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Executive Summary 

Seadrill is one of the world-leading offshore oil- and gas-drilling contractors. The company has 

undergone a period of high growth since its incorporation in 2005. This paper investigates to what 

extent the company will continue to grow profitably into the future, with the focus on the value of 

equity.  

The main objective of this paper is to perform a valuation of the equity in the offshore drilling 

contractor, Seadrill Ltd, with the explicit research questions: What is the fair value of shareholders’ 

equity in Seadrill Ltd. per May 1st 2013? Why does it deviate from the actual market price?  

Various analyses of Seadrill’s macro environment, competitive position and internal resources, 

together with a financial statement analysis were carried out. Seadrill was found to have high 

financial leverage and high operational exposure to favorable market segments. The company was 

found to possess a young and modern fleet of drilling units. Furthermore, the competition in the 

offshore drilling industry was perceived as intense. These and other factors are translated into 

forecasts of various financial figures. Based on the forecasts, and an appropriate discount rate, the 

absolute DCF-based valuation approach suggests a fair value of equity per share of $41.  

Relative valuation techniques were also applied, pointing towards an equity value per share in the 

range of $24.1-$36.4. Additionally, the net asset value per share was calculated to be $23.8. 

However, none of these valuation models were found as reliable as the DCF-based approach in 

reflecting the fair value of equity in Seadrill. The main case value estimate for the equity in Seadrill 

is $41 per share as of May 1st 2013, suggesting some 8% upside potential to the currently observed 

market price.  

The sensitivity of this estimate was tested with respect to central assumptions, and it was shown to 

be especially sensitive to assumptions about the discount rate. Additionally, two alternative 

scenarios to the main case scenario were carried out, in which assumptions about central 

macroeconomic factors were changed.  
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1. Introduction 

 
In this introductory chapter, the motivation and background for the choice of topic is accounted for. 

Also, the methodology and structure of the paper, together with its delimitations are presented.  

 

1.1 Motivation and Background 

This paper deals with analysis and valuation of Seadrill Limited, an offshore drilling contractor, 

with the following research questions: 

• What is the fair value of the equity in Seadrill Ltd. as of May 1st 2013? 

o Why does the value found deviate from the current observable market price? 

From a personal perspective, I find the art of valuation interesting and challenging, as it to a high 

extent requires interdisciplinary skills, and a deep insight into the industry in question. This 

potential learning outcome serves as a good motivation alone.  

The energy sector is interesting in that current human welfare is highly dependent on a stable, or 

preferably increasing, world energy supply. This raises questions on how to achieve this for the 

future. Monitoring contributors to the world energy supply is therefore essential, so as to uncover 

any structural changes in the energy supply mix, and for being able to forecast any of the many 

spillover effects from this. Decision makers all over the world are dependent on what paths the 

energy markets may take in the future.  

Seadrill Limited is a major supplier to the oil and gas E&P1

                                                 
1 E&P = Exploration & Production. 

 companies, making it a contributor to 

the total global energy supply. The company is young, as it was incorporated in 2005, but due to an 

exceptionally aggressive growth strategy, Seadrill has already become one of the world's largest of 

its kind, and are constantly ranked among the five largest companies listed on the Oslo Stock 

Exchange (OSE), as measured by market capitalization. This rapid growth is an interesting feature 

about Seadrill, and exploring whether or how the growth will continue at this high pace and at an 

economically sustainable level, are some of the questions that will have to be answered in this 

paper. 
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The ever-increasing focus on environmental issues, combined with the adverse environmental 

impacts from oil and gas emissions and the world energy-dependency, substantiate the relevance of 

putting one of the main players in this game under the scope. Hence, this valuation will discuss 

whether the threat posed by alternative energy sources is really credible, alternatively when it is 

expected to become so. 

 

1.2 Methodology and Structure 

The purpose of this section is to present the overall structure of the paper, together with a brief 

description of the methods used. More detailed descriptions of models, and presentations of theory, 

appear later in the text where deemed necessary.   

Following this introductory chapter are presentations of the offshore drilling industry and the 

company Seadrill Ltd. These chapters can be looked upon as extended introductions to the core 

parts of the thesis, and is for the purpose of making the reader familiar with the main characteristics 

of the industry, and to provide an understanding of Seadrill’s current position. 

The next chapter revolves around strategic analysis, and is performed on three levels using a top-

down approach. This analysis aims to uncover the most important qualitative matters concerning 

the company, for later quantification. Next, a financial statement analysis is performed, in order to 

reveal financial limitations and opportunities having an impact on value. These analyses will, 

together with a good portion of common sense, serve as inputs for the forecasting of future 

accounting figures.  

Implied by the forecasted financial statements are the future free cash flows. The major valuation 

model of choice for this paper, namely the Enterprise Discounted Cash Flow Model2

                                                 
2 Koller, Goedhart, Wessels, 2010. p.102. 

, take these 

cash flows, together with an appropriate discount rate as inputs, and yield a value estimate for the 

equity in Seadrill. This intrinsic, or absolute, valuation approach will be tested and compared with a 

relative approach, in which the value of the equity in Seadrill will be estimated by comparing its 

pricing with the pricing of comparable companies. Having found a base case value estimate for the 

equity in Seadrill, the sensitivity of this estimate is discussed. Additionally, two alternative 

scenarios are presented. The overall structure of this paper is presented in Figure 1. 
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Figure 1: Overall Structure of the Paper. 

 

Source: Own creation. 

   

1.3 Delimitations  

 

• Cut-off date is May 1st 2013, that is all data of a later date is ignored. 

• Based on publicly available information only.  

• Look at value from the perspective of a well-diversified global investor. 
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2. The Offshore Drilling Industry 

 

In this chapter, the offshore drilling industry is presented, including its characteristics and key 

value drivers. In addition, a peer group for Seadrill is defined.  

 

2.1 Characteristics and Key Value Drivers 

The offshore drilling industry, in which Seadrill is a major player, revolves around a relatively 

simple concept, but the business is rather challenging. As the most easily accessible onshore oil 

reserves have already been extracted, oil companies are exploring opportunities offshore at an 

increasing rate. There is plenty of oil left below seabed, but as time passes and more and more 

wells on shallower waters are already exploited, operations on deeper waters are required. 

Underwater operations are hostile to humans, and require highly customized equipment and 

specialized workers.3

 

  

Ever since the first offshore well was drilled in the Gulf of Mexico in 1947, there has been ongoing 

innovation and expansion in this industry. Today, there are few places on earth that are 

technologically non-accessible for exploration, but the most unwelcome places are costly to 

explore. However, as long as the world economy is highly energy-dependent, and as long as there 

are few economically competitive substitutes, technological innovations and exploration are 

expected to prevail.  

 

As of May 1st 2013, the global offshore drilling fleet counted of 1419 units of various types, of 

which 197 were under construction and about 60% contracted. These rigs are spread among 176 

drilling contractors, whereas the top ten players (by fleet size) controls well over 40% of the global 

supply.4

                                                 
3 Investopedia: http://www.investopedia.com/articles/fundamental-analysis/10/a-primer-on-offshore-drilling.asp 

 Seadrill owns and operates four different rig types; jack-up rigs, semisubmersible rigs, 

drillships and tender rigs. In the global aggregate, these rig types counts 1047, and a share of these 

is deemed non-competitive. As Seadrill is only having competitive rigs in its fleet, this is 

considered the market in which the company competes. As of May 1st 2013, the global competitive 

4 Rigzone: http://www.rigzone.com/data/rig_reports.asp 
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offshore drilling fleet of the aforementioned rig types counted 718, with the distribution as shown 

by Figure 2. 

 
Figure 2: Relevant Rig Types.  

 
Source: Own creation. Rigzone. 
 

As the different rig types differ both with respect to income potential and operational 

characteristics, brief descriptions of these are provided.  

 

• Drillships can operate in most waters, but are usually used for deepwater5 and ultra-

deepwater6 (UDW) operations, as their depth limit is normally above 7,500 feet. A drillship 

looks just like any other vessel, except that it is fitted with drilling apparatus. Mobility and 

freight capacity are the biggest advantages of drillships, whereas instability is their main 

disadvantage. Because of these characteristics, drillships are used a lot in drilling 

exploratory wells. Day rates for drillships are normally about the same as for 

semisubmersible rigs, but considerably higher than for jack-ups.7

 

 

• Semisubmersible rigs (semisubs) are floating drilling rigs with an elevated operating deck. 

Older rigs are typically anchored to the seabed, whereas the newest rigs are dynamically 

positioned with a computer-controlled thruster-system. Just like for drillships, the youngest 

                                                 
5 Deepwater = water depths of 5,000-7,500 feet. 
6 Ultra-deepwater = water depths of 7,500 feet or more. 
7 Investopedia: http://www.investopedia.com/articles/fundamental-analysis/10/a-primer-on-offshore-drilling.asp 
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generations of semisubs can operate in the UDW-segment. Semisubs earn day rates of about 

the same level as for drillships.8

 

 

• Jack-ups are drilling platforms jacked up by three legs, which are extended to the seabed. 

The physical contact with the seabed makes these rigs more stable relative to the 

aforementioned types. However, this fact also set forth limitations with respect to water 

depths, hence these rigs operate solely in the shallow-water9 segment. Jack-ups earn, on 

average, around one fourth in day-rates as compared to semisubs and drillships. Also, 

historically volatility in day rates and demand has been highest for this category of drilling 

units.10

 

  

• Tender rigs are self-erecting drilling units that operate via a fixed or a floating platform.11 

These rigs typically operate on depths as defined by the shallow-water and mid-water12

 

 

segments, and earn about the same day-rates as for jack-ups.  

Drillships and semisubs are commonly referred to as “floaters”, and often also treated as one 

segment, as both day-rates and capabilities are very similar. The jack-ups are highest in numbers, 

as oil exploration and production (E&P) activities historically have been performed predominantly 

on shallower waters. In recent years, as the focus has gradually shifted from shallower to deeper 

waters, the demand for “floaters” has increased, and so has the number of units available. For the 

interested reader, Appendix A depicts an illustration of the different rig types. 

 

Revenues for the players in the offshore drilling industry are mainly derived from two factors; the 

utilization- and day rates achieved. Day-rates refer to the daily contracted income for a specific rig 

in operation. The utilization rate refers to the number of rig-days that the rigs earned day rates, as a 

fraction of the rig-days available in that period. Aggregate utilization rates for the different 

segments are indicators of whether there is supply or demand pressure in the market, and are 

therefore important determinants of the current levels of day rates.13

                                                 
8 Investopedia: http://www.investopedia.com/articles/fundamental-analysis/10/a-primer-on-offshore-drilling.asp 

 As of May 1st 2013, the 

9 Shallow-water = water depths of 400 feet or less. 
10 Investopedia: http://www.investopedia.com/articles/fundamental-analysis/10/a-primer-on-offshore-drilling.asp 
11 Seadrill, Annual Report 2012, p. 27. 
12 Mid-water = water depths of 400-5,000 feet. 
13 Investopedia: http://www.investopedia.com/articles/fundamental-analysis/10/a-primer-on-offshore-drilling.asp 
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highest utilization rates were observed in the segment of deep- and ultra-deepwater floaters, with 

rates averaging around 95%. This is indicating a strong demand pressure for these types of drilling 

units, which reflects the ongoing trend of more drilling on deeper waters. The utilization rates for 

competitive jack-ups were lower, at levels around 75%, indicating weaker market conditions for 

this segment.14

 

  

The operational risk of the individual companies in this industry can vary considerably, depending 

on the management's willingness to accept spot rates versus pursuing contracts with fixed day-

rates. A policy of contracting fixed day rates is risk-reducing in that it removes all exposure to day 

rate fluctuations in the contracted period. Contracts on spot rates occur, but are rather rare in this 

industry.15

 

 In its contract backlog, Seadrill has only a 3-year period for one drilling unit contracted 

at spot rates.  

Another important metric is fleet age, which also varies substantially across companies. From an 

investor’s point of view, it is not clear-cut whether older or newer rigs are more favorable. The 

older rigs are normally slower and less cost-efficient than newer rigs, but due to lower depreciation 

rates they are cheaper to operate on an accounting basis. Widespread utilization of older rigs means 

money saved on lower capital expenditure, which might allow for higher dividends. Newer rigs pay 

off the most, on average, when the economic cycle is upward sloping and at its peak. The opposite 

holds true for older rigs.16

 

 

The total volume of offshore drilling activity is usually measured in feet of extended drill-pipes. 

This counted about 650 million feet in 2011.17

 

 Since drilling is more costly on deeper waters, the 

total drilling volume mirrors total revenues from drilling activities pretty well. The chart below 

shows global volume of offshore drilling activities over the last few years.  

 

 

                                                 
14 IHS: http://www.ihs.com/products/oil-gas-information/drilling-data/day-rate-index.aspx 
15 Investopedia: http://www.investopedia.com/articles/fundamental-analysis/10/a-primer-on-offshore-drilling.asp 
16 Investopedia: http://www.investopedia.com/articles/fundamental-analysis/10/a-primer-on-offshore-drilling.asp 
17 Marketline Report, 2012. 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

11 
 

Figure 3: Volume of the Offshore Drilling Industry. 

 

Source: Own creation. Marketline. 

The global drilling volume grew by well above 20% in 2010 and 2011, and an additional growth of 

20% is expected for 2012, which imply that the volume has more than recovered from the plunge in 

2008/2009.18

The clients of the offshore drilling contractors are the E&P companies

 These figures indicate a rapidly growing demand for drilling services, as measured by 

volume. 

19

 

. Demand for drilling 

services depends on their spending on exploration and production activities. This is highly 

correlated with expected future oil and gas prices, which have a direct impact on their revenue and 

profit potential. Historical oil prices and global aggregate E&P spending are shown in the chart 

below. As expected, these variables show a strong and positive relationship.   

 

 

 

 

 

                                                 
18 Marketline Report, 2012. 
19 Examples of E&P companies: Petrobras, Exxon, Royal Dutch Shell, BP, Statoil. 
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Figure 4: Oil Price and E&P Spending. 

 

Source: Own creation. Barclays, EIA.  

Intuitively, increases in oil prices leads to more E&P spending, which in turn leads to higher 

demand for drilling services. Looking at Figure 3 and Figure 4 in combination, it is easy to see that 

the volume of the offshore drilling industry is also highly correlated with the oil price and E&P 

spending. The graphs in Figure 5, depicting the average oil price and the Philadelphia Oil Service 

Sector Index20

Figure 5: Oil Price and Philadelphia Oil Service Sector Index (OSX). 

, show this relationship even clearer.   

  

Source: Own creation. Yahoo! Finance, U.S. Energy Information Administration (EIA). 

                                                 
20 Yahoo! Finance: http://finance.yahoo.com/q?s=%5EOSX 
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Future oil and gas prices are obviously outside the control of drilling contractors and E&P-

companies, and are determined by global economic growth, prices of alternative energy sources 

and expected future energy supply and other factors. 

Even though the expected future oil and gas prices are the most prominent determinant for the 

demand from E&P-companies, it is not the only one. The demand for drilling services is also 

driven by E&P-companies’ available acreage for exploration and their desire to retain their 

Reserve-Replacement Ratio21

 

 at levels above 1, which is crucial for their long-term existence. 

Additionally, and as mentioned in the previous section, imbalances in the demand/supply-relation 

of drilling units are a factor affecting the level of day-rates, hence also a key value driver for this 

industry.  

2.2 Peer Group 

In this section a peer group for Seadrill is defined. This is done with the purpose of using the peer 

group companies as a benchmark for various financial and non-financial measures, thereby 

enriching the analyses. In selecting such entities, similarities in measures such as business mix, 

market capitalization, financial leverage and revenues should be used as criterion. The company 

itself, together with numerous providers of financial data, has already defined peer groups for 

Seadrill. These selections have served as helpful guidance in determining an appropriate peer 

group. Having controlled for the aforementioned criterion, the resulting peer group constitute of the 

six companies, shown in Figure 6. 
 

 

 

 

 

 

 

                                                 
21 Reserve-Replacement Ratio = the volume of new oil/gas reserves discovered as a percentage of oil/gas produced. 
Investopedia: http://www.investopedia.com/terms/r/reserve-replacement-ratio.asp 
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Figure 6: Peer Group and Drilling Units. 

 

Source: Own creation. Rigzone.  

 

These companies are all fairly similar to Seadrill with respect to business segments. It is, however, 

important to mention that Seadrill has the highest financial leverage, well above number two in this 

group. Hence, this has to be taken into consideration when comparing across companies. As of 

May 1st 2013, the three peers with the highest market capitalization are: Transocean Ltd. (USD 

18.7 billions), Ensco Plc. (USD 13.4 billions) and Diamond Offshore Drilling (USD 9.4 billions), 

as compared to Seadrill (USD 17.8 billions). 
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3. Seadrill Limited 

 

Seadrill Ltd. is a Bermuda-based drilling contractor incorporated in 2005. Back then its fleet of 

drilling rigs was made up of eleven units. In search for growth capital, the company was listed on 

Oslo Stock Exchange (OSE) that same year, and by the end of 2005 its market capitalization 

reached NOK22 12.5 billion. After numerous acquisitions and an extensive newbuild-programme, 

Seadrill is today one of the top five players in the offshore drilling industry (2nd as measured by 

market capitalization), with a global operational footprint represented by a fleet of 5623

 

 rigs. The 

market capitalization was well above NOK 95 billion by year-end 2012. 

The ownership structure of Seadrill is characterized by one large shareholder holding about one 

quarter of the shares outstanding, and many smaller holding 5% or less. This large shareholder is 

the highly profiled Norwegian-Cypriot businessman and multibillionaire John Fredriksen, 

represented through his personal company Hemen Holding. In addition to being the largest 

shareholder, Mr. Fredriksen also serves as president, director and chairman of the board. A survey 

of the largest shareholders in Seadrill is to be found in Appendix B.  

 

Mr. Fredriksen is well known for his friendly attitude towards his co-shareholders, in the 

companies he is controlling. Seadrill is not an exception, as they have paid out quarterly dividends 

since Q4 2009 (Appendix C). As a consequence of the global market turmoil of 2008/2009, the 

company did not pay out dividends in the four quarters from Q4 2008 to Q3 2009. As long as 

Seadrill keeps generating sufficient earnings to support access to financing, together with a strong 

cash flow, it is expected that these extensive dividend payouts will continue into the future. The 

following statement supports this view: “Our primary objective is to profitably grow our business 

to increase long-term distributable cash flow per share to our shareholders.”24

 

 

Seadrill’s main strategy towards achieving its objective of generating cash flow to shareholders is  

“…to focus our company on modern, technologically advanced, offshore drilling units with our 

                                                 
22 NOK = Norwegian Kroner. 
23 Including 20 rigs under construction, to be delivered. 
24 Seadrill, Annual Report 2012, p. 28. 
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main focus on deepwater operations.”25

3.1 Brief History 

 Having one of the youngest fleets in the industry, 

dominated by deepwater and ultra-deepwater units, clearly reflects this strategy. 

 

As earlier mentioned, Seadrill has experienced tremendous growth since its foundation in 2005, 

both organically through newbuilds, and inorganically by company acquisitions. The growth was 

financed predominantly by seasoned debt offerings. Exactly how Seadrill went from holding a 

relatively modest fleet of 11 drilling units in 2005, to becoming a world leading offshore driller 

with a modern fleet of 56 units, will now be clarified.  

 

Already in its year of incorporation (2005), Seadrill showed an aggressive growth strategy by 

ordering eight new drilling units and acquiring the Norwegian drilling contractor Odfjell Invest 

Ltd. In the following year another two company acquisitions were made: Smedvig ASA (14 units) 

and Mosvold Drilling (2 units). Three newbuilds were also ordered in 2006. Figure 7 shows how 

this growth by acquisitions and newbuilds has continued into more recent years. Overall, the 

positive development in market capitalization is also witnessing high and profitable growth.  
 

Figure 7: Market Capitalization and Major Events, Seadrill Ltd 

 
Source: Own creation. Seadrill, Annual Reports. 

 

                                                 
25 Seadrill, Annual Report 2012, p. 28.  
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In 2010, Seadrill was listed on the New York Stock Exchange (NYSE), and thereby secured a 

broader reach in the capital markets. The listing also signalized plans for further growth and a 

desire for global recognition. As part of Seadrill’s strategy shift towards increased focus on the 

UDW-market, 13 tender rigs were sold to SapuraKencana, an integrated oil and gas services 

company, in early 2013. Appendix D provides an overview of the compositional changes in 

Seadrill’s fleet over the last few years.     

 

3.2 Fleet 

Through its many subsidiaries, Seadrill owns 56 drilling units. These are divided into three 

reporting segments; floaters, jack-up rigs and tender rigs. The floaters segment includes semisubs 

and drillships, of which 24 out of 26 units belong to the UDW-segment, as defined in the previous 

chapter. This makes Seadrill the second largest competitor in this market, which is in line with its 

strategy. 

 
Figure 8: Number and Age of UDW Units, Seadrill and Peers. 

 
Source: Own creation. Credit Suisse. 
 

Ten out of Seadrill’s 15 semisubs are equipped for drilling in harsh environments (HE). 

Additionally, the company owns one HE drillship and four HE jack-ups. The HE-units normally 

earn slightly higher day rates than the units equipped for operating in benign environments (BE) 

only. 

As mentioned earlier, another important metric in this industry is fleet age. The average age of 

Seadrill’s fleet is among the lowest in the industry, reflecting their current strategy. Looking at the 
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UDW-segment in isolation, the average age of Seadrill’s units (excluding newbuilds) is about 3.5 

years. The closest competitors are Ensco and Transocean, with average fleet ages of 7 and 14 years, 

respectively.26

Another segment, in which Seadrill is a leading player, is the segment for premium jack-up rigs

 

27

Among Seadrill’s 56 drilling units, there are only six that do not belong to either the UDW- or the 

premium jack-up segments: two semisubs, one jack-up and three tender rigs. These units represent 

a relatively small part of the company’s revenue potential, and will therefore be devoted less 

attention in this paper, than the aforementioned segments.  

. 

The company owns 26 such units, including 10 newbuilds to be delivered. Rowan and Ensco are 

the second and third largest players in this market, with 13 and 12 units, respectively. In this 

segment, Seadrill has the second youngest fleet with an average age of four years, which again is 

reflecting their strategy of focusing on “…modern state-of-the-art offshore drilling units…” 

Now, that the composition of the fleet with respect to type, age and water depths are established, it 

is time to take a look at the units’ geographical location. As the figure below shows, Seadrill are 

geographically diversified, currently with highest exposure in Norway, followed by Brazil and the 

USA. However, the mobility of drilling units enables Seadrill to change its geographical risk 

exposure whenever old contracts expire and new contracts are secured.  
 

 

 

 

 

 

 

 

 

                                                 
26 Credit Suisse Report, 2013. 
27 Jack-up rigs built after 2000, which can operate on water depths of 350 feet or more. Source: Credit Suisse Report, 
2013. 
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Figure 9: Geographical Distribution of Drilling Units by Value, Seadrill Ltd. 

 
Source: Own creation. Seadrill Annual Report 2012. 

All of Seadrill’s drilling units are currently contracted, with the exception 11 newbuilds. Most of 

these newbuilds have expected delivery in 2014-2015. Thus, the company still has time to secure 

contracts, so as to avoid any drop in its strong economic utilization rates, which averaged close to 

95% in 2012 (Figure 10). The contract backlog amounted to record-high $21 billion at year-end 

2012, with floaters accounting for some 75% of this value.28

 

   

Figure 10: Economic Utilization Rates by Rig Type, Seadrill. 

 
 
Source: Own creation. Seadrill Annual Reports. 
 

                                                 
28 Seadrill, Annual Report 2012, p. 31. 
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4. Strategic Analysis 

 

The purpose of performing a strategic analysis in this paper is to bring forth important qualitative 

data that can be translated into future financial figures. A thorough strategic analysis can uncover 

current and historical factors that are likely to have an impact on future growth and profit potential 

for the industry and for the company in particular. The ultimate goal is to reveal whether Seadrill 

has a competitive advantage or disadvantage, whether it is permanent or temporary, and if it is 

likely to have an impact on future cash flows.   

 

This strategic analysis takes a top-down approach, that is, it assesses the “big picture” before 

digging into the details. The macro environment, in which Seadrill operates, is analyzed via the 

PESTEL29 framework. Next, an industry-level analysis, with the aim of measuring the competitive 

powers prevalent in the industry, is performed. For this purpose, the well-known Porters Five 

Forces framework is employed. Once the competitive powers in the industry are mapped out, 

Seadrill's competitive potential is assessed, using the VRIO30

 

 framework.  

4.1 Macro Perspective  

The aim of this macro-level analysis is to uncover the external factors that have affected the 

industry’s growth and profit potential in the past, and to shed light on the factors that are likely to 

be the most significant going forward. In doing this, the PESTEL framework is utilized, with 

emphasis on the factors that are regarded as being the most important for the offshore drilling 

industry. 

 

4.1.1 Political Factors 

Protection of the environment 

Offshore oil and gas extraction and production can have an unfavorable impact on the environment 

in many ways. The most direct, and prominent examples include oil spills and disturbance of the 

life in sea. High reliance on oil and gas throughout the world, together with the fact that oil and gas 

                                                 
29 Political, Economic, Social, Technological, Environmental and Legal factors. 
30 The questions of Value, Rarity, Imitability and Organization. 
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rich countries' welfare to a great extent hinges on these resources, often makes it too costly to stop 

the production for any long period of time. However, there are examples of government 

interventions with the aim of protecting the environment. As a reaction to the 2010 Gulf of Mexico 

(GoM) oil spill31, the US Department of the Interior imposed a six-month moratorium on all 

deepwater drilling wells in the Gulf of Mexico32

 

. Obviously, this decision had a financially adverse 

impact on the players involved. In case of future accidents of this magnitude, imposing a direct 

threat to the environment, such governmental measures are expected to re-occur. The fear of the 

potentially enormous losses associated with any production ceases, has also led to an increased 

focus on safety throughout the industry, and hence lowered operational risk and increased 

production costs.  

Another example of political influence with the aim of protecting the environment is the ongoing 

discussion of whether or not to allow oil and gas production outside Lofoten, Vesterålen and Senja, 

Norway.33,34

 

 This area is particularly vulnerable as it is a nesting place for a variety of birds, and 

various types of fish are spawning there. The discussion revolves around whether it is worth to risk 

the long-term value of these resources for the rather short-term gain represented by oil and gas 

extraction. 

In general, any political initiatives, whether proactive or reactive, can affect the demand for drilling 

services, and the revenue and profit potential for this industry. Any quantification of the financial 

effects of potential future political actions is rather impractical, but assuming that such threat 

contributes towards increased risk and higher operating costs for the players in this industry seems 

fair.  

 

Political stability and regulation 

Political stability is a key ingredient for predictability, and for companies' ability to earn profits. 

Recent political instabilities in Egypt, Libya, Syria and other parts of the Arabic world, have led to 

jumps in the prices for oil and gas. There are two major reasons for this; (1) these countries are 

either big producers of oil and gas themselves or surrounded by big producers. The fear of ceased 

or reduced production from these countries, which would lead to a considerable shortage in supply, 
                                                 
31 Wall Street Journal: http://topics.wsj.com/subject/D/deepwater-horizon-oil-spill/6051 
32 United States Department of the Interior, 2010. 
33 WWF: http://www.wwf.no/dette_jobber_med/hav_og_kyst/oljefritt_lovese/ 
34 Folkeaksjonen: http://folkeaksjonen.no 
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puts an upward pressure on prices. (2) The fear of a potential closing of the Suez-channel or the 

Strait of Hormuz, which are both strategically important for transportation, has contributed towards 

an upward pressure on oil and gas prices.  

 

Any geopolitical instability like these, which results in sustained price pressure on oil and gas, can 

have a direct impact on E&P-companies’ willingness to invest, which in turn impacts the demand 

for drilling services. Another, and even more unfavorable outcome for drilling contractors, is when 

such political instabilities leads to unexpected interruptions in drilling operations, or defers any 

new projects. 

 

Government regulation of the oil industry has always been present, as oil as a natural resource in 

most cases are directly or indirectly owned and controlled by the states in which they are located. 

During recent years, especially in the aftermath of the Gulf of Mexico oil spill of 201035

 

 there has 

been increased focus on the risk of government regulation. The reactive measures taken by the US 

Department of the Interior are good examples of the powerful interventions governments are 

capable of doing. In the developing parts of the world, the regulatory oversight and requirements 

are limited, but as these countries develop, increased political influence on the industry is to be 

expected. 

The tax policy imposed by different governments is another area affecting oil-related companies in 

particular. For example, in Norway, the Petroleum Tax Act states that all companies involved in 

extractive activities within Norwegian territorial borders or continental shelf are subject to pay a 

special tax of 50% (on top of the corporate tax rate of 28%) on all profits36

 

. Any unfavorable 

change in tax policy in the areas in which Seadrill has high exposure is a constant threat, having a 

direct impact on the earnings potential of the company. Being geographically diversified with 

exposure to various tax jurisdictions, Seadrill has reduced the downside risk associated with such 

changes in tax policies.  

With the ever-increasing focus on the environmentally adverse impact of oil and gas consumption, 

the interest in exploring alternative energy sources are growing. Any governmental subsidization of 

                                                 
35 Wall Street Journal: http://topics.wsj.com/subject/D/deepwater-horizon-oil-spill/6051 
36 Ernst & Young, 2012. 
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the production or consumption of such energy sources can be seen as a threat to the profit potential 

in the offshore drilling industry. If energy sources other than oil and gas gain market shares faster 

than expected, this can lead to overcapacity in the offshore drilling industry, and in a longer 

perspective render the whole industry obsolete. A more in-depth discussion on potential substitute 

energy sources is to be found in section 4.2.4. 

 

OPEC37

 

, an oil cartel with 12 member countries, is controlling a considerable share of the global oil 

production and reserves. This makes it a powerful organization, one that can easily affect the oil 

price by adjusting its aggregate supply.  

4.1.2 Economic Factors 

Cycles in the world economy and energy prices 

The overall global demand for energy fluctuates with the level of economic activity. This positive 

correlation typically results in higher energy prices during economic upturns and lower prices 

during economic downturns. The demand for drilling activities change accordingly, as E&P-

companies’ willingness to invest change in relation to the expected price-achievement for their 

output. Obviously, oil and gas prices are outside the control of drilling contractors, but at the same 

time they are vastly dependent on it. The positive relationship between changes in oil price and 

GDP is illustrated in Figure 10. These graphs also indicate that changes oil price is slightly lagging 

changes in the global economic activity. 

Figure 11: Year-on-Year Change in Oil Price and World GDP. 

 

Source: Own creation. EIA, The World Bank. 
                                                 
37 Organization of the Petroleum Exporting Countries. 
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From the drilling contractors’ point of view, long-term contracts are a way of reducing the risk of 

revenue shortfall associated with economic downturns, or a general decline in energy prices. With a 

substantial share of its fleet under long-term contracts, Seadrill has taken measures towards 

reducing the downside risk in case of a sudden slow-down in the demand for its services. Entering 

into contracts, however, does not eliminate the downside-risk completely, as the clients’ ability to 

pay their contract obligations can be negatively affected by a drop in oil and gas prices, so-called 

counterparty risk. 

Valuation of companies experiencing cyclicality in demand is different, and can be more 

complicated than valuing companies with more stable demand characteristics.38 Essential for 

obtaining a robust value estimate of such companies is to have some kind of opinion on the timing 

of these cycles. Thina Saltvedt, a profiled Norwegian oil analyst, stated in an interview in April 

2013 that she believed the oil prices were around the bottom (around $100/bbl39), concurrent with a 

bottom in the world economy.40

 

 As global economic cycles tend to last for at least a few years, this 

statement also implies a belief in a few years of economic upturn and strong oil prices. The same 

analyst has oil prices of $112 and $115, respectively, in her forecasts for 2013 and 2014. As for all 

forecasting of future variables, it is associated with a high level of uncertainty, but a full-time oil 

analyst is believed to have some comparative advantage in doing so.  

Currency fluctuations 

Seadrill’s functional and reporting currency is U.S. dollars. The majority of the company’s assets, 

debt, revenues and expenses are denominated in U.S. dollars, but not all, which result in some 

exposure to exchange rate risk. This risk is managed by the use of various currency derivative 

instruments, which aims to reduce the company’s exposure to other currencies than U.S. dollars.  

 

                                                 
38 Koller, Goedhart, Wessels, 2010 p. 731. 
39 Bbl = Barrel. 
40 Hegnar Online: Økonominyhetene 19.04.2013, http://www.hegnar.no/webtv/. 
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4.1.3 Social Factors 

Lifestyle changes 

Alongside an ever-increasing political pressure on environmental sustainability, there is an ongoing 

trend among people in developed countries to strive for lower energy consumption, and especially 

less energy from environmentally harmful sources such as oil and gas. Examples of this trend 

include strong focus on lowering CO2-emissions from cars, more electric vehicles being marketed 

and sold at higher volumes41, increased focus on public transport and biking. Copenhagen, the 

capital of Denmark, serves as a prime example of this trend.42

Skilled personnel 

 The developing countries’ desire for 

economic growth and increased welfare, however, is not always compatible with this focus on 

environmental sustainability. Therefore, these trends are not likely to take off on a global scale in 

the immediate future, and are expected to only have a minor impact on oil and gas prices going 

forward.  

 

As the worldwide fleet of active drilling units has increased substantially during recent years, so 

has the demand for skilled personnel to operate these rigs. The competition of retaining and 

obtaining skilled personnel are expected to further intensify, as the number of active drilling units 

is expected to grow faster than the number of skilled drilling crews in the next few years. Seadrill 

exemplifies Brazil and Western Africa as regions with limited availability of qualified personnel.43

 

 

This demand pressure could result in higher personnel costs for the drilling contractors going 

forward. Another consequence could be increased downtime and operational incidents, as the 

company might be forced to hire less experienced personnel. 

4.1.4 Technological Factors  

Technological advances  

The offshore drilling industry makes use of technologically advanced equipment, which has been 

subject to rapid technological development during recent years. Any small technological advances 

                                                 
41 Tesla Motors: http://ir.teslamotors.com/releases.cfm?Year=&ReleasesType=&PageNum=1 
42 Climate Action: 
http://www.climateactionprogramme.org/news/copenhagen_denmark_aims_to_be_carbon_neutral_by_2025/ 
43 Seadrill, Annual Report 2012, p. 17.  
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can result in huge cost savings across the industry. Seadrill, together with other leading drillers, are 

dependent on being technologically up to date in order to keep their market positions and remain 

profitable. The newer, and more technologically advanced drilling units are more expensive to 

acquire, less costly to operate per output, and produces more output per time. As mentioned in 

section 3.2, Seadrill has a young, technologically advanced fleet, which can be translated into high 

operational leverage.  

 

Future technological revolutions, advances so big that they could threaten the existing technology, 

will always serve as a threat against companies that are heavily invested in today’s technology. 

Current drillers, or future entrants, may develop new technologies, which could render today’s 

drilling equipment obsolete. 

 

4.1.5 Environmental Factors 

Environmental issues being caused by drilling operations, and that are subject to political 

interventions, are already discussed in the section of Political Factors. Turning the causality 

around, environmental factors that can directly, and adversely, affect drilling activities are 

discussed in this section.  

 

Drilling contractors will always be exposed to the risk of hazardous weather conditions in their 

areas of operation. For Seadrill in particular, examples of weather conditions that can have a 

negative impact on their operations include the hurricane season in the Gulf of Mexico, the 

monsoon season in Southeast Asia and the winter season off the coast of Norway.44

 

 All these, 

together with other unexpected and unfavorable weather conditions, could adversely impact 

Seadrill’s operations. In case of such weathers, non-contracted drilling units are unlikely to enter 

into new contracts, and the company’s ability to relocate drilling units is reduced. Being 

geographically diversified, like Seadrill, reduces the risk of such environmental hazards. 

 
 

                                                 
44 Seadrill, Annual Report 2012, p. 30. 
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4.2 Industry Analysis 

 

Having analyzed the most important external factors influencing the industry, it is time to take a 

look at the industry itself by assessing its degree of attractiveness. The ultimate determinant of 

whether an industry is attractive or not, is the possibility for its players of earning excess returns. A 

company's potential for such returns, is determined by a set of factors, among which the 

competitive environment is commonly recognized as being the most important.45. In examining the 

degree of attractiveness and competition characteristics of the offshore oil drilling industry, and 

Seadrill's competitive position, the well-known and widely used Porter's Five Forces46

 

 framework 

serves as a guide.  

4.2.1 Bargaining Power of Suppliers      

High bargaining power of the suppliers to an industry is the equivalent of saying that the suppliers 

possess an ability to capture more value for themselves, at the expense of the players in the 

industry. This cost shifting eventually depresses industry profits.47

 

 There are many factors that can 

contribute in determining the bargaining power of suppliers, and the ones that stand out as the most 

important for the offshore drilling industry, are discussed in the following.  

Among the main suppliers to this industry are the shipyards providing vessels, rigs and drilling 

packages. Looking at their bargaining power in a historical perspective, it has to a great extent been 

a question of capacity. In good times, when oil and gas prices have been high, the demand for 

drilling services has increased, and so has the demand for newbuilds. This has typically resulted in 

under-capacity at the shipyards, and put an upward pressure on prices for newbuilds. Economic 

downturns and falling oil and gas prices, has led to the opposite scenario with over-capacity. Even 

though oil and gas at the moment are trading at historically high levels, the shipyards are still 

experiencing some over-capacity. However, if the ongoing trend of numerous newbuild orders is 

continuing, the shipyards’ bargaining power is expected to rise. 

                                                 
45 Petersen, Plenborg, 2012, p. 189. 
46 Porter, 2008. 
47 Porter, 2008, p. 29. 
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The relative concentration between industries is another important factor to look at in determining 

the bargaining power of suppliers.48 To a higher degree than for the offshore drilling industry, the 

shipyard industry is characterized by a few leading players, with the Asian shipyards Keppel FELS, 

Jurong Shipyards and Samsung Heavy Industries being among the largest49. This, together with an 

ongoing consolidation trend in the shipyard industry50

 

, contributes towards increased power for the 

shipyards.  

Because the shipyards are typically highly specialized in the production of drilling units, the 

drilling industry constitutes an important outlet, which is a factor decreasing their relative 

bargaining power. From the drilling contractors’ perspective, there exist no suitable substitutes for 

the equipment the shipyards are providing. Hence it is fair to say that there is a strong mutual 

dependency between these industries.  

 

As the drilling industry is quite labor-intensive, providers of human resources make up another 

important group of suppliers. The continuously growing number of active drilling units worldwide 

has created strong competition among drillers in recruiting enough skilled personnel. This has 

resulted in high bargaining power for this supplier group, which has put an upward pressure on 

wages.  

 

The bargaining power of shipyards is considered medium, but with an increasing trend, whereas the 

suppliers of human resources have higher bargaining power. In sum, this a yields moderate to 

strong bargaining power of the suppliers to this industry. Seadrill, in effect of being among the 

largest players in its industry, is assumed to have an advantage over smaller players in bargaining 

with the shipyards. This because the shipyards are likely to devote more attention to, and provide 

better service to bigger clients that are likely to stay in the business for a longer time, and thereby 

represent a higher long-term revenue potential.  

 

 

 

                                                 
48 Porter, 2008, p 29. 
49 Offshore: http://www.offshore-mag.com/content/dam/offshore/print-articles/Volume%2073/07/2013%20modu.pdf 
50 Seadrill, Annual Report 2012, p. 5. 
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4.2.2 Bargaining Power of Clients        

The reason to assess the bargaining power of clients is to map out to what extent the clients to an 

industry have the ability to secure more value on their own part, by applying downward pressure on 

prices and/or upward pressure on product quality.51

 

  

The clients to the oil drilling industry are the oil exploration and production (E&P) companies. 

These can be divided into two major groups, the International Oil Companies (IOCs) and the 

National Oil Companies (NOCs). Subgroups of the IOCs include the supermajors, majors and 

independent oil companies. The world's five largest fully publicly traded oil companies, as 

measured by revenues, are commonly referred to as supermajors; BP, Royal Dutch Shell, Chevron, 

Exxon, Total.52 Examples of major IOCs include Statoil, ConocoPhillips and Eni. The largest oil 

companies, as measured by reserves, are all NOCs. Examples of these include the state-owned oil 

companies of Saudi Arabia, Iran and Qatar.53

 

 

The bargaining power of the clients to this industry is to a great extent determined by a function of 

oil prices and capacities. Higher oil prices means higher willingness to invest in E&P-activities, 

which in turn leads to higher demand for drilling services. With increasing demand comes a 

decrease in available rig capacity, and higher day rates on the drilling units. These are the most 

important mechanisms determining the relative bargaining power between the drilling contractors 

and the E&P-companies. With the recovery in oil prices from around $40/bbl in late 2008 to around 

$100/bbl in the first quarter of 2013, the utilization rates and day rates for drilling units have 

experienced solid upturns.54

 

 The market is somewhat divided, however, as the prevailing trend of 

more deepwater and ultra-deepwater oil exploration and production, has led to an especially high 

demand for floaters operating in this segment. This has caused a temporary imbalance in the 

demand/supply-relation, which the drilling contractors having a high exposure to this segment now 

profit from. A result of this is decreased bargaining power for the clients of deepwater and ultra-

deepwater drilling services.  

                                                 
51 Porter, 2008, p. 30. 
52 Reuters: http://www.reuters.com/article/2008/08/01/us-oilmajors-production-idUSL169721220080801 
53 Forbes: http://www.forbes.com/pictures/mef45glfe/not-just-the-usual-suspects-2/ 
54 IHS: http://www.ihs.com/products/oil-gas-information/drilling-data/day-rate-index.aspx 
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One factor clearly giving E&P-companies power over drilling contractors is the fact that they are, 

on average, large players. The high operating leverage in the offshore drilling industry is also a 

factor increasing the clients' power. Services offered by drilling contractors are to a high degree 

standardized or undifferentiated and drilling costs constitute a substantial part of E&P-companies' 

budgets. These are factors encouraging E&P-companies to shop around for the best deals, which 

translates into higher bargaining power. On the other hand, the indispensability of drilling services, 

and the potentially high switching costs caused by contracting, are factors reducing the clients’ 

power. All in all, the bargaining power of clients is currently perceived to be at a moderate level.  

 

Again, the size of Seadrill can play a role limiting the bargaining power of clients, as co-operation 

with larger versus smaller players often has some advantages. Examples of this include the 

presumed higher security with respect to long-term supply, and the potential positive scale effects 

in dealing with fewer suppliers. The latter point, however, is somewhat weak, as depending on only 

a small number of suppliers also can be risky.  

 

4.2.3 Threat of New Entrants        

New entrants to an industry means increased capacity in the supply of the industry's 

products/services, which in turn puts pressure on prices and costs. In this way, the threat of new 

entrants works as a ceiling for the profit potential of any industry, and incumbents are therefore 

forced to lower their prices when this threat is perceived as high. Ultimately, the height of entry 

barriers, and the expected counter-reactions by incumbents, determines the threat of new entrants 

into an industry.55

 

 

The largest players in the offshore drilling industry own a considerable number of high-tech 

drilling units deployed all over the world. With the aim of reducing the high costs associated with 

operating drilling units, major drilling contractors, in collaboration with research groups, work on 

developing new techniques such as laser drilling.56

                                                 
55 Porter, 2008, p. 26. 

 Not already being part of this potentially 

revolutionizing technological research, and the high R&D expenditures required for efficiently 

competing with the strongest incumbents, represent a clear barrier to entry.  

56 Argonne National Laboratory: http://www.ne.anl.gov/facilities/lal/laser_drilling.html. 
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Other factors that stand out as barriers to entry include high amounts of required initial investment, 

high fixed costs and capacity constraints at the shipyards. Starting up a drilling business requires 

investments in expensive rigs and drilling equipment. During good times, with high day rates and 

profitability, funding for this investment is fairly easy to obtain, as the rigs commonly serve as 

collateral for the loans. However, when market conditions are weak, it is challenging to find 

creditors willing to invest in such projects. The current market conditions, characterized by 

historically high oil prices, have made financing fairly easy to obtain. However, as companies are 

filling up yard capacity and the competition for key personnel intensifies, these become the new 

constraints in force.  

 

The prevailing economies of scale effects in the offshore drilling industry apply to both the supply-

side and the demand-side. Marginal administrative expenses are decreasing in the number of 

drilling units. This cost-saving effect, however, is considered small relative to the high costs 

associated with operating the drilling units. Demand-side economies of scale exist in that when big, 

well-respected, safety-conscious E&P-companies patronize your drilling services, smaller players 

becomes more confident in doing the same. With a rising concern for safety in the aftermath of the 

2010 Gulf of Mexico oil spill this effect has become even stronger.  

 

To conclude, even though the offshore drilling industry has experienced strong growth over the last 

couple of years, the current entry barriers are considered reasonably high. The current threat of new 

entrants is deemed moderate, but is expected to increase in case of any sudden and positive 

changes in the demand for drilling services.  

 

4.2.4 Threat of Substitute Products or Services      

Substitute products or services perform a similar function as the existing, but by different means. 

They are often indirect and easy to overlook, as they can appear very different from the products or 

services offered by the industry in question. The threat from substitute products could limit the 

industry profits.57

 

 

                                                 
57 Porter, 2008, p. 31. 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

32 
 

As of today, there exist no other known methods for extracting oil and gas from below the seabed 

than that of drilling contractors. For enabling a discussion on the threat of substitutes, it is therefore 

necessary to look outside the business of offshore oil and gas extraction.  

 

Substitutes threatening the services offered by offshore drilling contractors could be separated into 

two major groups. The first group constitutes competing methods for extracting oil and gas from 

onshore sites, such as conventional well drilling and hydraulic fracturing. Onshore, easy accessible 

sources of oil and gas are however limited, which is one of the main reasons for the ever-increasing 

offshore activity. Hydraulic fracturing, also referred to as “fracking”, has the potential of 

recovering substantial amounts of natural gas at an economically attractive price. This method, 

however, poses significant environmental risks, such as air and water pollution in the areas of 

extraction.58

 

 It is therefore still unclear whether this poses a real threat to offshore drilling.  

The second group of substitutes is represented by all other energy sources that can potentially 

substitute for oil and gas, such as coal, nuclear energy and hydropower. According to the 

International Energy Agency (IEA), oil and natural gas accounted for about 54% of the global 

energy supply in 201059

 

, whereas the main estimate for year 2035 is a share of about 50%. Despite 

the ever-increasing focus on the environmentally adverse impact of consumption of fossil energy, 

and the blossoming research for alternative energy sources, these numbers present only a modest 

drop of four percentage points in the world supply of oil and gas over this 20-year period. This is 

an indication of the strong position, and dependence, of oil and gas in the world energy supply. 

Hence, the threat from alternative energy sources is at the moment weak. Future increases in prices 

for oil and gas, and/or cost reductions in the production of alternative energy sources, are factors 

that are expected to strengthen this threat. To conclude, the threat from substitutes is at the moment 

considered weak.  

4.2.5 Degree of Rivalry Among Existing Competitors      

Rivalry among existing competitors in an industry can take many different forms, all with the 

common force of driving down profitability. The degree to which these forces are at work, are 

                                                 
58 Harvard Magazine: http://harvardmagazine.com/2013/01/frackings-future 
59 International Energy Agency, 2012, p. 6. 
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depending on the intensity of competition among players in the industry, and on what basis they 

compete.60

 

  

In the offshore drilling industry, here limited to the segments in which Seadrill is present, the ten 

largest players control about half of the global fleet of drilling units.61

There are many other factors pointing towards intense competition in the market for offshore 

drilling services. Most drilling contractors do not hold a diversified portfolio of businesses, which 

is making them highly reliant on revenues from drilling activities. Moreover, there is a high degree 

of similarity in the services offered by the players in the industry, which is another factor pointing 

towards high competitive intensity.  

 Hence, the industry can 

appear somewhat top-heavy, but as there also exist a substantial number of smaller drillers, it can in 

fact be considered fairly fragmented. This factor alone is an indication of a moderate to strong 

competitive intensity.  

Investment in highly specialized equipment that does not have any alternative uses gives rise to 

strong exit barriers. This can lead to unprofitable companies staying in the market, contributing in 

driving down prices with the “excess capacity” they represent.  

Contracts for offshore drilling services are generally established based on competitive bidding, 

where price, equipment quality, availability, safety records, reputation, rig location are some of the 

key determinants.62

The fact that the offshore drilling market has experienced high growth is a factor to some extent 

alleviating the intensity of competition. However, overall, the rivalry among the players in the 

offshore drilling industry is evaluated to strong, and lowers the profit potential for the industry as a 

whole.  

 This creates a direct and transparent competitive environment, which is clearly 

a factor strengthening the competitive intensity in this industry.  

 

 

                                                 
60 Porter, 2008, p. 32. 
61 Rigzone: http://www.rigzone.com/data/rig_report.asp?rpt=op. 
62 Seadrill, Annual Report 2012, p. 16. 
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4.3 Company Analysis 

 

The aim of this company analysis is to reveal to what degree the company’s internal resources and 

capabilities are likely to create any competitive advantage in the future. For this purpose, a 

modified version of the VRIO-framework is utilized. It asks the questions of whether the resources 

or capabilities within the company are considered valuable, rare and are costly to imitate, and 

whether the company is organized to exploit them.63

 

 The most prominent of such factors for 

Seadrill, are discussed in the following.  

4.3.1 Financial Leverage 

Seadrill has the highest financial leverage among peers. This can certainly be favorable in times of 

good market conditions, when the company is able to earn returns substantially higher than the 

borrowing costs and face small risks of default. However, such high debt levels often come with 

the cost of decreased financial flexibility and increased vulnerability. A factor that to a certain 

extent mitigates these problems is the fact that the major shareholder of Seadrill, Mr. Fredriksen, 

represents considerable financial muscle. In addition, he has proven to be highly active in the 

governance of the company, and is expected to participate in any future capital increases if 

necessary. The company’s borrowing capacity is certainly limited, but is more than outweigh by 

the financial security that Mr. Fredriksen represent. Whether the financial leverage is valuable is 

ambiguous, but it can certainly appear as rare when looking at peers. To conclude, Seadrill’s high 

financial leverage does not represent any clear competitive advantage, nor disadvantage. If the 

financial leverage in fact represents a small competitive advantage, it is highly temporary due to the 

ease of imitation.  

 

4.3.2 Fleet 

As was mentioned in section 3.2, Seadrill’s fleet is among the youngest in the industry. In times of 

economic upturn E&P-companies tend to favor new and modern drilling rigs, as the efficiency 

characteristics of such units become more economically viable when the value of output (oil and 

gas) is increasing. The fleet also makes Seadrill the company with the second highest exposure to 

                                                 
63 Barney, Hesterly, 2010. 
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the favorable and expanding UDW-segment. These are both factors that can prove valuable in 

times of good market conditions. Seadrill’s young fleet and high UDW-exposure are certainly rare, 

as few companies can show better numbers in these categories. Acquiring a young fleet like 

Seadrill’s is costly for most companies, and are unattainable, at least in a short-term perspective. 

Likewise, a sudden change in exposure towards the UDW-segment is costly for bigger competitors, 

which currently have a higher exposure towards other, less favorable segments. It can be argued 

that drilling contractors with completely different segment exposure are not really competitors. 

However, since most drilling contractors are exposed to more than one segment, and typically 

change their exposure with time, they can in the long-term be seen as one big group of competitors. 

Seadrill’s current fleet composition is imitable, but doing so certainly takes some time and is for 

most players a very costly process. Therefore, Seadrill’s current fleet is perceived to represent a 

temporary competitive advantage for the company.  

 

4.4 Summary 

The main findings from the strategic analyses are summarized in Table 1, using the SWOT-

framework. In addition, some findings from the financial statement analysis performed in the next 

chapter, are included. These are the factors regarded as the most important with respect to the 

future growth and profit potential for Seadrill Ltd., and will be quantified in later sections.  
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Table 1: SWOT, Seadrill Ltd. 

STRENGTHS: 
 

• Large player. 
• Wide and young fleet base. 
• Global presence. 
• Long-term contracts. 
• Large contract backlog. 
• Financially strong and 

committed long-term 
owner. 

 

WEAKNESSES: 
 

• Limited financial flexibility. 
• Low liquidity. 

OPPORTUNITIES: 
 

• Increasing day-rates. 
• Strong demand for UDW-

floaters. 
• Growing oil demand. 
• Strong market outlook for 

modern assets. 
• Increasing contract 

durations. 
 

THREATS: 
 

• Intense competition. 
• Regulatory environment. 
• Volatility in oil and natural 

gas prices. 
• Stringent emission standards. 
• Environmental hazards. 
• Geopolitical instability. 
• Alternative energy sources.  
• Limited availability of skilled 

personnel. 
 

 

Source: Own creation. 
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5. Financial Statement Analysis  

As part of the effort of understanding Seadrill’s past, a quantitative analysis of Seadrill's historical 

performance and financial health is carried out. This is done by the examination of various 

financial measures within the categories of profitability, solvency and liquidity. In addition, the 

peer group presented in section 2.2 is used for comparison. As for the strategic analysis, the 

purpose of this analysis is to serve as guidance in forecasting pro forma financial statements. Since 

this paper takes on the view a long-term equity-investor, a reorganization of the financial 

statements reflecting this, is needed before the analysis can start.  

 

5.1 The Analytical Financial Statements 

Traditional financial statements have a creditor focus, and are not well suited for assessing 

operating performance and value. The problem is that financing, operating and non-operating items 

are mixed together, both in the balance sheet and in the income statement.64

 

 Therefore, for being 

able to have a look at operations in isolation, reorganized financial statements are prepared, in 

which these items are separated. First out is the balance sheet. 

5.1.1 The Analytical Balance Sheet: Invested Capital 

The reorganizing of the balance sheet aims at separating the assets needed in the company's 

operations from those deemed unnecessary for operations. This procedure yields Invested Capital, 

which is defined below. A step-by-step brief description of how this is done follows. 

 

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 = 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐴𝑠𝑠𝑒𝑡𝑠 − 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

= 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑊𝑜𝑟𝑘𝑖𝑛𝑔 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 + 𝑁𝑜𝑛–𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐴𝑠𝑠𝑒𝑡𝑠,𝑁𝑒𝑡 𝑜𝑓 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠  

            

Operating Working Capital 

The first step in building Invested Capital is to identify the components belonging to operating 

working capital, which is defined as current operating assets less current operating liabilities. 

                                                 
64 Koller, Goedhart, Wessels, 2010. p.131. 
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Among the reported current assets, the items found to be non-operating are marketable securities, 

amount due from related parties, and a part of operating cash.  

 

Cash typically earns very small returns, which are considered financial income rather than 

operational. Too much cash on the balance sheet can potentially depress measures such as Return 

on Invested Capital (ROIC), as the denominator include cash positions, whereas the numerator do 

not include any of the accumulated interests.65

 

 As marketable securities by definition are highly 

liquid, and therefore very similar to cash, it is merged into the account named operating cash. The 

question is, what share of this sum is needed for operations, and what part should be considered 

excess? There is no clear-cut answer to this question, but looking at peers' cash holdings can 

provide an indication. Among the six chosen peers, the cash-to-revenue ratio varies from 9 to 47 

percent, with an average of 26 percent. Koller, Goedhart and Wessels (2010) argue that the 

minimum of these should be the proxy for operating cash needs. Because Seadrill is currently in a 

phase of strong growth, a small upward adjustment seems appropriate. Rounding the lowest two 

cash-to-revenue ratios among peers, yields operating cash needs of maximum 15% of revenues. All 

other cash are considered non-operating, and are placed in the account named excess cash.  

The line item amount due from related party consists primarily of loans outstanding to related 

companies. As lending money has nothing to do with the core business of Seadrill, this full amount 

is classified non-operating. 

 

Among the current liabilities, there are only two items that can be classified as part of operations; 

trade accounts payable and parts of other current liabilities. A few items in the latter of these 

accounts are deemed non-operating, and are related to unrealized losses on financial derivatives and 

accrued interest.  

 

Non-current operating assets, net of liabilities 

The next step in building Invested Capital is to determine which non-current assets to classify as 

operating, and net out non-current operating liabilities. In effect of being a drilling contractor, 

                                                 
65 Koller, Goedhart, Wessels, 2010. p. 143. 
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Seadrill is carrying drilling units on its balance sheet. These units, together with newbuilds to be 

delivered and other operating equipment, are aggregated into the account named PP&E66

Seadrill has some operating lease agreements related to premises, which clearly should be 

classified operating. Accounting rules enables Seadrill to hide these assets from the balance sheet, 

and report the lease expenses as costs in the income statement. This practice represents an 

inconsistency because the asset base used in generating profits will appear artificially low, which in 

turn will distort asset-based financial ratios. For valuation purposes, however, these accounting 

rules do not apply, and the inconsistency can be removed by making an adjustment to the operating 

leases. This is done by recognition of the present value of future lease commitments as an asset, 

and a corresponding liability. The historical value fluctuation in this account, capitalized operating 

leases, is reflected by changes in the present value of future leasing commitments. For more details 

on the treatment of operating leases, please consult Appendix E. 

.  

Other non-current assets, net of liabilities is another line item belonging under this section. This 

summation consists of various components under the reported accounts of other non-current assets 

and other non-current liabilities, which are deemed operating. Additionally, the reported non-

current portion of restricted cash is included in this account. 

Adding all assets deemed non-operating to Invested Capital, yields Total Funds Invested. This is, 

just like the name indicates, the aggregate amount of assets tied up in Seadrill. To make sure that 

this reorganized balance sheet in fact balances out, a reconciliation table with the sources of 

financing is prepared. For a complete survey of the analytical balance sheet, see Appendix F.  

 

5.1.2 The Analytical Income Statement: NOPLAT 

As for the balance sheet, the reorganization of the income statement is all about separating 

operating items from non-operating items. Starting out with revenues, deducting all operating 

expenses, and adding back operating lease interests, yields adjusted EBITA. From this an adjusted 

tax figure is deducted, before ending at NOPLAT67

                                                 
66 PP&E is short for Property Plant and Equipment. 

, which is a measure of pure operational after-

tax profits available to all investors, and the starting point in calculating the free cash flow.  

67 Net Operating Profit Less Adjusted Taxes. 
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The tax adjustment referred to above is made with the aim of removing all tax effects stemming 

from non-operating items, and is subject to the following equation: 

 

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑇𝑎𝑥𝑒𝑠 = 𝑅𝑒𝑝𝑜𝑟𝑡𝑒𝑑 𝑇𝑎𝑥𝑒𝑠 − 𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑇𝑎𝑥 𝑅𝑎𝑡𝑒 ∗ 𝐴𝑙𝑙 𝑁𝑜𝑛–𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝐴𝑠𝑠𝑒𝑡𝑠 

 

More details on calculations and assumptions regarding operating taxes are to be found in the 

forecasting section of this paper. The analytical income statement is depicted in Appendix G. 

 

5.2 Profitability 

A company’s profitability can be defined as its ability to generate earnings. In the long run, 

profitability is important for a company’s survival, for providing shareholders with returns on a 

satisfactory level, and to maintain good relationships with other stakeholders.68 The main reason to 

perform an in-depth analysis of profitability in this paper is that the value of equity to a great extent 

hinges on the company’s future profit potential. Seadrill's historical profitability is analyzed both 

on a cross-sectional, and a time-series basis. In addition, it is addressed whether or not, or to what 

extent, the company has been able to generate super profit over the past few years. This 

profitability analysis takes basis in the DuPont Model69

5.2.1 Economic Value Added 

, as depicted in Appendix H. 

 

The DuPont Model starts off with a measure of super-profit, Economic Value Added (EVA), which 

is defined as the difference between Return on Invested Capital (ROIC) and WACC. A positive 

EVA is synonymous with excess returns, which is value creating for shareholders. If the opposite 

holds true, then the company has destroyed shareholder value.  

ROIC is the overall measure of operating profitability, hence a key value driver.70 It communicates 

the company's ability to, and efficiency in, undertaking profitable projects, using its operational 

assets.71

                                                 
68 Petersen, Plenborg, 2012. p. 93. 

 As for most financial ratios, ROIC is also defined in a number of different ways. The 

version of ROIC applied here is shown below. 

69 Petersen, Plenborg, 2012. p. 94. 
70 Petersen, Plenborg, 2012, p. 94. 
71 Damodaran, 2007. p. 7. 
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𝑅𝑂𝐼𝐶 =
𝑁𝑂𝑃𝐿𝐴𝑇𝑡

(𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙𝑡 + 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙(𝑡−1))/2
 

                    

The components of ROIC are readily available from the analytical financial statements that were 

prepared in section 5.1. Figure 11 shows the historical ROIC for Seadrill, together with a 

hypothetical WACC of 8%. This is the same WACC as used for the valuation, and is estimated in 

section 7.1.1. Ideally, individual estimates of WACC should have been obtained for every single 

year of the analysis, but because of the considerable amount of work and uncertainty related to such 

estimates, the current WACC serves as a proxy. 

 
Figure 12: ROIC vs. WACC, Seadrill. 

 
Source: Own creation. Annual Reports. 

 

During the past four years, ROIC has clearly exceeded WACC, which means that Seadrill has 

succeeded in generating excess returns, as measured by EVA. In other words, the company has 

generated value for its shareholders. However, if the decreasing trend in ROIC should continue, the 

company is in danger of destroying value for its shareholders. This can lead to shareholders fleeing 

the stock, and a drop in the market value of equity. It is therefore important to take a closer look at 

the components of ROIC, in order to investigate the reasons behind this trend. The simple and 

obvious explanation is that the CAGR72

                                                 
72 CAGR = Compound Annual Growth Rate. 

 of Invested Capital has been substantially higher than the 

same number for NOPLAT over the last three years: 14.5% and 6.1%, respectively. This can be 

explained by heavy capital expenditures related to newbuilds, combined with only average market 
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conditions. ROIC is decomposed into Profit Margin and Turnover Rate of Invested Capital (shown 

below), which allows for further investigation of its downward sloping trend.  

 

𝑅𝑂𝐼𝐶 =
𝑁𝑂𝑃𝐿𝐴𝑇

𝑁𝑒𝑡 𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
×

𝑁𝑒𝑡 𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙

= 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑃𝑟𝑜𝑓𝑖𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 ×  𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑅𝑎𝑡𝑒 𝑜𝑓 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙  

 
Figure 13: ROIC, Decomposed, Seadrill. 

 
Source: Own creation. Annual Reports. 

 

The graphs depicted in Figure 13 makes it possible to analyze whether the decline in ROIC stems 

from a worsened revenue and expense relation, or lower capital utilization. For every year since 

2009, these ratios have moved in the opposite direction, both ending up at lower levels in 2012, as 

compared to 2009. As Seadrill has carried out extensive investments in newbuilds over this period, 

and the corresponding revenues typically are somewhat lagged compared to the time the newbuilds 

are entered into the accounts, a decrease in the Turnover Rate of Invested Capital can be justified. 

High capital intensity and a low Turnover Rate of Invested Capital in general, characterize the 

drilling industry. Looking at the income statement, there is not one account alone that stands out 

causing the decline in Operating Profit Margin over these years. Hence, the fall has to be attributed 

to a generally higher growth in operating costs as compared to revenues. 
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Ideally, a cross-company analysis of EVA and ROIC should have been performed, as these are the 

overall measures for value creation and operating profitability. However, due to the considerable 

amount of work needed in re-organizing financial statements, such an analysis is left out from this 

paper. Instead, in the following paragraphs, Return on Equity (ROE) and various profit margins are 

investigated on a cross-company basis.  

 

5.2.2 Return on Equity 

ROE aims at measuring profitability after having taken both financial- and operational leverage 

into account.73. As compared to ROIC, the ROE leaves only equity-owned assets in the 

denominator, and deducts financial costs from the numerator.74 Simplified, the ROE communicates 

what accounting returns the company is able to make with the money shareholders have invested.75

 

𝑅𝑂𝐸 =
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒𝑡

�𝐵𝑜𝑜𝑘 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦𝑡 + 𝐵𝑜𝑜𝑘 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦(𝑡−1)�/2
 

 = 𝑅𝑂𝐼𝐶 + (𝑅𝑂𝐼𝐶 − 𝑁𝐵𝐶) ×
𝑁𝑒𝑡 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐵𝑒𝑎𝑟𝑖𝑛𝑔 𝐷𝑒𝑏𝑡

�𝐵𝑜𝑜𝑘 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦𝑡 + 𝐵𝑜𝑜𝑘 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦(𝑡−1)�/2
 

           

 

The following version of ROE is used in this analysis: 

As seen from the last term in the expression for ROE, financial leverage has a positive impact on 

ROE as long as ROIC exceeds net borrowing costs (NBC), otherwise financial leverage will 

depress ROE. For healthy industries and companies, it is reasonable to believe that, on average, 

there is a positive relationship between financial leverage and ROE, because otherwise any loan 

agreements would be value destroying for the shareholders. As earlier mentioned, Seadrill has the 

highest financial leverage among its competitors. Thus, it is expected that the company show ROE 

figures in the higher range, which is clearly confirmed by the chart below. 

 

 

 

 

                                                 
73 Petersen, Plenborg, 2012, p. 117. 
74 Damodaran, 2007. p. 11. 
75 Petersen, Plenborg, 2012, p. 117. 
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Figure 14: ROE and Debt-to-Equity Ratio, Seadrill and Peers. 

 
Source: Own creation, Annual Reports. 

 

Although ROE is somewhat inappropriate for cross-sectional analysis, it makes more sense in 

combination with a time-series. The graphs above show a drop in ROE over the last four years, 

both for Seadrill and peers, with an indication of co-movement. At the same time, the financial 

leverage has been relatively stable, both for Seadrill and the peer group. This points towards an 

unfavorable drop in operating profitability and/or increasing borrowing costs over the period.  

 

A breakdown of ROE into three components is shown in the figure below. From these graphs, it is 

clear that for Seadrill the decrease in net income margin has been the main contributor to the 

declining ROE. The peers have also, on average, experienced lowered net income margins, but for 

these a falling asset turnover ratio has also contributed towards the decline in ROE. The high 

financial leverage of Seadrill, relative to peers, would suggest a steeper decline in net income 

margin for Seadrill in times of worsening market conditions. The reason is that Seadrill has a 

relatively higher proportion of non-operating fixed costs, as represented by interest expense. To 

conclude, Seadrill has experienced a similar decline in ROE as peers over the last years, despite 

having a substantially higher financial leverage. As opposed to peers’ falling asset turnover ratio, 

Seadrill has been able to keep this measure at relatively stable levels, and thereby avoided an 

otherwise more dramatic fall in ROE. 
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Figure 15: ROE-breakdown, Seadrill and Peers. 

 
 

Source: Own creation, Annual Reports. 

 

5.2.3 Profit Margins  

The Net Profit Margin is already discussed in the previous sections, and was found to be decreasing 

over the last years, both for Seadrill and the peer group. This measure includes effects stemming 

from differences in financial leverage. Since the Net Profit Margin of Seadrill has decreased 

considerably less over the last few years than for peers, it must be the case that the operating profit 

margin and the EBITDA-margin show more positive figures for Seadrill as compared to peers over 

the last years. The chart below depicts the recent years’ development in these profit margins for 

Seadrill and the peer group. 
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Figure 16: EBIT-margin and EBITDA-margin, Seadrill and Peers. 

 

Source: Own creation, Annual Reports. 

 

As expected, Seadrill has shown a better development in these profit margins over the last years 

than its peers. The strong correlation between the EBIT-margin and EBITDA-margin, for both 

Seadrill and peers, is an indication of depreciation and amortization (D&A) being a relatively 

constant proportion of revenues. Although the graphs are almost perfectly parallel, the gap widens 

somewhat over time, which is indicative of a slight growth in D&A as a proportion of sales. This 

might be due to an increasing number of newer and more expensive drilling units in the companies’ 

balance sheets. 

 

5.3 Liquidity 

Liquidity here refers to the short term-liquidity risk, for which an analysis aims to uncover the 

company’s ability to meet short-term financial commitments.76

 

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

 In order to evaluate the liquidity 

risk in Seadrill, the current ratio is examined.  

 

                                                 
76 Koller, Goedhart, Wessels, 2010 p. 178. 
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As of 31st of December 2012, about three fourths of the current assets in Seadrill consist of cash 

and cash equivalents and accounts receivables, both of which can be considered highly liquid. The 

aggregate account other current liabilities, and current portion of long-term debt are the main 

components of the current liabilities. Figure 16 shows that Seadrill has had a substantially lower 

current ratio as compared to peers, for every year shown.  

Figure 17: Current ratio, Seadrill and peers. 

 

Source: Own creation. Annual Reports. 
 

The widely used (and misused) rule of thumb says that the current ratio should be greater than 2 for 

showing a sound liquidity. Seadrill and its peers are delivering services to its clients, thus holding 

little or no inventories. Because of this, acceptable levels of the current ratio are lower than 2. 

However, current ratios of less than 1, which has been the case for Seadrill in the last two years, are 

clearly pointing towards potential liquidity problems. In short, this means that Seadrill will have 

problems meeting its financial obligations during the coming year, unless the short-term liquidity 

positions are adjusted. An improvement in the liquidity conditions is expected in association with 

the sale of the tender rig division. However, as this sale took place 30th April 2013, any numbers 

stemming from this effect are not available as of May 1st. To conclude, the short-term liquidity risk 

in Seadrill is considered high based on the above numbers, but are expected to improve 

significantly when the aforementioned divestment transaction is completed.  
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5.4 Solvency 

Solvency, or long-term liquidity risk, is a measure of a company’s ability to meet all future 

obligations. An analysis of solvency aims to account for the long-term financial health of the 

company.77

5.4.1 Financial Leverage 

 The solvency in Seadrill is analyzed by examining financial leverage and two interest 

coverage ratios. 

 

There are many variations of ratios that aim to measure the financial leverage of companies. For 

easily being able to perform a peer comparison, financial leverage is here defined as follows: 

𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒 =
𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑡𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦

 

As earlier mentioned, and shown by Figure 17, Seadrill has a substantially higher financial leverage 

as compared to its peers. While the peer group’s assets are, on average, financed by more equity 

than debt, Seadrill operates with debt levels more than double the size of the book value of equity. 

This can be explained by high growth, and correspondingly strong needs for financing. 

Additionally, being a shareholder-friendly company, Seadrill tends to use excess cash flow to pay 

out dividends rather than repaying debt. This capital structure can, to a certain degree, be justified 

by the financial strength of Mr. Fredriksen, the controlling shareholder. However, as measured by 

financial leverage, the solvency risk in Seadrill is high.   

 

 

 

 

 

 

 

 

                                                 
77 Petersen, Plenborg, 2012, p. 150. 
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Figure 18: Financial Leverage, Seadrill and Peers. 

 

Source: Own creation, Annual Reports. 

 

5.4.2 Coverage Ratios  

The interest coverage ratio aims to provide information about the company’s ability to pay its 

financial expenses.78 A variation of this, the EBITDA-to-interest coverage ratio, examines whether 

the company is at least profitable enough to pay interest on its outstanding debt.79

The graphs below indicate that Seadrill has had no trouble meeting its interest obligations during 

recent years. Both ratios are falling over the period, but are still considered to be well within 

acceptable levels. As measured by these coverage ratios, the long-term liquidity risk in Seadrill is 

currently evaluated to low. However, should the negative trend in these coverage ratios continue, 

that is decreased profitability, higher interest payments or both, the solvency risk can easily 

increase.  

 This ratio is less 

conservative in the numerator, but more conservative in the denominator, as compared to the 

interest coverage ratio. Definitions of the ratios used in this analysis are found below. 

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑐𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑎𝑡𝑖𝑜 =
𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡 (𝐸𝐵𝐼𝑇)
𝑁𝑒𝑡 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠

 

𝐸𝐵𝐼𝑇𝐷𝐴–𝑇𝑜– 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑅𝑎𝑡𝑖𝑜 =
𝐸𝐵𝐼𝑇𝐷𝐴

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑃𝑎𝑦𝑚𝑒𝑛𝑡𝑠
 

                                                 
78 Petersen, Plenborg, 2012, p. 161. 
79 Investopedia: http://www.investopedia.com/terms/e/ebitdacoverinterestratio.asp 
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Figure 19: Interest Coverage Ratio and EBITDA-To-Interest Coverage Ratio, Seadrill. 

 

Source: Own creation, company reports. 
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6. Forecasting 

 

This chapter deals with forecasting of the various balance sheet- and income statement items, 

which in turn will lead to the expected, to-be-discounted future cash flows. The two discounted 

cash flow (DCF) based valuation models presented later in this paper, assume a separation of the 

forecasting into two parts: the explicit period and the implicit period, or continuing value. In the 

following, the forecasts for the explicit period are carried out, and then the continuing value is dealt 

with in a separate section. The more value-sensitive items, such as revenues, aggregate operating 

costs and capital expenditures, are devoted more attention than smaller line items having a less 

significant impact on value.  For a complete survey of the forecasted financial statements, please 

consult Appendix I and Appendix J. 

 

6.1 The Explicit Period 

The length of the explicit forecasting period is determined by what time the company is expected to 

reach a “steady state”, which is characterized by constant growth rates and returns on invested 

capital.80

 

 As mentioned earlier, the cyclicality of the offshore drilling industry is derived from the 

even more cyclical E&P-industry. It is, however, not as pronounced due to temporary imbalances 

in the supply/demand-relation for different rig types, and the persistence of long-term contracts. 

Global E&P-spending bottomed in 2009, and has seen growth every year since (see Figure 4, p. 

12). Due to the externality of fluctuations in world GDP growth, the global demand for energy and 

the oil and gas prices, future E&P-spending cycles are at best extremely challenging to predict. 

Looking at recent global economic cycles, they have lasted 5-6 years. If history repeats itself, that 

would suggest a new trough in 2015 or 2016. However, the most recent economic recession was 

particularly strong and long lasting, and might require more time than “normal” for a full recovery. 

Other analysts covering Seadrill assume a peak cycle in 2015, which is also assumed in this paper. 

Seadrill is expected to reach a “steady state” in 2017. Explicit forecasts are therefore prepared for 

the five years from 2013-2017, and represent a base case scenario. Alternative scenarios are 

discussed later in this paper. 

                                                 
80 Koller, Goedhart, Wessels, 2010. p.186. 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

52 
 

6.1.1 Income Statement 

6.1.1.1 Operating Revenues 

Revenue growth is one of the key value drivers, and a number of line items are directly or 

indirectly depending on it.81

 

 Hence, the forecasted revenues are carried out in a thorough and 

careful manner.  

The revenues in Seadrill are stemming from contracted rig activity. Actual contract revenues 

earned are a function of the secured contracted day-rates and the achieved economic utilization 

rates for the drilling units. The economic utilization rate refers to the number of days a rig has been 

in operation out of the number of days in that period.82

 

 For multiple reasons, such as maintenance, 

upgrades or repairs, the operations can be interrupted, which keeps the utilization rates below 

100%. Simplified, the contracted revenues are estimated as follows: 

𝐶𝑜𝑛𝑡𝑟𝑎𝑐𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠 =

𝐴𝑠𝑠𝑢𝑚𝑒𝑑 𝑒𝑐𝑜𝑛𝑜𝑚𝑖𝑐 𝑢𝑡𝑖𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛 𝑟𝑎𝑡𝑒 ×  𝑠𝑒𝑐𝑢𝑟𝑒𝑑 (𝑜𝑟 𝑎𝑠𝑠𝑢𝑚𝑒𝑑)𝑐𝑜𝑛𝑡𝑟𝑎𝑐𝑡𝑒𝑑 𝑑𝑎𝑦– 𝑟𝑎𝑡𝑒𝑠   

 

Historical utilization rates for Seadrill’s rigs were examined in Section 3.2, and were found to be 

fairly stable over the period of review. An adjusted average of the historical utilization rates are 

used for estimates of future revenues. The adjustment refers to the removal of the most extreme 

observations, which can be considered outliers. 

As of May 1st 2013, all available drilling units were under contract. Also, eleven out of the 22 to-

be-delivered newbuilds had secured contracts from the month of delivery, whereas the remaining 

11 were awaiting contracts. As shown in Table 2, the total contract coverage83

 

 for Seadrill’s 

drilling rigs is as high as 98% for 2013, but is falling rapidly in the following years. This translates 

directly into increased revenue uncertainty for the future, as day-rate estimates have to be obtained 

for the un-contracted rig-months.  

                                                 
81 Koller, Goedhart, Wessels, 2010. p.186 and p.163. 
82 Seadrill, Annual Report 2012, p. 38. 
83 𝐶𝑜𝑛𝑡𝑟𝑎𝑐𝑡 𝑐𝑜𝑣𝑒𝑟𝑎𝑔𝑒 = 𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑟𝑖𝑔–𝑚𝑜𝑛𝑡ℎ𝑠 𝑐𝑜𝑛𝑡𝑟𝑎𝑐𝑡𝑒𝑑

𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑟𝑖𝑔–𝑚𝑜𝑛𝑡ℎ𝑠 𝑎𝑣𝑎𝑖𝑙𝑎𝑏𝑙𝑒 𝑓𝑜𝑟 𝑐𝑜𝑛𝑡𝑟𝑎𝑐𝑡𝑖𝑛𝑔
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Table 2: Contract Coverage by Segments, Seadrill. 

 

Source: Own creation. Seadrill, Fleet Status Report, 2013. 

 

The contracted part of revenues is calculated as a function of contracted day-rates, assumed 

economic utilization rates and contracted mobilization and demobilization fees. The un-contracted 

part is estimated on the basis of assumed day-rates and economic utilization rates, in which 

mobilization fees are included. For a comprehensive survey on day-rate assumptions for each rig, 

please consult Appendix K. 

Having established estimates for future utilization rates, and a good overview of future available 

rig-time, the remaining part of the revenue forecast is to determine expectations for future day-rate 

achievement for the currently un-contracted future rig-months. This question can be split in two 

parts; (1) to what extent will Seadrill be able to secure contracts for the currently un-contracted 

future rig-months? (2) What day-rates are likely to be achieved? 

On the background of the strategic analysis, there are indications that market participants have built 

in expectations of a peak-cycle for this industry in 2015. In the opinion of the author of this paper, 

any deviations from this view would be considered highly speculative, unless taken by a team of 

skilled macro- and oil-analysts. The assumed peak in global GDP, oil prices and E&P-spending of 

2015, therefore forms the basis for the day-rate forecasts. 

As was shed light on earlier, the UDW-segment is experiencing strong growth in demand, and 

Seadrill is well positioned to exploit this trend. Oil prices and E&P-spending are expected to stay 

strong until peak cycle in 2015, and at the same time the expected total availability of UDW-units 

are limited. Seadrill is expected to have two UDW-units coming available for contracting in 2014 

and seven more in 2015, which translates into high market leverage towards this segment. The 

company’s young and modern fleet should also make Seadrill a preferred supplier of drilling 

services as long as the currently strong market conditions continue. These factors, together with the 

advantage of being a large player with a high degree of market visibility, points towards no 

problems for Seadrill in securing future contracts. Hence, the forecasted revenues assume no un-
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contracted future rig-months, with only 2-3 months allowed for mobilization between expected 

newbuild deliveries (or contract ends) and new contracts.  

In the belief of a continuing strong market for UDW-floaters, the day-rates for new contracts in this 

segment are assumed to grow by 10% until 2015, following a slight decline to reach a steady state 

in 2017. Even though the current day-rates for this segment are historically high, an assumed steady 

state close to these levels is justified by the prevailing megatrend of increased drilling activity on 

deeper waters.  

The day-rates in the segment for jack-up rigs are also at historically high levels, but for different 

reasons than for the UDW-segment. During recent years, a substantial share of the global fleet of 

jack-up rigs has been removed from the market because of ageing and correspondingly outdated 

technology.84

As a general remark about the above arguments for forecasted day-rates and revenues, it is 

important to underline that most of the arguments put forth in the strategic and financial analysis 

serve as outer bounds for the level of day-rates. For example, the threat from alternative energy 

sources and the prevailing intense competition in the offshore drilling industry are both considered 

factors creating an upper bound, or ceiling, to future day-rates. In a similar fashion, global energy 

needs and corresponding strong oil prices sets a floor to the level of day-rates.  

 Even though drilling activity on shallower waters is decreasing, the temporary 

imbalance in the demand/supply-relation of jack-up rigs, together with favorable macro-conditions, 

has put an upward pressure on the day-rates in this segment. Assuming strong macro-conditions 

and E&P-spending, day-rates for the jack-up segment are expected to stay at current levels until 

2015. Then, as macro-conditions are assumed to worsen, and more balance is expected in the 

demand/supply-relation, the day-rates are assumed to decline by 15% from 2015-2017. As Seadrill 

only has three tender-rigs, and the market for such units is similar to that of jack-ups, the forecasts 

of future day-rates for these units are made along the same lines as for jack-ups. 

In addition to contract revenues, Seadrill also has a line item named reimbursable revenues in its 

accounts. This category of revenues is small and counted to about 4% of contract revenues in 2012. 

The reimbursable revenues are directly tied to reimbursable expenses, which are incurred at the 

request of clients. Hence, the reimbursable revenues are forecasted on the basis of a historical 

premium to reimbursable expenses, which is 7%. 

                                                 
84 Lundetræ, Trøim, 2013, p. 10. 
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6.1.1.2 Operating Costs 

 

Vessel and Rig Operating Expenses 

This line item includes expenses related to operating the drilling units, such as remuneration of 

offshore drilling crews and repair and maintenance costs. Its level is therefore expected to show a 

strong relationship with the number of drilling units in operation, given a stable fleet composition. 

The composition of Seadrill’s fleet, however, has shown little stability over recent years. Cost 

figures disaggregated on segments could have served as a basis for future forecasts, but 

unfortunately, the company has not disclosed such information. Despite big changes in fleet 

composition, the vessel and rig operating expenses has shown to be relatively stable at $38 million 

per rig available for operations, but with a slightly increasing trend. However, assuming that this 

same relationship holds for the future, would be wrong for at least three reasons. Firstly, it would 

completely ignore any changes in costs per unit input. Secondly, it would ignore any changes in 

productivity. Thirdly, future variations in fleet composition is expected to alter this relationship 

because the costs associated with operating the different rig types must vary significantly, given the 

huge variations in day-rates.  

Another option is to use total revenues as a cost driver for the vessel and rig operating expenses, so 

as to mitigate the problems with using rigs available for operations. This cost account has varied in 

the range of 37-40% of revenues over the last four years, with a decreasing trend. It was pointed 

out in the strategic analysis that a shortage in skilled drilling personnel is expected ahead. In light 

of this, it is assumed an increase in vessel and rig operating expenses from 37% of revenues in 

2012 to 38% in 2013. As more workers are getting educated and the global drilling activity is 

slowing down, this temporary imbalance is expected to even out, and the cost account is assumed 

to fall to 37% of revenues by 2015, and stay at that level for the future. 

 

Reimbursable Expenses  

“Reimbursable expenses are incurred at the request of clients, and include supplies, personnel and 

other services.”85

                                                 
85 Seadrill, Annual Report 2012, p. 39. 

 These costs have historically come to 3-6% of contract revenues, and the relation 

is set to the last three-year average of 3.5% going forward. 
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Depreciation and Amortization 

The driver of depreciation is the aggregated account property, plant and equipment (PP&E), with 

the exception of the sub-account newbuildings, which include the value of unfinished newbuild 

projects, and are not depreciated until delivery. The company states that rigs and equipment are 

depreciated on a straight-line basis, and that expected useful life is 30 years for all rig types.86

 

 

Future depreciation is forecasted as a function of current book values, historical project costs and a 

value-weighted expected remaining useful life of drilling units. In addition, already committed and 

assumed future capital expenditure, together with expected disposals are accounted for. For the 

curious reader, consult Appendix L for further details on capital expenditure and depreciation 

figures. 

General and Administrative Expenses 

The general and administrative expenses are tied to remuneration of human capital invested in the 

management of the company, and other expenses related to management, such as office costs.87

General and administrative expenses have historically shown a relatively stable relationship to fleet 

size, but revenues are believed to provide a better driver going forward. The reasons are that 

revenues are more closely linked to performance than are fleet size, and revenues are also a good 

proxy for operating activity. General and administrative expenses have been in the range of 4.5%-

7% of revenues over the last six years, averaging 5.5%. Over the last three years, which are 

believed to be more relevant in regards to future numbers, this account has averaged 4.9%. Being 

conservative, and having in mind both possible scale effects and performance-driven compensation 

plans, general and administrative expenses are forecasted to 5% of revenues going forward.  

 

Remuneration of management is to some extent performance driven as the company has share-

based compensation plans in place. Intuitively, the bigger the company (read: fleet), the more 

managers are required, but it would also be fair to assume some scale effects in this cost item.  

 

 
 

                                                 
86 Seadrill, Annual Report 2012, p. F-13. 
87 Seadrill, Annual Report 2012, p. 39. 
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6.1.1.3 Financial Items 

The drivers of interest income are the financial assets yielding interest payments. In this case, all 

cash accounts together with the debt outstanding to related parties, are on an average basis, 

included as drivers for interest income. In 2012, these assets yielded an average interest of 2.3 

percent. The five-year average is only slightly higher. Interest income is assumed to be 2.5 percent 

of the aforementioned accounts, going forward.   

 

Interest expense arises from the debt on the balance sheet. This was 3.3 percent of last years’ debt, 

both for fiscal year 2012 and the last five years’ average. There are believed to be two main reasons 

for why Seadrill is able to borrow at such low rates: (1) using new and modern drilling units (which 

are fairly liquid) as collateral for loans, (2) financially strong and committed long-term owner in 

Mr. Fredriksen. In lack of any better information, the interest expense is assumed to stay at 3.3 

percent of debt accounts at the beginning of each year. 

 

6.1.1.4 Income Taxes 

In its main tax jurisdiction, Seadrill is exempted from all tax payments until at least March 2035, as 

assured by the Bermudan Minister of Finance.88

 

 However, as most operations are carried out in 

taxable jurisdictions, with corporate tax rates varying from 16% to 35%, the effective tax rate are 

on average higher than the Bermudan, and can vary substantially from one year to another. Over 

the last four years with positive earnings, the reported income tax averaged 12%. For simplicity, 

the effective tax is conservatively assumed to stay at 16% for the future.  

6.1.1.5 Summary 

The forecasts for the income statement items carried out in this section are summarized in Table 3. 

For a comprehensive survey, please consult Appendix I. In addition, the forecasted analytical 

income statement is to be found in Appendix G. 

 

 

 

                                                 
88 Seadrill, Annual Report 2012, p. 40. 
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Table 3: Forecasted Income Statement, Seadrill Ltd. 

 

Source: Own creation. 

 

6.1.2 Balance Sheet 

6.1.2.1 Operating Working Capital 

Operating working capital is often forecasted as a percentage of revenues, except those items tied 

to input factors.89

Accounts Receivable 

 Starting out with components of current assets, items belonging to operating 

working capital are in the following treated on a separate basis. 

The accounts receivable are presented net of some insignificant amounts of allowances for doubtful 

accounts. This item has varied in the range of 14%-20.5% of revenues over the last six years. It 

averaged 15% from 2007-2009, whereas over the last three years the average was 19.5%, which 

also serves as the best estimate going forward. 

Cash and Cash Equivalents 

Because of high growth and a correspondingly high need for liquid assets the company has held a 

substantial amount of cash and cash equivalents in its balance sheet over the period of review. In 

fact, it has been in the range of 20%-80% of revenues, but has averaged only 25% over the last 

three years. For reasons discussed in Section 5.1.1, cash and cash equivalents in excess of 15% of 

revenues is considered non-operating and put in a separate account, named excess cash. It is also 

                                                 
89 Koller, Goedhart, Wessels, 2010. p. 200. 
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assumed that some cash is needed in operations, so the minimum cash holdings are set to 5% of 

revenues. Hence, cash and cash equivalents fluctuate in the range of 5-15% of revenues.  

Other Current Assets 

This aggregate account consists exclusively of items tied to operations, and has as a percentage of 

revenues shown a decreasing trend over the last six years. The last three years’ average is about 

8.5%, which is the forecast ratio that is applied going forward. 

 

Trade Accounts Payable 

Seadrill has not disclosed what the trade accounts payable are related to, so a best guess is in order. 

It is assumed that this account is tied to the purchase of drilling equipment and spare parts, outside 

the investment and financing plans for newbuild projects. The account has amounted to an average 

of 2% of revenues in the past, and there is no reason to believe any material changes in this 

relationship for the future.  

Other Current Liabilities 

A few items in the reported account other current liabilities are deemed non-operating, and are 

related to unrealized losses on financial derivatives and accrued interest. Thus, for forecasting 

purposes, the account is split into two parts: operating and non-operating. The aggregate account 

has during the last four years shown a decreasing trend, bottoming at 30% of revenues in 2012, 

which is the forecast ratio used going forward. Items deemed operating, has in recent years made 

up about two thirds of this aggregate account, which is a relationship that is assumed will continue 

to prevail.  

 

6.1.2.2 Property, Plant and Equipment (PP&E) 

The PP&E in Seadrill include newbuildings, which refers to the accumulated costs of the drilling 

units under construction, drilling units which is the drilling units at hand and available for 

operations, and equipment.  

 

Newbuildings and Drilling Units 

By year-end 2012, Seadrill had 22 drilling units under construction, with an estimated total project 
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cost of about $8.5 billion90

In addition to the already committed newbuild projects, from year 2013 $800 million of yearly new 

newbuild projects are assumed. The projects are assumed to last for three years, which implies that 

these capital expenditures are complete only at the end of such a period. The assumed CAPEX

. When a drilling unit is delivered from the shipyard, its accumulated 

construction costs are transferred from newbuildings to drilling units. These accounts are treated 

separately when forecasting for the simple reason that it is not recognized any depreciation on 

newbuildings, as opposed to for drilling units. Ultimo 2012, newbuildings amounted to some $1.9 

billion, which implies that cost-wise, the currently committed newbuild projects were roughly 22% 

completed by year-end 2012. All 22 units under construction are scheduled for delivery by the end 

of year 2015, with a value-weighted average time to delivery of 17.4 months. For future years, the 

$6.6 billion of estimated remaining project costs are recorded as newbuildings by this allocative 

key, and the value of drilling units are fluctuating with scheduled deliveries of new rigs, yearly 

depreciation and any scheduled or expected disposals.  

91

 

 

are built into the forecasts for two reasons; (1) it is fair to assume that Seadrill will keep ordering 

newbuilds, in line with the recent trend, (2) in order to secure CAPEX on at least maintenance 

levels for the future. The second argument implies an assumption that the size of Seadrill stays at 

2017-levels in the foreseeable future. Even though the future of oil extraction is highly uncertain, 

the author of this paper would find it highly speculative to build in a downsizing of Seadrill in the 

forecasts. The reason for this view is at least twofold; (1) if or when oil is over, the company can 

change its business mix and still maintain its size and cash flows, (2) as the global oil reserves are 

expected to last for decades to come, any downsizing of Seadrill would be more likely into the 

distant future, which would have only a minimal impact on its valuation. A summary of the capital 

expenditure budgeting is depicted below. For a complete survey, please consult Appendix L. 

 

 

 

 

                                                 
90 Own estimation, Seadrill, Annual Reports 2007-2012. 
91 CAPEX = Capital Expenditure. 
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Table 4: Capital Expenditure Budgeting, 2013-2017, Seadrill Ltd. 

 
Source: Own creation. 

 

Equipment 

Equipment is related to office equipment and furniture. The account has historically been 

fluctuating in the range of $50-100 million, and currently stays at $40 million. This is perceived as 

being in the lower range of the equipment needed to run Seadrill’s operations. Therefore, forecasted 

equipment grows at the same rate as revenues from 2013-2015, and then it is maintained at the 

same level with the close-to-historical depreciation rate of 15%, as shown by Table 4 above. 

 

6.1.2.3 Capitalized Operating Leases 

For the reasons given in section 5.1.1, the company’s off-balance-sheet operating leases have been 

capitalized, that is converted to an asset in the balance sheet with corresponding debt. The historical 

fluctuations seen in the capitalized operating leases account arise from changes in the present value 

of future lease commitments. As the leases are related to premises needed for operations, it is 

deemed necessary for the future. Ultimo 2012, the value of this account was $80 million, which is 

also the assumed value for the future. For details on the treatment of capitalized operating leases, 

please have a look at Appendix E. 

 

6.1.2.4 Other Non-Current Assets, Net of Liabilities 

This account consists solely of operating items: restricted cash (non-current portion) and other 

non-current assets. Netted from this are other non-current liabilities, net of unfunded pension 
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liabilities (non-operating). All the components of this account stay at the current levels going 

forward, except from other non-current assets which fluctuates at a five-year average of 5% of 

revenues. 

 

6.1.2.5 Goodwill and Acquired Intangibles 

Any changes in goodwill and acquired intangibles can only occur in case of future acquisitions or 

divestments, or as a result of impairment tests. The company has not disclosed any plans for future 

acquisitions or divestments, and the outcome of any impairment tests are impossible to predict. 

Hence, goodwill and acquired intangibles will remain current levels in the forecasts. 

 

6.1.2.6 Non-operating Assets, Debt and Equity Equivalents 

In the reorganized analytical balance sheet, some assets were deemed non-operating, and left 

outside the calculation of Invested Capital. Other items were classified as debt- and equity 

equivalents. The forecasting of these items is carried out next.  

 

Non-operating Assets 

The items treated as non-operating assets include; excess cash, amount due from related parties and 

nonconsolidated investments. In the Enterprise Discounted Cash Flow Model, the aggregate value 

of these assets is added to the discounted value of operations, yielding the enterprise value of the 

company. In other words, the forecasts of these assets does not have any impact on the value of 

equity, as they are not part of future free cash flows. Future amounts of non-operating assets have, 

however, a balance sheet impact, and can alter the assumed levels of forecasted financial leverage, 

if not treated with caution. 

Excess cash is simply all cash deemed unnecessary for operations. The reasoning behind this 

classification was discussed in section 5.1.1. The fluctuations in the value of this account are 

dependent on estimated future earnings, investment- and financing activities.  

Amount due from related parties consist of the value of the loans outstanding to “related parties”.  

This amount is reported as a current asset; hence repayment is expected by the end of year 2013. 

The account is therefore set to zero ultimo 2013.  
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Nonconsolidated investments are recognized at market values in the annual reports. Assuming any 

changes from current levels would be considered highly speculative, hence this account is held 

constant at the reported value as of 31.12.2012 going forward.  

 

Debt Equivalents 

Capitalized operating leases are, as earlier mentioned, treated as a debt equivalent. It is assumed to 

stay at current levels for the future, as predicting any changes in the need for premises seem rather 

inexpedient.  

Some items in the reported accounts of other current liabilities and other non-current liabilities are 

also deemed debt equivalents; accrued interest expense, liabilities related to investments in shares, 

unrealized losses on derivative financial instruments and unfunded pension liabilities. In the 

reorganized balance sheet these items are aggregated in the account named non-operating liabilities, 

and forecasted indirectly on the basis of a historical percentage of the reported liability accounts. 

 

Equity Equivalents 

The reported deferred tax assets and deferred tax liabilities are netted out and treated as an equity-

equivalent in the reorganized balance sheet. Due to the high level of complexity and uncertainty 

related to the estimation of Seadrill’s deferred taxes, both these accounts stay at current levels for 

the future. This simple treatment is justified by the values in question being small, on a relative 

basis. 

 

6.1.2.7 Investor Funds (Debt and Equity) 

The final step in preparing the forecasted financial statements is to estimate the need for financing. 

As was mentioned earlier, Seadrill is known for its extensive dividend payouts, which is also a part 

of its stated objectives. Hence, distribution of cash to shareholders is also expected to continue into 

the future, also partly debt-financed if necessary. The level of future dividend payments is 

determined on the basis of keeping a stable capital structure. 

Retained earnings are for every year estimated by adding current years’ net income to the previous 

years’ retained earnings, and then deducting current years’ dividend payments. No equity issuances 
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are deemed necessary for the forecasting period, and so all other equity accounts are left at current 

levels.  

All interest-bearing debt items are assumed repaid according to the repayment schedule disclosed 

by the company. Any new debt issuances necessary for the balance sheet to balance out are shown 

by the account named newly issued debt. Conversely, the interest-bearing assets needed in order to 

make the balance sheet balance, are shown by the account named excess cash. 

 

6.1.2.8 Summary 

A condensed version of the forecasts carried out in this section is depicted in Table 5. For a more 

comprehensive survey, please consult Appendix J. In addition, the forecasted analytical balance 

sheet is to be found in Appendix F. 

 
Table 5: Forecasted Balance Sheet, Seadrill Ltd. 

 

Source: Own creation. 

 

6.2 Continuing Value 

The DCF-based valuation models presented in the next chapter rely on both the cash flows that 

were forecasted explicitly in the previous section and the implicitly forecasted cash flows, or the 

continuing value, discussed in this section. “A thoughtful estimate of continuing value is essential 

to any valuation, because continuing value often accounts for a large percentage of a company’s 
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total value”92

where,  

 The simplified assumptions of a company’s performance after the explicit period, 

enables a replacement of projected forecasts by formulas. A commonly used formula for estimating 

the continuing value of a DCF-based valuation model is presented below. Its input variables are 

discussed next. 

𝐶𝑜𝑛𝑡𝑖𝑛𝑢𝑖𝑛𝑔 𝑉𝑎𝑙𝑢𝑒𝑡 =
𝑁𝑂𝑃𝐿𝐴𝑇𝑡+1 × �1 − 𝑔

𝑅𝑂𝑁𝐼𝐶�
𝑊𝐴𝐶𝐶 − 𝑔

 

NOPLATt+1 = Estimated NOPLAT one year after the explicit forecasting period 

g = Expected growth rate for NOPLAT in perpetuity 

RONIC = Expected rate of return on new invested capital  

WACC = Weighted average cost of capital 

 

 

NOPLAT 

A few important assumptions about Seadrill’s performance from year 2017 and to infinity have to 

be made. Next years’ NOPLAT should reflect a normalized level of revenues, margins and ROIC.93 

In the beginning of this chapter it was it was assumed a peak-cycle in 2015, and a new midpoint in 

2017. Hence, the forecasted NOPLAT for 2017 represents assumptions of future levels of 

NOPLAT (excluding growth). 

 

RONIC 

What level of return a company should expect on invested capital in the future, is a question of 

whether it possesses any sustainable competitive advantage.94

                                                 
92 Koller, Goedhart, Wessels, 2010, p. 211. 

 Seadrill is not found to have any 

long-term competitive advantage. In the belief of harsh competition eliminating all excess returns 

in the future, RONIC is set equal to WACC.   

 

Growth rate 

The growth rate refers to the annual growth in NOPLAT into infinity. The sum of the long-term 

93 Koller, Goedhart, Wessels, 2010, p. 214. 
94 Koller, Goedhart, Wessels, 2010, p. 214. 
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growth rate in oil consumption and expected inflation could provide a good estimate.95 Since oil is 

in practice a finite commodity, assuming any high long-term growth for this industry would be 

wrong. Even though if the global growth in the consumption of oil should turn out to be higher than 

the growth in the world economy in the next couple of decades, this can definitely not continue 

forever. In the belief of very little growth potential for the oil drilling industry, combined with high 

uncertainty of its distant-future existence, the growth rate is set to the U.S. inflation target of 2 

percent.96

 

 

 

WACC 

No available information points towards any planned substantial changes in business mix or capital 

structure for the future. Hence, the WACC estimated in the next chapter is assumed to hold also for 

the distant future. 

 

 

 

 

 

 

 

 

 

 

                                                 
95 Koller, Goedhart, Wessels, 2010, p. 214. 
96 Reuters: http://www.reuters.com/article/2012/01/25/us-usa-fed-inflation-target-idUSTRE80O25C20120125 
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7. Valuation 

 

Now that all the necessary analysis and forecasted financial statements are prepared, it is time to go 

through the very core parts of this thesis, and closing in on the answer to the main research 

question; what is the fair value of shareholders’ equity in Seadrill Ltd. per May 1st 2013? The 

answer to this question is backed by a number of relevant valuation models -and techniques applied 

in this chapter. Firstly, the absolute valuation approach is accounted for, and then the relative 

valuation serves as a sanity check for the estimates obtained. 

 

7.1 Absolute Valuation 

7.1.1 Cost of Capital (WACC = 8%) 

The absolute valuation models applied in the next sections require future cash flows discounted to a 

present value. In order to meet this requirement, estimates of the investors' required rates of future 

returns need to be obtained. The Enterprise Discounted Cash Flow Model and the Economic Value 

Added Model both considers cash flows to all financial claimants, hence an estimate of the WACC 

for these is needed.  

 

𝑊𝐴𝐶𝐶 = 𝑤𝑒 × 𝑘𝑒 + 𝑤𝑑 × 𝑘𝑑 × (1 − 𝑇𝑐) 

 

where,  

 

we = market value of equity/market value of debt and equity 

ke = cost of equity 

wd = market value of debt/market values of debt and equity. 

kd = cost of debt  

Tc = the interest tax shield. 

 

This section put more emphasis on the practical, rather than the theoretical aspects of estimating the 

cost of capital. The first component out is the cost of equity. 
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7.1.1.1 Cost of Equity (= 10.35%) 

Cost of equity, which is the opportunity cost the shareholders face when investing in one 

company's equity instead of some other asset/security with the same risk, are built up by at least 

three factors; the risk free rate, the market risk premium and some kind of company-specific risk 

adjustment.97 It could be argued that the cost of equity has such an important impact for the final 

value estimate, that the choice of model should be investigated in depth. However, the focus of this 

paper lies elsewhere, and as the Capital Asset Pricing Model (CAPM)98 remains the most 

commonly used model in practice99

 

𝐶𝐴𝑃𝑀:𝐸(𝑅𝑖) = 𝑟𝑓 +  𝛽𝑖 × �𝐸(𝑅𝑚) − 𝑟𝑓� 

, that is also the model of choice in this paper. The individual 

components of the model are determined next.  

 

where, 

 

E(Ri) = expected return on asset i. 

rf  = risk-free rate of return. 

βi = asset i’s co-variation with the market portfolio. 

E(Rm) = expected return on the market portfolio. 

 

Risk Free Rate of Return (= 1.66%) 

The risk-free rate is the interest rate that the investor requires for a non-risky investment. So, the 

question becomes; what investments incur no risk? The theoretical answer is “none”, but some 

securities are commonly regarded as practically risk-free, namely the government default-free 

bonds issued by governments with a top credit rating.  

 

Ideally, the maturity of the bonds used as a proxy for the risk free rate should match the maturity of 

the cash flows to be discounted.100

                                                 
97 Koller, Goedhart, Wessels, 2010, p. 235. 

 However, in practice, it is common to use a 10-year government 

bond for all cash flows in a company valuation. The main reasons for this are simplicity, and the 

98 Brealey, Myers, Allen, 2011, p. 220-221. 
99 Koller, Goedhart, Wessels, 2010, p. 235. 
100 Koller, Goedhart, Wessels, 2010, p. 237. 
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fact that many longer-maturity bonds suffer from low liquidity, which can potentially cause a 

mismatch between yield premiums, prices and values.101

 

  

In addition, it is important to choose a government bond denominated in the same currency as the 

cash flows to be discounted, as we want the correct expectations of inflation to be built into our 

discount rates.102 Lastly, coupon bonds incur re-investment risk for the investor, as interim 

payments need to be reinvested.103

 

 This points towards the favorable features of zero-coupon 

bonds. 

Based on the above considerations, and the fact that this valuation is carried out in US dollars, the 

chosen proxy for the risk-free rate is the 10-year US zero-coupon Treasury bond. As of May 1st 

this yield stands at 1.66 percent104

 

.  

Market Risk Premium (= 5.5%) 

The market risk premium (MRP) is the return the investor requires on top of the risk-free rate for 

investing in the risky market portfolio. This variable is a central part of the CAPM, and is defined 

as follows: 

 

𝑀𝑅𝑃 = 𝐸(𝑅𝑚) − 𝑟𝑓 

 

where, 

 

E(Rm) = expected return on the market portfolio. 

rf  = risk-free rate of return. 

 

Although the definition seems simple and straightforward, this measure is one of the most 

controversial topics in finance.105

                                                 
101 Koller, Goedhart, Wessels, p. 237. 

 There is no one method that can precisely estimate the market 

risk premium, just as there is no way to foresee future returns.  

102 Koller, Goedhart, Wessels, p. 237. 
103 Damodaran, 2008, p. 6. 
104 U.S. Department of the Treasury: http://www.treasury.gov/resource-center/data-chart-center/interest-
rates/Pages/TextView.aspx?data=yieldYear&year=2013 
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Estimation of the current market risk premium can be done by looking at historical returns, and 

extrapolate them.106

Based on results from existing models, Koller, Goedhart and Wessels (2010) believe that the MRP 

continually varies between 4.5 and 5.5 percent.

 However, as this is already done by a number of well-respected theorists, and 

lies outside the scope of this paper, these calculations are not carried out here.  

 

107 Aswath Damodaran, a well-respected finance 

professor, states that the MRP for the US as of May 1st 2013 is 5.62 percent.108

Equity Beta (= 1.58) 

 Combining these 

theorists’ estimates, an MRP of 5.5 percent is applied for the estimate of the cost of equity for 

Seadrill. 

The only company-specific input to the calculation of the cost of equity (CAPM), is the equity beta, 

which is a measure of the co-movement of the value of the company's equity with the value of the 

equity traded in the market. As this is a non-observable variable, it needs to be estimated manually.  

A good starting point in estimating a publicly traded company's equity beta is to obtain the "raw 

regression" beta.109 This beta estimate is simply the slope of the best fitting line when regressing 

the historical returns on the company's stock on the historical returns of the market portfolio. A 

"raw beta" for the equity in Seadrill is estimated by using the most common regression model110

where, 

 for 

this purpose, the so-called market model:  

𝑅𝑖 = 𝛼 +  𝛽𝑅𝑚 + 𝜀 

Ri = historical returns on asset i 

α = the intercept of the regression 

βi = asset i’s historical co-variation with the market portfolio 

Rm = historical market returns 

ε = the error terms 

                                                                                                                                                                 
105 Koller, Goedhart, Wessels, p. 238. 
106 Koller, Goedhart, Wessels, p. 238. 
107 Koller, Goedhart, Wessels, 2010 p. 244-245. 
108 Damodaran Online: http://pages.stern.nyu.edu/~adamodar/ 
109 Koller, Goedhart, Wessels, 2010 p. 245. 
110 Koller, Goedhart, Wessels, 2010 p. 245. 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

71 
 

 

Before running the regression, there are three decisions that have to be made, which involve 

answering the questions below. A brief discussion follows.  

 

• How far back in time with the historical data?  

• What should be the interval of the data?  

• What index should serve as a proxy for "the market"?  

 

There is, in most circumstances, a clear trade-off between choosing a longer time-period versus a 

shorter one. Having more data in the regression will, ceteris paribus, strengthen the estimate. At the 

same time, the further back in time we go, the more likely it is that the company's historical 

business mix and financial leverage deviate from the prevailing. Such deviations over time can 

cause systematic changes in the equity beta, as the company becomes more/less risky relative to 

"the market". As the aim is to estimate a best equity beta for the future, more emphasis is put on the 

company's most recent characteristics, than that of an earlier date.111

 

  

Financial services use periods ranging from two years to ten years when estimating equity betas.112 

Koller, Goedhart and Wessels (2010) suggest using at least five years of data, look for any 

structural changes and then make adjustments if needed.113

 

 As the business mix and financial 

leverage in Seadrill have been fairly stable over the last five years, data from this period is used in 

the estimation of the raw regression beta.  

The intervals for beta estimation can, in theory, range from years to minutes. Due to varying 

liquidity of assets over time, the application of a too short interval is likely to bias the estimation 

downwards. A too long interval yields too few observations. Damodaran suggests that the 

application of monthly data is the most robust way to mitigate these problems, which is also 

adopted for this paper.114

 

 

                                                 
111 Damodaran, Estimating Risk Parameters. 
112 Damodaran, Estimating Risk Parameters. 
113 Koller, Goedhart, Wessels, 2010 p. 247. 
114 Damodaran, Estimating Risk Parameters. 
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Having decided to use five years of monthly observations (60 data points) as inputs for the raw 

regression, it only remains to decide what index to use as a proxy for “the market”. As this paper 

looks at the value of the equity in Seadrill from the perspective of a well-diversified global 

investor, it is necessary to apply a market index with similar characteristics in estimating the beta. 

Hence, the MSCI World Index is the index of choice.  

 
Running the regression with 60 monthly returns on the Seadrill stock on the MSCI World Index 

yields an equity beta estimate of 1.87 as of May 1st 2013. The estimate shows an R-squared of 0.7, 

which suggests that as much as 70% of the variances in the Seadrill share price can be explained by 

variances in the MSCI World Index, and leaves only 30% of the explanation to firm specific risk 

(ε). The standard error of the estimate is 16%. The output from the raw regression estimate is to be 

found in Appendix M.    

 
Because estimating the equity beta of a company is an imprecise process, an improvement of the 

raw regression estimate of 1.87 seems appropriate. Hence, it is decided to adjust the raw regression 

beta estimate using a so-called “Bloomberg-adjustment”.115

 

𝛽𝑎𝑑𝑗 = 0.33 + 0.67 ×  𝛽𝑟𝑎𝑤  

 The logic behind this technique is that 

it is believed that a security’s true beta will move towards the market average over time, and the 

formula is as follows:  

 

where, 

βadj = the “Bloomberg-adjusted” beta 

βraw = the raw regression beta 

 

Inserting the raw regression beta estimate of 1.87 into the above formula yields an adjusted beta of 

1.58, which is the equity beta estimate applied going forward.  

  

7.1.1.2 After-Tax Cost of Debt (4.36%) 

The cost of debt is the opportunity costs the creditors face by lending money to one particular 

project or company instead of another with similar risk. According to Koller Goedhart and Wessels 

                                                 
115 CTG, 2009. 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

73 
 

(2010), the yield to maturity (YTM) on a long-term, unsecured, option-free bond is a good proxy 

for this measure. Seadrill has a credit facility consisting of $1 billion unsecured 2017 bonds 

outstanding with a fixed coupon interest of 5.625%. As of May 1st these bonds were trading at a 

premium, implying a YTM of 4.95%.116

 

 With a marginal tax rate of 12%, this suggests an after-tax 

cost of debt of 4.36%.  

7.1.1.3 Capital Structure (D/E= 1.5) 

The WACC-formula requires inputs on capital structure based on target market values. Seadrill has 

not disclosed such a target. However, as measured by the market-value-based D/E-ratio, Seadrill’s 

capital structure has over the last four years fluctuated in the range of 1.46-1.57, looking at year-

end figures. As this is a fairly close range, the market-value-based target capital structure assumed 

is D/E = 1.5. 

Having obtained all the necessary inputs for the WACC-formula, the calculation yields a WACC of 

7.96%, which is rounded up to 8.0%. 

 

 

 

 

 

 

 

 

 

 

 

 

  

                                                 
116 Morningstar: http://quicktake.morningstar.com/StockNet/bonds.aspx?Symbol=SDRL&Country=USA 
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7.1.2 The Enterprise Discounted Cash Flow Model 

The Enterprise Discounted Cash Flow Model (enterprise DCF model) discounts future free cash 

flows available to all investors by WACC. This gives the value of operations, from which the 

enterprise value is found by adding the value of all non-operating assets. Finally, deducting the 

value of non-equity financial claims from the enterprise value yields the value of equity.117

A base case scenario for financial statement figures in the period 2013-2017 was forecasted in 

chapter 6. In Table 6 below, these forecasts are translated into free cash flows and discounted by 

the WACC found in the previous section. According to this valuation model, the equity value in 

Seadrill is $41 per share (May 1st 2013).  

 

  

Table 6: Enterprise DCF Valuation, Seadrill Ltd. 

 

Source: Own creation.  

 

7.1.3 The Economic Profit Model 

The Economic Profit Model, when applied correctly, leads to the same estimate of the value of 

equity as the enterprise DCF-model.118

                                                 
117 Koller, Goedhart, Wessels p. 102.  

 It is included in this paper for two main reasons. Firstly, as 

opposed to the enterprise DCF model, it provides useful insight into when and how the company is 

118 Koller, Goedhart, Wessels p. 115. 
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expected to create or destroy value for its shareholders. Secondly, it displays that there are 

consistency in the estimates.  
 

Table 7: Economic Profit Valuation, Seadrill Ltd. 

 
Source: Own creation.  

 

Table 7 shows that Seadrill is expected to create value for its shareholders every year in the explicit 

forecast period, as indicated by ROIC exceeding WACC. Value creation is expected to peak in 

2016, with a slight drop in 2017. Given the assumption of a peak in the business cycle for the 

offshore drilling industry in 2015, the peak-profitability in Seadrill is somewhat lagging this. The 

main explanation for this is that what really defines the industry peak is that the demand and day 

rates for drilling services are at peak levels. This translates into favorable new contract agreements 

for the drilling contractors, which they also can profit from in times of weaker market conditions. 

The day rate assumptions made in the previous chapter reflects an industry peak-cycle in 2015, but 

as the day rates on the current contract backlog are left untouched, these also have a great impact 

on expected profit figures during the explicit forecast period. 

 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

76 
 

All expected value creation beyond the explicit forecasting period stems from the invested capital 

at the end of 2017, as all new investments are assumed value neutral (RONIC=WACC). After the 

value of operations is found, this model follows the same logic as for the enterprise DCF model; it 

adds the value of all non-operating assets and deducts all non-equity claims to end at the value of 

equity. As expected, this model suggests exactly the same value for the equity in Seadrill as the 

enterprise DCF-model, $41 per share (May 1st 2013). 

 

7.1.4 Net Asset Value (NAV) 

The NAV approach is traditionally used for valuation of entities such as open-end and mutual funds. 

In practice, the model is also used for determining whether shares of publicly traded companies are 

cheap or expensive, that is whether they are trading at a premium or a discount to NAV. The 

prerequisite for applying this method is that assets similar to those in question are traded relatively 

frequently, or in other words, that there exist an efficient market for the assets.119

 

 

In the offshore drilling industry, the assets referred to are obviously the drilling units, for which 

there exists both a relatively transparent primary market, and a more or less efficient second hand 

market. SEB provide a survey of the latest fixtures for the different types of drilling units, 

categorized by water depth and age.120

 

 Combining these fixtures and the latest observed project 

prices for newbuilds yields the following NAV-calculation for Seadrill: 

Table 8: Net Asset Value, Seadrill Ltd. 

 
Source: Own creation. SEB. 

                                                 
119 Investopedia: http://www.investopedia.com/terms/n/nav.asp. 
120 SEB, 2013. 
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This method suggests a NAV-value per share equal to $23.8, which implies that the stock is 

currently trading at a premium of 59% to NAV. There are many reasons for why the NAV-method 

does not provide any robust estimate of the value of equity. One reason is that it ignores how the 

assets are organized to capture value, or in other words what company is operating the assets. 

Instead, in this model the market value of assets are based on how the players in the industry are 

pricing the assets, and fail to recognize that the value for Seadrill might deviate from this. For a 

long-term globally diversified investor, who assumes “going concern”, the NAV-value is probably 

not the right estimate to look at, but can nonetheless provide good information, on a relative basis, 

on whether the stock currently looks cheap or expensive. 

 

7.2 Relative Valuation 

The basic idea of relative valuation is to determine the value of an asset based on how similar 

assets are priced by the market. For enabling such price-comparisons across firms, prices have to be 

standardized, which is done by converting prices into multiples of various financial accounting 

measures. Ideally, the firms involved in a relative valuation should be identical, which for obvious 

reasons are impossible to achieve. Hence, in practice firms sharing as similar characteristics as 

possible are used.121 Additionally, the relative valuation can serve as a plausibility test of the 

forecast-dependent valuation approaches.122

 

  

The value estimates found in this section are not meant as a stand-alone valuation of Seadrill, but 

merely used to evaluate the main value estimate found in the absolute valuation. For simplicity, and 

for the reasons mentioned above, the relative valuation is carried out using the peers’ introduced in 

section 2.2. Table 9 presents the relative valuation of the equity (per share) in Seadrill, using four 

different multiples. All these are based on current (May 1st 2013) observable market prices of 

equity, and accounting figures from the fiscal year of 2012, yielding the current version of the 

multiples.123

 

 As can be seen from the numbers, and as expected, all value estimates deviates from 

both the main case estimate found in the absolute valuation ($41) and the market price of Seadrill 

as of May 1st 2013 ($37.94). 

                                                 
121 Damodaran, Relative Valuation, p. 1. 
122 Koller, Goedhart, Wessels p. 303. 
123 Damodaran, Relative Valuation, p. 5. 
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Table 9: Relative Valuation, Seadrill Ltd. 

 
Source: Own creation. Annual Reports. 

 

Seadrill currently trades at 14.8 times fiscal year 2012 earnings (P/E), which is very close to peers, 

and implies a value per share of $36.4. This is only 4% lower than the current market price, and 

11% lower than the estimate obtained in the absolute valuation. The differences can be attributed to 

a set of factors, among them being differences in anticipated earnings growth prospects, quality of 

earnings and financial leverage.  

 

The price-sales ratio only takes into consideration the revenues of the company, hence ignoring any 

differences in cost-efficiency or financial leverage across companies. It costs $4 to buy $1 Seadrill 

revenues, whereas it costs only $3 (on the average) to buy $1 peer group revenues. Hence, ceteris 

paribus, the peer group appears cheaper than Seadrill on the basis of revenue generation. However, 

since equity investors do not prosper from revenues alone, the P/S-multiple does not provide a 

complete picture, in any way. Investors anticipating Seadrill being better in the cost control 

department than peers, going forward, can explain Seadrill trading at a higher P/S-multiple as 

compared to peers. The peer group valuation of Seadrill based on the P/S-multiple, suggests a value 

per Seadrill share of $28.5. 

 

The EV/EBITDA and the EV/EBIT multiples both differs from the previous ones in that they look 

at how much enterprise value an investor would have to pay for $1 of EBITDA or EBIT, 

respectively. In other words, these multiples look at a firm as a potential acquisition target, because 
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it also takes net debt into account. A clear advantage of these multiples is that they ignore 

differences in tax brackets.124

 

 Also here, both when including and excluding D&A, Seadrill is (on 

average) trading at higher multiples than peers. The EV/EBITDA and the EV/EBIT multiples 

suggest a value per Seadrill share of $24.1 and $33, respectively.  

In summary, the relative valuation suggests a value per Seadrill share in the range of $24.1-$36.4. 

This is 4-37% lower as compared to the current market price, and 11-41% lower than the base case 

DCF-value estimate. The P/E multiple yields a value estimate that is only 11% lower than for the 

absolute valuation, and can therefore be said to somewhat support this estimate. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
124 Investopedia: http://www.investopedia.com/terms/e/ev-ebitda.asp 
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8.  Sensitivity- and Scenario Analysis 

8.1 Sensitivity Analysis with Scenarios 

The main estimate of the value of the equity in Seadrill ($ 41), found using the absolute valuation 

approach, is subject to high uncertainty. For example, as the continuing value makes up about 80% 

of the value of operations, the final value estimate is highly dependent on the assumptions behind 

this estimate. Hence, it is interesting to have a look at how the estimate of the value of equity (per 

share) changes with changes in some of these variables. This practice also enables the reader to 

make his/her own assumptions about these variables, thereby potentially enhancing the value of 

this analysis.  

 

The tables below display the value estimate’s sensitivity to the assumptions in WACC and the 

terminal growth rate, for three different assumptions about RONIC. Table 10 incorporates the 

original assumption of Seadrill having no long-term competitive advantage justifying excess 

returns for the future, that is RONIC=WACC=8%. As this assumption implies no value creation on 

new investments, the value estimate shows very little sensitivity with respect to the terminal growth 

rate (around WACC=8%).  
 

Table 10: Sensitivity, WACC/Growth, RONIC=8%, Seadrill Ltd. 

 

Source: Own creation. 

Table 11 depicts a scenario of Seadrill possessing a long-term competitive advantage, that is an 

assumption of RONIC being higher than WACC (=8%), for the infinite future. This translates into 

new investments being profitable for shareholders, and the sensitivity of changes in the terminal 
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growth rate, given WACC at 8%, is considerably higher than the case where future investments 

were assumed value-neutral.   
 

Table 11: Sensitivity, WACC/Growth, RONIC=9%, Seadrill Ltd. 

 

Source: Own creation. 

Lastly, Table 12 shows a scenario where Seadrill is assumed to have a long-term competitive 

disadvantage, given WACC=8%. Considering the findings in the strategic analysis, this scenario 

stands out as highly unlikely, but yet included so as to allow the reader make his/her own opinions.   

 
Table 12: Sensitivity, WACC/Growth, RONIC=7%, Seadrill Ltd. 

 

Source: Own creation. 
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8.2 Scenario Analysis 

Until now, only the base case scenario with respect to the future macroeconomic, industry and 

company developments is presented and applied. Those assumptions represent the best guess for 

the future, but there is nonetheless high uncertainties related to the estimates. As the future can take 

many possible paths, it is decided to present two alternative scenarios: “the bear case” and “the bull 

case”. A brief description follows. 

8.2.1 Bear Case 

This scenario is characterized by a weaker development in the world economy and correspondingly 

lowered oil prices. E&P-companies’ eager for new projects cools down earlier, and drilling 

contractors have to accept lowered day-rates. Having a modern fleet, and numerous newbuild 

deliveries scheduled over the next few years, makes Seadrill heavily exposed to changes in market 

conditions in the coming years. The bear case scenario assumes a reduction in day-rates for the 

explicit forecast period; 5-10% for the UDW-segment and 15-20% for jack-ups and tender rigs, 

relative to the base case. The utilization rate at 95% and already secured contracts are assumed 

unaffected. As a consequence of the weakened market conditions, an ease of the current demand 

pressure for qualified operating personnel is assumed. Hence, it is assumed slightly lower personnel 

expenses than in the base case.  

This scenario yields a fair value of equity per share equal to $36.3, which is 11.5% lower than for 

the base case estimate, and represents a 4.3% downside to the current market value. 

8.2.2 Bull Case  

The bull case depicts a scenario characterized by assumptions for the forecast period being more 

positive than for the base case; higher oil prices and correspondingly higher E&P-activity and 

demand pressure for drilling services. Hence, in this scenario Seadrill’s current market leverage 

towards the favorable UDW-segment really pays off, with 10% higher day-rates on new contracts 

relative to the base case. Even in the markets for jack-ups and tender rigs, which from a 

supply/demand perspective is considered less favorable, the day-rates are assumed to be 3-5% 

higher in this scenario. The industry-wide increase in the demand for drilling services is assumed to 

further intensify the demand pressure for personnel, and so the company is assumed to incur 

slightly higher personnel costs under this scenario. As for the base case and the bear case, the 

already secured contracts and the assumed utilization rate of 95% are not affected.  
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The above assumptions yield a fair value of equity per share equal to $45. This is 9.8% higher than 

for the base case, and suggests an upside potential of 18.6% to the currently observed market price 

of $37.94. 
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9. Conclusion 

The questions sought answered in this paper were: What is the fair value of shareholders’ equity in 

Seadrill Ltd. per May 1st 2013? Why does it deviate from the actual market price? 

 

Three different approaches to valuing the equity in Seadrill have been applied, among which the 

DCF-based models were emphasized the most. Through the various analyses it was discovered that 

Seadrill has high exposure to the favorable UDW-segment, and that their fleet is among the 

youngest in the industry. In general, on the background of various factors, it was found that Seadrill 

is in a good position to exploit the current and expected strong market for offshore drilling services, 

in the next couple of years. Seadrill was, however, not found to possess any permanent competitive 

advantages justifying abnormal returns into the distant future. Based on the fundamental factors 

investigated in this paper, the fair value of equity (per share) in Seadrill was found to be $41 as of 

May 1st 2013. 

 

The relative valuation approach standardized the current pricing of Seadrill and peers, and enabled 

a cross-company comparison. Four multiples were applied, and combined they suggested the value 

of equity (per share) in Seadrill being in the range of $24.1-$36.4. The author of this paper believes 

that the similarities between Seadrill and the peer group are not strong enough to make these 

estimates reliable.  

 

In addition to the DCF-based and relative valuation approaches, a calculation of the net asset value 

(NAV) was made. This approach suggested a value per share equal to $23.8. The estimate is not 

believed to reflect the fair value of the equity in Seadrill, because it fails to consider how the assets 

are organized in order to create value.  

 

The author believes that the DCF-based valuation approach provides the best value estimate for the 

equity in Seadrill. Hence, the answer to the first research question is: the fair value of the equity in 

Seadrill is $41 per share as of May 1st 2013. This implies an 8.1% upside potential to the currently 

observed market price of $37.94. The deviation can be explained by the high uncertainty related to 

many of the assumptions made in this paper. Additionally, since the fiscal year 2012 financial 

figures were released as late as April 30th 2013, this information might not yet be fully reflected in 

the share price as of May 1st 2013.  
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Appendix A: Fleet Concepts 

 

 

Source: Seadrill website.  
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Appendix B: Largest Shareholders 

 

Source: Own creation. Thomson Financial. 

 

 

 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

93 
 

Appendix C: Dividend History 

 

Source: Own creation. Seadrill, Annual Reports. 
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Appendix D: Fleet Development 

 

Source: Own creation. Seadrill, Annual Reports. 
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Appendix E: Operating Leases 

 
Source: Own creation. Seadrill, Annual Reports. 
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Appendix F: The Analytical Balance Sheet 
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Appendix G: The Analytical Income Statement 
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Appendix H: The DuPont Model 

 

 

Source: Own creation. Petersen, Plenborg (2012). 

 

 

EVA 

ROIC 

Profit Margin 

Revenues 

Market Growth 

Market Size 

Market Share 

Price 

Production 

Marketing 

Distribution 

Administration 

Depreciation and 
Amortization 

Turnover Rate of 
Invested Capital 

Non-current Assets 

Inventories 

Receivables 

Operating Cash 

Operating Liabilities WACC 

Financial Leverage 

Creditors' Required 
Rate of Return 

Investors' Required 
Rate of Return 



Master’s Thesis Analysis and Valuation of Seadrill Ltd. Sindre A. Vesterdal 

99 
 

Appendix I: Income Statement (historical and pro forma) 
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Appendix J: Balance Sheet (historical and pro forma) 
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Appendix K: Day-Rate Assumptions 
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Appendix L: Capital Expenditure Budgeting 

Source: Own creation.  
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Appendix M: Raw Regression Beta 
 

 

 

Source: Own creation. Yahoo Finance. JMP. 
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