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Executive summary 

 

Compare the drop in oil price in a year with the drop in Maersk Drilling’s stock price in the same period Maersk 

Drilling demerged from A.P Moller-Maersk and entered the market on a stand-alone basis about one year ago. 

Since the listing on Copenhagen Stock Exchange, Maersk Drilling has seen the stock price fall from the opening 

price of 570 DKK to 166,4 DKK at the cut-off date of 14th of April 2020. Thus, this thesis aimed to elaborate 

Maersk Drilling’s underlying fundamentals and to see whether the intrinsic value derived from a valuation could 

contest the market consensus.  

 

The thesis is structured in line with Penman’s (2013) five steps to a fundamental valuation. The first step is to 

obtain an extensive understanding of the industry, and to provide the reader with the history and current 

environment of the industry. Next, analyzing strategic information is done by applying a modified version of the 

Supply and Demand model and Porter’s five forces to examine the macro-economic factors and the competitive 

advantages and forces that constantly affects the offshore drilling rig industry. The third step comprises analyzing 

financial information and reveals the underlying trends and profitability of the previous years and what could be 

expected in the future. While the sections offers sub-conclusions, the SWOT-matrix briefly summarizes the 

findings before moving on to the fourth step; forecasting. The forecasting is based on the findings from the 

previous sections and without guesstimating offers a way of deriving an intrinsic value in the last step. The fifth 

and last step is the valuation where the cost of capital is applied to the Residual Operating Income Model, finally 

ending in a fundamental value. To criticize the findings, the remainder of the thesis offers a relative valuation, 

complemented by a sensitivity- and scenario analysis, before discussing the repercussions and limitations to the 

applied model. 

 

The valuation based on residual operating income offers a value of 628,7 DKK, implying an upside of 278%. 

While controversial in a struggling industry, the analysis indicates an industry currently suffering in a downcycle. 

The industry is considerably competitive and none of the companies seem able to exploit any strategic advantages. 

With low financial leverage and strong backlog Maersk Drilling stands out as one of the industries financial 

survivors and as such, is expected to continue its operations in the foreseeable future until the cycle inevitably 

turns
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1. Introduction 

The oil and gas industry has been around for decades and a critical element and supporting role is played by the 

offshore drilling rig industry. Exploration and production companies rely heavily on the oil companies’ budgets 

which again is decided based on oil prices. In the last ten years the companies have seen the oil price exceeding 

USD 125 in 2012 and hitting lows below USD 30 both in 2016 and at the time of writing this thesis. While oil 

prices had a stable development from the early 90s there has been an increasing volatility since 2007 leading up 

to the global financial crash in 2008. As the current market cannot seem to be hitting the floor the implications 

could inevitably lead to a crisis in the drilling rig industry.     

 

A business that is highly dependent on an uncontrollable factor can seem to be living on the mercy of someone 

else, but the industry has persisted and have been around since the late 1940ies. While the Danes have been 

represented by A.P. Moller-Maersk for over 50 years, Maersk Drilling demerged in April last year, becoming the 

first offshore drilling company in history to be listed in Denmark (Maersk Drilling, 2020a).  

 

Maersk Drilling’s stock price at the 14th of April 2020 was listed at 166,4 DKK. As such, the scope of the thesis 

is to contest the stock price with a fundamental valuation, and to evaluate whether consensus over or 

underestimates the intrinsic value. Implied by the fundamental value, the thesis will aim to assess the underlying 

fundamentals of Maersk Drilling’s value. The value may differ from market prices, but does not necessarily mean 

that the market is inefficient. While market prices may deviate from the intrinsic value, they are expected to 

converge sooner rather than later (Damodaran, 2012a). 

 

The thesis is designed based on Penman’s (2013, p.85) five steps to a fundamental valuation. The first step is to 

make a proper introduction to the case company before continuing with a strategic analysis. The strategic 

evaluation is composed of the Supply and Demand-model and Porter’s five forces aiming to present a picture of 

current and future competitive advantages, while presenting the industry of offshore drilling. The following step 

is to examine the financial part of the business with a profitability, with the purpose of discovering the most 

important value drivers and the historical performance of Maersk Drilling and the selected peer group. The 

quantitative analysis introduces Damodaran’s (2012b) approach to valuing cyclical companies and the risks of 

financial distress before summarizing the main findings in a SWOT matrix. At last, a forecast is produced and a 

fundamental value is derived from the Residual Operating Income model. Before concluding, a relative valuation, 

sensitivity and scenarios analysis complements a discussion relating to the credibility of the results from the 

fundamental valuation.       
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2. Problem statement  

As stated in the introduction, this thesis objective is to conduct an in-depth analysis of Maersk Drilling and to 

attain a fair value of the common stock at the cut-off date 14.04.2020. A fundamental analysis will be carried out 

in line with Penman’s five steps of a fundamental valuation (Penman 2013, p. 85-97). The process of this 

framework starts by stressing the importance of understanding the business and the company’s way of adding 

value, subsequently to enable qualitative and quantitative analyzing of the relevant information. The third, and 

arguably most vital, step of the fundamental analysis is the appraising and forecasting of operational payoffs. 

Thereafter, the forecasted payoffs are derived into one number, the valuation, after being discounted for risk and 

the time value of money. In the fifth and last step, the derived value of the stock is compared to the market price 

at the cut-off date. In accordance with the abovementioned steps and information the problem statement therefore 

results in: 

  

“What is the fundamental value of Maersk Drilling’s equity as of 14th of April 2020, and does the Copenhagen 

Stock Exchange currently under- or overvalue the stock?” 

  

2.1 Sub-questions 

To further investigate and provide a holistic answer to the master problem statement, a set of sub-questions have 

been formulated. The purpose of these secondary questions is to give a comprehensive understanding of Maersk 

Drilling and thereby complement the primary research question as it follows the five steps of the fundamental 

valuation. As the problem statement covers step five of the fundamental analysis, the sub-questions will be 

designed to cover the four preceding steps.  

  

Knowing the business: Maersk Drilling and the E&P industry 

o What are the characteristics of Maersk Drilling and what characterizes the industry? 

  

Analyzing the strategic information 

o How does external factors influence Maersk Drilling and the industry overall?  

o To what degree is Maersk Drilling differentiated in the industry compared to its peers, and how are they 

influenced by the competitive forces that characterizes the industry? 

 

Analyzing the financial information 

o What are the key drivers of profitability in the industry, and can these be explained by historical trends?  
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o To what degree will these trends affect the industry going forward? 

 

Forecasting 

o Which factors determine the earnings and is past performance a good prediction of the future? 

o How will the industry characteristics influence the forecasting? 

 

Valuation 

o What is the cost of capital for operations? 

o What intrinsic value will the ReOI-model provide?  

o What does the findings and limitations in the valuation indicate for Maersk Drilling’s value? 

 

 

 

3. Scientific Theory  

Determining the value of businesses is not an innovative exercise seen from a scientific point of view. Numerous 

others have done it before and will continue to do it in the future, independently of this thesis. However, equity 

researchers, analysts, individual investors and other market participants can come up with different value for the 

same business. Who can you trust? The answer is not straight forward. The market participants can have different 

motives and self-interest when providing security valuations.  

 

This thesis can yield conclusions that differ substantially from consensus, or not. The purpose of this thesis is not 

to reach some predetermined conclusions, rather to ensure validity and reliability in the process and be aware of 

the potential biases and limitations. To do this, the theory formed by Burrell & Morgan (1985, p. 22) on the four 

paradigms for the analysis of social theory can be useful.  
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Figure 3.1 – The four paradigms for analysis of social theory 

(Source: Own contribution; Burrell & Morgan 1985, p. 22) 

 

 

 
The theory presented by (Burrell & Morgan, 1985) evolves around the two times two matrix shown in figure 3.1. 

The matrix comprises of two dimensions; Radical Change and Regulation, and four paradigms; Radical 

Humanist, Radical Structuralist, Interpretive and Functionalist. The term sociology of regulation is introduced, 

which essentially concerns the need for regulation in human affairs; why society is maintained as an entity and 

do not fall apart. On the contrary, the sociology of radical change challenges the acceptance of status quo and 

seeks to explore possibilities and alternatives to the existing condition. The distinctions between regulation and 

radical change is summarized in the table beneath.  

 

Table 3.1 – The regulation–radical change dimension 

(Source: Own contribution; (Burrell & Morgan, 1985, p. 18) 

 

 

 

Regulation

Subjective Objective

Radical Humanist Radical Structuralist

FunctionalistInterpretive

Radical Change

Structural conflict

Radical change

Actuality Potentiality

Deprivation

Emancipation

Contradiction

Modes of domination

Status quo

Social order

Consensus

Social integration and cohesion

Solidarity

Need satisfaction

Sociology of regulation is 

concerned with:
Sociology of radical change is 

concerned with:



 7 

This thesis will take a stand in the sociology of regulation, which is composed of the interpretive and functionalist 

paradigms. The functionalist paradigm is historically preferred as the most fitted to study organizations, as it is 

concerned in analyzing the business from an objective point of view. Although not as dominant, but still important, 

the interpretive paradigm will be applied. By studying consensus in the market and the reasoning behind these 

possibly subjective opinions it will aid in determining and challenging opinions that might be biased. However, as 

the thesis progresses, the quantitative data will, as with everything else, be subject to subjectivity. By letting the 

functionalist paradigm guide the entire process, the goal is to achieve a comprehensive analysis of Maersk Drilling 

and to yield a fundamental value. If the thesis follows the objectivity laid out by the functionalist paradigm and 

avoids subjectivity when possible, anyone following the same frameworks should be able to conclude in the same 

manner, given the same set of assumptions.  

 

The security valuation is divided into different steps according to Penman (2013). The separate steps have 

distinctive characteristics and require different approaches. By conducting the five steps the goal is to summarize 

the findings which will function as input variables in the models used and generate output which can be trusted 

given a certain set of assumptions. The first step is an industry- and company presentation. This section is located 

in the functionalist paradigm with the goal of describing the company’s activities and the industry which it operates 

in. The next step is a strategic analysis of the company, an analysis of the company’s strategic aspects at status 

quo. This is done by gathering consensus and compare it to the actual conditions in Maersk Drilling. Furthermore, 

the third step is a financial analysis of historical performance of both the company and industry peers in addition 

to a quantitative industry analysis of value drivers. Still in the functionalist paradigm, this part is done by 

computations and calculations.  

 

The fourth step concerns the forecasting and forward-looking statements in order to determine a value of the 

company today. In order to do this, it is necessary with some discretionary assessments which does not exist in the 

functionalist paradigm. The financial statement research which follow the heuristics within the interpretive 

paradigm states that financial statements, budgets and economical models contribute to create the organizational 

reality, where financial statement research itself is a product (Hartmann, 1999). Therefore, it is up to each 

individual to make own interpretations. As with this thesis, the interpretive paradigm is present when forward-

looking estimates are made, particularly in the forecast section. The last step concerns a relative valuation, with 

observable market prices and public available financial statements which is in line with the functionalist paradigm.  
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4. Methodology & Structure  

The purpose of this section is to provide an overview of the thesis from a theoretical and methodological 

standpoint. The overall objective has been to answer the problem statement and the sub-questions; the research 

design, theoretical approach, Data collection, delimitations and assumption are of critical importance. The thesis 

structure is illustrated in figure 4.1. 

 

Figure 4.1 – Thesis structure  

(Source: Own contribution) 
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4.1 Research Design  

The thesis is formed as a case study of Maersk Drilling which can be defined as “An empirical inquiry about a 

contemporary phenomenon (e.g., a “case”), set within its real-world context—especially when the boundaries 

between phenomenon and context are not clearly evident” (Yin, 2012, p. 18). A benefit of this approach is to 

acquire an in-depth insight of the entity, considering all the variables which will be decisive for answering the 

research question. This is in line with the structure of the thesis; gather a comprehensive understanding of Maersk 

Drilling both in a strategic and financial perspective, the industry value drivers and the future development of the 

case company.  

  

The case study method by Yin, (2003) presents a matrix for case study designs which divides between single- or 

multiple designs combined with holistic- or embedded designs. The valuation of Maersk Drilling is considered to 

be a single case study and the choice of design is of holistic nature. The strategic and financial analysis will together 

yield as inputs in the forecasting which ultimately will lead to output in the shape of a valuation. The subject of 

analysis is a single entity, and the company will be analyzed on a consolidated basis, not individually analyzing 

all the subsidiaries. The case study is done from an external perspective and breaking the analysis further down in 

subsidiaries would not be expedient or even possible without an internal perspective. Hence, the single holistic 

case study design is deemed to be the appropriate design choice to address the problem statement in a properly 

manner. 

  

4.2 Theoretical approach  

Security valuation can be characterized as a common or everyday phenomenon and in order to conduct a case 

study, a compelling theoretical framework should be applied (Yin, 2012). As briefly mentioned in the introduction 

the security analysis theory applied in this thesis is mainly based on the fundamental analysis framework by 

Penman (2013). In addition, concepts, models and theories from Damodaran (2012; 2014; 2020), Koller et al. 

(2010) and Petersen et al. (2017) are used exclusively in some sections and supplements the discussion in other 

instances. The strategic analysis benefited greatly from research and literature by Porter (2008) and Kaiser (2014), 

supplemented by Snyder (2012). Nelson-Siegel (1987), Svenson (1994) and Christensen &Feltham (2009) 

contributed when finding the cost of capital with a varying term-structure. The models and theories applied in this 

thesis are debated and assessed in their respective sections.  
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4.3 Data collection and criticism of sources  

The thesis is written from an external perspective, and the financial statement analysis and valuation is based on 

publicly available information such as annual reports, quarterly reports, company presentations and equivalent 

data from the peer group. When conducting the qualitative analysis, the data mainly consists of market reports, 

industry reviews from third party agencies such as British Petroleum (BP), Organization of Petroleum Exporting 

Countries (OPEC) and Organization for Economic Cooperation and Development (OECD), as well as government 

sources such as International Energy Agency (IEA) and U.S. Energy Information Administration (EIA). In 

addition, this was supplemented by studies conducted by relevant researchers within the field of offshore drilling 

rig industry. For the quantitative part of the analysis, cost of capital and forecasting, financial and statistical data 

was retrieved from Yahoo Finance and Damodaran (2020).   

 

Data based on equity research reports from DNB Markets (2020) and SpareBank 1 Markets (2020) has been used 

in a few instances and as the reports are not publicly available they are included in the hand-in. In addition, Bassoe 

Analytics and RigLogix have been utilized for data retrieval relating to the offshore drilling rig market.  

 

4.4 Delimitations and assumptions  

- The readers are assumed to have general economic knowledge and be familiar with financial theory, strategy 

and accounting. The level of elaboration on minor concepts are consequently limited. 

 

- The thesis is written from an external perspective and all information is based on public reports except equity 

research reports from DNB Markets, SpareBank 1 Markets and data from the market intelligence bureaus 

Bassoe Analytics and RigLogix No internal information has been retrieved from the case company or peers.  

 

- Cut-off date is set to the 14th of April 2020 and all information found in this thesis is accessed before this date. 

The annual report for 2019 was published in the end of February, giving the market time to incorporate the 

latest numbers in the stock price.  

 

- As Maersk Drilling is the only rig company listed on the Copenhagen Stock Exchange the financial statements 

from the selected peer group had to be collected from other stock exchanges. Ultimately, the decision was 

made to select companies comparable in regards to size, operations, fleet and market, thus subjecting the 

thesis to two different sets of accounting measures; IFRS and US GAAP. While there are distinctions, both 

standards have been treated similarly, and any major differences have been corrected for.  
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- While the offshore drilling industry is a dollar-business, Maersk Drilling is publicly traded in DKK. Currency 

conversions performed in the thesis are based on the currency at 31.12.19. The exchange rates from Denmarks 

Nationalbank will be employed unless stated otherwise.  

 

 

 

5. Industry and company overview 
 

5.1 The drilling rig industry   
 

Penman (2013) argues that it is vital to have a clear understanding of the industry and the underlying financial and 

strategic forces of the market before conducting a fundamental analysis. This next part will therefore aim to create 

a thorough overview of the industry and contract drilling market, before offering a presentation of Maersk and 

their competitors. The oil and gas industry is usually divided into three segments, referred to as upstream, 

midstream and downstream. Offshore exploration and production (E&P) operations is part of the upstream 

segment. Mobile offshore drilling units, known as MODUs or rigs, play a substantial part in E&P (Kaiser et al., 

2013). The three types of offshore drilling rigs are jack-ups, semisubmersibles and drillships, the last two often 

referred to as floaters. There are five intertwined markets that make the drilling rig industry, as shown in figure 

5.1 below.  
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Figure 5.1 – The five markets of the drilling rig industry 

(Source: Own contribution; Kaiser & Snyder, 2012a, p. 2) 

 

 

 

In the contract drilling market, contractors make money by leasing their rigs to petroleum organizations on a 

dayrate basis, with the purpose of exploring, drilling and/or restoring wells. The market for offshore drilling is 

often defined by dayrates, utilization and fleet size. Dayrates is the daily fee the oil companies pay the rig 

owners for exploration and is controlled by demand and supply. According to Kaiser et al., (2013) dayrates are a 

good indicator of market conditions, as they give a sense of the contractors expected revenues and affect the 

prices of the offshore service and support industry.  

  

Utilization is a measurement of how many of the world’s rigs that are active at any given time. Accordingly, the 

contractors constantly monitor the demand of the market and consider adding rigs. However, building new rigs 

takes years and with demand being volatile there is a risk of adding capacity to the fleet. Dayrates are a strong 

indicator of such, and high utilization will normally cause elevated dayrates and vice versa.  

  

Fleet size is the total numbers of rigs, either by company, region or worldwide. The markets fleet size is common 

knowledge and thereby a clear indicator of total capacity. The size and age of a fleet have great impact to 

earnings and market position as a large fleet in a market of high demand is a guarantee for revenue, but can be 

devastating to the company when demand is low. 
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The newbuild market revolves around new ordered rigs and price. The market is highly transparent because a new 

rig is a significant capital expenditure for contractors, and a substantial source of income for rig-building firms. 

Offshore drilling companies order new rigs when the expected return of adding a new rig to their fleet exceeds the 

investment. Whether the investment is successful depends on dayrates and utilization of the rig, but since these 

are unknown, the company calculates their expected return based on strategy and risk profile. Therefore, it is safe 

to say that the newbuild market is highly dependent on the contract drilling market (Kaiser & Snyder, 2012a). 

 

Operating MODUs entails maintenance and upgrades. In the upgrade market rigs undergo various treatments like 

painting, replacing or fixing components and upgrades in the workers living arrangements. While maintenance 

doesn’t affect the price of the drillrigs, upgrading can be quite expensive and time-consuming. Upgrading can 

involve different modifications and new equipment and is done to maintain competitiveness and lowers the need 

for a replacement (Kaiser et al., 2013). 

 

The secondhand market is described by transactions of MODUs between contractors. Rigs sold and bought on the 

secondhand market may be both used and brand new. There are a few ways companies acquire rigs but the most 

common is through liquidation of another company, mergers or private arrangements. Newbuilds ends up on the 

secondhand market when the ordering contractor files for bankruptcy pre-completion but there is a company on 

the market willing to buy the newly constructed rig upon completion (Kaiser & Snyder, 2012a). 

 

Finally, in the scrap market, old and obsolete drilling rigs are stored sold to firms that specialize in recycling, 

repurposing or deconstructing. Vessels are stacked cold or dead when they are superseded by earlier generations 

and the companies stop seeing the benefits of upgrading. However, with regular upgrades MODUs can operate for 

more than 30 years. By using parts from stacked rigs, the companies can maintain and replace parts on their own 

fleet, and perhaps extend the service of the rig (Kaiser, 2008). 

 

5.1.1 Value chain 

The demand for MODUs are driven by oil companies’ capital spending on exploration and production, which 

mostly relies on the expected price per barrel of crude oil, exploration areas, and availability of drilling rigs. The 

availability of drilling rigs hugely affects the dayrates and a high demand is directly correlated with high dayrates. 

 
Geographical orientation of rigs 

As with drilling depth and water depth, the market for drilling rigs is also segmented into geographical hotspots. 

Hotspots indicate whether there are petroleum reservoirs currently waiting to be explored closer or areas where 
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there is ongoing activity. However, even as floaters can move to new locations on their own, it is time-consuming 

and costly to move from one place to another. Which is why drilling rigs often stay at roughly the same locations 

for long periods of time drilling wells as they are contracted. The largest geographical market is currently in the 

Middle East, followed by the North Sea and Southeast Asia. 

 

Figure 5.2 – Total supply of rigs in the largest markets globally 

(Source: Own contribution; (IHS Markit, 2020) 

 

 

 

The main differences between the areas are there differences in environment. Where the North Sea is known for 

harsh weather and in demand of rigs that are capable of handling this type of weather, the areas around the Middle 

East are usually spared the worst storms, while Southeast Asia have rather benign weather but with the occasional 

tropical storms (Kaiser et al., 2013). The different treats in environment also means that what is needed for any 

given area will differ. While both jackups and floaters are used in harsh weather, how advanced the rig is also 

plays a large part. Given that a jackup from another area would be moved to the North Sea, there is a high 

probability that the rigs would need certain upgrades before being transported. In more benign environments it is 

more usual to use floaters as they are more stable in calmer waters and often drill deeper than jackups.  

 

Leasing a rig 

The catalyst in the offshore drilling rig industry is the dayrates. Dayrates are the daily rate oil companies pay the 

rig contractors to drill wells at offshore locations. This rate includes the rig, crew and capital costs. However, it 

does not account for the expenses the contractors have in getting the rig ready e.g. necessary upgrades, casing and 

cementing (Kaiser, 2014, p. 304). 
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Figure 5.3 – Costs incurred with leasing a rig 

(Source: Own contribution; Olje- og Energidepartementet, 2012) 

 

 

 

Figure 5.3 illustrates a simplified picture of the elements that goes into the process of leasing a rig. Mobilization 

costs are the costs incurred for the contractor in delivering the MODU at the location ordered by the oil company. 

They are, however, not noteworthy compared to the dayrates which are the primary source of income for the 

contractors and a large expenditure for the oil companies. Dayrates are based on supply and demand of drilling 

rigs, largely affected by oil prices and utilization rate. Higher oil prices lead to a higher demand for drilling 

contractors which again increase the dayrates. As utilization goes up, so does the demand for drilling rigs and the 

dayrates increase. Whilst for the negative effects of a lower oil price and low utilization the drilling companies 

enter a death spiral as they bid aggressively to win contracts and thereby making companies warm- or cold-stack 

their rigs as a desperate measure to save money in the short term (Kaiser et al., 2013; Kaiser, 2014). 

 

According to Wright (2017), the oil companies and the contractors usually agree to a contract based on a dayrate 

or a footage rate. Dayrates, as previously explained, are a fixed rate per day while footage rates include a negotiated 

price for each foot drilled. The contractor still provides the rig and crew, but pricing will depend of type of rock 

and the difficulty of drilling. Additionally, while not as popular, the contract might be on a turnkey basis, where 

the oil company and the contractor have agreed to drill to a specified depth. If successful, the contractor will also 

install the necessary production equipment to operate the new well. In a turnkey contract, unlike the other 

discussed, the contractor will provide everything necessary for the well to be established. This is an indication of 

why it is the least popular and almost exclusively used by small E&P companies exploring new areas and has yet 

to establish the infrastructure required. Subsequent drilling contracts could be negotiated on a dayrate or footage 

rate basis (Wright, 2017, p. 155).  
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5.2 Maersk Drilling – The Drilling Company of 1972 

Maersk Drilling is an offshore drilling company, providing drilling services to upstream oil and gas companies, 

with a total revenue of 1,22 billion USD in 2019. The company currently own and operate 22 rigs of which 13 in 

the North Sea and 9 in International waters. Maersk Drilling employs approximately 2850 people, have 

headquarters in the Copenhagen area and is listed on Nasdaq Copenhagen (Maersk Drilling, 2019a). 

 

The roots of Maersk Drilling stems from the Danish Underground Company, a joint venture established in 1962 

between Maersk, Shell and the Gulf in order to enhance the possibilities of A.P Moeller Maersk’s concession to 

explore and produce oil and gas in the Danish part of the North Sea. Maersk Drilling Storm Company was 

established in 1972, a joint venture between Maersk and Dearborn-Storm Drilling company supported by semi-

submersible rigs, the same year as the first Danish oil was produced.  

 

Until 1989 Maersk established Atlantic Pacific Marine Corporation in the United States, that would function as a 

basis for building knowledge and training employees. Further, Maersk Drilling completed two newbuilding 

programs and entered into a joint venture in Egypt and effectively entered the shallow water drilling market. In 

1990 Maersk Drilling entered the Norwegian market with jack-up rigs as the first jackup rig contractor on the 

Norwegian continental shelf. In 1993 Maersk Drilling entered the Venezuelan shallow water market and with the 

increased activity the company expanded its fleet with 4 units between 1993 and 2004.  

 

In 2008 Maersk Drilling entered the deepwater market and in that regard took delivery of three semi-submersible 

rigs and were now capable to serve E&P companies in all benign environments worldwide. The Service Delivery 

Model was introduced by the company in 2009, a model which went beyond the typical industry standards to 

ensure safe and efficient drilling of wells. Furthermore between 2007 and 2009 the company reinforced its position 

in the jack-up segment with an addition of 6 jack-up rigs, four of which were built to meet the harsh environment 

in the North Sea. In the same time period Maersk Drilling employed to semi-submersible rigs in New Zealand and 

Australia for midwater drilling (Maersk Drilling, 2020b) 

 

Between 2011 and 2016 Maersk Drilling experienced an extensive fleet expansion, with a total of 5 jack-up rigs 

and four drillships ordered and delivered. A strategic alliance with AkerBP and Halliburton with a duration of 5 

years was formed in 2017. The purpose of the alliance is to enhance collaboration efficiency, simplify and 

standardize the processes to shorten the time from discovery to first oil. A similar alliance was entered into with 

Seapulse in 2018 (Maersk Drilling, 2020a). Since the inception of the company, Maersk Drilling has been a 
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subsidiary of the A.P Moeller-Maersk (APMM) group, until 2019 where APMM decided to demerge the company 

including a separate listing on the Nasdaq Copenhagen.  

 

5.2.1 Corporate structure 

Maersk Drilling has a stated a threefold strategy which seeks to create long-term value for shareholders by growing 

cash flow generation, maintaining a robust balance sheet and exercising disciplined capital allocation. In addition, 

the company emphasizes the importance of working with the oil and gas companies to improve offshore project 

economics, as a key element in staying ahead of competition and driving future profitability and cash flow 

generation (Maersk Drilling, 2020a). The company’s corporate structure is illustrated in figure 5.4.  

 

Figure 5.4 – Corporate structure 

(Source: Own contribution; Maersk Drilling, 2019) 

 

 

 

 

Operations: 

One joint unit covering operations, commercial and technical functions, reports to the COO.  

 

North Sea: 

Comprises of the harsh-environment rigs capable of drilling in the most challenging environments in the North-

Sea. Reports to the COO.  
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International: 

Comprises of drillships and semi-submersible rigs capable of operating in benign- mid and deepwater water 

depths. Reports to the COO.  

 

Global Business Solutions:  

Established a centralized service center in Gdansk in 2019, to provide services such as supply chain management, 

HR and finance operations to the global organization. Reports to the CFO.  

 

 

5.2.2 Fleet  

Maersk Drilling have a fleet consisting of 14 jackup rigs, 4 semi-submersible rigs and 4 drillships. As of December 

31st 2019, 13 rigs worked in the North Sea and 8 worked internationally, the remainder two rigs were warm stacked 

in Denmark. The average age of the total fleet is 11,3 years which is approximately halfway in the life cycle of 

rigs.  

 

Figure 5.5 – Offshore rig types 

(Source: Deutsche Bank, 2013, p. 66)  
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Jackups are platforms jacked up by three or more legs, which again extends down to the seafloor. Physical contact 

with the seafloor makes the jackups more stable than floaters, but also limits the range of use (Wright, 2017). 

Jackups are used in relatively shallow waters with Maersk Drillings jackups are capabable working on water depths 

between 375-492 ft. and drilling depth range from 25.000-40.000 ft. (Maersk, 2020). The jack-up fleet includes 

four XL Enhanced jack-up rigs, the world’s largest jack-up rigs designed for year-round operations in in the North 

Sea (Maersk Drilling, 2016).  

 

Semisubmersibles are floating MODUs and involves a deck above the surface being held up by pontoons to avoid 

waves and currents. Given the position of and the amount of ballast in the pontoons the rig can be supported and 

moved as needed (Kaiser & Snyder, 2012a). Semis can also be held in place by anchoring to the seafloor or with 

dynamic computer-system using thrusters (Kaiser, 2014). Maersk Drilling’s semisubmersible rigs are primarily 

used in benign environments on water depths in the range of 500-10.000 ft. and can drill wells up to 40.000 ft. 

deep (Maersk Drilling, 2020a).  

 

Drillships are self-moving ship-shaped vessels that can mobilize the quickest and drill in more isolated regions 

due to better storing opportunities. Most modern deepwater drillships are held in place like semis, by dynamic 

computer-systems using thrusters to control movement (Kaiser, 2014). Drillships are the most expensive of the 

three types to build and lease because they sustain depths up to 12.000 ft. and can drill wells with depths of up to 

40.000 ft. (Maersk Drilling, 2020a).  

 

5.2.3 Share price performance and ownership structure 

Since the initial public offering (IPO) of Maersk Drilling, the share price has experienced a downward trend. From 

04.04.2019 until the cut-off date 14.04.2020 the share price has decreased -69%, with the first quarter of 2020 

contributing to the majority of the share price decline. The oil price crash and the outbreak of the COVID-19 virus 

in 2020, have made the financial markets volatile which could explain some of the recent share price development. 
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Figure 5.6 – Share price development  

(Source: Own  contribution, Yahoo Finance) 

 

 

 

The A.P Moeller-Maersk group has remained the majority shareholder after the demerger with 41,6% of the share 

capital, accompanied by its charity foundation with 8,9% of the share capital. The remainder of the share capital 

is held by minority shareholders with less than 5% of the share capital. The geographical distribution of the 

shareholders is shown in figure 5.7.  

 

Figure 5.7 – Geographical shareholder distribution 

(Source: Own contribution; Maersk Drilling, 2020a) 
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5.2.4 Peer Group 

This section will present and discuss a suitable peer group for Maersk Drilling. These peers will be used as a 

benchmark in the strategic- and financial analysis, in addition to the relative valuation. When identifying 

comparable companies serving as a peer group, similarity based on operating characteristics are preferred. 

Optimally, the peer group should match by industry, product, size, risk and growth. This is rarely possible, as no 

companies can fulfill all the requirements (Penman, 2013, p. 77-78). Operational similarities with regards to size 

and product translates to fleet size and rig type in the offshore drilling industry, and is illustrated in figure 5.8. The 

figure includes rigs that are contracted, warm-stacked, cold-stacked and ordered newbuilds. An additional 

resemblance among the peer group is the exposure in the North Sea, especially reflecting Transocean and Odfjell 

Drilling which are included in the peer group despite the lack of jackup rigs. 

 

Figure 5.8 - Peer group with fleet by type of rig 

(Source: Own contribution; Bassoe Analytics) 

 

 

 

As mentioned previously, Maersk Drilling is the only offshore drilling company listed on Nasdaq Copenhagen. 

Therefore, the peer group consists primarily of US-listed rig companies, in addition to one Norwegian firm with 

similar exposure to the North Sea as Maersk Drilling. The difference in reporting standards will be discussed in 

the “Accounting Quality” section.  
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Odfjell Drilling (ODL) is based in Bergen, Norway, and is a niche company solely owning and operating semi-

submersibles operating in the North Sea. All the semi-submersible rigs are built and/or upgraded to fit the 

demanding requirements for operating in harsh environment, especially the strict regulations in Norway. Since the 

inception in 1973, the company has a great operational track-record which have resulted in strategic alliances with 

major clients in the North Sea (Odfjell Drilling, 2019). The company is listed on Oslo Stock Exchange.  

 

Transocean (RIG) is incorporated in Switzerland but have American roots dating back to the 1920s. The company 

is a result of a series of mergers during the last century and have a history of being active in the M&A-arena, 

acquiring distressed rig companies during cycles. The last decade the company’s strategy have focused on 

deepwater drilling and as a result a complete divestment of the shallow water jackup fleet. Transocean is 

considered to be the world’s largest offshore drilling company, measured by revenue (Transocean, 2020). The 

company is listed on New York Stock Exchange. 

 

Noble Corporation (NE) is organized in United Kingdom and have, together with its predecessors, drilled for oil 

the last ninety-nine years. Noble Corp. has a stated strategy of focusing on deepwater drilling units in addition to 

premium jackup units which has resulted in a modernization of the fleet. The majority of the standard units was 

spun-off in a separate company in 2014, Paragon Offshore, which subsequently was acquired by Borr Drilling in 

2019 (Noble Corporation, 2020). The company is listed on New York Stock Exchange.  

 

Valaris (VAL) or EnscoRowan is a result of the merger between the UK-based Ensco and the US-based Rowan 

Companies in 2019. Prior to the merger, Ensco and Rowan both had large and diversified portfolios of drilling 

units, covering jackups, semi-submersibles and drillships. After the merger, Valaris has become the largest 

offshore drilling company measured on number of rigs (Ensco, 2019; Rowan, 2019; Valaris 2020). The company 

is listed on New York Stock Exchange.  

 

6. Strategic Analysis 

The next step in of a fundamental analysis is to have a closer look at the macroeconomic factors and the 

competitiveness of the industry. The ambition is to present an objective and thorough analysis as this will lay the 

grounds for the company’s future prospects. While the strategic analysis will illuminate the critical drivers of 

change in the external environment, it will also aid the authors in making qualified predictions in the process of 

forecasting.  
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Being able to fully grasp the changes in the macro-environment can be challenging. Martin Stopford has introduced 

a framework called the shipping market supply and demand model (Stopford, 2009, p. 137). While this structure 

originally was designed for the shipping industry, it is also highly relevant in the offshore drilling industry. With 

some modifications this framework reflects the industry very well, accounting for all of the most common external 

factors for Maersk and the offshore drilling rig industry as a whole. While the PESTEL framework is a very 

popular tool, there were some doubts that it would not reflect the specifics of the industry and be too general 

overall.  

 

 

6.1 Supply and demand  

The market and prices in the drilling rig industry changes in congruence with the supply and demand. Petroleum 

companies are, first and foremost, dependent on the oil price. The oil price is ultimately the catalyst for the entire 

oil and gas industry as it also affects the companies E&P spending. As Maersk is located in the upstream segment 

of the value chain, they are immediately affected by these factors. Figure 6.1 presents the framework chosen for 

the remainder of this analysis.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 24 

Figure 6.1 – The Supply and demand model 

(Source: Own contribution; Stopford, 2009) 

 

 

 

The model is divided into three separate sections; demand, supply and dayrates and utilization. The latter section 

will used to present how the cashflows are moving from one sector to the other, and summarize how important 

they are to each other. Dayrates and utilization of the Maersk’s fleet are two factors that have a massive impact on 

revenues and the findings in the coming analysis will enable a comprehensive base for the remainder of the thesis. 

  

6.1.1 Rig demand 

Demand in the offshore drilling industry is a complicated function composed of several factors. The most central 

factors is, arguably, the oil companies E&P budgets, which will be elaborated the following section. The cashflow 

of the oil companies are, without trying to oversimply the complexity of the market, determined by the price of oil 

and gas. The relationship between the abovementioned factors are presented in the figure 6.2 below.  

 

This analysis will extend into an attempt to explain the fluctuations of the oil price in a precise manner. There 

are aspects more prominent than others and these will be discussed in the coming sections.  
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Oil price development  

 

Figure 6.2 –  Influential oil price drivers 

(Source: Own contribution) 

 

 

 

 

     World economy 

The gross domestic product (GDP) is the market value of the goods and services produced by labor and property 

located in the country during a given period (Blanchard et al., 2017, p. 542). Economists, policy makers, and 

politicians revere GDP above all other economic statistics because it is the broadest, most comprehensive 

barometer available of a country’s overall economic condition (Yamarone, 2012, p. 11). The majority of 

economists agree that the optimal growth in GDP is between 2,5-3,5%, because that is the highest growth rate the 

economy can maintain without it having negative consequences (Khan et al., 2013). An expectation of a lower 

growth could decrease the world consumption and thereby the need for oil and gas.  

 

Figure 6.3 – Change in fuel consumption, GDP change, oil price 

(Source: Own contribution; U.S. Energy Information Administration, 2020d) 
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The figure portrays that both the consumption and GDP of the world has increased yearly since the financial crisis 

in 2007-2008, while the oil price have somewhat decreased since 2014. According to the U.S. Energy Information 

Administration (EIA) (2020) a lot of fuel consumption is explained by the level of manufacturing and 

transportation in OECD countries. As OECD countries are more developed compared to non-OECD countries, 

there are also higher taxes and more focus on advancing the fuel consumption for newer vehicles. This again leads 

to slower growth in consumption, even when the economic growth is strong. In addition, developing countries 

consume less energy and has therefore less impact on the oil price. However, as they grow in size and the 

infrastructure improves their levels of consumption is expected to rise (De Cian et al., 2016). OPEC (2019, p. 5) 

expects a GDP growth of 3,3 % annually until 2040, and states that this growth primarily will be due to developing 

countries.  

 

     Population growth 

According to United Nations (UN) et al. (2019, p. 13) the global population is expected to increase by 2 billion 

over the next decades from an estimated 7.7 billion in 2019 to 9.7 billion in 2050. The majority of this growth is 

expected to come from developing countries. As the growth in the working-age population is expected to grow in 

the foreseeable future combined with the overall growth in population and retires, these two factors are expected 

to contribute to a continued consumption of fuel and a higher global GDP (OPEC, 2019, p. 18). It is also important 

to consider urbanization movements, as they have an overwhelming effect on energy consumption. This will be 

elaborated in the coming section.  

 

     Social factors  

An important factor that will impact the energy consumption is that the world’s energy poverty is declining. In 

20015, the average energy consumption in non-OECD countries nearly tripled compared to 1970 due to the 

economic development, stimulating an increase in the middle class. While poverty still being a major problem 

globally, the continued expansion of the middle class will increase the need for electricity with higher income 

levels will rise and further urbanization (OPEC, 2019, p. 85).  
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Figure 6.4 – Expected urbanization growth 

(Source: OPEC, 2019, p. 21) 

 

 

 

The World Oil Outlook considers urbanization to be the percentage of the total population currently residing in 

urban areas. Currently more than half of the world’s population lives in urban areas with this number expected to 

increase to 68% by 2040 (OPEC, 2019, p. 21). The above figure present an expectation of the coming situation 

and as the urbanization OECD-countries already has a high number of urbanized regions, the largest expansion 

will happen in China and other regions in Asia. As China is the world’s largest energy consumer, the consumption 

is only expected to rise (British Petroleum, 2019). 

 

A different aspect of today society is the environmental focus. The UN has launched seventeen goals for 

sustainable development (SDGs) and Denmark, where Maersk Drilling is located, joining 188 additional countries, 

have signed the Paris Agreement which aims to keep the global temperature rise below 2 degrees Celsius. The 

International Energy Administration (IEA) has suggested different scenarios that present the future with three 

possible outcomes for the global energy mix.  
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Figure 6.5 – Scenarios for future global energy mix 

(Source: Maersk Drilling, 2020c, p. 27; International Energy Agency, 2019)  

 

 

 

The three scenarios have the following descriptions; “current” shows what happens if the world continues as 

present, “stated” if today’s policies and targets are included and “sustainable” is a way for the world to meet the 

sustainable energy goals in full. What is evident from the figure is that if all companies and the world follow the 

policies stated by different organizations and governments, the energy demand will still continue to rise. Given 

that the sustainable development scenario doesn’t become the reality in the immediate future, there is no basis to 

assume that there will be any immediate drops in either energy consumption or demand for oil. Rather, the demand 

will increase and the focus on renewable energy will remain the inferior goal compared to meeting the growing 

demand for energy. Both IEA and OPEC agrees that the energy demand will rise with at least 1% every year until 

2040 (OPEC, 2019, p. 43; IEA, 2019).  

 

     OPEC 

The Organization of the Petroleum Exporting Countries (OPEC) is a permanent organization established in 1960. 

It is made of countries and their respective governments, mainly from Afrika, the Middle East and South America, 

and is considered an essential influencer of the oil price. The ambition is to secure an efficient, economic and 

regular supply of petroleum to consumers, steady income to producers and a fair return on capital for those 

investing in the petroleum industry (OPEC, 2020b). In 2018 OPEC estimated having most of the world’s proven 

oil crude reserves at 79,4% of the pie, with the Middle East claiming the largest piece at 64,5% (OPEC, 2020a; 

Garside, 2019). Saudi Arabia is the largest contributor of the Middle Eastern countries and their changes in 

production have historically had distinct effect on the crude oil price (Garside, 2019). This is further demonstrated 

in Appendix 1.  
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Figure 6.6 – OPEC spare capacity and the oil price 

(Source: Own contribution; U.S. Energy Information Administration, 2020b) 

 

 

 

As described by the Figure 6.6 the spare capacity of OPEC is a pointer of markets capability to respond to  

unexpected events. From 2003-2008 OPEC suffered a low capacity and was therefore unable to respond to the 

markets demand which often integrates a higher risk premium and gave them smaller leeway in terms of adjusting 

their supply accordingly. However, the situation have been more flexible since 2015 as OPEC have had a relatively 

larger capacity compared to today’s oil price and the forecasted levels.  

 

In correlation with their mission, OPEC aims to stabilize the market with their spare capacity. The current situation 

is rather unstable as the oil price fell to around USD 20 in March, making it the lowest  since 2003 (Krekling, 

2020). The drop is due to the ongoing oil price war between Saudi Arabia and Russia. OPEC and Russia, the 

largest producer in the world, whom previously cooperated to challenge the U.S. shale oil production market share, 

has seen their relationship sour, making prices highly volatile (Lund, 2020). Even still, it is out of the scope of this 

thesis to indulge in an analysis of the future prices so the thesis will continue in line with EIA’s forecasts. 

 

     Non-OPEC 

Non-OPEC countries are essentially all the countries not a member of OPEC. OPEC generates about 44% of the 

global crude oil production, meaning that 66% is produced by non-OPEC countries (Garside, 2019). As mentioned 

in the drilling rig industry-section, North America, Southeast Asia and the North sea, where Maersk Drilling has 

a lot of business, makes up most of the remaining areas for offshore production. Differing from OPEC, the non-

OPEC oil companies are not directly regulated by their respective governments. The oil companies make their 
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own decisions about production and their goal is to maximize shareholder value, making them more sensitive to 

market instability. Given this, OPEC has a lot more influence affecting the oil price, forcing the independent oil 

companies to follow market conditions, leaving them as price takers (Damodaran, 2012b).  

 

     The American Shale industry 

The U.S. shale oil industry has seen an escalation in production since 2011 and, as previously mentioned, are direct 

competitors to Saudi Arabia and Russia. Shale oil has become a significant influence in the oil market and is 

disrupting the balance of supply agreed upon by OPEC and the larger non-OPEC producers. It is, however, more 

expensive to extract this type of oil and one of the major reasons that this industry has grown is because of the 

historically high oil prices. The European Central Álvarez & Di Nino (2017, p. 1), on behalf of the European 

Central Bank, has found that analysts expects a price between USD 65-70 for the U.S. shale industry to be 

profitable in the medium term. This puts a lot of pressure on OPEC, who now has to consider whether to aim for 

a more stable crude oil price or market share.  

 

Balance 

As illustrated in the E&P budget-section, the Brent oil price has been highly volatile even in the last five years, 

ranging from a bottom of about USD 30 to a high of USD 81. The demand of oil have been affected heavily by 

the macroeconomic factors and their repercussions in Chinas economy. As the situation is still unclear, the exact 

impact is rather hard to predict but consensus is that the economy will overcome this challenge and start to return 

to normal within the year (EIA, 2020a; IEA, 2020; OECD, 2020).  

 

Table 6.1 – Balance in oil supply and demand (million barrels per day) 

(Source: Own contribution; International Energy Agency, 2020b, p. 48) 

 

  1Q19 2Q19 3Q19 4Q19 1Q20E 2Q20E 3Q20E 4Q20E 

Non-OPEC supply 63,9 64,5 65,2 66,3 66,1 66,8 67,5 67,7 

OPEC oil supply 30,7 30,1 29,5 29,8 27,2 28,3 29,2 29 

OPEC other supply 5,5 5,5 5,4 5,5 5,5 5,5 5,5 5,5 

OPEC supply 36,2 35,6 35 35,3 32,7 33,8 34,7 34,5 

Global supply 100,1 100,1 100,2 101,6 98,8 100,6 102,2 102,2 

Global demand 99,3 99,3 100,8 101,2 98,8 100,6 102,3 102,2 

Balance 0,8 0,8 -0,6 0,4 0 0 -0,1 0 
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As a general rule, the oil price increases when demand increases. Including the expected growth in GDP, world 

population and urbanization, the IEA expects a stable demand in the coming year. There are countless factors that 

contribute to the fluctuations and market price of oil, and appendix 2 depicts the impact of historical events to 

illustrate the argument. From the perspective of the analyzed factors above and the general consensus of highly 

reputable organizations, it appears realistic to assume that there will be a slight increase in the oil price, even 

though it is highly volatile. As a primary driver for petroleum prices, the future spot prices for crude oil presents 

an expectation of around USD 40 per barrel before 2022 (U.S. Energy Information Administration, 2020a). 

 

E&P budget 

The E&P-budgets depends on the oil price and is one of the most important drivers for rig demand. The current 

and future spot prices for the oil price determine the capital expenditures in E&P which again leads to the 

underlying production levels. It is a very intricate system, where all factors have repercussions and are intertwined. 

When the expectations for a rise in the oil price is present, it is a regular phenomenon that the E&P budgets 

increase, and as the petroleum companies spend more money on exploration and production, a natural outcome is 

that there is more oil available. This also means that projects that were deemed unprofitable might now be initiated 

because of the break-even price. The break-even price indicates whether or not an investments or an asset will 

cover the costs. The point being that rig demand is affected by the break-even price for oil needs to reach in order 

to make E&P investments profitable.  

 

Figure 6.7 – Relationships between offshore E&P investments, oil price and break-evens 

(Source: (Own contribution; U.S. Energy Information Administration, 2020d; SpareBank 1 Markets, 2020) 
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Figure 6.7 shows the relationship between the different factors. The break-even price is the average of some of the 

larger oil companies, amongst them Equinor, where Maersk Drilling has a contract on the Norwegian Continental 

Shelf (NCS). Rystad Energy (2020) projects that energy projects need an oil price above 60 USD per barrel to 

avoid the risks of becoming unprofitable and that massive investments are needed to meet the future growth in 

global demand. However, it is also forecasted that the current situation with already discovered fields with a break-

even below 60 USD will be enough to cover demand until 2027. Since the oil price recently hit the lowest level 

since 2003, and with potential revenues crashing 30 percent in a matter of days, E&P spending will take a big hit 

and there is no avoiding that there will be significant cuts that the offshore drilling rig companies will suffer from.  

  

SB1M (2020) have published a report where they have analyzed recent development and claim that, in regards to 

the offshore drilling operators, the main objective for the rig contractors should be to stay alive long enough for 

the drop in oil prices to blow over. The impact is expected to hit floaters more than jackups, and make the major 

petroleum companies focus on the fields with the lowest break-evens and immediate profit. The companies with 

the largest backlogs, having unfinished contracts or contracts yet to start, are the ones that will suffer the least in 

the immediate future.  

 

6.1.3 Summary Demand 

The current prospects in the oil industry is at a critical level. While the demand is expected to grow, the oil price 

has plummeted, making the industry highly uncertain. A growing population and urbanization with a focus on 

renewable energy in the long-term factors that will play a major role in the years to come. Demand and supply are 

currently expected to remain relatively stable, but with economic uncertainty and a crash in the negotiations 

between OPEC and Russia it is extremely difficult to forecast more than the near future. However, in the immediate 

short-term horizon there is a panic breeding amongst the major oil companies, making life difficult for the offshore 

drilling rig companies. The lowest oil price since 2003 will demand cost-cutting measures at a large scale, 

immediately effecting E&P budgets and thereby revenue in the upstream segment. Yet, there is consensus that the 

price will, within twelve months, start to return to normal and that means that the companies avoiding bankruptcy 

should be able to continue growing.  

 

6.1.4 Rig supply 

The drilling rig industry is known to be slow in response to demand. The reason being that the demand is often 

difficult to anticipate and building a new rig, whether it be a jackup or a floater, takes years. It is not uncommon 

that in longer periods of high demand a lot of contractors orders new MODUs just to see them stacked when 
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delivered. High dayrates and growth in E&P budgets often indicates that newbuilds are on the way. The market 

moves in cycles and in upturn the contractors revenues are substantial, often leading to larger capital expenditures 

and several more orders for newbuilds. By April the marketed global fleet of offshore drilling rigs is 640, and with 

536 currently on contract or with an upcoming contract, the marketed utilization is 83,8% (IHS Markit, 2020). 

 

Newbuilds 

The industry as a whole are expecting 74 new rigs to be introduced to the market by 2022, which makes up about 

10 percent of the total supply. Figure 6.9 displays when the different kinds of rigs are being introduced over the 

next three year if everything goes according to schedule. The last rig in the orderbook is to be delivered by July 

2022, but as the oil price plummets it is not unlikely that the rig companies will try to postpone the rig deliveries 

for as long as possible, waiting for the oil price to rise (Bassoe Analytics, 2020). Table 6.2 shows the historical 

additions to the fleet.  

 

Figure 6.9 – Current orderbook of newbuilds 

(Source: Own contribution; Bassoe Analytics, 2020)  

 

 

 

Table 6.2 – Historical additions to the fleet 

(Source: Own contribution; Bassoe Analytics, 2020) 

 

Year 2015H 2016H 2017H 2018H 2019H 

Jackups 16 21 8 19 28 

Semisubs 2 3 2 1 6 

Drillships 10 3 3 0 2 
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With E&P spending being cut with about 20-30% there lies a great deal of risk for the companies with newbuilds 

coming. As much as $100 bn could potentially be at risk for E&P contractors budgets the coming year, if the oil 

price remains at $30 throughout the year (Rystad Energy, 2020a). This could potentially make contractors file for 

bankruptcy as many struggle with high debts and the liquidity of the business appears grim. The demand for 

jackups is expected to be less exposed than floaters, which is good news for Maersk Drilling as their fleet is 

predominantly jackups. They are also the company with the, by far, highest market capitalization to enterprise 

value, meaning that they are presently considered less likely to be forced to do any restructurings financially.  

 

Scrapping 

When MODUs are scrapped it directly affects supply. Looking at the figure concerning the average supply of 

drilling rigs, there has been a slow and steady decrease in supply since 2014. In essence, this means that there are 

more scrapping than newbuilds entering the market. As previously explained, MODUs have an average lifespan 

of 30-40 years and are mainly picked apart when they are decommissioned. The lifespan of an offshore drilling 

rig is impacted by different factors including, but not limited to, age, demand, technology, upgrade costs and its 

ability to produce revenue (Stopford, 2009). For years, the main component has been concerning the depth the 

drills are able to reach, but as the technology advances and the rigs needs to drill in more complex environments 

older generations of rigs are scrapped. However, rig owners are resistant to scrapping their rigs, because as long 

as they are cold-stacked there is always the option of reactivation if dayrates reaches a desirable level. In table 6.3 

the last five years of scrappings are depicted. For every second scrapping over the last five years just above one 

newbuild is introduced to the market, which can explain the big orderbook containing 43 jackups, 5 semis and 13 

drillships ready to operate this year.  

 

Table 6.3 – Historical scrapping of the fleet 

(Source: Own contribution; Bassoe Analytics, 2020; RigZone, 2020) 

 

Year 2015H 2016H 2017H 2018H 2019H 

Jackups 17 18 9 37 23 

Semisubs 32 19 26 11 11 

Drillships 4 8 6 6 6 

 

 

 



 35 

6.1.5 Summary Supply 

The last five years there has been a supply that has been way above utilization. Since 2015, the average yearly 

decline in the global fleet has been 2,81% meaning more drilling rigs have been scrapped than number of newbuild 

introduced. Figure 6.10 portrays the total fleet for the last 10 years. As drilling rigs take roughly two years to finish 

the orderbook for 2022 could potentially change, but as the industry is crippled by the oil price, it is more likely 

that there will be attempts to postpone newbuilds as far as possible and see an increase in stackings as they are 

finished.  

 

Figure 6.10 – Average total fleet the last ten years 

(Source: Own contribution; RigZone, 2020) 

 

 

 

 

6.1.6 Dayrates and utilization 

The last step in the supply and demand model is to analyze the effect demand and supply has on dayrates and 

utilization. Demand is dependent on many factors, the most crucial explained in the demand-segment. The supply 

is the marketed number of rigs at any given time which is quite inelastic in the short run as it takes years from a 

rig is ordered to the date it is ready to start drilling. Long-term supply can follow the volatility of the oil price to a 

certain degree as there will be periods where demand is low when drilling contractors stack their rigs instead of 
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increase in demand. The historical utilization is described further below. 
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Figure 6.11 – Historical utilization 

(Source: Own contribution; RigZone, 2020) 

 

 

 

As we see from the figure, the decline in utilization around 2015 is in line with the drop in oil-price, E&P 

investments and break-even prices illustrated in figure 6.7. The trough of global utilization was reached around 

2017-2018 for all rig types. There are no indications that utilization will go up over the next years with the global 

fleet expanding with newbuilds, but rather down as the major petroleum companies are prioritizing cost cutting.   

 

Figure 6.12 – Average monthly dayrates 2010-2019 

(Source: Own contribution; RigZone, 2020) 
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Illustrated in figure 6.12 are the average monthly dayrates for jackups, semisubmersibles and drillships. Unlike 

figure 6.11, there is not yet established a trough, and the rising utilization the last couple of years could be a result 

of rig companies accepting dayrates close to the marginal cost to keep the machinery running pending an awaited 

cyclical upturn. The balance between supply and demand can be explained by the relationship between demand 

and the availability of rigs, including the newbuilds that are often contracted before they are finished.  

 

6.1.7 The Market Balance 

Growth in GDP, population and urbanization in developing countries are factors that are expected to affect the oil 

price positively. The futures for brent oil are traded at around $30 for June, meaning that the low oil price is 

expected to last at least two additional months. There are rumors that the price has not yet reached the bottom, but 

according to consensus, the price should start to return to normal within the year. The drilling rig industry will 

suffer short-term because a low oil price means less funding for E&P and new projects with higher break-evens 

will be postponed or cancelled all together. The only companies that are safe for now, are the ones with a sufficient 

backlog and a strong balance sheet in place. The global fleet has decreased the last five years, which does not 

appear to change in the coming years, indicating that there will be a larger surplus of both supply in oil and idle 

drilling rigs. As the fleet becomes smaller, the average age drops, and the complexity of the offshore drilling rigs 

improve. That could make it easier for the petroleum companies to cut costs, and be in line with the goal of 

reducing environmental hazards by the Paris Agreement. It can be argued that the market balance between supply 

and demand is mirrored in the demand and supply of rigs. The relationship between demand and supply is 

expressed in dayrates and utilization, as explained in the latter segment.    

 

 

6.2 Porter’s Five Forces  

An integral part of security valuation is knowing the business. Furthermore, it is crucial to know the industry in 

which the case company operates in. Both the case company and the industry are presented in the preceding 

sections. The purpose of this section is to determine the attractiveness and map the profitability of the offshore 

drilling rig industry. A common and widely used approach is Porter’s Five Forces. This model is divided in five 

forces and the configuration of the five forces differs by industry. The strongest forces determine the profitability 

in the industry (Porter, 2008, p.26). According to Porter (2008, p.30) the profitability and competition in an 

industry is driven by its structure. This framework will serve as a guide and determine the power of suppliers; 

power of customers; threat of substitutions; threat of new entries and existing rivalry among competitors.   
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6.2.1 Power of suppliers  

Powerful suppliers capture more of the value for themselves, limiting quality or services, shifting more of the cost 

over on industry participants and are able to squeeze out profitability of an industry that is unable to pass on cost 

increases in its own prices (Porter, 2008, p.29). The many factors influencing the power of suppliers in the offshore 

drilling industry are discussed in the following section.  

 

The suppliers are primarily the shipyards delivering newbuilds to the rig companies. The construction cost for 

shipyards comprises of steel, labor, drilling equipment and other equipment (Kaiser & Snyder, 2012b). Due to low 

labor costs, the relevant shipyards are primarily located in Asia. Market conditions, design type and class, 

construction shipyard and rig specifications are the primary factors that influence rig construction cost. Prices the 

shipyards achieve is determined by demand for rig construction services and the number of shipyards able to 

provide these services. There are shipyards specializing in building specific rig designs, like jackups, and there are 

shipyards capable of building all rig designs. The orderbook at the different shipyards is illustrated in figure 6.13.  

 

Figure 6.13 – Rigs under construction by shipyard 

(Source: Own contribution; (Bassoe Analytics, 2020) 
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Daewoo (DSME) and Samsung Heavy Industries, both from South Korea, are the largest contributors. Shipyards 

building semisubmersibles are more spread out, and the orderbook currently only counts eight units. In addition, 

Sembcorp Marine has been a large player with all design classes in a historical perspective, represented in figure 

6.13 by the Jurong shipyards, two wholly owned subsidiaries with an orderbook of four drillships. The market 

concentration is high, and the two shipyards standing out in the next three years are Keppel FELS and Dalian.  

 

Maersk Drilling have ordered a total of nine rigs the last ten years illustrated in figure 6.14. The orders are from 

well-known shipyards in South Korea and Singapore. The drillships are bought for $650M, the jackups from 

Keppel FELS for $600-650M and the jackup from Sembcorp for $270M, all on a per unit basis. The price gap 

between the jackup rigs is due to different type and models (Riglogix, 2020). The jackups ordered from Keppel 

FELS and DSME are the world’s largest jackups capable of operating in ultra-harsh environments. The jackup 

from Sembcorp is a different model with less specifications and capabilities. However it is interesting to note that 

the rigs from Keppel FELS in Singapore and DSME in South Korea are of the same design, called MSC CJ70-

X150-MD, which will weigh in on the discussion on switching costs for rig companies in the next section.  

 

Figure 6.14 – Maersk Drilling’s newbuilds 2010-2019  

(Source: Own contribution; (Bassoe Analytics, 2020) 

 

According to Kaiser & Snyder (2012b) shipyards vary in their rig building experience, labor costs, supply chain 

management, tax structure and government subsidies, construction methods, reputation and degree of integration. 

Many of the largest shipyards have proprietary designs, for example Keppel FELS with their own line of jackup 

rigs, KFELS B Class. In this way, the shipyards are in effect offering a differentiated product, which can lead to a 

higher barrier of switching from one shipyard to another. 
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The fact that many shipyards have long-term contractual relationships with the operators, as the rig operators often 

prefer a particular design class and order several identically designed rigs, emphasized this. Borr Drilling have 

placed large orders at Keppel FELS and Sembcorp Marine and achieved volume discounts the last two years (Borr 

Drilling, 2019). However, several shipyards are capable of building the same rig designs, and the switching cost 

for rig operators are not considered to be more than a potential loss of volume discounts. In regard to proprietary 

designs, there are many other design classes that can work as substitutes from different shipyards.  

 

The revenue contribution from rig construction varies among the largest shipyards.  Samsung Heavy Industries 

and Sembcorp Marine are highly dependent on the revenue from rig operators. Keppel FELS and DSME is in 

lesser degree dependent on the revenue from rig construction. Keppel FELS is in the business of property, 

infrastructure and investments, in addition to construction oil drilling rigs (Keppel FELS, 2019). DSME are 

building all kinds of offshore vessels, with rigs contributing to less than 1% of the revenue (DSME, 2019). The 

common characteristic among the shipyards illustrated in figure 6.15, are the low EBITDA-margins in 2018. This 

can be explained by the cyclicality of the industry, influencing the 2018 numbers. In the wake of the oil price crisis 

in starting in 2014, the oil price plummeted from over 100$ a barrel to a trough in January 2016 at 27$ a barrel. 

This had huge impact on the offshore drillers, resulting in a many stranded newbuilds at shipyards, with the rig 

companies unable to pay for the ordered rigs. The shipyards have been busy trying to sell the stranded rigs at 

discount prices, and cover some of their costs. Keppel FELS (2019) reports the first semi-submersible rig order 

since the downturn in 2014, ordered by Awilco Drilling, shown in figure 6.15. 

 

Figure 6.15 – Revenue and EBITDA-margin shipyards 

(Source: Own contribution; (Bassoe Analytics, 2020) 
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The cyclicality of the industry influences the pricing power of the shipyards and rig companies. In good times with 

high dayrates and utilization the demand for rigs increases. Due to the low number of shipyards able to build oil 

drilling rigs, the capacity can be fully booked. In this case a backlog is added and prices on new orders rise. The 

opposite happens in bad times, where stranded rigs are bought at a discount from the shipyards. 

 

Contract situations also plays a role in price negotiations. A rig company may order a rig without a contract from 

an E&P-company in order and will approach the negotiations rather aggressively making the investment more 

likely to be profitable over the lifetime of the rig. Maersk Drilling ordered two rigs in 2011 with the CJ70-X150-

MD design on speculation for $600M each (RigLogix, 2020). Two months later, Seadrill ordered the same rig for 

$630M (RigLogix, 2020), with the difference including an initial contract tied to the rig. Shipyards can also build 

rigs on speculation either to keep the machinery running or to hedge the future market improvements, as building 

a rig typically takes 18-36 months. It can be argued that shipyards and rig companies are mutually dependent on 

each other and the profits of both rig companies and shipyards vary accordingly with market conditions.  

 

In summary, the market concentration among shipyards are relatively high with a few large shipyards delivering 

most of the capacity. The dependency on revenue from rig companies varies, where some shipyards have 

diversified into other industries and are building other offshore vessels. The rig companies are not facing any 

significant switching costs but have shown a degree of loyalty to the shipyards in historical terms. The cyclicality 

of the industry shifts the power back and forth for the shipyards. Overall, the supplier power is considered to be 

medium.  

 

 

6.2.2 Power of buyers  

Powerful buyers capture more of the value for themselves by forcing down prices, demanding better service or 

quality and setting industry participants up against each other at the expense of the industry profitability (Porter, 

2008, p.30). Buyers with significant negotiating leverage relative to industry participants are considered strong. 

Furthermore, if the buyers are price sensitive, they would put increased pressure on industry participants.  

 

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

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

(NOCs). The IOCs can further be divided into subgroups of supermajors, majors and independent companies 

depending on size. ExxonMobile, Chevron, British Petroleum (BP), Royal Dutch Shell and Total are commonly 



 42 

referred to as supermajors. Majors include, but are not limited to, Equinor, Eni, Total and Repsol. Independents 

are for example Marathon Oil, smaller companies independent from national ownership. Examples of NOCs are 

Saudi Aramco, National Iranian Oil Company, China National Petroleum Corporation and Petroleos Mexicanos. 

Maersk Drilling’s customer list exclusively comprises of IOCs as of April 2020 (RigLogix, 2020; Bassoe 

Analytics, 2020; Maersk Drilling, 2020a). The revenue by customer in 2019 is illustrated in figure 6.16.   

 

Figure 6.16 – Revenue by customer 

(Source: Own contribution; Maersk Drilling, 2020a) 

 

 

 

The largest customers consist of two supermajors; BP and Total, two majors; Equinor and Tullow and the 
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for more than 10% of the revenue each, represents 71% of the total revenue. This is a high customer concentration 

and losing one of these customers would lead to a significant revenue loss if not re-contracted. The revenue from 

the North Sea jackup segment accounts for 95%, 100% and 100% of the revenue from AkerBP, Equinor and Total, 

respectively. 100% of the revenue from BP stems from the international floater segment. The high presence in the 

North Sea is part of Maersk Drilling’s strategy and is a result of the fleet composition and strategic alliances with 

key E&P companies. Having a limited number of customers accounting for the majority of the revenue introduces 

an additional risk to an already operationally leveraged industry.  
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The negotiating leverage of the buyers depends on the market conditions. In recessions in the offshore drilling 

market and low fleet utilization, rig companies will bid against each other and depress dayrates in order to cover 

operating expenditures, leaving the customers with high negotiating leverage. In market booms, with high fleet 

utilization, the E&P companies are more concerned about securing capacity. The buyers are a few oil supermajors, 

majors and independents and are the only lessee of offshore drilling rigs. The fact that rig companies have high 

fixed cost due the price tags on rigs combined with low marginal costs speaks for an increased negotiating leverage 

to the advantage of the buyers. Factors that speak for lower negotiation leverage for buyers, however, are the range 

of rigs with different operational water depths, specifications, quality and operational track record. Also, switching 

costs comprises of a new tender process contrary to either exercising extension options or negotiating a new 

contract with the existing rig. In the wake of the latest downturn in the oil industry, resulting in an overcapacity of 

idle rigs, the oil companies have the luxury of choice when selecting rigs. This bifurcation trend, where newer and 

more advanced units is preferred over vintage units, is an example of increased negotiating leverage for buyers.  

 

Leasing rigs are a significant share of the budget related to E&P projects, thereby making oil companies price 

sensitive. As this cost is of such magnitude it could be an argument for oil company to buy their own rigs. However, 

it is more efficient for operators to lease rigs due to the investments in E&P shifts in response to changes in the oil 

price (Kaiser, 2014). The degree of connection between leasing a rig and other costs for E&P companies influences 

the price sensitivity. There are examples of offshore drillers providing integrated services models, with Borr 

Drilling and Schlumberger doing so in Mexico for PEMEX, a Mexican NOC (Borr Drilling, 2019). These type of 

contracts makes the E&P companies less price sensitive, as it is a package deal reducing the total cost of drilling 

a well. Maersk Drilling have stated that they are cooperating with E&P companies to provide these services in the 

future (Maersk Drilling, 2020a).  

 

To summarize, the rig companies are dependent on revenue contribution from the customers to exist. Factors that 

increase the negotiating leverage for buyers are the large size, high fixed costs for rig companies and opposite the 

differential rigs and switching costs weakens the negotiating leverage. The price sensitivity shifts in line with the 

cyclicality of the industry. In the current market the power of buyers is considered high. 

 

6.2.3 Threat of entry   

New entrants to an industry equivalents increased capacity on the supply of the industry’s products or services 

which put pressure on prices and costs effectively putting a cap on the profit potential of the industry (Porter, 2008, 
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p.26). The threat depends on the height of the entry barriers in the industry, and the reaction from incumbents that 

the entrants can expect.  

 

The capital requirements in the offshore rig industry is high. To access the offshore rig market, it requires 

substantial investment in at least one unit, working capital, maintenance capex and financial flexibility to endure 

the cyclicality of the industry. Since the turn of the millennium average yearly newbuild price for jackup rigs have 

ranged between $130-300M, for semisubmersible rigs $250-550M and for drillships $350-800M (Kaiser & 

Snyder, 2013). It goes without saying that the amount of capital needed to enter the offshore drilling industry limits 

the number of industry participants. However, Porter (2008, p. 27) argues that if the business returns and prospects 

are attractive, investors will provide entrants with the needed funds, given efficient capital markets. Two examples 

from the offshore drilling industry is Shelf Drilling established in 2012 and Borr Drilling established in 2016, 

raising $1 bn and $1,9 bn since inception, respectively (Shelf Drilling, 2019; Borr Drilling, 2019). The 

commonality is that both companies came to life as a result of transactions in the secondhand market, both buying 

a bracket of jackup rigs from Transocean.  

 

The offshore drilling rig industry is spread across international waters, which means there are different government 

policies to oblige depending on where the rigs are deployed. Norway is known to have one of the most demanding 

requirements in order to operate on Norwegian territory. The process comprises of a mandatory Acknowledgement 

of Compliance (AoC) from the Petroleum Safety Authority Norway required to obtain approval to participate. The 

approval includes supervision of the rig, helideck, electrical system and emergency preparedness (Petroleum 

Safety Authority Norway, 2020). The reason for the strict requirements in Norway is the challenging conditions 

in the North Sea on one side and complex environmental laws and regulations on the other side. Maersk Drilling 

have a strong presence in Norway, and all the MSC CJ70 rigs working in the North Sea have received AoC from 

Norwegian authorities. In order to meet these strict requirements many rig owners have to use a significant amount 

of money to upgrade the rigs, which have made large companies conspicuous by one’s absence on the Norwegian 

continental shelf, exemplified by Noble Corp. The strict government policies in Maersk Drilling’s key market 

effectively increases the entry barriers for both current and future rig owners.  

 

The well-established rig companies have formed longstanding relationships with the E&P-companies relevant for 

their regions of operations, hopeful to provide safe and efficient drilling of wells. The historical track-record of 

the rig companies does matter for future work prospects. Maersk Drilling, being present at the NCS since the 90’s, 

have formed a strategic alliance with AkerBP which includes a preferential but non-exclusive right to provide 

Aker BP’s jack-up rig requirements in Norway (Maersk Drilling, 2020a). Odfjell Drilling has a similar alliance 
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with AkerBP in regards to the semi-submersible requirements in Norway (Odfjell Drilling, 2020). Additionally, 

Seadrill have a strategic alliance with Equinor on the NCS (Seadrill, 2019). These types of alliances between rig 

companies and E&P companies strengthens the relationships between the two. Ultimately, the goal of these 

alliances is to reduce cost and time it takes to drilling a well, often accompanied by an additional oilfield services 

company offering supplement services. Considering the witnessed network effects in the market, also called 

demand-side benefits of scale, it is reasonable to assume that the established players have an advantage compared 

to new entrants when it comes to contract awards.  

 

In summary, the capital requirements it takes to acquire rigs and run an offshore drilling company through the 

business cycles is high. The regulatory requirements following operations in an international industry is 

comprehensive, with the requirements in Norway deemed especially challenging to fulfill. The historical track-

record combined with deals made with the E&P companies for future work prospects raises the bar even higher 

for new entrants. The threat of new entrants is deemed to be low, particularly in Maersk Drilling’s key market; the 

Norwegian continental shelf.  

 

6.2.4 Threat of substitutes   

Substitutes performs the same or a similar function as an industry product by a different means with the threat of 

substitutes may come downstream or indirect, when a substitute replaces the industry’s product, regardless the 

substitute limit the an industry’s profitability (Porter, 2008, p31). Petersen et al. (2017, p. 272) argues that 

substitutes deserve attention if there is potential that the substitute improve the price-performance relative to the 

current products and if they are produced by industries earning high returns.  

 

Offshore drilling rigs are a prerequisite to drill exploration and development wells offshore. In addition, rigs are 

used to do infill drilling and plugging and abandonment of oil fields. There are no direct substitutes to these 

operations, and it is a critical part of the value chain in the oil industry. In order to find substitutes a broader view 

is needed. The most natural substitute is onshore oil production, and thereby land-rigs. To widen the space even 

further other sources of energy covering the future energy consumption in the world can be potential substitutes.  

 

Competing methods for extracting oil and gas from onshore oil fields instead of offshore oil fields can put the 

offshore drilling rigs on the sideline. In other words, if the market share for onshore oil production increases on 

behalf of offshore oil production, the demand for special-built offshore drilling rigs will decrease. As of 2018, the 

market share was 72% and 28% with a declining trend since 2005 when the market share was 68% and 32%, 
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respectively, for onshore and offshore oil production (Appendix 3). Onshore and easily accessible sources of oil 

and gas, commonly known as conventional oil, is limited. This is the main reason for the emergence of the method 

of hydraulic fracturing, or fracking. However, this method creates significant environmental risks such as air and 

water pollution in the areas of extraction (McElroy & Lu, 2012). The fracking method of extraction is widely used 

in the US, and the industry is referred to as the US Shale oil industry. Since the turn of the millennium, there has 

been an extraordinary growth story in the US, ultimately reaching the milestone of being a net exporter of oil as 

of November 2019 (Cunningham, 2019). The total US Shale oil production is illustrated in figure 6.17. The growth 

in US Shale oil in 2010 and 2012 was 50% each year, and a 20-year peak in 2011 with a growth of 71% in one 

single year (Appendix 4). Oil market participants argues that the US Shale oil production will decelerate going 

forward due to significant cuts in capital expenditures (Rystad Energy, 2020b). If true, a larger share of the future 

demand will be absorbed by offshore oil production which is positive for rig companies, all else being equal.  

 

Figure 6.17 – U.S. Shale oil production 2000-2020  

(Source: Own contribution; U.S. Energy Information Administration, 2020) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

If the total market share of oil consumption compared to other energy sources decreases, it would impact the 

demand for rigs. The current world energy consumption comprises of over 50% from oil and gas, combined with 

coal, hydrocarbons cover over 85% of the world’s energy consumption, compared to renewables only accounting 

for 3-4% (Appendix 5). In the light of the Paris Agreement from 2016, dealing with green-house gas mitigation, 

adaption and finance, there is no doubt that the future energy mix includes a larger share of renewables. However, 
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hydrocarbons are still growing commodities with South-East Asia expected to become a net-importer of fossil 

fuels in the near future (IEA, 2019). Even with a slow adaption in the consumption from fossil fuels to renewables, 

it raises questions to the going concern assumption in the offshore drilling rig companies.  

 

To summarize, there is no direct substitute to offshore rigs to extract oil offshore. On short term the relative market 

share of onshore and offshore oil will affect the rig companies. On longer term the future energy mix will influence 

the profitability of rig companies or even the existence of offshore drilling rigs. The threat of substitutes is 

considered to be medium in the short term, and potentially very high in the long term.  

 

6.2.5 Rivalry among existing competitors  

Rivalry among existing competitors provides an understanding of the level of competition and can take many 

different forms for example price discounting and service improvements. High rivalry limits the profitability of an 

industry, and the level of rivalry depends on the intensity on which companies compete and on the basis on which 

they compete (Porter, 2008, p.32).  

 

As mentioned briefly previously, the fixed costs in the offshore drilling rig industry is high, as the business model 

is asset-heavy which comprises of expense rigs and high capital expenditures. In times of overcapacity of rigs in 

the market, the industry participants are competing on price and the price can be cut as low as marginal cost for 

running the rig. However, rigs are not perishable, and capacity must not be expanded in large increments to be 

efficient; it is possible to expand with one incremental rig at a time. As discussed, the rigs are not only divided by 

three main categories, but also different design and specifications. In the down cycles the rig companies are 

competing on the price dimension to a high degree, bidding against each other and effectively making the tender 

processes a price war. In the up cycles rig companies are able to compete on other dimensions, for example features 

on the rigs, which can improve customer value and support higher prices instead of hurting the profitability.  

 

The intensity of the rivalry is fierce in the rig industry. There are numerous of competitors of different size in 

regard to fleet and revenue. Due to the cyclicality of the rig industry and the capital requirements, the exit barriers 

are deemed to be high. When rigs are uncontracted, they are either warm-stacked or cold-stacked, the first is 

expensive and is done if contract prospects are good. The latter is considered cheaper, but the rig requires a 

significant capital expenditure to be ready for work again. Keeping rigs cold-stacked instead of selling them for 

scrapping, can be viewed as an option, which will be exercised if future dayrates make a reactivation economically 

feasible. The cold-stacked rigs influence the utilization numbers and weakens the power of rig owners in contract 
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negotiations. In a way, excess capacity remains ready for use, and profitability for healthy competitive rigs suffers. 

Therefore, resourceful rig companies has historically taken it upon themselves to consolidate the market, buy 

financially distressed firms and keep the good assets and sell the bad assets for scrapping. Valaris is a product of 

the merger between Ensco and Rowan, Transocean bought Songa Offshore in 2018 (Transocean, 2019), Borr 

Drilling bought Paragon Offshore in 2018 (Borr Drilling, 2019) and Seadrill has acquired a total of four offshore 

drilling companies since the inception of the company in 2005 (Seadrill, 2014).  

 

Illustrated in figure 6.18 are a handful of selected rig companies, the peer group and other relevant rig companies 

to get a complete picture of the industry. The placement of the bubbles is regulated by average capable water depth 

of the fleet and average building year. The size of the bubbles indicates the revenue of the companies in 2019. The 

rigs also operate with a capable drilling depth; however, this is less relevant as the capable water depth limits 

where the rigs can operate. When the rigs have been significantly upgraded, the year of the most recent upgrade 

are ruling. Both the average water depth and the average building year includes newbuilds, set to deliver in the 

future. Maersk Drilling has the fourth largest revenue and is placed in the middle of both the horizontal and vertical 

axis. This is due to the extensive jackup fleet driving down the average water depth and the continuous renewal of 

the fleet with an average building year of 2010.  

 

Figure 6.18 – Industry overview of waterdepth, building year and revenue (bubble size)  

(Source: Own contribution; Bassoe Analytics, 2020) 
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To summarize, the dimension of which the rig companies compete on depends the market conditions. In bad times 

the companies compete on price and in good times they are allowed to compete on different dimensions such as 

rig specifications. The exit barriers like the entry barriers are high in the rig industry, the recent years consolidation 

in the industry bring forward the market balance. The competitors in the rig industry vary in revenue, fleet 

capabilities and age. The rivalry among existing competitors are high, and expected to remain so in the future.  

 

 

7. Accounting Quality  

The review of accounting quality will be carried out through the lens of Petersen et al (2017, p. 461) and Gaynor 

et al. (2016) with the following definition: “more complete, neutral and free from error and provides more useful 

predictive or confirmatory information about the firm’s underlying economic position and performance”. In 

advance of conducting the profitability analysis, forecasting and valuation it is necessary to ensure that the 

financial statements are a faithful representation of the underlying business and that they are relevant. In addition 

to the reformulation of financial statements in accordance with Penman's (2013) framework, there will be made 

necessary adjustments to the financial statements to make them better suited for analysis. Petersen et al. (2017) 

argues that financial statement analysis requires that a firm uses the same accounting policies and practices over 

time and that the peer group have identical accounting policies and practices in a cross-sectional analysis. The first 

requirement is fulfilled regarding Maersk Drilling which have complied with the IFRS-standard in the historical 

period with available accounting numbers dated back to 2016. The latter, however, it not achievable as it is not 

possible to choose a peer group of offshore drillers where all the comparable firms are using the same reporting 

standard as Maersk Drilling. 

 

As previously stated, Maersk Drilling is the only listed offshore drilling company on the Copenhagen Stock 

Exchange, and while there are several companies listed on the Oslo Stock Exchange, the majority of the closely 

related offshore drilling companies of meaning are listed on the New York Stock Exchange and does reporting in 

accordance with US GAAP. However, it is possible to identify a peer group that matches on Penman’s (2013) 

criteria in regard to industry, product, size, growth, and some measure of risk. Of course, no firms are a 100% 

match to these measures, as no firms are exactly alike. The match on operating characteristics weighs heavier than 

compliance of reporting standards in this case as a peer group consisting of rig companies reporting in IFRS would 

be very small and have no or little match on operating characteristics in addition to limited available data. Given 
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the abovementioned limitations, there will be made adjustments on the most important line items in Maersk 

Drilling and the peer groups financial statements.  

 

7.1 Accounting for leases  

IASB and FASB have worked together to develop new similar leasing standards for IFRS and US GAAP, 

respectively. The amendments came into force as of 1st of January 2019. Briefly explained, the new leasing 

standards will result in a larger balance sheet as almost all leases are required to be capitalized as assets and 

liabilities on the balance sheet. By looking in the notes of the annual reports of Maersk Drilling and the peer group, 

the findings are that the rig companies’ leases primarily consist of rental of office buildings and such. This is 

neither expected to influence the Net Financial Obligations nor the operating income significantly. However, 

adjustments are made in the years prior to 2019 to ensure continuity and enhance the accounting quality. 

 

There are a few differences between the new accounting standards worked out by IASB and FASB, for example 

under US GAAP a leased asset is specified to apply only on PPE, where IFRS does not have this limitation related 

to asset class. For simplicity, adjustments are made in accordance with Maersk Drillings application of IFRS, so 

that the companies are as close in accounting policies are reasonably possible. The adjustments comprise of 

capitalization of the lease asset and lease liability on the balance sheet and adjust the operating costs, depreciation 

expense and interest expense in the income statement. The adjustments are available in the appendices 6-13.  

 

7.2 Property, Plant and Equipment  

After the demerger from the A.P Moeller Maersk Group, PPE accounts for approximately 85% of the total assets 

on Maersk Drilling’s balance sheet. Hence, it is directed special attention to this line-item in the balance sheet, 

which primarily comprises drilling units. The carrying amount is historical cost price with deduction of 

accumulated depreciations and impairment losses. Neither IFRS, nor US GAAP require a specific method of 

depreciation, and firms systematically depreciate assets over the estimated useful life with an estimated salvage 

value (Petersen et al., 2017). The depreciation expense is sensitive to the estimated useful life and salvage value 

of the asset, which requires management discussions and analysis. Maersk Drilling and the peers operate with 

different useful life of the different components making up a drilling rig, this being rig hull, related long-term 

equipment, related short-term equipment, offshore inventory and the statutory five-year special periodic surveys 

of the rigs which are capitalized and depreciated over five years.  
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Table 7.1 – Useful life 

(Source: Own contribution; Annual reports 2010-2020) 

 

  DRLCO ODL RIG VAL Ensco Rowan Noble 

Useful life 

(years) 5-25 3-37,5 4-35 10-35 4-35 3-35 3-40 

 

As discussed in Porter’s Five Forces, offshore drilling units were found to be heterogenous and there can be valid 

reasons for variance in estimations. Petersen et al. (2017) argues that any changes in estimates of useful lives is of 

more concern than if the firm uses longer or shorter useful life than peers. As discussed in the supply-and-demand 

model, the offshore drilling rig industry is cyclical like the shipping industry. The salvage value of the rigs is 

assessed from time to time, which influences the depreciation expense. The salvage value for the rig hull is set to 

30%, the long-term equipment to 10% and the rest has no salvage value (Maersk Drilling, 2020a). None of the 

peers have disclosed the residual values for PPE, and only states that it is estimated on an individual basis. 

 

Maersk Drilling and the entire peer group are depreciating over a straight-line basis but have different estimations 

of the useful lives and salvage values. After reviewing annual reports for the companies in the offshore drilling rig 

industry it is clear that most of the companies have made changes in useful life of the drilling units and changed 

the salvage value of old rigs based on contracts received, quite frequently. Taking a broader look in the E&P-

industry, this is also the case for oil companies, where the useful life and salvage value for assets in the PPE-

category have to be reassessed from time to time, due to fluctuating oil prices. From an analytical perspective, 

adjusting the useful life and salvage values for assets in the PPE-category would be equivalent of taking out the 

cyclical risk which the companies are exposed to. Therefore, instead of adding more noise to the forecasting, it 

was decided not to make further adjustments to the depreciation expense.  

 

Impairment tests for PPE are carried out for the drilling rigs with indications of impairment losses or reversals. If 

the carrying amount exceeds the recoverable amount, an impairment loss is recognized. Under IFRS the 

recoverable amount is the higher of an asset’s fair value less costs to sell, and its value in use or rather the present 

value of future cash flows. Whereas under US GAAP the carrying amount is compared to the undiscounted future 

cash flows. In effect making an impairment loss under IFRS more likely to occur (Petersen et al., 2017). Looking 

at the reformulated financial statements (appendix 6-13), Maersk Drilling and all of the selected peers have booked 

an impairment loss in at least one of the last ten consecutive years. To get a better alignment of the impairment 
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losses across the two accounting standards, the impairment losses for US GAAP compliant companies in the peer 

group could have been adjusted upward. However the magnitude of the increased impairment losses are uncertain, 

and it is therefore regarded as speculative to surge the impairment losses.  

 

8. Reformulation of financial statements 

Published financial statements are more suitable for credit analysis where items are classified into current and non-

current items (Penman, 2013). However, according to Penman (2013), for equity valuation, it is better to 

reformulate the financial statements into operating and financial items. The separation of operating and financial 

items is based on a notion by Miller and Modigliani, where it is the operating activities that generate value in a 

company. The financing activities are considered not to bring any value, excluding potential tax benefits that 

comes from carrying debt. Furthermore, a separation is done due to the distinctive feature of the accounting-based 

valuation and the Residual Operating Income (ReOI) model, where it is imperative that there is a definite 

differentiation between assets stated at market value and those stated at book value (Nissim & Penman, 2001).  

 

The purpose of the financial analysis is to assess financial data, both past and current. The financial statements of 

Maersk Drilling and some selected peers have been reformulated to determine a base from where the drivers of 

return on common equity (ROCE) can be established, as well as growth for the purpose of forecasting and 

valuation. Additionally, it will contribute to the peer group analysis and the multiple valuation as financial 

statements will be reformulated in accordance with the principles outlined by Penman (2013) with non-recurring 

items separated from the core business. The coming sections will elaborate the process of reformulation and the 

principal assumptions for classifying items in both the balance sheet and income statement as operating or 

financial. 

 

When reformulating financial statements, operating assets and liabilities are the assets and liabilities associated 

with the business of selling services. Financing assets and liabilities, on the other hand, are involved in raising 

cash for operations and disbursing excess cash from operations (Penman, 2013, p. 293). The coming sections will 

contain a brief description of the items in the balance sheet and income statement, and the reasoning behind 

classifying an item as operating or financing. The peer group’s financial statements are reformulated based on the 

same principles as Maersk Drilling, but will not be commented any further. The reformulated financial statements 

of Maersk Drilling and selected peers are available in Appendix 6-12.  
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8.1 Balance sheet  

 

8.1.1 Operating assets 

Intangible assets: This item consists of customer contracts and IT software (Maersk Drilling, 2020a). The 

intangible assets are tested for impairment regularly and amortized. The intangible assets are classified as operating 

assets.  

 

Property, plant and equipment (PPE): The PPE-category comprises of four line items used for running a drilling 

company: “Jack-up rigs; Floaters; Equipment and other; Construction work in progress”. The jackup rigs and 

floaters are leased out as a part of the company’s activities with relating operating lease receivables which 

combined with estimated service elements make up the company’s backlog (Maersk Drilling, 2020a). The service 

elements are treated as deferred income in the balance sheet. PPE is classified as an operating asset.  

 

Right-of-use assets: This line item is included on the balance sheet as of the annual report in 2019, in accordance 

with IFRS 16 where operating leases should be on the balance sheet. For the previous years, the operating lease 

commitments are added to the balance sheet manually. Stated in the annual report (2020), the operating leases 

concerns office buildings in Norway and Denmark in addition to rental of operating equipment on short-term 

contracts. All the abovementioned assets are used in the day-to-day business; hence the right-of-use assets are 

classified as operating assets. 

 

Deferred tax: Deferred tax assets and liabilities arise from accounting differences in calculating the operating 

income component of taxable income and reported book income (Penman, 2013, p. 297). This asset is classified 

as an operating asset.  

 

Trade receivables: Divided by duration and summarizes to receivables gross, less expected credit loss which 

equals carrying amount. The customers are assessed based on creditworthiness and the expected credit losses are 

calculated in accordance with the approach outlined in IFRS 9 (Maersk Drilling, 2020a). Trade receivables are 

classified as an operating asset.  

 

Other receivables and prepayments: Other receivables include tax receivables, VAT, deposits and costs to be 

reimbursed (Maersk, 2020). Prepayments are costs to fulfil the contracts related to mobilization cost which are 

capitalized and amortized over the contract term (Maersk, 2020). Both line-items are classified as operating assets.  
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Assets held for sale: This line item includes the jackup rigs Maersk Completer in 2019 with the carrying amount 

of USD 38m and Maersk Giant in 2018 with the carrying amount of USD 0m. The sales of the rigs were finalized 

in 2019 and 2020, respectively (Maersk, 2020). Sales of the operating assets occur from time to time, as a part of 

modernizing the fleet. Assets held for sale are classified as operating assets. 

 

8.1.2 Operating liabilities  

Provisions: This liability is made up of restructuring costs and legal fees. Provisions for determined and publicly 

announced restructurings make the restructuring item, while legal disputes include, but are not limited to indirect 

taxes and duty disputes. This line item is exposed to uncertainty and Maersk Drilling argues that a portion of these 

liabilities are subject to change as they are partially based on judgements and estimates (Maersk, 2020). 

 

Deferred tax: Classified as operating liabilities (see operating assets). 

 

Trade payables: Classified as operating liabilities. 

 

Tax payables: Tax payables are assumed not to earn or carry an interest and is therefore classified as operating 

liabilities. 

 

Other payables: Other payables include derivatives, interest payable, VAT, payables to staff and management, 

and other items. Derivates and interest payable are considered financial items, and are moved to the financial 

obligations as described in appendix 6. Other items, if undisclosed, can be assumed to be operational (Penman, 

2013).  

 

Deferred income: Deferred income amounts to performance obligations that are to be fulfilled in terms with 

existing contracts. As mentioned in PPE, this service element, combined with the operating lease receivables make 

up Maersk’s backlog. Deferred income is classified as operating liabilities.   

 

8.1.3 Financial items 

Financial non-current assets, etc: In lack of disclosure or notes, this line item is classified in accordance with 

Maersk Drilling’s own classification, as a financial asset.  
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Cash and bank balances: The company emphasizes the importance of having a liquidity reserve which by year 

end 2019 is USD 710m, divided in a USD 400m undrawn revolving credit facility and USD 310m in cash and 

bank balances (Maersk Drilling, 2020a). It is not stated in the annual report or elsewhere if a part of the cash is 

tied to operations, therefore the entire cash and bank balances are classified as a financial asset.  

 

Loans receivable:  The loans receivables solely relate to A.P Moller-Maersk, the former parent company until the 

demerger and separate listing in 2019. Loans receivable are classified as a financial asset.  

 

Borrowings: The borrowings of Maersk Drilling, both current and non-current, are term loans for rigs in addition 

to lease liabilities. The rigs serves as collateral for the borrowings, were the carrying amount of USD 4655m of 

PPE has been pledged as security for borrowings with the carrying amount of USD 1378m. The borrowings are 

classified as a financial obligation. 

  

Derivatives: Maersk Drilling enters into two types of derivative transactions to mitigate foreign exchange rate 

exposure and interest rate exposure on term loans. The costs are incurred in different local currencies and the 

revenue in USD, therefore foreign exchange rate contracts are used to hedge currency risk. Interest rates swaps 

are used to swap variable interest payments on term loans to fixed interest payments. Both types of derivatives 

work as cash flow hedges. The derivatives are classified as a financial obligation.  

 

8.2 Income statement 

Like the reformulation of the balance sheet, the reformulation of the income statement concentrates on separating 

operating activities and financing activities. Penman’s framework (2013, p.306) is applied in the reformulation of 

the income statement. As a result of the distinction between operating activities and financing activities, separate 

levels of operating income are derived for analytical use. The reformulated comprehensive income statement 

comprises of the following margins:  

 

Gross margin: Expresses operating costs including innovation and costs incurred with sales, general and 

administrative tasks deducted from operating revenue. 

 

Core operating income from sales after tax: This margin is added to present Maersk Drillings ability to generate 

income as determined by the accountant. Consider it as the number that presents the value that goes in and the 

value that goes out (Penman, 2013).    
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Core operating income: Computed by adding the line-items classified as other operating income, which does not 

directly generate sales. These items are gain/loss on sale of assets and share of result in joint ventures, in addition 

to the after-tax item actuarial gains/losses on defined benefit plans, etc. from the comprehensive income statement.  

 

Operating income (after tax): Derived by adding the unusual items and the tax tied to the items. 

Comprehensive income to common: Calculated by adding the net financial items. This includes the after-tax item 

in the comprehensive income statement related to cash flow hedges. 

 

8.2.1 Tax 

The tax expense reported in the income statements include both operational and financial tax, and should be 

allocated to represent where the tax is incurred (Penman, 2013). As presented in the reformulated income 

statement, the tax allocated to core operating income originates from first using the amount of tax reported by 

Maersk Drilling. Next, tax calculated from core other operating income and unusual items are subtracted before 

the tax benefit from net financial expenses is added back. The reasoning behind doing so is to present an 

approximation of the tax caused by core operations, other operational activities, unusual items, and the tax effect 

from financial activities.  

 

Denmark’s corporate tax rate is 22% and that is the tax rate applied in the annual reports of Maersk Drilling since 

2016 (Maersk Drilling, 2019, 2020). It is worth mentioning that Maersk Drilling operates in many different parts 

of the world and that the three largest geographical areas in terms of revenue is the North Sea, Africa and Asia, 

respectively. With the North Sea being the largest contributor with 66% percent of revenue it is worth mentioning 

that the corporate tax rate in Norway currently is at 22% and that UK operates with 19% tax. Keeping in mind the 

Danish corporation tax and considering operations in Norway accounts for approximately 50% of total revenue, 

the Danish tax rate is used throughout the reformulation exclusively (Maersk Drilling, 2020a). 

 

8.2.2 Unusual items 

With forecasting in mind, the components that have bearing in the future are of interest which can contribute to 

determining the future growth (Penman, 2013, p. 396). Hence, the normalization of the income statement was done 

by distinguish between core (recurring) and unusual (non-recurring) income. In addition, the items that appear 

each period but can’t be forecast are included in the unusual items category. This section will discuss the 

underlying assumptions in the reformulation of the income statement and add flavor to the line-items that needed 
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further judgement. In other words, on which basis the line-items are considered to be of a financial or an operating 

art and whether they are assumed to be of a transitory or persistent nature. By looking at the reformulated income 

statement (appendix 6) it is obvious that some of the items either occur infrequently or that forecasting the items 

are pure speculation. The items Compensation from shipyard due to late delivery of rig, warranties, etc; Separation 

and demerger/listing costs; Transformation and restructuring costs; Other costs and; Impairment losses/reversals 

could according to Penman (2013, pp. 399-401) be considered to be of transitory nature or inexpedient to forecast. 

The abovementioned items are all considered to be operating activities.  

 

Concerning the impairment losses/reversals, Maersk Drilling carries out impairment tests for cash generating units 

in the PPE-category. The cash generating units are jackup rigs and floater rigs and the recoverable amount is 

determined based on the higher of its value-in use or fair value less cost to sell, where the value in use is determined 

based on management discussions and analysis with a discount rate of 10% in 2018 and 2019, 10,5% in 2017 and 

8,5% in 2016 (Maersk Drilling, 2020a). As previously stated, the impairment losses in 2019 is the result of an 

impairment of Maersk Completer which subsequently was sold. Challenging market conditions is the reason for 

the significant impairment losses in 2016 and 2017 and an improved market outlook for offshore drilling with 

increased activity in 2018 resulted in a partial reversal of the previous impairment losses (Maersk Drilling, 2019). 

Although impairment losses or reversals are recognized in the last 4 years and the item seem persistent, there is 

no basis to forecast the potential impairment losses or reversals in the future. Hence the item is treated as an 

unusual item in the income statement.  

 

The remaining line items in the unusual items category in the income statement (appendix 6) can be divided into 

two. Firstly, the separation and demerger listing costs and transformation and restructuring costs are tied to the 

demerger from A.P Moeller Maersk and includes the associated cost of such a process, which are transitory. The 

second part is Compensation from shipyard due to late delivery of rig, warranties, etc which are recurring every 

year since 2016, but it could be hard to forecast future warranty compensation from shipyards and are therefore 

included in the unusual category. 

 

 

9.0 Profitability analysis 

The profitability analysis is conducted to obtain insights in Maersk Drilling’s and the peer group’s performance. 

In order to assess profitability, the analysis is segmented into three different levels, where the primary drivers of 
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each level is examined. The first level include the drivers of Return on Common Equity (ROCE), namely return 

on net operating assets (RNOA), net borrowing cost (NBC), and financial leverage (FLEV). In the second level 

the drivers of RNOA is broken down into profit margin (PM) and asset turnover ratio (ATO). Lastly, the drivers 

of PM and ATO are examined more closely.  

 

The reformulated financial statements available in appendix 6-12 are used in the coming sections and the reason 

for conducting the profitability analysis is to determine the current situation of Maersk Drilling and peers. Sales, 

PM and ATO are emphasized as the three key drivers and will be the main focus of the analysis. By doing so, the 

analysis will give an indication of the factors driving operational profitability and thus how this can be sustained 

in the future. With an understanding of the current ROCE, which incorporates operating profitability, financial 

leverage and operating spread, the forecasting can be done and guide the coming valuation (Penman, 2013).  

 

9.1 First level breakdown 
 

The first level breakdown separates the contribution of operating and financing activities in relation to ROCE. The 

breakdown of ROCE is composed of three drivers: 

 

𝑅𝑂𝐶𝐸 = 𝑅𝑁𝑂𝐴 + [𝐹𝐿𝐸𝑉 ∗ (𝑅𝑁𝑂𝐴 − 𝑁𝐵𝐶)]   

 

Return on net operating assets: RNOA = Operating income / Net operating assets 

Financial leverage: FLEV = Net financial obligations / Common stakeholder’s equity 

Operating spread: Spread = RNOA - NBC  

 

The formula above indicates that ROCE is levered against the return from operations being more than the cost of 

borrowing. With no financial leverage ROCE will equal RNOA. However, none of the companies being analyzed 

are without financial leverage. The level of gearing increases return on capital employed in fiscal years where 

return on net operating assets is higher thus increasing shareholder value, but suffers a decrease when the operating 

spread is lower (Penman, 2013).  
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Figure 9.1 – First level breakdown 

(Source: Own contribution; Appendix 13) 

 

 

  

 

As mentioned in the introduction to Maersk, they are a relatively new company as they were separated from A.P. 

Moller-Maersk and listed on the Copenhagen Stock Exchange in 2019. However, there are adequate balance sheets 

dating back to 2015, which are utilized and commented in the following sections. In the financial statements prior 

to 2018, Maersk did not have financial leverage so a different set of drivers replaced the once mentioned in the 

previous formula for ROCE. The formula applied for 2016-2018, however, is as follows: 

 

𝑅𝑂𝐶𝐸 = 𝑅𝑁𝑂𝐴 − [(
𝑁𝐹𝐴

𝐶𝑆𝐸
) ∗ (𝑅𝑁𝑂𝐴 − 𝑅𝑁𝐹𝐴)] 

 

Return on financing activities (RNFA) = Net financial income – Net financial assets (NFA) 

The ROCE and RNOA are closely interlinked and have been highly volatile in the last four years ranging from -

32% in 2017 and to 27% in 2018. The main reason for the fluctuations in ROCE is due to Maersk Drilling 

recognizing major impairment losses in 2016 and 2017, which inevitably affected 2018 with reversal of some of 

the recognized losses.  

 

Maersk Drilling had net financial assets in the first three fiscal years according to financial statements released 

since they demerged as a separate company and is also the core of reason for having no financial leverage before 

2018. Essentially this means that once the loans receivable composed of intercompany loans and receivables were 

settled and impairment losses recognized, Maersk Drilling started operating without backing from their former 
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parent company. Thus, without intercompany loans and unusual items FLEV increases to a level that will 

positively affect ROCE, as long as RNOA is greater than NBC. Additionally, reserves and retained earnings are 

decreasing yearly, and Penman (2013) argues that this, if undisclosed, can be assumed to be investments within 

the company.  

 

ROCE would be lower than RNOA if the financial assets earned less than the operating assets. However, even 

though Maersk Drilling has net financial assets, they still have financial expenses larger than financial income, 

yielding what would be NBC in all years if they also had FLEV. The financial expenses is mainly derived from 

interest expenses on liabilities, which adds up to be higher than financial income (Maersk Drilling, 2020a). 

 

9.2 Second and third level breakdown 

From the first level breakdown the figure 9.1 illustrates that RNOA is the most significant factor in determining 

ROCE. Evidently, the second level breakdown consists of the drivers of RNOA, namely the profit margin and 

asset turnover.  

 

𝑅𝑁𝑂𝐴 = 𝑃𝑀 ∗ 𝐴𝑇𝑂 

 

Furthermore, in the third level breakdown PM and ATO broken down into their separate drivers.  

 

𝑃𝑀 =
𝐺𝑟𝑜𝑠𝑠 𝑚𝑎𝑟𝑔𝑖𝑛

𝑆𝑎𝑙𝑒𝑠
−

𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛

𝑆𝑎𝑙𝑒𝑠
−

𝑂𝑡ℎ𝑒𝑟 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠

𝑆𝑎𝑙𝑒𝑠
− ⋯ +

𝑂𝑡ℎ𝑒𝑟 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑖𝑡𝑒𝑚𝑠

𝑆𝑎𝑙𝑒𝑠
 

 

 

1

𝐴𝑇𝑂
=

𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒 𝑎𝑠𝑠𝑒𝑡𝑠

𝑆𝑎𝑙𝑒𝑠
+

𝑃𝑃𝐸

𝑆𝑎𝑙𝑒𝑠
+

𝑅𝑖𝑔ℎ𝑡 − 𝑜𝑓 − 𝑢𝑠𝑒 𝑎𝑠𝑠𝑒𝑡𝑠

𝑆𝑎𝑙𝑒𝑠
+ ⋯ −

𝑂𝑡ℎ𝑒𝑟 𝑝𝑎𝑦𝑎𝑏𝑙𝑒𝑠

𝑆𝑎𝑙𝑒𝑠

−
𝐷𝑒𝑓𝑒𝑟𝑟𝑒𝑑 𝑖𝑛𝑐𝑜𝑚𝑒

𝑆𝑎𝑙𝑒𝑠
  

     

 

 

9.2.1 Profit margin 
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Figure 9.2 – Core PM, Core RNOA, ATO and Unusual items 

(Source: Own contribution; Appendix 13) 

 

 

 

In the reformulation of financial statements a decision was made to isolate core operating income, to see the effect 

from unusual items and establish a base for forecasting with repeating factors. Figure 9.2 depicts the relationship 

between PM, Core PM and unusual items. By isolating unusual items’ as a percentage of sales, the effect underlines 

how much unusual items affects the perceived profitability. Excluding unusual items, Core PM is positive three 

out of four years with an average of 9,2%. However, with unusual items included the average PM is -17,4% which 

goes to show how much impact impairment has on operating income. Furthermore, figure 9.2 confirms the 

relationship between Core RNOA and ATO which will decrease ROCE if assets are stable compared to a reduction 

in sales. 

 

The third level breakdown consists of isolating and separating the drivers of PM and ATO. The profit margin, as 

described in the previous paragraph, is derived from the operating income after tax and the Core PM is found by 

excluding unusual items to normalize earnings into factors that are recurring. The factors found are the ones 

contributing the most to operations. By analyzing each factor and observing objectively a common-size-, and trend 

analysis can be used to suggest how items in the income statement develop over time and why they do so (Petersen 

et al., 2017). This is further described in figure 9.4 below where the most common costs are set up in relation to 

sales, while figure 9.3 show trailing trend.  
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Figure 9.3 – Trend analysis 

(Source: Own contribution; Appendix 13) 

 

More extensive analysis of the PM aids in determining why the sales/expense relationships have improved or 

worsened over time. Even though Maersk Drilling has been operating to a certain degree since the 1960s, the 

company officially demerged in 2019, leaving historical numbers prior to 2015 inapplicable. The trend analysis is 

done to closely review the development of expense items and revenue. It is done by treating the starting year as 

100, and computing subsequent years and numbers relative to the start (Petersen et al., 2017).   

 

Figure 9.4 – Common size analysis as a percentage of Sales 

(Source: Own contribution; Appendix 13) 
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Figure 9.4 presents the various costs incurred and their development as a percentage of sales compared to the 

actual sales numbers. Although mentioned, it is necessary to establish that Maersk Drilling is a relatively young 

company and the numbers cannot be used uncritically. This will be elaborated further in the forecasting section. 

Since all the numbers are based of sales in the given year, this figure does not represent the numbers on a stand-

alone basis. All the items are divided by sales in their respective year, and the graph shows that sales cost including 

general and administrative costs are relatively stable during the last four years, while operating costs are the line 

item with the single most impact on Core operating income. What is not evident from the figure is that operating 

costs remain rather stable while sales drop by $1000m from 2016 to 2019, effectively going from making up 35% 

of revenue to 58%. Depreciation and amortization stay relatively stable and averaging at 29,5% of sales. However, 

Maersk Drilling are still able to maintain are positive Core operating income in three of the four historical years.  

 

9.2.1 Asset turnover  

In the third level breakdown the ATO is broken into inverse ratios for the separate assets and liabilities expressing 

the reciprocal of the ATO which essentially is how the operating assets and liabilities relate to a dollar of sales 

(Penman, 2013).  

 

 

Figure 9.5 – ATO drivers 

(Source: Own contribution; Appendix 13) 
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The most prominent factors included in the calculation of the inverse ATO is depicted in figure 9.5. Furthermore, 

the balance sheet items are calculated to express the quantity of NOA needed for a dollar of sales to express overall 

ATO, instead of finding the amount invested in NOA for every dollar of sales in the second level breakdown. The 

balance sheet items appear relatively stable in the trailing years, and are dominated by the inverse PPE driver. The 

most influential ratios have increased compared to 2016 numbers, confirming that Maersk Drilling needs more net 

operating assets to support a dollar of sales. However, as the inverse numbers are increasing the ATO derived by 

dividing NOA by sales expresses that compared to 2016, the required investment in NOA for every dollar of sales 

is decreasing.  

 

 

 

9.3 Peer group profitability 

By relating Maersk Drilling’s operational performance to selected peers, a more comprehensive understanding can 

be offered and more information can be highlighted. In section 7, Accounting quality, arguments are made that 

financial statement analysis requires a firm to use the same accounting policies and practices over the given 

timeframe and that the selected peers are treated in the same fashion (Petersen et al., 2017). 

 

Nissim & Penman (2001) argues that the extent of the peer group analysis it to offer benchmarks that can be used 

to compare all of the selected peers. Maersk Drilling does only offer financial statements back to 2016, but all of 

the selected peers have historical numbers dating back to 2010. The peer group profitability will therefore include 

the historical numbers from 2010 and onwards, not just to judge Maersk Drilling in the last four years, but also 

offer insight to the cyclicality of the offshore drilling industry. Thus, the numbers are calculated and presented in 

line with the same accounting quality applied in the reformulation of financial statements. As such, all peers are 

adjusted for leasing, and impairment losses and other unusual items have been separated from core operating 

income. This analysis is coherent with the profitability analysis and thus offers the same level breakdowns and 

ratios. ROCE, RNOA, FLEV, PM, ATO, and the ratios in the third level breakdown will be presented and their 

respective numbers can be found in appendix 14-19.  
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Figure 9.6 – Historical Return on Common Equity 

(Source: Own contribution; Appendix 13-19) 

 

 

The development of the ROCE in the last ten years depicts the cyclicality which in the nature of the offshore 

drilling industry. The majority of the analyzed companies are fluctuating between 20% and -10%, but there are 

exceptions. Rowan experienced the most dramatic decrease in in 2015, but then again delivered the highest return 

to the shareholder’s equity the following year. According to Penman (2013, p. 375), the median ROCE from the 

oil and gas extraction industry from 1963-1996 was 9,1%, which is much higher than the median of -0,34% 

derived from Maersk Drilling and peers since 2011. It is evident that the majority of the drilling industry have 

struggled to satisfy equity holders since 2013, even though the cycle seemed to turn in 2015. Furthermore, Petersen 

et al. (2017) argues that the level of ROCE would be deemed acceptable as long as it is higher than required rate 

of return. This is elaborated further in the forecasting section. The uncontested performer of the peers is Odfjell 

Drilling, who has managed to yield a positive ROCE on average 2012. Transocean is the peer with the biggest 

fleet, but have the lowest average return. Maersk Drilling, however, delivered the highest return on common equity 

out of all the analyzed companies in 2018.  
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Figure 9.7 – Historical Core RNOA 

(Source: Own contribution; Appendix 13-19) 

   

 

Figure 9.7 depict the historical development of the Core RNOA from 2011 to 2019. The reason for analyzing the 

core return on net operating assets is to isolate the effect of unusual items that will not be considered in the coming 

forecasting. As discussed in the strategic analysis there are multiple factors contributing to the offshore drilling 

contractor’s revenue and it is not possible to singlehandedly determine the factor that every company shares. 

Dayrates are arguably the catalysator, but is determined from more than one source and is divided between the 

different types of rig. As the complexity of the peer group is in the closest in relation to Maersk Drilling, all 

companies have diverse fleets in relation to number of rigs and type, but are still the ones in closest proximity. 

 

As the peers have different types of rigs they also have individual contracts on their rigs. The contracts vary in 

length, drill specifications, geographical area and complexity, but they are all rewarded contracts based on 

dayrates. As the contract vary in length the impact from challenges in the industry often does not affect all the 

companies at the same time. The implication being that the offshore drilling industry tends to lag behind decrease 

in demand and worsened economic outlook.  

 

Except for Odfjell Drilling and Rowan, all companies experienced a major decrease in RNOA in 2015. Odfjell, 

on one hand, is the smallest of the peers and managed to increase the return on net operating assets in 2016, by 

coming from a year below 0%. This was entirely due to bunker hedging contracts starting in 2014 (Odfjell, 2015). 
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Rowan, on the other hand, incurred impairment losses the size of more than half of PPE and almost twice the size 

of revenue. Although impairment losses are not considered in the Core operating income, it is still considered 

together with depreciations in the yearly accounting estimations of PPE. With this in mind, the remaining peers 

suffered greatly from 2015 until 2017, which can also be observed in the first fiscal year of Maersk Drilling’s 

operations.  

 

An indicator for the drop in 2015 can be connected to the brent oil price drop that started in 2014. The oil price is 

usually explained by three factors; supply, demand and shocks (Kilian & Murphy, 2014). There is no indication 

of this being connected to a particular shock, like the financial crisis in 2008, but rather evidence to show supply 

growth being the main factor. The decline in the brent oil price was primarly due to a large increase in supply 

compared to the expected growth in demand. The main reason for the incline in supply is credited the economic 

growth, particularly China, who were responsible for 70% of the increase in global consumption from 2000-2014. 

The prices recovered shortly after financial crisis and there was consensus that demand would follow. Additionally, 

the American shale oil production and OPECs decision also added to the decline (Ellwanger et al., 2017). 

 

Section 6.1 concerning supply and demand briefly touches the subject of the oil prices being cyclical, which is 

also the reason why the offshore drilling rig industry is dominated by volatility. During upcycles there are made 

heavy investments to produce enough oil, but the industry suffers greatly when these periods pass and leave 

offshore drilling contractors with idle rigs. Again, this seems to reinforce the reasoning behind the drop in Core 

RNOA in 2015, as the industry lags behind changes in oil price.  
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Figure 9.8 – Historical Financial leverage  

(Source: Own contribution; Appendix 13-19) 

 

 

The drilling rig industry is known to often have a high degree of FLEV. Figure 9.8 depicts the relationship between 

NFO and Equity, and while there are differences, only Maersk Drilling and Transocean have managed to hold 

their ratio below 100% the entire period. The average financial leverage of the period is 82%, and while Noble is 

below average Transocean has the lowest FLEV in the historical period. Transocean is the largest of the peers both 

in respect to NFO and equity. In Porter’s Five the drilling rig industry is found to be highly capital intensive and 

this is due to the heavy investments in drilling rigs financed by debt. The goal is for the acquired assets to generate 

sufficient revenue to handle the financial liabilities and provide positive earnings. Thus implying that higher 

leverage implies higher probability of financial distress. Even with highly leveraged operations none of the selected 

peers have had to restructure in the trailing period, and this will be further analyzed in section 10; Quantitative 

industry analysis.   
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Figure 9.9 – Profit margin and asset turnover 

(Source: Own contribution; Appendix 13-19) 

 

 

 

The two graphs represent Maersk Drilling and the peer’s group development in core profit margin and asset 

turnover since 2011. According to (Penman, 2013), there is an observable tendency in the relationships between 

profit margins and asset turnover. Industries with low profit margins tends to have high ATO, while high profit 

margins usually indicates low ATO. The latter is observable here, where the asset turnover never reaches above 

0,6 and the PM’s median is slightly below 20%. The median is applied to counter the unfortunate, or rather more 

uncommon, fluctuations i.e. Ensco who produces a PM close to 80% in 2014 and Transocean (RIG) who returns 

a -39% PM in 2017. That could also explain why Ensco delivers the highest profit margin on average, while RIG 

produces the lowest of the peers over the ten year period. 

 

The relationship of RNOA is made up from how much a firm is able to allocate to operating income from each 

dollar of sales and sales produced by NOA. Hence, the firms can improve RNOA by having higher margins or 

leveraging their NOA by acquiring more liabilities, thus increasing financial leverage as long as RNOA is higher 

than NBC (Penman, 2013). As the offshore drilling industry is very asset heavy, it is no surprise that ATO is lower 

compared to other industries. To generate more sales, the companies has to make large investments in drilling rigs, 

and it could take years for the newbuilds to return a profit given the payback period. Additionally, ROCE is heavily 

affected by unstructured impairment losses which can be used to make a bad year even worse, so not to affect the 

possibility of next year’s revenue. Since the impairment losses can be more than half of assets, there is also the 

effect of the tax benefit that has a large effect on the core measurement ratios.  
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The common size comparison of the Maersk Drilling and the peer rounds up the profitability analysis. Table 9.1 

below present the line items from the income statement in the last two years. What is evident, is that while Maersk 

Drilling does have one of the best operating expenses to sales ratio, the peers present similar ratios and the industry 

appears quite competitive as is also pointed out in the strategic analysis of the micro-environment. Rowan and 

Ensco had the highest operating expenses compared to sales and went even higher as they merged to form Valaris. 

Odfjell have a lot of consistency in their ratios, which can be attributed to good leadership and having the smallest 

and least diverse fleet of the comparable firms. Moreover, while a lot of the peers are able to deliver positive Core 

PM’s in the last two years, only Maersk Drilling and Odfjell are able to do the same after unusual items are 

considered. This speaks to the magnitude of unusual items, and why they cannot be forecasted as they are incurred 

irregularly and trying to forest unusual items only adds noise to the fundamental valuation.  

 

Table 9.1 – Common size analysis 

(Source: Own contribution; Appendix 13-19) 

 

 

 

To summarize the profitability analysis, it is apparent that Maersk Drilling’s operational profitability and the rest 

of the industry are affected by cyclicality. The ratios are highly volatile and benefits greatly from upcycles and 

suffers badly in downcycles. This is evident for the industry overall, as no one are able to sustain sales in bad times 

nor able to cut expenses accordingly. As the PPE is dominated by large investments in assets consisting of different 

drilling rigs Sales stands out as the main factor responsible for much of the volatility not only in ROCE, but also 

in RNOA. Maersk Drilling does however benefit from a conservative approach to financial leverage, and relative 

DRLCO ODL RIG Noble Rowan Ensco Valaris

2018 2019 2018 2019 2018 2019 2018 2019 2018 2018 2019

Operating expenses -51 % -58 % -63 % -60 % -60 % -69 % -62 % -57 % -78 % -77 % -88 %

Other expenses -6 % -8 % -6 % -6 % -7 % -13 % -11 % -6 % -9 %

Gross margin 43 % 34 % 37 % 40 % 34 % 24 % 32 % 30 % 12 % 17 % 3 %

Depreciation -28 % -32 % -23 % -23 % -27 % -28 % -45 % -34 % -26 % -28 % -30 %

Sales PM before tax 15 % 2 % 14 % 18 % 7 % -3 % -13 % -4 % -14 % -11 % -27 %

Tax expense -3 % -2 % -1 % 0 % -8 % -2 % 10 % 3 % -2 % -5 % -6 %

Sales PM after tax 11 % 0 % 13 % 17 % -1 % -5 % -3 % -1 % -16 % -17 % -33 %

Other items 0 % 0 % 0 % 0 % 2 % 5 % 0 % 2 % 0 % -2 % 48 %

Total Core PM 11 % 0 % 14 % 17 % 1 % 0 % -4 % 1 % -16 % -19 % 15 %

Unusual items 56 % -4 % 0 % 0 % -49 % -20 % -74 % -47 % 0 % -3 % -5 %

Profit margin 67 % -4 % 14 % 17 % -47 % -19 % -78 % -46 % -16 % -22 % 10 %
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to their peers is the last of the selected companies that will have to consider restructurings or financial distress per 

the 14th of April 2020. 

 

  

10. Quantitative industry analysis  

A recurring theme in this paper has been the cyclical nature of Maersk Drilling and the offshore drilling industry 

with respect to fluctuating earnings. In the preceding section an elaboration on characteristics of a cyclical 

business, in addition to a quantification of the impacts of the economic cycles in the offshore rig industry will be 

presented. This is done with forecasting in mind, and this approach will assist in the valuation of Maersk Drilling. 

Damodaran (2012b) has developed a framework for valuation of cyclical companies, including pitfalls and 

precautionary measures in the process. This framework will be applied to address the challenge of assessing a 

cyclical company.  

 

Damodaran (2012b, p. 417) defines cyclical firms as firms that move up and down with the economy and present 

two ways of identifying these firms; (1) categorize industry sectors as cyclical or non-cyclical based on historical 

performance and assume that all firms in the sector share the same characteristics and (2) look at the company’s 

own history if the earnings/revenues fluctuate during economic booms and downturns. By looking at the 

reformulated financial statements (appendices 6-13) it is evident that both the peer group which works as an 

industry proxy, and Maersk Drilling can be characterized as cyclical. Maersk Drilling has a long operating history 

as described in the company presentation but limited historical data available due to have been a part of the A.P 

Moeller Maersk group until 2019.  

 

Despite of the data limitations, Maersk Drilling can refer to a revenue decline of 50% from 2016 to 2019. It is 

important to recognize that there are differences among companies in the industry, but all cyclical companies are 

affected by the cycles to some degree. Figure 10.1 illustrates yearly sector averages of selected income statement 

margins, derived from the reformulated statements of the peer group. The figure shows a large margin-variance 

during the last ten years.  
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Figure 10.1 – Peer group average margins 

(Source: Own contribution; Appendix 13-19) 

 

 

 

Damodaran (2012b) warns analysts of cyclical companies to lay too much weight on the most recent fiscal year, 

as it is uncertain where in the cycle the company are, and the valuation of the company will be influenced thereby, 

referred to as base year fixation. For example, if valuing a rig company with base year in 2013 or 2014, years close 

to the top of the cycle viewed in retrospect, one would most likely overestimate the value of the company. Another 

deterioration is staring into the macroeconomic crystal ball, attempting to forecast future cycles. 

 

As discussed in the Supply-and-Demand model, there are a few macroeconomic factors influencing the offshore 

rig industry. Without being able to forecast these factors with any accuracy, attempts on forecasting the timing of 

cycles would add more noise and weaken the quality of the estimates. Building further on the influence of 

macroeconomics on the valuation, having strong beliefs or make assumptions on the future development of the oil 

price or the level of spending on offshore drilling by E&P companies would effectively make the valuation of 

Maersk Drilling solely from one macroeconomic point of view.  

 

Damodaran (2012b) outlines an approach to avoid the abovementioned pitfalls. The solution to the problem is to 

normalize earnings over the business cycle. In addition to normalize earnings, other inputs of the valuation model 

that fluctuates through the cycle should also be normalized. Due to limited availability of historical numbers on 

Maersk Drilling, a sector average is instead computed. The peer group currently owns and operates 165 rigs 
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compared to the total fleet of ~ 800 rigs (Bassoe Analytics, 2020). The purpose of doing this exercise is that a 

normalized year should represent the company, or the industry, in a mid-cycle year.  

 

With forecasting in mind, the core operating income, free from transitory and financing items, are of special 

interest. Illustrated in Core operating income is the margin the last ten years, including a ten-year average. Making 

a valuation with a base year of 2019, bears the possibility of undervaluing the company in the long-term, as the 

current core operating margin is well below the normalized margin. To avoid being selective in the normalization, 

it must be taken to the logical extreme and all the input variables in the valuation model must be included. During 

the business cycles the capital structure can vary greatly, and so can the cost of capital. As illustrated in NFO/BVE 

and NFO/MVE, there are significantly different levels of financial leverage, depending on applied book values or 

market values.  

 

Figure 10.2 – Sector averages 

(Source: Own contribution; Appendix 7-12) 
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In addition to the varying capital structures during the cycle, the cost of capital, both debt and equity, fluctuate as 

the companies move through the cycle. In cyclical downturns, the capital markets can in practice be closed for the 

companies in the industry, while the opposite is true in market booms with easy access to capital. Therefore, 

financial flexibility is key to survive cycle after cycle. The companies in the sector are often disclosing “available 

liquidity”, which is defined as undrawn loans and credit facilities in addition to financial assets. Valuations are 

often built upon the assumption of unconstrained access to financing; however this may not be the case for rig 

companies. NBC illustrates the net borrowing cost the last ten years. Damodaran (2012b) is a strong advocate for 

normalizing these measures, as locking in the components of a valuation to the most recent year for a cyclical 

company is a recipe for erroneous valuations.  

 

The possibility of distress is present in cyclical industries, not necessarily by poor management or company-

specific risk-taking but rather induced by macro-economic forces. Thus, it is important to assess the possibility of 

financial distress given occurrence of unpredictable macroeconomic events.  suggests a way to estimate the 

probability of financial distress. Altman’s (1968) model for linear discriminant analysis can be used to compute a 

measure called the Z-score. Values below 1,81 indicates high probability of going bankrupt, whereas values above 

2,99 indicates low probability of going bankrupt. Any values in-between are in the grey area and needs to be 

analyzed further. The equation with the following coefficients is applied:  

 

 

𝑍 − 𝑠𝑐𝑜𝑟𝑒: 1,2 [
𝑊𝑜𝑟𝑘𝑖𝑛𝑔 𝑐𝑎𝑝𝑖𝑡𝑎𝑙

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
] + 1,4 [

𝑅𝑒𝑡𝑎𝑖𝑛𝑒𝑑 𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
] + 3,3 [

𝐸𝐵𝐼𝑇

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
]

+ 0,6 [
𝑀𝑎𝑟𝑘𝑒𝑡  𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦

𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
] + 1,0 [

𝑆𝑎𝑙𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
]    

 

 

Z-scores are calculated for the peer group which works as an industry proxy, in addition to calculating the Z-score 

of Maersk Drilling in 2019. Since available market value of equity is a prerequisite for the model, some of the 

companies in the peer group with limited trading history is missing Z-score certain years. The findings are 

illustrated in table 10.1.  
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Table 10.1 – Z-score 

(Source: Own contribution; Annual reports 2010-2019) 

 

 

 

According to the model all the companies have high probability of bankruptcy every year the last 10 years, except 

Transocean in 2010 and 2013 where further investigation is required. Considering the average inception year of 

the companies under analysis is 1964, which means they have survived numerous cycles, one could question the 

applicability of Altman’s model to cyclical companies. However, the results yielded confirms the cyclical risk and 

the possibility of financial distress for offshore drilling companies.  

 

To complement the findings above, an alternative method of multiple discriminant analysis is conducted. The 

model provided by Ohlson (1980) is a logit regression model used to estimate probability of bankruptcy based on 

several predictable variables (Petersen et al., 2017). The model defines probability of bankruptcy as follows:  

 

Probability of bankruptcy = 
1

1+𝑒−𝑦 

 

𝑦 =  −1,32 − 0,407(𝑆𝑖𝑧𝑒) + 6,03 [
𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
] − 1,43 [

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠−𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
] +

0,076 [
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 
] − 2,37 [

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
] − 1,33 [

𝐹𝑢𝑛𝑑𝑠 𝑓𝑟𝑜𝑚 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
] + 0,0285(𝐷𝑢𝑚𝑚𝑦1) −

1,72(𝐷𝑢𝑚𝑚𝑦2) − 0,521 [
𝐶ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑛𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

|𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒𝑡|+|𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒𝑡−1|
]  

 

Dummy1 = 1 if net income was negative for the last 2 year and equals 0 otherwise 

Dummy2 = 1 if total liabilities exceed total assets and 0 otherwise 

 

The cut-off point that minimizes sum of errors is 3,8%, which means that values below the threshold of 3,8% 

implies low probability of bankruptcy and values above the threshold implies increased probability of bankruptcy.  

 

Z-score 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

ODL High High High High High High High

RIG Grey area High High Grey area High High High High High High

Noble High High High High High High High High High High

Rowan High High High High High High High High High

Ensco High High High High High High High High High

Valaris High

DRLCO High
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Table 10.2 – O-score 

(Source: Own contribution; Federal Reserve Economic Data; Annual reports 2010-2019) 

 

  

 

Illustrated in table 10.2, the Ohlson (1980) model yields results in the same ballpark as Altman’s (1968) model, 

but with higher occurrence of low probability of bankruptcy predictions, especially in 2013. Unlike Altman’s 

model, Ohlson’s model incorporates the size of the company into the regression and argues that large firms have 

lower probability of bankruptcy than small firms. The size component is computed as total assets divided by GNP 

price level index. The smallest firm in the peer group, Odfjell Drilling, is predicted to face bankruptcy every year, 

whereas the largest firms, Transocean and Noble, are predicted to face bankruptcy in four out of eight years.  

 

In addition to having chances of type 1 and type 2 errors, the underlying assumptions of the models are subject to 

criticism. Optimally the coefficients should be regenerated on a regular basis, as the thresholds in the models are 

based on judgements, and they rely purely on historical information to predict future events and the models does 

not include qualitative information that informs about financial health (Petersen et al., 2017, p. 386). To 

summarize, there are strong arguments for normalizing earnings and relevant measures during the cycle to enhance 

the quality of the estimates of cyclical companies. The outtake from the bankruptcy prediction models are that it 

the risk of financial distress are present, and cannot be ignored in the valuation of cyclical companies.  

 

 

 

11. SWOT-matrix 

The strategic analysis aimed to identify and analyze both macro-, and microeconomic factors of the drilling rig 

industry. Furthermore, the financial analysis has provided valuable information regarding the historical cyclicality 

of the business and implications of what to expect in the future. To prepare for the coming forecasting leading up 

O-score 2012 2013 2014 2015 2016 2017 2018 2019

ODL High High High High High High High

RIG High Low Low High Low Low High High

Noble Low Low High Low Low High High High

Rowan High Low High High High High High

Ensco Low Low Low High High High High

DRLCO Low Low High High
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to the valuation of Maersk Drilling , the framework is utilized to sum up the main findings and the net impact from 

the previous sections.  

 

Petersen et al. (2017, p. 276) suggests using a summary of a firm’s Strengths, Weaknesses, Opportunities and 

Threats (SWOT) to sum up external and internal factors. As mentioned in the problem statement, the separate 

sections includes sub-conclusions to sum up the given findings. Rather than repeating the discoveries, this will 

serve as an overview of the most critical factors found so far and the implications going forward. The VRIO-

framework was considered but discarded due to the nature of the business. Consequently, the main findings from 

the previous sections are displayed in table 11.1; the SWOT matrix.  

 

Table 11.1 – SWOT matrix 

(Source: Own contribution; Petersen et al., 2017, p. 276) 

 

Strengths 

- Advanced harsh environment jackups 

- High utilization 

- Strong presence on the NCS 

- Strategic relationship with AkerBP 

- Financial flexibility 

- Strong backlog in 2020 

- High financial uptime 

Weaknesses 

- Aging fleet 

- Price takers 

- High customer concentration 

 

Opportunities 

- Long-term growth in the economy 

- Increasing dayrates  

- More complexity in required rigs  

Threats 

- Cyclicality in oil and natural gas prices 

- Cuts in E&P spending 

- Capacity in shipyards 

- Intense competition 

- Alternative energy sources 

- Slow reaction time 

- High probability of financial distress 
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12. Forecasting  

The preceding sections have completed the first two steps in Penman’s (2013) process of fundamental analysis; 

“Knowing the business” and “Analyzing information” both inside and outside of financial statements. The 

subsequent steps in the process will be carried out in the following sections; “Developing forecasts” both 

specifying and forecasting payoffs and “Converting forecasts to a valuation” (Penman 2013, p.85). Preliminary to 

the forecasting, a brief description of the Residual Operating Income model will be provided, in order to identify 

which inputs the model requires to be determined to commence the valuation.  

 

12.1 The Residual Operating Income Model 

Penman (2013) presents the residual operating income model as a modification to the simple residual earnings 

(RE) model. This simple model instructs the analyst to anchor the valuation of equity on the book value of equity 

and then add the forecasted earnings in excess of the required earnings on the book value (Penman 2013, p. 438).  

 

𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦 (𝑉0
𝐸) = 𝐶𝑆𝐸0 +

𝑅𝐸1

𝜌𝐸
+

𝑅𝐸2

𝜌𝐸
2 + ⋯ +

𝑅𝐸𝑇

𝜌𝐸
𝑇  

Where: 

𝑅𝑒𝑠𝑖𝑑𝑢𝑎𝑙 𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠 (𝑅𝐸𝑇) = 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡 − (𝜌𝐸 − 1)𝐶𝑆𝐸𝑡−1 

 

The model can be understood as if an asset earns its required rate of return, the forecasted residual earnings will 

be equal to zero, and the intrinsic value will be equal to its book value. Similarly, if the items in the balance sheet 

is recognized at market value, their forecasted residual earnings are equal to zero. With the above mentioned in 

mind, Penman (2013) defines the value of equity as:  

 

𝑉0
𝐸 = 𝐶𝑆𝐸0 + 𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑓𝑜𝑟𝑒𝑐𝑎𝑠𝑡𝑒𝑑 𝑟𝑒𝑠𝑖𝑑𝑢𝑎𝑙 𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑓𝑟𝑜𝑚 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 𝑛𝑜𝑡 𝑎𝑡 𝑓𝑎𝑖𝑟 𝑚𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 

 

To carry out such a valuation it is necessary to distinguish between earnings stemming from assets or liabilities at 

book value from those that are recognized at market value. This can be difficult in practice, as income from 

operating assets is usually earned by utilizing assets jointly. However, operating income which is generated by net 

operating assets, can usually be separated from net financial expense which is generated by net financial 

obligations.  Net financial obligations are often measured at market value in the financial statements. As a result, 

NOA is tied to operating income and NFO is tied to net financial expenses, successfully identifying two book 

values in the balance sheet with an associated earnings component in the income statement. Each component is 
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assigned with a required cost of capital to obtain the residual earnings measure. The purpose of the cost of capital 

is to account for the risk associated with the two activities. Residual operating income follows Penman’s (2013) 

definition: 

 

𝑅𝑒𝑂𝐼 = 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑖𝑛𝑐𝑜𝑚𝑒 (𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥) − 𝑟𝑒𝑞𝑢𝑖𝑟𝑒𝑑 𝑖𝑛𝑐𝑜𝑚𝑒 𝑜𝑛 𝑛𝑒𝑡 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑎𝑠𝑠𝑒𝑡𝑠 

 

With forecasts of ReOI and residual net financial expense, the next course of action is a valuation of NOA and 

NFO. If net financial obligations are recognized at market value in the balance sheet, it must be that the forecasted 

residual net financial expense is zero. In other words, the market value and the book value of NFO are equal. The 

value of Net Operating Assets, however, can be computed as: 

 

𝑉0
𝑁𝑂𝐴 = 𝑁𝑂𝐴0 +

𝑅𝑒𝑂𝐼1

𝜌𝐹
+

𝑅𝑒𝑂𝐼2

𝜌𝐹
2 … 

𝑅𝑒𝑂𝐼𝑇

𝜌𝐹
𝑇 +

𝐶𝑉𝑇

𝜌𝐹
𝑇  

 

The last part of the equation represents the continuing value. If a firm fulfils the going concern assumption, and 

therefore expected to grow at a constant growth rate in perpetuity, Gordon’s Growth formula for the continuing 

value beyond the forecast horizon is defined as (Penman 2013, p. 113):  

 

𝐶𝑉𝑇 =
𝑅𝑒𝑂𝐼𝑡+1

𝜌𝐹
𝑇 − 𝑔

 

 

Subsequently, if the NFO is recognized at market value, the value of common shareholder equity (CSE) can be 

defined as:  

 

𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑐𝑜𝑚𝑚𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦 (𝑉0
𝐸) =  𝑉0

𝑁𝑂𝐴 − 𝑉0
𝑁𝐹𝑂 − 𝑉0

𝑀𝑖𝑛𝑜𝑟𝑖𝑡𝑦 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡𝑠
 

 

The remaining inputs in the ReOI-model needs to be determined before application. A distinction between assets 

and liabilities recognized at book value and those recognized at market value needs to be established, which is 

done in the reformulation of the financial statements. Further, an establishment of future payoffs from pro-forma 

financial statements is needed, in addition to a growth rate to apply in Gordon’s growth formula and an adequate 

cost of capital. The subsequent sections aims to determine the mentioned inputs in the ReOI-model.   
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12.2 Pro-forma financial statement 

A paramount aspect of the fundamental valuation is to forecast line items so that the expected future payoffs can 

be determined. In other words, how future financial statements will evolve if expectations are met (Penman, 2013). 

The forecast horizon is divided and follows an adapted growth approach. Despite Maersk Drilling being a cyclical 

company, the assumption is that there is enough information to forecast the coming 1/2-2 years with an adequate 

level of certainty. Beyond that, there is too much uncertainty with regards to the timing and the speed of the cyclical 

recovery, and normalized numbers derived from the Quantitative Industry Analysis will be applied until the 

company reaches the stable steady state. This is in line with the recommendations from Damodaran (2012b) of 

how to deal with cyclical companies in valuations.  

 

Koller et al. (2010) similarly recommends dividing the explicit forecast horizon in two, the first part being a 

detailed forecast of line-items and the second part being simplified forecast focusing on a few important variables. 

They also argue for a prolonged explicit forecast period for cyclical companies. After the explicit forecast period 

both arrives at the final step which is estimating the continuing value, or a growth perpetuity. The forecast will 

therefore be developed in three parts, first a short-term detailed forecast, second a simpler forecast applying 

normalized sector averages and finally an estimated continuing value.  

 

12.3 Explicit forecast period: 2020 

12.3.1 Sales forecast 

The best indicator of the future sales of Maersk Drilling is the revenue backlog. To gather reliable data on the 

revenue backlog, data triangulation is conducted. Maersk Drilling is frequently releasing “Fleet status report” 

consisting of a comprehensive overview of the contract status on the fleet, including duration and dayrates of the 

contracts. However, the dayrates of the contracts are not always disclosed and the management could have an 

incentive to display the business in the best possible way, thereby omit the lowest dayrates from the fleet status 

report. To manage this potential problem, the contract data is complimented by two independent market 

intelligence firms, Bassoe Analytics and RigLogix. This is done to complement the data provided by Maersk 

Drilling and ensure the validity and reliability of the estimates. 

 

Neither Maersk Drilling nor the market intelligence firms have information regarding dayrates on the rigs “Maersk 

Inspirer” and “Maersk Reacher”, two jackup rigs of different design operating in the North Sea. To provide a 

reasonable estimate on the dayrate level of these two contracts, similar rigs on contracts have been used as proxies. 

The contract start of Maersk Inspirer is in August 2020 and the rig is built in 2004 with the MSC CJ70-150MC-
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design. The dayrate estimated is mirrored to “Maersk Innovator”, which is built one year prior, have contract start 

in June 2020 and have the same design class. Similarly, the dayrate estimated on “Maersk Reacher” is linked to 

“Maersk Resolve”, both rigs are built in 2009 of the same design and have similar contract start dates. 

 

In addition to the duration and dayrate of the contracts, financial uptime is a key component in the revenue 

equation. Financial uptime is defined as “hours that can be invoiced for as a percentage of total hours in the period 

under contract with the customer” (Maersk Drilling, 2020a, p. 101). The average financial uptime the last six years 

on the entire fleet is 98,83%, which will be applied in the forecast. The revenue forecasted is therefore calculated 

as:  

 

𝑅𝑒𝑣𝑒𝑛𝑢𝑒 =  𝐶𝑜𝑛𝑡𝑟𝑎𝑐𝑡𝑒𝑑 𝑑𝑎𝑦𝑠 ∗ 𝑑𝑎𝑦𝑟𝑎𝑡𝑒 ∗ 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑢𝑝𝑡𝑖𝑚𝑒 

 

Except from duration and dayrates, the contract terms are not disclosed. Several of the contracts have extension-

options with undisclosed dayrates, either for additional years or wells. Whether Maersk Drilling’s customers will 

exercise the options or not is close to impossible predict without inside information. The unknown dayrate on the 

extension-options, with the additional difficulty of estimating the time it takes to drill additional wells enforces 

the uncertainty in regard to the implications of the potential impact on Maersk Drillings income statement. 

 

Contrary to option extensions, termination of existing drilling contracts will, all else equal, hurt revenues. 

According to DNB Markets (2020, p.29) there are three ways for an oil company to terminate a drilling contract; 

termination for convenience, termination for performance and force majeure. The result is close to full payment 

to the drilling contractor if terminated for convenience, but no payment if the drilling contractor performs below 

expectations or an external event makes drilling impossible. “Maersk Venturer”, a drillship operating in Ghana, 

have had its contract shortened to June 2020 from February 2022 as a result of the customer Tullow giving notice 

of early termination with no payout. This is incorporated into the estimations and has a negative effect on revenues. 

Furthermore, unannounced contract extensions and contract terminations are not forecasted, effectively assuming 

that the net effect of contract terminations and extension-options are zero in 2020. Considering the abovementioned 

assumptions, figure 12.1 illustrates revenue backlog the next two years, excluding options and potential contract 

terminations.  
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Figure 12.1 – Revenue backlog 2020-2022 

(Source: Own contribution; Appendix 24-25) 

 

 

  

The estimated revenue for 2020 is USD 994M with a utilization of 64%, which is a slight decline from 2019-

levels. Proceeding to year 2021 and 2022 the contract coverage, excluding options, is very thin. The revenue is cut 

in half in 2021 and again in 2022, to USD 441M and USD 214M, respectively. The utilization is shown as 25% in 

2021 and 11% in 2022. Compared to Maersk Drilling’s average utilization of 81% from 2014-2019 and the 

international fleet’s average utilization the last ten years of 67%, the numbers presented for 2021 and 2022 is very 

unlikely to occur (Riglogix, 2020). Evidently, Maersk Drilling will probably win contract awards the coming 

years, but the timing, dayrate and duration of the contract is very hard to predict. Damodaran (2012b) rejects the 

possibility to forecast operating income and earnings built upon forecasts of future cycles. Although this will 

appear realistic to an outside observer, it is deceptive as the forecasts are only as good as the macro forecasts that 

underlie them. Effectively making 2020 the only year that can be estimated with an adequate level of certainty and 

minimizes the required assumptions built in the estimations, the first part of the explicit forecast period will 

comprise of 2020. The detailed sales forecast on a per rig basis is shown in appendix 24.  

 

Table 12.1 – Sales forecast 2020 

(Source: Own contribution; Appendix 24) 

 

USDm 2016H 2017H 2018H 2019H 2020E 

Sales 2 297 1 439 1 429 1 222 994 
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12.3.2 Income statement items forecast 

Explained in the financial statement analysis, and presented in the common-size analysis, the core items are 

highlighted as they are instrumental in the forecasting section. The core items are as follows: operating costs, sales 

and G&A costs, depreciation and other items limited to expenses or income relating to operations. In the preceding 

sections the aim is to elaborate and determine an objective development for the pro-forma statements.  

 

Operating costs 

Operating costs is the most prominent cost item in the income statement, making up 88% of total OPEX in 2019 

and is in the interval of 90%-91% in the historic period. According to Maersk Drilling, (2020a), crew, maintenance, 

supplies, and insurance are the contributing factors to the operating costs and are cost typically incurred with 

operating an offshore drilling rig. The operating costs to sales ratio has increased every year, while utilization has 

improved since 2017. That effect is not really intuitive, but can be explained by lower dayrates in the contracts 

entered following the drop in oil price in 2014. 

 

Both Koller et al. (2010) and Petersen et al. (2017) argues that operating costs can be forecasted as a percentage 

of sales. With a good backlog coverage, the short-term forecasting for sales is believed to be relatively accurate, 

conservatively assuming that no options are exercised. The development of operating costs in the trailing period 

from 2016-2019 has been 36%, 48%, 51% and 58% of sales, respectively. Maersk Drilling (2020a) argues that 

there has been much focus on cost savings initiatives, and that a lot of expenses are incurred in relation to 

utilization. Even still, OPEX is assumed to continue rising as a percentage of sales in 2020, adding the average 

rise of 7,58% to the trailing year. The forecasted operating costs can be found in table 12.2 below.  

 

Table 12.2 – Operating costs forecast 2020 

(Source: Own contribution; Appendix 6) 

 

USDm 2016H 2017H 2018H 2019H 2020E 

Sales 2 297 1 439 1 429 1 222 994 

Operating costs -812 -681 -725 -710 -653 

Percentage of sales 35,37 % 47,35 % 50,71 % 58,10 % 65,69 % 

 

 

 



 84 

Sales, general and administrative costs 

In the profitability analysis this line item is seen to increase every year in the trailing period. In 2019, it reaches a 

new high of 97 USDm and Maersk Drilling (2020a) argues that the incurred costs can be connected to new 

activities added in 2018 to support the demerging from A.P. Moller-Maersk. There is no indication as to whether 

this is expected to increase or decrease, but as sales and operating costs are expected to decrease, the argument 

can be made that Maersk Drilling will be able to somewhat lower the general and administrative sales costs as 

well. In the strategic analysis, the cost cutting measures in the major oil companies is highlighted as to influence 

the budgets of the drilling companies, thereby incentivizing reducing costs not imperative to operating the rigs. 

The trend analysis provides a similar reasoning. Considering the arguments above the decision is made to utilize 

the same sales and G&A ratio of 7,94% as is found in the trend analysis in appendix 13. 

 

Table 12.3 – Sales, G&A costs forecast 2020 

(Source: Own contribution; Appendix 6) 

 

USDm 2016H 2017H 2018H 2019H 2020E 

Sales 2 297 1 439 1 429 1 222 994 

Sales, G&A costs -90 -66 -84 -97 -79 

Pecentage of sales 3,92 % 4,59 % 5,88 % 7,94 % 7,94 % 

 

 

Depreciation 

As mentioned in the accounting quality-section Maersk Drilling applies a straight-line depreciation to their drilling 

rigs, which comprises many different components. The fixed depreciation is set at around 8% and can be found 

included in table 12.4 with the development of property, plant and equipment.   

 

Tax 

The Danish corporation tax has been set at 22% since 2016 (Skatteministeriet, 2017). There are no indications as 

to whether there will be made any changes to the nominal corporate tax rate in the coming years, thus it is assumed 

to remain the same in the foreseeable future.  
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Other items  

The other items line, or other core operating income, can be found in the profitability analysis; third level 

breakdown. It makes up a relatively insignificant part of the income statement and is made up of gain/loss on sale 

of non-current assets and share of results in joint ventures. The gain/loss item is not further specified and is not 

deemed to have any significance, nor to reoccur in 2020. The share from joint ventures concerns the associates 

Maersk Decom A/S and PMD Viking Ghana Limited, and constitutes a loss of 0,07% and 0,16% in 2018 and 

2019, respectively (Maersk Drilling, 2020a). With no further information disclosed the average of 0,12% of sales 

is applied in the explicit forecast period.   

 

12.3.3 Balance sheet items forecast 

Property, Plant & Equipment (PPE) 

As discussed in the strategic analysis, the rig industry is an asset-heavy industry and PPE mainly include the 

offshore drilling units. Over the last 5 years, the PPE-category have accounted for ~90% of NOA. To the determine 

the future levels of ATO, the components of NOA must be forecasted, which comprise of operating assets and 

operating liabilities (Penman, 2013). A company needs keep a certain level of investments to continue operating 

in its current form. However, investments cannot continue at high levels into perpetuity (Petersen et al., 2017). To 

find out which assets are required to generate sales in the future, Penman (2013) argues that step one in the 

valuation framework applied, “knowing the business”, is required. These assets are determined to be the offshore 

drilling rigs recognized in PPE, which are stated to be cash-generating units in the annual report (Maersk Drilling, 

2020a).  

 

To forecast future potential orders of newbuild rigs carried out by Maersk Drilling is regarded as highly speculative 

and is therefore avoided. Maersk Drilling have been an active acquirer of newbuild rigs the last ten years, as 

discussed in the company overview and will most likely continue to be so in the future. However, in regard to rig 

type, rig design, price, timing of order etc. no newbuild rigs are included in forecast. Leaving large newbuild 

investments out of the equation, Maersk Drilling still have to continuously invest in PPE, often referred to as 

maintenance capex. These investments concern the 5-year special periodic surveys of all the rigs, upgrades of 

existing rigs and other investments that are fulfilling the conditions of being capitalized on the balance sheet 

according to IFRS. Maersk Drilling have issued a guidance for investments for 2020, reading USD 150-200M in 

2020. Consequently, in the pro-forma financial statement,  USD 175M will be used for the year 2020. Regarding 

future impairment losses, this is deemed to be unforecastable.  
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Table 12.4 – PPE and depreciation forecast 2020 

(Source: Own contribution; Appendix 6; Annual reports) 

 

      2016H 2017H 2018H 2019H 2020E 

Property, plant and equipment, 

primo 7840 5 978 4 274 4 849 4 731 

Investments  
 

237 533 168 296 175 

Depreciation 
 

-589 -468 -403 -380 -371 

% 
  

8 % 8 % 9 % 8 % 8 % 

Impairment (loss)/reversal -1 510 -1 769 810 -34 0 

Property, plant and equipment, 

ultimo 5 978 4 274 4 849 4 731 4 535 

 

Intangible assets 

The intangible assets of Maersk Drilling consist of customer contracts and IT-software, not generated by corporate 

acquisitions. The intangible assets are amortized and tested regularly for impairment. The intangible assets have 

experienced a declining trend since 2016, due to the last addition to the item was in 2017, and subsequently the 

intangible assets have been systematically amortized with an annual rate of ~10%. Without no further information 

disclosed in the annual reports, the intangible assets are amortized with a rate of 10% in 2020. This is in line with 

the recommendations provided by (Koller et al., 2010a) of not forecasting the level of intangible assets, rather 

keeping them at a stable level.  

 

Table 12.5 – Intangible assets forecast 2020  

(Source: Own contribution; Appendix 6; Annual reports) 

 

      2016H 2017H 2018H 2019H 2020E 

Cost 
  

46 133 135 135 135 

Addition 
  

87 2 0 0 0 

Acc. Amortization 
 

24 50 79 104 117,5 

Yearly % 
  

11 % 11 % 10 % 10 % 10 % 

Carrying amount 
 

109 85 56 31 17,5 
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Trade receivables and other receivables 

Accounts receivable is assumed to be driven by sales. To elaborate, if sales are high, customers’ total obligations 

to Maersk Drilling will be higher. In addition, having trade receivables introduces the counterparty risk. As 

discussed in Porter’s Five Forces, Maersk Drilling are dealing with solid counterparts including several oil majors. 

As stated in the annual report of 2019, four major international oil companies accounted for 71% and 81% of the 

total revenue in 2019 and 2018, respectively. The maturity analysis of trade receivables in the annual report shows 

~1% annual expected loss on trade receivables since 2016. To forecast trade receivables and other receivables, the 

items historical average turnover rate since 2016 were used, as shown in the table below.  

 

Table 12.6 – Trade receivables forecast 2020 

(Source: Own contribution; Appendix 6; Annual reports) 

 

      2016H 2017H 2018H 2019H 2020E 

Trade receivables gross 290 300 342 264 199 

Average % of sales 
 

20 % 
   

  

Expected loss  
 

2 3 3 0 2 

Trade receivables 

net   288 297 339 264 197 

Other receivables 
 

96 60 37 63 40 

Average % of sales 
 

4 % 
   

  

 

 

Right-of-use assets 

As of 1st of January 2019 upon the initial application of IFRS 16, virtually all leases must be capitalized on the 

balance sheet. Maersk Drilling’s lease arrangements mainly comprise of office buildings in Denmark and Norway, 

which prior to 1st of January 2019 was classified as operating leases. As discussed in the accounting quality section, 

this have been adjusted for in the historical period. The effect on the balance sheet is a capitalized lease asset with 

an associated lease liability. The effect on the income statement is twofold; (1) Depreciation increases, (2), interest 

expense increases (Petersen et al., 2017). The forecast of the lease asset in 2020 assumes no new additions and the 

depreciation rate of 20% (2019-level) is applied for 2020.  

 

 



 88 

Table 12.7 – Right-of-use assets forecast 2020 

(Source: Own contribution; Appendix 6; Maersk Drilling, 2020a) 

 

Right-of-use asset 
 

2019H 2020E 

Right-of-use asset gross 38 31 

Depreciation 
 

-7 -6 

Right-of-use asset 

net 
 

31 25 

 

Assets held for sale  

Maersk Drilling have assets held for sale frequently, as a part of renewing the fleet and older rigs are sold to either 

another drilling contractor or sold for recycling/scrapping. As discussed in the reformulation of the financial 

statements, Maersk Drilling sold Maersk Giant in 2019 and Maersk Completer was sold in January 2020. 

Acquiring and disposal of rigs are a part of the operating activities but are hard to predict in advance. Maersk 

Gallant which is built in 1993 and currently warm-stacked is a possible scrapping candidate. However, assets held 

for sale are forecasted to be zero in 2020.  

 

Trade payables 

Trade payables are a part of a firms working capital, used in day-to-day business and usually arise due to credit 

purchases. It is one of the largest line-items regarding size, after trade receivables and PPE. There is no information 

disclosed in the annual report concerning this item, and it is therefore assumed to be connected to the level of sales. 

The item has increased as a percentage of sales every consecutive year since 2016, and therefore the level of 2019 

is applied in 2020.  

 

Table 12.8 – Trade payables forecast 2020 

(Source: Own contribution; Appendix 6) 

 

      2016H 2017H 2018H 2019H 2020E 

Trade payables 
 

148 163 196 180 146 

% of 

sales  
  

6 % 11 % 14 % 15 % 15 % 
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Other Net Operating Assets  

The minor items of operating assets and liabilities, which together constitute NOA, are aggregated in the category 

other net operating assets, as described by Penman (2013). As observed in the profitability analysis, the line-items 

aggregated in other NOA have not been significant in the trailing period since 2016 and have been in the interval 

of 0,09 to 0,15 compared to sales. Because these items did not have any significant effect on ATO historically, the 

assumption is that these items will also remain stable as insignificant in the future. The average of the inverse other 

NOA values since 2016 have been calculated, arriving at an average rate for the period which will be applied for 

2020. Further, the 2020-level of other NOA are computed by multiplying the inverse ATO with the level forecasted 

level of sales. Optimally a longer historical period should be used to arrive at the conclusions that other NOA has 

a minor influence on ATO and is stable over time, however that is not available for Maersk Drilling. Another 

weakness with this approach is assuming that all items below are driven by sales, which might not be realistic. 

However, due to their relatively small size and stable trend the assumption is made that this will also hold for the 

next year.  

 

Regarding the line-items related to tax, tax payable are simply taxes for the earned profit for the firm, which are 

not yet paid. Deferred tax assets and deferred tax liabilities is caused by temporary differences between book 

values and tax values (Petersen et al., 2017). Therefore, it can be argued that the deferred taxes could be forecasted 

as a constant percentage of PPE. However, this assumes that PPE have to remain stable in the future in order for 

the deferred tax liability to follow. Looking at the historical impairment losses and reversals, in addition to rig 

acquisitions and disposals, PPE varies from year to year. The deferred taxes are therefore tied to sales.  

 

Table 12.9 – Inverse other NOA forecast 2020 

(Source: Own contribution; Appendix 6) 

 

Inverse Other NOA   2016H 2017H 2018H 2019H 2020E 

Deferred tax asset 
 

0,01 0,01 0,00 0,00   

Prepayments 
 

0,04 0,05 0,04 0,03   

Provisions 
  

0,01 0,01 0,02 0,01   

Deferred tax liability 
 

0,05 0,05 0,04 0,04   

Tax payables 
 

0,03 0,03 0,03 0,06   

Other payables 
 

0,03 0,04 0,05 0,05   

Deferred income   0,02 0,03 0,03 0,03   

Average Inverse NOA 
 

-0,09 -0,08 -0,12 -0,15 -0,11 
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Table 12.10 – Pro-forma financial statement 

(Source: Own contribution; Appendix 6; Annual reports) 

 

Pro-forma financial statements           

Income Statement (USDm) 2016H 2017H 2018H 2019H 2020E 

Sales 2 297 1 439 1 429 1 222 994 

Operating costs -812 -681 -725 -708 -578 

Sales, G&A costs -90 -66 -84 -97 -79 

Gross margin 1 395 692 620 417 338 

Depreciation and amortization -599 -474 -410 -387 -371 

Core operating income from sales (before tax) 796 217 211 30 -33 

Tax -307 -335 130 -24 7 

Core operating income from sales (after tax) 489 -118 340 6 -26 

Other items 2 -4 -1 4 -1 

Tax 0 0 0 -1 0 

Core operating income (after tax) 491 -122 340 9 -27 

Unusual items -1165 -1378 619 -39 0 

Operating income (after tax) -675 -1 500 959 -30 -27 

      

Balance sheet (USDm)           

Property, plant and equipment 5978 4274 4849 4731 4535 

Intangible assets 109 85 56 31 17,5 

Trade receivables 288 297 339 264 197 

Other receivables 96 60 37 63 40 

Right-of-use assets 68 43 47 31 25 

Trade payables -148 -163 -196 -180 -146 

Assets held for sale 0 0 0 38 0 

Other NOA -201 -121 -173 -180 -109 

Net Operating Assets (NOA)  6190 4475 4959 4798 4559 

Net Financial Obligations (NFO) -2571 -1738 1145 1118 983 

Common Shareholders Equity (CSE) 8761 6213 3814 3680 3576 

 

 

  

12.4 Continuing value 

The section for quantitative industry highlights important aspects of the forecasting sections and the pitfalls to 

avoid. In line with Damodaran's (2012) perspectives in relation to cyclical companies it was decided to avoid the 

pitfalls of forecasting cyclicality, to avoid both base year fixation and staring into the macro-economic crystal ball. 

The explicit period was forecasted with a reasonable degree of certainty and the next step is to find the continuing 

value. As mentioned in the introduction to the ReOI- model, ReOI consists of operating income minus required 

income on net operating assets and make up the numerator in the formula for computing continuing value. Further 
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argued by Damodaran (2012), sector averages should be derived from an entire cycle, and the selected cycle for 

this valuation is ten years, the upper range of the minimum suggested.  Hence, normalized numbers will be applied 

as there is only enough information to forecast the remainder of the year. 

 

As mentioned in the explicit forecast period, sales forecast is the fundament of a pro-forma financial statement. 

To arrive at residual operating income to be applied in the continuing value, a sales number have to be computed. 

Limited information are available prior to the demerger, however the revenues and number of rigs are disclosed 

in A.P Moller-Maersk’s annual reports (2012;2014;2016) which supplements the data acquired in the annual 

reports of Maersk Drilling as an independent company (2019, 2020). This makes it possible to map the fluctuations 

in Maersk Drilling’s revenue the last ten years, matching the other sector averages applied in the normalization. 

Subsequently, a multiple is derived; sales divided by number of rigs at year end. This is illustrated in figure 12.2. 

The average revenue per rig the last ten years is USD 85M, whereas Maersk Drilling currently owns and operates 

twenty-one rigs, the revenue in the continuing period is estimated to USD 1786M.  

 

Figure 12.2 – Sales divided by drilling units  

(Source: Own contribution; Appendix 26) 

 

Trying to forecast longer would be highly deceptive and rather erroneous as the assumptions would render a high 

degree of uncertainty. Continuing the argumentation, Maersk Drilling does not have the historical numbers 

available and the ten-year average Core PM is derived from the profitability analysis (figure 9.9). This indicates 

that in a mid-cycle year, the core profit margin will be 18%.  
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Table 12.11 – Average core profit margin  

(Source: Own contribution; Appendix 6-19) 

 

Core PM 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 

ODL 
 

20 % 16 % 13 % 8 % -4 % 13 % 19 % 16 % 20 % 

RIG 31 % -6 % 18 % 25 % 24 % 42 % 28 % -39 % -1 % 0 % 

Noble 28 % 16 % 26 % 33 % 20 % 34 % 18 % -1 % -14 % -4 % 

Rowan 30 % 21 % 19 % 26 % 19 % -4 % 39 % 18 % -7 % 
 

Ensco 32 % 24 % 30 % 31 % 77 % 60 % 37 % 4 % -21 % 
 

Valaris 
         

27 % 

Sector avg. 30 % 15 % 22 % 26 % 30 % 26 % 27 % 0 % -5 % 11 % 

Period avg. 18 % 
         

 

 

While the variables that constitutes the numerator has been determined, the remaining factors, the weighted cost 

of capital and the growth rate, in the denominator needs addressing. Seeing as Maersk Drilling’s residual income 

will grow in perpetuity, an applicable growth rate needs to be determined. The applied growth rate is highly 

influential, as the continuing value is critical in determining Maersk Drilling’s fundamental value (Koller et al., 

2010; Penman, 2013; Petersen et al., 2017). 

 

Koller et al. (2010) argues using a growth rate reflected in the economy, and Penman (2013) seconds this by 

suggesting a forecasted GDP as a proximal growth rate in the continuing value. Viebig, Varmaz and Poddig (2008) 

offers additional input by warning against letting the growth rate in the terminal value exceeding the expected 

growth rate of the overall economy. 

 

Damodaran (2012b, p. 425), however, warns analysts of cyclical companies of two common mistakes made when 

applying normalization to the forecast; incomplete normalization and inconsistent growth. For the normalization 

to be consistent the analyst have to take the measures to the logical extreme. The assumed growth is often reflected 

by optimistic revenues in the continuing value, thus double counting growth. It was decided to cap the growth at 

the long-term risk-free rate of 1,65% in the terminal period to avoid the pitfalls of selective normalization. The 

risk-free rate is further discussed in the next section. This choice avoids subjectivity based on macro-economic 
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factors and is in line with Viebig et al’s. (2008) notion of avoiding a growth rate higher than the growth of the 

economy.  

 

13. Term structure of interest rates  

In security valuation, the forecasted future payoffs are usually discounted for time and risk by the cost of capital 

to get the present value. The whole concept of cost of capital will be elaborated on and discussed in the next 

section, while one of the crucial inputs in the traditional asset pricing model will be discussed in this section, the 

risk-free rate. Koller et al., (2010) argues long-term government bonds in United States and Western Europe is 

assumed to be default-free and works as a good proxy for the risk-free rate, although not entirely risk free but have 

extremely low betas. Theoretically, each year’s operating income should be discounted using a government bond 

with the same maturity. In reality, a shortcut is often made for simplicity and the earnings are discounted back 

with the most common proxy which is the 10-year treasury bill. In other words, the risk-free rate varies over time 

and the assumption of a static risk-free rate might be a poor reflection of reality and could ultimately lead to biased 

equity estimations. To address this problem, the risk-free interest rate can be estimated based on a term structure 

of interest rates. The term structure will integrate a non-static element in the cost of capital, which should increase 

the accuracy of the estimates.  

 

The term structure of interest rates can be estimated by computing the yield to maturity (YTM) of zero-coupon 

bonds for the maturities. Koller et al., (2010) emphasizes the importance of applying government bond yields that 

is denominated in the same currency as the company’s earnings, modelling inflation consistently between earnings 

and the discount rate. Hence, U.S Treasury bills are used as Maersk Drilling operates in a dollar business 

internationally and have denominated financial statements in US dollars. The availability of YTM’s on US 

Treasury bills are extensive, however, to fill out the missing years without YTM, the curve-fitting model of Nelson 

& Siegel (1987), including the Svensson (1994) extension, was applied.  

 

13.1 Estimation of the term structure 

The YTM’s on US Treasury bills are obtained from US Department of Treasury for the bonds with maturity 

1-,2-,3-,5-,7-,10-,20- and 30 years from now, matching the cut-off date of April 14th 2020. The functional equation 

of the Nelson-Siegel-Svensson model can be defined as: 
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Where g(m, τ, θ) is a function of time-to-maturity and a set of parameters θ = (β0, β1, β2, β3, τ1, τ2). The term 

structure is estimated by minimizing the sum of squared residuals between the computed rates by the Nelson-

Siegel-Svensson model and the observed YTM’s on US Treasury bills, by varying the parameters. When 

conducted, the yield curve is calibrated to best fit the observed T-bills, as illustrated in figure 13.1. The β0 is 

estimated to be 1,63%, which implies that the interest rates will converge towards this value in the long-term.  

 

Parameters beta0 beta1 beta2 beta3 theta1 theta2 

Value 0,0163 -0,0431 -0,0258 -0,0375 0,1034 2,0556 

 

 

Figure 13.1 – Term structure of interest rates  

Source: (Own contribution; US Department of Treasury) 
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The term structure rates estimated are continuously compounded. Because the zero-coupon bond yields are going 

to be used for discounting future values, all yields are converted to discretely compounded by using the following 

formula:  

𝑖𝑡𝜏 =  𝑒𝑟𝑡𝜏  –  1 

Consequently, in estimations of the expected residual operating income in the forecast period in addition to the 

continuing value, the forward rate should be applied instead of the future spot rate (Christensen & Feltham, 2009). 

The forward rate can be computed applying the following equation:  

 

𝑓𝑡 𝜏
𝜏+1 =

(1 +  𝑖𝑡 𝜏 + 1 ) 𝜏+1

(1 + 𝑖𝑡 𝜏 )𝜏
  

 

 

Figure 13.2 – Implied risk-free rate and forward rate 

(Source: Own contribution) 
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is also referred to as the Weighted Average Cost of Capital (WACC), and can be computed by the following 

formula (Penman, 2013):  

 

𝜌𝐹  =
𝑉0

𝐸

𝑉0
𝑁𝑂𝐴 ∗ 𝜌𝐸 +

𝑉0
𝐷

𝑉0
𝑁𝑂𝐴 ∗  𝜌𝐷 

 

Where;  

𝑉0
𝐸  =  Value of equity  

𝑉0
𝐷  =  Value of debt  

𝑉0
𝑁𝑂𝐴  =  Value of operations  

𝜌𝐸  =  Cost of capital for equity  

𝜌𝐷  =  Cost of capital for debt  

 

To arrive at the cost of capital for operations, cost of capital for debt and equity must be computed. This will be 

treated separately in the coming sections. In addition, it requires a determination of the capital structure of the 

firm. At the cut-off date that is 14th of April, the equity and debt accounted for 48,1% and 51,9%, respectively. 

This is under the assumption that the balance sheet values of debt are equal to the market values and including the 

market value of equity in the equation. Effectively making Maersk Drilling the least financially levered company 

compared to the peer group, both measured on book values and market values. Market values of equity and debt 

should be used, as this reflect the true opportunity cost of investors and lenders (Petersen et al., 2017, p. 341).  

 

However, Koller et al. (2010) recommends using the target capital structure rather than the current and argues that 

using the current capital structure can lead to an under- or overestimation of the value of the tax-shields for 

companies who expect changes in their capital structures. In addition, the current capital structure may reflect a 

short-term share price decline which is yet to be rebalanced by the management. To derive Maersk Drilling’s target 

capital structure, management discussions and analysis have been revised. As mentioned in the company overview, 

Maersk Drilling’s strategy is to create long-term shareholder value by exercising disciplined capital allocation. 

The target debt ratio is an NIBD/EBITDA- ratio of 2,5, compared to an achieved ratio of 2.6 in 2019 with a capital 

structure of 1/3 debt and 2/3 equity (Maersk Drilling, 2020a). Thus, the target capital structure of 1/3 debt and 2/3 

equity have been applied in the cost of capital for operations.  
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14.2 Cost of debt 

The cost of capital for debt, or the required rate of return on NFO, incorporate the tax shield arising from including 

debt on the balance sheet. The effective cost of debt can be expressed as (Petersen et al., 2017, p. 363):  

 

𝑟𝑑 = (𝑟𝑓 + 𝑟𝑠) ∗ (1 − 𝑡) 

 

The nominal cost of debt consists of the risk free rate and a risk premium on NFO, called credit spread or risk 

premium on debt. Koller et al. (2010) recommends looking at the yield to maturity’s (YTM’s) on the company’s 

traded bonds, ideally with matching maturities as the duration of the company’s operating incomes. Maersk 

Drilling are financed through secured term loans from banks, in addition to equity. Since neither appropriate 

YTM’s on bonds nor bond ratings are available, alternative methods must be applied to estimate an adequate credit 

spread.  

 

Damodaran (2020b) presents a framework to utilize information in the financial statements to create a synthetic 

bond rating on the debt with an associated credit spread. This is done by computing the interest coverage ratio 

(ICR), operating income divided by net financial expense, and comparing the ICR to predetermined thresholds 

with a related bond rating. The link between ICR’s and bond ratings is given by looking at all the rated non-

financial firms in the US, presumably including the US-listed drillers in the peer group. Table 14.1 illustrates this 

exercise conducted on Maersk Drilling. The synthetic bond rating goes from the best possible rating in 2018, to 

the worst possible rating in 2019, with a ~14% difference in featured credit spread. Hence, the framework 

presented by Damodaran (2020b) does not seem to be a good fit to estimate the long-term credit spread to be 

included in cost of debt on a cyclical firm such as Maersk Drilling.  

 

Table 14.1 – Synthetic bond rating and credit spread  

(Source: Own contribution; Damodaran, 2020b) 

  2018 2019 

ICR 14,4 0,4 

Rating AAA D 

Credit spread 0,63 % 15,12 % 

 

The cost of debt is a weighted average of all components in net financial obligations, including financial assets 

and can be regarded as the cost of capital for all net financial obligations (Penman, 2013, p. 447). Penman (2013) 

recommends looking in the notes of the financial statements to find the reported average borrowing rate for debt. 
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In Maersk Drilling’s case, the average borrowing rate was 5,7% for 2019 (Maersk Drilling, 2020a). This level is 

in line with the 10-year sector average of net borrowing cost presented in the quantitative industry analysis. As the 

risk-free rate is a non-static element of the cost of capital, the average 1Y US Treasury Bill yield rate for 2019 is 

subtracted from the Maersk Drilling’s borrowing rate, arriving at an implied credit spread of 3,69%. The cost of 

debt consists of three variables, the varying risk-free rate, the credit spread of 3,69% and the tax rate of 22%.  

 

14.3 Cost of equity 

The widely known- and used framework developed by Black et al. (1972) called Capital Asset Pricing Model 

(CAPM) have been the basis for determining the cost of equity. As mentioned, instead of operating with a static 

risk free-rate, the risk-free rate is varying with the term-structure, resulting in a different 𝜌𝐹 each period applicable 

both in the explicit forecast period limited to 2020 and the continuing value. CAPM can be defined as: 

  

 

𝜌𝐸 − 1 =  𝑟𝐸 = 1 + 𝑟𝐹 + β𝐸 ∗ 𝑀𝑅𝑃 

Where;  

𝑟𝐹 = Risk free interest rate 

β𝐸 = Systematic risk on equity 

MRP = Market risk premium  

 

The basic idea behind CAPM is that by holding an adequate broad portfolio of shares, investors will only pay for 

the risk that cannot be diversified, hence, the only risk priced is the systematic risk, specifically β𝐸 (Petersen et 

al., 2017, p. 345). Shares with beta values between 0 and 1 tend to move in the same direction as the market, but 

to a lesser degree, given that the market portfolio has a beta value of 1. Opposite shares with negative beta values 

tend to move in the opposite direction of the market. A typical example of negative beta shares are bankruptcy law 

firms. At last, stocks with beta values higher than 1 tend to strengthen the overall movements of the market. The 

methods of estimating beta comprise of a regression of the share returns versus a broad market index which 

functions as a proxy for the market portfolio, or by applying an industry beta based on an overall industry average 

or an average of the peer group’s beta (Koller et al., 2010). Both methods have been carried out in this thesis. 

Penman (2013) and Petersen et al. (2017) are advocates of estimating the cost of equity by applying the CAPM 

framework and argues that other models does not necessarily improve the accuracy of the estimates.  
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The basic idea behind CAPM is that by holding an adequate broad portfolio of shares, investors will only pay for 

the risk that cannot be diversified, hence, the only risk priced is the systematic risk, specifically β𝐸 (Petersen et 

al., 2017, p. 345). Shares with beta values between 0 and 1 tend to move in the same direction as the market, but 

to a lesser degree, given that the market portfolio has a beta value of 1. Opposite shares with negative beta values 

tend to move in the opposite direction of the market. A typical example of negative beta shares are bankruptcy law 

firms. At last, stocks with beta values higher than 1 tend to strengthen the overall movements of the market. The 

methods of estimating beta comprise of a regression of the share returns versus a broad market index which 

functions as a proxy for the market portfolio, or by applying an industry beta based on an overall industry average 

or an average of the peer group’s beta (Koller et al., 2010). Both methods have been carried out in this thesis. 

Penman (2013) and Petersen et al. (2017) are advocates of estimating the cost of equity by applying the CAPM 

framework and argues that other models does not necessarily improve the accuracy of the estimates.  

 

 

14.3.1 Market risk premium 

The market risk premium (MRP) is the expected return from holding all risky assets over that from a risk-free 

assets, or the spread between the expected return on the market and the risk-free return (Penman, 2013, p. 107). 

MRP is one of the most heavily debated topics amongst economists, as no particular model is accepted universally. 

Amongst the different models, regression of both unspecified and specified factors are mentioned, as well as 

historical returns and price-book value ratios (Damodaran, 2012a). Still, there are seemingly endless examination 

covering MRP, resulting in comprehensive academic reports and other literature suggesting applicable risk 

premiums. Considering the extensive research made, an estimation of MRP could not be argued to prove more 

accurate than the current literature and estimations. Thus, the applicable proximation of the market risk premium 

will be established by analyzing some of the more current studies into the matter.  

 

As mentioned in the section about term structure interest rates, long-term government bonds in the United States 

and Western Europa is assumed to be default-free and works well as a proxy for the risk-free rate. Given that both 

Maersk Drilling’s financial reports, and the risk-free rate is denominated in US Dollars, it was decided to follow 

the same principles when deciding the risk premium. Consequently, an American MRP is utilized.   

 

Penman (2013) proposes a market risk premium of 5% while Viebig et al. (2008, p. 40) suggest 5,5% as a 

reasonable risk premium, given historical numbers. Compared to findings presented by Damodaran (2020c), this 

can be considered as too low in relation to the current market. Damodaran (2020c) offers a MRP at 6,01%, which 
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is the estimated risk premium for mature markets obtained by looking at the implied premium for the S&P 500. 

The numbers are supported by John Moody’s local currency sovereign rating, where additional reasoning behind 

the selected MRP is also in line with Denmark’s rating and risk premium. Other reports (Zenner, Hill, Clark & 

Mago, 2008; NBIM, 2016) and literature (Koller et al., 2010; Petersen et al., 2017) were studied, but ultimately 

Damodaran’s (2020) calculations are the most recent and deemed to be the closest possible estimate to the current 

premium.  

 

14.3.2 Equity beta based on regression 

The equity beta can be estimated as the slope of a time-series regression of equity returns versus returns on a share 

index which functions as a proxy for the market portfolio (Black et al.,1972). Additionally, excess returns will be 

applied instead of raw returns and are estimated based on risk-free rates that varies over the estimation period 

(Christensen & Feltham, 2009, p. 35). The relation can be defined as:  

 

REτ  − Rτ  =  αt
E  +  βt

E(RMτ  − Rτ )  + ετ 

 

Where Rτ is the varying risk-free rate, REτ and RMτ are the historical returns on the share and the share index, 

respectively. The data used for the estimations is gathered from Yahoo Finance, Federal Reserve Economic Data 

and ECB Statistical Data Warehouse. The shares indexes comprise of NYSE Composite index, MSCI World Index 

and OMXC25 whereas the risk-free rates comprise of LIBOR denominated in USD and EURIBOR denominated 

in EUR. The 3-month maturities where applied for the risk-free rates. NYSE was added to the analysis due to most 

of Maersk Drilling’s peers are listed on this stock exchange. The regressions where made versus the 

abovementioned indexes with weekly and monthly observations over a 1-year period, limited by Maersk Drilling’s 

trading history. Hence, six regressions in total.  

 

As described by Christensen & Feltham (2009), the validity of CAPM can be tested directly by allowing for the 

risk-free rates to vary in the estimation period. The tests are carried out at a 5% confidence level and in order for 

CAPM to be valid, alpha should be insignificant. The validity of CAPM and the beta coefficients are presented in 

table 14.2.  
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Table 14.2 – Beta regression tested for validity  

(Source: Own contribution; Appendix 22) 

  

Valid CAPM? 
1Y 

Beta 
1Y 

M W M W 

OMXC25 YES NO OMXC25 -0,62 1,68 

MSCI world NO YES MSCI world 3,19 1,32 

NYSE NO YES NYSE 2,90 1,06 

 

 

The monthly observations on MSCI World and NYSE violate the CAPM assumptions as the alpha values are 

significant and the estimations are rejected. The opposite is true for the weekly observations on the same indices, 

where CAPM is tested to be valid with beta coefficients slightly above 1. When it comes to Maersk Drilling’s 

domestic market, the regression against OMXC25 with weekly observations is invalid, contrary to the MSCI 

World and NYSE. Whereas the regression with monthly observations is accepted as alpha is insignificant, however 

yielding a negative beta coefficient. The sample size is a limitation in this regression, as the 1Y regression is from 

Maersk Drilling’s first trading day until the cut-off date which includes 54 and 12 observations with weekly and 

monthly frequency, respectively. The valid beta coefficients range between -0,62 to 1,32. A negative beta could 

lead to artificially low cost of capital. 

 

As discussed in the profitability analysis and the strategic analysis, Maersk Drilling is a cyclical company expected 

to be influences by the economic cycles, therefore the initial expectation was a beta above 1 and the weekly betas 

on MSCI and NYSE was regarded as possible equity beta, but further approximations is deemed necessary due to 

the unstable levels and limited sample size.  

 

14.3.3 Equity beta based industry averages 

Instead of applying company-specific beta, arguments can be made to rather apply the average industry beta since 

the firms exposed to the  same operational risk should face matching operating beta. (Koller et al., 2010) further 

argues that given uncorrelated errors across companies, extreme estimates of individual beta values tends to cancel 

each other out. Another important aspect is to factor in leverage. As debt increases risk, the effect of leverage 

should be removed from the equation, to make the industry beta comparable. This is generally known as unlevering 
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the beta and is done by adjusting with the average debt ratio of the industry. To get the appropriate equity beta the 

unlevered beta is re-leveraged using the following equation (Damodaran, 2015, p. 120): 

 

𝛽𝐿 =  𝛽𝑈(1 + (1 − 𝑡) (
𝐷

𝐸
)) 

 

Where; 

βL   = Levered beta for equity of the firm 

βU  = Unlevered beta of the firm 

t     = Tax rate 

D

E
    =  Debt ratio  

 

This equation assumes the debt beta to be zero, leaving the equity holders with all the risk. Although that 

assumption might not hold, it is widely accepted as the preferred approximation in practice (Koller et al., 2010; 

Damodaran, 2015). As such, the calculations are based on compiled data presented by Damodaran (2020a), 

including the United States sector betas for the E&P industry. The alternative would be to calculating the average 

of regressed betas for the peer group, effectively reducing the model size considerably. However, this is 

undesirable and was not pursued further. After closer examination the compiled data was found to incorporate all 

the selected peers and an additional 265 companies. Before finding the leveraged beta for Maersk Drilling, 

Damodaran (2015, p. 122) recommends adjusting the unleveraged beta for cash, as their betas are assumed to be 

close to zero, utilizing the following; 

 

𝑈𝑛𝑙𝑒𝑣𝑒𝑟𝑒𝑑 𝑏𝑒𝑡𝑎 𝑐𝑜𝑟𝑟𝑒𝑐𝑡𝑒𝑑 𝑓𝑜𝑟 𝑐𝑎𝑠ℎ =
𝑈𝑛𝑙𝑒𝑣𝑒𝑟𝑒𝑑 𝑏𝑒𝑡𝑎

(1 −
𝐶𝑎𝑠ℎ

𝐹𝑖𝑟𝑚 𝑣𝑎𝑙𝑢𝑒
)
 

 

 

Continuing within the same framework, the average cash/firm value ratio for the overall industry amounted to 

3,51%, resulting in an unlevered beta corrected for cash 1,08 for the sample group. Further, levering the beta with 

Maersk Drilling’s target capital structure, which is a D/E-ratio of 50%. As Denmark’s corporate tax rate is 22% in 

the foreseeable future, the levered beta for equity (βL) for Maersk Drilling is calculated to be 1,5. 

 



 103 

Both Koller et al. (2010) and Damodaran (2015) are supporters of applying the estimated industry betas rather 

than the company-specific projections. Due to the limited sample size and the unstable levels in the beta 

estimations based on regression, it was decided to pursue the valuation by applying the industry beta in the CAPM.  

 

Furthermore, Blume (1971, 1975) presents research claiming that all betas, in time, will tend to move towards the 

grand mean of all betas; one. Portfolios with extreme estimations of beta coefficients was shown to a have a stable 

tendency of being less extreme in the following period (Blume, 1971). In line with the applied normalization of 

cyclical companies, Damodaran (2012a) argues that beta will normalize over time as well and converge to one. 

Consequently, since continuing value is based on a normal year and selective normalization is undesirable, it was 

decided to apply a beta of 1 in the cost of capital used in the continuing value.  

 

 

14.4 Cost of capital term structure 

Cost of Capital equity comprise of a constant market risk premium adjusted for the systematic risk on top of the 

varying risk-free rate. The Cost of Capital for debt comprise a constant credit spread on top of the varying risk-

free rate. Figure 14.1 illustrates the abovementioned, where the cost of capital based on implied continuously 

compounded forward rate and zero-coupon rate, converge towards a long-term cost of capital of 8,6%. As 

mentioned in the section concerning the ReOI-model, the forward rate plus the risk premiums have been applied 

to estimate residual earnings and the zero-coupon rate plus the risk premiums are utilized to discount future values.  

 

Figure 14.1 – Implied forward rate and implied zero coupon yields 

(Source: Own contribution; Appendix 20-22) 
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15. Valuation  

15.1 Clean surplus relation  

According to Christensen & Feltham (2009), the clean surplus relation has to be fulfilled when performing a 

valuation applying present value approaches, such as the ReOI-model. The clean surplus relation in the ReOI-

model requires that net dividends are always equal to comprehensive income minus the change in book value of 

equity (Nissim & Penman, 2001, p. 112). In addition, since past financial statements are used in the forecast of 

future financial statements, the relation should also be fulfilled in historical financial statements, for consistency. 

The relation can be defined as: 

 

𝐶𝑆𝐸𝑡 = 𝐶𝑆𝐸𝑡−1 + 𝐶𝐼𝑡 − 𝑑𝑡 

 

Furthermore, if equity transactions are expected to occur in the future, for instance stock-options granted to 

employees, adjustments would have been necessary in order to avoid hidden dirty surplus items (Christensen & 

Feltham, 2009). Following the separate listing in 2019, Maersk Drilling initiated a share-based remuneration for 

the executive management, key employees, and other appropriate levels of management (Maersk Drilling, 2020a, 

p. 76). These restricted share units granted under a long-term incentive program are bought from the market and 

subsequently, not including any stock options. Since the shares are bought from the market (Maersk Drilling, 

2020a, p. 23), these transactions are booked through the income statement and are not a source of hidden dirty 

surplus (Penman, 2013). 

 

The clean surplus relation holds in the forecasted year 2020 and the historical period, subject to adjustment in 

2019. The adjustment made in 2019 concerns a one-time transition grant in relation to the IPO.  

 

 

15.2 Valuation of Maersk Drilling  
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Figure 15.1 - ReOI valuation 

(Source: Own contribution; appendix 6-26) 

 

 

 

Table 15.1 – Continuing Value  

(Source: Own contribution; appendix 20-22) 

 

 

Numbers in USDm 2016 2017 2018 2019 2020E

Time period (t) -3 -2 -1 0 1

Sales 2297 1439 1429 1222 994

Operating income -675 -1500 959 -30 -27

NOA 6190 4475 4959 4798 4559

RNOA -0,6 %

Cost of capital for operations 7,2 %

Residual operating Income -373

PV of ReOI -348

Valuation estimates

NOA_t0 4798  

PV - Explicit forecast (2020) -348

PV - continuing value (2021) 487

Value of operations (V_NOA) 4937

NFO_t0 -1118

Intrinsic value of CSE 3819

# of shares outstanding at AR date 42

Value per share (USD) 92,0

Value per share adjusted (104) days 94,4

Value per share adjusted (DKK) 628,7

Current stock price (14.04.20) 166,4

Market pricing error (downside) 278 %

Continuing value (USDm)

Growth rate 1,65 %

Sales 1 786          

Core PM (10-year peer average) 18 %

WACC (long-term) 6,49 %

RNOA 7,05 %

CV in year 2020 527,31        

PV of CV 487,2          



 106 

As the model illustrates, the pro-forma financial statement established in the forecast period generates the present 

value of the residual earnings in 2020. Furthermore, the continuing value is calculated with normalized input 

variables to cover the years after 2020, discounted back to present value. The sum of these two along with the 

book value of Net Operating Assets at t=0 constitute the total value of Maersk Drilling’s operations. To arrive at 

an intrinsic value of common shareholder equity, the Net Financial Obligations are deducted from Net Operating 

assets. The result is an intrinsic value of CSE at 3920 USDm. At the cut-off date ~42 million shares were 

outstanding, which converted to price per share equals a value per share of 92,0 USD. 

 

The present value calculations were based on the latest available financial statements of Maersk Drilling, being 

the fiscal year ending 31.12.19. The present value calculation would then be equivalent to the share price at the 

same date, but value is created throughout the year. To address this inconsistency, a correction recommended by 

Lundholm & Sloan (2004) is required. The time period between the cut-off date 14.04.20 and the fiscal year ending 

31.12.19 is 104 days, or 28,5% of the year 2020. Therefore, the value is multiplied by (1+𝑟𝑒*28,5%) which brings 

the present value to the cut-off date. The estimated value of common shareholders equity yields a theoretical share 

price of 628,7 DKK (94,4 USD). The currency is stated in DKK as Maersk Drilling is listed on Copenhagen Stock 

Exchange.  

 

16. Relative valuation  

Petersen et al. (2017) argues that a relative valuation using multiples can be used to complement the fundamental 

valuation as a stress test to compare with the valuation. Penman (2013) compliments this by stating that the 

fundamental valuation approach is deemed to be influenced by the assumptions and estimations made by the 

analyst. Multiples, on the contrary, are based on relative pricing, which can offer information about similar 

companies based on current market prices. In effect, multiples are not able to incorporate fundamental values that 

are found separately from the market (Penman, 2013). As such, there are several limitations to a relative valuation. 

First, there is a lot of confidence connected to finding firms that are, in fact, comparable. Moreover, firms should 

be similar in size, operate within the same markets, be exposed to the same risk and have analogous prospects, but 

this is often not a possibility (Penman, 2013).  

 

Although the peer group is mainly made up of companies applying US GAAP, the reformulated financial 

statements are believed to cancel out the main differences. In addition, as the companies operates within different 

tax regimes, multiples assuming equal tax rates are not considered. Moreover, this was done to avoid the effect of 
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highly unstable impairment gain and losses. The profitability analysis showed that the operational differences 

between the main factors behind the multiples varies in the industry. Hence, it is expected that the relative valuation 

will have a large spread.  

 

According to Damodaran (2012b), there are two approaches to construct a relative valuation for cyclical 

companies; normalized earnings multiples or adaptive fundamentals. In line with prior application, it was chosen 

to focus on normalized numbers. Thus, the numbers should reflect what the company’s income statement numbers 

are in a normal year. Consequently, the companies in the selected peer group and their reformulated income 

statements in Appendix 6-13 were used and the normalized earnings numbers were averaged over the selected 

period. Furthermore, the numbers of Rowan and Ensco were summed up and used in the historical period as they 

merged in 2019 and formed Valaris. Petersen et al. (2017) recommends using the harmonic mean when calculating 

the industry average, as a way to adjust for extreme observations. As the chosen sample size consist of four 

companies, this is especially useful.  

 

To conduct the relative valuation, Appendix 6-13 with the reformulated financial statement were utilized, as well 

as the stock prices at the cut-off date from the companies’ respective stock exchange. P/B and P/Sales were chosen 

as the equity-based multiples while EV/Core Operating Income (Core OI) and EV/Sales are used as enterprise-

value-based multiples. Furthermore, the P/E ratio was not applicable as Maersk Drilling had negative earnings in 

2019. P/B shows the relationship between the market value and book value of equity and P/S the relation of market 

value to sales. The market value of equity (MVE) was found by adding the stock price at the cut-off date 14.04.20 

with the number of outstanding shares. Moreover, the enterprise value is found by adding MVE to the book value 

of debt. Sales, book value of debt and core operating income before tax were derived from the reformulated 

financial statements.  

 

What is evident from the relative valuation is that Maersk is overvalued compared to its selected peers. The relative 

valuation bypasses some of the limitations in the ReOI-model. Where all present value approaches have the 

limitation of the going concern-assumption and does not account for financial distress, the market arguably 

incorporates the risk of the companies not being able to handle their financial liabilities. While there are many 

reasons for market conditions, every multiple selected is based either on market prices or market values. Thus, the 

results are not surprising as the present value approach are anchored in book values, whereas all of the companies 

are currently being traded far below their respective book values. Given the findings in the relative valuation and 

the quantitative analysis, the scenario analysis will cover the outcome of  an immediate liquidation of the company 

and find the value of each share.  
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Figure 16.1 – Relative valuation 

(Source: Own contribution; Appendix 27; Yahoo Finance) 

 

 

 

17. Sensitivity analysis  

The fundamental valuation performed in this thesis targets to acquire as accurate information as realizable 

regarding the business environment in the offshore rig industry, consciously avoiding predicting the future based 

on underlying macroeconomic forecasts by replacing current measures with normalized measures in the continuing 

value. A limitation of the analysis is that numerous of assumptions are engaged in developing the forecast, which 

could be a subject to error. An important issue with valuations carried forward by applying present value models 

is that minor changes in the underlying assumptions can have major influence on the final value (Koller et al., 

2010). In addition, the present value models have built-in assumptions which are subject to criticism. This analysis 

aims to examine the consequences of how changes in underlying assumptions will affect the share price (Penman, 

2013). The sensitivity analysis is based on the pro-forma financial statements and attention is directed on how 

sensitive the valuation is to changes in key drivers in the explicit forecast and the continuing period. Additionally, 

the current estimated value of the rigs are also tested for sensitivity in estimates.  
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17.1 Sensitivity in the explicit forecast  

In the explicit forecast period, only comprising of the next consecutive year, the share price would be sensitive to 

changes in the contract coverage and operating expenditures which ultimately will influence the obtained profit 

margin. The forecasted revenue is conservative, not including any new contracts awards, no extension options are 

assumed exercised and no contracts are expected to be terminated. The extension options concern a drillship and 

one semi-submersible rig operating internationally, whereas the possible contract terminations concern a semi-

submersible operating internationally and a jack-up rig operating in the North Sea. The common denominator for 

the termination candidates is that both rigs have been awarded contracts which have not yet commenced. The table 

below illustrates the sensitivities related to changes in fleet utilization and changes in operating costs. The observed 

changes in share price is minor, as the two incremental extensions and terminations have little effect on the total 

revenue in 2020.  

 

Table 17.1 – Sensitivity in the explicit forecast contract coverage/operating cost 

(Source: Own contribution) 

 

 

 

 

Financial uptime is measuring the level of operational performance, where the historical average since 2016 is 

98,83%, meaning that the rigs are operating 23,7 of 24 hours in a day and bill accordingly. This influence sales, 

which again influences profit margins. From a share price point of view, neither the profit margin nor the financial 

uptime in a single year as observed in the table below. The sensitivities tested in the explicit period have a minor 

effect on the share price, as most of the intrinsic value of CSE is tied to the current CSE and the continuing value.  

 

 

 

 

Sales

##### 40 % 50 % 58 % 60 % 70 %

Maersk Voyager 102 % 652,3 640,1 630,3 628,0 615,8

Maersk Developer 103 % 652,7 640,5 630,6 628,3 616,0

No change 100 % 650,2 638,3 628,6 626,4 614,4

(Maersk Intergrator) 97 % 647,1 635,6 626,3 624,1 612,6

(Maersk Discoverer) 95 % 645,4 634,1 625,0 622,8 611,5

Options  (terminations)

OPEX
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Table 17.2 – Sensitivity in the explicit forecast financial uptime/Core PM 

(Source: Own contribution) 

 

 

 

 

17.2 Sensitivity in the continuing period and cost of capital 

The continuing value is a vital part of this thesis, as all the input variables are normalized to represent a mid-cycle 

year in the rig industry. Hence, the long-term assumptions in the Gordon Growth Model are tested for sensitivity. 

More specifically the growth in residual operating income and the implied long-term cost of capital. The cost of 

capital is disposed to various reservations and minor adjustments could have significant impact on the theoretical 

share price (Penman, 2013).  

 

Penman (2013) argues that even with acceptance of CAPM’s assumptions, there are significant measurement 

problems when applying the model. More specifically, regarding the estimation of beta and market risk premium 

(MRP). As addressed and illustrated in the regression of beta section, the accuracy of beta estimation varies to a 

great extent, and was ultimately replaced by applying industry beta which also is disposed to a significant amount 

of uncertainty. Another interesting observation regarding the beta, is that if a share drops more than the market, as 

in Maersk Drilling’s case, the beta is high which implies a high risk. On the contrary, if a share has surged due to 

market mispricing relative to other shares it is not necessarily higher risk, rather higher chance of future abnormal 

returns (Penman, 2013, p.650). 

 

There is also tied a great deal of uncertainty to the MRP, as it varies over time with the economic cycles and are 

prone to survivorship bias (Petersen et al., 2017, p. 362). The left table illustrates the share price’s sensitivity to 

the underlying assumptions in the CAPM. For instance, a 2% increase in cost of capital decreases the share price 

by over 30%, whereas the share price is less sensitive to minor changes in growth in residual operating income. 

The changes in MRP also affect the share price of Maersk Drilling to a great extent, as an increase MRP by 1% 
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results in a share price of 535,9 DKK. The implications of combining the changes are major, which is illustrated 

by the range in the tables; [381.1, 1117,3] and [271.4, 977.6].  

 

Table 17.3 – Sensitivity of input variables in CV 

(Source: Own contribution)  

 

 

The bold numbers in the tables represent where the present values of all future residual operating income are 

negative, including the continuing value, thus violating the going concern assumption in the Residual Operating 

Income model. If Maersk Drilling is expected to lose money in perpetuity the company would eventually be 

liquidated. Under IFRS, the assets and liabilities are valued under the assumption of going concern, i.e. no 

bankruptcy or forced liquidation (Petersen et al., 2017, p. 604). The valuation anchored in the current book values 

and are carried forward under the same assumption, thus not accounting for the possibility of financial distress and 

subsequently a liquidation. As for the book values measured in the balance sheet under the going concern 

assumption, the share price’s sensitivity for impairment loss will be tested in the next section.  

 

17.3 Sensitivity of impairment loss 

As the recent financial statements illustrate (Appendix 6-13) Maersk Drilling have recognized an impairment loss 

of USDm 1510 in 2016, USDm 1769 in 2017 and USDm 34 in 2019, in addition an impairment reversal of USDm 

810 in 2018. As Penman (2013) argues, this is not eligible to forecast unless there are any specific special charge 

or restructuring cost expected. Even though impairments and reversals have happened frequently in the past, the 

amount and timing of future impairments is uncertain. Therefore, the share price is tested for sensitivity in relation 

to a possible impairment loss on Property, Plant and Equipment (PPE), recognized in the balance sheet in the fiscal 

year 2019.   

 

 

 

 

  

628,6 1 % 1,50 % 1,65 % 2 % 2,50 % 628,6 5 % 5,5 % 6,0 % 6,5 % 7,0 %
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Table 17.4 – Sensitivity of impairment loss / Cost of Capital  

(Source: Own contribution) 

 

 

 

The impairment losses simulated range from 454 to 2268 in million dollars, which is in line with the historical 

impairment losses recognized, in dollar amounts. As illustrated in table 17.4, the impact on the share price is 

substantial. That is, combined with increasing cost of capital, impairment losses impact the share price 

substantially. Since 98% of the carrying amount of PPE is pledged as security for the term loans, the cost of capital 

is likely to increase if an impairment loss was recognized. As discussed in the accounting quality section, the 

carrying amount of PPE is subject to estimations and assumptions by the management. 

 

 

18. Scenario analysis - liquidation 

The findings presented in the quantitative industry analysis made it evident that the companies in the rig industry, 

including Maersk Drilling, are disposed to the risk of financial distress measured by two separate multiple 

discriminant analysis. As the event of bankruptcy has a binary outcome, it has been decided to address the issue 

as a scenario, rather than adjusting the ReOI-model with an estimated probability of default. The latter bears the 

possibility of adding noise to the estimates and deteriorate the valuation as the ReOI-model is conducted under the 

going concern assumption and it would be counter-intuitive to weigh the future residual incomes with an inaccurate 

probability of default.  

 

The alternative to going concern is to liquidate assets, settle outstanding debt and any net proceeds will be 

distributed to the shareholders. To estimate the ultimate recovery on the liquidation, the framework presented by 

Petersen et al. (2017, pp. 604–605) have been applied. This framework includes the bases for common assets and 

liabilities according to IFRS versus liquidation value.  
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Operating Items:  

 

Intangible assets consist of customer contracts and IT software. The assets are related to other firm activities and 

in the event of a bankruptcy, are expected to have low or no stand-alone selling price. The recoverable amount is 

set to zero.  

 

Property, Plant and Equipment is composed of drillships, semisubmersible rigs and jackup rigs. As discussed in 

the industry overview, there exists a secondhand market for drilling units. The value of these assets will vary in 

hand with the upcycles and downcycles, as the earning prospects change drastically through the cycle. This is 

evident by the magnitude of impairment losses and reversals recognized during the last four years. Maersk Drilling 

currently own and operate 21 rigs, but as mentioned in Porter’s Five Forces, the rigs are heterogenous with different 

design types, specifications and capabilities. Thus, the achieved selling price of the rigs in the secondhand market 

will vary depending on the different rigs. In order to assess the recoverable amount of the rigs in a liquidation, 

estimates of average asset values for delivered rigs divided by rig type (drillship, semisub and jackup) and design 

class (i.e GustoMSC CJ70, F&G JU-2000E) have been obtained from Bassoe Analytics (2020), dated to April 

2020 to match the cut-off date set in this thesis. These value estimates are stated in intervals, both the 

conservative and the aggressive end of the intervals is applied in the scenario of an imminent liquidation.  

 

Right-of-use assets are leasing paid in relation to office buildings. In case of a liquidation no monetary 

compensation is expected.  

 

Deferred tax assets arise from tax loss carry forwards or when the carrying amount of assets is lower than the tax 

base. A requirement for capitalizing deferred tax assets is that the tax benefits likely can be realized in future 

periods (Petersen et al., 2017). In a default it is not deemed likely that Maersk Drilling will be able to realize the 

tax benefits. 

 

Trade receivables and other receivables: Under normal circumstances book value is considered an appropriate 

indicator of recoverable value. However, in default, as opposed to the going concern assumption, customers have 

been found to be less reliable to pay in full (Petersen et al., 2017). As such, 75% of the value has been deemed 

recoverable.  

 

Prepayments consists of mobilization costs (Maersk Drilling, 2020a). The recoverable amount is set to zero.  
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Assets held for sale: According to Bassoe Analytics (2020) this amount was recovered in full when Maersk Drilling 

sold a rig to Shelf Drilling on the 7th of January 2020. 

 

Deferred tax liabilities arise when the carrying amount of assets (liabilities) is higher (lower) than the tax base. If 

the liquidation value of depreciable assets becomes lower than the carrying amount (book value) this will result in 

a lower deferred tax liability. It is difficult to estimate how much lower the deferred tax liability will be without 

more information and as such they are assumed to be paid in full.   

 

Deferred income: Payments received from customers. Considered delayed revenue recognized over a given period, 

and as such, no additional costs are expected to be incurred.  

 

Remaining operating liabilities: All items are expected to be settled at par.  

 

Financial items: 

Financial non-current assets and cash and bank balances: The non-current assets are to be used for impairment 

losses and are expected to be recoverable with cash and bank balances.  

 

Borrowings or term loans are secured in 98% of the carrying value of PPE and are assumed to be paid in full. 

 

Lease liability: When a firm is liquidated, obligations incurred with leases have to be paid regardless of the 

remaining value (Petersen et al., 2017). 

 

Derivates and interest payable consists of cash flow hedges and interest and are expected to be paid. 
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Figure 18.1 – Liquidation values  

(Source: Own contribution; Bassoe Analytics; Appendix 28-29) 

  

 

 

The estimated proceeds from liquidation is 2290 USDm with a conservative estimate of PPE and 3318 USDm 

with an aggressive estimate of PPE. This translates into a share price of 367,3 and 532,1, respectively. Since the 

majority of the balance sheet is made up by the rigs in the PPE-category, the liquidation value is sensitive to the 

estimated selling price of the rigs in a liquidation process. Hence, the valuation weighs heavily on the estimates 

provided by Bassoe Analytics and both sides of the intervals are included. However, an notable finding is that both 

the conservative estimate and the aggressive estimate of the rig value yields net proceeds per share far above the 

current market price at 166,4 DKK.  

 

19. Discussion 

A good valuation is made up of stories and numbers and, as such, act as a bridge between the two (Damodaran, 

2017, p. 5). People are often either a story teller or a numbers person, consequently letting the valuation suffer the 

consequences. Where stories alone have the ability to bring the reader to places way beyond their imagination, the 

numbers can work from the opposing side, bringing the reader back to reality. Numbers alone, without the 

accompanying story, can let the analyst to believe that there is no other narrative (Damodaran, 2017). Thus, the 
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valuation is the perfect opportunity to bring the two together. The story could be able to offer input when the 

numbers are inadequate, and in reverse the numbers can be utilized to make sure the story is told within 

reasonability. Hence, the fundamental valuation approach applied in this thesis has taken advantage of both, 

presenting a narrative with a foundation in numbers.       

 

The qualitative assessments disclosed in the sections of company history, the market mechanisms in the offshore 

drilling industry, the themes discussed in the Supply & Demand-model and Porter’s five forces, has provided a 

story. The narrative begins with an initial niche player in the North Sea gradually diversifying internationally, 

controlling a solid fleet carrying out first-class operations. On the other side of the bridge, the quantitative 

assessment in this paper, disclosed in the sections of profitability analysis, the quantitative industry analysis, term 

structure and cost of capital have provided the numbers. The combined discoveries of the story and the numbers 

supported the creation of the forecast, which ultimately provided a theoretical value of Maersk Drilling’s share at 

14.04.2020.  

 

A problem that presented itself early on was whether it was possible to obtain a fair value of a company in a 

suffering industry without violating the going concern assumption which is a prerequisite for conducting a 

fundamental valuation and not turn the valuation to a sunset story. However, during the research and analysis 

leading up to the forecasting it was evident that while the industry was suffering at the moment, this was not 

unusual for the drilling rig industry. Rather, the industry revealed itself as being highly volatile and the idea of 

pursuing cyclicality started to form. Another aspect that revealed itself to be more useful than assumed in the start 

was the notion of scientific theory. A valuation is traditionally conducted in a standard matter and is believed to 

be easy if one is able to follow the frameworks to the dot. As opposed to follow consensus and social order, this 

thesis challenges the status quo of the market and presents a value relatively far from consensus. Without the 

framework, that might not have been the case. Although not explicitly mentioned, but always present, the 

regulative dimension presented by Burrell & Morgan (1985, p. 18) provides the analyst with the mindset needed 

to make critical decisions without letting subjectivity and previous opinions influence the thought process. 

However, in a valuation there will ultimately be decisions that will be influenced by opinions, but rather than 

follow consensus, approaches were considered and informed choices were made.  

 

The analysis in the thesis has exposed that the rig companies move in herds, and Maersk Drilling is not the 

exception that proves the rule. As presented in the Supply/Demand-analysis, Porter’s five forces and the company 

overview; Maersk Drilling are in many ways a very different drilling company with a conservative and long-term 

approach to riding and surviving the cycles, although not exempt from the macro-economic shifts in the shape of 
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oil price instabilities, capacity imbalances and economic growth. The incomplete historical information on Maersk 

Drilling independent from the Maersk-group makes it hard to draw any conclusions based on the last cycle, other 

than to point out that the company is the least financially levered company compared to the peer group. After all, 

Maersk Drilling, although not on a stand-alone basis, have been drilling since the early 1960s. In other words, if 

the findings in the quantitative industry analysis is any indication of the next cycle, Maersk Drilling is well 

positioned to take advantage and deploy the fleet for work as the cycle develops. Thus, the framework for cyclical 

companies presented by Damodaran (2012b) was applied to complement Penman’s (2013) five steps to a 

fundamental valuation. 

 

The book value of the rigs is a debatable subject, as these numbers rely on projections made by the management 

with underlying assumptions regarding future cash flows and discount rate, which is at best uncertain. The findings 

in the sensitivity analysis made it clear that the combination of impairment losses and associated changes in the 

cost of capital have a big impact on the share price. Hence, the tools and the frameworks applied in this thesis 

might ultimately be disposed to limitations and bias. To further emphasize the uncertainty, the liquidation value 

estimated diverged from the book values stated at year-end. Since the fundamental value of Maersk Drilling 

heavily depends on the rig values, its history of impairment losses and reversals probably makes this one of the 

most considerable uncertainties. Besides, the valuation represents one possible scenario, where the year of 2020 

is challenging followed by mid-cycle years in perpetuity, effectively assuming normalization in cycles as of 2021 

and forward. If the cyclical recovery is further down the road, the bankruptcy models predicts another outcome 

which are quantified in the liquidation model.  

 

Although Maersk Drilling is singled out as the relative survivor if the challenging market continues, the 

quantitative industry analysis presented yet an ultimatum when the majority of the industry was found to be 

probable candidates of default, especially in the last two years. However, as this was the case for a lot of the 

companies in the last ten years and none of the selected peers had filed for bankruptcy in the historical period, it 

was deemed more likely that the going concern assumption would hold and as such find a value that assumed 

recovery. However, it was decided to stress test the probability of default and as such, a liquidation scenario was 

carried out in the scenario analysis to present an alternative to the fundamental value found in the main part of the 

thesis. Unlike the relative valuation, the liquidation value was found to be higher than the stock price at the cut-

off date. While unimportant to the findings from the fundamental value, it serves as an indicator that there could 

be a potential upside in the drilling rig industry after all. Another argument that speaks to Maersk Drilling’s benefit, 

is a majority owner who is a strong sponsor for the company if default becomes inevitable.  
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20. Conclusion 

The problem statement formulated to conduct this thesis was to procure an intrinsic value of Maersk Drilling’s 

stock price and evaluate whether it is currently over- or underpriced in the market. To conclude, as derived from 

the fundamental valuation performed, the theoretical value of Maersk Drilling stock as of the cut-off date 

14.04.2020 is 628,7 DKK per share. Copenhagen Stock Exchange listed a price at the cut-off date of 166,4 DKK, 

implying that the stock is currently undervalued in the market with an upside of 278%. 

 

In order to answer the research question, Penman’s (2013) five steps of a fundamental valuation were utilized to 

form and give answer to the sub-questions as the thesis progressed. These steps included knowledge of the 

business, analyzing strategic and financial information, constructing an explicit forecast period, a continuing value 

and finally applying the ReOI-model to perform a valuation. The framework was judged critically with the 

additional sensitivity- and scenario-analysis to assess the assumptions made in the forming of the model. While 

the relative valuation disagrees with the intrinsic value, the liquidation value indicates that Maersk Drilling’s assets 

minus outstanding debt are enough to cover more than the stock price at the cut-off date 14.04.2020.    

 

While the intrinsic value found by applying the ReOI-model are subject to assumptions, it directly disagrees with 

the consensus of the market. To imply that the valuation has incorporated input that the market are not aware of is 

controversial to say the least. However, every evaluated aspect of the thesis have pointed towards cyclicality being 

a part of the everyday business. With a low degree of financial leverage and a strong backlog Maersk Drilling will 

ride out the current cycle and be able to reap the benefits and take advantage of the coming cycles in the drilling 

rig industry.  
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Strategic Analysis  

 

Appendix 1:  Saudi Arabia Oil production versus oil price  

 

Source: Own contribution; EIA (2020b) 

Appendix 2: Crude oil prices and key geopolitical economic events  

 

Source: EIA (2020a) 
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Appendix 3: Onshore versus offshore oil production 

 

 
Source: (Sönnichsen, 2020) 

 

Appendix 4: Yearly growth in US Shale Oil  

 

Source: (Own contribution; U.S. Energy Information Administration, 2020) 



Appendix 5: World Energy Consumption 

 

Source: (BP, 2019)  

 

 

 

 

 

 

 

 

 

 

 



Reformulated Financial Statements  

Appendix 6: Maersk Drilling – Balance Sheet and Income Statement 

 

Maersk Drilling

Reformulated Balance Sheet (USDm) 2015 2016 2017 2018 2019

Operating Assets

Intangible assets 36 109 85 56 31

Property, plant and equipment 7 840 5 978 4 274 4 849 4 731

Right-of-use assets 77 68 43 47 31

Deferred tax 22 16 20 2 3

Trade receivables 434 288 297 339 264

Other receivables 88 96 60 37 63

Prepayments 126 101 79 58 41

Assets held for sale - - - - 38

Total Operating Assets 8 623 6 656 4 858 5 388 5 202

Operating Liabilities

Provisions (non-current) 7 1 2 2 2

Deferred tax 182 108 68 60 47

Provisions (current) 14 20 8 26 13

Trade payables 219 148 163 196 180

Tax payables 97 70 41 40 69

Other payables 71 62 53 66 61

Deferred income 147 57 48 39 32

Total Operating Liabilities 737 466 383 429 404

Net Operating Assets (NOA) 7 886 6 190 4 475 4 959 4 798

Financial Assets

Financial non-current assets, etc. 43 31 2 3 5

Cash and bank balances 44 460 49 372 310

Loans receivable 3 395 4 134 3 390 2 -

Total Financial Assets 3 482 4 625 3 441 377 315

Financial Obligations

Borrowings, non-current 2 682 1 939 1 375 1 248

Derivatives - 2 - 1 23

Borrowings, current 370 14 1 632 95 130

Interest payable - 31 28 4 1

Lease liability 68 43 47 31

Total Financial Obligations 3 052 2 054 1 703 1 522 1 433

Net Financial Obligations (NFO) -430 -2 571 -1 738 1 145 1 118

Share capital 87 63 63 63 63

Reserves and retained earnings 8 229 8 198 6 150 3 751 3 617

Dividend proposed for the year - 500 - - -

Total Equity 8 316 8 761 6 213 3 814 3 680

Net Operating Assets (NOA) 7 886 6 190 4 475 4 959 4 798



 

 

Maersk Drilling

Reformulated Income Statement (USDm) 2016 2017 2018 2019

Operating revenue 2 297 1 439 1 429 1 222

Operating costs less lease payment -812 -681 -725 -708

Sales, G&A costs -90 -66 -84 -97

Gross margin (EBIDTA-margin) 1 395 692 620 417

Depreciation and amortization -589 -468 -403 -380

Depreciation on right-of-use asset -10 -6 -7 -7

Core operating income from sales (before tax) 796 217 211 30

Add Tax as reported 1 49 -48 -29

Add tax benefit from net financial expenses 20 5 3 15

Less tax allocated to other operating income - - 0 1-              

Less tax allocated to unusual items 329 389 -175 11

Tax on operating activities -307 -335 130 -24

Core operating income from sales (after tax) 489 -118 340 6

Gain/loss on sale of non-current assets - - - 8

Share of results in joint ventures - - -1 -2

Less tax on core other operating income 0 0 0              -1

Actuarial gains/losses on defined benefit plans, etc. 2 -4 - -2

Core operating income 491 -122 340 9

Unusual items 

Compensation from shipyard due to late delivery of rig, warranties etc. 17 5 10 2

Seperation and demerger/listing costs - -3 -6 -13

Transformation and restructuring costs - - -20 -5

Other costs -1 - - -

Impairment losses/reversals -1 510 -1 769 810 -34

Less tax allocated to unusual items 329 389 -175 11

Operating income (after tax) -675 -1 500 959 -30

Financial income 43 61 59 26

Financial expenses -132 -80 -71 -93

Interest on lease obligation -4 -2 -3 -1

Net financial expenses (before tax) -93 -21 -15 -68

Tax benefit from net financial expenses -20 -5 -3 -15

Net taxable financial expenses (after tax) -113 -26 -18 -83

Value adjustment of hedges of the year -1 4 -3 -21

Comprehensive income to common -789 -1 522 938 -134

Tax rate 22 % 22 % 22 % 22 %



Appendix 7: Odfjell Drilling - Balance Sheet and Income Statement 

 

Odfjell Drilling 

Reformulated Balance sheet (USD thousands) 2011 2012 2013 2014

Operating Assets

Goodwill 27022 29091 26618 21785

Intangible assets 

Deferred tax asset  5303 835

Software 6109 15211

Property, plant and equipment  1794795 1871897 1773615 2312214

Investments in joint ventures  313253 331144 338480 306763

Subordinated loan to joint venture 52069 79273

Other non-current assets  17144 38387 12065 506

Spare parts 3669 2960 3666 3428

Contract assets

Trade receivables  250429 242055 247793 213158

Other current receivables  24947 35289 44420 27543

Right-of-Use asset 11300 11775 10846 15220

Total Operating Assets 2447862 2615502 2542885 2915828

Operating Liabilities

Post-employment benefits  86990 62148 67447 76626

Deferred income tax liability 17911 2401

Non-current contract liabilities

Other non-current liabilities  7334 4606 450 1951

Contract liabilities

Trade payables 34361 36033 33492 29335

Current income tax  7040 26021 42036 18679

Social security and other taxes 29100 32746 31851 25929

Other current liabilities  108858 110324 123896 107850

Total Operating Liablities 273683 271878 317083 262771

Net Operating Assets (NOA) 2174179 2343624 2225802 2653057

Financial Assets

Available-for-sale financial assets 914 22 3 3

Derivative financial instruments  3221 688

Cash and cash equivalents  303137 200636 200902 191201

Total Financial Assets 304051 200658 204126 191892

Financial Obligations

Non-current interest-bearing borrowings 1289995 1140544 1092170 1470723

Derivative financial instruments  26300 26390 16383 9367

Lease liability 11300 11775 10846 15220

Current interest-bearing borrowings  117802 211270 180178 233764

Total Financial Obligations 1445397 1389979 1299577 1729074

Net Financial Obligations (NFO) 1141346 1189321 1095451 1537182

Common Equity (CSE) 1010104 1125524 1130350 1115874

Non-controlling interest 22727 28779

Total Equity 1032831 1154303 1130350 1115874

Net Operating Assets (NOA) 2174179 2343624 2225802 2653057



 

Odfjell Drilling 

Reformulated Balance sheet (USD thousands) 2015 2016 2017 2018 2019

Operating Assets

Goodwill 18383

Intangible assets 33009 32855 29811 29678

Deferred tax asset  8397 2498 3566 1271 777

Software 15417

Property, plant and equipment  2288284 1912754 1782393 1928132 2280867

Investments in joint ventures  14419 8217

Subordinated loan to joint venture

Other non-current assets  360 287 233 170

Spare parts 2818 1782 1680 1574

Contract assets 9392

Trade receivables  178481 111090 137438 103056 174158

Other current receivables  45195 12097 13775 36971 20104

Right-of-Use asset 13972 12305 10673 9194

Total Operating Assets 2585726 2094039 1982613 2110179 2514976

Operating Liabilities

Post-employment benefits  42636 17554 18084 9934 7725

Deferred income tax liability

Non-current contract liabilities 369 1559

Other non-current liabilities  1660 1522 5331 9663

Contract liabilities 27584 39265

Trade payables 25150 17233 35214 42047 46168

Current income tax  9567 12357 298 178

Social security and other taxes 16697 13337 16163 18047

Other current liabilities  130433 67163 62505 59715 82517

Total Operating Liablities 226143 129166 137595 157874 186897

Net Operating Assets (NOA) 2359583 1964873 1845018 1952305 2328079

Financial Assets

Available-for-sale financial assets

Derivative financial instruments  386 235 318 599 1726

Cash and cash equivalents  201626 181623 165970 174761 169694

Total Financial Assets 202012 181858 166288 175360 171420

Financial Obligations

Non-current interest-bearing borrowings 878664 1208180 1076103 311819 1173882

Derivative financial instruments  2156 101

Lease liability 13972 12305 10673 9194 46658

Current interest-bearing borrowings  718360 204058 157472 782980 216581

Total Financial Obligations 1613152 1424644 1244248 1103993 1437121

Net Financial Obligations (NFO) 1411140 1242786 1077960 928633 1265701

Common Equity (CSE) 948444 722086 767057 1023673 1062378

Non-controlling interest 

Total Equity 948444 722086 767057 1023673 1062378

Net Operating Assets (NOA) 2359583 1964873 1845018 1952305 2328079



 

 

 

Odfjell Drilling

Reformulated Income Statement (USD thousand) 2011 2012 2013 2014

Operating revenue 1056704 1093754 1173605 1087960

Personnel expenses -465651 -486182 -547039 -501188

Other operating expenses less lease payment -245506 -264254 -254169 -242649

Gross margin (EBITDA-margin) 345547 343318 372397 344123

Depreciation and amortisation -144998 -147318 -145180 -141235

Depreciation on lease asset -1619 -1687 -1554 -2181

Core operating income from sales (before tax) 198930 194313 225663 200707

Add Tax as reported -32213 -31176 -102323 -36262

Add tax benefit from net financial expenses 18606 7990 17032 11625

Less tax allocated to other operating income -8610 2191 -4999 15605

Less tax on unusual items

Tax on operating activities -4996 -25378 -80292 -40243

Core operating income from sales (after tax) 193934 168935 145371 160464

Other gain (loss)  45972 3438 22288 11344

Share of profit (loss) from joint ventures -6834 -13399 436 -80488

Share of profit (loss) from joint ventures  0 -1790

Less tax on core other operating income -8610 2191 -4999 15605

Actuarial gain (loss) on post employment benefit obligations  -16281 15726 -9444 -18724

Core operating income 208180 176892 153651 88202

Unusual items

Impairment loss 

Less tax on unusual items

Operating income after taxes 208180 176891,56 153651 88202

Interest income  3635 7369 9823 3076

Borrowing cost -80451 -63955 -65513 -58450

Other financial items -7118 20936 -21112 5186

Interest on lease liability -641 -668 -615 -863

Finance cost - net -84575 -36318 -77416 -52840

Tax benefit from net financial expenses -18606 -7989,887 -17032 -11625

Net taxable financial expenses (after tax) -103181 -44308 -94447 -64465

Interest rate swaps, reclassified to P/L 23476

Forward foreign exchange contracts, reclassified to P/L -4635

Cash flow hedges  -110 -1707 4137 -2802

Currency translation differences -37019 7234 -14475 -23053

Non-controlling interest 11300 14750 984

Comprehensive income to common 75411 123362 47883 -2118

Tax rate 22 % 22 % 22 % 22 %



 

Odfjell Drilling

Reformulated Income Statement (USD thousand) 2015 2016 2017 2018 2019

Operating revenue 926827 657392 662158 698476 823195

Personnel expenses -381736 -232561 -260815 -303669 -328353

Other operating expenses less lease payment -194629 -138202 -136703 -136032 -164395

Gross margin (EBITDA-margin) 350462 286629 264640 258775 330447

Depreciation and amortisation -163886 -170722 -161436 -160630 -185192

Depreciation on lease asset -2002 -1763 -1529 -1318

Core operating income from sales (before tax) 184574 114144 101674 96827 145255

Add Tax as reported 15741 -25141 -1335 -3789 -2984

Add tax benefit from net financial expenses 20601 16136 16764 14938 22608

Less tax allocated to other operating income 65470 -451 -2141 -486 -289

Less tax on unusual items 17600

Tax on operating activities -29128 -26155 17570 11635 19912

Core operating income from sales (after tax) 155447 87989 119244 108462 165167

Other gain (loss)  1 629 11215 2211 1312

Share of profit (loss) from joint ventures -269186 20

Share of profit (loss) from joint ventures  -28405 1399 -1485

Less tax on core other operating income 65470 -451 -2141 -486 -289

Actuarial gain (loss) on post employment benefit obligations  8170 -4526 -266 479 -304

Core operating income -40099 83662 128052 110666 165887

Unusual items

Impairment loss -80000

Less tax on unusual items 17600

Operating income after taxes -40099 21262 128052 110666 165887

Interest income  1241 819 1535 2060

Borrowing cost -70156 -69055 -72028 -74366

Other financial items 4470 -5810 -3618 4929

Interest on lease liability -792 -698 -605 -521

Finance cost - net -93642 -73345 -76201 -67898 -102762

Tax benefit from net financial expenses -20601 -16136 -16764 -14938 -22608

Net taxable financial expenses (after tax) -114243 -89481 -92965 -82836 -125370

Interest rate swaps, reclassified to P/L

Forward foreign exchange contracts, reclassified to P/L

Cash flow hedges  -528 470 353 186 1124

Currency translation differences -11947 -1689 9531 -5597 446

Non-controlling interest 4418

Comprehensive income to common -166819 -69438 44971 18001 42087

Tax rate 22 % 22 % 22 % 22 % 22 %



Appendix 8: Transocean – Balance Sheet and Income Statement  

 

Transocean

Reformulated Balance Sheet (USDm) 2010 2011 2012 2013 2014

Operating Assets

Accounts receivable, net

Trade 1653 2049 1940 2112 2084

Other 190 127 260 50 36

Materials and supplies, net 514 529 610 737 818

Assets held for sale 26 179 148 25

Other current assets 329 646 382 331 128

Property and equipment, net 21319 20788 20880 21707 21538

Right-of-use asset 79 96 73 75 73

Goodwill 8132 3217 2987 2987

Contract intangible assets

Deferred income taxes, net 115 142 142 151 360

Other assets 1165 3491 1741 1080 833

Total Operating Assets 33496 31111 29194 29378 25895

Operating Liabilities

Accounts payable 832 880 1047 1106 784

Accrued income taxes 109 86 116 53 131

Other current liabilities 883 2375 2933 2072 1822

Deferred income taxes, net 575 487 366 374 436

Other long -  term liabilities 1791 1925 1604 1554 1354

Total Operating Liabilties 4190 5753 6066 5159 4527

Net Operating Assets (NOA) 29306 25358 23128 24219 21368

Financial Assets

Cash and cash equivalents 3394 4017 5134 3243 2635

Short-term investments

Restricted cash accounts and investments 114

Total Financial Assets 3394 4017 5134 3243 2749

Financial Obligations

Debt due within one year 1917 1942 1339 323 1032

Debt of cons. var. Interest entities due within one year 95 245 28

Long -  term debt 8354 10756 10929 10379 9019

Longterm debt of consolidated variable interest entities 855 593 163

Lease liability 79 96 73 75 73

Redeemable noncontrolling interest 25 116 11

Total Financial Obligations 11325 13748 12532 10777 10135

Net Financial Obligations (NFO) 7931 9731 7398 7534 7386

Common Equity (CSE) 21383 15637 15745 16691 13671

Non-controlling interest -8 -10 -15 -6 311

Total Equity 21375 15627 15730 16685 13982

Net Operating Assets (NOA) 29306 25358 23128 24219 21368



 

Transocean

Reformulated Balance Sheet (USDm) 2015 2016 2017 2018 2019

Operating Assets

Accounts receivable, net 596 604 654

Trade 1343 833

Other 57 65

Materials and supplies, net 627 561 418 474 479

Assets held for sale

Other current assets 92 121 157 159 159

Property and equipment, net 20809 21093 17402 20408 18847

Right-of-use asset 58 50 40 73

Goodwill

Contract intangible assets 795 608

Deferred income taxes, net 411 298 47 66 20

Other assets 413 400 355 448 990

Total Operating Assets 23810 23421 19015 23027 21757

Operating Liabilities

Accounts payable 455 206 201 269 311

Accrued income taxes 55 95 79 70 64

Other current liabilities 1062 960 839 746 781

Deferred income taxes, net 229 178 44 64 266

Other long -  term liabilities 1135 1153 1082 1424 1555

Total Operating Liabilties 2936 2592 2245 2573 2977

Net Operating Assets (NOA) 20874 20829 16770 20454 18780

Financial Assets

Cash and cash equivalents 2339 3052 2519 2160 1790

Short-term investments 450

Restricted cash accounts and investments 340 466 466 551 558

Total Financial Assets 2679 3518 3435 2711 2348

Financial Obligations

Debt due within one year 1093 724 250 373 568

Debt of cons. var. Interest entities due within one year

Long -  term debt 7397 7740 7146 9605 8693

Longterm debt of consolidated variable interest entities

Lease liability 58 50 40 73

Redeemable noncontrolling interest 5 28 58

Total Financial Obligations 8553 8542 7494 10051 9261

Net Financial Obligations (NFO) 5874 5024 4059 7340 6913

Common Equity (CSE) 14690 15802 12707 13107 11862

Non-controlling interest 310 3 4 7 5

Total Equity 15000 15805 12711 13114 11867

Net Operating Assets (NOA) 20874 20829 16770 20454 18780



 

Transocean

Reformulated Income Statement (USDm) 2010 2011 2012 2013 2014

Operating revenues 7698 7407 8773 9070 8963

Other revenues 251 620 172 179 222

Operating expenses

Operating and maintenance -4219 -6179 -5859 -5563 -5100

G&A less lease payment -230 -269 -267 -271 -219

Gross margin (EBIDTA-margin) 3500 1579 2819 3415 3866

Depreciation and amortization -1009 -1109 -1122 -1109 -1129

Depreciation on lease asset -11 -14 -10 -11 -10

Core operating income from sales (before tax) 2479 456 1686 2295 2726

Add Tax as reported -292 -324 -52 -258 -92

Add tax benefit from net financial expenses 46 46 53 42 38

Less tax allocated to other operating income -20 9 1 2 -1

Less tax allocated to unusual items 70 401 91 6 318

Tax on operating activities -296 -688 -91 -223 -372

Core operating income from sales (after tax) 2 183 -231 1 595 2 072 2 354

Gain (loss) on disposal of assets, net 255 -12 36 7 -26

Other, net 2 -99 -49 -29 35

Less tax on core other operating income -20 9 1 2 -1

Components of net periodic benefit costs 8 -179 -5 247 -153

Core operating income 2 428 -513 1 578 2 299 2 210

Unusual items

Loss on impairment -5201 -118 -81 -4043

Income (loss) from discontinued operations, net -894 85 -1043 9 -20

Less tax allocated to unusual items 70 401 91 6 318

Operating income (after tax) 1604 -5228 508 2232 -1535

Interest income 23 44 56 52 20

Interest expense -567 -621 -723 -584 -483

Gain (loss) on retirement of debt -33 -13

Interest on lease obligation -4 -5 -4 -4 -4

Net financial expenses (before tax) -581 -582 -671 -536 -480

Tax benefit from net financial expenses -46 -46 -53 -42 -38

Net taxable financial expenses (after tax) -627 -628 -724 -578 -518

Derivatives -17 -2 2 13 -2

Securities 0 0 2 0 0

Comprehensive income to common 960 -5 858 -212 1 667 -2 055 

Tax related to comprehensive income -9 13 -7 2 35

Comprehensive income attributable to NC interest 22 73 8 3 -61

Comprehensive income to common 929 -5 918 -227 1 666 -1 959 

Tax rate 7,38 % 7,38 % 7,38 % 7,38 % 7,38 %



 

Transocean

Reformulated Income Statement (USDm) 2015 2016 2017 2018 2019

Operating revenues 6802 3705 2731 3018 3088

Other revenues 584 456 242

Operating expenses

Operating and maintenance -2955 -1901 -1389 -1799 -2140

G&A less lease payment -180 -162 -148 -173 -193

Gross margin (EBIDTA-margin) 4251 2098 1436 1046 755

Depreciation and amortization -963 -893 -832 -818 -855

Depreciation on lease asset -8 -7 -6 -10

Core operating income from sales (before tax) 3279 1198 598 217 -100

Add Tax as reported -120 -107 -94 -228 -59

Add tax benefit from net financial expenses 31 19 40 45 52

Less tax allocated to other operating income 0 -6 125 -4 -13

Less tax allocated to unusual items 147 7 117 115 48

Tax on operating activities -236 -89 -297 -294 -42

Core operating income from sales (after tax) 3 043 1 108 301 -77 -142

Gain (loss) on disposal of assets, net -36 4 -1603 -12

Other, net 37 69 5 46 181

Less tax on core other operating income 0 -6 125 -4 -13

Components of net periodic benefit costs 86 -12 21 11 -21

Core operating income 3 130 1 164 -1 150 -24 -7

Unusual items

Loss on impairment -1875 -93 -1498 -1464 -609

Income (loss) from discontinued operations, net 2

Less tax allocated to unusual items 147 7 117 115 48

Operating income (after tax) 1404 1078 -2531 -1373 -568

Interest income 22 20 43 53 43

Interest expense -432 -409 -491 -620 -660

Gain (loss) on retirement of debt 23 148 -55 -3 -41

Interest on lease obligation -3 -3 -2 -4

Net financial expenses (before tax) -390 -244 -505 -574 -658

Tax benefit from net financial expenses -31 -19 -40 -45 -52

Net taxable financial expenses (after tax) -421 -263 -545 -619 -710

Derivatives 0 0 0 0 0

Securities 0 0 0 0 0

Comprehensive income to common 983 815 -3 076 -1 992 -1 278 

Tax related to comprehensive income -17 6 -28 0 0

Comprehensive income attributable to NC interest 32 49 30 -7 -2

Comprehensive income to common 934 772 -3 134 -1 985 -1 276 

Tax rate 7,38 % 7,38 % 7,38 % 7,38 % 7,38 %



Appendix 9: Rowan Companies – Balance Sheet and Income Statement 

  

Rowan

Reformulated Balance Sheet (USDm) 2010 2011 2012 2013 2014

Operating Assets

Property and equipment 4793 5679 6072 6160 7356

Investment in joint venture

Long-term note receivable from joint venture

Right-of-use asset 7 7 10 9 24

Deferred tax assets 10 71

Other assets 99 97 75 49 21

Trade and other receivables 418 284 424 341 542

Prepaid and other current assets 69 45 55 44 27

Current tax assets 37 27 27 7 6

Assets held for sale 28 23 24

Inventories 348

Total Operating Assets 5772 6166 6685 6643 8048

Operating Liabilities

Trade and other payables 117 111 83 238 278

Retirement benefit obligations 52 29

Current tax liabilities 90 62

Deferred revenue 153 36 52 55 36

Accrued liabilities 199 131 137 0

Liabilities associated with asset held for sale 25 21 20

Billings in excess of costs and profits on uncompleted contracts 8

Retirement benefit obligations 0 0 0 155 263

Other liabilities 251 358 390 40 42

Deferred tax liabilities 551 476 474 82 0

Total Operating Liabilties 1279 1138 1158 732 711

Net Operating Assets (NOA) 4493 5028 5527 5911 7337

Financial Assets

Cash and cash equivalents 453 439 1024 1093 339

Total Financial Assets 453 439 1024 1093 339

Financial Obligations

Borrowings - current 52 45

Lease liability 7 7 10 9 24

Borrowings - noncurrent 1134 1089 2010 1995 2788

Total Financial Obligations 1193 1141 2019 2004 2813

Net Financial Obligations (NFO) 740 702 995 911 2474

Total Equity 3752 4326 4532 4999 4863

Net Operating Assets (NOA) 4493 5028 5527 5911 7337



  

Reformulated Balance Sheet (USDm) 2015 2016 2017 2018

Operating Assets

Property and equipment 3851 3876 3398 3223

Investment in joint venture 31 38

Long-term note receivable from joint venture 270 456

Right-of-use asset 22 14 12 15

Deferred tax assets 36 59 31 103

Other assets 20 11 12 12

Trade and other receivables 409 294 205 239

Prepaid and other current assets 27 24 16 22

Current tax assets 4 8 8 12

Assets held for sale

Inventories

Total Operating Assets 4369 4285 3982 4120

Operating Liabilities

Trade and other payables 259 211 221 216

Retirement benefit obligations 34 32 27 17

Current tax liabilities 86 98 70 57

Deferred revenue 33 104 1 17

Accrued liabilities

Liabilities associated with asset held for sale

Billings in excess of costs and profits on uncompleted contracts

Retirement benefit obligations 245 225 217 240

Other liabilities 41 29 18 33

Deferred tax liabilities 0 9 11 12

Total Operating Liabilties 698 708 565 591

Net Operating Assets (NOA) 3671 3577 3418 3530

Financial Assets

Cash and cash equivalents 484 1256 1332 1027

Total Financial Assets 484 1256 1332 1027

Financial Obligations

Borrowings - current 127 201

Lease liability 22 14 12 15

Borrowings - noncurrent 2692 2556 2513 2312

Total Financial Obligations 2715 2697 2525 2528

Net Financial Obligations (NFO) 2230 1442 1193 1501

Total Equity 1441 2136 2225 2028

Net Operating Assets (NOA) 3671 3577 3418 3530



 

 

 

Rowan

Income Statement (USDm) 2010 2011 2012 2013 2014

Revenue from operations 1018 939 1393 1579 1824

Other operating income 23

Direct operating expenses less lease payment -415 -507 -750 -859 -993

G&A -79 -88 -100 -131 -123

Gain on sale of ppe 0 2 3 20

Other operating charges -5 -11 -40 -4

Gross margin (EBIDTA-margin) 518 335 505 604 731

Depreciation and amortization -138 -184 -248 -271 -315

Depreciation on leased asset -1 -1 -1 -1 -4

Core operating income from sales (before tax) 379 150 256 332 413

Add Tax as reported -92 6 20 -9 70

Add tax benefit from net financial expenses 4 4 9 13 19

Less tax allocated to other operating income -1 0 4 0 0

Less tax allocated to unusual items -2 -114 4 0 81

Tax on operating activities -84 124 21 4 8

Core operating income from sales (after tax) 295 273 277 336 421

Other losses 5 0 -22 -2 0

Less tax on core other operating income -1 0 4 0 0

Remeasurement of benefit obligation 5 -80 5 63 -118

Income tax credits items 0 15 41

Core operating income 303 193 264 413 344

Unusual items

Merger and related costs

Equity in earnings of joint venture

Asset impairment reversals (charges) -432

Income (loss) from discontinued operations, net 12 3 -23 4

Gain on sale of discontinued operations net of tax 598

Less tax allocated to unusual items -2 -114 4 0 81

Operating income (after tax) 313 680 245 413 -3

Finance income 1 1 1 2 2

Finance expenses -25 -20 -51 -70 -104

Interest on lease liability 0 0 1 1 1

Net financial expenses (before tax) -24 -19 -50 -68 -102

Tax benefit from net financial expenses -4 -4 -9 -13 -19

Net taxable financial expenses (after tax) -28 -23 -59 -81 -121

Comprehensive income to common 285 657 186 332 -125

Tax rate 19 % 19 % 19 % 19 % 19 %



 

 

 

Rowan

Income Statement (USDm) 2015 2016 2017 2018

Revenue from operations 2137 1843 1283 825

Other operating income 8 -8 39 72

Direct operating expenses less lease payment -989 -756 -701 -693

G&A -114 -98 -104 -95

Gain on sale of ppe

Other operating charges

Gross margin (EBIDTA-margin) 1042 981 518 109

Depreciation and amortization -340 -250 -267 -230

Depreciation on leased asset -3 -2 -2 -2

Core operating income from sales (before tax) 698 729 249 -123

Add Tax as reported 29 -25 -32 -22

Add tax benefit from net financial expenses 27 29 27 23

Less tax allocated to other operating income 0 6 0 0

Less tax allocated to unusual items 733 -35 0 0

Tax on operating activities -677 32 -5 1

Core operating income from sales (after tax) 21 761 244 -123

Other losses -1 -34 2 0

Less tax on core other operating income 0 6 0 0

Remeasurement of benefit obligation 20 -23 -4 -22

Income tax credits items -126 0 77

Core operating income -87 711 242 -68

Unusual items

Merger and related costs -9

Equity in earnings of joint venture 1 7

Asset impairment reversals (charges) -3859 184

Income (loss) from discontinued operations, net

Gain on sale of discontinued operations net of tax

Less tax allocated to unusual items 733 -35 0 0

Operating income (after tax) -3212 860 243 -69

Finance income 1 4 15 33

Finance expenses -145 -156 -156 -156

Interest on lease liability 1 1 1 1

Net financial expenses (before tax) -144 -152 -140 -123

Tax benefit from net financial expenses -27 -29 -27 -23

Net taxable financial expenses (after tax) -172 -181 -167 -146

Comprehensive income to common -3384 679 76 -215

Tax rate 19 % 19 % 19 % 19 %



Appendix 10: Ensco – Balance Sheet and Income Statements 

 

 

 

 

Ensco PLC

Reformulated Balance Sheet (USDm) 2010 2011 2012 2013 2014

Operating Assets

Accounts receivable, net 215 838 811 856 883

Other 171 376 425 464 586

Property and equipment net 5050 12424 13146 14311 12535

Goodwill 336 3289 3274 3274 276

Right-of-use asset 8 46 44 46 45

Other assets 229 514 422 353 339

Total Operating Assets 6009 17487 18122 19303 14664

Operating Liabilities

Accounts payable - trade 164 644 358 341 373

Accrued liabilities and other 168 507 584 659 694

Deferred income taxes 358 340 352 362 163

Other liabilities 139 446 573 546 667

Total Operating Liablities 829 1937 1867 1908 1898

Net Operating Assets (NOA) 5180 15550 16254 17395 12766

Financial Assets

Cash and cash equivalents 1051 431 487 166 665

Short-term investments 50 757

Total Financial Assets 1051 431 487 216 1422

Financial Obligations

Short term debt 125

Current maturities of long term debt 17 48 48 48 35

Lease liability 8 46 44 46 45

Long-term debt 240 4878 4798 4719 5886

Total Financial Obligations 265 5096 4889 4812 5965

Net Financial Obligations (NFO) -785 4666 4402 4596 4543

Common Equity (CSE) 5960 10879 11846 12792 8215

Non-controlling interest 6 5 6 7 8

Total Equity 5965 10885 11852 12799 8223

Net Operating Assets (NOA) 5180 15550 16254 17395 12766



 

 

 

 

 

Ensco PLC

Reformulated Balance Sheet (USDm) 2015 2016 2017 2018

Operating Assets

Accounts receivable, net 582 361 345 345

Other 402 316 381 361

Property and equipment net 11088 10919 12874 12616

Goodwill

Right-of-use asset 46 27 39 44

Other assets 238 176 140 98

Total Operating Assets 12355 11799 13779 13464

Operating Liabilities

Accounts payable - trade 225 146 433 211

Accrued liabilities and other 551 377 326 318

Deferred income taxes 4

Other liabilities 445 323 387 396

Total Operating Liablities 1225 845 1145 925

Net Operating Assets (NOA) 11130 10954 12634 12539

Financial Assets

Cash and cash equivalents 121 1160 445 275

Short-term investments 1180 1443 440 329

Total Financial Assets 1301 2602 885 604

Financial Obligations

Short term debt

Current maturities of long term debt 332

Lease liability 46 27 39 44

Long-term debt 5869 4943 4751 5010

Total Financial Obligations 5914 5301 4789 5054

Net Financial Obligations (NFO) 4613 2699 3904 4450

Common Equity (CSE) 6513 8251 8732 8091

Non-controlling interest 4 4 -2 -3

Total Equity 6517 8255 8730 8089

Net Operating Assets (NOA) 11130 10954 12634 12539



Appendix 11: Valaris – Balance sheet and Income Statement  
 

 

 

 

 

 

 

 

Valaris

Reformulated Income Statement (USDm) 2019

Operating revenues 2053

Contract drilling (less of depr.) -1806

G&A -189

Gross margin (EBITDA-margin) 58

Depreciation -610

Core operating income from sales (before tax) -551

Add Tax as reported -128

Add tax benefit from net financial expenses 84

Less tax allocated to other operating income -208

Less tax on unusual items 22

Tax on operating activities 142

Core operating income from sales (after tax) -409

Equity earnings in ARO -13

Other, net 1004

Less tax on core other operating income -208

Pension and other postretirement plan assets -22

Core operating income 353

Unusual items

Loss on impairment -104

Less tax on unusual items 22

Operating income 270

Interest income 28

Interest expense, net -428

Net financial expenses -400

Tax benefit from net financial expenses -84

Net taxable financial expenses (after tax) -484

Net change in fair value of derivatives 10

Other 0

Comprehensive income to common -204

Non-controlling interest -6

Comprehensive income to common -210

Valaris 

Reformulated Balance Sheet (USDm) 2019

Operating Assets 

Accounts receivable, net 520,7

Other 446,5

Property and equipment net 15096,9

Long-term notes receivable from ARO 452,9

Investment in ARO 128,7

Other assets 188,3

Total Operating Assets 16834

Operating Liabilities

Accounts payable - trade 288,2

Accrued liabilities and other 417,7

Other liabilities 867,4

Total operating liabilities 1573,3

Net Operating Assets (NOA) 15260,7

Financial assets 

Cash and cash equivalents 97,2

Financial Obligations

Current maturities of long-term debt 124,8

Long-term debt 5923,5

Net Financial Obligations (NFO) 5951,1

Common Equity (CSE) 9310,9

Non-controlling interest -1,3

Total Equity 9309,6

Net Operating Assets (NOA) 15260,7



Appendix 12: Noble – Balance sheet and Income Statement  

 

 

 

Noble Corporation

Reformulated Balance Sheet (USD thousand) 2010 2011 2012 2013 2014

Operating Assets

Account receivable, net 387414 587163 743673 949069 569096

Taxes receivable 81066 75284 112423 140269 107490

Prepaid expenses and other current assets 105443 157969 167137 187139 183466

PPE, net 10048087 12130345 13025972 14558090 12112509

Lease asset 24691 38872 44187 55700 48625

Other assets 342506 305202 276477 268932 245751

Total Operating Assets 10989207 13294835 14369869 16159199 13266937

Operating Liabilities

Accounts payable 374814 436006 350147 347214 265389

Accrued payroll and related costs 125663 117907 132728 151161 102520

Taxes payable 96448 94920 135257 125119 94230

Other current liabilities 84049 123928 226948 300172 144571

Other liabilities 268000 255372 347615 334308 341505

Deferred income taxes 258822 242791 226045 225455 120589

Total Operating Liabilties 1207796 1270924 1418740 1483429 1068804

Net Operating Assets (NOA) 9781411 12023911 12951129 14675770 12198133

Financial Assets

Cash and cash equivalents 337871 239196 282092 114458 68510

Total Financial Assets 337871 239196 282092 114458 68510

Financial Obligations

Current maturities of long-term debt 80213

Dividends payable 66369 128249

Interest payable 40260 54419 61964

Long-term debt 2686484 4071964 4634375 5556251 4869020

Lease liability 24691 38872 44187 55700 48625

Total Financial Obligations 2831648 4165255 4744931 5740200 4979609

Net Financial Obligations (NFO) 2493777 3926059 4462839 5625742 4911099

Common Equity (CSE) 7163003 7406521 7723166 8322583 6564730

Non-controlling interest 124631 691331 765124 727445 722304

Total Equity 7287634 8097852 8488290 9050028 7287034

Net Operating Assets (NOA) 9781411 12023911 12951129 14675770 12198133



 

 

 

 

Noble Corporation

Reformulated Balance Sheet (USD thousand) 2015 2016 2017 2018 2019

Operating Assets

Account receivable, net 498931 319152 204696 200722 198665

Taxes receivable 55525 55480 105345 20498 59771

Prepaid expenses and other current assets 173917 92260 66105 62604 59050

PPE, net 11483623 10061948 9489240 8480718 7733924

Lease asset 40233 36757 34811 36023

Other assets 141404 185555 266444 125149 128467

Total Operating Assets 12393633 10751152 10166641 8925714 8179877

Operating Liabilities

Accounts payable 223221 108224 84032 125557 108208

Accrued payroll and related costs 81464 48383 54904 50284 56056

Taxes payable 87940 46561 34391 29386 30715

Other current liabilities 98074 68944 71665 60130 171397

Other liabilities 324396 297066 290178 275795 260898

Deferred income taxes 92797 2084 164962 91695 68201

Total Operating Liabilties 907892 571262 700132 632847 695475

Net Operating Assets (NOA) 11485741 10179890 9466509 8292867 7484402

Financial Assets

Cash and cash equivalents 512245 725722 662829 375232 104621

Total Financial Assets 512245 725722 662829 375232 104621

Financial Obligations

Current maturities of long-term debt 299924 299882 249843 62505

Dividends payable

Interest payable 72961 61299 98189 100100 88047

Long-term debt 4162638 4040229 3795867 3877402 3779499

Lease liability 40233 36757 34811 36023 0

Total Financial Obligations 4575756 4438167 4178710 4013525 3930051

Net Financial Obligations (NFO) 4063511 3712445 3515881 3638293 3825430

Common Equity (CSE) 6699229 5758681 5276161 4253171 3658972

Non-controlling interest 723001 708764 674467 401403

Total Equity 7422230 6467445 5950628 4654574 3658972

Net Operating Assets (NOA) 11485741 10179890 9466509 8292867 7484402



 

Noble Corporation

Income Statement (USD thousand) 2010 2011 2012 2013 2014

Operating revenues

Contract drilling services 2728013 2615762 2134920 2471840 3147859

Reimbursables and other 79163 80070 65779 66303 84645

Operating expenses

Contract drilling services 1199856 1418085 992286 1180365 1500512

Reimbursables 59414 58439 55424 50410 66378

G&A less lease payment 87059 83603 91153 106857 97046

Gross margin (EBIDTA-margin) 1460847 1135705 1061836 1200511 1568568

Depreciation and amortization 539829 658640 440306 511513 627473

Depreciation on leased asset 3538 5570 6332 7982 6968

Core operating income from sales (before tax) 917480 471495 615198 681016 934127

Add Tax as reported -143077 -72625 -95183 -92117 -106651

Add tax benefit from net financial expenses -640 18214 27543 34635 53802

Less tax allocated to other operating income 0 -7421 -11639 -23192 0

Less tax allocated to unusual items 0 0 -30650 -105181 204724

Tax on operating activities -143717 -46991 -25351 70892 -257573

Core operating income from sales (after tax) 773 763 424 504 589 847 751 908 676 554

Gain on disposal of assets, net 35646

Gain (loss) on contract settlements/extinguishments, net 21202 33255 30618

Less tax on core other operating income 0 -7421 -11639 -23192 0

Net pension plan gain (loss) -1898 -18551 -41658 29861 -41608

Amortization of deferred pension plan amounts 2550 2047 5545 6612 2764

Net pension plan curtailment and settlement expense 18389

Prior service cost arrising during the period -1159

Core operating income 774 415 421 782 575 350 831 452 654 940

Unusual items

Loss on impairment 0 0 -20384 -3585 -745428

Income (loss) from discontinued operations, net 0 0 107955 304102 160502

Less tax allocated to unusual items 0 0 -30650 -105181 204724

Operating income (after tax) 774415 421782 632271 1026788 274738

Interest income 9886 1484 3564 4184 -1298

Interest expense -9457 -55727 -84763 -106300 -155179

Interest on lease obligation 1400 2204 2505 3158 2757

Net financial expenses (before tax) 1829 -52039 -78694 -98958 -153720

Tax benefit from net financial expenses 640 -18214 -27543 -34635 -53802

Net taxable financial expenses (after tax) 2469 -70253 -106236 -133593 -207522

Foreign currency translation adjustments 2456 -2566 -8076 -3188 -118

Foreign currency forward contracts 1187 -4665 3061

Interest rate swaps 366 -366

Comprehensive income to common 780893 343932 521020 890007 67098

Comprehensive income attributable to non-controlling interest-186 7456 -33793 -67709 -74825

Comprehensive income to shareholders 780707 351388 487227 822298 -7727

Tax rate 35 % 35 % 35 % 35 % 35 %



  

Noble Corporation

Income Statement (USD thousand) 2015 2016 2017 2018 2019

Operating revenues

Contract drilling services 3261610 2242200 1207026 1036082 1246058

Reimbursables and other 90842 59865 29889 46744 59380

Operating expenses

Contract drilling services 1226377 877689 642937 629937 698343

Reimbursables 70276 45499 18435 37084 49061

G&A less lease payment 47388 61907 64672 66011 168792

Gross margin (EBIDTA-margin) 2008411 1316970 510871 349794 389242

Depreciation and amortization 633244 611067 547990 486530 440221

Depreciation on leased asset 5765 5267 4988 5162

Core operating income from sales (before tax) 1369401 700636 -42107 -141899 -50979

Add Tax as reported -162620 109156 -42629 106641 38540

Add tax benefit from net financial expenses 61918 77897 98741 60326 57420

Less tax allocated to other operating income 0 -6235 0 377 -6429

Less tax allocated to unusual items 146404 510562 43094 168448 130014

Tax on operating activities -247106 -317275 13019 -1857 -27625

Core operating income from sales (after tax) 1 122 295 383 362 -29 089 -143 756 -78 604

Gain on disposal of assets, net

Gain (loss) on contract settlements/extinguishments, net 17814 -1793 30616

Less tax on core other operating income 0 -6235 0 377 -6429

Net pension plan gain (loss) 7099 -8237 6774 -7099 -3744

Amortization of deferred pension plan amounts 4422 3127 1393 1298 2197

Net pension plan curtailment and settlement expense 15216 95 107 -30

Prior service cost arrising during the period 948 -221

Core operating income 1 133 816 405 995 -20 827 -151 087 -55 994

Unusual items

Loss on impairment -418298 -1458749 -121639 -802133 -615294

Income (loss) from discontinued operations, net 0 0 -1486 0 -3821

Less tax allocated to unusual items 146404 510562 43094 168448 130014

Operating income (after tax) 861922 -542192 -100858 -784773 -545095

Interest income 34664 -1731 7897 8302 6007

Interest expense -213854 -222915 -291989 -297611 -279435

Interest on lease obligation 2281 2084 1974 2042

Net financial expenses (before tax) -176909 -222562 -282118 -287267 -273428

Tax benefit from net financial expenses -61918 -77897 -98741 -60326 -57420

Net taxable financial expenses (after tax) -238827 -300459 -380860 -347592 -330848

Foreign currency translation adjustments -5278 -19 990 -2729 260

Foreign currency forward contracts

Interest rate swaps

Comprehensive income to common 617817 -842670 -480727 -1135094 -875683

Comprehensive income attributable to non-controlling interest-72201 -71707 -22584 245485 173776

Comprehensive income to shareholders 545616 -914377 -503311 -889609 -701907

Tax rate 35 % 35 % 35 % 21 % 21 %



Profitability Analysis  

Appendix 13: Maersk Drilling – Three-level break down 

 

First level breakdown

Maersk Drilling 2016 2017 2018 2019

ROCE -10,61 % -36,65 % 25,78 % -2,98 %

RNOA -9,59 % -28,13 % 20,33 % -0,62 %

(NFA/CSE) / FLEV -6,10 % -29,35 % -27,97 % 30,02 %

RNFA / NBC 7,24 % 0,90 % 0,84 % 7,25 %

Core RNOA 6,22 % -2,01 % 7,52 % 0,14 %

2015 2016 2017 2018 2019

PPE 7840 5978 4274 4849 4731

Operating assets 8546 6656 4858 5388 5202

NFO (NFA) -507 -2571 -1738 1145 1118

CSE 8316 8761 6213 3814 3680

Second level breakdown

2016 2017 2018 2019

RNOA -9,59 % -28,13 % 20,33 % -0,62 %

PM -29,37 % -104,23 % 67,10 % -2,46 %

ATO 0,33 0,27 0,30 0,25

Core PM 21,15 % -8,66 % 23,54 % 0,57 %

Core RNOA 6,90 % -2,34 % 7,13 % 0,14 %

2016 2017 2018 2019

Unusual items -1,49 -1,77 0,79 -0,05

Core PM 21,15 % -8,66 % 23,54 % 0,57 %

PM -29,58 % -104,44 % 66,87 % -2,62 %

Third level breakdown

Profit margin drivers 2016 2017 2018 2019

Sales 100 % 100 % 100 % 100 %

Operating expenses -35,37 % -47,35 % -50,71 % -58,10 %

Other expenses -3,92 % -4,59 % -5,88 % -7,94 %

Gross margin 60,71 % 48,06 % 43,41 % 33,96 %

Depreciation -25,64 % -32,52 % -28,20 % -31,67 %

Sales PM before tax 35,07 % 15,54 % 15,21 % 2,29 %

Tax expense 0,04 % 3,41 % -3,36 % -2,37 %

Sales PM after tax 35,12 % 18,94 % 11,85 % -0,08 %

Other items 0,00 % 0,00 % -0,07 % 0,49 %

Total Core PM 35,12 % 18,94 % 11,78 % 0,41 %

Unusual items -65,04 % -122,79 % 55,56 % -4,09 %

Profit margin -29,93 % -103,85 % 67,35 % -3,68 %



  

Inverse Asset turnover (average numbers) 2016 2017 2018 2019

Intangible assets 0,03 0,07 0,05 0,04

Property, plant and equipment 3,01 3,56 3,19 3,92

Right-of-use asset 0,01 0,04 0,03 0,03

Deferred tax 0,01 0,01 0,01 0,00

Trade receivables 0,16 0,20 0,22 0,25

Other receivables 0,04 0,05 0,03 0,04

Prepayments 0,05 0,06 0,05 0,04

Asset held for sale - - - 0,02

Operating asset turnover 3,31 4,00 3,59 4,33

Provisions (non-current) 0,00 0,00 0,00 0,00

Deferred tax 0,06 0,06 0,04 0,04

Provisions (current) 0,01 0,01 0,01 0,02

Trade payables 0,08 0,11 0,13 0,15

Tax payables 0,04 0,04 0,03 0,04

Other payables 0,03 0,04 0,04 0,05

Deferred income 0,04 0,04 0,03 0,03

Operating liabilities turnover 0,26 0,29 0,28 0,34

Total inverse ATO 3,05 3,71 3,30 3,99

ATO drivers 2016 2017 2018 2019

Intangible assets 0,03 0,07 0,05 0,04

PPE 3,01 3,56 3,19 3,92

Receivables 0,20 0,26 0,26 0,29

Prepayments 0,05 0,06 0,05 0,04

Payables 0,11 0,15 0,17 0,21

Deferred income 0,04 0,04 0,03 0,03

ATO 3,05 3,71 3,30 3,99

Trend analysis 2016 2017 2018 2019

Sales 100 % 63 % 62 % 53 %

Operating costs 100 % 84 % 89 % 86 %

Sales, G&A costs 100 % 73 % 93 % 108 %

Gross margin 100 % 49 % 44 % 30 %

Depreciation 100 % 79 % 68 % 66 %

Core operating income from sales (before tax) 100 % 27 % 26 % 4 %



 

 

Appendix 14: Odfjell Drilling – Three-level breakdown 
 

  

2016 2017 2018 2019

Sales 2297 1439 1429 1222

Operating costs -36,0 % -47,9 % -51,4 % -58,1 %

Sales, G&A costs -3,9 % -4,6 % -5,9 % -7,9 %

Depreciations -25,6 % -32,5 % -28,2 % -31,7 %

Odfjell Drilling 

First level breakdown 2012 2013 2014 2015 2016 2017 2018 2019

ROCE 12,63 % 5,21 % 1,33 % -14,81 % -8,46 % 5,16 % 4,47 % 2,69 %

RNOA 8,14 % 6,56 % 3,93 % -1,56 % 0,87 % 6,52 % 6,00 % 8,54 %

FLEV 104,62 % 95,95 % 136,39 % 147,31 % 170,41 % 139,14 % 89,82 % 114,75 %

NBC 3,85 % 7,96 % 5,85 % 7,44 % 6,34 % 7,50 % 7,70 % 13,64 %

Core RNOA 8,14 % 6,56 % 3,93 % -1,56 % 3,53 % 6,52 % 6,00 % 8,54 %

Second level breakdown 2012 2013 2014 2015 2016 2017 2018 2019

RNOA 8,14 % 6,56 % 3,93 % -1,56 % 0,87 % 6,52 % 6,00 % 8,54 %

PM 16,10 % 13,03 % 8,01 % -4,43 % 3,10 % 19,23 % 15,75 % 20,15 %

ATO 0,51 0,50 0,49 0,35 0,28 0,34 0,38 0,42

Core PM 16,10 % 13,03 % 8,01 % -4,43 % 12,60 % 19,23 % 15,75 % 20,15 %

Third level breakdown

Profit margin drivers 2011 2012 2013 2014 2015 2016 2017 2018 2019

Sales 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 %

Operating expenses -67,51 % -68,83 % -68,45 % -68,65 % -62,49 % -56,77 % -60,36 % -63,21 % -59,86 %

Other expenses

Gross margin 32,49 % 31,17 % 31,55 % 31,35 % 37,51 % 43,23 % 39,64 % 36,79 % 40,14 %

Depreciation -13,72 % -13,47 % -12,37 % -12,98 % -17,68 % -25,97 % -24,38 % -23,00 % -22,50 %

Sales PM before tax 18,76 % 17,70 % 19,18 % 18,37 % 19,83 % 17,26 % 15,26 % 13,79 % 17,65 %

Tax expense -3,05 % -2,85 % -8,72 % -3,33 % 1,70 % -3,82 % -0,20 % -0,54 % -0,36 %

Sales PM after tax 15,72 % 14,85 % 10,46 % 15,04 % 21,53 % 13,43 % 15,06 % 13,25 % 17,28 %

Other items 3,70 % -0,91 % 1,94 % -6,52 % -32,11 % 0,31 % 1,47 % 0,32 % 0,16 %

Total Core PM 19,42 % 13,94 % 12,39 % 8,52 % -10,58 % 13,74 % 16,53 % 13,56 % 17,44 %

Unusual items 0,00 % 0,00 % 0,00 % 0,00 % 0,00 % -12,17 % 0,00 % 0,00 % 0,00 %

Profit margin 19,42 % 13,94 % 12,39 % 8,52 % -10,58 % 1,57 % 16,53 % 13,56 % 17,44 %



Appendix: 15 Transocean – Three-level breakdown 

Appendix 16: Valaris – Third level breakdown  

 

Transocean RIG

First level breakdown 2011 2012 2013 2014 2015 2016 2017 2018 2019

ROCE -30,70 % -1,74 % 10,48 % -13,47 % 6,92 % 5,38 % -19,50 % -21,28 % -10,10 %

RNOA -20,72 % 1,72 % 9,66 % -6,38 % 6,58 % 5,16 % -12,19 % -8,23 % -2,79 %

FLEV 36,72 % 46,52 % 44,69 % 53,49 % 39,59 % 31,48 % 31,63 % 55,44 % 58,28 %

NBC 6,46 % 9,16 % 7,83 % 6,88 % 5,71 % 4,47 % 10,90 % 15,29 % 9,76 %

Core RNOA -2,05 % 5,38 % 9,95 % 9,13 % 14,68 % 5,58 % -5,55 % -0,17 % -0,04 %

Second level breakdown 2011 2012 2013 2014 2015 2016 2017 2018 2019

RNOA -20,72 % 1,72 % 9,66 % -6,38 % 6,58 % 5,16 % -12,19 % -8,23 % -2,79 %

PM -65,20 % 5,63 % 24,09 % -16,76 % 18,96 % 25,83 % -85,22 % -45,64 % -18,41 %

ATO 0,32 0,31 0,40 0,38 0,35 0,20 0,14 0,18 0,15

Core PM -6,46 % 17,59 % 24,80 % 24,01 % 42,33 % 27,89 % -38,78 % -0,93 % -0,23 %

Third level breakdown

Profit margin drivers 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Sales 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 %

Operating expenses -53,08 % -76,98 % -65,50 % -60,15 % -55,53 % -40,01 % -45,69 % -46,72 % -59,61 % -69,30 %

Other expenses -3,09 % -3,59 % -3,15 % -3,09 % -2,55 % -2,60 % -4,13 % -5,25 % -6,23 % -6,25 %

Gross margin 43,83 % 19,43 % 31,35 % 36,76 % 41,93 % 57,39 % 50,18 % 48,03 % 34,16 % 24,45 %

Depreciation -12,69 % -13,82 % -12,54 % -11,99 % -12,29 % -13,04 % -21,46 % -27,99 % -27,10 % -27,69 %

Sales PM before tax 31,14 % 5,62 % 18,80 % 24,77 % 29,64 % 44,35 % 28,72 % 20,05 % 7,06 % -3,24 %

Tax expense -3,67 % -4,04 % -0,58 % -2,79 % -1,00 % -1,62 % -2,57 % -3,16 % -7,55 % -1,91 %

Sales PM after tax 27,46 % 1,58 % 18,22 % 21,98 % 28,63 % 42,73 % 26,15 % 16,89 % -0,50 % -5,15 %

Other items 3,23 % -1,38 % -0,15 % -0,24 % 0,10 % 0,01 % 1,75 % -53,75 % 1,52 % 5,47 %

Total Core PM 30,70 % 0,20 % 18,08 % 21,74 % 28,73 % 42,74 % 27,90 % -36,87 % 1,03 % 0,32 %

Unusual items -11,25 % -63,73 % -12,98 % -0,78 % -44,24 % -25,36 % -2,24 % -50,39 % -48,51 % -19,72 %

Profit margin 19,45 % -63,54 % 5,10 % 20,96 % -15,50 % 17,38 % 25,67 % -87,25 % -47,48 % -19,40 %

Valaris

Third level breakdown

Profit margin drivers 2019

Sales 100,00 %

Operating expenses -87,96 %

Other expenses -9,20 %

Gross margin 2,84 %

Depreciation -29,70 %

Sales PM before tax -26,86 %

Tax expense -6,25 %

Sales PM after tax -33,11 %

Other items 48,31 %

Total Core PM 15,20 %

Unusual items -5,07 %

Profit margin 10,13 %



Appendix 17: Rowan – Three-level breakdown 

 

 

 

 

 
 

 

 

 

 
 

Rowan

First level breakdown 2011 2012 2013 2014 2015 2016 2017 2018

ROCE 17,54 % 5,75 % 8,71 % -0,60 % -112,81 % 38,56 % 9,88 % -4,24 %

RNOA 15,15 % 4,87 % 7,47 % -0,08 % -43,95 % 23,53 % 6,80 % -2,05 %

FLEV 16,08 % 21,75 % 18,05 % 50,37 % 153,29 % 66,85 % 53,07 % 73,28 %

NBC 0,31 % 0,83 % 0,64 % 0,97 % 0,97 % 1,06 % 0,99 % 0,92 %

Core RNOA 4,30 % 5,24 % 7,47 % 5,80 % -1,20 % 19,45 % 6,77 % -2,02 %

Second level breakdown 2011 2012 2013 2014 2015 2016 2017 2018

RNOA 15,14 % 4,88 % 7,47 % -0,05 % -43,80 % 23,39 % 6,77 % -2,05 %

PM 72,41 % 17,61 % 26,14 % -0,17 % -149,84 % 46,80 % 18,31 % -7,80 %

ATO 0,21 0,28 0,29 0,31 0,29 0,50 0,37 0,26

Core PM 20,57 % 18,93 % 26,14 % 18,61 % -4,10 % 38,69 % 18,26 % -7,66 %

Third level breakdown

Profit margin drivers 2010 2011 2012 2013 2014 2015 2016 2017 2018

Sales 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 %

Operating expenses -40,81 % -53,95 % -53,87 % -54,40 % -53,74 % -46,34 % -41,33 % -53,18 % -77,57 %

Other expenses -8,28 % -10,40 % -9,87 % -7,33 % -6,66 % -5,29 % -5,34 % -7,84 % -10,60 %

Gross margin 50,90 % 35,65 % 36,26 % 38,28 % 39,60 % 48,37 % 53,33 % 38,98 % 11,83 %

Depreciation -13,59 % -19,58 % -17,80 % -17,16 % -17,04 % -15,87 % -13,63 % -20,17 % -25,66 %

Sales PM before tax 37,31 % 16,07 % 18,46 % 21,12 % 22,56 % 32,49 % 39,70 % 18,81 % -13,84 %

Tax expense -9,03 % 0,60 % 1,42 % -0,55 % 3,77 % 1,36 % -1,37 % -2,43 % -2,50 %

Sales PM after tax 28,28 % 16,68 % 19,88 % 20,57 % 26,32 % 33,85 % 38,33 % 16,38 % -16,33 %

Other items 0,48 % -0,02 % -1,55 % -0,14 % 0,00 % -0,07 % -1,86 % 0,13 % 0,00 %

Total Core PM 28,76 % 16,66 % 18,33 % 20,43 % 26,32 % 33,79 % 36,47 % 16,51 % -16,33 %

Unusual items 1,22 % 64,00 % -1,63 % 0,00 % -23,18 % -179,94 % 10,02 % 0,07 % -0,17 %

Profit margin 29,97 % 80,66 % 16,70 % 20,43 % 3,14 % -146,15 % 46,49 % 16,58 % -16,50 %



Appendix 18: Ensco – Three-level breakdown 
 

 

 

 

 

 

 

 

 

 

Appendix 19: Noble Corp – Three-level breakdown  
 

Ensco

First level breakdown 2011 2012 2013 2014 2015 2016 2017 2018

ROCE 3,59 % 6,10 % 6,32 % -24,42 % -15,02 % 6,98 % -7,65 % -9,48 %

RNOA 12,77 % 8,02 % 9,38 % -21,75 % -11,34 % 9,32 % -1,58 % -3,35 %

FLEV 0,91 % 0,89 % 0,95 % 0,75 % 0,77 % 0,50 % 0,81 % 0,87 %

NBC 1024,95 % 223,56 % 332,16 % 331,70 % 464,60 % 474,05 % 750,66 % 700,33 %

Core RNOA 12,83 % 8,41 % 9,42 % 20,29 % 19,06 % 9,22 % 0,66 % -2,89 %

Second level breakdown 2011 2012 2013 2014 2015 2016 2017 2018

RNOA 12,77 % 8,02 % 9,38 % -21,75 % -11,34 % 9,32 % -1,58 % -3,35 %

PM 23,64 % 28,99 % 30,97 % -82,90 % -35,64 % 37,36 % -9,39 % -24,82 %

ATO 0,54 0,28 0,30 0,26 0,32 0,25 0,17 0,13

Core PM 23,75 % 30,41 % 31,11 % 77,34 % 59,88 % 36,97 % 3,93 % -21,38 %

Third level breakdown

Profit margin drivers 2010 2011 2012 2013 2014 2015 2016 2017 2018

Sales 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 %

Operating expenses -45,17 % -51,47 % -46,95 % -48,65 % -45,30 % -45,79 % -46,67 % -64,12 % -76,85 %

Other expenses -5,07 % -5,67 % -3,46 % -2,98 % -2,89 % -2,91 % -3,63 % -8,56 % -6,02 %

Gross margin 49,75 % 42,87 % 49,59 % 48,37 % 51,81 % 51,30 % 49,70 % 27,32 % 17,13 %

Depreciation -12,75 % -14,62 % -12,99 % -12,44 % -11,78 % -14,09 % -16,04 % -24,13 % -28,08 %

Sales PM before tax 37,00 % 28,25 % 36,60 % 35,93 % 40,02 % 37,21 % 33,66 % 3,18 % -10,95 %

Tax expense 36,94 % 28,01 % 36,45 % 35,80 % 39,88 % 37,05 % 33,53 % 2,88 % -11,32 %

Sales PM after tax 73,94 % 56,26 % 73,05 % 71,73 % 79,90 % 74,26 % 67,19 % 6,06 % -22,28 %

Other items 30,87 % 23,16 % 30,32 % 30,52 % 77,19 % 60,17 % 30,36 % -0,85 % -19,74 %

Total Core PM 104,82 % 79,42 % 103,36 % 102,25 % 157,10 % 134,43 % 97,55 % 5,21 % -42,02 %

Unusual items 2,20 % -0,08 % -1,06 % -0,10 % -26,27 % -3,16 % 0,29 % 0,05 % -0,47 %

Profit margin 107,02 % 79,34 % 102,31 % 102,14 % 130,82 % 131,27 % 97,84 % 5,27 % -42,49 %



  
 

 

  

Noble

First level breakdown 2011 2012 2013 2014 2015 2016 2017 2018 2019

ROCE 5,28 % 6,82 % 11,38 % 0,57 % 8,44 % -12,00 % -7,37 % -22,50 % -22,06 %

RNOA 4,31 % 5,26 % 7,93 % 1,87 % 7,07 % -4,72 % -0,99 % -8,29 % -6,57 %

FLEV 53,01 % 57,79 % 67,60 % 74,81 % 60,66 % 64,47 % 66,64 % 85,54 % 104,55 %

NBC 2,48 % 2,55 % 2,82 % 3,62 % 4,80 % 6,57 % 8,58 % 8,32 % 8,24 %

Core RNOA 4,31 % 4,79 % 6,42 % 4,46 % 9,29 % 3,53 % -0,20 % -1,60 % -0,68 %

Second level breakdown 2011 2012 2013 2014 2015 2016 2017 2018 2019

RNOA 4,31 % 5,26 % 7,93 % 1,87 % 7,07 % -4,72 % -0,99 % -8,29 % -6,57 %

PM 15,65 % 28,73 % 40,45 % 8,50 % 25,71 % -23,55 % -8,15 % -72,47 % -41,76 %

ATO 0,28 0,18 0,20 0,22 0,27 0,20 0,12 0,11 0,16

Core PM 15,65 % 26,14 % 32,76 % 20,26 % 33,82 % 17,64 % -1,68 % -13,95 % -4,29 %

Third level breakdown 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Profit margin drivers

Sales 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 %

Operating expenses -44,86 % -54,77 % -47,61 % -48,49 % -48,47 % -38,68 % -40,10 % -53,47 % -61,60 % -57,25 %

Other expenses -3,10 % -3,10 % -4,14 % -4,21 % -3,00 % -1,41 % -2,69 % -5,23 % -6,10 % -12,93 %

Gross margin 52,04 % 42,13 % 48,25 % 47,30 % 48,52 % 59,91 % 57,21 % 41,30 % 32,30 % 29,82 %

Depreciation -19,23 % -24,43 % -20,01 % -20,15 % -19,41 % -18,89 % -26,54 % -44,30 % -44,93 % -33,72 %

Sales PM before tax 32,81 % 17,70 % 28,24 % 27,15 % 29,11 % 41,02 % 30,66 % -3,00 % -12,63 % -3,91 %

Tax expense -5,10 % -2,69 % -4,33 % -3,63 % -3,30 % -4,85 % 4,74 % -3,45 % 9,85 % 2,95 %

Sales PM after tax 27,71 % 15,00 % 23,92 % 23,52 % 25,81 % 36,17 % 35,41 % -6,45 % -2,78 % -0,95 %

Other items 0,00 % 0,79 % 1,51 % 2,61 % 0,00 % 0,00 % 0,77 % 0,00 % -0,17 % 2,35 %

Total Core PM 27,71 % 15,79 % 25,43 % 26,13 % 25,81 % 36,17 % 36,18 % -6,45 % -2,94 % 1,39 %

Unusual items 0,00 % 0,00 % 3,98 % 11,84 % -18,10 % -12,48 % -63,37 % -9,95 % -74,08 % -47,43 %

Profit margin 27,71 % 15,79 % 29,41 % 37,97 % 7,72 % 23,69 % -27,19 % -16,40 % -77,02 % -46,03 %



Cost of Capital estimation 

Appendix 20: Cost of capital for operations 

 

 

 

 
 

 

Assumptions

Risk-free rate (t=1) 0,26 %

Credit Spread 3,69 %

Tax rate 22 %

R_d pretax 3,95 %

R_d after tax 3,08 %

Market risk premium (MRP) 6,01 %

Capital Structure DKK USD

DRLCO SP 14.04.2020 166,4 25,0

DKK/USD 6,66

Outstanding shares 41532112

Market value of equity (MVE) 6 910 943 437    1 037 679 195                    

Net Financial Obligation (NFO) 7 445 880 000    1 118 000 000                    

Enterprise Value 14 356 823 437 2 155 679 195                    

MVE/EV 0,48

NFO/EV 0,52

Target Capital Structure

MVE/EV 67 %

NFO/EV 33 %

Beta estimates

Unlevered beta 1,04

Average cash/firm in sample 3,51 %

Unlevered beta corrected for cash 1,08

Levered beta (target capital structure) 1,50

Beta in continuing value 1

Cost of Capital (t1)

R_e(t1) 9,28 %

Cost of Capital for operations (t1) 7,21 %

Denmark centralbank 

30/12/2019



Appendix 21: Cost of capital and forward rate varying with the term structure 

Estimated interest and 

forward rates 

Estimated cost of capital 

(Discount rate) 

Estimated cost of capital 

(Forward rate) 
 
 

  Interest rate 

(discrete) 

Forward rate 

(discrete) r_Equity r_Debt 

Cost of 

Capital r_Equity r_Debt 

Cost of 

Capital 

 

t  

1 0,26 % 0,26 % 9,28 % 3,08 % 7,21 % 9,28 % 3,08 % 7,21 %  

2 0,30 % 0,34 % 9,32 % 3,11 % 7,25 % 9,36 % 3,14 % 7,29 %  

3 0,29 % 0,29 % 9,32 % 3,11 % 7,25 % 9,31 % 3,10 % 7,24 %  

4 0,34 % 0,47 % 9,36 % 3,14 % 7,29 % 9,49 % 3,25 % 7,41 %  

5 0,41 % 0,71 % 9,44 % 3,20 % 7,36 % 9,74 % 3,44 % 7,64 %  

6 0,50 % 0,94 % 9,52 % 3,27 % 7,44 % 9,97 % 3,61 % 7,85 %  

7 0,59 % 1,14 % 9,61 % 3,34 % 7,52 % 10,16 % 3,76 % 8,03 %  

8 0,68 % 1,28 % 9,70 % 3,41 % 7,60 % 10,31 % 3,88 % 8,16 %  

9 0,76 % 1,39 % 9,78 % 3,47 % 7,68 % 10,41 % 3,96 % 8,26 %  

10 0,83 % 1,47 % 9,85 % 3,52 % 7,74 % 10,49 % 4,03 % 8,34 %  

15 1,08 % 1,58 % 10,10 % 3,72 % 7,97 % 10,61 % 4,11 % 8,44 %  

20 1,22 % 1,64 % 10,24 % 3,83 % 8,10 % 10,66 % 4,16 % 8,49 %  

25 1,30 % 1,64 % 10,33 % 3,90 % 8,18 % 10,67 % 4,16 % 8,50 %  

30 1,36 % 1,65 % 10,38 % 3,94 % 8,24 % 10,67 % 4,16 % 8,50 %  

CV 1,36 % 1,65 % 7,37 % 3,9 % 6,23 % 7,66 % 4,2 % 6,49 %  

 

Appendix 22: Nelson-Siegel Svensson model 
 

 
 

T Interst rate (discrete)Forward rate (discrete)

1 0,26 % 0,00257     

2 0,30 % 0,0033669

3 0,29 % 0,0029011

4 0,34 % 0,0047243

5 0,41 % 0,007148

6 0,50 % 0,0094431

7 0,59 % 0,0113507

8 0,68 % 0,0128296

9 0,76 % 0,0139271

10 0,83 % 0,0147176

15 1,08 % 0,015838

20 1,22 % 0,0163805

25 1,30 % 0,0164497

30 1,36 % 0,0164576

T Yield NSS Residual beta0 0,0163    

1 0,27 % 0,002567 1,77459E-08 beta1 0,0431-    

2 0,25 % 0,002964 2,15307E-07 beta2 0,0258-    

3 0,31 % 0,0029416 2,50777E-08 beta3 0,0375-    

4 0,0033845 theta1 0,1034    

5 0,44 % 0,0041321 7,17537E-08 theta2 2,0556    

6 0,0050099

7 0,63 % 0,0059066 1,54759E-07

8 0,0067618

9 0,0075472

10 0,76 % 0,0082535 4,27127E-07

15 0,0107403

20 1,19 % 0,0121172 4,71798E-08

25 0,0129569

30 1,39 % 0,0135181 1,45878E-07

SUM 1,10483E-06

Parametersbeta0 beta1 beta2 beta3 theta1 theta2

Value 0,0163 -0,0431 -0,0258 -0,0375 0,1034 2,0556



Appendix 22: Beta regressions 

 

Weekly

SUMMARY OUTPUT

Regression Statistics Regression Statistics

Multiple R 0,603442

R Square 0,364142

Adjusted R Square0,351914

Standard Error0,069048

Observations 54

ANOVA

df SS MS F Significance F

Regression 1 0,1419762 0,141976 29,77922 1,37E-06

Residual 52 0,2479165 0,004768

Total 53 0,3898927

CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0% Upper 95,0%

Intercept -0,02214 0,0094036 -2,35492 0,022336 -0,04101 -0,00328 -0,04101 -0,003275073

X Variable 1 1,67556 0,3070458 5,457034 1,37E-06 1,059427 2,291692 1,059427 2,291692076

Monthly

SUMMARY OUTPUT

Regression Statistics Regression Statistics

Multiple R 0,113489

R Square 0,01288

Adjusted R Square-0,08583

Standard Error0,225136

Observations 12

ANOVA

df SS MS F Significance F

Regression 1 0,0066134 0,006613 0,130478 0,725452

Residual 10 0,5068614 0,050686

Total 11 0,5134748

CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0% Upper 95,0%

Intercept -0,06382 0,0649939 -0,98198 0,349269 -0,20864 0,080993 -0,20864 0,080992539

X Variable 1 -0,62239 1,7230396 -0,36122 0,725452 -4,46156 3,21678 -4,46156 3,216779979

OMXC25



 

Weekly

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,5452509

R Square 0,2972985

Adjusted R Square0,283785

Standard Error0,0725866

Observations 54

ANOVA

df SS MS F Significance F

Regression 1 0,115915 0,115915 22,00013 2,01E-05

Residual 52 0,273978 0,005269

Total 53 0,389893

CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0%Upper 95,0%

Intercept -0,012599 0,010007 -1,25909 0,213622 -0,03268 0,007481 -0,032679 0,007481

X Variable 11,3205034 0,281531 4,69043 2,01E-05 0,755569 1,885438 0,7555692 1,885438

Monthly

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,9462933

R Square 0,8954711

Adjusted R Square0,8850182

Standard Error0,0732618

Observations 12

ANOVA

df SS MS F Significance F

Regression 1 0,459802 0,459802 85,66729 3,21E-06

Residual 10 0,053673 0,005367

Total 11 0,513475

CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0%Upper 95,0%

Intercept -0,054881 0,02117 -2,59243 0,026838 -0,10205 -0,00771 -0,102051 -0,007712

X Variable 13,1899887 0,344653 9,255662 3,21E-06 2,422055 3,957923 2,4220547 3,957923

MSCI World



  

Weekly

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,512144

R Square 0,262291

Adjusted R Square0,248104

Standard Error0,074373

Observations 54

ANOVA

df SS MS F Significance F

Regression 1 0,102265 0,102265 18,4885 7,54E-05

Residual 52 0,287627 0,005531

Total 53 0,389893

Upper 95,0% CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0%Upper 95,0%

Intercept -0,01297 0,010256 -1,26447 0,211698 -0,03355 0,007612 -0,03355 0,007612

X Variable 11,058417 0,246154 4,299826 7,54E-05 0,564474 1,55236 0,564474 1,55236

Monthly

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,968973

R Square 0,938909

Adjusted R Square0,9328

Standard Error0,056008

Observations 12

ANOVA

df SS MS F Significance F

Regression 1 0,482106 0,482106 153,6906 2,15E-07

Residual 10 0,031369 0,003137

Total 11 0,513475

Upper 95,0% CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0%Upper 95,0%

Intercept -0,0376 0,016304 -2,30643 0,043772 -0,07393 -0,00128 -0,07393 -0,00128

X Variable 12,900637 0,233975 12,3972 2,15E-07 2,379308 3,421967 2,379308 3,421967

NYSE



Sales forecast  

 

Appendix 23: Fleet Status  
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Appendix 24: Sales forecast 2020 

 

99 %

30

January Februray March April May June

Mærsk Innovator 5 188 575     5 188 575     5 188 575     5 188 575     5 188 575     

Mærsk Inspirer

Mærsk Integrator 4 743 840     4 743 840     4 743 840     4 743 840     4 743 840     4 743 840     

Mærsk Interceptor

Mærsk Interpid 9 784 170     9 784 170     9 784 170     9 784 170     

Mærsk Invincible 11 414 865  11 414 865  11 414 865  11 414 865  11 414 865  11 414 865  

Mærsk Reacher 2 520 165     2 520 165     2 520 165     2 520 165     2 520 165     2 520 165     

Mærsk Resilient 3 202 092     3 202 092     

Mærsk Resolute

Mærsk Resolve 2 371 920     2 371 920     2 371 920     2 520 165     2 520 165     2 520 165     

Mærsk Highlander 6 671 025     6 671 025     6 671 025     6 671 025     6 671 025     6 671 025     

Mærsk Gallant

Mærsk Guardian 2 312 622     2 312 622     2 312 622     2 312 622     2 312 622     2 312 622     

Mærsk Convincer 2 075 430     2 075 430     2 075 430     2 075 430     2 075 430     2 075 430     

Mærsk Deliverer 7 892 564     7 892 564     7 892 564     7 892 564     

Mærsk Developer 4 447 350     4 447 350     6 759 972     6 759 972     6 759 972     6 759 972     

Mærsk Discoverer 4 892 085     4 892 085     5 366 469     7 175 058     

Mærsk Explorer 8 894 700     8 894 700     8 894 700     8 894 700     8 894 700     8 894 700     

Mærsk Valiant 5 485 065     5 485 065     5 485 065     5 485 065     5 485 065     5 485 065     

Mærsk Venturer 6 671 025     6 671 025     6 671 025     6 671 025     6 671 025     6 671 025     

Mærsk Viking 6 344 886     6 344 886     6 344 886     

Mærsk Voyager 5 722 257     5 722 257     5 722 257     5 722 257     5 722 257     5 722 257     

Revenues:

Monthly 74567235 79755810 103421641,8 91858531,8 88656439,8 95831497,8

Quartly 257744686,8 276346469,4

Yearly

2020

                                                                                                                                 994 368 162 

Q1 Q2



 

99 %

30

July August September October November Desember

Mærsk Innovator

Mærsk Inspirer 5 188 575     5 188 575     5 188 575     5 188 575     5 188 575     

Mærsk Integrator 4 743 840     8 153 475     8 153 475     8 153 475     8 153 475     

Mærsk Interceptor 8 153 475     8 153 475     

Mærsk Interpid 9 784 170     9 784 170     

Mærsk Invincible 11 414 865  11 414 865  11 414 865  11 414 865  11 414 865  11 414 865  

Mærsk Reacher 2 520 165     2 520 165     2 520 165     2 520 165     

Mærsk Resilient 3 409 635     3 409 635     

Mærsk Resolute

Mærsk Resolve 2 520 165     2 520 165     2 520 165     

Mærsk Highlander 6 671 025     6 671 025     6 671 025     6 671 025     6 671 025     6 671 025     

Mærsk Gallant

Mærsk Guardian 2 312 622     2 312 622     2 312 622     2 312 622     2 312 622     2 312 622     

Mærsk Convincer 2 075 430     2 075 430     2 075 430     2 075 430     2 075 430     2 075 430     

Mærsk Deliverer 7 892 564     7 892 564     7 892 564     7 892 564     7 892 564     7 892 564     

Mærsk Developer 6 759 972     6 759 972     

Mærsk Discoverer 7 175 058     7 175 058     7 175 058     7 175 058     7 175 058     7 175 058     

Mærsk Explorer 8 894 700     8 894 700     8 894 700     8 894 700     8 894 700     8 894 700     

Mærsk Valiant 5 485 065     5 485 065     5 485 065     8 301 720     8 301 720     

Mærsk Venturer

Mærsk Viking

Mærsk Voyager 5 722 257     5 722 257     

Revenues:

Monthly 83971897,8 92570107,8 78457183,8 74009833,8 71489668,8 59778313,8

Quartly 254999189,4 205277816,4

Yearly

2020

                                                                                                                                 994 368 162 

Q3 Q4



Appendix 25: Revenue backlog 2021-2022 
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Appendix 26: Sales forecast in continuing period  
 

  

 

Relative Valuation  

Appendix 27: Multiple computations 

 

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 CV

Sales 1627 1878 1683 1972 1998 2518 2297 1439 1429 1222 1786

Units 26 26 16 16 21 22 23 24 23 22 21

Sales/drilling units 63 72 105 123 95 114 100 60 62 56

Avg Sales/drilling units 85

P/B P/Sales EV/Core OI EV/Sales Listed price ReOI price

ODL 0,17 0,19 9,93 1,78

RIG 0,08 0,15 6,88 1,59

Noble 0,02 0,03 7,32 1,76

Valaris 0,01 0,03 5,34 1,39

Peer harmonic average 0,03 0,05 7,02 1,61

Maersk Drilling price 16,17 9,76 33,77 107,93 166,4 628,7



Liquidation model 

Appendix 28: Basse Analytics resell value rigs April 2020 

 

Rig Design Low High

Mærsk Innovator MSC CJ70-150MC 317 350

Mærsk Inspirer MSC CJ70-150MC 317 350

Mærsk Integrator MSC CJ70-X150 MD 317 350

Mærsk Interceptor MSC CJ70-X150 MD 317 350

Mærsk Interpid MSC CJ70-X150 MD 317 350

Mærsk Invincible MSC CJ70-X150 MD 317 350

Mærsk Reacher MSC CJ50-X100 MC 92 103

Mærsk Resilient MSC CJ50-X100 MC 92 103

Mærsk Resolute MSC CJ50-X100 MC 92 103

Mærsk Resolve MSC CJ50-X100 MC 92 103

Mærsk Highlander Friede & Goldman JU2000E 88 99

Mærsk Gallant CJ62-S120 JU 84 94

Mærsk Guardian Baker Pacific Class 37 58 68

Mærsk Convincer Baker Pacific Class 37 58 68

Mærsk Deliverer DSS21-DP2 Semi-Submersible 125 149

Mærsk Developer DSS21-DPS2 Semi-Submersible 125 149

Mærsk Discoverer DSS21-DPS2 Semi-Submersible 125 149

Mærsk Explorer DSS20-CAM-M 100 125

Mærsk Valiant Samsung 96K Drill Ship 116 278

Mærsk Venturer Samsung 96K Drill Ship 116 278

Mærsk Viking Samsung 96K Drill Ship 116 278

Mærsk Voyager Samsung 96K Drill Ship 116 278

SUM 3497 4525



Appendix 29: Liquidation value 

 

Operating Assets

Intangible assets 31 0 % -

Property, plant and equipment 4 731 74 % 96 % 3 497 4 525

Right-of-use assets 31 0 % -

Deferred tax 3 0 % -

Trade receivables 264 75 % 198

Other receivables 63 75 % 47

Prepayments 41 0 % -

Assets held for sale 38 100 % 38

Total Operating Assets 5 202 3 780 4 808

Operating Liabilities

Provisions (non-current) 2 100 % 2

Deferred tax 47 100 % 47

Provisions (current) 13 100 % 13

Trade payables 180 100 % 180

Tax payables 69 100 % 69

Other payables 61 100 % 61

Deferred income 32 0 % -

Total Operating Liabilities 404 372 372

Financial Assets

Financial non-current assets, etc. 5 100 % 5

Cash and bank balances 310 100 % 310

Loans receivable -

Total Financial Assets 315 315 315

Financial Obligations

Borrowings, non-current 1 248 100 % 1 248

Derivatives 23 100 % 23

Borrowings, current 130 100 % 130

Interest payable 1 100 % 1

Lease liability 31 100 % 31

Total Financial Obligations 1 433 1 433 1 433

Net Financial Obligations (NFO) 1 118 1 118 1 118

Total Equity 3 680 2 290 3 318

Liquidation value per share 367,3 532,1

Book values2019
Conservativ

e
Aggressive Liquidation value


