Norwegian Krone).  

10.2 Terminal Growth Rate 
Prosafe’s cost of capital was covered extensively in the previous section, but another important 

variable determining the share price is the terminal growth rate. This is due to that valuation models 

are often built upon rough estimates, which are usually very sensitive to relatively small changes in 

the determinants, especially the denominator variables. When this is coupled together with the fact 

that most of the value from many of these models arises from the terminal value (the term that 
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incorporates the terminal growth rate) some issues occurs to the validity and reliability of the 

valuation models (Møller, 2005). Bruner (2004) argues that the intuitive answer why terminal value 

is such a big portion of the total value of the firm is because it encompasses the capitalization of the 

long-term growth prospects of the firm. Damodaran takes this further arguing that the terminal 

value will always be a large proportion of the total value as it is a reflection of the reality that the 

bulk of returns from holding a stock for a finite period comes from price appreciation (Damodaran, 

NYU Stern Business School). As such, there are two classic approaches to estimate the constant 

growth of a company (Bruner, 2004). The first is the self-sustainable growth rate formula, which 

has some inherent issues for this thesis as the method as can be seen in equation 10.1 provides a 

estimate that is not feasible over time.  

!". 10.1:!!"#$%ℎ! = !"#!×! 1− !"#"$%&$!!"#$%&!!"#$% = 12.7%!×! 1− 60% ≈ 5% 

This is because it is greater than the nominal growth rate of the economy of approximately 2.5% 

(OECD, 2014), which means that at some point it will take over the whole economy. Bruner (2004) 

argues that this approach almost always estimates a theoretical terminal growth rate that is much 

higher than the actual terminal growth rate of the company as many biases can arise, since the ROE 

estimate is susceptible to a wide variety of accounting practices. The second approach assumes a 

nominal growth rate of a business is the product of real growth and inflation (Eq.10.2).  

!". 10.2:!!"#$%ℎ!"#$%&'! ≈ !!"#$%ℎ!"#$%&##! + !!"#$%ℎ!"#$%&'("!  

As covered more in-depth in the forecasting section, I believe that the short-term growth of Prosafe 

will follow the same trend as the overall economy. However, as the value drivers which has been 

discussed extensively over the course of this thesis it seems natural that Prosafe and its industry will 

meet some tougher growth prospects in the long-term even with a minor resurgence in the oil price 

as indicated in figure 5.3. This is due to factors such as oversupply of semi-submersible 

accommodation vessels, signaled lower investment tendencies from the oil and gas sector as well as 

the markets Prosafe has it biggest exposure towards (figure 5.9) has had downward trends in the 

production of fossil fuels over the last few years. Following the same growth development as the 

overall market indefinitely therefore seems unlikely for Prosafe and its industry. Damodaran further 

argues that firms paying high dividends, exhibiting medium risk and earning a ROC close to the 

WACC all of which Prosafe does, should be classified as a low growth company (Damodaran, 

NYU Stern Business School). To facilitate for this, the terminal growth of Prosafe should be lower 

than that of the overall economy (2.5%) in the terminal state and is estimated to be 1% given the 

current market outlooks as covered in the previous sections.  
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10.3 The Discounted Cash Flow Model  
One of the most prevalent ways of valuing a company is ‘The Discounted Cash Flow Model’ (DCF-

model). It is widely recognized and used in the financial community and the model has its strengths 

in that it is not based on historical accounting value (Bruner, 2004). Thus, by being forward looking 

and focusing on cash flows and not profits the model reflects the investment inflows and outflows. 

Consequently, the model encompasses the time value of money issues and illustrates the future 

outlook of the firm (Bruner, 2004). However, one of the noteworthy criticisms that DCF-model 

encounters is that it is static and highly deterministic. Furthermore, it is a complex model in that 

minor details might get in the way of the larger insights of the company and as it is solely based on 

the free cash flows, which offers no insight to the value of the company on a stand alone basis or 

why differences arise compared to the prevailing book values (Plenborg & Petersen, 2012). This 

can be further supported the fact that a longer and more complex budget analysis does not offer less 

uncertainty in the DCF-model but contrastingly only increases the amount of factors that might 

effect the value of the company (Møller, 2005). These issues are not further remedied by the fact 

that most of the value in a DCF-model is driven by the terminal value as was discussed more in the 

section above.  

 

Nevertheless, as the DCF model is one of the most widely used valuation methods it would be 

remiss not to value Prosafe using this method. Keeping in mind the DCF-model’s limitations and 

weaknesses it allows us to comprehend and extract where the true strength of the valuation lies, 

which is in the company’s future potential for positive cash flows.  For the purposes of this thesis 

the cash flows are split in to two periods, the forecast period and the terminal period, which can be 

expressed by the following equation (Eq. 10.3) (Plenborg & Petersen, 2012). 

Eq. 10.3:!!"#$%&%'($!!"#$%! =
!"!!!

(1+!"##)!
!

!!!
+ ! !"!!!!!
(!"## − !"#$%ℎ) !× !

1
(1+!"##)! 

The estimated cash flows are as seen above are discounted by the WACC and the ‘Gordon’s 

Growth Formula’ is applied to the terminal value calculation. Gordon’s Growth Formula 

assumes that the terminal value represents all future cash flows and can therefore be seen as an 

infinite annuity as the cash flows have reached a steady state (Brealey, Myers, & Allen, 2014). A 

relevant conjecture to be discussed in the current setup of this equation is the assumption that all 

cash flows occurs at the end of the year and then discounted by the WACC. To accommodate for a 

more realistic approach, I therefore apply (1+WACC)1/2 to the enterprise value since we then 
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calculate the cash flow as being recognized in the middle of the year instead. Afterwards the ‘Net 

Interest-Bearing Debt’ is subtracted from the Enterprise Value (Eq. 10.4) at the moment of 

valuation (May 1st 2015) for the purpose of establishing the market value of equity.  

Eq. 10.4:!!"#$%&!!"#$%!!"!!"#!"#! = !!"#$%&%'($!!"#$%! − !!"#!!"#$%$&#!!"#$%&'!!"#$! 

Dividing the market value of equity by the existing number of outstanding shares gives us the 

theoretical share price in US dollars as all income, cash flow and balance sheet statements are 

presented in US dollars. The share price is therefore converted into Norwegian Kroner’s at the 

prevailing interest rate on May 1st 2015 (Oslo Stock Exchange(g)) as seen in ‘Equation 10.5’. 

!". 10.5:!!"#$%&!!"#$%!!"!!"#$%&!#!!"!!ℎ!"#$!!"#$#%&'(&) !!× !
!"#
!"# = !"#$%&'!!ℎ!"#!!"#$% 

Figure 10.2 shows how the forecasting period and terminal period are calculated and the applied 

approach produces a theoretical share price of 28.42NOK for Prosafe. This signifies a potential 

upside of roughly 6%, as the share price of Prosafe was NOK 26.8 May 1st 2015 (Oslo Stock 

Exchange(e)). The findings in the DCF-model therefore suggest to us that Prosafe’s share is 

undervalued in the market. However as approximately 75% of the estimated value of the firm is 

driven by the terminal value a change in any of the variables will greatly impact the value of the 

company. This issue will however be covered in the sensitivity and scenario analysis wherein the 

effect of changes in any of the assumptions is dealt with more comprehensively.  

10.4 Economic Value Added Model  
Another well established and recognized valuation approach is the ‘Economic Value Added Model’ 

(EVA-model). The theoretical approach to the EVA-model is very contrasting to the DCF-model as 

the bulk of the value is driven by the invested capital and not the terminal value and presents a 

completely different aspect of the company’s development (Møller, 2005). The EVA-models 

primary property is therefore determining whether or not the company is creating or destroying 

Terminal Value
Current Year

2015* 2016 2017 2018 2019 2020 2021 2022 2023
Free Cash Flow to Firm (FCFF) USDm -279.3 -71.4 189.3 215.8 232.9 208.6 233.3 243.3 245.2

WACC % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 %
Discount Factor # 0.95 0.85 0.78 0.72 0.66 0.61 0.56 0.52 0.52

Present Value FCFF USDm -264.2 -60.6 147.8 155.1 154.2 127.1 130.9 125.7 1666.9
Steady State Growth Rate % 1.00 %

Value Forecast period USDm 516.03
Value Terminal Period " 1666.93

Estimated Enterprise Value 01/05/2015 " 2182.96
Enterprise Value Adjusted for revenue occur Medio " 2094.71

Net Interest Bearing Debt 1/05/2015 " 1198.13

Expected Market Value of Equity 01/05/2015 " 896.58
Shares Outstanding 01/05/2015 m 235.97

Share Price 01/05/2015 USD 3.80
NOK/USD Exchange Rate 01/05/2015 NOK/USD 7.48

Prosafe Share Price 01/05/2015 NOK 28.42    

* Cash Flow and discount factor in 2015 is adjusted to start May 1st

Discounted Cash Flow (DCF) Model Short Term Long Term

Figure 10.2:  Source; Own Creation

Forecast Period
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value for its stockholders over a given period. Its weakness is however that it gives no indication 

about the company’s liquidity, which is the DCF-models main attribute. Consequently, we can see 

how these fundamentally different approaches to valuation that should in theoretical setting match 

each other are driven by very different variables. EVA is calculated as can be seen in the equation 

below (Eq. 10.6) and as the residual income measure is a better indicator of the actual company 

performance it serves as a valuable complement to the liquidity evidence the DCF-model provides 

(Plenborg & Petersen, 2012).  

!". 10.6:!!"# = !"#$%&!!"#$%&! !"#$%! − !!"#$!!"!!"#$%"&! !"## !×!!"#$%&$'!!"#$%"&!!! 

However, as with any valuation method it has its shortcomings and weakness in that much of the 

value of EVA value can be manipulated through accounting practices (Brealey, Myers, & Allen, 

2014). Since accounting practices can allow for many different approaches to both NOPAT and 

Invested Capital estimations, I have applied the EVA method as presented by Peterson & Plenborg 

(2012) to ensure a as direct and correct approach to the various elements the EVA model 

incorporates. The following estimation of the Enterprise Value is therefore applied (Eq. 10.7), 

where the invested capital is seen as the ‘Shareholder Equity’ plus ‘Net Interest-Bearing Debt’ at 

the time of valuation (May 1st 2015) (Plenborg & Petersen, 2012). 

!". 10.7:!!"#$%&%'($!!"#$%! = !"#$%&$'!!"#$%"&! +
!"#!

(1 +!"##)!
!

!!!
+ ! !"#!!!
(!"## − !"#$%ℎ) !× !

1
(1 +!"##)! 

As with the DCF-model both Eq.10.4 and Eq. 10.5 in addition to revenue adjustor are applied to 

reach the final theoretical share price of 28.92NOK as can be seen in figure 10.3 below. The stock 

value of Prosafe arrived at through the EVA-model is however slightly different then what was 

concluded by the DCF method (0.5NOK higher). As I stated earlier the DCF- and EVA model 

should arrive at the same value when certain stringent conditions are met. Given that these 

conditions as explained previously rarely match up in ‘the real world’ it is more significant trying to 

discuss why the differences arise instead of concluding that one of the models is incorrect or 

bending the assumptions in order for the two methods to coincide.  

 

Firstly, it is worth noting that Prosafe is destroying shareholder value in the initial years of the 

forecasting period, while the last years as well as the terminal period shows value creation for the 

shareholders once again. Furthermore, as discussed in the previous section we saw that roughly 

75% of the value arising from the DCF-model is generated through the terminal value, which is 

highly sensitive to changes in the underlying variables. However, much of the same holds true for 
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the EVA model, where approximately 95% of the value of equity is explained by the already 

invested capital and we see that bulk of the value is driven by a single element in both models. 

Møller (2005) further discusses that the terminal value’s lessened impact on the overall value can 

give a false sense of security of the EVA-model, since the invested capital is still dependent of the 

company’s future outlooks. Nevertheless, as with the DCF-method the EVA model estimates a 

share value that is higher than the market further indicating that the share price per May 1st 2015 is 

undervalued. The EVA-model estimates that share price is undervalued by approximately 8%. 

10.5 The Dividend Discount Model and the Equity Value Approach  
Two additional valuation approaches that should match the ‘DCF-model’ and ‘EVA-model’ in 

values are the ‘Dividend Discount Model’ and the ‘Equity Value Approach’. As with the preceding 

valuation methods they are determined through the forecasted budget but use a different discount 

rate than the previous valuation models in that it applies the required return on equity instead of 

WACC (Plenborg & Petersen, 2012). This is due to the fact that these two models only try to value 

the equity of the company and not the enterprise as a whole. According to Bruner (2004) one of the 

many potential pitfalls investors/valuators encounters in using the various valuation approaches is 

distinguishing when one values ‘equity’ and when one values ‘the enterprise’ as a whole. The 

shortcomings these valuation methods incorporate are part of the reason why they are used less 

frequently than the DCF- and EVA-model, but they do nevertheless offer some insights that the 

other models cannot. For example, the ‘Dividend Discount Model’ relies on very few assumptions 

making it an easy valuation method to use, but these assumptions are often more cumbersome to 

generate as they are rarely stable or easy to forecast. Furthermore, the ‘Dividend Discount Model’ 

offers only proof that value is being created within the firm, but offers no understanding where the 

Terminal Value

Current Year
2015* 2016 2017 2018 2019 2020 2021 2022 2023

NOPAT USDm 156.9 173.6 170.3 177.5 184.7 192.0 197.8 205.5 207.1
Invested Capital (Equity + Net Interest Bearing Debt) " 2110.5 2355.5 2336.5 2298.1 2249.9 2233.3 2197.9 2160.1 2121.9

WACC % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 % 8.60 %
Cost of Capital USDm 181.6 202.7 201.0 197.7 193.6 192.2 189.1 185.9 182.6

EVA " -24.7 -29.1 -30.7 -20.3 -8.9 -0.1 8.7 19.6 24.5
Discount Factor # 0.95 0.85 0.78 0.72 0.66 0.61 0.56 0.52 0.52

Present Value EVA USDm -23.4 -24.7 -24.0 -14.6 -5.9 -0.1 4.9 10.1 166.5
Steady State Growth Rate % 1.00 %

Invested Capital (Equity + Net Interest Bearing Debt) USDm 2110.47
Value Forecast period " -77.50
Value Terminal Period " 166.46

Estimated Enterprise Value 01/05/2015 " 2199.43
Enterprise Value Adjusted for revenue occur Medio " 2110.51

Net Interest Bearing Debt 1/05/2015 " 1198.13

Expected Market Value of Equity 01/05/2015 " 912.38
Shares Outstanding 01/05/2015 m 235.97

Share Price 01/05/2015 USD 3.87
NOK/USD Exchange Rate 01/05/2015 NOK/USD 7.48

Prosafe Share Price 01/05/2015 NOK 28.92

*NOPAT, Invested Capital and discount factor in 2015 is adjusted to start May 1st

Forecast Period

Long TermShort TermEconomic Value Added (EVA) Model

Figure 10.3:  Source; Own Creation
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value is created. Consequently the only real value ‘dividends’ gives to the market is the signaling 

effect of whether it is going good with the company or not (Plenborg & Petersen, 2012). In the case 

of Prosafe, which have announced a decrease in dividends correspondingly hints that the firm is not 

doing as well as expected which ‘signals’ investors to sell shares, which ultimately leads to a share 

price decrease. This could be the reason why the ‘Dividend Discount Model’ offers the lowest 

estimate of Prosafe share price of these valuation methods as can be seen below. The ‘Equity 

Valuation Approach’ can be seen as the first step of the DCF-model as it merely excludes valuing 

the entire enterprise, which consists of ‘Equity’ and ‘Net Interest-Bearing Debt’ and only values the 

equity and its corresponding cash flows. The two discounted cash flow approaches (DCF and 

Equity Approach) both assume that all cash surpluses are paid out as dividends or reinvested in 

projects with net present values of zero. According to Peterson & Plenborg (2012) this assumption 

is realistic as it is fair to argue that in the long-term the management either buys back shares or pays 

them out as dividends thus earning the required return on capital.  

 

Equation 10.8 (Dividend Discount Model) and equation 10.9 (Equity Value Approach Model) show 

the setup of how to arrive at the equity value using these valuation approaches and figure 10.4 and 

figure 10.5 shows the results of the equations. 

!". 10.8:!!"#$%&!!"#$%!!"!!"#$%&! =
!"#"$%!"!
(1 + !!)!

!

!!!
+ ! !"#"$%&$!!!(!! − !"#$%ℎ)

!× ! 1
(1 + !!)!

 

!". 10.9:!!"#$%&!!"#$%!!"!!"#$%&! =
!"##!!"#ℎ!!"#$!!"!!"#$%&!

(1 + !!)!
!

!!!
+ !!"##!!"#ℎ!!"#$!!"!!"#$%&!!!!(!! − !"#$%ℎ)

!× ! 1
(1 + !!)!

 

As we can see they do not match perfectly with each other, the DCF- or the EVA model of which 

the reasons can be numerous as explained earlier. Moreover, these two approaches indicate a closer 

estimate to Prosafe’s share price compared to the DCF- and EVA-model, which both indicated an 

undervaluation of Prosafe’s stock. The ‘Equity Valuation Approach’ estimates a price of 27.12NOK 

indicating a premium of 1.2% compared to the prevailing market price (26.8NOK), whilst the 

‘Dividend Discount Model’ indicates that the share is fairly priced with an estimation of 

26.78NOK. Nevertheless we can see that the spectrum of values provided is small, which is good, 

as they in theory should match each other perfectly. Moreover, part of the strength of these 

valuations models is that the split between the value that arises from the forecasted and terminal are 

more equal in magnitude compared to the ‘DCF-model’, meaning that these valuation methods are 

less sensitivity to major changes in the discount and growth components. These differences will be 
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more thoroughly discussed in the both the sensitivity and scenario analysis as well as the conclusion 

section of the thesis.  

 

10.6 Relative Valuation Approach  
‘The Relative Valuation Approach’ also know as the ‘Trading Multiples Approach’ of peer 

companies estimates the target company’s value by employing a valuation multiple based on peer 

companies performances (Bruner, 2004). In other words, the theory is that when firms are 

comparable, we can use this approach to determine the value of one firm based on the value of 

another. This type of valuation builds on many assumptions and works best when the selection of 

the peer group on which one should base the multiple valuation on is similar with regards to current 

areas of business, future outlook, financial structure and size (Bruner, 2004). As I have discussed at 

length earlier the peer group assessed in this thesis is biased with regards to both areas of business, 

operations, structure and size. As Prosafe operates in a niche market segment, listed companies with 

similar market size, structure and operations does not exist and other companies that mirror Prosafe 

in other aspects are chosen mainly due to data availability. Given this premise an accurate and 

precise multiple valuation is difficult to do. The multiple valuations could however serve as a 

Terminal Value
Current Year

2015* 2016 2017 2018 2019 2020 2021 2022 2023
Free Cash Flow to Equity USDm 40.9 116.6 65.3 91.8 108.9 84.6 109.3 119.3 121.2

Return equity % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 %
Discount Factor # 0.92 0.79 0.71 0.63 0.56 0.50 0.44 0.39 0.39

Present Value FCFF USDm 37.8 92.4 46.1 57.7 60.9 42.1 48.5 47.1 423.0
Steady State Growth Rate % 1.00 %

Value Forecast period USDm 432.59
Value Terminal Period " 422.96

Expected Market Value of Equity 01/05/2015 " 855.55
Shares Outstanding 01/05/2015 m 235.97

Share Price 01/05/2015 USD 3.63
NOK/USD Exchange Rate 01/05/2015 NOK/USD 7.48

Prosafe Share Price 01/05/2015 NOK 27.12    

Figure 10.5:  Source; Own Creation
* Cash Flow and discount factor in 2015 is adjusted to start May 1st

Equity Approach Model
Forecast Period

Short Term Long Term

Terminal Value
Current Year

2015* 2016 2017 2018 2019 2020 2021 2022 2023
Dividends USDm 47.7 94.1 69.4 85.1 88.7 92.4 115.2 118.7 123.3

Return equity % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 % 12.32 %
Discount Factor # 0.92 0.79 0.71 0.63 0.56 0.50 0.44 0.39 0.39

Present Value Dividends USDm 44.1 74.6 49.0 53.5 49.6 46.0 51.1 46.9 430.1
Steady State Growth Rate % 1.00 %

Value Forecast period USDm 414.82
Value Terminal Period " 430.08

Expected Market Value of Equity 01/05/2015 " 844.90
Shares Outstanding 01/05/2015 m 235.97

Share Price 01/05/2015 USD 3.58
NOK/USD Exchange Rate 01/05/2015 NOK/USD 7.48

Prosafe Share Price 01/05/2015 NOK 26.78    

Figure 10.4:  Source; Own Creation
* Dividends and discount factor 2015 is adjusted to start May 1st

Dividend Discount Model
Forecast Period

Short Term Long Term
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helpful indicator of the company’s value as financial theory suggests that the size of the multiple is 

driven by two main factors, which are risk and expected growth. To try and facilitate a multi-

dimensional approach as no one multiple is all encompassing a range of multiples is portrayed in 

figure 10.6 (Plenborg & Petersen, 2012) along with their strength and weaknesses to assess their 

reliability and validity.  

There are also other issues that arise using relative valuation approaches as the multiples used are 

often based on the current financial performance of the firm. Bruner (2004) further argues that it 

can be difficult finding comparable and steady multiples in industries that experiences volatility and 

cyclicality. When reviewing the oil and gas industry as well as its service industry it can be argued 

that this holds true, which leads us to the conclusion that the results might not be precise enough to 

offer any fruitful conclusion. It is also further difficult to conduct a meaningful sensitivity analysis 

since multiples are vague and ambiguous generalizations of investments value, making it difficult to 

determine how different future expectations and scenarios impact the firm (Bruner, 2004).  

 

Figure 10.7 (Prosafe Annual Report 2014) (Bloomberg(j), 2015) below shows the results of the 

various multiple approaches discussed in figure 10.6. As we can see there are some multiples that 

indicate that Prosafe trades at a premium and others that it trades at a discount. The one multiples 

approach that perhaps gives a very different picture is the P/B ratio, which indicates that Prosafe 

trades at a premium ranging between 150-200%. These discrepancies can however arise due to a 

multitude of reasons such as accounting biases as well as dissimilarity in operations and company 

policies’ all of which hold true for Prosafe compared to its peers. Consequently, it is my opinion 
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that this analysis offers no clear indication that the company is performing better or worse than any 

of its peers as the various multiples offer contradictory suggestions and the peer group is not based 

on comparable and similar companies.  

The more or less stable ROCE 

(pretax) (figure 10.8 (Prosafe Annual 

Reports 2007-2014)) in the period 

2015-2023 further supports the 

findings of the relative valuation 

approach of the share value being 

neither over/undervalued as it 

indicates that the stock is performing on average and not earning abnormal returns on the capital 

employed.  

10.7 Real Option Valuation 
There are real options everywhere, but most of them have no significant value because there is no 

exclusivity associated with using them (Damodaran, Real options: Fact and Fantasy, 2012). 

Therefore, it is necessary to determine whether or not real options exist for Prosafe and if there is 

any significant value to these real options. Bruner (2004) argues first and foremost that real options 

will have an impact on companies experiencing growth, and that it is necessary to apply real option 

valuation to these types of firms in order to capture the forces at play and the underlying value of 

the company. This does not apply to Prosafe’s position and product offering. Most companies 

experiencing high growth are just starting their life cycle or have just launched a new product or 

service. Prosafe, however is a mature company in an established industry and does not provide any 

new innovative services. Although Prosafe has new vessels under construction, these vessels are not 

offering any different service than what Prosafe or its peers are currently providing. Another 

element that needs to be reviewed is the discussion Brealey, Myers, & Allen (2014) presents with 

regards to active management value and the extent to which real option valuation is the appropriate 

valuation method to use in those cicumstances. It is put forth that an active management of a 

company that can execute certain decisions and capitalize on those decisions to improve the 

profitability of the firm, contributes to an added value to the firm. These values are especially 

Current Market Value Present Value Estimate
EV/EBIT 5.25 6.52 12.80 7.97 9.32 9.99 17.44 10.68 -51 % -39 %

EV/EBITDA 4.17 5.26 5.66 3.15 5.94 6.78 4.34 4.81 -13 % 9 %
EV/Sales 2.32 3.12 2.33 1.54 2.77 3.33 1.58 2.11 10 % 48 %

P/E 3.46 3.67 13.92 4.08 5.90 4.31 N/A 5.57 -38 % -34 %
P/B 0.84 0.95 0.87 0.40 0.30 0.45 0.16 0.32 160 % 193 %

Trading Multiples Trading: Current 
Market Value

Trading: Present 
Value Estimate

Diamond 
Offshore

Fred Olsen 
Energy Ocean Rig Seadrill

Songa 
Offshore

Harmonic Mean (excl. 
Prosafe)

Prosafe

Figure 10.7:  Source; Annual Rapports & Bloomberg
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prominent whenever there are options to delay or abandon, as this gives management flexibility. 

Hence, according to Brealey, Myers, & Allen (2014), it is necessary to include a valuation tool such 

as real option pricing whenever management is not passive. In the case of Prosafe, the management 

has had the possibility of being active, as seen when they extended the delivery of Safe Zephyrus 

from the Jurong shipyard until its actual contract with ‘Det Norske Oljeselskap ASA’ at the ‘Ivar 

Aasen’ oilfield in the North Sea (Prosafe(h), 2014). This means less idle time for the vessel and the 

surrounding cost is decreased which enhances the profitability of the firm. This flexibility also 

further allows for Prosafe’s management to focus their time on getting contracts to vessels that are 

currently standing idle or without contract in the upcoming years. These specific managerial actions 

could indicate the existence of real options. Consequently, it needs to be reviewed to what extent 

these managerial flexibilities provide Prosafe with an added significant value. 

 

Regardless of the arguments presented above, exclusivity has to be present for real option valuation 

to be an applicable valuation method for the company. Exclusivity is more or less the deciding 

factor of whether or not there is any significant economic value to the option (Damodaran, Real 

options: Fact and Fantasy, 2012). In other words, if Prosafe has no exclusivity the ‘Real Option 

Value’ has no meaningful worth and therefore does not merit further estimation. Damodaran (Real 

options: Fact and Fantasy, 2012) argues that for an option to have significant value, there has to be 

a restriction on competition in the event of a contingency, since in perfectly competitive markets the 

contingency will have no real value. In a perfectly competitive market the value of the option will 

be reflected in the market price. This translates into the option being most valuable when a 

company has exclusive opportunity to take advantage of the contingency. This means that option 

value decreases as the barriers to competition are lessened. In the case of Prosafe, it is clear from 

the Porter’s 5 forces analysis that the market barriers to entry are high but also that the existing 

competitive rivalry is fairly high. This leaves room for interpreting the degree of exclusivity Prosafe 

has in its operations and the economic value actually attached to the option. As Prosafe has no 

exclusive rights to receive contracts or charters the option value attached to Prosafe seems fairly 

insubstantial. Furthermore, as real options are prevalent in companies that has abilities to do things 

other firms cannot (Bruner, 2004), it seems that as Prosafe does not have any unique service 

offering (there are other companies offering the same service), merely a strong position in the 

market, the attached real option value might not be significant enough to entail a additional 

valuation approach. It is further suggested by Damodaran (Real options: Fact and Fantasy, 2012) 
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that the availability to natural resources is a good indicator of exclusivity and real option value for a 

company. With regards to this it is worth stating that Prosafe is a service company and does not 

actually trade in or develop natural resources. Consequently, given the arguments presented in this 

section it seems the real option value attached to Prosafe is fairly insignificant and might not be 

worthwhile valuating.  

 

It is worth noting that the price difference between the ‘DCF’, ‘EVA’, Equity Valuation Approach, 

‘Dividend Discount’ and ‘Relative Valuations Approach’ from that of the prevailing share price of 

Prosafe in the market could be explained by the existence of real option value. Subsequently, as the 

more deterministic valuation methods offer a price estimate slightly above what the market 

believes, there could be some option value embedded in Prosafe’s share price. However, as 

examined previously these valuation models portray a very limited difference from the prevailing 

market price, which further supports the arguments that the real option value attached to Prosafe is 

fairly insignificant. Had the price differences been larger there would be more reason to believe that 

some of the difference could be due to the presence of real option values. In this present case 

however, it seems that the price range is so insubstantial that the existence of a ‘Real Option Value’ 

with significant worth is unlikely.  

10.8 Sensitivity and Scenario Analysis  
In order to test the reliability of the estimated share price, a sensitivity and scenario analysis has 

been conducted based on changes in the forecasting assumptions for all the various valuation 

models. This allows us to see how changes in the value drivers influence the Prosafe’s share price. 

Throughout this paper it has been found that growth, vessel utilization and day-rates have the most 

significant impact on the share price. We saw in the forecasting section that Prosafe’s EBITDA 

(proxy for the free cash flow) reacted to changes in core drivers of revenues such as day-rates, 

OPEX-rates and utilization. These factors affect the numerator in the valuation process and deal 

accordingly with the actual cash flow estimation. In this section I will focus more on the 

denominator variables i.e. the discount rates and terminal growth rates applied in the valuation 

process as the changes in numerator variable has been covered previously. This is done in order to 

provide a holistic picture of Prosafe’s share price sensitivity to changes in forecasting assumptions 

as well as the cost of capital, return on equity and terminal growth assumptions. The following 

sensitivity analysis is therefore assumed to be equal to the valuation approaches in all ways, with 

the only changing elements being the two variables analyzed. 
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Figure 10.9 depicts the sensitivity of the DCF-model to changes to the WACC and/or growth rate. 

The findings do indicate that Prosafe share price is highly sensitive to changes in any of these 

variables, as the ‘realistic’ region of the share price estimates nearly a 10NOK spread (23.82NOK-

33.66NOK).  

The sensitivity analysis looking at the EVA-model is shown in figure 10.10 and shows us much the 

same as we found in the DCF-analysis with regards to it having a ‘realistic’ spread of 

approximately 10NOK (24.37NOK-34.86NOK). However as more of the value is driven by the 

invested capital it is less sensitive to changes in the growth rate and the changes in horizontal 

direction therefore has a lesser impact on Prosafe’s share price.  

The ‘Equity Valuation Approach’ shows a different sensitivity to both the discount rate and the 

growth rate, as the share price is less responsive to changes in these variables. The ‘realistic’ sector 

of figure 10.10 shows a much lower spread in that the price varies by only 2NOK (26.13NOK-

28.20NOK). However we see here, as with the other sensitivity analysis that changes in the 

variables does affect the share price, just to a smaller degree. 

WACC
Growth 0.20 % 0.40 % 0.60 % 0.80 % 1.00 % 1.20 % 1.40 % 1.60 % 1.80 %

7.40 % 38.11 39.79 41.57 43.46 45.46 47.59 49.87 52.30 54.91
7.70 % 34.03 35.54 37.13 38.82 40.61 42.51 44.53 46.68 48.98
8.00 % 30.27 31.63 33.07 34.59 36.19 37.89 39.68 41.60 43.63
8.30 % 26.80 28.04 29.33 30.70 32.14 33.66 35.27 36.98 38.79
8.60 % 23.59 24.71 25.89 27.12 28.42 29.79 31.24 32.77 34.38
8.90 % 20.61 21.63 22.70 23.82 24.99 26.23 27.53 28.91 30.36
9.20 % 17.84 18.77 19.74 20.76 21.82 22.95 24.12 25.36 26.67
9.50 % 15.25 16.10 16.99 17.92 18.89 19.91 20.97 22.10 23.28
9.80 % 12.84 13.62 14.43 15.27 16.16 17.09 18.06 19.08 20.15

Sensitivity Analysis 'Discounted Cash Flow Model'

Figure 10.9: Source; Own Creation

OptimisticRealisticPessimistic

Optimistic

Realistic

Pessimistic

WACC
Growth 0.20 % 0.40 % 0.60 % 0.80 % 1.00 % 1.20 % 1.40 % 1.60 % 1.80 %

6.60 % 52.00 52.62 53.29 53.99 54.75 55.57 56.44 57.39 58.41
7.10 % 44.83 45.26 45.72 46.21 46.73 47.28 47.87 48.51 49.19
7.60 % 38.63 38.92 39.23 39.56 39.90 40.27 40.66 41.08 41.53
8.10 % 33.21 33.40 33.60 33.81 34.03 34.26 34.51 34.78 35.06
8.60 % 28.44 28.55 28.67 28.79 28.92 29.06 29.20 29.35 29.52
9.10 % 24.20 24.25 24.31 24.37 24.43 24.50 24.57 24.64 24.72
9.60 % 20.41 20.42 20.44 20.45 20.46 20.47 20.49 20.50 20.52
10.10 % 17.01 16.99 16.96 16.94 16.92 16.89 16.86 16.84 16.81
10.60 % 13.93 13.88 13.84 13.79 13.73 13.68 13.63 13.57 13.51

Sensitivity Analysis 'Economic Value Added Model'
Pessimistic Realistic Optimistic

Optimistic

Realistic

Pessimistic

Figure 10.10: Source; Own Creation
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The last sensitivity analysis concluded in this section encompasses how the ‘Dividend Discount 

Model’ reacts to changes in either the discount rate (required return on equity) or the terminal 

growth rate. Figure 10.11 illustrates these findings and we see that as with the ‘Equity Valuation 

Approach’ that the ‘realistic’ spread of approximately 3NOK (25.29NOK-28.47NOK) is smaller 

than what we found in the DCF- and EVA model, meaning it is less sensitive to changes in the 

variables. 

In summary the sensitivity and scenario analysis indicates the risks entailed in an investment in 

Prosafe, as changes in the discount rate and terminal growth rate considerably changes the price of 

the stock. The analysis therefore enables investors themselves to assess the reliability of the analysis 

and the preciseness of the forecasting and valuation process. As it is a delicate procedure to estimate 

the various inputs used in a valuation process the corresponding outputs are equally bound by the 

same sensitivity factors. Consequently as with any stock there are risks entailed with an investment 

and the sensitivity analysis shown above merely indicates the price variations that can arise if any 

of the selected factors change.  

11. Conclusion  
The main objective of this thesis was to determine the theoretical value of Prosafe based on the 

company, industry and market outlooks through a wide spectrum of valuation approaches. Based on 

these calculations, Prosafe’s share is viewed as slightly undervalued May 1st 2015 compared to the 

prevailing market price, given a target price of 28NOK. However, as this thesis has shown, a 

Return on Equity
Growth 0.20 % 0.40 % 0.60 % 0.80 % 1.00 % 1.20 % 1.40 % 1.60 % 1.80 %

11.1 % 29.51 29.79 30.08 30.39 30.71 31.03 31.38 31.74 32.11
11.4 % 28.62 28.88 29.15 29.44 29.73 30.03 30.35 30.68 31.02
11.7 % 27.78 28.03 28.28 28.54 28.81 29.09 29.38 29.69 30.00
12.0 % 26.99 27.21 27.45 27.69 27.94 28.20 28.47 28.75 29.04
12.3 % 26.23 26.44 26.66 26.89 27.12 27.36 27.61 27.87 28.14
12.6 % 25.52 25.71 25.92 26.13 26.34 26.57 26.80 27.04 27.29
12.9 % 24.84 25.02 25.21 25.40 25.60 25.81 26.03 26.25 26.48
13.2 % 24.19 24.36 24.54 24.72 24.91 25.10 25.30 25.51 25.72
13.5 % 23.57 23.73 23.90 24.06 24.24 24.42 24.61 24.80 25.00

Optimistic

Realistic

Pessimistic

Figure 10.11: Source; Own Creation

Sensitivity Analysis 'Equity Valuation Approach'
Pessimistic Realistic Optimistic

Return on Equity
Growth 0.20 % 0.40 % 0.60 % 0.80 % 1.00 % 1.20 % 1.40 % 1.60 % 1.80 %

10.3 % 31.83 32.19 32.56 32.94 33.34 33.76 34.20 34.66 35.14
10.8 % 30.13 30.44 30.76 31.10 31.44 31.81 32.19 32.58 33.00
11.3 % 28.58 28.85 29.14 29.43 29.73 30.05 30.38 30.73 31.08
11.8 % 27.17 27.41 27.66 27.92 28.19 28.47 28.76 29.06 29.37
12.3 % 25.88 26.10 26.32 26.55 26.78 27.03 27.28 27.55 27.82
12.8 % 24.70 24.89 25.09 25.29 25.50 25.72 25.94 26.17 26.41
13.3 % 23.61 23.78 23.96 24.14 24.33 24.52 24.72 24.92 25.14
13.8 % 22.61 22.76 22.92 23.08 23.25 23.42 23.59 23.78 23.97
14.3 % 21.68 21.82 21.96 22.10 22.25 22.40 22.56 22.73 22.89

Figure 10.11: Source; Own Creation

Pessimistic Realistic

Pessimistic

Sensitivity Analysis 'Dividend Discount Model'
Optimistic

Optimistic

Realistic
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valuation process is built around many key variables all of which affect the share price estimation in 

various ways, and which are subject to constant change (Bruner, 2004). In this section I will 

summarize the most important findings from my analyses.  

 

The most important demand factors affecting Prosafe and the semi-submersible accommodation 

industry is the oil and gas industry’s E&P spending, which are driven by oil and gas prices. Given 

the high average oil price in the preceding years, this spending has been on an all time high. 

However, going forward into 2015 and beyond, the oil and gas sector have announced reductions in 

the E&P budgets and although the oil price is expected to recover somewhat in the years to come, it 

will take some time before it reaches its historic high price levels of over 100$/bbl. Consequently, 

this trend will decrease industry capacity slightly, but as semi-submersible accommodation vessels 

are only a small fraction of the E&P spending, demand is fairly inelastic to price changes, which 

typically causes further upward pressure on price, leaving some opportunities for higher pricing and 

margins in the years to come. 

 

The strategic analysis showed that rivalry between the existing firms is high as the high barriers to 

entry lead to a low threat of new entrants. This means that the semi-submersible accommodation 

vessel market is attractive for existing players while unattractive for new entrants, which is 

favorable for Prosafe. Even though the industry has a tough outlook given current market 

developments, there are many growth opportunities in new emerging markets and Prosafe’s 

advanced and versatile fleet enables them the possibility to expand to new territories. Although 

some questions can arise to the suitability of Prosafe’s product offering to some of these regions, 

Prosafe should have a strategically favorable position for exploiting these growth opportunities. 

 

Total debt levels have increased over the last couple of months due to the newbuild program as well 

as the restructuring of certain loan facilities in the aftermath of the oil price drop in late 2014. The 

debt levels are nevertheless assumed to remain fairly stable throughout the forecasting period with 

debts being paid off at set intervals. The NIBD/EBITDA ratio is expected to remain low (varying 

around 3.0-1.0x) and thus the probability of default is very low. This is further supported by the 

EBITDA/Net Interest, which is expected to be approximately 10x throughout the forecasted period, 

indicating that Prosafe should have no major difficulties in paying their interest expenses. These 

and other findings suggest that Prosafe is financially solid and is also among the main reasons why 
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Prosafe receives solid ratings from respected institutions such as Moody’s and has one of the lowest 

costs of capital (8.6%) in the industry.  

 

Figure 11.1 portrays the findings of the various valuation models employed in this paper, which 

follows the triangulation approach as set forth by Bruner (2004). Bruner (2004) also puts forth that 

in order to arrive at a best estimate, a margin of error should be added to the valuation methods. 

These margins are indicated to be within a ‘realistic’ spread of the values as presented in the 

sensitivity analysis. Due to the fact that the Relative Valuation Approach gave no clear indication of 

Prosafe being significantly under/ or overvalued in the market and it has been argued that the ‘Real 

Option Value’ for Prosafe is fairly insignificant, these approaches do not affect the estimate 

portrayed in figure 11.1. Given the actual share of Prosafe being 26.80NOK at the time of valuation 

(1st May 2015), we can see that the provided specter of estimates do not deviate greatly from this. 

This indicates therefore that the market prices the share fairly accurately. In this estimate all the 

different valuation methods fall within the price range 26.13NOK-28.20NOK, indicating that 

Prosafe’s share can be evaluated as slightly undervalued (approximately 5%) compared to the 

market given a theoretical share price of 28NOK.  

12. Reflection   
Valuation is first and foremost about an understanding of the changes a firm undergoes during a 

given period of time (Rødland, 1997). However as we saw in the sensitivity and scenario analysis, 

much of the value is determined by the applied discount rate and terminal growth rate. Due to this, I 
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find that there is a discussion to be made if it is the denominator or numerator variables that should 

be most heavily analyzed and scrutinized when the final result is produced. In a perfect world one 

could of course estimate the two variables precisely and produce an accurate result with almost no 

margin of error. I however hypothesize that it is important to distinguish the main function each of 

them has in the valuation process instead of saying one is more important than the other. I agree that 

estimating the company’s ability to produce for instance ‘free cash flows’ shows a higher 

understanding of the company’s specific abilities and the dynamics that the industry is currently 

undergoing. I find it nevertheless just as crucial understanding a company’s cost of capital and 

growth rates as it drives the value of the share so drastically. I contend therefore that seeing the 

broad picture and comprehending how the main value drivers affect the company or industry offers 

much more fruitful results than unnecessary attention to details.  

 

Furthermore, there are many ways of approaching a theme such as ‘valuation’. I have argued 

throughout the paper that no one model in a ‘real world’ setting will provide a solid estimate due to 

the sensitivity to almost all variables involved in estimating the value. In retrospect I should 

therefore have liked to be able to offer an even more in-depth insight to other valuation methods, 

such as a numerical approach to the ‘Real Option Valuation’ method to see if in fact there is any 

significant option value attached to Prosafe. Even if this approach is complicated and requires many 

assumptions it could have been interesting to see what values would arise. Additionally, I wish that 

the relative valuation approach could have offered a more complete and precise indication of the 

value of Prosafe. This could have been done with improved comparability with the peer group, but 

as this does not exist at the moment it becomes a merely a discussion of what would be ideal. 

Another valuation approach that could have been considered is the ‘Liquidation Approach’, as this 

method would have tried to value the company if it was to be sold off. However, as Prosafe 

operates in a niche segment and the alternative uses of semi-submersible accommodation vessels is 

somewhat limited, a liquidation value might be severely underestimated and won’t adequately 

represent the actual value of the company. This is further supported by Plenborg & Petersen (2012) 

as they argue that when a company is not in financial distress, the liquidation approach has little or 

no worth as a valuation method, as the value as a going concern in this case is believed to be much 

greater.   
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APPENDIX 1 Historic & Forecasted Revenues, Utilization, Day- & OPEX Rates 

APPENDIX 1A Historic & Forecasted Revenues, Utilization, Day- & OPEX 

Rates 2007-2009 

 

 

APPENDIX 1B Historic & Forecasted Revenues, Utilization, Day- & OPEX 

Rates 2010-2012 

 

 

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Safe Zephyrus USD N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Safe Boreas " N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Regalia " 46 200 000.00 154 000.00     300             82 % 69 300 000.00 210 000.00      330              90 % 39 600 000.00 220 000.00     180              49 %
Safe Astoria " 3 600 000.00   120 000.00     30               8 % 43 200 000.00 120 000.00      360              99 % 21 600 000.00 120 000.00     180              49 %

Safe Bristolia "  N/A  N/A  N/A 0 % 27 000 000.00 150 000.00      180              49 % 24 000 000.00 80 000.00      300              82 %
Safe Scandinavia " 32 400 000.00 180 000.00     180             49 % 73 304 166.67 200 833.33      365              100 % 62 350 000.00 254 489.80     245              67 %
Safe Caledonia " 33 600 000.00 140 000.00     240             66 % 51 100 000.00 140 000.00      365              100 % 53 837 500.00 147 500.00     365              100 %
Safe Concordia " 27 375 000.00 75 000.00      365             100 % 40 500 000.00 135 000.00      300              82 % 20 250 000.00 96 428.57      210              58 %

Jasminia " 7 665 000.00   21 000.00      365             100 % 16 698 750.00 45 750.00       365              100 % 17 520 000.00 48 000.00      365              100 %
Safe Hibernia " 8 030 000.00   22 000.00      365             100 % 15 573 333.33 42 666.67       365              100 % 19 345 000.00 53 000.00      365              100 %
Safe Lancia " 15 330 000.00 42 000.00      365             100 % 18 341 250.00 50 250.00       365              100 % 27 375 000.00 75 000.00      365              100 %

Safe Regency " 13 140 000.00 36 000.00      365             100 % 17 885 000.00 49 000.00       365              100 % 27 375 000.00 75 000.00      365              100 %
Safe Britannia " 16 060 000.00 44 000.00      365             100 % 19 801 250.00 54 250.00       365              100 % 31 025 000.00 85 000.00      365              100 %

Safe Notos " N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Safe Eurus " N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

APPENDIX 1A

Semi Submersible Accomodation Vessel

Historic & Forecasted Revenues, Utilization and OPEX Rates
2007 2008 2009

Total # of vessels in use #
Total Revenue from Dayrates USDm

Other Operating Income "
Total Revenue "

Total Operating Days for Fleet #
Allocation/Utilization %

Average OPEX Per Day USD
Average Dayrate USD

Total OPEX USDm

SUMMARY 2007 SUMMARY 2008 SUMMARY 2009

82 %
21 301.06                                                                  

104 168.68                                                                
70.40                                                                       

11
344.28                                                                     
29.40                                                                       

373.68                                                                     
3 305.00                                                                   

73 %
39 591.84                                                                   
69 183.67                                                                   

116.40                                                                       

11
392.70                                                                         
103.10                                                                         
495.80                                                                         

3 725.00                                                                       
93 %

40 644.30                                                                     
105 423.83                                                                    

151.40                                                                         

10
203.40                                                                       
78.20                                                                        

281.60                                                                       
2 940.00                                                                     

Safe Zephyrus USD
Safe Boreas "

Regalia "
Safe Astoria "
Safe Bristolia "

Safe Scandinavia "
Safe Caledonia "
Safe Concordia "

Jasminia "
Safe Hibernia "
Safe Lancia "

Safe Regency "
Safe Britannia "

Safe Notos "
Safe Eurus "

Semi Submersible Accomodation Vessel Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

76 230 000.00   231 000.00    330               90 % 77 197 500.00 211 500.00     365              100 % 69 900 000.00   291 250.00     240             66 %
21 600 000.00   120 000.00    180               49 %  N/A  N/A  N/A 0 % 35 100 000.00   195 000.00     180             49 %
60 900 000.00   290 000.00    210               58 % 15 840 000.00 66 000.00      240              66 % 24 090 000.00   66 000.00      365             100 %
50 490 000.00   240 428.57    210               58 % 87 873 750.00 240 750.00     365              100 % 93 825 000.00   284 318.18     330             90 %
48 900 000.00   181 111.11    270               74 % 73 000 000.00 200 000.00     365              100 % 18 000 000.00   200 000.00     90              25 %

 N/A  N/A  N/A 0 % 34 800 000.00 145 000.00     240              66 % 52 925 000.00   145 000.00     365             100 %
17 520 000.00   48 000.00     365               100 % 16 425 000.00 45 000.00      365              100 % 16 425 000.00   45 000.00      365             100 %
19 345 000.00   53 000.00     365               100 % 19 345 000.00 53 000.00      365              100 % 19 345 000.00   53 000.00      365             100 %
26 280 000.00   72 000.00     365               100 % 24 090 000.00 66 000.00      365              100 % 24 090 000.00   66 000.00      365             100 %
27 375 000.00   75 000.00     365               100 % 27 375 000.00 75 000.00      365              100 % 27 375 000.00   75 000.00      365             100 %
31 025 000.00   85 000.00     365               100 % 31 025 000.00 85 000.00      365              100 % 31 025 000.00   85 000.00      365             100 %

N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

APPENDIX 1B
Historic & Forecasted Revenues, Utilization and OPEX Rates

2010 2011 2012

Total # of vessels in use #
Total Revenue from Dayrates USDm

Other Operating Income "
Total Revenue "

Total Operating Days for Fleet #
Allocation/Utilization %

Average OPEX Per Day USD
Average Dayrate USD

Total OPEX USDm

SUMMARY 2010 SUMMARY 2011 SUMMARY 2012

85 %
29 117.65                                                                  

119 697.43                                                                 
99.00                                                                       

11
412.10                                                                     

86.50                                                                       
498.60                                                                     

3 395.00                                                                   
85 %

39 027.98                                                                  
121 384.39                                                                

132.50                                                                     

10
406.97                                                                      

48.90                                                                       
455.87                                                                      

3 400.00                                                                   

10
379.67                                                                        

45.30                                                                          
424.97                                                                        

3 025.00                                                                      
75 %

29 983.47                                                                    
125 509.09                                                                   

90.70                                                                          
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APPENDIX 1C Historic & Forecasted Revenues, Utilization, Day- & OPEX 

Rates 2013-2015 

 

APPENDIX 1D Historic & Forecasted Revenues, Utilization, Day- & OPEX 

Rates 2016-2018 

 

 

 

 

 

Safe Zephyrus USD
Safe Boreas "

Regalia "
Safe Astoria "
Safe Bristolia "

Safe Scandinavia "
Safe Caledonia "
Safe Concordia "

Jasminia "
Safe Hibernia "
Safe Lancia "

Safe Regency "
Safe Britannia "

Safe Notos "
Safe Eurus "

Semi Submersible Accomodation Vessel Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

N/A N/A N/A N/A N/A N/A N/A N/A 54 000 000.00   300 000.00     180            49 %
N/A N/A N/A N/A N/A N/A N/A N/A 101 400 000.00 338 000.00     300            82 %

71 400 000.00    340 000.00     210            58 % 94 500 000.00  300 000.00    315           86 % 90 000 000.00   300 000.00     300            82 %
 N/A  N/A  N/A 0 % 45 510 000.00  156 391.75    291           80 % 36 000 000.00   200 000.00     180            49 %

72 465 000.00    219 590.91     330            90 % 61 950 000.00  295 000.00    210           58 % 58 509 000.00   297 000.00     197            54 %
90 000 000.00    300 000.00     300            82 % 64 800 000.00  270 000.00    240           66 % 97 890 000.00   362 555.56     270            74 %
60 000 000.00    250 000.00     240            66 % 64 800 000.00  240 000.00    270           74 % 82 050 000.00   237 826.09     345            95 %
52 925 000.00    145 000.00     365            100 % 56 757 500.00  155 500.00    365           100 % 59 495 000.00   163 000.00     365            100 %
16 288 125.00    44 625.00      365            100 % 15 603 750.00  42 750.00      365           100 % 15 603 750.00   42 750.00       365            100 %
19 345 000.00    53 000.00      365            100 % 19 345 000.00  53 000.00      365           100 % 8 700 000.00     60 000.00       145            40 %
24 090 000.00    66 000.00      365            100 % 22 630 000.00  62 000.00      365           100 % 22 630 000.00   62 000.00       365            100 %
27 375 000.00    75 000.00      365            100 % 21 900 000.00  60 000.00      365           100 % 21 900 000.00   60 000.00       365            100 %
29 808 333.33    81 666.67      365            100 % 29 200 000.00  80 000.00      365           100 % 12 256 000.00   80 000.00       153            42 %

N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

APPENDIX 1C
Historic & Forecasted Revenues, Utilization and OPEX Rates

2013 2014 2015

Total # of vessels in use #
Total Revenue from Dayrates USDm

Other Operating Income "
Total Revenue "

Total Operating Days for Fleet #
Allocation/Utilization %

Average OPEX Per Day USD
Average Dayrate USD

Total OPEX USDm

SUMMARY 2013 SUMMARY 2014 SUMMARY 2015

74 %
39 615.83                                                                     

187 081.11                                                                   
139.85                                                                        

13
660.43                                                                        

-                                                                             
660.43                                                                        

3 530.20                                                                      

141 803.20                                                                   
117.50                                                                        

11
497.00                                                                    

-                                                                        
497.00                                                                    

3 516.00                                                                  
88 %

37 729.36                                                                
141 352.74                                                               

132.66                                                                    

10
463.70                                                                        

54.30                                                                          
518.00                                                                        

3 270.00                                                                      
81 %

35 932.72                                                                    

Safe Zephyrus USD
Safe Boreas "

Regalia "
Safe Astoria "
Safe Bristolia "

Safe Scandinavia "
Safe Caledonia "
Safe Concordia "

Jasminia "
Safe Hibernia "
Safe Lancia "

Safe Regency "
Safe Britannia "

Safe Notos "
Safe Eurus "

Semi Submersible Accomodation Vessel Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

61 740 000.00   343 000.00    180            49 % 81 384 591.80 303 750.00 268           73 % 83 431 922.93 307 546.88  271            74 %
72 000 000.00   300 000.00    240            66 % 81 384 591.80 303 750.00 268           73 % 83 431 922.93 307 546.88  271            74 %
40 000 000.00   200 000.00    200            55 % 54 256 394.53 202 500.00 268           73 % 55 621 281.96 205 031.25  271            74 %
38 400 000.00   160 000.00    240            66 % 43 405 115.63  162 000.00 268           73 % 44 497 025.56 164 025.00  271            74 %
44 800 000.00   160 000.00    280            77 % 43 405 115.63  162 000.00 268           73 % 44 497 025.56 164 025.00  271            74 %

141 985 000.00 389 000.00    365            100 % 80 379 843.75 300 000.00 268           73 % 82 401 899.19 303 750.00  271            74 %
46 800 000.00   240 000.00    195            53 % 65 107 673.44 243 000.00 268           73 % 66 745 538.35 246 037.50  271            74 %
59 495 000.00   163 000.00    365            100 % 44 218 961.54 165 037.50 268           73 % 45 331 344.79 167 100.47  271            74 %
16 425 000.00   45 000.00      365            100 % 12 207 688.77 45 562.50    268           73 % 12 514 788.44 46 132.03    271            74 %
17 215 000.00   55 000.00      313            86 % 14 920 508.50 55 687.50    268           73 % 15 295 852.54 56 383.59    271            74 %
22 630 000.00   62 000.00      365            100 % 16 819 482.30 62 775.00    268           73 % 17 242 597.41 63 559.69    271            74 %
21 900 000.00   60 000.00      365            100 % 16 276 918.36 60 750.00    268           73 % 16 686 384.59 61 509.38    271            74 %
25 312 000.00   80 000.00      316            87 % 21 702 557.81 81 000.00    268           73 % 22 248 512.78 82 012.50    271            74 %
11 250 000.00   75 000.00      150            41 % 20 346 147.95 75 937.50    268           73 % 20 857 980.73 76 886.72    271            74 %
11 250 000.00   75 000.00      150            41 % 20 346 147.95 75 937.50    268           73 % 20 857 980.73 76 886.72    271            74 %

APPENDIX 1D
Historic & Forecasted Revenues, Utilization and OPEX Rates

2017 20182016

Total # of vessels in use #
Total Revenue from Dayrates USDm

Other Operating Income "
Total Revenue "

Total Operating Days for Fleet #
Allocation/Utilization %

Average OPEX Per Day USD
Average Dayrate USD

Total OPEX USDm

SUMMARY 2016 SUMMARY 2017 SUMMARY 2018

73 %
40 719.53                                                             

153 312.50                                                           
163.65                                                                 

74 %
41 737.51                                                              

155 228.91                                                            
169.84                                                                 

15
616.16                                                                 

-                                                                     
616.16                                                                 

4 018.99                                                              

15
631.66                                                                 

-                                                                      
631.66                                                                 

4 069.23                                                               

15
631.20                                                                    

-                                                                         
631.20                                                                    

4 089.40                                                                  
75 %

41 596.62                                                                 
154 350.76                                                               

170.11                                                                     
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APPENDIX 1E Historic & Forecasted Revenues, Utilization, Day- & OPEX 

Rates 2019-2021 

 

APPENDIX 1F Historic & Forecasted Revenues, Utilization, Day- & OPEX 

Rates 2022-2023 

 

 

Safe Zephyrus USD
Safe Boreas "

Regalia "
Safe Astoria "
Safe Bristolia "

Safe Scandinavia "
Safe Caledonia "
Safe Concordia "

Jasminia "
Safe Hibernia "
Safe Lancia "

Safe Regency "
Safe Britannia "

Safe Notos "
Safe Eurus "

Semi Submersible Accomodation Vessel Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

85 530 757.25 311 391.21    274.67          0.75             87 682 390.36   315 283.60  278              76 % 89 888 150.49 319 224.65        282               77 %
85 530 757.25 311 391.21    274.67          0.75             87 682 390.36   315 283.60  278              76 % 89 888 150.49 319 224.65        282               77 %
57 020 504.83 207 594.14    275 75 % 58 454 926.91   210 189.07  278              76 % 59 925 433.66 212 816.43        282               77 %
45 616 403.86 166 075.31    275 75 % 46 763 941.52   168 151.25  278              76 % 47 940 346.93 170 253.14        282               77 %
45 616 403.86 166 075.31    274.67          75 % 46 763 941.52   168 151.25  278              76 % 47 940 346.93 170 253.14        282               77 %
84 474 821.97 307 546.88    275 75 % 86 599 891.71   311 391.21   278              76 % 88 778 420.24 315 283.60        282               77 %
68 424 605.80 249 112.97    275 75 % 70 145 912.29   252 226.88  278              76 % 71 910 520.39 255 379.72        282               77 %
46 471 711.44  169 189.22    275 75 % 47 640 765.43   171 304.09  278              76 % 48 839 228.43 173 445.39        282               77 %
12 829 613.59 46 708.68      275 75 % 13 152 358.55   47 292.54    278              76 % 13 483 222.57 47 883.70          282               77 %
15 680 638.83 57 088.39      275 75 % 16 075 104.90   57 801.99    278              76 % 16 479 494.26 58 524.52          282               77 %
17 676 356.50 64 354.18      275 75 % 18 121 027.34   65 158.61    278              76 % 18 576 884.43 65 973.09          282               77 %
17 106 151.45 62 278.24      275 75 % 17 536 478.07   63 056.72    278              76 % 17 977 630.10 63 844.93          282               77 %
22 808 201.93 83 037.66      275 75 % 23 381 970.76   84 075.63    278              76 % 23 970 173.46 85 126.57          282               77 %
21 382 689.31 77 847.80      274.67          0.75             21 920 597.59   78 820.90    278              76 % 22 472 037.62 79 806.16          282               77 %
21 382 689.31 77 847.80      274.67          0.75             21 920 597.59   78 820.90    278              76 % 22 472 037.62 79 806.16          282               77 %

APPENDIX 1E
Historic & Forecasted Revenues, Utilization and OPEX Rates

2019 2020 2021

Total # of vessels in use #
Total Revenue from Dayrates USDm

Other Operating Income "
Total Revenue "

Total Operating Days for Fleet #
Allocation/Utilization %

Average OPEX Per Day USD
Average Dayrate USD

Total OPEX USDm

SUMMARY 2019 SUMMARY 2020 SUMMARY 2021

77 %
44 946.74                                                                     

161 123.06                                                                   
189.84                                                                         

15
680.54                                                                         

-                                                                             
680.54                                                                         

4 223.74                                                                      

42 780.95                                                                   
157 169.27                                                                  

176.26                                                                       

15
663.84                                                                   

-                                                                        
663.84                                                                   

4 171.60                                                                 
76 %

43 850.48                                                                
159 133.88                                                              

182.93                                                                   

15
647.55                                                                       

-                                                                           
647.55                                                                       

4 120.09                                                                     
75 %

Safe Zephyrus USD
Safe Boreas "

Regalia "
Safe Astoria "
Safe Bristolia "

Safe Scandinavia "
Safe Caledonia "
Safe Concordia "

Jasminia "
Safe Hibernia "
Safe Lancia "

Safe Regency "
Safe Britannia "

Safe Notos "
Safe Eurus "

Semi Submersible Accomodation Vessel Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

Total Income 
Per Vessel

Average Day-
rate

Average # of 
Operating 

Days

Vessel 
Utilization

92 149 399.28   323 214.95  285             78 % 93 073 197.00    324 831.03    287              79 %
92 149 399.28   323 214.95  285             78 % 93 073 197.00    324 831.03    287              79 %
61 432 932.85   215 476.64  285             78 % 62 048 798.00    216 554.02    287              79 %
49 146 346.28   172 381.31  285             78 % 49 639 038.40    173 243.22    287              79 %
49 146 346.28   172 381.31  285             78 % 49 639 038.40    173 243.22    287              79 %
91 011 752.37   319 224.65  285             78 % 91 924 145.19    320 820.77    287              79 %
73 719 519.42   258 571.96  285             78 % 74 458 557.60    259 864.82    287              79 %
50 067 840.27   175 613.46  285             78 % 50 569 770.37    176 491.53    287              79 %
13 822 409.89   48 482.24    285             78 % 13 960 979.55    48 724.65      287              79 %
16 894 056.53   59 256.07    285             78 % 17 063 419.45    59 552.36      287              79 %
19 044 209.18   66 797.76    285             78 % 19 235 127.38    67 131.75      287              79 %
18 429 879.86   64 642.99    285             78 % 18 614 639.40    64 966.21      287              79 %
24 573 173.14   86 190.65    285             78 % 24 819 519.20    86 621.61      287              79 %
23 037 349.82   80 803.74    285             78 % 23 268 299.25    81 207.76      287              79 %
23 037 349.82   80 803.74    285             78 % 23 268 299.25    81 207.76      287              79 %

Historic & Forecasted Revenues, Utilization and OPEX Rates
APPENDIX 1F

2022 2023

Total # of vessels in use #
Total Revenue from Dayrates USDm

Other Operating Income "
Total Revenue "

Total Operating Days for Fleet #
Allocation/Utilization %

Average OPEX Per Day USD
Average Dayrate USD

Total OPEX USDm

SUMMARY 2022 SUMMARY 2023

79 %
47 222.17                                                                    

163 952.78                                                                  
202.96                                                                        

15
704.66                                                                        

-                                                                            
704.66                                                                        

4 297.92                                                                     

15
697.66                                                                   

-                                                                        
697.66                                                                   

4 276.54                                                                 
78 %

46 070.41                                                                
163 137.10                                                              

197.02                                                                   
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APPENDIX 2 Prosafe’s Profit & Loss Statement 

APPENDIX 2A Prosafe’s Profit & Loss Statement 2007-2012 

APPENDIX 2B Prosafe’s Profit & Loss Statement 2013-2018 

APPENDIX 2C Prosafe’s Profit & Loss Statement 2019-2023 

 

 

 

 

 

 

Profit & Loss 2007 2008 2009 2010 2011 2012
Revenues USDm 377 491 398 442 450 510

Operating expenses " (116) (151) (70) (91) (99) (133)
Gross profit " 260 340 328 352 351 378

General & Administrative Costs " (51) (59) (53) (69) (93) (98)
EBIT " 163 232 219 221 192 223

Net interest " (67) (77) (78) (19) (35) (44)
Pre-tax profit " 96 155 141 202 157 178

Tax " (5) 9 (14) (4) 1 (1)
Net profit " 91 165 127 199 158 178

Depreciation & Amortisation " (46) (49) (56) (62) (65) (58)

EBITDA " 209 281 274 283 258 280

APPENDIX 2A

Profit & Loss
Revenues USDm

Operating expenses "
Gross profit "

General & Administrative Costs "
EBIT "

Net interest "
Pre-tax profit "

Tax "
Net profit "

Depreciation & Amortisation "

EBITDA "

2013 2014 2015E 2016E 2017E 2018E
524 549 660 631 616 632

(118) (126) (140) (170) (164) (170)
406 423 521 461 453 462
(99) (111) (128) (123) (120) (123)
245 248 316 251 244 250
(41) (57) (47) (52) (50) (47)
204 191 269 198 195 203
(5) (13) (34) (25) (24) (25)
199 179 235 174 170 177
(62) (64) (76) (88) (89) (89)

307 313 392 338 333 339

APPENDIX 2B

Profit & Loss
Revenues USDm

Operating expenses "
Gross profit "

General & Administrative Costs "
EBIT "

Net interest "
Pre-tax profit "

Tax "
Net profit "

Depreciation & Amortisation "

EBITDA "

2019E 2020E 2021E 2022E 2023E
648 664 681 698 705

(176) (183) (190) (197) (203)
471 481 491 501 502

(126) (129) (132) (136) (137)
255 261 266 272 271
(44) (41) (40) (37) (34)
211 219 226 235 237
(26) (27) (28) (29) (30)
185 192 198 205 207
(90) (91) (92) (93) (94)

345 352 358 365 365

APPENDIX 2C
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APPENDIX 3 Prosafe’s Balance Sheet 

APPENDIX 3A Prosafe’s Balance Sheet 2007-2012 

 

 

APPENDIX 3B Prosafe’s Balance Sheet 2008-2018 

APPENDIX 3C Prosafe’s Balance Sheet 2019-2023 

 
 

 

 

 

Balance sheet 2007 2008 2009 2010 2011 2012
Tangible fixed assets USDm 1 688 832 918 903 957 1 037

Other non-current assets " 647 227 227 227 227 243
Interest bearing long-term receivables " 76 64 41 18 57 46

Other current assets " 50 36 20 17 42 43
Cash and liquid assets " 162 156 150 102 93 118

Total assets " 2 624 1 314 1 356 1 266 1 376 1 487
Shareholders' equity " 1 039 125 264 410 462 516

Other Long-Term Debts/Provisions & Deferred Tax " 97 56 57 44 36 31
Interest bearing long-term debt " 1 184 959 877 705 757 746

Other current liabilities " 137 174 119 107 118 130
Interest bearing current liabilities " 167 -                       39 -                   4 65

Total liabilites & equity " 2 624 1 314 1 356 1 266 1 376 1 487

APPENDIX 3A

Balance sheet
Tangible fixed assets USDm

Other non-current assets "
Interest bearing long-term receivables "

Other current assets "
Cash and liquid assets "

Total assets "
Shareholders' equity "

Other Long-Term Debts/Provisions & Deferred Tax "
Interest bearing long-term debt "

Other current liabilities "
Interest bearing current liabilities "

Total liabilites & equity "

2013 2014 2015E 2016E 2017E 2018E
1 201 1 345 1 973 2 289 2 304 2 318
227 227 227 227 227 227
55 84 84 84 84 84
24 39 44 46 42 41
113 122 112 135 130 137

1 620 1 817 2 440 2 780 2 787 2 807
740 749 912 992 1 093 1 185
24 17 56 95 134 172
780 830 1 310 1 498 1 374 1 250
77 221 161 195 186 199

-                   -                   -                   -                   -                   -                   
1 620 1 817 2 440 2 780 2 787 2 807

APPENDIX 3B

Balance sheet
Tangible fixed assets USDm

Other non-current assets "
Interest bearing long-term receivables "

Other current assets "
Cash and liquid assets "

Total assets "
Shareholders' equity "

Other Long-Term Debts/Provisions & Deferred Tax "
Interest bearing long-term debt "

Other current liabilities "
Interest bearing current liabilities "

Total liabilites & equity "

2019E 2020E 2021E 2022E 2023E
2 331 2 343 2 354 2 365 2 374
227 227 227 227 227
84 84 84 84 84
44 45 46 47 48
157 150 144 144 142

2 843 2 848 2 855 2 867 2 874
1 281 1 381 1 463 1 550 1 634
211 250 289 328 367

1 126 1 002 878 754 630
225 215 224 234 243

-                   -                   -                   -                   -                   
2 843 2 848 2 855 2 867 2 874
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APPENDIX 4 Prosafe’s Cash Flow Statements 

APPENDIX 4A Prosafe’s Cash Flow Statements 2007-2013 

 

APPENDIX 4B Prosafe’s Cash Flow Statements 2007-2013 

APPENDIX 4C Prosafe’s Cash Flow Statements 2007-2013 

 

Cash Flow 2007 2008 2009 2010 2011 2012
Pre-tax profit USDm 158 202 141 202 157 178

Depreciation, amortisation " 80 73 56 62 65 58
Loss (gain) on sale of assets " 10 (17) 7 (2) (19) 10

Taxes paid " (5) 9 (14) (4) 1 (1)
Other non-cash items " 53 53 44 43 42 40

Change in operating assets & liabilities " (86) (89) 27 68 (57) (2)
Cash Flow from Operations (OCF) " 210 231 261 369 189 283

Purchase of tangible fixed assets " (457) (374) (142) (47) (119) (188)
Purchase of long-term investments " 6 (45) 0 0 (65) 1
Proceeds from sales of fixed assets " -                       -                       -                   -                   -                   39
Proceeds from sales of investments " -                       10 -                   -                   75 -                   

Other items " (40) 544 -                   -                   -                   -                   
Cash Flow From Investments (ICF) " (491) 134 (142) (47) (109) (149)
Free Operating Cash Flow (FOCF) " (281) 365 119 323 81 135

Dividend payments " (353) -                       (51) (62) (107) (119)
Share buybacks " -                       -                       -                   -                   -                   0

New equity " -                       -                       -                   -                   -                   -                   
Net Change in Interest Bearing Debt " 702 (360) (50) (208) 64 35

Other " (53) (52) (45) (43) (42) (41)
Cash Flow From Financing (FCF) " 296 (411) (146) (313) (85) (124)

Net Change in Cash & Liquid Assets " 15 (47) (27) 10 (5) 10

APPENDIX 4A

Cash Flow
Pre-tax profit USDm

Depreciation, amortisation "
Loss (gain) on sale of assets "

Taxes paid "
Other non-cash items "

Change in operating assets & liabilities "
Cash Flow from Operations (OCF) "

Purchase of tangible fixed assets "
Purchase of long-term investments "
Proceeds from sales of fixed assets "
Proceeds from sales of investments "

Other items "
Cash Flow From Investments (ICF) "
Free Operating Cash Flow (FOCF) "

Dividend payments "
Share buybacks "

New equity "
Net Change in Interest Bearing Debt "

Other "
Cash Flow From Financing (FCF) "

Net Change in Cash & Liquid Assets "

2013 2014 2015E 2016E 2017E 2018E
204 191 269 198 195 203
62 64 76 88 89 89

(25) (81) (23) (23) (23) (23)
(5) (13) (34) (25) (24) (25)
33 37 39 39 39 39
(1) 50 (65) 32 (5) 13
268 248 262 309 269 296

(227) (211) (700) (400) (99) (99)
1 0 1 1 1 1

16 0 18 18 18 18
-                   -                   -                   -                   -                   -                   
-                   -                   -                   -                   -                   -                   

(210) (210) (681) (381) (80) (80)
58 38 (419) (71) 189 216

(140) (126) (72) (94) (69) (85)
129 -                   -                   -                   -                   -                   

-                   -                   -                   -                   -                   -                   
(4) 134 480 188 (124) (124)

(34) (37) -                   -                   -                   -                   
(49) (29) 409 94 (193) (209)
10 9 (10) 22 (4) 7

APPENDIX 4B

Cash Flow
Pre-tax profit USDm

Depreciation, amortisation "
Loss (gain) on sale of assets "

Taxes paid "
Other non-cash items "

Change in operating assets & liabilities "
Cash Flow from Operations (OCF) "

Purchase of tangible fixed assets "
Purchase of long-term investments "
Proceeds from sales of fixed assets "
Proceeds from sales of investments "

Other items "
Cash Flow From Investments (ICF) "
Free Operating Cash Flow (FOCF) "

Dividend payments "
Share buybacks "

New equity "
Net Change in Interest Bearing Debt "

Other "
Cash Flow From Financing (FCF) "

Net Change in Cash & Liquid Assets "

2019E 2020E 2021E 2022E 2023E
211 219 226 235 237
90 91 92 93 94

(23) (23) (23) (23) (23)
(26) (27) (28) (29) (30)
39 39 39 39 39
22 (10) 8 9 9
313 289 313 323 325
(99) (99) (99) (99) (99)

1 1 1 1 1
18 18 18 18 18

-                   -                   -                   -                   -                   
-                   -                   -                   -                   -                   

(80) (80) (80) (80) (80)
233 209 233 243 245
(89) (92) (115) (119) (123)

-                   -                   -                   -                   -                   
-                   -                   -                   -                   -                   

(124) (124) (124) (124) (124)
-                   -                   -                   -                   -                   

(213) (216) (239) (243) (247)
20 (8) (6) 1 (2)
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APPENDIX 5 Prosafe’s Key Figures 

APPENDIX 5A Prosafe’s Key Figures 2007-2012 

APPENDIX 5B Prosafe’s Key Figures 2013-2018 

 

Key figures 2007 2008 2009 2010 2011 2012
EPS USD 0.40 0.72 0.57 0.89 0.71 0.80

EPSadj " 0.63 0.89 0.57 0.89 0.71 0.80
FCFPS " -1.22 1.60 0.54 1.45 0.36 0.60
BVPS " 4.52 0.54 1.15 1.78 2.01 2.25

Net Interest Rate % 4.9 % 5.7 % 5.7 % 6.3 % 6.7 % 6.0 %
Tax rate " -5.3 % 6.0 % -9.7 % -1.8 % 0.6 % -0.3 %

P/E .x 40.93 6.46 10.32 8.63 10.33 10.21
P/Eadj " 25.86 5.25 10.32 8.63 10.33 10.21

P/FOCF " -13.23 2.92 11.00 5.31 20.27 13.47
P/B " 3.58 8.63 5.13 4.31 3.65 3.62

Yield % 5.3 % 0.0 % 3.7 % 3.7 % 6.6 % 6.5 %
EV/EBIT .x 30.11 8.09 9.69 10.72 12.22 11.52

EV/EBITDA " 23.43 6.68 7.73 8.37 9.12 9.15
EV/EBITadj " 21.83 6.75 9.69 10.72 12.22 11.52

EV/EBITDAadj " 21.83 6.75 9.69 10.72 12.22 11.52
EV/Sales " 13.03 3.82 5.33 5.36 5.23 5.02

ROE % 8.7 % 132.3 % 48.2 % 48.4 % 34.2 % 34.4 %
ROCE, pretax " 7.3 % 25.0 % 21.2 % 21.8 % 17.0 % 18.4 %

ROA " 3.5 % 12.5 % 9.4 % 15.7 % 11.5 % 11.9 %

Revenue growth " N/A 30.4 % -19.0 % 11.2 % 1.6 % 13.5 %
Net profit Growth " N/A 81.5 % -22.8 % 56.1 % -20.4 % 12.4 %

Gross margin " 69.1 % 69.2 % 82.3 % 79.5 % 78.0 % 74.0 %
EBITDA margin " 55.6 % 57.2 % 68.9 % 64.0 % 57.3 % 54.9 %

EBIT margin " 43.3 % 47.3 % 54.9 % 50.0 % 42.8 % 43.6 %
Net profit margin " 24.1 % 33.6 % 32.0 % 44.9 % 35.1 % 34.8 %

NIBD/EBITDA .x 5.68 2.86 2.79 2.13 2.59 2.47
IBD/EBITDA " 6.45 3.41 3.34 2.49 2.95 2.89

EBITDA/Net interest " 3.56 4.92 6.12 6.60 6.08 6.85
FFO/IBD % 17.3 % 28.2 % 26.2 % 43.2 % 34.1 % 32.8 %
OCF/IBD " 15.5 % 24.1 % 28.5 % 52.3 % 24.9 % 34.9 %

FOCF/IBD " -20.8 % 38.0 % 13.0 % 45.7 % 10.6 % 16.6 %
Book equity/Total assets " 39.6 % 9.5 % 19.5 % 32.4 % 33.6 % 34.7 %

Book equity/IBD " 76.9 % 13.0 % 28.8 % 58.2 % 60.7 % 63.7 %
Debt/Book capitalization " 56.5 % 88.5 % 77.6 % 63.2 % 62.2 % 61.1 %

APPENDIX 5A

Key figures
EPS USD

EPSadj "
FCFPS "
BVPS "

Net Interest Rate %
Tax rate "

P/E .x
P/Eadj "

P/FOCF "
P/B "

Yield %
EV/EBIT .x

EV/EBITDA "
EV/EBITadj "

EV/EBITDAadj "
EV/Sales "

ROE %
ROCE, pretax "

ROA "

Revenue growth "
Net profit Growth "

Gross margin "
EBITDA margin "

EBIT margin "
Net profit margin "

NIBD/EBITDA .x
IBD/EBITDA "

EBITDA/Net interest "
FFO/IBD %
OCF/IBD "

FOCF/IBD "
Book equity/Total assets "

Book equity/IBD "
Debt/Book capitalization "

2013 2014 2015E 2016E 2017E 2018E
0.85 0.76 1.00 0.74 0.72 0.75
0.85 0.76 1.00 0.74 0.72 0.75
0.25 0.16 -1.78 -0.30 0.80 0.91
3.13 3.17 3.87 4.20 4.63 5.02

5.0 % 5.4 % 5.0 % 4.1 % 3.8 % 4.0 %
-2.3 % -6.5 % -12.5 % -12.5 % -12.5 % -12.5 %

9.36 4.83 3.67 4.98 5.07 4.87
9.36 4.83 3.67 4.98 5.07 4.87
31.90 22.80 -2.06 -12.09 4.56 4.00
2.54 1.15 0.95 0.87 0.79 0.73

7.5 % 14.3 % 10.9 % 8.0 % 7.9 % 10.3 %
10.39 6.33 6.52 8.88 8.63 7.92
8.31 5.03 5.26 6.58 6.33 5.83
10.39 6.33 6.52 8.88 8.63 7.92
10.39 6.33 6.52 8.88 8.63 7.92
4.86 2.86 3.12 3.53 3.42 3.13

26.9 % 23.9 % 25.8 % 17.5 % 15.6 % 15.0 %
17.4 % 17.1 % 15.0 % 10.6 % 10.5 % 10.9 %
12.3 % 9.8 % 9.6 % 6.2 % 6.1 % 6.3 %

2.6 % 4.8 % 20.4 % -4.4 % -2.4 % 2.5 %
12.1 % -10.2 % 31.6 % -26.2 % -1.9 % 4.2 %
77.6 % 77.1 % 78.8 % 73.1 % 73.4 % 73.1 %
58.6 % 57.0 % 59.4 % 53.6 % 54.0 % 53.7 %
46.8 % 45.3 % 47.9 % 39.7 % 39.6 % 39.5 %
38.0 % 32.6 % 35.6 % 27.5 % 27.6 % 28.1 %

2.17 2.26 3.05 4.03 3.74 3.28
2.54 2.66 3.34 4.43 4.13 3.69
8.96 8.38 8.29 6.46 6.71 7.24

36.5 % 31.3 % 28.0 % 23.8 % 28.6 % 35.1 %
34.4 % 29.9 % 20.0 % 20.6 % 19.6 % 23.7 %
7.5 % 4.6 % -32.0 % -4.8 % 13.8 % 17.3 %
45.7 % 41.2 % 37.4 % 35.7 % 39.2 % 42.2 %
94.9 % 90.2 % 69.6 % 66.2 % 79.5 % 94.8 %
51.3 % 52.6 % 59.0 % 60.2 % 55.7 % 51.3 %
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APPENDIX 5C Prosafe’s Key Figures 2019-2023 

  

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

Key figures
EPS USD

EPSadj "
FCFPS "
BVPS "

Net Interest Rate %
Tax rate "

P/E .x
P/Eadj "

P/FOCF "
P/B "

Yield %
EV/EBIT .x

EV/EBITDA "
EV/EBITadj "

EV/EBITDAadj "
EV/Sales "

ROE %
ROCE, pretax "

ROA "

Revenue growth "
Net profit Growth "

Gross margin "
EBITDA margin "

EBIT margin "
Net profit margin "

NIBD/EBITDA .x
IBD/EBITDA "

EBITDA/Net interest "
FFO/IBD %
OCF/IBD "

FOCF/IBD "
Book equity/Total assets "

Book equity/IBD "
Debt/Book capitalization "

2019E 2020E 2021E 2022E 2023E
0.78 0.81 0.84 0.87 0.88
0.78 0.81 0.84 0.87 0.88
0.99 0.88 0.99 1.03 1.04
5.43 5.85 6.20 6.57 6.92

4.2 % 4.5 % 5.1 % 5.5 % 6.2 %
-12.5 % -12.5 % -12.5 % -12.5 % -12.5 %

4.68 4.50 4.37 4.20 4.17
4.68 4.50 4.37 4.20 4.17
3.71 4.14 3.70 3.55 3.52
0.67 0.63 0.59 0.56 0.53

10.7 % 11.1 % 13.7 % 14.3 % 14.4 %
7.18 6.59 6.00 5.42 4.99
5.31 4.88 4.46 4.04 3.71
7.18 6.59 6.00 5.42 4.99
7.18 6.59 6.00 5.42 4.99
2.83 2.59 2.35 2.11 1.92

14.4 % 13.9 % 13.5 % 13.3 % 12.7 %
11.3 % 11.7 % 12.1 % 12.6 % 12.8 %
6.5 % 6.7 % 6.9 % 7.2 % 7.2 %

2.5 % 2.5 % 2.5 % 2.5 % 1.0 %
4.1 % 4.0 % 3.0 % 3.9 % 0.8 %
72.8 % 72.4 % 72.1 % 71.8 % 71.2 %
53.4 % 53.0 % 52.7 % 52.3 % 51.8 %
39.4 % 39.3 % 39.1 % 39.0 % 38.4 %
28.5 % 28.9 % 29.1 % 29.5 % 29.4 %

2.80 2.42 2.05 1.67 1.34
3.26 2.85 2.45 2.07 1.73
7.84 8.53 8.91 9.82 10.68

43.2 % 53.2 % 65.9 % 83.1 % 106.0 %
27.8 % 28.8 % 35.7 % 42.9 % 51.6 %
20.7 % 20.8 % 26.6 % 32.3 % 38.9 %
45.1 % 48.5 % 51.3 % 54.1 % 56.8 %
113.7 % 137.7 % 166.6 % 205.5 % 259.2 %
46.8 % 42.1 % 37.5 % 32.7 % 27.8 %
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APPENDIX 6 Standard & Poor’s Credit Ratings 
 

 

APPENDIX 6A KINGDOM of NORWAY 

APPENDIX 6B UNITED STATES of AMERICA 

APPENDIX 6C REPUBLIC of ANGOLA 
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APPENDIX 7 Raw Beta Regression between Prosafe & OSEBX 1997-2015 
The regression shows that Prosafe’s Beta value is approximately 1 if reviewed since it’s listing on 

the Oslo Stock Exchange in 1997.  

APPENDIX 8 Valuation Adjustments made in 2015 
This Appendix refers to figures 10.2-10.5 wherein it states that 2015 numbers are adjusted to start 

May 1st 2015, as this is the official valuation date in this thesis. These adjustments are done in the 

following way: 

• Free Cash Flow’s to Firm, NOPAT’s, Free Cash Flow’s to Equity and Dividends are 

assumed to be equally distributed throughout the year and since the valuation starts May 1st 

in 2015 the first 4 months of income is removed by applying the following formula 

(Eq.App.1) to adjust the actual incomes at the valuation date.  

!".!"". 1:!!"##!!"#ℎ!!"#$!!" !"#$ !"#$% !"##!!"#ℎ!!"#$!!" !"#$%& !"#"$%&$' ∗ ! 812 

• The discount factor in 2015 is adjusted to begin May 1st i.e. 120 days after January 1st. 

Consequently the discount rate in 2015 is adjusted as suggested in Equation Appendix 2.   

!".!"". 2:! !

(!!!"##)
(!"#!!"#)

!"#
  


