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Abstract 

 

The thesis carries dualistic purpose. First of all, it attempts to estimate the intrinsic value of Maersk 

Drilling A/S by applying extended net present value approach anticipated by Steward (1984). 

Secondly, it argues and proves that ENPV is more distinguish valuation model and provides higher 

objectivity when valuing drilling contractors. The thesis has both practical and theoretical scope; 

however, the emphasis is on practical application. 

Chapter 3 and 4 introduces reader to offshore drilling contractors’ market and Maersk Drilling A/S. 

The extensive and market and company analysis is performed by using publicly available historical 

data as well as by using analytical approach in order to derive to assumptions needed for further 

practical application of the valuation techniques.  

The analysis is followed by practical application of DCF model in chapter 5, where the author 

estimates the intrinsic value of the company and judges the objectivity of the outcome. Consequently, 

ROV approach is applied showing the underlying value premium created by the company’s 

managerial flexibility in strategic decision making. 

The conclusion of the thesis is that the stock price of Maersk Drilling A/S (DRLCO) is currently 

undervalued and has an upside potential of 146.22 DKK, where 123.59 DKK is the upside derived 

from DCF valuation and 22.63 DKK from the option premium. The results are extensively based on 

theoretical assumption of Maersk Drilling abounding their floater fleet.  
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1. Introduction 

Since Myers (1977) introduced the term “real options” the paradigm has received a lot of interest 

from academics due to its application in unveiling an additional source of value arising from the 

management’s flexibility to alter investments when new information becomes available. Hence, 

unlike traditional valuation methods based on the net present value of discounted future cashflows, 

real options valuation (ROV) implies that uncertainty about the future might boost the value of the 

underlying. Copeland and Keenan (1998) defines uncertainty as the likelihood of acquiring new 

information, which allows to make a better informed decision in the future.  

 

The ability to capture the element of volatility has made the ROV widely applicable in oil and gas 

industry, where real options are used to estimate the value of exploration and development (E&P) 

projects, given the uncertainty of oil price. However, while there are plenty of studies which focuses 

on the ROV application on valuating petroleum companies, the literature on the real options approach 

to valuation of other oil and gas upstream participants is scarce.  

 

This thesis aims to shed a light on the ROV applicability in offshore drilling. Kaiser (2014) in his 

paper outlines very high elasticity of demand for drilling activities which is strongly correlated with 

the E&P budgets of oil companies. Following the drastic decrease in oil prices in the second half of 

2014, oil operators cut their spending which sent the offshore drilling market into recession. The 

downturn resulted in a market consolidation and cost optimization among offshore contractors. Since 

2016, the rig utilization and day rates which define the health of the industry, started recovering 

indicating increase in future cash flows. Nevertheless, book to market values of offshore drillers 

remains at very low levels. 

 

The thesis has a dualistic purpose. First, it seeks to examine the applicability of real options in the 

offshore drilling market. Second, it uses the ROV as a complementary model to static DCF model on 

the case study of Maersk Drilling A/S.  

The following research question has been formulated: 

 

How can real options enable a more precise valuation of offshore drilling contractors and how 

it is reflected on the valuation of Maersk Drilling A/S? 
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The following section describes each chapter of the thesis by providing a brief overview of key 

consisting elements. Figure below presents the structure of the thesis 

 

Part I – introduces the reader to the basis of the thesis. It identifies the underlying research problem 

and formulates the research question. 

Part II – presents methodological approach and reviews equity valuation theories. 

Part III – provides an analysis of the offshore drilling market by identifying key market value drivers 

and market segmentation. 

Part IV – presents in-depth Strategic, financial and peer group analysis of Maersk Drilling A/S.  

Part V – summarizes the application of discounted cash flow model and real option valuation 

approach for valuing Maersk Drilling A/S. 

Part VI – answers the research questions and concludes the key research outcomes. 

  

Part VI - Conclusion and Disscusion

Part V - Valuation

DCF Real Options Valuation

Part IV - Maersk Drilling

Strategic Analysis Finiancial Analyis Peer Group Analyis

Part III - The Offshore Drilling Industry

Analysis of the key value drivers Segmentation by fleet type Geographical Segmentation

Part II - Theory and Method

Part I - Introduction
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2. Theory  

The following sections aim briefly present and describe research methods used in thesis as well as 

present and analyse traditional equity valuation models and their applicability for valuing drilling 

contractors. In line with the problem statement, the expected outcome of this chapter is to highlight 

specific processes and elements, that are predominantly relevant in equity valuation of the offshore 

drilling contractors. The further application and discussion of the models followed in the valuation 

chapter. 

 

2.1. General review of corporate valuations 

 

Figure 1 presents different equity valuation approaches and models. Christian Petersen and Thomas 

Plenborg argue that in spite of the existence and theoretically proven applicability of different 

valuation techniques discounted cash flow model (DCF) remains extensively dominant among market 

practitioners. (Petersen & Plenborg, 2012). This can be proven by looking into the valuation reports 

of various investment banks and agencies such as Barclays, HSBC, DNB and others, where the 

majority of the research is based on discounted cash flows approach (Thomson One, 2019). Relative 

valuation model is mostly used in order to obtain a quick overview of company’s positioning among 

other market players, and its objectivity is widely judged by academia mainly due to the lack of 

capturing future opportunities and flexibility  (Koller, Geodhart, & Wessels, 2015), (Keuleneer, 

2003), (Petersen & Plenborg, 2012).  

 

Figure 1 Map of different valuation approaches. Copyright Christion Petersen Thomas Plenborg 
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2.2. Empirical studies on valuation of rig contractors  

 

Valuation of oil & gas companies is quite well covered and valuation methods developed by 

academia. There are different methodologies presented for practitioners including the application of 

real options valuation for fulfil gaps of the traditional methods. On the other hand, a relatively small 

amount of empirical studies that specifically focus on valuation of drilling contractors in particular is 

currently presented in academic literature. Mark J. Kaiser is one of very few researchers who 

modelled the valuation methodology for offshore drilling contractors. He mainly focuses on analysing 

the offshore drilling market by providing different market segmentations that derive the key market 

value drivers. Geographical and asset type segmentations are dominant in this article, followed by 

comparative peer group analysis. The author uses a sample of 15 drilling contractors operating in 

various worldwide locations and owning diverse rig’s fleets. By analysing the performance of 

individual companies, he identified the main market value drivers and proposed the valuation method. 

He argued that, “market capitalization (CAP) and enterprise value (EV) are hypothesized to follow 

linear relationships described by one or more combinations of fleet value (FLEET), revenue (REV), 

contract backlog (BL), floater and high-specification fleet proportions (PF, PH), debt to equity ratio 

(DE), operating margin (OM), earnings before interest and taxes (EBIT), and dividend payments 

(DY)” (Kaiser, 2014). After analysing the correlations and performing simulations, the author came 

to a conclusion that the factor having the most significant impact on the drilling contractors’ value is 

the value of rig’s fleet, which in the presented model is calculated by estimating net present value of 

the future cash flows. (Kaiser, 2014). The objectivity of this model could be put in question due to 

several reasons. First of all, the volatility of the future cash flows is not considered. Secondly, to 

arrive to his conclusion the author used a fixed discount rate, not considering the geographical 

diversification of the sample companies. Thirdly, the lack of proven influence of external factors, 

such as oil prices and breakeven prices, in the simulation. Lastly, the value is based on the exiting 

asset portfolio, and future cash flows are estimated not considering the changes in the material fleet 

size.  

 

After investigating different academic literature databases, it can be concluded that in recent years 

the academia has not focused on developing methodologies for valuing drilling contractors. On the 

other hand, there are plenty of academic articles analysing oil & gas companies and proposing 

different equity valuation methodologies for the downstream market players. For this reason, it can 
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be argued that the research gap in this sense in present and new valuation methods for drilling 

contractors could be developed.  

 

Meanwhile, looking at the valuation reports composed by the market practitioners it is evident that 

discounted cashflow model is currently the dominant approach. HSBC, Morgan Stanley, JP Morgan 

and other investment banks do use both DCF and multiples valuation models in their reports (Morgan 

Stanley, 2019), (J.P.Morgan, 2019).  Due to these reasons, the DCF model was chosen as the core 

tool for estimating the intrinsic value of Maersk Drilling. Further discussion underlying this choice 

is followed through the subsequent sections of the thesis by providing a descriptive analysis of the 

valuation model as well as identifying its weak points and judging objectivity.   

 

2.3. Introduction to the DFC model 

The following section provides a descriptive analysis of the DCF valuation model. The purpose of 

this section is to provide the reader with the fundamental assumptions underlying the DCF approach, 

as well as prove the applicability of the method for valuing offshore drilling contractors. Moreover, 

the weak points of the model will be highlighted and objectivity judged in order to obtain a brighter 

perspective towards potential enhancement of the model for valuing offshore drilling contractors.  

 

Fundamentals 

The fundamental formula of DCF model is provided bellow for better understanding of the 

approach.  

 

𝐸𝑉0 = ∑
𝐹𝐶𝐹𝐹𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡
+

𝐹𝐶𝐹𝐹𝑛 + 1

(𝑊𝐴𝐶𝐶 − 𝑔)
×

1

(1 + 𝑊𝐴𝐶𝐶)𝑛

∞

𝑡=1

 

 

EV=Enterprise Value (both lenders and equity holders)  

FCFF=Free cash flow to firm (both lenders and equity holders) 

WACC=Weighted average cost of capital (both lenders and equity holders) 

g=Constant growth in FCFF in the terminal period 

n=Number of year with (high/low) growth in the forecast period 

 

From the arithmetical perspective, the value of an enterprise is a sum of present value (PV) of yearly 

known (forecasted) free cash flow to firm (FCFF) and PV of terminal period value. In the first part 

of the formula a specific time horizon is set and cash flows are forecasted. The second part assumes 

that a firm is entering a steady state in which the forecasted cash flows are estimated to grow at a 

constant rate. The weight of the terminal value in this model is extremely high and underlying 
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assumptions must be well overweighed in order to reduce subjectivity risk (Petersen & Plenborg, 

2012).  

 

Qualities, parameters and inputs 

 

First of all, the DCF model is relatively simple from a conceptual perspective, making it user-friendly 

and applicable in many practical cases. With regards to valuation practises, KPMG shows that vast 

majority of the practitioners uses the model on a daily basis. (KPMG, 2018). The following key inputs 

and assumptions are required in order to obtain the intrinsic value of a company. 

 

• Free Cash flow to firm (FCFF) – the forecasting process of the future cash flows is very 

complicated in nature and caries a lot of practical issues due to underlying objectivity of the 

assumptions made (Damodaran, 2012). External and internal value drivers have to be 

considered and quantification in terms of the effect on company’s cash flows is not always 

possible or requires specific hardly accessible information. 

 

• WACC - considers company’s capital structure and subsequently cost of debt and required 

rate of return by equity holders. This element is very sensitive and estimation of it requires a 

thorough research of specific input elements. Capital asset prising model serves as foundation 

in calculating required rates of return.   The model is based on few fundamental and frequently 

applied principles, such as beta estimation using regression analysis, using average market 

premiums, and default risk-free rate. (Petersen & Plenborg, 2012). Accessible data limitations 

and complexity of estimations in frequent cases lead to the use of default or average measures. 

Average industry beta value and historically based average market returns are commonly used 

as default measures in the valuation process (Damodaran, 2015) For this reason, the 

objectivity of these estimates can be questioned causing the entire model to be dependent on 

inputs that are not necessarily the best approximations for a specific company under valuation.   

 

• Terminal growth and terminal value – the model assumes that company will exist and generate 

cash flows and will grow at a stable growth rate for an indefinite period of time (Petersen & 

Plenborg, 2012).  The arithmetic weight of the terminal value is evident in the formula. For 

this reason, a particular attention has to be drawn towards the assumptions of underlying 

estimates.   
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Limitations 

First are foremost, the DCF model provides a relatively static outcome and does not consider the 

managerial decision-making flexibility as well as market uncertainty and volatility as value premium.  

On the other hand, it can be argued that these elements might be incorporated in future cash flow 

estimations and calculation of the discount rate. However, the academics criticise these arguments 

and highlight the outcome’s sensitivity to minor changes in the discount factor estimates (Koller, 

Geodhart, & Wessels, 2015). 

 

2.4. Introduction to Real Options Approach for corporate valuation  

 

The following section will provide the overall presentation of the real option valuation model. 

Descriptive analysis of the real options will provide an overview and will prove the applicability of 

the method for valuing offshore drilling contractors and Maersk Drilling in particular. 

 

It is not new to incorporate real option valuation techniques in valuing companies. There are plenty 

of academic articles that present how the application of it may enhance traditional valuation methods. 

Particularly well real option application is discussed for Biotech, Natural Resources and IT industries. 

M. Thompson and Drew Baar investigated the effect of stochastic cut-off decisions to present the 

value of the cash-flows for mining companies. The authors has proved that volatility and metal price 

dynamics creates a valuable option for the company in decision making and must be considered in 

assessing the equity value of mining companies (Thompson & Barr, 2014). Another example is J. 

José Guedes & Pedro Santos’ article where they analyse the underlying value of different types of 

real options of the offshore oil exploration projects. The analysts concluded that the proposed 

application of ROV technique might allow to identify and consider embedded options and to turn a 

project destined rejection into a project that carries a positive economic value (Guedes & Santos, 

2016). Aswath Damodaran in his book also presents methodologies of incorporating real options in 

equity valuation and fair value assessment. He argues that assets with embedded options to expand, 

to abound, to delay and option to liquidate carries a significant premium value and must be added to 

the equity value (Damodaran, 2015). All of it suggests that there might be an additional value that is 

neglected by the DCF model underlying in managerial flexibility in decision making.  
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Types of Real Options 

The basic real options’ theory identifies different types of real options to be considered, such as delay, 

flexibility, expansion and abandonment. (Damodaran, 2015). 

 

• Option to delay. Various external factors may affect the company in a way, that it would be more 

economically favourable to delay investment. The value of such option increases when the 

volatility increases due to the larger possibility of a positive market situation. If the company 

operates in the market defined as perfectly competitive, the value of the delay option will move 

towards zero, hence the possible profit is unlikely. (Mun, 2005) 

 

• Flexibility.  In general, refers to adjustment or altering production schedules as price changes. 

 

• Expansion. Frequently firms take projects because of the underlying activity expansion option in 

the future and companies are willing to accept negative net present values in order to obtain higher 

possibility for higher net present value of the future cash flows (Damodaran, 2012). In other 

words, companies would invest money in an unprofitable project hoping that this project will 

increase their opportunities to generate higher cash flows in the future. Previously mentioned J. 

José Guedes & Pedro Santos article quite well proves such project transition in the oil & gas 

companies (Guedes & Santos, 2016). This implies that drilling contractors might also have the 

embedded option to expand their operations by investing in new drilling rigs. Buying a new high 

specification jack-up rig costing 500mln USD with expected net present value of 400mln at the 

current market conditions would be like as an unprofitable option. On the other hand, that would 

help the company to capture potential market growth in that specific market sub-segment or 

geography.   

 

• Abandonment. It is an option to shut down operations that have lower than expected net present 

value of future cash flows or it is no longer commercially valuable for the company. In some 

cases, companies experience this option in the transitional period moving between different 

growth stages, when one or another activity does not alight with the company’s current market 

positioning. The other example of abandonment option could be decentralization and 

specialization of the company. Companies having wide range of activities or product portfolio 

would frequently be willing to give up unprofitable or unsuccessful projects and products   

(Damodaran, 2015). Looking at the recent offshore drilling market trends and increasing M&A 
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activities in the market, when during the market downturn a lot of companies have scrapped the 

rigs and became more specialized in their activities, the assumption of underlying abandonment 

option in strategic decisions of drilling contractors can be drawn. Scenarios when drilling 

contractors would specialize in specific geographies or in specific market sub-segments are 

relatively likely. In case of Maersk Drilling, the company is highly specialized and has extensive 

“know-how” in operating under extremely harsh weather conditions. Moreover, the company has 

a proven safe operations record and reliable partner status in the Northern European region. This 

places Maersk Drilling in a competitively favourable position among the other market players in 

this geographical region. For this reason, it might be likely that Maersk Drilling would be willing 

to abandon their operations in other market segments, while mainly focusing on the strategic 

target to position the company as the regional leader in the North. Consequently, matching the 

market demand by supplying the drilling rigs that are required by the oil & gas companies. 

Currently low utilization and day rates in the floaters market and higher book values than 

estimated market values of these types of rigs imply that abandonment option for Maersk Drilling 

is present. However, in order to estimate the value of this option further conditions that are 

discussed in this section have to be met.  

 

Basic Conditions 

There few basic conditions to be met in order to determine whether there is a real option embedded 

in a decision or an asset and if it has a significant economic value. Firstly, the value of the option is 

derived from the value of the asset, so there must be an underlying asset. Secondly, the payoffs 

deriving form this asset have to be contingent and measurable. Lastly, an option has to have a limited 

life, in other words time to expiration. (Damodaran, 2012) 

 

Determinants of option value 

According to Damodaran A, the following measures determines the value of option and has to be 

estimated in order to derive to the economic value of an option. (Damodaran, 2015) 

 

• Underlying asset variables 

o Value of the underlying asset.  Depending on the nature of the asset can be estimated 

in different ways, including DCF approach. 
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o Variance in the value. It is a sensitive measure and requires in depth analysis and 

understanding of the underlying asset. 

o Expected payments on an asset. The asset has to generate measurable payments in order 

to be valuable. 

• Option variables 

o Strike price of Options 

o Life of the option¨ 

• Level of interest rates 

 

The application of the real option valuation approach and detailed definitions are presented in the 

further chapters of the thesis. 
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3. The Offshore Contract Drilling Market  

The following section of the thesis aims to present and describe the Offshore Contract Drilling market 

by putting an emphasis on the main market value drivers as well as identifying the main risks faced 

by the market players. The extensive focus is put on the specific offshore drilling market segments, 

where Maersk Drilling has the widest exposure and opportunities to expand its operations.  

 

3.1. The Overview 

The drilling contractors play a crucial role in the upstream value chain for offshore oil and gas 

companies. The exploration and production companies (E&Ps) will usually contract with drilling 

contractors during the exploratory drilling phase, when drilling production wells and during the well-

plugging phase (OLESEN, 2016).  

 

This report specifically focuses on upstream of the oil & gas value chain (Appendix no 1). The market 

for drilling rigs is usually deconstructed to sub-markets according to the asset type and geography. 

Consequently, the following sections of the report will be segmented according to the current rig fleet 

of Maersk Drilling (Jack-ups and floaters) and geography (The North Sea and other territories). 

 

3.1.1. Value Drivers 

Different correlations between various oil & gas 

market value drivers have been proven by academia 

and it is widely used by the main market research 

organizations such as IHS Markit or Rystad Energy 

in order to forecast and analyse the market 

performance (Osmundsen, Rosendahl, & Skjerpen, 

2012). There is a continuous direct correlation 

between oil price, E&P spending and drilling 

activity. Higher oil prices lead to more oil & gas 

wells becoming profitable, consequently initiating 

higher E&P spending that leads to increased 

activity in the drilling contractors’ market. Figure 

2 will serve as a foundation for the subsequent 

analysis. 

Global Energy Demand 

Oil price 

E&P Spending 

Rig Demand 

Supply 

Balance between supply/demand  

Dayrates and Utilization 

Newbuilds  Total Fleet Scrapping 

Drilling contractors  

Source: Own composition 

Figure 2 Offshore Drilling Market 
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Brent Crude oil price 

One of the main offshore drilling market value drivers is the crude oil price. Higher oil price leads to 

higher number of oil wells reaching breakeven profitability and consequently results in an increase 

in E&P spending and thus higher demand for drilling rigs and ships. Oil price has historically proven 

to be a very volatile indicator. Similarly, to the prices of other commodities, oil prices are extensively 

driven by demand and supply.  

 

On the demand side, over the last decade oil has been one of the main energy sources in the world 

and demand for it was constantly growing. However, the transition from fossil fuels to renewable 

energy sources has been increasing over the last 20 years due to global initiatives in reduction of CO2 

emissions. DNV-GL forecasts that demand for oil will continue to grow until 2022 and will be mainly 

driven by emerging markets (China, India, South East Asia and Sub-Saharan Africa), while 

significant decline in oil demand will be observed in North America, Europe, Pacific OECD, and 

later in China due electrification of domestic and public transportation (see appendix no 2). (DNV 

GL, 2017) The offshore oil production has been constantly growing since 1980s when the first wells 

were drilled. At the moment oil extracted from offshore wells accounts for one third of the total 

production. This proportion is expected to gradually decrease in the future as onshore production 

levels are expected to increase. Analysts forecast a significant decline in offshore oil production over 

the next 10 years and a relative stabilization after 2030 (appendix no 2) (DNV GL, 2017) 

 

The supply of crude oil is highly influenced by OPEC control (40% of supply) and is mainly driven 

in line to meet demand in order to keep oil prices as stable as possible. On the other hand, increasing 

oil production levels in countries not belonging to OPEC (US, Brazil, Norway) may influence the 

weight of OPEC decisions in the future. In addition to this, it is important to note that oil supply has 

been proven to be a very sensitive and strategic target in different geopolitical conflicts. Saudi attacks 

in September 2019 had the largest negative disruption in crude oil marker over the last 30 years when 

almost 5% of the world’s supply was wiped off leading to oil price increase by 15% just in one day 

(See appendix no 4). It is impossible to foresee conflict-driven disruptions but it is important to assess 

potential risks and keep in mind that such actions might significantly distract the market for shorter 

period in the future. 
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Different market analysts and organizations have relatively diverse views on future oil price 

development in a short-medium term. On the other hand, common assumptions about long term 

market development are shared. Table below summarises the key assumptions and forecasted long-

term oil price presented by World Bank, OPEC and IEA. 

Table 1 Long term Oil price forecast. Scenarios. Source: World Bank, IEA, OPEC.  

 

 

Breakeven prices 

Breakeven prices are a crucial offshore drilling market value driver due to the fact that E&P 

companies will be willing to invest in drilling of new oil & gas wells only when expected free cash 

flow from a specific field will be positive. The oil price level at which specific oil & gas fields become 

profitable and commercially attractive depends on a variety of factors such as geographical 

positioning, depth, size or geological conditions. These factors have different weights in capital and 

operational expenditure for oil & gas companies and may vary significantly from company to 

company, also depending on factors such as discount rate used in calculating net present value of 

Scenario 
Oil Price (in U.S. dollars per 

barrel) 
Key assumptions 

Pessimistic 45 Longer lasting global recession 

Base 60 

Stable global economy, stable 

demand growth and increasing 

US shale production 

Optimistic 75 
Higher than expected demand 

growth, supply disruptions. 
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fields Appendix no 6 represents current average breakeven oil price levels for different types of oil 

and gas wells, where oil extraction from oil sands is at the highest 83USD per barrel (bbl) and Onshore 

Middle East at 43USD per barrel at the lowest, while breakeven point for Deepwater fields lays at 

around 58USD per barrel (Rystad Energy, 2019). The recent downturn in the market has enhanced 

oil & gas companies to enhance their operations and optimise capital and operational expenditures 

leading to lower breakeven oil prices.  According to Rystad analytics prices for new projects are now 

down by 40% on average compared to the levels of 2014. (See appendix no 6). New Deepwater 

offshore projects level at 46USD per barrel as of 2019 compared to 69USD per barrel back in 2014, 

representing a 33% decrease. Already discovered oil fields having a break-even oil price below 

60USD per barrel is sufficient enough to cover increasing demand until 2027, while new investments 

will have to be made in order to offset demand. (Rystad Energy, 2019).  

 

As mentioned before, the vast majority of Maersk Drilling fleet is utilized in the North Sea, 

thereforethe development of break-even oil prices in this region are the most relevant for analysis as 

it directly affects the company’s performance.  Based on Rystad Energy data, the chart below 

represents the breakeven oil prices for top non-producing projects in North Sea. The levels of oil 

prices differ significantly, mainly due to the factors mentioned before. Oil field, named Johan 

Sverdrup, is the biggest discovered and not producing field in Norway (discovered in 2010) with an 

expected production start by the end of 2019 with a breakeven price just above 21USD per barrel 

(Norwegian Petrolium, 2019). The other 

fields have higher break-even prices due to 

their geological specifications and oil 

reserves. However, taking into account the 

current oil price the majority of fields are 

commercially profitable at the moment. The 

duration between the actual discovery and 

production start in the field is a good 

indicator representing time span needed even 

if the breakeven prices are far below current 

oil price levels. A significant decrease in 

breakeven prices over the last five years was 

mainly caused by overlooking the cost 
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structures of projects and cutting both CAPEX and OPEX. Companies like Equinor managed to reach 

more favourable agreements with suppliers allowing the company to reduce expenditures by 

400million NOK and thus leading to lower breakeven prices on specific projects (Equinor, 2019). 

Aker BP has recently presented a new Well Stimulation and intervention technology, that allows to 

cut costs for offshore exploration and increase efficiency (Aker BP, 2019). This is a good example of 

how investments in technology help to optimize costs and lower breakeven oil prices. However, 

market analysts agree that most of the new undiscovered oil fields in the North Sea, Barents Sea and 

Norwegian sea will have breakeven prices above 60USD per barrel (Oil&Gas Journal, 2019) (Rystad 

Energy, 2019). Looking at the oil price forecast it can be concluded that new explorations are likely 

in both base case and optimistic scenarios. Figure no 5 shows the breakdown of breakeven prices in 

different regions which, as mentioned before, varies substantially depending on region’s oil resource 

reachability and the difficulty level of extraction. It can also be observed that OPEX and CAPEX 

have different weights in costs structure in different regions, where Norway peaks with an average 

24USD per bbl in CAPEX. Harsh environment in the Norwegian waters is the main reason causing 

capital expenditures to be higher as the drilling contractors day rates for drilling oil wells tend to be 

higher. 

 

Source: (Rystad Energy, 2019) 
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E&P Spending  

Breakeven oil prices discussed in the previous section are a direct catalyst for E&P spending of the 

oil & gas companies. The correlation of this offshore drilling market value driver and oil prices is 

evident, however, lagging on a bullish oil market trend and relatively instant on a bearish trend. The 

oil price decline in 2014 caused a 30% downturn in E&P spending globally and more than 50% in 

Northern Europe. The signs of recovery appeared only in 2018 when oil price volatility and 

uncertainty decreased, as well as efforts in cost optimization of oil & gas companies gave positive 

impacts. 

Total exploration and production 

spending must be deconstructed to 

capital expenditures (CAPEX) and 

operational expenditures (OPEX). 

(See Figure 6). Spending on drilling 

activity is associated to capital 

expenditure and is one the key 

elements in assessing and forecasting 

the future offshore drilling market 

performance.     Appendix no 7 shows 

the deconstruction of total spending 

in the North Sea oil and gas industry. As it can be seen, the analysts do not expect spending to reach 

the peak levels of 2014 anywhere in the nearest future. However, based on the stable global economy 

assumption, Rystad Energy forecasts a 4% annual growth in E&P spending in the North Sea until 

2025 and a 7% growth after, mainly due to the need for new explorations in order to maintain high 

oil production levels in the future that are vital to the overall health of the region’s economy (Rystad 

Energy, 2019).  

 

3.2. Jack-ups 

Jack-up rigs consists of a mobile platform that has a floating hull and several adjustable legs which 

must be affixed to the sea floor which requires shallow waters but allows to keep the drilling deck 

well above the waves. Jack-up rigs are primarily used in water of up to 400ft. Jack-ups are divided 

into three categories – standard jack-ups (capable of working in water depth below 300ft), high-

specification jack-ups (capable of working in water depth above 300ft) and harsh environment jack-

ups which are mostly deployed in the North Sea known for rough waters  (Dianond Offshore, 2019). 

00

05

10

15

20

25

0

20

40

60

80

100

120

140

160

C
A

P
EX

 P
ER

 B
B

L 
U

SD

R
ES

ER
V

ES
 (M

M
B

O
E)

Reserves (mmboe) Capex per bbl USD

Figure 6 CAPEX estimation new North Sea Projects. 

Source: (JP Morgan, 2019) 



17 

 

 

3.2.1. Utilization 

The utilization rate for jack-up rigs varies depending on the type of the rig and a variety of other 

factors, such as drilling contractors proven track of safe operations, geography, global supply and 

demand for drilling operations and oil prices.   

 

Looking from historical perspective, jack-up rigs global utilization rates peaked at 89% in 2013 when 

the Brent oil price stood above USD 100 per barrel and dropped to 59% in 2017 following a plunge 

in oil prices in 2014. In 2018 – 2019 the distressed market started showing the signs of recovery with 

global jack-ups utilization rates reaching 80% in Q2 2019 - the highest since the end of 2015 (IHS 

Markit, 2019). Different jack-up rig categories and models are driven by different demand dynamics 

with the new (<10 years) harsh environment jack-up rigs facing significantly higher utilization rates 

than other categories. Standard jack-ups and high-specification jack-ups faced marketed utilization 

of 77% and 79%, respectively, while harsh environment jack-ups were nearly fully sold out 

witnessing marketed utilization of 95% (IHS Markit, 2019). In addition, the market has seen a gradual 

shift towards younger fleets, as utilization for rigs built after 2000 stood at 82%, compared to 70% 

within jack-ups built before 2000. Higher demand for new high-specification rigs can be explained 

by the overcapacity in the market which allows operators to charter recently built rigs with better 

operational capability for day rates not significantly different from old standard jack-up rigs. 

Meanwhile, harsh environment jack-ups which benefits from limited supply and high-barriers to entry 

have demonstrated well-above-utilization rates and faster recovery than other segments.   

 

Ultra-Harsh 

Ultra-Harsh environment jack-up rigs (N-class, CJ70) historically have been facing significantly 

higher utilization rates than other categories due to being the most weather-resilient and best-

equipped rig type in the world. Recovery and stabilization of the oil prices have positively affected 

exploration activities in the Northern part of the North Sea and Barents Sea, consequently leading to 

a 100% current utilization of this type of drilling rigs. The building costs for CJ70 and N-Class 

approximates around 500 million USD with an expected delivery time of 3 years (Rigzone, 2019). 

Moreover, Bassoe Analytics data shows that there are no ultra-harsh rigs ordered or under 

construction at the moment, meaning that the market supply (16 rigs) will remain stable in the short 

term (Bassoe Analytics, 2019). Taking into account expectations for relatively stable oil prices in the 



18 

 

short time horizon and currently increasing investors’ confidence in this niche drilling market, it can 

be assumed that utilization rate will remain at present levels over the next five years. On the other 

hand, the utilization may vary significantly due to low unit count and this market segment can be defined as 

contract/partnership-driven.  

 

What is more, the utilization rate of this market segment might be negatively affected due to global 

decline in energy demand from fossil fuels in the long term. Besides, it is important to note that ultra-

harsh offshore drilling market segment is the most sensitive to declining oil prices, mainly due to 

higher capital expenditures and higher breakeven oil prices. Despite the fact that the breakeven crude 

oil prices to harsh environment oil wells have significantly decreased over the last 5 years (from 

75usd in 2014 to 50usd in 2019) due to improved efficiency and lower operating costs, it still remains 

higher than the prices for shallow water wells or onshore wells. (see appendix no 6) 

 

DNV GL Energy transition outlook shows that expected production of crude oil from offshore sources 

will gradually decrease and will account for only 50% of current levels by 2050 (appendix no 3) 

(DNV GL, 2017). Ageing of ultra-harsh environment rig fleet and lack of new investments in 

technological development due to changing market conditions might also have a negative impact on 

utilization rates in the long term.  

 

Taking into account all the above mentioned it seems that utilization rate for ultra-harsh environment 

drilling rigs will remain very high (95-100%) over the next 5 years and will gradually decline towards 

the median utilization rate of 75% over the long-time horizon.    

 

Harsh 

Harsh environment rigs mainly operate in mid and southern parts of the North Sea, UK, Denmark, 

Netherlands and Norway. Similarly to ultra-harsh environment drilling rigs, this market segment has 

lately proven to be more competitive than other drilling market segments in terms of utilization rates.  

The current utilization rate as of December 2019 is 65%. 

 

The global fleet of harsh environment jack-ups has experienced a significant downturn since 2014, 

when almost 50% of the fleet was scraped mainly due to higher certification requirements and 

changed market conditions. This has consequently led to currently increased utilization rates and 
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younger, more advanced global fleet. The present fleet harsh-environment consists of rigs of 30 units 

and the vast majority of it operates in the North Sea. (Bassoe Analytics, 2019). There are 13 potential 

rigs under construction out of which 8 are suspended and waiting for further investments in 

construction.  Moreover, there are 5 warm stacked rigs ready to supply the market. Therefore, it can 

be assumed that supply in this market segment should be relatively stable in the near-medium term. 

On the other hand, the demand for harsh-environment rigs, particularly in the Northern Sea, lately 

shows a clear uptrend, and market analysts expect that stable supply will not offset growing demand, 

creating a deficit in the harsh-environment rig supply (WILKIE, 2019).   For this reason, a positive 

development in the utilization rates might be observed in the short and medium time horizons. In 

addition, the long-term world energy forecast shows that the geographical region, where harsh-

environment rigs operate, will remain active and competitive over the long-time horizon. (DNV GL, 

2017).  

 

Taking into account all the above mentioned it can be concluded that utilization rate for harsh-

environment drilling rigs is expected to grow in the near-medium term and remain relatively high 

(>70%) over the long term. However, due to low rig count in the market and relative weight of each 

individual rig to overall utilization, the estimates may vary significantly.  

 

Standard & Premium 

In contrast to previously discussed offshore drilling market sub-segments, standard and premium 

jack-up rigs operate in a much more competitive environment in terms of total rig supply. The chart 

below quite well observes the difference in current utilization rates according to the total number of 

comparative rigs supplied to the market. Standard and premium jack-up rigs currently experience 

lower utilization rates than other market sub-segments mainly due to market oversupply. Analysts 

agrees that healthy and optimum utilization rate should be somewhere at the 80% level. However, 

such level was only reached during the peak in 2014 and has never been above this rate ever since. 

The renewal of the fleet and younger average jack-up fleet age has played an important role in the 

market recovery period. Bassoe Analytics forecasts that recovering levels of E&P spending, 

stabilized oil prices, lower CAPEX and OPEX will cause a substantial increase (40%) in the demand 

for jack-up rigs and potential market undersupply and subsequently rising utilization and day rates. 

(Bassoe Offshore, 2019). The forecast estimates constantly growing rates from now on forward to 

2023 reaching levels above 90% in 2023. However, over the long-time horizon (until 2050) increasing 
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oil production levels from onshore fields and generally lower offshore oil production levels will form 

an oversupply risk and will lead the utilization rates towards the average levels of 65 – 70%. On the 

other hand, it might be partly offset by increase in decommission activities of mature offshore oil 

fields.  

 

 

 

 

 

 

 

 

 

 

 

3.2.2. Global supply 

The outlook of the offshore drilling market is often based on the contractors’ scrapping and stacking activity 

along with orders for new-builds as it is quite a good indicator of the overall market health and future prospects. 

(Bassoe Offshore, 2019) 

 

The current global jack-up fleet consists of 499 rigs in total and 49 more are under construction (See 

table no 2) Most of the newly built rigs are standard/premium jack-ups that quite well align with the 

previously discussed increase in demand for this type of rigs.  

 

Design 
Under 

Construction 

Total 

delivered 

Jackup 150-199ft IC 0 26 

Jackup 200-249ft IC 0 21 

Jackup 250-299ft IC 0 33 

Jackup 300-349ft IC 1 112 

Jackup 350-374ft IC 8 72 

Jackup 375-399ft IC 3 58 

Jackup 400-449ft IC 36 126 

Jackup 450-499ft IC 0 11 

Jackup <149ft IC 0 8 

Jackup >550ft IC 1 0 

Total: 49 499 

Table 2 Marketed Jack-up Rigs and Rigs Under 
Construction. Source: (Bassoe Analytics,2019) 
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Following the downturn in utilization rates and recession in oil prices at the end of 2014, scrapping 

of jack-up rigs has intensified. As a result, a total of 172 rigs have been scrapped over the cycle until 

the end of 2018 compared to a total outstanding fleet of 499 as of December 2019 (including both 

stacked and working jack-ups but excluding new-builds) (see figure 10). In 2019 scrapping activity 

has been reduced but it is expected to continue until the demand–supply balance is returned and 

healthy utilization rate is reached. It is important to note that most of the scrapped rigs were older 

than 20 years and not as effective as the newer modern drilling rigs. The average lifetime of jack-up 

rig is 25 years and looking to currently 

younger global fleet compared to 2014 

and healthier utilization rates it can be 

assumed that recycling activity of the 

rigs will not escalate in the nearest 

future. However, 42% (64 units) of 

currently stacked jack-rigs are cold 

stacked. Large costs associated with the 

reactivation of the cold stacked rigs 

make it unlikely that they will ever come 

back to operation, thus most of them are 

expected to be scrapped.   

 

The figure no 9 shows that most of new-build jack-up rigs are being produced in China and, as 

mentioned before, quite a few contracts for new builds were put on hold as a result of the market 

downturn. Moreover, the market for new-builds is very limited due to enough distressed rigs offered 

at discounted prices as well as the difference between the cost of new-builds and jack-ups available 

in the second market. For instance, Shelf Drilling paid USD85mil to a Chinese yard for a new jack-

up rig which is half the cost of a new-build.   

 

The total supply of jack-up rigs has been decreasing since 2017 due to intensified scrapping activity 

which offset the numbers of new-builds. Meanwhile, the optimistic forecast for jack-up rigs 

utilization and increasing demand allows to draw a conclusion that the increasing numbers of new 
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build jack-up rigs are to come in the upcoming 3 years. Current jack-up fleet status can be seen in 

figure 10. 

 

3.2.3. Day rates 

Day rate can be defined as costs for renting a drilling rig per day (IHS Markit, 2019). This is the key 

element in the revenues of the drilling contractors and it depends on a variety of factors discussed in 

the previous chapters. The correlation between oil prices, utilization rates, geography and rig type 

has been proven by using econometric models (Osmundsen, Rosendahl, & Skjerpen, 2012). In spite 

of the fact that all above mentioned parameters have an impact on rig day rates, authors of the same 

article emphasize utilization rates as the only significant predictor. However, the utilization measure 

itself is influenced by oil prices, region and rig type.  

 

The day rates for jack-up rigs differs with the different types of rigs (See Figure 11). The highest rates 

are observed within ultra-harsh environment rigs, mainly operating in the Northern part of the North 

Sea and Barents Sea. The average fixture rates in 2019 for CJ70 (owned by Maersk Drilling) and N-

class (owned by Rowan) ultra-harsh environment rigs lie around the 250k – 330k USD range. 

Meanwhile, the average day rate for the standard and premium jack-up rigs in 2019 is just 64k USD. 

Ultra-harsh and harsh environment rig market is quite consolidated and can be defined as specific 

contract/partnership driven due to low number of market players and proven record of cooperation. 

Aker BP partnership with Maersk Drilling is proven by various cooperation agreements signed by 

the companies. For this reason, day rates for this market segment are not only driven by overall market 

conditions but also by specific agreements between companies. As discussed before the future for 

this market segment seems to be relatively positive due to high utilization rates caused by market 

undersupply. Thus, the assumption for increasing day rates can by drawn. Bassoe analytics forecasts 

almost doubling day rates for this market segment by 2023, while Westwood Global Energy Group 

is more conservative in their outlook, forecasting day rate increase by 40% by 2023 (Bassoe Offshore, 

2019), (Westwwood Energy Group, 2019). However, 40% increase in day rates is rather based on 

technical analysis and historical market performance; therefore, the objectivity is relatively low. For 

this reason, it can be assumed that at a base case scenario (oil price above 60usd bbl) the day rates for jack-
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up drilling rigs will gradually 

appreciate until 2023 and will range 

between 350k – 400k USD for 

ultra-harsh, 150k – 200k  USD for 

harsh environment and 75k – 90k 

USD for standard/premium 

offshore drilling rigs by 2023. 

Based on historical data, 5% 

CAGR is a relatively good estimate 

for longer time horizon. Industry-

specific risks, such as overcapacity 

causing depreciation in utilization 

rates might put a downward pressure for all market sub-segments and should be considered in making 

future assumptions.   

 

3.2.4. The outlook 

Rising break-even costs of shallow-water fields is projected to accelerate the shift towards deep-water 

fields which is set to boost demand for jack-up rigs. McKinsey forecasts 1% annual growth per year 

through 2035 within jack-up rigs segment. Recovering demand and continued scrapping activity is 

projected to boost the recovery in utilization which should surpass 80% by 2023, while the overall 

jack-up fleet is expected to shrink by 9% by 2035 (McKinsey & Company, 2019).  

 

In the short term, the Middle East will continue to be the primary driver of the jack-up demand due 

to the region’s NOCs aim to increase domestic oil production, where rig demand is expected to rise 

from the average 28.4 units in 2019 to 37.6 units in 2021. Solid growth is also expected in the Indian 

Ocean (33% growth from 2019 to 2021) and West Africa (43% growth) thanks to the increase in 

longer-term developments. However, some regions are projected to record slower recovery including 

the North Sea where the demand is expected to grow from an average 29.8 units in 2019 to 30.7 units 

in 2021. In the US Gulf, the jack-up demand is estimated to remain relatively flat with 10.0 to 11.00 

units contracted over the period (IHS Markit, 2019). 
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3.3. Floaters 

Floaters are floating units which can operated in higher depth waters. Floaters category is divided 

into semi-submersible rigs and drillships. A semi-submersible rig is partially submerged underwater, 

while its working deck floats on the pontoons and hollow columns. Semi-submersible rigs are used 

in deeper waters up to 12,000 feet, especially in rough waters due to their proofed stability. 

Meanwhile, drillships are boat-like vessels which have the drilling equipment installed on the deck. 

Drillships can operate in waters as deep as 12,000 feet and due to their mobility and cargo-carrying 

capacity are often used for drilling exploratory wells (Maersk Drilling, 2018). 

 

3.3.1. Utilization 

The floaters market has recorded much slower recovery over 2018-2019 than jack-up segment. The 

total global utilization stood at around 72% in H2 2019 – far below the levels observed in 2014, when 

the total utilization within floaters segment surpassed 90% (Maersk Drilling, 2018). However, both 

total and marketed utilization has been slowly rising since 2017, mainly due to intensive scrapping 

activity in the distressed market. The recovery might be observed Figure no 13). Market experts agree 

that the bottom has been reached and the demand for floaters will steadily increase reaching the same 

level as in 2014 by 2025 (McKinsey & Company, 2019). Utilization rates should also move upwards, 

however, lack of discipline in the floaters market segment may cause old rigs not to be retired, 

resulting in lower utilization rates. Increasing oil production levels in South America and West Africa 

should positively affect utilization. However, Far East region is expected to show extremely low 

demand for floaters (IHS Markit, 2019). In spite of increasing demand in specific regions for floaters, 

the utilization rate should not be expected to align with this growth. On base case scenario floater 

utilization is estimated to grow by 4% p.a until 2021 and 6% p.a until 2030.  
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3.3.2. Global supply 

Almost five years into the downturn, the floating rig count has fallen to 200 rigs, representing a 47,5% 

decline from the 2014 peak of 295 rigs (Westwwood Energy Group, 2019). In spite of a small uptick 

observed in 2019, the demand is expected to remain relatively flat at 130-150 floaters for the 

upcoming years. The recovery in utilization rates can also be observed in the recent period, and it is 

mainly driven by consolidation of 

the global fleet and scrapping 

activity. The figure no 14 shows 

that there are 102 rigs that are 

stacked at the moment (50 cold and 

52 warm/hot stacked). As noted 

previously, cold stacked rigs are 

very unlikely to be brought back to 

operations due to very high 

reestablishment costs and likely to be recycled soon, especially under current market conditions.  

Warm/ hot stacked rigs are also mainly older generation and lower average number of contracted 

days for these types of he floaters together with high operating costs having it stacked might lead to 

transition over to cold stacking and recycling. However, scrapping rigs leads to significant financial 

consequences and companies are willing to delay this process as long as possible in order not to show 

negative figures in their financial statements. Transocean decision to scrap three older drillships led 

to a recognized impairment of $583 million in 2019 (Zernov, 2019). 

 

Looking at specific geographic 

areas (figure 15) the differentiation 

between demand for different types 

of floaters becomes evident. 

Substantial portion (27%) of the 

global fleet operates in the North 

Sea countries (Norway & UK). 

However, the utilization rate in this 

region is only 56% at the moment 

and no new rigs are expected to be 

delivered to the North Sea.  On the other hand, Far East region will almost double its present floaters 
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fleet by adding 16 new drillships and 6 semisubmersibles in the nearest future (Bassoe Analytics, 

2019). Regional supply differences will offset each other causing overall global supply to remain 

relatively flat over the upcoming years.  

3.3.3. Day rates 

Similarly as for jack-up rigs, day 

rates for floaters differ significantly 

depending on the specifications of 

the drilling unit and geography of 

operations. As previously noted, 

this market segment has been 

touched by the downturn harder 

than jack-ups and the recovery is 

slower. The current fixture rates are 

far below the peak levels 

experienced in 2014. Bassoe 

analytics data shows that latest 

contacts signed in December 2019 

for having fixture dayrates of 192k 

USD for Drillships and 275k USD 

for semisubmersible on average.  

 

In the near future base rates for 

harsh-environment floaters are 

likely to be limited to around 

$325,000 and has the potential to 

move to $350,000 range by 2021 (Bassoe Analytics, 2019). Currently there are 33 rigs of this type, 

and similarly to the ultra-harsh environment jack-ups, the limited supply in the short term might cause 

appreciation in day rates.  

 

The other floater market sub-segments are not expected to perform that well even though that 

utilization rate is expected to remain high mainly due to lowering demand for ordinary drillships that 

are not capable to explore at deeper water levels and operate in difficult meteorological conditions. 
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Shale water offshore drilling activity is not expected to increase in the nearest future as well as in the 

longer time horizon due to the low underlying resources and already relatively well explored areas. 

Market consolidation and increasing scrapping activity will drive utilization up, while dayrates are 

expected to increase slightly but not significantly enough over the upcoming years. 5% p.a. 

appreciation is a relatively objective estimate for drill ships average day rates.     

 

 

3.3.4. Outlook 

 

Floating rig demand has reached the bottom of the current cycle in 2017 at 139 rigs and is expected 

to grow steadily until 2030. Utilization rate is recovering at the global level; however, it is at a 

relatively low level in the key markets (Norway, US, Brasil). (McKinsey & Company, 2019). The 

forecasted demand increase in these regions will not offset the marketed rig supply and will cause 

utilization to remain low. Consequently, leading to potential increase in stacking of floaters in the 

nearest future and decisions to scrap older drillships and semisubmersibles leading to impairment 

losses for offshore drilling contractors. The market will be mainly driven by increasing activity levels 

and demand for floaters in Far East region.  

 

Major correlation between utilization rates and dayrates indicates that at current and forecasted 

utilization levels of the floaters fleet dayrates will not appreciate significantly for drillships. On the 

other hand, recent fixture rates for harsh-environment semis ($ 300.000) and increase in its utilization 

leads to the positive assumptions towards this market sub-segment (Bassoe Analytics, 2019).  

 

Current global fleet status showing high figures in cold and warm stacked rigs count indicates that 

the market is far from the optimum performance levels. Moreover, spending in exploration in areas 

where floaters can operate is not expected to grow at high tempo as well. The floaters market is 

mainly driven by short term, spot work, and market analysts highlight the need for longer term 

contracts in order to observe material increase in both day and utilization rates. (Zernov, 2019)  
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3.4. Drilling contractors 

The offshore drilling industry has been through significant consolidation over the past three years, 

helping reduce fleet numbers and optimize operations, with recent examples including Transocean’s 

acquisition of Songa, and Borr Drilling’s purchase of Paragon Offshore (McKinsey & Company, 

2019). Figure below represents the main global market players in terms of the fleet size. Valaris 

stands in the first place owning 69 rigs followed by COSL (55 rigs), Seadrill (54rigs) and Transocean 

(50rigs.) As noted throughout Maersk drilling currently manages 21 drilling rigs.  

 

Looking to The Northern Sea, there are fewer players compared to other regions due to the specific 

environment conditions and strict environmental restrictions. Maersk Drilling is one of the top 3 

players in this region with 12 drilling units utilized.  Maersk Drilling has a leading position in harsh 

and ultra-harsh environment market subsegment (the main competitors are Valaris, Seadrill and 

Noble).   

From the financial perspective Maersk Drilling is one of very few drilling contractors who managed 

to reach positive EBIT in the last accounting period (2018).  

Name Sales TTM (mln. $) EBIT TTM (mln. $) Net Income TTM (mln. $) Market Cap -Consolidated (mln. $) 

Maersk Drilling 1390,72 968,16 836,96 3050,93 

Borr Drilling Limited 294,70 -266,60 -347,80 1083,24 

ODFJELL DRILLING LTD 835,51 149,30 53,01 938,73 

NOBLE CORPORATION PLC 1096,80 -761,09 -700,78 341,40 

DIAMOND OFFSHORE DRILLING, INC. 902,29 -264,42 -361,65 1050,61 

VALARIS PLC 2101,13 355,52 -201,01 1468,25 

SHELF DRILLING, LTD. 569,36 -43,69 -129,21 337,68 

AWILCO DRILLING PLC 43,42 -27,14 -29,74 102,20 

Subsea 4074,19 145,41 96,63 4012,56 

Table 3 Offshore drilling Contractors, key financials (31-12-2018) Source: Thomson Reuters  
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3.5. Geographical segmentation 

The offshore drilling market is divided into several key regions which are characterized by different 

factors. For this analysis it has been chosen to segment market into two different geographical 

segments: The North Sea and Other markets. As mentioned previously Maersk Drilling mainly 

operates in the North Sea and this region accounted for 59% of the revenues in 2018. The other part 

of revenues comes from regions such as West Africa, Asia and others.  

 

3.5.1. The North Sea 

The North Sea is the main geographical segment for Maersk Drilling as approximately 60% of the 

company’s revenue is generated in this region. Norway is the leading oil producer in this region 

supplying around 2% of the global oil at the moment and this number is about to increase with 

previously mentioned production start from Johan Sverdrup oil field. Exports of oil and gas account 

for 50% of the country’s total exports and are crucial for overall welfare system in the country 

(Norwegian Petrolium, 2019). For this reason, keeping the production levels and increasing it is a 

strategic goal of the Norwegian government. Country has been a global leader in optimizing CO2 

emissions in oil production and controversially enough is using alternative energy resources such as 

solar and wind power for oil extraction. The estimates show that at current production levels already 

discovered resources are capable of supplying oil until 2050. Most of the discovered resources lies 

under the North Sea waters and, as can be seen in the chart below, the production of these fields is 

under classification or is likely. Meanwhile, oil extraction from Barents Sea fields is likely but not 

yet clarified mainly due to higher 

breakeven oil prices and higher capex and 

opex required for the production from 

these fields. Rystad Energy estimated that 

producing one barrel of oil in Norway 

costs 35USD compared to 10USD in 

Saudi Arabia or Kuwait and oil price of at 

least 60USD per barrel in required in 

order to increase exploration and 

production levels in this region (Rystad 

Energy, 2019). The Norwegian Petroleum 

Directorate (NPD) estimates that 2/3 of 
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the country’s “undiscovered reserves” are lying under the Barents Sea, which is equivalent to 8,25 

billion and it is more that The North and Norwegian Seas taken together.  

 

The market analysts estimate that from now and the mid-2050s, approximately 5000 wells and 

10.000km of pipelines will have been decommissioned from the North Sea  (Stasey & Livsey, 2016). 

What is more, the discovery of previously mentioned Johan Sverdrup field could be taken as an 

example judging exploration success. The first wells were drilled more than 50 years ago back in 

1967 and only 2010-11 additional exploratory drilling efforts has proven the scale and size of this 

field that would alone provide 25 % of Norway’s oil exports and work for thousands of people at 

least until 2050’s (Equinor, 2019). This proves that even quite well explored areas might have a lot 

to offer and drilling in these areas might bring substantial outcomes. 

 

Taking all above mentioned into consideration the future outlook is very optimistic under the 

condition that oil price level will remain above 60USD per barrel and might bring a lot of growth 

opportunities to drilling contractors, including Maersk Drilling.  

 

3.5.2. Other territories 

Increasing oil demand and oil prices will drive the global drilling activity upward until 2023 when 

the offshore production level is expected to peak (DNV GL, 2017). In the recent years Middle East 

and Africa have witnessed significant growth in rig count and wells drilled. Technological 

development and increasing market viability have caused actively promoted offshore development in 

the new markets such as Trinidad & Tobago, Senegal, Gabon, Guyana or Egypt with reserves mainly 

laying in deep and ultra-deep waters. Consequently, new opportunities created for drilling contractors 

in these countries. (Mordor Intelligence, 2018).    

 

No one knows the levels of underlying resources in the Middle East & Africa as the exploratory 

drilling activity was relatively low over the last decade and that catalyses investors and governments 

to initiate new programs in discovering new offshore energy resources. The success rate over the last 

years is also relatively high and significant discoveries made in Angola, Kwanza Basin, Nigeria and 

other countries will lead to further exploration efforts (Mordor Intelligence, 2018). Therefore, 

upcoming E&P activities is expected to boost the number of offshore wells drilled in the coming 

years.  
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Previously seen floaters fleet overview indicates the increasing fleet sizes and high utilization in Far 

East region, including China, India, Malaysia and Korea, that these markets at least in the short-term 

horizon will experience higher drilling activity.  Consequently, creating opportunities for drilling 

contractors to utilize their fleets in this region. On the long term, increasing energy demand in this 

region will play a crucial role for offshore drilling growth. However, protectionist approach from the 

local governments might reduce the opportunities for international market players such as Maersk 

Drilling to enter the markets and perform drilling operations (McKinsey & Company, 2019).     

3.6. Risks 

There are few main industry specific risks to be considered by offshore drilling contractors and all of 

it might play a crucial role in a specific company’s performance. 

 

• Overcapacity – the recent market downturn has proven the importance of demand and supply 

balance in order to keep the efficient market conditions and secure the revenues for drilling 

contractors. Too many produced and supplied rigs during the booming period can put 

downward pressure on day rates and utilization as market conditions are volatile and 

significant changes may occur in the future. Even in times of high oil prices the industry might 

experience overcapacity in specific segments as a result of transitions between sources of 

energy production as well as political limitations and economic disturbances. The analysis 

shows that overcapacity risk is relatively low at the moment but as the history of the market 

shows it is always evident and important to be considered.      

 

• Oil Prices – as noted in the previous sections oil price is the central value driver of the offshore 

drilling contractors’ market. Oil & Gas companies would only be willing to invest in E&P 

only at specific oil price levels due to breakeven oil prices to specific projects and 

geographical areas. Consequently, creating a risk for lowering utilization and day rates 

subsequently. As disused previously the oil price historically has been proven very volatile 

and sensitive to a variety of factors. Taking this into account the fluctuating oil price level has 

to be constantly monitored be drilling contractors and downturn risk considered. The nearest 

future outlook shows that oil price is expected to remain volatile in short periods and relatively 

stable looking to wider timespan.  
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• An oil spill, safety breaches - safety records. History has shown that offshore oil wells are 

much more complicated and more challenging in terms of drilling than the onshore ones. 

Working under extremely high-pressure levels and having water as oil diluter, the mechanical 

malfunction can cause an ecological disaster and can be very costly to drilling companies. Oil 

spill in Mexico Gulf in 2010 had total costs of 1.4billion USD for Transocean.  Drilling 

contractors are constantly working on improving their security systems as well as countries 

do implement sticker requirements for drilling rigs limiting operations of older drilling rigs. 

However, the risk of potential damage to ecosystems is present and is carried by drilling 

contractors.   

 

•  

3.7. Summary of Industry analysis 

The following are the key outcomes and observations from industry analysis: 

 

• Oil price – in spite of underlying volatility over shorter periods of time, it is expected to grow 

steadily and stay above 60$ per barrel.  

 

• Energy demand - increasing and mainly driven by the Far East Region. The transition from 

fossil fuels to alternative energy sources is observed in US and Western Europe. Offshore oil 

production is active and relevant until 2050; however, the proportion of it in total global 

supply is declining as onshore oil production is increasing in US and Middle East.  

 

• Breakeven oil prices – decreasing due to technological development and effort to optimize 

operations.  

 

• E&P Spending – increasing as expected to increase due to stabilized macro environment and 

oil prices. OPEX and CAPEX optimization leads to higher E&P spending. 

 

• Jack-ups - optimistic outlook towards utilization and day rates in particular harsh and ultra-

harsh market segments driven by potential undersupply in the short term and healthy 

utilization in the long term. Harsh and Ultra-Harsh environment rigs utilization >90% and 

significant increase in day rates. Standard/premium jack-ups utilization >85% in the short 

term and >75% in the long term as day rates appreciate gradually.  



33 

 

 

• Floaters – relatively flattish development in utilization and day rates driven by oversupplied 

market and lagging scrapping activity as it negatively affects financials of drilling contractors.  

 

• Drilling contractors – consolidation in the market followed by M&A. A lot of companies 

showing negative results and specializing on specific market segment observed by the market 

players. 

 

• Geographical segments - optimistic and bullish outlook for the Northern region (The North 

and Barents Sea) as oil price stays above 60$ per barrel leading to increasing demand for 

harsh and ultra-harsh drilling rigs and subsequently high utilization and day rates. The other 

markets look optimistic as well, especially West Africa and Far East due to increasing E&P 

levels.  

 

• Risks – sensitivity to oil price, overcapacity and safety breaches are present and must be 

considered in assessing and forecasting the performance of the drilling contractors. 

.   
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4. Maersk Drilling A/S  

The following part of thesis aims to present Maersk Drilling A/S and as well as to analyse company’s 

historical performance and draw the key inputs for subsequent valuation process.  

 

4.1. Company overview 

Maersk Drilling was founded in 1972 as part of the A.P. Moller – Maersk Group. On 23 June 2016 

Maersk Group announced its new strategy – to concentrate on the core logistics business and divest 

its energy division. The selected divestment solution for Maersk Drilling A/S was a separate listing 

on the Nasdaq Copenhagen which took place on 04 April 2019 (officially listed as "The Drilling 

Company of 1972"). (Maersk Holding A/S, 2019) 

 

In its early days the company mainly focused in the Danish sector of the North Sea and has gradually 

expanded to other main offshore drilling regions including the North Sea waters governed by the UK, 

Norway and The Netherlands as well as international markets such as the Gulf of Mexico, West 

Africa, Australia and other areas. Maersk Drilling has established particularly strong position in the 

Norwegian ultra-harsh environment jack-up market which requires specialised knowledge and skills 

due to its challenging environmental conditions and regulatory requirements. In the broader North 

Sea harsh environment market segment, which accounts for almost 60% of the total Maersk Drilling 

revenue, the company is the market leader and holds an estimated market share of 27% (Maersk 

Drilling, 2018).       

 

In 2018 Maersk Drilling announced the new slogan ‘Smarter Drilling for Better Value’ which reflects 

its new strategic ambition to expand a presence in oil and gas upstream and remove complexity across 

the entire value chain by entering new services and business models in combination with the 

traditional drilling services. The first example was the company’s alliance with Aker BP and 

Haliburton which provided Maersk Drilling with a preferential right to provide jack-ups for Aker-BP 

in Norway by committing to focus on lowering the cost per barrel and increasing profitability through 

simplification of processes and increased collaboration efficiency across the various parties involved 

in the drilling campaign.  (Aker BP, 2018) 
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4.2. The Fleet  

4.2.1. Overview 

Maersk Drilling owns a fleet comprising 23 rigs – 15 jack-ups and 8 floaters as of November, 2019.  

 

Jack-up rigs 

(I) Eight ultra-harsh environment jack-ups which are certified with an Acknowledgement of 

Compliance (“AoC”) issued by the government which acknowledges that a specific rig is 

compliant with mandatory regulations and laws required for rigs operating in Norwegian waters. 

Four of them were built in 2014-2016, three between 2003 and 2009 and one in 1993. In addition, 

six out of eight ultra-harsh environment jack-ups are of the market leading CJ70 design.  

(II) Four harsh environment jack-up rigs which are typically chartered for drilling wells in the southern 

part of the North Sea.   

(III) Two premium jack-ups which were delivered in 2006/2007 and are designed for shallow waters 

up to 375 feet. One of the rigs is cold stacked in Singapore. Unlike other Maersk Drilling jack-ups 

which are designed for the operations in the North Sea, Completer and Convincer are suited for 

international waters, particularly to the Middle East, West Africa and South-East Asia. On 18 

December 2019 the company released the public statement regarding the sale of the cold-stacked 

Maersk Completer to Shelf Drilling Ltd for USD 38m in all cash transaction with expected 

delivery date in January 2020. The sale results in a pre-tax accounting loss of USD 34m. (Maersk 

Drilling, 2019) 

(IV) One accommodation rig – Maersk Guardian is on the contract until Nov 2021 in the Danish part 

of the North Sea and has its drilling equipment removed.  

 

Floaters 

(I) Four ultra-deepwater drillships were delivered in 2014-2015 by Samsung. The high-spec 7G 

drillships are considered to be among the best equipped drillships globally. They can drill wells 

up to 40,000 feet in waters as deep as 12,000 feet. Due to their mobility they are suited for various 

regions with calm water including West Africa, South East Asia, Gulf of Mexico and the Middle 

East.   

(II) Four semi-submersible rigs with three of them – Deliverer, Discover and Developer – DSS-21 

model, dynamically positioned semi-submersibles delivered in 2009-2010 which can drill in water 

depths up to 10,000 feet. In addition, one semi-submersible – Maersk Explorer – is landlocked in 

the Caspian Sea with no capability to transfer into other markets. It is on contract with BP until 

April 2021.  
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4.2.2. Stacking strategy 

The stacking strategy has an impact on the value of the fleet, as cold-stacked rigs require prohibitive 

reactivation costs and therefore discount the value of such rigs. The same applies to warm-stacked rigs but at 

a much smaller extent due to shorter reactivation time. (Maersk Drilling, 2018) Since the beginning of the 

downturn in the end of 2014, industry players have chosen different stacking strategies which impacted their 

competitiveness due to eventually higher reactivation costs for cold-stacked rigs than initially expected. On 

the other hand, it is less costly to keep a rig cold-stacked than warm-stacked counterpart. Therefore, the 

stacking strategy is based on the function of time the rig is expected to be out of contract.  

 

Maersk Drilling has taken an approach to cold-stack floaters expected to be idle above four years versus 2.5 

years for jack-ups. Hence, if a jack-up rig is not expected to contract for more than 2.5 years, the company 

cold-stacks the rig but if the idle period is shorter – the rig is warm-stacked. Following the strategy, during the 

downturn Maersk Drilling kept most of its non-operating rigs warm-stacked which allowed the company to 

bring back the rigs to work on a short notice when the market started recovering. As of December 2019, Maersk 

Drilling has two jack-ups stacked – one cold-stacked and one-warm-stacked ready for employment.  

 

The company estimates that daily OPEX of a cold-stacked jack-up rig is around USD 5 thousand versus USD 

10-20 thousand of a same warm-stacked rig. However, deactivation costs to cold-stack a jack-up averages 

between USD 3-5 million and takes around two months compared to USD 1 million and one month to warm-

stack a jack-up. Reactivation costs and time differ from USD 10 million and 3-6 months for a cold-stacked 

jack-up to USD 3-4 million and 6-10 weeks for the warm-stacked counterpart. In addition, reactivation of a 

cold-stacked rig involves high risk. Figure 20 depicts the breakeven costs and time (including days for re/de-

activation) when cold-stacking would be opted versus warm-stacking for jack-ups (1) and floaters (2).  

 

 

Figure 20 Stacking strategy 

Source: Maersk Drilling, 2018 
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4.2.3. 5-year surveys 

An industry-specific concept which is 

important in estimation of future capital 

expenditure and revenue is 5-year surveys 

called a special periodic survey (SPS).(DNB 

Markets, 2019) Rigs are required to complete 

SPS every five years in order to be certified as 

operational by a classing agency. The average 

cost of an SPS is USD 40-60 million for 

floaters and USD15-20 million for jack-ups which accounts for most of total CAPEX. Typically, yard 

stay costs are at the lower end for newly built rigs. In 2019 Maersk Drilling estimates its capital 

expenditure to reach USD 300 million which includes (7-10) SPS. In valuation performed in section 

6, it is assumed that every fifth year each rig is set to complete an SPS. Historical and forecasted yard 

stays are shown in Figure 21.  

 

4.3. Strategic Analysis 

 

4.3.1. Performance by asset class 

As discussed in the industry section floaters 

and jack-up rigs segments have faced different 

pace of recovery with jack-ups picking up 

significantly faster than floaters. Maersk 

Drilling case is not an exemption. As shown in 

the figure 22 revenues within floater segment 

more than halved in 2017 compared to 2016 

and have continued decreasing the years after. 

Meanwhile, jack-ups segment witnessed more 

robust performance thanks to dominant Maersk Drilling’s position in the North Sea market and higher 

utilization rates.   
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Average day rate 

The average day rates have been 

decreasing since 2016 within both 

segments negatively affected by roll-off of 

long-term contracts and oversupply in the 

market. The average floater day rate 

dropped almost threefold from USD 564k 

in 2016 to USD 239k in 2019H1. 

Meanwhile, jack-ups’ day rates were less 

dynamic mainly due to the longer duration 

of the contracts. The fluctuation can be 

well explained by looking to overall market performance over this period of time.  

 

As the industry analysis has revealed the day rates are expectedly have reached the bottom levels and 

shows signs of recovery. Bassoe analytics data shows that Maersk Drilling has recently signed 

contracts averaging 291.000 USD per day for CJ70 type rigs (Mærsk Interpector,Maersk Integrator 

& Maersk Intrepid). Meanwhile other type of jack-up rigs CJ50 (Maersk Resilient, Mearesk Reolve, 

Maersk Resolute) fixed lower average day rates (102.000 USD). The floater segment has also shown 

signs of recovery with day rates averaging at 191.000USD for semisubmersibles (Maersk Developer, 

Maersk Discoverer) and at 194.000USD for drillships (Maersk Voyager, Maersk Vailant & Maersk 

Viking) respectively. (Bassoe Analytics, 2019). The recent contract fixtures draw a positive outlook 

for future development of the day rates. Moreover, the day rate tendency to be higher among some 

specific customers such as Equinor and Aker BP is observed. Well-developed partnership and proven 

record of safe and efficient operations allow Maersk Drilling to experience higher dayrates as partner 

companies a willing to pay premium price for the operations. As mentioned in the industry analysis 

the drilling contractors’ market is becoming more and more specialized in terms of operations and in 

frequent cases the fixture rates are not only based on the external market environment factors but 

rather on mutual agreement between companies.  
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Utilization 

Another key element in assessing the performance of Maersk Drilling is utilization rate. Previously 

performed industry analysis has showed the direct correlation between utilization and day rates.  The 

figures bellow present historical development of both Jack-ups Floaters fleet utilization rates.   

 

As it can be observed both segments have experienced significant decline over the past 3 years in 

utilization and have bottomed in 2017. Jack-up rigs fleet proves to be faster in recovery than the 

floaters one and current utilization rate has already reached pre-decline level (83%) The utilization 

rate in floaters segment tend to follow the industry trends and remains relatively flattish and fluctuates 

at 70% level.  

Faster recovery of the jack-ups utilization is mainly driven by increasing confidence in the market 

due relatively stabilized oil prices and more offshore fields reaching breakeven levels in particular 

regions where jack-up rigs required for drilling operations such as The North and Barents seas.  The 

industry analysis identified potential market undersupply in harsh and ultra-harsh environment rigs. 

For this reason, it can be assumed that utilization of Maersk Drilling jack – up rigs will drive up in 

the nearest future reaching >90% level already over the next two years.  

The floaters utilization is also expected to recover and steadily climb up in the nearest future. In 

contrast to jack-ups, there are relatively high number of floaters that are currently stacked, that could 

offset the increasing demand for this type of rigs. The Far East and West Africa regions are showing 

the increasing levels of E&P that will drive demand consequently driving the utilization rates for 
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floaters up. However, due to current fleet status the thriving utilization will not cause the day rates to 

appreciate significantly. 

Taking all above mentioned into account the following generalized forecasting assumptions for future 

utilization and day rates can be drawn: 

• Jack-ups- Both, utilization and day rates are expected to appreciate in the nearest future. 1-3 

years. The upside potential of harsh and ultra-harsh environment rigs fixtures is 95-100% , 

while utilization levelling at 80 - 85% on average over the forecasted period. The segment is 

expected to enter steady growth by 2022 and continue growing by (0,5 – 1%) in the long term 

 

• Floaters Fixture rates will remain relatively stable fluctuating in 95.000 – 120.000 USD on 

average. Utilization rate is likely to appreciate in the nearest future and assumption of average 

utilization rate levelling at 80% seems to be relatively objective for the upcoming 3-5 years. 

Maersk Drilling floaters utilization is expected to follow the industry trends in the long-time 

horizon. (1% growth p.a.). 

 

However, using generalized fleet assumptions for assessing future performance of the company is 

rather subjective approach. For this reason, the further valuation assumptions must be made 

considering the properties of the particular drilling rig type. The valuation section of the thesis will 

provide further argumentation for assumptions to be made and used in subsequent valuation process 

of Maersk Drilling A/S 

Financial uptime 

Financial uptime is an important measure in assessing the overall health of the company’s operations. 

It provides an information about the effectives of the services provided and in case of Maersk drilling 

is estimated as a percentage of hours that can be invoiced for the rig use by the customer as a 

percentage of total hours in period. (Maersk Drilling, 2018). This estimate crucial for the company 

as it creates a substantial competitive advantage for by proving the E&P companies with operational 

efficiency measures. Consequently, creating an opportunity for the company to be in front of the other 

competitors in obtaining the drilling contracts. Financial uptime played a fundamental role in creating 

long lasting partnerships and alliances with different oil and gas companies such as Aker BP and 

Equinor. (Maersk Drilling, 2018) . 
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Figure 26 reveals that there were minor fluctuations 

over the past 3 years in financial uptime estimate. 

However, even a little change in the measure has a 

significant impact on the revenues and other 

profitability measures subsequently. The management 

of the company underlines the importance of keeping 

the financial uptime as one of company’s key strategic 

goals. (Maersk Drilling, 2018). For this reason, the 

assumption of high level of financial uptime for the 

future periods is fairly objective. 

 

Contract coverage and backlog 

Contract coverage and backlog a very good revenue 

visibility and company’s flexibility to capture the market uptrend. Contract coverage is expressed as 

percentage of contracted days over a specific period, while revenue backlog is calculated by multiplying 

contracted day rate by the contract period, excluding any optional extension periods. (Maersk Drilling, 2018).  

 

The charts bellow presents contract coverage and revenue backlog based on the latest available information 

extracted from the company’s financial reports, which is dated as of 27 November, 2019. It might be observed 

that almost 80% of the revenue for 2019 has already been secured by contracts. Moreover, the company has 

already signed agreements for 2020 covering and securing revenue equal to 836mln USD, leaving only 40% 

availability for jack-ups and 50% for the floaters. The total value of the backlog is equal to 2.1billion USD and 

it should be treated as positive indicator by the investors as future revenue uncertainty is reduced. On the other 

hand, forward contracts and revenue backlog limits company’s opportunities to take an advantage of 

recovering market conditions. Therefore, the balance has to be kept in order to have flexibility to capture 

increasing day rates.  
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Looking to the average day rates of the backlogged 

contracts of Maersk Drilling, the increase in both 

floaters and Jack-Ups segment can be observed for 

2020 and 2021. Moreover, looking to the estimates 

from the industry analysis might be concluded that 

the company has higher day rates than the average 

market day rates. This can be quite well argued by 

previously discussed financial uptime.  

All in all, the current positioning of Maersk Drilling in terms of forward contracts, revenue backlog 

and average backlog day rate seems to be fairly balanced. The company has secured fairly high 

revenues while keeping the exposure to the market opportunities.  

4.3.2. Regional exposure 

Maersk Drilling’s key market is the North Sea where 

the company has over 45 years of experience, while 

its jack-ups account for 14% of total harsh-

environment jack-up rigs in the region (excluding 

Norway) and 50% of total units which are certified to 

operate in Norway. Revenue generated in the North 

Sea market accounts for around 59%.  As industry 

analysis identified the market is characterised by high 

day rates but also higher break-even prices. The long-

term perspective is also promising for the region, as 

mentioned the estimates shows that two thirds of 

Norway’s undiscovered oil resources are buried under 

the Barents Sea. Considering, the current Maersk Drilling presence in the region, the fleet that it is 

suitable to operate in harsh environment and well-developed partnerships it can be assumed that the 

company will be a very strong player in utilizing the upcoming market opportunities in this region.   

 

Africa and mostly the West region including such oil-rich countries as Angola and Ghana is an 

important market for the company’s floaters segment. The region is subject to high country-specific 

risk and various legislative requirements which make it challenging to secure the contracts despite 
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extensive potential oil fields. As per June 2019 Africa region accounted for 26% of total Maersk 

Drilling revenues. (Maersk Drilling, 2018)  

 

Southeast Asia region is defined as fast growing and E&P spending in this region is increasing faster 

that in the other areas. As per December 2019, Maersk Drilling has or soon will deploy its four rigs 

in Brunei, Myanmar and Australia. It also has one premium jack-up cold-stacked in Singapore. The 

region is estimated to account for around 5% of the total company’s revenue in 2019. 

 

The US Gulf of Mexico is the fourth biggest market of Maersk Drilling where it has secured contracts 

for two of the floaters in 2019 and 2020. The region is expected to remain active and grow steadily 

in E&P and similarly to the other geographies mainly focusing on deep and salt water explorations 

and development. The opportunities are underlying for the floaters fleet as drillships and semis owed 

by the company at the moment are capable to perform operations aligning with the regional 

specifications and needs. 

 

4.3.3. Key customers 

In terms of revenue, Aker BP and Total are the 

biggest Maersk Drilling clients, accounting for 24% 

and 20% of total revenue, respectively. Other big 

customers include BP (15%), ENI (12%) and 

Equinor (10%). All combined, the top five players 

generate over 80% of Maersk Drilling revenue (see 

Figure 31). 

 

It can be fairly well explained by the nature of the oil 

& gas industry in general, and relatively consolidated 

market. Moreover, long lasting cooperation and 

alliances between the companies can be also used as an argument. Under perfect market conditions 

it might be claimed that little number of the customers increases the bargaining power of buyers and 

consequently reduces the managerial decision-making flexibility. However, the offshore drilling 

industry is quite specific in a sense that narrow client portfolio is common for many market players 

and even appreciated as creating an additional value for the company by reducing the revenue 
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volatility. On the other hand, the weight and importance of the single client to the entire entity’s 

performance is crucial in case of Maersk Drilling. The key clients going concern would have a 

significant impact on the equity value and returns for the shareholders.  

   

The revenue backlog breakdown for the end of 2018 

shows that previously mentioned customers are 

retained and patentially proportion in the entire 

revenue stream from specific clients might increase. 

Aker BP accounts for 31 % of the backloged revenues 

and that can be explained by close partnership with 

this company in the North Sea region. Cooperation 

with total, BP and Repsol opens the wordwide waters 

for Maersk Drilling as these companies plays a 

significant role at the global scale.  

  

As not thorough offshore drilling contractors’ market is one key elements in the upstream of the oil 

& gas value chain and the intercorrelation between down and up streams is evident. For this reason, 

it is essentiality important for Maersk Drilling to retain existing clients and build new partnerships in 

order to secure the financial health of the company and create shareholders value.  

 

Previouly note cooperation, alliances and partnership 

can well proven by considering the sources of the 

drilling contracts. Almost half of the Maersk Drilling 

contracts over the period presented in the chart are 

defined as direct sourcing countracts, meaning 

directly negiotianed by two parties. Meanwhile, 

tender contracts accounted for 32 % of the total 

contracts signed over the period.  

 

Taking all above noted in to account, it can be 

assumed that Maersk Drilling will remain highly dependend on the E&P spending of its’ core 

customers and company’s revenue will be mainly driven by directly negioted contracts in the future.  
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4.4. Financial Analysis 

This section discusses the historical financial ratios which will be applied later in the valuation part 

to build the key valuation and forecasting assumptions. 

 

4.4.1. Reformulation of financial statements  

Following adjustments were made in the financial statements in order to create analytical balance 

sheet, profit & loss statement and cashflow statement and subsequently obtain required inputs for 

further valuation methodology. 

 

• Sales were split by region and asset class. 

• Cost of sales are not separated in MD financial statements. 

• Impairment and special items brought down after NOPAT 

• Eliminate tax shields from financial expenses net and impairment 

• Sale of Maersk Completer  

 

4.4.2. Profitability 

The profitability analysis is performed by 

estimating the historical ratios on the 

reclassified financial statements. The figure 

34 shows the development of Maersk 

Drilling’s revenue and EBITDA which have 

been steadily decreasing over the analysed 

period which is associated to the sluggish 

market environment caused by the plunge in 

global oil prices. High elasticity of demand 

makes earning of offshore drilling contractors 

highly vulnerable to cyclicality in E&P 

spending. Over the historical period Maersk Drilling has benefited from long-term legacy contracts 

signed under high day rates before the tumble in oil price, primarily within harsh-environment jack-

up segment. However, the long-term contracts have started to roll-off which have negatively impacted 

its financials with the latest year’s figures becoming more aligned with the current market condition. 

Meanwhile, a peak in EBITDA margin in 2016 is related to the collected termination fees from oil 
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operators who were forced to terminate the contracts as the oil prices dropped significantly below the 

break-even prices. The margins are projected to start recovering over the forecasted period driven by 

increasing utilization rates and rebounding day rates, notably within ultra-harsh jack-up rigs segment.  

 

Prior separate listing Maersk Drilling had negative net debt, as liquidity was managed through inter-

company loans with the parent company. Therefore, DuPont would not add explanatory value on the 

analysis.  Meanwhile, the dynamics of ROE can be explained by major impairment gains/losses 

recognized in 2016-2018. Return on capital employed (ROCE) and return on invested capital (ROIC) 

which exclude the impact of impairments produce more accurate and robust view on the firm’s 

efficiency of using investors’ funds.  

 

Profitability 2016 2017 2018 2019H1 Average 

EBITDA margin % 60.12% 47.46% 42.76% 37.08% 46.86% 
NOPAT margin % 26.89% 11.65% 11.35% 5.13% 13.76% 
ROCE (EBIT/Capital employed) 7.32% 2.54% 3.65% N/A 4.51% 
RNOA/ROIC (NOPAT/NOA) 8.89% 3.20% 3.49% N/A 5.19% 
ROE (Net profit/Common equity) -7.30% -18.01% 16.52% N/A -2.93% 

Table 4 Maersk Drilling. Profitability Ration. Source; own composition based on (Maersk Drilling, 2019) 

 

Over 2014-2017 the company focused on cost-saving programmes which have allowed to decrease 

annual operating costs by 31% from USD 993 million in 2014 to USD 690 million in 2017. The 

management claims that USD 200 million of the reduced cost is sustainable cost-cutting achieved by 

optimized activities such as smarter allocation of crew which enabled to cut crew numbers by 25%. 

In the annual report the company states that there is further potential in cost-cutting through 

standardisation and automation. However, the operating costs rose in 2018 which is associated with 

recovering market and increased market activity. The trend is expected to continue over the forecast 

period as utilization rates start rebounding and while there is still space for sustainable cost-cutting, 

the operating costs are set to go up along with increased activity.  
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Sales, general and administrative (SG&A) 

costs followed a similar reduction path; 

however, in 2018 SG&A recorded an increase 

which is associated with new group functions 

related to listing and separation from the parent 

company. In Q3 Trading Statement Maersk 

Drilling noted that SG&A costs are expected to 

reach around USD 100 million due to new hires 

related to the separate listing and 

organizational restructuration.   

 

Maersk Drilling provides the average daily 

operating expenses breakdown per rig segment 

(see figure 36) in 2014 and 2018. While a part 

of reduction can be explained by fewer 

contracted days within all segments, particularly 

in floaters segment, the cost optimization has 

also played a significant role. The figure 37 

shows the average opex breakdown per rig in 

2018, where crewing cost and repair and 

maintenance account for 60% and 27% of total 

rig operating expenses, respectively.  
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4.5. Peer Group Analysis 

The following section will present the key comparable figures of peer companies which are necessary 

to assess Maersk Drilling’s relative performance among relevant competitors from offshore drilling 

market.  

 

4.5.1. Leverage 

Maersk Drilling stands out from its peers with 

its low leverage (see figure 39). In fact, most 

of the offshore drilling players have high debt 

levels with the average net debt/equity 

standing at 0.86 in 2019 (excluding Seadrill 

with 8.22 D/E). Over the market upturn, many 

offshore drillers started adding unsustainable 

debt amounts, paying dividends and entering 

newbuild programmes. (DNB Markets, 

2019). Following the decrease in oil price 

multiple companies, including Ocean Rig, Pacific Drilling, Vantage Drilling, Paragon Offshore and 

Seadrill became insolvent. Those which have managed to avoid bankruptcy have very high leverage 

(i.e. Seadrill) and therefore are highly dependent on rapid market recovery.  

 

Maersk Drilling also has the best among peers 

net debt/EBITDA ratio, which represents the 

company’s strong liquidity (see graph). Low 

financial gearing gives the company 

flexibility to both provide shareholders return 

and grow. Thus, the company is able to 

capture market opportunities better than the 

peers. The management highlights the 

importance of the low gearing, thus 

assumption of the company keeping the 

current levels of financial gearing in the future 

can be made.  

Figure 39 EV breakdown in market cap and net debt, 2019e, 
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4.5.2. Key Ratios 

The table below summarises the key financial ratios of Maersk Drilling and compares it with the averages of 

the peer group companies.  

 

It is evident that the company outperforms the in all essential profitability measures. First of all, there are very 

few drilling contractors in the market that accounts positive net margin Maersk Drilling is one of them with 

60,18% leaving the other peers far behind. Secondly, ROE indicates that the company was able to generate  

significant return on its equity, while other 

companies have accounted negative ratios. 

ROA and ROIC ratios also indicate a better 

than the market performance and that 

healthy returns are generated on assets and 

invested capital.   

 

4.6. Connecting analysis. SWOT 

The following summarises the key findings and provides inputs for further valuation of the 

company 

 

Strengths 

• Modern and advanced fleet 

 

• Strong market position in harsh and ultra-

harsh segments 

  

• Healthy financials fundamentals 

 

• Efficient and safe operations 

 

• Strong partnership and alliances 

 

• Experience and extensive knowledge 

 

Weaknesses 

• Impairment losses 

 

• Currently low floaters fleet utilization 

 

• Revenue diversification and regional 

dependency 

 

 

Opportunities 

• Expansion in specific market segments 

(harsh and ultra-environment)  

 

• Global and regional grow opportunities 

through strong partnership 

Threats 

• Oil Prices 

 

• Transitional market 

 

• Oil spills 

 

• Energy Demand 

 

• Political restrictions  

 

• Depreciating day and utilization rates 

Ratio Maersk Drilling Peer Group Average 

Net margin 60,18% -25,26% 

EPS 20,09 0,76 

ROA 14,11% (0,44%) 

ROE 15,86% (5,15%) 

ROIC 15,04% 2,99% 

Table 5 Key financials. Peer Group. Source: (Thomson One, 2019) 
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5. Valuation 

This section presents the valuation of Maersk Drilling A/S using a DCF method first and expanding 

it later with a real option approach.   

  

5.1. DCF 

5.1.1. Forecasting 

The first step in the DCF valuation is choosing the forecast period. In the case of Maersk Drilling it 

has been decided to project the cash flows for the next five years. The scholars suggest that a five-

year period is a reasonable guess for the slow to medium growth companies with strong competitive 

position, high barriers to entry and/or regulatory advantages – the characteristics which neatly define 

Maersk Drilling’s current business position.  

 

The DCF analysis is based on the projected cash flows which estimation involves multiple drivers. 

In the following subsections the key estimates which shape the performance of offshore drilling 

contractors and Maersk Drilling in particular, are discussed.   

 

5.1.1.1. Revenue 

The revenue forecasting model is built on the existing contract backlog in combination with future 

projections on rigs utilization and development of day rates. The forecasts include the latest news 

regarding the sale of Maersk Completer which positively affects the projected average utilization 

rates but do not have any material impact on total revenues. In addition, the valuation is built under 

assumption that no new rigs will be acquired over the projected period.  

 

Under the traditional day rate model revenue of offshore drilling contractors are calculated with the 

formula: 

 

REVENUE = AVG DAY RATE x TOT AVAILABLE DAYS x AVG UTILIZATION RATE x 

FINANCIAL UPTIME 

 

The latest fleet report on Maersk Drilling’s 22 rigs contract backlog and availability is the primary 

source used to calculate utilization rates, total available days and day rates. Meanwhile, industry 

average rates for respective rig types and ages discussed in section 3 have been applied to estimate 
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the parameters for rigs after the end of the current contracts as well as for rigs which are available as 

per 27 November 2019 (See Appendix 9). Moreover, the historical average ratios of financial uptime 

and available days have been used throughout the forecast period.   

 

 

Table 6 Revenue forecasting Rigs. Source own composition 

 

5.1.1.2. Capex 

Maersk Drilling operates in an asset-heavy industry which requires constant capital expenditure on 

maintenance of its rigs. Historically the company’s capex included acquisitions of new rigs along 

with maintenance costs. As of December 2019, no newbuilds have been ordered by Maersk Drilling, 

therefore, the projected capex includes only future costs on special periodic surveys (SPS). In the 

released Q3 trading statement the 

management reported the 

estimated USD 300 million capex 

for 2019 to cover the costs of SPS 

for nine rigs in 2019 and two rigs 

in early 2020. For the years going 

further the average SPS cost per 

specific rig type and the number 

of projected SPS are used to 

calculate capex costs. The figure 

41 presents historical and 

estimated future capex.  

Jack-up rigs 2016 2017 2018 2019H1 2019e 2020e 2021e 2022e 2023e

Available days 4,974           5,540        5,779        2,703       5,463      5,040      5,040      5,040      5,040      

Contractated days 4,072           3,929        4,216        2,222       4,536      4,278      4,417      4,421      4,421      

Utilization 82% 71% 73% 82% 83% 85% 88% 88% 88%

Average day rate (USDk) 249 227 213 182 177 175 233 245 252

Financial uptime 99.2% 97.8% 99.2% 99.8% 99.6% 99.0% 99.0% 99.0% 99.0%

Revenue (USDm) 1,006 872 891 404 800 741 1,019 1,072 1,103

Floaters 2016 2017 2018 2019H1 2019e 2020e 2021e 2022e 2023e

Available days 2,920           2,920        2,916        1,397       2,847      2,920      2,920      2,920      2,920      

Contractated days 2,246           1,624        1,808        957          1,746      2,186      2,201      2,164      2,040      

Utilization 77% 56% 62% 69% 61% 75% 75% 74% 70%

Average day rate (USDk) 564 333 293 230 216 240 255 280 292

Financial uptime 99.5% 99.5% 99.8% 98.6% 97.2% 99.4% 99.4% 99.4% 99.4%

Revenue (USDm) 1,260 538 529 217 367 522 558 602 592
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5.1.1.3. Debt 

Following the spin-off from AP Moller-Maersk, Maersk Drilling secured a USD1.15 billion term 

loan from a consortium of international banks along with a revolving facility of USD400 million 

(currently undrawn). In addition, Maersk Drilling has a USD350 million term loan issued by Danish 

Ship Finance which is fully drawn. At 30 June 2019, Maersk Drilling had gross debt of USD1.5 

billion and cash of USD0.4 billion leading to a net debt of USD1.1 billion. The company reported the 

average interest rate of 5.2% on the outstanding debt for 2019. The Figure 42 presents the aggregate 

debt amortization profile, where the 

five-year USD1.15 billion load 

amortises USD26.5 million per quarter 

from Q2 2019. The loan is due in 2023 

with a residual amount paid as a 

balloon payment. USD350 million 

loan from Danish Ship Finance 

amortises USD6 million per quarter 

from Q2 2019 with the residual 

amount due in 2025. Debt 

amortization schedule is reflected in 

the forecasted balance sheet.  

 

 

 
5.1.2. Parameters  

The lender and the shareholder alike require a minimum return on their investment. The weighted 

average cost of capital (WACC) is referred as the company’s cost of capital because it shows the rate 

which a firm is expected to pay to its all stakeholders. WACC is used to discount the projected free 

cash flows and is calculated with the formula:  

𝑊𝐴𝐶𝐶 =
𝐸

𝐸 + 𝐷
∗ 𝑅𝑒 +

𝐷

𝐸 + 𝐷
∗ 𝑅𝑑 ∗ (1 − 𝑡𝐶) 
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5.1.2.1. Capital structure  

In the annual report Maersk Drilling states that it will continue to follow a conservative capital 

structure maintaining low leverage compared to its peers (Maersk Drilling, 2018). As discussed in 

Section 5.4, Maersk Drilling stands out from other offshore drilling contractors due to its strong 

balance sheet and low net debt to equity ratio, therefore estimates from the peer analysis cannot be 

applied to determine the target capital structure and should be used for comparison purposes only.  

 

It is important to note that WACC calculation is based on market values of debt and equity. (Koller, 

Geodhart, & Wessels, 2015) However, based on the current debt terms, the firm’s quarterly debt 

amortization, which can be viewed as coupon payments, is almost equal to interest payments on 

outstanding debt and therefore, the current book value of debt should not be significantly different 

from its market value. Based on the market capitalization as per 27 November 2019, the release date 

of Q3 trading report, and net debt of USD 1.1 billion, Maersk Drilling had a leverage of 0.43 which 

is forecasted to decrease over the projected period due to generation of free cash flows which are 

expected to be partially used to repay the debt in relation to debt amortization agreements and 

eventually reach the target D/E ratio of 0.3. The assumption is based on the information from the 

listing document where the company stated its three capital allocation priorities: 1) maintain a solid 

capital structure, 2) search for growth opportunities, primary through M&A and 3) return capital to 

shareholders.  

 

5.1.2.2. Cost of equity 

CAPM 

To estimate cost of equity (𝑅𝑖) this thesis will rely on the Capital Asset Pricing Model (CAPM) which 

describes the relationship between the expected return on stock and systematic risk. The CAPM is a 

one factor model, where the cost of capital is a function of the company’s covariance expressed as 

beta (𝛽𝑖) with all the market, also defined as a market portfolio. CAPM implies that investors by 

holding large enough portfolio of stocks can diversify away firm-specific unsystematic risk and 

therefore should be rewarded only for additional systematic risk and time value of money. The below 

formula is also defined as the security market line (SML) which presents the equilibrium between the 

risk premium of the market portfolio and the risk premium of the firm.  

 

𝐸(𝑅𝑒) = 𝑅𝑓 + 𝛽𝑒 ∗ (𝐸(𝑅𝑚) − 𝑅𝑓) 
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The Risk-Free Rate - 𝑹𝒇 

The risk-free rate, which in the CAPM accounts for time value of money, is a theoretical rate which 

reflects the minimum return investor requests from an absolute risk-free investment. In practise, the 

risk-free rate is determined using the zero-coupon rate on default risk-free government bonds. (Koller, 

Geodhart, & Wessels, 2015) 

 

The literature suggests that the currency of the bond and the cash flows of the valued firm’s stock 

should be the same to account for inflation. (Koller, Geodhart, & Wessels, 2015). USD is the 

dominant currency in oil and gas industry where most of the contracts are quoted in US dollar. Maersk 

Drilling cash flows are also estimated in USD and therefore an US treasury bond rate should be used 

as a proxy for a risk-free rate. A 10-year zero-coupon bond which on November 27, 2019 traded at 

1.767% has been chosen as a proxy for a risk-free rate to be applied in this stock valuation model. As 

per valuation date the bond had Aaa Moodys rating. It can be argued that a 30-year treasury note 

better matches the cash flows of the underlying; however, the longer-term bond yields are affected 

by illiquidity and therefore a 10-year counterpart is preferred.   

 

Market Risk Premium - 𝑬(𝑹𝒎) − 𝑹𝒇 

The market risk premium is the average return that investors demand over the risk-free rate as a 

compensation for the volatility of the market portfolio. In the real world, leading stock indices are 

used as a proxy for market portfolio, while government bonds are approximated for the risk-free rate. 

Therefore, marker risk premium is subject to changes over time. In 2019 industry experts suggest 

using the market premium of 5.75% considering the low interest rates observable in the market with 

the given implied equity returns. (KPMG, 2019). The estimate is close to the Damodaran’s measure 

of Danish market risk premium of 5.96% (Damodaran Online, 2019). For this valuation, we will use 

the market risk premium of 5.75%.  

 

Equity Beta -  𝜷𝒆 

A firm’s beta is a measure of systematic risk or volatility of the security compared to the overall 

market. The entire market is assumed to carry the volatility or beta of 1, while 0 beta indicates the 

risk-free investments. In practise, the beta is estimated by running a regression on the firm’s historical 

share price (explanatory variable) against the selected index which is used as a proxy for the entire 
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market, where the slope of the explanatory variable corresponds to the beta of the stock. However, 

Maersk Drilling had its separate listing on the Nasdaq Copenhagen on the 4 April 2019 and has less 

than one year of historical data which is not enough to perform an accurate regression.  

 

Alternatively, the peer analysis is applied by examining the levered betas of the comparable 

companies and using their leverage ratios to obtain the average unlevered beta for the offshore drilling 

contractors. The table 5 presents the equity betas along with D/E ratios of the comparable industry 

players. To remove the financial effects of the leverage and arrive to the unlevered betas, the 

following formula is applied:  

 

Through delivering the average unlevered beta of 0.99 is obtained which is in line with the estimates 

reported by Damodaran Online which reports the average unlevered beta for oil upstream players of 

1.03. Close to 1 beta corresponds to the stock’s high sensitivity to market movements, which offshore 

drilling contractors are exposed to due to high elasticity of the drilling demand and rather inelastic 

supply. In the market downturn, oil & gas operators tend to reduce their E&P spending which sends 

the drilling companies to recession. Based on the insights, the unlevered beta of 1.03 has been plugged 

into the formula above to arrive to Maersk Drilling levered beta of 1.27. 

 

Maersk Drilling stands out from peers with its low financial leverage which is also captured by its 

lower-than- average equity beta.   

 

Cost of Equity - 𝑹𝒆 

The cost of equity now can be calculated:  

𝑅𝑒 = 1.77% + 1.27 ∗ 5.75% = 9.08% 

5.1.2.3. Cost of debt 

Modigliani and Miller (1958) in their pioneering paper about the corporate capital structure argues 

that in the perfect markets the cost of debt should be equal to risk-free rate. Nevertheless, in the 

financial markets the cost of debt is affected by multiple factors such as default risk, tax rates and 

regulatory environment including monetary policy. In this thesis, the interest rate on the book value 
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of debt is used as a proxy for net borrowing cost. The proxy assumes that the capital structure will 

remain stable and interest rates remain unchanged. However, over the projected period Maersk 

Drilling is expected to reduce its leverage due to its outstanding debt amortization partially offset by 

expected drawing of the revolving facility of USD400 million. In 2023, the firm is anticipated to seek 

for debt refinancing in relation to the full repayment of its USD1.15 billion debt. In the longer horizon, 

Maersk Drilling should revert to its target D/E ratio of 0.3, as ageing fleet will require more capital 

spending along with expected M&A transactions and orders of newbuilds.  

 

As per 2019, the outstanding debt had the interest payments composing of Libor plus undisclosed 

margin resulting to the financial expenses of 5.2% on the total outstanding debt of UDS1.5 billion. 

Maersk Drilling does not intend to issue bonds and in the annual report expressed its preference 

towards conservative debt instruments. Therefore, the cost of debt is expected to remain stable 

considering economic uncertainty of the global markets and the United Kingdom in particular with 

little prospects for Libor and overall lending rates to increase in the forecast period. Hence, the cost 

of debt of 5.2% is maintained in the valuation model.   

 
5.1.2.4. WACC 

Having all the inputs derived, the WACC can be estimated: 

 

𝑊𝐴𝐶𝐶 = 0.77 ∗ 9.08% + 0.23 ∗ 5.2% ∗ (1 − 22%) = 7.92% 

 

5.1.3. Valuation 

The findings above are incorporated to perform the discounted cash flow valuation of Maersk Drilling 

A/S. The summary of the valuation in presented below and the entire valuation is shown in Appendix 

10. Incorporating the findings from the company’s financial analysis in section 4 the comprehensive 

discount cashflow forecast was prepared for the years 2019-2023 which were discounted by 7.92% 

WACC calculated above. The publication date of the Q3 interim – 27 November 2019 was set as an 

entry/valuation date which is the base period for discounting. The terminal value/exit date was 

estimated as an average of perpetual growth value and implied value by 7x EV/EBITDA multiple in 

2023. The enterprise value of Maersk Drilling A/S is found to be USD 4,413 million. After deducting 

net debt of USD 1,098 million we get equity value of USD 3,315 million which corresponds to the 
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share price USD79.82 or DKK537.79 as of November 27, 2019 indicating 30% target price upside 

from the same day observed share price of DKK414.20.  

 

 

 

5.1.4. Sensitivity analysis 

The DCF valuation is sensitive to the model input and while all assumptions and forecasts were based 

on the comprehensive financial analysis and all due care was taken in the company’s valuation it must 

be acknowledged that the results are influenced by subjective opinions. Considering the uncertainty, 

the sensitivity analysis is applied to present the robustness of the estimated share price relative to 

WACC and perpetual growth rate. 

Discounted Cash Flow, mil USD Entry 2019e 2020e 2021e 2022e 2023e Exit

Date 11/27/2019 12/31/2019 12/31/2020 12/31/2021 12/31/2022 12/31/2023 12/31/2024

Period 0.09 1.09 2.09 3.09 4.09 5.09

Year Fraction 0.09          1.00            1.00         1.00         1.00           

NOPAT 19 97 196 238 241

Plus: D&A 361 372 378 373 383

Less: Capex 299 175 210 180 271

Less: Changes in NWC and provisions -9 6 23 6 2

FCFF 89 289 341 425 351

Entry/Exit (2,553)         4,797           

Discount factor 0.993 0.920 0.853 0.790 0.732 0.679

Future CF (2,553)         8                  289                 341             425             351              4,797           

PV of cashflows 8                  266                 291             336             257              3,255           

Intristic Value Market Value

Enterprise value 4,413          Market Cap 2,553           

Less: Net debt 1,098          Plus: Net Debt 1,098           

Equity value 3,315          Enterprise value 3,651           

Equity value per share (USD) 79.82         Equity value per share (USD) 61.47         

Equity value per share (DKK) 537.79        Equity value per share (DKK) 414.20         

$8.43

$288.59

$341.44

$425.27

$350.85
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Figure 43 DCF Valuation Results 

Source: Own composition 
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5.2. Real options valuation 

 

5.2.1. Introduction 

The DCF model is performing well in valuing stable cash flow firms; however, it is criticized for not 

being able to uncover the fair underlying value in volatile and high uncertainty facing environments 

due to inverse relationship between risk and NPV of cashflows. This is where the ROV steps in as a 

complementary method in valuing the elements of uncertainty and is applied in practise in estimating 

the value of investments exposed to high volatility. In practise, the typical examples include the 

development projects within pharmaceutical firms and natural resource investments. 

 

This thesis aims to show the applicability of real option approach in capturing the hidden value of 

management flexibility in high volatility environments such as offshore drilling market by estimating 

option premium on Maersk Drilling A/S. It is important to note that the focus of the study is not to 

estimate the value of all available real options but rather to demonstrate the ROV application as a 

complementary valuation tool to the traditional DCF model to improve the accuracy of the valuation.  

 

The real options valuation will be performed following the six-step model inspired by (Mun, 2005) 

illustrated below.  

 

 

 

 

 

Step 1 

Framing 

Step 2 

Underlaying 

asset 

Step 3 

Exercise 

price 

Step 4 

Volatility 

Step 5 

Binomial 

tree 

Step 6 

Valuation 

### 5.92% 6.92% 7.92% 8.92% 9.92% 10.92%

-1.5% 594     531       478     434        395     362     

-0.5% 641     565       504     454        412     375     

0.5% 706     611       538     480        431     391     

1.5% 800     673       582     512        456     410     

2.5% 949     764       642     554        487     433     

3.5% 1,222  907       729     612        527     463     G
ro

w
th

 r
a
te

WACC

Table 7 Sensitivity analysis 

Source: Own composition 
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5.2.2. Step 1 - Framing the real option 

As mentioned earlier, company can be seen as a sum of a bundle of options. However, besides the 

complexity and extensive scope of valuating all the available options, there is also a correlation factor. 

Triantis (1999) in his paper finds that it is possible to value the company as a sum of all available 

options only when there is no correlation between the options. Considering the typically high 

correlation between the firm’s underlying assets, the value of adding additional options is 

diminishing., as they start offsetting each other. Therefore, to limit the resources spent on valuation 

and make them more applicable in practise, academia suggests simplifying the process by instead of 

valuating every single available option, select a few options posing the largest opportunities and 

eventually take precautionary methods to account for correlation factor (Triantis, 2005). Based on the 

insights above it has been decided to select one real option for this valuation, accounting for the fact 

that option premium primarily comes from the common factor – uncertainty related to the volatility 

of oil price.  

 

The option for this valuation was chosen based on the three criteria suggested by Copeland and 

Keenan (1998): 1) The option must reflect the managerial flexibility. 2) It must be exercisable. 3) 

The option must be exposed to high uncertainty. In addition, this thesis argues that for the option to 

be applicable on a broader scale, it must be quantifiable, meaning that it should be possible for all 

investors to access the inputs required for the valuation of the option.  

 

The abandonment option on Maersk Drilling’s floaters segment fulfils all the above-mentioned 

requirements. Firstly, it reflects to abandon the assets if the market continues shrinking Second, it can 

be exercised in a sense that it is possible to liquidate  the assets Third, it is exposed to high volatility 

due to the movement of day rates affected by movements of oil prices and finally it is quantifiable 

meaning that the inputs can be derived from publicly available information.  

 

Based on the insights acquired from section 3 and section 4 covering the market and company’s 

performance, it is believed that Maersk Drilling has a strategic motivation to abandon the floaters 

division in the future if the dayrates in the segment do no recover or continue declining. The cash 

flows received for salvage value of rigs (later in this section we define it as second-hand value of the 

fleet) could be used for M&A activities to expand its position in the North Sea. Besides more 

favourable market outlook and prospects for jack-ups segment, Maersk Drilling possesses “know 
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how” in operating under extremely harsh weather conditions and has proven safe operations record 

and reliable partner status in the North Sea. This region accounts for over 60% of its revenue. In 

addition, the company owns 50% of total CJ-70 rigs suitable for ultra-harsh waters in Norwegian part 

of the North Sea. This places Maersk Drilling in competitively favourable position among the other 

market players in this geographical region. For this reason, it might be likely that Maersk Drilling 

would be willing to abound their operations in other market segments, while mainly focusing on the 

strategic target to position the company as the regional leader in the North. Currently low utilization 

and day rates in the floaters market and lower higher book values than estimated market values of 

these types of rigs implies that abandonment option for Maersk Drilling is present. Finally, in Q4 

2019 the news came out regarding the sale of Maersk Completer – one of its two premium jack-ups. 

The management argued that the sale is motivated by its strategic ambition to focus on the North Sea 

region which indicates the relevance of the abandonment option valuation.  

 

5.2.3. Step 2 - Underlying asset value 

The second step is to derive the static value of the underlying assets which is typically done via DCF 

valuation (Copeland & Antikarov, 2003). Hence, the DCF model is applied as to arrive to the static 

or value without flexibility of the floaters segment.  

 

To perform the valuation of the floaters as a standalone unit, it is required to construct the DCF model 

based on the FCFF generated by the segment alone. The free cashflows from floaters were estimated 

from the reformulated income statement, where revenue is reported by segment based on the 

assumptions discussed in section 5.1. The same stands for depreciation and capex which are projected 

per asset class. Meanwhile, the management provides the historical EBITDA margins per segment 

which are applied to split total costs between jack-ups and floaters. The reformulated income 

statement of Maersk Drilling’s floater segment is shown in Appendix 11.  

 

The table 8 presents the DCF valuation of floaters unit based on the projected unlevered cash flows 

discounted by the firm’s WACC.  The value of floaters segment is found to be equal to UDS 1.780 

million which implies lower than current book value of the asset class.  
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Table 8 DCF Valuation Floaters unit. Source: Own Composition 

 

5.2.4. Step 3 - Exercise price 

This step seeks to derive the exercise price of the underlying. The theory suggests that the exercise 

price should reflect the liquidation value of the underlying. In the annual report the management of 

Maersk Drilling claims that it takes all due care to assure that its book value of assets reflects their 

fair market value by performing the regular impairment tests. However, as per 27, November 2019 

price-to-book ratio stood at 0.67 indicating that investors might have different value estimate of the 

fleet. Hence, to estimate the fair liquidation value of the fleet segment, the additional valuation of 

secondary fleet market was performed. The data on rig steal value were collected from Bassoe 

Analytics which implies the fleet’s total secondary market value of USD 1.58 billion (see figure 44).  

 

In fact, the Rig Market Method, an asset-based valuation method, is typically used for valuating 

offshore drilling contractors which suggests that the company’s value comprises from the secondary 

market value of rigs plus net present value of contract backlog. By the end of Q3 2019, Maersk 

Drilling reported the contract backlog of USD 773 million within floater segment (the figure 44). 

Discounted Cash Flow, mil USD Entry 2019e 2020e 2021e 2022e 2023e Exit

Date 11/27/2019 12/31/2019 12/31/2020 12/31/2021 12/31/2022 12/31/2023 12/31/2024

Period 0.09 1.09 2.09 3.09 4.09 5.09

Year Fraction 0.09          1.00          1.00          1.00          1.00          

FCFF -57 109 164 148 171

Entry/Exit (2,553)         1,919           

Discount factor 0.993 0.920 0.853 0.790 0.732 0.679

Future CF (2,553)         (5)                 109              164              148              171              1,919           

PV of cashflows (5)                 101              140              117              125              1,302           

DCF Floaters 1,780           

Rig name Model Built/Updraded Second hand value

Maersk Viking Samsung 96k 2014 285

Maersk Valiant Samsung 96k 2014 285

Maersk Venturer Samsung 96k 2014 285

Maersk Voyager Samsung 96k 2015 285

Maersk Developer KFELS/MSC DSS 21 2009 145

Maersk Deliverer KFELS/MSC DSS 21 2010 144

Maersk Discoverer KFELS/MSC DSS 21 2009 138

Maersk Explorer KFELS/MSC DSS 20-CAS-M 2003 52

Total 1,567                         

Figure 44 Maersk Drilling. Rig Values 

Source: Own composition based on (Bassoe Analytics, 2019) 
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After applying the average historical cash conversation ratio and discounting the cash flows to the 

valuation date it leads to the backlog net present value of USD250 million. The asset-based valuation 

implies USD 1,821 million market value for the floaters segment – compared to the closing book 

value of USD 1.883 million in the end of 2019. The findings from the complementary asset-based 

valuation is applied to estimate the liquidation value of floaters fleet. This thesis implies that in terms 

of floaters segment liquidation the company would receive only the second-hand value for its rigs 

while the value of contract backlog would be lost. For the future nodes, the percentage of recoverable 

value on closing value of floater’s book value is applied to arrive to the steal value of floater fleet 

(see figure 45). Meanwhile, net working capital and intangible assets account for a mere part of the 

total firm’s net operating assets, therefore they were assumed to remain with the company if floaters 

division is abandoned.  

 

 

 

5.2.5. Step 4 -Volatility 

The historical yearly volatility of average fixture day rates within floater’s segment has been selected 

as a proxy for the volatility of the firm’s cashflows. The dataset comprising all contracts signed 

between 2000 and 2019 was provided by Westwood Global Energy Group. The historical yearly 

volatility on floaters day rates was found to be 27.16%. Kaiser (2014) states that day rates are a 

primary descriptor of the offshore drilling market which is characterised by highly elastic demand 

and inelastic supply.    

 

5.2.6. Step 5 – Estimate binomial tree variables 

 

Before proceeding to the real option valuation, the remaining components of the binomial tree, 

namely time to maturity and length of time steps must be derived.  

 

Exersice value, mil USD Entry 2019e 2020e 2021e 2022e 2023e

Second hand value 1,567

Book value 1,883 1,883 1,797 1,665 1,541 1,387

Premium over steel value 316

83% 83% 83% 83% 83% 83%

Recoverable amount 1,567           1,495           1,385           1,282           1,154           

Figure 45 Second hand value Maersk Drilling Rigs 

Source: Own composition 
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Time to maturity is the time till the expiration of the option. In this model time to maturity is selected 

4 years.  

 

The binomial model is constructed in discrete time and hence requires the evaluation of the length of 

the time steps. The more nodes indicated the more precise valuation. In this ROV model one node 

represent one year.  

 

The real option valuation uses risk-neutral probabilities which compute the expected asset value by 

providing the risk adjusted potential outcomes. The risk-neutral probabilities are estimated:  

 

𝑢 = 𝑒0.28∗1 = 1.32;  𝑑 = 𝑒−0.28∗1 = 0.76; 𝑝 =
𝑒0.177∗1−0.76

1.32−0.76
= 0.46 

 

5.2.7. Step 6 – Valuation 

 

Based on the values derived in the previous steps we are able to perform the real option valuation. 

The first step is to construct a binomial tree which shows the movement of underlying value in each 

node using the estimated of up and down movements derived in the previous section. Next, one more 

binomial tree of the put payoff is built, where the payoff is calculated following the standard financial 

option theory which can be translated to real option terminology:  

 

Payoff of abandonment option (Put Option) = Max [Salvage value (steel value of the fleet) - value of 

underlying asset (NPV of floaters segment);0)] 

 

The final step is to use the payoff values from the final node and discount them backwards applying 

the risk neutral probabilities (see figure 46). The analysed options are American meaning they can be 

exercised at each node. However, the theory suggests that exercising put option before its expiration 

is almost never optimum, unless it is deeply out of the money (as it happens in the analysed abandon 

option in 2022).   
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The abandonment option value derived using the ROV method is USD 139.49 million. By adding the 

option premium to the DCF-implied value we arrive to the floaters intrinsic value of USD 1.919 

million. Floaters value with flexibility is close to its book value of USD 1.883 million which allows 

to argue that the firm is not inflating its fleet value as it is implied by the market participants.   

 

By adding the option premium to the enterprise value calculated with the DCF model we get the 

firm’s value with flexibility which is USD 4.552 million. After deduction of net debt, the value of 

equity is USD 4,552 million, or USD 83.18 per share basis. Converting the price at the prevailing 

USD/DKK rate (6.74 DKK as of 27, November 2019) the share price estimate is DKK 560.42 which 

suggest DKK 145.22 upside from the share price observed on the same day, where DKK 22.63 comes 

from real option premium. 

 

 

  

Firm valuation, USD million

Firm value, without flexibility 4,413       

Floaters, without flexibility 1,780       

Floaters, with flexibility 1,919       

Value of abandonment option 139.49     

Firm value, with flexibility 4,552       

Market Value vs Intrinsic Value, DKK

Market Value 414.20               

Upside 146.22               

Intrinsic Value 560.42               

Upside DCF 123.59            

ROV premium 22.63              

Figure 47 Option value & Maersk Drilling value 

Source: Own composition 

2019e 2020e 2021e 2022e 2023.00

0.00

0.00

0.00 0.00

19.49 0.00

139.49 36.92 0.00

247.46 69.94

436.98 132.50

767.57

567.71

Put value, USD mil

Figure 46 ROV Valuation Floaters fleet 

Source: Own composition 



65 

 

6. Conclusion 

The paper examines the ROV applicability in valuating the offshore drilling contractors through the 

case study on Maersk Drilling A/S. It is found that the implementation of the ROV model as a 

complimentary tool to the traditional cashflow based DCF model enables produce more accurate 

valuation of the intrinsic share value, as it accounts for the premium related to the managerial 

flexibility. In this thesis the option premium was estimated through the abandonment option on the 

Maersk Drilling’s floaters fleet, which added a per share premium of 22.63 DKK in addition to 146.22 

DKK upside found from the static DCF model suggesting the target price 560.42 DKK. The valuation 

states that the stock is undervalued. 

 

The following limitations of the study are identified. First, the comprehensive analysis of implied 

cash flow volatility using Monte Carlo simulation is a preferred method in academia in real option 

application. Secondly, the company had its initial listing less in Q2 2019 which limits the historical 

financial data availability. Thirdly, the valuation models were built on multiple assumptions and 

while all due care were taken, the future forecasts are open to subjective opinions.  
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1. Oil & Gas Value chain 

 

 
 

 

 

2. World oil Demand by Sector 

 

 
Figure 48 World Oil Demand by Sector. Source: (DNV GL, 2017) 
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3. Crude oil production by field type 

 

 
Figure 49 2. Crude oil production by field type Source: (DNV GL, 2017) 

4. Conflict-driven oil supply disruptions 

 

 
Figure 50 Conflict-driven oil supply disruptions. Source World Bank Data Tables 
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5. Global liquids supply curve 
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7. Total spending in the North Sea by category 

 

 
 

8. Drilling rig types 

 

 
Source: (Maersk Drilling, 2018) 
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9. Fleet report 

 

 
  

Rig name Rig type
Year 

delivered

Rated water 

depth (ft.)

Rated drilling 

depth (ft.)
Customer Location Contract start Contract end

Day rate 

(USD/day)
Comments

CNOOC Petroleum Europe United Kingdom Aug-18 Jan-20 160,000      

CNOOC Petroleum Europe United Kingdom Feb-20 Jun-20 160,000       Six one-well options

Aker BP Norway May-19 Jul-20 Undisclosed  Off-rate time for SPS(2) in Q3 2020

Aker BP Norway Sep-20 Oct-20 272,500      

Aker BP Norway Dec-14 Dec-19 350,000      

MOL Norge Norway Aug-20 Sep-20 275,000      

Equinor Norway Oct-19 Feb-20 273,000      

Equinor Norway Mar-20 Aug-20 330,000      

Petrogas E&P United Kingdom Mar-20 Apr-20 108,000      

Serica Energy UK United Kingdom Oct-20 Nov-20 115,000      

TAQA Netherlands Oct-19 Dec-19 75,000         

Perenco United Kingdom Jan-20 May-20 75,000         Cancelled

Wintershall Noordzee Netherlands Sep-19 Mar-20 75,000         

Wintershall Noordzee Netherlands Apr-19 Jun-20 75,000         

Wintershall Noordzee Netherlands Jul-20 Sep-20 75,000         

Cairn Mexico Mexico Aug-19 Jan-20 150,000      

BG International Ltd. Trinidad and Tobago Feb-20 Jul-20 228,000      Five one-well options. Day rate includes mobilisation fee

BP Egypt Jul-19 Dec-19 150,000      

Edison E&P Egypt Jan-20 Mar-20 155,000      

BP Trinidad and Tobago Jul-20 May-21 242,000      Including a mobilisation fee. The contract contains an additional one-well option.

Mærsk Innovator Jack-up 2003 492        30,000     

Norway Jun-20 Jun-25 Undisclosed
 Up to five years options. Currently 

undergoing production-module 

Maersk Integrator Jack-up 2015 492        40,000     

Mærsk Inspirer Jack-up 2004 492        30,000     Repsol

Maersk Intrepid Jack-up 2014 492        40,000     

Maersk Interceptor Jack-up 2014 492        40,000     

Undisclosed Two six-month options

Norway Apr-17 May-22 385,000      Five one-year options

Maersk Reacher Jack-up 2009 350        30,000     

Maersk Invincible Jack-up 2016 492        40,000     Aker BP

Maersk Resilient Jack-up 2008 350        30,000     

Aker BP Norway Sep-18 Oct-20

Maersk Resolve Jack-up 2009 350        30,000     

Maersk Resolute Jack-up 2008 350        30,000     

United Kingdom Sep-16 Sep-21 225,000      Two one-year optionsTotalMaersk Highlander Jack-up 2016 400        30,000     

Maersk Guardian Jack-up 1986 350        n/a

Mærsk Gallant Jack-up 1993 394        25,000     

Denmark Nov-16 Nov-21 78,000         Two one-year options

Warm-stacked

Total

United Kingdom Warm-stacked and available for employment

Three one-year optionsBrunei Shell Petroleum

266,200      
 Two one-year options. Off-rate time 

for SPS(1) in Q1 2020 

Mærsk Developer Semisubmersible 2009 10,000  32,800     

Mærsk Deliverer Semisubmersible 2010 10,000  32,800     

Maersk Convincer Jack-up 2008 375        30,000     Brunei Nov-18 Apr-21 68,000         

Maersk Discoverer Semisubmersible 2009 10,000  32,800     

Inpex Australia Australia Mar-20 Mar-23

Azerbaijan Sep-12 Apr-21 300,000      Average day rate over remaining contract periodBPMaersk Explorer Semisubmersible 2003 10,000  30,000     

Maersk Venturer Drillship 2014 12,000  40,000     

Maersk Valiant Drillship 2014 12,000  40,000     

Ghana Feb-18 Feb-22 Undisclosed

Repsol

Tullow

Mexico Mar-20 Aug-20 185,000      Two one-well options

Maersk Voyager Drillship 2015 12,000  40,000     

Maersk Viking Drillship 2014 12,000  40,000     

Angola/Nambia Jan-20 Aug-20 195,000      
 Conditional Letter of Award. Two one-

well options. Off-rate time for SPS(1) in 

POSCO International Corporation

Total

Myanmar Dec-19 Apr-20 214,000      
 One one-well option. Day rate includes 

mobilisation fee 
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10. DCF Valuation 

 

 
11. Reformulated income statement 

 

Assumptions

Tax Rate 22%

Perpetural growth rate 0.5%

Risk free rate 1.77%

Beta unlevered 1.03

Beta levered 1.27

Risk premia 5.75%

Re 9.08%

Rd 5.20%

Target D/E ratio 0.3

WACC 7.92%

Shares Outstanding, mil 41.53

Valuation date 11/27/2019

Fiscal Year End 12/31/2019 Discounted Cash Flow, mil USD Entry 2019e 2020e 2021e 2022e 2023e Exit

Share price at valuation date 414.20 kr.      Date 11/27/2019 12/31/2019 12/31/2020 12/31/2021 12/31/2022 12/31/2023 12/31/2024

USD/DKK at valuation date 6.74 kr.          Period 0.09 1.09 2.09 3.09 4.09 5.09

EV/EBITDA 7.0 Year Fraction 0.09          1.00            1.00         1.00         1.00           

Net debt, mil 1,098$            NOPAT 19 97 196 238 241

Plus: D&A 361 372 378 373 383

Less: Capex 299 175 210 180 271

Terminal Value Less: Changes in NWC and provisions -9 6 23 6 2

Perpetural Growth 4,754            FCFF 89 289 341 425 351

EV/EBITDA 4,839            Entry/Exit (2,553)         4,797           

Average 4,797            Discount factor 0.993 0.920 0.853 0.790 0.732 0.679

Future CF (2,553)         8                  289                 341             425             351              4,797           

Market Value vs Intrinsic Value, DKK PV of cashflows 8                  266                 291             336             257              3,255           

Market Value 414.20          

Upside 123.59          Intristic Value Market Value

Intrinsic Value 537.79          Enterprise value 4,413          Market Cap 2,553           

Less: Net debt 1,098          Plus: Net Debt 1,098           

Rate of Return Equity value 3,315          Enterprise value 3,651           

Target Price Upside 29.84% Equity value per share (USD) 79.82         Equity value per share (USD) 61.47         

Internal Rate of Return (IRR) 22.43% Equity value per share (DKK) 537.79        Equity value per share (DKK) 414.20         

Book value per share 615.54         

$8.43

$288.59

$341.44

$425.27

$350.85

$0

$50

$100

$150

$200

$250

$300

$350

$400

$450

2019e 2020e 2021e 2022e 2023e

FCFF, mil USD

Tax rate for the Danish corporation 22%

Analytical Income Statement, USD million 2016 2017 2018 2019H1 2019e 2020e 2021e 2022e 2023e

Jack-ups 1,012 890 896 404 800 741 1,019 1,072 1,103

Floaters 1,266 541 530 218 367 497 519 536 526

Other 19 8 3 1 2 2 2 2 2

Total Revenue 2,297 1,439 1,429 623 1,169 1,240 1,540 1,610 1,631

Operating costs -826 -690 -734 -342 -684 -637 -785 -828 -838

Sales, general and administrative costs -90 -66 -84 -50 -100 -106 -124 -105 -101

Total costs -916 -756 -818 -392 -784 -743 -909 -932 -940

EBITDA 1,381 683 611 231 385 496 630 678 691

EBITDA margin 60.12% 47.46% 42.76% 37.08% 32.94% 40.04% 40.93% 42.10% 42.39%

Depreciation -575 -442 -374 -180 -343 -352 -357 -362 -367

Amortisation -14 -26 -29 -10 -18 -20 -22 -10 -16

EBIT/Operating income 792 215 208 41 24 124 252 305 308

EBIT margin 34.48% 14.94% 14.56% 6.58% 2.09% 10.03% 16.35% 18.97% 18.91%

Tax on EBIT (22%) -174 -47 -46 -9 -5 -27 -55 -67 -68

NOPAT 618 168 162 32 19 97 196 238 241

Other operating income

Imparimant losses/reversals -1,510 -1,769 810 0 0 0 0 0 0

Special items 16 2 -16 -13 -26 -20 -20 -20 -20

Share of results in joint ventures 0 0 -1 -1 -1 -1 -1 -1 -1

Gain/loss on sale of non-current assets 0 0 0 8 8 -34 0 0 0

Tax on other operating activities 156 92 -5 -13 4 12 5 5 5

Total Operating income, after tax -721 -1,507 950 13 4 54 180 222 224

Financial Income 43 61 59 3 3 3 3 3 3

Financial expenses -132 -80 -71 -43 -76 -73 -67 -60 -53

Financial expenses, net -89 -19 -12 -40 -73 -70 -64 -57 -50

Tax shield 20 4 3 9 16 15 14 12 11

Financial expeses, net after tax -69 -15 -9 -31 -57 -55 -50 -44 -39

Net profit -790 -1,522 941 -18 -53 -1 130 178 185
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12. Reformulated Balance Sheet 

 

  

Analytical Balance Sheet, USD million

2016 

Jan 1 2016 2017 2018

2019  

June 30 2019e 2020e 2021e 2022e 2023e

Net operating assets - Invested capital

Operating assets

Intangible assets 36 109 85 56 43 48 38 47 66 70

Total tangible fixed assets 7,840 5,974 4,270 4,845 4,863 4,799 4,578 4,401 4,189 4,074

Jack-up rigs 3,302 2,860 2,532 2,757 N/A 2,735 2,607 2,569 2,487 2,533

Floaters 4,196 2,843 1,556 1,901 N/A 1,883 1,797 1,665 1,541 1,387

Equipment and other 87 91 85 112 N/A 105 99 92 86 79

Construction work in progress 255 180 97 75 N/A 75 75 75 75 75

Deferred tax 22 16 20 2 2 2 2 2 2 2

Total non-current operating assets 7,898 6,099 4,375 4,903 4,908 4,849 4,618 4,450 4,257 4,146

Trade Receivables 434 288 297 339 286 222 235 292 305 309

Other receivables 88 96 60 37 58 43 45 56 59 59

Prepayments 126 101 79 58 43 54 58 72 75 76

Total current operating assets 648 485 436 434 387 319 338 420 439 445

TOTAL OPERATING ASSETS 8,546 6,584 4,811 5,337 5,295 5,168 4,956 4,869 4,696 4,591

Net operating liabilities

Provisions 7 1 2 2 2 1 1 2 2 2

Deferred tax 182 108 68 60 49 60 60 60 60 60

Total non-current operating liabilitites 189 109 70 62 51 61 61 62 62 62

Provisions 14 20 8 26 19 13 13 17 17 18

Trade payables 219 148 163 196 175 123 130 162 169 171

Tax payables 97 70 41 40 52 40 40 40 40 40

Other 71 95 81 71 80 57 61 76 79 80

Deferred income 147 57 48 39 26 33 35 44 46 46

Total current operating liabilitites 548 390 341 372 352 266 280 338 351 355

TOTAL OPERATING LIABILITIES 737 499 411 434 403 327 341 399 413 417

NET OPERATING ASEST (NOA) 7,809 6,085 4,400 4,903 4,892 4,841 4,615 4,470 4,283 4,174

Net financial obligations

Financial assets

Financial non-current assets,etc. 43 31 2 3 4 4 4 4 4 4

Loans receivable 3,395 4,134 3,390 2 0 0 0 0 0 0

Cash and bank balances 44 459 48 374 373 324 419 565 799 1,119

Total financial assets 3,482 4,624 3,440 379 377 328 423 569 803 1,123

Financial obligations

Borrowings, non-current 2,619 1,939 0 1,375 1,339 1,274 1,144 1,014 884 908

Term loans 0 0 0 1,375 1,339 1,274       1,144       1,014       884          908          

Credit facilities 2,619 1,939 0 0 0 0 0 0 0 0

Borrowing, current 356 14 1,632 95 136 136 136 136 136 136

Term loans 0 0 0 95 136 136 136 136 136 136

Credit facilities 356 14 1,632 0 0 0 0 0 0 0

Total financial obligations 2,975 1,953 1,632 1,470 1,475 1,410 1,280 1,150 1,020 1,044

NET OPERATING OBLIGATIONS (NFO) -507 -2,671 -1,808 1,091 1,098 1,082 857 581 217 -80

Shareholder's equity 8,316 8,756 6,208 3,812 3,794 3,759 3,758 3,889 4,066 4,252
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13. Reformulated Cash Flow Statement 

 
 

14. Valuation assumptions 

 
 

  

Consolidated cash flow statement 2016 2017 2018 2019H1 2019e 2020e 2021e 2022e 2023e

Profit/loss before financial items and impairment, pretax 808 217 191 35 5 69 231 284 287

Depreciation and amortisation 589 468 403 190 361 372 378 373 383

Change in Working Capital 26 41 16 22 23 -6 -27 -6 -2

Change in provisions 0 -11 18 -7 -14 1 4 1 0

Gain/loss on sale of non-current assets 0 0 0 -8 -8 34 0 0 0

Tax paid -94 -24 -39 -12 15 0 -37 -50 -52

Cash flow from operating activities 1,329 691 589 220 382 470 549 601 616

CAPEX -306 -509 -139 -195 -307 -213 -210 -180 -272

Sale of intangible assets and property, plant and equipment 0 0 0 8 8 38 0 0 1

Change in financial non-current assets, etc. 12 29 -1 -1 -1 0 0 0 0

Cash flow used for investing activities -294 -480 -140 -188 -300 -175 -210 -180 -271

Change in loans receivable -739 744 3,388 2 2 0 0 0 0

Change in non-current borrowings -680 -1,939 1,375 -36 -101 -130 -130 -130 24

Change in current borrowings -342 1,618 -1,537 41 41 0 0 0 0

Capital injection / Dividends distributed 1,230 -1,026 -3,337 0 0 0 0 0 1

Financial expenses net -89 -19 -12 -40 -73 -70 -64 -57 -50

Cash flow from financing activities -620 -622 -123 -33 -131 -200 -194 -187 -26

Net cash flow for the year 415 -411 326 -1 -50 95 145 235 320

Cash and bank balances 1 January 44 459 48 374 374 324 419 565 799

Cash and bank balances 31 December 459 48 374 373 324 419 565 799 1,119

INCOME STATEMENT ASSUMPTIONS 2016 2017 2018 Average 2019e 2020e 2021e 2022e 2023e

Jack-ups growth % -12.06% 0.67% -5.69% -10.66% -7.41% 37.48% 5.24% 2.86%

Total Floaters, growth % -57.27% -2.03% -29.65% -30.83% 35.51% 4.43% 3.35% -1.87%

Other, growth % -57.89% -62.50% -60.20% -33.33% 0.00% 0.00% 0.00% 0.00%

Total Revenue -37.35% -0.69% -19.02% -18.19% 6.06% 24.18% 4.59% 1.28%

Operating costs 35.96% 47.95% 51.36% 47.54% 58.51% 51.40% 51.00% 51.40% 51.40%

Sales, general and administrative costs 3.92% 4.59% 5.88% 6.16% 8.55% 7.36% 7.36% 7.36% 7.36%

Total costs 39.88% 52.54% 57.24% 49.89% 67.06% 59.96% 59.07% 57.90% 57.61%

EBITDA margin 60.12% 47.46% 42.76% 42.43% 32.94% 40.04% 40.93% 42.10% 42.39%

Depreciation, % cl PP&E 7.33% 7.40% 8.76% 7.83% 7.08% 7.34% 7.79% 8.23% 8.76%

Amortisation, % cl Intangibles 38.89% 23.85% 34.12% 32.29% 31.79% 41.08% 56.77% 22.32% 24.17%

EBIT margin 34.48% 14.94% 14.56% 12.03% 2.09% 10.03% 16.35% 18.97% 18.91%

Financial Income  % financial assets 1.23% 1.32% 1.72% 1.42% 0.79% 0.91% 0.71% 0.53% 0.37%

Financial expenses % financial obligations 4.44% 4.10% 4.35% 4.29% 5.20% 5.20% 5.20% 5.20% 5.20%

Corporate tax rate % 22.00% 22.00% 22.00% 22.00% 22.00%

BALANCE SHEET ASSUMPTIONS 2016 2017 2018 Average 2019e 2020e 2021e 2022e 2023e

l

Working Capital

Trade Receivables % revenue 12.54% 20.64% 23.72% 18.97% 18.97% 18.97% 18.97% 18.97% 18.97%

Other current receivables % revenue 4.18% 4.17% 2.59% 3.65% 3.65% 3.65% 3.65% 3.65% 3.65%

Prepayments (assets) % revenue 4.40% 5.49% 4.06% 4.65% 4.65% 4.65% 4.65% 4.65% 4.65%

Trade payables % revenue 6.44% 11.33% 13.72% 10.50% 10.50% 10.50% 10.50% 10.50% 10.50%

Other current liabilities % revenue 4.14% 5.63% 4.97% 4.91% 4.91% 4.91% 4.91% 4.91% 4.91%

Deferred income % revenue 2.48% 3.34% 2.73% 2.85% 2.85% 2.85% 2.85% 2.85% 2.85%

Corporate Tax

Corporation tax assets % revenue 0.70% 1.39% 0.14% 0.74% 0.17% 0.16% 0.13% 0.12% 0.12%

Corporation tax laibility % revenue 7.75% 7.57% 7.00% 7.44% 8.55% 8.07% 6.49% 6.21% 6.13%

Other Liabilities

Provisions (liability, long) % revenue 0.04% 0.14% 0.14% 0.11% 0.11% 0.11% 0.11% 0.11% 0.11%

Provisions (liability, short) % revenue 0.87% 0.56% 1.82% 1.08% 1.08% 1.08% 1.08% 1.08% 1.08%

Net Financial Obligations

Financial debt % NOA 32.10% 37.09% 29.98% 33.06% 29.13% 27.73% 25.73% 23.81% 25.00%

Net debt/Equity -6.10% -30.50% -29.12% 28.94% 28.78% 22.80% 14.95% 5.33% -1.87%
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15. Utilization by rig 

 

 
 

16. FCFF- floaters 

 
 

Utilization rate 2019e 2020e 2021e 2022e 2023e Avg Day rate 2019

Ultra-harsh jack-up rigs

Mærsk Innovator 98% 98% 95% 95% 95% 160,000                     

Mærsk Inspirer 98% 98% 98% 98% 98% 250,000                     

Maersk Integrator 98% 90% 85% 95% 95% 220,000                     

Maersk Interceptor 98% 45% 80% 85% 85% 350,000                     

Maersk Intrepid 98% 90% 80% 85% 85% 275,000                     

Maersk Invincible 98% 98% 98% 95% 95% 385,000                     

Maersk Reacher 98% 98% 95% 95% 95% 90,000                       

Mærsk Gallant 0% 70% 70% 70% 70% 88,000                       

Harsh and Premium jack-ups

Maersk Resilient 67% 60% 80% 80% 80% 108,000                     

Maersk Resolute 98% 70% 80% 80% 80% 75,000                       

Maersk Resolve 98% 83% 85% 85% 85% 75,000                       

Maersk Highlander 98% 95% 90% 90% 90% 225,000                     

Maersk Guardian 98% 98% 98% 90% 90% 78,000                       

Maersk Convincer 98% 95% 93% 85% 85% 68,000                       

Maersk Completer 0%

Semi-submersibles

Mærsk Deliverer 37% 75% 98% 98% 95% 266,200                     

Mærsk Developer 38% 70% 75% 75% 77% 150,000                     

Maersk Discoverer 82% 70% 75% 75% 77% 150,000                     

Maersk Explorer 87% 95% 60% 40% 0% 300,000                     

UDW drillships

Maersk Valiant 0% 39% 60% 70% 75% 185,000                     

Maersk Venturer 96% 95% 95% 85% 85% 225,000                     

Maersk Viking 61% 70% 70% 75% 75% 214,000                     

Maersk Voyager 79% 85% 70% 75% 75% 195,000                     

Floaters

2019e 2020e 2021e 2022e 2023e

Revenue (USDm) 367 497 519 536 526

Total costs -276 -282 -296 -313 -309

EBITDA 91 215 223 223 217

EBITDA margin 25% 43% 43% 42% 41%

Depreciation -183 -188 -192 -194 -196

EBIT -92 27 31 29 21

EBIT margin -25.02% 5.40% 5.92% 5.41% 3.92%

NOPAT -72 21 24 23 16

Plus: D&A 183 188 192 194 196

Less: Capex -165 -102 -60 -70 -42

Less: Changes in NWC and provisions -3 2 8 2 1

FCFF -57 109 164 148 171
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17. ROV 

 

Underlying price, USD mil 

2019e 2020e 2021e 2022e 2023,00 

     5404,50 

    4094,04   

   3101,33  3101,33 

  2349,34  2349,34   

1779,68  1779,68  1779,68 

  1348,15  1348,15   

   1021,26  1021,26 

    773,63   

        586,04 

     

Put payoff, USD mil 

2019e 2020e 2021e 2022e 2023,00 

     0,00 

    0,00   

   0,00  0,00 

  0,00  0,00   

0,00  0,00  0,00 

  147,02  0,00   

   364,17  132,50 

    767,57   

        567,71 

     

Put value, USD mil 

2019e 2020e 2021e 2022e 2023,00 

     0,00 

    0,00   

   0,00  0,00 

  19,49  0,00   

139,49  36,92  0,00 

  247,46  69,94   

   436,98  132,50 

    767,57   

        567,71 

 

 


