
Cand. merc. Applied Economics & Finance 
Department of Economics 

 

MASTER THESIS 
 

 

 

 

 
 

 

Fundamental analysis and valuation of 

Prosafe Production 
 

 
 

20. December 2008 
 

 

 

 

 

 

Written by 
Anders W. Eide 

 

Supervisor 

Carsten Kyhnauv 

 

 

 

 

 

 
 

Copenhagen Business School 

2008 



 2 

0 Executive summary 

The main objective of this master thesis was to determine the fair value of Prosafe 

Production’s equity. The company was listed on Oslo Stock Exchange on June 2nd 2008 

following the split from Prosafe SE in May the same year. The company is a leading owner 

and operator of Floating Production, Storage and Offloading vessels. Currently, the 

company owns and operates seven vessels, five FPSOs and two FSOs. In addition, three 

tankers are being converted to FPSOs, which are expected to start operating in early 2009. 

 

The floating production industry has experienced strong growth in recent years, and this 

trend is expected to continue as a response to oil fields moving into deeper waters and more 

distant locations. The oil industry is highly cyclical, and the current strong up-cycle has 

obviously affected the FPSO industry in a positive way. Prosafe Production is well 

positioned in the industry to take advantage of this fact, and the company currently has 

several long-term contracts that will secure a strong cash flow for the coming years.  

 

In order to value the company, a fundamental analysis approach has been used. The PESTE 

model, Porter’s five forces and a SWOT analysis has been applied in order to determine 

Prosafe Production’s strategic position. This strategic analysis, together with a financial 

statement analysis, has been the basis for forecasting future financial statements. 

 

The fair value of Prosafe Production has been conducted using the enterprise DCF model. I 

have estimated the fair value of the company’s equity to be USD 1681,0 million, 

corresponding to a share price of NOK 35,4 on August 22nd 2008. At the same date, the 

observed share price at Oslo Stock Exchange was NOK 24,4. Thus, according to my 

estimations, the company was undervalued by NOK 10 per share. 

 

At the end of this thesis, I have performed a sensitivity analysis in order to determine the 

sensitivity of estimated share price towards two important parameters, WACC and growth 

rate. This analysis uncovered that small changes in estimated WACC and growth rate would 

lead to relatively large changes in the share price, and the valuation performed is more 

sensitive to changes in WACC than changes in growth.  
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1 Introduction 

In this chapter I will discuss my reasons for choosing to write a valuation thesis and 

describe how the thesis is structured. Also, I will state my problem definition and comment 

on the delimitations that I have made. 

 

1.1 Motivation for choice of topic 

Through my studies at Copenhagen Business School, I have gained theoretical knowledge 

and interest towards the valuation subject. I have chosen valuation because I want to dig 

deeper into the subject, in order to enhance my understanding and knowledge, because this 

is something I think will be useful in my professional career. 

 

The reason for choosing Prosafe Production is that I found the company and industry very 

interesting. The company was split from Prosafe SE, which was a combined 

accommodation/service rig and floating production company, in May, and was listed as a 

new company on Oslo Stock Exchange June 2nd. I find it interesting to follow the new 

company and see how it develops in its early days. Also, since I am born in the city of 

Stavanger, which is called the oil capital of Norway, I wanted to write about a company 

within the oil industry. After my studies I am going to start working as an analyst within the 

oil and gas industry for a bank in Stavanger. Therefore I see this thesis as a great 

opportunity for me to gain knowledge and information about the industry.  

 

The valuation date is set to August 22nd 2008. All information released after this date has 

not been considered when valuating the company. 

 

1.2 Problem statement 

The problem statement that will be answered in this thesis is: 

 

What is the fair value of Prosafe Production’s equity, based on a fundamental 

analysis?  

 



 6 

In order to give a qualified answer to the problem statement, the following sub questions 

will be answered in the various sections of this thesis: 

 

Strategic analysis 

In order to determine future profit potential it is necessary to identify the environment 

influencing Prosafe Production. 

o What are the main characteristics of the FPSO industry? 

o What are the macroeconomic factors influencing the FPSO industry? 

o What is the strategic position of Prosafe Production in the FPSO industry? 

 

Financial statement analysis 

It is important to analyse historical financial statements in order to elucidate financial 

performance and trends from previous years. 

o Which corrections to historical financial statements have to be made in order to get a 

reliable measure of previous year’s financial performance? 

o Which items on the financial statements are related to Prosafe Production’s core 

operations? 

o How has Prosafe Production’s financial performance developed? 

 

Forecasting of future financial statements 

Based on the strategic- and financial statement analysis, future financial statements will be 

estimated in order to uncover future free cash flow. 

o What are the forecast drivers for the items in the future financial statements? 

o How will the financial statements for the next 10 years develop? 

 

Valuation of Prosafe Production 

Based on the forecasted financial statements and estimated weighted average cost of capital, 

the fair value of Prosafe Production’s equity can be determined. 

o What is Prosafe Production’s estimated WACC? 

o What is the fair value of Prosafe Production’s equity using the discounted cash flow 

model? 
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Sensitivity analysis 

Since a valuation based on the discounted cash flow model is very sensitive to important 

parameters, it is necessary to uncover how sensitive the company value is to these 

parameters.  

o How will changes in important parameters influence the company’s fair value? 

 

1.3 Structure of the thesis 

This thesis is divided into four main parts. The first part is an introduction to the thesis, and 

a presentation of Prosafe Production and the company’s field of operations. This is done in 

order for the reader to get a general overview of the thesis and the company being analysed.  

 

The second part of the thesis is the analysis part. The first section analyses the different 

characteristics of the FPSO industry. Afterwards, I will conduct a strategic analysis to 

uncover the macroeconomic and competitive environmental factors influencing Prosafe 

Production’s operations. Furthermore, I will make a financial statement analysis to analyze 

the company’s historical financial performance. Based on the abovementioned sections, I 

will forecast future financial statements.  

 

In the third part, I will start with a theoretical introduction to explain and discuss the 

financial and valuation models applied in this thesis. Furthermore, I will on the basis of 

forecasted financial statements make an estimate of Prosafe Productions fair value based on 

the chosen valuation model, in order to answer the selected problem statement. The thesis 

will be completed with a sensitivity analysis and a discussion based on the results in 

previous parts.  

 

The structure of the thesis is shown in the figure below. 
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Figure 1.1 - Structure of the thesis 

 

Source: Own contribution  

 

1.4 Methodology 

This thesis will be built on the fundamental analysis approach. This means that the 

forecasting part, which will be the basis for the valuation part, is based on a strategic- and 

financial statement analysis. This will secure that all factors surrounding the company will 

be examined and analysed1. 

 

I have not been in contact with Prosafe Productions during the writing of this thesis. Thus, it 

is written based on public available information from Prosafe Production and other reliable 

sources. 

 

The methodology and models used in this thesis will now be discussed. However, the theory 

behind the models will be explained in the sections they have been applied.  

 

                                                 
1 Plenborg og Petersen, 2005, p. 36-37 
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Strategic analysis 

In order to analyse the macroeconomic factors influencing the FPSO industry, and to 

analyse Prosafe Productions strategic position, I have chosen the PESTE model and Porter’s 

Five Forces respectively. These models will ensure that the reader get a good overview and 

understanding of the FPSO industry and the company’s operations. 

 

The findings from the PESTE model and Porter’s Five Forces will be summarised in a 

SWOT model at the end of the chapter. 

 

Financial statement analysis 

The financial statement analysis performed will be based on financial information from the 

years 2005 to 2007 released in connection with the listing on Oslo Stock Exchange in June 

this year, as well as financial information from the first six months of 2008.  

 

In the financial statement analysis, Net Operating Profit Less Adjusted Tax (NOPLAT) and 

invested capital will be estimated in order to separate the company’s core operations from 

financing activities. Based on these estimates, Return on Invested Capital (ROIC) will be 

calculated in order to uncover how the company has performed during these previous years.  

 

Valuation 

In order to value the company, the discounted cash flow (DCF) model will be used. I could 

also have used other models, such as the economic value added (EVA) model, but since 

these two models will give the same answer if applied correctly, I have decided to use only 

the DCF model. The DCF model calculates future free cash flows and continuing value so I 

can estimate the fair value of Prosafe Productions equity. The free cash flows will be 

discounted using the company’s estimated Weighted Average Cost of Capital (WACC), 

which has been estimated based on the Capital Asset Pricing Model (CAPM), future cost of 

debt and expected capital structure. 

 

1.5 Delimitations 

I have applied a practical approach when writing this thesis. As a consequence, the focus of 

this thesis has not been to review and criticise written literature, but rather to focus on 

emphasizing the chosen models and theory. 
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All the models and theory applied in this thesis are common and extensively used for this 

kind of analysis. Consequently, some of the models and theory used will not be explained in 

detail as I assume that these models are well-known to the reader. 

 

Furthermore, the valuation is based on how the company appears at present. This means that 

I have not considered possible future conversion projects and subsequent contract 

agreements, as well as possible premiums for being a potential acquisition target. 

 

Further delimitations and assumptions will be commented upon when applied. 

 

1.6 Criticism of sources 

In order to analyse Prosafe Production and the FPSO industry, external sources has been 

used. The information is mainly gathered from the company’s home page, articles on the 

internet, as well as industry reports and analyst reports released by different investment 

banks. 

 

The financial information that has been used in the financial statement analysis was released 

by the company before the listing on Oslo Stock Exchange. The information released only 

contains numbers for the years 2005 to 2007, thus the period for the financial statement 

analysis is a bit short. Furthermore, the low level of details in the financial information has 

caused some difficulties when analysing this information. As a consequence, I have been 

forced to make a lot of assumptions that might influence the estimated numbers. For this 

reason, the financial statement analysis part is not as thorough as it ideally should be. 

 

The main sources for information regarding the FPSO industry are from Prosafe Production, 

Pareto Securities2 and a report from Arctic Securities3. Even though the report from Arctic 

Securities was released in October 2007, I still believe that the information put out in the 

report is relevant in the current FPSO market. I find all three sources to be reliable as neither 

of them would profit from releasing untrustworthy information. 

 

                                                 
2 Pareto Securities, Prospectus Prosafe Production, May 2008 
3 Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
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Furthermore, this thesis has been written over a period of seven months. During this time 

the world has experienced a financial crisis, influencing both the FPSO industry as well as 

many of the important parameters estimated in this thesis. Even so, I believe that the 

assumptions made throughout this thesis are still valid. Prosafe Production operates in an 

industry that is late cyclical, and because of the company’s position in the high-end segment 

of the FPSO industry as well as being fully financed to take up new projects, this financial 

crisis is not expected to affect the company in the short-term. However, if oil prices 

continue to fall and the challenges in the world’s financial markets prevail for a longer 

period, growth in the FPSO market will slow down, and this is likely to affect Prosafe 

Production in the long-term. 
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2 Presentation of Prosafe Production Public Limited 

2.1 Prosafe Production’s history 

Prosafe Production’s history goes back to 1972 when Morco AS was founded. It was around 

this time the Norwegian oil adventure started to take off. The company was given drilling 

contracts on the Ekofisk field, the pioneer in Norwegian oil history. Several ownership 

changes makes Morco change its name to Norcem Drilling, Aker Drilling and later a part of 

Transocean ASA. These companies were mainly drilling companies, and Prosafe was not 

established until 1997, when the platform drilling and technical services business units were 

de-merged from Transocean as a new company. This company was listed on Oslo Stock 

Exchange as Procon Offshore ASA. After the merge with Safe Offshore ASA, the company 

changed its name to Prosafe ASA. Safe Offshore controlled at the point of the merge three 

accommodation and service rigs, and the company’s business segments was expanded with 

Offshore Support Services. Prosafe continued to grow within this segment through 

investments in accommodation and service rigs, and as of today the company is the world’s 

leading owner and operator of semi-submersible accommodation and service rigs. 

 

In 2001 Prosafe expanded after acquiring Nortrans Offshore Ltd, and due to this 

acquirement the company entered into the floating production storage and offloading 

segment (FPSO). In 2005 the company sold Prosafe Drilling Services to KCA Deutag 

Drilling Norge, in order to focus on their core business (floating production and offshore 

support services). 

 

Prosafe later moved their headquarters to Cyprus. In May 2008 Prosafe was split into two 

companies, Prosafe SE, a focused accommodation / service rig company, and Prosafe 

Production, a focused floating production company. The main purpose of the split of 

Prosafe into two separate entities was to make visible to the market to a larger degree the 

underlying values of Prosafe. Also, the split allows management of the two companies to 

further increase their focus on the respective specialized areas of operation. 
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2.2 Structure and ownership 

Prosafe Production is the group holding company for the subsidiaries set out in figure 2.1 

below. Prosafe Production Public Limited is the parent company of the group and is 

headquartered in Larnaca, Cyprus. The group has a floating production business division 

which is headquartered in Singapore. 

 

Figure 2.1 - Company structure 

 

Source: Pareto Securities, Prospectus Prosafe Production  

 

The company has issued a total number of 255 201 764 shares, which is owned by a total of 

4 453 shareholders. The 20 largest shareholders are pictured in figure 2.2 below. 
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Figure 2.2 - Ownership structure 

Largest shareholders

Name of Shareholder Number of Shares Percentage

1 BW Offshore Cyprus Limited 44 500 000 17,44 %

2 Prosafe Holding Ltd. 19 778 137 7,75 %

3 Folketrygdfondet 15 375 735 6,02 %

4 BW Offshore Cyprus Ltd. 11 432 990 4,48 %

5 Brown Brothers Harriman & CO 7 900 000 3,10 %

6 Bank of New York, Brussels Branch 7 314 064 2,87 %

7 Goldman Sachs & Co - Equity 6 329 500 2,48 %

8 GMO Foreign Fund 5 890 920 2,31 %

9 Prosafe SE 5 596 997 2,19 %

10 UBS AG, London Branch A/C 5 186 353 2,03 %

11 BW LPG FPSO I Ltd 5 000 000 1,96 %

12 UBS AG, London Branch S/A 4 623 100 1,81 %

13 JP Morgan Chase Bank 4 479 903 1,76 %

14 RBC Dexia Investors Client Treaty Account 4 395 772 1,72 %

15 Mellon Bank AS Agent Mellon 4 033 042 1,58 %

Bank NA A/C Mellon Nominee 1

16 Mellon Bank AS Agent Mellon 4 014 445 1,57 %

Bank NA A/C Mellon ABN 15 OM

17 State Street Bank AN A/C 3 966 868 1,55 %

Client Omnibus D

18 GMO Erisa Pool Trust 3 472 068 1,36 %

19 JP Morgan Chase Bank 3 209 298 1,26 %

Petercam Lending ACC

20 HSBC Bank PLC Clients' 2 880 718 1,13 %

account 15%

Total 20 largest

169 379 910 66,37 %

Total

255 201 764 100 %  

Source: Own contribution, Prosafe Production 

 

The ownership structure can be characterized as relatively fragmented with many small 

shareholders. The largest shareholder is by far BW Offshore, which is also one of Prosafe 

Production’s main competitors.  

 

The company is listed on Oslo Stock Exchange with ticker code PROD and traded at NOK 

37 on June 2nd 4, which was the first day of trading. Since then the share price has decreased 

slowly down to NOK 24,4 on August 22nd. 

 

Prosafe Production currently has a total of about 1120 employees and they had operating 

revenues of USD 150, 4 millions in 2007. 

 

                                                 
4 Oslo Børs, www.ose.no 
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2.3 Vision and strategy 

Prosafe Production has the following vision and corporate strategy. 

 

Vision 

“Prosafe Production’s vision is to be the preferred provider of floating production 

solutions”
5
  

 

Corporate strategy  

The company aims to be the leading player in the segment for owning, converting and 

operating FPSO units worldwide. Prosafe Production wants to be the best FPSO player over 

time in terms of safe, efficient and profitable operations. Its long term ambition is to create 

supplementary volume from the sale of technology developed in-house6. 

 

2.4 Prosafe Production’s field of operations 

Prosafe Production provides complete floating production storage and offloading systems 

(FPSOs) and floating storage and offloading systems (FSOs). FPSO and FSO units are 

similar in appearance to a ship, but quite differently designed. A FPSO contains the 

necessary production and processing facilities to operate as a regular fixed oil and gas 

platform. The unit is moored on location and connected to the wells. The FPSO is usually 

moored through a traditional spread mooring arrangement, which keeps the unit in a fixed 

position, or with a turret mooring system, which allows the unit to weather vane or rotate 

freely around the point of mooring in response to weather conditions. A FSO is very similar 

to a FPSO, except for the processing possibilities. FSOs are mainly used in oil fields where 

it is not possible or efficient to lay a pipeline to the shore. The company currently owns and 

operates a fleet of five FPSO units and two FSO units, and has further three vessels 

undergoing conversion to FPSOs which are expected to start operations in early 2009. One 

of these vessels, FDPSO Azurite, will be the world’s first FPSO with drilling capacity7. 

Furthermore, the company is positioned to start up another two new conversion projects in 

2008, one being the newly acquired Very Large Crue Carrier (VLCC) M/T Takama, who 

will be converted into a FPSO upon the reward of a firm contract. 

                                                 
5 www.prosafeproduction.com 
6 www.prosafeproduction.com 
7 Prosafe Production, Q1 08 presentation, May 08 
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Prosafe Productions core business is the design, engineering, conversion and operation of 

FPSO/FSO vessels. The company converts existing Aframax, Suezmax and VLCC tankers 

into FPSOs and FSOs after contract agreements with the oil company8. The vessels are 

specially designed to meet the oil company’s requirements, and will most certainly undergo 

different modifications before the vessels can start operating for a different oil company.  

 

Prosafe Production currently has several long-term contracts, especially for their FPSO 

vessels that all have contracts that extend far into the next decade. This also includes the 

three ongoing conversion projects, which all have secured contracts on highly favourable 

terms. The company focuses mainly on the benign water markets outside West Africa, 

Australasia and Brazil. These markets are relatively new deepwater fields with limited or no 

infrastructure, and are expected to grow significantly in coming years.  

 

An overview over Prosafe Production’s fleet and its contract status, as well as the 

company’s current operations can be found in Appendix 1. 

 

 

 

 

 

 

 

 

 

 

                                                 
8 www.prosafeproduction.com 
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3 Strategic analysis 

This strategic analysis will undertake an external analysis of macroeconomic conditions, as 

well as an analysis of the industry that Prosafe Production operates in. In the first section I 

will define the main characteristics of the FPSO industry, as well as estimated supply and 

demand. In the second section I will use the PESTE model to investigate the macro 

economical issues that influence Prosafe Production. In the next section I will analyse the 

industry based on Porter’s Five Forces, to identify potential possibilities and threats within 

the floating production industry. Finally, I will sum up my findings with a SWOT-analysis 

to elucidate Prosafe Productions strategic profile. 

 

3.1 The FPSO industry 

At the start of oil production from offshore locations, all oil platforms were originally 

placed on the seabed. Since then offshore oil production has moved into deeper waters and 

more distant locations, and this has led to the development of various floating production 

solutions. Compared to traditional fixed platform production systems, most floating 

production systems minimize the time to first oil and generally cost less to build in deep 

waters9. Floating production systems are installed at the oilfield for a period of time, usually 

many years, to produce oil much in the same way as a fixed unit. Majority of the projects 

that use floating production systems are located in fields that lack infrastructure and 

connection to onshore areas, and it is therefore necessary to provide temporary storage at the 

production site before transporting the oil to shore by means of shuttle tankers. Furthermore, 

as field size decrease, installing pipeline infrastructure may not be economically feasible. 

Also, using floating production systems lowers field abandonment costs at the end of a 

field’s production lifecycle. As a result, the demand for floating production units has 

developed very positively over the last years10. 

 

There are currently four types of floating production units. The different types of units are11:  

• FPSO: Floating production, storage and offloading unit. Vessels equipped to lift, 

process and store oil, as well as offloading possibilities. 

                                                 
9 Arctic Securities, Initiating  FPSO sector coverage, Oct 2007 
10 Pareto Securities, Prospectus Prosafe Production, May 2008 
11 Arctic Securities, Initiating  FPSO sector coverage, Oct 2007 
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• Production semis: Semi submersible rigs that vary greatly in size and complexity. 

• Spar platforms: The platform consists of a large cylinder supporting a typical 

platform. The large cylinder serves to stabilize the platform in the water. 

• TLP: Tension leg platforms that are permanently moored by means of tethers or 

tendons grouped at each of the structure’s corners. A group of tethers is called a 

tension leg.  

 

Neither Production semis, Spars or TLPs have storage capabilities; hence an FSO is usually 

attached to the unit. On the other hand, these units generally have drilling capabilities, 

something which is not very common for FPSOs. Below, I have made an overview of the 

different floating production units. 

 

Figure 3.1 - Overview of different floating production units 

 Main characteristics Potential drawback Main geographical 

areas 

  FPSO • Storage capacity 

• Deck area 

• Deepwater capabilities 

• Redeployment possible 

• Riser quantity limited 

• High-cost risers 

• No access to wells 

• West Africa 

• Brazil 

• North Sea 

 

  Semi • Drilling capabilities 

• Riser quantity 

• Favourable motion 

characteristics 

• Deck area 

• High-cost risers 

• Well access limited 

• Limitations on deck load 

• Storage capacity 

 

• Brazil  

• North Sea 

• US Gulf of 

Mexico 

  Spar • Drilling capabilities 

• Steel risers 

• Deepwater capabilities 

• Access to wells 

 

• No harsh environments 

capabilities 

• Riser quantity limited 

• Limitations on deck load 

• Storage capacity 

• US Gulf of 

Mexico 

  TLP • Drilling capabilities 

• Steel risers 

• Access to wells 

• Past achievements  

• High-cost design 

• No deepwater capabilities 

• Limitations on deck load 

• Storage capacity 

 

• US Gulf of 

Mexico 

• West Africa 

Source:  Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
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The overall floating production market has displayed a strong growth with a compounded 

annual growth rate of around 10% for the last 10 years (1997-2007, see figure 3.2 below) 

and currently counts around 300 units12. Some FPSOs are built based on speculation, but the 

vessels are normally built upon the reward of a firm contract. Generally, Semi’s, TLP’s or 

Spar’s are always built against contracts, as investments in these units are substantially 

higher than for the average FPSO. Furthermore, these units are to an even higher degree 

built against field specific criteria. 

 

Figure 3.2 - Growth in floating production fleet (numbers include units under construction/conversion, 

idle, in yard, and working) 

 

Source: Arctic Securities, Initiating FPSO sector coverage, Oct 2007 

 

The largest regional markets for floaters are the North Sea, Latin America, North America 

and Asia Pacific. In addition, the market in Africa is relatively large, and is expected to 

grow significantly in coming years13.  

 

FPSO units are the most popular type of floating production solution. They account for 62% 

of the production floaters now in operation and 74% of the production floaters on order. 

FPSOs are located in all major offshore areas, except on the US side of the Gulf of 

Mexico14. The market for FPSOs has developed gradually. During the period 1997-2007, 

the fleet has experienced an average compounded annual growth rate of around 12%15, thus 

                                                 
12 Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
13 Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
14 Pareto Securities, Prospectus Prosafe Production, May 2008 
15 Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
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growing faster than the total floating production market. This is a result of the FPSO being a 

relatively cheap and versatile production unit, well suited for the estimated production 

profiles of smaller fields, which is increasingly the type of fields developed by the oil and 

gas companies today. 

 

FPSOs are either directly owned by oil companies or chartered from a FPSO owner. 

Confidence in the ability of FPSO owners to deliver and operate facilities cost-effectively 

has increased, leading to a strong growth in the market for chartered FPSOs. The trend 

towards chartering units is expected to continue as the operators are looking to reduce their 

asset exposure. Smaller fields typically favour chartered FPSOs as the operator cannot 

justify the full capital expenditure of a FPSO for a field with limited number of years of 

production. Furthermore, chartering FPSOs will decrease the oil companies’ exposure to 

project risks and reduce the need for in-house FPSO expertise, as well as operations 

management. Finally, the operators will not have to handle re-deployment or disposal of the 

unit after end of production. 

 

The contractor owned FPSO fleet is a fragmented market. The growth potential in this 

market has triggered several new entrants, while little consolidation of ownership has taken 

place16. The market can therefore be divided into three segments, high-, medium- and low- 

end. The segments can be distinguished by characteristics such as size of projects, level of 

in-house engineering and technology possibilities, and to some extent customers17. Proven 

track record and established relationships are important in the high-end of the industry, as 

major oil companies tend to prefer to co-operate with well-established players with proven 

concepts. The low-end segment is characterized by tough competition, indigenous 

companies, newcomers and older FPSOs being re-deployed from higher-end segments. 

Furthermore, many of the conversion projects in this segment are based on speculation.  

 

The outlook for the FPSO market is positive. After the number of contracts increased 

significantly during 2005-2006, the market experienced a downfall in new contract rewards 

during 2007. However, due to shift towards deepwater oil and gas developments, as well as 

average field sizes decreasing and being increasingly located in remote areas away from 

                                                 
16 Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
17 Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
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infrastructure, the market demand for FPSOs is expected to grow in coming years. Below 

there is an estimate of future FPSO demand. 

 

 

Figure 3.3 - Estimated FPSO demand in coming years 

 

Source: Prosafe Production – Q1 08 presentation, May 2008 

 

FPSOs are generally contracted for rather long time periods. Since 1995 the average firm 

contract length has been eight years18. Lately, contract length has been somewhat shorter 

than the average. One explanation is that smaller fields are being developed, where 

production length is uncertain. Another explanation is that options are increasingly being 

attached to the contracts, as oil companies value the increased flexibility this provides. 

 

3.2 PESTE – analysis 

Macroeconomic factors are something that Prosafe Production is subjugated to, but can not 

influence. These factors are yet essential for the company, and changes in the macro-

environment may influence the company just as much as changes within the FPSO market 

or strategic changes made by Prosafe Production itself. I will therefore use the PESTE 

                                                 
18 Arctic Securities, Initiating FPSO sector coverage, Oct 2007 
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model to analyze how factors in the macro-environment influence Prosafe Production. The 

PESTE model consists of the following factors19:  

• Political and legal 

• Economical 

• Social 

• Technological 

• Environmental 

 

Figure 3.4 - PESTE model 

 

 

 

 

 

Source: Own contribution, based on Hill & Jones (2004) 

 

3.2.1 Political and legal factors 

The oil and gas industry is to a large extent regulated by national and international laws, 

regulations and certifications. Even though the industry is highly international, there are no 

common standards regarding laws and regulations. However, there exist international co-

operations and agreements to ensure resemblance within laws and regulations in the 

industry. Laws and regulations are administrated by national institutions to ensure that the 

                                                 
19 Hill and Jones, 2004 
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companies in the oil and gas industry focus on health, environment and safety issues. 

Despite these common laws and regulations, there exist differences between countries. On 

the Norwegian continental shelf, for example, laws and regulations are administrated by the 

Norwegian Petroleum Directorate and the Petroleum Safety Authority, and certifications are 

given by Det Norske Veritas. Norway has been seen as a leading nation when it comes to 

laws and regulations of the oil and gas industry, but the system is also known as strict and 

bureaucratic. In other markets, especially emerging markets, laws and regulations are not 

that strict and the companies spend less time and money to comply with rules and 

regulations here. 

 

The industry is also under the influence by differences in working environment legislation. 

These differences will influence the profitability in the industry, and as seen in many other 

industries, companies in the oil industry have also moved to countries with lower production 

costs.  

 

3.2.2 Economical factors 

The economical factors have great influence on the oil and gas industry. There are many 

different factors that will influence the economy in this industry, such as interest rate, 

inflation and currency changes, but I will in the following focus on the most important 

factor, which is the oil price. 

 

The oil price has great influence on the world economy. Overall, an oil price increase leads 

to a transfer of income from importing to exporting countries through a shift in terms of 

trade. The magnitude of the direct effect of a given price increase depends on several 

factors, such as the share of the cost of oil in national income, the degree of dependence on 

imported oil and the ability of end-users to reduce their consumption and switch away from 

oil20. Naturally, an increased oil price over a longer period will have a significant impact on 

the macroeconomic relations in the world. An increase in oil price can also lead to inflation, 

increased input costs, reduced non-oil demand and lower investment in net oil-importing 

countries.  

 

                                                 
20 International Energy Agency, Analysis of the impact of high oil prices on the global economy, May 2004 
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Currently, the oil price is on a record high, and together with the US sub-prime mortgage 

crisis, there is fear that a constantly high oil price may add more uncertainty to the future of 

the world economy21. High oil prices will lead to a restrained individual consumption 

capacity, which will hamper overall economic growth. Furthermore, a high oil price will 

increase the risk of worldwide inflation. Together with the sub-prime mortgage crisis, which 

has triggered a lack of financial fluidity, the high oil price has put western central banks in a 

dilemma on whether to increase interest rates to reduce potential inflation, or decrease 

interest rates in order to stimulate fluidity.  

 

In figure 3.5 below, there is an overview of oil price fluctuations since 1947. Evidently we 

can see that political instability, especially in the Middle-East, has had great impact on the 

oil price.   

 

Figure 3.5 - Changes in oil price and historic incidents 

 

Source: WTRG Economics 

 

The level of activity in the oil and gas industry has historically been cyclical, since it is 

largely dictated by oil price trends. For oil and gas companies the oil price is a critical factor 

when deciding whether to start test drilling and production on a new oil field or not. This is 

a long-term process, and therefore it may take a while before FPSO companies gets affected 

by the price change. The main source of revenue for the oil and gas companies is naturally 

                                                 
21 http://chinadaily.com.cn/world/2008-01/04/content_6372339.htm 



 25 

oil trade and the company’s profitability is therefore directly attached to oil price 

developments. 

  

Day rates, which are the daily price the oil and gas companies pay FPSO companies, are 

determined by supply and demand in the market. When several oil fields becomes 

profitable, demand for FPSO units will increase, which consequently leads to higher day 

rates. A decrease in the oil price will lead to a lower demand and excess supply, decreasing 

the FPSO companies’ day rates. For the FPSO business, activity levels have traditionally 

been relatively robust in relation to oil price fluctuations22. This is due to the companies 

operations that generally focus on the production phase of the oil fields. In combination with 

day rate charters which can be of long duration, the FPSO companies are not that affected 

by daily oil price fluctuations. However, the FPSO companies will most certainly be 

influenced by a persistent low oil price, which will decrease the day rates and demand for 

FPSO units. 

 

Trying to predict the future oil price is a resource-demanding and difficult task. A full oil 

price analysis will be too comprehensive for this thesis. I will, however, try to give a short 

insight into the most important factors, and look at some oil price estimates done by Energy 

Information Administration (EIA), since the oil price will have a great influence on Prosafe 

Productions future cash flows.   

 

As with other markets, the oil market is driven by supply and demand. In the short-term, we 

can assume that supply is equal to production capacity, even though OPEC and other oil 

manufacturers may induct production restraints. In the long-term, supply is determined by 

investments in proven oil-reserves and wildcat drilling, along with technological 

improvements, subsequently leading to increased capacity. A high oil price will justify these 

investments, and increase supply in the long-term.   

 

The demand for oil is determined by several factors. Economic growth, technological 

improvements, capacity constraints and numerous of other factors, such as political factors, 

will influence demand in both short- and long-term. Demand and oil price are negatively 

correlated, a high oil price will lead to consumers substituting oil for alternative energy 

                                                 
22 Prosafe SE, Annual report 2007 
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sources. Technological developments can influence demand in both directions. In the near 

future, it is natural to think that technological developments will increase demand, while in 

a longer-term technological improvements may lead to lower demand as a response to other 

energy sources. 

 

The many factors influencing the oil price and the great uncertainty surrounding these 

factors, makes it nearly impossible to forecast the future oil price, especially in the long-

term. In July 2008 EIA released a short-term energy outlook, projecting the WTI (West 

Texas Intermediate) crude oil price to average $127 per barrel in 2008, and $133 per barrel 

in 200923.  

 

Figure 3.6 - Short-term crude oil price forecast 

 

Source: EIA, Short-Term Energy outlook, July 2008 

 

According to EIA24, the oil market remains tight, evidenced by rising prices, low surplus 

production capacity, and the concern that global supply growth may not keep pace with 

demand growth over the near term. World oil consumption has continued to grow despite 7 

consecutive years of rising prices. While oil consumption in OECD countries has decreased 

by 760 000 barrels per day during 2008, this has been offset by an increase in consumption 

by 1,2 million barrels per day in non-OECD nations led by China and the Middle East. 

Global consumption in 2009 is expected to increase by 1,4 million barrels per day because 

of upward revisions in projected 2009 economic growth in some regions, such as Latin 

                                                 
23 http://www.eia.doe.gov/emeu/steo/pub/contents.html 
24 EIA, Short-Term Energy outlook, July 2008 
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America.  If financial strains in the United States spread to foreign nations, depressing 

economic growth, consumption growth would also slow. 

 

During 2008, non-OPEC supply has been a lot lower than expected. At the beginning of 

2008, non-OPEC supply growth was projected to rise by 860 000 barrels per day in 2008 

and by over 1,5 million barrels per day in 2009. Production is now expected to rise by only 

230 000 barrels per day in 2008 and by 830 000 barrels per day in 2009. Supply growth has 

been limited by faster declines in older fields and delays in expansion projects. For OPEC 

countries, supply has averaged an estimated 32,3 million barrels per day during second 

quarter of 2008, and is projected to average 32,7 million barrels per day in the third 

quarter25. 

 

EIA has also released International Energy Outlook 2008 (IEO08), trying to forecast world 

marketed energy consumption and oil prices for the period 2005-2030. According to EIA’s 

reference case, world marketed energy consumption is projected to grow by 50 percent over 

this period. Fossil fuels supply the largest share of world energy consumption over the 

projection period, but their share is expected to fall from 37 percent in 2005 to 33 percent in 

2030, largely because world oil prices are expected to remain relatively high. In the IEO08 

reference case, world oil price in nominal terms decline from current high levels to around 

$70 per barrel in 2015, then rise steadily to $113 per barrel in 2030.  

 

Figure 3.7 - World oil price projections 

 

Source: EIA, International Energy Outlook 2008  

                                                 
25 EIA, Short-Term Energy outlook, July 2008 
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In addition to the reference case, IEO08 includes a high price case that helps to quantify the 

uncertainty associated with long-term projections of future oil prices. In the high price case 

world oil prices are projected to be at $186 per barrel in nominal terms, nearly 65 percent 

higher than the reference case. Given current market conditions, it appears that world prices 

are on a path that more closely resembles the projection in the reference case than the high 

price case.  

 

As we can understand, projecting future oil price is a difficult task. One should not rely too 

much on these projections, but they are the closest we get to a possible oil price 

development. 

 

3.2.3 Social factors 

Social factors include population growth, demographic changes, among other things. 

Changes in social trends can impact on the demand for a firm's products and the availability 

and willingness of individuals to work.  

 

In 2005 the world population was estimated to be just over 6,5 billion people. In the period 

from 2005 till 2050, the world population is estimated to grow with 41 percent, giving a 

world population of over 9 billion people26. Europe is the only continent where population is 

expected to decrease, whereas population in Africa is expected to increase by over 100 

percent. All other equal, the population growth will lead to higher demand for oil, seeing 

that consumption will increase as a result of higher population. 

 

Furthermore, the average age of the world’s population is increasing. This will be a problem 

when trying to recruit qualified personnel in the future. There is also a problem with getting 

qualified personnel to move to low-cost countries, as more and more companies move their 

business to these countries. 

 

3.2.4 Technological factors 

I will not go into details in this section since I have covered many of the technological 

factors in other sections. However, the oil and gas industry has from its beginning had an 

                                                 
26 http://esa.un.org/unpp/p2k0data.asp 
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enormous technological development. This will certainly continue in the future, not only for 

developing new products and solutions, but also to reduce cost and be more efficient.  

 

3.2.5 Environmental factors  

The world energy consumption is larger than ever, and this is expected to grow even further. 

As mentioned under section 3.2.2, EIA predicts world energy consumption to grow by 50 

percent in the period 2005-2030. This growing energy consumption has set focus on climate 

changes, which is probably the greatest environmental threat the world is facing. Over a 

decade ago, most countries joined an international treaty, the United Nations Framework 

Convention on Climate Change, to consider what can be done to reduce global warming. 

More recently, a number of nations approved an addition to the treaty, the Kyoto Protocol, 

which sets out legally binding targets for greenhouse gas reduction by at least 5 percent 

from their 1990 level during the commitment period 2008 to 201227. Currently, the Kyoto 

signatories are negotiating the second phase of the agreement. During the period from 2013 

to 2017, industrialised countries need to reduce their CO2 emissions by 18 percent from 

1990 levels, and by 30 percent between 2018 and 202028. 

 

The focus on environment protection has created challenges for the oil and gas industry, 

since fossil energy is the world’s largest contributor to CO2 emissions. However, until 

alternative energy resources are developed in a large scale, this will not affect oil and gas 

production to a large extent in the near future. 

 

3.3 Porter’s Five Forces 

In this section I will analyse the industry that Prosafe Production operates in, and to do that I 

will use Porter’s Five Forces. The model was developed by Michael E. Porter in 1979, and 

he identified five forces that are widely used to assess the structure of any industry. Below 

there is a figure that describes the framework of this model. 

 

                                                 
27 The Kyoto Protocol, p. 3 
28 EREC and Greenpeace, Jan. 2007, p.4 
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Figure 3.8 - Porter’s Five Forces 

 

Source: Michael E. Porter 

 

New entrants to an industry can raise the level of competition, thereby reducing its 

attractiveness. The threat of new entrants largely depends on the barriers to entry. Key 

barriers to entry include economies of scale, capital requirements, customer switching cost 

etc. 

 

The bargaining power of buyers describes the effect that your customers have on 

profitability of your business. Buyers have the most power when they are large and purchase 

much of your output, low costs and low risk bound to change supplier, products are 

standardised etc. 

 

Bargaining power of suppliers is the companies’ negotiation position towards the suppliers. 

The bargaining power of suppliers depends on how many buyers and dominant suppliers 

there are in the market, access to substituted products, costs of changing supplier etc. 
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Threat of substitutes can lower industry attractiveness and profitability because it will limit 

price levels. The threat of substitutes depends on buyers’ willingness and cost to substitute, 

product characteristics, and the relative price and performance of substitutes. 

 

All the elements above influence the intensity of rivalry in the industry. Furthermore, there 

are many other elements influencing the rivalry, primary the size and numbers of 

competitors, as equal competitors will increase the intensity in the market. Also, this 

intensity will depend on the degree of product differentiation in the market, as well as exit 

barriers and switching costs. 

 

Together, the strength of the five forces determines the profit potential in an industry by 

influencing the prices, costs and required investments of businesses – the elements of return 

on investment. 

 

3.3.1 Threat of new entrants 

The FPSO market has seen a large number of newcomers in recent years. However, this is 

likely to diminish in the near future. The market currently has several natural barriers of 

entry. The industry is severely short of human capital, a crucial factor for FPSO 

development. It will be both difficult and expensive to recruit experienced key personnel for 

new FPSO start-ups. This is also true for other parts of the oil industry. Oil companies are 

looking to reduce future E&P projects as a response to reduced supply of skilled personnel, 

which in turn will reduce demand for floating production units. The FPSO industry is a 

capital intensive industry, and since access to capital and debt financing is increasingly 

becoming an issue because of the unstable economic market at the moment, the industry is 

expected to see fewer newcomers enter into the market.  Furthermore, yard capacity for 

conversion and new build projects is tight, as well as increasing lead times from suppliers of 

critical components. Due to the increased competition, especially the low-end segment has 

experienced a decrease in superior returns. 

 

Prosafe Production is positioned in the high-end segment of the FPSO industry. Barriers of 

entry are especially high in this segment. The players in this segment possess significant 

engineering resources as well as in-house technology. Furthermore, operators in this 
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segment are required to demonstrate proven track records for on time delivery, 

automatically decreasing the threat of new entrants. 

  

Since the level of entry has been high recently, I believe that the FPSO market is more 

likely to experience consolidation among existing players, rather than additional new 

entrants. 

 

3.3.2 Bargaining power of buyers 

The main buyers for Prosafe Production are the national and international oil and gas 

companies. The buyers in the industry are relatively few and large, basically giving the 

buyers a strong bargaining power against the FPSO players. However, due to the current 

strong cycle in the oil and gas industry, the power of the buyers is reduced. The demand for 

FPSO units will increase by a large number, for the oil and gas companies to sustain the 

desired level of production. This is confirmed by the record high dayrates the market 

currently is observing.  

 

Within the FPSO industry, a strong relationship between company management and oil and 

gas companies are crucial. The oil and gas companies prefer established players with a 

proven track record of on time and within budget delivery. Unique technology and 

conversion experience are highly important, as well as organisational know-how on the back 

of a strong focus on safety, environment and operational standard. Prosafe Production 

certainly holds these qualities. The company has an in-house developed turret-mooring 

technology that gives the company a competitive advantage, as well as a long track record 

of converting FPSOs on time and within budget, and operating FPSOs29. Furthermore, the 

company had an extremely high operating regularity of 99,3% in 200730, which confirms 

quality of designs and technical solutions. These qualities have given Prosafe Production a 

strong position when negotiating with their buyers. However, the company has experienced 

cost overruns on their latest conversion projects. The company has also had trouble agreeing 

upon new conversion projects this year. This may be a sign of increased bargaining power 

of the company’s buyers. 

 

                                                 
29 www.prosafeproduction.com 
30 Prosafe Production, Q1 08 presentation, May 08 
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3.3.3 Bargaining power of suppliers 

Prosafe Productions main supplier is the shipyards. The yards are extremely important for 

the company’s main business and holds therefore great negotiation power. Furthermore, due 

to the strength of current cycle in the oil business, yards have seen record order-books for a 

long time and are occupied. Quality yards are sold out and have rather long delivery time for 

new units, and this increases suppliers bargaining power even further.  

 

However, larger players with strong relations to the yard have provided themselves with 

some leverage in negotiations. Prosafe Production has got an excellent relationship with 

Keppel (Singapore), where all three ongoing conversion projects are taking place, as well as 

six completed conversions. Their strong relationship has to some degree reduced the 

bargaining power of the yard. 

 

The other main supplier for Prosafe Production is the need for a highly qualified work force. 

As I pointed out in section 3.3.1, there is currently a lack of qualified personnel in the 

industry. This has led to high bargaining power among the most attractive workers in the 

industry. However, Prosafe Production is a company that focuses on inventing their own in-

house technology, and is, as one of the leading players in the FPSO industry, a highly 

attractive work place. 

 

To sum up, the suppliers in the industry have substantial bargaining power against the 

players in the FPSO market. However, taking into consideration Prosafe Productions 

position in the market and strong relationship with Keppel, this threat is negligible for the 

company at the moment. 

 

3.3.4 Threat of substitutes 

The main substitute for floating production solutions is subsea piping systems. This solution 

can be preferred by oil and gas companies in well-established oil fields (in oil fields with a 

well developed infrastructure), or on oil fields located close to the shore. However, due to 

the development of new oil fields in deeper waters, floating production units are on the 

verge of becoming the preferable solution. 
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As mentioned under section 3.1, there are four types of different floating production units.  

Among these different units, the FPSO unit is the preferred solution because of its 

flexibility. Based on this, I believe the threat of substitutes to be relatively low at this 

moment. 

 

3.3.5 Intensity of rivalry 

Prosafe Productions competitors in the high-end segment are SBM Offshore, Modec, BW 

Offshore and Bluewater. SBM Offshore is the world’s largest FPSO company, currently 

operating a fleet of 16 units with another six under construction. The relatively low number 

of players in this segment decreases the intensity of rivalry. The players in this segment also 

focus on different markets around the world. Furthermore, because of the strong cycle of the 

oil business, the demand for FPSOs is high at the moment. Also, as mentioned under section 

3.1, many oil and gas companies will in the future charter FPSO instead of operating the 

units themselves, leading to an increase in demand for FPSOs operated by FPSO companies. 

This increased demand will reduce intensity of rivalry between the players. However, since 

this is a highly cyclical business, the uncertainty about the number of future contracts may 

increase the level of competition in this segment. Furthermore, this market is highly 

sensitive towards the oil price. At the current strong oil price, the oil and gas companies 

have significant incentives to increase production levels from existing units or extend field 

life, leading to a lower intensity of rivalry. A lower oil price will lead to lower demand for 

FPSOs and the battle to receive contracts will intensify.  

 

3.4 SWOT analysis 

I will now present a summary of the strategic analysis section in a SWOT analysis. The 

model comprises Prosafe Production’s internal strength and weaknesses, as well as the 

external opportunities and threats the company is facing.  
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Table 3.1 - SWOT 

  Strengths Weaknesses 

• An established player located in the 
high-end segment of the FPSO 
business. 

• In-house developed turret-mooring 
technology. 

• Proven track record of on time and 
within budget delivery. 

• Quality of designs and technical 
solutions. 

• Strong relationship between 
company management and oil and 
gas companies. 

• Excellent relationship with Keppel. 

• Strong focus on safety, environment 
and operational standard. 

• Strong contract backlog 

• Cost overruns in latest conversion 
projects. 

• Trouble winning two new FPSO 
conversion projects. 

• High dependency on key personnel. 

• Cyclical exposed 

Opportunities Threats 

• Strong cycle in the oil and gas 
industry. 

• Flexibility of FPSO units. 

• High barriers of entry in the high-
end segment. 

• High projected oil-price. 

• No adequate substitutes 

• Less intensity of rivalry due to 
expected consolidation in the FPSO 
market. 

• Alternative energy resources 

• New technology that outdates FPSO 
units. 

• The industry is severely short of 
human capital  

• Economic instability in the world at 
the moment. 

• Increased competition with lower 
oil-prices. 

 

Source: Own contribution 
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4 Financial statement analysis 

I will begin the valuation process by analysing Prosafe Production’s historical financial 

performance. This analysis is vital to get an understanding of the company’s past 

performance, and will provide an essential perspective for developing and evaluating 

forecasts for future performance. A good analysis will focus on the key drivers of value: 

return on invested capital (ROIC), growth and free cash flow (FCF)31. High returns and 

growth result in high cash flows, which in turn drives value32. 

 

A company’s reported financial statements mix operating performance, non-operating 

performance, and capital structure. In order to measure the company’s operating 

performance one should reorganize the accountant’s financial statements into new 

statements that separate operating items, non-operating items, and financial structure33. 

 

I will in this section begin by analysing historical financial statements to see if there have 

been any noteworthy changes in accounting principles during the period. If the changes 

have a major impact, the financial statements should be adjusted as if the same policies were 

applied every year. The reason is to provide a more correct picture of Prosafe Production’s 

profitability. I will continue by determining which items in the financial statements that are 

associated with the company’s core operations, and thereafter calculate invested capital and 

net operating profits less adjusted tax (NOPLAT). These terms are necessary to calculate 

ROIC in order to analyse the company’s ability to generate profit on the invested capital. 

 

4.1 Accounting principles 

As mentioned in the beginning of this thesis, Prosafe Production was split as a separate 

company from Prosafe SE in May this year. As a consequence, the company has not issued 

financial statements as a separate company up until now. However, the company has 

released financial information from the period 2005-2007 in connection with the listing on 

Oslo Stock Exchange in June. The financial information has been prepared in reference to 

standards and interpretations issued by the International Accounting Standards Board, but 

                                                 
31 Koller et al., 2005, p. 106 
32 Koller et al., 2005, p. 101 
33 Koller et al., 2005, p. 106 
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the information is not in accordance with International Financial Reporting Standards. The 

reason is that Prosafe Production Public Ltd acquired its subsidiaries in April 2008 and did 

therefore not control its subsidiaries prior to that date34. Consequently Prosafe Production 

Public Ltd is not permitted by IAS 27 to present consolidated financial information. 

Accordingly the financial information is prepared on a basis that combines the results and 

assets and liabilities of Prosafe Production Public Ltd and its subsidiaries by applying the 

principles underlying the consolidation procedures of IAS 27 for each of the three years to 

31 December 2005, 2005, 2007. Internal transactions within the Combined Entity have been 

eliminated on combination35.  

 

In the preparation of the financial information, the management in Prosafe Production has 

applied estimates and assumptions which have influenced the annual accounts. The 

estimates and assumptions are assessed on a continuous basis. According to Prosafe 

Production, the judgements which have the most significant effect on the amounts 

recognised in the financial information relate to depreciation of fixed assets and impairment 

test of goodwill and fixed assets36.  

 

Since the financial information is prepared specifically for the purpose of the prospectus 

released in connection with the listing on Oslo Stock Exchange, there haven’t been any 

changes in accounting principles for the period. Naturally, it is therefore not necessary to 

make any adjustments regarding accounting differences in order for the financial 

information to be comparable. 

 

Prosafe Production has also released a condensed interim financial statement for the first six 

months of 2008. I will not make any corrections regarding operational leases on these 

figures below. The reason is that the financial statement released does not provide me with 

enough information to properly estimate the effects of the corrections. If I were to correct 

the financial information, I would have to make a lot of vague assumptions, and I believe 

that this would create more noise to the estimates than useful information. However, I will 

correct the income statement for the disposal of shares in Teekay Petrojarl ASA, as this is an 

                                                 
34 Prosafe Production, Audited financial report as per 14 May 2008 
35 Prosafe Production, Audited financial report as per 14 May 2008 
36 Prosafe Production, Audited financial report as per 14 May 2008 
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extraordinary item, and necessary information is properly specified in the notes in the 

information released. 

 

4.2 Accounting adjustments and corrections 

In this section I will account for the corrections I have made in Prosafe Production’s income 

statement and balance sheet. The corrections are made in order to calculate a reliable 

NOPLAT and invested capital, and to ensure consistency between them. 

 

4.2.1 Corrections 

Correction 1: Extraordinary items 

Most of the items in the income statement are expected to be of a persistent character. 

However, in the income statement from the first six months of 2008, the company has 

experienced costs that are most unlikely to occur in the future. I have collected these items 

under extraordinary items in order to get a more correct picture of the company’s operating 

profit this year.  

 

Restructuring and listing expenses 

Prosafe Production experienced expenses of USD 5 million related to the listing on Oslo 

Stock Exchange in June this year. This has had a negative effect on the company’s EBIT. 

Since this kind of expenses is not expected to be repeated in the future, I have corrected the 

income statement for 2008 by excluding the restructuring and listing expenses from 

operating expenses, and included it in the item extraordinary items. The correction is 

showed in table 4.1 below. 

 

Book loss from sale of shares in Teekay Petrojarl ASA 

Prosafe Production sold all its shares in Teekay Petrojarl ASA on June 20th 2008. The sale 

of these shares resulted in a book loss of USD 52,6 million, and was included in other 

financial items in the income statement. Since this is a financial item, it does not have any 

effect on EBIT. However, I have assumed that this is an extraordinary item, and therefore it 

will not be forecasted in future periods. 

 

The corrections are shown in the following table. 
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Table 4.1 - Correction 1 – Extraordinary items 

USDm 30.06.2008

Income statement

Operating expenses - uncorrected 51,7

Restructuring and listing expenses 5,0

Operating expenses - corrected 46,7

Other financial items - uncorrected (41,9)         

Book loss from sale of shares 52,6

Other financial items - corrected 10,7

Effects

EBIT 5,0

Extraordinary items (57,6)         

Correction 1 - Extraordinary items

 

Source: Own contribution 

 

Correction 2: Capitalisation of operating leases 

According to the financial information released in May 2008, Prosafe Production is 

committed to make payments in respect of operating leases. Although not stated, I assume 

that these leases are considered a part of the company’s operations. The lease agreements 

should therefore be treated as if the company had borrowed money to purchase the asset. 

The asset and debt should be recorded on the company’s balance sheet, and interest should 

be deducted from operating profit37. 

 

To derive the value of operating leases, I need to examine the determinants of rental 

expenses. The rental expense includes compensation for the cost of financing the asset (at 

the cost of debt) and the periodic depreciation of the asset (assuming straight line 

depreciation). Thus, the periodic rental expense equals38: 
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37 Koller et al., 2005, p. 197-198 
38 Koller et al., 2005, p. 198 
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In order to capitalise the operating leases, I have made the following assumptions: 

• The asset life is assumed to be 10 years 

• Cost of debt is the same as in the WACC estimation, 6,5% 

• The marginal tax rate is the same as in the WACC estimation, 0% 

• Since not specified in the financial information, I assume that leasing expenses are 

expensed under general and administrative expenses. 

• Since there is no information regarding leasing expenses in 2005, I have assumed 

that the company did not have any operational leases during this year. 

 

Table 4.2 - Capitalisation of operating leases 

USDm 2004 2005 2006 2007 2008

Operating lease expense 0 0,5 1,6 5,2

Assets

Other tangible assets - uncorrected 0,8 2,6 5

Capitalised operating lease assets 0,0 3,0 9,7 31,5

Other tangible assets - corrected 3,8 12,3 36,5

Liabilities

Interest bearing short-term debt - uncorrected 0,3 0,6 49,5

Operating lease expense 0,5 1,6 5,2

Interest bearing short-term debt - corrected 0,8 2,2 54,7

Interest bearing long-term debt - uncorrected 0 0 70,5

Financial leasing 2,5 8,1 26,3

Interest bearing long-term debt - corrected 2,5 8,1 96,8

Income statement

General and administrative expenses - uncorrected 10,3 10,0 14,7

Operating lease expense 0 0,5 1,6

General and administrative expenses - corrected 10,3 9,5 13,1

Depreciation - uncorrected 16,4 15,7 33,6

Effect of financial leasing 0,0 0,3 1,0

Depreciation - corrected 16,4 16,0 34,6

Interest expenses - uncorrected 0 0,3 1,6

Effect of financial leasing 0,0 0,2 0,6

Interest expenses - corrected 0,0 0,5 2,2

Effects

Depreciation -            (0,3)           (1,0)         

EBIT 0,0 0,2 0,6

Interest expense -            (0,2)           (0,6)         

Correction 2 - Operating leases

 

Source:  Own contribution 

 

Because of the capitalisation of the operational leases, we observe the following effects: 
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• The operating lease expense is removed from other operating expenses, and 

depreciation has increased. This has affected the company’s EBIT positive in 2006 

and 2007.  

• Interest expenses have increased due to increased liabilities in the balance sheet. 

However, this does not affect EBIT as it is a financial item. 

• The asset side has increased with the lease asset, and liabilities have increased with 

the corresponding amount due to higher debt caused by the re-classification. These 

changes on the balance sheet will influence the invested capital calculated later. 

 

Adjusted EBIT 

The corrections in the income statement, has had the following effects on Prosafe 

Production’s estimated EBIT: 

 

Table 4.3 - Adjusted EBIT 

USDm 2005 2006 2007 30.06.2008

EBIT - uncorrected 37,9 37,8 59,2 43,1

Correction 1 5,0

Correction 2 0,0 0,2 0,6

EBIT - adjusted

37,9 38,0 59,8 48,1

Total EBIT effect 

 

Source: Own contribution 

 

4.3 Calculation of NOPLAT 

To determine the after-tax income generated by invested capital, I will calculate NOPLAT. 

NOPLAT aggregates the operating income generated by invested capital. Unlike net 

income, NOPLAT includes profits available to both debt holders and equity holders39. 

 

For adjusting reported taxes, marginal taxes are those taxes the company would pay if the 

financing or non-operating item were eliminated40. This means adding back tax shields from 

financing activities.  

 

                                                 
39 Koller et al., 2005, p. 162 
40 Koller et al., 2005, p. 177 
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If foreign taxes are based on income and debt is raised abroad, they are marginal. If, 

however, foreign taxes are based on revenues or debt is raised solely at home, they are not 

marginal; taxes would not increase as leverage decreased41. 

 

Prosafe Production is located in Cyprus, but all their income is earned in other parts of the 

world. The corporate income tax rate in Cyprus is 10%42. However, profits from a 

permanent establishment maintained abroad are generally exempt from tax in Cyprus43. This 

means that Prosafe Production does not pay any taxes in Cyprus currently. However, the 

group's vessels are subject to taxation based on the special rules for taxation of shipping and 

offshore companies in a number of jurisdictions worldwide. The Group company’s taxes 

relate mainly to withholding tax incurred in countries in which the company’s vessels 

operate44. As Prosafe Production may become subject to taxation in new jurisdictions in the 

future, it makes it impossible to foresee with certainty the future level of taxation. 

Furthermore, the company has raised all their debt in Norway.  

 

The company does not provide any information about how taxes are computed in their 

financial information released. I have therefore decided to set the marginal tax rate equal to 

0, because of the uncertainty estimating this parameter. Tax shields will therefore not be 

computed. The reader should be aware that this assumption could underestimate the 

calculated NOPLAT below. 

 

Table 4.4 - Calculation of NOPLAT 

USDm 2005 2006 2007 30.06.2008

Adjusted EBIT 37,9 38,0 59,8 48,1

Taxes -3,5 -4,5 -8,8 -9,5

NOPLAT

34,4 33,5 51,0 38,6

Calculation of NOPLAT

 

Source: Own contribution 

 

                                                 
41 Koller et al., 2005, p. 177 
42 Deloitte, Cyprus International Tax & Business Environment 2008 
43 Deloitte, Cyprus International Tax & Business Environment 2008 
44 Prosafe Production, Audited financial report as per 14 May 2008 
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4.4 Calculation of invested capital 

Invested capital represents the total investor capital required to fund operations, without 

distinction to how the capital is financed. When calculating ROIC, I will use average 

numbers of invested capital. This method assumes that the development of invested capital 

is continuous over the year, which is seen as the appropriate assumption45. 

 

In order to calculate invested capital I have to decide which items in the financial 

information that is associated with the company’s core operations. The items that will be 

discussed are reported below. 

 

Operating assets 

Cash and deposits 

When analysing cash and deposits, one should divide the item into two parts, working cash 

and excess cash. Excess cash should not be included in invested capital, as it per definition 

is unnecessary for core operations46. The company does not disclose how much cash they 

deem necessary for operations. Between 1993 and 2000, the cash holdings of non-financial 

companies on the S&P 500 index, held working cash just below 2 percent of sales47. I have 

therefore assumed 2 percent to be a good proxy for working cash for Prosafe Production, 

and the remaining part of cash and deposits will be excess cash. 

 

Debtors 

The company does not specify where these outstanding accounts stem from. However, I 

assume that it is related to the company’s core operations, and the item will therefore be 

included in invested capital. 

 

Financial assets 

Again, this is an item that is not specified in the financial information released. I have 

therefore assumed that this item is not a part of the company’s core operations and it will be 

subtracted from invested capital. 

 

                                                 
45 Plenborg og Petersen, 2005, p. 150 
46 Koller et al., 2005, p. 171 
47 Koller et al., 2005, p. 171 
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Other current assets 

Some of the amount in this item stems from transactions with related party (Prosafe SE). 

The remaining amount is not specified. This item will therefore be treated as a part of the 

company’s core operations48. 

 

Operating liabilities 

Other provisions 

The company does not specify this item, but I will treat them as a part of the company’s 

core operations. 

 

Accounts payable 

This items contains payments to suppliers, customers etc., and will therefore be treated as a 

part of Prosafe Production’s core operations. 

 

Other current liabilities 

Same as other current assets, most of the amount stems from transactions with related party. 

This item is therefore treated as a part of Prosafe Production’s core operations. 

 

Based on the discussion above, invested capital has been estimated as following: 

                                                 
48 Plenborg og Petersen, 2005, p. 135 
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Table 4.5 - Invested capital 

From asset side

USDm 2005 2006 2007 30.06.2008

Total assets 435,6 783,8 1204,9 2029,3

Excess cash 57,4 49,7 50,0 388,7

Financial assets 0,8 1,1 1,5 0,0

Operating assets 377,4 733,0 1153,4 1640,6

Other provisions 1,0 1,0 1,1 2,1

Taxes payable 0,9 1,3 1,6 0,0

Accounts payable 16,5 65,2 32,6 0,0

Other current liabilities 20,1 28,0 28,0 95,8

Operating liabilities 38,5 95,5 63,3 97,9

Invested capital

338,9 637,5 1090,1 1542,7

From equity and liability side

USDm 2005 2006 2007 30.06.2008

Total equity 393,7 678,0 990,1 1073,2

Interest bearing long term debt, corrected 2,5 8,1 96,8 833,2

Interest bearing short term debt, corrected 0,8 2,2 54,7 25,0

Interest bearing debt 3,3 10,3 151,5 858,2

Excess cash 57,4 49,7 50,0 388,7

Financial assets 0,8 1,1 1,5 0,0

Net interest bearing debt -54,9 -40,5 100,0 469,5

Invested capital

338,9 637,5 1090,1 1542,7

Source: Own contribution 

 

4.5 Calculation of ROIC 

ROIC is a measure of how effectively the company allocates the capital invested in its 

operations. It is defined as the return the company earns on each dollar invested in the 

business49. Since it focuses solely on the company’s operations, ROIC is a better analytical 

tool for understanding the company’s performance than return on equity (ROE) and return 

on assets (ROA). ROE mixes operating performance with capital structure, making peer 

group analysis and trend analysis less meaningful. ROA is inadequate because the ratio 

double counts any implicit financing charged by suppliers – in the numerator as part of cost 

of goods sold and in the denominator as part of total assets50. 

 

ROIC is calculated by the following formula51: 

CapitalInvested

NOPLAT
ROIC =  

                                                 
49 Koller et al., 2005, p. 183 
50 Koller et al., 2005, p. 183 
51 Koller et al., 2005, p. 164 
 



 46 

 

Since NOPLAT and invested capital are independent of financial structure and non-

operating assets, so is ROIC. It is now possible to measure how the company’s core 

operating performance has changed, without the effects of financial structure and other non-

operating items distorting the analysis. 

 

ROIC has been calculated to be the following for Prosafe Production: 

 

Table 4.6 - Calculation of ROIC 

USDm 2005 2006 2007 2008E

NOPLAT 34,4        33,5        51,0        77,2          

Invested capital 338,9      637,5      1 090,1   1 542,7     

Average invested capital 488,2      863,8      1 316,4     

ROIC

6,9 % 5,9 % 5,9 %

Calculation of ROIC

 

Source: Own contribution 

 

As can be seen in table 4.6, Prosafe Production’s ROIC has decreased from 2006 to 2007, 

and been stable from 2007 to 2008. These results are not particularly impressive, as they are 

lower than the WACC calculated under section 6.2.4. However, as explained earlier, the 

estimated NOPLAT may be underestimated due to uncertainty concerning historical tax 

estimations. Also, it is important to stress that ROIC in 2008 is just an estimate and should 

be interpreted with care. I have assumed that the company will perform equal in the last 6 

months as they did the first 6 months of the year. This assumption is bounded with a high 

level of uncertainty, but I have assumed it to be a reasonable proxy for the full year 2008 

results for now. 

 

The reader should be aware that these calculations are based on financial information 

extracted from financial statements released by Prosafe SE. The floating production division 

in Prosafe SE may have added value to the company before the split. 
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5 Forecasting of future financial statements 

In this section I will forecast Prosafe Production’s income statement and balance sheet. The 

forecast is based on information from the company itself, as well as the strategic analysis 

performed in chapter 3 and the financial statement analysis in chapter 4. 

 

I have divided the forecasting period into two periods. I have developed an explicit forecast 

for the first 10 years. I believe that the explicit forecast period is long enough for the 

company to reach a steady state. The second period from 2017 and onwards is the terminal 

period, where the company’s growth is forecasted. 

 

5.1 Income statement forecast 

The revenue forecast is maybe the most important item in the income statement forecast. 

Most of the other items in the income statement will be forecasted as a percent of operating 

revenues. It is therefore critical that the revenue forecast is as accurate as possible. I will 

estimate the forecast ratio for each item in the income statement, and thereafter multiply the 

forecast ratio by an estimate of its driver. 

 

5.1.1 Operating revenues 

Charter revenues  

To forecast the charter revenues, I have calculated the value of Prosafe Production’s 

existing contracts and expected dayrates for new contracts.  The company currently has 

several long-term contracts52, and a great portion of the charter revenue forecast stems from 

these contracts.  

 

Before conducting the charter revenue forecast, two important elements need to be 

explained: 

 

Dayrates - This is the daily revenue the different vessels achieve from their operations. To 

determine the dayrates, I have divided each vessel’s estimated contract value by the number 

of days specified in the contract.  

                                                 
52 See Appendix 1 



 48 

 

Utilization rate – Each vessel’s expected utilization rate. The vessels are not operational 

throughout the whole year. The vessels will most likely need to undertake maintenance and 

modifications during the operating period. Also, when the contract for a vessel expires, the 

vessel may need to undertake modifications in order to operate on a different oil field. 

 

The expected yearly charter revenue for the different vessels has been calculated by the 

following formula: 

 

Expected yearly charter revenues = dayrates * utilization rate * days in operation 

 

When forecasting expected charter revenues, I have assumed that the options attached to the 

contracts will be exercised, and that dayrates for the option period will be re-negotiated to 

reflect future oil prices. According to Prosafe Production, the FPSOs are often likely to 

remain in the field beyond the original contract53. The reason is that the oil companies often 

have conservative estimates on expected lifetime for the different oil fields, and is therefore 

careful when agreeing upon new contracts. When forecasting expected dayrates for the 

options, I have considered the oil price and the state of the oil industry at the point of 

contract agreement. Some of the contracts, especially those that will start up in 2009, were 

agreed when the oil price was relatively high. I have assumed that the oil price will stabilize 

around a price of USD 70-80 bbl, and adjusted the future dayrates accordingly. 

 

Only the two FSO vessels have contracts, including options, that expires before the end of 

the explicit period assumed. For one of them I have assumed that the vessel will continue to 

operate on the current field, as the oil field is expected to continue operations for several 

years ahead. For the other one, I have assumed a new contract agreement in 2011 with 

dayrates reflecting the oil price estimates mentioned above. Because of the uncertainty 

surrounding modifications and relocation of the vessel, I have decreased the expected 

utilization rate for this vessel. 

 

When forecasting expected utilization rate for the different vessels, I have estimated this to 

be 95% for most of the vessels during the period. The majority of the vessels have long-term 

                                                 
53 Prosafe SE, Annual report 2007 
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contracts that eliminate the necessity of large modifications and relocation, thus the 

utilization rate will remain high. Also, the company has historically had an operational 

uptime for their vessels close to 100%54. This may be a simplified assumption though. 

However, instead of forecasting the utilization rate for all the different vessels, I think 95% 

is a reasonable proxy as the over / underestimation is expected to somewhat offset each 

other.   

 

Individual forecasting of charter revenues for all the vessels have been made. The overview 

of the forecast can be viewed in the attached excel sheet or in the appendices. 

 

Other operating revenues 

The company does not specify what kind of revenues this item includes. However, I assume 

that they are related to their in-house developed technology. Historically, other operating 

revenues divided by operating revenues have been around 12%. I assume that this is a good 

proxy for the future. Thus, other operating revenues have been forecasted to be 12% of 

charter revenues in the future. 

 

5.1.2 Operating expenses 

Ideally, operating expenses should be determined in the same way as charter revenues, by 

determining operational expenditures for each vessel and aggregate it for the whole 

company. However, since operational expenditures are not available to me, I have decided 

to forecast each items under operating expenses by dividing the item with operating 

revenues. The estimated forecast ratios are, as in the financial statement analysis, excluding 

non-operating items. 

 

Employee benefits 

Historically, employee benefits have constituted around 20% of operating revenues. I have 

decided to increase the ratio to 23% in 2008, and further to 25% from 2009 to 2012. The 

reason is that the vessels starting their operations in 2009 will require more qualified 

personnel. As discussed under the strategic analysis in chapter 3, the industry is currently 

lacking human capital, leading to higher expenses related to wages etc. From 2012 and 

                                                 
54 Prosafe Production, Condensed Interim Financial Statement, Quarter ended June 30, 2008 
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onwards, I have decided to decrease this item back to 23% of operating revenues, as I 

assume that the strong cyclical of the industry will decrease. 

 

Repair and maintenance and other vessel operating expenses 

Since Prosafe Production has three new vessels that will start operating in early 2009, these 

items are likely to increase in the future as a consequence of higher operational activity. 

Historically, these items have constituted around 5% operating revenues. I have decided to 

increase the forecast ratio for repair and maintenance expenses and other vessel operating 

expenses to 7% from 2009 and onwards. 

 

General and administrative expenses 

General and administrative expenses are assumed to be 10% of operating revenues, based 

on historical ratios. 

 

5.1.3 Other items on the income statement 

Depreciation 

To forecast depreciation, I mainly have two options. I can forecast depreciation as a 

percentage of operating revenues or as a percentage of tangible assets55. I have decided to 

use tangible assets as the forecast driver.  

 

The company depreciates its vessels on a straight-line basis over 3-15 years, and their 

equipment over 3-5 years. This implies a depreciation rate between 6% and 33%, and 20% 

to 33% respectively. When the company determines the depreciation rate, an expected 

residual value at the end of the fixed contract period is taken into consideration56. 

 

Historically, the depreciation rate has been close to 3%, except for one year when it was 

close to 8%. Even though it is lower then the depreciation implied, I have decided to use a 

depreciation rate equal to 4% over the entire period, as I assume that this will be closer to 

the actual depreciation in the future. 

                                                 
55 Koller et al., 2005, p. 238 
56 Pareto Securities, Prospectus Prosafe Production, May 2008 
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Interest income 

The usual driver for interest income is cash and deposits. Cash and deposits is a function of 

interest income, and in order to avoid circularity in the financial model, I will use beginning 

values of cash and deposits when forecasting this item57.  

 

Although current short-term interest rates are higher, I believe the long-term risk-free 

interest rate (10-year U.S government bond) estimated to be 4,87% in section 6.2.2, to be a 

reasonable proxy. The reason is that the expected average interest rates for the next ten 

years are implied by government bonds.  

 

Interest expenses 

The appropriate driver for interest expenses is total interest bearing debt. To avoid 

circularity in the model, I will forecast interest expenses as a function of the previous year’s 

interest bearing debt. 

 

I believe the best estimate for Prosafe Production’s future borrowing costs to be 6,5%, see 

section 6.2.3 for further details. 

 

Other financial items 

Historically, this item has been related to gains and losses from currency differences and 

loss on sales of shares. Other financial items are assumed to be zero in the future as this is 

an unpredictable item. 

   

Taxes 

As previously discussed under section 4.3, Prosafe Production’s taxes relate mainly to 

withholding tax incurred in countries in which the company’s vessels operate. The company 

has paid taxes in all previous years. However, I have estimated the tax rate to be zero, 

because of the uncertainty surrounding this item.  

 

5.2 Balance sheet forecast 

In this section I will estimate each line item in the balance sheet for the explicit period 2008 

– 2017.  Some of the items will be forecasted as a function of revenues, the other items will 

                                                 
57 Koller et al., 2005, p. 240 
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be forecasted using the original amount multiplied by a growth rate. Some of the items will 

be used to balance the balance sheet, and these items will be commented upon in the end of 

this section. 

 

5.2.1 Assets 

Goodwill 

A company records goodwill when the price it paid for an acquisition exceeds the target’s 

book value58. Prosafe Production has not given any indication of planned acquisitions in the 

future. I have therefore kept goodwill constant at its current level over the entire period. 

 

Ships 

In order to determine the future value of this item, I have taken the following approach:  

 

Asset value = Prior years closing balance + capital expenditure – depreciation 

 

For 2008, I have estimated a capital expenditure of USD 400 million over the last six 

months, and USD 50 million in 2009 in order to complete the company’s ongoing 

conversion projects. For the rest of the period I have assumed capital expenditures of USD 5 

million. Further repair and maintenance costs are expensed in the income statement in the 

period they are incurred. The depreciation rate is estimated to be 4% over the entire period, 

the same as discussed under section 5.1.3.  

 

Other tangible assets 

I assume that this item relates mainly to equipment and offices, and the item has been 

estimated to be 10% out of operating revenues in the future. 

 

Financial assets 

Financial assets is a non-operating item that will not affect free cash flow. The item will be 

added to enterprise value at its market value, and I have therefore assumed zero future 

growth in the balance sheet. 

 

                                                 
58 Koller et al., 2005, p. 245 
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Cash and deposits, working cash  

As in the financial statement analysis in chapter 4, working cash is assumed to be 2% of 

operating revenues in the forecast period. 

 

Debtors 

As this item is closely related to operating revenues, I have decided to use operating 

revenues as the forecast driver. Historically, the item has varied from 10% to almost 25% of 

operating revenues, with an upward trend. I have assumed this ratio to be 15% in the future, 

as the bargaining power against their buyers has been increased. 

 

Other current assets 

As mentioned in section 4.4, some of the amount in this item relates to transactions with 

Prosafe SE, and the item is therefore forecasted as a percentage of operating revenues. 

 

Historically, this item has constituted from 16% up to almost 40% of operating revenues. 

Therefore, there is a lot of uncertainty related to forecasting this item. It is likely that this 

item will decrease in the future because of the split from Prosafe SE, and a forecast ratio 

equal to 25% for each year through the explicit period has been used. 

 

5.2.2 Equity and liabilities 

Paid in capital 

As mentioned earlier in this thesis, Prosafe Production was spilt from Prosafe SE in May 

this year. In connection with the listing on Oslo Stock Exchange, a new holding company, 

Prosafe Production Public Ltd, was created with a share capital of USD 25,5 million59. Paid 

in capital will be held constant, as I assume that no new shares will be issued. 

 

Other equity 

To determine this item, I have used the principle of clean surplus accounting60: 

 

Retained earnings t+1 = Retained earnings t + Net profit (loss) – Dividends 

 

                                                 
59 Prosafe Production, Condensed Interim Financial Statement, Quarter ended June 30, 2008 
60 Koller et al., 2005, p. 245 
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This means that net profit (loss) - dividends will be added to prior years other equity. The 

company does not anticipate paying cash dividend on a regular basis in the foreseeable 

future, as all free cash flow will be deployed back to growth61. I have therefore assumed that 

no dividends will be paid during the forecast period.  

 

Other provisions 

Operating revenues has been used as the forecast driver for this item. The ratio has been 

steady around 1% for all previous years, and I believe this to be a good proxy for the future. 

 

Taxes payable 

As discussed earlier, estimating future taxes for Prosafe Production is surrounded with a lot 

of uncertainty. As taxes payable is assumed to be paid in 2008, this item will be set equal to 

zero for the entire forecast period. 

 

Accounts payable 

This item is expected to follow operating revenues closely, and operating revenues is 

therefore chosen as the forecast driver. Accounts payable has been around 20% of operating 

revenues except for year 2006, and I assume that 20% is a good estimate for the future. 

 

Other current liabilities 

Other current liabilities relate mainly to operating revenues, and in previous years the 

majority of the amount in this item has been related to transactions with related party. I have 

therefore assumed that this ratio will decrease from around 20% a year to 10% a year for the 

future period. 

 

Balancing the balance sheet 

At this point the following items need to be determined in order to complete the balance 

sheet: 

 

                                                 
61 Pareto Securities, Prospectus Prosafe Production, May 2008 
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Interest-bearing long-term debt and interest-bearing short-term debt 

Both these items will be held constant in the forecast period. The reason is that debt is not 

included as a part of free cash flow, and the items will therefore not affect the enterprise 

valuation62. 

 

Newly issued debt and excess cash 

In order to make the balance sheet balance, a new item titled newly issued debt and excess 

cash will be used. These items are often referred to as “the plug” and to determine these 

items, I will test which is higher, assets excluding excess cash or liabilities and equity, 

excluding newly issued debt. If assets excluding cash are higher, excess cash will be set 

equal to zero and the difference will be plugged with newly issued debt. Otherwise, excess 

cash will be used as the plug63. 

 

Comments regarding 2008 estimates 

In order to determine estimates for the income statement and balance sheet for the full year 

2008, some assumptions had to be made. The company released a condensed interim 

financial statement for the first six months of 2008 in August. This financial information 

had to be taken into account as some of the items in the balance sheet have changed 

dramatically after the listing as a separate company on Oslo Stock Exchange, e.g. interest-

bearing long-term debt has increased from almost USD 100 million at the end of 2007, to 

USD 833 million at the end of June 2008. Therefore, some of the items in the income 

statement and balance sheet have been estimated without taken into consideration the 

numbers reported for the first six months, while other items have been estimated using 

values from 30.06.2008 plus an estimate for the remaining six months. Even though this 

method is not theoretically correct, I believe the estimates for the full year 2008 to be 

reasonable estimates based on the information available. The estimates can be viewed in full 

on the excel spreadsheet attached to this thesis. 

 

The income statement and balance sheet for the period 2008 to 2017 is now completed. This 

forecast is the basis for calculating the company’s future free cash flows, which are the main 

elements of the enterprise DCF model used to value the company in chapter 6. The 

complete income statement and balance sheet can be viewed in Appendix 3. 

                                                 
62 Koller et al., 2005, p. 247 
63 Koller et al., 2005, p. 248 
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6 Valuation of Prosafe Production 

6.1 Valuation theory 

There are several types of valuation models that can be employed to estimate a company’s 

value, including discounted cash flow (DCF) models, multiple models and real option based 

models. Multiple models are valuation models where you compare a company’s multiples 

against those of a comparable company. There exist many different multiples, but the most 

widely used is the price/earnings ratio (P/E ratio). Real option pricing models use a 

replicating portfolio to value the project. However, I will in this thesis concentrate on DCF 

models as this method is seen as the most reliable and intuitive method.  

 

There exist several DCF models. The most commonly used is the enterprise DCF model and 

the discounted economic profit model (also known as the EVA-model), and both valuation 

methods should yield the same results when applied correctly. The DCF model relies solely 

on the flow of cash in and out of the company, rather than on accounting-based earnings 

which can be misleading. Economic profit highlights whether a company is earning its cost 

of capital in a given year64. 

 

Given the methods identical results and due to limited space and time, I will focus on the 

enterprise DCF model when valuating Prosafe Production. 

 

The enterprise DCF model 

To value a Prosafe Production’s common stock using enterprise DCF, the following four 

steps needs to be completed65: 

 

1. Value the company’s operations by discounting free cash flow (FCF) from 

operations at the weighted average cost of capital (WACC). 

 

2. Value non-operating assets and other equity investments. Combining the value of 

operating assets and non-operating assets leads to enterprise value. 

 

3. Identify and value all non-equity financial claims against the company’s assets. 

                                                 
64 Koller et al., 2005, p. 101 
65 Koller et al., 2005, p. 104 
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4. Subtract the value of non-equity financial claims from enterprise value to 

determine the value of common stock. Share price is then calculated by dividing 

equity value by the number of shares outstanding. 

 

Figure 6.1 - DCF model 

Present value of FCF in explicit period

+ Present value of continuing value, FCF

= Present value of cash flows

* Mid-year adjustment factor

= Value of operations

+ Non-operating assets

= Enterprise value

- Non-equity claims

= Value of equity

Number of shares outstanding

Price per share USD

USD/NOK

Price per share NOK  

Source: Own contribution, based on Koller et al. (2005) 

 

6.2 Weighted average cost of capital 

In order to determine the value of operations, it is necessary to discount each year’s forecast 

of free cash flow for time and risk. The weighted average cost of capital blends the required 

rates of return for debt and equity based on their market-based target values. Since free cash 

flow is available to all the investors, the discount factor for free cash flow must represent the 

risk faced by all investors, making WACC the appropriate discount factor. WACC is 

defined as follows66: 
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where  D = the company’s market value of debt 

  E = the company’s market value of equity 

  kd = cost of debt 

  ke = cost of equity 

  tm = company’s marginal tax rate   

                                                 
66 Koller et al., 2005, p. 111 
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Applying the weighted average cost of capital is intuitive and relatively straightforward. 

However, it comes with some drawbacks. Discounting all future cash flows with a constant 

cost of capital, implicitly assumes that the company manages its capital structure to a target 

rate. In theory, different WACC’s should be used each year to account for the changes in 

capital structure each period. The WACC can be adjusted for a changing capital structure, 

however it is a complicated process and I will not focus on that in this thesis. 

 

In order to estimate the WACC, we need to determine the target capital structure, the cost of 

equity and the after-tax cost of debt. To reduce the uncertainty and complexity regarding the 

calculation of WACC, I have made the following assumptions: 

• A constant capital structure throughout the period 

• Constant cost of equity and cost of debt 

• A constant marginal tax rate 

 

6.2.1 Capital structure 

In order to determine the capital structure, market values of debt and equity should be used. 

 

The market value of equity 

To estimate Prosafe Production’s market value of equity I have multiplied the company’s 

share price on August 22nd 2008 with the number of shares outstanding. On this date Prosafe 

Production’s share price was USD 4,55 and the company had 255,2 million shares 

outstanding. The market value of equity is therefore estimated to be USD 1 160 millions. 

 

The market value of debt 

Ideally, one should use market values to estimate the debt. However, since market values 

are not available, the book value of Prosafe Production’s debt is considered a reasonable 

approximation if the company’s default risk has been fairly stable67. I have estimated the 

market value of debt to be USD 469,5 millions 68.  

                                                 
67 Koller et al., 2005, p. 339 
68 See table 4.5 
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6.2.2 Cost of equity 

To determine the cost of equity I will use the capital asset pricing model (CAPM). The 

model allows investors to determine the relevant measure of the risk and return for any asset 

when the markets are in equilibrium. For companies it can be used to determine a 

company’s cost of equity69.  

 

The capital asset pricing model has been criticised for its restrictive assumptions, such as a 

perfect capital market, all investors can lend and borrow unlimited at the risk free rate and 

unlimited short sale is  allowed. However, there has not yet been introduced a better model. 

The CAPM can be defined as70:  

 

[ ]fmifi rRErRE −+= )()( β  

 

where  E(Ri) = the expected return of stock i 

  rf = risk-free rate 

  βi = stock’s sensitivity to the market 

  E(Rm) = expected return of the market 

 

In the CAPM, the risk-free rate and market risk premium are common to all companies; 

only beta varies across companies71. 

 

Beta 

Beta is the measure of how sensitive a company’s stock is to market movements; it 

measures the company’s market risk72. It reflects the covariance with the market, and since 

the market portfolio is the portfolio of all stocks, the market portfolio will have a beta equal 

to 1. Stocks with betas greater than 1 tend to amplify the overall movements of the market. 

Stocks with betas between 0 and 1 tend to move in the same direction as the market, but not 

as far73.  

                                                 
69 Elton et al, 2003, ch. 7 
70 Koller et al., 2005, p. 294 
71 Koller et al., 2005, p. 295 
72 Brealy et al., 2006, p. 167 
73 Brealy et al., 2006, p. 167 
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Beta is defined as74: 
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where,   σim = the covariance between stock i’s return and the market return 

σ
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m = the variance of the market return 

 

Ideally, five years of monthly returns should be used to determine beta in order to get a 

reliable estimate75. Since Prosafe Production was listed on Oslo Stock Exchange in June 

2008, there does not exist enough data to estimate a proper and reliable beta for the 

company. I have therefore decided to estimate the beta for a comparable company, BW 

Offshore, and thereafter determine Prosafe Production’s beta. This will be done in a three-

step process. First I will estimate BW Offshore’s beta using the formula defined above. BW 

Offshore was listed on Oslo Stock Exchange May 31st 2006, and I will therefore use weekly 

data in order to increase the preciseness of my beta estimate. Next, I will unlever the 

estimated beta for BW Offshore’s calculated market debt-to-equity ratio. Finally, I will 

relever the unlevered beta using Prosafe Production’s target debt-to-equity ratio, using 

current market values as proxies.   

 

Prosafe Production’s beta is estimated as follows:  
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74 Brealy et al., 2006, p. 170 
75 Koller et al., 2005, p. 308 
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where  βU = beta unlevered 

βL = beta levered 

D = market value of debt 

E = market value of equity 

 

The formula for estimating beta unlevered and beta levered has been simplified. The beta of 

debt tends to be low because debt claims have first priority if a default occurs. I have 

therefore assumed that the beta of debt is 0. Second, since I have assumed that the company 

maintains a constant capital structure, the value of tax shields will fluctuate with the value 

of operating assets and beta of the tax shields will equal the beta of the unlevered 

company76. 

 

A beta of 1,03 will be used when estimating the company’s cost of equity later. 

 

Risk-free rate 

To estimate the risk-free rate we use government default-free bonds. Ideally, each cash flow 

should be discounted using a government bond with a similar maturity. However, in practice 

most choose a single yield to maturity from one government bond that best matches the 

entire cash flow stream being valued. The most common proxy is the 10-year government 

bond77. Longer-dated bonds might match the cash flow stream better, but their illiquidity 

can cause stale prices and yield premiums78. I have used a 10-year U.S government bond 

estimated to be 4,87%79 as a proxy for the risk-free return. This is applied in order to ensure 

that cash flows and the cost of capital are denominated in the same currency. 

 

Market risk premium 

The market risk premium is the difference between the market’s expected return and the 

risk-free rate. The expected return on the market is unobservable, and no single model for 

estimating the market risk premium has gained universal acceptance80. Historical estimates 

of the market risk premium, which often report numbers near 8%, are too high for valuation 

purposes, because they compare the market risk premium versus short-term bonds and use 

                                                 
76 Koller et al., 2005, p. 308 
77 Koller et al., 2005, p. 296 
78 Koller et al., 2005, p. 296 
79 http://www.bloomberg.com/markets/rates/index.html 
80 Koller et al., 2005, p. 298 
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only 75 years of data81. Koller et al. (2005) believe 4,5 to 5,5% to be an appropriate range. 

For simplicity, I have therefore decided to use 5% as the estimate for the market risk 

premium. 

I now have all the necessary information to calculate Prosafe Production’s cost of equity. 

The calculation is shown in table 6.1 below: 

 

Table 6.1 - Cost of equity 

Beta 1,03

Riskfree rate 4,87 %

Market risk premium 5 %

Cost of equity

10,0 %

Cost of equity estimation

 

Source: Own contribution 

 

6.2.3 After-tax cost of debt 

The after-tax cost of debt depends on the value of the tax shield as well as the company’s 

credit risk. Credit risk depends on how risky the company’s business is and how likely it is 

that the company will be able to meet its obligations in the future. Ideally, one should use 

the most current market rate on debt of equivalent risk, as historical cost of debt does not 

give any indication of current cost of debt. Even so, Prosafe Production had an average cost 

of debt of circa 5,9% including credit margin in 2007, as against 5,5% in 200682. The 

development of the U.S Libor has been falling since the start of 2008. Prosafe Production 

entered into a new credit facility in May 2008 in connection with the listing on Oslo Stock 

Exchange on highly favourable terms, with a cost of debt of LIBOR plus a 0,95% margin83. 

However, due to the current turbulence in the financial market, cost of debt is likely to 

increase, especially in the short-term as lenders are likely to charge a higher margin on the 

loans. Based on the discussion above, I have predicted the long-term cost of debt to be 

6,5%. This is also consistent with a premium to the risk-free government bond. 

 

As previously discussed under section 4.3, Prosafe Production does not pay taxes in Cyprus. 

The marginal tax rate is therefore set equal to zero. However, the company pays taxes in a 

                                                 
81 Koller et al., 2005, p. 306 
82 Prosafe Production, Audited financial report as per 14 May 2008 
83 Prosafe Production, Audited financial report as per 14 May 2008 
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number of jurisdictions worldwide, and this issue will be treated in the sensitivity analysis 

later. 

 

The after-tax cost of debt is therefore estimated to be 6,5%. 

6.2.4 WACC estimation 

All the parameters in the WACC formula have now been estimated. Prosafe Production’s 

estimated WACC is shown in table 6.2 

 

Table 6.2 - WACC estimation 

Cost of equity 10,0 %

Cost of debt 6,5 %

Marginal tax rate 0 %

Target D / D+E 0,29

Target E / D+E 0,71

WACC

9,0 %

WACC estimation

 

Source: Own contribution 

 

A WACC of 9,0% will be applied when determining present value of future free cash flow 

in the valuation section. 

 

6.3 Free cash flow 

Free cash flow equals the cash flow generated by the company’s operations, less any 

reinvestments back into the business, and provides the basis for the enterprise DCF 

valuation. Free cash flow is the cash flow available to all investors, and is independent of 

leverage. It can be thought of as the after tax cash flow – as if the company held only core 

operating assets and financed the business entirely with equity. Free cash flow is calculated 

for the explicit period 2008 to 2017 and is calculated as84: 

 

                                                 
84 Koller et al., 2005, p. 178 
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Figure 6.2 - Free cash flow 

EBIT

- Operating cash taxes

= NOPLAT

+ Depreciation

= Gross cash flow

   Change in working capital

   Net capital expenditures

   Investments in intangible assets

   Change in other operating assets (net)

= Gross investment

= Free cash flow  

Source: Own contribution, based on Koller et al (2005) 

 

Gross cash flow represents the cash flow generated by the company’s operations. It 

represents the cash available for investment and investor payout, without having to sell non-

operating assets or raise additional capital. Gross investment is the portion of gross cash 

flow the company has reinvested back into the business85. 

 

Free cash flow is then calculated by subtracting gross investment from gross cash flow. A 

mid-year adjustment factor is used as I assume that cash flows occur continuously 

throughout the year rather than in a lump sum at the end of the year86. For all free cash flow 

calculations, see Appendix 3 

 

6.4 Continuing value 

Continuing value is the value of the company’s expected cash flow beyond the explicit 

forecast period. Making simplifying assumptions about the company’s performance during 

this period, e.g. assuming a constant rate of growth and return on capital, we can estimate 

continuing value by using formulas instead of explicitly forecasting and discounting cash 

flows over an extended period. 

 

Continuing value can be calculated using the well-known cash flow perpetuity formula87: 

 

gWACC

FCF
ValueContinuing t

t
−

= +1  

                                                 
85 Koller et al., 2005, p. 178 
86 Koller et al., 2005, p. 333 
87 Koller et al., 2005, p. 62 
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where  FCFt+1 = normalised level of FCF in the first year after the explicit forecast 

period 

  g = expected growth rate in FCF in perpetuity 

  WACC = weighted average cost of capital 

 

The growth rate in the cash flow perpetuity formula is estimated to be 3%. It is difficult to 

estimate the company’s future growth as the FPSO industry is highly cyclical. However, 

because the underestimation is likely to offset the overestimation, and considering the 

company’s position in the high-end segment of the industry, I believe 3% to be a reasonable 

estimate for future growth. 

 

6.5 Non – operating assets 

Cash flows related to non-operating assets are not included in the free cash flow, and are 

therefore not accounted for in the value of operations. Although not included in operations, 

they still represent value to the shareholder88. Thus, it is necessary to assess the present 

value of each non-operating asset, and add the resulting value to the value of operations. For 

Prosafe Production, excess cash and financial assets have been classified as non-operating 

assets. I assume that these assets are stated at market value in the balance sheet, as no 

information regarding these assets are available.  Adding the market value of these non-

operating assets to the value of operations equals the enterprise value. 

 

6.6 Non – equity claims 

To calculate the value of common equity, I need to deduct the value of all non-equity claims 

from the enterprise value89. For Prosafe Production, non-equity claims include short-term 

and long-term interest-bearing debt and capitalised operating leases. As under section 6.2.1, 

book values are used as market values. 

 

                                                 
88 Koller et al., 2005, p. 334 
89 Koller et al., 2005, p. 339 
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6.7 Valuation of Prosafe Production 

Now all the parameters necessary to estimate the value of Prosafe Production has been 

completed. The valuation of the company’s equity and corresponding share price has been 

summarised in table 6.3: 

 

Table 6.3 - Valuation of Prosafe Production 

WACC      9,0%

Growth      3%

Present value of FCF in explicit period 722,3            

Present value of continuing value, FCF 1 476,0         

Present value of cash flow 2 198,3         

Mid-year adjustment factor 1,0441          

Value of operations 2 295,2         

Non-operating assets 388,7            

Enterprise value 2 683,9         

Non-equity claims 858,2            

Value of equity 1 825,7         

Number of shares outstanding (million) 255,2            

Price per share USD 7,2                

USD/NOK 5,4                

Price per share NOK

38,4              

DCF model

Source: Own contribution 

 

I have estimated Prosafe Production’s fair value to be NOK 38,4 per share at August 22nd 

2008. The share price at Oslo Stock Exchange the same day was NOK 24,4. Based on the 

analysis conducted throughout this thesis, I consider the company to be undervalued by 

NOK 14. However, before I conclude on the company’s fair value per share, I will threat the 

marginal tax issue in the sensitivity analysis in the next section. 

 

6.8 Sensitivity analysis 

In my DCF valuation of Prosafe Production a lot of assumptions regarding important 

parameters have been made. In this section I will perform a sensitivity analysis based on the 

parameters I consider to be surrounded with the largest uncertainty. These parameters are 

marginal tax rate, estimated WACC and expected growth in the terminal period. 
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6.8.1 WACC and growth 

Changes in the estimated WACC and expected growth after explicit forecast period will 

most likely have a great impact on the estimated value of Prosafe Productions shares. Even 

though it is a well-known fact that a lower WACC and a higher growth rate will increase the 

estimated share price, I still find it interesting to examine how changes in these parameters 

will affect the estimated share price. 

 

The parameters estimated in the WACC formula are parameters that are associated with 

great uncertainty. Cost of equity includes systematic risk, risk-free rate and market risk 

premium and these parameters are all parameters that are out of Prosafe Productions control, 

and changes in these parameters will influence the company to a large degree. Furthermore, 

in the valuation performed under section 6.7, the continuing value constitutes of about 2/3 

of the present value of cash flows, thus the valuation is highly sensible towards future 

growth rate. I have therefore decided to examine the effect of changes in the company’s 

WACC and growth rate. The results are shown in the table below. 

 

Table 6.4 - Sensitivity analysis on WACC and growth 

NOK

7,0 % 8,0 % 9,0 % 10,0 % 11,0 %

1 % 45,9 37,0 30,3 25,2 21,1

2 % 53,5 42,0 33,8 27,7 22,9

3 % 64,9 49,1 38,4 30,9 25,2

4 % 83,9 59,6 44,9 35,2 28,2

5 % 121,9 77,2 54,6 41,2 32,2

WACC

G
ro

w
th

 

Source: Own contribution 

 

As can be observed in table 6.4, small changes in estimated WACC and growth rate will 

have a relatively large influence on the company’s estimated share price. The sensitivity 

analysis shows that the valuation performed is more sensitive to changes in WACC than 

changes in growth in the continuing period. 

 

6.8.2 Marginal tax rate 

As mentioned earlier, there is a lot of uncertainty surrounding the tax estimation for Prosafe 

Production. The company does not pay any taxes to Cyprus, where the company is located, 

but they are taxed by the different jurisdictions in which the vessels operate. As a marginal 
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tax rate equal to zero is likely to overestimate the valuation performed in section 6.7, I will 

now examine how different marginal tax rates will affect the company’s share price. 

 

Prosafe Production has reported the following taxes from previous years: 

 

Table 6.5 - Taxes 

USDm 2005 2006 2007

Profit (loss) before taxes 39,3        47,5        61,9        

Taxes (3,5)         (4,5)         (8,8)         

Tax rate 8,9 % 9,5 % 14,2 %

Taxes

 

Source: Own contribution 

 

The table above shows that the company’s tax rate has varied from almost 9% to just over 

14%. I have therefore decided to perform an analysis based on future tax rates between 5-

20%, to see how this affects the company’s estimated share price. This will be done in the 

following. 

 

Table 6.6 - Sensitivity analysis on marginal tax rate 

NOK

0 % 5 % 10 % 15 % 20 %

Implied WACC 9,00 % 8,92 % 8,82 % 8,73 % 8,63 %

Price per share 38,4 37,3 36,4 35,4 34,4

Marginal tax rate

 

Source: Own contribution 

 

As expected, a marginal tax rate larger than zero, will decrease Prosafe Production’s 

estimated share price. As long as the company’s vessels are under operational activity, the 

company is most likely to pay taxes in the future. Based on the sensitivity analysis above, I 

consider a marginal tax rate equal to 15% to be reasonable when estimating the company’s 

fair value, and this implies a WACC equal to 8,73%. This marginal tax rate will reflect the 

higher operational activity that the company will experience from 2009 and onwards. I 

therefore conclude that the fair value of Prosafe Production’s shares should be NOK 35,4. 
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7 Conclusion 

The main purpose of this thesis was to analyse Prosafe Production and the FPSO industry in 

order to determine the fair value of the company’s equity on August 22nd 2008. This 

analysis has been based on a fundamental analysis; where the valuation is build on a 

strategic analysis as well as financial statement analysis.   

 

Prosafe Production was split from Prosafe SE in May 2008, and was listed on Oslo Stock 

Exchange June 2nd the same year. The company operates in the floating production industry, 

where the company’s core business is the design, engineering, conversion and operation of 

FPSO/FSO vessels.  

 

The floating production industry has experienced significant growth in recent years. This is 

due to new oil fields moving into deeper waters and more distant locations. Furthermore, the 

current up-cycle of the industry has led to E&P investments in smaller oil fields with no 

infrastructure, creating high demand for floating production units. FPSOs has become the 

preferred solution of floaters as a result of the FPSOs being a relatively cheap and versatile 

production unit, well suited for the oil fields currently being explored.  

 

The PESTE analysis uncovered that economical and political factors are likely to influence 

the FPSO industry the most. The oil industry is highly affected by future oil prices, thus 

influencing the demand for FPSO units to a high degree. Increasing oil prices give 

incentives for oil companies to explore new oil fields as well as continuing operations on 

marginal fields. This in turn will drive demand for floating production units. Furthermore, 

political authorities have in recent years focused on environmental issues. The United 

Nations Framework Convention on Climate Changes and the Kyoto Protocol are two 

treaties established in order to reduce future CO2 emissions Together with legal rules, this 

can influence the oil industry negatively in the future.  

 

Due to the current up-cycle in the oil industry, the FPSO industry has seen a large number 

of newcomers in recent years. High dayrates and large potential profit have increased the 

competiveness in the industry. However, this is likely to diminish in the future. The industry 

currently has several natural barriers of entry. The industry is experiencing lack of qualified 

and experienced personnel. The growth in the oil industry has led to capacity problems at 
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the yards making future conversion projects difficult. Furthermore, the current financial 

crisis will reduce available capital, thus limiting further investments. However, Prosafe 

Production is well positioned in the industry to grow further.  The company is seen as an 

attractive player in the FPSO industry with its proven track record and strong relationship 

with customers and suppliers, along with the company’s in-house developed technology. 

The company currently has a strong contract backlog, and is fully financed to take up new 

projects.  

 

The strategic analysis has together with the financial statement analysis been the basis for 

forecasting future financial statements. Historically, the company’s performance has not 

been very impressive regarding ROIC, which has been lower than the estimated WACC. 

This is, however, expected to improve as ROIC is estimated to increase in the future. Since 

Prosafe Production has several long-term contracts, future operating revenues has mainly 

been forecasted using the company’s existing average dayrates. Other items in the income 

statement are mainly forecasted using ratios out of operating revenues. As a result, the 

income statements in the explicit period will be relatively stable. 

 

Prosafe Production’s fair value of equity was estimated to be USD 1825,7 millions on 

August 22nd 2008 assuming a marginal tax rate equal to zero. This corresponds to a price per 

share of NOK 38,4. However, this share price is likely to have been overestimated as the 

company most certainly will pay taxes in the future. The adjusted fair value of equity was 

therefore estimated to be USD 1681,0 millions assuming a 15% tax level, which 

corresponds to a share price of NOK 35,4. The share price at Oslo Stock Exchange the same 

day was NOK 24,4. Based on my analysis I conclude that the company’s share price is 

undervalued by NOK 10. 
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9 Appendices 

Appendix 1 

 
1.1 Fleet overview 

                   

                           

                         

             

Source: Prosafe SE Annual report 2007 
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1.2 Contract status 

 

Source: Prosafe Production, Q1 08 presentation. 

 

 

1.3 Overview of current operations 

 

Source: Prosafe Production, Q1 08 presentation. 
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Appendix 2 

 

2.1 Corrected income statement 

 

USDm 2005 2006 2007 30.06.2008

Income Statement

Operating revenues 108,3 92,5 150,4 123,2

Charter revenues 78,6 81,4 133,4

Other operating revenues 29,7 11,1 17,0

Operating expenses (54,1)        (38,6)        (55,9)        (46,7)             

Employee benefits (18,5)        (19,9)        (30,9)        -                  

Repair and maintenance (3,7)          (7,3)          (5,4)          -                  

Other vessel operating expenses (21,6)        (1,9)          (6,5)          -                  

General and administrative expenses (10,3)        (9,5)          (13,1)        -                  

Operating profit before depreciation, EBITDA 54,2 53,9 94,5 76,5

Depreciation (16,4)        (16,0)        (34,6)        (28,5)             

Operating profit, EBIT 37,9 38,0 59,8 48,1

Interest income 1,2 3,6 1,3 0,7

Interest expenses -             (0,5)          (2,2)          (7,7)               

Other financial items 0,3 6,4 2,9 10,7              

Net financial items 1,5 9,5 2,0 3,7                

Extraordinary items (57,6)             

Profit before taxes 39,4 47,5 61,8 (5,8)               

Taxes (3,5)          (4,5)          (8,8)          (9,5)               

Net profit (loss) 35,9 43,0 53,0 (15,3)             

Dividends

Retained earnings
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2.2 Corrected balance sheet 

 

USDm 2005 2006 2007 30.06.2008

Balance sheet

ASSETS

Goodwill 128,3       128,3       128,3       128,3            

Ships 203,8       538,7       926,5       1 412,1         

Other tangible assets 3,8           12,3         36,5         14,1              

Financial assets 0,8           1,1           1,5           -                  

Total non-current assets 336,7       680,4       1 092,8    1 554,5         

Cash and deposits 59,6         51,5         53,0         391,2            

    Working cash 2,2           1,9           3,0           2,5                

    Excess cash 57,4         49,7         50,0         388,7            

Debtors 10,4         15,0         35,4         -                  

Other current assets 28,9         36,9         23,7         83,6              

Total current assets 98,9         103,4       112,1       474,8            

Total assets 435,6       783,8       1 204,9    2 029,3         

EQUITY AND LIABILITIES

Paid in capital 198,7 457,5 752,8 25,5

Other equity 195,0 220,5 237,3 1047,7

Total equity 393,7 678,0 990,1 1073,2

Interest - bearing long - term debt 2,5 8,1 96,8 833,2

Newly issued debt

Other provisions 1,0 1,0 1,1 2,1

Total long - term liabilities 3,5 9,1 97,9 835,3

Interest - bearing short - term debt 0,8 2,2 54,7 25,0

Taxes payable 0,9 1,3 1,6 -                  

Accounts payable 16,5 65,2 32,6 -                  

Other current liabilities 20,1 28,0 28,0 95,8

Total current liabilities 38,3 96,7 116,9 120,8

Total equity and liabilities 435,5 783,8 1204,9 2029,3
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Appendix 3 

 
3.1 Charter revenue forecast 

 
Vessel 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

FPSO Ningaloo Vision

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 31.12.2015 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 31.12.2023 Dayrates 163 000         163 000         163 000         163 000         163 000         163 000         163 000         163 000         150 000         150 000         

Expected revenues 56 520 250    56 520 250    56 520 250    56 520 250    56 520 250    56 520 250    56 520 250    56 520 250    52 012 500    52 012 500    

FDPSO Azurite

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 31.12.2015 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 31.12.2023 Dayrates -                     155 000         155 000         155 000         155 000         155 000         155 000         155 000         155 000         155 000         

Expected revenues -                     53 746 250    53 746 250    53 746 250    53 746 250    53 746 250    53 746 250    53 746 250    53 746 250    53 746 250    

FPSO Cidade de Sao Mateus

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 31.12.2017 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 31.12.2023 Dayrates 250 000         250 000         250 000         250 000         250 000         250 000         250 000         250 000         250 000         

Expected revenues -                     86 687 500    86 687 500    86 687 500    86 687 500    86 687 500    86 687 500    86 687 500    86 687 500    86 687 500    

FPSO Umuroa

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 31.12.2015 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 31.12.2022 Dayrates 100 000         100 000         100 000         100 000         100 000         100 000         100 000         100 000         85 000           85 000           

Expected revenues 34 675 000    34 675 000    34 675 000    34 675 000    34 675 000    34 675 000    34 675 000    34 675 000    29 473 750    29 473 750    

FPSO Polvo

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 31.07.2014 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 31.07.2022 Dayrates 115 000         115 000         115 000         115 000         115 000         115 000         125 000         125 000         125 000         125 000         

Expected revenues 39 876 250    39 876 250    39 876 250    39 876 250    39 876 250    39 876 250    43 343 750    43 343 750    43 343 750    43 343 750    
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Vessel 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Abo FPSO

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 30.04.2011 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 30.04.2013 Dayrates 75 000           75 000           75 000           75 000           75 000           75 000           50 000           50 000           50 000           50 000           

Expected revenues 26 006 250    26 006 250    26 006 250    26 006 250    26 006 250    26 006 250    17 337 500    17 337 500    17 337 500    17 337 500    

FPSO Espoir Ivoirien

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 28.02.2012 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 28.02.2022 Dayrates 100 000         100 000         100 000         100 000         100 000         120 000         120 000         120 000         120 000         120 000         

Expected revenues 34 675 000    34 675 000    34 675 000    34 675 000    34 675 000    41 610 000    41 610 000    41 610 000    41 610 000    41 610 000    

FSO Endeavor

Ownership 100 % Utilization rate 95 % 95 % 95 % 85 % 85 % 85 % 85 % 85 % 85 % 85 %

Contract expires 31.07.2009 Days in operation 365 200 365 365 365 365 365 365 365 365

Option Dayrates 35 000           35 000           -                     20 000           20 000           20 000           20 000           20 000           20 000           20 000           

Expected revenues 12 136 250    6 650 000      -                     6 205 000      6 205 000      6 205 000      6 205 000      6 205 000      6 205 000      6 205 000      

FPSO Petroleo Nautipa 50%

Ownership 50 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 30.09.2015 Days in operation 365 365 365 365 365 365 365 365 365 365

Option 30.09.2017 Dayrates 25 000           25 000           25 000           25 000           25 000           25 000           25 000           25 000           25 000           25 000           

Expected revenues 4 334 375      4 334 375      4 334 375      4 334 375      4 334 375      4 334 375      4 334 375      4 334 375      4 334 375      4 334 375      

FSO Madura Jaya 50%

Ownership 50 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires 31.05.2010 Days in operation 365 365 151 365 365 365 365 365 365 365

Option Dayrates 5 600             5 600             5 600             5 600             5 600             5 600             5 600             5 600             5 600             5 600             

Expected revenues 970 900         970 900         401 660         970 900         970 900         970 900         970 900         970 900         970 900         970 900         

M/T Takama

Ownership 100 % Utilization rate 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 % 95 %

Contract expires Days in operation 0 0 0 0 0 0 0 0 0 0

Option Dayrates

Expected revenues -                     -                     -                     -                     -                     -                     -                     -                     -                     -                     

Total expected charter revenues USDm 209,2             344,1             336,9             343,7             343,7             350,6             345,4             345,4             335,7             335,7             
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3.2 Forecasted income statement  
 
USDm 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E

Income Statement

Operating revenues 234,3                 385,4             377,4             384,9             384,9             392,7             386,9             386,9             376,0             376,0             

Charter revenues 209,2                 344,1             336,9             343,7             343,7             350,6             345,4             345,4             335,7             335,7             

Other operating revenues 25,1                   41,3               40,4               41,2               41,2               42,1               41,5               41,5               40,3               40,3               

Operating expenses (100,7)                (188,9)            (184,9)            (188,6)            (180,9)            (184,6)            (181,8)            (181,8)            (176,7)            (176,7)            

Employee benefits (53,9)                  (96,4)              (94,3)              (96,2)              (88,5)              (90,3)              (89,0)              (89,0)              (86,5)              (86,5)              

Repair and maintenance (11,7)                  (27,0)              (26,4)              (26,9)              (26,9)              (27,5)              (27,1)              (27,1)              (26,3)              (26,3)              

Other vessel operating expenses (11,7)                  (27,0)              (26,4)              (26,9)              (26,9)              (27,5)              (27,1)              (27,1)              (26,3)              (26,3)              

General and administrative expenses (23,4)                  (38,5)              (37,7)              (38,5)              (38,5)              (39,3)              (38,7)              (38,7)              (37,6)              (37,6)              

Operating profit before depreciation, EBITDA 133,5                 196,6             192,5             196,3             204,0             208,1             205,0             205,0             199,3             199,3             

Depreciation (73,0)                  (71,1)              (70,3)              (67,8)              (65,3)              (63,0)              (60,7)              (58,6)              (56,4)              (54,4)              

Operating profit, EBIT 60,5                   125,4             122,1             128,5             138,7             145,1             144,3             146,5             142,8             144,8             

Interest income 10,2                   1,0                 3,0                 9,0                 15,3               22,3               29,6               37,3               45,1               53,1               

Interest expenses (35,6)                  (55,8)              (55,8)              (55,8)              (55,8)              (55,8)              (55,8)              (55,8)              (55,8)              (55,8)              

Other financial items 21,4                   

Net financial items (4,0)                    (54,8)              (52,8)              (46,7)              (40,4)              (33,5)              (26,1)              (18,5)              (10,7)              (2,6)                

Extraordinary items (57,6)                  -                   -                   -                   -                   -                   -                   -                   -                   -                   

Profit before taxes (1,1)                    70,6               69,3               81,8               98,2               111,6             118,2             128,0             132,2             142,2             

Taxes (9,5)                    (10,6)              (10,4)              (12,3)              (14,7)              (16,7)              (17,7)              (19,2)              (19,8)              (21,3)              

Net profit (loss) (10,6)                  60,0               58,9               69,5               83,5               94,9               100,4             108,8             112,3             120,9             

Dividends -                       -                   -                   -                   -                   -                   -                   -                   -                   -                   

Retained earnings (10,6)                  60,0               58,9               69,5               83,5               94,9               100,4             108,8             112,3             120,9             
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3.3 Forecasted balance sheet 

 
USDm 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E

Balance sheet

ASSETS

Goodwill 128,3                 128,3             128,3             128,3             128,3             128,3             128,3             128,3             128,3             128,3             

Ships 1 739,6              1 720,0          1 656,2          1 595,0          1 536,2          1 479,7          1 425,5          1 373,5          1 323,6          1 275,6          

Other tangible assets 14,1                   38,5               37,7               38,5               38,5               39,3               38,7               38,7               37,6               37,6               

Financial assets 1,5                     1,5                 1,5                 1,5                 1,5                 1,5                 1,5                 1,5                 1,5                 1,5                 

Total non-current assets 1 883,5              1 888,4          1 823,8          1 763,3          1 704,5          1 648,8          1 594,0          1 542,0          1 491,0          1 443,0          

Cash and deposits 19,6                   61,1               185,8             315,0             458,0             608,7             765,2             926,3             1 091,2          1 260,2          

    Working cash 4,7                     7,7                 7,5                 7,7                 7,7                 7,9                 7,7                 7,7                 7,5                 7,5                 

    Excess cash 14,9                   53,4               178,2             307,3             450,3             600,9             757,4             918,6             1 083,6          1 252,7          

Debtors 35,1                   57,8               56,6               57,7               57,7               58,9               58,0               58,0               56,4               56,4               

Other current assets 58,6                   96,4               94,3               96,2               96,2               98,2               96,7               96,7               94,0               94,0               

Total current assets 113,3                 215,3             336,7             469,0             612,0             765,8             919,9             1 081,1          1 241,6          1 410,6          

Total assets 1 996,8              2 103,7          2 160,5          2 232,3          2 316,4          2 414,6          2 514,0          2 623,1          2 732,5          2 853,6          

Test 1 981,9             2 050,3          1 982,3          1 924,9          1 866,2          1 813,7          1 756,5          1 704,5          1 648,9          1 601,0          

EQUITY AND LIABILITIES

Paid in capital 25,5                   25,5               25,5               25,5               25,5               25,5               25,5               25,5               25,5               25,5               

Other equity 1 037,1              1 097,2          1 156,1          1 225,6          1 309,1          1 404,0          1 504,5          1 613,2          1 725,6          1 846,4          

Total equity 1 062,6              1 122,7          1 181,6          1 251,1          1 334,6          1 429,5          1 530,0          1 638,7          1 751,1          1 871,9          

Interest - bearing long - term debt 833,2                 833,2             833,2             833,2             833,2             833,2             833,2             833,2             833,2             833,2             

Newly issued debt -                       -                   -                   -                   -                   -                   -                   -                   -                   -                   

Other provisions 2,3                     3,9                 3,8                 3,8                 3,8                 3,9                 3,9                 3,9                 3,8                 3,8                 

Total long - term liabilities 835,5                 837,1             837,0             837,0             837,0             837,1             837,1             837,1             837,0             837,0             

Interest - bearing short - term debt 25,0                   25,0               25,0               25,0               25,0               25,0               25,0               25,0               25,0               25,0               

Taxes payable 3,3                     3,3                 3,7                 3,6                 4,3                 5,2                 5,9                 6,2                 6,7                 6,9                 

Accounts payable 46,9                   77,1               75,5               77,0               77,0               78,5               77,4               77,4               75,2               75,2               

Other current liabilities 23,4                   38,5               37,7               38,5               38,5               39,3               38,7               38,7               37,6               37,6               

Total current liabilities 98,6                   144,0             141,9             144,1             144,8             148,0             146,9             147,3             144,5             144,7             

Total equity and liabilities 1 996,8              2 103,7          2 160,5          2 232,3          2 316,4          2 414,6          2 514,0          2 623,1          2 732,5          2 853,6          

Test 1 996,8             2 103,7          2 160,5          2 232,3          2 316,4          2 414,6          2 514,0          2 623,1          2 732,5          2 853,6          
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3.4 Free cash flow 

 
USDm 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E

Free cash flow

EBIT 60,5                   125,4             122,1             128,5             138,7             145,1             144,3             146,5             142,8             144,8             

Taxes (9,5)                    (10,6)              (10,4)              (12,3)              (14,7)              (16,7)              (17,7)              (19,2)              (19,8)              (21,3)              

NOPLAT 51,0                   114,9             111,7             116,3             123,9             128,4             126,6             127,3             123,0             123,5             

Add back depreciation 73,0                   71,1               70,3               67,8               65,3               63,0               60,7               58,6               56,4               54,4               

Gross cash flow 124,0                 186,0             182,1             184,1             189,3             191,4             187,3             185,9             179,5             178,0             

Change in operating working capital (34,5)                  (18,1)              1,4                 (1,0)                0,7                 (0,1)                1,4                 0,3                 1,8                 0,2                 

Net capital expenditures 400,6                 76,0               5,7                 7,3                 6,5                 7,3                 6,0                 6,5                 5,4                 6,5                 

Investments intangible assets -                       -                   -                   -                   -                   -                   -                   -                   -                   -                   

Change in other operating assets (net) (0,2)                    (1,5)                0,1                 (0,1)                -                   (0,1)                0,1                 -                   0,1                 -                   

Gross investment 365,8                 56,3               7,1                 6,2                 7,2                 7,2                 7,4                 6,9                 7,3                 6,7                 

Free cash flow

(241,7)                129,6             174,9             177,8             182,1             184,2             179,9             179,0             172,1             171,2             

 


