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Order boomboosts
value of rig builders

THEgrowing supply of rigs is a topic
addressed by CanaccordGenuity’s
analyst team.

A central thesis of its latest report
‘Digging deeper into offshore rig
shipyards’ is that “new capacitywill be
absorbed as long as oil prices remain
above $80per barrel”.

As detailed in its report, rig deliveries
during 2003-2007 averaged 11 per year.
Following the commodity price boom, and
resultant ordering, deliveries increased to
an average of 53 per year in 2008 to 2010.

For 2011, some 61 rigs are expected to be
handed over to newowners. Then,
according to the report, 36 rigs are
anticipated to be delivered in 2012, and 49
in 2013 (not including theVantage order
for a drillship to be built byDaewoo in
SouthKorea).

Froman investment point of view,
beneficiaries of the newordering boom
have included yards that are producing
drillships (Daewoo,Hyundai and
Samsung in SouthKorea) andhigh-
specification jack-up rigs (Jurong, Keppel
andPPL in Singapore).

The analysts note that prices for rigs
retreated in 2009, but are nowupnear
2007 peaks at $247m for jack-ups and
$619m for drillships. Funding availability
makes newbuildings preferable to
upgrading older units.

On a recent conference call, Diamond
Offshore’s president LawrenceDickerson
said “we’re attracted by the low capital
costs of new equipment in Korea”.

MrDickerson continueddescribing
DiamondOffshore’s deliberations on
newbuildings versus upgrades, telling
investors: “I don’t see a significant kind of
upgrades aswe’ve done in the pastwhere,
say a [Ocean]Monarch or [Ocean]
Endeavorwill take a less than 2,000 ft unit
andput it out to 10,000 ftwithmodern

quarters andmodern drilling equipment.
You are better off, I think, going to Korea or
Singapore to build something new.”

Adifferent slant on the valuation of rig
builderswas evident fromRowan’s
announcement that it was selling jack-up
manufacturer LeTourneau to JoyGlobal—
amanufacturer of cranes andmining
equipment— for $1.1bn, in an all-cash
transaction.

This salewas hardly a surprise. The

rationale for the transactionmirrors a
themeheard frequently as drillers seek
to devote resources to the high end of
themarket.

In its recent earnings call, Rowan chief
executiveMatt Ralls had indicated that
LeTourneau, and another “non-core”
business— land-based drilling—were on
a path towards de-accessioning.

MrRalls said that thenet proceeds,
whichhepegged at around$875m, “will
ultimately be redeployed into either
continued growth of our high-specification
jack-up fleet or expansion into theultra-
deepwater drilling segment”.

Whendiverse businesses are bundled
together, valuations aremore challenging
thannormal. DahlmanRose analysts Jim
Crandell andOmarNokta look for Rowan
to be valued based on “the sumof the
parts”. They value Rowan’s land based
rigs at around $400m-$450m, and its high-
spec jack-up fleet at around $6bn.

The analysts note: “The companynow
stands out as an acquisition candidate as
its jack-up fleet consists of a significant
number of high-spec rigswith nomajor
capital expenditures beyond the next two
to three quarters.”n
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Prices for newbuilding
jack-up rigs and
drillships are edging
closer to 2007 peaks
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A jack-up drilling rig built at Jurong Shipyard in Singapore: funding availabilitymakes newbuildings
preferable to upgrading older units.

ONEplacewhere high-specification
drillships are failing rapidly to regain a
foothold is in theUSGulf ofMexico,writes
Barry Parker.

Interest in deepwater oil exploration
has turned elsewhere— including
southward, to LatinAmerica.

US-based environmentalists had been
deeply concerned about plans for
exploration off Cuba, less than 100miles
south of Florida.

This summer, Repsol YPF, alongwith
consortiummembers Statoil andONGC,
will continue earlier exploration efforts
with the Saipem-owned Scarebeo 9—a
DP3 semi-submersible being completed at
Keppel FELS, aftermoving over from
Yantai Raffles—booked at around
$403,000per day.

Offshore Brazil has entered a new
phase,with BP finally gaining an approval
fromBrazilian regulators for its $3.2bn
purchase of Brazilian offshore and onshore
assets fromUS-basedDevon. TheBrazilian
deal is part of a larger transaction between
BP andDevon,which decided to exit the
offshore business inMarch 2010—
devoting attention, instead, toNorth
American onshore activities.

Approval byBrazil’s AgênciaNacional
doPetróleowas slow.Reports hadBPalso
expressing an interest in expanding its
offshore portfolio, through farm-ins from
other licensees, beyond the 10blocks being
acquired fromDevon— including several in
theCamposBasin still up for exploration.

Sete Brasil, a holding company that
will raisemoney to build sevendrilling
rigs Petrobraswill then charter for its

drilling in the pre-salt regions, has now
been officially formed.

The seven rigs— the first of 28 drillships
to bebuilt inBrazil—will be built at the
EstaleiroAtlantico Sul yard inPernambuco,
near Recife, at a costworkingback to
roughly $662meach. The shipswill thenbe
chartered toPetrobras at day rates reported
to range from$435,000 to $470,000.

Petrobras has a stake in Sete Brasil
described as less than 10%,with the
majority of the equity held byBrazilian
investment andpension funds. Caixa
Economica Federal, a state-run bank,will
hold the balance of the equity, packaging
the investments of various institutional
investors— someofwhomare tied to the
Brazilian government.

Debtwill be sourced fromBNDES, the
BrazilianNational Development Bank.
But Petrobrasmust still charter from
the outside.

OceanRig announced two of four
drillships ordered fromSamsungwill be
going on to Petrobras, both under three-
year contracts.OceanRig Corcovadowill
mobilise to Brazil after completingwork in
Greenland for Cairn Energy;whileOcean
RigMykonos, the last of four deliveries from
the initial Samsung order,will beginwork
for Petrobraswhen it is delivered in the
third quarter of 2011.

Dayrates on each rigwork back to
around $500,000, based on the $1.1bn
value announced for the two-rig deal.

Further to the south, in the Falklands,
exploration continues byUK independent
exploration specialist Rockhopper,which
announced it has nowbegun an appraisal

well located near its Sea Lion oil discovery.
Rockhopper has contracted additional
drilling slots for DiamondOffshore’s semi-
submersibleOceanGuardian, in theNorth
Falklands Basin.

The exploration company is also
conducting 3D seismicwork using two
vesselswith 12-streamcapability: the 2011-
builtPolarcus Asima, an ice-classUlstein
SX133 design; and the 2010-builtPolarcus
Nadia, an ice-class SX124 design.

Polarcus’ recent corporate results
acknowledge the Falklands seismicwork
has seen downtime, due to “extreme
weather conditions”.

The drilling programmeafter Sea Lion
will be finalised following the results of
the ongoing seismicwork. Rockhopper
also has a 7.5% interest in theNinky
prospect, operated byDesire Petroleum,
whichhas also been splitting time on
OceanGuardian.

In the South Falklands Basin, Borders
and Southern Petroleum is substituting
OceanRig’s semi-submersible Leiv
Eriksen for the Erik Raude.

After finishing its stint inGreenland
drilling, also for Cairn Energy, the Leiv
Eriksenwillmobilise to the Falklands t
o drill twowells over roughly 90 days,
with possible extensions if options
are declared.n
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USGulf loses appeal as interest switches to Latin America

VantageDrilling orders
$590mdeepsea
drillship fromDaewoo
THEordering boom for offshore vessels
continues unabated,with financial
engineering integrally tied to expansive
business strategies,writes Barry Parker.

Thismonth, a neworderwas
announced byVantageDrilling for a
drillship expected to cost $580m-$590m.

TheDP-3 unit, to be namedTungsten
Explorer anddue for delivery in the
second quarter of 2013,will have the
capability towork inwater depths of
12,000 ft. It will be built at Daewoo in
SouthKorea.

Vantage emphasised the relatively
prompt delivery of the newvessel. The
views of analysts such as Canaccord
Genuity’s Scott Burk are not lost on the
strategists at Vantage and other listed
companies. He has “buy”
recommendations on both Ensco and
AtwoodOceanics, stressing their
“growing fleets of premium rigs”.

Vantage, listed on theAmerican Stock
Exchange, also announced an 18-month
contract for one of its four high-
specification jack-ups, EmeraldDriller,
currentlyworking offshore Thailand, in
continuation of an earlier contract, at
$132,000 per day.

Meanwhile, two other Vantage jack-
ups (all the jack-ups are BakerMarine
Pacific Class 375 rigs built at PPL in
Singapore) have been redeployed. Its
AquamarineDriller has remobilised from
the Philippines toMalaysia,where it will
be drillingwell for Petronas Carigali at
$130,000per day.

SapphireDriller has redeployed to
Cameroon,where it is drilling in the
Sapele Basin off Cameroon for Bowleven,
alongwith aNoble Corp rig, Noble
TommyCraighead.

SapphireDriller’s previous contract,
with Foxtrot International, was
terminated because of unrest in the Ivory
Coast, where it had beendrilling.

Bowleven, listed on London’s AIM
market, has reported promising test
results at its Sapele-2well severalmonths
after finding oil at an adjacent field.
Bowleven’smanagement had suggested
that “Block 5” offshore Cameroonmay
hold reserves of 1bn barrels of oil.

Vantage’s other drillship,Platinum
Explorer, also built byDaewoo, has
begun a five-year contractwithOil and
Natural Gas Corp at $590,500 per day
drilling offshore India.

With theONGC contract in-hand,
generating cash flow, andnewdrilling
contracts in place for the jack-ups,
Vantage is now set to issue an additional
$225mof high-yield debtwith the
objective of consolidating its ownership
of theAquamarineDriller, and also
paying off a high-interest (15%) term 2009
loan tied to the rig.

When “payment in kind” interest, in
addition to the cash interest component,
is figured in, some$140mwould be
outstandingwhen the loanmatures in
September, 2014.

In June 2010,when it acquired the
majority of the company thatwas
buildingPlatinumExplorer, it had issued
$1bn of 11.5% senior secured notes
coming due inAugust, 2015.

These high-yield noteswere issued
last year,with proceeds used, in part , to
refinance a $135m issue paying 13.5%.
That earlier high-yield debt had been
issued in 2009 to finance a payment at
delivery fromPPLof another one of the
Pacific Class 375s—TopazDriller—now
drilling for PhuQuy off Vietnamat
$107,000 per day.

A downpayment of $100mon the new
drillship orderwill come from the
expected proceeds of the new financing.
Company chairman and chief executive
Paul Bragg noted that: “The addition of
Tungsten Explorer to our fleetwill add
substantial additional earnings power to
Vantage by the secondhalf of 2013.”

Vantage also hopes to gain
bondholders’ permission to issue up to
$125mof convertible debt. The objective
of the seemingly complex financial
architecture is simple— to push
repayment obligations farther out into
the future.With solid cash flows coming
in two years out in the future, Vantage
could then be in a position to rejig a likely
$1.1bn of the high-yield debt.

In the past two years, the high yield
bondmarket has gone from strength to
strength,with a number of examples
fromboth energy and shippingwhere
bonddebt has been able to take out
“high risk” (and therefore, high priced)
bankdebt.

Drillships such asPlatinumExplorer
andTungsten Explorer are ideally suited
for such deals, once contractswithmulti-
year tenors are in place.n
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OFFSHORE RIG NEWBUILD DELIVERIES
2004 to 2014

Source: Riglogix Canaccord

 Jackup   Semisubmersible   Drillship

Newbuildings
60

50

40

30

20

10

0
04 05 06 07 08 09 10 11* 12* 13* 14*

* estimate

Ocean Rig Corcovadowill mobilise to Brazil to beginwork for Petrobras under a three-year contract. Bloomberg

Barry Parker
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